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B&MCD INCENTIVE PLAN

The formal B&McD coniract, signed in January 2007, included a

compensation plan which included I
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. I

42/ Schiff Harden January 10, 2007 Status Report, page 16.
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4 /Only portions of the contract relevant to this teétimony are included in the Exhibit.
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Q. Should KCP&L be responsible for a portion of this cost overrun due to the

poor quality of the contract and its mismanagement?

A, Yes. Vantage believes that KCP&L and B&McD should have understood the market

prices of materials at the time of Kiewit’s proposal submission. Such metrics were

available to the industry at the time. “** [Z SR LEmesbi
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H. COST IATAN 2 RELATED IMPRUDENT ACTIONS

Q. Please explain how you approach the task of calculating costs associated with

imprudent actions?

Al As summarized i§ Section D previously, Vantage developed a standard for
prudence to be applied on this project that is consistent with our previous
definitions and those used in previous cases in Missouri. Vantage did four

separate calculations of imprudence disallowance.

Analysis of Similar Power Plants

After months of analysis and normalizing costs, Vantage developed a group .
of sixteen power plants, including Iatan 2, that are similar technology, size and

built in the same timeframe.

Analysis of Trimble County 2 versus latan 2

The Trimble County 2 project is very similar in many respects to Jatan and-
provides a real example of two units built under similar circumstances with

E

remarkable different results.

Analysis of Project Cost Estimates

Vantage spent considerable effort analyzing and understanding the various
project cost estimates. Starting with the 2004 Project Definition Report, the
December 2006 PDR uiadate, the May 2008 Rgforecas’c and the March 2010
Reforecast, Vantage analyzed the. reasons given for each forecast and assessed

whether they were valid.
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Analysis of Major Contracts and Subsequent Change Orders

Vantage consultants reviewed initial contracts, as well as all change orders
during the life of the project. (Note our cutoff was late 2009) Contracts and
change orders that were suspect were analyzed in detail. Based on decisions

regarding costs that were unwarranted, Vantage consultants then calculated the

amounts from each contract or change order that were not justified.

COMPARISONS WITH SIMILAR POWER PLANTS

Vantage Peer Group Analysis

Q.

A,

What was the basis for this analysis?

In this analysis, Vantage uses our own list of comparable and a modified

list from the testimony of Mr. Robert’s of Schiff Hardin on the KCC latan 2 case.

In addition to our own research, Vantage worked with Department of Energy
(DOE) representatives who attempt to maintain a data base of power plants
under construction. (See Schedule WPD-37). We believe compéring Iatan 2 with
é group of similar power plants provides perspective and gives éhe Commission
a good understanding of exactly how latan compares with'its peers. We do
caution however, that it is difficult to get timely and accurate information and

therefore all numbers must be looked at with some reservation,

Please summarize the conclusions Vantage reached through its analysis.
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A, Vahtage compared Iatan 2 to a peer group of sixteen power plants.# All
completed or scheduled for completion between 2008 and 2011, All are coal or
lignite and all but one are supercritical units. Every unit except for Jatan and
Weston Unit 4 was built using an EPC project approach. Weston Unit 4, was
built with a multi-prime approach, but used the Washington Group as
Construction Manager. Eight of the EPC units were started after Jatan.

While Iatan 2 is currently estimated to cost $1,988 million or $2,339/kW, the
peer group average is $1,967/kW. This is a 16% difference in cost. Were latan 2
to be constructed for the average cost of the other units, it would cost $316

million Jess than currently projected.

4t / See Schedule 37 for details on analysis, open shop adjustment and common adjustments,
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COMPARISON TO TRIMBLE.COUNTY 2

Why are you presenting a comparison of latan 2 with Trimble County 27

We believe the comparison to the Trimble County Unit 2 (TC2) has value and
presents some details to illustrate how two projects in the same region, with
similar project time frames and schedules, could have such diffez;ent results. A
preliminary cost estimate for Trimble County 2 was prepared by B&McD in
2002. After a formal selection process, the Owners Engineer contract was
awarded to Cummins and Barnard Engineering from Michigan, a detailed cost
estimate and schedule was prepared in 2004, the same time as the latan 2 PDR.
TC2 will be completed in mid-2010, just as latan 2 was scheduled for
completion.®> However, the final estimated cost of TC2, based on filings in the
recently completed rate case and confirmation with company officials, indicates
that this 760MW unit will cost $1,528/kW, versus $2,339/kW for the 850 MW
Tatan 2. According to recent testimony in Kentucky Case No. 2009-00543,
Trimble County 2 increased in cost by 9% over its six-year period, mostly due to
labor increases. This compares with Iatan 2 which increased over 50% during
the same period. Key details of the project, including the project schedule,

follows.

