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I. .!lfr!t..QQ!!CTION 

The initial question to be resolved by the Commission is 

whether Kansas City Power & Light Company (KCPL) should be permitted 

to go out of the central steam distribution business under the terms 

of the Conversion Plan filed by the Company. Despite the style of the 

case as an investigation of the service rendered by the Company, the 

Commission should treat this case as an application for authority to 

discontinue steam utility service by Kansas City Power & Light 

Company, with an ancillary rate case filing. The discontinuance of a 

public utility service is a serious matter from both a regulatory and 

an economic standpoint. From a regulatory standpoint, the Commission 

should be concerned with the individual customers who will be directly 

affected by the proposed discontinucmce. From an economic 

perspective, the Commission should be concerned with the effect of 

loss of one of three alternatives for utility heating service in the 

area in question. 

Staff has closely scrutinized the Conversion Plan of the 

Company, and found it defective in many respects; therefore, the Staff 

recommends that the Commission not approve the Company's Conversion 

Plan in its current form. Staff does not believe th«t the Company has 

met the appropriat~ standard for approval of its request to 

discontinue utility service ami h~s recOUI!ended denial because certain 

aspects of the plan are 

Al represent 

b'!#sioell~. tbe ~te~ cust~r~ ~"e~ f~1H. 

2% of KCPL'a~ 

attomtioo from 



it has becom~ clear that the Conversion Plan is motivated more by a 

desire for increased electric revenues than to ease the burden of 

transition on the customers. 

Although there is no evidence that the Company performed any 

cost-benefit analysis, the Company has budgeted $25 million for 

capital costs and the conversion plan may well cost the Company in 

excess of $30,000,000 ( $23,000,000 for electric boilers, $3,000,000 

for electric distribution, $1.5 million annually for the next three 

years for 

$.5 million 

operation 

for energy 

and maintenance 

audits). If 

of 

the 

on-si~e boilers, 

public convenience 

and 

and 

necessity call for continuance of central steam service by either a 

new entity or KCPL, the Company should not be permitted to "buy out" 

its obligation to serve in this manner. 

The Commission has the authority to deny KCPL' s Conversion 

Plan and refuse to permit KCPL to discontinue central steam service to 

downtown Kansas City. In addition, the Commission has the authority 

to refrain from granting the Company a rate increase at this _ time, 

even though a traditional revenue reGuirement calculated for an 

ongoing business has been stipulated to by the Staff and Company, if a 

sufficient public interest would be served by withholding the 

increase. especially if abandonment is per.nitted. 

The public it;terest reqllires that cer'l:ral steam service not 

be abandoned just because the wants cut of the business when 

the best option for the cust~rs ~y he c~tinuation of steam service 

s~ othll'lr daan ICI'L. Staff'$ is t~t tbh 

n. 



th@ mere fact that the enterprise or 
service is unprofitable does not 
utility in ceasing or refusing to 
duties. 

a particular 
justify the 
perform its 

(73B C.J.S. §9, p. 146). The requb:·ement that a public utility must 

seek state authority to abandon and must continue to serve absent that 

authority seems well settled. The special legal status accepted by 

the utility which devotes its property to public use carries with it 

the obligation to provide service until authorized to discontinue 

service. Michigan Consolidated Gas Co. v. F.P.C., 283 F.2d 204, 214 

(D.C. 1968). 

The fact that a public utility must obtain regulatory 

authority prior to discontinuance carries with it the implicit power 

of the regulator to deny that authority. By the same token, it does 

not place unlimited discretion in the hands of the regulators. The 

establishment of the standards for granting abandonment are not as 

concise as the statement of the rule requiring regulatory approval. 

The majority of court cases and 1-!issouri Cornm!.ssion cases involve 

abandonment of service by railroads. bus and truck companies. They 

establish some parameters for treatment of this issue. 

B. FEDERAL CASES 

Federal court ~ecisions i~volving gF-s utilities have treated 

the question of abandon~~nt ~s similar to the granting of a 

The primary 

~ court rul~d th~t 



(3) was there sufficient gas available from other sources to 

serve abandoned customers. 

Following this decision, the D.C. Court of Appeals stated 

that the burden of proof was on the company to show the public would 

not be disserved by the abandonment. The public interest was the 

ultimate concern and the FPC must consider all relevant facts to make 

a determination. Transcontinental Gas Pipe Line Corp. v. F.P.C., 

488 F.2d 1325, 1328 (C.A.D.C. 1973). 

C. lUSSOURI CASES - GENERAL 

The Missouri PSC has a long line of railroad abandonment 

cases where it has dealt with tllis problem. The Commissi.on has also 

had some minor abandonment/discontinuance cases involving gas, 

electric and telephone utilities, and two steam abandonment cases. 

The Commission and the Missouri courts have adopted the general rule 

that a public utility may not abandon service without Commission 

approval. In a case involving a street railroad, the Missouri Supreme 

Court stated that it had been repeatedly held by that court that the 

Commission has the authority to grant or withhold the right anc power 

to abandon a part or spur of a street railroad. (Cites omitted). 

State ex rel. City of Kirkwood v. P.S.C., 50 S.W.2d 114, 118 

(Mo. 193~). The Commission hat: also stated this to be the rule. 

McFarlane v. Southwestern Bell. 10 Mo. F.S.C. {N.S.) 210, 217 (1962). 

The Comm!aaion ehic~d t~ Kan~as ~~~ ~nd El~ctric Campau~ for tAking 

st~p$ to ~hcontinu~ arervic~ to n for 

to do $0. l Mo. P.s.c. 
u~.s. ' ' " ' . 

~ <e~t 

~~ ~t~r 
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utility service is the conv@rse of that applied in applications for a 

certificate of public convenience and necessity; that is, that the 

public convenience and necessity no longer require or demand provision 

of the utility service in question. The Commission has considered 

several factors in determining whether specific applications to 

discontinue service meet the standard and should be approved 

including: 1) whether the service is viable or not, 2) what the effect 

on customers will be if the discontinuance is approved - will the 

customers be as well or better off without the utility service? and 

3) whether the Company has considered all alternatives to going out of 

the utility service business. 

The Commission has looked at viability as a threshold 

question in terms of losses to the Company and demand for the service. 

The effect on customers of discontinuance of service has always been a 

primary factor considered by the Commission. The Commission has been 

concerned with whether acceptable alternative sources of service are 

available to the customers and in one case the Commission has 

authorized discontinuance only upon finding that all customers would 

be as well or better off \dth some alternatives than they were with 

the existing service. Finally, because of the significance of loss of 

a public utility service, the Commission has asked whether 

alternatives to llOing out of business are available and whether the 

Company has t:xamined all alternativt!s for their cust~rs in the 

context of the discontinuance. 

c-t#GiOD t>.a~ ~ 

~t:~ ~ 

lb1U:1 ~t; 

cd'lll'l 11m ret ~~ 

d\8 u 



R~: Culv~r .Y..!....Qt • .Totu~l!h & Grand Is!and R!I• Co., et al., 4 Mo. P.S.C. 

381 (1916). The case involved a complaint by a farmer after a 

railroad discontinued service over a local route. First the 

Commission held that a public service corporation may always be 

required to perform its public duties, although it may suffer 

incidental loss, "nd that service may be abandoned when sanctioned by 

the state. The CoU1111iasion held that abandonment could only occur 

where operation entails continuous financial loss, and even if 

operating at a loss, the service can be compelled if the public 

necessity requires. To abandon where there is a public necessity, the 

costs must be so great as to outweigh public benefit. 

In a later case, the Commission reiterated that operation of 

service at a loss did not necessitate approval of a request for 

abandonment. Re: Missouri-Kansas-Texas Railroad Co., 8 Mo. P.S.C. 

(N.S.) 68, 79 (1958). The Conmlission stated the standard for their 

decision as follows. 

The decisive issue to be solved is whether or not 
the public really needs tht: services these trains. 
The term "public convenience and necessity" is 
illusive and difficult to define but there are 
certain factors which .:an be used to determine 
what is necessary to ~scertain the extent of 
service required to satisfy the needs of the 
public. 

The Cot~Dission went on to list factcrs involved in looking at the 

public convenience Gnd 

cf 
ther~f, 
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The Conmd.uion pointed out that the public interest involved 

was the entire public, not just a few individuals. The duty to serve 

is dependent on the character of the service required and public need 

for its performance. The same analysis and discussion of factors was 

made by the Commission in Re: St. Louis-San Francisco Railway Co., 

17 Mo. P.S.C. (N,S,) 27, 30-31 (1972). 

The Supreme Court of Missouri reversed a decision of the 

Commission which denied authority to discontinue service in a railroad 

case. State ex rel. Chicago, Rock Island and Pacific Rajlroad Co. v. 

P.S.C., 312 S.W.2d, 791 (1958). The Court upheld application of the 

balancing test of losses resulting from the operation against the 

public benefit or convenience. However, in the facts of the case, the 

Court held that the losses being sustained in the operation of two 

particular trains: 

Id., 805. 

were so patently disproportionate to the public 
convenience and necessity then or thereafter to be 
served by the~ as to render the Order that they be 
continued unreasonable and arbitrary within the 
meaning of the public service commission statutes. 

The Commission has allowed abar1donment of electric lines and 

gas service where continuation of the service would be unreasonable. 

In Re: Kansas Gas & Electric Co •• ~pra, KGE sought a.xthority to cease 

all service in Missouri and surrender all c~rtificates of convenience 

and neces:~Sity. 

had 



In the Polo Gas case the Commission allowed the Company to 

abandon service where the supply of gas was not sufficient to provide 

safe and adequate service from the company's wells. Re: Polo Gas 

Service, Inc., 16 1-fo. P.S.C. (N.S.) 158 (1971). The Commission stated 

it would be d disservice to the customers to require Polo to continue 

service since that was a physical and natural impossibility. The 

Commission did inquire as to all possible alternatives and did 

establish a transition period before final abandonment was approved. 

In the Suburban Gas Co. case the Commission authorized a 

central propane system operator to discontinue service. Re: Suburban 

Gas Co., 13 Mo. P.S.C. (N.S.) 557 (1968). Suburban had lost many of 

its customers to unregulated propane distributors and planned 

residential development was not using propane but alternative sources 

of energy. The Commission found that for Suburban to continue in 

operation it would have to increase rates above those of competitors 

and it would lose more customers. Suburban had sho"to.TO that it had 

operated at a loss and was only keeping rates down with assets of the 

pax·ent corporation. The Commission found the public would not be 

adversely affected by the discontinuance since the corporate parent 

would provide service to Suburban's customers at the same rates. 

D. l-!ISSOURI CASE~ - STEM-! SERVICE 

The Commission has dealt with discontinuance of ste<mt 

service in Re: St. Josi~i!ph lliht & P01rer Co. (SJLP). 20 !>Yo. P.S.C. 

(N.S.) 279 0975). In its • SJLP claimed that its :.team 

f~cilities were in that the Company 

Md been <:lat~rs s fair return oo the 

ste~ bdlities 



into thlll fort:t>~eable future. ThEII:re had b!:lt!m heavy reliance on the 

syst®m by the steam customers and the decliflf! in the number of 

C\Uitomers was due mo:~.·e to urban renewal than customer switching to 

othEI!r sources of energy. 

The Commissior. refused to authorize abandonment in this 

case. The Commission stated that the total cost of providing heating 

by alternative sources had not been shown to be less expensive than 

steam in the immediate or long term future. The Commission denied the 

application, partly because the Company in calculating the effect on 

customers of a conversion to gas service did not consider the capital 

costs of the conversion. As lm1g as customers were willing to pay 

necessary costs, the Commission stated, it would not authorize 

termination of service. The possibility of termination in the future 

was left open depending on the presentation of clear and convincing 

evidence of the costs involved. 

Three years later, the Commission authorized SJLP to 

discontinue supplying steam service in downtown St. Joseph, once again 

applying the "reverse analysis of an application for a certificate of 

convenience and necessity." Re: St. Joseph Light and Power Co., 22 

Mo. P.S.C. (N.S.) 180, 182 (1978). The Commission founc that all 

customers but one had received an alternative source of heat, and that 

the last remaining customer had a suitable alternative available which 

was at a lower annual cost ov£r the long run than stea~ service. The 

Commission also found that the 

exceeded reven~s 

continuation vas not ~~oncmical 

found that disc©ntinuanee 

and that 

continu~d ~•x'illllk 



21 Mo. P.s.c. (N.S.) 466. (Case No. ER-77··107). This rate 

increase most likely contributed to the fact that the Company's 

customer level declined from 155 in 1974 to 16 in 1978 when the 

Company filed the second application for discontinuance of service. 

E. OTHER STATES - STEAM SERVI£~ 

Other jurisdictions have also dealt with abandonment of 

steam heat facilities. 

In Montana, two companies sought to abandon steam heat 

facilities. Re: Montana States Power Co., 26 P.U.R. (N.S.) 336 

(Mont. 1938); Re: Montana Power Co., 84 P.U.R. 447 (N,S,) (Mont. 

1949). Both steam heat facilities were built and operated as a 

by-product of electric generating plants. Those local generating 

plants were bypassed and were no longer used to supply electricity; 

thus, the steam heat facilities must carry the cost of their own 

operations. The Montana PUC found in Montana States that the steam 

heat facilities had substantial losses and abandonment was not 

detrimental to the public welfare. The PUC found Uontana States was 

not making a fair return on its steam facilities and its prospective 

business was highly unfavorable. 

In Montana Power the PUC found that to waintain the system 

would requir.e an 85 percent increase in rates. The loss of custooters 

was continuing. The PUC stated that before a utility was allowed to 

~bandon a fa~ility, it ~hovld use every means. including rate 

increases, to avoid ~bando~nt. In this cas~ t~ rate increase vas 

too to be authori~~d or effectlv~. 

The IHincia C01m1isd~ •att: mtb t~ iuue h1 

t~ 

f~ tMt t:~ 

~~' ~ 1~ ~ld 
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required th~ utility to provide propane storage for thou customers 

switching to propane. 

The Wyoming Commission addressed the issue in Re: Pacific 

Power & Light Co., 8 P.U.R.3d 452 (Wyo. 1955). H~re also steam was a 

by-product of electric generation. The Commission found the cost of 

rehabilitation was too high and the system was continuing to lose 

customers. The system was impossible to repair and a rate increase of 

4~ times present rates would be required for reconstruction. 

An Indiana case followed much the same factual situation. 

Re: Southern Indiana Gas & Electric Co., 61 P.U.R.3d 232 (Ind. 1965). 

There, the utility was multiservice, with steam heat a by-product of 

electric generation. Once the local generating facilities were 

bypassed, steam heat was left to pay for itself. The system was old 

and was continuing to operate at a loss and would need a 125 percent 

increase in rates to cover expenses. The Commission looked at future 

operations, replacement costs, continuing customer decline, the 

ability of the market to support the required rate increase, and the 

efforts the utility made to avoid abandonment. The efforts to avoid 

abandonment were the m,aintair.ing of noncompensatory rates over an 

extended period, and no customers had been refused service. The 

Commission found the utility had taken all reasonable steps to prevent 

abandor~nt. Finally, the Co~ission found that no substantial public 

need for th~ s~rvice was shl""il•>'n, and there was a less expensive 

alternative source of ~nerg~. 

~re h4ve ooen thrf;e ~orth ~tote ~hdoo deehioos 

Ou.er TaU fo. .. r 
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ebct:ric generation. The Company was experiencing losses and would 

have required a 21% rate increase to obtain a minimum rate of return 

on present investment, and a 156% increase to support a rehabilitation 

through installation of package boilers. No one objected to the 

abandonment of service, nor was the applicant's contention that it was 

not economically feasible to continue the service contested. A 

phase-out of the system was approved, with a compensation plan based 

upon "disconnect allowances" to be paid by the Company either to the 

City of Jamestown (which was apparently in the process of analyzing 

whether to establish a municipal steam heat utility) or to the 

individual customer. The compensation was in the total amount of 

$465,000 to be divided among the 147 customers on the basis of annual 

steam heat consumption in Iii. 1-year period. 

In December of 1968 the Northern States Power Company filed 

applications with the Commission requesting authority to abandon steam 

utility operations in the cities of Fargo and Grand Forks, North 

Dakota. Re: Northern States Power Company, Case Nos. 7529 (Grand 

Forks) and 7529, Sub 1 (Fargo), 1969 (unreported cases, uncertified 

copy of Findings of Fact, Conclusions of Law and Order attached as 

Appendix B and Appendix C, respe-ctively). Once again in both these 

cases st~am was & by··product of t:lectric generation which was no 

longer needed. In these cases the Coamissiotl also found that the 

public ~onvenience ~nd nec~s~ity did not r~quire continuance of 

operati~$. t~t ~~t~rnat@ ~~ns ~f were readily avai!sble to 

the ste~ heat usere, and that no on~ to aband~nt of the 

$te~ • except !ow a to exte~ the a~t date for 
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off~red to contribute toward the cost of converting to an alternative 

m~thod of space heating. The Company offered to pay: 

(1) two-thirds of the lowest competent bid for a gas fired 

boiler in the customers' building, including the cost 

of constructing an exhaust stack, 

(2) plus contribution for the higher fuel costs on a per 

boiler horse power unit basis, and 

(3) a percentage "bonus" if the conversions were completed 

in the first two years of the phase-out to offset the 

customers' fixed costs and maintenance costs associated 

with that early conversion. 

The Oregon Commission authorized abandonment in similar 

circumstances. Re: Pacific Power & Light Co., 61 P.U.R.4th 498 

(Or. 1984). The steam heat system was a by-product of now-bypassed 

electric generation plant. The system was old and inefficient. 

Reconstruction would be prohihitive and only a substantial rate 

increase would provide adequate revenues. The rate increase was not 

feasible. The utility agreed to a conversion committee to help phase 

out the steam heat system. 

Host recently, the New York Public Service Ccmmission dealt 

with the issue of steam operations in dow"Titown Rochester on its own 

initiative. Re: Rochester Gas & Electric Corporation. C~se ~os. 28316 

and 28612. {Uncertified copy of Ordt:r Issued July 11, 1984 is attached 

hereto as D. The C~i!>sion found that: ab.llndon~ent W&~lil 

ineviubh <tnd that the should fU~ a ~euHed for 

ab~ndoning th~ syst~ extent if any, to which 

cust~ra • con'\~r:!!ion Ct'{llt~ b1!l' the 

~lllil~t 
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take~or-p~y contl:acts lilt competitive ratt!s, The Staff argued that 

unhu rehabilitation took place, the system had lou its economic 

value, a process accelerated by the Company's release of its steam 

report and encouraging onsite altern~tives for customers. l~e Staff 

argued for a rate freeze and contended that compensatory rates were 

not appropriate in the situation, 

The Commission rejected the Staff's recommendation that a 

survey of customers as to interest in the take-or-pay contract service 

approach but accepted the Staff's recommendation concerning the 

setting of rates. The Commission stated "faced as we thus are with 

setting rates for reasonable phase-out period, we are willing to 

authorize only such revenues as may be necessary, given the existing 

number of customers, to cover the expenses incurred in providing 

service (supra, 19), The Commission permitted the Company to cover 

only out-of-pocket expenses. 

In its Order Affirming Abandonment Date issued April 4, 

1985, (uncertified copy attached as Appendix E) the Commission makes 

reference to the financial assistance plan filed by the Company, The 

chronology of the Rochester steam system transition to a user 

cooperative is summarized in the Direct Testimony of Staff Consultant 

Dahlen. (Ex. 28, p. 24-25). 

F. CONCLUSION 

Company to dbcontinue provhion f!f c~r.tral :~~tea< service in dm..-ntown 

Kansas • )'€i:uouri. the Coml!d.l!t~io."'l should det~n:;~d.ne vbetht!r the 

public ccn~ni~nc~ £nd no BUch ~ervice. If 
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availabl~ to steam heat, management efficiency and all other factors 

relevant to this question. 'l'he Commission should also examine the 

Company's Conversion Plan for appropriateness, in.~luding consideration 

of Staff's position that the Plan violates the Commission's 

promotional practices rule and interferes with the customer's ability 

to make a sound economic choice of alternatives. The Staff has 

analyzed many of the factors applied in the cases discussed above in 

making its recommendation in this case. 

III, TERMINATION ISSUES 

A. Sl~RY OF STAFF'S POSITION 

Staff recommends that KCPL' s termination plan be rejected 

because it does not meet the standard for authorization of 

discontinuance. Company has not made a clear showing that the public 

convenience and necessity do not require the steam system's 

continuation. The facts of this case show that it is not in the 

public interest, convenience anc! necessity to permit KCPI, to abandon 

its steam utility service under the terms of the Conversion Plar filed 

by the Company. There are still over 120 customers whose convenience 

and need for heat are still &~rved by central steam. This is 

evidenced by the fact that they still take steam service. The 

Company's two lsrttest customers are participating in this case in 

opposition to disccmtim.:ance of th~ service, which demonstrates an 

ongoing neeJ. And there !$ ~ serious ~~ether the other group 

of intervenor custo~r~ would support the 's Pl~n without the 

"'free ooi ler" 

u C~'INT!llion Pltm h in the 

imt~~iMJu that h 
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KCPL has not made a cle·1r showing regarding non-viability of 

the 11ystem, and did not fully investigate and evaluate available 

.. lternatives to discontinuance. Most notably, Company has refused, as 

a corporate policy, to pursue sale of the system to another entity and 

has, in fact, rejected any advances by interested purchasers. KCPL 

also refused to consider natural gas as an alternative for either its 

generating options or for an on-site heating option for its customers. 

