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To the 00@9&8&"9_{ the United States: - RN T
I am transmitting to you herewith a report submitted to me by
the National Power Policy Committee, Inamed this Committee last
summer from among the Departments of the Government concerned
with power problems to make a series of reports to coordinate Gov-
ernment policy on such problems. = This report I am submitting to
you is the recomniendation of the Committee with respect to the
treatment of holding companies in the public-utility field. It
~ deserves the careful attention of every Member of the Congress.
_The so-called Public Utility Holding Company Bill” {title L of
House bill 5423 and of Senate bill 1725), which was drafted under the
direction of congressional leaders incorporates many of the recom-
mendations of this report. ..~ . ... o
I have been w'@tchin% with ‘great interest the fight being w

against public,-'-.gti,lit‘jf;ho '

; zed
. ding-company legslation. 1 have watched
the use of investors’ money to make the investor believe that: the
efforts of Government to protect him are designed to defraud him.
I have seen much of the propaganda prepared against such legisla-
tion—even down to mimeographed sheets of instructi gg‘gfqrf 0P8
ganda to exploit the most far-fetched and fallacious fears. 1 have
seen-enough to be as unimpressed by it as I was by the similar effort to
stir up the country, against the Securities Exchange bill last spring.
The Securities Exchgnge Act,is now generally accepted as a construc-
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tive measure, and I feel confident that any fears now entertained in
regard to proposed utility holding-company legislation will prove as
ﬁmundless’ as those last spring in the case of the Securities El:)rch‘ange
So much has been said through chain letters and circulars and by
word of mouth that misrepresents the intent and purpose of a new
law that it is. ‘.imﬁ‘ortant‘ that the people of the country understand
once and for all the actual facts of the case. Such a measure will not
destroy legitimate business or wholesome and productive investment.
It will not-destroy a penny of actual value of those operating proper-
ties which holding companies now control and which holding com-
pany securities represent insofar as they have any value, On the
contrary, it will surround the necessary reorganization of the holding
company with safeguards which will in fact protect the investor.
~ We seek to establish the sound principle that the utility holding
ﬂompﬁny;‘sa»lon‘“g'sas it is permitted to continue should not profit from
dealings with subsidiaries and affiliates where there is no semblance
of actual bargaining to get the best value and the best price. If a
management company is equipped to offer a genuinely economic
management service to the smaller operating utility companies it
ought not to own stock in the companies it manages, and its fees
ought to be reasonable. The holding company should not be per-
mitted to establish a sphere of influence from which independent engi-
neering, construction, and other private enterprise is excluded by a
none too benevolent private paternalism. If a management com-
any is controlled by related operating companies, it should be organ-
1zed on & truly mutual and cooperative basis and should be required
to perform its services at actual cost demonstrably lower than the
services can be obtained in a free and open market,
We do not seek to prevent the legitimate diversification of invest-
ment in opel‘;&tini;u‘ ity companies bﬁ* legitimate investment com-
panies.  But the holding company in the past has confused the func-
tion of control and management with that of investment and in
consequence has more frequently than not failed in both- functions.
Possibly some holding companies may be able to divest themselves of
the control of their present subsidiaries and become investment trusts.
But an investment company ceases to be an investment company
when it embarks into business and management. Investment judg-
ment requires the judicial appraisal of other people’s management. -
 The dissppearance ot the erid of § years of those utlity holding
companies which cannot justify themselves as necessary for the func-
tioning of the opfg;rstihgigtjn?w}compgniesqf the countryis an objective
which congressional leaders I have consulted deem essential to a real-
istic and farsighted treatment of the evils of public utility holding
comgsnies,, ‘or practical reasons we should offer a chance of surviva
of those holding companies which can prove to the Securities and
Exchange Commission that their existence is necessary for the achieve-
ment of the public ends which private utility companies are supposed
toserve. For such companies, and during the interim period for other
companies, the proposal for a comprehensive plan of public regulation
and control is sound. Gt , o
But where the utility holding company does not perform a demon-
strably useful and necessary function in the operating industry and is
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used simply as a means of financial conjrol, it is idle to talk of the
continuation of holding companieson thée assumption that regulation
can protect the public against them. Regulation has small chance of
ultimate success against the kind of concentrated wealth and economic
power which bolding companies have shown the ability to acquire in
~ the utility field. No Government effort can be expected to carry out
effective, continuous, and intricate regulation of the kind of private
empires within the Nation which the holding-company device has
proved capable of creating. .~ .~ .~ ..
Except where it is absolutely necessary to the continued functioning
of -a geographically integrated operating utility system, the. utility
holding company with its present powers must go..r~If we could re»
make. our financial history in the light of experience, certainly we
would have none of this holding-company business, It is a device
which does not belong to our American traditions of law and business.
It is only a comparatively late innovation. It dates definitely from
_the same unfortunate period which marked the beginnings of a host
of other laxities in our corporate law which have brought us to our
present disgraceful condition of competitive charter-mongering be-
tween our States. And it offers too well-demonstrated temptation to
and facility for abuse to be tolerated as a recognized business institu-
tion. That temptation and that facility are inherent in its very
nature. It is a corporate invention whic{ can give a few corporate
insiders unwarranted and intolerable powers over other people’s
money. In its destruction of local control and its substitution of
absentee management, it has built up in the public-utility field what
has justly been called a system of private socialism which is inimical
to the welfare of a free people.- . . ... . . ... .
“Most of us agree that we should take the control and the benefits
of the essentially local operating utility industry out of a few financial
centers and give back that control and those benefits to the localities
which produce the business and create the wealth. We can properly
favor economically independent business, which stands on its own
feet and diffuses power and responsibility .among the many, and
frowns upon those holding companies which, through interlockin
directorates and other devices, have given tyrannical power an
exclusive opportunity to a favored few. It is time to make an effort
to reverse that process of the concentration of power which has made
most American citizens, once traditionally independent owners of
their own businesses, helplessly dependent for their daily bread upon
the favor of a very few; who, by devices such as holding companies,
‘have taken for themselves unwarranted economic: power. I am
against private socialism of concentrated private power as thoroughly
a8 I am against governmental socialism. The one is: equally as
dangerous as the other; and destruction of private socialism 18 utterly
essential to avoid governmental socialism. - AR
Frankuin D. RoospveLr.

