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REBUTTAL TESTIMONY
OF
DANIEL F. MEYER
Casc No. ER-2010-0355/ER-2010-0356
Please state your name and address.
My name 1s Damel I?Meyer. My address is 30 Sequoia, Lake Forest, Ilinois.
Are you the same Danicd F. Meyer whoe submitted Direct Testimony in this
proceeding?
Yes, [ am.
What is the purpose of your Rebuttal Testimony?
The purpose of my testimony is to rebut the direct testimony of the Missouri Public
Commission Staff (“Stafl”) regarding its claim that Kansas City Power & Light
Company’s (“KCP&L™) Cost Conirol System does not adequately identify or explain the
variances from the Control Budget Estimates for the latan Unit 1 and Intan Unit 2
construction projects (veferred to collectively as the “latan Project”™). In my testimony, 1
describe how the Cost Control System established for the latan Project provides all of the
infonmation necessary for Staff to consider as par of its construction audit.
Please provide a summary of your Rebuttal Testimony.
Tnmy testimony today, m my prior Direct Testimony in this case and my prior Direct and
Rebuttal Testimony in Docket No. ER-2009-0089 (“0089 Docker™), 1 detailed my
decades of experience in the construction industry. 1 have spent nearly half a century in
the construction business and have managed and overseen from the executive-level
business units for some of the most renowned contractors in the world. Over the last 15
years, | have served on abowt 75 Dispsie Review Boards ("DRBs”}) on major

mfrastructure projects across North America wherein 1 decide disputes related to cost,
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scheduling and efficacy of management based on information provided by some of the
world’s largest and most sophisticated contractors and savvy owners. This experience
allows me to vicw on a day-to-day basis the best industry practices in cost and schedule
management as related to large complex projects.

I use that experience as a template for my work with Schiff Hardin LLP (“Schiff
Hardin™) on the Iatan Project. In my?estimony today, I explain how the Cost Control
System that KCP&L established for the latan Project falls within the upper quartile of
cost tracking systems that I have seen in my career. KCP&L’s Cost Control System
provides the necessary tools to both identify and explain any variances from the [atan
Project’s initial Control Budget Estimates. In my review of the latan Project, I have had
the opportunity to examine changes that have been necessary for each Unit’s Control
Budget Estimate. Along with others from Schiff Hardin, I provided oversight in regard to
the develupment of the base cost estimate that ultimately became the latan Project’s
Control Budget Estimates. | bave participated with Schiff Hardin in the oversight of ¢ach
of the latan Project's cost reforecasts, and 1 have examined in reasonable detail all of the
documents that identify and explain the cost overruns that have occurred on the latan
Project. While the Iatan Project is very complex, identifying variances based on the cost
system is not, and KCP&L's project documentation, which was readily available to Staff]
explains the reasens for those variances.

Tn my testimony today, I show not only how | have reviewed costs on this Project
but also how anyone, including Staff, could have performed the same kind of review as |
have. The method that | have used is simple: 1) ldentify from a side-by-side comparison
of the latan Project’s Control Budget Estimate and actal costs the largest cost overruns
by line-item; and 2) Drill-down through KCP&L’s well-organized  back-vp

documentation on each line item so as to obtain a better understanding of the cause of
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those overruns. In using this method, I was able to identify sixteen line items which have
a total negative variance value of $59 million on Unit 1 and $181 million on Unit 2.
These sixteen items constitute the majority of the fotal dollar overnim for both Units. |
have evaluated all of the back-up documentation that explains these cost variances to
confirm KCP&L’s explanation as to their cause. This review has allowed me to conclude
that these variances have not been caused by managementgnpmdence and the aggregate
size of these overruns was much lower than overall cost increases that were occurring in
the industry et-large af the same time for similar projects.

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

VARIANCES FROM THE IATAN UNIT 2 CONTROL BUDGET

Are you Familiar with KCP&Ls Cost Contrel System {Schedule 8.12010-1)?

Yes. As Istated in my Direct Testimony, | assisted with portions of its preparation.
What is the purpose of the Cost Control System?

Company witness Chris Giles testifies that the Stipulation and Agreement (“S&A”} in
Case No. BO-2005-0239 required KCP&L 10 have a system for tracking costs. 1 recall
that the Cost Control System was created as a guidance document for the necessary
processes that KCP&L's Comprehensive Energy Plan (“CEP”} Projects would need for
project management.

Does KCP&L's Cost Controt System conform te controls systems that are generally
seen and used in the construction industry?

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

the Cost Control System?

Yes. KCP&L tracks, manages and reports the costs on the Jaian Project in cgnformance

with the systems developed from the Cost Control System. Company wilness Forrest

Archibald describes in his Rebuttal Testimony the sections of KCP&L’s Cost Cantrol

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

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

most critical requirements include the following:

. Development of a “Definitive Estimate.” For the latan Project, the Definitive
Estimate is called the “Control Budget Estimate” or “CBE.” The Control Budget
Estimate consists of cost estimates for all of the work activitics and procurements
as required by the Cost Control Systems, inchuding, but not limited to, labor,
materials, equipment and services associated with the developmeni, planning,
design, construction, start-up and commissioning of the Projects. Tt also contains
contingency and tracks AFUDC for each Project. See Schedule §32010-1, Cost
Control System, at p. 8. The Control Budget Estimates for latan Unit 1 and Iatan
Unit 2 were separately developed and actual cost changes to the budgets are also
tracked for each unit 5o there is no confusion or co-mingling of dollars between
the two.

. KCP&L continually monitors both actual and projected costs to ensure that its
nitial assumptions embedded in the latan Project’s Control Budget Estimates are
still valid. See Schedule $J2010-1, Cost Control System, at p. 8. KCP&L
performed one cost reforecast of hoth Tatan Unit | and Jatan Unit 2 that was

completed in May 2008 (the “May 2008 Reforecast™) and three other reforecasts
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of Tatan Unit 2 in July 2009, March 2010 and November 2010. The need to
reforecast the latan Project’s estimate at completion ("EAC™) was anticipated by
the Cost Control System, and allowed KCP&L to make necessary budgetary
adjustments based on a number of facts which I will discuss later in my
testimony. These cost reforecasts were also performed in a manner consistent
wilh widespread industry practice as they facilitated budget adjustments as
necessary. In fact, following this prescribed methodology, KCP&L's May 2008
Reforecast provided an accurate projection of the final costs for both Iatan Unit )
and Iatan Unit 2. This is even more remarkable in light of the fact that af time of
the 2008 reforecast, KCP&L’s actual costs for the latan Unit 2 Project were less
than $730 million,

When reporting the costs for the Projects, KCP&L issues a cost report, also called
the “K Report* which is distributed on a monthly basis. Company witness Mr.
Archibald describes the formal and use of the K Report in his Rebuttal Testimony.
In summmary, the K Report breaks down the overall latan Project’s budget into
discrete line items of work; changes to the Control Budget Estimate and the
Current Budget; actual costs to date; estimated costs at completion amounts based
upon the reforecasts; costs committed o date; approved change orders; amount of
remaining contingency. See Schedule 3J2010-1, Cost Control System, at p. 17.
A copy of the K Report through June 2010 for the Iatan Project is attached to my
testimony as Schedule DFM2010-7.

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

compared at the line item level. See Schedule SI2010-1, Cost Contro) System, at
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p. 18,

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

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

KCP&L’s Cost Contreol System?

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

and KCP&L conducted a meeting the following day with Staft to discuss its content.

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

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

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

KCP&L’s cost tracking processes,

Did Staff raise any issues or express any problems with KCP&1’s cost tracking and

projecting processes during your meeting?

Not that 1 can recall, no.

Do you believe that the system KCP&L developed for cost fracking provided Senior

Management with enough information upon which to make reasonable decisions

relative to the latan Project?

Yes. As | stated in my Direct Testimony, with the types of decisions that KCP&L’s

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

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

Yes, as 1 stated in my Direct Testimeny, | have a general understanding that on a
quarterly basis, KCP&L provides a written report to the Staff including cost information.
I have seen such reports which include an exhibit containing a summary version of the K
Report. In addition, Company witness Mr. Archibald testifies that he has had multiple
meetings with Staff at which he has explained the Iatan Project’s cost status using this
report and the more detailed K Report. These cost reports are an appropriate starting
place for any analysis of the latan Project’s costs becanse they provide the initial
indicator of variances from the Control Budget. Additionally, Staff also receives
summary-level reports from the Tatan Project’s “Cost Portfolio” which Company witness
Forrest Archibald describes in his Rebuital Testimony, as well as logs and documents
such as purchase orders and change orders, recommendation to award letters and memos,
all of which provide descriptions of events that bear on the latan Project’s costs. Staff
also received the summary and back-up information associated with each of KCP&L's
cost reforecasts, with the exception of the most recent reforecast of latan Unit 2. The
most recent reforecast documentation has not been provided to Staff only because the
reforecast was completed just a few weeks ago and the final documentation has nol vet
been fully compiled as of today’s date. However, it is my understanding that KCP&L did
provide Staff with a summary of the results of the reforecast at its last quarterly meefing

on November 19, 2010. In addition to the reoccuriing reposts that KCP&L provides o
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Staff, T also believe that Staff has had throughout the Iatan Project the ability to request
specific documents related to the cost of the Projects including, but not limited to,
documentation such as setilement agreements, change orders or other documentation that
KCP&L has prepared in the normal course of business. These requests have been made
both informally and formally through the use of Data Requests. For example, Staff has
been provided with copies of all of the monthly cost reports and supporting documents
that were generated for the Executive Oversight Committee and the Joint Owners through
responses to specific Data Requests. It is my understanding that KCP&L has
accommodated all such informal or formal data requests,

o you helieve Staff been pro;i ided with adequate docomentation that identifies and
describes alt of the variances, both positive and negative, from the Coatrol Budget
Estimate?

Absolutely. In fact, KCP&L's documentation relative lo cost vanances on the latan
Projects conform to what 1 would consider to be “best practices” within the heavy
construction industry. In my view, the systems that KCP&L has set-up for the Iatan
Project s0 as to document and identify cost variances and related explanations and
Justifications fall within the top quartile of all power projects that } have seen in my
career.

Are you familiar with the Missouri Public Service Cominission Staff Report,
Construction Audit and Prudence Review Iatan Construction Project for costs
reported as of June 30, 2010 (“Stafls Report™)?

Yes, I have reviewed it.