The provision of electric boilers and space heating 

equipment to steam customers is inappropriate both from a regulatory 

and economic perspective. 

promotional practices in 

The plan violates the Commission's rule on 

that it provides an inducement to the 

customers to select electric boiler heat in lieu of gas boiler heat in 

the event the steam system goes out of business. The plan also masks 

the true economic cost to its steam customers of conversion to 

electric heating. Absent this incentive, and presented with the 

requirement of selecting an option to central steam heat, customers 

would be able to make an economic choice which is best for their 

specific circumstances. 

Also, the evidence does not show that the customers will be 

as well or better off without central steam service. In fact, if one 

discounts the provision of up-front capital costs and O&M costs of 

conversion to electric heat. the electric boiler alternative is the 

customers' most costly alternative to central ste.u~. Finally, the 

provision of boiler~!' h not <11n ~tood of 

custo~Hrli for filrCr!H! off cew:u:r~l su.n~ heJ<t. KCPJ. 

&dvoc&tes Us t.> furni :~~h the 

boil~rli &$ int~nd•d to e&:lle the 
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th® l!lham system ~.nd Company's actions or inactions in the marketing 

of steam. Th~ failures in the areas of marketing and management have 

caused the decline in the steam system and the Company should not be 

rewarded by the Commission with perfunctory approval of the request to 

go out of the steam business along with a significant rate increase. 

Although Staff b recommending that the Commission reject 

the Company's conversion plan, it is not proposing that KCPL be 

required to continue in the steam business indefinitely. The 

Company's neglect of the steam system and efforts to demarket steam 

heat in favor of electric heat have placed the steam system into a 

death spiral which KCPL probably could not reverse. The only likely 

salvation for the ste&m system is sale of the system to another entity 

with sufficient expertise and interest to revive the system. Staff 

believes it was improper for the Company to ignore this option and 

feels that the option must be considered before the Commission permits 

abandonment of central steam in downtown Kansas City, Missouri. 

The major elements of Staff's recommendation outlined in 

this summary will be discussed individually in the following sections. 

B. KCPL SHOULD NOT :BE PFFMITTED TO GO OUT OF THE CFNTRAL STEAM 
~US!~~SS WITHOUT FIRST F.XPLORING THE OPTION OF SALE OF THE 
HSTE¥ TO ANOTHER ENTITY. 

It is uncontroverted in the record that KCPL made a policy 

decision not to consider sale of the steam $ystem even though a 1981 

U::ll:. :U. p. l • l. :3-15. '!r. 159. l.-15, 4nd E,;:. 37, p. Ml-U). The 

MMI!i 
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by .~app'l:'oxim4!tdy 70% to maintain a viable operation, (Tr. 102-103). 

Thil Staff's cue, on the other hand, shows that it is not at all 

unlikely tho~~t a purchaser of the steam system could come in and 

commence operation, take some short term rehabilitation steps, 

commence an aggressive marketing campaign, and operate successfully 

without a rate increase. (Ex. 28, p. 21, 1. 3-25). Staff Witness 

Dahlen testified as to certain areas where a new entity would likely 

be able to cut costs below those of KCPL and on cross-examination he 

testified as to other areas where costs could be reduced if the 

purchaser were a governmental entity. (Tr. 305-306). 

It is Staff's position that none of the parties to this case 

can determine with certainty whether another entity can purchase and 

operate the system successfully. Certainly KCPL, with its track 

record of ineff:i.cient operation of the steam system, is not in a 

position to make this determination. By the same token, neither 

Staff, Commission nor intervenors can say with certainty what would 

happen if the Company were to solicit offers to purchase the system. 

Only by going through the sale option will this question be answered, 

and it will be answered by the marketplace. Staff can see no valid 

reason for the elimination of central steam service as an energy 

option for downtown Kansas City customers and the National Starch 

Company without first investigating this option. KCPL has certainly 

provided no valid r~aaon to evade this option. 

In <iddition. it b cl~l!r th<u: the C~any would not be 

nor 

ind~ t: .. t :t.e 
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negotiations to the C~1mmission along with the Company's 

r~commendMtions regarding those proposals. (Ex. 28, p. 17, 1. 13-21). 

The approach recommended by Staff Consultant Witness Derick Dahlen 

states that the request for proposals should outline the requirements 

thereof, including proposer's qualifications, the sale price, the 

approach to providing steam service, steam rates to be charged, and 

disposition of Grand Avenue Station. In addition, it is stressed that 

although proposers should be given sufficient time to prepare their 

bids, the process should be conducted as exp~ditiously as possible. 

(Ex. 28, p. 22, 1. 1-13). The Company did not directly respond to nor 

challenge the specifics of this recommendation. 

C. KCPL HAS NOT SHOw'N THAT THE STEAM SYSTEM IS NOT VIABLE. 

In terms of the physical condition of the steam system, it 

is obvious that the system is capable of continuing to provide safe 

and adequate steam service at least until 1990 in its present physical 

condition. The Company's phase-out of service plan would have 

required them to com:inue serving some customers until that date, and 

their revised proposal does not specifically mention any phase-out 

dates, but does still request a termination date of 1990. (Ex. 13, p. 

3, 1. 1-12). The study conductec by Staff engineering consultants 

from HDR Techserv indicates that the low pressure distribution system 

is in poor condition, {Ex. 34. p. 16, 1. 9-11) the high pressure 

distribution system is in relativ~ly condition, (!x. 34, p. 15, 

l. Hl-11) and the gen~r<1Ung facilitie~ ~re UlHible ~lthou&h overd.zed 

&md intd"ftdent. u:x .. 34, p. n. L H- p. U. l. 
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in downtown Kansas City, and would insure that the 
h~ating options of steam cuscomers in Kansas City 
are not prematurely foreclosed simply because KCPL 
wishes to increase its electric revenues. 

<lx. 40, p. 3, 1. 9-13), 

KCPL's poor record of management of the steam system shows 

that they are not a good judge of viability. The Company wants to 

sell electricity and get out of the steam business, and has had this 

intent for a number of years. Any lack of viability of the steam 

system is probably largely due to the Company's action and inaction. 

Their lack of planning, failure to deal with steam losses 

expeditiously and efficiently, and demarketing of steam have all 

contributed significantly to the current physical and financial 

condition of the steam operations. 

Staff's evidence shows that other central district heating 

systems throughout the country are thriving, and that district heat is 

enjoying & revival in this country. (Ex. 28, p. 24-26; Ex. 18, 

Sch. 2). Staff Consultant Dahlen's prepared testimony listed nine 

major district heating systems that have been sold since 1979. In the 

majority of the sales, the syste~s had been experiencing significant 

load losses prior to the purchase. In the period subsequent to the 

purchase, the operations have betor. successful. (Ex. 28, p. 22-26). 

Staff Witness F'eatherst0ne' s rebuttal testimony addresses the recent 

sale of the central cl:htrict ht:ating system in downtm.vn St. Louh, 

Missouri. a tra~~~ction which vas approved this Coa!~iihdon. Hh 

rebuttal tha St. Louh 

system. and ali!O t"WO oth~r l!lJSt .. O'~•'m~d ~Rial and their 

loa.d factor (b. li. p. 

~a~ 

st ... 

Ia 



Schedulti 32-2 of Exhibit 37. All this evidence shows that there is 

some potential for v:l.ability of the central steam system in Kansas 

City, Misst.•uri. Finally, the Company itself acknowledged the value of 

a central steam system to the economic development of the downtown 

area in testimony filed by Company Witness Mandacina before this 

Commission in May of 1983. (Ex. 17, Schedule 4-5, 1. 14-20). It is 

interesting to note that less than three years later the Company has 

apparently determined that the service is no longer so valuable. 

Company Witnesses Mandacina cited to differences in natural 

gas prices and landfill costs (Tr. 152-153), but was unable to 

adequately explain why central steam is viable in these other 

locations, but not in downtown Kansas City. Staff's assessment of the 

situation is that the lack of viability argued by KCPL is merely a 

self-fulfilling prophesy based on the Company's intent to make central 

steam non-viable in downto'l-m Kansas City. 

The engineering study performed by Staff Consultant Witness 

Hiller shows that a short-term rehab:!_litation program would cost 

approximately $2.675 million. (Ex 31, p. 1?, 1. 14). The Company is 

willing to sp..;;nd more than ten times that much tc implement their 

conversion plan. (Page 2 hereof unci Tr. 67). 

D. THE EFF'ECT OF KCPL 'S CONVERSION FI.k'l ON ITS CUSTOMERS WUI. 
NOT LEAVE THL"'f AS \."ELL OR RE'ITER OFF AS ~I'.rn CENTRAL STEAM. 

The tern1inaticn of central stea~ service wi1l be disruptive 

and inconv'<lnient for !(CPL',. custoaer£'. thh 

bet. {Ex. !2, p. 15, 1. 



Southtn:n Industries, who~>c \V'itness Albert Mauro tt:stified that that 

Company had not even examined alternatives to central steam until the 

Company presented ita .conversion plan, (Tr. 421, 1. 16-22), This is 

despite the fact that KCSI, according to Mr. Mauro, was constantly 

reviewing the energy needs and efficiency of their buildings. 

(Tr, 446-447). 

There is cnntradictory evidence in the record as to the 

results of a comparison of costs of energy only without the capital 

cost of on-site boilers. It is Staff 1 s position that even on an 

energy cost only basis electric boilers are the most expensive option 

for customers. (Tr. 506-507). However, Staff recommends, and 

Commission precedent would indicate, that the total conversion cost, 

including the capital expenditure and operation and maintenance of 

equipment be considered in determining the effect of discontinuance of 

utility service on customers. Re: St. Joseph Light & Power Co., 22 

Mo. P.S.C. (N,S,) 180 (1978). Because of this precedent, along with 

the fact that the tht provision of up-front capital costs of on-site 

boilers is a violation of the promotional practice rule, and the 

"masking" effect the offer of those up-front capital costs, Staff's 

analysis of the comparative costs and comparative positions in which 

the utility customers would be left includes t:he capital cost of 

electric boilers. 

The testinot()l of St~ff Ccnsultant Vo<itness Dahlen shows that: 

masks the ttu~~: t'ecnomic co!>t cf tiw ~:omrer~ioo to the cust~r. 

(Ex. 28. p. 11 1. 1-5}. lku::au!>~ of thh offu. the ~$t~r h 
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customers and on-site electric boilers was the moat expensive 

alternative. (Ex. 28, p. 37, 1. 16-25). Company Witness Levesque's 

rebuttal analysis also shows that the electric option is the most 

expensive of the three options studied - central steam, on-site gas 

boilers and on-site electric boilers. (Ex. 4 to Ex. 35 and Ex. 30, 

p. 15, 1. 18-22). 

Furthermore, it is not possible to quantify the intangible 

"costs" which will be imposed on the customers. These intangible 

costs are the converse of the intangible benefits described above. 

Thus, the Company cannot show that the customers as a group will be as 

well or better off without central steam service. 

E. THE COMPANY HAS NOT EXAMINED ALL REASONABLE ALTERNATIVES TO 
DISCO~~INUANCE OF CENTRAL STEAM SERVICE. 

The steam conversion study presented by the Company with its 

direct testimony purports to analyze 29 alternatives and indicates 

that the Company's Conversion Plan is the one in the best long-term 

interest of the steam customers. (Ex 12, Sch 1, Revision to Report 

p. 1). The Staff's evidence shows several alternatives which were not 

considered by the Company and the record reveals s~veral alternatives 

studied which were not reasonable or were not thoroughly examined. 

The most significa·r.c omis&ion is the Company's refusal to consider the 

option to sell the system, which was addressed in Section P above. 

The next most significant omission ~as the failure to 

consider r.i!iltural g~.-.. beth for ct-ntral ~u:e.~m: gt:'neration and for 

bo:Urec:r~ 
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Staff perceiv@s this a~ one more instance of the Company's focus on 

making more money selling electricity to those customers than they can 

selling them steam. 

KCPL's failure to consider gas fired on-site boilers for its 

customers was not in the best interest of its customers. The Company 

directed its energy audit consultant not to look at gas as an 

alternative, but on~y to examine the parameters for electric boilers. 

(Ex 42, p. 27, 1.13-17), The Company openly admitted their reason for 

this approach when Company Witness Beaudoin stated "The Company 

doesn't offer gas." (Tr. 91). Staff Consultant Witness Dahlen's 

testimony shows that gas fired on-site boilers would be a better 

economic choice for the average customer than an electric on-site 

boiler. (Ex. 28, p. 37, 1. 16-25). 

Finally, some of 

questionable appropriateness, 

the alternatives examined are of 

such as the option of centralized 

electrode boilers which would serve several large customers near or 

adjacent to the government. complex of buildings, but not to those 

government buildings. (Tr. 88-89) Another problem with this 

alternative was the intention to utilize an electrode boiler rather 

than a gas/oil fired boiler. (Tr. 91, 1. 8-11). 

F. KCPL liAS HIS}>f..ANAGF.D ITS STEAM OPERATIONS 

Staff's testimony shows dearly that KCPL has seriously 

neglected its ~te~m operations ov~r the ;ears as examined from several 

perspcoctiv~s. ~ta.ff C!:lntaJltlltnt Yitne1Ss Fuller teetified that the 

~ondition of the ste~ dbtribut!on syst• ill\ due to 

s failure to a ~intenance and 

for 
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dgnificamt amount of steam loues experitl\mced by the Company and the 

Company' a inattention to these losses until they reached an 

unacceptable level. (Ex. 34, Sch. 1-31). Staff Witness Tooey 

analyzed the Company's experiences with losses on the customer's 

premises.· (Ex. 44, p. 4, 1. 1-2) Roth these Witnesses addressed the 

cost of such losses to the Company. As stated by Mr. Fuller, "It 

takes as much fuel to generate a pound of steam lost as a pound sold." 

(Ex. 34, Sch. 1-31). 

Company Witness Mandacina admitted that the Company 

experienced "higher steam losses resulting from inadequate 

maintenance." (Ex. 37, p. 14, l. 14-15). Company Vice-President 

J. R. Niller acknowledged that the steam system's "step-child" status 

as to operation and maintenance was "generally agreed". (supra, 

p. 10, 1. 19-26). Staff Witness Bernsen interviewed Company officials 

who had bee·n responsible for operation of the steam system in the 

early to mid 1980s and learned from those Company employees the very 

limited nature of management attention that has been given to the 

stea~ operations over th~ years. (Ex. 45, p. 8-9). 

Shortcocings were also detected in the areas of long-range 

planning, maintenance activities and marketing efforts, as well as 

inattention to installation of management syst:ems for the utility 

system. These are discussed in the direct testimony of Staff 

Witue:ues Bernsen and Oligschbeger (b. 45 t'!nd Ex. 37. p. 5-24) and 

Staff Consultant Witness FUller {Ex. 34. p. 21. 1.18 - p. 22. 1.18 and 

Sch. 1-3~ 1-33). 

C. KC!"L HAS m>T MADE All FF'POI'T ro ~f SJ?IVlO: 00 ITS 
~~'W ~ LOOP. IT HAS ~ S1'U.K AS A 
KF~nMC ALn:DtA.rrn: n~Icrn .um snta u.s 
fOU~'ID A Ct.~~ M::TUIS l'MT CA.'!if U: ~UED 
AS n:l:sarrD iVlDDCI 
~~ ~ ~D(; 

!l~ 



alt~rnativ~ to electric heat. In fact, it was KCPL's policy to 

actively puuue off-peak electric load during this time frame. Since 

ste~m is one of three heating alternatives available in downtown 

Kansas City, it is imperative that it be marketed as vigorously as gas 

and electricity. Further, marketing is vital for the successful 

operation of a steam business. The expenses associated with 

administrative and Jeneral personnel, operating and maintenance 

personnel, distribution maintenance, return on investment, and 

depreciation are all essentially fixed. (Ex. 28, p. 12). Thus, 

additional sales are necessary to spread these fixed costs over more 

Mlbs. In short, an aggressive marketing program would have helped 

ensure the success and viability of downtown steam service in Kansas 

City. 

The evidence presented in this case supports Staff's 

contention that KCPL has not vigorously marketed steam. KCPL did not 

have a formal steam department until 1982 c.r.c does not have any 

employees whose sole responsibility is to market steam. (Tr. 171). 

All of the ether district heating systems surveyed by Staff have 

personnel responsible for marketing stesm. (Ex. 28, p. 13). Twelve 

of these systems huve personnel dedicated exclusively to the marketing 

of steam. (I d.). These twelve b)"Stems have an average of 1.8 

employees whose sole functivn is to market ste~. 1n contrast, it has 

ulways been KCPL's policy to use the ~&~ individu3ls to market both 

steam and ~lectricity. (Ex. 42, p. 7). 

Mr. :io~rt Grah4m, JCCPL'll! Direetor of ~h:trict ~rchl 

~avfi:: tb@ af!~~~r to a Staff hta 
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(Ex. 21). 

or hh consultant would have pretty much made up 
tlleir mind before we had an opportunity to have 
any input. 

Mr. Graham testified that this answer contains a general 

description of KCPL' s approach to marketing steam. (Tr. 208), In 

Staff's view, this is not an aggressive approach. It appears that 

KCPL' s steam marketing effort consisted of no more than presenting 

customers with rate schedules and providing rate comparisons when 

requested by customers. If a potential customer appeared to have made 

up its mind, KCPL did not pursue the matter. Thus, many potential 

customers w·ere not made aware of the intangible advantages of steam 

discussed in the testimony of Staff Consultant Philip E. Fuller. 

These intangible benefits include factors such as convenience, 

reliability, enhancement of the marketability of older buildings and 

architectural frtedom in the design of new buildings. (Ex. 34, p. 9). 

Staff maintains that these are items that would be of interest to a 

builder or developer considering heating alternatives. 

Staff's investigation in this case revealed that not only 

has KCPL d~emphasized the marketing of ste~ service, since 1972 it 

has been engaged i:J. activity that can only be termed dt:marketing. In 

a Memorandum to file, dated June 28. 1972. discussing possibl~ service 

to the uew MercantilE' Bank 11u:Uding. Mr. Graham stated that he told a 

commlt:ing iirll2 involved with cotUitruction of the building "that steam 

Staff 
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p. 9). He also stated at this meeting that it was unlikely that there 

was a study, analysis or report documenting this. (Id,). It was 

later verified in a Data Request that no such documentation exists. 

(Id. at Schedule 4). 

On April 3, 1987, Kr. Graham provided rebuttal testimony 

claiming that the statement in his 1972 memo was in reference to the 

fact that "[t)he old desuperheating stations used to supply low 

pressure steam were operating at or near their capacity." (Ex. 16, 

p. 7). Staff finds it noteworthy that Mr. Graham was unable to recall 

this at a meeting just three weeks prior to the filing of his rebuttal 

testimony and that KCPL produced no documentation supporting 

Mr. Graham's rebuttal testimony. Further, Staff was unable to find 

any documentation dur:f.ng its investigation indicating that KCPL w·as 

concerned about the system capacity of the desuperheating stations in 

1972. It is only reasonable to expect that docu~entation would exist 

if there had been a legitimate concern about something as vital as the 

capacity of the system. 

Staff believe~; the memorandmr. speaks for itself and provides 

evidence that KCPL was directing its marketing efforts toward 

electricity at the expense of stt:am as early as 1972, 

Mr. Graham's me~or~ndua is by no means th~ only evidence of 

KCPL' s demarketing of s: tean. 

KC~L's Director of 

Administration, dat~d 

Tn a ~monmdua from }!r. J. M. Evans, 

to Mr. J. R. Miller. Vice President 

"' 1981, the c.f the 

Jail .lin~ c .. ,rn Pr~u <h~reinafter "CPC") 
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of approach one would expect from a company dedicated to marketing 

In discussing whether to se.:ve CPC, Mr. Evans stated that 

"[n]ew market penetration together with this obligation to serve 

should be discouraged at this time." {!d.). KCPL's reluctance to 

serve CPC is confirmed by the following testimony of KCPL 's Chief 

Executive Officer, Mr. Arthur Doyle, in Commission Case No. ER-83-49 

wherein Mr. Doyle described KCPL's negotiations with CPC: 

Our immediate reaction a couple of years ago was 
no way do we want to get involved in expanding our 
service area or taking on a large load of this 
magnitude, 250,000 lbs. per hour, added on to our 
existing steam heat load. They kept coming back. 
They said we'll build to you. But the discussions 
never got serious until last summer, when we said 
can you take an interruption; can you be an 
interruptible customer? And they went back to the 
drawing boards and came back and said, yes, we 
can. That's when the discussions got serious 
then. And we started negotiations. 

