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* 'PROGRESS IN THE SIMPLIFICATION OF HOLDING COMPANY SYSTEMS

1 aﬁpreclatp the opportunity which you have arfforded me to diseuss
with you developments under the integration and corporate simplification
provisions of the Public Utility Holding Company Act. During thevpgst year
we have made substantial progress in the administration of these important
provisions of the law.

As the outset there ls one ghost I should like to lay., You have no
doubt heard Section 11 referred to as the death sentence. You may also
have been told that the passade of Section 11 hung by a single vote in Con-
gress. I hope to point out that, in relation to its effect upon the under-
lying operating companies of the system--as well 25 in relation to genuine
investment interests—-it is not a death sentence, but a means of rescuing
the operating companies from a process of slow strangulation which would
vtherwise result from superimposed holding company pressures, As to the
fact that the death sentence was passed by a single vote, it is true that,
in the course of considering the Senate bill, a series of amendments were
introduced by Senator Deitrich, which he characterized as."designed to )
eliminate from this bill the so-called 'death sentence'"”, and these amend-
ments were rejected by a vote of 45 to 44. However, it should be noted
that the bill, as it finally passed the Senate, was carried by a voﬁe of
56 to 32; that the House bill, in its final form, was passed by a vote of
323 to 8l; aund that the confercnce was agreed to .by the House by a vote of
222 to 112, No vote was reported when the Senate agreed to the conference
report, but that is without significance for our present discussion, in
view of the fact that the bill which the Senate huad previously passed by a
vote of 56 to 32 contained a much more drastic provision with respect to
corporate simplification and integratioa. )

The general ¢haracteristics and structure of the Holding Compaﬁy Act
are most clearly revealed in Section 1, which sets forth the declaration
of national policy underlying the enactment of the law, Congress was
particularly concerned with the obstacles which the creation of far-flung
holding company systems had placed in the way of State and local regulation.
Section 1 (a) declares that the activities of public utility holding com-
panies extending cover many States are "not susceptible of effective control
by any State and make difficult, if not impossible, effective State regula~
tion of public-utility companies®. The same section states that the al-
location of service charges among public-utility companies in different
States presented problems of regulation which could not be dealt with ef-
fectively by the States; and that the national public interest and the
interests of ‘investors and consumers zre adversely affected:

"When control of subsidiary public-utility companies affects
the accounting practices and rate, dividend, and other policies of
such companies so as to complicate and obstruct State regulation of
such gompanies, or when control of such companies is exerted through

dispreportionately small investment."

In the 1light of these and other similar findings, Congress declared
it to be the policy of the law to eliminate the cvils of unregulated hold-
ing companies. But it was made clear that a static system of regulation
of holding companies could not be sufficient to safe~guard investors and
consumers and to render State and local regulation effective, Thus it was
made the express policy of the Act (I quote from Bection 1 (¢) of the law):
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Ye 2+ ¢« ¢« o o« to compel the simplification of public.utility
holdind-company systems and the elimination therefrom of properties
detrimental to the proper functioning of such systems, and to pro-

-vide as soon as practicable for the elimination of public-utility
.holding companies except as otherwise expressly provided" in the
Act‘y

The fgreéo;ng staiement of poliqy ghgwg thet the Holding Company Act
wag iptended tg.be a medium for effecting far reaching changes in the
structure of holdlng company systems, True, it does contain manydetailed
pyav@q{&pq regulating trangactions by holding companies and their sub-

-, sldiarles. All these, however, sre largely incident to the main purpose of
the law -- the simplification of holding company systems. While such
regylatory provislone do serve as a meang of protection to investors, con-
sumerg and the public pending accomplishment of the broad objectives of the
Acy, and, on s rediced scale thereafter, each of the provisions of the Act
is directed toward achieving the main goal of holding company simplification
and iptegration.

