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I. 

INTRODUCTION TO THB ISSUES 

This case presents the Commission with a just and reasonable 

conclusion to the inexorable journey that KCPL's central station 

steam distribution system has been on for more than ten years. 

Since Case No. 18.433 (1976), this Commission, Staff, Kansas City, 

Jackson County and the rest of KCPL's customers have been aware 

that more and more of Grand Avenue Station costs would be shifted 

from electric customers to steam customers 

•.. until the day would come that the plant would be 
used exclusively for producing steam heat. (Report and 
Order, Case No. ER-77-118, p. 59) 

That day came in 1985, when the electric generating 

facilities at Grand Avenue were retired. The Commission in Case 

No. E0-85-185 agreed that the costs of Grand Avenue should now be 

borne by the steam customers, and noted that 

.•. steam users have been on notice of the future 100 
percent allocation of Grand Avenue to steam service 
since 1977 •.. (Report and Order, p. 234) 

Steam customers have known for many years that their steam 

rates would rise as Grand Avenue became solely dedicated to steam 

service. As the steam rates increased substantially throughout 

the late 1970's and into the 1980's, more and more of the existing 

customers made the decision to convert to electric or gas sources 
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th0$8 alternatives. 

system was lost in 

Even the short-term general viability of the 

1985 when CPC sold its facilities to a firm 

which had a much sma.ller steam demand. KCPL was once more placed 

in a situation where it had a $1.5 million operating loss on steam 

operations in 1986. (Tr. 108) 

KCPL again reviewed its options in 1985. It searched for 

potential large indu~trial steam customers, and found no interest 

due to the capital costs of running long steam lines from the 

existing system to the potential customers. (Tr. 144) It studied 

alternative methods of providing central station steam service, 

and found none which could compete effectively with electricity or 

gas. (Ex. 12, Sched. 1) Grand Avenue and the steam distribution 

system were labor-intensive and aging, and the cost of replacing 

these facilities would drive the generally non-competitive steam 

price even higher. (Ibid.) 

KCPL couldn't find any central station steam distribution 

alternative that would maintain, much less enhance, the 

competitive situation between steam, electricity and gas. Even 

Staff's hypothetical efficient system would require a hefty rate 

increase over current levels once it was installed, and it would 

take several years to be installed. 

under Staff • s hypothetical system 

much as about 60~ to recover costs. 

The conclusion was, and is, 

In the meantime, steam rates 

would have to increase by as 

Section IL!.3, .~·) 

central station ~team 

distribution service in Kansas City ts~'t vtabl~, 

I.C~"l>L propos~:s tb~ abamd~~!ilt of Us ~r·e&,Hit 
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essanti•l response to this argument is that the competitive 

advantage between gas and steam is the exact reverse in one of the 

cities touted by Staff (St. Louis), and Staff has not shown the 

relative competitive positions of gas, electricity and steam in 

its other examples. It is the price of the product vis a vis 

other alternatives that determines its success (Tr. 251), and in 

Kansas City, 

enough to 

Sched. 1-4) 

steam priced even under $10 per mlb simply isn't low 

hold onto all of the existing customers. (Ex. 34, 

Staff also argues that KCPL should put the system up for 

bids, and that this exercise would demonstrate the viability of 

the system. KCPL has always acknowledged that sale of the system 

could be a logical way out, but has declined to do so for several 

reasons. A sale of the system will not change the relative 

competitive economics between gas, electricity and steam. Both 

KCPL's and Staff's cases indicate that steam rates will not go 

down after a sale. If a purchaser wishes to recover its costs, 

rates must go up, and the history of the steam system shows that 

customers leave when there are more economic alternatives 

available, even though KCPL's service has generated very few 

complaints. A sale would only substitute a new operator, it 111Hl 

not change the funda~ntal situation. And if the new owner is 

required to abandon steam service in the future, it is pure 

conjecture as to whether c<~e~sat would be offered by tbia 
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offer alternative electric boilers and electric space heating 

equipment to its customers? KCPL believes that these questions 

should be answered in the affirmative. KCPL has done everything 

reasonably possible to continue steam service to date; it is now 

time to recognize the current and future economic realities and to 

authorize termination of steam service. 



II. 

PROBLEM AND RESPONSE -- HISTORY OF 
STEAM SERVICE AND KCPL'S DOWNTOWN STEAM SERVICE PLANT 

KCPL and its predecessor companies have provided central 

station steam distribution service to downtown Kansas City for 

over 80 years, with Grand Avenue Station supplying steam for about 

the past 60 years. Supplying the steam system was always a minor 

part of Grand Avenues' role. Until the retirement of the 

electrical facilities at Grand Avenue in 1985, it was primarily an 

electric generating plant, and the great majority of its costs 

were allocated to electric service. Since electricity is no 

longer produced at Grand Avenue, the costs of producing steam 

there are now shifted entirely to the steam customers. The 

Commission approved this 100% cost allocation to steam customers 

in Case No. E0-85-185 (Report and Order, pp. 232-235). 

The shifting of Grand Avenue costs from electric customers to 

steam customers, reflecting the changing use of the plant, has 

been occurring for more than a decade. In Case No. 18,463 and 

succeeding rate cases, KCPL proposed and the Commission accepted 

allocation methodologies which gradually shifted cost responsibi-

lity to the steam customers as Grand Avenues• electric role 

decreased. Even with this gradual increased allocation of costs 

to steam service, the price of steal!il rose dramatically. In the 



tho increasing average cost of steam. The trend is clear: as 

prices continue to increase customers and sales continue to 

decline. 
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~\\t \\.C'PL 

attempting to 

did mucn more than keep rates 

make the steam system viable. 

below cost in 

It provided steam 

rate analyses to potential customers and customer support services 

(see generally Section 111.0., infra). Most importantly, it did 

not allow service to 

discloses only one 

deteriorate. 

significant 

The record of 

customer complaint 

tnis case 

regarding 

adequacy of service (Tr. 244), and tnere is no complaint about the 

safety of steam service. This is an exemplary service record. 

However, good service and below-cost rates did not ensure the 

viability of the steam system, and KCPL thus started in the late 

1970's to formally study the steam distribution business and its 

possible future. The first formal study was completed in 1981. 

This study made various short and long term recommendations, and 

many of them, such as resolution of steam losses and 

centralization of management, were quickly implemented. The 1981 

study was built upon in the next year by KCPL's Long Range Steam 

Heat Planning Study. Both of these studies recognized that 

acquiring a large, high load factor customer could be one way back 

to total profitable operation. (Ex. 34, Scheds. 3-4) And KCPL 

was able in 1982 to secure CPC as a customer. The ag~eement with 

CPC had the effect of tripling KCPL's annual steam sales. CPC's 

load, along with no change in electric/steam allocation factors in 

Case No. ER-83-49, allo~ed KCPL to withdraw its then-p~nding steam 

rate ease, Case ~o. HR-83-245. E~. 12, Scbed. 1, p. 1.2) 

late 
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~~ain resulted in operating losses for the steam system. Indeed, 

National Starch may not remain a steam customer through 1990. 

Although the cost of steam to National Starch is only about $G per 

mlb, (Tr. 164) (as compared to about $10.50 for downtown 

customers, Tr. 241), National Starch has stated that the cost of 

steam is now too high, and is actively studying steam 

alternatives. (Tr 357) Obviously, the loss of National Starch 

as a customer would greatly increase operating losses and 

accelerate the demise of the steam system. 

KCPl did not wait for the sale to National Starch to become 

final before it began investigating possible solutions to the 

problems once again confronting the steam system. In August, 

1984, KCPL initiated its study which resulted in the Downtown 

Steam System Conversion Study in early 1986. The Study examined 

in depth various alternatives for continuing central station steam 

distribution service, along with alternatives for steam production 

on the customer's premises. The Downtown Steam Service Plan, 

which KCPL has presented to the Commission for approval in this 

case, is based upon the Study's findings. (Ex. 12, Sched. 1) 

The Plan has two major elements: a gradual abandonment of 

central station steam distribution service; and the offering of 

alternative electric boiler or electric space heating equipment at 

no initial capital cost to its present steam custoaers. KCPL 

pr<>pos<t"s 1:<) plu1.se-out Grand l'<~'enue stea~ service by Dece~ber 3l, 

1990, which coincides with the exp ration of the full te~ of tbe 

~ational Starch a1re~nt. fil~ propa~e~ rule~ an~ 
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As the phase-out proiresses, KCPL will offer to the existing 

steam customer the option of either receiving steam service from 

an on-site electric boiler, or of becoming an electric space 

heating customer. If the customer chooses space heating 

equipment, and it is more expensive than the corresponding boiler, 

the customer will in that case reimburse KCPL for the difference 

in the capital cost. The Plan provides that KCPL will own, 

install and maintain the electric steam boilers, and those 

customers will continue to be steam customers served ~nder the 

applicable steam service tariffs. KCPL will own and install the 

electric space heating equipment, but those customers will be 

responsible for maintenance and will be billed under the 

applicable electric tariff, As of January 1, 1996, all boiler 

customers will become electric customers of KCPL and will be 

served under the applicable electric energy rate. KCPL as well 

will continue to offer energy use studies at the premises of each 

steam customer. Most of the customers have already taken 

advantage of this audit offer and have had their audits 

completed. (Ex. 15, p. 7) 

In conjunction with the Plan, KCPL also flied tariffs 

designed to increase steam heat revenues by about $5.8 ~illion. 

