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INTRODUCTION 

THE TRIUMPH OF THE PRESENT TENSE 

T HE staircase of history may not exactly echo, 
in Jack London's figure, with the constant 
sound of high heels descending and wooden 

shoes going up, but there does seem to be a consid
erable clatter and crashing of institutions which have 
outlived their social usefulness and been broken by 
their arrogance. The captains and the kings have a 
habit of departing. Every so often we slough off 
ornaments and show our pretentious rulers the door. 
Not often do we go about this business, but every 
so often we do get it done. 

We in the United States cling less to things our 
fathers found good than almost any other nation. 
Other nations have lived in the glamor and memory 
of their great past so long and thoroughly that now 
they have become agricultural hinterland for the 
nations which broke a little with their past. Thus 
we have been told that the building of railroads in 
China was long delayed because of the interference 
with burial fustoms and ancestral graves. We in 
this country have never let our ancestors delay our 
railroads, although the memory of their operations in 
the stocks of the Erie and the New Haven, for ex
ample, lasted long after they were dead. 

Nor do we live in and for the future any more 
than we consciously tie ourselves to the past. Prob
ably not even the pioneers who first crossed the 
Atlantic to settle here, or those who first crossed the 
Alleghenies or the Rockies or· rushed to California 

T 
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in forty-eight had the sense of building a nation, of 
considering the future, to the extent to which we now 
give them credit for such foresight. They seem to 
have been about the business of exchanging a job 

. with small pay for a job with better pay and pros
pects, much as we are about the same business our
selves to-day and with about the same proportion 
falling by the side of the road. Some of them, it is 
true, carried banners calling fer political freedom, 
which would seem to lend weight to the idea that 
they were intending to found a nation on principles. 
To-day the only serious banners being carried are 
those calling for personal freedom for woman, child 
and man, and the interest of most of us is in the 
present. The future, we might say if we even both
ered to think of it, can take care of itself very well: 
inventors are always inventing things. 

What we are subsisting on from day to day is a 
belief that the present isn't so bad; that we might be 
much worse off; that we are better off than are other 
nations; that there is a satisfaction in the possibility 
of buying a better make of car, and that the new car, 
a thorough study of the Book of Etiquette and 
perhaps Dr. Eliot's Five Foot Shelf will soon allow 
us to move in the class and society of the Jones
Smythes; that, in the meantime, we might as well let 
well enough alone: the kids will be having better 
radios and movies than we have ourselves. There is 
enough to worry about to-day without taking on too 
much of the future. And the business of consciously 
planning for the future in any social sense is con
fusing and difficult. 

This triumph of the present tense is useful and 
bafBing. It is useful to those people who have their 
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own plans for what at least the immediate future of 
this country shall give them in financial returns and 
in consequent social standing and who have the 
power to stake out their claims and keep the claim 
stakes hammered down. It is baffling to those people 
who pride themselves upon their hard-mindedness, 
who point out endlessly in the midst of a general in
difference that what a few take possession of the 
rest of us cannot retain possession of; that, by and 
large, only a few people can beat the game either in 
Sioux Corners or Monte Carlo; that the rest of us 
have to act together to get along, and that, if we 
don't look sharply and shrewdly after our own in
terests now, we won't have any interests to look out 
for after a while, no matter how sharp and shrewd 
we have grown to be by that time. 

This sensible conclusion, however, if it is to be of 
consequence requires both an attitude and an energy 
not easily found in the stream of modern tendencies. 
It is neither intellectually easy nor financially profit
able for the individual to break with the dominant 
hierarchy of business. 
-'~f, in our own hard-minded and skeptical moments, 
we doubt that the interests of the big industrialists 
are always and automatically the same as those of 
the rest of us, workers in white collars and workers 
in overalls, we are told a number of interesting 
things which go a long ways to convince us that we 
were wrong to doubt. The American worker, 
farmer and business man are far ahead of their 
European rivals. Our wage and profit level are 
higher. Not only that but we are better off than we 
were some years ago. More people smoke more 
cigarettes and wear more silk stockings and go to 
more movies and own more automobiles and Grand 
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Rapids furniture than ever before and go to better 
schools for longer periods of time and dress better 
and visit the doctor more often and eat more meat 
and burn more electric light. This is told to us 
endlessly by the men who want us to remember it. 
The question of whether or not we are as well off 
as we might be is lost in the ample proof that we are 
better off than Europe, Asia and Africa and better 
off, in a material way, than our fathers were right 
here in this country. . 

From this great pool of pleasant and flattering 
superiority, several conclusions are made to flow at 
high pressure like water through a power plant, to 
light public opinion along certain roads. One of 
them is that the men who have engineered (or 
financed, or merchandised as the case may be) our 
present material superiority may be trusted to con
tinue and increase it still further if we only leave 
them properly alone and continue to throw our 
natural resources and franchises open to them. ' Thus 
the appointment by the President to the F ed
eral Trade Commission, which was established to 
maintain competition and prevent monopolies, (Rf 
men entirely in favor of monopoly; the appointment 
to the Interstate Commerce Commission of men 
whose whole experience and social and personal in
terests are attune with the financiers and managers 
of the railroads; the appointment of men to the 
Radio Commission whose interests are at one with 
those of the electrical industry, and the appointment 
to the Supreme Court to judge valuation cases, of 
men who have been employed by the railroads and 
other public utilities to act as counsel in valuation 
cases,-all are in line with the policy of letting the 
men who now control the industry of the country 
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also have the pleasure and privilege of putting the 
seal of official approval upon the way this same in
dustry is controlled and run. The aim is to take all 
governmental control out of industry. The result is 
to leave industry in political control. It has been 
there a long time. And it is by no means as axio
matic as we are encouraged to assume that such con
trol is in our common interest as either producers or 
consumers. 

In our more skeptical and hard-minded moments, 
when we refuse to take the benevolent intentions of 
great industry on faith and begin to wonder if we 
are not giving up a great deal without any recom
pense at all, we are invited to imagine the prospect 
of the Congress of the United States intimately 
managing an industry! That no one advocates that 
this be done is sloughed over. Not wishing this, we 
are invited to permit industry to have pretty much 
the freedom of activity it desires, to allow it to 
abolish competition, to raise prices, to increase the 
tariff, to exploit our water powers and the like. 
Roughly, this seems to be the intent and purpose of 
most of the current magazine writing intended to dis
credit the legislative branch of the Government. 

Some industries are more successful than others 
in obtaining certain privileges, in staking out a claim 
on the national income. The art of "public rela
tions," as it is called, is showing a constant improve
ment. The crude work of buying legislatures and 
city councils without any pretense of concealment is 
now so behind us that when Mr. Samuel Insull is 
found to be financing both a Republican and a Demo
cratic candidate in th~ Senatorial primaries of Illi
nois, the discovery causes considerable sorrow to 
many of his colleagues in the power industry. After 
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all there are other ways of helping a friend who hal 
pens to be chairman of a public service commissio 
and other ways of getting national legislators to vol 
against government development of a few bi 
national power resources than by buying a seat i 
the Senate. One can, for example, make them dizz 
with statistics collected to prove that the powers-tha 
be can run an industry, even a public utility industr; 
and charge lower rates than can the governmenl 
that the great industrial and financial figures wh 
are the envied idols of our common life are simp] 
humble servants of.the public-they profit most wh 
serve most. Further, for all the light a man uses i 
his home he only spends a cent or two of each doll~ 
of his own income, certainly too small a sum for 
good spender to protest about. There are numbel 
less ways and means of diverting a slightly discor 
tented public opinion. 

The state of mind toward industry thus develOJ: 
ing, in part very naturally from our indifferences an 
in part through some hothouse forcing, is of speci. 
importance to the electric power industry. Its bur! 
into size and significance in our common life l 
not exactly a revolution, but it does accentuate an 
accelerate the industrial revolution that started wit 
the steam engine and changed the character of Wesl 
em civilization and is about the job of cha,nging th 
character of all civilization of the earth. Larg 
scale generation of electric power and its long di! 
tance transmission lead people to remember what th 
coming of steam meant to our common life and t 
wonder whether the coming of electric power is gc 
ing to mean an accentuation and acceleration of th 
same thing. Steam power meant abundance of 
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kind, but it also meant a .terrific struggle on the part 
of labor directly, on the part of the middle class in
directly, to secure even a small division of the in
creased abundance. The capitalism which grew out 
of the fact that steam made large scale industry 
possible and that large scale industry made small 
scale industry more and more impossible, has been 
little of an unmixed blessing. 

This capitalism has on the whole captured the 
benefits of the invention of the steam engine so easily 
that the history-conscious mind is restless in contem
plation of the repetition of the process on a similar 
scale when it comes to the power industry. 

The historical ifs arise: If we had only at the start 
driven a shrewd bargain with these people who were 
going to change the face of nations and the lives of 
people for ten per cent a year instead of giving them 
a free hand to control the hours we got up and the 
clothes we wore and the way we worked and the pay 
we received, we would have been better off than we 
are to-day. If we had even imposed upon them the 
obligation to see that every man they put out of 
work by the introduction of machinery would be 
placed at work elsewhere or would receive as little as 
three months' pay in compensation for the years he 
spent in learning a trade now become useless . • . 
If we had only imposed upon them a sense of re
sponsibility to the community to the effect that any 
prices which gave more than a hundred per cent re
turn every ten years upon the capital invested were 
forbidden usury. .. If we had only provided that 
whenever we decided it was best for the common wel
fare that industry changed hands the owners would 
liquidate their investment out of their excess earn-
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ings . .'. If we had only known at the time that 
an industrial revolution was under way that was go
ing to concentrate wealth and power in a very few 
hands and have the control it now has over our com
mon life, we might have laid in a reserve supply of 
brakebands. We don't exactly welcome the prospect 
of being caught without brakebands again. 

It may be relatively simple to put water into a 
kettle and fire beneath it and produce steam. It was 
not so simple to invent the way to force it through a 
turbine and turn wheels and light houses three hun
dred miles away. In the same way it is easy to drop 
a bucketful of water four feet and observe that it 
land's on the ground with considerable power, as 
much power in fact as eight men have or as is con
tained in one horsepower. It was not so easy to in
vent the way to force that water through a water 
turbine and produce electric energy which can kill 
a man and milk a cow three hundred miles away. 
But once the inventions have been made it becomes a 
matter of staking out and consolidating the greatest 
possible gains. And when a good deal over a hun
dred dollars is invested in mechanical capacity for 
the generation of every horsepower of electric 
energy we have all the complications of engineers in
terested in seeing the wheels go round smoothly, 
managers eager to advance to greater responsibilities 
and owners interested in seeing that the bread they 
have thrown upon the water comes back to them 
manifold. In short a great industry is under way. 
There are even consumers willing to imply that they 
are being charged more than they ought to be 
charged, an implication indignantly denied. Noth· 
ing at all is missing except a little understanding 011 
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the part of outsiders of what it all means. And that 
understanding must begin with some description of 
the power and the glory which is the electrical 
industry. 



CHAPTER I 

THE POWER AND THE GLORY 

SINCE those days when Jehovah was reported 
to have said "Let there be light" and there 
was light, men have been fascinated by the 

contrast between light and darkness. The little lamp 
in the mother's window to guide home the erring son, 
the coastwise lights of England, "the little lights of 
Luna lure me home," the bright lights of Broadway, 
the sentinel beacons which blazed over England the 
news that the Spanish Armada had sailed, the fiery 
cross and the altar light, are all part and parcel of our 
history and our sentiment. Into the mouths of men 
as diverse as Goethe and Cecil Rhodes we have put 
the dying cry, "Light, more light." 

From the smoky oil lights of the ancients and the 
J'ush lights of the nineteenth century we went on to 
the use of natural and artificial gas to break the 
darkness of night, a darkness of dangerous,prowling 
beasts to our ancestors, a darkness of unknown hor
rors to young children, the darkness of footpads and 
murder in our less regenerate days. The change 
was not without its slight humors. In the long gone 
and far away days of the last century when ditches 
were usually dug for melancholy purposes only, some 
forgotten versifier put the wonder of the people into 
words: 

I said, "Old man, why diggest thou that grave, 
In the heart of London town r' 
And the deep-toned voice of the digger replied, 
"We are laying a gas pipe down." 

10 
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Although the flickering, jerky gaslights were sup
plemented after a while with filmy mantles softening 
the color of the light, the cries of "progress, prog
ress," which greeted them never quite drowned out 
the anxious mothers' worries that the children would 
come to harm. The country cousin of those days, 
accustomed to kerosene lamps on the farm, had a 
way of distinguishing himself when he came to the 
city by blowing out the light at night and then light
ing a match to find out where the bad smell came 
from. 

Then the electric light came in, marveled over, 
hailed and acclaimed, and the perversion of the light
giving forces into the way of lethal darkness stopped 
this side of the electric chair. From the incandescent 
lights of Thomas Edison with their carbonized bam
boo filaments and the arc lights of Brush, invention 
and discovery followed until now we have the tung
sten lights, thanks to Dr. Colin C. Fink's experi
ments in the process of drawing ductile tungsten, and 
Langmuir's nitrogen gas-filled bulbs which do not 
blacken. The new tungsten filament gave a whiter 
light, and consumed only one-half of the current per 
candle power which the earlier bulbs consumedr 

thereby reducing the lighting bill of the country by 
millions a month. There is authority for the state~ 
ment that if we were still dependent upon the carbon 
filaments to give forth the nine billion candle power 
now used in this country, our power houses would 
have to bum 35,bOO,000 tons of coal a year instead 
of the 10,000,000 tons now used for that purpose.1 

We know the results. The Mardi Gras of New Or
leans becomes a burst of light. One city presses on 

1 Waldemar Kaempfert in Scie"" cmd Discovery. 



12 POWER CONTROL 

another for the proud title of having the best lighted 
street in America. Just now it is Portland, Oregon, 
making the claim for its Broadway. The Broadway 
of New York City in the Forties glares with 
25,000,000 candle power every night, most of it in 
electric advertising signs, a spectacle which drew 
from G. K. Chesterton the comment that it would be 
a wonderful sight for some one who couldn't read. 

The spread of electric light has gone on and on. 
We are told that there are over seventeen million 
domestic lighting customers of the power and light 
industry, that there were sixty-three million people, 
over fifty-four per cent of our total population, liv
ing in electric lighted dwellings in 1926. On the 
farms the rate of progress has, of course, been 
slower. In 1925, 190,000, or about three per cent of 
the nation's six and one-half million farmers, had 
electric service from private central power stations. 
Some farmers have installed their own Delco plants 
and meet their needs in this way. 

During the same period that the dark nights were 
passing, the industrial revolution was moving on 
from steam-driven engines toward an industrial 
world where the power was furnished by electricity. 
The necessity of keeping the coal mines dry to get 
coal to heat homes has changed into a necessity of 
running them to generate power. The line runs 
from the Newcomen steam mine pump of 17II.and 
the perfected steam engine of Watts, Evans, Corlise 
and Curtis to Faraday's conversion of mechanical 
motion into electric energy (electromagnetic induc
tion), Fourneyron's water turbine (1827) and De 
Laval and Parson's rotary engine. 

From the primitive mills using water power which 
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existed in the eleventh century in Southern Germany 
and Switzerland mechanical evolution in this country 
has brought us to a situation where we have har
nessed to our turbines one-third of the 34,818,000 
horsepower of our streams and rivers that is avail
able ninety per cent of the time and one-fifth of the 
55,030,000 horsepower available half of the time.s 

Much of this power is used directly for manufactur
ing purposes. Five states have almost half of all 
the nation's steam and water power used in manu
facturing establishments.8 The 8,000 private in
dustrial electric plants generate about 11.6 billion 
kilowatts each year. 

The frozen netted cross work of steel and wire 
even outside the walls indicative of the great gener
ators bedded in their cement foundations inside the 
powerhouses, are already a familiar landmark in 
many parts of the country. Great transmission lines, 
their towers "carrying the thunderbolt captive on 
their shoulders," , indicate to the smallest schoolboy 
in the country town that he is living in the electric 
age. 

Nor are we alone in the use of electric power. As 
a country we use more than England, France, Ger-. 
many and all other nations combined, but in the de
velopment for each inhabitant, Switzerland, Canada, 

a A horsepower is regarded as sufficient to lift 550 pounds one 
foot in one second. 

• I. Pennsylvania 3,457,471 h.p. 15.1% of the nation 
2. Ohio 2,291,179 .. 10.3" "" " 
3. New York 2,208,621 " 9.9" .. II 

4- Illinois 1,587.586 .. 7.2" .... .. 
S. Massachusetts 1..346.591 .. 6.5" .. .. 

11.891,448 .. 49.0 II .. .. 

111 See article by Robert W. Bruere in Survey, March, 1924-
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and Norway are ahead of us. The River Shannon 
has a power plant three miles north of Limerick. 
The Jordan is harnessed. Lake Belice above Pa
lermo will furnish 25 million kilowatt hours an
nually for the use of 11 Duce's loyal people. Anina 
and Arad in Rumania sport power plants. The 
union of Socialist Soviet Republics plans to push the 
rush of the Dnieper into wires. The rocky moun
tains of New Zealand are said to furnish 24,000 
horsepower at Mongasao. Franco de Lobo in Spain 
puts up a great plant. The stimulating shock of 
electric energy seems to be reaching to the far corners 
of the earth. 

We have gone far from the days thirty-five years 
ago when the generation and transmission of multi
phase alternating currents on a large scale was 
first successfully demonstrated at Niagara Falls, and 
when on the Pacific Coast they found it possible to 
transmit current over two hundred miles. Yet, as 
men have pointed out, these were once Rubicons to 
cross, and engineers in the industry live to-day who 
were among those to make the crossing. Now in 
times of need power can be shot across watersheds 
and divides from State to State. In November, 
1926, the closing of a switch in the Clarion River 
Station tied together interconnected transmission 
lines stretching from Boston to Milwaukee. No 
great amount of power was transmitted. It was a 
symbol, a challenging boast as to who indeed would 
have the temerity "to place a limit to the giant's un
chained strength." 

What next? Already we have automatic plants. 
There is one generating 3,000 horsepower on the 
St. Regis River in New York State. We go up in 
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the air and make aerial surveys for transmission 
lines. 1924 saw four steam plants of over 100,000 
kilowatt capacity.· The Insull interests are putting 
up a million kilowatt generating station on the shore 
of Lake Michigan. A plan is under way to harness 
the tides at Passamaquoddy and Cobscook Bays in 
Maine, which are expected to develop 600,000 horse
power. 

What next, indeed? Marconi says that trans
ference of power by radio is a possibility. A mem
ber of the French Academy of Science seriously 
considers the possibility of using the two tempera
tures of the tropical ocean to run industry there. 
The idea is a simple one. The surface temperature 
of the sea in the torrid zone is about 84 degrees 
Fahrenheit. The temperature at a depth of over 
2,000 feet is about 40 degrees. The author's plan is 
to use a vacuum pump to reduce the atmospheric 
pressure on the warm top water and cause it to boil. 
The steam generated in this way is condensed by the 
almost freezing bottom water. A further vacuum is 
thus created and the stream rushing in to fill this 
pushes the blades of a turbine and its shaft, and this 
drives a dynamo. This may be some distance in the 
future, but after all, who can dare to set a limit? 

The character of the industry changes with inven
tion. The industry now furnishes us light and power 
and in some cases heat in the form of gas. While 
water power plants will remain water power plants, 
considerable change is possible in the functioning of 

I KearneY. N. J. (The Public Service Elec;tric and Gas). 
Crawford Avenue Station (Commonwealth Edison). East River 
Station (New York Edison). Richard Station (Philadelphia 
Electric). One kilowatt equals 1.34 horsepower. 
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the coal-burning central station plants which will 
probably always produce the major part of the power 
of the nation. At these plants a combination of the 

'light, power, heat and gasoline producing industries 
is possible. Ordinary city gas is distilled from coal 
at a high temperature, between I,600 and 2,200 de
grees Fahrenheit. The by-products of the distillation 
are ammonia, benzol and tar. The latter had no 
commercial value until the synthetic dye and chemi
cal industry was developed, and the tar became the 
raw material for some ten thousand drugs, medicines, 
antiseptics, perfumes, explosives and photographic 
developers. Experimentation with low temperature 
distillation produced a semi-coke which is hailed as 
the artificial smokeless fuel of the future. But be
cause the process produces so much tar for which 
there is at present no great market, the low tempera
ture coking plants have not been profitable. 

In any case we have plenty of coal for years and 
years. There is more likely to be a shortage of 
gasoline, however, than of coal in the near future. 
Germany, essentially an industrial country, found 
itself without oil. Its scientists went at the process 
of developing it from coal. Professor Friederich 
Bergius has developed a commercially successful 
process which is now controlled by the Royal Dutch
Shell Company, a great British interest, and two 
German companies.· Their two factories produce a 
million barrels of gasoline and other motor oils a 
year. He ground the coal into powder, mixed it 
with a little oil and kept the temperature under 800 
degrees, forced in hydrogen at high pressure, and, 
by cracking. the large molecules into smaller ones, 

8 The German companies have given American rights to one 
of the Standard Oil group. 



THE POWER AND THE GLORY 17 

produced motor oil. Out of a ton of bituminous coal 
he produces about 50 per cent gasoline, some mixed 
gasoline and oil, and fuel oil. If oil exhaustion in 
this country is really threatened within the few years 
mentioned by oil engineers, the high price of gasoline 
may force an extraction of the fuel from coal, which 
may do something toward adjusting the overproduc
tion in the coal industry and make possible some new 
concentration of control. 

This is our wonderland. The development of the 
electrical industry is certainly dramatic enough to 
make you open your eyes and your mouth. Did you 
know that the States around the Great Lakes alone 
are expected to use as much energy in 1950 as the 
whole country used in 1925, a matter of over 50 
billion kilowatt hours? Did you know that they 
are baking dolls' heads with electric power? Did you 
know that they are refrigerating ice cream in the 
retail stores with electrical current in place of the 
fifty pounds of ice they formerly used for each gal
lon of ice cream? Did you know that a modern 
battleship of the Constitution type has a generating 
plant of 180,000 horsepower capacity? Did you 
know that the power plants are using one and one
half tons of coal a second to generate the nation's 
power? Did you know that transmission towers 
460 feet high have been built to span the San Joaquin 
and Sacramento rivers in California? Did you know 
that the city of Milwaukee is getting a new name 
for itself by low temperature carbonization of coal 
to get the by-products,-tars, dyes, drugs and gases, 
--on a commercial basis? Did you know that 
wherever a farmer has to pay IS cents a 100 pounds 
to have feed ground and is able to purchase electricity 
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for eight cents a kilowatt hour, he can, by grinding 
his own feed, save one-third of his normal cost, and, 
in addition to that, the time and labor of hauling the 
feed to and from the mill? Did you know that cheap 
power is transforming the agricultural South into an 
industrial South, with almost six million installed 
horsepower? Did you know that a plant with an 
installed capacity of over 10,000 kilowatts generates 
almost eight times as many kilowatt hours per kilo
watt installed as one with an installed capacity of 
under 300 kilowatts (2,525 kwh. as compared with 
334)? Did you know that San Francisco and Los 
Angeles are electrified with current from the Sierras 
300 miles away? Did you know that there are only 
around 200,000 employees in the central station in
dustry in the country? Did you know that by con
necting up the cities of Hartford, Turners Falls and 
Springfield a thousand tons of coal a week were 
saved? 

These spectacular engineering achievements not 
only make us open our eyes and mouths in wonder
ment; they likewise cause us to project the engineer 
as the hero of the industry. He and his works are 
the outward and visible signs of what we are urged 
to believe is an inward and spiritual grace. A good 
many financial doubts have gone with our open
mouthed adt:niration at massive powerhouses and 
long-distance transmission lines. There is high 
authority for attributing our whole American wage 
level to the efforts of our electrical engineers. For 
is not our wage superiority to England or Japan 
directly proportional to our greater use of power? 
Whatever may be true of wages, certainly these en
gineers have done more to carry the Rooseveltian 
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anti-trust movement on their shoulders to its grave 
than have the power financiers. 

Behind our admiration for achievement and our 
Anglo-Saxon fondness for seeing the wheels go 
round, the great bulk of the billion dollar investment 
in the industry has been passing into fewer and fewer 
hands. Our regulatory commissions have been 
gradually boxed into ineffectiveness. Our various 
other efforts to control the industry have not been 
too successful. It stands united against those who 
want to put up a few yardsticks by which its service 
to all of us as consumers can be measured. And in 
the union of an eight billion dollar industry there is 
considerable political strength. 

We are still in somewhat the same stage as the 
people who larked and took a holiday on the first 
railroad trains, who massed before the shop windows 
in Philadelphia and Boston to see the first gas lights 
burn. The claims which the railroad and gas com
panies were to stake out for themselves on the 
nation's income were not dreamed of then. \Ve did 
not foresee their power in the nation. Now we are 
just beginning to see the field which the electric 
light and power industry has staked out for itself in 
the national life. We are beginning to see its some
what unsporting intolerance toward the mildest sort 
of competition. We are just beginning to see that 
we cannot develop a single one of our great natural 
resources ourselves without a vitriolic attack on our 
presumptuousness. We are just beginning to see 
that not a light will burn, not a wheel turn in the 
whole country, without increasing the industry'S 
claim upon the national income. The glory the en-
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gineers have"" wrung for themselves is sold to us by 
the holding companies. It is a working arrangement. 
It meets the American pragmatic test; it works. 
But we pay the bill. 

The men of the power industry who stand behind 
and in the shadow of the engineers know what they 
want. So they have one simple aim, that the people 
say, "Oh I" and "Ah I" and that theirs be the power 
and the glory forever. 



CHAPTER II 

PROPAGANDA TECHNIQUE 

I Na democracy of the type of the United States, 
if the electrical industry is to succeed in im
pressing upon the people its claims to "power 

and glory," it must bring its case constantly before 
the attention of the public. Hence the necessity of 
developing an extensive propaganda machine with
in the industry. This the industry has done in a 
most effective manner. In the following pages we 
are indicating something of the ramifications of that 
pUblicity machine. We are not here primarily con
cerned in pointing out whether the facts presented to 
the public by means of this propaganda are correct 
or incorrect, except in a few cases of gross mis
statement. We are here principally concerned 
in showing that the public utilities are now en
gaged in propagating their point of view on an 
enormous scale in this country. This is being done 
through numerous channels. 

Like many other industries, the electrical industry 
has special trade associations. One or more electrical 
associations exists in every state representative of 
its state companies, and these are usually affiliated 
with the national organization, the National Electric 
Light Association. 

The latter association holds annual conventions, 
as well as district conventions, such as that of 
the Northwest Geographic Division and the Middle 

21 
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West Power Conference. These associations initiate 
researches into the extension of electricity into city 
and rural areas, and the use of electrical appliances 
in the home and the farm, etc., in cooperation with 
interested groups, such as the Home Bureaus, the 
Grange, women's clubs, the domestic science and 
agricultural departments of universities, etc. 

The power companies maintain locally their own 
domestic science departments run by attractive young 
men and women who compile dainty recipes that can 
be cooked on electric stoves, frozen delights that 
emerge ,from the electric refrigerator, who give ad
vice as to the use of washing machines, and so on. 

Many of these activities are legitimate and useful 
educational work. The inertia of the human race 
makes it necessary to demonstrate to the average 
housewife and farmer the advantages of new electric 
appliances. Psychologists have shown that children 
seem to have an instinctive fear of unaccustomed 
mechanical devices, and this seems to apply to adults 
who have been committed for years to broom, gas, 
horses or hand washed clothes. The Ontario Hydro 
Commission maintains an educational department 
that is constantly testing and demonstrating appli
ances and helping its customers to work out the most 
effective use for them. 

In the United States this educational work is not 
free from other motives. The same domestic science 
expert who reveals the mysteries of the electric stove 
is also adept at explaining why the rate must be as 
high as it is. She has been given a superficial ac
count of production costs, overhead, etc., by her 
superior officers, and this she recites to the dazed 
consumer who hardly understands a word and is 
humbled and awe-struck by the complexity and ex-
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pensiveness of the electrical industry. The same offi
cials who cooperate with the women's clubs or farm 
organizations have probably learned by heart the 
Handbook for Speakers issued by the National 
Electric Light Association describing the miracles 
already wrought by the industry and the dangers of 
government operation. 

The industry reaches public OpinIOn not only 
through its ever busy employees who are engaged in 
the dual task of selling goods and "selling" the idea 
of private control. It is constantly at work feeding 
the public with elaborate and attractive literature, in
jecting into the stream of public opinion literally 
tons of leaflets and electrifying the public with elo
quent orations delivered by its corps 9f speakers. In 
1921 a Public Relations Section of the National 
Electric Light Association was organized to reach 
public opinion, a section which, during the year 
ending June 30, 1926, reported an income of 
$252,3°0.26 out of a total income to the association 
of $1,056,673.84.1 

This section does its work partly through com
mittees, including the Customer Ownership Commit
tee, the Women's Committee, the Committee on Re
lations with Educational Institutions, the Committee 
on Relations with Banking Institutions, the Public 
Speaking Committee, the Information Bureau organ
izations, etc. The goal of the Public Relations Sec
tion, according to W. A. Jones, its chairman, is three 
fold: to enable the utilities to borrow money on 
good terms, to increase sales to the public and to 
obtain fair regulation. The state organizations and 

1 See Convention Report N.E.L.A., Appendix I. 
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the various utility companies have also organized 
formal or informal sections or departments for keep
ing contact with the public mind. 

In 1927, six years after the organization of the 
Public Relations Section of the National Electric 
Light Association, the Association joined with the 
American Electric Railway Association, and the 
American Gas Association in the formation of a 
Joint Committee of National Utility Associations, 
the most extensive publicity bureau ever organized 
by private corporations in America. 

George B. Cortelyou, President of the Consoli
dated Gas Company of New York, ex-Secretary of 
the Treasury, ex-Chairman of the National Com
mittee of the Republican Party and director of many 
public utility companies, was selected the committee's 
chairman, and Philip H. Gadsen, vice-president of 
the United Gas Improvement Company, the vice
chairman. The committee represents, according to 
Chairman Cortelyou, corporations with an invested 
capital of $17,500,000,000. It is definitely in the 
field to combat movements toward greater govern
ment control over the public utility field. 

"We shall try among other things," declared Mr. 
Cortelyou in his address in Oeveland at a meeting of 
the Advisory Committee of the American Electric 
Railway Association," "to demonstrate that the entry 
of Government, whether national, state or local, into 
this field (of public utilities) is constitutionally un
safe, politically unwise, economically unsound and 
competitively unfair." 

The committee, with headquarters in New York 
City, prepares a weekly digest, which it sends ex-

I New Y /Wi Times, October 5, 1927. 
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tensive1y among the press and public utility corpora
tions of the country, is preparing a formidable 
pamphlet literature on Boulder Dam, and on various 
problems of public utilities, and its speakers and 
legislative agents are becoming increasingly active. 

Influencing the Written and Spoken Word 

In the nature of the case, the industry endeavors 
to utilize the good services of the newspapers to 
present its case. Discussing the best means of 
"securing the public's confidence," the editor of the 
Electrical World quotes with approval the statement 
of one executive that the industry should "take the 
newspaper fellows into your confidence," "buy white 
space in as many newspapers as your appropriation 
will consistently permit" and "use that space per
sistently and stick to the truth." "Emphasis," runs 
the editorial, "is given the newspaper because it 
affords the cheapest and quickest means of getting 
a utility's story to the people." And when the policy 
of advertising is consistently followed, "the fellow 
on the outside who wants to put 'the public be 
damned' words into a utility's mouth will not find it 
quite so easy to get his 'letter to the editor' printed 
at the top of the column with a display head." a 

The industry in many instances has followed the 
advice of the Electrical World and, according to an 
estimate in the National Electric Light Association 
Bulletin for August, 1927, the electric light and 
power companies were planning to spend no less 
than $10,000,000 in 1927 for newspaper advertising 
and the public utilities in general around $28,000,000, 
as compared with $14,000,000 in 1922. The in-

• Electrical World, September 10, 1927. p. 518. 
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dustry has often found that such advertising has not 
only had a direct effect on the readers of the "ads," 
but that it has had a very powerful indirect effect 
on the editorial columns and on the news stories. 

The well paid publicity agents of the utilities and 
their respective associations are constantly feeding 
the papers with "news" regarding the electrical in
dustry. The New York State Committee on Public 
Utility Information sends a weekly bulletin, the 
Utility Bulletin, published under the auspices of the 
Empire State Gas and Electric Association, to prac
tically ~very paper-in the neighborhood of 1,000-
in the state and other state associations do likewise. 
The bulletin gives "facts" regarding the industry, 
mentions coming conventions, and incidentally re
gales the public with the "voluntary rate reductions" 
in the electric and gas industries and an account of 
the "failures" of public concerns. Other state groups 
publish similar sheets. A large part of the material 
in some of the bulletins is syndicated. These sheets, 
in many instances, are sent to college professors and 
other strategic individuals and institutions, as well as 
to the press. The weekly service of the Joint Com
mittee of National Utility Associations has been re
ferred to. Again let us say that we are not here 
arguing the correctness of the claims set forth in 
these bulletins, but are merely recording the fact that 
such statements are disseminated by the industry on 
a very large scale. 

Of late the electrical industry is also seeing the 
very great publicity value of the radio in its cam
paign of "education." Thus, in dealing with the 
public relations methods of the Edison Electric 
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Illuminating Company of Boston, one of the speakers 
recently declared: 

"This company feels that its establishment of a 
broadcasting station with a well planned program of 
entertainment has had a marked influence in reaching 
and obtaining public attention and good feeling." , 

Throughout the country, the electrical interests 
have tied up with the great radio stations. The 
National Broadcasting Company, the greatest of 
these agencies, which has affiliated with it an ever 
increasing number of stations and owns in New 
York WEAF and WJZ, the two outstanding metro
politan stations, is controlled by the General Electric 
Company, the Westinghouse Corporation and the 
Radio Corporation of America. President M. H. 
Aylesworth of this Company was formerly pUblicity 
director of the National Electric Light Association. 
The New York Edison Company has a weekly radio 
hour advertising the company and other electrical 
utilities are doing likewise. Scores of addresses are 
constantly being given at radio stations throughout 
the country on the wonders of the electrical industry 
under private ownership and control, while the ad
vocates of public owriership find less easy access to 
the air. 

Nor do the orators for the electrical industry con
fine their efforts to the radio audiences. They take 
advantage of every opportunity to deliver their 
message from the platform and in the 1927 report 
of the Public Relations Section of the N.E.L.A., the 
section's chairman reported that the Public Speaking 
Committee of the Association had helped to schedule 
some 18,000 talks before civic bodies, with audiences 
approximating 2,000,000 people. Illustrated lectures 

'N.E.L.A. Bulletin. July, 1927. p. 394-
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are considered especially effective. In these lectures 
the technical and the social aspects of the industry 
are both touched upon. 

In the form of propaganda literature, the electrical 
industry publishes not only bulletins, but many 
magazines, pamphlets, leaflets and weighty volumes 
on technical and public aspects of electrical energy. 

In the 1926 report of the Public Relations Section 
of the N.E.L.A., it was estimated that this depart
ment during the year received $II9,o54.31-prob
ably chiefly from affiliated companies-for its 
pamphlet literature. Both the speakers sent out \)y 
the industry and the pamphlets prepared for it
many of the pamphlets are reprints of addresses 
given at some important gathering-draw deep satis
faction from the fact that, despite the rising costs of 
labor and materials, electric light rates did not rise 
during the war and have come down since the war. 
This information is generally accompanied by strik
ing charts showing the downward trend of electric 
light rates and the upward trend of all other com
modities. It usually conveys, however, not a word 
about costs' per kilowatt hour, even in 1913 prices; 
not a word about the great mechanical inventions that 
have reduced these costs; not a word about the re
lationship of rates to a rapidly expanding service; not 
a word about the growing profits of the industry
considerations which, as will be shown in a later 
chapter, are vital to any valid conclusions on the 
reasonableness of present rates" 

Over and qver again in this literature we are told 
that the state is a poor business man. Ontario's 
experiment in public ownership is submitted to ridi

I See Chapter IV. 
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cule and "facts" regarding this experiment are given 
-"facts," the critics of the industry claim, which 
the people of Ontario at times fail to recognize. 
The decrease in the number of municipal plants is 
hailed as a proof of the pudding, although the fact 
that small privately run plants are also rapidly dis
appearing is not generally mentioned. Russia is 
occasionally brought in as an awful example, war
time government extravagance is claimed to be the 
rule, and those who advocate government operation 
are usually dismissed as demagogues playing upon 
the prejudices of the ignorant. 

The Goddess of History must sometimes smile at 
the way the companies approve in this literature of 
the Federal Power Act. The reader might almost 
think that this Act had sprung full grown from the 
composite head of the dectrical corporations when, 
as a matter of fact, the electrical interests fought it 
bitterly for many years. It is now regarded as an 
agreeable alternative to government operation. The 
"deplorable" consequences of the government opera
tion of either Muscle Shoals or Boulder Dam are 
vigorously set forth in many leaflets circulated by 
the companies. 

No opportunity is missed to cite the alleged weak
nesses of public ownership and the advantages of 
private initiative. The pamphlets on Boulder Dam, 
for instance, published by the Joint Committee of 
National Utility Associations and edited by Dr. 
Frank Bohn, erstwhile co-author with William D. 
Haywood of Industrial Socialism, and a frequent 
contributor on power problems in the country's press, 
bristle with denunciation of the "wild cat government 
activity in the water power business" which is urged 
by advocates of public devdopment at Boulder Dam, 
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activity that "would spell ruin and paralysis to our 
successful national policy of creating this great in
dustry by private capital and initiative." • 

Certain readers have expressed their wonder why 
so much energy is wasted in fighting the l;irth of an 
experiment that appears to be doomed to failure 
from the first. Why not try the experiment in public 
ownership, one might argue, so that the people 
might learn once for all from actual experience? Is 
it possible that the industry is just a little doubtful 
as to whether failure under public development is 
inevitable? 

Some of the larger studies subsidized by the in
dustry have evoked the greatest degree of criticism. 
Several years ago the National Electric Light Asso
ciation sponsored a study of the Ontario Hydro
Electric Power Commission by W. S. Murray, en
gineer. Mr. Murray's report was an elaborate one. 
It was widely circulated in the nation's libraries. It 
invited a reply from the Ontario Hydro-Electric 
Power Commission. Sir Adam Beck of the Com
mission commented caustically, among other things, 
on Mr. Murray's comparison between the cost of 
street lighting per capita in the city of Buffalo, under 
private ownership, and that in Toronto under public 
ownership. Murray had maintained that the Buffalo 
rate of lighting streets with electricity was 60 cents 
per capita in Buffalo as compared with 67 cents in 
Toronto.· In making his comparison, observed the 
Commission, Mr. Murray overlooked one fact. In 
Buffalo about one-half of the street lights were elec
tric lights and about one-half gas or gasoline lights, 
whereas in Toronto all the stre~ lights were electric 

• See The Boulder Can;yotJ Dam. p. IS-
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lights. The author had thus taken, as the Refutation 
by the Hydro-Electric Commission shows, "less than 
one-half of the total cost of street lighting in Buffalo 
and then compared it with the whole cost of all the 
street lighting in Toronto." "Had Mr. Murray 
used the figures necessary to effect a correct com
parison," continued Sir Adam Beck, "then he would 
have had to say that, in 1920, the total cost of street 
lighting per capita in Buffalo was $1. 1 5 and not 60 
cents per capita as he has incorrectly stated." 

In some instances, the various electrical industries 
have spent thousands of dollars in circulating reports 
which, by direction or indirection, have obtained the 
stamp of governmental approval and an appearance 
of impartiality, but which are, in reality, a part of a 
definite propaganda campaign. An apparent example 
of such is a study of Samuel S. \Vyer on "Niagara 
Falls: Its Power Possibilities and Preservation" and 
published in 1925 by the Smithsonian Institute, with 
an Introduction by Charles D. \Valcott, Secretary 
of the Institute. 

This report gives, among other things, a compari
son between the rates in Ontario and those in the 
United States. In explaining the reasons for the 
low rates under public ownership in Ontario, it de
clares that the hydro-electric system there is not 
taxed, that power customers have to help pay for the 
cost of delivering cheap electricity to domestic con
sumers and that $19,000,000 of the cost of building 
the system was not at the time of writing included 
in the electricity rates. These contentions, among 
others, have not gone entirely unchallenged. Sir 
Adam Beck, in dealing with the question of taxation, 
said: "The Hydro-Electric Power Commission pays 
taxes both to municipalities and to the Provincial 
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Government, to the extent of hundreds of thousands 
of dollars annually, not only on land which it occu
pies, but in connection with other properties which 
it operates. In addition, the Commission has paid 
millions of dollars in customs duties to the govern
ment of Canada, directly and indirectly, on materials 
and equipment which must be imported from the 
United States and other countries,-a charge for 
which there is no similar expense of comparable 
magnitude in the construction and operation of 
United States utilities." , 

To the assertion that the domestic consumers are 
given lower rates than is justified as compared with 
the power consumers, Sir Adam replied that each 
municipality in Ontario "is required to keep its de
tailed records in such form as to permit of an accu
rate allocation of all costs to each class of service; 
these records are analyzed annually, and if in any 
year any class is found to have been bearing either 
more or less than the actual cost of its own service, 
the rates for the succeeding year are adjusted to 
correct such a condition." 8 

On the other hand, he maintained, "the most 
cursory examination of relative rates as between 
domestic and industrial consumers in many cities of 
the United States will show excessive disparity. Al
though it is true that the cost per kilowatt ho~r sold 
is, in general, greater for residential service than for 
power service, the differences in cost can hardly be 
so great as the differences in rates charged in certain 
cities of the United States. It is, for example, 
hardly possible that the average cost per kilowatt 

T Misstatements and MisrepresentatiOfl.l COfItained in aRe
pori Published by the SmithsOflian Institute (1925), p. 'I. 

8 Ibid., p. 190 
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hour sold to domestic consumers over a whole city 
should be more than ten times as great as the corre
sponding average cost per kilowatt hour to the in
dustrial consumers of the same city, yet, in certain 
instances which have come to the Commission's atten
tion, the 'government regulated' private utilities in 
the United States charged actually ten times as much, 
per kilowatt hour sold, to domestic consumers, the 
averages including all the consumers in the two 
classes over the whole city." 8 

To Mr. Wyer's charge that $19,000,000 of the 
cost of the system had not been included in the 
power rate, and that the consumers had failed to pay 
the full cost, Sir Adam Beck maintained that, not
withstanding its low rates, the Commission had, by 
that time, collected from its customers about 
$7,000,000 in excess of cost, as Mr. Wyer defined 
the term, and that, furthermore, the municipalities 
had collected from their customers additional sums 
amounting to about $15,500,000 in excess of this 
"cost" of serving their consumers. 

The power industry has also given wide circula
tion to outside studies such as Professor Mavor's 
Niagara in Politics, which consists chiefly of an at
tempt to prove that the Hydro-Electric Commission 
in Ontario has sought to dominate the politics of the 
Province, an accusation which many political leaders 
have denied; and more recently Ernest Greenwood's 
Aladdin, U.S.A., a clever book containing numer
ous misstatements. It often uses other channels 
of propaganda, such as insurance companies 10 and 
"disinterested" public men. Judson King shows this 
strikingly in Bulletin 115 of the National PopUlar 
Government League. 

!I Ibid., p. 9-
10 See Chapter VIII. 
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It has been exceedingly solicitous about reaching 
the schools and colleges and has seen to it that vast 
quantities of literature were distributed free to 
school and college libraries and among college pro
fessors. It has watched with an eagle eye the use of 
text books in the schools; has prepared text books 
that would give its point of view and has agitated 
for the removal of books favorable to public owner
ship. Its committee on Relations with Educational 
Institutions, in the 1927 convention of the National 
Electric Light Association, complained that eight 
states used books favoring government ownership. 
To combat such a condition, it maintained, was one 
of the aims of this committee. 

In certain instances the industry has spent large 
sums in the promotion of research work along public 
utility lines in the colleges. 

The chairman of the Public Relations Section in 
the 1926 convention, in dealing with the coOperation 
of the industry with educational institutions, declared 
that outstanding development of the year's work 
was the inauguration "under the financial support 
of the Association-under the generous financial 
support of the Association--<>f research work in 
public utility management at Harvard University 
and in the Institute of Research in Land Economics 
and Public Utilities housed at Northwestern 
University." 

If the chairman had any word of disapproval as 
to the conduct of the faculty at Northwestern Uni
versity, which received several thousand dollars for 
research purposes, he did not voice it. At Harvard, 
however, which had likewise been given a generous 
appropriation for utility research work, the case was 
different. Professor William Z. Ripley, Profes-
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sor of Political Economy at Harvard, had, however, 
taken occasion, during the year, in the face of the 
industry's gift to that institution, to question some 
of the financial practices of the public utilities.ll 
This proved a surprise and disappointment to many 
in the electrical industry, and caused the following 
comment from the chairman of the Section: 

"The Association found itself somewhat in the 
position of having got hold of something by the tail, 
and not quite being able to let go and not knowing 
quite where the two beasts were going to carry 
it. ... 

"During the year there have been two outbursts 
in particular in the published papers of economic 
journals which have rather stirred up some of the 
members of our Association. These came from one 
of the institutions to which we are giving some 
financial support. . . . 

"There are two aspects of the organization of 
educational institutions which may not be entirely 
clear to us. . . . The individual mule in the team of 
twenty must be allowed to kick over the traces once 
in a while if he will. Otherwise the search for truth, 
the advancement of truth, the very credibility of the 
institution suffers. 

"And so if occasionally a professor breaks loose 
on stuff that does not please us, let us bear in mind 
always that he may not be expressing the consensus 
of opinion of his colleagues. . . • 

"The one suggestion I would offer is that the pro
fessor is most amenable to inspiration. If we can 
be sure that we have got hold, with reference to our 
industry, of the will of Jehovah, perhaps we may 

11 See Professor Ripley's subsequent book on Main SI,.ed 
and Wall SI,.eel (1927). Boston, Little, Brown & Co. 
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also play the part of Jehovah in putting into the 
mouth of the particular Balaam, whom we are ask
ing to go forth, something of the truth which we 
would like, which we have a right to expect to have, 
prophesied." 11 

The industry has during the last few years made a 
special effort to reach the women members of the 
community and to see that ev~ry inquiring women's 
club is given the correct view of the situation. 

A special Women's Committee, as has been said, 
has been organized by the National Electric Light 
Association to interest women's clubs, and literature 
is specially prepared for the home-maker. Thus we 
find Your Servants the Public Utilities, a pamphlet 
prepared by the Women's Section of the N. Y. State 
Committee on Public Utility Information, purport
ing to come from "the women engaged in the busi
ness of furnishing gas and electric service to the 
public," and who as such "appreciate the importance 
of their service to the millions of other women" de
pendent on such service. The pamphlet endeavors to 
prove that the industry is owned by the people, is 
efficiently and soundly run, is adequately regulated 
and deals honestly with its consumers. It sets forth 
the community's duty as that of paying enough to 
cover costs of operation and to yield a fair return 
to the company, and urges the hearty coOperation of 
the women with its management. Like other of the 
utility literature, it fails, however, to burden the 
women's mind with facts on holding companies, in
flated values, increased profits, decreased costs, the 
corporation's fights against reduced rates, etc. 

11 Convention Report, N.E.LA., 1921>. pp. 310011. 
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The farmers are another class in the community 
which have been carefully cultivated by the publicity 
bureaus of the electrical industry. Literature and 
lecturers have been freely supplied to their organiza
tions, radios in farm communities have been utilized 
and boiler plate matter has been generously supplied 
to their press. In California, for instance, lecturers, 
ostensibly representative of the State Grange and 
other farm groups for years have traveled from 
one farm organization to another attacking pub
lic ownership policies. A recent pamphlet given 
wide distribution among California farms, entitled 
"American Agriculture and Putrid Politics," and 
written by one of these lecturers, deals with Muscle 
Shoals and Boulder Dam, and vigorously attacks the 
proposals for public development. This pamphlet 
contains at its head the following: "Reprinted from 
October, 1927, California Farm Bureau Monthlies 
and the California State Grange Bulletin and dis
tributed by the California Farmers' Union, and 
broadcast over California Farm Bureau Station 
KQW at San Jose as a part of the California Farm 
Bureau Evening Radio News 499th Daily Edition." 
Despite the inference in the above, the Farm Bureau 
claims that it has not authorized the distribution of 
the pamphlet. 

The Industry in Politics 

The industry has not confined its attention to 
mere general educational propaganda. It has sent 
its highly paid publicity men and experts to lobby 
for it at practically every state and national legisla
tive session where the question of the industry was 
likely to come up for legislative action. 
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The utility companies have likewise taken a very 
active part in a number of political campaigns. Per
haps a classic example of its activities is the cam
paign urged by the California electrical corporations 
against the proposed Water and Power Act, an act 
for the public development of the state's power re
sources, submitted in 1922 to the people of California 
in the fall election. The power interests opposed this 
proposed Water and Power Act and expended large 
sums of money in opposition.· The extent of their 
participation was not known until after the campaign 
when the Jones Legislative Investigating Commit
tee was appointed to investigate the matter. Before 
this committee corporation executives and agents 
admitted the expenditure of $501,605.68 to defeat 
the measure. 

Eustace Cullinan, head of the so-called Greater 
California League, told the committee in his testi
mony of January 30, 1923, in the course of a search
ing examination, that his organization alone had ex
pended $244,941.04 in opposition to the act. His 
League, he stated, "never had a meeting. . . . I ap
pointed myself president (at a salary of $25,000). I 
was employed by the power companies, through Mr. 
John S. Drum (director of the Pacific Gas and 
Electric Company and the California Gas and Elec
tric Corporation and formerly president of the 
American Bankers' Association), who met with 
myself, after the employment, and organized the 
Greater California League. • • . Noone had access 
to the account .except myself." 

He received the money, he declared, from six 
power companies. The Pacific Gas and Electric 
Company was the largest contributor, with a sub-
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scription of $133,947.80. The other contributions 
were approximately as follows: 

Great Western Power Company ......... $45,589.20 
San Joaquin Light and Power Corporation 16,205.00 
Western States Gas and Electric Company 16,205.00 
California-Oregon Power Company ...... 4,706.00 
Snow Mountain Water and Power Company 175.00 

One means of reaching the voters, according to 
Mr. Cullinan, was to prepare leaflets against the 
Water and Power bill, and to have these leaflets sent 
to about thirty bond houses of the city and slipped 
into envelopes with other printed matter of these 
houses. The leaflets contained the imprint of the 
bond hou~es mailing them, and appeared to the voters 
as literature especially prepared by these houses. 
The public service corporations contributing money 
never asked for any accounting nor did they set any 
limit to the expenditure allowed. 

During the campaign, the power interests em
ployed several leaders of the community to influence 
their respective groups against the Water and Power 
Act. 

One of these leaders was P. H. McCarthy, for 
years State president of the Building Trades Council. 
Mr. McCarthy was employed by John A. Britton, 
manager of the Pacific Gas and Electric Company, 
during two or three months' period at the end of the 
campaign at a compensation of $10,000 to "do all 
that he could with the Building Trades organiza
tion in educating them against the act." Mr. Britton 
never inquired what McCarthy did with the money; 
but he "could feel the influence of Mr. McCarthy's 
employment almost immediately, in the reaction 
among the laboring element." 
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George Skaller, Secretary-Manager of the Civic 
League of Improvement organizations, was also re
garded by the power interests as a strategic molder 
of civic (;pinion. After the Civic League went on 
record against the proposed act, Mr. Skaller visited 
Mr. Britton and secured for his organization a check 
for $4,000, and for his personal serVices during the 
last month of the campaign the sum of $2,000. Mr. 
Skaller, testified Manager Britton, was, like Mc
Carthy, "a man of very wide atquaintance, and about 
that time, we were getting a little alarmed; we didn't 
know whether the people were going to see the sanity 
of the'thing in fighting against the act-a little ap
prehensive-and we were reaching out for every 
avenue, legitimately, that we could to inform 
people." The $4,000 was used up in postage in mail
ing out literature to civic bodies and citizens sup
plied to the Civic League by Mr. Cullinan. 

Nor were social leaders neglected. The same 
witness stated that he had paid one woman prominent 
in social club circles $1,000 for "her extended 
acquaintance." "It occurred to me," he said, "it 
would be a very good opportunity to get an entree 
into these clubs through her to educate the women 
particularly in the viciousness of that act-and she 
did her duty well too. I'll tell you she did her duty 
very we]J, as the vote shows there." The press also 
was treated generously. 

So much for the activities of the companies in the 
central part of the state. In the southern end, similar 
measures were used. The companies had here spon
sored an organization with the non-committal name 
of the People'~ Economy League, which operated in 
Los Angeles and bore the brunt of the fight against 
public development. This organization handled 
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Southern California Edison money principally. At 
the head of the People's Economy League, holding 
essentially the same position as did Eustace Cullinan 
in the Greater California League, was Herbert L. 
Cornish. Mr. Cornish testified that he had spent in 
connection with the fight against the act, including a 
personal salary of $26,000 for some eleven months' 
work, a sum aggregating $107,605. Of this amount, 
the Southern California Edison Company, according 
to R. H. Ballard, vice-president and general man
ager, contributed the sum of $97,025.65. In addi
tion it expended $1,956.97 in a campaign of 
education, plus the time of its employees on election 
day, time valued at $29,152.6g, and a further amount 
of $5,000 used in part toward securinp- the services 
of Engineer W. S. Murray, author of the Murray 
Report on Ontario, as a lecturer during the cam
paign. Mr. Murray, however, was not particularly 
successful in his efforts to decry the success of the 
Ontario experiment and soon returned to the East. 

The employees, according to Mr. Ballard, manned 
the polls, visited the citizens and made it "convenient 
for the known negative votes to get to the polls, 
through the use of these men and automobiles." 

The Manager of the Southern California Edison 
pointed with pride to the fact that these tactics led 
to the very definite defeat of the act in the districts 
covered. 

Sections of the industry have not spared them
selves in trying to show their good will toward legis
lators-especially when they were likely to pass on 
legislation affecting the electrical industry. 

"Thirty-one members of the state legislature, 
eleven senators and twenty assemblymen, six mem
bers of the Los Angeles City Council, a former 
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member of the legislature and four others were the 
guests of the Southern Edison Company in a four
or five-day junket, completed last week," reads the 
Fresno (California) Bee, (Sept. 22, 1927), "to view 
the company's huge hydro-electric development in 
the high Sierras of Fresno County. 

"Assembling here from various parts of the state 
and representing one-fourth of the voting power of 
the state law-making body, the Solons and others 
comprising the party spent three days in the inspec
tion trip, with every expense met by the power 
concern .... 

"On these trips the propaganda of the efficiency 
of privately owned public utility concerns in opposi
tion to the possibilities in magnitude and efficiency 
of publicly owned enterprises is tactfully, yet force
fully, injected by various means." Many legislators 
are also given to realize that, for services rendered, 
they may be considered for certain remunerative 
occupations in the industry when their term of office 
expires. And there are still other methods of exer·· 
cising a control over the nation's legislators. 

The industry has also at its beck and call the 
services of highly paid attorneys, statisticians and 
special pleaders to oppose any measures prejudicial 
to those in control. The attempt of the head of the 
Commonwealth Edison Company to keep on the 
right side of politicians by contributing $125,000 to 
the campaign expenses of a candidate for the United 
States Senate who himself was once a member of 
the Public Service Commission, and other thousands 
to the campaign of an opposing party is too well 
known to require comment here. 

At present writing, according to a dispatch in the 
New York Times (Sept. 24, 1927), "the industry as 
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a whole is carrying on a campaign to provide 
speakers and newspapers with material representing 
the industry's views. The campaign will seek par
ticularly to inform the public on projects such as 
Boulder Dam, and on its success will probably depend 
the announcement of further important mergers in 
the utility field." Senator Hiram W. Johnson 
has recently maintained that the industry's lobby 
against the Colorado and Boulder Dam projects is 
the greatest lobby in history. He asserted that 
Josiah Newcomb, chief of the Eastern Utility lobby, 
had recently dined thirty members of the vVashing
ton press as one step in oiling up the engine of 
publicity. II • 

During the past few years, the industry has sought 
to utilize its enlarged circle of customer and employee 
stockholders as advocates of its policies. The "cus
tomer-employee ownership" policy, in fact, was 
started in 1914 by the Pacific Gas and Electric Com
pany, for the purpose, among other things, of stale
mating "socialistic doctrines that invade the right of 
private initiative"-U in other words, of fighting 
the demand for public ownership. Since 1914, public 
utilities throughout the country have conducted wide
spread stock-selling campaigns among the customers 
and workers. In these campaigns bonuses have been 
given to the employees who sell the most stock. No 
Liberty Loan during the war was put over with 
more zest and display of stirring posters than have 
some of these campaigns. 

Usually the stocks offered are non-voting deben
tures. EYen when they carry voting privileges, the 

11 Net" York Timu, No\'ember II, 1927. 
16 See Fred Brandt in New York Times, September 18, 1927. 
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individual owners of stock are so scattered that it is 
impossible 'for them to come together for the formu
lation of a policy, and control is further concentrated 
among those on the inside. 

As a result of these various campaigns, the in
dustry now claims 3,000,000 stockholders, and a 
greater diffusion of ownership than in any other 
industry. Taking advantage of the prestige ac
quired by the public ownership movement, the private 
corporations are now claiming that the industry is 
"publicly owned" or "popularly owned," as con
trasted with "politically owned," in the real sense of 
that term. 

During the 1920 Campaign against the proposed 
Water and Power Act the Southern California Edi
son Company went on the assumption that the owners 
of stock in the company constituted a fertile field 
for agitation against public development. Mr. Bal
lard of the company testified before the Senate Com
mittee that the work of his company during the 
campaign "consisted of interviewing through the 
employees, each of our approximately fifty thousand 
stockholders residing in Southern California, and ac
quainting them with the provisions of the Act. That 
work was done by employees, over 400 of whom 
are, themselves, stockholders in the concern, and 
who, in general, sold this stock to the people. Our 
general plan of stock sales has been very largely to 
the people." To an increasing extent the utility 
companies are mailing "little lessons on sound 
economics" to the stockholders and customers with 
monthly bills and quarterly dividends as a means of 
"popular education." 

The industry feels that all of its educational work 
is having its effect. For one thing, "in the last few 
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years, in fact, more particularly perhaps in the last 
year, there has been a striking change in public 
opinion as evidenced by the press on the consolida
tions of electric companies and electric properties," 
says a writer in the weekly digest of the Joint Com
mittee (Oct. 8, 1927). "Some years ago, such amal
gamations as have been taking place would have 
been received with bitter hostility and widespread 
anxiety. To-day, there is a very general realization 
that consolidation of physical plant and of financial 
structure is an inevitable development of the elec
trical industry, making for greater economy, effi
ciency and service to the people." 

Thus the electrical industry, in its propaganda 
campaign, sets up gigantic publicity departments in 
its local, state and national. associations and corpo
rations. It makes use of its salesmen for propa
ganda against public control and in favor of the 
status quo. It feeds the newspapers and magazines 
with laudatory advertisements, with news and feature 
bulletins, with articles. It utilizes the new and im
portant agency of popular education-the radie>
controlled by forces favorable to it, on innumerable 
occasions. It subsidizes special researches into the 
"iniquitous system of public ownership" and gives 
wide circulation to voluminous reports-not always 
scientific-published as a result of its subsidies. It 
prints great quantities of articles and addresses 
against public control and explanatory of the "su
premely successful" character of private enterprise. 
It conducts extensive political campaigns against pro
posed legislation in favor of public development
paying large bonuses to civic, social and labor leaders 
for their influence in reaching their respective con-



POWER CONTROL 

stituencies. It engages high pressure lobbyists to 
appear before legislatures. It provides carefully pre
pared lessons in the economics of private enterprise 
to its customers, stockholders and employees, and in 
a thousand and one ingenious ways, seeks to bring 
the "power and the glory" of private development 
adequately before the American public. Not entirely 
with the public's knowledge or consent, the cost of 
much of this propaganda,is borne by the purchasers 
of electric3.l energy. And the publicity machine of 
the industry is still in its infancy. 



CHAPTER III 

CONCENTRATION OF CONTROL 

T HE control of the power industry, like that 
over many other industries, is gradually 
passing into fewer and fewer hands. As 

consumers, we are not sure that we like this. How 
often have we been told that competition is the life 
of trade, that it alone allows the slightly disregarded 
laws of supply and demand to operate! In conse
quence the concentration of ownership, with its ap
proach to monopoly, is not usually hailed with 
popular applause or celebrated by dancing on the 
streets. Social coolness, however, fails to stop de
velopment toward monopoly. The financiers in the 
industry know what they want. They are getting it. 

Whenever, as in the past, competition seemed to be 
going to the bad, we have sought, mildly, to put it 
back on the right path, feeling that therein lay our 
salvation as consumers. In some cases we set after 
those trying to stifle competition. They were Roose
velt's "malefactors of great wealth." To protect 
us against their activities the Sherman and Clayton 
anti-trust laws were placed on the statute books and 
the Federal Trade Commission, with its "cease and 
desist" powers, was created. 

In other cases we looked behind the name and 
thought we saw elements in an industry which so 
differentiated it from the mass as to render competi
tion an inefficient principle of organization. To 
protect us against them our state public service com-

47 
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missions, our Interstate Commerce Acts, our Federal 
Reserve Board system 1 came into being. Thus we 
gained our conceptions of "natural monopolies," 
where regulation takes the place of competition. The 
power industry is in this class. 

The trend of opinion has also seemed to favor in 
late years the development of large scale production, 
if not of monopoly, in the chain drug store business, 
the chain grocery store business, the ice industry and 
their companions. The small business man who runs 
up against these combinations may dislike them, but, 
on the whole, the man in the street-the consumer
seems to have made up his mind that there is no 
objection to the size of the industries and businesses 
so long as they don't increase his bills. The trend of 
opinion is to judge large scale combinations by their 
function and results rather than by their size. Objec
tion to them must run in terms of their specific 
activity against the common welfare. 

One of the grave dangers of these great aggrega
tions of capital from the standpoint of the public is 
the political influence they wield. For it is becom
ing to be a truism that any great industry that has 
much to lose or gain from the discussion of the state 
is going to acquire a certain political influence. The 
railroads had it in the days when they were getting 
land concessions and in the later days when they 
were subject to regulation by the state commissions. 

Some men object to the wielding of this influence 
by private corporations. It doesn't fit in with their 
idea of a free and independent electorate. They 
don't like Mr. InsuU's $237,000 outlay in the Illinois 

1 See May and Keezer, Legal Control of Competition, for a 
general discussion of this evolution. 
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election in 1926, a large part of which went to a 
chairman of the public service commission who was 
running for United States Senator where his vote on 
the disposal of the nation's water power resources 
would be useful. They don't like the idea of a man 
who owned with his family millions of dollars in the 
power plants of the state running for Governor of 
New York at a time when the whole power situation 
was due for an overhauling. They believe that 
political manipulations of this nature will ultimately 
redound to the disadvantage of the consumer-will 
ultimately mean higher rates or the failure adequately 
to reduce rates. They believe that it has a vitiating 
effect upon our public life and, from the standpoint 
of public interest, they think it is absurd and ma
licious for the spokesman of the power industry, 
both in and out of the government, to look with 
favor upon the concentration of wealth and at the 
same time with complete disfavor upon the con
centration of public control over the concentration 
of wealth. 

They think that powerful combinations of capital 
must be met by a powerful government. They know 
that any officer of a power industry who spoke out in 
public for a de-concentration of financial control in 
the industry would be given his walking papers at 
once, and wonder how it happens that spokesmen for 
the government can speak out in favor of a weaker 
government and stay in office. There are those who 
think like that. They seem, however, to be in the 
minority. 

Many consumers are also looking at the huge 
profits made in such industries as the power industry, 
and are beginning to wonder whether they do not 
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really lose when the insiders gain such great stakes, 
Is it really true, the old wisdom of the Chaldeans, 
they ask, that what some gain, others lose; whal 
some lose, others gain? Or does the prosperity oj 
a few mean the prosperity of all, automatically and 
without need for proof and demonstration? The) 
present a typical list of stocks, and point to theil 
advance in the five-year period 1921-1926: 

1921 1926 
(High) (High) 

American Light and Traction Co. •• II2 264 
North American Co. .••.••••••••. 46 670 
Middle West Utilities... •. . . •• . •• 24 134 
Standard Gas and Electric Co. ••.• 17 69 
Columbia Gas and Electric Co. ...• 68 270 
American Waterworks and Electric . 6 270 
Public Service of Northern Illinois 82 143 
Philadelphia Co. ...••.••.•.•••••• 35 91 
Philadelphia Electric Co. •.•••.••• 22 67 
RepUblic Railway and Light ••••.• 7 98 
United Gas and Electric •••••..•.. 1 66 
United Gas Improvement •..•••..• 39 120 

These are mostly holding companies for great net
works of operating companies, and the latter are sup
posedly under regulation. "Somebody has been 
making a lot of money," our skeptic-consumer says. 
Somebody has. 

The Holding Companies: The Technique of Milking 
the Public 

The holding companies which have been the means 
by which the power industry has been gathered into 
relatively few hands maintain that their existence and 
the tribute they exact are justifiable. They explain 
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that they render several distinct services. They have, 
they insist, absolutely no influence in keeping up 
rates to the consumers. By acting as investment 
companies, they scatter the risk of their securities 
by diverse holdings, often in different parts of the 
country. By unifying companies, formerly sepa
rated, by furnishing these companies with engineer
ing and management service, by financing when the 
market is favorable, they provide, they claim, better 
service at lower cost to the consumer. The proof of 
the pudding, they say, is in the fact that rates have 
gone down somewhat in recent years. 

These are claims which should be separated and 
qualified. Hookups of connectable plants have cer
tainly been one of the greatest means of distributing 
the load and securing efficiency of which the industry 
knows. Yet in the main it must be said that these 
great concentrations of control have not been built 
on the plan of interconnected systems. Some have 
been. The Southeastern Power and Light, with its 
area of influence in the eastern half of Mississippi, 
all of Alabama, Northern Georgia, Central South 
Carolina, and Northwestern Florida, is such a com
pany. The interests connected with the Northeastern 
in N ew York State have joined with the same plan. 
On the other hand, the Insull interests are scattered 
through twenty-one. states. The American Water
works and Electric operates in sixteen states, the 
Cities Service in nineteen states, the American Power 
and Light, in eleven states. The power map of the 
country to-day shows that most of the operating 
companies were picked up by the holding companies 
in a fairly random manner. There has been no great 
unified planning for the apportionment of the coun
try. The planning has been competitive and hap-



POWER CONTROL 

hazard. Hookups for the more efficient use 0 

power do not seem to have been the main factor il 
most cases. 

Nor, considering the inflated values often pail 
by holding companies to local plants, and subsequen 
higher capital charges, has the consumer had an: 
assurance that he would participate in the increasel 
efficiencies brought about by centralized control 
With the technical advances in industry, local com 
panies in recent years have been faced with th 
alternative of expansion, of securing any nearb: 
territory not already preempted, in order to effec 
the economies of large scale production, or of sellinJ 
out. And in selling out they have often been able tl 
play one large system against another for what i 

. was worth. This explains some of the prices pail 
for local plants. It was, for instance, cOmL)etitio] 
between the Associated Gas and Electric and th 
Power Corporation of New York which forced th 
latter--to pay for some o( the properties around th 
St. La~'rence project between three" and eight time 
as mucli as their book value.- With this fact of th 
incrr..sing efficiency of the engineering part of th 
industry as a persuader, the holding companies havi 
been able to make successful use of their function a 
investment bankers. 

Neither can it be said that the superior financinl 
abilities of the holding companies always justify thei 
existence, as far as the consumer is concerned, al 
though they may amply do so for the owners. Therl 
are certain possibilities of gain for those engaged u 

I For the Malone Company, $547 for book ~ue of $155; fo 
the Fort Covington Company, $1,250 for book value $3.58; fo 
the Brasher Falls Company, $1,687 for book value $1900 
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merging companies that have not been lost sight of. 
The.-e are, for instance, not only the bankers' fees,' 
often considerable items; there is a large chance for 
recapitalization of values and the possibility of get
ting the benefit of such recapitalizations into the 
hands of a few people. 

It is here particularly that the holding companies 
are of distinct service to those on the inside. During 
February, 1926, the hearing before the Connecticut 
Public Service Commission on proposed mergers in 
that state, the President of the Hartford Electric 
Light Company, Mr. Samuel Ferguson, testified that, 
while the price paid for the stocks of the proposed 
units was $2,700,000, the holding company proposed 
to issue their own bonds for practically this amount, 
plus 10,000 shares of preferred stock at 6 per cent, 
plus 25,000 shares of no par common. The pro
moters intended to retain complete control after 
selling the bonds to recompense them for practically 
all of their expenditure and paying themselves well 
out of the stock sales. Mr. Ferguson, after admit
ting that unquestionably there were some prospective 
savings in mergers and consolidations, mad~ this 
comment: ~ 

"But what is the value of the economies to the com
munities if, in order to effect them, it has been neces-

• Prof. William Z. Ripley in the Atlantic Monthly, Novem
ber, 1926, points out in this connection the Slaymaker case, in 
which $1,136,000 was recovered by shareholders of the Colum
bus Railway, Power and Light Company in 1923 from the bank
ing house which has assumed charge of the construction work, 
internal and external financing, management and allied services. 
Also that, in 1925, $3.265.000 of the $5.842.000 net income of 
the Middle West Utilities Company was "net profit from sale 
of securities to subsidiary companies and others." See also 
Ripley, Main Streel olld Wall Street. (Boston, Little, Brown 
& Co., 1927), p. 303. 
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sary to capitalize the savings for years to come, and in 
their capitalized forms to donate them either to the 
former stockholders or to the speculative banker who 
has brought the parties together? Obviously the ad
vantages are not mutual in such a case, and as the 
public utility business is in effect a partnership between 
capital and the public, I view such action in exactly the 
same light as I would a transaction in any other line 
of business partnership in case one partner should take 
all the profits from a joint ~ransaction." 

The recapitalizations which supply the holding 
companies with one of their most fertile fields of 
activity. are not rare. In some cases the sales are 
not even between parties with completely different 
interests. In New York State, in 1926, for example, 
the Mohawk-Hudson, a holding company, bought 
the Syracuse Lighting Company, a United Gas Im
provement interest, and paid $347 in market value 
for stock with a book value of $106 and a market 
price a few months before the sale of $265. Yet 
the selling company, the United Gas Improvement, 
held a fifteen per cent interest in the purchasing com
pany, the Mohawk-Hudson I 

In the hearings before the Interstate Commerce 
Commission into the .receivership of the Chicago, 
Milwaukee and St., Paul Railroad, some of the 
security holders alleged that the premature electrifi
cation of the road was one of the main causes of the 
bankruptcy, and that it had been urged unduly upon 
the road by John D. Ryan, president of the Anaconda 
Copper Company, who, with six other directors of 
the road, was interested in various power companies. 
It was brought out that Mr. Ryan, who was chair
man of the Montana Power Company and director 
in other power companies, had purchased for a minor 
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company of his own two power sites from the St. 
Paul for $970,000, which sites he then immediately 
capitalized for $5,000,000 and sold to the Montana 
Power Company I His company had contracts to 
supply the railroad with power. In the power in
dustry the directorates are so held that the business 
of shaking hands with yourself is not rare. It is, 
indeed, often unavoidable. 

The general public does not hear much about these 
recapitalizations. The reasons for this are two fold: 
the stockholders of the operating companies absorbed 
are usually in favor of obtaining the high prices 
offered for their securities and therefore no protest 
comes from this quarter, while the authority of the 
public service commissions is so restricted in regard 
to the securities of the holding companies that these 
commissions fail to act. 

Occasionally, however, the true state of affairs is 
brought to public attention. In a recent proposed 
merging of the Narragansett Electric Light Com
pany, for instance, it was estimated that the annual 
savings to be effected through a combined use of the 
power plants amounted to between $150,000 and 
$200,000. The dividend payments made by this 
company amounted to $1,880,000. The Advisory 
Cr' ~Imittee of the directors of the company, com
menting on the proposed increase in interest and 
dividend rates under the reorganized business 
declared: 

"Under the proposed merger the interest and the 
dividends which the plan contemplates shall be paid, 
amount to over $3,300,000, an increase of over 75 per 
cent. This tremendously increased disbursement must 
come from earnings and as the customers are the only 
source of earnings, this eventually means higher prices 
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than" necessa"ry " .. even if rates for light and power 
should not be decreased as much as they naturally 
would without this tremendous increase in interest and 
dividend requirements." 

There are several more strings to the holding 
companies' bow which yield quite rich returns to the 
holding companies. One lies in their contracts for 
the engineering, general management and super
vision services furnished to their subsidiaries, the 
operating companies. Certain of our public service 
commissions are convinced that the danger of in
adequately reduced rates to the consumers lies here. 
The commissions have not had much success with 
the regulation of holding company contracts. In the 
telephone industry, for example, where the American 
Telephone and Telegraph makes contracts with its 
state subsidiaries, the Supreme Court has held that 
the commissions have no right to pass on the wisdom 
of the contracts, unless collusion can be proved. 
Yet these contracts are essentially inside of one com
pany, made under different names. The terms of 
these contracts in the power industry are not made 
public. Occasionally only do they come to light. 
The Indiana Public Service Commission, for ex
ample, recently analyzed a contract between the Com
monwealth Power Corporation (a holding compny 
on which the American Superpower is heavily rep
resented), and the Southern Indiana Gas and Elec
tric, an operating company. The analysis showed 
that the holding company was to receive 10 per cent 
of the total cost of extensions, additions and better
ments to the electric, gas heating and other proper
ties, and two per cent of the entire gross earnings 
from all departments of the company. This was by 
way of compensation for general management and 
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supervIsion service. The Commission, although 
granting the increase in traction rates asked by the 
company, denounced the contract as IIsimply a proc
ess of milking patrons of the utility and obtain
ing an enhanced return on the investment." 

Nor have the state commissions power to regu
late contracts for interstate wholesaling of power. 
Corporate entities technically different, but in reality 
the same, may be set up by the parent company partly 
for the purpose of making contracts with each other 
across the state lines for the sale of power at whole
sale-contracts which the state commission have been 
forced by the courts to recognize. The whole corpo
rate arrangement at the much discussed development 
at Conowingo, Maryland, under the control of the 
Philadelphia Electric, seems to have been made for 
such a purpose. Recent hearings before the Mary
land Public Service Commission brought out the 
fact that the Consolidated Gas, Electric Light and 
Power of Baltimore had a contract with the Penn
sylvania Water and Power Company to obtain a 
large amount of its energy from the latter's Holt
wood's plant (in Pennsylvania). The Consolidated 
was contemplating a further ten-year contract for 
the purchase of electricity at six mills per kwh., al
though-as it was brought out in the hearings
power was being generated in Baltimore at that time 
at 4.9 mills per kwh. The two companies were 
found to have three directors and officers in common. 

Another instance of this type of incorporation may 
be sighted in the recent annual report of the Presi
dent of the Republic Railway and Light Company. 
In this report, the President explained the company's 
plan of setting up four different subsidiaries in 
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Pennsylvania and Ohio with the suggestive (possibly 
ambiguous) words: "The proposed incorporation of 
the electric properties separately in the two states has 
obvious advantages in simplifying the relations of 
the system with the respective utility commissions." 

In other words, the consumer is not justified in 
regarding the holding company as an instrument set 
up for his benefit. Its set-up is essentially a financial 
arrangement by which a few people with a relatively 

_ small investment can control the activities of a very 
large investment and skim the cream of its profits. 
Very few of the holding companies are authorized 
by their" charters to operate light and power com
panies. The greater number of them simply hold 
the securities of other holding companies or of 
operating companies. The Texas Power and Light 
Company, for example, owns and operates a large 
number of small and formerly independent power 
companies. All of its common stock is held by the 
Southwestern Power and Light, a holding company. 
The American Power and Light, a holding company 
with large interests in Washington, Oregon and 
Kansas, Minnesota, Florida, Nebraska and Arizona, 
owns all of the common stock of the Southwestern. 
It, in tum, is managed and directed, although not 
owned outright, by the Electric Bond and Share 
Company,. which in tum is completely owned by the 
Electric Bond and Share Securities Corporation. 
This is a typical holding company setup. Some of 
them are more complicated. 

The way in which a relatively small investment 
skillfully planned and placed can control a large one 
through the holding company device, can easily be 
seen. It can be diagramed. Supposing each small 
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operating company has an investment of $100,000. 
the successive holding companies need a fifty-one 
per cent control, first of the voting stock of the 
operating companies and then of each other to eff~ct 
an ironclad concentration of control. ) 

OPERATING COMPANIES 
ABC D 

(Total Investment: 
$400,000) 

I 
FIRST Holding Company 
(5170 control-$204,000) 

I 

OPERATING COMPANIts 
E F G H 
(Total Investment: I. 

$400,000) 1 

SECOND Holding Company 
(51% control-$I04,000 plus 51% control of E, F, 

G, H, $204,000). Total, $308,000. 

I 
THIRD Holding Company 

(51% of control-$157,ooo of Second Company) 

I 
FOURTH Holding Company 

(51% of control-$79,000 of Third Company) 

I 
FIFTH Holding Company 

(51% control-$4o,OQO of Fourth Company) 

The majority group of the fifth holdi;g company 
with $21,000 voting stock (51 per cent control) can 
in this way exercise a control over the original eight 
operating companies (A, B, C, D, E, P, G, H.) 
with their assumed vallie of $800,000. All that is 
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necessary is that, in the proper places, the voting 
stock be kept in the proper hands. With a wide dis
bursement of stock, a 51 per cent control is not 
necessary. 

Control in itself, with power to arrange for the 
financing, to contract for the managing and engineer
ing, is quite a perquisite. The main benefit is, how
ever, in the creaming off the profits. This too is a 
relatively simple matter of setup and can be dia
gramed. Let us use the same'supposititious com
panies, with their investment distributed in a typical 
way between bonds, preferred and common stocks. 
Let us assume in this case that the eight operating 
companies are allowed by their state regulatory com
missions to earn an, eight per cent return on their 
given investment of $100,000 apiece. This makes 
their total annual return $64,000. Instead of assum
ing the 51 per cent control of voting stock used in 
the previous illustration to show the holding com
pany setup in its simplest form, let us take the more 
usual percentages of securities held by the holding 
companies in public utilities. Their interest runs 
more toward common stocks than toward bonds or 
preferred stocks. 

The eight operating companies have their invest
ment split up into $400,000 in 5.5 per cent bonds; 
$120,000 in seven per cent preferred stocks and 
$280,000 in common stocks, which common stock, 
when the corporation earns a return of eight per cent 
on its total investment, receives 12.0 per cent 
($33,600): 
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INVESTMENT OF EIGHT OPERATING 
COMPANIES 

(Total $800,000) 

$400,000 in $120,000 in preferred $280,000 in 
bonds stock common 

Bonds Preferred Common 

l- I I 
THE HOLDING COMPANY TAKES 

1 
14% of these 

bonds 
($56,000) 

I . 
50% of thIs 
preferred 
($60,000) 

If . 90% 0 thIs 
common 

($252,000) 

The holding company now has an investment of 
$368,000 split, roughly, into 15 per cent of bonds, 16 
per cent of preferred stock and 69 per cent of com
mon stock. In other words, over two-thirds (69 
per cent) of its assets consist of common stock and 
are claims on earnings only after the operating com
panies have paid the interest and dividends on the 
senior securities. It now proceeds to market its own 
securities on the basis of the $368,000 investment in 
somewhat this manner: 

Bonds Preferred -
(25% of its (32% of its 
holdings) holdings) 
$92,000 $117,760 

Common 
(43% of its 

holdings) 
$158,240 

vVhere the operating companies are either con
servatively capitalized, or where they can secure 
higher rates through revaluations (which g? entirely 
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to the benefit of the common stock) and where they 
are prosperous, the common stock of the succeeding 
holding companies reaps very considerable returns. 
In the above illustration where an eight per cent 
return is earned, the common stock of the operating 
companies receives $33,600, a 12 per cent return. 
Of this the first holding company, which, according 
to the illustration, owns 90 per cent of the common 
stock, gets $30,240. It also' draws $3,630 in interest 
on its share of the operating companies' bonds and 
$4,200 in seven per cent dividends on its share of 
the operating companies' preferre~ stock, a total of 
$38,070; enough to pay interest and dividends on 
its senior issues (its $92,000 in bonds and $117,760 
in preferred stock) and about 15.6 per cent on its 
own common stock. . 

When the operating companies earn more than 
their allowed eight per cent, the holding company 
profits jump. If the operating companies increase 
their total earnings 10 per cent, giving them an over
all net income of 8.8 per cent, it is the common stock 
that gets the benefit of that, and 90 per cent of the 
common is held in this illustration, and typically, by 
the holding company. The holding company gets 90 
per cent of the extra $6,400 or $5,760, which in
creases the rate it can pay on its own common to 19.1 
per cent, a jump of 23.2 per cent. 

A further holding company imposed upon this one 
and owning in its turn the same proportion of the 
first holding company's securities (14 per cent of 
the bonds, 50 per cent of the preferred, and 90 per 
cent of the common) and issuing its own securities, 
at a slightly higher rate, in the same proportion as 
the first holding company issued its securities (25, 
32,43), can pay normally 20.8 per cent on its com-
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mono When the operating companies increase their 
'!arnings to the assumed 10 per cent, however, it 
receives $5,184 as its share of the increase, which it 
can then use to increase the dividend on its common 
stock to 26.5 per cent, a jump of 32.1 per cent over 
its normal rate. It is here, in the second, third, 
fourth, and further holding companies where we see 
the great jumps in market value which lead to the 
consumer's question as to whether he is one cent the 
gainer as a result of the assumed economies of the 
holding companies; whether, on the other hand, he is 
not distinctly the loser. 

It is also here that any drop in the earning power 
of the operating companies makes itself felt. It is 
the process here described which explains the great 
fluctuations of holding company stocks in the 
market. A drop of 10 per cent in such normal earn
ing power of the operating companies, brings their 
net income down from eight per cent to 7.2 per cent, 
cuts the dividend rate on the common issued by the 
first holding company from the normal 15.6 per cent 
to I 1.8 per cent, a drop of 24.4 per cent, and the 
rate on the common issued by the second holding 
company from its normal 20.8 per cent to 15.1 per 
cent, a drop of 27.3 per cent. A small drop or in
crease in the earning power of the operating com
panies means a: disproportionate change in the earn
ings of the holding companies, increasing as they 
are farther removed from the operating companies. 
The twelve companies whose stock high levels are 
listed above, shifted during the year of 1926 from 
12 to 85 per cent of their low levels, an unweighted 
average of about 44 per cent during that one year.' 

'It is interesting to note that in the case of the company 
which shifted 8S per cent from its low level the fixed charges 
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This holding company setup, with its involved 
security issues, presents an opportunity for specula
tion which is at times taken advantage of and which 
is likely to have an injurious effect on small stock
holders and on industrial conditions. Nor is there 
any federal or state control of holding company 
securities to prevent this speculation from going on. 

In March, 1926, at least one of the officers of the 
United Light and Power participated in such a specu
lation and a consequent crash. Th~ Class A common 
of that company had jumped on the Curb in the 
previous year from 123 to 107, while the Class B 
common advanced from 45 to a high of 160. In 
February, 1926, it was announced that the authorized 
amount of Class A common would be increased from 
500,000 to 3,500,000 shares and the Class B common 
from 500,000 to 2,500,000 shares. The Qass A then 
fell to 84, and the new Class A "when issued" fell I I 
points to 14- The stockholders lost over $4,000,000 
rather suddenly, and the president of the company 
was forced out. It turned out that he had been 
interested in an entirely independent holding com
pany, the American States Securities Corporation, 
and had raised almost seven million dollars for it by 
selling its stock through warrants issued to United 
Light and Power stockholders-a somewhat un
usual procedure. A syndicate headed by Otis and 
Company, bankers, who had been identified with the 
company, finally took its stock off the market and the 
president of the company turned over $3,500,000 of 
his own holdings to recompense the company. 
of its operating companies are so high that a 12 per cent re
duction in their income would make dividends on the part of 
the holding company impossible, and a 17 per cent reduction in 
their income would even cut off the interest in the holding 
company bonds. 
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There are several things in the concentration of 
control over the power industry through holding 
companies which are of importance to those consider
ing the functioning of the industry in the interest of 
the consumer and the general public rather than its 
security as a field for their investments. Some of 
the increase in the market value of the power com
pany securities in recent years furnishes bona fide 
evidence that rates could be reduced. The cost to 
the operating companies of marketing their bonds is 
paid for by the consumers in rates and if and when 
speculation or overissue of holding company securi
ties causes the money rates on power securities to 
tighten, the operating companies will be indirectly 
affected in an adverse way. 