-

15/ On May 24, 2010 Mr. Paul Thompson of EOB was interviewed regarding the costs and status of
TTC2. He indicated that they had recently achieved 200MW of load during test firing, -
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1 3

2

3 Q. Can you provide some insight on how these two projects differed so much in

4 price?

5 A, The simple answer is that TC2 was built under an EPC contract with Bechtel

6 Corporation as the engineer and constructor. Even though the TC2 project did 2
7 not receive approval to proceed until November 2005, management of EON, the
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owner, decided in January 2005 to proceed with the selection of an EPC
contractor. KCP&L management, on the other hand, took no actionon a
decision as to projec-:t management methodology until December 2005. By that
time, KCP&L management concluded that there was inadequate time available
to go through the lengthy EPC contract ﬁe'gotiation process and inétead opted
for the Multi-Prime approach which led to additional cost and schedule risks
taken by KCP&L, the failure to meet industry standards as detailed throughout
this testimony, and the resulting incurring of imprudent costs due to KCP&L's

substandard performance.

ANALYSIS OF BUDGETS AND COST REFORECASTS
Before providing your own analysis on budgets and forecasts, can you provide
your opinion on the testimony of KCP&L witness Mr. Meyer in this case

regarding budgets?

Certainly. One of the issues on which Mr. Meyer testifies is how KCP&L's cost
estimation process conforms to industry standards. He refers to a cost estimate
classification system su?i)ported by the Association fér the Advancement of Cost
Engineers (”AACE”). The cost estimate classification system classifies a cost
estimate as Class 1, Class 2,. ... Class 5. A Class 1 cost estimate is based on fully
developed engineering and cost data. At the other end of the spectrum is a Class
5 cost estimate that is based on preliminary and limited data. The higher the
class number is the greater is the range of the reasonable cost estimate, For

instance, Mr. Meyer refers to the Jan/Feb 2006 cost estimate as indicative and

based on preliminary data and is therefore categorized as a Class 4 cost estimate.
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Similarly, he categorizes the April/May 2008 cost reforecast as Class 2 as it is
based on more detailed information. Mr. Meyér then shows the range of
KCP&L’s cost estimates using the variations specified by AACE with the
implication that KCP&L's cost estimates are consistent with industry best
practices. However, Mr, Meyer seems to lose sight of the fact that it is not the
level or change in the cost estimate that implies imprudence but it is the cause of

the cost changes that determines whether there is any imprudence.

During the duration of your assignment for the Kansas Commission did you

ever hear any mention of the cost estimate classification system that Mr. Meyer

~ describes?

No. The first time I heard mention of this cost estimate classification system for
the Iatan 2 construction was in Mr. Meyer’s testimony in this case, In fact, on
page 6 of his testimony, Mr. Meyer states that the classification system was not

formally used during the construction and cost re-estimation phases.

Do you agree with Mr. Meyer’s assessment of the 2004 PDR and January 2006

Scale-up as being without significant engineéring completed?

I have a fundamental difference of opinion on the validity and accuracy of the
initial estimates B&McD made. Ie claimé there was no engineering complete at
that time and therefore cost estimates are crude and inaccurate. However, he is
referring to the engineering that integrates all of the major systems and support
infrastructure. In fact,.thé Boilér and AQCS systems, Turbine/Generator,

Cooling Towers, Stack and other systems are already engineered by the
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manufacturer and only need to be placed at the site and integrated with the
other systems. B&McD, owner engineér héd this responsibility and the cost was
about 2% of the total project cost. The proof of this is demonstrated by the fact
that the Boiler/AQCS and Turbine/ Generator. were completed for amounts close

to the original estimates,
Why do you think Mr. Meyer refers to this cost estimate classification system?

It appears to me that Mr. Meyer has introduced this classification system at this
time as an after-the-fact justification for the increasing cost estimates. As I stated
previously, the focus needs to be on the cause of the cost increases not the

amount of the increase.
Does Mr. Meyer provide testimony on other matters?

