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PUBLIC UTILITY SYSTEM INTEGRATION - A STUDY FOR FUTURE PROGRESS
Mr. Chairman and Friendss

It is a real pleasure to participate in this publie utility
executive program. It is particularly enjoyable to me because, as
a Michigan alumus, it represents a sort of "bonus" reunion - an
additional occasion to renew old and good friendships.

In 1935 after I was graduated from the Michigan School of
Business Administration I succeeded in obtaining a position as a
financial examiner in the Registration Division of the Securities and
Exchange Commissions Three years later I transferred to the Public
Utilities Division and for seven uninterrupted years, 1938 to 1945,

I remained in that Division., After a few years in other pursuits,
both governmental ard private, in 1949, I came back to the SEC as a
menber of the Commis8ion.

Over the past fourteen years I have lived very closely with many
of the numernus and complex problems related to the gas and electric
utility indusitries, During this period the Commission has done pioneer
work in reorganizing and regulating public utilities and its record of
accomplishments is noteworthy. I have thoroughly enjoyed every minute
of my experience in this fascihating and important field.

After accepting the invitation to speak here today, I wrote to
Professor Ben Iewis, who was in charge of arrangements for this part
of the prcgram, and asked him for a suggested topice He replied that
I could select any phase of the field of regulation of utilities. This
was indsz7 generous and I immediately wrote and obtained his concurrence
in a subject about which I have been wanting to do something for a
number of yearse

I refer to a little lnown section of the Public Utility Holding
Company Act of 1935, Section 30, This provision in the Act has re-
ceived scant attention in recent years, although at one time the
Section figured prominently in disputes over the Commissiont!s early
administration of the Act.

I want to speak today about that part of Section 30 which directs
the Commission to make studies and investigations of public utility
systems for the purpose of recommending in public reports the "type
and size of geographically and econcmically integrated ..o systems
which having regard for the nature and character of the locality
servedy can best promote and harmonize the interests of the public,
the investors, and the consumer,"



Segtion 30 is the obverse of Section 1ll, Section 11 directed the
Comnission to reduce uneconomical holding company systems to integrated
systems, Section 30, on the other hand directs the Commission o report
on how the utility facilities of our country may be more economically
combined,

While the Commission to date has not had occasion to issue a
comprehensive Section 30 study, labelled as such, it has in conmection
with the reorganization and simplification of holding companies taken
up many questions which would be within the scope of such a study,
And it has also issued numerous reports under Section 11(a) which have
many of the characteristics of such a study. But the great potentials
of this Section, including what it can contribute toward achieving a
more efficient, economical and dependable power supply for the nation,
has-never really been explored.

I want to discuss these potentialities with you.

As a starter, let us take a look at the legislative history of
the Section (scanty though that history be) and endeavor to ascertain
the Congressional intent behind it, A provision substantially the same
as Section 30 appeared in the bills as initially introduced in both
housess, An analysis of the Senate Bill, submitted to the Senate
Committee by Senator Wheeler stated, in part, with regard to this
provisions "This Section is designed to promote the gathering of ine
formation and data which will serve as the basis not only for the re-
organization and simplification of holding companies preparatory to
their dissolution, but also as a basis for future action by operating
companies in organizing themselves so as best to serve the public,®

It seems clear from this statement that Section 30 was to be
utilized not only in connection with the reorganization and simplifie
cation of holding companies pursuant to Section 11, but for a second
purpose as well, That second purpose involved the examination of the
entire electric industry and the entire gas industry to see whether
the resources represented thereby could be more efficiently and
economically utilized for the benefit of the American people.

When the Holding Company Act was passed in 1935, the Commission's
primayry duty was to achieve compliance with Section 11, both Sections
11(b)(1) and 11(v)(2)e As I am sure you all know, Section 1l requires

the elimination of useless holding companies, the divestment of ’
properties not part of a geographically integrated system, and a ree
quirement that both registered holding companies and their subsidiaries
take such steps as the Commission shall find necessary to ensure that
the corporate structure or continued existence of any company in the
holding company system does not unnecessarily complicate the structure
or distribute voting power inequitably. It is, as the Congress stated,
the ®heart" of the statute, and the Commission was instructed to carry
out its provisions %as soon as practicable,"
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The Commission at the outset faced a choice of whether to proceed
with enforcement of these provisions under either Section 11(d) == the
so-called compulsory provision, or under Section 1l(e) w== the so-called
voluntary routes The Commission has the power both to draw up plans of
its own and through court proceedings force its program of compliance on
the companies, or it can encourage the filing of voluntary plans by the
various company managements, and leave to them the choice of the wide
range of fair and lawful methods for achieving compliance.

