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laasaa City Power & Licht Company's (KCPL) steam service, the appropriateness of its 

electric boiler proaram and the proper pricing of steam service. In the same Report 

and Order, KCPL was order•d to file its steam service plan with the Commission. In 

addition, the Commission stated in that Report and Order that based upon KCPL's 

commitment to no increase in steam rates prior to 1987, KCPL should not file steam 

tariffs until 1987. 

On June 2, 1986, KCPL filed its steam service plan, which proposes a phase 

out of the steam system by December 31, 1990, and the conversion of steam service 

customers to on-site electric boilers or electric space heating. Attached to its 

steam service plan, KCPL filed forms of revised tariffs and alternate phase-in 

tariffs related to steam service. 

By order issued June 27, 1986, the Commission issued an order directing 

KCPL to file its proposed steam tariffs in connection with the steam service plan 

bearing an effective date of January 1, 1987. 

In response to the Commission's June 27, 1986 order, KCPL filed on July 7, 

1986, tariffs reflecting revised rate schedules of increased steam service rates, 

alternative phase-in rate schedules of increased steam service rates, and a 

conversion schedule related to converting steam customers to on-site electric boilers 

or electric space heating. The proposed tariffs bore a requested effective date of 

January 1, 1987. The proposed tariffs are desiaaed to phase out the stea. system by 

December 31, 1990, and couvert the steam service ~tGaers to OR-site electric 

boilers or electric space heattac. The revt~ tiU."Ufs ~ deata-4 to increase 
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Applications to intervene in this proceedina have been granted to the 

followina parties: Boatmen's Firat National lank of Kansas City, Kansas City 

Southern Industries, Inc., r~thedral of Immaculate Conception, Denson One Hour 

Optical, Inc., The Ashley Building Partnership, Gailoyd Enterprises, Corp., John A. 

Marshall Co., Safety Federal Savings and Loan Association, MIMA Properties, Centerre 

Bank of Kansas City, Missouri, Performing Arts Foundation/Folly Theater, Inc., 

(Customer Intervenors), the State of Missouri, the City of Kansas City, Missouri, the 

County of Jackson, Missouri, and Kansas Power and Light Company (KPL Gas Service). 

An early prehearing conference was held on October 1 and 21, 1986. The 

prehearing conference was convened on March 23, 1987, and a local public hearing was 

held in Kansas City, Missouri, in the City Council Chambers on March 30, 1987. 

Formal evidentiary hearings took place at the Commission's offices in Jefferson City 

the week of April 6, 1987. By Order dated April 17, 1987, the Commission suspended 

the proposed tariffs an additional six months to November 1, 1987. Initial briefs 

were filed by KCPL, the Customer Intervenors, KPL Gas Service, and the Staff of the 

Missouri Public Service Commission. Reply briefs were filed by KCPL, KPL C~s 

Service, and the Staff. 

Findings of Fact 

The Missouri Public Service Commission, having considered all of the 

competent and substantial evide~e upoa the wbole recori, makes the folle>W!ng 

findinas of fact: 

I. IntroducU.08 
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~l~v~n sroup~ is ~chedul~d to be phased out by a date certain. However, KCPL states 

that it will attempt to accommodate to the extent practicable each customer's 

conversicm schedule as the pha~~;J-out: progresses. 

In each phase-out distribution area, KCPL proposes to offer each customer 

on-site heating equipment. Under the proposal, the customers would be offered the 

option of receiving either electric steam boilers or electric space heating 

equipment. The electric steam boilers would be offered at no cost to the customer. 

If the customer chooses space heating equipment and it is more expensive than the 

corresponding boiler, the customer would reimburse KCPL for the difference in capital 

cost. 

The plan provides that KCPL will own, install, and maintain the electric 

steam boiler and those customers would continue to be steam customers under the 

applicable steam tariffs. During the course of the hearing, KCPL proposed an 

alternative whereby electric steam boiler customers would be charged the applicable 

electric rate. 

KCPL would own and install the electric space heating equipment, but the 

customers would be responsible for maintenance. The customers with electric space 

heating equipment would be served under the applicable electric space heating 

tariffs. 

Ownership of both the electric steam boiler~ and all electric he~ting 

equipment would pas~ to the cust~rs as of Dece~r li. 1~,5. ~ver. the 
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In conjunction with its conversion plan. KCPL has filed revised tariffs for 

~te~ ~•rvice seekina approximately $5.8 million or a 120 percent increase on an 

Annual basts. During the pre'1cutring conference KCPL and Staff 

stipulated to a $3.2 million revenue requirement (66 percent). Contingent upon the 

acceptance of the conversion plan, KCPL proposes to phase in the revenue increase 

over four years at approximately 13,5 percent per year with no deferral or carrying 

charge. 

