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I. INTRODUCTION

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 Convergion 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 wutility 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 discontinuance. 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 Flan of the
Company, and found it defective in many respects; therefore, the Staff
recomnends that the Commission net approve the Company's Conversion
Plan in its current form. Staff dees not bhelieve that the Companyv has
met the appropriate standard for spproval of its request to
discontinue utility service and has recommended denial because certain
aspects of the plan are inappropriate snd/or viclste Commission rules.

4lthough stese operatioms vepresent conly 27 of RCPL's
businesz, the steam customers deserve full snd sdequate sttention from
the Company. Staff has vet allsged sny breach of duty to provide safe
and adequate service fto the slesm customers; however, Staff's evidence

does clesrly show that ement insttention snd seglect beve likely

Fizsncieal stetus of stesm

cemtributed o the nt shyslcal

atione, snd reflect the 4 ‘s desive To g8t out of the s

with the &%

slsetricsl lead. 4&les,




it has become clear that the Conversion Plan 1is 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 operation and maintenance of on-site boile;s, and
$.5 million for energy audits). If the public convenience 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 znd refuse to permit KCPL to discontinue central steam service to
dovntown Kansas City. In addition, the Commission has the authority
to refrsin from granting the Compeny a rate increase at this time,
even though a traditional revenue requirement calculated for an
ongoing busiress has been stipulated te by the Staff and Compeny, if a
sufficient public interest would be served by withholding the
increase, especially if abandonment is permitted.

The public interest regquires that certral steam service not
be abandoned just because the Company wants cut of the business when
the best option for the customers may be continuation of steam service
by some entity other tham ECPL. Stseff’s position is thar this option

must be pursved before the €
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the mere fact that the enterprise or a particular

service 1s unprofitable does not justify the

utility in ceasing or refusing to perform its

duties.
(73B C.J.S. §9, p. 146). The requirement 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.24 204, 214

(D.C. 1968).

The fact that a public utility iwmust 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 Missouri Commission cases involve
abandonment of service by railroads, bus and truck companies. They
establish some parameters for treatmen:t of this issue.

R. FEDERAL CASES

Federal court decisions involving ges utilities have treated
the question of abandonment as similar to the granting of =a
certificate of convenience and necessitv. The courts look at whether
the abandonment would be & disservice to the public. The primary

decision is the Michigan Consclidated Tss rcase. The court ruled that

wnder 15 U.S.C.A. §717F /B of the Watura! Ces Act no natural gas
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(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. MISSOURI CASES -~ GENERAL

The Missouri PSC has a long line of railroad abandonment
cases where it has dealt with this problem. The Commission has also
had some wminor 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 rallrcad, 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 and power
to abandon & part or spur of a street railroad. (Cites omitted).

State ex rel. City of Kirkwoed v, P.8.C., 50 S.W.24 114, 118

(Mo. 1932)., The Commission has also stated this to be the rule.

McFarlane v. Southwesterm EBell, 10 Mo. P.S85.C. {N.S8.) 210, 217 (1%62).

The Commission chided the Kansasz e and Electric Companv for taking
steps to discontimue service pricr o filing {ts sapplicatiom for
authorfty to do so. Re: Ksnsas Ges & EBlectric Co., 3 Mo. P.8.C.
{B.8.) 17¢ 1930y,
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utility service is the converse of that applied in applications for a
certificate of public convenience and necessity; that is, that rhe
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 wviability as a threshold
question in terms of losses to the Company and demand for the service.
The effect on customers of discontinuance of sgervice 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 cne case the Commission has
authorized discontinuance only upon finding that all customers would
be as well or better off with some alternatives than they were with
the existing service. Finslly, because of the significance of loss of
a public utility service, the Cormission has asked whether
alternatives to going out of business are evallable and whether the
Company has examined all alternatives for their customers in the
context of the discontinuance.

Where the Commission finds some ongolng public need for the
service, but the Company 1s expevriencimg losses on the eperation, the

Commission applies & halancing Test to weigh the losses sgainst the
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Re: Culver v, St. Joseph & Grand Isgland Rwy. 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 Commission held that abandonment could only occur
where operation entails continuous financial 1loss, and even 1if
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 Commission stated the standard for their
decision as follows.

The decisive issue to be solved is whether or not
the public really needs the services these traims.
The term "public convenience znd necessity" is
illusive and difficult tc define but there are
certain factors which can be used to determine
what 1is necessary to sscertain the extent of
service required to satisfy the needs of the
public.

The Commission went on to list facters involved in looking et the
public convenience and nevessity:

{1} character of popularion of terrirory served;

{2} public patronmage cr lack thersof;

{3} facilities remaining;

{4} expense of operation as compered with revenue;

(5) cperations of utility (railrocad) as a whole;

oY, && veatated:

(1} ecest of providing service:
{2} wee made by §@§iﬁag
(3 &%@i§&§§§z%y snd v of slrervesives;
€43 a@%& on @@@%&f?@@ an cved 2o entire operetion:
() I gects of Turtere See;
&y 8
3
¢8y
9y




The Commission pointed out that the public interest involved
was the entire public, wmot 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:

were so patently disproportionate to the pubiic

convenience and necessity then or thereafter to be

served by them as tc render the Order that they be

continued unreasonable and arbitrary within the

meaning of the public service commission statutes.
Id., 805.

The Commission has allowed abandonment of electric lines and

gas service where continuation of the service would be unreasonable.

In Re: Kansas Gas & Electric Cao., supra, KGE sought aathority to cease

all service im Missouri and surrender all certificates of convenience
and necessity¥. Over a number of years KCE had obtained seversl
certificates to provide sexrvice to certain industrial customers who
had operations in Missouri. The service included providing
electricity to some residentisl customers,

The industries ca2agsed operetieon and wmenvy residential

customers had moved. KBE bhed sold igs remalsisg limes to the

remaining costomers aad placed their mevers s % ission

hald that svew service withoug




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: Poloc Gas
Sexvice, Inec,, 16 Mo. P.S.C. (N.S.) 158 (1971). The Commission stated
it would be a 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 shown that it had
operated at a loss and wes only keeping rates down with assets of the
parent corporation. The Commission found the public would not be
adversely affected by the discontinuance siunce the corporate parent
would provide service to Suburban’s customers at the same rates.

D. MISSQURI CASES - STEAM SERVICE

The Commission has dealt with discontinuance of steam

service in Re: St. Joseph Light & Powsr Co. (SJLP), 20 Mo. P.S.C.

S

(N.8.) 27¢ ¢1975). 1Im its Applicarion, SJLP claimed that its steam
facilities were in disrepair snd needed improvements that the Company
had been losimg customers sud wes not eamning & fair veturn on the

steas fscilitdes, snd chat stesm hest was wnot competitive., Finally,

Sz, Joseph argued it mo longer had & franchise from the city for stesm

service.
The ission fousd chet af BILP’s mains and lines
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into the foreseeable future. There had been heavy rellance on the
system by the steam customers and the decline 1n the number of
customers was due more to urban renewal than customer switching to
other sources of energy.

The Commissiorn refused to authorize abandonment in this
case, The Commission stated that the total cost of providing heating
by alternative sources had not been showm 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 long 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 vyears 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 found that all
customers but one had received an alternative source of heat, and that
the last remaining customer had a suitable slternative availsble which
was at a lower annual cost cover the lomg zun than steam service. The
Commission also found that the cperating costs cf the steam system far
exceeded vevenues anticipated from the service, concluding that
continuvation was not economically feasible. Finally, the Commission
found that discentinnance of service could work o hsrdehip on the
public snd thet the public convenience and necessity did pot require

continved cperstien of the steem systen,

Iz the isterin bs The owo iicetions for sothority to

fee the y was granded 2 significent (mcrsese in

discontinms

yates 28 8 veweit of o Suissletion aad

slen e SEF s 197 zeve




case. 21 Mo. P.S8.C. (N,8.) 466. (Case No, ER=77-107). This rate
increase wost likely contributed to the fact that the Company's
customer level declined from 155 in 1974 to 16 in 1978 when the
Company flled the second application for discontinuance of service.

E. OTHER STATES - STEAM SERVICE

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); BRe: 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
detrimentsl to the public welfare. The PUC found Montane States was
not making a fair return on its steam facilities and 1its prospective
business was highly unfavorable.

In Montana Power the PUC found that to waintain the system

would require an 85 percent Increase in rates. The loss of customers
was continuing. The PUC stated that before e utility was allowed to
sbendon a facility, it should use evervy wmeans, including rate
increases, to avold abandomment. TIn this case the rate increasse was
tec high to be suthorized or effective.

The Illineiz Cosmission dealt with the issue {n Re: Centrasl

o 0 PUULR.3S 173 (111, 1933). There the steam
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required the utility to provide propane storage for those customers
switching to propane.

The Wyoming Commission addressed the issue in Re: Pacific
Power & Light Co., 8 P.U.R.3d 452 (Wyo. 1955). Here 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 recomnstruction.

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 maintaining of noncompensatory rates over an
extended period, and nc customers had been refused service. The
Commission found the utility had taker all reasonable steps to prevent
abandenment. Finally, the Commission found that no substantial public
need for the service was shown, and there was a less expensive
alternative socurce of emergy.

Thevre have been three ¥Yorth Dakotsa Commission decisions

regarding discontinuance or abandonpent of steam heat utility service.

In & 1978 Ovder, the Commission permitlted (2ler Tall Fower
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electric generation. The Company was experiencing losses and would
have required a 217 rate increase to obtain a minimum rate of return
on present investment, and & 1567 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 a l-year period.

In December of 1968 the Northern States Power Company filed
applications with the Commissicn 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, Conclusicns cf Lsw and Order attached as
Appendix B and Appendix C, respectively). Once again in both these
cases steam was & by-product cof electric generation which was no
longer needed. In these cases the Commission alsc found that the
public convenience and necessity did not require continuance of
operations, that alterpate means of hesting were readily avallghble to
the stesz heat users, and that oo one obiected to sbandonment of the

nt date for
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offered to contribute toward the cost of converting to an alternative
method of aspace heating. The Company offered to pay:

(1) two-thixds of the lowest competent bid for a gas fired
hoiler 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'" i1f 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-byvpassed
electric generation plant. The system was old and inefficient.
Reconstruction would be prohibitive 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.

Most recently, the New York Public Service Ccmmission dealt
with the issue of steam cperations in downtown Rochester on its own

initiative. Re: Rochester Gas & Electric Corperation, Case Nos. 28316

end 28612. (Uncertified copy of Order Issued July 11, 1984 is artached
herete as Appendix D. The Commission {found that abandonment was
inevitsble and that the Cospany should file & derelled plan for
sbandoning the svystem Imcludimg the extent, if amny, to which

customers’ conversiom <costs should be defraved by the Company,

accounting trsstment of plant vetiw T, o8t of revovel and
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take~or-pay contracta at competitive rates. The Staff argued that
unless vrehabilitation took place, the system had loss its economic
value, & process accelerated by the Company's release of its steam
report and encouraging onsite alternatives for customers. The Staff
argued for a rate freeze and contended that compensatory rates were
not appropriate in the situation.

The Comrission 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 financizl assistance plan filed by the Companv. 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

In determining whether to permit Kamsas City Power & Light
Cempany to discomntinue provisiom of central steam service in downtown
Kensas City, Missouri, the Commission should determine whether the
public conveniences and necessity me lovger veguire such service. If
some need for contiouation is showm, the Commission should weigh this
against the finencial leosses suifeved by the Hany other
factors abouid be taken imte sccowst (o resching the fimel decision,
tion of the
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available to steam heat, management efficiency and all other factors
relevant to this question., The 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 abilitvy
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. SUMMARY 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 1is not in the
public interest, convenience and recessity to permit KCPL. to abandon
its steam utility service under the terms of the Conversion Plar filed
by the Company. There are stili over 120 customers whose convenience
and need for heat are still served by central steam. This 1is
evidenced by the fact that they still take steam service. The
Company's two largest customers are participating in this case in
opposition te discontinvance of the service, which demonstrates an
ongoing need. And theve is a serious guesticn whether the other group
of intervenor customers would support the Company’'s Plen without the
"free boller” optiom.

The Company mey assert that Ite Conversiom Plan is in the
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KCPL bas not made a clear showing regarding non-viability of
the system, and did not fully iInvestigate and evaluate avallable
alternatives to discontinuance., Most notably, Cowpany has refused, as
a corporate policy, to pursue sale of the system to another entity and
has, in fact, rejected any advances by interested purchasérs. 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 1is inappropriate both from a regulatory
and economic perspective. The plan violates the Commission's rule on
promotional practices in 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 O0&M costs of
conversion tc¢ electric heat, the electric boiler altermative is the
customers’ most costly aliternative to central steam. Finally, the
provision of bollere is not an appropriate method of “compensating”
customers for being forced off cemtral stesm hest. Although KCPL
advocates fts propesal to fuznish the up-from: costs of electric
boilers as {ntended to ease the fimencisl burden for its stesw
customere, i reality the prepossl is wvothisg more than & busioess
The

investmear decision by the O T8 IO TeLOVEeY

slectyic Tates o

the izvestment in the Closversice Flaz fully thee




the steam system and Company's actions or inactions in the marketing
of steam. The 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 is 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 steam system is sale of the system to another entity
with sufficient expertise and interest to revive the system. Staff
believes it was Iimproper for the Company to ignore this option and
feels that the option must be considered before the Conmission permits
abandonment of central stesm in downtown Kansas City, Missouri.

The major elements of Staff's recommendation outlined in
this summarv will be discussed individually in the followirg sections.