KCPL and Staff have stipulated to a revenue deficiency dollar 

amount of about $3.2 million, althou~h Staff does not rec~nd a 

r:.\te increase ill this ca~e. (E:~~:. p. 10) lCPL proposel'O throe 

steam rate alter~atives, depe~di~g ~~ t~e C~isliilio~'liil diliilpoliilition 

of 
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(3) should the Commission reject the Plan in its entirety, KCPL 

will continue to operate the steam system in the interim, and 

requests that the $3.2 million be immediately reflected in rates. 



Ill. 

TERMINATION OF CENTRAL STATION STEAM DISTRIBUTION SERVICE 

Hearing Memorandum: pp. 2-6 

KCPL: Witnesses: 

Exhibits: 

Staff: Witnesses: 

Exhibits: 

Customer 
Intervenors: 

Witness: 

Exhibits: 

Issues: 

Beaudoin (Tr. 81-139); Mandacina (Tr. 141-
194); Graham (Tr. 197-232); Levesque (Tr. 
340-348) 

12 (Beaudoin Direct), 
Rebuttal), 14 (Mandacina 
(Graham Direct), 16 (Graham 
(Levesque Rebuttal), 36 

13 (Beaudoin 
Direct), 15 
Rebuttal), 35 

Featherstone (Tr. 233-270); Dahlen (Tr. 
271-310); Miller (Tr. 310-337); Fuller (Tr. 
338-339); Oligschlaeger (Tr. 350-361); 
Tooey (Tr. 362-365); Haskamp (Tr. 365-385); 
Cox (Tr. 386-390); Bernsen (Tr. 390-402) 

17 (Featherstone Direct), 18 (Featherstone 
Rebuttal), 19 (Featherstone Surrebuttal), 
20, 21, 22, 23, 24, 25, 26, 27, 28 (Dahlen 
Direct), 29 (Dahlen Rebuttal) 30 (Dahlen 
Surrebuttal), 31 (Miller Direct), 32 
(Miller Rebuttal), 33 (Miller Surrebuttal), 
34 (Fuller Direct), 37 (Oligschlaeger 
Direct), 38 (Oligschlaeger Schedules), 39 
(Oligschlaeger Rebuttal), 40 (Oligschlaeger 
Surrebuttal) 41 (Tooey Direct), 42 (Haskamp 
Direct), 43 (Haskamp Surrebuttal), 44 (Cox 
Direct), 45 (Bernsen Direct) 

Mauro (Tr. 414-454) 

47, 49 (~auro Direct) 
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a. Ma~a1ement Actions and Steam Marke~. 

Staff faults KCPL for certain management actions which took 
place prior to 1982, and for not maintaining a steam marketing 
"preaumce". Staff could not quantify the rate impact of any of 
its critic isms. 

KCPL believes that it has properly devoted the necessary 
amount of management attention and control to its steam 
operations, and that it has allocated adequate and appropriate 
attention to current and potential steam customers. Even with the 
improbable assumption that all existing electric and gas customers 
within KCPL's steam service territory would become steam 
customers, steam sales would increase less than 30%, but would 
require capital additions of over $3 million. 

A. THE PUBLIC CONVENIENCE AND NECESSITY DOES NOT REQUIRE 

CONTINUATION OF STEAM DISTRIBUTION SERVICE 

Certainly one of the facts the Commission should consider in 

passing upon KCPL's Plan is its effect on present steam 

customers. KCPL is proposing to terminate a method of steam 

service which has been offered for 80 years, and its steam 

customers' reaction to such a termination is a factor to be 

weighed in the decision. In 

this regard, the steam customers' reaction to the Plan is truly 

noteworthy. Not one customer has specifically complained about 

the effects the_.t>roposed termination of steam distribution service 

would have on it!. 

The record is replete with the communications of KCPL to its 

steam custoeers ~oout its Plan to terminate steL~ distribution 

service. 



CU!itomor bl\~e 1\Vailable for any other entity or governmental body 

which may wi$h to operate ll ~team--central district steam heating 

I!>Y&tc:tm in down town Kansas City, either as presently operated or 

with the addition of waste energy ••• " (Tr. 79) 

The two political subdivision intervenors which oppose the 

Plan presented no evidence to support or explain their position; 

the eleven non-government~! intervenors did present evidence, 

stating their reasons for supporting the Plan. This constitutes 

phenomenal acceptance of the Plan by the affected customers who 

have no ulterior agenda, such as trash disposal. The evidence 

clearly shows that the public convenience and necessity will not 

be unduly and unreasonably inconvenienced by the termination of 

steam distribution service. 

B. STEAM DISTRIBUTION SERVICE IS NO LONGER 

VIABLE IN DOWNTOWN KANSAS CITY 

1. The Present Situation. 

A decade ago, KCPL had 248 customers, and sold 908,454 mlbs. 

of steam at an average price of $3.83 per mlb. (Ex. 34, Sched. 1-

4) Since 

about 50%, 

then, downtown customers and sales have declined by 

while the price of steam almost trebled. (Ibid.) !n 

the period of 1982-86, 8 customers converted to electric heat, 27 

converted to gas, and 49 customers closed their businesses or lost 

their buildings. (Ex. 34, Sched. 1-5) Cust~ers c~tiaued to 

leave tbe systea e~en tn tbe period of 1982-~ ~en ~CPL obtained 

CPC as a customer ~led •i tbdrew its 11.\t; !lilt~ rat<e c:u". 

Tbe l!lvera~e c~t per !!i!Jlb. of !lite~ 111 1966 act•al le*!ll 1D 
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Ste&m lo~s percentaieS rose from about 30~ in 1978 to 45% in 1981, 

but declined to 221-27% from 1983 forward as steam distribution 

maintenance expense rose from about $236,000 to over $900,000 per 

year. (Ex. 34, Scheds. 1-4; p. 17) 

But KCPL's steam ratepayers were insulated from these 

increased costs. The last time KCPL increased base steam rates 

was in Case No. HR-82-67. The test year used in that case was 

1981 (Report and Order, Case No. ER-82-66, p. 4), and although the 

specific amount of distribution maintenance allowed is not 

reflected in the orders, actual 1981 distribution maintenance 

expense was $236,127, almost $700,000 less than the 1986 level 

(Ex. 34, p. 17). The 1982 rates reflects steam percentage losses 

of 30~ (Tr. 255), which is only slightly above present levels. 

The ultimate result of these factors is that KCPL has supplied 

adequate and reliable steam service far below its true cost for 

many years. No service complaints were voiced during the local 

public hearing, and the record discloses only one customer, out of 

the many that left, who mentioned service as a major factor in 

converting to an alternative heating source. 

So customers were provided reliable steam service priced 

below cost for many years, but still left the steam system. Why'? 

Staff would have the Commission believe that the customers left 

because they didn't understand the "intan~ible" benefits of steam 

service, or because they heard rtU~Drs about the demise of the 

steam sjstem. Yet, Staff witness after Staff wit~esa had to adsit 

tbat with oae exc~ptio~ ~~d that ~i~~ a c~st~r dtssati~fled 

with serwice r~liabillty), t~y kaew of w~) left the 

system for rea~~ other thaa 352. 
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Kan~as City Place chose electric over gas as a heating source 

purely on economic considerations, and thought that the present 

cost of steam was "outrageous". (Tr. 247-8) The Rodeway Inn, the 

only customer to have mentioned service as a major reason for 

leaving the system, calculated that steam cost $609 per room per 

year, but that the energy cost of gas heating at an affiliated 

hotel in Kansas City was only $292 per room per year. (Tr. 248) 

Tower Properties performed a comparative economic analysis of the 

total cost (capital and O&M) of steam, gas and electric heating 

for one of its buildings, and found that gas cost $33,000 less per 

year than steam. (Tr. 250) National Starch, KCPL's largest steam 

customer, believes that it can generate its own steam for less 

than the cost of the steam it buys from KCPL. (Tr. 357-8) 

Staff agrees with KCPL that the marketability of steam 

depends in large measure on the relative economics of steam and 

its alternatives. (Tr. 251) Recent history shows that steam at 

$8.90 to $11.44 over the past five years (Ex. 34, Sched. 1-4) 

couldn't retain customers, and if the price is increased 66%, as 

justified by the stipulated revenue deficiency, steam would be 

even more uneconomic. Steam, now and in the fut:lre, cannot be 

produced by KCPL at a competitive price which will allow it to 

retain present customers and, as discussed below, it is highly 

unlikely that ~ new stea~ supplier could do so either. 
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provided no information which shows that its "comparative" systems 

op~rate in a competitive energy environment similar to that in 

Kansas City. 