(Ex. 43, Schedule 5-1). 

Thus, again, KCPL demonstrated that its approach to steam 

was one of demarketing rather than marketing. This takes on great 

significance with a large baseload customer like CPC. The following 

testimony of Mr. G:taham indicates the importance of a large baseload 

customer for KCPL's SLeam system: 

q. lo.'hat is the significance of having a large 
b.u.se load steam customer on a system ~uch as 
Kansas Citv Power & 'Light :s steam 
SJ$tt!1!11'1' • 

A. [Mr. Gr~haml Well, to 
ycu lo;ad <n:otmd 
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De11pite the fact that connecting CPC would have increased 

the baseload of the steam system, KCPL discouraged the connection of 

CPC. CPC eventually became a steam customer of KCPL but only after it 

agreed to be an interruptible customer and pay the costs of connection 

to the system. 

The fact that CPC was outside of KCPL's certificated steam 

territory indicates that not only was KCPL uninterested in adding 

customers within its service area, it was also reluctant to extend its 

service area to serve a large baseload steam user. 

Mr. Evans concluded his memorandum by stating that "[u]ntil 

such time as the Company develops a strategy for the future of the 

existing steam system, it is System Plannings' recommendation that 

KCPL' s oblig.ation to provide steam service not be expanded." (Id.). 

Mr. Evans' memorandum tends to contradict the testimony of 

Company Witness Mandacina who testified that he spent six or seven 

months in 1982 trying to secure CPC as a steam customer. 

A further example of KCPL' s unwillingness to extend steam 

service to new customers is provided in the testimony of Intervenor 

Witness Albert P. Mauro. !-!r. Mauro testified that he was previously 

employed as the administrator of the Truman 1-!edical Center. 

(Tr. 448). Mr. Mau1:o stated that in the course of his employment he 

inquired of KCPL 8S to whether Truman Medical Center could be 

connected to th~ steam ay$teQ. ). He wa~ told by KCPL that it 

would b~ too eo~u:ly to extend th!~!: sy~t~ to ~n Medical renter. 

(~.). 
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Station could be a problem in the not too distant 
future. We have referred this problem to Leon 
Boye~ and he has indicated that an executive 
!:!oBex decision will be necessary before any 
commitments can be made. 

(Ex. 42, Schedule 10-3). 

Thus, KCPL could not commit to serve the Vista absent an 

"executive policy decision". Staff submits that if an executive 

policy decision was rec;·Jired before a commitment to serve could be 

made, :l.t follows that KCPL seriously considered not providing service 

to the Vista. Moreover, an earlier internal KCPL memorandum 

addressing an inquiry from the Vista regarding steam service states 

that "we would propose to answer [the Vista's inquiry] that we do not 

have the firm capability to serve this load." (Id. at Schedule 10-2). 

This was apparently before KCPL investigated whether it had the 

capacity to serve the Vista. 

Despite this evidence, KCPL maintains that it has done 

nothing to discourage potential customers from receiving steam 

service. (Ex. 42, Schedule 11-2). 

As a result of KCPL' s efforts to demarket steam service, 

rumors began tc circulate in downtown Kansas City that the future of 

central station steam serJice was in doubt. To alleviate these 

concerns, on May 5, l982. Mr. J. A. Mayberry, KCPL's Vice President of 

Commercial Operations wrote a letter to the steam cuEtomers in ~~ich 

he stated: 

Contrary to lll~ ~rs. 
~bandon or tt>n1inate its 
s~nice. !r; filet, 
T.1itneaill our TliH!@!nt 
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el~ccric sales. The following testimony of Mr. Graham illustrates the 

inherent conflict between the marketing of off-peak electricity and 

the marketing of steam service: 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

(Tr. 219. 220). 

Mr. Graham, just for the record would you 
briefly explain the term "electric load"? 

[M:t·. Graham] The electric load here we're 
talking about the demand on the electrical 
system. 

And would you explain the term "steam load"? 
Am I correct in saying that its demand on the 
steam system? 

Yes. 

When is your period of peak steam load? 

During the coldest part of the winter. 

And when is your period of off-peak electric 
load? 

During the winter, some time not 
necessarily the same time. Probably our 
lowest peak demand on electrical system is in 
the fall or the spring. 

Rut the period of off-peak electrical load 
does overlap with your period of peak steam 
load? 

That's correct. 

Am I correct then in stating that conversion 
of steam customers to electric customers 
would increase off-reak electric load? 

!f th~t were to occur. yes. 

conflict with the ,.,."",. .. ~r . .,;~­

impl:y that t:b<tr~ b 



Schedule 15-3). The report further stated that " [ c] ommercial 

op•rations personnel are trained and will sell electric heating during 

!!! their contacts with builders, contractors, designers and, of 

course, with individual customers." (emphasis added) (Id. at Sched1.1.le 

15-7). As stated earlier, the same KCPL personnel are responsible for 

the marketing of both steam and electricity. 

Further, Revision One to the KCPLAN, prepared in February of 

1984, states that the development of programs to encourage off-peak 

electrical usage was a fundamental goal of KCPL. (Ex. 24). 

Mr. Graham testified that KCPL's long term goals are contained in the 

KCPLAN. (Tr. 218). 

One of the objectives stated in KCPL's Functional Plan for 

1985-86 is the conversion of the "maximum number of steam customers to 

electric heat". (E:{, '•2, Schedule 21-4). Mr. Graham testified that 

Functional Plans set "the goals and objectives that you're trying to 

accomplish." (Tr. 204). Thus, KCPL stated in a formal planning 

document that one of its objectives in the 1985-1986 time frame was to 

convert steam customers to electricity. Staff submits that this is 

clear evidence that KCPI. 's approach to steam service was one of 

demarketing. 

KCPL's corporate policy of promoting off-peak electric use 

at the expense of ste~m is reflected in other ECPL documents. In an 

August 3. l9S~ ~moranclum to various ECPL officials. including 

Mr. Doyle. Hr. B<!!rnllrd ~T. Jleaudoin. ECPL • $ Vice Pre~d.~nt. Finance. 

stated that ''ltl'L 11fant@i to ret~in thtl: d~t~ $te~ CU$t~r~ iU5 

'energy cu~~~r~' of KCPL~. ([x. 

Mr. ~e~uooin r..::~~ thtl 

ttndertue a 

to 

~u ~$ 

Mr • .,•ihia 

To achie~ ~~$ 

Dividoo 

._t~ ~t.- ~t-.t'~ 



devoting nun:keting attention to its steam customers until they were 

seen as having value to the electric operation. 

Similurly, KCPL 's Utility Steam Operations 1984 Progress 

Report, dated March 1985 stated that "[w]ith word that future sale of 

steam across the Missouri River was uncertain, the decision to no 

longer connect steam customers was implemented." (Ex. 38, Schedule 

6-7). 

Mr. Graham denied on cross-examination that KCPL's marketing 

effort was focused on off-peak electricity in the early 1980's. 

(Tr. 213, 214). However, he is contradicted by an answer he gave to a 

Staff Data Request wherein he stated that KCPL's marketing .emphasis 

turned to electric heat during this time frame. (Ex. 42, Sch. 14-3). 

Staff believes that KCPL's inadequate marketing of steam and 

the resulting rumors about the future of the steam system contributed 

to the decline in the number of steam customers from 1980 onward. 

KCPL' s failure to market steam and its unwillingness to expand its 

steam system apparently raised questions in the minds of customers and 

potential customers ~bout the viability of the system. The perception 

of KCPL's customers ~egarding the future anrl viability of the steam 

system undoubtedly affected their decisions about whether or not to 

remain ste~m customers. In short, KCPL's actions regarding the 

marketing of steam did nothing to instill cust~er confidence in the 

vb.bility of the ~team syst~m. To the contrary. KCPL' s de'!'Hrketir.g 
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Conversion Plan that it claims alleviates the hardship that 

termination will cause its customers. The Conversion Plan proposes to 

discontinue central station steam service in 1990 and terminate all 

steam service by December 31, 1995. As part of its proposal, KCPL has 

proposed a phase-out plan and has offered to provide on-site heating 

equipment in the form of either electric steam boilers or electric 

space heatinc equipment. Under the proposal, steam customers that opt 

to have on-site electric boilers installed will continue to be treated 

as steam customers and served under the applicable steam tariffs until 

they purchase the equipment, or until December 31, 1995, when 

ownership passes to the customer, Therefore, KCPL' s electric rates 

will not apply until ownership of the on-site electric boilers passes 

to the customer. Tho.se customers that choose electric space heating 

equipment will be billed at the appropriate electric space heating 

rate when the equipment is installed. As part of its plan, KCPI. 

installed test boilers on the premises of certain customers and 

contracted to have building energy use studies performed to determine 

the appropriate Eize of the on-site equipment. 

It is Staff's position that the Conversion Plan violates the 

Comtllission' s rule on Promotional Practices. Commission rule 4 CSR 

240-ll., 010(5) (G) provides the following definition of a Pron:otional 

Practice: 

[A]ny ccnlllid~ratior. offered or granted 
utility or its ~ff:Hbte t{'l any 
purpo~~. or • of 
perf)on to o::- use lllervice or 
serv:ict! of ~mch utHity. or to lili!i'lect or iru.ull 

to Ulile ll!Uch 



plu·tnttrsh:lp, corporation, a.~:osociation or other organization". 4 CSR 

240-14.010(E), 

Under the definitions just cited, KCPI.' s steam system is 

clearly a.r. ltffiliate and thus, subject to the rule. The steam 

operation is an affiliate because it is under the direct control of an 

electric utility, namely KCPL. (Ex. 49, p. 3). It is located in 

KCPL's Internal Services and Steam Operations Department and appears 

on KCPL's organizational chart under the Vice President of Operations. 

(!d.). 

Staff maintains that KCPL' s Conversion Plan violates 

sections 5 and 6 of 4 CSR 240-14.020. These provisions state: 

(5) The provision of free, or less than cost or 
value w·iring, piping, appliances or equipment to 
any other person is prohibited, provided that a 
utility, engaged in an appliance merchandising 
sales program, shall not be precluded from 
conducting legitimate closeouts of appliances, 
clearance sales ar.d sales of damaged or returned 
appliances. 

(6) The provision of free or less than cost or 
value, installation, operation, repair, modi­
fication or maintenance of appliances, equipment, 
wiring or piping of any other person is pro­
hibited. 

The Conversion Plan violates 4 CSR 240-14. 0~0(5) since it 

would provide steam customer~ with free o1· less than cost or value 

electric equipt!!ent. It viol&tes 4 CSR 24C-14.020(6) since it w<mld 

authorize the installation ~nd ~intenance of electric equipment at no 

• at 3). 

tEx. 49, p. 4). 
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on the total cost of conversion and would not be induced toward the 

electric option. (!cl.). Staff maintains that this is especially 

important in light of the fact that Staff's investigation revealed 

that electricity has the highest total cost of any alternative. 

(Ex. 28, p. 38). 

KCPL claims that it is offering the Conversion Plan as a 

means of allevi.:~ting the financial burden to its steam customers of 

converting from central station steam service to an alteruate heating 

source. (Ex. 15, p. 4). Staff submits that the evidence in this case 

demonstrates that this is not true. To the contrary, the evidence 

shows that the Conversion Plan is designed to induce KCPI~ 's steam 

customers to choose electricity as an alternative heating source to 

steam. (Ex. 54, p. 2). 

In other words, Staff believes that the Conversion Plan is, 

in reality, an investment strategy. (Id. at 3). This is indicated by 

a report entitled Conversion of Do~~town Steam System dated August 28, 

1984, which states: 

The cost of installing electric boilers and the 
related -;;•iring on the customer's property is in 
the order of S6.35 million. The expansion of the 
t!lectrical distribution system to carry this new 
load is :i:n the order of S3 million, n:aking a total 
of $9.35 million. This assumes that the company 
is iVilling, and could obtain commission approval, 
to pay for the installation of the customer 
utilization equipment:. For this invtastment, the 
comaanv can pick nt a 'IUXi- Of H)() MW of winter 
loa and annual ltJ~ iii .es o .;. • e 
winter commmpt!on wcth.t! e • At 
the ne\o·ly f:i.led 3. the winter 
revenue ~uld be 

'!."('>Uld 



Moreover, the evidence indicates that in 1984 KCPL believed 

that it h<id to do something to promote electricity over gas or face 

the possibility 0f losing these customers to KPL Gas Service. The 

Conversion of Downtown Steam System report expressed this concern when 

it stated: 

(Id.). 

The average price of steam on the KCPL downtown 
system is now aht.ut $12/~flb. At the present gas 
price, steam can be produced with a gas-fired 
boiler at a cost of under $10/Mlb. The removal of 
electric generation from the Grand Avenue plant, 
and the necessary related increase, would drive 
the cost of steam even further above the 
competitive price. These facts make it apparent 
that we must find an alternate method of sellin 
heat to t ese customers, or t s 
the Gas Service Company the run. 
(emphasis addetn. 

The report also addressed the question of whether KCPL could 

compete with KPL Gas Service if the steam customers had to bear the 

costs of converting to an alte1~ate heating source. It stated: 

(Id.). 

of 1a:~~; iill 

would ~ 

Tt is estimated that these steam customers utilize 
only about 1,000 BTU/lb. At the $12/Nlb price, it 
is equivalent to 4¢/Kwll: electricity. This ib 
energy only, with no capital costs or ~aintenance 
costs. The cost to convert a building from KCPL 
steam to natural gas would be about the same or 
less than converting tc an electric boiler ii the 
stack w·ere not a problem. It would be nearly 
impossible to get a stack up and out of 
buildings. The energy cost at $4. 
natural gas at 801 efficiency is about 
equivalent to electric boilers 
elect'!:icity. 



boil~rs or electric space heating equipment at their own expense would 

&m·ely cons:Ldex· the cost of electricity. 

The evidence is clear that KCPL believed that it was in 

danger of losing its steam customers to KPL Gas Service. 

Consequently, KCPL developed its plan to supply, install and maintain 

on-site electric equipment to serve the heating needs of its steam 

customers. This i: confirmed by the minutes of a steam meeting held 

on August 31, 1984 which state: 

The report of the Steam Committee on the 
Conversion of the Downtown Steam System dated 
August 24, 1984 was reviewed and discussed. It 
was decided that we should pursue a plan to 
convert the downtown steam system to steam and 
near-supplied by electricity. 

After discussing the probability of success with 
various marketing approaches, it was agreed that 
the market plan would include an arrangement 
wherein the company would supply and install all 
of the equipment at each customer location 
necessary to provide the heating or steam service. 
This concept allows the customer to be told that 
we are abandoning the steam distribution system, 
but continuing to supply steam service with 
company-supplied equipment. This plan would have 
to include a provision wherein the customer would 
be responsible for operating and maintaining the 
system, and would eventually take o~~ership of the 
equipment and be an electric heating customer 
rather than a steam customer. (emphasis added). 

(Ex. 42, SchedulE 27-3}. As Staff has eD~pbasized, this plan is in 

clear violation ~f the Commission·~ Proaotional Practices rule. 

Co~spicucu~ly absent in all these :!.nte~l 1\CP:t documenu. h 

any mention of a concern to alleviat~ the co~ts to ita st~ cust~rs 



ClUitomet' with a cash outlay and allow them to spend it on the heating 

alternative that best suits their needs. 

Another alternative KCPI. could pursue if it was genuinely 

concerned about its customers would be to leave steam rates at their 

present level, thereby giving customers relief from the high cost of 

steam while allowing them time to examine the available alternatives, 

(Ex. 50, p. 4). Instead, KCPL is proposing to phase-in a steam rate 

increase of 13.5% per year over the next four years, The phase-in 

will have a significant effect on the steam customers that have chosen 

on-site electric boilers because they will pay higher operating costs 

as the steam rates increase. (Ex. 49, p. 11). When steam rates reach 

the point where they are higher than electric rates there will be a 

strong incE::ntive to buy the boilers and be charged the electric rate. 

(Id,). Therefore, it is Staff's position that, if approved, this 

phased-in rate increase will provide steam customers with an 

inducement to purchase electric equipment prior to 1995, thereby 

ensuring that they will be charged electric rates. 

As noted earlier, KCPL asserts that its Conversion Plan does 

not violate the Commission's Promotional Practices rule. (Ex. 1, p. 

6). It further &r.gues that in the event the Commission finds that the 

the plan violates the ':ule, the Cormission should allow it as an 

exception because it was dtfveloped to address a unique situation, 

nmnely the out of ce:ntr<ll statio:r, ste&m 1u.~rd.ce. 



lilr~a. Furthermore, the rule does not allow exceptions for "unique 

situation!\!". Therefore, no exception is warranted. 

In summary, Staff believes that KCPL' s Conversion Plan is 

not motivated by a concern for steam customers and was designed by 

KCPI. for the purpose of retaining steam customers as electric 

customers. Staff contends that if the electric alternative to steam 

were truly advar1tageous, there would be no need for KCPL to offer to 

supply and install electric equipment at no cost to the customers. 

Furthermore, as noted earlier, Staff believes that the electric 

alternative is the most expensive and that KCPL' s Conversion Plan 

masks the true cost of this alternative. (Ex. 38, p. 28). The 

Conversion Plan is in clear violation of the Promotional Practices 

rule and the rule contains no provisions for a variance in a situation 

such as this. 

KPL Gas Service has provided testimony requesting that if 

KCPL is authorized to offer free electric equipment, KPL Gas Service 

be authorized to make a similar offer. (Ex. 57, p. 2). The proposal 

of KPL Gas Service would allow it to provide on-site gas fired boil~rs 

and chillers and charge rates which are equivalent on a BTU basis to 

those set by the Commission for KCPL' s stea~ service until 1995. 

(Id.). This proposal is very similar to KCPL's Conversion Plan and it 

is Staff's position that like the Conversion Plan, it is in violation 

of s~cti~ns 5 and 6 of 4 CSR 240-14.020. 

IV. RATE lSStl'~:S 
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have ~tipulated to a steam heat revenue deficiency based on a 

traditional rll!vtlnU@ requirement basis for ongoing business in the 

amount of $3,237,728 (rounded for purposes of discussion in this Brief 

to $3.2 million). This number was stipulated to solely for purposes 

of arriving at a negotiated dollar value and does not constitute a 

Staff recommendation. (Ex. 1, p. 10). 

Specific ... dly, if termination of service is contemplated or 

sale of the system is to be pursued, traditional ratemaking is not 

only not required but is inappropriate. This is true from a 

regulatory, economic/market, or practical viewpoint. From the 

regulatory standpoint, the Market Railway and Rochester Gas & Electric 

cases provide some precedent and guidance for situations where 

economics or utility actions have rendered traditional ratemaking 

principles inapplicable. The Market Railway case involved a street 

railroad which was experiencing severe losses under increased rates 

which had been approved by the Commission. The Commission found that 

the increased rates had resulted in reduced ridership and revenues and 

no improvement it; the. quality of service being offered. The Company 

was competing with F. municipal railway system whic'll charged lower 

rates. The Commission authorized a reduction in f&res, and the 

Company appealed. The Supreme Court held that there "as no violation 

of the due precess clause when the Commission took into consideration 

the practical results of rat~s it set. The Court observed that the 

<'lin ~ld a fab: r~tvrn on 

th• pr•~ent f•ir thh 



• 
to ablt!.ndon trG~dit:ional ratemaking principles when the alternative 

approach utilized did not place the Company in any worse position. 

In the Rochester Gas & Electric rate case, the New York 

Public Service Commission acknowledged that sound marketing principles 

in the Market Street Railwa:r decision permitted setting rates at a 

level which would recover out-of-pocket expenses during the 

termination phase-out period other than using traditional ratemaking 

principles. Re: Rochester Gas & Electric Corp. , supra, 19. The 

Commission stated "this level of allowed rates is reasonable because 

it reflects the inevitable fate of the system while allowing the 

Company to recover its prudently incurred expenses." Id., 21. The 

Commission also stated that the consolidated company return resulting 

from the out-of-pocket rate was reasonable even under ongoing business 

criteria. 

From a.-. economic/market perspective, regulators, serving in 

the role of a quasi-surro~ate for competition, should be guided in 

setting rates for utility operations which are being discontinued by 

the pricing which would be done in a co~petitive market. As stated in 

the Rebuttal Testimony cf Staff Witr•ess Curt Uuttsell, "once a 

decision has ~een made tc terminate a complete utility service within 

the next few years. the relevant ccsts for purposes of establishing 

reasonable rate levels are the cc£ts 1ooilich could be saved or avoided 

by shutting do~~ the operation " (Ex. 56, p. 7. 1. 6-11}. 