The Warrs Houss, March 12, 1935,
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Rerort oF NatioNaL Powpir PoLicy CommiTree oN PusLic-UriLity
HoLpING 1COMPANIES

This report does not attempt to give a comprehensive factual anal-
ysis of the position of the holding company in the structure of the
electric and gas industries, Those facts have been compiled by the
Federal Trade Commission in the course of its thorough investiga-
tion of public utility v-,hbldix? companies, and the results of that study
have already been reported to the Senate, We are informed that a
special report has been prepared for the House Committee on Inter-
state and Foreign Commerce by Dr, Walter M. W. Splawn, now a
member of the Interstate Commerce Commission.
~ Numerous studies have already shown, and the report of the Federal

Trade Commission further demonstrates, that the concentration of
control in the electric and gas industries through the device of the
holding company has assumed tremendous proportions. - While the
distribution of gas or electricity in any given community is tolerated
as a “natural monopoly” to avoid local duplication of plants, there
is no justification for an extension of that idea of local monopoly to
embrace the common control, by & few powerful interests, of utility
plants scattered over many States and totally u'ﬁconne'cteé in opera-

tion, Such intensification of economic power beyond the point of
‘proved_economies not only is susceptible of grave abuse but is &

orm of private socialism inimical to the functioning of democratic
institutions and the welfare of a free people. In 1933, after an in-
vestigation of stock ownership in railroads, Congress amended the
Interstate Commerce Act to curb the further use of the holding
company as a device for the control of the great transportation sys-
tems (U. 8. C,, title 49, sec. 5).  The Banking Act of 1933 provides

a measure of control over holding companies in the banking field
(U. S. C,, title 12, sec. 61). Congress has not yet taken any action
regarding Qldit‘ig;compaﬁy in the gas and electric utility field.

In 1925 holding companies controlled about 66 percent of the oper-
ating electric utility industry.” By 1932 thirteen large holding groups
controlled three-fourths of the entire privately owned electric utility
industry, and more than 40 percent was concentrated in: the hands of
the three largest groups—United Corporation, Electric Bond &
Share Co., and Insull. Even these three systems are not_totally
independent. United Corporation has a stock interest in Electric
Bond & Share Co. Into the latter system have been brought certain
Insull properties since the collapse of the Insull empire. In 1929 and
1930 twenty large holding-compan stems controlled 98.5 percent
of the transmission of electric energy across State lines.

