71st CONGRESS . SN ATE DoCUMENT
a1 o>} SENATE AT

FLATHEAD
POWER DEVELOPMENT

MEMORANDUM
ON THE DEVELOPMENT OF
FLATHEAD RIVER POWER SITES, MONTANA

PRESENTED BY MR. WALSH, OF MONTANA
MAY 23, 1930.—Ordered to be printed with an illustration

UNITED STATES
GOVERNMENT PRINTING OFFICE
WASHINGTON: 1930




PREPARED BY
J. HENRY SCATTERGOOD

ASSISTANT COMMISSIONER

THE BUREAU OF INDIAN AFFAIRS



FLATHEAD POWER DEVELOPMENT

DEeceMBER 30, 1929.
Hon. Ray Lyman WILBUR,
Secretary of the Interior.
Hon. FeperaL Power CoMMIssION.

GENTLEMEN: You have before vou for consideration applications
for the development of Flathead River power sites, Montana, from
(1) Rocky Mountain Power Co., of Montana, application No. 5; (2)
Walter H. Wheeler, of Minneapolis, Minn., application No. 868.

Hearings upon these applications were held before the full commis-
sion beginning October 28, 1929, and lasting 11 days. The record
covers 2,295 pages.

SPECIAL LEGAL PROVISIONS RELATING TO FLATHEAD

TUnder the act of March 7, 1928 (45 Stat. 212-213), provision 1s
made—
That the Federal Power Commission is authorized in accordance with the Federal -
water power act, and upon terms satisfactory to the Secretary of the Interior, to
issue a permit or permits or a license or licenses for the use, for the development
of power or power sites on the Flathead Reservation and of water rights reserved
or appropriated for the irrigation projects.

And 1t is—

Provided further, That the rentals from such licenses for the use of Indian lands
shall be paid to the Indians of said reservation as a tribe, which money shall be
deposited in the Treasury of the United States to the credit of said Indians and
to draw interest at the rate of 4 per cent.

It has also been enacted in the act of March 4, 1929, that—

The Federal Power Commission in issuing any permits or licenses for the devel-
opment of power or power sites on the Flathead Indian Reservation in the State
of Montana, as authorized by the act of March 7, 1928, is hereby authorized and
directed to waive payment of the usual administrative fees or commissions charged
under existing laws relating to or under regulations of said Federal Power Com-
mission in the issuance of any such permits or licenses.

Thus in the case of the Flathead River power development on the
Flathead Indian Reservation, Congress has made two unique pro-
visions in addition to the general application of the Federal water
power act. These are (1) that the permits or licenses shall be ‘“upon
terms satisfactory to the Secretary of the Interior,” and (2) that
the usual fees charged by the Federal Power Commission for admis-
tration and for use of lands shall be waived in favor of the Indians.

GENERAL PROVISION AS TO POWER SITES ON INDIAN RESERVATIONS

Under regulation 14, section 3, of the regulations of the Federal
Power Commission, it is provided that—

When licenses are issued involving the use of tribal lands embraced within
Indian reservations, the commission will fix a reasonable annual charge for the
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2 FLATHEAD POWER DEVELOPMENT

use thereof, basgd upon the commercial value of the land for the most profitable
purpose for which suitable, including power development. The charge shall

commence upon date license is issued.

In order, therefore, to fix the proper rental basis for the use of
Indian lands, it is necessary to determine the value of the power
sites from their earning standpoint for power purposes. This involves
a careful study of (1) the two applicants’ proposals; (2) the actual
earning power of the Montana Power Co. system, guarantor of one

of the applicants; and (3) suggested modifications of the two
applicants’ proposals.

GENERAL DESCRIPTION OF THE FLATHEAD POWER DEVELOPMENT

The Flathead River power sites, five in number, and all within
the Flathead Reservation, are among the most important undeveloped
power sites of the United States. This is because of (1) the existence
of Flathead Lake, a very large natural reservoir which can be very
easily enlarged in capacity, and which will serve as storage for all
five power sites; (2) the relatively low cost of development; (3) the
possible development of Huungry Horse Reservoir upon the head
waters of South Flathead River above Flathead Lake, and which
would increase the potential capacity of all five sites by 50 per cent;
(4) the additional power to be created at the existing Thompson Falls
plant of the Montana Power Co. down the Flathead River below the
five power sites by the immediate increased storage to be created
by the raising of Flathead Lake and the eventual increase of this
by the potential development of Hungry Horse Reservoir. Thus
these Flathead sites form the key to a very large and cheap develop-
ment.

Flathead Lake, southwest of Glacier National Park in north-
western Montana, lies on the western side of the Rocky Mountain
watershed and is 120,000 acres in area. The south half of the lake
is in the Indian reservation. By the building of a dam in the
Flathead River Canyon about 4 miles below the present lake outlet,
a head of 185 feet at site No. 1 can be developed, and the lake level
can thus be raised about 10 feet so as to develop about 1,200,000
acre-feet. By dredging 3 feet from the present lake outlet the
draw-down of the lake can be further increased so as to provide
almost 1,600,000 acre-feet. Both applicants propose to build such a
dam; one proposes also to do as much dredging as will create 1,400,000
acre-feet, giving 6,000 cubic feet per second. As will be shown later,
one applicant estimates an average annual output of 68,000 horse-
power, the other 105,000 horsepower, both of prime power. The
1mmediate proposals concern site No. 1, but the ultimate development
of the other four sites should together involve about as much addi-
tional power as site No. 1, the head for each site being as follows:

Site No. 2, 51 feet, located 5 miles below site No. 1.

Site No. 3, 26 feet, located 12 miles below site No. 1.

Site No. 4, 88 feet, located 39 miles below site:No. 1.

Site No. 5, 17 feet, located 43 miles below site No. 1.

This would be based on Flathead storage alone and would be
increased 50 per cent with Hungry Horse in addition.
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THE APPLICANTS

Two present applicants under your consideration are:

(1) Rocky Mountain Power Co., a subsidiary of the Montana
Power Co. and guaranteed by the latter. The Montana Power Co.
is a very large and powerful company with capital of nearly $100,-
000,000 and with a long record of great success. It now operates
nine hydro plants with total installed capacity of 327,750 horsepower,
and a further capacity will shortly be completed of 60,000 horse-
power. It described itself in the hearings as in urgent need of imme-
diate further development to provide for its present service to the
public and its constant growth. It was stated that by the time
Flathead site No. 1 could be built its systemm could immediately
absorb at least 50,000 horsepower. Mr. Kerr also indicated (p. 1141)
that “for a short period, perhaps a year or so, we might be able to
dispose of 30,000 horsepower to the West.” This company has
been an applicant for the Flathead power site since 1920 when the
Federal water power act was passed. It is anxious immediately to
fully develop site No. 1 by the installation of 150,000 horsepower.

The Montana Power Co. would, if granted the license, merge the
Fiathead power into its general system, and would connect it up so
that not only all of its plants west (including Flathead) as well as
east of the Rocky Mountains (p. 457) would be connected up to-
gether, but also they would be tied in with its allied companies to the
west (p. 1350), namely, Washington Water Power Co., Pacific Power.
& Light Co., and also further west with Puget Sound Power & Light
Co., a Stone & Webster Co. The first two, like the Montana Power
Co. itself, are parts of the American Power & Light Co., which in turn
forms one of the Electric Bond & Share Co. groups. The Montana
Power Co. has offered a yearly rental to the Indians of $1 per measured
horsepower.