This intention of the framers of the Act is probably best indicated
by the President's message recommending enactment of the law., In this
message the President emphasized that no Government effort could be expected
to carry out effective, conitinuous and intricate regulation of the kind of
private empires which had been created through the holding company device,
Accordingly, the Holding Company Act was designed to reverse the process of
concentration of power., It was planned, in the words of the President: R

£,

"to take the control and the benefits of the essentlially local
operating utility industry out of a few financilal centers and give
bRek that control and those tenefits to the localities which produce
the business and create the wealth, We can properly favor econom-
igally independent business, which stands on its own feet and dif-
fyses power and responsibility among the many, and frowns upon those
holding companies which, through interlocking directorates and other
devices, have given tyrannical power and exclusive opportunity to a
favored few,"

While Section 11 is the keystone of the Act, other provisions of the
law are, as I have stated, pointed toward the same result. These inter~
related provisions dovetail into one another and are all directed to the
primary statutory objective of geographical and corporate simplification of
holding companies and their subsidiaries.

Thus, Section 10 of the Aet, in prescribing the standards for the Com-
mission's approval of the acquisition of securities and utility assets,
specifically requires the Commission to refuse to permit new acquisitions éi
unless the acquisition

M. . « « » Will serve the public interest by tending towards the
economical and efficlent development of an integrated putlic
utility system,”

and to refuse to approve acqulsitiohs where the acquisition . %?
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"e‘s o » Will tend toward interlocking relations or the con-
centration of control of public utility companies of a kind

or to an extent detrimental to the public interest or the inter-
est of investers or consumers,"

The provisions of Section 12 are designed to prevent complexities in
corporate structure and to prevent recurrence of abuses which inevitably
result in financial disaster not only for operating companies but also for
-entire holding company systems. These provisions prohibit up~stream loans
to the holding company, regulate inter-company loans, prevent the payment
of execessive dividends or dividends out of capital, regulate the acquisi-
tion of a company's own securities, regulate sales by the holding company
of utility assets end securities, and regulate transactions between as-
sociated and affiliated companies and persons and political activities by
holding company systems.

Section 7 of the Act also relates directly to the objectives of Sec-
tioa 11, for it prescribes definite standards of conservative and simplified
finance -- standards carefully designed to safeguard the interests of
investors and consumers. The requirements of this section prevent the issues
of securities whieh are potentially dangerous to investors and consumers
and which intreduce burdensome corporate complexities into the system.

4s you know, Section 6 (b) provides, with certain exceptions and subject
to appropriate conditions, for the exemption of operating company issues
expressly authorized by a State commission. In considering the imposition
of condltions where this exemption is applicable, particular attention is
paild to those problems relating to integration arnd simplirication which
arise from holding ccmpany control.

The physical or geographical simplification provisions are contained
in Section 11 (b} {1)s Tuese provisions direct the Commission to require
each reglistered holdirg company and each subsidiary company thereof to "take
such action as the Commission shall find necessary (o limit the operations
of the holding-corpany system of which such company is a part to a single
integrated public-utility sysuvem, and vo such other businesses as are reason=-
ably incidental, or economically necessary or approrriate to the operations
of such integrated nublic-utility system™, previded that under certain
specified conditions tie Commission must permit a registered holding company
to control one or more additional integrated public utilliy systems.

Cne aspect of the administration of Section 11 (b) (1) is the elimina-
tion of the evils which result, as recited ia Section 1 (b) (4) of tne Act,
*when the growth and extension of holding companies bears no relatlon to
economy of management and operation or integraticn and cocrdination of
related operating properties.” Compliance with Section 11 (b) (1) involves
reducing the scope and area of operations of each holding company system,
so that it is limited essentially to a single coordinated operating unit,
confined in its opsrations to a single area not so large as to preclude
localized management or to impair the effectiveness of regulation. The
exceptions under the so-called A-B-C standards are similarly limited with
reference to size, geographical propinquity, and the necessity for proof
that substantial economies would be lost By severance of the common control
over the principal a2nd the additional systems.



This is a free paraphrase and there are many points where holding
company counsel have differed from us as to the interpretatior and applica-
tion of these standards to their holding company systems. Indeed, counsel :)
for some of the most far-flung holding compary systems have virtually re-
fused to concede that Section 11 necessitates anv change in the scope of
cperations of their holding company systers. :

The Commission has already had occasion ta pass upon many of the
disputed questions as to the scope of Section 11 (b) (1). It has decided
that & "single integrated system" can include only electric, or gzs, oper- )
ations, not both. Accordingly, a hoiding company system can comprise both
gas and electric cperations only when there is proof that this satisfies
the reguirements as to the retention of zdditionzl systems. The Commission
has also adopted what has been called the "single area" jinterpretation of
clause (B), in lieu of the so-called "two-area" interpretation contended for
by certain of the holding companies. Under the interpretation so adopted,
additional systems must be located in the same State as the principal systenm,
or in States adjoining that State, or in a contiguous foreign couatry. A&
practical consequence of this interpretation has been to achieve a very sub-
stantial deliritation of the properties which may be retained within the
existing holding company systems, without the necessity of deciding issues
which might otherwise arise under clause (A) as to the "loss of substantial
economies which can be secured by the retention of control” of additional
systems, or as to meeting the size iimitations of clause (C).

