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THAT attacks launched from within the United States

against the work of the Hydro- Electric Power Commission

of Ontario have not ceased is evidenced by a fresh one under

date of January 15th, 1925, in the form of a printed report issued

by Dr. Charles D. Walcott, Executive Head of the Smithsonian

Institution, of Washington, D.C. The volume bears the title

"Smithsonian Institution's Study of Natural Resources—Niagara

Falls, Its Power Possibilities and Preservation" under the author-

ship of Mr. Samuel S. Wyer, Associate in Mineral Technology,

U.S. National Museum. In Part III of this report, under the

caption "Ontario and United States Electric Service Compared,"

are published statements so inaccurate that they cannot possibly

be justified.

The Hydro-Electric Power Commission in the past has had

visits from official appointees of the governments of Great Britain,

France, Germany, Italy and other European countries, as well as

from China, Japan and other Eastern nations. Some of these

official delegates have spent extended periods in studying the

Commission's work. Many other organizations and persons have

made detailed enquiries into various aspects of the Commission's

operations. Most of such investigations, it is a gratification to

1
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state, have been conducted in a fair and open-minded manner, and

the reports made highly commended the achievements of the

Commission.

On the other hand there have been some agencies, prompted

by corporate interests, which, under the pretence of making
"impartial" investigations, have launched the most unfounded—
though sometimes plausibly presented—attacks on Ontario's

co-operative municipal-ownership undertaking. Among the as-

saults of this latter type may be mentioned, for example, such

misrepresentations respecting the work of the Hydro-Electric

Power Commission of Ontario as have been made by Reginald

P. Bolton, of New York City, in the form of a book, against the

work of the Commission; and by Senator Ferris of the Special

Senate Committee of the State of New York in his antagonistic

but discredited report to the New York State Legislature.

In 1920, Messrs. Murray and Flood, also of New York, re-

porting for the National Electric Light Association, spent several

months in making an investigation, so-called, of the Commission's

work, and these engineers had in addition a great deal of informa-

tion which they stated had been furnished for their guidance from

private sources. Notwithstanding this 'burrowing' and the assist-

ance which they say they received, they nevertheless made, as

has been so conclusively demonstrated, a feeble and discreditable

report which has been entirely refuted in a published statement

the findings of which have been accepted by the engineering and

financial world at large.

Numerous other diatribes against the Commission's achieve-

ments have appeared in certain financial and technical papers,

so many, in fact, that one has long since become weary of them.

Those, however, that have appeared to be important from a

public viewpoint have been specially dealt with, and in such

instances the methods adopted to mislead, and the types of in-

accuracies embodied in such reports have been exposed.

Of the unjust attacks made upon the Hydro- Electric Power
Commission of Ontario some have come from expected and some
from rather unexpected sources, but never has the Commission

had an attack made from a source so little expected as that from

which comes the report just issued by Dr. Charles D. Walcott,
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the Executive Chief of the Smithsonian Institution of Washington.

Dr. Walcott presents the report prepared for him by a subordinate,

Mr. Samuel S. Wyer.

Reasons for Reply to Wyer-Walcott Report

It is unnecessary to review in detail the statement of Mr.

Wyer, if for no other reason than that in its plausibility it is, per-

haps, per se, the most feeble of all the attacks that have been

made and Mr. Wyer's report could have no credence whatsoever

with the public unless it had—as it regrettably has—the support

of the fair name of the Smithsonian Institution of Washington.

The present attack upon the work of the municipalities of the

Province of Ontario, through the Smithsonian Institution, would

not assume the importance it does were it not for the fact that at

the head of this great institution is the Vice-President of the

United States; the Chairman of its Board of Regents has usually

been the Chief Justice of the Supreme Court of the United States;

while upon its Board are three United States Senators and three

members of the House of Representatives.

There is, however, a special reason for dealing with this

attack made through the Smithsonian Institution because it is

laid down in the articles governing the work of the Institution

that copies of its published volumes are to be given "to every first-

class library on the face of the earth." What can be said in sup-

port of public trust funds of the United States being employed

to present to "every first-class library on the face of the earth"

a printed statement containing misrepresentations and false

information designed to be injurious to the general welfare of the

people of a friendly nation?