In Staff’s Report, Staff recommends a disallowance of $18,361,835 for Iatan Unit |
and 393,400,296 for Iatan Unit 2 for “Net Unidentified/Unexplained Cost Overrun

Adjustment.” What is your understanding of this recommendation?
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Staff’s position is that KCP&L should not be allowed fo recoup any costs in excess of the
Control Budget Estimate for either of the Iatan Projects. Based on the content in Staff's
Report, these amounts are simply the difference between each of the Iatan Project’s final
costs and the Control Budget Estimates. Staff proposes certain specific adjustments in itz
report and sponsoring testimony. All other increases to the Control Budget Estimate are
included in Staff's “Net Unidentified/Unexplained Cost Overran Adjustment.” To
calculate its  disallowance recommendation for the category of “Net
Unidentified/Unexplained Cost Overrun Adjustment,” Staff merely takes the aggregated
actual costs of each Unit as of June 30, 2010 and subtracts two amounts: (1} the Unit’s
Control Budget Estimate Amount and (2} Staff’s iternized proposed disallowances.

What is your understanding of the basis of Staff’s argument for this preposed
disallowance?

Staff’s reasoning for these proposed disallowances is lack of information. See Staff
Report at p. 33 In. 21-28 (o p. 38 In. 22. 1n essence, Staff states that it asked KCP&L by
way of two data requests (“DRs") for “a listing and a description and explanation of afl
overrans,” and Staff claims that KCP&L’s response was insufficient. As a result, Staff
does not believe KCP&L has adequately explained any of the costs in excess of the
Confrol Budget Estimate.

Do vou agree with Staff’s argument?

No. 1 have reviewed the information that KOP&T has provided to Staff, along with
certain data request responses.  KCP&L has provided Stalf with reasonable,
understandable, and well-organized documentation that identifies and explains all of the
budget variances on the latan Project and also explains KCP&L’s mitigation of identified
risks which could have resulted in o further negative variance had KCP&L not 1aken its

reasonable managemenl actions. 1t appears that Staff for the most part has simply chosen
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to ignore the information that KCP&L has provided over the last four-plus years on the
latan Project. The information provided by KCP&L to Staff comprises the information
that I or other experienced parties in the power industry would review on any project in
order to confirm the causc of all such budget variances.

Have you ever been retained to perform an analysis of the cause of cost overruns on
a Iarge and complex project such as latan?

Yes. 1have done this type of budget analysis many times and, considering the duration
of my career, most likely in excess of several hundred times. I performed my first such
exercise as described above in 1960 while working in labor control and timekeeping on a
large bridge in central Ohio: T was charged with identifying, analyzing, controlling and
projecting end-costs associated with the performance of work and the cost of materials.
That was about a half century ago and dunng the ensning 50 years, | have been

responsible for various aspects of construction projects inchuding executive level, actual

" construction, scheduling, budget, change orders, disputes, cost tracking, financial

reporting and oversight. My experience includes projecis ranging in size up to
approximately $6 billion and encompasses many power projects such as: latan; Brandon
Shores; Omntario Power Generation - Pickering; Northeast Utilities — Seabrook;
Greenfield Mountain; Vermont Yankee; Main Yankee; OK Tedi - Papua New Guinea;
Basalt Waste Isolation project; Midwesco Fnergy wood fired power plants and others,
One such engagement oceurred in the years immediately prior to my cngagement
at KCP&L. Ontario Power Generation (“OPG”) retained Schiff Hardin to assist it in
determining a budget for the second phase of its rehabilitation of a nuclear plant based on
the costs and data gathered from the first phase. The OPG Boeard of Directors and
members of the Ontarto {Canada) provincial govermment asked Schiflf Hardin to

deterinmne whether proceeding on the second phase of the project was heneficial 1o

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

The analyses that I did with my colleagues frorn Schiff Hardin to determune the
prudence of the project costs involved: (1) reviewing the asstmptions embedded in the
contro} budget to understand how the amounts were created; (2) reviewing documents
created by the project team regarding the additions o scope, changes in pricing and
schedule associated with the work; (3) reviewing of contracts with major vendors; (4)
examining indirect staffing requirements; and (5) determining the appropriste level of
contingency, among other issues. OPG's cost team prepared a control budget in much
the same manner as KCP&L and with appreximately the same number of detailed entries
and line ilems as for the Iatan Project. The project team prepared individual packages of
justification documents regarding the increases in scope and estimates of project cosi for
vetting. When it came time to revisit the project’s costs for purposes of reforecasting the
estimate at completion (BAC), OPG provided the same level of detait and updated cost
records.  These records allowed for review of the appropriate varances and their
justification.

What was the size of this project for OPG?

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

Government that based on the information provided, OPG was making a prudent decision

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

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

Yes, I have.

Do you believe that KCP&L’s response accurately provides Staff with reasonable
direction on how to verify KCP&L’s identification and explapation of the budget
variances within KCP&L's Cost Portlolio?

Yes. KCP&L provides instruction to Staff on how to assimilate the K Report and also
dentifies the documentation that provides the explanations for each and every cost
variance. Additionally, Company witnesses Forrest Archibald and Chris Giles have each
testified regarding the number of times they personally, along with others from KCP&L’s
project and senior management teams, met with Staff to provide additional infonmation
and answer any questions that the Stalf may have had. In addition, as [ testified, T was
present at a meeting with members of Staff and 1 do not recall any cxpressions of
confusion from Staff regarding the manner and processes im which KCP&L prepared its
Cost Portfolie and documented cost variances on the latan Project.

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

No. Based upon the infonmation that 1s provided in Swaff's Repon Schedule 3 (Data

13
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Request Responses 969 and 970), Staff was shown how to verify the explanations behind
each of the cost variances as well as make a judgment as to whether those variances were
due to imprudence on the part of KCP&L. Staff has been provided, or would have been
provided if it had asked, with all of the same information that I have reviewed regarding
the Tatan Projcet’s costs, and these data requests should bave assisted Staff in how to
access that documentation. Moreover, the documentation that KCP&L has prepared and
provided iz well-orgamized. As 1 will discuss later in my testimeny, a “dnll-down”™ on
specific cost items is very doable for anyone charged with sach a review.

What 1 do not understand about Staff’s position is that Staff did identify $51.3
million in itemized disallowances related to Unit 1 and $36.5 million related to Unit 2 by
utilizing all of the documents that 1 would expect them to have used—reforecast
documents, change orders, settlement agreepments, project correspondence and invoices
and the hke. It appears that Staff understands how to analyze the Iatan Project’s
documentation. Based on that result, I can only conclude that that Staff, after reviewing
all of the latan Project’s documentation was unable fo identify any other alleged
imprudent cosis. Staff now hopes that the Commission will overlook the fact that Staff
has not been able to identify any other imprudent costs and somehow disaliow all of the
other increases to latan Projects’ Control Budget Estimate without any supporting
evidence whatsoever.

Can you please describe for the Commission how KCP&L identifies the cost
variances that occurred on the latan Project in the documents that it prepared and
provided to Staff?

Yes. First, as part of the latan Project’s Monthiy Reports which | believe were provided
to Staff, KCP&L includes copies of the K Report (Schednle DFM2010-7) As stated, this

report shows: (1) the eniginal Control Budget Estimate amount for each line item; as well
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as (2) the forecasted estunate at completion; and (3) the costs incurred to date. A simple
comparison of the forecasted estimate at completion (“EAC”) 1o the Control Budget
Estimate amount would have provided Staff with a comprehensive hist of those cost
accounts on the latan Project that currently have or are projected to have a final cost
variance. Comparing the actual costs to the Control Budget Estimate amount will
establish the cost variances based upon the cost incurred as of the date of the K Report.
This analysis can be done regardless of whether you accommt for contingency.
Project Contingency is related to the universe of cost line items and associate risks. In
KCP&L's cost system, contingency amounts assigned or attributed to individual line
ftems can be determined by either reviewing and comparing the supporting
documentation for each monthly cost report or by reviewing the latan Project’s surnmary
contingency log that is updated and provided with each monthly K Report. While the
summary coutingency log does not establish detailed reasons for such variances, it
nevertheless identifies the amount of contingency that is applied to a certain line item.
Company witnelss Mr. Archibald descnbes in his testimony the process KCP&L uses for
assigning contingency to specific budget linc items. When KCP&L developed the
Control Budget Esumate, the level of engineering was approximately 20-25%, and
KCP&L set aside $220 million in contingency on latan Unit 2 and 825 million of
contingency on latan Unit 1. As the latan Project progressed and contracts were
executed, contingency was assigned to hine items where the Control Budget Estimate
amoutt was lower 1han the actual contract amount. {See Schedule DFM2010-8, the latan
Project’s Contingency Log).  In addition, contingency was used {0 cover the Taian
Project’s change orders and purchase orders that were not specifically anticipated by the
Control Budget Estimate as the design continued to matire.  With regard to the above

treatment of contingency, KCP&L’s method of distributing contingency on an as-needed
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basis are in line with what is utilized in the industry for similar projects. Once lhe
contingency is fully assigned to each line item, it is then possible to identify all vaniances
from the “adjusted” Control Budget Estimale to either projected or actual costs.

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

Company witness Mr. Archibald identifies three primary sources of documents that
provide the explanation for variances to the Control Budget Estimate: (1) an initial
“Recommendation to Award” letter, particularly when the amount of the award exceeds
the Control Budget line item amount; (2) the supporting documentation for KCP&L's
EAC including R&Qs and CPs; and/or (3) executed change orders and purchase orders.
{Archibald Rebuttal Testimony at pp. 4-5) Based upon this documentation, Statf could
have larpeted specific items that Staff believed needed funther explanation by KCP&L.
There are no undocumented reasons associated with KCP&L’s Control Budget Estimate
varighces.

In your Direct Testimony, did vou discuss the development of the Control Budget
Estimate?

Yes. On pages 6 to 15 of my Direct Testimony, 1 discuss how the Contrel Budget
Estimate for each of Iatan Unit | and Iatan Unit 2 was developed and finalized i
December 2006.

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

Based upon my experience in the industry, ves.

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

Yes, because contingency is based un evaluating what i1s known at the tme. |1 also
testified in my Direct Testimony regarding the mdustry norms for range of accuracy

arcund various types of estimates, and 1 beheve that the Control Budygei Estmates for the
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Tatan Project have proven to be accorate within that range. See Meyer Direct Testimony
at pp. 3-5,7-9, 12-15.
Have you performed your own review of the Iatan Project’s documentation to verify
KCP&L’s identification and explanation of the Projects’ budget variances and the
reasous for those variances?
Yes, I have. In fact, I have performed this analysis once for Tatan Unit 1 and four times
over the hife of the Iatan Unit 2 project in parallel with sach of KCP&L.’s reforecasts. |
have also performed a final review for purposes of my testimony here in order to provide
my opinion to the Commission.
Please explain your methodology of reviewing the decumentation from KXCP&L’s
Cost Contrel System to verify the causes of the latan Project’s budget variances.
The most effective manner for examining cost variances on a large, complex project such
as latan is to begin by narrowing the scope of the review to those items that on their face
appear to be overruns or undernuns. [ will deseribe how I continued to narrow my
analysis to focus on those elements of the fatan Project that experienced the largest
negative variances from the Control Budget Estimate.