Reference to the size limitations, incidentally, suggestis one of
the integration standards which is, I believe, of cone iderabie importance
from the standpoint of people whe are interested in promoting strong and
effective local regulation. This limitation is set forth in closely parallel é)
language, both in the delinition in Section 2 (2) (2¢) of a2 "single integrated
public-utility system" and in the limivation in clause (C) of 11 (b) {1} onmn
retention of 2 combination of systems. In either case, the single system, or
the combinztien of systems, nust not be sc large (coasidering the stzte of the
art and the srea or region aifected) as to impair "the advantages of localized
rnanagement, efficient operation, and the effectiveness of regulation.”

As 21l of you are aware, state and local regulation can not be effective
where managdement of an operating utiility company is controlled from scme
distant city, and where the size (whether in terms of area or dollars) is so
large as to render impractical effective supervision by manzgement. A size
which is too great not only makes regulation ineffective; it makes localized
manzgerment impossible ani impairs tke efficiency of operaztion. For ihese
reasons Congress decided that even though all of the other statutory stan-
dards might be met, no holding company might control a system or combination
cf systems too large for efficient operation, localized management and ef-
fecitive regulation.

in this connection it should be erphasized that the particular manner e’
of doing business of individual holding company systems_is notv significant
in determining whether the size stendard of tne law is exe¢eedea. The test
of the statute is whether, by reason of size, considered of course in the
light of the state of the art and the particulsr area or region affected,
there is likely to be an impairment of the advantzges of localiZed manage-
ment, efficient operestion and effective regulation. 6@

Administration of this provision will pose many difficult questions for
consideration by our Commission.
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. Up to the present time few decisions construing this important pro-
vision have béen rendered. However, Lhe Commission concluded, in the Engi-
neers Public Service Company decision that the electric property of Virginia
Electric and Power Company, 2 company operatini in large areas in Virginia
ard North Carolina and having annual gross revenues of about $21,000, 000,
meets this standard; it also concluded-in the same case that the electric
property of Gulf States Utilities Company, operating properties in a large
arez in Texas and Louisiana, with annual gross revenues of approximately
$10,000,000, meets this standard. On the other hand, with respect to the
southern group of properties controlled by The Commonwealth & Southern Cor-
poration, the Commission has tentatively concluded that each of the state-wide
areas under the control of Alabama Power Company or Georgia Power Ccmpany
either exceeds or in any event approaches the maximum size which can be re-
tained consistently with the statutory requirements. The electric revenues
of Alabama Power Company aggregate approximately $£23, 500,000 and those of
Georgia Power Company about $29,000,000. With respect to each of these com-
panies, the Commission tentetively concluded that even within.the areas
served, it might be.difficult to find that management.could be localized or
that regulation could be effective over companies which dominate whole statese
‘A similar tentative conclusion was expressed by the Commission with respect
to the property of Consumers Power Company located .in Michigan. I want to
emphasize that these conclusions with respect to ihe holding company system
of The Commonwealth & Southern Corporastion were expressed by the Commission
in tentetive form at the request of the companies concerned; they are of
course subject to modification after the completion cf hearings.