The situation presents several dangers to the 
consumer. 

(I) It automatically lines up the holders of hold
ing company securities issued at too high a price, 
against any revision in our regulatory system, no 
matter how necessary. 

(2) Unless all indications fail, it will ultimately 
force the consumer to bear the burden of the un
usually high prices paid in the process of the terrific 
competition between rival holding companies for 
certain operating companies, for these prices will be 
admitted as the rate base upon which consumers 
must pay a return. The New York Commission 
has opened this road. a 

(3) It will lead to a constant pressure upon the 
operating companies to increase their earnings, not 
only through greater efficiency of production, but 
through greater efficiency in securing increased rate 
bases from their commissions and in avoiding as 

I Chapter y, Regulation. 
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much as possible the reductions in rates which large 
scale production would. usually make possible. 

Here is a lineup which no one interested in secur
ing to the public the greatest possible advantages of 
this public utility service can ignore. 

The Extent of Concentration 

We have thus seen some of the dangers of concen
tration of control from the standpoint of the con
sumer. What has been the extent of concentration 
in this country? The process of concentrating the 
control 'of the light and power industry is well under 
way. In 1925 some four hundred companies with a 
capitalization of approximately two billion dollars 
were acquired and reacquired by other companies. 
Over a quarter of the whole capitalization of the 
power industry was involved in that year. In 1926 
the process continued, notably in the South, South
west and Middle West, although New England also 
felt its effects. 

The actual concentration of control has been much 
disputed.' In the following discussion the Federal 
Trade Commission figures will be followed, with one 

e The National Electric Light Association. which among other 
things, acts as publicity agent for the associated power com
panies, has frequently stated that, "no holding company or 
management company has through its subsidiary operating com
panies, no matter how affiliated, an output of kilowatt hours 
exceeding 7 per cent of the national output." 

"The present writer has previously mamtained that five hold
ing companies control 40.8 per cent of the output and that the 
eight next largest companies control another 25.2 per cent. 
These thirteen companies have a direct cOI"rol of 66 ,e,. cenl 
of the total, and are further often connected among themselves 
in many ways which would allow some of them to be consid
ered as working identities of interest." Annals of the America .. 
Academy of Political and Social Science, January, 1927. 
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important exception and brought up to date. They 
show the extent of control toward the end of 1925 
on the basis of 1924 production.7 Here the extent 
of control at the end of 1926 on the basis of 1925 
production will be given. 

Some men may see an importance to concentrated 
control in itself, but the more interesting thing is the 
result. This result includes the fact that small plants 
with older equipment must decide to throw in their 
lot with one or the other of the big companies; that a 
power league of municipalities and rural districts like 
the one established in Ontario is practically impos
sible here at present; that no big public development 
like Muscle Shoals, Boulder Dam or the St. Law
rence can be discussed without the open or quietly 
implied threat that the big power groups will refuse 
to buy the power once generated and by their boycott 
discredit the whole undertaking and that united 
groups of power companies are in a position to do 
very persuasive legislative work and finance a great 
amount of publicity. And, in passing, may it be said 
that when the Senate passed the Norris resolution 
for investigation of the electrical industry's activity 
along these lines, the majority of the Federal Trade 
Commission, which was instructed to make the re
port, requested an opinion from the Attorney Gen
eral to the effect that the funds available for the 
Commission could hardly be expended for that pur
pose.a They received it. There was no report on 
that subject. 

The power companies are not directly competitive. 
Where they compete is in the purchase of small com-

'Federal Trade Commission report on Electric Power Indus
"'y, February 23. 1927. pp. 36-8. 

8 Commissioners Nugent and Thompson dissenting. 
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panies or groups of companies. Here the ownership 
of ten or twenty per cent of a company is often 
enough to assure a friendly rather than a competitive 
attitude. This is especially true with the wide dif
fusion of stock ownership which prevails in some of 
the companies. In the following tabulation the com
panies commonly held in the industry and the market 
to be in certain groups will be listed that way with 
special notation wherever. an incomplete financial 
control nevertheless represents a well-marked sphere 
of influence, enough to assure a more than friendly 
cooperation. 

The tabulation will show that the most important 
five companies, together with their immediate sphere 
of influence, control 46.9 per cent of the nation's out
put as it was in 1925; that the next eight in size 
control another 22.6 per cent; the following seven, 
another 13.6 per cent. These first twenty control 
approximately 83 per cent of the nation's production, 
over 50. billion of the 61.1 billion kilowatt hours 
generated in 1925. The list follows: 

(I) The Electric Bond and Share Group. This 
is a sister company of the General Electric which held 
the Electric Bond and Share until the end of 1924. 
At this time, criticism was directed against this con
trol. Thereupon the General Electric distributed 
through a stock dividend the shares of the Electric 
Bond and Share Securities Corporation to its stock
holders. At the end of 1926, the stockholders com
mon to both companies held 78.8 per cent of the 
shares of the Electric Bond and Share Securities and 
74.5 per cent of the shares of the General Electric. 
The managements are technically distinct. There 
are no overlapping directors on the two boards. 

The General Electric, the manufacturing com-
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pany, still has some power interests, which, however, 
are far less than those now invested in the Electric 
Bond and Share. 

The Electric Bond and Share caused the forma
tion of five separate holding companies at various 
periods, ranging from 1905 to 1925. It was orig
inally more of an investment banking and engineer
ing service company than a holding company. In 
1924 it had, together with the General Electric, a 
predominant interest in 11.8 per cent of the nation's 
output, either through direct management or by 
ownership of a considerable block of voting stock. 
Even to-day, through its connections, it probably has, 
together with the General Electric, a certain influence 
O'l!er half of the power industry. 

The revenues of this great holding company are 
derived from four main sources: 

I. From fees for financing the operating com
panies and marketing their securities. Some of their 
subsidiaries were reorganized several times before 
they achieved their present form. 

2. From fees for supervising operating agree
ments on a stipulated basis. 

3. From fees for designing and building operat
ing units. 

4. From the securities of its supervised and asso
ciated companies in the form of dividends and in
terest, as well as from its investments in investment 
companies handling independent power securities. 
Through the American and Foreign Power Corpo
ration, which it also controls, it has interests in five 
foreign companies. The total capitalization of its 
owned and supervised interests has been put at one 
billion dollars. 
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PerCent 
of Total 

The Electric Light & Power produces 1.5 bil-
lion kwh. ••••.••••••.••.•••••••..••••• 2.4 

It controls: 
The Utah Power & Light •• 744,200,000 kwh. 
New Orleans Public Service 252,700,000 .. 
Idaho Power & Light .... 199,000,000 .. 
Dallas Power & Light .•.. 144,800,000 .. 
Arkansas Power & Light >.. 123,100,000 .. 
Mississippi Power & Light. 33,048,000 II 

The American Power & Light produces 1.9 
billion kwh. .•.•..•••••••••••..••••••• 3.1 

It controls: 
Minnesota Light & Power • 364,600,000 kwh. 
Texas Light & Power •••. 264,400,000 .. 
Fort Worth Power & Light 183,600,000 .. 
Northwestern Electric Co •• 197,000,000 u 

Kansas Gas & Electric ••. 177,600,000 II 

Pacific Power· & Light •••• 155,600,000 II 

Southwestern Power & Light 465,000,000 II 

Florida Power & Light ••• II4,28S,000 II 

The National Power & Light produces .8 
billion kwh. ..•••••••••••••••••.•••••• 1.3 

It controls: 
Birmingham Electric .•••• 224,100,000 kwh. 
Houston Lighting & Power 199,800,000 II 

Carolina Light & Power •. 160,600,000 II 

Yadkin River Power •.••• 144,900,000 II 

Memphis Power & Light.. 121,627,000 II 

The American Gas & Electric produces 1.7 
billion kwh. ••••••••••••••••••••••••••• 2.8 

It controls: 
Ohio Power Co. ••••••••• 890,500,000 kwh. 
Appalachian Power •••••• 292,000,000 .. 



CONCENTRATION OF CONTROL 71 

Per Cent 
of Total 

Scranton Electric ....••.. 197,800,000 kwh. 
Virginian Power .•....... 148,000,000 .. 
Indiana & Michigan Electric 180,900,000 .. 

The Lehigh Power Securities produces .7 bil-
lion kwh. ••.....••.........•.•.•..•... I.I 

It controls: 
Pennsylvania Power & Light 708,000,000 kwh. 

These five companies give the Electric Bond and 
Share 10.7 per cent of the national production. In 
its immediate sphere of influence is the Southeastern 
Power and Light, which controls the Alabama Power 
Company, an active bidder for the Government plant 
at Muscle Shoals. The Electric Bond and Share 
owns 14.47 per cent of its stock. One of its stock
holders owns a further 1.2 per cent. Some of its 
larger stockholders possess large blocks of the stock 
of the American Superpower Company, an invest
ment company, which owns stock in the South
eastern. Two directors of the Electric Bond and 
Share are on the board of the Southeastern. 

The Southeastern Power and Light system 
(1,196,200,000 kwh.) together with the Georgia 
Railway and Power Company (435,400,000 kwh.) 
produce 2.6 billion kwh., 4.4 per cent of the total. 
This company has also acquired the Georgia Power 
Company. Taken as being under the immediate 
sphere of influence of the Electric Bond and Share, 
it brings that company's total up to 15.1 per cent of 
the national output and ranks it first among the 
power groups. The Electric Bond and Share Com
pany is also interested in foreign investments. In 
the fall of 1927, it was reported to have acquired 
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public utilities in Brazil, Columbia, France, Japan, 
and other countries, vesting the title with the South 
American Power Company, with the proposal of 
transfer of ownership to the American and Foreign 
Power Corporation. 

(2) The Northeastern group. This is a recent 
combination in New York State and New England. 
The General Electric has a large interest in one of 
its companies, the Mohawk-Hudson. It was the 
largest merger and affiliation of 1925, involving 
properties valued at over $600,000,000. The Fed
eral Trade Commission report does not list it among 
its larger groups, probably because 51 per cent con
trol does not lie always in one hand. In selling stock 
the president of the company has, however, an
nounced a working identity of interest, and the 
known ownership of the companies bears him 
out. 

Per Cent of Total 
Interests affiliated with the North-

eastern produce 6.58 billion kwh. 10.8 

The Buffalo, Niagara & Eastern controls: 
Niagara Falls Power .••••..•• 3,161,100,000 kwh. 
Buffalo General Electric ....•• 8720400,000 " 
Niagara, Lockport & Ontario •• 869,300,000 " 

The New England Power (681,700,000) and 
the Mohawk-Hudson (1,003,208,116) complete the 
group. The Mohawk-Hudson company is owned 20 

per cent by the Northeastern directly. The United 
Gas Improvement company, from which the Mohawk 
has recently purchased several companies, owns 15 
per cent of the stock, its allied Power Company of 
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N ew York, 15 per cent, and the General Electric 
about one-third (34 per cent). 

The Board of the N ortheastem has on it repre
sentatives of the New England Power Company 
(of which it owns 45 per cent of the stock), the 
General Electric, the Power Corporation of New 
York, the New England Power, the Connecticut 
Electric Service, the Eastern States Power and the 
Buffalo, Niagara and Eastern. The Northeastern 
owns the Power Corporation of the New York 
system. 

(3) The Insull group. The Insull interests have 
a clear and admitted 8.7 per cent of the nation's pro
duction without counting their third interest in the 
Indianapolis Light and Heat Company, which brings 
their total to 9 per cent, or third in national ranking. 

Per Cent of Total 
The Insull interests produce 5.5 

billion kwh. ................ 9.0 
They control either directly or under various names 
such as Middlewest Utilities: 

The Commonwealth Edison ..• 3,091,400,000 kwh. 
Public Service of Northern Illi-

nois •.........•.......•... 615,100,000 " 
Central Indiana Power •••....• 262,900,000 .. 
Northwest Utilities ..•..•.•..• 336,700,000 .. 
Central Illinois Public Service.. 247,300,000 .. 
Central Maine Power......... 174,900,000" 
Indianapolis Light & Heat (third) 196,700,000 .. 
National Electric Power....... 351,000,000 .. 
North American Light & Power 

(half) .................... 252 ,()()(),()()() II 

In 1926, through the Central and Southwest 
Utilities, a subsidiary of the Middle West Utilities, 
the group acquired the Central Power and Light in 
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Southwest Texas, the Texas Central Power, the 
East Texas Public Service and the Southwestern 
Public Service. 

(4) The North American group. This company 
was especially active in the merging movement of 
1925. It has an interest in Detroit Edison, and is 
here credited with half of the production of the 
North American Light and Power Company, in 
which it shares a half interest with the Insull group. 
It has assets of $661,000,000. 

Per Cent of Total 
The North American Co. prO-

duces 44 billion kwh. ••••••• 7.3 

It controls: 
Groups in Missouri, Illinois, Iowa 1,200,500,000 kwh. 
Oeveland Electric Illuminating. 989.400,000 •• 
Wisconsin System ••.......••• 849,000,000 .. 
Great Western Power Co. •..•• 633,300,000 •• 
San Joaquin Light & Power ••• 544.600,000" 
North American Light & Power 

(half) .................... 252 ,()(X).()()() I, 

(5) The Byllesby group. In 1910 H. M. ByUesby 
organized a holding company, the Standard Gas and 
Electric, to assist in financing power companies. 
It also incorporated the ByUesby Engineering and 
Management Corporation to cover the engineering, 
managerial and financial supervision. Its control 
is vested in the Standard Gas and Electric Company 
which also retained the banking part of the business 
for itsdf. Its main systems are in Wisconsin, the 
Dakotas, Minnesota, and Pittsburgh. The invest
ment is around $909,000,000. 
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Per Cent of Total 
The Standard Gas & Electric 

produces 2.9 billion kwh. .••• 4.7 

It controls: 
Duquesne Light (Pittsburgh) .. 
Northern States Power ......• 
California Oregon Power ..... . 
Louisville Gas and Electric ...• 
Oklahoma Gas & Electric ..... . 
Wisconsin Public Service ..... . 
Western States Gas & Electric .. 
San Diego Consolidated Gas 

Electric ....•....•..•...... 

1,230,300,000 kwh. 
742,600,000 .. 
251,300,000 " 
217,400,000 " 
157,000,000 " 
128800000 .. 
128:600:000 " 

117,900,000 " 

(6) Tile Consolidated Gas Company group. 
These are all New York State companies and include 
the New York Edison, the United Electric Light and 
Power, New York and Queens Electric Light and 
Power and the Westchester Lighting Company. 
Together with its gas properties, its investment is 
over $661,000,000. 

It produces over 2.2 billion kwh., or 3.7 per cent 
of the total. 

(7) The Pacific Gas and Electn·c. Like the New 
York Edison companies this company operates 
locally with several subsidiaries. 

It produces 2,001,500,000 kwh., or 3.3 per cent 
of the total. 

(8) The Southern California Edison is a similar 
company. It is interested in Boulder Dam. 

It produces 1,732,400,000 kwh., or 2.8 per cent 
of the total. 

(9) The Detroit Edison is also a local company. 
The North American Company and the American 
Superpower both own an interest in it. 
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It produces 1,732,400,000 kwh., or 2.8 per cent 
of the total. 

(10) The Hodenpyl-Hardy group is built on an 
investment banking company by that name and three 
holding investment companies, tte Commonwealth 
Power, the Northern Ohio Power, and the Electric 
Railway Securities. Each of the first two is 
equipped with its own staff of financial, engineering 
and managerial experts who render those services 
to the subsidiaries. 

Per. Cent of Total 
They ,produce 1.7 billion kwh. •• 2.8 • 

They control: 
Consumers Power •••••••••••• 685,500,000 kwh. 
Northern Ohio Traction & Light 304,100,000 .. 
Tennessee Electric Power ••••• 654,600,000 .. 
Central Illinois Light •.•.••••• 107,000,000" 

(I I) The Duke-Price group. This company has 
a Canadian subsidiary, control of which was re
cently purchased by the Aluminum Company, a Mel
lon interest. This group controls the Southern 
Power Company with a production of 1,187,800,000 
kwh. and the Southern Public Utilities. It has three 
interlocking directors with the Cyanamid Company, 
one of the bidders for Muscle Shoals. The Federal 
Trade Commission credits it with 2.5 per cent of 
the national total. 

(12) The Philadelphia Electric is another large 
local system. It recently started construction on a 
dam at Conowingo that will rank second to Niagara 
Falls in water power capacity. It produces 1,521,-
600,000 kwh., or 2.5 per cent of the total. 

In the fall of 1927, announcement was tnade of the 
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proposal to merge the Philadelphia Electric Com
pany, with a capital of more than $92,953,000, with 
the United Gas Improvement Company of Phila
delphia, with a capital of more than $106,000,000. 
The United Gas Improvement Company has an in
terest in more than a hundred gas, electric light and 
street railway companies in twenty-eight states. It 
is the principal stockholder in the Public Service 
Corporation of New Jersey, which controls the 
Public Service Gas and Electric Company. It has 
relations with the Niagara Falls Power Company. 
Its partner in the, New York State organization is 
the General Electric Company. The latter company 
and the United Gas Improvement Company, as has 
been before indicated, own a majority of the stock 
of tlie Mohawk Hudson Power Corporation of 
New York, which has a commonality of interest with 
the Northeastern Power Corporation. The General 
Electric is hoping to build a third huge power plant 
on the St. Lawrence River near Ogdensburg. It 
is thought that, when the merger in Philadelphia is 
completed, the Conowingo plant will be used in the 
power pool covering Pennsylvania and New Jersey 
and the Ogdensburg plant to supply New York State 
and such parts of Massachusetts and Connecticut as 
are not supplied by an affiliated New England 
organization. 

The Mellon interests of Pittsburgh are represented 
in the United Gas Improvement Company, as they 
ar~ in the Consolidated Gas, the Brooklyn Edison, 
the Brooklyn Union Gas, the American Light and 
Traction Company, the United Light and Power and 
other interests. The merger, according to the New 
York Times (Sept. 24, 1927) "places the Mellon 
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family and its affiliations in an unequaled position in 
the Eastern public utility field." The merger will 
likewise assist in the linking together of the New 
England and Middle Atlantic States in a unified 
system. 

(13) The Public Service Gas and Electric 
through the Public Service Corporation of New 
Jersey controls a system of interconnected plants 
throughout the State of New Jersey. In the fall of 
1927, it entered into a tri-party contract with the 
Philadelphia Electric Company and the Pennsylvania 
Power and Light Company in the pooling of their 
electric power. 

It produces .1,358,300,000 kwh., or 2.2 per cent of 
the total. 

(14) The Stone and Webster group. In addition 
to the listed companies it controls the Engineers 
Public Service. Many of its subsidiaries are outside 
the power industry. It produces 1.28 billion kwh., 
or 2.1 per cent of the total. Its main power com
panies are: 

Puget Sound Power & Light • • • . . •. 632,600,000 kwh. 
Virginia Electric & Power ..•.•.•• 304.400,000 .. 
Columbus Electric & Power •...••• 204,800,000 .. 
Blackstone Valley Gas & Electric •• 138,000,000 .. 

(15) The Cities Service Company. This is the 
H. L. Doherty group and is generally regarded as a 
one-man property. This company has large oil in
terests. In 1920 over 80 per cent of its income came 
from oil, in 1925, about 38 per cent. Its electric 
power companies are scattered over sixteen states. 

It produced 1.29 billion kwh., or 2.1 per cent of 
the total. It controls: 
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Ohio Public Service ..........•... 522,000,000 kwh. 
Toledo Edison ... . . . . . . . . . . . . . . .. 350,500,000 " 
Public Service of Colorado ........ 244,000,000 " 
Empire District Electric .......... 178,000,000 " 

(16) The American Waterworks and Electric. 
This group produces 1.24 billion kwh., or 2 per cent 
of the total. It controls: 
West Penn Co ................• 1,090,200,000 kwh. 
Potomac Edison......... .•.. ..• 158,500,000 " 

(17) The Consolidated Gas and Electric Light 
of Baltimore has affiliated with it over the border in 
Pennsylvania the Penn Water and Power Company, 
from which it previously received much of its power. 
The former has jl production of 718,200,000 kwh., 
and the latter a production of 513,900,000, a total of 
1.23 billion kwh., or 2 per cent of the national total. 

(18) The Columbia Gas and Electric group, 
whose two main companies are the Union Gas and 
Electric (562,400,000 kwh.) and the Dayton Power. 
and Light (275,500,000 kwh.), is credited by the 
Federal Trade Commission with 2 per cent of the 
national total.. • 

(19) The Montana Power Company, in which the 
Electric Bond and Share has an interest, produces 
1,234,000,000 kwh., or 2 per cent of the national 
total. 

(20) The Brooklyn Edison produces 783,000,000 
kwh., or 1.4 per cent. Mr. Nicholas F. Brady, who 
is president of the New York Edison and Chairman 
of the Consolidated Gas, its holding company, is 
also Chairman of the Brooklyn Edison. A sum
mary of the control exercised by these groups 
follows: 
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AMONG VARIOUS GROUPS IN 1925 

Per Cent qf Total Numbl 
of Kilowatt Hours Gen· 

erated in the United 
States 

I-Electric Bond & Share 
2-Northeastem •.••••.• 
3-Insull ....•...••.••.• 
4-North American •••.••. 
s-Sta~dard Gas & Elec-

trIc .............. . 

Tot~ of Groups I to 5 
c-.consolidated Gas (in

cluding N. Y. Edison) 
7-Pacific Gas & Electric 
S-Southern California Edi-

son .............. . 
g-Detroit Edison' ••••••• 

Io-Hodenpyl-Hardy ••.•• 
II-Duke-Price ..•.•..•.. 
12-Philadelphia Electric •• 
13-Public Service Electric 

& Gas ............ . 

Total of Groups 6 to 13 
14-Stone and Webster •• 
Is-Cities Service Co ..... 
16-American Waterworks 

& Electric ........ . 
17-Consolidated Gas & 

Electric Light of 
Baltimore ••.••••.• 

IS-Columbia Gas & Elec-
tric Co .......... . 

15.1 
10.8 

9· 
7·3 

4·7 

46.9 

3·7 
3·3 

2.8 
2.8 
2.8 

2·5 
2·5 

2.2 

22.6 
2.1 
2.1 

2. 

2. 

2. 
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Ig-Montana Power Co. .. 
2o-Brooklyn Edison ..•.. 

Total of Groups 14 to 20 

Grand Total Percent
age Generated by 
Twenty Power 
Groups .......••. 

Per Cent of Total Number 
of Kilowatt Hours Gen.-

erated in the United 
States 
2. 

1.4 

13·6 

These twenty companies have control over four
fifths of the national output. Their expansion con
tinues.a There are also certain groups with smaller 
production but, in some cases, with large investment 
in the distribution end of the business. The Barstow 
group has one per cent of the total output. Its chief 
holding and investment company is the General Gas 
and Electric. Its service organization is the W. S. 
Barstow Management Association, Inc. Its proper
ties are in the East, stretching from New York down 

9 The above statistics, as has been indicated, show the state 
of control of the industry at the end of 1926, on the basis of 
1925 production. During 1927 a total of 828 utility changes in 
control occurred, according to the Electrical World (January 7, 
1928). Many of these changes led to increased concentration •. 
The important consolidation of the United Gas Improvement 
Company and the Philadelphia Electric has already been re
ferred to. The U.G.I. also expanded its holdings in the West. 
The Electric Bond and Share Company subsidiaries purchased 
numerous properties. 

Insul1, Son and Company acquired directly control of the 
National Electric Power Company which operates properties in 
ten states in more than 450 communities; of the Inland Power 
and Light Association, serving 320 communities, the National 
Public Service Corporation, a former Fitkin property serving 
621 communities and other groups. The Middle West Utilities 
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through Pennsylvania, New Jersey, Maryland, North 
and South Carolina and Florida. The next group in 
point of production is the Republic Railway and 
Light, controlling the Pennsylvania-Ohio Power and 
Light and others. It has seven-tenths of one per 
cent of the total production. The J. G. White group 
with the Associated Gas and Electric as its prin
cipal holding company has about six-tenths of one 
per cent of the total. Here three separate companies 
have been incorporated to deal with the operating 
companies,-the J. G. White Engineering Corpora
tion, the J. G. White Management Corporation, and 
J. G. White and Co., Inc., which controls the other 
two and handles the financial service. 

There are a considerable number of smaller hold
ing companies controlling lesser fractions of the pro
duction. In some cases large industries have found 
it advisable to control power companies operating 
close to them. The International Paper Company 
has such interests in the United States and Canada. 
The Aluminum Company has bought an interest in 
the Canadian part of the Duke-Price system. It 
controls the St. Lawrence Valley Power Company 
Company (under Insull control) through subsidiaries, purchased 
a number of properties and, at the end of the year, served 1.920 
communities in eighteen states and in addition supplied whole
sale energy to 380 other communities. It now controls the 
Southwestern Power and Light, formerly under the American 
Power and Light. The Pacific Gas and Electric acquired prop
erties of the Standard Gas and Electric Company in Northern 
California. 

In the East, the New York Power and Light Corporation 
was formed by the merger of seven utilities which are sub
sidiaries of the Mohawk-Hudson Power Corporation. The 
Massachusetts Utilities Investment Trust was formed by forty
five utilities affiliated with the Massachusetts Lighting group 
and of voluntary associations of groups holding utility shares. 
In early I!)28 the Cities Service Company purchased the South
western Gas and Electric Company from the InsuU interests. 
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furnishing power to the territory near its plants at 
Massena, N. Y. Together with the General Electric 
and Du Pont interests it put in a bid for the unde
veloped power on the St. Lawrence. 

The Mellons are also interested in the American 
Light and Traction and the United Light and 
Power.10 Several of the industrialists using the 
Niagara Power have an interest i~ the Niagara Falls 
Power Company. This practice is significant in view 
of the rate policy followed by the power companies 
in respect to large industrial and small domestic 
consumption, which will be discussed later on. 

The essential function of the holding companies 
as investment bankers is illustrated by a trend toward 
straight out investment corporations. The American 
Superpower is one of these. Its policy is to secure 
as diversified permanent investments common stocks 
of power companies, never, however, exceeding 15 
per cent of the common stock of anyone company. 

10 A report in the financial section of the New York Times, 
May 27, 1926, states: "Since the beginning of this year the Mel
lon interests of Pittsburgh have leaped int9 the public utility 
and power field with a suddenness that has amazed men in the 
industry. Nevertheless, utility operating companies in which 
they now are represented have book assets in excess of $150,-
000,000, while power projects in 'which they are interested in
volve an outlay of more than $270,000,000 .••• The influence 
of the Mellon interests in the American Light and Traction 
Company and the United Light and Power Company is through 
the Koppers Company, and on the board are R. B. Mellon and 
R. K. Mellon, the former a brother of Andrew Mellon, Secre
tar~ of the Treasury . 

• The presence of Mellon representatives on a company'~ 
board is generally accepted as indicating control by those in
terests, since they never have been known to accept a sec
ondary position in corporations in which they have an influence. 
Mr. Rust is a director of United Light and American Light 
and Traction. 

"The Mellon interests strengthened their position in the 
United Light and Power Company through a lour de force 
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Its financial assets amount to about $31,000,000. 
It has investments in fifteen of the largest operating 
and holding companies in the country. On the board 
of the one in which it has the largest investment 
(Public Service of New Jersey) it has four direc
tors. On the board of the Commonwealth Power 
it has five, on two others it has three directors, and 
on three others one director each. This lineup lends 
a little color to the Standard Corporation description 
of the company: 

"This company aims to be more than an ordinary 
investment company • • • serving as a clearing house 
for exchange of ideas and solution of problems arising 
out of problems of interconnections and superpower, 
including corporate relations involved, supply and de
mand, specified problems of engineering administration, 
public relations, or law to the benefit of the companies 
involved, in the first instance and secondly, to the bene
fit of the American Superpower in increased stability 
and value of its holdings." 
executed early last March. At that time Frank T. HuIswit 
was President of the United Light and shared influence on the 
Board with representatives of the Koppers Company. This 
situation changed overnight after Mr. Hulswit failed disas
trously in a spectacular market operation with United Light 
stock. ••• 

"Mr. HuIswit's resignation from the board of the United 
Light was followed by the resignation of other members who 
had been associated with his interests and whose places were 
taken by representatives of the Koppers Company interests. 
While the banking firm of Otis and Company, which was inter
ested in the affairs of United Light under the Hulswit regime, 
continues to hav:e representation on the board of United Light, 
it has given no mdication that it is not acting in harmony with 
the new controlling interests. Thus the Mellons have strong. 
if indirect, representation in a public utility holding company 
with book assets in excess of $87,000,000. Book assets of 
American Light and Traction, in which the Koppers Company 
has been interested some time. exceed $64,000,000. 

"In the United Light transaction the names of the Mellons 
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Many of the best known utility operators in the 
country are on its board. In addition to the com
panies already named it has investments in the Con
solidated Gas, Electric Power and Light of New 
York, United Light and Power, Middle West Utili
ties, Detroit Edison, Brooklyn Edison, Georgia 
Railway and Power, Southern California Edison, 
Penn-Ohio Securities, Edison Electric Illuminating 
of Boston, Pacific Gas and Electric, American Power 
and Light, and Electric Bond and Shares Securities 
Corporation. The Electric Bond and Share owns 
I I per cent of the voting power of the American 
Superpower. 

No attempt has been made here to trace out in 
detail the friendly interests indicated by the inter
locking directors. For the financially important 
people in the power industry to be a director is 
human, and to play with the winners is human every
where. After all, in this day and age, one doesn't 
go about cutting off one's nose to spite one's income 
were not brought into prominence, and in fact the significance 
of the move did not become immediately clear. The same reti
cence was observed when the Aluminum Company of America 
last month purchased a controlling interest in the Duke-Price 
Power Company of Canada. Official announcements pointed 
out that the Aluminum Company of Canada, a subsidiary of 
the parent organization, would be a consumer of power from 
the Duke-Price plant, but did not stress the fact that one of 
the largest of Canadian power installations had passed into new 
control. ••• 

"While the manufacture of aluminum requires large amounts 
of electric power, it is noted with interest by utility men that 
the Aluminum's Company's acquisitions in the power distribu
tion field are greatly in excess of what would be its require
ments as a strictly industrial organization. Why the Aluminum 
Company shOUld enter the electrical field on such a large scale 
has never been officially made clear. Its association with the 
General Electric Company is also a cause of conjecture among 
officials of independent companies in the utility field." 
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and interloCking directorates probably do show be
yond reasonable doubt that here the public isn't go
ing to get any of the doubtful benefits of financial 
competition. . 

The Federal Trade Commission considered the 
extent of interlocking directorates in the case of the 
personnel of the Electric Bond and Share companies. 
It found I04 individuals who were directors in two 
or more of the 60 holding companies, 3 investment 
companies and I,5OO operating companies covered 
in its inquiry. Of these I 04, 45 were common to 
two or more competitive power groups, or common 
to one of them and common to one investment com
pany or one of the large electric manufacturing 
companies, and a holding group company. Some 
I,332 individuals were directors of two or more 
operating companies. Of these, 97 were directors 
in two or more operating companies in different 
power groups, and 52 were directors in companies 
classified as independent operating units. One thou
sand and seven of these I,332, or three-quarters, 
were directors in two to four companies; thirty-six 
were directors in twenty or more companies and two 
in thirty-four companies. The average for all was 
slightly more than four companies apiece. 

In this one group then there were at least I94 men 
directing two or more "different" or "competitive" 
or "independent" holding or operating companies. 

Somewhat the same situation is true for other 
power companies. There is enough interlocking of 
interest and men so that no one large company is 
likely to imitate Ford and give such decidedly 
cheaper service that states and municipalities will 
give it the preference in its expanding activities over 
the other companies. In other words, the one ad-
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vantage which the competitive system has over a 
monopoly, that of giving the consumers low prices, 
is not to be expected from the power industry as it 
is constituted at present. 

The men engaged in controlling the industry may 
be intelligent, fine and amiable people. Their per
sonalities, however, are beside the point of this 
particular chapter. It is their corporate functioning 
which is of importance to the industry and the 
country. We can only know them by the company 
they keep. 



CHAPTER IV 

RATES 

W Eare constantly told that the promise of 
concentrated control is lower costs to the 
consumer. This is to come from increased 

efficiencies. Lower costs are also put forth as the 
promise of physically and financially interconnected 
systems. Lower generating costs will follow from 
the reduction of the number of, and the idleness of, 
expensive spare power units. Lower investment 
costs will follow from a reduction in the number of 
small central plants needed. Large scale develop
ment of the secondary powers of various hydro
electric developments will now become possible. 
Power shortages will be eliminated. All these ad
vantages will mean constantly lower rates and better 
service to the consumer. Such is the frequently ex
pressed promise of the industry, and the basis of its 
plea to be left alone. 

This plea, which is invoked against any tightening 
of our regulatory system quite as much as against 
proposals for public ownership of any kind, is backed, 
customarily, by statements and charts showing that, 
while the cost of living and taxation have gone up 
since 1913. the cost of electricity has gone down. 
The reduction, to be sure, has been a slight one. 
Nevertheless, the rates have decreased. The in
creased rate of taxation, due in large part to the 
war, is then thrown at us as an illustration of the 
inefficiency of government as opposed to private 
business. The jump in the price of other com-

BS 
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modi ties which make up the cost of living, clothing, 
food and housing are also offered by way of evidence 
that the power industry, and it, apparently alone, is 
doing its duty by the consumer. 

These are fine, impressive statements. At least in 
their naked simpleness, they are. What is there to 
ili~? . 

That the cost of living went up after 1913 is true. 
There would probably be a general agreement that 
one of the main causes for this increase was ilie rush 
of orders for food and equipment from the warring 
nations, followed by a shorta~e of labor, accentuated 
when we entered the war ourselves. 

To the extent that the landlords and the makers 
of food, clothing and house furnishing goods took 
large profits, the increase in prices might, from a 
moral angle, be considered to their discredit rather 
than to the credit of the power industry, although it 
now happens to be the power industry which seeks 
to draw a moral to its credit from those events. 

Many industries justified their increased prices 
on the ground that wages went up. A close analysis 
of actual conditions would often indicate that this 
argument was not valid since, while individual 
workers were paid higher wages, less workers were 
~ployed, and the labor cost per unit of production 
consequently was less ilian it had formerly been. 
This of course is not universally true, but true in 
many instances. 

'When it comes to the power industry, the argu
ment that an increase in wages should naturally lead 
to increased rates is particularly invalid, since wages 
here have never played the part which they have in 
most industries. They are a minor part of the ex
penses of operation. A comparison of the cost of 
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power with the costs of transportation or clothing or 
furniture is not a comparison on all four. 

The total number of employees in the whole power 
industry in 1912 was under 80,000. In 1922 it was 
150,700. Even if their wages went up from $771 
in 1912 to $1,409 in 1922, the labor cost of a kilo
watt hour rose not at all, but dropped instead from 
fifty-two hundredths of a cent to fifty hundredths 
of a cent. 

From 1902 to 1922, the ratio of salaries and 
wages to total expenses in central electric light and 
power plants decreased from 30.3 per cent to 24.7. 
This drop of 18 per cent was far greater than in 
most industries, as is indicated by the fact that the 
ratio for all industries during this twenty-year pe
riod decreased only from 43.7 (the 1902 ratio) to 
42.6 per cent in 1922.1 

A further difference which invalidates comparison 
between the power and other industries is the fact 
that none of the other industries which produce tlle 
materials making up the cost of living developed over 
this period into large scale industries in the same 
manner as did the power industry. From a produc
tion of 11.6 billion kilowatt hours in 1912, this in
dustry went to 67.8 billion in 1926 and 75 billion in 
1927. It is over six times as big an industry as it 
was at the beginning of the period used for com
parison. There is no big industry in the country 
that has increased in the last thirteen years in similar 
proportions. There is no great industry in which 
labor costs play so small a part, which has increased 
in comparable size. The nearest illustration is Ford, 
where increase in the number of units produced also 

1 Census of Electric Industries, Central Light tm4 PO'Wer Stll
lions, 1922, pp. xiv, 162, etc. 



RATES 

meant lower overhead and reduced prices, although 
there wages are a very large part of the production 
costs. 

Increase in Profits 

A closer study of the production costs and reve
nues of the industry is necessary before we can see 
whether the increased size and efficiency of the in
dustry are redounding to the advantage of the con
sumer or not. The following tables, based on the 
census figures of 1912, 1917 and 1922, and the esti
mates of the Statistical Department of the National 
Electric Light Association for 1926, indicates some
thing of the changes from 1912 on. 

Table I indicates that there has been a consider
able decrease in the proportion of operating expenses 
to gross revenues during the years 1922 to 1926, a 
decrease from 67.1 per cent to 62.7 per cent, while 
the net operating income has increased by a quarter 
of a billion dollars. The decline in the operating 
ratio, as it is called, shows the engineering advance 
in the industry.· Cheaper power can be given at 
smaller expense per unit. The average number of 
pounds of coal used up in the production of one 
kilowatt of electricity was estimated at 1.85 in 1927 
as contrasted with 3.2 pounds in 1919.8 "The dif-

• The estimate of the National Electric Light Association dif
fers somewhat from that of the Electrical World, the most im
portant organ of the industry. One of the reasons for this is 
the fact that the Electrical World does not include taxes and 
depreciation in "operating expenses." According to this organ, 
the operating expenses (not including taxes or depreciation) 
was 45 per cent of the gross revenues in 1922; 43.8 per cent of 
the gross revenues of 1926, and only 43 per cent of the revenues 
in 1927. The same trend, therefore, is indicated in the figures 
given by the Electrical World of January 7, 1928, as by those 
given by the N.E.L.A. 

a See Electrical World, January 7. 1928. p. 22. 



TABLE I 

Production and Revenue of the Electric Light & Power Industry a 

1912 1917 1922 1926 
(Census) (Census) (Census) (NELA) "1:1 

0 
Kilowatt Hours in Billions :a 

Total generated a •••••••••••••••••••• 11.6 67.8 
M 

25·5 40·3 l'OI 

Received from other sources b ••••••••• 1.2 2·5 1·7 1.6 n 
0 
!<I 

Total available ..•...•.•..•.••..•.••• 12.8 28.0 42.0 69·4 "'I 
l'OI 

Lost in transmission, etc. C •••••••••••• 2·4 5·3 8·3 14.1 0 
tot 

Sold to consumers •••.••...••.•.•..•• 10·4 22·7 33·7 55·3 
Sold between companies .••..••••••••• 1-4 3.1 8·3 10.1 

Grand total sold .••.•.••••••••••••••• II.8 25.8 42·0 65-4 



Dollars in Millions 
Revenues from electric service ...•...•. $271.1 472.8 945·4 1,463.8 
Other operating revenues •.••••••••••• 10·9 23·7 83·4 105.4 

Gross revenues ..........•.•....••.•• 282.0 496.5 1,028.8 1,569·2 
Operating expenses and retirement d ... 163.7 302.7 616.6 844·9 
Taxes ............................. 13.1 30.1 73.8 136.9 

Total revenue deductions •.•.....•..•. 176.8 332.8 690.4 981.8 

Net operating income ....•.•.•.•••••• 105.2 163·7 338.4 587-4 

Operating ratio e .................... 62.6% 67.1% 67.1% 62·7% 

• Includes both "commercial" (private) and municipal plants, but not Federal or District projects. 
b Imported from Canada, purchased from Federal, etc., projects and from industrial enterprises. 
C Including use by companies for their other operations. 
d Retirement refers to charges for depreciation. 
e Ratio: Revenue deductions to Gross Revenue. 
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ference," declares the Electrical World, "is equiva
lent to a saving in 1927 alone, in all public utility 
plants in the United States, of 34,000,000 tons of 
coal." 

Development. of the fields of use so that the com
panies have a more constant demand for power, a 
higher load factor, has also played a very large part 
in the decrease of the operating ratio, and intercon
nection of systems has helped toward it. So, where 
the operating expenses to produce the unit of one 
kilowatt hour (which is a 2o-25-watt bulb burning 
40 hours) were 1.64 cents per kilowatt hour-inclu
sive of depreciation and taxes-in 1922, they were 
1.42 cents in 1926, a decrease of 14 per cent. If 
taxes are excluded, the decrease in the four-year 
period would be over 16 per cent. 

Table II gives a computation showing operating 
cost, the amount of gross revenue, and the amount 
of revenue received for each kilowatt hour produced 
after operating expenses, depreciations and taxes are 
deducted, according to the estimates of the National 
Electric Light Association. 

TABLE II 

Operating Cost and Revenue per Kilowatt-hour 
Available for Distribution (cents) 

1912 1917 1922 1926 
I. Gross revenue •...... 2.201 1.77

' 
2.45

' 
2.261 

2. Operating expenses and 
retirement ........ 1.281 1.081 14il 1.221 

3· Taxes •••••••••••••• 0.10 O.II 0.18 0.20 

4· Total . revenue deduc-
tions ............. 1.381 1.19

' 
1.641 10421 

s· Net operating income.. 0.821 0.581 0.811 .841 
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As far as the total energy produced is concerned it 
is clear that, while operating costs have gone down 
in the four years, the revenues per unit of produc
tion have gone up. The following table indicates the 
changes in the unit receipts for the energy actually 
sold. The energy lost in transmission is eliminated. 
Its cost is spread over the power actually sold. 

TABLE III 

Operating Cost and Revenue per Kilowatt-hour 
Sold (cents) 

1912 1917 1922 1926 
I. Gross revenue ....... 2.39# 1·93' 2.4S# 2·4o¢ 
2. Operating expenses and 

retirement ........ 1·39' 1.17' I.46# 1·30# 
3· Taxes .............. 0.11 0.12 0.18 0.20 

4· Total revenue deduc-
tions ............. I·So¢ 1.29# 1.64# I.SoI 

S· Net operating income.. 0.89# 0·64# 0.81' o.geI 

From Table III, compiled by the N.E.L.A., we 
see that, while the gross income per kilowatt hour 
sold decreased from 1922 to 1926, from 2-45 cents 
to 2.40 cents, the operating expenses, including de
preciation and taxes, decreased during these years 
from 1.64 to 1.50 cents, while the net operating in
come per kilowatt hour sold increased from 0.81 cent 
10 0.90 cent, an increase of 11 per cent. 

The industry may really be considered as having 
attained the large-scale production class from 1922 

on. During the four years from 1922 to 1926 the 
number of companies generating more than 100,000-



POWER CONTROL 

000 kwh. annually jumped from 6 to 126.· In con
trast to the output of 11.6 billion kwh. in 1912, these 
four years saw an increase of from 40.3 billion to 
67.8 billion. The development of the industry over 
the last four or five years lends itself to easy con
sideration because of the comparatively small fluc
tuations in price levels over that period. 

Considering these four years together it is clear 
that while operating costs have. gone down, the net 
revenues have increased per unit produced and per 
unit sold. The industry has been having a profitable 
time and looks forward confidently to more of the 
same prosperitY. 

Lack of Statistics 

There is no governmental agency which annually 
collects figures showing the essential changes in the 
industry. The Department of Labor in its occa
sional reports presents only sample rates in a few 
large cities, a procedure which not only gives no ade
quate picture of the national average, but, when used 
out of context, tends to give a picture very much out 
of focus. 

The U. S. Census Bureau gives out a report every 
five years of a census of the industry taken three 
years before. The 1922 Census of the Electrical In
dustry appeared in 1925. The 1927 census may be 
expected in 1930. Until 1930 we shall have no 
official information later than 1922 on which to base 
any consideration of the civic problems raised by the 
industry, and even that information does not include 
such essential facts as the unit rate for domestic 
lighting. In the face of this lack of up-to-date offi-

• Electrical World, January 7, 1928. 
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cial information, we are forced to turn to the figures 
put out by the industry itself. These are presented 
in very general form, and examination of the basic 
data is usually refused. 

There is, moreover, a considerable divergence be
tween many of the figures published by the Statis
tical Department of the National Electric Light As
sociation and the Electrical ~Vorld, a foremost organ 
of the electrical industry. 

Yet even on the basis of the undetailed informa
tion, certain trends are clearly established. The fig
ures on energy sold to power customers and to elec
tric railways and railroads are given in simple form, 
and from them computations of the revenue from 
other sources can be made. Some checking through 
the 1922 Census figures is possible for that year. 

Special Privileges of Power Consumer 

The following table computed from figures suI>
plied by the Electrical World (Jan. 7, 1928), shows 
that, from 1921 to 1926, revenue for industrial 
power per kilowatt hour dropped from 1.53 to 1.31, 
over 14 per cent. During this same period the pro
portion of power sold for industrial uses to the total 
energy sold increased from 56.6 per cent to 61.7 per 
cent, while the proportion of revenue it produced 
dropped from 28.3 per cent to 27.8 per cent of the 
total income. This proportion, however, increased 
slightly according to the preliminary estimates for 
1927. In other words, the 'Users of industrial power, 
according to the Electrical ~Vorld, now ,.eceive over 
six-tenths of the power sold and pay for it less than 
one-third of the revenue collected by the industry. 
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They are cl~rly a group benefited by the rate policy 
the industry has chosen to follow.' 

It can easily be understood why the rates for in
dustrial power should be lower than domestic light
ing rates, for example. Great blocks of power regu
larly used can be furnished to a few factories more 
cheaply than small blocks can be furnished to widely 
spread small consumers who use light and power 
irregularly. No quarrel has been raised with the 
existence of some differential between rates to small 
consumers and rates to large industrial users. The 
fear which is often expressed is that this differential 
has become too great, that the large industrialists are 
getting all the benefits of the industry for the simple 
reason that they have a bargaining weapon of which 
the small consumers are deprived.- The factories 
can threaten to install their own generating plants in 
case the power companies charge them rates which 
they consider too high. In fact the industries of the 
country have a total annual energy consumption not 
supplied by the power industry of oyer 30 billion 
kwh. The small consumers can make no such threat. 

I The figures supplied by the National Electric Light &
ciation would indicate that the users of industrial power in 1926 
received 61 per cent of the energy sold and paid a little over 
one-third (J4.2']l.) of the revenue collected. 

• Morris I- Cooke, director of the Giant Power Survey of 
Pennsylvania. says: "At present in Pennsylvania there is a rate 
spread of 20 to I, from ~ of a cent, the low level for wbole
sale power, to 16 cents a kilowatt hour, the highest rate for 
domestic use. No one, of course, advocates that, in the long 
run, the domestic user, whether in city or on farm, should get 
service below cost.- NeT» Re,wblic. May 26, 1926- In his latest 
pamphlet, Wlaal Priu Elutricity u. 0., H01MS (1928), Mr. 
Cooke quotes O. M. Rau, who made an exhaustive investigation 
of rates in Penusylvania and found an almost general admission 
by the companies that costs were not allocated as between the 
,,-arious kinds of services rendered, and "that the rate schedules 
were Dot arrived at by the elements of cost but from experience 
and competition" (p. 22). 
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They must take what rates are given them or go 
without service. 

Another group which, in a smaller way, has been 
receiving the advantages of the improvement in the 
technique of the industry, are the electric railways. 
In many cases these develop their own energy. Ta
ble V shows that, if we are to follow the estimates 
made by the Electrical World, where they paid 0.97 
cent per kilowatt hour in 1921, they now pay 0.81 
cent. In spite of the fact that they represent a con
stantly declining part of the total energy sold and 
revenue received, they are getting a very consider
able share of the advantages of the large scale pro
duction and efficiency of the industry. While their 
part of the total energy sold by the power industry 
dropped in the six-year period some 20 per cent, 
their share contributed to the total revenue dropped 
30 per cent. 

The Electrical World's tables also indicate that 
the gross revenues per kilowatt hour from all 
sources other than power sold for industrial and 
commercial purposes (Table IV),and power sold 
to the electric railways (Table V) have also in
creased. This means combined revenue from do
mestic light and power, commercial light, municipal 
street lighting, power sold to other light and power 
companies, rents, profits for sale of merchandise, 
rent from leases of plant, income from interest, divi
dends and other non-operating income. 

Table VI shows that the income per unit from all 
these sources, applied to the remaining power sold 
by the industry, has increased from 6.55 cents in 
1921 to 6.78 cents in 1926, with an estimated decline 
in 1927. This includes revenue from domestic and 
rural consumption. 
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TABLE IV 
8 

1921 1922 1923 1924 1925 .1926 .1927 
I. Energy sold (millions 

of kwh.) ....••.•.. 17,400 20,620 24,810 25,810 30,130 35,154 38,486 -
2. Revenue from power 

customers (millions 
"CI of dollars) ......... 267.8 303.2 358.15 321. 367.54 461• 517.9 - 0 

3· Return per KWH. =;: 
( cents) 1·53 1·47 1·44 1.24 1.21 1.31 1·34 1'1 ........... III 

4· Relation of industrial n 
power sold to total 0 

:2l sold .............. 56.6% 57·5% 58.7% 57·3% . 59·9% 61.7% 61.9% oi 

5· Relation of industrial III 
0 

revenue to total rev- t'" 

enue .............. 28·3% 28.2% 28.2% 23·7% 24.8% 27·8% 29% 
- Estimated, based on ten months' operations. 
'The specific figures supplied by the National Electric Light Association for 1926 only are as 

follows: Column 1- 34-406 Column 4~1% 
.. 2-506.8 .. 5-34-2% 
II 3- 147 

The Census of 1922 estimated the average revenue per kwh. for commercial and industrial power 
It 1.8 cents (p. J33). 
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1921 1922 1923 1924 1925 1926 1927 
10 Energy sold (millions 

of kwh.) 000000.0.0 4,600 5,642 6,000 6,200 6,301 6,810 7,35°· 
2. Revenue from electric 

railways (thousands 
of dollars) •••• 0 ••• 44,650 50,750 52,200 54.400 53,270 58,100 60,600· 

3· Return per KWH. 
(cents) ........... ·97 .89 .87 .87 .84 .85 .81 

4- Relation of railway 
power sold to total 
sold ••• 0 •• 0.0 ••••• 14.9% 15·7% 14.2% 13·7% 12·5% 11.9% II.8% 

5· Relation of railway 
power revenue to to-
tal revenue •.•..... 4·7% 4·7% 4·1% 4.0% 3·59% 3·5% 3·3% 

• Estimated, based on ten months' operations . 
• The above figures furnished by the Elec/rical World (January 7, 1928) are the only published 

figures indicative of the possible trend during the years 1921 to 1927. The National Electric Light 
Association has compiled figures for 1926. Based on an estimated consumption on the part of the 
electric railways of 4.800 million kwh. for that year as contrasted with 6.810 million, the estimate 
of the Elec/rical World, the N.E.L.A. maintains that the railways furnished a return per kwh. of 
.96 cents. a total revenue of $45.800.000. The energy purchased, according to this source, 
amounted to 8.6 per cent of the total. while the revenue supplied was 3.1 per cent of the total. 
These figures, however, seem somewhat questionable in view of the estimate of the Census of 1922 
that the electric railways of that year purchased 5.931 million kwh. (as contrasted with the 
N.E.L.A.'s estimate of 4.800 million for 1926), and that the receipts from this source amounted to 
$48.443.831 (1922 census of Electrical Industries. pp. 81, 135). The student will probably have to 
_.ft: ... ",:I ,\,- ~nnp.r.nr.. nf the next census in 1930 before any final conclusions can be made 
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REVENUE FROM SOURCES OTHER THAN INDUSTRIAL POWER AND 
RAILWAYS 

TABLE VI 

1921 1922 
I. Lighting energy sold 

(millions of kwh.) 8,700 9,560 II,41o 12,990 13,970 15,000 16,300. ~ 
2. Revenue (thousands. ~ 

of dollars) •...•• 570,500 657,120 795,000 902,670 979,500 1,018,200 1,075,800· ~ 
3. Income per KWH. 

(cents) ......... 6.55 6.g6 7.10 
4. Relation of this en-

ergy to total en-
ergy sold... ••••• 28.3% 26.6% 27.0% 28.8% 27.4% 26.3% 

~. Relation of this rev-
enue to total rev-

6.60 

26.8% 

enue ••••••••••• 60.4% 61.20% 62.62% 66.63% 66.16% 61.62% 60.31% 

• Estimated, based on ten months' operations. 
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Unfortunately few official figures showing the 
amounts paid respectively by residential consumers, 
commercial lighting consumers and rural consumers 
are available. Even the public service commissions 
do not know the average price paid by the various 
classes of consumers in each state. The 1922 Elec
trical Industries Census merely gives the average 
rate for general Iighting--commercial, street and 
domestic-a rate of 5.8 cents for 1922 (p. 133). 

There have, however, been a number of estimates 
based, in many instances, on comparatively inade
quate data. Perhaps the most careful estimate made 
in a limited area was that of the Pennsylvania Giant 
Power Survey, which found that the domestic rate 
in that state in 1924 averaged 8.4 cents.8 

For the nation as a whole the Electrical World 
(May 8, 1926) estimated that the average resi
dence bill in 1926 was 7.64 cents per kilowatt hours; 
the average rural bill, 12 cents and the average bill 
for commercial lighting, 5.75 cents. From these 
estimates it seems likely, considering the relative 
amounts of energy used by city and country, that the 
combined bill for domestic and rural uses would be 
between eight and nine cents. 

On the other hand, recent statistics furnished by 
the National Electric Light Association give a rev
enue averaging about 7 cents per kilowatt hour for 
energy supplied "for domestic services (all uses)"
lighting and heating, cooking, etc.10 

I Report of the Giant Power Board of Pennsylvania for 1925. 
Appendix IX, indicates that the average rates in that state in 
1924 were: domestic, 8.4 cents; commercial light and power, 5.5 
cents: general power, 1.9 cents: wholesale power, 1.35 cents. 

. 10 From the Statistical Bulletin of the N.E.L.A., No. I, De
cember, 1927. The Bulletin estimates a revenue of $443,612,000 
and a purchase of 6,345 million kilowatt hours. 
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In June, 19~7, the Association gave out that 
prices for electrical energy for residential service 
had declined from an average of 7.9 cents in 1921 

to 7.4 cents in 1926, or about 1 mill a year.l1 Un
fortunately, however, it furnished little light on the 
basis for these figures and their accuracy has been 
op~n to question in view of the statistics available 
and cited above regarding the trends in income per 
kilowatt hour from various categories of customers. 
It is to be hoped that the next U. S. Electrical In-

-dustry Census will give -to the public a better basis 
for calculating trends in this field than has hereto-
fore been the case. . 

Inside the various rate groups there may be wide 
spreads. Some power consumers may pay a half 
cent, others as high as three cents. In some small 
towns residential consumers may pay fifteen cents, 
in larger cities as low as five cents. On the farms 
the average twelve cent rate may include many rates 
as high as twenty and as low as eight cents. 

One of the tendencies of rate structures is to 
freeze. On the railroads a system of rates grew up 
giving some sections of the country considerable ad
vantages over others, some shippers a handicap over 
their competitors. The structure, with all its differ
entials, froze, and now it almost takes dynamite to 
change the rates. Millions of dollars have been 
spent, for example, in litigation before the Interstate 
Commerce Commission over the lake cargo rates on 
coal, and the end is not yet. 

Social Effect of Rate Policies 

The power industry has for some years had a 
11 Report of Rate Research Committee, N.E.LA., released 

June 7. 1927. p. 3· 
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startling differential rate structure, favoring the
power consumers over the domestic light consumers. 

This is a -form of social control which the indus
try has the power to exert. When a rate structure 
is built on high domestic rates, when the benefits of 
the industry go mainly to the large power consumers, 
something is being done to determine the standard 
of living of the people. Reversely, when a rate 
structure is built on low domestic rates, when the 
greater electrification of various forms of domestic 
toil are encouraged, something else and different is 
being done to the living standards and culture of a 
people. This is especially true of the farms. When 
light and power reach them, they are different places, 
for work, for men and women to live in, than when 
light and power are absent or may be obtained at a 
rate they do not feel they can afford. 

For those interested in the development of a 
homogeneous civilization in this country, in a natu
ral and easy growth rather than in a development 
proceeding by a series of explosions caused by a 
head-on collision of different racial and cultural 
heritages, the development of power on a large scale 
and its long distance transmission have been of in
tense importance. These reformers expect the re
birth of small towns, not located as before, of neces
sity, on a watercourse or at a waterfalls, but wher
ever the soil, timber and other mineral resources are 
best, drawing their power by wire, able at last to 
exist economically independent of the great indus
trial centers which have, in the main, put the small 
towns and the economic independence and cultural 
unity they were developing, out of competition. 

In other ways the social control of the industry 
through rate and sales policies is less remote. Shall 
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a great natural. resource give its power to one or 
two or three industries which can then out-compete 
others to the extent of their cheap power, or shall 
that cheap power be spread into a hundred thousand 
homes? Some years ago .a decision was made to 
give Niagara Falls to industry. The people of New 
York State let this source of power go by default. 
In North Carolina about 20 per cent of the total 
water power developed in the state is used at the 
Badin plant for the reduction of aluminum. The 
people are soon to decide on the disposal of the 
power resources at Muscle Shoals. A corporation 
consisting of three large industrial groups has bid 
for the power on the St. Lawrence. It mayor may 
not be well to give industry not only all the benefits 
of low power rates but also a lease on the bulk of a 
great natural resource-but it is an important form 
of social control. Certainly it takes only a very few 
years of the present policy of giving the greatest 
benefits of the industry to the large power consumers 
to cost the small residential consumers a good round 
sum. 

A reversal of the present policy-the policy of 
lower rates to the small consumers-would not be to 
the disadvantage of the industry, and the industry 
is beginning to see the light In Ontario that low 
rate policy has jumped the average consumption in 
domestic service in the six years from 1920 to 1925, 
a matter of 45 kwh., a 100 per cent of what it was 
in 1920.11 The power industry in this country can
not hide that fact. An editorial survey of the future 
market for power in the Electrical World 11 bases the 
main expansion possibilities for the industry on a 

12 Chapter VI, Across the Border. 
11 May 8, 11)26. 
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domestic rate of 3.5 cents, less than half of what it 
now is. On that basis, it foresees a domestic mar
ket over 17 times larger than the present one, bring
ing in a domestic revenue almost eight times the 
present one. It suggests a reduction in rural rates 
from i2 cents to 5 cents and if that is done expects 
an expansion of 34 times the present rural business 
and revenue fifteen times greater than the present 
one from that source. The rate for industrial power 
is to be a little higher than now. Here certainly is 
a confession of error-an error which the public is 
paying for. 

Certain moves in the direction of lower domestic 
rates may be expected in the near future. The pres
sure for them is developing. The greater part of 
the industry seems able to afford them. The Brook
lyn Edison cut rates one-half cent at the beginning 
of 1927. In Baltimore in 1925 the local company re
duced rates $875.000 a year; but the Public Service 
Commission, after a rate suit was brought by inter
ested groups, found that they could reduce an addi
tional $1,000,000 a year and so ordered. It was dis
covered that the clause in the contracts between the 
industrial consumers and the power company giving 
the latter the right to raise rates whenever the cost 
of coal exceeded a certain figure had resulted in the 
company's collecting $4.935,668, while the whole 
~ost of all the coal used to generate power had 
amounted to only $4,869,243. 

There is nothing automatic about our regulatory 
system which guarantees that when the financial re
turns on the business exceed a fair percentage rates 
will be cut, or that one group of rates will be cut in 
preference to another. In many cases the commis-
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sions do not even have the power to start on their 
own initiative investigations looking toward rate re
ductions. In Massachusetts, where regulation is in 
many ways more automatic than in most states, the 
Department of Public Utilities has as yet no such 
power. In the early part of 1927 Governor Fuller 
found and announced that, on the record of their 
earnings, thirty-eight companies in Massachusetts 
could reduce rates, including 17 which had already 
reduced them since 1925. Within twenty-four hours 
four of these companies had reduced rates and others 
intimated that they had been intending to do so right 
along. The announcement was made with the pur
pose of arousing opinion to have the Legislature give 
the Department of Public Utilities power to initiate 
rate reduction proceedings. 

While most of the suggested reductions were for 
small towns, the following reductions in cents on the 
maximum lighting rates were proposed which would 
still allow 8 per cent on the capital stock and pre
miums paid in: 

Present 
Rate 

Northampton 8 
Cambridge ..••••. 8 
\Vorcester ........ 7 

Amount of 
Reduction 

Possible 
2·5 
4·0 
4·75 

New 
Rate 
5·5 
4·0 
2.25 

The contrast between the proposed new maximum 
rates for these Massachusetts cities and maximum 
rates charged in other cities this side of Ontario give 
a rough idea of the cost of letting regulation become 
a gambling game. In this, as we know well, the 
banker always wins. 

We have tried and are trying three main ways to 
secure the bene~s of the power industry or to pro-
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tect ourselves from its possible extortion. As the 
technique and field of the industry have changed the 
small consumers have changed tactics. Now, in view 
of the present situation, the concentration of control 
of 46 per cent of the production into the hands of 
five groups, of over four-fifths into the hands of 
nineteen groups, the solidification of the rate struc
ture against the small consumer and for the large 
industrial consumer, a fourth proposal looking to the 
small consumer has been made. It will be discussed 
later. 

It is thus seen that up to the present time the in
terests of the consumer have by no means been prop
erly safeguarded in the power in.dustry as against 
the inner circle of power owners. The power indus
try is constantly using another argument in the hope 
of allaying the desire of the public to secure all of 
the benefits of the work of the engineers. It is con
stantly pointing to American wage standards and 
saying: "vVe did that." Our present wages may, to 
the off-hand observer who looks at coal and textiles. 
seem nothing to which one can point with absolutely 
unrestrained pride. However, it seems that their 
level is somewhat higher than the European, Asiatic 
and African one, and for that the power industry 
claims some credit. Not the power industry alone, 
to be sure. Thus a vice-president of the United 
States Chamber of Commerce, in the process of sug
gesting to the National Association of Railroad and 
Utility Commissioners that they should watch where 
they are going, points out: "Through power machin
ery, we have enabled the American wage-earner to 
turn out in a day more than the daily production of 
the worker of any other land. This has meant that 
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American industry has been able to pay the Ameri
can worker the highest wages in the world. Higher 
wages, in turn, have meant a greater public purchas
ing power and wider markets for American goods." 

One of the syndicated industrial-financial news 
and comment services points out that more unskilled 
laborers are leaving this country than are coming 
into it. It goes on: "Under such circumstances is it 
not comforting to know that our electric power lead
hs are energetically raising and spending the billions 
of dollars necessary to back up our man-power with 
an amount of machine-power not equaled in any 
other country? Interconnected power is part and 
parcel of "their program. All parts of the country 
are not yet linked together as they are by our rail
roads, by our Federal Reserve banking system and 
by the telephone, but extraordinary progress is being 
made toward that end." 

These are all more or less skillful ways of exer
cising a social control over public opinion, so that 
the various groups appealed to will leave the power 
industry and all the presuppositions on which it is 
based very much alone. A legitimate and well-paid 
pastime, this, to which exception can be taken only 
by the critically minded, and that only in a captious 
way. 

The productivity of the American worker has in
creased the amount produced by one man per shift. 
In many industries such as steel and cement, the total 
amount produced has increased much more than the 
working force. Ewan Clague points out that, on the 
other hand, some industries have shown very little 
increase in re~t years and even some decrease.l

• 

16 M MlIAry Labor "l{tview. March, 1927. U. S. Dept. of Labor. 
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Among these are the boot and shoe industry and 
leather tanning. He shows that the newer industries 
such as rubber tire manufacturing and automobiles 
are going through the period of substitution of ma
chinery for hand labor which such older industries 
as boots, shoes and tanning went through thirty or 
forty years ago, and that, after a while, a let-up in 
that process may be expected. 

An increase in the productivity of labor does not 
necessarily mean an increase in real wages, in the 
amount a worker can buy with his wages. There is 
nothing automatic about the effect of the greater use 
of mechanical power on labor's wages. The pro
ductivity of American labor increased fairly steadily 
from 1896 to 1919, and yet during that period there 
was no improvement in the average real wages of 
the country, in fact they were sometimes behind the 
1896 level. 

The iricreased productivity of labor and increased 
real wages are not always in positive correlation with 
the amount of power installed or used. Mr. Clague 
finds that, while in the rubber-tire industry there has 
been a fairly good increase in wages and a reduction 
in hours somewhat greater than the average, the 
workers in the automobile industry have not bene
fited in a degree at all similar. Yet we know that 
the automobile industry has five times as much horse 
power installed as it had in 1914 and that the rubber 
industry has only three times as much.15 This situa
tion in regard to the wages of the automobile work
ers, Mr. Clague says, "is partly accounted for by the 
decline in skill of the automobile worker; that is, in 
1914, he was a skilled mechanic, drawing high pay 

18 Elements of Manufacture. National Industrial Conference 
Board. 



II2 POWER CONTROL 

relative to other workers in the country, while in 
I925 he is no longer an all-around mechanic, but a 
narrowly trained specialist who barely escapes being 
classified as semi-skilled." 

This is one of the by-products of increased me
chanical power. It applies also to the coal mines. 
Where increased mechanical power hastens the proc
ess of extracting the workers' skil~ from them and 
concentrating it in the hands of ·the plant manager, 
the workers may be expected to suffer the competi
tion no longer of their skilled peers but of the great 
number of semi-skilled. 

The rates industrial consumers pay for their pur
chased power are, as we have seen, much lower than 
lighting rates and these rates have been going down. 
To the extent that the workers in industry can put 
in an effective claim to the savings possible through 
the decreasing cost of power to the industry in which 
they are working, it can be a gain to them. Where 
it simply means higher profits, the workers gain 
nothing as workers but lose as individual consumers 
to the extent that lower and lower power rates mean 
high domestic rates. Mr. Lewis .E. Pierson, Vice
President of the United States Chamber of Com
merce, is authority for the statement that the item 
of electric power represents on the average only 2.8 
per cent of the operating cost of American indus
try.1S This would not seem to offer the workers an 
opportunity for greatly increased wages, even if they 
received all the benefits of constantly lowered power 
costs. But labor, some might interject, should rise 

18 Address delivered to the National Association of Railroad 
and Utility Commissioners, Washington, D. c., October IS, 
1925. " 

". 
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above this, be men of large general ideas, and see, 
in Mr. Pierson's words, "how foolish it would be 
for the American wage-earner to measure the use
fulness of a utility by his small domestic lighting bill 
when that same utility is serving to create the pros
perity which enables him to maintain his whole 
standard of living." 

As lower cost of electrical power in an industry 
is not necessarily reflected in increased wages, so the 
increased use of power in an industry does not neces
sarily mean a higher wage scale. In some indus
tries, like coal and flour milling, it may mean that 
men are laid off permanently because machines can 
do the work cheaper. It may at times mean lower 
wages. It will not head off attempts to deflate labor 
such as we saw in 1921 and 1922. By and large, 
and on the whole, where there are effective unions, 
wages will stay up better than where there are none, 
and as long as we have a great tariff-free country 
of 120,000,000 people to consume our products, 
richer natural resources per inhabitant than Europe, 
restricted immigration and a man power not seri
ously lowered by the war, we may be expected to 
keep our wage level higher than Europe. To assume 
that the wage level can be explained merely in terms 
of our increased use of electricity is to shoot beside 
the mark. 

Thus in summary it may be said that the electrical 
industry has failed to make its case, that the benefits 
of recent developments have accrued primarily to 
the consumer through cheaper rates and to the pro
ducer through higher wages. 

It is true that rates have not gone up during the 
past decade as have commodity prices in general: 



POWER CONTROL 

. But this indu&try is not closely comparable with the 
average industry. The wage bill here constitutes a 
comparably small part of operating expenses. The 
number of workers needed in proportion to the 
output is, for instance, far smaller than those re
quired in the production of coal. A rise in wages in 
the electrical industry would have slight effect upon 
total costs. The industry since 1913 has increased 
its output six or seven times and has been enabled 
to make economies resulting from larger units of 
control far beyond that in most other branches of 
business. 

The operating expenses per unit of production in 
the electrical business have, in fact, decreased, while 
the net revenues have advanced. 

The discrimination against domestic light con
sumers and in favor of industrial power consumers 
and electric railways in the fixing of rates has long 
been patent to all students of the subject. 

The social effects of such discriminations in favor 
of certain classes of consumers are very great and 
the present policy of discrimination as between 
power consumers and as between users of power 
and users of light have a number of dangerous 
social implications. Nor have the regulating com
missions taken any effective steps to change the 
situation. 

Finally, the electrical industry's appeal to labor has 
been largely beside the point. Labor is interested in 
increased productivity, but there is no assurance that 
either the increased productivity resulting in general 
from the use of electricity, or the decreased cost of 
power supplied to large industrial units, will auto
matically raise the living standards of labor. Nor is 
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the fact that labor may indirectly benefit from the 
use of electricity any argument why labor should 
110t insist on a social control which will give the peo
ple both as consumers and producers the maximum 
benefits from all economies in the electrical industry. 



CHAPTER V 

REGULATION: OUR LOST PROVINCES 

T HE power companies have monopoly privi
leges. There is usually no competition to 
keep their rates down. In place of compe

tition we have put regulation. This is usually exer
cised by state public service commissions. The 
power companies and other utilities have public 
functions and act as agents of the political estate in 
fulfilling them. They use state rights such as the 
one of taking property by eminent domain for their 
purposes. The purpose of regulation is to protect 
the public from monopoly prices. 

The cumulative experience of the last two decades 
of regulation has convinced many that the job has 
now gotten beyond the commissions. These at best 
always operated in a small field of supervision and 
have been boxed, limited and straitened more and 
more in contrast with the growth and development 
of the power industry. Now the public receives 
through regulation a much less adequate protection 
than was originally intended. The provinces we 
once fought for have been lost to us again. 

This is not the view of the company representa
tives, who spread the impression that the commis
sions take every opportunity to reduce rates, and 
that the utilities have practically no protection from 
them. \ 

Here there i~ a decisive and important difference 
116 
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of oplnton. Mr. Herbert Hoover holds with the 
utility people. He says: 1 

"It is my belief ... that the public service com
missions with very little just criticism are proving 
themselves fully adequate to control the situation. 
The laws as written in'the state statute books are 
sufficient to protect both the public and the industry, 
the two parties to the utility contract." 

On the other hand we find, among others, the 
Massachusetts Department of Public Utilities, with 
perhaps a slightly mom. intimate knowledge of the 
situation, saying, in March, 1927, that, if its regu
latory system, which is unique among the states, is 
to be changed to conform to that prevalent in the 
other states with a view to give foreign holding 
companies the same opportunities to exploit the situ
ation which they have in the other states, then "we 
are confident that the people of this state will con
clude that the regulation of the rates of the gas and 
electric companies is too cumbersome, inefficient and 
expensive to be tolerated" and will proceed to public 
ownership or regulation by contract instead of by 
police power. Most of the economists, not employed 
by the utilities, who are writing on regulation to-day 
hold with the Massachusetts view rather than with 
the utility view. The Giant Power Board of Penn
sylvania has come to the same conclusion. 

The size of the industry has of itself had an in
fluence on regulation. It is more than five times 
greater than it was in 1913. Its control, as we have 
seen in Chapter III, has passed into relatively few 
hands, Five groups control 46 per cent, eight other 
groups another 23 per cent of the production. 'What 

1 Address delivered before the Forty-eighth Convention of 
the National Electric Light Association. June 17. 1925. 
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chance has some poor struggling power-hungry state 
like Alabama or Arkansas to match in its regulating 
personnel the staff of the Electric Bond and Share 
or any of the big holding groups so far as the train
ing in the legal side of the case, knowledge of rate 
cases and general ability to protect its own interests 
are concerned? When the wealthy and industrial 
states cannot protect their consumers, despite all the 
hundreds of thousands of dollars they spend an
nually in an attempt so to do, it is not within reason 
to expect the poorer agrkultural states, with a 
smaller popUlation and a mi1cn slighter state budget, 
to have any semblance of adequate control over the 
situation now growing and freezing on them. 

The growing size of the power industry has had 
the result, even in the large and wealthy states, of 
overburdening the commissions, which have also had 
to regulate all the other public utilities in the state 
at the same time. The technical staffs of the com
missions are generally recognized, even by them
selves, as being inadequate. Low salaries, one of 
these short-sighted economies to which there is so 
much pointing with pride, have in many cases sim
ply made the technical staffs into training schools 
from which the utilities hire off the best men as they 
need them. The result of all this has been that, to 
all intents and purposes, most power rates go un
regulated, neither profits nor rate differentials be
tween power and residential consumers are gone into 
at all, and, so, unless and until some discontented 
city forces an investigation of the rates, the com
missions have no i4ea whether the rates are too high 
or not. Most of the commissions, in fact, don't 
know what the average rates charged throughout 
their states amount to. They occaSionally point with 
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pride in their reports to some rate reductions, but 
suppress the rate advances and actually have no idea 
of whether average rates have gone up or down 
within the past year or two. Nor do they know 
how their states compare in rates with neighboring 
states. Other data of a similar nature is absent. 
The most kind thing to be said is that possibly the 
commissioners simply have too many small things 
to do to take adequate stock of their position. 

There are always those who think that the com
missions don't fall down on their jobs-they are 
pushed. Possibly this is less so now than it was 
formerly. Certainly the list of state commissioners 
who have later entered service with the utilities is 
long enough to warrant the guess that there, and 
not in the work for the state, lies financial success. 
The latest illustration, almost an Horatio Alger 
story in itself for the bedtime reading of poor but 
honest commissioners, is the rapid advance, finan
cially speaking, of the former chairman of the Colo
rado Commission to the publicity department of one 
of the great western power companies, to the direc
torate of the National Electric Light Association, 
the publicity agent for the whole industry, to the 
presidency of the National Broadcasting Company, 
with control over radio stations at a time when the 
power industry is under fire. 

Holding Companies as a Means of 
Voiding Regulation 

Just as the growth of the power industry beyond 
municipal limits made municipal control inadequate, 
so its growth beyond state limits makes state control 
inadequate. One of the several important ways in 
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which the ,development of holding company control 
has changed the regulatory system is in the service 
contracts between the operating companies and the 
holding companies. These are not subject to the con
trol of the state commissions unless there is evidence 
of collusion, and the mere fact that the companies 
are the same in all except name is no such evidence.' 
Here, then, is one escape from even the empty form 
of regulation. In the case of similar contracts be
tween the American Telephone and Telegraph Com
pany and its state subsidiaries, the Supreme Court 
has held that the local regulating body has no right 
to pass judgment upon the wisdom of the contract; 
that unless collusion can be proved it must stand, re
gardless of its possible improvidence; that the oper
ating company is entitled to earn enough to meet the 
terms of the contract and in addition to give a rea
sonable return upon all property locally employed in 
the industry. 

Such contracts may often be exorbitant. They 
may involve double payments by the consumers for 
the same thing, first in the form of operating ex-. 
penses, later in the form of additions to capital 
charges. Yet the commissions will often know 
nothing about them unless they happen to stumble 
on them in the course of a rate case. Such a situa-

Z "The books of the holding companies," declares Chairman 
Lewis E. Gettle of the Wisconsin Railroad Commission, "are 
in far-off distant works and only the courts are allowed to see 
them, although the operating companies which are controlled 
and owned by the holding companies are subject to public super
vision." Electrical World, October 29, 1927. Earlier in the 
fall the Wisconsin Commission ruled that arbitrary charges 
made against subsidiary c;ompanies by holding companies for 
services which mayor may not be required will not receive the 
approval of the Commission and that this practice shan be dis
continued by companies involved in the cases investigated by the 
Commission. Electrical World, September 17, 1927. 
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tion was, as mentioned in Chapter IV, uncovered by 
the Indiana Public Service Commission in 1926 in 
the case of the Southern Indiana Gas and Electric 
Company. Its holding company, the Commonwealth 
Power Company of N ew York, had a contract with 
the operating company, approved by the latter in 
1922, giving the holding company six per cent of 
the total cost of extensions, additions and better
ments to the electric, gas heating and other proper
ties, three per cent of the total cost of all extensions 
and betterments to the railway properties (all under 
the same local management) and two per cent of 
the entire gross earnings from all departments of the 
company as compensation for general management 
and supervision service. 

The whole procedure whereby holding companies 
make blanket percentage charges to operating utility 
companies whose stock they own was characterized 
by the commission as "a process of milking the pa
trons of the utility and obtaining an enhanced return 
on investment." The Commission pointed out where 
the consumer had to pay twice for the same thing. 
The operating company in 1925 paid to the Com
monwealth Power, the holding company, $43,752 
for engineering services on account of extensions 
and betterments and $55,440 for other services, a 
total of $99,142. The Commission also declared 
that $42,000 a year was paid by the operating utility 
for engineering services and that this amount was 
carried to the capital account, which is charged up 
to the investment on which the consumers have to 
pay a fair return every year. At the .same time the 
utility charges up $42,000 to the cost of operation, 
which the consumers also pay in their rates every 
year, but this $42,000 it passes on to the company 



122 POWER CONTROL 

which owns and holds it. The consumer not only 
pays the amount in the first instance (in operating 
expenses) but pays the holding company an annual 
return on the money thus, expended. 

A similar situation was handled in the same way 
by the State Railway Commission of Nebraska in 
May, 1926. It found that the Northwestern Public 
SerVice Company was paying to its holding com
pany, the National Electric Power Company of New 
Jersey, a management fee of five per cent of the 
gross revenues, a fee which, taken in connection with 
a 15 per cent charge for engineering, paid to the 
Electric Management and Engineering Corporation, 
a subsidiary of the National Electric Power, was 
excessive. The commission fixed 7~ per cent as 
the engineering fee, but found it had no jurisdiction 
over the management fee and considered it only in 
determining whether the percentage for engineering, 
which was partly a duplication of the management 
fee, was reasonable. 

In October, 1926, the Railroad ·and Public Utili
ties Commission of Tennessee disapproved, as an 
item of valuation, of the payment by the Eastern 
Tennessee Electric Company of a percentage of the 
cost of improvements to a construction company 
organized at the expense of the utility company and 
controlled by the same stock holding interests. This 
latter company. tlle commission found. assumed no 
risk. furnished no service and paid for no material 
for which it was not reimbursed by the electric com
pany except as regards the salaries of its general 
officers who were. with one exception. officers of 
the utility. His salary was allowed. 

Such and similar contracts, unregulated, or but 
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slightly regulated, may become one of the greatest 
money-making opportunities for the holding com
panies. This is the opinion of the Chairman of the 
Department of Public Utilities in Massachusetts, 
who, in recommending to the Massachusetts Legis
lature that it take another try at the courts and make 
at least the long-time contracts subject to review by 
the regulatory body, said: 

"The only way in which it will be possible to make 
these various pieces of paper the mergers are issuing 
good is, it seems to me, through their being able to 
obtain valuable contracts with the distributing local 
companies. Contracts which will run for a long 
number of years, and although not apparently bear
ing excessive terms at the outset,' at least to the 
public eye, yet in the process of time, they having 
the field, with the growth of the business and the 
growth of the electrical industry increasing much 
faster than the growth of the invested capital, they 
will be able to get enough profit through these con
tracts to pay interest upon a lot of paper which rep
resents practically nothing at the present time except 
various good wills and theories of people that the 
values of these various properties are such that they 
ought to be allowed to issue the paper against them." 

In view of the decision of the courts removing 
such contracts from the province of the commis4 
sions, several other suggestions like this one have 
been made to get around the situation. The Michi
gan Commission has given notice that when the 
Court changes its mind the Commission will insist 
upon a refund of all excess charges from the present 
date on.' . 

8 In March, 1926. after being forced to allow the 4Yz per cent 
contract between the American Telephone and Telegraph and 
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The New York State Commission has also fa
vored the incorporation· of holding companies in 
New York State, in the expectation that, under 
these conditions, control over their contracts will be 
more possible, and, like the Massachusetts body, it 
has asked the State Legislature for control over 
holding company contracts. In case of the repeated 

. failure of such attempts, federal regulation waits in 
the background. 

The second way in which regulation can appar
ently be voided is in the recapitalization of the op
erating companies not on the basis of a prudent 
price for. them but on the basis of the high com
petitive prices paid for them by holding companies 
desperately eager .to round out their systems. 

Several commissions have taken unfavorable note 
of the prices now being paid for operating com
panies, which are still independent, by holding com
panies, and have announced that they did not care 
to include such prices in the base on which the con
sumers had to pay rates. The Public Service Com
mission of Missouri, for example, went on record to 
that effect in April, 1926. In February of that year 
Commissioner Porter Dunlap of the Railroad and 
its subsidiary-the Michigan Bell Telephone Company-the 
Michigan Public Service Commission said: "Although all the 
operating expenses which the Supreme Court held should be 
allowed, have been allowed because of its opinion, when and if 
the position of that court shall be modified, reservation is made 
of the right to compel the Michigan Bell Telephone Company 
to disgorge any money taken under the so-called 4~ per cent . 
contract in excess of what it shall ultimately be determined it 
is entitled to receive, and the right is also reserved to recover 
such amounts as have been taken from the public by telephone 
rates to pay a return on reinvested depreciation reserves, used 
for the purpose of earning and paying dividends thereon to its 
stockholders." 
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Public Utilities Commission of Tennessee objected 
to the purchase of the Fayetteville Electric Power 
and Light by the Southern Cities Power Company, 
commenting, "If public utilities are permitted to 
continue the practice of purchasing properties of 
other utilities at prices in excess of their value, they 
will soon be loaded down with unprofitable proper
ties and will eventually be unable to render the 
efficient service that the demands of the future de
velopment in Tennessee will require." 

Just what is happening in this particular branch 
of overcapitalization is not always made public, even 
by the commissions.' So little information is avail
able for current decisions and formulation of poli
cies that, in February, 1927, the Indiana Commis
sion started a special investigation to find out 
whether non-used and non-useful property is being 
included in the rate base, especially in the sale of 
small utilities to larger companies. 

When commissions make a change of front and 
decide to allow the high purchase prices they have 
denounced or looked at askance, that change is 
usually so hidden from the public that nothing is 
heard about it until, in some rate case much later 
on, the public is presented with a fait accompli. 
Thus in New York State the Public Service Com
mission had taken the attitude that, if the holding 
companies were going to buy operating companies at 
prices obviously beyond their investment cost, that 
was their own affair. It was not, however, going to 
be reflected in the rates or the securities. Then 
came the shift, a slight matter of dropping a few 

'For prices paid in New York State by the Northeastern 
affiliates, see Chapter VIII. 
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clauses which. protected the public, because these 
clauses would have made it necessary for the hold
ing company involved to issue its stock at two dif
ferent prices. The clauses in the orders permitting 
the mergers which were in effect in 1925 and were 
dropped later are: 

"No entries of the capital stock of the· (holding 
company name) issued to acquire the capital stocks 
of the operating companies shall be controlling or 
entitled to consideration in any proceeding, suit or 
matter hereafter involving the ,rates, charges or 
service of any such company or any such subsidiary 
thereof." 

". . . the stated capital accounts representing the 
securities issued by the holding company for the 
purpose of acquiring the securities of the under
lying companies shall in no event exceed the book 
value of the securities so acquired as shown by the 
books of the companies whose securities are to be 
acquired." 

The way is now apparently open for the holding 
company to charge all its high-buying prices into 
rates, no matter whether the prices paid were the 
result of real competition between purchasing com
panies for a key link in a superpower system or 
were merely wash sales by which they bought con
trol from some of their own people who took the 
opportunity to make a little pocket money on the 
side. 