Dr. Huttsell's Surr~buttal 
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inVIill§tigation of the sale option will jeopardize the likelihood that a 

buy•r will be found for the ayst~m. 

A. IF KCPL 1 S PLAN IS REJECTED 

If the Commission rejects KCPL's conversion plan, it should 

not accept KCPL' s pruposal stated in Company \>litness Beaudoin's 

rebuttal testimony that the $3.2 million traditional revenue 

deficiency should be reflected in steam rates. (Ex. 13, p. 7; 1. 

S-7). 

The Commission should freeze steam rates in the event that 

it adopts Staff's recommendation and orders the Company to solicit 

interest in sale of the system. The freezing of steam rates in the 

event that sale of the system is to be pursued is absolutely essential 

to preserve the customer base and make the system as attractive as 

possible to interested buyers. Approval of a $3.2 million revenue 

increase would be de facto approval of the plan, because the higher 

rates would force customers to leave the system for alternate heating 

sources. (Ex. 17, p. 36-37). 

As stated above. the Commission is not bcund to utilize 

traditional rettl:!makiug, which is based on a business as ust1al status 

when the Company is not truly operating as usual. KCPL' s actions 

toward getting out o.f the steam business have removed them from the 

business as usual cat~g0ry. 

B. IF KC?L 'S PLAN !S ACCEPTED .ru.•m THE CQMPM"V !~ AtmiDF.IZED TO 
PF-ASE OtiT ~'!'L\M SERVICE AJ.~D OFFER JIO!U:RS 

t~ $3.2 ~illion tr~~ition&l 

• p. 



abov~. Instead, rate$ 1hould be set at a level which will reflect the 

fact that stcuam operations are not an ongoing concern. These rates 

should permit only the recovery of prudent out-of-pocket expenses 

required to continue safe and adequate service. In the alternative, 

the Commission could set rates at a level which would maximize the 

Company's net income from the system or minimize net losses during the 

remainder of the phase out period, The data available in this case 

does not permit a calculation of appropriate rates under this 

scenario; therefore, the Commission should require KCPL to come forth 

with information and analysis which show the appropriate rates to be 

charged from nm.r to the end of termination. (Ex. 17, p. 41-42) • 

C. IF KCPL IS ALLOt--TED TO PHASE OUT STEAM SERVICE, BUT NOT OFFER 
BOILERS 

KCPL first stated its position under this scenario in the 

Hearing Memorandum (Ex. 1, p. 12) and restated that position in the 

Rebuttal Testimony of Company Witness :Beaudoin. (Ex. 13, p. 3, 1. 

1-7). KCPL has committed not to raise base steam rates from present 

levels if the Commission allows it to phase out steam service but does 

not permit the offer of the "free boilers" so long as termination of 

steam service is pe1~itted on or before December 31, 199C. (Id.) Staff 

does not object to this approach. {Ex. 1, p. 12) 

V. IF KCr:t • S CONVERSION PLAN IS APPROVED. CUSTOMERS WHO RECEIVE 
ELECTRIC BOILERS SHOtf.LD EF Cl~G!D Th~ APPROPRIATE ELECTRIC RATE. 
IF THE: PROPOSAL OF KPJ. GAS SERVICE IS CUSTOMERS WO 
RECEI"JF ELECTRIC SHOULD BE CHARGED APPROPRIATE 
EI.EC'TRIC RATE ~D 1<.1W RECEIVE C-AS SHOOUl B:F. 
CHARGED ~F APPROPRIATF ('jlS RATE. 

t~~ C~i~doo. Stiiff 
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Staff beli~ves that the General Service Schedule (GS or GL), 

which offers a aep.n:ately metered space heating rate, or the General 

Service--All Electric (GA) Schedule should be used for customers that 

opt for electric equipment. (Ex. 49, p. 9). The electric facilities 

and metering ;n·qmgement of each customer would determine which 

electric schedule would apply. ( Id.) • Steam rates are not 

appropriate for th~se customers because such rates reflect the cost of 

providing steam service from Grand Avenue Station through a central 

distribution system, not the cost of providing heat with electric 

boilers located on a customers premises. (Id. at 9). Staff believes 

that any electrical consumption on a customer's premises should be 

metered as such and billed from the appropriate electric tariff. 

Staff also believes that it would be feasible to design a 

steam t·ate based on the cost of electric energy and the cost of an 

on-site boiler if KCPL's Conversion Plan is approved. (Id.). The 

recovery of the capital cost of the equipment, operation and 

maintenance expenses as well as the cost of energy would be included 

in this rate. (Id.). The capital costs could be amortized over a 

reasonable life to recover the cost of the equipment and the 

installation. {Id.). 

If the proposal of KPL Gas Service is approved, Staff 

reco~ends that the appropriate gas and electric tariffs apply. 

Again. the s.te;;m rate would net be proper since it doe~> not reflect 

p. ~n. 
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tf thes~ co~ts were includ~d in rates the coat of steam would increase 

$.91 per Mlb. of steam sold. <!2·>· 

included: 

Staff's investigation revealed that the Energy Audits 

An identification of steam uses which might 
be converted to resistance heating or heat 
pump, ~hereby eliminating or reducing the 
requirement for on-site steam generation. 

A determination of the required capacity of 
an on-site electric steam boiler or other 
electric equipment. 

Provision of a schematic design for the 
installation of an on-site electric boiler. 

The furnishing of complete design services, 
preparation of drawings and specifications 
and checking shop drawings for the electric 
boiler installation. 

(Ex. 42, Schedule 24-4). 

Staff does not believe that the primary purpose of the 

energy audits was to seek conservation measures and improved energy 

management systems for KCPL' s ste-am customers. (Ex. 54, p. 9). To 

the contrary, Staff believes that the energy audits were self serving 

in nature and constitute a violation of the Promotional Practices 

rule. More specifically, the energy audits violate the provision 

contained in CSR 240-14.020(2) which states: 

The furnishing of consideration to any 
pet'son fer work done or to b~ done en property not 
owr.~ci or otherwise po~$e~~ed by the utili~v or ita 
affili~te is prohibited except for ~tudies to 
dau:en;;;ine ~d 
to ~hew 

Thte rul~ ~ 

det~mi~ 

f~uill of 
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was instructed by KCPL not to examine the comparative costs of gas as 

an ~lternative to steam. (Ex. 49, pp. 6, 7). 

The rule provides a further exception in 4 CSR 

240-14.010(G)(8) by allowing utilities to render technical or 

engineering assistance to the customers. However, it is Staff's 

position that the energy audits went beyond what is contemplated by 

this exception. (~x. 50, p. 6). The type of assistance contemplated 

by 4 CSR 240-14.010(G)(8) involves assistance in determining a 

customers utility service needs or the answering of questions about 

equipment operation and load requirements. (Id.). It does not allow 

for the sizing of electrical equipment, provision of schematic designs 

for on-site electric boilers, and site preparation for electric 

equipment, all of which were included in the energy audits. (Id.). 

As indicated earlier, Staff submits that the evidence in 

this case indicates that the energy audits were conducted for the 

purpose of inducing steam customers to select electricity as an 

alternative heatiug source to steam. This is supported by KCPL 's 

response to Staff Data Request No. 622, wherein KCPL stated: 

The int:ent of the Steam Conversion Plan was to 
retain all steam customers as heat customers. 
This could not be accomplished by furnishing gas 
boilers. F.nergy l-iasters was !nstructed to study 
electric a!ternatives only. 

(Ex. 42, Schedule 25). 

Further confi1~tion of this i$ cont£ined in the testiaony 

of Mr. Gr~hMll: 

Q. 

\Jiias ~udit!l -- was 
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wcn:e to be examined for rt~lplacing the 
customers cent:n11ly supplied steam? 

A. It was our intention to be able to supply the 
customer with an alternate electrically 
driven system. 

(Tr. 407, 408) • 

Thus, the term "energy audit" is misleading in light of the 

fact that EMC examined only electric alternatives. 

Despite this ~vidence, KCPL continues to maintain that one 

of the primary purposes of conducting the energy audits was to provide 

steam customers with information on energy conservation. (Tr. 405). 

Staff finds this difficult to accept in light of the report on the 

energy audit of the Home Savings Building attached to Mr. Graham's 

testimony. (Ex. 15, Schedule 1). The 28 page report contains just 

1 1/2 pages of energy conservation recommendations. The 

recommendations include things such as installation of storm sashes on 

windows, blocking up windows in elevator shafts, and cycling the 

toilet exhaust for "OFF" in the unoccupied mode. (ld. at Schedule 1, 

pp. 13, 14). Nr. Graham testified that these are representative of 

the type of conservation r~commendations produced by the energy 

audits. (Tr. 405). Staff finds it noteworthy that the bulk of the 

report contains information of aid to KCPL's planned conversion of its 

st~&m customers to electric customers. (Ex. 54, p. 13). 

It is inconceivable to Staff that KCPL ~ould spend a total 

of $413,940 to provicle its cust~rs with improved conservation 



~quip111ent in .a particular bu:i.lding. (Id. at 11). The data produced 

by the energy audits also enabled KCPL to estimate the. amount of 

potential increased electric sales revenue that would result from the 

installation of electric equipment. 

VII. THE TEST :BOILER PROGRAM IMPLEMENTED BY KCPI, VIOLATES THE 
PROMOTIONAL PRACTICES RULE. 

KCPL conducted a tesc project for the purpose of 

establishing the operational feasibility of converting customers to 

on-site eleetric boiler steam supply. (Ex. 14, p. 8). The test 

project involved the installation of KCPL owned on-site electric 

boilers on the premises of five KCPL steam customers. KCPL stated 

that the test projtct ?rovided it '-lith experience in designing and 

installing the boilers as well as in determining customer acceptance 

of on-site electric boilers. 

Staff believes that the test boiler program played the role 

of predecessor to the Conversion Plan and that it was undertaken for 

the same promotional and investment reasons as the Conversion Plan. 

(Ex. 54, p. 8). Therefore, Staff believes that provision and 

installation of these test boilers by KCPL to certain of its steam 

customers violates section 6 of 4 CSR 240-14.020. (Ex. 49, p. 6). 

In the event that the Ccmmission does not adopt the 

Conversion Plan, Staff bt<lieves that the cust~rs who have had test 

boilers installed on their 

this equiplMmt. 

t~st boil~r should be 

should be afforded the option of 

) . Cu:u:~rs 'Who opt tc ptn::-chase a 



VIII. CONCLUSION 

F~r all th~ reasons stated her~in, Staff recommends that the 

Commission adopt Staff's position in this case, 

Respectfully submitted, 

You 
Deputy Genera Counsel 

Q:;:h. ;.~~~ 
Assistant General Counsel 

Attorneys for the Staff of the 
Nissouri Puhlic Service Commission 
P.O. Rox 360 
Jefferson City, Missouri 65102 
(314)751-7499 



BEFORE THE PUBLIC SERVICE CGr1!1HSSION 

STATE OF NOHTH DAKO'rA 

* * * * • * ~ * * * • 

In the Natter of the Application of l 
Otter Tail Power Company for Authority 
to Abandon Stea~ Heating Utility 
Service in the City of Jamestmm, 
North Dakota. 

FINDINGS OF FACT, CONCLUSIONS 

OF LAvT, AND ORDER 

Appendf.x A 

Case No. 8635 

On January 23, 1973, Otter Tail Poner Company (Applicant) 

filed a..r1 application with this Corr.mission requesting authority 

to discontinue its steam heating utility service in the City 

of Jamestmm, North Dakota, on or before July l, 1975. A hearing 

on said application •vas held in the Courthouse in Jamestown, North 

Dakota, on the 19th day of April, 1973, :pursuant to notice given 

all interested parties as required by law. The folla.Ting appear-

ances were entered: 

C::.""RUS A. FIELD, LW1deen & 

Hoff, Falls, Hir~esota, 



DANIEl', E. BUCHAl'!AN, Jamestown, North Dakota, appearing 

as attorney· for• the Ju.mestO'.m Steam Heat Patrons, Protestant. 

W.~ACE M. OlEN, State Cupit91 Building, Bismarck, 

North Dakota, Chief Engineer for the Public Service Corrnnission. 

ROY PAE'I'ZKE, State Capitol Building, Bismarck, North 
I 

Dakota, Chief Accountant for the Public Service Corrnnission. 

After considering all relevant evidence of record, 

the Corr.mission now makes and enters the following Findings of 

Fact, Conclusions of La,.,, and Order. 

FINDINGS OF FACT 

I. 

The Applicant, Otter Tail Pov1er COffipa..'!1y, is a cor-

poration authorized to transact business in the State of 

North Dakota a.11d is providing service as a public utility 

producing and distributing ste&~ for space heatir~ in the City 

of Jamestovn, North Da.h::cta. 

II .. 

for 

in 



III. 

Applicant's steam production facilities to provide 

heatj.ng utility se1•vices are presently used jointly for its 

electric operations. The electric generating units in Jamest~,rn 

are comparatively small in size and relatively inefficient by 

today' s sta.ldards. The economics of electric generation <rith 

larger units at other locations in the Applicant's system 

(including the nei·T large plant at Big Stone, Snuth Dakota, 

which is scheduled to go into operation in 1975) and through 

interconnections •·rith other utility systems make it economically 

infeasible to utilize the steam production facilities for gener­

ation of electric energy at Jamest~.m. . The economics of 

electric generation are further adversely affected by the need to 

meet certain air quality standards by July 1, 1975. Applicant 

plans to discontinue and phase out of operation the electric 

generating facilities in Ja'l!estrnm by July 1, 1975. 

IV. 

Applica~t 1 s steam production facilities in Jamestown 

could not be operated on an economical basis to provide only 

steam heating utility service ¥ithout costs which 

vould r\:?qutre rates to users. 

It to 



a reasonable x•et.tu'n upon the investment necessary to provide 

such service. Alternate sources for space heating are available 

in the City of Jamestown. 

VI. 

Even under the present joint method of production of 

steam for both electric generation arid space steam heating, 

the rates presently established and in force do not provide 

an adequate return on the investment required to provide said 

service. The testimony shrnvs that Applicant is presently 

sufferir~ a net operating loss from the operation of the steam 

heat utility and IWLUd need an increase in rates of approximately 

21.3% in order to obtain a minL~um rate of return on Applicant 1 s 

present investment. The testimony further shrn•s that upon the 

phasing out of the electric generating plant in Jamestown, if 

Applicant should make the necessary investment to furnish a 

steam production plant ~•ith what are called 11 package boilers 11 

and then continue to operate the steam heat utility alone, 

togetl1er 1-rith the othel' necessary factors invol\'ed in the 

operation &~d mair.tena~ce of the steam heat utility, Applicant 

l·rould need a rate in~rease to the stea:n users of to provide 

a minimum l'ate of l'eturn upon the investwent necessru:r to 01m 

and operate the stea."n heat utili at the 

and the concl<ls 

:for 



VII. 

Public convenience and necessity do not require the 

continuance of Applicant's steam heating u~ility in Jamestrynn 

beyond the heating season of 1974 - 1975, or beyond July l, 

1975, as a deadline, or such earlier time as ste&~ heat 

customers have completed arrangements for other means of 

space heating. 

VIII. 

The discontinuance of ste&~ heating service in Jamestown 

will require the existing steam heat customers to obtain other 

sources of space heating, and the Applicant's plan that the 

actual discontinue.nce of service 1-rill not be finally effective 

until july 1, 1975, or such earlier date as the customers shall 

have obtained other sources of heatiP.g, •rill provide time for the 

customers to obtain such other sources of heating. To aid the 

steam heating customers in providing for other sources of 

heating, Applicant has offered to contribute to the cost thereof 

by making certain disconnect all0\<&'"1ces. Otter Tail and the 

City of JamestO\;n ha~te agreed that the agg"!'egate total amotmt of 

disconnect allowances to the stea.u heat custaners in JamestO\ffi 

shall be the sum of $465, this total az::~ou11t to be divided 



will maka t;ht;;: puyment to any such customer direct to tre c..tstomer 

at the time of disconnect1.on, and the amounts of such payments 

will be deducted from the total SLun of $1~65,000. The minimum 

payment to any one customer shall be ttle sum of $700. 

In addition 1:c4 and supplementing, the foregoing, Otter 

Tail and the City of ,Tamesto~m have entered into a Memorandum of 

Agreement, which has been received in evidence in this case as 

Delayed Exhibit No. 3, •rhich Memo!'andum of .Agreement is hereby 

referred to and incorporated herein by reference. Said Memorandum 

of Agreement, among other things, provides that, in the event the 

City establishes a l-1unicipal Steam Heat Utility, Otter Tail will 

transfer and convey certain properties to the City, and the City 

will lease back certain properties to Otter Tail, and the City 

will purchase certain properties from Otter Tail, and Otter Tail 

t-rill retain certain items of property, and that the parties will 

do and perform various matters and things as therein mutually 

agreed to, and at the times and for the considerations therein 

provided. Said rt.emorandum of Agreement also p1•ovides for certain 

details r·egarding payments, and reports of psyments, of the dis-

connect alletrances., and for certain adva'1ces thereof to the City 

at the times and all as therein provided. To carl'Y out one of 

the provisions contained in said ilemor~mdu.'ll of if the 

City es t.ablishes a heat Otter Tail and 

the ~in Public Service 

ioo 

of 



From the foregoing Find1ngs of Fact, the Commission 

makes tm follO'..ring: 

CONCLUSIONS OF L.A1.J' 

I. 

This Commission has jurisdiction of the steam heat 

utility ser•vice provided by the Ap:plicant at Ja.:nestown, North 

Dakota.. 

II. 

Public convenience a.nd necessity do not require the 

continuance of the steam heating service of Otter Tail Power 

Company in J~mestrn;n, North Dakota, beyond July l, 1975; 

a.nd the application of Otter Tail Prn;er Company should be, 

a.nd her·eby is, gra.'1 t~d • 



IT IS li'URTHER ORDERED, That Otter Tail Po•..rer Company, 

be, and hol'eby ls, autho:r-i:c~ed to carry out the terms and con­

ditions of the ~1emorandu.'ll of ,Agreement 'betHeen Otter Tail and 

the City of Jamestmm, •..rhich is referred to in Finding of' Fact 

No. VIII, and which has been received in evidence in this case 

as Delayed F~hibit No. 3. 

Dated at Bismarck, North Dakota, this ____ day of ________ , 1973. 

(SEAL) 

ATTEST: 

Secretary 

BY THE COMrUSSION: 

President 

Commissioner 

Cornm~ssloner 



PUBLIC SERVICE COMMISSION 

STA'l'E OF NORTH DAKOTA 

In the matter of the application of ) 
Northern States Power Company for ) 
authority to abandon steam heating ) 
operations in Grand Forks, North Dakota, ) 

-----------------------------------------

CASE NO. 7529 

,t.:rnp;mg\l..Qf..Jfo.CT.& CONCLUSIONS OF I.AW AND ORDER 

On December 19, 1968, Northern States Power Company (Applicant) filed 

an application with this Commission requesting authority to abandon steam heating 

utility operations in the cities of Fargo and Grand Forks, North Dakota. Hearings 

were held in Fargo on January 23 and March 5, 1969, and in Grand Forks on January 

21 and March 6, 1969, pursuant tc notice given interested parties as required by 

law. 

On April 10, 1969, this Commission granted a motion of the Applicant to 

sever the application relating to steam heating service in Fargo from Case No, 

7529 and an Order was subsequently issued which authorized the abandonment of the 

steam heating utility operations at Fargo, 

At the hearin5s held in Grand Forks, the following appearances -were 

made: 

R. W, 'NHEEIER, Attorney at Law, P. 0. Eo::c 1, Bismarck, Nort.'l Dakota, 

appearing for the Applicant, 

~-"~~~­
~"-~ 

.~&~~,~~ 

~~1'11lM!II!:", - ~~~ ~~-. -~~ 



Fmm;m§ Q! Ff>.rJr 

I 

That the Applicant, Northern States Power Compeny, is a public utility . ... .. . 

engapd in providing electric, steam heating, and natural gas service to consumers 
· .. 

in Grand Forks, North Dakota. 

II 

That the facilities owned and operated bY the Applicant for the genera-

tion and distribution of steam heat in Grand Forks presently serve 17? customers 

located in 129 different buildings in the business district of that city. 

III 

That the steam heating service was initiated by the Applicant in Grand 

Forks approximately 70 years ago and that about seventy-five per cent (75.%) of the 

steam distribution system was installed at the time the service was commenced with 

an addition made in 1954 consti~uting about twenty-five per cent (25,%) of the 

entire distribution syntem. 

That the Applicant's Grand Forks .Plant is used jointly to produce steam 

for the generation of electricity for their electric utility service and fo~ their 

steam heating operation, and that the ateu for the ateam heating utility service 

is bled off frolll steam turbines used to pnt~n.te electricity. 