(2) Walter H. Wheeler, of Minneapolis. Mr. Wheeler is a civil .
engineer of good standing and with an excellent record of accomplish-
ment. He has been interested in the Flathead power development
since 1927 and proposes to develop through a corporation to be formed
all five sites through the sale of very cheap power, viz, at $15 per
horsepower-year to new industries to be attracted there. These
would be chiefly fertilizer and electrochemical plants which would
use raw materials to be found in Montana and neighboring States.
The sale of power to other than industrial plants would be only of
secondary consideration in Mr. Wheeler’s plans, although he would
be prepared to sell wholesaie to other power companies at the same
rate. He expects that the industries would locate in close proximity
to Flathead and that they would bring largely increased population,
enlarged markets, and other material advantages to the neighborhood.
Mr. Wheeler’s plan, if successful, would also introduce new industries
in competition with the Anaconda Copper Co. interests, which latter
have always been very closely allied with the Montana Power Co.
Mr. Wheeler expects, if granted the license, to be able to market the
power from and also to finance the construction of not only site No. 1
at Flathead but also the other four sites by the attraction of new
industries through his low-cost power offers. He claims this plan
would call for & much higher load factor than the other applicant; in
fact, he expects a continuous demand for all the prime power possible
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to be delivered, and he estimates a much higher capacity for the
Flathead development than the other applicant.

In point of time, if granted the preliminary permit, Mr. Wheeler
hopes to proceed immediately to sign up parties to take the power
and also to close with banking interests to finance the proposition.
He would simultaneously complete preliminary borings and then
proceed with construction work. It will, of course, not be possible
for Mr. Wheeler to get the plant at site No. 1 in operation at as early -
a date as the Rocky Mountain Power Co. can even if all of his plans
materialize, because that company has already made its preliminary
borings and is ready now to do actual construction work. MTr.
Wheeler has made an agreement with the Indians to pay an annual
rental of $1.12} per measured horsepower.

The Indian Bureau is limiting this memorandum regarding the two
applications to an analysis of their power features and to necessary
regulatory provisions for proper control in their relation to the ques-
tion of rentals for the Indian power sites. No attempt is here made
to consider the feasibility of the plans of either applicant for marketing
the power or their respective ability to finance their proposals. For
purposes of comparison these factors are here assumed. Nor is any
effort here made to analyze the possibility or probability of applicant
Wheeler’s fertilizer and electrochemical industrial demands. It is
our understanding that Government experts in these fields are being
consulted on these subjects.

IMMEDIATE NEED OF MONTANA POWER CO. FOR ADDED CATACITY AND
ITS CONSEQUENT ANXIETY TO LEASE THE FLATHEAD SITE

There is one feature, however, which was stressed in the hearings,
and being of large public interest in Montana, should be mentioned.
This is the immediate need for a large amount of added capacity of
the Montana Power Co. system. Mr. Kerr, its vice president, stated
that because of the dry season last summer the company’s reservoirs
were at present very low and that a shut down this winter of some of
their capacity seemed inevitable. Since the hearings this has actually
resulted and already 40,000 horsepower has shut down. But it has
not been only the water shortage that was the cause; even more of a
factor was the fact that the company’s load has outgrown its produc-
tion capacity, as is also shown by the high utilization factor of 103
per centin 1928. The company must immediately have another plant
to render its service to the public. Being for a long time one of the
applicants for the Flathead site, and waiting for the matter to be
brought to a decision, it has not seen fit to make other present plans.
In fact, from what Mr. Kerr represents, it would appear that it
would be almost impracticable for the company to obtain from any
other site than Flathead the amount of new power development that
it must have as fast as construction can take place. Their other sites
that are undeveloped are much smaller units and less desirable, and
to fill the immediate and early future requirements more than one

“development would no doubt have to be made. As the Flathead is a
cheaper as well as a larger site, it is naturally to their interests to de-
velop that first. Mr. Kerr stated in regard to Flathead (p. 469): “It
is the next logical one to be added to the present system.” He then
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was asked by Secretary Wilbur: “Is it the most economical one to
add?” and replied, “I think so, Mr. Secretary. The first cost of the
plant is low, and it has a little disadvantage in transmission. But
that is pretty much the case with what power is left, although thereis a
large amount of power left.” The undeveloped power sites controlled
by the Montana Power Co., and to which Mr. Kerr was referring, were
shown later to be the following (pp. 1044-1047):

Horsepower

Site C, Great Falls_ __ _ _ _ _ __ . 40, 000
Canyon Fen1y enlargement_ . ________________________________.___.. 40, 000
Canyon Ferry affecting other plants_______________________________ 13, 000
Fish Creek - _ _ _ . o i__ 24, 000
Snake River e 40, 000
Total . _ e 157, 000

As stated, none of these are as desirable as Flathead, and none of
them appear to be able to produce as much added capacity as the
company immediately needs, nor to approach the capacity of even
site No. 1 at Flathead, not to speak of the future ahead in the other
four sites, should these be also obtainable. Mr. Kerr also stated (p.
1070) that Flathead ‘“is the cheapest power at the power house.”

The Canyon Ferry ‘‘redevelopment” was represented by Mr.
Kerr (p. 1070) as “very close to the same cost (as Flathead), and far
better located because it is in the center of the system.” But thus
to redevelop Canyon Ferry would first involve providing other capac-
ity while it is out of commission during rebuilding, which Mr. Kerr
stated (p. 479) could not be done. “We could not shut it (Canyon
Ferry) down even if we wanted to, because we have got to have
every kilowatt we can get, and we can not rebuild that plant or build
another one.”” He later repeated (p. 1155) that he ‘“did not think it
would be a wise move. We can’t afford to tear it down (Canyon,
Ferry); but we have got to start something new.” Even this plan
he said (p. 1056) would only provide “five-eighths’’ of the capacity of
Flathead. The shortage of present power for the system was stressed
many times. (See pp. 460, 461, 466, 1567.) It is also to be noted
that at Canyon Ferry a yearly charge must be paid to the Forest
Service (p. 1136) for water stored in Hebgen Reservoir.

It is very clear, therefore, that the Montana Power Co., is very
anxious that its next and immediate development should be at
Flathead through its subsidiary, the Rocky Mountain Power Co.
This is further shown by Mr. Kerr’s expressed anxiety that if his
company should be granted the license prompt decision should be
made so that the work of enlarging the Newell Tunnel can be started
in January, 1930, in order thereby to deflect the Flathead River in
the low water season of 1930 and thus save a year’s time in the
construction of the dam and thus of the whole proposition. He
stated that his company has a large construction gang that he could
immediately start upon this work. So far as site No. 1 is con-
cerned, there was no evidence to indicate that the Montana Power Co.
does not need it, and is merely attempting to control it and “sit on it”’
;vltglciut using it. The use of the other four sites is further referred

o below.
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FLATHEAD IS FIRST IMPORTANT POWER SITE ON INDIAN LANDS

The Flathead power development is the first important one upon
an Indian reservation wherein power is the controlling factor. In the
Coolidge Dam in Arizona power has, of course, been developed, but
there it was only as an incidental factor in connection with a great
irrigation and reclamation project. This Flathead case is therefore
of great importance to the Indians in establishing principles. It has
- attracted wide attention, and at the hearings two United States
Senators and two Congressmen addressed the commission. The
Federal Power Commission itself is newly constituted and it has a new
executive secretary and new general counsel. Accordingly it would
seem unusually appropriate that special care be taken to develop the
factors for regulation under the Federal water power act and upon
terms satisfactory to the Secretary of the Interior, and for the prepa-
ration of a model lease.

In an ordinary power site lease under the Federal water power act
there would be only two parties having an interest in the financial
results of operating, viz, the successful licensee and the general con-
suming public. In such a case the power site is either purchased out-
right by the licensee, and its cost made a part of the developmental
cost of the project, or if on Government lands other than Indian, the
title to the site remains vested in the United States Government, and
. the site is leased for 50 years for the nominal fees charged by the
Government by way of rental. In this latter case the licensee is
saved the necessity of using any capital in the securing of the site.