Nearly one hundred years ago, James Smithson, an eminent

Britisher by the way, bequeathed to the United States Govern-

ment, in trust, a large sum of money to found an Institution

for "the increase and diffusion of knowledge among men." The
Smithsonian Institution is pre-eminently a Federal government

organization. It is, therefore, inconceivable that its executive

officers could have made clear to such honourable members of the

Board as the Vice-President of the United States, the Chief Justice

of the Supreme Court, the Senators and Members from the House
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of Representatives that they were devoting public funds of the

Government for a definite, controversial and unfounded attack

upon the public achievements of a great friendly neighbouring

people. It may safely be assumed that when James Smithson,

the British founder of the Institution, made his donation to the

United States he little surmised that the institution he founded

would be used to make an attack characterized by so little of

that sense of fair play and truthfulness which is the common
heritage of the Anglo-Saxon race. Nothing probably was further

from his desire than that anyone should receive from the institu-

tion which he founded a mandate to publish an unwarranted and

superficial report upon an undertaking launched and operated

by over half the population of the great Province of Ontario, and

moreover to frame the report in the form of an attack supported

by statements so grossly inaccurate and misleading.

Mr. Wyer's Report does not comply with the stipulation of

James Smithson, who in his will stated that the institution he

founded was to be for "the increase and diffusion of knowledge

among men."

Mr. Wyer's Superficial Investigation

Recently, Mr. Wyer called at the offices of the Hydro-Electric

Power Commission presenting credentials purporting to be from

the Federal Government authorities at Washington. These

introductions, of course, secured for Mr. Wyer every courtesy

and such definite assistance as could be rendered him by the

officers of the Commission during the brief period he had at his

disposal for "investigating" the work of the Hydro-Electric Power

Commission of Ontario,—Mr. Wyer could not spend more than a

few hours with the Commission's officers. The impression

conveyed was that of an individual simply wishing to make a

somewhat superficial enquiry.

Mr. Wyer was furnished with a copy of the Commission's

printed Annual Report and such explanatory memoranda as he

desired to assist him in interpreting the data published by the

Commission. After he left, members of the staff of the financial

department expressed among themselves surprise that Mr. Wyer
seemed so reluctant to pursue his enquiries after their explana-
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tions began to throw a light upon facts enabling them to be ap-

preciated in their true aspect—but evidently in an aspect which

differed from Mr. Wyer's preconceived notions.

Mr. Wyer's official position as announced from Washington

is "Associate in Mineral Technology" in the National Museum,
a position which, seemingly, in the judgment of his superiors has

qualified him to pass upon the extensive financial and engineering

operations of the Hydro-Electric Power Commission, after giving

to these operations a casual examination in the light of his minera-

logical training.

Now, the Hydro-Electric Power Commission of Ontario is a

large and complex organization. It has reached its present

magnitude of supplying over 380 Ontario municipalities,—in-

cluding practically all of the large cities and towns, as well as

many villages and rural communities of the Province,—with

electrical energy, within a period of less than fifteen years. The
Commission's undertakings and those of the associated municipal

electric utilities represent a capital investment of over $250,000,000.

Its Sixteenth Annual Report has been published, and is a closely

printed volume of over 600 pages, giving detailed information

respecting the Commission's work in its several systems. The
Commission is the largest distributor of hydro-electric, energy in

the world.*

This is the great enterprise upon which Mr. Wyer passes critic-

al judgment after a few hours of his personal consideration; and

the remarkable feature about Mr. Wyer's report is that, after

but a brief period of personal investigation of the operations of the

Commission's great undertaking, he claims to have discovered

damaging facts about the finances which no other investigators,

even after months of close study, have been able to discover.

Subject Matter of Mr. Wyer's Report

Although, according to its title, Mr. Wyer's Report ostensibly

deals with "Niagara Falls: Its Power Possibilities and Preserva-

tion," nevertheless, the largest section of the Report—Section

III—is devoted to a comparison of the basically different methods

of supplying electric service in the province of Ontario and in

the United States.

*See footnote on page 10.
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In Ontario the electrical system which supplies about 80

per cent of the electrical requirements of the Province is conducted,

in the sole interests of the consumers, by a partnership of muni-

cipalities whose activities in this regard are centralized in, and

administered by, the Hydro-Electric Power Commission of

Ontario. In the United States, in general, the electrical utilities

are owned and operated by private corporations for the personal

profit of their shareholders. In Section III of his Report, Mr.