That~ Gn~<i Fork~r pltmt utilisea ~e ateam bcil~m~. -we of 1!hich 

are 58 ~are old ~ 00« elf' mich ill ~1 ~ of ap; Umt the plant bH a ~t-

ing ~cit1 of 20,100 lllr"l~'t'~""'"1!:1t<> and~ of Ua relat:i-n 1Mff~l" ia 

~te~lHB 
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and that thia ayatem of generating and transmission facilities will provide a 

reliable source of electric energy capable of meeting the foreseeable demand of 

the Grand Forks Division at a reduced cost of operation. 

VII 

That upon completion in 1971 of construction and testing of new trans­

mission and generating facilities the electrical generating facilities at Grand 

Forks will no longer be necessary for the Applicant's electric service in the 

Grand Forks Division and the discontinuance of this generating operation will not 

then impair the reliability of electric service to said division. 

VIII 

That the Applicant's investment in the Grand Forks steam plant and the 

cost of operating the same are allocated between the Applicant's electric utility 

operations and its steam heat trtility services ·for rate making purposes; and that 

upon abandonment of the electric generating operation of the Grand Forks steam plant 

all remaining investment and costs of operation will be steam utility investment 

and costs alone. 

IX 

That the Applicant's net investment in steam heating utility properties 

in Grand Forks is less ~~n $~JO,OOO and its existing rates prod~ce approximately 

$166,000 in gross revenues annually. 

:I 

'lh&t in the evEmt that the A~i)li~ant W®.ll required to eooti~ the opera­

Uoo of the Gn.-;-d Fork~ ~>t~~ ooat. v:;:i.li ty ll.f'Ur u~tioo ot the Joint WM of 

~ ~~ti~ f~~iliti~a, it ·~d 

dillitrib.l.t.ioo :II!Y$t~ and "! i:U.r ~~ill;:r 

-~~-,to nMbi.liuw 1u li~ 

~~ ~ ~ttoo t-Ui'ti~> 

~ ~b.l.Uoo ~Ui· 

~~-·"' ~tM tt.t 

\l!mlt ·~- ~~ 

~ •~>~A ~ ~ --""'· ~ ~ ~i!di·~~~ ~ b!lwa 1t ,_, ~ 

'MQ]t .. M!mila ~ ""' ~ ~ IFM IIi~ I W 

~'·~~~~-~ 
~~-hi ,..,11!1111~-
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XI 

That if th~ Applicant. nre to modifY ex:l.st:l.nl steam _pro~uot:i..on :f'ae:1li­

tiea or install package boilers to s~nerate steam for steam heating services only 

and nhabilitate its steam distribution system itl Grand Forks, N. Dale., the in· 
•. 

creased fiXed coats and operation expenses associated therewith would require 

an incnase in steam heating rates; that the Applicant' a studies indicated that, 

depending on the bas~ .. a of nbabilitation, rates for steam h.eat service would ·have 

to be incnased from 205 to 224%; that 'the Protestant's study indicated that rates 

for steam heat service would have to be' increased 148%; and that. the rates for. 

steam heat service in Grand Forks after rehabilitation would be increased at least 

148% and pc:issibly as much as 224%~ 

XII 

That other methods of space heating are readily available to steam heat 

users in Grand Forks, North Dakota., including fuel oil, natural gas and electric­

ity; that it was estimated by the Protestant that conversion from steam heat to 

natural gas space heating would reSult in increased costs of heating to the 

individual customer _in the range of 70 to So%; that it was estimated by the Appli­

cant that conversion to natural gas would result in an increase in fuel costs 

alone of 13$; and t.'lat the lo\vest estimated increase in cost of heating with steam 

heat is almost· double the highest estimat-e of record for cost of heating after 

conversion to another form of apace heating and that, tharefore, it would appear 

that steam heating service even at the l~st ratea WBP!!ted would oot be compet-

!Mt it 'll'il21 e~timted by tM ~~t; U.t it ~ ~ ~ to 

~~ ~ Opiiir'c.Uc;c ~ ui~~ ~ ~titl't'l ~t ~ 9~ ~ ~ 

~--~-­
~~~~ 

-~m - ~!l!UII!llllll!~"' 

~ •~U•J~IIII ~ !jitW1llil. 



tor inet~llation of a firm gas-fired boiler in the customer's building (but in no 

ease more than the ~otu~l cost of the conversion) including the cost of construct-

iQ~ ~ exhaust stack when necessary, plus 

a. An additional contribution to offset higher fuel costs 
sustained by customers converting in 1969 or 1970 by 
reason of conversion, in the amount of $8,00 per boiler 
horse power per year or a minimum of $80.00 per year, 
plus 

b. An additional 20% of said conversion cost if the conver­
sion is completed in 1969, or 10% if completed in 1970, 
which amounts are intended to offset the customer's 
annual fixed charge and maintenance costs associated 
with early conversion, 

to el~inate any economic advantage in waiting until the last year, 1971, for 

conversion and to encourage an orderly termination of service. 

XVI 

That public convenience and necessity do not require the continuation 

of the Applicant's steam heating operation in Grand Forks, North Dakota, beyond 

the heating season of 1970-1971. 

CONCLUSIONS OF LAW 

I 

That this Commission has jurisdiction of the steam heat utility service 

provided by the Applicant i.n Grand Forks, Horth Dakota, and the issues raised by 

the instant application, 

II 

That the application cf northern States Powr C~cy should be granted, 



PUBLIC SERVICE COMMISSION 

STATE OF NORTH DAKOTA 

************************* 

In the matter of the application of 
Northern States Power Company for 
authority to abandon steam heating 
operations in Fargo, North Dakota. 

-----------------------· -----·------
CASE NO. ]529. Sub 1 

FniDrnGS OF FACT, CONCLUSIONS OF LAW AND ORDER 

On December 19, 1968, Northern States Power Company filed an applica-

tion with this Commission requesting authority to abandon steam heating utility 

operations in the cities of Fargo and Grand Forks, North Dakota. Hearings were 

held in Fargo on January 23, and March 5, 1969, and in Grand Forks on January 

21, ~~d March 6, 1969, pursuant to notice given interested parties as required 

by law. 

On April 10, 1969, this Commission granted a motion of the applicant 

to sever the application relating to steam heating service in Fargo from 

Case No. 7529; Case No. 75?.9, Sub 1 was assigned to the application to abandon 

such service to Fargo. 

At the hearings held in Fargo, the following appearances were made: 

R. w. vm:EEIER, Attorney at Law, ?. 0. Box 1, Bismarck, North Dakota, 

appearing for the applicant. 



H.\1\0LD C. wn:R, 207 15111 Avenue North, Fargo, North Dakota, appearing · 

for Model Laundry and Cleaners. 

ED P. l?OWERS, 4o2 Broadway, Fargo, North Dakota., appearing for 

Gardner Hotel. . 

. The Commission having considered the evidence, now makes the following: 

FINQINGS OF FACT 

l,. 

Tl".at the appl,icant, Northern States Power Company, is a public utility 

engaged in providing electric, steam heating, and natural gas service to con­

sumers in Fargo, North Dakota. 

II 

T~t steam heating service was initiated by the applicant in Fargo 

in 1890; and that present steam generating facilities, used for both electric 

and steam heating utility operations of the company, were installed in 1915. 

III 

That the Fargo .Ste!!J!l Plant, witb a 23,900 kilowatt capacity, .is 

principally emPloyed at the present time to meet only peak demands for electric 

energy in the Fargo division and that because of its inefficiency it is used to 

provide only 10 to 15 per cent of the total kilowatt hour requirements of the 

Fargo division. 

nr 

That the applic!Uit has in ope:nn.J.on and \mder C003tNction l&r~"' 

high effici~ncy electric ~e~xati~~ facilities ebieb ~ ~eted with the 

~division~ high wol~--. t..-...m-'.~S:i.;)ll l~s: tm.t ~ ~itiocd ~ 

wl~ ~Mien l:i.Ms will b0 ~et~ in 1910 to ~· al~te 

~t:i~ '1:4 the hJ"F dirtS1;)ll ~ rewt cf ~them SQ"" ~r 

~ ~~ t..~t this Md ~nice 

:hldUUas ~· s mia~e ~ ~-

~~ll!!ill~-

~~ ~ ~Uq ---'"""'""''' ~~nlld a re1ib!l ~uuas -. 

~~~~-~ --~ -~Ui!iltiil!ill!i 1JIIitilliJJ-IIi1ib!l ~ 

~-~ 
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VI 

That the investment of the applicant in the Fargo steam plant a1;d 

the coat of operating the same are allocated between the company's electric 

utility operations and its steam heat utility services in Fargo tor rate making 

purposes; and that upon abandonment of the electric generating operation of the 

Fargo steam plant all remaining investment and costs of operation will be steam 

heat utility investment and costs alone. 

VII 

That the applicant's steam distribution system in Fargo consists 

of wood-log insulated iron pipe varring in eize from two inches to fourteen 

inches, installed in 1890; and that the wood-log insulation has rotted away 

and the cast iron piping has sustained substantial deterioration due to con­

tinual corrosion. 

VIII 

That if the applicant were to tcontinue steam heating service in 

Fargo, North Dakota, using the existing Farge steam plant exclusively for that 

purpose and rehabilitating the steam distribution system, it would result in a 

net investment in the steam heat utility of approximately $9\,"10;000 for rate 

making purposes. 

IX 

That if the applicant ere tc :Niplace the existing steam generating 

facilities in Fu-ga with pacbgOO. boilers tc generate steam for heating only 

and to :rehll.hllitate the steam dillltribution systea, it would ~nitate an 

:iDftstamt in the steam neat 1JtiU~ 3t 1~"'1>"' of' ~::d.B.~ for 

rate~~. 

'ft&t ~~t's ~~t 

p;~ fw: rate~~. 

"111a.,. ~ ~ ~ 'hl!ill m.l w· )1,. 

Ud:lliitl~ 



. ' 

That the applicant, if it were to continue steam he&t service as 

atattld in Finding VIII, would rectuire an increase of 192% in its rates for 

Farso steam heating servic~ in order to realize a 7% rate of return on its 

investment; and that if they were to continue said service as stated in Finding 

IX they would require a l8o% ~ncrease in rates to realize a 7% rate of return 

on its investment; and that in . either event the required rates would not be 

competitive with alternate available fuels. 

XII 

That applicant serves 137 steam customers in Fargo; and that the 

installation of 94 boilers. would be necessary to convert these customers to 

a different method of space heating. 

XIII 

That alternate means of space heating are readily available to 

steam heat users in Fargo, North Dakota, including fuel oil, natural gas and 

electri::lity. 

XIV 

That the city of Fargo has approved the applicant's plan for dis-

poaition of :Its steam distrib•~tion system should this application be granted. 

dust and unpleasant cdon ~ich of <~<:e:\lsitJ" ~toe free~ a CQll.l bw'u~ 
plut. 

~-P'!III: ~ '"'~~-!il!l ~ 

~ ._ """""'~"""' & noo 1 J11i1!'iiiJD ~ 
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XVIII 

That the applicant offers each of its steam heat customers a con-

tribution toward the coat of converting to an alternate method of space 

heating in the amount of two-thirds of the lowest competent bid for installa­

tion of a firm gas-fired boiler in the customer's building (but in no case more 

than the actual cost of the conversion) including the cost of constructing an 

exhaust stack when necessary, plus 

a. An additional contribution to offset higher fuel 
costs sustained by customers converting in 1969 
or 1970 by reason of conversion, in the amount of 
$8.00 per boiler horse power per year or a minimum of 
$8o.oo per year, plus 

b. An additional 20% of said conversion cost if the con­
version is completed in 1969, or 10% if completed 
in 1970, which amounts are intended to offset the 
customer's annual fixed charge and maintenance costs 
associated with early conversion. 

to eliminate any economic advantage in waiting until the last year, 1971, for 

conversion and to encourage :an orderly termination of service. 

XIX 

That there are fifteen mechanical contractors in the Fargo area 

capable of converting buildings heated by t~e applicant's steam service to some 

other means of space heating. 



NOW, Tl!EREFORE, I'l' IS ORDERED that Northern States Power Company 

be, .and hereby ia authorized to terminate its steam heating utility service 

in Fargo, North Dakota, on August 31, 1971, or at any earlier date when all 

existing Fa~so steam heating customers shall have converted to other means 

of space heating. 

IT IS iURTHER ORDERED that Northern States Power Company be, and 

hereby is, authorized to proceed With· conversion of steam heat customers 

in Fargo, North Dakota, ~n acc::>rdance:with their plan of contributions for 

conversion as set forth in Findings of Fact No. XVIII. 

Dated at Bismarck, North Dakota; this 22nd day of April, 1969. 

PUBI.IC SERVICE COMMISSION: 

(S E A L) 

BRUCE HAGEN 

President 

RICHARD A. EIKm 

Commissioner 

A'ITEST: 

BEN J. WOlF 

/ - ... . . 
k - •• J 

eo-issioner 



STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

OPINION NO. 84-19 

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates - Exp~~ded Proceeding 

CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates 

OPINION A~~ ORDER CONCERNING STEAM 
SERVICE AND DETERMINING REVENUE REQUIREMENT 

ltECEIVED 
11 
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Steam Rates - Expanded Proceeding 

CASE 28612 - ROCHESTER GAS ~~D ELECTRIC CORPORATION -
Steam Rates 

OPINION AND ORDER CONCERNING STEAM 
SERVICE AND DETE~~INING llEVENUE REQUIREMENT 
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CASES 283lb and 28612 

STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

APPEARANCES 

Joel Blau, Esq. and Steven Blow, Esq., Staff Counsel, Three 
Empire State Plaza, Albany, New York 12223, for the Staff 
of the Department of Public Service. 

Nixon, Hargrave, Devans & Doyle (by Richard N. George, 
Robert L. Daileader and Stanley w. Widger, Esqs., of 
Counsel), Lincoln First Tower, P. 0. Box 1051, Rochester, 
New York 14603, for Rochester Gas and Electric Corporation. 

Algird F. White, Jr., One Steuben Place, Box 314, Albany, 
New York 12201, for Multiple Intervenors. 

Bond Schoeneck & King {by William P. Burrows, Esq., of 
Counsel), One Lincoln Center, Syracuse, New York 13202, 
for Lincoln First Bank, N.A. 

David Thurston, Pro Se and Harris, Beach, Wilcox, Rubin & 
Levey (by Thomas~ Hampson, Esq., of Co~~sel), Two State 
Street, Rochester, New York 14614. 

Harris, Beach, Wilcox, Rubin & Levey (by Angela Panzarella, 
Esq., of Counsel), Two State Street. Rochester, New York 
14614, for Sibleys, A$SOciated Dry Goods. 



S'l'ATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

COMMISSIONERS: 

Paul L. Gioia, Chairman 
Edward P. Larkin 
Carmel Carrington Marr 
Harold A. Jerry, Jr. 
Anne F. Mead 
Rosemary s. Pooler · 

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates - Expanded Proceeding 

CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates 

OPINION NO. 84-19 

OPINION AND ORDER CONCERNING STEAM 
SERVICE AND DETERMINING ~~UE REQUIREMENT 

(Issued July 11, 1984} 

BY THE COMMISSION: 
INTROOOC'l'ION 

By order issued ~ril 15, 1983 in Case 28316--part 
of the last Rochester Gas: and Electric Corporation (RG&E or 
the company) combined qas and electric rate case--an expanded 

~r~c~·d1nq was initiated to ooosider the prospects for steam 
senice. X.t.er, on 18, 19!3, we authori~ted, as part of 

the J:Gi~ rate i..'l~ase, a $1,111. steaa 

rate increase soojeet tn ref-.4 or 

rates were ~ t~U)' ~- of the oootu.-d ~~~~c;y 
-.n sst so as to 

is~~t. order 

~~,.i~ the 
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system's future was being considered. (Upon reconsideration, 
on December 12, 1983, an additional $169,000 was authorized 
to insure an opportunity to recover operating costs, interest 
payments and preferred dividends.!/) 

In August, 1983, RG&E filed, in Case 28612, for an 
additional $5,460,000 increase (since updated to $5,961,000) 
above the temporary steam rates. Consequently, this 
proceeding comprises Cases 28316 and 28612 and at issue is 

the proper level of rates in the former as well as the 

subsequent request in the latter. 
A prehearing conference was held in Albany on 

May 12, 1983 and a public statement session was held in 
Rochester on June 16, 1983; on that date as well the RG&E 

personnel responsible for the long-range plan for the 
district steam system (the Steam Report) were cross-examined. 

An additional conference of the parties was held in Albany 

on July 29, 1983. 
Evidentiary hearings, presided over by Adminis­

trative Law Judge David Schechter, ~~re held in Henrietta on 
December 5, 6 and 7, 1983 and a record consisting of 910 

transcript pages and 37 exhibits--numbered 150 through 186-­

was compiled. Initial briefs were filed by the company, 
Department of Public service staff {staff), 
Intervenors (MI), and tile LincoL; Firl>t Ban.lt; RG!.E <md staff 

Judge Schechter's ret,.~nded decisicm was 

6 19~~. Briefs on -~~tions were filed 
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BACKGROUND 
RG&E began steam service to downtown Rochester 

in 1889 and in the 1920's offered service to industrial 
customers in the separate westside district. Downtown is 
served by Station 3 (Beebee Old House) and Station 8, while 

westside customers are served by Station 9. The system is 
an open loop system, that is, it lacks a condensate return 
to retrieve condensed steam for reuse; a more efficient 

closed loop system is not considered feasible and has not 
been proposed by any party. The· system peaks of 617 customers 

and 4,090,576 Mlbs.!l of annual sales were reached in 1956 

and 1972, respectively. By August, 1983,_ the system had 
declined to 171 customers and 1,227,500 Mlbs. in annual 

sales. 
The decline of the steam system started in the 

1970's with the loss of eighty customers to urban renewal 
projects and was hastened by the 1973 OPEC oil embargo-­

which, coincidentally, followed RG&E's conversion of ten 
steam-producing facilities from coal to oil or gas--and the 
l91S oil price increa~;@s. '1'be .;:ompany responded, it says, 
by :~~eeking gradual ir~e..rl!la:!l@s in 11teaa revenU~~~s rather than 
a full return; by the cost. of service by converting 
th~ oil-fired boilers to qa!l>; a steaa rate 

scheduled for U~l; JL')d to revim! the 

steaa trmufer credit to All,,..-:ate li!M~ Sud~ 

and ~intanance ooets to tM '!iilleetric ~t. 

:bl ltl'. ~ ~red A 

~ coe-
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long-range plan that would examine, among other things, the 
possibility of converting Beebee Station to coal, scaling­
down the system, and eliminating one or both of the steam 
districts. The Steam Report was submitted on January 24, 
1983, but inasmuch as the report could not be adequately 
considered within the context of the then pending rate case, 
this expanded proceeding was initiated and, as noted before, 
temporary steam rates were put in place. 

THE COMPANY' S STEAM REPORT 
The company noted in its initial brief that its 

"conclusion that its district steam business could not be 
returned to economic viability and the coal conversion 
project [Beebee Station] should not be pursued is based on 
a projected cost of RG&E steam compared to the cost of the 
customer's on-site production of steam assuming the customer 
installs a gas-fired boiler • .,_!/ The cost per Mlh. for 

customer-provided steam (excluding the cost of converting) 
was found to be: 

1983: ~11.53 to $13.40 

1984: $13.H to $15.62 

1985: $U.60 to $16.11 

1916: $!5.'1 1:0 $18.40 

~ to iu "'b&M case.- • WU.cb 

~~ lH3 ~~lee Kl.M. of 

hl- Ul4~ ~t 
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of RG&E stea1n per Mlb. exceeded the customer's alternatives 
by: 

1983: $3.77 to $5.70 

1984: $5.62 to $7.96 

1985: $7.16 to $9.09 

1986: $7.58 to $9.78 (Beebee Station not convertedl 

1986: $5.45 to $7.65 (Beebee Station converted and 
amortization ·of cost included) 

1986: $4. 4.6 to $6.66 (Beebee Station converted but 
amortization not incl~ded) 

The second step of the company's analysis was to 
determine the period required for customers to recover, from 
the savings they would enjoy by reason of leaving RG&E's 
system and installing their own facilities, their costs of 
conversion. Assuming Beebee Station were converted to coal 
but that the costs of doing so were not recovered from steam 
customers--i.e., th~ scenario most favorable to continuing 
RG&E's steam service--the company found that all 193 

customers then on-line would recover their cost of con­
verting to gas-fired boilers wi~~in a three- to six-year 
period and thAt 123 o~ the 193 would recover from one to 

six tii!Qs their inve~t.-nn. within three yeArs. 
~ company also s~t~ a caM" 

a~Ario b!Med on the 
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of Beebee Station--and the payback period for the investment 
needed to leave would shorten correspondingly. Accordingly, 
the company concluded the conversion of Beebee Station would 
not make RG&E steam rates competitive and the project shculd 
not be undertaken. 

