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THE POWER FIGHT

unish :
W - mwwﬂw »..cn rE.:.:m a E:vrm:r birthday, or as punisl
e frree mn:. mo:.snm_ opinions or their refusal to ¢ .
Thev ace _A.u ] nrm.z. immediate superiors, they are not M "y
b s sl gl o 013 feslal systemn
er them even that ease whi
?.%.rw::a.n& years ago, security in the .mw\v Spepleihad
of Srmnﬁm“.ﬂn%nﬂnmnnmmamn of the long Emnrw:mnm_ progress
SO vicari s
out security. cariously proud is dependence with-
The interest of the “
e “power fight” i : .
ways g 18 essentiall
ha W ; mwm_“_& cﬁwmum n.rm.osmr S.?nr this particular W:mﬂm”rn
ituation in th emi-feudal m..”:wmc: to attain its Enmnﬂw
situation, and Me NM%MW%QMM. its success has solidified that
. 11on .
course of its triumphant E.cm_.mmm v Ealtod Jorth u the

1. Mass Formations

The i
o cmnﬂ.wwnmﬂmwﬂEm development in recent years has been
b @o“w\m.‘ %rmu. Morgan & Company into the field
at the same time, Hrsmumwmmmmnmmﬂna M.m Mqonmq e
o an y : n part the r ici
| eranwMWMM mMc when the elder Morgan mm:&nwwmnrn“ﬂhma
o v :am.ﬂn and nnamlaa that he liked this no::...
o e » - e retort, it will be remembered, was
ar mm.q i Mcnﬂmnznow_mﬂnmwrm: rnvmo,mms.a Eﬁn.mn ?“
e} : . n combined wi —
ot MM?”MM_M_.HQE So.nr_.zm allies, to start the e%hwnw_‘m”&
g mmnﬂ - m,uomm rapidly to a control in 1930 of o<M-
Gyl e o nrn _wmmﬂm_ power capacity of the indust :
Sy Qn organ and Bonbright influence A
o e mm_w Mrmnm has long been known, and m_nwz
tric) owns part an Amaﬁn.n corporation of ﬂm.:nn: El ]
e part o the United. In view of the fact nhn-
o mo%“.wm—ﬂ:m. E.m.:m; allowed in on each oth mﬁ
o elieve it is correct to group United and
ond and Share together. The latter m_,ozw nﬂﬂm

THE POWER PRESSURE 3

trols over 1z per cent. In addition the National City
Bank’s influence in Consolidated Gas of New York is so
strong that a direct affiliation with United is frequently
discussed. This company controls over 6 per cent of the
capacity. These allied interests together control 37.7%-
From here on it becomes more difficult to trace the
threads of control. Taking as authoritative an account in
the financial section of the New York Times,* the group-
ing of the Chase National Bank interests with the Harris,
Forbes interests of Boston, late in 1930, Was an event
second only to the Morgan groups. According to that ac-
count a total of over five billion dollars in various forms
of public utilities was centered under one sponsorship.
The Chase Securities Organization has financed the Utili-
ties Power and Light and has large holdings in the Inter-

national Paper and Power Company. Harris, Forbes were
associated with several other banking groups, including the

Chase group, in the Standard Power and Light arrange-

ment with United States Electric Power in 1930. It has,

according to this report, large holdings in the Associated

Gas and Electric system, in International Paper and Power
and in the Central Public Service. It also provides bank-
ing sponsorship for the Cities Service system and has
headed financing for various groups including the South-
ern California Edison. Through its United States Electric
Power it has affiliations with the American Waterworks
and Electric Company and the Mellon-Koppers utility in-
terests. Without including Cities Service, Southern Cali-
fornia Edison, or American Waterworks and Electric,
the sphere of influence of this banking group would, ac-
cording to this report, cover 11.57 per cent of the in-
dustry’s installed capacity. 1f these three groups were

to be included a total of 17.83 per cent would be listed

under its influence.
The degrees of control exercised by the banking groups

vary from direct to quite indirect control. As far as the
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8 THE POWER FIGHT

In fact Philadelphia, Eastern Pennsylvania, New Jersey
and New York City are supplied almost entirely by manu-
factured gas from the Morgan group. The threat of
natural gas to that monopoly was considerable. Price-cut-
ting might have started at any time. Instead, the United
interests (Morgan) bought a large section of the stock
of Columbia Gas and Electric, thus avoiding any price-
cutting, and- any particular benefit the consumer might
have derived from the fact that one of the great natural
resources was at the gates of the greatest industrial area
of the country. As Fortune commented, “There is not
much likelihood of fratricide between the Manufactured
Cain and the Natural Abel—not, at least, as long as each
can so pleasantly and profitably contrive to become his
brother’s book-keeper.” 3
Now this tendency toward control of allied industries
is not confined to the electric power industry. In gen-
eral the banking groups have tended to broaden the base
of industrial control. They do not mind if people switch
from gas to electricity if they also have a finger in both
industries. They do not mind so much if passengers
- switch from street cars to busses and if freight switches
from railroads to trucks if they also have control over
the busses and trucks. While we have made some feeble
attempts to control the elimination of competition inside
an ordinary industry, we have made no attempt whatever
to restrict the elimination of inter-industry competition
between utilities. )
Another, somewhat minor form which the growing
power control has taken is that of owning its chief cus-
tomers. One of the largest of these is the electric railway
industry, and preliminary studies indicate that about a
third of it is affiliated with the power industry. If you can
sell power to the street car lines instead of having them
generate it themselves you are assured of a large demand.
If you own the street car lines you can, within limits, sell

ape g
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the power to them very profitably. Control has, in some
cases, gone beyond street cars into other industries which
are large power consumers. During the Past few years

Insull bought into the cotton textile industry in Majne

panies in Augusta and Lewiston, operating 9,362 looms
and 354,000 spindles. This led the Electrical World, the
organ om.:,m industry, to comment: “Through the MET
.armmn of industrial firms by the parent holding company
n a power group, a portion of the investment is today
@2:@ diluted in some of ‘these enterprises from a strict
light E:_. power distribution. , _ » It pointed out that
not c:._M Investors but consumers of the subsidiary operat-
ng utilities were concerned in such expansion, Certainl

if such textile mills recetved lower power rates Emw

disrepute,

Hrm m:mmn_.nn by which this concentrated control wag
mmSE_mrn.m in the power industry is now fairly familiar
.H:m public contributed the bulk of the investment in En.
Emzm:..« and received in return bonds and preferred
stock, giving no control. Sufficient common stock to secure
the real control was held by insiders, Using their com-
mon stock holdings as g base they set up holding com-
panies, one on top of the other, always retaining a suffi-
Clent share of the common stock, the voting stock, to
control E.n top company and all the subsidiaries. In .m:.m
way nn_m.n:zw_w little capital was needed to control » great
deal of investment. The Federal Trade Commission re-

the Commonwealth Power (Morgan) the ratio 1S I:25,

* This holding Company arrangement, no matter what else
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12 THE POWER FIGHT

brought out by a special commission appointed to investi-
gate public service procedure in that state.® The minority
report, not challenged in this respect by the majority of
the special commission, gave a description of holding
company procedure which should be kept in mind. The
holding company in question was the Long Island Capi-
tal Corporation, the operating subsidiary was the Long
Island Lighting Company. The report states:

“The Long Island Capital Corporation program . . . ap-
pears to us an example of one of the dangers in the hold-
ing company idea. The evidence shows that this corpora-
tion was created primarily to bolster up the value behind
the highly speculative common stock of the Long Island
Lighting Company. . . . Briefly summarized, it shows
that the E. L. Phillips interests, associated with W. C.
Langley and Company, controlling probably a large ma-
jority of the 3,000,000 outstanding shares of the Long
Island Lighting Company, petitioned the Public Service
Commission to permit the newly created Long Island
Capital Corporation to take over 1,600,000 or more shares
of the Long Island Lighting Company by exchange of an
equal number of shares of the Capital Corporation. . . .
The books of the (Long Island Lighting) company showed
these shares at $3,000,000, or $1 a share, and including
their full equity in the property, their book value did not
exceed $1.70 . . . at the time the petition was presented
to the Public Service Commission their market value was
in the neighborhood of $70.”

In shoit here was a holding company proposing to set
up shop on the basis of acquiring $2,720,000 book value
of stock of the operating company, and, with nothing else
in its treasury, issue its own bonds, preferred stock and
common stock to the extent of $22,000,000 at least. The
banking group and holding company group were specu-
lating on the market value of the common stock of the
operating company staying at $70, or some 43 times more
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than the real money invested in it and accumulated in the
surplus account.

The report continues: “The purchasers of the senior
securities of the Long Island Capital Corporation would
have a lien not on property but on the highly inflated com-
mon stock of the Lighting Company, and the soundness
of their investment would depend to a large extent upon
the continued willingness of the Public Service Commis-
sion to allow the Long Island Lighting Company to main-
tain rates high enough to provide profits approximating
those which the company is now making. . . . It is too
clear for argument that the sanctioning of this plan by the
Public Service Commission would later bring strong pres-
sure to bear on the Commission to perpetuate the present
net earnings of the Long Island Lighting Company and
so to help it sustain the artificial market value of the $1
common stock. Any other course would mean that the
Commission was exposing innocent investors in the senior
securities of the Long Island Capital Corporation to gross
exploitation.” )

Here the bondholders and preferred stockholders of
the holding company would be the ones to suffer if the
very high rates charged to consumers by the Long Island
T.m:msm. and its high profits, were cut down by the Com-
mission supposed to do exactly that. A situation, similar
to many others, was being created where the body pro-
tecting the consumers against monopoly would have been
rendered ineffective. The report continues: “Yet Chair-
man Prendergast, the sitting Commissioner in the case,
wnncEEnnmn& the granting of this request, after brief hear-
ings in which there was no representation of the public
and practically no cross-examination of Messrs. Phillips
and Langley. The case is an outstanding instance of the
danger when commissionérs are not thoroughly alert t
the public interest,” :

Here the interest of the consumers happened to be at
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16 THE POWER FIGHT

The sums spent by the utility industries for mmcnzm.mmsn
have been estimated to be between twenty-eight and z:n.Jr
five million dollars a year. The amount has been growing
steadily. Through the N.E.L.A. another -E:ﬁ: was
raised for its various purposes. The large companies also
had public relations departments, but the .mmn" that many
of them operate entirely inside the boundaries of one state
has prevented the Federal Trade Commission from going
into many of their expenditures. With these sums, all con-
tributed by consumers under the impression they were pay-
ing for electric light, considerable could be done to keep
intact the system which was so favorable to the con-
trollers of the industry. Almost everything that could be
done was done. . )

One of the most important forces in the country 1s the
press, and many ways were used to influence it and make
it serve the purposes of the industry. That story has been
brought out by painstaking work on the part of the Fed-
eral Trade Commission. Some of their findings I sum-
marized in High Power Propaganda.®

A rural press service which reached 14,000 rural news-
papers was subsidized. General Electric, Insull, G:.:ma
Gas Improvement, Electric Bond and Share and American
Telephon: and Telegraph leaders started it. Two other
rural syndicates were later also subsidized. Much was
made of the advertising fund .available to the companies
and its influence on editors of small papers. The classic
remark on the subject was made by the utility director in
Missouri, J. B. Sheridan. He said: “Unquestionably,
when you talk advertising to most newspapermen they
warm to you.” He wrote one of his friends: “Gee, Mr.
Buck, what the country press is worth to people who are
honest and use it honestly is beyond calculation. I have
spent as much as $300 in three years ‘entertaining’ editors.

.. All of them are God’s fools, grateful for the smallest
and most insignificant service of courtesy. . . . 1f we could
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stimulate a little local advertising for some of the leading
newspapers, I think we will have the newspapers and the
operators so closely associated that it will be impossible
to split them in the near future.”

The power people had two things to go on in this work:
some communities were so glad to get power that they
would take it as they would a gift horse, without looking
at any teeth; second, the small papers are hard up. As
the Illinois director put it: “We are trying to promulgate
the idea rapidly among the newspapers that public utilities
offer a very fertile field for developing regular, prompt-
paying customers of their advertising columns. When
that idea penetrates the United States, unless human nature
has changed, we will have less trouble with the newspapers
than we had in the past.””

There were few states where the buying process reached
such a point as in Georgia. Here the utility people seem
to have persuaded the editors that all news about the utility
problem had to be paid for. The industrial representa-
tive of the Georgia Railway and Power Company wrote:
“QOur greatest distress before we started the Committee
was the printing by newspapers free of charge of propa-
ganda written by public ownership fanatics. We answered
those articles with paid advertisements and then insisted
that the newspapers require the public ownership fanatics
to also pay for the space they wanted. The result is that
out of 250 newspapers in Georgia only four will publish
anything at all from the public ownership people. . . .”
The power to insist was the power to destroy. In Ohio
it was pointed out to editors that they should be against
municipal plants because municipal plants never adver-
tised. It was an appealing argument.

The method of controlling community opinion through
having local utility managers bring pressure on the editors
and through handling advertising funds in a way to appeal
to what they called the human nature of the editors, in-
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20 THE POWER FIGHT

The utility directors of publicity knew that they were,
in the current phrase, getting away with murder. There
were several written admissions of it. One was printed
in a pamphlet by Willard Cope, vice-chairman and
executive-secretary of the committee in Georgia : “It is pos-
sible to interpret the work of a public relations director in
two ways. You may look on him if you wish (and many
within and without the industry do) as the head of the
Alibi Department, the Fixer—the undertaker’s assistant,
suave of manner, discreetly clothed, who moves about here
and there during the inquest trying to put the best possible
face on the murder. It may be that this is the proper view
of him. Indeed it is quite possible to get such a focus
that this will be the picture the negative prints. . . M
Cope, who spent about $30,000 a year in Georgia, was the
one who destroyed every pen mark, paper and checkbook
in his office before the Federal Trade deputies visited him,
and all record of the sums—which probably came to a
quarter million he had spent in eight years—was removed
from sight. He had apparently learned how to avoid in-
quests after the murder.

While, on the whole, the work of the utility committees
in controlling the press met, at first, with little objection on
the part of the editors, the purchase of newspaper prop-
erties met strong objection. The International Paper Com-
pany, affiliated with the International Paper and Power
Company, one of the big companies, sent two young news-

_paper men into the South with almost unlimited credit and
expense accounts. They bought up the Augusta Chronicle
in Georgia, the Columbia Record and Spartanburg Herald-
Journal in South Carolina, and negotiated for many others.
The International Paper itself bought the Boston Herald
and Boston Traveler in Massachusetts. It also purchased
an interest amounting to $1,600,000 in debentures and
preferred stock and 10,000 shares of common stock in the
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Chicago Journal in Illinois, one of the Bryan-Thompson
papers. Mr. Archibald R. Graustein, President of the
company, bought in his own name $250,000 of preferred
stock and 5,000 shares of common in the Chicago Daily
News. The company took part in an offer for the Cleve-
land Plain Dealer in Ohio, which was not accepted, and for
1l Progresso, an important Italian paper published in New
York City. The company also secured an interest in three
papers of the chain owned by Frank Gannett, the Brooklyn
Daily Eagle, the Knickerbocker Press and Evening News
of Albany and the Ithaca Journal-News, all in New York
State. This interest was bought back by the owner of
the chain shortly after the utility connections of the Inter-
national Paper Company had become clear.

The investigation established that the paper company
was affiliated with the power company, that the invest-
merit of the power company and its subsidiaries amounted
to almost half a billion dollars, and that 54 per cent of its
revenue came from its power properties. Mr. Graustein
stated that the paper company had had a deficit for the
year 1928, that it needed to secure a market upon which
it could rely, and that the purchase of the papers was to
secure such a reliable market. He also made a statement
which is of interest in the whole problem of concentrated
control.

,...>m a matter of fact, the manufacture of newsprint re-
quires, as we have said, so large an investment, and the
supply of newsprint absolutely every day is so vital to the
paper that some community of financial interest is natural
and not infrequent. . . . More than that, competitors of the

- International have assisted in financing of newspapers and

the poor showing of International in 1928 is partly ascribable
to the loss of a large account through financial assistance ex-
tended by a competitor,” : .

The .mzmcnznn of such competitors on the press has not
been discovered by the Commission, although at least one
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24 THE POWER FIGHT

law which prevents export of power n.on.uoﬁa from the
books. The Republican party was split into two camps
on the question. In 1927 Dr. Ernest O..:nn_:n..mo::nu_%
an editor of the Nation, became editor of an evening news-
paper in Portland, the Evening News. Up to .:_mn time
there had been only one morning and one evening paper
there, both controlled by the same man, Guy P. Ow::m:.
He is also vice-president of the Fidelity ”an.wr of .dcr_n.r
Walter S. Wyman, the Insull representative in zm::n. is
president. His papers were in favor of exporting the
power. The new Evening News began to %Ew:&. that
rates in Maine be lowered before Insull began to ship all
the power out of the State. It endeavored to m.roi n.ru»
Insull would sell current in Boston ».om less than in Maine.
It pointed out the extremely high dividends of the Insull
holding companies, to demand that there be a mmmnnnanca
on the matter of exporting power, and otherwise to make
itself objectionable to the power people. )

There followed a refusal on the part of »:m.:swo;ma
department store advertisers to use the paper which mnn.Snn_
to amount to a boycott, and which Editor and Publisher
characterized as “the ugliest situation we have E#n.& on
the newspaper map of the United mnwmnm ina long time.
One of the department store owners 13 a a:nnaon, in the
power company and the Fidelity A._..zmn. Dr. .OEnE:N has
charged that apother smaller advertiser :Em r_.m notes called
by the bank as soon as he began to advertise in the Z.Sﬁm
The representative of the local power company, an Insul
interest, told his representative, “I am extremely sorry,

but my orders are not to give the Portland Evening News -

a line of advertising. I got these orders from Mr. Gordon.
Mr. Gordon gets his orders from Mr. Wyman. g.ﬂ.
Wyman gets his orders from Mr. Insull. Go to Chi-
cago.” The paper is not sold in the Augusta House at

1)
the capital, a hotel owned by Mr. Wyman.
<<:W= the activities of the International Paper and
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Power Company became known, one of those Insull
papers, the Portland Press Herald wrote: “The successful
newspaper today must publish the news, regardless of
whether or not it harmonizes with the opinion of its
owner. . . . No newspaper which is being published as a
commercial enterprise could be influenced to suppress or
‘doctor’ the news.” Very shortly after that the former
President and counsel of the Central Maine Power Com-
pany declared that the referendum measure, upon which
the voters were being asked to express their opinion of
exporting power, was clearly unconstitutional, and would
crumble at the first test. The Evening News pointed out
that this was such important news that it was published by
all but four dailies in the State. Those four were the two
Insull papers in Portland, the Waterville Sentinel and the
Kennebec Journal. They suppressed it.

3. Non-Partisan Politics

The utilities have been and are definitely in politics.
They gained their original franchises, in many cases,
through political manipulation and bribery. They keep
their present favored position under regulation through an
active participation in the political life of the community,
which knows no party bonds. This is nothing new. Years
ago Theodore Roosevelt, defending himself in a libel suit,
pointed out that the founder of the Consolidated Gas of
New York, Anthony Brady, always contributed to the
Democratic and Republican campaign funds. In 1926
Samuel Insull of Chicago contributed largely to the fund
which helped to elect Frank Smith, the chairman of the
Regulatory commission, to the United States Senate. He
also contributed to the opposition party, which led George
Brennan, who was running against Mr. Smith, to remark,
“Many power industries and financiers give to both parties
and even to factions in both parties. They have to. If
they gave to just one all the time, what do you suppose
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28 THE POWER FIGHT

1924. He claimed not to know what was done with the
money paid over to him. It was secured in a roundabout
way and handed to him in cash.

In 1930 the utilities were interested in defeating Senator
Norris of Nebraska for reélection. Walter W. Head,
chairman of the Nebraska Power Company, an Electric
Bond and Share interest, financed a survey to see if Sen-
ator Norris could be beaten. A Lincoln attorney, Victor
Seymour, received the money. He was asked by the Nye
Committee on Campaign Expenditures whether he had any
contact with the Senatorial campaign. He replied : “None
whatever. No personal contact—no connection.”

When the survey paid for by the utility discovered
that Senator Norris could not be beaten openly by another
candidate, a certain other George W. Norris, a grocer of
Broken Bow, filed in the Republican primaries, obviously
in order to split the vote with the Senator. Having filed
he collected some money from his backers and skipped
the state. The money to induce him to file was furnished
by W. M. Stebbins, the chief Republican rival of the Sen-
ator. Mr. Seymour, who at first denied all knowledge of
this back alley method of defeating Senator Norris not
only helped choose the grocer, but wrote his announce-
ment for him and handed over to him the cash with which
to leave the state. Mr. Seymour was then assistant vice-
chairman of the Republican Senatorial Committee in
charge of the Republican election campaign throughout
the country.

As everybody knows, a small technicality prevented the
trick from being effective. The Court held that the grocer
Norris had filed too late for his name to go on the
ballot.

This was not the end of the campaign, however. Mr.
R. H. Lucas, executive director of the Republican National

Committee, foregathered with Senator Norris's opponents
and flooded the state with savage attacks on the Senator,
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intended to react in favor of his Democratic opponent.
The order for the printing of these attacks in Washington
was concealed under a fake name. Later the Nye Com-
mittee secured from Mr. Lucas the statement that he had
paid the printing bills out of his own funds. However,
he had authorized the bank to hold a balance from the
Republican National Committee against his personal loan.

There is certainly very little that is clean or open or
aboveboard in this attempt to defeat a man who had saved
the country from the greatest power grab in history. The
nmimmmwz involved also violations of the primary law
against contributions of over $1,000 from individuals by
former Governor McKelvie and Mr. McCloud, Republican
National Committeemen from Nebraska.

Illinois invented what was apparently the most success-
ful trick in the political arena. Rob Roy McGregor,
wmmmmgi director, outlined in a letter his method for de-
feating a Senator who favored government ownership of
power plants.

“This, of course, is not an attempt at writing a speech. My

idea would be not to try logic, or reason, but to try to pin th
Bolshevik idea on my cvwanmmn.: ’ ¥ o pia tae

mn.iwm asked by the Commission: “You simply tried
to raise a prejudice against the men that proposed it
.AOo<nn=Bn:~ ownership) and tried to pin the Bolshevik
idea on him?” The answer was, “Yes, sir.”

This committee, started by Samuel Insull and directed
by men known as his right hands, was plunged into some
confusion when Insull’s contribution to the Frank Smith
campaign fund became known. Letters interchanged show
that they were afraid that a meeting of municipal officials
at Rockford might discuss the matter, and suggested that
“some of the municipal officials might be gotten to go and
offset that sort of thing.”

It circulated 19,000 copies of a speech calling all public
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32 THE POWER FIGHT

of government ownership and operation was the ome
to support. Its meetings were watched EE. q.nv.o:na.
Women employed by the utilities were urged to join it and
similar organizations with a view to placing utility speakers
before their meetings. At this time the N.E.L.A. con-
tributed a sum of $80,000 to another women’s organiza-
tion, the General Federation of Women’s Clubs. This
money was used over a three-year period for a survey of
household appliances. In Ohio the utility director re-
ported :

“The Ohio Federation of Women’s Clubs is at present

time conducting a campaign for ‘adequately equipped
homes.” This is taking the form of a state-wide school
essay contest, . . . Behind this campaign is the Ohio
Committee on Public Utility Information which has done
the actual organization work. A fund of $12,000 was
raised. . . .” The Federation apparently at no time has
criticized the power industry or taken any stand on public
power matters.
. The situation was somewhat complicated by the fact that
while Mrs. John D. Sherman was President of the Fed-
eration an arrangement was made with the N.E.L.A. #ww
which it provided a revolving fund to underwrite certain
articles she was preparing for the magazines. Through an
advertising agency it paid her $600 a month for twenty-
four months, a total of $14,400. The receipts from any
articles accepted by magazines were to be refunded to the
N.E.L.A. It received in that way a sum of $116. The
net subsidy to the President of the Federation was $14,284.
She kept the money. This was in addition to the $80,000
contributed to the Federation.

The importance of the banking interest has been men-
tioned in the preceding chapter. The N.E.L.A. has a spe-
cial committee whose function seems to be that of lining
up the nation’s banks, especially in rural communities, be-
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hind its legislative program of opposition to government
ownership. The chairman of the Public Relations Sec-

_tion, James F. Owens, reported in 1927: “This year that .

committee will broaden its activities so that a contact shall
be made with every banker in the country. No man out-
side of an editor has greater influence on the public opinion
in the communities we serve than the local banker, and,
above all, he should know our industry and the job we are
doing.” :

The President of the Philadelphia Company, a holding
group in the Standard Gas and Electric system, A. W.
Robertson, wrote one of the N.E.L.A. officials, “Too much
emphasis cannot be laid on the desirability of having local
public utility officers kept in personal contact with local
bankers. This is a vital factor of this partnership relation
between the banker and the utility.” But here again, the
most initiative has apparently been shown by the Cali-
fornia utility men. The President of the Pacific Gas and
Electric, A. F. Hockenbeamer, wrote a letter to Mr. Rob-
ertson, which he requested be kept confidential, for “we
have already been suspected of undue connivance with
bankers.” It will be remembered that in California there
is an active public ownership fight.

“Owing to the fact that for about 25 years we have op-
erated an interconnected system, serving a large number of
communities and requiring one or more bank depositories in
each of these centers, we ‘discovered’ the country banker
quite a number of years ago.

The bankers as a rule are economically minded about as
we are, but, nevertheless, we came to the conclusion about 15
years ago that as a practical incentive to get them to work
with us there is no substitute for deposits. A worthwhile
account, therefore, has been the keystone of our policy and
to assure its application it is our practice to regulate balances
in country banks from the head office.

I may add, in passing, that we have at this time accounts
with 230 country banks scattered all over our territory and,
while our policy keeps an average of around a million and
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36 THE POWER FIGHT

but we must get busy at once. I have been working on
some of our people in the States where these people reside,
and have been unable to get up very much interest until
now. I am sure that we will be able to convince them
that they are on the wrong track.” We find Willard Cope
of Georgia writing Sheridan of Missouri, “If Missouri
is in any way like Georgia . . . it might be a good idea
to consider directing your fire on the farmer and country-
man as we are doing. In Georgia the farmer is absolutely
in control.” The subsidizing of agencies covering rural
papers as well as the activities of the directors in connec-
tion with the rural press have been cited in an earlier sec-
tion. In the case of Muscle Shoals the farmers’ repre-
sentatives were used.

The whole story of how general public opinion was in-
fluenced runs into tons of letters, constant watching of
every opportunity to place men favorable to the utilities
in spots where they could say something, write or do some-
thing that would bit by bit establish a favorable opinion,

an uncritical, accepting opinion.

4. Private Initiative in Public Education

The interest of the power men in the public school sys-
tem has probably brought forth more criticism than all
the rest of their activities combined. There is a feeling
that this is one thing too precious to be touched by self-
interested people. We have seen it controlled before and
we know the results well enough not to want any more of
it. Professor Maurice Clark puts the situation clearly in
Social Control of Business. ‘“Education,” he writes, “may
fortify class prejudices, or break them down, rouse mental
independence or lull it to sleep. It can go far to make
bigots or adaptable codperators, docile subjects or capable
citizens, to spread a gospel of democracy and service, or
to cultivate a self-conceited and self-satisfied snobbery,
either of abstract culture, aristocratic privilege or com-
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.*onwv_n middle-class complacency.” It has been controlled
in the interests of the church, of a militaristic aristocracy,
of communism and atheism, and often it has worked won-
n_mnw.: 13 It is the hope that education will yet help people
to live more intelligently in their personal and increasingly
complex social lives, that it alone can work the necessary
wonders in adjusting men and women to the new world,
which is at the bottom of the common faith in democracy.

.Hs.é findings are of immediate significance here. The
first is a statement of the Federal Trade Commission of
the evident purpose of the power men in penetrating into
Em schools. The second is by the Secretary of the Na-
:osw: Education Association, indicating why the teachers
mnn it happen. The day of their prestige and standing
in the community has, to some extent, already gone by.
Like many of the smaller business men they are depend-
ents. The Commission states:

“The various activities described above, namely, teaching
public-utility economics in schools of various grades, through
special lectures by officers or employees of utility com-
panies; financing or assisting in financing, the. establish-
ment of courses and research organizations for the study
and teaching of public utility economics in colleges and uni-
versities; compiling or financing the preparation of text books
and reference materials of various grades suitable for use in
schools from grammar to university, the text books in par-
ticular to be written or issued by well-known authors or in-
stitutions of learning, whose reputations for ‘impartiality’
lend credibility to the productions; and, finally, the payment
of retainers or salaries to college professors and instructors
whose favorable interest is desired, all obviously are a part
of a plan not only to get into the curricula and text books
of schools of all grades those things desired by the leaders
of public utility industry but also to influence teachers, in-
structors, and professors to such an extent that the subject
matter will be taught in the way desired by the industry.
Furthermore, the expressions of desire to put into the mouth
of the professor the words the industry wishes spoken and of
the feeling that state universities often have considerable in-
fluence with state commissions are significant in connection
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40 THE POWER FIGHT

Utility Association reported on text vo.o_.nm used in the
Wisconsin schools did receive some publicity n.r—.o:mr the
Associated Press I deprecate very much. It is a matter
for executive session between leaders of the En.Em:.S
writers of text books and printers thereof.” That director
had received his guidance directly from the general man-
ager of the St. Joseph (Mo.) Gas Company:

“I think this is very good work but great care must be
:wnw_ Mw_»gmn going :w‘o far since if the public were Mo mon
the idea that textbooks were being used as propaganda ron
public utility coinpanies, the reaction would be i%hmn mnwn
the original misinformation. I presume that the Committee

fully appreciated this phase of the question.”

Interest and concern were aroused by the surveys made,
and within the next two years, similar surveys were made
in New York, Pennsylvania, the Omao—::mm. O?o. Iowa,
Wisconsin, and Colorado, and at a meeting in 1927 of
state committee officials, directors of state committees
which had not made surveys “were urged to read En.vocxw
used in the public schools of their respective mn:nm...

The text book surveys drew numerous suggestions for
remedying the situation. It was u:u:mmn_. to have one of
the text books, Community Life and Civic m..wazmw.xh by
Howard Copeland Hill, a Ginn publication with a n._nnc_w.
tion of 500,000 and an annual sale of 150,000 copies, re-
vised by Onken, the editor of the Electrical World, and
Jackson, the counsel for the N.E.L.A. The only change
referred to in the record which the author accepted was
elimination of the information concerning Insull’s con-
tribution of $200,000 in Illinois politics. .

A comprehensive outline of the activities of these com-
mittees is given by Carl D. Jackson, ﬁrmm:sm.: om the Com-
mittee of Codperation with Educational Hsm:E:o.:m of the
N.E.L.A., in a letter written to a Michigan Committee man

in December, 1927:
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“You remember the question was not brought up at our
Chicago meeting. There are reasons why it should not be
brought up. People connected with the higher institutions of
education are very touchy on that subject. Something which
has occurred since, about which I will tell you when I see you,
has confirmed me in my belief that we were right in not tak-
ing that up at Chicago specifically. There seems to be a
feeling abroad that in some way the Committee on Codpera-
tion with Educational Institutions can immediately control the
nature of text books. This subject, while it did not come up
in Chicago formally and was not mentioned was a matter of
a good deal of conversation among the Educational Commit-
tee members at their meeting in Chicago. The reports which
I received in respect to what was said were not such as to
encourage a very high-handed attempt to directly control
what should go into any text books.

I think largely the books you refer to were the books used
in the secondary schools, and I know that the N.E.L.A. has
actively taken this up with the publishers but it seems to be
the most practical way of trying to get at the matter.

