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and the deteraiD&tion of in-service criteria 
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In the matter of Kansas City Power & Light 
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mination of certain rates of depreciation. ____________________________________ ) 
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On Boftaber 26. 1984, Xuaa Ciey Powr & Uah~ Cmlpay nild~tecl to 
the Commission proposed tariffs requeatiua au iaereaae of approxiaately 
52 percent, or Sl94.7 million, in char1es for electric service in its MJsaoari 
service area. The COEp&ny also submitted alternative "rate phase-in" tariff 
sheets which were desisned to produce an approxiaate iucrease of 25 percent in 
1985, 14 percent in 1986, 8 percent in 1987 aud S percent in 1988. 

The Commission has rejected the Company's proposed rate increase, but 
has authorized the Company to increase its revenues by $78.2 million to reflect 
the Wolf Creek Nuclear Generating Station. That equates to a one-ti.. increase 
of approximately 21.7 percent. To lessen the financial impact upon the cus­
tomers, the Commission has ordered the Company to phase in the $78.2 million 
increase over a seven-year period. At the end of the seven-year period, the 
total increase in revenues will be approximately $120.1 million, or 
33.4 percent. Under the Commission's seven-year phase-in, first year rates will 
increase by approximately 7 percent, second year rates by approximately 
5 percent, and the subsequent five years of rates will increase by approximately 
3.5 percent annually. The Commission allowed the Company an overall rate of 
return of 11.75 percent. 

The Commission reduced the Company's proposed rate increase by 
approximately 60 percent. The Commission found that a significant portion of 
the cost overruns at Wolf Creek resulted from unreasonable or unexplained cost 
increases and inefficient or imprudent management of the construction project. 
The Commission disallowed approximately $126 million of the Company's Missouri 
jurisdictional portion of the plant. That exclusion represents approximately 
14 percent of KCPL's·Missouri jurisdictional Wolf Creek investaent. 

The Commission found that approximately 75 percent of the Wolf Creek 
Generatins Facility will be excess capacity and unneeded as of 1990. A8 a 
result, the Commission reduced the Company's rate of return on Wolf Creek 
investaent. The Commission found that the Company knew, or should have bovn, 
that the proper operation and maintenance of its fossil plants would delay the 
need for Wolf Creek, and that it was takins the risk of havins excess base load 
capacity. The Commission decided the Company's shareholders and its custa.ers 
should share the risks associated with excess capacity. Therefore, the C~s­
sion determined the Company should receive only one•balf of the equity return on 
7S percent of the Wolf Creek rate base determined to be exceas capacity. Tbe 
excess capacity adjustment amounts to approximately $33 million annually. 
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On lbnd:er 26. 1984. h:uea Ciey r-r i ~t ClilllllfaltJ O.nlMft.er I.CPL 

or C011pany) eubllittu to the c--feaion propNIN tariffs nfleetial an tuna• of 

approximately 52 percent. or $194.711ill1on, in c:haqea for electric aenic:e in its 

Missouri service area. The Coapany also subaittecl alternative "nte pbaae-iu" tariff 

sheets which were designed to produce an approximate increase of 25 percent in 1985, 

14 percent in 1986, 8 percent in 1987 and 5 percent in 1988. The tariffs bore an 

effective date of December 26, 1984. That case was docketed ER-85-128. 

On December 17, 1984, the Commission suspended the tariffs until April 25, 

1985, and established an interv4ntion deadline. On February 21, 1985, the Commission 

issued its Order And Schedule Of Proceedings which further suspended the tariffs an 

additional six months, until October 25, 1985. That order granted intervenor statue 

to all parties in Case No. ER-85-43, as well to all parties who filed timely 

applications to intervene •. Those parties included: Armco Inc.; International 

Brotherhood of Electrical Workers, Local 1464; Missouri Retailers Association; 

United States Department of Energy (DOE); Jackson County; State of Missouri; 

Kansas City, Missouri; A.P. Green Refractories Co.; Anheuser-Busch, Inc.; Chrysler 

Corporation; General Mills, Inc.; General Motors Corporation; McDonnell Douglas 

Corporation; Missouri Portland Cement Company; Monsanto Company; Nooter Corporation; 

PPG Industries, Inc.; St. Joe Minerals Corporation; Union Carbide Corporation; Mobay 

Chemical Corporation; Amoco Pipeline Company; and Ford Motor Company. 

In that order, the Commission stated its intent to use the in-service 

criteria it had established in the Union Electric rate case unless a party could show 

sood cauee Why other criteria should be utilized. 

The ~ssion also nrdered that an early prehearins conference be h~ld t~ 

'•'~i.e, ~~ nther thi~sa, a procedural •ehedule, a test year to be util!~ed for 

fti!J d~tsip jN,.SSS w 8ftd fhe ,,.,. Of ~~f.C\1 tft&f: •hmdd be IIJ~t tO the C.,&ft1 1 I 

··- heat -.t..rt:. 
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cl&un• eo•t of an:tu ._. nu ~~~~i rMH 

c.••· .... lllll • 

rlhnt~~ ._ 1 .. .-

bP-ur~u,.._ 

Phase IV - Wolf Cruk-nlat:Gd i~~RM ~ ... n:ea aL,ii.IIRa'io:una 

also date~ t•et~ dudl!Ms cd ~rtafbta ~H. l'Mu dMdllus 

were subsequently modified~ 

In ita order, the COllli\Rbsion re~zGd th proc .. al eehftle it had 

adopted would preclude the issuance of an order p~ior to the October 25, 1985, 

op~ration of law date. The Commission, therefore, created an additional docket, 

E0-85-185, for the purpose of receiving thP. record of ER-85-128 and the refiling o£ 

the Company's proposed tariffs. 

By order issued March 22, 1985, the Commission modified the procedural 

schedule to allow certain Wolf Creek-related issues to be tried in Phase III and 

certain traditional accounting issues in Phase IV. The issues of pensions and 

payroll were later set for Phase IV also. The order approved the form of notice to 

be sent by KCPL to its customers. 

By order issued April 12, 1985, the Commission granted th• late-filed 

intervention of The Kansas Power and Light Company and The Gas Service Company. The 

Commission further granted intervenor status to Jackson County, Missouri, as a 

representative of steam heat customers, and the Federal Reserve Bank of Kansas City, 

Missouri, in a similar capacity. 

The Phase I hearing was convened on April 17, 1985. 

On Y•y 3, 1985, Staff filed a Motion To Compel Production Of Documents ADd 

Request 1or Appointment Of Special Master. KCPL filed a response to Staff'• motion 

~rein it asreed to the Staff request for a special master if, amona other eondi· 

s:iou, it vas sllewd to choose the perama for the podtion. OD May l7, 1985, the 
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-a~!· -fa -- P"IMI!Idllill8 

~-ft-• ----NJ;I.~ ... -.~.~----­
d~M.W ~--. ._ I!H_. • ,_. 'held tUndtu 

- -~l.J,WJUAI& 

bcouidentioa Or ~.. !'he ~ ars 111at at fORk ~ta al8 *t th 

Commissioa did act U'ft the •thorl~ it U. dalaptad to the ewaSu?:. 'I'M 

Ccmmssioa issud its criet' deayiq ncouUentift oa May 23, 1915. 

Public huriDp nn bald oa Hay 14. 1915, ta Sweet Spt'Up, KUnut, nd 

ou May 20 and 21, 1985, :1n ltmsae City, Misaouri. 

On Hay 29, 1985, the Commission issued the pot'ticm of its Phase I lleport 

And Ordet' which dealt with in-service critet'ia. The Commission adopted the joint 

recommendation of KCPL and Staff. 

That same day, the Commission convened the Phase II pot'tion of the bear­

ings. All issues, with the exception of the space beating rate, were resolved 

through a stipulation and agreement which was pt'esented to the Commission. 

By order issued May 31, 1985, the Commission consolidated Case 

No. ED-85-224 with Case Nos. ER-85-128 and E0-85-185. Case No. E0-85-224 is KCPL's 

depreciation rate ease. 

On Jun~ 7, 1985, Jackson County filed a motion to dismiss Case 

No. ER-85-128. Said motion was premised upon an alleged violation of Proposition 1 

(Section 393.135, R.S.Mo., Supp. 1985) in that KCPL's proposed tariffs reflected an 

effective date which would make or demand a charge for electrical. Rervice which was 

based on the cost of Wolf Creek prior to its becoains fully operational and used fer 

service. Both Company and Staff filed a response in opposition to said motion. 

The Phase Ill pot'tion of the hearings was convened June 24, 1985. The 

Pbaae lV hearinss cam~:enced September 3, 1985, continuins on various days throush 

~eober 22, 1985. 
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n'bd:l:vidO'Ds ~o 1~s b~H'ftfttiO'D.. 1M 110ttoo stabd the ~ t:M lata f1Ua& 

vas the n'bd:1-.1510'Ds' iu~Uity to sffot"d to btenee !Mid~ly. TM n~ 

~:!visions asreed to take the ease as it was. utilittaa JackaoD Couaty'e attorney and 

adopting Jackson County's position. K.CPL filed a objection to tiM 111Dt1on. tM 

Co111111ission denied Jackson COUDty's 110ticm em Jovesher 6, 1985. 

In that order, the Commission noted that Case No. E0-85-185 bad been 

created for the purpose of receiving the newly-filed tariffs, as well as the record 

from Case No. ER-85-128. At that time, the Commission dismissed ER-!5-128 and 

incorporated its entire record by reference into Case No. E0-85-185. 

On March ll, 1986, the Commission resuspended the Company's proposed 

tariffs to September 14, 1986. On that same day the Commission issued an Order 

Directing Revenue Requirement Calculations from the parti~s. Various requests for 

clarifications of that order were submitted, as noted on Appendix C. Upon obtaining 

the responses to those requests, Staff, KCPL, Public Counsel and DOE filed their 

re•ponse to the Order Directing Revenue Requirement Calculations on March 28, 1986, 

and April 2, 1986. On April 1, 1986, the Commission requested that additional 

phase-in schedules be submitted. Those schedules were filed April 3, 1986. 

Findings of Fact 

The Missouri Public Service Coaaission, having considered all of the co.­

patent and substantial evidence upon the Whole record, makes the followins findinss 

of fact. 
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adopted tu .Jout 'leu 1 rIa~ a. l..,..ntu ad CIIIIJUQJ.. a. 

Sept..Ur s. 1915. CalliJa~ ~ned iu •d• 

Criteria (lxhibit 180) • wid.dl anertad tat Volf Crut Gaeratifta StatiM Hd 

satisfied tha C~icm'a !a-service criteria as of 1:15 o'clock a.a., Saptamber l, 

1985. On October U, 1985, Staff filed its !valuaticm Of In-lanica Statu Of Wolf 

Creek Generating Station, Unit 1. Staff concluded in its filing that the Wolf Creak 

Generating Station bad complied with the Commission's in-service criteria. 

Based upon the foregoing, the Coaaiasion finds the Wolf Creek Generating 

Station has met the Commission's in-service criteria and was fully operational, in 

accordance with Section 393.135, R.S.Mo. 1978, at 1:16 a.a. on September 3, 1985. 

II. Jurisdictional Allocations 

A. Stipulation and Ag!eeaent 

Staff and KCPL presented a Stipulation and Agreement Regarding 

Jurisdictional Allocations. The Stipulation and Agre .. ent reflects that Staff and 

KCPL have resolved all issues regarding Jurisdictional Allocctions except for the 

method to be used for determining production and transmission systea demand 

allocators. 

The Commission has reviewed the Stipulation and Agreement RegnrdinJ 

Jurisdictional Allocations and determines that it is a reasonable and just resolution 

of the issues addressed therein and should be approved. The Stipulation and 

Atreeaent which vas received into evidence as Exhibit 18, is made a part of this 

order ~ attached hereto as Appendix A. 
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procivce1 p~ti• alii til Jat..:t• &!~*-~ nq•mtlwlJ. a. 
pro®ct:hm 8M t~ a the 4C'P -~ an 8M 

~!.89 respectively. 

In the nat the Coilaiedon jetend.a.e the lCP Mtbo« to N apprvp'riate • 

the Company nc~ that mm-fual p~ction upasea he cludfiN u «~• mt or 

anergy related and that only demand related non-fuel ~redaction ~· ba allocated 

by means of the lCP allocator. 

Staff's lCP method is based on the premise that sufficient plant capacity 

must b• available to meet system peak and, therefore, the system peak is the primary 

determinant of plant costs. 

Company asserts that 4CP is the appropriate allocation .. thod since it 

represents a compromise position between what it views as two extremes: the lCP 

approach taken by the Missouri Staff and the 12 CP approach taken by the Kansas 

Corporation Commission Staff. In addition, Company argues that 4CP better reflects 

the duration of the Company's summer peak load resulting in cost allocation 

stability. Finally, KCPL asserts that the 4CP method allocates non-fuel production 

costs without the need to classify those costs as demand or energy related. 

KCPL argues that Staff is inconsistent in its allocation method~ since it 

utilized the 12CP .. tbod for the last Union Electric r£te ease. Re: Union Electric 

Co!pany, 27 Mo. P.S.C. (NS) 183 (1985). Company also arsuas that Staff uses 

inccmsiatsnt allocation Mtbods for jurisdictional allocat:!one and claas allocat:!ou. 

Staff's lCP method is basad on the peak responsibility theory of coat 

c•eado'ft. Staff's tiM of ••• (TOV) allocation Mthod, which Staff hu anocatad Sa 

~ie ~ otbe~ coat of service and rata dasisn proceadtaas is baaed on a rejection of 
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Met 8)'8tell ,... aMI ,... IWI .. U~~t:l:U:y &~-'"JIJIIlu _..._ 

ujectms the,... u~i,ility tao~ of ~t ea~att.c• 

- t:Mt ~ .. h 

~c-last. hu 

accepted Staff'a TOO aet\od ... ita ~erl~~ t~ of coat ~tlcm for the 

allocaticm of seneraticm e:l bulk truaabaicm plat ...,.. clauu. a.: Arbaaa 

Ponr & Lisht CO!p!!I, 25 Mo. P.S.C. (§} 101 (1982); b: Xaau Citz PO'Hr & Lipt 

Company, 25 Mo. P.s.c. (N.S.) 605 (1983) ad b: Union !lectrle Co!p!uy, 27 Mo. 

P.S.C. (B.S.) 183 (1985). 

In the instant case, the Commission has only two proposals before it and 

both are peak responsibility aethods. The Commission cannot adopt Staff's lCP aetbod 

in this case. The Commission stated in this Company's rate desi:pt Ll'.res~igation: 

The coincidental peak method is the least equitable of tb~ pe~t 
responsibility methods proposed in that it places total depen­
dence on the single hour of system peak demand. Re: Kansas Citv 
Power & Light Company, 25 Mo. P.s.c. (N.S.) 605, 614 (1983}. 

The Commission determines that the 4CP method as proposed by the C~~~y should be 

used for purposes of this case since the utilization of multiple p~g~ ~oe~ recognize 

some plant usaRe occurring at times other than the single system peak. 

Based on the foregoing the Commission determines that th@ production and 

transmission allocators to be used for purposes of this case shall be 65.78 and 59.89 

respectively. 

!II. late of Ia tum 

Tbe Company, Staff and Depareaent of !nergy (DOE) have stiputat~d to the 

followins capital structure, embedded cost of debt and preferrr.d and 9~ef~rence stock 



eon of debt au pnf~~ au pnfe~ et~ en ne~ble au ._W be _.,tM. 

Therefore, the only rete of ntun lane Ridl ~m. 18 tile deteDduU.oa of a 

appropriate return on equity for KCPL. 

KCPI. is proposins what could be characterized as both a pre-Wolf Creek 

in-service (preoperational) and a post-iOlf Creek in-service {operational) return on 

equity. KCPL's proposed preoperational return on equity is 19 percent, which is then 

adjusted for costs associated with the issuance of common stock aud the demands of 

market pressure. That adjust.ent results in a cost of equity to the Company of 

20 percent. 

KCPL witness Beaudoin prepared KCPL's return on equity reca.mendations. 

Mr. Beaudoin's analysis utilized two market-based methodologies, the discounted cash 

flow (DCF) approach and the risk premium approach. 

The DCF analysis has traditionally been accepted by this Ca.mission in 

utility rate cases. The DCF analysis calculates the return required by investors, or 

cost of ca.tem equity, for a particular company by adding the dividend yield (current 

dividend per share divided by market price) and the dividend growth rate. 

KCPL's common stock yield has varied between 11 percent and 16 percent 

since January, 1984. That yiel~ on December 31, 1984 vas 11.8 percent. In order to 

avoid the polsibility of eny stock yi .. ld irregularities which miaht be reflected in a 

.,ot price, Mr. Beaudoin calculated the 12-week averaae KCPL stock yield throuah 

Dee__..r 31, 1914. That 12-w.ek period reflected a 12.1 percent dividend yield. 
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»-rma tu 1919 ~c 1914 pert~. uedu ~ n~u nerape s.e -

7.4 percent with 1.4 percant repnea~iD& tu .. t rec:n.t ~ ,.~. 1M 

industry averase dividend increase r~ fro. 5.7 - 1.0 percent sinc:a 1979. 

Mr. Beaudoin recoaaends a 6 - 7 percent arowth rate because he maintains investors 

weigh recent trends mere heavily. 

Utilizing a 12 percent dividend yield and an estimated dividend growth rate 

of 6 - 7 percent, KCPL reco.mends as a DCF required return on equity of 18 -

19 percent. 

The risk premium analysis is based on the relationship of risk versus 

return between bonds and com.on stock. The difference-between the required return 

for c011110n equity and the required return for bonds is an "equity" risk prellium. 

Mr. Beaudoin notes that common stock has more risk than bonds because stocks, unli~ 

bonds, have no maturity date and no contractually guaranteE'!d return. Adding the 

equity risk premium to current long term government bond yield reflects the 

additional investor uncertainty and investor requirements for common equity. 

Mr. Beaudoin calculated the average of common stock returns f~r KCPY~ during 

the period 1951 through 1983 at 9.2 percent. He then utilized an Ibbotson and 

liaquefield ltudy to determine that the return on u.s. Government Bonds for that 

period wa1 3.1 percent. Mr. Beaudoin's calculations resulted in an equity risk 

premium of 590 beds points. A dmilar analysis of 20 elective utilit~' stocks · 

arrived at: the Nile results. 
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Fe supests that 12 percent is the app~riate f~n to which t~ 6 percnt equity 

risk prniu should k added. This nsults in a requind return on equity of 

18 percent. 

Although his risk premium approach reflects an 18 percent return on equity, 

and his DCF analysis determined a range of 18 - 1! percent, Mr. Beaudoin believes 

investors require a 19 percent return for assuming the risk inherent in investing in 

a nuclear project without CWIP being included in rate base. 

Mr. Beaudoin further recommends the Commission allow a 3 percent adjuse.ent 

for flotation costs and a S percent adjustment for market pressure. Mr. Beaudoin 

suggests that without flotation and market pressure adjustments KCPL is not able to 

realize its entire authorized return. Mr. Beaudoin believes that flotation costs 

remain a cost every year the stock is outstanding, not just in the year of issuance. 

Hence, the Company is requesting a 19 percent return on equity, which equates to a 

20 percent cost of equity to KCPL. 

Mr. Beaudoin next addressed the appropriate return on equity for KCPL 

reflectins the in-service status of the Wolf Creek plant. KCPL is proposing a return 

on equity of 16.25 percent, assuminJ the Commission accepts KCPL's proposed one-time 

increase or alternative phase-in plan • 

• 
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were defined by bcmd nttaas ad extat of uponn to •clear risk. 

The bond ratiq aroup analysis reflected a avenp requiret! c01111DB 8CI'Iity 

return on double-A (Aa/AA), siaale-A (A/A), triple-B (Baa/DB). and below triple-B 

groups of 15.7 percent, 17.6 percent, 18.4 percent and 19.7 percent, respectively. 

The analysis of nuclear risk groups involved comparison of companies with no nuclear 

units in operation or under construction, nuclear units in operation 10-plus years, 

nuclear units in operation less than 10 years, nuclear units with significant 

construction, and nuclear units under construction. Those groups reflect a range of 

required returns of 15.7- 19.5 percent, with those companies with the least amount 

of nuclear experience requiring the higher return. 

Mr. Beaudoin believes KCPL will remain high on the risk curve until there 

is a replacement of noncash returns represented by allowance for funds used during 

construction (AFUDC) with a reasonable expectation of cash returns. 

Mr. Beaudoin concluded that the minimum prospective range of requirerl 

returns on equity for KCPL would be 16.5- 17.6 percent, contingent upon regulatory 

treatment. However, KCPL is requesting only 16.25 percent. That is th• same return 

~ equity it received in ita last rate case, ER-83-49. KCPL purposely choee that 

fifUI'e so that its proposed tariffl would not reflect a sreater cost of equity than 

that Which was allowed in ita last rate case. 
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current er.nditiona and innator expsctaticma. The Jaua~ /!'abnary 1 H5 dividend 

yields for KCPL, Moody's and tha comparison coapauias wen 11.5 percat, 

10.5 percent, and 12.3 percent, respectively. 

Mr. Parcell determined a DCF growth rate of 4 - 5 percent was appropriate 

for KCPL. To obtain this rate he included the historic growth of dividends per share 

and the projected growth rate in dividends and book value per share. The projected 

retention growth rate of 4 percent also falls within his range. RoweYer, the range 

is less than the Company's experienced retention ,rowth rate of 6 percent and greater 

than its projected earnings per share growth rate. Mr. Parcell utilized a growth 

rete of 3.5 - 4 percent for Moody's and the comparison companies. Both of these 

calculations include the earnings retention rate as well as most of the other growth 

rates examined. Unlike KCPL, both of these groups maintained a retention growth rate 

that was fairly cons:f.stent with their historic growth rate. 

The result of Staff's DCF calculations is a return on common equity of 15.5 

- 16.5 percent for KCPL, 14 - 14.5 percent for Moody's and 15.8 - 16.3 percent for 

the comparison companies. Staff does not believe any adjustment need be made for 

flotation or market preesure as KCPL doee not intend to make a public offerinJ of 

stock in the aear future • 

• 



l!lr,. RIUJLI 

tht li1lda - Wlr~M• t111111!11n:S. 

"Mta". fiaaeul ac:tJ att. .. ~ ~ltlllll,l!JC~-~l,u 

Mr. Parcell data~ I'CM. t.d ~TMtar rta ~ an~~~~EP -~­

rbk to the nenaa iMut'l'ial. hrall kUnea dM ape~ 

industries ewer tba put fin 8M te 7MH p~ dM Mat ~t:a H&u for 

comparison with XCPL as it reflect& tba cal"''Ht ~titifi aubtplaee. Tbe 

industrials have experienced returns of 14 - 14.5 percent ewer the put fin and t• 

years. 

Recogniztna an upward trend in the cost of capital since the mid-1970a and 

the decline in inflation, interest rates and capital coats since 1980, Mr. Parcell 

adjusts that range to 14.5 - 15 percent for KCPL. 

Utilizing both the DCF and comparable earnings approach, Staf! reca.aends a 

return on equity in the range of 15 - 16.5 percent prior to Wolf Creek baing placed 

in service. 

Staff witness Ileo utilizes Mr. Parcell's DCF determined range of 15.5 -

16.5 percent as the departure point for his adjustments in calculating a return on 

equity once Wolf Creek is placed in service. According to Dr. Ileo that range 

represents more of the risk associated with nuclear construction than the 14.5 -

15 percent range associated with Mr. Parcell's comparative analysis. Dr. Ileo 

attempts to quantify the reduced risk perceived by investors once Wolf Creek is in 

service. Dr. Ileo has chosen an operational cost of equity range of 14.5 -

lS. 7 percut. 

Dr. Ileo utilized an estimation/simulation approach to determine the coat 

of equity to ICPt if Wolf Creek had been in service during the period of 1979-1983 or 

..,/J.aa, 1984. lis approaGh befan with a forecast of the operational and finar.cial 

~r&dta~stics of ~Crt after Wolf Creek is placed in service, par Staff witness 
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phase-in with cost disallowances of 10 parent. 20 ... rent. 30 parent and 

70 percent. Bovever • no renlts were siva for a 70 percent diull.c:nnmce as it would 

produce a negative book value per share en~ could not be utilized within the DCF 

framework. 

Through a compariRon of the actual cost of equity to KCPL with the eetima­

tion of the DCF dP.termined cost of equity to KCPL on a May/June 1984 spot K basis and 

a 1979-1983 five-year K basis, Dr. Ileo concluded that KCPL would probably have 

encountered a lower cost of equity had Wolf Creek been in service during the periods 

studied. Those results are reflected in Dr. Ileo's Table 1 in Exhibit 24. Be 

further concluded that the estimations are directly related to the a.ount of Wolf 

Creek related costs which are disallowed and the type of phase-in sele~ted. He not~s 

that not all disallowance scenarios would result in a lower cost of equity; soae 

might actually increase that cost. From these findings, Dr. Ileo infers that KCPL's 

cost of equity will be similarly impacted once Wolf Creek is placed in service. 

After estimating the percentage change in KCPL's cost of equity which would 

result from placins Wolf Creek in service, Dr. Ileo determined the aarket has already 

accounted for the possibility of a disallowance of approximately 20 percent. His 

tate r.veale the simulated costs of equity to KCPL are similar to the spot and 

~iva-year DCJ--derived K's with such a disallowance. Therefore, a disallowance of 

~oxi .. tely 20 percent .erves to offset the reduced risk perceived by investnra. 
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the raqe b ••t applicable to J:CPL hcau I.CPL baa typically hM a hi&Mr 

DCF-baaed spot 1: thaD have other electric •tilities with atailar ccmatruction 

projects. Froa that he draws the conclusion that J:CPL is perceived as haYing .ore 

risk than those other utilities and vill, therefore, realize a sreater percentage 

reduction in cost of equity once WOlf Creek is placed in service. 