In order to prove that its comparison systems have any 

relevancy to the Kansas City situation, Staff needed to provide 

the costs of the competing energy sources--steam, gas and 

electricity. Staff provided one piece steam prices--but 

neglected to provide the other pieces of the economic puzzle. 

Without this information, Staff's comparison systems have no 

demonstrated correlation to the viability of district steam 

heating in Kansas City. The one partial exception to this lack of 

comparative evidence is for the City of St. Louis. Exhibit 19, 

Schedule 2-14 compares the cost of steam service to the cost of an 

in-building boiler using gas in St. Louis. That graph indicates 

that in 1987, steam enjoys about a $4 per mlb. cost advantage over 

an in-building gas boiler--this is the reverse of the historical 

and present Kansas City situation. This data makes it easy to 

understand why district heating can be viable in St. Louis, where 

it is cheaper than on-site gas boilers, but not viable in Kansas 

City. 

In summary, the competitive situation in St. Louis seems to 

be the reverse of the situation in Kansas City. No further 

conclusions c:~.n be drawn from St<~.ff's evidence beca.use infonu.tion 

regardh~:t the competitive economics of ~:as, electricity and steam 

basil • t bee~ 



$1.24 to $14.43 per mlb in 1987. (Ex. 28, p. 33; Ex. 30, p. 10) 

Staff has devised what it calls a "long term" and a "short term" 

rehabilitation scenario, and has calculated a price of steam 

associated with each scenario from 1987 through 2006. (Ex. 28, 

Scheds. 5-7) These scenarios are flawed in many respects, and the 

authors of the scenarios admitted that most of the numbers used in 

pricing steam for the short term rehabilitation scenario are 

simply wrong--they are understated and do not track the scenario 

elements. (Tr. 290; 314) For whatever reason, Staff's consultants 

did not attempt to correct these acknowledged errors, and 

essentially admitted that they really had no idea of what the cost 

of steam could be under their short term rehabilitation scenario. 

(Ibid.) One obvious reason why Staff let stand its admittedly 

erroneous studies is that, if they were corrected, Staff would 

demolish its own assertion that district steam heat in Kansas City 

is viable. 

To understand why this failure to correct acknowledged flaws 

in Staff's short-term rehabilitation scenario dooms Staff's 

premise that district steam is viable in Kansas City, it must be 

remembered that Staff has presupposed that any purchaser would 

first implement the short-term rehabilitation program, and then as 

ste~m sales and profitability increase, the long-term scenario 

elements would be implemented. (Ex. 31, p. 12) tlbviously, Staff 

was required to show that the price associated ~ith its short-term 

sc~nario was less than the present price of steam. tn order to 

asstnt Uutt the purcbu!er co~ld hcr~sM ules a~ profHabiHtJ. 
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Staff's case for the viability of Kansas City district steam 

heating rests entirely on the premise that a purchaser could 

operate under Staff's short term scenario for up to five years 

(Tr. 300), and maintain at least the present level of sales. (Ex. 

28, Scheds. 5-7) Obviously, if the short term scenario results in 

a price greater than the present price of steam, it is extremely 

unlikely that salPs would even remain constant. Although Staff 

declined to correct its short term analysis, KCPL did so and 

presented the corrections in Mr. Levesque's rebuttal testimony 

(Ex. 35). 

A review of the surrebuttal testimony of Staff's consultants 

reveals only two short term scenario correction items that the 

consultants disgaree with: gas prices and the inclusion of KCPL's 

present net investment in the capital cost. Mr. Levesque 

calculated that Staff's short term scenario would result in a 

present price of steam of $19.33 per mlb {exclusive of gross 

receipts taxes). (Ex. 35; App. A, Ex. 3, p. 8) Mr. Levesque 

further calculated the incremental effects of all of his 

corrections, and the net effect of correcting for gas price 

forecast and present net investment is $5.53 per mlb. (Ibid) 

Thus, even assuming for the sake of argument that Staff's 

consultants are correct in their criticisms of these two 

corrections, the price of steam under Staff's short ter.~ scenario 



there will cert~inly be many more leaving if rates increase 50% or 

more. Simply put, the real price of steam, be it produced by KCPL 

or a hypothetical purchaser, is not sufficiently competitive with 

other beating alternatives. Steam service is not viable in Kansas 

City if the pric0 is anywhere near its cost of production. 

Staff's long term scenario is really irrelevant, because there 

won't be enough cust0oners to support the system when the long-term 

scenario is to be implemented in the 1990's. 

Staff may argue that a purchaser can defer recovery of a 

portion of these short term scenario costs to future years, and 

thus the price of steam in the short run could be less than, say, 

$15 per mlb. A purchaser could do that, but the possibility of 

recovering such a deferral in the future must be weighed against 

the probable amount of sales then existing to support recovery. 

Evidence and history strongly suggest that this deferral will turn 

into an irrevocable loss as more and more customers leave. 

b. Staff's scenarios contain 
questionable assumptions. 

numerous errors and 

A few of the weaknesses in Staff's scenarios have been 

mentioned above, such as the questionabL~ assumption that steam 

sales will remain at present levels even though in the short term 

(up to five years) the cost of producing steam is at least 50% 

1 



••P•n~••· The purchaser would then make a transition into a long 

tarm •aenario--replace boilers and distribution pipes. But 

Staff's pricing of these scenarios does not correspond to this 

transition process. Staff calculated (erroneously) the cost of 

steam for twenty years from 1987 for both the short term and long 

term scenarios. It is obvious that the short term scenario will 

not last for twenty years, and it is equally obvious that the long 

term scenario will not start in 1987. Yet Staff has not presented 

a pricing analysis that reflects any transition from short term to 

long term scenario--the pricing analyses are entirely separate. 

The Commission is not presented with any sort of probative 

evidence that even a hypothetical operator can produce steam in 

Kansas City at a price generally competitive (that is, under $10 

per mlb) with other heating options in the short run, nor do 

Staff's pricing analyses show any recouping of the portion of the 

$3 million short term scenario capital investment which is not 

recovered at the time that the long term scenario is implemented. 

There simply is no evidence to allow the Commission to find that 

Staff's scenarios are feasible. 

The second failure has to do with forecasted gas prices •1sed 

in Staff's scenarios. They are predicated on a July 1986 DR1 

forecast. (Ex. 30, p. 7) KCPL presented a March 1987 forecast 

which reflected events which occurred subsequent to July 1986. 

The diff~rence bet~een the t~o forec~sts in 1987 ts al~t $1.50 

per ~btu. (Ibid.) St~ff ~tte~ts justify lts continued 

reliance on the July 1936 for~ast 

sli~htly the 

th~t transport~ti~ 

ins t!liU: the rorec~l\lt 1!10 

1~ S£3 {Tr. 271), 



for~CII.$t of transportation gas prices remains unclear. But it is 

quttc apparent that Staff was forced to make such claim because 

the July 1986 forecast of tariff gas is seriously below the 

current level of $3.28 per mcf (Tr. 509)--more than 30% under the 

current price, although the forecast Staff. uses is not even a year 

old. 

The accuracy of the July 1986 forecast, either for tariff or 

transportation gas, was put into serious question by two facts 

brought out in cross examination. The first fact is that Williams 

Natural Gas, KPL Gas Service's supplier, recently raised its price 

to KPL by $0.49 per mcf (Tr. 281) which, as the Commission knows, 

led KPL to receive a retail gas rate increase last month. The 

second fact is that, although KCPL has been receiving 

transportation gas since only March 12, 1987 (Tr. 308), it has 

received notice from its gas transporter that its transportation 

agreement is cancelled as of May 1, 1987. (Ex. 36) Mr. Dahlen 

was unable to say if and under what terms and conditions KCPL may 

obtain a replacement transportation agreement. (Tr. 309-310) 

Since the pricing, and even the very availability, of 

transportation gas after April 30, 1987, is unknown, it is of the 

highest speculation to claim to forecast steam prices for the next 

twenty years on out-of-date gas forecasts. From ail indications 

in the record, Staff's IllS price forecast substantially under­

estimates the cost of' IllS, wheUu:u· tariff or transJxn·taUon. 