I am strongly in favor of trying to get at the best way of
getting proper text books in the secondary schools as well as
in other places. Contact with the publishers appears to be
the very best way of bringing this about, although it is quite
possible that something may be done locally through the local
Q_m.w:vnqm of Commerce and that is being worked on at pres-
ent.

Mr. Jackson was not the only one to feel that there
might be opposition to these methods of replacing un-
favorable texts. Regarding a survey of text books made
in North and South Carolina, Committee Director Boney
wrote: “Please for the present regard this as confidential,
for we are hoping through quiet and diplomatic measures
to have some of these inimicable text books discarded.”
Secretary Sheridan of the Missouri Committee also voiced
an opinion to this effect: “You will agree with me that it
would be most unwise to give this work any publicity.”

Of the two books not directly subsidized by the utilities
and yet circulated by them, one was Public Utilities, by
Dean Raymond of Towa, who was offered various kinds of
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44 THE POWER FIGHT

inspection and classification of text books and the system
of approaching school superintendents and boards with a
view to having the unfavorable ones removed. There is
no evidence of any considerable opposition by local super-
intendents and boards to such approaches. New England
took the Insull lesson to heart and reported to the local
companies : “More than three-quarters of this great num-
ber (of talks by utility people) were given before groups
of high school students—once more emphasizing the fact
that this is a most important way of getting correct in-
formation to the-public. Those students will not only
become your customers within the next few years, but at
the present time are direct contact points with your present
customers—their parents.”

A great promise was held out to the utility men as a
result of this educational work. One director informed
the American Gas Association in 1925, “In the coming
five years the work of the State Committees on public
utility information should result in a very great change
in the economic education of the American people. . . .
Great educators have said, ‘Give us the child at seven
years old, and we care not who educates him thereafter,
he will be ours.””

The practice of sending doubtful and gamy informa-
tion into the schools has been going on for over six years.
There is an impression that it has stopped since the in-
vestigation. It has not stopped in full. The utility men
see nothing wrong in what they have done, nothing wrong
in what they have said to the children. Utility men have
announced that no apologies are to be made, that the
business is to go on as usual. As late as July, 1929, Mr.
Martin Insull stated formally in the organ of the industry:
“Our educational efforts in the schools have been purely
factual and have dealt only with the physical and economic
aspects of our business.” Examination of some of the
literature sent into the schools shows that the facts re-
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nmnmm as authoritative are from men who were bought and
paid for, that they are hand-combed to prove that private
ci.:ﬂ.me of the utilities and the present system of regu-
lation are perfect, that some of the alleged facts have since
been denied by the men to whom they were accredited,
and Mrw... they deal at length with the theory of govern-
ment. .

The significant facts about this propaganda are two:
H.s the schools, in the press, in political activities the utili-
ties have played on the relative poverty and insecurity of
the people with whom they dealt. Just as it was “unwise
and dangerous” for an educator to raise his voice against
Srmw was going on, so it was the all important matter of
making a living for editors to receive all the advertising
ﬂ.rn% could, so also it was important for men in political
life not to be opposed by the great wealth of the industry,
mc.m_mo it was important to local utility men not to antag-
onize mrn:. financial and industrial superiors by opposition
to their activities. The second important fact is that it
goes on because of their financial interest in retaining a
docile and assenting public opinion behind their freedom
from interference, and that as long as that financial in-
terest remains there is no reason to believe the activities
in schools, civic groups, press or politics will stop. They
are one of the natural benefits that come to us from in-
dividual initiative and private ownership of power.

NOTES

1 New York Times, August 2, 19
s , 1930.

3 e
»mm.ﬁnannm_ Trade Commission report, Senate Document 213, p.

“Mew:.:n. July, 1930. :

ommittee on Coal and Power, Report on Concenirali

Control in the Electric Power ?R:.m:\v.. 1929. Out oﬂ:mﬂ:ﬂa of
. 5 John T. Flynn, Investment Trusts Gone Wrong, Republic Pub-
lishing Co., 1930, p. 125. .
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A.m THE POWER FIGHT

the payments as usual. Now the jingling of the guinea
helps the hurt that honor feels only when there has been
a hurt. If there has been no hurt, it is so much velvet,
as the phrase goes. In that case we are getting very little
for our money, indeed. .

What are the stakes in the electric power utility that
cause huge sums to be spent in persuading people that
the controllers of the industry are righteous and must be
allowed to rule in their own fashion?

The industry is almost as important to the American
people as shelter. . For shelter people must pay rent or buy
their homes. We can understand the size of the power
stakes by analyzing the situation of people who want to
buy a house instead of paying rent.

The people of the country, let us say, weigh the ques-
tion of paying rent forever or of buying the industry
out, the question of having a constant acrimonious and ex-
pensive lawsuit with the agents about the amount of the
rent, over against owning their own power utility. They
look at the figures. They see that the rent amounts to
about 7% per cent a year on the amount claimed to be
invested. In some states or cities a little less is charged, in
others it runs as high as 10 per cent a year. The average
is about 7%4 per cent How much does that come to in
real money? In 1931 about 10 million dollars was invested
in power property. The companies have other investments
and assets which figure in their balance sheets, but ten bil-
lion may well represent the actual investment in power
properties used in the public service. The rent at 772
per cent is $750,000,000. Every year the property gets

larger, and the rent gets larger. At the end of 30 years—
in the year 1960—the rent will probably be at least
$1,500,000,000.

In short, if we keep on paying rent, the bill for the
thirty years from 1931 to 1960 will add up to the very im-
pressive total of about thirty-five billion dollars ($34.800,-
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000,000). That is a large sum for rent, and after paying
that we go on paying more every year as the industry
grows bigger. :

S.m.z_ that rent bill ahead of us, we begin to weigh the
question of owning our own home, or the power utility
which serves us. How do we come out on that? We
find that cities and states, or corporations organized by
these governments, have to pay a rent for the money they
want to use which is much less than 734 per cent every
year. It is closer to 4 per cent. It is very rarely more
than 434 per cent. That difference of three per cent a
year looks small. But when it can be saved on large sumns
it makes an impressive saving.

How much saving does it really mean? Let us say for
purposes of illustration that in 1931, at the beginning of
»Tn year, our states or cities or government power corpora-
tions A.unmm:_.Nnm by them, buy out the privately owned
power industry and issue ten billion dollars’ worth of bonds
to pay off the outstanding private securities. For the use
of that money they have to Pay 44 per cent rent a year,
$450,000,000 in 1931. This is a saving of $300,000,000
for mrmﬁ one year on the present rent. That saving is im-
En&wana\. invested in other government bonds and starts
mnms.:zm interest. When the interest comes due it is im-
Bn&»mm_% used to buy more government bonds and draw
more interest, probably at 4 per cent. The next year
1932, the saving is larger. The industry has grown to m:.
Investment of ten and a half billion. The rent under
private ownership would be $787,500,000. But we vww.
less. .<<m pay $472,500,000. Our saving is $315,000,000.
HH_EH 1s put aside also into a retirement fund, and invested
in other government bonds, and collects interest.

In short, our outright savings for the thirty years from
1931 to 1960 would be $13,920,000,000. ‘These savings
however, have been drawing interest year by year, and Sm

have reinvested the interest. During the thirty years that
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52 THE POWER FIGHT
sumers at present un ;
The savings would be put ast t )
In the mﬂnnoE_ column is given the rent on the invest

ment each year which would be n.:mnm& under c::<w~m
ownership, and which is, under ?_.m plan, also no~ ec M—.
each year from the consumers. It is charged at 7%2 _uv

cent on the investment figure in the first column, year by

der private ownership, 74 per cent.
de for a retirement fund.

%nﬂuﬂ the third column is given the sum actually paid each

year by the city" or state or governmental no—.mon.:_m.: for
the use of the money borrowed to buy out .:S in :aﬁ.w.
It constitutes 4%4 per cent of the investment listed for that
i rst column. ]

wn..m”_ _Mrwrmoﬂhr column are given the savings put u.man
each year into a fund to retire the debt. These mmMEMm
are the difference between the second column and the
E_H_.M M“ﬁﬂﬂr column a different B_nm_wmoa is presented.
It shows the amount which the savings for each u&M—.
would total if they were reinvested in government vo:.m
and draw 4 per cent interest for the length of time sti

to be run through before the end of Smn.v. It counts on
reinvestment of interest each year. If the interest were m_n-
invested every half year the sum would be considerably
larger. The present figures are in E.mn respect conserva-
tive. Thus, at the end of 1931 there is a saving of $300,-
000,000. Compounded at the rate of 4 per cent for %o
years that sum becomes $972,990,000. The »on.; at : e
bottom of the fifth column thus represents the savings plus
the interest on that saving.

When the people of the country ( 1
rather than renting their power industry this plan will

i i hey will put into
t, I take it, necessarily be the one they
annw. Under it the bulk of the financial benefit goes to

pio p i di
e of us who will still be smoking a pipe mzmnmmﬂ n““m

get around to buying

thos g
the papers in 1961 and to those who are now
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The plan more likely to be adopted eases the rent burden
on the present-day consumer to the extent of several hun-
dred million dollars each year. The main reason for pre-
senting this plan is to show very simply how much is at
stake on one item alone, the cost of money to the con-
sumers under private ownership. .
The question at once arises: How does it happen that
the electric power utility is allowed to collect such an
ample return when money can be secured so much more
cheaply, even by the companies themselves? They can
raise a large part of the capital through bonds at 5 per
cent, and additional sums through preferred stock at 6
or 6} or 7 per cent. Why must they have a 7 or 8 per
cent return? ~The answer given by the companies is that
they must protect their common stock dividends. They
have to pay 8 per cent on their common. This is -their
claim. To make sure of being able to do that regularly
they ask a little margin, a little more than 8 per cent for
that stock. .
At this point the commissions seem to have let down
the public through indifference. They have rarely looked
at the cost of money in the open market. They accepted
the cost of money during the war, which was high, and
allowed the utilities to charge the consumers the same
high rent in all the years since then, during which the
cost of money has been lower. This was neglect of the
public interest. - The public interest demanded that the
service be given as inexpensively as possible. The cost
of money is a large part of the elements of service. When
a higher rent than necessary was given legal sanction by
the state commissions they did two things which were
bad. First, they made the consumers pay each year un-
necessary sums. They allowed the establishment of claims
for further payment on those sums for all time to come.
In short, whenever in the last ten years of the money
market the regulatory bodies allowed a rate of return of
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m@ THE POWER FIGHT

7%4 per cent or more, they were paving the way for an
actual return much larger than that, increasing roughly
at the rate of one per cent every ten years.

Let us take for illustration a large power company,
capitalized at $100,000,000. Some $60,000,000 of this is
in 5 per cent bonds, $20,000,000 in 6% per cent preferred
stock and $20,000,000 in common stock. The state com-
mission, without much regard for the cost of money,
allows a 7%4 per cent over all return, $7,500,000 a year.
Of this $3,000,000 goes to the bondholders, $1,300,000
to the holders of preferred stock, and $3,200,000 to the
common stock equity. This is 16 per cent on the common
stock. On this common stock the utility wants to pay 8
per cent dividends. Now 8 per cent dividends only re-
quire $1,600,000 a year. If the state commission allowed
no more than an 8 per cent return on the common, the
total over-all rate of return would be cut to 5.9 per cent,
the amount each year would be only $5900,000. The
utility then persuades the commission that it needs some-
thing above and beyond that 8 per cent on the common
stock, something for contingencies, something to protect
that dividend payment in hard years, if any come along.
There seems to be no other good reason for allowing an
extra return. The commission, partly because money did
cost a great deal during the war and a habit was started
of allowing high rates of return, and partly because it
wants to give the company a little protection on the pay-
ment of its common stock, allows the 714 per cent over-all
rate of return, which amounts to 16 per cent on the
common.

The common stockholders are somewhat blasé after
many celebrations of news of this kind from the commis-
sions. There has been so much news of that kind that
they even feel it is the duty of the commissions to see to
it that they get the extra care and attention given them.
They are paid their 8 per cent dividends. This leaves
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M“_.,mw_w.ooo at the end of the first year in surplus. This

NOmm _M.” MS:RQ w_v% the commission to protect the dividend

; new plant. As it goes into new pl i .

1 ant 1t ac-

mwn_nwm the _nmm_.nmrw to draw rent from ?%no:msz_.m

X Ecmn rcmm.n mﬂ:w happens year after year for five years
ame way, except for the f h .

the Bt i i act that each year

: g to surplus is larger. A i

without bothering to s e
go to the commission for a

- . ~I —

the company keeps its rates high enough to mnn:nwwmowwp\n.

‘TABLE 1I
(AU figures in millions of dollars)

wm:::&

a

Bonds and on Yonds Syt kg
2 N*Mmm and Pre-  Out- Surplus Eiﬂ "

el MMV ferred Stock standing Reinvested S urplus

Guw. .e. .mm 3 $43 $20. L JRp— $3.200

Gmm. . mw. 4.3 20. 1.600 u”mwc

H . Ew s go- 4.3 20. 1.720 3-449

Guo. o5 8 fo. 43 20. 1.849 3-597

<eee. 8o 4.3 20. 1.997 uuwmw
$21.5 $7.166 $17.303

%ﬂnnmmﬂ MmEEmcn Mm original investment plus its surplus
on for :
. ve years can y.xw seen at a glance in
no_ﬂwﬁwwm :m:& rom the five-year period the company has
colk w. ot the $37,500,000 which represents a 7% per
ce aam urn for five years, but $38,803,000, a gain to it
1,303,000. This the consumers r . i
X ave contribut
Mmmmwmm&% n order to protect the 8 per cent &i%%%m.
o _o common stock. Not only that, but the compan
.:wm a .Mm established a claim on the consumers of $7 mm% ocw
ore than was there before the five i —y
-year period began.
1931 the consumers actually were paying an qunn.wﬂ
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60 THE POWER FIGHT

as far as future investment in the utilities went there
should be a separation of bonds, preferred stock and noﬁ_-
mon stock and that the rates on the first two should M
based on market price, and that the rate of .nnEnz allowe
on common stocks should only be sufficient to attract
:nMnMMWMNMrn?Q. ways are open to smmmn.m by irmn:. they
are able to raise the cost of money to a point much higher
than necessary, at the same time raising the cost of mmﬂ?
ice to the consumers and making a good profit for the
men in control. One way is to borrow money from the
holding company on short-term loans at a :.En: higher
rate of interest than would have to be paid in the open
market. In New York State it was brought out that
such loans were made by affiliated .::Q.nmnm during Em.m
to operating companies of the Associated Gas-and Electric
Company group to a gross amount of $41,839,335 at an
interest rate of 8 per cent.* During .ﬁro same year the
holding company men owed the wmﬁ.»::m E._:aq an aver-
age of $2,500,000 and paid no interest on it. mr:. E_T
other way is for a utility to borrow money at relatively
high rates from the public and to turn around and loan
to affiliated interests at a very low rate. It rmm. _unm“
charged by reputable attorneys that the Ocsmo_a.wnn_
Gas Company pursued this policy »oima. the National
City Bank, with which it shares several directors. Hmﬁ
charge was that it had loaned the bank $19,200,000 in
1927 at the rate of 2}% per cent.® 15.5 New York Public
Service Commission refused to go into the matter. A

somewhat similar arrangement seems to have been in effect

in Philadelphia. The expert for the city stated that the

Philadelphia Transit Company had loaned its reserve
funds to the investment house of Dillon, Read and Com-
pany and then to the Mitten Management, at the rate of
3 per cent. At the same time it needed money and was
forced to borrow through bonds and preferred stocks at
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a much higher rate. The loss over a five-year period
was put at $500,000 to the city.

There is in reality no incentive for the utilities to get
their capital as cheaply as possible. The financial houses
or companies controlling them make a considerable profit
on selling their securities for more than they turn over
to the operating companies. In New York State, for
example, the commission does not even look at the un-
derwriting profit unless it exceeds 3 per cent.” There
is no competitive bidding for the privilege of marketing
utility securities as there is with municipal securities.

The holding companies, which are only of indirect in-
terest to the consumer in this respect, are affected in the
same way. The controlling banking houses profit from
them, too. The Federal Trade Commission pointed out
that at the very time one of the Carlisle holding com-
panies, the Mohawk-Hudson, was exchanging its securi-
ties with subsidiary companies at a fixed amount, the
banking house of F. L. Carlisle was selling the same se-
curities for much more in the open market, the difference
amounting to $4,500,000. It is such controls as these
which now run all the way down the line through the
operating utilities and accounts in part for the enormous
differences between the cost of money to the private utili-
ties and the cost to governments.

Control of such matters by the state regulatory com-
mission has been fought steadily by the utilities and with
great success. In only five states is there anything ap-
proaching complete control over security issues. In Ver-
mont it is effected largely through a general statute pre-
venting overcapitalization; in Arizona, California and
Illinois it is through the regulatory commissions; in
Texas it is effected through a commission dealing with

securities.® There is no complete commission jurisdic-
tion over security issues and capitalization in Arkansas,
Colorado, Connecticut, Delaware, Idaho, Iowa, Kentucky,
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64 THE POWER FIGHT

Their entry into the fields of imagination started with
the word “if” at about the time prices rose during the
war. Their plea to the commissions and courts was this:
“We have been earning seven or eight per cent every year
" on the money actually invested in supplying a public serv-
ice. Now, if we had not built our power houses and lines
before the war, but if we had built them during the war,
or in the 1920's, then they would have cost more than
they did. The land we own, the plant we built, the equip-
ment we installed would now cost us more to replace, to
reproduce, if it were suddenly wiped off the face of the
earth by fire or earthquake, and we had to reproduce it.
So our plant is more valuable than it was before. Who
gets the benefit of that increase in value, the utilities or
the consumers?”’ The commissions started saying that
the consumers were the ones to get the benefits. The
utilities appealed to the courts and, after years of hammer-
ing at them, received decisions which enabled them to
capitalize their imagination.

The result of this is that the consumers are today paying
the utilities a rent on hundreds of millions of dollars which
were never invested. It is legal for the utilities to enforce
such payments. But what it has to do with furnishing a
necessary public service as economically as possible is
something which the more simple imagination has a hard
time figuring out.

The utilities do not, however, wish this product of their
imagination to be taken too seriously, to be carried out to
jts just conclusion. That would mean that their rate
bases would fluctuate very violently and rapidly, rising and
falling with prices. The Interstate Commerce Commis-
sion once worked out the way the railroad investment fig-
ures would shift if the rises and falls of prices for steel
and the like were to be reflected promptly in the rate base.
Alongside of that may be put similar figures for the elec-
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tric power mzm:mnﬁ: based on the same price changes for
nrn‘ same years without additions to the plant.

Railroad Industry Electric Powe
(Assumed 1920 base: (Assumed mowmaﬂh_“%e
$18,950,000,000) $4,400,000,000)
1920........ $41,400,000,000 $9,600,600,000
192f........ 35,100,000,000 m.nom.moo.ooo
1922........ 28,300,000,000 m.mmo“moo,occ
1923........ 31,300,000,000 N»E.Aco“ooo

) The attempt of the railroads to apply to their regula-
tion the Emmm which the other utilities have persuaded the
state .noBE_wmmosm and courts to accept in principle was
Qmmﬁ._vmm by the Interstate Commerce Commission as “a
conception which, if carried into actual operation, could
have no appeal except to stock market mvmnz_mno.nm It
would be difficult to conceive of any plan more no:%.un?m
to the encouragement of unrestrained speculation in rail-
road m.r.mwmm. than such a method of valuation. In all
ﬂﬂw_ﬂw%@v_ﬁ_ W.BEM %noiam a feast superior to anything

e bulls an j i i
e et Hmmnm have enjoyed since the creation

The following figures give some conception of the seri-
ousness and extent of the utility pressure to disregard the
actual investment in the public service and to turn instead
to ﬁr.n broad and happy fields where hired advocates in eco-
nomics and law can allow their imaginations the widest
scope. These figures represent cases where the issue of

mn:.:: cost was presented fairly clearly against the alter-
native of what it might cost to reproduce the given utilit
new if m:%vomw wanted to do that. They are by no Bmm:M
an exhaustive list of cases, but are chosen at random from
MMNMMMWMHMMH__W“ They do seem to indicate a certain situation
The first table (III) shows the book cost, as nearly as
n.o:E be ascertained, and in the second column the valua-
tion asked by the utility which was sometimes more than
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68 THE POWER FIGHT

What the power fight is about now becomes still clearer.
The private owners not only want the right to collect o<nMH
thirty-four billion dollars during the :SM. _"_?Z%QMMMMM mﬁﬂ !

and unnecessary fifty-four billion du )
Mﬁwnma nuwwwnm after that; in addition they want the public

to pay a return on twice as much as they have invested,

i i ay a return
ntly successful in making us p
and A e mil ars for every real

AT il
hundred million imaginary do
MMSM or four hundred millions that have been actually

E,%m_mMavmnzns._mn success of the Emmmmm has mﬂmﬁ NMMMH
the death blow to effective nnmz_w:os. The mmmwvnma
setts commission, the only one S.r_nr has as yet no o
forced to bow the meck to this new ?‘om»mnzﬂ_m. le
scribed it as “promoting mnnma. and gluttony on N M mﬁ
of the owners of public E:_:wm.: .Hm:w.v, said t wr. mw“
had had sufficient experience with municipal cM_SMnmn _“MOn
that state to prefer it by far to an acceptance of the y
tion. . o
omwm“w_ﬁ”:x State recently looked at its noEB_mmS:.» . H_”
has more complete powers to protect the consumers :wn
most of the state commissions. It spends far EME =“m2 W
every year in trying to do ﬂrmn.ﬁr.m: any &. the o ::.
The conservative Republican majority of the E.A\mmw_mw i .n.m
body, chosen by the. ﬁnmmm_wﬁsnm.?o:_ among v:m rnm B“
said : “The way is open for inflation of claims by the co
panies, which, if court decisions be .ﬁm..rnn as a nm;o:“mwn.
sometimes run into hundreds of millions of dollars.
The counsel for the m=<mmmmm6nm. Col. Wm. J. Uom.cﬁnw.
reported : “Rate determination is largely a matter o mcnmm
work. In some cases nx@nlnsm& guess work, v:n.m—mnm
work nevertheless.” *  The minority of the nc.BB—mm_o:m
those appointed by Governor .Wcomnﬁw:. went m:ﬂu BM:
detail in the matter of revaluation on the basis of changing

prices. They said:

THE TRIUMPH OF THE PRIVATEERS @G

“The reproduction cost theory is the latest device of the
companies for undermining regulation along the old over-
capitalization lines. Like stock watering it tends to conceal
from the public the high rate of profits and enables the com-
panies to charge as high rates as their business judgment
dictates. Valuation cases mean an unequal battle for the
public and cause commissioners to fear to initiate rate cases.

Over-valuation is the modern form of over-capitalization.
It proves a simple matter for the companies, with millions of
dollars of consumers’ money to spend, to convince the Courts
that their valuations are justified. Such valuations include
accumulations of cbsolete and inefficient plant valued at cost
new, reserves which should have been used for the retirement
of such comparatively useless property, good will or fran-
chises capitalized under some new designation and many other
fanciful additions discovered by engineering and accounting
staffs. :

Practical disregard of the consumer interest under the pres-
ent system of regulation, and the subserviency of the Public
Service Commission to the corporations, was revealed in a
considerable amount of evidence.

We wish to call attention to the protracted New York Tele-
phone rate case as an instance of the breakdown of effective
regulation, resulting from the insistence of the company on a
fictitious reproduction cost valuation and its dependence on
the Federal Courts to guarantee rates based on such a valua-
tion. . . . We consider this case the limit of absurdity in the
valuation method of adjusting public utility rates. ... The
variety of conclusions (six) reached in the course of this
case is dramatic evidence that the concept of ‘fair value’ as
an objective, provable fact, is a judicial myth.

We see in the two appraisals offered by the New York
Telephone Company, clear evidence of the fact that the utility
corporations are using the valuation principle as a means of
extorting the highest possible return from the public. Both
of these appraisals aimed to show value on the basis of re-
production cost and both were supposedly made by the most
competent valuation engineers. . . . Between them they cost
the company more than $1,000,000. Yet a comparison of the
various items in these appraisals suggests that they amounted
to a little more than a contest to see which group of engineers
could make the highest guess. Stone and Webster won with
a guess for the entire property more than $106,000,000 in ex-
cess of that arrived at by the company’s own engineers under
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72 THE POWER FIGHT

in the coinage of the realm. It was os_.w the common
stockholders, in some mysterious and unique way, who
suffered and demanded justice and nnm—..nmw. It was they
alone who were the widows and orphans in nrw case. They
must be reimbursed for any loss in purchasing power o%
their money. No, more than that. They must be m:oin
to take the bitter with the sweet. They must be reim-
bursed for all the loss in purchasing power of all the vosa_._
holders and preferred stockholders as well. It must a
them, . ]
mc.m“mm is something to sit up and pay attention to. It is
nothing less than alchemy, changing brass into gold. A
power company in Missouri, let us say, was built, largely
before the war. The plant cost $10,000,000. Bonds were
sold to the extent of half that sum, to pay 5 per cent.
Preferred stock was sold to the extent of «wm.woo.ooo. to
pay 7 per cent. The remaining %N.m.oo.ooo is in noBEM:
stock. In 1930 the company gets into a rate case. It
asks to be allowed to earn an 8 per cent over all return
on twenty millions, which is, it n_mm.Em. the nmn::mﬂn@ n.o.#
to reproduce the plant at 1930 prices. The commission
allows an increase on the rate-base of 30 per cent,
$3,000,000. Although this is not as much as they wanted
the common stockholders celébrated m:cnn:m:.w_vﬁ They
were getting $375,000 a year before En decision. After
the decision they collect $615,000, an increase of 64 per

cent. .

Before the decision After the decision
(annual . (annual
(equity) return) (equity) return)

Bondholders ..$ 5,000,000 $250,000 § 5,000,000 § 250,000
Preferred

mMMn_,.roEna .. 2,500,000 175,000 2,500,000 175,000
Common stock. 2,500,000 375,000 5,500,000 615,000

$10,000,000 $800,000 $13,000,000 $1,040,000

(8%) (8%)
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The commissions are not unaware that this is the way
the game works when it is played according to utility
rules, but they have to play it. The New York Transit
Commission in 1928 phrased it: “Until the rule as laid
down receives some qualification, the commissions must
act on the assumption that the law calls for a full return
on the total value of the property regardless of the fact
that the increase is shared in unequal proportions by those
who have invested in the property—or rather that it is
not shared at all by those who furnished nearly two-thirds
of the capital.” 1¢

Many odd things happen when many men use many
imaginations to make much money. In Albany, New
York, the traction company asked for an increase in fares
on the basis of an estimate of what it would cost to build
its property all new, $14,293,933. The state regulatory
commission allowed them to collect rates on a figure of
$12,000,000. Shortly afterward, the whole company was
sold for $7,500,000, close to half of what they had claimed
was their value, and only 62 per cent of what the com-
mission had decided was their value. Immediately the new
owners scrapped several of the lines which had contributed
to the high valuation. They scrapped them as so much
junk. The cities affected immediately said, which seems
to be reasonable: With all those lines scrapped the com-
pany is worth less than it was before. The valuation
should be lowered. But the commission absolutely refused
to reopen the case. One of the New York commissioners
told a story to the investigating body of a case where
the United Traction Company put a reproduction cost
new on two old cars put together and painted, with their
ends cut off to form a center entrance car. Another New
York Commissioner allowed the Plattsburg Gas and Elec-
tric Company some $171,000 for a steam generating plant
that had not been used for three years. A Buffalo engi-
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76 THE POWER FIGHT

was not enough. It cast around and hit upon an idea for
new worlds to conquer which it called by the engagingly
technical name of “inexperience factor.” What that
turned out to be was this: The telephone company bought
material from an allied supply company. Obviously that
company was well equipped to furnish exactly what the
telephone company needed. 1In fact, if one of these theo-
retical fires or earthquakes that have been so useful to
the utilities came along, and that supply company were
wiped out of existence, the telephone company would then
have to pay more for its equipment, buying it from com-
panies not accustomed to supplying it. So the telephone
company duly and legally petitioned to have the estimated
difference between the present cost of its supplies and
their hypothetical cost in the event that all these catastro-
phes happened (not to it, but to a supply company) added
to its own rate base. It got as far as persuading a
special master, appointed by a Federal Court, to include
$17,393,214 in its present rate-base, and to allow an eight
per cent return on it. That meant that consumers today
and next year and forever would pay $1,391,440 a year in
rates to defray the imaginary costs of an imaginary fire.
A superior court threw the idea out, but it may be only
for the moment.

Most of the ways here described of using imagination to
drain the consumers for the benefit of the common stock-
holders are, to all appearances, perfectly legal, but what
they have to do with performing a governmental func-
tion in the most efficient way possible must also be left to
the imagination.

3. Profiting by the Birth Rate

The population of the country has been increasing per-
sistently and has been shifting from the farms to the
cities. In the course of this increase and shift the cities,
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counties and states have made a great many public im-
provements. The public improvements and the increasing
number of people in the towns and cities have raised the
value of land. The utilities have stepped in and claimed
successfully that all the increase in values touching the
land they held, belonged to them rather than to the con-
sumers or the cities.

This claim has been pronounced perfectly legal. It has,
again, nothing whatever to do with furnishing an essential
service as cheaply as possible. It is simply the appro-
priation of values created by others. It is cashing in on
all the taxes men pay to improve the city, on the time
and money other men spend attracting industries, on the
buildings put up by those industries. On all this progress
the utilities claim a toll.

The social effect of such appropriation of community
values by the utilities is indicated by Commissioner East-
man of the Interstate Commerce Commission in his com-
ment on two cases coming before that commission from
Chicago. He was in the minority in both cases. The first
involved the sale of certain lands in Chicago to a railroad
terminal company. He said:

“These lands were bought for the most part many years
ago, but it is here proposed that they shall be sold, with our
approval, to the Terminal Company at a price based on a
1926 valuation, controlled, I assume, by the values of the pri-
vately owned adjoining property . ... In substance the
transaction is equivalent to a huge marking up of book
values with book profit of about 1,217 per cent in the case
of the Santa Fe and 897 per cent in the case of the Illinois
Central. . . .

“I have fully stated my reasons for believing that the pub-
lic served by the railroads cannot without gross injustice be
compelled to pay a return upon the increment in assumed
value of railroad lands over and above their fair cost, an
increment which in general is constantly growing, especially
in great cities like Chicago. Under public ownership of the
railroad properties a claim that such a return should be paid
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8o THE POWER FIGHT

sum is collected and piled up. It is supposed to be held
in reserve to replace worn-out equipment. But some-
times it is used by the utility to buy new plant and equip-
ment, extending the property. It is not known at present
how much of the industry has been built up out of depre-
ciation funds collected from the consumers.

The great drive has been to have all or a large part
of these accumulated depreciation funds added to the rate
base (subtracting some lesser sum in their place) and thus
have the consumers pay twice, once when they contributed
the funds and again in the form of interest on their own
contributions. And it has gone further. They have tried,
with some success, to have an imaginary valut added to
these funds as well as to those raised by themselves.

Here is another instance where the utilities found it
profitable not to take the Supreme Court too seriously.
Years ago the Court upheld the commissions in their un-
derstanding that the utility consumers did not have to pay
twice for the same thing. In the Cumberland Telephone
case (212 U. S. 414) the Court declared that the utilities
had the right to earn a fair return on such of their prop-
erty as they had invested themselves, but what the con-
sumers had invested was to be deducted from the rate base
in figuring out what could be collected by the utilities.
The depreciation charges, in so many words, could mnot
be included in the sum on which the consumers had to
pay capital charges. But year after year the utilities have
returned to the Court claiming that the property created
out of these depreciation charges contributed by the con-
sumers really should belong to the common stockholders
of the utilities. Against this effort the commissions seem
to be waging a losing fight. And the cities which have
tried to get the commissions to act also seem to be losing.
Thus, in 1927, the West Virginia Supreme Court of Ap-
peals, in a case brought by the City of Elkins against the
commission, refused, in fixing the rate base, to deduct

THE TRIUMPH OF THE PRIVATEERS 81

the depreciation reserve, and held that the public had no
interest in it. The Supreme Court of the United States
held to this effect in 1926, in the case of the Board of
Public Utility Commissioners ws. N. Y. Telephone Co.
(271 U. S. 23).

