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JINTRODUCTION
This Reply Brief addresses only the Initial Brief filed by
Applicant KCPL, and not those of KPL Gas Service or the Intervenor
Group. Many of the arguments made in Applicant’s Initial Brief will
not be responded to herein either because they were adequately
anticipated and addressed in Staff's Initial Brief or they are not
deemed pertinent to the central issues in this case and therefore do
not merit response. To avoild lengthening the record in this case any
further, Staff will keep its Reply Brief as concise as possible.

II. GENERAL RESPONSE

Staff believes that the central threshold question to be
answered by the Commission in this case 1s whether central steam
service to downtown Kansas City, Missouri should be abandoned based on
the assertion of KCPL that it is not viable or whether a market test
of the viability of the system should be explored through pursuit of
the sale cption recommended by Staff. 1Is the Commission willing to
foreclose the availability of this service based on the assertions of
the Company, which has been shown tc have mismanaged and demarketed
the system and exhibited z far greater pecuniary interest in the
demise of the system than in the continuance of the system? As to the
"compensation issues”, is the Commission willing to permit the Company
toe profit from its planned demise of the system by enticing customers
to convert from central steam service te all electric service when
that conversion may net be in the best interests of the customers and
the publie?

In essence, the Staff bas proved that it s possible for the

central steam svetes to be vwiable if purchased and cpersted by another

entity. The Cowm
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any hes not proved ther the system {s oot viable,
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testimony of Staff Consultant Fuller, the RFP called for the
consultants to determine the condition of the system and the cause
thereof, as well as the cost to rehabilitate it. (Ex. 34, p. 4-5).
None of the rehabilitation scenario analysis was intended to be
binding upon any purchaser of the system, but merely to advise the
Commission of the potential cost of rehabilitation. The short term
rehabilitation scenario was presented for comparative purposes to show
what a new entity might undertake on the short term basis to make the
system more efficient. Nowhere does the Staff testify that & new
purchaser of the system (or KCPL for that matter) will or must take
the steps outlined in the rehabilitation scenarios presented. They
are for illustrative purposes only.

Similarly, the criticisms of Staff Consultant Dahlen's
analysis missed the mark. Mr. Dahlen's analysis shows for comparative
purposes what the prices of central steam, on-site electric and

on-site gas boilers are, including all costs. Inclusion of capital

costs and all other attendant ccsts of the on-site systems is
essential pursuant to Commission precedent (from the St. Joseph Light
& Power steam abandonment cases analyzed in Staff's Initial Rrief at
pages 8-10), tc demonstrate the true cost of loss of the steam system,
and to analyze the resl cost of conversion to customers in the event
the Commission rejects the Company's boiler offer pursuant to Staff's
recommendation. It is alsc helpful in anelyzing the current
competitive situation among the three possible sources of heat energy
irn Kansas City. This anslvsis shows that at the present time electric
boilers ave the most expensive option and central steam service is

competivive with ges. The C ¥ hes pot successfully rebutted this

evidence, and in fact, Companr’s rebultel witsess Levesgue presented

evie that wverifies this fimdisp. {™Ex. 4% o Ex. 3% and Ex. 30,
p. 15, 1. 18-32).
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viability of central steam, the recent level of interest in purchasing
steam distribution systems (even when they were in serious decline)
and the need to let the market, rather than KCPL, show whether central
steam service is viable in downtown Kansas City.

Staff's evidence demonstrates that it is possible to 'turn
around" a seriously declining steam system when the system is sold to
an entity solely dedicated to providing and aggressively marketing
central district steam heat. The steam systems in Baltimore,
Youngstown and St. Louis all experienced significant downward trends
in sales and customer numbers and increasing prices just before the
systems were sold. (Ex. 18, p. 3-6, Schedules 2 and 3; Ex. 28,
p. 22-24). These trends have striking similarity to KCPL's current
situation. In each of the three instances described, the new operator
changed all these trends and turned the operations around to
profitability. (Ex. 18, p. 4, 1. 1-8 and Ex. 28, p. 24, 1. 6-16).

