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There is today in this nation a s LngLene ss of purpose. Weare united

towards one overriding obje tive !'laking ourselves so strong that no power

on earth will dare to challenge our way of life, The towerJ.ng necessity for

attaining this obj ecti ve w i th all possI ble speed 'overshadows all other needs

both in our national and in our personal lives. Differences \...hich were

important not long ago have IT.elted to not.hi nj, as tJ-..... inferno abroad han drawn

closer to our shores.

Tonight I am not going to talk about probl~ms arising from the r~lation-

ship of the brokers and iealerl? to the Seci.t i tics and Exchange Commission.

I shall talk about our commonproblems ill connection with national defense.

I shall tell you some of tho.: things we are trying to do in Washington. And

I want to discuss with you hOI",).'OU can take a greater part in this defense

job.

Discussion of finance during defense refers soone r or later to ccnvr oI

of capital issues. This is natural because, at the time of the First World

War, capital was not plentiful in this CQI,ntry. It had to be conserved and

directed into the most usef'uL chanueLs of our war economy, It was essential

that capital should not be fr1 ttered away all pro.ltlcts not absol nt-eLy neces-

sary for the creation anJ support of our army and navy.

Today, our problem is somewhat, di f'f'e r-en t., Of all the resources neces-

sary for our pr-e senf nation- l defense drive, mo.L.c,'yis p.robabLy the nost,

abundant, R~serve& of priva capital today appear to be comparativ~ly

plentiful. To be sure, our capital is not as productive as it should be.

Nonetheless, we seem to have ample reserves. because of these reserves, con-

t rol of capLt.a I issues to conserve carl tal fm.1"; seems unnecessary for t he

present.
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Of course, the cost of defense absorbs a great portion of the nation's

income. Or, to state it another way, military expenditures must utilize a

great fortion of the nation's capital, labor force, natural resources, and

plant equipment. In the economic sense, a considerable part of our productive

resources is used to produce military goods instead of civilian or commeIe21
goods. Since our full productive capacity has not yet been reached, however,

the economic problem may not be so much one of shifting productive efforts as

increasing them on all fronts. A main function of finance is to make it

possible to attain shifts and increases in productive effort. The scope of

defense finance, therefore, goes much more deeply than the probl~m of avail-

able capital. We must always keep in mind that basically, the problem is one

of shiftin~ and increasing the employment of our resources -- labor, materials

~nd equipment. A primary economic balance must ~herefore be sousht between

production for defense and production for non-defense purposes.

There are many essential materials which must be conserved. I refer,

of course, to raw materials, to pr-oduc t s of industrial plants, to many classes

of l.bor. The wastefUl or unwise employment of these resources now must be

~uarded against, and it is of course to this end tha.tthe Advisor~ Commission

to the National Def'cue e Council, the Office of Production Mana~ement, the

Priorities Board and other special aJencics and officee have been created to

which leaders of business, finance and 'overnment are now giving their time

and ener~y, Con~rol of capital borrOWing, as such, has not yet been neces-

sary. However, we must be careful that our ab~dance of capital does not

promote competition with the national defense effort for these resources.

-
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This  problem of  cornpetit inn with t h e  n a t i o n a l  defense  prodran for  our 

n a t i o n ' s  r e sou rces  h a s . b e e n  brought f o r c i b l y  t o  .our a t t e n t i o n  i n  connection 

with our  j o b  of p r o t e c t i n g  t h e  i nves to r  under t h e  s e c u r i t i e s  Act. On3.y a 

few months ago, a f t e r  we w e r e  wel.1 i n t o  t h e  dgfense program, a r e g i s t r a n t  . 

came t o  our  Commission wi th  a p r o j e c t  t o  r a i s e  funils f'or t h e  bu i ld ing  of a 

grandstand a t  a r ace  The i s s u e  was c f f ~ c k l v e l y  r e g i s t e r e d  and, $0 

fsr as  I know, t he  money was raLs~c,l. L a t c r ,  we got  t o  t h ink ing  about  t h i s ,  

and o t h e r  issues o f  t h e  same kind. Wc began t o  wonder about  t he  m a t e r i a l s  

and l a b o r  which would be necessary t o  complete t h e  p r o j e c t .  Sl.;el forms would 1 
5 

undoubtedly have t o  be used, and l abo r  which could handle  t h a t  type o f  con- 

s t r u c t  ion, These problcms were brought more s h a r r l y  t o  ou r  a t t e n t i o n ,  when, 

a l i t t l e  l a t e r ,  several  comm.,rcial a i r l i n e s  r e d i s t e r e d  i s s u e s  t he  proceeds of  

which were t o  be used f o r  t h e  ~ u r c h a s c  of  additional commercial airplanes. 