E. KCPL SHOULD NCT 3E PFRMITTED TG GC QUT OF THE CENTRAL STEAM

RUSINKESS WITHOUT FIRST FXPLORING THE OPTION OF SALE OF THE

SYSTEM TO ANOTEER ENTITY.

It is uncontroverted in the rvecord that KCPL made a policy
decision not to consider sale of the steam svstem even though a 1981
study by the Compsny recommended that the ssle option be investigated.
(Ex. 12, p. ¥4, 1., 3-1%, Tr. 159, 4-15, and Ex. 37, p. &0-41). The
evidence alsc shows that XCPL received several inguiries from
interested buvers In vecent vears, and that all such inguiries were
greeted by s flar "me™. {Tr. 139, 188, i84), As ¥r. Mendacins
testified, he bad difficuity recalling the dutells of these contsects,
bur did
Ce

der that the coeversetiome were wery short because of the
palicy 20t 20 coselider sale of the sweven. (Tr. 177-178%.
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by approximately 70Z to maintain a viable operation. (Tr. 102-103).

The Staft's case, on the other hand, shows that it is not at all
unlikely that & purchaser of the steam system could come in and
commence operation, take some short term vrehabilitation 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 inefficient operation of the steam system, is not in a
position to make this determination. By the same token, neither
Staff, Commission nor iuntervenmors can say with certainty what would
happen if the Company were tc 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 optiom. KCPL has certainly
provided no valid reason to evade this option.

In addition, it is clear that the Company would not be
harmed by geing through the soiicirerion process. Company Witness
Beaudoin testified thar the process would neither be time-consuming
nor costly to rthe Company., (Tr. 18D,
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negotiations to the Commission along with the Company's
recommendations regarding those proposals. (Ex. 28, p. 17, 1. 13-21).
The approach recomnended 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 shculd be given sufficient time to prepare their
bids, the process should be conducted as expeditiously 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 SHOWN 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 Compauny's phase-out of service plan would have
required them to conrinue serving some customers until that date, and
their revised proposal does nct specifically mention any phase-out
dates, but does still request a termination date of 1990. (Ex. 13, p.
3, 1. 1-12). The study conducted 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
distriburion system is in relatively good comdition, {(Ex. 3&, p. 15,
i. 10-11) and the generating facilities sre usable although oversized
and ineffieclemt. (Ex. 34, p. 13, 1. 17- 3. 14§, 1. 1).

Staff asserts that the only true test of wviebiliecy of

ey seolicit

central stesm for dosmrtown Ksnsas Cite is to have the

proposals to purchese the zvalse 3nd deternine whether enticies with

experience, enpertise sad foZerest in This sves ars willimg %o
patchase the svefen &d mele ¢ viable bnslssss of (v, (Bs. 19, p. 2,
. i=8, Be. 48, 2. 2. 0. 13-27 s =L B, p. £, L. 30043, Ae sTated

w8 g

g ol bide feg sele of FEabal
T ogast of the wlal ity of stes

s




in downtown Kansas City, and would insure that the
heating options of steam customers in Kansas City
are not prematurely foreclosed simply because KCPL
wishes to increase its electric revenues.

(Ex. 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 uand 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 operatioms.

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 sould since 1979. 1In the
majority of the sales, the systems had been experiencing significant
load losses prior to the purchase. In the period subsequent to the
purchase, the operations have beer successful. (Ex. 28, p. 22-26).
Staff Witness Featherstone’s rebuttal testimony addresses the recent
sale of the central district heating system in downtown St. Louis,
Missouri, a trarsaction which was approved by this Commission. His
rebuttal testimony contalng Iinformatiom concerming the St. Louls
system, and also two other systems owned by Catalyst Thermal and thelr
load factor experiences &3 coupsred to ECOFL, {Fx. 18, p. 2-8).
Finally, Staff VWietness OCligschlseper’s surrebulial tectimony makes

reference Ic the recent szale of the Harwil syvivenis stesm

¥

system. (Be, 48, 2. 3. 1. 4-%), Therte were siz bidders interested is

purchasizmg the farilizies frem ivamis

Sch. I-3%.

1T i3 sise & Salier of v

«f he

eesing letetest =

EE
¥




Schedule 32-2 of Exhibit 37. All this evidence shows that there is
some potential for viability of the central steam system in Kansas
City, Missouri. Finelly, 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 mnatural
gas prices and landfill costs (Tr. 152-153), but was unable to
adequately explain why central steam 1is 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 downtown Kansas City.

The engineering study performed by Staff Consultant Witness
Miller shows that a short-term rehabilitation program would cost
approximately 82,675 million. (Ex 31, p. 12, 1. 14). The Company is
willing to spend more than ten times that much to implement their
conversion plan. (Page ? hereof and Tr. 67).

D. THE EFFECT OF KCPL'S CONVERSICK FLAX ON ITS CUSTOMERS WILL
HOT LEAVE THEM AS WELL OR BETTER OFF AS WITH CENTRAL STEAM.

The termination of central steam service will be disruptive
and inconvenient for XOPL's customers., Company does not denv this
fact. (Ex. i, p. 15, 1. 3-86). Staif{ Consultenr VWitness Fuller has
pointed out several incervenisnces that could be avolded 1f central
steam service wag contivued., iocluding wmeintensnce of heating
eguipment, Danagemenl of perscone]l To operete sod meintelin eguipsment
snd the necessizy of sekies feel puvchases. (Fx. 3, p. %, 1. 6-8).
T addizicn, the rebuital Tsatimsey of $28ff Witnese Feetherstons
nafits
I-643.
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Southern Industries, whose Witness Albert Mauro testified that that
Company had not even examined alternatives to central steam until the
Company presented its 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 contradictory 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'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 couversion 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 & Fower Co., 22

Mo. P.S.C. (N.S.) 180 (1978). Because of this precedent, along with
the fact that the the provision of up-front capital costs of on-site
boilers is a wviolation of the promotiocnal practice rule, and the
"masking” effect the offer of theose up-front capital costs, Staff's
analysis of the comparative costs and comparative positions in which
the utility customers would be left includes the capital cost of
electric boilers,

The testivouy 0f Staff Censultant Witness Dahlen shows that
the Company’'s plan o provide "free” boilers to the stesm customers
masks the tyus eccnomic cost of the conversion to the customer.
(Ex. 28, p. 12, 1. 2-3).  Recause of thisz offer, the customer {s
unable to wske a cholce which considers all the f{ectors of the

convarsion, Includimg energy costs, capital costs, operstion and
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customers and on-site electric boilers was the most 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 bollers. (Ex. 4 to Ex, 35 and Ex. 30,
p. 15, 1. 18-22).

Furthermore, it is not possible to quantify the intangible
Yeosts" 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 RFASONABLE ALTERNATIVES TO
DISCONTINUANCE OF CENTRAL STEAM SERVICE.

The steam conversion study presented by the Company with its
direct testimeny purports to analyze 29 alternatives and indicates
that the Company's Conversicn Plan is the one in the best long-term
interest of the steam customers. (Ex 12, Sch 1, Revision tc Report
p. 1). The Staff's evidence shows several alternatives which were not
considered by the Company and the record reveals several alternatives
studied which were not reasonable or were not thoroughly examined.
The most significant cmission is the Company's refusal to consider the
opticn to sell the system, which was sddressed in Section F sbove,

The next wmost significant omission was the failure to
consider nstural gas, beoth for central stesm generatiorn and for
on-gite bollers for the customers. The Company’s study of instslling
electyic boilers at OGrsnd Avenue Station shows 2 capital cost of
epproximetsely $3.3% millidoem., ¢Ex. 12, 8ch., 1, p. 5.8)., Scaff
Consultant Witness Miller’s study shows thar gee/oll fired pachkage
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Staff perceives this as 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 fallure to consider gas fired on-site boilers for its
customers was noi in the best interest of its customers. The Company
directed 1its energy audit consultant not to look at gas as an
alternative, but oniy 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 bollers 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 the alternatives examined are of
questionable appropriateness, such as the option of centralized
electrode beilers which would serve several large customers near or
adjacent to the pgovernwment complex of buildings, but not to those
government buildings. (Tr. 88-89) Another problem with this
alternative was the intention to utilize an electrcde boiler rather
than a gas/foil fired boiler. (Tr. 91, 1. 8-11).

F.  KCPL HAS MISMANAGEDR ITS STEAM OPERATIONS

Staff’s testimony shows clearly that KCPL has seriously
neglected its steam operations over the Fears as examined {rom several
perspectives., Staff Consultant Witness Fuller testified that the
current physicsl condition of the stesw distridution system is due to

the Compsny’s fallure to implement & planned wmaintenance and
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significant amount of steam losses experienced by the Company and the

Company's iInattention 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) Both 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, 1. 14-15). Company Vice-President
J. R, Miller 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 been 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 thst has been given to the
steam operations over the years. (Ex. 45, p. 8-9).

Shortconings were also detected in the areas of long-range
planning, maintenance activities and marketing efforts, as well as
inattenticn to installation of msnagement systems for the utility
system. These are discussed in the direct testimony of Staff
Wituesses Bernmsen and Cligschlaeger (Ex., 45 and Ex. 37, p. 5-24) and
Staff Consultant Witness Fuller (Ex. 34, p. 21, 1.18 - p, 22, 1.18 and
Sch. 1-32 through 1-35).

G. KOPL BAS NOT MADE AR FFFORT TO STEAM SFRVICE Q¥ ITS
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alternative to electric heat. In fact, it was KCPL's policy to

actively pursue off-peak electric load during this time frame. Since
steam 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 1s vital for the successful
operation of a steam business. The expenses associated with
administrative and general 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 eggressive marketing program would have helped
ensure the success and viabllity of downtown steam service in Kansas
City.

The evidence presented in this case supports Staff's
contenticn that KCPL has not vigorously marketed steam, KCPL did not
have a formal steam department until 1982 zrd does not have any
employees whose sole responsibility is to market steam. (Tr. 171).
All of the other district heating systems surveyed by Staff have
personnel responsible for marketing steam. (Ex., 28, p. 13). Twelve
of these systems have personnel dedicated exclusively to the marketing
of steam. (Id.). These twelve systems have an average of 1.8
employees whose sole fumction is to market steam. Im contrast, it has
always been KCPL's policy to use the ssme individusls to market both
steam and electricity. (Ex. &2, p. 7).

Mr. Rebert Grahsam, KCPL'’s Director of DNdastrict Commerciel
Cperations, gave the following amswer to s Steff Date Reguest
inguiring as ze the type discussions ¥LPL hss had wich bullders and
developexs regarding alternate bhesting sources i{n the post-1980 tise

frame:




or his consultant would have pretty much made up

their mind before we had &n opportunity to have

any input.

(Ex. 21),

Mr. Graham testified that this answer contains a general
description of KCPL's approach to marketing steam. (Tr. 208}, 1In
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 were 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 clder buildings and
architectural freedom 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 investigetion in this case 1evealed that not only
has KCPL deemphasized the marketing of steam service, since 1972 it
has been engaged in activity that can only be termed demarketing. In
a Memorandum to File, dated June 28, 1972, discussing possible service
to the new Mexcantile Bamk Building, Mr. Grshsm stated that he told a
consulting Ffirs Involved with construction of the building “that steam
might not be aveileble for this project and that they should very
seriously consider going roral elertric.”™ ({Ex. 42, Schedule 8-3).

Hr. Grahaw filed rebuttsl testimony stating that Staff has

nisinterpreted this mesorandus. (Ex. £, p. 7). Bowevey, strievpts by
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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, Mr. Graham provided rebuttal testimony
claiming that the statement in his 1972 memo was in reference to the
fact that "[tlhe old desuperheating stations used to supply Ilow
pressure steam were operating at or near theilr 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 during its investigation indicating that KCPL was
concerned about the system capacity of the desuperheating stations in
1972. 1t is only reasonable to expect that documentation would exist
if there had been a legitimate concern about something as vital as the
capacity of the system.

Staff believey the memorandum speaks for itself and provides
evidence that KCPL was directing its wmarketing efforts toward
electricity at the cxpense of steam as early as 1972,

Mr. Grsham's mezmorandum is by no means the only evidence of
KCPL's demarketiug of stean. In a mewmorsndum from Mr. J. M, Evans,
KCPL’s Direcror of Svster Planning to Kr. J. R. Miller, Vice President
Administration, dated January 21, 1981, the possibility of serving the
Jackson County Jail amdé (urn Products Lorporation (hereinafter "CPCY)
with stesm was discussed. {Ex. 22}, ¥r. Evens noted that Jackson
County Jail could essily be served by existing fecilities and furcher

stated that be did Tpot beliews service cer de refused. This has been

discussed with the Law Tep 2 the Rates Deper ¢, and both
with this epindes.”™ {34.}. This indicates thet ¥KCFL

went a2 far ae

deved mel servizg the Jschsen

& e exmpiore the cusslisn of

sadiing 1% Hetes

=hether (2 coald refase siaee sevwieoe. This certaialy is : the type




of approach one would expect from a company dedicated to marketing

stesnm.

In discussing whether to serve CPC, Mr. Evans stated that
"[nlew market penetration together with this obligation to serve
should be discouraged at this time.," (Id.). KCPL's reluctance to
serve CPC is confirmed by the following testimony of KCPL's Chief
Executive Officer, Mr., Artnur 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 negotiationms.

(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 baselcad customer like CPC. The following
testimony of Mr. Grahsm indicates the importance of a large baseload
customer for KCPL's steam system:

Q. What is the significance of having a large

ase load steam custower ¢nh a system such as

Kensas City Power & Light Company's steam
syszen?