Staff objects to the argument raised by the Company at
page 22 of its Initial Brief, asserting that Stsff has not shown it is
legal to burn gas in the long term scenario. Even though this would
appear tc be a "legal argument", the factual basis was obviously
evailable to the Company so that the point could have been addressed
in rebuttal testimony. By holding this srgument back until briefing,
the Company has deprived the Staff of an opportunity to rebut the
argument. If given the opportunity, Staff could have shown for
example, the comparative costs of ccal and gas as relates to the
exemptions to the Fuel Use Act. Therefore, Staif{ requests that the
Cozmisaion disregard thisz arguent. AT the ssme time, Staff would
point out thet this issue doex not in sy way change Staff’s position
or alter the walidiry of {z. 7Tt merely provides one more factor which
may need fo be takewm i{mto scoount by soy potentisl biddere for the

svatam, §F thedlr plass fer rsifen of the eystss call for
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ITI. TERMINATION OF CENTRAL STEAM SERVICE
A, VIABILITY

At pages 16-22 of its Initial Brief, Company criticizes
Staff's analysis of the <cost of steam wunder &a short-term
rehabilitation. Noticeably absent is any criticism of the long-term
rehabilitation analysis. Interestingly, Company "stands behind all of
Mr. Levesque's work" (Applicant's Initial Brief, p. 19) even though
the product of his work supports Staff Consultant Dahlen's analysis of
the comparative costs of central steam, electric and gas alternatives.
As stated in Mr. Dahlen's surrebuttzl testimony 'Mr, Levesque's
calculations of the cost of steam from different sources show that
district heating is lower in cost than the other alternatives."
(Ex. 30, p. 15, 1. 18-20). This fact was demonstrated in tabular form

in Mr. Dahlen's testimony as follows:

Dzshlen Levesque
District Heating (Long-Term w/Nat'l Starch) $§11.75 $§19.18
District Heating (Long-Term w/o Nat'l Starch) §&14.50 $21.78
Individual Natural Gzs Boilers (200 BRP) $10.56 $22.27
Individual Electric Boilers (200 BHP) $26,.69 $24.58

(Ex. 30, p. 15, 1. 7-11).
It strains credibility for KCPL te &rgue that steam at recent rates
and current price of approximately £10/Mlb., is not econcmicel
(Applicant's Brief, 5, 15) when Mr. Levesque's analysis shows steam is
competitive at $1°.18 or $21.78/M1b!

B. MARAGEMENT AND MARFETIRG

RCPL argues that Staff hss mot shown the relevance of ELPFL's
failure to mansge its stesm syslen o Tthe {ssves in this cese. {RCPL

Initfiel Brief, p. 23). This ssserticn is & rect., As Staff

hesized fn {ts Initisl Brief, there bes besn & serious fallure oo
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(Ex. 37, p. 5). Staff's specific ecriticisms are contained in its
Initial Brief at pages 24-25,

The evidence in this case indicates that the rationale for
KCPL's failure to manage its steam operations was the apparent belief
by KCPL that its utility steam operation was a declining bﬁsiness
whose demise was inevitable at some time in the future. (Ex. 37,
p. 5). Staff maintains the quality of management has a major effect
on the economic viability of a system and that consequently, proper
management of KCPL's steam system would have helped ensure the
system's success and viability.

KCPL also asserts that Staff's criticism of KCPL's marketing
approach has not been shown to be relevant to the issues in this case.
(KCPL Initial Brief, p. 25). Staff strongly disagrees with KCPL's
assertion and urges the Commission to review page 26 of Staff's
Initial Brief, wherein it is demonstrated that marketing is vital for
the successful operation of a steam business. The bulk of the
expenses involved with the operation of a steam system are essentially
fixed, meaning that additional sales are necessary to spread the costs
over more Mlbs. (Staff Initial Brief, p. 26). Thus, an aggressive
marketing program would have helped ensure the success and viability
of KCPL's steam system, As Staff Witmess Dahlen stated, “"without any
marketing program, the failure of KCFL's district heating system is
nearly certain. If new customers are not added to replace customers
logt to redevelopment., sales will clearly decline and fixed costs will
be spread over fewer Mlbs. of steam resuiting in higher and higher
costs per Mib. untily steam is w0t price compecvitive.™ (Ex. 28,
p. 14}, *

ECPL has distorted S1aff’s positien by stetimg thet Steff
sppears to comlend they ELPL ¢
regardisss of whether it wms the best
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steam and that these customers have sufficient information to make
their choice an informed one, (Tr, 381). It is Staff's position that
customers were not given this option because KCPL has not marketed
steam as a legitimate heating alternative, This 1s indicated by the
fact that KCPL failed to point out something as significant as the
intangible benefits of steam to potential customers. (Id.).