Not very long a f t e r  these issues ware r e g i i t e r c d ,  and t h e  money r a l a r d ,  t he se  @ 

a i r l b e s  were t o l d  t h a t  they  could no t  have t h e i r   lanes because o f  t h e  needs 

o f  t h e  Army and Navy. The1? t,here was t he  oig b i s c u i t  company which r a i s e d  

money, a f t e r  r e b i s t r a t J o n ,  for. %he  e r e c t i o n  o f  a $1,500,000 new Cracker p l a n t  

i n  a mid-Western a r e a  where t h e r e  i s  g r e a t  need f o r  new c o l ~ s t r u c t i o n  for de- 

fense  purroscs. Here aga in  t h e  questiori  was -- could i t  get  t h e  m a t e r i a l s  and 

l abo r  t o  do the  job.  I do n o t  f o r  a  minute sugges t  t h a t  any of t he se  cnter-  

p r i s e s  was con t r a ry  t o  t he  n a t i o n a l  ob jec t ive  o f  t o t a l  defcnse.  I don't  

know the  answer. b u t  two ma in pro?,: :ms ar j r .2.  Tile f i r -s t ,  i s ,  do t h e  P r io r -  

i t i e s  Board and the  l a b o r  c o n t r o l  administrators wi th in  the  n a t i o n a l  d r fense  

o rgan toa t ion  k n o w  akc3ut t i l ~ se  p r o j e c t s  and second, are we ~ e r m i t t i n g ,  by in -  
k, 

adequate d i s c l o s u r e ,  t h e  lrlvestment o f  t h e  ~ u b l i c ' s  money i n  p r o j e c t s  which 

National  Defense cannot  per]. t t o  t l s t e r l a l i z e ?  TT, c t.iin;. words, a r e  we 

adequately ~ r o t e c t i n g  the  i n f  . s t o r ?  
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We have recently discussed this matter with Chairman Stettinius of the

Priorities Board and Mr. Hillman's office~ and we have developed the follow-

lng working arrangement. I am now authorized to state that henceforth, where

new projects are cC?ncerned, we shall regard as "material" for registration

purr-oses any information relatin~ to priorities for raw materials and equip_

ment or the availability of labor necessary for the completion of the ~roJcct.

Wh~rever i~ appe~rs that nny of the Froceeds of a securities issue registered

with us are to be use~ for new or additional facilities, such as buildings or

machinery, we shall contact these two branches of the National Defense organ-

ization. If they tell.us either that materials or labor are unavailable or

likely to be unavailable for the purpose specified in the registration state-

ment, we shall req~irc that this infornlatlon be prominently displayed in the

registration statement and prospectus. Similar disclosure will be required

whenever the Priorities Board or l~bor director of O.P.M. indicates that

there ~ay be subst~ntial delay in obtaining the necessary material~ equipment

or labor. It may well be that this disclosure will discourage financing of

such projects. Of course, our interest is that the prospective investor will

be sufficiently on ~uard so tha~ he can m~te an enlightened judgment. As a

result of this p r-o gr-am , the !~ational Defense organization will have all ef~

fort.s for the putLj.c raising of money for new pro.jacts brought to its atten-

tion whether or not pr-I or-L ties have already been so ugh t , and we shall be

properly warning investors that they may be futting their money into impos-

sible or unlikely undertakings. The Secnrities Act already elves us ample

authority to do this job. For priorities information at a time like this is

obViously necessary to full and truthful disclosure to the investor •.
I

-
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Of course; the Securitie~ Act is also designed to prevent fraud.