Had the Commission chosen the first alternative, it would have had
to map out a blue-print of its program for each system, and would probably
have written comprehensive Section 30 Reports in connection with the formu=
lation of such proposals. I might note in passing, that during the early
days, between 1935 and 1938 before the Commission had decided which course
it would follow, and while the constitutionality of the Act was in lite
igation, the staff of the Commission did prepare a large number of re-
ports which might have been made public as Section 30 Reports if the
Commission had chosen to follow the Section 11(d) route. Many of these
blue bound volumes, of great use in connection with our administration
of Section 1ll, still reside in our files, But in the main their pur-
poses have already been accomplished and the changes which have bgen
wrought by the Act and the growth of the industry since that time now
call for up-to-date, comprehensive studies.

Had the Commission followed the procedure of forcing Section 11(d)
plans upon the various managements extended litigation would undoubtedly
have resulted and we would still be far from the substantial compliance
with Section 11 which we have now attained.

But, very wisely in my opinion, the Commission chose the other route
of company plans voluntarily formulated. Although these have entailed
extended litigation in some instances, progress has undoubtedly been
expedited by this choice. By choosing this route, however, the Commission
made Section 30 Reports an unnecessary step in the formulation of a plan
of compliance« Furthermore, to have written Section 30 Reports at a time
when all of the staff!s time was urgently needed to administer programs
of voluntary compliance with Section 11, would have been an uneconomical
and delaying course of action.

The time is fast approaching when Section 1l compliance will have
been accomplisheds While there are a number of difficult individual
problems still to be solved, we are certainly more than three-fourths of
the way toward our final goal. Thus, where there were 21l holding com=
panies subject to the Act in 1938, there were only 58 as of June 30, 1952,
And many of those remaining to be eliminated are in the final stages of
compliance, However, about 20 holding companies will continue in
existence under our jurisdiction as regional, integrated systems.

But let us turn now from considering Section 30 with reference to
Section 11 compliance, Let us think of it in the other, and to me, the
more promising purpose of the Congress. That is, in terms of a positive
program of recommendations for action to be taken by operating companies
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to enable them better to serve the interests of their investors and
consumers as well as the public interest,

In this connection, it should be noted that the language of
Section 30 does not restrict the gtudies and recommendations to be
made to subsidiaries of registered holding companies. Rather the
Commission is directed to study the situation with respect to all
_operating electric and gas utility companies,

The statutory directive is, of course, very general, and in order
to implement it we must get down to brass tacks. Just exactly what data
would be gathered in a Section 30 Report? And what kind of recommen=-
dations might be made based upon such data?

Counting a combination gas and electric company as two separate
companies, there are approximately 860 privately owned electric utility
companies in the United States, and about the same number of privately
owned gas utility companies, In making studies of the electric utility
industry, in addition to gathering information on the private companies,
data will also have to be compiled on the 900 cooperatives, and the
2,100 municipal, state and other publicly owned'utility systems,

From an organizational point of view, it would appear desirable to
set up a group in the Commission!s Division of Pyblic Utilities which
would work exclusively on Section 30 Reports and recommendationse The
Division is now divided into several Sections, each handling the various
proceedings with respect to designated holding company systems, It is
doubtful if these groups could accomplish much under Section 30 while
continuing their other work., Even if they could there would be the added
work of coordination between sections,

I might point out here, as an aside, that the Hoover Commission con-
firmed our experience at the SEC when it observed that those wrapped up
in the day-to~day operations generally do not have the time for the re-
flection and deliberation required for long range planning, and that
since efficient management requires policy planning, the assignment
should go to persons specially appointed for that purposes

A Section 30 group would necessarily have to have engineers, analysts
and, no doubt, the ubiquitous lawyer.

Such a group would undoubtedly commence by identifying the major
economic areas or regions in the United States and then proceed with more
detailed studies area by area. For each area it would list the electric
and gas utilities operating therein and would compile data concerning

each companye.