The main thought seems to be that of adding to the
rate base as much of the reserves already piled up as
possible. The railroads, which had been reporting de-
preciation on their equipment, as well as on their plant,
claimed that it was no longer necessary to make such re-
ports on their equipment. The Interstate Commerce Com-
mission concluded that, in that event, the railroads had
understated their income during the years up to 1922 by
no less than $1,181,383,000. This Commission reported
at the same time that as early as 1921 the electrical utili-
ties had attacked depreciation before the newly set-up Fed-
eral Power Commission. After reiterating that the Su-
preme Court had definitely upheld the doctrine that depre-
ciation must be deducted, it added: “Notwithstanding
these decisions of the Supreme Court, however, the rail-
roads, gas and electrical companies are not ready to con-
cede this doctrine, and hence their insistence upon the re-
tirement method of accounting.” 2°

The “retirement method” is one which the electrical
utilities have favored for years. It was adopted by the
association of state regulatory commissions in 1923. The
famous unsigned letter which appeared in 1929 and con-
cerned the attempt of the power companies to rid them-
selves of the Federal Power Commission’s Chief Ac-
countant, William V. King, gave the utilities credit for
having the state commissions adopt this particular method.
In 1930 Professor James C. Bonbright of Columbia, act-
ing as Commissioner in the New York State investiga-
tion, said of this system, now in effect in most of the
states: “. . . We believe that the system . . . is subject
to grave defects. For it permits these companies to charge
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84 THE POWER FIGHT

former president of the American Telephone and Tele-
graph, owner of most of the telephone lines in the coun-
try, pledged the good faith of the company that it would
pay no more than reasonable dividends, investing all earn-
ings above this amount in capital improvements which
would never constitute a claim for a boost in the returns
of security holders. Depreciation funds, he pledged,
would never be charged against the consumers. On the
strength of these assurances the state regulatory com-
missions allowed unusually large depreciation charges to
be taken from the consumers. Since President Vail's
death the telephone companies around the country have
gone on collecting these large charges, and have secured in
that way hundreds of millions of dollars’ worth of prop-
erty. However, far from keeping the pledges on which
these large charges were allowed by the commissions, the
telephone companies now deny that these tremendous re-
serves represent, in any sense, property of the customers,
and they insist on their right to earn a return on the entire
estimated reproduction cost of their property.

It met with the opposition of the commissions. The
company took one case from New Jersey to the Supreme
.Court, and won it. The utility was allowed to collect a
return from the consumers on excess depreciation re-
serves piled up by the consumers, and to revalue those
excess reserves in the well-known way. The more the
New Jersey telephone subscribers paid to the company in
excess of what it needed, the less certain the subscribers
were of reductions in rates. In New York State the fed-
eral statutory court sustained the commission and de-
ducted the whole depreciation reserve from the amount on
which the customers have to pay a rent. The case has
not yet gone to the Supreme Court, and there is a good
chance that the utilities will win there.?®

If not stopped in some drastic way this appropriation
of the consumers’ contributions may be used to return to
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the companies an even greater increment on the actual
investment than the additions for cost of reproduction at
present prices. The practice of the Court has gradually
changed into one of allowing very small depreciation de-
ductions. If it persists in-this practice and at the same
time permits companies to claim the very large deprecia-
tion reserves which seem to be called for in the recent
Baltimore case, the utilities may be expected to succeed
better than ever in playing both ends against the public.

The Chicago Telephone Co. case of December I, 1930,
indicates a change of Supreme Court’s position. (Smith
vs. Ill. Bell Telephone Co., 51 Sup. Ct. 65.)

5. The Miracle of the Bread and Water

State regulation was established to prevent the utilities
from exercising monopoly practices. It was our substi-
tute for competition. But at present there is hardly a
utility in the country that does not go into a rate case and
claim that it shall be allowed a return annually on a sum
representing the simple fact that it exists—by city or
state permission. The cities gave franchises, the state
commissions gave as their equivalent, certificates allowing
the companies to serve the communities. These were their
bread of life. Without them they could not have begun
living. They have managed to turn this bread into water.
In this day of scientific miracles, financial miracles such
as this are too apt to go untoticed.

Here again there was a humble beginning and then au-
dacious pursuit. When the power utilities started there
was a period of a year or two during which the buildings
were going up and the wires being strung, when there
was no income. Interest on money was paid out, with-
out any income. These were necessary costs involved in
getting going. The commissions properly allowed the util-
ities to capitalize these costs, although in most cases they
had no evidence that such costs did not represent large



asay} oJe SIsed 9jBl }IB)S SUOISSUIUOD JY}. UM £uO
-qu2d 1ad 6g 01 £ woiy aoymAue Je safopand Ljodouows
12y} azipejided 0} Sundudpe SANUN 313 IABY IM I
123020 1ad €S 103 Junod
-oe syydu peziendes oy sy JO  '498'LEel6¢ 01 uon
-en[ea [ej0) ay3 Suisearour Lqareyy ‘69z 16V'15¢ jo 9R
‘sasouely ‘SPRIU0D ‘Sydu I3jem,, JOJ WY UEB SHY} 0}
pappe Auedwod 3y} ‘1aramof] "g6S‘gvLShE e £113doad
a1qiSuey 1oyy pasterdde pey Aoyy jeyy punoj oy saindy
uso s fuedwod oy} jo siseq 2y} uQ “BUBIUOIN Ul IS
pesayie[ 9y} Ioj dsuadi e 323 03 AJnyssadons Bunyduay
-je sem (S}salojur 9JeyS pue puog LI Y} JO 2u0)
fuedwo) 1amog euBUOR 9y} uAYm Of6I1 ul Jury IW
£q no jySnoiq sem sadoqiand Ljodouow jo vonezijeyded
jo Lem £q 3500 [enjoe IRy} 03 ppe 0} jdwone saruedwod
IoIYM SWNS J[qeIapisucd £194 Y} JO DUEISUL Jayjouy
S1y3u1,, jo uonezijejided e juasaidar 03 swads [€J0} 3} JO
ju2d Jad gP pue £ U2aMIdq 2IIYMIWIOS ST YOIYM Junowe ue
DI gz IUSLIISIAUL [ENPE JO 000'005‘0z§ uey} 210w
jou pajuasaidal aaey o} sieadde yym pue ‘000°005FTES
& UOIjEpIjOSU0d 3y} JO awi} Y} Je SY00q Sy} UO PalIay
-suey} sem yaym £y1adoxd syl yo 2njea Irej, J03 WIep iy
aq 0} sieadde jeym syuasaxdax (1Sb149*44$) aredaidde
SIYL,, :poeis 9] -Jued 13d 1¥ 30  ‘sjydur pue IojeA,, 103
000°000'2€4 puE ,‘s1500 pEay-1940,, 30j (%e'11) VEE'QIL
—g$ ,‘fyadord ajqiBueyur, toy sem (%1 L) EF1'z9liSg
yowym Jo ‘15¥'149°Z4g 30 JusunsIAuL paullEp B fuedwod
18y} 103 sa3P 110dax YT, “IOLLU] Y} JO A1EIRING Y] £q
pyynm sem j3odar oy ‘Auedwo) Jomod sjred eiedelN
oy} ‘papoaye sawedwod dy3 jo duo jo jsenbar oy Iy
“jj10m s)! J0J a1enbope spunj 2Ind3s 03 1dwoyie ue ur ssa1d
-uoD) 0} uoIsSIuo) Yy} £q pIRIUIGNS 3q 0} SEM J10da1
SIYJ, UOISSIWWIO)) 13MOJ [esopa, dyi £q pasudd sarued
-0 UIE}I3d UO woIssiuwo)) ay} 03 yodsr B opeur ‘(3o
pir 398 o3 Swifn udaq ey satuedwod Jamod a3 woym)
Sury[ ‘A WeNIA\ ‘UOISSIIWO) Jamog [EIP3 3y jO

Nw SYAALVAINd FHLI 30 HIWAIIL HHL

JUBUNOXDY Ja1yD) JJ, -*PIHEIS SI ased 9jel © [hun siead
-de £pies  sesupueiy,, 1o  sdqquivelur, S 19jem,,
JO WiI0J Y} ul JPYRYM ‘anjea Sui08 jo juafeamba oy}
Sunuasaidal sj00q IRy} uo L1red somredwod 3y} JEYA
-juad Jod z'11 ouoje anpea Juiod
oyy opewr yoym ‘gL6‘zog‘gg$ sem uowen[eA [eio} OYJ,
-an[ea uaouod Suiod se 0oo‘coo‘or$ ‘reyr jo doj uo ‘pue
speayIaA0 se 000°'000'41¢ azifeyded 03 ‘YImgsnid Suiazas
‘fuedwon) sen) ajqeynbi 3y} Pamoj[e uoIssnuod BlUBAAS
-uunag oy} Jeak awes ay} u] "000'SLz$ Jo aneA Buyod
e pamojje 1nod 3y} £q pajurodde IouoOISSIUWIOD ewads
syl -000'Szi'zy jo Auedwod uopoel} s} pue JOIH
UIo)SEF 99SSOUUAT, Y} UO IN[eA B PIXY UOISSIUWOD ay3
@Z61 Ul 99SSaUUR], UL SNYJ, "IIMO[ JOu ST JI S3IEIS O30
fuewr uy peppe 9q O} JUIWISIAUL PIIEP Y3 JO yuay
suo jo anjea Jujod e ‘sased jsowr ul ‘pamofje " AJLreniqie
UOISSIWILIOD 3} 9)8IG HIOX MIN U] °SSI0INS Suifrea
upm wiep Yy Jy3noy sPYIQ “AQressadduun 0s pip pue
‘A[oInu> PIIOPUIIINS SUOISSHUMIOD dY} JO SWIOS IIDH
‘53500 Juro3-103 oy} puofaq pue 1240
10} payse st 31 ‘yydu Ljodouour 3y} azjrenden 0} jdurope
ayy ‘osed Joyef Ay} U -o8apianid Jo jueld 9jels 1o £
ySnoxyy—sassamsng Sunerado pue 2a10€ 3udq 30 BIPL A}
uo sawpewos pue ‘s3sod Jujod-1o3 jo wapl Y U0 ApPIpus
paseq SawRsLWos sI pue  ‘on[ea-3uiod,, pa[jed sAULLWOS S
wiep SWY], °sdlel Uf 31 Uo wnjax ¥ pagdienp 2q fewr s19
-WUNSUOD 3y} JEY} OS JUSLIISIAUF PIN[esds IO [Enjde 3yy 03
PoPPE 9q 0} ‘JUAWISIAUT [E}03 JI3Y} JO SI0UL IO JUID 3d un
10} SUOISSHUWIOD 3} 3jSe 0} anunuod A3y} ‘SSAPYIAIN
-auuy) awes oy} 3e 1omod Juifddns uo doay pue ‘Surpuedxa
Apuejsuod o1e SANIIN SYJ, °SISEI IS0 UL UONEMIS [ons
ou st 219y} Aep jey} 2ouls Ing  IUIWISIAUY DIRUI s L1
-[un 2y} Jo Juad 33d ud} Se yonuw se pajuasaxdax aaey Lew
Koy} sfep Ajged 2y} uy °ss02 ,Buro3-1od,, asoy} uo uimy
-a1 [enuue ue Suied usaq dSARY 2M dWI Jey} DUIS JAAH
-s3s9303u1 Surdesjued pue Supjueq pay[ie 03 s32§ uonowold

LHOIA 49M0d dHL . 98



88 THE POWER FIGHT

going values questioned, and even then, in New York
State, Pennsylvania and Tennessee, they are often al-
lowed as much as 10 per cent of their total. It is inter-
esting to note that the California Commission apparently
does not allow this, and that no appeals have been taken
on this point from the commission to the Court. The
reason may well lie in the active municipal competition
in that state, which makes it undesirable for a private
utility to charge rates as high as it might legally secure.

What this amounts to throughout the country is hard
to estimate. If as little as 5 per cent has been added to
the claimed capitalization of the utilities for such going
value, it would add up to $500,000,000, on which the re-
turn of 7% per cent would come to $37,500,000 annually.
In the light of the Montana Power Company and Niagara
Falls Power Company figures, cited above, it may be
much more than § per cent of the total claimed value.

The significant fact is that the commissions were ap-
parently so soured by defeat on other points that they
left this one go by default.

The late Dr. E. W. Bemis pointed out to the National
Association of Railway and Utility Commissioners that
the leading decisions of the Supreme Court from 1915 to
1926 had held, whenever the point was raised, that the
only necessary measure of going value was the overheads
usually assaciated with the physical value, and reasonable
expenses for organization. Yet during those years the
commissions allowed going value, in many cases, in addi-
tion to general overheads, apparently ignoring what the
Court had said in the leading cases, the Des Moines Gas
case in 1915 and the Galveston Electric case in 1922. In
the McCardle case (McCardle ws. Indianapolis Water
Co., 272 U. S. 400), however, the Court through Mr.
Justice Butler held that 9.5 per cent for going value was
not excessive. Dr. Bemis pointed out that this decision

THE TRIUMPH OF THE PRIVATEERS 89

was at variance with the Des Moines decision (Des
Moines Gas Co. vs. Des Moines, 238 U. S. 153, 165), and
that the majority of the Court did not rule on the specific
point of going value in that it was not the deciding point
in fixing the valuation at $19,000,000. He concluded,
“Since Mr. Justice Butler did not meet the reasoning in
the Des Moines and Galveston cases and did not show
how the Indianapolis case differed therefrom or on what
basis a going value was allowed in the latter, it is still
open to our public service commissions to measure going
value as it was measured in the first two cases just men-
tioned, setting forth a clear analysis of these cases, and
thus see whether the Supreme Court will again misin-
terpret or ignore them as in the Indianapolis case.” *®

6. Stacking the Cards

One of the most dangerous things which the electric
power utilities have been busy doing in recent years is
that of loading the industry with securities which have
no relation to the actual money invested in it. They have
not only loaded the holding companies in that way, they
have also loaded the operating companies. This can be
taken as a concerted move to set up claims for the future
which neither the state regulatory bodies nor the states
and municipalities interested in purchasing the utilities
will, they hope, be able to ignore. It is a process of
stacking the cards so that they cannot lose either way.

In many cases the commissions have given such load-
ing their approval, perhaps through indifference, perhaps
through impotence, perhaps, however, through sheer blind-
ness to its significance. In some cases they allowed the
sales to be made, the securities to be issued, exchanged
and marketed, making the provision that such securities
should never be governing in rate cases. If they are really
under the impression that this will protect the consumer
from the claims being established they are probably in
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92 THE POWER FIGHT

panies consists only 55.5 per cent of first money put into
them, and 44.5 per cent of write-ups or forced purchases.
If the average write-up for the claimed investment in the
whole industry should turn out to be no more than half
of this, perhaps only 20 per cent of the present claimed
capitalization of $10,000,000,000, it would still represent
the not inconsiderable sum of two billion dollars.

A few details on some of these transactions may have
local interest. The transaction in Arkansas involved the
Arkansas Power and Light Company. The fixed capital
on the books after the reorganization was 23 per cent
greater than immediately before. In Louisiana the com-
pany involved was the Louisiana Power and Light and
the fixed capital on the new books was 109.64 per cent
higher than before the reorganization. In the case of the
Mississippi Power and Light it was 110.15 per cent higher.
The average write-up for these three Electric Power and
Light groups was 56.4 per cent.*

In the case of the New York State companies the
counsel for the investigating commission reported: “More
examples could be given of the resultant increase of capi-
talization over actual investments. Mr. Carlisle, for in-
stance, agreed that the capitalized value of the three
holding companies which were acquired upon the for-
mation of the Niagara Hudson Power Corporation,
namely, the Buffalo, Niagara and Eastern, the Mohawk
Hudson and the Northeastern Power Corporation, was
increased by approximately $77,000,000 over their book
value on the books of the issuing companies; and further
that the capitalization of each of these subsidiary holding
companies was substantially in excess of the book values
of the operating companies which they control.”*® The
minority commissioners, not disputed by the majority, re-
ported on this matter: “We have before us evidence that
recent upstate mergers have inflated the capitalization of
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the properties by approximately $145,000,000. This rep-
resents the excess of the securities issued in exchange over
the book values of the equities acquired. It includes $52,-
957,448 in connection with the Buffalo, Niagara and East-
ern, $30,598,819 in connection with the Mohawk Hudson,
but belonging to the Niagara Hudson combine of which
Mr. Floyd Carlisle is Chairman, $43,000,000 in connection
with the Mohawk Valley Power and $17,590,202 in con-
nection with the Rochester Central Group, both the latter
now included in the Associated Gas and Electric. Mr.
Carlisle in his testimony dealt at length with this ques-
tion and indicated clearly, that by a process of reappraisal
of the properties on the cost of reproduction theory, they
intended to put value behind the excess at which the
stocks of the subsidiary companies were carried to the
books of the merger. . . . This over-valuation, which in
its various forms is defeating efforts at public utility reg-
ulation, is still an attempt to determine capitalization, even
in a regulated industry, on the basis of profits.” ** The
figures given for the Consolidated Gas Company of New
York were compiled by the City Club of New York fol--
lowing the purchase of the Brooklyn Edison, a company
allied in interest?? The counsel for the investigating
commission pointed out that the Public Service Commis-
sion had fixed the book value of the Brooklyn Edison
stock without deducting the retirement reserve and other
reserves built up by charges to operating expense. The
minority of the commission, uncontradicted, stated that,
“The New York Public Service Commission never acted
more openly as an ally to the utility companies than it
did in connection with the absorption of the Brooklyn
Edison Company by Consolidated Gas in 1928.” Here
a non-partisan organization, The Public Committee on
Power in New York State, had attempted to secure some
guarantees that the merger would be for the benefit of
the consumers. Mr. Morris L. Ernst, counsel for the
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96 THE POWER FIGHT

tion cost of only $242,540. The Commission was taken
into court by the company, and was there ordered to allow
the sale, on the ground that it could not be disallowed
unless it could be shown affirmatively that it was not in
the public interest. After this the Maryland Legislature
passed a law making it incumbent upon the companies to
show that sales were in the public interest rather than
leaving the burden of disproof on the Commission. The
California Commission has frequently refused such per-
mission, but the situation there, through the example of
several large and successful municipal plants, is different.
In Massachusetts thé Commission has, on the whole, pre-
vented over-capitalization.

Generally the state regulatory bodies have allowed such
capitalizations to take place, making a proviso at the same
time that the amounts should never influence rate cases.
This has not been the practice of the Federal Power Com-
mission, in so far as that body has been allowed to be
effective. 'When the lack of power on the part of the
Pennsylvania Commission led the Philadelphia Electric
Company to attempt to issue itself a bonus of $2,355,000
on the Conowingo development in Maryland, putting in an
equity of 53 cents a share and proposing to sell those
shares for $25.00 the Federal Power Commission stepped
in to reveal what was being done and to prevent the issue
of all but $50,000 of that sum. When in 1929 it discov-
ered that the Cumberdand River Power Company, an In-
sull interest, was trying to include as part of its actual
expenses some 30,000 shares of stock which it planned
to issue to its two parent Insull companies and to value
at $250,000, the Solicitor of the Commission, Mr. Charles
Russell, observed: “We have a situation wherein the
whole program is one instituted and fostered by the Mid-
dle West Utilities Company, and all the dealings through
the other companies involved the same property and were
in the interest of the Middle West Ultilities Company.
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. . . To say now that it should receive compensation for
developing its own property, for financing its own inter-
est, and for the advancement of its own future cannot
be conceived or recognized. . . . The result of including
this item would require the rate payers to pay rates suf-
ficient to net a return on that sum and require the Gov-
ernment at the end of the term of the license to pay that
sum to the licensee.” It is claims which differ from this
only slightly that the state commissions have allowed very
cheerfully.

The result of allowing the free and easy issue of secu-
rities can be seen at its worst in the case of the bank-
ruptcy of W. B. Foshay Company. Here was a company
in the forefront of the “boosters.” It advertised liberally
“no loss to any investor.” It built the great tower in
Minneapolis for its offices. Its plan of operation was to
buy utility properties anywhere on the continent and sell
them to a subsidiary, Public Utility Consolidated Cor-
poration, incorporated in Delaware and Arizona, two
states somewhat inclined to indifference in regard to what
is done under their protection. The subsidiary did not
turn over the price which the Foshay company had paid,
it turned over much more, based on reappraisals and the
like. The head company then tried to market these se-
curities. It also collected a management fee from the
operating companies. Between 1927 and 1929 some
$29,000,000 of securities were passed on to the public.
Approval of the sales by the Arizona Commission auto-
matically permitted the sale of securities in many other
states, including Minnesota, without investigation by the
agencies of the other states. In California, however, the
commission disallowed almost $800,000, a third of one
of these revaluations. The only effective result of that,
outside of California, was that the Public Utility Con-
solidated added a “going concern” value of $1,430,000,
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100 THE POWER FIGHT

cent the burden put on the consumers, it does raise the
further question, what happens if a state security com-
mission passes on holding company securities? Will the
state regulatory commissions be bound to recognize that
these securities now fix the value of the utilities? The
answer to that seems to be the same answer to the question
of whether the allowance of such security issues by the
commissions themselves will not be binding on the com-
missions in rate cases as well as in security cases. That
the answer is “‘yes” can be seen from the language of the
Rate Committee of the National Association of Railway
and Utility Commissioners after the Indiana experience.
The representatives of six state commissions said:

“Since the world war and the prevalence of high prices
brought about by it, there has been a strong tendency to spec-
ulate in utility stocks, securities and utility properties. Com-
missions have been liberal in their scrutiny of evidences of
value offered in such cases. Value found in one case cannot
be excluded as evidence of value in any other case affecting
the same property. The amount of bonds and preferred stock
authorized in a security case must bind, to a greater or less
degree, the commissions to grant rales sufficient to pay the
dividends on securities so authorized. Rates must provide the
money for such payments.” 4 (Their italics.)

Thus the excess security issues, representing in the
cases cited before some 8o per cent of the actual cost,
seem to be on their way into the rate base, and the stack-
ing of the cards against the public begins to be effective.
This is nothing new. We have been through it all with
the street railways. In the days before the war when a
five cent fare meant big profits they stuck to their con-
tracts and franchises like glue. Afterithe era of high
prices began they threw their franchise obligations over-
board and made their successful plea for higher rates on
the basis of the securities they had issued, the well known
widows and) orphans who had bought those securities and
the like. Mr. Justice Brandeis recently pointed out, in the
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O’Fallon case, that the railroads in connection with the -
Act of 1920, proposed that the investment account be
made the sole element in determination of the rate base.*+
Even more recently, in 1930, the vice-president of the
New Monw Edison, on the stand in a rate case stated that
ﬁ::w.:c: must take investments into consideration.®® This
was, in effect, a2 warning to the people of New York City
that now they might begin paying returns on the excess
$52,173,602 which the Public Service Commission allowed
the companies in the merger of 1928,

Here we have sufficient indication of what has already
begun to happen and may be expected, under regulation
to continue. By overloading the companies with mnos..
rities the utilities have accomplished a number of things
A.rn& Tmﬁ.w made it seem more expensive and difficult mcm
municipalities and states to buy them out. They have
u.~mo mnn:n.& for themselves an alternative to the revalua-
tion practice which has been so valuable to them in recent
years. In case prices tumble, as they have done in 1930
.m:& 1931, and revaluation would mean a lower rather
H.rmz. a higher rate base they can now turn to the securi-
ties issued and claim that “value found in one case cannot
vm excluded as evidence of value in any other case affect-
ing the same property.” It promises to offer them even
greater protection than the idea of revaluing on the basis
of price changes. What it has to do with furnishing
service as cheaply as possible is quite another matter.

7. The Unregulated Half

Regulation at its most efficient has some resemblance
to »wﬁ cost plus system, with which we became so familiar
a:.n._am the war. No matter how great the costs are, the
utilities are allowed to earn them plus a return on mrm:.
real or fancied capital. It is here that our regulatory
system works backward most brilliantly. Where there
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104 THE POWER FIGHT

It is one of many cases where the law laid down in
our early agricultural days had not caught up with the
changed economic and financial order. As interpreted by
the Supreme Court, prior to the Chicago Telephone case
in December, 1930, the law held that a regulatory body
had no control over unreasonable charges made by a
parent holding company which is not under the control
of that state body. It could not refuse to allow charges
unless fraud is shown. The idea was that two companies,
if they only had different names, were really different in
interest and might be assumed to be dealing with one an-
other at arm’s length. The idea grew up before there
were holding companies. What happens today is that an
operating company is bought by a holding company. The
latter owns the voting control. It puts its directors on
the board of the operating utility. It chooses and dis-
misses the president of the operating company. Its own
treasurer is also treasurer of the operating utility. Its
directors make a contract with themselves (acting for
the operating utility) to charge (and to pay) a certain
percentage for management or construction or engineer-
ing fees. These fees may drain the operating utility for
the benefit of the holding company, but fraud can not pos-
sibly be proved. As long as the legal fiction was main-
tained that when two companies retained different names
they were different in_ interest, no fraud could ever be
proved. No man could ever be convicted of cheating
himself.

The utilities have taken large advantage of this tricky
little point of law. The accountant for the Federal Trade
Commission who examined the record of one of the hold-
ing companies in the Electric Bond and Share group, the
American Gas and Electric, reported that in 1927 that
holding company received $2,499,000 in fees, for which
it performed actual services costing $708,934.® In 1928
the fees collected were $2,228,019 and the service cost
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the holding company only $586,759. For the thirteen
years up to and including 1929, the holding company col-
lected in m.onm $381, for every $100 of actual service given
the operating company. Another accountant reported that
mrn Electric Bond and Share itself had collected in 1927
in mmnm $9.373.172, which exceeded the actual cost of the
services furnished by $4,809,654, or at the rate of $211
for every $100 worth of actual service#® This company
refused the Commission the right to examine its books.
.O: Ew basis of available figures over the 24 year period
including 1929 it was reported to the Commission that
on mmmng_mmon fees amounting to $51,096,767, there was
a minimum profit of $30,591,428. For every $100 of
service, $249 had been collected.5®

The two significant facts about such overcharges are
that they are, as a matter of routine, unregulated and
that a good share of them, those for servicing and con-
struction, are charged to the capital account of the operat-
E.m.noSEEmnm. On these the consumers of the operating
:.:_._Q pay an annual return. Some of the general. super-
vision fees may also be charged to fixed capital and thus
JEE: the right to an annual return. In this second fact
m_mm the complete refutation of the contention of the util-
ities, still accepted by a few editorial writers, that the man-
agement and conduct of the holding companies is a matter
of u.zm_mnnnznm to the consumers. From this false con-
tention also is drawn the conclusion that the holding com-
panies should be left unregulated.

Hrn:.w are other ways in which the utilities yield to the
temptation to be free and easy about operating expenses.
wﬁmn record is by no mean complete on this point, since
it 1s one which the commissions do not often _.=<mm.mmm~n.
The Consolidated Gas properties in New York City paid
to a tax expert, a Mr. Witbeck, the sum of $1,302,782,
which was charged against rates, to secure tax reductions.
Before being employed by the utilities he had been in the
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108 THE POWER FIGHT

for going around the country for them doing publicity
work against municipal ownership were charged up to the
operating companies.® The West Virginia and Kentucky
commissions found that one of the Columbia Gas and
Electric group, the United Fuel Gas Company, had been
siphoning revenues from its operating subsidiary, with an
average yearly profit to one of the chain companies of
119 per cent.®® In Philadelphia, in 1930, the Controller
started suit against the Mitten Management which then
controlled the transit system in partnership with the city.
He charged the Mitten interests with “draining and divert-
ing” the revenues of the company in such a manner that
the city has never collected any of the revenues which
rightly belong to it. The suit was based on an audit by
Dr. Milo R. Maltbie, later appointed Chairman of the
New York Public Service Commission, who analyzed ex-
penditures of more than $9,500,000 and said that they
should be charged directly to the back dividends due stock-
holders. This amount included $3,600,000 in fees to
Mitten Management, which Dr. Maltbie declared illegal.
The report pointed out that traffic, miscellaneous and gen-
eral expenses totaling $24,000,000 were $8,600,000 in ex-
cess of “an estimated reasonable amount.” ®®

These are only a few cases from the recent years.
Others were commented on in Power Control®* The
commissions have objected to such overcharges when
brought to their attention. There have also been protests
against the policy of “charging it to the public” and let-
ting the expense go hang, in rate cases. The West Vir-
ginia Commission found that a charge of $100,000 which
the Cumberland and Alleghany Gas Company had set up
to defray the expenses of its rate case was “excessive
and cannot be justified, and never would have been ex-
pended had it not been for the fact that it could be passed
on to the public—besides, it may be that certain of this
expense was incurred for reasons other than presenting
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this case to the Commission.” ®® The Indiana Commis-
sion in 1928 also disallowed some of the rate case expenses
and ordered the company to amortize them over a four
year period.”® In some of the larger industrial states the
expenses incurred by a utility in a rate case extending
over several years may easily run in excess of $1,000,000,
or up to four million, as in the case of New York City
and the electrical utility there. In the main no serious
challenge has as yet been offered to the practice of making
the consumers pay the lawyers and accountants hired to
keep their rates high. The utilities are in a position where
they can afford to spend more than the cities or state in-
volved can hope to.

The really significant fact about this unregulated half
of the income, this billion dollars a year, is that there is
almost no encouragement to the engineers and managers
of the operating companies to cut expenses, to be com-
petent and efficient in the best social sense. If construc-
tion costs are high, value is high, as far as regulation is
concerned. As Professor Cabot points out, “The more a
utility company pays for its property, the better for the
company. Its customers may suffer, but not its stock-
holders . . . the investors are protected at the public ex-
pense . . . the interest of the customers which should be
the prime concern of regulation, is relegated to second
place.” *T It is the same thing with operating expenses.
If the commissions are at all alert they try to turn over
the savings from economical management to the consum-
ers. It does not pay the manager to insist on the lowest
possible costs. When he is controlled by a holding com-
pany it even pays him not to insist upon the lowest pos-
sible cost, on pain of losing his job. The men who control
the spending of a billion dollars of consumers’ money an-
nually are in a tough spot.
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112 THE POWER FIGHT

servant, would desire to eliminate from the burden on the
public.

It is here that good men are forced to go wrong. It
is here that private initiative is perverted from the engi-
neering m_mE and from professional standards into the

field of imaginative fiction. The most desirable company

official becomes one who can use his professional train-
ing to think up new ways of increasing the rate base. It
is only with that explanation in mind that we can under-
stand the Curtis Pond incident, for example. In Worces-
ter, Massachusetts, the utility bought a pond and a few
acres of land surrounding it for $69,000. Two years
later the question arose of swelling the rate base. How
could it be done? Well, if the value of your plant is
what it would cost to reproduce it new, obviously the
value of your pond is what it would cost to reproduce
that new. So we sit down and imagine that the pond isn’t
there, and estimate how much it would cost for water,
buying it from the city. We estimate what machines it
would take to dredge a pond, what pipes would have to be
Iaid through city streets, their cost plus interest. We use
our initiative and enterprise and arrive at a figure of
$1,200,000, some seventeen times what the pond actually
cost two years before.®® Or we think up the “inexperi-
ence factor,” in the same way that the New York Edison
discovers it would cost a great deal to train a new staff of
employees if an earthquake or pestilence wiped all the
present ones from the face of the earth, and, although the
consumers have paid already for training the present em-
ployees, the power company asks for the right to capitalize
$7,000,000 against the emergency, on which the consumers
are to start paying a return of eight per cent at once.
Now all this is very admirable in its way, but it is not
what we look to from the engineers. Here the holding
companies and the regulatory system together have, it
seems clear, placed the engineers in a desperate position.
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They cannot pass on the public benefits of their work to
any great extent but must use their imaginations to load
the dice as heavily as possible against the public.