KCPL explains its failure to point out the intangible
benefits of steam by stating that no potential customers indicated
that they were unaware of the attributes of steam heating. It is
noteworthy that KCPL presented no evidence indicating that these
customers were aware of these benefits. Furthermore, KCPL's marketing
strategy ensured that anyone who was unaware of these benefits
remained so. Thus, RCPL is reduced to arguing that these benefits
"were readily apparent", "must have been . . . considered” and that
each building owner "had to know" about them. (RCPL Initial Brief,
p. 28). KCPL presenteé no evidence that steam customers had perfect
knowledge of the nature of steam service.

Staff submits that if all the bernefits of steam were as
resdily apparernt as KCPL claims there would be no need for any steam
syster to market its product. However, as Staff noted in its Initial
Brief, all of the other district heating systems surveyed by Staff
have personnel responsgible for marketing steam. (Staff Initial Brief,
p. 26). The seventeen svystems surveved have an average of 2.1
personnel dedicated to wmarkering. {Ex, 28, p. 13}, The twelve
district heating systems with personnel dedicsted exclusively to
district hesting have an average of 1.8 msrketinmg persommel. (Id.).
I comtrast te RKIPL, the operetors of these svatems do not sisply
. perfect kaowledge about the
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® @
alternative for a particular customer or that it should have kept
potential customers unaware of any problems the system was iacing.
Staff is simply contending that KCPL should have marketed steam as a
legitimate heating alternative and taken measures to ensure that
potential customers were made fully aware of the nature of steam
service, thereby all>wing them to make informed choices.

KCPL. claims that it maintains a marketing presence in
downtown Kansas City. (KCPL 1Initial Brief, p. 29). Staff is
astonished by this assertion in light of the evidence that KCPL has
been involved in demarketing of steam since as early as 1972 and the
fact that by KCPL's own admission, its marketing approach consisted of
nothing more than providing rate schedules and rate calculations to
potential customers. In light of this evidence, Staff submits that if
KCPL had a steam marketing presence, it was a negative presence.

KCPL contends that the statements in Mr. Graham's 1972
memorandum regarding the new Mercantile Building were motivated by a
concern for the capacity of the steam system. (KCPL Initizl Brief,
P. 29). Staff wishes to reiterate the fact that Mr. Graham was unable
to recall this until he filed his rebuttal teszimony in this case on
April 3, 1987 and that KCPL was unable to produce anything in the
nature of & study, analysis or report to decument Mr. Graham's
testimony. (Staff Initial Rrief, pp. 27, 28).

RCPL. also stated that its corcerns about serving CPC were
based on the "expense end techmoleogy of bullding & pipeline across the
Missouri River.”™ (ECPL Inicviel Brief, p. 29). Thiz is comtradicted

by the teatimony of Mr. Dovle in Cosmission Case ¥o, ER-83-49, cited

in Staff’s Initfial Brief, whersin Mr. Dovls steted “islur i{ate
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Finally, KCPL states that Staff's argument that KCPL has
driven customers from the steam loop through a lack of marketing 1is
flawed. (KCPL Initial Brief, p. 31). «KCPL asserts that if it had
been its intent to lose steam customers and steam sales it would not
have been content with simply demarketing steam but would also have
increased its steam rates thereby driving customers off the system,
(1d.). Consequently, KCPL argues that there is a fundamental
contradiction in what Staff asserts KCPL was trying to do (justify
termination) and what it actually did (keep rates below the
cost-of-service). (Id.).

Staff maintains that there is no contradiction in its
analysis if KCPL's reluctance to increase steam rates is looked at in
the broader context of KCPL's corporate strategy to retain its steam
customers as electric customers. If steam rates would have
substantially increased, steam customers would have been forced to
consider electricity and gas as heating alternatives. As Staff noted
in its Initial Brief, KCPL did not believe that it could compete with
KPL Gas Service for these customers. (Staff Initial Brief, p. 38).