The thtrd b1hn·e ha:m to do 111Uh the h.ct that botb t~Hl! lone 

tera and short tera eee~~r1os that the p~rch111.~r ~as 

acquirttd 

oo~t 

ill~hil!ll' 

--~~ 
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th•~u KCPL ~tu~m customers to KCPL electric customers. It is the 

l.lU~tum@r b;uau which is of premier value to KCPL. Mr. ')eaudoin of 

th~ Company repeatedly stated so (e.g., Tr. 92), and Mr. Haskamp 

of the Staff actually quantified in a way the value of these 

customers to KCPL--as electric customers. (Ex. 54; 55) In the 

long-run, KCPL calculates that the off-peak electric heating rate 

contribution tl' fixed costs will approximate this capital 

investment. (Tr. 124) 

There are many ways to value a business, such as market 

valuation, income stream, replacement value, etc. (Tr. 283) To 

the extent that a purchaser pays a price for the system, it must 

recover these purchase costs through rates. Staff's pricing 

analyses are therefore further understated to the extent its 

hypothetical purchaser pays a price for the system and customers. 

c. Staff has not shown that it is legal to burn gas in its 
long term scenario. 

Staff's long term scenario assumes that gas-fired boilers 

capable of putting out 400 mlbs of steam per hour will be 

installed at Grand Avenue (Ex. 31, Sched. 1-17) to replace the 

exlstlnt boilers. However, Staff nowhere eonsiders the 

prohibitions against burning natural gas or pett'oleam in new power 

plants or major fuel burning installations contained in the Power-

The Act 



exemptions. Thus neither KCPL nor any other operator may use gas­

fired boilers unless an exemption from the Act's prohibitions can 

be claimed. y 
42 USCA 8322 specifies the permanent exemptions to the 

general prohibition against burning gas and petroleum. The ones 

that could conceivably be available to a purchaser of the system 

are in sections 8322(a)(l)(A) and (D). The first exemption is if 

the cost of using coal "substantially exceed[s]" the cost of using 

imported petroleum as a primary energy source during the useful 

life of the installation. The second exemption requires a showing 

that the use of coal or alternate fuel would not allow the 

petitioner to obtain adequate capital for the financing of the 

installation. Staff has not demonstrated that either of these 

exemptLons could be proved; it is thus mere conjecture on Staff's 

part that a hypothetical operator, or KCPL for that matter, could 

operate new gas boilers to supply the steam system. Staff's case 

does net in any way demonstrate that a new operator could even 

operat~ new gas boilers to supply the system, much less do it 

profi ta. bly. 

C. A SALE OF THE SYSTEM GIVES NO ASSURANCE THAT THE SYSTEM WILL 

B':.-COME VIABLE. 

S:aff believes that the viability of the system can only be 

mtH\sur"-,j by whether the system can be sold. KCPl. disagrees. 

Viabll .ty cAn be assessed by a revi~~ of tb~ past oper~ting 

histor~' e:~>tillltaUon of rates •~ii':'h ~Ul>t be e~u1.rged. 



This review shows that KCPL has supplied reliable, adequate and 

Sllfe steam, at rates below cost, and still has lost customers, 

sales and money for more than a decade because of competition. 

Whether or not KCPL operates the system, a rate increase of about 

50' (or more) is needed right now to recover the cost of supplying 

steam. (See, Section III.B.3.a., supra) This rate increase will 

certainly exacerbate the competitive disadvantage steam presently 

suffers, and the inescapable conclusion is that steam distribution 

service's future in Kansas City is short and dark. 

The Commission should also give consideration to two other 

factors. The first factor is, what is the effect on steam 

customers if KCPL is correct and steam service isn't viable? 

••• as a Commission, you'd have to ask yourself whether 
that prospective buyer, even if he's willing to but at 
a price that we're willing to sell it, will, in fact, 
provide steam at a rate that is compensatory and 
economical to the customer. We believe that, even if 
the system is sold, the new buyer will have to raise 
rates. And, at that point, the gas company and the 
electric company will be in there competing; and he 
will not have 130 customers to deal with by the time 
he's bought the system. 

We believe it's inevitable that the number of customers 
will drop off in the system ... But we're aware there are 
other customers that are just waiting on the sidelines 
to determine whether the Commission is going to approve 
our plan or not, and they may go off the system 
anyway. So I couldn't guarantee to a new buyer that 
he'd have 130 customers after I sold the system to 
him. And, if he loses customers, as you know, that 
changes the economics drastically of the syste~. (Tr. 
128-9, Beaudoin answer to a question from Judge 
Fischer) 



unjust or unreasonn.ble, allowing a purchaser to serve only ~ of 

the steam customers and not imposing a public utility obligation 

to serve~ customers. (Ex. 28, p. 47; Ex. 13, Schcd. 1) This 

required deregulation--abandonment of the Commis~ion's oversight 

role--underscotes the fact that public utility steam distribution 

service isn't viable in Kansas City. 

One of the options which might present itself to the 

Commission is to authorize the abandonment of the system, but make 

that authorization contingent on seeking proposals to purchase the 

system. Aside from the fundamental problem that the system's fate 

cannot be salvaged, putting off termination will not keep the 

remaining customers on the steam lines as the proposal process 

unfolds. 

And so, if you made a decision to delay or defer, we 
might make a decision to delay or defer. We might also 
decide to go ahead anyway, based upon the realities of 
what we see as life before us. (Tr. 442, Mauro cross­
examination) 

And we have many decisions put to us in business--they 
ask us to defer decisions, based upon some potential, 
coming down on the line. And we have to make decisions 
on a business-like basis on a day-to-day basis. (Tr. 
428, Mauro cross-examination) 

If the Commission declines to authorize the termination of 

steam distribution service, KCPL "~'fill continue i.n the interim to 

operate the system while assessing the Commission's Report and 

Order. KCPL h~as fulfilled its statutory obligation to pt"ovide 



that these alleged failure8 had any impact whatsoever on customer 

losses, and Staff neglected to quantify whatever adverse rate 

impact these might have been. Indeed, Staff admitted that steam 

rates would have been higher had KCPL increased distribution O&M 

expense prior to 1982. 

It is interesting to note that during the late 1970's and 

early 1980's, KCPL was before the Commission in six steam rate 

cases; yet in none of these cases did the Staff ever bring up the 

issue of inadequate management attention by KCPL concerning the 

steam operations. Now, five years after these alleged maaagement 

failures were corrected, the Staff raises the issue for the first 

time. Staff Witness Tooey testified the Staff has no criticisms 

of KCPL's management after 1982. (Tr. 364) It is also 

significant that the Staff presented no evidence of any customers 

leaving the system during this period in question because of any 

type of mismanagement. The customers' departure was always a 

matter of economics. 

Staff witness Bernsen correctly pointed out that until 1982, 

the management of the steam system was largely decentralized. 

(Ex. 45, p. 8) KCPL's T&D System Operations Department managed 

both the Company's electrical and steam operations. As Staff 

witness Bernsen stated in her direct testi~ny, this department 

spent approximately 10\ of its time on the Comp11ny•s ste!i!m 

op~rations, even though this operation produced only 2' of the 

"'""'&'"''"'J''s YeV~HUM!H>· (E:!<. 45, StA:! conteflds 10\ of the 

time of system oper~tions vAs 

v~s un~ble to s~y ~ch 1~ 

393; 39$} 



a55), and Staff Witness Cox testified that had Ateam rates been 

higher, 

sources. 

steam would have been less competitive with other energy 

(Tr 389) The fact is that the steam market couldn't 

bear the replacement costs in the 1970's, and it can't bear those 

costs today. 

The Staff made an issue over the high level of steam losses 

during the late 1970's; however, the large part of those losses 

were on the customer's premises and beyond the control of KCPL. 

(Tr. 149) The Staff presented no evidence that any of the steam 

customers left the system because of any steam losses. Staff also 

conceded that in past rate cases, losses below the actual levels 

were reflected in the rates and thus the customers have not paid 

for losses in excess of 30%. (Tr. 254) 

In summary, the Staff contends that KCPL mismanaged the steam 

system by not spending enough time and money on the system in the 

1970's and early 1980's. However, Staff fails entirely to show 

that this alleged mismanagement (a) adversely affected the quality 

of steam service, (b) caused a decline in steam customers or 

sales, or (c) caused steam rates, both then and now, to be unjust 

or unreasonable. KCPL believes that it dedicated the appropriate 

amount of resources necessary to maintain the system in working 

order by repairing leaks as they occurred and at the same time, 

keeping the rates as low as possible in order. to maint~in a 

competitive heatinl syste~. !~port~ntly, there nave been wery few 

service coaplatnts; whatever ~CPL's real •a~ag~~t failures m&J 

:!l;l';<il':IU~ SiU"Wice. 
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have been reasonably expected. However, there is no evidence 

trom the Staff that any steam customer left the system for any 

reason other than rates (with the exception of Roadway, which also 

stated that its gas heating system was less expensive than steam. 

