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As most of you know, I am here today as a result of a generous accept—
ance by your officials of my own invitation to appear. My purpose in seek-
ing a place on your program was to makg a2 statement of policy in behalf of
the Commission on a subject as to which we find there has been much loose
'thinking and much loose and dangerous talk in holding company circles. I
refer to the effects on holding company investors of our enforcement of Sec—
tion 11 (b) (1) and Section 11 (b) (2) of the Holding Company Act,

The executives of some of your larger hélding company systems have re-
cently been before us in Washington with a plea which, in homely language,
runs something like this: "Our sitockholders are scared to death! They be-
lieve that the enforcement of Section 1l will wipe out their values! The
prices of our securities are sinking out of sight! Please do something to
help us!" It is true.that the stockholders in many holding companies have
been badly frightened.,. But that fear has been nurtured by a systematic cam-
paign of fear conducted by some of the very executives who are now pleading
for help., It is not necessary to name names. It is only necessary to refer
to the periodic official announcements of several holding company managements
to their security holders . the statements in the annual reports and at the
annual stockholders'® meetings. Those statements speak for themselves. They
have been calculzied to generate the fear that the enforcement of Section 11
would resulﬁ }n the distress sale of assets within a brief and completely un-
elastic pericd of time. And if we read the signs properly, those who created
this monster of fear are now themselves frightened by the results that they
have prodﬁced.

N There is the clear duty, coupled with the very strong desire, to protect
the security holders of those holding companies from the effects of the dis-

semination to them of such propaganda, The purpose of my appearance here 1is,
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then, to set fofth the truth as~to the policy Qf the Commisslon with respect
to Section 11 of the Holding Company Act.

The first and most important truth about our policy with respect to Sec-
tion 11 is that we intend to enforce it. Let there be no question about that.

The second truth is that there is nothing in the law which requires the
sale of any holding company assets at unfair or inequitable prices. 1In fhét,
it is clearly- the statutory'éuty of this Commission to protect holding com-
pany security holders against sales on such terms, I; is our duty to see to
it that assets and securitfes are disposed of {to quote the law) on a "“fair"
and equitable" basis. Our show cause order directed against the Noéth
American Company in connection with its proposed dissolution of the North
American Light and Power Company in the past week indicates that-we will not
permit a proposed method of compliance with Section 11 where we are not
satisfied that the interests of security holders or consumers would be ade-
quately protected. I can state unequivocally for the entire Commission that
wé shall p;rfbrs t#at dﬁty, even though at times it may eppear to slow up the
effectu;tion of our orders under Section 11 (b) (1).

The third very important truth is that there is no frozen period of time
in thcg orders under Sections 11 (b) (1) and 11 (b) (2} must be carried out,
6;der§ under Section 11 are not self-enfb#cing. Failure to comply with such
orders is expressly exempted from the criminal sanctions of the statute.

Subsection (c) of Section 11 specifies the time within which compliance
shall be effected., As a matter of right, one year is given for complliance in
all cases, In add}tion, however, upon 2 showing that the company has been, or
will be uﬁable in the'exercise of due diligence, to c&mply within that tihé;
the Commission must gr;nt an additional year if it finds such extension’nééé;—
sary or appropriate in the public interest or for the protection of investors

or consumers,
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Congress indicated by this provision that ample oppo}tugity would be
g¢iven for compliance before any sanction could be employed other than the
directory- provisions.of the order itself. The Commission, for its part, can
scarcely be accused of having been unduly hasty when it is remembered that
Section 11 came into full force on January 1, 1938. In the event the order
is mnot éomplled with within one year, or even within the additioﬁal year if
that time is granted, the procedure then applicable‘is found in Section 11
{d). That subsection provides that the Commission may apply to a couét to
enforce compliance with any order issued under subsection (b).

It is to be noted that the Commission-is not required to apply to the
court at any particular time. . In this respect it ls like many other provi-
sions of the Act, where in each case we must exercise our discretion in tﬂe
manner most appropriate, in our judgment, to the proper enforcement of the
statute.