Yes. He describes the changes in the cost estimates and opines that KCP&L was
prudent in incurring the increased costs. Elsewhere in my testimony, I review
the causes of the cost increases and conclude that some of these cost increases

could have been avoided with improved cost management and timely decisions.
Are there any other matters that Mr. Meyer discusses in his testimony?

Yes, he reviews in considerable detail the negotiations with Kiewit for the
Balance of Plant contract. 1 offer my understanding of this contract and its

impact on construction cost elsewhere in my testimony.

Please describe your efforts to reconcile the various budgets and cost reforecasts

- prepared during the course of the latan project.
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A,

Vantage believes it is important to understand how the cost estimates
changed over time from the original PDR amount, for an 800 MW unit, of $1.165
Billion to the current estimate for an 850 MW unit of” **fER**~ Billion. This
effort involved reviewing the detail for each of the reforecasts, with use of
interim forecasts and budget revisions and backup information. The table below
summarizes the specific estimates we evaluated. We should note, that while we
often refer to certain reforecast dates and budget amounts, the d_a’ca we review
does not always match. Cbst and schedule anaiysis is an on-going process and
often the results will change within a given document from the time it is
prepared to when it is issued. A good example was the updated PDR which was
completed in late 2006 but not issued until mid-2007. This however, .has no real

bearing on our analysis or conclusions. The following table describes each of the

cost estimates we analyzed. **
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Lot

Please describe the cost spreadsheets you have provided below.

These spreadsheets provide a summary of costs by category for each budget
estimate and reforecast. The first table provides details from the original PDR to
the December 2006 Control Budget Estimate. These budgets were done on a
functional basis. From that point on, the project changed its tracking,
summarizing by ?rocurement, construction and indirect costs. Therefore, we

must transition our analysis from one tracking method to the other.**”
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A Vantage started with the original PDR from 2004 and compared it to the

January 2006 PDR. In this Scale-up, the price was adjusted by"**{§

account for the size increase from 800 MW to 850 MW and other cost increases

were accounted for. This estimate totaled “+ | L
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Vantage then performed a detailed analysis of the 2007 PDR. The difference
in the amount between the Stipulation estimate and the amount proposed in the

2007 PDR was then reduced to account for reasonable changes that appear to be

justified, based upon a detailed review of “*

Q. KCP&L witnesses® have stated that the 2004 PDR was a just a rough estimate of

the project cost without support or engineering detail. Do contemporary

documents support this argument?

A, Absolutely not. KCP&L and B&McD performed extensive analysis on plant
costs and conducted comparisons with other projects under construction. In
addition to the analysis of the 2004 PDR that we discuss below, there were other

. B : .
documents# that support KCP&L's belief that this was an accurate estimate.

16 / KCP&L witnesses Meyer at page 7, line 5 — describes as “high level estimate”; Davis at page 38,
lines 20-21 - a PDR is a “pre-cursor to even conceptual design work and is only highly representative
of the broad outlines of the project”; Giles at page 15, lines 18-19 — describes the 2004 PDR number as
a “very preliminary estimate”; Giles at page 16, line 13 says that the 2004 PDR was “never intended to
be a budget for the Project”. _

47 / See Schedule 39 for complete documents.
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A,

e  4/29/2004 e-mail exchange between B&McD personnel, Steve Easley and other

KCP&L personnel discussed the basis for cost Contingency analysis. Included a
graph showing project cost probability analysis.

June 7, 2004 e-mail exchange betwe.en Easley, Grimwade and other re. Large
Coal Plan Logistics which discusses labor requirements and Césts.

2/10/2005 e-mail exchange re. comparison of latan capital costs to OPPD
Nebraska City #2. E-mail indicates costs are estimated to be within 1%. (Please
note the final adjusted cost for Nebraska City 2 was $1,104/kW versus Jatan 2
cost of $2,339kW.)

In an undated document titled Labor Rate Evaluation, (source: Q1R1_Labor Rate

Evaluation HC-P.pdf) provides an estimate of the cost of union labor for latan

versus Nebraska city 2 non-union labor. ***[&8

Please indicate what you concluded about the reasonableness of the cost
increases from the original PDR, to the Scale-Up, to the 2006 CBE, to the 2008

Reforecagt and finally the 2010 Reforecast. ' 4

The section below provides a summary of our analysis.

