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HB 169 - M em ber app roval of political and  expansion activities

HB 169 establishes that an electric cooperative may only include the costs of 
political or expansion activities in its rates if it; 1) advises members that rate 
monies will be used for such activities, 2) tells them how much of the rate 
money would be used for such activities, 3) informs the member that the 
cooperative would not refuse service if the members declines to consent, and 
finally, 4) receives the consent of the member.
HB 169 empowers consumers by providing them the opportunity to approve rate 
charges for political and expansion activities. AS 42.05.381 (a) currently restricts 
rate monies collected by a utility from being used for political contributions or 
public relations, with some exceptions. However, political and expansion 
activities are being undertaken, which suggests the statute needs clarification.
While cooperative members have thp right to vote for board members who 
may publicly support or oppose political or expansion activities, participation 
in these elections is notoriously low. However, each member does receive a 
billing statement, which could easily include a statement of intent for the rate 
monies collected, and a questionnaire asking if the member approved of their 
rate money being dedicated to political or expansion activities.
HB 169 takes no position on electric utility industry restructuring; it simply 
clarifies the law regarding the use of rate monies for political activities.
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H O U S E  B I L L  N O .  169

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

T W E N T Y - F I R S T  L E G I S L A T U R E  - F I RST S E S S I O N  

BY REPRESENTATIVE GREEN  

In troduced : 3/31/99
R eferred : House Special Com m ittee on U tility R estru c tu ring , L abo r and Commerce

A  B I L L  

F O R  A N  A C T  E N T I T L E D  

" A n  Act relating to including the costs of expansion activities and political 

activities in rates of electric cooperatives."

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section 1. A S  42.05.381 is amended by adding n e w  subsections to read:

(h) A n  electric cooperative, whether subject to regulation by the commission 

or exempt from regulation, m a y  only include the cost of expansion activity in its rates 

to a customer if it first secures the customer’s consent to the inclusion of a charge for 

expansion activity. A n  electric cooperative m a y  not refuse to serve or discriminate 

against a customer w h o  declines to give consent under this subsection. A n  electric 

cooperative m a y  only include a charge for expansion activity in a rate if the 

cooperative

(1) advised its members that a portion of the rates would be used for 

expansion activities;

(2) identified h o w  m u c h  of the rate would be used for expansion

HQB0169a -1- H B  169
iderlined [DELETED TEXT BRACKETED]
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(3) advised the customer that the cooperative would not refuse to serve 

or discriminate against the customer if the customer declined to consent to the 

expansion activity charge; and

(4) received the consent of the customer to inclusion of the expansion 

activity charge in the customer’s billings.

(i) A n  electric cooperative, whether subject to regulation by the commission 

or exempt from regulation, m a y  only include the cost of political activity in its rates 

to a customer if it first secures the customer’s consent to the inclusion of a charge for 

political activity. A n  electric cooperative m a y  not refuse to serve or discriminate 

against a customer w h o  declines to give consent under this subsection. A n  electric 

cooperative m a y  only include a charge for political activity in a rate if the cooperative

(1) advised its members that a portion of the rates would be used for 

political activities;

(2) identified h o w  m u c h  of the rate would be used for political

activities;

(3) advised the customer that the cooperative would not refuse to serve 

or discriminate against the customer if the customer declined to consent to the political 

activity charge; and

(4) received the consent of the customer to inclusion of the political 

activity charge in the customer’s billings.

(j) In (h) and (i) of this section,

(1) "expansion activity" means an activity that is intended to attract 

customers to an electric cooperative who, at the time of the activity, are customers of 

another electric public utility;

(2) "political activity" means an activity intended to

(A) advocate for a political position not directly related to the 

core services of the utility or for a candidate;

(B) ma k e  a contribution to a candidate or political party;

(C) advocate for a public policy issue not directly related to 

core services of the utility.

activities;

-2-
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* Sec. 2. A S  42.05.711(b) is amended to read:

(b) Except as otherwise provided in this subsection, public utilities owned and 

operated by a political subdivision of the state, or electric operating entities established 

as the instrumentality of two or more public utilities owned and operated by political 

subdivisions of the state, are exempt from this chapter, other than A S  42.05.221 * 

42.05.281. 42.05.381(h) - (i). and 42.05.385. However,

(1) the governing body of a political subdivision m a y  elect to be 

subject to this chapter; and

(2) a utility or electric operating entity that is own e d  and operated by 

a political subdivision and that directly competes with another utility or electric 

operating entity is subject to this chapter and any other utility or electric operating 

entity own e d  and operated by the political subdivision is also subject to this chapter.

* Sec. 3. A S  42.05.711(d) is amended to read:

(d) The commission m a y  exempt a utility, a class of utilities, or a utility 

service from all or a portion of this chapter if the commission finds that the exemption 

is in the public interest. However, the commission mav not issue an exemption 

from AS 42.05.381(h) - (i).

* Sec. 4. A S  42.05.711(e) is amended to read:

(e) Notwithstanding any other provisions of this chapter, any electric or 

telephone utility that does not gross $50,000 annually is exempt from regulation under 

this chapter, other than AS 42.05.381(h) - (i). unless the subscribers petition the 

commission for regulation under A S  42.05.712(h).

* Sec. 5. A S  42.05.711(f) is amended to read:

(f) Notwithstanding any other provisions of this chapter, an electric or 

telephone utility that does not gross $500,000 annually m a y  elect to be exempt from 

the provisions of this chapter* other than A S  42.05.221 - 42.05.281 and 42.05.381(h) -

(i). under the procedure described in A S  42.05.712.

* Sec. 6. A S  42.05.711(h) is amended to read:

(h) A  cooperative organized under A S  10.25 m a y  elect to be exempt from the 

provisions of this chapter, other than A S  42.05.221 - 42.05.281 and 42.05.381(h) - ( i) . 

under the procedure described in A S  42.05.712.

1-LS0766\D
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Sec. 42.05.381. Rates to be just a n d  reasonable, (a) All rates demanded or 

received by a public utility, or by any two or more public utilities jointly, for a service 

furnished or to be furnished shall be just and reasonable; however, a rate m a y  not include 

an allowance for costs of political contributions, or public relations except for reasonable 

amounts Bpent for
(1) energy conservation efforts;
(2) public information designed to promote more efficient use of the utility’s facilities 

or services or to protect the physical plant of the utility;
(3) informing shareholders and members of a cooperative of meetings of the utility and 

encouraging attendance; or
(4) emergency situations to the extent and under the circumstances authorized by the 

commission for good cause shown.
(b) In establishing the revenue requirements of a municipally owned and operated 

utility the municipality is entitled to include a reasonable rate of return.

(c) A  utility, whether subject to regulation by the commission or exempt from 

regulation, m a y  not charge a fee for connection to, disconnection from, or transfer of 

services in an amount in excess of the actual cost to the utility of performing the service 

plus a profit at a reasonable percentage of that cost not to exceed the percentage 

established by the commission by regulation.
(d) A  utility shall provide for a reduced fee or surcharge for standby water for fire 

protection systems approved under A S  18.70.081 which use hydraulic sprinklers.

(e) The commission shall adopt regulations for electric cooperatives and for local 

exchange telephone utilities setting a range for adjustment of rates by a simplified rate 

filing procedure. A  cooperative or telephone utility m a y  apply for permission to adjust its 

rates over a period of time under the simplified rate filing procedure regulations. The 

commission shall grant the application if the cooperative or telephone utility satisfies the 

requirements of the regulations. The commission m a y  review implementation of the

simplified rate filing procedure at reasonable intervals and m a y  revoke permission to use 

the procedure or require modification of the rates to correct an error. The commission 

shall adopt the regulations concerning adjustment of rates by local exchange telephone 

utilities on or before October 1, 1991.

(f) A  local exchange telephone utility m a y  adjust its rates in conformance with changes 

in jurisdictional cost allocation factors required by either the Federal Communications 

Commission or the Alaska Public Utilities Commission upon a showing to the Alaska 
Public Utilities Commission of

(1) the order requiring the change in allocation factors;

(2) the aggregate shift in revenue requirement, segregated by service classes or 
categories, caused by the change in allocation factors; and

(3) the rate adjustment required to conform to the required shift in local revenue 
requirement.

(g) The commission shall allow, as a necessary and reasonable expense, all payments 

m a d e  to the Department of Environmental Conservation under A S  46.14.240 —  

46.14.250. The commission shall allow the public utility to recover these fees through a 

periodic fuel surcharge rate adjustment. (§ 6 ch 113 S L A  1970; a m  § 1 ch 86 S L A  1976; 

a m  § 5 ch 106 S L A  1977; a m  § 4 ch 45 S L A  1980; a m  § 3 ch 104 S L A  1986; a m  § 1 ch 

87 S L A  1990; a m  §§ 1, 2 ch 81 S L A  1991; a m  § 11 ch 74 S L A  1993)

Effect of amendment*. — The 1986 amendment The 1991 amendment, effective June 27, 1991,
added subsection (e). added the last sentence in subsection (e) and added

The 1990 amendment inserted “and for local ex- subsection (f>. 
change telephone utilities" in the first sentence and The 1993 amendment, effective June 26, 1993,
inserted “or telephone utility* after 'cooperative* in added subsection (g).
the second and third sentences of subsection <e).

NOTES TO DECISIONS

Separation of in tra jta te  and Interstate prop- within its statutory authority in excluding lobbying 
erties, expenses and revenues is required for expenses as part of a utility’s revenue requirement, 
properly determining the adequacy of a utility's Homer Elec. Ass'n v. State, Pub. Utils. Comm’n, 756 
intraatate rates. United States v. RCA Alaska Com- P.2d 874 (Alaska 1988).
municadons. Inc., 597 P.2d 489 (Alaska 1979). Applied in Alaska Pub. Util. Comm’n v. Greater

Lobbying expenses excluded from revenue re- Anchorage Area Borough, 534 P.2d 549 (Alaska 1976). 
quirement. — The commission acted reasonably and
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H O M E R  E L E C T R I C  A S S O C I A T I O N ,  
I N C . ,  A p p e l l a n t ,

v.
S T A T E  o f  A l a s k a .  A L A S K A  P U B L I C  

U T I L I T I E S  C O M M I S S I O N .  A p p e l l e e .

N o .  S - 1 9 5 2 .

Supreme Court of Alaska.
May 20, 1988.

In connection with nonprofit electric 
cooperative's rate increase request, Public 
Utilities Commission entered orders exclud­
ing lobbying expenses from cooperative's 
"revenue requirement" and allocating 100 
percent of costs incurred in rate-making 
proceeding to cooperative, and cooperative 
appealed. The Superior Court, Third Judi­
cial District, Kenai, Charles K. Cranston, 
J., affirmed Commission on all substantive 
issues, but remanded for determination of 
specific proportion of cooperative’s dues ac­
tually used for lobbying purposes, and co­
operative appealed. The Supreme Court, 
Burke. J., held that: (1) per se exclusion of 
lobbying expenses from cooperative’s "rev­
enue requirement” was not abuse of Com­
mission's discretion: (2) fees Commission 
paid for services performed by Attorney 
General's office in connection with rate- 
making proceeding were not "costs” recov­
erable by Commission: and (3) remand was 
required for individualized findings as to 
propriety of allocating 100 percent of costs 
of proceeding to cooperative.

Affirmed in part, reversed in part, and 
remanded with instructions.

Matthews, CJ., filed opinion dissenting 
in part.

1.  E l e c t r i c i t y  8 = 1 1 . 3 ( 4 )
Public Utilities Commission had discre­

tion under general statutory authority to
exclude electric cooperative's lobbying ex­
penses from cooperative’s "revenue re­
quirement," upon determination that inclu­
sion of such costs would be contrary to 
best interests of electric cooperative's rate­
payers, even though lobbying expenses

were not listed in mandatory exclusion pro­
vision. AS 42.05.141, 42.05.141(a)(3), 42.- 
05.381(a).
2. E l e c t r i c i t y  8=11.3(5)

Public Utilities Commission's determi­
nation that it would not be just, fair or 
reasonable for electric cooperative to 
charge ratepayers for lobbying activities 
carried out on cooperative’s behalf was 
subject to reasonable basis test upon re­
view. AS 42.05.141, 42.05.141(a)(3), 42.05.- 
381(a).
3. E l e c t r i c i t y  <£=11.3(4)

Per se exclusion of lobbying expenses 
from electric cooperative’s "revenue re­
quirement" was not abuse of Public Utili­
ties Commission’s discretion in rate-making 
proceeding. AS 42.05.141, 42.05.141(a)(3), 
42.05.381(a).
4 .  E l e c t r i c i t y  « = l i . 3 ( 4 )

"Costs" recoverable by Public Utilities 
Commission in rate-making proceeding did 
not include fees paid by Commission for 
services performed by Attorney General’s 
office pursuant to explicit statutory man­
date. AS 42.05.111, 42.05.111(b), 42.05.651, 
42.05.651(a), 42.06.610, 42.06.610(a).

See publication W ords and Phrases 
for other judicial constructions and 
definitions.

5 .  E l e c t r i c i t y  8 = 1 1 . 3 ( 5 ,  7 )
Determinations that electri coopera­

tive could better pass along costs of rate- 
making proceeding to ratepayers and that 
cooperative had "caused" costs of proceed­
ing by requesting rate increase did not 
justify Public Utilities Commission’s alloca­
tion of 100 percent of costs of rate-making 
proceeding to electric cooperative: remand 
was required for individualized considera­
tion of facts of particuk - case. AS 42.05.- 
651(a), 42.06.140 et seq.

C.R. Baldwin, Kenai, for appellant.
Virginia A. Rusch, Asst. Atty. Gen., An­

chorage, and Grace Berg Schaible, Atty. 
Gen., Juneau, for appellee.

Roger R. Kemppel, Donald C. Ellis, 
Kemppel, Huffman and Ginder, P.C., An-
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merits and Homer Electric, joined by Alas­
ka Rural as amicus curiae on the lobbying 
expense issue, appealed the matter to the 
superior court. Homer Electric argued on 
appeal that (1) the APUC erred in exclud­
ing lobbying expenses from Homer Elec­
tric's revenue requirement, (2) the APUC 
erred in including as costs those attorney’s 
fees attributable to services performed by 
the Attorney General's office and, (3) the 
APUC abused its discretion in allocating to 
Homer Electric 100% of the costs incurred 
by the APUC in the rate making proceed­
ing. The superior court affirmed the 
APUC on all substantive issues, but re­
manded the case for a determination of the 
specific proportion of Alaska Rural dues 
actually used for lobbying purposes. Ho­
mer Electric appeals the superior court's 
ruling.

II. EXCLUSION OF 
LOBBYING EXPENSES

I I ]  The APUC’s decision to exclude lob­
bying expenses in the case at bar was 
based upon its conclusion that, "as a mat­
ter of law and public policy,” lobbying ex­
penses should be excluded from public utili­
ties' revenue requirements.4 We must de­
cide whether such a policy decision was 
within the APUC’s legitimate statutory au­
thority and, if so, whether there was a 
reasonable basis for its application in the 
case at bar.

The APUC's general powers and duties 
are defined in AS 42.05.141. That statute 
provides in part:

(a) The Alaska Public Utilities Commis­
sion may

(3) make or require just, fair and 
reasonable rates, classifications, regula-

4. The APUCs decision > 'his case was based 
upon its earlier decision on the same question 
in In re Chugach Electric Ass'n, APUC Order No. 
U-SI —53(21)/U-S3-57(9)/U-84-13(1) (1984).

5. Homer Electric adopts Alaska Rural's argu­
ment on this issue in toto.

6 . The amendment, as originally proposed, read: 
All rates demanded or received by a public 
utility, or by any two or more public utilities

tions, practices, services and facilities for 
a public u tilityf.j 

(Emphasis added). In addition AS 42.05.- 
381(a) provides in part:

All rates demanded or received by a pub­
lic utility, or by any two or more public 
utilities jointly, for a service furnished or 
to be furnished shall be just and reason­
able; however, a rate may not include an 
allowance for costs of political contribu­
tions, or public relations___

(Emphasis added).
The APUC asserts that it has been given 

ample authority under these provisions to 
exclude any operating costs, including lob­
bying expenses, from a u tility ’s revenue 
requirement when it concludes that inclu­
sion of such costs is contrary to the best 
interests of the utility ’s ratepayers. Alas­
ka Rural, appearing as amicus on behalf of 
Homer Electric,1 argues that both the 
wording and legislative history of AS 42.- 
05.381(a) preclude the APUC from exclud­
ing lobbying expenses from a u tility ’s reve­
nue requirement.

Alaska Rural’s argument is primarily one 
of legislative intent. As originally enacted, 
AS 42.05.381(a) provided only that public 
utility rates be "just and reasonable," as 
determined by the APUC under its general 
rate making authority. Ch. 113, § 6, SLA 
1970. The statute was amended in 1976, 
however, to specify certain expenditures 
which the APUC was required to omit 
from a u tility ’s allowable costs. Ch. 86,
§ 1, SLA 1976. As originally proposed, the 
1976 amendment would have specifically 
excluded lobbying costs, as well as costs in 
connection with advertising, political and 
charitable contributions, and public rela­
tions.* The bill was amended on the floor, 
however, to delete the prohibitions on Iob-

jointly. for a service furnished or to be fur­
nished shall be just and reasonable; however, 
no rate may include an allowance for costs of 
advertising, political or charitable contribu­
tions, lobbying expenses, or public rela­
tions__

H.C.S.S.B. 50, IOth Leg., 1st Sess. (May 14, 1977) 
(emphasis added). These exclusions were made 
subject to certain exceptions not relevant here. 
Id.
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bying expenses, advertising and charitable 
contributions.7

Alaska Rural argues that the legisla­
ture's deletion of the term "lobbying ex­
penses" from the list amounts to a legisla­
tive determination, not only that lobbying 
expenses need not be excluded, but also 
that they may not be excluded from a 
utility ’s revenue requirement. In support 
of its argument, Alaska Rural points to the 
statements of Representative Freeman, a 
sponsor of the amendment to remove "lob­
bying expenses” from the list, who argued 
during debate on the measure:

Mr. Speaker . . .  I am basing my objec­
tion on personal experience  [A d ve r­
tising, . . .  lobbying expenses, [and] char­
itable contributions . . .  these are the sort 
o f things that—especially the lobbying 
and advertising—are ju st part of doing 
business. For instance, if a utility sends 
a man down here to—in connection with 
a bill such as this, that’s lobbying, and I 
ju s t see no reason why you should . . .  a 
public utility especially has to come up 
with money to do business somewhere 
and this is ju s t part of doing business. 
And I see nothing to be gained by put­
ting these kinds of restrictions on a utili­
ty- .

Record of the House Floor Debate on H.C. 
S.S.B. 50 (May 20, 1977). Alaska Rural 
concludes, based upon the foregoing, that 
the history of AS 42.05.381(a) evidences a 
clear legislative intent to allow lobbying 
expenditures as part of a utility’s revenue 
requirement. We do not agree.

The mandatory exclusion provisions of 
AS 45.05.381(a) simply specify certain 
items which the APUC must exclude from 
a u tility ’s revenue requirement. They say 
nothing whatsoever about what the APUC 
may exclude under its general authority to 
establah “just, fa ir and reasonable rates." 
AS 42i)5.141(aK3). The legislative history 
upon which Alaska Rural relies suggests at 
most that the legislature did not intend to 
eliminate the APUC’s discretion to allow 
lobbying expenses if it saw fit to do so. 
Even Bepresentative Freeman’s comments, 
howem-, do not suggest an intent to pro­

hibit the exclusion of such expenses where 
the APUC, in its discretion, determines that 
exclusion is appropriate.

[2] Having found no express or implied 
statutory prohibition on the APUC's ruling, 
we should reverse only if we find that the 
APUC had no reasonable basis for conclud­
ing that it was not “just, fair and reason­
able" for public utilities to charge ratepay­
ers for lobbying activities carried out on 
the utilities' behalf. See Alaska Public 
Utilities Comm'n v. Greater Anchorage 
Area Borough, 534 P.2d 549, 559 (Alaska 
1975) (APUC rate making decisions gener­
ally subject to "reasonable basis" test); 
Kelly v. Zamarello, 486 P.2d 906, 917 
(Alaska 1971) (reasonable basis test should 
be applied in cases "concerning administra­
tive expertise as to either complex subject 
matter or fundamental policy formula­
tions’’).

[3] In reaching its decision on the lobby­
ing expense issue in this case, the APUC 
relied upon several of its earlier decisions 
excluding lobbying expenses. See In re 
Chugach Electric Ass'n, APUC Order No. 
U-81-53 (21)/U-83-57(9)/U-84-13(l) 
(1984); In re Enstar Natural Gas, APUC 
Order No. U-81-101 (1982); In re RCA 
Alaska Communications, APUC Order 
No. U—78—4(33) (1981). In those cases, the 
APUC noted that utility companies, in 
charging their customers for lobbying ac­
tivities, are “presuming to determine with­
out the prior knowledge or consent of 
[their] ratepayers what pending legislation 
is or is not beneficial to them.” In re 
Enstar Natural Gas, U-81-101 at 3. I t  
also noted that the practice of forcing rate­
payers, by virtue of the u tility ’s monopoly 
status, to subsidize political activities with 
which they may not agree, has been reject­
ed by numerous other jurisdictions. See In 
re RCA Alaska Communications, U-78- 
4(33) at 95-96; see also In re Public Ser­
vice Co. of Colorado, 13 P.U.R.4th 40, 58 
(Colo.Pub.Util.Comm’n 1975); In re Wash­
ington Water Power Co., 24 P.U.R.4th 39, 
50 (Idaho Pub.Util.Comm’n 1978); Wash­
ington Utilities and Transportation

7 . S « H . C 5 i . B .  50, am  H , 10 th  Leg ., 1 s t  S e s s .  (M a y  18 ,  19 7 7 ) .
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Comm 'n v. Pacific Northwest Bell Tele­
phone, 26 P.U.R.4th 495, 514 (Wash.Util. & 
Trans.Comm’n 1978). See generally In re 
Southwestern Bell Telephone, 19 P.U. 
R.4th 1, 27-28 (Kansas Slate Corp. Comm’n 
1977) (citing additional authorities). In ac­
cordance with these considerations, the 
APUC concluded that lobbying expenses 
were more appropriately borne by inves­
tors than by ratepayers, and that such ac­
tivities should be financed out of profits 
rather than out of general operating costs.

We believe that the APUC’s decision rep­
resents a logical solution to a d ifficu lt poli­
cy problem, and one which is consistent 
with the general regulatory trend in this 
arena.8 We cannot say that it was without 
any reasonable basis. Nor can we say that 
it was unreasonable for the APUC to opt 
for a per se rule concerning the exclusion 
of lobbying expenses, rather than a case by 
case approach based upon the individual 
merits of each lobbying effort. The latter 
approach was explicitly abandoned by the 
APUC as unworkable because it required 
the Commission to make such "subjective 
and judgmental" decisions as:

Is  the Legislature (or Congress) acting 
wisely in changing existing laws? What 
types of proposed legislation should be 
defeated? Should a u tility be reim­
bursed for meritorious but unsuccessful 
lobbying efforts? How should legisla­
tion beneficial to one u tility ’s ratepayers 
but detrimental to others be treated?

In re Enstar Natural Gas, APUC Order 
No. U-81-101 at 3-4 (1982). We agree
8. In faci. ai least one coun has held (hat it may 

be unconstitutional to force ratepayers to subsi­
dize political or religious activities with which 
thcv do not agree. Cahill v. Public Service 
Comm n. 69 N.Y.2d 265, 513 N.Y.S.2d 656. 657. 
506 N.E.2d 187. 188-89 (N.Y. 1986). cert, denied
—  U.S. , 108 S.Ct. 100, 98 L.Ed.2d 61 (1987)
(plaintiff stated cause of action for violation of 
First Amendment rights based on Public Service 
Commission practice of including charitable 
contributions as pan of a utility's authorized 
expenditures).

9. Neither the APUC nor Homer Electric has 
contested that ponion of the superior coun's
decision which required remand for a determi­
nation of the specific percentage of Alaska Ru­
ral dues attributable to lobbying expenses. We

with the APUC that it would be untenable 
to force that body into a position of having 
to choose between "good" lobbying and 
"bad" lobbying for purposes of establish­
ing a u tility ’s proper revenue requirements. 
Thus, we hold that the APUC acted reason­
ably and within its statutory authority in 
excluding such expenses altogether.*

I I I .  ATTORNEY GENERAL’S 
SERVICES AS AN ELEMENT 

OF COSTS
(4] Alaska Statute 42.05.651(a) grants 

the APUC the authority to allocate among 
the parties, including the Commission it­
self, the costs incurred by the APUC in 
connection with certain rate making pro­
ceedings. In this case, the APUC conclud­
ed that the fees which it was required to 
pay to the Attorney General’s office for the 
use of an assistant attorney general were 
allocable costs within the meaning of AS 
42.05.651(a).10 Accordingly, it assessed 
$482.06 in attorney’s fees against Homer 
Electric, as part of its cost allocation order. 
Homer Electric contests the allocation, ar­
guing that the term "costs," as used in AS 
42.05.651(a), does not include attorney’s 
fees, and that, even if it did, it would not 
include fees paid to assistant attorneys 
general who are statutorily designated as 
legal counsel to the Commission. See AS 
42.05.111.