Under .these circumstances, it is obvious that at the appropriate time
in each case we will consider what procedure will most equitably bring about
the results required by the statute, - If, for example, a particular company
is making reasonable progress under its particular circumstances to caf?y out’
the Section 11 {b) order, whether by submission of a plan or otherwlse; and
. that company and-:its security holders could receive no substantial assisﬁénce
. from the entry of a .court order, it is obvious that no purpose would be
served by going to court, 1In that event we would have no reason to make ap-
plication for a court order under Section 11 (d). On the other hand, if the
public interest and-the interest of investors or consumers required the com-
mencement of legal proceedings, we would, o? course, exercise our discretion
- in favor of instituting such.action. In—most,iﬁstances, we anticipate that’
the one or two year statutory period of ‘¢ompliance will be sufficient té

enable the holding company to comply with Section 11 (b) in an orderly way
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without prejudice to its security holders. In some instances, there may be
factors which will make it in .the interests of 1ﬂvéstors ané consumers to de~
lay the sale of particular securities. In such cases, the‘Commission will
obviousli use its discretion not to employ court proceedings under Section
11 (d). Court proceedings will be used only where tﬂe facts indicate ihat
the holding company is not doing a reasonabledjob of compliance unher the
then existing circumstances -~ ﬁhere it is pretty obviously "dragging its
feat", .

The fourth truth is that'thé sale by 2 holding company of its holdings
in operating companies is by no means a losing proﬁositién for the holding
company and its security holders., In fact, studies of independent statis-
tical agencies indicate that the "break up" value of many holding companies
is substantially*greater’than-their‘"present going" value. In other words,
the market appears to consider holding companies (with their heavy expenses
and taxes) and holding company management to be 1iabilltieslrather than
assets. It is true that holding compan& investors, because of malpractices
of holding company management and financiers in the 192¢'s, havé suffered
heavy losses., Eut those losses all occurred long before there~was any
Federal regulation of holding companies, 4 tragic number of them, as a mat~
ter of fact, occurred at the very minute the securities were first offered,
although because of manipulation of the books and records of the companies,
they did not show up until some years later when the water began to be
squeezed oult by more conscientious management, Other concéaled lo;ses OC~
curred as a result of the market manipulations of the original promoters
which induced investors to buy at prices not even justified by the inflated
values placed on underlying securitieé. Any effort of hanégement to lay the

blame for these losses on the doorstep of the Federal Government must be

-
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-regarded as an untruth., In short, those invesbors in hoidiné cémpanies who
‘held . .securities representing any underlying value when the Holding Company
- Act was passed, will have that -same underlying value {and in many instgﬁces,
because of the benefits from the .operation of the Act, substantially more)
- when Section 11 is enforced. '

Much progress has already been made toward a working solution of the
integration program. Many holding cbhpan} systems, including some of the
very largest, have agreed to comply with the integration provi;ions ;f the
Act. Some holding company officials, such as Leo Crowley, head of the
Standard Gas and Electric System, believe that the integration program is
", ...a necessary and practical treatment of obvious corporate needs."~ The
head of The United Light and Power System, William G. Woolfolk, recently
told his stockholders that:

"In the rearrangement of properties by way of compliance with the Act,
we have noted no indication that the regulatory authorities will be
other than helpful in protecting the investor, and out -‘of what must
now seem to you a complex and nebulous situation, your management
foresees 1n the reasonably near future the emergence of a company
which, though smaller perhaps, will be in every way creditable., To
this end we are bearing our every effort.”

The fifth truth is that, in many instances, there will be no necessity
for the sale of unaeriying securlties in the heneral ﬁarket. The fact is
that there are quite a few éituationé 1n.which such public sales ;ould seem
to be wholly inappropriate and could prébabiy not be approved by tﬁe.Cémmis—
sion as the proper methdé‘fgr éom;léing with Section 11 orderé. For é#anple,
there ‘are holding companies in which thé obvioué'way to meet the requireméﬁts
of the statute would be to disﬁtlbute:fhe underlying securities directiy to

:the -security holders ‘of the holding company on & pro rata basis. Those se~

curity holders would then become the direct owners of the operating property.
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Of course, many investors might choose to sell their newly acquired shares
-and a market for them would develop if one did not already exist, but there
woﬁld be no need for a general public offerihg; This method is already be-
ing employed as a means of meeting the requirements of the Act. There is
little question that it will be much more widely employed in the future, It
is, in many instances, an appealing solution of the problem because it leaves
with the holding company security holder the decision as to whether he wants
to retain the operating company stock and if not, at what price or time he
wishes to sell.