The Staff opposes the Company's plan on the ground that KCPL did not 

adequately evaluate the available alternatives to the discontinuance of steam 

service, Specifically, Staff contends that KCPL did not adequately consider the sale 

of the system or the use of natural gas fired boilers as an alternative for its steam 

customers. In addition, the Staff contends that the Company's plan to provide 

electric boilers or space heating equipment violates the Promotional Practices Rule 

and masks the true cost of conversion to electric heat, Staff contends that KCPL has 

not made an effort to market steam service in its downtown steam loop and KCPL has 

neglected the management and maintenance of the system. The Office of the Public 

Counsel, the City of Kansas City and Jackson County support the Staff. 

The Custome~ !~tervenors support the disconnection of the downtown steam 

distribution system and also support the provision of electric boilers or space 

heating equipment. 

The State of Mis$ouri takes the ~ition t~t if the Commissioe a~tborizes 

termination of XCPL's central statioe ate~ distri~tiom ~rviee. ~ 
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cuat~r's eonvaraion situation so lona as such conversion is fully completed by the 

date established for complete termination of the steam distribution system. 

KPL Gas Service maintains that KCPL's proposal to install electric steam 

boilers violates the Coamission's Promotional Practices Rule. However, if the 

proposal is approved, KPL Gas Service contends that it should be allowed to install 

on-site gas boilers and chillers and to charge rates equivalent on a BTU basis to 

those set by the Commission for KCPL's steam service through 1995. 

The issues to be determined in this proceeding are threefold: 1) whether 

KcPL should be authorized to terminate its obligation to provide central system steam 

service; 2) whether KCPL should be authorized to offer electric boilers or electric 

space heating equipment to its steam customers; and 3) what ratemaking treatment 

should be afforded steam service. 

II. Termination of Steam Service 

A. History and Current Condition of the System 

The distribution of steam for the purpose of heating the downtown district 

commenced operations in Kansas City in 1888 as a by-product of electric generation. 

This service was provided by the Kansas City Electric Light Company (a predecessor of 

KCPL) from a generating station located at 6th and Baltinore (Heating Station No. 1). 

As demand increased, two additional plants were conatructed at 13th and Baltimore 

(Heating Station No. 2). The Graad Avenue Statioa (foraerly tile Missouri River Power 

House) ves purchased froa tu Kansas City Traasit ~Y Ia J927. At that uae. 

Heatiq Statioa No. 1 vaa ~vert~N to a pr~~n ~Uoa plaat and comaect~N to 

GTancl AvemM witll a aew ~ p~re Uti PSI) aata. 
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The syetem, as it exists today, extends generally from 3rd Street south to 

14th Street and from Oak Street west to Broadway. It consists of two high pressure 

(115 PSI) undersround steam distribution mains which extend from Grand Avenue Station 

and loop the service area to serve Heating Stations No. 1 and 3; a short intermediate 

pressure (105 PSI) distribution system and the low pressure (15 PSI) distribution 

system. The steam system serves approximately 130 customers. Twenty customers are 

served directly from the high pressure system, one customer is connected to the 

intermediate pressure system and the remaining customers are connected to the low 

pressure system. 

From 1918 to 1982, the total length of steam main increased from 26,000 

feet to over 61,000 feet. The bulk of this increase occurred in 1930, 1954 and 1958, 

when the high pressure system was extended from Grand Avenue to the south end of the 

system. Much of the low pressure piping was built by KCPL's predecessor in 1905. 

Since 1982, approximately 5,457 feet of pipe have been disconnected due to an 

increasing number of customers leaving the system. 

The Grand Avenue Station consists of three large boilers fired by coal or 

natural gas and one small package boiler fired by natural gas or oil. Since the 

boilers were designed to produce electricity at a higher teaperature and pressure 

than required for steam, the utilization of these boilers solely for the production 

of steam introduces thermal inefficiency in the steam beat cycle. 

Since the Grand Avenue Stattoa was retired frua electricity productioa ia 

1985 • the boiler desip liaits the \Nrniq of C'Oal to ~ steam 1oM periods. 
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the 1983 through 1986. The maintenance problems to the high pressure 

~ysto~ h&~• b@en confined pri~rily to the failure of expansion joints. The rela­

tively aood condition of the high pressure system appc.an to be due to the fact that 

approxi~tely 75 percent of the pipe has been install!ld since 1950 and its welded 

design is not as susceptible to failure as the flanged u~sign of the older sections 

of the low pressure system. 