Let us consider some of the data that might appropriately be
analyzede Since the objectives of the study would include arriving at
conclusions and recommendations concerning improvements in efficiency
that might be effected, the data collected should necessarily include
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appropriate measures of each company!s efficiency. For example, in a
study of the electric utilities for a particular area, the size of each
company could be indicated by various criteria such as number of dollars
invested, annual revenues, kilowatts of capacity, kilowatt hours gen-
erated, number of customers, service area, etce A cost study could also
be made of each company, which might show, among other things, production,
transmission and distribution costs per kilowatt-hour sold, investment
cost per kilowatt installed, capital costs, rate of return and variocus
operating ratios,

From a collection of these and other data, it might well be de-
veloped that certain electric systems in the area are at a disadvantage
because of factors which could be corrected, such as by wider interchange
of power; the purchase, sale or exchange of properties; increased invest-
ment in generating facilities; the greater development of hydro-electric
facilities; or other factors,

Incidentally, in a report entitled "The New England Economy", pre-
pared by the Council of Economic Advisers, there is a fifteen page
chapter on "Fuel and Power Costs®", which might be indicative at least
in part of the approach of a Section 30 investigation report and
recommendations,

The Council!s repért, in summary, presents facts concerning the in-
stalled power capacity in New England, broken down by areas and by type
of generation, whether steam, hydro, or internal combustion; the growth
of the industry, reserve capacity, and the percentages of use by resi-
dential, commercial, and indistrial consumers. It then takes up the
Jevel of fuel and power costs in New England as compared with the average
for the United States, 'After finding that the causes of higher costs in
New England are primarily due to higher fuel costs, it calls attention to
other underlying reasons for the greater costs, and hence higher rates
of New England?!s electric utilities. Thus, the number of employees per
100 million kilowatt-hours generated was 31 in New England as against 22
in the United Statesj the percentages of turboegenerators installed be-
fore 1926 were 487 and 39%, respectively; the costs of plant per kilowatt
of installed capacity were $115 and $97, respectively; the average BeT.Us
consumption per kilowatt-hour generated in steam plants was 15,650 and
14,640, respectivelys As a result of these and other factors which pri=-
marily affected production costs, total operating expenses including
depreciation and taxes were 1.60¢ per kilowatt-hour sold in New England
as against 1.27¢ in the United States, and the rates in New England were
such as to yield 1,93¢ per kilowatt-hour as against 1.61¢ for the entire

-United Statess

The report points out that one of the economic consequences of the
higher costs and rates in New England was to cause industries which have
a high proportion of their expenses in’ power costs to locate elsewhere
than in New England, or even to migrate from New England, It recommends,
among other things, that everything possible be done to reduce trans-
portation costs of fuel, such relatively high transportation costs being
an underlying cause of the higher fuel costss It also recommended that
action be taken to develop New England's remaining hydro resources and to
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remove all barriers for pooling power resources, particularly to repeal
Mainets Fernald Law which prevents the export of power from that State.

Now it seems to me that a Section 30 investigation might well begin
at the point where this report left off. In other words, the same sort
of facts and comparisons would be developed not for the entire industry
within the area as compared with the United States, but rather for each
system or company within the area as compared with each other system.
The rates of the various systems would be analyzed not only from the
point of view of the over-all average revenues per kilowatt-hour sold,
but also from the point of view of each classification, residential,
comuercial and industrial,

Let us assume that a study such as I have described has been
made and that the pertinent facts concerning an areats electric utility
industry are at our finger tips. Examination of these data shows clear=
ly that one utility has a large, interconnected, integrated, and
efficient system, with low costs and low rates. In juxtaposition to
this system, let us assume another, a small system whose costs and
rates are high as compared with the large system and which is not
intercomnected with the large system. Although at least some economies
might be obtained through contracts between systems, as I shall discuss
later, it is clear that acquisition:by the large system of the small
system would lead to interconnection of the two, elimination of high
cost generating facilities (or at least the relegation of the small
system's high cost plants to stand-by) with resulting lower costs and
rates in the small systemts territory. In summary, the assumed facts
demonstrate that the large system will gain from the acquisition of
the small system even though lower rates are put into effect.

But would the large system be willing to purchase the small
system, and would the small sysiem be willing to sell to the large
system?

I should like to give you an illustration taken from our files,
of why both the buyer and seller under the circumstances outlined above
would have positive incentives for accomplishing what is obwviously in
everybody!s interest.