A, {¥r. Graham] Well, to give you base load, to
glve vou leoad sround the clock every day of
the year. 4and this was very §3§ﬁ&§§i£ﬁt in
that the operation of the plant was much smore

efficient. It brought the lcad levels wp to
w&@r& vou could burn cosl wear Tound end
lower vour fuel cests significsmtiy. You
could spread the cost of operating the plast
and the sevsfem o¥er & grealer o r of
y@%ﬁﬁgb therafore, reducing the cosl for sech
pound.

Q. Se would you agTee thet & cus - pmch es
Torn Prodects wes & werr positise %%%@ﬁ for
the syetes as well as for The others -
of he svetem.

&, Tow,
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Despite 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 conmection
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 "[ulntil
such time as the Company develops a strategy for the future of the
existing steam system, it is System Plannings' recommendation that
KCPL's obligation 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 cf KCPL's unwillingness to extend steam
service to new customers is provided in the testimony of Intervenor
Witness Albert P. Mauro. Mr. Maurc testified that he was previously
employed as the administrator of the Trumsn Medical Center.
(Tr. 448). Mr., Mauro stated that in the course of his employment he
inguired of RCPL &s ¢to whether Truman Medical Center could be
connected tc the steam system. (Id.). He was told by KCPL that it
would be teoo costly to extend the svystem to Trumsn Medical (Center.
(Id.}.

Staff slseo provided evidence indicatinmg that ECFL cuneidered
net providing stesw gervice e the onew Viste Hotel. The Vista
eventually bhecame a ECPL stesm custoser. On Februsry 15, 1880,

Hr. Mike Relger, & EIFL Service wrote the following
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Station could be a problem in the not too distant
future. We have referred this problem to Leon
Boyce and he has indicated that an executive
policy 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 required before a commitment to serve could be
made, it 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 demsrket steam service,
rumors began tc circulate in downtown Kansas City that the future of
central station steam service was in doubt. To alleviate these
concerns, con May 5, 1982, Mr. J. A. Mayberrv, KCPL's Vice President of
Commercial COperations wrote a letter to the steam customers in which
he stated:

Contrary te sgome vumorg, KCPL has ©nc plans to

abandon or tewrminate itz Downtown utility steam

service. Ip fact, quite the opposice is true.

Fitness our recent commitments o supply utiliey

stesw service toe the new Vista Hotel, &8 well as

the new Jacksom County Jail.

(Id. at Schedule 12-1),
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elecirie sales. The following testimony of Mr. Graham illustrates the
inherent confllct between the marketing of off-peak electricity and
the marketing of steam service:

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

A, [{Mx. Graham] The electric load here we're
talking about the demand on the electrical
system.

Q. And would you explain the term "steam load"?
Am 1 correct in saying that its demand on the
steam system?

A, Yes,

Q. VWhen is your period of peak steam load?

A. During the coldest part of the winter.

Q

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

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

Q. But the pericd of cff-peak electrical 1load
does overlap with your period of peak steam
load?

A, That's correct,

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

A, Tf that were to occur, Vves.

(Tr. 219, 220).

Thus, the marketing of off-peek electric sales is in direct
conflict with the marketirg of stess service. 8taff does not =mean to
imply that chere is snething iwmproper with the marketing of off-pesk
electricfew., Bowever, Staff does wnot believe that off-pesk

T thai is deirisente]l to the

electriciry should be marketed im 2 =
steam sysiem.
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Schedule 15-3). The report further stated that '"[c)ommercial
operations personnel are trained and will sell electric heating during
all their contacts with builders, contractors, designers and, of
course, with individual customers." (emphasis added) (Id. at Schedule
15-7). As stated earlier, the same KCPL personmnel 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 wusage 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 teo
electric heat". (Ex. 42, 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 plannirng
document thet 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 KCPL's approach to steam service was one of
demarketing.

KCPL's corporate policy of promoting off-pesk electric use
at the expense of steam is reflected in other KCPL documents. In an
August 3, 1984{ gpemorandum to verious EKCPL officisls, including
Mr. Doyle, Mr. Bermard J. PReaudoin, XCPL's Vice President, Finance,
stated that "X{FL wants ¢ retaim the dowmtowm sleam custobers es
‘energy cuszowers” of REPL™. {Ex. 25). To achbleve this gosl,

Mr. Beaudoin veo nded thet the

reial Operaticms Divisies

undertake & “detalled marketing siudy «f the downtosm slesm cuslomers
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devoting marketing attention to its steam customers until they were

seer as having value to the electric operation.

Similarly, 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 sbout the viability of the system. The perception
of KCPL's customers tregarding the future and viability of the steam
system undoubtedly affected their decisions about whether or not to
remain steam customers. In short, KCFL's actions regarding the
marketing of steam did nothimg to instill custoner confidence in the
visbility of the steam system. To the contrary, KCPL's demarketing
efforts discouraged the commection of potential customers and caused
uncertainty among existing customers regarding the future of the
system. This provides & fuvther ewemple of KCPL's inactention sand

gement of its steas systen.

B, RCPL'S PROPOSED C
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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 heating 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. Those 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, KCPL
installed test boilers on the premises of certain customers and
contracted to have building energy use studies performed to determine
the appropriate size c¢f the on-site equipment.

It is Staff's positien that the Conversion Plan violates the
Commission’s rule on Promotional Practices. Commission rule 4 CSR
2646-14,010(53(G) provides the following definition of a Promoticnal
Practice:

[Alny consideration offered or granted by & public

utility ox dts sffiliate te any person for the

purpose, express or Implied, of inducing such

person to select or use the service or additrional

service of such wrility, or fo select or instell

sny sppliance or equipment designed o use such

utiliry service.

The public wurilities sublect to the rule sre gas and
electric urikities. 5 L83 140-14.01871). Under the definitionm
contained in & CSR J40-14.000¢0), the wuie else applies to affilistes
of gas snd elecivic stilities. Ar “uffilists™ (¢ Zefimed as “any
persos who, directly of lsdivectiy, svetrels o7 (e contrellied by or is

$E8-14.010445 .
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partnership, corporation, association or other organization". 4 CSR
240-14.010(E).

Under the definitions just cited, KCPL's steam system is
clearly er uaffiliate 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.
(1d.).

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 wiring, 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 and sales of damaged or returned
appliances.

(6) The provision of free or less than cost or

value, installation, operation, repair, modi-

fication or meintenance of appliances, equipment,

wiring or piping of any other person is pro-

hibited.

The Conversion Plan viclates 4 CSR 240-14.020(5) since it
would provide steam customers with free or less than cost or value
electric equipment. It viclates & CSR 240-14.020(6) since it would
authorize the installatiorn and msintenance of electric equipment at no
cost to the steam customers. (Id., at 3},

KCPL'es Converslion Plan is obviocusly designed te induce its
stean customers %0 convert o electrie heatinmg. (Ex. 49, p. &),
RCPL's present steam ocustomers wiil be Teguized to seek s differesnt
souree of hesting if the present cenrrel statiorn stesm plant is phased

ersion Plan
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on the total cost of conversion and would not be induced toward the
electric option. (Id.,). Staff maintains that this is especially
important iIn 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 alleviating the financial burden to its steam customers of
converting from central station steam service to an alternate 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 KCPL's steam
customers to chcose electricity as an alternative heating source to
steam. (Ex. 54, p. 2).

In other werds, Staff believes that the Conversion Plan is,
in reality, an investment strategy. (Id. at 3). This is indicated by
a report entitled Conversion of Downtown Steam System dated August 28,
1984, which states:

The cost of installing electric boilers and the
related wiring on the customer's property is in
the order of $6.35 wiilion. The expansion of the
electrical distribution system to carry this new
load is in the order of 83 wmillion, meking a total
of $9.35 million. This assumes that the company
is willing, end could obtain commission approval,
te pay for the installation of the customer
utilizstion equipment. Foxr this investment, the
company can pick up & maXimum of 100 M OFf winter
loac and annual Kﬁé 8888 0L i4d, N . e
winter consumplion wouif be 150,000,000 XWH. At
the newly filed price of 3.25¢ r EWH, the winter
reveaue would be  $3,200,000. The  susmer
consugption would be 16,000,000 E¥R and at the
filed water %’a&&ti@g rate for 1985 of 5.31¢/XW¥ the
revenue would be 5945 000, The steas distridbution
maintensnce cost would also be eliminsted. In
1983, this cost wes 37020,0008, and 5433,000 the
first zeven zmonths of 1984, anis added).

iy,
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Moreover, the evidence indicates that in 1984 KCPL believed

that it had to do something to promote electricity over gas or face

the poeossibility of losing these customers to KPL Gas Service. The

Conversion of Downtown Steam System report expressed this concern when

it stated:

(1d.).

The average price of steam on the KCPL downtown
system is now abcut $12/M1b, At the present gas
grice, steam can be produced with a gas-fired
oiler 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 selling

hecat to these customers, or lose this business to

the Gas Service Company over the 1long run,
(emphasis added).

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 alternate heating source.

It stated:

Tt is estimated that these steam cuctomers utilize
only about 1,000 BTU/1b. At the $12/Mlb price, it
is equivslent to &4¢/KWH electricity. This is
energy only, with no capital costs or maintenance
costs. The cest to convert a building from KCFL
steam to natural gas would be &sbout the same or
less than converting te an electric boiler if the
stack were not a vprcblem. It would be nearly
impossible to get a stack up and out of some
buildings. The energy cost at $&.80/MCF for
natural gas at 807 efficiency is about $6/Mib,
equivalent to electric bollers utilizing 2¢/¥WH
electricity. It doves not appear that we would be

competitive in this marxel 1if the Customer nhas $o0

sustain any ©I the conversion costs and could
evercome Lne 5TaCk problem. empnasis added),

(1d.).

Mr. Graham testified thet the comnclusions expressed {n the

Conversion of Downteown Stean System Report bhave che

{Tr. $12).

He stated that the price of electricizy has stebilized sod the price

of gas is visimg. {(Id.}. Therefore, he said ther he bellewse ECFL
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beilers or electric space heating equipment at theilr own expense would
surely conasidexr the cost of electricity.

The evidence i1s clear that KCPL believed thet 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
heat 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 tc 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 & provision wherein the customer would
be respcnsible for operating end maintaining the
system, and would eventually take ownership of the
equipment and be an electric heating customer
rather than a steam customer. {emphasis added).

(Ex. 42, Schedule 27-3)}. A4s Staff has emphasized, this plan is in
clear viclation of the Commission's Promotional Practices rule.
Conspicuously absent in all these internal KCPL documents is
eny mention of & concern te slileviate the costs to iTs steam customers
of converting to er 2lternate heating scurce. Instead, the ewphssis
is on retention of these customers by converting thes to electric
heat. Appavently KLPL is imferested im belping its customers oanly if
it vitimarely veceiwes & besefic for delsg so. If E(PL's comcers for
it copstomers was getmine., 1t womild be (opfifferest o the heeting

somree $te customers ntilised ae
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customer with & cash outlay and allow them to spend it on the heating
alternative that best suits their needs,

Another alternative KCPL 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 13.57 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 incentive 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 thsat they will be charged electric rates.

As noted earlier, KCPL asserts that its Comversion Plan does
not violate the Commission's Promoticnal Practices rule. (Ex. 1, p.
6). It further argues that ir the event the Commission finds that the
the pler violates the yrule, the Cormission should allow it as an
exception becsuse it was developed tc address a unigue situation,
nuamely the phase out of central station steas service.

Stafi maintéins that KCPL should not be granted an exception
to the FPromotional Practices wule. A varisnce to the Promotional
Practices rule can be granted in oaly one situetion. This is provided
for in & O3 240-14.010¢2) which states:

On written application of = stilicy ad g

thar they are faced with u ed ¢
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svea, Furthermore, the rule does not allow exceptions for "unique
situationa”. Therefore, no exception is warranted.

In summary, Staff believes that KCPL's Conversion Flan 1is
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 advantageous, 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 Sexvice 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 beoilers
and chillers asné charge rates which are equivalent on a BTU basis to
those set by the Commission for KCPL's stearm service until 1995,
(Id.). This proposal is very similar tc KCPL's Conversion Plam and it
is Staff's position that like the Conversion Plam, it is in violation
of sectieons 5 and & of & CSR 240-14,.020,

IV. RATE ISSUES
Az stated in the introduction to this brief, the Commission
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ra king assuses Dusiness ex uswal civcurstences, =nd when the
Commiszicn encouaters other then & business a3 usuwal case, end there

iz 2 esefficient public imtevest., alitersatives ¢o traditicnal

ng aTe appvepriate. It is Staff’s positien thetr ELPL 45 not
wiil

§ oiT : - o8,

i T bealiness se

Ty the pstties €=
Seal?

=2t be dolmg se wader amy allsveative

This casw. &2 stefted @3 2he




e

have stipulated to a steam heat revenue defliciency based on a
traditional revenue 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).

