v ; e
it te acquirc, own, operate, control, Case No. HA~-90-5
manage, and maintain a zteam heat
distribution system to provide steanm
heat service, and for approval of
its rates and rules and regulations
applying to steam heat service

(the "Application®).

MEMORANDUM IN SUPPORT OF THE APPLICATION

COMES NOW the applicant, Trigen-Kansas City District Energy
Corporation, a Delaware corporation ("Trigen"), and submits this
Memorandum which identifies certain issues pertinent to Trigen's
Application. Resolution of these issues in a manner satisfactory
to Trigen is a prerequisite to Trigen's acquisition and operation
of the Kansas City steam distribution system (the ¥"System®).

The System is presently owned by Kansas City Power & Light
Company ("KCPL"). The System is operatiocnal and provides steanm
service to over one hundred (100) users within KCPL's present
service area. The System has, however, been losing both money and
customers for several years. Steam sales have dropped from
approximately 1.3 million M pounds per yvear in 1973 to .4 million
M pounds in 1988. In 1986, the Public Service Commission (the
*Commission™) reviewed RCPL's regquest for a rate increase for stear
service and agreed that a substantial

deficiency existed
based on a traditionsl

reguirement basis for an ongoing
business.




k Tr gen has aqrdcd to ‘kpukrchau:‘c‘thaf System fr KCPL p‘tk:‘ uantftio;'
terms of the Central sStation Steam Distribution System

Agreement, a copy of which has been submitted to the miscion; '
Trigen believes that its financial strength and mana‘gement“
expertise in the steam industry, together with the Commission
making the regulatory findings requested herein, will permit the
System to remain viable and continue to service customers in the
Kansas City metropolitan area. Without the regqulatory findings
requested herein, Trigen does not believe the System can be
operated profitably and would be reluctant to proceed with its
acquisition of the System from KCPL.
The purposes of this Memorandum are to:

(1) Provide a brief overview of applicable Missouri law
governing permissible rates for utilities subject to the
Commission's jurisdiction;

(2) oOutline Trigen's propesed rate structure for the
System and the supporting authority under Missouri law for

such rates;

{(3) Reqguest a finding by the Commission that Trigen may
enter into service contracts with customers located ocutside
Trigen's proposed service area which will not be subject to
review or approval by the Commission:

{(4) Request a finding by the Commission that Trigen may
enter into long-term steam service contracts of three (3)

years duration or longer with iccated,

willi not be subject to review or




T merger or acquisition of ‘control of a utility under ‘the
Commission's jurisdiction.
I.

Chapter 393 of the Missouri Revised Statutes (hereinafter "Mo.

Rev. stat.") electric, water,

governs the regulation of gas,
heating and sewer corporations. Under present Missouri 1law,
Trigen's operation of the System will bring it within the
definition of a "“heating company" contained in Mo. Rev. Stat.
§ 386.020(17). Thus, the provisions of cChapter 393 governing
pernissible rates will be applicable to Trigen's operation of the

System. All charges made or demanded by a heating company for any

service provided by the heating company to its customer must be
"just and reasonable and not more than allowed by law or by order
or decision of the commission.® Mo. Rev. Stat. § 393.130(1). All

"unjust or unreasonable charges™ for heating services or charges

in excess of those allowed by law or by order or decision of the
commission are expressly prohibited. JId. Further, rates charged
by a heating company for services provided to its customers may not
be unduly or unreasonably preferential or prejudicial. ¥o. Rev.

Stat. § 393.130(2) and (3).
The Commission has authority to fix a saximum rate for utility
gservices to be furnished ¢to ¥Mo. Rev, Stat.

fon is the paxizes

§ 393.270{2). The price fiwed by the Commis




print and kcap open far public inspantion schadules showing a
rates and charges to customers. Mo. Rev. Stat. § 393.140(11). The
Missouri Supreme Court has stated that the principle underlying
these statutory provisions is that the rates charged by a utility
to its customers should be "definite and published in order to
insure stability and notice of rates to consumers and in order that
consumers understand their rates and thus have the knowledge

necessary to determine if complaint is warranted. . . ." State ex

rel. Utility Consumers Council of Missouri. Inc., et al. v. Public
Service Commission of Missouri, et al., 585 S.W.2d 41, 49 (Mo.

1979). (This case is hereinafter referred to as the "UCCM® case).