Perhaps even more important thanp the size limiting aspects of Section
11 (b) (1), is the fact that compliance will, in meny instances, result in
restoring indepenaent status to the operating companies. In this respeet,
the Holding Company Act is fundamentally a self-liguldating statute, Its-
enforcement has alreedy resulted, and will in the future result, in the con-
tinual shrinking in the scope of the activitles subject to its provisionms.
As~you know, the Holding Corpany Act does not regulate operating utility
companies except where they are subsidiaries of registertd holding companies.
As soon as an operating public utility company is freed from holding company
control, it is then subject only to State znd local regulation and (as t?
certain interstate transactions) to regulation by the Federal Power Commis-
sion. ) . E

1t may be BPPTOPriaté'to_iention several specific cases in which the
. v2 process of terminating

operation of the Holding. Company Act has or_is in th : v
our Commission's jurisdiction over individual operating utlll?y companies.
One of these is Irdianapolis Fower & Light Company, an overating utility tles
serving the City of Indizanapolis. This company was a subsidiary of Utilitle
Power & Light Corporation, a holding company which controlled utility P;g-
perties scattered throughout the United States and Canada in places as ;d
distant frem each other as Nebraska, Connecticut ané Nova Sc?tia. The ho B-
ing company was in reorganization in the bankruptey court un?er Sectio: i -
With the approval of the bankruptcy court the Trustee in banxruptcy,ttérougn
underwriters, sold all the common stock of Inglianapoli? _Powefr & Light Com-
pany. As a result of the sale, Indianapolls Power & Light Company iiinZt v
longer.a part of eny holding company system, It is ther9f0rf n?t su ;: e
the regulation under the Holding Company Act, and conducts its uus;neal o
2n independent operating utility subject %o apprecpriate State and loc

lation.
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Another instance is the disposition by The United Gas Ipprevement
Company of its lnterest in Connecticut Light & Power Company; The Unjted
Gas Improvement Company is a large holding company system with its prin-
eipal operations located in and around Philadelphia, Penpsylvanis, In
addition, however, it controlled various properties scattered in other
parts of the United States, among which was that of Comnecticut Light
& Power Company, an operating company serving substantial areas in Con-
necticut. The United Gas Improvement Company sold te the publie- through
underwriters the shares of gcommon stock which it owned of Conne¢ticut
Light & Power Company.

There are other instances where, in the progeedings under Section 11,
the Commission has already ordered disposition of interests in particular
subsidiaries although the dispositions have not yet been completed, Pro-
ceedings are pending under Section 11 (B) (1) with respect to the holding
company system of Engineers Public Service Company; this helding company
now controls utility properties scattered throughout the United States,
from Virginia, Florida and Georgie on the east, to Washington, New Mexico
and Texas on the west, In the pending praceed;ngs the Commission has al-
ready ordered disposition of the Puget Sound Power & Light Company property,
located in the State of Washington, and Phe Key West Electrie CQmpany 9?0*
perty located in Florida., Questions invelving other utility properties
remain for further consideration. The order directing disposition of‘the
Puget Sound and The Key West properties does not specify the mahner in whlch
such disposition shall be made, These properties ¢an be s0ld to other
holding company systems only if sucn sale, as to such property, will serve
the public interest by tending towards the ceonomical and efficient deveiop- 4
ment of an integrated public utility system, If the properties are not B
acquired by holding company systems or 1f they are not acquired by public
agencies, they will then become independent companies, subject to appros
priate state or local regulation, ‘ o

Divesiment orders have also been entered covering certain of the pro-
perties of The United Light and Power Company holding company systen, This
system has utility properties scettered throughout various states in the
middle west, central west and central southwestern parts of the United
States, Its principal operations center around Kamsas City,- Mlssouri,
Under the control of the top holding company, The United Light and” ‘Power
Compeny, are several sub-holding companies, 1nclud;ng Contiuental Gas &
Electric Corporation and American Light and Tractien Company, rhe Commis~
sion has directed these sub-holding companies to dispose of their interests
in San Antonio Public Service Company and in Coiumbus and Southe;a Ohio
Electric Company, .

A second method by which the operating subsidiaries may be divorced
from holding company control, and one which will become of increasing
importance, is the use of exchanges between security hclders. An illustra,- 0
tion is the exchange offer recently made invelving the st9¢k of San Dleée
‘Consolidated Gas and Electric Company, This company is a subsidiary of”
Standard Gas and Electric Company, 8 large holding company system with
properties scattered from Peansylvania te Oregon and Californ;a.? The
parent company has a top-heavy capltal structyre containlng exeessive debt
and other senior securities. The directors of the holdxng ¢ompany reeog- @9
nized that substantial action myst be taken to comply with the=simp1if£cation
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requirements of the law. PFor this purpose they proposed a plan under
which debenture holders of the holding company were offered the privi-
lege of exchanging their securities for common stock of the San Diego
Consolidated Gas and Electric Company. A4 substantial amcunt of the

stock was distributed in exchange for debentures. The remainder of
Standard's holdings of San Diego stock was publicly sold through
underwriters, The effect of the transaction is twofold: As to the hold-
ing company, it ellminates an outlying property which had to be disposed
of under Section 11, and it retired substantial amounts of holding company
debt; as to the operating company, it eliminated holding company control.