Specificully, 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 1s 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 in the guality of service being offered. The Company
was competing with & municipal reilway system which charged lower
rates. The Commission authorized a reduction in feres, and the
Company appealed. The Supreme Court held thst there was no violation
of the due process clause when the Cosmission took into consideration
the practicel results of rates it set. The Court cobserved that the
Company was up aegsinst & law c¢f dimirnishing returms im that the
greater amount it collected per ride che less it waes collecting per
car mile. It held that ro injury wes suffered {f & rate waes fixed for

wee a falx return on

an expearimental period which probebly weeld oo
the pressnt falr wvalue of the property. Az ¢ this parviculsr
el
ilant’s cperaving Ber ¢, v, Lo, w, Raily
ife . 324 BB, 8, 43 5.0x, TEI, WE (195, Is

Tt Beld thet i w=me

the Cour: bheld it geesms they eny vats would

7

letors

ste fer

&




to abandon traditional 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 Railway 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 ai economic/market perspective, regulators, serving in
the role of a quasi-surrogate for competition, should be guided in
setting rates for utility operations which are being discontinued by
the pricing which would te done in a competitive market. As stated in
the Rebuttal Testimony of Staff Witness Curt Huttsell, 'once a
decision has been made to terminate & complete utility service within
the next few years, the relevant ccsts for purposes of establishing
reascnable rate levels are the costs which could be saved or aveided
by shutting dowrn the operation immediately.”™ (Ex. 56, p. 7, 1. 6-11).
Dr. Puttsell’s Surrebuttel Testimony slso addresses specific expense
items which should or shoulé wot be included {n setting vates for &
cempany that is going out of busisess. (Ex. 3, p. 3-73. Thie
testimony went unconivuverted and Dr. Bultsell w83 2ot croes-examined
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investigation of the sale option will jeopardize the likelihood that a
buyer will be found for the system,
A, IF KCPL'S PLAN IS REJECTED

If the Commission rejects KCPL's conversion plan, it should
not accept KCPL's proposal stated in Company Witness Beaudoin's
rebuttal testimony that the $3.2 million traditional revenue
deficiency should be reflacted in steam rates. (Ex. 13, p. 7; 1.
5-7).

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 bound to utilize
traditional ratemaking, which is based on a business as usual status
when the Company is not truly operating as usual. KCFL's actions
toward getting out of the steam business have removed them from the
business as usual categery.

B. IF KCPL'S PLAN IS ACCEPTED AND THE COMPANY TS AUTHORIZED TO
PHASE CUT STEAM SERVICE AND OFFER POILERS

KCPL proposes te phase-im the $§3.2 willion traditional
rovenue requirement in fouvr 13.37 annual ircresents, with no deferrsl
and no recovery of carrving charges. (Ex I, p. 113,
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above. Instead, rates should be set at a level which will reflect the
fact that steam 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 informationm and analysis which show the appropriate rates to be
charged from now to the end of termination. (Ex. 17, p. 41-42),

C. IF KCPL IS ALLOWED 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 BReaudoin. (Ex, 13, p. 3, 1.
1-7). KCPL has committed not to raise base steam rates from present
levels if the Commissicn allows it to phase out steam service but does
not permit the offer of the "free boillers™ so long as termination of
steam service is permitted on or before December 31, 199C. (Id.) Staff
does not object to this approach. (Ex. 1, p. 12)
V. IF KCPL'S CONVERSION PLAN IS APPROVED, CUSTOMERS WEO RECEIVE
ELECTIRIC BOILERS SHOULD RF CHARGED THE APPROPRIATE ELECTRIC RATE.
IF THE PROPOSAL OF KPl. GAS SERVICE IS APPRCVED, CUSTOMEES WHO
RECEIVF ELECTRIC EQUIPMENT SHOULD BE CHARGED THE APPROPRIATE
ELECTRIC RATE AFD CUSTOMERS WEO RECEIVE GAS EQUIPMENT SHOULD BE
CHARGED THF APPROPRIATE CGAS RATE.
In the event that ECPL's proposed Cooversion FPlan is
spproved by the Commission, Stsff meintains thet the custemers who
receive eleectric beilers should pey the sporesriste electric rste,
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Staff believes that the General Service Schedule (GS or GL),
which offers a separately metered space heating rate, or the General
Sexvice--All Electric (GA) Schedule should be used for customers that
opt for electric equipment. (Ex, 49, p. 9). The electric facilities
and metering arrangement of each customer would determine - which
electric schedule would apply. (Id.). Steam rates are not
appropriate for these 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 rate 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
maintenence 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 reccver the cost of the equipment and the
installation. {Id.).

If the proposal of KPL Gas Service is approved, Staff
recomrends that the aeppropriste gas and electric teriffs apply.
Again, the steam rate would not be proper since it dces not reflect
the cost of providing steam service from an on-site boiler. ({Ex. 49,
P D).

VI. THE THERGY AUDITS
PRACTICES RULE.

VIQGLATF THE PROMOTICHAL
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1f these costs were Iincluded in rates the cost of steam would increase
$.91 per Mlb. of steam sold, (Id.).
Staff's investigation revealed that the Energy Audits
included:
- An identification of steam uses which might
be converted to vresistance 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,
preparaticn 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 comservation measures and improved energy
management systems for KCPL's steam customers. (Ex. 54, p. 9). To
the contrary, Stafi believes that the energy audits were self serving
in nature and constitute a viclation of the Promoticnal Practices
rule. More specifically, the energy audits viclate the provision
contained in CSR 240-14.020(2) which states:

The <furnishing of consideration ¢to eny . . .

persorn for work done or to be done on property not

cwned or ctherwiee possessed by the utiliey or ics

effiiiste iz prohibited except for studies to

determine comparative capital costs and expenses

te show the desirability or feasidbility of

selecting one form of energw ower another.

The zule provides anm exception for studies conducted to
deternine comperstive caplitel costs &nd  experses o  show the
desiredility or feasidility of selecting one forw of energy over
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was instructed by KCPL not to examine the comparative costs of gas as

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

The rule provides a further exception 1in 4 CSR
240-14.010(G)(8) by allowing wutilities 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. Zx. 50, p. 6). The type of assistance contemplated
by 4 CSR 240-14.010(G)(8) involves assistance 1in 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
purpese of inducing steam customers to select electricity as an
alternative hesting scurce to steam., This is supported by KCPL's
response to Staff Data Request No. 622, wherein KRCPL stated:

The intent of the Steam Conversion Plan was to

retain all steam customers as heat customers.,

This could not bte accomplished by furnishing gas

boilers. Fnergy Masters was Instructed to study
electric altermatives only.

(Ex. 42, Schedule 25).
Further confirmation of this is contained in the testimony
of Mr. Grgham:

Q. Vas energy audits -- was Energy Hasters,
before they got involved in the energy
sudits., dmstructed to look at electric
alternatives oniv?

A. fMr. Craham] Yes, they were.
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the custoners glives sy § 3 regerding
the zes sivernaiises ov =98 the cost of gae
boflersl




were to be examined for vreplacing the
customers centrally 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 evidence, 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
11/2 pages of energy conservation recommendations. The
recommendations include things such as installaticn of storm sashes on
windows, blocking up windows in elevator shafts, and cycling the
toilet exhaust for "OFF" in the unoccupied mode. (Id. at Schedule 1,
pp. 13, 14), DMr. Graham testified that these are representative of
the type of conservation recommendaticns 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
steam customers to electric customers. (Ex. 5&, p. 13).

It is inconceivable to Steff chat KCPL would spend a total
of $413,94¢ to provide its customers with improved conservation
measures and enargy mansgement systems., Staff believes that the
Company used the energy sudits to promote electriecity &s & replacement
to stesm service. (Id. at I8). The studies evsluveted only the
feasibilizy of wuzing electricizy amd 444 wnet comsider other energy
alteznatives. Ferthermore, they provided FIPFL with prelisisary
information for the siziog of slectvic beilers sd slectric hesting
velon Ples sisce it
 hea
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equipment in a particular building. (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 ROILER PROGRAM IMPLEMENTED BY KCPL 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 project provided it with 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
cf predecessor to the Conversion Plan and that it was undertaken for
the same prometional and investment reasons as the Conversion Plan.
(Ex. 54, p. 8. Therefore, Staff believes that provision and
installation of these test boilers by RCPL to certain cf its steam
customers violates section & of 4 CSR 240-14,020., (Ex. 49, p. 6).

In the event that the Ccumission does not adopt the
Conversion Plan, Staff believes that the customers who have had test
boilers installed on their premises should be afforded the option of
purchasing this equipment. {Id.). Customers who opt to purchase a

test boiler should be charged the sppropriate slectric rate.

B




VIII. CONCLUSION

For all the reasons stated hereln, Staff recommends that the

Commission adopt Stafi's position in this case.
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‘ ‘ Appendix A

BEFORE THE PUBLIC SERVICE COMMISSION
STATE OF NORTH DAKOTA

PR B I R N

In the Matter of the Application of

Otter Tail Power Company for Authority

to Abandon Steam Heating Utility Case No. 8635
Service in the City of Jamestown,

North Dakota.

FINDINGS OF FACT, CONCLUSIONS

OF LAW, AND ORDER

On January 23, 1973, Otter Tail Power Company (Applicant)
filed an application with this Commission requesting authority

to discontinue its steam heating utility service in the City

of Jamestown, North Dakota, on or before July 1, 1975. A hearing
on said application was 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 following appear-

ancea were entered:

CVRUS A. FIELD, Field, Arvesen, Donoho, Lundesn &

Hoff, Abtorneys ab Law, Fergus Falls, Minnesota, appearing for

o

the Applicant.

RAY H. WALTON, State Capitol =k, Horth

Dakota, appearing as Comerce rounsel for the Borth Dakots

n

ublie Secvice Comsmission.

ETMAT WIrTan . 2 * e Tt
WRMAN WEISS, Jmmesiown, Booth Jsuots,

e
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DANIEL E. BUCHANAN, Jamestown, Worth Dakota, appearing

as attorney for the Jamestown Steam Heat Patrons, Protestant.

WALLACE M, OWEN, State Capitol Building, Bismarck,
North Dakota, Chiefl Engineer for the Public Service Commission.

ROY PAETZKE, State Capitol Building, Bismarck, North

Dakota, Chief Accountant for the Public 3ervice Commiszion.

“

After considerinz all relevant evidence of record,
the Commission now makes and enters the following Findings of

Fact, Conclusions of Law, and Order.

FINDINGS OF FACT

I.
The Applicant, Otter Tail Power Company, is a cor-
poration authorized to transact business in the State of
North Dakota and 1s providing service as a public utility

producing and distributing steam for space heating in the City

of Jamestown, North Dakota,

ted by the Applicant

eam for spsce heating

r e %, F e s " ! ' . 57
in Jamestoun, Morth Dekota, are presently serving 147 custe
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located in 12% buildings.
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ITT.

Applicant's steam production facilities to provide
heating utility services are presently used jointly for its
electric operations. The electric generating units in Jamestown
are comparatively smell in size and relatively inefficient by
voday!s staadards. The economics of electric generation with
larger units at other locations in the Applicant's system
(including the new large plant at Big Stone, South Dakota,
which is scheduled to go into operation in 1975) and through
interconnections with other utility systems make it economically
infeasible to utilize the steam production facilities for gener-
ation of electric energy at Jamestown. . 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 Jamestown by July 1, 1975.

Iv.
Applicant's steam production facilities in Jamestown
could not be operated on an econcmical basis 1o provide only
steam heating utility service without incurring costs which

vould recuire prohibitive rates to heating users.

for Applicant to replace
plant designed solely
stewn haating utlliv

e provided by the
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a reasonabls return upon the investment necessary Lo 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 and 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 shows that Applicant is presently
suffering a net operating loss from the operation of the steam
heat utility and would need an increase in rates of approximately
21.3% in order to obtain a minimum rate of return on Applicant's
present investment. The testimony further shows 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 with what are called “package boilers"
and then continue tc operate the steam hsat utility alone,

together witih the other necessary factors involved in the

operation and maintenance of the steam heat utility, Applicant
wvould need & rate incrsase to th2 steam users of 155% to provide

a minimum rate of ratarn upen the invesiment necessary to own
and operate the steam heat utility. THo one appearing at the

hearing took issus
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VII.

Public convenience and necessity do not require the
continuance of Applicant's steam heating utility in Jamestown
beyond the heating season of 1974 ~ 1975, or beyond July 1,
1975, as a deadline, or such earlier time as steam heat
customers have completed arrangements for other means of

space heating.

VIII.

The discontinuance of steam heating service in Jamestown
will require the existing steam heat customers to obtain other
aources of space heating, and the Applicant's plan that the
actual discontinuance of service will.not be finally effective
until July 1, 1975, or such earlier date as the customers shall
have obtained other sources of heating, will provide time for the
customers to obtain such other sources of heating. To aid the
steam heating customers in providing for other scurces of

heating, Applicant has offered to contribute to the cost thereof

by making certain discomnect allcwances. Otter Tail and the
City cf Jamestown have agreed that the aggregate total amount of
disconnect sllowances to the steam heat customers in Jamestown
shall be the sum of $465,000, this total amcunt O be divided
among the steam heat customers on the basis of the anmusl steanm

consumption determined from LILILng recopds between July 1, 1971,

and Juiy 1, 1972. Otter Tall will make tasse payments directly
to the ity of Japestown upon recelpt of suthorizatlion Irom the
Individus] stess heal customsy 10 make DRymen
& tewn sned relsase Obler Tall Trom any iisbil

making weth paymeni. In ihe even that =7 %

does 0ol thorize e e 1o ke Citp ol




will make the payment to any such customer direct to the customer

at the time of disconnection, and the amounts of such payments
will be deducted from the total sum of $465,000. The minimum
payment to any one customer shall be the sum of $700.

In addition to and supplementing, the foregoing, Otter
Tail and the City of Jamestown have entered into a Memorandum of
Agreement, which has been received in evidence in this case as
Delayed Exhibit No. 3, which Memorandum 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 Municipal 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
will 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 Memorandum of Agreement also provides for certain
details regarding payments, and reports of payments, of the dis-
connect allcwances, and for certain advances thereof to the City
at the times and all as therein providad. To carry ocut one of

the preovisicons contained in said lemx
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{ Agreement, if the
City establishes a municipal stesm heat utility, Otter Tail and
the City will =mske a Joint application to the Public Rervice

Commission for avthority 2o transfer the steasm heat distribution
gystem in Jemestoun to the City for the nominel comsidsration of
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From the foregoing Findings of Fact, the Commilssion
makes the following:

CONCLUSIONS OF LAW

I.
This Commission has jurisdiction of the steam heat
utility service provided by the Apvlicant at Jamestown, North

Dakota.