In the particular case where the way was first 
opened for including such high purchase prices in 
the rate base there happened to be an identity of 
interest between the holding company and the sell
ing company. The Mohawk Hudson, a holding 
company, owned IS per cent by the United Gas Im-
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provement, bought from the United Gas Improve
ment, one of its subsidiaries, the Syracuse Lighting 
Company, and paid in cash and market value of its 
own securities $347.00 for stock with a book value 
of $106.00 on the Commission's books. Here an
other old rule of the Commission was set aside, that 
"when there is a substantial identity of interest be
tween the vendor and the vendee, the values as
signed to tangible fixed capital accounts shall not 
exceed the original cost of such property to the 
vendor." But then that rule had been disregarded 
before. Thus in the New York Telephone case the 
Commission called attention to this particular in
struction (Case 1,789, p. 4) and remarked, "This 
part of the rule seems to have been ignored by the 
New York Telephone Company, as it has carried 
the property acquired to its books on a basis of 
structural value and not of the original cost to the 
vendor." 

Such high prices, if allowed in the rate base, may 
be extremely costly to the consumers. The situation 
was put by President Samuel Ferguson of the Hart
ford Electric Light Company on a proposal to merge 
certain power companies in Connecticut. The over
capitalization of the Narragansett Electric Light 
Company to the extent of $16,920,000 is another 
case in point.-

In fact this practice of holding companies to pay 
exorbitant prices for isolated plants has become so 
general that the Electrical World, the organ of the 
industry (October 5, 1927), was led to call attention 
to the practice as leading to a deep suspicion against 
them among the state commissions and the public. 

"This suspicion in many cases," it declares, "is 
I Chapter III. 
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based on exper,ience with promoters who have an eye 
to quick financial gains over and above those made 
possible by large-scale operation and greater speciali
zation of labor, machinery and production processes. 

"For a time it was thought that only the newer 
and less seasoned of the holding company operators 
were guilty of paying exorbitant prices for proper
ties of doubtful value and earning capacity, and 
heaven knows they have certainly discovered ways 
and means of making fortunes out of junk j but 
commissions in such states as New York, Maryland, 
Indiana and Wisconsin, to mention only a few, com
plain of attempted infractions by many old-line op
erators . ; • Morally as well as legally holding com
panies should show adequate value behind their 
issues; but inasmuch as state commissions have no 
right to investigate holding-company operations, the 
only scrutiny many issues receive is given by the 
bankers. Obviously, other indorsement is also de
sirable if public as well as commission suspicion is 
to be allayed." 

When men so directly connected with the owner
ship and regulation of the industry not only expect 
another attempt at overcapitalization but find it in 
full swing, there is good reason to hold that in this 
respect too the power industry is putting itself in a 
position where regulation in really important mat
ters is merely a form to be gone through rather than 
an effective protection to the public, and that the 
commissions partly for lack of understanding of the 
situation and partly because they know their impo
tence in other fields of regulation, are allowing this 
position to be taken to the detriment of the con
sumers. 
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Further Reasons for Court's Ineffectiveness 

A further way in which our present system of 
regulation is ineffective is the fact that it does not 
start as a rule until long after a company has built 
its plant and is furnishing power. Then, when a 
rate case is brought, the commission has to go back 
into the books of the company for all the preceding 
years and try to see whether the money claimed for 
development was really all spent on it for that pur
pose or not. It is a task so difficult that unless a 
commission is especially ordered to hold the whole 
investment down to the actual money expended, it 
is not undertaken with much hope of cutting out any 
water. The Federal Power Commission, however, 
is so ordered by its law, and its Secretary, Mr. O. C. 
Merrill, reports that in one case, that of Conowingo, 
Maryland, a 300,000 horsepower development started 
in 1926 : e 

"The applicants presented a claim of 'prelicense 
costs' for the acquisition of lands, for surveys, plans, 
investigations, et cetera, and for interest on such ex
penditures, aggregating $9,000,000.. The Federal 
Power Commission is required to find in such cases 
whether the figures really represent actual legitimate 
expenditure, or cost, and to eliminate any claims 
which are not of such character; but the Federal 
Commission has authority to act only with respect to 
projects which it licenses. The difficulty of going 
back over a period, as in this case, of sixteen years, 
including two reorganizations, is evident, but if the 
state commissions were given jurisdiction, and the 
means to exercise it, over the accounts and expendi-

8 New Rcpublic, May 26, 1926, p.21. 
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tures of public utility companies from the time they 
obtain their charters they would be better able to pro
tect the interests of the public. Many state commis
sions have little authority over the affairs of public 
utilities until the utilities actually engage in furnishing 
a public service. Until then the company has matters 
largely in its own hands. During this development 
period it issues its initial securities. Not infrequently, 
as at Conowingo, there are reorganizations and changes 
in ownership and management. Sometimes there are 
wasteful expenditures. After this has been going on 
for several years and operations have finally started, a 
state commission is very badly handicapped in deter
mining the actual amount that has been legitimately, or 
even actually, invested in the plant. 

"When 'the state commission finally has a rate case 
and begins to inquire into the investment made it finds 
that the company has a set of books, that these books 
have certain 'capital accounts' alleged to show an 
'investment' in its plant of a certain amount. In many 
cases, however, this figure cannot be relied upon as 
representing actual investment. In such cases the only 
recourse of a state commission is likely to be an in
ventory and appraisal made in order to establish a 
value for rate-making purposes. GeneraIly speaking, 
however, the state commissions do not require an ad
justment of the investment accounts to conform to the 
value so found. This means that the corporation con
tinues on its books figures which have no particular 
relation either to the actual investment or to the fair 
value of the property. They are simply used to make 
the balance sheet balance." 

In the December, 1927, report of the Federal 
Water Power Commission, Secretary Merrill also 
maintained that "millions of doIlars may be improp
erly f~~ered in fixed capital accounts of licensees," 
and ~t the Commission, having to depend, as it 
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did, upon experts loaned to it from other depart
ments, could not guarantee to keep down capital ac
counts to "actual legitimate investment." 

Such attempts to supervise the early organization 
expenses (which later compose part of the invest
ment on which a return is paid annually by the con
sumers), to stop the first water from leaking in, are 
rarely successful. In New York State, for example, 
a sum of $163,000,000, is carried on the books of 
the power companies alone as "fixed capital not 
classified by prescribed accounts," although ever 
since the commission's organization in 1908 the 
power companies have been ordered to classify all 
their capital so that the commission might get a 
slight general impression as to the amount of pure 
water in the companies when the regulatory body 
was constituted. 

The Niagara Falls Power Company alone, the 
largest single plant in the country, carries over 
$32,000,000 in this unclassified form on its books. 
The New York Commission knows it .. The Federal 
Power Commission knows it because all hydro
electric companies in existence before the Federal 
Waterpower Act was passed in 1920 had to secure 
licenses from the Commission and report their actual 
investment to it. In 1927 the sum is still on the 
books. Presumably the consumers are paying rates 
that give a fair rate of return on it. Probably the 
very inadequate budget of the Federal Power Com
mission (limited under the head of governmental 
economy) and the fact that it is not the custom of 
most of the state commissions to hold investments 
in power plants down to the cost of the capital actu
ally spent in them, explain the fact that the Niagara 
Falls Power Company regularly slips by with its 
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$32 million-dollar baby where other water power 
companies might fail in the attempt. The fact that 
some of its largest stockholders are very prominent 
in state and national politics is, in this case, prob
ably only a coincidence. 

In the main it is only in such cases of hydro
electric development, where the Federal Power Com
mission has some authority, and in the proceedings 
of big rate cases with steam plants, that we ever 
find out how much more we are paying for service 
than is needful, and then it is often much too tate 
to effect any change. For example, at Conowingo, 
the Philadelphia Electric Company tried to issue 
itself a bonus of 94,200 shares of common stock 
and, without putting in more than 53 cents equity 
for them, asked the privilege of selling them for 
$25. This is good and regular utility practice, as 
we have seen elsewhere. It is only because the Fed
eral Power Commission is instructed to hold the 
rate base down to the money actually spent that this 
bonus, a matter of $2,355,000, was refused. Instead 
only $50,000 to represent management was allowed 
-a considerable contrast. 

Compared with the gambling on the rise and faU 
of the dollar which is the main characteristic of our 
regulatory system to-day these other ways, just cited, 
in which regulation is voided and avoided, are minor 
sins of omission and commission. They do, how
ever, illustrate how little control of the whole situa
tion the commissions have succeeded in obtaining 
and then retaining; how little firm ground and in
formation they have to stand on when they try to 
pry the power companies loose from what seems to 
them unfair gains. 
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The commissions started their careers with a gen
eral acceptance of all those light and power rates to 
which no group brought objection. They are on 
the whole still in that position. Many of them still 
have no power even to start rate investigations on 
their own initiative. They must wait for some out
side prod. There is nothing at all automatic about 
the iJublic's getting the lowest rates compatible with 
efficient financing and functioning of the industry. 
They have allowed rates sufficient to cover all oper
ating expenses, state and local taxes and depreciation 
and to give a very fair return on investment; there 
has been no difficulty in raising a half billion dollars 
annually for new investment in the industry. 

No sooner had the commissions started to func
tion than they ran into the question of the amount 
of capital on which they were supposed to give a 
fair return. Roughly what happened was that they 
wanted to add up all the money prudently invested 
in the generating plant, transmission and distribu
tion lines from the time the company started to func
tion to the time the rates were questioned, then to 
deduct from that sum all that the consumers had 
themselves contributed in rates (under the head of 
depreciation) to keep the plant up to date, and to 
allow 6 or 7 or 8 per cent on that. Such was their 
plan, their idea of being fair to everybody. It later 
became the basis for the Federal Water Power Act. 

To this the companies, however, objected. They 
had, on the whole (except in Massachusetts), issued 
securities not on the basis of the money actually put 
into the plant but of the money they expected to be 
able to take out of it. Roughly, what happened was 
that the companies first saw that their rates were 
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giving them a return on more than they had actually 
invested. Then they capitalized their income and 
issued securities on that capitalization. The 'com
munity they were in grew up and they had a better 
business and better business prospects. They capi
talized that. Land values increased because of the 
growth of the community. They capitalized these. 
They looked ahead and saw that increased engineer
ing efficiencies would allow them to produce power 
more cheaply than before, and make more money at 
the same rates. They issued and sold securities on 
the strength of that. Then money started dropping 
.in value, building materials and machinery prices 
went up. The companies saw that it would cost 
them much more to build their plant to-day than it 
actually had cost. So they capitalized that, and peo
ple bought their securities. Then along came a rate 
case. . 

The commission, in question, which had done lit
tle but watch the company at a distance thus far, was 
now forced to find out to what part of all this capi
talization it. could grant a fair return. It made a 
decision, allowing some of it as a justifiable claim 
upon the consumers, also disallowing some of it, and 
said rates could be reduced by the amount of the 
return on the disallowed sum. 

Then the company pointed out that the people 
who had bought the stock had bought in good faith 
(widows and orphans some of them) and were they 
to be deprived of the return they had grown accus
tomed to receive on their property? Not if it could 
be helped. There was something in the Constitution 
of the United States-in the Fourteenth Amendment 
-forbidding the states to deprive anyone of life, 
liberty or property without due process of law. So 
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injunctions were had against the commission and 
cases were taken to the Federal Courts and then to 
the Supreme Court. 

Considerable study of the opinions of the Supreme 
Court on the technique and procedure to be used in 
valuating public utilities, from Smyth v. Ames in 
1898 to the Indianapolis Water Company case in 
1926, leads to the conclusion that the Court did not 
at first realize what a deal of trouble it was stepping 
into. It said at various times that regulation was 
essentially a legislative matter, that the Court did 
not have any special business with it except to pre
vent actual confiscation. In practice the commis
sions and lower courts, usually no great valuation 
experts either, have gone by the various pronounce
ments of the Court with almost subservient fidelity 
to the dicta (the explanations accompanying deci
sions), even when the dicta were at variance with 
the decisions themselves. So when the Court started 
leaning in earnest toward the idea that the com
panies were right in gambling on the dollar, the 
deadening effect on regulation was felt pretty much 
all the way down the line. The more intelligent 
commissioners began to realize that they had nothing 
much left to do but to try to set an upper limit to 
the company's guessing ability on how much it 
would cost them to rebuild their plant to-:day if this, 
if that, if the other circumstance were taken into 
consideration. • • • 

The Court on Valuation of Utilities 

The idea which the companies tried and finally 
succeeded in convincing the court to be a pleasantly 
inspiring and proper thought amounted to a demand 
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that the consuming public underwrite the fluctuating 
dollar. And that not for the sake of their conserva
tive investors, the holders of their bonds and pre
ferred stocks, but all in favor of their more specu
lative investors, the holders of their common stock. 
They, poor people, had bought stock at times when 
the purchasing power of the dividend they received 
from it was higher than it was later during and 
after the rise in prices from 1913 on. It was unfair 
to them not to increase the money rate of return 
until it equaled the old purchasing power they had 
once enjoyed. That it was quite as unfair to the 
bond holders and preferred stockholders who repre
sented the majority of the investment and received 
·a fixed rate of return was not stressed. The com
panies let them suffer in silence the same injustice to 
which the stockholders objected so loudly. 

The absurdity of the situation may be illustrated 
by taking as example a company in which most of 
the money was invested in 1912 when general prices 
were about half as high as they were after the war: 

Prefe"ed Commo,. 
Original Investment: Bonds Stock Stock 

(1912) ••.••• $600,000 $200,000 $200,000 
Rate of return (5.50/D)33,OOO (7%) 14,000 (U.5%)23,OOO 

With an allowed rate of return on the entire in
vestment of 7 per cent, $70,000, the common stock 
receives $23,000, a 11.5 per cent return. 

Business improves during the war years. The 
company earns more than its allowed 7 per cent. It 
earns $80,000, then $90,000, then $100,000. At 
that figure the common stock earns 26.5 per cent 
and climbs to a, new high level. It now sells fo~ 
$300 instead O~'$IOO a share. People buy it at that 
price as an invfstment, expecting it to continue to 
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pay $26.50 a year or more. Things stay this way 
for some time. The commission is finally petitioned 
to investigate the rates of the company. Is it giving 
service at a reasonable price? How about this 
$100,000 return on an investment of $I,ooo,ooo? 
That's 10 per cent and we usually allow only 7 per 
cent. 

The company replies in substance: This may look 
like a $1,000,000 company to you because that was 
all the money invested in it. But look at what it 
would cost us to build it to-day, to reproduce it new. 
Prices have risen 100 per cent since we built most of 
this plant. If we had to buy all our land new and 
build now it would cost us twice the original million 
dollars. 'What we really ought to have from you is 
permission to earn a 7 per cent return on $2,000,000, 
a sum of $140,000 annually. Think of all the peo
ple who have bought our stock expecting it to return 
$26.50 annually. You can't deprive them of their 
property. Think of our original stockholders: they 
can only buy half what they used to for the $II.50 
return they used to get. Now they get $26.50, that 
makes up for the 100 per cent increase in prices. It 
leaves their real return about the same. You can't 
take away their property. 

The commission, let us say, points out in its tum 
the inconsistency of pleading for protection to the 
common stockholders' return from a drop in pur
chasing value while the original bondholders are still 
getting $5.50 and the preferred shareholders $7.00 
in the old purchasing power-now able to buy only 
$2.75 and $3.50 in food and shoes for the baby. 
Still, there is an issue, and the Supreme Court gets 
the case. 
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The Court does not know quite what to say. In 
one case it upheld the commission when the commis
sion allowed an addition of 33 113 per cent over the 
actual base value in recognition of the higher price 
level.' Yet prices were 110 per cent higher than in 
1913 and the company expected them to settle 
around 60-70 per cent higher, so 33 113 per cent 
was a let-down for the company.' 

In another case ( the second Consolidated Gas 
case) the Court found that the commission had not 
even allowed the company to' earn more than 3 per 
cent on the actual cost and threw out its rates. Then 
in the Southwestern Bell Telephone Company case 
in .1923 the majority of the court added 25 per cent 
to the investment to allow for the cost of reproduc
ing the property new, although prices had increased 
nearly 100 per cent. Here Mr. Justice Brandeis 
wrote the minority opinion, concurred in by Mr. 
Justice Holmes, setting forth the adequacy of the 
return. A . month later, in the Atlanta case' there 
was a difference between the investment as the 
commission found it to have been ($5,250,000) 
and as claimed by the company ($9,500,000), of 
$4,250,000. But here the commission gave at least 
lip service- to the idea of making allowances for 
reproduction costs and added to the actual cost 
$125,000 for appreciation in the value of the land 
owned by the company. The Court upheld the com
mission and remarked that "the refusal of the com
mission and of the lower court to hold that, for rate
making purposes, the physical properties of a utility 

'Chapter IV. Dr. John Bauer, E/lective Regulation Df Pub
lic Utilities. Macmillan, 1925. 

8 Galvesti Electric Co. v. City of Galveston, 2,;8 U. S. J88. 
• June I I, 1923. Georgia Railway and Power Company v. 

Railroad Commission of Georgia, 262 U. S. 62';' 
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must be valued at replacement cost, less depreciation, 
was dearly correct." 

Here was some wobbling. But in 1926 the court 
came right out with it and said that the hypothetical 
cost of reproducing the plant now was the main fac
tor to be considered.10 

Only Mr. Justice Brandeis and Mr. Justice Stone 
dissented. It is to date the point furthest south in 
the procedure of turning regulation into a guessing 
contest out of sympathy and regard for the interests 
of those who invested in good faith on the basis of 
established earnings. 

Here the idea behind regulation, that of fixing 
rates by a commission to prevent the legal monopoly 
from charging monopoly prices, was pretty well lost 
sight of. As Mr. Donald Richberg has pointed 
out: 11 "Apparently the argument of the opinion is 
that if it would cost the public $19,000,000 in Janu
ary I, 1924, to duplicate the service rendered by a 
privately owned public utility, then the private own
ers are entitled to charge rates sufficient to produce 
a fair return on $19,000,000. This is in fact a 
monopoly value-or what is called a 'hold-up price' ; 
that is, the most that any sane buyer would pay." 

He goes on: "In order to appreciate the signifi
cance of the majority opinion, it is necessary to ana
lyze separately its various elements. The opinion 
seems to rest upon the following series of proposi
tions: 

( I ) "A public utility property will be 'confiscated' 
unless rates are fixed so as to yield a reasonable rate 
of return on 'present value.' 

10 McCardle fl. Indianapolis Water Company (47 sup. at. 
144. u. S. 1926). . 

11 Harvard Law Rtvinv. February, 1927. 
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(2) .. 'Present value' of the physical elements is 
the (estimated) present (market) value of lands 
(for other uses) plus the (estimated) present cost 
of constructing the identical plant (under imaginary 
and impossible conditions). 

(3) "Present cost of construction is found by 
using the prices of materials and wage~ of labor 
prevailing at the 'time of construction' (qualified by 
'an honest' and 'intelligent forecast' of future prices 
and wages.) . 

(4) "The 'time of construction' is the calendar 
day of valuation and is not the period of time which 
would be required to construct the plant in order to 
have it in operation on the valuation date. 

(5) "There must be added to the physical value 
of the property thus found all the intangible values, 
particularly 'going value,' which must equal that 
percentage of the physical value which is 'generally 
included.' " 

In other words the whole process of regulation 
has become a series of estimates checked only by the 
commissions' and the court's sense of the utterly 
ridiculous. The whole procedure of finding how 
much it might cost 'to reproduce a plant has been 
. described by the Michigan Commission in words ap
proved by the Connecticut Commission and cited by 
the minority of the court in the Southwestern Bell 
Telephone case: 

"This method of determining value included per
centages for engineering services never rendered, 
hypothetical efficiency of unknown labor, conjectural 
depreciation, opinion as to the condition of property, 
the supposed action of the elements; and, of course, 
its correctness depends on whether superintendence 
was or would be wise or foolish; the investment im-
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provident or frugal. It is based upon prophecy in
stead of reality, and depends so much upon half 
truths that it bears only a remote resemblance to 
fact, and rises, at best, only to the plane of a dig
nified guess." 

The way is now wide open for this to become the 
rule in regulation. There is no certainty to it, no 
solid ground on which a commission can stand to 
protect the public. As Mr. Justice Brandeis de
scribed the procedure in the Southwestern Bell case, 
"gradually it came to be realized that the definiteness 
of the engineers' calculations was delusive; that they 
rested upon shifting theories; and that their esti
mates varied so widely as to intensify, rather than 
to allay, doubts." 

In the Indianapolis case the estimates of repro
duction cost varied from $12,200,000 to $22,600,-
000, using the same price levels. As Mr. Richberg 
has pointed out, these experts varied more than 
$3,000,000 in their estimates, and experts testifying 
on the company's side disagreed with each other to 
the extent of $800,000, although they were testify
ing in a common cause. In the New York Tele
phone case, now in the Federal Court, one of the 
company's experts estimated the cost of reproduction 
new at $586,°37,000; a firm of engineers also em
ployed by the company made a similar estimate and 
arrived at the figure of $692,666,590. The Com
mission "giving due consideration to reproduction 
cost" estimated $491,554,386. When the rate-mak
ing process is so uncertain that the company's ex
perts vary by over a hundred million dollars from 
each other, and the Commission varies from the 
highest company expert by over two hundred mil-
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lion dollars, the possibilities of the utilities having 
their rate bases altered upwards are good. 

This is all a direct inducement to the companies 
to use their collective imagination, and private initia
tive in imagination is wonderful to behold. The 
New York Edison Company in a case before the 
commission at the time of writing is claiming the 
right to add to its capital investment, upon which 
the consumers will have to pay a permanent fair re
turn every year, the sum of $7,250,000 for the hy
pothetical cost of training a staff of new employees 
in case the present staff were wiped out entirely by 
plague or other act of God I The expense of train
ing these employees has already been completely paid 
for by the public in rates. The idea of adding 
the cost of reproducing them new to the fixed capital 
is a long step toward the absurd. The next step will 
be to put in a claim for reproducing their parents 
new, for without parents obviously there can be no 
trained Edison employees. 

Some Finer Points of Regulation 

There is no special purpose to be served here, in 
going into the finer points where the court hooked 
the process of regulation. It is not important here 
that "values" are fixed by earning power and any 
lowering at all of the earning power might be said 
to "confiscate" such values-a fact which precludes 
the court on its own reasoning, and the commissions, 
from ever lowering rates except on the ground of 
lower operating costs I Nor is it especially impor
tant that in allowing something it calls "going 
value," the court failed to make any allowance for a 
possible "receding value" in Mr. Richberg's phrase. 
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in case business was falling ok; in short, that it has 
simply added on a value whic:h always goes in favor 
of the investors and against tile consumers and never 
in favor of the consumers, that it is a kind of cost 
plus guarantee, the more a, company plunges the 
more it shall be compensated. 

Another important thing~' however, which the 
court has done in the course of its meddling about 
with regulation is to giv~ to, the investors the sums 
which the consumers, not thc! investors, contributed 
in rates-both under the head of a depreciation al
lowance to keep the property 'in repair and in excess 
rates over and above a fair rate of return. Such 
sums were usually reinvestedl in the property. The 
court has held in the New Jersey Telephone case 
(April, 1926) that the consumers must also pay a 
return on the "value" of such sums, instead of on 
their cost, although they (:ontributed these sums 
themselves. 

'To this appropriation of consumers' funds for the 
benefit of the investors thd Michigan Commission 
has vigorously dissented anij expressed its intention 
to putting in a bill to collec~ such diversions as soon 
as the court changes its miM. Dr. Robert L. Hale 
says in this connection: 11 : 

, 
"In defense of this positioh of the Court, it is some

times contended that propert}' bought from earnings is 
paid for just as truly by the stockholders as if bought 
from the proceeds of the sal~ Qf a new stock issue, for 
if the property had not beert bought, the stockholders 
would have been entitled to so much additional divi
dend; and, the claim runs, it makes no difference in 
substance whether they rec<ived the dividend in cash 
and then bought stock with It on which new dividends 

11 Ntw Republic. May 26, I~ 
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are now payable, or ,,!hether they went without the 
dividend and now recer'e a new return on what they 
went without. 

"This is quite true. But it indicates a weakness In 
the regulatory process, a.s limited by the Court. The 
Court might have he1d. the investors to be entitled to 
additional return (beyord the fair return on the money 
they originally invested in the company) only to the 
extent that they have fdled to receive the stipulated 
fair return in the past; :Iad the Court so held, any re
investment by the comI'any of earnings in excess of 
the fair return would hlve represented no sacrifice on 
the part of the stockhol{ers of anything to which they 
were entitled; for the aternative of taking a dividend 
of more than the fair rt;urn for that year, would have 
been prohibited. Or the Court might have reached the 
same result, not by fObidding the payment of divi
dends in excess of a fa:- return, but by insisting that 
whenever such excess dvidends are in fact paid, the 
amount thereof should ')e credited to the capital ac
count, or treated as a rturn of part of the principal; 
and the fair return to ""lich they are entitled in sub
sequent years woul? be Jroportionately reduced. Had 
the Court taken thiS pos ion and based the return on 
the money which actuallShad to be contributed by in
vestors, then the result u:der regulation would be that 
the customers must pay 'ie necessary cost of produc
tion, but no more. ~uchis not the result, because, as 
indicated, rate. reduct1C?nSare prohibited unless the in
vestors are soil p~rmlttq a fair return, not only on 
property bought with pal excess earnings, but also on 
a 'valuation' of all the J:operty that may differ mate
rially from the sums .tha'had to be paid for it; and it 
may differ not only tn nmber of dollars, but in pur
chasing power as well." 
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Transmitting Power Across State Borders 

There is a further gap and deficiency in our regu
latory system at present in the wholesaling of power 
in interstate commerce. The Supreme Court has 
decided that in such wholesaling, as in the whole
saling of gas across state borders, unless Congress 
has acted there is no authority to regulate. The 
specific case was decided in January, 1927, when the 
Court held that the Rhode Island Commission did 
not have the right to order the Narragansett Electric 
Lighting Company to increase the rates it was charg
ing to a company across the state border in Attle
boro, Massachusetts, which took less than three per 
cent of the production of the Narragansett company. 
The commission had found as a fact that continu
ance of the service to the Attleboro Company at the 
existing rates would prevent the Narragansett com
pany from performing its full duty toward its other 
customers and would be detrimental to the public 
welfare .. 

When power is transmitted across the state line 
and retailed there by the same company the rates at 
which it is sold to the consumers are controlled by 
the commission in the receiving state. It is only the 
wholesaling interstate which is unregulated. 

This gap in regulation becomes more important 
. as the range of efficient transmission grows and sur

passes state limits. Thus Boulder Dam, the St. 
Lawrence and Muscle Shoals will also transmit 
power through several states. N ew York State al
ready has twenty transmission lines bringing and 
taking power to and from New England, New Jer
sey and Pennsylvania. Pennsylvania has an import 
and export of approximately 18 per· cent of its pro-
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duction. Of the total of 597,000 horse power de
veloped by, water power in North .Carolina, energy 
from about 18.6 per cent is transmitted for use out
side the state by two companies,1I and about an equal 
amount is imported from South Carolina. Here is 
a problem that is getting to be of some importance, 
especially as long as the courts persist in holding that 
as long as corporations have different names they 
are different legal entities, no matter if they c>wn 
each other 100 per cent. 

Only in cases where the Federal Government has 
the leasing power over water' power developments 
and where those developments lie in two states does 
there seem to be the possibility for any really effec
tive regulation of power rates charged in interstate 
commerce or of investment. The Federal Power 
Commission is supposed to keep investment on 
power development in navigable rivers down to the 
cost of the money actually spent. There is a pro
vision in the Federal Water Power Act of 1920 that 
the project can be recaptured at the end of a fifty 
years' license by payment of the net cost of the in
vestment. Where the projects lie entirely in one 
state, however, 'the practice is to leave the regulation 
of rates to the state commission-where they ap
parently go the way of all rates. 

Where the prbject does lie in two states, as the 
Conowingo dam and storage reserve does, and the 
two state commissions have inadequate authority, ' 
then the Federal Power Commission by holding 
securities down to capital actually invested, by pre
venting the capitalization of the difference in cost 
between water power and power generated by coal 

18 Circular No. 16. North Carolina Department of Conserva
tion and Development, 1926. 
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and dependent upon the price of coal, by making the 
various holding companies and subsidiaries sign con
tracts providing that rates should not exceed a fixed 
per cent on actual legitimate investment, have doubt
less saved the consumers a great deal of money over 
ordinary regulation. The Giant Power Board of 
Pennsylvania estimated the saving to the people of 
Philadelphia at one million dollars a year.u 

This is the exception. The rule, as we have seen, 
is something quite different. The whole regulatory 
system has now become a series of more or less dig
nified. guesses. There is no adequate or automatic 
protection to the consumers if the price level keeps 
on going up. And if it drops it is doubtful that the 
consumers will be able to gain the advantage of the 
drop. The records which make it possible,to estab
lish the extent of changes in the situation remain in 
the company's hands. It is thus not even a fifty
fifty gamble that, when the price level goes up, the 
consumers lose and when it goes down, the com
panies lose. Even if it goes down, the commissions 
are not in the position of having sufficient informa
tion to force the rate base down to the extent that 
the companies can force it up. And there is a limit 
to which the commissions can fight rate cases. They 
have at the most a few hundred thousand a year 
with which to regulate the power industry in each 
state. That is, with the exception of a small extra 
appropriation, they soon reach the limit of their ca
pacity to fight. The companies have no such limits. 
What they pay engineers, accountants and lawyers 
goes into rates and the consumers thus pay for both 
sides. Before the present New York Edison case is 

16 Report of the Giant Power Board of Pennsylvania, 1927. 
P·17. 
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decided by the courts, that company will probably 
have spent -$4,000,000 on that one case alone. The 
consumers pay, win or lose. Here again there is not 
even a fifty-fifty gamble for the consumers. 

The Massachusetts System 

Possibly the difference between the regulatory sys
tem as it works in forty-seven of our states and as 
it works in Massachusetts will show better than any 
one other thing how far we have gone from the pur
pose for which regulation was established. The 
power companies have been looking eagerly to 
Massachusetts with the idea of bringing the local 
power companies there up to the regulation size in
vestment. In Massachusetts a certain New England 
thrift led them to issue securities only for the 
amount of _ money actually invested. This meant 
almost automatic regulation, because it could then 
be seen from the market price of the stock about 
what the earnings on the investment were. In no 
other state than Massachusetts would the Governor 
have been able to call the roll of the companies earn
ing more than a fair rate of return and suggest they 
lower rates.11 There are many companies which 
have constantly plowed their surplus earnings into 
their property, instead of distributing them as divi
dends on revaluated investment, and are now in a 
position where the reproduction value less deprecia
tion is substantially in excess of their outstanding 
capital and obligations. They represent an attrac
tive temptation to financial interests outside the state 
which hope to inflate them under the Supreme Court 
ruling. The Massachusetts Department of Public 

11 Chapter IV. 
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Utilities has several forceful things to say about 
this: 

"We think it would be unfortunate for our do
mestic companies, which largely have grown up 
under our New England idea of basing, in large 
measure, the rates upon the investment and which 
have conducted their business with thrift, to pass 
under the control of such foreign financial interests." 
(December, 1926.) 

Public ownership would be obviously preferable 
to regulation as it is exercised at present in the other 
states, according to the Massachusetts body, which 
made a report in March, 1927, to that effect: 

"The public utility corporations in this state are 
given the right to organize to perform a public 
service which the public might otherwise undertake 
itself. The state gives to them permits to use the 
public highways j it grants to them the privilege of 
taking private property by the exercise of the sov
ereign power of eminent domain and to a large ex
tent protects them from adverse and unwise com
petition. In exchange for these unusual privileges 
the public of Massachusetts has assumed that it had 
the right to regulate the utilities to such extent as 
would assure their obtaining the public service fur
nished by the utilities at as cheap a rate as the capital 
invested in the service could reasonably be expected 
to produce. When the people of this commonwealth 
adopted a policy of obtaining that public service, 
which the utilities are organized to furnish, by the 
employment of private capital through a regulated 
monopoly, which service they might otherwise have 
furnished directly themselves, they little dreamed 
that they would be required, in the regulation of 
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rates, to enter into protracted investi~ations of the 
fair value· of the property employed 1n the under
taking, ascertained by a theoretical calculation of 
what it would cost to reproduce the property, less its 
actual depreciation, on each and every such occasion, 
with its necessary large expenses, all of which 
eventually must be paid by the ratepayer. 

"If, under the present statutes, it shall be de
termined by the United States Supreme Court that 
the gas and electric companies of this state are en
titled, as a matter of law, to charge rates based upon 
the fair value of their property employed in the 
public service, and that in ascertaining such value 
the value of the plant and of the structures and 
equipment in or upon the public highway is to be 
taken at the reproduction cost less the then actual 
depreciation, and that the findings of fact in rela
tion to these values are subject to review in each 
instance by the federal court, we are confident that 
the people of this state will conclude that the regula
tion of the rates of the gas and electric companies 
under such conditions is too cumbersome, inefficient 
and expensive to be tolerated. Such a method of 
regulating rates will inevitably lead to conflicts be
tween the companies and the public, to the disad
vantage of both. If the public is required to pay a 
return upon property acquired through excess earn
ings, it will insist on paying in rates no more than 
is required to be paid under the rule. This is likely 
to lead to an impairment of the financial stability of 
some companies, as dividends will often be paid at 
the sacrifice of proper reserves for depreciation. 
This in tum will weaken such a company's credit 
and require the payment of higher dividends to main
tain its stock at par. We must never forget that 
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whtle a company is growing, its dividends are in 
effect guaranteed by the public, so long as we require 
its stock to be issued at par. The public demands the 
extension of the company's service. That service 
cannot be given unless the company can market its 
stock at par. 

"In our judgment the people of this common
wealth will seek a means of escape from such a situa
tion. Two courses will be open to them: (I) Public 
operation of such utilities, or (2) the operation of 
the utilities by private capital in those instances 
where the public utilities are willing to enter into a 
contractual relationship with the public whereby the 
rates may be readily, efficiently and inexpensively 
regulated and adjusted and the initiating of free 
a.nd unlimited competition by municipalities in those 
areas where companies are engaged in business which 
are unwilling to enter into such contractual relation
ship. 

"We have not thought it expedient to recommend 
any bill at this time providing for the operation of 
companies under a contractual relation with the 
state. We think it will be time enough to consider 
such legislation in detail when it is definitely known 
to what extent we can, under the federal Constitu
tion, regulate public utilities using our highways. 
If the rules that have been made applicable to· such 
corporations in other states apply, we think that the 
raising by companies of new capital as needed, at (J 

rate of capital charge no greater than necessary and 
which will at the same time be fair to the companies 
and their stockholders and also prevent inflations of 
valuations for rate-making purposes, can be effected 
only by the establishment of (J contractual relation
ship between the companies and the state. In sub-
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stance, we think such contractual relationship should 
be established by offering to the companies a re
capitalization of their properties on such basis as, 
after careful consideration, should seem just, the 
companies giving to the state the power to regulate 
their rates in such a manner as the state may de
termine, so long as such regulation shall not be 
exercised to reduce the income of the company below 
an amount which will enable it to pay dividends 
necessary to sell its stock readily at par. Provision 
might also be made for limited dividends. At the 
same time legislation should be passed which would 
make those provisions of law requiring a munici
pality before entering into the gas or electric busi
ness, to·purchase the plant and property of the com
pany operating within its area inapplicable to such 
companies as decline to enter into such contractual 
relationship with the commonwealth." (Italics ours.) 

In the Worcester Electric Light Case, decided by 
the Massachusetts Department of Public Utilities 
on June 3, 1927, a decision which ordered a reduc
tion of the maximum rates to consumers from 7 
cents to 5 cents, the commission again protested 
against the doctrine that rates should be based on 
reproduction costs, as essentially unsound legally, 
historically and economically. 

"A rate based upon reproduction value," declared 
the department, "assumes the reproduction of a plant, 
which as a matter of fact would not be reproduced 
as is, and on a basis which men of sound business 
judgment do not consider in determining the value 
of their plants for other than rate-making purposes. 
Depending as it does upon the level of prices of 
labor and materials projected into the future, it 
creates a constantly varying rate base, which is not 
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easily or speedily capable of determination, but, on 
the contrary, involves long and expensive investiga
tions, culminating in a composite guess not based 
wholly upon facts but upon conjectures as to the 
future. And when that composite guess, called the 
reproduction value, is finally determined, the factors 
may have so changed that it can no longer be of 
value, and the process must be repeated. It does not 
enable justice to be done speedily and efficiently either 
to the public or to the investor. In periods of en
hancement of prices, the public, under this theory, is 
compelled to pay exorbitant rates. In periods of 
depressed prices the investor is compelled to receive 
much less than a fair return upon the capital in
vested. A goodly portion of the plant3 of many of 
our electric companies was built after the war in an 
era of high prices. If there should be a sharp de
cline in prices in the next ten years, rates, based upon 
the reproduction theory, would be such as would pre
vent the investor from receiving a fair, if any, return 
upon his investment. A theory which produces such 
results cannot be maintained. 

"Regulation should be certain, definite, and 
capable of speedy application in the determination 
of rates which will do justice both to the public and 
to the owners of the utility. We believe that a rate 
base which takes as the controlling factor capital 
honestly and prudently invested possesses these 
qualifications and under normal conditions is sound 
both in law and in economics." 

The commission went on to state that, even assum
ing that the company was entitled to earn a reason
able return upon the fair value of its property at the 
present time, the Worcester public was entitled to 
relief. The company had earned 46 per cent on its 
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capital stock of $2,400,000 in 1926, and 27.2 per 
cent to the stockholders on their total investment of 
par and premiums, an investment of $4,058,232. 

In the previous eight and one-half years the rate
payers had contributed in rates sufficient to permit 
the company, after paying all operating expenses and 
fixed charges, to pay in dividends $4,420,946, or 
more than had. been paid by the stockholders of the 
company since its incorporation. In addition it 
had carried to depreciation· reserve $2,612,130 and 
had added to its surplus $788,238. The company's 
claims that the rates should be based on an alleged 
reproduction cost, less depreciation, of $17,837,965, 
was thoroughly unreasonable: as was also the claim 
that rates should yield a return on property put into 
the plant either from excess earnings or unearned 
increment. Granting the principles enunciated by 
the Supreme Court of the United States in the Mc
Cardle et al Indianapolis "Vater Company case and 
in other decisions, the value of the property for 
rate making purposes should not, the commissioners 
held, exceed $10,000,000. 

Some of the commissioners urged a further re
duction to 4Yz cents maximum rate, and regretted 
that the commission had even discussed the possi
bility of any other rate base than the time honored 
base of capital honestly and prudently invested and 
devoted to the public service. 

The company subsequently obtained an injunction 
from the United States District Court in Boston, 
restraining the Massachusetts Commission from en
forcing its decision. It hopes ultimately to bring the 
case to the United States Supreme Court, where it 
will argue that the Massachusetts decision threatens 
confiscation to its property. 
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Finally, the regulatory machinery has thus far 
failed to compel the companies to make public a com
plete statement of the varying rates charged for 
different kinds of services and for different quan
tities of kilowatt hours purchased by customers. As 
a result the average investigator is often left com
pletely in the dark regarding the actual cost of 
electric lighting and power to consumers in a con
siderable portion of the states and must conduct 
expensive personal investigations to ascertain the 
salient facts in the situation. Under the cover of 
secrecy, the utility companies are thus enabled to 
discriminate in favor of certain groups of customers 
in a way which the community would not tolerate if 
given the full facts. Further, the public finds it 
difficult properly to appraise the rate situation and to 
compare as they would rates charged by the various 
companies, public and private, in different parts of 
the country. 

To recapitulate. Regulation everywhere, with the 
possible exception of Massachusetts, has thus far 
failed to assure the consumer reasonable rates and 
service. The immense size of the industry and its 
financial power have made it possible for the com
panies to secure in defense of private interests a far 
abler staff than the public has obtained in its own 
behalf. The small budgets of the commissions as 
compared with the unlimited budgets of the com
panies in prosecuting rate cases have figured in the 
commissions' weakness. The commissions, further
more, have often been burdened with the job ofregu
lating not only the power companies, but all other 
utilities and the data they have had to work upon 
has been in most cases exceedingly inadequate. 

Many of the most able state commissioners have 
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constantly had presented before them the possibility 
of exceedingly remunerative positions in private 
electrical companies when they left the public employ. 
Their decision later to enter the employ of power 
companies has often had a decided effect on their 
attitude toward corporation practices while still in 
the public service. 

Granting that the state commissioners are able and 
disinterested, under our present system of regulation, 
regulation can be voided and has been voided during 
the past years in a number of ways. 

I. By the making of contracts between operating 
and holding companies, whereby the local companies 
pay to the holding companies exorbitant fees for 
nominal services. The state commissions have no 
power to regulate these contracts, however injurious 
they may be to the consuming public. 

2. By recapitalizing the operating companies not 
on the basis of a prudent price paid for them, but 
on the basis of a high competitive price paid by hold
ing companies bidding zealously against each other. 

3. By presenting to the commissions figures of 
past expenditures as a basis for future rate making 
which it is practically impossible for the public 
authorities to check up. In this way the public is 
forced to pay rates often based on fictitious values. 

4. By withholding from the commissions power 
to start investigations on their own initiative, com
pelling them to wait until outside agencies make 
formal protest. 

5. By depriving the commissions-through re
cent court decisions-of the power to base rates on 
actual investment, and requiring them to consider 
hypothetical reproduction costs as a ba::.is for future 
rates. 
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6. By refraining to give the power to regulate the 
wholesaling of power across state lines even though 
the companies in one state wholesale the power to 
identical interests-although under different corpo
rate entities-in other states. 

In view of these deficiencies, it may truthfully be 
said that present day regulation cannot be depended 
on as any adequate protection to the consumer. Only 
in Massachusetts among the states has some sem
blance of effective regulation been observed. Our 
former provinces of regulation have been lost to the 
other states. If they are to be recaptured it must 
be done in a fashion similar to the one suggested by 
Massachusetts in defense of her present control. 
The difference is that in the other states it is a ques
tion of recapture rather than defense; it is more 
difficult.18 

18 As this volume goes to press, the Interborough Rapid 
Transit Company of New York, operating the New York sub
ways built by the city, is trying to make our regulatory system 
still less effective by contending that it is not bound to operate 
under a five cent fare, even though this fare was definitely 
specified in its contract with the city. 



CHAPTER VI 

THE ENEMIES OF THE PEOPLE 

ELECTRIC power did not burst full blown 
into every community in the country at the 
same time. Some were a long time in getting 

it. Some rural areas have not succeeded in obtain
ing it yet. What the rural sections are to-day the 
smaller towns and cities were at the end of the last 
century and at the beginning of this one--the less 
profitable places to invest money. The bigger mar
kets were supplied first, naturally, for, by definition, 
private initiative means keeping a couple of eyes on 
the main chance. This left the smaller, less profitable 
places to shift for themselves. But some of these 
smaller places also had an ambition to grow, to have 
power for their industries, light for their houses and 
streets. They did not want to be further handi
capped by their size than they already were. So they 
went into the light and power business themselves. 

Municipal ownership of power has been govern
ment initiative in the field private initiative refused 
to enter. "Municipal development," says O. C. 
Merrill, Secretary of the Federal Power Commis
sion, "has been resorted to primarily to secure 
domestic service in communities not reached by the 
distributing lines of existing private central stations 
or not having a demand for energy sufficient to 
justify from a commercial standpoint the construc
tion of a station for such purpose by private 
capital." 1 In short, with a few exceptions like Los 

1 Natio1lDl Revit'UI of PO'Wer Resources, I92J. 
IsS 



THE ENEMIES OF THE PEOPLE 159 

Angeles, Tacoma, Seattle, and Cleveland, municipal 
power plants were originally confined to the smaller 
cities. 

Municipal Ownership in Smaller Cities 

The following table shows, even in 1922, when 
long distance transmission had done away with the 
difficulty of service to a great extent, the traces of 
that former concentration of municipal plants in 
the smaller population groups. It also shows how 
the private systems concentrated on securing the 
industrial power users in the small towns and cities 
even where the lighting was furnished by municipal 
plants. 

During the twenty years from 1902 to 1922, the 
number of municipal plants trebled, while private 
central stations increased only 34 per cent and 
actually decreased in number from 1917 on. In 
1922 there were a total of 6,355 power plants, 40 
per cent, 2,581, of them municipally owned, and 60 
per cent. 3,774, of them privately owned. The 
municipal plants, however, had only 4.7 per cent of 
the national production. 

This change indicated two things: the increasing 
tendency toward larger, more efficient units, more 
modern plants on the one hand and, on the other, 
the attempts of the smaller communities to secure for 
themselves the benefits of electricity where no service 
was being given at all or only on very unsatisfactory 
terms by private companies. 

These small municipal plants were established in 
many cases by nonpartisan vote. In some cases the 
Republicans took the initiative, in others, the Demo-



... 
COMMERCIAL AND MUNICIPAL CENTRAL ELECTRIC STATIONS 8' 

GROUPED ACCORDING TO POPULATION OF DISTRICT SERVED 
PER CENT OF TOTAL NUMBER AND OF OUTPUT FOR LIGHT 
AND POWER. BUREAU OF THE CENSUS-1922 

Population Group 

Under 1,000 •••••••••••••••• 
1,000 but under 2,000 •••••••• 
2,000 but under 5,000 •••••••• 
5,000 but under 10,000 ••••• :. 
10,000 but under 25,000 •••••• 
25,000 but under 50,000 •••••• 
50,000 but under 100,000 ••••• 
100,000 but under 200,000 •••• 
200,000 but under 500,000 •••• 
500,000 and over •••••••••••• 

Number of 
Stations 

Com- Mu-
mercial nicipal 

56.2 43.8 
55.2 44·8 
54·9 45·1 
56.6 43.4 
75·9 24·1 
79.4 20.6 
87.6 12·4 
92.1 7·9 
93·3 6·7 
84·6 15·4 

Kilowatt Hours 
Consumed 
for Light 

Com- Mu-
mercial nicipal 

54.1 45·9 
49.2 .50 .8 
47·3 52.7 
44·4 55.6 
77.3 22·7 
84.1 15·9 
79.4 20.6 
96.0 4·0 
91.9 8.1 
95-4 4.6 

Kilowatt Hours 
Consumed 
for Power 

Com- Mu-
mercial nicipal 

91.2 8.8 
88.6 1I.4 
78.9 2I.1 
93.4 6.6 
95.6 4-4 
94·5 5·S 
92 •1 7·9 
97.8 2.2 
97.7 2·3 
97.2 2.8 
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crats. It was a matter of civic pride for them to 
see that their cities were not more backward in the 
march of progress than larger cities or could not 
be held up unreasonably by some of their fellow 
citizens who owned stock in the local private power 
company. In small localities the sudden riches of a 
few people raise more question than the great riches 
of a great number in the larger cities. It was a 
purely American movement, a matter of local pride, 
like getting the railroad to come to town or putting 
up a high school or library. 

But for their action, they have often been at
tacked as dangerous citizens, gnawing at the founda
tions of a Nordic civilization. Poor people, they 
simply thought they were doing something for their 
home town. The matter was, however, made clear 
to them in 1926 by Mr. John B. Miller, President 
of the Southern California Edison Company, about 
whose disinterestedness in the matter there can be no 
question: I 

"The time has come to stop pussyfooting on the 
question of government ownership. This does not 
apply particularly, perhaps not at all, to the men of the 
electrical industry. Those men have generally been 
outspoken and consistent. The application is to all 
those men of common sense-and they are many-who 
have been misled into passive acquiescence in various 
specific local schemes for government ownership based 
upon supposed local benefits. Plenty of business men 
who are opposed to government ownership in principle 
have nevertheless got behind some local scheme with
out realizing that it is in the nature of fire to bum. 
There have even been men in our own industry who 
have at times looked with friendly eyes at SOme dis-

• Electrical IV Drld, May 8, 1926. 
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guised government-ownership scheme that did not di
rectly affeCt them. Why is this? Isn't it because we 
have been pussyfooting on the fundamentals? 

"The plain truth should be told. Advocates of gov
ernment ownership, whether they know it· or not, are 
enemies of society. If some cult of faddists tried to 
bring yellow fever back to the communities it once 
ravaged, it would get short shrift. It wouldn't matter 
if the faddists sincerely believed they were doing good. 
You can get a sincere lot of cracked-pots to advocate 
anything at all. Sincerity.alone means nothing. Why 
shouldn't we tell the real story? There is no doubt 
about the truth of that story. 

"Government ownership has been tried ever since 
there .have been governments. It is an old and dis
carded policy. Government ownership built the pyra
mids of Egypt, but no one claims that Egypt's form of 
government was either democratic or desirable. Gov
ernment ownership brought a dictator to Italy; they 
were so deep in the mire that a dictatorship was the 
only way out. Germany, not quite so badly off, turned 
its railways over to a corporation in order to change 
deficits into net revenues. The current economic bul
letin of the National City Bank comments on the heavy 
deficits of the state-owned Belgian and French rail
roads and points out that although the stabilization of 
those countries seems to demand the unloading of their 
railway burdens, the political strength of the bureau
cratic systems is a stumbling block. A similar situa
tion exists in a part of Canada, where, as Professor 
Mavor has demonstrated, a government-ownership oli
garchy has become the government. Our own experi, 
ences with government railroad operation and with 
government shipping are well known. Out of all the 
experiments, from Pharaoh to Pinchot, there is not a 
single known instance where government ownership-
national, state, municipal, or other-has been beneficiaL 
It is known that the system cannot continue in a democ-
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: racy. Either the democracy or the system must go. 
The evidence is complete. We need no more experi
ments. 

"Let us tell the plain facts. The system is wicked; 
its advocates are enemies of society." 

The enemies of society, the foes of democracy, 
the government ownership people, have since been 
!!o crushed that they have not even risen feebly to 
ask whether in Mr. Miller's democracy they still had 
the right to vote at all. A tentative answer was 
given later in the year in Illinois by Mr. Insull, an
other president of another power company. It was 
to the effect that it didn't matter for whom they 
voted, because the power people managed to make a 
favorable financial impression with both candidates. 
In the words of the genial George Brennan, the 
Democratic nominee for the United States from 
Illinois, a $enate in which the fate of Muscle Shoals 
and Boulder Dam will be decided: "Many power in
dustries 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 
would happen when one of the others got into 
power ?" An intriguing question, that, the answer to 
which would seem to run to the effect that only those 
people who were making a good deal of money could 
take care of their interests, and that the more the 
small consumers were charged in rates the less money 
they would have to elect their own men and the more 
money the power people would have to elect theirs. 

In some cases the municipalities have gone into the 
business not where there was no service, but where 
regulation of the private company had failed to pro
tect them. In Cleveland, Ohio, the private com-
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pany charged 10 cents a kwh. for domestic lighting. 
The Public Service Commission ordered a reduction. 
The company appealed, demonstrating mathemat
ically that to reduce the price below 10 cents would 
mean bankruptcy. The Ohio court was convinced 
and upheld the rates, having no desire to drive any
body into bankruptcy. Then Cleveland went into 
the electric light and power business itself and 
started off by cutting the rates in two. The private 
company was forced to do the same. No bank
ruptcy ensued. It is carrying on a successful busi
ness, only now it is the people of Cleveland, rather 
than the stockholders of the private company, who 
are ahead of the game. 

The progress of the art of generating and dis
tributing electrical energy has outrun the attempt to 
control the industry by small municipal stations. 
Power development has changed from the localized 
service of small central stations to large intercon
nected systems extending beyond city and county 
and even state borders. Municipal ownership can 
always prevent inflation of values and serves a good 
purpose in that way. In large cities it can operate 
as cheaply as, or more cheaply than, private plants 
there, but in small cities and towns where the plant 
is small and the equipment old the chances are that 
current can be bought cheaper from a large inter
connected system than it can be generated in the 
small town. The tendency is for the small municipal 
plants to become purchasers of current rather than 
producers. 

Small private plants and companies are meeting 
the same fate as are the small municipal plants. As 
many private companies as municipal companies--
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. and possibly more-are either selling out' to the 

. larger power companies or purchasing their power 
rather than generating it. There is no question 
about the relative efficiency of private versus public 
ownership from the angle of operating costs. Both 
have been caught up in a changing art which im
pinges on the small boundaries they have originally 
set for themselves. Both have had, theoretically, a 
choice between expansion and becoming a minor 
part of a widespread system. Actually the munic
ipal plants had no such choice. Their field was 
limited by the boundaries of their city and that was 
all there was to it. For them to put up a large 
modern plant would have necessitated a wider 
market. 

In some cases approval of the state legislature was 
necessary for such expansion, and the state legisla
tures have never been accused of seeing ahead of 
time the significance of changes in the industrial arts. 

Watertown, New York, is a typical illustration of 
a city that found itself with more power than it 
could use itself. For two years it has tried to get 
permission from the New York State Legislature to 
sell its power to the surrounding area. The private 
companies which also have an eye to this area happen 
to be very influential with the Legislature and have 
prevented consideration of the bill giving Water
town this authorization. When the city of Hagers
town, Maryland, finally received permission from 
the Legislature to expand, the companies had the 
Maryland Court of Appeals set it aside on the ground 
that it applied only to the city of Hagerstown. 

The small private plants were faced more really 
by the alternatives of expansion or subordination. 
They had no trouble in getting franchises to operate 
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in territory adjacent to the home field, provided no 
other companies had gotten in there first, although 
this sometimes had to be done by incorporating a new 
company. If other companies had been more far
sighted in securing even a nominal authorization to 
serve that adjacent territory, the small private com
pany was also doomed to the boundaries it had 
originally chosen, with the alternative of selling out. 

It is only the large companies which can undertake 
great extensions. They form smaller companies for 
purposes of complying with occasional laws that 
only one company can operate in one territory, and 
then merge the companies. The only figures avail
able on this process are found in the Giant Power 
Survey of Pennsylvania,' where, it is reported that in 
that state in 1923 some 363 power companies were 
incorporated; that ISS of these were merged during 
the same year and 119 of them during the next year. 
Thus over three-quarters of them were absorbed by 
larger companies. The report says of these 363 
companies that "only five could be identified as 
operating companies, the remaining 3S8 having been 
brought into existence for the purpose of acquiring 
territorial rights to serve electric energy. They are 
for the most part paper companies existing in name 
only and representing an effort to preempt territory 
for an existing corporation or one contemplated as 
a merger of smaller units." 

A small private company, then, must either de
cide to become a very large one, competing with other 
very large ones for territorial rights, or it must stay 
put, or try to sell out as advantageously as it can, 
for it has no other future. Often it can sell out to 

• Appendix C. VI, 1925. Reporl of Ihe GianI Power Survey 
Boord. 
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great advantage, making the most of the fact that 
the larger companies are engaged in rounding out 
their territory and bargaining against each other 
for rights in certain promising cities. 

The struggle for territory has left some states 
confused patchworks of franchised territories, "with 
no evidence of a design to guarantee against dupli
cation of transmission lines and the wasteful con
struction of generating facilities," as the Giant 
Power Survey found. 

Here the effective control of the situation by 
municipal plants, giving the private companies the 
competition of contrast, has been ineffective, for no 
matter how much cheaper power was under .munic
ipal operation there has usually been little chance of 
its extending effectively. The alternative was a 
league of municipalities either with or without some 
state agency to get them started by furnishing them 
credit. 

In Ontario, the latter alternative was chosen. The 
former is getting under way through the linking of 
Tacoma, Aberdeen and Seattle and the surrounding 
towns into a system. This system will have a million 
horsepower available and is expected to stretch 
through the larger part of the State of Washington. 
Such a joining of forces may take place in Southern 
California with Los Angeles and Boulder Dam at 
first as the central parts of the system. Where such 
combinations can be made, they will probably be 
as effective as Ontario in making cheap power avail
able on a large scale. Where no such large water 
power resources give the impetus to such a combina
tion of municipalities, the most natural development 
for smaller cities will be to retain ownership of their 
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distribution 'system to prevent it from serving as a 
base for rate inflation, to make the local plant a 
standby plant and purchase current, where. it is 
cheaper, from the superpower system. Accordmg to 
the director of public utilities in Cleveland, the fact 
that the municipal plant uses 1.93 pounds of coal per 
kwh. and more modern plants use only 1.5 pounds 
offers a good business reason for purchasing some 
part of the power from them. 

In Springfield 

Municipal plants in cities as large as Springfield, 
Illinois, not only have been able to distribute current 
approximately forty per cent cheaper than other 
cities of the same size in the state, but seem able to 
continue to do so for some time. It started when 
cities were not allowed to carry on industrial busi
ness, a severe handicap in most cases, and one which 
allowed the private companies to cream the best of 
the business from the point of a high load factor. 
The Springfield Company got around this difficulty 
by leasing its commercial business to a friendly com
pany. Some years later the state laws were changed 
to give cities a right to take on commercial business. 
It was found that its cost of production per kwh. 
dropped two-thirds after the city plant took on the 
commercial business. 

The municipal plant, according to the Commis
sioner of Public Property of Springfield, Willis J. 
Spaulding,' has forced the private plant, one of the 
Hodenpyle-Hardy group, to cut rates three times to 
a level much below that which the other operating 
companies of the group with approximately the same 

'Public O'Wtlet'ship. April, 1926. 



THE ENEMIES OF THE PEOPLE 169 
production costs are charging elsewhere, a situation 
which has been duplicated elsewhere. He gives the 
following rates as a demonstration of private and 
public ownership in cities of about the same size in 
Illinois. 

COST OF ELECTRIC CURRENT IN SPRING
FIELD, ILLINOIS, COMPARED WITH COST 
IN OTHER CITIES UNDER PRIVATE OWN
ERSHIP 

400 kwh. 
30h·P· 

I50kwh. I,50okwh. Active 
Lighting Lighting Connecting 
Domestic Commercial Load 

Springfield, Ill. 
(plant owned by 
city) •........ $5.28 $30,000 $68.00 

In the following 
cities plants are 
privately owned: 

Bloomington, Ill. • 15.00 100·50 166.00 
Danville, Ill. . •.• II.25 84·00 142·00 
Decatur, Ill. ..... 15.00 96.00 162·50 
East St. Louis, Ill. 743 64·97 10I.8g 
Elgin, Ill ..•.•.•• 15·00 73.12 213.00 
Jacksonville, Ill .•• 16.25 U6.25 192.50 
Peoria, Ill. . .••.• 6·84 55.28 98.10 
Quincy, Ill. ..... 13.00 97.50 174.00 
Urbana, Ill. ..... 13.00 97.50 174.00 

The city had the direct alternative of buying out 
the private company or outbuilding it. A price of 
$2,100,000 was put on it, about double as much as 
its own expert found it to be worth. A referendum 
went overwhelmingly against this purchase and in 
favor of bonds to enlarge the city plant. Here ap-
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parently the 'private company threatened to use the 
compulsion of closing down its plants, including the 
main industries and mines of the city, in case it were 
not given a new franchise which restricted all expan
sion by the municipal plant, a threat later withdrawn. 

The effects of successful municipal competition 
cannot always be estimated. The Commissioner of 
Public Property in Springfield estimates that by cut
ting down the household maximum from 13 cents 
to 6 cents, the difference has been saved not only to 
the consumers of municipal energy but to the con
sumers of energy from the private plant which has 
been fotced to lower its rates to the municipal level. 
On this basis he estimates a saving in 1925 of 
$490,000 in addition to a profit after interest, de
preciation, and reserves of $II5,432. 

Los Angeles 

A similar savings to consumers is found in the 
operation of the Bureau of Power and Light of Los 
Angeles. In 1905, when the City of Los Angeles 
began its first surveys for the Owens River Aque
duct, it realized that the construction of this giant 
water carrier would open the way for the develop
ment of a large quantity of hydro-electricity. From 
the intake on Owens River, 250 miles north of Los 
Angeles, to its terminus inside the city limits, the 
aqueduct dropped from an elevation of 3,800 feet to 
800 feet, a total of 3,000 feet. To the city engineers 
this, of course, suggested water power. 

E. F. Scattergood, then a consulting electrical 
engi?eer with a p~iva!e practice in Los Angeles, was 
retamed by the CIty In 1904- and made' Chief Elec
trical Engineer of the aqueduct project. He has 
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remained in charge continuously from that time to 
the present. 

In 1910, against the bitter opposition of the private 
power interests, the people of Los Angeles voted the 
first bonds for the preliminary construction of an 
hydro-electric plant. In 1914, a second issue of 
bonds to finance the construction of further generat
ing plants and for the construction of a distributing 
system was voted and work was started upon the 
construction of the first of the power plants. 

Two years later, in 1916, after negotiations for 
the purchase of the distributing systems of the 
Southern California Edison Company and the 
Pacific Light and Power Company had failed, the 
city started the construction of its own electrical dis
tributing system. The first consumer was connected 
in the fall of 1916 and a rate of 5 cents per kilowatt 
hour (afterwards raised to 5.6 cents, and now again 
at 5 cents) established. After a few months of in
tensive competition in which the municipal system 
was able to take over from the private corporations 
more than 70 per cent of their business in the lim
ited competitive area, these two private corporations 
agreed to sell. In 1919 bonds were voted for their 
purchase but these bonds were held up in court until 
1922, through the continuous attack on the extension 
of the municipal system by the private interests. 

In the latter year the bonds were finally sold and 
the city took over the electrical distributing system 
of the Southern California Edison Company and 
that of the Pacific Light and Power Company, which 
had been previously purchased by the Edison 
interests. 

On purchasing this system, the city found the 
117,000 consumers of that company paying 6.2 cents 
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per kilowatt hour, which rate was reduced to meet 
the 5.6 cents rate of the municipal system. This 
reduction meant an immediate saving of $600,000 a 
year to these consumers. The remaining private 
company thereupon reduced its rate to 5.6 cents, 
-a . reduction which saved their consumers some 
$400,000. 

The Los Angeles Bureau of Power and Light is 
now recognized as the largest municipally-owned 
electric generating and distributing system in the 
United States. An audit of the Bureau's books and 
financial operations made by the international ac
counting firm of Price, Waterhouse, and Co., stated 
that, on June 30, 1927, the Bureau possessed assets 
totaling approximately $65,000,000, with outstand· 
ing bonds against the Bureau of $35,000,000, leav· 
ing a margin of $30,000,000 in assets over and 
above outstanding bonds and a clear equity over all 
indebtedness of approximately $23,000,000. One· 
third of its bonded indebtedness has thus far been 
paid off, chiefly out of surplus. 

Its gross income for the fiscal year June 30, 1927, 
was $12,000,000 and its surplus earnings approxi. 
mately $3,25°,000, after full allowance had been 
made for operation and maintenance charges, the 
payment of interest on outstanding bonds and are· 
serve for depreciation in accordance with public pro
cedure practice. The total surplus earnings of the 
company, according to the audit of Price, Water
house, from 1916 to 1927, were more than 
$18,000,000. 

Following the purchase of the Edison Company's 
Distributing System in 1922, the municipal system 
had a total of 130,000 customers. In the next five 
years it added 100,000 more customers or 20,000 
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per year. It is now supplying more than 70 per cent 
of all the electricity used in Los Angeles, exclusive 
of that needed for railway work. Its low rates for 
industrial uses have been particularly attractive and, 
as a result, more than 90 per cent of all electricity 
used for industrial purposes in the City of Los 
Angeles comes from the municipal plant. This ex
ceedingly low rate for electricity for industrial pur
poses, coupled with an abundant supply of water 
from the city's municipal water system, has been a 
real factor in the astonishing development for a great 
industrial city in a remote part of the United States 
during the last ten-year period. With apparently 
none of the advantages of eastern communities, Los 
Angeles has grown in ten years from a city manu
facturing $160,000,000 of products to a city manu
facturing more than $1,250,000,000 of products. 
Of the total electricity distributed by the Bureau, 
60 per cent of uS,ooo horsepower is generated in 
the five hydro-electric power plants operated along 
the line of the Los Angeles aqueduct. The remainder 
needed is purchased from a privately owned power 
company. It is interesting to note in connection 
with this purchased energy that the city is forced to 
pay for this electricity a unit price two and a half 
times as great as the unit cost of production in its 
own plants. 

The total investment made by the citizens of Los 
Angeles in this enterprise through appropriations 
from taxation has amounted to $4,736,000. This is 
comparable to the same investment that any in
dividual would make in purchasing common stock 
of a private corporation. 

The first bonds for this enterprise were voted in 
1910. As a result rates for electricity in Los Angeles 
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dropped. in the immediate district outside the city 
limits the rate did not drop. The difference in rates 
between the municipal plant in Los Angeles and the 
private plants in the vicinity from that day to this 
has saved the people of Los Angeles more than 
$32,000,000. 

Assuming that this entire investment of $4,-
736,000 was made in 191o-as a matter of fact the 
expenditures occurred in .various years from 1910 
to 1922-the public may thus be said to have secured 
dividends in reduced rates of 40 per cent per annum 
for the seventeen-year period ending in 1927, be
sides a clear equity in the plant valued at $23,000,000. 

As has been indicated, the rates charged have 
been low. In fact the Bureau has maintained con
sistently among the lowest rates for electricity of any 
city of comparable size in the United States, and has 
set the pace in Southern California in reducing 
charges for electricity. In June, 1927, it again re
duced its 5.6 cents rate to 5 cents for domestic light
~ng, and lowered its combination cooking, heating, 
and lighting rates from 4 cents to .2 cents per kilo
watt hour. 

Professor C. A. Dykstra, writing in October, 
1926, commenting on the financial results of the Los 
Angeles experiments, and comparing these results 
with those in San Francisco, declared that if the Los 
Angeles Bureau were to collect for services at the 
rates charged by private companies in San Fran
cisco, "the surplus of the Bureau in excess of opera
tion and maintenance, depreciating interest on bonds, 
and a deduction for the amount of taxes which a 
private corporation would pay, would equal $3,200-
000. In\ other words, if the Power Bureau oper
ated und~ the conditions of a private corporation 
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in the sense of paying taxes, and charged rates 
equal to costs including depreciation, interest and 
taxes, as well as operating expenses, consumers 
would save $3,200,000. This refers to the con
sumers of the Power Bureau alone. The consumers 
of the Los Angeles Gas and Electric Corporation are 
saving in a corresponding amount because of the 
necessity of meeting the municipal rates. 

"As compared with the average rate of large East
ern cities, the consumers of the Power Bureau alone 
would save between five and six million dollars per 
annum on the assumption of the Power Bureau's 
paying taxes along with the other charges." I 

Professor Dykstra, as a result of the Los Angeles 
experience, concludes, among other things, that 
municipal ownership of light and power in large 
cities makes possible the establishment of projects 
looking far into the future which private capital 
cannot reasonably undertake. It means "simplicity 
of organization, elimination of stockselling propa
ganda and minimizing of general propaganda. This 
in turn means greater effectiveness of organization 
with lower costs of construction and operation, and, 
because of the public credit, less cost of money." It 
means, he continues, less interference with private 
initiative in other lines of industrial activity and 
local control by those immediately interested in pro
viding service, as well as local financing. Finally it 
stimulates citizen interests in public affairs. 

Careful auditing of municipal and private com
pany accounts would doubtless show that almost 
none of them are exempt from the general principle 
that a large scale installment has a smaller invest-

s National Municipal Review, October, 1926. (Italics ours.) 
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ment cost arid a higher efficiency (granting the same 
loads) than a small installment. What the municipal 
plants seem to have done successfully is to lead the 
way in the reduction of domestic rates and to keep 
down the inflation of property values. In the pre
ceding chapter we found the Massachusetts Depart
ment of Public Utilities recommending that if the 
revaluations allowed in the Qther states were to be 
allowed in Massachusetts it. would be well to turn to 
competition through municipal operation, and to 
free the municipalities from the obligation to buy 
out the private plants in their district before going 
into the business. 

Such competition is not the most efficient possible 
management, yet it seems at times to be the only pro
tection to the consumers. In Seattle the city plant 
must pay its way in competition with a state-wide 
private system. Although it reduced the private 
rates from 12.5 cents to 8.5 cents and later to a 5.5 . 
cent maximum for the first 40 kwh., 2 cents for the 
next 200 kwh. and 1 cent over 240 kwh., it is re
ported by its superintendent, J. A. Ross, to be mak
ing a substantial profit, paying a city light bill of 
$30,000 below cost as a substitute for a tax, and 
saving, in lower rates millions of dollars annually.-

- Thompson, Public Ownership. 1925. 
The Annual Report of the Seattle Department of Lighting 

for 1926 reads: "Every year since 1906. the plant has shown a 
surplus above all expenses, interest and depreciation charges, 
and its income has increased each year over the previous year 
at an average rate of increase since 1906 of 19.13 per cent. The 
total earnings of the plant in the twenty-two years of its life 
were $32,781,212.37. Of this amount, $12,661,183.57 bas been 
returned to the system in extensions and betterments, being the 
net earnings above expenses and interest charges. The assets 
of the system at the end of 1926, after subtracting the deprecia
tion reserve, are $35.492,767.g6, and bonds outstanding against 
the system are $22,305,000.00. This showing bas been made in 
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The claim is also made that in Omaha, Nebraska, 
the very successful operation of several other city 
owned enterprises and the threat of municipal com
petition in the power field led the private power com
pany to reduce its rates from 14 cents to 5.5 cents. 
This was in the state where in December, 1926, it 
became necessary for the Attorney-General to give 
an opinion strongly disapproving of the practice of 
some transmission line companies of financing special 
elections for the sale of municipal lighting plants 
to them. 

It is somewhat easier for municipal plants to sell 
out than to buy. The cards are stacked against them 
in several ways. Thus, if they demand and receive 
a very high price for their plants, the companies will 
simply make that part of the capitalization upon 
which the consumers will then have to pay a fair 
return year in and year out. Thus if a municipal 
plant with a book value of $500,000 sells for $1,
the face of the bitterest competition of the powerful Stone and 
Webster interests, and along with periodic reductions in light
ing and power rates, which have saved the citizens of this city 
an amount greater than the entire earnings of the municipal 
plant, because the private company has been forced to meet the 
rates set by the city. . 

"It is to be noted that every reduction in rates has been made 
by the Municipal Plant and followed by its competitor. 

"The average residence rate in all cities of the United States 
of 200,000 population or more is 8 cents as compared with the 
average in Seattle for 1926 of 3.28 cents. The Municipal Plant 
has had a similar effect in reducing power and business rates. 

"During the last four years the average rate for current sold 
has been reduced from 3.403 cents per kwh. to 2.13 cents per 
kwh., or approximately one-third cent per kwh. reduction each 
year. With the development of the great Skagit River project, 
and as its bonds are retired, the Department can make further 
large reductions in rates, so that the Municipal Light and Power 
System will be the most important agency for bringing industry 
for the up-building of Seattle, and for making lighter the 
druligery of the home." 
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000 000 th~ city is $500,000 ahead in cash or credit 
but 'has to pay annually a fair return, possibly seven 
or eight per cent, on the whole $1,000,000. 

In many cases the legal difficulties before a city 
can go into business are almost insurmountable. The 
people who put them on the statute books had fore
sight. Thus, in Massachusetts, a city cannot acquire 
a municipal electric light plant without having the 
city council pass an order. by a two-thirds vote for 
two consecutive years and then having it adopted 
by a majority of the voters. Now an attempt is be
ing made to have a petition of ten per cent of the 
electorate put it in a referendum; and a majority vote 
put it into effect. Similar difficulties exist in other 
states. 

The municipal plants-despite the obstacles thrust 
in their path-have had and performed a useful 
function. They gave service when no one else would 
give it. The change of the industrial art of power 
transmission over long distances has changed that 
function. The plants are now in the main, with 
notable exceptions, simply outposts in the provinces 
which were lost when the gamble of regulation was 
lost. They are means of holding down revaluations, 
of overcoming, in their small territory, the its of 
hypothetical reconstruction costs and going values. 
To the extent that they can combine and form or 
take over a system, they can be really effective in 
holding down revaluations-as in Ontario. To the 
extent that they fail to combine, to the extent that 
they are forcibly isolated, their influence is small. 
And they are not going to be allowed to extend their 
influence if it can be stopped. The people who are 
running the power show know what gestures toward 
public good will they can afford to make and which 
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'ones they cannot afford to make. llIinois produces 
over four billion kwh. annually. Eighty-six per cent 
of it is controlled by the Insull interests. There are 
99 municipal plants. They control two per cent. 
There is a difference between the small-town type of 
mind and the ability to see things in the large-on a 
national scale, and that difference can be capitalized 
either by Mr. Insull or by others. To what extent 
will the advocates of public ownership endeavor to 
capitalize that difference in behalf of a national public 
development policy in the days to come? 



CHAPTER VII 

ACROSS THE BORDER: THE ANNOYING ANGLO-SAXONS 

I N our chapter on Propaganda, we had occasion 
to speak of the misrepresentations of the super
power system in the Province of Ontario owned 

by the Province, in partnership with some 380 
municipalities to whom the province supplies elec
trical energy for distribution. It is an actual yard
stick to our privately owned and regulated power 
industry. 

In the early part of the century the people of 
Ontario realized that, if they were going to expand 
and remain the chief industrial province of Canada, 
they should find some cheaper way of securing power 
than by burning coal imported from the United 
States at a great cost. Ontario has Niagara Falls 
at her front door, much as California has the Colo
rado River at her door. The small manufacturers 
of the Province wanted cheap power, accepting the 
proposition that what the citizens paid out of their 
income to the power companies they could not be 
expected to payout for other goods and merchan
dise. They decided in favor of cooperative mu
nicipalownership working through an independent 
administrative commission, in apparently complete 
innocence of the fact that they were supporting some
thing of a somewhat Socialistic nature. 

In 1906 the Hydro-Electric Power Commission of 
Ontario was created by act of the Provincial Legis
lature. In 1908 it entered, on behalf of the munic
ipalities of the Province, into contract with one of 
the larger private companies, the Ontario Power 

ISo 
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Company, for the purchase of a maximum of 100,-
000 horsepower. It then proceeded to build trans
mission lines for the distribution of this power, and 
by 1910 was distributing some of it. By 1915 it 
reached the limit of that contract and leased 75,000 
horsepower from other private companies, notably 
the Canadian Niagara Falls Power Company and 
the Toronto Power Company. In 1917 it bought out 
the first company from which it had leased power 
and, in 1920, purchased the Toronto Power Com
pany. In 1926 it was distributing 980,000 h.p. 
which it owned and 52,000 which it leased. With 
its existing plants and contracts, including the im
mense Queenston-Chippewa development, it has 
more than 1,300,000 horsepower available. For 
future needs there remain undeveloped 1,200,000 
horsepower on the international portion of the St. 
Lawrence and more on the interior rivers. 

From the angle of organization, the Hydro Com
mission is distinguished from a single municipally 
owned plant such as the ones at Cleveland and Los 
Angeles, and from the loose federation of municipali
ties at Seattle, by the cooperation between the state 
and the municipalities. The Commission is ap
pointed by the state government and acts inde
pendently in the capacity of trustee. It owns and 
controls that part of the whole superpower system 
which relates to the generation and transmission of 
power at wholesale. The municipalities own the dis
tributive lines and other works within their borders. 

Capital for the plant to generate and transmit 
power wholesale is raised by the use of the Prov
ince's credit, e.'\."tended upon the approval of plans by 
the Provincial government. The rest is raised by 
the municipalities issuing bonds representing the 
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total cost of constructing the local distributing sys
tem within the city and its limits. The municipali
ties repay the whole capital cost out of the earnings, 
and at the end of thirty or forty years are owners, 
free of all capital charges, of their distribution plant 
and their proportionate shares of the joint under
taking. 

There are two sales of power. The first is wlien 
the Hydro Commission sells .the power it has gen
erated either to industrial power users or to the 
municipalities. The second sale is when the munici
palities dispose of it to their customers, either house
holders or local power users. In the first case the 
Commission charges the town or city enough to 
cover all operating expenses and interest plus enough 
to retire the capital raised in the city's behalf, as 
well as to provide adequate reserves. 

The Commission, much like our private holding 
and management companies, acts in an advisory 
capacity to municipalities, arranges for the purchase 
of construction of distributive systems and assists 
municipal officials in making their financial arrange
ments to pay for the cost of these systems. It also 
gives technical advice where called upon, especially 
in smaller municipalities which are not of sufficient 
size to employ a manager with adequate technical 
training. 

There is no dependence upon high profits to spur 
initiative, nor are managerial salaries unreasonably 
high. The initiative seems to come entirely from a 
sort of state patriotism, a feeling that may be ex
pressed: "Here, now, this is by far the best way to 
push Ontario ahead." It is an attitude which we 
have not particularly cultivated on our side of the 
border. 
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Here is apparently a clear case of where the volun
teer patriots have done more for their country than 
the mercenaries have done for theirs. Domestic light
ing rates in the United States return to the com
panies a revenue somewhere between eight and nine 
cents. In 1926 the domestic Hydro customers were 
paying on the average less than two cents, less than 
a third of what it costs us. The Commission doesn't 
do it at the expense of its power consumers either. 
The larger power consumers get rates as low as 
almost anywhere in the United States (about $20 
per horsepower per year), and seven-tenths of the 
power retailed by the local utilities is sold in mu
nicipalities where the average charge to power con
sumers is less than $25 per horsepower per year, 
much lower than the average in our smaller cities 
and towns. 

This low rate policy, which will yet be followed 
or tried on our side of the border, has had three re
suits: (I) It has increased the average domestic 
monthly consumption from about 44 kwh. in 1920 
to 98 kwh. in 1926 which may be compared with 
about 30 to 36 kwh. average monthly consumption 
at the present time in the United States. 

(2) It has increased the average amount of 
monthly revenue per customer from $1. I 5 in 1920 to 
$1.79 in 1926. This in turn has made possible 
(3) a progressive reduction in average cost per 
kwh. from 2.56 cents in 1920 to 1.81 cents in 1926. 
These rates differ from ours in that they cover the 
cost of retiring the capital within thirty or forty 
years. Ours provide for no retirement of capital 
at all. 

The following table summarizes for a few rep
resentative communities-note the populations-the 
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average charges for electrical service in municipali
ties supplied by the Hydro Commission: 

CHARGES FOR ELECTRICAL SERVICE IN REPRE
SENTATIVE ONTARIO MUNICIPALITIES· 

M unkipalily 

AvertJfJe Net Charg, 10 
Consumers Inclusiv, 

of All CblJrges 
.. g 

l: j :a l:.o: l: 1: 
~ -o..J.' .g ":: "' e tI 
~.~ 1 £.~ ~ t·i ~~ 
.~ E~ ! E~ ~ t: ~ .. 
I:c:tI)l< ~tI)l< Q.tI)::t::~ 
Cenls Cenls I # 

Toronto ••••• 542,187 90 1·7 2.5 24-51 
Hamilton • .• 122,238 So 1.6 1.3 18.73 
Ottawa ..... ,uS,088 It 1.0 1.7 14-38 
London ••••• 63,339 120 1.5 1.7 21.60 
Windsor •••• 52,638 240

80 
1.7 2.2 32.13 

Brantford ••• 28,010 1.5 1.2 21.45 
Kitchener 24,805 102 1.6 1.8 22.38 
St. Catharines 21,810 9 14 1.6 15.74 
Peterborough. 21,726 2 t 2.2 1.6 15.81 
Guelph ..••• 19,219 77 1.9 2.1 17.51 
Fort Arthur.. 17,021 70t 1.5 1.9 20·52 
Niagara Falls 16,819 I 1.2 1.4 2147 
Sarnia 15,588 205 2.1 2.3 33.53 
Chatham .... I4,u8 193 2.1 2.3 24·50 
Owen Sound. 12,231 32 t 1.9 2.0 19·34 
Woodstock IO,II4 94 1.5 1.8 19·90 
Ford City ••• 9,204 239 1.5 2.6 29.78 
Midland .... 8,060 25 t 1.7 2.2 19·14 
Sandwich ••• 7,035 245 2.0 2·5 24-31 
Collingwood. 6,259 24 t 2.1 2·7 2148 
Dundas •.••• 5,009 52 1.8 2.5 16.91 
Paris ....... 4,167 76 1.6 2.3 18.60 
Pictou •••••• 3,128 33 t 24 24 22.38 
Aylmer ••••• 2,145 145 2.2 2.5 22.83 
Waterford.. 1,109 94 2.0 2.3 26.36 

• Compiled from Nineteenth Annual Report of the Hydro-
Electric Power Commission of Ontario. ' 

t Power supplied to these municipalities is 6o-cyc1e service 
from smalIef generating stations not on the Niagara River. 
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One of the most significant points for an under
standing of this form of social control on our side 
of the border is the difference between the rates 
the private companies were charging before the 
Hydro Commission took over these companies and 
the rates which the Commission established. In 
the case of Ontario, as is the case here, the private 
companies asserted definitely that lower rates were 
impossible. Notwithstanding this. when the Hydro 
service was first inaugurated in Ontario the Com
mission established lower rates based on rate sched
ules which were designed to encourage use and to 
be more equitable than the flat rate previously exist
ing. In eight of the twenty-one cities to which the 
Commission now gives service, the domestic rate 
before Hydro service came was a flat rate of 8 
cents per kilowatt-hour, plus a meter rental of 20 

or 25 cents. The average costs per kilowatt-hour 
in these cities for the first year of Hydro service 
were 4.8, 5·5. 5.2 , 3·9, 3.2 , 4.4. 3·7, and 6.5 cents 
respectively, being reductions ranging from 19 to 60 
per cent. Three cities had had rates of II cents. 
The average costs in these cities for the first year 
became 5.3, 4.9. and 5.9 cents respectively. a reduc
tion of just about half. Similar reductions were 
effected in most of the other municipalities. 

The lower cost and the more equitable rate sched
ules have resulted in a greatly increased average con
sumption. Since it is less costly per unit to pro
duce and deliver a larger quantity of any com
modity, and since the policy of the Ontario under
taking is to supply service at cost, the charge to the 
consumer has continuously become less each year 
until at the present time the average cost to the ulti:-
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mate consumer for domestic service in Ontario mu
nicipalities is less than 2 cents per kilowatt-hour, this 
cost being inclusive of all charges. 

The costs of distribution-which are frequently 
discussed in the United States as the reason for the 
difference between the one-cent cost of generation 
and the eight-cent domestic rate-are clearly detailed 
for Ontario municipalities in the Annual Report of 
the Commission, and show' that in Ontario the cost 
of distribution does not approach any such differ
ence. 

Take the case of Ottawa, a city of about 120,000 
population. In 1926, the total of all distribution 
expenses, including operation, maintenance, depre
ciation, interest, and sinking fund payments-in 
fact everything except the wholesale cost of power 
purchased from the Commission-was about $270,-
000. This included the cost of distributing 31,000,-
000 kilowatt-hours to domestic and commercial light 
consumers, and in addition the total cost of dis
tributing power for industrial and municipal pur
poses. Had, however, the whole of the distribution 
expenses been incurred for distributing just the 
domestic and commercial load, the average cost of 
distribution would still have been less than 1 cent 
per kilowatt-hour. 

Or, again, take a small municipality such as Vic
toria . Harbor on Georgian Bay. This town has a 
population of less than 1,500 and only 175 con
sumers. It has no commercial power load. The 
total energy sold for domestic and commercial light 
service in 1926 was about 75,000 kilowatt-hours. 
The total distribution expenses of this municipality, 
including street lighting, were $1,365. which sum 
included $3II for depreciation and $318 for capital 
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repayments. Had the whole of this expense been 
incurred for distributing the domestic and commer
cial load the cost of distribution would still have 
been less than two cents per kilowatt-hour. 

Here is prima facie evidence that we have not 
found the cheapest way of doing the job in the 
United States. 

Frequent attempts have been made to destroy the 
force of this evidence. It has been said that the 
Hydro has some political influence in the Province. 
The only evidence supporting this claim is that it 
continues to exist, that it has not been turned over 
to private ownership. Such a consideration would 
make out an equally strong case for the possession 
of political influence by our own private companies, 
which alone prevents the industry being turned over 
to public ownership-a proposition absurd on its 
face. 

It is further contended that the Ontario system is 
subsidized. So far the rural distribution has been 
subsidized to the extent of one-half of the cost of 
the rural lines and secondary equipment. It is the 
only part of the system that is subsidized. It is done 
on the same theory that on our side of the border we 
build roads in the rural sections, maintain a rural 
mail delivery that does not pay for itself, maintain 
farm bureaus, departments of agriculture, agricul~ 
tural colleges and the like. These things do not pay 
for themselves directly, yet they seem to be as im
portant for agriculture, as, let us say, the tariff is for 
infant industries, and Ontario is preeminently an 
agricultural state. 