In the case of a power development upon Indian lands, the title
to the site also remains vested in the United States Government but
in trust for the Indian tribe, and the site is rented for the 50-year
period of the lease to the licensee. Thus the licensee is here also
saved the necessity of using any capital in the acquiring of the site,
and in lieu thereof pays an annual rental to the Government for the
benefit of the Indians. Thus in an ordinary Indian case there are
three interests to be adjusted, viz, the successful licensee, the United
States for the Indian tribe, and the general consuming public.

In the particular case of the Flathead there is a fourth interest,
viz., a special part of the consuming public consisting of (1) individual
Indian land holders and (2) white settlers who have bought Indian
lands, which two groups together comprise the Flathéad irrigation
project. It is this irrigation project that is referred to in the legis-
lation already referred to. Thus in the case of Flathead, the Fed-
eral Power Commission and the Secretary of the Interior are called
upon to make an adjustment between four interests, viz, (a) the
successful licensee, which is, of course, entitled to the usual return of
8 per cent under the practice of the Montana Public Service Com-
mission; (b) the Indian tribe, which is entitled to a fair rental for
the use of the power sites; (c) the particular part of the public form-
ing the irrigation project, and to which certain low rates for power
up to 15,000 horsepower have been promised by one applicant as
further explained below; (d) the general consuming public.
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CORPORATE SET-UP AND COMMISSION REGULATION

Under the Wheeler set-up, there will be a very simple plan of
incorporation and of Federal and State commissions’ regulation.
Applicant Wheeler proposes to have one corporation which will be
the licensee of the Federal Power Commission. Its securities are
to be issued for actual values only and there is to be no bonus
stock. It will be directly subject in its engineering and account-
ing features to the Federal Power Commission. Its rates made
to consumers will, of course, have to be filed with the Montana Public
Service Commission.

In the case of applicant, Rocky Mountain Power Co., however,
the situation involves two corporations and is more complicated.
There will be the Rocky Mountain Power Co., which will be the
holder of the Federal license and which will be the generating com-
pany. There will also be the Montana Power Co., of which the
Rocky Mountain Power Co. will be a controlled subsidiary. The
latter’s financing and performance are guaranteed by the former.
The Montana Power Co. will buy the current (except 15,000 horse-
power reserved by the United States as explained below) from the
Rocky Mountain Power Co., presumably at the latter’s plant, and
will transmit and sell same to its consumers. The Rocky Mountain
Power Co. will, as stated, hold the Federal license and be account-
able to the Federal Power Commission. The Montana Power Co.
will be subject to the regulations of the Montana Public Service
Commission, as will also the Rocky Mountain Power Co.

It is suggested that the regulation of these two interlocking corpo-
rations be accomplished, and the conditions herein stated be appro-
?rlilately set forth in the license, if granted to this applicant, as
ollows:

(1) That the Rocky Mountain Power Co. be required to continue its
separate existence under the regulations of the Federal Power Com-
mission, and that it shall not be allowed to merge with any other
corporation without the approval of the Federal Power Commission.

(2) That the securities of the Rocky Mountain Power Co. be
issuable only under regulation of the Federal Power Commission.
The Montana State law does not give to the Montana Public Service
Commission jurisdiction over the issuance of securities. Hence, the
Federal Power Commission upon its own motion can and should
properly assume said jurisdiction over these security issues.

(3) That the legitimate investment in the project including pre-
license costs of Rocky Mountain Power Co. as determined by the
Federal Power Commission under the law and its regulations, shall
be accepted as the base upon which return of said Rocky Mountain
Power Co. is to be calculated, and that the license shall so provide.

. (4) That said return allowed Rocky Mountain Power Co. shall be
limited to the percentage allowed from time to time by the Montana
Public Service Commission in its regulation of public utility com-
panies. At present this is 8 per cent.

(5) That to accomplish this limitation of return a suitable con-
tract be required between Rocky Mountain Power Co., the seller of
the electricity, and Montana Power Co., the buyer of same. Said
contract to be satisfactory to the Federal Power Commission and to
be filed by said companies for approval by Montana Public Service
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Commission. Said contract to arrange for fixing from year to year
or as may be satisfactory to the Federal Power Commission the inter-
company price of electricity but always at a price sufficient and only
sufficient to cover the Rocky Mountain Power Co.’s expenses, over-
head, repairs, taxes, insurance, depreciation and obsolescence, amor-
tization, rentals to Indians, and a reasonable return. Said contracts
also to provide that all electric current generated by Rocky Mountain
Power Co. shall be sold to and bought by the Montana Power Co.
with the exception of a maximum of 15,000 horsepower as may be
required, to be reserved for sale to the United States Government for
account of the Flathead irrigation district in its various parts, as more
fully described below.

(6) That all of the common stock to be issued by Rocky Mountain
Power Co. be subscribed for by Montana Power Co. and be retained
by same unless and until authorized by Federal Power Commission to
sell same.

(7) That voting power in the Rocky Mountain Power Co.’s securi-
ties be limited to its common stock, all of which will be held as above
provided in the ownership of Montana Power Co.

It may be said that this plan is substantially in accordance with
the precedent of the Conowingo case in its regulation by the Fed-
eral Power Commission and the State commissions concerned: The
above arrangement will put full control in the hands of the parent
company, where it belongs. It will also provide under regulation
by the Federal Power Commission a full return (at present of 8
per cent) on the Rocky Mountain Power Co.’s actual investment
after payment of all expenses and rentals to the Indians. And it will
bring to the Montana Power Co., under regulation by the Montana
Public Service Commission, all of the revenues obtained by it from the
resale of the electricity which will be sold to it, as generated by the
Rocky Mountain Power Co.

(8) That any and all contracts of Montana Power Co. with
Electric Bond & Share Co. or others for management and supervision
of its affairs, or for construction, which involve the Rocky Mountain
Power Co. and the Flathead project shall be subject to review and
approval of the State and Federal commission. This is a very
important feature of regulation at the present time, and it is one to
which the State commissions pay very little attention. It is possible,
under present conditions, for a large part of the revenues of a public
utility controlled by a holding company to be diverted directly or
indirectly to the controlling company or its affiliated concerns through
the payments of fees, commissions, refunds of expenses, reimburse-
ment for salaries, payments of overheads, etc. )

(9) That bearing in mind the special powers vested by law in the
Secretary of the Interior in this case, provision should be made for the
complete amortization of the entire development cost within the 50-
year period of the lease. This can readily be done by the requirement
and allowance as an annual operating expense of a charge of 0.6 per
cent to be used annually either (1) to create a sinking fund for the
purchase and keeping alive the securities of the licensee until fully
redeemed, or (2) to build up an amortization fund to be annually
invested and kept invested. This amount of 0.6 per cent will be
large enough to pay off the whole investment at the end of the 50-year
lease if annually invested at about 4% per cent or better. This would
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enable the project in addition to the annual rental to the Indians to
pay itself off during the lease and to be turned over to the Government
for the Indians as a going concern, to be at that time retained or
released as may seem best.

SUGGESTED METHOD FOR FIXING RATE OF INDIAN RENTALS WHICH ARE
FIRST SET UP FOR 20 YEARS WITH REVISIONS THEREAFTER EVERY 10
YEARS

Under section 6 of regulation 14 of the Federal Power Commission
it is provided that Indian rentals “may be readjusted at the end of
20 vears after the beginning of operation and at periods of not less
than 10 vears thereafter in a manner to be prescribed ia each license.”
This regulation thus calls for a prescription for calculating the Indian
reatal. The Indian Bureau accordingly submits in this memoran-
dum a suggested pro forma method of making this calculation to be
used (1) in fixing the original rental for the first 20-vear period; (2)
for later readjustments; (3) for each additional Flathead site as ard
when developed.