This enables us to prevent the diversion of the pUblic's money and the

nation's resouroes into fra 'Qulent channels, ~nd conserves them for,legit-

imate business and bona fide defense industries. All kinds of companies,

tor instance, have mushroc:ned in the last year in the name of national

defense. Our investigators allover the country have been watching these

promotions and it 1s clear Jhat some of them are p~~in, unadulterated frauds.

These frauds are ruthless e ."or-t s to prey upon the patriotic eIftotionsof

small and unsophisticated investors. Fortunately, the securities law. are

On the books. By criminal prosecution and by injunction we prevent expendi-

ture of the public's money on fraudulent schemes. Money that might have

gone into phantom factories is thus saved for legitimate business, including

defense industries.

Under the PU~lic Utility Holding Company Act the problem of priorities

of materials has also arisen in connection with utility financings. We

know that greatly increased generating facilities a~e rapidly becoming

necessary for national defense, and at first blush it seems inconceivable

that such utility projects ~hould not obtain a clear track. From the stand-

point'of priorities, however, there are actually situations where this is

not true. Battlesh~ps and cruisers require enormous generating capacity,

aridwe are 'bUilding a great number of these today. The question has been raised,

~, whether our present capacity is adequate to meet our increased naval

and industrial requirements. Not long ago, I heard of an instance where a

battleship had to be tied at,dock for sevPyal months to supply the power

needs of an exp~nded naval post ashore., The net result is that additional

generat~n8 capacity must m~an~hile be carefully apportioned between our

military and our civilian necis, and then, carefully reapportioned between

civilian projects in areas most vital to nation~l def~nse. Al~ this until

our capacitf to bUild generators can be tncreased to meet our needs. To

" 
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this end, this Commission must scrutinize all applications by utilities

to raise funds for generating 'faQillties. Under ~he Holding Compan~ Aot,

of cou~se,- our powers,over utliity'finanelngs.are more pervasive th~n
..

under the Securlti~~, Act. We shall.be alert .that'utility finan01ngs for

addItional fac~ilties are reviewed from the standpoinl of national defense'

priorities of materials and,equlpment and the availability of labor.

In these'~~n~ections, private finance can play a'role. You can spot

these things as they ,a~ise, even before they come to us. When a pros-
. ,

pective issuer ~alks tQ you ~bout preparing an issue, you can raIse the. .
J r ~. ..'

prioritle~ and. the. labor que~tion, and d1scourage issues' which appear to
.'1 • • • ,

be ou~ of qne wltl;1the' d~fense,.pr.o~raa'",'.orat least- ha\Te him ma'ke '~ure

that ~he project ~s no~ out,o(.line. Our primary functio~'bf' protecting

the ~at~on~~ Inve~tors i.=?i~sep'arablY linked to,'the fund~mentai ende'~vor't~"
e-

make the nation secure. In short, we can jointly aid the defense'program

by pre!e~ting the ~ivers~on into l~lusory ventures ~of funds ~nd'resources

which m'ight.'C?therw.l-se,$.ti~ulat,e,bona. tide:defense ''Pt''ojects. Y :realize thkt

in these days, it is difficult for. the financial COmDiuhl1iy-t:odiscourage

issues~- But beca~~~ I know you, I have no doubt that: you will do it when

necessary too o~ c~J!111l0T&defense pt:'ogram. ', '
..

The SEC ~~s also.part~cip~ted'in another aspect of the defense program •.

Under the Second Re~e~u~ Act of 1940, 'special a~cele~ated'8mortization d~-
.duc.tions are' r.erm\.tted for addl t,ional''emergency .pl~nt faci'Iities. Thes'c{'

,l .. '.

special am~rtizatiQn deductions" llowever,.are' g%'~ted :oniy if a s'&-c~'l'l~'d'

certificate o~ nec~ssity is ~btaine~'from. the Se~rp.tary of'War or ~~vi'and
the Advisory COJl!J!lis'$io~,to. the. Council of.NatiQnal Defe'nee'certH'yln~' 'th~;.', .

ne~d of the additiona~ pl,ant facUlties in .tb.e'l~t~res't.ot nat'1onar de£en:~e'. . .

during the eme.r~ency p~riod" Et:rors II\~Yre~ult; in:~~rpo!-atlons ga1riln'g;'". ,