Mo. Rev, Stat. § 393.130(4) permits an exception to the
requirement that there be a "maximum rate® for utility service to
customers which is both "definite and published." Mo. Rev. Stat.
§ 393.130(4) reads as follows:

Nothing in this section shall be taken to prohibit a gas
corporation, electric corporation, water corporation or
sewer corporaticn from establishing a sliding scale for
a fixed period for the automatic adjustment of charges
for gas, electricity, water, sewer or any service
rendered or to be rendered and the dividends tc be paid
stockholders of such gas corporation, electric
corporation, water corporation or sever

corporation. . . .
Mo. Rev. Stat. § 393.130(4) is made applicable to steam companies

by Mo. Rev. Stat. § 393.290.




vmdar applicable Hissouri law, the‘ Missouri Suprm c«:urt ‘ent to

graat J.anqths to define such term in the m cagse. In particular,;
the Suprnme Court c:.ted with approval the case of k A blanind
Co. v. Empire District Electric Co., 235 S.W. 508 (Mo. App. 1921),

which defined a sliding scale as "tying automatic adjustment of

charges to dividends to be paid stockholders.® UCCM at 54. The

Court of Appeals in the Bertha Mining case cites with approval

language from Ponds on Public Utilities, § 463 defining a sliding
scale as one "whereby the income which the municipal public utility
is permitted to earn is increased as the rate charged for the
service rendered is decreased." Bertha Mining at 510. The Court
of Appeals in the muim case and the Supreme Court in the

UCCM case both quoted with approval the following language from In

Electric Light Commissions, 1919A P.U.R. 699:

The essential characteristic of this method of regulating
the price of gas is by a prearranged automatic and
interdependent adjustment of the price to consumers and
the rate of dividends to stockholders, whereby for every
decrease or increase in the price the stockholders are
permitted an increase or suffer a decrease in the rate
of dividend.

UCCM at 55. The basic premise underlying a sliding scale is that
the income which a utility earns is permitted to increase as the
rate charged for the service rendered to customers is decreased.
For example, a tariff which permits the utility to earn additional

income as it reduces its charges to customers would fall within the

definition of a permissible sliding scale.



Missouri Supremh Court auf:horized KCPL to include in its rate

schedule a tax adjustment clause which permitted KCPL to state
separately on each customer's bill a charge egual te any part of

a license, occupation, or similar fee or tax applicable to service

by a utility to that customer and imposed by local taxing
authorities on the basis of gross receipts. Subsequently, in the
UccM case, the Missouri Supreme Court limited the use of fuel
adjustment clauses ("FAC's"™) in Missouri when it held that the
Commission lacks statutory authority to approve the use of such
clauses in the case of utility sérvices provided to residential
customers. UCCM at 51-58. The Court expressly noted that although
FAC's had traditionally been permitted as a part of industrial and

commercial rate schedules, that issue was not before the Court in

the subject case. UCCM at 44.
XI.

Trigen proposes to establish through its tariff a maximum rate
| for steam service to customers located within its proposed service
area. This maximum rate is based on two (2) assumptions. FPirst,
that the fuel mix utilized by Trigen to generate steam will be 70%
coal and 30% natural gas and oil. Second, that Trigen's projected

{lEV;. The rates charged by
located within Trigen's proposed




inax*nuinq its ‘rm::lo of coal to natural gas. and oil se
"rrigen's fuel source or through achiaving cost savings' in buyinq
fuel, thereby reducing Trigen's average fuel cost below $1.85/mmBtu
(LHV) , customers located within Trigen's proposed service area will
receive a refund which will be credited against future bills.
Under Trigen's rate proposal, 70% to 80% of the fuel cost savings
achieved will be passed on to customers and 20% to 30% of such
savings will be retained by Trigen, thus giving Trigen incentive
to minimize its fuel costs and utilize the most economical sources
of fuel.