IT.

Public convenience and necessity do not require the
continuance of the steam heating service of Otter Tail Power
Company in Jamestown, North Dakota, beyond July 1, 1975;
and the application of Gtter Tail Fower Company should be,

and hereby is, granted.

. h SN p [ i P -— ¢ med B 38 & o o ns w2 . -
Company be, and hereby la, autbhorized io discontinue its piblic
S > gy s Banes B D w e SR S .
wtility stoss heating service in Jssestown
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effective July 1, 19
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IT IS FURTHER ORDERED, That Otter Tail Power Company,
be, and hereby is, authorized to carry out the terms and con-
ditions of the Memorandum of Agreement betwveen Otter Tall and
the City of Jamestown, which is referred to in Finding of Fact
No. VIII, and which has been received in evidence in this case

as Delayed Exhibit No. 3.
Dated at Bismarck, North Dakota, this day of , 1973.

BY THE COMMISSION:

President
Cormissioner
Commilss1oner
(SEAL)
ATTEST:

3ecretary

it
is




PUBLIC SERVICE COMMISSION
STATE OF NORTH DAXOTA

R AR R R

In the matter of the application of )
Northern States Power Company for )
authority to abandon steam heating ) CASE NO. 7529
operations in Grand Forks, North Dakota. )

EINDINGS OF FACT, CONCLUSTONS OF LAW AND

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 Fergo on January 23 and Marcﬁ S 1_969, 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 hearings held in Grand Forks, the following appearances -were
made:

R. W, WHEELER, Attorney at Law, P. 0. Box 1, Bismarck, North Dakota,
sppearing for the Applicant,

GENE R, SOMERS, Attorney at law, 1% &ie@ilet ¥all, Minneapclis, Minn-
egota, appeering fcx; the Applicant.

ROBERT VAALER, OF Stokes, Vaaler, Gillig, Harcup & Toutat, 503 Valley

Bank Building, Urand Porks, Worth Dakots, for Grand Porks Glaes & Paint

Company, Tirvst Pederal Savicgs & losm issociatics, Ryan Hotel, E. J. lander Company

and othar slean heal users appesring in copomition to e




Oxder in Cese No, 73529 Page 2

FIND. PFACT

Tha.t ?h_e_ Applicant, Northem States Power Company, is a public utility
engaged in prbviding electric, steam heating, and natural gas service to consumers
in Grend Forks, North Dakota.

. II

Timt time faéilitiee owned and operated by the Applicant for the genera-
tion and distfibution of steam heat in Grand Forks presently serve 172 customers
located in 129 diffe;rent buildings in the business district of that city.

' _ mr

That the steam heating service was initiated by the Applicent 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 195Y% constituting about twenty-five per cent (25%) of the -
entire distribution syatem.

Iv

That the Applicant's Graud Forks plant is used jointly to produce steanm
for the generation:of electricity for their electric utility service and for their
steam heating opergtion, and that the ateam for the steam heating utility service
i8 bled off from steam turbines used to generate electricity.

. v
That the Grand Porks plant utiliszes three steem boilers, two of =hich

smﬁ&mma&ﬂmmafmchuéim%m; that the plant has & generads

ing capacity of 20,100 kKilowatts and becsuse of its relative inefficiency is
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and that this system of generatiné and transmission facilities will provide a
reliable source of electric energy capable of meeting the foresesable demand of
the Grand Forks Division at a reduced cost of operation.
VIiI
That upon completion in 1971 of congtruction 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 t;peration will not
then impair the reliability of eleétric service to said division.
A VIII
That the Appilicant'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 uwtility services for rate making purposes; and that
upon abandonment of the electric genmerating operation of the Grand f‘orks steam plant
all remaining investment and costs of operation will be steam utility investment
and costs alone,
X
That the Applicant's net investment in steam heating utility properties
in Grand Forks is less than $200,000 and its existing rates produce approximately
$156,000 in gross revenues annhually,
‘ X
That in the event that the Applicant =ss required to continue the operse
tion of the Grand Forks steam heat uiility after terminadion of the Joint use of
stesm generating Tacilities, it »ould be mecessery 30 relwbilitate its stess

fuctdion facilities;

distributize systen and sither u2difY or replacs the steam §N¢

diglribution fanili-
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Order in Case No. 7529 Page 4

X -

That if the Applicant were to modify existing steam 'proguction facili-
ties or install package boilers to generate steam for stean_xlh_eé.ti‘.ng services only
and pehabilitate its steam distribution system ih Grand Forks, N, IID'A.I:., the in-
creased fixed costs and operation expenses associated therewith wdul& require
an increase in steam heating ‘rataa; that the Applicant's studie's indicated that,
depending on the basis of rehabilitation, rates for steam heat service would-have
to be increased 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 f‘orks after rehabilitation wopld be increaged at least
1482 and possibly as much as 22’#;

‘ bans

That other methods of spa.cé heating are readily available to steam heat
users in Grand Forks, North Dakcta, 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 reéuif. in increased cosgts of heating to the
individual customer .in the range of 70 to 80%; that it was estimated by the Appli-
cant that conversion to natursl gas would result in an increase in fuel costs
alone of 13%; and that the lowest estimated increase in ccst of heatixig'with stean
heat is almost-dcublg the highest estimate of record for cost of heating after
conversion to ancther form cf apace heating and that, tb;ar_efom. it would appear
that stsam heating service even ai the lowest rates suggested would mot be compst-
itive with other forms o space Matimg svailsble in Grand Forks.

; ‘ e

That it was estimated by the Applicsnt that if they were required to

tion plant in Grand Forks alter

continue the operaticn of existicg stesm
termination of elsotric gemeratics fn 1971, 1day =ould sestain sul-ol-pocket

losase

$7950, 000 par Fear.
g

Thel e oty of

ieiom of %2 w
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for installation of a firm gas-fired hoiler in the customer's building (but in no
case more than the actual cost of the conversion) including the cost of construct=
ing 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 $80.00 per year,
plus
b. An additional 20% of said conversion cost if the convere
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 conversiomn.
to eliminate any economic advantage in waiting until the iast year, 1971, for
conversion and to encourage an orderly termination of service.
wI
That public convenience and necessity do not require the continuation
of the Applicant's steam heating operaticn in Grand Forks, North Dakota, beyond
the heating season of 1970-1971.
CONCLUSIONS OF IAW
I
That this Commission has jurisdiction of the steam heat utility service
provided by the Appiicant ir Grand Forks, North Dakota, and the issues raised by
the instant application.
IT
That the application of lNorthern States Power Company should be granted,
QRDER
NO¥, THEREFCORE, IT IS CHTERED that Northersn States Power Comgpany be, and
hereby iz authorissd to termingle it3 steam heating wiility service in Grend Forks,
North Dakota, oo dugust 31, 1971, or 3% aoy ssriier date zhes all existing Grend
Forks stesm heating cusiomers shsll havs converted %o other messs of spece hesting,

I

CRISTRED that e, and hereby




PURLIC SERVICE COMMISSION

STATE OF NORTH DAKOTA

e S R S e

In the matter of the application of
Northern States Power Company for
authority to abandon steam heating
operationa in Fargo, North Dakota.

e et

CASE NO. 7529, Sub 1

FINDINGS OF FACT, CONCIUSIONS OF LAW AND ORDER
On December 19, 1968, Northern States Power Company filed an applica-

tion with this Commissicn requesting authority to abandon steam heating utility
operations in the cities of Fargo and Grand Forks, North Dakpta. Hearings were
held in Fargo on January 23, and March 5, 1969, and in Grand Forks on January
21, and March 6, 1969, pursuant to notice given interested parties as required
by law.

On April 10, 1969, this Cemmission granted a motion of the applicant
to sever the application relsting to steam heating service in Fargo from
Case No. 7529; Case No. 7529, Sub 1 was aésigned to the application to abandon
such service to Fargo.

At the hearings held in Fargo, the following appearances were made:

R, W. WHEEIER, Attorney at Law, P. 0. Box 1, Rismarck, Nerth Dakota,
appearing for the applicant.

GENE R. SOMMERS, Attorney at law, 31% Nicollet Mall, Minneapolis,
Mirnesota, appearing for the sppiicant.

BALIACE M. OVEN, Chief Engineesr, Dtate Capitol Ruilding, Bissarck,
Morth Dekota, appesring for the Fudlic Service {ommis® o®.

B PAETZEE, Chief Accsumiant, Siate Capitel Building, Rismarck,

North Dnksts, appeariag for e Public Service Tonmisslon.

TN Fieek Bmildieg,

» B, Eiack Comgsry. Seaver Botel O




Order in Case No, 7529, 8ub 1} Page 2

HAROLD C. MEYER, 207 15% Avenue North, Fargo, North Dakota, appearing
for Model Laundry and Claaners.

ED P, PCWERS, 402 Broadway, Fargo, North Dakota, appearing for
Gardner Hotel, | ‘

_The Commission having considered the evidence, now makes the following:

EINDINGS OF FACT
. . .1"'

That the applicant, Northern States Power Company, is a public utility

engaged in providing electric, steam heating, and natural . gas Seryice to con=-

sumers in Fargo, North Dakota.

II .

.Tl,mt steam heating service was initiated by the applicant in Fargo
in 1890; and that present stea;n generating facilities, used for both electric
and stet.am héating utility operations of the company, were installed in 1915.

o 11T .

That thg Fargo Steam Plant, with a 23,900 kilowatt capacity, .is
principally gmployed at the present time to meet only peak demands for electrie
energy in the _Fargo di\(isicm and that because of its inefficiency it is used to
provide or)ly 10 to 15 per cent of the total kilowatt hour requirements of the
Fargo divisicn.

b

That the applicant hes in operation and under construction large
high efficiency slectric generating facilities =hich are connected with the
Fargo division by high voltage tranamission lines: thet two additionsl high

commectiong of the Ferge division %o e rast of the Novibern States Power

ssdon lines wiil be conpleted im 1570 %0 provide sitermate

Wy systens s thet 48is soolizeticn of
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Vi
That the investment of the applicant in the Fargo steam plant aud
the cost of operating the same are allocated between the ccmpany's electric
utility operations and its steam heat utility services in Fargo for 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 varying in size 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.
VIIT
That if the applicant were to tcontinue steam heating service in
Fargo, North Dakota, using the existing Fargce steam plant exclusively for that
purpose and rehabilitating tize steam distribution system, it would result in &
net investment in the steam heat utility of approximately $900,000 for rate
making purposes.
X
That if the applicant were ¢ replace the existing steam generating
facilities in Farge with packag@d toilers to generate steam for heating only
and to rebhabilitate the steam distribution system, it mould necessitate an

investzent in the steam heat utility at Fargo of approximately 81,350,000 for

x
Thet applicent s present pel izvastoest im 1% stess heal wtility

¢ for rate o
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X1
That the applicant, if it were to continue steam heat service as
stated in Finding VIII, would require an increase of 192% in its rates for
Fargo steam heating service in order to realize a 7% rate oi: return on its
investment; and that if they were to ‘continue said service as stated in Finding
IX they would require a 180% .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.
X1I
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.
XIIT
That alternate means of space heating are readily available to
steam heat users in Fargo, North Dakota, including fuel oil, natural gas and
electricity.
X1V
That the city cf Fargo has approved the applicant's plan for dise
position of s steam distribution system should this application be granted.
xXv
That the Fargo steam piant is located in the heart of the business
district of the city. This area is pariicularly sensitive to fly aash, smoke, ccal
dust and unpieamt odore which of neceseity emanate from Zuch & coal burning
plant.
I
That no stean beot uwser iz Parge., Norin Debots resists the shendone

pent of stesm Leal service in 2hat ity on e dasis of e facte pressnt

the applicant, bl seweral ousie > want $oe 3

poned from Aumest 3, W, W
Hhme m ety =

5 A, 3T, o aw

rwion fo moller sellad o8
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XVIIT
That the applicant offers sach of ita 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 conatructing 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
$80.00 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.
¥IX
That there are fifteen mechanical contractors in the Fargo area
capable of converting buildings heated by the applicant's steam service to some
other means of space heating.
X
That public convenience and necessity do not require the comtinuation
of the applicant’s steam heating cperaticn in Farge, Norsh Dakots, beyond the
heating sesson of 1970-1371.
From the foyegoing findings of Facg, the fomsizsion mekes tie

following:

i

Leaion tes pwris@ictien of Ge stess beel wlility

L B3 S 53 &l the lavues
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SRR2ELR

NOW, THEREFORE, IT IS ORDERED that Northern States Power Company
be, .and hereby is authorized to terminate its steam heating ﬁtility service
in Pargo, North Dakota, on Auwguet 31, 1971, or at any eazflier date when all
existing Fa:fgo steam heating customers shall have converted to other means
of space heating.

IT IS ,URTHER ORDERED that Northern States Power Company be, and
hex;eby is, authorized to proceed mth conversion of steam heat customers
in Fargo, North Dakota, in accordance with their plan of contributions for
conversion as set forth in Findings of Fact No. XVIII.

Dated at Bismarck, North Dakot.a.,‘vthis 22nd day of Aprii, 1969.