We have put the engineers in a bad place for good men
to be in. The utilities perform functions the state might
itself perform. The state authorizes one group or another
of private persons to perform those public functions for
it for a number of years. It can take over their function.
In many cases it has done so. It can yet do so in the rest.
Meanwhile the men who run the utilities are supposed to
be the economic servants of the public. In the power
industry they collect some two billions of public money
each year. But, on the other hand, they live and rise
through the favor of the proprietary owners of the utili-
ties, now mostly banking groups. The pressure from this
side is the strongest. It is the old story of a man not
serving two masters, but always serving the paymaster.
That being so, we can at present not count on very much
more than lip service from our potentially most useful
citizens. . .

This is a bad paradox. It was phrased recently by Mr.
Donald Richberg, whose long study of the railroads and
his efforts to have the work of the Interstate Commerce
Commission sustained by the Supreme Court, lend value
to his observations of the electric utilities in action. He
said, “The foundation and primary purpose of public util-
ity regulation must be recognized as the necessity for pre-
venting the making of an unfair profit out of public busi-
ness by a public agent who is privately selected for the
very purpose of making as much profit as can safely and
regularly be extracted from operating public business.” ®

From the point of view of social engineering this seems
to be a wasteful smashing against one another of two
strong and good forces. It is not efficient. It is not
cheap. One would have to be a profound and conquered
pessimist to believe that it is the best that America can do.
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116 THE POWER FIGHT

at this task we still have the alternative of ‘having the
state perform the function itself if it can do it more
economically. .

We have seen the way in which the men to whom we
delegated this public business put the country to school to
learn the lesson-lie that they furnished light and power
more cheaply than it could possibly be furnished by any-
one else, and that criticism of them was practically sac-
rilegious, or at least unpatriotic and treasonable, We have
seen the way in which they claimed in public to be the
bulwarks of the old tradition of individualism, and in pri-
vate sat down at once to take a leading share in combina-
tions and groupings which wiped out the individual in-
jtiative of thousands of men and helped move the whole
country into an era of industrial feudalism.

Was all this effort spent in order to furnish a public
service as economically as possible? What results have
they to show?

At present the public is paying at least $1,000,000 a day
more than it needs to pay for light and power. For three
hundred days of the year we pay that sum daily because
the private controllers of the industry insist upon such
high payments for the capital they supply. For the re-
maining sixty-five days of the year we pay a return on
sums that would not for a moment receive a payment if
the state were running the public business itself. Those
sums include capitalized monopoly privileges, the addition
of an imaginary dollar for every four or five real ones
through revaluation on the basis of price changes, appro-
priation of sums contributed by the consumers to keep
the plant intact, the addition of imaginary dollars to those
real contributions, and sums that come from the appro-
priation of values added to land by the community’s own
progress and own expenditures. They include also sums
which we pay directly for operating expenses in fees that
carry a two hundred per cent profit, in rate case expenses,
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in legislative activity, and in the process of having our-
selves schooled in the lie that the power industry is fur-
nishing service as cheaply as it could be furnished.

As we have seen, the consumers are charged such a
high rent for the money invested that they are paying
enough to buy out and own free of debt the whole indus-
try in thirty years, saving future consumers an average of
$1,822,000,000 a year on this item alone. There is little
pressure on the utilities to lower the cost of money and
considerable pressure to resort to means which raise it.
They are asking for a return on twice as much as was
actually invested in the industry, one hundred million
imaginary dollars to be added to each hundred million
actually invested. They are successful in getting one hun-
dred million imaginary ones added to every three or four
hundred million real ones. On these the consumers are’
now paying them a return. All this extra money, the re-
ward of imagination, goes unequally to the owners of
utility securities. It goes entirely to the common stock-
holders, now usually holding companies and banking
houses. They have not yet reached their limits in swell-
ing the sums on which the consumers are asked to pay.
They are ever trying out new tricks. They have been

- successful in charging a toll on birth rates and municipal

progress, appropriating community values which do not
represent funds invested by them. The result is that the
community gains no benefit from. the timely devotion of
property to public use, but must always pay as if the
property were being acquired anew each year in the most
untimely and improvident fashion. They are attempting,
and in some cases most successfully, to appropriate the
consumers’ contributions and to have imaginary dollars
added to them, so that the consumers may not only pay
double but more than double. They have been successful
in capitalizing the monopoly rights given to them by the
states to protect them from competition. They have
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120 THE POWER FIGHT

paid back at the same rate. Based on the cost of the
common stock of the Appalachian Electric to its holding
company, its earnings on common and surplus were 35.3
per cent in 1926, 33.9 per cent in 1927 and 28.5 per cent
in 1928. At this rate the capital was being paid back
almost twice every six years. The earnings on the cost
of the common and surplus of the Indiana and Michigan
were smaller, 17.21 per cent in 1926, 20.23 per cent in
1927 and 29.32 per cent in 1928.%° o

In the report of the New York State ﬁoEB_mm_on.0m a.rn
Public Service Commissions Law, in 1930, the minority
commissioners cite figures showing excess returns. They
were calculited by the Public Service Commission with-
out any deductions for depreciation, a most unusual
process which had the result of lowering the: rates of
return. A generous allowance for working capital was
made. The figures showed that in 1928 “s6 out of 75
electrical properties, or roughly 75 per cent of nroﬁ.u m.sv-
ject to the jurisdiction of the Public Service ﬁoBE._mm_oP
make a profit of more than 8 per cent on the capital so
computed. Electrical properties making more than 9 per
cent numbered 46, or more than 60 per cent of all mrn
companies. There were 34 properties out of the 75 with
profits of more than 10 per cent and 30 of them mroswnm
a return of more than 12 per cent. In the group making
more than 15 per cent we find 15 companies, and those
exceeding 20 per cent numbered 10,

“Thus the evidence before us shows that under the pres-
ent system of regulation electrical rates in effect in 1928
were returning to majority of the companies a profit of
more than 9 per cent, with profits running up to 31.66 per
cent in the case of the Corinth Electric Light & Power
Company.

“The evidence before us reveals the extraordinary com-
placence with which the Public Service Commission viewed
a rate situation which produced such profits. Apparently
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with the constant threat of dragging rate cases into the
courts on the valuation question the corporations had
practically paralyzed the Commission’s initiative and emas-
culated regulation.” *¢

The Utility Investigation Committee of the House of
Representatives in Pennsylvania in 1931 reported:

“Evidence was also offered from the reports of the
utilities to the Commission for the year 1930 that the lack
of regulation persisted throughout last year, and that the
electric industry had earned an excess over 7 per cent on
invested fixed capital in plant and property of $31,864,414
during 1930. In order to justify such excess earnings
the Commission would have had to grant the utilities the
use of $455,205,914 for going value and working capital.
This sum is 48.6 per cent of its actual depreciated fixed
capital.

“The Committee, therefore, finds it a fact that the

_utility companies in Pennsylvania have been permitted to

enjoy an income which far exceeds a fair return on in-
vested capital; that these facts were all contained in the
reports from the companies and filed with the Public
Service Commission; that the Commission should have
had knowledge of these flagrant violations of their orders;
that the Commission has remained indifferent to the enor-
mous stock issues that have been foisted on an innocent
and unsuspecting public. We, therefore, find that the Pub-
lic Service Commission has been-negligent in its duties,
indifferent to its stewardship, and a menace to proper
utility regulation. We recommend that the members of
our Public Service Commission be immediately removed
from office.” ®°

Some detail was given in the counsel’s report. He
pointed out that the Public Service Commission had found
that all except three of the electrical utilities were earn-
ing over 7 per cent in 1928; that it had then included 10
per cent of fixed capital depreciated for going value and
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124 THE POWER FIGHT

extracted by the electric power industry are so large that
whatever individual initiative remains in our public spir-
ited citizens should be evoked to try and do better for
themselves and the country.
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the city charters are not built for the new age. Changes
in them are made slowly, against great opposition.

2. The Arbitrary Limits to Public Service

In organizing the cities and delegating power to them
the states set no arbitrary limit on the social functions they
could perform. But they did set a very real limit by
fixing the amount to which a city could bond itself for
public improvements. The many new needs of the cities
for highways, schools, parks, sewage systems, waterworks,
hospitals and the like have, in many cases, brought the
cities so close to their bonding limits that it is a sheer legal
impossibility for them to engage in further public service,
such as the operation of the electrical utilities, without
exceeding the debt limit imposed on them by constitu-
tions.

These debt limits, coupled with a growing demand for
a variety of services which can only be paid off gradually
through bonds, are the main reason for the relatively small
development of municipal ownership of electrical utilities
in the United States. Added to this is a second important
fact, that where the bond limits are more reasonable,
bonds must be approved, usually, by so large a proportion
of the voters that it is not difficult for the private utilities,
by electioneering and political maneuvering, to defeat
them. :

There are, according to one authority, eight states which
put the limit to all bonded indebtedness on the part of the
cities at 5 per cent or less of the assessed valuation of the
real property in the city.r There are nine others in which
the bonding limit is between 5 and 10 per cent.

In many of the states the relative liberality of the bond-
ing limits is offset by the necessity of going through the
political routine of carrying a bond referendum by a very
large vote of the citizens or the property-owning tax-pay-

ing voters. This is a handicap no efficient private business
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is subject to. In nine states a two-thirds vote is necessary
to carry a bond issue, California, Georgia, Emro.. Ken-
tucky, Missouri, New Mexico, North wao.nw. Ohio, m:.a
Texas. In four more a three-fifths majority or over 1s
necessary : Michigan, Nebraska, West Virginia, m:.& South
Dakota (petition of five-eighths of the voters is neces-
gq!Vv . e .
Although the National Municipal League, s&_n: has
been perhaps the most effective force for good city gov-
ernment in the country, has recommended from 1900 on-
ward that cities be given power to furnish all local serv-
ices and that bonds issued for such purposes should not
come under the general debt limit unless the utilities for
which they are issued fail to be mm:-m_.%@oa:n after five
years, there are only eleven states which now allow such
revenue bonds to be issued. . .
Where the cities have tried to vote bonds for utilities
they have met, in most cases, 2 determined opposition from
the utilities affected. In San Francisco the opponents of
the bond issue by which that city hoped to buy out the
local light and power systems in 1930 stressed .ﬁro .mwmﬁ
that the city was within $89,000,000 of its vwna.:m limit
and if $85,000,000 of power bonds were _mm.mma there
would be no money left for the many other civic enter-
prises needed. There was also insistence on the need .cm
spending some fifteen to twenty-five millions to acquire
the competing privately owned street-car system. <<.:r
such arguments they were able to persuade the one-third
of the voters necessary to defeat the power bonds. @cn
these tactics, often engineered by the utilities, are :S.r_:m
new. They were busy back in 1913 defeating a bond issue
for a light plant in Kansas City, Kansas. In mm<9.m.__
Nebraska cities they have attacked the financing of addi-
tions to municipal power plants by warrants on future
earnings, claiming that it should be done Eaccwv munici-
pal bonds. In Pasadena the Southern California Edison
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dangerous criminal in the modern city . . . When more
mayors show the same intelligent contempt of corporation
controlled courts there will be more chance of getting
justice on the spot, instead of after you are dead.” St.
.Huo:mm had its experience with corruption about city light-
ing contracts, Philadelphia had hers with the gas ring,
New York with the gas and subway groups as well.

..H.rn story is not obsolete, either. The chapter dealing
with the political influence of the utilities at present
mentioned several instances of clear continuation along
these lines. Insull’s influence in Chicago and Maine, the
Montana Power Company’s power in Montana, the in-
fluence of the upstate companies with the New York State
Legislature and of the Consolidated Gas in the affairs of
New York City has never been seriously questioned. The
sums spent in the West coast states have been scandalous.
But apparently not even the smaller towns have been en-
tirely neglected. A letter from one of the Foshay men
to the main offices in Minneapolis, written in 1928, con-
cerning the acquisition of the municipal plant at Burling-
ton, Colorado, shows that the tradition has not died out.
The letter reads:

, “I know that you do not look with favor on the plan of
oiling your way’ through these municipal sales, and I agree
with you that such practice is detestable and it has been hard
for me to finally be compelled to admit, regardless of my feel-
ings contrary to such practice, that at least eight out of ten
councils I have contacted during my brief acquisition experi-
ence can only be handled through the ‘ciling system.’” ¢

But there is no claim made here that this is typical.
At present the utilities can get almost everything they
want through the state commissions and do not need to
bother much with the cities,
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4. The Purpose of the Commissions

"The good government literature of the day, Letore the
establishment of the first state commissions in 1907, indi-
cates with fair clearness why they were established. On
all sides there was a strong and growing demand for
municipal ownership. Mayor McClellan of New York
City was recommending it, and the city was asking the
Legislature for powers to go ahead. Mayor Carter Har-
rison of Chicago was fighting for it. Detroit had a mu-
nicipal plant and cut street light costs from $102 to $61.65.
Columbus, Ohio, was planning the acquisition of a plant.
Under threat of municipal competition street light rates
were lowered in Kansas City from $116 to $65." Chicago
had a plant to furnish street lighting. The indignation
against the utilities, aided by some exposures of franchise
corruption, was becoming similar to the Populist reaction
against the railroads, with its demand that they be taken.
over by the government. * That demand was met by fed-
eral regulation. The demand in the cities that the utili-
ties be owned by the cities was met by state regulation.

The people of the time were not unaware that these
state commissions might be used against the cities, and
many of the states do not, as yet, have state regulation
of the electric utilities. In 1913 Iowa was defeating for
the third time a utility commission bill as legislation in
favor of the corporations. The utility corporations lob-
bied for it heavily.® The Minnesota Home Rule League
made a study of Wisconsin, one of the first states to en-
act regulation. It reported in 1914: “One of the reasons

for the cordial support of the state regulation law in 1907
by the public utilities was to stop the wave of municipal
ownership of water plants by Wisconsin cities then sweep-
ing over the state. Many of the franchises were to ex-
pire in that and the following year. It was believed that
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136 THE POWER FIGHT

Supreme Court and the city was again upheld. No sooner
had the valuation proceedings started afresh than the
Farmers Loan and Trust Company of New York, which
held a mortgage on the plant for about a million dollars,
secured a temporary federal injunction. The city then
had to go to the Federal Court and fight that. After the
second injunction was dissolved, an appeal from the val-
uation of the commission was taken to the Circuit Court
for review. Here it appeared that the private water-
works had an agreement with the bank to keep a separate
fund to fight the proceedings. All this litigation took five
years. Only-at the end of it did the company begin to
negotiate about the sale.**

The type of indeterminate permit existing in Oklahoma
under the revokable permit law of 1925 was declared
unconstitutional in 1929. The Supreme Court of Okla-
homa held that the act authorized the conversion of a
limited franchise into a perpetual one, in violation of a
constitutional provision against perpetuities and monopo-
lies, that it deprived the electors of the right reserved to
them of granting and renewing franchises and that it
prevented the electors from petitioning for such grants.

Now while the switch of power from the cities to the
state commission, where such exists, has taken away most
of the long-fought gains of the municipalities, and to a
certain extent has seemed to abrogate that part of the Con-
stitution of the United States which declares that no state
shall pass any law impairing the obligation of contracts,
the old franchises still work against the cities. Not only
do the companies capitalize their going value, their monop-
oly rights, as we have seen in the preceding chapter, but
they insist that the cities cannot purchase them or compete
until the end of the franchise period.

In taking away the obligations of the utilities without
also relieving the cities of their obligations, state regula-
tion has worked in a very one-sided way. But, although
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franchise obligations are considerable, the main burden
is the bonding limit. Today we see the city of Chicago,
with all the main franchises of its utilities run out, un-
able to proceed to take them over.-

6. Making It Hard to Buy

On top of these other limitations on their powers the
cities meet still others. Not only does a city like Cleve-
land encounter a hundred injunctions in its nine-year war
on the traction corporations, but there remain even greater
uncertainties. In most states the cities are obligated to
buy out existing properties, which may often be run down
and quite undesirable. Thus, until two years ago the
Massachusetts cities had to vote twice, through their coun-
cils, to acquire a plant and thereafter wait for the Com-
mission to set a price on the old property before they
knew what they were voting to buy. In some cases it was
not only an obligation to purchase junk, it had a great
similarity with buying a pig in a poke. The pig was
known but the price was not. In other cases the great
difficulty was that of fixing a price, the companies insist-
ing on capitalizing their privileges, the cities denying that
right. In Dallas the city expert valued the street car and
light systems at six and a half million, the utilities at
$9,700,000. The differences in valuations in San Fran-
cisco have already been listed. In Detroit, Mayor Cou-
zens had to threaten to build municipal lines in competi-
tion with the private street railways before they would
come down to a reasonable price. In states where the
commissions can give or withhold permission to the cities
such means of lowering the purchase price are ineffective.

A more simple and common way of making it difficult
for the cities to buy utility property is illustrated in New
York City. Here the city signed a contract with the utili-
ties allowing them to construct the elaborate conduit sys-
tem under the city streets, subject to recapture by the city
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140 THE POWER FIGHT

out the state and in Crisp County. The private company
then countered with a 35 per cent cut in its rates in the
county. This looked like the beginning of a rate war of
the kind that the West Coast has frequently seen. But
in this case the Georgia Public Service Commission sim-
ply called on the private company to show cause why it
should not extend its rate cut throughout the whole state,
if it could afford to put it into effect in Crisp County.
The company immediately rushed into court and enjoined
the Commission from asking it to show cause why it
should not extend the rate cut. Fifty other cities through-
out the state immediately demanded that the rate cuts be
made applicable to them. But the Commission was en-
joined successfully, and then proceeded to allow the dis-
criminatory competition.*®

In Nebraska, where the state commission has no regu-

latory power over all the electric utilities the situation was.

described by the director of the Nebraska Information
Bureau, “Think as you will, it is competition that brings
the price down and not regulation.” '" The cities have
had some experience with it. United States Senator Rob-
ert Howell, who was formerly city engineer of Omaha,
described the local experience:

“In Omaha we secured authority to build ice plants. The
rate for delivered ice had been raised from 5o cents to 70 and
80 cents. This was in the midst of the war. We installed
ice plants. The result was that immediately, as soon as we
began operating, the rate for delivered ice dropped back to
50 cents. The rate for cash and carry ice dropped to 30
cents. Although we could produce but one-third of the ice
used in the city of Omaha, at 3o cents per 100 pounds, the rate
at which we sold to the public, the proceeds of the sale of
the ice produced enabled us in seven years to pay off the
$700,000 invested in the plants, so that they are today ‘velvet,’
as it were, as far as the people of Omaha : e concerned. It
was our position from the beginning that we did not want to
do all the ice business in the city of Omaha, merely sufficient
to regulate rates. In my opinion public competition is de-
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cidedly more advantageous and safer than public monopoly.
Public competition could keep the privately owned ice plants
good, and they would necessarily keep the publicly owned
plants on their toes or they would go out of business.” 18

Such an attitude on the part of the Nebraska cities has
resulted in an attempt on the part of the power com-
panies to put competing plants out of business by rate
cutting, relying on the rest of their territory to pay the
bill. A key case was fought up to the Supreme Court

" of the State in 1929. The Court held that electricity was

a commodity and subject to the law forbidding discrim-
ination between various sections of the state. “From the
record the Court found that it was the settled and con-
trolling policy of the company to preserve the monopoly
it enjoyed at Hartington at all costs; that its efforts were
carried even to the extent of adopting a policy of intimida-
tion—diplomatic, but no less effective, forcible and effi-
cient in accomplishing the desired object; that by a mul-
tiplicity of forms it sought to circumvent the commands
of the statute, one entity maintaining a 6 cent rate at
Hartington and others maintaining elsewhere in Nebraska
under like situations rates exceeding that at Hartington
by 100 per cent; that the 6 cent rate is inadequate and
non-compensatory to a degree that renders permanent
competition on this basis wholly impossible and the ulti-
mate destruction of its competitor at that point unavoid-
able”1® THere was a case where the Interstate Power
Company had reduced rates from 18 to 14 cents, which
was unsatisfactory to the Council. The Council gave a
franchise, as several other city councils did, to the West-
ern States Utilities Company, which built a plant under
a contract to turn it over to the city when the profits re-
paid the cost. It started with a g cent rate, and can now
continue.

In 1929 also the Missouri Commission refused to allow
the Missouri General Utilities to cut rates below those of
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144 THE POWER FIGHT

this is exactly what the National Electric Light Associa-
tion has been doing assiduously for a long time. Every
year a new edition comes out of a book entitled Political
Ownership which lists, with many mistakes, the number
of municipal plants that have sold out and draws one and
only one conclusion, that the main cause is the fact that
they are administered indirectly by people elected by pop-
ular vote instead of appointed by a business organization.
No attention is given at all to any of the restrictions on
the cities. ‘

The utilities have not only defeated many of the efforts
of the cifies to secure a public service at cost but they
capitalize their triumph by laying the blame where it does
not belong and where it can do them the most good.

Meanwhile they go on defeating bills both to improve
the regulatory system and to extend the powers of the
cities. Most of the state legislatures met in 1929. In-
vestigations of the regulatory system or waterpower situa-
tion were defeated in Kansas, Missouri, North Carolina,
Minnesota, Pennsylvania and Georgia. They were begun
in New York -State and Massachusetts. In Texas, Flor-
ida, Kentucky and Delaware bills for state commissions
were introduced. In Kentucky the utility men appeared
for the bill. They were defeated. In Maine the utilities
carried a bill to export power out of the state through
the legislature, subject to a referendum. The voters de-
feated it. In Wisconsin, however, a bill to forbid the
export of power in case its sale outside the state was
cheaper than rates charged. inside the state was defeated.
Bills in Texas, Missouri and New York to reduce the
rate of return to the utilities were defeated. Practically
no improvements in the regulatory system were carried.

In several states an expansion of the power of the cities
was demanded. The Illinois Municipal League asked for
a law authorizing the establishment of municipal utility
districts, but was unsuccessful. In Minnesota a proposed
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bond issue of $50,000,000 for state development of water-
power was defeated in the legislature. In Wisconsin the
constitutional amendment to allow the state to recapture
its waterpowers and develop them itself was defeated in
the Senate. In Texas a bill to revoke all permits for dams
on public streams when the dams had not been started,
was defeated. In Nebraska a bill to establish a bureau
of water conservation and utilization was indefinitely
postponed. (In Nebraska the political interest of the
power companies was emphasized in 1930 by the discovery
that the chairman of the Nebraska Power Company had
spent $4,000 in trying to discover a man who could de-
feat Senator Norris in the 1930 election.) In New York
the Conference of Mayors recommended legislation giv-
ing the cities the right to build or acquire power plants,
but the Legislature paid no attention. In the 1930 session
it ignored bills providing for municipal operation and
competition. ’

There were a few small victories for the cities. In
Nebraska first class cities were allowed to expand 15 miles
into the surrounding territory under certain restrictions.
In North Dakota a law giving municipalities the right
to operate power properties was passed. In Nebraska the
power district bill was amended to meet constitutional
objections and repassed.

However, these victories were offset by defeats. In
Minnesota a bill to allow city councils to contract for the
payment of plants out of their future earnings was de-
feated. In Wisconsin the amendment to remove from
the existing debt limit any debt created for purposes of
acquiring municipal power plants was defeated. In Penn-
sylvania the action of the utilities in opposing Governor
Pinchot drew fire from one of the stockholders of the
United Gas Improvement (one of the Morgan group).
He wrote to its President, John E. Zimmerman: “You
have flooded Pennsylvania with letters to the stockholders
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CHAPTER FOUR
NATIONAL DEFENSE LINES

1. The Federal Waterpower Defense

T has been our habit to erect our defenses against the
H utilities a little belatedly. The power no:%m:m.nm had
grown beyond the boundaries of the individual nmm_om. be-
fore the state-wide defenses, the regulatory commissions,
were set up. They have long since grown beyond .nro
state boundaries, but, as yet, the national defense lines
built to protect the consumers are in almost skeletal shape.

The first comprehensive move to aid waterpower devel-
opment on a national basis and at the same time to pro-
tect the consumers of the power and light developed from
the national waterpowers, was made in 1920, when the
Federal Waterpower Act, ‘creating the Federal Power
Commission, was passed. Prior to that there had been
outright gifts of certain waterpower resources as well
as limited gifts. Today the Forestry Service in »rn.Um-
partment of Agriculture supervises some 272 projects
with a development of 540,000 horsepower, and the War
Department a further 43 projects with a development of
830,000 horsepower.! Since 1920 the licenses to use
waterpowers on navigable streams, over which the national
government has control, have been issued by the Federal
Power Commission. It has licensed 2,489,978 horsepower
installed capacity between 1920 and 1929, and has appli-
cations for a further 5,744,239 horsepower ultimate capac-
ity pending.

In this act one principle was definitely established, and
several protections were laid down. The principle was
that the national government retained ownership of the
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waterpowers on navigable rivers and could take them over
for the benefit of municipalities or states desiring to de-
velop them at the end of a fifty year license period. The
protections laid down were three: 1. There could be no
inflation of costs. The price to be paid by the government
at the end of the fifty years of private development was
actual cost plus severance damages. This was intended to
eliminate revaluations, so popular with the utilities under
state regulation, and the issuance of securities not based
on sums actually invested. It meant that the companies
had to report all additions to plant under license from
the Federal Power Commission, and also all expenditures
made for the sake of the development before the license
was granted. 2. The second was that of regulating the
issuance of securities on these developments where the
state commissions involved had not been granted sufficient
power to regulate such securities. 3. The third was reg-
ulation of rates charged for power developed from these
plants where the state commissions had not been granted
adequate power to regulate them. It involved the taking
of excess profits in the form of higher license fees, a form
of excess profits tax.

What use has been made of these three powers to pro-
tect the present consumers? The answer, given by the
Federal Power Commission itself, is “almost nothing.”
In its 1928 report it states, on the first point (prevention
of the inflation of pre-license costs), that it has settled
$21,851,000 of such claims, but that $275,000,000 stand
unsettled. If all of the projects now licensed are com-
pleted it will be necessary to pass on claimed expendi-
tures of about one billion dollars. On the second point
(preventing the issuance of unsupported securities where
the states involved do not have sufficient authority to do
s0), it has acted in only one case, that of the develop-
ment at Conowingo, in Maryland. On the third point
it has done nothing at all. In 1928 the Commission re-
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152 THE POWER FIGHT

examination disclosed that considerable property which
had been abandoned and demolished was still carried in
whole or in part in the plant investment; that many large
amounts in connection with new construction appeared
to have been erroneously charged to property investment ;
and that many millions of dollars carried in the plant in-
vestment account did not represent actual investment
either by the company or by its predecessors.” *  The

first charge, then, is one of inflation.

The second charge is that of organizing to escape state
regulation. The inflations involved in the process are also
given, and provide a commentary on the New York State

Public Service Commission.

“The Niagara Falls Power Company was formed by the
consolidation in 1918 of a former corporation by the same
name, of Hydraulic Power Co., and of Cliff Electrical Dis-
tributing Co. The last-named company had been Swm::nnm
on March 16, 1909, and there had been transferred to it that
part of the property of Niagara Falls Hydraulic and Manu-
facturing Co. which was used in generating and Emﬁn_g::m
energy for use in public service. The Public Service Com-
mission of the State of New York had been created in 1907
with authority over accounts, rates, services and securittes
of public utility corporations. It was vnnm:m:wr_v. for the
purpose of avoiding supervision by that commission over the
major parts of its operations that such transfer was made by
Niagara Falls Power and Manufacturing Co. The trans-
ferred properties appear to have been carried on the books
of the transferor for approximately $422,000. The transferee
paid for the properties $500,000 in bonds and $250,000 in
stocks, or $328,000 in excess of book costs to the transferor,

an increase of 78 per cent.”

In 1910 the stockholders of this Hydraulic and Manu-

facturing Company organized still another company, the
Hydraulic Power Co. The assets of the former stood in
that year at $3,973,716. “The new corporation set up on
its books under the caption ‘Purchased Property’ as an
asset item, $15,771,208, or nearly $12,000,000 in excess
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of the amount carried in the fixed capital account of its
@n&nnnmmwn. ) This transaction and that connected with
the organization of Cliff Electrical Distributing Co. added
$12,123,964 to investment accounts which prior to trans-
fer m_.wa aggregated $4,395,245, an increase of 282 per
cent. .. .H..rn Federal Power Commission found still fur-
”rmu._ Mumuwzo: in some construction costs, bringing the
otal to $14,000,000 out of i
Ea:.n i vor8 of S20.500, oo%: aggregate property invest-
Since the Commission has never prosecuted the case
the cost of the company has never been determined, “and
the company has never filed a formal statement .om its

mmm:m.: The company did transmit an appraisal show-

Tangible fixed capital................ $31,190,974

Intangible property......
Overhead costs. 2 rroo o i 1110 GTeatds

Water and rights.................. 32,000,000
.o » 2

$77,671,451

.Hrn report o».:ﬁ Commission which was suppressed by
.n._:m company with the aid of the Secretary of War said:

,H_:.m,. aggregate represents what appears to be a n_&:_.
for “fair value” of the property which was transferred
on the books at the time of the consolidation at $34,500,-
000, and which appears to have represented not .Ecn.n
Hrmm Mmohmoo.ooo of actual investment,” There have bee
m&a.mczm to the properties since then in which the Oo:”
mission found many questionable items. It puts the dif-
ference between actual cost and “value” claimed by the
company on the theory that it is allowed to -.n<m=w~n its
property, at $46,000,000, the sum of the items of *
E:w&_.w bzwvnnarz “overhead costs” and “water a :&.
rights, E.; including the $14,000,000 of earlier ..:mm:oMm
.H.rn.ﬂonm_ 15 $60,000,000. In its suppressed plea for Eo:w.
employees the Commission said that the costs to be estab-
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156 THE POWER FIGHT

Carolina Power and Light in 1925 and issued its own
shares in the ratio of 15 to one of the old Carolina com-
pany. This old stock had been carried at $126 a share,
including surplus. It was entered on the books of the
National Power and Light at $500 a share, $23,818,000.
It was turned over in the same year to the Pigeon River
Power Company plus other properties carried at $4,284,-
160, for $28,094,860. In 1926 there was a new merger,
forming the new Carolina Power and Light Company,
in which the old stock was eliminated, but the sum of
$19,048,000 was left on the books. The Federal Trade
Commission accountant reporting said: “In addition to
this write-up of $19,048,400 there was an additional
write-up in the fixed capital account of the new Carolina
Power and Light Company, due to the reserve account
of $3,000,000 created at the organization of the Pigeon
River Power Company, through a charge of like amount
to its plant and investment account. Thus the total
‘write-up’ in fixed capital accounts of the new Carolina
Power and Light was approximately $22,048;400.” ¢
Inasmuch as the companies involved here have a license
from the Federal Power Commission to develop the water
power and the Pigeon River Power Company was an
operating company as well as a holding company, use
of the Commission powers to regulate securities might
have helped avoid some of this $22,048,400 inflation.