The low pressure system is in poor condition. Approximately 4,952 feet of 

pipe was installed during the 1983 through the 1986 period. The cause of the con­

dition of the low pressure system is related to the age of the pipe. Forty-six 

percent of it was installed during the period 1900 to 1920. Water enters the pipe 

enclosure resulting in corrosion and leaking pipes. For district heating to continue, 

the low pressure system must be replaced or completely rehabilitated. 

In 1970 annual downtown steam sales hit a peak of 1,220,016 MLBs serving 

283 customers. The 1986 downtown sales of 427,964 MLBs was 35 percent of 1970 sales. 

In addition, 547,164 MLBs were sold to National Starch in 1986. During the period 

1982 through 1986, 84 customers left the system. Eight converted to electric heat, 

27 converted to natural gas, 40 departures were the result of razed buildings and 9 

were the result of closed or vacant buildings. 

In the period 1977 through 198~. KCPL vas gr~nted ste~ rate increases of 

il percent (1977). 6 percent (1978). 10 percent (1980) and 19 percent (1982). 

De5pite these increase~. KCPL did not cover its ste~ operatiDC coats ~tvecn the 
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aai~teaanee proaram for the system. The Company's maintenance prosram consisted 

aai~ly of reacti~ to emeraency situations and repairing leaks as they occurred. 

Duri~ the period 1979 throush 1981, KCPL experienced large losses on its 

system. In response to the situation, KCPL centralized its stem management and 

began an intensive maintenance program in 1982. 

Staff contends that the current condition of the steam system is caused by 

the Company's mismanagement and neglect of system maintenance. 

Although it is true that KCPL took a "patchwork" approach toward 

maintenance of the system in the 1970s, the Commission is unable to find that this 

amounts to mismanagement or imprudence. During the period in question customers were 

leaving the system, the percentage allocation of Grand Avenue to electric operations 

was diminishing and rates were increasing. Thus, the future of the system was 

uncertain. A systematic replacement program would have been costly, resulting in 

even higher rates and would have been likely to force more customers off the system. 

In addition, KCPL took steps in 1982 to correct the problems encountered in the 

1979-1981 period. 

c. Marketing of Steam Service 

The record reflects that KCPL has not aggressively marketed steam. KCPL 

uses the same individuals to market steam and electric service. These marketi~ 

efforts consist of providi~ rate schedules and compariODS upon request. In 1972. 

KCPL officials told the builder for tha Mercantile ~k huildia& that steae aay not 

ha available and that tha aU-electric optin shnli!l ha ~4erM. a:ft.'s iateraal 
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Staff contends that KCPL's inadequate marketing of steam and resulting 

~ra about the future of steam aervice contributed to declining steam customers 

fTom 1980 forward. 

Although it is true KCPL did not aggressively market steam during the 

period in question and KCPL has a greater incentive to market off-peak electric usage 

than steam usage. the Commission finds no imprudence or impropriety with respect to 

KCPL 1 s steam marketing efforts. 

The steam system is old, customers have been leaving the system because of 

abandoned or razed buildings or because the future of steam was uncertain as a 

competitive energy source given the inevitable future increase in steam rates. KCPL 

produced evidence showing that the acquisition of all possible heating customers in 

the steam service area would produce 255 1 989 MLBs in sales annually, KCPL estimates 

that additional load would result in an average price per MLB of $13.65, a 

substantial increase over current rates. KCPL estimates that the acquisition of all 

new buildings added in downtown Kansas City since 1977 would produce only 38,288 

additional MLBs in sales annually. 

In the Commission's opinion, Staff's allegation that KCPL has inadequately 

marketed steam and has discouraged customers from taking steam service and caused the 

decline of the steam system is unfounded. The Company's 1982 study recognized that 

if a larse customer could aot be secured customer additiome after 1985 should be 

discouraaed. KCPL did ia fact secure a la~ cuetoaer (CPC) whicb reaulted in 

profitable operatiome for two years. Ratiomel St~'s ~ ta lese tbaa tbat of 

ac. The Ratiomel ·~ ~-t ttt~ hulllhZ' ll. 1990. ti..a tbs fact that 
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D. !cono~ic Fe&$ibility of Steam Service 

In the late 1970111, KCPI. initiated studies with rupect to the future of the 

ste4B business, The ficst formal study, a Study of KCPL's Steam Heat Business, was 

coapbted in 1981. The second study, KCPL Long Range Steam Planning Study, was 

completed in 1982. These studies contained various recommendations for the steam 

system, Both studies recommended that the Company investigate the possibility of 

large customer additions. The 1981 study suggested the sale of the system as a 

possible alternative. However, the 1982 report recommended that if a large customer 

could not be secured, new customers should not be added after 1985 and customer 

conversion to electric heat should be promoted, 

In 1982, KCPL filed a steam raLe case (HR-83-245) and concurrently began 

negotiating a steam contract with CPC. It was estimated that this customer could 

triple KCPL's annual steam load. The agreement was signed August 8, 1983, and KCPL 

withdrew its steam filing, CPC sold its facilities to National Starch in 1985. KCPL 

negotiated an agreement with National Starch effective December, 1985, but National 

Starch's estimated steam heat requirement was about one-fourth of the CPC initial 

estimate. 