The company also found the conversion of Beebee 
Station would not be worthwhile for the electric department, 
for it would provide cost savings of only $25.b ~!lion in 
1982 dollars as opposed to a conversion cost, also in 1982 

dollars, of $25 to $33 million. Again, the company based 
its calculations on assumptions it considered conservative 
or most favorable to conversion. 

Finally, the company. as noted in its initial 
brief, considered otl1er means of controlling costs, such as 
reducing the number of boilers on standby, but found the 
potential benefits limited. As for distribution losses, it 
found that installing a condensate return system or 
reinsulating would require a qmassive construction project, 
the costs of which would offset the fuel cost savings. ,y 
RG&E reported also that eliminating individual lines, while 
reducing distribution los~es, would reduce sales, and 
therefore it concluded a reduction in system size would not 
necessarily benefit the system. 

In 5um, RGU: conclueed the~ was no 
optic,~ th.tt would ~"te CO!iilpi'lny 
cust~~· ~ltern~ti~~. ~~ 

inform c~t~r$ th~t ~Y 
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STAFF'S PROPOSAL 

Long-Range Prospects 

Staff contends the steam system can be preserved. 

It maintains costs per unit can be decreased by increasing 

sales and that fuel costs can be reduced by converting 

Beebee Station to coal. It would require conversion, 

however, only if a survey of current and former customers 

revealed that a prerequisite load could be attained by 

offering take-or-pay contracts at competitive rates. Com­

petitive rates, it believes, could be offered by deferring 

some expenses now and recovering them later, after the 

Beebee Station conversion. 

Staff notes the underpinning of its proposal is 

a present worth analysis of revenue requirements for the 

period 1984 to 1998, which suggests savings of $48 million 

if customers use company-supplied steam. Moreover, staff 

maintains conversion of Beebee Station is more advantageous 

to electric custo~ers than the two alternatives held out by 

the company; ~· using the station only to enhance 

electric reliability or retiring the units in question and 

installing new transmission capacity. Staff argues con­

version holds a $58 to $63 milli~~ benefit over the first 
alternative and has a $52 t.o $57 l'lllill.ion adva."lt.a~ over the 

latter. 
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Staff maintains that (in the absence of resusci­
tative measures) RG&E's steam system has lost its economic 
value and that by releasing the steam report and encouraging 
on-site alternatives the company has accelerated revenue and 
sales attrition. Consequently, though staff believes the 9% 

increase in the las1t case for variable costs, interest 
payments and preferred dividends was warranted, it opposes a 
35% increase for variable costs in the rate year because 
it believes the company should bear the burden of its 
intended cessation of steam service. For the same reasons, 

it opposes the company's requested 59% increase to fully 
compensatory rates. 

Staff argues the rate freeze is not unjust or 
illegal because "[r]egulation does not assure that a utility 
will make a profit ••• [and] [t]he possible loss of monopoly 
power and conse~uent loss of economic value is a recognized 
risk of investing in utilities."!/ Further, it contends 
that compensatory rates are not warranted because a 
similarly situated u~regulated company, with no opportunity 
to provide subsidies from its monopoly gas and electric 
operations, would he cont~nt to recover variable costs and 
a contribution to fixed costs. It also views application of 
the Public Service Law §79 (1) .requireE~Mmt: that: and 
reasonablem rates include a return sufficient: to attract 
capital for contin~d se1~ice as illogical ~n t~ coapany 

envisions ~ te~nation of $ervice 191,. AB fer $15 

of the Public Se:n-i<."e ~w, 'Wlbicb for 

~~cteriMl$ 

~ ~tion 

r~~. 
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PLANNING FOR THE SYSTEM 
Recommended Decision 

The Judge, in discussing the survey designed to 
determine customer interest in take-or-pay contracts and 
thereby determine the likelihood of the plan's success, 
concluded that "while at this juncture the feasibility of 
the Staff proposal is in serious doubt in light of the 
very cogent factual impediments to which RG&E points, any 
resolution of such doubts in advance of that suryey would 
be less than conclusive and, as such, fall-short of public 
interest considerations."lf He therefore recommends that 
the survey be conducted. 

The impediments noted by the company and cited 
by the Judge are varied; they are here briefly listed. 
First, the company alleged that staff's present worth 
discounting masks the effect of interest on the deferral 
account balance and that the amount steam customers would 
have to repay for the I.Ulderpriced service they received in 
the initial years is $17.1 million rather than the $11.6 
million computed by staff. Second, coal burning limitations 
in the Department of Environmental Conservation (DEC) permit 
would offset the estimated cost saving.!/ Third, staff's 
pricing plan might pxevent further erosio."l of tha cuatorner 
base but would not lead fo~r customer$ to return. 
in RG~E' s view, "t.aff luis allO<:~ted 

too ~e~ Static.-n ccn~~rsioo ~u• 

Fifth. 
and offer 

and staff 
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customers. Sixth, significant additional costs, such as the 

possibility of requiring new mains, installing services and 
meters, and the tax treatment of the deferred expenses, have 

been ignored. Seventh, a significantly higher discount rate 
is warranted for assessing risk. Finally, other risks, 

including declines in sales levels, financing difficulties 
and timing problems, have been overlooked. 

Judge Schechter disagreed as to the limitations 
imposed by the DEC coal permit and found as well that take­

or-pay contracts are allowed where there is a reasonable 

opportunity to recover the deferred costs. He agreed, 
however, with the company that present worth discom1ting is 

an inaccurate meast~e of costs and that staff's view of cost 

savings from conversion are optimistic. In addition, he 

considered valid the company's criticisms concerning staff's 
pricing proposals, the efficacy of take-or-pay contracts and 
the failure to reflect some additional costs. Nevertheless, 
he concluded •only the sur\~Y can either confirm or negate 
the doubts,"!/ and, as noted, he recommends the survey be 

conducted. 

Mr. Thurston's Comments 

Mr. Thurston's brief on 

study of di$trict heating in ~~~t~r 

carried out thro~h ~~ ~v York St~te 

f~YS~DA) ~t. ~- ~ ~~nut, 

purch~•~ tM aystea 

~-tt~l to ill 

~~ 

~lation, MJ4 ~1.\t ~tltlll!!!lliU!'S 

u a ~tit~ *·· ft~t~ '1:\el.i«~ 
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Company's ExceptionJ 

RG&E, restating many of its earlier ar.guments, 

contends the survey to determine the attractiveness of 
take-or-pay contracts should not be conducted. It argues 
that staff's economic analysis is flawed, and that the 
take-or-pay contract idea has been inadequately examined. 
For example, it goes on, little thought has been given to 
what would happen after the contracts expire, to how to 
collect from customers who move outside the state or whose 

facilities are destroyed or condemned, or to how to reconcile 
the tension between contracting and non-contracting customers. 
RG&E questions as well the legality of deferring the recovery 
of legitimate expenses and also of requiring the company to 

invest massive s~~ of money--$34 million, it says--in a 

failing business. It objects also to the inordinate length 
of time required to implement a plan that will not likely 
work, especially when customers need immediate answers to 

assess their situation. Finally, RG&E argues the survey 
idea is unfocused and customers will be unwilling to commit 
themselves when it is apparent the system is uneconomic. 

Staff replies the survey is an essential first 
step to restructuring the system, and it points, as evidence 

of the worth of a :!ur~y, to the ~y· s finL'lcial t~~upport 

for a NYSERDA to date~ne the future of district 
heating in Ro<:he&ter. It deftllnds its 

propo$al anti l:.c the to its 

eeoftomic ~ina1ly, 

can ~lft the qQI!Ist..ioo cf 

1~ e<mld ~ 
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Staff's Exceptions 

Staff excepts to the Judge's endorsement of several 

of the company's criticisms ·of its proposal. It argues that 
present worth discounting "takes inflation and iuterest 

rates into account and allows a stream of different year's 
dollars to be summed and appropriately compared with an 
alternative stream of different year's dollars."!! Therefore, 

it contends, contrary to the Judge, the effect of inflation 
is not masked by present worth discounting. 

With respect to the Judge's finding that staff 
overestimated the benefits of converting Beebee Station 
because it ignored the need for additional transmission 

capacity, staff contends the company did not establish a 
need for a transmission line into downtown Rochester. In 
addition, staff argues that e~~n if a line w~re needed, 

conversion would still bring significant benefits. 
Last, responding to the Judge's comment that its 

timetable was overly optimistic, staff says its only concern 
is finding a viable approach that may Rbe begun immediately 
and be carried out expeditiously.•~/ It requests that we 

decide whether a survey is needed before considering other 
issues. 

is 

of 
lt s~ys ~ critic~l issue bere is boW 

~ 

tbe~ 

tbe ~y :uys 

vi ll be <U: dmk 

lt~l. With re~ct 
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million suggested by staff because the units projected to 

produce 200,000 MWh annually are old and will also be 

required to produce send-out steam; RG&E considers 20,000 

MWh more likely. As for the staff request to determine the 

desirability of the survey before examining the other 

problems with its proposal, RG&E contends such a strategy 
will result in wasted time and money. Finally, RG&E asserts 

an inconsistency exists between s·taff' s proposed rate freeze 

and the attempt to put off resolution of other issues. 

Discussion 

Judge Schechter recommends r~e survey be conducted, 

despite the problems with staff's analysis, because he 

believes it is in the public interest to discover whether 

customers are willing to commit themselves to long-term 

take-or-pay contracts. But we are unpersuaded that con­

ducting such a survey now would make sense. 

It is abundantly clear ~~at the system's decline 

is becoming more rapid. In August, 1983, there were 171 

customers being served and less than a year later--despite 
rates below the level suggested by noraal rate~ing--there 

are only 115 customers on~line ~~d 21 others have set a date 

certain for leaving the system. the ~t 

recent forecast of annual $ales is approxi~tely one-half 

the original rate year ~,d tbe loss 

of customers ene~-es that sales levels vill fall e~ 

further. Gi~ these circ~tan~a. it - s~ 

would ,_,,,.,,,, '""' 

othen, ~ &~ 

IJA~~--

f'§Jt,~ in ~t:>IIU:' - 4% ~.~ _.. 
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Given that conclusion, the "fish or cut bait" 

approach is warranted and attention should be shifted from 
bailing out the system to finding a reasonable method of 

terminating regulated steam service. Accordingly, the 
company is directed to submit, within thirty days, a detailed 
plan for abandoning the system by a specific date or phasing 

it out step by step. The proposal should examine, among 
other things, the extent, if any, to which customers' 
conversion costs would be defrayed and the-accounting 

treatment of such items as plant retirement, cost of removal 
and undepreciated investment. Following our review of the 

company's proposed plan and any comments by intervenors or 

customers, we shall determine the next steps toward an 

orderly termination of the company' .s steam business. 

RATES 

Recommended Decision 
Judge Schechter concluded the only issues ripe 

for resolution in this case pertain to the permanent rate 

levels to be adopted for <~a.se 28316 and Case 28612. In his 
estimation, the central issu~s are: "1) Is the utility now 
entitled to a 'full' return on its steal!lil plant investment, 
as RG&E urges?: and 2) Should $UCh inv-esuent now be deeiad 

valueless for rate•aking pu.-pc$@s, ~s S~aff ~ 

t.he first oa ~ 
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On the basis of his reading of the temporary rate 
order in Case 28316, the Judge found that we did not 

"foreclose permanent steam rates reflecting a return on an 
original cost less depreciation basis."ll He concluded that 
we contemplated neither a normal nor a zero return but 
considered a less than normal return proper for an indis­
putedly failing business. He characterized a full return on 
the steam plant as "patently unwarranted" given the company's 

own perception that staff's remedial measu~es are futile. 
Nevertheless, he believed a positive return on steam plant 

is required inasmuch as the plant "has ~~ value considering 
that service, as necessary, will continue to be rendered to 
remaining steam customers through 1986."~/ 

In so finding, the Judge rejected staff's rate 
freeze proposal and decided that the company should recover, 

in addition to its variable costs, some return on investment. 
Starting with the DCF-derived companywide equity allowance, 

he fashioned a formula that is supposed to recognize the 
"negative growth" of the ste~~ department while reflecting a 

"remaining three year life.R Specifically, he would disregard 

the growth component, divide the yield by the number of 
years re~ining and then subtract that figure from the yield 
to det!!!rmi.ru~~ the equity allowa."'!ce. For c~ 213316, the 

calculation!lil are: 10. n ~ by l fe&n .. 3. <&\; 10. Jt -

J. n "' '· n. That '· '' ~W.ty return vould .L"l 

owu::all return on :~te~ pl~tiH of I. 47\ a n.u mllion 
pe~nt rate increa~. ~ re~ations 

tJMt l~'Al. 
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In making hjs calcultion, the Judge relied on the 

uncontested steam revenue and expense projections in Case 

28316 rather than on current data. He held the cases cited 

by the company supporting the use of current data were 

inapposite, for they antedated the fully forecasted rate 

year technique and, moreover, he saw the company's position 
as inconsistent with its refusal to extend the original 

suspension period to consider the rate effects of the Steam 
Report. 

For Case 28612, he reconunends the same approach. 

The calculations, using Judge Vernieu's reconunended decision, 

are: 11.9% yield x 2/3 (reflects fact that two of the three 

remaining years of operation will be completed) = 7.93%; 

11.9% - 7. 9% = 3. 97%. The result is a $4.309 million 

increase (above the temporary rates set in Case 28316). 

Company's Exceptions 

RG&E argues the Judge erred in recommending that 

rates in Case 28316 be set using the rate case data available 

as of July, 1983. It reasserts its position that we are 

bound here by New York Telepho.l1~~ny v. Public Service 
Commission,!/ which require$ the use of actual data where 

available, and contends it is i~terial that the case was 

decided before the move to ~ fo4ecasted rate year. It 

opines that we ~w.t search for u·.e aost accurate data for 
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In response, staff argues the company is estopped 
from claiming an entitlement to rate relief and reparations 
based on updates because the company's refusal to extend the 
suspension period precluded the timely considerati~n of 
steam rates. Further, staff says the issue here relates to 
reparations, which are discretionary and not mandatory, and 
we are not required to allow retroactive reparations even if 
we set higher permanent rates prospectively. 

RG&E excepts also to the Judge using a reduced 
return on equity for the steam department.·· It contends 
granting a return "less than "the risk-free cost of money is 
confiscatory"!! and that setting a different rate for steam 
is inconsistent with the practice of setting an overall rate 
of return for combination utilities.~ Finally, it posits 
that the recommendation overlooks the fact that the 15.1% 

return on equity was intended to refle~t the return needed 
on all operations and it contends a low return on steam . 
plant requires a correspondingly higher return on gas and 
electric plant. 

Staff does not answer this exception directly but 
says that the steam system is moribund while the gas and 
electric systems are •ongoing entities.• The main thru$t of 
staff• s response is its speculation that the ~Y was 

holding eack for its reply b.rif!f Of. e:u:.ptions it!! ar~nt 

regarding entitle~nt to c~satory rat'il!JS~ in which 
noted, it would req.,.st that the ~ 

or t.~at litaff be granted lea>q to 
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Staff's Exceptions!! 

Staff objects to the Judge's compromise position 

that allows a return on steam plant. It contends, first, 

that it is improper to use a traditional DCF model, which 

contemplates a stream of dividends, when no dividends can be 

assumed. Moreover, it argues it is unrealistic to set rates 
on the premise of a 1986 shutdown without recommending a 

formal abandonment proceeding. Further, it posits that 

increasing rates will undermine the survey and that, in any 

event, there is no justification for rates·higher than 

variable costs, which it characterizes as the minimal point 

at which a competitive firm would continue to provide 

service. In this regard, it asserts that it is "questionable 

whether RG&E would have been inclined to 'phase out' its 

steam service if it did not also have a franchised monopoly 

in the provision of the closest substitute--natural gas."~/ 
Thus, staff renews its claim that a rate freeze is 

in order. It argues that in Case 28316 the company's variable 

costs (including depreciation, a return on working capital, 

interest payments and preferred dividends} were met, and that 
is all that is required. As for Case 28612, staff contends 

a rate freell:e is in order: as well because the Steam Report 

accelerated the decline of the syste~ and the company should 

.. bear the consequen011s an ill-conceived 

range rather than 

As a reeuJ.t, st&ff propoees a f~ze \mtil the company 

presents a detailed 

the syst.-* 
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RG&E submits, concerning the rate issues, three 
replies. It contends the Steam Report cannot be blamed for 
the accelerated decline of the steam system1 that it is 

entitled to fully compensatory rates7 and that it should 
not be required to undertake more studies if staff's plan is 
rejected. 

Discussion 

In determining the level of rates--both prospectively 
and for the time temporary rates have been ~n effect--we 

start by recognizing that a large number of the company's 

steam customers have left the system over the past two 

years, that, more recently, the rate of departure has 
increased dramatically, that the system can no longer survive 

economically, and that abandonment is inevitable after a 

reasonable phase-out period. In such circumstances, we are 
not obligated (and it would not be feasible) to follow 

traditional ratemaking principles and provide the company 

the level of expenses or return required by an on-going 
concern. This is particularly so here, where the company 
has failed to acknowledge that the system is no longer 
economically viable or to =·take steps to petition for its 

eventual abandonment. 
Faced as we t.hWI are with setting rAtes for a 

reasonAble phase-out pe~iod, we are willing to Authori%e 

only such revenue!!! lUI ~y be neceiUo.l\ry. the 

number of cW!t.Oiillllrs, to eo""r the e~n~s incurred in 

~nice. Further, we belie"" it ~eonti:lle to 

~rate any rlllte inere~.uu~ 

we are rel~tant to 
cuatO!mlln the ~e 

il!l'fS~ hW..l. t to ~t 
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At the same time, we are mindful that the phase-out period 

should be limited in duration (consistent with the need of the 

existing customers to convert to alternate energy sources), 

and we recognize .that meeting even out-of-pocket operating 
expenses may require authorizing a significant increase in 

the rates charged during that period. Indeed, such an iPcrease 

will avoid the improper price signals which might result from 

keeping rates artificially low, and it will thus encourage 

customers to leave the system during the phase-out period. 

With these considerations in mind, we conclude that 

the temporary rates set in Case 28316 shou~d be made permanent 

and that, in Case 28612, the company should be allowed to 

recover its out-of-pocket expenses, which requires a rate 
increase of approximately 32%. These conclusions are discussed 

in turn. 

1. case 28316 
When temporary rates were set in this case, the 

steam system had lost a number of customers and its future 

was dim. Accordingly, we expanded the on-going investigation 

of the system's prospects and requested that the issue of 

abandonment be considered.Y That investigation has now 

revealed that the econ~mic decline ~f the system is irreversible 

and that abandoWll!lent within approximately a year to 18 

months is inevitable. Accordingly, ~ find the level of 

temporary rates--designed t~ recover the s variable 

cOl!lts--aay be sa~ peraanent, for t..~ ste~ system wes and 

is in a le~di~9 to llb<m~nt 

and th1tt ~r ~~h circ!S'UtanQJ!l~, ~ 

.ill-.stme~t i~ ~ot re~~abl<~< 
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2. Case 28612 

In the rate year, it is likely, given recent 

i~dications, that customers will depart at an increasing rate, 
especially given the significant rate increase that is needed. 
Further, because of the small number of customers, the steam 

system is not economically viable and should be phased out 
over a reasonable period. As a result, we find, consistent 
with the Market Street Railway decision, supra, as well as 

sound marketing principles, that during the phase-out period, 
the level of rates should be set so as to be sufficient to 

allow recovery only of cut-of··pock.et expenses. 
This level of allowed rates is reasonable because 

it reflects the inevitable fate of the system while allowing 

the company to recover its prudently incurred expenses. 

Moreover, it recogni~es the economic burden placed on the 

remaining customers, who may a.lso face expenses of converting 

to alternative energy sources. Finally, RG&E's resulting 
return, as computed on a consolidated company basis, is 
reasonable even under business-as-usual criteria.!/ 

CONCLUSION 
Our resolution of th~ issues presented in these 

cases leads us to conclude ~~at Rochester Gas and Electric 

Corporation requires, prospectiV'Iil!ly, $3,110,000 in <~dditional 

annual revenue5 from stea111 :~Service over t.lM!I MIIOWlt. prod~d 

by the te'!llpOrilr.Y rattu; now in effect, Ui ~t forth in 

Appendix A. '!he l2\ inc..-e~~ a 
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$2,729,000 increa~e in base rates and a $441,000 increase in 

fuel adjustment revenues resulting from a change in the 
factor of adjustment. 

The Commission orders: 

1. Rochester Gas and Electric Corporation (the 

company) is directed to cancel the tariff leaves and supplements 

listed in Appendix B on or before July 15, 1984. 