(Tr. 248)) 

KCPL witness Graham testified that KCPL gave the downtown 

customers inf)rmation about both the electric and steam options 

and let the customer make the choice. (Ex. 16, p. 2) The Staff 

criticizes KCPL for taking this approach; however, Witness Haskamp 

acknowledged that Kansas Power and Light takes the same approach 

in the areas in which it markets both electricity and gas. (Tr. 

376) Mr. Graham testified that KCPL was always in competition 

with gas and, therefore, marketed the best economic choice 

(electricity or steam) for a particular customer. (Tr .. 216) 

The Staff appears to contend that KCPL should have in all 

events promoted steam, even if it was not the most economical or 

best long-term option for the customer. The Staff seems to 

believe that all customers in the downtown area would have chosen 

steam had they known the "intangibles" of steam, but nowhere is 

there any evidence that the building owners in the area did not 

know of these intangibles. In fact, Staff Witness Haskamp 

conceded that in Staff's interviews with architects and builders 

in Kansas City, no architect or builder indicated they were 

IHHII.ware of the attributes of ste~ he:!lthg. ('rr. 385) 

In truth, e:!lch a~d e~ery 

of ~te£a--no boi 

ide red 

hi 
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~~ 
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Both Staff Witness Featherstone and Staff 

believe the proper marketing approach which 

Witness Haskamp 

KCPL should have 

pursued is the maintal.ning of a "presence", yet these witnesses 

explained that such a "presence" consisted merely of working with 

developers, being there on a day-to-day basis, seeing what is 

going on in the downtown community, all of which KCPL does on a 

regular basis. (Tr. 243 and 368) 

KCPL has for several years had concerns about the long-term 

viability of the steam system, as evidenced from several of the 

memos produced by the Staff. In 1972, KCPL had concerns about 

connecting the new Mercantile Building. Grand Avenue Station, at 

that time, was used primarily for electric generation. The system 

was or near its limits on that date and the old desuperheating 

stations were operating at or near their capacity. It was 

necessary to consult the operating personnel concerning such 

restriction before committing to new customers. (Ex 16, p. 7) 

The Staff alleges that these concerns were "demarketing", even 

though the rate analysis for the Mercantile Building indicated 

that electricity would be cheaper than steam as a heating source. 

As Mr. Graham testified, KCPL could hardly reco~~end to a customer 

that he choose the steam heating system which was most expensive 

to own and operate. (Tr. 216) 

KCPL also had concerns about c~itt.i.ng to ser~o•e other new 

buildings, given the age of the syste~, and ~CPL c~rt~inly had 

justifiable conc~n-·ns about of buUdlii!l 

a pipeline ~cross sure 

it could f~lf l c~it~nt 
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consider sources other than steam. The improvements in heating 

and cooling systems allow the utilization of heat that is 

generated in the core of the building to offset losses in 

infiltration and fresh air requirements. (Tr. 216-217) 

Staff argues that the mere filing of this case before the 

Commission was "demarketing" of steam; however, Staff concedes 

that KCPL had an ~bligation to tell its customers about the 

condition of the system and specifically its plans for the system 

when they were finalized, and they presented no evidence that any 

customers left the system due to the Company's Plan. (Tr. 359) 

To the contrary, the dwindling number of customers was due in 

large part to demolition of many buildings in the area coupled 

with the advanced technology of heating systems in the new 

buildings which made electricity and gas more attractive for 

heating. 

The Staff repeatedly criticized KCPL for its lack of a 

marketing department dedicated solely to the marketing 

Yet even if the unrealistic assumption were made 

of steam. 

that all 

customers in the downtown steam service territory were connected 

to the steam system for heating, sales would increase less than 

30%, and the average price of steam would still only be marginally 

competitive with electricity and gas. ~nd connecting all of these 

customers would require about S3 million in c&pital additions. 

(Ex. 16, pp. 2-3) 

E•teasloa of tbe 

UH'l'l tOl:'Y' 
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potential customers. The buildings adjacent to the steam service 

territory are small retail and office-type buildings without the 

load to justify even a rather short extension. Any larger 

potential customers are on the other side of the freeway loop. 

(Ex. 16, p. 6) Intervenor Witness Mauro testified that when he 

was involved with Truman Medical Center, he explored the 

possibility of connecting to the steam system, but found the cost 

prohibitive. (Tr. 448 and 449) KCPL Witness Mandacina testified 

that when CPC sold its facilities, inquiries were made to several 

companies north of the river about the possibility of taking steam 

from the Corn Product's pipeline; however, none were interested 

when they determined the cost of extending the line to their 

facilities. (Tr. 145) History proves that there is little, if 

any, prospect in expanding the steam system. 

Staff appears to argue KCPL has driven customers from the 

steam distribution system, through a lack of marketing efforts, 

because of KCPL's desire to terminate steam distribution service. 

If it indeed were KCPL's intent to lose steam customers and sales, 

it is very difficult to understand why KCPL would be content with 

merely "demarketing" steam service 

opportunity to increase steam rates 

levels. Certainly, higher rates 

"demarketi.ng" tool. 

and continually pass up the 

far above KCPL's requested 

woud have 'been the ultimate 

period 1977 through 1982, 
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"dGmtu•lu~t" !lite am !liEH'V ice; rather, it adopted a forthright and 

truthful marketing approach and kept rates below cost for years in 

an ultimately vain attempt to preserve steam distribution 

!Uilrvice. 

In summary, the Staff would have the Commission believe that 

an intense marketing effort could save the Kansas City steam 

system. As evidence of such, they cited the St. Louis system and 

other systems which are part of a much larger downtown area and 

which provide chilled water as well. Staff presented ~ evidence 

or examples that a marketing effort could save a steam 

distribution system with the same characteristics of the Kansas 

City steam system. Even Staff Witness Dahlen couldn't state that 

KCPL would have had more customers, or sales, or 

Mlb. today if a more aggressive marketing 

a lower cost per 

program had been 

implemented. (Ex. 28, p. 14) Staff's case, then, rests upon bare 

speculations and ungrounded assertions. In sharp contrast, KCPL 

presented evidence that even \f every building in the steam 

service territory used steam, the system still could not 

effectively compete against electricity and gas options, and that 

there is little hope of attracting customers outside the present 

steam service territory. Staff's "demarketing" argument must 

therefore be dismissed. 

E. KCPI.. HAS CLEARLY SATISFIED THE LEGAL C!Ul'EiUA fOR I'ElUUNATION 

OF SERVICE 

A r@Vi@V of $@rwic~ te~!~~ti~ cases 

juri~ictlo~a discl~~~ that tvo crit~ria ar~ 

d~t~~t~e lee~ ~~~~, 
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system at a profit. The Commission found that all but one of the 

customers had obtained alternative heating sources, and the 

remaining customer would be provided with a heating source at a 

lower total cost. The Commission concluded: 

When the continued operation of a steam heating plant 
can only be accomplished at a net operating loss and 
the public convenience and necessity no longer requires 
the operation of that plant, a company's proposed 
termination of service should be authorized. (Id. at 
182) 

There have been several railroad cases decided by the 

Commission dealing with abandonment of rail services. For 

example, in Chicago, Burlington & Quincy Railroad C~, Case No. 

13,877, 8 Mo. P.S.C. (NS) 85 (1958), the Commission allowed a 

discontinuance of unprofitable railroad passenger service where it 

found that there was no reasonable prospect of avoiding continued 

losses in the future and where the public, in general, would not 

be unduly and unreasonably inconvenienced (Id. at 93). The 

Commission recognized that isolated or localized hardships or 

inconveniences are not sufficient to block termination--it is only 

when the general public would suffer undue and unreasonable 

inconvenience that termination will not be authorized. 

That certain individuals will be greatly inconvenienced 
by the discontinuance of the trains in question cannot 
be dnied. However, such service cannot he continued 
when the cost of rendering it results in such a loss as 
is shown in this case. [$132,00 per year] (Ibid.} 

In the preceding sections of this brif"f, KCPL has shown that 

KC"-'lll 



Ga~ & ~lectrlc Co., 61 PUR 3d 232 (Ind. PSC, 1965), the utility 

petitioned to abandon steam service in Evansville. The decision 

recited that the steam system was old and operating at a cu~rent 

loss, due in part because electricity was no longer being 

generated by the plant supplying steam. Rates would have to 

increase 150% to cover costs, and would have to increase an 

additional 330% if the system were to be replaced. The commission 

found that there had been no affirmative efforts to attract new 

customers. Customers had declined from 400 to 260. The 

commission found that the utility's efforts to avoid abandonment 

were to keep rates low for years, and that the utility never 

refused service (these were among KCPL's efforts as well). The 

decision also noted that the increase in customer heating costs 

due to the proposed abandonment, including capital, 

maintenance expenses, were less than the 150% 

operating and 

steam rate 

increase. The commission authorized abandonment, and gave the 

steam customers less than two years to make alternative heating 

arrangements. 