The suggested method consists of determining (1) the estimated
and later the actual average annual generating cost, including retury
but excluding rental per horsepower year; (2) the fixing by the
Federal Power Commission of a fair wholesale bus bar price for the
current generated at each Flathead site. In the case of Wheeler
application, the applicant himself has proposed the single price of
$15, which it would seem in justice to the value of the site and the
interests of the Indian could not be made lower. In the case of the
application of the Rocky Mountain Power Co., the commission would
have to determine in the ligcht of all the circumstances what would
be a fair wholesale intercompany price at the bus bar of each site,
of electricity generated and sold by Rocky Mountain Power Co. to
its parent company, Moatana Power Co. (3) The difference
between the annual average ge.aerating cost so found and the inter-
company price so determined represents the economic rental value
of the site, and should be divided between the Indians and the
general public in proportion to their respective interests. This pro
forma method of calculation would thus fix the rate of rental for the
period of the lease in question. The amount of rental based upon
this rate will then be calculated and paid to the United States for the
account of -the Indian tribe under accounting supervision of the
Federal Power Commission, said amounts to be found by using this
rate upon the monthly measured kilowatt-hours generated at each
plant. We suggest that payments of rentals should be made prefer-
ably monthly, but certainly at least quarterly.

PRO FORMA METHOD OF FINDING ANNUAL GENERATING COST

To determine item (1) above of fair annual average generating
cost. the method suggested is set out in the accompanying compara-
tive table marked ‘Flathead Power Applications—Analysis of Power
Features for Site No. 1.”” (See table following p. 48.) In this table
are set out in parallel columns: (1) The estimates of the two appli-
cants: (2) the actual showing for the year 1926 of the Montana Power
Co., as taken from its report to Federal Power Commission; (3) Indian
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Bureau adaptations, as explained below, of the two applicants’ set-ups,
In each column are stated the following factors which are involved:
I. The factors affecting power capacity:
(1) Water flow and storage.
(2) Lake levels.
(3) Head.
(4) Efficiency factor.
(6) Utilization factor.
(6) Result in power capacity.
(7) Installation.
1I. Development costs:
(1) Direct expenses.
(2) Overhead expenses.
(3) Interest during construction.
(4) Financing cost.
(5) Development cost.
(6) Newell Tunnel.
(7) Dredging.
(8) Development cost per horsepower.
III. Annual generating costs:
(1) Operating expenses.
{2) Overhead expenses.
(3) Repairs.
(4) Taxes, insurance, etc.
(5) Depreciation and obsolescence.
(6) Amortization. .
(7) Return and excess earnings.
(8) Annual generating costs per horsepower-year, including 8
per cent return at Flathead.
We will now briefly discuss these in order, and will refer in each
factor to the two applicants’ proposals.

I. Facrors ArrectiNG Powkr CapaciTy

By way of preliminary explanation, the Federal Power Commission
defines average output of prime power (see line 7 of table) as ‘“ power
capacity.”” Regulation 1, Section 15, reads: “The ‘power capacity’
of a project means the continued product of—

“A. The factor 0.08.

“B. The average static head in feet; and :

“(. The water supply in cubic feet per second and not in excess of
the hydraulic capacity of the approved project works, estimated to be
available from natural flow or from storage, or from both, for 90 per
cent of the time.” .

(1) Water flow and storage—The Geological Survey and Federal
Power Commission surveys have completely covered this subject and
repetition here would be useless.  Suffice it to say here that the flow of
Flathead River out of Flathead Lake for the years 1908 to 1924 was—

Cubic feet
per second
Minimum discharge . _ . e 1, 360
Average discharge . oo 11, 460
Maximum disecharge oo 7(5, l}OO
90 per cent of time discharge._ .- -l 2, 550

1 The factor 0.08 represents the horsepower at 70 per cent efficiency of 1 cubic foot of water per secoud falling
through a head of one foot.
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Flathead Lake has an area of 1,200,000 acres. Its elevation ranges
from 2,882 to upwards of 2,893 feet above sea level. At levels above
2,895 prohibitive damages to farms at the head of the lake would
be occasioned, so that the engineers are not calculating upon the high
level of the lake being above this point. On the other hand the low
level could be reduced to 2,875 feet by dredging down the outlet of the
lake. Very strong protests were presented by the town of Polson and
others against dredging below 2,880. The possible range of draw
down would seem, therefore, to be limited to 13 feet. Various
studies of storage acreage have been made. Between 2,883 and 2,893,
the range proposed by Rocky Mountain Power Co., these show:

Acre-feet
By using Columbia River Board table. ... _______._______________ 1, 243, 000
By Rocky Mountain Power applieant_______ .. _____ 1, 160, 000
By study of Federal Power Commission engineer._....____________ 1, 205, 000

The capacity between 2,880 and 2,893 feet is 1,582,000 acre-feet
as calculated by the Federal Power Commission’s engineer, and
1,600,000 acre-feet as per Columbia River Board.

Applicant Rocky Mountain Power Co. calculates that the draw
down of 10 feet between 2,883 and 2,893 levels will supply 5,400 cubic
feet per second flow 90 per cent of the time. Applicant Wheeler
proposes to dredge the outlet of the lake to 2,882 which he calculates
will supply 6,000 cubic feet per second 90 per cent of the time. He
estimates this dredging will cost $100,000.

During the hearings much discussion was had as to possible dam-
ages of various kinds at the head of the lake, especially those caused
by floods in the upper river causing the lake to rise above the
2,893-foot level. It was shown that this difficulty could be largely
obviated by enlarging the lake outlet by dredging, so as to enable the
carrying off of the floods faster than can now be done with the outlet
as it is, This important reason, together with the development of
greater storage in accordance with the conservation principle of
developing all power possible, would seem to be of such paramount
consideration as to demand that dredging be done. This could be
made a condition of the license to be done at the beginning or later.
In either case it seems to the Indian Bureau so certain that dredging
will be done that in calculating for the period of 20 years it feels safe
1n assuming a flow of 6,000 cubic feet per second as a minimum for
90 per cent of the time. Tt is to be noted that if the full draw down
of 13 feet were thus to be made available the 1,600,000 acre-feet
storage would create 6,400 cubic feet per second. Applicant Wheeler
proposes to dredge for only 11 feet draw down, creating 6,000 cubic
feet per second, and this basis seems conservative for the Indian rental
calculation.

Rerision.—The above was written before the determinations of the
Federal Power Commission as to lake levels and estimated flow
became available to the Indian Bureau on January 3, 1930. Accord-
ingly it became necessary thereafter to revise this figure of 6,000 cubie
feet per second to 5,440 cubic feet per second and to revise in accord-
ance therewith the resulting calculations in this memorandum.
This figure of 5,440 cubic feet per second arises from an expected
storage of 1,200,000 acre-feet. However, the commission proposes
at this time to guarantee only 1,100,000 acre-feet of storage using 10
feet of storage somewhere between levels 2,880 and 2,893. This
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cautionary procedure seems necessary until experience will later show
(1) the amount of dredging needed and possible and its results, (2) the
water levels in the lands at the head of the lake, (3) the effects of
floods on the lands at the head of the lake.

(2) Lake levels and dredging.—These have already been covered
under (1).

(3) Head and dam.—Both applicants propose to build a dam about
4 miles down Flathead Canyon below the outlet of Flathead Lake.
This is known as site No. 1 or “Newell”’ site, the latter because it is
here that the Newell Tunnel was cut in 1911 by the Government to
provide a small power development for pumping for the Flathead
irrigation project. The static head to be produced at this site will
be 185 feet. This ficure has been used by Rocky Mountain Power
Co. Wheeler uses effective head of 175 feet in his calculations. In
Indian Bureau calculations 185-feet static head is used in accordance
with the commission’s formula.