In the fall of 1950, American Gas and Electric Company filed an
application with the Commission for permission to purchase the common
stock of Central Ohio Light & Power Company. American Gas is one of
the largest and well regarded holding company systems in the country
with consolidated revenues of $160,000,000. Its subsidiaries, which
form an interconnected and integrated system, operate in Michigan,
Indiana, Ohio, West Virginia, Virginia, Kentucky and Tennessee, Its
principal subsidiary in Ohio is The Ohio Power Company, which has
utility assets of about $217,000,000 and annual revenues of $55,000,000,



Central Ohio was a small independent company having utility
assets of $12,500,000 and operating revenmues of approximately $kL,000,000,
Its service area was divided into two parts, which were 100 miles apart
and not commecteds The Eastern Division had no generating facilities,
and purchased all of its energy from a non-affiliated company, Ohio
Edison Company. The Western Division generated its own requirements
in three steam stations. Our engineering studies showed that Central
Ohio!s average generating costs ran 7,2 mills per kilowatt-hour as
against 2,9 mills for the American Gas subsidiary, Ohio Power, while
its rates were such as to yleld 1.91¢ per kilowatt~hour as compared
with 10].h¢ for Ohio Powsr,.

The common stock of Central Chio was held by about 2300 stock-
holders, with about 4% in the hands of its president.

The transaction as proposed by American Gas was to offer 72/100 of
a share of American Gas common stock for each share of Central Ohio
common stock outstanding. Prior to the filing, American Gas stock,
which was listed on the New York Stock Exchange, was selling for about
$50, or $36 for 72/100 of a share while the Central Ohio stock was
quoted over~the-counter at approximately $30 per share. The earnings
of American Gas were $3.24 for 72/100 of a share, as against pro forma
earnings of $3.11 per share for Central Ohio., The dividends then being
paid by American Gas were $2.16 per 72/100 of a share as against $1.80
on the Central Ohio stock, While both stocks were selling on approxi-
mately a 6% dividend yield basis, the common stock of American Gas
was selling.onm a 15.) times earnings basis, while the Central Chio
stock was selling at less than 10 times earningse.

Now obviously this was a very advantageous offer to the Central
Ohio stockholders, but at first blush not a desirable one from the
point of view of American Gas., Thus, on the basis of the foregoing
American Gas was offering a market value of $36 for $30, or a 20%
premium, $3.24 for §3.11 of earnings, or a 4% premium, and $2.16
for $1.80 of dividends, or again a 207 premium.
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However, substantial advantage to American Gas lay in the economies
which the purchase would effectuate and which were not reflected in the
past history of pro-forma earnings of Central Ohio, Those economies
were to be brought about primarily by interconnections with Ohio Power
which as I previously stated is an American Gas subsidiary operating in
Ohio, and by utilization of Ohio Powert!s low cost generating facilities
instead of Central Ohiots high cost facilities, American Gas estimated
that because of these economies, Central Ohio'!s earnings would rise
from $3,11 per share in 1950 to approximately $l,00 per share during
the next three years, even after putting into effect the lower rates of
Ohio Power., Thus, the American Gas earnings, and hence the value of
its equity, would be enhanced by the transaction rather than diluted,
since from a near term point of view it would be exchanging $3,2L of
earnings for $4,00 of earnings,

I should like particularly to call attention to the fact that the
disparity in market values illustrated by this case is really of little
significance to the purchasing company, in this case American Gas., Thus, ’
while American exchanged some $36 of market value for $30, or as I noted
previously a 20% premium to Central Ohio!s stockholders, its stock was
selling at better than 15 times earnings whereas Central Ohio's quota-
tions showed a market value of only ten times earnings, This kind of
disparity in times earnings ratios no doubt would be typical where a
large, well managed, integrated system with listed securities is pur=
chasing a small, non<¥ntegrated, little known company, with unlisted
securities, This, of*course, permits the large company to purchase the
small with little or no dilution of earnings, at a price which is highly
advantageous to the owners of the small company, and with the advantage
to the large company that it obtains for its security holders (including
the previous owners of the small company pro rata) substantially all of
the benefits finally resulting from the acquisition,

I think you can see from this illustration that both the security
holders of the purchaser and those of the purchased company stood to
gain substantially by this exchange, Likewise, the consumer would re-
ceive the benefit of lower rates, and the economic interests of the
area would be served through the greater efficiency of operation., In-
cidentally, more than 98% of the stock of Central Ohio was exchanged
for the stock of American Gase. Eventually Central Ohio will be merged
into The Ohio Power Company,

In the case of the acquisition by American Gas of Central Ohio,
the entire transaction was initiated and sponsored by the respective
managements of these companies, It was submitted to the Commission for
approval under the Holding Company Act because American Gas was a regis-

tered holding company.