PUBLIC SERVICE COMMISSION:

(SEAL)
) BRUCE HAGEN
President
RICHARD A, EIXKIN
Commissioner
ATTEST:
¢ ?‘_e BEN J, WOLF
\,(t S, £ Y Comszissioner
Secretary

BIY 208T8 0T PRUUXTS
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- .- STATE OF NEW YORK
T PUBLIC SERVICE COMMISSION

OPINION NO. 84-19

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates -~ Expanded Proceeding

CASE 28612 - ROCHESTER GAS AND ELECTRIC COﬁbORATION -
Steam Rates

OPINICN AND ORDER CONCERNING STEAM
SERVICE AND DETERMINING REVENUE REQUIREMENT

RECEIVED
Wiy 111887
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CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
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CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates

OPINION AND ORDER CONCERNING STEAM
SERVICE AND DETERMINING REVENUE REQUIREMENT

1 Jely ik, 1964
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CASES 28316 and 28612

STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

APPEARANCES

Joel Blau, Eéé. 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, Esgs., of
Counsel), Lincoln First Tower, P. O. Box 1051, Rochester,
New York 14603, for Rochester Gas and Electric Corporation.

Algird F; White, Jr., One Stz2uben Place, Box 314, Albany,
New York 12201, for Multiple Intervenors.

Bond Schoeneck & King (by William ©b. Burrows, Esq., of
Counsel), Cne Lincoln Center, Syracuse, New York 13202,
for Lincoln First Bank, N.A.

David Thurston, Pro Se and Harris, Beach, Wilcox, Rubin &
Levey (by Thomas M. Hampson, Esq., of Counsel), Two State
Street, Rochester, New York 14614.

Harris, Beach, Wilcox, Rubin & levey (by Angela Panzarella,
Esg., of Counsel}, Two State Street, Rochester, New York
14614, for Sibleys, Asscciated ory Goods.




STATE 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 HO. 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 283l6é--part

of the last Rochester Gas:ané Eleciric Corporation (RGEE or
the company) combined gas and electric rate case--an expanded
proceeding was initiated %o comsider the prospects for steam
service. Later, oa July 18, 1983, we authorized, as part of
the RGEE general rate increase, & 31,718,800 ¢ 2TAry steam
rate increase, subliect o refund ov reparatioms. i/ The
>'33§ because of the continued peandency

= v T0K zad they e 2et 80 88 o
?Nﬁ@ less than s fall reters & isvestment is opder o
xr the departare of swacomecs while the

rares were sade
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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.l/)

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. v

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. .

BEvidentiary hearings, presided over by Adminis-
trative Law Judge David Schechter, were held in Henrietta on
December S, 6 and 7, 1983 and a record consisting of 310
transcript pages and 37 exhibits--numbered 150 through 186--
was compiled. Initial briefs were filed by the company,
Department of Public Service staff (staff), multiple
Intervenors (MI), and the Lincoln First Bank: BGSE and staff
wed decision was

filed replies. Judge Schechtar’s yec
issued on April 6, 19%984. Briefs on exceptions were filed by
RGSE, seaff and David Thurston, pro se, while replies ware
gubnicted by RGEE and stafi.

3, Cuwler Grantine In Past Aad
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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 0ld 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 cf 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, cecincidentally, followed RG&E‘'s conversion of ten
steam-producing facilities from ccal to oil or gas--and the
1278 oil price increases. The company responded, it says,
by seeking gradual increases in steam revenuves rather than
a full return; by reducing the cosz of service by converting
three oil-fired boilexs to gas: by deferring a stean rate
£iling scheduled for 1%81; snd by proposing to revise the
stean transfer credit to alliocate Beebee Staticm cperating
and maintenance costs o the electric

I 1979, wo oxdersd & <

t&&g&@t&é w¥Bre a0t ¢
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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 boi]er."l/ The cost per Mlb. for
customer-provided steam {excluding the cost of converting)
was found to be:

1983: $11.33 to $13.40
1984: $13.41 to $is.€2
1985: $14.860 o $18.77
1%86: $15.%1 wo 318.40

¥hen cospared to its "base case™ analysis, which
assumed 1982 sales of 1,150,002 HMiks, and 1,080,800 Hibs. of
o4
sales in 1%84 and :hersafrer,™ be ¢ v found the cost

=€, p. 38,
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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)

19865'_ $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 the period reqguired 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 weres not recovered from steam
customers--i.e., the scenario most favorable to continuing
RG&E's steam service--the cospany found that all 183
customers then on-line would recover their cost of con-
verting to gas-fired boilers within a three- to six-year
period and that 123 of the 193 would recover from one to
nearly six times thelr investment within three years.
pany also subeitted a “probable case™
scenaric based on the assertedly more reslistic sssusption
that apnusl sales would decline after 1984 at a rate of
Hibe. the cuetomers’

- sawin = . drasatically~~
€3.81 por Eib. in 1884; F11.9% por Elb. in 1983; aad & Temge
of §38.31 oo 837.31 por ¥ip. iz 19 an the states
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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 $25.8 amillion 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 other means of ccntrolling 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 "massive constructicn project,
the costs of which would offset the fuel cost savings.";/
RG&E reported alsc that eliminating individual lines, while
reducing distribution losses, would raduce sales, and
therefore it concluded a éeductien in system size would not
necessarily benefit the system.

In sum, RGS&E concluded there was no available
option that would make company steam cospetitive with the
customers’ alternatives. It zhus found it appropriate to
infors customers that they should convert to alternatives
time, assepsdly in the

as s0on as possible. At the
interests of providing custossy flexibility aod snsuring the
orderiy phase-out oFf zhe system, he ST

willing 10 coetinee poovidisy sarvioe, beg 8t
rates, ¥ille custoress asseseed heiz oiicee and g
e leave e sysiee.

cRA R e, P B
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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.

Sstaff notes the underpinning of its proposal is
a present worth analysis of revenue reguirements for the
period 1984 to 1998, which suggests savings of $48 million
if customers use company-supplied steam. Morxeover, staff
maintains conversion of Beebee Station is more advantageous
to electric customers than the two alternatives held out by
the company; i.e., using the station only to enhance
electric reliability or retiring the units in gquestion and
installing new transmission capacity. Staff argues con-
version holds a $58 to $63 millicn benefit over the first
alternative and has a §52 to 337 miliion advantage over the
latter.

Current Rates
Bssential to staff’s plan is the sezting of
currently competilive Tates. It DIoOOSes the TLEDPOTATY
rates now in effect be made permacent and frosen 2t that
level uwntil the corpany seQurss &a
Sr-Ba¥ COOLTEotE ot mnitil the
T pilan.
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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 reasons,
it opposes the company‘s requested 59% increase to fully
compensatory rates.

staff argues the rate freeze is not unjust or
illegal because " [rlegulatiocn does not assure that a utility
will make a profit. . .[and} [tlhe possible loss of monopoly
power and conseguent loss of economic value is a recognized
risk of investing in utilities."éf 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
operations, would be content to gecover variable costs and
a contribution to fixed costs. It also views application of
the Public Service Law §79(1) reguirement that "just and
reascnable” rates include a return suificient to attract
capital for continuved service as illogical when the company
envisions the termination of service in 1%88. &= for §83%
of the Publie Service Law, which reguires “due regerd® for
the steam system’'s original cost lsss depreciation, staff
sees it as i:
Pinally, 4
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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 survey would
be less than conclusive and, as such, fall -short of public
interest considerations.“é/ 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 allegad 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. Secornd, coal burning limitations
in the Department of Environmental Conservation (DEC) permit
would offset the estimated cost saving.gf Third, staff’s
pricing plan might prevent further ercsicn of the customer
base but would not lead former customers to return. Fourth,
in RG&E's view, 3taff has alleocated too great & portiom of
the Bechee Station conversion costs to the slactric department.
Fifth, take~or-pay contracts are of guestionable wellidicy
and offer little protection in the ewent the systes faills,
and staff has failed w0 address tihe case of soa-comtract

Kalle s P= Bae

241t sheeld be noted that ohe paviies &
ef the systes and lidely soowessios of
ot significosntly lac
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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,“l/ and, as noted, he recommends the survey be
conducted.

Mr. Thurston’s Comments
HMr. Thurston's brief on exceptions notes that a

study of district heating in Rochester is currently being
carried cut throuch the MNew York State Energy Research and
Developsent Authority (NYSERDA) and that, a8 & result,
negotiations to purchase the systes have been 3 aded.
Central e Br. Thorston's oo 3e® 4% & claim that tansion
betwesn the © sy and 3zaff has iy Salsved a
resolstion, asd that ceustomers have littis faith in elither
28 & reswit. ¥Hr. Thorsios Delisves & ey %
srsen Can b aal
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Company's Exceptiond
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 contract idea has been inadequately examined.
For example, it gces 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 sums 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 custcomers need immediate answers to
assess their situation. Finally, RGSE argues the survey
idea is unfocused and customers will be unwilling to commit
themselves when it is apparent the system is uneccnomic.
Staff replies the survey is an essential first
step to restructuring the system, and it points, as evidence
of the worth of a survay, to the cospany's financial support
for a NYSERDA study to Jdetermine the future of district
heating in Rochester. It dsafends the legality of its
proposal and responds 0 the company’s challenges to its
econcmic analysis. Filaally, it concludes that omly & susvey
can resolve the question of how ¥y custosers and how much
load could bs expected if stafi's p 8
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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 iaterest
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.”l/ There fore,
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. 1In
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 was overly optimistic, staff says its only concern
is finding a viable approach that may "be begun immediately
and be carried out expeditiously.”™ 21 It regquests that we
decide whether a survey is needed before considering other
issues. :

The company responds that present worth discounting
is appropriate where the relevant inguiry is the comparison
of differing revenve streams. but that is ncot the case here.
It says the critical issue hers is how much will be at risk
when the take-or-pay Contracts espire in 1388, With respect

sasmission capacity iato downtown Rochester,
v says the besefi: of he ooel conversion to the
alectric & rment it comsiderably loser than the 841
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CASES 28316 and 28612

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 resclution 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 others have set a date
certain for leaving the system. Correspondingly, the most
recent forecast of annual sales is approximately one-half
the original rate year prcijection and the continuing loss
of customers ensures that salss levels will £all even
further. Given these circusstances, 1t 3
would merely dalay the inevitable whils g the wraag
signals to the cuastomers remainisg an-lise. Diszrier
heating mey havwe 2 futore in ;
enterprise aod ¥ A iz stedyisg thas
others, but & traditiomal :
woworhalle.
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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. Foliowing 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 Case 28316 and Case 28612. 1In his
estimation, the central issues are: “1) Is the utility now
entitled to a "full’ return on its steam plant investment,
as RG&E urges?; and 2} shouid such investment now be deemed
valueless for ratemaking purposes. as Staff arg%s?‘é; Re
answered both guestions necatively, the first on the grounds
that "RGsE"s position overlcocks its own assessment of the
steam department's gx@s@@ai@”zﬁ and the seccad because
staff's view "fails to scoord "due regard” o the applicable
eriginal cost coocspt &ad lvs am =z thet the systen has
7O valum is xa@@$§§§,@§f
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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."l/ 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 some value considering
that service, as necessary, will continue to be rendered to
remaining steam customers through 1986."3/

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 companvwide eguity allowance,
he fashioned a formula that is supposed to recognize the
"negative growth®” of the steam department while reflecting a
“remaining three year life.® Specifically, he would disregard
the growth component, divide the vield by the number of
years remaining and then subtract that figure from the yield
to determine the eguity allowance. For Case 283186, the
calculations are: 10.3% vield = by 3 years = 3.4%; 10.3% -
3.4% = 6.%9%, That §.9% eguity return would produce an
overall return on steas plant of 8.47% and 2 $2.64 milliom
pery at rate increase. Accaoxdingly. be fownd repsrations
wers reguired to increase revesues W that level.

L il s B €0

'S & 71




CASES 28316 and 28612

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 refusal 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% ~ 7.9% = 3.97%. The result is a $4.309 million
increase (above the tempcrary 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 Telephone Companv v. Public Service

Commission,if which reguires the use of actual data where
available, and contends it is immaterial that the case was
decided before the move to a fully forecasted rate vear. It
opines that we must search for the most accurste datz for
setting rates, and it citas fer further support the Policy
Statesent on Test Periods in Madtor Raze Proceedings.
Accoxdingly, it urges that actwal date--which reflect sales
below those foracast in Case 183lé~~be empioyed to prewent
srcollection of revanus.

204 (aToad
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CASES 28316 and 28612

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 consideratinn of
steam rates. Further, staff safs 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
grénting a return "less than the risk-free cost of money is
confiscatory“l/ and that setting a different rate for steam
is inconsistent with the practice of setting an overall rate
of return for combination utilities,E/ Finally, it posits
that the recommendation overlooks the fact that the 15,1%
return on equity was intended to refliect 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 woribund while the gas and
electric systems are "ongoing entities.® The main thrust of
staff's response is its speculatrion that the company was
holding back for its reply brief on exceptions its argument
regarding entitlement to fully cosmpensazory rates, im which
case, staff noted, it would reguest that the argusent be

disrecardad or that staff be granted lesawve o :%glg.éf

DTIONE, P. $3.

this practice, it clites Case 17370,
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Staff's Exceptionsl/

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 tc 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 clcsest substitute--natural gas.“g/
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 freeze is in order'as well because the Steam Report
accelerated the decline of the system and the company should
*bear the consequences of presenting an ill-concelved loag-
range plan rather than seeking & wore orderly traﬂsitiea.“éf
Az a result, staff propuses a froeze wntil the cospany
presants a detailed plan for either maintaining or abandoning
the systes.