When the companies are engaged in this kind of finan-
cial transactions it is inconvenient to have a Commission
empowered to act. The Commission, however, may be
kept silent and be hampered in its work to the point where
it refuses to retain responsibility. - But nevertheless it
might sometime act. So now the companies are threaten-
ing to take the Commission into court to test its powers.
There have been indications of this in two cases. One
of them is the Columbia Electric and Power Company
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which has a development on the Chattahoochee River be-
tween Georgia and Alabama. The Commission’s account-
ants eliminated some $650,070 from its claimed pre-license
costs. Some of this was for claimed interest which had
not been actually paid. The larger part consisted of
$459,249 in fees paid to Stone and Webster. This was
disallowed on the ground that “such fee represents an
arbitrary overhead charge for services of officers of one
or both of the corporations performed only incidentally
to other multitudinous duties. . . .” The Solicitor of the
Commission, Charles A. Russell, held that the contract
between the several parties was not a valid contract be-
tween parties dealing at arm’s length. The firm of Stone
and Webster is fighting this contention, and says that the
contracting parties were separate and distinct corporations
and that on the board of directors of the Columbia Gas
and Electric were three officers and stockholders of Stone
and Webster, three who were stockholders in other com-
panies managed by Stone and Webster, but five others
who had no interest in Stone and Webster or in any of
their companies. This promises a law suit on the old
question of whether the corporate fiction validates acts
between closely allied parties. And it is very important
to the many companies which have paid allied parties very
large sums for more or less nominal services in connec-
tion with water powers. ’

The constitutionality of the act has also been attacked.
The Clarion River Power Company of Pennsylvania at-
tempted to enjoin the Commission in the Supreme Court
of the District of Columbia from holding any hearings
or making any report regarding the amount of net invest-
ment in the company. It is owned by the Associated Gas
and Electric. In its suppressed report the Commission
cited the company “as an example of inflation of fixed
capital accounts through charges for construction as well
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160 THE POWER FIGHT

Mr. O. C. Merrill was going to resign as Secretary, that
the National Electric Light Association had been busy
in putting spokes into the wheels of candidates for his
position who were unacceptable to it, and that “apparently
the most likely selection is Mr. F. E. Bonner of San Fran-
cisco.”” When Secretary Merrill resigned to become di-
rector of the World Power Conference, Mr. Bonner was
appointed in his place. He was recommended by Mr.
Merrill and endorsed by the Pacific Gas and Electric
Company. He reversed Mr. Merrill's policy of asking
Congress for the necessary additional facilities with which
to carry on the work. He announced that no increase
was needed in the accounting or legal staff but that the
work could be done in other departments. He tried, by
bringing the Solicitor of the Commission, Russell, into
conference with the Washington representative of the
Electric Bond and Share interests, M. O. Leighton, to
convince Russell that the Chief Accountant, King, was
obstructing the granting of power sites to these companies.
Mr. Russell held that the Chief Accountant was obeying
the law. A deadlock resulted. Secretary Bonner and
Secretary of the Interior Wilbur, prevented the securing
of further funds to prosecute the disputed claims and the
Chief Accountant and the Solicitor refused to approve
claims which had not been properly audited. This situa-
tion prevailed at the time that the Couzens bill was enacted,
providing for the appointment of five commissioners who
would devote their full time to the work. It was brought
out that the Secretaries of War, Agriculture and the In-
terior had, during the previous nine years, devoted only
an average of five or six hours a year to the work of the
Commission.

Further evidence of utility control of the Commission
appeared to be shown in the action of the old Commission
in June, 1930, in the matter of giving a license for devel-
opment on the Flathead River in Montana to the Montana
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Power Company. In Chapter Two, in the discussion of
the capitalization of monopoly privileges, it was pointed
out that the Montana Power Company (an Electric Bond
and Share interest) had appraised its tangible property at
$45,746,598 but had added to this for “water rights, con-
tracts, franchises, etc.” the sum of $51,491,269, thereby
increasing the total valuation to $97,237,867. 1f the Mon-
tana Power Company had sought a direct license for itself
some of these items might sooner or Jater have been ques-
tioned by the Commission. It sought the license through
a dummy corporation, the Rocky Mountain Power Com-
any.

v ,H.vm:w situation was complicated by two unusual factors.
One was that the site in question was on Indian tribal
land. The other was that an active competitor appeared
and asked for the lease. This competitor wanted to use
the very cheap power for chemical purposes. He guar-
anteed to undertake an initial development of 214,000
horsepower and to sell the power at $15 a horsepower and
to pay the Indians a rental of $240,000 a year. These
were better terms than those offered by the Montana
Power Company interests. :

Hereupon the Army Engineers prepared a plan which
charged a very low rental for the first 68,000 h.p. which
was all the Montana Power Co. proposed to develop, with
a rising rental for all above that amount. This hit at
the Wheeler proposal for a much larger development.
On exposure, this scheme was hurriedly withdrawn, but
the Secretary of the Interior, Mr. Wilbur, promptly is-
sued another proposal, and transmitted it to the Montana
Power Co., ignoring Walter H. Wheeler altogether. This
proposal, which was finally made the basis of the license,
cut the rental to the Indians to $104,000 a year for the
amount of power which the Montana Power Co. proposed

to generate. .
According to F. L. Bird, formerly Secretary of the
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164 THE POWER FIGHT

final agreement on the claims possible. The companies
have protested the findings of the Commission in regard
to inflation of pre-license costs, and are now taking the
Commission into court, in the eleventh year of its life,
to test its authority, One case is being brought on the
same point that defeated the state commissions, the con-
tention that holding companies, because they are separate
entities, can charge their subsidiary companies all sorts of
prices for more or less real services, and that these prices
must be allowed as part of the development costs of the
_u...o.mmnr If the companies win and the bulk of the infla-
tion is allowed by the courts, all the accounting work the
.Ocaammmmmon has done will be cancelled, and the protection
its existence promised to consumers destroyed. By wait-
ing for eleven years to bring their suits the companies
have gained exactly that much time in which to carry on
these transactions. The amendment to the act which will
probably follow the defeat on this point will be eleven or
twelve years belated.

The authority of the Commission is further challenged -

by a suit to limit its powers to fewer sites than the Com-
mission had taken under its jurisdiction. Success of this
suit, indicated in an opinion by the Attorney General of the
United States, would cause the cancellation-of a number
of licenses now granted, or amendment of the act to in-
clude the tributary streams, on which control is chal-
lenged.

The second power of the Commission was to control
security issues of its licensees. The Commission has only
once during its life exercised that power. This was at
Conowingo in 1926 when it prevented the Philadelphia
Electric Company from issuing itself a bonus of $2,355,-
000. Otherwise it has done nothing about the many hun-
dreds of millions of dollars issued by its licensees. One
of the reasons given for this failure to function is inade-
quate appropriations and staff. Here the penny-wise
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pound-foolish economy of the period was very effective,
and its advocates have a great deal to answer for. The
other reason given was complaint by several of the state
commissions that regulation of securities might contflict
with their functions.

It is difficult to understand the objection of the state
commissions on this ground. Those which have security
regulation among their own powers would not be inter-
fered with. Only those states, over half of the total,
which do not have such powers would be affected. But
there are other considerations. Limitation of security is-
sues would immediately throw into contrast the workings
of regulation in the various states. The public would see
very clearly the difference between regulation on the basis
of actual cost and regulation on the basis of revaluations.
The contrast would be entirely in favor of the former.
It would doubtless increase rather than diminish dissatis-
faction with the regulatory commissions, and perhaps even
increase the demand for public ownership. This affects
the regulatory commissions rather directly. So instead
of inviting regulation by the Federal Power Commission
in order that it might bring effective pressure on the non-
licensed power companies, they fought against it..

The third power given to the Commission was regula-
tion of rates changed by licensees in the states which had
no regulatory commissions of their own. This has not
been exercised at all. Somewhat similar explanations for
the failure to function here have been given. Now the
companies have, apparently, found a way in which to cir-
cumvent even the threat of any such regulation. They are
procuring licenses in the name of dummy corporations,
which they own, and which are obligated to sell the power
generated to them at cost. They are willing to let the
dummy corporation be regulated, while they take their
own chances with the state commissions, reselling the low-
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168 THE POWER FIGHT

holding the contentions of the power company to the effect
that New River was not a navigable stream and that the
Commission could issue a minor-part license, i.e., one not
subjecting the company to control. He also questioned
the constitutionality of the whole law. The Commission,
however, refused to give the minor-part license and re-
ferred the question of the navigability of the river to the
courts.

In view of the importance of the decisions of this Com-
mission on the future of regulation the appointments of
new members to the Commission, and their confirmation,
should be matters very closely watched by all those who
are interested in saving something from the wreckage.

2. The Couzens Defense

A proposal for more adequate control of the whole
situation has been made by Senator Couzens of Michigan.
It intends to meet, after a fashion, two of the most serious
weaknesses of regulation at present. One of these is the
partly unregulated movement of power in interstate com-
merce. The other is the growth of unregulated holding
company activities prejudicial to the general welfare. In
this attempt to supplement the weakened state powers
with some measure of Federal control he is supported by
Governor Pinchot of Pennsylvania.

The interstate movement of power in 1929 totaled
30,411,322,000 kwh., which is over 32 per cent of the elec-
trical energy available for public use in that year.® This
is split 52-48 between imports into states and exports from
states. There is some duplication involved in these figures
and not all of the power crossing state lines is unregu-
lated. In some states the export of power is a very large
proportion of the total.

The holding company situation, however, affects almost
every state in the union, and only a very few states, in-
cluding Massachusetts and New York, have tried to meet
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the problem by claiming some measure of control over
their activities.

What Senator Couzens has proposed is to include under
the jurisdiction of the Federal Power Commission all
parent companies, and by a parent company he means any
person or group of persons controlling one or more utility
corporations and/or their operations or management,
whether by ownership or control of stock, or by interlock-
ing directorates, or otherwise. These parent companies,
where they control licensees of Federal waterpowers, or
control operating companies transmitting power interstate,
are to be subject to the same requirements of the proposed
act as their subsidiary licensees or their subsidiary com-
panies shipping power in interstate commerce. This ap-
plies also to management companies.

These utilities, licensees of the Commission, or shippers
in interstate commerce, or their holding and management
companies, are to furnish complete annual reports to the
Commission as to their assets and liabilities, capitaliza-
tion, net investment, gross receipts, interest, depreciation,
cost of generation, of distribution and the like. These -
must be in the form prescribed by the Commission, which
may also require special reports. The Commission is
especially charged with classifying property for deprecia-
tion purposes and fixing the proper percentages to be
charged in each classification. The importance of this
charge was discussed in Chapter Two.

The Commission is ordered, within six months after
the act is passed, to start to make a valuation of all the
property used in the generation, transmission, distribu-
tion and sale of power by all persons subject to the act.
This includes holding and management companies. This
valuation is to ascertain the original cost of the property,
the cost of reproduction new and the reason for the dif-
ferences between the two. The properties of licensees of
the Commission is not to include any valuations in excess
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172 THE POWER FIGHT

and interests of their people and the States, respectively,
involved in such proceeding.” *°

This proposal by Senator Couzens is planned to block
two of the largest breaches in the wall of regulation, the
unregulated shipment of interstate power and the holding
company control. :

There is a danger in regulating holding companies.
You cannot regulate them without starting from some-
where. If you start from the present you run into the
same situation that the state commissions ran into when
they undertook regulation of operating power utilities in
19o7 and since. They had to accept the financial manip-
ulations up to that date, and they were on a much smaller
scale than those confronting us in the present holding
companies. You may try to go back of the present into
the past, but the courts, in their reverence for the past,
have been quick to say that milk once spilt is spilt for

all eternity.

When the regulation of public utilities in the states is
an expensive farce and when the national defense lines
are merely in skeletal shape, it is interesting to note the
means employed by interested parties to defeat all at-
tempts at more effective regulation. The state commis-
sions blame their own ineffectiveness on the courts, which
allow revaluations of an almost fantastic kind, and which
forbid control of holding companies and of power shipped
under certain circumstances in interstate commerce. When
Senator Couzens proposes to stop the last two of these
three gaps in the wall the state commissions turn on his
proposals, not with the objection that they would not
work, but with the objection that they would work, and in
the course of working would take away some of the au-
thority of the state commissions. The officials of the
Federal Power Commission were charged with doing
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some of the things now proposed by Senator Couzens,
such as taking control of security issues. They failed to
do that, as they failed to fight out the inflations charged
by their licensees. Are they interested in fighting out
the inflations, in controlling security issues? No, they
propose to scatter the work involved over other depart-
ments, give it to men who know little about it, who have
other, more pressing duties. They hold up the activity
of their Chief Accountant and Solicitor. They do not
even ask for enough money to prosecute the claims against
the companies, which, if unprosecuted, mean a gift to the
power companies out of public funds and out of con-
sumers’ packets, both, of hundreds of millions of dollars.
When faced by the Couzens proposals for really effective
regulation of interstate transmission, do they welcome
it? Or do they point out that it may mean giving the
holding companies a present that has not been equaled
since we gave away land to the railroads? No, they sug-
gest the one thing which will leave the whole situation
exactly where it is. They announce their decision to
pursue a policy of Federal inactivity, applying ‘“a mini-
mum of interference with the existing machinery of the
State agencies.” ™ To justify this they even close their
eyes to what is happening in the industry, the fact that
32 per cent of the power generated is shipped across state
lines, and in Secretary Bonner’s words claim that, “It has
been recognized that electric power must of necessity be
consumed in the immediate vicinity of its place of pro-
duction.” Quite the contrary has been recognized. Prob-
ably if the power companies had been paying a secretary
of the Power Commission out of their own pockets he
could have thought of no better ways of delaying and
hampering regulation than those which have been em-
ployed.

The difficulties are mentioned here not onlv to illustrate
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CHAPTER FIVE
THE OUTPOSTS OF CONTROL

EVERAL outposts of control are projected outside

the .vmnnmnn& trenches of regulation in the invaded
EE. hostile field of private operation of the public power
business. Boulder Dam is the first of them to be under-
ﬁrnn.. Muscle Shoals, the St. Lawrence, and the Colum-
bia River are expected to follow. They constitute the
—.E_r of what is left in public hands of the great remain-
ing natural waterpowers of the country. The erection
of these outposts of control will, judging by past experi-
ence, be accompanied by years of hidden sniping and open
battle on the part of those private interests which have
so much at stake in the present system of privately reg-
Emﬁnm regulation. Their establishment by the consumer
interests .om the country will probably spell the end of
power utility extortion in the large sections which will be
touched by them.

1. Boulder Dam

On the Colorado River between Arizona and Nevada
:mm.vwmca what promises to be the greatest engineering
unrmnﬁudn:ﬂ in the continental United States. The river
drains a huge area, including in its watershed large parts
of E.m states of Colorado, Arizona, Wyoming, Utah, New
Mexico, Nevada and California. Along its banks and
mrmmm of its tributaries some 2,500,000 acres of land are
:.m._mm:wm. and it is expected that another §,500,000 acres
will be added when Boulder Dam begins functioning as
a water control and power project. Construction of a
preliminary character was begun in 1930, and it is ex-
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pected that the 408 yard dam, rising 242 yards from the
bedrock, will be finished in 1937. It will be engineered
by Mr. Walker R. Young and Mr. Raymond F. Walter
of the Bureau of Reclamation, which has done so much
to add greater value to many of the arid lands of the
West.

This dam, which will be the highest in the world, will
back up the river into a.lake 115 miles long, and the
26,000,000 acre feet of water in the lake would be enough
to cover the Staté of Kentucky to the depth of one foot.*
There will be an installation of 1,000,000 horsepower, and
of that 550,000 will be primary horsepower available all
year around, day in and day out, like the power at Niagara
Falls. A large part of this power will be needed to pump
drinking and commercial water across the mountains to
the coast cities of California. The Federal Government
is not generating the power. It is selling the falling water
to various private companies and municipalities for their
use. They must install their own generators and trans-
mission lines.

None of the expenses of this dam and development are
to be paid out of taxes. There is no subsidy of Govern-
ment plant and property such as the one asked for at
Muscle Shoals first by the power companies and then by
the chemical companies. The cost of the dam, which is to
a large extent an irrigation and flood control project, is
to be repaid, with interest, within fifty years, out of the
revenues to be received from the sale of the falling water.
The Secretary of the Interior has fixed this price at 1.63
mills for every kilowatt hour developed. This is expected
to be sufficient to repay the costs of the dam, and power
house, the interest on the bonds issued, and also to furnish
sums in lieu of taxes to Arizona and Nevada ranging from
$350,000 to $700,000 a year. The falling water was all
contracted for at this price before building of the dam

was begun.
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182 THE POWER FIGHT

by freeing the municipalities in California, Nevada and
Arizona from its domination, but it will be an example
leading gradually to nation-wide freedom. The future
of the whole country is at stake.” ®

In view of the protest by the cities and the California
representatives in Congress, notably Senator Hiram John-
son and Representative Phil Swing at this apparent at-
tempt to invalidate the act by executive action, the
tentative allotment was changed and contracts were finally
signed on the following basis: Arizona and Nevada are
each to have 18 per cent of the firm power. The Metro-
politan, Water District is to have 36 per cent for pump-
ing purposes. The small municipalities of "Southern
California are to have 6 per cent. The City of Los An-
geles is to have 13 per cent, and the Southern California
Edison is to have g per cent. This division in effect gives
45 per cent to private companies and 55 per cent to mu-
nicipalities.

Boulder Dam will furnish a much needed aid in water
and power to the Southwest. It is, however, not par-
ticularly aimed at the power companies of that section
of the country. The final allotment of power does give
the Southern California cities a certain amount of freedom
from the companies; they will not have to buy all their
power from the Southern California Edison and its allies.
But the power generators are not to be installed with the
use of cheap Government money. This was an alterna-
tive open to the Secretary of the Interior. He chose not
to use it. Instead he worked out a complicated scheme
by which the Federal Government builds the power plant
but the generating machinery which must be fastened to
the foundations of the power plant is to be furnished by
the City of Los Angeles, and the costs of its installation
and operation must be borne jointly by that city and the
Southern California Edison Company. It has been esti-
mated that this will cost three million dollars more than

THE OUTPOSTS OF CONTROL 183

if the Federal Government installed the equipment.* The
control of the machinery is to be under a board on which
Los Angeles and the other municipalities are to have two
representatives, the power companies two, and the Federal
Government one. This gives the private power com-
panies an excellent chance of capturing control. Nor is
there any guarantee that the power taken by the private
companies in Nevada, Arizona or California will get to the
consumers without those revaluations which the Federal
Waterpower Act, for example, forbade to the licensees
of waterpower. The proposal made by Representative
Davenport of New York that as a condition to every con-
tract for the sale of power a clause be included that
the companies “shall agree that the property . . . used
and useful in connection therewith shall be valued . . .
whether for regulation of rates or for taxation, or for
State or municipal acquisition and use, at its fair value,
not to exceed the net investment,” was defeated. This
is a step backward from the standards of the Federal
Waterpower Act, and withdraws protection from the con-
sumers of the power furnished by private companies,
which is 45 per cent of all the firm power generated
at the dam.

The objection of the adjoining states of Arizona and
Nevada that private development of the river would re-
sult in taxes for them and that public development would
not have this advantage, was met by a provision that cer-
tain portions of the revenue should be allotted to them.

The final arrangement seemed to Arizona to be in-
equitable in several respects, and the State instituted suit
to contest the validity of the act. One of the claims made
was that the contracts between the United States and
the Metropolitan Water District and the City of Los An-
geles were invalid because both units would have to spend
very considerable sums to secure the water and the power
and, at the time of signing the contracts, neither unit had
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186 THE POWER FIGHT

also diminished the amount of capital needed to supply
standby power plants, Muscle Shoals was in the same
situation. The Wilson Dam and the steam plant repre-
sented 156,000 primary horsepower and 104,000 secondary
horsepower. But with a relatively small investment at
other places on the river, including Cove Creek, the flow

of water could be so regulated that the amount of primary.

power would be made at least five times as large. The
increase in value through a combined system was very
considerable. In 1927 Mr. Ford said: “The real goal
and objective of the power combine at this time is the
Cove Creek Reservoir Dam. The power combine knows
that that reservoir dam is worth $50,000,000, and perhaps
$100,000,000, and the combine knows that this dam be-
longs to the people of Tennessee, yet the combine asks

the Federal Power Commission to make a gift to them

of Cove Creek.”®

The danger that the power companies, which had earlier
in the fight claimed that even the power from an inter-
connected system could not be developed economically,

would gain control of such an interconnected system by.

grant of the Federal Power Commission, was obviated
when Congress withdrew the other Tennessee River sites
from the jurisdiction of the Commission until Muscle
Shoals had been disposed of.

With this record of what seemed to be double-dealing
before it, Congress analyzed the various proposals of the
power companies. -It had on record a statement of one
of the Army Engineers, Colonel Spalding, to the effect
that the Wilson Dam and steam plant could, without fur-
ther improvements on the river, produce power worth
$3,500,000 annually.” For these properties on which the
Government had spent $55,714,000, the power companies
proposed to pay a rental of only $1,766,000 annually. Any
increase in value from further development and inter-
connection of the other courses on the river was to go
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to them. Their second proposition was that in case the
Government spent a further $40,000,000 on a second dam
and on additional generators at Wilson Dam, the annual
rental would go higher, amounting to $2,976,160 a year,
which would be about 3.1 per cent on the total Govern-
ment investment. Their third proposition was that if the
Government, or the companies, developed the reservoir
dam at Cove Creek there would be further payments up
to a carefully guarded limit, after which the increased
value was to go entirely to the companies. Apparently
some 280,000 horsepower could be developed under such
an interconnected system on which the government would
receive no return. This was a considerable gift and sub-
sidy to one group of power companies.

At this point it became clear that the Government was
in the position of a man who has an automobile out in
the country which is in good shape except for the fact that
two wheels are missing. The motor is there, the chassis
is in excellent condition. If the man is unable to spend
the money for the new wheels, he must sell the car at
a low price to someone who is willing to buy missing
parts. The buyer has the advantage over the man who
is convinced he should spend no more money. In spite
of the objections of the power companies and their sup-
porters to the effect that it would be unthinkable for the
Government to spend any further money on the two miss-
ing wheels, that it would be “throwing good money after
bad,” the discussion of Muscle Shoals from this point on
began to take into consideration the value of the Govern-
ment properties as the keystone of a Tennessee River
power system.

Despite the fact that the power companies were offer-
ing a return to the Government so low that it would not
even pay the interest on Government bonds, their bids
did not provide for cheap fertilizer. The Joint Congres-
sional Committee reported that there was no definite
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190 " THE POWER FIGHT

The total Government investment in power properties
alone would be $133,014,000. Only a small part of this
would be devoted to extension of the facilities at the
present Wilson Dam. Here the private company would
invest $5,400,000 of their own. Yet this dam alone would
produce four times the amount of power needed for their
fertilizer requirements. According to Mr. Merrill this
surplus energy (1,750,000,000 kwh.) would be worth at
least $2,800,000 a year in clear profits after operating
expenses and rentals, and should in itself “be an adequate
subsidy for the United States to pay in order to induce
private capital to produce fertilizer at Muscle Shoals
under restri¢tions limiting profits thereon to eight per
cent.” *

But this was not all that was asked by the company.
Tt wanted the Government to put in a further $69,000,000
in other waterpowers along the river. This drew from
Mr. Merrill the comment: “If to secure such private
operation it is mecessary to grant an additional subsidy
of 2,000,000,000 kwh., having an additional sale value of
$4,400,000 per annum, with an additional investment of
$69,000,000, but with no additional investment or obliga-
tion upon the part of the lessee, it would seem time for
the United States to abandon efforts in this direction and
to proceed itself to operate Muscle Shoals. A few years
of operation and experimentation on a commercial scale
would demonstrate the possibilities of utilization of the
nitrate properties, anrd would put the Government into a
position, if it then wished to dispose of the properties,
where it could negotiate a business deal instead of sitting
in on a poker game.” 1°

In spite of these facts a bill was drawn to give the
company the power resources, and met with considerable
support in Congress at first, especially in the House of
Representatives. It proposed to develop at Government
expense and turn over to a private corporation for its
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use a greater power capacity than is in the hands of any
one power company in the country. The proposal in-
volved the following installations:

Horsepower
-Dam 2 (Wilson Dam to be expanded).... 610,000
Dam 3 (to be built).................... 250,000

Cove Creek (to be built)................ 200,000
Steam Plant (at Dam 2)
existing installation............ 80,000
new installation................ 80,000
160,000

Total ....cavivnneennnecnncesnassnas 1,220,000

This installation was to be composed of the $55,714,000
of present Government investment in power plant, $77,-
300,000 of new Government investment and $5,400,000
of company investment in power plant, a total of $138,-
414,000.

Just what the value of all this power is, used as a com-
bined system, can be seen from Mr. Merrill’s calcula-
tion: 1

Dam 2z (Wilson Dam), with the steam plant used as
an auxiliary, with a capacity of 610,000 horsepower, and
a 75 per cent load factor, will produce in the average
year, he states, 2,480,000,000 kwh. Of this 78 per cent
is primary power and 22 per cent secondary power.

With the addition of Dam 3 the total becomes 3,550,-
000,000 kwh. Of this 67 per cent is primary and 33 per
cent secondary. ’

When Cove Creek is added in, the total becomes 4,449,~
000,000 kwh., of which 94 per cent is primary and 6
per cent secondary power. At the very low rate of 3.5
mills per kwh. for primary power and at 2.2 mills per
kwh. for secondary power, this means a gross income ap-
proaching $15,280,300 a year. The company proposed
to pay an average of 2.6 per cent on the Government
investment, amounting to $3,390,285 a year. The costs
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194 THE POWER FIGHT

problem, the American Cyanamid Company could have
no cbjection to such an adjustment. Any threat of com-
petitive power distribution under this plan would, in prac-
tical effect, be completely removed.” 13

During the period that the power companies had been
active in their attempts to secure the development a great
many organizations, including Chambers of Commerce,
had been mobilized to influence Congress. The Cyanamid
Company secured a valuable ally in Mr. Chester H. Gray,
representative of the American Farm Bureau Federation.
He was very active on behalf of their bid, and later ad-
mitted to a Senate Committee that he played a réle very
similar to that played by the officials of the Niagara Falls
Power Company when they secured the aid of the Secre-
tary of War in suppressing the memorandum of the Fed-
eral Power Commission on their claimed values. Mr.
Gray secured the aid of President Coolidge in suppress-
ing a bill that was being drafted in the Department of
Agriculture for Government operation of its Muscle
Shoals plant. He also admitted to having persuaded
President Coolidge to assign his Secretary of Commerce,
Mr. Herbert Hoover, to attempt to iron out the differ-
ences that then existed between the power and chemical
interests, an undertaking which failed. He also admitted
to having dictated the paragraphs concerning Muscle
Shoals in one of President Coolidge’s speeches. He also
persuaded other officials of the Farm Bureau Federation
to allow a field worker to lobby against the Norris bill
for government ownership in the name of the American
Farm Bureau Federation when he was actually being paid
$725.00 a month by the Union Carbide Company. He
let the American Cyanamid Company send out circulars
advocating the Madden-Wright bill to farm journals and
other newspapers as though they came from the offices
of the American Farm Bureau Federation. This cost
them $7,000. On the stand he stated that this expense
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had been borne by his own organization. Later he changed
the record, without permission, to read that it had _unm.:
borne by his own organization “cooperatively.” ..H?w
seemed to Senator Norris to make his original testimony
resemble perjury, and Gray might have been put behind
the bars for it except for the fact that the chairman of
the committee had neglected to put him under oath. )

While these private groups were mustering forces in
order to secure the gift from the Government of <w_=.nm
ranging from $143,000,000 to $249,000,000, and while
they were making their mistakes of thinking that sz.
gress was more subservient to their interests and prin-
ciples than it actually turned out to be, Senator Norris
was introducing his proposals, first for a Federal Power
Corporation in 1926 and then for a Muscle Shoals Cor-
poration of the United States. )

In 1928 a joint resolution for the establishment of a
Government owned corporation to develop the power at
Wilson Dam and Cove Creek was carried in both houses
of Congress. President Coolidge did not veto it, but did
not sign it. It had been carried in the last days mm Con-
gress, and, the Supreme Court decided later, bills not
signed by the President in such circumstances could ot
become laws. In the campaign of 1928 the Republican
candidate for President was asked by the editor of one
of the Scripps-Howard papers, Mr. Edward J. gmmauz
of the News Sentinel of Knoxville, about his attitude
toward Muscle Shoals. The candidate of the Democratic
Party favored government operation, and there was a con-
siderable belief around the country that the Government
could use the waterpowers there to greater advantage .»_5:
private companies. This belief was shared by the Scripps-
Howard papers, which had endorsed Mr. Hoover. In a.rm
course of his Elizabethton speech, Mr. Hoover said:
“There are local instances where the Government must
enter the business field as a by-product to some great
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198 THE POWER FIGHT

was that private development would give the states of
Alahama and Tennessee a certain revenue, to the extent
that the private companies would act as tax-collecting
agencies. This was met by the inclusion in the bill of a
provision that 5 per cent of the gross proceeds for the
sale of power at the Wilson Dam would go to Alabama
in lieu of taxes, and that 5 per cent of the gross pro-
ceeds from the sale of power at Cove Creek, in Tennessee,
would go to the State of Tennessee. The construction
of the Cove Creek Dam would cause a greater power to
be generated at the Wilson Dam, and 215 per cent of
the proceeds from this additional power are to go to
Alabama*and 24 per cent to Tennessee. This is an
arrangement somewhat similar to the one made at Boulder
Dam, where the equivalent of taxes js paid to Arizona
and Nevada.

A further objection to be met was that the power com-
panies in the vicinity of the development presented a
united front, and could refuse to take any of the power,
or to carry it over their lines to near-by cities which might
desire to use it. This is the same situation confronting
the St. Lawrence development in New York State, where
about 80 per cent of the power developed in the State is
under the control of allied banking groups. New York
State is meeting that danger by proposing state owned
transmission lines to carry the power down to the metro-
politan area of New York City. The Norris Muscle
Shoals bill meets® it by providing that the Government
corporation may do the same thing, build transmission
lines to carry the power to the cities needing it.

On March 3, 1931, President Hoover vetoed the Norris
bill. He objected to it on the ground that it involved
competition with private business, and that it necessarily
involved control by Congress. He also cited the War De-
partment as authority for a statement that the plan was
not economically feasible,

I
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Tove mo%ﬂmﬂ”:ﬁ“zw&:& in many years. The vm_mn
R icism of it was made by Dr. John Bauer, former M
ensulta: to the St. Lawrence Power Development Com
noamc_nu“n m,:_n War Department estimated a total cost
of $127,000,000, with an annual
Bauer points out that the
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in power development

i 080,000. Dr. t
MMMM”MM Mma mw.n Wilson Dam and steam plant, totaling
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aﬁmmmm.wwmr if the Government does not go on immw M__M
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the power at a reasonable price. Dr. w.uznmrq —
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The interest on that would be $1,600,000 annually

000 annually. . -
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follows the St. Lawrence Power Development Conmes 52
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202 THE POWER FIGHT

itself. It recommended turning all the power over to a
private chemical company, and leaving the President free
to negotiate a lease for the whole Tennessee River sys-
tem. This conclusion about fertilizer production was
made in the face of a memorandum to the commission
from Dr. Henry G. Knight, chief of the Chemistry and
Soils Bureau of the Department of Agriculture, to the
effect that other methods for producing nitrogen had been
developed which would take care of the demand more
economically. The long debate has thus been turned back
on itself.
3- The St. Lawrence

The St. Lawrence River winds along the Northern
border of the United States for some distance before it
goes into Canadian territory. On part of the stretch
which is international there is a very considerable water-
power. It is sometimes estimated at 2,000,000 horse-
power, of which 1,000,000 is on the American side, in
the State of New York. On the purely Canadian stretch
of the river there is an additional 3,000,000 horsepower.
The plans for developing all or part of this power have
been taking form as the value of waterpower has been
growing. In New York State there has for years been
a political struggle over the question of private and public
development.