It should be appreciated that the electrical service 
given to rural districts is only a very small part of 
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the activities of the Ontario undertaking. From 
the standpoint both of total energy distributed and 
of financial operations involved, it represents at 
present less than three per cent of the total. The 
Provincial grant-in-aid towards the capital cost of 
rural service is of no advantage to the power sys
tem as a whole, because the demand for power at 
present, altogether apart from the small amount dis
tributed to the rural districts, is such as readily to 
absorb all the available supply.· 

A misconception has existed in certain quarters 
respecting the extent and effect of the Ontario Gov
ernment's financial assistance with respect to the 
distribution of power in rural districts. It has 
sometimes been contended that the provincial gov
ernment pays half the cost of rural service. This is 
by no means the case. Having made its grant-in
aid, the Government's participation in operations 
respecting the property to which the grant applies 
ceases. Each rural power district not only pays its 
cost of operation, maintenance and administration 
or these lines, but also sets up reserves for renewals 
and contingencies on the whole of the equipment 
and liries, as well as for sinking fund on the invest
ment made by the local authorities. At the present 
time the average annual saving to the rural con
sumers due to the operation of the Government 
"grant-in-aid" is about 12 to IS per cent. 

It is frequently stated that the governmentally 
owned system is not taxed and that this accounts 
for the fact that rates are cheaper in Ontario than 
in the United States. As has been indicated in 
Chapter II, the Hydro-Electric Commission pays 
several hundred thousand dollars in land and other 
taxes every year, as well as special business taxes 
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where it merchandises electrical implements. It pur
chases some of its equipment in the United States 
and in customs' duties pays a tax from which the 
companies on our side of the border are free. In 
addition it furnishes the street lighting and other 
municipal power at cost, a difference from our pro
cedure, which alone just about offsets any difference 
in the rate of taxation. It must be remembered that 
in the United States the companies receive their 
seven or eight per cent return on their investment, 
after all state and municipal taxes have been paid. 
They are in that respect simply tax collecting 
agencies, taking from the citizens as consumers of 
light and power a sum which they have to hand over 
to the state or town for the use of its citizens, who 
are on the whole pretty much the same people. 

The 1922 census shows a charge for taxation of 
about two mills per kwh. on the amount of energy 
the industry reports that it sold in that year. Dis
regarding for the moment all the taxes the Hydro
Electric Commission pays and the service it renders 
at cost in lieu of taxes and the increase in its ex
penses through customs duties on equipment im
ported from the United States, an increase of 2 mills 
per kwh. in its rates would still not bridge the re
markable gap between its rates and the rates charged 
in the United States. 

The further objection, as has been asserted else
where, is raised that the power consumers are 
charged more than necessary, so that the domestic 
rates may be low. This is frequently described as a 
political maneuver to assure the continued existence 
of the Commission. 

If the low rates for domestic service in Ontario 
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had occasioned any loss, naturally it would be ex
pected that the greatest losses would be found in the 
city where the domestic consumers paid the least 
per kilowatt-hour. Reference to Statement "D" of 
the Annual Report of the Commission indicates that 
the lowest domestic rate occurs in Ottawa, Ontario, 
where the average cost to domestic consumers is 
slightly less than one cent per kilowatt-hour. Turn
ing now to the, financial operating report for this 
city's electrical utility-Statement "C"-in order to 
ascertain the deficit supposed to result, it is found 
that no deficit, but on the contrary actually a 
surplus of over $47,000 was made in 1926 on the 
year's operations, besides paying $19,000 off the 
capital. Now, municipal power and street lighting 
are required by the Power Commission Act to be 
given at cost, and the total revenue from the com
mercial power users in Ottawa was only $52,000. 
The conclusion, therefore, cannot be escaped that 
since the surplus cannot possibly have resulted from 
the charges for commercial power alone, the do
mestic rates per se must have produced a surplus, 
not a loss. If this is the case in the city where the 
domestic consumers pay the least for their electrical 
energy it should be obvious that there is no basis 
for the assertion that domestic rates in other mu
nicipalities where the consumers pay more per 
kilowatt-hour are below cost. 

A reference to the published schedules of rates 
for power service in Ontario will show that the 
power rates are in general low, and, as compared 
with rates elsewhere, especially favorable to the 
small industrial consumer. If the Ontario munici
palities followed the theory of our American com
panies to the conclusion that power rates must be 
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only low enough so that the industrial users will not 
build their own generating plants, they certainly 
would have room for increasing their power prices, 
for coal is more expensive in Ontario than in the 
Eastern, Southern Atlantic and Middle Western 
parts of the United States. 

Another criticism which has been made, notably 
by a Commission of Inquiry appointed by the former 
Government of Ontario in 1922, known as the 
Gregory Commission, was to the effect that instead 
of showing too little initiative the Hydro-Electric 
Commission had been showing too much. In one 
case it chose the larger of two power sites for 
development-a site on the Nipigon River rather 
than on the Kaministikwia River. It was the long 
term planning for the needs of the district which 
was attacked, both by the Commission of Inquiry 
and by the National Electric Light Association in 
the United States. The year after the attack, 1923, 
was a low water year and the company using the 
smaller river was unable to supply its customers and 
actually purchased power from the Hydro Commis
sion. The paper and pulp industry fell off in 1922 
and a deficit appeared. This was only temporary. 
The demand for power in- the subsequent years has 
apparently justified the larger development to the 
extent that the Commission has already started to 
develop further sites in the district. 

The Ontario Hydro-Electric Commission does not 
consider itself a governmental ownership develop
ment. It grew out of the immediate need of the con
sumers, industrial and residential. for more and 
cheaper power and light. It furnished and is fur-
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nishing much cheaper power than the private compa
nies gave. Where it is in competition with private 
companies they have reduced their rates to meet its 
rates. In localities where its service might be used, 
its existence acts as a plain argument to the private 
companies to be a little more reasonable. It has suc
ceeded in doing a public job in an unbureaucratic, 
non-political way. It has established its efficiency so 
that more municipalities are using its service every 
year. The Commission is solvent. At the end of 
I926 it had accumulated reserves of $55,000,000. 
At the end of thirty or forty years it will have re
turned all the capital it has borrowed to date. It 
will then furnish service from plants now existing 
at rates which not only carry no profit, but contain 
little or no interest charges. 

It has done this and is doing this not to present a 
contrast to the privately owned power industry of 
the United States but solely because it was the best 
way the people of Ontario knew to work out their 
problem of developing their province without pay
ing too high a price. 

The Commission worked out its job so success
fully that the Ontario development stands up in 
contrast to plans for private development of Boulder 
Dam, Muscle Shoals and the St. Lawrence on our 
own side of the border-though of course the peo
ple of Ontario were not aiming at this particular 
objective. The Ontario development gives us a 
rough and ready means of telling how much more we 
are paying than Ontario is, but at the same time it 
shows the people of that province how much less they 
are paying than we are. It shows us that we are no 
pikers and it shows them that they are no fools. 



CHAPTER VIII 

METERS AND MEASURING STICKS 

W ITHIN the last few years four great hydro
electric projects have taken public atten
tion-Boulder Dam on the Colorado, 

Muscle Shoals on the Tennessee, the St. Lawrence 
in the northern part of New York State, and the 
Columbia River in the State of Washington. Large 
groups are saying that these are too big to give to 
private industry. Each one has a separate cause and 
interest: Boulder Dam is primarily for flood-control 
and irrigation; Muscle Shoals was built during the 
war because we needed nitrates for munitions; the 
St. Lawrence is considered because New York State 
and Ontario need power. The Columbia is looked 
upon as a source of power and irrigation for the 
Northwest. But one thing they have in common: 
the groups favoring them in each locality know from 
their separate experience that if the public is to get 
better service and lower rates it must have some 
leverage over.the power industry, which it does not 
now possess. These four great developments with 
a combined installed capacity of two and a half mil
lion horsepower producing around 12 billion kwh. 
represent the possibility-the last possibility, they 
say-of redeeming a social control in the public in
terest which has slipped from our hands. They can 
furnish the competition of contrast-a spur to the 
well known private initiative not only to look out 

193 
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for itself but to look out for the small consumer.1 
A decision on the character of their development 

means political discussion. There has been a good 
deal of sneering about political discussion in recent 
years and the power industry has done its share of it. 
We are slowly being made ashamed of the fact that 
there is any political discussion at all. The inference 
we are left to draw is that the utility people could 
take care of all matters in a less noisy, a more digni
fied way. There is here a subtle appeal to our snob
bery. The great men who in our simple belief once 
sat in the House and Senate and whom we heard 
with some awe on the Fourth of July are, it is now 
inferred, but a crowd of worthless buffoons. In
stead of admiring them, let us now laugh at them. 
It gives us a keen sense of our own superiority. 
The sneer is not carried quite to the place that we 
are all a crowd of rogues, which might have some 
logic if not plausibility, but it is applied only to our 
legislators. No sooner does a man take an oath of 
office to support the Constitution, to do his best for 
the country, than suddenly he becomes a slippery 

I It has been estimated that 4,000,000 h.p. can be developed on 
the St. Lawrence River (Hydro-Electric Power Commission of 
Ontario, St. Lawrence Report, 1925, p. 54); 2,000,000 h.p. on 
the Columbia River (ibid.); 595,000 h.p. on Muscle Shoals 
(Electrical World, October 10, 1925, p. 741), and 6,780,000 h.p. 
on the Colorado River from Dark Canyon southerly to Bulls 
Head (F. E. Weymouth, Senate Resolution 320, December, 
1925, p. 807), making a total of 13,375,000 h.p. if the projects 
are considered as a whole. Several studies are being made of 
the possibilities of the Columbia River Basin, although no final 
report has as yet been completed. See Professional Enginee,.· 
ing, May, 1927: Reports of the Federal Power Commission; 
Proceedings of the American Society of Civil Engineers, De
cember, 1925; Columbia River Basin Hearings, Committee of 
Irrigation and Reclamation, 69th Plngress, First Session, etc. 
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customer to whom certainly we cannot be expected 
to intrust our interests. 

Of course the power industry is in politics. Any 
group that has as much to lose and gain as they 
would be in politics. The railroads were when they 
were in that stage of their development. Sometimes 
the power men are in it crudely, as in Illinois, as -in 
the case of the counsel for the Electric Bond and 
Share who went down to 'Washington in the session 
of 1926-7 and told the reporters that he represented 
a nine-billion-dollar investment and his clients did 
not propose to allow the government to develop 
Boulder Dam. 

All this was crude work. The general tack is 
much suaver. Discredit the legislators. Place in 
contrast to them men favorable in the Cabinet, quote 
them, invite them to speak to you, listen to them, 
support them, make them big national personages. 
See that only men favorable to your interests are 
nominated (never mentioning power) ; see that the 
men who oppose you are not nominated. When an 
important vote is coming on, on' Boulder Dam, on 
Muscle Shoals, on an investigation of the industry, 
spend a few thousands in telegrams to senators-(it 
is loose change compared to what is involved, and 
the small consumers have no money or nation-wide 
organization to represent them, to be on the job 
twenty-four hours a day) break down the regula
tory system in an inconspicuous way, see that the 
State Commissions are packed, then tum around 
and say, "See what happens when politics interfere 
with industry-and you would trust men like that to 
run a state or national power plant!" 
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This is the system to-day. Cooperation, so much 
for every kilowatt hour produced to finance gener
ously"a central publicity bureau, to scan the public 
statements of every utility executive, to watch the 
press. High~ass entertainment of reporters. Con
trol of the radio by the companies. Control of the 
Radio Commission. Advertisements in rural papers. 
Discredit Ontario. Call it political. Try to get the 
Government to call it a failure. Reach up into the 
Smithsonian Institute and have, for want of a bet
ter, an associate mineral technologist make a report 
on the financial condition of the Ontario Hydro
Electric Commission. People will think it is official. 
Kid the unions along on power and productivity. 
Sell stock to your patrons so they won't kick against 
rates, so they'll oppose tighter regulation. Over 
1,800,000 customers own power company stock to
day. That's a good proportion of the voters, but 
keep it up, add another quarter million of cus
tomers every year. But be noble about it, as noble 
as you can be. Between us we know that if they 
happen to buy so~e shaky stock that drops heavily 
they'll be more scared about anything that might 
lower rates still further than if they own pretty 
steady stock, but nevertheless sell them good stock, 
good non-voting preferred stock. It gives them a 
sense of ownership without a voice in the manage
ment. It automatically lines up votes for the in
dustry. 

This works. A fine gentleman in New York State 
informed the present writer that he had put $120,000 
into Northeastern stock, the securities of a large 
holding company in that State, at 34. The stock 
had since dropped to 17, a loss of $60,000. He was 
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inclined personally to favor the idea of a Power 
Authority to develop the St. Lawrence for the State, 
but if such a Power Authority went into effect it 
was his opinion that his stock would never get back 

'to 34, w,hile if the Power Authority did not go into 
effect the stock would probably climb back. He 
couldn't be expected to cut off his hands, could he? 
After that he was not asked to do so. 

It works. It ramifies. An impression is given 
that the power utilities are in danger of being un
fairly treated, a contingency which means that the 
people of the country all suffer, especially their de
pendents. They should rally to the support of the 
companies. We are almost on the verge of being 
told that the stock is held mostly by widows and 
orphans. The Metropolitan Life Insurance Com
pany goes in for this sort of thing, distributing over 
three million little nudges in the ribs to their policy
holders to look where they're going or they'll step 
on their own toes,- or worse, on the toes of their 
widows and orphans. 

_ Copy of statement sent to rolicyholders of the Metropolitan 
Life Insurance Company, Quoted by the signer to the Conven
tion of the National Electric Light Association, San Francisco, 
1925. 

"THE METROPOUTAN LIFE INSURANCE COMPANY has in force 
32,500,000 policies, insuring over 22,000,000 individual lives
nearly one-fifth of the population of the United States and 
Canada. Its assets of over $1,620.000,000 belong to its policy
holders. This huge sum of money is their savings, held for 
their protection. 

"You, the policyholders in the METROPOUTAN and in other 
insurance companies, are the real governing body in this Re
public because you elect legislatures and executives. You have 
the right to fair treatment on the part of supervising and regu
lating officials. The MFTROPOUTAN owns over $75,000,000 of 
the securities of electric light and power companies. When one 
of these companies is unfairly treated, it is the people of the 
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Of course the power industry is in politics. The 
spoken or implicit program of more business in poli
tics has elected and will elect more than one man. 
There will be some crude work, some smooth work, 
but there is too much at stake for the power indus
try to be out of politics. 

Boulder Dam 

The proposals for the development of a power 
project at Boulder or Black Canyon on the Colorado 
River have their significance for this discussion in 
the underlying presupposition that more than a loose 
regulation over a great water power resource is 
necessary and that unless the government has at 
least the liberty and authority of. constructing the 
power plant itself, it is automaticaIIy deprived of its 
bargaining position in relation to private bidders for 
the plant. They also throw a light on what may 
community, the voters and their dependents who suffer. It is 
their savings that are depleted. 

"Your life insurance company does not speculate. It makes 
investments to keep. There can be no doubt that light and 
power distribution is a most important element in our life, in 
the community, in the neighborhood, in the household. The 
life insurance company has the right to insist upon honest, wise, 
prudent administration on the part of the companies; the de
mand that there shall be no exploitation of population or in
vestors, that the customers shall be fairly and generously 
treated and that the public utility shall be fairly and honestly 
regulated. 

"It must be recognized that not corporate abstractions but the 
American people are the owners of the bond capital of the com
panies. Every policyholder is ipso facto a capitalist, and attack 
upon capital investments is an attack upon the wage-earners of 
the country. It is the working people who suffer tirst when 
there is lack of service afforded by the public utility corpora
tions, because it is they who are chiefly dependent upon such 
service. It is their capital invested through banks and insur
ance companies which develops this service for the people. It 
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be expected from regulation through interstate com
pacts. 

Seven Southwestern states are interested and in
volved in the development of this project and nego
tiations toward its completion have been going on 
since before 1922. In that year, the states appointed 
commissioners, and Congress authorized Secretary 
Hoover to act as a Federal Commissioner. A com
pact was signed by the commissioners not dividing 
the water nor the power among the seven individual 
states, but dividing the water of the Colorado River 
between two groups: the upper basin states of Utah, 
New Me.'tico, Colorado, Wyoming, and the lower 
states of California, Arizona, Nevada. The former 
were to receive 7,500,000 acre feet of water, and 
the latter 8,500,000. The distribution of these 
two allotments as between the individual upper 
states and individual lower states was to be the sub
ject of further compacts. Arizona failed to ratify 
is the poor and the people of moderate means whose aggregate 
sa vings are invested in these enterprises. • 

"Plans for municipal, state or Federal ownership of public 
utilities often sound well as presented by their advocates. But 
before assenting to them every policyholder should examine 
them carefully, asking himself how political ownership can 
possibly give him results to be compared with those attained 
through ~rivate ownership. Your life insurance company has 
invested III the building of highways, schools, and in fact all 
community development. You should be proud of your partici
pation in the financial and social progress of your country. 

"The ownership of the electric light and power companies is 
now in the hands of more than 2,000,000 direct investors in 
public utility stocks, and indirectly in the hands of millions 
more of bank depositors and holders of life insurance \lolicies 
through their ownership of public utility bonds. This IS peo
ple's ownership under public regulation, and as such should be 
defended against assault from those who would wantonly de
stroy public utility investment values. 

(Signed) HALEY FISKE. 
President." 
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the originai seven-state compact. Later, California 
made her ratification conditional and then Utah fol
lowed Arizona's example. The result is an apparent 
stalemate, with a bill in Congress offered by Sen
ator Johnson and Representative Swing, both of 
California, which both Arizona and Utah threaten 
to attack on constitutional grounds as soon as it is 
passed. 

The Colorado River has a length of 1,750 miles. 
It rises in the mountains of Colorado and Wyoming, 
and flows down through these states and the states 
of Utah, Arizona, Nevada and California, tributa
ries crossing the boundary line of New Mexico. It 
is the third largest river in the country and supplies 
annually from 9,000,000 to 25,000,000 acre feet of 
water, varying greatly from year to year, the aver
age being about 17,000,000 acre feet.' It carries 
down with it annually 100,000 acre feet of silt, 
more matter than was excavated from the entire 
Panama Canhl.<I It represents to the arid states of 
the southwest the main source of wealth in the form 
of irrigated land, and to the lower states, especially 
California, it represents also cheap power and a do
mestic water supply. 

The proposal to build a 550-foot dam between 
Arizona and Nevada at Boulder or Black Canyon 
has three main purposes. It is a means of effecting 
a much needed flood control to protect the rich lands 
of the Imperial Valley and Palo Verdi Valley in 
California and Yuma in Arizona, which have in the 
past been flooded at great economic loss. The alter-

SF. E. Weymouth, in Senate Resolution 320, p. 80, 1925. 
<lIbid., House of Representatives. 2903. p. 716, 1924-
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native to such flood control is the constant raising 
of the levees along the river, made necessary by the 
rise of the river due to the deposition of its silt every 
year. The second purpose is irrigation, the reclama
tion of large areas in Arizona and California. It 
has been estimated that there are 1,500,000 acres of 
irrigable land in Arizona, Nevada and California.G 

One of the reasons for Arizona's objection is that 
the dam is too far down the river to be of much 
benefit to the agricultural development of those sec
tions of the state susceptible of irrigation by the 
waters which will be conserved. 

The dam will back up water for 100 miles. A 
large part of the land along the river lies in the 
public domain. Some 400,000 acres lie along the 
rim of the present irrigated area in Imperial Valley. 
To preserve these lands would require an All-Ameri
can canal. 

All of the water used on the more than 500,000 
acres of farming land in Imperial Valley after leav
ing the Colorado River goes into a canal which· a 
few miles from its source in the river crosses the 
international boundary line, circles through Mexico 
for a distance of approximately sixty miles and then 
reenters the United States, where it is used for irri
gation purposes in Imperial Valley. Farmers on 
Mexican land have the right, by terms of a treaty, to 
the use of one-half of all the water flowing through 
this canal. Large American interests have been de
veloping this Mexican agricultural land. This de
velopment has reached such a stage that in the 

B A number of authorities, however, including Arthur P. 
Davis and F. E. Weymouth, formerly of the Reclamation Serv
ice, estimate that not over 600,000 acres of land can be eco
nomically irrigated from the Colorado River. 
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summer of 1924 during the low water period, which 
is August, September and October, there was not 
enough water in the Colorado River to irrigate all 
of the farming land needing water for irrigation in 
Imperial Valley and on these farms in Mexico. By 
the terms of this treaW the American land owners 
in Mexico demanded and received one-half of all the 
available water flowing through this canal running 
through Mexico. This gave them an ample supply 
of water for their needs, but the farmers in Impe
rial Valley, American farmers on American soil, 
who had built this canal, were paying the major 
portion 'of the cost of its maintenance and upkeep, 
and were spending thousands of dollars every year 
on levee work to keep the Colorado River within its 
confines, were forced to see one-half of this water 
go upon Mexican land and more than $5,000,000 
worth of their own crops destroyed because the other 
one-half of the water was not sufficient to irrigate 
all of the crops on the American side of the line . 

. In addition to the danger of flood, there is also 
the danger of drought due in part to the increased 
uses of water from the river in the upper states and 
to the rapidly increasing irrigation uses in Mexico. 
Southern California in the United States expects to 
draw out its domestic water supply from the Colo
rado River. 

The third purpose is to secure power to aid in the 
development of the nearby states and to pay the op
erating costs of the dam, and power house or prac
tically so, to pay interest on. the proposed investment 
of $125,000,000, and to amortize the cost of the dam 
and power house. The cost of All-American canal, 
on the other hand. will be paid, according to the 
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plan, by the farmers benefited thereby. The sum of 
$125,000,000 is less by $25,000,000 than the amount 
which the Southern California cities are intending to 
spend in securing their domestic water supply from 
this river. It has been this feature of the project 
which has concentrated a greater part of the discus
sion and antagonism. 

The bill before Congress which was cut off and 
side-tracked in the filibuster at the end of the Con
gress in March, 1927, provided that the Secretary 
of the Interior might, at his discretion, erect the 
power plant and then, (I) contract for the sale of 
electrical energy at the busbar or (2) contract for 
the lease of a unit or units of the power house with 
the right of generating energy or (3) enter into con
tracts for the use of water for the generation of 
electrical power, in which case he would not erect 
the power plant himself, but would leave that entirely 
to the bidder or bidders for lease of the waters. 

The power resources in the surrounding states, 
with the exception of the large municipally owned 
system at Los Angeles, those in a few other Cali
fornia cities, and certain small reclamation projects, 
are controlled by private companies. They expect 
to secure, under the Federal Water Power Act, the 
remaining power resources on the Colorado, which 
have been estimated by engineers to run over 
6,780,000 horse power inside of the state of Ari
zona alone.8 The Southern California Edison, for 
one, has applications in for six dams with an esti-

8 This includes the ultimate horsepower from a point near 
the juncture of the Green and Colorado Rivers that is Dark 
Canyon southerly to include Bulls Head damsite, a point on the 
Colorado River about 45 to 50 miles north of Heedles. Cali
fornia. (F. E. Weymouth, in Senate Resolution 320, p. 807, 
December, 1925.) 
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mated capacity of 4,500,000 horse power. In a large 
nationally owned plant such as the Boulder Dam 
project, power generated much cheaper than in any 
private project in the southwest would not only de
prive them of some expected business from their 
present development, but might frustrate their ex
pectations of securing other power rights along the 
river. 

The changing tactics of the power interests in re
gard to the development of the Colorado River are 
illuminating. Beginning with 1920, the Southern 
California Edison Company filed applications for 
certain power sites on the Colorado River, and later 
made public declaration that they were prepared to 
finance the completed power development of the 
Colorado River and to spend as much as $30,000,000 
a year upon its development-developing power at 
the rate of 300,000 horse power annually. The 
company indicated by this action that, in its belief, 
power from the Colorado River could be developed, 
sent to the markets of the Southwest and readily 
sold.' 

When, however, the city of Los Angeles made ap
plication at Boulder Canyon, the power companies 
endeavored to show that this was not a proper place 
for a water site, and when the Reclamation Service, 
with a twenty-five-year record of reconstruction of 
powerJ irrigation and flood control projects back of 
it, recommended'the construction of a high dam at 
Boulder Canyon, the power interests did what they 
could to belittle these recommendations. 

Later, when Los Angeles and other Southern Cali-
., Hearings before the Committee on Irrigation and Reclama

tion, House of Representatives. 68th Congress, 1924. Part 3. pp. 
4B5. 527, 532• 
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fornia cities declared that they must obtain an addi
tional domestic water supply from the Colorado 
River to supply their growing needs, the Edison 
Company sent their engineers to Washington to 
prove to the legislators that Los Angeles had suffi
cient water from its present source to supply ten 
million people,· despite the contention of other ex
perts that the then existing water supply was not 
adequate for a community of more than two mil
lion people. 

During the hearings on the Swing Bill on March 
12, 1924, Mr. R. H. Ballard, Vice-President and 
General Manager of the Southern California Edison 
Company, came out with the real cause of the com
pany's opposition to the bill as originally presented, 
namely, the preferential treatment accorded to the 
municipalities in the use of the power from Boulder 
Dam.& Can this opposition be based on the fear 
that the development of power at Boulder Canyon 
by the Federal government and its sale to the mu
nicipal electrical system of Los Angeles would set up 
a measuring stick which would force the power com
panies to exert themselves as they have never done 
before; that the public at large would then have 
something by which they could measure the efficiency 
and adequacy of the service and the cost of the serv
ice being rendered by the great private power cor
porations? 

Dr. Frank Bohn, formerly left wing socialist, now 
writer for the Joint Committee of National Utility 
Associations, in a pamphlet on Boulder Dam edited 
by him and published by this Committee, has tersely 
expressed the industry's fear not only of municipal 

I Ibid., p. 489. 
I Ibid., pp. 466, 477. 536. 
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distribution but of government development of gen
erating plants at Boulder Dam. I f the government 
should go into the building of a dam with the ob
ject in part of generating hydro-electric power, he 
declares, the defenses against public operation "will 
have .been irreparably breached, and the United 
States government will be in the hydro-electric busi
ness from one end of the country to another." 10 

The same fear is expressed by Samuel Ferguson, 
President of the Hartford Electric Light Company, 
who, in dealing with the proposed Boulder Dam de
velopment, maintains that, "once the government is 
in the power business, there is no stopping place." 

There is this difference between Boulder Dam and 
our experience with small municipal plants. We 
went into the development of the latter because 
service in those small towns was for the most part 
too unprofitable for the private companies to under
take at that time. The Boulder Dam project, on the 
other hand, promises to be not only sound, but the 
profitable way of improving the situation of the 
southwestern states. !t is a proposal which requires 
that no burden be laid upon the taxpayers. 

Secretary of the Interior, Hubert Work, in whose 
department the construction or disposal of the plant 
as well as the dam and reservoir would be vested, 
has stated: 

"An approximate estimate of cost, operating ex
penses, and income leaves no question as to the ulti
mate solvency of this undertaking if carried out 
along the lines proposed. The main source of rev
enue will be power, and the rate assumed is lower 
than the wholesale prices now being paid in the 

10 See Boulde,. Dam, edited by Frank Bohn. p. 36. 
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West. Those of which we have information range 
from 33iz to 8 mills per kilowatt hour, measured at 
the switchboard. As the largest consumers of this 
power would be distant, a low figure of 3 mills per 
kilowatt hour at the switchboard has been assumed 
in the estimates which follow: 

"Colorado River Development-Boulder Canyon 
Reservoir, All-American Canal. 

CAPITAL INVESTMENT 

Estimated cost for-
26,000,000 acre-foot reservoir ...... . 
1,000,000 horsepower development .. . 
The All-American Canal .......... . 
Interest during construction on above, 

5 years, at 4 per cent .......... . 

Total 

ANNUAL OPERATION 

Estimated gross revenues f rom-
Sale 3.6 billion kilowatt hours power 

at 3/10 cent ................. . 
Storage and delivery of water for irri

gation and domestic purposes •... 

Total ••............•..•........ 

Estimated fixed annual charges for
Operation and maintenance, storage 

and power ................... . 
Operation and maintenance, AlI-Amer-

ican Canal ................... . 
Interest on $125,000,000 at 4 per cent. 

$41,500,000 
31,500,000 
3 1,000,000 

21,000,000 

$10,800,000 

1,500,000 

$12,300,000 

$700,000 

500,000 
5,000,000 

$6,200,000 
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"Estimated annual surplus, $6,100,000, or thought 
to be sufficient to repay the entire cost in twenty-five 
years. 

"Although the difficulties of construction and mag
nitude of the proposed structure compared with any 
other . for similar purposes are unprecedented, as
suming that it is a feasible engineering possibility, 
the Reclamation Bureau of the Department of the 
Interior as now organized, with its present commis
sioner, is competent to construct ·the works contem
plated." 

The project came before Congress originally in 
the form 'Of a bill authorizing and directing the Sec
retary of the Interior to construct the dam and power 
plants and giving him some power to use public lands 
for the construction, operation and maintenance of 
main transmission lines to transmit the power de
veloped. The desire to have some action taken to
ward relieving the Imperial Valley from the danger 
of flood, led the proponents of the bill to modify it 
by amendment so that there is now no compulsion 
upon him to construct the power plant unless he sees 
fit. As a further check upon the solvency of the 
development, it was proposed before Congress that 
before any money was appropriated or any construc
tion work done 'Or contracted for, he should have 
contracts insuring an income necessary t'O pay all the 
expenses of the operation and maintenance of all the 
works, including the dam, and t'O repay the whole 
sum within fifty years with interest. 

Many of the proponents of the bill are not public 
ownership men, but see here a situation which in
volves a combination of flood control, irrigation and 
arbitration on the future development of the various 
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states through the control of the power and the dam, 
a matter too hazardous to be entrusted to any pri
vate company. Dr. Elwood Mead, Commissioner of 
Reclamation, under whose supervision the dam at 
least would be built in case this bill passes Congress 
and is upheld by the Supreme Court, says: 

"The Government has been drawn into this great 
enterprise because no private company has offered 
to assume the risk and incur the expense of building 
the dam and related irrigation works, and no private 
company could adequately deal with interstate and 
international water rights, provide domestic water 
for the needs of cities, protect the rights of existing 
irrigators, and construct works for the irrigation of 
new areas. These complex factors make this a na
tional enterprise in the truest sense. 

"It is fortunate, therefore, that building the dam 
creates great power possibilities. Without the rev
enue to be obtained from the sale of power at the 
switchboard, or the lease of the power privilege, this 
project would entail a burden of many millions of 
dollars on the taxpayers of the whole country. The 
power possibilities ought to be utilized and the rev
enue therefrom ought to be used to help pay for the 
works. The bill is so drawn that contracts to fur
nish the needed revenue must be signed before con
struction begins. It is a unique, safe, solvent, busi
nesslike scheme. 

"The act is so drawn that the Secretary of the 
Interior is not required to build the power plant. 
He can lease the power privilege to private com
panies or municipalities who would erect their gen
erating works, or he can build a power house and 
lease it with the water to those who would install 
electric machinery. These alternatives for dealing 
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with the po~er opportunity are necessary in order 
to enable the Secretary to bargain to advantage. If 
he is deprived of authority to invite alternative pro
posals, I am convinced that competition will be re
stricted and the result will be an unworkable meas
ure because of lack of revenue." 

Interests of the seven states involved are not al
ways the same, and at times seem to be in very defi
nite conflict. Part of this argument has run in 
legalistic terms, a question of whether on an un
navigable river like the Colorado the Federal gov
ernment has any right at all to authorize any agency 
to build any works at all, even a dam, or whether 
the river bed does not belong entirely to the state of 
Arizona. 

In the arid western states, there is a rule of 
priority of water use. Wyoming and Colorado liti
gated over the division of water of a common river 
and the Supreme Court decided (Laramie River 
Case, 259 U. S. 419) that the first state to appro
priate water from a river common to both of them 
was entitled to its continued use. This principle 
led the upper states to fear that in case the lower 
basin states appropriated the Colorado River water 
first, vested rights would be established which would 
make the future development of the upper basin 
states problematical. The upper basin states ex
pected to develop, but to deVelop much more slowly 
than did California. 

It is in this form that the question will come be
fore the Supreme Court in case no further agree
ment is reached among the seven states. While this 
is the legal objection, the various states interested 
have made certain bargaining propositions to the 
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other states upon which they would waive the legal 
question and join in the compact. 

The four upper states-Colorado, Wyoming, Utah 
and New Mexico--do not expect to use their share 
of the water for irrigation for many years, but want 
their rights to it safeguarded and protected for the 
future. 

Arizona, which failed to ratify the original com
pact and which has led the opposition to the Swing
Johnson Bill in Congress, has asked the right to col
lect each year from any hydro-electric power pro
duced by the Federal government on the Colorado 
River, a sum equal to the taxes which will be paid 
on the same site owned and developed by private 
enterprises. 

Arizona's first demand was a royalty tax amount
ing to about $6.00 per horse power, which, assuming 
a constant capacity of 600,000 horse power at Boul
der Dam, would come to the sum of $3,600,000 an
nually. With this principle once established, they 
might expect to collect from the entire 4,000,000 
horse power available on the Colorado within Ari
zona, the sum of $24,000,000 annually or approxi
mately $60 for every inhabitant of the state. This 
$3,600,000 royalty would so lower the annual return 
on Boulder Dam that its entire cost would take much 
longer to payoff. At one time some of the advo
cates of immediate development in California were 
willing to agree that some royalty should be paid to 
Arizona, although, if such an agreement were con
summated, it would merely mean the giving away of 
rights which California did not possess. Senator 
Hiram Johnson has not approved of any such ar
rangement. After the entire investment of the gov-
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ernment has· been repaid, all the revenue, whether 
from power sold at the switchboard of a govern
ment plant or from water leases to private com
panies, should go to the government to repay its ad
vance of credit. After this has been returned, the 
policy of allocating the revenue from power will be 
a matter for further decision.ll 

Utah, which at the last followed Arizona's· lead 
in insisting that the project should be a source not 
only of water control to it, but also directly of rev
enue, made at first through its water commissioner 
the suggestion that the fund of $125,000,000 pro
vided for the construction of Boulder Dam be con
verted into a revolving fund and used for the de
velopment of the entire basin, bit by bit. Instead 
of being repaid, this fund would be impounded, 
kept in a special Colorado River improvement fund 
and put into the next unit of power to be developed 
on the river. 

This would change the whole financial situation 
from a loan of credit to a permanent appropriation 
of the revenues. The committees shaping the bill 

11 A later proposal of Arizona was that it be permitted to tax 
government projects in the same manner in which they would 
tax any private development upon the Colorado River. reserv
ing the right to place any valuation their assessor saw fit upon 
the intangible value of such power projects. Miss Mary Austin 
states Arizona's position in somewhat different terms in her 
article in The Nation, November 9. 1927. maintaining that, in 
the. belief of the citizens of that state. the Swing-] ohnson bill 
sacrifices the demands for irrigation to power prospects; uti
lizes the natural resources of Arizona and Nevada to develop 
California and "initiates the taking of natural resources from 
one state to another without compensation." Should the waten 
be so utilized by outside states that Arizona could not at some 
future date draw off water for irrigation purposes, she con
tinues. a territory the size of France, with unique natural and 
cultural possibilities. would remain undeveloped. 
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would have none of it and later Utah also withdrew 
from the compact. Its representative on the House 
Committee on Irrigation and Reclamation opposed 
the consideration of the bill on the ground that it 
was an attempt by the State of California to gain 
special privileges and advantages in the development 
of the river at the expense of the rights of other 
states having equal, if not superior, rights to it; 
that the plan was misrepresented as primarily a flood 
control and reclamation measure, whereas it was in 
fact a gigantic government power project; that it 
was a reversal of the traditional policy of govern
ment in business and that it was uneconomic and 
extravagant. His proposal was that the Federal 
Power Commission should lease all the power. Para
doxically this was based on the assumption that the 
river was navigable, for only on navigable rivers 
does the Federal Power Commission have authority, 
while at the same time Arizona's whole claim to 
possession of the river bed is based on the suppo
sition that the river is not navigable. 

These compacts and withdrawals have a back
ground of poverty. Certain of these southwestern 
states are very undeveloped, have only slight natural 
resources other than this water power and want in 
any way possible to secure an income from it. If a 
project of a government-owned plant fails because 
of their opposition, they may receive some additional 
revenue through the taxes paid by private companies 
which develop power. To the extent that they con
sume the power themselves, they will of course pay 
back to the company such ta..xes. Otherwise the con
sumers in the other states will pay them. 
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A further suggestion has been made by Repre
sentative Frederick Davenport of New York, that a 
more effective way of securing the desired ends 
would be through a Colorado River Water Power 
Authority modeled on the Port of New York Au
thority. It would consist of sixteen commissioners, 
two from each of the seven states parties to the Colo
rado River Compact, to be appointed by the Presi
dent, on nomination of five from each state by the 
Governor of each state, and two at large, without 
nomination, by appointment of the President. It 
would exercise the federal power to improve naviga
tion and as a means thereto to preserve the channel, 
control floods and, as an incident thereto, sell hydro
electricity. The commissioners would have full 
power to issue bonds, tax exempt, without the credit 
of the Federal government but supported, as in the 
case of the Port of New York Authority, by reve
nues to be derived from the plan. They would have 
the power of eminent domain to acquire sites, to 
contract, lease or sell surplus waters or power, mak
ing it a condition with the companies buying this 
power from them that they should not charge the 
consumers more than a given sum per kilowatt hour, 
differentiating between consumers, -so that agricul
tural, domestic, industrial and municipal uses may 
be treated differently. Such prices could be written 
into the contracts with the companies purchasing the 
power for transmission and distribution, based on a 
fair capital return on the actual investment, subject 
to modification in the event that such a return does 
not come, but also subject to reduction to the extent 
that the return is exceeded in the earnings of the 
company. 

A further provision is that no bonds would be 
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issued, no contracts or leases made, until the com
missioners agreed upon allocation of water rates and 
power, the subjects now in dispute between them. 
The terms of the Colorado River Compact as to the 
division between the upper and lower basins (to 
which no objection has been taken) should be written 
into the act as a starting point. Decisions would be 
by a majority vote of the commissioners, but five 
states would have to cast at least one vote. Failure 
to nominate by a state would give the President the 
right to pick residents of the state. 

This plan bases itself upon the well-established 
power of Congress to regulate navigation. It offers 
opportunity for compromise and agreement between 
states. It provides a machinery for proceeding with 
the development as soon as the states agree upon the 
allocation of water rights and power, protects the 
consumers and saves the Federal government from 
raising money on its own credit. Without any con
tribution of capital from the Federal government, it 
preserves in public control the natural resources of 
the states and the government in the Colorado River 
basin. It combines the compact-making power of 
the states under the Federal constitution with the 
police power of the Federal government to accom
plish a combined Federal and State purpose in which 
it parallels the case of the Port of New York Au
thority. 

The Swing-Johnson Bill, as it now stands, giving 
the Secretary of the Interior the alternative of leas
ing the water from the plant once built or any part 
of the plant, is no great guarantee for those who 
feel that the regulation of our public utilities has be
come inadequate. The proponents of the -bill have 
found in the strenuous opposition offered to it the 
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realization on the part of the power companies that 
the example of such a large government-owned 
plant would be a blow to their dominance in the 
southwest. Mr. Davenport's proposal, which is simi
lar to that made by Senator Norris for Muscle 
Shoals, has the immediate advantage of offering a 
possible compromise in a situation which is at the 
moment deadlocked for want of agreement, due to 
the relative economic advantages to be obtained by 
each . state rather than to any possible conflicting 
function of state and nation. 

The St. Lawrence 

A problem somewhat similar to the development 
of Boulder Dam has arisen over the St. Lawrence 
development in the northern part of New York 
State. Here again it is a question of control. 

New York State has seen one of the largest com
binations of power interests in the country. The 
companies affiliated with the Northeastern are esti
mated to represent an investment of approximately 
$600,000,000 in New York State and New Eng
land. They control approximately three-quarters of 
the total water power developed in the state, includ
ing Niagara Falls. New York State has more de
veloped water power than anyone of the other 
states, with the exception of California. The public 
utility and municipal plants have developed approxi
mately 80 per cent of the total, and 348 manufactur
ing plants divide the remaining 20 per cent between 
them, over one-quarter of which is controlled by the 
Aluminum Company of America. The state still 
has large undeveloped resources, mainly on the St. 
Lawrence, an international river where New York 
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State's possibilities amount to at least 1,200,000 
horse power; there is also 800,000 horse power to 
be developed on the lower Niagara. These two 
projects represent firm power, available practically 
all the time. On the interior rivers of the state and 
on the Delaware, there is a further 1,200,000 horse 
power capable of development only part of the time. 
The Northeastern affiliates have rights to 366,000 
horse power, 35 per cent of the undeveloped water 
power in the interior rivers of the state. 

Seven companies operating in N ew York State 
rank among the 135 companies of the country pro
ducing over 100,000,000 kilowatt hours annually. 
They include both hydro and steam power plants. 
Together these seven companies, which really fall 
into three groups, the Northeastern affiliates, the 
Edison group and the much smaller Rochester Gas 
and Electric, account for 150 per cent of the total 
power production of the country. Their production 
is divided as follows: 

(NorthellSt,,,,, Affiliates) 
Niagara Falls Power Co .••••• 3,161,130.0IOkwh. 
Niagara. Lockport & Ontario.. 872.402.171 .. 
Buffalo General Electric ....• 869.317,170 II 

Mohawk-Hudson Power Corp. l.oo3.208.n6 .. 

Edison-United Companies 
(N. Y.) ••••••••••••••••••• 2,262.620,409 kwh. 

Brooklyn Edison . • • • • • • • • • • . 783.019.562 .. 
Rochester Gas & Electric ••••• 296.678.980 II 

3.342.318.951 

Total these companies •••••• 9.248.375.418 kwh. 

The St. Lawrence represents the single largest 
natural resource which the state has.' The power to 
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be developed there is expected to be used mainly in 
the industrial Mohawk Valley, but also for the 
farms and small towns in the northern and central 
part of the state. A large part of it is to go across 
the line to New England, and transmission lines 
already connect up the system of the Mohawk-Hud
son Company with Boston. Some plans have been 
made to ship it on high power transmission lines to 
New York City, although the Edison companies 
there are constantly building new plants to take care 
of the city's demand. The Province of Ontario is 
also eager to have the benefit of the power developed 
on the St. Lawrence and in its official reports states 
that while it has made some short-term leases of 
private power in Quebec, it is counting on the St. 
Lawrence power to furnish the largest part of this 
development. 

The undeveloped St. Lawrence power has been 
the subject of discussion for many years. In 1907, 
the Legislature granted a charter to the Long Saulte 
Development Company, subsidiary of what later be
came the Aluminum Company of America, to de
velop this power. The return which the state was 
to receive was nominal. The company failed to 
begin construction, and in 1913 the charter was re
pealed. It has been estimated that the failure to 
develop this power has cost the state the price of 
10,000,000 tons of coal annually. Every increase in 
the cost of coal makes water power more valuable. 

The New York State laws provide for a general 
policy of private leasing of water powers within the 
state, under control similar in many respects to that 
of the Federal Power Commission, except in the 
very important fact that in place of the net cost of 
investment which must under the Federal Water 



METERS AND MEASURING STICKS 219 

Power Act be the rate base, the State laws allow 
for "reconstruction cost," which is another term for 
the reproduction cost discussed in Chapter V. While 
the market for this large block of power, twice as 
large as that to be developed at Boulder Dam and 
eight times as large as that already developed at 
Muscle Shoals, has not yet been completely devel
oped, engineering surveys show that by the time the 
project would be completed, in 1935, the larger part 
of the power could be used providing that New York 
State and New England develop in a satisfactory 
way, industrially. 

The feeling against turning the remaining water 
power resources of the State over to the privately 
owned companies had been developing for some time 
before Governor Smith in 1926 proposed a Power 
Authority to act as an agency of the government 
and develop the St. Lawrence. In a state refer
endum on the proposal to lease a small part of the 
water power resources in the Adirondacks, to the 
private companies, a majority of approximately one
quarter million votes was cast against it. Governor 
Smith's first proposal was for state generation and 
wholesale transmission of the power. His present 
proposition is for state construction and ownership 
of the generating plants and sale to private transmis
sion companies at the bus bar. He draws a distinc
tion between such a Power Authority and a branch 
of the government like the Department of Conserva
tion. It is his idea that any defects which may be 
inherent in the bureaucratic administration of gov
ernment can be avoided by the creation of an agency 
essentially independent of politics, taking the corpo
rate form of existence which has been so successful 



220 POWER CONTROL 

in our industrial life and to which we are all accus
tomed, and putting it to an essentially business job. 

The Port of New York Authority is an illustra
tion of the effectiveness of that particular instru
ment. It is composed of representatives of New 
York State and New Jersey who are charged with 
bringing some order out of the chaos of the Port, 
building the necessary terminals, tunnels and bridges, 
for this purpose. The two states provided approxi
mately 20 per cent in cash of the expenditure for 
two of the bridges. The bonds of the Port Au
thority, which sold at 4.65, therefore had behind 
them an" equity of approximately 20 per cent. It is 
expected that the Power Authority would be able to 
raise its funds, including interest toward construc
tion, on the basis of the expected revenues from the 
developed power on the St. Lawrence. 

The development of a large sentiment in the state 
in favor of such development by an agency of the 
state has been due to the same reasons which have 
also elsewhere led to distrust of our regulatory sys
tem. This was accentuated by the leases which cer
tain combinations of interests offered for the St. 
Lawrence and which the State 'Vater Power Com
mission was on the point of giving them a few 
weeks before its life ended. It was apparent that if 
this natural resource were leased for fifty years, 
there would be little or no possibility of getting it 
back. The previously discussed danger of constantly 
paying the rates which would allow the stockholders 
a gain on a perfectly hypothetical increase in invest
ment was stressed by the announcement, in 1926, 
of the Supreme Court decision in the Indianapolis 
Water Company case. At the same time the fact 
that there was no control at all over wholesale inter-
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state transmission of power was accentuated by the 
Supreme Court decision in the Narragansett case. 
The function of holding companies and the fact that 
they cannot be controlled by the State Public Service 
Commission was a matter of common knowledge to 
the people who had been aware of the attempt of 
the state to secure reduction of the charges made by 
the American Telegraph and Telephone Company on 
the New York Telephone Company. 

The fact was brought out that the Niagara Falls 
Power Company had succeeded in writing a sum of 
approximately $30,000,000 into its investment and 
having the consumers pay a return upon it, in spite 
of the realization of the state commission and the 
Federal Power Commission that such a large infla
tion had taken place. 

The fact that whether the consumers win or lose 
a particular rate case, they do have to pay all the 
expenses of litigation, was strengthened by the fact 
that the New York Edison Company had spent over 
$3,000,000 in fighting a current rate case. 

The actual control over the development of self
government of the cities by the power group was 
keenly realized by the City of Watertown and the 
surrounding area. It has a municipal plant in con
dition to sell beyond the city's immediate needs 
17,000,000 kwh. annually to the neighboring terri
tory. The Power Corporation of New York, the 
chief Northeastern company, controls all the sur
rounding territory and has, under the leadership of 
the President of the Northeastern, former Speaker 
of the Assembly, H. E. Machold, held up the neces
sary permissive grant by the Legislature which 
would allow Watertown to utilize its facilities. 
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Here is a case where "control by the power com
panies" has taken on an easily understood signifi
cance. By blocking the expansion of the city's power 
system a mandate is issued to the effect that city 
plants are to stay small; they are consequently to 
become unprofitable; they are in no way to interfere 
with the mandates of the great powers. It is a way 
the great powers have of talking to "backward peo
ple," and it is probably not without its effect upon 
other cities which might be contemplating ownership 
of their own plants and participation in a state-wide 
system. The ~tate Conference of Mayors and Mu
nicipal Officials has several times endorsed state
owned development of the St. Lawrence. 

There was also some awareness among the citizens 
of the state of the difference between rates charged 
in the small towns of New York State by private 
companies and those charged by the publicly owned 
Hydro-Electric Commission in Ontario across the 
border. The rates in the small towns of New York 
State, those with less than 500 consumers, ranged 
,from 8-15 cents and had been reduced only in a 
minor way in the last five years. 

The same class of towns in Ontario had paid 6.81 
cents for domestic power in 1920 and by 1924 had 
been cut to 5.05 cents, a drop of 26 per cent. No 
similar cutting of the rates had taken place in the 
New York towns. A somewhat similar situation 
applied to the cities, even where, like Buffalo, they 
were getting the larger part of their power from 
Niagara Falls. 

Nor were the merging activities of the big hold
ing companies in the state accomplished without 
some realitiltion on the part of the citizens of the 
towns affe~d, that the companies would not per .. 
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manently expect to get blood out of a stone and that 
the price they paid for the local companies would 
sooner or later be seen in the rates-at least to the 
extent that the rates would not be reduced as much 
as they otherwise might be. 

The prices paid in some of the recent purchases 
by holding companies in New York State give prima 
facie evidence either that (I) the operating com
panies have been making far more than a fair re
turn on their investment, or (2) that the holding 
companies are going to absorb all possible advan
tages of more efficient operation through power and 
service contracts with the operating companies, or 
(3) that they are expecting to have their system 
values recognized by the Public Service Commission 
on a larger rate base on which rates can be kept at 
least at their present level. Probably all three of 
these are true. 

The following table gives some of the prices paid 
by the holding companies in 1925 and 1926 for the 
operating companies. The difference between the 
book value of the stock and the price paid for it and 
the rise in the market values due to the mergers or 
combinations indicate the capitalization of expected 
efficiencies due to interconnection and concentrated 
control, and the ability to put it over. 

During the discussion over the development of the 
St. Lawrence, the New York State Public Service 
Commission changed its policy in regard to allowing 
an increase in rate base, on the ground that the com
pany had been bought for an amount greater than 
the previously allowed rate base. In permitting the 
various consolidations in 1925, the Commission had 
said: 



TABLE I \I) 
\I) 

Cash or Market Price Market Price 
~ 

Book Markel al End of at Date of 
Value of Value of Preceding Year Merger of 
Security Stock of Security Security 

Purchased Paid Purchased Purchased 
Power and Electric Securities, 

buying: >cI 
Malone Light & Power ••• $155·08 $ 547.62 0 

~ Fort Covington Light ••••• 358.46 1,250.00 M 
Milling & Lighting •••.•.• 190·75 1,687.00 II' 

Buffalo, Niagara and Eastern, n 
0 

buying: ~ 
Niagara Falls Power ••••• $ 26.17 $ 50.00 $45.00 $ 69·00 

~ 
II' 

Niagara, Lockport, Ontario 32.61 62.50 47.00 78.00 0 
t'" 

Buffalo General Electric •• 27.10 55.00 69.50 
Tonowanda Power ••••••. 33.52 62.50 

Mohawk-Hudson, buying: 
Syracuse Lighting .•.••••• $106.00 $347.00 
Cohoes Light & Power ••• 124.03 194.00 
Adirondack Power & Light 55.85 58.33 $ 34.00 $ 92.00 
Utica Gas & Electric ••••• 141·77 220.00 
Municipal Gas of Albany •• 110.13 lSo.oo 154.00 197.00 
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". . . the stated capital accounts representing the 
securities issued by the holding company for the pur
pose of acquiring the securities of the underlying com
panies shall in no event exceed the book value of the 
securities so acquired as shown by the .books of the 
companies whose securities are to be acquired." 

In the purchase in 1926 by the Mohawk-Hudson 
Power Corporation of the Syracuse Lighting Com
pany and others, however, this safeguarding provi
sion was left out as well as the one that none of the 
entries of the capital stock of the holding company 
on the books of the operating companies "shall be 
controlling or entitled to consideration in any pro
ceeding, suit or matter herewith involving the rates, 
charges or service of any such company." This, as 
was pointed out in Chapter V, leaves the way open 
for the holding companies to recoup any extrava
gances from the rate payers. 

Certain objections against the Power Authority 
were raised, notably by former Congressman Ogden 
L. Mills who, unfortunately for the argument, was 
with his family interested to the extent of $1,662,000 
in the Niagara Falls Power Company, the stock of 
which jumped, due to a merger, from 47 to 69, and 
also in the International Paper Company which has 
large power holdings in New York State and Can
ada.18 The proponents of the Power Authority were 
called upon to show definitely: 

I. That the Power Authority could build and 
operate power plants as cheaply or more cheaply 
than private enterprises. 

2. That the benefits to the consumer would be 
18 Mr. Mills sold his interest in the Power Company on or 

before entering the gubernatorial campaign in 1926, although 
his family retained their interest in this company. 
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sufficiently gr~t to justify the abandonment of pri
vate initiative and enterprises in favor of govern
ment operation. 

3. That the plan would safeguard the business 
interests of -the state and protect the public from 
exploitation. 

4. That the system of leases under the Federal 
Power Act and the State Power Law would be ade
quate to protect -the public interests. 

The argument turned at first upon the leases of
fered by private companies for the St. Lawrence and 
the protection they promised to give to the state and 
to the public. These leases were taken as representa
tive, as the best the state could secure from power 
companies in case of private development, and 
spokesmen for the bidding companies stated that no 
better leases would be offered. While there is no 
danger of these leases being accepted by the State, 
as long as a Governor unfavorable to them is in 
office with veto power over the acts of the State 
Water Power Commission, the leases are in th.e 
background of all discussion of the Power Author
ity. It is the hope of those who favor them that 
when a Governor more favorable to private develop
ment is in office, they will be put into effect. 

While there are few power projects of similar 
size or importance in other states to be leased or de
veloped by those states, a brief summary of the 
leasing provisions offered in New York State will 
be found quite generally to be applicable. The leases 
turned over the regulation of rates to the Public 
Service Commission and did not in any way change 
the present practices of that body in fixing rates. 
They did not safeguard the rates to be charged 
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through the contract power of the state, but simply 
turned them back to the police power which is the 
one exercised by the Commission. The practice of 
the Public Service Commission to fix rates on repro
duction cost rather than on the original and actual 
cost of the investment was not changed, nor was 
the customary practice of costly litigation over rates 
changed. 

Certainly if the people of the state were to foresee 
the results of what is not impossible, another 50 per 
cent rise in price levels such as took place between 
1913 and 1923, they would never stand for it. If, 
instead of paying rates which would not only give 
a fair return on $125,000,000, but retire it, they 
are called upon to pay a return upon and retire 
$187,500,000, including an extra $62,500,000 which 
nobody invested-the result of an elaborately arti
ficial, expensively dignified guess of what it might 
cost to rebuild the St. Lawrence plant in case it were 
by chance completely wiped out-they would have 
none of it. If there were any certainty that the price 
level was going to increase in any such proportion, 
the state would probably be unanimous for public 
construction. For lack of that certainty there is a 
disposition to gamble, to gamble that within the next 
fifty years prices will not go up either 50 per cent 
or at all. Private ownership of a great natural re
source under commission regulation is to-day a bad 
gamble on the fluctuating purchasing power of the 
dollar. 

The leases did not hold down the transmission 
companies, which are expected to invest $100,000,-
000, to the net cost of their investment. In fact, no 
provision at all was made for safeguarding the pub
lic from high transmission charges either in case the 
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transmission companies were financially allied to the 
leasing company or not. Here the existence of the 
Federal Water Power Commission, with its author
ity to see that rates are fixed on the basis of net in
vestment cost only, many people felt to be no guar
antee. for the Federal Commission can regulate only 
where the states have no commissions exercising a 
regulatory power over rates. There are no known 
cases in which the Federal Power Commission has 
actually fixed the rates to be charged to consumers 
or in which the consumers have been protected by 
some order of a state regulatory body based upon 
the capitalization fixed in the books of the licensee 
under the accounting rules of the Federal Power 
Commission. The conclusion reached by many stu
dents was that the leases allowed rates higher than 
would be necessary under a State Power Authority 
or even higher than necessary if the lease actually 
conformed to the provisions laid down in the Fed
eral Water Power Act. 

The leases made no provision for the recapture of 
excess earnings or for the establishment of an equali
zation fund. The absence of a provision for the 
recapture of excess earnings, such as the one in the 
Interstate Commission Act, means that surpluses 
piled up out of earnings accumulated from rates 
higher than necessary to pay a fair return on the 
investment. can be reinvested in the property and 
become a property of the investors~ Then the con
sumers have to pay rates on the capital they have 
themselves contributed through rates which were 
higher than necessary in the first place. Further
more. this capital which the consumers themselves 
contributed will be subject to revaluation, for the 
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rate of return under the present regulatory practice 
will be based on "fair value" of the property with
out any regard to the source of funds. This has 
been discussed in Chapter V. There was no provi
sion in the licenses that the security issues could be 
regulated by the commission so that the par of all 
outstanding securities would be at all times equal 
the rate base, the rule set up by the Federal Water 
Power Act in the Conowingo case. 

The leases carried provisions under which the 
state might recapture the property upon due notice, 
but only upon payment of a IS per cent bonus upon 
the then outstanding capitalization. This is more 
than the necessary premium on callable securities. 
There was also no guarantee that the state would 
not have to pay this bonus upon a revaluated capi
talization rather than upon the actual capital invested 
in the project. The market premium of callable 
stock ranges from nothing to 20 per cent, the aver
age being close to ten. The premium on callable 
bonds is much lower. The license at Conowingo, a 
development comparable in many ways, authorized 
$36,000,000 first mortgage gold bonds due and pay
able in 1972. They were to bear interest at the rate 
of s}1 per cent per annum and were callable in part 
or in whole after half a year or after that on any 
interest date upon payment of the principle and ac
crued interest to the date of redemption plus the pre
mium of a certain percentage of the principle as fol
lows: 6 per cent if redeemed during the first fifteen 
years, s}1 per cent if redeemed during the following 
ten years, and 5 per cent if redeemed during the fol
lowing ten and after that, reductions of one-half per 
cent a year for the final ten years. These bonds were 
issued in March, 1926, price 100 and interest to 
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yield sYz per cent. The premium after the first ten 
years on the preferred stock of the Conowingo de
velopment was held to 12 per cent. There was no 
premium allowed on the common stock. 

The St. Lawrence licenses, on the other hand, pro
posed a steady IS per cent on all unamortized capital 
up to the end of the fifty-year duration of the license. 
There was no graduation downward at all. The 
common stock was included in the premium. On the 
plan proposed by one of the bidding companies which 
provided for $72,000,000 in bonds, $24,000,000 in 
preferred stock and $24,000,000 in common stock, 
the Conowingo premium rates applied to the St. 
Lawrence project would come to $11,000,000 less 
than the flat IS per cent bonus on the whole invest
ment, "for example, on a recapture at the end of 
fifteen years. 

The other recapture provisions were so loosely 
drawn that the state, in case of recapture, might 
have to pay more than the actual capital invested in 
the project. 

Article IS provides that the State may recapture 
"at the cost as determined and approved by the Com
mission," etc. This mayor may not mean recon
struction costs. In view of the following articles it 
is a fair inference that it will be so interpreted by 
the courts. Article 17, dealing with recapture in 
cases where the licensee fails to comply with any of 
the terms of the lease, uses the language ". • • and 
the State shall have the option at the same time to 
take over the remainder of the property • • • at the 
reconstruction cost thereof. . • ." Also, in the same 
article: "In the event of such termination the State 
shall • • • pay to the licensee the enhanced value, 
if any, of State property covered by the license, re-
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suIting from any improvements to the same made or 
effected by the licensee, not, however, exceeding the 
reconstruction costs. . . ." 

Although Article I 8 seems to hold the recapture 
price down to actual cost other provisions in the 
license render that doubtful. Article 18 reads in 
full : 

"Unless reconstruction cost is specified, the term 
'cost' as used in Articles 16 and 22 hereof means 
one-half of the actual expenditures incurred in the 
entire development, wherever the same may be lo
cated, as approved by the Commission, but not to 
exceed in any event the amount actually expended by 
the licensee." 

In spite of this, Article 22 opens two ways for a 
payment by the State of more than the actual cost 
for the property, specifically at the end of the fifty
year term of the license. The Commission is given 
the privilege of reducing the licensee's rates by re
lieving it in part or in whole from its obligation of 
making payments to the amortization reserves. In 
case the Commission does that, "with the result that 
at the expiration of the original license term the 
actual original cost of the entire project works is not 
thereby completely retired, the State may as it then 
deems best (I) receive in fee simple absolute the 
entire property of the licensee • . . upon the pay
ment of a sum of money equal to that portion of 
the reconstruction cost of the project works as de
termined by the Commission which had not been 
completely amortized at that time, or (2) extend the 
license period in accordance with Section 631 of the 
Water Power Act for a sufficient time to completely 
amortize the reconstruction cost of the project 
works .•.• " 
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At the best this writes the practice of paying re
construction costs into the lease. At the worst a 
Water Power Commission that wanted to favor the 
licensee could relieve it of paying amortization re
sc:rves to such an extent that the whole property 
would, at the end of the fifty years, not revert auto
matically but have to be paid for at reconstruction 
costs. 

The licenses left the way open for the company 
developing the St. Lawrence to collect more in amor
tization reserves than it actually invested and, con
sequently, to charge rates higher than would other
wise be' necessary. They stipulated two conditions 
(Article 22 B) upon which the amortization re
serves could be collected on the basis of reconstruc
tion costs rather than actual costs. The one was in 
case the cost of the project went over $125,000,000, 
the original estimate, the other was that when the 
project was completed the remaining period avail~ 
able for amortization would be less than forty-two 
years. In either case, according to the license: 

"If it is then found that the rates charged by the 
licensee for power, which have been established by 
the Public Service Commission . . • are not suffi
cient to completely amortize such cost of the project 
works as determined by the Commission within the 
license term, then the license shall be extended . • • 
for a sufficient time to completely amortize the re
construction cost of the project works .... " 

Here certainly is proof that the system of leases 
under the state power law are inadequate to protect 
the public interest. They put no stop to that par
ticularly effective private initiative which consists in 
the seeking of ways and means to receive from the 
consumers a return upon more money than it has 
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invested. They do not safeguard the business inter
ests of the state from revaluations or protect the 
public from exploitation. They do not even measure 
up to what, in theory, is the content of the Federal 
Water Power Act. They do not even guarantee that 
securities will not be issued greater than the invest
ment or cut out the speculator's profit in stocks for 
which no cash is received, which was thrown out as 
unsound at Conowingo. 

The case for the Power Authority in New York 
State lies essentially in the failure of both the regu
latory system and the proposed conditions for pri
vate development of the St. Lawrence to protect the 
consumers. It rests positively upon the efficiency of 
this new form of state organization, the state-owned 
corporation, to do work which is either too impor
tant to leave to private development or where the 
known terms of private development promise to be 
too expensive in one way or another. It seems to 
avoid, as far as possible, the dangers of political 
bureaucracy and any minor favors and advantages 
which might come out of that. In this particular 
case, there is also a feeling, right or wrong, that the 
various private companies bidding for the St. Law
rence have several axes to grind other than that of 
making money out of the state-owned power. The 
most important bidder, the Frontier Corporation, is 
owned one-th.ird by the Aluminum Company of 
America, which controls a considerable power area 
in northern New York State and uses a large block 
of power for its own factories on the St. Lawrence 
and which may be expected to divert as much power 
as possible from the St. Lawrence to its own fac
tories. It is owned one-third by the General Electric 
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which is thought to have some interest at least in 
selling its own products. The General Electric also 
happens to own a large share of the Mohawk-Hud
son Power Corporation, which would be one of 
those affected by the development of the St. Law
rence power. The final one-third of the stock of 
the Frontier Corporation is owned by the Dupont 
Corporation, which is not only in the electro-chem
ical industry but has a subsidiary construction cor
poration occupied, among other things, with con
struction of power houses. 

The St. Lawrence project is complicated some
what by the fact that there is a large body of opinion 
which believes that an international canal must be 
constructed through the St. Lawrence. This would 
involve the cooperation of the state and the federal 
government in the construction of the power plants 
as well as the canal. The question arises whether a 
private company would be more careful of the in
terests of New York State than a state-owned power 
authority would be. 

Half of the St. Lawrence will be developed by 
the Hydro-Electric Commission of Ontario, which 
is really a Power Authority in that state, with the 
additional factor of being in the transmission and 
distribution business as well as that of developing 
the power. Ori its share of the development, it will 
charge prices only large enough to payoff the actual 
investment in the plant in thirty years and after that 
furnish service at cost. The contrast between that 
and private development under the leases on the 
American side of the river is too startling for the 
people in N ew York State to accept private owner
ship with any satisfaction. 

The power companies and the banking groups 
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have a large part of the situation in their control. 
Even when the Power Authority is established, it 
will have to go to the open market to float $125,-
000,000 in bonds. Unless it has been able to secure 
contracts for the power when available these bonds 
cannot be floated. The power groups control the 
plants in all but a few municipalities in N ew York 
State. They can refuse to contract for the power, 
preferring instead to build their own plants to take 
care of the increasing demand. This will not make 
for cheap power, but it will make for a continuation 
of their own control over the situation. The Public 
Service Commission has authority to refuse to au
thorize the securities of the private companies for 
such purposes unless they can be proved to be neces
sary. As long as the St. Lawrence power was not 
ready and available, the Commission would hesitate 
to refuse such authorization for the construction of 
private plants and these plants could then be built. 

But even if contracts were available for the St. 
Lawrence power and the building of the generating 
plant went ahead, there is no guarantee that the 
money market would decide to absorb a further 
$100,000,000 which might be necessary for the con
struction of the high tension transmission lines even 
under a privately owned transmission company. The 
power to control credit is the power to destroy. The 
state would then be called upon to do two things, 
build about eighty miles of transmission lines to con
nect up with the existing high power lines down to 
the Mohawk-Valley, and declare the transmission 
lines common carriers. Political control of the Leg
islature could block either one of these two things. 

The situation would then be that most of the 
power would have to be used near the source and 
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there would be a great industrial expansion around 
it, presumably by the aluminum and other electro
chemical industries which live on cheap power and 
have tied up Niagara power and have constantly at
tempted to tie up Muscle Shoals power. These 
groups would, of course, have no interest in con
structing and financing transmission lines which 
would carry the power to the farms and cities of 
the state. 

Such. an arrangement would be in line with the 
Ontario experience but with an important difference. 
The Hydro-Electric Commission sells the bulk of its 
power very cheaply to large industrial consumers on 
both the Canadian and American sides 'of Niagara 
Falls. But it also supplies the municipalities of the 
Province, an arrangement which not only protects it 
in case some of its power customers fail or move 
away, but protects the municipalities. The Commis
sion can develop other power projects as the de
mands of the municipalities grow. In New York 
State, with practically all of the municipalities under 
private power control, there is no certainty of a de
mand on their part for St. Lawrence power, no mat
ter how much cheaper it is. Nor is there, in case 
they had decided to sabotage the enterprise, any 
effective way of forcing these companies to take the 
cheapest power available. 

None of this sabotage may happen. It can be 
checked, step by step, if the checking starts with a 
keen public realization of what is intended. The 
power to be produced will cost, it has been estimated, 
between 3 and 4 mills at the bus bar. In Ontario 
power produced at this cost is sold to the cities scat
tered throughout the Province for an average of 9 
mills and to the big industrial users around the 
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source for about 4 mills. Similar prices in New 
York State would make it the cheapest power in cen
tral and eastern New York State with the exception 
of the newest plants in New York City. 

Some picture of the difference in rates and con
sequently in advantages to be expected may be gained 
from the figures compiled in 1922 by the North
eastern Super Power Committee as showing the ex
pected costs in 1935 for power developed at the St. 
Lawrence and by steam in the various cities.lI 

In the Mohawk Valley where most of the power 
would come from hydro-e1ectric developments, the 
expected costs per kwh. are: 

Local steam developed power only •....... 10.5 mills 
Local steam and local hydro-power only ... 10.0 .. 
Local steam and St. Lawrence power..... 7.2 .. 

Here St. Lawrence power means a reduction of 
from 3.5 mills to 2.8 mills over other forms of 
power. 

In the Hudson Valley, from Schenectady and 
Albany south to Newburg, where over half of the 
power would then come from hydro-e1ectric develop
ment, the expected costs per kwh. are: 

Local steam developed power only ........ 10.3 mills 
Local steam and local hydro-power only. . . 9.5 .. 
Local steam and St. Lawrence power..... 8.0 .. 

Here St. Lawrence power means a reduction of 
from 2.3 mills to I.S mills over other forms of 
power. 

11 Plate XVII Superpower Studies for the Northeast Section 
of the United States. 
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In the metropolitan district, including New York 
City, Northern New Jersey and a part of Western 
Pennsylvania, where less than one-half of the power 
would then come from hydro-electric developments, 
the expected costs per kwh. are: 
Local steam developed power only ..•••••• II.I mills 
Local steam and local hydro only ......... 11.0 Iii 

Local steam and St. Lawrence power ••••• 9·8 .. 

Here St. Lawrence power means a reduction of 
from 1.3 mills to 1.2 mills over other forms of 
power. . 

In the metropolitan district, including New York 
City, Northern New Jersey and a part of Western 
Pennsylvania, where less than one-half of the power 
would then come from hydro-electric developments, 
the expected costs per kwh. are: 
Local steam developed power only ••.•••.• 11.1 mills 
Local steam and local hydro only ......... 11.0 u 

Local steam and St. Lawrence power ..... 9.8 .. 

Here St. Lawrence power means a reduction of 
from 1.3 mills to 1.2 mills over other forms of 
power. 

If the companies in this area, for example, can 
after 1935 reduce their costs 1.3 mills below these 
engineering estimates and build new plants on that 
basis the main advantage to the consumers of the dis
trict in having St. Lawrence power available as an 
alternative will be in case of a rise in the general 
price level and an attempt by the companies to in
crease their rate base on a new hypothetical recon
struction cost. Light and power rates, even in the 
metropolitan area, may then be expected to keep on 
speaking terms with costs. 
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But even if none of the St. Lawrence power is 
used in N ew York City and all of it is used in the 
Mohawk and Hudson Valleys and in New England, 
a saving averaging as little as 3 mills a kwh. means, 
on a production of six billion kwh., an annual saving 
(after all capital charges) of at least $20,000,000, 
and even in New York State that is nothing to be 
scorned. 

Muscle Shoals 

The chemical plant, power houses and dam built 
by the Federal Government during the war on the 
Tennessee River for the manufacture of nitrates for 
munitions have long been the center of a struggle 
about the ways and means of affecting the most in
telligent social control for the common welfare. 

The United States invested $158,000,000. The 
plant was built up by government engineers. It can 
furnish one of the largest single blocks of power in 
the country east of Boulder Dam and south of the 
Niagara and the St. Lawrence. It includes a steam 
plant of 90,000 horsepower capacity. Current 
shipped from Muscle Shoals in a 300-mile radius can 
take in all or large parts of ten states: Alabama, 
Mississippi, Tennessee, Georgia, Kentucky, Arkan
sas, Missouri, Florida, I11inois and Indiana. 

At the end of the war, Congress refused to spend 
any more money on the project. We needed no 
more munitions. We were going in for "economy," 
penny wise and pound foolish, perhaps, but "econ
omy." The farmers, however, wanted the plant to 
be converted to furnish cheap fertilizer in great 
quantities. The chemical plants seemed adapted for 
that purpose.. The power groups gave for a while 
no evidence of being interested in it at all. When the 
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government engineers looked around for bidders for 
the whole plant, the power companie~ informed 
them: 16 

"The usable primary continuous available power out
put of the dam and hydraulic power plant at Muscle 
Shoals, Tennessee River, cannot be sold delivered to 
the public service market at an average price that will 
pay operating expenses, taxes, reserve for renewals 
and replacements, and a fair rate of interest on the 
estimated cost of the proposed plant as planned and 
upon necessary transmission system to reach the dis
tant only market, nor can the United States afford to 
invest additional public money to complete the dam 
and hydraulic power plant at Muscle Shoals, Tennessee 
River, as planned, if the same tests which control the 
investment of private capital are applied, because on 
the latter basis it cannot be made to derive a reason
able rate of interest on the estimated total investment 
from the sale of the commercial, usable available power 
to the public service markets, nor even upon the 
amount necessary to complete the plant as estimated 
by the Government engineers." 

In short, they were not having any. Then Henry 
Ford submitted an offer to take the whole plant off 
the hands of the Government for one hundred years 
and to pay a little by way of return. Hearings were 
held. The chemical companies interested in cheap 
power for their own uses, as well as in the produc
tion of fertilizer, also bid. Certain power groups 
then declared the Ford offer to be a governmental 
subsidy, a principle abhorrent to them, and began to 
bid. This was a change of front which some of the 
representatives of the farmers have considered an 

14 Tennessee Electric Power Company, to the Chief of the 
Army Engineers, hearings before the Joint Committee OD Mus
cle Shoals, 6gth Congress, p. 68g. 
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evidence of bad faith and which even six years later 
affected their attitude towards a very revised bid by 
the same interests. A representative of the Ten
nessee River Improvement Association, who had 
formerly been vice-president of the Alabama Power 
Company and a director of the American Cyanamid 
Company, said: 11 

"It is very unfair to Congress, and the commit
tees that have been considering this offer • . . for 
the interests to represent, as they did in 1921 that 
neither the government with its capital nor private 
capital could afford to complete that dam, and then 
come back here in 1924 ••• and offer $2,000,000 
for it. Not only so, but it is very unfair to have rep
resented that the Ford offer was a subsidy and then 
come to ask for one. That is not treating Congress 
right. It is not treating the government right." 

The House of Representatives passed a bill giving 
the project to Ford in a rush of elation which seemed 
later to have had as its only adequate cause the im
pression that Mr. Ford was a good man and, given 
enough government property, would do right by the 
farmers. In the Senate, the situation was examined 
a little more carefully. Senator George W. Norris 
of Nebraska, chairman of the Senate Committee on 
Agriculture and Forestry, who, with the committee, 
spent months in careful investigation, found that the 
government was giving away its property for one 
hundred years for a song and a bad one at that and 
one that the people of the United States would have 
to sing themselves. He found that there was no 
adequate guarantee of fertilizer production and that 
it amounted in effect to a grant of very important 
power resources and that, if Ford was granted this 

15 Ibid., Testimony, J. W. Worthington, p. SOJ. 
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concession,' the Federal Power Act of 1920, passed 
against the stiffest opposition of private interests, 
and limiting leases to fifty years, would have been 
virtually wiped off the statute book. Bills leasing 
the project were held up by him in 1924, and in 1926 
Congress appointed a joint committee to secure and 
negotiate bids which were as good or better than 
the Ford offer. 

In April, 1926, the majority of this joint com
mittee recommended that the whole project be leased 
to a group of Associated Power Companies which 
are Electric Bond and Share interests. l' They at-

18 The two companies in whose name the bid was to be taken 
are the Muscle Shoals Fertilizer Company and the Muscle 
Shoals Power Distributing Company, corporations organized 
under Florida laws. The latter company is the controlling one. 
It has subscribed for all the stock of the Fertilizer Company, 
100,000 shares with a par of $100,000. The authorized capital 
stock of the Muscle Shoals Power Distributing Company 
(200,000 shares of no par common) has been subscribed for as 
follows: 

Numb" 
ofSharel 

Subscribed 
far at 

Name of Subscrib" $80 Each 
Tennessee Electric Power Co. ••••••• 12,500 
Memphis Power & Light Co. •••••••• 9,375 
Jackson Railway & Light Co. ••••••• 6,250 
Mississippi Power Co. ••.••••••••••• 12,500 
Mississippi Power & Light Co. ••••• 6,250 
Mississippi Delta Power & Light Co. 3,125 
Alabama Power Co. • •••••••••• ••••• 31,250 
Gulf Power Co. •••••••••••••••••••• 6,250 
Kentucky Utilities Co. •••••••••••••• 3,125 
Gulf Electric Co. • • • • • • • • • • • • • • • • • • 6,250 
Georgia Railway & Power Co. •••••• 31,250 
Louisiana Power & Light Co. ••••••• 6,250 
Arkansas Light & Power Co. ••••••• 9.375 
New Orleans Public Service, Inc. ••• 9,375 
Central Georgia Power Co. ••••••••• 6,250 

Total subscriptions ••••••••••••••• 159.375 

Amou"t 
$1,000,000 

750,000 
500,000 

1,000,000 
500,000 
250,000 

2,500,000 
500,000 
250,000 
500,000 

2,500,000 
500,000 
750,000 
750,000 
500,000 

$12.750,000 
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tempted to secure the passage of legislation to this 
effect during the final session of the 69th Congress, 
but the threat of opposition was so strong that the 
matter has been postponed. 

Senator Norris has proposed that the whole 
project be operated under a Federal Power Corpora
tion with provisions for distribution of power to 
the public and experimentation under government 
experts in the development of the fertilizer process. 

Meanwhile, the Alabama Power Company is se
curing the power at 2 mills from such units of the 
plant as are operating. In 1926 the government 
sold to it 428,266,000 kwh. and received, after pay
ing the operating. costs, a net operating income of 
$698,839. 

The discussion of the disposal of the plant must 
be first of all against this background: Operating 
only half its equipment and selling at the low rate 
of 2 mills usually only paid on short-term contracts 
for uncertain dump power, the net operating income 
has been nearly $700,000 a year. Colonel Spalding, 
one of the Army engineers advising the Joint Con
gressional Commission, estimated that "in ten years, 
without considering the enhancement due to im
provements of the stream, that power ought to be 
worth $3,500,000 annually, without considering any
thing else." 17 This was based on the expectation 
of selling primary power at 5 mills per kwh. and 
secondary power at 2 mills. The steam plant to
gether with Dam NO.2 represent 156,000 primary 
horsepower and 104,000 secondary horsepower. In 
other words, we are making .only a partial use of the 
plant now. A full use of the present power without 

If Ibid., p. 327. 
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any further big investment would soon amount to 
$3,500,000 a year in case we devote none of the 
power to fertilizer. The bids for the present plant 
(unimproved) do not reach half that sum. 

The discussion of the disposition of Muscle Shoals 
has taken place in the middle of the uncertainties of 
two advancing arts. The use of power has grown 
more rapidly than may have been expected when the 
plant was built. The development of high power 
transmission over long distances has also changed 
the aspects of the situation. 

The striking feature of the whole power situation 
at present is that, while the present power plant at 
Muscle Shoals alone is worth a good deal, its real 
value lies in its functioning as part of a Tennessee 
River superpower system. It has been estimated that 
developments on the upper river, operating in con
nection with Muscle Shoals to give it a primary firm 
power, which it would not otherwise have, will add 
at least seventy-five per cent to the present value. 
The real value of the present plant at Muscle Shoals 
is directly comparable to the Conowingo project in 
Maryland. There a primary 50,000 horsepower was 
to cost $52,000,000, or about $1,000 per horsepower, 
about ten times more than is usually considered 
economical to invest. But the Philadelphia Electric 
Company, the company to use the Conowingo power, 
can utilize a very large proportion of the secondary 
power. The dam has sufficient capacity to hold up 
the day's runoff and to release it for a short period 
of from three to six hours and transmit the energy 
to Philadelphia to take up the high peak of the 
daily demand. By operating in this fashion, an 
average daily capacity of 50,000 primary horse
power can supply an amount of energy at peak which 
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would require an installation of from 150,000 to 
over 200,000 horsepower of steam plant. When 
there is plenty of water in the river, the hydro plant 
at Conowingo can be operated all day, thus saving 
large quantities of coal which would otherwise be 
burned in the company's steam plants in Philadelphia. 
The Muscle Shoals plant similarly will acquire its 
greatest value from being operated in connection 
with developments on the upper Tennessee River at 
Cove Creek, almost four hundred miles up the river, 
and elsewhere. 

This fact has been somewhat neglected in the 
public discussion of the disposal of the plant. The 
chemical and power companies have been very much 
aware of it and have based their bids for Muscle 
Shoals on the presupposition of control of the whole 
river. In other words as long as the Federal Gov
ernment confines its negotiations to the disposal of 
the present plant it can expect to receive much less 
than if it deals in terms of the whole system. The 
associated power companies have already offered 
to pay a net return to the Government of $93,-
000,000 more during the fifty-year period of the 
lease for the whole system than for the present plant 
alone, and that hardly expresses the difference in 
value. 

The real question for public discussion as far as 
power is concerned, and that is by all odds the most 
important consideration, is that of possession of the 
monopoly of the Tennessee River. Secretary O. C. 
Merrill of the Federal Power Commission has 
pointed out that the power projects on present plans 
if completed, "will have an installation of 1,220,000 
horsepower or 55 per cent of the total,hydro-electric 
power now installed in the six southern states o~ 
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Alabama, Georgia, North and South Carolina, Ten
nessee and Kentucky. They will have an average 
annual output of 4,490,000,000 kilowatt hours, 
equivalent to 80 per cent of the total electrical energy, 
steam and hydro, produced in the above six states in 
1926. It is estimated that the maximum probable 
requirement of electric energy for fertilizer will be 
625,000,000 kilowatt hours per annum, leaving for 
the lessee's own use ovet:' 3,800,000,000 kilowatt 
hours of electric energy, or 6 times the requirement 
for fertilizer production." 18 

Do we then wish not only to give but to subsidize 
such a large control to the companies which already 
have fairly complete control of all the power in the 
Southeastern states? Or would it, in view of the 
inadequacy of regulation and the great financial re
turns involved, be more advisable to see that the 
consumers in those states received the advantage of a 
great block of cheap power and that the Govern
ment received a reasonable adequate return on its 
investment? 

The uncertainty of the advancing art of fertilizer 
production has also conditioned the discussion. Only 
one of the bidding companies proposed to utilize to 
its utmost the cyanamid plant at Muscle Shoals. The 
others preferred to work along the lines of synthetic 
fixation of nitrogen. The latter, known also as the 
Haber process, uses much less power for its pro
duction than the cyanamid process. Expert testi
mony was given to the effect that, in fixing 10,000 
tons of nitrogen through the cyanamid process, 28,-
500 horsepower would be used directly, plus 6,500 

18 Federal Power Commission Memorandum of Feb. 10, 1927. 
see also House Document No. 463. 69th Cong .• 1St Session. 
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horsepower to make the acid to go with it. The 
synthetic process would use 5,000 horsepower to fix 
the nitrogen and the same 6,500 to make the acid, a 
total of 11,500 horsepower. The desired quantity of 
highly concentrated fertilizer is 40,000 tons. For 
this purpose, the cyanamid process would use I 14,-
500 horsepower and the synthetic process only 
46,000. It can be seen that the desire of all com
panies was not to commit themselves to the more 
costly and obsolescent process, for what they did not 
use in fertilizer they could sell as power. In the bid 
reported favorably by the joint commission, the 
power companies provide that about half of the 
rental from power shall be earmarked to go into the 
development of new fertilizer processes. 

There was at first an over-emphasis on the prob
able savings to the farmer in the way of reduced 
costs of fertilizer due to the cheap power available 
at Muscle Shoals. Dr. F. C. Cottrell, the head of the 
Government Research Laboratory for Nitrogen 
Fixation, gave testimony to the effect that under the 
synthetic process the power cost was about 5 per 
cent of the total cost of producing nitrogen. 