Herox Qorparstios, DOk maior saam
eoad latcexe obd o the x

iene, #. B
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CASES 28316 and 28612

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 determining the level of rates--both prospectively
and for the time temporary rates have been in 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 thus are with setting rates for a
reascnable phase-cut period, we are willing o authorize
only such revenuss as may be necessary, given the existing
nusber of customers, to cover the expenses incurred in
providing service. Further, we belisve it rsasconable to
moderate any rate increases doring the phase-oet pepied, for
we are yeluctant to b 20 oo the miatively few e ining
customers the b a of paying the fell costs of s stesm
systes bullt o meet the aly €30




CASES 28316 and 28612

At the same time, we are mindful tbat 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 approximately 32%. These conclusions are discussed
in turn.

L.

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.l/ That investigation has now
revealed that the eccnomic decline of the system is irreversible
and that abandonment within aperoximately a year to 18

months is inevitable. Accordingly, we find the level of
temporary rates--designed to recover the system's variable
costs--may be mads permanent, for the steam system was and

is in a de facto phase-out pericd lesdiag to aband 0,

and that under such circumstances, & Tiurn o6 the 3TeaRm
investment is not reasonable or feasibl ,Ef Az & resuli,

are warrsared




CASES 28316 and 28612

2. Case 28612
In the rate year, it is likely, given recent

indications, 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 f£ind, 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-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 alsc face expenses of converting
to alternative energy scurces. Finally, RG&E's resulting
return, as computed on a consclidated company basis, is
reasonable even under business-as-usual criteria.=

CONCLUSION
Qur resolution of the issues presented in these
cases leads us to ccanclude that Rochester Gas and Electric
Corporation reguires, prospectively, $3.170,000 in additicnal
annual revenues from steam service, owver the amount produced
by the temporary rates now in effect, as set forth im
Appendix A. The approximately 32% increase conprises a

s/1in accditiom, recent opdales SUGTESTt & 1 ailocazios of
esployeas o the steas ﬁ%%@@&g&&* g@@ a
x@ﬁa@tﬁ&a in its expensas.

for %ﬁ& stean ¢

: f&@ﬁigai&ﬁg $Gelts
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CASES 28316 and 28612

$2,729,000 increa~e in base rates and a $441,00Q0 increase in
fuel adjustment revenues resultlng 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 Cpinion. 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 than one day's notice, subject to refund
if any showing is made thé&t the new rates are not in full
compliance with this Opinion and Oxder. The reguirement of
§80(10) of the Public Service Law to newspaper publication
of the amendments autheriszed in this paragraph is waived,
provided the company notifies sach customer affected by the
liance filing.

3. The cospany is divewcted 10 file, within thirvy
@&ys of the date of this (pisicr and Ordey, & pro plan
for 3 loning the stean syItem by October 1, 1985, The

~22-
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CASES 28316 and 28012

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 permanent for the perioé they will have
been in effect.

5. Except as here granted, all exceptions to
the Administrative Law Judges' recommended decisions in
Cases 28609, et al. (insofar as pertinent to steam service)
and Case 28316 are denied.

6. Except as here modified, the recommended
decisions of the Administrative lLaw Judges are adopted as
part of this Opinion and Order.

7. These proceedings are continued.

By the Commission,

{SIGNED} JOHN J. KELLIHER
Secratary
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ROCHESTER GAS AND ELECTRIC CORPORATION

Steam Department

Income Statement and Rate of Return Per Commission g
12 Months Ended July 31, 1985 0
(000°'s) 4
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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)

l) Revenues

a) To reflect existing factor of adjust-
ment (1.1809) in base tariff revenues;
Plus revenue tax gross-up. $ (115)

b) To reflect proposed factor of adjust-
ment (1.3153) in determining FCA™
revenues; plus revenue tax gross-up. 265 $ 150

2) Expenses

To eliminate 1985 estimated wage increase

reflected by ALJ (2 months) $ (19)
]
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. $ {269)
b) Revenue Taxes - impact on adjustments
la and 1b above. 10 ${259)

4) Federal Income Taxes Pavable

Operating Income Before F.I.T. {colum 3} $ {2,315

F.I.T. deductions consistent with no return:

Deferred Fueel ${%8&)
Taxas Capitalized {8}
Addicional Deductible Property

Taxes 42
Pensions Capitaliszed {%}
Accomting Cost Capitalized {313
Addicvional Deductible Deprecistios 183
Cost of wal {17y

Tazss Deferved Ascrtimed §

$ 1,919

73




CASES 28316 and 28612 APPENDIX A
Page 3 of 3

ROCHESTER GAS AND ELECTRIC CORPORATION

Steam Department
Explanation of Commission Adjustments
(0Q0's)

5) Interperiod Tax Allocation

To reflect flew through of capitalized

overheads. $ (12)
6) Revenue Taxes at 6.75%. ‘ $ 184

7) Federal Income Taxes Payable:
Operating income before F.I.T. at 46% $1,171




CASES 28316 and 28A12 APPENDIX B

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

STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

At a session of the Public Service

Cormission held in the City of
Albany on April 3, 198S5.

COMMISSIONERS PRESENT: "7‘*”:’“ .
#,‘M'
Paul L. Giloia, Chairman Lyl
Edward P. Larkin G
Carmel Carrington Marr Lot

Harold A. Jerry, Jr. s
Anne F..Mead e
Rosemary S. Pooler

CASE 28316 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates - Expanded Proceeding :

CASE 28612 - ROCHESTER GAS AND ELECTRIC CORPORATION -
Steam Rates

ORDER AFFIRMING ABANDONMENT DATE

{Issued April 4, 1985)

BY THE COMMISSION:
INTRODUCTION

By our Opinion =No. 34---,3‘ we required, among
other things, that Rochester Gas and Electric Corporation
(RGSE or the company) file, by August 10, 1984, a plan for
abandoning its steam system cn Cctober 1, 198S. {The
company®s steam service had been steadily losing customess
and we determined that such service could o longer be
provided at reasonable rates and that the termination of

regulated steam service was therefors @s@m@rﬁ&t&«’i? RGLE

IiCases 281168, st 2l., “Ochester Sas &ad
Steam Rates, Opimionm No. FU-I¥ {iss

2/Tme nistory of the oO9pw s areas
for Terwre 2%lsan service M% Sis
Sndisies %o, Sd-19%.




CASES gﬁ!lS and 28612

filed the plan on August 5, 1984, and twenty parties commented
on it by October 15, 1984, the deadline for comments.l/ At
our session 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 RGSE 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 our Power Division; they are not considered
here. Letters commenting on the abandonment date have also
been received from various parties; these entities seek an
extension of the autherized October 1 abandonment date. 2/
Their comments are discussed below, after consideration of a

legal issue pesed by Multiple Intervenors.

THE AUTHORITY FOR THE COMMISSICN'S ACTION
Multiple Intervencrs {MI) claims we must conduct

an abandonment proceeding before allowing a public uwtility

to abandon service. It says that requirement may be inferred
from our Quty to assure adeguate service {Public Service law
§579 and 80) and Spring B®rock ¥ater Co. w. Village of Hudson
Fai§$3i and that our actioz bere was isproper. for the

Fihe X ent period was sriginally ™ sspizs on
1984 but wo extensions @ﬁ that 4 ine were gsa%&@@ 14
the regquest of variows COFRENIaTOTE.

adix g@@&&ﬁxg 2 liss @f §&§§§$®
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subject of abandonment of the system was not considered in
the hearings. MI says even RGGE 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 enccmpass a full consideration of the
company's plans for its steam department” and that the claim
that MI hzs been denied due process is "preposterous" for,
as a party to Case 28316, it was well aware of the purpose
and schedule cf 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 arguments through written filings, and the
Public Service Law does not require a formal hearing in this
instance. Additionaily, 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 inguire intc the issue of whether sufficient
grounds exist o justify abandonment of service. Here, we
considered various alternatives for the steas system and
concluded that the company should be permitted to abandon
the system because it is currently uneccnomic. That is all
that is reguired; this aspect of ¥i's petition is denied.

THEE TIMING OF 73T 2
#I claims ouxr selectios of October 1, 1985 23 the
dats on or after which the < ey o ko tha systen
iz wizhout regord rt 252 i® therefove azbizrvacy and
capgiciows. It aolas it bad aoed, iR nts on the




CASES 28316 and 28612

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, MI contends most customers
would need significantly more time to convert to an
alternative system. In a similar vein, the other comments
generally urge that the aktandonment date be extended. (Most
comments advocate that the extension be for one year, to
October 1, 1986.) The commentators also suggest that
extension of the abandonment date would allow alternative
steam sexvice options--which they support--time to become
viable, and they argque that they lack the time and resources
to convert to alternative energy sources by October 1, 198S5.

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 nc reason for us to
reconsider our decision to authorize an October 1, 1985
abandonment date. First, the February 12 letter socught
comments on the financial assistance plan, not on the
abandonment date. The ¢ nts thus are unsolicited and
untimely. We announced the Dctober 1, 1385 date in our
July 11, 1984 opiniona, and the proper method for challenging
that date was o suvbhait petitions for rehearing-~-~within the
ghirgy-day tise limit--of that opinion. Second, we considersd
and explicitly raiected, at our J vy 38, 1985 session,
similiary ary ¢ty Thet we sioeld estend the &l . 8
daze. The as s raised dere are se dilferent and are
rted by assliysee of why 1the &
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extended (e.q., 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 negotiate 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 io cease providing

steam service on Cctober 1, 198S.

The Commission corders:
1. The petitions for an 2xtensicn of the pre-

viously autheorized stcam system abandonment date of

October 1, 1985 are denied.
2. These proceedings are continued.

By the Commission,

{SIGNED} SO J. RELLIEER
Secratazy
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APPENDIX

PARTIES COMMENTING ON THE
STEAM ABANDONMENT 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 Authority

The Temple Building

Lowell Colvin, Inc.

Mr. David Thurston

Mr. Jack Rubens

City of Rochester

Monroe County

Rochester Community Savings Bank
Xerox Corporation

The Genesze Hospital
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BY THE COMMISSION:
INTRODUCTICN

By order issued April 15, 1983 in Case 283l6--part
of the last Rochester Gas and Electric Corporation {RG&E or
the company! combined gas and electric rate case--an expanded
proceeding was initiated to consider the prospects for steam
sexvice. Later, on July 18, 1983, we authorized, as part of
the RGEE general rate increase, a $1,718.000 tesporary steas
rate increase. sublect to refund or z@@a&gtigas,éf The
rates ware made tesporary because of the contimued pesndency
of the expandsd procesding, and they were 8ot 50 88 O
provide less thas & fell return on lavestment in ovder o
discouwrage fusther the deps T while the

888 4l daed, 2% 2.,
Opisien Be. 1304




CASES 28316 and 28612

system's future was being considered. (Upon reconsideration,
on December'lz, 1983, an additional $169,000 was authorized
to insure an opportunity to recover operating costs, interest
payments and preferred dividends.l/)

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 additlional conference of the parties was held in Albany
on July 2%, 1933. )

Eviderntiary hearings, presided over by Adminis-
trative Law Judge Pavid Schechter, were held in Henrietta on
December 3, & and 7, 1983 and a record comsisting of 3910
transcript pages and 37 exhibits--numbered 130 through 186--
was compiled. Initial briefs were filed by the company,
Department of Public Service staff {(staff), Hultiple
Intervenors (MI}, and the Lincoln First Bank; RGEE and staff
filed replies. Judge Schechter's rex wied decision was
isswad on 3pril &, 1384. Brisfs on excepticons were filed by

RG&E, staff and David Thursion, pro se, whils repiiss wage
submitted by BGLE and staff.
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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 0l1d 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 locp 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 respconded, it says,
by seeking gradual increases in stea® revenues rather than
a full return; by reducing the cost of service by converting
three oil-fired boilers to gas; by deferring a steam rate
£iling acheduled for 198l; and by proposing to revise the
steanm vransier credit to allccats Beebes 3Station operating
and maintanance costs o the electric deparizent.

In 1979, wo ordersd & rehengive review of
RGsE's stean cperatices but the studies origisally ooa-
tomplaved ware o0t complaced. I closies the pin 14
degwst 27, 1383, howmver, we direcys

I
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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 adeguately
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."l/ The cost per Mlb. for
customer-provided steam (excluding the cost of coaverting)
was found to be:

1%83: $11.53 to $13.42
1984: $13.41 to $15.62
1385:. $14.60 ro $16.77
1988 $15.%1 to 818.40

¥hen compered to its “hass o8
assumad 1343 sales of 1,150,380 Mibs.
sales in 1384 sed chacealeex, 4 he o

analysis., which
1 1,800,000 Bibs. of
i the oost

.
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of RCG&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 87.65 (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 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., the scenaric most favorable to continuing
RG&E's steam service--the company found that all 193
custemers then on-line would recover their cost of con-
verting to gas-fired boilers within a three- to six-year
peried and that 123 of the 193 would recover from one to
nearly $ix timss their investment within three vears.

The compasy 2ls0 submitted a “probable csase”
scanario based on the assertadly =ore realistic assuwprion
ehat annuvel sales would decliine afver 19394 2% & rate of
230,040 Mibe. per year. A8 8 rhe oustomers’
saviangs froawm lesving the sysiem wdald L sse drematically--
$3.31 per Mib, in 1984; 311.9% per Hib. ip 1390 : and & pesos
of 329.31 to €3%.3) par ®in, in 1998 4 $ o8 the states
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of Beebee Station-~and the payback period for the investment
needed to leave would shorten correspondingly. Accordingly,
the ccmpany 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 worthwhile for the electric department,
for it would provide cost savings of only $25.8 million in
1982 dollars as oppcsed to a conversion cost, also in 1982
dollars, of $25 to $33 million. Again, the company based
its calculations on assumptions it considered ceonservative
or most favorable to conversion.

