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Q. What are your name, position and business address? 1 

A. My name is David A. Schlissel.  I am the President of Schlissel Technical 2 

Consulting, Inc.  My business address is 45 Horace Road, Belmont, 3 

Massachusetts 02478. 4 

Q. On whose behalf are you testifying in this case? 5 

A. I am testifying on behalf of the Sierra Club. 6 

Q. Have you previously submitted testimony in this proceeding?  7 

A. Yes. I filed direct testimony on March 14, 2014. 8 

Q. What is the purpose of this surrebuttal testimony? 9 

A. The purpose of this surrebuttal testimony is to respond to the testimony filed by 10 

Mississippi Power Company witness Galloway. 11 

Q. Before you address specific points made by Dr. Galloway, have you had a full 12 

opportunity to review the workpapers and materials underlying her 13 

testimony in this proceeding? 14 

A. No.  At pages 46-48 of her testimony, Dr. Galloway lists the personnel that she 15 

interviewed as part of her review. Although Sierra Club requested the notes of 16 

these interviews, that request was rejected. Consequently, we have not been 17 

provided any of the notes of the interviews conducted by or for Dr. Galloway or 18 

for any of the other Company witnesses. 19 

Q. Why is it important to review these interview notes? 20 

A. Without reviewing the notes of the interviews conducted by or for Dr. Galloway it 21 

is impossible to know whether she has accurately reported what she was told and 22 

whether there were other important points raised in the interviews that she has 23 

omitted from her testimony. 24 
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Q. Have you regularly received such interview notes in other prudence reviews 1 

by state regulatory commissions? 2 

A. Yes. I have been involved in well over twenty reviews of power plant 3 

construction costs and/or operations. I can’t think of a proceeding in which I have 4 

been denied full access to the workpapers of Company witnesses including, but 5 

not limited to, any notes of interviews conducted by or for those witnesses. 6 

  In particular, Dr. Galloway and I were both witnesses several years ago in Indiana 7 

Utility Regulatory Commission Cause No. 43114 IGCC 4S1 which examined the 8 

prudence of Duke Energy Indiana’s management of the design, construction and 9 

startup of the Edwardsport IGCC project. In that proceeding, my clients asked for 10 

and were provided the complete notes of all of the interviews conducted by Dr. 11 

Galloway. In fact, I used those notes in my surrebuttal testimony in that 12 

proceeding and many of them, if not the majority, ultimately were designated as 13 

public, not confidential, materials. 14 

Q. Dr. Galloway testifies that you said that MPC “did not fully understand, 15 

understated and underestimated the first-mover risks associated with a First-16 

of-a-kind (“FOAK”) technology, which resulted in unreasonable additional 17 

costs to the Project.”
1
 Is that true that you testified that MPC did not fully 18 

understand the first-mover risks associated with Kemper FOAK design? 19 

A. No. It is clear that MPC understood the first-mover risks associated with the 20 

Kemper being a first-of-a-kind unit. Instead I testified that MPC was imprudent 21 

for rejecting the potential for significant increases in the cost of building the 22 

Kemper IGCC Project resulting from the fact that it was a FOAK.  MPC was 23 

quite specific on this point in its 2009 testimony, arguing vigorously that the risks 24 

of installing new technology and the risk of capital cost escalation were “unlikely 25 

and comparatively insignificant.” In other words, MPC actively minimized the 26 

magnitude of that FOAK risk to the Commission. I further testified that a prudent 27 

                                                 
1
  At page 6, lines 1-3. 
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utility would have considered the potential for future Kemper capital cost 1 

increases especially because it was proposing to build a plant with a first-of-a-2 

kind IGCC technology at commercial scale.
2
   3 

Q. Dr. Galloway testifies that you said that MPC did not understand the risks of 4 

a megaproject and the cost impacts of “fast-track” construction.
3
 Is this 5 

true? 6 

A. No. I never said that in my direct testimony.  7 

Dr. Galloway and I agree that the Kemper Project was exposed to the risks and 8 

dangers of being a megaproject and to a “fast-track” schedule.  Certainly any 9 

utility should have been aware of these risks and dangers, and there was no reason 10 

to believe MPC was unaware of these dangers
4
 11 

A prudent utility, acting in a reasonable manner, would have been aware of and 12 

disclosed all of those risks fully to the Commission.  Instead, MPC actively 13 

sought to convince the Commission that these risks were trivial.   14 

Q. Do you agree with Dr. Galloway that prudence should not be judged in 15 

hindsight.
5
 16 

A. Yes. I have applied no hindsight in my criticism of the Company’s trivialization 17 

and dismissal of the risks of installing new technology at Kemper and the risk of 18 

capital cost escalation as “unlikely and comparatively insignificant.” I testified in 19 

Docket No. 2009-UA-014 in 2010 that there were significant risks of a higher 20 

construction cost and an extended construction schedule at Kemper due to the fact 21 

that (a) Kemper was a first-of-a-kind project employing several technologies that 22 

had not yet been used on the commercial scale at which they would be used at 23 

Kemper; (b) Kemper had an expedited (i.e., “fast-track” schedule,); and (c) the 24 

                                                 
2
  Direct Testimony of David A. Schlissel, at page 2, line 25, through page 3, line 11, page 4, lines 3-

11, page 11, lines 6-10, and page 25, line 1, to page 26, line 6. 
3
  At page 10, lines 4-5. 