The lower steam demand for National Starch coupled with the 100 percent 

allocation of the Grand Avenu~ Station to steam produ~tion has increased the cost of 

steam heat and has created operating losse~ for ~CPL's $t~ business. It is because 

of tiMilse coDiiUo~ tb&t ~CPl. ~ filed t~ iJMtimt can. 
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1. GlA 

2. GlC 

3. ClA 

4. ClC 

Retube the boilers at Grand Avenue Station, replace the 
distribution system, continue central steam distribution 
and maintain current customer level to the year 2000. 

~xae as GlA except 60 percent of customer sales are 
lost by the year 1990. 

Discontinue central steam distribution, install electric 
boilers on customer's premises by the year 1990 and maintain 
the current customer level to the year 2000. 

Same as CIA except 60 percent of the steam sales are 
lost by 1990. 

These estimates suggest that continuing current operations at Grand Avenue 

would be less expensive on an annual basis than on-site production assuming current 

sales levels. However, as sales decline, on-site production of steam is 

progressively less expensive annually than maintaining a central steam station and an 

underground steam distribution system. This is because the on-site production option 

avoids the risk of incurring the large fixed cost which would prevail under the 

district heating option where customers continue to leave the system. 

KCPL estimates the capital cost of converting to steam boilers at $23 

million assuming 100 percent steam customer participation. In addition, at least $3 

million of downtown electric distribution system construction would have to be 

advanced to the 1985 to 1990 period under the boiler option. In contrast, the 

capital expenditures estimated to rehabilitate Grand Avenue and the distribution 

system is $17.3 aillion assumin& 100 percent cust01111er participation. 

The Staff criticizes KCPL's cgnversion s~ ~auae (1) it rejects the 
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p~~39Ure cuct~r~. and repair the hilh pressure system at a total coot of $11.8 

~llion. Mr. Miller also estimated the cost of a short-term rehabilitation option at 

$2.~ ~llion. However. Mr. Miller conceded that the short-term estimates were 

understated. 

Based upon Miller's long-t~rm rehabilitation estimate, witness Dahlen 

calculated the 1987 cost of steam at $11.75 MLB, including Natio~al Starch and $14.50 

MLB without National Starch. The current cost of steam is approximately $10.50 per 

MLB. The Commission is persuaded by Company witness Levesque's arguments that these 

estimates are understated as they include no return of or on existing plant and 

understate natural gas prices. Adjusting for these two items, would add 

approximately $5.58 per MLB, increasing the 1987 cost of steam under tl1e long-term 

rehabilitation scenario to $17.26 per MLB. The Commission notes that these estimates 

assume the retention of the existing steam load. 

Excluding the consideration of capital costs required to convert from steam 

to another energy course, the current steam rate at $10.50 per MLB is very close to 

the current electric space heating rate of 3.7 cents per KWH. $10.50 per MLB is 

roughly equivalent to 3.5 cents per KWH. tTnder the Company's test boiler program, 

only one of four customers would have paid higher rates had they been charged the 

electric rather than the steam rates. The natural gas rate is lower than both the 

steam and electric rates. The record reflects that $4.80 per MCF is equivalent to 

$6,00 per MI..B. At the tilM of the bearina D'L Cas ~nice char&eti a c~rcial rate 

of $4.23 per MCF. 'nws, wbQn c~~r!lliM'l coats are e:~tcl~ed ~Mtural cas illl 
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Dahlen --- Levesque 

District Heating (Long-Term Rehab w/Nat'l Starch) $11.75 $19.18 

Dillltrict Heating (Long-Term Rehab w/o Nat'l Starch) $14.50 $21.78 

Individual Natural Gas Boilers (200 BHP) $10.56 $22.27 

Individual Electric Boilers (200 BHP) $26.69 $24.58 

These figures suggest that steam produced from the central system is the 

lowest cost of the three alternatives and that electric boiler production is the 

highest cost alternative. These estimates are consistent with KCPL's downtown steam 

conversion study which shows central steam production from Grand Avenue to be lower 

in cost than on-site electric boiler production of steam, considering both capital 

costs and annual operating costs and assuming retention of current customer load. 