In Re Pacific Power & Light, 61 PUR 4th 498 (Ore. PUC 1984), 

the utility filed tariffs to phase-out its heating system within 

one year, but subsequently agreed to an eleven month extension. As 

in all of these cases, steam was a byproduct of an electric 

generation plant and the distribution system was old and 

inefficient. To reconstruct the system ~~uld h&ve .. de the cost 

of beatin~ ~ith steam probibitiwe. ~e sy~ts• w~s o~r~ti~C ~t ~ 

loss. ~llld ~oui.d conU~~e do $0 'llWU~t ~ aubst~nti~l rate 

inere~ss. S.~er~l l~rcs eust~rs SJSt~. ~~ 
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Rate~ would have to increase 450%, and the company had already 

losing customers to gas. Abandonment was therefore 

authorized. 

The Vermont Public Service Board in Re Gas Company of 

_yermont, 49 PUR 4th 460 (1982), summarized the criteria this way: 

Essentially, [abandonment criteria) are a matter of 
economics: Can the system be refurbished and repaired 
so that it provides adequate and safe service at a 
price that is competitive, and does an alternative 
exist for the service •.• If an alternative exists for 
the utility's product, [the utility's] rates must also 
be competitive or the utility will lose its customer 
base, thus creating additional expense for 0ther 
customers and eventually leading to bankruptcy. (Id. 
at 462) 

In conclusion, KCPL has proved that steam distribution 

service in Kansas City has not been able in the past to keep its 

customer base in the face of competition from other energy 

sources, and steam will become even less competitive if rates are 

increased to cover the actual cost of steam service (whether 

provided by KCPL or another entity). No customer has specifically 

complained about the proposed termination of steam distribution 

service to it, and thus there is no demonstrated undue adverse 

impact upon the general public convenience. KCPL's compensation 

plan, discussed below, offers an alterna.tive heating option that 

is ultimately priced well below the proposed steam rate levels. 

Therefore, KCPL has met its burden of proof, and should be allowed 

to terminate central station steam dlstributlo~ service. 

F. 
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convertln~ customers located on ends of steam laterals. 

Conversion of the customers located in the initial five phases 

will allow crews to disconnect the oldest and most leaky steam 

pipes from the system, thereby reducing system losses. Throughout 

the conversion process, the operating reliability of the remaining 

steam system needs to be maintained. The removal of steam line 

connections has to be carefully sequenced to protect the integrity 

of operations for the remaining customers. The phased conversion 

allows KCPL the time to construct whatever electrical facilities 

may be necessary for the boilers. The Plan's conversion schedule 

is a careful balancing of the customer's needs, the design and 

installation of the boilers and associated electrical facilities, 

minimization of traffic disruptions and completing all conversion 

work by December 31, 1990. (Ex. 14, pp. 15-18) 



IV 

CUSTOMER COMPENSATION FOR TERMINATION OF THE 

STEAM DISTRIBUTION SYSTEM AND PROPOSED STEAM RATES 

KCPL: 

Staff: 

KPL: 

Customer 
Intervenors: 

Issues: 

Witnesses: Beaudoin (Tr. 81-139; 455-478); Graham 
(Tr. 197-232) 

Exhibits: 12 (Beaudoin 
Rebuttal), 14 
(Graham Direct) 

Direct), 
(Mandacina 

13 (Beaudoin 
Direct), 15 

Witnesses: Ketter (Tr. 480-501); Featherstone (Tr. 
504-516); Haskamp (Tr. 517-521) 

Exhibits: 17 (Featherstone Direct), 18 (FeatLerstone 
Reubttal), 53 (Featherstone Surrebuttal), 
28 (Dahlen Direct), 49 (Ketter Direct), 50 
(Ketter Rebuttal), 51 (Ketter 
surrebuttal), 52, 54 (Haskamp Rebuttal), 
55 (Tooey Rebuttal), 56 (Huttsell 
Rebuttal) 

Witness: Lennan (Tr. 526-534) 

Exhibit: 57 (Lennan Dirct) 

Witness: Mauro (Tr. 414-454) 

Exhibit: 48 (Mauro Direct) 

A. Offer of alternative electric boilers or electric space 

heating equipment. 

KCPL proposes to offer to its existing steam customers the 
option of acquiring at no initial capital cost an electric boiler 
or alternative electric space heating equipment; h~ver, should 
the space heating equipment option be chos~Hl, and the cost is 11110re 
than the equivalent electric boiler, the custoaer must reimburse 
KCPL for the difference. KCPL will own, install aDd aaintai~ the 
bol.lers, ami such custoaers wU l be bH l~ ~l%der the ~£team rat~s. 
KCPL will own ~nd install the electric 
but tbe cust~er will be for 
bill~ under tbe electric De~~r 31, 1~5. 
to tbe boilers ~nd t~~ cn~t~~. 
wU l be bU lw O.!lnt~f"S c&a 
the boilers 31, l~ 
depreeiatw 
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c. St~~~ Rate P:oposals 

1. If the Plan is approved in whole (termination of 
service and offer of boilers ana-electric equipment). 

KCPL proposes that the $3.2 million stipulated revenue 
deficiency be phased into steam rates in four equal annual 
percentage increases of 13.5% each, with no deferral or carrying 
charge recovery. KCPL proposes that those cu$tomers still on the 
steam distribution system and those with electric boilers be 
charged the steam rate; however, KCPL has no objection to 
customers who have boilers being charged under the electric rates. 

Staff d~es not propose any specific rate level in this 
situation, but recommends without quantification that nontradition 
ratemaking be employed. Staff also opposes charging steam rates 
to customers with boilers. Jackson County concurs with Staff, and 
Customer Intervenors do "not disagree" with Staff. 

2. If the Plan is rejected, but KCPL is allowed to 
terminate steam distribution service by 1991. 

KCPL commits not to raise base steam rates from their present 
levels, as a type of compensation to steam customers who must 
convert to another heating source. 

No other party objects to this freeze. 

3. If KCPL is not authorized to terminate steam service. 

KCPL will continue to operate the system in the interim, and 
proposes that the entire $3.2 million revenue deficiency be 
immediately recovered in rates. 

Staff opposes any rate increase, contending that "higher 
rates will likely force customers to leave the system." Jackson 
County and Customer Intervenors also oppose a rate increase. 

D. Test Boilers 

Should the Commission not authorize KCPL to offer electric 
boilers, KCPL will offer to either sell the five test boiler 
installations to the customers or to reconnect them to the steam 
distribution system (assuming that the Commission as well does not 
authorize termination of the system). KCPL does not believe that 
its test boiler pros;ram violates promotional pr11.ctice rules. 

Staff contends in the He~rin1 ~~r~ndum that the test boiler 
project viol~tes promotional practlces. 

to offer to lnstnll 
rl'lt~~~> eq~i~nle~~>t on 
~~>tiitem 



KCPL has attempted to accommodate the interests of its 

customers and intervenors in developing and presenting its case to 

the Commission, such as not insisting on a firm cut··off date for 

each phase of termination, and suggesting that KPL be allowed to 

offer free gas boilers to KCPL's steam customers, and volunteering 

to forego a rate increase if it is allowed to terminate steam 

distribution service but not to offer electric boilers. In making 

these accommodations, the issues of customer compensation, steam 

rates, the rates to be charged customers with electric boilers, 

energy audits and the test boiler program became somewhat 

intertwined. They are therefore discussed in this Brief in a way 

that logically follows this interdependent relationship. 

A. KCPL'S OFFER OF ALTERNATIVE ELECTRIC BOILERS OR SPACE HEATING 

EQUIPMENT IS REASONABLE COMPENSATION, SPECIFICALLY TAILORED 

TO EACH CUSTOMER'S NEEDS. 