Change from the August 2004 to January 2006 Scale-Up and Stipulation

The change from the initial PDR to the Scale-up makes sense. The stipulation |
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August 2004 and December 2006 PDR

Q.

Please discuss the August 2004 Project Definition Report (PDR) and the two

updates and indicate their value and accuracy.

Two supplemental reports, one in November 2004 and one in June 2006 were

“also prepared. In the interim, a Stipulation cost estimate was prepared in January

2006 to address the increase in size to 850 MW and other associated costs. The first
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PDR was sent to KCP&L’s [

The Original PDR was prepared at a cost of “* 0 e s

The depth and confidence that KCP&L placed in B&McD is communicated in
the PDRS Vantage provides key excerpts, and has highlighted key portions of the
cover letter.® This Project Definition Report sumimnarizes the project definition and
presents the project feasibility inputs for use in KCP&L, production cost modeling and
other evaluations. The report basis is expansion of the existing 670 MW (net) latan
generating station with an 800 MW (net) addition. The schedule basis of the report

is start of construction in May 2006 with commercial operation by November 2009.

8/ KCC Data Request 472.

49/ From Original, November 2004 PDR.
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This report evaluates key technology alternatives for the proposed
expansion and outlines the main aspects of the project including estimates of project
schedule, capital cost, plant performance, and operating and maintenance costs. The
attached report includes an overall definition of project scope and commercial

considerations upon which these feasibility aspects are based.

The purpose of this report is to provide adequate information to support the

following KCP&L activities.

e Pormitting,
e  Evaluation of economics of major technology components.

e Integration of the project into the KCP&L Integrated Resource Plan.

e Internal Budget Appropriations,

Burns & McDonnell recommends that KCP&L evaluate the economics of the
proposed facﬂity as quickly as possible. Should this project continue to be
economically attractive to KCP&L to fulfill its generation needs, Burns & McDonnell
recommends that KCP&L progress as quickly as possible to implement this project in
an effort to mitigate the uncertainty in future construction and labor market
conditions. An increased interest in international solid fuel generation caused by the
high costs of alternative fuels and the increasing need for emissions controls re‘rrofjts
on existing domestic facilities could have a significant impéct on the availability of
construction labor and materials. This increase in deﬁand could result in significant

increases in the construction costs and durations for the proposed expansion. As
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delays in project execution increase, the uncertainty of market conditions at the

time of execution increases.

This report, with appendices, was approximately 170 pages in length.
Although the premise of the 2004 PDR was a second unit at the existing latan
site, the supplemental PDR in November 2006 considered alternate sites as well

before finally concluding that the Jatan site was the best overall location after all.

Q. Was the detail in the report superficial and preliminary?

Al No. The report stated that the purpose of this study is to define the preferred

design parameters of major components of the project and provide adequate

information to support the following activities.

Development of adequate detail to support permitting requirements.
e Evaluation of the economics of the major technology components.

» Integration of the project performance and financial data into the KCP&L

Integrated Resource Plan.

e
%

o Internal budget appropriations.

This report includes evaluation of the following major issues.

1} Supercritical /Subcritical Technology.
2) Scrubber Technology.
3) Number of Feedwater Heaters.

4) Boiler Feed Pump Drive Alternatives.
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5) Project Emissions Estimate.

6) Feasibility Grade Capital Cost Estimate.

7) Preliminary Plant Performance Estimate.
8) Project Operating and Maintenance Cost Estimate.
9 Permitting, Engineering and Construction Schedule Timeline.

The report then provides the general design criteria, including 800 MW size,
supercritical, with fundamental design considerations, except for size, similar to fhe
final plant. A later update suggests that the capital cost increase for an upgrade
from 800 MW to 850 MW would cost 6.25% more.5® The contracting approach was
assumed to be “a combination of EPC contracts and multiple contracts. A single
EPC contract was assumed for the boiler and air pollution control equipment,
Multiple contracts for the balance of plant work were assumed in an effort to

minimize costs associated with subcontracting.”

Q. What was the projected cost of this project and how confident was B&McD in

this estimate?

A, In Section “** SIS

50/ Per handwritten note by f. Fleer on original PDR cost estimate.
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A, Section " [
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Docket No. ER-2010-0355/0356

Were there specific details on the estimafed cost?