,"

undue tax adya~tag~s,a~d'.un9~nsCl0naQle ,proflts;.cont~ary;io:ttie inte~tat:,

Congr~ss, an~ might p9.sstbly l~~d.to dl~l~catlon Df our ~c~nomy'afie~ th~ .,.,.
emergency is over~

~


• ~ - • • ~ 
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Facts are important. And that is where the SEC comes in. We have

made our facilities available for aiding in the investigation of applicants

for such certificates, thereby helping to get the faots for the War and

Navy Departments and the AdviEory Commission, where they want to supplement

existing information. After we have delivered the relevant facts, the

defense authorities can make an informed judgment. The decision as to

whether the certificate of' i.o ce ss Ity should be ~ranted or denied appropriate-

ly rests with the defense authorities, not with us. We are merely advisory

fact-finders for the'defense authorities when they need us. But fact-finding,

I am sure you will agree, is a necessary and important preliminary job.
The Commission's duty to integrate and simplify holding company systems

under section 11 of the Public Utility Holding Company Act Is another front
on which the arsenal for den~cracy is being forged. Before I go into that,

I want to remind you that section 11 isn't only a problem of the utility

industry. It's another field in which you and we can work together for the

common good. The successful accomplishment of the task of integration and

simplification so that their benefits may be quiokly,felt in the national

defense program is a very large and, important job for the financial community.

But if it is large, it is still one which will not be without its rewards

for those who playa part. The section 11 r,rogram is on its '-lay. It will

be done and it will be completed as speedily as practicable. The distri-

bution of securities is your business. It is the business from which you

make your livelihood. The reo:1ists among yOIl will acquaint themselves with

the utility situation and help work out the section 11 problems. They

who allow emotional opposition to the objectives of the Holding Company Act

to obscure their vision will be left by the wayside while the more practical

-me~bers of the financial community ~et the business and reap the benefits.
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The electric and ~as operating utilities are vital to the natIonal de-

fense program. Section 11. however. is aimed at the holding c~mpanr. Sec-
. ,

tion 11 will not uproot or destroy ph3sical operating' facilities. To the

contrary. the Act is designed to improve the operating efficiencies and
. :

financial health of the operating companies. It's the holding company super-

structure above the vital foundation of operating companies that we are di-

rected by the Act to integrate and simplify.

EffIciency in operation of utilities is necessary to defense and the

publio good. Efficient operation requires intimate knowled~e of the operat-

ing property, local industrial needs.and community problems. Remote control

by holding company executives in large financial cen~ers is scarcely ~om-

patible with efficient.operation. Local operating executives who are

animated by puppet st~ings pulled in distant financial centers cannot give

us the benefits of localized management and efficient operation. Only man-

a~ement which is on .the operati~g scene, not absorbed in the far flung

problems of running.a utility empire of four or five layers spread over half

~he world can do the job wi~h the high degree of efficiency that.is .now vital.

In~eBration and s!mpl~f'ication will increase utility managerial and operat-

i~g efficiencies which are es~ential.~o the effective mobilization of lndustry

for defense purposes.

The present absence of integration obstructs an effective national de-

fense program. Lack of integration of,utility properties makes power more

costly and t~nds to block proper coordination of power resources. ~he growth

and extension of holdin~ companies has had little relation to economy of man-

agement and oper~tion. or the integration and coordination of related oper~t-

ing prope~ties. Desirable grouping of adj,acent properties has been prev~nted

in many instances by rival holding company systems which gobbled up every-

thin~ in si~ht without regard for their di~estive abilities. For.example,



look at"the utility situatlon in the State of Ohio, one of the most important

steei, rubber" machine tool, m~itions~ and powder e1ant 'man~r~cturing cen~

'ters 1n the coun~ry. The entire State of Ohio is split up'into'lsolated

'isiands of separate 'utility properties owned by rival holding compan1

systems •. r counted ,more than 50 different islands of holding company system

operati~g properties ~n the ~~p of Ohio the other day, and that doesn't begin

to take in some of the municipals. Holding compan7 systems snoh as North

American, Commonweal~~ and ~o~thern, American Gas & Electric, United Light &
Power, Columbia G~s.& Electric, Citi~S Service Power & Light, American Water