More particularly, under Trigen's tariff, customers will be
assessed a fixed monthly charge (the "Base Charge") which will be
based on each customer‘'s annual average steam consumption for
calendar years 1986, 1987 and 1988 (or estimates where necessary)
and a fuel rate of $3.89 per one thousand pounds of steam consumed.
On September 1 of each year, Trigen will forecast the mix of coal,
gas and oil it anticipates utilizing to generate steam in the
ensuing twelve (12) month period and will adjust the Base Charge
accordingly. Thereafter, each month Trigen will compare its
weighted average cost of fuel with the projected cost, and, in the
following month, will credit each customer's bill in an amount
equal to the fuel cost savings per =sBTu multiplied by a factor
calculated to returnm 70% to #0% of the fuel cost savings to

customers.




r ,evtnt the actual use of coal as opscd t:o natural qas and

‘diffars by more than 5% from the forecasted ratio, 'rrigen willk

recalculate the prior twelve (12) months' invoices in light of the

actual fuel mix and issue a credit or surcharge to each customer,

payable over the ensuing three (3) months; provided, however, that

in the event of a surcharge, the surcharge amount will not cause

the total charge to exceed the maximum approved rate.

that:

Trigen believes these rates are statutorily authorized in

(1) Maximum rates will be on file with the Commission
and open to inspection by customers in accordance with Mo.
Rev. Stat. §§ 393.140(11) and 393.270(2) and (3); and

(2) The component of Trigen's proposed tariff which
provides that fuel cost savings will be shared by Trigen and
its customers constitutes a sliding scale which is statutorily
authorized under Mo. Rev. Stat. § 393.140(4). As fuel savings
are achieved, 70% to 80% of such savings will be passed
through to customers and 20% to 30% of such savings will be
retained by Trigen. Utility rates for customers located
within the service area will decrease and Trigen’s income will

mdingly increase. Thus, Trigen’s rate proposal
clearly falls within the definition of a sliding scale as




through to cnstomrs located in its service area. ;

As additional support for Trigen's :praposed rates, the
Commission has previously endorsed the use of rates based on
"forecasted fuel prices" and "“forecasted fuel prices, with
refundability protection.™ In re Missouri Power & Light Company,
24 Mo. P.S.C. (N.S.) 257 (March 13, 1981) and In re Kansas City
Power & Light Company, 43 Pub. Util. Rep. (PUR) 559 (July 17,

1981). In allowing rates based on forecasted fuel prices, the

Commission in the Missouri Power & Light Company decision noted
that:

Since fuel costs represent such a large portion of the
Company's expenses and earnings, any substantial increase
in fuel costs will cause a more substantial erosion of
its earnings than would be the case of a company with a
large generation capacity and the corresponding extensive
rate base.

at 267. Trigen's proposed rates
include a maximum rate based on projected fuel costs with a

refundability component. Further, Trigen's fuel costs will
constitute a substantial percentage of its operating expenses,
thereby impacting heavily on Trigen's earnings. Based on the
Commission's rationale in deciding the |




gener#l public;

(b) The Commission will not be abdicating its rate‘-ﬁ
making function in that it has approved a specified naxinun
rate pursuﬁnt to Mo. Rev. Stat. §§ 393.270(2) and (3‘:) which
will be on file with the Commission and available for public
inspection in accordance with Mo. Rev. Stat. § 393.140(11);

(c) Trigen's rates include only a refundability
provision for fuel cost savings and not an escalation clause;

(d) Trigen's rates would be definite and published with
the Commission in order to ensure stability and notice of
rates to customers;

(e) The sophisticated and experienced nature of Trigen's
customers will eliminate the possibility that customers will
be misled or confused by Trigen's proposed steam rates;

(£) Trigen will retain an incentive to minimize fuel
costs and select economically efficient fuel socurces in that
cost savings will be shared by Trigen and its customers.
Thus, the cbjections freguently raised with respect to fuel

adjustment clauses are not applicable to the rates proposed by

Trigen. By utilizing these rates, Trigen believes that it can

raintain and expand its customer base within its




lthouqh '.!.‘ri;gen has not alected, at th 'nf’tim, to include an
in its pr 1 ratea, Trigen believes that based on tht
Court's rationalc in the m case, ‘an FAC is authbrizad und’er

‘niumuri law given the facts and circumstances at issue regarding
Trigen and the System. Trigen bases its position on the following
factors which distinguish Trigen and the System from the facts
confronted by the Court in the UCCM case:

(1) As previously noted, Trigen's customers are limited
to commercial and industrial users. In the UCCM case, the
Court acknowledged that FAC's have been used in regard to
industrial and large commercial users for in excess of sixty
(60) years. UCCM at 54. The Court furth~2r stated on numerous
occasions that the issue of the application of FAC's to
commercial and industrial users was not before the Court. The
commercial and industrial customers who will be served by
Trigen will be more knowledgeable, sophisticated and
experienced with respect to utility rates than residential
customers. Therefore, the Commission's involvement is not
necessary in order to assure that customers are aware if rate
complaints are warranted.