Section 7 provided an extensive analysis of cost estimates, with additional

detail on contingency, capital costs and O&M costs in Appendices L. M and N,

The Estimated Capital cost Summary is in Table 7-1.
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Table7-1
Estimated “**ESEENEISI AT B

X4

Q. Please describe how the cost estimate was developed.

A. The follow_ihg describes the methodology used in the development of the

Tatan 2 cost estimate.
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Estimates are based on the assump.tions and sco.pe of supply éontaineél in
this report.

Major Engineered Equipment: Burns & McDonﬁell solicited and received
Vendor quotations for the following major equipment:

Boiler and SCR;

Air Pollution Control Equipment;

Stack; |

Steam Turbine Generator;

Surface Condensers;

Cooling Tower;

Bo'ﬂer Feed Pumps;

Condensate Pumps;

Circulating Water Pumps;

Boiler Feedwater Heaters.

Balance of Plant Equipment: Burns & McDonnell utilized in-house
information from similar projects.

Coﬁstrucﬁon Bstimates: Construction commodities and indirect costs
were estimated using recent pricing and quantity take-offs from other
similar projects in Burns. & McDonnell’s in-house data base,

Labor rates: Labor rates and productivity factors were developed based
on discussions with construction contractors and local unions familiar

with the area.
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Q.

A,

o Project Indirects: These estimates are based on Burns & McDonnell’s
experience as an Owner’s Engineer and EPC contractor.

Was a detailed contingency analysis included in the PDR?

Section 7.4 provided the basis for contingency and stated:
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As indicated, there is a relatively high probability that the final project cost
will exceed the estimate if no contingency is included. To minimize the risk of
budget overruns, Burns & McDonnell recommends that a contingency be added

to achieve a confidence level of 95%. The actual level used depends upon

KCP&:L’S appetite for cost I'iSk. e

B v On tOp

of this, an additional contingéncy should be added to cover unanticipated project
general scope changes. Based upon the amount of preliminary design and
confirmation done to date, Burns & McDonnell recorﬂmends a ”’**-**” scope
contingency to cover such potential changes. As such, Burns & McDonnell
recommends an overall project contingency of “**[EISREREr*". An "

contingency is included in the cost estimate.

This level of contingency is adequate to cover normal deviations in pricing
and normal deviations in the assumptions used to develop the project costs.

However, it is not adequate to cover significant deviations from the project
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1 assumptions or major changes in market conditions. Deviations that may cause
2 - the project costs to exceed the estimated costs inclusive of contingency include

3 excessive inflation (>8%), shortage of qualified labor, shortage of qualified

4 construction contractors, change in contracting approach, and other similar

5 changes. Such changeé may be reflective of a moderate to high amount of new
6 power plant or industrial plant construction or air pollution control retrofits.

7 Sﬁch a scenario is becoming increasingly more likely as we approach the 2010 to

8 2012 time frame.”

g Q. What were the major recommendations of the 2004 PDR?

10 A, ‘A summary of the primary recommendations follow.

11 o Burns & McDonnell recommends that KCP&L evaluate the contingency
12 included in the project costs and its impact on mitigating some of the

13 risks and adjust the contingency as necessary to reflect its appetite for such
14 risks.

15 *  Burns & McDonnell also recommends that KCP&L progress as quickly as
16;= possible on this Project. Quick action serves to miﬁéate the pbtential

17 impact of changes in market conditions as they affect both cost and schedule.
18 Market changes become increasingly likely as time progresses. Burns &

19 McDornell recommends that KCP&L utilize the information presented in
20 this report- as inputs into its integrated resource planning model for

21 comparison to. other geﬁeration alternatives due to an increased interest in
22 solid fuel generation and the increasing.need for enﬁssions control retrofits
23 ' on existing facilities.
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s Itis recommendéd that a ijroject organizational plan and contracting
strategy for engineering, procurement, and construction be finalized first.
The organization plan and contracting stratégy should:

- identify resources, roles, and responsibﬂitiés to be provided by the various

Owner organizations, contractors, and consultants;

- discuss lines of communication and decision making authority;

- identify number of contracts and types including use of alliances

and incentives where appropriate.

A design management plan.should be finalized to include:

o division of responsibility between the Owner and the various contractors

and consultants;
e requirements for design reviews;

e discussion of design philosophy, methods, standards and criteria.