Wyer's endeavor is directed towards the end of showing that the

United States method is greatly superior to that in Ontario.

Throughout Mr. Wyer's Report, there are numerous state-

ments that could justly be controverted and shown to be errone-

ous, but the present discussion is confined to Section III of his

Report, in which he makes gross misstatements and misrepresenta-

tions respecting the municipally-owned hydro-electrical under-

taking in the province of Ontario. Mr. Wyer's statements

respecting the Commission display not only a complete disregard

of the facts but a total ignorance of the simple financial operations

involved. This may be illustrated by a few examples taken from

the Wyer-Walcott report.

Mr. Wyer is chiefly concerned with trying to explain why, not-

withstanding the alleged superiority of the United States system,

the electric rates, and particularly the residential rates, are so much
lower in Ontario than in the United States. Among the reasons

he advances in explanation of this fact,—all of which, by the way,

are quite without foundation,—the most outstanding are:

His assertion that Ontario's publicly-owned electrical utili-

ties are free from taxation.

His charge that Ontario domestic consumers are supplied at

rates below cost, partly at the expense of industrial consumers.

His very serious charge that $19,000,000 of the cost of power

has not been included in the rates to consumers, thereby creating

a deficit to be borne either by the taxpayers through the Provin-

cial Treasury or by future Ontario power consumers.

There are, in addition, a number of other gross errors in Mr.

Wyer's Report which show a careless handling of data and a dis-

regard of truth, but those under review in this discussion are
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more than sufficient to show that none of Mr. Wyer's statements

on this subject are worthy of credence or regard.

Ontario Municipally-Owned System Does Pay Taxes

In his Report, Mr. Wyer, seeking to explain why in Ontario

the rates are "considerably below those prevailing in the United

States," asserts:

"The governmentally owned hydro-electric system
. in Ontario is not taxed.

"

He further states:

"This means a gain of about 10 per cent to electric

consumers with corresponding loss to taxpayers, as com-
pared with conditions in the United States."

The "governmentally-owned hydro-electric system" to which

Mr. Wyer refers is, of course, the Hydro-Electric Power Com-
mission of Ontario, and, when he states that this organization

"is not taxed, " Mr. Wyer affirms what is absolutely false.

The Hydro-Electric Power Commission of Ontario pays

taxes both to municipalities and to the Provincial Government,

to the extent of hundreds of thousands of dollars annually, not

only on land which it occupies, but in connection with other

properties which it operates. In addition, the Commission has

paid millions of dollars in customs duties to the Government of

Canada, directly and indirectly, on materials and equipment

which must be imported from the United States and other coun-

tries,—a charge for which there is no similar expense of compar-

able magnitude in the construction and operation of United

States utilities.

Far from being losers as compared with the United States

taxpayers, Ontario taxpayers enjoy a decided advantage. In

the United States, the municipalities in their rates for street

lighting, water-works pumping and other municipal services pay a

profit to the shareholders of the public-utility corporations, which

must come out of the pockets of the taxpayers. In Ontario these

municipal services are supplied at cost, and in this regard the saving

to the taxpayers has been estimated to be substantially in excess

of $1,000,000 annually.
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Ontario Domestic Rates are Not Below Cost

Mr. Wyer in his monograph states:

"In Ontario the domestic consumers are given lower

rates than the true cost situation warrants because the

votes of the domestic consumers are needed to carry the

bond issues that must be approved from time to time in

order to make the needed extensions to the governmentally

owned plant. This must, of course, result in the Ontario

domestic consumers, as a class, being carried at a loss.

"Serving the Ontario domestic consumers below cost

may be good 'vote getting' but it is unsound economics.

While this naturally results in a lower domestic rate, it has

worked out in Ontario that the industrial rate is higher

than it would be if the domestic consumers were kept on a

true cost basis, and, of course, this tends to retard indus-

trial development."

He also says

"The dominating fundamental principle of rate

charging in the United States—approved by our State

Regulating Commissions—is to make each group of con-

sumers self sustaining and pay for the cost of the service

they are receiving."

As samples of pro-corporationist propaganda the above

statements are admirably typical and plausible. As fulfilments,

however, of the injunction of the Smithsonian Institution's

founder that his bequest to the United States Government was

to be used "for the increase and diffusion of knowledge among

men" they represent a regrettable betrayal of trust in that they

spread misinformation and prejudice instead of knowledge.