In attempting to quantify the reduction in risk associated with Wolf Creek 

being in s~rvice and no longer under construction, Dr. Ileo performed a comparative 

analysis utilizing financial data for 98 electric utilities as reported by Value 

Line. Those utilities were divid~d into three groups: 1) utilities without nuclear 

plants; 2) utilities with nuclear plants in operation and none under construction; 

and 3) utilities building nuclear plants. Dr. Ileo further segregated Group 3 int~ 

Groups 3-A and 3-B. Group 3-B represented utilities that have suspended or greatly 

reduced dividend payments or the likelihood of such an event occurring appears high. · 

An analysis was not performed for Group 3-B. 

A comparison by Dr. Ileo of Groups 1 and 2 reveals the market view that 

utilities ~Jithout nuclear plants reprP.sent less risk than tho~o with operating 

aaclear plants. The differential between Groups 2 and 3-A of 131 basis points in the 

.,ot' (May/June DCF analysis) and 45 b .. sis points in the five-year K (1979-1983), 

accordinf to Dr. Il4o, suagest greater risk while a nuclear plant is under 

~aetnction. 
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significant ~ifference at the 95 percent confideace level exiata betveea all of the 

groups except 1 and 2. 

Although Dr. Ileo concedeF that &pot K's and market to book ratios are 

susceptible to market fluctuation, he concludes that five-year K's do not fully 

reflect the risks &F.sociated with nuclear power in the way spot K'£ and .. rtet to 

book ratios do. 

In order to determine to what extent factors other than the association 

with nuclear power had on his study of market perfor.ance measures, Dr. Ileo utilized 

regression analyses using data set for calendar year 1983 and for May/June, 1984. 

Dr. Ileo performed a step-wise linear regression utilizing an R2 standard 

of 55 percent or greater for each overall model and a t-test standard of 5 percent or 

less for each independent variable in each model. Numerous independent variables 

were identified as having an important impact on market performance aeasures. Three 

dependent variables were used: spot K DCF (Yl); 5-year DCF (Y2); and .. rket to book 

ratio (Y3). The regression was performed for combined Groups 1, 2, and 3-A and 

individually for Group 2. 

The combination resression w11 utilized to determine if 1 utility's aroup 

desisnation had an iMpact on market performance measures. The individual regression 

... perforaed to determine Which variables have a statistically sisnifieant 
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to perfom the rearesaiou aoclel fonc:uts of the 5-yur DCF-deri.U It aa4 the unet 

to book ratio which would have been experienced by JtCPL if Wolf Creek had been placed 

into operatiou before May/Jsne, 1984. 

Throsgh his analysis, Dr. Ileo determined some aspects of stility operation 

and structsre have an influence on risk perception and resulting market performance. 

He concluded, however, that the market-perceived risk reduction when a nuclear 

project aakes the transition from construction to successful operation is the 

sianificant factor. 

DOE witness Stolnitz prepared the DOE recommendation on cost of equity. 

Dr. Stolnitz utilized a DCF analysis to conclude that KCPL should receive a 

15 percent return on equity. Unlike the Company and Staff, DOE did not calculate a 

pre-Wolf Creek in-service and post-Wolf Creek in-service return on equity. 

Dr. Stolnitz believes this to be unnecessary as the market itself has already begun 

to reflect chanses due to the anticipation of Wolf Creek becomtns operational and 

beins placed in service. 

lesardina the dividend yield of his Del calculation, Dr. Stolnitz notes 

that !crt's dividend yield durins the 1980's has been consistently hisher than that 

of Moody's. This differs from the 1910s when both had similar yielda. Dr. Stoln1tz 

c:~1a4ee that !crt's estraordinarily low price earninas ratios throuahout 1984 



e~JMI!!IIII ~~~a - -. 
UblJ to fdl t• MW .a 

1!1!111111die - - -
Be qpecu the ,ut -~ auruSMS. 

price while puMq eli~ JielU up 

... Ma ~IG.IIIil ._ ~ 

Cnek b 

placed in aetTice. Dr. Stob!U ~a U.t at that *eli~ Jfala of 

KCPL will coaverse with that of ~atr, and 4rop to app~tely 10.5 to 

11 percent. 

Dt. Stolnitz allows for a 1Mrgin of downward error when he rec:OIIIIIlleDC!R • 

dividend yield fnr KCPL of 11.25 pArcent. 

Dr. Stolnitz notes that Value Line reveals the avera~e annual dividend 

~r~~h rate vas 4.5 percent over the past five years and 3.5 percent over th~ past 

ten years. Be assert~ that the Company's need to increase -dividends to compensate 

for investor uncertainty will decrease when Wolf Creek is in service. 

Although Value Line estimates the average growth rate for 1987-1989 to be 

5 percent, Dr. Stolnitz believes those rates are inflated due to the high rate of 

dividend increase during 1981-1984. Dr. Stolnitz concludes that the 1984-1985 Value 

Line estimate of an approximately l percent rise in dividends requires a lower 

estimated growth rate. 

Therefore, Dr. Stolnitz recommends a growth rate component of 3.75 percent. 

That percent is in keeping with the approximately 3 percent average growth rate of 

~CPL from 1970-1980. Dr. Stolnitz reasons that even if the growth rate is hisher 

tban his projection, added price increases to ~CPL stock would be encouraged and th• 

dividend yield component would become lover. 

~iDS Dr. Stolnitz's dividend yield of 11.25 percent and his growth rate 

of 3.75 pereeat reBDlts in a VCF-derived return on equity of 15 percent. He 

-intaifta that lS percent compares favorably to ~CPL'• previously authorized cost of 

-18· 

•••• • 
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analyeia is the approprlete •thocl to utilize u detendtlifta tlNo praopentioul 

return on equity for KCPL. The Comaiaaion believes it is best to deteraine each of 

the component parts of the Del analysis. 

Focusing initially upon the dividend yield, the Commission believes that 

primary weight should be aiven to Kr. Parcell's January /February 1985 analysis rather 

than Mr. Beaudoin's 12-veek analysis endug Decaber 31, 1984. The Ca.aissicm finds 

that financial markets do not recognize a significant reduction in risk until it 

actually occurs. Thus, the shorter and more current the period utilized in the DCF 

analysis, the more accurate the reflection of the investor-perceived risk associated 

with nuclear construction. According to Dr. Ileo, this is parti,~larly true where 

there have been cost overruns and construction delays. The Commission finds the 

January/February time period to most accurately reflect current market conditions and 

investor-perceived risk encountered by KCPL prior to Wolf Creek being placed in 

service. 

TAOkina next at the dividend srowth rate component, the Commission believes 

that the retention srowth rate is not the only factor to consider, nor is it always 

dispositive. The eo..ission believes a srowth rate of 4 to S percent is an 

efPropriate reflection of the Company's actual srowth rate. 

Tbe C~ssion recosnizes that this ranse falls below the retentioa arowth 

rate of ~CPL. The C~ssion further recorntaes and relies upon ~z. Par~el~'a 
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srowth e:lq)ectaticms. the c-iaaicm baa DOt .ua a ujuat~~~~eat for flotat:icm coau 

nor market pressure. the eo-tis do. diMS~"M.S wtt:h t:he ~ 's aauaaeat that 

without adjustments for flotation costs and .arket pressure the Caapany is unable to 

realize its entire authorized return. The Commissioa does not believe the flotation 

adjustment is necessary, as the Company does not intead to publicly issue ca.mon 

stock in the near future. The Commission agrees with Dr. Stolnitz that the aarket 

has already allowed for .arket pressure. 

The next issue to be addressed by the COIIIIIlission is the appropriate return 

on equity for KCPL reflecting the in-service status of the Wolf Creek plant. 

The Commission finds there is en investor-perceived risk associated with 

the construction of a nuclear plant; however, once that plant beco.es fully opera­

tional and in service, the evidence demonstrates that risk should be reduced. There­

fore, the Commission determines a downward adjustment need be made to the Staff's 

preoperational return on equity ranRe to reflect that reduction. 

Although none of the proposed methods is flawless, the Commission gives 

more weisht to Dr. Ileo's analysis than that of the other parties, as it represents a 

more thoroush and detailed analysis of the potential effect of Wolf Creek's becomins 

OlN!rational and in service on the C0111pany' s return on coaon equit)·. Dr. Ileo' s 

analysis also appears to be the most statistically reliable of the three analyses. 

The Com.ission finds Dr. Ileo's 14.5- 15.7 percent return on equity ranse 

is reaeoaable. fbe ~ssion farther finds that lCPL bas encountered more inveetor• 

• 
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!a the Coapany's last rate case, ER-83-49, the Com.issioc awarded the 

Compaay a 40 basis point upward adjustaent to its return on coa.an equity for its 

efforts in improving manag ... nt effieieney. In the event the eo..tssion deeides to 
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Brotherhood of Electrical WOrkers (XBEW) have presen~ed ~estimony on ~he .atter. 

'the COlllld.saiou haa l:ee"Va.lua.ted its t»"tiol: o1:de1: ·and detemned it ia not 

necessary nor appropr~a~e to upward1y adJust the return on equ~ty wb~ch bas been 

fouud to &e na.sona.&le "to l!ncourage the tsrovision of energy on the 110st efficient 
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of sll prud•ntly 1ncur.r•d costs. 

Since the Commission no louge1: intends to continue this practice, it is 

unnecessary to address the positions of the parties. The Commission notes that the 

safety issue that was litigated by the Company and the IBEW was .. rely representative 

of the IBIV's allesation of mismana1ement and no actual datermination of that issue 

was souebt. 
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how the total ~~• all~ tiM c-iaaion will h allocated DOal diM~ Ctl8tONt' 

claues and hew each class's allocation aMll be I'UOftt'M witkia udl clua. 1'h 

stipulation establishes five cnstcaer aroupa of set'Vice on ICPL's systea. The 

stipulation sets out the rate desisn for the ~CPL syatea for three years and aareas 

to establish ar.othet' docket iDvolving rate desisn in the third year. The allocation 

for each group is set at a fi~ed p~reentage. The rates to be charsed are set frr 

percentage increases and it has been agreed that the actual rates v111 be set based 

upon the relationships in the stipulation. Since the total revenue requirement had 

not been determinec at the time the stipulation was entered into by the parties. the 

actual dollar amounts and rates could not be determined. 

The Commission has reviewed the Rate Design Stipulation and has determined 

it is a reasonable and just resolution of the cost of service and rate design issues. 

The Commission will adopt the stipulation as agreed to by the parties and it is made 

a part of this order and attached as Appendix B. 

II. Space Heating Rate 

The only issue left for resolution by the Commission is the separately 

setered space heatin~ rate. This is the rate to be charaed by KCPL for those 

customers who utilize some type of electric heatina system during the winter months. 

This rate affects the Residential and General Service Secondary customer aroups. The 

rates discussed in the record by the partiea were baaed upon a 52 percent rate 

ifterease. ~ final rate will be based upon the fiDal total revenue requirement 

srate4 .. 



------J .. 47.,._. • ,.,.;;,~rll!lll!l!h --dill· -... ----
at J .. U... AI ._ 'M ... a R~~IIM~a r.. 
JutUU. dda ~ ._.. .,_ 

lOt. ~ dda nee 1JJ alala~ die ~ 

....... "*" ..... " 
• .,~tty~ 

tu ntin wtatar ••••••• u wll u ~die nee ~d~t,. vt~ atanl 1•· 

a:rt UHtte diet tu SMl of GtU!~ prtd.na 18 to a:lafild.H pdcu to 

customers. ly dl.UC it to reaca its apeca U.tma rata. ECPL uurta lt wUl 
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occur, lCCPL aaaarta, aa lons as tha price for apece heat ina ia above tncr-.ntal 

costa. Five percent of KCPL's customers use some fora nf electric space H&ttn~. 

KCPL predicts if the·3.25~/kwh rate is allowad, this percentase will increase to 

15 percent by 1995. 

Nor.ally, rates are set by using the full allocation of embedded costa. 

Since electric apace heatins must compete with natural gas for euata.ers, the 

assertinn is that electric apace heating should be priced to compete. This .. ans it 

should be priced at incremental cost. KCPL states the incremental cost of providing 

space heatins is approximately 2¢/kwh and with other incidental costs added, a 

3.25c/kwh rate will allow 1¢/kwb to so toward the company's fixed costs. 

KCPL determined the 2c/kwh incremental cost based upon its position that 

space heatins customers add no additional distribution and transmission cost3 since 

space heatins is used offpeak. KCPL states 90 percent of its customers have 

air conditionins and these custo.ers are already paying for distribution and 

transmission systems for the air conditioning and other basic services. Space 

heatins, atace it is used durins the winter, utilizes the system without additional 

costs to the company. KCPL asserts the lowest cost to be eharsed for space heatins 

s~ld ~ the incremntal cost, while the ceilins shOkld be the competitive price. 

ICPL •leuletad the co.patitive price to be 3.25~/kwh. 
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Staff used t~ree criteTia in de9elo,ina ita allocation of predaetioa 8Bd 

transmission costs and rate desisn. Those criteria are equity, efficieacy and 

customer impact. To determine the rate for apace ~tin& UDder equity 

considerations. Staff used its tiae of use (TOO) aet~od to allocate embedded costs. 

The TOU method allocates costs and sets rates based upon capacity utilization. Tbe 

TOU method allocates cost t~ each custoaer based upon that customer's usa«e for each 

hour throughout the year. Using this .. thod. Staff calculated the equity rate for 

space heating to be 5.156c/kwb. 

Since space heating is in a competitive aarket Staff supports an efficiency 

rate that equals marginal cost. Marginal costs. or incremental costs, are those 

additional costs of producing on .. additional unit of electricity. Staff calculated 

this rate based upon the cost of producing the top one percent of loads during the 

winter period. This rate includes recovery of some fixed generation and transaission 

costs. The rate calculated was 3.759¢/kwh. 

For the customer impact rate Staff calculated the percentage change in 

class revenue contribution. This rate was 5.758¢/kwh. 

Balancins the three criteria, Staff developed a tarset rate for space 

heatin& of 5.156¢/kwh and proposed the Commission set the rate between 3.759c/kWh and 

S.158c/twh. A rate within this ranse will recover the incr...atal costs and ~~ate a 

~tribution to the fixed coste of the syatem. The cloaer the price is to marainal 

coete, cite t11110re fixect cosu other netCJ~~Mre ••t alt1orb. 
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rate would be coapetitive. 

~1blic Counsel does not believe ltPL can actually ca.pete with saa service 

for the space heetinl aarket unless the rete is lower than 3.25c. Any lower rete, 

Public Counsel asserts, would provide little benefit to KCPL's overall system and . 
would hurt the competing gas company. Public Counsel contends that cha.rgintr 

3.25~/kwh for space heating would aean that space heatiag customers would be payiag 

less than their fair share with no benefit accruing to other KCPL customers. 

Kansas Power and Light/Gas Service (KPL/Gas Service) is the gas company 

which competes directly with KCPL for space heating customers. KPL/Gas Service's 

position is that increased electric space heating usage will erode the gas se~rice 

aarket, thus causing an increase in price for gas customers. KPL/Gas Service asserts 

that the benefits to be derived froa pricing electric space heat at 3.25c/kwh are 

ainiaal. KPL/Gas Service believes the space heating rate should be the same as the 

winter tail block rate for Residential General Rates. 

Since the parties have stipulated to th~ cost of service allocations and 

all of rate desian but this issue, the Com.iaeion must decide what the spac• heatin~ 

rate should be witbout any reference to an overall rate deaign method. The 

eo.:!asion, th.wr, is presented with two bade poaitione and then three different 

rates based upon chose positions. KCPL and Staff concur in the position that sinet 

cba spd4e bestial .erket is competitive, the rate should be priced beaed upon some 
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for a reduction in the space heattns rate while ECPL ia -.kiDS for BD cvarall 

increa~e of 52 percent. The COI!IIIisaicm ea find 110 juatificatin for aeaclillt a price 

signal to space heating customers that it will now cost less to supply thea with 

electric service even though other electric service customers receive an inereaae in 

rates. 

The Commission further rejects r.CPL's 3.25¢/twh rate beeaaae it is based 

upor. a coincident peak view of.capacity addition. KCPL's arguments concernina vby 

the system is built, and how offpeak customers add no additional costs to the system 

are based upon the theory that new capacity is added to the KCPL system to meet 

system peak. This theory was rejected by the Commission in the KCPL rate design 

case, Case No. E0-78-161, the Arkansas Power & Light Company rate desian case, Case 

No. ER-Sl-364, and the last Union Electric Company rate case, case Nos. E0-85-17 and 

n-85-160. 

In those cases the Commission found that new capacity is built to meet the 

year-round system needs. This findin& was based upon Staff's evidence supporting its 

TOO method of allocating costs. The Commission still supports the findinas in those 

cases. 

The Commission finds, finally, that the 3.25~/kwb rate is not supported by 

the evidence on its en merits. The Coadssion belieYes Staff' a calculation of 

Mqiul costs is 110re reali•Uc: based on the '1'0U theory of capacity uUliuUon. 
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Althoup Staff baa preaeutad the TOO 'UthcMi of allocatial cona, ltlll 

witness stated that aa an economist, he believea that rates in a coapetitive market 

should be close to marginal costa. Staff baa presented a range for the space heatinl 

rates to enable the Commission to evaluate the importance of the various factors 

utilized by Staff. The Commission finds that Staff's p~sition that some production 

and t~ansmission costs and overhead costa should be borne by the space heating 

customer is reasonable. Even if the lines for basic service and air conditioning are 

in place, there are still costs associated with providing space h~ating service which 

should be recovered in the space heating rate. 

The Commission does not believe, in this case, that the space heating rate 

should be abolished as Public Counsel and KPL/Gas Service propose. KCPL has a space 

heating rate in its tariffs and the Commission, without the benefit of a full 

proceeding on allocating costs and a review of KCPL's entire rate design, will not 

eliminate one of KCPL's rate classifications. A move to the Residential General 

Rates' winter tail block would, in effect, eliminate a separate space heating rate 

for KCPL. 

The Comaiaaion finda the evidence ia clear that KCPL'a expansion into the 

space heating urket will be very limited and slow. KCPL projected a movement from 

.5 percent to 1.5 parent over a tn-,.ear period. This mcrt81Mnt represntl esr.iuted 

~ cORatractton and the re,lac81Mftt aarket and is premiaed on a rate of 3.25c/kwh . 

.LO.:l~Nt!B th18 My Man that Qt/C.s hf'!lica rill not obtain sCM an cu•toun or uy 

10M HW ulaa ~ to ~"''n heat pwpa, tld.a lose ae8mll llinor. lat. baa had 

Mpe~a~• .,_. he.auas ~~~·• for HM t:iM. AI :tuiata4 by the ~au ~r of 
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has on the gas company. 

The Commission has weished the factors for determining a space beating 

rate. The Commi~cion bas considered the argument that in a truly competitive market 

prices should be set at incremental costs. Public utilities do not exist in a truly 

competitive market, though, and even the space heating market is not truly 

competitive. 

The Commission bas detem:f.ned in its recent rate design decisions that 

Staff's TOU method is the proper method for allocating costa and the proper basis 

from which to desi~ rates. The Commission finds that the TOU .. thod is still the 

appropriate method for designing rates. The TOU method allows recovery of production 

and transmission costs associated with usage of the system throuRhout the year. The 

Commission finds that the recovery of those costs is appropriate in setting the space 

beating rate. 

Staff has presented three rates and SU88eated a range of rates for space 

beating. The Commission finds Staff's e~~ity rate ,which is basad upon Staff's TOU 

calculations, is the rate which most correctly reflects the cost of providin& service 

to space heatina customers. By adoptina the Staff's proposed equity rate, the 

Commission will be allocatin& to space heatin& rates a lower percentase increase than 

received by the residential and Raneral service aecontlary clasaes as a Wbole. Basad 

~ the revenue requirement found herein, the space heat1na rate ia the first year 

the pha•e-ift will •• 3.691~/kWh. 
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Staff reeo.aends that the sain be used to offset the allowable coat related to the 

March, 1984 tee stora o-r in the alternative that rate base be reduced in a manner 

siailar to the way aalvase is treated on sales of other assets. KCPL proposes to 

treat the 1ain below the line benefitinl the Company's shareholders. 

In an order issued September 5, 1984, in Case Ho. EM-84-238, this 

Comaisaion approved the sale of a two-acre tract of unimproved land for the sum of 

$100,000. The land had been included in the Company's rate base since December, 

1963. The 1ain realized on the sale is $83,919 on a total Company basia. 

In support of ita position, Company cites Re: Kansas City Power and Light, 

21 MO. P.S.C. (M.S.) 543 (1977), where the Commission rejected Staff's proposed above 

the line treatment of the sain reali~ed on the sale of certain distribution property. 

The Comaission's rationale was based on the theory t~at ratepayers have no property 

interest in the Company's assets and, therefore, are not entitled to benefit fr~ 

1ains nor re~uired to absorb.losses from the disposition of Company property. The 

Company also asserts that Staff's treae.ent amounts to a d .. privation of its property 

without due process. 

In support of its position Staff cites Democratic Central Committee of the 

District of Colabia •: WtJbiDISII !!nmusan Area Transit Co•ission, 485 r.2d 786 

(D.C. Cir. 1973), cert. d.aied a.b. no.. T£tnliJ lztS•Ie InJ: v. Central Democratic 

Cf!!itsiou, 415 u.s. 935 (1974) (hereinafter reftrred to as DCC). In the DCC case 

cbe ~t rejected a tra41tienal 'reperty filhC thaor, of shareholder entitlement to 

en utility ,r~ ~ toue184&4 lhel Che trea~t of appreciation ln value of 

ul!>JI•JO~~·Y uMta '*'1• Ia ~~t-. &UIW ..,_ •• ou tw ~i,1aa ~ { 1) th• l'ilht to 
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sain reaU zed 'by the ale of cenain appreciable UM~a. In ru~ ita decision 

the Court re!ied heavily cm the feet that the property in question as tied to aa 

upgrad~ program which was heavily burdeni~ the retepa~ers. 

Staff argues th~t as a matter of retemat~g principle it is inappropriate 

to allow profit frrm the sale of utility as~ets to accrue to its investors. Staff 

cont~nds that such a profit represents a realization of capital over and abcve what 

~be shareholder invP-cted and expected to re~over and thus the profit is equivalent to 

a contribution of capita!. 

With respect to the "gain follows loss" test, Staff contends that 

signifi~~nt risks associated with assets are imposed upon ratepayers. Staff points 

out that utility assets are susceptibb to loss or damage and such casualty risks are 

generally fl~ed thTough as a cost of service. 

Rith respect to the "benefit follows burden" test, Staff points out that 

the ratepay~r has borne the expens•~ o! operation, mainten~nce and property taxeP en 

the land and at the same ti•e paid a return on the property while it was included in 

:he Company's rate bar.~. 

!r. addition, Staff arauer that below the line tre~t•ent would be 

i~equitable in this caJ~ since decommi1aionina costs are included in the cost of 

._rvica. Under the Company's approach the recovery of decommissionin' costs shifts 

to the ratepayer the ~rden of preparina the ~olf Creek land for aale while the 

~!'lt'eholclere wuld real:fle any aa1n on the aale at IOU future date when the land is 

.;A. 
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A8 the Staff poiate out a utU:ity e~ baa a ~ a:p4tCtatioa to 

recover its oriRinal in"'6Staeat and a retura ou ita iavestaeat. Ia tJae case of 

depreciable property the retura of the iDvestaeat is recovered fro. ratepayers 

through depreciation aod a return on investment is recovered from ratepayers through 

the return on rate base. 

In the case of nondepreciable property, ratepayers do not provide a return 

of the investment. The ratepayers provide a return on the investment through the 

return component built into the rates. A return of the investment upon disposition 

of the asset is recovered through the sales price. 

In either case, the gain on a sale of property represents a windfall since 

it exceeds the shareholder's expected return of capital. The Commission believes 

that the accounting treatment should be based on equitable considerations given the 

facts and circumstances existing in the particular case. 

Traditionally the Commission has treated gains on the sale of utility 

assets below the line. In Re: Missouri Cities Water, 26 Mo. P.S.C. (H.S.) 1 (1983) 

andRe: Associated Natural Gas, 26 Mo. P.s.c. (N.S.) 237 (1983), the Commission 

treated the gain on depreciable utility property below the line. However, in those 

cases the Commisftion did not base its decision on a shareholder property right theory 

as the Commission did in Re: Kansas Cit% Power and Lilht, supra. The Commission 

stated in both cases that below the line treatment did not indicate a general policy, 

In both cases the ~ssion considered thft arruaeats advanced by Staff in the 

inatar case and consiclfted the reasonins of the District Court of Appeall 1.n the DCC 

case. ln the Commission suguud that the aaift uecl not 
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Althou,h it is true utility assets are susceptible to d...,_s or casualty 

risks which are generally flowed through to the ratepayer, no such losses have been 

alleged with reRpect to the property in question. Also because ~f tbe traditional 

acc~unting treatment of disposition of assets, an~ losses on the sale of utility 

assets have not bee~ passed through to the ratepayer. 

In the Commission's opinion the mere fact that rates recover property taxes 

and property insuranc:e does not amount to a burden with respect to the property in 

question which dictates th~ pass through of the entire gain on the sale of the asset. 

