comendation in cm No. EN-50-6 and Case Mo, AA-9D-5;
Runm C.I.ty Power & Light Company and Trzgca-xanus City District
Energy Corporation

DATE: Dec z 8, 1989

Reviewed by: ks i
Director of Utirities/Date

These cases pertain to the sale of KCPL's downtown Xansas City, Hissouri,
central station steam heat distribution system to Trigen and Trigen’s

application for a certificate of public convenience and necessity to provide
esteam heat system.

A staff member from the Utility Division‘’s Accounting and Electric Departments
have submitted memoranda to the Director’s 0ffice concerning their review of and
recommendations on these cases. These memoranda are attached hereto and
identified as Attachments #1 and #2, respectively.

Based upon these memoranda, Staff’'s recommendaticon in this case concerning the
sale of the steam system is that the Commission accept one of the following
options as the resolution for these cases. With either option chosen, approval
should be contingent upon Trigem receiving the neceasary environmental permits
for burning cecal.

1) The Commission authorize the ssle of ECPL'® stesm system and grant
Trigen's application for a cextificate of public couvenience and
necestity uwtilizing RCPL's existing cvates and redection of Teigen's
request regarding the contracts.

2) The Commissicn authorise the sale of ECPL's nm s¥sten ant grenmt
Trigea a conditiceal certificates of geblic comvenisnce and necessity
utilizing Trigen’s proposed rates, setting a date for hearings on the ;
regeested trestsent of tm contrects, and indiceting the rates ang ‘
rules and regulations are im&u w&&% $talf authovized to conduct 2
seview of the veasomshleoass ©f the Tates and Tules and regulstions at
the end of 18 monthe.
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Mark Oligsc nfgfcr‘“

RE: Accounting Department Recommendation in Case Nos. HN,—%-MHA-%;S -
Kansas City Power and Light/Trigen-Kansas City District Energy
Corporation

DATE: December 8, 1989

This memorandum will address two aspects of Kansas City Power & Light's
(KCPL) proposed sale of its downtown Kansas City steam heating system to
Trigen-Kansas City District Energy Corperation (Trigen)}: (i) the proposed
level of rates to be charged by Trigen if the sale of the steam heating system
is approved; (2) the proposed transfer of certain "banked" pollution control
credits associated with Grand Avenue Station from KCPL to Trigen.

FROPQSED RATES

Trigen has proposed tc increase the level of steam heating rates
currently in effect for KCPL concurrent with acquisition of the system.
Trigen estimates its new rates would generate an additicnal $569,880 over the
level generated by the current KCPL tariffs, a 7.5% increase. (This increase
would be partially offset by the revenue impact of the decrease of Kansas
City's gross receipt tax from 10X to 4X, effective January 1, 1990.) On a
unit basis, Trigen's rates would generate $12.69 per Mld, compared to $11.92
per Mlb under the current KCPL rates.

It has been the policy in the past not to allow increased rates 1o go
into effect asscciated with utility acquisitioms, primarily because no actual
cost dats exists o base new rates for the purchasing entity. Purchasing
entities have assumed the existing level of rates authorized by the Commission
at the time of purchase. In this case, X*wim s W@S rates are based on
their estimates of future re = L opporienitly exists {or
Staff to examime the ressonablemess of &&@ ass rates in light of aciual
operating esperience of the downtowm stesm systes by Triges. KCLPL's current
rates wvere set in 1982, sad the reverwe regeir calculstion sponsored by
Staff in Case So. HO-86-119 showed these rates to be deficient 2t that lime
(19287} e er the costs and rvelurs sssociated with RCPL's stesm heating
ver. the @mx@sm in bt ceve made a pelicy ﬁ@mmm to not
§ e 88 %9 i&% ﬁgﬂ@@ §
3% %@W§§ e b
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ig jess cost o
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. If the Commission finds that Trigen's proposed level of rates are
reasonable and should be put in effect upcn acquisition of the system, the
Accounting department would recommend that a rate investigation of Trigen be
ordered on a flexible schedule once sufficient operating data was available
(12-24 months), so that the reasonableness of Trigen's rates at that time
could be subject to audit and examination.