The rise to power of the large holding company in the gas utility
industry has been no less startling than in the field of electricity.
In 1932 eleven holding-company systems controlled 80.29 percent of
the total mileage of natural-gas trunk pipe lines, upon which the
gggéﬁglds are almost completely dependent for the marketing of their
product. ‘ i T ' T e

By the pyramiding of holdings through numerous intermediate
holdyi'ng?companies and by the issue, at each level of the structure, of
different classes of stock with unequal voting rights, it has frequently
been possible for relatively small but powerful groups with a dis-
proportionately small investment of their own to control and to
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manage solely in their own interest tremendous capital investments
of other people’s money. And the ownership of the stock of operat-
ing companies is but one of many devices by which a few clever men
have woven the amazing network of control and influence with which
they have enveloped and entangled large sectors of the gas and
electric utility industry. Voting trusts, interlocking directors and
officers, management contracts, the control of proxies, and other
means, all have been facilely used to bring about a concentration of
contr’oi in fewer and fewer hands. S Ty ‘
The growth of the ;holding-comyany gystems hus frequently been
primarily dictated by promoters’ dreams of far-flung power and
ankers’ schemes for security profits, and has often been attained with
the great waste and disregard of public benefit which might be ex-
pected from such motives, Whole strings of companies with no
articular relation to, and often essentially unconnected with, units
In an existing system have been absorbed from time to time. The
gnces paid for additional units not only have been based upon in-
ated values but frequently have been run up out of reason by the
rivalry of contending systems. Because this growth has been actuated
primarily by a desire for size and the power inherent in size, the con-
trolling groups have in many instances done no mo‘rethn PAY
lip service to the principle of building up a system as an integrated
and economic whole, which might bring actual benefits to its com-
ponent parts from related operations and unified management.
Instead, they have too frequently given us massive, overcapitalized
organizations of ever increasing complexity and steadily diminishing
coordination and efficiency, g . i
For all this concentration so dangerous to his democracy, the
American consumer pays the bill. With a large and often unsound
cai)italization; to support, many holding' companies have not been
able to be satisfied with reasonable dividends on the securities of
their operating companies. They have compelled the consumer to
bear the burden of various fees, commissions, and other charges which
they levy egainst their subsidiaries. They take fees, usually a
ercentage of the gross revenues of the subsidiary, under contracts
or the performance of management, engineering, accountirg, publicity
legal, tax, @nd:‘dtherf‘?ener;al'iﬂndiép'ecia services. * They make profits
on the sale of materials to their subsidiaries. They make profits from
construction contracts which they negotiate and perform for their
subsidiaries; they often control one or more construction companies
to which is awarded most of the building work for the entire system.
They take fees for handling the issue, sale, and exchange of securities
for their subsidiaries, =~ .
‘These profits and fees, when dictated by the holding com%any;;sit—
ting on both sides of the trans’acti()n("i‘ in nowise represent bargains

freely and operily arrived at by subsidiary companies on the basis of
the lowest cost in a competitive. market. There is no semblance. of
arm’s-length bargaining. Competition for construction and other
work of public-utility 'cbm‘(PanieS", in many instances has been sub-
stantially eliminated. Independent private . enterprise has been
crowded out in favor of & none too benevolent private paternalism.
The promoters of the holding-company patchwork have too fre-
quently burdened the operating industry with security charges far
beyond the value of the holding company to the industry. Many
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holding-company securities were issued to acquire new properties,
~frequently from corporate insiders, at iﬁces»often far in excess of any

reasonable estimate of the value of those properties and seemingly
without heed of the fact that utility properties are required to serve
the public under a limitation, in theory at least, of a reasonable
returnon “value,”

The investigation of the Federal Trade Commission shows, for
instance, that in 1929 Associated Gas & Electric Co, acquired 94,006
shares of Barstow Securities Corporation, a utility holding company
which controlled General Gas & Electric Corporation which controlled
# chain of operating companies. The price paid was $531.04 a share.
~According to the accountants of the Federal Trade Commission, the
~stock had a book value of $2.97 per share and had earned $4.16 per
share in the preceding 'r%ear,; The.acquisition was a victory for As-
sociated Gas over the United Gas Improvement Co. (a member of
United Corporation group) which had bid against Associated Gas for
the property. To finance.its purchase of these Barstow securities
with annual earnings of about $391,000, Associated Gﬂas”incurred’
obligations whose annual interé“stﬂ‘cii'arges were $2,800,000. The
example is an extreme one, but acquisitions of properties were com-
mon at two, three, or more times their book value, an entry not likely
to be understated in an industry where returns are regulated in rela-
tion to property value. e e