We need not pause to determine whether a Section 30 study would
have led us to the conclusion that Central Ohio should have been ac~
quired by American Gas or same other system or company. It is sufficient
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to note that it is at least one type of transaction that might be
sparked by Section 30 reports and recommendations,

Another illustration of the financial and operational advantages of
an acquisition is demonstrated by the proposal of Kansas City Power &
Light Company to acquire a controlling stock interest in Eastern Kansas
Utilities Company. Kansas City offered the stockholders of Eastern
Kansas the book value or apprpximately $17.70 per share for all outstand-
ing shares == shares which sold hot too long before at about $7 per share,

How did it come about that the management of Kansas City was able to
conclude that a stock which not so long ago sold for about $7 per share
could be advantageously acquiréd at $17.337? Several factors explain this,
In the first place, the management of Kansas City arranged to dispose of a
large part of the property to a neighboring utility, an arrangement they
had been unable to make previously although the possibility was certainly
present, Further it looked as though the local co=-ops might acquire it
if Kansas City didn't., The management of Kansas City freely admitted the
strong motivation of that possibility, But more significant for our pur=
poses, and for purposes of those regulatory bodies which have approved
the purchase, in a very careful study of the properties Kansas City re=-
viewed operating relationships and contracts, costz, labor, rates, terri-
tory, etcsy and found numerous ways in which, by integrating with their
own property or with another company to the south, economies could be
effected which would raise the net income of these particular properties,
In fact, it shauld even be possible to reduce rates to consumers,

This transaction is one of numerous instances in recent years where
an acquiring operating company becomes a holding-operating company tempo-
rarily becauvse it is purchasing stock instead of assets, The Cormissionts
policy under these circumstances has been, and would continue to be, to
grant the resulting holding=-operating company an exemption under Section
3(a)(2), provided, of course, the transaction is otherwise fair and meets
all the standards of the Act,

Another type of transaction which Section 30 studies might encourage
would involve not the purchase of a controlling common stock interest in
a company, but rather the direct acquisition of physical assets, Such
acquisitions might be effected either through cash purchases, exchange of
properties, or a combination of the two, Illustrative of the last is the
case of Indiana and Michigan Electric Compasny and Public Service Company
of Indiana, two completely unaffiliated companiese. The transactions in=-
volved were consummated in early 1950,

Indiana and Michigan, which I will refer to as "I & M", is another
major subsidiary of Armerican Gas, Two years previously, in the process
of acquiring and merging another company, I & M had acquired assets which
were in the service area of Public Service Company of Indiana, Similarly,
Public Service Company of Indiana had properties which were in the service
area of I & Me The two companies arranged a swap of properties, but since
earnings were greater from the Public Service than from the I & M proper-
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ties, I & M paid $235,000 in cash in addition to the properties trans-
ferrede I & M estimated that the transaction would increase net income
about $40,000 or apprcximately 18% of the cash outlay, Similarly, Public
Service Company of Indiana estimated that, because of savings from in-
tegration, it would receive nearly as much income from the properties
transferred as it had been receiving previously, and in addition would
have the $235,000 cash received in the trade,

Now I have been recounting transactions here which involved making
large systems into even bigger systems, Please do not infer from this
that I favor the complete elimination of all small systems s or that I
am biased in favor of big systems, The Holding Company Act, both for
economic and public policy reasons contains a prohibition against a
system!s becoming "too bige" Nevertheless, there is such a thing as too
small a company, The utility business is big business, It does not
exist in this country as a caompetitive industry in which as a matter of
national policy the entities are kept comparatively small in order to
stimulate competition. As regulated monopolies, utilities are to be en-
couraged to operate as efficiently and economically as possible and today
this means companies of fairly large scope, What we must guard against
is the conglomeration of properties so large as .tbstantially to affect
the political life of the area and thwart local »egisavion,