Such an approach would require a pa~s through of the profit on utility assets in each 

and every case regardless of the equities involved. 

Finally, the inclusion of decommissionin~ costs in the c:ost of service is 

not a persuasive argument in favor of passing through the gain on the Edison Credit 

Union land sale. Ac:cepting the Company's accounting treatment with regard to this 

particular sale d~es not preclude a sharing of any realized gain with respect to the 

sale of Wolf Creek land at some future date, as no cost to improve or prepare for 

future use (i.e.: decommissioning) on this parcel of land has been recovered from 

ratepayer11. 

lased on the foreaoina, the Commission determines that the aain on the 

~ison Credit Onion land salt 1hall be treated below tbe line ae proposed by the 

~y. 
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The Company specifieally opposes Staff's lead/lag seudy because it omits deferred 

debits associated with the followins !tess: (1) March, 1984 ice storm expenditures; 

(2) 1982 station outase; (3) a 1982 wind stora expenditures; and (4) pre-1974 

vacation liability. In addition, the Company opposes the inclusion of accrued 

interest in the Staff's lead/las study. 

The Commission has accepted the wisdom of usins a lead/las study to 

calculate the cash workin~ capital requirement in all major rate cases sine~ 

Re: Missouri Public Service Company, 22 Mo. P.S.C. (B.S.) 193 (1978). The Company's 

arauments in favor of a zero cash working capital are not persuasive. If the average 

payment plan affects the cash working capital requirement, then the C~any could 

have produced evidence quantifying the effect of the plan on cash working capital. 

Presently it is not known whether the plan will have a positive or negative effect on 

the cash working capital requirement. Therefore, the Company's arguments are purely 

speculative. 

Althoush the Comaission is not bound by FERC, the Commission notes that 

rEIC's proposed rulemaking provides for a zero cash working capital requir~ent 

unless a reliable lead/las study is performed in support of another position. Thus, 

•ven the FIIC propoHl accepts the reliability of a lead/las study. 

Tbe ~aston deteraines that it is not appropriate to include the 

~rti•ad balaace of defe~ed debits in the caah workins capital calculation as 

~opoHd the ~. The•• u-. represent extraodwry nocrecnrrins 

_,_.ib'ree ad •n, CINrdore, Mt relate4 to day-eo-day eaeh nqvirUinu. tn 
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Col'!f'anv, :!4 Mo. P.S.C. (B.S.) 1 (1980). the COI!IIId.sdon niteratef! the position it 

took in that cas@ that accrued interest on bond~ should be .sed as an offset to the 

cash working capital requirement. While in pcssession of the Compan~ these 

ratepayer-provided funds are a source of cost free cash the Company may use until it 

makes payment to the bondholders. Neither Company nor its shareholders have ·~~ 

ownership interest in these funds. 

Based on the foregoing, the Commission concludes that Staff's cash working 

capital re~uirement shall be adopted. 

c. Deferred Taxes Offset To Rate Base 

Staff proposes an offset to rnte base in the amount of S154,971,142 as the 

amount of deferred income tax reserve allocated to Missouri. Staff's allocation is 

based on a historical allocator. Company's deferred tax rate base offset is based on 

the current allocator. 

Th• Company argues that the deferred tax rate base offset has been based on 

a current allocator since Re: Kansas City Power & Lisht, 24 Mo. P.s.c. (N.S.) 387 

(1981). The Company states that Staff used a historic allocator in the Company's 

last rate case Re: Kansas City Power & Light, 26 Mo. P.S.C. (N.S.) 105 (1983). 

Bowevar, tbe Company was unaware of Staff's treatment until after the hearinl and 

artaa the recondliation of the ca1e. It was not until January, 1985, that Company 

~~ aware of Staff's chanre of politions resardtn~ the use of the hi1toricel 

alloucor • 

• • 
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upon the time periods in which tues wen prorlflefl &M. thus, the jurladictioa that 

provided the tues are the recipient of tba rate base offset. 

The ec.dssion detendnes that the curreut allocator shell be used for the 

purposes of this case. Since the cul'l'ent allocator represents the past practice of 

this Commission and since the change in allocation method would be detrimental to the 

Company because of jurisdictional differences, the Commission believes that a ehift 

from the current to the historical allocator should be addressed in the Company's 

next rate case. 

D. Tree Trimming Deferred Debit 

The Public Counsel proposes that the unamortized balance of the Company's 

1982 three-year tre~ trimming program be removed from rate base on the ground that 

any recovery associated with this program constitutes unlawful retroactive 

rateuking. 

Based on the conclusions set forth below in Phase III, section II, G, Tree 

Trimming, the Commission determines that Public Counsel's proposal should be 

rejected. 

It. Electric Operating Income 

•· m Due• 

Edieon Electric Institute (EEI) is a trade association of inveator-owned 

electric utilities. m acts as .,eke~ and representative of the investor-owned 

electric ~try. 
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The Company set forth an extensiv~ list of industry-wide ~fits resultina 

from membership in EEl. The Company attempted to quantify the benefits and savings 

specific to the Company which resulted from EEl ..abership by polling employees of 

various ll•orking c0111mittees. Company claiu there was $5 million in direct operattna 

cost savings from EEI participation. The Company presented test~~y that only 

18 percent of EE1.'s resources are devoted to le,islative activities and only 

2 percent are devoted to lobbying activities as defined by federal ~. 

Historically, the Commission has disallowed EEI dues from rate case expense 

on the basis of EEl's involvement in lobbying. In 1981, the Commission adopted a 

benefit standard which would allow EEI dues if a direct benefit to the ratepayers 

could be shown. 

The rule has always been that dues to organizations may be 
allowed as operating expenses where a direct benefit can be shown 
to accrue to the ratepayers of the company. Conversely, where 
thAt sort of benefit does not appear, disallowance of the dues is 
required. It follows that the mere fact that an activity aisht 
fall within the very broad general definition of lobbying as used 
by Public Counsel should not necessarily mean that it is an 
t.proper expense for ratemaking purposes. The question is one of 
benefit or lack of benefit to the ratepayers. 

le: laneas City Power 6 Licht Company, 24 Mo. P.s.c. (B.S.) 386, 400 (1981). The 

~issiou has since refined that stan4ard to include not only a direct quantifiable 

~fit to the ratepayer, bat also a method of allocatin& the expense• between the 

ehareholden and t11e ratepayers nee the benefit• hne ben quantified. See 
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ratepayera. the Co.rtuion believes the C~ hu attapte4 to quantity DI 

benefits, but baa failed to aeparate benefits accruins fro. comaittee ..atinss from 

those derived outaide of comaittee meetinas. The Coapauy baa also failed to allocate 

those benefits between the shareholders and the ratepayers. The arsu-ent that 

allocation is not necessary if the benefits lessen the cost of service to the rate­

payers by more than the cost of the dues, misses the point. 

It is not determinative that the quantification of benefits to the rate­

payer is greater than the EEl dues themselves. The determining factor is what pro­

portion of those benefits should be allocated to the ratepayer as opposed to the 

shareholder. !t is obvious that the interests of the electric industry are not 

consistently the same as those of the ratepayers. The ratepayers should not be 

required to pay the entire amount of EEI dues if there is benefit accruing to the 

shareholders from EEl membership as well. The Commission finds this to be the case. 

The Company has been informed in prior rate cases that it must allocate its 

quantified benefits from membership in EEI. That has not been done herein. There­

fore, no portion of EEI dues will be allowed in this case. 

B. llli Assessment Allocation 

Electric Power lesaarch Institute (EPRI) plans and manages research and 

deYe~t oa bahalf of the nation's electric utility industry and the public. !t 

is ~,arced by nearly SOO ..abers, includinl investor-owned companies, municipal and 

resional 109e~t utilities, and rural electric cooperatives. EPli's objective 1s 

~o ~~· capabilities in electric ~r senerati~, delivery and use. 
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evidence present•d Whick &u&~ests tkat !Pal activities ~fit caly retail cust~. 

lnst•ad, Public Counsel 'IDilintains that !FlU activiUes aenerally benefit the entire 

electric industl)·. 

The Company opposes Public Counsel's proposal. KCPL asserts the bads for 

the calculations of EPRI support, as invoiced, !s the dollar revenue from the kilo­

watt hour sales of electric energy to ultimate consumers. The invoiced amount is 

calculated on MissC~uri and Kansas retail SP.les and booked accord~.ngly. The booked 

amount is the basis for the allocation herein. The Company has in the past attempted 

to allocate to wholesale customers, but the FERC disallowed such allocations since 

they were calculated solely on the basis of retail sales. 

The ease law presented by Company, which vas not refuted by Public Counsel, 

demonstrates that the FERC has found the EPRI assessment to be tied to retail sales 

and, therefore, does not allo.r it to be allocated to wholesale customers. See 

Connecticut Light and Power Company, 5 F.E.R.C. •61,140 (Order On Rehearing issued 

November 22, 1978). 

Although not bound by the FERC's decision, a decision to the contrary could 

subject member wholesale companies to double assessments, one for KCPL's .embership 

in EPII and one from the wholesalers' own membership in EPRI. The Commission finds 

that Public Counsel's proposal would force the shareholders to pay the aaount allo­

cated to the wholesaler•. Since the Company did not include wholesale t.h sales in 

its IPII esses...at calculations, the Commission finds it is proper for the assess­

... , to .. ellol&ts' only ~~ tbe retail eu•tomers. The Commission doe• not 

hl:l"e s cosc/kHUt analysis h appropriate in the 1nstnt u... 



propoee4 diallwace touh $209.500 (~otal Cili~~ii!tBJ). ,_.lk CIJI:Id ad kaff 

coutn.cl then ,.,._u ~• be diull~ beeaa they an: 

(l) imroluutary ratepayer coutrt'bu.tiou of a charitable natun; 

(2) supportive of activities which an duplicative of those periorud 

by other organizations to which the Company belongs or pays dues; 

(3) active lobbying activities which have not been de.onstrated to 

provide any direct benefit to the ratepayers; or, 

(4) costs of other activities that provide no benefit or increased 

service quality to the ratepayer. 

Jointly-sponsored witness Menefee tP.stified the decision to exclude 

individual organizations was based upon information supplied by the Company detailing 

vendor name, the function to which the organization was bnoked and/or a description 

and purpose of the organization. Company believ•s payments to all of the organiza­

tions should be allowed, since they are business-related and provide benefits to the 

ratepayers. 

The Company provided examples of the functions of several of the organiza­

tions proposed to be excluded to demonstrate the reasonableness of their expendi­

tures. Of the examples, the Commission believes all but two are P.xcludable, as they 

fall within one of the four categories mentioned by Public Counsel and Staff. The 

Commission takes exception to the proposed disallowances of: Consumers United for 

la:U fquity (CVU) and tha Western Coal Traffic Leapa (WCTL) , which allo includes 

the Weetem Coal Transportation Association (WCT.A) • The total of theta two proposed 

dioUonua is $5.5,051. Although the pr1Mry factiou of both orsauhaticnt 11 

.,.er to lobby ouly for le~islatiou that is directly beueficial to 
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In meat c~t--- iPol~ .._ 11M ._tt... tt u ace111ry to 

~uantify s benefit tba~ bas ac~lly ~ to fTaittoa. ln this tnstaece. the ~~­

sion detercine• the CcapaDy's evidence is suffitieDt to d~strate that CUll's 

activities are in the best interests of the ratepayers. 

The WCTL was formed to address aatters of common concern to all shippers of 

western coal. The WCTL also lobbies against increased rail rates. The WCTA provides 

a forum for utilities, coal producers and railroads to discuss issues of cammon 

interest, including transportation issues and contract negotiations. WCTA has also 

worked with railroads to solve various problems regarding tariff items. The testi­

mony evidenced that WCTA's settlement of the fro%en coal item eaves the Company over 

$400,000 a year. The Commission finds the direct benefit to the ratepayer from WCTL 

and WCTA's efforts has been adequately quantified. The Commission finds these 

organizations to be distinguishable from EEI in that their interests and those of the 

ratepayers appPar to be one and the same. Public Counsel and Staff did not come 

forth with any evidence to convince the Commission otherwise. 

After having reviewed the additional items proposed to be disallowed, the 

Commission finds that all of the other organizations listed by Public Counsel and 

Staff are properly excluded from cost of service, and nates that payments to such 

representative places as Paradise Point Golf Course, K.C. Soccerdome, Jerry's Sport 

Sbop, ~howcase MRsic and »ovelty, and various area restaurant• are obviously improper 

'o char~e to the ratepayers. The Commission hopes the Company will be more dis­

:rtainating as to the payments it chooses to iuclude in ita cost of service in the 

!~t:vre • 

• 
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Counsel further proposes a aharina of rate cue upeuaa. 'fM c::a-isaioa will fint 

focus ou the issue of nol:'ll&lization, a !nee an adoptioa of Public Counnl 'a position 

would negate any need to discuss the alternative proposed disallovancea. 

1. Nol:'ll&lizatiou 

Public Counael recommends the Commission allow a more normal level for rate 

case expense than that experienced by the Company in 1984. Public Counsel witness 

Dawson utilized a simple average of rate case expense incurred froa 1979 to 1983. 

That amount was then adjusted to 1984 dollars. His calculation resulted in a recom­

mended expense level of $435,132. (This expense is allocated 100 percent to 

Missouri.) He contends that the prP-sent rate case expense represents extraordinery 

expense, the level of which should not be reached again. 

The Company argues it is impossible to accuratwly normalize rate case 

expense if one does not include 1984, the year the Company incurred its highest 

expenses. Thi~ type of analysis purposely and unjustly lowers the rate case expense 

level allowed. Company contends there is no way to know if rate ~ase expense will 

decrease. It depends on party interests, number of data requests submitted, etc. 

The Commission does not believe it is unfair to use a five-year average 

wbich does not include 1984. The Comaission finds it is losical to assume that the 

first Co.pany rate case involvins a nuclear unit will encompas1 more effort and 

~·· than will subsequent rate easel. The Comaission is cosnizant of the fact 

,._, ~lae1on of 1914 ·~ caueee a low.r level of rate caae expense to re1ult, 

~~ finle that to be a reeeoasble for~~~ of ehafina of rate case ex,enee between the 

rlllqd1er a4 tk MnbolMr. loftlll11saU.n rill e11mr a runuble lnel of 
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of rate case expenae onee a e&n is filed. T'be reeonl iadicatu oecasimw 11here C.. 

pany has been less than eooperative vitb vari~a parties; for example, by not fully 

respondin& to data requests or producing doeuaents in a timely fashion. The Commis­

sion is of the opinion Public Counsel's position on normalization is a reasonable one 

and is hereby adopted. No determination need be made of Staff an~ Public Counsel's 

alternative disallowances since the normalization proposal has been accepted. 

:!. Sharing 

Public Counsel contends that rate case expense should be shared be~een the 

ratepayers and the shareholders, as both derive benefits therefrom. The shareholders 

henefit by receipt of increased revenues to the Company, and the ratepayers ben~fit 

by use of a viable utility which can provide safe and adequate service. 

The Company believes that rate case expenses are best characterized as 

normal operatina expenses, since it is not by choice that the Company litigates its 

rate increases. The Commission touched upon this issue under the Public Counsel's 

normalization proposal. ~Thile the Commission believes Public Counsel's arguaents 

have some merit, the Commission notes that its adoption of the Public Counsel's 

normalization provbion is a type of sharing of rate case expense. The Coaaission 

will continue to evaluate the concept of sharing of rate caee expenae in th• future. 

In thia caae, the Commission is rejecting Public Counsel's equal sharins proposal, aa 

:U baa previoualy adopted hie normalization proposal. 

1. O.taide Cousultanta 

Staff &ad Public Counsel are jointly epoueorins a disallowance of 165,000 

c~~al c.,_,_,., u fua paid '" lswirOD'IIIatal Ccmnlcnu, lac. (ICl). an nuide 

• 
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The eo.p&ny aucn:s it did no~ violate its ia~eraal lliriat policy becaue 

EC! is the only consultant of its type. Therefore, it was uniquely qualified to 

perform the required tasks and bids were not necessary. 

Ms. ~.enefee testified t:o the fact that ECI has unique qualif:f.c:ations. Her 

argument is premised upon her belief that the Coapany did not know of those unique 

qualifications at the time it hired ECI. Her belief is derived priaarily froa the 

answer to a data request submitted to the Company. Upon being asked hov it came to 

know of ECI, the Company responded that: ECI was known through contact: with other 

elect:ric compaaies. No specific question was asked as to whether the Co.pany 

believed ECI to exhibit un:f.que or one-of-a-kind characteristics. 

The Commission believes the evidence is insufficient to support thP. pro­

posed disallowance. An inference drawn from an answer to a broadly worded data 

request is not substantial or competent evidence upon which to base a diB&llowance. 

F. Property Insurance 

Public Counsel recomaends the Commission disallow one-half of the cost ~f 

property insurance to the Company. That results in a $391,862 disallowance from the 

Company's test year cost of service. Public Counsel maintains that sharing is 

appropriate because insurance is purchased to cover the ri~k of loss of the Company's 

assets. loth tiM s1Mrehol4ers and the ratepayers beDefit frn this type of coverage. 

Cnpay cn~anda tlMre is DO nideDcua to eupport an equal sbariDI concept. 

tt 1• CoB'P•J'• furtlMr cntnUn tlMt to the ntnt slMreholdns pay property 

i~ft'fa.• P"fllli_., elM •ba'feho14e'f• an enU.tled, p'fo 'fete, to the f.nR-rencu1 

~ .... @ ,_, nplft8111Dt of ~ plat tM •hareholur• wu14 MD w.ld be 
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be rejected. 

G • Tree Trimlldng 

The Company proposes t~ include in its cost of service $6,784,995 on a 

total Compan~ basis for tree trimming expense. Staff proposes to include t5,083,987. 

IBEW, Local 1464 and DOE support the Staff. 

Public Counsel opposes the recovery of the amortized portion of thP­

Company's 1982 t~ 1984 tree trimming program on the ground that such rP.covery 

constitutes retroactive ratemaking. Public Counsel also propnses that the 

unamortized balance associated with the Company's 1982 to 1984 tree trt.ming program 

be removed from rate base. 

In the Company's 1982 rate case, the Company and the Staff agreed to 

amortize over a five-year period the cost of an accelerated tree trimming program. 

The five-year amortization was built into the rates approved by this eo.mtssion in 

Re: Kansas City Power & Light Company, 25 Mo. P.s.c. (N.S.) 229 (1982). The 1982 

three-year tree trimming program waR designed to accelerate tree trimming so that the 

Company could maintain a three-y~ar trt.aing cycle at the end of the three-year 

period. At th~ time the program was proposed it was estimated to cost $1 million 

aDnUally above the normal trfte trimmin& level. The Company represented that at the 

en4 of the three-year period tree trimming expense would be reduced by $1 million per 

The .,rosr• began in Jnury, 1982. Downer, in hptnber, 1982, the 

,..,•oy 4fti4ft to re!l.ce the level of tree trt.ing. Company states that it 

bel~• ~:ial •• i~4Ute to ~l•te the task ritbb the tbree-year period. 
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(ECI). ECI recOIIIIIIle'Dds a thrN-7ur tree trlmoiua prosraa at a eetilleted coat of 

$6.2 million per year for the purpose of settina the Compan7 on a normal three-,ear 

tree trimoins c7cle. 

The Commission determines that the ratepayers should not be requiTed to 

fund the Company's second tree trimming prosraa. The Commission is not persuaded 

that the Company received inadequate funds for the 1982 three-year tree tr~ng 

program. The Commission notes that the Company reduced its tree trimming efforts in 

September 1982, only two months after the rate order approving rates funding the 

program. The Commission finds it disturbing that after it has allowed funds to be 

recovered froa ratepayers for a specific program, the Company has chosen not to 

expend such funds for that purp~se. The Co.Pany did not request additional funding 

in subsequent rate eases and the Company has not requested funding for the second 

three-year program in Kansas. 

The Commission expeetR the Company to proceed with the three-year tre~ 

trfmai~g program recommended by ECI in order to reach a normal three-year tree 

trimmins cycle as promptly as possible. Any delay on the part of the Company in 

tmplementin& the proaram could affect recovery of any future storm-related damages. 

Pinally, althoush the Commission will not fund a second three-ye~r 

accelerated tree trimmin8 proaram, neither is it persuaded by Public Counsel's 

er .... nts. ~ eom.ission determi~es that Public Counsel's position should be 

rejected for two reasons: (1) the ~rtization of the 1982 three-year tree tr1amins 

,.qr• ws .,,roved by this em-ission in the Company's 1982 rate cue. 'l'hus, 

C~l as a party c~ thee ~ase, had the opportunity to chellGftl• Staff ID4 
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with expenau. 

should be aeeepted and, therefore. only the teat year level for tree ttiald"' 

expenses vill be allowed. 

H. 1984 Ice Stom Expense 

The Company and the Staff agree to a five-year amortization of expenses 

associated vith the March, 1984 ice stora. Staff, however, recommends that one-half 

of the ice storm expense be disallowed because of the Company's failure to pursue its 

1982 three-year tree tri.mming program. The annualized amount from the five-ye11r 

amort~zation is $530,943 under Staff's recommendation and $1,061,886 under the 

Company's recommendation. 

Public Counsel opposes any recovery of ice atom expense on the ground that 

such recovery constitutes retroactive ratemaking. Public Counsel cites 393.140(5)and 

Section 393.140(5), RSMo 1978, for the proposition that ratemaking be prospective as 

opposed to retroactive. 

The Commission agrees that retroactive ratemaking is prohibited and the 

Supreme Court of Missouri has so found. State ex rel. Util. Consu.ers Council, etc. 

v. r.s.C., 585, S.W.2d 41 (Mo. bane 1979) (hereinafter UCCM). The UCCM Court found a 

fuel adjustment clause to be unlawful and in rejecting Public Counsel's request to 

r~ to the Commission to order a refund of the excess amounts collected under the 

fuel 84jus~t clause the court stated: 

(17) ~er, to direct the c~ssion to deteraiae What a 
rea~able rate would have b•eD and to require a credit or refund 
of ay .--c ~llected :lft ncus of thie DO\mt vcmld be 
reU~tive reteuk:taa. 'rhe c~asicm has the authority to 
de~ the rete to be eharfld, t 393.270. lu so dete~nina 
it .a, ecmaider ,.at a.Geae re~ry iftaofar as this is relevaut 



In findina the fuel surehaqe unlawful the court stated: 

[19,20] The utilities take the risk that rates filed by thea 
will be inadequate, or e~cessive, each time they seek rate 
approval. To permit thea to collect additional amounts simply 
because they had additional past ~enses not covered by either 
clause is retroactive rate making, i.e., the setting of rates 
which permit a utility to recover past losses or which require it 
to refund past excess profits collected under a rate that did not 
perfectly match expenses plus rate-of-return with the rate 
actually established, Board of Public Utility Commissioners v. 
New York Telephone Co., 271 U.S. at 31, 46 S.Ct. 363; Lightfoot 
vs. Springfield, 236 S.W.2d at 353. UCCM at 59. 

Public Counsel cites Narra~ansett Electric Co. v. Burke, 415 A.2d 177 (R.I. 

1980) for an explanation of the policy concerns underlying the prohibition against 

retroactive ratemaking. 

The rule against retroactive ratemaking serves two basic 
functions. Initially, it protects the public by ensuring that 
present consuaers will not be required to pay for past deficits 
of the company in their future payments •••• 

. . . . 
The rule also prevents the company from employing future rates as 
a means of ensuring the investments of its stockholder. r.eorgia 
K • & Power Co. v. Railroad Commission of Geor ia, 278 F. 242 

a uti ty s income were suaranteed, the 
company would lose all incentive to operate in an efficient, 
cost-effective manner, thereby leading to hiaher operatins costs 
and eventual r~te increase. 1!• at 179-180. (emphasis added). 

What Public Counsel does not mention in his araument is the fact that the 

-.~a .... ett Court .pecif1cally coasidered ice storm expenses in light of the rule 

ret~etive rat ... kins end concluded that the rule did not apply. Th1 lhod~ 
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extraordinary expenses not eoverlllll ~,_ a:istiRa rates 1111 ~ti"' 
this freakish ston, it is diffieult to pereehe how the future 
effieien~y of the utility would be furthered by the applieeticn 
of the rule in this instance. 

We beve also noted that the rule serves to protect prennt 
customers from paying for a utility's past operating deficits. 
!his aspect of the rule muttt be weighH against the interest of 
providing immediate service to customers when a destructive, 
unexpected storm occurs. On such an occasion the public interest 
in quickly restoring heat and electricity to the homes of 
customers must prevail. 

The next time a storm of this magnitude occurs, the co.pany 
would have no incentive to hire outside line and tree crews to 
rP.otore service efficiently and swiftly to customers if no 
reimbursement for eT.traordinary expenses would be forthcoaing. 
Thus, application of the rule to expenses related to such an 
emergency situation so inextricably related to the public health 
and safety would serve to thwart the goal of effective customer 
service. 

The plethora of caRes from other jurisdictions permitting a 
utility tn recover the extraordinary costs associated with an 
unusually severe storm indicate that the rule against retroactive 
ratemaking does not come into play in such instances. [citations 
omitted] 

The larragansett holding was cited with approval by this Commission in 

!CPL's last rate case as support for the recovery and amortization of the cost 

associated with the Company's Hawthorn S outage. See Re: Kansas City Power & LiGht 

C9!f!!1 26 Mo. r.s.c. (J.s.) 104, 120 (1983). 