2. The company is authorized to file amendments 

to its steam tariff schedule designed to produce additional 

annual revenues in Case 28612 in an amount and manner con­

sistent with the foregoing Opinion. The company shall serve 

copies of its compliance filing on all parties listing 

appearances in these proceedings. Any comments on the 

compliance filing must be received. at the Commission's 

offices within ten days of service of the company's proposed 

amendments. Amendments specified in the compliance filing 

shall not become effective on a permanent basis until 

approved by the Commission. The company is authorized to 

file the amendments on or after July 16, 1984 to go into 

effect on not less th~, ~~e day's notice, subject to refund 

if any showing is made th&t the new rates are not in full 

complia"lce with this Opinion and Order. The requirement of 

§80 (10) of the Public S>l1'r;ice Law to newspaper publication 

of the amendments auti~ori~ed in L~is is wai~d. 
comp~~y notifies each ~t~r affected by the 
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plan shall examine, among other things, the issue of customer 

assistance and the.accounting treatment of such items as 
plant retirement, cost of removal and undepreciated investment. 

Copies of the plan shall be served individually on all 
remaining customers and on all parties listing appearances 
in these proceedings. The period for comment shall be two 
weeks from service. 

4. The temporary rates set on July 18, 1983 in 
Case 28316 and revised through rehearing on December 12, 

1983 shall be made permanemt for the period they will have 

been in effect. 
5. Except as here granted, all exceptions to 

the Administrative r.aw Judges' recommended decisions in 

Cases 28609, ~ al. (insofar as pertinent to steam service) 

and Case 28316 are denied. 
6. Except as here modified, the recommended 

decisions of the A~~nistrative Law Judges are adopted as 

part of this Opinion and Order. 
7. These proceedings are continued. 

By ~~e Commission, 

JOHN J. KELLIHER 
Secreta.ry 
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CASES 28316 and 28612 APPENDIX A 

Page 2 of 3 

ROCHESTER GAS AND ELECTRIC CORPORATION 

Steam Department 
Explanation of Commission Adjustments 

(000' s) 

1) Revenues 

a) To reflect existing factor of adjust­
ment (1.1809) in base tariff revenues; 
plus revenue tax gross-up. 

b) To reflect proposed factor of adjust­
ment {1.3!53) in determining FCA 
revenues; plus revenue tax gross-up. 

2) Expenses 

To eliminate 1985 estimated wage increase 
reflected by ALJ (.2 months) 

3) Taxes - Local .. State, Other 

a) Property Taxes - to reflect decrease 
in rate year· property taxes per letter 
from RG&E dated June 12, 1984. 

b) Revenue Taxes - impact on adjustments 
la and lb above. 

$ 

$ 

(115) 

265 

(269) 

10 

$ 150 
= 

$ (19) 
===== 

$(259) -4) Federal Income Taxes Pavable 

Operating Income Before F.I.T. (col~ 3} 
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Page 3 of 3 

ROCHESTER GAS AND ELECTRIC CORPORATION 

Steam Department 
Explanation of Commission Adjustments 

{000' s) 

5) Interperiod Tax Allocation 

To reflect flow through of capitalized 
overheads. 

6) Revenue Taxes at 6.75%. 

7) Federal Income Taxes Payable: 
Operating income before F.I.T. at 46% 

$ (12) 

$ 184 

$1,171 
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ROCHESTER GAS AND ELECTRIC CORPORATION 

Amendments to Schedule P.S.c. No. 4 - Steam 

Twelfth Revised Leaf No. 23 
Fourteenth Revised Leaf No. 24 
Nineteenth Revised Leaf No. 17 

Supplements Nos. 25 and 26 

APPENDIX B 
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e Appendix E 

~ STATE OF NEW YOU 
PUBLIC SERVICE COMMISSION 

At a session of the Public Service 
Commission held in the City of 

Albany on April 3, 1985. 

COMMISSIONERS PRESENT: 

Paul L. Gioia, Chairman 
Edward P. Larkin 
Carmel Carrinqton Marr 
Harold A. Jerry, Jr. 
Anne F •. Mead 
Rosemary S. Pooler 

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates - E~anded Proceedinq 

CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates 

ORDER AFFIR.."1ING ABANDONMENT DATE 

(Issued April 4, 1985) 

BY THE COHMISSION: 

t;;~. 
.£,( 

~ 

k 
..:-.=.·::-"":"" 

IUTRODOCTION 
l/ By our O;?inion 'tic. 34-l!:l ,- ~ required, among 

other things, that Roch~st~r Gas and Electric Corporation 

(RG&E or the ccmp~~y} file, August 10, 1984, " plan for 

abandoning iu $te~ sy~tell O."> C<:t.ober 1. Ul5. {The 

coq:~any•s ~t.~<tm servi~ had ~n 

and ~ dat.tu:11ined that ~uch ~•rvi~ could 

at .:nU~$o~u~.bl• x I£t.e:~~ 
:~~t.•a~~ $•nwi~ 1l!Nl:ll 
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filed the plan on August 9, 1984, and twenty parties commented 

on it by October 15, 1984, the ~eadline for comments.!! At 

our sessjon of January 30, 1985, we considered a plan that 

provided for financial assistance to the company's steam 

customers if they chose to convert to gas service. We also, 

at that time, affirmed that RG&E would be authorized to 

abandon the system in October, 1985. Interested parties 

were notified of our decision by letter dated February 12, 

1985: the letter also provided that comments on the 
financial assistance plan would be accepted through March 11, 

1985. 
Several letters concerning various aspects of the 

financial assistance plan have been .received and are being 

reviewed by O\lr Power Division: they are not considered 

here. Letters cowmenting on the abandonment date have also 

been received from various parties: these entities seek an 
extension of the authorized October 1 abandonment date.£/ 

Their comments are discussed below, after consideration of a 

legal issue posed by Multiple Intervenors. 

THE AUTHORITY FOR THE COMMISSION'S ACTION 

Multiple Intervenors (MI) claims we must conduct 
an abandonment proceedin~ ~fore allowing a public utility 
to abandon s41!rvice. !t. sa.ylll that may be inferred 

fr~ our duty to (P®lic ~rwice L&w 

SS19 and 10) and ~!±~-!;~~-~E!~~~~~~~~~~~~ 
and that 
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subject of abandonment of the system was not considered in 

the hearings. MI says even RG&E contested our authority to 

require an abandonment and that our action here denied MI 

due process. 

Staff replies that we had expanded the scope of 

Case 28316 "to encompa~s a full consideration of the 

company's plans for its steam department" and that the claim 

that MI has been denied due process is "preposterous" for, 

as a party to Case 28316, it was well aware of the purpose 

and schedule of that proceeding. 

While MI has shown that we have a duty to insure 

adequate service at just and reasonable charges, it has not 

shown that we must conduct an "abandonment proceeding" in 

circumstances such as this. Indeed, RG&E's steam customers 

have made their arg~~ents through written filings, and the 

Public Service Law does not require a formal hearing in this 

instance. Additionally, MI's citation of Spring Brook 

is inapposite, for that case held that a company may not 

cease rendering service without our consent and that we are 

"entitled" to inquire into the issue of whether sufficient 

grounds exist to justify a~,donment of service. Here, we 

considered various alt~=natives for the ste~ syste~ and 

concluded that th~ comp;~~.ny should be to abandon 

the syste~ tecause ie L:~ uneec~ic. That is all 
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proposed plan, an April 1, 1986 abandonment date and that we 

have not explained our implicit rejection of that proposal. 

The abandonment on October 1, 1985, it goes on, was never 

discussed on the record. 

As for the merits, Ml contends most cus~omers 

would need significantly more time to convert to an 

alternative system. In a similar vein, the other comments 

generally urge that the abandonment date be extended. (Most 

comments advocate that the extansion be for one year, to 

October 1, 1986.) The commentators also suggest that 
extension of the abandonment date would allow alternative 
steam service options--which they support--time to become 
viable, and they argue that they lack the time and resources 

to convert to alternative energy sources by October 1, 1985. 

Staff replies, and claims the selection of the 
October 1, 1985 date "carefully balanced RG&E's right to rate 

relief against its customers' need to convert from steam to 

another energy source •••• " It urges us to reaffirm the 

October 1 date. 
The petitioners have presented no reason for us to 

reconsider our decision to authorize an October 1, 1985 

abandonment dat~. Fir$t, the February 12 letter sought 
comments on the financial assistance plan, not on the 

aba:ndo~nt d.itte. The ~:nt~ thu:;; are un~olicit~d and 

Me anno~oced tbe October 1. l9i5 date in our 
~ t.'le p1:~r ~'thod for 



CASES 28316 and 28612 

extended (~, a showing--instead of bare assertion--that 

conversion is not practicable within that time). Finally, 

our decision, while dictated by fundamental marketing 

principles, to deny the company a conventional return on its 

steam investment contemplated that the company would be 

allowed to abandon the system after a reasonable transition 

period. 
Notwithstanding the foregoing, the company remains 

free, of course, to neqctiat•~ with its customers--with whose 

needs it is familiar--concerning an extension of the 
termination date. If, following such negotiations, the 
company concludes it is prepared to maintain service for a 

temporary period beyond October 1, it is free to do so. 
For now, however, we see no need to reconsider our original 

determination that RG&E is authorized to cease providing 

steam service on October 1, 1985. 

The Commission orders: 
1. The petitions for an extension of the pre­

viously authcri~ed steam system abandonment date of 

October 1, 1985 are denied. 
2. The~e proce~dinqs are continued. 
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APPENDIX 

PARTIES COMMENTING ON THE 
STEAM .l\.BANDONMENT PLAN 

Assemblywoman Pinny Cooke 
Assemblyman David F. Gantt 
Chase Lincoln First Bank, N.A. 
St. Luke's Episcopal Church 
New York State Energy Research and 

Development Au~hority 
The Te1mple Building 
Lowell Colvin, Inc. 

Mr. David Thurston 

Mr. Jack Rubens 
City of Rochester 
Monroe County 
Rochester Community Savings Bank 
Xerox Corporation 

The Genesee Hospital 
Berghash Realty Company, Inc. 
Monroe Reprographics, Inc. 
P.S. Prince Corporation 
Rochester District Beatin9 Cooperative 

Multiple Intervenors 
Department of Public Service Staff 

:Roche:oter Co •• lfte. 

Ri!:al bt.U.ill S~U'"Vice11, IDe. 

"""'·"'"'·"":!l•a. A Oivl.aion of A$$0Cbt.ed Dey ~a 

~It 

~~nt of t.M 

~ 

OQ:ist. ~ 



STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

OPINION NO. 84-19 

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates - Expanded Proceeding 

CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates 

OPINION AND ORDER CONCERNING STEAM 
SERVICE AND DETERMINING REVENUE REQUIREMENT 
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STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

APPEARANCES 

Joel Blau, Esq. and Steven Blow, Esq., Staff Counsel, Three 
Empire State Plaza, Albany, New York 12223, for the Staff 
of the Deparbnent of Public Service. 

Nixon, Hargrave, Devans & Doyle (by Richard N. George, 
Robert L. Daileader and Stanley w. Widger, Esqs., of 
Counsel), Lincoln First Tower, P. 0. Box 1051, Rochester, 
New York 14603, for Rochester Gas and Electric Corporation. 

Algird F. White, Jr., One Steuben Place, Box 314, Albany, 
New York 12201, for Multiple Intervenors. 

Bond Schoeneck & King (by William P. Burrows, Esq., of 
Counsel), One Lincoln Center, Syracuse, New York 13202, 
for Lincoln First Bank, N.A. 

David Thurston, Pro Se and Harris, Beach, Wilcox, Rubin & 
Levey (by ThomasiM:· Hampson, Esq., of Counsel}, Two State 
Street, Rochester,, New York 14614. 

Harris, Beach, Wilcox, Rubin & Levey (by Angela Panzarella, 
Esq., of Counsel~, ~State Street, Rochester, New York 
14614, for Sibleys, Associated Dry Goods. 



STATE OF NEW YORK 
PUBLIC S.ERVICE COMMISSION 

COMMISSIONERS: 

Paul L. Gioia, Chairman 
Edward P. Larkin 
Carmel Carrington ~~rr 
Harold A. Jerry, Jr. 
Anne F. Mead 
Rosemary S. Pooler 

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates - Expanded Proceeding 

CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates 

OPINION NO. 84-19 

OPINION AND ORDER CONCERNING STEAM 
SERVICE AND DETERMINING REVENUE REQUIREMENT 

(Issued July 11, 1984) 

BY THE COMMISSION: 

INTRODUCTION 

By order issued April 15, 1983 in Case 28316--part 
of the last Rochester Gas and Electric Corporation {RG&E or 
the company) combined gas and electric rate case--an expanded 
proceeding w~3 initiated to consider b~ prospects for steam 

service. L4t~r. on 18, 1983. ~ authorized, as part of 
the RGU:: rate il!u:ntAse, Sl ill, steam 
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system's future was being considered. (Upon reconsideration, 
on December 12, 1983, an additional $169,000 was authorized 

to insure an opportunity to recover operating costs, interest 
payments and preferred dividends.!/) 

In August, 1983, RG&E filed, in Case 28612, for an 
additional $5,460,000 increase (since updated to $5,961,000) 

above the temporary steam rates. Consequently, this 

proceeding comprises Cases 28316 and 28612 and at issue is 

the proper level of rates in the former as well as the 
subsequent request in the latter. 

A prehearing conference was held in Albany on 
May 12, 1983 and a public statement session was held in 

Rochester on June 16, 1983; on that date as well the RG&E 

personnel responsible for the long-range plan for the 
district steam system (the Steam Report) were cross-examined. 

An additional conference of the parties was held in Albany 

on July 29, 1983. 
Evidentiary hearings, presided over by Adminis­

trative Law Judge David Schechter, were held in Henrietta on 
December 5, 6 and 7, 1983 and a record consisting of 910 
transcript page~ and 37 exhibits--numbered 150 L~rough 186-­
was compil~d. Initial briefs were filed by the company, 
Depar~nt of ~~lie Service staff {staff}. ~ultiple 

Inte~nors UU • and the LincoL"l Fir~n: B<mk; RGU: and st<£ff 
filed replies. Jud~ Schechter•s ~ded decision wes 
issued on 1/.pril 6. 1:981. ~itds ce were filed by 

RC&!:. :me.~ff ~'lf'id ~un>tOQ, t!ro !:!• •u~ wre 
$~tted by ~t~ff. 
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BACKGROUND 
RG&E began steam service to downtown Rochester 

in 1889 and in the 1920's offered service to industrial 

customers in the separate westside district. Downtown is 
served by Station 3 (Beebee Old House) and Station 8, while 
westside customers are served by Station 9. The system is 

an open loop system, that is, it lacks a condensate return 

to retrieve condensed steam for reuse: a more efficient 

closed loop system is not considered feasible and has not 
been proposed by any party. The· system peaks of 617 customers 
and 4,090,576 Mlbs.!l of annual sales were reached in 1956 

and 1972, respectively. By August, 1983,_ the system had 

declined to 171 customers and 1,227,500 Mlbs. in annual 

sales. 
The decline of the steam system started in the 

1970's with the loss of eighty customers to urban renewal 

projects and was hastened by the 1973 OPEC oil embargo-­
which, coincidentally, followed RG&E's conversion of ten 
steam-producing facilities from coal to oil or gas--and the 
1978 oil price increases. The company respcnded, it says, 
by seeking qradua.l increases in steam revenues rather than 

a full return: by reducing the cost of service by converting 
three oil-fired boilers to gas; by a suam rate 

filin9 s~dul~d for 1981; and by p~in9 to revise the 

steam transt;!!l!r credit to allocate ~~ Station 

<md !J!~,dntanance CO:it!S to the electric .&oft.!O,,..i-.....,u"t-

~ 1'''· ~ orden4 a ~~t~iwe rewiev of 
but the studiet~ v&£~,~~~ 
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long-range plan that would examine, among other things, the 
possibility of converting Beebee Station to coal, scaling­

down the system, and eliminating one or both of the steam 
districts. The Stearn Report was submitted on January 24, 

1983, but inasmuch as the report could not be adequately 

considered within the context of the then pending rate case, 
this expanded proceeding was initiated and, as noted before, 

temporary steam rates were put in place. 

THE COMPANY'S STEAM REPORT 
The company noted in its initial brief that its 

"conclusion that its district steam business could not be 

returned to economic viability and the coal conversion 
project (Beebee Station] should not be pursued is based on 

a projected cost of RG&E steam compared to the cost of the 

custow~r's on-site production of steam assuming the customer 
installs a gas-fired boiler."!/ The cost per Mlb~ for 

customer-provided steam (excluding the cost of converting) 
was found to be: 

$11.53 to $13.40 

$13. U to $15.62 
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of RG&E steam per Mlb. exceeded the customer's alternatives 

by: 

1983: $3.77 to $5.70 

1984: $5.62 to $7.96 

1985: $7.16 to $9.09 

1986: $7.58 to $9.78 (Beebee Station not converted) 

1986: $5.45 to $7.65 (Beebee Station converted and 
amortization of cost included) 

1986: $4.46 to $6.66 (Beebee Station converted but 
amortization not included) 

The second step of the company's analysis was to 

determine t.lte period required for customers to recover, from 

the savings they would enjoy by reason of leaving RG&E's 

system and installing their own facilities, their costs of 

conversion. Assuming Beebee Station were converted to coal 

but that t.'le cost.s of doing so were not recovered from steam 

customezs--i.e., the scenario most favorable to continuing 

RG&E's steam service--the company found that all 193 

custumers then en-line would recover ~~ir cost of con­

verting to gas-fired boilers wit.'lin a three- to six-year 

period and that 123 of the 193 would recover from one t.o 

~u.x times their inves~nt. within th~ years. 

l't.e e~~•Y alJlio s~tud a 
$11cen~.rio ~eed oa 
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of Beebee Station--and the payback period for the investment 

needed to leave would shorten correspondingly. Accordingly, 

the company concluded the conversion of Beebee Station would 

not make RG&E steam rates competitive and the project should 

not be undertaken. 

The company also found the conversion of Beebee 

Station would not be wor~~while for the electric department, 

for it would provide cost savings of only $25.8 million in 

1982 dollars as opposed to a conversion cost, also in 1982 

dollars, of $25 to $33 million. Again, the company based 

its calculations on assumptions it considered conservative 

or most favorable to conversion. 

Finally, the company, as noted in its initial 

brief, considered ot~er means of controlling costs, such as 

reducing the number of boilers on standby, but found the 

potential benefits limited. As for distribution losses, it 

found that installing a condensate return system or 

reinsulat.ing would require a "massive construction project, 
the cost~ of which w-ould offset the fuel cost savings.,._!/ 

RG&E r~ported also that eliminating individual lines, while 

reducing distribution losses, vould reduce sales, and 

eh~%efcre it concluded a reduction in system size would not 

necessarill-' benefit the l!lystern. 
In sum, RG&E ~~eluded there ¥45 no available 

d1<11t ,_,vuld !Mk~ cornpuy st~<llrn with th~ 
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STAFF'S PROPOSAL 

Long-Range Prospects 

Staff contends the steam system can be preserved. 

It maintains costs per unit can be decreased by increasing 

sales and that fuel costs can be reduced by converting 

Beebee Station to coal. It would require conversion, 

however, only if a survey of current and former customers 

revealed that a prerequisite load could be attained by 

offering take-or-pay contracts at competitive rates. Com­

petitive rates, it believes, could be offered by deferring 

some expenses now and recovering them later, after the 

Beebee Station conversion. 

Staff notes the underpinning of its proposal is 

a present worth analysis of revenue requirements for the 

period 19B4 to 1998, which suggests savings of $48 million 

if customers use company-supplied steam. Moreover, staff 

maintains conversion of Beebee Station is more advantageous 

to electric customers than the two alternatives held out by 

the company; ~~ using the station only to enhance 

electric reliability or retiring the units in question and 

installing new transmission capacity. Staff argues con­

version holds a $58 to $63 million benefit ov~r the first 

alternative and has a $52 to $57 aillion advantage over the 

latte.t·. 

h1iient.ial to 3taff'l' of 
l:'<AbiS. 
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Staff maintains that (in the absence of resusci­

tative measures} RG&E's steam system has lost its economic 
value and that by releasing the steam report and encouraging 

on-site alternatives the company has accelerated revenue and 

sales attrition. Consequently, though staff believes the 9% 

increase in the last case for variable costs, interest 

payments and preferred dividends was warranted, it opposes a 
35% increase for variable costs in the rate year because 

it believes the company should bear the burden of its 
intended cessation of steam service. For the same reaso~s, 

it opposes the company's requested 59% increase to fully 

compensatory rates. 
Staff argues the rate freeze is not unjust or 

illegal because 8 [r]egulation does not assure that a utility 
will make a profit. • • [and] [t]he possible loss of monopoly 

power and consequent loss of economic value is a recognized 
risk of investing in utilities."!/ Further, it contends 

that compensatory rates are not warranted because a 

similarly situated unregulated company, with no opportunity 
to provide subsidies from its monopoly gas and electric 

operati'lns, would be content to recover variable costs and 
a contribution to fixed costs. It also views application of 
the Public ~rv1oe ~v §19 U requi~t that "'juat and 
reasonable~ r~tes L~clude a return sufficient to attract 

for continU!td Hrvioe a.s H~ic<!i!l ~n dM~ COII'IIpany 
<~lU\Visions ~ §15 

o~ Public 
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~LANNING FOR THE SYSTEM 

Recommended Decision 

The Judge, in discussing the survey designed to 
determine customer interest in take-or-pay contracts and 

thereby determine the likelihood of the plan's success, 

concluded that "while at this juncture the feasibility of 

the Staff proposal is in serious doubt in light of the 

very cogent factual impediments to which RG&E points, any 

resolution of such doubts in advance of that survey would 

be less than conclusive and, as such, fall short of public 
i11terest considerations.,!_/ He therefore recommends that 

the survey be conducted. 