This is confirmed by the following statement from KCPL's
Couversion of Dowmtowr Steam Report:

The removal of electric gemeration from the Grand

Avenue plant, and the necessary related increase

would drive the cost of steam evem further above

the competitive @riaé. These facts m=mske it

spparent that we must find an alternative method

of szelling heat teo *%e&@ customers or risk losing
them to the Gas Service Compas

{(Ex. 48},
The report further stated:

it doss vot thet we womld be o
ehis mevket {fF i%@ cus v heg To swetelis any of
the srsion costs. . .
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it did not belleve that it could compete with KPL Gas Service.
Consequently, KCPL developed its Conversion Plan.

C. LEGAL CRITERIA

In the Legal Criteria section beginning on page 32, Company
presents several cases, many of which were also cited in Staff's
Initial Brief, Staff generally concurs in Company's analysis of the

Chicago, Burlington and Quincy Railroad Company case. (Applicant's

Initial Brief, 33 § Mo. P.S.C. (N.S.) 85 (1958)). Staff would add,
however, that the first substantive conclusion reached by the
Commission in that decision was that the two trains in question were
"being operated by Applicant at a loss which is greatly

disproportionate to the public need and convenience for their

continued operation.”" (Id., 93). (Emphasis added).

In the Pacific Power and Light Company case out of Oregon

cited by the Company at page 34 in their Initial Brief, the Company
accurately summarized some of the facts of the case, but omitted

others. Re Pacific Power and Light, 61 PUR4th 498 (Ore. 19864).

Although this two-page order is relatively inconclusive and leaves
several issues to be resolved &t & future date, the following
pertinent facts not mentioned by KCPL can be gleaned from the text of
the order: 1) all parties agreed that space heating with steam heat
was among the most costly methods of 211 altermative energy sources
available, and was likely to become wore c¢ostivy in the future,
2) there apprsved to be & presumption that all customers would save
money by comvertivg to alternative lower cost energy socurces, but it
was acknowledged that those savisgs would be significsat for some
customers and “not so drametic” for cther cuwstomers, &ad 3) & plan for
financial sssistamce of comversicen costs by the egility sss
considevation, bdui 2ot vesolved {5 the uwrder. This tese differs frem

the ome at in thar there

cwslomers will sewve by oex
svalledle, o

17 be wery welibely

<

L2 slectrie iley g

shere wiil e o pond for cartsle gl

-



with very short expected remaining lives, whose owners may decide to
demolish rather than making the iInvestment for conversion. (Ex, 28,
p. 40, 1, 19-21).

One case in Company's brief not cited by Staff was the 1982
Verment case. Two additional factors which the Company failed to

mention in its analysis of the Re Gas Company of Vermont decision were

the existence of safety problems with the central propane distribution
system the Company was seeking to abandon and that fact that efforts
were made by both the petitioning utility and the Department of Public
Service to find a buyer for the system. 49 PUR4th 460, 461-462
(1982). 1In that case, abandonment was permitted, with authorization
for the utility to convert its customers to bottled gas to be provided
by a non-regulated affiliate of the utility, If Vermont hes & similar
regulatory structure to Missouri's, central propane distributors are
regulated utilities, but bottled propane distributors are not.

TV, COMPENSATION FOR TERMINATION AND RATES

A. CONVERSION PLAN

KCPL claims that its Conversion Plan is not an inducement to
its steam customers to convert to electricity but is a means to
compensate the customers for termination of their steam service. The
evidence presented in this case indicates thst this is not true. The
Conversion of Downtown Steam System Report, cited by Staff im its
Initisl Brief and earlier im this Reply Brief, indicates that KCPL was
concerned about losing these customers o ¥PL Gas Seyrvice and that it
developed the Conversion Plan ss & seans of inducing thes to become
electric customers. (Staff Imitial Brief, p. 38).

RCPL also argues that if the Commdssion finds that the
Conversiom Flan violates the Proserismel Practices Bule, the Plas
should be allowed because of © . Isiziel
Brief, p. 483, Staff selzerates the fect T8e? the vule does

provide o fow




when NSP terminated steam service in Fargo, North Dakota. (KCPL
Initial Brief, p. 41), KCPL states that Staff saw nothing wrong with
the compensation approach used by NSP, but "opposes this same approach
by KCPL." (Id.).