The APUC concluded, and the superior 
court agreed, that our holding in Amerada 
Hess Pipeline Corp. v. Alaska Public Util­
ities Comm'n, 711 P.2d 1170 (Alaska 1986), 
controls this issue. In Amerada Hess, we

agree with the trial coun's conclusion that the 
arbitrary 509b figure was unsupported by the 
evidence, and we affirm the lower coun’s deci­
sion as to this limited remand.

10. The State Attorney General is designated by 
statute as staff counsel for the Commission. AS 
42.05.111. However, the two assistant attorneys 
general assigned to the APUC are i i fact paid 
for through "reimbursable services agreements." 
under which the Commission pays the Attorney 
General's office some $120,000 per year in ex­
change for its services. Of this figure, the Com­
mission estimates that 46% (or $55,000) of the 
services provided by these assistant attorneys 
general is attributable to hearings and investiga­
tions for which the Commission may recover 
costs under AS 42.05.651.
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held that the term “costs," as used in AS 
42.06.610, includes fees paid to temporary’ 
private counsel retained on a contract basis 
by the APUC in connection with proceed­
ings under the Pipeline Act. We stated: 

We . . .  reject the owners' contention 
that AS 42.06.610 does not authorize the 
allocation of attorney's fees. Pursuant 
to AS 42.06.610, the Commission is au­
thorized to allocate the "costs" of the 
proceeding. The statute provides that 
"costs" include consultants' fees, but it 
nowhere excludes attorney's fees. When 
the legislature uses the term costs, it 
often intends to include attorney's fees. 
See, e.g., AS 09.60.010. The inclusion of 
attorney's fees in the "costs” allocable in 
AS 42.06.610 is consistent both with the 
apparent intent of the legislature to a l­
low the APUC to recoup its costs of 
regulation, and with AS 42.05.141(1) 
which provides that the powers of the 
APUC shall be liberally construed to ac­
complish its stated purposes. Thus, we 
hold that AS 42.06.610 authorizes the 
APUC to allocate the costs incurred in 
hiring temporary legal counsel for a par­
ticular proceeding.

Id. a t 1182 (footnote omitted). Tlie APUC 
points to the similarity in wording between 
AS 42.06.61011 and AS 42.05.651(a),:i and 
argues that there is no reasoned basis upon 
which Amerada Hess can be distinguished 
from the case at bar. I t  concludes, there­
fore, that attorney’s fees, including those 
attributable to the sendees of the Attorney
11. AS 42.06.610(a) provides:

During a proceeding held under this chapter, 
the commission shall allocate the cost of the 
proceeding among the panics, including the 
commission, as is just under the circumstanc­
es. The costs allocated may include the costs 
of any time devoted to investigations or hear­
ings by hired consultants, whether or not the 
consultants appear as witnesses or panici- 
pants. The commission shall provide an op­
portunity for any person objecting to an allo­
cation to be heard before the allocation be­
comes final.

12. S e e  s u p r a  note 3.

13. AS 42.05.111 provides:
(a) The attorney general is legal counsel for 

the commission. The attorney general shall

General, are clearly allocable under the 
statute.

We agree with the APUC that the Amer­
ada Hess rationale is applicable in the con­
text of cost allocations under AS 42.05.- 
651(a). Contrary to the APUC’s assertion, 
however, that decision does not justify the 
cost allocation order entered here. Amera­
da Hess was expressly limited to cost allo­
cations with regard to privately contracted 
"temporary legal counsel." 711 P.2d at 
1181-82. That decision does not suggest 
that the APUC is entitled to be reimbursed 
for the cost of services rendered by the 
Attorney General's office pursuant to its 
statutory duty under AS 42.05.111,13 nor do 
we think that such general overhead ex­
penditures can be reasonably justified as 
an element of "costs" under AS 42.05.- 
651(a).

Alaska Statute 42.05.651(a) provides that 
the APUC is entitled to allocate "costs . . .  
includ ing ] the costs of any time devoted to 
investigation or hearing by hired consul­
tants ... [andj any out-of-pocket expenses 
incurred by the commission in the particu­
lar proceeding." (emphasis added). Under 
traditional principles of ejusdem generis, 
we must lim it the application of the general 
term "costs" to those expenses which are 
sim ilar in nature to the more specific 
terms, "hired consultants" and "out-of- 
pocket expenses." See 2A N. Singer, Suth­
erland Statutory Construction § 47.17 
(Sands 4th ed. 1984). Accordingly, while it 
may be appropriate to allow recovery of 
the state's expenses with regard to private­
ly contracted outside counsel,14 we do not

advise the commission in legal matters arising 
in the discliarge of its duties and represent the 
commission in actions to which it is a party. 
If. in the opinion of the commission, the pub­
lic interest is not adequately represented by 
counsel in a proceeding, the attorney general, 
upon request of the commission, shall repre­
sent (he public interest.

(b) The commission may employ tempo­
rary legal counsel from lime to lime in pro­
ceedings before the commission in which the 
attorney general is representing the public 
interest or a party before the commission.

14. We note that the use of temporary legal 
counsel Is expressly limited by the terms of AS 
42.05.111(b) to those situations in which the 
Attorney General is representing the public in­
terest or a party before the commission.

v. PUBLIC UTIL. COM’N Alaska §79
874 (Alaska 1988)
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think it proper, under this statutory 
scheme, to permit recovery for routine ser­
vices rendered by officers of the state pur­
suant to an explicit statutory mandate.

Under the broad reading suggested by 
the APUC, we can conceive of no state 
expense incurred in connection with APUC 
rate making proceedings which would fall 
outside the scope of the term "costs" under 
AS 42.05.651(a). In our view, the term 
“costs” was never intended to be so broad­
ly construed. Thus, we hold that the 
APUC erred in allocating as part of its 
costs those fees attributable to services 
performed by the Attorney General’s office 
in connection with this proceeding.

IV. 100% COST ALLOCATION TO 
HOMER ELECTRIC

[5] Alaska Statute 42.05.651(a) allows 
the APUC to allocate the costs of rate 
making proceedings “among the parties, 
including the commission, as is ju st under 
the circumstances." In determining wheth­
er an allocation is "just under the circum­
stances," the Commission may consider 
“the results, ability to pay, evidence of 
good faith, other relevant factors and miti­
gating circumstances." AS 42.05.651(a).

In the case at bar, Homer Electric and 
the APUC were the only parties. The 
APUC allocated 100ft of the costs of the 
proceeding to Homer Electric. The pri­
mary justifications offered by the Commis­
sion in support of this result were (1) that 
Homer Electric had a greater ability to pay 
because Homer Electric could pass the 
costs on to its ratepayers, while the APUC 
“must function under budgetary lim ita­
tions," and (2) that, in fairness, “the cost- 
causer should be the cost-payer," and Ho­
mer Electric created these costs by filing 
its ta r iff revisions. We agree with Homer 
Electric that such considerations, by them­
selves,15 are insufficient to justify the allo­
cation in this case.
15. The Commission also noted that "Homer 

Electric was spared the expense of a full eviden­
tiary hearing." However, this consideration is 
essentially neutral in character; the Commis­
sion was equally "spared" such costs. More­
over, AS 42.05.651(a) provides that costs should

In Amerada Hess, 711 P.2d at 1180, we 
upheld the cost allocation scheme estab­
lished under the Pipeline Act against a 
constitutional challenge claiming that the 
statute violated due process by allowing 
the Commission to be a "judge in its own 
cause" as to liability for costs. We stated: 

We conclude that the dual role of the 
APUC as both administrator of its own 
budget and adjudicator of costs does not 
violate state due process if  sufficient 
safeguards exist against APUC’s discre­
tion. In this case, the APUC’s issuance 
of a reasoned decision explaining its cost 
allocation was sufficient safeguard 
against the APUC’s abuse of discretion. 
We can adequately check the APUC's 
exercise of discretion by reviewing a 
decision setting forth the agency's fac­
tual premises and substantive consider­
ations.

Id. (emphasis added). We believe that this 
is an appropriate case in which to act as a 
check on the APUC's discretion.

We do not question the APUC’s general 
authority to determine the appropriate pro­
portion of the costs to be borne by each 
party in a rate making proceeding. How­
ever, we are disturbed by the reasoning of 
the APUC in this case. The factors upon 
which the APUC order is based, i.e., that 
Homer Electric can better pass along its 
costs and that Homer Electric "caused" the 
costs in this proceeding by requesting the 
rate increase, would appear to be present 
in virtua lly every case. Indeed, the 
APUC’s arguments suggest that it may be 
the Commission’s regular policy that utility 
companies bear all costs in rate making 
proceedings. Such a policy is contrary to 
the clear wording of AS 42.05.651(a), which 
allows the Commission to allocate costs 
among the parties " including the commis­
sion." To allow the APUC to base its 
findings as to its own liability upon such 
superficial and recurring grounds would be 
tantamount to interpreting the statute to

be allocated among the panies as is "just," 
whether they are incurred in hearings or inves­
tigations. Thus, the fact that this matter did not 
go to a “full evidentiary hearing" is not control­
ling.
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read that "the commission may allocate 
costs among the parties excluding the 
commission." We think this is inconsist­
ent with the legislature’s intent. Conse­
quently, we reverse the APUC’s cost allo­
cation and remand for further findings as 
to the propriety of a 100ft- cost allocation in 
the case at bar.14

V. CONCLUSION 
The APUC rate-setting order, insofar as 

it relates to the exclusion of lobbying ex­
penses from Homer E lectric’s revenue re­
quirement, is AFFIRMED. In accordance 
with the trial court's earlier order, how­
ever, we REMAND to the superior court 
with instructions to REMAND the matter 
to the APUC for a determination of the 
specific portion of Alaska Rural dues actu­
ally used for lobbying activities.

The APUC cost allocation order is RE­
VERSED and the matter is REMANDED 
to the superior court with instructions to 
REMAND to the APUC with instructions 
that the APUC (1) exclude from its cost 
allocation any fees attributable to services 
performed by the Attorney General’s office 
in connection with this proceeding, and (2) 
make further findings as to the propriety 
of a 100% cost allocation order in this case.

MATTHEWS, Chief Justice, dissenting 
in part.

I agree with the opinion, except as to 
part IV concerning the 100% cost allocation 
to Homer Electric.

APUC gave three reasons in support of 
this allocation:

1. ability to pay, finding that Homer 
Electric had the superior ability since it 
could pass the costs on to the consumer;

2. "that insofar as possible the cost cau­
ser should be the cost payer; i.e. HEA was 
the party whose ta r iff revision generated 
the audit and associated costs in this pro­
ceeding and should be required to bear the 
burden of paying those costs.’’; and
16. We do not mean to suggest that the 100% 

cost allocation is necessarily unjustified. Our 
holding is simply (hat it is an abuse of discre-

3. that "HEA was spared the expense 
of a fu ll evidentiary hearing in this pro­
ceeding."

The expression of the third reason sug­
gests that if the Commission had subjected 
the utility to a full evidentiary hearing and 
was thus responsible for needless addition­
al work, the Commission would not have 
made the 100% allocation.

I t  seems to me that all of these reasons 
are appropriate for consideration and that 
the Commission has expressed grounds 
which suffice to satisfy the “ju s t under the 
circumstances” statutory standard. I 
would therefore affirm the cost allocation.

D a n  ( I k e )  P A R K E R  a n d  P a r k e r  P a v i n g .
I n c . ,  A p p e l l a n t s / C r o s s - A p p e i i e e s ,

v.
N O R T H E R N  M I X I N G  C O M P A N Y ,  C J .  

G u t h r i e ,  D o u g l a s  G u t h r i e ,  a n d  G u t h r i e  
M a c h i n e r y  C o . ,  A p p e l l e e s / C r o s s - A p p e i -  
l a n t s .

N o s .  S - 1 6 6 7 ,  S - 1 7 3 7 .

Supreme Court of Alaska.
May 27. 1988.

Members of de facto partnership own­
ing asphalt plant sued each other over 
proper distribution of assets and losses. 
The Superior Court, Third Judicial District, 
Charles K. Cranston, J., made various find­
ings, rendered an accounting, and issued 
judgment from which all parties appealed. 
The Supreme Court, Rabinowitz, C.J., held 
that: (1) trial court properly found that 
individual who advanced monies to de facto 
partnership was not member of partner­
ship, but was creditor; (2) one partner was 
entitled to partnership contribution for val-

tion for the APUC to enter such an order with­
out a more individualized consideration of the 
facts of the particular case.
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I .  P r e l i m i n a r y  m a t t e r s  

§  1 .  I n t r o d u c t i o n

[ a ]  S c o p e
Ordinarily, the determination of  

w h a t  business expenses are to be in­

curred by  a public utility in its o p e r a­

tions is a matter left within the discre­

tion of the utility's m a n a g e m e n t .  

W h e t h e r  certain types of e x p e n d i­

tures can then b e  classified as " o p e r­

ating expenses" a n d  passed along to 

the utility's ratepayers is a question 

with w h i c h  utility regulatory agencies 

are frequently confronted. In m a n y

1. For present purposes, the term "ad­
vertising” is used broadly and encompas­
ses all forms of advertising by a public 
utility, including, for example, informa­
tional (see § 6, infra) and institutional (see 
§ 7, infra) advertising, as well as advertis-

instances, either the utility or the 

ratepaying public disputes the a g e n­

cy’s response to the question, a n d  

o n e  of the areas o f  contention is 

whether, for ratemaking purposes, e x­

penses incurred by a public utility for 

p r o m o t i o n  or advertising can be in­

cluded u n d e r  "operating costs." T hi s  

annotation collects a n d  analyzes the 

cases in which the courts, in review­

ing agency determinations, have dis­

cussed or determined the propriety, 

for ratemaking purposes, of including 

the utility’s advertising1 or p r o m o ­

tional* expenditures as operating e x­

penses or cost of service.*

ing supporting rate increases (see § 8, 
infra).

2. For present purposes, the term "pro­
motion" includes promotional advertising 
as well as other forms o f promotion.

3. Although this annotation is con-
965
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R e l e v a n t  s t a t u t e s  a r e  c o n s i d e r e d  
h e r e i n  o n l y  i n s o f a r  a s  t h e y  a r e  r e ­
f l e c t e d  b y  r e p o r t e d  c a s e s  w i t h i n  t h e  
s c o p e  o f  t h i s  a n n o t a t i o n ,  a n d  t h i s  
a n n o t a t i o n  d o e s  n o t  p u r p o r t  t o  r e f l e c t  
t h e  c u r r e n t  s t a t u t o r y  l a w  o f  a n y  j u r i s ­
d i c t i o n .  T h e  r e a d e r  i s  c a u t i o n e d  t o  
c o n s u l t  t h e  m o s t  r e c e n t  e n a c t m e n t s  o f  
t h e  p a r t i c u l a r  j u r i s d i c t i o n  i n  w h i c h  h e  
o r  s h e  m a y  b e  i n t e r e s t e d .

[ b ]  R e l a t e d  m a t t e r s
V a l i d i t y  o f  “ f u e l  a d j u s t m e n t ”  o r  

s i m i l a r  c l a u s e s  a u t h o r i z i n g  e l e c t r i c  
u t i l i t y  t o  p a s s  o n  i n c r e a s e d  c o s t  o f  
f u e l  t o  i ts  c u s t o m e r s .  8 3  A L R 3 d  9 3 3 .

C h a r i t a b l e  c o n t r i b u t i o n s  b y  p u b l i c  
u t i l i t v  a s  p a r t  o f  o p e r a t i n g  e x p e n s e .  
5 9  A L R 3 d  9 4 1 .

W h a t  c o n s t i t u t e s  f a l s e ,  m i s l e a d i n g ,  
o r  d e c e p t i v e  a d v e r t i s i n g  o r  p r o m o ­
t i o n a l  p r a c t i c e s  s u b j e c t  t o  a c t i o n  b y  
F e d e r a l  T r a d e  C o m m i s s i o n .  6 5  
A L R 2 d  2 2 5 .

A d e q u a c y ,  a s  r e g a r d s  r i g h t  t o  i n ­
j u n c t i o n ,  o f  o t h e r  r e m e d y  f o r  r e v i e w  
o f  o r d e r  f i x i n g  p u b l i c  u t i l i t v  r a t e s .  8  
A L R 2 d  8 3 9 .

J o i n d e r  o r  r e p r e s e n t a t i o n  o f  s e v e r a l  
c l a i m a n t s  i n  a c t i o n  a g a i n s t  c a r r i e r  o r  
u t i l i t v  t o  r e c o v e r  o v e r c h a r g e .  1 
A L R 2 d  1 6 0 .

V a l i d i t y ,  c o n s t r u c t i o n ,  a n d  a p p l i c a ­
t i o n  o f  J o h n s o n  A c t  ( 2 8  U S C S  
§  1 3 4 2 ) ,  p r o h i b i t i n g  i n t e r f e r e n c e  b y  
F e d e r a l  D i s t r i c t  C o u r t s  w i t h  s t a t e  o r ­
d e r s  a f f e c t i n g  r a t e s  c h a r g e a b l e  b y  
p u b l i c  u t i l i t i e s .  2 8  A L R  F e d  4 2 2 .

c e m e d  with w h eth er  ad vertisin g  o r  p ro ­
m otion a l ex p en d itu res  are a llow ab le , for  
ratem aking p u r p o se s , as part o f  a pub lic  
utility 's o p era tin g  e x p e n se s  or co st o f  
serv ice , cases d e a lin g  w ith w h eth er  certain  
ad vertisin g  o r  p ro m o i'o n a ! practices are 
lega l are n o t w ith in  th e  sc o p e  o f  this 
an n ota tion . F or ca ses in v o lv in g  the q u e s­
tion  o f  what c o n st itu te s  fa lse , m islead in g  
o r  d ecep tiv e  a d v ertis in g  o r  p rom otion a l 
practices su b ject to  a ction  by the F ederal 
966

§  2 .  B a c k g r o u n d ,  s u m m a r y ,  a n d  
c o m m e n t

[ a ]  G e n e r a l l y
A  p u b l i c  s e r v i c e  o r  p u b l i c  u t i l i t y  

c o m m i s s i o n  i s  e s t a b l i s h e d  t o  o v e r s e e  
b u s i n e s s  o p e r a t i o n s  o f  t h e  p u b l i c  u t i l ­
i t i e s  c o m i n g  u n d e r  i t s  j u r i s d i c t i o n .  
O n e  o f  t h e  c o m m i s s i o n ’ s  p r i m a r y  j o b s  
is  t o  d e t e r m i n e  w h a t  r a t e  a  u t i l i t y  m a y  
f i x  f o r  i t s  s e r v i c e s ,  t o  t h e  e n d  t h a t  t h e  
r a t e p a y e r s  w i l l  b e  c h a r g e d  o n l y  a  f a i r  
a n d  r e a s o n a b l e  r a t e  f o r  t h e  u t i l i t y ’ s 
p r o d u c t ,  a n d ,  o n  t h e  o t h e r  h a n d ,  t h a t  
t h e  u t i l i t y ’ s  s t o c k h o l d e r s  w i l l  r e c e i v e  a  
f a i r  a n d  r e a s o n a b l e  r e t u r n  o n  t h e i r  
i n v e s t m e n t .  O n e  o f  t h e  m o r e  t r o u b l e ­
s o m e  a r e a s  c o n f r o n t i n g  a  c o m m i s s i o n  
i s  t h e  d e t e r m i n a t i o n  o f  w h i c h  u t i l i t y  
o p e r a t i o n s  r e a l l y  b e n e f i t  t h e  r a t e p a y ­
e r s  a n d  c a n  t h u s  b e  c h a r g e d  a s  l e g i t i ­
m a t e  b u s i n e s s  e x p e n s e s 4 a n d  f i g u r e d  
i n  t h e  r a t e s  t o  b e  c h a r g e d  f o r  t h e  
u t i l i t y ’ s  p r o d u c t  o r  s e r v i c e ,  a n d  w h i c h  
i n s u r e  s o l e l y  o r  i n  m a j o r  p a r t  t o  t h e  
b e n e f i t  o f  t h e  s t o c k h o l d e r s .  I n  t h e  
l a r g e  c a t a l o g  o f  o p e r a t i n g  e x p e n s e s  
w h i c h  a r e  i n c l u d e d  i n  t h e  c o m p u t a ­
t i o n s  f o r  r a t e m a k i n g  p u r p o s e s ,  a d v e r ­
t i s i n g  e x p e n d i t u r e s  o r d i n a r i l y  c o m e  
w i t h i n  t h e  g e n e r a l  r u l e  t h a t  c o r p o r a t e  
m a n a g e m e n t  s h o u l d  b e  p e r m i t t e d  t o  
c o n t r o l  t h e  a m o u n t  a  u t i l i t y  s p e n d s , ®  
p r o v i d e d  a l w a y s ,  o f  c o u r s e ,  t h a t  t h e  
a d v e r t i s i n g  e n g a g e d  i n  i s  o f  b e n e f i t  t o  
t h e  r a t e p a y e r , *  a n d  t h a t  t h e  a m o u n t  
e x p e n d e d  b y  t h e  u t i l i t y  f o r  a d v e r t i s ­
i n g  i s  w i t h i n  r e a s o n . 7

C o u r t s  h a v e  d e a l t  w i t h  a d v e r t i s i n g

T ra d e  C o m m issio n , s e e  the a n n o ta tio n  at 
65  A L R 2d  2 2 5 .

4. F or  a gen era l d iscu ssio n  o f  a public  
utility 's curren t and  op era tin g  ex p en ses , 
se e  6 4  A m  Ju r  2d , P ub lic  U tilities § 173.

5. § 3 , infra.

6. § 4 [a], infra.

7 . § 4 (b ] , infra.
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e x p e n d i t u r e s  n o t  o n l y  a s  a  g e n e r a l  
c a t e g o r y  o f  o p e r a t i n g  e x p e n s e s , *  b u t  
a l s o  i n  t e r m s  o f  t h e  t y p e  o f  a d v e r t i s ­
i n g  i n v o l v e d .  T h u s ,  e x p e n d i t u r e s  f o r  
p u r e l y  i n f o r m a t i o n a l  a d v e r t i s i n g — i n ­
c l u d i n g  m e t h o d s  o f  c o n s e r v a t i o n —  
h a v e  b e e n  h e l d  p r o p e r l y  a l l o w a b l e  a s  
u t i l i t y  o p e r a t i n g  e x p e n s e s , *  a s  h a v e  
i n s t i t u t i o n a l  a d v e r t i s i n g  e x p e n d i ­
t u r e s , 10 b u t  e x p e n s e s  i n c u r r e d  b y  a  
p u b l i c  u t i l i t y  f o r  a d v e r t i s e m e n t s  i n  a  
c a m p a i g n  t o  i n c r e a s e  t h e  r a t e s  t o  b e  
c h a r g e d  b y  t h e  u t i l i t y ,  o r  t o  e x p l a i n  
w h y  t h e  r a t e  i n c r e a s e  is  n e e d e d ,  h a v e  
n o t  b e e n  a l l o w e d  a s  o p e r a t i n g  c o s t s  
f o r  r a t e m a k i n g  p u r p o s e s . 11

E x p e n d i t u r e s  f o r  p r o m o t i o n a l  p u r ­
p o s e s — b o t h  a d v e r t i s i n g  a n d  o t h e r  
f o r m s  o f  p r o m o t i o n — h a v e  p r e s e n t e d  
e n t i r e l y  d i f f e r e n t  q u e s t i o n s ,  d e p e n d ­
i n g  o n  t h e  t y p e  o f  p r o m o t i o n  u n d e r ­
t a k e n  a n d ,  m o r e  r e c e n t l y ,  u p o n  t h e  
n e c e s s i t y  f o r  c o n c e r n  a b o u t  c o n s e r v a ­
t i o n  o f  r e s o u r c e s .  T h u s ,  i n  s o m e  i n ­
s t a n c e s ,  e x p e n d i t u r e s  f o r  p r o m o t i o n a l  
a d v e r t i s e m e n t s  a n d  p r a c t i c e s  h a v e  
b e e n  a l l o w e d  a s  l e g i t i m a t e  o p e r a t i n g  
e x p e n s e s . 11  b u t  i n  o t h e r  c a s e s ,  s u c h  
o u t l a y s  o f  u t i l i t y  m o n e y s  h a v e  b e e n  
d i s a l l o w e d ,  o r  r e d u c e d  i n  a m o u n t ,  a s  
n o t  c o n s t i t u t i n g  t h e  t y p e  o f  e x p e n s e  
f o r  w h i c h  t h e  u t i l i t y ' s  c u s t o m e r s  
s h o u l d  b e  r e q u i r e d  t o  p a y . 10

T h e  t a s k  s e t  b e f o r e  p u b l i c  u t i l i t y  
c o m m i s s i o n s  is  o n e  o f  r e g u l a t i o n ,  a n d  
n o t  o n e  o f  m a n a g e m e n t .  M a n y  o f  t h e  
r e q u e s t s  f o r  j u d i c i a l  r e v i e w  o f  c o m ­
m i s s i o n  d e c i s i o n s  h a v e  b e e n  b a s e d  o n  
c o n t e n t i o n s  t h a t  t h e  c o m m i s s i o n  h a s

8 . § 5 . infra.