The domestic rates are not below the true cost. The votes

of the domestic consumers, under the law in Ontario, are not

needed to carry bond issues for extensions; the safety of the

public funds is assured in other ways. "Ontario domestic con-

sumers" are not "as a class, being carried at a loss." The indus-

trial consumers' rate is not higher than cost, and there is no

tendency "to retard industrial development" in Ontario.
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The most cursory examination of relative rates as between

domestic and industrial consumers in many cities of the United

States will show an excessive disparity and if, as Mr. Wyer states,

the "fundamental principle" of making "each group of con-

sumers pay for the cost of the service they are receiving" exists,

it is only in theory, and is certainly not put into practice.

In Ontario the rate schedules are adjusted to reflect the well-

recognized differences in the cost per kilowatt-hour of supplying

domestic electrical service and commercial and industrial con-

sumers, but although it is true that the cost per kilowatt-hour

sold is, in general, greater for residential service than for power

service, the differences in cost can hardly be so great as the differ-

ences in rates charged in certain cities of the United States. It

is, for example, hardly possible that the average cost per kilowatt-

hour sold to domestic consumers over a whole city should be more

than ten times as great as the corresponding average cost per kilo-

watt-hour to the industrial consumers of the same city. Yet, in

certain recent instances which have come to the Commission's at-

tention, the "Government-regulated" private utilities in United

States cities charged actually over ten times as much, per kilowatt-

hour sold, to domestic consumers as to power consumers, the

averages including all the consumers in the two classes over the

whole city.

In Ontario, however, contrary to Mr. Wyer's assertion,

—

in support of which, by the way, he advances, and can advance,

no evidence,—all classes of consumers are protected from in-

equitable rates in the most thorough manner. Each municipality

is required to keep its detailed records in such form as to permit

of an accurate allocation of all costs to each class of service; these

records are analysed annually, and if in any year any class is found

to have been bearing either more or less than the actual cost of its

own service, the rates for the succeeding year are adjusted to

correct such a condition.

It is because similar careful supervision has not been exercised

in the United States that such exorbitant charges have been per-

mitted to be collected from the residential consumers as those cited

above,—and in greater or less degree in so many other cities.
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The Alleged $19,000,000 Deficit Does Not Exist

In summing up his financial conclusions, Mr. Wyer affirms

"That is, up to date the electric consumers from the

governmentally owned hydro-electric system have failed

to pay the actual cost of the services they received—using

the term 'cost' as defined in Section 12—by $19,147,014."*

This statement that the consumers of the hydro-electric system

have failed to pay the full cost is absolutely false. On the contrary,

the Hydro-Electric Power Commission, notwithstanding its low

rates, has collected from its customers a sum of about $7,000,000 in

excess of the "cost," as the Section 12 that Mr. Wyer so specific-

ally cites defines the term, and, furthermore, the municipalities

have collected from their consumers additional sums amounting

to about $15,500,000, in excess of this "cost" of serving their

consumers.

Now, Mr. Wyer's alleged deficit of $19,147,014 is comprised

of four items. Under the heading "Summary of How Ontario

Hydro-Electric System Has Failed to Pay Expenses," Mr. Wyer
states:

*For those who are interested in the work of Ontario Municipalities in supplying their

citizens with electrical energy, the Commission has published an illustrated booklet entitled

"The Hydro-Electric Power Commission of Ontario

—

Its Origin, Administration and Achieve-

ments," a copy of which may be obtained upon application to The Hydro-Electric Power
Commission of Ontario, 190 University Avenue, Toronto, Ontario.

In this publication it is explained that it is only with respect to the features of whole-

sale generation and transmission of power that the activities of the co-operating municipalities

are centralised in their Hydro-Electric Power Commission; distribution of the energy within

its own corporate limits is conducted separately by each of the partner municipalities,—the

Commission in this connection merely exercises a supervisory function.

Mr. Wyer in his report makes it clear that he is not dealing with the Ontario enter-

prise as a whole, but only with the co-operative generation and transmission enterprise, which

he erroneously describes as being owned by the Provincial Government. Consequently, when
he speaks of "the consumers from the governmentally-owned system" he has reference to the

Commission's wholesale consumers,—that is, to the partner municipalities themselves.