Conlideriftg the foresotns, the ~ss1on determiftee that the rule asatnet 

retroactive rac ... ttng doet ftot apply to expenses iftcurred which are associated with 

~treordiRdJ'7 eventa. ~Bah ~ea are ftot aa80ciated with "~rfectly matchiDI of 

~~~~with~~~~" or a "r .. ete~t1on of retee alrea4y eete~11abe4 ~ pa14". 
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basis over a reasonable period of time. 

Finally, the Comaission determines that Staff's position should be 

rejected. Althoush it is true and the Coapany adld.ts a correlation exists between 

large limb overhangs and ice storm damase. the extent of the correlation has not been 

shown in this record. Thus, the Commission is unable to find that the reduction of 

overhead tree trimmins for one-half of the three-year tree trimming program warrants 

a disallowance of one-half of ice storm related expenses. The eo..ission believes 

that the netting of ice storm expenses against capacity sales as discussed in Phase 

IV, Section IV-H below eliminates the inequities raised by the Staff in this aatter. 

I. Advertising and Related Expenditures 

1. New York Rule 

The C011111ission has traditiot • .'llly applied the "New York Rule" to gas and 

electric utiliti~s to determine whether costs of advertising and promotional prac­

tices should be included in rates. "As applied by this Commission, the rule first 

excludes all political and promotional advertising and then allows all other adver­

tisins, includins sood will advertisins, up to an amount equal to one-tenth of 

one percent of the utility's revenuea." Re: Union Electric Companz, 25 Mo. P.s.c. 

(N.S.) 194, 200 (1982). 

Staff, Public Counsel and Company are all r•commendins elimination of the 

New Tort Rule ae it bae baeD appli•d by thia C~islion. Staff asserts the rule it 

.. Uc:lat 1Bunn it allow ineU.tutional advutietns which doe1 not benefit the 

n&.,.t"8, it arbiuanly nelmla• pt'aoU.onal advert181nl repl'tU•~• of bnefU to 
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(1) s•nal - inforutiOMl ..... ntata& U.t :11 ueM b tile p~t• of 

adequate nnif'e; 

(2) s&fety - advertisina which conveys the ways to saf~ly use electricity 

end to avoid accidents; 

(3) promotional - advertising used to encourase or promote the use of 

electricity; 

(4) institutional - advertising used to improve the company's public 

image. 

Staff proposes to allow the costs of all general advertising and reasonable amounts 

of safety advertising, and the costs associated with promotionRl advertising if the 

benefits derived therefrom were shown to exceed the costs. It is Staff's further 

proposal to disallow costs associated with institutional advertising. 

Public Counsel basically agrees with Staff's recommendation, but is con­

earned that Staff's recommendation would allow the Company free rein over advertising 

expenditures if the Commission does not institute and maintain a strict policy that 

requires proven benefits to the ratepayers. Public Counsel is further concerned that 

the Company may inundate the public with institutional advertising if it is allowed 

and no "cap" is applied. 

The Company reasons that the New York Rule should be eliminated because the 

odstnal rationale for its institution by the New York Public Service Ca.ission ~.s 

not applicable to Company. Orisinally, the rule was instituted to prevent pru.oti~­

al aivartisi&£ from increasias off-peak load aad requirias additional oil-fired 

,_.retia at a tiM ~ depadence upn fordp oil n• at its paak. ltatant t~f 

'lii!l 11 tfy!flifill ~ Pr!!!!&lllt 'Itttit•• of ll)l&c Vt&l&tie1, J.Y.P.s.c. 
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plays an iaportant rcle in t1!& ~·~~ aeU.tinl of its apeee 1!&attns. 'Daa ca.,., 
recoaaends that the Comdssicm allow reCC'ftry of all its advertisinl upansa unless 

incurred for puralJ political reasons. 

The Comaission agrees with the parties that it is no longer necessary to 

utilize the New York Rule. It appears that disagreement between the parties as to 

the proper categorizations of certain advertisements negates one of the Commission's 

original purposes for applying the New York Rule. to alleviate the need for an 

"ad-by-ad" review.. In addition. the CODIIlission determines on this record that the 

ratepayers should not bear the costs of institutional or good will advertising. The 

Commission cannot conclude herein that institutional advertising is beneficial to 

ratepayers. If the Company desires to improve its public image. that is management's 

business, but the costs will not be borne by the ratepayers under the rates 

established in this case. The Commission does believe that promotional advertising 

can be beneficial to the ratepayers and should not be arbitrarily disallowed, but any 

benefit must be cost-justified. The benefits from those expenditures must be demon­

strated to exceed the costs of the promotional advertising itself. 

The Coaaission determines a fifth category should be added to Staff's list 

of recomaended categories. The fifth catesory would be that nf political advertis­

iDg. Political advertising does not benefit the ratepayers and is not properly 

charle4 to that~. !here 1• no ar.-.nt as to the dballowance of this type of adver­

tisiftl in tha instsnt can. 

TINs, tha C-isdon :18 tl:f.scontimlinl iU appU.caU.on of the lew Tork Rub 

.., is ...,tinl lteff'e ree~ad eete1ories of adve~tisins e~ente, aa well •~ 

~~in• • fiftli ucesory for politiea1 .t.S.ertieinl• 
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are designed to encourqe ulect:lou ant use of the utU:lty's services. Similarly. 

wint~r heat sale advenis~nts are designed to enecuraae use of electricity for 

heating. Staff naintains both are similar to advertisina by retailers to encourqe 

purchftses. 

The Company disagrees with Staff's classification of these advertisements 

as promotional. Although the Company concedes that one of the purposes of the 

advertisements is to encourage off-peak usage, the primary purpose of the advertise­

ments was to supply information as to tbP. efficiencies of the heat pump and the 

separntely-metered space heating rate, which benefits the public. Use of both 

enables customers to save on their heating and air conditioning bills. 

The Commission believes the advertisements are properly classified ae 

promotional under Staff's definition. The primary purpose for both types of adver­

tisements appears to be to encourage usage of electricity and/or services of the 

Company. The Commission believes the dissemination of energy efficiency information 

is merely secondary. This is particularly true of the winter heat sale advertise­

ants. The term "sale" itself denotes promotion of a product. 

ii. Home Tour Advertisements 

The Staff maintains these advertisements are eslentially heat pump 

UYertiseunte, a• they prmaote the heat pump as an appliance the public should 

c-.:S4er ~en hyins a uv hou. 

The C4Mpan1 cntnda the purpose of the ahuU.aaenu ie to afon the 

~~ the ener11 eff:ldan1y upecu of new hou1. The Collpanf daw this b 
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is to pl'GIIOt:e the ule a.l .n ~f the Jaeet plllllllf a.~, Ia bin. d.ecutet.ty.. h~ dle 

reasons pnviowtly autCMI. then H'Nnu-u an p~rly elaMU1e4 as 

promotional. 

111. Christu.s Li.ghtins Contest and Cotaerelal Li.ghtig 
Advertisftlents 

This contest is for the best decorated house. The contest includes a 

monetary reward for the winuer, as well as a $4.00 contribution from the Coapany to 

the Optimists Youth Fund for every home entered. Staff asserts the contest, the 

advertisements and the monetary reward encourage the use of Christmas lights and 

therefore the use of electricity. For the same reasons, Staff recommends 

disallowance of commercial lighting advertisements. Staff also contends that the 

Optimists contribution from the Christmas lighting contest should be disallowed as a 

charitable donation. 

It is Company's assertion that customers would use outdoor Christmas lights 

without the contest. The Company maintains that althnugh the commercial lighting 

market is already fully developed, the advertisements are still necessary to dissemi-

nate information to the public as to electric lighting equipment so that they can 

receive greater benefit from their energy dollars. 

The Commission finds there is no question that these advertisements arP. 

promoti~l in nature, as is the monetary reward. The Commission does not fault the 

CompafiY for the Christmas li&htins contest; however, the Commission finds that it 

encourases use of the COMpany's services. Therefore, the costs of the prosraa are 

promotional. The C~ssion dete~nes the charitable donations should be 
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e:7fect of increasins off-peak conn=pticm. bat the priary purpoae is to tnfom the 

public of electrical equipment efficiency an4 ener&Y ccmservation. 

The Ca.ftissio~ recognizes that the Company places persoanel at the booths 

who answer questions from the public, but the Comaission believes the foremost reason· 

for their pre~ence is to promote the use of various electrical equipment and, in 

turn, electricity. For these reasons and the reasons the CommisRion stated for the 

heat pump and winter heat sale advertisements, the Commission finds that these 

expenditures should be classified as promotional in nature. 

v. Travis, Walz & Associates, Inc. 

Travis, Walz & Associates, Inc. (Agency) is an advertising qency. Staff 

developed a ratio of the number of promotional advertisements to the uuaber of 

nonpromotional advertisements th~ Agency had worked on and applied it to the Com­

pany's fee to obtain its rec~ended disallowance of $13,115. 

Company believes Staff's method of apportiou.ent is improper since the 

~ency received all but $16,832 of its $48,000 fee from standard media commissions 

paid by the various media. Company maintains the remainins fee paid the Agency by 

the Company covered work on various other activities such as market plannins, aafety 

... informational booklets. 

The Commission has no way of ascertainins What proporticm of the additional 

~tivitias ,erfo~d ~ the Asency constituted activities of a promotioaal nature. 

~ ,.ft "iaforuUnal koklne". if used in the Company' a vernacular, could he 

fr• ••ro to ou hvHred ,ereent pnmoUcma1 :b nature ndu the luff's 
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vii. Cost Justification 

Havins determined the Staff's proposed disallowances are properly 

classified as promotional advertisements or expenditures, the Commission aust 

determine whether any of those costs are sufficiently justified to allow their 

inclusion in rates. The Company's primary evidence of cost justification is in the 

form of its Marketing Dimensions Report-Heating CMarketing Report). The purpose of 

the Marketing Report was to determine long term marketing strategies for development 

of the space heating market. 

Staff sugsests the Marketing Report is unable to justify the Company's pro­

motional prograa for several·reasons. The promotional practices rule constitutes a 

major barrier to the marketing program developed. The costs of follow-up research 

are not included and would negate the resulting positive cash flow. The program is 

unreliable because it extends through 1995, which necessarily means use of aany 

assumptions. 

Public Counsel contends the Marketing Report's bottom line analysis cannot 

be readily accepted due to several cruestionable or "wrong" assuaptions. Thnse 

assumption• be8in with the Company's belief that the space heating campaisn will 

eapture 50 percent of the potential market in 1995. Another aseuaption is that 

12,000 cODYersicne will be available each year throush 1995. That figure was based 

.,_ the rqlacemaut of air coftditicmars with an •••rase life of 12 years. Public 

~J ~tee that ~any testified in Phase Il that the avera1e life of an air con~ 

•tcioni-. .. it wee IS yeare. That IS year fi,.re would lower tbt replae~ftt rate to 

&~c100 replac.ate __.u,.. r:lnally, ftlbU.c Coun1d MUI that cha 
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Company asserts there en uo -.-rnle i.Dcnasee h tlle coat of t'oll.w-up 8U'ftl78 to 

tbe program, ~ince the CoapRny has performed various follow-up eoawuaicatins surveys 

since 1976 and simply adds questions involvin& space heating to those surveys. It is 

tbe Company's contention that a eban~P. in the average life epar. of air conditioners 

to 15 year8 would not necessarily render the cost/benefit analysis inaccurate, 

~ecause the Company could increase the study from 13 years to 16 years to cover the 

!ncreased life span. The Company anticipates the results would be similar. Finally, 

Company argues that the space heating rates used from 1983 to 1985 tended to aake 

electric spac@ heating less competit1.ve with natural gas, yet in 1983 and 1984 a 

larger number of additional electric heating units were installed than had been 

projected. 

The Commission finds that the longer the period of the projection, the less 

reliable a study becomes, yet the Commission is cognizant of the necessity for a 

sufficiently·long time frame to allow for ~rket reaction. Accordin~ to the Company, 

a projection through 1998 may be required to correct its study to properly account 

for the 15 year avera~e life span of an air conditioning unit. The Co.mission has 

been shown no evidence that a lengthened study period would deliver similar results. 

lf the Company did not increase its study period, there could be .ore than a 

40 percent decrea'e in the annual available convereion market. This would substan­

:1a1ly affect the Collpany's bott0111 l:f.ne analysis, whether it has ade a cou1enat1ve 

H~iMte or not. 

Tbe CO..ieeion, like Public Counael, 11 also uncertain why c-. Company he# 

_.,_.,, a raalfeat1ou of JO pe~cent of the potential 1pece heatina merklt by 1995 • 

.... 
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proar• is pnct.h4. ftenton. it way wll .. ftffktit 1ft th Cm11•1 to 

actually obtain that parcutap of die Mrbt. Staee die ea.,_, adcipatu a 

poa:f.tive diacountecl caa flow of oaly $2.5,12.5 by 199.5. tu en..hlsioa believes it ia 

reasonable to require aufoficieut support. at lust in the font of backup reasoaina. 

for that urket percntase. The eo.aissioa finc!s the CompaDy's study to be too 

speculative aud unreliable to provide justificatiou of the Company's promotiou. 

The Company also atteopts to draw a comparison between the iucreased number 

of !ivins units conuected to the Compauy's promotiou of space heatfns. The Commis­

sion is uuable to deteraiue which of these conuections were actually due to the pro­

motion and which were due to other outside factors. Based upon the foresoins. the 

Comaission finds the Compauy's evidence insufficient cost justification to support 

its promotional advertisins. Therefore, the costa of all of the above discussed 

advertisements aud related expenditures are properly disallowed. 

b. Institutional Advertising 

Staff proposes to disallow all institutional advertisins on the basis that 

it is not needed in the provision of safe and adequate service. Staff further 

proposes to disallow two types of expenditures relating to institutional advertising. 

1. Fleishman-Hillard 

Fleishmau-Rillard is a public relations conRultins firm that was hired to 

help address the uesative "comaunications tnvironmeut idtntifitd b~ media covera~e of 

Kcrt aDd enerSJ issues in seuaral." Fleishman-Hillard provided various c~ica· 

~~ and pollinl se1'9ices to assist in developins a more positive t.Rse of Wolf 

Cree~ aDd tha Cn;pay in tha opiuiou of pubUc officials, the Melia, custOMrs and 

s~ebolc!ers. Steff .aintaine tbis is en institutional ac!vertiaius rela~ed es,endi· 

... -' dftlc! k 4isa11~. 
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11. Cogon~e !puken ~ 

Aecoriiaa to Staff. the CoTPOnte Sps•bn luna's pu'pOn b to eunee 

the ima~e of the Coapan~, chana• fttt1tades and !nflu~ce the public. Therefore, !t 

should b• disallowed. 

The Company arpues that the Bureau's pl1rpose is to disseminate information 

to the public. !be Company contends the presentations are short and lea~ time for 

questions from the audience. Although recently many of the presentations have 

involved Wolf Creek, the Company contends many other topics are discussed. 

iii. Vnrious Advertisements an(l "Keeping Current" Articles 

The Staff proposes to disallow these costs because their primary purpose is 

to enhance the Company's image and not to disseminate information. The Company 

disagrees and argues the purpose of the various advertisements and articles is to 

disseminate information to the public. 

Having reviewed the arguments of the parties, the Commission is of the 

opinion that all of the proposed exclusions represent institutional advertising vbich 

is properly excludable from the Company's cost of service, as previously discussed. 

III. Wolf Creek Related Issues 

A. Wolf Creek Decoadssioning 

Since a nuclear power plant contains radioactive material, it requires 

special procedures for guarding against any contamination once the plant is no longer 

in service. The decomaiasioninJ process associated with the safeguardins of the 

plat is apsnaiva aftd mu:utain. The cost of deca.ias:f.oninl far uceects any 

eelvSI• •slue tiM plant aipt have. AM part of the reus the ratepayar8 pay durins 

the Offtstion of the plant, tlls Coapany will ~~:ollect fund1 for tbe 4eoa.iaullionaa of 
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nat ulvap epproach. 'Die Collpeay would collect dM funcle tn a Ulftftel" sild.lar ~o 

depreciation. Depreciation is desiped to recover the coat of the aent las!! its net 

salvage value. The nat salvage value of the asset is equal to its value at retire­

ment less the cost of removal. Since the cost of removal of a nuclear plant wil! 

greatly exceed the value of the plant at retirement. the net salvasa value will ~ 

negative. Usa of the negative net salvage method would allow Company use of the 

funda internally for various purposes. Then, at the time of decommissioning, Ca.pany 

would borrow the necessary funds. 

Staff proposes the use of an external fund for the dec~issioning moneys 

collected over the life of the plant. Staff's proposal requires the hiring of a 

trustee to administ~r the trust. The funds accumulated in the trust would be 

invested by :he trustee and unavailable for Company use until the plant is decom­

missioned. 

Staff and Company evaluated their choices in light of similar criteria. 

Company chose the negative net salvage ~pproach primarily duP. to its low cost and 

available cash flow over the pr~jected life of the plant. Staff chose the exterr.sl 

fund primarily to ensure the moneys would be available at the time of decommission­

ins. 

Wh:f.le it is true that Ca.pany's proposal would cost less than Staff's, the 

~.aims believe• the overwheJ.mina concern is that of financial assurance. Th• 

~aston finds this is best accounted for in Staff'• proposal. The Commission ~t 

en._re that the aoneys paid by ratepayers over the life of the plant will be avail~ 

able When it Q~s time for dec~aa:lon:lna. Therefore, the Com.iaaion is directin~ 

~ C~da1 co •«ilise an asternal fan4 for the purpo1e of dec~a11on1n1. Th:la it 
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llefot"a Act reR&riiq ~ticma; 

* Select a recpoosible per&OD to act as truatee froa at least five (5) 

pntential trustees, includinl at least one brokeraae firR and prefer­

ably from a cress-section of financial institutions; 

* Select an interim trustee to hold the fund until tbe permanent trustee 

is selected; 

* Make its selection of the interillll trustee known, along with all 

associated te~s and agreements, on or by October 28, or the end nf 

the case proceedings according to the procedural schedule; 

* Require the Interim and Permanent Trustee to follov the requirements 

of all pertinent sections of the Internal Revenue Code and Regulations 

in llll8king investments for the fund; 

* Provide copies of proposals for perllll8nent trustee, along "'-ith Com­

pany's recommendation of trustee of the fund, to the Commi~sion for 

ita review prior to execution of the a~reement establishing a per­

manent decommissioning fand; 

* Provide copies of the final negotiated draft of the decommissioning 

trust agreement to the Commission for its review prior to execution of 

said agreeme11t; 

* Direct the truetea to submit annual reports to the Colllllllliseion and to 

Collllpany that iftducle inforution about the trust' 1 receipt of furuls, 

tha funl's iavaatllllent inc01111 and rate of return, ... the fund balance. 

ln .Uition, copies of all donMDU the Cospan·1 or tru8Ue 11 
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The Coaaisaiou bas reviewed the Staff's rec~tious for establ1sh1q the fund ad 

is adoptins tha. with oue aociificatiou. The Coaaissiou notes that Collpa.uy has 

requested 90 days froa the ciate of this order to make its selectiou of au iuteria 

trustee. The Comm:'.ssiou finds that to be a reasonable request and vill modify 

Staff's recOIIIIIlendation in that manner. The Commission is further directing the 

Company to select a permanent trustee in accordance with the Internal Revenue Tax 

Code. 

B. IUclear Fuel 

This issue is discussed under Phase IV, Section V.B., Fuel Issues. 

IV. Incoae Taxes - Interest Expense 

Staff and DOE have calculated the amount of interest expense to use as an 

income tax deduction in coaputins teat year taxable income by applying a total 

Company pretax weighted cost of debt, using a capital structure not including invest­

ment tax credits to the Company's Missouri jurisdictional rate base. 

C011pany orisinally opposed Staff and DOE's interest synchronization 

approach. lowwver, Coapauy states in its brief that ita sreatest concern resardins 

this issue was the lesality of the ~~ethod under the provisions of the Internal 

~e Co4s. That concern has been larsely alleviated by a recent propoaed 

rep.laU.on issud by the Internal levnu Service contained in bhib1t 128. As a 

r..alt. for the purposes of this case, the C~y stipulates to the Staff's sethod 

- 1al~lation of interest aynchroni~ation. 
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I. Wolf Creek Iuvese.ene - late Base 

A. Standard 

In this rate case, KCPL proposes to include in rate base the coats 

associated with the construction of the Wolf Creek nuclear plant (Wolf Creek). At 

the time of the hearings the total coat of the Wolf Creek plant was estimated at 

$2,984,249,000. Exhibit 622 shows that under the Company's proposal, KCPL's share of 

Wolf Creek is $1,366,496,000 of which $924,812,000 is applicable to M1ssouri 

operations. This figure represents Wolf Creek investment prior to any disallowances. 

The definitive estimate for Wolf Creek was $1,033,834,000. Thus, cost 

overruns amount to approximately $1,951,406,000. In the Commission's opinion the 

definitive estimate is the proper starting point for an investigation of cost 

overruns and a determination as to whether costs incurred on the project are 

reasonable. 

Under the Public Service Comaission law, the Ca..ission has the duty to set 

ja.t and rea.aaable rates. A public utility must furnish and provide such service 

Jaet~talities and facilities as shall be safe and adequate and in all respects 

ja.t and re~ble. Ivery uajuat or unreasonable charse is prohibited. Section 

130(1), liMo 1918. 

At _, bHr:S•a i .. olYiDI a rate soupt to be iacre .. ed, the burdea of proof 

N ._ tltat 11M :IMnaaad l'ata or propoaad 1acrea .. d nte 11 just aft4 reaaouabb 

M utU:Uy. t.cUR 393. UOU), liMo 1911. 
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reasonable rates. State ex rel. Utility COilSaers Coacil of Kiuftd, tae. v. 

Public Service Commission, 585 S. W.2d, 41 (1979). la the setting of jut ad 

reasonable rates, the Ca.mission aust balance investor and consumer interests. This 

principle was enunciated by the United States Supre.e Court in Federal Power 

Commission v. Hope Natural Gas Company, 130 U.S. 591 (1944). 

The United States Supreme Court established as far back as 1898 that a 

utility is entitled to ask a fair return upon the value of that which it employs for 

the public convenience. Smyth v. Ames, 169 U.S. 466 (1898). 

In determing the reasonableness of rate base inclusion, the Commission 

determines that a utility is entitled to a fair return on its prudent investment in 

property devoted to public service. This principle bas been developed from early 

United States Supreme Court cases, including Smyth, Hope, and State ex rel. 

Southwestern Bell Telephone Company v. Missouri Public Service Commission, 262 U.S. 

276 (1923). 

Based on tba foregoins considerations, the Commission detarm1naa that KCPL 

has the burden of prov!QB the reasonablene•s of the costs associated with Wolf Creek. 

~ ~ssion further determines that raasonablsneBs should be judsed us:lns tbe 

st .... rd of prudence. ~er, prudeACe requires further eluc:ldatioa. 

lc 1s sO'!Mt:laes coatnded that Mti&Seaent prudence is pre~~U~~Je4. W:ltb 

-r~t to the ~iAeUOD of the pnswpUon of •MISIIat pru4ence, the ~ss:loa 

hwft Act :l.,.aee OD Cap11g' the "'hid41• 
the :laftllft4 -rate "' ..... :Is jat sed 

nliaa on ..,rase 
~88ft prMBMd 
lnt~enhU 



(1923). ~rowvu. tile ,ruasdoa clou ue nntw •a ~of 
iuffidac)' or hipcov:ldaee. • Wut Oldo Qu Co. v. MUc 
Ut:ll:ltiu C..., 2M V.I. 63, SS I.e&. 316, 79 L.ld. 761 (1935); 
aaa 1 A.L.c;. Priut, PriBCiplu of hltUc VtUfty leplatioa 
50-Sl (1969). As tlaa eo..:luioa hu apWMCI, "atilitiu 
nakina a rata incruaa ara aot reqtdrecl to daaaaatrata ia their 
cuu-in-c:hiaf that all apaDdituraa wara prudat.... I~oweYar. 
vhara aG~C& othar partic:lpmt in the procaacfiq craataa a aar:loua 
doubt as to tha prucfaca of m expellcfiture, then the applicant 
has tha burden of dispellins these doubts aDd proving the 
questioned expenditure to have been prudent." Opinion No. 86, 
Minnesota Power & Light Co. Opinion and Order on Rate Increase 
Filing, Docket No. !176-827, at 14, 20 Fed. Power Service, S-874, 
S-887 (June 24, 1980) (footnotes omitted). Anaheim, Riverside, 
etc. v. F.E.R.C., 669 F2d 779 (D.C. Cir.1981). 

In the Commission's opinion, the existence of almost $2 billion in cost 

overruns raises doubts as to prudence in this case. Therefore, KCPL bas the burden 

of proof regarding prudence. 

The Coaaission reiterates its position set out in Re: Union Electric 

Co!pany, 27 Mo. P.s.c. (N.S.) 183 (1985). Industry comparisons do not establish a 

standard of prudence. Genaral statements regarding regulatory chana•• do not explain 

cost ovarruna. Finally, general stat ... nts regarding tha complexity of tha project 

with raapect to deaisn evolution and fast track construction do not explain cost 

ovarruns. 

The proper quasc:laa. to ask are, "Did KCPL properly .anase this coaplex 

project? ~d ICPL properly maaase matters within its control?" 

The CO..jaaion ._terB1naa that the appropriate standard to be used ia this 

._ wa O'UM:iate4 by tiM hv 1'ol"k MUc Sames Cmatssion iD Ia' Coasolidatld 

MD £wm 111ft Igk, Ilfp 4.5 r.u.a .. , 4cb, 1982.. In that esse at pas• 331, 

._ T~ ~M:Ioa njMtH • esi"Un< "l'adoul basis" staMI"d hi tnol' ot a 
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In revieriq KCPL'a -.--c of tile Wolf Cruk project. the ColrduiOR 

will not rely on hiacl81pt. The Cclrliuioa rill uaeee ...._t adeioar at tile 

time they are .. de and ask the queetion, "Given all the aurroaadiq eircu.ateDcea 

existing at the time, did manag ... nt use due diligence to address all relavant 

factors and information known or available to it when it assessed the rituation?" 

In accepting a reasonable care standard, the Commission doer not adopt a 

standard of perfection. Perfection relies on hindsight. UDder a reaaonableness 

standard relevant factors to consider are the manner and timeliness in which probl ... 

were recognized and addressed. Perfection would require a trouble-free project. 

Public utility regulation is based on the theory that a public utility is a 

natural monopoly, since only one firm can efficiently serve a given .. rket. To avoid 

monopoly pricing the rtate regulates the public utility to ensure reaaonable rates. 

Thus, regulation is intended to serve as a aurrosate for competition. 'J.'be public 

utility is given a franchise to serve within a given area as a state-sanctioned 

woaopoly and in return accepts the duty to serve all curtomera. 

Becaure of the sreve finenciel conrequencer which could accrue to captive 

~ly ratepayer• if a utility'• investment• were to prove uaecona.dc, the 

~uion determines that a standard of rearonable care requiriq due dilisenee ir 

a,p~rfate for deterldnina whether KCPL'e actionr durins the courre of the project 

7h ~ee:ln liM euefally eneidared the ftla1noua reewd 1a this eaae 

~~ ~l penain:fq thnte. fte ~uiew U. AfPlied the 

•II!NIIIN Mt ah!ft :te urMq at 



• • 
l'iully. ~ ca.:tut• -~---.that ~t w:tda tha ~ nt 

forth in section IY-G - Bawtlaon S. Wolf Cnek eoat owrnu hen!a tiull:awd w:tU 

not be relitisated in a future ICPL rete caae. 

B. Overall Project Manas...nt 

1. Early History 

In the late 1960s and early 1970s, KCPL anticipated a need for increased 

capacity in 1979. In 1971, KCPL and Kansas Gas and Electric Company (IG&E) held 

.utual discussions regarding the possibility of joint construction and ownership of 

an 800 to 1000 aegawatt nuclear installation at the John Redmond Reservoir in Kansas. 

In 1972 the Atomdc Energy Commission, AEC, (predecessor of the Nuclear 

Regulatory Comadssion, NRC) adopted a policy encouraging the standardization of 

nuclear plant design, in order to streamline the licensing process. Several 

addwestern utilities began to explore the concept of multiple unit/multiple company 

organization of design aad licensing which could offer savings to all ..-hers in 

design ~ licensina costa. A for.al agreeaent was executed in 1973 foraing the 

standardized nuclear unit power plant systea or SNOPPS, coaprised of Northern States 

Power Company, lochester C.a and Electric Company, Union Electric Ca.paay, KG&! and 

KCPL. loth Northern States Power and Rochester Qas and Electric had experience in 

nuclear power 1eneration. KCPL and KG&! believed the experience of those two 

stfliti .. and the desizn and licenainl cost savin1s offered by the SIDPPS concept 

wre the SHeeury :lqrediate nebUn1 thea to enter into a nuclear project. AbHDt 

rh ecanderdiud ao.ept, and the KG&I p&rtnenhip, if would aot ba've ken 

,r'MI:I_.le for KJI. to &ftetnMt s audear plat beceuae cbs BORt of ._,. end the 
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the Wolf CnU p.laa~ .. 

'fM iMl\'IK ,utid,._. aped ~- •he~ • •1 ztt plat fw die 

staDCiard destp. vtdl ~~ ~ ~ Wolf en.k pnJ•~• i~ _. .zc~ ~ at 

and ~G&E that 200 ~~~eaawaua would be sold to o~T putidpah. h 1916 • ...._ D:R. 

and KG&E s:lped a se~tlaent aan...at to sell a aiNln of Wolf Creek to E8Maa 

Electric Cooperativ~ (KEC} it vas assumed that ~ and later the lanaas Electric 

Power Cooperative, Inc. (JI:EPCO) would purchase 17 percent or 195.5 ~~~epvatts of tiolf 

Creek capacity. In the fall of 1981, KEPOO reduced its interest in the plant to six 

percent. Northern States PoWer and Rochester Gas and Electric Ca.pany withdrew fro. 

SNUPPS in July, 1979 and January, 1980, respectively. 

Under the SNUPPS agreement the shared activities were as follows: (1) the 

design of the standardized portion of the plants, known as the power block; (2) 

procurement of the nuclear steam supply system (NSSS); (3) procurement of the 

turbine generators; (4) procurement of all other equipment and .. terials for the 

power block other than bulk .. terials; and (5) procurement of the first fuel 

loading. Activities which were not shared were: (1) design of nonstaadardized 

facilities outside of the power block; (2) construction of both staDCiardized and 

nonstandardized facilities; and (3) procurement of certain power block .. terials such 

as cement aaareaate and other .. terials. 

The five owner utilities entered into individual contracts with four 

contractors to purchase the materials and service for the shared activities as 

follows: (1) Bechtel Power Corporation to pravide architect enaineerina (A/E) 

~cas for the power block; (2) Westinahouse to supply the Rill aDd the first fuel 

1oa~Usas# (3) Geural nactdc to fumish the turb:lDe aanerators; ad (4) Nuclear 

Projecca, Jsc., to p:rov:Sde p:rojact MMaant .. mea& ad to fumtsh the taclmiw 

ad adEis~etratf9e staff to represent tbe utility owsars and to eaaaaa c .... 1t1aa 

.mce• nd I.Cract•• aa i"~:tred .. 
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Nuclear hojects. Iac. {BPI). 

With respect to site specific acti?ities. the owners of Wolf Creek selected 

Sarsent and Lundy (S&L) as the site A/E and Daniel International Corporation (DIC or 

Daniel) aa the a:ite constructor. tc.G&E was the lead unasins partner of the project. 

Initially the project was unased by Daniel with limited owner involvement. Later 

the owners took a more active manaseaent role. 

Throushout the plannins and construction period of Wolf Creek project cost 

estimates increased and the schedule was delayed. The followins chart illustrates 

the chanse in the budset and schedule forecast by year: 



1111i11JJ1t Ill I ] 

Oiati&ID a.1 ... : 1111 llt.tf 0 WI Jllal a.: 
hallt J..l .... -·- .... 

~of jpd1. 1911 • m.a.o ' w.-.o t --.0 !llgnitude 
Dec., 19i3 

Prel:iminary April, 1982 775,600.0 172.700.0 MB,D.O 
&it:!Date I 
Sew., 1974 

P!elim:lnary April, 1982 773,100.0 177,900.0 9Sl,(D).O 
Fstimlte n 
.-., 1976 

D!fin:idve 
~srfwte May, 19n 3-82 .58 April, 1983 71 8Xl,643.3 233,191.1 1,033,83'.4 

19E!O May, 19n 1o-82 6S April, 1983 71 1,D,S61.2 2,319.8 1,310,881.0 

1981 May, 19n 1()..83 n April, 1984 83 1,119,159.1 Slt0,513.7 1,659,672.8 

1982 May, 19n 12-83 79 May, 1984 84 1,343,4~.4 583,821.7 1 ,927 ,252.2 

1983 !'..ay, 19n 1()..84 89 April, 1985 9S 1,627,613.1 792,342.8 2,419,955.9 

1984 Msy, 19n 8-84 87 Feb., 1985 93 1,818,441.1 854,317.2 2,672,758.3 

1985 May, 19n 12-64 91 April, 1985 95 1,963,427.9 900,968.0 2,864,396.9 

Actual Milly, 19n 3-85 94 Sept. t 1985 98 2,984,249.0 

2. Owner/Manasneut of the Project 

Cmlpany contends that the Wolf Creek uueaeunt perforunce wu exeaplary 

aad. therefore, the CoapaDy is entitled to the inclueion of all Wolf Creek inveetmeat 

Ia support of ita clai• of lood MADAI...Ut, eo.,aa, offers a eurvey of 

c..,.ra•l• p18Bte c~te4 ., Charles luetOD nd e .ulti-re1reeeiOD ADAl,aie 

~lllltectt~., ~Hl•, Alla i I•Ut•• lu., •• corroMraUn to luat•'• quliteUn 

-~~· .t 1011 Cl'eell ....--c vldcii :te c:•taiud fa a «~n•at atitle«< 



r..-c. D2l. ~ nc~~acrUJad• J~SChptll 

owr tu detiutfw adllac.. Just u.- • ...... llellc:riW GlllfllllJ ..t--.. 
Colapaay claf• tut • project -. well ......... ad all GMt """'" u wen ~ 

the C011pay' s control aacl are eueat1slly caue4 by ••tp ~ion aaci nplatory 

requiraaeats. 

Staff'• evi•ence is coaprised of specific disallowaDCes prt .. rily related 

to an estimate of a reasonable level of direct labor .an-hours for the project, as 

well as adjustments related to start up and other specific cost areas. In addition. 

Staff proposes disallowances related to the alleged failure of the Coapany to 

adequately explain the cost overruns from the definitive esti .. te. 

Like Company, Staff also performs a qualitative analysis of overall project 

management which is not related to any specific adjustment or disallowance. Industry 

comparisons, regulatory change and the Rec Pac effort are discussed in Section I-B4 

and I-C6 below. The assessment of owner/management discussed herein focuses on 

Company's and Staff's qualitative studies. 

The civil stage of construction at Wolf Creek began with initial site 

mobilization and excavation in June of 1977. The mechanical stage commenced in 

February of 1980, when the reactor and NSSS equipment were set. 

Staff's deposition of Jesse o. Arterburn, Nuclear Project Coordinator froa 

January, 1973 to September, 1978, demonstrates that serious problema were emersins 

durins the civil phase and chat the owners made little attempt co exercise control 

OTer DIC darius this period. 

ArterburD informed owaar/...asa.nt at quarterly manasa.nt .eetints of 

,er~e~.ad problema with DIC with retard to low produ~tivity, and DIC's l~k of 

~d«~lftll~:e to ee~Nftle and budset * Arterbum telltUted thllt the pre4oaaute 

at'IIIIM~n>e at lhll .-rcadJ RMIMRt l~Hdftlll •• ne of tdlnce n the ,ert of 