9 . § 6 , infra.

10. § 7 . infra.

11. § 8 , infra.

12. § 9 (a ), infra.

13. § 9 (b ), infra.

14. A state sta tu te  p roh ib itin g  such o r ­
d ers. to  the e ffect that n o  sta te  a g en cv .

u s u r p e d  t h e  p r e r o g a t i v e  o f  m a n a g e ­
m e n t  i n  d e c i d i n g  h o w  t h e  u t i l i t y ’ s  
b u s i n e s s  s h o u l d  b e  r u n .  F o r  e x a m p l e .  
S t a t e  v  O k l a h o m a  G a s  Sc E l e c t r i c  C o .  
( 1 9 7 5 ,  O l d a )  5 3 6  P 2 d  8 8 7 ,  § §  7 ,  9 [ a ] ,  
i n f r a ,  w a s  a n  a p p e a l  f r o m  a  c o m m i s ­
s i o n ' s  o r d e r  p r o h i b i t i n g  p r o m o t i o n a l  
a n d  i n s t i t u t i o n a l  a d v e r t i s i n g  b y  u t i l i ­
t i e s , 14 w h e r e i n  t h e  c o u r t  r u l e d  t h a t  
s u c h  a n  a c t u a l  p r o h i b i t i o n  w a s  a n  
i n v a l i d  i n v a s i o n  o f  t h e  d i s c r e t i o n  r e ­
s e r v e d  t o  c o r p o r a t e  m a n a g e m e n t  o f  
t h e  u t i l i t i e s .

I t  w o u l d  s e e m  t h a t  m a n a g e m e n t  is  
o r d i n a r i l y  p e r m i t t e d  t o  d e t e r m i n e  t h e  
a m o u n t s  t o  b e  e x p e n d e d  b y  a  u t i l i t y  
f o r  i n f o r m a t i o n a l  o r  e d u c a t i o n a l  p r o ­
g r a m s  o r  a d v e r t i s i n g  a n d  s u b s e ­
q u e n t l y  i n c l u d e d  a s  o p e r a t i n g  e x ­
p e n s e s  f o r  r a t e m a k i n g  p u r p o s e s .  I n  
R e  I r o q u o i s  G a s  C o r p .  ( 1 9 7 1 ,  N Y )  9 1  
P U R 3 d  5 1 1 ,  t h e  c o m m i s s i o n  e v e n  
s p o k e  o f  i t s  r e q u i r i n g  t h e  g a s  c o m p a ­
n i e s  l o  m a i n t a i n  s u c h  p r o g r a m s .  I n  
w h a t  a p p e a r s  t o  b e  a  s i n g u l a r  a c t i o n ,  
t h e  c o m m i s s i o n  i n  R e  D .  C .  T r a n s i t  
S y s t e m ,  I n c .  ( 1 9 7 0 ,  W a s h )  8 5  P U R 3 d  
1 ,  m a n d a t e d  a n  i n t e n s i f i e d  i n f o r m a ­
t i o n a l  a d v e r t i s i n g  p r o g r a m  t o  m a i n ­
t a i n  a n d  p r o m o t e  t h e  c o m p a n y ' s  r i d -  
e r s h i p ,  a n d  s e t  f o r t h  t h e  p r o c e d u r e s ,  
i n c l u d i n g  t h e  a m o u n t  t o  b e  p u t  i n  
e s c r o w  f o r  s u c h  a  p r o g r a m ,  t o  b e  
f o l l o w e d  b y  t h e  c o m p a n y  i n  i m p l e ­
m e n t i n g  t h e  c o m m i s s i o n ' s  d e c i s i o n .

W i t h i n  t h e  a r e a  o f  i n f o r m a t i o n a l  
a d v e r t i s i n g  is  a  r e l a t i v e l v  n e w  f i e l d  o f  
c o n s e r v a t i o n a l  a d v e r t i s i n g ,  i n  w h i c h  
t h e  e n e r g y  u t i l i t i e s  a r e  b e i n g  e n c o u r -

board, or  co m m iss io n  m ight lim it or  re ­
str ict th e  right o f  any public u tility  to  
e n g a g e  in  or  p ro m o te  area d e v e lo p m e n t  
o r  to advertise , w as up h eld  as c o n st itu ­
tion a l. and  not an tith etica l to  th e  " co m ­
m o n  w elfare clauses"  o f  th e  U n ited  S ta tes  
and  state co n stitu tio n s, in O h io  Public  
In terest A ction  C rou p , Inc. v P u b lic  U tili­
ties C om . (1975) 4 3  O h io  St 2 d  175. 72  
O h io  O p s 2d  98 . 331 N E 2d  730 .
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a g e d  l o  p a r t i c i p a t e .  F o r  e x a m p l e ,  i n  
W a s h i n g t o n  U t i l i t i e s  &  T r a n s p .  C o m .  
v  P a c i f i c  P o w e r  &  L i g h t  C o .  ( 1 9 7 4 ,  
W a s h )  7  P U R 4 t h  4 7 0 .  t h e  c o m m i s s i o n  
s t a t e d  t h a t  it  w a s  a p p r o p r i a t e  t o  o r d e r  
t h a t  n o  a l l o w a n c e  w o u l d  a t t a c h  t o  
e x p e n d i t u r e s  d e s i g n e d  t o  e n c o u r a g e  
i n c r e a s e d  u s e  o f  e l e c t r i c i t y  f o r  a n y  
p u r p o s e  a n d  t h a t  a l l o w a n c e  w o u l d  b e  
m a d e  o n l y  f o r  e x p e n d i t u r e s  d i r e c t l y  
r e l a t e d  t o  t h e  c o n s e r v a t i o n  o f  e l e c t r i c  
e n e r g y ,  o r  d i r e c t i n g  u s e  t h e r e o f  t o  
o f f - p e a k  p e r i o d s .  A n d  i n  R e  M i c h i g a n  
C o n s o l i d a t e d  G a s  C o .  ( 1 9 7 3 ,  M i c h )  1 
P U R 4 t h  2 2 9 ,  t h e  c o m m i s s i o n  a p ­
p r o v e d  t h e  i n i t i a t i o n  b y  a  g a s  c o m ­
p a n y  o f  a  ' T o n s e r v a t i o n  p r o g r a m  
a i m e d  at  c o n v i n c i n g  i t s  c u s t o m e r s  t o  
i n s u l a t e  t h e i r  h o m e s ,  a n d  d e t e r m i n e d  
t h a t  i t s  c o s t s ,  i n c l u d i n g  t h o s e  i n c u r r e d  
i n  t h e  e m p l o y m e n t  o f  a d v e r t i s i n g  i n  
t h e  m e d i a ,  d i r e c t  m a i l i n g s  t o  c u s t o m ­
e r s ,  u s e  o f  t h e  c o m p a n y ' s  o u t d o o r  
s i g n s  a n d  m e s s a g e  b o a r d s  c a r r i e d  b y  
i t s  v e h i c l e s ,  a n d  t h e  p r e p a r a t i o n  a n d  
d i s t r i b u t i o n  o f  a n  i n f o r m a d o n a l  b o o k ­
l e t .  c o u l d  b e  r e f l e c t e d  i n  t h e  r a t e s  
p r e s c r i b e d  f o r  t h e  c o m p a n y  i n  f u t u r e  
r a t e  c a s e s .  B u t  i t  i s  t o  b e  n o t e d  t h a t  
e v e n  i n  t h i s  a r e a  o f  a d v e r t i s i n g ,  w h i c h  
i s  s t r e s s e d  a s  b e i n g  o f  g r e a t  i m p o r ­
t a n c e  i n  o u r  p r e s e n t  c i r c u m s t a n c e s ,  a i  
l e a s t  o n e  c o m m i s s i o n  s t i l l  g a v e  " r e a ­
s o n a b l e n e s s ”  p r i o r i t y ,  s t a t i n g ,  i n  R e  
P o r t l a n d  G e n e r a l  E l e c t r i c  C o .  ( 1 9 7 4 ,  
O r )  8  P U R 4 t h  3 9 3 ,  t h a t  a n  i n d i v i d u a l  
u t i l i t y  s h o u l d  s p e n d  a  r e a s o n a b l e  
a m o u n t  f o r  c o n s e r v a t i o n  a d v e r t i s i n g ,  
b u t  t h e  a m o u n t  t h e r e o f  m u s t  b e  c o n ­
s i d e r e d  i n  v i e w  o f  t h e  f a c t  t h a t  m u c h  
c o n s e r v a t i o n  a d v e r t i s i n g  i s  n o w  b e i n g  
d o n e  b y  g o v e r n m e n t a l  a g e n c i e s ,  o n  a  
s t a t e  a n d  f e d e r a l  l e v e l ,  a n d  t h a t  t h e  
n e w s  m e d i a  h a v e  p r o v i d e d  m u c h  i n  
t h e  w a y  o f  c o n s e r v a t i o n  i n f o r m a t i o n  
t o  t h e  g e n e r a l  p u b l i c .

T h e  i s s u e  o f  t h e  a l l o w a n c e ,  f o r  
r a t e m a k i n g  p u r p o s e s ,  o f  i n s t i t u t i o n a l  
a d v e r t i s i n g  e x p e n s e s  a s  o p e r a t i n g  
968

c o s t s ,  w a s  f u l l y  d i s c u s s e d  i n  R e  C o n ­
s o l i d a t e d  E d i s o n  C o .  ( 1 9 6 1 )  4 1
P U R 3 d  3 0 5 ,  w h e r e  t h e  c o m m i s s i o n  
a l l o w e d  i n s t i t u t i o n a l  a d v e r t i s i n g  e x ­
p e n s e s  o v e r  t h e  c o n t e n t i o n  t h a t  s u c h  
a d v e r t i s i n g  w a s  a  p r o c e s s  o f  s e l l i n g  
t h e  o r g a n i z a t i o n  a n d  o w n e r s h i p  o f  t h e  
c o m p a n y  t o  i t s  e n v i r o n m e n t ,  a n d  t h a t  
t h e r e f o r e  t h e  s t o c k h o l d e r s ,  n o t  t h e  
r a t e p a y e r s ,  s h o u l d  b e a r  t h e  b u r d e r .  o f  
t h i s  c o n c e i v a b l y  n e c e s s a r y  a n d  p r o p e r  
e x p e n s e .  T h e  c o m m i s s i o n ,  n o t i n g  t h a t  
w h a t  w a s  o f  c o n c e r n  w e r e  a d v e r t i s e ­
m e n t s  w h i c h  w e r e  o b v i o u s l y  d e s i g n e d  
t o  p r o j e c t  a  f a v o r a b l e  i m a g e  o f  t h e  
c o m p a n y  t o  i t s  c u s t o m e r s ,  i t s  e x i s t i n g  
s t o c k h o l d e r s ,  a n d  p o t e n t i a l  i n v e s t o r s ,  
w e n t  o n  t o  e x p l a i n  t h a t  t o  t h e  e x t e n t  
t h a t  s u c h  a d v e r t i s i n g  f o s t e r e d  s o u n d  
c o n s u m e r  r e l a t i o n s  o r  e n c o u r a g e d  
p e o p l e  t o  i n v e s t  i n  t h e  c o m p a n y ,  it 
s e e m e d  c l e a r  t h a t  t h e  c o n s u m e r s ,  a s  
w e l l  a s  t h e  s t o c k h o l d e r s ,  w e r e  u l t i ­
m a t e l y  b e n e f i t e d  t h r o u g h  t h e  l e s s e n ­
i n g  o f  t h e  e x p e n s e  o f  d o i n g  b u s i n e s s .  
T h e  a r g u m e n t  h a d  b e e n  m a d e  t h a t  
i n s t i t u t i o n a l  a d v e r t i s i n g  h a d  p r e v i ­
o u s l y  b e e n  l a r g e l y  c o n s i d e r e d  a s  a n  
i m p r o p e r  c h a r g e  t o  o p e r a t i n g  e x ­
p e n s e s  f o r  r a t e m a k i n g  p u r p o s e s ,  b u t  
t h e  c o m m i s s i o n  p o i n t e d  o u t  t h a t  t h e  
t r e n d  i n  m o d e m  r e g u l a t o r y  d e c i s i o n s  
w a s  t o  a l l o w  s u c h  c h a r g e s  a s  p r o p e r  
f o r  r a t e m a k i n g  p u r p o s e s .  F o r  e x a m ­
p l e ,  t h e  c o m m i s s i o n  s t a t e d ,  t h e  C o m ­
m i t t e e  o n  A c c o u n t s  a n d  S t a t i s t i c s  o f  
t h e  N a t i o n a l  A s s o c i a t i o n  o f  R a i l r o a d  
a n d  U t i l i t y  C o m m i s s i o n e r s  i s s u e d  i t s  
A c c o u n t i n g  I n t e r p r e t a t i o n  E - 1 1 0 ,  
w h e r e i n  i t  s t a t e d  t h a t  n o n p r o m o t i o n a l  
a d v e r t i s i n g  o f  t h e  k i n d  r e f e r r e d  t o  a s  
i n s t i t u t i o n a l  a d v e r t i s i n g — t h e  p u r p o s e  
o f  w h i c h  i s  t o  f o s t e r  g o o d  w i l l —  
s h o u l d  b e  c h a r g e d  t o  O p e r a t i n g  E x ­
p e n s e  A c c o u n t  7 8 7 . 2 — A d v e r t i s i n g .  I n  
a n o t h e r  i n s t a n c e ,  t h e  c o m m i s s i o n  
c o n t i n u e d ,  t h e  F e d e r a l  P o w e r  C o m ­
m i s s i o n  r e v i s e d  i t s  U n i f o r m  S y s t e m  o f  
A c c o u n t s ,  e f f e c t i v e  J a n u a r y  1 ,  1 9 6 1 ,
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t o  p r o v i d e  t h a t  i n s t i t u t i o n a l  a d v e r t i s ­
i n g  o r  g o o d  w i l l  a d v e r t i s i n g  c h a r g e s  
s h o u l d  b e  i n c l u d e d  i n  M i s c e l l a n e o u s  
G e n e r a l  E x p e n s e s ,  a n d  a b o v e - t h e - l i n e  
a c c o u n t ,  w h e r e i n  t h e r e  i s  r e c o r d e d  
c o s t  o f  l a b o r  a n d  e x p e n s e s  i n c u r r e d  
i n  c o n n e c t i o n  w i t h  t h e  g e n e r a l  m a n ­
a g e m e n t  o f  t h e  u t i l i t y  n o t  p r o v i d e d  
f o r  e l s e w h e r e .  A l t h o u g h  a  w i t n e s s  h a d  
o b s e r v e d  t h a t  t h e  F e d e r a l  P o w e r  
C o m m i s s i o n  h a d  i s s u e d  a c c o u n t i n g  
r e g u l a t i o n s  o n l y  a n d ,  t h e r e f o r e ,  i t  d i d  
n o t  n e c e s s a r i l y  f o l l o w  t h a t  t h e  s a m e  
t r e a t m e n t  w o u l d  b e  a d o p t e d  f o r  r a t e -  
m a k i n g  p u r p o s e s ,  t h e  c o m m i s s i o n  
r e a s o n e d  t h a t  i t  d i d  n o t  s e e m  u n r e a ­
s o n a b l e  t o  c o n c l u d e  t h a t  t h e  c o m m i s ­
s i o n  w o u l d  g o  t o  t h e  t r o u b l e  o f  
a m e n d i n g  i t s  s y s t e m  o f  a c c o u n t s  t o  
e x p r e s s l y  i n c l u d e  i n s t i t u t i o n a l  a d v e r ­
t i s i n g  a s  a n  o p e r a t i n g  e x p e n s e  i f  i t  
h a d  a n y  r e s e r v a t i o n  a b o u t  t h e  p r o ­
p r i e t y  o f  i n c l u d i n g  s u c h  e x p e n s e  f o r  
r a t e m a k i n g  p u r p o s e s ,  s i n c e  i t  w a s  o b ­
v i o u s  t h a t  i f  a n y  d o u b t  e x i s t e d ,  t h e  
c o m m i s s i o n  w o u l d  h a v e  d i r e c t e d  t h a t  
s u c h  e x p e n s e  b e  c h a r g e d  b e l o w  t h e  
l i n e .  T h e  c o m m i s s i o n  d e t e r m i n e d  t h a t  
i n  v i e w  o f  t h e  f a c t  t h a t  m a n a g e m e n t  
s h o u l d  b e  p e r m i t t e d  t o  c o n t r o l  a d v e r ­
t i s i n g  e x p e n d i t u r e s  s o  l o n g  a s  t h e y  
a r e  w i t h i n  t h e  l i m i t s  o f  r e a s o n ,  a n d  s o  
l o n g  a s  t h e s e  e x p e n s e s  d o  n o t  e x c e e d  
w h a t  i s  r e a s o n a b l y  n e c e s s a r y  a n d  
p r o p e r  i n  t h e  p a r t i c u l a r  c a s e — a n d  
t h e r e  h a d  b e e n  n o  c o n t e n t i o n  t h a t  t h e  
e x p e n s e s  h e r e i n  w e r e  u n r e a s o n a b l e  
o r  u n n e c e s s a r y — t h e r e  w a s  n o  g r o u n d  
t o  d i s t i n g u i s h  s u c h  c o s t s  f r o m  o t h e r  
n e c e s s a r y  a n d  p r o p e r  e x p e n s e s .

A n  a l m o s t  u n a n i m o u s  f r o n t  i s  p r e ­
s e n t e d  i n  t h e  d i s a l l o w a n c e  a s  o p e r a t ­
i n g  c o s t s  o f  a d v e r t i s i n g  e x p e n s e s  i n ­
c u r r e d  i n  c o n n e c t i o n  w i t h  a t t e m p t s  t o  
g a i n  s u p p o r t  f o r  r a t e  i n c r e a s e s .  T h e  
s t a t e m e n t  b y  t h e  c o u r t  i n  F t .  S m i t h  v  
S o u t h w e s t e r n  B e l l  T e l .  C o . ,  ( 1 9 5 2 )  
2 2 0  Ark 7 0 ,  2 4 7  S W 2 d  4 7 4 ,  §  9 ( a ) ,  
i n f r a ,  t o  t h e  e f f e c t  t h a t  a  q u a s i - j u d i c i a l

b o a r d  h a d  b e e n  c r e a t e d  b y  t h e  s t a t e  
t o  a c t  f o r  t h e  p u b l i c  a n d  f o r  t h e  
u t i l i t i e s ,  a n d  i t s  d e t e r m i n a t i o n s  w e r e  
n o t  t o  b e  i n f l u e n c e d  b y  a p p e a l s  d i ­
r e c t e d  t o  o t h e r  s o u r c e s ,  a n d  t h a t  t h e  
u t i l i t y  m u s t  u s e  a l l  i t s  r e c e i p t s  a s  
t h o u g h  t h e y  w e r e  a  p u b l i c  t r u s t ,  a n d  
r e c e i p t s  m u s t  n o t  b e  d i s s i p a t e d  i n  a n  
e f f o r t  t o  g e t  f u r t h e r  i n c r e a s e s  f r o m  
t h e  p u b l i c ,  s e e m s  a n  a c c u r a t e  s u m ­
m a r y  o f  j u d i c i a l  a n d  q u a s i - j u d i c i a l  a t ­
t i t u d e s  o n  u t i l i t i e s '  a d v e r t i s i n g  c a m ­
p a i g n s  i n  r e l a t i o n  t o  r a t e m a k i n g  
c a s e s .

C o m m i s s i o n s  h a v e  a l m o s t  u n i ­
f o r m l y  d i s a l l o w e d  p r o m o t i o n a l  e x ­
p e n s e s  a s  o p e r a t i n g  c o s t s  f o r  r a t e -  
m a k i n g  p u r p o s e s  w h e r e  t h e  u t i l i t y  
p r a c t i c i n g  s u c h  p r o m o t i o n a l  m e t h o d s  
h a s  a s  m u c h  d e m a n d  o n  i t s  c a p a c i t y  
f o r  s e r v i c e  a s  i t  c a n  h a n d l e .  S e e ,  f o r  
e x a m p l e ,  P u b l i c  U t i l i t i e s  C o m .  v  N e w  
E n g l a n d  T e l .  Sc T e l .  C o .  ( 1 9 4 9 ,  M e )  
8 0  P U R N S  3 9 7 ,  i n  w h i c h  t h e  c o m m i s ­
s i o n  d i s a l l o w e d  a  p o r t i o n  o f  t h e  
a m o u n t  c l a i m e d  a s  a d v e r t i s i n g  e x ­
p e n s e s  b y  t h e  c o m p a n v ,  r e j e c t i n g  t h e  
n e c e s s i t y  o f  t h e  c o m p a n y ’ s s t i m u l a t ­
i n g ,  b y  a d v e r t i s e m e n t s  p u b l i s h e d  a t  
r a t e p a y e r s '  e x p e n s e ,  a n  a l r e a d y  o v e r ­
t a x i n g  d e m a n d  f o r  t e l e p h o n e  s e r v i c e  
w h i c h  h a d  i n  l a r g e  p a r t  p r o d u c e d  t h e  
f i n a n c i a l  d i f f i c u l t y  o f  w h i c h  t h e  c o m ­
p a n y  w a s  c o m p l a i n i n g .  A n d  s e e  a l s o  
R e  N a r r a g a n s e u  E l e c t r i c  C o .  ( 1 9 7 2 ,  
R p  9 3  P U R S d  4 1 7 ,  i n  w h i c h  t h e  c o m ­
m i s s i o n  d e t e r m i n e d  t h a t  a  p r o m o ­
t i o n a l  p r o g r a m  w a s  e n t i r e l y  u n n e c e s ­
s a r y  i n  v j e w  o f  t h e  f a c t  t h a t  t h e  c o m ­
p a n y  h a d  d i f f i c u l t y  i n  h a n d l i n g  t h e  
p e a k  l o a d  u n d e r  t h e  p r e s e n t  s i t u a t i o n .

T h e  a l l o w a n c e  o f  a d v e r t i s i n g  o r  
p r o m o t i o n a l  e x p e n s e s  o f  p u b l i c  u t i l i ­
t i e s  a s  p a r t  o f  o p e r a t i n g  e x p e n s e s  f o r  
r a t e m a k i n g  p u r p o s e s  is  a  q u e s t i o n  
w h i c h  w i l l  p r o b a b l y  c o n f r o n t  c o m m i s ­
s i o n s ,  a n d  c o u r t s ,  f o r  y e a r s  t o  c o m e  
o n  a  c a s e - b y - c a s e  b a s i s .  A l t h o u g h  it  
w o u l d  b e  p e r h a p s  a  b i t  s i m p l i s t i c  t o
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t e s t  e a c h  s i t u a t i o n  b y  t h e  g u i d e l i n e s  
s e t  f o r t h  i n  R e  U t a h  P o w e r  &  L i g h t  
C o .  ( 1 9 5 2 ,  U t a h )  9 5  P U R N S  3 9 0 ,  
s u c h  g u i d e l i n e s  s e e m  t o  s t a t e  t h e  c a s e  
n i c e l y :  t h e  a d v e r t i s i n g  a n d  p r o m o t i o n  
e x p e n s e s  o f  a  c o m p a n y  a r e  c o m ­
p l e t e l y  w i t h i n  t h e  c o n t r o l  o f  m a n a g e ­
m e n t ;  t h e  a m o u n t  t o  b e  s o  e x p e n d e d  
c a n  b e  l a r g e  o r  s m a l l  d e p e n d i n g  o n  
t h e  j u d g m e n t  a n d  d i s c r e t i o n  o f  m a n ­
a g e m e n t ;  i f  t h e  f u l l  a m o u n t  o f  t h i s  
t y p e  o f  e x p e n d i t u r e  i s  t o  b e  a l l o w e d  
a s  a n  o p e r a t i n g  e x p e n s e  i n  t e s t i n g  t h e  
c o m p a n y ’ s n e e d  f o r  a d d i t i o n a l  n e t  
r e v e n u e ,  i t  i s  m o s t  i n c u m b e n t  u p o n  
t h e  m a n a g e m e n t  t h a t  n o  e x p e n d i t u r e s  
b e  m a d e  i n  t h i s  c a t e g o r y  e x c e p t  t h o s e  
s u c h  a s  a r e  r e a s o n a b l y  n e c e s s a r y  t o  
f u l l y  s e r v e  t h e  c u s t o m e r s  o f  t h e  c o m ­
p a n y  a n d  k e e p  t h e  c o m p a n y  i n  c o n ­
t a c t  w i t h  t h e  c o n s u m i n g  p u b l i c  a s  a n  
a l e r t ,  e n e r g e t i c ,  f o r w a r d - l o o k i n g  b u s i ­
n e s s  e n t e r p r i s e  a n d  p u b l i c  s e r v a n t .