In the plans of the Rocky Mountain Power Co., the dam will
be constructed so that the top will be at elevation 2,875, with 18 feet
of flashboards to bring the level up to 2,893.

(4) Over-all efficiency factor.—This represents the actual as compared
to theoretically perfect output of water wheels and electric machinery.
It covers losses in water regulation, entrance losses, conduit losses,
gate losses, penstock losses; generator losses, and transformer losses.
The formula used by the Federal Power Commission for its calculation
of power capacity is based on 70 per cent efficiency with 100 per cent
utilization factor. It was admitted by the engineer of Rocky Moun-
tain Power Co. (pp. 1619 and 1624) that this basis is conservative.
It is the basis used for calculating the Government fees, and is lower
than is generally obtainable and obtained in power projects. A good
deal of discussion took place in the hearings over efficiency factor
and utilization factor, and their consequent effect on power capacity.
The Rocky Mountain Power Co.’s estimate is admittedly conserva-
tive in both these regards, while Wheeler predicts very high figures for
both factors. The former claimed only 70 per cent efficiency and
85 per cent utilization, or a total of 59% per cent; while the latter
predicted 87% per cent efficiency and 100 per cent utilization, or a
total of 87% per cent. These small claims of the Rocky Mountain
Power Co. were in the face of repeated statements that it would be
in a position not only to do as well as any other developer of the site
(pp. 345, 1331) and use every kilowatt-hour that could be developed
(pp. 477, 1146, 1154), but also that it could make even better use of it
than could an independent applicant. This would be because of the
diversification of its own existing system (p. 1350) with which it
would be hooked up, and also because qf some of it being east and
some of it being west of the Rockies w1th.d1ﬁ'er1ng I‘UIITOﬂ" periods
(pp. 475, 452, 458, 148); and also because it would be tied in with
Washington Water Power Co. and Pacific Power & Light Co., its
allied companies, as well as Puget Sound Power & Light Co. of
Seattle, all to the west with their still further different periods of
run-off. Because of the combining of these ““pots” of power it was
claimed that every possible use of the site could be better developed
than otherwise (p. 1352). . ) ]

In the lengthy discussions of over-all efficiency in the hearings,
several cases were cited of high efficiency up to 88 per cent. MTr.
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Cochrane said the Montana Power Co.’s Volta plant, built in 1915,
has 74 per cent efficiency and that new machinery would be about 2
per cent higher (p. 1504). No one will know better than the Executive
Secretary of the Federal Power Commission, Mr. Bonner, about
efficiency factors of varous plants. His own recently published book
on “Water Powers of California’’ shows an average of plants in that
State, similar in general characteristics to flathead, of 77 per cent.
In this and in the utilization factor, the Indian Bureau is desirous of
being safe and conservative in any proposals that it makes for the
calculation of the Indian rentals. Accordingly, it feels safe in sug-
gesting 77 per cent for the over-all efficiency factor for this calculation,
believing that this figure will certainly be exceeded in the average
during the first 20 years of flathead operation. (See also page 1505
for Mr. Bonner’s discussion of these factors.)

(5) Utilization factor.—This factor indicates the amount of water
actually used related to the water available; in other words, a ratio
between output and prime power. Applicant Wheeler claims that
the kind of load that he will have in large plants with continuous
demand will enable him to use all the available water up to {Le prime
capacity and thus have a utilization factor of 100 per cent. In
addition, he expects to dispose of some secondary power prcduced
at periods of excess water flow. Rccky Mourtein Power Co. on the
other hand presents a utilizaticn factor of 85 per cent, which Mr.
Cochrane, the chief engineer, explained as the average cf the past 10
vears plus 5 per cent for the diversification feature produced by the
different run-off times west and east of the Rocky Mcurteirs (p. 1578).
Mr. Cochrane claimed a low percentage of use of plant capacity in
order to allow for times when their plant capacity would be ahead of
their market. As the market increases it catches up to the plant
capacity (prime) and may even exceed it as was the case in 1928.
On page 1706 the actual figures of the Montana Power Co. for the
last 10 years were represented as follows:

: | Ttiliza- : Utiliza-
. ! Prime | Average h - Prime | Average f
Year ' power | load [;::?,gr Year power load r;tg:gr

! Kilowatts | Kilowatts| Per cent Kilowatts| Kilowatts| Per cent
1919, .. [ 156, 600 98, 000 163 136,600 | 128,000 82
. - 156,600 | 123,000 178 163,100 | 140, 000 86
- 156, 600 65, 000 42 163,100 | 156, 000 96
-l 156,600 | 110,000 70 185,100 | 156, 000 89
: 156, 600 | 128, 000 82 175,300 | 181,000 2103

1 Dry year. 2 Wet year.

Mr. Kerr, in speaking of the steady growth of the Montana Power
Co. system, said ‘“‘and it seems now that it makes no difference
whether we get 10 per cent business, 20 per cent business, or 40 per
cent business, it all gets back to the power houses; and the load factor
year by year is growing higher and higher, meaning the more com-
plete use of the equipment.”

In view of this unusually uniform load of the Montana Power Co.
system and this steady growth, it would seem conservative to
take the average of the utilization factors for the last five years,
namely, 91 per cent, as a proper figure for vse in calculating the
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Indian rental, and not go back 10 years which includes the very low
yvear 1921 with 42 per cent utilization factor. That this figure of 91
per cent is very conservative is shown by the fact that the 5 per cent
additional factor used by Mr. Cochrane for diversification feature
might also be added for Flathead but is not included.

A further proof of conservatism in the suggested use of efficiency
and utilization factors of 77 per cent and 91 per cent, respectively, is
found in the fact that their combined effect is to give an efficiency
of 70.07 per cent as compared with the admittedly conservative basis
of 70 per cent used in the formula of the Federal Power Commission.

(6) Resulting power capacity.—Using the above factors as per the
commission’s formula, we have:

Estimates as submitted As adjusted above
Kilowatt- Kilowatt-
lgg:f;f Kilowatts hours Hg‘}"’s&- Kilowatts| hours
generated 3 generated

Rocky Mountain Power Co.

68, 000 51,000 | ! 446,000,000 | 280, 500 60,375 | 528, 885, 000
Wheeler.

105,000 | 78,750 | 689,000,000 |3 105,000 | 78,750 | 689, 000, 000
__________________________________ 295,000 | 71,250 | 624,000,000

1 Basis of 5,400 cubic feet of water.
¢ Revised basis of 5,440 cubic feet of water.
> Basis of 6,000 cubic feet of water.

For comparison the actual figures for the Montana Power Co.
system for 1926, 1927, and 1928 are also added:

Horsepower | Kilowatts Kﬂgoevlgg;.;-t};gurs

Montana Power Co.:
1926 217, 400 163, 100 1, 375, 208, 770
217,400 163, 100 1,362, 157,457
_‘ 223,700 175,300 1, 584, 078, 104

(7) Installation.—The Rocky Mountain Power Co. proposes to
install three units of 50,000 horsepower each, making a total of
150,000 horsepower. It will also provide space and tunnel capacity
for a fourth unit of 50,000 horsepower for possible further use of
water flow. (See p. 1322.)

Wheeler proposes the same total installation of 150,000 horsepower,
but in four units. '

Figuring power capacity, that is, average power as calculated
above to installed capacity, the ratios are:

Esti- As
mates | adjusted
Per cent | Per cent
Rocky Mountain POWer CO. ..o ccoeiiemmammmmem oo 3 39

Wheeler__....._......._. 70
Montana system

1 Actual.
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I1I. DEveLopmeENT CosTs

The applicants’ estimates are as follows:

Rocky
Mountain Wheeler
Power
Preliminary surveys and drilling $40, 000 $50, 000
Roads and railroad. 210, 000
Camp and equipme: , 000

Construction plant.
Cofferdams. .......
River diversion..