~~~UIIIIIII!III,. 
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DIC'a laek of BAiiSIIIIRt 8BIII n1:n1 lliifDS dlilt die lilii!IID I'UUft Dai~ Ill nt 

chances fa »aiel perMJnl. or uu Oftr die anue••at ef Deldel .. 

In leptahr of U79. ~ appoiate4 Qu:r Pwb u c .. a:ud• ••neft. 
In July of 1980, !taL e~~Ployee 'Vince hleDIIO wu appofate4 ueietat c-.tnctf• 

unager. Palel'IIIO had extensive experience with DIC u coaatruc:Uoa --aet· of the 

:&Cygne and latan generating units, both DIC projects. 

As early as 1977, quantity tracking discrepancies were identified. In 1979 

discrepancies were found between: (1) quantities reported in DIC's quantity trackina 

system (component control system, CCS) which was used to deteradne the status of all 

major ca.modities; (2) the labor cost status report (LCSR) which tracked man-hours; 

and (3) manual records. 

In 1980, Company's memos continued to document problems in the quantity 

tracking area. Lack of quantity tracking inhibits the ability to forecast the 

project with respect to coat and schedule. 

Problems with the quantity tracking system continued through the mechanical 

stage. In January of 1982 Company documents reflect continuing problems with 

quantity tracking as the owners were questioning the accuracy of the remaining 

quantities. This deficiency was still being reflected in Company documeats in the 

~r of 1982. Quantity trackina problems were still discussed in the eo.pany's 

..aos well into the start-up phase. 

In WoYember of 1980, Fouts recommended that Mr. Bitt, DIC's project 

...aaer, '- removed no later than December 31, 1980. loth Ruston and Pale~ bad 

r~ise4 ia tba early fall of 1980 that the project vas in serious trouble due to 

DlC~MUI&IIti'Dt .. 



conetruct:loa ••••ser effacttw Jlud. ltll. 

At th Octa.u 30. ltll. ~iw mnaa••••t aMtl'RI PRca iafomH th 

owner/utility aaaaa...at tht atteatioa to real p~l..a by DIC waa iae••.-ate. 

Fouta expressed dwbt that DIC as it existed could coaplete the project anyvbere 

close to 1983 or $2 billion. 

At the October, 1981, executive manaa ... at .. etina aa eYaluaticn was made 

of Daniel manaaement on a departllent by departllent basis. The evaluation was based on 

a scale of 1 to 10 with a score of 4 or below indicatina enouah inadequacies to 

recommend removal froa the job site. The evaluations of the various depart .. nts were 

as follows: 

Daniel Off-site Management 3.0 

Daniel On-site Manaaement 4.5 

Electrical Department 7.0 

Mechanical Department s.s 

Civil Department 4.2 

Pipina Department 3.6 

Control Department 2.4 

Administration Department 3.1 

Quality Department 4.7 

Daniel OVerall Aversa• 4.0 

The January, 1982, executive manaa ... nt meetins focused on problems 

aHC:Iate4 with the pipiq reportins ayatn~ and DIC failure to meet c-.ftMnta in 

che pipiq a~ea tllMa aa a ranlt of the October, 1981, manas ... nt meetiq. 

1atwn May 84 Jua of 1983, tbe f:onetncUon fowa sbifted fra tbe bulk 

e~IY ft.e.- to aun .... lonve~, PSnll f:outncUon dete~1orete4 in the 
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the ~eject. 

I• t1ae c-tuia 11a 81Q!Bln. t~ae m.._ ..-u-. dilac t~ae ~'~•~'~• 4H 

uot enert atllftHf"N •n••••at ad~~Kity .-r ~ ~j~t atU lta. whn C.'u • 

by letter, cl•n!led !lreatfc c\npe wftll npri to BIC ~. 

In the Caaldnia'a opiaioa Em.. by 1'.'HeCm of 1u previou experince wftll 

DIC, should have pushed for strona coatrol of DIC from the inceptioa of the project. 

In addition, the Commission makes the following fi.ctings with respect to 

overall project aanag ... nt: 

The project did not have an adequate reporting system which would provide 

the owners with adequate explanations for increases from the definitive estiaate or 

the current annual forecasts. 

KCPL, as the nonmanaging partner, had the responsibility to perform 

internal audits on the project. In the early stage of the project KCPL exhibited a 

reluctance to perform this duty. Thus, up until the 1980 Pete, Marwick & Mitchell 

report, KCPL failed to adequately scrutinize DIC's performance during the early 

stages of the project. 

3. SNUPPS /NPI 

Touche Ross & Co., (Touche Ross) and Project Management Associates under 

contract to Touche Ross performed a review of the effectiveness of SNUPPS/NPI's 

aauaement of Bechtel. 

The Touche Ross report was presented as part of Staff's case and was 

received into evidence as Exhibit 503. The Touche Ross report concludes that 

IIUPPI/IPI M&Dalemeftt was aood in the areas of desian, licensina. quality aesuraoce 

and prHUrant Mneaaent. However, the report concludes that SRUPPS/IrPI ware 

1i~te4 in the ability to control Bechtel cost aDd schedule. 

JfH 'e procedure for cost and eche!lule MHIBMDt, the SNWPI Managemeftt 

:.m,~,..~~~~ Procedure MamMl (Jra), 1acb4 4etaH an4 41d DOt prov14e appropriate 

• 
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In ..aftf•• tile report eoadadu t!aet Rl tid UC ..tnteia K M:ft KCHe 

to an effecti'ft tool for e'ftluatiq hchtel deetp adteule ~·· \'Ilia 

impaired NPI's ability to assess the status of t!aa Bechtel daaisa process and, 

therefore, decreased NPI's capability to adequately man&&• and control Bechtel's 

schedule performance. The report states as follows: 

NPI did not maintain any independent scheduling reports and 
therefore relied on Bechtel aa its primary source of information. 
While Bechtel did maintain a full array of scheduling reports, 
none of them facilitated a complete analysis of Bechtel design 
schedule management. Several Bechtel reports which provided 
schedule information include CEBUS, Alert Reports and MAPPER. 
Key information which was either not included in these reports or 
not consistently updated in the reports includes construction 
need dates, man-hour requirements for expediting designs with 
potential schedule impact, and the overall impact of Bechtel's 
readjusting its design schedule to react to near-term problems. 
The lack of the existence of comprehensive document/report placed 
NPI in a position of relying on Schedule Review Group meetings as 
its primary source of information associated with potential 
Bechtel design scheduling problems. 
Exhibit 503, p. 163 

Finally, the report concluded that NPI vas ineffective in reviewing 

change/extra work requests and identifying design deficiencies. 

Staff's evidence with respect to SNUPPS/NPI management is almost identical 

to the evidence presented by Staff in the Union Electric case, Re: Union Electric 

CO!Pany, 27 Mo. P.s.c. (M.S.) 1986, 183 (hereinafter Callaway case). 

The Company presented extensive testimony citins the savings and benefits 

aa~iated with the SJVPPS project and assertins that adequate cost and schedule 

coutrol over the lechtel desisn effort did in fact ex:lat. 

The ~issioa finds, as it did in the Callaway csae, that SKUPPS/NPI did 
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recovery for all costa asaoci&te4 ~th 8DJ desisn 4efideac1es for ~cb lecktel 

should not have been paid. Therefore, ltCPL shall provide Staff a co.plete list of 

all design deficiencies it has identified. both safety and noasafety, a list of those 

design problems which KCPL would consider to be deficiencies, the costs associated 

~~th those design deficiencies listed, and a statement concerning KCPL's proposed 

action with regard to those deficiencies. 

4. Industrv Comparisons and Regulatory Change 

Company witness Huston conducted a survey of 14 nuclear plants regarding 

cost and schedule. This analysis concluded that Wolf Creek's actual cost is 10 to 18 

percent less than the average plant in the sample. 

Company also produced a multiple regression analysis presented by Company 

witness Martin which predicts a Wolf Creek cost 17 percent greater than actual cost. 

Staff produced a multiple regression analysis through the testimony of 

witness Chernoff showing that Wolf Creek's actual cost exceeds the .odel'a predicted 

costs by 12 percent. 

Public Counsel ~tness Rosen testified that a statistical analysis of 

essentially all nuclear power plants completed in the u.s. through 1984, taking 

account of the major differences in plant characteristics, financial and inflation 

~1tioa8, results in the final cost of Volf Creek beina approximately 17 percent 

.rs then :It ahftld bs baead upon an induatry norm • 

.Althoulh these :hldueuy OOIIP8rbona are :lutereeUus, they are depeudeut ou 

r:t. data MS8 ohH8 and pTcwida Uult Maniuaful iufon.Uou vUb Taapeot to eu 
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Wolf Creek plat. Staff witMH 'Iauer, wMH apettta :fe H8M .,_ U yean of 

employment as an apett for the DC resariiq tadm:!cal safety 1...... t:eetifin oa 

behalf of the Staff. Hanauer re•iewad NRC regulatory requir..ants in 18 specific 

areas identified in Company documents as causins sisnificant cost o.arruns. Although 

be agreed that some areas caused cost o•erruns, others did not significantly increase 

the cost of the plant. 

In the Commission's opinion, Hanauer's testimony stands substantially 

uncballensed. As discussed more fully below, Staff witness Renken bas adjusted for 

regulatory changes ~ich have caused cost increases subsequent to the time of the 

definitive estimate. 

c. Staff Position 

1. Direct Labor Man-hours 

Staff recommends certain adjustments related to DIC direct labor man-hours. 

The definitive estimate as contained in Exhibit 536-CJR A shows total DIC direct 

labor man-hours of 7,593,590. A total of 18,842,374 direct labor man-hours were 

expended on the project. Staff recommends that 15,989,858 direct labor man-hours be 

allowed. Staff's disallowance of 2,841,516 man-hours converts to an adjuatment of 

J66,4JO,OOO on a total plant baais excluding AFODC. 

Direct labor refera to work associated with the physical completion of the 

~lane. Workers in the direct labor area are classified by craft such as, carpe~ters, 

electricians, pipe fitters and laborers. Indirect labor, in contrast, contributes 

i~iractly to the completion of the plant. Workara !Deluded in the indirect cata;or, 

~~,~m-- ~nars, aecretariaa. a.perinCandents and ;uards, etc. 

ltaff flCMsa la£tkan apnaored ltalf direct labor £Fa-hours and 
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!:lace Cel.~ 8M Wolf end an ~_. plate c. die IIIWII 
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condenser ahauat uter outside U. eu.krdt:ed pGRr block. ~ ~ blcek 

portion of both plants us estiuted by the HM DIC ut:lMton ia 19'16. !U fo~t 

of both estimates is the aa.e and the assuaptioaa resardin& the quaatities of varioua 

materials that were to be installed are virtually the saM. However, the 

productivity assumptions underlying the two estimates vary significantly. It was 

assumed that direct labor productivity would be higher at Wolf Creek than at 

Callaway. It was assumed that Wolf Creek would be built for 72 percent of the direct 

labor man-hours estimated for the Callaway plant. 

Apparently this assumption was based on Bechtel's experience at the ANO 1 

nuclear plant in Arkansas. Renken concluded from his firsthand observations at the 

?lants that any supposed advantage for Wolf Creek with respect to productivity should 

be disregarded. 

In contrast to the Callaway definitive estimate, the Wolf Creek definitive 

estimate contained no contingency for direct labor productivity. The Callaway 

estimate contained a 20 percent contingency specifically for lover than planned 

productivity. Renken states that the inclusion of a well considered contingency for 

less than planned efficiency is considered to be a good estimating practice and an 

estimate lacking a contingency is seriously deficient. 

At Callaway the definitive estimate was used as the basis for measurement 

of cost overruas, while Wolf Creek essentially isnored the definitive estiaate and 

asseseed DIC perfo~ce agaiast a series of forecasts prepared by DIC and approved 

tiM st:Uity MUI.at which were updeted yearly. It we years after the project 

acarte4 that a an_,c we ••• to recondb the forecast to the deUm Uve 

ast:lMte .. 
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th• SNUPPS power block quantities and unit rates that resulted froa reaulatory chana• 

and design improvements. 

Based on the above consideratioas, Renkea concluded that the Callaway 

project was better documented than Wolf Creek. Renken, therefore, used a .edified 

version of the Callaway definitive estimate adapted to the Wolf Creek design ia 

arriving at his recomaended direct labor manhour adjustments. 

To the Callaway definitive estimate and ECNs, Renken has added studies 

performed at Wolf Creek to provide additional updates of unit rates to actual 

as-built coaditions and in some cases he increased unit rates as a result of his own 

studies and observations. 

For the accounts that are Wolf Creek specific, Renken utilized Sargent and 

Lundy's estimates in some cases. In other cases he has used applicable power block 

uoit rates. In a few instances where accounts were not estimated, he used Daniel 

performance on accounts that were estimated. 