[ b ]  P r a c t i c e  p o i n t e r s
C o u n s e l  p r a c t i c i n g  b e f o r e  a  u t i l i t y  

r e g u l a t i n g  a g e n c y  o n  b e h a l f  o f  a  p u b ­
l i c  u t i l i t y  s e e k i n g  a  r a l e  i n c r e a s e  
n e e d s  t o  b e  a w a r e  t h a t  t h e  b u r d e n  o f  
p r o o f  i s  u p o n  t h e  u t i l i t y  t o  e s t a b l i s h  
t h a t  s u c h  a n  i n c r e a s e  i n  r e v e n u e  is  
e s s e n t i a l . 18 A n d  i t  i s  e q u a l l y  t r u e  t h a t  
t h e  o n e  a s s e r t i n g  t h e  e r r o r  o f  t h e  r a t e  
s e t  b y  t h e  c o m m i s s i o n  h a s  t h e  b u r d e n  
o f  p r o v i n g  t h a t  t h e  o r d e r  i s  i n v a l i d  
b e c a u s e  it  i s  u n j u s t  a n d  u n r e a s o n a b l e

15. A p p lica tion  o f  H aw aiian  E lectric C o. 
(1 9 7 5 ) o6  H a w a ii 2 6 0 , 53 5  P 2d  1 102 , 83  
A LR Sd 951 .

16. Fuels R esearch  C ou n cil, Inc. v F ed­
eral P ow er C o m . (1 9 6 7 , C A 7) 37 4  F2d 
8 4 2 .

17. A bill in  eq u ity  to en jo in  e n fo r c e ­
m en t o f  rates was h e ld  in S ou th ern  Bell 
T e l. & T el. C o . v G eorg ia  P ublic Serv ice  
C om . (1948) 2 0 3  G a 8 3 2 , 4 9  SE 2d 3 8 . to 
b e th e  p rop er rem ed y  for a pub lic  utility  
w h o se  rates se t  by th e  co m m iss io n  w ere  
clearly  confiscatory  and  v io la tive  o f  due  
p rocess . It w as th ere  ex p la in ed  that m an-
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i n  i t s  c o n s e q u e n c e s . 11  A l t h o u g h  a  
c o m m i s s i o n  m a y  e x a m i n e  a  u t i l i t y ’ s 
e x p e n s e s  o r  c o s t  o f  s e r v i c e  v e r y  c a r e ­
f u l l y ,  a n d  a l t h o u g h  j u s t i f i c a t i o n  f o r  
l a r g e  o u t l a y s  i s  f r e q u e n d y  r e q u i r e d ,  
a n  a t t o r n e y  f o r  a  u t i l i t y  m a y  b e  a b l e  
t o  p r o v e  h i s  c a s e  b y  s h o w i n g  t h a t  t h e  
p r e s e n t  u t i l i t y  r a t e s  s e t  b y  t h e  c o m ­
m i s s i o n  a r e  c o n f i s c a t o r y , 17 t h a t  u t i l i t y  
i n c o m e  i s  i n s u f f i c i e n t  b o t h  t o  m e e t  
o v e r h e a d  a n d  a l s o  t o  g i v e  a  f a i r  a n d  
r e a s o n a b l e  r e t u r n  t o  t h e  u t i l i t y ’ s 
s t o c k h o l d e r s ,  a n d  t h a t  m a n a g e m e n t  
h a s  h a n d l e d  t h e  u t i l i t y ’ s  a f f a i r s  i n  a  
w i s e  a n d  e f f i c i e n t  m a n n e r  a n d  s t i l l  h a s  
f o u n d  i t s e l f  i n  a  f i n a n c i a l  b i n d .

I f  c o u n s e l  c a n  s h o w  t h e  r e a s o n a b l e ­
n e s s  o f  t h e  a d v e r t i s i n g  e x p e n d i t u r e s  
b y  t h e  u t i l i t y — e i t h e r  b y  a  c o m p a r i s o n  
o f  s u c h  e x p e n s e s  t o  t h o s e  o f  a  s u f f i ­
c i e n t  n u m b e r  o f  u t i l i t i e s  w h o s e  o p e r a ­
t i o n s  a r e  s i m i l a r  i n  s i z e  a n d  t y p e ,  o r  
b y  a  s h o w i n g  t h a t  s u c h  e x p e n s e s  h a v e  
r e m a i n e d  a  c o n s t a n t  p e r c e n t a g e  o f  
t h e  t o t a l  o p e r a t i n g - e x p e n s e  b u d g e t  
o v e r  a  s i g n i f i c a n t  p e r i o d  o f  l i m e — a n d  
t h a t  s u c h  a d v e r t i s i n g  e x p e n d i t u r e s  
w i l l  r e s u l t  i n  b e n e f i t s  t o  t h e  r a t e p a y e r  
a s  w e l l  a s  t o  t h e  s t o c k h o l d e r s ,  h i s  
d e f e n s e  o f  s u c h  i t e m s  w o u l d  s e e m  t o  
b e  s u f f i c i e n t .  A s  t h e  c o u r t  p o i n t e d  o u t  
i n  N e w  E n g l a n d  T e l .  &  T e l .  C o .  v  
D e p a r t m e n t  o f  P u b l i c  U t i l i t i e s  ( 1 9 7 1 )  
3 6 0  M a s s  4 4 3 ,  2 7 5  N E 2 d  4 9 3 ,  5 9  
A L R 3 d  8 9 9 , 18 i n  v i e w  o f  t h e  f a c t  t h a t

d am us was 2 n in ad eq u ate  rem ed y , in  that 
it was n o t  availab le  to  req u ire  p u b lic  offi­
cials (co m m issio n ers) to  ch a n g e  th e ir  ac­
tion  taken in th e  ex erc ise  o f  a d iscretion  
v ested  in  th em  by th e  law , and  that it 
co u ld  m ere ly  require that th e se  officials 
act aga in  in th e  ex erc ise  o f  th is d iscretion  
v ested  in  th em  by law , w hich d iscretion  
w as su b ject to  errors in  its co n c lu s io n s .

For furth er  d iscu ssion  o f  th is q u estio n , 
c o u n s e l’s a tten tion  is drawn to  th e  a n n o ­
tation  at 8  A L R 2d 8 3 9 .

18. § 7, in fra .
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m a n a g e m e n t  s h o u l d  b e  p e r m i t t e d  t o  
c o n t r o l  a d v e r t i s i n g  e x p e n d i t u r e s  a s  
l o n g  a s  t h e y  a r e  w i t h i n  t h e  l i m i t s  o f  
r e a s o n ,  a n d  s o  l o n g  a s  t h e s e  e x p e n s e s  
d o  n o t  e x c e e d  w h a t  is  r e a s o n a b l y  
n e c e s s a r y  a n d  p r o p e r  i n  t h e  p a r t i c u l a r  
c a s e ,  t h e r e  i s  n o  g r o u n d  t o  d i s t i n ­
g u i s h  s u c h  c o s t s  f r o m  o t h e r  n e c e s s a r y  
a n d  p r o p e r  e x p e n s e s .  T h e  c o u r t  e x ­
p l a i n e d  t h a t  t o  t h e  e x t e n t  t h a t  a d v e r ­
t i s i n g  f o s t e r s  s o u n d  c o n s u m e r  r e l a ­
t i o n s  o r  e n c o u r a g e s  p e o p l e  t o  i n v e s t  
i n  a  c o m p a n y ,  i t  i s  c l e a r  t h a t  t h e  
c o n s u m e r s ,  a s  w e l l  a s  t h e  s t o c k h o l d ­
e r s ,  a r e  u l t i m a t e l y  b e n e f i t e d  t h r o u g h  
t h e  l e s s e n i n g  o f  t h e  e x p e n s e  o f  d o i n g  
b u s i n e s s .

I f  c o u n s e l  c a n  s h o w  t h e  e x p e n s e s  i n  
q u e s t i o n  t o  h a v e  b e e n  i n c u r r e d  f o r  
a d v e r t i s i n g  o f  a n  i n f o r m a t i o n a l  n a ­
t u r e ,  s u c h  a s  e l e c t r i c  o r  g a s  u t i l i t y  
a d v e r t i s e m e n t s  d i r e c t e d  t o  e n e r g y  
c o n s e r v a t i o n  a n d  t h e  p r o p e r  u s e  o f  
e n e r g y , 1* o r  c o m m u n i c a t i o n s  u t i l i t y  
a d v e r t i s e m e n t s  r e l a t i n g  t o  t h e  p r o p e r  
u s e  o f  p a r t y  t e l e p h o n e  l i n e s ,  a n d  t h e  
i s s u a n c e  a n d  d i s t r i b u t i o n  of t e l e p h o n e  
d i r e c t o r i e s , *  o r  a d v e r t i s e m e n t s  g i v i n g  
i n f o r m a t i o n  r e g a r d i n g  b e n e f i t s  a v a i l a ­
b l e  t o  p r o s p e c t i v e  u t i l i t y  e m p l o y e e s , 11  
t h e  d e f e n s e  o f  s u c h  i t e m s  o f  e x p e n s e  
w o u l d  s e e m  t o  b e  c o m p l e t e ,  i n a s m u c h  
a s  m o s t  i n f o r m a t i o n a l  a d v e r t i s i n g  i s

19 . S e c , for exam p le . R e N o rth  C a ro ­
lin a  N atural G as C orp. (1 9 7 3 , N C )  9 9  
P U R 3d  237; R e M ichigan C o n so lid a ted  
G as C o. (1 9 7 3 , M i c h )  1 P U R 4th  229; R e  
G a s S erv ice  C o. (1 9 7 4 . M o )  6  P U R 4th  99;  
a n d  W ash in gton  U tilities 8c T ran sp . C o m . 
v Pacific P ow er 8c Light C o . (1 9 7 4 , W ash )  
7  P U R 4th  4 7 0 .

2 0 .  S ou th ern  B ell T e l. Sc T e l. C o . v 
G eo rg ia  Public S erv ice  C om . (1 9 4 8 ) 2 0 3  
G a  8 3 2 , 4 9  SE 2d 38 .

2 1 .  Re N ew  York T e l. C o . (1 9 7 0 , N Y )  
8 4  PU R Sd 321; P ennsylvan ia  P ub lic  U tili­
t ie s  C om . v B ell T e l . 'C o . (1 9 7 1 , Pa) 9 3  
P U R Sd 13.

E ven su ch  advertising  resu lts as ob ta in -

c o n s i d e r e d  b e n e f i c i a l  t o  a  u t i l i t y ’ s c u s ­
t o m e r s .

C o u n s e l  s h o u l d  b e  a w a r e  t h a t  p r o ­
m o t i o n a l  e x p e n s e s  a r e  a  m o r e  c o n t r o ­
v e r s i a l  i t e m  t h a n  a r e  e x p e n s e s  i n c u r ­
r e d  i n  a d v e r t i s i n g  o f  a n  i n f o r m a t i o n a l  
n a t u r e .  H o w e v e r ,  e x p e n s e s  i n c u r r e d  
i n  p r o m o t i o n s  w h i c h  c a n  b e  s h o w n  t o  
h a v e  a d d e d  n e w  c u s t o m e r s  a n d / o r  t o  
h a v e  s o l d  a d d i t i o n a l  s e r v i c e s ,  a n d  
w h i c h  a r e  r e a s o n a b l e  i n  a m o u n t ,  d o  
n o t  s e e m  t o  e n c o u n t e r  m u c h  o p p o s i ­
t i o n . *  B u t  s u c h  p r o m o t i o n a l  e x p e n d i ­
t u r e s  h a v e  b e e n  d i s a l l o w e d  b y  u t i l i t v  
c o m m i s s i o n s  i n  r a t e s e t t i n g  c a s e s  
w h e r e  i t  w a s  o b v i o u s  t h a t  t h e r e  w o u l d  
b e  n o  b e n e f i t  t o  t h e  r a t e p a y e r  f r o m  
s u c h  e x p e n d i t u r e s  m a d e  b y  t h e  u t i l ­
i t y , 23 a n d ,  a s  p o i n t e d  o u t  i n  A p p l i c a ­
t i o n  o f  H a w a i i a n  E l e c t r i c  C o .  ( 1 9 7 5 )  
5 6  H a w a i i  2 6 0 ,  5 3 5  P 2 d  1 1 0 2 .  8 3  
A L R 3 d  9 5 1 ,  §  9 [ b ] ,  i n f r a ,  e x p e n s e s  
i n c u r r e d  f o r  p r o m o t i o n a l  p r a c t i c e s  
w h i c h  t e n d  o n l y  t o w a r d  w a s t e f u l n e s s  
o r  a n  a g g r a v a t i o n  o f  t h e  e n e r g y  c r i s i s  
h a v e  a l s o  r e c e n t l y  b e c o m e  h i g h l y  s u s ­
p e c t .

I n  t h e  a r e a  o f  a t t e m p t i n g  t o  j u s t i f y  
e x p e n s e s  i n c u r r e d  i n  a  u t i l i t y ' s  a d v e r ­
t i s i n g  c a m p a i g n  t o  " e x p l a i n "  i t s  n e e d  
f o r  a d d i t i o n a l  r e v e n u e ,  c o u n s e l  w i l l  
f a c e  a  f o r m i d a b l e  a r r a y  o f  j u d i c i a l  a n d  
q u a s i - j u d i c i a l  o p i n i o n s  r u n n i n g  c o n ­

in g  su ffic ien t n u m b ers o f  new  em p lo y ees  
to  avoid  e x p e n s iv e  overtim e pay. and re ­
d u c in g  th e  cost o f  h an d ling  p u b lic  inquir­
ies , w ere h e ld  in R e  Pacific T e l 8c T e l. C o. 
(1 9 5 4 . C a l )  5 P U R Sd 3 9 6 , to  b e  beneficia l 
to  th e  ratepayer an d  thus th e  c o st  o f  such  
ad v ertis in g  was a llow ed  as an  o p era tin g  
cost.

2 2 .  § 9 [a ] , infra.

2 3 .  § 9 [b ] , infra.
S e c . to  sim ilar effect. R e Pacific T el. 8c 

T e i.  C o. (1 9 7 2 . M o )  9 5  P U R 3d  I; R e  
K ansas G as 8c E lectr ic C o . (1 9 7 2 . K a n )  95  
P U R 3d  247; and  Re P o tom ac Electric 
P ow er C o . (1 9 7 5 . M d )  10 P U R 4th  13.
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t r a .  P e r h a p s  w i t h  s o m e  a d d i t i o n s ,  t h e  
p o i n t s  b r o u g h t  o u t  i n  t h e  d i s s e n t i n g  
o p i n i o n  i n  R e  S o u t h w e s t e r n  B e l l  T e l .  
C o .  ( 1 9 4 9 ,  M o )  7 7  P U R  N S  3 3 ,  m i g h t  
b e  p u t  f o r t h .  T h e r e  i t  w a s  s t a t e d ,  i n  
r e s p e c t  t o  t h e  d i s a l l o w a n c e  o f  a d v e r ­
t i s i n g  e x p e n s e s  i n c u r r e d  i n  c o n n e c ­
t i o n  w i t h  t h e  r a t e  c a s e ,  t h a t  t h i s  a d ­
v e r t i s i n g ,  i n  t h e  f o r m  o f  n e w s p a p e r  
a d v e r t i s e m e n t s ,  p a m p h l e t s ,  a n d  b i l l  
i n s e r t s ,  h a d  b e e n  a  p r o p e r  m e a n s  
w h i c h  t h e  c o m p a n y  e m p l o y e d  t o  i n ­
f o r m  i t s  s u b s c r i b e r s  o f  i t s  n e e d  f o r  
a d d i t i o n a l  m o n e y ;  t h a t  t h e  c o m p a n y  
s h o u l d  h a v e  t h e  r i g h t  t o  p r e s e n t  i t s  
p r o b l e m s  t o  t h e  p u b l i c  u s i n g  i t s  s e r ­
v i c e s :  a n d  t h a t  it  w a s  f a i r  t h a t  t h e  
c o m p a n y  s h o u l d  b e  a l l o w e d  a  r e a s o n ­
a b l e  s u m  f o r  t h i s  p u r p o s e  s o  t h a t  i t s  
c u s t o m e r s  w o u l d  n o t  b e  m i s l e d  b y  
i n f o r m a t i o n  f r o m  l e s s  a u t h o r i t a t i v e  
s o u r c e s .  C o u n s e l  m i g h t  a l s o  n o t e  C i n ­
c i n n a t i  G a s  &  E l e c t r i c  C o .  v  C i n c i n ­
n a t i  ( 1 9 4 8 ,  O h i o )  7 5  P U R  N S  9 7 ,  i n  
w h i c h  i t  w a s  h e l d  r h a t  a d v e r t i s i n g  
e x p e n s e s  i n c u r r e d  b y  a  g a s  a n d  e l e c ­
t r i c  u t i l i t y  i n  p r e s e n t i n g  i t s  c a s e  i n  t h e  
n e w s p a p e r s ,  w h i l e  t h e  q u e s t i o n  o f  
r a t e s  w a s  s t i l l  a  m a t t e r  o f  n e g o t i a t i o n  
w i t h  t h e  C o u n c i l  o f  t h e  c i t y ,  w o u l d  b e  
i n c l u d e d  i n  t h e  c o s t s  o f  s e r v i c e .

T h e  q u e s t i o n  o f  t h e  a l l o w a n c e  o f  
a d v e r t i s i n g  e x p e n s e s  i n c u r r e d  i n  c o n ­
n e c t i o n  w i t h  p o l i t i c a l  i s s u e s ,  s u c h  a s  
p r i v a t e  v e r s u s  g o v e r n m e n t  o w n e r s h i p  
a n d  o p e r a t i o n  o f  p u b l i c  u t i l i t i e s ,  h a s  
b e e n  r e s o l v e d  b y  u t i l i t y  c o m m i s s i o n s  
a g a i n s t  t h e  i n c l u s i o n  o f  s u c h  e x p e n s e s  
a s  o p e r a t i n g  c o s t s  f o r  r a t e m a k i n g  p u r ­
p o s e s ,  a n d  c o u n s e l  s h o u l d  b e  a w a r e  
t h a t  t h e s e  d e c i s i o n s  h a v e  b e e n  m a d e  
b o t h  o n  t h e  m e r i t s  a n d  i n  a c c o u n t i n g  
p r o c e d u r e  d e t e r m i n a t i o n s .  D e t e r m i ­
n a t i o n s  o n  t h e  m e r i t s  h a v e ,  f o r  t h e  
m o s t  p a r t ,  b e e n  m a d e  i n  s i t u a t i o n s  
i n v o l v i n g  c o n t r i b u t i o n s  b y  a  l o c a l  u t i l ­

i t y  t o  a  n a t i o n a l  a d v e r t i s i n g  c a m ­
p a i g n . * 4 T h e  F e d e r a l  P o w e r  C o m m i s ­
s i o n ’ s  d e c i s i o n  i n  R e  A l a b a m a  P o w e r  
C o .  ( 1 9 5 9 )  2 2  F P C  7 2 ,  2 9  P U R S d  
2 0 9 ,  s e t  f o r t h  t h e  s i t u a t i o n  w i t h  r e ­
g a r d  t o  s u c h  e x p e n d i t u r e s  i n  t h e  a c ­
c o u n t i n g  c o n t e x t ,  a n d  d i s t i n g u i s h e d  
b e t w e e n  t h o s e  a d v e r t i s i n g  e x p e n s e s  
t o  b e  c h a r g e d  t o  a n  a b o v e - t h e - l i n e  
a d v e r t i s i n g  a c c o u n t  a n d  t h o s e  t o  b e  
c h a r g e d  t o  b e l o w - t h e - l i n e  a c c o u n t s .  
T h e  c o m m i s s i o n  r u l e d  t h a t  n o n p r o -  
m o t i o n a l  a d v e r t i s i n g  o f  t h e  t y p e  
s o m e t i m e s  r e f e r r e d  t o  a s  i n s t i t u i i o n a l  
a d v e r t i s i n g  o r  a s  g o o d  w i l l  a d v e r t i s ­
i n g ,  t h e  p u r p o s e  o f  w h i c h  i s  t o  f o s t e r  
a n d  m a i n t a i n  p u b l i c  g o o d  w i l l  r a t h e r  
t h a n  b e i n g  i n t e n d e d  f o r  a n y  i m m e d i ­
a t e  a n d  d i r e c t  p r o m o t i o n  o f  s a l e s  o f  
e l e c t r i c i t y  o r  a p p l i a n c e s ,  s h o u l d  b e  
c h a r g e d  t o  a c c o u n t  n u m b e r  7 8 7 . 2 ,  
A d v e r t i s i n g ;  h o w e v e r ,  A c c o u n t  5 3 8 ,  
M i s c e l l a n e o u s  I n c o m e  D e d u c t i o n s ,  
s h o u l d  b e  c h a r g e d  w i t h  t h e  c o s t  o f  
a n y  a d v e r t i s i n g  d o n e  f o r  t h e  p u r p o s e  
o f  i n f l u e n c i n g  p u b l i c  o p i n i o n  a s  t o  
t h e  e l e c t i o n  o f  p u b l i c  o f f i c e r s ,  r e f e r ­
e n d a ,  p r o p o s e d  l e g i s l a t i o n ,  p r o p o s e d  
o r d i n a n c e s ,  r e p e a l  o f  e x i s t i n g  l a w s  o r  
o r d i n a n c e s ,  a n d  a p p r o v a l  o r  r e v o c a ­
t i o n  o f  f r a n c h i s e s ,  o r  f o r  t h e  p u r p o s e  
o f  i n f l u e n c i n g  d e c i s i o n s  o f  p u b l i c  o f f i ­
c e r s .  o r  o f  a n y  a d v e r t i s i n g  h a v i n g  a n y  
d i r e c t  o r  i n d i r e c t  r e l a t i o n s h i p  t o  p o l i t ­
i c a l  m a t t e r s .  T h e  c o m m i s s i o n  e x ­
p l a i n e d  t h a t  t h e  7 0 0  a n d  8 0 0  s e r i e s  o f  
a c c o u n t s  i n v o l v e d  o p e r a t i n g  e x p e n s e s  
c h a r g e d  a g a i n s t  e l e c t r i c  r e v e n u e s  n o r ­
m a l l y  c o l l e c t e d  f r o m  t h e  r a t e p a y e r  ( i n  
t h e  l a n g u a g e  o f  a c c o u n t a n c y ,  s u c h  
i t e m s  a r e  c l a s s i f i e d  " a b o v e  t h e  l i n e " ) ,  
w h i l e  a c c o u n t  5 3 8  i n v o l v e d  i n c o m e  
d e d u c t i o n s  w h i c h ,  b e i n g  c h a r g e d  
a g a i n s t  g e n e r a l  c o r p o r a t e  i n c o m e ,  
m o r e  d i r e c t l y  a f f e c t e d  t h e  s h a r e h o l d ­
e r s .  ( S u c h  i t e m s  a r e  r e f e r r e d  t o  a s

2 4 . S e e , for  ex a m p le . R e C o n su m ers and  R e Pacific P ow er & L ight C o . (1 9 6 0 ,  
P ow er C o . (1 9 5 9 . M ich ) 2 9  P U R 3d 133 , O r) 34 P U R 3d  3 6 .
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“ b e l o w  t h e  l i n e . " )  T h e  c o m m i s s i o n  
e m p h a s i z e d ,  h o w e v e r ,  t h a t  t h i s  p r o ­
c e e d i n g  d e a l t  o n l y  w i t h  t h e  c l a s s i f i c a ­
t i o n  o f  c e r t a i n  e x p e n d i t u r e s  f o r  a c ­
c o u n t i n g  p u r p o s e s ,  a n d  t h a t  t h e  d i ­
r e c t i v e  r e q u i r i n g  p o l i t i c a l  a d v e r t i s i n g  
t o  b e  i n  a c c o u n t  n u m b e r  5 3 8  d i d  n o t  
d e c i d e  i t s  f i n a l  d i s p o s i t i o n  f o r  r a t e  
p u r p o s e s .

I I .  G e n e r a l  c o n s i d e r a t i o n s

§  3 .  G e n e r a l  r u l e  t h a t  c o r p o r a t e  
m a n a g e m e n t  s h o u l d  b e  p e r m i t ­
t e d  t o  c o n t r o l  a m o u n t  o f  a d v e r ­
t i s i n g  e x p e n s e s

I n  t h e  f o l l o w i n g  c a s e s  i n v o l v i n g  t h e  
p r o p r i e t y  o f  a l l o w i n g  a d v e r t i s i n g  o r  
p r o m o t i o n a l  e x p e n s e s  i n c u r r e d  b y  a  
p u b l i c  u t i l i t y  t o  b e  i n c l u d e d  i n  o p e r a t ­
i n g  e x p e n s e s  f o r  r a t e m a k i n g  p u r ­
p o s e s ,  t h e  c o u r t s  r e c o g n i z e d  t h e  g e n ­
e r a l  r u l e  t h a t  c o r p o r a t e  m a n a g e m e n t  
s h o u l d  b e  p e r m i t t e d  t o  c o n t r o l  t h e  
a m o u n t  o f  a d v e r t i s i n g  e x p e n s e s  i n c u r ­
r e d  b y  t h e  u t i l i t y .