Pressure tunmnels___.__________
Tailrace and widening channels.
Tunnel and trash racks......._.
Power house.._._....
Hydraulic machinery
Electrical machinery___________.____
Miscellaneous power-house equipmen
Newell Tunnel purchase
Dredging lake outlet_
Land and drainages, e
General expenses of construc
Engineering and contingencies
Overhead expenses. .-
Insurance, ete.._... o 3
Contractor’s Profit - - e | 300. 000

1 000
|
Interest during conStruCHON .- .. ooooioooeeeeoooe | 15600 1, 000, 000
Cost of finaneing___.__._.. i

“Development cost”’

(1) Direct expenses of development.—The direct estimates of the two
applicants are thus seen to be remarkably close together on the
direct expenses of development and do not call for comment here.

(2) Overhead expenses, including cost of financing.—Both applicants
appear to have figured liberally for overhead, especially Wheeler.
In the case of Rocky Mountain Power Co. the figure of $775,700 is
more than 13 per cent of the actual construction items. No doubt
this includes contractor’s profit, not mentioned separately, and per-
haps also some additional prelicense costs bevond the $40,000 for
preliminary survey and borings aslisted. Wheeler’sfigure of $1,250,000
1s nearly 22 per cent of actual construction items, and taken in con-
Junction with his high cost of interest during construction of 14 per
cent and his cost of financing of 11 per cent (which through its high
credit the other applicant is saved), he has total overhead of $3,123,180
on top of direct construction costs of $5,688,650, nearly 55 per cent.
If these figures are not overestimates, this heavy loading on the
development cost will handicap Wheeler as contrasted with the Rocky
Mountain Power Co.’s cost as corrected below to the extent of about
$12 per horsepower capacity, assuming Wheeler’s output for both in
order to make the comparison. This would be reflected in an annual
handicap of about $1.70 per horsepower per year, assuming other
factors the same for both applicants. On the reasonable assumption
that the two applicants, in spite of their respective claims, can develop
about the same output at about the same costs, this loss of.$1.70
per horsepower per vear would be very serious if it should result in
the diminishing the Indian rental by even one-half of such an amount.

115134—S. Doe. 153, 71-2——2
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In this_connection attention may be called to the agreement
between Wheeler and the Flathead Indian Tribal Council (see
Wheeler Exhibit 3) made in December, 1927, in which that council
agreed to accept Wheeler’s offer of $1.12% per developed horsepower.
This agreement has of course no standing in law, because the Secretary
of the Interior alone has the legal right to bind the Government in
its trust for these Indians. Naturally the Indians have never been
then or now in a position to analyze the actual earnings of their
power sites, and it would manifestly be unfair to them and to their
mnterests for the Secretary now either to confirm on their behalf the
.bargain they themselves made two years ago, or to fail to take into
consideration the above-mentioned handicap in annual power cost.
This disadvantage of Wheeler will thus have to be weighed against
the advantages that Wheeler’s plan, if successful, would bring to the
Indians in added opportunities for remunerative employment in the
new industries to be established on or near their reservation, improved
market for their products, etc.

It is to Wheeler’s disadvantage that his amount of actual invest-
ment to be fixed by the commission will be more than $1,250,000
higher than the other applicant’s, and that this will be just that much
more to be amortized during the 50 years’ lease. This factor is
included, however, in the annual cost comparison that follows.

(3) Interest during construction.—Both applicants appear to be
high in their estimates as to interest. The Rocky Mountain Power
Co.’s estimate is $915,600; Wheeler’s, $1,000,000. The usual estimate
for this item is 6 per cent for half the construction period and some
commissions allow four months additional. For three years’ con-
struction period this basis would mean 11 per cent for interest during
construction. The above estimates of the applicants are about
14 per cent. However, the licensee in the final accounting of the
net investinent will be allowed under the commission’s regulations,
all the interest actually paid and no more. We therefore suggest no
modifications.

(4) Financing cost.—(See under (2) overhead expenses, above.)

(5) Development cost.—In the estimated cost of the Rocky Mountain
Power Co. there is an item of $492,100 put down as “Development
cost”” and explained on its Exhibit 10 as follows: ‘“Development cost
is the accumulated deficit below a fair return on the invested capital
up to the time that a fair return begins.” :

This subject was discussed in the hearings (see pp. 1418, 1422-
1428). It was made clear that under the Federal water power act
only expenditures actually made can form a part of the ‘“net invest-
ment” or project cost. As this item is only an estimate of alleged
lag in return on this investment, and is not money paid out, there is
no basis for its ineclusion. Mr. Brown, counsel of the commission
(p. 1428), asked the applicant to submit in its brief its view and
authorities sustaining it, if it had any.

As the brief is silent on the subject, presumably none could be
found. Accordingly, this item is omitted in the adjusted compu-
tation for calculating Indian rental.

(6) Newell Tunnel—The Rocky Mountain Power Co. has offered
(see Flathead irrigation district Exhibit 13, sec. D) to refund the
Government $101,000 for its cost in comstructing the unfinished
Newell Tunnel. The applicant finds it to its advantage to complete
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the small remaining unfinished part of the tunnel, and then to en-
large it and line it for use in the project. The Flathead River will be
deflected through it during construction of the dam according to their
plan. If it were not there already, another tunnel would have to be
built. This tunnel was built by the Government in connection with
the Flathead irrigation project and its cost charged against the project
as reimbursable. If this amount is received by the Government, it
will be credited to the irrigation project.

In Mr. Wheeler's proposals there appears no mention of the
Newell Tunnel or whether he would pay anything for its use.

(7) Dredging—The need of dredging the outlet of Flathead Lake
has already been explained. Mr Wheeler has carefully confirmed
(p. 2169) his original estimate of $100,000, as the cost of doing this
work. The Rocky Mountain Power Co. did not plan to do this
dredging, but stated its willingness to do so if required by the com-
mission (p. 1220, 1325). On the assumption that this dredging will
be done, the estimated cost of $100,000 should, therefore, be added to
the Rocky Mountain estimate and this is done in the adjusted figures
for calculating Indian rental.

(8) Derelopment cost per horsepower.—After thus making the two
adjustments of the Rocky Mountain estimate, viz., eliminating
$492,100 for “development cost,” and adding $100,000 for dredging
%he outlet of the lake, the following are found to be the comparable

gures.

Rocky Mountain Power Co.:

Estimate___ oo 87, 947, 500
Adjusted . 7, 555, 400
Wheeler______ . 8, 611, 830

Dividing these by the respective power capacities, we reach the
conclusion of the development cost at Flathead per horsepower or
kilowatt as follows:

Average Investment cost
prime
Invisotsrtnent power ]
capacity | Per horse- | Per kilo-
horsepower] power watt
Rocky Mountain Power Co.:
Estimate_____ ... ... $7, 947, 500. 00 68, 000 $116.97 $155. 83
Adjusted. .ol 7,553, 400. 00 80, 500 93.85 125.13
‘Wheeler:
Estimate____ . ______ .. 8,811, 830. 00 103, 0600 83.92 111.69
Adjusted (5,440 cubic feet of water) .- _..__._.____ 8, 811, 830. 00 95, 000 | 92.76 123. 68

For comparative purposes, the Montana Power Co. system is
here added. The investment cost figures are taken from the com-
pany’s report for 1926, made to the Federal Power Commission.