The whole situation began to turn about the fact 
that private initiative, in the fertilizer industry at 
least, had fallen down. Dr. Cottrell said "the great
est thing we have to overcome is the inertia of old 
business as developing new methods, and writing off 
the cost of obsolescence .... The early stages of 
the development are a large risk and are expensive 
things to do, and companies hesitate tQ spend that 
themselves. " 

This same conclusion that there was no hope for 
the farmer in the initiative of the fertilizer business 
laid the basis for a very elaborate arrangement for 
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co-partnership with the government on the part of 
the Atterbury, White, Hooker interests. They 
thought that, inasmuch as the . farmers were not 
accustomed to buying concentrated fertilizer, and 
private capital would scrap its antiquated fertilizer 
plants and processes only under governmental pres
sure, the government was, in spite of their own 
antipathy to government in business, justified in go
ing into this industrial enterprise. Their plan was to 
become plant managers tor the government on a 
profit sharing basis-the government to receive 
three-quarters of the net profits and the promoters 
one-quarter. On a fifty-four-year lease they esti
mated that the government would receive a return of 
approximately $305,000,000. Their plan involved 
further investment and, promotion activity by the 
government. In fact, Mr. Elon H. Hooker felt so 
strongly about the necessity for governmental par
ticipation that, when the Joint Committee showed 
a marked preference for leasing the plant completely, 
he said, "( speaking for General Atterbury who 
represents $2,000,000,000 worth of property, Mr. 
White, who represents the largest construction 
organization in the world, and myself as president of 
the Chemical industry to-day) I want to be excluded 
from this thing if you are going to keep the govern
ment out of the business, because it cannot be done. 
I have lost all interest in it, if that is so. I am sure 
it cannot be done in any other way." 

On the other hand, representatives of the War 
Department testified that the commercial develop
ment of nitrogen was coming along so rapidly that 
the War Department did not contemplate the use of 
Muscle Shoals for that purpose for more than the 
next five years. 
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The various bids that were put in were all sub
sidies to the extent that they do not pay the entire 
value of the property. There was a strong senti
ment, especially in the farmers' organizations and 
in the Department of Agriculture, that some sort of 
subsidy for agriculture should go through. Analysis 
of the bids, however, does not lead to the conclusion 
that the subsidy of the lessee by the government will 
automatically or inevitably go to the benefit of the 
farmer. Probably it will not. Neither the bid of the 
power companies nor any of the others gave any 
guarantee that the subsidies they might receive in the 
form of low rentals would reach the farmers. The 
report of the Joint Congressional Committee favor
ing the bid of the power companies stated that it 
"evidently does not carry a definite guaranty on the 
part of the Muscle Shoals Power Company for the 
performance of the (subsidiary) fertilizer company 
beyond the provision of capital." 19 

The bids all count primarily on using or selling 
the power. The concessions to agriculture are nom
inal. Even the recommended power companies' bid 
provides that, after the first 5,ooo-ton unit has 
been installed, a fund is to be established from the 
annual rentals paid to the Government to finance 
additional units.20 They also took care to provide 
that their fertilizer company should sell them power 
at cost. On the bid of the Air Nitrates Corporation, 
Secretary O. C. Merrill of the Federal Power Com
mission commented: "These increases in capacity 
would involve new expenditures of $8,285,000 by the 
United States and $5,400,000 by the lessee. This 

19 Senate Report 672, 69th Congress, p. IO-II. 
20 Ibid., p. 284- Testimony of Paul S. Clapp, then Assistant 

to the Secretary of Commerce. 
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energy wouid be produced at an average cost of 1.75 
mills per kilowatt hour for the total and of 2.25 mills 
if primary power alone is considered. This amount 
of energy is four times the principal requirement 
for the maximum fertilizer production named in the
proposal. Since fertilizer production is to be self· 
supporting, is to yield a profit of 8 per c~nt and is 
to return in ten years the lessee's investment in 
fertilizer producing property, it would seem that a 
surplus of electrical energy of over I ~ million kil~ 
watt hours per annum, having an average sale value 
of $2,800,000 per annum on an investment by the 
lessee of $5,4°0,000 and having th~s value because of 
the use of $65,000,000 to government property at an 
actual average payment of 2.35 per cent, would be an 
adequate subsidy for the United States to pay in 
order to induce private capital to produce fertilizer 
at Muscle Shoals under restrictions limiting profits 
thereon to 8 per cent. 

"If to secure such private operation it is neces
sary to grant an additional subsidy of 2,000,000,000 
kilowatt hours, having an additional sales value of 
$4,400,000 per annum with an additional investment 
by the United States of $69,000,000 but with no 
additional investment or obligation 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 and would put the government 
into a position if it then wishes to dispose of the 
properties where it could negotiate a business deal 
instead of sitting in at a poker game as at present." 

This particular bid would seem to have made 
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possible (at 3Yz mills for primary power and from 
I to 3 mills for secondary power) that the lessee 
could earn an average annual profit from $1,650,000 
to a maximum of $7,321,000, and this on an invest
ment of the lessee and power plants of only $5,-
400,000. Or if they devoted all the power to the 
electro-chemical industry they could, with control 
of such cheap power, put every competitor in the 
electro-chemical field at a great disadvantage, if not 
out of business. 

There was, under this bid, no incentive to produce 
cheaper fertilizer because the earnings would in
crease with increased costs, as they did under the 
cost plus contracts in war time. If the fertilizer 
produced could not be sold at an 8 per cent return, 
the company could write off the loss of $50400,000 
out of power returns very quickly. 

Similarly the bid of the Cyanamid Company prom
ised 10,000 tonS' of fixed nitrogen and not less than 
40,000 tons of plant food. But first only one pro
ducing unit was to be installed, at Dam NO.2, and 
that at the end of the third year of the lease. Then 
after, and if they had succeeded in selling the product 
of that first unit for three years at 8 per cent over 
cost, they would install a second unit. But the in
stallation of the third and fourth units (necessary 
to complete the promised total of fertilizer) would 
be conditional upon having 200,000 primary horse
power made available to them at Dam NO.2, a con
dition which, it was estimated, would require more 
than the development of Cove Creek Dam; it would 
also require the building of Dam NO.3 and three 
others in the Clinch River Section, at a total cost of 
$75,000,000.11 

at Senate Report 672, 69th Congress, p. 304 
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Some picture of the constantly increasing appre
ciation of the value of the present plant as part of a 
growing superpower system can be had in the various 
bids offered by the Associated Power Companies for 
the plant alone, for the plant with some improve
ments and additions and for the plant with the de
velopment of further headwater storage hundreds of 
miles away. The majority report of the Joint Con
gressional Committee stated what the monetary re
turn to the Government would be under the power 
companies' bid in each of the several cases. II 

I. In case no further money is invested by the 
Government, the return during a fifty-year lease on 
the properties as they now stand will be at the 
average rate of $1,766,000 annually, not discounting 
for the lower value of future returns. This revenue 
would come in the following form: 

a. From rentals on Dam NO.2 (the pres-
ent dam) .............•......... $83,800,000 

b. From rentals on additional units in 
Dam No. 2 to be installed at the 
expense of the lessee ..•...•.....• 4,500,000 

c. Maintenance of Dam NO.2, an inde-
terminate amount ••.••....•••.... 

$88,300,000 

This is, of course, a very small per cent on the 
original investment by the Government of $I58,-
000,000, and does not provide for any retirement of 
the original investment. The original investment, 
ho~ever, covered nitrate plants for which there may 
now be only a small use, if any. This bid would 
probably leave the power companies free to develop 

2Z U. S. Senate Report 6;2, 6gth Congress, J!)26. 
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the remaining water power resources on the Ten
nessee and utilize the present Muscle Shoals plant as 
part of their system. 

2. On the condition that the Government con
structs a new dam (Dam 3) near the present one 
within five years and equips it for 250,000 horse
power and brings the present dam (Dam 2) up to a 
capacity of 600,000 horsepower, it will receive a net 
return of $2,186,960 annually during the so-year 
period of the license. This involves an additional 
expenditure by the Government of $39,460,000. 
This revenue would come in the following form: 

a. Rental on Dam NO.2, as before ••... $83,800,000 
b. Rental on Dam NO.3.............. 52,400,000 
c. Interest on additional equipment .•.•• 12,608,000 
d. Maintenance of Dams NO.2 and 3, in-

determinate ••.............•..... 

$148,808,000 

From this should be deducted the additional 
capital to be invested by the Government, made up of 
the following estimated costs: 

Dam NO.3 ..••••.•••.•••..••••.•••.. $32,500,000 
Additional equipment ................. 6,960,000 

$39,460,000 

The net return to the Government over 50 years 
would thus be $109,348,000, or $2,186,960 annually. 
This is already $21,048,000 more than was offered 
by the same companies for the plants as they now 
stand. This means that an increase over the present 
capacity of the plant (which is: steam plant go,ooo 
primary h.p., Dam 2 estimated at 66,000 primary 
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h.p., 104,000 secondary h.p., total 260,000 h.p.) of 
590,000 horsepower would bring in a net return of 
only $420,900 annually more than before the addi
tion of the extra 590,000 horsepower. Yet this extra 
capacity should produce about two billion kwh. an
nually. If they all are sold at the lowest possible 
rates, those for dump power, two mills per kwh., the 
annual income is $4,000,000, or almost ten times 
what the power companies offer to pay. If the very 
low rate of 4 mills is received for this power, the 
annual income is $8,000,000, or almost twenty times 
what the power companies offer to pay. 

3. In the event that either the Government or the 
private companies develop additional headwater 
storage on the upper river, which can then be let run 
down through the power houses at Dams 2 and 3 
when their storage reserves are low, further revenues 
will be received by the Government up to a care
fully guarded limit, after which the companies re
ceive the power free. They offer to pay up to 
$1,200,000 annually for all primary horsepower 
over the present 80,000 developed at Dam 2, and up 
to $600,000 annually for all the primary horsepower 
over the already counted on 40,000 horsepower at 
Dam 3. This amounts to $1,800,000 annually, or 
$72,000,000 in the course of the forty years of the 
lease during which the headwater storage would be 
completed. It is at the rate of $20 a horsepower for 
90,000 primary horsepower. Everything above that 
they do not pay for, and yet the whole system has 
been estimated to have a developed capacity of 
1,220,000 horsepower, including secondary and pri
mary. Of this 260,000 may be considered as form
ing part of the present plant, 590,000 of the total 
is covered in the previously discussed bid, 90,000 is 
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covered here, leaving a possible remainder of as 
much as 280,000 horsepower for which there will be 
no return to the Government. The additional $72,-
000,000 for this headwater storage increases the 
amount the Government will receive to $181,348,000, 
a matter of $3,626,900 annually. 

Even this, which is, from the point of view of 
financial return to the Government, the best of the 
bids, allows up to 280,000 horsepower to go unpaid 
and does not bring into the Government as much as 
the $48,000,000 annually it could receive alone from 
the extra power developed by improvement of Dams 
2 and 3 alone. Under this provision the headwater 
storage dams would be constructed by the associated 
power companies under a Federal Power Commis
sion license which would allow the Government to 
buy them back at the end of the fifty-year period for 
the actual investment in them. In case the Govern
ment preferred finally to keep Muscle Shoals as a 
yardstick to the monopolized power industry of the 
Southeast and to develop these auxiliary storage 
dams itself and have them paid for out of the rates, 
the immediate return might be slightly less while 
after the fifty-year period, when their cost had been 
entirely paid off, the return would be much greater. 

To meet this situation Senator George 'V. Norris 
has probably made the most valuable proposal. 

Senator Norris' bill, introduced January 5, 1926, 
contains the following provisions: 

(I) The Secretary of War shall complete Dam 
No.2 and construct storage dams on the Tennessee 
River and its tributaries for the purpose of obtaining 
from these rivers the maximum amount of hydro
electric power obtainable, and, at the same time, of 
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improving the navigation of these streams and con
trolling, as far as possible, the flood waters thereof. 

( 2) A corporation shall be created to be known as 
a Federal Power Corporation. This corporation 
shall be controlled by a Board of Directors, consist
ing of three persons to be appointed by the President 
of the United States with the advice and consent of 
the Senate. These Directors shall hold office during 
good behavior, shall receive a salary of $10,000 a 
year and shall give their entire time to this public 
work. The bill adds that the appointment of officials 
and the selection and promotion of employees in the 
Federal· Power Corporation shall be made on the 
basis of merit and efficiency, and that "no political 
test or qualifications shall be permitted or given 
consideration." It goes further and provides that 
the official giving such consideration to political 
affiliations shall be deemed guilty of a misdemeanor. 

(3) On completion of the corporation, the Presi
dent and Secretary of War shall turn over to it all 
equipment at Muscle Shoals now in the hands of the 
government and pertaining to the generation of 
hydro-electric power, and, as the various dams under 
construction are completed, these also shall be given 
over to the federal corporation. The cost of the 
dams thus transferred shall be repaid to the govern
ment, however, together with four per cent interest 
payable semi-annually. The corporation shall also 
arrange to amortize the cost of all dams possessed 
by it, so that the government will be completely re
paid or as nearly as may be within the space of fifty 
years. 

(4) The Board shall have power to construct the 
transmission lines and to charge such rates for elec
trical energy as it believes will be sufficient to pay for 
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maintenance and depreciation, for the construction 
of the necessary transmission lines, for repayments 
to the government, for reasonable surpluses, etc. 

Whenever the corporation sells electricity to a 
private concern for the purpose of resale and distri
bution, it may charge, at its discretion, an amount in 
addition to that necessary to cover the items above 
enumerated. However, in the sale of electricity to a 
state, municipality or other public body where a dis
tributing system is owned by such public authority 
and is not operated for a profit, "the Board shall 
charge a rate that shall be as near actual cost as good 
business operations would indicate." 

The Board shall also "give preference in the sale 
of such power to states, counties, municipalities, and 
districts," and if the sale of such power is made to 
private companies for distribution or resale, the 
Board may, as one of the conditions of such sale, 
provide in the contract for the regulation of the 
price charged by these private firms to the ultimate 
consumer. 

(5) The Board shall be authorized to enter into 
an agreement with the owners of other transmission 
lines for the exchange of power whenever that can 
be advantageously arranged. It shall have power to 
contract with other public or private bodies for the 
joint construction or use of transmission lines, "hav
ing always in view that one of the objects of this act 
is to give as wide a distribution as possible at the 
smallest practicable cost," to the electric current de
veloped at the dams. It shall be empowered to pur
chase or lease lines owned by other parties; to 
complete the steam auxiliary plant at nitrate plant 
numbered 2 and to construct other steam auxiliary 
plants as occasion arises. 
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The bill' contains further sections providing for 
the free distribution of power to the government for 
the operation of locks established in the dams; for 
the establishment of a surplus fund sufficient for all 
emergencies, and for turning over excess profits to 
the United States Treasury. 

The federal corporation is also permitted by the 
terms of the bill to furnish power at as near cost as 
possible for the construction or operation of any 
plant or plants used by the Secretary of Agriculture 
or any other agency established by Congress for the 
experimentation and manufacture of fertilizer. It 
shall make a complete audit of its accounts and a 
complete annual report to Congress each year. 

The second portion of the bill deals with nitrates. 
It provides that the equipment necessary for the pro
duction of nitrates at Muscle Shoals shall be placed 
under the control and jurisdiction of the Secretary 
of Agriculture, while the operation of the nitrate 
plants shall be left to the Fixed Nitrogen Research 
Laboratory. The Secretary of Agriculture, in an 
effort to prevent a monopoly of the fertilizer busi
ness or an undue enhancement of the price, may sell 
fertilizer products directly to farmers or farm or
ganizations and fertilizer by-products to the trade 
generally. 

In case of war, the President shall have power to 
take over the properties at Muscle Shoals, and 
operate them as he deems best, in behalf of national 
defense. • 

In a later joint resolution introduced by Senator 
Norris the next year, February 17, 1927, the Senator 
proposed that the Secretary of War complete Dam 2 
and the steam plant at Muscle Shoals, and be em
powered to sell current generated at such plants to 



METERS AND MEASURING STICKS 259 

public or private agencies, entering into contract 
with them for not exceeding ten years, and that 
preference in the sale of such current should be given 
to municipalities, states and other public agencies. 
The bill also authorized the Secretary to construct 
any transmission lines that seemed necessary, and to 
turn over any surplus to the Treasury of the United 
States for experimentations in the making of cheaper 
fertilizer. It provided as well for the construction 
and maintenance of fertilizer plants by the Secretary 
of Agriculture, through the Fixed Nitrogen Research 
Laboratory.28 

With the progress of the months, an increasing 
amount of attention is being paid to the proposals 
for the development of water power not only at 
Muscle Shoals, but along the Tennessee River. 

Will these great sources of electrical energy
Boulder Dam, Muscle Shoals, the St. Lawrence-be 
held and developed by the nation with the ultimate 
view of supplying the consumer with power and 
light at cost and of providing a better means than at 
present exists of measuring the relative advantages 
of public versus private development, or will they be 
given away to private concerns organized to obtain 
maximum profits for the comparatively few insiders? 
The future alone can tell. If the people want the 
former policy adopted, they must organize imme
diately and bring effective pressure to bear upon the 
nation's legislators. They have no time to lose. 

18 For a discussion of the Muscle Shoals and Boulder 'Dam 
projects from various angles, see The Annals of the American 
Academy of Political and Social Science, Jan., I928. 



CHAPTER IX 

THE RECAPTURE OF CONTROL 

T HE; situation which the consumers of power 
and light and, in fact, our whole growing 
industrial country now find themselves faced 

with, is clear. There is little competition in the 
power industry. To keep the power monopolies 
from charging monopoly prices, we set up regulating 
agencies. These agencies have slowly but surely" 
been stripped of their effective power. They can 
no longer keep the power companies from charging 
monopoly rates. To secure for ourselves some small 
amount of protection through competition, we set up 
plants owned by municipalities. In some instances 
we started these plants also for the purpose of obtain
ing power and light where the power industry did 
not find it profitable to operate. These municipal 
plants have been hampered by laws and law suits 
from expanding into large systems at a time when 
expansion was life and standing still was retrogres
sion, and, except for a few large cities, they no 
longer give either a protection or a measuring stick 
of protection. In a country where a cut of one
half cent per kilowatt hour in the price of aU the 
power sold by the industry would mean, as in 1927, 
an annual saving on the national income of over 
$300,ooo,ooo--the annual interest on over five billion 
dollars-and perhaps double that.saving by 1936, the 
people have as yet adopted no definite plan of con
structive action. 

260 
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Have we neglected this task of trying to get the 
utmost possible social advantage out of the great 
civilization changing inventions, because we want to 
get the reputation of being a good spender while we 
have the resources to spend? Or because of a real 
and profound pessimism about attempting any social 
control through our government? Or because we 
simply do not know how to go about the job of 
facing such a great, ramified and powerful institu
tion as the power industry? 

Do the advertisements telling us regularly that we 
only spend two cents of every dollar for light make 
us forget that ilcross the border in Ontario other 
people get about twice as much light for one cent? 
Do they really touch a social sensitivity about being 
considered pikers to quarrel about very little, or does 
the whole question go deeper, and do the intelligent 
and socially minded group in our population decide 
to stand pat, on the ground that the man who dares 
dispute great industry finds himself alone and future
less among his fellow men who have decided to go 
along with the big men in our new feudalism? If 
the latter is the case, then our present policy will 
obviously be our future policy. 

Perhaps our attitude toward our government is an 
important factor in the inactivity of our people in 
the present situation. Our nation is unwieldy. . Our 
industrial frontiers and state frontiers never co
incide, and many important people stand to lose 
through a strong and active government. If, on 
this account, we are led to go the way that Germany 
went before the war and Italy has proceeded after 
the war, where the struggle of great industry for un
challenged dominance carried with it a discrediting 
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of parliamentary government, we shall face great 
industry here with nothing more powerful than a 
confused and abdicating pessimism. 

A high spokesman for the present administration 
has already struck this note of pessimism and has 
been applauded by the industrial and trade press. He 
said: "I am in favor of reducing, rather than ex
panding, government bureaus which seek to regulate 
and control the business. activities of the people. 
Every one is aware that abuses exist and will exist 
so long as we are limited by human imperfections. 
Unfortunately, human nature cannot be changed by 
an act of the Legislature." 

This is a canny choice among several equally valid 
pessimisms. With quite equal force he might have 
said: "I am in favor of reducing, rather than ex
panding, the unrestricted advantages which monopo
lization of great invention and increasing control of 
our natural resources involves, and which will in
creasingly affect the standard of living and the whole 
social and industrial life of the people. Every one is 
aware, in considering our Government from the 
President down to the page boy, that abuses exist 
and will exist as long as we are limited by human 
imperfections. Unfortunately, human nature cannot 
be changed by the constantly increasing control over 
our life which great industry possesses. There is no 
particular point, therefore, in expanding that con
trol. In fact, if there is any evidence concerning 
the effect of the increasing control of great industry 
upon officials of the government, it would seem that 
that effect is to make human nature worse rather 
than better. A reduction of that control of private 
monopoly over society would thus seem to be in 
order." These two pessimisms are of equal validity, 
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but the latter leads to more social control and the 
former means that our present policY will obviously 
be our future policy in regard to the power industry. 

If, however, we do not feel carelessly flush with 
prosperity or confident that it will last forever, or 
particularly pessimistic about the government as a 
social agency, but do feel that the power industry 
presents so many staked out claims to our income 
that we are certain to lose out in any struggle to re
gain the lost provinces of our social control over it, 
then our policy toward it may change. For while 
the controls that have been flooded out by the rise 
of the industry will never be so easy to reestablish 
as they would have been easy to maintain if ~hey had 
been deeply imbedded in rock and steel and concrete 
in the first place, they can be more readily reestab
lished now than in ten or twenty years from now. 
What we have let go by default in the past cannot 
exactly be recovered; but we can prevent the same 
thing from happening all over again, and happening 
again and again. 

I f we set about to recapture control there are 
several things which should be done, and done at 
once. Those who have considered the situation from 
the public point of view are fairly well agreed upon 
them. . 

We can set up alongside of the nation-wide sys
tem of private monopoly with nominal commission 
regulation a few meters and measuring sticks to 
show us how much cheaper the one system of control 
is than the other. We have them made to order 
conveniently in different parts of the country. The 
six million horsepower they represent are not a 
large part of the nation's total, but they are so placed 
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that they can measure the rates of large areas of 
the country for us. The St. Lawrence development, 
if and when undertaken by a Power Authority in 
New York State, will not only influence rates in 
that state-one of the largest power-consuming 
states in the nation-but in New England as 
well. Muscle Shoals will affect rates in the whole 
Southeast. Boulder Dam will influence rates in the 
Southwest and California. The Tacoma-Seattle de
velopment can furnish a rate index for the whole 
Northwest, with all its great water power resources. 
Taken together these four projects can furnish a 
competition in operating efficiency and in giving the 
benefits of our natural resources to the people of a 
kind that is much needed. No other competition 
than large scale competition is possible. No better 
opportunity for contrast is available. When anyone 
of these projects is let go by default, it cannot be 
replaced in strategic importance by another. If 
they all go by default, the possibility of controlling 
the industry by giving the contrast of greater social 
efficiency may be lost for fifty years or longer. 

The social function open to these great natural 
resources is seen less often by the public than by the 
power people. Muscle Shoals has been discussed 
largely in terms of its possibilities as a producer of 
cheap fertilizer, Boulder Dam in terms of paying for 
the reclamation projects and canal that go with it. 
We need to make a shift from the agricultural way 
to the industrial way of considering these projects. 
The power companies consider them as industrial 
projects. It is the chance to cash in on the indus
trialization of the New South, on the industrial 
growth of lower California, that interests them. 
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The companies that want them are hardly infant 
industries in need of a subsidy from our national 
and state resources. Neither would the groups seek
ing the St. Lawrence,-the General Electric, the 
Aluminum Company or the Dupont people,-nor the 
associated power companies under the regis of the 
Electric Bond and Share seeking Muscle Shoals, nor 
the Southern California Edison seeking the rights in 
Boulder Canyon and elsewhere along the Colorado 
River, exactly starve to death if we decided to set 
up public power authorities and develop these natural 
resources ourselves. These resources represent such 
a small part of the power capacity of the whole 
country that there is even something unsportsman
like in the vicious opposition the power industry has 
offered to their control by some agency of the gov
ernment. Unless such control meant that the com
panies in the nearby territory would have to cut their 
rates very considerably, the opposition to it would 
seem to partake of the character and classification of 
shooting birds on the ground, something not custom
arily done by our best people. 

Development and operation of these projects under 
public control might well be expected to have the 
salutary effect of cleaning house among the financiers 
who have been making a very good thing out of high 
rates, out of the regulation of regulation, the re
organization fees, the recapitalizations and the other 
devices by which two dollars are made to grow where 
there was only one before. It should be of definite 
advantage to the engineering profession engaged in 
the construction and operation work of the industry. 
One of the characteristics of professions as opposed 
to trades is that the interest of the professions lies in 
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social bett~rment and that part of their income lies 
in the general public appreciation and recognition of 
that fact. This is the main thing that differentiates 
them from trades like financing. Lawyers are special 
pleaders, but they are also officers of the court and 
can be debarred for too definitely anti-social conduct. 
The constantly increasing monopolization of the 
power industry, the need for being a yeoman to the 
financial heavyweights in it or finding yourself with
out a field for the further exercise of your ability, 
has apparently been having its effect on the engineer
ing profession. Only a few go into Government 
service and take the low pay that goes with that. 

There are very few engineers found on record as 
critical of any of the policies of the industry. Yet in 
private some of them will admit that they hold such 
doctrines as that power is as much a right of the 
rural citizens as is education for his children, and 
admit to a considerable disgust with some of the 
ways in which the Ontario project has been attacked 
from this side of the border. This public silence is 
natural. The industry employs them. They are 
equally trained for no other industry. Many of the 
engineers graduate into the higher executive posi
tions. They are not in a position to cut off their nose 
to spite their income. Their social advice is lost to 
the rest of us. It is not impossible that the public 
operation and development of these large public 
projects may, by giving the engineering profession 
another field of employment, release, directly and 
indirectly, a social force of considerable importance. 
We may see the anomaly of their present position 
as a profession if we consider the probable character 
of the professional comment in public on the con
duct of a hospital if all the doctors had to get them-
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selves jobs in it. The sooner the great body of the 
profession in the industry feels itself as free to dis
cuss tile social implications of the industry as Stein
metz did, tlae sooner do the rest of us stand a chance 
of gaining more from the progress of the industry. 

The second thing to be done is to substitute the 
contract power of the state for the police power and 
to limit by contract new companies alld new invest
ment in tile power industry to a fair return on the 
actual amount of money invested. Here is a way 
of preventing the snowballing of valuations that has 
been going on and which has been discussed in 
Chapter V, from applying to all of the future invest
ment. This is a fundamental principle of the Federal 
IV ater Power Act: nothing but actual legitimate in
vestment shall be recognized in cases of rate-making 
or of public purchase of properties under license. 
Let us tell the investors beforehand what earnings 
they may count on. Let it be written into the con
tracts between the companies and the state that the 
company will only receive a return on what the 
property actually did cost rather than on the hypo
thetical basis of what it would cost. This is fair to 
all concerned. It is constructive statesmanship. It 
has, both in :Massachusetts and under the Federal 
\Vater Power Act, been attractive enough to draw 
capital. It will put the common stockholders in a 
power company on the same basis as the majority of 
security holders in the company, the bondholders and 
preferred stockholders, who expect a return on a 
known and limited sum, the one they invest. It will 
protect the public in times of rising prices and the 
common stockholders in times of falling prices. It 
wiII make the great bulk of the regulation of the 
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power industry in the future automatic.! Inside of 
the next ten years alone probably as much new in
vestment will be added to the industry as has been put 
in altogether so far. If we step in now and see that 
the future is not allowed to imitate the past, one of 
the biggest parts of the control job is done. Then 
we can .turn to clearing up the mess and confusion 
of the past. 

The third thing to be done is to clear up the best 
we can the revaluation confusion of the past. Here 
we may expect to pay for our sins of omission and 
our sins of commission. What we have let go by 
default we cannot expect to regain entirely. To 
make regulation an automatic procedure with the 
investment equaling the rate base as it does in Massa
chusetts and as it does nominally at least in projects 
licensed by the Federal Power Commission, is a more 
difficult task than holding future investment down 
to a "fair" return. But unless the past investment is 
fixed and certain, regulation can never even approach 
a reasonable regularity and automaticness. 

The economic interests of the power industry are 
not entirely against this proposal. Much of the plant 
and equipment now in use has been installed at high 
price levels. If the price level should drop, all the 
rate bases would be valuated downwards, perhaps 
not as much as they are valuated upwards when the 
price level rises, but still downwards, in favor of the 

1 This was proposed and is discussed at length by Dr. John 
Bauer in his Effective Regulation of Public Utilities, Macmil
lan, 1925. It was also proposed to the Legislature of Pennsyl
vania by the Giant Power Survey of that state in 1925 and by 
the Giant Power Board in 1926. In the same year it was pro
posed for the State of New York by the Committee on Coal 
and Giant Power. \ 

\ 
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public and against the companies. Values would 
tumble and company after company might well find 
itself in a bankruptcy resulting from its present, too 
confident, gamble on the proposition that the dollar 
is going to continue to rise. Prices even in this coun
try have been known to drop. They dropped after 
the Civil War for about thirty years until 1895. In 
view of the uncertainty of their future course and 
the desire which at least some of the power executives 
have expressed in favor of conservative financing, it 
would be strange if there were not a good many 
power companies which would agree to base their 
rates on a fixed initial valuation which could there
after be increased only by the amount of actual new 
investment out of excess earnings or out of the sale 
of securities. 

To secure an agreement upon that initial valuation 
of past investment without going to the expense of 
a complete physical valuation of the whole industry, 
some compromise on a figure which would probably 
exceed actual cost might be necessary. If that com
promise were kept within limits it would probably 
not be too high a price to pay for order and regularity 
in the future. The Giant Power Board of Pennsyl
vania established by Governor Gifford Pinchot in 
line with his activities in regard to conservation of 
natural resources, and which was at first under the 
directorship of Mr. Morris Llewellyn Cooke and 
later of Mr. Philip P. Wells, recommended such a 
fixing of past investment for the power industry of 
that state, and held an initial appraisal of the whole 
property as an essential to it. Dr. John Bauer, who 
also holds the proposition of fixing the past invest
ment to be of essential importance, holds, in his 
Effective Regulatioll of Public Utilities, that a com-
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promise basis fair to both companies and the public 
and cheaper to the public than an inventoried ap
praisal, can be worked out. 

Such a valuation should determine once and for 
all a definite rate base for existing properties. This 
is a job that could be completed, if it had the c0-

operation of all parties, within a few years and 
would do away with the necessity for finding the 
same facts again and again thrqugh costly hearings 
without any permanent result from the process. The 
investment accounts would be made to square once 
and for all with the rate base and would be kept 
that way. Dr. Bauer suggests a compromise to 
affect the common stockholders only on the basis of 
the price changes since their stock was issued.· 

The fourth thing to be done is to reestablish the 
control over holding and management company con-

2 Effective Regulation of Public Utilities, pp. 125-9. He say': 
"In all the vast amount of discussion favoring the reproduction 
basis of valuation, there has never been a proposal suggesting 
even remotely that any adjustment should be made in the re
turn allowed to the bondholders or preferred stock. The ar~
ment has proceeded throughout from the standpoint of making 
the higher valuation on all of the properties employed in the 
public service, whether the funds were provided through the 
issue of securities with a fixed return or through the issue of 
common stock. • • • Since the reproduction cost basis has been 
urged in recent years principally as a matter of justice to the 
investors, in order to compensate them for the loss in purchas
ing power of a fixed return, it would be utterly unreasonable to 
allow an increase on all the properties when, as a matter of 
fact, the bulk of the investors would get no benefit. The most 
that could be expected would be compensation to stockholders 
who were not given a fixed return and who did undertake con
siderable risk in the business. • •• 

"The significance of this point can be made clearer by illus
tration. Assume a property whose total original cost amounts 
to $50,000,000, contributed 75 per cent of $37,500,000 by 6 per 
cent bonds and 25 per cent or only $12,500,000 by capital stock. 
Assume, moreover, that an average 50 per cent increase in price 
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tracts. When the long, exhausting and expensive 
procedure of fighting rate cases has been changed 
for a simple and automatic procedure such as the 
one described above, the commissions will have the 
time to do somewhat more constructive work in the 
public behalf. They will be able to get around to 
studying the rates charged the various classes of con
sumers and to determine, for example, how much 
more the domestic customers are paying than the 
service costs the companies, a matter the commis
sions now rarely touch. They will have time to see 
whether all these management and service and en
gineering company contracts which take a certain 
per cent of the gross revenue are justified in practice 
in an industry which is itself becoming more stand
ardized and automatic. They should be given the 
means of seeing that new contracts for service, con-
level has taken place since the time of the installation. A full 
adjustment, therefore, on the entire property would amount to 
an increase of $25.000,000. But, because of their contractual 
relations.!. the bondholders would still be held to their 6 per 
cent on ~37,500,OOO contributed by them. Consequently the full 
$25,000,000 adjustment on the entire property would go to the 
benefit of the stockholders who contributed only $12,500,000, 
and who would thus get 200 per cent increase in the valuation 
on which they would obtain a return compared with the 50 per 
cent increase in price level. Such a result is obviously absurd 
and cannot seriously be urged on the ground of justice .••• 

" ••• The practical procedure in such an adjustment would 
be, first, to make a determination of the net investment equal 
to the original cost of the properties, less depreciation. From 
this amount would be deducted the face value of the various 
bonds outstanding. The balance would represent the net origi
nal investment made by the stockholders. Then the time of the 
issuance of the stock can usually be accurately determined from 
the corporate records, and the change in the general price levels 
could be approximately ascertained through standard price 
curves. Then the original stockholders' investment would be 
increased by the percentage by which general prices have risen 
since the time of the issuance of the stock. By this adjustment 
the stockholders would be fully compensated for the change in 
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struction, lease, management and brokerage are kept 
within their control. 

Massachusetts has given its regulatory body con
trol over contracts running for longer than three 
years. New York State has been asked by its com
mission to give it control ovt!r holding company 
securities. In that state the commission has tried 
to make a practice of seeing that all the holding com
panies are domestic companies (incorporated in New 
York) over which it might more easily secure con
trol in relation to contracts than over those the local 
operating companies make with foreign corporations. 
Here again the contract power of the state can be 
used. It can be a part of the contract between the 
state and the power company exactly as a stat~ would 
sign a lease or contract with a private company for 

price levels and the decrease in the purchasing power of 
money •••• 

"Such an adjustment would not only be reasonable, but in 
most cases would not seriously affect the valuation. On the 
average, probably not over 25 per cent of the investments have 
been provided by stockholders. On this basis, a full adjustment 
for the change in price level allowed to the stockholders would 
affect the valuation only to a minor extent. Assuming a 25 per 
cent stockholders' investment and a 50 per cent increase in 
prices, this would mean an adjustment of only 12Ya per cent 
upon the total cost of the properties. In our illustration of 
$50,000,000 actual investment we should have a total adjustment 
of only $6,250,000 or a total valuation of $56,250,000. In many 
important instances, the stockholders' percentage of the invest
ment would be smaller, and the effect on the total valuation 
would be correspondingly less. There are cases, however, 
where the adjustment would be substantial because the stock
holders' investment is relatively high. 

"If such an adjustment as here suggested were attempted, 
perhaps further attention should be directed to the probability 
of future price decreases. In view of the fact that we are now 
on a relatively high level of prices, and that whatever adjust
ments are made would remain permanently fixed in the valua
tio~, it might be .. reasonable to allow only So per cent of a full 
adJ ustment. • • • 



TIlE RECAPTURE OF CONTROL 273 

the use of its water power resources for a period of 
years. This would apply to new contracts. The 
old ones, according to the decision of the Court, can
not be touched by the commissions, even when one 

. company makes them with itself under another name, 
unless collusion can be proved. This is one of the 
amazing legal fictions of the day. Because the hold
ing companies are not at all under commission super
vision the commissions, unless they are given further 
powers, can do little more than the Michigan Com
mission did in the Telephone case,-announce to all 
concerned that when and if the Court changed its 
mind on that particular holding company contract, 
it would make an attempt to have the company re
turn all the extra money it collected from the con
sumers to pay the unreasonable part of such a 
contract. 8 . 

The situation in regard to such contracts now in 
effect which, with the improvement of the technique 
of the industry, are clearly unreasonable at present, 
no matter how reasonable they were ten years ago, 
is not, however, entirely a lost cause. The state has 
a means of exerting a pressure on the companies 
through the fact that they constantly must come to 
the government for further privileges and grants in 
the course of extending their interests inside the 
state. 

Mr. Philip P. Wells, former Deputy Attorney 
General of Pennsylvania, and Chairman of the 
Giant Power Board, points out that, "notwithstand
ing the finality of the United States Supreme Court 
decisions, until the Court achieves a better mind, 
there is a way of escape open to the states which they 

8 See Chapter V. 
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have successfully followed before in other matters . 
. . • The corporate form of organization is essen
tial to public utility business. The corporation is a 
creature of the state and the creator could destroy its 
creature by charter repeal, thus throwing the owner
ship back into the copartnership form. • . . But re
peal of power company charters is unnecessary and 
unwise. New charters of merger, consolidation, etc., 
are required by the process of regional organization 
now in full tide. Moreover, . the companies have 
great need to exercise the right to condemn property 
(eminent domain) which right they must get from 
the state. Therefore... the state needs only to 
refuse new charters, except upon a condition that the 
company accept the new rule as a condition of its 
charter or as a contract condition upon the future 
exercise of the right of eminent domain or upon the 
acceptance of other aid from the sovereignty of the 
state or its political subdivisions." • . 

Here, then, is a not impossible means of protect
ing such local operating companies as may have made 
improvident contracts to give a large percentage of 
their gross annual revenue to some engineering 
corporation whose l'ervices they no . longer greatly 
need, and of protecting the consumers of such 
companies. 

The fifth thing to be done is to stop the gap in 
regulation of power where it is wholesaled across 
state lines. Here, as we have seen in Chapter V, un
less and until Congress acts, there is no regulative 
agency empowered to control the rates charged. The 

• Philip P. Wells, from an article in the National Municipal 
Review, Vol. XV, No. 10, October, 1926, quoted in the Report 
of Ihe GianI PO'UJer Board. 1926. 
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Supreme Court has held that it is interstate com
merce, and that the paramount interest is not local 
but national, admitting of and requiring uniformity 
of regulation. It has said on occasion (Pennsylvania 
Gas Company v. Public Service Commission, 252 
U. S. 23), "such uniformity, even thougl4 it may be 
uniformity of governmental non-action, may be 
highly necessary to preserve equality of opportunity 
and treatment among the various communities and 
states concerned." Here again a company operating 
under two names in two states, can, through the 
fiction of different legal entities, secure the some
what desired uniformity of governmental non-action 
and escape regulation as far as its interstate business 
is concerned. I Here the answer to the old query, 
"What's in a name?" is clearly, "Escape from regu
lation." And an increasing amount of the nation's 
power is going across state lines. 

There is no particular agreement as to how this 
gap in regulation had best be closed. Perhaps if 

I There has been some general misapprehension, to say the 
least, about this situation. In the New Republic, May 26, 1926, 
Mr. William Boyd Hunter discusses as an example of this mis
apprehension a statement by Secretary Herbert Hoover made 
in an address before the National Association of Railroad and 
Utilities Commissioners at Washington, D. c., on October 14, 
1925. Speaking of the instance when a local utility buys power 
from an interstate utility, Secretary Hoover said: 

If ••• Here the question is simply as to whether the rate 
paid for the purcha3ed power is unreasonable. If unrea
sonable, the commission may refuse to allow its full amount 
in settling the rate base. It is open to the commission to 
fix a rate for resale to consumers within its jurisdiction 
based upon what the commission considers a fair price; the 
companies have the usual recourse to the courts for redress 
against inj ustice." 

Mr, Hunter comments: "If by this he means that the state 
commission can fix the rate to be charged by the interstate 
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the legislatures asked the commissions for their 
recommendations for positive control in this matter, 
there would be more chance for an agreement than 
there seems to be at present. Interstate compacts in 
regard to the development of Boulder Dam and con
trol of interstate transmission between New York, 
New Jersey and Pennsylvania, have both failed with
in the last few years. There have been suggestions 
that the whole problem be handled through the Inter
state Commerce Commission, which is already 
crowded with work, and through the Federal Power 
Commission, whkh has so far been so handicapped 
by meager appropriations that it has had to borrow 
its employees from other departments of the govern
ment and has consequently confined its regulation 
only to license conditions. 

A third proposal, applicable to the situation, was 
presented at the 1925 meeting of the National Asso
ciation of Railroad and Utility Commissioners in 
connection with motor interstate traffic. Its object 
was to place interstate bus traffic in the complete 
control of the state commissions. Dr. John H. Gray, 
whose experience with the Interstate Commerce 
Commission leads him to hold that, apart from any 
utility, the answer is Missouri 'V. Kansas Natural Gas Company 
(the case laying down the principle for interstate regulation of 
natural gas which was later affirmed for the power industry in 
the Narragansett case -R.), and if he means that the state 
commission, in fixing a reasonable rate to be charged by the 
local utility, has constitutional power to allow to the independ
ent local utility as an operating expense item only the amount 
of a reasonable charge by the interstate utility and to disallow 
the balance of the amount paid to the interstate utility, the an
swer is that the law affords no basis whatever for such an 
assertion in the normal case. Only under such circumstances 
as collusion by the local utility or its failure to seek some com
petitive supply at a reasonable rate, which of course will rarely 
exist, could its payments be disallowed." 
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constitutional questions, it seems administratively 
inadvisable for the Federal Government to undertake 
the direct regulation of the power industry, makes 
the following comment on that suggestion: 8 

"The proposition is a simple one: namely, for 
Congress by a simple act to declare that . . . each 
state commission as from time to time constituted 
shall become a federal agency or commission for 
carrying out the purposes of this act, to give to the 
interstate commerce commission the power in any 
state whose commission refuses to act as such federal 
agency, and to provide for the union of any two com
missions temporarily when necessary, the two acting 
as a single commission. An appeal is reserved to the 
Interstate Commerce Commission in case of dis
agreement or failure of such commissions to deal 
with the matter satisfactorily." He comments fur
ther, "The constitutional provision on interstate 
compacts has virtually lain dormant for one hundred 
and thirty-six years, and is wholly unfamiliar to the 
public mind. The experience of the states in trying 
to settle the Colorado River problem does not hold 
out much promise of dealing with complex industrial 
problems by state treaties. The necessary agree
ments seem unlikely to be achieved. Furthermore, 
if the states should once agree. changes in the indus
try would soon require modifications and the bring
ing of new states into specific agreements. Th( 
results would certainly lack uniformity. But the 
trouble would scarcely have begun when the states 
agreed. if they ever should agree. There would be 
literally a bombardment of Congress to approve 
these numerous and amended treaties. In an over
loaded Congress. it is not likely that such treaties 

e N alwnal Municipal Review, March. 1926. 
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would ever be adequately considered or in most cases 
ever approved. If this federal power is ever to be 
locally administered, it must be done in some simpler 
way. The electrical industry is a national industry. 
Economically, it knows no state lines. It ought to 
be dealt with by uniform laws and not by a multi
tude of divergent tactics. . . . Such an act would 
not involve any ultimate delegation or surrender of 
federal power. It would have all the advantages of 
appealing to local sentiment; it would cover the 
whole field and bring about the necessary uniform
ity." 

When these five things have been done, regulation 
of the power industry under private ownership will 
have been reestablished about to the point where it 
now is in Massachusetts. It will have reduced some 
of the most unreasonable claims of private.ownership 
upon the national income. The commissions will 
not be forced to spend so much time on rate cases 
and will be able to give copsideration to the improve
ment of the service, for example, to ways and means 
by which rural citizens can best be furnished service, 
-a subject hardly considered by them at present. 
The private ownership and control of the industry 
will be in a constant state of being measured and 
judged by the public operation of four great natural 
power resources. It will be kept on its toes, even 
though a whole series of public service commissioners 
should be willing to let the newly regained control 
slip through their fingers again. The friction in
herent in the present situation will have been re
duced to a point where we can look at the planning 
of the industry for the future with a somewhat more 
impartial eye than we can now, when we are sure 
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that every single step toward consolidation and con
centration means an overcapitalization, at our ex
pense, of every engineering economy obtained. We 
will then be able to take stock of the way in which 
power stations and lines are being built and see 
whether they are, for example, repeating the paral
leling of lines which characterized some of the rail
road expansion. 

Such a survey of the engineering features of the 
situation for every state, or every group of states 
that seem to form a natural power zone, is highly de
sirable. Governor Gifford Pinchot of Pennsylvania 
inaugurated such a study for Pennsylvania which 
was unique in its thoroughness. The survey con
sidered the future power development of a state rich 
in bituminous coal and yet at some distance from 
the great metropolitan power market of New York 
and Northern New Jersey. It was based, in the 
words of the engineer who directed the survey, 
Mr. Morris L. Cooke, "upon recognition of the fact 
that there is quite generally a radical difference be
tween the public and private point of view, as the 
latter is very naturally influenced strongly-some
times exclusively-by immediate financial results. 
In current discussions of power problems perhaps the 
most fundamental way in which the public and 
private attitudes differ has to do with the time factor. 
The business man, especially the modern corporation 
manager, is necessarily interested in the balance sheet. 
Very crudely stated, this is frequently a two to three 
years' pornt of view. On the other hand, with 
society and its agent, government, a generation 
passes quickly. It is therefore mutually advan
tageous for the public and private interests involved 
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in power development that some proper balance be 
established as between two radically different tem
pos." 7 With this in mind the Giant Power Board of 
Pennsylvania drew a distinction between "giant 
power," the integrated development of the industry 
from raw coal through generation, transmission and 
distribution, and the present kind of development, 
"super-power," which it characterized as the inter
change of small quantitie!1 of surplus power at the 
ends of the distribution wires of each separately 
operated power system. 

It made five recommendations looking toward such 
integration on the ground that it would have to come 
sooner or later and that the sooner it carne the 
cheaper it would be for the public. They were (I) 
Mass production, meaning cheap production, at the 
sources of the raw material, the coal mines. A large 
part of the expense of generating power would be 
covered by the recovery of by-products from the coal 
used to generate power. For this end legislation 
was recommended authorizing (2) the incorpora
tion of giant power generating and giant power 
transmission companies empowered to construct 
stearn electric stations of not less than 300,000 kilo
watts capacity, to condemn land with fifty years' 
supply of coal, to make and sell coke, gas and other 
by-products, to sell electric current at wholesale and 
to purchase surplus current from other generating 
stations. (3) Mass transmission to all parts of 
the state by an integrated system of tr¥1smission 
lines under companies distinct in name at least from 

'New Republ;c, May 26, 1926 • . Integrated Develop11lm' of 
Power by Morri\ L. Cooke. 
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generating and distribution companies. To cover the 
rural areas which are now very inadequately served 
two new classes of distribution systems were to be 
authorized, rural electric districts under local public 
ownership and mutual profit sharing electric com
panies. Low rates for small consumers and the 
rural population were advocated. (4) Effective 
regulation from the coal mines to the power con
sumer. The present rate base is to be accepted but 
all new investment is to be held down to a fair re
turn on the actual money put in. Permits for the 
construction and operation of giant power generating 
stations and transmission lines were to be limited to 
a maximum period of fifty years and conditioned 
upon the right of the state or a company designated 
by the state to take over and operate at the end of 
that period upon payment of the actual cost of the 
investment. Here the principle laid down in the 
Federal Water Power Act in regard to licenses for 
water power was followed. Coal, which is the most 
important natural resource of Pennsylvania, was 
treated as a natural resource in the same class as 
water power. It plays the same part in the genera
tion of power as water power does. In Pennsyl
vania, which has only limited water power resources, 
it plays a far more important part. Coal, East of 
the Mississippi, will be the great source of power 
development in the future. Yet its similar function 
to water power has not yet crept into our legal jargon 
and this proposal for a fifty-year permit to be issued 
by the st~e was regarded as something of an inno
vation, although limited franchises granted to public 
utilities by municipalities are no longer an innovation. 
The final major recommendation (5) was for. com-
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pacts with other states to secure fair and justly regu
lated interchange of electric current.' 

While these were proposals made originally for a 
coal mining state, they are not limited in application 
by that fact. They were accompanied by a state
ment by Governor Pinchot that "if the people of the 
United States ever tum to the nation-wide public 
ownership of electric utilities, it will be only because 
the companies have driv~n them to it. It will be 
directly and only because the utility companies have 
so opposed and prevented reasonable and effective 
regulation by the states and the nation that the only 
choice. left was between servitude to a gigantic and 
unendurable monopoly and the ownership and opera
tion of that monopoly by the people." 

So here as well as in Massachusetts a public 
agency instructed to study the situation reported that 

. in case regulation cannot be reestablished the direct 
alternative is public ownership. In Massachusetts 
the Department of Public Utilities, as we have seen, 

8 Report of the Giant Power Survey Board, 1925, and Report 
of the Giant Power Board, 1926. 

In the latter (p. 21) is a summary of the principles proposed 
for a compact between Pennsylvania, New Jersey and New 
York, which failed through the withdrawal of the representa
tives of New York after Pennsylvania and New Jersey had 
voted in favor of making a compact. They included: "The set
ting up of a joint tribunal with power (as to interstate trans
mission) : to regulate the accounting rates, service and security 
issues of all companies doing interstate power business. with 
liberty, however, to each state to compel, and to each company 

. to bring about, the segregation of interstate transmission bUSI
ness in separately organized corporations; the rate base to be 
the amount prudently invested in the enterprise; par of securi
ties issued to equal the rate base; no par securitil§ to be pro
hibited; the fair return to be computed and tentatively fixed at 
the sum necessary to enable a properly financed company under 
efficient management to pay prudently as dividends on its com
mon stock a sum sufficient to keep it slightly above par in a 
normal market, reserving the right to any company thereafter 
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said that if its system were changed to conform to 
that now in existence in the other states, public own
ership was the alternative, and it recommended that 
the restrictions on the municipalities which now pre
vent them more or less effectively from operating 
their own plants be removed, especially the one forc
ing them to buyout the local private plant before 
they entered upon the business. Public ownership 
stands in the background of all these proposals to 
make regulation of private ownership effective. If 
those proposals fail, as they did in Pennsylvania, 
through the shortsighted opposition of the com
panies, those companies will have themselves to 
thank for launching the states into complete con
trol of power. 

The future of public ownership in the United 
States seemed settled for some years when Mr. 
William McAdoo decided that he would not raise 
railroad rates during the war to the point where they 
would cover the full expenses of transporting the 
to demand a valuation so far as necessary to comply with the 
controlling rulings of the courts; the construction or enlarge
ment of interstate facilities by a corporation to be conditioned 
upon an agreement by the corporation to accept the 'prudent 
investment' rate base; difference in the cost of service to dif
ferent classes of consumers to be the basis of different rates 
for such service; all interstate business to be conducted by cor
porations organized under the laws of some one of the contract
ing states; voting of stock in any operating companies of the 
contracting states by or for holding companies not organized 
under the laws of anyone of them prohibited; orders for the 
production of books, accounts, etc., issued by the regulatory 
commission ,of anyone of the contracting states to have full 
effect in the other contracting states; interlocking directorates 
restricted; taxation of interstate utilities not to be affected." 

The chairman of the Giant Power Board, Mr. Philip P. 
Wells, stated that these proposals "are believed to be the first 
constructive attempt to provide by state initiative for the regu-
lation of interstate power service." . 
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troops arid supplies and the extraordinary demands 
upon the railroad system during the war years. 
Probably if rate increases had been made at that 
time sufficient to make up the deficit of operation 
they would have raised the cost of living to the ulti· 
mate consumers, several times the several hundred 
millions which they would have brought into the 
Railroad Administration and would have allowed it 
to face the country with a more readily under· 
standable record of success. . But, for one reason 
or another, upon which it is somewhat idle to specu· 
late after these years, another social policy was fol· 
lowed-a policy afterwards approved by many 
students of social progress-the railroads were al· 
lowed to accumulate the deficit; largely on the 
strength of its existence they were turned back to 
their private owners, who raised rates, and the future 
of any large scale public ownership in this country 
seemed decided for at least a generation. 

In the years since then, we have never been allowed 
to forget that decision about railroad rates. In 
spite of it there have been several changes in our 
industrial scene, or rather, several changes have be· 
come clearer, which are leading to considerable social 
discontent. In industry after industry control and 
production are passing into fewer hands or trade 
associations limiting competition to the sales end of 
the business, where it becomes a matter of pretty 
packages, imposing names and hypnotizing the 
buyers. 

In return for giving up competition---:-the prin. 
ciple we have lived by for over a hundred years-in 
favor of a more or less complete monopoly we have, 
outside of the public utility field, made no condi-
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tions guaranteeing us in any way from price in
creases or securing a share for us in excess earnings; 
the excess profits tax was done away with. And in 
the public utility field the conditions we made in re
turn for monopoly grants have, as we have seen, 
turned out to be more nominal than real. 

Another principle we have been going on since the 
beginning of the civilization which rose with the 
industrial revolution is that the owners of a business 
controlled it and, because they were responsible 
people and citizens of a community as well as in
vestors in an industry, would control it in the public 
interest. Professor William Z. Ripley in his Main 
Street and IVal1 Street, has pointed out how far we 
have gotten away from that. The people who own 
do not control. In numerous cases, the people who 
control hardly give the people who own any real idea 
either as to how the business is conducted, or as to 
how much property the owners possess. 

Another feature of the present scene which has 
been raised out for general inspection is the fact that 
private ownership, when given control of some great 
natural re~ource like our coal deposits, does not al
ways make a glittering success of the acquisition. 
The coal industry has told us four times in the last 
decade that it cannot regtllarly furnish its workers 
with steady work and a decent living nor its owners 
with security of profits. Roughly speaking, private 
ownership of our coal deposits has meant headlong 
overstlpply with a consequent confiscation of the 
vallies invested by some of the owners and operators 
and of the skill and years of training invested by a 
large part of the workers. It has not been a pretty 
picture of the kind that would lead us to imitate it 
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with any·other natural resources in our power to give 
or withhold. The same is true with our oil fields 
which, according to' certain geologists, have not much 
longer than thirty years to go. There is a real and 
widespread feeling against giving 'Up any more 
natural resources, especially now when the few of 
them we have left constitute almost the last com
pelling leverage of control. 

The proposals for public ownership and operation 
have in recent years been taking on a new form. 
Senator George W. Norris, in his proposal for the 
ownership and operation of Muscle Shoals under a 
Federal Power Corporation, and Governor Alfred E. 
Smith, in his proposal for the ownership and opera
tion of the power resources on the St. Lawrence 
under aNew York State Power Authority, have 
both combined the essential need for public opera
tion in each case with the best features of private 
ownership, those involving the corporate form of ac
tivity, with directors free to use their best initiative 
in the public interest. It provides an opportunity 
for our more capable industrialists, financiers and 
engineers to devote their abilities to the pU.blic service 
without going into politics. It is not forced to draw 
upon the members of our civil service which was 
constituted for, and is excellently adapted to, fact 
finding and which has for a long time drawn upon 
men whose abilities, with some notable exceptions, 
lie perhaps more along that line than along executive 
lines. It can pick what the state or nation offers in 
ability and willingness to act in the public behalf. I~ 
New York State, for example, Governor Smith has 
proposed the name of Mr. Owen D. Young, the 
chairman of the General Electric Company, for the 
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Power Authority. For the Federal Power Author
ity Senator Norris proposed men of the professional 
standing and public reputation of Mr. Morris L. 
Cooke, director of the Giant Power Survey, James 
A. Ross of the State of Washington and John R. 
Neal of Tennessee. Here is a chance for high caliber 
men to do something for their fellow citizens in a 
way where they would be free from the compromis
ing cost plus contracts and pegging of essential com
modity prices at high levels-practices which cast a 
slight shade of suspicion over the unselfishness of 
some of the activities of some of the dollar-a-year 
men who served both the industries and their gov
ernment during the war. Across the border Sir 
Adam Beck found such public service an unfre
quented road to public esteem and gratitude. 

To recapitulate. The marvelous development of 
electricity may be an inestimable boon to the house
wife, the farmer and the artisan. Few things yet 
achieved by man promise so much release from the 
drudgery of back-breaking toil as the intelligent ap
plication of electric power. But for us the economic 
conditions under which electric power is developed 
and distributed have not only delayed the coming of 
its blessings to farmers and domestic users gener
ally; they have also brought a very real threat of 
new dynastic control over us through the economic 
and political mastery exercised by the feudalism of 
superpower. To regain our lost provinces and to 
make electricity at reasonable rates available to the 
people there are, broadly speaking, just two alterna
tives. One is a rather complete system of public 
ownership. At present this does not appeal to the 
dominant political consciousness of America. Ob-
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viously public ownership has no self-working magic. 
It must be carefully planned through the coordina
tion of the federal government, the states and mu
nicipalities. The agencies which we create must be 
taken out of politics in the sense that the Ontario 
Hydro-Electric Commission or .the Port Authority 
of New York is out of politics. The cost of pur
chase by the substitution of government bonds for 
the outstanding securities of the power companies 
would be great, especially if the present rules of the 
courts on valuation go unchanged. It might be less 
great than the continual cost to the consumers of 
rates .based on the continual inflation of securities. 
In purchasing public utilities, every effort should be 
made to follow the old Massachusetts doctrine of 
valuation as opposed to that based on reproduction . 
costs. The difficulties of public ownership are by 
no means insurmountable if there is an active social 
will to overcome them. Ideally it affords the basis 
for a more far-seeing and less bureaucratic integra
tion of the power industry in the service of the peo
ple than the best system of regulation that can now 
be devised. 

In such instances as Boulder Dam, it clears the 
way for a better coordination between the work of, 
irrigation, flood control, navigation and the genera
tion of electrical energy than is possible under pri
vate ownership. Usually also it carries with it the 
payment of lower interest charges on borrowed 
capital; the reduction-through a policy of amorti
zation-of capital charges, rather than a constant 
increase of these charges as under private control; 
the fairer treatment of the smaller domestic con
sumer as opposed to the big power user; more ade
quate service to outlying communities which do not 
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furnish an immediate return; smaller operating 
charges and the rescue of a great, basic industry 
from private monopoly and its restoration to popu
lar control. 

The second alternative and, probably the line of 
development in the United States most likely to suc
ceed in the immediate future is a struggle to regain 
control without complete establishment of public 
ownership. Some steps along this line of approach, 
such as the public development of power projects at 
Muscle Shoals, Boulder Dam and the St. Lawrence, 
will serve as a means of measuring the relative 
merits of public v. private control and may be a dis
tinct aid to a more complete community control. 

Other steps toward public control should include a 
much more effective regulation than we now have 
of the electrical industry. In the case of new elec
trical companies, only actual, legitimate investment 
should be recognized as a basis for rate making or 
of the public purchase of properties under license. 
In already existing companies, the value of past in
vestments should be immediately fixed, in an effort 
to determine once and for all a definite rate basis 
for these companies. The control of regulating 
bodies over contracts made between holding and op
erating companies should be at once reestablished. 
And the regulating commissions should be given 
authority to regulate the rates charged for power 
wholesaled across state lines. 

To secure even the small measure of protection 
and control possible through these proposals will 
probably be no easy matter. The power companies 
employ shrewd and not at all simple-minded gentle
men to influence public opinion, to fight and delay 
unfavorable legislation and then make out of that 
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delay an. argument against public control. They 
have money to spend. They are in politics~ Even 
where they do not appear upon the scene, they can 
be counted upon to back a man whose general posi
tion in our new feudal hierarchy links his interests 
to theirs. They have something to lose. Roughly, 
what they have to lose in the way of undue claims 
upon our income the consumers have to gain, if they 
can. It is no inconsiderable sum in money. When 
we consider Its possible effects in controlling the 
course of our whole civilization the trouble it may 
give us now to set up measuring sticks to the present 
ownership and to recapture our lost controls over it 
will seem insignificant compared with the gain. 1£ 
the men now in charge of our affairs were a little 
less reluctant to do anything else for the public wel
fare of as positive a character as call on the young 
men to go to war in its behalf, we would have been 
about the business of recapturing our lost economic 
provinces long ago. 
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CHAPTER ONE 

THE POWER PRESSURE 

D EMOCRACY is a social system where the people 
control their own destiny. Feudalism is a system 

where it is controlled for them. In the former they take 
risks. In the latter they have security, and others have 
the responsibility for maintaining that security. Today 
we have neither system. We appear to be shifting 
from democracy into an economic feudalism, retaining 
some of the worst features of both systems. We vote, 
and have the impression of being free and independent. 
Yet those votes have almost no effect on the economic ar
rangements, which stand aside from the political ones, and 
outrank them in importance. They are far more impor
tant to the prosperity of the country and the peace of the 
world. Even a great and prolonged business depression 
produces no far reaching plans for an overhauling of the 
industrial system through political means. There is a 
growing opinion that war for political ends, such as our 
war to save the world for democracy, is only "spilling 
blood over toys we have outgrown," that the economic 
rulers are the real rulers, and that the heads of govern
ments are of that class for whom the people have invented 
the phrase "stuffed shirts." 

To the extent that a man has no alternative place to seek 
work he is not free. He is dependent. To the extent that 
small business men find it impossible to compete with the 
rugged corporations of the country they are not free. To 
the extent that the white collar workers and the workers 
in overalls can find no other job than the one they have, 
or lose that job as punishment for striking, or lose it as 
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punishment "for having a forty-fifth birthday, or as punish
ment for their political opinions or their refusal to curry 
the favor of their immediate superiors, they are not free. 
They are living in a feudal system, but in a feudal system 
which does not offer them even that ease which people had 
four hundred years ago, security in the job. 

The main characteristic of the long mechanical progress 
of which we are so vicariously proud is dependence with
out security. 

The interest of the "power fight" is essentially in the 
ways and means through which this particular industry 
has used our semi-feudal situation to attain its present 
situation in the world, how its success has solidified that 
situation, and what opposition it has called forth in the 
course of its triumphant progress. 

I. Mass Formations 

The most startling development in recent years has been 
the open entry of J. P. Morgan & Company into the field 
of electric power. They also went into the grocery business 
at the same time, thus justifying in part the retort elicited 
many years ago when the elder Morgan sailed back to our 
shores from Europe and remarked that he liked this coun
try very well. The retort, it will be remembered, was, 
"Well, if the time ever comes when he doesn't like it, he 
can give it back to us." Morgan combined with Drexel 
and Bonbright, old working allies, to start the United Cor-· 
poration, which rose rapidly to a control in 1930 of over 
19 per cent of the total power capacity of the industry. 
On the Street the Morgan and Bonbright influence in 
Electric Bond and Share has long been known, and Elec
tric Bond and Share (sister corporation of General Elec
tric) owns part of the United. In view of the fact that 
hostile corporations are not allowed in on each other's 
ground floors, I believe it is correct to group United and 
Electric Bond and Share together. The latter group con-
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troIs over 12 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. If 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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problems of determining combination are concerned the 
only essential question is whether these various companies 
would be likely to act contrary to the guiding interests of 
the banking groups with which they are connected. To 
the extent that the answer is in the negative, it is reason
able to group them for working purposes into "spheres 
of influence," in the language of diplomacy. Following 
this procedure, with proper reservations, we see that a 
few large groups, more or less tightly connected, are 
emerging as economic empires within the country. 

The following statement of the amount of installed 
capacity of individual systems is based on figures issued 
by the companies either through the Electrical World in 
May, 1931, or through Moody's Manual of Public Util
ities in 1931. The grouping of units under the hold
ing companies follows standard financial manuals. The 
grouping of the holding companies together, however, is 
subject to reservations made above. Detailed production 
by systems is given in Appendix A. 

According to available information the control of the 
industry is exercised somewhat as follows: 

1. Morgan-Bonbright-National City spheres of influence. 
Per Cent of 

InstaUed 
Capacity 

United Corporation and allies ....••...•.•• 19.14 
Electric Bond and Share ...•......•....... 12.05 
Consolidated Gas of New york............ 6.49 

2. Chase National-Harris, Forbes spheres of influence. 
Standard Gas and Electric................ 4-87 
Utilities Power and Light................. .95 
International Paper and Power............ 2.19 
Associated Gas and Electric. . . . . . . . . . . . . . • 2.73 
Central Public Service.................... .83 

37·68 

3. Insull interests........................... 10.31 
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These three groups, if current financial news is not in

correct, control systems having 59.6 per cent of the indus
try's production. The North American Company comes 
next with 8.70 per cent. In order follow the Pacific Gas 
and Electric, 3.52 per cent; the Southern California Edi
son (sometimes considered a Morgan interest), 2.95 per 
cent; Stone and Webster, 2.47 per cent; Duke Power, 2.45 
per cent; United Light and Power, 2.19 per cent; Cities 
Service, 1.68 per cent and American Waterworks and 
Electric, 1.61 per cent. These eight groups control to
gether 25.57 per cent of the installed capacity. Eight 
smaller groups, details of which are furnished in Ap
pendix A, control together a further 4.45 per cent. Some 
of these smaller companies are held in part by some of 
the larger interests. 

These private groups together account for 89.66 per 
cent of the installed capacity of the industry in 1930 of 
31,836,243 kilowatts. The various larger government 
plants operating in that year represented an installed 
capacity of 789,730 kilowatts, which is 2.48 per cent of 
the industry's total. The remaining 7.86 per cent, not 
listed here, is spread among smaller private and munici
pal plants. 

In passing it may be of interest to note the assets of 
some of these companies. Many of them are in the gas 
or street railway business in addition to electric power. 
Following, with a reminder of reservations, the former 
grouping, the assets of these companies as of the end of 
1930 are as follows: 

I. Moygan-Bonbright-National City groups 
Umted Corporation and allies •••••••••••• $2,810,878,133 
Electric Bond and Share................ 2,698,624,682 
Consolidated Gas of New york........... 1,265,260,292 
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2. Chase National-Harris, Forbes groups 
Standard Gas and Electric ...••.......... 
Utilities Power and Light .............. . 
International Paper and Power .......... . 
Associated Gas and Electric ............. . 
Central Public Service •................. 

$1,204,858,32!;, 
447,120,264 
328,332,276 
922,008,796 
364,127.426 

$3,266,447,091 

3. Insull companies •....................... $1,523,828,666 

4- Eight other companies or systems 
North American ......................... $ 344.425,331 

684,687,467 
376,063,707 
413,727,026 
210,747,921 
573,646,485 

Pacific Gas and Electric ................ . 
Southern Cali fornia Edison ............. . 
Stone and Webster ..................... . 
Duke Power .............•.............. 
~n.ited Lig~t and Power ................ . 
CIties ServIce .......................... . 
American Waterworks and Electric ...... . 

1,282,624,854 
421,786,642 

$4.307,709,433 

The actual control may be far closer than outlined in 
these tables. The Federal Trade Commission, for ex
ample, in the course of its study of the industry remarked 
that the North American group "has various close rela
tionships with the Electric Bond and Share group. It has 
been practically controlled since 1920 by individuals whose 
interests are largely identified with the General Electric 
and the American Gas and Electric, one of the principal 
holding companies of the Electric Bond and Share."· 
If this is correct the companies grouped in the Morgan
Bonbright-National City alignment could be said to con
trol close to half the country's production today. 

Such control means use of the natural resources of the 
country, waterpower, coal, gas and oil. We find that, ac
cording to its 1928 report, the Federal Power Commission 
had granted to these large companies the bulk of the avail
able waterpower sites on the navigable rivers of the coun
try. A total liccptsed capacity of 1,973.690 horsepower 
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had been granted to the companies listed here as being 
'affiliated with the Morgan group, another 1,207,947 horse
power to those listed in the Chase-Harris, Forbes group, 
680,000 horsepower to the North American, 309,700 to 
Insull, 304,600 to the Pacific Gas and Electric and 80,000 
to Stone and Webster. The total to these six groups is 
4,555,937 horsepower, over 84 per cent of all the water
power rights granted. These figures do not, however, give 
an adequate picture of the amount of waterpower de
veloped by the power companies. Thus Insu11 reports a 
total of 286,000 horsepower and the Duke Power Com
pany a use of 664,700 horsepower. 

In addition to waterpower a certain number of other 
natural resources have been used for the benefit of the 
power industry and, in some cases, a certain amount of 
ownership has been established. The Peabody Coal Com
pany, in Illinois, one of the largest operators in that state, 
is usually considered to be an Insu11 subsidiary. Thus 
also, Cities Service has acquired a great deal of oil and 
gas land. The Standard Gas and Electric has also done 
so, as have several of the others. Preliminary study in
dicates that the large electric power companies are allied 
with close to 70 per cent of the gas production of the 
country. 

One of the immediate results of this control is that the 
consumers do not get the benefit of competition between 
the utilities. In most of the cities of the country the gas 
utility and th ,. ;;lectric power utility have combined. They 
no longer compete with each other for trade, no longer 
offer competitive rates. Nor are our natural resources 
being used to reduce prices to their limit. In 1930 the 
Columbia Gas and Electric, the largest natural gas com
pany in the country, had brought its pipelines close to the 
gates of New York City and Philadelphia. There, com
panies affiliated with the Morgan group supply manufac
tured gas to the small consumers and the large industries. 
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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." 8 

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 owniI).g 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 
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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 Maine. 
ANew England subsidiary acquired fOllr textile com
panies in Augusta and Lewiston, operatir.g 9,362 looms 
and 354,000 spindles. This led the Electrical World, the 
organ of the industry, to comment: "Thr.Jugh the pur
chase of industrial firms by the parent holding company 
in a power group, a portion of the investment is today 
being diluted in some of these enterprises from a strict 
light and power distribution. . . ." It pointed out that 
not only investors but consumers of the subsidiary operat
ing utilities were concerned in such expansion. Certainly 
if such textile mills received lower power rates than 
nearby competing mills it would be a case close to the 
kind of discrimination which brought the railways into 
disrepute. 

The financing by which this concentrated control was 
established in the power industry is now fairly familiar. 
The public contributed the bulk of the investment in the 
industry 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 a base they set up holding com'
panies, one on top of the other, always retaining a suffi
cient share of the common stock, the voting stock, to 
control the top company and all the subsidiaries. In this 
way relatively little capital was needed to control a great 
deal of investment. The Federal Trade Commission re
ported that in the case of the Standard Gas and Electric an 
investment of less than one million dollars was sufficient 
to control over $370,000,000. The ratio is I: 370. In 
the Commonwealth Power. (Morgan) the ratio is I: 25. 
This holding company arrangement. no matter what else 
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is claimed for it, makef it exceedingly easy for control to 
be concentrated into,-a' very few hands. 

There is, perpaps, little point in speculating as to the 
exact number o~ individuals who may still be said to have 
an active effecti~ve voice in this ten billion dollar industry. 
If the first five groups control around 72 per cent of the 
production, sor ething like seven billion dollars of power 
investment ma;! be said to be in the hands of the leaders 
in those groups, perhaps ten men. That is a very rough
and-ready way of getting at it, however. The Federal 
Trade Commission offered another way when it pointed 
out that voting control of twenty-three holding companies 
was in the hands of twenty-five men. The properties con
trolled represented an investment of $1,860,000,000. On 
this basis the whole industry would be in the hands of 135 
men. These Commission figures date back, however, to 
1925 and 1926 and since that time not less than a quarter 
of the whole industry has submitted to unification. The 
number of real controllers would then be close to one 
hundred men. 

Not even these liberal estimates give a full picture of 
the influence of the power group in the country. A study 
in 1929 took 184 directors in various utilities in the 
Morgan-Bonbright-National City group and 18 directors 
in the two major Insull utilities and placed them accord
ing to other industrial connections.' It found that these 
202 men held 586 directorates in the power and gas utili
ties, 91 in oil and coal, 158 in railroads, 43 in electric rail
ways or busses, 537 in financial houses, 479 in other in
dustrial or commercial' companies, 22 in engineering or 
construction companies, 28 in commercial electric com
panies, 33 in mining and 7 in communications. In view 
of the influence of banking in modern large scale in
dustry, the connections of these power officials with banks 
and financial houses is significant. They average 2.9 posi
tions in the electric power industry and 2.6 financial posi-
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tions. A group such as this can fairly be described as 
having a very important say in the major financial and 
industrial life of the country. Their connections may ex
plain, to some extent, the attitude which the business 
groups have, on the whole, taken toward the utilities. 

While such narrowing of control has been going on 
there has also been a great deal of shirt-fronting to the 
public about the establishment of ownership by the con
sumers. of the industry. For some reason it was felt 
necessary to keep the public from seeing what was really 
going on. On the whole the public was encouraged to 
buy those securities which carried no control whatsoever. 
The real control was getting into a very few hands. Still, 
today, spokesmen for the utilities talk about the way in 
which they are democratizing industry. What they have 
been doing with the utility may be good or bad, but it is 
certainly not what they say they have been doing. John T. 
Flynn in his Investment Trusts Gone Wrong! character
ized the procedure this way: "The democratization of this 
industry was seen to be at hand and the great point was 
that ownership of the utility corporations was being dif
fused among a multitude of small stockholders. All the 
time precisely the opposite tendency was at work." G The 
real say about the industry was passing away from the 
small stockholders. 

Just what effect these holding companies have on the 
consumers will be dealt with later, but one illustration is 
in point here to show how important it is for the control
ling groups to mobilize sufficient public influence to keep 
the utility commissions powerless while they are carrying 
on their many marriages. 

The almost successful attempt of one banking house 
(W. C. Langley and Company) to secure an unusual favor 
from the New York State Public Service Commission was 
brought out in 1930, shortly before the chairman of that 
Commission resigned to join the banking house. It was 
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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 short 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 m~rket value of the common stock of the 
operating compa~y 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 C9mmission 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 m~rket 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 
Lighting, 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, 
recommended 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 commissioners are not thoroughly alert to 
the public interest." 

Here the interest of the consumers happened to be at 
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one with the interests of some of the potential buyers of 
the holding company's securities, nevertheless the chair
man of the most expensive and one of the strongest state 
commissions in the country moved as far as he could 
quietly to disregard these interests for the benefit of the 
banking group which he later joined. 

In the tremendous concentration of control over wealth, 
in the huge stake for which they were playing, sums run
ning into hundreds of millions of dollars a year beyond 
what the consumers might be expected to pay, it is not 
difficult to see how important it is to the power industry to 
keep the state public service commissions working in a 
manner satisfactory to them. They have become the 
ardent advocates of the regulatory system. It plays into 
their hands. 

2. The Pressure on the Press 
The men who organized this job of entrenching the 

system which is so favorable to them, and of molding a 
public opinion to their uses, have been doing it with public 
money. Their expenses for these purposes come not from 
capital contributed by investors but from the sums paid by 
consumers in their light and power bills. Under the 
regulatory system which they are trying to entrench still 
more firmly, they are generally allowed such expenses as 
are needed for advertising and propaganda. State regu
latory bodies which are, to say the least, indifferent about 
the matter, often let them charge rates sufficient for a 
profit even after such expenses for molding public opinion 
have been paid. . 

Here the emasculating of the initiative of the local man
agers and owners, resulting from concentration of owner
ship and control, had its first effect. These men, living 
in a community directly affected by their rates and by the 
propaganda expenses they charged up against rates, might 
have felt themselves in the position of semi-pUblic servants, 
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administering public funds. They were conducting an 
industry which the Supreme Court had held to be a gov
ernmental function. They might have felt under some 
obligation not to use those funds for non-operating pur
poses. They might have felt responsible to the consumers 
for giving service and for letting that service be weighed 
on its merits. But the responsibility had passed from 
them to men in the holding companies who did not come 
into direct contact with the localities being served, who 
were not officers of companies performing a governmental 
function but simply officers of companies controlling the 
others. It was these men who made and stood behind the 
plans for expending such sums as seemed necessary for 
their purposes. The others were forced to carry them out. 

One of the organizations they used to carryon this 
work was the National Electric Light Association. To 
this, companies contributed according to their prdtluction. 
It thus received its main support from the big groups. Its 
director, since promoted into another industry of equal im
portance to the power companies in controlling public 
opinion, the National Broadcasting Company, gave a very 
plain statement of the attitude which the big companies 
wanted the others to take about the expenditure of public 
moneys. The work of influencing public opinion in 
schools, press and civic groups had been going on for some· 
time. The men of the industry were having conventions 
all over the country, at its gayest resorts, their expenses 
being paid from funds contributed by the public. In these 
circumstances he announced that there was no limit. 

"All the money being spent is worth while. And may I 
leave this thought with you executives. Don't quit now. At 
the next convention have more young ladies here so as to do 
the job right, and let off more men from the departments, so 
they may come here. Don't be afraid of the expense. The 
public pays the expense. Let us continue with big meet
ings!" T 
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The sums spent by the utility industries for advertising 
have been estimated to be between twenty-eight and thirty
five million dollars a year. The amount has been growing 
steadily. Through the N.E.L.A. another million was 
raised for its various purposes. The large companies also 
had public relations departments, but the fact 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 imptession 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 is 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:, Insult. United 
Gas Improvement, Electric Bond and Share and American 
Telephone 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 
wann 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 insignifi~t service of courtesy. . . • If 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: 
"Our 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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volved some finesse, some slight of hand in darkened 
rooms. The Hofer service to rural papers simply involved 
fooling editors and their reading public as to the self
interested source of editorials. The N.E.L.A. publicity 
men, grouped in states and regional divisions, set about 
the business of fooling editors and public in regard to the 
. news. Their achievements along this line have been char
acterized as "impudent impositions" by Editor and Pub
lisher. It said editorially: "For years this journal has 
sought to have this flagrant abuse of public confidence in 
the press whipped out by organized newspaperdom. 
Journalism has roundly endorsed our theory, but the prac
tice has been permitted to grow and snarl into a public 
scandal. In the light of the impudent impositions of the 
'Power Trust' agents, newspaper men might now proceed 
really to deal with the wreckers and spoilers of the people's 
interests and democratic government." 

The impositions were partly on the press, but in a larger 
way were all on the public. The publicity director in the 
Carolinas, S. E. Boney, whom Editor and Publisher char
acterized as one of the prizes, sent his own reports out 
on the North Carolina State circuit of the Associated 
Press, and- the Washington-Atlanta trunk wire circuit of 
the same association. His neatest trick was to have 
editors, prominent political men such as Governor McLeod, 
Senator R. M. Stewart of Lancaster, Colonel Dawson, 
formerly chairman of the State Democratic Committee, 
judges and presidents of men's and women's clubs sign, 
with minor changes, statements he had written himself. 
Thus, he secured authority for his views and spot news 
value. The people who helped him do this were pleased 
at seeing their names in print. together with their pictures. 
He would then write around to the editors telling them that 
certainly the views of such prominent people warranted 
editorial comment. 

A similar procedure was apparently adopted with a 
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pamphlet signed by the late Haley Fiske, President of 
the Metropolitan Life Insurance Company, in which he 
told the policy holders to layoff any attack on the utilities. 
Twenty-five to thirty million copies of it were circulated. 
In the letter from George Oxley, the general publicity 
director of the National Electric Light Association, trans· 
mitting that pamphlet to the directors of the State Com
mittees, he sincerely trusted that they would not in any 
way mention the N .E.L.A. in connection with it, although 
the association "furnished the ideas, the facts upon which 
he based his message;" everything, in short, except the 
paper, the ink and the name. 

The main job was to get the newspapers to print stories 
from the weekly or monthly news sheet sent around by the 
publicity director, and to have it printed in such a way as 
to fool the public into believing that it was not propaganda 
news sent out from a source very directly interested in 
decrying municipal plants, Ontario, the Boulder Dam and 
l\lusc1e Shoals bills and any tightening of regulation. To 
the extent the editors would print and comment favorably 
in their editorials on this material the directors considered 
themselves successful. Alfred Fischer, the director in 
Michigan, accepted congratulations on this process, which 
was described as "learning them there dumbbells how to 
do the vox populi . . . and do the dear public fall for it I" 

Judge Healy, in charge of the investigation, asked the 
national publicity director, Oxley: "I want to ask you if 
you think that the editorial information brought about in 
this way is fairly presented to the public without knowing 
to what extent the people in your industry have had some
thing to do with its getting into the editorial columns?" 
Mr. Oxley made what was probably the only answer pos
sible: "To say anything else would be a reflection upon the 
integrity of the editorial opinion of the country." That 
reflection had been made steadily for eight years. 
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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. . . ." 
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
] ournal 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 
II 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
ment 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. 

"As 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 influence of such competitors on the press has not 
been discovered by the Commission, although at least one 
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other paper company has large power interests in New 
York State. 

The ownership by the power company in these papers 
was not disclosed by their statements to the postoffice. 
The public was not informed, until the investigation 
brought it out, that the power company had an interest in 
the papers it was reading. The company maintained that 
it did not influence and did not intend to influence the 
editorial policies of the papers. The editors and pub
lishers involved stated that they had in no way been in
fluenced. The editor of the Spartanburg Herald-Journal 
announced that he was surprised to learn that the In
ternational Power and Paper Company had financed the 
purchase of the papers, and resigned. The editor of the 
Columbia Record accepted Lavarre's statement that he 
was the real owner. The editor of the Augusta Chronicle 
announced that he had been left his freedom. Mr. Frank 
Gannett made the statement, which can hardly be chal
lenged, "AU readers of the Gannett newspapers know that 
we have consistently opposed the aggressions of the so
called power trusts. No papers in the country have more 
vigorously advocated retention of all water-power re
sources by the government, and we will continue to do so." 
He broke the connections with the paper company shortly 
afterwards. The International Paper and Power later 
disposed of its holdings in the Boston papers. 

The extent to which the business interests in the com
munity influence a paper was described by Mr. Robert 
Lincoln O'Brien, former editor of the Boston Herald, 
shortly after the sale of that paper had been discovered. 
He remarked: 

"Highly as I appraise the management which Mr. Graustein 
has set into motion, frankness compels the acknowledgment 
that there are certain by-products of the whole affair that 
seem destined to have a far-reaching effect upon the political 
life of the community and may even transcend State limits. 
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Intelligent people need not waste much time in discussing 

whether an ownership finds any way of relating itself to the 
news policies of newspapers, to say nothing of the editorial 
opinions. No one need go further than to contrast the re
porting only last week of the Graustein testimony in the New 
York Herald Tribune, whose managing owner, Ogden Mills 
Reid, is also a director of the International Paper and Power 
Company, with the reporting of the same events in the New 
York Tunes. In one place the story was minimized and ob
scured; in the other it was set forth in fullness and de
tail ..•• 

To put the case concretely, the W oreester Evening Post 
has been conducting a drive of great vigor and enterprise for 
a reduction of electric light rates in that city. Does anyone 
suppose that even the high-minded men to whom the destinies 
of the Herald and Traveler have been wisely committed will 
direct their editors to instigate a corresponding onslaught in 
Boston? It is no disrespect to these excellent men to say that 
no one would expect this of them .••• 

But the political relations are not so easy to dismiss. If 
the Herald remains the chief vehicle of Republican opinion in 
this community may not the party leadership be ultimately 
affected thereby? Would aspirants for distinction in Repub
lican ranks feel safe in selecting for themselves such an issue 
as the W oreester Post has made in our neighboring city? 
Would they not be afraid of losing caste with the newspaper 
upon whose favoring pUblicity they must chiefly depend? 
May it not be possible that this very alliance will vitally affect 
the attitude of the Republican party upon the great issues of 
public utilities? ••. 

Is not our newspaper of opinion throughout the country· 
destined to pass out in this era of big business control? The 
time may corne when the newspaper will dodge the appear
ance of political interest or the expression of a political pref
erence, much as would a great insurance company or a great 
dry goods store, because it would 'hurt business.' This is a 
possibility." 

The antagonism of the editors of the country to the 
method of outright purchase was increased somewhat by 
certain events which had been taking place in the State 
of Maine. The Insull interests have control of most of 
the power in the state. They were attempting to have the 
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law which prevents export of power removed from the 
books. The Republican party was split into two camps 
on the question. In 1927 Dr. Ernest Gruening, formerly 
an editor of the Nation, became editor of an evening news
paper in Portland, the Evening News. Up to that time 
there had been only one morning and one evening paper 
there, both controlled by the same man, Guy P. Gannett. 
He is also vice-president of the Fidelity Trust, of which 
Walter S. Wyman, the Insull representative in Maine, is 
president. His papers were in favor of exporting the 
power. The new Evening News began to demand that 
rates in Maine be lowered before Insull began to ship all 
the power out of the State. It endeavored to show that 
Insull would sell current in Boston for less than in Maine. 
It pointed out the extremely high dividends of the Insull 
holding companies, to demand that there be a referendum 
on the matter of exporting power, and otherwise to make 
itself objectionable to the power people. 