Here again Mr. Wyer's but partial statement of the facts is very misleading: the munici-

palities have been even more conservative in their financing in respect of their local individual

operations than in their joint operations under the Commission's administration. For in-

stance, the local capital investments of the municipalities are usually retired within a period of

from 20 to 35 years, and the surplus arising in this way now amounts to about $7,800,000.

Furthermore, the Commission in its wholesale operations adjusts its charges each year to

exactly equal the cost of power as defined by the law, but in the case of the municipalities

and their retail consumers, rates are necessarily based on advance estimates of cost, and the

cost in general has been decreasing so rapidly that surpluses in excess of the amount required

to retire the capital obligations have been accumulated to the amount of over 17,700,000.

Mr. Wyer has omitted all mention of these facts.
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"The money that has been taken out of the Province

treasury instead of out of earnings is:

1. Subsidizing rural lines, from Section 24 $1,194,422

2. General expenses, from Section 25 2,245,900

The accrued deficits in sinking fund that have
not been met out of earnings are:

3. Hydro-Electric Commission bonds, from
Section 28 7,749,646

4. From money borrowings out of the Province

treasury, shown in Section 28 7,957,046

$19,147,014"

The Agricultural Bonus Explained

The first item by which the electric consumers are said to have

failed to pay the actual cost of the services they received is one of

$1,194,422. This sum, according to Mr. Wyer, is a subsidy for

rural lines, but in making this statement Mr. Wyer shows that he

entirely misunderstands his subject.

The situation to which reference is here made is that since

1920 the Provincial Government has borne, for farmers, one-half

of the capital cost of rural lines which have been constructed in

certain districts so thinly populated and so far from sources of

electrical supply that service would not otherwise have been

economically feasible. The assistance thus given by the Govern-

ment to farmers towards the capital cost of supply of electrical

service is in pursuance of a long-established governmental policy

of promoting agriculture, a policy which had previously found

expression in the establishment of agricultural schools, colleges

and experimental farms, in assistance for road building and in

other ways.

The Legislature of the Province, by majority vote, deter-

mined that it was to the general economic advantage of the

Province as a whole to inaugurate a special programme of rural

electrical service. The Hydro-Electric Power Commission is, on
behalf of agricultural development, simply carrying out the man-
date of the people of the province of Ontario as expressed through

their Government.

The aggregate load distributed to the rural dwellers is, and
must always be, but a very small proportion of the total energy
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distributed by the "Hydro." In any case, this rural bonusing is of

no advantage whatever to the power system as a whole, because

the general demand for power in the Province in such as readily to

absorb all the available supply. On the other hand, the beneficial

influence of rural electrical service upon agriculture and upon the

general economic life of the Province of Ontario is already a factor

of recognized importance. By the substitution of electric power

for much of the manual drudgery of farm life, electrical service

is making life on the farm more attractive and is a most potent

factor in keeping the younger generation from leaving the farm

for what in the past appeared to many to be, the more attractive

life in urban centres.

This expenditure by the Provincial Government in promotion

of agricultural development can in no sense be classed,—as Mr.

Wyer has attempted to class it,—as part of the "cost of power."

General Provincial Expenses are Not Part of Cost of Power

The second item of cost which, according to Mr. Wyer, the

Commission has failed to charge in the cost of power is $2,245,900,

which he classifies as being for "General Expenses" and falsely

states to be " Direct Contributions from Ontario Province Treasury

to Operating Expenses."

In this connection it should be understood that the Hydro-

Electric Power Commission of Ontario performs a number of

services for the Government of the Province similar to those under-

taken by certain government bureaus in the United States.

These services are quite apart from those which the Commission

performs as trustee of the municipalities and administrator of the

municipally-owned hydro-electrical undertaking. By way of

illustration, the Commission conducts extensive operations in

connection with the testing, approval and inspection of certain

devices and equipment, in order to aid the Province in its pro-

tection of life and property. The Commission also conducts

extensive hydrographic surveys for the Province and as an example

of such work may be cited the special surveys and researches

made in connection with the St. Lawrence river, the study of its

regimen, the effects of ice, and other features involved in the

proposal to develop this great waterway jointly for navigation
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and for power, on behalf of all interests concerned, in both the

Dominion of Canada and the United States.