1 began by reviewing the K Reports for Unit 1 and Unit 2 that are issued by
KCP&L's cost depariment on a monthly basis. 1 paid particular attention to the K

Reports covering the period through June 30, 2010, becanse that is the cut-off Jate used

by Staff in its Report. See Schedule DFM2010-7. Company witness Forrest Archibakd

has provided a detailed surnmary of this report and its workings and describes the column
headings and the information contained therein. | agree with his testimony and believe
that i is an accurate depiction of this report and its workings.

Please describe the subtotals for cettain cost categories as you scan down the K
Report.
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The K Report aggregates budget line items into three large categories: (1) Procurement;
(2) Construction and; (3) Indirect Costs. As used in the K Report, “Procurement” line
items are those related to engineered materials and commodities used in the construction,
“Construction™ are related to the construction contractors’ work, and “Indirect Costs”
encompass owner's cosls including design engineering, construction management,
facilities, trailers, start-up support and other such costs. These subtotals provide a quick
insight into the latan Project’s overall cost trends.

What was your next step after reviewing the K Report?

I compared the columns titled “Control Budget” and “Actuals Including ACCRUALS.”
Such a comparison provides 2 preliminary indication as to which scopes of worlk and line
items of work have a to-date cost variance when compared to the original Control
Budget. However, it is important 1o note that the above comparison does not yield final
information with respect to net end-of-day cost variances as compared to the Control
Budget Estimate because the Iatan Unit 2 is not yet complete. A copy of the comparison
described above for both units is attached as Schedule DFM2010-9,

What were the results of this comparison?

This comparison provided me with an initial indication as 1o where there were to-date
budget variances on a line-item basis, withoul contingency allocations or the effect of
other internal budget transfers that may he-we been made during the course of each
Project. On latan Unit 1, the Control Budget’s Procurement subtotal shows a positive
vanance, or underrun, of approximately $6 million and on latan Unit 2 this category
shows nearly a $10 million positive (underrun) variance. The swmmary lines for
Constiuction show a Unit | negative variance, or overrun, of almost $77 million and a
$329 milhion negative variance for [atan Unit 2. Finally, the Indirect Costs subtotal

shows a negative vartance of 524 million on Unit 1 and $30 million on Unit 2. Ona
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Al

sanunary level, the positive variance (undermn) in the Procurement Costs indicates to me
that KCP&L’s Control Budget Estimates for procurement of engineered equipment on
both units was sufficiently mature at the time of its preparation and approval and the
passage of time has not increased the budgeted costs beyond KCP&L's onginal
projection indicating pradent management of these cost line items. As a result, there i
no need to examine these costs any farther, The negative variances (overruns) for
Construction and Indirect Cost sublotals serve as potential “red flags™ meaning that it is
appropriate to take a closer look at the reasons for the negative variances in these cost
categories.

Simply because there is a negative variance, does that necessarily indicate
imprudent management on the part of KCP&L?

Mo, not at all. A negative variance in and of iself is not reflective of imprudent
management. Rather, it is just a fact on these types of projects. A negative variance only
provides an indication that further investigation is necessary in orders to determine its
root cause or causes. In many instances, a negative variance could not reasonably be
avoided, and thus it is important to understand the causes and trends refated to each such
negative variance.

After you determined the variances from the Control Budget Estimate by line item,
what did you do next as related to your analysis?

The next step was to review KCP&L's contingency log so as to determine how KCP&L
actually applied the contingency ;1monnts to the Conirol Budget Estimates™ line items
prior to the May 2008 Reforecast. Allocating the contingency in this manner provides a
more comprehensive view of the Control Budget Estimate established for each hne item.
Why did you use the May 2008 Reforecast as the cut-off point?

Prior 10 the May 2008 Reforecast, KCP&IL had allocated all of Unit 17s $25 million
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original contingency and almost **—** of Unit 2’s original $220 million
contingency. ‘Fhe **—** in remaining Unit 2 contingency was merely
subsumed in the reforecasted latan Unit 2 total of $1,90] million. However, it is
reasonable to allocate the remaining **JJ ;8 * in contingency based upon the
known risks and lkely budget variances, all as identified in the May 2008 Reforecast.
The two largest risk areas at that ime as defined by the KCP&L project team were the
Kiewit Power Constructors Co, (“Kiewit”) Balance of Plant Contract and the Indirect
Costs becausc the engineering plans for Balance of Plant construction and the
corresponding scope of indirect costs were the least mature at thal time. As a result, for
purposes of my analysis I have split the remaining **—** in contingency that
was not specifically allocated as of the May 2008 Reforecast between these two cost
lines. With respect to aliocation of the contingency for the Indirects, I spread the
contingency gencrally in accordance with the risks identified in R&O iiem No. 9. A copy
of this R&O Item is attached as Schedule DFM2010-10.

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

My next step was to identify the (olal budgeted cost for what became the Kiewit work.
Originally, KCP&L had anticipated performing the Balance of Plant work on a multi-
prime basis, using several differemt contractors. As a result, the Control Budget Estimate
for the Balance of Plant work was originally spread over several different line ftems, As
a result of the change in contracting strategy, and the award of a large portion of the
Balance of Plant work 10 Kiewit, KCP&L created a Balance of Plant section in the K
Report that was intended to aggregate the costs of the Kiewit Balance of Plam work for
tracking purposes. As a result, portions of the Control Budget Tstimate were removed

from certain line items and put inio the Kiewit Balance of Plant budget. In order w
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determine these amounts, 1 looked at KCP&L's intemnal budget transfer logs. These
internal budget transfers establishing the Control Budget Estimate for the Kiewit Contract
were created after the contract was signed in November 2007 and made visible in that
month’s K Report.  Attached to KCP&L's monthly K Report is also an updated
contingency log and interpal budget transfer log that clearly shows how KCP&L
“funded” the original Kiewit Contract amount in the Control Budget Estimate. A copy of
the K Report and internal budget transfer log from November 2007 is attached as
Schedule DFM2010-11. Becanse the records are transparent, I was also able to obtain a
log from KCP&L’s cost team that traces these imternal budget trapsfers with an
explanation of the scope of work associated with each transfer. See Schedule DEM2010-
12. 1t is my understanding that the cost team created this document in November of 2007
at the titne of the execution of the Kiewit Contract. Finally, there are scopes of work,
such as the insulation and lagging that were not included in the base Kiewit contract.
After the contract award to Kiewit, the insulation and lapging scope of work was

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

- were transferred into the Balance of Plant category.

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

Yes. My full contingency and internal budget transfer analysis for Units 1 and 2 are
attached as DFM2010-13. This is the document T have used 1o identify all of the budget
variances for both latan Units 1 and 2.

What did you do next in your analysis?

The next thing 1 did was to analyze line items of cost in which the negative variances

were over $250,000. 1 selected this threshold amount because this is a large project and
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any amount less than that would not significantly impact the Project’s costs. $250,000 is
approximately .01 percent of the total Project cost. Line items with negative variances
above this thresheld amount are shaded either red or blue within Schedule DFM2010-13.
The red highliphting are iterns which I have tagged for requinmg funther mivestigation as
to the causes of those variances. I have provided the results of my investigation below.
The blue highlight indicates items that were either omifted from the Control Budget
Estimate or the amount carried in the Control Budget Estimate was so low that it was
tantamount (o an “omission.”

‘Within the construction cosl estimating industry, the above line items highlighted
in blue would not be considered inappropriate or “imprudent” expenditures because they
represent work that was always needed 1n order to complete the latan Project. In other
words, the work represented by the blue highlighted items was necessary and could not
have reasonably been characterized as avoidable costs due to any action or inaction on
the part of KCP&L’s management. For the purposes of this analysis, the total amount of
the budget vanance associated with “Omitted” items is approximately **_**
for Unit 1 and **-** for Unit 2. 1 have included a list of only these items in
Schedule DFM2010-14.

If there was no budget for these omitted items, how deo you know that KCP&L
didn’t pay more than it should have?

The absence of budget does not resolve the question of whether the amount paid was
reasonable. lu this case, a Mr. Jones has testified, KCP&L used a robust procurement
and contract management system and the latan Project’s documentation allows for
checking of costs such as expediting fees, premiums and others. 1 reviewed a sample of
the above omitted items and have determined that there were no unreasonable charges.

Based on your analysis, what were the line items that showed the Jargest variances,

22
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1 excluding omitted items?

2 A For latan Unit 1, the items that had the largest negative variances {excluding the omitted

3 items) were as follows:

6 1 will provide more deiailed explanations of these variances below. With respect to Tatan Unit 2,

7 the largest variances (excluding omitted items) are as follows:

8 Rk

10 P have included a list of all the negative variances over $230,000, including those

11 wentified above at Schedule DFM2010-15. Also included in this tist are fine tems of
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cost which do not show a negative variance but where Staff nevertheless proposes a
disallowance. This is not reasonable because the cost data does not indicate an overrun
commensurate to Staff’s proposed adjustment. For example, with respect to Unit 1, Staff
has requested a disallowance related to ALSTOM Power Inc. {(“ALSTOM™) of over
«
.
I - hcic the total actual negative variance is only [}
I+ This is perhaps the most notable example of Staff overreaching in its Report,
but it is not the only one.

Do you believe that the analysis you have done is of sufficient size and breadth to
constitute a thorough review of the Iatan Project’s cost variances?

Yes. As | have stated, | have monitored costs from the start of the Iatan Project and have
provided analysis of each of the cost reforecasts KCP&L has performed. I note that in
my testimony today, the supporting analysis that I provide actually exceeds the amount of
the Tatan Project’s overruns. My analysis includes items analyzes 516 million in omitted
items and $59 million in negative variances for Unit 1. These two amounts together are
more than the total $69 million negative cost variance for Unit 1. With respect to Unit 2,
may analysis covers $22 million in omiited items plus $181 million for items with a
negative variance. This is because when the negative variances are reviewed on a line-
item basis, items that have a positive variance {underrun) are not considered. As a result,
this type of analysis actually requires KCP&I. to explain negative vaniances even when
the agpregate amount, when added to positive variances, does not constitute an averrun.
Earlier you identified how KCP&L documents its justifications for overruns based
on the Recommendation to Award Letters, the back-up to the Project’s cost

reforecasts and the latan Project’s change orders and purchase orders. Please
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describe in general which of these would be most applicable to explaining the
reasons for variances from the Confrol Budget Estimate for Unit 1 and Unit 2 youn

described above,

The explanation for Direct Cost variances could be described in any of the three above-
mentioned document categories but ultimately, justification for all actal cost changes to
these contracts would be ¢videnced in the change order and purchase order documents. [
have included an example of change order documentation at Schedule DFM2010-16.
This ALSTOM-related document identifies that the reason for the change was a scope
addition to ALSTOM’s original contract and why ALSTOM was the appropriate
contraclor to perform the work. The change order also includes the back-up justifying
the specific additional costs.