There followed a refusal on the part of the important 
department store advertisers to use the paper which seemed 
to amount to a boycott, and which EditOf' and Publisher 
characterized as, "the ugliest situation we have noted on 
the newspaper map of the United States in a long time." 
One of the department store owners is a director in the 
power company and the Fidelity Trust. Dr. Gruening has 
charged that an owner of another store had his notes called 
by the bank as soon as he began to advertise in the News. 
The representative of the local power company, an Insull 
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. Mr. 
Wyman gets his orders from Mr. InsulL Go to Chi
cago." The paper is not sold in the Augusta House at 
the capital, a hotel owned by Mr. Wyman.· 

When 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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would happen when one of the others got into power 1" 
The extent of the political activities of the power in

dustry has never been gone into in any detail. The Fed
eral Trade Commission was authorized only to inquire 
into any contributions made by the companies to the elec
tion of United States Presidents and Senators or for the 
purposes of combating government ownership. In many 
states corporations are not allowed to contribute to political 
expenses. It is done through individuals, who may give in 
the name of persons other than themselves. Two things 
did develop, however. The first was that the power in
dustry, together with the gas and electric railways in
dustries, had established what was called the Joint Utility 
Committee to represent them at Washington. This organ
ization had $400,000 to spend at the time the Walsh reso
lution for an investigation of the utilities and also the 
Boulder Dam bill were before Congress. The other dis
covery was that the state organizations of the N.E.L.A., 
usually labeled information bureaust were in politics. 
Some of the larger companies apparently had their own 
political agents at work, but many of their eggs were 
scrambled in the state or regional committee of the N.E. 
L.A. This was nothing new, either. The famous in
surance investigation of 1906 discovered that "the large in
surance comPflnies systematically attempted to control 
legislation in this (N ew York) and other states. • . . The 
three companies divided the country outside of New York 
and a few other states so as to avoid a waste of effort, 
each looking after its chosen district and bearing its 
appropriate part of the total expenses." 10 

The economic interests at stake knew no party division. 
It may be said that in the North they were predominantly 
Republican. In the South they were Democratic. Sen
ator William J. Harris of Georgia informed the Senate: 
"I am not unmindful of the great political influence which 
the Water Power Trust wields in my State ..•• I know 
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that they can give me trouble in my next campaign if they 
wish. • . . In the election of Frank Smith to the Sellate 
from the State of Illinois by the use of hundreds of thou
sands of doIlars in a corrupt campaign, the traction and 
power trusts in that section showed what they could do. 
They bought a Senatorship for this man Smith who had 
served their interests instead of serving the public.. . . 
From what I hear from Senators and others there has not 
been such propaganda and lobbying against any measure 
since I came to the Senate as there has been against the 
Walsh resolution." 11 The Northern connections of the 
Georgia utilities are usuaIly considered to be in the other 
party. In New York State, by some happy chance, the 
power trust men in the Republican up-state counties are 
also of that party and their colleagues in Democratic New 
York City are mostly Democratic, although they contribute 
to such activities as their lip-state friends wish to carryon. 

Some of the men in charge of the information commit
tees wished to stay out of politics, but were very often 
over-ridden. Then they went along. One of them wrote 
from Illinois to the national director: "The Legislature is 
in session here and it looks like a very stormy session 
and I could use a little J. Walker to very good advantage, 
and it occurs to me that you could do me a very great 
favor, if the first time you are coming West you would call. 
on a friend of mine in New York and bring me half a 
dozen." The idea that there was a shortage of whiskey 
in Springfield is one of several possible interpretations. 
In Pennsylvania a special Public Policy Committee dealt 
with the Legislature, receiving funds directly from the 
member companies. A sum of $II3,ooo was spent there 
between 1922 and 1928, a large part of it, apparently, to 
defeat the Giant Power bills. About $19,000 was spent by 
the chairman of the Public Policy Committee, \Valter H. 
Johnson of Philadelphia, for which no receipts or vouchers 
were obtainable. He was President of the N.E.L.A. in 
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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 reelection. Walter W. Head, 
chairman of the Nebraska Power Company, an Electric 
Bond and Share interest, financed a survey to see if Sen
ator Norris coul.d 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, 



THE POWER PRESSURE 

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 
campaign 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, 
assistant 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 the 
Bolshevik idea on my opponent." 

He was asked by the Commission: "You simply tried 
to raise a prejudice against the men that proposed it 
(Government 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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ownership advoCates "reds" or "communists," and worked 
against the Boulder Dam bill, as well as against many 
state bills. 

The method of using men who have been in political 
life is common. The director of the Nebraska bureau 
wrote about Thorne Brown, defeated in his campaign for 
reelection to the State Railway Commission, "Our people 
were particularly interested in him and lost immeasurably 
in his defeat." They appointed him director. The director 
of the N.E.L.A. during the inauguration of the great 
propaganda and school campaign, M. H. Aylesworth, had 
been chairman of the Colorado Commission. The pub
licity head of the N.E.L.A., George F. Oxley, was for
merly secretary of that Commission. The present director 
of the N.E.L.A., Paul S. Clapp, came from the Depart
ment of Commerce. The director of the Arkansas bureau 
was formerly Governor of that State. The counsel of the 
Joint Utility Committee came from the Department of 
Commerce. In the Boulder Dam matter the former Gov
ernor of New Mexico was retained. In the fight on the 
Walsh resolution ex-Senator Lenroot of \Visconsin re
ceived $20,000. He appeared several times before a com
mittee of his former colleagues, the Senate Committee 
on Interstate Commerce. Senator Norris of Nebraska 
commented on this choice: "Did they hire him because 
he was a lawyer? Why, God bless you. no I They knew 
he was not a .lawyer. They had good lawyers of their 
own. They had another reason for hiring him. As a 
matter of fact. ex-Senator Lenroot up to the time he 
left this body never tried a real law suit in his life. He 
was not admitted to practice before the Supreme Court 
of his own State. They were not looking for a lawyer. 
They were looking for an ex-Senator." 

Where favorable decisions have to be secured from 
municipalities there are still some slips. In July. 1929. 
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the Fort Dodge Gas and Electric Company of Iowa 
pleaded guilty t(, illegal expenditures in a municipal cam
paign in that city and was fined $800 on each of several 
counts. In February of that year the Nashville Banner 
made this comment on a local occurrence: 

"The Kentucky-Tennessee Light and Power Company in 
1926 secured a thirty-year lease of the Paris plant upon the 
consideration of $30,000 annual rental, assumption of $355,000 
bond issue of the city to be paid off over a period of 30 years 
and the option of purchase upon payment of $45,000. Judge 
Harry B. Anderson, of the Federal Court, after receiving 
elaborate testimony taken at the hearing in Jackson, held that 
the contract was obtained by the bribery of former city at
torney George H. Freyer, of Paris, to whom it was shown 
$2,000 had been paid by agents of the power company. 

The thread of ownership or control leads directly from 
Paris to New York. The Kentucky-Tennessee Light and 
Power Company is but another of these euphonious sounding 
concerns with Southern names and Chicago or New York 
ownership. It is a subsidy of the Associated Gas and Elec
tric Company, one of the big holding companies of the coun
try. 

The taxpayers of Paris were led to believe that they were 
getting a big price for their property; and it required a hard 
fight in the courts to uncover the fact, as Judge Anderson 
asserts, that they were grossly deceived and would have been 
defrauded of a heavy sum." 

The work of reaching the public was done in many_ 
cases under cover of some other organization. In one 
case some 450,000 copies of a pamphlet bearing the im
print of the Investment Bankers' Association were paid 
for by a power company. Another means of reaching the 
public was through the lecture platform. Here promi
nent speakers, secured by the utilities, were given op
portunities to lecture, and their speeches were made news. 

At a time when several national measures, such as 
Muscle Shoals and Boulder Dam were before Congress, 
one of the women's organizations, the League of \Vomen 
Voters, after considerable study, decided that the policy 
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of government ownership and operation was the one 
to support. Its meetings were watched and reported. 
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. by 
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 $n6. 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 IS 
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 allover our territory and, 
while our policy keeps an average of around a million and 
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a half dollars tied up in balances in these country depositories, 
we believe it is worth while; first, because the service they 
render to us as banker is worth something, and secondly, be
cause it cements their friendship and cooperation. Inciden
tally, we require no interest on these deposits. 

A second step on retaining friendly relations with our 
country bankers has been to have our local managers keep 
in close touch with them. This they do, and I feel safe in 
saying that our district managers not only enjoy the friendly 
acquaintance of the presidents of these banks, but of all the 
directors, usually influential busi.ness and professional men, 
and of practically the entire personnel. ••. 

Before beginning our first customer campaign in 1914, we 
saw to it that everyone of our bankers was fully informed 
as to the stock we were about to offer and what our plans 
were for disposing of it. Every banker was also told at 
that time that any checks drawn on his bank in payment for 
any stock sold by us would be immediately redeposited with 
him and the money left there as long as we did not need it. 
This removed the fear of deposits being drawn down to pay 
for stock. Some of this money stayed in the banks for quite 
a long time, and the result was, with one exception, the 
bankers became, and still are, boosters of our stock, and an 
effective influence in spreading its sale." 

Not only the bankers were appealed to· by these small 
bribes (which increased the cost of electric energy) but a 
similar appeal was made directly to the consumers. They 
were urged to become investors in the stocks of the utili
ties. After they held stock the companies figured that 
they would care little whether the rates were as low as 
they might be. No one would then be able to interest 
them in the rights of the poorer people who were not in a 
position where they could become investors. This idea 
gained a large hold on the Pacific coast, notably in Cali
fornia. The Pacific Gas and Electric Company declared 
that the purpose of customer ownership was to stop 
socialistic doctrines that invaded the right of private initia· 
tive. This was urged upon the N.E.L.A. at Chicago in 
March, 1928, by its former President, R. H. Ballard, who 
in addition to stressing the importance of customer owner-
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ship as a means of combating the growing tendency for 
public ownership, complimented "the present owners" of 
the N.E.L.A. upon the progress the association was mak
ing. Somewhat the same thing was said by Mr. Chester 
Corey, Vice-President of the Harris Trust and Savings 
Bank of Chicago: "The political value of the customer 
ownership of the stock of public utilities is well understood 
and many instances could be cited of the appreciation 
of the politicians of the unwisdom of favoring legisla
tion adverse to the safety of the investments made in 
small units by a very large number of their constituents." 
Here again was the appeal to a financial interest other than 
the one of lower rates. 

The interest of the investment bankers, of course, was 
direct. We see the vice-president of Bonbright and Com
pany, one of the houses behind the United Corporation, 
writing to the counsel of the Joint Utility Committee at 
the time the Walsh resolution was defeated, "My heartiest 
congratulations on the vote in the Senate yesterday. . . . 
I know how much this was due to your personal work and 
strategy, and I think it is a great triumph. The point of 
it is to tell you how much we up here appreciate your 
share in yesterday's proceedings." 

The farmers were the object of considerable attention .. 
Many of the states organized committees to investigate the 
possibilities of extending rural electrification. Utility men 
were on them and they were financed by the utilities. In 
some cases, a report claiming that the situation was not 
ripe or that Ontario was not maldng a success of rural 
electrification, was forthcoming. In other cases a rich 
inactivity resulted. But the utilities stayed interested. 
Aylesworth wrote to Richardson, then still in Pennsyl
vania,· "I am very much interested in the resolutions 
adopted by the Grange. This is a radical executive com
mittee and I do not believe they will have much influence, 
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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 Oark 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 coOperators, 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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fortable 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
ders." 12 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. 

Two 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 
the schools. The second is by the Secretary of the N a
tional Education Association, indicating why the teachers 
let 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 j 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 j compiling or financin~ the preparation of text books 
and reference materials of vanous 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 j 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 feelin~ that state universities often have considerable in
fluence With state commissions are significant in connection 
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with the scope and nature of the plan to mold opinion for 
the economic benefit of the industry. 

The right of the industry to present its case before the bar 
of public opinion is unquestioned, provided such presentation 
is made openly in the name of the industry, and therefore 
without even a semblance of deception such as may be in
volved in subsidizing authors, teachers, universities or re
search organizations in order that inspired text books or 
other materials may be given greater credibility issued over 
the names of supposedly impartial writers, research organiza
tions, or institutions of learning. Where this is done, the 
general public may well question" whether the scientific atti
tude and integrity of established institutions of higher learn
ing are not being undermined. Truly no greater calamity 
could happen either to industry or to the public than for 
educators, or educational institutions, to become the paid 
mouthpieces of economic groups." 

The second finding, by the secretary of the teachers' 
organization, Mr. H. W. Crabtree, summarizes the activi
ties of the power men in somewhat similar language, say
ing, "The purpose, it was stated, was to provide useful 
up-to-date information and to prepare the next generation 
of voters to appreciate and stand for private ownership of 
utilities ...• To let these agencies, because of their mil
lions and the strength of their organizations, have the 
right of way at this time would mean that all other 
agencies must also have free access to the schools. • . ." 
The crux of this report, however, and the explanation for 
a large part of the success of the penetration, undercover 
and otherwise into the schools, lies in the following: 

"Owing to the power of these agencies in some localities 
and states, it may be unwise and dangerous for a given edu
cator to raise his voice against what is going on, but there 
is no such handicap on the actions of this Association as a 
whole. Perhaps individuals need this type of backing .••. " 

Before the work of education could be undertaken on 
a high power scale, it was necessary to have authoritative 
text books favorable to the utilities. It would seem that 
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in all the college and university faculties of the country 
there were almost no men who would write the really 
hundred per cent text books that were wanted. With two 
exceptions, the books circulated by the N .E.L.A. were 
subsidized by it or by associated companies. The latest 
of these is by Ernest Greenwood, entitled Aladdin. It 
was published by Harper's, who made the sale of 5,000 
copies through the author a stipulation in the contract. 
The author was directly on the payroll of the utilities and 
his contract was assigned over to the N .E.L.A., which car
ried on the distribution. Another book widely circulated 
and quoted by the power people is Niagara in Politics by 
the late emeritus professor James Mavor of Toronto Uni
versity. In 1929 the investigation brought out that the 
N.E.L.A. had in August, 1925, shortly before the appear
ance of that book, sent a check for $1,000 to an official 
of the Southern California Edison, who had biIIed it "for 
checks mailed to mutual friend." This mutual friend who 
received his pay in this way was the author of that book, 
Mavor. The N.E.L.A. circulated 5,423 copies of it. An
other report on the power system owned by the league of 
municipalities in Ontario was prepared by two engineers. 
It is generally known as the Murray-Flood report. They 
received for this work the payment of $8,830. It appeared 
in time for the California companies to use it against the 
Water and Power Act. 

The attempt to get text books favorable to them used in 
the schools and colleges took three forms. One was cen
sorship of existing books, exercised through local utility 
men or chambers of commerce. The other was a survey 
of all the colleges of the country to locate men who were 
writing on utility matters with the hope of helping them 
with material and the promise of stimulating the circula
tion of a favorable book. Some care was used to keep 
these activities under cover. The Missouri director 
wrote: "The fact that a Committee of the Wisconsin 
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Utility Association reported on text books used in the 
Wisconsin schools did receive some publicity through the 
Associated Press I deprecate very much. It is a matter 
for executive session between leaders of the industry, 
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 
used to avoid going too far since if the public were to get 
the idea that textbooks were being used as propaganda for 
public utility companies, the reaction would be worse than 
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 Carolinas, Ohio, 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 the books 
used in the public schools of their respective states." 

The text book surveys drew numerous suggestions for 
remedying the situation. It was arranged to have one of 
the text books, Community Life and Civic Problems, by 
Howard Copeland Hill, a· Ginn publication with a circula-

. 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, Chairman of the Com
mittee of Cooperation with Educational Institutions 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 CoOpera
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 tryitlg 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 
Chambers 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 Iowa, who was offered various kinds of 
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help in preparing the manuscript. This he submitted for 
criticism and suggestion, writing, "If it should prove satis
factory to your committee, of course, I should be pleased 
to have your assistance in marketing the book." The 
other one was Guiding Principles of Public Utility Regu
lation, by A. C. Spurr, who is employed by the organiza
tion which furnishes reports on public utility cases. It 
is subsidized by the utilities and several prominent power 
men are on its board. 

There were several successful uses of professors as 
false faces. In Minnesota a Committee on the Application 
of Electricity to Agriculture was formed, which employed 
Professor E. A. Stewart, of the Department of Agri
cultural Engineering of the State University. The organ
ization was supported to the extent of $7,500 by the power 
companies. He was also given a trip to Europe at the 
cost of $500 a month and expenses. He made another of 
the series of subsidized unfavorable reports on Ontario, 
representing himself as coming from the university. The 
Ontario officials pointed out several errors in his report,lI 
but he published it, with his title, as having been approved 
by them. The report has been widely circulated by the 
power companies. 

Several other men were used in a way somewhat similar 
to that in which Stewart was used. In Alabama Professor 
J. S. Thomas, director of the university extension work, 
was quietly in charge of the utilities information bureau 
for some time, drawing $2,532 for it. He went about 
the State lecturing to Rotary, Kiwanis, Civitan and other 
civic bodies. He was asked, "Was it disclosed at any of 
the meetings that you were receiving a monthly salary 
from the powet company?" He answered, "I do not 
think so." A delicate irony lies in the fact that when he 
addressed the utility men he chose as his topic, "Trade 
and Culture." More openly, with the consent of his 
president, a professor of journalism at Tulane, H. M. 
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Blaine, became director of the Louisiana-Mississippi Com
mittee. One of his activities was to write himself ques
tions about utilities and answer them in the papers. 

There began to be some interest in this business of 
purchasing respectability by associating with university 
professors. In the old days business went to the church 
for its prestige. The great banking house of Fugger in 
the Middle Ages financed the expedition William Eck 
made into Italy in his attempt to get religious authority 
for his theory that it was ethical to charge interest on 
money. In the modern days business goes to the uni
versities. One man interested in finding out how such 
prestige could be had wrote to Major Richardson. the 
director of the Joint Utility Committee, who had suc
ceeded in having a utility man teach utility courses at the 
University of Pennsylvania. He received the reply: 

"We laid the groundwork circumspectly and with care so 
that actual suggestions that such courses be started came 
from the faculties of the institutions themselves. The rest 
was routine." 

The man in question, Mr. Grayson, who is a lawyer, was 
secretary of the New Jersey Public Service Information 
Bureau, as well as a professor at the Wharton School of 
Finance and had lectured under pay from the Joint Com~ 
mittee. His speeches. although paid for by the utilities 
and his written statements when reported in the press and 
given circulation by the utility directors usually stressed 
the professor part of his employment and left out the 
rest. For this he himself could probably be held responsi
ble only in part-but the utilities thus secured apparently 
respectable, disinterested academic authority for their 
opinions on current economic and political problems. 

A large part of the doubtful credit for beginning the 
utility drive on the secondary schools goes to the Illinois 
Committee, wllich Samuel Insull organized. It began the 
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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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cited as authoritative are from men who were bought and 
paid for, that they are hand-combed to prove that private 
ownership 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 that they deal at length with the theory of govern
ment. 

The significant facts about this propaganda are two: 
In 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 
what was going on, so it was the all important matter of 
making a living for editors to receive all the advertising 
they could, so also it was important for men in political 
life not to be opposed by the great wealth of the industry, 
so also it was important to local utility men not to antag
onize their 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. 
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CHAPTER TWO 

THE TRIUMPH OF THE PRIVATEE. 

I. The Pound of Flesh 

A CERTAIN amount of decent human sympai 
to be available for the young men and wome 

are employed by the utilities and then put into those 
tions described in the preceding chapter , where they are 
forced to become slick and crafty liars. It is not a very 
decent life for honorable people and some of them know 
it. The one man who spat it all out, in confidential letters 
to a friend, who called his superiors crooks, masquerading 
patriots and the like, ended his life not long after his own 
views became known to the country and to his superiors. 
It was an impossible situation for him. He had been 
brought up to expect something better. His trouble was 
idealism. Not all people are troubled that way. Future 
generations may have an easier time of it. If the teachers 
and ministers of the country would only stop giving the 
young people ideals about life they might get on much 
more comfortably. 

There are, however, some comforts at present. The 
huge stakes the electric power industry has been playing 
for are not shared equally among the public relations men 
who create the public opinion which enables their superiors 
to win, but they are rather handsomely rewarded. Salaries 
as high as those of GovernorS' of states are paid to many 
of them. They do not exactly starve foIt.,the cause they 
would like very much to believe is a g5tit::and true one. 
A reasonable share of what we pay for light dribbles into 
their pockets so that they may be fed and clothed and be 
amused and hearty the next day while making us cbntinue 
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.ual. Now the jingling of the guinea 
.~ honor feels only when there has been 
has been no hurt, it is so much velvet, 

_oj -;>es.· In that case we are getting very little 
_ -SSIT, indeed. 
'I' Ithe stakes in the electric power utility that 

,n§sums to be spent in persuading people that 
llers of the industry are righteous and must be 

-~~tl rule in their own fashion? 
'ng~ industry is almost as important to the American 

~oqle as shelter. For shelter people must pay rent or buy 
, .... clr 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 charted, in 
others it runs as high as 10 per cent a year. The average 
is about 7~ per cent.1 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 7~ 
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 S~lort, if we keep. on paying rent, the bill for the 
thirty years from 1931 to 19OO will add up to the very im
pressh::.! 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. 

With 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 7~ per cent every 
year. It is closer to 4 per cent. It is very rarely more 
than 4~ per cent. That difference of three per cent a 
year looks small. But when it can be saved on large sums 
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 
the year, our states or cities or government power corpora
tions organized by them, buyout the privately owned 
power industry and issue ten billion dollars' worth of bonds 
to payoff the outstanding private securities. For the use 
of that money they have to pay 4~ per cent rent a year, 
$450,000,000 in 1931. This is a saving of $300,000,000 
for that one year on the present rent. That saving is im
mediately invested in other government bonds and starts 
drawing interest. When the interest comes due it is im
mediately 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 an 
investment of ten and a half billion. The rent under 
private ownership would be $787.500,000. But we pay 
less. We pay $472.500,000. Our saving is $315.000.000. 
That is 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 we 
have reinvested the interest. During the thirty years that 
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interest has piled up, compounded, and our savings and 
interest combined amount to over twenty-five billion dol
lars, $25,379,109,000. 

Are we ready to buy the house now? We are, indeed. 
The industry has been growing. Instead of representing 
10 billion dollars' worth of investment, it represents 20 
billion dollars' worth. But we have a sum collected that 
is larger than that. We can retire all the public power 
corporation bonds, completely. clear the industry of all 
necessity of paying rent. More than that, we have a sum 
of $5,379,109,000 on hand. Every year it is collecting 
interest, and that interest is enough to pay for the neces
sary growth from year to year after that for 20 years. 

At the end of thirty years we have paid off the mortgage 
and own the house. Under private ownership our rent 
would have been $1,500,000,000 in 1960 and $1,521,500,-
000 in I¢I. Under our own ownership we collect the 
same rent in 1960, payout $900,000,000 for the actual use 
of money, and put aside in savings $600,000,000. In I¢I 

our rent bill is o. We are absolutely clear. From that 
time on to eternity we pay nothing for rent. Our children 
pay nothing for it. Their children pay nothing for the 
use of funds. We own the house free and clear. 

What the power fight is about now becomes clearly 
apparent. The people who believe in owning your own 
home see that if they buyout the utility now, they can 
put aside enough out of their rent to payoff every penny 
of the indebtedness on the industry and have a reserve of 
over five billion on hand. They will not have to pay 54 
billion during the 30 years after that. Instead, they will 
not have to pay one cent for rent. 

The private owners h~ve been exerting their social and 
financial and political pressure to prevent a public saving 
averaging, when the reinvestments of the savings at in
terest are included, $845,970,000 for each of the next 30 
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years, and also to prevent a public saving (taking the 
form of rate reductions) which averages $1,822,500,000 
for each of the thirty years after that, 1961-1990. 

Thus far the rugged individuals of the power industry 
have been successful in the fight. They have prevented 
the saving. They have also accomplished something more 
difficult, the greater moral victory of making it seem un
patriotic and radical for any citizen to stand up and try 
to save these sums for the people. 

In order that these figures may be clear they are tabu
lated on pages 54 and 55. But it may be well to keep in 
mind several factors in this home-buying calculation. The 
most important is that there are no expenses which offset 
the public gains. In this calculation the operating ex
penses for coal, labor, taxes and the like are not changed. 
The high salaries now paid to the power officials are not 
changed. The depreciation charged to the consumers at 
present is not changed. The public would get such rate re
ductions as are possible through unification and engineer
ing improvements, through abolition of regulatory ex
penses and lawsuits and of the political and advertising 
expenses now paid by the private owners. In this plan the 
reduction of rent on money would come only after the thir
tieth year, and then the capital charges would drop to noth
ing. It is with that reduction of rent which we are con- . 
cemed here. 

In the first column, on the left of the following table, 
is given an estimated amount of investment in public serv
ice from 1931 through 1960. It rises at the rate of half 
a billion dollars for the first four years, at the rate of 400 
million dollars for the five following years, and then the 
increase stands at 300 million dollars for each of the suc
ceeding twenty-one years. If it turns out that the neces
sary increases are larger, the savings would be larger. 
The extra investment each year would be raised through 
bonds bearing 4 Yz per cent interest. The rent charged 
on them, in this plan, is the same rent charged the con-
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sumers at present under private ownership, i'~ per cent. 
The savings would be put aside for a retirement fund. 

In the second column is given the rent on the invest
ment each year which would be charged under private 
ownership, and which is, under this plan, also collected 
each year from the consumers. It is charged at i'~ per 
cent on the investment figure in the first column, year by 
year. 

In the third column is given the sum actually paid each 
year by the city or state or governmental corporation for 
the use of the money borrowed to buyout the industry. 
It constitutes 4~ per cent of the investment listed for that 
year in the first column. 

In the fourth column are given the savings put aside 
each year into a fund to retire the debt. These savings 
are the difference between the second column and the 
third column. 

In the fifth column a different calculation is presented. 
It shows the amount which the savings for each year 
would total if they were reinvested in government bonds 
and draw 4 per cent interest for the length of time still 
to be run through before the end of 1960. It counts on 
reinvestment of interest each year. If the interest were re
invested every half year the sum would be considerably 
larger. The present figures are in that 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 30 
years that sum becomes $972,990,000. The total at the 
bottom of the fifth column thus represents the savings plus 
the interest on that saving. 

When the people of the country get around to buying 
rather than renting their power industry this plan will 
not, I take it, necessarily be the one they will put into 
effect. Under it the bulk of the financial benefit goes to 
those of us who will still be smoking a pipe and reading 
the papers in Ig6I and to those who are now children. 
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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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TABLE I ~ 

(AU column figures in miUions) 

z 2 3 4 5 

Total Annual Sum of Each" 
Investment Capital Charges Annual Saving Plus 
End of under Pri'llGte Sums Paid on Annual Reinvested 

'"' Each Yea,. Ownership Public Bonds Saving Interest to 1961 III 

•••••••.• $10,000. $ 750. $450- $300. $972.9900 
1'1 

1931 ." 
1932 ......... 10,500. 787.5 472·5 315 • 982.3275 0 

1933 11,000. 825. 495· 330• 989.5710 ::E ......... 1'1 
1934 •••.•.•.• 1l,500. 862·5 517.5 345· 994-7385 JII 

"I ... 
1935 ••••••..• 12,000. goo. 540• 360. 998.0640 

C'l 
III 

1936 •• 0 •••••• 12,400. 930• 558. 372. 991•6776 '"' 1937 ••••••••• 12,800. gOO. 576- 384. 984-3072 
1938 ••••••••• 13,200. 990- 594- 396. 976.0212 
1939 ••••••••• 13,600. 1020. 612. 408. 966.9192 

1940 ••••••..• 14.000. 1050. 630. 420· 957.~4O 
1241 ......... 14,300. 1072 .5 643·5 429· 939· 19 
1942 ••••••••• 14,600. 1095· 657. 438. 922.7784 
1943 ••••••••• 14,goo· 1117·5 670·5 447· ~.5326 
1944 •••••••.• 15,200. 1140• 684- 456. .2424 
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the utility field are the only ones who get the real benefit 
from it. They do not allow it to be carried to its logical 
conclusion. The theory of revaluing on the basis of price 
changes stops where the pockets of the holding companies 
and other common stockholders begin. It does not go on 
and work for the benefit of the people who loan money 
in the form of bonds or preferred stock. The argument 
largely advanced comes close to this: Property built dur
ing a period of low prices is worth more now than it was 
before. The investors in the industry can buy less with 
the money they receive from the industry as rent for their 
money than they could in the days of lower prices. There
fore they must be given by the industry enough money to 
buy as many shoes and yachts as they could buy when 
prices were lower. Their real money return must re
main the same, or at least not drop any. 

Here is a definite attempt to single out utility investors 
from bank depositors and investors in industry, and give 
them a special and protected preference. The man who 
put a hundred dollars into the bank in 1910 and drew it 
out in 1930 might find that he could buy only half of 
what he could have bought with that money in 1910. 

He did not go to the courts to have them make the bank 
give him an extra hundred dollars so that he might buy 
as much as he could have bought in 1910. But the utili-. 
ties, on the other hand, feel that they have a right to a 
form of governmental insurance against any possible drop 
in the purchasing power of the dollar. 

Up to this point it was an unusual and impudent de
mand, but not wholly implausible. But then it began to be 
funny. It developed that the owners of utility bonds and 
preferred stocks were not included in the raffle. Somehow 
they had failed to make the assumption that they had any 
right to such special favors. Although they had put in 
their money at the same time as the common stockholders, 
their five or seven per cent return was to stay the same 
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in the coinage of the realm. It was only the common 
stockholders, in some mysterious and unique way, who 
suffered and demanded justice and redress. It was they 
alone who were the widows and orphans in the case. They 
must be reimbursed for any loss in purchasing power of 
their money. No, more than that. They must be allowed 
to take the bitter with the sweet. They must be reim
bursed for all the loss in purchasing power of all the bond
holders and preferred stockholders as well. It must all 
go to them. 

This 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 $2,500,000, to 
pay 7 per cent. The remaining $2,500,000 is in common 
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 claims, the estimated cost 
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 celebrated enormously. They 
were getting $375,000 a year before the decision. After 
the decision they collect $615,000, an increase of 64 per 
cent. 

Bondholders 
Preferred 

Before lhe decision 
(annual 

(equity) return) 
•• $ 5,000,000 $.250,000 

Stockholders •• 2,500,000 175,000 
Conunon stock. 2,500,000 375,000 

$10,000,000 $800,000 
(8%) 

Afler Ihe decision 
(annual 

(equity) return) 
$ 5,000,000 $ 250,000 

2,500,000 175,000 
5,500,000 615,000 

$i3,ooo,ooo $1,040,000 
(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 capita!." U 

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 $7,5°0,000, 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 BuffalQ engi-
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neer placed a $1",000,000 valuation on generator units in 
a power house, which he termed a reasonable estimate of 
what it would cost to build that kind of a unit. The only 
trouble with that was that they were out of use and 
scrapped and that, in the second place, no one had built 
or wanted to build that kind of generator for twenty 
years.1I 

Now this bullying and bulldozing of the commissions 
to the point where they are afraid to start rate cases, where 
they are reduced to secret negotiations with the utilities, 
as the recent chairman of the New York Commission ex
plained, was not accomplished by taking the Supreme 
Court seriously. The utilities have been far from taking 
it seriously. That is their record. Over fifty years ago, 
when the Court held that utilities could be regulated by 
the states, it said that the job of regulation was up to legis
latures, not to the courts. It was called "a legislative and 
not a judicial question" by the Supreme Court. The Court 
repeated itself to that effect several times in the follow
ing years. The utilities were not dismayed. They kept 
bringing suits, insisting on their contention that "due 
process of law" meant the review and possible disap
proval by the courts of any action by the state legislatures 
or their agents. Finally, in IB90, the Court reversed 
itself and held that rate cases had to be reviewed by the 
courts whenever the utilities felt that the rates set by state 
commissions hurt the value of their property. This was 
the beginning of a series of great utility victories which 
led to the present result: the utilities spend time on the 
state commissions only to get a favorable verdict, or to 
delay action. When a real point is involved they rush over 
the heads of the commissions to the Federal Courts. 

While their latest triumph is that of getting the Court 
to say that there was something in their imaginative idea 
of reproducing their plants (and then using such decisions 
to inform the commissions that they were not allowed to 
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pay attention to anything but that idea), they have not 
stopped in their efforts to convince the Court that they are 
right and it is wrong. Their latest concerns the questions 
of fixing boundaries to their imagination. A utility enters 
a town where the roads are as yet unpaved. It digs 
trenches and puts in mains of gas pipe or conduits to 
carry electric wire. Afterward the city, at its own ex
pense, paves these roads and streets. The utility gets into 
a rate case. It tells the Court that if it had to build its 
plant new it would have to tear up the pavement and re
pave it after putting in the mains or conduits. That would 
cost money. The money that it would cost, it says, ought 
to be added on to the amount on which it can now and 
ever after earn an eight per cent return. When the Gas 
Company in Des Moines, Iowa, tried this out on the 
Court in 1915 the Court balked. That was going too far. 
It said there should be no allowances for the merely theo
retical cost of paving over mains. That did not discourage 
the utilities. They have submitted the point several times 
since. No imaginary dollar is too unreal for them to dis
regard. And the Court, having gone as far down their 
alley as it has already done, may yet give in and go all 
the way. Professor Edwin C. Goddard puts it thus: 
" •.• The injustice of increasing the returns to the utility 
because the city at its own expense has laid a pavement 
over utility mains has been recognized by the courts. It 
does not, they say, add to the value of the utility. But if 
cost of reproduction is value then it does add to the value, 
and this may encourage the continued insistence by the 
utilities." 11 

Still another imaginative product, very recently put 
forth, was tried out by the New York Telephone Com
pany with some preliminary encouragement. No doubt it 
will be heard from again in the near future. For that 
company, being permitted to collect rates on an estimated 
idea of what its own huge plant would cost to reproduce, 
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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 
telepho~e cpmpany needed. In 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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would be unthinkable, and there is no good reason why pri
vate companies when they undertake to perform a function 
of the State, which is the situation in the case of the rail
roads, should be given huge profits which are unnecessary to 
induce investment and which the State, if it performed the 
function itself, would not think of claiming." 11 

The second case in which Commissioner Eastman 
pointed out the social expensiveness of this legal utility 
practice involved a Chicago junction. Here the majority 
of the Interstate Commerce Commission felt itself forced 
to allow a rental of $2,000,000 a year on property which 
the companies· claimed was now worth $33,000,000. Of 
this no less than $23,800,000 was made up of claimed land 
values. He said: 

"The provision of the public highways for rail transpor
tation is a function of the State, according to numerous de
cisions of the Supreme Court. If this public work is to be 
performed by private companies, they should be fairly com
pensated . .. But it is not right nor just nor economically 
sound that these private companies should be given, in ad
dition, an opportunity to earn a return upon a further amount 
which does not represent funds which have been invested, but 
which represent increments in the estimated value of prop
erty, particularly lands which they own or use. 

The result of the latter policy is that the community gains 
no benefit whatever from the timely devotion of property to 
public highway use, but must always pay as if the property 
were being acquired anew each year in the most untimely 
and improvident fashion. If the State had itself acquired 
the property originally, a return upon such an increment in 
values would not only never be sought, but in due time the 
original debt would be retired and cease to be a burden. 

Such gradual return of debt is sound and constructive 
public finance, but under the prevailing policy, when a private 
railroad company undertakes the same work, the correspond
ing burden upon the public never grows less, but on the 
contrary continually increases and with menacing rapidity 
where terminal lands in great cities are involved. The no
tion that a policy which produces such results is right, just 
and economically sound is not the product of clear thinking, 
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but rests upon assumed property rights which in truth have 
no solid foundation." 18 

The utilities must be marked up with a great success 
against the public in this· policy of appropriating other 
people's labor. It is neither "right, just nor economically 
sound," but they have forced the commissioners to accept 
it. As the cities grow larger the sum of this appropria
tion, on which we pay an annual return, will grow larger 
and larger. We are made to face the future with the 
burden of our own progress saddled onto our backs. 

4. Appropriating tlte Consumers' Contribution 
It is not only the social contributions of the cities and 

states which the utilities are bent on appropriating for the 
benefit of their common stockholders, it is a large part of 
the direct annual contribution of their consumers. So far 
we have been discussing the cost of money charged by 
the utilities against the consumers, and the amounts of 
money, fictitious or real, on which they are able to force 
an unnecessary return to themselves. Every year the 
consumers pay in a certain amount, as part of their rates, 
to keep the plant furnishing them power and light or tele
phone service or gas in perfect shape. When a generator 
has been used up and the company wants to replace it, it 
has already collected from the consumers a sum large 
enough to pay for the new. generator. Such charges as 
these are allowed by all the commissions, and are usually 
known as depreciation charges. They represent capital 
contributed in rates by the consumers, not raised by the 
companies through the issue of stocks and bonds. 

This sum paid annually for this purpose by the light 
and power users is not small. According to the best fig
ures available it was about $125,000,000 in 1928 and 
about $160,000,000 in 1931.11 It amounts to about 6~ 
per cent of the annual gross revenue. Every year this 
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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 value 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 (21;2 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 not 
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 
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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 vs. 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." 20 

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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to operating 'expenses such annual reserves for retire
ment as they see fit, at the same time that it makes no 
definite provision that these reserves must be deducted in 
the determination of the rate base." 21 

The hope of the utilities is very clear here. It is that 
while there is some danger that they may not be allowed 
to add to the rate base all of the "depreciation reserves," 
they may, by calling them "retirement reserves" and col
lecting them on a slightly different basis from the con
sumers, win the right to appropriate most of them. In 
commenting on this situation in New York State, Pro
fessor Bonbright says: 

"That the danger which we have mentioned is a real one, 
and that the electrical and gas companies may take advan
tage of the opportunities which the danger affords, is indi
cated by the testimony of Mr. Nickerson, Vice-President of 
the Consolidated Gas Company, and also by the testimony of 
Mr. Sloan, President of the New York Edison Company. 
When questioned on the nature of their retirement reserves, 
both of these officials insisted that the property which has 
been purchased by means of these reserves belongs to the 
company just as much as does any of the rest of its prop
erty, and they insisted that this property is entitled to a 
'reasonable rate of return' for the benefit of the stockhold
ers, despite the admitted fact that it had been secured by 
charges to operating expenses--charges which have been 
paid for by the customers." 22 

What can be done in the direction of trying to take 
money that doesn't belong to you, has been laid out in fine 
broad lines by the telephone companies. The Interstate 
Commerce Commission commented that in rate cases be
fore the commissions the telephone companies were con
tending that their depreciation reserves should be disre
garded and only the observed actual depreciation be de
ducted. "It was shown, for example, that one telephone 
company having a depreciation reserve equal to about 30 
per cent of the recorded investment in the property is 
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ontending for an accrued depreciation for valuation pur
loses of no more than 9 per cent; and this illustration is 
ypical." 28 This was a proposal to appropriate not less 
han 70 per cent of the money contributed by the cus
omers. The New York Telephone Company case fur
lishes a good public illustration of the intentions and 
lurposes of the utilities in this matter. 

In this case the Special Master appointed by a Federal 
:::ourt found that there were $71,000,000 in unexpended 
lepreciation reserves, which had been used by the com
~any for extending its plant. He quoted the state commis
lion to the effect "that it is unjust to allow the stock
lolders of the company to get a return on property in 
which they have no money invested, but which is bought 
by the subscribers' money, and thereby depreciation is 
built upon depreciation, and there is every incentive for 
the company to build up large depreciation reserves and 
thereby increase the investment and return on property 
which is being financed by subscribers." With this view 
of the matter the Master was inclined to agree, but said 
that, "The decisions hold that, if unexpended reserve for 
depreciation is invested in the property, the company is 
entitled to a return upon property represented by the in
vestment." Thereupon he allowed an 8 per cent return on 
it, $5,680,000 a year.u The lower Federal Court decided 
that the Master was wrong, but the case has not yet 
reached the Supreme Court. 

This cool attempt to appropriate $71,000,000 at one 
blow drew the comment from Commissioner Bonbright 
that it was "the most extreme instance of unfairness to 
the public" on this question. He went on: "We call this 
situation to public attention because it constitutes, in our 
opinion, one of the most shocking examples of duplicity 
and bad sportsmanship that has ever been perpetrated 
upon the public by any large and reputable public utility 
in this country." The history of the incident is that the 
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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.25 

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 
tis. 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 unnoticed. 

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 
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promotion fees to allied banking and contracting interests. 
Ever since that time we have been paying an annual re
turn on those "get-going" costs. In the early days they 
may have represented as much as ten per cent of the util
ity's entire investment. But since that day there is no 
such situation in most cases. The utilities are constantly 
expanding, and keep on supplying power at the same time. 
Nevertheless, they continue to ask the commissions for 
ten per cent or more of their total investment, to be added 
to the actual or revalued investment so that the consum
ers may be charged a return on it in rates. This claim 
is sometimes called "going-value," and is sometimes based 
entirely 011 the idea of get-going costs, and sometimes on 
the idea of being active and operating businesses-through 
city or state grant of privilege. In the latter case, the 
attempt to capitalize the monopoly right, it is asked for 
over and beyond the get-going costs. 

Here some of the commissions surrendered entirely, 
and did so unnecessarily. Others fought the claim with 
varying success. In New York State the commission 
arbitrarily allowed, in most cases, a going value of one 
tenth of the claimed investment to be added. In many 
other states it is not lower. Thus in Tennessee in 192B 
the commission fixed a value on the Tennessee Eastern 
Electric and its. traction company of $2,725,000. The 
special commissioner appointed by the court allowed a 
going value of $275,000. In the same year the Penn

. sylvania commission allowed the Equitable Gas Company, 
serving Pittsburgh, to capitalize $17,000,000 as overheads 
and, on top of that, $10,000,000 as going concern value. 
The total valuation was $88,602,978, which made the 
going value alone 11.2 per cent. 

What the companies carry on their books representing 
the equivalent of going value, whether in the form of 
"water rights," "intangibles" or "franchises" rarely ap
pears until a rate case is started. The Chief Accountant 
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of the Federal Power Commission, William V. King 
(whom the power companies have been trying to get rid 
of), made a report to the Commission on certain com
panies licensed by the Federal Power Commission. This 
report was to be submitted by the Commission to Con
gress in an attempt to secure funds adequate for its work. 
At the request of one of the companies affected, the 
Niagara Falls Power Company, the report was withheld 
by the Secretary of the Interior. The report cites for that 
company a claimed investment of $77,671,451, of which 
$5.762.143 (7.4%) was for "intangible property," $8,-
718,334 (II.2%) for "over-head costs," and $32,000,000 
for "water and rights," or 41 per cent. He stated: "This 
aggregate ($77,671,451) represents what appears to be 
the claim for 'fair value' of the property which was trans
ferred on the books at the time of the consolidation at 
$34,500,000, and which appears to have represented not 
more than $20.500,000 of actual investment." 28 Here 
an amount which is somewhere between 7 and 48 per cent 
of the total seems to represent a capitalization of "rights." 

Another instance of the very considerable sums which 
companies attempt to add to their actual cost by way of 
capitalization of monopoly privileges was brought out by 
Mr. King in 1930 when the Montana Power Company 
(one of the Electric Bond and Share interests) was at
tempting successfully to get a license for the Flathead 
site in Montana. On the basis of the company's own 
figures he found that they had appraised their tangible 
property at $45,746.598. However, the company added 
to this an item for "water rights, contracts, franchises, 
etc." of $51,49I,26g, thereby. increasing the total valua
tion to $97,237,867. Of this the capitalized rights ac
count for 53 per cent.1f 

Here we have the utilities attempting to capitalize their 
monopoly privileges at anywhere from 7 to 89 per cent. 
Only when the commissions start rate cases are these 
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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 5 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 associated 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 'liS. 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 
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was at variance with the Des Moines decision (Des 
Moines Gas Co. 'lis. 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." 28 

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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for a rude awakening. In fact, some of them seem to 
know it now. 

The extent to which loading has been going on during 
the past few years is being uncovered by the Federal 
Trade Commission in the investigation which followed 
the costly but successful lobby of the utilities to prevent 
the United States Senate, under the leadership of Senator 
Thomas J. Walsh of Montana, from going into the mat
ter itself. Some of it was uncovered by the investigating 
commission in New York State in 1930, some by the City 
Club of New York. Only a beginning has been made 
to date, and it is still too early to say that the average 
write-ups of 80 per cent found so far represent the trend 
for the rest of the industry. 

In view of the great probability that these write-ups 
will soon constitute the base on which the utilities will 
be fighting to keep their rates high, the following figures 
will be of interest to the consumers in such widely sep
arated states as Arkansas, Utah, New York, Louisiana, 
New Jersey, Mississippi, Pennsylvania, West Virginia, 
Tennessee, Ohio, Indiana, Virginia, Michigan, Washing
ton, Texas, Minnesota, Kansas, Nebraska and Florida. 
More than half the population of the country is in these 
states. 

In the table the name given is that of the holding or 
operating company effecting the transaction. In the first 
column is the actual value carried on the books of the 
companies which were bought or sold. When it repre
sents common stock it includes the equity represented by 
surplus. In the second column is given the amount of 
securities issued as purchase price or entered on the books 
of the new company. The third column represents the 
extent of the write-up, the amount by which the new 
capital entries on the books exceed the actual book value 
or first cost. 

In these cases the securities were carried on the books 
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of operating companies, mostly, at $441,246,680. Sales 
or mergers of these operating companies were arranged 
by the holding groups controlling them. When the merger 

TABLE V 

Book Purchase 
Value or Price or 
Actual New Capital 

First Cost Entries Excess 
I. Electric Power and 

Light (Arkansas) ••••.. $30,301.937 $37.272.539 $6,970.602 
2. Electric Power and 

Light (Louisiana) ...... 9.190.757 19.076.594 9,885.837 
3· Electric Power and 

Light (Mississippi) ..... 9,726.966 20.441.510 10.714,544 
4- Buffalo. Niagara and 

Eastern (New York)... 54,878.574 107.836.022 52,957.448 
5· Consolidated Gas (N.Y.) 102,401,398 154,575,000 52,173,602 
6. Rochester Empire (N.Y.) 7,550,082 25,140,284 17,590,202 
'/. Mohawk-Hudson(N. Y.) «.697,535 75,2g6,354 30,598,819 
8. Electric Bond and Share 

~Utah) ............... 6,433,118 29,433,118 23,000,000 
9. merican Power and 

Light (Mont., Wash .• 
Tex .• Minn .• Kas .• Neb .• 
Florida) .............. 55,284,426 123.,/25,358 68,440.932 

10. Appalachian Electric 
(West Virginia, Vir-
ginia. Tennessee) ....••• 72.621.455 139,039,648 66,418•193 

II. Ohio Power Company 
~ Ohio, West Virginia). 14,253,000 17,029,000 2,7,/6.~ 

12. tlantic City EI. (N. J.) 3,483,283 5,(196.057 2,212,774 
13. Scranton Electric (Pa.) 17.35°.976 21,7'/7.303 4.426.327 
14- Indiana and Michigan 

Electric (Indiana, Mich.) 13,0'/3,1'/3 19.031,648 5,958,475 

Totals: $44I.246,6So $795,370.435 $354.125.,/55 
Excess over book value or actual first cost So.o per cent 

or sale was completed the sum of $795.370A35 stood on 
the books of the new companies ready to draw interest 
or dividends. It represents write-ups of 80 per cent over 
the cost carried on the original books. Or. expressed dif
ferently. the present claimed capitalization of these com-
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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.29 

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." ao 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." 81 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 compacy 
allied in interest.8s 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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Committee, and the only consumers' representative, "was 
almost crudely brushed aside at the demand of Mr. John 
A. Garvin, counsel for and director of the Consolidated 
Gas Company," although the Public Committee "was the 
only party in the entire case to consider seriously any 
issue save the mutual satisfaction of the stockholders in
volved." Within thirty days after the C9mmission al
lowed the exchange of stock at over $52,000,000 more 
than its book value, the dividends were increased over 
$7,000,000 annually." 

In Utah the situation was that the Electric Bond and 
Share was the holding company and the Utah Power 
and Light the operating company. Mr. Kenneth A. Mil
ler, Federal Trade Commission accountant, testified: "Se
curities and properties costing Electric Bond and Share 
$6A33,II8 were capitalized by the Utah Power and Light 
at approximately $23.000,000 more than such cost to Bond 
and Share within a period of three months after the trans
fer of such securities to the Utah Securities Corpora
tion." " 

In Minnesota, according to Trade Commission account
ant Mr. Ludvall, the book value of the Great Northern 
Power Company was $13,326.328. After its reorgani
zation it was $33,578,006. This he termed a write-up of 
$20,251,682, amounting to 152 per cent. Including this 
with the various other companies of the American Power 
and Light, again one of the Electric Bond and Share 
group, he found a total write-up as given in the table, of 
over sixty-six million dollars.·· 

The write-ups of several of the operating companies 
of the American Gas and Electric group were gone into 
in some detail Like the others they were accomplished 
through mergers in which all, or almost all of the merg
ing companies were~\ controlled by the holding company 
group, which also h d most of the common, and so gets 
most of the benefi The Appalachian Electric Power 
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Company was constituted in its present form on April I, 
1926. On March 31st the plant and investment account 
carried the seventy-two million figure. The next day it 
carried the hundred and thirty-nine million figure. The 
holding company received from the new operating com
pany $49,438,602 more for the assets it owned than it 
had paid for them.80 In the course of discovering the 
inflation in the Ohio Power Company, operating in Ohio 
and West Virginia, the Federal Trade Commission ac
countants also found that the company had under-reported 
its revenue in 1928 to the Ohio Public Service Com
mission by the net sum of $2,II 1,000.87 The write-up 
of the Indiana and Michigan Electric was allowed by the 
Public Service Commissions of those two states.as The 
Scranton Electric received the approval of the Pennsyl
vania Public Service Commission for its write-up. In 
this the sum of $2,239,537, or about I23/z per cent was 
included for "going value." The Atlantic City Electric 
also received the permission of the New Jersey Commis
sion to effect its write-up.89 

The attempts to stop the establishment of claims such 
as these have been sporadic and, on the whole, feeble, 
outside of California, Massachusetts and Maryland. The 
New York Commission, which has allowed all the big 
companies to engage in the process, recently, after it was 
under fire, refused to do so in the case of a much smaller 
company, the Ticonderoga Electric Light and Power.'o 
The Illinois Commission apparently does the same. When 
things got to the point that a holding company in Maine 
issued $3,000,000 of securities without Commission ap
proval and after that was accomplished asked to be treated 
as a public utility in order to consolidate fifteen operating 
companies, even the Maine Commission called a halt. The 
Maryland Commission recently was confronted by an at
tempt of a purchasing company to put $518,000 on the 
books where the commission's engineer found a reproduc-
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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 the 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 Cumberland 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 companie~ involved the same property and were 
in the interest of ,he Middle West Utilities 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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a write-up of 92.6 per cent. After that there was fudging 
of the accounts, covering up unprofitable transactions, and 
finally bankruptcy. As far as their advertisements go, 
their management fees, their revaluations, there was al
most no difference between the Foshay system and that 
of other companies here described. 

While the utilities and the commissions have excused 
the 'practice of loading the companies with securities hav
ing no relation to the original. investment, on the ground 
that the rates will not be affected, the claim seems as 
specious as the similar one that whatever holding com
panies did had no effect on rates. Apparently by way 
of preparing the ground for the utilities, or giving warn
ing, the Committee on Public Utility Rates of the Na
tional Association of Railway and Utility Commissioners 
recently made a report which seems to throw all such old 
claims into the waste basket. It was composed of rep
resentatives of the state commissions of Indiana, New 
York, North Carolina, Alabama, Tennessee and Vermont. 
It told the other commissioners very definitely that the 
loading of operating companies with securities could not 
be disregarded in rate cases. The language it used was 
that one of the elements to be taken into consideration 
in determining value in rate cases is "the price paid for 
utility property by its owners within a reasonable period 
of the time of inquiry." 

This report which seems to give the lie to all the pre
vious public assurances by the commissions and utilities 
was written and signed by the chairman of the Indiana 
Commission, Mr. F. T. Singleton, after an experience in 
Indiana which taught him a valuable lesson. There a 
utility, the People's Motor Coach Company, became in
volved in a rate suit. The Commission had, in this case, 
previously objected to a security issue by the utility and 
had been silenced by the court. So in the rate case it 
threw up its hands and said it had no option but to accept 
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the value shown by the securities. The language it used 
in the rate case is clear on this matter: 

"Although considerable evidence was submitted at the hear
ings as to the value of the property of the People's Motor 
Coach Company, the fact remains that on November S, 1927, 
the Public Service Conunission of Indiana, by order of the 
circuit court of Marion City, Indiana, authorized the Indian
apolis Street Railway Company to purchase all of the stock 
of the People's Motor Coach Company and to issue $500,000 
of its 8 per cent notes for the purpose of purchasing such 
stock ••• the Commission fails to see how it could, in this 
proceeding, find a lower value at this time for all the property 
of the People's Motor Coach Company. It was ordered by 
the court upon the basis of revenues derived from the ten 
cent fare which is at issue in this cause •.. " 41 

What the Commission said was that the securities were 
issued. They were issued on a basis of capitalized profit. 
The capitalized profit was based on a high charge to the 
consumers. It could not attack the high charge to the 
consumers because it was the basis of the securities. The 
security issue kept the rates high. This was the discov
ery of the Indiana Commission. A situation had been 
created in which it was helpless. It is the contention 
here that the loading down of utilities by such security 
issues, whether it involves an over-capitalization of 80 
per cent or 20 per cent leads always to the same result, 
regardless of the disclaimers of the utilities and the com
missions. 

After that experience the Indiana Commission seems to 
have taken a slightly different attitude from what it did 
in the case of the Indiana and Michigan Electric, men
tioned in Table V. In the case of the Associated Tele
phone Company, in 1928, it said: "If utilities are bought 
at too high a figure a raise of rates is inevitable .... " f3 

In the key case the Indiana Commission had the excuse 
that it was obeying a court. While that does not change 
the economic significance of its action or lessen by one 
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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 ComII,lissioners after the Indiana experience. 
The repre.sentatives 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 othe,. case affecting 
the same property. The amount of bonds and preferred stock 
authorized in a security case must bind, to a preate,. or less 
degree, the commissions to grant rates suffict.ent to pay Ihe 
dividends on securities so authorized. Rates must provide the 
money for such payments." ,. (Their italics.) 

Thus the excess security issues, representing in the 
cases cited before some 80 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. After the 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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)'Fallon case, that the railroads in connection with the 
'\ct of 1920, proposed that the investment account be 
nade the sole element in determination of the rate base.44 

Even more recently, in 1930, the vice-president of the 
New York Edison, on the stand in a rate case stated that 
,aluation must take investments into consideration.u This 
Nas, in effect, a warning to the people of New York City 
:hat now they might begin paying returns on the excess 
~52,173,602 which the Public Service Commission allowed 
:he companies in the merger of 1928. 

Here we have sufficient indication of what has already 
!Jegun to happen and may be expected, under regulation, 
to continue. By overloading the companies with secu
rities the utilities have accomplished a number of things. 
fhey have made it seem more expensive and difficult for 
l11unicipalities and states to buy them out. They have 
llso secured for themselves an alternative to the revalua
tion practice which has been so valuable to them in recent 
~ears. In case prices tumble, as they have done in 1930 

and 1931, and revaluation would mean a lower rather 
than a higher rate base they can now turn to the securi
ties issued and claim that "value found in one case cannot 
be 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 the cost plus system, with which we became so familiar 
during the war. No matter how great the costs are, the 
utilities are allowed to earn them plus a return on their 
real or fancied capital. It is here that our regulatory 
system works backward most brilliantly. Where there 
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is a coIfUnission, alert to check excess profits, the utilities 
are under pressure to increase the size of their operating 
costs and lower the apparent profits. Where the com
mission is not alert they are under pressure to reduce 
their costs only for the benefit of the stockholders.· In 
practically no cases can the commissions step in and regu
late operating costs. This leaves close to half of the 
gross income of the utilities unregulated. 

The importance of this sum can be seen from a look at 
the way the gross income of the industry is divided. The 
following estimate is based on the figure of $1,924,000,000 
gross income for 1928, given by the National Electric 
Light Association,·' and on the percentages for other 
items found to be working in the case of . S2 companies, 
representing 76 per cent of the industry, by Mr. C. O. 
Hardy, of the Institute of Economics. 

Per Cent of Estimated 
Gross Income Amount 

Payments on capital 
Bond interest ••..••••••••••••••••• 15.1 
Dividends ••••••••••••••••••..•••• 9.1 
Balance (undistributed dividends) .. 13.1 

37·3 
Depreciation........................ 6.5 
Taxes ••••• '" •••••••••••••••••••••• 8.5 
Operating Expenses •••••••••••••••• 47.7 

$290,524,000 
175,084.000 
252,044,000 

717,652,000 
125,060,000 
163,540,000 
917,748,000 

Gross Income •••••••••••••••••••• 100.0 $1,924,000,000 

These operating expenses, which apparently passed the 
one billion mark in 1930, are not touched to any great 
extent by the commissions. Nothing short of positive 
proof of collusion and fraud will warrant a commission 
in deciding that the sums paid for coal or copper or other 
supplies have been excessive. It is almost impossible for 
them, handicapped by lack of funds and far behind in 
keeping up with their job on other points, to obtain such 
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proof. The result is that incompetence in maaagement 
is rewarded by high rates. Not only that, but a deliberate 
and purposeful incompetence may even be encouraged. 
Professor Philip Cabot expresses it: ce. • • The system 
puts the management under very severe temptation to 
extract indirect or concealed profits through the operating 
accounts which are so casually glanced at, and the sus
picion with which many of the holding companies, which 
seem to be designed to make such manipulation possible, 
are regarded, indicates that much of this sort of thing 
may be going on.U The discoveries by the Federal Trade 
Commission of the extent to which it is going on will be 
cited later. He says further: 

"If there are any who think that this point of view is fanci
ful and that the dangers here suggested are unreal, let them 
consult any investment banker familiar with public utility 
securities. He will recommend this form of security and 
almost the first advantage that he will urge is that they are 
less dependent than competitive industries upon exceptional 
managerial ability • •• It is easy to understand the bankers' 
affection for the present methods of regulation because it 
works in his favor, but it is hard to see the advantage to the 
customers for whose benefit the scheme was originally de
vised." " 

Here is a heavy blow at the managerial efficiency about 
which the public utility men speak so often and with so 
much self-applause. It can be explained simply by the· 
fact that while the engineers and managers may be the 
best in their world, they are no longer free to pass on 
their social contribution to the public. They are subordi
nates and dependents. The holding company and banking 
interests have the real control and their interest is not a 
professional engineering one. 

Before illustrating what this may amount to in real 
money loss to the consumers, it should be pointed out that 
the utilities have continued until 1931 to manipulate their 
operating expenses through a tricky little point of law. 
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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, w!!re 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 $708,934.48 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 fees $381, for every $100 of actual service given 
the operating company. Another accountant reported that 
the Electric Bond and Share itself had collected in 1927 
in fees $9,373,172, which exceeded the actual cost of the 
services furnished by $4,809,654, or at the rate of $21 I 
for every $100 worth of actual service!O This company 
refused the Commission the right to examine its books. 
On the basis of available figures over the 24 year period 
including 1929 it was reported to the Commission that 
on supervision fees amounting to $51,096,767, there was 
a minimum profit of $30,591,428. For every $100 of 
service, $249 had been collected.~o 

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
ing companies. On these the consumers of the operating 
utility pay an annual return. Some of the general super
vision fees may also be charged to fixed capital and thus 
obtain the right to an annual return. In this second fact 
lies 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 indifference to the consumers. From this false con
tention also is drawn the conclusion that the holding com
panies should be left unregulated. 

There are other ways in which the utilities yield to the 
temptation to be free and easy about operating expenses. 
The record is by no mean complete on this point, since 
it is one which the commissions do not often investigate. 
The Consolidated Gas properties in N ew 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 



106 THE POWER FIGHT 

State Tax Commission fixing the very tax assessments 
he was employed to reduce. The facts of the matter were 
admitted by Mr. Matthew Sloan, President of the New 
York Edison, and recently President of the National Elec
tric Light Association. Governor Roosevelt's appointees 
on the New York investigating commission in 1930 raised 
certain questions in this connection: "'Vhy was the Con
solidated Gas System interested in conniving at the pay
ment of large sums of money tIl Mr. Witbeck on such an 

I obviously artificial basis? There is also the important 
'question as to why the Commission never checKed up to 
find whether such payments were legitimate or not; The 
facts 50 developed press for further investigation. 1£ 
the tax reductions shown in Mr. Sloan's report were bona 
fide they mean in the aggregate millions of dollars 105t 
to the taxpayers of New York City. If the tax reduc
tions prove to have been really fictitious the charging to 
operating expenses of payments to Mr. Witbeck might 
prove in the nature of a fraud. It might be well to get 
to the bottom of this transaction. In any case a system 
which requires the expenditure of over $1,300,000 in 12 
years along the lines indicated could well be modified . 
. . . Valuable information is being withheld. We feel 
that it can only be brought to light by more searching 
inquiry." 61 The matter was promptly dropped when the 
investigating commission went out of existence. 

Another clear instance of the indifference of commfs
sions to operating expenses, true or false, was chalked up 
against the expensive and powerful New York Public 
Service Commission in 1930. The minority of the in
vestigating commission (the majority did not touch on 
the point nor contradict these findings) found that the 
electric utilities in New York City had charged against 
the consumers a certain sur-charge above the regular rates 
because of the high cost of coal during the war years. 
Although the consumption of coal per kilowatt hour was 
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steadily declining the companies figured the sur-charge as 
if it had not declined. The Commissioners said: "At the 
1916 cost of 0.416 cents per kilowatt hour it would have 
cost $76,551,792 for the fuel necessary to produce the 
required amount of electricity. Consequently the actual 
excess in the cost of fuel for the eight years over the 
1916 basis was $35,73°,566. But, according to Mr. 
Sloan's figures, the companies actually collected from con
sumers through the sur-charge $55,7°1,490, or an excess 
of $19,97°,924 over and above what the increased fuel 
cost warranted. In the single year 1928 . . . the excess 
collection was $5,579,240. . . . These facts, we believe, 
contribute another striking example of the way in which 
the utility corporations have undermined effective regu
lation." DB When a commission as well equipped with ac
countants as the one in New York State lets an average of 
almost $2,500,000 a year be charged unnecessarily for 
eight years against the consumers of New York City 
through sheer neglect, some indication is had of what less 
powerful and well equipped commissions are doing. 

In Missouri the City of St. Louis was found protesting , 
to the commission the management fee of $212,000 which 
the Laclede Gas Light Company paid to its holding com
pany, the Laclede Gas and Electric Company; it also pro
tested the fact that the company was buying gas at 22 Yz 
and 25 cents per 1000 feet from an allied company when 
it could manufacture the gas itself at considerably less, 
20.3 cents per 1000 feet.n In 1929 the Wisconsin Com
mission complained of the practice of the Wisconsin Fuel 
and Light Company in charging to its fixed capital ac
counts amounts equal to 10 per cent of the direct charges 
to those accounts representing services of the Interstate 
Fuel and Light Company or the Utilities Operating Com
pany rendered in connection with construction work. In 
1930 the vice-president of the American Gas and Electric 
admitted that the sums they paid a Mr. Glenn Marston 
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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.6I 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." II 

These are only a few cases from the recent years. 
Others were commented on in Power Contro,,,T 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 'Vest 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." 58 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. 58 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." 4T It is the same thing with operating expenses. 
I f 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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8. 'The Managers "on the Spot" 
The popular language has recently created two phrases 

which in themselves tell quite as much about the con
temporary scene as Van Loon's well-known summary of 
American history, "Washington. Jefferson. Lincoln. Go 
up two flights and ask for Joe." These two phrases are 
"in a tough spot," and "on the spot." They come to tiS 

from the world of the racketeer, where force is used vio
lently to preserve that honor which ~s supposed to prevail 
among thieves. 

Not all force is violent, however. When men are 
thrown onto the street, unemployed, no actual violence 
is being done to them or to their homes and families. It 
is an undramatic force that is used on them, but it amounts 
to an almost irresistible pressure to go out and seek work 
at almost any wages. The same sort of pressure can be 
brought to bear on men who do their work in white col
lars and belong to a profession. For all their long years 
of technical training, for all their high standards, for all 
their devotion to the larger social ends, they are in much 
the same position as the workers in overalls. They have 
security only as long as they have the freedom to quit and 
find a job elsewhere. If they have that they can keep 
some of their professional ideals. In the same way the 
workers in overalls can retain some of their union ideals. 
But as soon as they have no other place to go they have 
no security. They are dependent. They become some
thing less than members of a great profession interested 
in using their skill and achievements for the promotion 
of the common welfare. 

This appears to have happened to the engineers in the 
electric power field. The great holding company and 
banking combinations of recent years have created a situa
tion where a man who wants to move forward in his 
chosen field can exercise very little freedom in the choice 
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of the groups he will work for. Any opposition he ex
presses to the policies of the non-professional groups con
trolling the industry will make work for him impossible 
in a very large portion of the industry. To this extent 
the engineer has been "put on the spot." He must be
have himself according to the standards of the controllers 
of the industry or go without his living. 

This applies particularly to those engineers who have 
risen to be managers of companies, and there are many 
in these positions. As subordinates in a large system, 
taking orders at a distance, under pressure to make good 
for the benefit of the holding company owners who bought 
their companies on a speculative basis, they are no longer 
free to pass on engineering efficiencies and managerial 
economies to the public to any great extent. Their in
itiative and enterprise is exercised on behalf of the real 
owners of the business, the proprietary interests in it. 

There is an unfortunate conflict of interest here. The 
professional attitude is one evidenced by researchers in 
medicine who give their discoveries to the world free of 
charge. But the engineers now face the question of how 
their skill and efficiency can most help the banking group 
owning the utility. How can it? Obviously not always 
by cutting rates to any great extent. The holding com
pany gains when the cost of arranging security issues 
is high. They gain when the operating expenses are high, 
for a large share of those expenses goes directly to them. 
They gain when the rate base is larger, for then the 
greater is the return allowed. They gain when company 
assets are written up, following purchases and mergers. 
They gain when a large capitalization of franchises is se
cured in the form of going value. They gain when the 
property is revalued at high prices. They gain when high 
depreciation charges are made and later appropriated by 
the utility. In short, they gain by many things which the 
engineer, in his capacity as a professional man and social 
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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 field 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 
laid 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.eo 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 

t companies and thlj regulatory system together have, it 
cl~eems clear,,J 'JiLt- the engineers in a desperate position. 



THE TRIUMPH OF THE PRIVATEERS 113 

They cannot pass on the public benefits of their work to 
!lny 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 
~f private persons to perform those public functions for 
it for a number of years. It can take over their function. 
[n 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 
:itizens. . 

This is a bad paradox. It was phrased recently by Mr. 
Donald Richberg, whose long study of the railroads and 
~is 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
[less 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." 81 

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 
:heap. 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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Here is one of the most notable weaknesses of the sys
tem under which we are now living. Industry in general, 
and the utility industries in the forefront, are trying to 
accomplish their purposes by conquering professional feel
ing instead of using it. To the extent that they succeed 
they achieve a kind of Roman peace, for the Romans too 
destroyed and conquered and built their empire on sub
missive· and dependent people. 

Some sort of resentment against the position in which 
they are placed may, in an odd psychological way, be ex
pressed in the large sums which some of the heads of great 
concerns have been voting themselves by way of salaries 
and bonuses. When there is no longer any satisfaction 
in functioning in a socially useful way, or when a man is 
caught up in a process which frustrates him in that line 
of action, then he wants to get paid for what he does, and 
get paid to the limit of the market. We have recently 
seen the large sums taken in one year by officials of the 
Metropolitan Ufe Insurance Company. We have seen 
the $3,055,786 paid in 1929 by way of bonuses to seven 
officials of the Bethlehem Steel Corporation. We have 
seen the stockholders charge that in the merging of the 
Duke waterpower interests and the Mellon Aluminum in
terests Mr. Duke arranged a bonus, by a secret agreement 
and without knowledge of the stockholders, of 147,262 
shares at a profit close to $20,000,000. Here are men 
who, if not setting themselves up as worth a payment 
which the business world considers exorbitant, are using 
their positions of trust and power to recompense them
selves for the lack of that satisfaction which others ob
tain from less exorbitant remuneration. 

The frustration of men who, at one time, may have 
thought they were contributing to the social progress of 
their country through their economic activity and now, 
for various reasons, have thrown up their hands, is sig-

\ nalized somewhat ,similarly by the changing ethics of the 
CI, ( 
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business world. There was a time, not long ago, when it 
was considered not quite Hoyle for a manager or president 
of a company to procure himself an additional income by 
holding positions in companies doing business with his 
own company. That time has passed. It was then also 
not considered quite proper for a manager or president to 
profit by his inside knowledge of the affairs of the com
pany through speculation in the company's stocks on the 
market. That time has passed. A great number of sal
aried officials have become mi11ionaires in this way. What 
is now considered unethical is for a manager with inside 
knowledge to sell short on the market. There is nothing 
against his buying on margin all the wants to, but he must 
not use his inside knowledge to depress the market value 
of the shares of other owners of the company. In this 
change is symbolized the passing of the trust officer and 
his replacement by the money-making officer. 

9. A Million Dollars a Day 
The furnishing of public utility service is not a private 

business and those engaged therein are public agents per
forming a function of the state. These essential func
tions of the state can be performed by the state itself 
with money borrowed from the public. Or the state can 
authorize private persons to use their own money and" 
money borrowed from the public. The public business 
is the satpe whether the government selects the men who 
are to run it or authorizes certain private companies to do 
it. The only difference lies, not in the object of exercising 
state authority, but in the method of exercising it. In 
the electric power industry, with some notable exceptions, 
we have chosen the method of authorizing private indi
viduals to operate the public business. They are supposed 
to be engaged in furnishing a public necessity in the most 
economical way possible. Their social usefulness depends; 
on their success at this task. If they 3re not successful~ 



u6 THE POWEll 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. \Ve 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
itiative 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? \Vhat results have 
they to show? 

At present the public is paying at least $x,ooo,ooo 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 contributiO~ and sums that come from the appro
priation of valu added to land by the community's own 
progress and 0 expenditures. They include also sums 
which we pay di ectly for operating expenses in fees that 
carry a two hund ed 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 buyout 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.1 
states to protect them from competition. They have C7 ." 
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stacked the cards against the future consumers by over
issue of securities, and thereby piled up a protection in 

. case revaluation ever ceases to protect their conquests. 
While this was going on the state commissions, with 

some few exceptions have, at the best, been duped, at 
the worst have played partners with them. In the billion 
dollars collected in operating expenses items which gave 
holding companies profits of from 149 to 281 per cent 
have been included. There have been payments to in
siders to get city taxes reduced, charges for coal not used, 
payments of millions to engineers employed to guess at 
rate bases, payments to fight legislative action, payments 
to get editorial support through judicious use or refusal 
of advertising, high payments to construction companies 
allied in interest. The engineers and managers have been 
put under pressure to show results of the kind that are 

. profitable to the holding companies, making it impossible 
for them to remain true social servants. 

These are some of the results of turning over a great 
public business to private companies at the beginning of 
our period of industrial expansion, but the whole result 
can by no means be summarized in the conclusion that 
we are paying at least a million dollars a day more than 
we need to for the service. 

In view of the above, it is little wonder that the spokes
men for the big companies are in favor of continuing 
exactly as at present. They want regulation to go on, and 
fight every chance to improve it. The President of the 
New York Edison, one of the Consolidated Gas group 
whose activities have been touched on from time to time, 
said recently: 

"State regulation of utilities has not broken down or failed. 
On the contrary, it has proved, in my judgment to be one of 
the best examples in our governmental structure of how 
-apably a public agency as free as is humanly possible from 

J 
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politics can deal with important, complicated and frequently 
highly technical matters." 82 

Their proclaimed approval of the present system, 
coupled with a determined fight on every important at
tempt to improve it, simply means, in view of the record 
discussed in this chapter, that these private individuals 
who have been authorized to carryon the public busi
ness, have entirely forgotten their social obligations. They 
have been amazingly successful in disarming the police
men who were set to stand between them and the public 
purse and now they are pointing to those policemen and 
insisting that the consumers are more than adequately 
protected. 

Here is fraudulent intent. In view of this record it is 
nonsense to talk about the companies being restricted in 
their profiteering through regulation. Regulation has been 
a boon to them. They are making far more money than 
a great many unregulated industries which have to stand 
up against competition. If they had been left completely 
unregulated and subject only to competition there is little 
doubt that their rates would be much lower than they are 
today, and their profits would be lower, too. The proof 
of this is very simply shown in their present earnings. 
For the operating companies of the American Gas and 
Electric group the Federal Trade Commission found re~ 
suIts that few competitive industries can equal year in 
and out. The Scranton Electric was earning on its in
vestment in common stock and surplus, in 1923, 34.08 per 
cent, 1924, 35.66 per cent, 1925, 40.13 per cent, 1926, 
49.27 per cent, 1927, 43.10 per cent, and in 1928, elimi
nating the write-up of that year, 38.28 per cent. The 
capital was paid back two and a half times in those six 
years. The Ohio Power Company was earning on its com
mon and surplus, 35.5 per cent in 1926, 39.8 per cent in 
1927 and 51.8 per cent in 1928. The capital was being 
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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 19~8.88 

In the report of the New York State Commission of the 
Public Service Commissions Law, in 1930, the minority 
commissioners cite figures showing excess returns. They 
were calculated 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 "56 out of 75 
electrical properties, or roughly 75 per cent of those sub
ject to the jurisdiction of the Public Service Commission, 
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 the 
companies. There were 34 properties out of the 75 with 
profits of more than 10 per cent and 30 of them showed 
a return of more than 12 per cent. In the group making 
more than IS per cent we find IS 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." 64 -

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." 6D 

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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had found in 1929 that 39 companies were earning over a 
7 per cent return on that basis, including write-ups, 16 of 
them over 14 per cent and 7 over 20 per cent. He com
mented: 

"In this connection it should be noted that the Commis
sion knew that the depreciated fixed capital of the electric 
companies including write-ups was $937,928,906, and that 
the operating income alone was $86,779,697, or a 9.2 per 
cent return; an excess over 7 pe~ cent of $21,124,674. At 
that time known write-ups amounting to $80,273,136 had 
been added to the depreciated fixed capital. When these 
write-ups are deducted the fixed capital depreciated be
comes $857,655,770 and the rate of return becomes 10.II 
per cent, an excess over 7 per cent of $26,743,793. This 
excess is a 7 per cent return on an investment of 
$382,054,186, which is 45 per cent of the depreciated fixed 
assets less write-ups. 

"The essential figures for 1930 (Oass A and B e1ec
tries, excepting the Pennsylvania Power Company, whose 

. report had not been received by the Commission up to 
May 13, 1931) are: 

Depreciated Fixed Capital Less Write-ups .• $936,274.926 
Adjusted Gross Income.................. 97,403.658 
Excess over 7% Return.................. 31,864.414 
Capitalized Excess at 7%................ 455,205,914 
Ratio of Capitalized Excess to Depreciated 

Fixed Capital less Write-ups.......... 48.62% 

"The significant fact is that in a year of low prices such 
as 1930 the Commission allowed excess earnings close to 
thirty-two million dollars. To justify these it would have 
had to grant the companies allowances for going value, 
working capital and reappraisals amounting to 48.62 per 
cent of the total, a sum of $455,205,914- This sum would 
presumably be larger if the Pennsylvania Power Company 
were included. 
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"A similar situation ~pparently exists in the natural gas 
industry. Adopting the Commission's rate of 7 per cent. 
calculations show excess earnings in 1926 of $7,626,665. 
In order to justify such a return the Commission would 
have had to add the sum of $108,952,357 to the depre
ciated fixed capital of the plant for going value and re
valuations, an increase of 87 per cent. After 1926 there 
were write-ups of $18,216,806. Excluding those write
ups and two companies showing deficits, those which made 
a profit show an excess over 7 per cent of $6,843,856. 
In order to justify such a return the Commission would 
have had to add the sum of $97,769,371 to the depreciated 
fixed capital of these companies, an increase of 79 per 
cent." 88 

What the Federal Trade Commission has begun to 
show for those companies it has investigated can also be 
seen, more roughly, from the reports furnished to the 
financial manuals. From them it is not possible to dis
cover how much capital was actually invested in the com
mon stock, but on the basis of the amount carried on the 
books as representing the value of the common stock, all 
of the following companies earned over 20 per cent, and 
up to So per cent in 1929, including the· year's dividend 
and the year's surplus: the Los Angeles Gas and Elec~ 
tric, the Rochester Gas and Electric, the Buffalo General 
Electric, the Knoxville Power and Light, the Nebraska 
Power, the Duquesne Light of Pittsburgh, the Ohio Edi
son, the Milwaukee Electric Railway and Light, the Po
tomac Edison, the Dayton Power and Light. The list is 
by no means complete.ar 

When a record like this can be rolled up twenty years 
after state regulation began it is about time to admit that 
no matter how legal the various moves of the companies 
have been, they result in an unnecessary expense of huge 
sums to the consumers. And the unnecessary payments 
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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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CHAPTER THREE 

THE CONQUERED CITIES 

I. The Growing Function of the Cities 

OUR cities are very slow in forgetting that they were 
once agricultural towns. They received their first 

delegation of power from the states at a time when the 
political philosophy of America was pure individualism, 
and when that was more than a vote-catching battle-cry 
uttered looking backward. The right of the strong to be
come stronger and the rich to become richer was accepted, 
and with it went the condition that the government should 
have no initiative. Meanwhile the country was becoming 
industrial. Factories and business houses were set up. 
The great movement from the farms to the cities got 
under way. The cities became crowded, were forced to 
expand, to spend huge sums in educating, transporting, 
furnishing water, parks, sanitation, police and fire pro
tection and a hundred other services to the new com
munity. 

On the whole it is very slowly that the cities have organ
ized to perform efficiently the new social services devolv
ing on them in the industrial age. They are mostly like 
"Middletown," still organized along the lines of a small 
town government instead of a great business enterprise, 
still dividing the functions of officials along arbitrary ward 
and borough lines and paying, generally, little for the men 
they employ. Like the Constitution of the United States 
which still remembers the day when it took weeks to travel 
from Boston to Washington and consequently allows a 
year to pass before a newly-elected Congress assembles, 

J2.7 
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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 m~y 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.1 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
inS' voters. l1rls is a handicap no efficient {lrivate business 



THE CONQUERED CITIES 129 
is subject to. In nine states a two-thirds vote is necessary 
to carry a bond issue, California, Georgia, Idaho, Ken
tucky, Missouri, New Mexico, North Dakota, Ohio, and 
Texas. In four more a three-fifths majority or over is 
necessary: Michigan, Nebraska, West Virginia, and South 
Dakota (petition of five-eighths of the voters is neces
sary). 

Although the National Municipal League, which 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 self-supporting 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, a determined opposition from 
the utilities affected. In San Francisco the opponents of 
the bond issue by which that city hoped to buyout the 
local light and power systems in 1930 stressed the fact 
that the city was within $89,000,000 of its bonding limit 
and if $85,000,000 of power bonds were issued there 
would be no money left for the many other civic enter
prises needed. There was also insistence on the need of . 
spending some fifteen to twenty-five millions to acquire 
the competing privately owned street-car system. With 
such arguments they were able to persuade the one-third 
of the voters necessary to defeat the power bonds. But 
these tactics, often engineered by the utilities, are nothing 
new. They were busy back in 1913 defeating a bond issue 
for a light plant in Kansas City, Kansas. In several 
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 through munici
pal bonds. In Pasadena the Southern California Edison 
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not only fought the bond issue in the elections but took 
the city into court. In Public Ownership on Tfial, Bird 
and Ryan lay the blame for three years' delay in starting 
the municipal plant in Los Angeles to the power tom
panies and their litigation and political influence.1 Speak
ing of that city they say, "Obstructive litigation has proved 
a most adroit and effective method of sabotage against 
the Los Angeles municipal system, and a total of more 
than thirty law suits, brought directly by the private 
power companies, or by dummies using company attor
neys, or by friends, have been directed against the Power 
Bureau." 8 In concluding their study of the California 
cities they comment: "The right of a municipality to ac
quire or improve a plant without undue expense or delay 
should exist in fact as well as in theory. So long as the 
issuance of bonds for such purposes can be vetoed by a 
one-third minority influenced by customer-ownership cam
paigns and company propaganda, municipal ownership will 
continue under a severe handicap. The financing of self
sustaining municipal utilities should be distinguished from 
the incurring of general indebtedness which must be met 
by taxation." 6 • 

This, then, is the situation: more than half of the states 
of the country do not leave their cities free to engage in 
public service if that involves bonding themselves for 
more than 10 per cent of the value of all their real prop
erty. Only eleven states allow what is common business 
sense, the issuance of bonds based on revenues from self
sustaining utilities. In many cases the usage of having a 
large proportion of the voters pass on each issue makes 
their defeat by opponents easy. 

3. Gentlemen axd Professionals 
During the past thirty years a very considerable num

ber of public-spirited citizens have engaged in the attempt 
to secure good government at cost in the cities. What 
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has been accomplished is not inconsiderable, but the adap
tation of city machinery to the crowded industrial age 
still has wide gaps. Another Lincoln Steffens could still, 
in the 1930's, write another Shame of the Cities. Much 
of the fighting against the forces which stood to gain by 
the weakness of city governments was done by amateurs 
and gentlemen. They fought when an issue presented 
itself out in the open. Opposed to them were the pro
fessionals of the contracting firms and utilities who did 
their very best to keep issues from seeing the light of day. 
In the unequal contest the professional soldiery won more 
often than they lost. 

The restriction on the bonding limits of the cities was 
only one of their victories, and in it they had many inno
cent allies. The cities soon found that they were tied up 
in many other ways and unable to move. 

The story is not new. Back in 1914 Mayor Carter Har
rison of Chicago was telling the American Academy, 
"Take away private ownership of public utilities and you 
will have removed one of the principal causes of and in
centives to corruption, to the seeking of public office for 
the purposes of corrupt gain, to commercialism in poli
tics." I At the same time Newton D. Baker, then 
Mayor of Cleveland, was saying, "The adversaries of 
municipal ownership are claiming that municipal utilities, 
public utilities, ought not to be in politics. I have had 
thirteen years of perfectly joyous experience on that sub
ject. I have been for thirteen years combating public 
utilities in Cleveland. Every campaign in these thirteen 
years, no matter how remote its issues might be from 
public utilities questions, I found the forces of the public 
utilities engaged in politics." Going even a little further 
back we find the Toledo Ncu's Bee, which has no his
tory of flaunting the red flag, commenting on Tom L. 
Johnson's experiences as Mayor of Oeveland, "The mod
ern public service corporation is the most desperate and 
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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. 
Louis 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. 

The 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 1 have .contacted during my brief acquisition experi
ence can'onri f,e handled through the 'oiling 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 Pltrpose of the Commissions 
The good government literature of the day, before 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 $u6 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 regula,tion 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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the Public Utility Act would stop this tendency, and it 
has." • 

This is a bit of twentieth century history which has 
been somewhat neglected. More often than not it is as
sumed that state regulation was always a great public vic
tory over the utilities. We have seen in the previous 
chapter how far that regulation has gone astray from its 
function. It is even more significant to notice how it 
cramped the powers of the cities to protect themselves. 

S. Cancelling the Franchise Power 
With the establishment of the state commissions the 

powers which the cities had previously exercised, largely 
through franchises, of regulating the utilities, were trans
ferred to them. At first the cities did not realize what 
was happening. Later they were to see the concessions 
and payments they had wrung from the utilities wiped out 
by the state commissions. 

