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266 The Regulation of Pubiic Utlities

The commissions require, for sccounting purposes, that exg
revonue accounts for the appliance business of an electric or gas «
scparaicd from other accounts. Salaries and commissions of nal -
cost of appliance advertisisg and any losses on appliance sales genenl_fn ;
exclnded from operating exponscs for purposes of rate making — even wit
a usility’s offorts are dirscted towsrd the nse of efficient, comcrvation-
appliances. Similarly, any profits on applinnce sales are not included joij
company’s anaual utility carnings. The merchandising of applisnces, th
fore, is treated as a nonutility business.
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plant outsges, particulatly in the case of nuclcar plants (whether dus Al
accident or (o 8 Nuclear Regulatory Commission mandate), rzise two is
W’hllmnldplylhe@hcemmtpowamumdlhcmpairmﬂmd n
costs? The canse of the outage is crucial. If dus to mismanagemsnt or Imp
ence, replacement power costy, as well as any related repair and/or g
costs, penerally e disallowed.® In the wards of the New York commissio

The company's conduct should be judged by asking whether the
conduct was reasonsble st the time, under all the circumstances,
vousidering that the company had to splve its problems prospeciively
ratker than in reliance on hindsight. In effect, our respounsibility is to
determine how reuanubi:’peoplc would have performed (be tasks that
coafranted the company.

Under thiz standard, Consolidated Edison Company was required (o
refund $33.7 million (plus interest) in repizcoment power costs “hecause of
Iack of reasonable care in its management and operation of the Indian Polnt
No. 2 nuclear facility.”%

Under similar standards, Philadclphis Electric Company had to absorh
$53.2 million in repiscement power costs a8 o result of two outages (in 1983
ard 19B4) at Salem Unit No. 1.5 and Utah Power & Light Company’s
cleanup costs from a toxic waste spill wero disallowed.** But the Pennsylve-
nia commission permitted Metropolitan Edison Company and Pennsylvania
Blectric Company o recover their foll replacement power costs as a result
of cvents at Three Mile Isiand, since “the cumrent porchases of power by
reapondents were direct and immadiate costs of providing service.™

Transactfons amang Affliiated Companies.™ The widespread exis-
tence of holding companics results in two important problems in the contxol
of eapenditurcs, Operating companies normatly pay either the holding com-
pany or a subsidinry sesvice company an annval fee for sccounting, financinl
and logal services. Opesating companics also commonly purchase all or some
of their equipment, materials and supplies from affiliated manufacturing
firma. I addition, other electric 2nd gas utilitics own fucl subsidiaries, from
which thay purchage all or part of their annun} firel requitements. All of these
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*s length bargaining. requre
pecsuse of the sbicncd of arm’s e .
by the ns, bt they should nnjt'he given any

sonce i ir dealing.”
v ll:mll se::i::t:ﬁ?:::fn“:::n wmm?ssious have andl.nr-
ihe management contyacts that are :i!ncd by m; ::n;npn:;::;
Zires of such coRtracis must be filed with the w;m B e
il contracts must be sobmitted for approval = they Moy
i lnothcrcam.lhnmnmumwbjectm_appr?u orwl:pnzmm
e ‘ have become cffective. But in cim:r. sitzation, :t el
bias the opportunity in a mts CRsc to question a payme

e sen i od unless the company can
geaeral, service fees will not be approved Ui o e ioie

‘somo specific services readered by the managumc i, enge Com-

i follows the principls expressed by the Securities
ion (SEC) it 3 1943 casc:

: iself to functionz which the
Each service company shoold confina tsell e
Bt ting subsidiarics cannot perfarm a8 e_fﬁmemly nnd ecnfwn; opJ—

: : services should be Jimited o mel‘:s of 2n
gevial, execotive. ar poticy-

-1 ating patare” As distinguished from mand
forming functions. »
b t electric sad gas ing
At the federal level, the service coniracts O e ity Lppions

the SEC. In th .
ez e U!' o was euthotized o spprove service

35, the commissio ¢ 4
ies if it finds that services will be performed ifﬁcxmﬁ y;:‘nlib:t_:d’o}mm'ﬂ“
i . t fairly and ; ot
:ﬁl’!u:‘:e::mlhle,uving over the cast of comparable :e.rvmn or comstr

e e sasd g ats, for service companics. Charges 10

it o o 0! . all proposed modifications in
limited to the costs of the mxce':d p::yfnm::z;nmpm e

it wnm’le:‘:l“s:v:g't:u ate regularly revicwed in rals pmcaedinlg:
A st nd.jumnu are mada. Prior 16 divestiture, for exampic,
VAT .cnl service and license contract with each Bell System
AT b e The license coniract was for & variety of services,
ing. togat and financial servicos; research and d:::cﬁ
. and advice and assistance in caginecting, plant. u:b[::.h ct-:: i)
mn:;!h operating ficlds. Prior to 1974, the opcraling ¥ £ ::mi’-
lAl"l‘i&'l‘ :‘paﬁenl of exchange and toll revemucs anauglly. No ll.l:n ¢ .
i it oocessary 1o Tovise under
:::u:::ﬂ ;;lmn 1974 and 1983, AT&T chnsnom
strvices to the Bell opersting companics on an & e s
exceed 2 12 percont of collcctible gross operatiag e i
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