4
  Direct Testimony of David A. Schlissel, at page 33, lines 1-9. 

5
  At page 33, lines 1-2 
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experience of Duke Energy’s Edwardsport IGCC Project provided a warning of 1 

what could happen at Kemper.
6
 These warnings were provided in real time, not in 2 

hindsight.  However, MPC aggressively sought to challenge and dismiss these 3 

warnings.  A prudent utility would have candidly acknowledged and addressed 4 

them. 5 

Q. Do you agree with Dr. Galloway’s testimony that “Unlike the Edwardsport 6 

IGCC Project, the Kemper IGCC Project represents a FOAK project, 7 

having no reference plant completed?”
7
 8 

A. This aspect of Dr. Galloway’s testimony is surprising.  Dr. Galloway’s testimony 9 

is that, unlike Edwardsport, Kemper really was a first-of-a-kind project without 10 

any reference plant completed.  Dr. Galloway also testifies that Edwardsport had a 11 

substantially higher percentage of the engineering completed at the time of its 12 

FEED study than did Kemper.
8
  This establishes that Kemper actually had an even 13 

greater risk of significant cost increases than Edwardsport experienced.  As I 14 

noted in my Direct Testimony, by the time of the hearings in the Kemper 15 

certification docket in early 2010, the estimated cost of constructing Edwardsport 16 

already had increased by some 26 percent in just two years.
9
 I also presented 17 

Duke Energy’s explanation of the underlying causes of this cost increase.
10

 In 18 

fact, the very factors cited by Duke in 2009 as causing a substantial increase in the 19 

cost of building Edwardsport, particularly the increases in construction 20 

commodities, subsequently contributed to the explosion in the cost of building 21 

Kemper. Again, this is not hindsight. MPC was warned but chose to dismiss the 22 

warnings and, instead, aggressively represented to the Commission that the risks 23 

of installing new technology at Kemper and capital cost escalation were “unlikely 24 

                                                 
6
  See the Direct Testimony of David A. Schlissel in this Docket, at page 34, lines 3-13, which refers 

back to my Phase Two Direct Testimony in Docket No. 2009-UA-014. 
7
  At page 31, lines 4-5. 

8
  At page 424, lines 11-13 and 17-23. 

9
  Direct Testimony of David A. Schlissel, at page 35, line 10, through page 36, line 2. 

10
  Id, at page 36, line 3, to page 37, line 15. 
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and comparatively insignificant.”  This was imprudent with no use of hindsight or 1 

holding the company to a standard of perfection. 2 

Q. Do you have any comment on Dr. Galloway’s testimony that “On a 3 

megaproject, management never gets the opportunity to sit back and say 4 

“everything is going according to plan,” because the plan may, and often 5 

does, change every day and with those changes, new information is presented 6 

upon which decisions have to be made?”
11

 7 

A. Again, this aspect of Dr. Galloway’s testimony is surprising, in that it reinforces 8 

the cost and schedule uncertainty inherent in megaprojects. For this reason, it 9 

supports my conclusion that at the time of certification docket in early 2010, MPC 10 

should have acknowledged that there was substantial uncertainty surrounding the 11 

ultimate cost of building Kemper. Instead, the Company trivialized this risk and 12 

old the Commission, among other things, that the risks of installing new 13 

technology at Kemper and the risk of capital cost escalation were “unlikely and 14 

comparatively insignificant.” 15 

Q. Dr. Galloway has testified that you never questioned the certification cost 16 

estimate back in 2010.
12

  Is that true? 17 

A. Unfortunately, MPC refused to provide a copy of the Kemper FEED study in 18 

2010. Counsel for the Sierra Club was given an opportunity to look at it but not to 19 

make a copy for me.
13

 Consequently, my testimony focused on the overall risks 20 

that the Kemper Project faced and the potential for substantial increases in the 21 

cost of building the plant. For this reason, I recommended that MPC consider the 22 

potential for a 20 percent to 40 percent higher capital cost in its Kemper-related 23 

economic viability analyses.  I did not accept that the Company’s estimated cost 24 

for Kemper was going to be on target. 25 

                                                 
11

  At page 59, line 26, to page 60, line 3. 
12

  At page 170, lines 11-13. 
13

  Direct Testimony of David A. Schlissel, at page 44, lines 16-22. 
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Q. Have you subsequently seen any evidence that the FEED study did not 1 

provide a reasonable guarantee against significant capital cost increases at 2 

Kemper? 3 

A.  Yes. See pages 45 and 46 of my March 14, 2014 Direct Testimony in this Docket. 4 

Q. Does this complete your testimony at this time? 5 

A. Yes. 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

 19 

 20 




	2014_06_25_12_41_52
	6 20 14 SC Surrebuttal Testimony
	20140620_153624
	20140620_153645
	6 20 14 SC Surrebuttal Testimony