Investment cost
Average prime
Investment cost power capacity,
horsepower |Per horsepower| Per kilowatt
Montana Power Co. system:
1927 . $28, 374, 074. 00 2 233, 700.00 $121. 41 $161. 88
1926 o caaoo- 27, 626, 633. 00 3217, 467.00 127.04 169. 39
I

1 Later figures not at hand. iYear 1928. 3 Year 1926.
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I1I. AnNvuaL GENErATING COSTS

(1) Operating expenses.—The Rocky Mountain Power Co. estimates
this item at $63,000 which is 0.8 per cent upon their development
estimate of $7,947,500 and 0.85 per cent upon the adjusted figure of
$7,5655,400. Minor repairs are probably included. Mr. Wheeler fig--
ures his operating expenses at 1% per cent of his development estimate,
making $132,177.45. He also added one-half per cent for repairs,
$44,059.05. These Wheeler figures seem very high when compared
with the actual experience of the Montana Power Co. as given below.

(2) Overhead expenses.—The Rocky Mountain Power Co. esti-
mates this item also at $63,000, which is 0.8 per cent upon their devel-
opment estimate of $7,947,500 and 0.85 per cent upon the adjusted
figure of $7,555,400. Mr. Wheeler figures his overhead expenses at
1 per cent of his development estimate, making $88,118.35, which is
clearly high.

(3) Repairs.—See under (1) above.

(4) Taxes, insurance, etc—The Rocky Mountain Power Co.
estimates thisitem at 2 per cent of their development estimate, making
$158,940. In the adjustment the rate of 2 per cent is retained;
applied to adjusted development estimate it gives $151,080.
Although this is the company’s own rate, it is lower than the rate
for all taxes in the Montana Power Co. system as given below.
Perhaps the explanation is that the company’s practice apportions
to generation, etc., only the property taxes. Its New Jersey corpora-
tion tax, Montana State license tax, and Federal taxes on income,
etc., are not apportioned. In the ficures ysed below, however, Mr.
King, the commission’s accountant, included all taxes, apportioning
them in the same ratios as the company’s apportionment of property
taxes.

Mr. Wheeler estimates his taxes, insurance, etc., at 1% per cent,
making $132,177.45. This probably is too low, in view of the above.

(5) Depreciation, obsolescence—On this item, Rocky Mountain
figures 2 per cent on development estimate, making $158,940. In
the adjustment, the 2 per cent rate is retained; applied to adjusted
development estimate, 1t gives $151,080. There was some discussion
in the hearings upon the proper rate for depreciation, where major
repairs should be charged, etc. Mr. Cochrane, the company’s
engineer, expressed the belief that 2 per cent was about right for an
overall charge for all classes of property. This would include major-
repairs and obsolescence. The rate of 2.07 per cent for generating
plants, including dams, of the Montana Power Co. system was
recommended by their appraisal engineer, Mr. W. J. Hagenah, of
Chicago, as of December 31, 1922. However, the actual amounts
charged annually for depreciation upon the books of the company
have been much smaller round sums; thus the $350,000 for all property
in 1926 was at a rate of about three-fourths of 1 per cent. For further-
details see below under Montana Power Co., actual 1926.

We understand that the Federal Power Commission has not as.
yet determined or adopted a rate for depreciation and obsolescence.
Although the 2 per cent rate seems high, and although it is not in the
public interest, nor to the interest of the Indians, to build up an
unnecessarily large depreciation fund, yet in the absence of further-
information, it seems wise to use the company’s own suggestion of
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2 per cent for the pro forma calculation of the Indian rental. It may
be added, however, that it is to the interest of the Indians that the
property be fully maintained and kept modern in view of the proposal
for amortization within the 50-year period of the lease. The depre-
ciation and obsolescence fund should therefore be large enough to
accomplish this, without furnishing any excuse or justification for
the licensee to let the property run down in the closing years of the
Jease. Any balance remaining in the depreciation fund at the close
of the lease would of course be subject to the regulations of the
comimission.

Mr. Wheeler has estimated 3 per cent for sinking fund, a total of
$264,354.90. This liberally covers depreciation, obsolescence, and
amortization, which latter is referred to more particularly in the
next section. In the adjustment for Indian rental calculation,
Wheeler’s 3 per cent is adjusted and divided between depreciation,
obsolescence at 2 per cent and amortization, 0.6 per cent, reduced from
1 per cent. ‘

(6) Amortization.'—Rocky Mountain Power Co. did not estimate an
item for amortization separate from whatever may have been assign-
able to this from depreciation and obsolescence. Mr. Wheeler, as
stated above, estimated 3 per cent for sinking fund, manifestly
intending to cover amortization.

As already explained above, the Indian Bureau strongly recom-
mends the establishment of an annual operating charge to be set
aside in an amortization fund to be kept invested or to be used as a
sinking fund for the redemption of the licensee’s securities, said
securities then to be kept alive in said sinking fund until all the
securities are fully redeemed. This can be done! in this first Indian
rental case under the special powers vested in the Secretary of the
Interior. And it is especially appropriate in connection with the
plan proposed in this memorandum for corporate set-up and regu-
lation, under which the licensee will be limited to the allowed return
upon the net investment after payment of all operating charges,
depreciation, amortization and rental. Under this plan, it is to be
noted that there will not develop either before or after 20 years,
any “excess of a specified reasonable rate of return upon the actual,
legitimate investment of a licensee,” the disposition of which is
provided for under the water power act and under regulation 17 of
the commission. Under the year-to-year accounting to the Federal
Power Commission, the licensee will be limited to the fair return of
8 per cent through the fixing of the wholesale rate to be charged
to the parent company in the case of applicant Rocky Mountain
Power Co., or to his own wholesale price of $15 to consumers in the
case of applicant Wheeler, either case of course, being subject to the
approval of the Montana Public Service Commission. In the case
of Rocky Mountain Power Co., this approval would be had upon the
approval of the proposed contract between Rocky Mountain Power
Co. and Montana Power Co. as already explained. In the absence
of any possible such excess above fair return, it would therefore
seem appropriate, as stated, that provision for amortization should
thus be made from year to year in lieu of the amortization contem-
plated in the act and the regulations from excess earnings after the
twentieth year.

1 This was later determined not to be legally enforcible,
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By this method assurance is had that the amortization fund will
actually amortize the whole investment cost, and make possible the
turning over of the project as a going concern at the end of the
lease to the Government for the benefit of the Indians. The annual
charge necessary to accomplish this is only 0.6 per cent—$45,324
for the Rocky Mountain Power Co. and $52,871 for Wheeler. This
is on the assumption that the amortization fund will be invested
annually at 4% per cent or better.

It may be suggested that the commission may determine that 2
per cent for depreciation and obsolescence is too high a rate. In such
case the reduction for same might be applied toward this proposed
charge for amortization, and thus bring the sum of the two charges
approximately to the amounts suggested by the applicants themselves.
In Wheeler’s case, as already explained, his figures can be reduced.
In any way that the Secretary and the commission may determine, it
18 to be hoped that provision will be separately made for this amortiza-
tion fund.

(7) Fair return and excess earnings.—A return of 8 per cent upon
Rocky Mountain Power’s development estimate is $635,800. The
applicant divides this into bond interest at 5} per cent, $423,867, and
net 2% per cent, $211,933, in accordance with the usual practice of
total earnings being one and one-half times bond interest. Mr.
Wheeler has made a different kind of set-up. He calculates interest
at 6 per cent upon his development estimate, $528,709.80, and finds a
net surplus of $267,278, which is 3.03 per cent additional, making a
total of $795,987.80. Under regulation and limitation to 8 per cent
return this total would be reduced to $704,946.40.