(2) A properly formulated FAC would provide Trigen with
a continuing incentive to minimize fuel costs by allowing cost
savings to be shared by Trigen and its customers. For example,
an FAC could be structured in a manne

similar to the sliding

i by Trigen,
in fuel prices would be shared by Trigen and its

scale discount present]

ii




fuel costs and utilize the most ec nom cally efficient fuel

sources. | | ‘
Attached hereto as Exhibit A and incorporated herein by
reference are the most recent tariff rates for steam filed by KCPL

and approved by the Commission. It is Trigen's understanding that

these rates were approved by the Commission in June of 1982, more
than two (2) years after the UCCM case was decided by the Missouri
Supreme Court. These tariff rates include both a fuel adjustment
clause and a tax adjustment clause. In addition, the Commission
has previously approved a private contract between KCPL and
National Starch and Chemical Corporation (which has traditionally
been the largest user of steam distributed through the System and
which is located outside KCPL's current service area and Trigen's
proposed service area) which includes a variety of adjustment
clauses based on increases or decreases in KCPL's operating
expenses. Trigen believes that these facts provide the Commission
with additional precedent for finding that Trigen's proposed rates
for steam service to customers located within its service area are

authorized under Missouri law.

IIX. CONTRACTS FOR STEAN SERVICE BETWEEN TRIGEN AND CUSTONMERS
mmmmmm&mmmn

The Missouri Supreme Court has recognized that the dual
purpeose of the Commission is to protect the consumer against the
natural wmonopoly of a public utility. as provider of a public
necessity, while at the same time permitting recovery by the
utility of 2 just and reason

ble rate of return. [£0¥ at 47. The




utilities within its jur‘iad’:‘lcfion. ;:g_,_ t 48. The cammission

lacks jurisdiction over a ‘é.orpbration to the extent that it is not -

operating as a public utility. gCity of St. Louis v. Mississippi
River Fuel Corporation, 97 F.2d 726, 729 (8th Cir. 1938). - k
Both the Missouri Supreme Court and federal courts applying
Missouri law have ruled that the principal factor to be considered
in determining whether a corporation is a public utility is whether
the corporation is providing services "for public use." City of
St. Louis at 729 and State ex rel. Lohman & Farmers' Mutual
Telephone Co. v. Brown, et al., 19 S.W.2d 1048, 1049 (Mo. 1929).
In the City of St. Louis case, the court stated that the provision
of services for public use is the "distinctive badge of a public
utility, and the characteristic by which it is determined whether
a particular business is or is not a public utility. The statutes
of Missouri create a Public Service Commission with certain defined
powers over public utilities including common carriers, pipe line
corporations, gas corporations, electrical corporations, and

others.® (City of St. Louis at 729.
in

Commission, 205 S.W. 36 (Mo. 1918), the Missourli Supreme Court was
asked to determine whether an electric company was a public utility
and, therefore, subject to the Commission’s jurisdiction. The
court held that whether or not the corporation was a public utility
depended upon whether or not it furnished electricity "for public

Court analyzed whether the corporation was providing electricity

i3




a public utility, COurt noted -ha! it ) fering
lelectricity indiscriminately to the public, thek ~'corpof§a'£i6n had
id.
the Supreme Court similarly

chosen to enter into special contracts upon their own terms.

In the city of st. Louig case,

concluded that the term Yfor public use" meant "the sale of gas to

the public generally and indiscriminately, and not to particular
persons under special contracts." city of St. Louis at 730.

The Missouri Supreme Court has alsoc held that a corporation
may be a public utility subject to the Commission's supervision and
regulation regarding certain aspects of its operations, while other
aspects constitute a private business not subject to the
Commission's regqulations. Lohman at 1049.

In applying this Missouri precedent to Trigen's proposed
operations, it is clear that:

(1) Within Trigen's proposed service area where it will
be coffering steam indiscriminately to the general public at
tariff rates, Trigen will be acting as a public utility
subject to regulation by the Commission; and

{2} In instances where Trigen is offering steam to
custonmers located outside its proposed service area pursuant
to special contracts, Trigen will not be offering steam
indiscriminately to the general public at regular rates, will
not be acting as a public uwtility as that term is defined
under applicable Misscur

i law, 20d, therefore, will not be




subject to supervision or regulation by the Commission.