You stated that the explanations for variances in the Direct Costs are contained in
the purchase orders and the change order decumentation. Where in the latan
Project’s documentation is the explanation for the variances in the indirect costs?
With respect 1o the cost vanances for the Indirect costs, some of the variances can be
explained through purchase order and change order documentation where costs are
assoctated with a specific vendor and identified scope of work, A good example of this is
the work performed by KCP&L’s engineer, Burns & McDonnell. For indirect costs that
cannol be explained using this methodology {e.g., the costs associated with project
management or KCP&L internal staff). The most meaninglu} explanation for these
variances would be found in the backup to the 2008, 2009, and 2010 cost reforveasts. |
will explain this further tater in my testimony today.

Have you been able to determine thie reasons for the cost variances identified in your

chart?
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Yes. 1 have reviewed all of the Iatan Project’s cost reforecast back-up documentation,
recommendation to award letters, change orders and purchase orders. I bave provided a
listing of all of the purchase orders and change orders in various attached Scheduies
which include a description of the reason for the cost variance (increase or decrease) that
was pufled directly from the face of the change order itself. As any questions arose ghout
a particular item, | worked with KCP&L*s Project Controls team to ensure I had a good
understanding of the detailed facts and circumstances swrounding a particular change
order or purchase order. As I .reviewed the purchase orders and the change orders, |
coded each one based upon five different categories. Categorization of relevant costs by
root cause “reason codes” allows me to summarize my findings here. It is important to
note that Staff has had access to all of the relevant information that } have described and
could have prepared similar codings and summaries and understandings.

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

1 have provided the following chart 10 explain the reason code regime:

Heason

Code Definition

DESIGN MATURATION: This category captures work that is related to the
{ original scope of work, and is necessary for the design or construction of the
Unit. This could include field changes or necessary design changes based upon
information that became known after the original contract.

5 PRICING ESCALATION/CHANGES: 'This category captures increase in
material costs or rates from the original contracted amounts.

NEW SCOPE: This category captures the cost increases associated with work
scope thal was never anticipated to be a part of a particular contractor's scope.

i

DESIGN AND/OR FABRICATION ERRORS: This category captures
4 scope ad costs associated with engineering which caused rework in the field
by the alfected contractor.

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

Reason Codes munbers 1 and 3 identify cost increases to the Iatan Project for work that
was required for the construction, start-up, operation and maintenance of the Units.
Typically, these t_ype of cost variances are teflective of an omission or design assumption
that was embedded within the Control Budget Estimate that was later proven to be not
workable. Company witness Kenneth Roberts testifies regarding the concepts of
“betterment” or “added value.” These concepts apply to the variances that fall into
categories | (D;sign Maturation) and 3 {(New Scope). From my cost engineering
perspective, the costs in these categories represent costs that the Owner would have
incurred on the project regardless of any act or omission on the part of the Owner. A
“perfect’” estimate would be an estimate that included all the variances attnbutable to
Design Maturation and New Scope. While the “perfect” estimmate may be an industry
goal, it rarely, if ever, exists in reality. It is not vncomimon within the indusiry to see cost
increases resulting from these causes. In other words, even if KCP&L had a “perfect”
estimate back on day-one of the Project, KCP&L would still have incwired these costs but
the Control Budpet Estimate wounld have been higher. As a result, I do not consider
negative budget variances in these two categories 1o have been caused by the imprudence
of KCP&L, nor weuld they be seen as such within the indusiry at large.

With respect to Pricing Escalation, reason code number 2, this category includes
typical and reasonable cost adjustments that are expected on large and complex projects
such as latan that span multiple vears. [t is frequently difficult to anticipate the actual
impact that pricing escalation can have on an extended-terin project since many {actors

come into play,  Additionally, there can be wild market-wide pricing swings that are

27



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

difficult if not impossible to fully understand ahead of time and sometimes, even mn
retrospect. Therefore, there are certain categories of cost that contractors are Ioathe fo
agree 10 fix in their pricing such as wage rates for oraft workers. Because is it normal for
the owner to take on the risk for such cost increases, the relevant question with respect to
evaluating the prudence of any observed pricing increases is whether such increases are
allowed under the specific terms of the contract and whether KCP&L agreed to
reasonable escalation or rate increases based upon the market at the time of contracling.
Reason code 4, changes duc to Design or Fabrication Errors, are ilems that could
either be reasonable or imprudent depending on the circumstances. For exanple, the
circumstances could indicate mmprudence on the part of KCP&L if the level of cost
increase exceeds the notion of reasonableness and mdustry norms and the facts support
poor workmanslup. As secn within the industry as a whole, on a project of this size and
complexity, an expected and accepted level of design errors would be somewhere within
a range of 2-4% of the total costs.  Design engineers are not frequently responsible for
the payment of such additional costs, as long as they provided cngineering services of the
nature and quality consistent with the applicable standards of care. Engingers do not nor
can they warrant perfection. It is accepted within the industry that design and installation
errors will occur on almost every project. Based on my 50 years of industry experience, a
rather typical backcharge recovery rate (i.c. an Owner's ability to recoup costs for an
error from the contractor) for a project of this size is probably no more than 15-20%, net
after collection expenses are considered. The reason for this low rate of recovery is that
there are many obstacles to collecting backcharges t‘rom_ contractors. For example, it is
often difficult to discern who caused the damage' or re-work, especially in work spaces
where more than one contractor was working.,  Additionally, it is administratively

burdensome and impractical to decument, evaluate, and attempt to recover all additional
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costs of fitup and installation issues. Recovery is alse often diminished through
adminsstrative costs, legal fees or other litigation expenses.

Finally, for a prudence analysis, it is important to pay particular attention to
Reason Code no. 5, which is schedule-related. Imprudent management of contractors
will often manifest itself in cost increases derivative of schedule delays, re-sequencing
and related impacts, However, I want to be very clear that simply because a contractor
makes a claim for delay or a delay on a project occurs, it is not axiomatic that the Owner
has acted imprudently. Such events would merely constitute red flags regarding items
that should be more fully examined including the circumstances leading to those delays
so as to determine if all or any portion of the delay was indeed caused by imprudence.
Cost increases due to schedule delays are very common, especially where there is more
than one contractor who bas to work in a designared area.

Design maturation can also negatively impact the project’s schedule if the design
changes result in grealer quantity, change in work sequence or increased complexity of
work. The goal of the owner or construction manager is to do what is reasonable to
mitigate these costs. Here, | want to underscore one important reality of large, complex
and coordination-intensive projects such as Jatan. From time-to-time, an owner finds it in
its best economic mterest o make contractual peace with a contractor even if a strict
reading of a contract would indicate action to the contrary. Experienced industry
managers know well that under certain circumstances it can be less costly 1o pay a
contractor’s claim or some portion thereof rather than engage in protracied contract
dispute resolation processes and end up lesing more time and money than was initally at
stake. Schedule wobbles by dissatisfied contractors are relatively common-place and
with a 3,000 man project payroll, daily costs can exceed $3 million.

Do you believe KCP&L adeguately mitigated the iinpacts dee to schedule concerns?
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A

Yes. Although T will not discuss KCP&L’s mitigation stralegies in deiail since those
topics are thoroughly discussed by Company witnesses Roberts, Nielsen, Downey and
Davis, the fact remains that the cost variance for both projects has bheen held to a
projected 16% over the Control Budget Tstimate. That fact alone wounld indicate to

expenienced and reasonable indusiry parties that KCP&L successfully mitigated the Tatan

Project’s schedule risks.

Do ysu have an example of KCP&L's ability to mitigate schedule risks that could
have led to larger negative cost variances had KCP&L not taken positive and
prudent management actions?

A good example of the effectiveness of KCP&L's management actions to mitigate ¢ost
variance is the avoidance of a significont portion of the additional costs anticipated for
Tatan Unit 2°s start-up in the April 2010 Reforecast. KCP&L performed such analyses
that enabled 1 to identify, undersiand, quantify and managcrially target certain risks
subsumed in the reforecast and ensure that it had a solid plan in place to mitigate the
risks. As a result of this nisk mitigation planning and management attention, the Unit 2
start-up effort went exceedingly well. This allowed KCP&L to decrease its BAT forecast
in the fall 2010 by about $40 million,

For both Xatan Unit 1 and Yatan Unit 2, the two largest cost variances are Cost
Cades 1210 (Air Quality Contrel Systems - Steam Geuerator and SCR) and X001
{Balance of Plant). Can you describe these work accounts and related contracts?
'ch. Cost Code 1210 is the Sicam Generator work performed by ALSTOM, while Cost
Code X001 relates to Kiewit’s BOP work.

Based upon your review of the purchase orders and change orders, can you please
explaie and ssmmarize the reasons for the cest variances as compared to the

Conirol Badget Estimate for the above work accounts on the latan Project? Please
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start with the Cost Code 1210 - Unit 1 and 2 ALSTOM Steam Generator SCR work.
In regard to Cost Code 1210 — Unit 1 SCR, my analysis of all of the related purchase
orders and change orders is provided in Schedule DFM2010-17. To start, as the
supperting documentation in the above referenced schedule makes clear, this work wasg
awarded to ALSTOM vwnder a fixed-price contract and the initial PO in the amount of
| * v s issued on May 1, 2006, The initial PO amount for this line item
only reflects the original contract amount, and does not contain any contingency for
change orders. For purposes of this analysis, [ refer to the above amount as the base
contract amount. As I and others have explained, a fixed-price contract does not mean
that there will not be any change orders. In fact, it is highly likely that there will be
change orders. This truism is universally and well understood in the construction
industry. ALSTOM’s contract was an engineer, procure and construct (“EPC™) coniract
that contains certain assumptions and stipulations. The contract itself is comprised of
some 1,800 pages. ALSTOM’s work on latan Unit 1 involved tying-into and literally
building its own work on top of an existing, operating plant, and ALSTOM’s work on
Tatan Unit 2 was adjacent to and shared common facilities of all types with latan Unit 1.
This is very difficult work and would be scen as such in the indusiry. Accordingly, it is
not unreasonable to assume that there may be ambiguities within the text of that contract
regarding ALSTOM s technical requirements or scope of work that would lead to Faler
change orders.