Now, such work is a normal function of the Provincial Legis-

lature: it, however, authorizes some of this work to be performed

for it by the Commission, and naturally the Government expects

to, and, by regular appropriation, does, defray the expenses in-

curred in connection with these special services. In his desire,

however, to pile up a fictitious "deficit," Mr. Wyer has rather

naively surmised that because such work was performed by the

Hydro-Electric Power Commission, its cost must therefore have

been part of the cost of power and consequently should have

been charged to the electrical consumers. There is no more

justification for assuming that these expenses should be charged

as part of the cost of supplying power to the Commission's cus-

tomers in Ontario, than there would be for assuming that expenses

similarly incurred by, say, the United States Bureau of Standards

or by the United States Geological Survey should be charged

against the operations of power companies in the United States.

Mr. Wyer's Fictitious Sinking Fund Shortages

The two largest of Mr. Wyer's fictitious items, one of

$7,749,646, the other of $7,957,046—a total of $15,706,692—are

respectively made up of what he terms "sinking fund deficit" on

the Commission's bonded indebtedness and on its obligations to

the Province. The processes by which Mr. Wyer arrives at these

figures are described by him as follows:

"On October 31, 1924, the outstanding bonds of the

Hydro-Electric Power Commission amounted to

$41,768,523. These bonds range in life from 10 to

40 years. If the electric consumers—as originally

contemplated in the slogan-made public opinion of

"service at cost"—had been charged an annual
sinking fund allowance each year, which would ulti-

mately retire the bonds out of electric earnings when
they mature—on the basis of a 4% sinking fund com-
pounded annually—there should have been on hand
at the end of 1924 in the sinking fund to retire these

bonds $9,579,107

The accumulated sinking fund actually paid, out of

rates charged electric consumers, to October 31,

1924, was 1,829,461

The shortage in sinking fund is, therefore $7,749,646
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On October 31, 1924, the total advances to the Hydro-
Electric Power Commission out of the Province
treasury, separate and distinct from the Hydro bonds
mentioned above, amounted to $138,454,638. This
money is supposed to be returned at the end of 30
years. If the electric consumers—as originally con-
templated in the slogan-made public opinion of

"service at cost"—had been charged an annual
sinking fund allowance each year, which would ulti-

mately pay back this money, out of electric earnings

at the end of 30 years—on the basis of a 4% sinking
fund compounded annually—there should have been
on hand at the end of 1924 in the sinking fund to

retire these borrowings from the Province treasury. . 11,859,541

The accumulated sinking fund actually paid out of rates

charged electric consumers to October 31st, 1924, was 3,902,495

The shortage in sinking fund is, therefore $7,957,046"

It is seen, therefore, that the third of Mr. Wyer's items is an

alleged "sinking fund deficit" of $7,749,646. This item relates to

bonds of certain power companies assumed by the Hydro- Electric

Power Commission in connection with its purchase of their

properties.

This so-called "deficit" arises in two ways: In the first place

Mr. Wyer has ignored the fact that the various dates of maturity of

these company bond issues have nothing to do with the period over

which the Commission retires its capital by means of sinking funds.

This statement is made advisedly and in full cognizance of Mr.

Wyer's disparaging statement regarding what he so erroneously

surmises to have been "originally contemplated in the slogan-

made public opinion." The capital liabilities represented by the

bonds of these companies are retired in from 30 to 40 years follow-

ing the date of their assumption by the Commission. Mr. Wyer,

however, has assumed that the sinking fund would have to be

accumulated rapidly enough to meet all bond issues as they mature,

and that none would be refunded, no matter how short the un-

expired term may have been when the Companies' capital liabilities

were assumed by the Commission. The Commission's sinking

funds have been, and are being, accumulated strictly in accord-

ance with the law; there is no shortage.

In the second place, in respect of one important bond issue,

Mr. Wyer, apparently, has made a mistake of ten years in the date
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of maturity, and this alone has resulted in his producing an error

of $1,600,000 in his fanciful "deficit."