The cases to which I have rererred have been of particular signi-
ficance in connection with the Commission's duty to bring about the
geographicg; simplification or limitation of holding company systems.

That is the goal required by the provisions of Section 11 (b) (1). FHowever,
the Commission is under an egual duty to bring about corporate or financial
simplification under the provisions of Section 11 (b) (2). Section 11 (b)
{2} requires the simplification of holding company systems, the elimination
of superflucus holding companies, including so-called great grandfather
relationships, and the fair and equitable distribution of voting power
ameng security holders of helding company systems. You may recall that
Congress was particularly coancerned with the fact that holding companies
controlled public utility companies through "disproportionately small
investment."

The Commissicn's experience indicates that in many cases a feir and
equitable distribution of voting power can not be achieved without the
making of drastic changes in the corporate structure of individual operating
companies. For example, if debt is unduly large, the continuaznce of con~
trol by junjor security holders may in itself be unfair. In that event
there are likely to be conflicting interests beiween the persoans in
control, who hold the voting securities, and those senior security hold-
ers who are entitled to prior claims on the company's assets and earnings.
When such priority tecomes jeopardlzed by an unsound capital structure, a
distribution of voting power which reiains centrol in junior security
holders will ordinarily not-te fair and eguitable as to the senior security
holders.

Similar considerations are applicable to preferred stock. Thus if
there is little eguity for common stock, & stock which may nominally be
preferred stock becomes in fact a common stock, and fair and equitable
distribution of voting power cannot be achieved unless recapitalization is
effected so that both preferrad and common stock are given similar securi-
ties, of course pursuant to an appropriate allocation in the light of
their respeciive priorities.

While we have not as yet had extensive experience with the application
of the equitable distribution of voting power standards, our present ex-
perience indicates that wherever the common stock eguity is so thin as to
make it inequitable for the common stockholders to continue to exercise
voting control, the appropriate remedy under the Act is likely to be 2
substantial scaling down of the senior seccurities with a view to creating
a corporate structure wherein the common stock equity is so substantial as
to justify exercise of voting control by the holders cf that common stock,
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The theoretically possible alternative of shifting voting control
to the senior security holders, but leaving the existing capitalization
unchanged, involves all sorts of practical difficulties., Among others, there
is the problem of reconciling the conflicting interest in managerial pol-
icies on the part of holders of junior and senior securities. This familiar
problem of corporate finance has created difficulties even with the con-
ventional arrangement which leaves the powers and responsibilities of manage-
ment to the junior security holders. This conventional distribution of
voting power assumes that the self interest of the common sto¢ckholders will,
by and large, prompt managerial policies designed to promote the weélfare of
the senior security holders as well. We all know that this assumption has
its limitations even where the common stock represents a substantial equity
and that it completely broke down with the development of the holding come
pany a2nd of the pyramiding process which made possible the control of the
operating companies "through disproportionately small investment,"

Nevertheless, we do not believe that the most appropriate way to correct
this evil is to transfer voting control to the holders of limited return

securities. There is not only the difficulty of protecting any genuine equity

in the piecture which may belcng to the common stockholders, but the fact that
such a reversal cf the traditicnal distribution of voting power would pre-
sent an undue complexity and tend to interfere with the raising of new
capital. The action taken for the purpose of fairly and egquitably distri-
buting the voting power must be consistent with the standards laid down in
the other provisions of the Aet, Fer this reason, the action which we are
-1likely ‘to require for the limited purposes of equitably distributing voting
power is likely to have as a necessary by-product, the correction of undue
complexities which are presently a clog te the raising of additional capital
by the operating companies in holding company systems. Application of the
corporate simplification standard of Section 11 (b) (2) leads essentially