Q. What was the purpose of the November 2004 PDR?

A, This PDR provided an updated Siting Study to supplement the
environmental assessments. It concluded that the latan site was the best

alternative.
Q. What was the purpose of the June 2007 PDR?

A. This PDR provides an update to the original August 2004 report and it’s

supporting Appendices. [t was presented to” ** I
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Q. How did the schedule change at this point?

A, The schedule reflected the fact that the regulatory approval was almost one

year later than anticipated in the original PDR. The revised schedule was

provided in Table S1-1.
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Table $1-1 Key Milestone Date Comparison - Current vs. Original

Variance
Origiﬁal(2 Current (June Monthg

Milestone 004 PDR} [2006) .
Start Design Engineering 11-1-2004 {12-1-2005 13
Award Major Procurement — Boiler Island 5-1-2005 [LNTP2/28/06A  [10

NTP 4/27/06A  [12

Award Major Procurement ~Turbine-Generator5-1-2005  4-12-2006A 115
Start Construction 5-1-2006  8-29-2006A 4
Start Boiler Island Steel Erection 11-1-2006 |8-15-2007 9.5
Energize Startup Power ©-1-2008  12-1-2009 9
Synchronize 5-1-2009  2-1-2010 9
Provisional Acceptance NA 6-1-2010
Commercial Operation 11-1-2009 [10-1-2010 11

Q. What were the changes in cost from 2004 to 20067

A, In addition to our review of the technical issues identified that impacted cost;

we reviewed the detailed cost summary in Appendix 51-M. The major increases

in estimated costs were in the following area, **”

" .
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S4

Il

!
|

Provide some insight into the major changes from 2004 to 2006.

In addition to our review of technical issues that impacted cost, we reviewed

the detailed cost summary in “**Js
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What is your overall conclusion regarding the development of the 2004 PDR and

the revisions made in the December 2006 PDR Supplement?

" The total increase of “**
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e .

considered as prudent by the Commission?

A -

Q. Do you believe all of the increase from the 2004 PDR and the 2006 CBE should be

After adjusting the cost of the project for the increased size from o
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Now, the question is who should be responsible for this underestimation,

KCP&L or the ratepayers? Should KCP&L's excuse that the_ original PDR was
just an early estimate justify a $211 million unexplained cost increase? Vantage
believes that the Commission should seriously consider whether some portion of
this amount be denied. Our opiﬁion, baéed on our overall analysis and
understanding of the project and its early planning is that 50% of this amount, or
$106 million) should be deemed imprudent because the increases are not

justified by the facts provided in the project documentation.

ANALYSIS OF MAY 2008 AND MARCH 2010 REFORECAST

Q.

Please describe the basis for each of these two forecasts and indicate the position

Vantage has on how reasonable these cost increases are.

These two reforecasts, (Schedules WPD 3 & 4),7 were necessitated by the

recognition that project costs were:frising at a rate that could not be constrained

within the existing budget requirements. In each case, KCP&L had to face the

fact that contingency budget amounts had dissipated and that project
productivity had not improved sufficiently enough to recover cost and schedule
problems. While some of the cost increases were justi.fied by commodity cost
increases, this would have accounted for only a small portién of the total cost

overruns. The following table provides a summary of causal factor that result in
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negative project impacts and imprudent costs. This list is not all inclusive, but

provides a view of how costs were driven higher due to mismanagement,

Causal Factor Areas Impacted

Lack of an effective Project The lack of effective and adequate management
Management during the critical during 2006 and early 2007 resulted in many of the

early phase of the project other problems listed below.

Unrealistic schedule at the start of | The initial schedule was immediately recognized
the project (185 days).?! as tight. This drove decisions on EPC versus Multi
Pfime, signing of key contracts without defined
details, and significant rework and engineering

miscues.

Inaccurate initial esti:rﬁate ininitial | The initial PDR had significant underestimates of
and updated PDRs. both commodity costs and total scope. The lack of
knowledge regarding the required size of the
turi)ine building resulted in significant re-

engineering and increased commodity amounts.

Conflicts with major contractor as a | Details in change orders indicate that many -

result of compression. contracts were claiming additional costs due to

51/ 01/04/2007 Weekly Leadership Team minutes page 5.
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compression.

Poorly written contracts that do not

give access to performance data.