The Holding Company Act in Section 2 and Sexiicn 20 sets the
standard, Section 10(c)(2) prohibits an acquisiticn unless it will
serve the public interest by tending towards the eccnomical and effi-
cient development of an integrated public utility system, An "integrated
public utility system" is defined in Section 2(a)(29) as a system which
may be eccrnomically operated as a single interccennected and coordinated
system; ccniined in its operations to a single area or region, in one or
more sta®:.;; and "not so large as to impair (considering the state of
the art a~d the area or region affected) the advantages of localized
managemens, efficient operation, and the effectiveness of regulatione"

There undoubtedly are many instances where the merging of small
systems into a neighboring large system would not violate the size
standard, One way or another, the economies of large scale utility
operations leading to lower rates as they surely musty should be made
available to the American public and American industry, Section 30
studies might well point the way.

On the other hand, in many instances, these economies may be sub-
stantially realized through contractual arrangements rather than through
outright acquisitions, This potentiality is amply demonstrated by the
various power pools which have grown up over the past couple of decades,

Specifically, as examples of such power pools, there are the
Pennsylvania-New Jersey Interconnection and the Northwest Power pool,
The former is operated under a contract which was entered into in 1927
between Pennsylvania Power & Light Company, Philadelphia Electric Com~
pany and Public Service Electric and Gas Company of New Jersey, a growp
not now otherwise affiliated, The purposes of the contract were
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generally to secure the benefits of coordinated development as well as
operation, to reduce the investment necessary for the required production
of energy, and to secure the most economical operation of the plan for the
parties, Testimony before the S,E.C, indicated that the economic ad-
vantages resulting from the pool, especially due to the sharing of re-
serve capacity, both cold and spinning, and to the coordination of all
the production plants to secure the minimum operating costs for the whole
combined system, have proved to be more than were expected, and these ad-
vantages have increased as the loads and technique of coordination have
developedo ST

The other example which I mentioned was the Northwest Power pool.
The capacity of this pool amoutning to some 4,000,000 kilowatis belongs
to widely diversified interests, including Puget Sound Power & Light
Company, The Washington Water Power Company, Pacific Power & Light Company,
Bonneville Power Administration, and several municipalities. It has been
estimated that through the coordinating operations of this pool, the
necessity of adding 100,000 kilowatts of installed capacity was obviated
with resultant savings at present day prices of about $20,000,000 in
capital costs,

I mention these pools, and there are many others, because Section
30 investigations might in many instances lead to recommendations either
for acquisitions of properties or in the alternative the entering into of
contracts which will afford the benefits of coordination, even though the
systems remain independents

Certainly there is a wide field far improving the various operating
systems, either through acquisitions, exchange of properties or cone
tractual arrangerents, One las only to loock, for example, at the utility
map of Ohio, grea®ly imcrovad thouvgn it has been in recent years, to see
that the ¥<rvinc areas of ths vasinus systems, including cooperatives
and municipaliy wwned systems, ccnztitute a gerrymander patchwork, which
like Topsy zpparently "just growed.® It would indeed be a miracle if
studies of such crazy quilts did not bring out many opportunities for
substantial economies in the areas served, There are other states which
are in the same condition, Generally speaking, in the present state of
the art of power generation, transmission, and distribution, a system,
whether or not it is all under common control, must reach a fairly large
size before it can realize the economies arising from low investment and
operating cost per kilowatt hour of output,

The lowering of costs by means of improved integration of electric
and gas facilities in an area is only one of the objectives of Section 30,
Another major objective would be that of improving rate structures.

As you all know, the usual rate structure for electric utilities pro-
vides for three principal rate classificationse-residential, commercial
and industrial, Generally, the residentialerate is a simple block rate,
The smaller cammercial service rates are also frequently of the block type
with a minimum charge, bub with the size of the blocks sometimes determined



by the customer'!s demand, The larger commercial customers and industrial
customers are served on twowpart rates based upon billing demand and
energy consumption, As a result of this sort of rate structure, resi-
dential customers usvally pay substantially more per kilowatt~hour than
commercial and industrial customers.