G o o d  f a i t h  i s  t o  b e  p r e s u m e d  o n  
t h e  p a r t  o f  t h e  m a n a g e r s  o f  a  b u s i ­
n e s s ,  a n d  i n  t h e  a b s e n c e  o f  a  s h o w i n g  
o f  i n e f f i c i e n c y  o r  i m p r o v i d e n c e ,  a  
c o u r t  w i l l  n o t  s u b s t i t u t e  i t s  j u d g m e n t  
f o r  t h e i r s  a s  t o  t h e  m e a s u r e  o f  a  
p r u d e n t  o u t l a y ,  t h e  c o u r t ,  s p e a k i n g  t o  
t h e  i s s u e  o f  t h e  a l l o w a b i l i t y  o f  p r o m o ­
t i o n  e x p e n s e s  f o r  r a t e m a k i n g  p u r ­
p o s e s ,  o b s e r v e d  i n  W e s t  O h i o  G a s  
C o .  v  P u b l i c  U t i l i t i e s  C o m .  ( 1 9 3 5 )  
2 9 4  U S  6 3 ,  7 9  L  E d  7 6 1 ,  5 5  S  C t  
3 1 6 .

S e e  T r a n s  W o r l d  A i r l i n e s ,  I n c .  v  
C i v i l  A e r o n a u t i c s  B o a r d  ( 1 9 6 7 )  1 2 8  
A p p  D C  1 2 6 ,  3 8 5  F 2 d  6 4 8 ,  c e r t  d e n  
3 9 0  U S  9 4 4 ,  1 9  L  E d  2 d  1 1 3 3 ,  8 8  S  
C t  1 0 2 9 ,  a n  a p p e a l  f r o m  a  f i n a l  s u b ­
s i d y  m a i l  r a t e  d e t e r m i n a t i o n ,  i n  w h i c h  
t h e  c o u r t ,  r e f e r r i n g  t o  c e r t a i n  s e l l i n g  
e x p e n s e s ,  n o t e d  t h e  p r i n c i p l e  t h a t  
g o o d  f a i t h  i s  p r e s u m e d  o n  t h e  p a r t  o f  
t h e  m a n a g e r s  o f  a  b u s i n e s s  r e g u l a t e d

b y  t h e  g o v e r n m e n t ,  a n d  t h a t — i n  t h e  
a b s e n c e  o f  a  s h o w i n g  o f  i n e f f i c i e n c y  
o r  i m p r o v i d e n c e — t h e i r  j u d g m e n t  o n  
p r u d e n t  o u t l a y  i s  n o t  t o  b e  s e t  a s i d e  
b y  a  c o m m i s s i o n  r e g u l a t i n g  r a t e s .

P u b l i c  r e g u l a t i o n  m u s t  n o t  s u p p l a n t  
p r i v a t e  m a n a g e m e n t ,  t h e  c o u r t  n o t e d  
i n  S o u t h e r n  B e l l  T e l .  &  T e l .  C o .  v  
G e o r g i a  P u b l i c  S e r v i c e  C o m .  ( 1 9 4 8 )  
2 0 3  G a  8 3 2 ,  4 9  S E 2 d  3 8 .  r e i n s t a t i n g  
t h e  a d v e r t i s i n g  e x p e n s e  i t e m  t h e  c o m ­
m i s s i o n  h a d  d i s a l l o w e d .

T h e  p r o p r i e t y  o f  s p e n d i n g  m o n e y  
f o r  a d v e r t i s i n g  t h e  w a r e s  o f  a  u t i l i t y  i s  
f o r  t h e  o w n e r s  t o  d e t e r m i n e ,  t h e  
c o u r t  p o i n t e d  o u t  i n  W i c h i t a  G a s  C o .  
v  P u b l i c  S e r v i c e  C o m .  ( 1 9 3 0 ,  D C  
K a n )  3  F  S u p p  7 2 2 .

I n  v i e w  of t h e  f a c t  t h a t  t h e  c o m m i s ­
s i o n  w a s  o f  t h e  o p i n i o n  t h a t  m a n a g e ­
m e n t  s h o u l d  b e  p e r m i t t e d  t o  c o n t r o l  
a d v e r t i s i n g  e x p e n s e s  a s  l o n g  a s  t h e y  
a r e  w i t h i n  t h e  l i m i t s  o f  r e a s o n ,  t h e  
e x p e n s e s  i n c u r r e d  t h e r e f o r  w o u l d  b e  
a l l o w e d ,  t h e  c o u r t  e x p l a i n e d  i n  S t a t e  
e x  r e l .  D y e r  v  P u b l i c  S e r v i c e  C o m .  
( 1 9 6 0 ,  M o )  3 4 1  S W 2 d  7 9 5 ,  c e r t  d e n  
3 6 6  U S  9 2 4 ,  6  L  E d  2 d  3 8 4 .  8 1  S  C t  
1 3 5 1 .

T h i s  i s  a  f i e l d  i n  w h i c h  m a n a g e ­
m e n t  m u s t  b e  a l l o w e d  s o m e  d i s c r e ­
t i o n ,  w i t h i n  t h e  b o u n d s  o f  g o o d  f a i t h  
a n d  p r u d e n t  j u d g m e n t ,  t h e  c o u r t  
n o t e d  i n  P u b l i c  S e r v i c e  C o .  v  S t a t e  
( 1 9 5 9 )  1 0 2  N H  1 5 0 ,  1 5 3  A 2 d  8 0 1 ,  i n  
s p e a k i n g  o f  t h e  a m o u n t  c l a i m e d  f o r  
p r o m o t i o n .

S e e  S t a t e  v  O k l a h o m a  G a s  &  E l e c ­
t r i c  C o .  ( 1 9 7 5 ,  O k l a )  5 3 6  P 2 d  8 8 7 ,  a n  
a p p e a l  f r o m  a  c o m m i s s i o n  o r d e r  p r o ­
h i b i t i n g  p u b l i c  u t i l i t i e s  f r o m  m a k i n g  
e x p e n d i t u r e s  f o r  p r o m o t i o n a l  a d v e r ­
t i s e m e n t s ,  i n  w h i c h  t h e  c o u r t  p o i n t e d  
o u t  t h a t  a t t e m p t s  t o  d i s a l l o w  p r o m o ­
t i o n a l  e x p e n d i t u r e s  a s  o p e r a t i n g  e x ­
p e n s e s  f o r  r a t e m a k i n g  p u r p o s e s  h a d  
b e e n  h e l d  t o  c o n s t i t u t e  a n  i n v a s i o n  o f  
t h e  d i s c r e t i o n  r e s e r v e d  t o  c o r p o r a t e  
m a n a g e m e n t  i f  t h e  e x p e n d i t u r e s  w e r e
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d e s i g n e d  t o  p r o d u c e  u l t i m a t e  b e n e f i t s  
t o  e v e r y  c u s t o m e r  a n d  w e r e  n o t  e x ­
c e s s i v e  o r  u n w a r r a n t e d .

T h e  f u n c t i o n  o f  a  p u b l i c  s e r v i c e  
c o m m i s s i o n  is  t h a t  o f  c o n t r o l  a n d  n o t  
o f  m a n a g e m e n t ,  a n d  r e g u l a t i o n
s h o u l d  n o t  o b t r u d e  i t s e l f  i n t o  t h e  
p l a c e  o f  m a n a g e m e n t ,  t h e  c o u r t  
p o i n t e d  o u t  i n  c o n s i d e r i n g  t h e  c o m ­
m i s s i o n ’ s  a c t i o n  i n  r e g a r d  t o  p r o m o ­
t i o n a l  e x p e n s e s  o f  t h e  u t i l i t y  i n  P e ­
t i t i o n  o f  N e w  E n g l a n d  T e l .  8c T e l .  C o .
( 1 9 4 9 )  1 1 5  V t  4 9 4 ,  6 6  A 2 d  1 3 5 .  T h e  
c o u r t  d e c l a r e d  t h a t  t h i s  r u l e  i s  r e c o g ­
n i z e d  i n  a l l  o f  t h e  c a s e s .  T h e  c o u r t  
a l s o  n o t e d  t h a t  t h e  m a t t e r  o f  a d v e r t i s ­
i n g  e x p e n s e s  c a l l e d  f o r  t h e  e x e r c i s e  o f  

j u d g m e n t  o n  t h e  p a r t  o f  t h e  m a n a g e ­
m e n t  o f  t h e  c o m p a n y  a n d  t h a t  g o o d  
f a i t h  o n  i t s  p a r t  w a s  t o  b e  p r e s u m e d .

§  4 .  F a c t o r s  c o n s i d e r e d  b y  c o u r t  i n  
a p p l i c a t i o n  o f  r u l e

[ a ]  I s  a d v e r t i s i n g  b e n e f i c i a l  t o  r a t e ­
p a y e r ?

I n  t h e  f o l l o w i n g  c a s e s  i n v o l v i n g  t h e  
p r o p r i e t y  o f  a l l o w i n g  a d v e r t i s i n g  o r  
p r o m o t i o n a l  e x p e n s e s  i n c u r r e d  b y  a  
p u b l i c  u t i l i t y  t o  b e  i n c l u d e d  i n  o p e r a t ­
i n g  e x p e n s e s  f o r  r a t e m a k i n g  p u r ­
p o s e s .  t h e  c o u r t s  r e c o g n i z e d  t h a t  o n e  
o f  t h e  f a c t o r s  t o  b e  c o n s i d e r e d  i n  
d e t e r m i n i n g  w h e t h e r  t h e  c o m p a n y ’ s  
f i g u r e s  o n  s u c h  e x p e n s e s  s h o u l d  b e  
a l l o w e d ,  r e d u c e d ,  o r  d i s a l l o w e d  a s  
p a r t  o f  t h e  o p e r a t i n g  e x p e n s e s  w a s  
w h e t h e r  o r  n o t  t h e  a d v e r t i s i n g  e n ­
g a g e d  i n  b y  t h e  p u b l i c  u t i l i t y  b e n e ­
f i t e d  t h e  r a t e p a y e r .

I n  E l  D o r a d o  v  A r k a n s a s  P u b l i c  
S e r v i c e  C o m .  ( 1 9 6 2 )  2 3 5  A r k  8 1 2 ,  
3 6 2  S W 2 d  6 8 0 ,  a  m i n i m u m  g a s  s e r ­
v i c e  c h a r g e  c a s e ,  t h e  c o u r t  s t a t e d ,  i n  
e f f e c t ,  t h a t  a d v e r t i s i n g  c o u l d  b e  
c h a r g e d  t o  u t i l i t y  e x p e n s e s  w h e r e  i n ­
c r e a s e s  i n  s a l e s  r e s u l t i n g  t h e r e f r o m  
w o u l d  l e n d  t o  l o w e r  t h e  p r i c e  p a i d  b y  
c o n s u m e r s .

E x p e n d i t u r e s  f o r  a d v e r t i s i n g  w h i c h  
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d i d  n o t  b e n e f i t  t h e  r a t e p a y e r  w e r e  
d i s a l l o w e d  a s  o p e r a t i n g  e x p e n s e s  i n  
A p p l i c a t i o n  o f  H a w a i i a n  E l e c t r i c  C o .  
( 1 9 7 5 )  5 6  H a w a i i  2 6 0 ,  5 3 5  P 2 d  1 1 0 2 ,  
8 3  A L R 3 d  9 5 1 ,  w h e r e  t h e  c o u r t  
n o t e d  t h a t  o n e  o f  t h e  p r i m a r y  f a c t o r s  
w h i c h  t h e  c o m m i s s i o n  m u s t  t a k e  i n t o  
c o n s i d e r a t i o n  w h e n  i t  f i x e s  r a t e s  i s  
f a i r n e s s  t o  t h e  r a t e p a y e r .

A d v e r t i s i n g  e x p e n s e s  i n c u r r e d  b y  
t h e  c o m p a n y  a n d  a l l o w e d  a s  a d m i n i s ­
t r a t i v e  c o s t s  b y  t h e  c o m m i s s i o n  w o u l d  
n o t  b e  d i s a l l o w e d  o n  a p p e a l ,  w h e r e  
t h e  c o m m i s s i o n  h a d  b e e n  u n a b l e  t o  
f i n d  t h a t  s u c h  a d v e r t i s i n g  w o u l d  n o t  
r e s u l t  i n  b e n e f i t  t o  t h e  r a t e p a y e r s ,  t h e  
c o u r t  n o t e d  i n  S t a t e  e x  r e l .  D y e r  v  
P u b l i c  S e r v i c e  C o m .  ( 1 9 6 0 ,  M o )  3 4 1  
S W 2 d  7 9 5 ,  c e r t  d e n  3 6 6  U S  9 2 4 ,  6  L  
E d  2 d  3 8 4 ,  8 1  S  C t  1 3 5 1 .

S e e  S t a t e  v  O k l a h o m a  G a s  &c E l e c ­
t r i c  C o .  ( 1 9 7 5 ,  O k i a )  5 3 6  P 2 d  8 8 7 ,  a n  
a p p e a l  f r o m  a n  o r d e r  o f  t h e  c o r p o r a ­
t i o n  c o m m i s s i o n  p r o h i b i t i n g  p u b l i c  
u t i l i t i e s  f r o m  m a k i n g  e x p e n d i t u r e s  f o r  
i n s t i t u t i o n a l  a d v e r t i s i n g ,  p r o m o t i o n a l  
a d v e r t i s i n g ,  a n d  p r o m o t i o n a l  p r a c ­
t i c e s ,  i n  w h i c h  t h e  c o u r t  d e c l a r e d  t h a t  
t h e  c o m m i s s i o n  m i g h t  d i s a l l o w  a n y  
i n s t i t u t i o n a l  a d v e r t i s i n g  e x p e n d i t u r e s  
f r o m  o p e r a t i n g  e x p e n s e s  f o r  r a t e m a k ­
i n g  p u r p o s e s  u n l e s s  t h e  u t i l i t y  e s t a b ­
l i s h e d  t h a t  s u c h  e x p e n d i t u r e s  b e n e ­
f i t e d  a l l  r a t e p a y e r s .

[ b ]  I s  a d v e r t i s i n g  e x p e n s e  r e a s o n a ­
b l e ?

I n  t h e  f o l l o w i n g  c a s e s  i n v o l v i n g  t h e  
p r o p r i e t y  o f  a l l o w i n g  a d v e r t i s i n g  o r  
p r o m o t i o n a l  e x p e n s e s  i n c u r r e d  b y  a  
p u b l i c  u t i l i t y  t o  b e  i n c l u d e d  i n  o p e r a t ­
i n g  e x p e n s e s  f o r  r a t e m a k i n g  p u r ­
p o s e s .  t h e  c o u r t s  r e c o g n i z e d  t h a t  o n e  
o f  t h e  f a c t o r s  t o  b e  c o n s i d e r e d  i n  
d e t e r m i n i n g  w h e t h e r  t h e  c o m p a n y ’ s 
f i g u r e s  o n  s u c h  e x p e n s e s  s h o u l d  b e  
a l l o w e d ,  r e d u c e d ,  o r  d i s a l l o w e d  a s  
p a r t  o f  t h e  o p e r a t i n g  e x p e n s e s  w a s  
w h e t h e r  t h e  a m o u n t  e x p e n d e d  b y  t h e
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u t i l i t y  f o r  a d v e r t i s i n g  a n d  p r o m o t i o n s  
w a s  r e a s o n a b l e .

T h e  c o u r t  n o t e d  i n  W e s t  O h i o  G a s  
C o .  v  P u b l i c  U t i l i t i e s  C o m .  ( 1 9 3 5 )  
2 9 4  U S  6 3 .  7 9  L  E d  7 6 1 .  5 5  S  C t  
3 1 6 ,  t h a t  w i t h i n  t h e  l i m i t s  o f  r e a s o n ,  
a d v e r t i s i n g  o r  d e v e l o p m e n t  e x p e n s e s  
t o  f o s t e r  n o r m a l  g r o w t h  a r e  l e g i t i ­
m a t e  c h a r g e s  u p o n  i n c o m e  f o r  r a t e  
p u r p o s e s  a s  f o r  o t h e r s .

A d v e r t i s i n g  e x p e n s e s  w e r e  a l l o w e d  
w h e r e  t h e y  h a d  n o t  b e e n  “ e x c e s s i v e  
n o r  d e e m e d  i m p r o p e r , ”  i n  I l l i n o i s  
B e l l  T e l .  C o .  v  I l l i n o i s  C o m m e r c e  
C o m .  ( 1 9 7 3 )  5 5  1 1 1  2 d  4 6 1 ,  3 0 3  N E 2 d  
3 6 4 .

T h e  c o u r t  e x p l a i n e d  i n  P e o p l e s  G a s  
L i g h t  & C o k e  C o .  v  S l a t t e r y  ( 1 9 3 9 )  
3 7 3  111 3 1 ,  2 5  N E 2 d  4 8 2 ,  a p p  d i s m d  
3 0 9  U S  6 3 4 ,  8 4  L  E d  9 9 1 .  6 0  S  C t  
7 2 4 ,  t h a t  o r d i n a r i l y ,  i n  t h e  a b s e n c e  o f  
a  s h o w i n g  o f  i n e f f i c i e n c y  o r  i m p r o v i ­
d e n c e ,  t h e  c o u r t  w i l l  n o t  s u b s t i t u t e  i t s  

j u d g m e n t  f o r  t h e  m a n a g e m e n t ’ s  j u d g ­
m e n t  a s  t o  t h e  a m o u n t  o f  o u t l a y  e x ­
p e n d e d  i n  p r o c u r i n g  n e w  b u s i n e s s  o r  
i n  h o l d i n g  b u s i n e s s  a l r e a d y  o b t a i n e d .

W h e r e  t h e  m e t h o d  u s e d  t o  i n c r e a s e  
b u s i n e s s  i s  a p p r o p r i a t e ,  t h e  a m o u n t  
e x p e n d e d  f o r  t h e  a d v e r t i s i n g  i s  r e a ­
s o n a b l e ,  a n d  t h e  r e s u l t s  j u s t i f y  t h e  
e x p e n d i t u r e ,  s u c h  e x p e n s e s  a r e  n e c e s ­
s a r y  o p e r a t i n g  e x p e n s e s ,  t h e  c o u r t  
e x p l a i n e d  i n  W i c h i t a  G a s  C o .  v  P u b l i c  
S e r v i c e  C o m .  ( 1 9 3 0 ,  D C  K a n )  3  F  
S u p p  7 2 2 .

T h e  q u e s t i o n  is  w h e t h e r  i t  c l e a r l y  
a p p e a r s  t h a t  t h e  a d v e r t i s i n g  e x p e n s e s  
a r e  e x c e s s i v e  o r  u n w a r r a n t e d ,  t h e  
c o u r t  p o i n t e d  o u t  i n  C e n t r a l  M a i n e  
P o w e r  C o .  v  P u b l i c  U t i l i t i e s  C o m .  
( 1 9 5 7 )  1 5 3  Me 2 2 8 ,  1 3 6  A 2 d  7 2 6 .

P r o m o t i o n a l  e x p e n s e s  s h o u l d  h a v e  
b e e n  a l l o w e d  a s  o p e r a t i o n a l  c o s t s ,  t h e  
c o u r t  d e c l a r e d  i n  S t a t e  e x  r e l .  N o r t h  
C a r o l i n a  U t i l i t i e s  C o m .  v  P i e d m o n t  
N a t u r a l  G a s  C o .  ( 1 9 6 1 )  2 5 4  N C  5 3 6 ,
1 1 9  S E 2 d  4 6 9 ,  w h e r e  t h e  c o m m i s s i o n

h a d  u s e d  a n  u n r e a s o n a b l e  s t a n d a r d  o f  
c o m p a r i s o n  i n  d i s a l l o w i n g  t h e  e x ­
p e n d i t u r e s .  a n d  h a d  o t h e r w i s e  f o u n d  
t h e  c o m p a n y ’ s  m a n a g e m e n t  t o  b e  r e a ­
s o n a b l e  a n d  o f  h i g h  q u a l i t y .

I n  C o l u m b u s  v  P u b l i c  U t i l i t i e s  
C o m .  ( 1 9 5 0 )  1 5 4  O h i o  S t  1 0 7 ,  4 2  
O h i o  O p s  1 8 6 .  9 3  N E 2 d  6 9 3  ( o v r l d  
o n  o t h e r  g r o u n d s  C l e v e l a n d  v  P u b l i c  
U t i l i t i e s  C o m . ,  1 6 4  O h i o  S t  4 4 2 ,  5 8  
O h i o  O p s  2 8 9 ,  1 3 2  N E 2 d  2 1 6 ) .  a d ­
v e r t i s i n g  e x p e n s e s  w e r e  a l l o w e d  a s  a n  
o p e r a t i o n a l  e x p e n s e  w h e r e  t h e  c o m ­
p a n y ’ s  m a n a g e m e n t  h a d  n o t  b e e n  u n ­
r e a s o n a b l e  i n  t h i s  r e s p e c t .

S e e  S t a t e  v  O k l a h o m a  G a s  & E l e c ­
t r i c  C o .  ( 1 9 7 5 ,  O k l a )  5 3 6  P 2 d  8 8 7 .  a n  
a p p e a l  f r o m  a n  o r d e r  o f  t h e  c o r p o r a ­
t i o n  c o m m i s s i o n  p r o h i b i t i n g  p u b l i c  
u t i l i t i e s  f r o m  m a k i n g  e x p e n d i t u r e s  f o r  
p r o m o t i o n a l  a d v e r t i s e m e n t s ,  i n  w h i c h  
t h e  c o u r t  e x p l a i n e d  t h a t  p r o m o t i o n a l  
e x p e n d i t u r e s  m a y  b e  e x c l u d e d  f r o m  
o p e r a t i n g  e x p e n s e s  f o r  r a t e m a k i n g  
p u r p o s e s  i f  s u c h  e x p e n d i t u r e s  a r e  e x ­
c e s s i v e .  u n w a r r a n t e d ,  u n r e a s o n a b l e ,  
o r  i n c u r r e d  i n  b a d  f a i t h .

T h e  c o u r t  i n  A m e r i c a n  C a n  C o .  v  
D a v i s  ( 1 9 7 7 )  2 8  O r  A p p  1 0 7 .  5 5 9  P 2 d  
8 9 8 ,  u p h e l d  t h e  a l l o w a n c e  o f  e x ­
p e n s e s  o f  a n  a d v e r t i s i n g  p r o g r a m  d i ­
r e c t e d  a t  e n e r g y  c o n s e r v a t i o n ,  s t a t i n g  
t h a t  t h e r e  w a s  s u b s t a n t i a l  e v i d e n c e  
e n a b l i n g  t h e  c o m m i s s i o n e r  t o  f i n d  
t h a t  t h e  u t i l i t y ' s  e x p e n d i t u r e s  f o r  s u c h  
a d v e r t i s i n g  w e r e  n o t  u n r e a s o n a b l e .

I n  S t a t e  v  L o n e  S t a r  G a s  C o .  ( 1 9 3 5 ,  
T e x  C i v  A p p )  8 6  S W 2 d  4 8 4 .  e r r o r  
r e f ,  r e v d  o n  o t h e r  g r o u n d s  3 0 4  U S  
2 2 4 ,  8 2  L  E d  1 3 4 .  5 8  S  C t  8 8 3 .  r e h  
d e n  3 0 4  U S  5 9 0 ,  8 2  L  E d  1 5 4 9 .  5 8  S  
C l  1 0 5 1 ,  a d v e r t i s i n g  o r  n e w  b u s i n e s s  
e x p e n s e s  w e r e  d i s a p p r o v e d  w h e r e  t h e  
c o m p a n y  w a s  h e l d  n o t  t o  h a v e  s u p ­
p o r t e d  i t s  e x p e n d i t u r e s  b y  t h e  q u a n ­
t u m  a n d  c h a r a c t e r  o f  e v i d e n c e  r e ­
q u i r e d .

S e e  P e t i t i o n  o f  N e w  E n g l a n d  T e l .  &  
T e l .  C o .  ( 1 9 4 9 )  1 1 5  V t  4 9 4 .  6 6  A 2 d
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135, involving, inter alia, the court’s 

response to questions presented by 

the briefs of  both parties, which the 

court felt m i ght arise for determina­

tion in a court-ordered hearing de 

n o v o  before the commission, in which 

the court stated that the advertising 

expenses of the c o m p a n y  should not 

be  disallowed or reduced unless it 

clearly appeared that they w e r e  exces­

sive or unwarranted or incurred in 

b a d  faith.

III. Particular types of  advertising 

or p r o m o t i o n a l  expenditures

§ 5. Advertising, generally

In the following cases involving the 

propriety of allowing advertising ex­

penses incurred by a public utility to 

b e  included in operating expenses for 

rate-making purposes, the courts held 

that advertising expenses in general, 

as stated by the utility a n d  allowed by 

the commission, were allowable.

R e s p o n d i n g  to the plaintiff cities’ 

claim that advertising expenditures 

allowed by the c o m m ission as an o p ­

erating e x p e n s e  for rate-making p u r­

poses h ad b e e n  excessive, the court 

in C o l u m b u s  v Public Utilities C o m .