Works, Associated Gas & Ele~ ',ric,Ut.llities Service Company, Crescent Public

,Service Company,' Un,lted Pub Lie Utilities Company, Midland United, and others

all have tpeir own preserves in this state. In many cases their own proper-

ties are separated from each other by intervening properties of other com-

panies. 'Proper coordination of power facilities in Ohio is a tough assignment,

The qountry-wide scatteration of electric utility serVice areas and the

'consequent pal"alleling a.n~ "leap-fros8infJ" of transmission lines are the

natural ~esults.~f a,dev~lopment which has come about without proper regard
1"

tor regional oons Ldez-a't Lons , Under the present setup, transmission lines have-

been badly located and fr,eqllent,lyparallel and jump over those of rival 8ya.

tems. Gen~ratin~ and ~rans~ission facilities sometimes have been built be-

cause of holdin~ company benefits and without re,gard to the power needs of tlle

area served. :The existence of rival holding company systems in an area Which

should be a single ~ntegra~e1 system causes the building of unnecessary gen-

ere.tlng plants and, in ,SOJl\e ,"nses, an uneconomical location of generating

plants, resulting in waste of our power res9urces as well as investors' and

CQns.Q1lle,"S~"l1lQlley.Not only, t,his,but the t'. ~ssure of the holdin~ company to

take'up earnings ,from its operating subsidiaries has had a marked effect on
, • • ':.';'. ,f

,' .. :: ._ t ~.; .... :.
.:
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the condiHon ..0.£ gen_er.at!ng.,,~tations.Inadequatec'depreciattbhi allowances 'and

reserves increased repqrted earnings of operating.~ompariies which were si-

phoned off b~ paren~,hold~ng companies. Adequate1depreciation policies and

plowed back earnings ,would have enabled mart$operatfrig companies to build new,

modern generating .,pl~nts." Instead, ,because of ho'ld'i'ngcompany' appetItes for

subsidiaries' earnin~s, -have old, obsolescent ~dwer plants still being
used for l~ati~nal de:(ense. . .

I want to 'illustr-ata,~he unfortunate situation '£requentlY caused by

scattereg holdtngs of rival holding company systems. An Army Aeronautical

Resear~h Laboratory lpca~ed at'Langley Field near'Newport News, Virginia're-

quired,additional power.' Virginia Public Service Company, a subsidiary of the

Assoc~ated system and fo~merly an Insullite, happens to -have an isolated east~

ern diyision, far removed from the rest of its facilities, whfch serves

LaIlgI.eyField. Virginia Public Service, however, had nei tller'the'cs'pacl'ty

nor the money to meet the ne~d of this army station. Now it so happens that

Virgipia Electric and Power, a subsidiary of the rival Engineers' PUblic Ser-

vice system, is logically located to ser-vethe Langley Flelu area, and had the

capa~i~y and ~ecessary financial resources to furnish the needed' power. -Yet

because Vir~inia Public S~rvice had previously stretched out into thls'terri-

tor~, 1., t ~s necessar-v to deal with it and. for 1t ln turn to go through months

of negotiations with Virginia Electric and Power-to work out a plan for ex~

tending power facilities into the area. Negotiations were not successful.

Finally, the Government found it necessary to be~in construction of a 10,000

kilowatt power plant to take care of the peak -loads at Langley Field. To

this day the ar.my.st at Lon at'Langley Field needs more power'. Lack o:f integra-

tion of operating facilities caused unnecessary delay on-defense'work."Tbe

program under section 11 will eliminate these unfortunate de"Iays and br-eak-.

downs in defense by prOViding for integrated utility systems which'are de~

vised by engineers' planning ratner than financiers' scheming.