Based on this analysis, Trigen should be permitted to enter
into contracts to provide steam service to customers outside its
proposed service area without the necessity of review or approval
of these contracts by the Commission. Since these contracts are
not subject to Commission review and approval, their terms
(including rates) will be dictated solely by arm's length
negotiations between Trigen and the commercial or industrial
customer. To the extent Trigen and such a customer agree to rates
which include an FAC or similar clause which adjusts rates on the
bases of increases or decreases in operating costs, these rates
should be valid, enforceable and exempt from review by the
Commission.

IV. LONG-TERM CONTRACTS FOR S8TEAM S8ERVICE WITH CUSTOMERS,
WHEREVER LOCATED, SHOULD ROT BE SUBJECT TO REVIEW OR

APPROVAL BY THE COMMISSION

Trigen believes that certain customers located within its

proposed service area will want to enter into long-term steanm
service contracts which assure said customers that their long-ternm
needs for steam will be satisfied at a fixed or predetermined rate.
Trigen further believes that said customers will insist that the
terms of these contracts not be available for public inspection in
order to prevent disclosure of operating costs, production
procedures and cother proprietary information to competitors. The
terms o©f these contracts would be subject to arms length
negotiations between Trigen and the customer. In the event Trigen
is unable to provide steam service to these customers on a long-
tern, confidential basis, Trigen believes

custoesers will

is




finding f‘rom the Commission that contracts of three (3) years
duration or greater to provide steam service to customers located
within its proposed service area be excepted from the Commission's
review and approval. Trigen believes that such a finding by the
Commission would be of great assistance in marketing the System to
large, high volume steam users with year-round needs, thereby
permitting Trigen to increase system load and burn more coal and
less natural gas and oil which, in turn, reduces the per unit cost
of steam to all customers located in the service area.

As noted in Section III of this Memorandum, the Commission's
Jurisdiction extends only to those entities providing utility
saervice "for public use.® ity of St. louis at 729 and Lohman at
1049. In determining whether utility services are being provided
for public use, the Nissouri
the gervices in guestion are being provided ®"to the

Court has looked to whether

gensral® and whether the corporation was willing to "sell to the
public indiscriminately at regular rates."
wWith

sarvice

m@s %m% § £




wit:hin the proposed service area. Thus, the sale of steam to

customers pu;éuant to long-term contracts does not constitute the
ptoviding of a utility service "for public use" and Trigen should
not, therefore, be considered to be a public utility in providing
such contractual services. This argument is consistent with the
Missouri Supreme Court's decision in the Lohman case where the
Court held that a corporation may be a public utility with respect
to certain aspects of its operations, while other aspects
constitute a private business not subject to the Commission's
jurisdiction. Lohman at 1049.

Further, the Commission would not be abdicating its
responsibility to protect consumers against the natural monopoly
of a true public utility because, as previously noted: (1) the
market reqgulates the steam industry through the availability of
numerous, unregulated fuel sources (j.e., unregulated fuel oil and
the unregulated cost of installing and operating a boiler); and (2)
the subject customers will likely be knowledgeable and experienced
in negotiating utility rates thereby making Commission regulation
unnecessary.

Trigen believes that the authority cited above

Commission's finding that long-tarm contract:

duration or grea




adoptedi!regulatioh.

Triqen believes that a proposed rate modification is necessary
to assure the continued viability of the Systenm. KCPL has
historically operated the System at rates which are not adequate
to cover the expenses of operating the System and provide a
reasonable rate of return to KCPL. In fact, the Commission
acknowledged the inadequacy of KCPL's rates when, in 1986, the
Commission agreed that a substantial revenue deficiency existed
with respect to the System based on a traditional revenue
requirement basis for an ongoing business. Based on Trigen's
experience in the steam distribution business, Trigen believes that
its proposed rates will not result in a significant loss of
customers to the System and will, in the long term, return the
System to an independently viable cperation. The Commission should
alsc note that RCPL has not received a rate increase for steam
distribution services since 1982.

in the iaterests of remains

operaticnal and aveolding who




Although T:*i«jen acknowledges that its operation of the System
will constitute it a "heating company®™ as that term is defined in