An investigation of rates within an area as well as between areas
would undoubtedly show not only wide variations in the general level of
rates, but also in the structures, For example, in the case of a large
electric company in Ohio commercial and industrial customers in 1949 paid
an average of 1,184 per kilowatt~hour, whereas residential customers paid
an average of 2,9¢, or almost two and one half times as muche On the other
hand, a smaller neighboring company had rates which over-all were 67%
higher than those of the larger company, but had a structure in which the
residential rates were only 153% of the commerciasl and industrial rates
compared with 2L5% in the case of the larger company, Examination of
several other systems in Ohio, shows similar variations in both the
general level and structure of rates,

There are undoubtedly perfectly good reasons for variations as be~
tween gystems both with respect to the general level of rates and rate
structures, On the other hand, it may frequently be the case that a
change in rate structure will result in a more efficient use of generate
ing facilities through encouraging use in offepeak hours or seasons with
consequent improvement of the load factor, and, with such improvement, 1t
ig frequently possible to lower the general level of rates, Furthermore,
wide disparity of rates and rate structures within a given area lead at
least to a suspicion of undue and unfair discriminations For example,
there must come a point where, if residential rates are abnormally higher
than commercial and industrial rates, it must be concluded that residential
consumers are subsidizing industry. On the other hand, if managements set
up rate structures which have no promotional features, they are likely to
thwart the most economical use of their facilities and stifle the economic
development of their areas,

The more economical use of our power resources, and the improvement
of rate structures are but two of the desirable potential consequences of
Section 30 studiss, The carrying on of such studies would certainly
develop additional objectives which also might lead to lower costs and
rates and wider use of our energy resources,

There is, however, one aspect of the power problem which I think the
Securities and Exchange Commission should studiously avoids The Commission
should not take sides in the public power = private power controversy. As
a part of our investigations we shll have to examine the integration
possibilities and rates of all electric systems within an area, but we
should not and will not show bias in favor of one form of ownership over
another,

T have generally confined my discussion of Section 30 to its impact
on the electric industry, The same general objectives and same kind of
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studies would also be appropriate for the gas industry, Because of
unique features in that industry, as for example the existence of by=
products in the manufactured gas industry, the fact that natural gas

is a wasting asset, and is transmitted much greater distances than is
electricity, the Section 30 studies of the gas industry will have to go
into many different kinds of facts than would be contained in an elec-
trical study, Here again, the kind of facts to be developed will appear
as the studies are made,

I have attempted to indicate some of the objectives at which we
would aim in preparing Section 30 studies., Iet us consider briefly how
these objectives could be attained after we have arrived at specific
recommendations,

4 Under the Holding Company Act, the Securities and Exchange Commission
has no mandatory power to enforce the recommendations it might make under
Section 30, However, certain kinds of recommendations having to do with
integration of power facilities could be made mandatory under the Federal
Power Acte Section 202(b) of that Aot provides that the Federal Power
Commission, upon application of any State Commission or of any person
engaged in the transmission or sale of eleotric energy, anmd after oppore
tunity for hearing, may by order direct a public utility to establish
physical commection with the facilities of one or more other persons and
to sell or” exchange energy with such persons, Thus, by working in close
liaison with thie Power Commission, it might be possible to make certain
of the recommendations mandatory.

In any event, our Section 30 group would necessarily work closely
with the Federal Power Commission and with state regulatory commissions for,
as you know, Section 311 of the Federal Power Act makes of the Federal
Power Commission a vast repository of information on the capacities, rates,
and operating relationships of the electric industry./

It would seem to me that for the most part any recommendations made
under Section 30 would be adopted voluntarily by the companies or systems
cancerneds If the recommendations are based on facts, add wp to good
sense, have the support of other regulatory bodies, and are in the public
interest, it should be possible around the conference table to persuade
the systems affected to cooperate, This is particularly the case since
as I see it a large proportion of our recommendations would be advan~
tageous to all concerned,

In conclusion, I should like to remind you again that Section 30 is
a mandatory provision of the Holding Company Acte Under it the Securities
and Exchange Commission is directed to make studies, investigations, and
recommendations from time to time concerning the electric and gas in-
dustries, With the winding wp of our Section 11 work, we intend to begin
to implement the provisions of Section 30 in an effective manner,
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With a properly planned and executed program, Section 30 will, I
believe, finally get its place in the sun as a highly useful and effective
part of the statute, with important benefits to our country!s defense ef=
fort and to investors and consumers, Whoever engages on this task has a

real opportunity to serve the public interest in a vital area of the
national economy,



