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		We present a new model of the incomplete regulatory contract that focuses on the mutual investment of buyer and seller and recognizes the cost of contractual renegotiation and the importance of breach remedies when contracts are incomplete.  Our model includes both specific investment by the buyer and "cooperative" specific investment (i.e., investment that raises the buyer's valuation) by the seller.  We model renegotiation as a litigation game played out before a quasi-judicial administrative court.  We find that the standard contractual remedy of expectations damages cannot implement first-best levels of investment for both buyer and seller.  The traditional regulatory rule allowing utilities to collect a return of but not on investment is more appropriate.  In fact, if the regulator allows the seller to fully recover its sunk investment in the event of contract breach, first-best levels of investment by both buyer and seller can be supported provided litigation costs are small enough. 
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