The question has been complicated by the fact that
large sections of the Western grain growing states have
desired to have the whole river developed as a water-
way. Their hope is that their grain would get to the
seaboard at a lower price than the farmers must now pay
for the rail-water haul or the rail-water-rail haul that
takes it to the Great Lakes and from the Great Lakes at
Buffalo down to New York ot Philadelphia. They want
the international waterway as a supplement, if not a com-
petitor, to the railways. They hope that some part of the
cost of the project can be borne by the power to be gen-

THE OUTPOSTS OF CONTROL 203

erated on the river. On the other hand New <o.1a and
some of the other Eastern states are fearful of losing the
grain trade that now goes through their ports. .

The Government of the United States has #.unna inter-
ested in the furtherance of the project. HBE.n?.mﬁ_% after
the war, when additional transportation mmn_m:_mm mnnB.&
of supreme importance, an Hsnnn:mso:w_. Joint Commis-
sion was set up by Canada and the CEH&. States. In
1921 this body reported favorably on .ﬁrn idea, recom-
mending further investigation by engineers. In 1924
President Coolidge established the St. Lawrence Commis-
sion, with Mr. Hoover as chairman, and at En same time
Canada set up The National Advisory ﬂoEE_Ram.. These
two appointed a Joint Board of Engineers, s:m: three
Canadian and three United States members. This _ucu&
of engineers found the project feasible from an engineer-
ing viewpoint, It said that a 25 foot canal could be con-
structed through the Great Lakes to the sea and all the
power could be developed, at a noa:.um:nn_ cost of around
625 or 650 million dollars. The United States vo.&.. .En
St. Lawrence Commission, reported in 1926, favoring 1m-
provement of the river for navigation and power purposes,
if an agreement with Canada could be mnnwnm.&. H.rn
Department of State, in 1927, began negotiations .E:r
Canada. The Canadian body, The National Advisory
Committee, reported somewhat later to zm. government,
and its report was transmitted to the United States 1n
1928. -
Canada was not impetuously eager to advance the proj-
ect. She said that her railroad facilities were overde-
veloped, rather than underdeveloped ; her rates for wheat
and other commodities coming from the West to ¢.5 At-
lantic seaboard were already lower than Eomm in mrn
United States; since most of the Canadian railroad mile-
age was owned and operated by the Government, the St.
Lawrence project would affect state revenues wﬁ?mwmn@u
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206 THE POWER FIGHT

Private Public
INterest ....eceececesanceannne 50 %
Cost of MONEY «.cveuvrnvneeees 7.0%
Amortization .....c.ccceceneans 1.0
Taxes .ccccnssvsnsnnsenensnsns 1§
Renewal ........ P S, 0.89
Depreciation, renewal and general 2.5

11.0% 6.89%

On the basis of this report the Legislature set up the
Power Authority of New York in 1931, and Governor
Roosevelt appointed to it Frank Walsh of New York
City, Professor Bonbright of Columbia University, Mor-
ris L. Cooke, who directed the Giant Power Survey in
Pennsylvania, Delos M. Cosgrove and Fred J. Freestone.
This Power Authority immediately began to enter into
negotiations with the Federal Government. The whole
question of ownership and control of this power was
slowly opened. The debate was spiced somewhat by a
general feeling that the Federal administration was op-
posed to public development and in favor of private de-
velopment. The State Power Authority of New York
was interested in early public development.

Several steps must be taken before this development
can get underway. There must be a treaty in regard to
the use of the waterpower and any international waterway
to be constructed at the same time or later. This whole
question is complicated by the expenses already incurred
by each government in constructing part of the water-
way. Before the treaty can be ready for ratification the
Province of Ontario, the Dominion of Canada, the State
of New York and the Government of the United States
must agree on what is to be done, and how, and who is
to have the benefits.

The Power Authority of New York, in its turn, must
have a contract for the sale of the electric power and on
the basis of such a contract must arrange for the issuance
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of bonds for construction purposes. Such contract must
be submitted for approval to the Governor, who may
spend two months examining it. It must be in accord-
ance with the principle that the power “shall be considered
primarily for the benefit of the people of the State as a
whole and particularly the domestic and rural consumers
to whom the power can economically be made available.”
On the acceptance of this contract by the Power Authority

. and its approval by the Governor the Authority will be

authorized to issue bonds to pay the cost of constructing
the generating station. They will not be considered as
obligations of the State itself. ,

The contract with the private company taking the power
will contain clauses intended to protect the interests of
the ultimate consumers as well as the Power Authority
itself. Professor Bonbright, a member of the Authority,
has stated that the contract form of rate control “bid fair
to change the entire basis of rate control by which rates
of electrical consumers are determined. . . . The plan of
the commission contemplates either a partial or a complete
abandonment of rate regulation by a public service com-
mission in favor of rate control by reference to contractual
obligations. . . . If the experiment works it will eliminate
most of the tedious delays, uncertainties and expensive
and time-consuming litigations which brand the American
system inefficient.” *7

In case the power company groups, the Niagara-Hud-
son and the Consolidated Gas, affiliated interests, do not
choose to take the power at a rate satisfactory to the
Power Authority the latter will be faced with the decision
of building its own transmission lines down to the large
cities of the Hudson Valley. Or the Legislature might
declare the existing transmission lines to be common car-
riers and authorize that they be supplemented by only
such new lines as are necessary to furnish an effective link
between the remote section of Northern New York State
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210 THE POWER FIGHT

panies are sufficiently in control of the distribution sys-
tems to refuse to make any such terms. They have the
power to convert the State’s waterpower plants into white
nmmﬁr.mim. Partly to meet this situation the Governor’s
appointees to the 1930 Commission on Revision of the
Public Service Commission Laws recommended that mu-
:.mnmbw:mnm be authorized to serve the surrounding ter-
ritory, to form power districts, to undertake public
competition and to replace private plants with municipal
plants at the end of the franchise period of the private
plants without ebligation to purchase the often antiquated
private plants. The cities are not allowed to exercise any
of these rights now. The fact that they have been re-
m:‘m.nﬁma in their exercise for so many years now creates
a situation where the private companies have the advan-
tage in any development of the State’s waterpowers,

4. The Development of the West

Power projects of some importance have been developed
under the Reclamation Service. The largest of these, now
under control of the Salt River Water Users’ Association,
developed 188,000,000 kwh. in 1929. The outstanding
structures are the Elephant Butte Dam in New Mexico,
the Roosevelt Dam in Arizona, the Coolidge Dam in
Arizona, the Pathfinder and Shoshone Dams in Wyom-
ing, the Arrowrock Dam in Idaho and the Tieton Dam
in Washington.

The Reclamation Service was established in order to
develop an independent farmer population in the West,
and to increase the value of the Government lands in that
part of the country. It functioned at first during a period
when there seemed to be no likelihood of overdevelop-
ment of agriculture. It was based on the financial prin-
ciple of loaning Government money without interest for
the development of these irrigation projects, with the
expectation that the farmers settling on them would repay
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the entire cost of the development to the Government
within ten or twenty years. With the over production
of the agricultural products in the years following the
war the irrigation projects have failed, in many cases, to
pay their obligations.

The Reclamation Service was essentially supposed to
improve the value of public lands. Actually some 513,163
acres have been improved and 2,951,087 acres of private
land have been improved.?® The special committee of
advisers on the workings of the service reported that “in
many cases the owners of the land capitalized the Gov-
ernment expenditures and the liberality of its terms of
repayment by selling the land to the settlers at much
higher prices than could otherwise have been obtained.
The benefits of the reclamation act, therefore, went in
such cases almost entirely to these speculative owners, and
an obligation of paying interest on inflated land prices
was imposed upon the settler, in addition to his other
burdens.” *®

The Reclamation Service under the direction of Dr.
Elwood Mead, undertook the investigation which finally
resulted in the proposal to build Boulder Dam, and its
construction is being carried on by engineers of the Bu-
reau of Reclamation. It is now being asked by the State
of Washington to undertake supervision of an irrigation
project in the Columbia River basin, where 1,883,000
acres are believed to be irrigable, an area equal to that of
the States of Connecticut and Rhodé Island. President
Hoover and Secretary of the Interior Wilbur have been
quoted as favoring the project. An investigation is being
made, and its report is expected to be presented to Con- -
gress in 1932. Doubtless the unfavorable financial cir-
cumstances of the present agricultural areas of the country
will raise the question of social policy as to developing
further agricultural lands. .

To meet this objection it is proposed to develop the
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Power Company to the Chief of the Army Engin Heari
Joint Committee on Muscle Shoals, 6gth Oﬂ:mawmm.nw_”uwmc.n»::mm.
sQuoted by Representative Lister Hill, Congressional Record
July 7, 1930, p. 12001 ’
o uuW%mn_nmm. Joint Committee on Muscle Shoals, 6gth Congress,

8 Senate Report 672, 69th Congress, pp. 10-1I.

® Congressional Record, April 2, 1930, p. 6624.

10 Jdem.

”w Wm&? pp. 6626-27.

eported United States Daily, March 15, 1930.
”“ M,u\ng nM\ nwwh.ﬂ_..zn._.. m..ovnsw_‘wenw. 1930. 5 193
Juot in Congressional Record, April 10, 1930
an nmzo:m— in the Chattanooga News. P 930, - 7814, from

18 “Muscle Shoals and the President’s Veto,” Dr. John Bauer,
National Municipal Review, April, 1931. ’

18 Submitted .um::u@ 15, I03I.

Ew“ Interview in the New York Evening Telegram, January 19,

18 A, Blair Knapp, Water Power in New York State, School
of Citizenship, Syracuse University, 1930.

12 Senate Document 92, 68th Congress, 1st Session, p. 133. Re-
port of the Committee of Special Advisors on Reclamation to the
Secretary of the Interior.

20 Idem, p. 38.

u Report of E. R.. Crocker, assistant engineer, U. S. Reclama-
tion Bureay, quoted in the minutes of the Umatilla Rapids Asso-
ciation, December 20, 1924.

CHAPTER SIX
THE HOME GUARDS

HILE the state defenses against the utilities were

being broken down, and the first skeletal lines of
a national defense blocked out, the home guards have kept
a great number of municipally owned plants busy fur-
nishing service at cost.

The legal limitations imposed on the cities which have
made municipal ownership a relatively unimportant factor
in the situation were discussed in Chapter Three. These
legal limitations have made it impossible for the cities to
swing along with the new technical developments in the
industry. The question arises as to what extent single
municipal plants can be successful today. The propa-

. ganda of the power companies has been to the effect that

they can never be successful. It has been contradicted only
in the cities having large municipal plants.

An answer to the question can be found in a report
by the Special Committee on Generation and Distribution
of Electric Power of the National Association of Railway
and Utility Commissioners. The Committee under the
chairmanship of Commissioner Adolph Kanneberg of the
Wisconsin Railroad Commission, made its report in 1928.
It challenges somewhat sharply the current impression
that the savings possible through large systems are much
greater than those in relatively small municipal systems.

“The general trend of all costs over the fifteen year period
has been downward. . . . The decreases have been, usually,
greater for the small systems than for the larger ones, sO
that the margin of advantage of the large over the small

systems has contracted noticeably. . . .
In the feld of costs connected with distribution systems
215
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power in Chicago for such service is X i
3 mills per kilowatt hour as the ammmnnsmmmvww?n%_ﬁwﬁ“m
power and the most efficient modern steam plants ($6.75)
the Tacoma cost would become only $23.30, and ﬁrn. &mu
ference against Chicago would become $75.67 on the
monthly ~.==. Tacoma now pays 7.5 per cent of the in-
come Jm its plant to the city in lieu of taxes, so that no
correction need be made for this item in the .no-:m.ulmoz
mmzmmon Norris pointed out further that farmers ocamam
the city had formed non-profit, non-stock companies and
bought power from Tacoma at the rate of 5 cents per
._mér.. m.ow the first 20 kwh. used and at 1 cent after that
”Hr.m is cheaper than the Alabama Power Company So:E.
give n_m.wnnln:w to a city of 100,000 people.” 2
voﬁm Hﬂmnﬂ.mﬂm %%::MH@:SQ on some often disputed
made r. i
e m.wEm:ﬁ omer T. Bone, who is connected

“The operating costs of th i
r ] e Tacoma light system are |
Mr..mn those of its private competitors in nrmm%mnmnm. an QAWMM
mmu carry in this account the inevitable political contribu-
" % 50 necessary to the program of the private combines
&annwn:mwu.m union .Mow_nv _cm wages to its men, which, in-
d y, are considera hi i v i
_u:&mm.w omnosnnn. y higher than those paid by its
nderlying the principle of publi ip i
. of public ownership is tt
WHQ_HMMM;% wmmn»._nn c=m retiring any debt mmmmmwn nrmnvww.n__%
yearly installments. . This practice sh :
: : o oul
MNMNMmMMMMximnﬂ nwmn. %m. private companies which never hmwm
t nd bond issues. 'If a bond issue is retired, i
Mwnm‘aannﬁ_mwgwwwmm=me=Wanommmm which leaves the A__n%n .mn”m
ct. . .. cks and bonds of private power compani -
www__mn: M:‘mmmwnn:%_ %m_.um :mo: which the public Emmn _Mw_.mwmu.
and dividends. Systems of private financi
~ 3 n-
do not permit of any relief from this _Eamz. The nmmnnanm
are inherent in the system of private financing. . . .’ 8

The success of the Tacoma and Seattl i

. : e plants in Wash-
ington has .rma. its effect on the neighboring mﬁmﬁmmmom
- Oregon, which in 1930 elected an independent for Gov-
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ernor who ran on a municipal ownership program. It
also passed a constitutional amendment for power districts
at the same time. The Seattle plant, which has had the
services of J. D. Ross as Superintendent of Lighting, has
a remarkable rate and financial record. Its rates are half
of those charged by the private power company competi-
tor just across the street at the city limits.* Mr. Ross
reports: “The rates throughout the State of Washington
increase as the distance from Seattle increases, showing
the great influence of Seattle rates in all other parts of
the State. . . . The demand on the city plant has doubled
every five years in the last 20 years and is now expanding
at a still faster pace. In order to meet the demand the
City is rushing the building of the second unit of the
Skagit project of 1,120,000 horsepower potential capac-
ity. . . . At the present rates for light and power the
1,120,000 h.p. of the Skagit will bring $50,000,000 every
year to the citizens of Seattle either in cash or in further
rate reductions as they elect. . . .”
Here, as in Los Angeles, there was competition with
a private company. The threat of a city plant brought
the rates down from 20 to 12 cents. The city started in
with an 8.5 cent rate and the company came close to it,
meeting it in 1911. After that the city made five rate
changes, the company meeting all of them. The rates
are now 5.5 cents per kwh. for the first 40 kwh. monthly,
2 cents for the next 200 kwh. and I cent for all over 240
kwh. The company charges higher rates outside of Seattle
and thus makes up its losses in the city. This plant has
been a leader in the field, using a transmission line of
45,000 volts when that was the highest transmission pres-
sure in the world, and was the first to use gas-filled lamps
and to discard arc lights. The city is handicapped by
the expense of competing with the private company for

customers, and states that without such competition it
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222 THE POWER FIGHT

profits made from the light and water plants. The profit
from the electric light plant in 1930 was $134,101, after oper-
ating expenses and depreciation had been deducted and after
free light and power to the extent of $36,637 had been fur-
nished to other departments of the city. The rates run from
7.2 cents to 3.6 cents for lighting and the average domestic
light charges, according to Mr, Mowrey, are 5 cents per kwh.

The Borough Manager of Aspinwall, Mr. Lea, stated that
the budget of $100,000 was practically all covered by the
profits of water and light departments, amounting to about
$88,000. The rates are 6 cents after discount for the firs
8oo kwh.

The Borough Manager of Ellwood City, Mr. Monrae, tes-
tified that the borough sold domestic light at a rate of 5 cents

per kwh., and announced new rates as of June ist of 5 cents-

for the first 30 kwh. and 4% cents for the next 170 kwh.
On top of the low rates a profit of $71,563 was made in 1930.

The Burgess of Middletown, Mr, McNair, testified that the
borough bought its power from the Metropolitan Edison for
one cent per kwh. and sold it to domestic consumers for 6.4
cents and less, and on top of these low rates made an annual
profit between $20,000 and $30,000, after deductions for sink-
ing fund appropriations.” 8

This Committee also heard evidence about the effect of
municipal operation in other states. The Counsel’s Re-
port continues:

“Testimony was offered by Chairma., Atwill of the Massa-
chusetts Department of Public Utilities to the effect that
there were 30 to 40 municipal gas and electric plants in
Massachusetts and that their existence was helpful to regula-
tion. After citing certain low municipal rates he said:

‘It is very helpful because a private company says, we
cannot sell around five cents, and you naturally are able
8_ ME.: to them and say, you ought to be ashamed of your-
self.

Q). When you speak of 414 cents you mean the top step?

A. The maximum,—you ought to be ashamed of your-
self, you have been telling me that a municipal plant was
inefficient, filled up with politics, and you with all your
experience and with an absence of politics, cleanliness,

m_mvo::mo:. cannot make 5 cents, we cannot understand -
it. Of course, it is helpful; it makes the private owner"

ashamed that he cannot approach the public owner.””:?
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Testimony from Ohio was given by Mr. Roy Hussel-
man, engineering consultant to the Committee and for-
merly engineer of General Construction, Division of Light
and Heat of Cleveland, pointed out the effect of municipal
freedom in Ohio. He said:

“We do not have many rate cases in Ohio, except for some
few telephone and natural gas cases. We hardly ever have
an electric rate case, because the cities of Ohio have home
rule. The Constitution of the State provides that every mu-
nicipality may own and operate a municipal plant. The
municipal councils of the cities are the fundamental rate-
making bodies. They can pass an ordinance fixing and estab-
lishing the rates that any utility company may charge for
service. If the company accepts that rate it becomes a con-
tract and a binding contract for the period of the ordinance.
1f they choose not to accept it they can appeal to the public
utilities commission. Then they have a rate case. Very
seldom is there a case going to the federal court out of the
utilities commission.

We haven’t had a large electric rate case to my knowledge
for a good many years, because—I am saying this with
knowledge, the municipalities have found that competition
was a better regulation than the commission, and the threat
of competition is as good a regulation as they need, and if
the municipal authorities find that they are paying too high
a rate, in place of making a rate case before the commis-
sion, they propose to build a municipal plant, and, by the
way, the Constitution of Ohio also provides that this plant
may be financed by the sale of mortgage bonds, which are
not a liability upon the taxpayers, which are over and above
the limit of indebtedness prescribed by law.” 10

Each one of the big municipal enterprises has fought
against the heavy odds of private company competition or
obstruction. For example in the Los Angeles bond cam-
paign of 1923 the private power companies were very
active and the Bureau of Power and Light spent $12,000
in advertisements to counteract some of their statements.
Suit was immediately brought by a friend of one of the
power companies against such use of funds and the Bu-

N
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226 THE POWER FIGHT

to enjoin this purchase from the coal mines, alleging com-
petition. It brought this suit without having any fran-
chises in the two cities. In Nebraska the Nebraska Power
Company has been active buying up the small town dis-
tributing systems fed by current from larger municipali-
ties. The Electrical World reports that in one case it
paid $110,000 for a plant, in North Bend, which the City
of Fremont, which had been selling it current, claims is
worth only $30,000. Fremont charges that the Nebraska
Power Co. simply desired to cancel the Fremont contracts,
thus causing heavy damages. According to the trade
organ: “In power circles it is said that this method is
necessary to fight the municipal plant monopoly planned
through a state wide hook-up.” 1

To judge success of municipal plants in comparison
with the larger and connected super-power systems is a
difficult process. The latest available figures on a na-
tional scale are from the Bureau of Census. In its report
for the year 1927, published late in 1930, it gave the
average private company charges for domestic service at
6.9 cents per kwh. and the municipal charges at 5.5 cents.
The small light and power service of the private com-
panies averaged 4.2 cents, and the large power service 1.4
cents per kwh. The two classes brought the municipalities
a revenue of 2.5 cents per kwh. The private companies
averaged 5.1 cents for street lighting, and the municipal
plants averaged 2.4 cents. On the item reported as “‘un-
distributed by class of service,” the private companies re-
ceived a revenue of 4.8 cents per kwh., and the municipal
plants 5.6 cents. .

In such a rough comparison of private and municipal
rates several considerations should be remembered. One
is that most municipal plants are forced to set aside a
certain share of the earnings for retirement purposes,
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which the private companies are :.:amm. no ov__mw%omowm
do. Their rates include this contribution ?Q% n: 4
sumers to freeing the plant from debt. Anot nﬂ ..“mcmoa
eration is that most municipal plants make a n%..ﬂ ri ution
to the cities in the form of rates for street lighting low

than the private plants charge. In many cases the mu-

nicipal plants contribute to the city mEam.. On the other

hand it should be remembered that the private noMGm.mewm
act as tax collecting agencies for the mﬂmnnma w% 1 n_ncmw
They turn over an average of 8.5 per n.mn.n ova m_m g o
revenue in taxes®* Ona 7 cent rate this isa o:m_“ :mn:,.
a little over half a cent per kwh. Ocawmzmoﬂao M_o fern
steam plants with waterpower plants shoul ! take i
account a further differential of about 3 mills per

Cities of about the same size should be com-

watt hour. :
pared. A rough balance may be drawn:
Municipal Plant Private Plant
Rates include retirement of
debt Rates include taxes
Low charges on street light-
ing
Financial contributions to L
city in lieu of taxes teeaesnesnesasees
ten mote
cheaper Steam power ofl
Water power often p it

Steampower often more Waterpower often cheaper

costly
son of rate advantages at present
involves taking these and other items into Mo:mﬂnqw”_ﬁs.
imi i be offered for the states
me preliminary evidence can
mm Zmﬂ Jersey, New York, Kansas and Massachusetts.
1 f iled from the rate sheets

following figures are compiled .
MNM i#r :_M state commissions in 1929 for domestic

While exact compari
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CHAPTER SEVEN
THE CITIES LEAGUE TOGETHER

W.—H}EMZHﬂ years after the private power companies
began interconnecting cities, some of the cities are
freeing themselves sufficiently to do the same thing. In
California, Nebraska, Washington and Oregon they have
mnnc.:& permission to establish power districts. In Wis-
consin a constitutional amendment is before the electorate.
H:. New York it was recommended by the Governor’s ap-
pointees to the investigating commission of 1930 and by
.ﬂoﬁnnoa Roosevelt. In Pennsylvania Governor Pinchot
in 1926 supported a plan for regulation which involves
such power districts. The belief of its advocates is that

the people can gain the chief advantages of the engineer- -

ing in the industry only by the creation of public super-
power systems. They have the remarkable success of
an operating league of municipalities in Ontario to sup-
port their contentions. :

The Pennsylvania proposal for “Giant Power” in that
state resulted from a survey under the direction of Mr.
H,.\Ho_im L. Cooke, and attracted a certain amount of atten-
tion in the East. The first proposals of the plan were
&Rnnnmm toward an improvement of the regulatory system.
Hﬂrm private power companies were asked to accept changes
in nrm.:. charters which would allow the fixing of rates on
“net investment plus additional fair value, if any, at a
rate reasonably sufficient from time to time to attract into
the enterprise new money in sufficient volume to meet the
needs of its public service duty.”* It will be noted that
this had some similarity to the proposals made by the
Massachusetts Department of Public Utilities a little later.
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The sanctions invoked were also very much the same. In
case the private power companies did not accept the
changes in their charters which would allow such regula-
tion, then they were to lose certain privileges, that of
exercising the right of eminent domain, that of acquiring
ownership in other electrical utilities, that of beginning
the exercise of any franchise, that of renewing their char-
ters and that of selling or leasing their property to any
other electrical utility. In other words they were re-
strained from using further state consent to expand.

The plan was interesting also in that it resembled the
British General Electricity plan of 1926. It proposed a
certain amount of social control over the development of
the industry. It included the incorporation of generation
and transmission companies for a 50 year period. Each
such “Giant Power Company” would become a common
purchaser and seller for the transmission district in which
it was located. In this way it arranged for a pooling of
power with the transmission lines as common carriers.
These companies, too, would be held to a fair return on
their actual investment.

The plan was supplemented by a proposal which is of
more interest at this point. Electric districts might be
incorporated and have the power of borrowing up to 2
per cent of the valuation of the property covered by the
districts, and more than that upon majority vote of the
electors in the district. These electric districts could in-
terconnect with any company’s transmission lines, and
have the right to buy power at a fair price. Provision
was also made for mutual electricity companies which
would be limited to 8 per cent dividends and would have
power to construct and operate electric facilities and to
condemn property and to distribute power to people who
were not stockholders. It was expected that these two
plans would be used largely by farmers in the rural areas,
for at the time they were proposed, in 1926, only six per
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MmmEmn— 862._8:?: It also provides that such extensions
ﬁ_.ﬁvs be paid out of earnings. No municipal plant is
.Hm.r e .moE ::E. m_x.J\. per cent of the voters approve
ere is a definite limit set to the amount which can b ,
spent in a campaign to influence such sales. This 1 s
aimed to help the rural districts. ) e
) .Hrm” significant fact here is that even with all the limita
Boz_w imposed upon their liberty of action through <o3w
Mz onds u:m* appeals to the courts, they are nevertheless
mnmm Wo combine the power facilities of considerable areas
or the common benefit of all people in those areas, and
to .Emw_ the power development in connection S:m th
irrigation, mco@ control and drinking water needs of nrM
M“Nﬂu M._:n existing irrigation districts in California have
dey % power largely as a means of paying for their
X gation work. ﬂr@ have been able to do this while
charging rates which seem low in comparison with th
rates given in the previous chapter for such heavily mn%

tled states as New Jer
. sey and Mass
parison may be made: Yy achusetts. A com-

k
Turlock District? ......... AMN Me - Pl
Waoanwno District «............ &.nw mwuwm
ew Jersey (private) ........ 3. :
Massachusetts ( ?.?mvﬁmv ceveen mem mmmw

QQMM.M _mmmm.nmn _rmnmmninnnnm that power districts can
efhciently and give lower rates, e i

¢ 8l ven in
sparsely mmnzmm communities, than the ﬁ_‘?.mﬁn mcvm..-mmoﬁw_“
m%mmm:.m covering well populated and industrial states such
as New Jersey and Massachusetts.

mw‘ M_.Emn evidence to this effect is given by the workings

or.» e m_mmm&n of Oﬁmlo municipalities under the leader-

w ip ro the Ontario Hydro-Electric Commission just

Zoou %o». _Mrm Mﬁnm of Michigan, Ohio, Hug:mﬁﬁ_:mw and
ork. Here is a publicly owned su

per-power sys-

tem. It can be compared, after due consideration is %Wn:
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to certain factors, with the private super-power systems
operating in this country. In the comparison it should
be remembered (1) that the Ontario plants contribute
to the city funds in the form of street lighting rates which
are lower than those of the private companies in the
United States, (2) that their rates include charges devoted
to retiring the debt for the benefit of future consumers,
which are not paralleled by the private plants in the United
States, (3) that a large part of the Ontario power, al-
though not all, comes from cheap waterpower sources, (4)
that the Province of Ontario is more sparsely settled than
many states South of the border, (5) that the Ontario
system acts as a tax collecting agency, much as the private
companies in the United States, but collects less in taxes
than they do.

Comparisons of private systems in the United States
with Ontario have frequently been made by the private
power companies, but as far as 1 am aware no comparison
made by anyone, who was not paid by them, has been un-
favorable to the Ontario system. Every unpaid student of
the situation finds the advantage more or less heavily on
the side of the public super-power system.

Stating that-his Muscle Shoals bill was modeled after
Ontario and that, “keeping in mind the difference in con-
ditions between this country and Ontario, the same things
that have been done there can be done in Tennessee, Ala-
bama, Mississippi and Georgia if the bill which the Senate
has passed will be acted upon favorably by the House
and signed by the President,” Senator Norris made certain
important comparisons between rates.® His first com-
parison was that of the average cost of domestic lighting
in 32 big cities in the United States with the same costs
in all the larger Ontario cities, 21 in number. The figures
for United States cities up to 1927 were taken from a
memorandum furnished by the Joint Committee of the
National Utility Associations, and for 1927 and 1928 by
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238 THE POWER FIGHT

son, however, it should be remembered that Ontario rates
have been so low that people there use the electricity very
freely and get low rates for large use. In the United
States cities smaller amounts are used and the rates for

those smaller amounts are high. A comparison of bills .

for similar amounts would show a somewhat less lop-
sided advantage in favor of the Ontario system.

Keeping in mind that only the average net costs of all
domestic lighting are being compared, and that the On-
tario consumers receive the advantage of lower rates due
to larger use, the figures above show the following dif-
ferences-

Ontario 9.:.3_ United States Cities

IOI2 teencocronssess. $100 - $158.07
IQI3 +cverencennesess 100 173.13
03] 7 R S (I 175.18
TOIE 5 e s s wim s i * HOOY “ex 208.80
Gua teteerenssasnas. 100 - 260.82
1917 weieninvanenean 100 280.26
1918 .......i.ieen... 0O 289.93
1) (o J P () 305.76
1020 5 sus s snsweswevs 200 348.80
1921 4uivevnnecessaes 100 358.66
1022 sxwssssmsanssmas 1000 7 393.90
1023 wsssvesssswssmes TOO 420.42
1024 vvvvveesnseesras 100 - 438.52
1025 c.veneeecssenses I00 438.00
19026 ....chieeennee.. 100 445.48
1027 cwiws smommwsenmy 100 = = 453.62
1928 ....veiieneiaa.. 100 404.40

A closer comparison of domestic lighting rates can be
made, On the basis of 1928 rates I compiled figures for
all the Ontario towns over 1,000 population, showing the
rates for users of 40 and 8o kwh. a month. These can
be contrasted with the figures previously given for the
private companies in the cities of some of our states.
They do not include the smaller towns in those states.
The bills for users of such amounts were the basis for
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the calculation. The result is also heavily in favor of the
cheapness and efficiency of the Ontario public power sys-
tem, although not as heavily as the above comparison of
net costs to consumers for all domestic lighting.

U».W.mwnsnn over
. Ontario

40 kwh. 8o kwh. 40 kwh. 8o kwh.
New York (private) .. $2.936 ‘$ 168.6% .
New Jersey (private) . 3.485 5858 218.8% 267.5%
Massachitsetts (private) 2.995 5180 174.0% 225.5%
Kansas (private) ..... 3.188 5950 191.6% 273.8%
Ontario (public) ..... 1.093 594 . . .,

These figures are conservative. They include many
small Ontario towns where costs are relatively high, and
exclude such towns in the calculations for the states on
this side of the border. For example, the New York
charges in 1928 for consumers of 40 kwh. a month were
$3.21 when the towns and villages in that state were in-
cluded. In the comparison here those towns and villages
are not included, and only the average charge for the
cities is given, which is much lower, $2.93. This table
may be restated in terms similar to the restatement of the
figures given by Senator Norris. It shows the essential
figures when contrasted with payments of $100 by On-

tario consumers.

Users of 40 Users of 80
kwh. monthly kwh. monthly
ONtario .e.eeeevesesss $100.00 $100.00
New York ...ooveere.. 26860 .
New Jersey «.co....... 31880 367.50
Massachusetts ......... 274.00 © 77 325.50
Kansas ....oeeeseeess 29160 © 37380

These figures indicate conclusively that as far as the
four states involved in the first comparison go and the
three states involved in the second one, the average con-
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242 THE POWER FIGHT

arrangements with Great Britain and partly as a result of the
wisdom of the Canadian Government in the handling of its
power matters, the Canadian manufacturer gets his power at
approximately one-half of what the American manufacturer
on this side of the river has to pay for power. He is there-
fore able to undersell the American in the American market
and the American cannot compete in the Canadian mar-
ket. .« o "

The National Sand and Gravel Association, in asking
for a tariff on their products in 1930, made somewhat
similar statements to the effect that the Ontario power is
supplied to Ontario sand and gravel people approximately
at cost and was about 60 per cent lower in Ontario than
in the United States. . .