(1950) 154 O h i o  St 107, 4 2  O h i o  

O p s  186, 93  N E 2 d  6 9 3  (ovrld o n  

other grounds Cleveland v Public Uti­

lities C o m . ,  164 O h i o  St 442, 5 8  

O h i o  O p s  289, 132 N E 2 d  216), u p­

held the allowance, explaining that 

the c o m m i s s i o n  had stated that the 

determination of what a reasonable 

expenditure for this p u r p o s e  should

2 5 . In R e N ew  E ngland T e l. & T e l. C o . 
(1 9 5 0 , Vt) 83  P U R N S 4 1 4 , a h earin g  d e  
n o v o  ord ered  bv th e  cou rt, th e  co m m is­
s io n  stated  that it was prop er to  a llow  as a 
leg itim a te  o p era tin g  e x p e n se  th e  cost o f  
ad vertisin g  d es ig n ed  to  in form  su b scr ib ­
ers as to  ch a n g es in serv ice , its u se . c lo s ­
in g  o f  d irector ies , and party lin e  re la tio n ­
sh ip s . since such  ad vertisin g  g en era lly  a c ­
cru ed  to  th e  benefit o f  th e  ind ividual

b e  w a s  not subject to exact determi­

nation, a n d  that the c o m m i s s i o n  had 

b e e n  unable to say that the c o m p a ­

n y’s m a n a g e m e n t  h a d  b e e n  u n r e a s o n­

able in this respect.

S ee Petition of  N e w  E n g l a n d  Tel. &  

Tel. Co .  (1949) 115 V t  494, 6 6  A 2 d  

135, a case in w h ich the court re­

s p o n d e d  to questions, presented by 

the briefs of both parties, w h i c h  the 

court felt might arise for determina­

tion in a court-ordered hearing de  

n o v o  before the commission, a n d  in 

which the court considered the c o m ­

plaint o f  extravagant expenditures for 

advertising by  the telephone c o m ­

pany. Noting that the matter o f  adver­

tising e x p e n s e  called for the exercise 

of  j u d g m e n t  o n  the part of  the m a n ­

a g e m e n t  of  the c o m p a n y  a n d  that 

g o o d  faith o n  its part w as to b e  pre­

su m e d ,  the court explained that al­

tho u g h  these expenses should be 

scrutinized with care by the c o m m i s­

sion, they should not be  disallowed 

or reduced unless it clearly appeared 

that they w e r e  excessive or u n w a r­

ranted or incurred in b a d  faith.*

§  6 .  I n f o r m a t i o n a l  a d v e r t i s i n g
In the following cases involving the 

propriety of allowing advertising ex­

penses incurred by a public utility to 

b e  included in operating expenses for 

ratemaking purposes, the courts held 

that the utility’s informational adver­

tising expenditures, including those 

directed at energy conservation, w ere 

allowable.

In L o s  Angeles v Public Utilities

c u sto m er  served  by th e  com p an y . T h e  
co m m iss io n  q u est io n ed  th e  p ropriety , 
h o w ev er , o f  a d vertis in g  e x p e n se  d es ig n ed  
to  p ro m o te  the g o o d  w ill o f  th e  com p an y  
and  o f  th e  B ell S y stem  in g en era l, as w ell 
as th e  p ro p rie ty  o f  ad vertis in g  e x p e n se  
incurred  by th e  co m p a n y  in exp lan a tion  
and  ju stif ica tio n  o f  p ro p o sed  rate in ­
crea ses  p e n d in g  b e fo r e  regu la tory  b od ies .
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C o m .  (1972) 7 C al 3 d  331, 102 Cal est— the court concluded that the ad- 

R ptr 313, 4 9 7  P 2 d  785, a review of vertising expenditures w e r e  proper 

the commission's approval of tele- expenses a n d  should have b e e n  con- 

p h o n e  rate increases, the court up- sidered in c o m p u t i n g  rates, 

held the commission's inclusion of A  rate set by  the c o m m i s s i o n  was

the m a j o r  portion o f  advertising ex- affirmed in A m e r i c a n  C a n  Co. v Davis 

penditures in operating expenses. (1977) 28  O r  A p p  107, 5 5 9  P 2 d  898, 

T h e  court, pointing out that advertis- notwithstanding the contention that 

ing w h ich is properly classified as the cost of the utility's advertising 

informative, results in m o r e  than a p r o g r a m  directed at energy conserva- 

m e r e  fostering o f  g o o d  will, a n d  tion should not have b e e n  allowed as 

should result in reductions in operat- a ratepayer e x p e n s e  because it was 

ing costs a n d  m o r e  efficient service to not in the best interests of residential 

the ratepayer, d e t e r m i n e d  that the customers. T h e  court stated that

c o m m i s s i o n  could properly conclude there was substantial evidence ena-

that expenditures for such purposes bling the com m i s s i o n e r  to find that

w e r e  reasonable operating expenses, energy conservation is in the public 

a n d  that in the a b sence of a s h o w i n g  interest, a n d  that the utility’s expendi- 

that the a m o u n t  allowed for informa- tures for such advertising wer e  not 

tive advertising w a s  primarily directed unreasonable. T h e  court noted that

for other purposes, the allowance of other regulatory bodies which h ad

the c o m m i s s i o n  should be  upheld. considered this issue h a d  allowed 

A  disallowance of  the telephone conservation advertising expenses,

c o m p a n y ’s advertising expenses, o n  . .
the g r o o n d  that the c o m p a n y  already § I n s t i t u t i o n a l  a d v e r t i s i n g  
h a d  m o r e  applications for telephones In the following cases involving the

than it could fill a n d  therefore should propriety of allowing advertising ex- 

not advertise for m o r e ,  w as f o u n d  to penditures incurred by  a public utility 

b e  in etrcr in S o u t h e r n  Bell Tel. &  to b e  included in operating expenses 

Tel. C o .  v G e o r g i a  Public Service for rate-making purposes, the courts 

C o m .  (1948) 2 0 3  G a  832, 4 9  S E 2 d  held that institutional advertising ex-

38, a strit for a n  injunction against penditures m a d e  by the utility were

obstruction of the telephone c o m p a n y  allowable.

f r o m  placing in effect e m e r g e n c y  H o l d i n g  to b e  error the action of

rates exceeding those fixed by  the the d e p a r t m e n t  of public utilities in 

c o m m i s s i o n’s order. Explaining that disallowing, as a proper cost of ser- 

thc testimony of the c o m p a n y ’s wit- vice, nearly half of the claimed adver- 

nesses w a s  that the advertising con- tising e x pense of  the utility, the court 

sisted in part of notices in the papers in N e w  E n g l a n d  Tel. 8c Tel. Co. v 

to acquaint the public with the proper D e p a r t m e n t  of Public Utilities (1971) 

use of  party lines, others relating to 3 6 0  M a s s  443, 2 7 5  N E 2 d  493, 59 

the issuance a n d  distribution of  n e w  A L R 3 d  899, rejected the depart- 

telephone directories, s o m e  to the ment's determination that the instiiu- 

conversion of services f r o m  the m a n -  tional advertising relating to attempts 

ual to t h e  dial telephone— all testi- to i m p r o v e  the climate of public opin- 

m o n y  of  the c o m p a n y  s h o w i n g  that ion toward the c o m p a n y  or to explain 

the m o n e y  w a s  actually spent for ad- w h y  service was not as g o o d  as it h ad 

vertising p u r p o s e s  considered by the b e e n  should be  b o m e  by the stock- 

m a n a g e a a e n t  to b e  in the public inter- holders of the c o m p a n y .  Citing with

83 ALR3d Public Ut il ity  Rates— Advertising Costs § 7
83 ALR3d 963
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approval a N e w  Y o r k  Public Service 

C o m m i s s i o n  decision* in which the 

c o m m i s s i o n  h a d  held that e x p e n d i­

tures for institutional advertising w e r e  

a proper e x p e n s e  for ratemaking p u r­

poses, the court noted that the deci­

sion stated that what w as of concern 

there w e r e  advertisements which w e r e  

obviously designed to project a favor­

able i m a g e  of the c o m p a n y  to its 

customers, its existing stockholders, 

a n d  potential investors; that to the 

extent that such advertising fostered 

s o u n d  c o n s u m e r  relations or e n c o u r­

ag e d  people to invest in the c o m p a n y ,  

it w a s  clear that the consumers, as 

well as the stockholders, w e r e  ulti­

mately benefited through the lessen­

ing of the e x p e n s e  of d o ing business; 

that the trend in m o d e m  regulatory 

decisions was to allow such charges as 

p rop e r  for rate-making purposes. T h e  

c o m m i s s i o n  h a d  concluded that in 

view of the fact that m a n a g e m e n t  

should b e  permitted to control adver­

tising expenditures as long as they 

are within the limits of reason, a n d  so 

long as these expenses d o  not exceed 

what is reasonably necessary a n d  

proper in the particular case, there 

w a s  n o  g r o u n d  to distinguish the a d­

vertising costs in question f r o m  other 

necessary a n d  proper expenses. T h e  

court determined that the depart­

m e n t ’s disallowance of s o m e  of the 

expenditures for advertising o n  the 

g r o u n d s  stated by it w a s  an u n w a r­

ranted interference with the function 

a n d  prerogative of the c o m p a n y ’s 

business m a n a g e r s  a n d  that it w a s  

therefore b e y o n d  the p o w e r  a n d  a u­

thority of the department. O n  r e m a n d  

the test year computations w ere to b e  

m a d e  without deduction of such a d­

vertising costs, the court directed.

2 6 . R e C o n so lid a ted  E d ison  C o . (1 9 6 1 ,  
N Y ) 41 P U R 3d  3 0 5 .

2 7 . In stitu tion a l ad vertis in g  was d efin ed  
978

T h e  court in State ex rel. D ver v 

Public Service C o m .  (1960, M o )  341 

S W 2 d  795, cert d e n  3 6 6  U S  924, 6 L  

E d  2 d  384, 81 S  Ct 1351, declined to 

overturn a decision of the c o m m i s­

sion to allow, as an administrative 

expense, a contribution by  a n  electric 

utility to a private utility p o w e r  g r oup 

for several advertisements. In this a p­

peal f r o m  a j u d g m e n t  affirming or­

ders of the public service co m m i s s i o n  

m a d e  in a utility rate proceeding, the 

court explained (1) that the c o m m i s­

sion h a d  f o und that it w a s  a recog­

nized fact that the principal purpose 

of advertising is to create g o o d  public 

relations a n d  stimulate a d e m a n d  for 

the service or product being adver­

tised, a n d  (2) that the c o m m i s s i o n  

wa s  unable to find f r o m  the evidence 

offered that this particular f o r m  of 

advertising w o u l d  d o  neither. T h e  

court w e n t  o n  lo point out that the 

c o m m i s s i o n  h ad further stated that in 

view of the fact that it w as of the 

opinion that m a n a g e m e n t  should be 

permitted to control such advertising 

expenditures as long as they are 

within the limits of reason, a n d  in 

view of the fact that the c o m m i s s i o n  

w a s  unable to find that such advertis­

ing w o u l d  not result in benefit to the 

rate payers, the expenses incurred 

therefor w o u l d  be  allowed.

S e e  State v O k l a h o m a  G a s  &  Elec­

tric Co. (1975, Okla) 5 3 6  P 2 d  887, an 

appeal f r o m  a n  order of the corpora­

tion c o m m i s s i o n  prohibiting public 

utilities f r o m  m a k i n g  expenditures for 

institutional advertising,17 in which 

the court declared that the prohibi­

tion o n  expenditures for institutional 

advertising was an unreasonable 

m e a n s  of protecting rate payers from 

these expenditures. Noti n g  that this

as ad v er tis in g  d esig n ed  to  p ro m o te  the  
corp o ra te  im a g e  o f  th e  utility  and  to  p res­
en t it in  a favorab le  light to  th e  public  
and  to  p o ten tia l in vestors.
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did not m e a n  that the c o m m i s s i o n  

m u s t  allow all institutional advertising 

expenses as operating expenses for 

rate-making purposes, the court c o n­

cluded that the c o m m i s s i o n  might 

disallow any institutional advertising 

expenditures f r o m  operating e x­

penses for rate-making purposes u n ­

less the utility established that such 

expenditures benefited all rate payers.

Refusing to disturb the c o m m i s ­

sion’s allowance of the p o w e r  c o m p a ­

ny's expenses incurred for trade ally 

advertising, the court in C o m m o n ­

wealth v Virginia Electric 8c P o w e r  

Co. (1971) 211 V a  758. 180 S E 2 d  

675, a n  appeal f r o m  the corporation 

c o m m i s s i o n’s authorization of electric 

rate increases, pointed out that al­

tho u g h  the c o m m i s s i o n  h a d  recently 

disapproved further use of  such a d­

vertising in the f orm e n g a g e d  in by 

the c o m p a n y ,  the c o m m i s s i o n  h a d  

refused to eliminate those expenses, 

finding it reasonable to a s s u m e  that 

the c o m p a n y  w o u l d  substitute s o m e  

other f o r m  of promotional activity at 

a n  equal or greater cost.

§  8 .  A d v e r t i s i n g  s u p p o r t i n g  r a t e  i n ­
c r e a s e

In the following cases involving the 

propriety of allowing advertising e x­

penses incurred by a public utility to 

b e  included in operating expenses for 

rate-making purposes, the courts held 

that advertising expenses incurred in 

support of attempts to obtain rate 

increases should be  disallowed.

In Ft. Smith v Southwestern Bell 

Tel. C o. (1952) 2 2 0  A r k  70, 2 4 7

S W 2 d  474, wherein the Arkansas 

Public Service C ommission's c o n d e m ­

nation of the company's practice of 

using the ratepayers’ m o n e y  to c o n­

duct an  advertising c a m p a i g n  to in­

crease the rates p r o posed to be 

charged the ratepayers by the c o m ­

pany  was approved,” the court e x­

plained that the commission's lan­

guag e  indicated that in hearings for 

rate increases by any utility, the c o m ­

mission w o u l d  carefully e x a m i n e  to 

see h o w  m u c h  was being paid for 

overhead a n d  staff w o r k  directed, in 

w h o l e  or in part, at trying to get rate 

increases fro m  the public. M a k i n g  n o  

specific reduction in the a m o u n t  of 

advertising expenditures claimed by 

the c o m p a n y  as operating expenses, 

the court did declare that the utility 

m u s t  use all its receipts as though 

they w ere a public trust, a nd that 

receipts m u s t  not be dissipated in an 

effort to get further increases f r o m  

the public.

Affirming the c o m m i s s i o n’s disallo­

w a n c e  of expenditures during the test 

year for advertising purposes, includ­

ing costs of advertising by m e a n s  of 

newspaper, radio, a n d  television, os­

tensibly as a m e a n s  of informing the 

public as to the c o m p a n y ’s situation 

in connection with the instant applica­

tion for a rate increase, the court in 

S outhern Bell Tel. 8c Tel. Co. v L oui­
siana Public Service C o m .  (1960) 2 3 9  

L a  175, 118 S o  2d 372. noted that 

proper allowance should be m a d e  for 

ordinary advertising expenses. T h e  

court, referring to the c o m m i s s i o n’s 

statement, explained that after re-

2 8 . T h e  co m m iss io n , in R e S o u th w est­
ern  B ell T e l. C o . (1 9 5 1 , A rk) 8 7  PUR N S  
9 7 , from  w hich th e  a b o v e  ap p eal was 
taken, had n o ted  that d u rin g  th e  co u rse  o f  
th e  hearin g , th e  p rop riety  o f  th is practice  
was q u est io n ed  a n d  that th e  com p an y  had  
d isco n tin u ed  th e  practice a fter  th e  is su e  
had b e e n  raised in  th e h ea r in g . T h e  c o m ­

m ission  v o iced  th e  h op e  and  assu m p tion  
that th e  com p an y  w ould not en g a g e  in  
such practice in the future, but apparently  
lo o k  n o  further action  o n  th e  n u tter , 
sta tin g  in its ord er  that th e  operatin g  
reven u es and ex p en ses , as d iscussed  in 
this o p in io n , w ere  thereby approved .

979



§ 8 Public Util ity  Rates— Advertising  Costs 83 ALR3d
83 ALR3d963

viewing the rulings of the courts of 

other states which c o n d e m n  the prac­

tice of utilities in using the rate p ay­

er's m o n e y  to c o n duct an advertising 

c a m p a i g n  to increase the rates p r o­

p o s e d  to b e  charged to the rate 

payer, the c o m m i s s i o n  disallowed this 

item, not o n  the g r o u n d s  of i m p r o­

priety. but because the record clearly 

s h o w e d  that these expenditures w e r e  

a b n o r m a l  a n d  nonrecurring in charac­

ter a n d  that their inclusion in the 

operating e x p e n s e  accounts w o u l d  

distort the test year earnings.

§  9 .  P r o m o t i o n

[ a ]  E x p e n s e s  a l l o w e d  o r  a l l o w a b l e
U n d e r  the circumstances of the fol­

lowing cases involving the propriety 

o f  allowing promotional expenses in­

curred by a public utility lo be in­

cluded in operating expenses for rate- 

m a k i n g  purposes, the courts held that 

promotional expenditures m a d e  by 

the utility w e r e  allowable.

Within the limits of  reason, adver­

tising or d e v e l o p m e n t  expenses to 

foster n o r m a l  g r o w t h  arc legitimate 

charges u p o n  i n c o m e  for rate p u r­

poses. the c o u n  declared in W e s t  

O h i o  G a s  Co. v Public Utilities C o m .  

(1935) 2 94 U S  63, 79  L  E d  761. 5 5  S 

C t  316. reversing o n  appeal the d e­

cree of a stale S u p r e m e  Court affirm­

ing a rate order of  the state public 

utilities commission. T h e  c o m m i s s i o n  

h a d  m o r e  than halved the expenses 

claimed by  the gas c o m p a n y  for p r o­

curing n e w  business or endeavoring 

to procure it, o n  the g r o u n d  that 

anything m o r e  than what w a s  allowed 

b y  the c o m m i s s i o n  w as unnecessary 

a n d  wasteful. T h e  court r e s p o n d e d  

that the criticism h a d  n o  basis in 

evidence, either direct or circumstan­

tial. Noti n g  that g o o d  faith w as to be 

p r e s u m e d  o n  the part of the m a n a g ­

ers of a business,-the court stated that 

in the absence o f  a s h o w i n g  of ineffi- 

980

ciencv or improvidence, a court 

w o u l d  not substitute its j u d g m e n t  for 

theirs as to the m e a s u r e  of a prudent 

outlay.

In El D o r a d o  v Arkansas Public 

Service C o m .  (1962) 2 3 5  A r k  812, 

3 6 2  S W 2 d  680, a m i n i m u m  gas ser­

vice charge case, the court, r e s p o n d­

ing to the contention that expenses 

incidental to merchandising, such as 

advertising, should not be allowed as 

a utility expense, declared that the 

c o m m i s s i o n  h a d  correctly allowed the 

e x p e n s e  of c o m p a n y  advertising to be 

charged to utilities expense. T h e  

court pointed out that the record 

reflected that the c o m p a n y  e n g a g e d  

in merchandising only such items as 

w e r e  related to its utility business a n d  

w o u l d  tend to increase the sale of 

gas. T h e  court held, therefore, that 

the c o m m i s s i o n  h a d  authority to per­

mit the c o m p a n y  lo charge to utilities 

e x p e n s e  items of merchandise adver­

tising, a n d  that it did not act arbitrar­

ily in doing so o n  the reasonable 

theory that increased gas sales w o u l d  

tend to lower the price paid by c o n­

sumers.

O n  appeal fro m  a rate base deter­

mination by the public utility c o m m i s ­

sion, the court in R e  H o n o l u l u  G a s  

Co. (1935) 33  H a w a i i  487, deter­

m i n e d  that the commission's division 

of the gas c o m p a n y ' s  expenses, incur­

red in carrying o n  a merchandise 

business devoted to the sale locally of 

gas stoves, gas heaters, gas refrigera­

tors, a n d  other gas appliances, b e­

twee n  utility a n d  nonutility activities, 

w as unwarranted, a n d  that such ex­

penses, including advertising, should 

have b e e n  considered a n d  included in 

the rate base. T h e  court, pointing out 

that if the c o m m i s s i o n  was correct in 

its conclusions that the merchandise 

activities of  the c o m p a n y  w e r e  n o n u -  

lility, it followed that the s a m e  h a d  n o  

p r o p e r  place in the rate base, a n d  the
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division of expenses o n  the a b o v e  

basis was justified, explained that the 

uncontroverted evidence s h o w e d  that 

the merchandise business of the c o m ­

pa n y  constituted but a small percent­

age of the c o m p a n y’s total operations, 

a n d  that it returned slight, if any, 

profit to the c o m p a n y  a n d  was carried 

o n  solely for the purpose of p r o m o t­

ing or increasing the d e m a n d  for 

manufactured gas throughout the ter­

ritory in which the c o m p a n y  w as s u p­

plying that product. Noting that there 

w as a m p l e  authority to sustain the 

principle that a c o m p a n y  will not be 

permitted to charge as an operating 

expense of its public utility activities 

separate merchandising or other n o ­

nutility enterprises, the c o u n  stated 

that it w a s  well settled that w h e r e  a 

gas manufacturing c o m p a n y  engages 

in the sale of  gas appliances not as an  

independent or profit-making voca­

tion but to encourage a n d  stimulate 

the sale of  gas, the merchandising 

thus carried o n  is a business activity 

beneficial lo the c o n s u m i n g  public 

because the increased use of gas n ec­

essarily tends to lower the rate to the 

consumers, a n d  the assets a n d  capital 

thus devoted should be included 

within the property to be  appraised in 

determining the rate base. R e c o g n i z­

ing that here, as in other cases, it was 

the practice of the gas c o m p a n y  to 

conduct such business partly to aid 

c o n s u m e r s  in securing gas appliances 

m anufactured u n d e r  standard specifi­

cations that w o u l d  thus render m o s t  

efficient service to the consumers, a n d  

pardy, by thus p r o m o t i n g  the sale of 

appliances to be used for additional 

purposes, to increase the sale o f  gas, 

the court concluded that the reasona­

ble expenses incurred in p r o m o t i n g  

n e w  business or in the e n d e a v o r  to 

procure it should be incorporated 

into the rate base.

Notwithstanding the contention

that the c o m m ission h a d  erred in 

allowing excessive a m o u n t s  e x p e n d e d  

for advertising by the telephone c o m ­

pa n y  to be treated as operating e x­

penses for rate-making purposes, the 

court in Illinois Bell Tel. Co. v Illi­

nois C o m m e r c e  C o m .  (1973) 55  III 
2 d  461, 3 0 3  N E 2 d  364, affirmed the 

c o m m i s s i o n’s finding that the e x p e n d­

itures h a d  not been excessive or i m­

proper. Noting that there was n o  

quarrel with the c o m p a n y’s expendi­

tures for “informative” as distin­

guished f r o m  ’‘promotional" advertis­

ing, the court stated that the tele­

p h o n e  c o m p any's position was that a 

reduction in advertising w o u l d  injure 

service a n d  reduce its net eamings. 

T h e  court referred to the c o m m i s­

sion's statement relative to the c o m ­

p a n y’s advertising a n d  public rela­

tions programs, in which the c o m m i s­

sion h a d  declared that the c o m p a n y ’s 

e x p e n s e  in relation thereto h ad not 

b e e n  excessive nor should it b e  

d e e m e d  improper. T h e  c o m m i s s i o n  

h a d  g o n e  o n  to ad d  that in an e c o­

n o m i c  climate involving inflationary 

spiraling of  costs which the utilities 

cannot avoid a n d  still provide a d e­

quate service to the public, it b e­

c o m e s  apparent to the regulatory 

agencies that a c o m p any's operating 

expenses should be closelv scruti­

nized a n d  that those w h i c h  d o  not 

specifically relate to business o p era­

tions should b e  excluded for ratemak­

ing purposes in the determination of 

the c o m p a n y’s operating income. T h e  

c o m m i s s i o n  h a d  pointed out that this 

observation h a d  also b e e n  m a d e  in a 

recent expression of policy o n  adver­

tising by the N e w  Yor k  Public Service 

C o m m i s s i o n  wherein it w as stated 

that since m a n a g e m e n t  could control 

its advertising expenditures, it w a s  

not in the interest of a n y o n e  to have 

unnecessary institutional advertising
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exacerbate customer resentments at a 

time w h e n  large rate increases w e r e  

m a d e  necessary by increases in the 

various classes of costs b e y o n d  the 

control of utility m a n a g e m e n t .  T h e  

c o m m i s s i o n  h a d  c o n c l u d e d  that 

s o u n d  business j u d g m e n t  indicated 

that the belt tightening process 

should begin in those areas not di­

rectly a n d  totally related to the p r o­

viding of the utility service to the 

public. T h e  court explained that after 

the admonition that such e x p endi­

tures w o u l d  b e  carefully scrutinized in 

the future, the c o m m i s s i o n  h ad then 

f ound that the telephone c o m p any's 

expenditures h ad not b e e n  excessive 

or improper, a n d  the court stated that 

f r o m  its review of the record, it could 

not sav that the c o m m i s s i o n’s findings 

w ere without sufficient support in the 

evidence.