It is important to note that under both Staff's rehabilitation plan and 

Company's rehabilitation scenario for central steam production, current customer load 

must be retained in order to keep central steam service competitive. As customer 

sales decline the cost of central steam increases and the cost of on-site production 

declines. This is because the capital costs associated with central steam 



stipulated to a revenue requirement of $3.2 million, a 66 percent increase based on 

the current condition of the system. It is only reasonable to assume that mora 

cuetomers will leave the system if faced with a 66 percent rate increase. The only 

way central steam service can be competitive and economically successful is if 

customer load increases. If the existing system requires a 66 percent increase, 

keeping the price at current levels would require an increase in steam sales. 

Estimates to rehabilitate the system range from $11 to $17 million. Such an 

investment would require even higher rate increases unless customer sales increased 

substantially. 

It is generally true that district heating has not expanded in cities 

beyond the core areas where there is adequate load density. Because of the high cost 

of the underground distribution system, adequate load density (steam sales per foot 

of main) is essential to support the cost of the system. This is the reason systems 

tend to serve only the downtown commercial and industrial areas of cities. 

In the Commission's opinion, it is unlikely that a regulated utility can 

turn central district steam operations into a profitable venture. Even the Staff 

concedes that KCPL can't succeed in the steam business. In fact, Staff admits that 

it does not know if a regulated utility can provide steam service on a profitable 

basis. 

A gov.,.rmaental entity or a cooperative. willing to offer the service on a 

nonprofit hasia aiaht be able to nccesafully operate the eteaa kaioees. An 

entrepreneurial eaterprise would ha.a to be villi-a to !B¥e&t lara- aauuats of 

capital to nha..,ilitate tu syatea. fresea rates. &ad 1--. a n«un a tu 
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3yat~a. ~ noted &hove, cu~tom~rs are continuing to leave the system and more than 

half of the cu~tomeTs who b~ve left the sy~tem since 1982 have done so because of 

ab~ndoned or razed buildinss. KCPL has no control over abandoned buildings. The 

Coma1ssion suspects that the future of steam service depends as much on the success 

of revitali:ation of the downtown area as on marketing campaigns. 

KCPL has kept the price of steam stable since 1982. The additiun of CPC in 

1983 added vitality and hope to the future of steam service. Unfortunately National 

Starch's load is not high enough to stabilize the system and its contract expires in 

1990. The record reflects that National Starch has indicated that $7 per MLB is too 

expensive for steam service. KCPL has been unable to attract other high load custom­

ers to its system as its inquiries revealed that customers located north of the river 

are not interested in connecting to the National Starch extension. 

Based on the foregoing considerations, the Commission determines that the 

central steam district service is no longer viable as a regulated utility service in 

downtown Kansas City and, therefore, KCPL should be relieved of its obligation to 

provide steam service as of December 31, 1990. 

E. Sale of the Svstem 

KCPL has chosen not to offer the system for sale based on the assertion 

that the system can't be salvaged. KCPL contends that a new operator ~~uld have to 

rn:f.se rates forcing 1!Wre customers off the system. FiW~~lly. KCPL l\U:'I'IMIS that if a 

new operator goes out of bus;;iness the rll'-iniq C\UIItOIIMn will ha"Ye to obtain <i!D 

alternate heatiq ~rce aDd it is unk~ if ~ld ha offered. 

Staff c~teooa that KOL ~14 1M)t ha to ~ :tu centrd 

~Steam lmaiMi!ia rit~t first tha ~t i~ ffrf tha Mla al tha ~tyatfill ta 
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di•t~ict beatina syatea in downtown St. Louis was recently sold and is experiencina 

successful opa~ations. This sale was approved by the Commission in Case No. 

HM-84-38. 26 Mo. P.S.C. (N.S.) 616 (1984). 

KCPL has received inqui~ies expressing interest in purchasing the system. 

Nevertheless KCPJ, is determined that it w1.11 not consider sale of the system despite 

the fact that its 1981 study recommended that the sale option be investigated. 

Although the Commission has determined that KCPL can't succeed in the steam 

business, it is unknown if another entity could make a success of it. As noted 

above, success requires a willingness to charge noncompensatory rates at the outset 

and the ability to commence an aggressive marketing campaign to increase sales 

volume. 

The Commission agrees with Staff that only the market will determine 

whether an entity exists with the expertise and interest required to make a success­

ful business of central steam operations. 

The Commission does not believe that steam service as a heating option for 

Kansas City customers should disappear without first exploring whether or not a 

reliable purchaser exists who is willing and able to operate the business on a 

successful basis. 