The impediments noted by the company and cited 

by the Judge are varied; they are here briefly listed. 

First, the company alleged that staff's present worth 

discounting masks the effect of interest on the deferral 

account balance and that the amount steam customers would 

have to repay for the underpriced service they received in 

the initial years is $17.1 million rather than the $11.6 

million computed by staff. Second, coal burning limitations 

in the OeparL!Mlnt of Enviro.nmental Conservation (DEC) permit 

would offset the estiaated cost saving.!/ Third, staff's 

Pt'iCirlg plan prevent further erosion of the customer 

bdse but would not lead former customers to return. Fourth, 

in RC&E's view, staff has allocated too great a portion of 

t.h.e Seebee Stati~-. 
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customers. Sixth, significant additional costs, such as the 

possibility of requiring new mains, installing services and 
meters, and the tax treatment of the deferred expenses, have 

been ignored. Seventh, a significantly higher discount rate 
is warranted for assessing risk. Finally, other risks, 

including declines in sales levels, financing difficulties 
and timing problems, have been overlooked. 

Judge Schechter disagreed as to the limitations 

imposed by the DEC coal permit and found as well that take­

or-pay contracts are allowed where there is a reasonable 
opportunity to recover the deferred costs. He agreed, 

however, with the company that present worth discounting is 

an inaccurate measure of costs and that staff's view of cost 

savings from conversion are optimistic. In addition, he 

considered valid the company's criticisms concerning staff's 
pricing proposals, the efficacy of take-or-pay contracts and 
the failure to reflect some additional costs. Nevertheless, 
he concluded ~only the survey can either confirm or negate 
the doubts,"!i and, as noted, he recommends the survey be 

conducted. 

Mr. Thurston's Comments 

Mr. Thurston's brief en exceptions notes that a 

study of district heating in Rochester is currently being 

caz.-ried out through the Mft"l' York State E'llerqy Research and 
I~SDW\} and L~t, a$ a ~sult, 
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Company's Exceptions 

RG&E, restating many of its earlier arguments, 

contends the survey to determine the attractiveness of 
take-or-pay contracts should not be conducted. It argues 

that staff's economic analysis is flawed, and that the 

take-or-pay con.tract idea has been inadequately examined. 
For example, it goes on, little thought has been given to 
what would happen after the contracts expire, to how to 

collect from customers who move outside the state or whose 

facilities are destroyed or condemned, or to how to reconcile 
the tension between contracting and non-contracting customers. 

RG&E questions as well the legality of deferring the recovery 
of legitimate expenses and also of requiring the company to 

invest massive s~~ of money--$34 million, it says--in a 
failing business. It objects also to the inordinate length 
of time required to implement a plan that will not likely 
work, ~specially when customers need immediate answers to 
assess their situation. Finally, RG&E argues the survey 
idea is unfocused and customers will be unwilling to commit 
themsel,.-es when it is apparent the system is uneconomic. 

Staff replies the survey is an essential first 

st~p to restructuring the system, ~,d it points, as evidence 

of the wortb of a survey. to the s financial support 
for a NYS~A study to determine the future of district 

in R\"'X:.i:wu~ ter. It de fend-!~ the of i u 

~y•s C"h.!~Hen~s to itl'l 

it QOOC l .... s 11 l!l-.u:-vey 

-~-wd bow~ 
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Staff's Excep~ 
Staff excepts to the Judge's endorsement of several 

of the company's criticisms of its proposal. It argues that 
present worth discounting "takes inflation and interest 
rates into account and allows a stream of different year's 

dollars to be summed and appropriately compared with an 
alternative stream of different year's dollars ... ,!./ Therefore, 
it contends, contrary to the Judge, the effect of inflation 

is not masked by present worth discounting. 

With respect to the Judge's finding that staff 
overestimated the benefits of converting Beebee Station 

because it ignored the need for additional transmission 

capacity, staff cc.ntends the company did not establish a 

need for a transmission line into downtown Rochester. In 
addition, staff argues that even if a line were needed, 

conversion would still bring significant benefits. 
Last, responding to the Judge's comment that its 

timetable Has overly optimistic, staff says its only concern 
is finding a viable approach that may nbe begun immediately 
and be carried out expeditiously."~ It requests that we 

decide whether a survey is needed before considering other 

issues. 

is 

The company respo,."'!ds that present lot'Orth discounting 

where the relev~nt inquiry is the comparison 
of ~tre~ but that is not the case here. 
It :.>ays t.he critical ili!sue is hov BUCh lotill be at risk 

With res~ct 
®wnt~ ~hester. 
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million suggested by staff because the units projected to 
produce 200,000 MWh annually are old and will also be 
required to produce send-out steam; RG&E considers 20,000 

MWh more likely. As for the staff request to determine the 

desirability of the survey before examining the other 

problems with its proposal, RG&E contends such a strategy 
will result in wasted time and money. Finally, RG&E asserts 

an inconsistency exists between staff's proposed rate freeze 
and the attempt to put off resolution of other issues. 

Discussion 

Judge Schechter recommends the survey be conducted, 

despite the problems with staff's analysis, because he 
believes it is in the public interest to discover whether 

customers are willing to commit themselves to long-term 

take-or-pay contracts. But we are unpersuaded that con­
ducting such a survey now would make sense. 

It is abundantly clear that the system's decline 

is becoming more rapid. In August, 1983, there were 171 

customers being served and less than a year later--despite 
rates below the level suggested by normal ratemaking--there 
are only 115 customers on-line and 27 ob~ers have set a date 

certain for l~~ving the system. 
recent forecast of annual sales is approxi~tely one-half 

the ori~inal rate year and loss 
of cust~rs <tn:Ul.:::'~:ll b'lAt $<tl<!i!lll le'lil'elll> 

furtlMr. 

~uld 
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Given that conclusion, the "fish or cut bait" 

approach is warranted and attention should be shifted from 

bailing out t.he system to finding a reasonable method of 

terminating regulated steam service. Accordingly, the 

company is directed to submit, within thirty days, a detailed 

plan for abandoning the system by a specific date or phasing 

it out step by step. The proposal should examine, among 
other things, the extent, if any, to which customers' 

conversion costs would be defrayed and the accounting 

treatment of such items as plant retirement, cost of removal 

and undepreciated investment. Following our review of the 

company's proposed plan and any comments by intervenors or 

customers, we shall determine the next steps toward an 

orderly termination of the company's steam business. 

RATES 

Recommended Decision 
Judge Schechter concluded the only issues ripe 

for resolution in t.his case pertain to the permanent rate 

levels to be adopted for Case 28316 and Case 28612. In his 

estimati~~. the central issues are: 3 1) Is the utility now 

entitled to a 'full' return on its stean plant investment, 

as RGU: urges?; ~nd 2} Should such invel!ltment now be ~med 

valueless for alii Staff He 
ground~> 

asMs~t of ths 

~ btK:.aw;.e 
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On the basis of his reading of ~1e temporary rate 

order in Case 28316, the Judge found that we did not 

"foreclose permanent steam rates reflecting a return on an 

original cost less depreciation basis."Y He concluded that 

we contemplated neither a normal nor a zero return but 
considered a less than normal return proper for an indis­

putedly failing business. He characterized a full return on 

the steam plant as "patently unwarranted" given the company's 

own perception that staff's remedial measures are futile. 

Nevertheless, he believed a positive return on steam plant 

is required inasmuch as the plant "has ~ value considering 

that service, as necessary, will continue to be rendered to 

remaining steam customers through 1986."Y 

In so .finding, the Judge rejected staff's rate 

freeze proposal and decided that the company should recover, 

in addition to its variable costs, some return on investment. 

Starting '"i th the DCF-deri ved companywide equity allowance, 

he fashioned a formula that is supposed to recognize the 
"negative growth" of the steam department while reflecting a 

"rema.ini::;g three year life." Specifically, he would disregard 

the growth component, divide the yield the number of 
years re~ining and then subtract that figure froa ~~e yield 

to ~tf':rmine the dlowan~. For CaM~ 28316, the 

calcul£tio~~ ar~: 

l. "" 6. •n. '!bat 

OW'ol:ir~ll r~t;,u::n 

10.3\ ? 3 ~ar~ R 3.4\: 10.3\-

6. t\ 9quit:y ret:w:n ~ld an 

st.~am of I. 47\ a $2. U mllioo 

f~ ~par~tion$ 

l~~l. 
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In making his calcultion, the Judge relied on the 
uncontested steam revenue and expense projections in Case 

28316 rather than on current data. He held the cases cited 
by the company supporting the use of current data were 

inapposite, for they antedated the fully forecasted rate 
year technique and, moreover, he saw the company's position 
as inconsistent with its rr-fusal to extend the original 

suspension period to consider the rate effects of the Steam 
Report. 

For Case 28612, he recommends the same approach. 

The calculations, using Judge Vernieu's recommended decision, 

are: 11.9% yield x 2/3 (reflects fact that two of the three 

remaining years of operation will be completed) = 7.93%; 

11.9% - 7.5% = 3.97%. The result is a $4.309 million 
increase (above the temporary rates set in Case 28316). 

Company's Exceptions 
RG~E argues the Judge erred in recommending that 

rates in Case 28316 be set using the rate case data available 
as of July, 1983. !t reasserts its position that we are 

bound here by New York Telephone Company v. Public Service 
Commission,!/ which requires the use of actual data where 
available, and contends it is i~terial that the case was 

deci~d before the ~~~ to a fully forecasted rate year. It 
t.~at we mW!It H<U'ch for too ~t accurate data for 
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In re13ponse, staff argues the company is estopped 

from claiming an en1titlement to rate relief and reparations 

based on updates because the company's refusal to extend the 
suspension period precluded the timely consideration of 
steam rates. Further, staff says the issue here relates to 
reparations, \'lhich are discretionary and not mandatory, and 

we are not required to allow retroactive reparations even if 

we set higher permanent rates prospectively. 

RG&E excepts also to the Judge using a reduced 
return on equity for the steam department. It contends 
granting a return "less than the risk-free cost of money is 

confiscatory"!/ and that setting a different rate for steam 

is inconsistent with the practice of setting an overa.ll rate 
of return for combination utilities.£/ Finally, it posits 

that the recommendation overlooks the fact that the 15.1% 

return on equi~y was intended to reflect the return needed 
on all operations and it contends a low return on steam 
plant requires a correspondingly higher return on gas and 
electric plant. 

Staff does not answer this exception directly but 

says that the steam system is moribund while the gas and 
electric systel\lS are "ongoing entities." The main thrust of 
staff's re3ponse is its speculation that the company was 
holding bac.\. fox it.:ill reply brief on exceptions its ar~nt 
regar~ing enti~le~nt to fully compensatory rates in which 

case, staff noted, it would req~~t that the be 

,. .. "' .. ""'""-""""'"'' or that ~taff be granted leaw to 
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Staff's Exceptions!! 

st~ff objects to the Judge's compromise position 

that allows a return on steam plant. It contends, first, 

that it is improper to use a traditional DCF model, which 

contemplates a stream of dividends, when no dividends can be 

assumed. Moreover, it argues it is unrealistic to set rates 

on the premise of a 1986 shutdown without recommending a 

formal abandonment proceeding. Further, it posits that 

increasing rates will undermine the survey and that, in any 

event, there is no justification for rates higher than 

variable costs, which it characterizes as the minimal point 

at which a competitive firm would continue to provide 

service. In this regard, it asserts that it is "questionable 

whether RG&E would have been inclined to 'phase out' its 

steam service if it did not also have a franchised monopoly 

in the provision of the closest substitute--natural gas."~./ 
Thus, staff renews its claim that a rate freeze is 

in order. It argues that in Case 28316 the company's variable 

costs (including depreciation, a return on working capital, 

interest payments and preferred dividends) were met, and that 

is all u1at is required. As for Case 28612, staff contends 

a rate fr.eeze is in order as well ~~ause the Steam Report 

accelerated the decline of the system and the company should 
.. bea:r- the consequences of an ill-concei'<-ed long-

1 ~b •k ~- ~~ +?~~~-~-~."~/ range p an ra ..... er .... an see ... :a.ng a "'""'"'"' ..... _,..., ... _ ... """ 
As <1. :nlsult, staff propoMs a free~(!! until the company 

fer 
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RG&E submits, concerning the rate issues, three 
replies. It contends the Steam Report cannot be blamed for 

the accelerated decline of the steam system; that it is 
entitled to fully compensatory rates; and that it should 
not be required to undertake more studies if staff's plan is 
rejected. 

Discussion 

In detei~ning the level of rates--both prospectively 
and for the time temporary rates have been in effect--~~ 

start by recognizing that a large number of the company's 

steam customers have left the system over the past two 

years, that, more recently, the rate of departure has 
inc:r.·eased dramatically, that the system can no longer survive 

economically, and that abandonment is inevitable after a 

reasonable phase-out period. In such circumstances, we are 
not obligated (and it would not be feasible} to follow 

traditional ratemaking principles a~d provide the comp~~y 
the level of expenses or return required by an on-going 
concern. This is particularly so here, where the company 
has failed to aclmottledge that the system. is no longer 
economically viable or to take steps to petition for its 

eventual abandon100nt. 
Fa~d as we thus <u:e witb ~ttinq raa:;o for a 

reasonable phast~~-out VIii! are ""il.U.nq to auwc:t'ilui:: 

onl? such rewe:n~~ it$ ~y bt\1 neces:saey tt4 e11!:illltinq 

n~r of e~tomers. t:.o CO'II'\lllr ~ ·~'"lMUI iru::u~ ir. 

nni~. Fw:t~~. 1ol'e ooU~w it ~~~l• t.o 

~ri:\~ ra~ in~~s 

1iol'llll ~ Al~~t tO ,JI.I'IIIJilO<ill'e 

C~t~~~ 

~~ to-t 
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At th~ same time, we are mindful that the phase-out period 

should be limited in duration (consistent with the need of the 
existing customers to convert to alternate energy sources), 

and we recognize that meeting even out-of-pocket operating 
expenses may require authorizing a significant increase in 
the rates charged during that period. Indeed, such an increase 

will avoid the improper price signals which might result from 

keeping rates artificially low, and it will thus encourage 
customers to leave the system during the phase-out period. 

With these considerations in mind, we conclude that 

the temporary rates set in Case 28316 should be made permanent 

and that, in Case 28612, the company should be allowed to 
recover its out-of-pocket expenses, which requires a rate 
increase of approxima.tely 32%. These conclusions are discussed 

in turn. 

1. Case 28316 

When temporary rates were set in this case, the 

steam system had l·ost a number of customers and its future 

was dim. Accordingly, we expanded the on-going investigation 
of the system's prospects and requested that the issue of 
abandonment be considered.!/ That investigation has now 
revealed ~~at the economic decline of the system is irreversible 

and that abandonment". within approximately a year to 18 

:nonths is inevitable. Accordingly. we find the level of 

te~rary rates--designed to reco~'r the s variable 
cost~--may be made ~~nt, for tbe steam system was and 
il<> in ,;, leMi.ng to aban~nt., 

a retum oa tbe lit.eam 

Alii <II ~i>Ult. • 

an warr~~ ~w:: tbe 
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2. Case 28612 

In the rate year, it is likely, given recent 

in.dications, that customers will depart at an increasing rate, 
especially given the significant rate increase that is needed. 
Further, because of the small number of customers, the steam 

system is not economically viable and should be phas~d out 
over a reasonable period. As a result, we find, consistent 
with the Market Street Railway decision, supra, as well as 

sound marketing principles, that during the phase-out period, 
the level of rates should be set so as to be sufficient to 

allow recovery only of out-of-pocket expenses. 

This level of allowed rates is reasonable because 
it reflects the inevitable fate of the system while allowing 

the company to recover its prudently incurred expenses. 

Moreover, it recognizes the economic burden placed on the 

remaining customers, who may also face expenses of converting 

to alternative energy sources. Finally, RG&E's resulting 
return, as computed on a consolidated company basis, is 
reasonable even under business-as-usual criteria.!/ 

CONCLUSION 

Our resolution of the issues presented in these 

cases leads us to conclude that Rochester Gas and Electric 

Corpo;;:a tion requires • prospect.i ~ly • $3,170, 000 in additional 
ann~l re-;,~nues frOG su1aD service, o~r the aDOunt produced 

the temporary rates n~ in effect, as set forth in 
Appendl'l!: A. The ll\ increase COGPrisiu a 
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$2,729,000 increase in base rates and a $441,000 increase in 

fuel adjustment revenues resulting from a change in the 
factor of adjustment. 

The Commission orders: 

1. Rochester Gas and Electric Corporation (the 

company) is directed to cancel the tariff leaves and supplements 
listed in Appendix B on or before July 15, 1984. 

2. The company is authorized to file amendments 
to its steam tariff schedule designed to produce additional 
annual revenues in Case 28612 in an amount and manner con­

sistent with the foregoing Opinion. The company shall serve 

copies of its compliance filing on all parties listing 

appearances in these proceedings. Any comments on the 

compliance filing must be received at the Commission's 

offices within ten days of service of the company's proposed 
amendments. Amendments specified in the compliance filing 
shall not become effective on a permanent basis until 

approved by the Commission. The company is authorized to 
file the ame.ndrnents on or after July 16, 1984 to go into 
effect on not less than one day's notice, subject to refund 
if any showing is made that the new rates are not in full 

c~liance wit.l-.t this Opinion and Order. 'l'he r.equirel!!lent of 

§80 (lOp of the Public Service Law to l"H~"""Spaper publication 

of the amendments authori~ed in this paragraph is wai~~d. 
provided tr~ c~any notifies each c~tomer affected the 

fHin:}. 
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plan shall examine, amons other things, the issue of customer 

assistance and the accounting treatment of such items as 
plant retirement, cost of removal and undepreciated investment. 
Copies of the plan shall be served individually on all 

remaining customers and on all parties listing appearances 
in these proceedings. The period for comment shall be two 

weeks from service. 
4. The temporary rates set on July 18, 1983 in 

Case 28316 and revised through rehearing on December 12, 
1983 shall be made permanent for the period they will have 

been in effect. 
5. Except as here granted, all exceptions to 

the Administrative Law Judges' recommended decisions in 

Cases 28609, ~ !!· (insofar as pertinent to steam service) 
and Case 28316 are denied. 

6. Except as here modified, the recommended 

decisions of the A~ministrative Law Judges are adopted as 

part of this Opinion and Order. 
7. These proceedings are continued. 

{SIGNED) 

By the Commission, 

JOHN J. 1\ELLIHER 
Secretary 
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ROCHESTER GAS AND ELECTRIC CORPORATION 

Steam Department 
Explanation of Commission Adjustments 

(OOO's) 

1) Revenues 

a) To reflect existing factor of adjust­
ment (1.1809) in base tariff revenues; 
plus revenue tax gross-up. 

b) To reflect proposed factor of adjust­
ment (1.3153) in determining FCA 
revenues; plus revenue tax gross-up. 

2) ~ 

To eliminate 1985 estimated wage increase 
reflected by ALJ (2 months) 

3) Taxes - r.ocal, State, Other 

a} Property Taxes - to reflect decrease 
in rate year property taxes per letter 
from RG&E dated June 12, 1984. 

b) Revenue Taxes - impact on adjustments 
la and lb above. 

4} Federal Income Taxes Pavable 

Operating IncOI'Ile Before F.I.T. (column 3) 

$ 

$ 

(115) 

265 

(269) 

10 

$ 150 
= 

$ (19) 
= 

${259) ............... 
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ROCHESTER GAS AND ELECTRIC CORPORATION 

Steam Department 
Explanation of Commission Adjustments 

(OOO's) 

5) Interperiod Tax Allocation 

To reflect flow through of capitalized 
overheads. 

6) Revenue Taxes at 6.75%. 

7) Federal Income Taxes Payable: 
Operating inc·ome before F.I.T. at 46% 

$ (12) 

$ 184 

$1,171 
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ROCHESTER GAS AND ELECTRIC CORPORATION 

Amendments to Schedule P.s.c. No. 4 - Steam 

Twelfth Revised Leaf No. 23 
Fourteentil Revised Leaf No. 24 
Nineteenth Revised Leaf No. 17 

Supplements Nos. 25 and 26 

APPENDIX B 