Renken classified the causes of the increased man-hours from the de!initive 

est:l.ate to the as-built total as follows: (1) improvements in plant desisn to 

eabace safety; (2) imprcw...nts in plant des:lsn to improve efficiency and 

reliability; (3) chanses :ln construction procedures to promote and docu.ent qual{ty 

coutrwt:fcm; Slid (4) low productivity aseoc:lated with ldematched cles:lp ancl 

coutrwt:lcm or other uu...-c def:ldeachs. Rawu baa au-.ced to include 

~~~:lee 1. 2 Slid 3 :lu b:ls eet:leete of e reeaonable laval of direct labor 

mn 'ba~~~tre@ 1le 'bee acte~~Pted to adllfde tile laat catapry fr• lib direct labor 

~18., 
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lenken' s approach eat:1aah8 the j~ ill the HJJI --..r a coaattactta pnject is 

estimated. Be us incorporated doc:u::ated chaqu OCC1Jft'iq • the project wldch ca 

reasonably be attributable to the first three cateaories noted above. This is 

accomplished by increasing the unit rates and installed quantities. leoken labels 

his method a built-up estiaate and claims that the method incorporates industry data. 

This is because the built-up estimate takes the form of unit rates based on previoua 

experience. The unit rate includes the assumption of good management. Therefore, in 

principle, the cost of the plant is built up by multiplying unit rates by installed 

quantities. 

The Company contends that Renken's estimate was improperly perforaed and is 

seriously flawed. Company aaintaina that this is evidenced by the Booz, Allen 

multi-variate regression analysis comparing the total cost of Wolf Creek and the 

total costs of other conteaporary nuclear construction projects. The Booz, Allen 

study found that Wolf Creek would be expected to cost 17 percent more than it 

actually did. 

The C~ssion rejects Company's argument and finds that Renken's method 11 

appropriate. The Commisaion finda that the method attempts to build up an eatimate 

of What a prudently maaased plant ahould cost under the actual as-built conditions. 

Althoush Iankan's method uses industry experience in the form of unit rates, and 

co::pare• performance at tbe nearly identical Callaway and Wolf Creek plants, be •~ 

•t ad jut keeti n the 1ne1 of performance of ne plant co::pered to aotber. .U 

len ... po~ste out. eYen e eopbisti~ted sulti-Yariate regreesios analysia ia severely 

:,Jtdta4 eosfUeUss r~irM~~~enU of too._,. variaUes end tbe litldte4 dze of thl 

,._ IMH* !be c-fHiOS epees wU• ..... cht :ta I ~Ht ~o::perien ~~._leU 
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site ayopia" iu tllat he wu liaited by obunatiooa at the pl.ut iu hfs re'rin of 

plat doc1a1Dts. Contrary to C<JIIIP4Uly' s assertion, hakeu wu fuvolved in the project 

since 1980 but wsa not limited to information solely froa the site. He received 

Bechtel aouthly reports, change/extra work notices and cost trend reports. He 

reviewed the meeting minutes of the SNUPPS coaaittee, the construction review group 

and the technical comaittee. He has read the correspondence between SNUPPS, Bechtel 

and the utilities. He has reviewed the Bechtel computer prograas and the NRC audits 

of Bechtel as well as Bechtel's internal audits of itself. He has bad the benefit of 

the Touche Ross audit and evaluation of Bechtel by the Staff for the Callaway case. 

In the Coaaission's opinion Renken bas been iu the unique position of observing the 

project on a firsthand basis and he has shown that he is an objective and detached 

observer. Aside froa the unreliable Rae Pac effort, Renken's is the only analysis 

which attrrpts to arrive at a reasonable level of man-hours for the Wolf Creek plant. 

It is not based solely on a theoretical study of design and regulatory changes nor 

does it rely on aeneral industry comparisons which have little relevance to the 

epecific Wolf Creek situation. 

Coapany further arrues that Renken's analysia does not adequately consider 

regulatory chauae. In the Coaaiasion's opinion this argument is without merit. 

~'s analysis recosui1es resulatory cbanse. He eatiaates that at least SO 

,.rent of his recORIIIIMdad increases over the def:hdtive estimate are •ttdbutable to 

regulator, aucl code ch.auaaa. ~. lenkeu referred the Coaai1aioa to a lecbtel 

.riHmA.•~;~'n!Y c._,. wre slMet trivial wheu ~.,ared to total plaut 

t.lad addad 24 U.pt'l nt of a 

quaUU••· 

of Zt,OOG. 



rejected this argument in le: Union Electric to.panv. Case No. !0-85-17 and Case No. 

ER-85-160 (1985). The Commission continues to reject that argument. In the 

Commission's opinion Renken succinctly answers this argument as follows: 

Both Mr. Martin and Dr. Meyers explain in great detail why 
initial design often has to be changed in response to conflicts 
with other disciplines and coordinated with components available 
from vendors, code requirements, regulatory require .. nts, etc. 
This is all obvious to everyone but what they don't explain is 
why this "normal design evolution" is allowed to affect the field 
to the point where good productivity is disrupted and changes 
have to be made in concrete, steel, piping, hangers, instruments, 
etc. They don't explain why the normal course of construction 
for which a structure is either first designed, then esti .. ted, 
then perhaps redesigned to reduce the estimate and then, finally, 
built, has become distorted so as to allow continued redesign on 
the very parts of the plant still under construction. If 
significant regulatory changes are eminent, or even possible, or 
if desirable technical improveaents are on the horizon, then it 
is essential for the construction to be paced to the completion 
of final design so that good productivity can be achieved. This 
flouting of ordinary common sense is, in my opinion, one of the 
main factors in the generic cost overruns of the nuclear 
construction industry and an important contributor to its virtual 
demise in this country. 

In the Commission's opinion Renken bas fairly and conservatively 

reestimated direct labor man-hours at an appropriate level. He bas reasonably 

inferred that the difference between his recommended level and the as-built level 

... , be due to deaisn chanl•• late design, a lack of an intasrated deaigq and 

c~traction schedule or poor .anasement. Accordinsly, tba Commiesion determiaes 

dMt cbs lakft rec~d level of dh·ecc: MD-bour& should be ado9ted. 

aa•a's ~r ~uljdtmafits are shC'Ml ia the chart 1at forth below fticb 

• • 
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14. 

15. 

C.U.te 

Stnchral Stul 

Buildina F1Disbes 

Surface Finishes 

Mechanical !quipaent 

Instruasutaticm 

Hangera 

Piping 

Electrical 

Earthwork 

Unit 3 Charges 

Sitework 

Insulation & Lagging 

Contingency 

Night Shift Productivity 

TOTAL 

a. Concrete 

hf:Wdw -·--
61. "170 

254,.110 

677,270 

356,200 

551,810 

1,843,360 

1,385,180 

175,440 

24,360 

0 

25,000 

7,593,590 

1,169,142 

1,082,578 

86,001 

1,609,512 

2,552,505 

2,448,371 

450,356 

53,825 

142,902 

95,230 

1,763,236 

231,055 

15,989,858 

4.147.llt 

1,282,408 

1,447,342 

149,196 

2,463,774 

3,448,847 

2,841,941 

577,925 

940,988 

142,902 

112,993 

18,842,374 

The coucrete category includes the direct labor necessary to complete 

structures Made of coucrete. This category encompasses construction of form work, 

placement of rebar and .-beds, pouring and finishiaa of concrete, r..aval and clean 

up of the for.e and plac...nt of post•pourad embedded items such as plates and 

...- propoHs 3,444,937 __..hour• fa the c=oncnu catepry. lnkaa'a 

est~.ela is ..... oa the daffDitiva aati.ata quaacitiaa ~tipliad ., Staff's uait 
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peutrattcms :for a 11dn:auact,w,. lA ~. IM .. i ~ ~ .... wtdl 

batch plat oper&Ucms -.1 -.!MIDIIIIII; 4iiM IIIIIiiiiiCii4 aUt fttlil fa 

approxiutely 1700 poat-eppl1_. platn fa o~ to neop1n the fliCt tllet their oat 

of sequence iutallaticm _. r~~ by 'DII nplatory dumpa. 

Of the total 702,382 unhour differance beh'eftl taken's rec~dat1cm aac! 

the as-built level, approximately 270,000 man-hours are related to the routine use of 

post-applied plates rather than embeds. Other than the post-appliac! plates related 

to TMI referenced above, Renken did not adjust unit rates for their inatallation. 

These post-applied plates were included in Renken's estimate at the unit rate 

necessary to install e~~beds. 

Since embeds are less costly, cause less disruption to other construction 

activity and preclude possible damage to surrounding equipaent that can occur when 

post-applied plates are installed, Renken concluded that the use of post-applied 

plates indicated the occurrence of late design. 

The Company contends that the use of post-applied plates is an exa.ple of 

design evolution inherent in the fast track process. Company's arsu-ent is not 

persua•~ve. The definitive estimate which contemplated fast track contained no 

allowance for post-applied plates. The Wolf Creek project which was approxf .. tely 

ten months behind Clllavay experienced 9,951 post-applied plat~a versus 19,574 at the 

callaway plant. Renken testified that he examined the Braidwood plant, a 

cont~rary faat track facility, and did not see any post-applied plates. It is, 

tMrefore, reasonable to conclude that post-applied plates are attributable to late 

Mefp. 

Tbe r8111Ifnc!er of tbe differ~• between Renken's eati .. te aac! tbe ae-built 

:111 ..-fatec! w:itll Renken's cncrete nit rate of 20.:n •'Dollrs/C'f. Rsnk8a 
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aaplu of 4M1p dl•t~• ami 6ttatUaa •~•• 111!da pJepd tile G•u-. ~ 
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proof that all ccmcrste mrernma vera UBP"Oidable aDd nuoaable. 

In the Com.iuiou's opinion Linderaan's rebuttal testimoay is of 11~ted 

reliability. The evidence shows that Renken utilized Daniel's unit rate; that Renken 

could find no correlation between concrete unit rates and time of construction; and 

that other contemporary nuclear power plants have achieved better concrete uait rates 

than the Daniel unit rate. 

Based on the foregoing, the Commission concludes that Staff's recaa.ended 

manhour allowance in the concrete category is reasonable and should be adopted. 

b. Structural Steel 

Renken recommends 733,539 direct labor man-hours in the structural steel 

category. He testified that the 210,483 maahour difference between his 

recoamendation and the as-built scope is related to low productivity caused by late 

design, vendor problema and an inefficient construction sequence. Structural steel 

includes the following categories: 

1. HeavY Structural Steel; Miscellaneous Steel 

The Wolf Creek definitive estimate included a unit rate of 16 man-hours per 

toe for structural steel. This estimate did not assume desisn chanses, and did not 

snticipate 1afety rerulationa, rework interferences, construction problema, repairs 

aa.t out-of-eequeue conetnction. It was also assUJJed that utedal would be 

61U.,erelll on UM alii -.loaciled in a manner that wullll uke utedal accuaible to the 

~• crew. laka c~lucilee that the lllefinitive eatiJJete unit rate was quite 

•imetic a~~~. theref01re, GDcilereeUJJetecil. Ia used e unU rate of 21 • .39 un-bftn 

ta ha hac~ 14n'elopecil fer etructaral steel at C.llew,. lakea t•sUUecil 

~fll aU l'a«s ill co allow o-.cruc:ua prB1eM, !llon&rol 
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la die ~ etnetwal etMl -~ tu:lp GIIIIIIJII ~ 1111dft: 

were estiuted 'by tllle Wolf Cnek naadU&tfn .-, to ~ a &6Uti8MJ 51.166 

un-hours. llumerous .... or pr~leu also oe~. 

that field persODDel ce~~plaiud that the structural steel cUd DOt fit u 1t wu 

received from the fabricator. Detail errors. aisfabricatfou nd design cbanaas 

occurred in the :Installation of the fuel building. Excess tiae was expended because 

of the misfabricated steel from American Bridse. Desisn changes occurred in the 

turbine building. Drawings were destroyed that were necessary to docuaent quality. 

Steel was not received in proper sequence. nor was it stored for easy excess for the 

ironworkers. DIC experienced extensive problems in installing the polar crane 

structural steel. Steel ordered for the outside area buildings was misdesiped and 

aisfabricated. 

Renken takes the position that vendor problems could have been a.oided had 

the design been completed early enough to allow a thorough design review aad 

sufficient time for fabrication and checking by the engineers or contractors before 

shipaent to the job site. 

One probl.. that Renken contends that was not related to design or vendor 

problems was the erection of the rails of the polar crane. The rails were installed 

on supports Which were out of tolerance. Iankan states that this problaa probably 

could not have bean avoided. However. he believes that the 23,437 .an-hours 

associated with this problaa are easily accommodated in the hisher unit rates and in 

bis contin~SDCY allGV8DCa. 

The Cnpaay's opposition to laakan'a atructural ataal aad aiscellaaaoua 

lKee1 "rne•sD4ecl _...1Jom's is ussd upon Liader.an's taatil1081, the allapUn that 

•cr•tu"ral steal ait "rate is anpportad, ud the :hahernt pnbl .. 

..-:t.ced dth fut cruk. 
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eo.taa:lcm detemfMa tHt Staff's uaiiD~~r aU..-.ca !a~ aU.hnl 8tMl IDI 

mbcallaueoua ataal catepry is appropriate. 

u. Baadra111 Grattg nrd CMc:brecl Plate 

The Wolf Creek definitive esti11ete assumed tut handrail, P'atins and 

checkered plate would be installed on a one-time basis late in the job. Instead, 

these items were installe~ in an early phase of the construction process as a 

substitute for scaffolding, planking and temporary handrails that otherwise would 

have been installed to support subsequent construction activities. The checkered 

plate and handrail had to be removed and reinstalled in parts to accommodate piping 

revisions and design changes. In addition, an unquantified amo~t of rework had to 

be performed on handwork and grating subject to 11/1 requirements because the 

traceability of these materials were lost. 

Mr. Renken recommended enough man-hours to permit two coaplete 

installations of these items because in his opinion two complete installations would 

have been sufficient, assuming a well-planned job. The Commission determines that 

Renken's recaaaendation in this area is appropriate. 

iii. Sheathing and Trumplets 

Althoush the Wolf Creek definitive estimate assumed that the work 

associated with theaa item. could be performed for 24,270 man-hours, a total of 

84,030 .an-hours were actually incurred. Based upon interviews with Daniel personnel 

a4 a review of plant documents and personal observat:lons, Mr. Renken concluded that 

,._ defiaitive esti.ate did not aaticipate the difficulty of installins the shaath-

1'81 ~ tba aua teste pufcmNd by conatrucUoa !IDAJers to naun propar iastall.,. 

tin of c•aa• uaa. M~Hdiapy, Mr. Renkea indad the aa-bu:Ut ua-houra. 
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.,_Uq~ uA cad an dlie pl-. dM ltu 

the refwU~ ad uul., b eNu b) pnUct d. •~hal en~ f~ the 

aild addity of tlte r~~ •tu .U aiatda d. parity of U. atu ltalf dlue 

l:lura auat be watertfaiat. Alt~ haiel neoaataftd eouidamle diffic:Uty vtda 

the weldfna perforaed on the lfuars and .ada a ~stake duriua tha leak taatiua that 

caused some rework, the Staff bas nevertheless 1ucluded the as-built ...-boars for 

this item in his recommendation. 

v. Shear Studs 

Staff included the as-built man-hours for this item on the ground that the 

lower manhour level reflected in the definitive estimate was not appropriate for the 

type of structural steel design used for SNUPPS. 

vi. Site Yard and Miscellaneous Installations 

Daniel's productivity in the outside area was no better than in the power 

block. Although the definitive estimate unit rates for structural steel iustallation 

in the administration and shop buildings were 16 man-hours per ton, Daniel 

nevertheless exceeded them expending 19.35 man-hours per ton on the a~Distrative 

building and 22.57 on the shop building. Moreover, handrails which ware initially 

estimated at • 74 man-hc11rs per foot in the power block actually took 12.88 un-hours 

par foot. These overruns, Renken concluded, were related to design deficiencies, 

mfafabricatfon and erratic deliveries. Interviews with site personnel indicated that 

extensive rework and reinstallation were required in the administrative and shop 

bufldinss because the heatins, ventilation and air conditionins system vas redesigned 

after structural steel was inatalled. In addition, achievement of acceptable 

produatfvity levala in the outside area was impaired by maaasement's failure to 

eetablfsh refer~• estimates for aDY of the structural steel •~counts fa site yard 

llfneUauO'U areas. J\r·, laba was wable to tUscover uy reasou wby tha 

Rt.e:u~ are.e •••:tp 8Dd ~nscruct:hm •oulcl ut have "- m&'Uie4 so e.e co obcafa • 

• 
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,_ dda uu •••••• ~ IIIM1 11a Rh!'--- Pfttlllll~Q "a~ tM 
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ua eat1•te. The nnltfq product:irity factM' of 69 pucast -. dMla appUed to tM 

total as-built ..a-hours for the outside area iu order to arriYe at a r&cGIIIIDdatioa. 

Tbe Com.iaaion coacludea that lenken'a adjuaeaents in this area are raasoaable. 

c. Buildina Finishes 

Renken proposes a 126,669 .an-hours in buildins finishes. Tbia ca.pares to 

au as-built total of 343,717 man-hours. The sub categories of the buildina finishes 

area are discussed below: 

i. Concrete Block Walls 

Concrete block walls were orisiually estimated as partition walls and 

non-seismic reinforced walla in the auxiliary and control buildings. In 1979, 

deficiencies were found in concrete masonry walls in a Bechtel desianed nuclear 

plant. These deficiencies were the subject of an NRC bulletin warning all holders of 

KRC peradta that such walla were under NRC review. In 1980, r.uother bulletin waa 

issued citina desian deficiencies related to masonry walla at the Bechtel deaianed 

Trojua nuclear plant. 

In 1979, the desian of .oat of the concrete block walla in the SIUPPS 

dasian were drastically ravaaped. Since this redeaian was issued in the saae time 

fr&lll aa the JIC bulletins, the perception at the SNUPPS plants was that Bachtel 

rnr~ the SJfDFH concrete block wall daaian in response to the NRC concern. 

The re4aailftld walla proved to be excaaaively difficult to inatall and ware 

~~~ted with 8UCh leas efficieacy than poured interior walla 1n the power block. 

Ad4iq co the ClHt OVft'I'W vu a DlC area error ia tha placettnt of rebar :f.n aoa of 

the r ... :lfH4 walla :ta the ~~&ontl'ol buUd:f.aa that cauH4 the capleted poi'Uoa of 

dae ce H ballllal'ilhl ~ ad ra,lacelll. Rnka e:ond.Ue that the alb 

~MJ,~,. -. Hn •:tpe4 u ~ encnte &ad :f.utalle!ll ia tha ~~ GoutncUoa 
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'Die Ccii!II'DY eaat..a diM~ ..... -

ccmcrete block wlb Widl ue iateri01" ~itioa .U., later !a • project :atMr 

than at the s- tiae u the other eaacraee wort. 0!•11••1 cl.U. U.t the eoaenta 

block walls are an exaaple of desica eYOluticm and ~d nothtna to do with the IIC 

bulletins referenced above. Company also alleaes that the concrete walls were built 

of blocks rather than concrete due to the need to install major pieces of equipaent. 

In the Ca.mission's opinion the Company has provided no reaaonsble 

explanation for the installation of concrete block walls. As pointed out by Mr. 

Renken the major items of SNUPPS equipment were installed before the surrounding 

poured walls were complete and the same could have been done with the ccmcrete block 

walls had they been designed as poured walls. Accordingly. Staff's adjustaent is 

adopted for this category. 

ii. Doors. Hatches and Louvers 

The definitive estimate assumed that the project's doors. hatches and 

louvers could be installed for 2.380 man-hours. The as-built man-hours for thia 

category a.ounted to over 60,000. Staff recommends a manhour level of 6,849 

man-houra to this area. Renken concluded that DIC's charges for even the simpleat 

doors are excessive and, therefore, the as-built man-hours are inappropriate. For 

example, Renken discussed the definitive estimate for 108 hollow .. tal doors in the 

c:oatrol buildins at 4.2 man-hours each. One hundred and three were installed at 42.1 

.... boars each. In the shop buildiftl, 45 hollow metal doors were estimated at nine 

.... boars each. ruc,-five ware installed at 49 • .5 Mll ... houra each. Rellken inspected 

_.., of the doors a&d determined that they are ordinery siasle aad double metal 

doors, the ~ fOUDd ia aay public and commercial buildinse. Staff accepted the 

C:Mlpsny's raaatfmata 101" the cloon nell aa ehiddiRI doors, lduUe reei1tat doon 

,_, Wh'f 1:1-t doors. 
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the doora. 

Ui. Metal Sidig 

For the aetal sidfna catecory Staff haa aaed the definitive esti .. te unit 

rates with au upward adjustment for installed quantities areater than included in the 

definitive estimate. Daniel's productivity performance for installation of aetal 

siding was low. Ca.pany documents cite the inefficient use of manpower and the 

definite lack in modern timesaving construction techniques in the metal siding area. 

Company documents also show metal aiding was installed at Iatan for $4.20 a square 

foot, includlng materials and overhead coats. Renken states that installed labor and 

overhead coats for metal aiding at Wolf Creek were at least $10 a square foot. 

Company claima the aiding was installed early to protect the workers and 

had to be removed and replaced when it wore out. In addition, Company contends that 

siding had to be removed and replaced to install temporary winter heaters for the 

construction workers. 

The Commission finds the Company's explanations in the metal siding area 

are not persuasive, that its own documents cite the low productivity in this area 

and, therefore, the CO..ission concludes that Staff's recommendation in the metal 

sidins area is appropriate. 

iv. M1scellsneoua Buildins Finishes 

This catesory encompasses accouuts includins charges for a variety of minor 

con.t~tion activitiea like ceilinaa, tile, ateel roof decka, lockers, benches and 

lry wall. Only a fraction of theae accouats ware estiaeted in the definitive 

._tiaae. ~ in none of t~ did DIC achieve the defiaitive eatiaete unit rate. 

~ tHtU:ted u :fnfOI"Mt:!on wa avaUabl• from the c~, as to how the ret:•l 

h • ltatf eeu~~ace In dde wrk lnka Ued a 
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avera;e J)afel dfid__, f« htUiq t.ull&t!•, 1h "';!hu~t ~ 

factor ws .J.tipUed 'by tiM "'Mhe of ldecallnrou Wl4ha f11lfela MCJt ua to 

arrive at a final eati.ate. 

COilpany baa no explanaUon for the overnma or other eati•te of the area 

other than the Linderman surrebuttal. The C~saian determines that Renken's 

analysis is reasonable and should be adopted. 

d. Surface Finishes 

The surface finishes category includes all of the labor necessary for 

the preparation and application of protective coatings ranging from paints to nuclear 

coatings and fireproofing. With the exception of the labor effort related to 

painting and sandblasting of hangers, Renken found that the productivity in this area 

acceptable and recommended the as-built man-hours. With regard to the labor effort 

associated with painting pipe hangers, Renken incorporated into his reca.mendation 

approximately one-half of the man-hours incurred in excess of the definitive 

estimate. To recognize the comprehensive hanger painting which was initiated in 

~rder to prevent rusting of hangers and associated welds, Renken reco.mended a unit 

rate of four man-hours per hanger in order to reflect an appropriate level. The 

.an-hours in excess of Staff's recommendation were caused by repainting that had to 

~ done because the rework on pipe welds and design changes resulted in rework on 

hausers. The reconciliation sroup stated that repainting of pipe and banaers 

occurred wH1l pipe ad hanger welds were around for reinspection and pipe and haqer 

~oatisuratioa was chansed. 

ia the ~--ion's opinion late design, the weld reiaapection and the 

aa~iated hanler rework e~ld sot •• inc1u4ed in the allowable aan•bour1 for this 

u•w .Mcerdiasly, the ~••:Sn accqu lewn'• ncOIIII\IIIadaUoa in the nrface 

n~u•nM~a .... 
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the installation of NSSS and aechanical equipnent; (2) installation of the main 

condenser and associated equipment; and (3) installation of HVAC (heatiUB, 

ventilation and air conditioning) duct works, supports and equipmen~. Staff 

recommended all of the 544,224 as-built man-hours in the first category. 

Staff recommended 139,235 man-hours out of 264,568 as-built man-hours for 

•. the installation of the main condenser and associated equipment. The main condenser 

is a large heat exchanger that is located under the turbine generator in the turbine 

building. It consists basically of large boxes containing thousands of tubes each 

carrying cool water from the Wolf Creek Lake. The SNUPPS work plan called for the 

condenser to be erected and placed under the turbine generator table. The condenser 

is not considered a safety-related piece of equipment and so is unaffected by NRC 

regulations. 

The project manageMnt decided to depart from the SNUPPS work plan and 

erect the condenser outside of the turbine building then slide it into its place 

under the turbine table. The purpose of the change was to shorten the turbine 

buildiug schedule. Productivity for the overall condenser erection was very poor, 

264,568 mau--hours for this activity compared to the 190,925 man-hours expeuded at the 

Csllaway plant despite a major construction error that increased the condenser 

eraction cost at the latter site. leuken's rec0fiiiiiiiii8Ddae:lon 11 based on the Callaw.y 

,_,~niti•e estimate all~e since it does uot contaiu the uuit rate diacount factoT 

of «!:~"ask eeUmate. In eddftion, lenkeu includes u esUMte foT c:Toseovef 

~tiHe act1•1 we oa:Uted fl'm~ the deUai U•e esUMte. OM uapl• ~~ 

~ fe fa a latcer Vhf~• ~rj.._ ,._ ... a 
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n. c..-,. cldu ta uectfa of ~- c~aser ntat• the blddu 

building at Wolf Creek allORd otJMr castr=tfa activity iut• t1M lN!Waa to 

continue and, therefore, saved schedule. eo.paay's claba :1.8 refuted by the fact tut 

the productivity of the condenser erection at Wolf Creek was even worse than that 

which occurred ~t Callaway which the Commission found to be unacceptable. The 

Commdssion concludes, therefore, that the Renken recommendation in this area is 

appropriate. 

With respect to RVAC duct work, supports and equipment, Mr. Renken 

recommends a direct manhour level of 399,120 compared to an as-built level of 63S,SSO 

man-hours. Renken's analysis revealed that late design and vendor errors played a 

significant role in redu~ing HVAC productivity. The terms of the contract with the 

fabricator did not permit back charging according to the accepted interpretation of 

the Bechtel contract with the supplier, Irsay. Therefore, it appears that the risk 

of misfabricated HVAC components like Bechtel design errors was assumed by the 

utilities. 

An additional problem related to productivity was caused by a significant 

breakdown of BVAC quality control. Serious problema were discovered in the 

documentation associated with a large number of HVAC supports. When the supports 

were reiupected, it was discovered that deficiencies serious enouah to require 

aisnificaat rework existed. 

fatJna into consideration the craft errors, design errors, vendor errors, 

~ereeti.etea and rework, Iankan reeati.eted the unit rata• very couervatively &ad 

,resented tbe renl t of tbe recalnlated -.n-hnr•. Hl'. llnken 1tata1 ill bi1 open 

tiMe lbe •U ratea and otber allO'Wneu that be calcnalate.S ia tbh catepry 

ne eo e.-..natiw t:bet a nll _.._., I'Y.AC ~- ~~' U.~p and ~-.tncua 
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to develop any meaniaaful fnfo~tion in this area, the Coamission is of the opinion 

that Renken's recommendation is more than reasonable. Renken's proposed sanbour 

allowance in the HVAC category is greater than the as-built performance at Callaway 

~here BVAC was greatly affected by design changes. 

f. Instruaentation 

The instrumentation category includes the installation of instruments used 

to monitor operation of the plant such as gauges, transducers, regulators, detectors, 

as well as tubing, hangers and stands for instruaents. 

