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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of the investigation )
of steam service rendered by ) Case No. HO-86-139
Kansas City Power & Light Company. )

On July 7, 1986, Kansas City Power and Light Company
("KCPL") filed its application in this docket for new rates for
steam service and to terminate its steam service in downtown
Kansas City, Missouri. As part of its filing, KCPL also re-
guested authority to provide electric steam boilers to its cus-
tomers at no charge and for authority to apply steam rates rath-
er than electric rates to those customers. The Kansas Power
and Light Company ("KPL Gas Service"), & competitor with KCPL
for heating and air conditioning customers in downtown Kansas
City, intervened due to the direct effect a rxuling in this pro-
ceeding may have upon it.

KPL Gas Service'’s interests in this case are limited to the
promotional practices issues. It takes no position concerning
the revenue requirement agreed to by KCPL ard the Staff nor on

the “termination® issues litigated by them in this docket.

A. ECPL's Proposal to provide slsectric-fired gss boilers
to its stesm customers iz & violation of the Promotiomal
Practices Rule.
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4 C.S.R. §240-14.020 sets forth “Prohibited Promotional

Practices.” Subsection (5) of that provision applies directly
to KCPL's proposal. It provides that "[tlhe provision of free,
or less than cost or value, wiring, piping, appliances or equip-
ment to any other person is prohibited . . . ."l The Rule pro-
vides only one basis for the grant of an exemption. It pro~
vides that

[oln written application of a utility and

proper showing by it that it is faced with

and must meet unregulated competition the

commission may grant a departure from the

rules contained in Chapter 14 to the extent

requested.
4 C.S.R. §240-14.010(2).

2. KCPL's proposal would violate the provi-
sion of the Promotional Practices Rule.

KCPL maintains that its proposal tc install electric steam
boilers on customers' premises at no charge is a "compensation"
plan intended to ease the burdens on its steam customers occa-
sioned by the Company's abandonment of the steam business, Beau-
doin, Exhibit 13, at 6, and that, conseguently, "[iln this
unique case, the traditional prohibitions against furnishing
free electric boilers or equipment should not apply.” Id. The
Company further states that the propesal is “the most comprehen-
sive compensation package because it is precisely tailored to
each customer's individual energy needs.™ M. in fact, the
Company's statements and positions are merely smokescreens for
its asttespt to buy long-term electric beating business by pro-
viding inducements ia wviclatien of he Promoticnsl Practice
Bule.
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108. Even under its rate phase-in plan, it would be several
years before the Company begins to earn any returm on its in-
vastment. See Beaudoin, Exhibit 12, at 15-16. The continued
provision of service to its customers under such circumstances
provides substantial compensation to them prior to any abandon-
ment which may occur precisely because the customers are not
paying a rate anywhere near the cost of service.?

Moreover, KCPL's proposal to give free boilers to its cus-
tomers is inherently suspect. Compensation can be matched to
the needs of individual customers without violating the
Promotional Practices Rule. If KCPL's sole intent was to the
provide compensation, each customer could be completely and
lawfully compensated with a cash payment based on its cost to
convert to an alternate heating source. The energy audits per-
formed by the Company make each compensation possible since
they identify the kind and size of plant i:equired for each cus-
tomer and the cost he will incur to install it. Beaudoin, Tr.
Vol. Three, at 108-09. If dollars rather than equipment were
offered, no violation of the Promotional Practices Rule would
occur. "Consideration®” would pass from the company to its cus-
tomers, but there would be no "inducement®™ since the payment
from the Company could be used for any purpose inciuding the
purchase of gas burning eguipment. KCPL is not, however, inter-
ested in giving customers a free choice. It is only interest-

ed in converting steam customers to electric service.3

2The has rezulted at least im part from RC®L sesking inadegquate
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KCPL is not, of course, an eleemosynary institution. As
Mr. Beaudoin stated during his cross-—examination, the Compauy's
officers have an obligation to its shareholders. Beaudoin, Tr.
Vol. Three, at 109. While the Company claims a "moral obliga-
tion" to its steam customers, id., in reality, it can justify
buying their electric business as a "good business decision
. « « over the long run." . It is precisely this type of
practice -- that of buying a customer's business -- that the
Promotional Practices Rule is intended to prohibit.4

KCPL*'s motivation to buy its customers' business is clear.
KCPL is losing the downtown heating load te XPL Gas Service.
As was 1indicated by Mr. Haskamp during cross-examination by
KCPL's counsel, KPL Gas Service has indicated to the Staff that
it has been very successful in converting steam customers to
gas, Haskamp, Tr. Vol. Six, at 375. 1Its marketing method has
simply been to show the customers their options and let them
decide which form of heat to use. Haskamp, Tr. Vol. Six, at
376. KCPL's own studies have shown that its electric service
cannot compete with gas service if the customer must bear “any
of the conversion costs and could overcome the stack problem.®
Graham, Tr. Vol. Six, at 410; Exhibit 46. XCPL's solution to
this problem is very simple -- have KCPL bear 211 of the
conversion costs.