-
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The s e c t i o n  11 program i s  aimed a t  i n t e g r a t i n g  p r o p e r t i e s  l i k e  t h i s  so 

t h a t  t h e  c r a z y  q u i l t  s i t u a t i o n  w i l l  d i sappear .  As t h e  F e d e r a l  Power Commis- 

s i o n ' s  r e p o r t s  on e l e c t r i c  power requ i rements  and s u p p l y  i n d i c a t e ,  we may need at 

g r e a t  d e a l  o f  u t i l i t y  expans ion  i n  t h e  n e x t  few y e a r s  t o  meet t h e  demaads of 
' 

b 

n a t i o n a l  defense .  I t  i s  u r e  n k l y  necessary - n o t  o n l y  f o r  n a t i o n a l  d e f e n s e  

b u t  t o  p r o t e c t  u s  from pay ing  excess iGe r a t e s  f o r  t h e  n e x t  few decades  - t h a t  Ill I 
t h e s e  new f a c i l i t i e s  be pibnncd a d  o p e r a t e d  a s  c o d r d i n a t e d  p a r t s  o f  i n t e -  111 
g r a t e d  systems. We can no l o n g e r  a f f o r d  t h e  was tes  and i n e f f i c i e n c i e s  o f  t h e  

p a s t .  I b e l i e v e  t h a t  t h e  w i  i e l y  s c a t t e r e d  p roper t i t . ;  o f  today  show t h a t  t h e  
Y 

rn 
P. 

hold ing  companies haven' t do1.t. much sound p l a n n i n h  And I am convinced t h a t  (D 5 
rn 

w 

t h e  SEC i n t e g r a t i o n  and s i m p l i f i c a t i o n  p o l $ c i e s  w i l l  make p o s s i b l e  i n t e l l i -  P 
1 
3 

g e n t l y  planned power programs which w i l l  e f f e c t i v e l y  ~ o o r d i n a t ~ e  t h e  needs  of 2. 
a 

n a t i o n a l  defense .  u 
(D 
0 

I n t e g r a t i o n  and s i m p l i f i c a t i o n  w i l l  a l s o  improve t h e  f i n a n c i a l  s t a t u s  o f  3 (D 
0- 
(D 

many o p e r a t i n g  u t i l i t i e s .  The ho ld ing  company by and l a r g e  h a s  not done t h e  r( 
N 
4 

j o b  o f  sending downstream e q u i t y  norley t o  i t s  o p e r a t i n g  s u b s i d i a r i e s .  The Y 

P- 
d3 

r e c o r d  w i l l  bear  me o u t  t h a t  holding cmpmies  have pmeeded most r e l u c t a n t l y  i n  03 cn 

p u t t i n g  t h e i r  money i n t o  o p e r a t i n g  s u b s i d i a r i e s .  S e f o r e  t h e  U t i l i t y  Act, t h e  

f a v o r i t e  d e v i c e  o f  pyramidin2 was o f t e n  b a s e d  on r u n n i n g  a s h o e s t r i n g  i n v e s t -  

ment i n t o  c o n t r o l  o f  a v a s t  number o f  o p e r a t i n g  companies. So s m a l l  was t h e  

h ~ l d i n g  company s t a k e  i n  i t s  s u b s i d i a r i e s  a t  t imes  t h a t  Congress,  i n  p a s s i n g  I - -  
t h e  Holding Company Act, s p e c i f i c a l l y  mentioned t h e  e v i l s  caused by "dispro-  

p Q r t i o n a t e l y  s m a l l  investment. ."  And b e f o r e  t h e  Act, t h e  s t u d i e s  o f  D r .  

D 
Moulton o f  Brookings  I n s t j t u t , i o n  showed t h a t  v e r y  l i t t l e  o f  t h e  money p u t  i n t o  

I hoid ing  company s e c u r i t i e s  went i n t o  p r o d u c t i v e  c a p i t a l  f o r  o p e r a t i n g  compa- 

n i e s .  The h o l d i n g  companies by and l a r g e  f inanced  t h e i r  s u b s i d i a r i e s  by s e l l -  

i n g  s e n i o r  s e c u r i t i e s  o f  t h o s e  s u b s i d i a r i e s  t o  t h e  p u b l i c .  