Based on the foregoina. the Commission determines that KCPL should make a 

good faith effort to sall the system. The Company should solicit its proposals for 

sale or traufer of the system and co~t negotiation& with reapect to purchasers 

and report to the Coadaa:hm a11 to Us procntaa. fte Comaiaaion cietendnes that KCPL 

should pre,an a ~at fu p~b 

propoaal costa.ta: (I) the ~r '• 
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KePt witness Beaudoin stated that the solicitation process would take about 

three aontbs. Therefore, it would not cause undue delay with respect to KCPL's plans 

to terminate service. The Commission recognizes KCPL's interest in terminating steam 

service. However, the crucial date for termination is December 31, 1990, the date 

for the expiration of the National Starch contract. On the other hand, the Commie-

sion does not believe protracted negotiations concerning the sale of the system would 

serve a.ny useful purpose. Such a delay would not be in the public interest as it 

would only add to the uncertainty concerning the future of steam service. 

III. Conversion to Heating Equipment 

Staff and KPL Gas Service contend that the KCPL plan to offer boilers or 

space heating equipment to customers at no charge is a violation of the Promotional 

Practices rule. 4 CSR 240-14.010(5)(G) defines Promotional Practices as follows: 

••• any consideration offered or granted by a public utility or 
its affiliate to any person for the purpose, express or implied, 
of inducing such person to select or use the service or 
additional service of such utility, or to select or install any 
appliance or equipment designed to use such utility service. 

"Appliance or Equipment" is defined as " ••• any device which consumes 

electric or gas energy and .. ny ancillary device required for its operation." 4 CSR 

240-14.010(5){B). 

As is pertinent to the i8sues in this case, 4 CSR 24Q-14.020(5) and (6) set 

forth the following prohibited promotional practices: 

(5) TIM provisicm of fru. or leu than cost or valve, wiriq, 
piptac. appliances or ••ui,..at to any ot._r pereoo te pro­
kiltited. pNYided tbilt a atil!t}. e~ in aa appliance •r­
eMMtsing ules pncram. Hall ~ 'M preelaft4 fna ~ttq 
le&itillste cl ..... tlll of appUances. c!Nrance selss, Mhi ulss of 
•••led • ntuaed appliaaae. 

(6) 'Ike ~ of hee. • l&M t~ ~ • .alae., taetalla­
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lCPL contends that its equipMnt offer is not a "pro1110Uonal practice" on 

tha JYound that the offer is not one of inducement, but rather an offer of compensa­

tion to lCPL's steam customers, whose steam service is being terminated. 

In the alternative, should the Commission find that the ordinary applica­

tion of the Promotional Practices n1le prohibits the equipment offer, lCPL requests 

an exemption from the rule, based on unusual circumstances. 

In the Commission's opinion there is no question that KCPL's equipment 

offer is for the purpose of inducing KCPL's steam customers to select electric ser­

vice upon termination of steam service. KCPL has stated that it desires to retain 

these customers as electric customers. In addition, KCPL's 1984 report addressing 

conversion of the district steam system acknowledges that electricity could not be 

competitive with natural gas (for customers who can be converted to natural gas) if 

the customer has to sustain the conversion costs. 

It is true that one of the goals of the plan is to provide assistance to 

steam customers for the purpose of converting to an altentate heating source. Never­

theless, the fact remains that the equipment offer induces the customer to convert to 

electric service. A true compensation plan would offer the cost of alternative 

heating equipment wbich would avoid the "inducement" problem. 

The Commission finds that KCPL's equipment offer is clearly a prohibited 

promotional practice under both 4 cs~ 240-14.020(5) and (6), as it constitutes the 

provision of free or less than cost e<tuipment alld the provision of free or less than 

cost installation &ad maintenaDce of ..-ipaeat. 

" 



The ~eco~ ~efleets that KCPL intends to request a depreciation authority 

o~er allowing it to depreciate the equipment by 1995. Accordinsly, KCPL may seek to 

recover the depreciation expense associated with the equipment in rates. In 

addition, it is unclear whether KCPL will later request ratemaking treatment for this 

equipment in future rate cases. Ratemaking treatment of the equipment provision to 

steam customers raises erose-subsidization issues. 

In order for KPL Gas Service to compete with KCPL for heating customers, it 

requests the opportunity to offer heating equipment to steam customers if the Commis­

sion approves KCPL's conversion plan. Titis approach puts KPL Gas Service in the 

position of providing "compensation" to KCPL's steam customers in order to acquire 

their business. If KPL Gas Service is allowed to offer free heating equipment to 

former KCPL steam loop customers, should not other new KPL Gas Service customers 

outside the downtown area also seek free heating equipment? This raises 

discrimination issues. In addition, KPL Gas Service would surely seek ratemaking 

treatment for its equipment offer, which also raises cross-subsidization issues. 