Such transactions obviously have no place in a sound economy.
They do not serve orderly investment of the Nation’s capital in the
- utility industry. Instead they inject a temporary and unhealthy

stimulation into the securitie‘sfrnjarf{é@s ‘which discourages intelligent
permanent investors. = Real development springs from stable and
predicable markets, But stability in the investment market does not
very often make a $2.97 stock worth $531.04, nor does it bring old era

rofits - to investment bankers and brokers. Fundamentally the

olding-"companir problem always has been, and still is, as much a
problem of regulating investment bankers as a problem of regulating
the power industry. As the Federal Trade Commission states in its
report:

Professional_ma ' arently often give greater attention to the
counsel of bank nterest of widely scattered security holders who
are the equitable o company so managed. * *  * In the heyday of
holding-company exploitation just prior to the depression, investment i))’an ers
not only furnished financial aid when: requested by holding companies, but
solicited it and came to depend upon holding companies for business. ,
It is little wonder that these financial holding-company securities
have so frequently turned out to be poor investments, for which many
investors were induced to exchange their relatively well-secured
obligations and stocks of operating utility companies.. Too late the
investor discovered the difference between the regulated operating
companies and unregulated holding companies, and learned how much
of s money had been wasted in feeding the hopes and greed out of
which vast utility empires were conjured, and how little used to build
up the utility enterprise. o ;
Determination of the actual investment in utility properties is the
very foundation of any intelligent public regulation of the rates of
privately owned and operated utilities, No realistic determination
of that kind can be made while holding companies may acquire
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properties and securities and engineer their transfer through many
corporate conduits at fictitious prices. While Federal legislation does
not try to regulate intrastate consumers’ rates, it'can help create con-
ditions under which State legislation can establish rate structures
based upon an objective and administratively workable standard of
the ‘prudent investment’” in the properties rather than upon the
ﬁt()ssly unfair and unreliable variables of ‘“fair value’’ and ‘‘repro-
uction cost.” - o - L
We accept the view expressed in the minority report of the New
York Commission on Revision of the Public Service Cominissions Law
that the decisions of the Supreme Court do not preclude State legisla-
tures from working out a rate i))olicy"ffor the future, which, as to new
roperties and additions, will be based on the prudent investment
n the properties. That has been the accepted policy in Massachu-
setts and California and was, the policy adopted by Congress in the
Federal Water Power Act. In the case of properties already dedicated
to the utility industry ‘at the time of the adoption of such a policy, the
investor and consumer may have to accept ‘fair value’’, which,
realistically, is nothing more than negotiated or arbitrated value.
But in our judgment Congress and the States, within their respective
jurisdictions, are free to determine once and for all the “fair value’” of
existing properties at a particular time and protect both the investor
and consumer by providing & definite and predicable rate base for
the future. - e Lo
Substantial strides in this direction can be made now by Federal
legislation which will control the accounts, security transactions, and
investments of holding companies in relation to the actual prudent
investment in the underlying utility properties. The ultimate effect
of such legislation should be to encourage holding companies thus
freed from excessive capital burdens to adopt a low-rate policy for
their operating companies in their own interest. Lower rates and
the jteﬁtﬂf and more economic use of gas and electricity by agricul-
tura], domestic, and industrial consumers implied by lower rates area
necessity for the continued growth of a great industry and for the
realization of its full possibilities. e

SIS

Attempts by Siate commissions to protect the consumer from the
burdens which holding-company practices have imposed upon him
have been, and practically always must be, largely unsuccessful. The
public-utility holding companies have become Nation-wide institu-
tions. Their subsidiary operating companies are located in every
State. Electric Bond & Share Co. has operating companies in 36
States and 8 othier systems have units in 11 to 29 States. Man{
holding companies have affiliations, sometimes amounting to control,
with banking interest, construction companies, coal mines, news-
papers, and other interests. Their securities are widely marketed by
use of the mails and the instrumentalities of interstate commerce to
investors throughout the country. Holding-company operations
are 00 extensive, State commission powers and funds too limited,
to make thorough and effective State action possible. ' And usually
the holding companies have purposely arranged their orgaunization and
.operations to keep out of reach of State regxﬁapion"theu lawyers have