The definitive estimate included 356,200 man-hours for the instrumentation 

category. The as-built level for DIC was 149,196 man-hours. Daniel's progress in 

the instrumentation category proceeded slowly and the owners believed that the start 

up schedule was being threatened by Daniel's performance. In 1981 the remaining work 

was reassigned to Westinghouse. 

The Westinghouse work was tracked only with respect to its effect on start 

up. The owners did not track Westinghouse productivity. Staff was unable to obtain 

through data request! ~ report on Westinghouse man-hours in the instrumentation 

catesory. Therefore, Staff compiled its own total of Westinghouse mao-hours by 

totalinl tba contractor's daily time reportl. 

1 ..... catatori•ss the owners approach in the ioatru.eutation area as "coat 

cGDtrol by ac..,.la control approach". In aaaaaaing tha merits of this approach 

~~ taatffied aa foll~r 

Of c.na ~· ie tiN ••t i.,ortaat factor in plat coau, 
~ faUMa 11M MHg._t to uact produUv:fty ,It the HM 
UM aa 1aa4 to w.talwl ~:Uvee of ~~~a••Mue. a ... ~""" 
iliqkafe a IM~a ee 11M pr:fMI'Y ....,. of ~tNt parfft'MMa 
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the Westinshouae dollar per manbour rate was twice the DlC rate. 

Staff's reca.mendat1on is based on the Wolf Creek definitive utiute 

adjusted downward for instrumentation calibration and teatina which was perfor.ed by 

KG&E start up. Staff adjusted the definitive estimate upward for additioual scope, 

extra work associated with turnover and nonpower block :f.nstruaentation. Staff's 

recommendation for both the DIC and Westinahouse instruaentation .an-hours is a total 

of 352,857 man-hours. 

Company contends that instruaentation overruns were cauaed by reaulatory 

change. 

In the Commission's opinion Staff's recommended manhour level for 

instrumentation is appropriate. It is close to the ae-built total at Callaway aDd 

absent any creditable explanation on the part of the Company as to the cause of the 

overruns, the Commission is persuaded that the owners failed to control costa in the 

instrumentation area. Althoush this attitude is pervasive on the part of the OVDers 

in this project, it is bard to understand the owners' tolerance of Daniel's failure 

to perform. 

I• Hanaars and Pipins 

Bansers support the plant pipins in its proper location. Baaaers which 

~t pipins _,eteme vital to safety in the event of a safe shutdowo earthquake 

(liZ) are desisnsted Q henaers. Other bensers support systeme whose fuaction does 

:10t affHt esfety directly but could "-1• a Q •yet• in the event of faUve. 

Otlwr' henprs are re:Yted to U'fe protecun. TheH a'fe called spacial scops benlers 

ft'fa 'faferi'Sd to ee ~-Q -..rs at the C&llawy plat. Iapre an also 



larpr ia ~u-tu ia c..t._... lu'p a •11118_. to ..U tt.-.. 

lnba atatM that Q hmpra -t 1iMI utf•tM at lAMt taut. tha .St 

rate for aoa-Q haqera. Special KOf8 bnpn, al~ leu a~ Qn Q 

hangers are esti•taci at &biDet u biah a uit rate u are the Q hMJIUa. 

Renken used a dafiaitiva estimate of the Callaway plant for the haalar 

category of 551,810 man-hours. This is because the Wolf Creek definitive esti-te 

was inadequate. Tba as-built total at Wolf Creek was 2,463,774. Renken added 

229,711 san-hours to the definitive estimate to reflect changes in banaer numbers 

occurring between the time of the definitive estimate and the fuel load. Renken 

added 243,341 man-hours to reflect the increased scope of large quasi-Q hangers and 

162,437 man-hours for increased scope of small quasi-Q hangers. An adjustment of 

25,521 man-hours was utilized to include temporary hangers. Temporary hangers were 

used since the SNUPPS work plan requiring hanger erection before piping erection was 

not followed. 

Renken added 240,000 man-hours to reflect hanger complexity reflecting the 

final design of the hangers and the increased work associated with redesigned 

hangers. In addition, Renken included 74,000 man-hours associated with the addition 

of subsection NF of the ASHE Code section 3 which increased quality requirements for 

Q hansers. 32,967 man-hours were included for pipe whip restraints; 37,858 man-hours 

for outside area hansers; and 14,796 man-hours for dummy snubbers which were 

substituted for permanent snubbers until just before the system was placed into 

operatioo. RankeD added 9,627 man-hours to reflect increased unit rates associated 

.tth !HI and cold shutdOwn. Pinally, 12,559 man-hours were deducted to reflect 

hapr wr'k nassiped from DIC to ex s:lnce the man-hours were included iD RankeD'• 

has esUMU. 

.._.,,..__, ........ tha d:Uferanu ~n Scaff's recommended un-hftn 1D tbe 

drftias ~Pis:Sons. c~ d"-•" dsDcdbed 
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vbich applied ~Y to ~ ~ aa it did to Q ..... re. 

lenba bel:le'fta that a •jor rea&oD for ..... r daaip ~ wu tile 

SNUPPS reiaterpretation of lesulatory Gaide 1.29 of 1973 in Jaauary of 1980. This 

reinterpretation increased the number of special scope hanaers and the r..oval of 

already installed nOD-Q hansers. 

In the piping area, Renkea recommends 2,552,505 man-hours in cODtrast to a 

definitive estimate level of 1,843,360 man-hours and an as-built level of 3,448,847 

man-hours. Renken described various troubled areas associated with the piping 

category. 

The project experienced problems with regard to pipe cleanliness. The 

cleanliness standards were established by Bechtel under the ANSI code. The pipe vas 

to be erected clean and subjected to verification flush by the start-up crew. Pipe 

links (called spools) were stored outdoors at Wolf Creek. The procedure required 

storage on pallets with the open ends protected. In the summer of 1979, a cloud 

burst caused flooding and apparently mud was washed into some of the spools. In 

1980, dirty pipe required a work hold and the appointment of a special task force 

Which set up procedures for cleaning and inspection. Nevertheless, Wolf Creek 

eontiaued to have problems with pipe cleanliness. The Bechtel specifications 

required spool ends to be covered but KG&! management required the quality control 

p-oup to wituss the coverias and wcover:lns of spool ends before work coulcl proceed. 

la spite of this -•sure, pipe cleanliae1s problems continued to surface. Pipe 

epoole wre cut cion, doubUaa the fiiA""houre required for wlclins. In Aupet of 

1911, quality control witueeeina of spool cover aDd removal was lifted. 

latn :!ulaclecl _...hours for dMDhll p:!ps at the as .. kUt 1Pd. Ia hu 

»-•~llllll- _....._.. CIUlUy wu uu, ntUne don aa4 rew14ias of 
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.uageMnt was auble to euve wl&&t coaat:itutu aothiq aore tU. 1004 cRStnletfn 

practices. It 1a Mr. ltellken's opinion that there were aot enoup utility field 

eugfneers during the pipe erection. 

The Reconciliation Group cited field change request (FCI) response time aa 

another reason for the overrun in the piping area. Renken rejects FCR r .. poase ti .. 

aa a substantial contributor to the overrun since at Callaway the average FCR 

disposition time was shorter than remembered by tb.e interviewees. In addition, at 

Callaway where FCR problema would be expected to be greater than at Wolf Creek, 

piping productivity was better than it was at Wolf Creek. 

The Reconciliation Group cites vendor problems aa contributing to the 

overrun. The worst problem in this area was associated with pre-assembled pipe and 

equipment formations from Gulf and Western. These items arrived in a defective 

condition requiring a massive reinspection and correction program causing inefficient 

wort sequencing and rework. In Renken's opinion this problem went beyond no~lly 

expected vendor probl ... and in any event no cost quantification of the problea was 

available. 

SJVPPS' reinterpretation of Regulatory Guide 1.29 also caused significant 

~t of pipe installed as non-Q that should have been special scope. Some 

118terfale 1D8talled ia special scope syst._. ware not traceable as required by th• 

ac. ftde caHd considerable rework. InkeD's rua.eudad ua ... bovs allow for all 

ePMfal uope iutallatin ht at for aay rework. 

Weld l'eject f"~leee alH iacreaaed the direct t~n-houra oqr the eeUMte. 

••"t-'11!1' r8Ce of ,:~,. wld• tiMe required redi••~:fc te8UDI w. uca88h'e. 

~IIIMI'1~• fnt1 w. celled fa to dia..-. tiM pm1811l8 
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were uing dMil' puc•el., lnhr .c. tMt ac ~ c~ the l'lflil't .t I'M tuk 

force wu reluntt th 1'1' weld prUla wu tw yun n.a-. Ia eke npftts 

indicate llianas-t of the Pl'OII'B by DIC _. th uUUty ....-r. 'I'M project 

encountered other veld!q probl ... requir!q rnork. iocludiua 'IH.ny socbt velds. 

The NRC in its systematic assessments of licensee performance (SALP) evaluated Yolf 

Creek as category J (minimally satisfactory) in pipina. 

Renken has not included any man-hours for the weld reject problems in his 

recommendations. His recommendation contained unit rates sufficiently high to cover 

normal problems. However, Renken added a 15 percent increase in welding unit rates 

for the extra grinding observed taking place both at the Wolf Creek and Callaway 

plants. This was allowed because in Renken's opinion grinding seems to be necessary 

to ensure that welds pass QC inspection even though he believes that the contribution 

of the grinding to the strength of the weld is debatable. 

Renken notes that the Wolf Creek reconciliation group estimated design 

changes at 269,000 man-hours. Renken states that these problems could have been 

avoided by a properly manased engineering and construction schedule and thus no 

additional hours have been added except as noted below. 

Company contends that Renken manhour adjustment in the hanser and pipins 

catesory has not adequately reflected regulatory changes and desian evolution. In 

addition, Company claima that it attempted to enforce pipe cleanliness and that Staff 

~~~erates the weld reject problem. 

In the ~1e81on's opinion lenken hae estimated the hansiug and pipins 

areas at a rMinable lnel. ln the hanger area he baa allowed for ui.Uc 

w~ftM'GU, nheuc:Jn IfF, enhaue4 aU rates fow special scope, f~VAUty chanps, 

al184~ au l'etaa fow m and ~old ahut4oft and enhauad un:U l'acu fol' touguUn. 
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inferior work in the ftl.diq aru. 

b. Electrical 

~· electrical category includes installation of conduit, cable trays, 

lighting, wire and cable, switchea, circuit breakers, and the connection of .otors. 

heaters and other apparatus. The definitive estimate for the electrical area was 

1,385,180 man-hours. The as-built.level was 2,841,941 man-hours while Renken's 

recommended level of man-hours is 2,448,371 man-hours. Renken states that the 

largest reason for the overrun in this area was the increased scope of electrical 

installation. Changes in the plant design for additional safety and efficiency added 

electrical quantities of all types. 

Renken states that productivity of electrical installation was relatively 

good at Wolf Creek. However, considerable rework resulted from the same change in 

Bechtel's criteria for special scope designation and other late design that so 

negatively affected the piping and hanger installation. Design changes also bad an 

indirect effect in the electrical area since design changes in the piping area 

results in interference with the electrical components. The piping system would 

ueually take precedence and the electrical components would be removed and rerouted. 

lenkeD ..ations uu.erous it..a that were mentioned in interviews attached to the 

recoae111at1on packa1es. Renken states that most of the itema mentioned in the 

iaterwieww either ere included in the estimate unit rates or have e ne1li1ible effect 

on the aea-~rs. For e~le, the iatervieveel state that the cOI:duit location waa 

~ified inetead of all~a1 the craft tha freedo. to ro.te the coaduit thereby 

1-. states tbaC the eff«Nt ~ p1'~4u~Uvity 1t aot 8u,.. 

lbe 1811 ,.,.. :Sa un. 
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affectfq prHuti-rit7.. lnill• eucu tMt; 

c:oatrol a4 :tupectioa ~ tMt aaft sappozt f« at u,nn!!n ~ 

proar._ of rac:ftlllY c•Htt ~ MW!S ~ioa cmtr lapbtor, Qda l .. U he at 

been included. 

Mr. aenkeu does acta that C:OIIparU to the cv.rnu in p:lpiq ad ~n 

the overrun in electrical .an-hours is relatively aodeat, conaiderina tbe fact that 

electrical installation is often affected by piping and hanaer rework. Renken 

attributes this improvement in the electrical area to .anagement efforts to reduce 

the waste that affected the piping and hanger area. This is evidenced by the fact 

that the electrical overrun vas modest compared to piping and hangers at Wolf Creek 

and much less than electrical work at the Callaway plant. 

In the Commission's opinion Mr. Renken's recommended mauhour allowance in 

electrical area is reasonable and should be adopted. 

i • Earthwork 

Earthwork includes excavation, backfilling and dewatering. Dewtering 

•ana removal of any water for any cause, natural or man made, water interferes vitb 

construction. The definitive estimate for earthwork was 175,440 .an-hours. Renken's 

recommendation is 450,356 man-hours as compared to the as-built scope of 577,925 

..a-hours. 

The definitive estimate allowed 15,000 man-hours in the dewatering accoaat 

w~Mreaa the as-built level was 245,859 .an-hours. Renken reco.ended an allowance 

..-tvslant to the as-built cheraes for 4evaterina. 

for ezcavatieD aa4 backfilliaa Mr. leaken used tbe as-built quaatities aad 

ief:Sa:U:tve estiMh uait races iacreased 1»1 a factor of 45 percat. file factor vu 

~Bt~M4 to coapaHte for tile atra can that -.c ba nel'deed in backftUinl 

a't~RM strwhl'ee '-iped to evv:ive tile des:lp basis ea1'tla4uke. 1'H I'SIIeJndel' e:f 
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Aa)'OM ..- e,.at appnctUle taa oa the Wolf en.t 
COMtncticm site could tHtify to the npet!ttn 
dig:iq ad kckf!ll1q at cartafa locatiou. Oa a 
wall-orpaiaecl coutnctioa project for ftich 
eq:!naer!q schedule ad the coastruetiou ~e an 
properly coordinated, this type of 1neff1cieDCy will 
not occur because all undersround coastruction in a 
certain location can be done while an ucavaticm 18 
open. It is then backfilled, and that is the end of 
it. (Exhibit 536, p. 80). 

In the Commission's opinion Mr. Renken's adjustments for the earthwork 

category are reasonable. 

j. Unit No. 3 Charges 

Unit 3 charges are a special category of direct man-hours not included in 

the ordinary charges for direct man-hours which are designated Unit 1. Unit 3 

charges were considered to be extra work beyond the scope of the definitive estimate. 

When extra work was required, Daniel prepared a work authorization (WA) or later 6n 

utra work order (IWO) that described the work that was to be done. When the work 

was reported 1 t was then charaed to a unit 3 cost code. However, the pidelines for 

dacidina whether work should be charaed to a regular Unit 1 account or whether a WA 

should be prepared appears to have been blurred as documented in Iankan's testimony. 

Tbe productivity of crewe enaased in extra work was not reported to the manasement 

a4 the cost apuers did not issue ay estimate of the proposed work. 

leokaa states that he has not included actual Unit 3 charaes in hfs 

ncJGI_B .. Ua u,Udtly kt hu 1ndu4ed •c:h of the work in the upended esU•tt 

4enve4 fr• the c.llswy case* At c.llawy, all Unit l cbarp• wn incorporuu 

tue V.;jt 1 c:herpe.. S.tiate chap Htiue Wft'e wr:tttn fer the Hope 1Mr•••• aM 



MCeph4 tU ~ fH ~ 1R11ft!flll!l h' ~ fti!IIJ!I!d 

1Kluft4 fa tt. mst-1 Mej~ 

lnkn ~opous * of 1111 lraa«a ..c!abd tdth lldt 3 

charau. 1beH c~ wen alalabd ~ vtu.u tiUi.... Jlrailu a~ th8t ta 

practice Unit 3 MCCNilta ~ a pe~t ._, for ~ tat Duiel tiel aoe wta 

to charge to Un:l t 1 accounts. bake poiats out that 1a the pi pial area at oae t1• 

Unit 1 and Un:lt 3 accounts were out of balance by at least 277.000 ..a-hours. Under 

these circumstances it was :laposs:lble for the project aanaaeaent to track 

productivity. Thus, Renken concludes that Unit 3 charges represent a large block of 

uncontrolled man-hours because work authorizations were not estimated :ln advaDCe of 

the work. They were issued carte blanche for whatever hours would eventually be 

charged to them. 

In his surrebuttal testimony Renken points out that Mr. Linderaan's saaple 

of Unit 3 charges contain work aost of which was either included in his 

recommendations or would have been deleted according to the standards he aaed in 

judging Unit 1 man-hours. 

However, lenkan states that he conservatively did allow the 53,825 

aan-hours based on a review of the saaple of the individual work authorizations. Tbe 

predoa:lnant cause given for the work authorization was design changes. leuken points 

out that his recommendations already included allowances for aost new scope design 

chanaes, but soae of the Unit 3 work was identified as nev scope that vas not within 

his allowance. lased on the saaple, this work was included as-built even tboush it 

is l:lkaly that soae of it was not done productively for the reasons stated above. 

1'be catesor:lsat:lons depended OD the deacr:l.pt:lon of the apedf:lc Unit 3 clause s:lnca 

lceff was unable to research the reason heh:lnd each work authorisation. leakeD 

points "' that H tha deacr:lpUons wre inaccurate Staff wa willed ad it h 

H11"U:IBJLJ' pHa:lbla ~._ tiM seural cardes~nse of tiM recorl!! keep:las. 
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tile atnt to wlddl tM HM fall tate na of tM fell--. .c:~-~ .. 

scope - 1ufda; (2) - acope - CNUfda; (3) atn von euae• ~ n,dr or 

uintesumce; {4) atra work. or 't'ftftk c:aua4 by ... 1p eUqe; (5) enn Wl'k or 

rework eaueci by miscellaneous reasons; (6) documents that the Cmap&ny could not 

find. Costs falling within the first three c:atesories were allowed by Staff while 

costs deterwdned to fall within the latter three categories were disallowed. The 

results were then extrapolated to the entire Unit 3 extra work population. 

Although Company contends that Staff's Unit 3 adjustment is arbitrary and 

unsupportable, the Commission believes that the inclusion of any ~~ 3 charges is 

only one example of Mr. Renken's devotion to fairness and the conservativeness of his 

approach. The Commission believes that Renken's direct manhour estimates are 

reasonable in themselves without the addition of Unit 3 charges. Accordingly, the 

Coaaission accepts Renken's inclusion of a portion of the Unit 3 charges. 

k. Site Work 

Mr. Renken recommends inclusion of the entire 142,902 man-hours incurred 

for site work as of March 30, 1985. This category includes direct un-hours 

necessary to srade the site, haul top soil, install yard drainage and various other 

activities. The Commission determines that Renken's recommendation in this area is 

reasonable. 

1. Isunalation 

This catesory refers to the direct man-hours necessary to apply insulation 

&M lagbl to pipinl, valves and eq\dp!llnt to reduce heat traufu to the 

~oan4inl area and to insulate electrical circuita for fire protection. Althoufb 

tiN •tinitive aat:t•u aeft!IIIH tNt Met of the work would be pt~rfor.d adu 

~ontrMI U _. pt~d'~d by Jaiel and pen by other •ubc:Oiltrauore. 



Iaiita ~- ... ~~-­

catepr:tu. ~rl$ ~ u-hdlt 11 lla.-s f.- ~J• ••=•d lnlu1 1e 
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••-hours. 

lo Nt:iafectory aplaa.t:!oa ._. offe!'M ~ aplata dae Mette Mhna b1a 

rec01111Hndat:!on nd the .u-buUt 'UD-boura. xc;o --..-mt did sot ...._tely ttack 

the productivity of the subcontractor work. Bo reconciliation of these .an-hours was 

provided to the Staff. 

The Commission notes that Staff also took a conservative approach with its 

exclusion of overruns in the insulation overrun category. In making this adjuse.ent. 

Renken assumed that the inefficiency was proportionately distributed between Daniel 

nd the subcontractors e·Jen though he suspected that most of the fault lay with the 

unsupervised subcontractors. The dollar per manhour charges of the subcontractors 

was higher than Daniel's. Thus it is likely that Renken's adjust.ent is low in this 

area. 

•· Night Shift Productivity and Contingency 

The Wolf Creek definitive estimate underestimated for night shift 

productivity as the definitive estimate contained 25,000 man-hours for this purpose. 

Renken allowed 231,055 man-hours for night shift productivity. Tbi6 allowance waa 

based on the Callaway estimate upsealed in proportion to his recommended direct 

-•-hours. As noted above, Renken also added a contingency allowance of 1,763,236 

...-hours since the Wolf Creek definitive estimate contained no allowance for 

CODtfDieDcy. 

2. AdJnst-.Dts Related to Direct Labor Man-hours 

a. JcsffoldiDI 

Sc&ffoldins is cl..aified as aD indirect acconat altboulb it 11 cloealy 

to diract ...-hours,. Jcsffoldins ws asU .. ted at 4.4 penat of d1ruu at 

• 
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:laclwhcl a acn ella 1111 ef 6 ,___ f• pipe ~..... l:nlll - dlet 

the Callaway~ 1• ~)' ... ~,.a.. tb ~ 4 .. 4,.... .. 

he uacl it for Ida ncc•aadatioa. ,_._ alao ~ ~ utfaatacl at 

callaway for extra scllffoldiq aaaodated with the facr.uae4 scope of Hdace 

preparation and temporary nubbers. B:la recOIIIIIAclat:lon of 745,205 un-houn c:apan 

to the 961,642 as-built man-hours. Scaffoldina at Wolf Creak consumed 5.1 percent of 

directs versus the 4.6 ca.posite that he recommended. Be attributes this difference 

to the use of scaffoldina caused by a larae amount of rework at the plant. Renken 

observed that in the case of hanaer modifications, scaffoldina was removed only to be 

reerected when rework was required. Renken notes that at the callaway plant 

scaffoldina consumed 7.4 percent of the directs. This corroborates the role of late 

design on excessive scaffoldina costs. 

Havins review.d Renken's recommendation in the scaffolding area, the 

Commission determines that it is reasonable and should be adopted. 

b. Schedule 

KCPL achieved a construction schedule of 93 months from first safety­

related concrete to fuel load. That figure encompasses a 29-month schedule slippage 

from the or1sinal March 1977 estimate. KCPL attributes most of the delay to regula­

tory chenaes. 

Staff has submitted a schedule duration analysis which attempts to calcu­

late the effect of its man-hour recommendations on the Wolf Creek construction sched­

ule. This calculation cannot be exact and muet result in an approximation. 

Scaff vitnaaa ~ perfo~d the same schedule calculations for WOlf 

Cree~ chdc he perforaed for eall..ay. Mr. Renken e•lculatad the rate of co.pletion 

of che a.-hUt plot a a perc•tase per IIIIODth. 'l'he l"ate of cot~Phtion cunoe wu 

a«We'l"&l aoune * &ftn'aiuted by Unaar aelllftu. T'be dope of eKb 
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then applied to tba Jtalf'• n .._ nc ••~-.. ftU ~-'ft~~Rlt:M ill a 

echeclule cluratioa of '1t .. 2 .-t:M. fte edieale .twnt:J• -.. c1 u ted '-*-ri ha 

the project completion elate of Jaauary 31. ltiS. 

KCPL arpes that Mr. llnkn eval•t-' uftbar prochlctivity paaltiEta 

associated with increased .anpower nor critical path effecta of reJQlatory chaD&es. 

The Caa.dasion finds that Mr. Renken's aualJ81T did, in fact, account for 

productivity penalties associated with increased aanpower levels at Wolf Creek. Tbat 

was demonstrated by Mr. Renken's rejection of the Wolf Creek Definitive Estiaate 

man-hour discount factors and the unrealistic productivity a&euaptiona wbich are 

reflected in that estimate. It is further reflected in his adoption of the Callaway 

Definitive Estimate and its 20 percent contingency for nonproductivity. 

The Commiasion recognizes that Mr. Renken's analysis was based upon the 

completion of the as-built plant and not upon the critical path. It follows that 

Mr. Renken did not analyze the effect of regulatory changes upon the critical path. 

The Commission does not believe that a critical path analysie ie neceasary in this 

instance and finds Mr. Renken'• calculations pertainiDI to the ae-built plant to 

represent the moet reasonable method demonstrated of calculatin& a proper echedule. 

This is particularly true since the Ca.mission has accepted Mr. Renken'• recom.ended 

level of direct labor man-hours. In his review of direct labor ll&n•hours, Mr. RankeD 

bae considered both rerulatory chanae and leek of productivity. 

The C~eeion has purposely not addreaaed the achedule aet forth by Staff 

cbrou,h O'lriea-Kreitsbers 6 Aaaociatea, Inc. (aKA). Tbe OIA analyaia vas suffi• 

cfcntly f~d to nasace aay possibility of it• uae and fa, tharefore, rejected in 

ua ent:Jrecy~ The ~aaion 'baa 1084 Mr. ReM8n's aalyais, altbnp ROt: o-r:tsJnal .. 

"' aa a altarnaUve, to be fer more reUaUe chan that of aKA. la faat, 

~u:Joa f'J~ tba reftlte of._. laUa'a analyaia to be 0. only auepcaa.1e 



HII•W• ia tide ._., W. C I..S. ~ ICII.'• .-1 nlhtale ~ ..._ 

Ha -.c-.. 1f date C IJIIIII, W W • I ... Rhld d11tp llllllltiac:la detala Ia 

place. 

The c-iHiaa fiMe Utcle ia the neon aida nppona a:H.'e .....-ct .. 

that a 93--ath echHule :Ia a ua.plary achie,_t. except for ita :!Mutty c-.-r­

ison. AI previously note4, tu eo.iaaion does not believe • inctuetty coaparisaa 

can adequately account for the differences in manaaement perforaence becw.en nuclear 

plants and is therefore not controllina. 

The Ca.misaion notes that Mr. Renken's 79.2-mouth schedule ca.porta favor­

ably with both the schedule adopted by the Commission in the Callaway case and the 

schedule adopted by the Kansas Corporation Com.iseion reaardina Wolf Creek. Those 

schedules are 80.5 and 78.5 months, respectively. The adoption of Mr. Renken's 

schedule necessitates a decrease in the Staff's recommended level of disallowances 

for AFUDC, KG&! salaries, Wolf Creek builders risk insurance, safety .. etinga and 

indirect coats. 

c. Indirect Manual Labor and Materials 

Indirect Manual Labor refers to craft labor perfor.ed by Daniel eaployeea 

who are not actually working on the physical plant. Indirect Materials refers to 

.. ceriala ancl supplies necessary for th~ construction of the Wolf Creek Generating 

Station but not a part of the actual ~'erunent plant structure. 

Staff proposes to disallow $19,687,057 for indirect labor aan-houra and 

$5,018,563 for Indirect Materials coat. Staff utilized a aatrix foraat which relates 

1Dd:lrect coats to carta:ln variables or coaponenta of the construction project, such 

as scJN4ula Mat:lon, cl:lrect .,._hours, peak craft aanpowr, peak aon•tuual aa­

~~~ total aapowr, pip:laa .,._hours, act aUIIHr of wlcten qualff:tect. 'l'be aatrb 

ralal:lonsll:tpt wra haect oa tlloaa uaect :la pi'aptr1aa the hf:la:lUn laUate. 'l'bera-

aa a pvn nda~Jla cM8ps, :l.a., scheclula Mat:lon, so ctoea tiN a110ftllt~UI ft~~r 

4~Htfl-~ e.u., '9ftta~Jlaa ltaff at:lUH4 wt'a nppUect " Dn:ld * wn 
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aatr:fx. The folloviq chart !a act fta1m to Kale .. 