BANKED POLLUTION CREDITS

As part of its agreement to sell the downtown steam heating system, KCPL
has agreed to transfer certain "banked” pollution credits asscciated with the
Grand Avenue generating station tc Trigen. These credits came about when KCPL
switched from coal to gas as the primary fuel at the Grand Avenue station
after retirement of the stations electrical generation facilities in 1984,
These "banked” credits have a potential future value to KCPL, as the Company
might be able to use these credits to meet future emissicns limits that might
be applicable to existing or future genmerating umits. Trigen has indicated to
Staff that purchase of KCPL's steam system 1is not economically feasible
without transfer of these credits. KCPL has asked the Commission tc find that
trangfer of the credits in reasonable and specifically approve such transfer
if Trigen's purchase of the steam system is authorimed.

Staff's investigation of KCPL's pollution comtrol credits has indicated
that these credits have a highly uscertain future value to KCPL, primarily
dependant upon future emissions limits that may or may not be enacted by
governmental agencies. These credits do not have an ascerizinable value st
this time, as mo sarke: exists for them. In light of these facts, the
Accounting Departmant recommends that the Commission (ind that transfer of the
"banked” pollutien comtrol credits associasted with Gramd Aw generating
station is reasomable and should be app d, if the Commission {inds that
Trigen's proposed acguisition of KCPL's dowtowm Kansas City steam heating
system is in the peblic intevast.
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MEMORANDUM

To: Dale Johansen
From: Michael W. Straub J27°S
Subject: Application of Kansas City Power & Light Co. to sell steam

system. Case No. HM-90-4

Application of Trigen-Kansas City District Energy Corporation for
a certificate of public convenience and necessity. Case No. HA-90-5

Date: December 8, 1989

On Septenber 8, 1989, Trigen-Kansas City District Energy Corporation
(Trigen) filed with this Conmission an application for permission, approval, and a
certificate of public convenience and necessity authorizing it to acguire, own,
cperate, control, manage and maintain a steam heat distrilution system to provide
steam heat service, and for approval of its rates and rules and regulations applying
to steam heat service. Kansas City Power & Light Company (KCPL) filed an
application for authority to sell its downtown Kansas City, Missouri, central
station steam heat distrihution system, and for the rewocation of its certificate of
public convenience and necessity to provide steam heat sexvice.

The Trigen application contained their proposed tariffs and a five
year contract with KCPL that would recuire Trigen to maintain and provide on call uwp
to 750 Mlb of steam per har to be used in existing steam turbines at Grand Avenue
for the purpose of generating electricity during RCPL’s peaks. This contract
contains automatic fuel, CPI, and chemical adjustment clauses. Trigen is also
proposing that the Commission not regulate rates for any customer who is willing to
sign a long term sexvice contract (3 years or longer}. They contend these contracts
are made in a free market enwiroment subiject to competition and should not be
overturned by future Camissions. These contracts may contain fuel, CPI, and
chemical adjustment clauses, anxd, or any other adjustment clause Trigen or the
customer deems necessary. The Natiomal Starch comtract is scheduled to expire next
year. Trigen has been negotiating with Natiomal Starch for a new contract. This
m have all the sutomatic adjustment clammes listed above, and possibly

is the type of conmtract Tricgen proposes not be regulated.
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(4%) effoctiva Jmnry 1, 1990 This will Im tbtetfect of the increase
generated by these tariffs to the steam customers.

Trigen hopes to sell steam at rates lower than the current Kansas
City Power & Light steam rates by implementing the following:

1. BAggressively marketing steam to industrial users who have

processing loads, and to promote steam for use to produce ard sell

chilled water. This would improve the load factor and increase the

demand making coal a better choice for boiler fuel.

2. Upgrade maintenance to the Grand Aveme Station so coal

can be hrmed reliably whenever the total system output is above 75

Mlb per hour.

3. Propose a rate structure that would send an accurate signal to

the custamers about the costs of steam production.

As of this date Trigen does not have the necessary envirommental
permits necessary for burning coal at the Grand Avenue Station, therefore, approval
of the Sale should be contingent upon Trigen getting these approvals.

The objection I have to Trigen’s a;plimtim is their request for

adjustment clauses. ﬁmfm,lmﬂml&m&lemmﬁate,
ut rejection of the request regarding contracts. If Trigen is willing to accept
this conditional Certificate but woild like an opportimity to have the Commission
hear the issue of contracts axi autometic adiustment clauses, then I recommend the
Sale and Cexrtificate be granted, then schedule a hearing for a later date on the two
issves. If the Cormission gramts the Sale and Certificate then I recommend the
Wmim both rates and rules and regulations, be effective on interim
basis for 18 months. This will give the Staff and Trigen an opportunity to evaluate
Mmm“immmmmmﬁmmﬁtmwmmy&
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