to the same result, for corporate simplification involves something more than
protecting investors from the bewlldering complexities which make it so
difficult to appraise the investment position of their securities, It also
relates to removing impediments to the raising of new capital, Thus in con-
sidering whether it is necessary for a holding company o take action to
simplify its corporate structure, one important test of undue complexity is
inability of the holding company under its present cepital structure to raise
new capital to finance the needs of the system; and since holding companies
are permitted under the statute to sell only common stock for new money, that
means simplification to the point where the holding company can finance through

the sale of common stock.l/

i/ This was stressed by the Commission, and later by the Court, in con-

nection with the Community Power and Light Company case, which involved
a voluntary plan of recapitalization flled under Section 11 (e). Exist-
ing preferred stock was hopelessly in arrears and the common stock equity
so thin that there was a difference of opinion among the Commission as to

. whether there was any equity at all for the common. The plan substituted

. an all common stock capitalization (except for existing debt which was
not dealt with), The preferred stockholders received about 95 percent of
the new common for their old preferred stock and arrears.

?

G4
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In stressing the relationship between the administration of Section
11 (b) (2) and the removal of impediments to the raising of new capital by
the operating companies, we have in mind the tremendous growth of power
demand incident to the defense program and the consequent need for rapid
expausion of plant facilities by the electric utilities.

You are no doubt aware by this time that we believe in Section 11,
You may bte asking yourself what we have accomplished toward achieving its
objectives., I shall not adtempt to describe in detail the steps which have
been taken in the various proceedings which have been commenced by the Com-
mission under Section 11 (b) of the Act. As you probably know, the Commis-
sion instituted such proceedings in March 1940, directed against nine of the
largest holding company systems. As of a recent date proceedings involving
integration or corporate simplification, or both, were pending with respect
to holding company systems which had consolidated assets aggregating over
ten billion dollars - or 67 per cent of the consolidated assets of all
registered holding company systems.

During the earlier stages of these proceedings, the Commission was
necessarily concerned largely with procedure. Procedural problems were in-
evitable in the initial stages of administering a law of relatively novel
character having such far-reaching effects. I shall not discuss such pro-
blems; I might mention that among them was the request made by several
holding companies for a statement by the Commission of its tentative con-
clusions as to what action the companies should take. While the Commission
determined that the law did not reguire the issuance of such statements, it
decided that their issuance might well facilitate sound administration, and
issued them in those proceedings where they were requested,

With these early procedurzl problems settled, we feel that we have more
recently made substantial progress in dealing with the substantive gquestions.
For example, an order has been entered directed against The United Light and
Power Company and its subsidiary holding comparnies, requiring the disposition
of a very substantial portion of the system properties. A similar order was
entered directed to Engineers Public Service Company, which compelled the
disposition of properties located in the States of Washington and Florida.
Standard Gas and Electric Company has already indicated its intention to dis-
pose of all of its properties other than these located in and around Pitts-
burgh, Pennsylvania, has filed a voluntary plan with tne Commission for that
purpose, and the Commission has entered an order requiring such action to
be taken = leaving open the question of the retainability of both the electric
and gas properties in the Pittsburgh area. In the Section 11 proceeding in-
volving Cities Service Power & Light Company, hearings have been concluded
end the matter is now under advisement by the Commission. Similarly, the pro-
ceedings involving The Middle West Corporation are in an advanced stage.

In proceedings involving The United Gas Improvement Company, an order'
was entered directing the disposition of certain properties; at the company's
request an application for rehearing was granted as to certain phases of the
order, which application has been argued before the Commission and is now

under consideration.

Proceedings involving The North American Company have been completed
so far as hearings are concerned, The matter is under consideration by

the Commission as to what order should be entered.
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_After the institution of Section 11 (b) (1) proceedings involving
The Commonwealth & Southern Corporation and Electric Bond and Share Com-
pany, the Commission determined to institute Section 11 {b) (2). proceedings
in the hope that solution of some of the corporate simplification problems
would facilitate compliance with the geographical limitation provisions
of Section 11 (b) (1). In the Electric Bond and Share Company case very
substantial progress has been made, and American Power & Light Company, one
6f the sub-holding companies, has filed witn tne Commissicn a plan for
complying with Section 11l. Similarly, in the mattver involving The Ccmmon-
wealth & Southern Corporation, hearings have been completed on tne question
of whether a one~stock order should be entered directed to the holding
company; this matter is under advisement by the Commission. When the
questions arising under Section 11 (b) (2) are seitled in these cases, the
Commission will be in a position to proceed more effectively under Section

11 (b) (1).