When that occurred there was loud. but largely futile 
indignation. The statement of Professor Charles E. Mer
riam of Chicago University, who was at the time active 
in Chicago municipal affairs, is typical. He said in 1914: 
"The City of Chicago was the victim in 1913 of as daring 
a raid as a private crew ever made upon a rich and de
fenseless city. . . • The home-rule article was taken out 
of the bill creating a Public Service Commission in Illi
nois ... [which] swept away most of the powers Chi
cago had slowly wrung from the state legislature through 
a long series of efforts, and snatched away the hope of 
adding others ... passed in the interests of the public 
utility corporations, and was the crowning climax of the 
corporation legislation of our state." 10 In 1919 the Illi
nois Supreme Court was saying that the municipal au
thorities of Illinois had never been clothed with power to 
fix, by binding contract, rates for any definite term of 
years.l1 A year later Chicago insisted on its right to en-
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force its franchise terms on the street railway lines, was 
taken to court and told by the Supreme Court of Illinois 
that "the General Assembly has never conferred upon any 
municipality power to make inviolable contracts for rates 
for a public utility." 11 In the same year Judge Wade of 
the United States District Court was refusing to dissolve 
a temporary injunction restraining the city of Des 
Moines, Iowa, from enforcing its ordinance rate for gas 
service against the company, many other courts-although 
not all-were also declaring that when the state took over 
the regulatory powers the city powers were thereby, in 
effect, cancelled, and the utilities freed from the major 
responsibilities that had been laid upon them.18 This was 
a hard blow at the cities. 

In several states the cancelling of city victories by turn
ing regulation over to the state commission was accom
panied by an arrangement called "the indeterminate per
mit." On its face this was a franchise granted by the state 
commission in order to avoid the disadvantages to the cities 
of perpetual franchises and the disadvantages to the utili
ties of short-term grants. In Indiana, Minnesota and 
Wisconsin it provides that the grant shall end when the 
city authorities desire, but on condition that the city 
thereupon buy the plant at a cost fixed by the state com
mission. It has effectively prevented any competition by 
other utilities or by public plants, although such competi
tion is permissible. The guaranteed right of a munici
pality to purchase does not, however, necessarily mean a 
simple and expeditious transaction. The city counsel of 
Racine, Wisconsin, Judge R. R. Burgess, described the 
process of taking over the private waterworks there. No 
sooner had the necessary application for a valuation been 
made to the Commission than a taxpayer instituted suit, 
claiming that the legal procedure was wrong, and asking 
that the city be enjoined. The Circuit Court dissolved 
the injunction. The matter was then appealed to the State 
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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.It 

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 
shaIl pass any law impairing the obligation of contracts, 
the old franchises stiIl 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 on~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 
buyout 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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at cost plus the amount by which net earnings were be
low ten per cent. That was a very liberal contract which 
the city made for the invaluable privilege of using the city 
streets. The utilities immediately arranged a series of con
struction and subsidiary companies which ran the con
struction costs way up. The Roosevelt appointees to the 
1930 investigating commission reported that "every device 
has been used to inflate the investment and keep the rate 
of return down so that the City, if it wanted to recapture, 
would have to pay a large accumulated back deficit." 11 In 
1916 the City brought suit for an accounting, and seven 
years later, in 1923, was informed that the actual costs 
of the comJuit (including all the charges of the subsidiary 
construction companies), were over $53,000,000, and that 
there were arrears in the 10 per cent earnings of over 
$17,000,000, making the total cost of acquisition to the 
City $71,000,000. The Commissioners mentioned com
mented: "This figure was probably excessive, but it would 
seem that even at that price it would pay the City to acquire 
these conduits under the old contract. Their ownership 
constitutes a monopoly control of the means of transmis
sion for both high and low tension service. If the City 
owned and completely controlled the conduit systems it 
would not only derive income from the rentals, but, of 
greater importance, by using its contract power it could 
lay down certain rates as conditions to using the conduits 
and so could control the cost of electricity and telephone 
service to its citizens." They also pointed out that the 
City would need these conduits if it were to try municipal 
competition as a means of keeping down the rates. 

7. No Expansion Allowed 
One of the conditions of success has been expansion. 

Here is where the cities have been held back most effec
tively. They have not been allowed, in most cases, to 
expand their service outside of the city limits. The result 
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of this limitation has been almost as severe as the bond
ing limitation. Private plants were allowed to serve the 
villages surrounding a city, and when these were taken 
into the city, or even when they were not, the city found 
its own field of growth limited. 

In half the states the cities cannot expand beyond the 
city limits. In some of the twenty-four states where they 
can expand beyond there are limitations which make the 
permission of little value. In some of them it amounts 
only to owning a plant outside the city limits. In several 
others they are allowed only to sell "excess power" out
side the limits. In still others they may sell outside but 
not construct lines. In still others they may sell outside 
only in case the villages there own their own plants. In 
short the city plants have simply not been allowed to ex
pand as private plants have been allowed to do. 

8. Attempts at Competition 
A considerable number of municipalities are served by 

both municipal and private plants. The extent to which 
municipal plants have succeeded in reducing rates will 
be considered later, but it is important to note here the 
inequality of the competition. Private plants have been 
allowed to expand freely. Municipal plants have been 
kept inside or very close to their own city limits. The 
result is that private companies not infrequently can cut 
rates in cities where they are in competition with munici
pal plants, meanwhile making their remaining territory 
foot the bill. 

This has happened in several cases. The latest is in 
Georgia. In 1930 a county in that state with a popula
tion of 20,000 developed a waterpower plant of 15,000 
horsepower and opened for business on August 1st. Their 
bond issue met the usual opposition and delay. When 
the plant opened it offered rates ten per cent below those 
of the Georgia Power Company, which operates through-
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out the state a~d 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. Fi fty 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.tO 

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." 17 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 50 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 
So 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 30 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 payoff the 
$700,000 invested in the plants, so that they are today 'velvet,' 
as it were, as far as the people of Omaha are concerned. It 
\\.1S our position from the beginnin~ 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 apd 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 whoIIy impossible and the ulti~ 
mate destruction of its competitor at that point unavoid
able." 19 Here 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 tum it over to the city when the profits re
paid the cost. It started with a 9 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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the municipal . plant at Salem, on the ground that the 
burden fell on consumers in other parts of the company's 
territory.l° In Oregon the commission seems to be chang
ingits policy a little and allowing competition where the 
rates are very high. 

A picture of the difficulties of municipal plants com
peting with private companies which can make outside 
consumers pay the bill is given by Bird and Ryan in 
Public Ownership on Trial!l At San Diego the Southern 
California Edison was charging 15 cents per kwh. and 
the municipal plant began with an 8 cent rate. 

"These years of competition made municipal ownership his
tory. A rate war with political complications provides the 
thread of the narrative. When the city placed the first unit 
of its street lighting plant in operation the company dropped 
its rate from IS to II~ cents ..• The company then offered 
a flat rate of $1.25 a month for domestic lighting. The city 
council' put a stop to these tactics by requiring the sale of 
energy by meter measurement. The company immediately 
filed a new schedule of rates lower than that of the city. 
The city. following a policy of making its plant pay its way. 
continued its 8-cent rate until earnings justified a reduction 
to 7 cents. Whereupon the company reduced its charges to 
5 cents. Citizens who remembered the 15-cent rate .•• con
tinued to patronize their own plant. • . . This support made 
possible a further reduction to 5 cents. . . • The company 
immediately reduced its base rate to 4 cents with the an
nouncement of willingness to go further if necessary •••• 

This last reduction by the company. while it was charging 
much higher rates in neighboring communities, led to con
sideration of the situation by the state Legislature. The Leg
islature adopted the Unjust Competition Act prohibiting the 
furnishing of electrical energy in one community at discrimi
natory rates which would affect other communities. . • • 

With resulting equalization of rates between the city and 
the company, the last six years of competition degenerated 
into guerilla warfare for customers. In some years the city 
would connect approximately 2,000 customers and lose 1,000 
to 1.500 through the efforts of the company's solicitors. The 
gain always favored the city and by 1920 it was serving 
12,000- consumers to the company's 4,000;' but such compe-
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tition made the development of business unnecessarily ex
pensive." 

Most of the state commissions do not allow competi
tion, however, and the result is that the cities have no way 
of protecting themselves except by appealing to that proc
ess of regulation which has been seen to afford so little 
protection. 

9. Capitalizing the Triumph 
Through these various restrictions municipal ownership 

has often failed to expand. Many towns and cities found 
that they needed the limits of the bonding rights for other 
public improvements. Others found that, unable to ex
pand, they were unable to install new machinery and 
charge rates in competition with the private super-power 
systems. In some cases they sold or abandoned their 
generating system, keeping their distribution systems. In 
still other cases they sold both systems to private com
panies. What the cities experienced in part through re
strictions laid on them and in part through advance in the 
arts of the industry which the restrictions made it impos
sible for them to use, the small private plants also ex
perienced. 

Between the census years 1922 and 1927 for every 
municipal plant going out of existence there were three 
private plants doing the same.21 

In spite of this fact and of all the barriers put in the 
way of municipal growth and expansion, the electric 
power industry has done its best to spread around the 
claim that municipal ownership is a failure, and that 
it is a failure because of what they describe as "political 
interference." This is rather shameless suppression of 
truth. It is much as if the advocates of municipal own
ership attempted to circulate the story that private own
ership was a failure because three private plants went out 
of existence to everyone municipal plant that did so. Yet 
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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 cities 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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of the United Gas Improvement Company in which you 
appeal to them to vote against Gifford Pinchot for Gov
ernor of this State because of his attitude toward public 
utilities. The sole purpose of this letter is to intimidate 
the voters of this State by creating in their minds the 
fear that the dividend on the stock which they hold in 
your company would be endangered should he be elected 
Governor of the State of Pennsylvania. As a holder of 
both your preferred and common stock I resent this as a 
vicious and sordid use of the power lodged in your hands 
by reason of the position which you hold as president of 
the United Gas Improvement Company." 

Certainly the utilities and those who worked with them 
either purposefully or blindly have won in the struggle 
with the cities in most states. The cities are and remain 
hampered in their endeavors to secure the fulfillment of 
their needs without profit to outsiders. Where their po
litical machines are strong the utilities have treated the 
cities as feudal acquisitions. In the language of the Su
preme Court of Nebraska, they may be said to have 
adopted a policy of intimidation-diplomatic, but no less 
effective, forcible and efficient in accomplishing their de
sired objects. 
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CHAPTER FOUR 

NATIONAL DEFENSE LINES 

I. The Federid Waterpower Defense 

I T has been our habit to erect our defenses against the 
utilities a little belatedly.· The power companies had 

grown beyond the boundaries of the individual cities be
fore the state-wide defenses, the regulatory commissions, 
were set up. They have long since grown beyond the 
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 the De
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.1 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 2AB9,978 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 ~vernment retained ownership of the 

1'18 
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Naterpowers on navigable rivers and could take them over 
[or the benefit of municipalities or states desiring to de
~elop them at the end of a fifty year license period. The 
)rotections laid down were three: I. 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 
~liminate revaluations, so popular with the utilities under 
it ate regulation, and the issuance of securities not based 
)n sums actually invested. It meant that the companies 
lad to report all additions to plant under license from 
:he Federal Power Commission, and also all expenditures 
nade 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 
itate commissions involved had not been granted sufficient 
power to regulate such securities. 3. The third was reg
llation 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 
i)f excess profits in the form of higher license fees, a form 
)f excess profits tax. 

What use has been made of these three powers to pro
:ect the present consumers? The answer, given by the 
Federal Power Commission itself, is "almost nothing." 
[n its 1928 report it states, on the first point (prevention 
)f the inflation of pre-license costs), that it has settled 
~21,851,OOO of such claims, but that $275,000,000 stand 
Llnsettled. 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 
so), 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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ported that while it has· acted rapidly in authorizing the 
development of new waterpowers, it had not been able 
to perform the other duties "which related primarily to 
the protection of the public interest in the waterpowers 
so licensed." II 

The admitted failure of the Commission to use its 
powers to protect the consumers led to criticism. The 
point was made that its three heads, the Secretaries of 
War, Agriculture and the Interior were active party poli
ticians and responsive to the· considerable political power 
of the electric power companies. . The Commission itsel f 
pleaded that it had been kept practically helpless through 
insufficient appropriations. It said in 1928: 

"Neither sufficient "time nor qualified employees were avail
able for inquiring into the financial arrangements of appli
cants, the cost of construction of their projects, or the items 
which they were entering irito the fixed capital accounts of 
their projects, aU matters upon which costs to consumers are 
so largely dependent." 

It is true that the Commission has been hampered in 
not being allowed sufficient workers to handle the great 
task which it was supposed to do. Whether this ham
pering was done intentionally or as a sincere part of the 
penny-wise pound-foolish economy which characterized a 
large part of the period of its activity, is a matter of 
opinion. Since 1920 it has persistently asked for more 
employees, and for the freedom to hire them directly. 
Both of these requests have been refused by Congress. 
The result is that the Commission was dependent on em
ployees assigned to it from the three departments of Ag
riculture, War and Interior, who were always subject to 
recall to their own departments. Not until 1929 were 
funds directly appropriated for 29 employees. 

Some evidence is available as to the causes for such 
hampering of the Commission. In 1928 its request for 
n;,'lre employees wasjdefeated in the House of Representa-



NATIONAL DEFENSE LINES 151 

tives by II votes. Later it was brought out that this 
defeat was really caused by one of the power companies, 
the Niagara Falls Power Company, with the aid of the 
Secretary of War. The Commission had prepared a 
statement showing the extent of the problems before it, 
the sums involved in the claims of the various power 
companies which the Commission was challenging. The 
Niagara Falls Power Company was one of them. One 
of the reporters for the organ of the electric power in
dustry, the Electrical World, managed to see the report. 
News of the matter was thereupon received in Niagara 
Falls. The Secretary of War was approached. The 
statement showing the claimed inflations was then, at his 
request, not presented to Congress, and the Commission 
was thereupon refused the additional employees necessary 
to challenge those claims. This held the work .back very 
definitely. The first result was that the Commission sus
pended its orders to the licensees to report on the secu
rities they were issuing. This was a complete surrender 
on one of the three protections. The excuse, insufficient 
staff, may have been valid. The cause for its being valid 
was the Niagara Falls Power Company and its associates. 

The report suppressed at the instigation of the power 
companies was later made public by the Senate Committee 
on Interstate Commerce in its hearings under Senator 
J ames Couzens. It is valuable in indicating the work th,. 
Commission might do it if were left free. It is also cQ!
roborative evidence of some of the methods of the utili{i;~ 
described in Chapter Two. The Niagara Falls £~wer 
Company was given a license in 1921 coveril}g..j~2A50 
horsepower, and for an addition of 21£XjOO ho-;'sepower 
The license provided for finding the cost of the plants' 
The Federal Power Commission trtd to establish thes~ 
costs. Its report, in the language of/he suppressed memo
randum, "could not be completed beause access to certain 
records of the constituent compars was refused. The 
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examination ~isc1osed 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 hot represent actual investment 
either by the company or by its predecessors." a 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 Oiff Electrical Dis
tributing Co. The last-named company had been organized 
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 distributing 
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 securities 
of public utility corporations. It was presumably 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 

o ~ the transferor for approximately $422,000. The transferee 
pa . d for the properties $500,000 in bonds and $250,000 in 
sto ks, or $328,000 in excess of book costs to the transferor, 
an in -:rease of 78 per cent." 

In 19ro"th~ st?Ckholders of this Hydraulic and Manu
facturing Company organized s!ill another company, the 
Hydraulic Power 0,. The assets of the former stood in 
that year at $3'973'~' "The new corporation set up on 
its books under the ption 'Purchased Property' as an 
asset item, $15,771,2 ,or nearly $12,000,000 in excess 



NATIONAL DEFENSE LINES 153 

of the amount carried in the fixed capital account of its 
predecessor. 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 had aggregated $4,395,245, an increase of 282 per 
cent."· The Federal Power Commission found still fur
ther inflation in some construction costs, bringing the 
total to $14,000,000 out of an aggregate property invest
ment in 1918 of $34,500,000. 

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 of its 
claims." The company did transmit an appraisal show
ing: 

Tangible fixed capitaL .............. . 
Intangible property .................. . 
Overhead costs .............•......... 
Water and rights ................... .. 

$31,19°,974 
5,762,143 
8,718,334 

32 ,000,000 

$77.671.451 

The report of the Commission which was suppressed by 
this company with the aid of the Secretary of War said: 
"This aggregate represents what appears to be a claim 
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 more 
than $20,500,000 of actual investment." There have been 
additions to the properties since then in which the Com
mission found many questionable items. It puts the dif
ference between actual cost and "value" claimed by the 
company on the theor) that it is allowed to revalue its 
property, at $46,000,000, the sum of the items of "in
tangible property," "overhead costs" and "water and 
rights," not including the $14,000,000 of earlier inflations. 
The total is $60,000,000. In its suppressed plea for more 
employees the Commission said that the costs to be estab-
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lished would have to be fought through the courts and 
that the Commission was without adequate staff to do 
this. "To do so without technical preparation and with
out experienced legal assistance would be foolishly to risk 
scores of millions of dollars, for the amounts finally de
termined in these proceedings will be the amounts which 
the United States would be required to pay if it ever 
exercised its option to purchase at the termination of a 
license. They are likewise the amounts which would serve 
as a rate base if the Commission ever exercised its au-
thority of rate regulation." ' 

In 1926 the development of Conowingo was authorized, 
and the Commission, together with the Pennsylvania and 
Maryland Commissions, prevented an over-issue of secu
rities. The pre-license costs have never been agreed to, 
however. Out of a total pre-license costs of $7,246,832 
claimed by the various companies involved in the project 
"$3,443,708 appeared not to be a proper charge to the 
project, and the balance of $712,870 was doubtful." An
other example was the Chelan Electric Company in the. 
State of Washington. Acting in its behalf the Washing
ton Water Power Co. claimed $516,600 in pre-license 
costs, alleging that this was the compound interest on 
certain preliminary expenditures running over nineteen 
years. No evidence was presented to show that it had 
actually been paid to anybody. "There have been many 
ot!~er cases where accrued but unpaid interest charges 
comprise a very substantial part of alleged pre-license 
costs." Still another case happened in Minnesota. The 
Minnesota Utilities Company acquired certain rights in 
the Winton development for $48,000, and entered them 
on its books at $300,000. In 1923 American Power and 
Light (an Electric Bond and Share company) acquired 
these rights. The licensee, the Minnesota Power and 
Light, a subsidiary, bought them from its holding com-
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pany for $534,500. Thus by re-sales among allied com
panies the "cost" had been driven up from $47,000 to 
$534,500.' 

The attempts of the power companies to write into 
their accounts various fictitious expenditures have not 
taken place only in New York, Marylan!1, Washington 
and Minnesota. The Commission's accountants report 
involves the Alabama Power Company, formerly one of 
the chief bidders for Muscle Shoals. A joint examina
tion of the records was made by the Federal Power Com
mission and the Alabama Public Service Commission. 
"The total cost of the Mitchell dam project is shown 
on the books of the power company as $10,g68,000. It 
is doubtful if more than $7,000,000 of this amount can 
be considered as actual legitimate cost." The develop
ment on the Saluda River in South Carolina was accom
panied by very large payments to the holding companies 
for engineering services as well as excess capitalization 
of water rights. On the former score the holding com
panies proposed to take $1,250,000 and on the latter score 
$1,035,000 "representing alleged values which probably 
cost less than $100,000." 

Activities in' South Carolina have also interested the 
Commission. In September, 1930, it sent to the Carolina 
Power and Light (an Electric Bond and Share subsidiary) 
a preliminary accounting report, cutting the sum of $779,-
329 from its claimed pre-license costs of $924,850. In 
other words it stated that the actual legitimate expenses 
were about $145,521, instead of being over five times as 
much. Most of the eliminated sum represented claims for 
land and water rights. The development involved was 
the Pigeon River. The group of that name is a company 
which has played a considerable part in the financial ma
nipulations of the Electric Bond and Share in the South. 
According to the Federal Trade Commission reports the 
National Power and Light secured control of the old 
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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 $22,048Aoo."· 

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 $22,048Aoo 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 OF 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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as pre-license· costs." The company claims $II ,032,8.16 
under this head. The Chief Accountant of the CommIs
sion, Mr. William V. King, states that $6,387,731 of that 
amount is irregular and unlawful. The report says: "The 
book costs of this project are probably inflated by not 
less than $4,000,000 and possibly by much more. Vouch
ers and other original records in support of less than 
$5,000,000 of total book costs have been furnished for 
inspection. More than $6,000,000 of alleged costs is rep
resented merely by entries on the books and is unsup
ported by evidence of expenditure or cost. Original rec
ords necessary for determining costs are supposed to be 
in possession of H. D. Walbridge and Co., but access to 
them has been refused." The Court, however, upheld the 
Commission. 

Further attack on the Federal Water Power Act has 
been made by the Appalachian Electric Power Company, 
some of whose financing has been described in Chapter 
Two. This company desires to develop a waterpower on 
the New River, a tributary of the Kanawha, in West Vir
ginia. The question raised is whether the tributary of 
a navigable river can be considered as part of that river 
system and as such under Federal control. The law states 
that navigable waters are 

"those parts of streams or other bodies of water over which 
Congress has jurisdiction under its authority to regulate com
merce with foreign nations and among the several states, and 
which either in their natural or improved condition. notwith
standing interruptions between the navigable parts of such 
streams or waters by falls, shallows or rapids compelling land 
carriage, are used or suitable for use in the transportation of 
persons or property • • • including therein all such interrupt
ing falls, shallows or rapids, together with such other parts of 
streams as shall have been authorized by Congress for im
provement by the United States or shall have been recom
mended to Congress for such improvement after investigation 
under its authority." 
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While this language seems to be inclusive, Attorney 
General Mitchell has delivered an opinion in which he 
holds that the rights of the Federal Power Commission 
to retain jurisdiction over tributaries to navigable rivers 
are limited. I f this opinion holds, a considerable number 
of power companies are expected to seek cancellation of 
the licenses they have received frolll the Commission. 

These various attacks on the powers and acts of the 
Federal Power Commission headed up in 1930. During 
that year Senator Couzens held hearings on his bill to 
form a new power commission, which was finally passed 
by Congress. In the course of the hearings it developed 
that the Chief Accountant of the Commission, William 
V. King and the Solicitor, Charles A. Russell, had been 
at some pains to prepare the work so that the Commis
sion's protests against inflations could be made effective. 
To circumvent their efforts· to eliminate fictitious entries, 
it was proposed that "the work could be done better by 
the Departments of War, Interior and Agriculture than 
by the Commission's staff directly. If this committee (of 
the United States Chamber of Commerce) is successful 
in presenting this argument to the Secretaries who form 
the commission . . . it is believed that these departments 
will not have men especially trained for this work. At 
least they will be removed from the direct supervision of 
Mr. King." 

The Couzens hearings drew attention to the fact that 
there was a considerable difference of opinion within the 
Commission staff. The Chief Accountant and the Solici
tor seemed to be more eager to press the issues presented 
than did the new Secretary, Mr. F. E. Bonner. The Fed
eral Trade CommissiOil made public a letter written by 
Richard B. Scandrett, one of the officials of the Electric 
Bond and Share group and formerly Mr. Coolidge's 
Western campaign manager, in which he communicated 
to S. Z. Mitchell that he had reliable information that 
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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 $5I,49I,26g, thereby 
increasing the total valuation to $97,237,867. If the Mon
tana Power Company had sought a direct license for itself 
some of these items might sooner or later have been ques
tioned by the Commission. It sought the license through 
a dummy corporation, the Rocky Mountain Power Com
pany. 

The 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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Committee on·Coal and Power, the fact that a dummy cor
poration was used invalidates all the essential controls 
of the Corrunission. In the license the dummy company 
agrees to sell all of the developed waterpower·to its owner, 
the Montana Power Company. It can sell this power at 
such a low rate to its owner that-there will be no excess 
profit to itself, giving cause for a rate reduction. He 
corrunented : 

"If the dummy licensee could be thus adequately controlled 
under the Federal Water Power Act, why was not this con
trol imposed upon the actual licensee, where it would have 
been of direct benefit to the people of Montana? The rate 
control applied to the dummy licensee is of little or no value 
except to the Montana Power Company. . . . If the Montana 
Power Co. were the licensee, it would have been required to 
submit its financial structure and operations in all particulars 
to the direct scrutiny of the Commission. Under the con
venient arrangement of the dummy organization the Montana 
Power Co. is saved all such embarrassment. It can capitalize 
its contract with the Rocky Mountain Power Co., include this 
fictitious value in its rate base, and retain its excess profits 
from the sale of Flathead Power with absolute impunity in so 
far as Federal control is concerned. ... 

True, the Public Service Commission of Montana will now 
have available important information as to production costs 
which it may use in determining rates. But the work of 
the Montana commission has been singularly ineffective. It 
has not prevented the excessive rates to industrial and do
mestic consumers which offset the cut-rate sales to the Mon
tana Copper Co. It has no jurisdiction, under Montana law, 
over the issuance of securities by the utility companies. It 
was unable to prevent the purchase by Mr. Ryan of the 
Thompson Falls power plant for $925,000 and its immediate 
sale to the Montana Power Co. for $5,000,000 worth of stock 
in that company. . It has not been able to prevent the Mon
tana Power Co. from carrying over So per cent of its total 
capitalization on its books as "water rights, franchises and 
contracts," and from charging the people of Montana interest 
and profits on that amount of water in its capitalization. It 
will be impotent to prevent the capitalization at more millions 
of dollars of the contract for the purchase of power from 
the Rocky Mountain Power Co. 
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The Flathead license is, in brief, but another of the mag
nificent fictions of regulation .••• " 7 

The members of the Federal Power Commission have 
stated that the cause for their decision to grant the license 
to the Montana Power Company interests was that the 
competitor had not given essential proof of his ability to 
finance the undertaking on the large scale proposed. Ac
tually the rental scheme proposed by the Commission 
under the stress of this competition was such as to dis
courage complete development of the power at the sites 
involved. 

The work of the old Federal Power Commission for 
the eleven years of its life may be summed up. It had 
been established to aid in the development of the coun
try's waterpower resources and to protect the interest of 
present consumers and future governmental owners of 
such developments. It was given several powers with 
which to make such protection effective. First, it was 
to hold down the investments in the projects to actual 
cost. During the years of its life hundreds of millions of 
dollars of claims have piled up which have not been set
tled. On only a very small share of the claimed costs did 
the Commission and the companies agree. The others 
have been held in abeyance. They are important because 
they go to constitute the price the government will later 
have to pay when recapturing such projects at the end 
of the license periods. They are also important because 
they affect rates to present consumers. The Commission 
stated that it has not prosecuted these claims, in which 
it has found millions of dollars of padding and inflation, 
because it had no adequate staff, and did not care to risk 
the sums unless the cases were thoroughly prepared. It 
laid the blame for this delay not only on the inadequate 
appropriations given to it but on the companies for with
holding essential information which would have made 
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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 
project. If the companies win and the bulk of the infla
tion is allowed by the courts, all the accounting work the 
Commission 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 t.'te 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 conflict 
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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cost power as high as is warranted by their own revalua
tions, capitalization of contracts, going value and the like. 

In 1930 Congress passed the Couzens bill which created 
a new power commission, and President Hoover appointed 
to it five men, who were confirmed by the Senate. They 
were George Otis Smith, chairman, Marcel Garsaud of 
Louisiana, Ralph D. Williamson of Washington, Oaude 
L. Draper, chairman of the Public Service Commission 
of Wyoming, and Frank McNinch of North Carolina. 
Their terms range from one to five years, after which the 
terms are to be for five years. The salary is $10,000. 
No more than three commissioners are to be from one 
political party and no commissioner is to hold stocks or 
bonds in any corporation affected by the act. 

No sooner had these men been confirmed than they dis
missed Charles A. Russell, the solicitor of the old Com
mission and William V. King, its chief accountant. These 
two men had been carrying the burden of the real attempt 
to enforce the waterpower law. The Senate immediately 
adopted a resolution requesting the President to withdraw 
their names, which Mr. Hoover refused to do. The 
Senate took advantage of a clause in its rules giving it the 
power to withdraw confirmation within two legislative 
days and withdrew confirmation from Mr. Smith. Its 
right to do so was successfully contested in the courts. 

At this point it began to appear to some observers that 
the new administration was quite as actively intent on 
sabotaging the waterpower act as its predecessor had been. 
One of them, Mr. Amos Pinchot, pointed out a series of 
connections between the Hoover administration and the 
power companies. Mr. Hoover's first secretary of war, 
the chairman of the old Federal Power Commission, was 
the late James W. Good, who was counsel for the Alabama 
Power Company, one of those most interested in securing 
Muscle Shoals. The new chairman, Mr. George Otis 
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Smith, had "as director of the Geological Survey, sup
ported Secretary of the Interior Ballinger during the Taft 
administration when he cancelled the power-site with
drawals made by his predecessor, Secretary Garfield, and 
turned the immense power resources of the federal domain 
over to private exploitation." The fact that the dismis
sals of Mr. Russell and Mr. King took place within 
twenty-four hours after Mr. Smith became the new chair
man was taken as indication that he was acting under 
instructions from the President. Colonel Marcel Garsaud 
is described as being "locally identified with the Public 
Service Corporation of New Orleans, a subsidiary of the 
Electric Bond and Share Company." Mr. Pinchot points 
out further that the Secretary of State, Mr. Henry L. 
Stimson, has as partners in his law firm Mr. Winthrop, 
who signed a brief presented to Congress in an attempt 
to block the Walsh resolution; also Mr. Roberts who was 
a director in the Niagara-Hudson and other power com
panies and a vice-president of Bonbright and Company. 
The firm is counsel for the Georgia Power Company 
and had been employed politically by the head of the utility 
lobby, Josiah T. Newcomb. Mr. Hoover's Attorney Gen
eral came from the firm of Butler and Mitchell, "one of 
the most prominent utility firms of the Northwest." The 
Solicitor-General, Mr. Thomas D. Thatcher, came from a 
firm which acted for the Electric Bond and Share in most 
of its mergers. The Chairman of the Republican Na
tional Committee was Claudius H. Huston, head of the 
Tennessee River Improvement Association, a lobbying 
agency devoted to fighting the Norris Muscle Shoals bill.' 

This fairly close line-up of the administration with the 
power group may explain in part the extraordinary step 
taken by the President on July 31,1930, when he requested 
from his Attorney General an opinion on the attempts 
of the Appalachian Electric Power Company to invalidate 
the law in two ways. The Attorney General replied up-
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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 tota1. 

The holding company situation, however, affects almost 
every state in the union,\.and only a very few states, in
cluding Massachusetts an1 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 v~luations in excess 
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of the net investment, following the old waterpower act. 
After hearings on the preliminary valuations and any 
necessary changes, the valuations are to become final, fol
lowing the procedure of the Interstate Commerce Com
mission. Appeals from the Commission's valuations can 
be taken to the courts. 

General regulatory principles are laid down to the effect 
that the rates to any distributor, consumer or other pur
chaser of power transmitted in interstate commerce for 
ultimate public consumption or to any interstate trans
mission company shall be "just and reasonable." Dis
crimination in rates giving any undue or unreasonable 
preference to any particular person or locality is declared 
to be unlawful. Distribution or transmission service in 
interstate commerce cannot be abandoned without per
mission, except for nonpayment of bills. The value of 
franchises or other public donations shall not be consid
ered in rate cases. 

Under this proposed Couzens bill rate cases can be 
started by the Commission itself, or by any State Com
mission or by a distributor or by a substantial number of 
consumers of the utility involved. Such a petition about 
rates is then to be referred to a joint board, which is to 
act as an agency of the United States. It is to be com
posed of one representative from each State in which the 
utility involved in the rate case, is produced or consumed. 
These state representatives may be chosen as the states see 
fit. Anybody having an interest in the case is allowed to 
intervene in. the proceedings before the joint board, and 
to be heard. These joint boards can decide the matter 
presented to them by a majority vote. They can function 
even if some states refuse or fail to appoint representa
tives to them. But if a, majority of the states which have 
a right to representation\on any joint board fail to appoint 
representatives, then th'l Federal Power Commission 
takes control of the rate lase. Otherwise it has nothing 
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to do with the joint boards. except to delegate some of its 
authority to them. and to furnish them with assistance. 
The arrangement, up to this point, simply calls in the 
various states affected by a case about rates in interstate 
commerce to decide it. Their majority vote becomes the 
order of the Federal Power Commission unless appeal is 
taken from the decision of the joint board. In case of 
appeal, however, the Federal Commission takes jurisdic
tion, but has to determine the case on the record of evi
dence before the joint board in question. It is made very 
clear that neither the Commission nor any joint boards 
composed of several state representatives have anything 
to do with rates charged for power which does not enter 
into interstate commerce. Appeal from the decisions of 
the Commission can be taken to the Court of Appeals of 
the District of Columbia, and the decisions of that court 
are subject to review only by the Supreme Court of the 
United States. 

In addition to the rate regulation the Commission is 
given power over the issuance of securities, extending 
beyond the powers of the present Commission which apply 
only to licensees of Federal waterpowers. The new Com
mission, according to Senator Couzens, should be given 
power to pass on all security issues, not only of licensees 
but of their holding and management companies and of
companies transmitting power in interstate commerce, and 
shall not approve such issues "even though permitted by 
the laws of any State" unless it finds them to be for some 
lawful object, and compatible with the public interest. 
When one of the utilities affected by this act wants to issue 
securities there is to be a hearing at which "the public 
service or utilities commissions or other appropriate State 
authorities of the State shall have the right to make before 
the commission such representations as they may deem 
just and proper for preserving and conserving the rights 
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and interests of their people and the States, respectively, 
involved in such proceeding." 10 

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. 1£ 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 
1907 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 tum 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' pockets, 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." 11 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 only to jllustrate 
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how fragmentary and ineffective Federal regulation has 
been up to the present, but to raise the question whether 
it is worth the time and energy and money to continue the 
effort of policing companies which do not want to be 
policed. It is a long and unprofitable struggle between 
the government and the lawyers of the power companies. 
Whenever a government, either state 01' national, decides 
to regulate, the country's brightest minds are hired by the 
power companies to find ways of doing the things they 
want to do in spite of the law. They succeed. Then the 
struggle begins all over again. And'each step in the strug
gle creates vested interests in the present order of things, 
which drag their feet when other people want to move 
the defense lines ahead and make them effective. Then 
prices have to be paid by the government to reconcile the 
opponents of improved regulation. If the price to be paid 
for federal regulation is the acceptance of all the specu
lative values piled up by holding and banking companies, 
running into hundreds of millions of dollars, then it is 
about time to call for a new deal all around, to admit 
that the private initiative for which we are paying such 
a high price is really private initiative exercised for the 
purpose of laying heavy burdens upon the consumers, and 
that instead of paying for it we ought to eliminate it from 
public business. 
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CHAPTER FIVE 

THE OUTPOSTS OF CONTROL 

SEVERAL outposts of control are projected outside 
the battered trenches of regulation in the invaded 

and hostile field of private operation of the public power 
business. Boulder Dam is the first of them to be under
taken. Muscle Shoals, the St. Lawrence, and the Colum
bia River are expected to follow. They constitute the 
bulk 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
ulated regulation. Their establishment by the consumer 
interests of the country will probably spell the end of 
power utility extortion in the large sections which will be 
touched by them. 

I. Boulder Dam 
On the Colorado River between Arizona and Nevada 

has begun what promises to be the greatest engineering 
achievement in the continental United States. The river 
drains a huge area, including in its watershed large parts 
of the states of Colorado, Arizona, Wyoming, Utah, New 
Mexico, Nevada and California. Along its banks and 
those of its tributaries some 2,500,000 acres of land are 
irrigated, and it is expected that another 5,500,000 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-

116 
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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 II5 miles long, ancl the 
26,000,000 acre feet of water in the lake would be enough 
to cover the State of Kentucky to the depth of one foot.1 

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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The development also involves the building· of an All
American canal which will divert water from the lower 
Colorado to the Imperial and Coachella Valleys in Cali
fornia. This will be about 75 miles long, the longest 
irrigation canal in the country. Its costs will be borne by 
the irrigators affected. Some power can be developed 
along its route and may help pay the cost. 

The costs are expected to be: 

Darn and Reservoir.: •..• '.' •...•..•.. 
Power Plant .....•.......•..• · ••....• 
All-American Canal ..•..•....•.....•. 
Interest during construction .••......• 

$70,600,000 
38,200,000 
38,500,000 
17,700,000 

Total .••....••..•........•..•...• $165,000,000 

This flood control, water supply and irrigation project 
is the largest single one of its kind supported by the Fed
eral Government. It was not adopted without vehement 
opposition on the part of the power companies, not only 
of the West Coast, but of the whole country, to the prin
ciple which seemed to them to be involved. Because the 
development affected so many states some distribution of 
both power and water was necessary, and the project was 
opposed by several of the states on the ground that they 
were treated inequitably. At times it seemed to some 
observers that the power companies and the objecting 
states were united for the same purpose, that of keeping 
the government from repaying the costs of the dam by 
the sale of power. This, however, is not entirely accurate. 
Some of the opponents, such as Senator Carl Hayden of 
Arizona, were not opposed to government development 
of waterpower projects, but believed that they could best 
be adIninistered by the groups most affected, in this case 
the Southern )Califomia municipalities. He proposed 
therefore, that'they do the financing of the whole project, 
under license from the Federal Power Commission. To 
others, howeve1\, it seemed a national project, not only be-
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:ause of the expense of building the dam and related 
rrigation works, but also because of the very involved 
luestions of interstate and international water rights, 
.vhich neither a private company nor a municipality leas
ng the site could deal with adequately. 

One of the great points of division is the distribution 
)f the water for irrigation purposes among the several 
;tates on the river. The population of California has 
~rown very rapidly. The population growth of some of 
:he other states has been slower, but they naturally have 
lopes for the future. They are interested in protecting 
:hemselves. The original Colorado Rivert compact of 
[922, never ratified by Arizona, provided that 8,500,000 
lcre feet of water should be allocated to the lower basin 
states, California, Arizona and Nevada. The State of 
Nevada proposes to use about 300,000 acre feet, leaving 
~,200,000 for distribution between California and Arizona. 
Each of these two states claims to have acquired rights to 
!l.bout 3,000,000 acre feet apiece, leaving 2,200,000 subject 
to dispute. This is, however, not going to be sufficient to 
supply both of these states with their more or less im
mediate future needs. Each state thinks that it will need 
a. further 3,000,000 acre feet. There is a shortage, then 
between demand and supply as it is arranged, of 3,800,000 
acre feet. The Boulder Dam act allocated 4,400,000 acre 
feet to California and 2,800,000 acre feet to Arizona, 
which is less than that state claims as a vested right. 
Some additional water may come from the non-use by the 
upper basin states of some of the 6,500,000 acre feet 
allocated to them . 

. The second point at issue was the division of water
power between the various states and private companies. 
The private power companies had fought the act for many 
years because it contained the provision that municipalities 
should have preference in the allotment of the water
power. The municipalities had fought for the act and 
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had planned great expenditures of money to secure the 
water and the power. The Metropolitan Water District 
expects to invest $250,000,000. The question of allot
ment was left in the hands of the Secretary of the In
terior, Mr. Wilbur. He first made a tentative allotment 
of power which seemed to many to be in clear violation 
of the provision in the act specifying that preference 
should be given to the applications of states and cities. 
This allotment gave Nevada 18.5 per cent of aU the power 
and Arizona 18.5 per cent. Since neither of these two 
states have any interconnected municipal systems such 
power as they receive is expected to go into the hands 
of the private companies operating in those states. The 
Metropolitan Water District, a unit of Southern Cali
fornia cities undertaking the pumping of water across the 
mountains and needing power for that, received, under 
this allotment, 31.5 per cent of the total. Los Angeles 
received 15.75 per cent and the Southern California Edi
son received 15.75. 

The Southern California cities objected that such an 
allotment gave 52.75 per cent of the power into the hands 
of the private companies, and was hardly showing any 
preference for the municipalities, which were willing to 
take aU the power. At this point another situation arose 
which made the proponents of the act feel that it stood 
in danger of being used entirely for the benefit of the 
private companies. Mr. Paul Y. Anderson described the 
proceeding, ''Within the past few days Secretary Wilbur 
has propounded to Solicitor Finney of his department a 
series of questions, the purport of which was this. Would 
I be legally warranted in ignoring the preference rights 
of the States and cities and giving the power to 'other 
applicants,' if I decided that the 'other applicants' offered 
better financial security and greater contractual respon
sibility? It seems impossible to mistake the purpose which 
inspired the questions. And nobody familiar with Solici-
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tor Finney's record could doubt what his answer would 
be. Solicitor Finney, who advises Secretaries of the In
terior as to their legal authority for doing the things they 
wish to do, furnished the celebrated opinion that the then 
Secretary, Albert B. Fall, was legally authorized to lease 
the Teapot Dome and Elk Hill naval oil reserves-which 
the Supreme Court, in an even more celebrated opinion, 
rather drastically overruled. He did not fail Secretary 
Wilbur any more than he had failed Secretary Fall. After 
,weating manfully for several days and nights he pro
:luced a document which declared that 'the public interest' 
was the Secretary's paramount concern, and that the para
mount element in 'the public interest' was financial secu
rity and contractual responsibility on the part of the re
:ipients of the power. The preference rights guaranteed 
the States and municipalities by Congress, he stated, would 
be amply conserved by providing that they could make 
5ubsequent applications for power to the parties receiving 
it from the Secretary. In other words, the will of Con
~ess would be fulfilled if Secretary Wilbur awarded all 
,he power to the Southern California Edison and its asso
;iates, on condition that the States and cities might after
ward try to get some of it away from them I One could 
::Umost hear the companies adding under their breath: 'Try 
lnd get it!'" I 

This action drew the fire of former Judge George 'V. 
Woodruff of Pennsylvania, who was Assistant Attorney 
General for the Department of the Interior under Presi
:lent Roosevelt and who drafted the Federal \Vater Power 
Act. In an open letter to President Hoover be said that 
:he allocation of Boulder Dam power to the private com
panies would be illegal, and that any such action by the 
Secretary of the Interior would be, in effect. the action of 
the President, and the President's responsibility. He said, 
"The Boulder Dam law is an arrow aimed directly at 
:he heart of the power trust. It not only hurts the trust 
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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 J ohn
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 arc 
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 9 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
Inated that this will cost three million dollars more than 



THE OUTPOSTS OF CONTROL 

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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voted the necessary bonds. In the water district a ma
jority vote is necessary and in Los Angeles a two-thirds 
vote is required. Here again the legal restrictions laid 
on the cities by our laws threatened to have a hampering 
effect on their development. The Supreme Court of the 
United States failed to sustain Arizona's objections. 

2. Muscle Shoals 
The Federal Government owns a large waterpower on 

the Tennessee River, at Muscle Shoals in Alabama. It 
acquired the waterpower and built a dam, steam power 
plant and a chemical plant for the purpose of manufac
turing nitrates for munitions during the war. After the 
war a movement was started by interested parties to turn 
this government property over to private interests. Sev
eral times Congress came close to disposing of it. But 
each time it became clear that the group desiring to lease 
it was unwilling to pay a price anywhere near what the 
property was worth. Each group offered a sum so low 
that it meant, in effect, a large subsidy from the Federal 
Government. Each time Congress took the matter up, 
something like a stampede was staged in the name of 
disposing of the property quickly. And each time certain 
of the progressive Senators, notably Senator Norris, were 
able to point out the self-interested motives behind suclt 
a:ction and the ·essential fact that disposal of the property 
on any of the terms proposed meant a great gift on the 
part of the Government. 

At first the power companies tried to discourage the 
idea that this waterpower was worth anything at all. 
They said that the power generated at Muscle Shoals 
or the power generated from an interconnected Tennes
see River waterpower system could not be sold cheaply 
enough to compete with privately developed power plants 
already in existence.1I Whether they thought this to be 
true or not is uncertain, but it remains a fact that three 



THE OUTPOSTS OF CONTROL 

years later, in 1924, they returned and offered a consid
erable sum for the development. A factor in their change 
of attitude may have been an offer made by Mr. Henry 
Ford' for the property. 

The farmers desired to have the government chemical 
plant operated in peace time as a producer of fertilizer 
materials. In Mr. Ford's offer there were some general 
statements which made an appeal to these interests. The 
House of Representatives passed a bill giving him the 
properties for a period of one hundred years. In the 
Senate, Senator Norris subjected the Ford offer to an 
analysis which showed that there were no guarantees at 
all that the farmers would be given cheap fertilizer or 
that the property would be used otherwise to the best 
interests of the country. The Senate refused to give 
away this valuable property under the proposed terms. 
In 1926 Congress appointed a Joint Committee to secure 
bids that were better than Mr. Ford's. 

At this point the power companies reentered the pic
ture. Certain companies, then largely Electric Bond and 
Share interests but now under the control of the United 
Corporation, grouped together to submit bids, and they 
received the support of the Joint Committee of Congress. 
Their bids illustrated a certain truth which had been 
neglected or under-emphasized during the first discus
sions of Government policy in regard to Muscle Shoals. 
This truth was that while the Government dam and power
house and, steam plant had a very considerable value by 
themselves, they increased in value enormously if they 
could be operated as part of a larger waterpower system, 
developing the other waterpowers on the Tennessee River. 
This was, in effect, the truth the power industry had 
been putting into operation elsewhere during these years. 
The hooking up of power plants throughout the country 
had increased the amount of primary power, available 
all the time, and valuable because of that quality, and had 
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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." 8 

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 annualIy.T 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. 1£ 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 Iniss
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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guarantee on the part of the power company for the 
performance of the fertilizer company which was to be 
put in charge of the chemical works.· 

At this point the power companies dropped out of the 
picture to give place to the chemical companies. First 
the Air Nitrates Corporation and then the American 
Cyanamid Company bid for the Muscle Shoals power 
and the power of the Tennessee River. Their bids illus
trate what the bids of the power companies had already 
made reasonably clear, that the value of the intercon
nected system on the Tennessee was many times the value 
of any single water power there. The Cyanamid Com
pany bid was at first seriously considered. It proposed 
an installation of 1,220,000 horsepower, largely at Gov
ernment expense, and an annual rental amounting to 2.6 
per cent on the Government's investment in power proper
ties alone. This amounted to about half of the total power 
installation in the six Southern States of Alabama, Geor
gia, North and South Carolina, Tennessee and Kentucky. 
It was pointed out that with this huge volume of cheap 
power, a considerable part of the cost of which would 
be paid by the United States, the company "could estab
lish a dictatorship in the electrochemical business and put 
every competitor out of business." 

The bid of the Cyanamid Company involved, on the 
face of it, some production of fertilizer for the farmers. 
A large part of the cheap power available from an inter
connected system seemed destined for the use of fertilizer 
production. Because of this fact it received the endorse
ment of certain farmers' organizations. However, it was 
brought out by Senator Norris that the cyanamid proc
ess of manufacturing the chemical ingredients for fer
tilizer had been supplanted by more recent discoveries. 
Throughout the world the more recent synthetic process 
has been replacing the cyanamid process. The synthetic 
process fixes nitrogen from the air and uses only about 
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a third as much electric power as the cyanamid process. 
The conclusion was that the Cyanamid Company pro
posed to produce fertilizer by a relatively inefficient proc
ess, resulting in prices which would probably not stand 
the competition of prices charged for fertilizer produced 
by the synthetic process. 

It then appeared that the Cyanamid Company had ade
quately protected itself for an occasion such as this. It 
proposed to produce not less than 10,000 tons.of fixed 
nitrogen or 40,000 tons of plant food. If it could sell 
this at manufacturing cost plus a ten per cent write-off 
of the value of the plant plus an eight per cent profit, it 
would continue manufacturing, and double the capacity 
of the plant at the end of ten years. But if ever a quarter 
of the production stayed unsold at these prices the com
pany could stop fertilizer production entirely. In view 
of the relative inefficiency of the cyanamid process of 
manufacturing and the growth of manufacturing by the 
synthetic process it seems unlikely that any great amounts 
of fertilizer would be sold at the prices to be asked by 
the company. 

The surplus power, above the need for fertilizer pro
duction (625,000,000 kwh.) would go to the company, 
and according to Mr. O. C. Merrill, then Secretary of 
the Federal Power Commission, this surplus power meant 
a profit which would be in excess of $7,000,000 annually 
with the power plants in full operation. This involved 
the investment by the Government of further sums suf
ficient to develop the whole Tennessee River system. Mr. 
Merrill pointed out that the Government was really being 
called upon to give a very considerable subsidy. 

The present Government investment in 
power plants is .•••••..•••••••••••• $55.714,000 

The proposed additional Government in-
vestment was .•• ·_MO.·............... 77.300,000 
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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 restrictions limiting profits thereon to eight per 
cent." • 

But this was not all that was asked by the company. 
It 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 necessary 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, and 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." 10 

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 tum 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 •••••..•..•....••.......•.... 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 $50400,000 
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: 11 

Dam 2 (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 40449,-
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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of operation to the private company are calculated at 
$3,280,000 a· year for the full development. The net 
income to the company, before payments to the govern
ment, would be $12,000,000 a year. After the payments 
to the Government it would amount to $8,610,000 a year. 
This is net profit. This sum, capitalized at 6 per cent, 
represents an investment of $143442,000, and is a little 
above the figure given by Mr. Henry Ford as the value 
of the Cove Creek Dam as part of an interconnected 
power system. The estimated value of the development 
is based on waterpower sold after all payments to the 
Government and all operating expenses are deducted. It 
is based on prices lower than those available almost any
where else east of the Mississippi, with the possible ex
ception of Niagara Falls. If the private interests are 
able to sell the primary power at a rate equal to 4 mills 
per kwh. instead of 3.5 mills the additional profit is 
$2,112,500 a year. If they are able to sell it at 5 mills, 
one-half cent, the additional profit is $6,337,500. Again 
capitalized at 6 per cent these sums represent respectively 
$35,194,250 and $105,582,750. Under the circumstances 
of such higher charges for power, up to one-half for pri
mary power, the Muscle Shoals gift that is sought by pri
vate interests approaches $249.000,000 in value. 

The Muscle Shoals fight may be said to be around the 
question of whether an outright gift, ranging from $143.-
000,000 to $249,000,000 in value, should be given to the 
power companies or chemical companies or retained by 
the Government. 

With prospects such as this at stake there has, of course, 
been a great deal of talk about the value of private initia
tive, and a very considerable lobby at Washington. At 
first the power groups, with their well organized system 
of popular education, carried on the struggle. Then the 
chemical companies carried it on. It was discovered that 
they had financed the Tennesse~ River Imp(Qvcm.em As-
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sociation in large part. This organization was active in 
politics. Its treasurer, Mr. Claudius H. Huston, left 
it to become Chairman of the National Republican Com
mittee. He admitted that he had received $36,100 from 
the Union Carbide Company, one of the chemical com
panies involved in the Cyanamid bid. This was appar
ently not part of the $168,706 spent by the Cyanamid 
Company in its efforts to acquire Muscle Shoals. 

It is indicated that there was some kind of a gentle
men's agreement between the chemical and power com
panies which resulted in the silence of the power industry 
while the chemical companies were attempting to secure 
the lease from the Government. The Chairman of the 
Tennessee River Improvement Association, Col. ]. w. 
Worthington, might write letters saying, "These power 
ambushes have ceased to have any respect for decency, 
or facts or merits of the case," 12 but meanwhile the Vice
President of the American Cyanamid Company was ap
parently writing to officials of the American Farm Bureau 
Federation to the effect that under a proposed change 
in their bid (which would have eliminated Government 
money from the construction of Dam 3 and Cove Creek) 
"the power companies would have no reason to be con
cerned about competitive distribution of power from 
Muscle Shoals affecting their rate structure," and that 
the chemical companies. in the event that this modified 
proposal was accepted, "would agree to keep out of public 
utility distribution for a period of ten years all the surplus 
power that the power companies did not desire to dis
tribute over their own lines. Such a definite agreement 
obviously would not receive the approval of Congress, 
where it would be attacked as a measure to protect a 
power monopoly. But if there were any way that the 
matter could be adjusted by such assurance, with the effect 
of eliminating the opposition which has prevented the 
adoption of a fertilizer solution of the Muscle Shoals 
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problem, the American Cyanamid Company could have 
no objection 'to such an adjustment. Any threat of com
petitive power distribution under this plan would, in prac
tical effect, be completely removed." 18 

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 role 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 

I 
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had been borne by his own organization. Later he changed 
the record, without permission, to read that it had been 
borne by his own organization "cooperatively." This 
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 values 
ranging from $143.000,000 to $249,000,000, and while 
they were making their mistakes of thinking that Con
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 of Con
gress, and, the Supreme Court decided later, bills not 
signed by the President in such circumstances could not 
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. Meeman 
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 than 
private companies. This belief was shared by the Scripps
Howard papers, whicll had endorsed Mr. Hoover. In the 
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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major purpose such as improvement in navigation, flood 
control, irrigation, scientific research or national defense. 
But they do not vitiate the general policy (of private 
ownership) to which we would adhere." 

That afternoon the editor of the N ews Sentinel asked 
the candidate if the statement just quoted did not par
ticularly refer to Muscle Shoals. "You may say that that 
means Muscle Shoals," Mr. Hoover replied. Three days 
later he issued a further statement confirming and clarify
ing his 'remarks. In this statement the candidate declared 
definitely that the Scripps-Howard editor had quoted him 
correctly in using the words, "You may say that that 
means Muscle Shoals," and added, "There is no question 
of Government ownership about Muscle Shoals, as the 
Government already owns both the power and the nitrate 
plants. The major purposes which were advanced for 
its construction were navigation, scientific research and 
national defense. After these purposes are satisfied there 
is a by-product of surplus power. That by-product should 
be disposed of on such terms and conditions as will safe
guard and protect all public interest. I entirely agree 
with these proposals." 16 

In spite of this declaration the new administration did 
not give any support to the Norris bill. It passed the 
Senate by a large vote. In the House of Representa
tiv~s it met with opposition from the House Military 
Affairs Committee, which had, under the chairmanship 
of Representative James of Michigan, previously been 
favorable to it. That Committee was entirely reorganized 
and new members hostile to Government operation were 
added. In the closing days of the 1930 session they threw 
away the Norris bill and proposed in its stead a bill giving 
the President the right to lease the properties to the best 
bidder. In conference Senator Norris suggested a com
promise by which the chemical plants should be leased to 
the best bidder and the waterpower be developed by the 
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Muscle Shoals Corporation of the United States. This 
was not accepted. Action on the development was thereby 
postponed again. One of the men who had been to the 
forefront in opposing the measure, Representative Reece 
of Tennessee, received the unusual distinction of a letter 
from the President urging his reelection in the campaign 
of 1930. He was defeated by an independent Republican 
who entered the campaign during the last three weeks on 
the platform of Government operation of the development. 
After this election, in which many of the opponents of the 
Norris bill had been defeated, Congress carried the Norris 
bill for Government operation of the Shoals and develop
ment of the river. 

The Norris proposal for a Government owned corpora
tion is described in Chapter Eight. He did not propose 
building Dam 3, which the Cyanamid Company had in
cluded in its proposals. He planned for the enlargement 
and development of the Wilson Dam and the Auxiliary 
steam plant there and for the building of the Cove Creek 
Reservoir Dam. This latter will act as a means of flood 
control and navigation control. He stated that sooner or 
later the Government would probably build it for these 
purposes even if it developed no power. But as an addi
tion which almost doubles the value of the Government's 
other property he favored it. In addition he favored the 
whole development by the Government because it could be 
expected to act as a yardstick to private development of the 
other waterpowers of the South. His speeches made con
stant reference to a similar Government waterpower de
velopment, the one in Ontario, and its value as a yardstick 
to private ownership and operation in the United States. 
He saw it as the cheapest and most efficient manner of 
operation of a public business, and desirable on that score. 

Outside of the always amazing attempt of the power 
companies to insist that power is not a public business but 
a private one, there were other objections to be met. One 
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was that private development would give the states of 
Alabama 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 2}1 per cent of 
the proceeds from this additional power are to go to 
Alabama and 2}1 per cent to Tennessee. This is an 
arrangement somewhat similar to the one made at Boulder 
Dam, where the equivalent of taxes is 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. 
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As far as the estimates drawn from the War Depart
ment go the veto is doubtless one of the most careless 
government documents issued in many years. The best 
criticism of it was made by Dr. John Bauer, formerly 
consultant to the St. Lawrence Power Development Com
mission.1G The War Department estimated a total cost 
in power development of $127,000,000, with an annual 
interest of $5,080,000. Dr. Bauer points out that the 
expense of the Wilson Dam and steam plant, totaling 
$42,000,000, has already been incurred and cannot be 
avoided even if the Government does not go on with the 
power plan. To test the soundness of going on with the 
power operation this already unavoidable obligation should 
be excluded from the calculation. Further, the War De
partment assigned only $5,000,000 of the $41,000,000 de
velopment on the rest of the river to navigation, and 
charged up $36,000,000 to power. Dr. Bauer properly 
increased that low assignment to navigation to $16,000,-
000. The War Department estimated $40,000,000 for 
transmission lines, an arbitrary figure which would mean 
3,500 miles of lines, and which is not contemplated in 
the bill. The transmission feature is optional, and no 
lines would be constructed if the local companies bought 
the power at a reasonable price. Dr. Bauer reduces this 
to $6,000,000 for major connections with the large sys
tems. These deductions bring the total for power de
velopment down to $40,000,000 instead of $127,000,000. 
The interest on that would be $1,600,000 annually instead 
of $5,080,000 annually. 

The War Department generously estimated amortiza
tion at IVa per cent on this $127,000,000. Dr. Bauer 
follows the St. Lawrence Power Development Commis
sion engineers in estimating 1 per cent, and applies it to 
the $40,000,000 properly allocated to new power develop
ment. He also reduces operating expenses on the trans
mission lines from $550,000 annually to $100,000 in view 
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of the cut in estimate of the lines themselves from $40,-
000,000 to $6,000,000. 

The total annual cost due to additional power develop
ment is thus brought down to $3,725,000 instead of the 
$9,145,000 estimate of the War Department. The three 
main errors so far in the War Department calculations, 
that of assigning only five million to navigation, that of 
assigning forty million to transmission lines and that of 
assuming that the interest on the forty-two million already 
invested in power plant would stop if the government did 
not go on with the development, are not engineering mat
ters. 

There was another gross error on the part of the 
War Department. It calculated that there would only be 
466,000 kilowatts available at the maximum, that a load 
factor of only 33 per cent could be obtained, bringing 
the average power down to 155,000 kilowatts, and that 
this would produce for sale an average annual output 
of only 1,300,000,000 kilowatt hours. Further, a rough 
allowance for transmission losses brought the net total 
down to 1,000,000,000 kwh. actually to be sold. 

In view of the earlier calculations by Mr. Merrill, given 
above, of a load factor of 75 per cent, this rough reduc
tion to 33 per cent was the big surprise of the year. On 
top of that apparently no calculation for secondary power 
was made. Dr. Bauer uses the same base figures to find 
2,000,000,000 kwh. of firm power available and another 
1,000,000,000 kwh. of secondary power. He points out 
that while 33 per cent may represent the average load 
factor of all the steam plants in that part of the country, 
it does not represent the load factor of the hydro-electric 
plants. On an 80 per cent load factor about 2,400,000,000 
kwh. could be sold. If the combined primary and sec
ondary gross revenue brought in as little as 3 mills per 
kwh., totaling $7,200,000 annually, the total annual cost 
due to new power development would be covered with 
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$3,475,000 to spare. That extra $3.475,000 would also 
cover 4 per cent interest on the $42,000,000 represented 
by existing power development, and previously excluded 
from the calculations. 

In view of this analysis, it looks very much as if the 
engineers in the War Department did whatever they were 
told to do, and did it badly. 

There was one further error of fact in the veto which 
can not be attributed to the War Department. The Presi
dent stated that it would deprive the states surrounding 
the river of the taxes they might collect from a private 
plant. In fact the bill provides that the states shall re
ceive 5 per cent of the gross revenues, which is more 
than they would collect in taxes from a private plant. 

After Congress adjourned in 1931 the President chose 
a commission to secure leases for the plant. It was a 
hand-picked commission of the variety later made cele
brated by the group chosen to decide that the Navy League 
was in error in its charges. One of its members, Mr. 
William A. Caldwell of Jackson, Tennessee, resigned on 
the ground that he was unwilling to subscribe to a "pre
conceived plan to devote the property primarily to the 
production of fertilizer ... I am inclined to believe that 
the plan referred to omits from consideration ... the 
possibility of devoting the property, in connection with 
any other which may be necessary, to the quantity pro
duction of cheap electric power for distribution to the 
small as wen as the large consumer, both rural and urban, 
having in mind always the necessity of flood control and 
navigation in the Tennessee Valley." 

The President made public the report of his commis
sion on November 19, 1931. The group went back sev
eral years and decided that Muscle Shoals should be 
devoted primarily to fertilizer production. It did see 
that the construction of Cove Creek Dam would greatly 
enhance the value of the \Vilson Dam at Muscle Shoals 
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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 S1. 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 Yorkor 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-
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erated on the river. On the other hand New York 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 been inter
ested in the furtherance of the project. Immediately after 
the war, when additional transportation facilities seemed 
of supreme importance, an International Joint Commis
sion was set up by Canada and the United States. In 
1921 this body reported favorably on the idea, recom
mending further investigation by engineers. In 1924 
President Coolidge established the St. Lawrence Commis
sion, with Mr. Hoover as chairman, and at the same time 
Canada set up The National Advisory Committee. These 
two appointed a Joint Board of Engineers, with three 
Canadian and three United States members. This board 
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 combined cost of around 
625 or 650 million dollars. The United States body, the 
St. Lawrence Commission, reported in 1926, favoring im
provement of the river for navigation and power purposes, 
if an agreement with Canada could be arranged. The 
Department of State, in 1927, began negotiations with 
Canada. The Canadian body, The National Advisory 
Committee, reported somewhat later to its government, 
and its report was transmitted to the United States in 
1928. 

Canada was not impetuously eager to advance the proj
ect. She said that her railroad facilities were overde
veloped, rather than underdeveloped j her rates for wheat 
and other commodities coming from the West to the At
lantic seaboard were already lower than those in the 
United States j since most of the Canadian railroad mile
age was owned and operated by the Government, the St. 
Lawrence project would affect state revenues adversely; 
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since public opinion in Canada was adverse to the export 
of power it was essential that the power development on 
the Canadian side of the river should not be faster than 
the Dominion required; its expenditures on the channel 
from the sea to Montreal and on the Wetland Canal 
around Niagara Falls had been so considerable that it 
did not look with favor upon further heavy investments 
in waterways; certain problems of power control remained 
unsettled as between the Dominion and the two provinces 
of Ontario and Quebec. Finally, an arrangement might 
be worked out under which the United States might 
deepen the channel through the international section and 
in the upper lakes and construct the power development, 
while Canada would do the work in the purely Canadian 
section of the river. 

The United States made some objections to the pro
posed division of costs between the two countries, stating 
that Canada really ought not to have full credit for her 
expenses on the St. Lawrence channel and WeIland Canal, 
and that she should bear her full share of the power ex
pense. Canada in return insisted on a development of 
power sufficiently graduated so as not to outrun her capac
ity to absorb it. Pending negotiations between the Do
minion and the provinces affected, further agreement 
between the two nations has hung fire. 

The power companies in New York State have at
tempted to secure the rights to develop the waterpower 
on the international section. They own the bank along 
which the dam and powerhouse must be built. In 1926 
they persuaded the State Waterpower Commission to give 
them a license for the development. Governor Smith 
threatened them with -the legal opposition of the State on 
all sides, and under this pressure they declined the licenses. 
In 1930 the Legislature, in which the majority had been 
consistently hostile to public development of the St. Law
rence, consented to the appointment by Governor Roose-
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velt of a St. Lawrence Power Development Commission 
to examine plans for public development. 

The Report of the St. Lawrence Power Development 
Commission 18 is a most interesting public document. The 
Commission found that from an engineering viewpoint 
the construction of a dam was feasible, and that the 
costs would be much lower than those usually mentioned. 
A plant able to produce two million horsepower, 72 per 
cent of which would be primary power, was recommended. 
Estimating the sales price at $10 per horsepower the com
mission found that the capital cost could be amortized in 
forty years. It recommended public construction of the 
generating plant and sale to private companies of the 
power on a contract basis which would protect the con
sumers. One commissioner favored empowering the state 
agency to build transmission lines in case the private com
panies would not consent to favorable contracts. 

The commission found that if the power plant should 
he built in advance of the international canal, the costs 
would run as follows: 

Works required for power if built in advance $151,920,000 
Interest during construction............... 18,500,000 

$170,420,000 
Wo~ks !equired to coordinate power and nav-

Igation . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 1,127,000 
Future works required for navigation...... 50,499,000 

Grand total .........•..•............ $222,046,000 

The Report of the Marketing Board to the Commission 
found Utat five billion k-wh. of firm power and one and 
a half billion kwh. of secondary power could be sold from 
the deVelopment on the New York side of the line. New 
York would pay half of the estimated $170,420,000 for 
the power development, about $85,210,000. The average 
capital cost was calculated as follo~vs: 
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Private 
Interest .; •••••••.••••••.••••• 
Cost o~ m~mey ••••• • • • • • • . • • •• 7.0% 
AmortIZation •••.••••••.•••••• 
Taxes ••••••.•.•..••••••••••• 1.5 
Renewal ••••••••••••.•••••••• 
Depreciation, renewal and general 2.5 

Public 
5·0 % 

1.0 

0.89 

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 0p
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." n 

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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and the industrial section in the Hudsen and Mohawk 
Valleys. 

During the time taken to discuss the Power Authority 
and to bring it into being, the private companies grouped 
together more and more closely. By 1930 several com
panies under one allied banking control had over 80 per 
cent of the power production of the State in their hands. 
This put the private companies in the position where they 
could refuse to purchase any power generated at the St. 
Lawrence, and have no fear. that any important com
petitor would take it. It put the State in the position 
where it was forced to consider the possibility of con
structing transmission lines itself to take the power down 
to the cities wanting it. 

The New York situation is further complicated by the 
fact that the State has rights and claims to waterpower 
not yet used by private companies at Niagara Falls and 
on some of the interior rivers of the State, amounting to 
about another 1,000,000 horsepower. The development 
of some of this power might increase greatly the value, 
either of private steam power plants or of the State's 
other power resources, by furnishing standby power at a 
low expense. Its development would thus convert that 
other power into firm power, good twenty-four hours a 
day, and increase its value correspondingly, much as the 
value of the Wilson Dam at Muscle Shoals is increased 
by the development of Cove Creek. A Legislature favor
able to the power companies put through a scheme of 
development which would give the advantages of such 
development almost entirely to the private companies. 

In Water Power in New York State Mr. A. Blair Knapp 
has pointed out the significance of the River Regulating 
Districts which are allowed in New York State. To 
some they have seemed to be the equivalent of power 
districts. :rhis is not the case. These districts may build 
dams, and assess the cost of them to both the private an<1 
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public property affected. But the State receives in return 
for the use of its property only 6 per cent of its value. 
Much of this power is on state forest reserves. The 
land is valued at $10 an acre. One project was proposed 
on the Salmon River in the Adirondack reserve. Its de
velopment would have increased the primary horsepower 
of the private plants along the river and in the vicinity 
to the extent of 120,000 primary horsepower, which meant 
a net gain to the private companies ranging from $158,000 
to $287,000 a year. It involved the use of 1,290 acres of 
state land, valued at $10 an acre. The 6 per cent return 
on the value of this land, which was all the State would 
receive, would be $774 a year. Attempts to increase the 
income to the state have so far been defeated by the power 
companies.lI 

New York State, with the richest waterpower resources 
of any state in the East, is handicapped in their develop
ment by the fact that it has hampered and restricted the 
municipalities so much that very few of them have de
veloped municipal power systems. Even if it develops its 
waterpowers it wiIl have to sell to the private companies 
which control the production of the State. For lack of 
cities able to purchase the power generated by the State, 
or free to develop it themselves, it will have to tum over 
some of the waterpowers to the private companies, or, 
failing that, to make terms advantageous to them. The 
difference can clearly be seen by a contrast with the 
Boulder Dam development. In California the cities had 
their own power systems developed to the extent where 
they were wilIing and eager to take all the Boulder Dam 
power, and to distribute it without profit to the citizens 
in that section of the country. In New York State, with 
only a few exceptions, most of the power will be taken 
by private companies. The State thinks it can force these 
companies to sell the power at a limited profit. The com-
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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 
elephants. Partly to meet this situation the· Governor's 
appointees to the 1930 Commission on Revision of the 
Public Service Commission Laws recommended that mu
nicipalities 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 obligation 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
stricted 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 'Vater 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 2,951,987 acres of private 
land have been improved.10 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." 20 

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 theBu
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 Rhode 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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land slowly, a quarter of the area at one time. The de
velopment is estimated at present to cost $150,000,000, 
a little less than Boulder Dam and the All-American 
Canal. The land lies between Yakima and Spokane, be
tween the Columbia and Snake Rivers. 

The power possibilities of the development are consid
erable. They are on top of the 1,125,000 horsepower 
which Seattle expects to develop on the Skagit River. 
Two plans for development of power have been proposed. 
One is the Pend Oreille-Spokane plan, which would bring 
the water down by gravity througl) a long canal and de
velop only 145,000 horsepower. The other proposal, 
called the Grand Coulee Lake plan, involves the construc
tion of a huge reservoir at Coulee, with an estimated 
power development of 1,250,000 horsepower, of which 
450,000 horsepower would be used for pumping the water 
to the lands. This plan is strongly opposed by the power 
companies. In both cases the water resources of several 
states are involved, and the aid of the Federal Govern
ment appears to be necessary. 

Citizens in the states of Washington, Oregon and Idaho 
have organized to form the Umatilla Rapids Association 
to urge power and reclamation development on the Co
lumbia River. Preliminary reports indicate that a dam 
can be constructed for $45,000,000 to generate 420,000 
primary horsepower at a cost of 1.2 mills at the power
house. This is less than Boulder Dam power will cost. 
The irrigable lands are estimated at between 94,000 acres 
and 121,000 acres. The estimated cost of the irrigation 
development is $16,579,000.21 While this project does 
not conflict with the plans for development of the Colum
bia River basin, it does encounter the same difficulties 
as that project and the St. Lawrence project in New York 
State encounter. There is no assurance that the private 
companies will take the power generated, even if it is 
cheaper than their own power at present or their own 
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future supply. This is one of the unsatisfactory results 
of un-unified and competitive planning of power develop
ment. It is a strong argument for unified planning under 
some agency which will be interested in the progressive 
development of the whole country. 

In these various developments at Boulder Dam, Muscle 
Shoals, the St. Lawrence and the Columbia River the 
country may secure a series of yardsticks by which it 
can measure the efficiency of the private developments 
and the value of their loud claims to public service. 
Where municipal plants have been large enough to be 
successful the influence of their low rates has extended 
far beyond the territory they served. Where municipali
ties have established an interconnected system, as they 
have done in Ontario, their influence has stretched across 
the national border into the United States, and has con
fronted the private power systems of this country with 
a contrast in costs and rates which is a challenge to all 
their claims. The utilities have hired many people to dis
credit the Ontario system. But they have not succeeded 
in destroying its challenge. They are influenced by it 
perhaps more than by the whole system of regulation, 
which is something they have managed to handle to their 
own advantage. There is no reason why Government 
operation of our remaining waterpower resources should 
not add to this challenge to their efficiency and claims of 
service. 
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CHAPTER SIX 

THE HOME GUARDS 

W 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 own!d 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 field of costs connected with distribution systems 
21S 
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we find a condition contrasting with the variations which 
are the rule in generating costs. ... Looking at each of 
these expenses separately we discover a remarkable stand
ardization of unit cost for all systems from the largest to 
the smallest. . . . It appears, therefore, that a small dis
tributing system can be operated at a cost comparing favor
ably with that of a large one. 

Comparison of systems and plants in any given period 
points strongly to the conclusion that the decisive factor 
controlling the cost of generation is volume of output. •.. 
This relation of output to cost enters into the determination 
of the size of steam plants necessary to generate cheaply 
enough to compete at the present time with the huge central 
stations of super-power systems. . .. The data show that, 
in the range of smaller outputs, costs drop rapidly as output 
increases, but that there soon comes a change in this rate, 
and that beyond the point of this change the reduction with 
increase hi output is very gr!ldual. The transitional point 
falls at or near the volume of 8,000,000 to 10,000,000 kwh. 
per year."l 

In other words, municipal ownership of distribution 
systems is apt to be as efficient and cheap as large-scale 
private distribution. Also municipal ownership of gen
erating plants in cities of over 20,000 population is not 
greatly handicapped in competition with large private 
super-power systems. The report continues: 

"The conclusions regarding generating and distributing 
costs have an interesting bearing on the question of municipal 
ownership of electric utilities. The really small independent 
generating and distributing system handling under 5,000,000 
kwh. only, if operated by waterpower, can run at a cost com
parable with service from large systems. A small system 
using steam power, however, has too high a generating cost 
to be economical under present conditions. For the large 
number of small cities, then, which lack the gift of an ade
quate waterpower, there remain several possibilities for secur
ing electric service at low cost. 

One course is to be served entirely by a super-power sys
tem, privately owned, or possibly state-owned in the future. 
Another is to own. and operate only their distributing systems 
for themselves, since the operation of a small distributing 
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system costs approximately the same as a large one, and 
purchase their energy from a super-power transmission line, 
either privately or state owned. Still another plan, if the 
laws and the constitution permit it, is for several communi
ties to form a power unit and own and operate a generating 
plant and transmission system to supply energy to the com
munity distributing systems, which might be owned either by 
the power unit or by the community alone. 

This device would secure complete public ownership of the 
electric utility, combined with a cost that is in line with the 
cost of service available by other methods .... Since steam 
plants need an output of only about 10,000,000 kwh. annually 
to produce energy at reasonable cost, the power units could 
be modest in size, combining only three or four communities 
with a population of 5,000 each. These should be easily 
formed and easily arranged to cover territories geographi
cally most suited for such units." 

The conclusions of this report to the National Associa
tion of Railway and Utility Commissioners, a group never 
notable in its advocacy of anything but private ownership 
and regulation, are to the effect that small distribution 
systems are as efficient as large ones, that small water
power plants are likely to be as economical as super-power, 
that municipal generating systems in towns over 20,000 

popUlation are economical and that interconnection be
tween smaller communities under joint ownership is likely 
to be at least as efficient as private ownership. These con
clusions are at complete variance with the customary util
ity propaganda. 

The larger cities have been in no doubt about the suc
cess of their municipal plants. In commenting on this 
fact Senator Norris took the illustration of Tacoma, 
Washington, and said: "Tacoma is showing the country 
what a city can do for its people." Current, generated 
by waterpower, is supplied to the consumers so cheaply 
that the people of Tacoma can heat their homes with it. 
He cited the case of a man using 2,249 kwh. in December, 
1928, at a cost of $16.55. The Insull rate for steam 
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power in Chicago for such service is $98.97. Allowing 
3 mills per kilowatt hour as the difference between water
power and the most efficient modern steam plants ($6.75), 
the Tacoma cost would become only $23.30, and the dif
ference against Chicago would become $75.67 on the 
monthly bill. Tacoma now pays 7.5 per cent of the in
come of its plant to the city in lieu of taxes, so that no 
correction need be made for this item in the comparison. 
Senator Norris pointed out further that farmers outside 
the city had formed non-profit, non-stock companies and 
bought power from Tacoma at the rate of 5 cents per 
kwh. for the first 20 kwh. used and at I cent after that. 
"This is cheaper than the Alabama Power Company would 
give electricity to a city of 100,000 people." I 

An interesting commentary on some often disputed 
points is made by Mr. Homer T. Bone, who is connected 
with the Tacoma plant: 

"The operating costs of the Tacoma light system are lower 
than those of its private competitors in this State. It does 
not carry in this account the inevitable political contribu
tions so necessary to the program of the private combines. 
And it pays union scale of wages to its men, which, in
cidentally, are considerably higher than those paid by its 
private opponent. 

Underlying the principle of public ownership is the sane 
and healthy practice of retiring any debt against the plant, 
in large yearly installments. ..• This practice should be 
contrasted with that of private companies which never retire 
their stock and bond issues. If a bond issue is retired, it 
is generally a refunding process which leaves the debt in
tact. ••• Stocks and honds of private power companies con
stitute a perpetual debt upon which the public must forever 
pay interest and dividends. Systems of private financing 
do not permit of any relief from this burden. The defects 
are inherent in the system of private financing .••• '" 

The success of the Tacoma and Seattle plants in \Vash
ington has had its effect on the neighboring State of 
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 19II. 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 1 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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could eliminate future underground construction duplica
tion that will cost each one $3,000,000. 

The Los Angeles plant is another of the large and 
successful municipal plants which have led neighboring 
cities to consider the advantages of public ownership. It 
has had the engineering services of Mr. E. F. Scatter
good. The financial results of eleven years of operation 
are summarized by Bird and Ryan: "The City of Los 
Angeles has during that period acquired a $71,000,000 
light and power system in which it has an equity of 
$24,133,000-$3,736,000 of this being the unpaid re
mainder of funds raised from taxation for the purpose 
of financing original development and losses during the 
early operation period, and $20,397,000 from surplus 
earnings. On this investment the city is now earning net 
profits of over $3,000,000 a year." • 

In contrast with the private companies the municipally 
owned systems in California are required by law to pay 
off each year a part of the principal in outstanding bonds. 
This accounts for the large equity in the Los Angeles 
plant now free from interest charges. In 18 smaller mu
nicipalities the same authors found a book value of the 
plants of $4,692,043, covered by a bonded debt of only 
$719,135, thus giving the cities involved $3,g66,577 worth 
of plant free from interest charges. During the year 1928 
one of the 18 plants received $6,330 from city taxes, and 
six of the plants on which figures were available made 
contributions to their cities of $3.405,636. The Pasa
dena municipal plant, which has had the engineering ,erv
ices of Mr. C. W. Koiner, shows a similar situation. The 
surplus and reserves are $3,382,093. The bonded debt 
is only $734,000. Assemblyman Alvin Reis reported that 
in Wisconsin the debt against municipal utilities was only 
12.7 per cent of the investment, and the debt against pri
vate companies was 88 per cent.' 

Many smaller plants elsewhere in the country have been 
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very successful. The success of Jamestown, N. Y., has 
been mentioned before. Its steam plant is underselling 
the Niagara power of one of the super-power companies. 
The Borough of Wallingford, Conn., under the direction 
of Mr. Alfred L. Pierce, has not only kept rates lower 
than most of the privately owned plants in the State, but 
has built up assets of $462,074, with a bonded debt of 
only $10,000 outstanding against it.' The plant in Spring
field, Ill., under the direction of Mr. Willis ]. Spaulding, 
has rates lower than most of the private companies in 
Illinois and earns a considerable yearly profit. The Cleve
land municipal plant forced a very considerable reduction 
in rates in that city. It is in competition with a private 
company. It appears to have fallen into the hands of peo
ple who are not interested in expanding its services, and 
instead of soliciting customers in competition with the pri
vate company as Seattle and Los Angeles have done with 
great success, it has dismissed many of its solicitors. The 
city manager was ousted by the machine in 1929. In 
spite of this policy of non-competitiveness the plant has 
an equity of $6,765,000 in an investment worth $13,870,-
000, added in spite of its low rates. In recent years the 
City of Lansing, Mich., has taken its place among the big 
municipal producing plants of the country. 

In Pennsylvania the growth of municipal ownership 
has been definitely stopped by a law providing that mu
nicipalities have no power to condemn electric light plants. 
The counsel to the House Committee on Investigation of 
the Public Service Commission, Mr. Harold Evans, re
ported to the effect that the larger municipal plants in the 
State had been successful. He said: 

"Officials of some of the larger municipal light plants in 
Pennsylvania testified before the committee. Mr. Mowrey, 
Manager of Utilities of Chambersburg. stated that the bor
ough had a total budget of $306.813 and produced by revenue 
from taxation only $44,08.2. The difference is covered by the 
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profits made from the light and water plants. The profit 
from the electr,ic 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 first 
Boo kwh. 

The Borough Manager of Ellwood City, Mr. Monroe, tes
tified that the borough sold domestic light at a rate of 5 cents 
per kwh., and announced new rates as of June 1st 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 Chairman 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 sen around five cents, and you naturally are able 
to turn to them and say, you ought to be ashamed of your
self. , 

Q. When you speak of 4~ 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, 
elaboration, 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 Qeveland, 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. 
I f 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-
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reau was ordered to restore the funds to the treasury. 
The effect of the ruling was that while the power com
panies were' free to spend unlimited amounts in prop
aganda the Bureau had no right to spend a cent. A very 
different decision was rendered in Winnipeg at about the 
same time on the same point. The court there held that 
the municipal power plant had every power to expand its 
business, and advertising was a proper use of such powers. 

The old question of corruption by public utilities still 
remains. In 1930 the City Manager of Woodward, Okla
homa, Mr. H. M. Renner, said: 

"Two corporations wanted to buy the light plant. One 
offered something better than a half million dollars. ,There 
was a legal question involved as to whether the old commis
sion had ·the right to sell the plant without a vote. In the 
general confusion which resulted, we know bribes were taken 
and given, and votes were sold at so much per head over 
the counter the same as so much merchandise. I wish again 
to emphasize the unscrupulous tactics which corporations are 
using, the frenzy with which they are fighting the spread 
of municipal ownership." 11 

The activities of some of the Foshay men in similar 
transactions have been mentioned before. 

The legal obstacles shoved up against the cItIes are, 
however, equally effective. The situation in Texas is not 
untypical of several other states. It is described by Mr. 
e. A. Winder, Supervisor of Public Utilities at Fort 
Worth: 

"Some cities are, fortunate in having a franchise whereby 
the utility, if there is a question about rates, can be taken 
over by the municipality at a fixed price. • • . We do not 
have that arrangement either in Forth Worth or any other 
cities in Texas. If we want to take over a utility for mu
nicipal operation, it must be done by agreement or condemna
tion. If we do it by condemnation, we are handicapped if 
the city does not agree with the board of condemnation on 
the price. Then we have to file with the board double the 
amount set, take over the utility and settle the question later 
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as to valuation for sale purposes. The only recourse left is 
for the city to compete with the private company and that is 
uneconomical." 12 

The Texas situation was further described by 1\Ir. 
Joseph F. Nichols of Greenville, Tex., before the 1929 
convention of the League of Texas Municipalities. He 
said, after sketching the social influence of the power 
combinations: 

"Government and municipal ownerships are the Verdun 
to the battle fronts of the armies of the Power Trust, and 
as long as the Government and municipal ownership lines are 
not weakened or destroyed, the onward march of the power 
trust forces 'shall not pass' and will not pass. . .. 

During the J9~9 Legislature of the State of Texas, the 
Power Trust sought to obtain legislation to destroy, hamper 
or prevent municipal ownership. These interests had pur
chased, largely at extravagant prices. the great majority of 
the plants in Texas, leaving only a comparatively small num
ber of municipally owned plants that had not been taken 
over by them. Hence, if the power interests could destroy, 
curtail or seriously hamper any right of any municipality 
to install and operate a municipal plant in competition with 
the power group plant, the conquest of Texas would be most 
complete .... " 11 

In 1929 some of the Illinois towns sent out a cry for 
help to their fellow municipalities in that State. The cities 
of Mt. Olive and Staunton, which have had municipal 
plants for over twenty years and never granted any pri
vate franchises were faced with the alternative of buying 
power or selling their plants. They were offered several 
times the value of the plants, but realized that any price 
paid would be capitalized by the private companies, and 
they would have to pay a 7 per cent return on it. They 
refused to sell. Then the Illinois Power and Light re
fused to sell current to them. They had to look else
where, and finally bought off-peak current from some 
neighboring coal mines. The private company brought suit 
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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 under no obligation to 
do. Their rates include this contribution from the con
sumers to freeing the plant from debt. Another consid
eration is that most municipal plants make a contribution 
to the cities in the form of rates for street lighting lower 
than the private plants charge. In many cases the mu
nicipal plants contribute to the city funds. On the other 
hand it should be remembered that the private companies 
act as tax collecting agencies for the states and cities. 
They turn over an average of 8.5 per cent of their gross 
revenue in taxes.u On a 7 cent rate this is about 6 mills, 
a little over half a cent per kwh. Comparison of modern 
steam plants with waterpower plants should take into 
account a further differential of about 3 mills per kilo
watt hour. Cities of about the same size should be com
pared. A rough balance may be drawn: 

Municipal Plant 
Rates include retirement of 

debt 

Low charges on street light
ing 

Financial contributions to 
city in lieu of taxes 

Water power often cheaper 

Private Plant 

Rates include taxes 

Steam power often more 
costly 

Steampower often more Waterpower often cheaper 
costly 

While exact comparison of rate advantages at present 
involves taking these and other items into consideration, 
some preliminary evidence can be offered for the states 
of New Jersey, New York, Kansas and Massachusetts. 
The following figures are compiled from the rate sheets 
filed with the state commissions in 1929 for domestic 
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lighting. They show a difference in favor of the munici
pal plants as far as the small consumer is concerned. 