' Def:fnitive 
EstimAte 

' Staff 
Matrix 

t 

Adjusted 
As-Built 
Matrix 

I 

Total 
Cost 

To perform its analysis, Staff developed an As-Built Matrix and a Staff 

Matrix. The As-Built Matrix determined au indirect cost est:lmate on the actual or 

as-built Wolf Creek construction project variables. The Staff Matrix was used to 

determine an estimate of indirect costs based upon Staff's recommended Wolf Creek 

construction project variables. The difference between the two matrix calculations 

represents Staff's matrix disallowance. Staff's lack of project controls disallow-

ance was developed by subtracting labor cost uuderruns from the labor cost awerruns, 

fn excess of the As-Built Matrix, to arrive at a figure for net overruns. 

The Company faults Staff's overall adjustments for several reasons. 

Company witness Fouts maintains that Indirect Manual Labor costs should follow Direct 

Labor costs. It is Company witness Linderman's contention that many costs vera 

driven by variables in addition to those used by Staff. Coapany asserts that Staff 

bas applied different variables to similar cost codes between the Wolf Creek and 

CAllaway cases. Additionally, it fs contended that Staff has no reasonins to support 

its lack of project controls disallowance, and COMpany sussests Staff's method is 

'-ffcient .. c .... :It disallows certain cost codes that vera either unknown at the 

U• the Definitive let:fMte or df' not have a estimated n-.r of MD-IIiftra 

~ ~~ wre craufer or allowue 1oowute. flully, Staff's lD.tireot lAter ... 
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coate &lay~~ fol!Mr tinct cnft Mt!Yity.. ~~ • .ai~ .,_ dis CUQi18J• 

eiBCe Mr~ rwt.' tut~ c.fUcu witk k. I..:JMeaa.'e cla:bt dult ftft Staff'• 

11 proj.ct vadolee wre ianffidat to cover all reaeou for aeuefw iaiinct 

labor coate. In recopition of tbie, Mr. Fm1te defers to Mr. L!aieraaa. 

The evidence indicatee the owners, thrm1gh Daniel, utilized the variablu 

Daniel gave to Staff in preparing the Definitive Eeti .. te. Those same variables were 

utilized in preparing various project forecasts as well ae in the preparation of the 

Company's reconciliation packages. Although Mr. Linderaan suggested variables other 

than those used by Staff had impacted certain cost codes, it appears that those 

variables were not always reflected in the Company's cost reconciliation packages. 

If they were reflected in the reconciliation packages, the man-hours associated with 

each reason were cften quantified by order of magnitude estimates, with plugged 

numbers and unquantified explanations accounting for a large portion of the 

quantifications. The Ca.mission's position toward plugged numbers and unquantified 

explanations is set forth acre fully under Phase IV, Section I.C.6., Project Cost 

Reconciliation. For now, let it suffice to say that the Commission is of the opinion 

that plugaed numbers and unquantified explanations provide evidenc• of a lack of 

project cost controls. 

Tbe Co.aission finds the Staff could only rely upon the variables it was 

provided. Staff received ita information from Daniel's chief estimator, who was con­

tacted ae recently •• durin& the preparation of the reconciliation packages to deter­

~-• ~n -'jcb accoanta certain coats abould be placed. Daniel was the constructo~ of 

c~ 1011 Cruk plant~ Deaiel waa actively involved in and inti .. tal' familiar with 

~ c~t~tion of WOlf C~eek. and ita information is appropriate to rely upon. The 

~aaJon fJ8da ltaff .aa4 tba ~~ appropriate variablaa availabl•. They wer• 

"'J~J>~~~ .,._ lba ~~ :fn cba ha;tu~ns of cba project for tba 
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In :ita laek of project eoet eoutrols djumnt. the Staff cUd Mt ftt&fl 

all of the disallowed cost codes allesedly uaaccoaated for by the Def:in:it:iYe 

Estimate. The evidence indicated that many of the coat codes were actually accouated 

for elsewhere in the Definitive Estimate. Since Staff's analysis was performed on an 

aggregate rather than cost code basis, those cost codes would be reflected in Staff'• 

bottom line. 

The Definitive Estimate represents the estimated cost of an efficiently 

constructed plant. Any cost codes added after the Definitive Estimate .uat be 

adequately explained by the Company. That explanation could best be shown throuah 

the Coapany' s reconei liation packages. The reconciliat.ion packages did not 

sufficiently explain the additional costs in excess of the As-Built Matrix. There­

fore, the Staff has properly disallowed those costs. Staff's disallowance for lack 

of project controls is simply a mathematical calculation; one that is s:ia:ilar to tbe 

cype of calculation used by the Company in its own reconciliation packages. Staff'• 

.. thod of quantifying that lack of project control adjustaent was to dieallov the 

amount of labor coats Which ware in excess of the As-Built Matrix once underruna were 

aetted against overruns. The Ca.mission finds this a sufficient and adequate aethod 

of .a qaantifyina. At a ain:imum, it :is better than the Company's attempted quantff:i• 

~t:ion of •ar:ious expenditures :in its reconciliation packaae analysis. 

Iince tbe Cona:issiou beUnas the Staff's aetrix approach :11 a reasouabh 

MtW of c_,.rtna tbe costs of Wolf Creak, the Cona:iss:iou fia48 it 11 reasouable to 

O.t 0. .,_pla:inad cuts :in acass of the As•hUt Matrix are dH to a laek 

P'f'ojaet :fwtber hpporl for thh 11iferenca :ie fOiiad in rbee n, 
, hojHI ........ 
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to tt. In this cue. Staff Jau aUCMMI tS ,erc•t of the acc.l IMfnct Maeeriala 

upendt cures and 18 not alle&iaa a laek of projaet coutrola wu the C&WM of the 

S percent adjustMUt. The adjustiMm.t •rely reflects that there is a differace 

between the Staff's recomaended level of expenditures for Indirect Materials and the 

actual level of expenditures. This appears reasonable and is consistent with the 

.. thod the Ca.mission adopted in the Union Electric case. 

Based upon the foregoing, the Commdssion is adopting Staff's proposed dis­

allowances for Indirect Manual Labor and Indirect Materials. The disallovaDCes beina 

adopted by the Commission are to include the related issues of payroll taxes, 

insurance and fringe benefits. A point of contention arose between the Coapany and 

Staff as to the inclusion of contractor's operation insurance in the Staff's payroll 

tax, insurance and fringe benefit factor. The Commission believes it is properly 

included as the pr..tua for the insurance is tied to payroll amounts expended at Wolf 

Creek. The Commission notes the dollar amount of this disallowance will have to be 

adjusted due to the Commission's adoption of Mr. Renken's proposed schedule. 

d. Indirect Nonmanual Labor 

Indirect Noamanual Labor is that portion of the construction labor force 

wboae contribution is other than direct craft related. Staff recommends a 

$24,704,283 (total plant) disallowance for Indirect Nonaaaual Labor to reflect 

lcaff's sdjus~ts for schedule and the lower level of total direct man-hours 

..... istsd with Wolf Creek. ltaff did not atte~~Pt to input data concerninl Indirect 

Itt Jlllual Lshr :lato Us Mtrl:x acljUCIInt because the pertinent ~n.formaUcm from the 

C••psnJ ..a not :Ia the ~fia:ltive S.ti .. te f~t required by the .. trix calculation. 

4fff~e ia f~t ..a ,.. to various reat~curiall of the projeet. 
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Staff could not have vUl::htad tM •U>U -~ vi~ _.. dtfffcvlty; thu. 

it utilized aa appropriate alteraative. It is reasonable to assuae the Iadirect 

Nonmanual Labor man-hours are directly related to the nuaber of direct labor .an­

hours and the duration of the project schedule. Tbe Company has provided no evidence 

to negate this assuaption. AdjustMnts for those two variables have previously been 

adopted by this Commission, supra. It 1s therefore necessary to likewise adjust for 

Indirect Nonmanual Labor man-hours. The Commission is adopting Staff's proposed 

disallowance once it is modified for Mr. Renken's increase in schedule of 2.2 .anths 

over that relied upon by Staff witness Winter in his calculations. 

e. Builder's Risk Insurance 

Staff witness Winter proposes a $872,562 (total plant) disallowance to 

reflect the iapact of OKA's recommended schedule duration on the Wolf Creek project 

for builder's risk insurance. The Company's arguaents have previously been stated 

under the schedule issue, as this adjustment ties directly to schedule duration. 

Since the Coaaission has accepted Mr. Renken's schedule, it finds the Staff 

adjustment is reasonable, once it is modified to include the additional 2.2 aoaths 

allowed throuah Mr. Renken's schedule. 

f. KG&! Salaries 

The Staff adjustment for KC&! salaries of $5,644,355 (total plant) is 

preldasd upon the sa.. ar,....ts sat forth under Builder's Risk Ia.urance. ror the 

.... ~aaaos 884 unde~ the s..a condition, the C~asion accepts ltalf's proposed 

adja-t • 

• 
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Staff nc me ..tdG nn.a t.M altldMd• .t unata 

--hour• aa4 coea auodaa4 wtdl Mf.cy and~~p Ina t.M llliiUnct CMC e.­
eutitled "Safety Belated It..a". Staff p~ a $1,411,015 (toea! pleat} disall..­

anc:e to avoid double-couuUq of uu-houn related to ufeey -.Uap *ida have 

already been included in Staff'a reca.aended level of direct ..a-hours. 

KCPL contends the cost of increased regulatory requirements was not 

properly recognized in Staff's recomaeuded level of direct labor .an-hours nor in 

Staff's matrix. KCPL further conteuds the Comaission should offset the proposed 

disallowance by allowing credit for cost savings resulting from its increased safety 

efforts. 

The Commission believes that Staff's matrix adequately accounts for the 

increase in safety meetings due to regulatory changes. After the filing of the 

Company's rebuttal case, it was discovered that Mr. Renken had not included an allow­

ance for safety aeetings where his man-hour allowances were not based on the Callaway 

Definitive Estimate unit rates. It was also determined the Callaway Definitive 

Estimate unit rates used by Mr. Renken did not reflect a full 30 minutes for safety 

meetings. Mr. Renken corrected those errors. 

Since Mr. Renken corrected his direct man-hours to include a full 

30 minutes of safety aeetinas and Staff's matrix utilized direct man-hours as one of 

ita variables, the full 30 minutes of safety meetinas were reflected in the matrix. 

The Commission has previously adopted Mr. Renken's direct labor adjustments 

aDd de ... it reasonable to accept the safety meetins adjustment to avoid double 

'"""'ery b,- tM Ce~~pany. 

ne C..Uasion does not bal:f.eve it is appropdau to allow cl'ecU t for uy 

- .......... If cHt ~inp, 1 ••• s lowr iuunnc• pr•i0118, resulUns frm~ uht)' ueUnp. 

~ ~sa:ioa is of c•• ,._ C~ •*ld not nc:eh·e a lxmW~ for doiq 



adjuataent does not enc_,... all overt:IM coeu. The propoee« diullovaca is tied 

only to the 7 percent of total overtime which Staff believes was wproduc:Uva. To 

arrive at that percentase, Staff utilized an article from the KOYember 1910 Construe-

tion Labor Kews and Opinion entitled "Extended Overtime :Ia Dangerous to tour Health". 

The article was siven to Daniel by the owners to use as a guide wben·evaluat:lng the 

need for extended overtime. the article addressed the findings of a Kov-.ber 1980 

Business Roundtable report "Scheduled Overtime Effect on Construction Projects". 

The report's findings are best summarized by the following table taken froa 

the Business Roundtable report. 

1 

50 Baur 
o.tfllll 
Wade Waeb 

0.1-2 
2-3-4 
... s-6 
6-1-8 
&+-10 
lO..U-12~ 

2 

RPUl'ICHIIlP (F BUS lOaD. 111JXQ'M:J.'! A!l> <mrs 
40 Jlaurs 'VBo SO lbl£8 

3 4 s 6 

Productiv1ty 
rate lbJr lea 

Actual Hcur Hour pin dLa to 
40 lbJr so Baur ~for CJVWr 40 hr. Pmcb:tiv.fty 

!!!! !!!! so br. welt welt drop 

1.00 .926 46.3 6.3 3.7 
.90 45.0 5.0 5.0 
.87 43.5 3.5 6.5 
.80 40.0 o.o 10.0 
.752 37.6 -2.4 12.4 
.750 37.5 -2.5 12.5 

7 8 

lbJr Cast 
Pzad111l of ()cU. 

Hems cmat1m 

10.0 13.7 
10.0 15.0 
10.0 16.5 
10.0 20.0 
10.0 22.4 
10.0 22.5 

Tbe raporc indicates that scheduled overtime of SO hours for six to eiabt 

WNb reRlU :fa a prod\Mt:fv:fty raton c:oaparable to tt.at of a 4G-hour wort wek. 

ftatf'a adj11ahlat for apr"-tiva overtime ns c:alc:ulatad ia the followtq uaer. 

Jail fafUaU1 idnUfiacl ch web whre afi 1Dclh'idu1 craft worked 2.5 parent M 

.we "~'ft:SH fer a:fs or M':l'e web.. Staff c1M8 appl:fad the appr•:fn• prHKtinty 

fa!l:te~~rs a a ....... .,...,_.. ha:fa.. 'JIMt a,Uc:aun dateftdM4 dM •'*•tiva ltftn 



1t7 ..t.. !liliiM 1111111lullldw ~ wn ~ ~ • ct. .-1-..--. et ct. 

t:l• tHy WH iNiiU.S. fte auJifttllilc 

nbtract.a fna tM &ch81 Miln _,. clollan • th actilal --·~• ~ .._ ... 

ldnina tlae vaae rate to aPttlY fa priciq tM Staff'• l'K ••••• 111111 •aiiH. fte 

resultant coapoaite -aerate for Staff's rac:c:•nd'&4 _. U.n ia len tile portia 

of the orisiual vase rate attributable to unproductive overti.a. 

The Company faults Staff's analysis for several reuou. Tbe Coapay 

contends the Business Roundtable report was to be used aa a guidelins only and that 

according to the report itself, no precise calculations resardins coat of overti .. 

may be drawn from it. The Company further contends the report is inapplicable unless 

the entire job is placed on overti... It does not apply to periodic overti .. of the 

type the Coapany utilized. 

It is the Coapany's assertion that Staff misapplied the Business Roundtable 

data by analyzing by craft rather than individual, and by analyzing overtime inforaa­

tion which involved .ore than 60 hours per week by the '0 hour per week chart rather 

than the 60 hour per week chart. Company believes it is being peaalized for reduced 

productivity during the six week period when productivity does not occur until after 

the six week point is reached. The Company asserts that it did rotate workers and 

schedule necessary breaks. According to the Ca.pany, that is evidenced by its low 

absenteeiSII, turnover and accident rates. Finally, the Company arsues that any loss 

of productivity was far outwe:lshed by schedule savings. 

Tbe Comadssion finds that the Company used the Business louudtable report 

u a pJde to e11eluatia1 extended 011ert1u. That was a rauonable decision, as the 

re,.rt :is ons of tbe few eta4:1es pertsinina to conatnct1on overdu o11er extended 

pedo4e of UM. Alt!MN&b n,osedly :Intended only as a "p:ldeUns", U: aP?Ure to 

~ 1Nft tiM Mted•l p11en Danhl to follow fn a11aluaUn1 atn4ed onrtiM. 

'fte ~··' Mn tban a SM11 .._t of 1reance :In :tu nus•tuc,.. .WcortUna 



Coepuy au aoe nt.u th alwlKhllls., ~ dldr ~ ~. 

Cmapany aar•• tbt ~U'rlt7 ~ u utn ..n:a. ... an ..-. .. 

Tbe C.,••J tena die ~ _.,. • tu Wolf Cnek project u pedodfc 

overtiM. As clafiud by tu ea.pay. pedodic overtiae ..u tiM Mlactin •• of 

some craft• and worker& to accampltah &pacific aoa1a and tuka duriDI critical 

periods. The Business Roundtable report distinauiahea two types of overti.e: 

"[Scheduled. which is] a continuing schedule of extended workdays or workweeks for 

entire crews or projects ••• "; and "occasional or sporadic overtiae which uually 

involves certain workers or crews who are held over for a few hour• after the regular 

workday to finish a specific job •••• " 

The evidence presented by Staff indicates that what the Company refers to 

as periodic overtiae is really the same as scheduled overtime according to the 

Business Roundtable report. The Commission is not persuaded the report is 

inapplicable unless the totd job is placed on extended overti•. It is therefore 

proper to compare the Business Roundtable report to the occurrence of scheduled 

overtime at Wolf Creek. 

The Business Roundtable report refers to individuals working 50 or more 

hours per week. The Commission is cognizant of the fact that Staff bas cORpared 

craft data, rather than individual data, from Wolf Creek to the statistics shown in 

the study. The Comaission is aware that the payroll records of individual workers 

were not retained, thus prohibitina Staff from aaking auch an analysis. The only 

weekly record of indiviclual worker overtiaa is that aaintained on a 33 week computer 

tape. lacb week the data from the oldest weak is deleted and that fr011 tbe latest 

wak 111 _..84. 

ltaff perf~cl a c~rative analysis of ths 33 w.ak tape provided by the 

c..-Q' om kcb a crete m iu:innel Na18, whJch :tuicatell the ~tad !braUn 

apl'~t:fn Oft'RS••· ee deee:Uiad :tn tba heineee ~u,le re,on_ wu 



~ .. It ••u:tllfttM dat ~ W •tnld ~--

owrti• fK CDUI:nt:ift .... td~ Dttld.al., DJe C..._fM:i• ftadil adf'a 

aaal1JI1ils of ucauity. -. ...- om a cnft ._ta.. D.t ._ Mt fatally 0.. tM 

aaalyafa. The mdeaca i.Ueatu kaff'a '1 pen:at ffpre 1a. eouat"'fttt1w 

eatimata. On the 33 wet tape Staff -. siwa to lftlute. 20 percat of the l1ated 

individuala worked extended achedaled overtt.. of SO houra or acre for six weeks or 

longer. It was impossible for Staff to determine from the Company's recorda of craft 

activity whether individual workera worked scheduled overtiae of 60 hours rather tlum 

SO hours for six consecutive weeks. Therefore, the Comaiaaion believes it was 

appropriate to utilize the 50 hour, six week standard in view of the lack of 

individual data from the Company. 

The Commission does not believe the Company is being unjustly penalized for 

the lower productivity reflected in the six week period. The ComBdssion finds the 

decreasing productivity level reflects the cumulative effect of extensive scheduled 

overtime. Thus, it must be accounted fo~ once the six week period is reached. 

The Commission finds the Company's evidence of lack of unproductive over­

time symptoms, i.e., excessive absenteeism, excessive accidents, etc., is a .are 

accurate reflection of the 93 percent of overtime that Staff does not propose to dis­

allow than it is of the 7 percent it does propose to disallow. An example that 

productivity actually did decline as a result of extended overtime is found in the 

Company's reconciliation packaae support for construction chansed turnover dates. 

"[A 24-hour teatina acbedule in December, 1983,1 required additional manpower and 

.uch Jadividual wu reqtdred to work extended hours. Aa a result, overall 

,r~t:fvicy decUned, requir:fna 1110re manpower." 

Clearly, the C~any wee 1110t serioualy atts.ptin& to rotate the overt1Re of 

:Ua Wf'~a.. lilt aulyais aa perlorR~4 to dstemna vb«ther wottken oa extended 

.,.tfa wra h:fq and &:fnR hrub .. .Mcord:faa to Cnpany ntaen roau, 

-~• wre 1• tiN .__It of oven~• Wf'ked by 
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nda ttiffen ffta Ids ~- ef dla ~ ...-Me~ pUUI'I d.aH ltll .. 

!tr. Fouta i.ticatu -~ ~t. ~~ill wn alld~~ ~ ~ .-an fw pdft 

approval. Tile ac~fvi~iu wra Nri__. ad cMcW ~ ..... tM 1IIOiit wu ,._dal­

ly on the critical path. A Uat of dae approvecl activ:ltiu wu tha p~ to Daafel. 

vbo made the actual overt:l .. list. Tbt list set forth the day. h!ldins, ...a.en of 

personnel in each craft worked, and the hours they would be workiq. Tbat liat wa 

approved by the owners. No aention was made of individuals. with the exception of 

overtime for noumanual personnel. 

Company witness Linderaan's use of a hypothetical situation involving 

vorker rotation to demonstrate the deficiency of Staff's analysis and his statement 

that Staff did not consider the "possibilities" of individual worker rotation is not 

persuasive. Be did not attempt to deaonatrate which, if any, particular workers had 

been rotated, yet unjustly considered on extended overti-. for purposes of Staff's 

study. Of course, that type of evidence would have been imposaible to put forth in 

light of the Company'• record-keeping. 

The Comadaaion finda the Company maintained inadequate records of ind!vid­

aal employee overti•• In an attempt to detemine what portion, 1f any, of that 

overtime was unproductive, it was neceaaary to uae craft rather than individual data. 

tbat data correaponded favorably to the only individual overt!.. infor.atiOD the eo.­
,.ay maintained, the 33 week tape. Company's evidence of lack of unproductive over­

ti• B}'llptoma ia not aufficient to prove that worker fat:f.aue did not occur ad reault 

iD unproductive overt:l ... 

Tbe CO..ieaion fiuda Staff'• evidence of unproductive ovarti .. ia corrobo­

ra:M by tiN Cospay'a hi_..r tiND evaraaa JN~rcantaaa of coutncUon pnjact ovar­

u .. cm:rplad with the C..,an,r'a Maaa.-nt radonaca baluUn, which andhtee 

ldlUn of iMreaaad project Heta to poor produni•dty. TH c-tH~OD kUavae 

tuff's 1 ,_eaac ,...,_.., diH11o•ac8 18 a raaaM\8,18 aa. :U: fellow tllat ay 
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t. laek 9!arp! 

Staff propoua two adjuataata related to back chaqu. The firat 

adjustmaat eliminatea $56,198 (Staff Missouri jurisd1ct10Dal) !a plant coats 

associated with back charges which were aot collected as a result of certaia 

negotiated settlements with vendors. The Commission determines that Staff's 

exclusion of the settled back charges should not be adopted. Staff has not alleged 

that the Coapany iaproperly entered the settleaents. 

Staff also proposes an adjustment to eliainate $1,253,031 (Staff Missouri 

jurisdictional) in plant costs associated with open back charges and job iuvoice back 

charges as of March 30, 1985. These represent costs that Daniel and the Coapaay 

believe back chargeable but which have not been collected or otherwise resolved. 

Until these back charges are resolved, it is Staff's position that they should be 

excluded. 

The Comaission deteraines that open back charges should be excluded as 

proposed by Staff to avoid double recovery and to provide an incentive for the 

eo.pany to collect the charges. 

j. Instrumentation- Vestinshouse 

The Westinghouse allowable man-hours associated with the instrumentation 

catesory vera calculated by Iankan as discus1ed in Section I.C.l.e., InstruMentation 

Mrect LahJ Jta-hnr•· 

ltaff witnees K&~D~tia& calculated tbe coat of the Weetiaghoaae .aD-bours. 

ta .Witin, luutfq ~red sa adjutafit to dieallow the uaproduUve 

"-«1~ il\ldh•eet _..'""'' tuurred ia euppou of the Wesctalhoue dh·nc 

...,.~, were dfHllOW!d"' .,.,.w K&~D~Unt baed the adjuatat on n 