«challenged the jurisdiction of such regulation. Generally a holding
company itself 1s incorporated outside the States in which its operat-
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ing companies are located and carefully does not do business within
those States in a manner which will give State commissions technical
ower to reach the books and records of the holding company.
ven if obtainable, however, such books and records will be com-
paratively unintelligible and even misleading until uniform accounting
methods are made compulsory. There is the further difficulty of
allocating the appropriate proportion of the cost of holding-compan
activities to its subsidiaries in a particular State, coupled with need-
less waste in having the process duplicated in State after State. ‘These
difficulties of State agencies are so fundamental that not even inter-
state compacts—assuming they could be'evolved—can make State
regulation practically effective without supplemental help from a
Federal law. T I L P
The only practical control over public-utility holding companies will
~be one whl,c‘ﬁﬂcan directly reach the holding company itself and super-
vise its security structure and its use of capital and make possible over
a period of time the elimination of the holding company where it
serves no demonstrably useful and necessary purpose. Only in that
way can Government protect the investors who supply that capital
and the consumers who must bear its cost. The need of Federal con-
trol is no less imperative because all holding companies have not been
ruilty of all the abuses that have been indulged in under the holding
orm, The abuses have not been spasmodic only, but sufficiently wide-
spread: to necessitate legislation to protect the public against an inher-
ently dangerous corporate device, which, unregulated, reflects unjustly
on V%,ullty and innocent alike, -

e therefore recommend Federal lgi'slation regarding public-utility
holding companies. Such legislation should eradicate disclosed abuses,
prevent the use of the holding company and affiliated interests to
obstruct state regulation of operating companies, and make possible
the elimination of the holding company where it serves no demon-
strably useful and necessary purpose, without undue dislocation of
investment or the loss of operating economies whichftow from econom-
ically and geographically integrated public-utility systems,
1. The ultimate purpose of the legislation should be the practical

elimination within a reasonable time of the holding company where it

serves no_demonstrably useful and necessary purpose. But the
amount of reorganization, transfers of assets, and distributions in

dissolution required for the dismantling of our huge holding-company

systems 1s so great that the task of elimination cannot be accomplished

in a year or two without possibly too great sacrifice of apparent values.

Furthermore, it seems administratively advisable that every oppor-
tunity be offered the owners of holding-company securities to work
out ‘their own processes of dismantling. That opportunity should,

of course, be vigilantly guarded to protect the average. investor from

the exploitation threatening him almost as a matter of course under

our usual methods and mores of corporate reorganization, . In de-

stroying the abuses of the holding companies the Government must

not leave great groups of helpiess investors to the certain abuses of
extensive hurried cor?omte reorganizations. - The dominant tgroups

who have ruthlessly plucked the investor in promoting some of these

huge holding companies must not be allowed to pluck him again as

reorganization managers.
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On the other hand, if the disappearance of the -holding#comp‘“!
excrescence is to be realistically expected at the end of ,&Ei’v’eﬂ period,
there must ‘be a constant pressure on the' managers of holding-com-
pany enterprises persistent from the very begin ing of that period, to
insure a continual’ process ‘of whittling down complicated capital
structures and ‘of disassociating operating :properties not related ‘to
each other geographically or ‘egonomf'callﬁ, Only such 'a continual
process can guarantee that at the end of the given period the holding
companies will have been dismantled into organizations simple
enough in structure to be readily dissolved if they are to dissolve, or
sufficiently shrunk and integrated for operating purposes so that tﬁeﬂ
may readily be transformed into operating companies. Without suc!
a dismantling Bx‘bc"e'és‘*hqldingzpompany;hquidaaon at the end of the
geﬁodma'ywe ‘cost the game sacrifice 6f investors’ interests as would

e required to effect their liquidation & year from today. The devices
recommended below are devices to effect that continual pressure to
compel that continual disinantling process. SR SR