With these five truths in mind, investors in public utility holding com-
panies and their subsidiaries can rest assured that many of the fears-which
have been conjured up for them are wholly unjustified. Holding companies are
not going to be smashed by sudden explosions of dynamite, The process of
accomplishing the objectives of Section 11 is to be carried forth carefully
and thoughtfully, with the best interests of the investors and consumers
always uppermost in our minds,

There has been some discussion in holding company circles during recent
weeks suggesting that because of the national defense program, the Securities
and Exchange Commission should suspend its enforcement of Section 11. The
suggestion appears to be based on the claim that enforcement interferes with
the efforts of the public utility industry to meet the ‘urgent requirements
of defense., Nothing could be further from the truth. If there was ever a
time when ‘it 1s of the utmost importance to clear away the debris of holding
company disintegration, holding company extravagances, holding company
siphoning-off of assets and earnings, how is that time., Operating companies
must be freed from these encumbrances so that they can-go full speed ahead

in serving the nation's needs.
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The power demands of our unprecedented production program can be met
only by far-sighted, concerted, and ceaseless efforts on the part of both.
industry and government to increase our present facilities. Total, .all-.
out production is imperative 'to meet the ‘total, all«out-war-making of the
totalitarian stdtes. A recent réport of your own Institute shows that the
production of electric energy by the electric 1light and power industry
in this country for the week ending May 10, 1941, was approximately 17%
greater than in the corresponding period in 1940; in some sections of the
country, particularly in the heavily industrialized areas, power production
increased 25 per cent and more over last year, and in the case of some systems
production increased approximately 30 per cent. Power experts estimate that
additional electric power requirehent; for 1942 will be at least 15 to 20
per cent greater thap in 1941, In the industrial areas, the percentages
may rise even more sharply. N ) -

Competent authorities — as you know -- are predicting that serious
genzrating deficiencies will bé encountered shortly in many areas. .For
example, Chairman 0lds of the Féderal Power Commission, stated only this
week that the end of 1941 may be the most critical period in the history of.
the electric utility industry in this country., Furthermore, it is uncertain
to say the least, whether the power equipment industry is in a position to
supply the additional steam turbines, generators, transformers and other
equipment that will be required. The naval and meritime requisitions for
national defense are competing with public utility companies for the

available productive capacity of the -power equipment manufacturers. Expansion

of that industry, therefore, will have ‘to keap corresponding pace with mounting
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calls for more and more power. The Securities and Exchange Commission must,
therefore, reyiew each application for the issuance of .securities for capital
expansion by putlic. utility comparnies from the standpoint of the availability
of materials, eﬁuipnent and labor under national defense priorities.

. N

It might be fatal to our national existence if we should experience
the power shortages of the last World War, In.soﬁé respects, the task
today of providing adequate power for industry 13 even more difficult than
during the last World War. Prior to 1914, few holding company.systems had
‘ been created and fewer still had developed the prgctlces.whicﬁ led to the
passage of the Holding Cou?bng Act., Not many of the holding companies
in existence then either had.aéqnlred widely; scaterred properties or had
fully developed the technique of rearing the top. heavy financial structures
built up of layer upon layer of holding companies..- all resting. heavily
upon the operating subsidiaries which sustained them. The industry was. not
yet exposed to the intricate mass financial manip#latlons later revealed,
The policies of the industry were still, to 3 large extent, dictated by
tpe-ené;neerlng and operating personnel responsible for-its previous growth.
Independent local or regional oﬁeratlpg companies still supplied the power
needs of most communities, - e

A.-glance through the index to Moody's, 1919,.is of interest in this
respect. Missing are such names as Commonwealth & Southern, dt&lit;es
Power & Light, Electric Power & Lléht; National Power & Light, United Corpo-
ration, United Gas, Niagara-Hudson = and particularly. you.will not. find. the
- names of numerous other hplding companies that blossomed into.existence
during the. late '20's. only to be blown away in. the path - of the financial .

hurricane of 1929.