KCPL has always recognized that 

distribution service has the potential 

termination of 

of causing 

steam 

some 

inconvenience or hardship to its remaining downtown steam 

customers. KCPL thus included two elements of compensation in its 

Plan: provision of electric boilers or alternative space heating 

equipment at no initial capital cost, and phase-in of a steam rate 

increase over four years, with no defer~al or carrying cost 

recovery. 

approach 

(Ex. 12, p. 15) KCPL believes that its Plan is a fair 

to coopensation for existing steal!~ cust~rs. shlce it 

gives the custooers the precise he~tiD~ equlpne~t ~eeded to 

their 111eeds. 
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A "promotional practice" is defined to be any consideration 

offered ''for the purpose, express or implied, of inducing such 

person to select or use the service or additional service" of the 

utility. 4 CSR 240-14.010(5)(G) The purpose behind KCPL's 

equipment offer is not one of inducement; rather, it is to provide 

some recompense to customers of KCPL whose steam distribution 

service is being terminated. The equipment offer is not open to 

anyone other than current steam customers. The equipment would be 

sized, based upon the results of the energy audits, to 

satisfactorily serve the customers' premises. And since the 

customers who choose boilers would, under the Plan, be charged 

steam rates, there would be no discrimination between customers 

who are converted early and those who are converted later in, say, 

1990. 

Staff uses the fact that KCPL is applying to terminate steam 

distribution service to argue that "tradi.tional ratemaking 

principles" should be abandoned by the Commission in setting steam 

rates. (Ex. 17, p. 42) KCPL believes that this same argument-­

unusual circumstances--applies equally as well to the appropriate 

method of compensating KCPL's steam customers for the unusual 

inconvenience of switching from one form of heating supply to 

another. (Ex. 13, pp. 1-2) If the Commission should find that 

the ordinary application of the promotional practices rules would 

prohibit this extraordinary offer, lCPL believe~ that it b&s shown 

good c~use why it should be ~~ ~~d to ~ke t~~ olfsr. ~nd 

requests a~ e~~ptlon from 

i.:CPL b;t.S also ~n c 

w~ll to its st~\t.• c~st~rs. 
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KCPL has no objection to KPL Gas Service offering free gas 

boilers to KCPL's steam customers. So as to put both offers on an 

even footing and to allow customers to make their choice based on 

the "real" cost, both energy companies should charge the 

applicable electric or gas energy rate. Since KCPL and KPL would 

then be competing on the proverbial level playing field, the 

promotional practices rules should not be found to apply. 

KCPL does, however, object to KPL Gas Service's proposal to 

offer gas boilers and chillers to KCPL's steam heat customers and 

to charge the BTU equivalent of the steam rates. First, KPL's 

offer has not been demonstrated to be cost-based, and there are no 

unusual, extenuating circumstances affecting KPL (such as 

termination of a service to existing KPL customers) to justify its 

offer. Second, KPL's proposal goes far beyond the scope of KCPL's 

offer, because KPL includes air conditioning equipment in its 

proposal. There certainly has been no adequate explanation of why 

KPL wishes to link both heating and cooling equipment or why such 

a linkage is appropriate. 

It is not unheard of for a utility that desires to terminate 

steam distribution service to offer compensation to its steam 

customers in terms of another energy service it offers. For 

example, Staff consultant Dahlen recites with apparent approval 

the offer Northern States Power made to lts F&rgo, MD, steiU!I 

customers when it terminated stea~ service--the customers were 

rei~bursed up to two-thirds of the eoat o! 

received a fuel subsidy besides. £x. 28, 

~SP provides iaa dt~tr 
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2. The Real Cost of KCPL's Boller Offer to its Customers 
ls Simply The Energy Cost. 

Staff devotes considerable testimony to devise the "real" 

cost of these electric boilers to KCPL's customers. (See, e.g., 

Ex. 28, pp. 33-39) These strenuous efforts were needed to attempt 

to inflate what the actual cost of KCPL's Plan is to its steam 

customers who accept the offer of electric boilers or space 

heating equipmJnt. 

All of Staff's testimony cannot change the real cost under 

the Plan to KCPL's steam customers who choose electric boilers--it 

is simply, and only, the cost of steam under the steara tariffs 

until the customers assume ownership of the boilers. The capital 

costs, and the operations and maintenance expenses are borne by 

KCPL until the customer assumes ownership of the boiler. The 

steam rates proposed by KCPL do not contain any allowance for 

these boiler costs, and they will be recovered on a prospective 

basis, if at all, after 1990 when the $3.2 million revenue 

deficiency in this case is finally phased-in. Thus, all of 

Staff's calculations of the costs of the "typical" electric boiler 

installation are irrelevant, because the steam customers aren't 

being asked to pay those costs. Further, Staff's calculations of 

the costs of "typical" electric and gas boiler installations are 

misleading, since Staff's consultants ~~reed with KCPL that the 

costs o[ such installations ilepend on the charlil.cteristics of the 

individual site. (Tr. 278; 325; E5. 35, pp. 8-10) There ls no 



custamur cannot make an informed decision with this complete 

packai• of information has not bean, and cannot be, explained by 

the Staff, Certainly, the eleven Customer Intervenors were able 

to make their choice without difficulty, and the rest of KCPL's 

steam customers will have all the necessary information they need 

to make their choice after the Commission issues its order 

authorizing termination. 

Staff apparently feels that KCPL's offer of electric boilers 

constitutes sharp dealing with its steam customers, in that the 

energy cost of steam is less than the electric energy cost needed 

to operate a corresponding boiler. This criticism is truly 

unfounded. Exhibit 51, Schedule 1 purports to show that the four 

test boiler customers would have all paid less under steam rates 

than under the corresponding electric rates. Unfortunately, Staff 

did not prepare this schedule so that one could directly compare 

the monthly steam bill with the monthly electric billing. 

However, if one multiplies the monthly Kwh consumption by the cost 

per Kwh, a meaningful comparison between the monthly steam and 

electric billings can be made as foilows: based on Staff's own 

evidence for its 1986-7 heating season, Stanley Sargent and Upsher 

Labs would have paid about the same uader the electric tariffs; 

McWhirter would ha.ve paid about $5 more under the electric 

tariffs; and Home Savings would have paid ~~oqnd $14 less under 

the electric tariffs. Thus, under t.h•.: Pla~ liUid the present levels 

of steam and electric rates, cust~rs who choose electric boilers 

would pay ~bout the 

electric or steam rates. 
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All of the evidence points to the fact that as 

time ~oos by, aleatrlclty will become more the energy of choice 

for heating needs. KCPL thus is not saddling its steam customers 

with an uneconomic heating choice. 

KCPL has stated that it has no objection to charging electric 

boiler customers the applicable electric rate rather than the 

steam rate, and the preceding paragraph shows that it will be in 

the customers' advantage over time for this to be done. KCPL's 

Pla.n not only addresses the needs of the steam customers, but it 

makes good economic sense as well. KCPL is not "paying" any 

amount to terminate its steam distribution business, other than 

the time cost of the capital invested in boilers and space heating 

equipment (Tr. 92-3). 

B. KCPL'S STEAM RATE PROPOSALS ARE JUST AND REASONABLE. 

1. KCPL's Rate Request is Dependent on the Commission's 
Decision Concerning Termination of Steam Distribution 
Service 

KCPL's steam rate increase proposal, originally at $5.8 

million, was not the main reason why KCPL filed its Plan; the 

central purpose has always been to obtain approval to terminate 

steam distribution service. KCPL has no desire to serve 

indefinitely at a loss, but in the context of this case KCPL 

agreed to stipulate to a Staff-calculated revenue deficiency of 

$3.2 mil lion. 

'~~ i 
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KCPL's steam rate recommendations are dependent on the 

Commission's decision regarding termnation of steam distribution 

service. If the Commission should approve KCPL's Plan in full, 

one of the elements of compensation KCPL is willing to provide to 

its steam customers is that steam rates will gradually increase 

over four years, as the present revenue deficiency is phased in 

without deferrals or the recovery of any carrying charges. (Ex. 

12, p. 15) In order to minimize rate disparities between steam 

customers who have converted and those who have not done so, KCPL 

has proposed that all steam customers, those still on the 

distribution system and those who have accepted boilers, be 

charged steam rates. However, KCPL does not object if the 

Commission determines that the customers who chose electric 

boilers should be billed under the electric tariffs. 

If the Commission approves KCPL's request to terminate steam 

service by 1991, but does not authorize KCPL to offer electric 

boilers and space heating equipment, KCPL is wi.lling to forego any 

steam rate increase for the remaining lifetime of steam 

distribution service as a type of compensation to the steam 

customers. As the Hearing Memorandum notes, no party opposes this 

proposal. 

If the Commission rejects KCPL's request to terminate steam 

distribution service, KCPL will continue tc operate the steam 

system in the interim while it studies 

oth~n· Uuu~ to 
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to no authority supportlni thla startling asHertion, and KCPL has 

tlllt fuund any CIHHl which has evon mentioned this novel way of 

excluding prudent investment fro~ rates. Indeed, Staff's 

suggestion is contrary to the Commission's rate setting 

obligations. 