Mo. Rev. Stat. § 393.020(17) and that Trigen will, therefore,

constitute a public utility subject to supervision by the

Commission within its service area, Trigen believes that the
factors which led to steam companies being classified as public
utilities no longer exist. This argument is based in part on the
fact that the monopolistic aspects of other utilities (i.e..
electrical, gas and telecommunications companies) do not exist
within the steam heating industry and, therefore, that the
Commission's supervision is not necessary. Customers of the Systenm
will have numerous alternative energy sources available to then,
and will be free to shift from one energy source to another based
on their individual needs and economic conditions. Because of
these competitive pressures, state regulation of the steam heating
industry is not necessary in order to assure fair treatment of
customers. Bacause of the lack of any compelling need for
regulation of the steam heating systes, the

appropriately exercise its considerable discretion in reviewing and
acting pesitively upon the Application and requests

& raised in this Memors

e X 1&@ %@igi%;?w &8
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of the ksys’:‘tem would result in nndu?e\ hardship’ to kinr excess of one .

“hundred (100) present customers of the System. Trigen is willing
~ to purchase the System at substantial cost and to place its

'managenent expertise and experience behind the promotion and

develcpment of the Systenm. However, Trigen's willingness to

proceed with the transaction is predicated upon: (1) approval of

Trigen's proposed rates; (2) the willingness of the Commission to
permit Trigen to enter into special contracts with customers
located outside its proposed service area which will not be subject
to Commission review or approval; and (3) the willingness of the
Commission to permit Trigen to enter into long-term steam n.rvics
contracts with customers, wherever located, which will not be
subject to Commission review or approval. By approving Trigen's
requests contained in this
Commission is satisfying its dual
consumers while at the same time
of the System upon terms
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George Rider i (35848)
MORRISON, HECKER, CURTIS, KUDER & PARRISH
1700 Bryant Building (816) 842-5910
11v2 Grand Avenue

Kansas City, Missouri 64106 -

Attorneys for Trigen-Kansas City District
Energy Corporation




This memorandum asks the Commission to approve the sale of the KCP&L staam system and Grand Avenue
power plant to Trigen Energy Corporation’s wholly-owned subsidiary, Trigen-Kansas City District Energy
Corporation, (Trigen) at the agreed price of $6,000,000 and per the terms of the submitted contracts covering 1)
sale of the system, 2) operating agreement, and 3) steam sales to KCP&L. It is further requested that the
Commission approve the proposed “sliding scale” rates, that the Commission walve jurisdiction over negotiated
contracts of three years or longer, and that the Commission agree to issue a Certificate of Convenlence and
Necsssity 1o Trigen for the operation of the Kansas Clty steam system.

This memorandum axpiains the proposed contracts and steam rates which are attached and discusses

Trigen's approach, cur plan io make the system financially healthy and our plans for system expansion and fuel
switch. It aiso provides background on Trigen and its parent shareholders.

1. Who Is Trigen Energy Corporation?

Tr!genEmrgyc«pamﬂ' is headquartered in White Plains, New York, and specializes in the
davelopment, ownership, and oﬁl@dwmmm&makmﬁ@nmm

systems
Canada. In addition, Trigen operates & system for Nassau County, New York, and will commence construction
this fall on a 50 megawayt cogenaration plant and expansion of the Nassau heating and chilling plant.

Trmmmm corporation sharehoiders who also specisiize in district energy. Colreth, a majority
owned mmmwwaﬂmmﬁ?mmmmma
distribution ﬁhmm s mmmamm
(GPG&&} Is aiso pertly ownat by mmmmmxmmmmgm France
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Trigen Request io purchase KCP&L Steam System Page 2

2A Upgrade maintenance tothe Grand Avenue Station 20 the station can bum coal reliably whenever
the total aystem steam sendout is above 75 thousand pounds ("Mib") per hour, thus replacing 70 to
100% of the natural gas (the most recently used fuel) with coal. (Note that the Grand Avenue plant
steain per hour, and a singie bolier cannot opersaie
but must switch to gas and operate in an less efficient mode.
988 loads there were about 4000 hours when the steam sendout was less than the required 75

rigen
improvement in the load factor, and a consequent incraase In the number of hours with over 75
Mibs per hour sendout, i.e. hours with enough load 1o allow coal to be bumed instead of gas.