2.:To attain the flexibility desirable for the handling of this com-
plicated problem in & realistic and prudent way, Federal control
should be vested in an administrative commission. Every holdin
compang should be required to: register with this commission if,

either directly or through subsidiary companies, it emplo; tht;
mstrumentalities ‘of interstate comimerce to - dxs{m

It1es' 0 X Ale - comimerce i« ribute securities,
to transmit 'orf‘traﬁsgort electric energy or gas, to perform contracts,
or to carry ‘on any business. Furthermore, every holding company
should be required to register if it has outstanding securities which
were distributed 'to the public through the channels of interstate
commerce, since by such distribution it has set into motion forces which
are still active and are nationwide in their effect upon both consumers
and investors. At the time of registration, the companies should be
required to file with the commission detailed information concerning
their financial condition and operations, their security structure,
their control over and relations with subsidiaries, and their- affilia~
tions with other interest of whatever kind.. The definition of & hold-
ing company should be broad enough and flexible enough to reach
every company ‘which in: fact :controls public-utility ' companies,
whether or not that control ‘be dependent upon-a specified’ security
ownership. Federal registration provides the legal mechanism for
controlling the activities of registered holding companies and their
associate Interests, = - . oo i o
- 3. The issuance of new securities by holding companies should be
‘adequately supervised by thecommission so that in reorganizations
and rearrangements of properties an uninformed investing public shall
not have foisted upon it securites which are in no sense secure and
carry little or ne-voice in' management,: Security issues: should be
limited to_purposes' necessary in_the. public interest, which accords
with the ultimate purposes of the legislation; and each security issued
should bear a proper relation to the capital of the company, its exist-
ing securities; the securitiés of the companies in a geographically and
economically related system,and, above all, to the prudent investment
in the properties of the issueriand its underlying companies. - There
should be an end to the pyramiding of hol inﬁ-companysecuritieéf
Except for necessary. discretionary power in the commission in the
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case of refunding issues, new securities should be limited to par value
common stock, with appropriate veting rights, and to first-lien bonds,
i. e, bonds having a first lien either on physical assets of the issuer or
upon first-mortage bonds of operating subsidiaries. In this as in
almost every phase of the holding-company problem, the ultimate
interests of consumers and investors are identical. In a system bur-
dened with overcapitalized and debt-ridden holding companies, the
consumers of operating subsidiaries have to support the topheavy
structure by paying high rates and by enduring poor service from
inade(}‘uately maintained planta. :

4. The commission should have complete control over the acquisi-
tion of new securities and properties by holding companies and others
in holding-company systems in the course of reorganizations and re-
arrangements of properties, New acquisitions should not be allowed
unless the applicant can clearly demonstrate a resultant economy
and efficiency from the connection of naturally related and interde-
pendent propertics. The commission should have power to prevent
acquisitions at prices which do not bear a proper relation to the capital
prudently invested in the underlying utility properties, or if the
acquisition would tend to create monopoly or restraint of trade in the
exercise of control of public-utility companies, o ‘

5. Holding companies should be restricted as soon as practicable
to the business of operating and of owning the securities of public-
utility 'pmperues”;;ﬁ,t&y_;shm;ld.ﬁnommﬂpgrmgmmm;ﬁngage.,.m;.agg:-
utility or speculative ventures. Electric utility and interstate gas
transmission or production should be divorced from common control,
Similarly, domestic and foreign utilities should be separated. Unless
approval of a State commission be obtained, the commission should not
permit use of the holding-company form to combine a gas and an
electric utility serving the same territory where local law prohibits
their combination in a single company. : i

6. Holding companies should immediately be prevented from
borrowing from sub holding companies or from operating com(’;mnies
in the same holding-company system. The commission should have
power to prevent holding companies and their subsidiaries from
paying dividends out of capital or unearned surplus, or from paying
any dividend on a security or acquiring or retiring their own securities
if such action would endanger the financial integrity of the system
or impair the working capital of operating companies. The commis-
sion should have authority to prevent the sale of utility assets and
securities at prices unfair to investors or in situations where separa-
tion of the properties would imperil the efficient interconnection of
companies within the group. S T -

