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State House, Boston, December 7, 19:

To the Honorable Senate and House of Representatives

In compliance with the provisions of section 33 of
chapter 30 of the General Laws, the Department of Pub-
lic Utilities presents herewith such portions of its annual
report for the year ending November 30, 1932 (Pub. Doc.
No. 14), as embody recommendations for legislative ac-
tion, the same being accompanied by drafts of bills to
cover the legislation recommended. The drafts of bills
have been submitted to counsel for the House of Repre-
sentatives, as required by law.

HENRY C. ATTWILL,

CJje Commoniuealth of Massachusetts

Chairmar,

Department of Public Utilities.
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1. The financial collapse of certain companies and
trusts organized to acquire the control of operating com-
panies in this country has brought forcibly to public
attention certain evils growing out of the operation of
such so-called holding companies. As a result, there is
a widespread agitation for their regulation and control.
As a consequence of this agitation, unwise Federal and
State legislation will be proposed, and some may be
adopted through lack of conception of the distinction of
the problem of the regulation of public utilities in the
interest of the consumer and that of the control of the so-
called holding company in the interest of the investor.
If there is effective regulation of the operating companies
and their relations with the so-called holding companies
and their agencies, in large measure any serious effect
upon the consumer by reason of the stock of the operat-
ing companies being held by holding companies will be
eliminated. We believe that the problem of the so-called
holding companies and the correction of the evils result-
ing from them should not be confused with that of the
regulation of public utilities. The main object of the
regulation of public utilities is to secure reasonable rates
and efficient service without discrimination. The secur-
ing of this main object is likely to be impaired by legisla-
tion, either Federal or State, which seeks to regulate the
holding company as if it were an operating company.
Whenever the Federal or State government undertakes
the regulation of the so-called holding company’s securi-
ties and its financial operations, countenance will be given
to the thought that the consumer should pay rates suf-
ficient to sustain the value of the securities of the holding
companies so regulated, and whose sole value ought usu-
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ally to be that of the securities of the operating companies
which it owns and upon which its securities are pyra-
mided. Apart from the regulation of the operating com-
pany in its dealings with the holding company, we think
the evils arising from the activities of the holding com-
pany should be dealt with as a Blue Sky problem or by
direct criminal statutes.

In Massachusetts the evils of the holding company have
not been so apparent as in other parts of the country.
This no doubt is due to the fact that the regulation of
public utilities has obtained here for a much longer period
of time than in most parts of the country, and the rates
of the public utilities have been regulated on a different
basis. Such disadvantages as result from the holding-
company here, so far as the consumer is concerned, arise
from the interrelation of the utility with the holding com-
pany and its subsidiaries. So long as we are able to regu-
late our utilities according to Massachusetts traditions,
which have now obtained for over a "century, the pyra-
miding of the securities upon the stock and other securi-
ties of the utilities will, in the long run, be difficult. When
rates are based upon the capital honestly and prudently
invested in the utility, the income of the holding com-
pany derived from the utility will not sustain such pyra-
miding of securities. It is fundamental to the problem
that we retain our traditional method of regulation. To
effect this result, chapter 379 of the Acts of 1929 was
enacted. The bill as enacted did not entirely meet with
the approval of the Department. We felt then, as we
do now, that the bill as it passed the House of Represent-
atives was essential to the protection of the traditional
method of regulation of rates in Massachusetts and the
protection of the interests of the public. Since that time
we have not felt it wise until this year to recommend
amendments to the act to bring it into the form that it
originally passed the House of Representatives. Suf-
ficient time has now elapsed so that it now may be
reconsidered, free from the heat of controversy that was
then engendered, and, we believe, without serious effect
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upon the financial credit of the operating companies. We
accordingly recommend the passage of the necessary legis-
lation.

2. The holding companies, in their efforts to derive
income in addition to that obtained through dividends,
frequently resort to all sorts of contractual relations with
the operating utilities which they control. These con-
tracts in any rate proceeding necessarily are subject to
suspicion and to careful scrutiny. The holding company
being represented on both sides of the bargain, the con-
tracts are not entered into at arm’s length. A device
often resorted to is lending of money by the holding com-
pany, or one of its subsidiaries, to the operating utility
which it controls at rates in excess of what the utility
might borrow the money elsewhere. We think the time
has arrived when some control over borrowing money,
payable in three years or less, should be granted to the
Department. At present a gas, electric or water com-
pany cannot issue evidences of indebtedness, payable at
a future period of more than three years, without the
approval of the Department. To control in some measure
the borrowing of money for periods of less than three
years we recommend the necessary legislation.

3. While we cannot say that a management or other
contract entered into between a holding company and an
affiliated operating company is inherently wrong, we feel
that greater publicity is required of such contracts, in the
public interest, than is necessary where such contracts
are made between companies in no way affiliated. Where
such contracts are the subject of publicity they are less
likely to be unfair to the operating company. Accord-
ingly, we recommend the passage of the necessary legis-
lation.

4. Under the provisions of chapter 412 of the Acts of
1930, no new power plant, blast furnace, incinerator, or
heating plant designed to heat one or more buildings hav-
ing a floor area above the basement in excess of 5,000
square feet, intended to burn fuel or waste material, and
no new chimney connected with any such plant, shall be
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erected or used, aud no such plant shall be substantially
reconstructed until plans and specifications of the same,
so far as they affect the emission of smoke, shall have
been filed with the Division of Smoke Inspection of the
Department and approved by the Director of said Divi-
sion, and a permit issued by him for the erection, con-
struction or reconstruction and the use thereof.

Suggestions have, from time to time, been made by
those interested in the finances of the Commonwealth
that the Department should charge a fee for the exami-
nation of such plans and the issuing of the permit. We
have felt that under the terms of the act we were not
authorized in requiring such fees. The cost of adminis-
tration of this act is likely to increase substantially as
time goes on. We think, in view of the financial situa-
tion of the Commonwealth and the need to effect econo-
mies in administration in every way reasonably possible,
that if this provision of law is to continue to be enforced,
provision should be made authorizing the Department to
exact fees for the examination of the plans and the issu-
ing of the permits. Accordingly wTe recommend the neces-
sary legislation.