D e n ying the exceptions by the c o m ­

mission as to the gas c o m p a n y ’s a d­

vertising expenses to b e  included in 

operation costs for ratemaking p u r­

poses. the court in Wichita G a s  C o .  v 

Public Service C o m ,  (1930. D C  Kan) 

3 F  S u p p  722. pointed out that the 

propriety of spending m o n e y  for a d­

vertising the wares of a utility w as for 

the owners lo determine, a n d  c o n­

cluded that the m e t h o d  used by the 

gas c o m p a n v  to increase its business 

w as appropriate, the a m o u n t  e x­

p e n d e d  was reasonable, a n d  the re­

sults justified the expenditure.

T h e  court in Central M a i n e  P o w e r  

C o. v Public Utilities C o m .  (1957) 

153 M e  228. 136 A 2 d  726. sustained 

the c o m p a n y’s exception to the c o m ­

mission's exclusion, as operating e x­

penses. of a large portion of the ex­

penditures m a d e  by the c o m p a n v  for 

sales promotions, with the court 

pointing out that the g o o d  faith of 

the m a n a g e m e n t  of the c o m p a n y  was 

not challenged in the slightest degree 

a n d  that the question resolved itself 
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into whether it clearly appeared that 

the expenses wer e  excessive or u n ­

warranted, or, stated differently, 

w h e ther expenses in excess of the 

allowance by the c o m m i s s i o n  wer e  

within the limits of reason. T h e  court, 

criticizing the c o m m i s s i o n  for u n rea­

sonably substituting its j u d g m e n t  for 

that of the c o m p a n y’s m a n a g e m e n t ,  

explained that the items h a d  not b e e n  

considered by the c o m m i s s i o n  to be 

as a whole i m p r o p e r  or unlawful 

charges against the ratepayers, a n d  

that placing a m o r e  than 50 percent 

reduction o n  the a m o u n t s  s h o w n  to 

be  required to m e e t  the company's 

needs in the promotional field, basing 

such reduction o n  the g r o u n d  that an 

expanding utility such as the electric 

c o m p a n y  should severely reduce ex­

pense of this type, was clearly a s u b­

stitution of the c o m m i s s i o n  for the 

c o m p a n y  in the m a n a g e m e n t  of the 

utility.

P r o m o t i o n  e x p e n s e s ,  including 

those of advertising, for gas appli­

ances a n d  gas utilitization, w e r e  al­

lowed in Consolidated G a s  Co. v 

N e w t o n  (1920, D C  N Y )  2 6 7  F  231. 

m o d  o n  other grounds. 2 5 8  U S  165. 

6 6  L  E d  538, 4 2  S Ct 264, a suit in 

equity brought to enjoin the defend­

ant co m m i s s i o n  a n d  state officials 

from imposing confiscatory rates o n  

the plaintiff gas c o m p a n y .  T h e  p ro­

priety of the expenses w a s  challenged 

largely because the sale of gas a n d  of 

machines to b u m  gas h a d  not in­

creased m u c h .  T h e  court pointed out 

that the truth a ppeared to b e  that the 

constantly increasing use of electricity 

for illumination h ad driven out gas 

m o r e  a n d  m o re, until, to hold its 

sales, the plaintiff gas c o m p a n y  h a d  to 

p r o m o t e  the use of gas for healing 

a n d  cooking. T h e  court noted that 

the c o m p a n y  h ad succeeded in 

achieving a slight increase in sales, 

a n d  its officers attributed their ability
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to d o  eve n  this well to such p r o m o ­

tions. Pointing out that their decision 

w as not n o w  o p e n  to question since 

they w e r e  u n d e r  a duty to keep u p  

their sales so far as they could, a n d  to 

pu s h  the use of  gas in any n e w  ways 

in which the public w o u l d  use it, the 

court d e t e r m i n e d  that even u n d e r  

municipal m a n a g e m e n t ,  advertising, 

w h e n  not p u s h e d  to the useless ex­

treme w h ich competition too often 

engenders, is a necessary function.

T h e  c o m m i s s i o n’s refusal to allow 

the gas c o m p a n y ’s promotional ex­

penditures as operational costs had 

b e e n  f o u n d  by the trial court to be in 

error of law. a n d  the court in State ex 

rel. N o rth Carolina Utilities C o m .  v 

P i e d m o n t  Natural G a s  Co. (1961) 2 5 4  

N C  536, 119 S E 2 d  469. an  appeal 

fro m  the commission's order cancel­

ing a p r o p o s e d  n e w  rate, affirmed 

such finding. T h e  c o m m i s s i o n  had 

disallowed the a m o u n t  in excess of 

the national average of  promotional 

expenditures for c o m p a n i e s  retailing 

natural gas, but the court determined 

that the gas c o m p a n y ' s  expenditures 

should hav e  b e e n  c o m p a r e d  to those 

of c o m p a n i e s  in the defendant c o m ­

p a n y’s class instead of to the national 

average. Pointing out that the gas 

c o m p a n y  had, within recent years, 

c h a n g e d  over fro m  m a n u f actured to 

natural gas, that all its customers h ad 

to b e  “sold” o n  natural gas, tlni n e w  

customers h a d  to be  w o n ,  a n d  that 

competition with electricity a n d  oil 

h a d  to b e  met, the court a d d . J  that 

the c o m p a n y  was faced with p r o m o ­

tion in a n e w  field at a time w h e n  

promotional expenditures throughout 

the nation (on which the national 

average w a s  figured) included those 

of m a n y  older c o m p a n i e s  w h ich h ad 

b e e n  in the field for years with a well-

2 9 , P rom otion a l ad v ertis in g  was d efin ed  
as a d vertis in g  d esig n ed  to  in crease  u sage .

k n o w n  product a n d  an  established 

market. T h e  court, n o t i n g . that the 

c o m m i s s i o n  h a d  recognized the high 

quality of the c o m p a n y ' s  m a n a g e m e n t  

a n d  that the c o m p a n y  w a s  rapidly 

e x p a n d i n g  its facility by a heavy p r o­

motional program, r e m a n d e d  the p r o­

ceeding to enable the commission, 

inter alia, to ascertain the c o m p a n y ' s  

true operating expenses.

S e e  State v O k l a h o m a  G a s  8c Elec­
tric Co. (1975, Okla) 5 3 6  P 2 d  887. an  

appeal from c o m m i s s i o n  order p r o­

hibiting public utilities f r o m  m a k i n g  

expenditures for promotional adver­

tisements/® wherein the court d e­

clared that such prohibitions w e r e  

invalid. T h e  c o m m i s s i o n  h a d  argued 

that if such expenditures did not sell 

energy, they w e r e  wasteful, a n d  rate 

payers should not be required to pay 

them, but the court r e s p o n d e d  that 

this a r g u m e n t  did not justify prohibit­

ing such expenditures, because the 

s a m e  result could be obtained by 

excluding such expenditures f r o m  o p ­

erating expenses for rate-making p u r­

poses. T o  the opposite argument, 

that if such practices sold energy, 

they increased the use of  fossil fuels 

a n d  should b e  prohibited, the court 

replied that m a n y  promotional e x­

penditures are designed to achieve 

conversion to c o m p e t i n g  utilities, a n d  

to instill preferences for o n e  form of 

e n ergy over another, rather than to 

increase overall c o n s u m p t i o n  of e n­

ergy, a n d  that since the c o m m i s s i o n  

did not have jurisdiction over appli­

anc e  manufacturers a n d  distributors, 

a n d  since the p r o p o s e d  prohibitions 

did not prohibit appliance m a n u f a c­

turers a n d  distributors f r o m  advertis­

ing their products, the prohibited 

practices a n d  expenditures h a d  little, 

if any, effect u p o n  overall c o n s u m p -

o b ta in  new  cu sto m ers , or e n c o u r a g e  u se  
o f  o n e  form  o f  en erg y  over  an o th er .

983



§ 9[a] Public Util ity Rates— Advertising Costs 83 ALR3d
83 ALR3d 963

lion of energy. As long as appliance 

manufacturers and distributors w e r e  

allowed to advertise their products, it 

w a s  arbitrary to d e n y  utilities the 

right to counteract this advertising at 

the e x p e n s e  of the stockholders o n  

the g r o u n d  that promotional advertis­

ing a n d  practices by utilities increased 

overall c o n s u m p t i o n  of fossil fuels, 

the court explained. T u r n i n g  then to 

testimony that if peak load d e m a n d  

for electricity e xceeded peak capacity, 

a b r o w n o u t  w o u l d  occur, the court 

declared that if a particular utility 

faced a foreseeable d a n g e r  of being 

unable to m e e t  peak d e m a n d ,  the 

c o m m i s s i o n  might have authority to 

prohibit it f r o m  engaging in any p r o­

motional activities which w o u l d  fur­

ther increase its peak d e m a n d ,  but 

the court pointed out that this did 

not justify a rule prohibiting all utili­

ties f r o m  engaging in such activities. 

Noting that attempts to disallow p r o­

motional expenditures as operating 

expenses for ratemaking purposes 

h a d  b e e n  held to constitute an inva­

sion of a discretion reserved to cor­

porate m a n a g e m e n t  if the e x p endi­

tures w e r e  designed to p r o d u c e  ulti­

m a t e  benefits to every customer a n d  

w e r e  not excessive or unwarranted, 

the court concluded that promotional 

practices w h i c h  wer e  reasonably cal­

culated to i m p r o v e  the utility's load 

factor a n d  benefit all c o n s u m e r s  by 

reducing the average unit cost of  e n­

ergy w e r e  not unjustly discriminatory, 

a n d  prohibitions against such prac­

tices constituted an invasion of the 

discretion reserved to corporate m a n ­

agement.

[ b ]  E x p e n s e s  r e d u c e d  o r  d i s a l l o w e d  
U n d e r  the circumstances of the fol­

lowing cases involving the propriety 

o f  allowing promotional expenses in­
curred b y  a public utility to b e  in­

cluded in operating expenses for rate- 
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m a k i n g  purposes, the courts held that 

promotional expenditures m a d e  by 

the utility should b e  reduced or disal­

lowed.

S e e  T r ans W o r l d  Airlines, Inc. v 

Civil Aeronautics B o a r d  (1967) 128 

A p p  D C  126, 3 8 5  F 2 d  648, cert d en 

3 9 0  U S  944, 19 L  E d  2 d  1133, 88 S 

Ct  1029, a case involving a govern­

m e n t  subsidy mail rate determination 

rather than a determination of c o n­

s u m e r  rates, in which the c o u n  u p­

held the Civil Aeronautics B o a r d’s 

disallowance of a specified a m o u n t  of 

selling expense as in excess of the 

a m o u n t  appropriate u n d e r  the h o n­

est. economical, a n d  efficient m a n a g e­

m e n t  criterion, over the airline's c o n­

tention that the disallowance was an 

unwarranted interference with the air­

line's managerial discretion. T h e  

court explained that o nce the princi­

ple of setting a ceiling o n  selling 

expenses was established, it was plain 

that the B o a r d  h a d  acted reasonably 

a n d  that its action h ad support in the 

record. In response to the airline’s 

charges of interference with m a n a g e­

rial discretion, the court pointed out 

that a c o m p a n y  which sought a n d  

pocketed the b o o n  of subsidy or p ro­

tective contracts could not assail the 

restraint inherent in accountability to 

g o v e r n m e n t  officials as a tyrannical 

burden. T h e  g o v e r n m e n t  officials 

w e r e  themselves accountable in court 

for compliance with the rule of law 

applicable to administrative agencies, 

the court explained, concluding that 

the petitioner h a d  not established the 

a g e n c y’s action in this case to be 

arbitrary or capricious.

In reversing that part of the public 

utility c o m m i s s i o n’s ratemaking order 

which h a d  allowed a sizable s u m  for 

promotional expenses, the court in 

Application of Hawaiian Electric Co. 

(1975) 5 6  H a w a i i  260. 5 3 5  P 2 d  1102. 
8 3  A L R 3 d  951, noted that the bur­
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d e n  w a s  always o n  the applicant to 

prove justification for a requested 

rate increase, a n d  that the electric 

c o m p a n y  h a d  the b u r d e n  of s h o w i n g  

the propriety of its request for these 

promotional expenditures. T h e  court 

held that the electric c o m p a n y  h a d  

not carried its burden. Part of  the 

expenditures claimed w e r e  for allow­

ances or p a y m e n t s  to o w n e r s  a n d  

developers w h o  built all-electric 

h o m e s  a n d  apartments a n d  advertised 

t h e m  for sale as such, the court 

pointed out, declaring that in the 

context of present times, these p r o­

motional expenditures o n  the part of 

a regulated public service c o m p a n y  

w e r e  wasteful a n d  unreasonable, a n d  

their allowance by  the c o m m i s s i o n  

w as an  a b use of  its discretion. T h e  

disturbing aspect of the public utility 

c o m m i s s i o n’s decision to allow ex­

penditures for these p r o g r a m s  was 

the rationale behi n d  it, the court o b ­

served, noting that the basis of  the 

allowance s e e m e d  to be  the circuitous 

reasoning by w h ich an  earlier allow­

ance of promotional expenditures to 

the applicant's competitor, o n  the 

g r o u n d  that the expenditures w e r e  

necessary to attract a w a y  customers 

f r o m  the applicant, n o w  necessitated 

a like allowance to the applicant. Dis­

approving the public utility c o m m i s ­

sion's consistent failure to m e e t  

squarely the issue of the reasonable­

ness of  competitive advertising ex­

penditures, the court explained that 

o n e  of the primary factors w h i c h  the 

public utility c o m m i s s i o n  m u s t  take 

into consideration w h e n  it fixes rates 

is fairness to the ratepayer, a n d  that it 

wa s  obvious that the particular type 

of advertising competition involved 

here did not benefit the ratepayer. 

T u r n i n g  then to the propriety of al­

lowing a sizable s u m  for p r o m o t i o n  

p r o g r a m s  designed to increase the 

U3e of electricity a n d  purportedly to

i m p r o v e  the c o m p a n y ’s load factor, 

the court indicated that these pro­

g r a m s  consisted essentially of direct 

advertising a n d  contributions to 

dealer a n d  distributor advertising of 

certain electric appliances. T h e  elec­

tric c o m p a n y  was, in effect, subsidiz­

ing the promotional activities of deal­

ers a n d  distributors w h o s e  c o m m e r ­

cial transactions f o r m e d  n o  part of 

the electric c o m p a n y ' s  o w n  business 

venture, the court remarked, distin­

guishing such expenses f r o m  those of 

the gas c o m p a n y  competitor, which 

sold gas appliances as an  essential 

c o m p o n e n t  of its c o m m ercial opera­

tions. T h e  electric c o m p a n y  failed to 

satisfactorily s h o w  h o w  m u c h  of an  

i m p r o v e m e n t  in its load factor these 

expenses could reasonably be said to 

make, the court observed, adding that 

since the appliances being p r o m o t e d  

by the electric c o m p a n y  w e r e  those 

generally in use during peak load 

periods, it w a s  difficult to see h o w  the 

electric c o m p a n y  could argue that 

these expenses en c o u r a g e d  the in­

crease of off-peak utility loads. In 

conclusion, the court spoke of the 

stark reality of  energy p r o b l e m s  a n d  

environmental concerns, a n d  insisted 

that in the face of dwindling oil s u p­

plies an d  spiraling costs, promotional 

practices w h i c h  w e r e  wasteful or 

which only served to aggravate the 

energy crisis should b e  viewed by a 

regulatory agency with e x t r e m e  cau­

tion.

T h e  commission, in setting n e w  gas 

rates, h a d  disallowed as operating 

expense one-third of the a m o u n t  

claimed by  the appellant gas c o m p a n y  

as n e w  business expense, a n d  in P e o­

ples G a s  Light &  C o k e  C o .  v Slatterv 

(1939) 3 7 3  111 31, 25  N E 2 d  482, a p p  

d i s m d  30 9  U S  634, 84  L  E d  991, 6 0  S  

C t  724, the court affirmed the c o m ­

mission’s action in this regard, view­

ing the c o m p a n y ’s promotional prac­
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tice of rental purchase plans for put­

ting gas appliances o n  the premises 

of customers as creating an unduly 

large expenditure for business p r o­

moti o n  to b e  charged as an operating 

account. T h e  court explained that 

since gas appliances wer e  sold by 

m a n y  other dealers, a n d  since those 

sales m a d e  by the gas c o m p a n y ,  if 

conducted as a separate business, 

w o u l d  not b e  subject to regulation, 

the advisability of such a m e t h o d  of 

p r o m o t i n g  sales of gas a n d  the p r o­

priety of the a m o u n t  thus e x p e n d e d  

b e c a m e  matters entirely for the c o m ­

mission. C o n c l u d i n g  that the action 

o f  the c o m m i s s i o n  in disallowing part 

of  the claimed promotional expenses 

w a s  not unjustified, the court pointed 

out that in the very nature of things, 

a sale of outside articles to p r o m o t e  

the sales of a c o m m o d i t y  regulated by 

a utility m u s t  be controlled by the 

commission, since otherwise it w o u l d  

b e  possible to either raise the operat­

ing expenses to unreasonable heights 

or convert the utility into a m e r e  

m e d i u m  for the sale of appliances a n d  

merchandise not regulated by the 

commission.

In Boston Consol. G a s  Co. v D e ­

partment of Public Utilities (1951) 

3 2 7  M a s s  103, 9 7  N E 2 d  521. a suit in 

equity to determine whether rates 

permitted by the department were 

confiscatory, it w a s  determined that 

costs involved in the sale of gas appli­

ances, including the cost of advertis­

ing appliances for sale, stood o n  a 

different footing than did expenses of 

sending repairmen to customers in 

response to complaints of leaks, faulty 

operation of appliances, etc., which 

w e r e  considered proper charges to 

the operating expenses of a gas busi­

ness. T h e  court noted that the gas

3 0 . L ow ell G as C o . v D epartm ent o f  
P ublic U tilities (1 9 4 9 ) 32 4  M u s  8 0 . 84  
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c o m p a n y  ha d  treated the appliance 

business as a separate entity for m o s t  

purposes, but h a d  sought to treat the 

expenses of the appliance business, 

including the advertising e x p endi­

tures, as a part of the co m p a n y ' s  

business of supplying gas. T h e  c o m ­

pan y  h a d  argued that gas could not 

b e  b o ught by the c o n s u m e r  like ordi­

nary merchandise, but could be 

b o u g h t  only by having it flow through 

appliances of o n e  kind or another; 

that apart from these appliances it 

could not be advertised effectively; 

a n d  that whatever p r o m o t e d  the flow 

of gas through appliances p r o m o t e d  

the sale of gas. T h e  court observed 

that the difficulty with the a r g u m e n t  

s e e m e d  to be  that it either fell short 

of proving the point or it p r o v e d  too 

m u c h :  if the appliance business was 

really a part of the gas business, the 

gas customers w e r e  entitled lo have 

the profits fro m  appliances included 

in the earnings of  the gas business, 

but if il was really a separate busi­

ness, its expenses o u g h t  not to be 

charged against the gas customers. 

T h e  court cited a n  earlier case*’ in 

which it h a d  b e e n  staled that the sale 

a n d  servicing of gas appliances consti­

tuted a separate business fro m  the 

supplying of gas. so that it w o u l d  not 

be fair, o n  the o n e  hand, lo charge all 

customers with higher rates so that 

s o m e  might b uy appliances a n d  have 

t h e m  serviced at less than cost, or, o n  

the other hand, to lower the cost of 

gas service because of a profit o n  

those items. T h e  court r e c o m mitted 

the case for purposes of  having the 

company's earnings d e t e rmined by 

correct legal standards.

While the public utility c o m m i s s i o n  

h ad determined that in the absence of 

evidence of b a d  faith or imprudence.

N E2d 8 1 1 , cert d en  3 3 8  U S 8 2 5 , 94  L Ed 
5 0 1 . 70  S C t 71 .
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the advertising a n d  promotional e x­

penditures by an electric c o m p a n y  

w e r e  within the limits of the discre­

tion of the m a n a g e m e n t ,  the court in 

Public Service Co. v State (1973) 113 

N H  497. 311 A 2 d  513, u p h e l d  the 

contention that all promotional adver­

tising e x pense should b e  disallowed 

because the c o m p a n y  a n d  the indus­

try w as encountering increased unit 

costs a n d  decremental profits. T h e  

court noted that it was not disputed 

that increased d e m a n d  h a d  caused 

the purchase of p o w e r  f r o m  outside 

sources so that increased costs w o u l d  

result, a n d  further observed that the 

parties m a k i n g  the contention dis­

claimed any concern with past adver­

tising a n d  promotion, seeking only to 

preclude further such expense. Point­

ing out that the merchandise a n d  

promotional advertising aggregated a 

comparatively insignificant figure, the 

court nevertheless held that u n d e r  

present conditions, promotional a d­

vertising might well be disallowed, 

a n d  distinguished the holding of  Pub-

§9[b]

lie Service Co. v State (1959) 102 N H  

150. 153 A 2 d  8 0 1,31 which, the court 

explained, was decided u n d e r  circum­

stances quite different f r o m  those of 

this case a n d  could not stand in the 

w a y  of disallowance of p r o p o s e d  ex­

penses w h e r e  appropriate u n d e r  cur­

rent conditions.

T h e  commission's disallowance, for 

rate-making purposes, of certain 

claimed advertising or n e w  business 

expenses, was upheld in State v L o n e  

Star G a s  Co. (1935, T e x  Civ A p p )  8 6  

S W 2 d  484, error ref. rcvd o n  other 

grounds 3 0 4  U S  224, 8 2  L  E d  134, 

5 8  S Ct 883. reh d e n  3 0 4  U S  590, 82 

L  E d  1549. 58  S Ct 1051. a suit by 

the state to restrain the defendant gas 

c o m p a n y  fro m  violating a rate setting 

order of the commission. T h e  court 

explained that only a small a m o u n t  of 

advertising w as proved, nothing in 

proportion to the charges m a d e  for it, 

a n d  concluded that the high annual 

expense claimed for advertising was 

not supported by the q u a n t u m  a n d  

character of evidence required.

3 1 . In the ab ove-c ited  case, w h erein  th e  in its treatm en t o f  th e  am ou n ts cla im ed by
co m m iss io n 's  action  in m aking n o  red u c- th e  com p anv for sa les and n ew  bu sin ess,
t io n  in th e  q u estio n ed  accou n ts w as up- Qf  which p ro m o tio n a l e x p e n se s  w ere a
h e ld , th e  cou rt vo iced  its u n w illin g n ess  to  pa n
q u e st io n  th e  ju d g m en t o f  the co m m iss io n

C o n su lt P O C K E T  P A R T  in  th is  v o lu m e  fo r  la ter  ca se s
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Competition heats up
Chugach goes after a neighbor’s customers
C hugach E lec tr ic  A sso c ia tio n  has 

declared it in ten d s to serve  cus­
tom ers in a sister u tility ’s service 

territory, firing the op en in g  shot in what 
cou ld  becom e a com p etitive  war for elec­
tric utility custom ers.

C hugach fired a shot across Anchorage 
M unicipal L ight & P o w er’s b ow  in the 
form o f  a  Sept. 19 letter saying it intended 
to begin  serving on e or m ore o f  M L & P’s 
cu sto m ers  -  b e g in n in g  w ith  a c o n d o ­
m inium  o ffice  co m p lex  that houses Ray 
K reig &  A ssocia tes, am ong other firms. 
K reig is a m em ber o f  C h ugach’s board o f  
directors.

C hugach  has a lso  approached  several 
other M L& P custom ers, includ ing the A n­
chorage D aily N ew s and C olum bia Alaska  
R egional Hospital, c la im in g  it can provide 
them w ith electricity at a low er cost than 
M L& P charges.

Continued on page 3

H Y D R O  P U R C H A S E  — A t the O c to b e r s ig n in g , o w n ersh ip  o f  the  E k lu tn a  H y d ro e le c tric  

P la n t tran sfers fro m  the fe d e r a l g o ve rn m e n t to  M E A . C h u g a c h  E le c tric  A s so c ia tio n  

a n d  A nch o rag e M u n ic ip a l L ig h t &  P ow er. F ro m  le ft are  M E A  G e n e ra l M a n a g e r W ayne 

C arm ony, C hugach G e n e ra l M a n a g e r G ene B jo rn s ta d  a n d  M u n ic ip a lity  o f  A nc h o ra g e  

O p e ra tio n s  M a n a g e r G e o rg e  V a ka lis . M E A  operates the  p la n t. (See J a n u a ry  1998 

PowcnliHts fo r  a  fe a tu re  s to ry.)

I B E W  w a g e s  ' c o r p o r a t e  c a m p a i g n '  a t  M E A

S urrounded by custom er-hungry utili­
ties, M EA  m anagem ent b elieves the 
co-op  needs to b ecom e m ore com ­

petitive w ithout sacrific in g  custom er ser­
v ice.

"This is a d ifficu lt task, even  in the best 
o f  circum stances,"  said co -o p  spokesm an  
B ruce D . Scott, "but M E A  has been gear­
ing up for com petition  in the m idst o f  an 
a ll-o u t e ffort to  resist it b y  h igher-u ps  
from  the In tern ation a l B roth erh ood  o f  
E lectrical W orkers.”