7. All other loans and transactions within the systems and with
affiliated interests, and the fees paid in connection with such transac-
tions, should be carefully scrutinized and publicized. To prevent
the continuing of present abuses and the sheltering of new ones in
oven subtler and more elusive forms of intercompany relationship
that that of holding-company control, it will be necessary, in handling
intercompany transactions, carefully to define affiliations amounti
to less than control. In speaking of these relationships, the Federa
Trade Commission has,sais: SE ‘
the inquiry early disclosed the fact that such companies (affiliates) were frequently
used as vehicles whereby certain deals dictated by certain holding companies
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could he given the appearance of straightforward conservative business trans-
actions, and whereby only a few company executives would know their true

significance, , ;

_ 8, The holding company should immediately be required to civest
itself of any interest in the business of issuing, underwriting, and
creating new security issues for itself dr;control'led;companies,' and
should not be allowed to derive fees or commissions from security
transactions, The holding company in the role of banker is in dan-
gerous conflict with the interests of its investors and consumers.
9. All service, sales, and construction contracts not performed by
independent companies should be performed by companies or asso-
ciations organized on a strictly mutual basis to insure the perform-
ance of their work at cost, The commission should have continuous
supervision over these mutual organizations to require adequate re-
ports, uniform accounts, the maintenance of equitable allocations of
costs among the companies served and the assurance of efficient and
economical operation. The commission should make a study and
recommendations to State commissions and public utilities concern-
ing the nature, costs, and economies of various kinds of services ren-
dered to different types and sizes of utilities. The provisions on
service, sales, and construction contracts and those regarding other
intercompany transactions should put an end to profits from inter-
company transactions in a holding-company system. The returns of
holding companies would be limited thereby to dividends from their
holdings in economically and geographically integrated utility prop-
erties. ‘

10. Holding companies should be required to make periodic and
other reports concerning their own and their subsidiaries’ financial
condition and ~operations. Such reports should be based upon
uniform methods of accounting prescribed by the commission, with
due regard for the power of the States to prescribe the accounts of
operating companies. The requirements concerning reports and
accounts should extend to affiliates regarding their transactions with
affiliated operating and holding companies. With uniform accounts
available to the commission, to State commissions, and to the public,
misleading and unsound accounting practices should lessen appre-
ciably, and it should be possible to make intelligent comparisons of
performances and to ascertain the investment behind holding-
company securities. s e , L ,
11, The commission should study existing systems so that they
may be siméxliﬁe‘d; by the elimination of unnecessary corporate com-
plexities and of properties which do not fit into an economically and
geographically integrated whole. Simplification and reorganization
of holding-company structures, making possible within a reasonable
period the practical elimination of the holding company, should be
conducted under the commissio’ns supervision over a period of time
to prevent undue losses to security holders from investment disloca-
tions. Voluntary action by the companies should be encouraged as
much as possible, but the commission should be empowered to issue
orders compelling necessary divestments, dissolutions, and reorganiza-
tions. Such orders should be enforceable in the courts, and the com-
mission should act as trustee to effectuate necessary divestments,
reorganizations, or dissolutions, The commission should have power
to institute proceedings for the reorganization of holding companies
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under section 77B of the Bankruptcy Act, as amended, and to act as
trustee in any proceeding concerning such companies under said
section 77B, or receiver in any Federal equity receivership of such
companies, No reorganization plan under the Bankruptey Act, or
otherwise, should be effective unless it has been prepared or approved
by the commission. Solicitation of proxies, consents, or deposits in
connection with a reorganization plan should be prohibited until after
a hearing on the plan hefore the commission. Such solicitation should
also be barred unless accompanied by such information regarding the
plan, the commission’s report thereon, and the interests of the persons
sponsoring the plan as will inform the investor adequately of his
rights and the effect of the plan on his position.

12, The exemption, under the revenue act, for dividends received
by corporate holding companies and affiliates on the securities of
public-utility companies and other holding companies might be
partially removed. The increased tax occasioned by such a partial,
removal of this exemption might stimulate active cooperation by
holding companies in eliminating intermediate corporate layers and
will discourage the usc of the holding company as a device for the
control of electric and gas utilities except where its use will result in
clearly demonstrable economies sufficient to compensate for the tax.

Respectfully submitted.

Haroup L. Ickes, Chairman.
Frank R. McNincH,
Erwoop MEap,

T. W. Noroross,

Morris L. Cookg,

RoserT E. HEALy,

Davip E. LILIENTHAL,
Epwarp M. MARkHAM.
Attest: JoeL Davip Wovrrsoun, Erecutive Secretary.
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