KCPL's analogy to the NSP proposal is unfounded since the
NSP proposal did not contain anything that can be characterized as a
prohibited promotional practice. The NSP plan offered to reimburse
each steam customer two thirds the amount of the lowest competitive
bid for installation of a firm gas-fired boiler plus a fuel subsidy of
$8.00 per boiler horsepower per year. (Ex. 28, p. 44). NSF provides
both gas and electricity., Staff believes that the NSP proposal is an
example of a true compensation plan. KCPL's proposal is not a true
compensation plan because it 1is not designed to compensate all
customers who would lose steam service, but compensates only those
accepting KCPL's offer of free electric equipment.

At page 42, Company asserts that the real cost of KCPL's
boiler offer is simply the energy cost. This is true if, and only if,
KCPL's boiler offer is accepted. However, Staff has contended from
the outset and continues to contend that that boiler offer is
inappropriate and nust be rejected by the Commission. This brings
into play the ccmplete analvsis of 211 costs related to conversion.

KCPL is criticel of Staff Witness Ketter's testimony that
the four test boiler customers would have pasid less under steam rates
than under the corresponding electric rates. (KCPL Imitiel Brief,
p. &3). KCPL contends that under {zs Plan and the prezemt levels of
steam and electric vates, customers who choose slectric bollers would
pay about the same rvegerdless of wbether they ere dilied ot the
elacivic or stesm wale. (1d.). ELFL ssserts Thel all the evidence
pofate to the fact 2hal s time goes by, elscivicity will becose the
ef chelce for bastd
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flawed because it fails to take into account the capital costs of the
equipment required to produce steam from on-site boilers. If the
equipment is provided to customers free of charge, then these costs
would have to be incurred by any customer who chooses on-site electric
equipment since provision of this equipment by KCPL is prohibited
under the Promotionel Practices Pule.

KCPL claims that its Conversion Plan allows its steam
customers to make a good economic decision among the alternative
heating systems available to them. (KCPL Initial Brief, p. 42). KCPL
goes on to state that the eleven customer Intervenors were able to
make their choice without difficulty. (Id.). It is apparent from
this statement that KCPL believes that the Intervenors have chosen to
accept the free electric equipment offered under KCPL's Conversion
Plan. Staff believes it is important to point out that it has not
been established that the Intervenors have decided to accept the
electric equipment. In the Hearing Mermcrandum it is stated that
"[tlhe Intervenor Croup supports the discontinuance of central
district steam heating and also supports the provision of electric

boilers or space heating equipment. It shculd be noted however, that

the Intervenor Group's support for these aspects of the KCPL proposal

does mnot mnecessarilv mean that the Intervenor Group would opt for

electric eguipment.” {Emphasis added). (Fx. 1, p. 6). Further,

Intervenor Witness Maurc testified that he would have to go back and
ask the other intervenors before he could state for certain whether
they would accept the free ecuipment or opt for mavural ges bellers in
the svent stesr service is termimeted. (Tr. 452}, Therefore, FCPL's

use of the Intervencrs as an indicarzicn thst the sTesm customers heve

sufficient information to meake & gocd economic decisicn iz un g
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contrary, Staff would be surprised if steam customers expressed
strenuous objection to the Conversion Plan, Furthermore, the fact
that the customers do not oppose the Conversion Plan does not change
the fact that it violates the Promotional Practices Rule.
B. ENERGY AUDITS

KCPL acruses Staff of "tortured reasoning and application of
the rules" for taking the position that the energy audits conducted by
KCPIL. violate the Promotional Practices Rule. (KCPL Initial Brief,
p. 46). Staff strongly disagrees. Staff does not believe that KCPL
is so generous that it would spend $413,940 to provide its customers
with improved conservation measures and energy management systems,
Staff believes that KCPL used the energy audits to promote electricity
as a replacement to steam service. The studies evaluated only the
feasibility of using electricity and did not consider other energy
alternatives. Further, they gave KCPL preliminary information for the
sizing of electric boilers and electric heating equipment. This data
is important teo the Conversion Plan since it gives KCPL insight on the
configuration of steam customers heating systems, thereby allowing
KCPL to make more precise estimates regarding the size and cost of an
electric boiler or electric space heating equipment. In light of this
evidence. it cannot be argued that ftaff's reasoning and epplication
of the rules is tortured. Steff simplyv applied the rule to KCPL and
reached the obvicus conclusion that cthe energy sudits violste the
Prcmotional Practices Rule.