M EA  and the IB E W , L ocal 1547, are

presently  negotia tin g  separate contracts  
for the Inform ation S erv ices (com puter)  
and Eklutna pow er plant em p lo y ees repre­
sented by the union. But even  as they sit at 
the bargaining table, the IBEW  is w ag in g  a 
“corporate cam paign” at the co -o p , said  
Scott, M EA  director o f  m em ber and pub­
lic relations.

In a corporate cam paign, “the union uses  
all the leverage at its d isp osa l to  harass the 
com pany and m ake fighting the union so  
distracting and so  exp en sive  that m anage­
m ent caves in on its bargaining dem ands,”

says an article in E le c tric  L ig h t a n d  P o w e r 

M a g a z in e .

Author Ronald M eisburg w rites that the 
tactics used in a corporate cam paign  m ay  
include conducting a public relations cam ­
paign against com p any m anagem en t and 
obtaining unfavorable coverage  in the m e­
dia. H e says other tactics include “ inun­
dating the com pany w ith  inform ation  re­
quests” and “ filin g  unfair labor practice  
charges” against the com pany.

W h eth er or  n o t IB E W  le a d e r s  read  
M eisburg’s article, S co tt said th ey  seem  

Contmued on Page 2



IBEW  wages 'corporate campaign7 at M E A
C o n t i n u e d  f r o m  P a g e  /

lo  be fo llow in g  the blueprint for a corpo­
rate cam paign, such as by m aking an at­
tem pt to b u r / M EA  in inform ation  re­
quests, Scott said.

H um an R e s o u r c e s  D ir e c to r  Jam es  
W oodcock said that this year’s correspon­
dence from the IBEW  requesting informa­
tion from the c o -o p ’s m anagem ent fills tw o  
fat binders.

E xam ples in clu d e a request from the 
IBEW  for all d a ily  tim e sheets for all line­
men for a period o f  five years -  literally 
thousands o f  p ieces o f  paper, he said. In a 
separate request, a union representative  
asked for a list o f  all job s performed by 
engineering supervisors from A ug. I, 1996 
to date, "along w ith all docum ents related 
to the jo b s .” Tne dem and gave MEA less 
than 10 days to com e up w ith the informa­
tion.

W hile inform ation  requests are tim e- 
consum ing and costly , Scott said, “two o f  
the biggest w eapons in the IB E W ’s arse­
nal are the grievance and the unfair labor 
practice com plaints."

B etw een Jan. 1, 1996 and Oct. 20. the 
IBEW  filed 84 grievances w ith the co-op  
and a dozen  unfair labor practice com ­
plaints w ith the N ational Labor Relations 
Board (N L R B ) against M E A . Scott said 40  
o f  those grievances were filed through Oct. 
20 o f  this year.

"The grievances cost the co-op  thou­
sands o f  dollars in attorneys' fees, in ad­
dition to consum ing a great deal o f  staff 
time and associated  in-house expenses."  
he said. " If the corporate cam paign con ­
tinues through the end o f  the year. M E A ’s 
legal exp en ses for labor relations are on a 
pace to average $ 2 4 0 ,0 0 0  per year since  
1995," he said.

"But much m ore is at stake than attor­
ney fees," he said. "Let’s take one example, 
a d isagreem en t that crops up with the 
IBEW  on a regular basis -  whether to en­
roll em p loyees in the IB E W ’s $1 billion  
pension fund or the national plan MEA par­
ticipates in."

“The national plan m ost o f  M EA ’s em ­
p loyees are enrolled  in has performed so  
w ell that M EA has frequently enjoyed a 
moratorium on investing in the fund, sav­
ing the co -op  about $2 m illion  since 1994 
and $5.5  m illion in the past decade." he

said. “ During this 10-year period, our m em ­
bers w ould  have had to pay out m illion s o f  
additional dollars i f  the un ion 's pension  
plan had been in place."

Scott said that in the normal course o f  
events, grievances are filed with the co m ­
pany and, i f  m anagem ent and the union are 
unable to reso lve them , the IBEW  has the 
option  to send  them  to arbitration (see  
box).

“ Lately, how ever, the union, in its enthu­
siasm  for the corporate cam paign, has sent 
grievances straight to arbitration, before  
M EA m anagem ent has even  seen  them ,"  
he said.

"The IBEW  has even filed a com plaint 
over our bylaw s with the N L R B ,” he said. 
The union contends that a bylaw  am end­
m ent proposed and approved by M E A ’s 
m em bers last year is unlaw ful b ecause it 
effectiv e ly  exclu d es IBEW  m em bers and 
interdependent relatives from serving on 
the c o -o p ’s Board o f  Directors.

S u b co n tra c tin g  a con cern
M any o f  the grievances filed this year 

stem from an amendm ent to M E A ’s bylaw s 
approved by the co -o p ’s m em bers in 1994. 
Scon  said. The amendm ent requires the co ­
op to engage in "free, open and com peti-

n short, the grievance process w orks  
like this: A grievance is filed by the 
union and subm itted to the com pany. 

The com pany and the union d iscuss the 
issue to se e  i f  the tw o parties can reso lve  
it. I f  it is n o t r e so lv ed  to the u n io n ’s 
sa tisfaction , the IBEW  can ask that the 
grievance proceed to arbitration.

A rbitration is a process w h ereb y  the 
parties se lec t an individual to act as an 
arbitrator. T he arbitrator listen s to the  
argum ents on each  side and then issues a 
decision . The arbitrator has the authority  
to determ ine w hether the grievance has 
m erit and w h eth er  or not the com p an y  
should be ordered to take steps to rem edy  
the com plaint. The arbitrator a lso  has the 
authority to deny  the u n ion’s grievance.

tive bidding" and says M E A  cannot require 
contractors to sign  labor agreem en ts w ith  
the IBEW  or any other un ion . C hugach  
Electric A ssocia tion  has a sim ilar bylaw .

“T his by law  has the e ffe c t  o f  p lacin g  
IBEW  m em bers in com p etition  w ith  n on ­
u n ion  w ork ers, as w e ll as m em b ers o f  
other un ion s,” S cott said.

M EA aw arded severa l m ajor con struc­
tion contracts th is year to a nonunion firm  
-  a firm that w on  the b ids in free, open  and 
com petitive b idd ing, h e said . “ S in ce  then, 
the IB E W  has step p ed  up its corp orate  
cam paign, turning in stacks o f  gr ievan ces  
and u n fa ir  la b o r  p r a c tic e  c o m p la in ts ,  
som etim es on a daily  basis, even  though  
our labor agreem ents a llow  M EA  to su b ­
contract w ork .”

W ood cock  said  that about a third o f  the 
com plaints filed  in 1997  appear to be tied  
to M E A ’s aw ard o f  contracts to  the n on ­
union firm, Irby C onstruction , o n e  o f  s e v ­
era l co n tr a c to r s  p e r fo r m in g  w o r k  for  
M EA  this year.

‘ P r e p a r a t io n ’ e x p e n se  
In 1996. the IB E W  filed  4 0  grievan ces  

and four unfair labor practice (U L P ) c o m ­
plaints. Later, it w ithdrew  14 o f  the gr iev ­
ances and three o f  the U L P s (the N L R B  

Continued on P a g e  4

In tw o o f  M E A ’s  three bargaining union  
agreem ents -  the E ngineering, O perations  
and A ccounting  unit and the Inform ation  
Services unit, resp ec tiv e ly , the em p lo y ee  
is s u p p o s e d  to  d is c u s s  th e  i s s u e  o f  
concern w ith h is or her sup ervisor and the 
next level o f  su p erv ision  prior to filin g  a 
grievance.

U n d er th e  th ird  a g r e e m e n t , w h ic h  
covers the “O utside" unit w hich  inclu des  
l in e m e n , m e te r  r e a d e r s  an d  o th e r  
e m p lo y e e s , the p r o c e s s  starts w ith  a 
g r ie v a n c e .  M E A  is  n e g o t ia t in g  an  
agreem ent co v er in g  a fourth w ork  unit 
con sistin g  o f  e m p lo y e e s  at the E klutna  
H ydroelectric Plant.

A p p r o x im a te ly  o n e - h a l f  o f  M E A ’s 
w orkforce is nonunion .

H o w  t h e  g r i e v a n c e  p r o c e s s  w o r k s

Pam ? Pnwfnl iMs



Competition heats up in the Anchorage Bowl
C ontinued fro m  Page /

h u g a ch  u n ila te r a lly  d ec lared  it 
w ou ld  pay M L & P a rental fee -  

. . .  ca lled  a “w h ee lin g ” charge -  for 
u sin g  M L & P ’s lin es to  serve custom ers  
that presently  “b e lo n g ” to the m unicipal 
utility. M EA  an alysts said  the rate chosen  
by C hugach "has no  dem onstrated basis in 
fact." It w ould  take a fairly extensive study, 
and likely  hearings b efore the A laska Pub­
lic U tilities C om m ission  (A P U C ), to de­
term ine w hat the w h ee lin g  charge should  
be, and w hether C hugach should  even  be 
a llow ed  to pay on e , the analysts said.

M L& P responded to C hugach’s letter by 
filing  a com plain t w ith  the A PU C . Its com ­
plaint says M L & P  is certified  by  the com ­
m ission  to p rovid e serv ice  in an exclu sive  
territory; C hugach , therefore, lacks the au­
thority  to p ro v id e  se r v ic e  to custom ers  
w ithin M L & P ’s territory.

Both u tilities p rovid e electrical service  
in A nchorage. M L & P serves an area sw eep­
ing north o f  Tudor R oad, w est o f  B oniface  
Parkw ay and ea st o f  A rctic  B ou levard . 
C hugach serves m ost o f  the rem aining A n ­
chorage area. M E A  p rov id es serv ice  to 
E agle R iver and C hugiak  in the northern 
part o f  the M u n icip a lity  o f  A nchorage.

C hugach representatives have stated that 
the A PU C  has the authority to determ ine 
w hen and w here u tilities can com pete. But 
ju st in case  that argum ent fa ils, Chugach  
is supporting a bill in the state legislature 
that w ou ld  exp ress ly  g iv e  the A PU C  au­
thority to regulate com petition .

n the w aning hours o f  the last legisla­
tive session , C hugach lobbyists intro­
duced a different bill that w ould  allow  

C hugach to com pete w ith  M L& P. The bill 
is n ow  in the H ouse o f  R epresentatives’ 
Labor and C om m erce C om m ittee.

“ M EA  is o p p osin g  the b ill because it 
w ould  a llow  C hugach to set the rules for 
com petition  statew ide, w ithout grass roots 
in volvem ent from the state’s other utili­
ties,” said M EA  G eneral M anager W ayne 
D. C arm ony. “There is a chance that the 
state cou ld  rush into defin ing how  com pe­
tition w ill be practiced before w e assess 
the im pact on ratepayers.”

“ There is a possib ility , for exam ple, that 
pow er providers w ould  se ll electricity at a 
discount to large com m ercial users. But 
because the fixed  costs o f  a u tility ’s  in­
vestm ent do not go  aw ay, this could result 
in increased  costs to residential custom ­
ers," he said.

C arm ony said that a com petitive battle 
is a lso  being w aged by private energy firms 
trying to do just that -  pick up the largest

custom ers at a discount.
An A nchorage-based  firm called Alaska 

Pow er S ystem s is m arketing on-site d ie­
se l generators to C opper V alley  Electric 
A ssociation  custom ers in G lennallen and 
V a ld e z . A n o th er  p riva te  firm , A urora  
P ow er R esou rces (A P R ), is p o o lin g  its 
large com m ercia l natural gas custom ers 
into one group “and go in g  to all the pow er 
generators in the R ailbelt and asking them  
to bid for the group,’’according to an APR  
spokesw om an.

In Fairbanks, G olden  V a lley  E lectric  
A sso c ia tio n  (G V E A ) recen tly  s ign ed  a 
pow er supply contract with M L&P. G V EA  
previously  had purchased as m uch as 300  
m ill io n  k ilo w a tt-h o u r s  per y ea r  from  
Chugach, at less than h a lf o f  what Chugach  
charges M E A . C hugach responded by su­
ing G V E A  for breach o f  contract.

M EA spokesm an Bruce D. Scott said that 
increased com petition  has not been w ith­
out its costs, particularly in the arena o f  
legal exp enses. M EA  invested  a consider­
able sum  to fight o f f  hostile  takeover at- 

C ontinued on Page 4

MEA’ s  nex t B o a rd  o f 
D ire c to rs  m ee ting s :

‘ M o n d a y ,  N o v e m b e r  1 0  -  7  p . m .  
M o n d a y ,  D e c e m b e r  8  -  7  p . m .

I
al MEA'a main office In Palmer.
Call 745-3231 for directions.

Web site: www.Matanuska.com
I__________________________________

B oard  o f  D irectors:

Barbara J. •‘Tamic" Miller 376-5636
Meting President

William A. ‘‘Bill’’ Folsom 745-4339
Secretary- Treasurer

Rodney R. Cottle 376-57! I
James S. Hermon 745-3558
Frank G. Mielke 688-9754
Douglas R. Mills 745-3867

Wayne D. Carmony 745-92! I
G eneral M anager

W h o ’ s  w h o  a m o n g  R a i l b e l t  u t i l i t i e s

A
m em b er-ow n ed  coop ­

erative, C hugach  E lec- 
_L iL tr ic  A sso c ia tio n , serves  
a p p r o x im a te ly  6 6 ,6 0 0  re ta il 
c u sto m ers  in A n c h o r a g e  and  
provides w h o lesa le  electricity  to 
M E A , H om er E lectr ic A sso c ia ­
tion, the c ity  o f  Sew ard , G olden  
V a lle y  E le c tr ic  A s s o c ia t io n  
(G V E A )  in  F a ir b a n k s  and  
C hugach itself.

O w ned b y  the M unicipality  o f  
A nchorage, A n ch orage M unici­

pal L ig h t & P o w e r  (M L & P )  
serves som e 4 6 ,0 0 0  custom ers 
in A n c h o r a g e  an d  r e c e n tly  
sig n ed  a fiv e -y ea r  contract to  
s u p p ly  w h o le s a le  p o w e r  to  
G V E A , in c o m p e t it io n  w ith  
Chugach.

Incorp orated  in 19 4 1 as a 
m e m b e r -o w n e d  c o o p e r a t iv e ,  
M EA  serves 3 4 ,0 0 0  custom ers 
in the C hugiak-E agle R iver area 
and throughout the M at-Su V al­
ley.
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W h a t ’ s  a t  s t a k e  f o r  t h e  I B E W

T±  E

he International 
B r o th e r h o o d  o f  
E lectrical W ork-

J t
ers' corporate cam paign  
at M EA  is o n e  o f  the 
w avs the union is w ork­
ing to resist com petition, 
sa id  B ru ce  D . S c o t t .
M EA director o f  co -op  
m em ber and public rela­
tions.

“The IB E W  is fighting to negotiate ex- 
i e lu sive labor agreem ents and maintain the 
ones it has," Scott said. “T he 5 ,000  or so  
IBEW  m em bers have had a fairly captive 
labor market in A laska for decades. N ow  
they’re facing increased com petition from 

. nonunion w orkers, w ho m ake up the major­
ity o f  A laskans, as w e ll as from workers in 
other unions."

i Scott n oted  that the m em bers o f  both 
s M EA  and C hugach  E lectric A ssociation  
; have changed their respective bylaw s dur- 
| ing the past few  years to dem and the utili­
ties engage in “ free, open and com petitive  

; bidding.” Both sets o f  bylaw s say that bid- 
Iders m ay n ot be required  to sign  labor 
agreem ents w ith  the IB E W  or any other 
union.

“This throw s open the doors to com peti­
tion,” he said , adding that the availability o f  
such “open bid” w ork cou ld  even attract 

' more skilled w orkers to A laska.
* G eneral M anager W ayne D. C arm ony  
! said the electric industry as a w hole is be­

c o m in g  m u ch  m ore  
com petitive.

“This is forcing 
em ployers to operate: 
m ore e f f ic ie n t ly ,  to' 
change the way w e do; 
b u s in e s s ,” he s a id . | 
“ W e'v e  a lw ays been i 
e x tr e m e ly  c o s t -c o n - i  
s c io u s  at M E A , buti 

w e’re under pressure to becom e even m ore| 
cost-efficient and concerned about the costs ’ 
w e pass on to our mem bers than w e have j 
been in the past."

He noted that MEA has instituted three; 
rate reductions -  and no rate increases - 1 
during the past 18 months.

Scott said that IBEW. Local 1547, appears i 
to be in a Financially healthy position to l 
wage its corporate cam paign at MEA (S e e ; 
Page 1) and tackle com petition in its labor j 
market. I

A ccording to a federal report the IBEW | 
filed, the local had revenues o f  more than j 
$6.5 million in 1996 and assets with a fain  
market value o f  nearly S 1 .7 m illion. All but 
$ 2 0 0 ,0 0 0  o f  its reven ues cam e from its 
dues-paying mem bers. Scott said the dues 
represent only a fraction o f  the value o f  the 
contracts it negotiates for its members. The 
union paid out som e $2.1 m illion in gross 
salaries to its union hall em ployees in 1996, 
as w ell as $  122,000 in allow ances and dis- i 
bursements, says the report filed with the I 
U.S. Department o f  Labor.

IBEW 's 'corporate campaign'
Continued from Page 2 
d ism issed  th e fourth) -  a third o f  the 44 
com plaints it filed. Scott said there is a pos­
sib ility  the un ion  m ay  drop som e o f  the 
d ozens o f  grievances it has filed in 1997. 
But even  if  the union eventually  drops som e  
o f  its com plaints, they are extrem ely costly  
to M EA and its m em bers, he said.

“The union m ay know  in advance that it 
intends to drop a grievance at som e point in 
die future. B ut the co -o p  has to treat every  
com plaint as i f  the IBEW  planned to take 
the issue to arbitration or file a com plaint 
with the N L R B ,"  he said.

“ F iling g r iev a n ce s  is o n e  w ay  for the 
IBEW  to put pressure on M EA  management 
to com ply  w ith the u n ion ’s dem ands," he 
said. “ F iling  g r ievan ces and unfair labor 
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practice com plaints forces the co-op  to hire 
attorneys to defend its m em bers’ interests. 
The IBEW ’s representatives then turn around 
and accuse managem ent o f  having bad labor 
relations and ‘w asting’ funds on attorneys.”

Since the IBEW  began the corporate cam ­
paign, the charges against managem ent have 
becom e part o f  the cam paign rhetoric dur­
ing the annual election for M EA directors, 
he said.

“Regardless o f  what happens O utside,” 
Scott said, “M EA w ill do  its best to repre­
sent the interests o f  our m em bers, w h ile  
preparing for the larger com petitive battle 
with odier electric utilities and private power 
providers."

Competition heats up
Continued from Page 3

tem pts by C hugach in 1994 and 1995, as 
w ell as tens o f  thousands o f  dollars for 
A PU C  proceed ings, he said.

He said the co -op  also  spent $179 ,000  
in a su ccessfu l effort to defeat a S5 m il­
lion law suit filed by G V E A . The Fairbanks 
utility attem pted to force MEA to upgrade 
som e o f  its lines to a llow  other utilities to 
ship m ore cheap pow er to G V EA  without 
providing sufficient com pensation to MEA  
or g iv in g  adequate consideration o f  safety  
and related issues, he said.

"It is too  soon  to predict the shape o f  
com petition , or even  i f  w e  w ill truly have 
it here in A laska," he said. “ In the Lower 
4 8 . there is m ore im petus for com petition  
b eca u se  m ajor tran sm ission  lin es flow  
from on e state to another, enabling an e lec ­
tric utility in G eorgia, for exam ple, to pur­
chase w h olesa le  p ow er from a pow er gen ­
eration com pany in Florida. A laska’s power 
lines are all in-state."

Scott said  a recent Federal Energy R egu­
latory C om m ission  order directed electric  
utilities under its jurisd iction  to a llow  oth­
ers to use their transm ission lines to pro­
v id e  electricity , charging them  the sam e 
rates the utilities w ou ld  charge them selves  
to provide power.

FERC a lso  directed those utilities to “un­
bundle" serv ices they provide to encour­
age com petition , a process that ultim ately  
could require a utility  such as C hugach to 
break its generation, transm ission, and dis­
tribution com ponents into separate com ­
ponents or com panies.

"U nbundling is a prerequisite i f  y o u ’re 
go in g  to identify the costs o f  using a trans­
m is s io n  o r  d is tr ib u t io n  lin e , su c h  as 
Chugach is proposing to do  with M L & P’s 
lines." Scott said.

C arm ony said that in its proposed 1998 
budget, M EA  is div id ing itse lf on paper into 
a “ wire com pany" and “service com pany"  
to better identify and control costs.

P o w e r U n e s  is published monthly by 
Matanuska Electric Association Inc.. a non­
profit electric cooperative owned and operated 
by the people it serves.
MEA’s goat is to provide reliable power at the 

lowest possible cost.
Questions and suggestions regarding this pub­
lication should he addressed to Bruce D. Scott, 
CREC or Pamela Sadloske in Member and Pub­
lic Relations. 745-3231.
To report a power outage, call 745-3231 or 

MEA’s toll-free number, 800-478-5150.

Po w e h U nes



M a t a n u s k a  E l e c t r i c  

A s s o c ia t io n ,  I n c .

P.O. Box 2929 
Palmer, Alaska 99645-2929 
Telephone: (907) 745-3231 
Fax: (907)745-9328
March 2 7 ,19 9 8

M r. James R . Hays 
10828 Steeple Drive 
Eagle River, A K  99577

Dear M r. Hays:

Thank you for your interest in Matanuska Electric Association. You have written to 
request:

1 . The annual budget for the Member and Public Relations Department for 1994,
2 . The annual budget for the Member and Public Relations Department for 1995.
3. The annual budget for the Member and Public Relations Department for 1996,
4. The annual budget for the Member and Public Relations Department for 1997,
5. The annual budget for the Member and Public Relations Department for 1998,
6. A complete breakdown o f the public relations sponsorship, donations and 

contributions for 1994,

7. A complete breakdown o f the public relations sponsorship, donations and 
contributions for 1995,

8. A  complete breakdown o f the public relations sponsorship, donations and 
contributions for 1996,

9. A complete breakdown o f the public relations sponsorship, donations and 
contributions for 1997,

10. A complete breakdown o f the public relations sponsorship, donations and 
contributions for 1998,

1 1 .  The annual meeting expense for 1994,
12 . The annual meeting expense for 1995.
13 . The annual meeting expense for 1996.
14 . The annual meeting expense for 1997,
15 . The annual meeting expense for 1998,
16 . The “ Powerlines" production and printing expense for 1994,
17 . The “Powerlines” production and printing expense for 1995,
18 . The “ Powerlines" production and printing expense for 1996.
19 . The “Powerlines” production and printing expense for 1997,
20. The “Powerlines” production and printing expense for 1998,
2 1 . “AH costs pertaining to the publication o f the Matanuska Electric Association 

Members Only Coupon Savings Book, including but not limited to staff time 
soliciting participation, printing costs, layout and design, distribution and any other 
associated costs to compile and publish (the) M EA  Coupon Savings Book.



James R. I  Fays 
March 27, 1998 
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A s the “proper purpose” o f  the request, you state that you want the information to 
“answer outstanding questions regarding the M E A ’s  public relations objectives, the 
cost-benefit analysis and whether this is  an expense that is  appropriately factored into 
my rate base.”

In  our judgment, there i s  no relationship between the information you have requested 
and the stated purpose. However, we w ill provide the attached 1998 budget information 
as a courtesy, without waiver o f  our position that all requests for other than routine 
information must state a proper purpose. Enclosed is  a copy o f the 1998 Operating 
Budget approved by Matanuska Electric Association’s  Board o f Directors. Including 
memberships in associations,' claims settlements, customer service and information, 
annual meeting, d ivision personnel wages and benefits, marketing/sales expense, 
economic development, and other items, the Member and Public Relations D iv ision ’ s 
1998 budget is  $86 1,10 0 .

The other information you request is  extensive and not readily available. Before I 
embark upon what could be a timely and expensive research project,2 please help me to 
understand how the information you request w ill a ssist in accomplishing your stated 
objectives. In  addition, please provide some details regarding the “outstanding 
questions”  you have regarding M E A ’s  public relations objectives. Perhaps I could 
address them directly.

M E A ’ s  1998 budget, the same as those adopted in the 1994-97 period you cite, was 
developed by management at the direction o f the raember-elcctcd Board o f D irectors, 
and approved by the Board. I am certain me Board concluded the expenses were 
adequately factored into our rate base, particularly since the Board has worked 
diligently to reduce expenses and, in fact, has approved two rate reductions during the 
past 12  months.

M r. Hays, please understand that your inquiry comes at the busiest time o f the year for 
our department, as wc are preparing for the Annual Membership Meeting on April 30.

liDS/prw
ct: Consumer Prorettion Division. Alaska Public Utilities Commission

1 M emberships include dues for the National Rural Electric Cooperative A ssociation and Alaska Rural 
Electric Cooperative A ssociation, Northwest Public Power Association and approximately tw o do7en  
national, state and local associations, including chambers o f  comm erce.
2 The applicable M EA Board policy  requires you to prepay for that effort.