As of June 30, 2010, KCP&L had incurred costs related to ALSTOM of
**—‘* and its total committed cost af that time was ’*”"—** With
respect 1o tofal committed cost amount, **| N * o ** I comprises base
contract work {see above referenced schedule), **-** or *"‘-” comprises

schedule related items, *+J R o -+ represents design maturation and the
31
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remaining * -+ of costs comprise pricing, scope changes and errors impacts.

With regard to cost variances when compared to the base contract amount of
**—** {see above referenced schedule), costs have increased by
**_** in total or about **[JJll** With respect to the additional schedule
related costs of *“—** as I and others have testified, delays or extensions of
time on a project such as Iatan are extremely costly. For months on end, the total Jatan
head count havered in the vicinity of 3,000 people and at $100/man-hour, the hourly cost

can be approximated at $300,000 — that is equivalent to $3 million for one ten hour shif.

Lk d

AN, -+ 1 znounts
paid to ALSTOM are all the more reasonable when the basis for these payments is fully
explained and considered. Company witnesses Mr. Roberts and Mr. Downey each testfy
that ALSTOM would have been entitled to compensation for increases in the Unit |
Outage’s complexity and duration resulting from the scopes of work that were actually
needed and added, including the rehabilitation of the economizer. The latent conditions
within the economizer that were discovered during the Unit 1 Outage further delayed
ALSTOM’s work because its new eguipment bad 10 lie-in to the existing economizer.
Because there was cooperation between ALSTOM, KCP&L and the other contractors,
ALSTOM resequenced its work during the Outage in order to mitigate the impacts of this
unforeseen event. Had disagreements between KCP&L apd ALSTOM regarding
schedule delays been allowed to fester and fought-out in couti while the Project’s

schedule inciementally slipped due o contract interprelation differences, KCP&L would
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have ultimately had liabality for much more than what was paid 1o ALSTOM. Here, as
Company witness Mr. Downey discusses i his testimony, KCP&L chose to work
cooperatively with ALSTOM on an agreement that was the least ¢ost alternative, which
conforms to similar action that its industry peers would have taken, faced with the same
or similar choices.

With respect to the design maturation category, most of these additional costs
were the result of compietion of the design of various ALSTOM interfacing-systems that
impacted ALSTOM’s work and ALSTOM was thus compensated according to the terms
of its contract.

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

Could you sumnarize your analysis with respect to the Uait 2 ALSTOM Steam
Generator work?

I regard to Cost Code 1210 — Umit 2, my analysis of all of the related purchase orders
and change orders is provided in Schedule DFM2010-18. ALSTOM’s work on [atan
Unit 2 was provided under the same fixed-price contract as Unit 1. ALSTOM’s original
contract amount for its Unit 2 work listed in the mitial PO dated May 1, 2006 was
|l cor the purposes of this aualysis, I again refer to the above amount
as the base contract amount.

As of June 30, 2010, KCP&L had incurred costs of **—** and is
total committed cost at that time was " jj I *  With respect to the total
committed cost amount, **|[| [ o +J* comprises base contract work
{see above relerenced schedule), **—*"-‘ or I ** comprises schedule related

items, **—** or **.** represents design maturation and the remaining costs
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of **-** is comprised of pricing escalation and new scope for the most part
along with some minimal amounts for errors of various nature **-**.

With respect to the above schedule-related costs, my view with respect to those
are similar to Cost Code 1210 — Unit 1, as set forth above, In that light, KCP&L has
commiited to pay ALSTOM appropriate sums related to schedule impacts
**_** 50 as to ensure the most timely project completion as reascnable.
+
|
N -« Company witness Mr. Downey
testifies at length as fo the benefits derived from the agreements that were struck with
ALSTOM related to its schednle compliance, and T fully agree with Mr. Downey’s
testimonty. Here, KCP&L chose the least cost alternative and 1t should not be punished
for such reasonable choices.

My analysis shows that the increase in costs of the Unit 2 ALSTOM Steam
Generator and AQCS scope of work was prudent, reasonable, understandable and
transparently supported by the latan Project’s documentation and would be seen as such
in the industry, Those experienced in the business would have no difficulty in grasping
the essence of the cost variances associated with Cost Code 1210 — Unit 2.

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

Yes but before I do, I would like to provide some additional background with respect to
the Balance of Plant ("BOP™ work: Kiewit was retained by KCP&L as the Tatan
Froject’s general contractor. There has been considerable testimony surrounding Kiewit

and its role on the latan Projcct but here, 1 want 1o make several general observations
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related to the cost of the BOP work. First, the Kiewit BOP scope comprises virtnally all
of the construction work except for the steam generator, turbine, AQCS system,
engineered equipment, certain footings and certain materials handling systems. In that
light, the breadth of the scope is daunting and all-encompassing.

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

Third, in relative terms, the BOP work was perhaps the most challenging, risk
laden and expensive work on the latan Project due to its scheduling aspects. Here,
Kiewit not only had to schedule its own work but it also had to interface many times, in
many ways, in many places with the project’s other major contractors. Everybody in the
business knows that the BOP work on these projects carry with it the most risk for delays,
interferences, disruptions and impacts, This means that it 1s almost impossible to aveid
cost increases due to schedule regardless of whether such disruptive events emanate from
engineering or field construction conditions. Thus, the BOP work was much more
diffused in almost every dimension when compared to that of ALSTOM, Toshiha,
Kissick and the like.

Fourth, the design engineering was only about 25% complete at best when Kiewit

developed its proposal and quite simply, as the design progressed, new issues, new work
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and associated sequences came into play. KCP&L reasonably and correctly chose to
freeze the Kiewit contract value relative to the estimate it provided when design was 25%
complete so that there wonld not have been a moving target. From a cost perspective,
this is significant because had XCP&L simply waited until the design was more mature,
the Kiewit variances would not be as great as they appear to be now. Due to all of the
above, a considerable portion of the project’s contingency was inherently associated with
BOP risk and cost overruns and such costs have to be judged in that light. At a
minimuum, portions of the project contingency have to be allocated against the BOP work
in order to yield any meaningful and balanced analysis of actual costs, as discussed
earlier in my testimony.

Could youn explain the particular cost variauces in Cost Code X001 — Unit 1 BOP?
My analysis of the Change Ordess and Purchase Orders for Cost Code X001-Unit 1 BOP
is attached as Schedule DFM2010-19. As of June 30, 2010, KCP&L had incurred costs
of **—** and the total committed value was **—** The cost
growth as compared to Kiewit's base contract amount was **‘—** or
**-** the reasons for which I have broadly discussed above and will further discuss
below. With respect to total committed cost, base contract work comprised
**—** or **-** design maturation comprised **[ =+ or
**-** while the remainjng'**-“‘* comprises new scope, error impacts and
schedule-related impacts for the most part.

One of the items that obviously contributed to the BOP expenses was the fact that
as the design matured, new issues, new structures and sequences of work became defined
and Kiewit bad to accommodate them. For example, such post-award iems meladed but
are not himited to: CEMS support steel; gas cleaning transformer pads; PCM grade slabs;

fly-ash system work, vacuum air system work; SCR DCS rooms and others.

35
HIGHLY CONFIDENTIAL




10
11
12
13
14
15
18
17
18
19
20
21
22
23
24

25

Another contributing factor in the BOP cost increase is that, inherently, both the
design and construction work were performed in an existing plant which 15 widely
understood in the industry to be more much risky, expensive and cost-overrun prone than
green-field construction. Those who have remodeled their own kitchens or bathrooms
can underscore the reality of rising costs when rehabilitating in an existing structure al
while trying to live in it. The literal danger of having to work in an existing, operating
large power plant is so many times more costly than a’home’s kitchen. A few examples
of cost increases related to the rehab work that Kiewit performed include but are not
limited to: cable tray and duct bark obstructions; conflicts in cable trays and supports;
deluge system foundation conflicts; fly-ash pipe racks; general fly-ash outage work; HC
fixture issues at Bag-house 1; damaged SCR conduit and many others.

Finally, cost overruns due to quantity increases amowunted to almost **J
—** This exposure was inherent by virue of (he contracting strategy employed
with Kiewit. Mr. Powney addressed the reasonableness of that strategy in his Direct
Testimony, and 1 agree with that testimony. See Downey Direct Teslimony pp. 21-27.
From a cost perspective, since the design was not yet complete when Kiewit was awarded
its base contract work, cerfain assumptions and qualifications had to be made concerning
work quantities and associated costs including that of permanent materials; the cost
estimate was based on estimated quantities, pro-rated accessories, and unit prices. When
either one changed, the total cost changed. As the design matured, not all of the
assumpiions held and under the terms of its contract, Kiewit was due compensation
adjustments.

| believe that based upon the doctmentation [ have reviewed, the increases ta the
BOP work for Unit I were prudent, reasonable, understandable and transparemly

supported by KCP&IL's latan Project documentation.

37
HIGHLY CONFIDENTIAL




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Could you explain the particular cost variagees in Cost Code X841 - Unit 2 BOP?
My analysis of the Change Orders and Purchase Orders for Cost Code X001-Unit 2 BOP
is attached as Schedule DFM2010-20. As of June 30, 2010, KCP&L had incurred costs
of **—*‘ and the total committed value was **JJ I+ The cost
growth as compared to Kiewit's total contract amount was **_** or
**-** the reasons for which I have broadly discussed above and will further discuss
below.  With respect to total committed cost, base contract work comprised
N o > design maturation comprised **|J I o
i hd pricing changes comprised **—"* or *JJJ** new scope comprised
**-** or *J* cost increases due to schedule comprised **—**
or **JJJJ** and the remaining =i”“—*’" comprised various errors.

As i the case of Iatan Unit | BOP costs, one of ihe ifems that obviously
conlributed to the BOP expenses for latan Unit 2 was the fact that as the design matured,
new issues, new structures and sequences of work became defined and Kiewit had to
build them. Examples of design maturation impacting the Unit 2 BOP cost include, but
are not hmited to: certain water treatment building foundations; crane girder column
stiffener plates; multiple transformer pads; Steam Turbine Generator (“STG”) hand rail
issues; STG building beam seat requirements; masonry tie-ins; wall penetrations and
secondary framing issues; condenser piping; Zero Ligud Discharge (“ZLD7) bulding
work; tank farm pipe supports; ZILD sound enclosures; eoal car dumper footings; certain
electro-hydraulic piping; weld types; steam blow piping; start-up suppott; chemical
gleaning support and many others.

As | have testified, Kiewit's katan Unit 1 costs were heavily influenced by the
overall existing-facility or rehab performance conditions which is evidenced in design

maturation (additional work is identified as the design progresses) explaining [
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of the cost variance. Kiewit’s Unit 2 work was less impacted by the existing facility.
This is evidenced by the fact that design maturation comprises only about "*-** of
the cost variance. However, the fact that Unit 2 had 1o interface with the existing plant

and work around latan Unit 1’s operations nevertheless contributed to some of the cost

increases.