o e
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To be sure, you will find Assoclated Gas & Electric Co., but with combined
gross earnings of -less..than $1,000,000-and-total consolidated assets of less
$6,5OQ,000 and with operations still at that time largely centered in New York
State; Columbia Gas & Electric Co., with a-consolidated gross of $11,500,000
and assets .of $73,000,000, but with all its subsidiaries serving areas all with-
in a radius of 200 miles of Charleston, West Virginia; Middie West Utilities
properties, having but $41, 200,000 of assets and $£14,600,000 of combined'gfossf
still largely ceptered in the Middle West States, although already reaching out
into New England,.Texas, and ;the Mlid Continent areas; and North American with
its operations not yet extending beyond the Hllwaukée and St. Louis areas al-
though owning them, as it does now, a minority interest in Detroit Edison Co.
Comparison of these magnitudes with thosé of-the holding companies of today
indicates the relatively small influehce which this type of company exerted in
tbe industry in 1914-1918 as compared with what it now ezerts. Not until after
the World War did large parts of the policies come under the domination of fi--~
nancial interests or financia}ly minded operating men. In the last World War;
the .problems of the increased needs of powéer were solved primarily by true:
_operating men.whose interest was in production for service. Today, the problem-
is complicated by the fact that the front line operating mehn - those who really
know the down-to-the-earth defense power needs of their own communities - are
powerless to make.decisions. The decisions must come from-distant holding
company executives who. at best are only.remo£e1y familiar with particular .power
problems and who at worst are selfishly refusing to do anything which they fear

might weaken their own stranglehbold on a scaltered system.
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All of these facts peint to 3 Joint obligation restipg gn'the public util-
ity industry and the Government, including the Securities and Exchange Commis-
sion., The public util{ty industry must plan, more carefully than it ever has
done before, to create additional capacity for the critical years ahead of us,
and it must plan now. It must—plan comprehensgively in terms of projected pro-
duction -~ liberally estimated — and in terms of financing conservatively the
facilities that are necessary for such stepped-up production. It must plan to
build and locate additional utility facilities so that they wi;l be coordinated
and integrated with: existing utility facilities as far as po;sible in a manner
that will afford maximum use of all our generating capacity and will produce
the maximum of energy therefrom. It must plan to coordinate and integrate to
the fullest extent possible all existing utility facilities so that munitions
of all kinds can flow uninterruptedly from our factories. It must plan to pro-
duce and distribute power at the lowest possible cost without unnecessary over-
head and service charges so that our national defense bill will not be unduly
increased. To facilitate its financing and to encourage public acceptance of
its: securities, the industry must simplify its corporate structure. It must re-
lieve operating companies of the burden ¢f excessive debt and preferred stock

!
capitalization, and of over-capitalized holding company system structures. It
must act now to eliminate practices which are objectionable even in peacg—time
and which in this emerdency tend to imperil our eantire defense effort. I refer
to such practices as inadequate depreciation, excessive dividends, unwarranted
service charges to operating companies, impairment by holding company officials
of the advantages of localized management, attempted frustration of State and

Federal regulatory authority, and certain other practices.
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‘The electric industry has a much greater responsibility today than in
the period of the first World War, 1914-19lg. At the beginning of that
periocd, American industry was only about 40 percent electrified and less
than half of that was supplied by electric utility companies. Today Amerl-
can industry is 9o% electrified and nearly 65% of the horse power in elec-
tric motors is served by t&e'utility companies., Our .dependency upon eledtric
power and the utility industry is, obviously, very great, Our country cannot
permit them to fail us,

Upon the Securities and Exchange Commission —- within the-bounds of its
authority -~ rest concurrent responsibilities. We are presently studying
the financial position of public utility companies — particularly those

“that are in present and prospective defense material areas -~ in the 1ight

" of the proiable impact of the defense program on their dollar needs. Neces-
sary additional facilities must be correlated with the future financing
plans of the operating company in order that money be raised most advantage-
ously and in the light of the company’s continﬁing ability to meet defense
needs and the requlirements of future peace-time rehabilitation.

There';ppears to be a dispositioh on the part of some holding comﬁany
managements to underestimate the effects ;f the national defense ﬁrogbah on
their prcdécted system loads. In fact, we have some r;ason to believe that
a few holding compan§ managements may be curtailing or postponing the in-
stallation of additional facilities ihaﬂ'are known to be needed for defense

production, either because of apprehension as to the holding company's
ability to flnance'them, or because of fears that' their control might be’