Both the Alstom and Kiewit contracts did not
provide adéquate language to assure that KCP&L,

could get performance data needed to track

performance and address necessary changes.

Lack of project controls during the

early portion of the project.

The delay in instituting project controls led to a

lack of clarity and transparency in project costs and

Progress.

Inadequate CM staff early in the

project.

KCP&L completely misunderstood the scope of
this project and the assets needed. When they did
recognize the issue, they were faced with hiring

outside support during a constrained market.

Poor performance by B&McD.

Poor quality and timeliness led to conflicts with
contractors and other team members. This
resulted in schedule slip, compression and related

cost increases.

Contflict of interest on the part of

B&McD.

B&McD had a number of conflicts on the project
that are problematic. First, they made a
recommendation to utﬂi_ze the Multi Piime

method, in the face of irldustry trends ensuring
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themselves higher revenues as the Owner
Engineer. Second, B&McD provided a significant
portion of the CM staff. In many cases B&McD
employees were responsible for producing reports

that evaluated B&McD performance.

Lack of oversight and contractual

constraints on B&McD.

Prior to the signing of the contract with B&McD in
early 2007 there were no specific performance

criteria with which to measure their performance.

52

Sequencing issues that add

inefficiencies to various contractors,

Schedule delays often required contracts to
demobilize and then resequence work later when

access was available,

Commodity price increases.

Delays in completing design and subsequent
delays in awarding contrécts and procuring
materials could result in major impact on project
costs. However, the major equipment purchases

including the boiler, turbine generator ane AQCS

‘were ordered as scheduled in the PDR.

Commodity price increases should therefore not be

52/ Schiff Hardin Status Report dated May 8, 2006, page 6.
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a major factor.

Schedule delays resulted additional
costs to major contractors who
were re quired to remain on-site

longe'r than contracts called for.

The weekly cost of maintaining a craftsman is

", including the cost of supervision. The

cost for maintaining a staff of SR IETIEE

for the additional ** [ S

the schedule delay is N

Weather delays that could have
been avoided had key activities

been performed when initially

Had the project schedule been maintained the
anticipated schedule, major weather related issue
KCP&L claims during boiler flushing in December

2009 could have been avoided.

planned.
Q. How did the causal factors described above impact specific cost categories?
A, ‘We have selected some key data from the spreadshéet above that describes

the 2008 and 2010 budget reforecasts versus the December 2006 CBE. We

provide it below, followed by discussions of each category, along with proposed

adjustments.”**

eSS
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Q.

A,

What are your observations and proposed adjustments?

Note that total construction costs went up by
between Decembef 2006 and March 2010. This increase correlatés closely with
the substandard productivity major contractors experienced. Please recall that
Kiewit had a”*[*"” overall loss in efficiency and Alstom had a ”"‘*- **]0ss.
The category for Construction Management, Project Management and

Engineering increased by “* [ S S R e These cost increases were

recognized as necessary when KCP&L instituted efforts to properly manage the
project and attempt to recover lost schedule in 2008. The final category of Field
& Office and Miscellaneous increased by $53.8 million or 285%. Again, these
costs were required to support the increase_d workforces, Construction

Management personnel and facilities at the site.

In your professional opinion, what amounts would you consider being

unreasonable and therefore considered imprudent?

We have prepared the following table with our adjustments and rationale. It is
important to recognize that there is no way, using data supplied by KCP&L, to
develop an exact rate, but this is a reasonable analysis based upon accepted

industry practice. **

Category Change | Imprudent | Rationale
in Cost | Amount

($ Million)

-—r SR R R L e

Page 202 of 213
age 202 0 | NP




Direct Testimony of Walter P. Drabinski, Vantage Energy Consulting, LLC.

Kansas City Power & Light Company Docket No. ER-2010-0355/0356

P 203 of 213
age 203 o NP




[ B L N

10

11

12

13

14

15

16

17

18

19

Direct Testimony of Walter P. Drabinski, Vantage E'nergy Consulting, LLC.

Kansas City Power & Light Company DPocket No. ER-2010-0355/0356

ik

Q. Based on your total analysis of changes in cost from the adjustéd initial PDR to the
current 2010 reforecast, what amount do you believe is imprudently incurred and

should be disallowed?