Finally, cost variances due to an increase in quantities for the BOP work on latan
Unit 2 amounted to almost ** [ * As | have already testified, this exposure
was inherent by virtue of the nature of the Balance of Plant work and completion of the
desipn. As a result, at the time of Kiewil's original contract, certain assumptions and
qualification had te be made concerning work quantities and associated costs, which then
needed to be adjusted as the work progressed.

Based upon my analysis of the Unit 2 Balance of Plant work, the increase in costs
are prudent, reasonable, understandable and transparently supported by the Iatan Project’s
documentation.

Can you please summarize the reasons for the Cost Code 8334 variances from the
Control Budget Estimate related to the Ash Handling for Unit 1?

My analysis of all of the relevaut purchase orders and change orders is provided in
Schedule DFM2010-21. As the referenced schedule indicales, as the design matured and
piping re-route work along with dry/submerged flight conveyor work became defined,
KCP&L vetted, bid and awarded most of the work to the Foley Company. Foley’s base
contract work was awarded in May 2008 in amount of **| N With the
passage of time as the design continued to mature, more Ash Handling work became
better defined and Foley was awarded the main of snch work although others such as
Enerfab, Kissick, Babcock & Wilcox performed relatively niinor amounts of work.

As of June 30, 2010, KCP&L’s incurred cost for the Code 8334 Unit | work was

3%
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**_** and the committed contract amount was **—*‘ With respect
to acmial expenditures, **—** or **-** comprised base contract work;
R or *"M** comprised design maturation work while the remaining
«+J* inchided new scope "‘*—** pricing {net credit of **_**) and
VArious efrors ***

I believe that the additional Ash Handling costs over time are prudent, reasonable,
understandable and transparently supported by project documentation. This is work that
was necessary for completion of the Iatan Unit 1 project, and as a result, comprise
prudent cost increases.

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

My analysis of all of the relevant purchase orders and change orders is provided in
Schedule DFM2010-22. The foundations and substructure scopes of work are actually
“Balance of Plant” contracts. The work under Kissick’s contract was performed on a
“unit price” basis. This means that Kissick provided KCP&L with a price for installed
units that was applied o the various scope items given to Kissick. As the designs for
foundattons were completed, Kissick would perform the work and KCP&L wonid pay
Kissick for this work based upon the unit prices provided in Kissick’s contract. Kissick
provided these prices as a part of a formal bid process, and although KCP&L did not
receive any other bids, they appear 10 be reasonable.

The first PO for this work awarded to Kissick on January 10, 2007 in the amount
of **—** which I refer to as base contract award for the purposes of this
analysis. Since Kissick was an on-site contractor, it was able o maintain a competitive

posture as itme passed and more critical and non-critical work became available. As of
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June 30, 2010, KCP&L had incurred Kissick costs of **—** and its total
committed amount was **| I+ The cost of the Kissick work grew by
**—* * as measured against the base contract award,

Of the reasons for the growth in the Kissick work, ny analysis reveals that most
significant was, not surprisingly, design maturation. With respect to total committed
costs, **—** or *”‘-** c:mpn'ses base contract work (see above referenced
schedule), **-** or **-** comprises design maturation and the remaining
5% comprises schedule related impacts along with pricing and scope changes. In other
words, of the total increase in costs for this work, **[JJJf* of the growth has been due to
design maturation. Schedule related cost increases of’ **_** were just **.**
of the overall cost increases for pricing and scope amounted to about **-**
credit or **-**

Design maturation of this contract was reasonable and prudent, Kissick was one
of the first contractors on site, as Kissick was the entity responsible to get the latan
Project out of the ground. Accordingly, the majority of the Tatan Project’s design that
was related to Kissick’s ultimate work was simply not complete at the time of award —
additional scope and associated cost increases were always going to be incurred with
design progression and this would be well understood by experienced industry parties.

For example, as the referenced schedule reveals, many new foundation packages
were designed and awarded long after the titial Kissick award in January 2607 and such
packages included but were not hmited to: coal yard grading; gypsum fly ash stucture;
coal reclaim A; crusher tower, conveyor and dust collection struciures; coal line
foundations; fly-ash pipe-rack; coal pile run-off swale; 180 kft station; drive tower
foundation; grounding coal reclaim struciure; and many other foundations and structures.

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

With respect to the cost increases due to schedule, these amounts are reasonable
and prudent because it was important for KCP&L to accelerate Kissick in cerfain areas in
order to maintain the eritical path of the schedule. Company witness My, Davis addresses
these circumsiances and the costs of R&O #139 in his Rebuttal Testimony. As I have
already testified, daily costs frequently ranged up to $3 million, for which KCP&L would
be responsible in the event of a delay, and the amounts paid Kissick to minimize schedule
slippage were reasonable and appropriate and would be seen as such in the industry at
large.

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

Can you please summarize the reasons for the Cost Code 8413 variances from the
Control Budget Estimate related to “Electrical Coustruction 3 - Coal Handling and
Walter Treatment” scope of work for Unit 2?

My analysis of all of the related purchase orders and change orders is provided in
Schedule DFM2010-23.  As of June 30, 2010, KCP&L had incurred costs of

I and the committed contract value was **| NN The main
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reason for the to-date variance of **_** (when compared to the adjusted
Control Budget Estimate) is due to the fact that KCP&L had initially anticipated that
Kiewit would perform the electrical work in the coal yard and therefore most of the
budget was moved to Kiewit work accounts: the Control Budget Estimate for the
remaining 8413 work was minimal at **[JJJ g However, a later cost and schedule
mitigation strategy that KCP&L employed was to transfer the instant work scope o
another contractor 5o as to allow Kiewil to better focus on arcas in the Turbine Generator
Building and boiler where it was experiencing productivity and schedule issues in early
2009. Thus, KCP&L re-bid this scope of work and Automatic Systems, lnc. (“ASI”) was
awarded the base contract. AS already had an EPC contract for the material handling
systems, and therefore was already mobilized at the site and capable of doing the work.

The 8413 work experienced a contract growth of **|| || GGG
when compared to the base contract amount of **_* #) {See ASI purchase order
in referenced schedule). With respect to the cost variance reasons when compared to the
base contract amoumn, **_** or **[J** of the growth or was due to design
mataration. Remaining growth 15 attributed to design errors and schedule related issues.
Support for the above is contained in the above referenced schedule.

The cost increases for this budget line-item are prudent, reasonable,
understandable and trapsparently supported by project documentation.
Let’s discuss the cost variances to the Indirect costs. Are there any cost variances in
the Indirect cost category that can be analyzed using the purchase order and change
order methodology described ahove?
Yes. The Cost Code 0300 variances associated with Bums & McDonnell’s Design .
Engineering services for Unit 2 can be analyzed this way. | have provided my analysis of

all of the relevant purchase orders and change orders in Schedule DFM2010-24,
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As I have already testified, for & plethora of reasons, the design and construction
of every power plant is unique and associated design costs are not readily known,
understood and fully quantified until the later stages of the project when most of the
design issues have been identified, vetted and resolved. The above condition represents
the essence of design maturation.

A review of the sbove-referenced schedule indicates that much of the cost growth
was merely due to added design tasks, the existence of which could not have been readily
foreseen and quantifiable in early 2007 when Burns & McDonnell's Unit 2 contract was
formalized, Such tasks included but were not limited to: traffic studies; coal yard
modification; various piping and welding studies; programming and many more.

As of June 30, 2010, KCP&L had incurred costs for Burns & McDonnell in the
amount of **| Il and the committed contract amount at that lime was
**-** The 0300 design work experienced a growth of *"'—** or
about "‘*-** when compared to the Bums & McDongpell base contract totals. With
regard to total design expenditures, **_** or abont **-** was base
contract work and **-** or **-** was due to design mataration. The
balance of the costs of **-** were due to pricing, scope, error and schedule
impacts. Therefore, of the total cost variance in this contract, **.** has been due to
design maturation while ”""-M has been due to new scope. The other **.*‘* of
growth has been due to pricing, fabrication errors and schedule impacts.

Based upon my analysis, 1 believe that the increase in Burns & McDonnell’s costs
in this category are prudent, reasonable, understandable and wansparently supported by

KCP&L’s [atan Project documentation.
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COST REFORECASTS AND ANALYSIS OF COST VARIANCES FOR
INDIRECT COSTS

Youn had mentioned earlier that Staff could have used the documenis that KCP&L
assembled during the reforceast effort in order to understind KCP&L’s
explanation of all of the cost variances from the Control Budget Estimate, bat in
particular the Indirect costs. First, can youn please explain how developing 2 cost
projection for an Estimate at Compietion (“EAC™) is an effective management tool?
In my Direct Testimony, I testified ibat reforecasting costs on a complex construction
project such as Iatan Unit 1 and Iatan Unit 2 is reflective of prudent management. In
general, prospective reforecasts of a project’s costs allow for the project’s managers and
senior managermernit to make prudent and reasonable decisions as wotk progresses, and
that was certainly the case on the latan Project. KCP&L used the cost reforecasts it
performed not only to unearth and examine all potential cost variances in regand to the
Control Budget Estimate for both direct and indirect costs but also to more directly target
management’s focus and minimize the associated costs.

As an example, the timing of the May 2008 Reforecast was such that it provided
KCP&L with a prospective analysis of the Tatan Project’s costs that both identified the
likely cost variances and described the causes of those variances at a critica) ime for both
of the latan Projects. As indicated above, the advantage of doing sach an analysis on a
prospective basis is that it gave KCP&L an opportunity to identify risks ahead of time so
that 1o the exfent possible, those risks could be mitigated.

In simple terms, how could a review of the cost projection documents impart an
understanding as to how and why the Tatan Project’s costs increased?
In a nutshell, each of the ITatan Project’s cost reforecasts entaled very intense and

structured efforts 1o take advantage of the knowledge base of KCP&L's management
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staff, its engineering staff including Bums & McDonnell along with its construction
contractors to identify and vet issues that might have a potential cost or schednle impact.
KCP&L’s reforecast efforts lasted for many, many weeks (sometimes months) so as to
allow time such as necessary to do a complete and thorough analysis of remaining costs
and associated reasons. The end-of-day result of the process was the establishment of a
series of cost estimates attached to various R&Qs and CPs that were in turn related to line
items of work in the Cost Portfolio. These cost estimates could then be considered along
with to-date costs so as to establish total costs at completion. As time passed, the cost
estimates for particular issues were replaced by actual costs through the form of purchase
orders and change orders. In that light, the purchase orders and change orders were
tantamount to only a true-up of amounts explained and vefted i the R&0s and CPs.
This is why I believe that the cost forecasts provide great insight 1o cost overrun reasons
and amounts.