The fourth, and largest, item of $7,957,046, is also an alleged

"sinking fund deficit"; in this case, in respect of the Commission's

obligations for retirement of capital advanced by the Provincial

Government. This item arises solely because Mr. Wyer has

ignored the fact that until a plant is completed and earning a revenue,

it is not expected to commence repayment of its initial capital cost

out of revenue. In fact, many engineering projects in the United

States and elsewhere do not even pay interest for some years

after completion of plant construction, and, in general, the capital

expenditure is never retired. Evidently, the Associate Mineral

Technologist of the National Museum ignored this fact and conse-

quently calculated his sinking fund on the Commission's great

Queenston-Chippawa and Nipigon developments from the re-

spective dates on which the various monies were advanced by the

Province, and this in spite of the fact that on the occasion of his

visit to the Commission, Mr. Wyer was furnished with a definite

memorandum informing him of the circumstances governing the

time when sinking fund payments were first applicable to these

properties. The sinking fund levy against revenue commences,

not when the plants are in course of construction, but as they

are completed and placed in commercial operation.

Thus it is seen that in not one of Mr. Wyer's items has the

Commission failed to charge its customers the full cost; and of the

$19,147,014 there is, whether from the standpoint of the legisla-

tion under which the Ontario municipally-owned system operates,

of recognized economic principles, or of ordinary common sense,

not a single dollar that could legitimately be conceived to form

a part of the cost of power.

There is Not a Deficit but a Surplus

That Mr. Wyer is deplorably ignorant of the simplest axioms

of economics, and is lamentably incompetent to pass financial

matters in sane review is manifest to any who consider his Report.

When Mr. Wyer records that he uses "the term 'cost' as

defined in Section 12", he leaves no doubt respecting the precise



16 WYER-WALCOTT REPORT

meaning of the word "cost" as he intends it to be used. Section

12 of his Report states that

"the word 'cost' in the inexorable law of human ex-

perience must always include the following:

a. Ordinary routine operating expenses necessary for

carrying on the project, including insurance and taxes.

b. Money out of income received from customers
must be set aside each year to maintain the property in

the highest state of service efficiency, and provide funds
to replace equipment as it becomes unusable either

through ordinary wear or becomes obsolete due to im-
provements in the art.

c. Rental or hire of the money used in the enterprise,

ordinarily called 'interest.'"

Now, as a matter of fact, the Hydro-Electric Power Com-
mission of Ontario does pay, and always has paid, in full, out of

its income received from customers, all of the items of operating

expenses, insurance, taxes, maintenance, renewals reserve and

interest, thus specified by Mr. Wyer as comprising "the cost."

The Commission has also collected sums to form a reserve to

provide against unforeseen contingencies.

In Ontario's municipally-owned undertaking, in addition to

these items of "cost," the Commission's charges to consumers

include an extra amount to provide sums in respect of sinking fund

sufficient to enable the capital itself to be retired in thirty to

forty years from the respective times of commencement of sinking

fund payments.

Thus, the electrical consumers of the province of Ontario

are freed now and for all time from the necessity of paying profits

to private capitalists. As a result of the policy adopted by the

Commission and the associated municipalities, of retiring their

capital liabilities by including in their charges to consumers

provision for sinking fund and debenture retirals, the properties

in time will be entirely freed from debt and even the interest and

sinking fund payments, now forming a large part of the cost of

power from these properties, will also cease.

It should be fully appreciated that Mr. Wyer has made it

unmistakably clear that "cost," as he desires to use the term, is
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not to include capital retirement charges, for not only has he

explicitly defined what he does include in the word "cost" but he

further states

" (c) Under the scheme of governmental regulation in

the United States the capital invested is not retired, and
frequently bonds are refunded."

According, therefore, to his own definition of "cost," sinking

funds are not to be regarded as part of the cost, yet when the items

which he says go to make the $19,147,014,—by which amount

he charges that the Ontario electric consumers "have failed to pay

the actual cost of the services they received"—were under ex-

amination above, it was seen that the $15,706,692—forming over

80 per cent of Mr. Wyer's so-called "deficit"—is made up of the

very sinking funds for capital retirement which he elsewhere says

are not a part of the "cost" at all. The only possible explana-

tion of this absurdity is that Mr. Wyer, the mineral technologist

whom the Smithsonian Institution has delegated to investigate

the financial soundness of the largest power organization in the

world, does not even know enough of elementary finance to

comprehend the fact that the sole purpose of the sinking funds

is for capital retirement.