A variance to the Promotional Practices rule can be granted to a utility 

upon a" ••• proper showing by it that it is faced with and must meet unregulated 

competition ••• " 4 CSR 24o-14.010(2). No such showing has been made in the instant 

case. 

Based on the foregoing, the Commission fimls that I.CPL shall not offer 

heating equi..-nt to its steam custo.ers u~r its propoaed coaveraion plan. 

la aetiftion, with reapact to J:CPL'a te•t kUer pnaralllll, KCPL ~~hall offer 
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.b noted abovil • KCPL and Staff have stipulated to a $3.2 million revenue 

requir~nt (66 percent). Under ita proposed conversion plan. KCPL requests to phase 

in the revenue requirement over four years at approximately 13.5 percent with no 

deferrals or carrying charges. 

However, if the Commission approves KCPL's request to terminate service by 

1991, but does not authorize KCPL to furnish electric heating equipment, KCPL is 

willing to forgo any steam rate increase for the remaining lifetime of steam service 

as compensation to its steam customers. 

In the Commission's opinion freezing rates pending the termination of 

service is reasonable, so long as no service is terminated prior to December 31, 

1990. The Commission has already recognized that the crucial date for the termina­

tion of steam service is December 31, 1990, the expiration date of the National 

Starch contract. If there is no conversion program, there is no necessity to phase 

out the steam service as customers are converted to electric equipment. 

Under this approach, the steam customer will have received service based 

upon the rate established in 1982 and thus will receive a form of compensation for 

the inconvenience and expense of changing to another heating service. The customers 

will not be forced off the system by increased rates pending the sale of the system. 

Such preservation of the customer base could increase the poasibility of a sale. 

Finally, the steam custo.ers would be liven the a~svraace that steam service would be 

available at cvrre~t rates until sale of the svstem or ~til ~~nt. 

In siwrt. this appr~h would allt~¥ c~t-n t~ to Nek tbe !11108t adv~~m-
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~ that KCPL shall continue to offer steam servic~ at current rates until the system 

v. Summarz 

The Commbdon has found that KCPL shall be authorized to abandon central 

steam distribution service as of December 31, 1990. However, KCPL shall make a good 

faith effort to sell the system and shall not terminate service tQ any customer until 

abandonment. KCPL shall solicit proposals for sale or transfer of the system as soon 

as reasonably practicable and shall report to the Commission as to the outcome of its 

efforts on or before January 1, 1989. KCPL shall freeze rates at current levels 

until the system is sold or abandoned. 

Conclusions of Law 

The Missouri Public Service Commission has arrived at the following 

conclusions of law: 

KCPL is a public utility providing steam heat and electric service in the 

Kansas City area and as such is subject to the jurisdiction of this Commission 

pursuant to Chapters 386 and 393, RSMo 1986. 

In cases involving the abandonment of public utility service, the 
general rule is that a public utility has no right to discontinue 
or abandon its service or any part of its property devoted to 
public use or to impair its ability to perform its public duties 
except with the consent of the State; and the mere fact that the 
enterprise or particular service is unprofitable does not justify 
the utility in ceasins or refusins to perform its duties. 73! 
C.J.S. Section 9, page 146. 



det~nl.ine rt~a~~>onablcmtu;s • th~ question of the expenditures necessary to make improve­

unt~S and coat of operating lines wen "potent" factors. City of Kirkwood, at 120. 

Citv of Kirkwood involved the abandonment of a spur of a street railroad. 

The standard generally utilized by the Commission in abandonment cases is 

the converse of that applied in the grant of a certificate of public convenience and 

nec~ssity: the public convenience and necessity no longer requite the operation of 

the service in question. Re: St. Joseph Light & Power Company, 22 Mo. P.S.C. (N.S.) 

180, 182, (1978). The standard is met by applying a balancing test, weighing the 

losses incurred by the utility against any public need for the service. The 

essential factors to be considered are: (1) the cost of providing the service; (2) 

whether the service can be operated at a profit; (3) the customer demand for the 

service; (4) whether an alternative service is available. 

The Commission has found that the long-term provision of steam service 

would require substantial capital investment requiring increased rates. The Commis­

sion has also found that the provision of service absent any large rehabilitation 

effort would require a 66 percent rate increase. The Commission has found that 

customers continue to leave the system and given the inevitability of increased rates 

continued defections are to be expected. The Commission has found that an alterna­

tive service is available to steam customers. either in the fora of continued steam 

service if :he system is sold or conversi0n to electric or natural gas service. 