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

With respect to latan Project’s Indirect costs, some of these cost categories are not based
upon a single contract or a defined scope of work. KCP&L incwred these costs in part
for its personnel and consuliants 1o mansge and oversee the design, construction and
start-up activities of the latan Project’s contractors. Indirect costs also include such
vaned categories as fuel and consumable liquids for swart-up, income pgencrated from
latan Unit 2°s test power and the maintenance of the project site. Such costs are variable,

and in the case of personnel for construction management or oversight functions, these
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costs are incurred on a level-of-effort basis. Cost categories such as these are best
understood from trending information that is harvested and evaluated during the
reforecast efforts as opposed to merely looking at the face value of purchase orders or
change orders or of actual costs expended.

Hew did the May 2008 Reforecast provide an explanation of likely cost variances
from the latan Project’s Control Budget Estimates?

Once KCP&L approved the Control Budget Estimate for each of the latan Projects in
December 2006, the project team established a process for documenting the potential
.ris"i_(s and budget increases that resulied from the continued maturation of the latan
Project’s design. That process entailed the project team members identifying various
“Risks and Opporfunities” for Units 1 and 2, or “R&0s” based on knowledge and events
that could, or in some cases had already impacted the Control Budget Estimate. Each
R&O item contained an analysis and explanation of risk areas that could potentiaily result
in a negative budget variance. The project team would also look for areas of
opportunities that might resuit in a positive budget variance. These R&QOs were
developed by KCP&L’s lead engineers and other project team members and tracked by
the Project Controls Group. The Project Controls Group provided its fivst report on these
iterss on July 11, 2007, A copy of this repoert is attached to my Direct Testimony as
Schedule DFM2010-6. These early R&Os provided a basis, background, justification
and understanding for specific budget vartances.

Can you give an example?

Absolutely. Schedule DFM2010-6 provides a detailed description of each R&O 1tem for
both Unit 1 and Unit 2 that had been identified as of that date. item No. 1 identified on
page 9 indicates that the “onginal CEP scope for latan 1 did not include any changes 1o

the boiler components. However the (ALSTOM) design for the new SCR requires the
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SCR inlet gas temperature to be Hmited to a maximum of 745 degrees F.” This in turn
required that the exit gas temperature for Unit 1 could not exceed 745 degrees. KCP&L
analyzed that requirement for several monthg after the August 2006 execution of the
ALSTOM Contract and determined that the best solution to meet this requirement was to
add surface area, or additional economizer tubes, 10 the existing Economizer 50 as to cool
it down to the required temperature.

Why was this cest not captured in the Control Budget Estimate for latan Unit 17
Because at the time the Control Budget Estimate for latan Unit 1 was completed, the
design work had not matured to the point that the above requirement was known,
developed, ¢hecked and otherwize fully understood.

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

Yes. This is a very practical, straightforward and simple example of the essence of
design maturation. Moreover, as Company witness Brent Davis testifies, the addition of
the Economizer work and other large scopes of work to the latan Unit 1 Outage not only
added to the physical amount of work that was performed bul as a consequence adversely
impacted the schedule becaunse the Unit 1 Outage duration had to be increased to
accommodate this unforeseen work. The schedule-related costs are separate from the
direct cost of the Economizer work.

Was this non-discretionary work that KCP&L had te perform op latan Unit 1?

Yes, this change was required in order to imterface and optimize the operation of the
existing economizer with the new environmental controls added to the Unit.

What did the Economizer work ultimately cost?

The K Repon for latan Unit 1 reflects that adding this scope of work resulted in a budget
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variance of **[ ]l * for the purchase of the equipment and ** [N for
the installation of the equipment. These two items topether total "”“_’M {See
cost codes X014 and 8335 of Schedule DFM2010-9 Unit 1). Contingency in the amount
of **-** was applied (Schedule DFM2010-13 Unit 1) to the equipment
purchase, leaving a net budget variance of **|J I+ for the fumishing and
erecting of the work.

Was the above explanation provided to Stafi?

Yes, it was provided fo Staff on multiple occasions and in different formats, Staff was
given a copy of the July 11, 2007 Risk and Opportunity Analysis as part of KCP&L’s
response 10 Data Request 402 on June 18, 2009, It was also attached to my Direct
Testimony filed on June 1, 2010 as Schedule DFM2010-6. Additionally, R&O Item No.
1 was included in the documents for the May 2008 Reforecast that were made available
to Staff as early as June of 2008. A copy of R&O Ttem No. 1 is attached as Schedule
DFM2010-25.

What was the Iatan Projeet’s status at the time that the May 2008 Reforecast was
completed?

As of Mayl 2008, the project team reported that with respect to Unit |, engineering was
approximately 83% complete, procurement was approxmmately 84% complete and
construction was approximately 48% complete. The actual cost expended by KCP&L at
that time for Unit 1 was 32183 million. For Unii 2, engineering was 70% complete,
procurement 96% complete, and construction was approximately 20% complete.  The
actual cost expended by KCP&L for Unit 2 was approximately $728 million.

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

Because KCP&L's project team had transparently informed its Executive QOversight
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Comumittee, its Board of Directors and the Staff that despite the status of acfual expenses
to date, it had nevertheless concluded that the latan Project’s end cost was likely to
increase. When the May 2008 Reforecast was completed, Jatan Unit 1 had actually spent
about 58% of its Control Budget Estimate, and Tatan Unit 2 had expended about 43% of
its budget. This underscores the necessity and reasonableness of reforecasting a project’s
EAC as the project progresses,

Why was jt necessary and reasonable to reforecast the Iatan Project’s EAC?

Without such diagnostics, KCP&L’s senior management could have acted impmudently.
Had KCP&L's project management team not paid attention to the R&Os and other
mdicators of rising costs and proactively managed them but rather had merely waited
until the Project literally ran out of budget, senior management could very likely have
made hasty and uninformed decisions due to lack of focus and incomplete information
thus adversely impacted the Iatan Project’s final costs. Lastly, because of the wransparent
process that the project team used in developing not only #ts cost modeling but the
justification for the increases to the Conirol Budget Estimate, KCP&L’s senior
management had in its arsenal the requisite mile-post information to hold its project team
accountable o the various projections as the actual events unfolded.

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

Yes. As an example of the explanations that were provided to Staff, | have attached as
Schedule DFM2010-26 the R&O summary sheet for R&O Item No. 364, which is the
project team’s analysis material quantity trends in the Balance of Plant work. This R&0O
has as narrative of the issue and multiple pages of analysis by both Kicwit and KCP&L
regarding the trends that were identified at that time. This and the other R&O’s on which

| have or will comment (see Schedules DFM2010-10, DFM2010-23 and DFM2010-27)
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provide a good sampling of the overall nature of the information KCP&L provided.
These R&0’s show the level of the back-up documentation that was provided to Staff to
provide context, analysis and supporting calculations for each of these items. It is my
understanding that Staff received ithe entire Reforecast “book™ which consists of
approximately two banker’s boxes of material to explain the projected cost increases for
each Unit. These documents arc well organized and clearly identified so that anyone
with a question on a particular R&0O could readily find all of the necessary backup at
witl.

Has KCP&L’s process for reforecasting the Iatan Upit 2 Project’s EAC change
since the May 2008 Reforecast?

Somewhat, but not substantively. Company witness Forrest Archibald describes in his
Rebuttal Testimony how the Project Controls team decided to aggregate the various cost
items that had been ideutified into “Cost Projection Folders” or “CPs.” The CPs had the
same type, guantity and quality of information as the R&Os although for easier analysis,
the Project Controls team aggregated R&Os of similar nature. As an example, there were
16 separate R&Os related to ALSTOM that the project team created, reviewed and vetted
in the May 2008 Reforecast, while for the future reforecast efforts, there is only one
ALSTOM CP folder — the quality and level of information was not diminished. The
above comprised a process iwprovement corumonly seen within the industry that
streamlines the cost reforecast effort without sacrificing the level of information created
and should make a forensic, after-the-fact cost andit much casier.

Returning to the analysis of the Indirect costs, how can the reforecast documents be
used to explain these cost variances?

The line items for indirect costs I identified as having a cost variance {other than Burns &

McDomnell which | have explained above) are as follows:
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Construction Staff, Project Mgt & KGP&L Depls $(3,942,195)

KCP&L - Audit Services (Schiff-Hardin + Emnst &

50748 Young)* 3 (1,976,326)
X000 Support / Services $ (4,982,162)
and

0181 Audit / Qversight / Legal® $ (9,306,535)

9400 Startup / Testing Labor & Consumables $(9,733,291)

0475 Startup Engineering $(5,603,677)

8150 CM -~ Construction Services $ (8,552,467}

X000 Support / Services $(10,431,863)
For both units, the major increases in Indirect costs can be summarized as follows:

Internatl KCP&L construction staff and project management personmel:  $3.9 million
Audit/Oversight/Legal: $11.2 million

Start-Up Support and Engineering: $15.3 mullion

CM & Support Services: %23.9 million

Please explain each of these categories.

internal Construction Staft consists of the KCP&L construction management team as
angmented by contract employees from temporary placement services such as Aerotek
and NextSource.

AudivOversight and Legal are the services provided primanily by Schiff Hardin
and KCP&L’s auditors, Emnst & Young along with its own imternal audit depariment
charges.

Start-up Support and Engineering is, as the defimition suggests, the combination

of personnel, equipment, materials and vendors needed for start-up.
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The Indirect category entitled “Ficld & Office Expenses and Miscellaneous
incindes multipie line items. “Support Services” is the category that experienced the
greatest variance from the Control Budget Estimate, in large part because these costs fall
into two primary categories: 1) for which there was no original Control Budget Estimate
amount established that did not {it into any other established cost category; or 2) special
15sues that arose during th; course of the project that needed to be tracked separately.
The expenses that tended to be incusred under this category were unanticipated one time
costs such as the costs associated with KCP&L’'s management of the Crane Incident and
additional indisect costs for consulting or legal services related to the T-23 boiler material
metallurgical testing.