The Commission must establish rates that are just and 

reasonable, Section 393.130 RSMo 1978, and in doing so must 

balance the interests of ratepayers and shareholders. Federal 

Power Commission v. Hope Natural Gas Co., 320 u.s. 591. There are 

no allowed exemptions from these requirements. Staff has not 

shown that its suggestion that KCPL recover only unquantified 

"prudent out-of-pocket expenses" is either just and reasonable or 

represents a proper balancing of investor and ratepayer interests 

It cannot be denied that KCPL's investment in Grand Avenue and the 

steam distribution system is prudent investment that is used and 

useful until the last customer is disconnected from the system; 

what can be the justification for the blanket exclusion of this 

investment from rates? How does setting a termination date 3 1/2 

years in the future so fundamentally change the nature of the 

investment or the service now being rendered to steam customers 

that rates can no longer reflect the investment and operating 

costs necessary to serve the customers? s·u.ff has provided no 

answer, much less a persuasive answer, to these questions. Until 

it does, its in~estm<:lnt exclusion proposal !lilust be reject@(!. 

1\CPL believes that its ptuu;;e-i!l propol!>al el!>tablisb'4UJ rate 

increases U>at a below the '$UP\il&ted ~l:l'a~"\able level of $3.2 
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conslderatlon the probable sales decreases which will increase the 

per unlt cost of service until the system is terminated. KCPL's 

phase-in is more than fair to its steam customers, and should be 

accepted if the Plan is approved. 

It is undisputed that KCPL failed by $1.5 million in 1986 to 

recover its "out-of-pocket" operating costs. Under KCPL's 

proposed phase in, rates will rise in the first year by less than 

$700,000 (13.5%). If the Staff's "out-of-pocket" theory is 

accepted, then rates should increase on the basis of the record by 

twice the amount KCPL has asked for in the first year of the 

phase-in! KCPL's phase-in rates thus produce rate levels below 

Staff's "out-of-pocket" theory, and should be accepted by the 

Commission in all events should the Plan be approved. 

Staff also opposes any rate increase if KCPL is not 

authorized to terminate steam distribution service. This 

opposition is tied to its proposal that KCPL look for purchasers 

of the steam system; a rate increase would most probably lead to 

customers leaving the system. Staff's opposition is untenable. 

If the Commission does not authorize KCPL to abandon steam 

service, KCPL retains its public utility duty to serve, and also 

retains its Constitutional right to just and reasonable rates for 

that service. In the short term, KCPL will be able to recover 

increased revenues caused by a rate increase in this case. (Tr. 

-!56) 
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Opinion No. 30, and KCPL's steam operation does not meet any of 

the criteria. Thus, steam operations proposed to be terminated by 

KCPL does not constitute a business segment for reporting 

purposes, and Opinion No. 30 does not apply. 

C. KCPL'S ENERGY AUDITS AND TEST BOILER PROGRAM DO NOT VIOLATE 

PROMOTIONAL PRACTICE RULES 

1. KCPL's Energy Audits Are Specifically Exempted From the 
Promotional Practice Rules. 

Staff raises the issue that KCPL's energy audits performed on 

steam customer premises violate the promotional practice rules. 

This issue is mostly moot, since 93 out of a possible 121 audits 

have been completed (Ex. 15, p. 7) and none of the costs of the 

audits is included in the stipulated revenue deficiency of $3.2 

million. However, the Staff's tortured reasoning and application 

of the rules should be reviewed and rejected by the Commission to 

avoid a similar future issue. 

~rom the very first announcement in 1985 of its intention to 

offer energy audits to its steam customers, KCPL has been 

forthright in stating the purposes of the audits: (a) a review of 

the customer's billings and present steam heating system; (b) 

providing customer measures that would improve the building's 

energy systems; and (c) d~velop preliminary plans regarding 

installation of electric boilers. (Ex. 15, p. 3) KCPL, in the 

interest of m<tuu~ogement efficiency, deci.ded to eombine the custoaer 



lndlc~tion of how much electricity thu electric boiler will 

consume, or how much the electricity 1~ estimated to cost, or 

anything regarding other operations and maintenance expenses 

associated with the electric boiler. (Tr. 494) 

Staff's direct testimony (Ex. 49, p. 6) contended that these 

audits were a prohibited promotional practice because they "focus 

on inducing steam customers to select an electric alternative." 

It is difficult to imagine a weaker "inducement" than these 

audits. They give no information regarding the costs to the 

customer of 0hoosing an electric boiler under the Plaq--they are 

completely silent on the projected amount and cost of electricity 

necessary for the boiler. Indeed, the only costs these audits 

present are the costs for the boilers to be offered under the 

Plan--costs which KCPL will shoulder! 

Therefore, it was Staff's direct testimony position that 

audits which told the steam customers nothing about the costs they 

would incur under KCPL's Plan were an "inducement" to select the 

boiler offered by the Plan. Staff perhaps realized that its 

direct testimony position was unsupportable, and raised a new 

argume~t in rebuttal--the audits were a violation of promotional 

practices rules because they constituted a "consideration" given 

to the b:1ilding owners to 111low KCPL to perform "work done on 

property ::->t owned by the utility." 50, pp. 

essence, 

5-6) In 
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$Omehow, if KCPL combines the energy audit and measurements into 

one document, KCPL has violated promotional practices rules. 

Staff's argument is illogical. 

It's KCPL's position that these energy conservation audits 

are excluded from the definition of promotional practices and, in 

any event, weren't done for the purpose of "inducing" steam 

customers to select the electric boiler option under the Plan. 

2. Staff has admitted that the test boiler program doesn't 
violate promotional practice rules. 

This issue is interesting because the Staff witness 

repudiates the Staff position that KCPL's test boiler program 

violates promotion~! practice rules. 

Mr. Mandacina explained that KCPL initiated a test boiler 

project to gain experience in designing and installing electric 

boilers in differing physical settings and gauging customer 

acceptance. (Ex. 14, p. 8) Five boilers were installed, and 

these test customers were charged, per Staff request, at the steam 

rate. (Tr. 189) These customers have no ownership interest in 

the boilers; they merely accept and pay for the steam that is 

produced. 

In the Hearing Memorandum (E1. 1, p. 154), Staff takes the 

position that this test boiler ~rogram violates the promotional 

practice rules, and that if KCPL's Plan isn't accepted, then KCPL 

should offer to sell the boilte'i'S to the affected customers. 

Ketter, 



continued to own, operate, and maintain the five 
boiler~ that are presently at the five customers' 
premhle111? 

A. One moment, please. 

Q. Sure. 

A. The promotional practice rule, again, [prohibits] 
the provision of that equipment to the customer. 
And if it would remain the property of the 
company, it is my opinion it would not conflict. 
(Tr. 484-5, emphasis added) 

KCPL has always retained ownership of the test boilers. KCPL 

has not offered to give the boilers to the test customers; only if 

the Plan is approved by the Commission will KCPL ma~e such an 

offer. By the Staff's own testimony, then, the test boiler 

program has not violated the promotional practices rules. 

v. 
CONCLUSION 

Central station steam distribution service is not viable in 

Kansas City. KCPL has presented a Plan which recognizes this fact 

and provides a suitable alternative for its remaining steam 

customes. It should be approved by the Commission as presented. 

Respectfully submitted, 
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APPENDIX A 

PROCEDURAL HISTORY 

In its Report and Order in Case Nos. E0-·85-185 and E0-85-224, 

the Commission established Case No. H0-86-139, and directed that 

KCPL file its steam sPrvice plan in that docket on or before 

May 1, 1986. KCPL requested an extension of time to June 1, 1986, 

for this filing in its Ap)lication for Rehearing, and filed its 

Downtown Steam Service Plan by letter dated May 30, 1986. 

Pursuant to the Commission's June 27, 1986 Order, KCPL filed 

on July 7, 1986 proposed revised tariffs containing (i) Revised 

Rate Schedules of increased steam service rates, ( ii) as an 

alternative thereto, Phase-in Rate Schedules of increase steam 

service rates, (iii) a Conversion Schedule dividing KCPL's steam 

service territory into various distribution areas and assigning a 

date certain to each area when steam service from Grand Avenue 

Station will no longer be required to be provided, and (iv) 

revised General Rules and Regulations Applying to Steam Service. 

The schedules of rates and general rules and regulations bore a 

proposed effective date of January 1, 1987. On Aug11St 25, 1986, 

the Commission issued its Suspension Order and Notice of 

Proceedings, suspending the effectiv~ ~ate of the tariffs to 

May 1, 1987 and setting a procedural schedule. 

An early prehearing conference ~as held ou October 1 and 21, 

1986. 

1987. 
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