I want t o  g i v e  you some f i g u r e s  t h a t  were s t a r t l i n g  t o  me. From November 

1, 1935 t o  t h e  end o f  1940, t h e r e  have been r e g i s t e r e d  wi th  t h e  SEC under  t h e  

Holding Company Act s e c u r i t y  i s s u e s  by ho ld ing  companies i n  t h e  t o t a l  amount I 
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of $466,000,000. Of thesp.,our records ~how that sec¥:iti~s amo~~in~ to a
.

g7and tot~~ of about $e,ooo,OOO ~re so~d by the holding co~p~ies for expand-. ~. .
ing the productive P9wer facilitl~~. of.~heir ope~~tl~g s~bsl~iaries. And of..
this t~tal $1,250,000 was raised by a RFC lo~. Now these.fig~res do n~t t~ke

into consideration other f~nds sent do~ to the,operating companies from sale. . . .' .

o~ portfolio securities or from divi4ends or interest receive~. But it doe~

give you an idea of tIleholdin~ c;:ompa:nyas a meaDS for raising money for ex-

pansion of pow~r facilltiea of its subsidiaries. These figures,would seem to

kill any.contention that ~he ~olding company has been a valuable vehicle for. .' .

financing the operating companies. If the Qolding cQ~pany does send money
'.'. .

d~wns~ream. it appears to serve ~argelY as_a mer~ conduit, ~akin~.u~ money from

the operatin~ companies and then releasil1g it to them. Even in this r~~ard •.

it.~~ kn~wn t~at frequently the,parent has taken up excessive d~~ldends and

.~hen returned them t~ t~e.operating sub~ldlar3 in t~e form of In~ere8t

b~aring debts whic~ rank ahead of publicly held preferred stocks~

The operating utility, cu~ loose from holding company sh~ckles und~r sec-

tion 11, .can borrow privately or publicly Just as well, as it does today. In

fact in some instances its credit mi~ht be impro~~d if the holdin~ company is

taken off its back. For the most part the operating companies are in a s~ron~-

er financial posl.tion:than the holding companies: yet many o.fthe.mare unable

to undertake new financing necessary for,defense ~ons~r~ction only because ..

they are tied to the holding co~pan¥. For in$~ance, th~s may occur w~~re

operating company needs additional ~acill tie~ ,,~utcannot s~~~, addiH.onal

senior securities because the holding ~ompany h~ already overloa4eq i~ with
.:~,

excessive bonds and preferred. New money mi~ht possiblY be raised pn common

stock but the contro~lin~ hold~ng c~~p~y won't .17t the public in on,~he

groqnd.f!oor cQrnmonstock investme~ts in its opera~ing sub~idiarie~ •. And the

holding comp~y parent has neither the m~ney nor.~he, cre9.i~necessarJ to sub-. _. , _. .

~cribe to additional cpmmon itselJ •.

-
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The corporate simplif'ic.~tion program con~emplated by section 11 (b) (2)

of the Act is designed to reorr,anize the holding company and the corporate

structure of the holding company system so that healthy, vigorous utilities

may emerge to serve the public interest. Some of the holding companies have
.

been so sick that they couldn't possibly do their job of financing operating

subsidiaries even if they wanted to. In many instances the corporate simpli-

fication program. will enable a holding company to clean up arr-e ar-age s and take

a new lease on life with a sound capital structure. For the first time in

a decade SOme ()f the holdil15 companies will be able to raise money on their own

for expanding the operating fac~lities of their subsidiaries.

For the past several ye ts our experts have cou~0rated in planning an

overall power program for the nation's defense needs. Our knowledge of the

nation's power requirements and supply convinces us that we can aid the na-

tional defense program by an intelligent, speedy enforcement of section 11.

Cooperation from the utility industry and the Street's representatives would

be in keeping with a true ~utual national defense effort. And the coopera-

tio{l that we have r-e cen t.Ly received from executives of some of thf>~!l,iorsys-

tems in working out parts of the program I commend to the rest of the

qtility industry.

As for the investment bankers and dealers of the country, there is little

ql,1estionin my mind that the;7 can do a fine job in meeting the financial pro~-

lems raised by integration and s~mplification. The ice is breaking in this

field. Be f'er-e long you will have the job of distributing the shares of many

operating companies to the public. I repeat that it is a very important

qnQertaking from the standpoint of national defense and I know you can do it

well. The electric and gas operating utilities are sinews of our national

I$trenQtb. We must fl!ee them t'~.omthe handicaps wh Ich are preventing their

proper development.
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A powerful defense must be predica~ed upon a vl~al worklng democracy.'

For if our democratic s~stem fails to work, the defense machinery will be

powerless. We aust strive together to vitalize the worklnS democracy in

finance upon which a vigorous defense must be built.
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