Finally, the company, as noted in its initial
brief, considered other 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 "massive construction project,
the costs of which would offset the fuel cost savings.“l/
RG&E reportaed also that eliminating individual lines, while
reducing discribution losses, would reduce sales, and
thexefore it concluded a reduction in system size would not
necaessarily benefit the systes.

In sum, RGAE concluded there was no available
option that would make any sSteam cotpetitive with the
customers® alternatives. It thus fownd it appropriate o
infore custosers that they sbould convert to alternatives
ag soon as possible. At the same tivwe, ssseriedly in the
interssts of providing custoser {lexmibiliyy snd sasuring the
orderiy ghase-out of the systas, ihe ¥ sald it was
willizg o continve providiag seswice, but at ¢ !
Tetes, «hils o ssad thely options snd

3¢ issve the sysiss.

.
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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 customers than the two alternmatives held out by
the company; i.e., using the station only to enhance
electric reliability or retiring the units in guestion and
installing new transmission capacity. Staff argues con-
version holds a $58 to $63 million benefit over the first
alternative and has a $52 to $57 million advantage over the
latter.

Current Rates
Essential to staff’s plan is the setting of

currently competitive ratss. It pro s the Tesporary

p § nt and frosss a2t that

BY SHCUISE AR &

rates now in offect be

level wniil the
commirTents 10 TARE~OY-Pay COOITaCLs OofF woutil e
't Paan.

prasents 3@ arderly |
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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 reasons,
it opposes the company's requested 59% increase to fully
compensatory rates.

staff argues the rate freeze is not unjust or
illegal because " {rlegulation does not assure that a utility
will make a profit. . .[and] [t]he possibie loss of monopoly
power and consequent loss of economic value is a recognized
risk eof investing in utilities.“l/ Further, it contends
that compensatory rates are not warranted because a
similarly situated unregulated cosmpany, with no opportunity
to provide subsidies from its moncpoly gas and electric
operations, would be content to recover variable costs and
a contribution to fixed costs. It also views application of
the Public Service Law §7%{(1} reguirement that “just and
reagonadle” rates include a return sufficient o attract
capital for continued service as ilicogical when the cospany
envizicns the terminaticos of servioe in 1%86. as for $85
D¢ the Public Ssrvice law, which reguires “dee regerd®™ for
the stesm systes's ovrigisal oost lsss depreciastion, stsff
wpes it as is liceklie wheare the aystes has 0o il wvalwe.
Finaily, it chae izas the say"s plen &3 2 & facio

1. zigm which, it says, e isss than




CASES 28316 and 28612

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 survey would
be less than conclusive and, as such, fall short of public
interest considerations.“i/ 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
millicn computed by staff. Second, ccal burning limitations
in the Department of Environmental Conservation (DEC) permit
would offset the estimated cost saviag.aj Third, staff's
pricing plan might prevent further ercosion of the customer
base but would not lead former customers to return. Fourth,
in RO&E's view, staff has allccated too great a portion of
the Deebee Station conversion ooets to the slsctric department.
Fifeh, take-or-pay contracts are of guestionable validiey
and offer liztle protectios in the event ihe system faills,
and staff has failed o g8 the case of aon-contract

AU, B B3

¥ I 1d e as that the g@t&&%@
ﬁﬁ ghe sesten sed liksly
3 & sot significemtly |

that the shucdown
8 $0 natersl
gollistant

i@w%§$q
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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. 1In addition, he
considered valid the company's criticisms concexrning staff's
pricing proposals, the efficacy of take-or-pay contracts and
the failure tc reflect some additional costs. Nevertheless,
he concluded “only the survey 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 exceptions notes that a
study of district heating in Rochester is currently being
carried cut through the New York State Energy Research and
Development Ruthority (NYSERDA) and that, as & resulg,
negotiations to purchase the system have been suspendsd.
Cantral o Mr. Thurston's zat® §is & clais that tesnsion
between the ay and staff has v flessly delayed a
resclution, and thet customers bawe little faith in eithery
as & yesult. Nz, Thursioe believes & smeller workable
systen can Do salvepsd and ooete
z & "fish or ot Bein”™
2 vermd wigh g
3 Sestes.
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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 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 sums 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 uneccnomic.

Staff replies the survey is an essential first
step to restructuring the gystem, and it points, as evidence
ef the worth of a survey, to the cospany's financial support
for a EYSERDA study to detersmine the future of district
heating in Rochester. It defends the legaliy of its
proposal and responds to the cospany’s challenges to its
gconcsic analysis. Pinally, it concludes that only a survey
can resolve the gusstion of how masy custoers and how much
load could be axpected i€ staff’s pro =2l ware 2 tad.

«33=
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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 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."l/ 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 even if a line were 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 & viable approach that may "be begun immediately
and be carried out expediticusly.“gf It reguests that we
decide whether a survey is needed before considering other
issues.

The company respeonds that present worth discounting
is appropriate whers the relevant inguiry is the comparison
of differing revenue streams, but that is not the case here.
It savs the critical issuve here is how much wili at risk
whan the take-or-pay contracts expire in 1%88. HWith respect
2o the need for transmission capacity iato downtown Bochester,
the company says the benefi: of the ooel conwersion 10 the

K

2lectric department iz consideradbly lower than the $41

STall 2 L¥5el o8 JIosplices, p. $.

o

«32=




CASES 28316 and 28612

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 kecoming 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 il5 customers on-line and 27 others have set a date
certain for leaving the system. Correspondingly. the most
recent forecast of annual sales is approximately one-half
the original rate year projection and the continuing loss
of customers snsures that sales levels will f3ll even
furthey. Given these circesstances, it the suarvey
would serely delay the inevitable shilile ssading the wrong
signals to the customers remeianisg on-lime. Odatrist
heating may bawve & futuze in 2T 28 & CESTOSmT~
enterprise and ¥YS L ia srudvise ther possibdlivy,
others, bt 3 wradiciomal © a8 olesd Syeten
wwvnrhalis.

L
o
L
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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 Case 28316 and Case 28612. In his
estimation, the central issues are: "1} Is the utility now

entirled to a *"full’ return on its steam plant investment,
a3 RGSE urges?; and 2) Should such investment now be deemed
valueleas for ratemaking purposes, as Stsaff uzgﬁs?“if He
answeraed both gquestions negatiwvely, the first on the grouwnds
chat "RGAR'3 position overlooks its own assesssent of the
stean department’s DIt 2/ a2ad the s because
sraff s view "fails Lo acoogd *due regard® o the applicable
¢t thet the sysvem has




CASES 28316 and 28612

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,"l/ 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 some value considering
that service, as necessary, will continue to be rendered to
remaining steam customers through 1986."3

In so finding, the Judge rejected staff's rate
freeze proposal and decided that the company should recover,
in additien to its variable costs, some return on investment.
Starting with the DCP-derived companywide equity allowance,
he fashioned a formuia that is supposed to recognize the
*negative growth" of the steam department while reflecting a
"remaining three year life.® Specifically, he would disregard
the growth component, divide the yield by the nusmber of
years remaining and then subtract that figure from the yield
to determine the eguity allowance. For Case 28316, the
caloulstions are: 10.3% vield = by 3 vears = 3.4%; 10.3% -
3.4% = £.9%. That §.9%% eguiy retwrn would produce an
owerall return On steam plant of 8.47% and a $2.64 millien
peyRanent £ate incresse. Acvordisgly. be fownd reparations
were reguired o incrsase revanuses o that leweld.
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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 rofusal 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% - 7.9% = 3.973. The result is a $4.309 million
increase (above the temporary rates set in Case 28316).

Company‘s Exceptions

RGGE 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 Telephone Company v. Public Service

Cammissien,lf which reguires the use of actual data where
available, and contends it is immaterial that the case was
decided before the move to a fully forecasted rate year. It
opines that we must search for the most accurate data for
setting rates, and it cites for further support the Policy
Statement on Test Periods in Saitor Rate Provesdings.
Accordingly, iz uroges thet aciwal dats--which reflect sales
oyed 10 prevent

below thoge forecast in Case 2831f~-b=

reallecsion of revesnse.
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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 consideration 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 egquity for the steam department. It contends
granting a return "less than the risk-free cost of money is
confiscatory"l/ and that setting a different rate for steam
is inconsistent with the practice of setting an overall rate
of return for combination utilities.g/ Finally, it posits
that the recommendation overlooks the fact that the 15.1%
return on equity 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 systems are "ongoing entities.® The main thrust of
staff’s response iz its speculation that the company was
holding back for its2 reply brief on exceptions its argument
regarding anticliessent to fully compensatory rates, in which
case, staff noted, it would reguest that the argussnt be
disregarded or that staff be granted leave to x§§iy.§g

% ATie? on Lecepticone, p. 33

2/For this prectice,. it cives Case IVITE.
sy of Tme York, Ise. , (picios Se.
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Staff's Exceptionsl/

Stuff 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. 1In 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.“g/
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 alil that is reguired. As for Case 28612, staff contends
a rate freeze is in order as well because the Steam Report
accelerated the decline of the system and the company should
*bear the conseguences of presenting an ill-conceived long-
range plan rather than seeking a more orderly transiticm.“zf
As 3 result, staff proposes & frseze until the cospany
presents a detailed plan for sither ®maintaining or abandoning
the systenm.
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CASES 28316 and 28612

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 determining the level of rates--bhoth prospectively
and for the time temporary rates have been in 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
economicaily, and that abandonment is inevitable after a
reasonable phase-out period. In such circumstances, we are
not obligated (and it would not ke 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 longerxy
economically viable or to take steps to petition for its
eventual abandonment.

Faced as we thus arve with sstting rates fov a
reasonakble phasze-out pericd, we are willing to authorize
only zuch revenues as may be nocessary, given the existing
number of customers, (o cover the axpenses incurred in
providing service. Further, ¢ believe it reasonabls to
moderate any Tate increases durine the phase &t pariod, for
we are reluctast 2o A e oo the relstiwmly few vemeianing
cus the | . of paving Uwe fell costs of 2 stean
arsten ballt 2o meset the aeeds of 2 aly 454 osstomess.




CASES 28316 and 28612

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 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 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 ccnsidered.i/ That investigation has now
revealed that the economic decline of the system is irreversible
and that abandonment within approximately a year to 18
months is inevitable. Accordingly, we find the level of
temporary rates--designed to recover the system’s variable
costs--may bhe mads permanent, for the steam system was and
is in & d¢ factec phase-out period leading to abandonment,
and that wder such cigcwistances, & rsturn on the steanm

=
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CASES 28316 and 28612

2. Case 28612
In the rate year, it is likely, given recent

indications, 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 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 ccmpany basis, is
reasonakle even under business-as-usual criteria.l

CONCLUSION
our resclution of the issues presented in these
cases leads us to conclude that Rochester Gas and Electric
Corporation rzquires, prospectively, $3,170,000 in additional
annual revenues from steam service, over the amount produced
by the temporary rates now in effect, as set forth in
Appendix A. The approximately 32% increase comprises a

allocation of

ifin aacition, recent wpdatss s
e=p iovess to the steam depart
reduction in ils expesnses. Aad

Toenss for e $teel .

regogaitice of the in

&&ﬁ% in steass §ﬁ§§§§i§ﬁ%§

~23=




CASES 28316 and 28612

$2,729,000 increase in base rates and a $441,00Q 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. &ny 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 than one day's notice, subject to refund
if any showing is made that the new rates are not in full
compliance with this Opinion and Order. The reguirement of
§80(19) c¢f the Public Service Law to newspaper publication
of the amendments authorized in this paragraph is waived,
provided che company notifies each customer affected by the
compliance filing.

3. The company is direcrted to file, within thirey
days of the date of this Opinion aad O ’
for shandoning the steas systes by Ocrober 1, 1985. 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 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, et al. (insofar as pertinent to steam service)
and Case 28316 are denied.

6. Except as here modified, the recommended
decisions of the Administrative Law Judges are adopted as
part of this Cpinion and Order.

7. These proceedings are continued.

By the Commissicn,

{SIGNED) JOHN J. XELLIHER
Secretary
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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. S (115)

b) To reflect proposed factor of adjust-
ment (1.3153) in determining FCA

revenues; plus revenue tax gross-up. 265 $ 150
2) Expenses
To eliminate 1985 estimated wage increase
reflected by ALJ (2 months) $ (19)
3) Taxes - Local, State, Other
a)} DProperty Taxes - to reflect decrease
in rate year property taxes per letter
from RG&E dated June 12, 1984. $ (269}
k) Revenue Taxes - impact on adjustments
la and 1b above. 10 ${259)

4) Federal Income Taxes Pavable

Operating Income Before F.I.T. {colum 3) $ {2,315}

F.I.T. deducticons consistent with no return:

ferred Fusl ${98}
Tases Capitalized {8y
Additional Deductible Propsrty
Taxes &3
Panzions Capitalized {63
Aooowmting Cose Capitalised {133
additional Deductible Depracistics 183
Coar of | wal {37
Tamss Deferved ized |
Danre of Taxable $§&&§ﬁ 84

i sesis Altvetmens ﬁ
Taesblis Incose
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CASES 28316 and 28612 APPENDIX A

5)

6)

7)

Page 3 of 3

ROCHESTER GAS AND ELECTRIC CORPORATION

Steam Department
Explanation of Commission Adjustments
(0Q0's)

Intexrperiod Tax Allocation

To reflect flow through of capitalized

overheads. $§  (12)
Revenue Taxes at 6.75%. $ 184

Federal Income Taxes Payable:
Operating income before F.I.T. at 46% $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