2C. Aggressively market steam under long term contracts to industrial users who have processloads.
These sales will help to pay for the fixed costs of the system and will increase the number of hours
which require at ieast 75 Mib sendout.

2.D. Longer term, use steam to produce and sell chiiied water, so as to utilize the boller and system
capacity during the summer.

Given that Trigen is prepared to make these commitments and will, for purposes of steam service,
and maintain the Grand Avenue Station as a reliable generator of medium pressure {650 psig) steam, KCP&L has
agreed to sign a five year contract with Trigen to maintain and provide on call up to 750 Mib of steam per hour tc
be used in existing steam turbines at Grand Avenue to generats electricRy during KCPS&L electrical system peaks.
This five year contract is, in essence, a speciaiized industrial or process sale and aliows Trigen time to sefl and
connect other users and return the system to heaith withowt making excessive subsidies of operating costs during
the first years of operation.

Trigen's pian recognizes that most of the system’s operating costs, other than fuel, and almost all of the
dehmmwmmmmeWWhmdMMA
principal reason the steam system is in financial trouble Is because 2 was bull 10 serve a much larger iocad, and
the Grand Avenue plant is inherently inefficient &t today's smaller loacis. The present system hes an extensive
MMMMmmmmmmmmmmmmu
WWMN“N“NMMMWMMmWMaa of
today's reduced sales. These thermal losses in the disingion system wil stay relatively constan with
mmwmmmmmmm«mamﬂmm

nmm.mm:;nmaammaamawmmmhmm
spiral®. If steam rates were ralsad substantiely In order Io oowr DPRSeTY Costs, MO Cusiomens might leave the
mmmmmmmmmmmﬁwmmmmamm
structure wilt, over fime. prove altaactive 1D New users 3 halb Increase sysleon sales.




iscretionary powsr
validity of such schedules remains iegaily unchailenged. Most of Trigen's customers are industrial or large
commercial, so a rate with a fuel adjustment ciause should be permissabie. Howaver, Trigen will also serve some
commercial usars who are small, and rates to these smaller users could be construad to be covered by the above
casa.

in order to stay within staff guidelines and avold the issue of a fuel adjustment clause for tariff rates, we ask
for approval of a "sliding scale” rate under which the maximum rate Is based on the buming of 70% coal and 30%
natural gas or ol at projected average fuel cost of $1.85 / mmBtu, (LHY) Under this rate proposal there will be an
approved published rate structure, determined and fixed by the Commission in accordance with Rs traditional
standards, ndes and reguiations. The price charged to any tariff customer in our centificated service area may not
axceed this approved rale, absent further Commission approval, regardiess of fiuctuations in variable steam
costs, such as fuel, electric, labor, etc.

However, we propose a siiding scale discount, in order to pass on the cost savings that will result ¥ there is
further switch to coal, and/or any savings are achieved in buying fusl. The proposed adjustment will reduce the
energy rates charged each month by 1.6 times the savings per million British thermal uniis (mmBtu) In
WMMMWMW&&MWMM&MMMM&
customers 70% to 80% of the anticipsted cost savings.

mmmmmmmammmmmmhmm
increments which will be based on the base usage of sach customer (or an estimate where
usage charge of $3.90 per thousand pounds of stearm consumed. On September 1 of esch yewmr, Fmval
mmmammma@mmmmmmammmmm
mmmm«:mmmmmmmmmm
month T will co 7] average fusl cost &2 D loracas! mix of fusls with the base fusi cost, $1.55
J mmBiu «. issue & credi, § vy, per pound of stewrs consrnad by Bw customer in the
mmmmmmmmmmmm&QMMQmea

No "vue-up” s proposed for ey year where De achusl fusl mix 5 waNIn & Dhus o miness 5% of the Torecss!
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their average rate per M pound and will find that there is less incentive to lsave the steam system and instali their
own bollers. The heating only customers will see an increase in average rates which they can mitigate by using
steam at very low marginal rates for domestic hot water production or chilling.

6. Contracts of Three Years or Longer

Trigen is specifically asking the Commission to find that it is not required to regulate the rates charged to any
user who voluntarily signs a long term contract (3 years or longer). Such declsions are made in a market
environment and are subject to competition with several forms of steam production using unreguiated fuel o,

a

transportation costs. in these cases we believe &t is essential to have the freedom to sign long term contracts
which have rates that will not be overtumed by fiture Commissions, and which are not a part of the pubiic record,
on view for competitors of both Trigen and the user.