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

In the May 2008 Reforecast, the most significant single item of cost in the Indirect Cost
calegory in 2008 was project staffing. As Company witness Brent Davis testifies, the
May 2008 Reforecast concluded a process that had been started the prior year by
Company witness Brent Davis and Mr. David Price, the Vice President of Construction,
The May 2008 EAC cffort included another review of the Iatan staffing plans to
accoiimodate the change in Balance of Plant contracting strategy. By the time of the
initial R&O presentation to the EOC on July 11, 2007, the project team had concluded
that an increase in staffing levels would indeed be necessary. R&O hem No. 009, which
was mitiated i April 2007, states that an increase w the Iatan Project’s Construction
Munagenment teamn was necded o “adequately monitor the overall design, quality,
efficiency and safety aspects of the project along with the progress and coordination of
the work.” In addition, this R&D details ather staffing needs that had been idemtified

with # projected cost of $35,619,833. By the time of the May 2008 Reforecast, KCP&L
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had already begun its ramp-up of personnel as described in R&O Item No. 009. The cost
reforecast effort updated that projection, which resulted i an increase of that portion of
the Contro} Budget Bstimate. The above comprises a reasonable, real-world explanation
and justification for the cost variance related lo KCP&L’s iniemal constiuction and
project management staff.

The May 2008 Reforecast also proje;ed a significant increase to the cost of
oversight/legal and audit services for the Project. R&O 237 projected a budget variance
of $8.2 million for this linc itemn for both Unit 1 and Unit 2, The May 2008 Reforecast
captured the then-current trend in the costs associated with oversight and legal costs,
KCP&L’s Senior Management committed to maintaining the same level of oversight that
had been cffective as of that time. A copy of R&O No. 237 is attached as Schedule
DFM2010-27.

Increased Start-up Support and Engineering, as Company witness Mr. Davis
testifies, emanated from Mr. Price’s decision to hire an experienced start-up manager
early in the latan Project, who upon arrival began developing a more elaborate, complete
and mature plan for the start-up and commissioning of both units. That plan also
included significant pasticipation of existing KCP&IL Operations personnel, whose role
was increased at that time. In contrast, at the time of the preparation of the Control
Budget Estimate, the plan for start-up support associated with the BOP contracting model
had not been developed, and the new manager along with the hiring of Kiewit as the BOP
contractor brought further impetus and clarity 10 that issue.  Also, costs in this category
include a number of commaodities such as oil and lubricants that are subject 1o
considerable price vulnerability. The largest change in the start-up plan that was realized
at that time was found by the project team when it compared the original basis for

estimate for start-up support embedded in the Control Budget Estimate with Kiewit's
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esitmate. The associated R&O's for this eategory are R&O Nos. 248, 251 and 3353,

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

bending costs.

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

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

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

Indirects cost hine items, the industry in general would not be crivical of such cost
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variances, given the nature of the Iatan Project.

When was the next reforecast of the Iatan Project’s EAC?

The next reforecast was the 2009 Cost Reforecast that was completed i July 2009 and
presented to Staff on August 5, 2009. Company witness Mr. Archibald testifies regarding
the circumstances that prompted this reforecast. This reforecast also documents changes
in KCP&I.'s projections for its indirect costs. h
Please describe the meeting with Staff on August 5, 2009 when the results of the
2009 Cost Reforecast were shared with Staff.

KCP&L’s project team presented Staff with a power point presentation that summarized
the results of the 2009 Reforcceast. See Schedule FA2010-5. The meeting was led by

Mr. Churclunan, Mr. Foster and Mr. Archibald, who provided commentary to the slides.

The following slide comprises a summary of the reconciliation that KCP&L provided:
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Do yon recall Staff raising any issues or objections to the presentation at this August
5, 2089 meeting?

No, I do not.

With respect to variances of particular line items, what does this chart show?

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

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

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

HIGHLY CONFIDENTIAL
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cost projections. It is widely accepted and understood within the indusiry that the
purpose of contingency is to cover any net increases.
If someone were to drill-down on why there was an additional allocation of $15.6
million to Indirects, how could that be done?
The starting point would be to review the following CPs within which there is the
justification:

s CP03 - B&McD Engineering

» CP04 (a- ) ~ Construction Management Staffing

s CP18 and 19 ~ Indirects
What did the 2009 Cost Reforecast conclude specifically with respect to the Iatan
Unit 2 Projects’ Indirect Costs?
The aggregated cost projection for Indirects in vegard to project suppost increased by
£15.6 million and there was as net negative variance for Test Run Revenue/Start-up fuel
cost due to the change in the scheduled project completion along with KCP&L
recoghizing certain projected market effects on test power sales. However, sufficient
contingency remained in the budget at that time o cover this increase, so there was no net
budget change.
As part of the 2009 Cost Reforecast analysis, did KCP&L change the way it
obtained its coal train cars for latan Unit 27
Yes. KCP&L modeled the cost differential between leasing and buying the rail cars and
determined that leasing was a better option. This resulted in a cost savings {o the Project
of $39.2 miltion. The basis for thns change is documented 1 CP-22.
Staff, in its Report, states that KCP&L “significantly reduced the scope” of Iatan

Urit 2 and as a result, KCP&]I, actually had 3 much larger overrun than it claims.
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See Stafl’s Report at pp. 5-6. Does Staff have a reasonable peint?

Not at all. It is universally understood in the industry that the goal is to manage costs
down and/or totally away, as much as reasonable. In evaluating overall performance,
which is what Staff should be in the business of doing, it makes no sense for Staff to just
look at line items of cost increases and ignore the line Hems of decreases — each and
every budget line item counts and the bottom line is the important take-away. Stafl’s
attempt 10 use one scope item against KCP&L where KCP&L nevertheless made a good
decision that will resnlt in a savings to KCP&L's customers in this rate case shows
Staff's fundamental misunderstanding of how large projects are managed, budgeted,
scheduled, racked, controlled and maintained. Many of KCP&L's actions were similar
to value engineering work that is commonly done during construction projects, wherein
the project team finds befter and less expensive ways 1o accomplish the same end result.
Within the induslry in general, evidence of such changes and their effects on end-cost
would hardly be the target of citicism. Rather, they would be seen as evidence of
reasonable management, engineering and construction.

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

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

When did KCP&L perform its next referecast of Intan Unit 2°s budget?

As T stated in my Direct Testimony, KCP&L’s project team presented a reforecast of the
project’s EAC to the EQOLC on March 26, 2010 which was subsequently provided to the

KCP&L Board of Directors for approval on April 6, 2010 (the “April 2010 Cos
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‘What comprised the primary changes in the April 2010 Cost Reforecast?

The April 2010 Cost Reforecast captured myriad changes when compared to the 2009
Cost Reforecast, and the most significant ones were: (1) increases to the project’s start-up
budget; (2) decreases to revenue projections from test power sales during the changed
start-up and commissioning period; (3) increases to certain fixed and semi-fixed costs
that were more clearly defined; and (4) increases in time-function expenses, Specifically
with respect to the indirect expenscs, the overall projected costs mcreased by $88 mitlion
primarily due to the increased start-up budget and the projected increase in duration of

the project schedule. A chart summarizing the above increases as presented by KCP&L

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

At the time the 2009 Cost Reforecast was prepared, the project leam had developed only
a conceptual estimate for start-up and commissioning. As the Iatan Unit 2 Project’s start-
up and commissioning plans developed, advanced and otherwise matured, the team’s
knowledge increased and associated costs began to acquire more definition. In addition,
this reforecast identified certain time-fonction costs associated with the stari-up team that
would increase due to the extended schedule.

Has KCP&L revised its estimated cost to complete the latan Unit 2 Project since the
April 2010 reforecast?

Yes, Siuce the time of the April 2010 Reforecast, many of the risks identifted in the 2010

HIGHLY CONFIDENTIAL bt
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reforecast were successfully mitigated by KCP&L. As a result, KCP&L currently has an
estimate at completion that is approximately $40 million less than projected in the April
2010 reforecast, Of this amoum, §20.4 million constitutes a reduction in the projected
Indirect costs. Company witness Mr. Robert Bell testifies to how effective the start-up
feam was in mitigating and avoiding the risks that were identified in concert with the
April 2010 Reforecast and how the latan Unit 2 Project was able to substantially improve
upon that estimate.

FAST-TRACK CONTRACTING METHOD
Are you familiar with the term “fast-track™ and how it is commonly used ip the
construction industry?
Yes, I have been working around and within fast track conditions for almost 50 years. In
a nutshell, “fast-track™ means shortening the overall project schedule by performing
certain design and construction phases simullancously. As an example, in a typical fast-
rack project, foundation and steel packages are designed, procured and installed while
the building’s follow-on aspects such as mechanical or electrical design are still in an
embryonic design stage, Thus, this approach allows early work to be constructed even
though the tolal design has not yet been completed. As a matter of reference, almost
every office building, industnial building and power plant project that I have worked on in
the last several decades has employed some manner of fast-track construction.

Yet, certain less experienced parties persistently misuse the term because laymen
often mix-up “fast-track”™ with “schedule aceeleration.”  Within the industry, schedule
acceleration is a term most frequently used to descnibe the adverse impact of working
overtime or out of sequence as a result of prior poor performance by other contractors,
the issuance of lale change orders, or other issues. As such, schedule acceleration of a

contractor entails work that is handicapped in some way or exceuted under less than ideal
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conditions and is frequently carried out at exira cost while fasttrack work is most
frequently completed with no cost premiums under unstressed conditions.

Why was the Iatan Project a fast-track project?

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

Staff's Report states that “Staff believes that a major factor that let to KCP&L
incurring 3200 million in cost overruns is KCP&L's management decision to fast
track the project schedule by running the design and construction phases
simoltaneously.” Do you agree with this statement?

No. First of all, as the entire construction industry knows and even Stafl admits, project
fast-tracking is not an uousual delivery method; it is one that has been time-tested and
proven. Second, Staff fails to distinguish between avoidable and tmavoidable cost
increases caused by fast-tracking to the extent that such costs exist. As | have previously
stated, many of the cost increases to hoth the latan Unit | and latan Unit 2 project were
due to the fact that the design was not complete at the time the Control Budget Estimate

was adopted and this condition is not a direct consequence of the fast-track nature of the

Project. As 1 stated, fast-track relates to the design status at the tme of field construction.

In any event, 1f KCP&L would have waited until the design was fully completed before it
set its budget for the Project, the additional quantities of work would have {ranslated into
both a more accurate bwt also much higher cost estimate.  Costs associated with
completed and more exiensive design guantities are not aveidable “cost overruns™ but

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

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

Finally, as Company witness Mr. Giles stated, KCP&L’s decision to fast-track
elements of the work cannot be viewed in a vacuum as 5taff is inclined to do. The fact
that KCP&L was able to procure all of the engincered materials from high quality
vendors at an aggregate cost on Unit 1 that was $6 million less than the Control Budget’s
Procurement amount and on Tatan Unit 2 at an amount nearly $10 million less than the
Control Budget Estimate underscores the prudency of KCP&L s management. Staffs
position on fast-irack is not reasonable,

Does that conclude your testimony?

Yes it does.
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