Based on the fore~oing considerations. the CCRmission concludes that the 

public COQvenience aDd nacessity no 

of central ste~ distribution ~rvice 

r~in tbet ~at. cOQtimM tha 
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KCPL's tar1ffa which are the subject matter of this proceeding were sus­

pended purauant to the authority veated in this Commiasion by Section 393.150, RSMo 

1978. and the burden of proof to show that the increased ratea are juat and reaaon­

able is upon KCPL. 

The Commission may consider all facts which in its judgment have any 

bearing upon the proper determination of the setting of fair and reasonable rates. 

The Commission has found that KCPL's rates shall remain at current levels until the 

system is abandoned or sold. 

It is, therefore, 

ORDERED: 1. That Kansas City Power & Light Company shall make a good faith 

effort to sell its central distribution steam system and shall prepare a request for 

proposals as set out in this Report and Order. 

ORDERED: 2. That Kansas City Power & Light Company shall report to the 

Commission on or before January 1, 1989, as to the results of its efforts to sell the 

system. 

ORDERED: 3. That Kansas City Power & Light Company shall be authorized to 

abandon central district steam service as of December 31, 1990. 

ORDERED: 4. That Kansas City Power & Light Company shall not terminate 

service to any steam customer until a transfer of the system or until December 31. 

1990, if the sale effort is not successful. 

ORDDED: 5. That Kanaas City Power & upt C~y's propoeal to convert 

its steam atstGilers to electric hesUq ~ipmset hs. llmli it is, hereby rejected. 

ODDD: 6. That l.u.sss City ~r' UaM ~Y shall offer atatomers 

vldeh hsq U. test beilen 1Htslled ea thsir ~ ths ~tea to ,.~ the 
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e e 
OlOIIID: 7. That the tariffs filed herein by Kansas City Power & Lisbt 

Company be, and they are, hereby disallowed and Kansas City Power & Lisht Company 

shall continue to provide ae:~ice at current rates pending sale or abandonment. 

ORDERED: 8. That late-filed Exhibit No. 58 is hereby received into 

evidence. 

ORDERED: 9. That this Report and Order shall become effective on the 

30th day of October, 1987. 

(S E A L) 

Steinmeier, Chm., Mueller, Hendren, 
and Fischer, CC., Concur. 
Musgrave, c., Dissents with separate 
opinion and certify compliance with 
the provisions of 
Section 536.080, RSMo 1986. 

Dated at Jefferson City, Missouri, 
this 7th day of October, 1987. 

BY THE COMMISSION 

ti~~~~ 
Secretary 



STAT! OF MISSOURI 

PUBLIC SERVICE COMMISSION 

Case Ro. B0-86-139 

In the matter of the inve1tigation of 
steam service rendered by Kansas City 
Power & Light Company. 

DISSENTING OPINION OF COMMISSIONER CHARLOTTE MUSGRAVE 

I respectfully dissent from the majority in this case concerning the 

applicability of the Commission's "Promotional Practices Rule" to KCPL's offer to 

place free boilers on the premises of steam loop customers. KCPL's equipment offer 

is not for the purpose of "inducing" customers to use KCPL's service or additional 

service. These customers are existing customers of KCPL and therefore are already 

using KCPL service. The equipment offer merely assists steam customers to convert to 

an electric heating source, and this compensates them for the inconvenience 

associated with steam service termination. These customers have been using steam 

service for many years. One of the advantages of steam service is that customers 

need not incur the capital costs associated with installing a heating plant on the 

premises. With the termination of steam service these customers would be without 

heating service, in effect stranded customers. Given tbe hi&h cost of conversion, it 

is not unreasonable to predict more abandoned buildin&s in the downtown area if 

customers must pay conversion coats • 

.uu-.~~~~ 

lath~-~~ .. 



In •Y opinion the Pro.otional Practices rule was not designed to prohibit 

custo.er assistance provided by a utility where public utility customers are suddenly 

left without utility service because the service in question is abandoned. 

Therefore. I would find the offer of heating equipment in the instant case does not 

come within the Promotional Practices rule. 

Because the abandonment of the steam system results in a unique situation, 

I believe that KCPL should be allowed to offer equipment at no cost to its steam 

customers if its efforts to sell the system are not successful. This program should 

be approved on the condition that KCPL does not seek to recover the cost of service 

of this equipment in any form (depreciation expense or rate base inclusion) in future 

rates. I also believe that KPL Gas Service should be allowed to offer natural gas 

fired boilers at no cost to existing st~am customers at stockholder expense so long 

as it does not seek to recover these costs in future rates and charges the 

appropriate natural gas rate for the service. The offer of equipment by either 

company should be permissible only if central steam distribution is abandoned 

altogetrer. 

Dated at Jeffers~ City. Mi$•~ri. 
on this 7th d~~ of Oct~r. 1917. 

Respectfully submitted. 
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