KCPL comtends that desplte the facr thsat the specific energy

sndations spen omlvy & few pages of each reporeg,

conservarion rece
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conservation recommendations. In reality, most of the information in
the report contains information useful to KCPL's Conversion Plan.

KCPL claims that there is absolutely no evidence to support
Staff's contention that KCPL conducted the energy audits so KCPL could
enter the buildings of its customers and perform preliminary design
work. KCPL apparently has forgotten the testimony of its own witness,
Robert Graham. Mr. Graham testified that the energy audits consisted
of "(6) a determination of the size of replacement electric steam
boilers or other electric heating equipment, [and] (7) a schematic of
the electric hoiler design and a detailed cost estimate for the
recommended conversiomn." (Ex. 15, p. 7).

C. RATE PROPOSALS

Company characterizes Staff's rate proposals as "startling
asgertions'". However, as adequately discussed in the direct testimcny

and surrebuttal testimony of Staff Witness Cary Featherstone,

surrebuttal testimony of Staff Witness Curt Huttsell, and the Initial
Brief of the Staff, Staff's propcsals are based on sound economic and
ratemaking principles. (Ex. 17, Ex. 53, Ex. 56, Staff's Brief,
p. 41-45). Interestingly enouvgh, the very case cited by the Company
at pege 46 of its Brief in support of its pesition that KCPL must be
given full traditicnal ratemaking treatment in this case, the Hope
Natural Gas case stands for preciselv the oppeosite position. It was

the Hope Natural Gas case that opened up the guestion of setting rates

which balanced the interest of the ratepavers and shareholders with
the test of just and reasonable vates being the end result rather than
the means. (320 U¥.8. 591, 683). The Hope case alsc has besn
interpreted &3 providing & clear warnimg to “imvestors sasbout the
possibilicy of the public interest cusweighing the imvester imtersst.”™
ike fo Beclesy Powsr: The |
grien, 43 3.7.5L. Bew,




The Utilities Operating Company v. King case cited at

page 46 of the Applicant's Initial Brief 1is not controlling on the
Commission and is easily distinguishable. 143 So.2d 854, 45 PUR3d 439
(Fla. 1962). The Florida statute which was in effect at the time this
case was decided (and was dispositive of the case) required the
Commission to fix rates which are '"just, reasonable, sufficient and
compensatory". (Emphasis added.) Section 367.14(1), 45 PUR3d 439,
443, Missouri statutes do not contain similar language, but merely
provide that the rates set shall be "just and reasonable and not more
than allowed by law or by order or decision of the Commission."
(Emphasis added). Section 393.130 RSMo 1986. Missouri statute
provides for a different focus than the Florida statute, and Staff
believes that one would be hard pressed to find a situation where the
Commission felt it was bound to observe a Company rate filing as a
minimum below which it could not go in setting rates.

Orn page 47 of its Initial Brief, KCPL states "It 1is
undisputed that RGPL failed by $1.5 rillicn in 1986 to recover its
'out-of-pocket' operating costs." This statement is not accurate in
that the record does not show that KCPL and Staff agree on what items
should be included in "out-of-pocket” operating costs. The net loss
figure cited in Company's Brief represents the loss on the cost of
operating the syster in 1986. (Tr. &55, 1. 7-13). This amcunt would
include many items which would be excluded from Staff definition of
“out-of-pocket” costs in setting rates for the revainder of the life
of the steam system. To determine the appropriate “out-of-pocketr”

costs, &0 analyeis of those operating expenses which would regquire a

cash outlay and no? be avoidable in the ewvent the sysies wers closed

wwuld be veguired,

. Properiy tames, eftc. (Tr. 435, 1. 7-13, &, 36, 2. 5-73.
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D. ACCOUNTING STANDARDS

Staff 4is of the opinion that the APB provisions on
discontinued operation of a segment of a business would not apply |
because of materiality. i
V. CONCLUSION , |

Staff reiterates its request for the Commission to adopt its |

|
i
recomnendations in this case. \
|
|

Respectfully submitted,

Dougha €. 1)

Douglds C. Walther
Assistant General Counsel
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