On principle, KCPL's proposal is objectionabie on numercus

grounds. First, it distorts the atition Dbelween electric
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provision of free equipment by one supplier clearly would re-

sult in the competition being conducted on a basis other than
comparative costs of electricity and natural gas. Second, the
provision of free boilers hides costs of providing the serv-
icefrom the customers. Ketter, Tr. Vol. Seven, at 489, Third,
the provision of free boilers distorts the competition between
steam and other forms of heating service by eliminating steam’s
major advantage -- the saving of capital costs for boiler
plant. See Haskamp, Tr. Vol. Six, at 381. The propesal should
be rejected.

3. KCPL has not met the requirements for an
exception to the Promotional Practices Rule.

At the hearing, for the first time, KCPL stated that in the
event the Promotional Practices Rule applies to its proposal,
it was requesting an "exemption.” English, Tr. Vol. Three, at
61. However, it presented no evidence which would gqualify the
proposal for a variance under the provisions of the Rule.

The sole basis for an exception from the Promotional Prac-
tices Rule is set forth in 4 C.S.R. §240-14.010¢(2), see p. 1. su-
pra. KCPL made no allegation that ®it is faced with and must

meet unregulated competition.'5 It is abundantly c¢lear that

SKCPL also failed to meet the requirement that it make a writ-
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KCPL's major, if not only, practical competition for heating
business in downtown Kansas City is from natural gas service
provided by KPL Gas Service under the regulatory oversight of
this Commission.

If KCPL believes that the Rule ought not to apply to its
proposal to termi.ate service it has the option of requesting
an amendment to the Rule to provide for such a waiver. This
procedure has been used before in connection with the Promo-
tional Practices Rule. The Rule was amended to provide for an
exception for cases in which the applicant would, if the pay-
ment were not allowed

suffer a substantial legal detriment, and on

further finding by the Commission that said

detriment occurred pursuant to a legally

binding and enforceable contract entered

into prior to July 8, 1971.
4 C.S.R. 240-14.050(1). This provision was added by an amend-
ment to the initial order. See McBride & Sons, Inc. v. Union Electric,
526 S.W.24 310, (Mo. 1975).

B. In the event that KCPL is authorized to provide steam

boilers at no charge, KPL Gas Service should be authorized

to provide gas-fired steam boilexrs and chillers and to
charge a rate equivalent om a Btu basis to the steam rates.

While KPL Gas Service firmly maintains that RKCPL's proposal
to offer electric boilers at no charge would violate the Promo-
tional Practices Rule, it did pressat testisony directed at the
possibility that the Commission wight take a8 different
view, The testimony of Raandy lennsn on Dbehalf of KPL Gas

Service sets forth the ¢ any’s pogition im the ewent that the

Commission grants ECPL the authorivy it sesks. Ia that svent,
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cover any portion of KPL Gas Service's investment since its
rates do not include any investment associated with such instal-
lations. Ketter, Tr. Vol. Seven, at 483,

KPL Gas Service's proposal would merely put it and KCPL on
an equal footing to serve steam customers as existing steam
service 1is phased out, It would not, however, put KPL Gas
Service in the inappropriate position of subsidizing KCPL's cus-
tomers or "compensatory" them for KCPL's withdrawal from the

steam business.

111 lusion
KCPL's proposal to install electric-fired steam boilers on

jts customers premises violates the Commission's Promotional
Practices Rule and ought not be allowed. In the event it is ap-
proved, however, KPL Gas Service should be permitted to install
gas-fired boilers and chillers and charge a rate equivalent on
a Btu basis to the steam rate.

Respectfully submitted,

THE KANSAS POWER AND LIGHT COMPANY

707

Maftin J. Bregmaw/

Agsistant General Counsel-
Ragulatory Affairs

P.0. Box 889, 818 Kanses Avenue

Topeka. Kansas 66801

{213) 23%%-198¢
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