TABLE VJ18 

Privo.Je Private 
40 kwh. over Public 80 kwh. over Public 

New York 
(Cities under 

25,000) 
Private . _ • . •• $3.621 
Municipal •.•• 3.059 

Kansas 
Private ...••• 3.188 
Municipal ••.. 2.845 

Massachusetts 
Private ••.... 2·995 
Municipal ••.• 2·590 

New Jersey 
Private ...... 3·485 

18·3% 

12.0% $5.0 59 ·4% 
5.0 39 

15.6% 5·189 2·3% 
5.0 71 

5.856 

It will be seen at once that the rates of the municipa 
plants are somewhat below those of the private companies 
in spite of the fact that they are, for the most part, in th4 
smaller cities, and are compared with state-wide privab 
superpower systems, not only operating in the large citie~ 
in each of these states, but gaining all the efficiencies 0' 

interconnected load. In New York State, where figure~ 
were available only for the users of 40 kwh. a month, th4 
comparison is more accurate because it is for cities 0 

about the same size. The difference shown is larger thaI 
in the other states where small municipal plants are com 
pared with large private ones, as well as small privati 
ones. 

It also stands out that the rates in Kansas and Massa 
chusetts where there are a considerable number of efficien 
municipal plants. are lower. even for the nrivate nlant! 
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than in New Jersey where there are almost no important 
municipal plants. It appears to be prima facie evidence 
that municipal plants have a very definite effect on the 
rates of near-by private plants, a contention which is also 
supported by the experience in the West Coast states. 

While the municipal plants, and especially the larger 
ones, seem to be perfonning their social function of doing 
a public business at a lower cost, their real service may 
be expected when they are free to follow the engineering 
developments in the industry and combine into intercon
nected public power systems. Some evidence as to their 
success at this is available. 
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CHAPTER SEVEN 

THE CITIES LEAGUE TOGETHER 

T WENTY years after the private power companies 
began interconneCting cities, some of the cities are 

freeing themselves sufficiently to do the same thing. 111 
California, Nebraska, Washington and Oregon they have 
secured permission to establish power districts. In Wis
consin a constitutional amendment is before the electorate 
In New York it was recommended by the Governor's ap
pointees to the investigating commission of 1930 and b, 
Governor Roosevelt. In Pennsylvania Governor Pinchol 
in 1926 supported a plan for regulation which involves 
such power districts. The belief of its advocates is thai 
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 01 
an operating league of municipalities in Ontario to sup
port their contentions. 

The Pennsylvania proposal for "Giant Power" in thai 
state resulted from a survey under the direction of Mr, 
Morris L. Cooke, and attracted a certain amount of atten
tion in the East. The first proposals of the plan were 
directed toward an improvement of the regulatory system, 
The private power companies were asked to accept changes 
in their charters which would allow the fixing of rates 0[1 

"net investment plus additional fair value, if any, at a 
rate reasonably sufficient from time to time to attract inte 
the enterprise new money in sufficient volume to meet thE 
needs of its public service duty." 1 It will be noted thai 
this had some similarity to the proposals made by th. 
Massachusetts Department of Public Utilities a little later 

230 
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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 ~tate 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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cent of the farms in Pennsylvania had electric service. 
All these Giant Power proposals were beaten by a hostile 
Legislature. 

In Nebraska a power district bill was carried, but was 
later declared unconstitutional on the ground that the Leg
islature had delegated some of its legislative powers. It 
was repassed on popular initiative in 1930 to avoid this 
difficulty. In 1930 the States of Washington and Oregon 
carried initiative petitions for the formation of power 
districts. 

According to the Nebraska law there must, first, be a 
petition signed by at least 25 per cent of the electots in 
the proposed district. In the Washington law 10 per cent 
of the electors must sign such a petition. In Nebraska 
the petition then goes to the District Court, which holds 
open hearings and declares that the proposed power dis
trict is, or is not, to be incorporated. After that it goes 
to the voters in the proposed district. In Washington it 
goes to the Board of County Commissioners, which holds 
open hearings and has power to exclude certain section~ 
from the proposed district. In both states a majority 
vote of the electors establishes the district. In Nebraska 
the District Court can exclude from the district any units 
which voted against it. 

After the districts have been properly approved officials 
are elected to take control, and in both states care is taken 
that all units of government represented in the district 
are also represented in the control of the power district. 
The districts are given broad powers to make surveys of 
the district's needs, to issue bonds and to develop power 
plants. The Nebraska law reads in part: 

"Said hydro-electric district shall be a corporation and 
possess all the usual powers of a corporation for public pur
poses, and in its name may sue and be sued, purchase, hold 
and sell personal property and real estate; and shall have the 
sole management ilpd control of hydro-electric and auxiliary 

\ 
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steam electric power plant or plants, and transmission lines 
within or without said hydro-electric district, now or here
ilfter owned or leased by said district. Said power plants 
and distribution lines connected therewith are hereby de
clared to be works of internal improvement. Said hydro
electric district shall also have the power of eminent domain 
for condemnation and appropriation of private property, so 
far as may necessarily be required by said district in the con
struction of new power plants, transmission lines and neces
sary distribution lines only." 

When bonds are to be issued they must be approved by 
the voters in the district. In Nebraska this applies to all 
the bonds. In Washington it applies to bonds that exceed 
one and one-half per cent of the total value of the real 
property in the district. In both states 60 per cent of the 
voters must favor the bonds, or they cannot be issued. 
In Nebraska if the first bonds proposed by the district 
fail to be approved, the district ends, and must wind up 
its affairs at once. Various other safeguarding provisions 
are included. In Nebraska all work over $500 in amount 
must be let by contract to the lowest responsible bidder. 
In Washington any materials purchased or work ordered 
over $5,000 in amount shall be awarded by contract. In 
condemnation proceedings the Washington law exempts 
municipal plants from condemnation except upon the vote 
of the people of the municipality owning such a plant. It 
orders that in condemnation proceedings the court shall 
submit to the jury the values placed on the property in
volved by the local taxing authorities, and in respect to 
the condemnation of privately owned utilities operating 
without a franchise. orders the court to consider the fact 
that such property. plants and facilities are subject to 
being removed from the highways by reason of being 
operated without franchises. 

The new Nebraska law permits cities and towns which 
own plants and distributing lines to extend them beyond 
the municipal borders to cover such territory "as may be 
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deemed expedient." It also provides that such extension~ 
are to be paid out of earnings. No municipal plant il 
to be sold until sixty per cent of the voters approve 
There is a definite limit set to the amount which can bf 
spent in a campaign to influence such sales. This law i! 
aimed to help the rural districts. 

The significant fact here is that even with all the limita· 
tions imposed upon their liberty of action through vote! 
on bonds and appeals to the courts, they are nevertheles! 
free to combine the power facilities of considerable areal 
for the common benefit of all people in those areas, an( 
to plan the power development in connection with the 
irrigation, flood control and drinking water needs of the 
areas. The existing irrigation districts in California have 
developed power largely as a means of paying for thcil 
irrigation work. They have been able to do this while 
charging rates which seem low in comparison with the 
rates given in the previous chapter for such heavily set 
tled states as New Jersey and Massachusetts. A com 
parison may be made: 

40 kwh. 
Turlock District 2 •••••••••••• $2.25 
Modesto District.... ••..• .. •• 2.15 
New Jersey (private) ........ 3.485 
Massachusetts (private) •..••• 2.995 

80 kwh. 
$3.25 
3.15 
5.856 
5·189 

This is first hand evidence that power districts cal 
operate efficiently and give lower rates, even in smal 
sparsely settled communities, than the private super-powe 
systems covering well populated and industrial states sud 
as New Jersey and Massachusetts. 

Further evidence to this effect is given by the working 
of the league of Ontario municipalities under the leader 
ship of the Ontario Hydro-Electric Commission, jus 
North of the states of Michigan, Ohio, Pennsylvania ane 
New York. Here is a publicly owned super-power sys 
tern. It can be compared, after due consideration is givel 



THE CITIES LEAGUE TOGETHER 235 

to certain factors, with the private super-power systems 
operating in this country. In the comparison it should 
be remembered ( I ) 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 I 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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the Commissioner of Labor Statistics of the Department 
of Labor .. The Ontario figures were taken from the re
ports of the Commission. The cities compared were: 

United States 
PopulatiofJ 

Atlanta ••••••••• 250,000 
Baltimore ••••••• 819,000 
Birmingham •••• 217,000 
Boston ••••••••• 793,000 
Buffalo ••••••••• 550,000 
Chicago •••••••• 3,102,000. 
Cincinnati •••••• 412,000 
Qeveland ••••••• 984,000 
Denver ••.•••••• 289,000 
Detroit......... 1,334,000 
Houston •••••••• 256,000 
Indianapolis •••• 374.000 
Jacksonville..... 137,000 
Kansas City •.•• 383,000 
Los Angeles ••.• 1,300,000 
Memphis •.••••• 179,000 
Minneapolis ••••• 447,000 
Mobile ••••••••• 66,000 
New Orleans.... 424.000 
New York •••••• 5,970,000 
Norfolk •••••••• 179,000 
Philadelphia •••• 2,035,000 
Pittsburgh •••••• 665,000 
Portland, Me. '" 76,000 
Portland, Oreg.. 340,000 
Richmond ••.••• 191,000 
St. Louis ••••••• 839,000 
San Francisco. • • 576,000 
Savannah....... g6,000 
Scranton ••••• • • 143,000 
Seattle ......... 411,000 
Washington. .... 540,000' 

Total •••••••• 25,377,000 

Ontario 
Population 

Brantford ••.•.• 
Chatham ••.••••• 
Galt ••••••.•.•.• 
Guelph •••••.•••• 
Hamilton ••••••• 
Kingston ••••••• 
Kitchener .•••.•. 
London •..•••••• 
Niagara Falls ••• 
Ottawa •••••••.• 
Owen Sound 
Peterborough ••• 
Port Arthur •••• 
St Catharines ••• 
St. Thomas ••••• 
Sarnia ..•••••••• 
Stratford •..•••• 
Toronto •••••••• 
Weiland ........ 
Windsor •.•••••• 
Woodstock ••••• 

28,010 
14,118 
12,686 
19,219 

122,238 
21,6:u 
24,805 
63,339 
16,819 

118,088 
12,231 
21,726 
17,021 
21,810 
17,15:2 
15,588 
18,888 

542,18, 
8,94' 

52,63~ 
10,1I~ 

Total •••••••• 1,179,24' 

It will be seen at once that the American cities includ 
the public plants of Los Angeles, Jacksonville. Oevelanc 
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San Francisco and Seattle. For some of the years the 
United States' average is lowered by the weight of the 
lower rates in these municipal plants. 

The following chart was presented to show "the net 
average cost per kilowatt-hour for domestic electricity" 
in the two groups of cities from 1910 through 1928.6 

It should be noted that the 1910 cost in Ontario was under 
private ownership, and is higher than the cost in that year 
in the United States cities. The drop in rates since that 
day has been fairly constant in both countries, but almost 
four times as much in Ontario as in the United States 
cities. 

United Stales, cost Ontario, cost 
k ilowalt-hour kilowatt-hour 

Year cents 
1910 ••••••••••••••••••••••• 9.2 
1911 ••••••••••••••••••••••• 9·0 
1912 ••••••••••••••••••••••• 8.9 
1913 ••••••••••••••••••••••• 8·7 
1914 ••••••••••••••••••••••• 8·5 
1915 ••••••••••••••••••••••• 8.0 
1916 ••• ;................... 8.05 
1917 ••••••••••••••••••••••• 8.1 
1918 ••••.•.•..•••.••.••.•.. 7·9 
1919 ••••••••••••••••••••••• 7·8 
1920 •••.••••.•••••••••••••• 8.0 
1921 ••••••••••••••••••••••• 7.9 
1922 ••••••••••••••••••••••• 7·8 
1923 .••.••••••••••••.•••..• 7·7 
1924 ••••••••••••••••••••••• 7.6 
192 5 ..••.••••••••.•••• •.••• 7·5 
1926 ••••••••••••••• •••••••• 7.4 
1927 ••• •.•.•••.••••••••••.• 74 
1928 ••••.•••• •••••••••••••• 7.2 

cems 
9.30 

·6.00 
5.06 
4-86 
3.83 
3.08 
2.8g 
2.72 

2·55 
2.29 
2.20 
l.gS 
1.83 
1·73 
1.71 
1.66 
1.63 
l·sS 

This chart can be recast in simple form to show how 
much the domestic consumers of electricity in the United 
States cities have had to pay year in and year out in 
comparison with the amounts paid by similar consumers 
across the border in Ontario. Throughout this com pari-
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son, however, it should be remembered that Ontario rates 
have been s.o 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 Cities United States Cities 
1912 ................ $100 $158.07 
1913 ................ 100 173·13 
1914 ................ 100 17~.18 
1915 ................ 100 20.80 
1916 ................ 100 260.82 
1917 ................ 100 280.26 
1918 ................ 100 28g·93 
1919 ................ 100 305.76 
1920 ................ 100 348.80 
1921 ................ 100 358.66 
1922 ................ 100 393.90 
1923 ................ 100 420·42 
1924 ................ 100 438.52 
1925 ................ 100 438.00 
1926 ................ 100 445·48 
1927 ................ 100 453·62 
1928 ................ 100 464.40 

A closer comparisonof 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 80 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. 

New York (private) 
New Jersey (private) • 
Massachusetts (private) 
Kansas (private) 
Ontario (public) 

40 kwh. 
$2.936 
J,485 
2·995 
3.188 
1·093 

80 kwh. 
$ 
5.858 
5.189 
5·959 
1·594 

Difference over 
Ontario 

40 kwh. 80 kwh. 
168.6% 
218.8% 
174·0% 
191.6% 

267·5% 
225·5% 
273.8% 

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 
kwh. monthly 

Ontario •••••••.•••••• $100.00 
New York ............ 268.60 
New Jersey........... 318.80 
Massachusetts •.•••..•• 274.00 
Kansas •.•.••.•..•.••• 291.60 

Users of 80 
kwh. monthly 

$100.00 

367.50 
32 5.50 

373.80 

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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sumer of 40 kwh. a month pays our private companies 
close to three times as much as the Ontario consumer 
($288.25 to $100), and the somewhat larger domestic 
consumer in our states, who uses 80 kwh. monthly. pays 
over three and a half times as much ($355.43 to $100). 

In attempts to answer evidence such as this the power 
companies have made two claims, one to the effect that 
while the domestic lighting rates may be lower in On
tario, the power rates are higher; the other to the effect 
that the taxes collected by the private companies here are 
so much larger than the contributions made by the On
tario plants that they account for the higher rates of the 
private companies. If either of these two claims is true, 
a gooq part of the weight of Ontario as a successful 
demonstration of social planning and financing for the 
common good would be lost. 

In answering the first point, Senator Norris in May, 
1930, presented figures showing the average cost to the 
ultimate consumers of industrial power in the United 
States and in Ontario for a period of four years through 
1928. The United States figures are taken from the 
organ of the industry, the Electrical World. The On
tario figures are taken from the reports of the Hydro
Electric Commission! 

Total United Stales 

Kilowatt-hours Average 
Year sold Revenue kwh. 

cents 
1925 ........ 36,431,000,000 $42°,810,000 u5 
1926 ........ 41,964,000,000 519,100,000 1.23 
1927 ........ 47,093,000,000 636,545,000 1·35 
1928 ........ 51,140,000,000 686,015,000 1·34 

176,628,000,000 2,262,47°,000 1.28 
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Total Ontario Hydro 

1925 ........ 1,894,440,816 $1I,580,778 0.61 
1926 ......... 2,156,391,288 13,088,534 .60 
1927 ........ 2,219.738.463 13.924.606 .62 
1928 ........ 2.426.384.841 14.655.714 .60 

8,6g6.955.408 $53.249.632 .61 

These figures indicate that the industrial consumers of 
the United States, far from paying less for power than 
the Ontario consumers of industrial power, pay more than 
twice as much. For every hundred dollars paid in On
tario our industrial consumers pay $209.79. 

In spite of such evidence the National Electric Light 
Association takes the lead in attempting to misrepresent 
the situation entirely. In March, 1930, for example, one 
of the news releases from their Department of Public 
Information claims that one of the fundamental prin
ciples of the power industry here is that each service 
shall carry its own load and that under no circumstances 
shall any particular class of service be penalized to sub
sidize any other class of service, while, "in Ontario, with 
Government ownership and operation, the theory is en
tirely different. There business and industry, as well as 
the general taxpayer, have been penalized for the benefit 
of the small consumer, and more particularly the rural 
consumer." 

In addition to giving the above figures by way of an
swer, Senator Norris quoted the Chamber of Commerce 
of Niagara Falls, N. Y. It petitioned Congress for an 
increase in the tariff on cyanamid salts, which are pro
duced there with Niagara Falls power. The Chamber of 
Commerce said: 

"Large units of power are consumed in the manufacture 
of this product, and the cost of power is a very important 
item in its manufacture; and partly as a result of our treaty 
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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. ..• " 

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 tpatter 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 CommissiOIl 
began operations in Onta{io it had a relatively clean slate 
and could work out an integrated system. In New Yor~ 
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, whil~ 
Ontario produces most of its power from hydro plants. 
Finally, the differences from Source of supply vary iii 
both governmental units. 

The authors discard as unreliable the method of com· 
bining revenues for all electric service classifications it 
one territory and division by the sum of kilowatt hour! 
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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." tI 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 the 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.T 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 N ew 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 I. The domestic consumer using 36 kwh. monthly. 
All the Ontario cities were under $1.04, ranging from 
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$.95 to $1.03. The New York cities were all higher 
ranging from $1.59 in Buffalo to $3.60 in Yonkers. 

Case 2. The domestic consumer using 175 kwh 
monthly for lighting and cooking, etc. All the Ontari< 
cities were lower than the New York cities, ranging fron 
$1.93 to $2.97. The New York cities ranged from $4·8~ 
to $15.00. 

Case 3. The commercial lighting consumer using 20< 

kwh. monthly for lighting. All the Ontario cities wen 
lower, ranging from $3.24 to $5.49. The New Yort 
cities ranged from $6.75 charged by the public plant al 
Jamestown to $19:00. 

Case 4. The commercial lighting consumer using 1,00< 
kwh. monthly. Five of the six Ontario cities were lowest 
ranging from $16.16 to $23.03. One New York citl 
ranked sixth. One Ontario city ranked seventh at $27.45 
The remaining New York cities had higher costs, rangin! 
from $28,35 at Jamestown (public) to $73.00 at Yonkers 

Case 5. The commercial consumer using energy £01 

lighting, cash-carriers and elevators, 3,000 kwh. monthly 
Five Ontario cities were lowest, ranging from $35.44 t( 
$50.63. Three New York cities followed, ranging fron 
$55.00 to $60.50. Toronto, Ontario, is in ninth place wit! 
$64.80. The other New York cities follow, ranging fron 
$73·35 to $174.27. 

Case 6. The commercial consumer using energy fOI 
lighting, cash-carriers and elevators, 6,000 kwh. monthly 
Three Ontario cities are lowest, ranging from $62.22 t< 
$88.88. Niagara Falls, N. Y., is in fourth place with l 

$90.00 charge. Two more Ontario cities follow, then tw( 
more New York cities, then Toronto, Ont., at $117.00 
Eleven New York cities are higher than Toronto, ranginl 
from $128.00 to $306.25. 

Case 7. The small industrial user of 2,000 kwh 
monthly, on a 10 kw. connected load and an 8S pe 



THE CITIES LEAGUE TOGETHER 245 

cent load factor. All the Ontario cities are lower, rang
ing from $22.75 to $28.04. The New York cities range 
from $35.00 in Buffalo to $131.40 in Yonkers . 

. Case 8. The industrial user of 10,000 kwh. monthly 
on a measured demand of 30 kw. and an 85 per cent load 
factor. All the Ontario cities are lower, ranging from 
$73.22 to $94.01. The New York cities range from $95.45 
to $500.00, and sixteen of them are above $100.00 and 
eight of them above $200.00. 

Case 9. The industrial consumer using 21,600 kwh. 
monthly on a measured demand of 100 kw. and an 85 
per cent load factor. Here the order is Buffalo, N. Y., 
Niagara Falls, N. Y., Ottawa and Kitchener, Ont., North 
Tonowanda, N. Y., then the remaining four Ontario cities 
with $258.50 as a high, then 14 New York cities ranging 
from $284.00 to $1,080.00. 

Case 10. The industrial consumer using 75,600 kwh. 
monthly, on a measured demand of 300 kw. and an 85 
per cent load factor. Two New York cities are lowest, 
then follow three Ontario cities, one New York city, three 
Ontario cities and 15 New York cities. The highest On
tario city is $8°4.56. The 15 last New York cities range 
from $806.25 to $2,500.00 and 14 of them are above 
$1,000.00. 

Case I I. The industrial consumer using 288,000 kwh. 
monthly on a measured demand of 1,000 kw. and an 
85 per cent load factor. Two New York cities are lowest, 
three Ontario cities follow, two New York cities are sixth 
and seventh, three Ontario cities follow, the highest being 
$2,778.65, then the remaining 13 New York cities ranging 
from $3,288.00 to $5,409.97. Ten of them are above 
$4,000.00. 

In order to facilitate comparison the authors of Elec
trical Utilities expressed the comparisons as ratios, with 
the Ontario average cost for each case expressed as unity 
($1.00).' 
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D_"ie Co.......,cial l'I/SuMiJI -
I ,. , 

" 5 6 7 8 " 10 II 

Ontario ............ 1.00 1.00 1.00 1.00 1.00 •. 00 1.00 1.00 1.00 1.00 •. 00 
Weotern New York •• 1.9l •• 06 •. 06 1.6, 1.,8 1.34 1.60 I.b '.07 '.0, '.00 
Up.late-Welt (N.yJ,' .·7 ,.19 •. 5' •. 09 1·9' 1.76 •. 37 •. $5 1.88 •• 6, •. 61 
Upltate-Ea.t (N.Y •• 2·95 a·92 4·10,.05 ...... 2·44 •. 7~ I.Sa '.74 '.76 
LOwer HudllOn (N •• ) ,.00 '.79 '·90 '·37 ,.1, '·'9 '.58 '·9 •• 69 .·34 '.9' 

The conclusions from this study may be expressed as 
follows. . 

I. 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 consumer 
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 FaIls, pay from 60 to 170 per cent 
more than in Ontario. For each $100 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 $191. 

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 ••...••.... i. .09250 cents per kwh. 
Ontario system .•..••.....•....... .00723 cents per kwh. 

The New York companies paid less than I 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." 8 

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 colIected 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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border, they charge rates so much lower than most of the 
rates charged "by the inter-connected private super-power 
systems in New York State that the difference in source 
of generation does not begin to explain the difference. 

The Ontario Hydro-Electric Commission represents the 
principle of a public power district applied to a whole 
large state. It represents social planning under unified 
direction like nothing we have as yet had on this side 
of the border. It represents the determination not to turn 
over natural resources to private profit. It represents 
stimulation of a rising standard of living in city homes 
and farms by rates low enough to encourage use of mod
em conveniences. It represents the intelligent use of gov
ernment and municipal credit to bring down the cost of 
living to the citizens. It represents an intelligent social 
care for the interest of future consumers by regularly 
retiring large parts of the debt and lowering the capital 
charges which will have to be paid by future consumers. 

In this chapter and the preceding one evidence has been 
presented which seems to indicate that the engineers and 
managers have been able to give their services to the 
public in varying degrees; first and best in a public super
power system; second, in municipal plants; third, in pri
vate companies under the pressure of the example of low 
rates in near-by municipal plants; fourth, in a state with 
a strong regulatory commission but no important mu
nicipal plants to furnish any incentive to rate reduction. 

Hidden here is the essence of the conflict between those 
who would continue to police the utilities and improve 
the regulatory laws, and those who think that as long as 
private interests own the control of the utilities there is 
no hope that the public will gain the greatest possible 
benefit from the work and ability of the engineers. 

The cities have been held back when they should have 
been free to expand. The management of public busi-



THE CITIES LEAGUE TOGETHER 249 

ness has been held back at times by the use of forms which 
were adequate for an earlier day and are no longer ap
propriate. New types of management for public business 
are coming into use which promise the advance of the 
social good through a combination of the best features of 
private initiative and of social control. As the cities 
league together it would be to their advantage to incor

. porate these newer forms of management into their plans. 

NOTES 

1 Giani Power Survey, Commonwealth of Pennsyivania. 1926. 
8 Bird and Ryan. Public Ownership on Trial, pp. 126-128 .. 
8 Congressional Record, May 9, 1930. 
'The figures for 1927 and 1928 include 51 cities in the United 

States and 25 Ontario cities. 
• Congressional Record, May 9. 1930. 
• Electrical Ulilities, Mosher and Associates, p. 245. 
T Idem, pp. 246-7. 
8 Idem, p. 259. Table XVII. 
8 American Economic Review, 19 Sup. 197, p. 200, FebrUary, 

1930. 



CHAPTER EIGHT 

GOVERNMENT CORPORATIONS AND FINANCING 

I. The Present Problem 

WE 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 (orce 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 

250 
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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 the 
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Gulf of San Jose in Patagonia and a 600 mile transmis
sion line to Buenos Aires, bringing power to the capital 
at a quarter of a cent a kilowatt hour, cheaper even than 
Niagara Falls power.1 

We do, however, share with the other countries the 
same three choices: that of leaving or putting the plan
ning and development in the hands of private companies, 
or exercising some degree of governmental supervision 
over the planning, as in the British Isles, or establishing 
part governmental and part private ownership as in Ger
many or full ownership by the Government, represented 
at its best in Ontario. 

2. Government Planning-Mixed Ownership 
In Great Britain the problem has been that of securing 

cheap power, of eliminating the inefficient plants. In 1926 
there were in England, Scotland and Wales some 659 en
terprises; about 60 per cent, 390, were public and about 
40 per cent, 26g, were privately developed. The 6rst 
effort to eliminate the less efficient plants began in 1919, 
immediately after the war. Provisions for voluntary 
grouping were adopted. They were in effect seven years, 
until 1926, and had not brought about the desired results. 
In 1926 the' Conservative Government, under Mr. Bald
win, passed the Electricity Supply Act. Its definite ob
ject is to cut down the number of power plants to an 
efficient 6fty or sixty in 1940 and to provide for an in
terconnected superpower system that will serve the whole, 
country adequately. 

The law under which the power industry there has been 
devel,oping for some years is an interesting mixture of 
governmental control and ownership and somewhat un
regulated private industry. The whole problem of sub
ordinating private interests to the general public interest 
was involved at once. The Weir Committee, which 
planned the present law, used the words: "We fully real-
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ize the apparent drastic nature of our proposal, but we 
are convinced that in operation it will not involve any hard
ship to existing interests. We propose not a change of 
ownership, but the partial subordination of vested inter
ests in generation to that of a new authority for the benefit 
of all, and this only under the proper safeguards and in 
a manner which will preserve the value of the incentive 
of private enterprise." a 

In order to secure the cheapest possible generation and 
transmission costs a Central Electricity Board, which is 
a government corporation consisting of eight directors, 
has been set up and been given power to plan a unified 
system for the country and to put those plans into effect. 
The procedure is that a special board of engineers (the 
Electricity Commissioners) submits to the Board a plan 
for unifying each zone in the country, zoning it into in
dustrial areas that are naturally grouped together. The 
Board, as a second step, can build or buy main transmis
sion lines connecting the various sections of each zone, 
and the several zones. It can do this on its own account, 
following the plans of the engineers. For this purpose 
it has a revolving fund of about $163,000,000 which it 
raises by sales of its own securities. The third power of 
the Board is to select out of the existing generating plants 
the most efficient in each zone, which are to sell to the 
Board all the electricity they produce. The Board then 
resells this purchased current (at cost plus sufficient ad
vance to pay its own running expenses) to the distributing 
systems, except in those cases where a private distributing 
agency is producing it more cheaply than the Board can 
furnish it. The procedure here is to designate certain 
stations, called "designated" or "authorized" stations, to 
furnish the bulk of the power for each zone. This does 
not, however, confiscate the property of the less efficient 
stations. These non-authorized stations are sold power 
for a period of seven years at a cost less than that at 
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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 iq 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 Transport, 
but are responsible only to the courts, exactly like a pri
vate board of directors. The members of this board are 
required to divest themselves of any securities in the power 
industry. The form of a private corporation is used to 
transact a governmental business. 

The second thing of interest is that the Board is not 
supposed to go into the job of operating the plants. It 
fulfills instead the function of a controlling middleman, 
buying power as cheaply as it can and selling it practically 
at cost, and at a uniform rate, to the distributing agencies. 
It can own transmission lines and charge enough for the 
service of wholesaling over those lines to pay interest 
on its securities and to retire them. Only in case the 
private companies refuse to cooperate in selling or in ex
panding can the Board, after offering them for sale to 
other stations, go into the business of owning and oper
ating stations. 

In case any of the smaller plants which are not selected 
to furnish power to the Board refuse to buy power from 
the Board and claim that they can actually, over the seven 
year period, manufacture power more cheaply .than the 
Board can sell it to them, they are then allowed a further 
year of life in which to prove their contention. If the 
contention is proved during that year of life they are 
allowed to continue operation, if not, they are closed down 
and are free to purchase power from the Board. 

In these determinations of manufacturing cost there is 
necessarily a great deal of accounting. In 1926 a con
siderable change was made in the matter of purchase price. 
Before that year it had been "then value," roughly co~
responding to our "cost of reproduction new." In 1926, 
however, it was set by Parliament as prudent invest-
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ment less depreciation. In figuring the generation cost 
plus the profit. to be allowed to each selected station the 
profit allowed was between five and six and a half per 
cent. But it is interesting to note that, as the law states 
it, "In calculating for the purposes of this section the 
cost of production of electricity generated by the au
thorized undertakers, no account shall be taken of capital 
charges in respect to capital expended on the generating 
station." a The important consideration is that of gen
eration costs. I f these run higher than the cost at which 
the Board can sell the power to the station, that station 
must then buy its power from the Board. 

Plans for five. zones have been put into operation, and 
a sixth has been prepared. They now cover Central Scot
land, Central England, Mid-east England, Southeast Eng
land, Northwest England and Northwest Wales, and the 
latest plan prepared is for Northeast England. When it 
has been adopted about 98 per cent of the population of 
the island will be covered. The average resale price to 
distributing companies is expected to be around 7 or 8 
mills per kilowatt hour. 

Perhaps the most important part of the scheme from 
the consumers' point of view is the way in which the 
final price is regulated. The Minister of Transport has 
the power, as Professor Horme1l points O'lt, to revise the 
maximum and standard prices charged by a power com
pany where the company takes its supply from the Central 
Electricity Board. He is directed to take into account 
the reductions in the price effected by the operations of 
the Board." This is, at best, a cumbersome procedure, 
even in England which is a much smaller country than 
the United States. But in addition there is a provision 
for a sliding scale of dividends and charges imposed on 
distributing companies taking their supply from the Board. 
Such a sliding scale was adopted for the companies oper
ating in London, in 1925. A great many of the distrib-
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uting companies are, however, municipal systems, many 
of the largest industrial cities being so served. While 
their lighting rates seem to be considerably below those 
of private distributing companies they have operated on 
somewhat the same principle as the German municipal 
and government power systems, of collecting rates high 
enough to allow them to make a considerable contribu
tion to the running expenses of ~he cities in which they 
were operating. Under the 1926 act the municipal power 
authorities are narrowly limited in the amount they may 
turn over to the cities. It provides that the major share 
of the surplus shall go toward reducing rates and paying 
off capital loans. 

In view of the acquiescence of the engineers in the 
system now operating in the United States, which was 
referred to in a previous chapter, it is noteworthy to find 
that the engineers of Great Britain took a leading part in 
establishing this system of governmental planning and 
wholesaling. Professor Hormell states: "The act was 
sponsored in the main by three groups or classes of in
terests: first, by the technical engineers under such able 
leaders as Sir John Snell. Their interest was in the 
scientific development of the industry as a whole, and 
they were generally free from local, parochial and individ
ual interests which dominated many municipalities, private 
distributing companies and power companies." I The sec
ond group were the industrialists who understood the 
need for cheaper production costs if England hoped to 
retain or regain her position in the manufacturing world. 
The third group were governmental leaders acting under 
the same pressure. 

3. Part or Full Government Participation 
While in Britain there are private plants and public 

plants operating side by side, in Germany there has been 
a significant form of combination between the two. There 
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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.8 

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 
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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. 

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 
only proceed as our own do, by condemning and buying 
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-Westfiilische Elektrizitaetswerk 
A. G., formerly owned by Stinnes and now owned in 
bulk by the cities of the Ruhr district. At the same time 
the Federal Government, the Reich, has a holding com
pany called Viag, which not only controls the big Elektro
werke but some forty other enterprises including potash, 
aluminum and coal. Even the cities resort to govern
mental corporations which issue stock and bonds on their 
own credit. One of the largest of these is in the third 
city in the world, Berlin. The city owns all 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 the formal 
separation of the General Electric and the Electric Bond 
and Share, the manufacturers of electrical machinery in 
Germany have a large financial interest in the producing 
power companies. In Britain it is the Thomson 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 established 
development. They began with gas companies in 1857 
and with power companies in 1892. They received sup-
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port from the private electrical interests, often that of the 
manufacturers of equipment. ' They are stock companies 
in which, with one possible exception, the majority of the 
shares are held by the participating municipal interests 
and the minority by private interests. Money is also 
raised for development by the sale of bonds to the public. 
These companies work along the lines of private enter
prise. This is one explanation of their popularity, a com
bination of social interest with private initiative. Other 
reasons have been advanced. One is that general social
ization after the war was not undertaken because of fear 
that the revenues would have to go to reparations, and 
the mixed company avoided that danger to some extent. 
Another reason given is that during the inflation period 
it was easier for private business than for public business 
to obtain credit. Still a further reason given is that mu
nicipal electric enterprises were handicapped by social 
legislation in regard to hours and wages, which the mixed 
interest companies avoided.8 In general politics have been 
kept out of the management of both the mixed and the 
pure and simple municipal and state enterprises. Rea
sonably high salaries, permanent tenure of office and 
professional reputation have, it is agreed, placed public 
operation on a plane as high as that of private enter-
prise at its best. . 

A proposal for mixed government and private owner
ship for the electric power industry in the United States 
was made in 1930 by Mr. Donald R. Richberg of Chicago, 
General Counsel for the National Conference on Valua
tion of Railroads. He presented his plan, which bears 
some similarity to the German one, to the New York State 
Commission on Revision of the Public Service Commis
sions Laws. After pointing out that public utility service 
was essentially a public business and that all persons or 
corporations who undertake; it are to be regarded as public 
agents engaged in transacting public business. and per-
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forming a function of the state, he mentioned the conflict
ing obligation resting on managers of such businesses 
who, as private employees, are obligated to make as much 
as possible for their employers and, on the other hand, 
as public agents are obligated not to make any more money 
than is "reasonable" out of handling public business. Act
ing under these conflicting obligations the managers of 
the various public utilities of the country collect over ten 
Lillion dollars a year in revenue, about one-seventh of the 
national income. After summarizing the present state of 
regulation he states: "Private property interests in public 
utility properties are entitled to protection; and private 
capital may playa useful part in providing and operating 
public services. But private power to operate a public 
business so as to produce as much private profit as pos
sible, is a force hostile to the public welfare and de
structive of self-government. It should never have been 
created; it should not be increased; it ought to be grad
ually and systematically destroyed." 8 

His plan involves a distinction between ownership and 
control by private capital. There is a difference between 
a private property right in money and tangible property 
which is used in public business and a private property 
right in the public business itself. "The good potential 
in the former right," he concludes, "has blinded many to 
the evil inherent in the latter. If, for example, a group 
of investors buy the bonds of a city water works, it is 
evident that they have no property right in the business 
of furnishing water, although they may be given a lien 
upon the physical properties, and various other rights to 
insure payment of interest and eventual repayment of the 
money loaned. But these investors will have no interest 
in controlling the business so as to produce extortionate 
profits on the investment-nor in inflating the so-called 
'value' of the physical properties, or of intangible busi
ness, so as to disguise excessive profits on the investment 
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as a 'reasonable return' on 'present value of the property.' 
Even if these investors were permitted to select a part of 
the directors 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 
in order to produce profits which their employers could 
not reap." 

His plan involves seven steps.. I. All public service 
corporations authorized to do business in a state should 
be organized under laws providing that the proprietary 
capital (which may be a nomirial sum) shall be furnished 
by the state. 2. The appropriate regulatory commission 
should be authorized to name a minority (possibly one
third) 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 cOIisumers' leagues. 3. The majority of 
the directors should be chosen by cwnulative voting of 
those contributing capital for a fixed compensation (b~ds, 
debentures and notes). In cases of default there would 
be provision for either a reorganization under the same 
law or, in case of necessary abandonment of the fran
chise and properties, there would be fixed priorities in the 
satisfaction of obligations, exactly as at present. If a 
combination of public and private investment were re
quired, or any public guaranty of obligations, the public 
control of the management would be increased corre
spondingly. Increased security to private investors would 
thus be complemented by decreased private control. 

As a fourth 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 any character should be yielded thereafter except 
to a corporation organized under the new law and volun
tarily submitting to its requirements; (b) that no direct 
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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 
supplement or extend the service furnished by them; or 
(d) that public stock corporations could be authorized to 
condemn the physical property of existing private utilities; 
or (e) 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 publlc 
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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practice of compelling them to pay for their own ex
ploitation." 

This plan is essentially different from the form of own
ership and operation used by the mixed ownership utili
ties in Gennany. There the private owners have a minor
ity voice on the board. Under Mr. Richberg's plan they 
would have a majority, probably two-thirds. The German 
system gives the minority (private) stockholders a pro
portionate share of the profits, and the plants are run for 
a profit. Here, as Mr. Richberg sees it, the government 
is not and should not be in the business of running utilities 
for a profit, that is, to secure sums enabling it to collect 
less in taxes. The private (majority) stockholders would 
collect fixed returns due to them as bondholders do in 
private business today. They would have majority rep
resentation on the boards of direCtors but no incentive to 
pile up profits. The changing over of the shares of cam
mon stock into fixed return obligations would give the 
present owners of such shares a certain position on the 
new boards. A private utility which is owned 20 per cent 
by common stockholders, 20 per cent by preferred stock
holders and 60 per cent by bondholders would have, ac
cording to this plan, two-thirds of the directors of the new 
public stock company, divided very much along the same 
lines as ownership is at present. Of the directorate of 
the new board the public would have 33 per cent of the 
directors, the old bondholders about 40 per cent and the 
preferred and common holders together about 26 per cent. 

It should be noted that the various ways in which it is 
proposed to have the present owners yield their control
ling rights in return for fixed rights on money invested, 
mentioned in the fourth step of this arrangement, are 
very similar to the ways by which both the Massachusetts 
Department of Public Utilities and the Giant Power Sur
vey in Pennsylvania proposed to bring pressure to bear 
on the utilities operating in that state to accept contracts 
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with the commonwealths for fixing the return on a basis 
of actual cost of investment. 

4. Considerations of Administration 
One of the contentions of the privately owned utilities 

which is severely and constantly pressed into service is 
that public ownership of utilities involves inefficient serv
ice by political appointees. This is a very serious matter 
to many people who have watched the utilities in action 
and have developed no admiration or respect for their 
political activities, but who have at the same time watched 
the elected governmental officials in the cities and states 
in action, and have no greater admiration for what they 
see there. 

The government owned corporations have come along, 
in part, in answer to that objection. A fairly typical state
ment is that by Richard S. Childs, President of the Na
tional Municipal League and of the City Club of New 
York: "The government-owned corporation form of ad
ministrative organization has become increasingly impor
tant in view of the business functions that are being thrust 
upon the government, of which the Inland Waterways 
Corporation is an example. Inefficiency' in operation has 
been the curse of governmental enterprises. If the gov
ernment-owned corporation is a form of organization that 
will help to solve this problem, it is of primary importance, 
and possibly has a strong bearing on the future of mu
nicipal administration." 10 

It is interesting to note that there has been no campaign 
similar to the one of the privately owned utilities in this 
country against municipal ownership and operation in 
Britain or Germany on the ground that it was inefficient. 
In both of those countries the opportunities for engineers 
and managers to enter public service and to receive salaries 
in proportion to the value of their services has been greater 
than here. 
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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 Haines. The Reclama
tion 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 
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f unctions 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 playa 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 011 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 



268 THE POWER FIGHT 

to reduce or eliminate the capital charge without hardship 
on the public in the process; and above everything else. 
freedom from the valuation nightmare. Under the valua
tion doctrine the capital charge in the case of privately 
owned utilities can apparently never be reduced or elim
inated by any sinking fund or other similar provision; it 
is a perpetual millstone around the public neck; and it 
may double in weight without any change in the uflder
lying property if the reproduction cost theory is finally 
sustained. In addition the country must support a small 
army of valuation experts. 

"It may be argued that under public ownership the 
Government will in some instances be too timid about 
investing in new enterprises and in other instances too 
venturesome. The answer is that experience has shown 
that private capital is subject to the same criticism. \Ve 
have been forced to rely upon public regulation to pro
tect ourselves against these very dangers. I refer to the 
powers so frequently vested in public commissions to grant 
or withhold certificates of exigency and to require new 
construction. If Government can be trusted to police 
private capital in this respect. can not it be trusted to 
police itself? . . . Reliance (on regulation) in the last 
analysis is upon men without prospect of large money 
rewards who are picked by the same purely political proc
esses that are so horrendous when public operation is sug
gested." 11 

In order to attain the public good in the most efficient 
manner Commissioner Eastman made a series of sug
gestions. Public operation of a utility should (I) not 
be carried on by a bureau or department and should (2) 
not be conducted by civil service employees. It should be 
carried on rather (3) by a business corporation, the stock 
of which is owned by the government, but which is self
supporting. (4) The board of directors should be chosen 
by the government as controlling stockholder, whether that 
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governmental unit be nation, state or city. (5) Minority 
stockholders should come from non-political groups hav
ing a direct interest in honest and efficient management, 
such as employees, chambers of commerce and the like. 

This form of administrative procedure would be, in his 
opinion, far more desirable than private operation under 
regulation. In 1931 Commissioner Eastman amplified his 
views somewhat for the St. Louis Post-Dispatch. After 
expressing at length his conviction that the best charac
teristics of private initiative and public service could be 
combined in public corporations, he said: 

"A thought which I believe to be sound is that the more 
important the utility is from the community point of view, 
the more likelihood there is that it can be safely entrusted 
to direct public control, particularly if a plan such as I 
have suggested is followed. A small, obscure operation 
is much more apt to fall a prey to mismanagement than 
one which is in the direct path of the limelight and plays 
a vital part in community life and prosperity. It would 
be difficult for a Government long to survive a corrupt 
and inefficient management of such a utility. 

"Let me say also, and in conclusion, that if such a 
public undertaking can be protected, as I believe it can 
be, from <;ontinual petty and political interference, and 
its management given a degree of autonomy somewhat 
comparable to that existing in private undertakings, I am 
confident that no difficulty will be experienced in obtain
ing the services of men of the highest ability and charac
ter. Canada had no difficulty in obtaining the services of 
Sir Henry Thornton, one of the outstanding railroad men 
of England and, prior to that time, one of the outstanding 
railroad men of the United States. 

"The present chairman of the board of public trustees 
of the Boston Elevated Railway is Henry 1. Harriman, 
who has twice been president of the Boston Chamber of 
Commerce and has a distinguished record in the public 
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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 O'wned 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 
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of Boulder Dam. This was not adopted, and that power 
is being developed under the direction of the Secretary 
of the Interior instead. 

During the war this form of government action in the 
economic field was widely depended upon, and many such 
government owned corporations resulted. They were for 
the most part office red by men who had, before the war, 
become experts in the field of activity involved in each 
case, and left private positions to undertake the govern
ment work. The end of the war brought most of these 
war time corporations to an end. The abnormal times 
during which they were at work and the conflict between 
their long term planning and the abruptness of their clos
ing make it difficult to appraise the success of their activi
ties. 

There remain, however, several peace time government 
corporations on the North American continent which are 
operating successfully. The Port of New York Authority 
is the outstanding illustration in the East. Its task is to 
bring some order into a por~ which borders on two states, 
a task impossible for either of the states to undertake 
alone. Intricate problems of freight traffic from many 
railroads and ship lines and passenger traffic crossing the 
port in various angles were to be solved. The two states 
of New Jersey and New York by compact created a Port 
District and an administrative authority, a body corporate 
and politic, with power and authority to purchase, con
struct, lease and operate any terminal or transportation 
facility within the Port District. Three commissioners 
are appointed by each state, and the board thus consti
tuted employs engineers and raises money. It has raised, 
in three issues, $46,000,000 in bonds, paying 4.77. 4.24 
and 4.01 per cent. Practically all the commissioners are 
bankers; and were able to advise on the proper time for 
these issues. Several bridges have been built, including 
the George Washington Memorial bridge with the longest 
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suspension span in the world. The problem of inland 
freight terminals still remains unsettled. One was started 
in 1931. 

This Port Authority is more limited in some ways than 
others are. The Port of Albany can tax for benefits. 
The Port of Montreal Commissioners own the entire 
waterfront and are free from taxation. Toronto and 
New Orleans give their Port Authorities the entire con
trol of the port district. Unlike the authorities of London 
and Liverpool the Port of New York Authority is less a 
supervising agency than an agency for coordinating the 
activities of all the municipalities involved in the welfare 
of the port. It is limited by the provision that no prop
erty of either state or of any municipality shall be taken 
without its consent, nor can it pledge the credit of either 
state, and either of the two Governors can veto its plans. 
This has never been done. As a revenue producing utility 
it is not hampered by the limitations placed on the cities' 
power to bond themselves. It has been able to secure the 
services of very able engineers and counsel. The saving 
on three bridges on Staten Island was placed py the Port 
Authority's counsel, Mr. Julius Henry Cohen, at $17,500,-
000 over what it would have cost private builders to con
struct the bridges and to retire the investment. 

The outstanding illustration of goveroment owned cor
porations in the Middle West is probably the Inland 
Waterways Corporation. The service of creating water 
transportation facilities on the Mississippi and Warrior 
Rivers was undertaken first during the war to supplement 
railroad traffic and to reduce rates on shipments in that 
part of the country. This did not meet with a great deal 
of cOOperation from the railroads. At the end of the 
Railroad Administration in 1920, the service was con
tinued by the government through the Inland and Coast
wise Waterways Service, which lost nearly a million 
dollars a year durin~ its existence from 1920 to 1924. 
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It operated under the direction of the Secretary of War, 
but the law establishing the service laid down several con
tradictory principles. It provided that the service should 
be carried on by means of Congressional appropriations, 
but that the facilities should be operated as if they were 
privately owned. Yet this could not be done because the 
organization had none of the powers of a private trans
portation agency and its very existence depended upon 
appropriations from Congress. Major General Ashburn, 
who has been head of the government corporation which 
succeeded this service at the end of 1924, commented: 
"Some of the inherent difficulties of governmental opera
tion were rather nebulous at first, but it soon became 
plainly evident that if there were any chance at all for 
success the personnel must be kept clear of political ap
pointments, that the operations must be conducted along 
sane and conservative business principles, that the project 
should be considered as a national one, not local, and that 
the public should be educated out of the belief that the 
prime object of rejuvenating water-borne traffic was pref
erential treatment for river-bank communities or bitter 
competition with the railroadi." 12 

With these objections in mind he suggested to Con
gress in 19:23 that it was necessary to allow the Secretary 
of War to do the things that he would ordinarily do as 
the head of a great private transportation agency, that it 
was also necessary to provide him with sufficient capital 
to overcome the. conditions which militated against the 
success of the governmental demonstration, that it was 
necessary to have a permanent executive head for the 
service and a continuing business policy. Since water 
transportation could not come back through private in
itiative, since the causes for its collapse still existed, and 
since the Government had invested a good deal of money 
in the waterways and had the right to find out if it had 
not been remiss in turning those expenditures to prac-
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tical account, he suggested the Inland Waterways Cor
poration. 

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 advisory 
board of directors was created, but without executive 
authority. This remained with the Secretary of War, 
and his functions could be delegated to the Chairman of 
the Board, who is Major General Ashburn of the Army 
Engineers. The 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 given 
power to. acquire, hold and dispose of property, to issue 
notes and borrow money up to 25 per cent of the assets 
and to conduct the business of a common carrier. Later 
the corporate stock allowed was raised to $15,000,000, the 
assets being $19,746,350. At the end of 1929 it had over 
two million 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 deficit of nearly a million a year. 

In addition to maintaining the normal saving over rail 
hauls, 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 Railway was giving up as unprofitable, the only con
nection between the Warrior River and the interior of 
Alabama. 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 
subsidiary corporation of the Inland Waterways Corpora
tion bought the line, put $383,000 into its rehabilitation 
and has been operating it at a profit of over 6 per cent. 

General Ashburn who has been through the two forms 
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 speci~c 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." 18 

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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struction and the hundred and one other burdens which 
throw a business into bankruptcy remained." 

With this handicap, the; income from 22,000 miles of 
road was only $2,000,000 in 1922. Under Thornton the 
roads were unified, brought up to date and became sol
vent in 1926. Rates have been lowered and wages in
creased. The economic development of the country has 
been substantially advanced. 

Thornton tells the story: "There never has been any 
politics. But that wasn't the fault of a great many per
sons. Premier King kept his promise. And during the 
period between elections when the Conservative Party was 
in control no one labored harder in the real interest of the 
property than Sir Henry Drayton, who carried on govern
mental administration during the election period. Within 
a year a bulwark had arisen to back him-the opinion of 
the people of Canada. Today there is as much chance of 
politics getting into the Canadian National Railways as 
there is of an elephant walking a tight rope. Both have 
yet to be done. Last year, for instance, the railways 
which I am fortunate enough to administer bought $99,-
000,000 worth of supplies. Not one cent of those pur
chases was dictated politically nor any that preceded 
them." I. 

Another form of successful governmental administra
tion of a utility is represented by the Hydro-Electric 
Power Commission of Ontario. Its low rates and its 
proximity to private plants in the United States have made 
it the target of attacks by the privately owned utilities 
in this country, as already observed in Chapter Seven. 

This Commission has considerable powers. It is the 
agency of the provincial government of Ontario, which 
appoints it, and to which it accounts. At the same time 
it is a trustee for the associated municipalities on whose 
behalf it generates and transmits power. It is an inde
pendent agency to the extent that it can take title to prop-
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erties and vest the title in itself and make contracts. It 
owns and controls the generation plants and the transmis
sion lines. It differs from the Port of New York Au
thority. however. in that the Province raises capital on 
account of the Commission. The Commission does not 
raise its own capital. 

The second party to this arrangement is made up of 
the associated cities and towns. They are the direct own
ers of the distributing systems within their borders. They 
also share jointly in the equity in the properties vested 
in the Commission. They are financiaIIy accountable 
to the Commission. The Province is the constitutional 
source of the powers both of the Commission and of 
the cities and acts as guarantor of the Commission's un
dertakings. It also grants one form of subsidy and only 
one to help power expansion in rural areas. Ninety-four 
rural power districts have been created and have received 
provincial grants-in-aid of $1.616.557. which is a small 
amount compared to the entire investment by the Com
mission and the municipalities in the system.18 

The Commission began as a distributor of power. Only 
after seven years of life. in 1917. did it purchase gen
erating plants and become a producing and distributing 
system. In 1927 the capital investment was $286.164.745. 
of which the distributing systems of the municipalities 
accounted for $81.792.678. A large part of the municipal 
development has been made from surplus revenues. as the 
municipal debentures outstanding amount to only $42.891.-
361. "The figures from year to year show the steady 
progress made so that the total debt may be amortized and 
future consumers wiII profit by the elimination of debt 
charges. At that time the people will own their own dis
tribution systems free of encumbrance." 18 

Many American cities have been able to conduct their 
public utility business without setting up such corpora-
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tioos. They have been able to dnw efficient men and 
deroted and in many cases TOluntary 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 coOperation of Tarions governmental 
units or is in the interest of larger sections of the comrtry. 
the corporate form of governmental administration has 
its decided advant3.0aes. 

NOTES 
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11 Professor Harold S. Patton,lournal 0/ Land and Public Util
ity, Economics, May and August, 1927. 

18 Mosher and Associates, Electrical Ulililies, Harpers, 1930, 
pp. 224-5· 



CHAPTER NINE 

A PROGRAM OF PEACE WITH POWEll 

T HIS account started out to be something more than 
the story of the power fight. It started out to be 

the story of the rise in our country of a group which 
has been outstandingly active in converting those with 
whom it came into contact into adherents of the new in
dustrial·feudalism. That conversion has not been brought 
about on a particularly high level of religious expression. 
The converts are largely captives. 

Other factors and forces were also operating at the 
same time to create this new era in which the bulk of 
working and professional men have neither security nor 
independence. The power group worked with, to a cer
tain extent headed, and certainly symbolized the whole 
process. Its leaders probably did no worse by the country 
than any other group of men would have done, given the 
same set of ideals and the same nakedness of the country 
to aggressive action. If we had made the automobile men 
responsible for building the many excellent highways 
which the country now possesses, and had made them 
come to the states and federal government for licenses 
to build the roads before they could market their auto
mobiles, we would probably have had another group acting 
in very much the same way. There would have been the 
same attempts to capitalize the growth of the communities, 
the same fights about toll rates, 'the same political influence, 
the same process of educating the public in press, school 
and club about the advantages of private ownership of 
the highways, the same creation of a power in the nation 

280 
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which had too much at stake in speculative values to stand 
any opposition without retaliating. 

The story of the rise of the power group has, in the 
telling, been lost occasionally in the description of the 
methods by which they achieved their exploits. Their 
own ideals have colored the story. The very weight of 
the hundreds of millions of dollars which they were busy 
taking, without any valid social excuse, has tended to out
weigh the description of the exercise of financial and 
political pressure used in the process. Yet behind each 
exploit whether it was in a city, state or national arena, 
there was enough real force to secure either silence or 
the defeat of the opposition. There was power piled up 
over many years, grouped and waiting, promoted and 
elected. 

The story is not at an end. 
The cynicism which has led some of the leaders of the 

power group to regard this country as their oyster may 
some day be repudiated by the people. And if that re
pudiation comes, if the people finally decide that a million 
dollars a day is too high a price to pay for the doubtful 
pleasure of being chucked under the chin and told that 
they are fine, rugged individuals, it will probably come 
as a protest, against their cynicism and arrogance rather 
than as a protest against a perfectly legal robbery. If 
the power people had been frank and honest about what 
they were doing, if they had come right out and said, 
"""Ve're out to get what we can. You've farmed out a 
public business to us and you can take the results," the 
whole set-up might have been passed by as just another 
racket, an expensive one, but nothing more. They were 
not content to let it go at that. Their predecessors had 
flown the black flag from the masthead for all the world 
to see, and some of them were as genial a mess of pirates 
as ever scuttled an administration. But that was not good 
enough for this crowd. They had to claim that they were 
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the best people in the world, the greatest servants of the 
country, the missing link between poverty and riches, the 
fighters against the enemies of the people, the almost 
divinely appointed Bag-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 
the 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 Bag to the blare of martial 
music. ·After it had gone on a while people began to see 
that, after all, here was nothing but a lot of chorus girls 
drumming up business, and the colors of the Bag 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 
rightful 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 
that they were performing a public business as cheaply 
as it 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 
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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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their contributions to society without having them checked, 
vetoed or appropriated by the speculative interests rep
resented by the controllers of the power industry. Just 
as in the great days of this country men who did not 
choose to spend their lives in the mills and factories of 
the East could go West and find land which they could 
build up, they should now be free to step out of a tight
ening feudal industrialism into a free area. This free 
area might well be an important public business such as 
the power industry. As the Ontario Hydro-Electric sys
tem has proved to the world, it is an area where engi
neers and managers, when left unhampered by speculative 
financial controls, can contribute in large measures to the 
social growth, standards of living, and general welfare 
of the COInmunity. 

The country can well use engineers and managers who 
are free to consider the power industry in relation to the 
nation's development. At present, in spite of the unifying 
tendency of the banking controls, the industry is not 
planned or developed for service to the whole nation. 
Power maps of such great industrial states as Pennsyl
vania still look like patchwork quilts of different colored 
interests. What we have had is competitive planning with 
its unnecessary expense. The engineers of the General 
Electric are even now working on a tube they call the 
thyratron which promises, according to them, to make 
possible the shipment of high voltage currents for dis
tances far greater than those now in use, that converts 
direct current into alternating current and inverts alter
nating into direct without difficulty and with very little 
expense. Sooner or later we may expect to see the Maine 
and St. Lawrence waterpowers in the Northeast hooked 
up with the coal fields of Pennsylvania and West Virginia, 
and the waterpowers of the Southern states with the nat
ural gas of Texas and Oklahoma, into one great grid 
system. It is not too late to call in engineers who will 
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plan these developments with an eye to the good of the 
whole country rather than to that of Mr. Morgan's various 
tributary companies. That means government engineers. 
It is not too late to prevent the capitalization of the 
benefits of such developments at the expense of the com
munity. That means ownership by agencies of the gov
ernments involved. 

There is no question that the governments, city, state 
or national, should admit that engineering ability and pro
fessional standards devoted to public service are worthy 
of a price at least as large as that paid by private com
panies. A whole new scale of values should be adopted 
by the governments when it comes to the employment of 
engineers and managers. Where governmental authorities 
with the powers of private companies have been created, 
these standards of values have begun to be realized. The 
engineers receive a salary that involves little or no sac
rifice on their part in making their professional contribu
tion where it should be made-to society. 

This is one of the first essentials of any national pro-
gram for power and peace with power. There should be 
one free area in the closed ranks of industrial feudalism 
where men ean serve society. They should be paid enough 
so that they will have no regrets at casting their lot with 
the interest of the community. 

The second essential in any such planning is that the 
groups carrying on the industry have all the freedom of 
private corporations. Once their purpose and function is 
decided upon they should be organized as government cor
porations, such as the proposed Muscle Shoals Corporation 
of the United States, to carry on the public business with 
freedom from civil service requirements and other checks 
which have been put on other governmental services. 
They should withstand the strict financial scrutiny of their 
plans which is applied private corporations when they 
enter the market to secure money for their purposes. The 
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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 
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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 \Vashington, California and Massachusetts are setting 
up their small yardsticks, is regulation relatively effective, 



THE POWER FIGHT 

and rates relatively low. New York State, with all its 
waterpowers, . with all its large industrial cities, with all 
its expensive state commission has only one yardstick of 
any importance at present, and, away from that city its 
average rates are higher than those in the rest of the 
nation. To improve regulation is a long fight, a never 
ending fight against companies which can levy funds on 
the very public which is fighting them. Every step for
ward can be held up by years of litigation. This means 
time, time in which the utilities can hire the brightest 
brains in the country to defeat and delay the efforts to 
combat their claims, to find ways around and through the 
defense lines built by the public, time also in which they 
can establish new claims, and keep the claim stakes ham
mered down. Their record in regard to federal water
power legislation is in point. 

Of course the utilities are strong supporters--the very 
strongest-of regulation. They have profited by it in a 
way which private business in a competitive field is rarely 
able to profit. It is nonsense to pretend that they have 
been restricted by regulation. It has been our great gift 
to them. 

Is there any use in trying to improve the regulatory 
system? For some years the present writer has thought 
so, and spent some time advocating people's counsels, 
contract controls and the like. Various state bodies have 
advocated similar improvements in the regulatory system. 
Most of them have so far met with defeat. Years of time 
and effort could be spent in trying to improve the regu
latory system. Years of time and effort could be spent 
alone in calling attention to every new move on the part 
of the power companies to establish claims on the income 
of the consumers present and future. \Vhen it is all done 
what is the result? What is the result with the railroads? 
A group that is still fighting regulation at every turn, still 
urging the repeal of such measures as the recapture of 
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excess earnings, still fighting valuations, still organizing 
holding companies which fight plans for unification that 
do not seem to offer greatest profits, still using influence 
concerning the regulation of busses and other competitors. 
It hardly seems worthwhile to go through the same pro
cedure with the power companies, at such cost in millions 
of dollars, in effort and time, to achieve the same results. 

It should also be remembered that the power companies 
have an organized force which is stronger and more effec
tive than that used by the railroads in the days when reg
ulation of them was put into effect. The persuasive 
evidence of this power is in their ability to hold up for 
eight years the Government's use of its own waterpower 
and steampower plant at Muscle Shoals. They made the 

. mistake of thinking that the Government was sufficiently 
subservient to give them a plant whose capitalized profits, 
after all operating expenses and rentals had been paid, 
would range between $143,000,000 and $249,000,000. But 
nevertheless they were able to hold up for all those eight 
years the plan for Government operation of its own de
velopment, which would not have presented them with 
any such gift. This is power in the nation. 

Public spirited men of constructive ability will do well 
to question the value of any effort they may give to an 
improvement of the regulatory system. They will not 
only meet defeat after defeat, but if they win they will 
have won little that is of real benefit to the community. 
They will have left the industrial feudalism of the coun
try united. They will have left it in the hands of the 
private companies to charge over a million dollars a day 
more than necessary for the performance of a public 
service. They will have left the private power industry 
free to carry on its constant attempts to secure new gov
ernmental privileges and use them for its own good. They 
will find themselves aided to only a limited extent by many 
state public service commissioners. They will find these 
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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 publie 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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CONCENTRATION OF CONTROL (END OF 1931) 

MORGAN-BONBRIGHT-NATIONAL CITY INFLUENCF. 

Tolal Capacily 
K ilowalls in
slalled (1930) 

A. Uniled Group 
Tolal Kilawal/ 
Hours Gener
aled (1930) 

(000 omilled) 

998.465 
556.450 
166,695 
22.500 
34.000 

401.050 
1.569.991 

41.100 

795.914 
374.515 
407.252 
216.998 
314.425 
39.900 1 

38.658 
2~MIO 

none 

88.800 1 

I. United Gas Improvement 
Philadelphia Electric ......•....•.. 3.058.481 
Public Service of New Jersey ..... 1.839.259 
Connecticut Electric Service system 432.771 
Delaware Power and Light Co..... 12.388 
Erie County Electric Co ..••.•.••.. 

2. Columbia Gas and Electric .•••...... 1.158.895 
3. Niagara Hudson Power Corp ........ 5.762.366 

Central Hudson Gas and Electric.. 68.194 
4. Commonwealth and Southern 

Alabama Power Co. ..•...••..••.. 
Consumers Power Co ....•.•.•.•••• 
Georgia Power Co ................ . 
Tennessee Electric Power Co ..... . 
Ohio Edison Co .................. . 
Southern Indiana Gas and Electric 
South Carolina Power Co ......... . 
Mississippi Power Co ....••••...... 
Pennsylvania Power Co .•••...•.•.• 

1.468.440 
954,625 

1.060.275 
541.465 
792.640 
66.586 

115.804 
22.339 

none I 

~ 
l1linois Electric Power Co. J ...... . 
Illinois Power Co. ... .... 261.297 
Central Illinois Light Co. . ..... . 

B. Consolidaled Gas IlIlerests 

2.057.700 I. New York Edison system ............ 4.983.500 
10.550 Westchester Lighting Co........... none 

294.300 
200.634 1 

10 4.279 1 

C. Electric Bond alld Shar, In leresIs 
I. American Power and Light system 

Montana Power Co ............... . 
\Vashington Water Power Co ... .. 
Texas Electric Service Co ..•..•..• 

293 

1,285.539 
571.917 
563.835 
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Total Capacity 
Kilowatts In- . 
stalled (1930) 

Total Kilow/JI, 
H o",.s Gen,,.· 

GI,d (1930) 
(000 omitted) 

Texas Power and Light Co........ 262,059 65,678 
106,211 
52,100 
71.400 
98,266 
J4,142 

139,840 
15,500 

1,750 

393,695 
367,840 
115,504 
123,500 
111,000 
40,950 
9.360 
2,600 

243,079 1 

90,032 
71,500 

112,700 
51.455 
82,500 
20,085 

359,869 

132,956 
253,050 

11,700 
54,000 
6,555 

444,000 
400,270 
103,g08 
186,098 
192,340 

Minnesota Power and Light Co.. • • • 455,238 
Northwestern Electric Co.......... 247,820 
Kansas Gas and Electric Co....... 271,328 
Nebraska Power Co............... 320,411 
Pacific Power and Light Co... .. . .. 137,341 
Florida Power and Light Co....... 206,674 
Central Arizona Light and Power 

Co ................................... .. 

S~~i(rW~~s~~: • ~!~~~. ~~. ~~~~~ ....... . 
2. American Gas and Electric system 

3· 

4-

5· 

Ohio Power Co ................... 1,335,162 
Appalachian Electric Power Co.... 1.429.306 
Indiana and Michigan Electric Co... 448.359 
Scranton Electric Co.............. 278.024 
Atlantic City Electric Co........... 199,551 
Indiana General Service Co........ 121.356 
Wheeling Electric Co.............. 9,749 
Southern Ohio Public Service...... 114 

Electric Power and Light system 
Utah Power and Light Co ........ . 
Louisiana Power and Light Co .... . 
Idaho Power Co .................. . 
New Orleans Public Service, Inc. .. 
Arkansas Power and Light Co .... .. 
Dallas Power and Light Co ...... .. 
Mississippi Power and Light Co .. .. 

Lehigh Power Securities Corporation 
Pennsylvania Power and Light Co.. 1,217,133 

National Power and Light System 
Houston Lighting and Power Co ... 
Carolina Power and Light Co •••••• 
Birmingham Electric Co .......... . 
Memphis Power and Light Co .... .. 
Tennessee Public Service Co ..... .. 

CHASE, HAUlS, FORBES INFLUENCE 

539,861 
417,729 

none 
194,354 

334 

I. Standard Gas and Electric 
Duquesne Light Co................ 1.478,947 
Northern States Power Co......... 969,058 
California, Oregon Power Co...... 452,367 
Oklahoma Gas and Electric Co..... sB9,099 
Louisville Gas and Electric Co..... 326,274 
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Total Capacity 
K ilowattsln
stalled (1930) 

Total Kilowatt 
Hours Gener
ated (1930) 

(000 omitted) 
San Diego Consolidated Gas & 74,000 1 

69,370 
37,615 1 
18,~1 
24, 

2. 
57,581 

103,200 
22,500 

JI9,25 1 
3· 

700,052 

248,198 
4· 

128,945 
58,386 

JIS,OOO 

102,705 
47,500 
39,500 
78,346 

28,800 
i,969 

15,500 
1,090 

S. 
157,480 
106,587 

21~0001 
S 194 1 

164.050 1 

58,497 
1,090,500 

314,850 
200,000 

142,145 1 

Electric Co ..................... . 
Wisconsin Public Service Corp .... . 
Mountain States Power Co ...•...• 
Wisconsin Valley Electric Co .... .. 
Southern Colorado Power Co ..... . 

Utilities Power and Light 
Interstate Power Companl system. 104.674 
Indianapolis Power and LIght Co... 311,504 
Laclede Power and Light .....•...• not stated 
Others ........................... not stated 

International Paper and Power 
New England Power Association 

system ......................... 1,312,570 
Associated Gas and Electric Interests 

Pennsylvania-New Jersey system .. . 
Rochester Gas and Electric Corp .. . 
Pennsylvania Electric Co ....•.•.... 
New Bedford Gas and Edison Light 

Co ............................ . 
Broad River Power Co .......... .. 
Staten Island Edison Corp ..•...... 
Erie Lighting Co ................ .. 
New York State Gas and Electric 

685.773 
360,387 
241,809 

Co. ............................ 226.176 
Clarion River Power Co........... 48,071 
American Utilities ............•.•.. not stated 
Cambridge Electric Light Co ....... not stated 
Cape and Vineyard Electric Co..... not stated 

Central Public Service System 
Portland General Electric Co....... 584.278 
Others ........................... not stated 

INSULL INTERESTS 

Super Power Company of Illinois. 671,902 
Florida Power Corp. and subsidia-

ries . • . ..... • .. . ... .. . . .... . .. • 101.8g8 
Jersey Central Power and Light Co. 118,217 
Virginia Public Service Co......... 180.060 
Commonwealth Edison Co......... 3,246,092 
Public Service of Northern Illinois 641,201 
Chicago District Electric Generat-

ing Co .......................... 1,039.422 
Central Illinois Public Service Co.. 22B.3J8 



Total Capacity 
Kilowalt$/n- . 
nalltd (1930) 

92,285 
102,415 

53.987 
63.289 

122.660 1 

79.J.20 
52.922 
79.062 
78,502 
46.363 
60.812 

80.770 
60,484 

48,650 

151,835 
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Total Kilowal' 
H 011"$ G",,,.. 

Central Indiana Power Co •••••••.•• 
Northern Indiana Public Service 

Co •••••••••.••••••••••••.•••••• 
Interstate Public Service Co .•••••. 
Wisconsin Power and Light Co ••••• 
Central Maine Power Co •••••.••.• 
Public Service of Oklahoma ••••.•• 
West Texas Utilities Co .••••••.... 
Kentucky Utilities Co ...••••••.••.• 
Central Power and Light Co .••••.• 
Southwestern Gas and Electric Co •. 
Cumberland County Power and 

Light Co ..•••.••.••.•..•.••••••• 
Penn Central Light and Power Co .• 
Public Service Co. of New Hamp-

shire •..••••...•••••••••••.•••• 
Terre Haute, Indianapolis and East-

ern Traction Co •••••••••..••••.• 
Half control of 
North American Light and Power 

Co ••••••••••..••••.••••••••••.• 

Dlld (1930) 
(000 omitt,d) 

319.834 

59.359 
132,629 
186.694 
2640489 
234.094 
224,201 
218.579 
249.316 
125,029 

136.936 
240,630 

139.201 

77PP 

NORTH AMElUCAN LIGHT AND POWER SYSTEM 
(HALF CoNTROL BY INSt.'U., HALP BY NORTH AMERICAN) 

86,500 Illinois Power and Light Corpora-

598,420 
547.000 
44B.S24 
178,000 
151,835 

846,160 
1,122,639 

tion •••••.••••••.•.•••••••••••• 
Des Moines Electric Light Co. .•••• 
Kansas Power and Light Co ..••.•• 
United Power and Light Co. (Kan-

107.350 
183.658 
134,285 

sas) • • • • • • . • • • • • • • • • • • . • • • . • . . • 123.232 

NORTH AMERICAN INTERESTS 
Missouri, Illinois, Iowa gTOUp.. . ••• 1.954.395 
Oeveland Electric Illuminating Co. 1,369,179 
Wisconsin and Michigan gToup .••• I,JJS.943 
Potomac Electric Power Co........ 488,533 
North American Power and Light 

(Half) ••••••..••••.•••••••••.• 2140262 
DEnwIT EDISON Co. •••••••••••••• 2.382,535 
PACIFIC GAS AND Eu:cntc INTER-

ESTS ..•...••••••••••.••••.••••• 3.669,319 
SoUTHERN CAUFORNIA EDISON Co. 3,150.235 



Total Capacity 
Kilowatts In
stalled (19JO) 

262.735 
161,610 
73.000 
81.123 
35.250 

37.315 
60.113 
10.100 
19.000 

9.830 
37.315 

781.045 
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STONE AND WEBSTER INTERESTS 

Total Kilowatt 
Hours Gener

ated (1930) 
(000 omitted) 

Puget Sound Power and Light Co.. 855.255 
Virginia Electric and Power Co.... 459.871 
Montaup Electric Co.............. 374.034 
Gulf States Utilities Co............ 236.596 
Blackstone Valley Gas and Electric 

Co. ............................ 13.223 
Tampa Electric Co................ 167.816 
EI Paso Electric Co............... 72.958 
Sierra Pacific Electric Co.......... not stated 
Edison Electric Company of Brock-

ton ............................ not stated 
Galveston-Houston Electric Co ..... not stated 
Tampa Electric Co................ not stated 
DUKE POWER CoMPANY •••••••••• 1.582.832 

UNITED LIGHT AND POWER (CoNTINENTAL SHARES) 

238.043 Kansas City Power and Light...... 647.940· 
132.500 Columbus Railway, Power and 

Light .......................... 294.445 
100.000 
78.200 

40.4U 
20.600 
88.684 

130.100 
167,000 
124.500 
&.400 
7~.000 
98,238 

514.414 
500 

San Antonio Public Service....... 211.441 
Moline-Rock Island Manufacturing 

Co. ............................ 116.344 
Iowa-Nebraska Light and Power ..• not stated 
Southern Ohio Electric Co......... not stated 
Others .......................... . 

CITIES SERVICE (DoHERTY) 

Ohio Public Service Co ...........• 
Toledo Edison Co ................ . 
Public Service of Colorado ..••.•.• 
Empire District Electric Co ....... . 
Others .......................... . 
Federal Light and Traction ....... . 

AMERICAN WATERWORKS AND ELEcTRIC 

377.599 
369.434 
327.386 
223.795 

100.000 Est. 

West Penn Electric Co............. 1.839.259 
Keyser Light and Power Co....... .. ...... 



Total Capacity 
Kilowatts 1,,
stalled (1930) 

257,600 

131,000 
375,910 

140,000 
161,335 

80,430 
44,776 
79,055 

184,000 
127,500 
98,625 
96,605 
83,000 
80,000 
70,050 

50,000 

789.730 
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ALDRED GROUP 

Total Kilowotl 
H OU,.s G",w
ated (1930) 

(000 omitt~d) 

Consolidated Gas, Elec. Light and 
Power ......................... 669.637 

Pennsylvania Water and Power.... 520,598 
EDISON Eucnuc ILLUMINATING 

(BOSTON) ••••••••••••••••••••••• 

Los ANGEL1i:S GAS AND ELECTRIC 
CORP ••••••••.••••••••••••••••••• 

HARTFORD EL1i:CTRIC LIGHT COMPANY 

WESTERN MASSACHUSETTS CoM-
PANIES •••••••••••••••••••••••• 

NEVADA-CALIFORNIA EL1i:CTRIC CoRP. 

UNITED ILLUMINATING CoMPANY ••• 

AMERICAN ELEcnuc POWER CoM-

388,28z 
356.250 

31Z,OOO 

203.581 
283,362 

PANY •••••••••••••••••••••••••• 171,097 

GoVERNMENT PLANTS 

Muscle Shoals •....•....•......•.• 
City of Seattle .................. .. 
City of Tacoma .................. . 
City of Los Angeles .............. . 
City and County of San Francisco .• 
City of Detroit .................. . 
Salt River Valley Water Users' As-

sociation ..................... .. 
City of Cleveland ................ . 

306.119 
380.749 
216,290 
269.531 
493.888 
193.244 

201.123 
189.781 

1 Moody'. Ma"ual 01 Public Utilities. 1931. 
I Purchases all its power, 232.425.592 kilowatt hours. 
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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 Ecollomi, Review, 

249 
American Farm Bureau Fed

eration 193 
American Gas and Electric Co .• 

6. 60. 94. 104. 107. 119 
American Gas Association. 44 
American MUllicipalities, 146. 

tlot, 
American Power and Light Co., 

91. 94. 154 
American Telephone and Tele

graph Co .• 16. B4 
American Waterworks and 

Electric. 3. 6. 297 
Anderson. Harry B., 31 
Anderson, Paul Y., 180, 213 

IIote . 
Anllals of th, American Acad

em')! of Political alld Social 
SCience, IIotes 011, 146. 229 

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

Argentina. 251 
Arkansas Electric Power and 

Light. 91. 92 
Arrowrock Dam. 210 
Ashburn. Gen. T. Q., 266, 273. 

274. 278 not, 
Associated Gas and Elec. Co .• 

3. 6. 31, 157 
Associated Press, 18, 40 

Associated Telephone Co., of 
Indiana. 99 

Atlantic City Electric. 91, 95 
"Au/bau und Entwicklullgs

moeglichkeiten der E"ro
paeisch,II ElektriBitaets
wirtschaft," 278 IIote 

Austria. 251 
Aylesworth, M. H., 30, 35 

Baker. Newton D., 131 
Baldwin, Stanley, 252 
Ballard, R. H., 34 
Ballinger. Richard A., 16; 
Banller, Nashville, 31 
Bauer, Dr. John, 199 
Beck. Sir Adam, 46, 266 
Belgium. 251 
Bemis. Dr. E. W .• 88 
Bent. Silas, 46 IIOt, 
Berlin City Electric Co., 259 
Bethlehem Steel Corp., JI4 
Bird, F. 1..., 130, 142, 161, 174 

note, 220 
Blaine, 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 

IIOtll 
Boulder Dam. 19, 26, 30. 176-

IB4. 19B. 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 Transit 

Co., 66 
Brown. Thome, 30 
Bryan-Thompson newspapers, 

21 
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Buffalo Gen~a! Electric, 123 
Buffalo, Niagara and Eastern, 

91 
Bureau of Power and Light, 

Los Angeles, 223 
Burgess, R. R., 135 
Butler, Justice, 88 
Butler and Mitchell, 167 
Cabot, Philip, 103, 109 
Caldwell, William A., 201 
California Railroad Commis-

sion, 66, 67, 88, 96 . 
Cambridge Electric Co., 67 
Canada, part in St. Lawrence 

project, 202 
Canadiall National Railways, 

266, 275 
Carlisle, F. L, 61, 92, 93 
Carolina Power and Light Co., 

ISS 
Census, Bureau of, 226 
Central Electricity Board, 253, 

254 
Central Maine Power Co .. 25 
Central Public Service, 3, 6 
Chase National Bank, 3 
Chase National-Harris-Forbes 

interests, 6, 7, 294 
Chase Securities Organization, 

3 . 
Chattahoochee River, 157 
Chelan Electric Co., 154 
Chemistry and Soils Bureau, 

202 
Chicago Elevated, 66 
Chicago Telephone Co., 85, 

104 
Childs, Richard S .. 265 
Chronicle, Augusta, 20 
Circuit Court, Racine, Wis., 

135 
Cities Service system, 3, 6, 297 
City Oub of New York, go, 

93, 265, 278 flote 
City leagues, 230 
City public service functions, 

12'/ 
Oapp, Paul S., 30 
Oarlon River Power Co., 157 

Oark, Maurice, 36 
Cliff Electrical Distributing 

Co., 152 
Cohen, Julius Henry, 272 
Colorado River compact, 179 
Colorado River Water Power 

Authority, 270 
Columbia Electric and Power 

Co., 156 
Columbia Gas and Electric, 7, 

loS, 157 
Columbia Law Review, 125, 

. note 
Columbia River, 211 
Commerce, Department of, 30 
Commission on Revision of the 

Public Service Commissions 
Law, New York State, 124 
note, 210, 260 

Committee on Coal and Power, 
162 

Committee on Public Owner
ship and Operation of the 
National Association of 
Railway and Utility Com
missioners, 267 

Commonwealth Power, 9 
Community Life and Civic 

Problems, Howard Cope
land Hill, 40 

Competition inequalities, 139 
Congressional Record, notes on 

125, 147, 174. 214. 226, 249 
Conowingo, Md., 149, 154 
Consolidated Gas of New York, 

5, 25, 60, 91, 93, lOS, 118, 
132, 207, 293 

Continental Shares, 297 
Control, I 
Cooke, Morris L, 206, 230 
Coolidge, Calvin, 159, 194, 203 
Coolidge Dam, 210 
Cope, Willard, 20, 36 
Corey, Chester, 35 
Corinth Electric Light and 

Power Co., 120 
Cosgrove, Delos M., 206 
Cost valuations, 63 
Couzens, lames, 137, 159. 166 
Couzens Bill, 168 
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Cove Creek Dam. 186. 191. 195. 
19B. 208. 270 

Crabtree. H. W .• 38 
Crilical J ssues in Public U lilily 

Regulation, Riehberg, 278 
note 

Crocker. E. R.. 214 note 
Cumberland and Alleghany Gas 

Co .• loS 
Cumberland River Power Co .• 

96 
Cumberland Telephone Co .• 80 
Czechoslovakia. 251 

Daily Eagle, Brooklyn. 21 
Daily Nm's, Chicago. 21 
Davenport. Frederick M.. 183. 

270 
Dawson. Colonel. 18 
Dayton Power and Light. 123 
Defense. government. 148 
Democratic party. 25. 195 
Depreciation funds. i'9 
Des Moines Gas Co .• 75. 88 
Dillon. Read and Co.. 60 
District Court, Nebraska. 232 
District Court, United States. 

135 
Donovan. William J .. 68 
Draper. Claude L. 166 
Drayton. Sir Henry. 276 
Drexel interests. 2 
Duke Power Co .• 6. 7 
Duke waterpower interests. 114 
Duquesne Light of Pittsburgh. 

123 

!:astman. Joseph B.. 77. 267. 
270 

'ck. William. 43 
;:conomic freedom trends. 280 
:ditor and Publisher. 18, 24 
~ducation. public, 36 
"",meal Utililies, Mosher and 

Associates. 242. 243. 247. 
279 note 

,Irelrical World. 4. 9. 40. 124 
nole, 147 "ote, 151. 226, 240 

:lectric Bond and Share inter-

ests. 2. 5. 16. 28. 87. 154. 
159. 259. 293 

Electric Bond and Share of 
Utah. 91. 94 

Electricity Commissioners. 253 
"ElectriCity in Great Britain," 

Orren C. Hormell. 278 "ote 
Electricity Supply Act. 252, 278 
Electric power engineers. 110 
Electric power industry. 47. 65. 

8g 
Elektrowerke. 258 
Elephant Butte Darn, 210 
Elk Hill oil reserve. 181 
England. 252-257 
Equitable Gas Co.. Pittsburgh. 

86 
Ern&t. Morris L. 93 
Europe. 251 
Evans. Harold. 221 
Evening News, Albany. 21 
Eveni"g News, Portland. 24 
Evening Post, \Vorcester. 23 
Evening Telegram, New York, 

214 note 
Expansion limitations. 138 

Fall. Albert B .• 181 
Farmers Loan and Trust Co. 

of New York. 136 
Federal Power Commission, 8r. 

87, 96. 14B. 151. 163, 169, 
. 178 
Federal Power Commission Re

port, 174 no Ie 
Federal Power Corp., 195 
Federal Trade Commission, 6. 

9. 16, 26. 37. 61, go, 94. 
103. 119. 123. ISS. 159 

Federal Waterpower Act. 148, 
158, 181 

Federal Waterpower Policy, 
Paul Webbink, 174 "ott 

Fidelity Trust Co., 24 
Fi"al Report 01 tht H01UeCom

",illce on /rWtstigalion of 
tile Public Service Com
mission and Public Utilities 
Companies tinder Resolll-
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lioll No. 10, State of Penn
sylvania, 126 note 

Financing, 9. 250, 286 
Finney, Edward C., 181 
Finney, Ruth, 213 IIote 
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 

General Electric Co., 2, 6, 16, 

Gen:;';j Federation of Women's 
Clubs. 32 

George Washington Memorial 
Bridge, 271, 286 

Georgia Power Co., 139. 167 
Georgia Public Service Com

mission, 62, 140 
Georgia Railway and Power 

Co., 17 
German General Electric, 259 
Germany, 251, 257-259 
"Giant Power" proposal, 230 
Giant Power Survey, 206, 249 

note, 264 
Ginn Publishing Co., 40 
Goddard, Edwin C., 7S 
"Going-value" claims, 86 
Good, James W., 166 
Gordon, Mr., 24 
Government, corporations owned, 

250.270 
planning, 252 

Government, plants, 298 
Grand Coulee Lake Jllan, 212 
Grand Trunk Pacific Railroad, 
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