State legisiators have mandated Public Service Commission reguiation of hest systems in some States and
not in others. In cases of heat regulation, & was a result of the origin of district heating systems in that
Siate. The first steam systems, were constructed mmwmmmmm&d
otherwise wasted heat from electrical generation. A2 the time these commenced, there were no nalural

andd avalisble in the | oities. was not fual and the
gas pipelines &:?m was mrge a competitive only

Furthermors, the systems were fod from joirt cogenesaling boller plants which also produced regulated
electricly. k was dilficull 1o sliocate parts of the same boller and parts of labor to reguisted and uneguiated
businesses, 30 there was, i some Silates, regulation of heat seles.

mmmwmmmm-»mam empetiive forms of heat, Inchuding retural gas
MQQMMQ hes become a

 procuce Dulding hesing and COGing. 1n B8 new. o
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which are emormmmmdmun aw‘ with a corporation,
unk, or a sophisticated individusl able to carry out such negotiation.

As a relevant aside, we note that none of the five other systems operated by Trigen in North America are rate
regulated, nor are 38 systems operated by Trigen’s parent shareholders.

We propose to make a commitment to all users, reguiated and contractual, that we will take all possible
stepa to increase the system load and use coal as often as is possible, and then share with all users any fuel cost
wmmwmmmwmguadmmmmmmunmmmh
cheaper than tariff gas. This approach teils the industriais that they are reducing their future energy cost risk by
having a coal fired source of steam, and that their large process loads will increase the amount of time Trigen will
be able to burn coal, thus further reducing costs of service to all.

This dual approach of rate and contract will aiso heip persuade the large customers that they can lock in an
energy cost future in which the efficiency of conversion is guaranteed, the capital costs are largely frozen, and the
fuel costs will bs tied increasingly to coal.

We believe the large users are in a fully competitive enorgy market and can negotiate contracts without
regulatory help mmmmmm&m-mwammm by
thedwmownsdoowlﬁchhwdmppodkuntmcwmwmh1mmmwomdsﬂshimm
buik of present users are all businesses, or institutions such as the Clty or County, who are well abie to evaiuate
the competitive slternatives to steam supply, and to finance the capliial needad to self generate the steam, Fthat is
mora cost offactive than purchase of steam.

The large process users, who most strongly demand contracts, are the seivation to the whoie system,
heiping to pay the fixed operating costs with their constant purchases of steam and helping the Grand Avenue

plant 1o have loads to bum cheaper fusis, L.e. cosl. These users are not to commit to steam
purchases from Trigen ¥ thelr futwre costs are mmenmm have demanded
contracts which ciearty pass through the costs of fuel and lock in the maxdmum which Trigen can change over and

sbove the cost of fuel.

8. Returmn on Trigen Equity

agree that it wil not thsmm \
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Proforma Rates of Retumn
Tﬂmmcuymsm

3900 1991
Case A Equity (000's) 1550 2110
Profit After Tax(000's) 36 (15)
Return 2.32% NA
Case B Equity (000's) 1550 2144
Profit After Tax(000's) 104 247
Retum 6.71% 11.52%
Case C Equity (000's) 1550 3080
Profit After Tax{000’s) 118 ar
Retum 7.61% 12.05%

it is clear that Trigen’s purchase decision is predicated upon growth over several years and the addition of
ﬁm;eah&mmmbacmwedhmnﬂwboamm%ma&awammmmwm
nanc

Summary of Situation

There is a working steam system providing steam to over 100 usars, which is capabie of competing for the
supply of steam to other consumers, but this system will be, per Commission order, closed uniess & is sold by
K@&LMhawmuwmmmaWWWM
under separate cover). T nmmﬂmmmamuwmmmm
and has demonstrated competence In operating and owning simiar systems and has substantial technical
mmmmwsmmmbmmeumaammm
rate structures and on the willingness of the Commission 1o agree 1o allow unveguiated steam sales contracts of 3
years duration or longer.

Trigen asks the Commission to approve the sale, gramt Trigen 3 Centficate of Convenlence and NecessRy,
Wmmmnmmammmnmwmm
mnmmmm»mmmmm transaction on the 29th of
September, tmmnsm«d necidely t© cperate the svstern and provide service undier the new ates.
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