In view of the widely differing statements on this im-
portant matter of rates the whole subject was gone into
recently by Dr. William E. Mosher and other faculty
members of the University of Syracuse. Their conclu-
sions were published as part of a book, Electrical Utilities,
which appeared in 1929. They took the form of rate
comparison for Ontario and New York cities. It was
recognized that there were important differences between
the two units, Ontario being sparsely settled and primarily
rural while New York State is highly industrialized and
well-populated. Further, when the Hydro Commission
began operations in Ontario it had a relatively clean slate
and could work out an integrated system. In New York
State consolidation of recent years has meant the scrap-
ping of a great deal of investment that did not serve the
unified system to the best advantage. New York State
produces much of its power from steam plants, while
Ontario produces most of its power from hydro plants.
Finally, the differences from source of supply vary in
both governmental units.

The authors discard as unreliable the method of com-
bining revenues for all electric service classifications in
one territory and division by the sum of kilowatt hours
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sold as a method that would show accurate costs to con-
sumers. In proof they state that an “example of the gross

“errors which the method gives rise to is afforded by a

comparison in a recent report (September, 1928) of the
Rate Research Committee of the National Electric Light
Association, concerning the operation of privately owned
and municipally owned plants in the United States.
Among other things it compares average revenue per
kilowatt hour for both light and power, erroneously as-
suming such data to be criteria of average rates.””® This
resulted in a claim by the N.E.L.A. that if the customers
of the municipal plants of the country had paid for their
energy at the same rate paid by the customers of the
private plants they would have saved some $25,900,407.
The authors of Electrical Utilities show that the jumbling
of light and power classifications is incorrect. Far from
such effecting a saving through the payment of private
rates, if thé customers of the municipal plants had been
forced to pay the rates charged by the private plants they
would have actually had to pay $5,268,825 more than they
did. Again, if the customers of the private plants had
been free to pay the lower municipal rates they would
have had to pay $7,907,977 less than they paid to the pri-
vate companies.” The authors conclude that “the above
comparisons clearly demonstrate that it is possible to arrive
at conclusions by the use of kilowatt hour averages, which
run directly counter to basic facts.” They therefore dis-
carded the comparison between Ontario and New York
cities on the basis of averages and substituted compari-
sons of monthly bills for corresponding services.

They chose nine typical monthly bills and listed six
cities in Ontario and 18 in New York according to pay-
ments required for such bills in March, 1929. The re-
sults were as follows:

Case 1. The domestic consumer using 36 kwh. monthly.
All the Ontario cities were under $1.04, ranging from
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Case Numbers

Domestic Commercial - Industrial

[

6}z 8 g9 10 11

5
Ontario ..... wesssesj1.00 1.00]1.00 1.00 1.00 1.00}1.00 0 1.00 1.00 1.00
Western New York..|1.93 2.06 }2.06 1.63 1.38 1.34)1.60
Upstate-West (N.Y.).|2.76 3.19 [2.51 2.09 1.93 1.70]2.37
Upstate-East (N.Y.).|2.95 2.92 |{.10 3.05 ... 2.44
Lower Hudson (N.Y.}|3.00 3.79 |3.90 3.37 3.13 3.58

1 2 3 4

.0
.62 1.07 1,03 1.00
.55 1.88 1.63 1.61
.um 1.82 1.74 1.76
9

uno 2.69 2.34 1.91

The conclusions from this study may be expressed as
follows.

1. -Cost of domestic service in most of the cities in
New York State varies from about two to three times
as much as in Ontario. For every $100 paid by the very
small Ontario consumer the New York consumers pay
from $193 to $300. For every $100 paid by the larger
domestic consumer in Ontario the New York consumet
pays from $206 to $379.

2. Cost of commercial lighting is over 40 per cent
higher in New York State than in Ontario, for each $100
spent in Ontario the New York consumers in four groups
pay from $206 to $410, from $163 to $337, from $138 to
$313 and from $134 to $329.

3. Large power users in New York State, outside of
Buffalo and Niagara Falls, pay from 6o to 170 per cent
more than in Ontario. For each $1oo paid in Ontario
cities, the large industrial users in New York State cities
pay, in each of the five groups, from $160 to $358, from
$162 to $396, from $107 to $269, from $103 to $234 and
from $100 to $101.

To the extent that the rates charged in the New York
cities are typical of the country at large this study would
seem to add conclusive weight to the belief that the On-
tario system is not subsidizing its low domestic rates by
charging high rates to the power consumers. There re-
mains only their further contention that the rates are
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-higher in this country because of the taxes the private

companies collect from their consumers and turn over to
the cities and states.

On this point Professor H. W. Peck of Syracuse, one
of the co-authors of Electrical Utilities, made certain im-
portant findings. He computed the average tax for the
New York companies and the Ontario municipal plants.
The taxes paid by each were:

New York companies ............. .00250 cents per kwh.
Ontario system .......c.eeceevee.. .00723 cents per kwh.

The New York companies paid less than 1 mill per
kwh. in taxes, but this was larger than the sum paid in
taxes by the Ontario system.

However, the Ontario system plants collected in their
rates certain amounts which more than offset these taxes,
and gave certain public services at a lower rate than the
private companies. They gave cheaper municipal lighting
rates, and added to the public credit in the form of an
increase in equity in the hydro-generating and transmis-
sion system by large charges for retirement, and also added
to the public credit through charges for retiring the local
debts on the local distribution plants. According to Pro-
fessor Peck, “From these various sources, in terms of
kilowatt hours, the Ontario municipalities collected .268
cents, or almost three times as much as was realized on
this side of the border from the net payment in the form
of taxes contributed by companies.” ®

This should dispose of the private utility propaganda to
the effect that rates in the United States are higher than
in Ontario because of the taxes collected by the private
companies here. The New York State private companies
paid. 0925 cents in taxes, and the Ontario plants contrib-
uted in various ways almost three times as much, .268
cents per kwh. In spite of this contribution which was
almost three times as large as taxes on this side of the
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CHAPTER EIGHT
GOVERNMENT CORPORATIONS AND FINANCING

1. The Present Problem

E have seen several things which should be kept in

mind in thinking about the problem presented to
the nation by the growth of the power industry under
its present managers. The industry represents the spear-
head of the drive toward industrial feudalism. It is a
growing force not only in national, state and local political
life but in the educational field as well. It has grown
beyond the cities and is now growing beyond the states.
It has effectively resisted such federal control as has been
attempted and is now openly challenging it. Its engineers
have reduced the cost of generation and transmission, but
only a small proportion of these savings has been passed
on to the public. Municipal plants appear to furnish
cheaper service than private plants of the same size. The
key to efficiency is interconnected systems. Public inter-
connected systems, such as the one in Ontario, render
much cheaper service than private interconnected systems
in the United States, although the latter are now much
larger than the Ontario system. The possible savings to
the public through government ownership may be well
over a million dollars a day in the 1930’s and much more
as the industry grows in size.

The problem, from its financial side, is one of seeing
to it that a public business is run in the most economical
way, that the benefits of scientific progress are made avail-
able to all in order that the country’s standard of living
be raised. From the social side it is important not only
to raise the standard of living but to prevent the growth
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of an independent dominating organism inside of society.

This problem we share with other countries. We have
it in a more extreme form because the others have not
allowed the industry to slip so far away from the public
interest. Most of them have kept a much closer rein on
it from the very beginning. Nevertheless there are many
similarities. In Europe the boundaries between nations
offer even greater obstacles than our boundaries between
states. Yet really efficient use of the engineers’ contribu-
tions to the industry means transcending and crossing
such borders. At the world power conference in Berlin
in 1930, a German engineer, Oskar Oliven, proposed a
super-power system for all Europe, tying in with a great
system of high power transmission lines all the main
sources of power, the waterpower of the Scandinavian
countries, the coal and lignite fields of Central Germany,
the waterpower of the Alps, back to the waterpower of
the Rhone Valley in Southern France, North to the cheap
coal of France, Belgium and England. A third North-
South line would run from the German and Polish coal
fields in Upper Silesia through Czechoslovakia, over
Vienna to Yugoslavia and the Dalmatian coast water-
powers. Still another line would begin at Rostov on the
Don, North of the Black Sea, cross Southern Ukrania
and the Dnieper waterpower, go to Rumania, using the
oilfields there, touch the now undeveloped waterpower
of the Austrian Alps and connect in at Vienna. As in
the interconnected systems in the United States the plan
takes advantage of the time differences East and West
to spread the peak loads. The objection which will prob-
ably defer this plan is that few European governments
will be willing to take the risk of developing a plan which
will leave them dependent in time of war, an objection
not encountered in the United States nor in the British
Isles nor in such large countries as the Argentine, which
is considering a five mile dam across the mouth of thé
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254 THE POWER FIGHT

which they can produce. In other words, they get their
power more cheaply than they could manufacture it them-
selves. Their generating plants are thus closed down,
with the expectation that the investment in them which
has not already been depreciated, will by then be written
off. This concentrates the production for the whole coun-
try in a few efficient plants.

With this accomplished the Board can proceed to order
the expansion of the selected generating stations. In case
the owners refuse to obey the orders to expand, the Board
can order that station sold to the local “joint electricity
authority.” This is also a governmental corporation, of
a voluntary character, which may be set up in each zone,
or even in small parts of each zone, comprising represen-
tatives of the local power interests, private and municipal,
large consumers and local political subdivisions. In case
this local joint authority is non-existent or does not care
to buy the plant, the Board can offer it for sale to one
of the authorized private stations in the vicinity. In such-
sales the price fixed is prudent investment less deprecia-
tion. In case neither the joint electricity authority nor a
private company desires to purchase the recalcitrant sta-
tion, the Board may buy the station itself and expand it.

Somewhat the same restrictions are on the Board in
regard to managing the station. It must offer the opera-
tion of the station first to the joint electricity authority
and then to a near-by authorized station, and only in case
of refusal on their part to undertake the operation, can
it operate the station itself. To date neither of these prob-
lems has arisen. The Board can, but only under the same
restrictions, build entirely new generating stations in case

they become necessary.

In this set-up of government planning and authority
and mixed ownership there are several things of interest.
The first is that the Central Electricity Board is much
more like a private board of directors of a corporation
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than a governmental bureau. The eight directors are

chosen from electrical manufacturers, electrical enter-

prises, both public and private, labor, commerce and bank-

ing. They are appointed by the Minister of ._H.,_Muumwom,.
but are responsible only to the courts, nxmnzu.\ w (] M P -
vate board of directors. The members &m. this %uq mﬁ.
required to divest themselves o.m any securities in the wonwaﬁo
industry. The form o~m vm mzﬂzn corporation is use
overnmental business. )
nnmﬂwwnnmwnma thing of interest is that the Board is :mM
supposed to go into the job of operating the w._wwmm.
fulfills instead the function of a non:o_—.im.a_ M.Bmmr
buying power as cheaply as it can and .mmz.Em it practically
at cost, and at a uniform rate, to the distributing mmmﬁ:n%.mm
It can own transmission lines and n_._.wnmn enough for X
service of wholesaling over those lines to pay _Emﬂm
on its securities and to nnmnn.. them. ) Oiv,. in case ym
private companies refuse to cooperate selling or :W G»no
panding can the Board, mﬁnn.omnzsm Eﬂ.ﬁ for %mn :
other stations, go into the business of owning and oper
ucm.-m MMMM_MMW of the smaller plants which are not m&mnﬁmm
to furnish power to the Board refuse to buy mosm_. _‘QM
the Board and claim that they can actually, over t % mnMM "
year period, manufacture power more cheaply t ».mﬂ? e
Board can sell it to them, they are a..rn: m:osz.& a :m M
year of life in which to prove their contention. If the
contention is proved during that year of life nrmw_ are
allowed to continue operation, if not, they are closed down
and are free to purchase power from nrn. Board. )
In these determinations of Em::ﬁmnﬁzaaw cost there _m..
necessarily a great deal of accounting. In 1926 a con
siderable change was made in the matter of .m_:.nrmmw price.
Before that year it had been “then ww_cm. mm.cer y nom.
responding to our “cost of _.mw.noa:nco: new.” In 192 ?.
however, it was set by Parliament as prudent inves
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are not only national, state and municipal plants, which
furnish about 44 per cent of the total production of the
country, and private plants which furnish a little less than
a quarter of the production, there are also plants under
mixed ownership, furnishing about a third of the national
production.® :

In Germany it has long been considered good city busi-
ness for the municipalities to own their own utilities,
water, gas and electricity. The technical development of
high-power transmission found a whole series of very
large communities with their own plants. Private com-
panies had some generating stations and quite a few dis-
tributing systems. The German municipal plants were
used quite frankly as revenue collecting agencies. The
aim was stable and prosperous utilities, and earnings were
not cut to the minimum for the advantage of the con-
sumers. In some cases German cities before the war
received as much as two-thirds of their income from their
utilities. The states became interested in the development
because they were afraid that the interests of the sur-
rounding communities would be neglected, that the cities
would charge the rural areas higher rates than neces-
sary.

In view of the opposition of the private power com-
panies in this country to government construction of large
power developments on the St. Lawrence, at Muscle
Shoals, Boulder Dam and other places, it is interesting
to note that in Germany the private interests tried to per-
suade the Government to build large plants, but desired
to keep the distribution systems in their own hands.” In
a large measure this has been the plan followed. Thus
the Elektrowerke, one of the largest of all producing com-
panies, whose stock is owned entirely by the national gov-
ernment, sells current at wholesale only. The smaller
private, mixed and municipal enterprises are connected
with the state and national network and receive all or

- only proc
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part of their power from the larger plants. The private
companies have about held their pre-war share of the dis-
tribution business. o

The government corporation, exemplied in this country
after the war by the Port Authority of New York and
New Jersey, has long been a form of transacting govern-
mental business in Germany. These corporations cannot
eed as our own do, by condemning and v_c:.:m
whole properties, they can buy stock in private companies
and secure control in that manner. Thus the State of
Prussia owns three large central power stations, and also
large blocks of securities in other electric power plants,
including the Rheinisch-Westfilische m_nrgsnunnminm_n
A. G., formerly owned by Stinnes and now csﬁnm. in
bulk by the cities of the Ruhr district. At the samg time
the Federal Government, the Reich, has a holding com-
pany called Viag, which not only controls the _v.mm Elektro-
werke but some forty other enterprises including potash,
aluminum and coal. Even the cities resort to govern-
mental corporations which issue stock and von.am on nrw.s.
own credit. One of the largest of these is in the third
city in the world, Berlin. The city owns .m: of the stock
of the Berlin City Electric Company, which sells go per
cent of all the current used there.

As in England and in this country prior to z_n. formal
separation of the General Electric and the Electric womm
and Share, the manufacturers of electrical machinery in
Germany have a large financial interest in the producing
power companies. In Britain it is the Hrc:.moz Houston
Company, the controlling shares of which are held by the
International General Electric of New York. In Germany
it is the German General Electric (A.E.G.) and Siemens-
Schukert. .

The mixed interest utilities are now an old nm»mv__mr.&
development. They began with gas no:.wwzmnm. in 1857
and with power companies in 1892. They received sup-
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asa .n.nmmozmr_o return’ on ‘present value of the property.’
m&n:._m these investors were permitted to select a part wm
ﬁra a_nnnno.nm of the enterprise, to give additional protec-
tion to their private property interests, there would be no
incentive created in such directors to exploit public needs
““v ﬁommmm...wo produce profits which their employers ﬁc:E
His w.ﬁmn involves seven steps. 1. All public service
corporations authorized to do business in a state should
be .cnmmENna under laws providing that the proprietary
capital (which may be a nominal sum) shall be furnished
by the state. 2. The appropriate regulatory commission
should be authorized to name a minority (possibly one-
n.EAC of the directors, who might well be chosen from
nominees offered by economic organizations of users of
service, such as manufacturers’ associations, chambers of
commerce, small consumers’ leagues. 3. ‘Hmn majority of
the m_nnnﬂo.nm should be chosen by cumulative voting of
those contributing capital for a fixed compensation (bonds
amvmmncmn.m and notes). In cases of default there ic:E.
be provision for either a reorganization under the same
_mﬁ or, in case of necessary abandonment of the fran-
nr_”n.n m:...._ properties, there would be fixed priorities in the
mm:m»..mn:.os of obligations, exactly as at present. If a
no_.ﬁv.:m:oz of public and private investment were re-
guired, or any public guaranty of obligations, the public
no:ﬁ.o._ of the management would be mnnnnmam& corre-
spondingly. Increased security to private investors would
thus be complemented by decreased private control.

As m.?..:ir step in the arrangement, in order to in-
duce existing private utilities to reorganize under the pro-
posed law, Mr. Richberg suggests (a) that no authority
to extend an existing public service and no further public
grants of m:v,.n:wnmnnm_. should be yielded thereafter except
to a corporation organized under the new law and volun-
tarily submitting to its requirements; (b) that no direct

GOVERNMENT CORPORATIONS AND FINANCING N@m

competition would be authorized by one public stock com-

pany with another; but (c) that public stock companies

could be authorized to compete with private utilities or to
urnished by them; or

supplement or extend the service £ g
(d) that public stock corporations could be authorized to

condemn the physical property of existing private utilities;
or (€) in the event of persistent opposition by unrecon-
structed and essential public utilities a constitutional
amendment could make the operation of a public utility
service by a private utility unlawful after a fixed date.
“The effect of such an amendment upon private property
rights would be less harmful than the effect of the pro-
hibition amendment; its enforcement would be attended
with much less difficulty ; and the community benefit would
be at least equally certain.”

After arranging (5) that every public service enterprise
should be required to transact all of its authorized public
business through the one corporation and not to engage
in any other business, Mr. Richberg tackles the problem
of the relation between these new public-private companies
and the regulatory commissions. 6. All the directors and
managing officials of a public stock corporation would be
designated as public agents; but the majority directors,
who would be selected by private investors, and the man-
aging officials of the corporation, would be subject only
to the general regulations or specific orders issued by the
regulatory commission. Such regulations and orders
would be reviewable by the courts if statutory or consti-
tutional requirements were involved. The minority (pub-
lic) directors would be special agents of the regulatory
commission, and removable for acts or omissions in viola-
tion of the law. Finally, (7) all expenses of regulation
should be apportioned and accounted for as operating ex-
penses. “Thus consumers would pay for their own pro-
tection, which would be an improvement on the present
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206 THE POWER FIGHT

The problem of securing able and efficient managers
for public utilities is partly a matter of salary, and the
governmental units are apt to be penny-wise at this point.
But it is also a matter of prestige. Where the power com-
panies, for example, are able to impress a section of the

country with the idea that it is bolshevistic to save money

for the people when that saving involves municipal owner-
ship, then there is less likelihood that engineers brought
up in that atmosphere or affected by it will care to enter
municipal service, even if the salary limits were no ob-
stacle. On the other hand where the power company
propaganda has made no such headway, and it seems to
the business men of the community an intelligent service
for the community to save money by municipal owner-
ship, there is good reason to expect better engineers to
accept public service. The larger municipal plants on the
West Coast have, in this way, secured the services of
such engineers as J. D. Ross in Seattle, E. F. Scattergood
and William Mulholland in Los Angeles and Kenneth
Harlan in Tacoma, as well as the devoted public service
of such non-engineers as Dr. John R. Haynes. The Recla-
mation Service has, under Dr. Elwood Mead, a number of
engineers whose capabilities are widely recognized. The
Army Engineers, where they are not shifted around every
few years, have done able work. General Ashburn does
not have to apologize for being chairman of the Inland
Waterways Corporation. Across the border the Ontario
Hydro-Electric Commission has had the services of non-
engineers like Sir Adam Beck. The Canadian National
Railways have acquired Sir Henry Thornton to manage
the largest railway system on the North American con-
tinent. Securing efficient management is largely a matter
of equality in salary, freedom from political control, op-
portunity for advancement, and prestige. Not the least
of these is prestige.

To the extent that the administration of governmental

GOVERNMENT CORPORATIONS AND FINANCING NQN

functions can be carried on through government owned
corporations which are free to meet the private companies
on salaries, free from political control and which are per-
forming functions on a scale large enough to attract the
most able men, it is reasonable to conclude that they will
be carried on efficiently.

Other considerations are at once involved here. They
have been discussed by Commissioner Joseph B. Eastman,
who was appointed to the Interstate Commerce Commis-
sion from New England by President Wilson and re-
appointed by President Hoover. In 1927 the Committee
on Public Ownership and Operation of the National
Association of Railway and Utility Commissioners had
reported adversely to government ownership. - In a dis-
senting opinion Commissioner Eastman made several sig-
nificant comments and proposed an administrative plan.
He said, among other things:

“The question is peculiarly one in which prejudice is
likely to play a part, prejudice which may be and usually
is unconscious. Aside from religion, there is perhaps
nothing that so excites prejudice as the fear of being sep-
arated from the opportunity for profit. Under public
ownership of railroads and other public utilities the field
for profit on the part of bankers would unquestionably be
curtailed very materially. The officers of the private com-
panies fear that they would be displaced or their salaries
reduced. Certain of the directors may fear the loss of
the lucrative opportunities which grow out of advance
knowledge of coming corporation events. . . . Even we
ourselves, as a part of the present system of private opera-
tion under public regulation may possibly fear interference
with our jobs. All these are sources of prejudice con-
scious or unconscious, against which those who wish to
think soundly must be on their guard.

“The substantial advantages of public ownership; as I
see them, are low cost of capital; opportunity gradually
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270 THE POWER FIGHT

utility field. He is now serving the Commonwealth of
Massachusetts as loyally as he formerly served private
interests. At the present time few, if any, of the great
executives of the country own or even control the prop-
erties which they manage. They all serve somebody and,
if given a fair chance, I believe that many of them would
actually prefer to serve their country or their State or
their city to serving purely private interests and profit.”

5. Government Owned Corporations in America

For reasons of efficiency and freedom of action, such
as those advanced by Commissioner Eastman, proposals
for government development of waterpower have, in re-
cent years, been partly along the lines of government
owned corporations. For Muscle Shoals Congress ap-
proved the proposal of Senator Norris of Nebraska for
a “Muscle Shoals Corporation of the United States.”
Its direction is put into the hands of three directors, each
paid $5,000 a year. These directors are to choose a chief
executive officer and two assistant managers, one trained
in the production of fixed nitrogen and one in the pro-
duction and distribution of electricity. The combined
salaries of these three are put at $50,000 a year. The
Corporation is empowered to distribute surplus energy
equitably among the states within transmission distance,
to construct transmission lines if necessary and build the
Cove Creek Dam which will really make Muscle Shoals
a great power development. In New York State former
Governor Smith and Governor Roosevelt have been plan-
ning for a similar corporation to develop the St. Lawrence
power when its development is shown to be advantageous.
They have based their proposals for a “St. Lawrence
Power Authority” on the success of the Port of New York

Authority. Relying on the success of the same institution,
Representative Davenport of New York proposed a Col-
orado River Water Power Authority for the development

- their long term pla
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of Boulder Dam. This was not mao.@»&. and ﬁr..wn woMMn
is being developed under the direction of the Secretary
of the Interior instead. o
During the war this form of government action in :MM
economic field was widely depended upon, and many su

government owned corporations resulted. They were for

ho had, before the war,
the most part officered by men W ko -

i 1d of activi
become experts in the field a
case, and left private positions to undertake the MOMMMMn
Bn:.n work. The end of the war brought most c~ these
war time corporations to an end. The ww:c.:sﬂ ﬁ_ nes
during which they were at work and the conflict betw
veir 1 nning and the abruptness of their n_.om.
ing make it difficult to appraise the success of their activi-
H time government

in, however, several peace i r

i he North American continent which are

tions on t L
MMMWMMW_N successfully. The Port of New York Authority

is the outstanding illustration mm ﬂ_mo MM&. MW%WMM”M» MM.
i i t which borders ,
bring some order into a por et
i i ither of the states to un
a task impossible for el | . riak
i f freight traffic from y
alone. Intricate problems 0  anastf
: ipli er traffic crossing
railroads and shiplines and passeng  the
i i be solved. The two sta
tt in various angles were to
ww New Jersey and New York by compact created a HquM
District and an administrative authority, 2 body noGoE:-
and politic, with power and .vcwroﬂq_ to m:anrwmonn.» mmwo:
" terminal or trans
ruct, lease and operate any ! or!
.M.&:@ within the Port District. rﬂrmwn Moﬁ»ﬂwmwnﬁ“”mm
i d the boar -
are appointed by each state, an I
tuted mwav_owm engineers and raises money- .Hn has am_mmw.
in three issues, $46,000,000 in bonds, paying 4.77, 4 4
and 4.01 per cent. Practically all the commissiOners Mnn
dusrn.—.m and were able to advise on the proper .ﬁ:“_nm.oﬂ
these issues. Several bridges have vnns v.::». inclu an
the George Washington Memorial bridge with the longes



-oeid o} somnypuadxa asoy) Sumany ur SSIDI URQG Jou
pey 3 31 o puy o1 y3u 3y} pey pue skemidjem Y} Ul
Ksuows o Jeap pood B pajsaaul PeY JUIUILIDAOY) Y} JDUIS
pue ‘pajsixa [[iys asdejjod s3I 10} SISNED Y} DUIS ‘VARENL
-ur 9jeapd ySnoxyy oeq awod jou pnod uoneprodsues
Iajem 20wg  “Adojjod sssuisng JumMUUOd B pue IDAIS
sy} J0oj peay 3ANNXe jusuewnad B daey 0} AressadAU
sem 31 Jeyl ‘UONRIJSUOUIDD [eIUSUINIA0S Iy} JO SS200nS
oy jsureSe pajeiimi YdIYM SUOHIPUOD Y} AUOIIA0 0}
jended jusrgns yjtm iy uvmbo.& 0} £L1essooou os[e sem
3t jey ‘Aouade uoneyrodsuer) ayearrd jesad e jo peay ay)
se op A[ureuipio p[nom 3 eyl s3uiyl 3y} op 0} Jepp jo
£1e35103G 9y} Mmo[fe 0} Aressadau sem 31 jey} £261 up ssa13
-uo) 03 pajsaddns oy purur ur suoRdfqo IwAYP YU
21 o SPEOJ[IRI 373 Yym uorpadurod
J9}31q 1O SORIUNUIIOD YUBQ-I3ALI JO} JUDLUJERI} [ENJUAID
-jo1d sem ojer) aulog-1ajem Suneuaanfar jo afqo swpd
ay} ey} JoIaq 9y} Jo Ino pajeanpa 2q pmoys dyqnd gy
Jey} pue ‘[e20] jou QU0 [RUOIJEU B SB PIIIPISU0D 3q p[RoYys
09fo1d a3 jeyy ‘sapdpurid ssaulsng IARAIISUCD PUR JUBS

Suoje pajonpuod aq Isnut suonerado ay3 jeyy ‘syudunuiod
-de [eonyod jo yespd 1doy aq Isnw Jauuosiad 9y} $SIONS |

10} [ Je 2dueyd Aue 210M IIY) JI Jey} Jusprad Aured
JWEI2q UOOS I NG ISIY JB SNONQIUu Joyjel dI3M .uoy
-e1ado pejuewiulasod Jo SaUMOLYIP JULIIYUL A} JO JWOS,,
I pojuUsWILod ‘bZ6I JO PUI 3YJ JB 2DIAIIS SIY} PIPIINS
yoryam uonetodiod juawuizaod oy} Jo pesy uldq Ssey oym
‘unqysy [essuar) Jofepy °ssaiduo) woiy suonendoxdde
uodn papuadap 2oudjsixa’ £1oa sy pue ALouade wonejzod
-suen} ajeand e jo szamod 2y} jo suou pey uoneziuedlo
oYy} asnedaq auop 3¢ JoU pNod SHj} 19X “paumo Lpjeand
axom £33 J1 se pajerado aq pmoys sonI[Ey Y} jeyl Ing
‘suonjerrdordde jeuorssarSuo) jo suesur Aq U0 paLIIRd g
PINOYS 201A138 2y} Jeyy papiaoxd 31  -sajdpund L1011pexn
- -U10D [B12A3S UMOP PIB[ 9D1AI3S 3y} Sulysijqelss me| 3y Inq
e\ 30 £1e19100G 2y} JO UONIRNIp Sy3 Jspun pajerado 3y

€/z ONIDNVNIA ANV SNOILVIOJHO0D INIANNIIACD

"v261 01 0z61 wo1y duUMSKIXKD s3I duump 1eaf e srejjop
uoiII ® A[1edu 3SOf YOIyM ‘9IAIRG sfemiajep) asim
-ISE0]) pue pueuy 5y} yanoly} juawusdrod oyp 4q vun:.i
-U0d SeM 31AIDS O} ‘0z61 Ul UOHENSUNUPY wmo:_mw.ﬁ
941 Jo pud ) 3}y “speoipier 9y} woly uoneradood jo
[E9p 38213 € yim 330w Jou pip siyy, A1junco ayp w..o j1ed
ey Ul sjuadiys uo s9jeI 0npar 03 pue Jyyer; peoijiex
juwauniddns 0} xem ayy Suump 51y udNejrapun sem mh;._m
foprepy pue rddississiy 9 wo sanioey uonesodsuery

" 1jem Suneard jo aoiales sy ‘uonelqdio) sfemisrepy

puejul a3 Ajqeqoxd st 3sapp SIPPIIN 9y? ur suonerod
=102 paumo juauriaAod o uonensny Suipueysino u.: 1
“JUSLISIAUL 9Y) 211321 0} pue sa3pLiq sy} Pnxs
~U0d 0} s1ap[ing 3eAlrd 1503 daRY PMOM I JRYM A0 000
~005°£1¢ 3 ‘usyo) L1uapy snyn[ I ‘[Psunod s fuoyny
Hog ays 4q paoerd sem puefsy usjeig uo mvw_uﬁm v.u.:ﬁ uo
3uraes 9], -jasunod pue sidauidua ojqe £1oa JO S90IAIDS
23 21n355 0} J]qE UID( SeY I| "SIA[SWIAY} puoq 0} Jomod
S 3yy uo paoerd suoneynuy sy £q paadurey jou sr
Ayynn Suonpoid snuassl B SY °9uop wodq 1aAdu sey m_.: ,H
'sueld §31 032 uRD sIourar0ry oM} 9y Jo YD pue ‘oe)s
1R 3o 3paxd 2y a8pard 31 ued Jou quosucd sy morm
e} 3q Jreys Apedpun Lue jo jo ayegs uuﬁ_w jo £
~doxd ou jeyy woisiaoid ayy £q pajuIf s1 31 “10d Y3 jo
SIEj[9M 3y} ur pasjoaut sanifedpunur 3y} [ Jo.saniAoR
o Juneurpiood Joy fouwaSe ue ueyy fousde Jmsiazadns
® $S9] S1 fjLIony 10X MIN Jo 310g oy ~ooew>..,u pue
uopuoT yo sanuoyne a ayru)  “Pisip 1od oy .mo 1on
~U0D 3I[UI 33 SAPLIOYPNY 10 IPL 9ALF SUEII) MaN
PUE OJUOIOY, ‘uUOHEXE} WOI} I} IIB PUB JUOILINEM
20U 3} UMO SIDUOISSIUWIOY) [ESIJUOPY JO J10J Y
‘S1yauaq Joy xe} ued Lueqy jo pog By), ‘oI SIA0
uey} sAem Jwos Uy payuuy d10ur sy foyny wog sy,
1€61 ur
POHIBIS SEM QU() “PI[}1OSUN SUTRWRI [[IS S[EUIILIA} Em_uﬁ.
puepui jo wwlqoxd ayy, ‘puaom sy ur ueds uoisuadsns

LHOIA ¥3MOd FHL zlz



274 - THE POWER FIGHT

tical account, he
et suggested the Inland Waterways Cor-
This was set up in 1924. In order to secure money
for necessary expenditures the Government appropriated
$5,000,000 to buy the stock of the corporation, the prop-
erty at the time being valued at $9,763,858. An adviso

board .om directors was created, but without Bnnnzmuw
authority. This remained with the Secretary of War,
and his functions could be delegated to the Chairman om
the howa. who is Major General Ashburn of the Army
mnm_nuwnm. .Hm_n corporation was given all the powers in-
herent in a private corporate entity chartered by a state
and was made liable before the courts. It was m?nm
power to acquire, hold and dispose of property, to issue
notes and borrow money up to 25 per cent of n.rn assets
and to conduct the business of a common carrier. Later
the corporate stock allowed was raised to $15 oooooo the
assets @nm:m $19,746,350. At the end of Gwo, it m.wn_ wﬁn
two :::5:. dollars in cash and six million in unissued
stock. During the four years from 1925 to 1928 the net
average annual income was $126,937, as opposed to a

previous .Qmmnw of nearly a million a year.