A. When we total the amount we c_onsider unreasonable in the initial analysis

(2004 PDR to 2006 CBE) and the amount identified above, we reach a total

disallowance of “** iR ERE

REVIEW OF INITIAL PURCHASE ORDERS AND CHANGE ORDERS
Q. Describe how you evaluated initial purchase orders, change qrders and other cost

areas to identify costs that might be deemed imprudent?

A, This analysis was in-depth and extremely data intensive, as detailed in

Schedule WPD-37. Vantage re.quested‘and reviewed summaries of all initial

purchase orders and all change orders. This included

A summary of the initial POs and COs and all associated
analysis is provided in Schedule WPD-2. Vantage then selected all purchase
orders over %10 million, almost thrée hundred selected change orders for further
review. Qur copsultants read support documéntation_used by KCPé&L to

support each purchase order or change order. After reviewing the support
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1 documentation, Vantage determined if all or parf of the cost should not be
2 permitted into rate base. This involved \looking for details related to overtime,
3 schedule compression, contract extensions, schedule extensions, work deferrals
4 or restacking, or other work that would not have been required if the project was
5 on schedule and all work was sequenced as planned. We also looked for
6 instances in which additional payments were made for services or supialies that
7 should have been included in the original contract. |
g8 Q. What was the breakdown by major company of expenditures on Iatan 2?
9 A The following table provides this detail. Please note that the line titled
10 "Miscellaneous POs from Data” is a collection of purchase orders, including
11 additional work by Schiff Hardin, Ernst & Young, various law firrhs and other
12 KCP&L related e@endimres. We have élso summarized this below. “ **

13
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B
I
R
N
1
1
L1
_ .
B
[
Q. What was the total of your analysis that you believe warrants exclusion form
ratebase?
A, The following table summarizes the results of our analysis. “**

L2 10

Q. Provide a rationale or reference supporting each amount in the table above.
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A,

The Alstom amount of $37.2M is largely based upon our analysis earlier in
the report. All 14 items in the cost profile, except 3, 4 apd 7, are deemed
imprudent. The $37.2 M is a conservative amount, because the lack of
productivity by Alstom drove costs up for marty smaller contractors that were

not specifically identified and quantified.
How do you justify the Kiewit Contract disallowances?.

The Kiewit cost increases are well documented. The turbine building bust
drove much of these costs. Please recall that Kiewit expressed interest at about
the time that the bust was first discovered. The ultimate amounts of materials
would not be known until all engineering was completed. Increased quahtities
for commodities and increased hours drove the level of these imprudent costs.
Vantage is of the opinion that the $20M of the $43M first group of change orders,
the $39M, and $29M and $24 Million of the last $44M change to the contract,

totaling $112 million should not be included in rate base.

What are the cost drivers behind the Kissick imprudent cost reduction.

Vantage analyzed purchase orders and change orders, identifying seven that

we believe should not be included in the approved costs. These are listed below.

e

uhimy

i

F—3
——
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3%/

Q.

s |

How did ydu determine the amount to declare imprudeﬁt from the B&McD

contraci?
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Q. Based on the four separate imprudence guantification approaches you present in
Section G of your testimony, what amount do you recommend be removed from

the proposed rate base increase?

A, We would recommend that the comparison of Iatan 2 costs to other power
plants be considered a boundary that supports the overall conclusion of

imprudent costs. Finally, our analysis of purchase orders and change orders

imputes to **[EENEEEEER“* in imprudent costs. Vantage recommends, based on

our testimony alone, that the ** [

conservative estimate of imprudent costs.

Q. Does this conclude your testimony?

A Yes.

Page 213 of 213 -
7 NP




BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of the Application of

Kansas City Power & Light Company

File No. ER-2010-0355

its Charges for Electric Service to Continue

)
)
for Approval to Make Certain Changesin = ) ER-2010-0356
)
)

the Implementation of its Regulatory Plan

STATE OF MISSOURI

COUNTY OF COLE

AFFIDAVIT OF WALTER DRABINSKI

)

) SS
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Walter Drabinski, of lawful age, on his oath states: that he has prepared the attached Direct
Testimony in question and answer form, consisting of 213 pages of Direct Testimony and 39
schedules to be presented in the above case and that the answers in the following Direct Testimony
were given by him; that he has knowledge of the matters set forth in such answers; and that such
matters are true to the best of his knowledge and belief. '
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