Far from having a deficit, the Ontario system—according to

Mr. Wyer's own definition of "cost,"—has accumulated in its

sinking fund and contingencies charges to wholesale consumers

—that is to say to the cooperating municipalities—a surplus

above the "cost" amounting to about $7,000,000, while the retail

consumers of the partner municipalities have paid additional

sums of about^$15,500,000 in excess of such "cost." The total

of reserves and surplus, including the reserves for renewals, and

contingencies, on the whole undertaking is now approximately

$40,000,000.

From the foregoing examples which have been reviewed and

exposed it will be appreciated that Part III of the Wyer Report,

which deals with "Ontario and United States Electric service,"

may with justice be described as simply a tissue of misrepresenta-

tions and unfounded criticisms.
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Nature of Wyer-Walcott Attack Points to Unfriendly Motive

Mr. Wyer's presentation may be accounted for partly by the

ignorance he manifests; but the numerous phrases he introduces

derogatory to the people of Ontario and their publicly-owned

and -operated undertaking, such as "slogan-made public opinion,"

"good vote-getting," etc., seem to point to an unfriendly motive

which must have been inspired by interests inimical to public

ownership.

The impropriety of the action of the Smithsonian Institution

in attacking the Ontario Hydro-Electric Power Commission's

undertaking may be emphasized by assuming a reversal of the

circumstances. By way of illustration, if the Hydro-Electric

Power Commission had sent, say, one of its assistant Laboratory

experts to Washington, D.C., with credentials purporting to be

from the Government of the Province of Ontario, and this assist-

ant had, for a few hours, made personal examination of the work

of the Smithsonian Institution in its spheres of Archaeology,

Ethnology, Geology and Astrophysics: if then, after having spent

a short time in acquiring general information from the officers of

the Smithsonian Institution, he had returned to Ontario and

public funds had been used to publish a report characterized by

gross misrepresentations and betraying motives which were not

disclosed when presenting governmental credentials and if,

furthermore, his report tended to discredit the work of the Smith-

sonian Institution, falsely charging that its expenses were not

properly cared for and so on, what would be thought of the Hydro-

Electric Power Commission of Ontario for sponsoring such a

course? There need be no hesitancy whatever in stating that any

such procedure would be as definitely and heartily condemned

by right-thinking people in the United States as the present

course of Dr. Walcott and Mr. Wyer is by all public-spirited

people in this Dominion.

The large corporate interests, which so bitterly resent the

public receiving benefit directly from their natural resources with-

out paying toll to the private interests that have already coralled

so much of the public domain, have spared no effort to attack, by

various means, the work of the Ontario municipalities in connec-

tion with their hydro-electrical undertaking. It is almost beyond
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comprehension that an institution like the Smithsonian, with

such an honourable record, could have its executive head so

influenced as to endorse and publish a report such as Mr. Wyer's,

—

a report indeed which for prejudice and puerile superficiality

leaves nothing to be desired. If United States public funds can

be made available for such purposes as those for which they have

been used by Mr. Wyer, with the concurrence of his chief, Dr.

Walcott,—it is trusted, however, not with the full knowledge and

concurrence of the honourable Board of Regents of the Smith-

sonian Institution—there exists a condition of affairs respecting

which the public at large in both the United States and the

Dominion of Canada should take full cognizance. Such a condi-

tion simply resolves itself into this: that public funds placed in

the trusteeship of a Federal Government can be employed in an

attempt to injure the co-operative efforts of people of another

nation to avail themselves at the least possible cost of the bene-

fits resulting from the development of a great natural resource

which has become so necessary to the domestic, industrial and

general economic life of the people of this continent.

Dr. Charles D. Walcott, in his introduction to Mr. Wyer's

Report, when referring to the methods of rendering electric service

on the two sides of the border, states that

"Enough data are given in Part III to permit the
reader to make an evaluation of these two methods"

He thereby gives his unqualified endorsation of Mr. Wyer's

findings, notwithstanding the fact that Mr. Wyer's Report is per-

meated with erroneous and misleading statements.

At the least, Dr. Walcott is guilty of unpardonable negli-

gence in permitting such an unworthy attack upon a great and

eminently successful public undertaking to be issued in the name
of the Smithsonian Institution, and furthermore, he can have no

ground of either justification or excuse for giving, as he has so

directly done, his approval to his subordinate's gross mis-

representations.