The Commission's policy of synchronizing the administration of the
geographical integraticn and the corpcrate simplification provisions of
the Act is illustrated by the action taken in the proceeding involving
the Engineers Public Service Company System. The Commission found that
the standards of Section 11 (b) (1) reguired the disposition by Zngineers
of its interest ir Western Public Service Company. That compzny operates
electric utility properties in Nebraske, Wyoming, South Dakcta and Colorado,
and through subsidiaries, in Missouri and Kanses. The Commission indicated,
however, that the Western Public Service Company was in need of recapitali-
zation and that substantial redistributicn of voting power should be effected
among security holders, The CTcmmission vherefore tempoirarily deferred action
under Section 11 (b) (1) and directed the taking of evidence concerning the
corpnorate znd financial simplification problems under 3ection 11 (b) (2)
with respect to thne Western Public Service Company. By insisting that
corporate simplification precede divestment of parent company contreol, the
Commission can best achieve the fundamental statutory objective of putting
the subsidiary operauving companies in sound financial condition, so that
they will be in 2 better position to serve the consumer and so that they
can be subject to effective state and local regulation. .

I nave emphaszized the common objecuive or our acdministration of the
Holding Zompany Act and of State commission regvletion c¢f the operabing
cozpany. I believe that in accomplishing this odjective both the State
comrissions and our own have distinet cantriouticns .o make, nezessarily
cf & somewhat different characver, as wall as of sligh%ly different public
responsibllities., State commission redulation had :ts origdin in efforts
to proteci the cousumer, and security regulaticn wes aa outgrowth of rate
regulation as it came to be recognized that ansound capital structures
tend to exert pressure on the rate bese and ic obstruct the railsing of new
capital. One of the principal reasors for the passzie of the Holding Com-
pany Act was that as operating comparnies fell under the control of giant Q
holding company systems, this tended to impair trneir ability to give good
service to concumsrs. Coniress was convinced that the zbuses which had
proeve? so dotrime.tal to the initerest of invesinrs, are also prejudicial
to consumers and vo the general pvtlic. Accordingly, in passing the
Holding Ccmpeny Act, Congrees fournd it necessary %o deal with all phases
of the preblem, and directsa the Commissiou to consider tae interests of
investors, cecnsumers, ané the general publie, @
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While the ultimate objectives of the Holding Company Act and of ef-
fective local regulation are the same, our Commission and the various State
commissions have scmewhat aifferent administrative facilities for pursuing
this end. The State commissions have the advantage of the more intimate
knowledge of the particular company and of its properties, both because
they are dealing with 2 local company and because cf their background of reg-
ulating the rates of that company. We, on the other hand, have the advan-
tages of broader statutory powers than are enjoyed by many State commissions,
such as our control over dividends and inter-company transactions. Even
where our powers over the operating company are coextensive, our general
Jurisdiction over the parent holding companies may eanable us to reqguire the
holding companies to take corrective measures, where the State ccmmission
either lacks power to do so or is not in an egually good position to appraise
the feusibpility of a particular requirement in the light of the adequacy of
resources of the holding company, taking into account competing obligations
to other subslidiaries.

The policy of the statute, and the Commission's objective in adminlster-
ing the statute, is twofold. First, holding company systems must be broken
down into sound, efficient and cocrdinated operating units. To a substantial
extent, such a2 result flows from the normal pley of economic forces under
the day-to-day regulation required by different sections of the statute; to
the extent that such economic forces do not bring about this result, the
Commission must under the law compel the taking of appropriate action under
Seetion 11 (b) (1).

Secondly, it is the duty of the Commission to take whatever steps are
necessary to bring about sound corporate and financial structures for operat-
ing companies, After the transformation of holding company systems into
sound, well-financed companies, of a reasonable size, such companles can
give good service to consumers and can be effectively regulated by state and

local authorities.

We feel that vigorous enforcement of the statute is in the interest
of the public, consumers and investors,
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