endangered. Such avoidable circumstances cannot be permitted"to jeobardize

* T

powér expansion,
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New funds for capital expansion in the public utility industry have
come largely from three sources -- new capital issues, depreciation accruals,
and reinvestment of earnings. Because of holding company control, a public
utility operating subsidiary, unlike most other industries, 1is not always.
permitted to provide production capacity on the basis of its own ability ‘
to finance, its own depreciapion accrual requirements, or its own decisions
as to dividend policy. Too frequently, all of these are determined fer it
by the holding company managers in New York, who take into account, first,
the effect of such decisions upon the scattered, complicated, entire ﬁolding
company system security structure, and, second, the possibility that their
control of the system with all its attendant gmoluments, may be diluted. Even
in this emergency period, the interests of the operating company in obtaining
peak production are being sacrificed in favor of the manifold holding company
interests, which may run contrariw}se. Thus, the decision whether a utility
in a defeunse production area will increase iis generating capacity may depend
upon completely extraneocus factors that are only of tﬁe remotest concern
to the operating company. It is at this polnt that the Securities and
Exchange Commission is obliged to exercise its statutory powers to prevent
such holding company abuses,

Students of utility problems have pointed out that one of the most
serious consequences of ownership of our power resources by the scattered
holding company has been the "misintegration of our utility assets” resulting
in the bujlding of generating and transmission facilities in accordance with
holding company interests, and without real regard for the power needs of
the area served. It is urpgently necessary now - not only for National
Defense, but to protect consumers against execessive rates for the negt
few decades ~ that neQ utility facilities be planned and operated as

s

coordinated parts of integrated public utility systems.
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We can remove najor impediments to this desirable objective if we free

some operating companies from holding company control and if we permit the

others to be eohiroiied'ty golding oompeniesAonly Qﬁeré their assets form a
:part of an integrated, coordinated syeten.‘ fhe present scattered holdiné com-
pahy systems, consisting of utilit&iproperties that were gobbled up tn the mad
scrambles of a few years)ego, have prevented groupings of utility properties
5513hg‘sdu$d'ekg1;ee}ihé iines;')ﬂoleing cé;p;n& pronoters hareAtoo;often ibr-

gotten that electric power can only be transmitted through physical intercon—

i r .

’nections, not through paper lines of control manipulated by remote holding

company officials. The present scattered systems have Balkanized the utility

assets of this country without reeard to economical or efficient operation or

P
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cogr&inetion-of utility assets. For exampie, the power supply of vital indus—

trial areas 1s split up into islands of separate utility properties, owned by

<

many rival holding company systems.‘ In nany cases, properties of one system

. o~ - .
e (-

in a single state are separated from each other by intervening properties of

' other companies. The resultant hodge—podge utility operations require the

.......

g = . E . s

veloped ie accordanee with the-power needs-of the area served. In this con-

neétion.it éﬁsi be réﬁémééred't55£'t$é operations~of:Section’li'do not change
the location of‘a‘sinéleﬂnut or bolt on & utllity operating:property.—

In short, National Defense is an all-important reason for speeding up the
operations of Section 11 rather than for slowing down. As I have indicated in
the earlier part of this talk, there is no disposition on the part of the Com-
mission to urge unreasonable haste in the enforcement of Section 11 in those

special circumstances where such haste might seriously injure the securlty

holders. But there are very many points at which the program can and must be
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speeded ﬁp. In those situatlons, especially where they relate to areas in
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which power needs for defense areﬁgreat, delay canaot be pountenanced. I do
R “ < LT x0T T .
not believe that those who disinéenuously express the view that suSpension of

P

the operations of Section 11 is necessary fbr National Defense represent the
madority in the industry. And 1 know that those who, at a t;me like this,

3T S

would deliberately delay the program are a very small minority. It seems

- -

ciear beyond a shadow of doubt that, where a subsidiary operating ;n a defense
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area can be in a better position to meet the needs pf 1ncreased productlon if

it is freed from holding company control, there can be no choice but to bring

about that freedom in the very shortest period of time possible with the full
cooperzation of the government and the holding company management.
The President's Proclamation of "an unlimited.national emergency" con-

frontlng _our country and his call to all of us to place the nation s needs

¥

first in mind have unif;ed Amer 1cans as never bePore. .There is complete

agreement that every factor in our nation = employers and employees, business

and government - must in the words of the President "merge their lesser dif—

ferences“ and contribute to the national security to the fullest measure of

.o 2 Tl T Ll - - -

thelr abilitiés and powers. The times call for Eatriotism{.seryice, and a

wzllingness to devote one's energles and life to the 1nterests of the natlon

not only from our young men in the serviqes but from el} of us.
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