In addition to maintaining the normal saving over rail
rw.:r.: amounting to 20 per cent, the corporation has ap-
plied this saving to combined rail-river hauls. It was
found necessary to take over a railroad which the South-
ern .Hﬁm:s\mw was giving up as unprofitable, the only con-
nection between the Warrior River and the interior of
Emumm:m. The Southern threw the line into the hands of
a receiver and asked for its abandonment. This the Court
did not allow but ordered the road sold for $500,000. A
m.:vwa_m—.% no%oﬁ.&o: of the Inland Waterways A.uc..v.gw-
tion bought the line, put $383,000 into its rehabilitation
and has been operating it at a profit of over 6 per cent

Omzmnw_ swmr?:.: who has been through the two moa.m.
of organization, departmental and corporate, said, “Unless
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the Inland Waterways Corporation had been organized
as it was with the power to act lodged absolutely in a
single hand, with the responsibility for such action in the
same hand, clothed with specific powers, and in addition,
such powers as may be necessary or incidental to fulfill
the purposes of its creation, it could not have become an
efficient corporation.” ** .
While this is a story of a government owned corpora-
tion doing what a departmental service, handicapped in
many ways, could not do, the story of the Canadian Na-
tional Railways is that of a government owned corporation
doing what competing private companies could not do.
When Sir Henry Thornton was offered the management
in 1922 of what is now the largest system on the North
American Continent it consisted of eight different rail-
roads. Only one of them, the Intercolonial, had been
state owned. Another was the Grand Trunk, with 4,775
miles, which had given up the ghost as a private company
in 1919. In addition the Grand Trunk Pacific, built with
government assistance, had gone into receivership in the
same year. Two units were constituted out of these eight,
the Canadian National and the Grand Trunk. In the
five units of the Canadian National Railways all the debts
piled up under previous private ownership were taken
over. Sir Henry puts its, “Not one single error of finan-
cing or vision has ever been wiped out. When the gov-
ernment took over those roads it took their debts also.
Beyond one technical receivership by which the govern-
ment took over the Grand Trunk Pacific, the transfer was
simply a turning over of assets and liabilities from private
to public ownership. In all cases the debt of securities
remained intact; there had been no stepping down of
stock and bond valuations to permit lower interest charges.
Every handicap of bad financial judgment, overexpansion,
building into nonpaying territory, excessive cost of con-
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278 THE POWER FIGHT

tions. They have been able to draw efficient men and
devoted and in many cases voluntary aid from some of
their most prominent citizens. There is no intention here
of drawing a detailed comparison between the types of
administration. At the same time it can be noted that
where more than one city is to be served, where the
project involves the codperation of various governmental
units or is in the interest of larger sections of the country,
the corporate form of governmental administration has
its decided advantages.

. NOTES

1 New York Times, June 29, 1930.

£ Quoted by Professor Orren C. Hormell in “Electricity in
OMM; Britain,” Supplement, National Municipal Review, June,
19

8 Electricity Supply Act, 1926, Section 14, Great Britain.

* National Municipal Nn.SnS. supra.

8 [dem.
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paeischen Elektrizaetswirtschaft,” published by the bank of
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qwmnr:..o_ﬁn. Jahrbuch fuer' Gesetzgebung, 1917, Clems Heiss,
p- 196,

8 Report of the Commission on Revision of the Public Service
Commissions Laws, New York State, 1930, Appendix.

9 Donald R. Richberg, Critical Issues in Public Utility Regula-
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282 THE POWER FIGHT

the best people in the world, the greatest servants of the
country, the missing link between poverty and riches, the
m.mm;nnm against the enemies of the people, the almost
divinely appointed flag-bearers of the red-white-and-blue.

We are a simple and kindly people, and like our fun,
yet there are certain limits which our good taste imposes
_on this sort of a show. After a while a certain feeling
of nausea sets in. It is not unlike that provoked in years
gone by through the antics exhibited in musical revues.
For a while it was the custom of some producers, when
z.—n show was otherwise a failure, to dress the chorus
girls up in red-white-and-blue and send them out on the
stage kicking and saluting the flag to the blare of martial
music. After it had gone on a while people began to see
that, mm.nn_, all, here was nothing but a lot of chorus girls
drumming up business, and the colors of the flag were
not those that ought to be used for that purpose. The
flag was something to live for or die for, but not to make
money out of.

Here was the act of arrogance, of impudence. They
paraded patriotism as if it were their very own, something
they had bought and paid for like the council of a small
town with a power plant to dispose of. They were the
w.mrnm_: possessors of patriotism and would communicate
it straight from its source to the children in the schools,
to the newspapers in towns and cities, to the women, to
the farmers, to the whole nation from President down.
All who disagreed with them, who thought their claim
arm.n they were performing a public business as cheaply
as _n could be done was a fraud, were labeled radicals and
traitors. While this was going on the power men were
pocketing close to a million dollars a day more than the
public business should have cost. People are beginning
to see that part of the show, and mercenary patriotism
brings with it nausea in the end.

Most people have a feeling about the country which

A PROGRAM OF PEACE WITH POWER wa

is not mercenary. Most people are decent people, and
want to get on and want their neighbors to get on, too.
Most people believe in clean government and would like
to know how to get it. Most people believe in economical
and efficient government. Most people would like to see
the standard of living raised, their own and everybody
else’s. Most people would probably, if the issue were
presented to them, prefer to have the country struggle
toward these ideals than surrender to the cynical and pes-
simistic principle that the public good can be attained only
if, and when, and to the extent it happens to coincide with
private profit.

In the midst of a movement which seems to be de-
limiting the amount and quality of economic freedom in
this country, it is important for those who have an un-
mercenary feeling to look behind the slogans shouted and
banners carried by the leaders of the power group and
their allies. Behind all that tumult and shouting a situa-
tion is being created which has little in common with eco-
nomic freedom. In some ways the worst result is that
the men who might be most influential in directing scien-
tific advance into channels where it will help rather than
confuse our economic organization, the engineers and
managers, are left with as little independence and oppor-
tunity to use their professional attainments for the social
good as the simplest ditch digger. In the growing and
increasingly tight alliance of banking groups controlling
the bulk of the industry, and in the financial set-up of
holding companies, so tenuous and thin that a few cuts
in rates might drop some of their more speculative stocks
fifty points, the engineers and managers can do little for
the public, and little for themselves. They can not even
express their opposition to the anti-social policy of the
companies, for there is no other place for them to seek

work.
There should be a place where the engineers can make
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286. THE POWER FIGHT

Port of New York Authority has done this very success-
fully, in addition to showing sufficient engineering initia-
tive to build the longest span bridge in the world.

The third essential requirement is that sufficient oppor-
~tunity be given the ablest engineers in the country to use
their ability for the social welfare. Those engineers who
have taken charge of some of the larger municipal plants
have shown that they could pass on the benefits of the
industry in greater measure than engineers hampered by
private banking controls. Those who have undertaken a
public superpower system have found that they could con-
tribute far more than single and isolated municipal plants.
In this country we have a growing movement for public
power districts, linking together cities and towns that are
close to one another, securing the advantages of intercon-
nection, of service by the most efficient plants in the dis-
trict. Those men in Washington, Oregon, Nebraska,
California, Wisconsin, New York and Pennsylvania who
have been urging these districts, with growing success, are
on the right track. Where they have established such dis-
tricts there has been a tremendous effort on the part of
the power companies to destroy them and to nullify the
law. Yet those districts promise to do what was done
across the border in Ontario on a small scale at first,
establish a yardstick which the people will hold up against
these much vaunted private companies and will find them
falling far short of their claims. Such districts are of
importance enough to call for the efforts of very able en-
gineers. They should be organized as power authorities,
combining the advantages of private initiative and social
planning.

The case for government ownership of the power in-
dustry does not rest on these considerations solely, im-
portant as they are to the engineers and to the rest of the
community. It rests on the essential premise that a gov-
ernmental business should be performed at cost, and no

A PROGRAM OF PEACE WITH POWER N&V

more. Leaving aside for a moment the record that wher-
ever a governmental business, whether that of running
a navy or a forest or oil reserve has been turned over to
privateersmen there has been corruption, influence and
political manipulation by those interested in getting rich,
there remains the fact that the government can furnish
this power service much more cheaply than the private
companies are doing it. In a previous chapter figures
have been given which show the basis for the claim that
if the government owned the industry today it could not
only pay all the exorbitant holding company fees, main-
tain all the expensive standby stations that “have been
developed as a result of competitive planning, all the bank-
ing fees and other perquisites taken, a good part of the
inflation that has been pumped into the industry, but it
could do all these things, and still save the consumers of
light and power throughout the country a million dollars
a day. If the industry grows rapidly that possible saving
will, within thirty years, be about two million dollars a
day. :

In view of possible savings of this size it was essential
for the power companies to capture patriotism and parade
it as their own. Presidents and Governors have been
hailed as great patriots for reducing the taxes levied on
the people to carry on the army and navy and other gov-
ernmental services. A move to reduce the taxes levied by
the private power companies in the form of high electric
rates might also have been considered patriotic had not the
power companies got there first and raised the flag over
the show. :

The case for government ownership and development
by power authorities rests largely on the ineffectiveness
of regulation, present or proposed. Only where govern-
ment developments of some size and importance, like those
in Washington, California and Massachusetts are setting
up their small yardsticks, is regulation relatively effective,
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290 THE POWER FIGHT

men have built a protective wall around their jobs, a wall
of thinking that separates them from their supposed duty
to be on guard for the interests of the public and turns
them into umpires, invests them with the mantle of judges.
They will find that some of these commissioners like to
consider themselves as umpires because then it is easier
for them to go into service with the private companies.
They will find these men, as well as some of the sharpest
financiers on the Street, hiding behind the clothes of the
engineers, and claiming credit because the engineers serve.
They will find a whole machine of power operating to
make business heroes of the one-time public servants who
have demonstrated nothing more than their ability to
yield to great temptations successfully.

In the end we are probably going to draw a line through
all the mercenary and preposterous patriotism of the power
companies, through all their efforts to educate the children
and the farmers and the women and the nation, through
all their claims about the advantages of holding companies,
through all their claims about the way regulation protects
the public—we are going to draw a line and write the word
“fraud,” and close the accounts.

The date at which we are going to do this does not,
I fear, depend upon the valuation of such intangibles as
the idealism of the country, and the desire of men to
have it free. It depends very simply—and the power
companies know this—on the length of time during which
the power companies can hold up popular and legal de-
cisions on power districts and on the development by
states or by the nation of the remaining waterpower re-
sources. A large municipal plant in Los Angeles con-
vinced the business men of San Francisco that it was to
the advantage of their city to have cheap power. The
municipal plants in Seattle and Tacoma have been having
the same influence on the business men in other cities of
the Northwest. The small league of Ontario municipali-
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ties gave such an illustration of superiority, purchasing all
its power at first, that all the main cities in Ontario joined
it within a decade. This is what may be expected from
power districts in this country.

It is toward delaying and hampering the creation of
these power districts and the government development of
waterpowers that the power companies may be expected
to spend their energies and influence during the present
decade, that of the 1930’s. It is here that the real power
fight will center.
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PPENDIX
204 THE POWER FIGHT A 295
; Total Capacity Total Kilowatt
Total Capacity u.%uﬂ”m%ﬁﬂﬂ% Kilowatits In- Hours Gener-
Kilowatts In- ated (1930) stalled (1930) ated (1930)
stalled (1930) (000 omiited) : (000 omitted)
" . ;
65,678 Texas Power and Light Co........ 26 n.cmm 74000 mwm._anw_mmnmp ﬁosmo__ ﬁ_wﬁa i ...w..u.u. . mm 176,288
106,211 R::M__Mmonw Wn—uim__.nwﬂﬂuﬁn_mvrn Gt v Mww.mwo Mw.mwm . Mm,\mmnﬂ:mma %:w:n Hmn_.inmﬂﬁo_.v: - Go.cmm
§ orthweste Co...nvevnnn ’ ; ountain States Power Co........ 32,587
WW.MMN Ruﬂmmurmmmw and mm:.u_nnn:n Co....... MWM.me 18,7421 Mﬁmno:mm: Valley Electric Co...... 58801
ower Oiovesancanssncs h
WL o Fov o I ol sl coto Tover €001
130,840 Florida Power m:ﬂ.ﬁ%g M—Guuoin.. 074 57,581 Interstate Power Company system. 104,674
15,500 Central Arizona Light an 103,200 Indianapolis Power and Light Co... 311,504
. Ooamun_, 22,500 Laclede Power and Light.......... not stated
1,750 Su n:nN_w<<<w8: Light and Pow 119,251 . Others eissisiieiae e TOE Stated
. 0. 3 I AL L LR ER R LD 3. International Paper and Power
2. >.Mwﬂ.mnuw s u_m“_u Electric system 1,335,162 700,052 New England Power Association
wWer ojere o wiopniniadin @9 I RISINE SIIIY £ cessssscncsnsssacnsnsnns 1,312
wmw“mmw >wwuw_u%;m= Electric Power, Ono. - _.ﬁm.wmw 4. >umwwmwnnn~m. Gas and Electric Interests h3xas70
115,504 Indiana and _g_n?wm: Electric o..“ a»wm”cﬁ - 248,198 Pennsylvania-New Jersey system... 685,773
123,500 Scranton nﬂ nmﬂwm:m%ﬁﬂ T 190,551 128,945 Rochester Gas and Llectric Corp... 360,387
111,000 Atlantic O.Q 1 Service Covvunvvnn 121,356 58,386 Pennsylvania Electric Co....... ... 241,800
40,950 ﬁmﬁ.ﬂw %MM% Co 0.749 115,000 N ms Bedford Gas and Edison Light
9,360 eeling kle Oyoiaram stid Roimsiin o N 0. ciiiiitenarenicacaeicennanss 105,203
2,600 Southent Oltio Public Servite. .- = 102,705 Broad River Power Co............ 163946
cazoror > Uil Power and Light Cororeersnr 487,936 Cor o lnd Kdon Comennnooe 2l
oo“ouu M\%ﬂmmm%u Huosmﬂ and Light Co..... MMM.NWM 78,346 Zm‘M York State Gas and Electric .
ower o8 B SFENEES ¢ % 2 TrsinTe g e e aswmaee o 8 BEREEES § 8 SAEEEE B
ww.m% ZwioOn_umzm Public Service, Inc... 350484 28800 Clavion River Power Co &Mm.www
-mnuwmm Arkansas Power and Ew_,.m Co.....- Nww.wmw 7,960 American Utilities................. not stated
82,500 Dallas Power and F.mrun.. ; Nn P+ 15,500 Cambridge Electric Light Co....... not stated
20,085 u\aﬂa.ﬁm_mmﬁuw..wm%ﬂ.nmﬂnm ¢ omq - oration ' 1,000 & nwvn_ wm.var_a.\_zmwmn@ M_Mnn:,_n Co..... not stated
4. 1g! ower ’ : 5. Central Public Service System
359860 Peansylyanis mw_mnmmﬂ W_‘mﬁano.. 1,217,133 157,480 %mu:w.a General Electric Co....... 584,2/8
132,056 5. uwmﬁm_wﬁcs Lighting and Power Co... 530,861 106,587 EIS tevennerrsrnnncneenasanaa.. DOt stated
253,050 Carolina Power and Light Co...... 417,720
mw.wco Birmingham Electric ﬂom. ppem— M.MMM InsuLL INTERESTS
54,000 Memphis m.%s%__nnmmw nﬂmn ﬁnow..” 9 .mu 4 215,0001 Super Power Company of Illinois. 671,002
6,555 Tennessee Pu 58,1041 Florida Power Corp. and subsidia- 808
3 (PR () &
Cuase, Harris, ForBes INFLUENCE -mmbmo 1 .a.—\anmnv. Onm.u:..u_ vaoin-. mnm Light Co. 1182 mw
: 58,497 irginia Public Service Co......... 1800
1. Standard num\.mﬂw m_%n:_n. eeenens.. 1,478,047 1,000,500 Commonwealth Edison Co....... .- 3,246,002
444,000 Juquesng 5 _wn Power Co......... 009,058 314,850 Public Service of Northern Illinois 641,201
&cw_wmm MMMM_%H.» mwhmwc:o Power Co...... 452,367 200,000 Q.inmNMc District Electric Generat-
103, » . o g ing Co....oovvvnnnnnnnnnnana..o. 1,039,422
umw.www m%_.w“ﬁ”“ﬁ %%mm M.ﬂ% m__MMMMM MM.. e wmnw.wwm 142,145 Central Illincis Public Service Co.. 228,338
192,
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Total Capacity
Kilowatts In-
stalled (1930)

257,600

131,000
375.910

148,700

140,000
161,335 =

80,430
44,776
79,055

184,000
127,500
08,625
96,605
83,000
80,000
70,050

50,000

789,730

THE POWER FIGHT

Arprep Group

Total Kilowatt

Consolidated Gas, Elec. Light and
POWET sosnnssvamanesssnmassrsas
Pennsylvania Water and Power....

EptsoN Erecrric ILLUMINATING
(BOSTON) ...covvvanansaocsannaans

Los Anceres Gas anp ELecrRIC
CORP. ...covvcveveannsnsvsnsnnnn

Hartrorp Erecrric LicET CoMPANY

WesterN Massacuuserts  Com-
PANIES ccnceccccocsans

NevapA-CALiForNIA ErLectric Core.
Un1tep ILLUMINATING COMPANY. ..

AmericAN Erecrric Power Com-
PANY teveeererancnccnananscnncs

GOVERNMENT PLANTS

Muscle Shoals....cecvveevennanans
City of Seattle....c.cevuvereennnns
City of Tacoma.....cecveennnan...
City of Los Angeles...............
City and County of San Francisco..
City of Detroit.e.ccovevveecncncen
Salt m.ﬂrwn.. Valley Water Users' As-

SOCIatION .....cc0sscranrncancace

City of Cleveland.......ccccnvueane.

1 Moody’s Manual Sm Public Utilities, 1931.
2 Purchases all its power, 232,425,592 kilowatt hours.

Hours Gener-
ated (1930)
(000 omitied)

669,037
520,508

980,754

388,282
356,250

312,000
203,581
283,362

171,097

306,119
380,749
216,200
260,531
493,888
193,244

201,123
189,781

INDEX

Act of 1920 (railroad), 101

Administration, 265

Agriculture, Dept. of, 148

Air Nitrates Corp., 188

Alabama Power Co., 155, 166,
218

Aladdin, Ernest Greenwood, 39

All-American Canal, 178, 211

Allied Group, 297

American Academy of Political
and Social Science, 131

American Cyanamid Co., 188-

194
American Economic Review,

249

American Farm Bureau Fed-
eration, 193

American Gas and Electric Co.,
6, 6o, 94, 104, 107, 119

American Gas Association, 44

American Municipalities, 146,

nole

American Power and Light Co.,
o1, 04, 154

American Telephone and Tele-
graph Co., 16, 84

American Waterworks and
Electric, 3, 6, 207

Anderson, Harry B., 31

Anderson, Paul Y. 180, 213
note

Annals of the American Acad-
emy of Political and Social
Science, notes on, 146, 220

Appalachian Electric Power
Co., 91, 94, 120, 158, 167

Argentina, 251

Arkansas Electric Power and
Light, o1, 92

Arrowrock Dam, 210

Ashburn, Gen. T. Q., 266, 273,
274, 278 note

Associated Gas and Elec. Co,
3, 6, 31, 157

Associated Press, 18, 40

Associated Telephone Co., of
Indiana, g9

Atlantic City Electric, o1, 95

“Aufbay  und Entwicklungs-
moeglichkeiten der Euro-
paeischen  Eleklrizitaets-
wirtschaft,” 278 note

Austria, 251

Aylesworth, M. H,, 30, 35

Baker, Newton D., 131

Baldwin, Stanley, 252

Ballard, R. H,, um

Ballinger, Richard A., 167

Banner, Nashville, 31

Bauer, Dr. John, nﬁ

Beck, Sir Adam, 46, 266

Belgium, 251

Bemis, Dr. E. W., 88

Bent, Silas, 46 note

Berlin City Electric Co., 259

Bethlehem Steel Corp., 114

Bird, F. L., 130, 142, 161, 174
note, 220

Blain, H. M,, 42

Bonbright, James C., 58, 81, 260

Bonbright and Co,, 2, 35, 167

Bond referendums, 128

Bone, Homer T., 218

Boney, S. E., 18, 41

Bonner, F. E, 159, 160, 175
nofte

‘Boulder Dam, 19, 26, 30, 176-

184, 198, 209, 212, 258
Brady, Anthony, 25
Brandeis, Justice, 100
Brennan, George, 25
British General Electricity, plan
of 1926, 231
Brooklyn Edison Co., 93
Brooklyn-Manhattan
Co., 66
Brown, Thorne, 30
Bryan-Thompson newspapers,
21

Transit
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302 INDEX

tion No. 10, State of Penn-
sylvania, 126 note

Financing, 9, 250, 286

Finney, Edward C,, 181

Finney, Ruth, 213 nofe

Fischer, Alfred, 19

Fiske, Haley, 19

Flathead River, Mont., 160

Ford, Henry, 185, 192

Forestry Service, 148

Fort Dodge Gas and Electric
Co,, 31

Fortune, 8

Foshay Co., W. B,, 97, 132, 224

France, 251

Freestone, Fred J., 206

Freyer, George H., 31

Fugger banking house, 43

Galveston Electric Co., 88

Gannett, Frank, 21, 22

Garsaud, Marcel, 166 -

Garvin, John A., 94

General Construction, Division
of Light and Heat of
Cleveland, 223

On:nn%_ Electric Co., 2, 6, 16,
2

General Federation of Women’s
Clubs, 32

George Washington Memorial
Bridge, 271, 286

Leorgia Power Co., 139, 167

Georgia Public Service Com-
mission, 62, 140

Georgia Railway and Power
Co., 17 ]

German General Electric, 250

Germany, 251, 257-250

“Giant Power” proposal, 230

Giant Power Survey, 200, 249
nole, 264

Ginn Publishing Co., 40

Goddard, Edwin C,, 75

“Going-value” claims, 86

Good, James W., 166

Gordon, Mr., 23

Government, corporations owned,
250, 270

planning, 252

Government, plants, 298
Grand Coulee Lake plan, 212
Grand Trunk Pacific Railroad,
275
Graustein, Archibald R., 21
Gray, Chester H., 194, 195
Grayson, Mr., 43 :
Great Britain (see England)
Great Northern Power Co., 94
Great Western Power, 66
Greenwood, Ernest, 39
Gruening, Dr. Ernest, 24
Guiding Principles of Public
Utility Regulation, A. C.
Spurr, 42

Hardy, C. O, 102, 124 note

Harlan, Kenneth, 266

Harper Brothers, 39

Harriman, Henry 1., 269

Harris, William J., 26

Harrison, Carter, 131, 133

Harris Trust and Savings
Bank, 35

Harvard Business Review, 126
note

Harvard Law Review, 124 noie

Hayden, Carl, 178

Haynes, Dr. John R., 266

Head, Walter W., 28

Healy, Judge, 19

Herald, Boston, zo, 22

Herald-Journal, Spartanburg,
20, 22

Herald Tribune, New York, 23

High Power Propaganda, Rau-
shenbush, 16

Hockenbeamer, A. F., 33

Hofer service, 18

Holding companies, 12

Hoover, Herbert, 166, 181, 104,
203, 211, 267

Hormell, Orren C., 257, 278

note

House Committee on Investiga-
tion of the Public Service
Commission, 221

House Military Affairs Com-
mittee, 196

Howell, Robert, 140
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Husselman, Roy, 223

Huston, Claudius H., 167, 193

ilydraulic Power Co., 152

Hydro-Electric Commission,
240, 242

Hydro-Electric Power Commis-
sion of Ontario, 276

Illinois Bell Telephone Co., 83

1llinois Municipal League, 144

Illinois Power and Light Co.,
225

Illinois Public Service Commis-
sion, 95

Il Progresso, 21

Indeterminate permit, 135

Indiana and Michigan Electric
,Co,, o1, 05, 99

Indiana Public Service Commis-
sion, 98, 100

Indianapolis Bell Telephone Co.,
67

Indianapolis Citizens’ gas, 67

Indianapolis Water Co., 88

Indianapolis Waterworks, 67

Inland and Coastwise Water-
ways Service, 272

Inland Waterways Corp., 205,
272, 274

Institute of Economics, 102

Insull, Samuel, 6, 7, 16, 23, 40,
43, 96, 132, 217, 205

Insull, Martin, 44

Interborough Rapid Transit Co.,
New York, 66

Intercolonial Railroad, 275

Interest groups, 2, 203-208

Internattonal Joint Commission,
203

International Paper Co., 20

International Paper and Power
Co., 3, 6, 20

Interstate Commerce Commis-
sion, 64, 66, 77, 81, 113,
170, 267

Interstate Fuel and Light Co.,
107

Interstate Power Co., 141

Investment amounts, estimated,

51

Investment Bankers' Ass’n., 31
Investment Trusts Gone
- Wrong!, John T. Flynn, 11

Jackson, Carl D., 40

Jahrbuch fuer Gesetzgebung,
Schmoller, 278 note

James, W. Frank, 196

Johnson, Hiram, 182

Johnson, Tom L., 131

Johnson, Walter H,, 27

Joint mﬁoam_,nmmmoam_ Committee,
167

Joint Utility Committee, 26, 30,
235

Journal, Chicago, 21

Journal, Kennebec, 25

Journal-News, Ithaca, 21

Journal of Land and Public
Utility Economics, notes on
126, 279

Kanneberg, Adolph, 215

Kentucky Public Service Com-
mission, 108

Kentucky-Tennessee Light and
Power Co., 31

King, Judson, 147 note

King, William V., 18, 87, 158,
150, 166 ;

King, W. L. Mackenzie, 276

Knapp, A. Blair, 208

Kneier, Charles M., 146 note

Kmnickerbocker Press, Albany,

21
Knight, Dr. Henry G., 202
Knoxville Power and Light,

- 123
Koiner, C. W., 220

Laclede Gas and Electric Co.,
107

Laclede Gas Light Co., 107

Langley and Co., W. C,, 11

Lavarre, newspaper owner, 22

League of Ontario Municipali-
ties, 234

League of Texas Municipalities,
225

League of Women Voters, 31
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306 INDEX .

Peabody Coal Co., 7

Pearson, Drew, 174 note

Peck, H. W, 247

Pend Oreille-Spokane plan, 212

Pennsylvania Power Co., 122

Pennsylvania Public  Service
Commission, 95, 90, 121

People’s Motor Coach Co., 98

Philadelphia Co., 33

m.rm_mmn_vrmu Electric Co., 96,
104

Philadelphia Transit Co., 60

Phillips, E. L., 12

Pierce, Alfred L., 221

Pigeon River, 155

Pigeon River Power Co., 156

Pinchot, Amos, 166, 174 note

Pinchot, Gifford, 145, 168, 230

Plain Dealer, Cleveland, 21

Plattsburg Gas and Electric
Co, 73

Poland, 251

Political Oumership, 144

Politics, influence, 130

non-partisan, 25

Port of Albany, 272

Port of Montreal Commission-
ers, 272

Port of New York Authority,
206, 250, 270, 271, 277, 280

Post-Dispatch, St. Louis, 260

Potomac Edison Co., 123

Power Control, Raushenbush
and Laidler, 108, notes on
126 and 213

“President Hoover's Record,”
Amos Pinchot, 174 note

Press Herald, Portland, 25

Privateers, 47

Professional feeling, 113, 282

%:E..Mm Ledger, Philadelphia,
I

Public Management, H. M.
Renner, 226 note

Public ownership, 47, 115, 215

Public Ownership on Trial,
Bird and Ryan, 130, 142

Public Utilities, Dean Ray-
mond, 41

Public Ultilities Forinightly, 66
Public Utility Consolidated
Corp., 97

Railroad Administration, 272

“Railroad is Never Finished,
A,” Sir Henry Thornton,
278 note ’

Railroads, 64, 27

Rate Research MOEEEQ" of
the National Electric Light
Association, 243

Raymond, Dean, 41

Recent Growih of the Electric
Light and Power Indusiry,
C. O. Hardy, 124 note

Reclamation, Bureau of, 177

Reclamation Service, 210, 266

Record, Columbia, 20, 22

Reece, B. Carroll, 197

Reid, Ogden Mills, 23

Reis, Alvin, 220

Renner, H. M., 224

Report on Concentration of
Control in the Electric
Power Industry, 45 note

Report on Consolidated Gas
Company of New York,
City Club of New York,
125 note

Republican National Commit-
tee, 28

Republican party, 24

Reétirement method of account-
ing, 81

Revokable permit law of 1925,
136

Rheinish-Westfilische Elektri-
zitaetswerk, A. G., 250

Richardson, Major, 35, 43

Richberg, Donald R, 113, 260,
278

Robertson, A. W., 33

Rochester Empire, 91

Rochester Gas and Electric, 123

Won_cm Mountain Power Co,,
161

Roosevelt, Franklin D., 68, 106,
138, 204, 200, 210, 230, 270

INDEX 307

Roosevelt, Theodore, 25, 181

Roosevelt Dam, 210

Ross, J. D., 219, 266

Rumania, 251

Russell, Charles A., 96, 157,
159, 166

Russia, 251

Ryan, industrialist, 162

Ryan, writer, 130, 142, 220

St. Joseph (Mo.) Gas Co., 40

St. Lawrence Commission, 203

St. Lawrence Power Authority,
270

St. Lawrence Power Develop-
ment Commission, 199, 205

St. Lawrence River project,
202-210, 258

Salmon River, 209

Salt River Water Users’ Ass'n,,
210

Saluda River, S. C, 155

Scandinavia, 251

Scandrett, Richard B., 159

Scattergood, E. F., 220, 266

Scranton Electric, 91, 95, 119

Scranton Spring Brook, 67

Scripps-Howard  newspapers,
195

Security loading, 89

Senate Committee on Interstate
Commerce, 30, 15

Sentinel, Waterville, 25

Seymour, Victor, 28

Shame of the Cities, Lincoln
Steffens, 131

Sheridan, J. B., 16, 36, 41

Sherman, Mrs. John D, 32

Shoshone Dam, 210

Siemens-Schukert, 259

Singleton, F. T., ¢8

Skagit River, 211

Sloan, Matthew, 106

Smith, Alired E., 270

Smith, George Otis, 166

Smith, Frank, 25, 27, 29

Snell, Sir John, 257

Social Control of Business,
Maurice Clark, 36

Soule, George, 125 note

South America, 251

Southern California Edison, 3,
6, 39, 129, 180, 181, 182

Southern Pacific, 66

Southern Railway, 274

mgw.inma Bell Telephone Co.,
7

Spalding, Colonel, 186

Spaulding, Willis J., 221

Special Committee on Genera-
tion and Distribution of
Electric Power of the Na-
tional Association of Rail-
way and Utility Comimnis-
sioners, 215

Standard Gas and Electric, 6,
9 33

Standard Power and Light, 3

State regulation, 118, 133, 268
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