It need hardly be stated that so long as either applicant remains
within the limits of an 8 per cent return and issues securities under
the regulation of the commission only for value, it may make any
division between bonds, preferred stock and common stock that 1t
may find to be to its advantazo ia facilitating its financing.

(8) Annual estimated generating cost per horsepower-year, includ-
ing 8 per cent return at Flathead (this is before including Indian
rental): Assembling the above annual eperating charges, and using
the average capacity outputs of prime power, we have:

Estimated annual revenue or generating cost including 8 per cent return

Annual charge Cost
o Capacity
- Per
in horse- 2
Per Amount | PoOWer Pgro&%l:e-l Per kilo- 53{’{.
t - watt-year
cen year hour
(mills)
Rocky Mountain Power Co.:
Estimated.___.___._.._________.______ 13.6 | $1,079, 680. 00 68, 000 $15.88 $21.17 2.42
Adjusted___ . ___________________.. 14.3 1,077, 804. 00 80, 500 13.39 17.85 2.04
‘Wheeler:
Estimate (includes 9.03 per cbentrret-
turn and based on 6,000 cabic fee!
water) ... SR 16.53 | 1,456,875.00 105,000 13.87 15.49 | 211
Adjusted to 8 per cent return and
bJased on 6,0(K)pcubie feet water.__..| 15.10 | 1,330,586.00 | 105, 000 12.67 16. 89 1.93
Adjusted to 8 per cent return and
bJased on 5,440pcubic feet water__ - 15.10 | 1,330, 586. 00 95, 000 14. 00 18.67 2.13
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Against this for comparisoa is here inserted the actual for Montana
Power Co. for the year 1926. (See also below.)

Annual revenue from generating 1,375,208,770 kilowall-hours, t. e., cost including
18.84 per cent refurn

Montana Power Co. system (including 13.84 per cent return):

Per cent_ _ o ______ 19. 23
Amount_ e $5, 325, 640
Actual horsepower generated_ _ ____________________________ 209, 316
Per horsepower_ _ __ __ ... $25. 44
Per kilowatt____ ____ __ o __o._. $33. 92
Per kilowatt-hour_ . ____________________ o _________ 3. 873

MONTANA POWER CO. SYSTEM

We now turn to the analysis of these Montana Power Co. costs,
with a view to their guidance in helping to determine the proper
basis of Indian rental.

Montana Power Co. system, year 1926.—The year 1926 is used for
analysis. The reason is as follows: Toward the close of the hearings
it was remembered that in March, 1928, responding to call from
Mr. W. V. King, Chief accountant, the commission had received
from the Montana Power Co. copies of the latter’s reports to the
Montana Public Service Commission for 1923, 1924, 1925, 1926, and
1927. The 1927 report was in somewhat different form than the
others. Mr. King had then made from these reports a careful
study of the costs for 1924, 1925, and 1926 of generating, transmis-
sion, and distribution per kilowatt-hour generated and kilowatt-hour
sold. He had not determined these costs for 1927. In this study
elimination had been made of all nonelectric or nonutility revenues
and costs. The Indian Bureau exhibits preseated at the hearings
used these 1926 calculations, as there was not time to develop the
ficures for 1927, and 1928 data were not available. The year 1926
was therefore not ‘‘selected because it was a good vear,” as suggested
in the Rocky Mountain Co.’s brief. (See also hearings, pp. 2279,
2280.) In fact, the year 1928 would probably make an even better
showing. Then the company had 103 per cent utilization factor
as agalnst 96 per cent in 1926; its gross revenues from operation
(see Wheeler Exhibit I) were $10,489,777 as against $8,635,755 in
1926; and its net return from operation was $6,877,138 as against
$5,439,034 in 1926.

The figures relating to the Montana Power Co. follow:

Installation: 1928-29—327,750 horsepower; 245,000 kilowatts (see Wheeler
Exhibit 17 and Major Butler's report); 1930 will be 387,750 horsepower, 290,000
kilowatts.

Average output capacity of prime power: 1928-29—233,700 horsepower,
175,300 kilowatts; 1926—217,467 horsepower, 163,100 kilowatts (see Major
Butler’s report); 1930 will be 268,400 horsepower, 201,300 kilowatts.

Kilowatt-hours generated: 1926—1,375,308,770 kilowatt-hours (company
report); 1927—1,362,157,457 kilowatt-hours (company report); 1928—1,584, -
078,104 kilowatt-hours (hearings, p. 1445).

Kilowatt-hours sold: 1926—1,165,227,847 (Indian Exhibit 3), average price
realized 7.41122 mills; 1927—1,171,162,327 (company report), average price
realized 7.55506 mills; 1928—1,500,000,000 approximate (hearings p. 1477),
average price realized 7.20 mills.

Maximum demand factor: Maximum load for 15 minutes, 1926, 83 per cent;
maximum capacity of system, 1927, 78 per cent. (Company reports.)
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Load factor: Total kilowatt-hours generated in year 1926, 83 per cent; maxi-
mum load in kilowatts for 15 minutes by 8,760 kilowatt-hours, 1927, 81.4 per cent.
(Company reports.)

“Plant values’’ (see Indian Exhibit 3 taken from company’s statement to
Federal Power Commission).

Plant values

1926 Per cent 1927
Generating plants......._.._. -| $27, 626, 333. 37 60.4 | $28,574,074. 21
Transmission and transportat 6, 934, 635. 05 15.2 7,014, 046. 96
Other electric_......_...... ..l 5,702, 214. 65 12.5 5, 964, 403. 26
Nonelectric. - e 5, 483, 415. 29 11.9 ‘ 5, 599, 514. 77
i ) 45,746, 598. 36 100.0 | 46,952.039.20
‘Water rights, contracts, franchises, ete.____________.___.__.___. 51, 491, 269. 56 |. 51, 699, 423. 37

TOtak. < o e e 97, 237, 867. 92 } __________ 98, 651, 462. 57

These figures were built up by Mr. Hogenah, of Chicago, appraisal
engineer, December 31, 1922, and book-cost additions have been added
thereafter, as an “appraisal of physical property determined (italic
supplied) as of December 31, 1913, plus additions to property from De-
cember 31, 1913, to December 31, 1922.”” Does this language mean
that the appraisal was determined December 31, 1913, or that the
property was determined historically as of December 31, 1913, plus
additions to December 31, 1922, and then the property so determined
was appraised as of December 31, 1922? Mr. Kelly, the company’s
attorney, took the former view very positively, but from the testi-
mony of Mr. Cochrane, the company’s chief engineer, it is clear that
he considered the appraisal values as applying to December 31, 1922.
Mr. Hogenah had been employed in 1913 and again in 1922 to
make depreciation studies, and it would appear that he made a
a fresh start on the valuations as of December 31, 1922. But how
interpret the above language? In order to throw as much light as
possible on this moot point, we submit the discussion which took
place on the last day of the hearings (pp. 2247-2250):

Mr. Scarrercoop. Now, just for the purpose of explanation to the commission,
that first set of figures, namely, tangibles, were calculated on the basis, were they
not, of an engineer’s report by Mr. Hogenah? That was made as of December 31,
1922, and thereafter book values of actual additions to property weie added from
year to year. Isn’t that the way it was calculated?

Mr. Cocuarang. That is my understanding.

Mr. ScATTERGOOD. So thaf as a matter of fact, these first tangible figures
represent that engineer’s idea—and he was also your own engineer—of the real
value of tangible property?

Mr. CocHRANE. Yes. .

Mr. ScaTrrErGooD. And the other items—water rights, contracts, franchises,
etc.—were what you might call intangibles?

Mr. CocuraNE. Yes.

Mr. ScaTTERGOOD. In other words, what those whole figures Qotal for 1927,
which is fifty-one millions and upward, really represents what is customarily
called “‘water,” doesn’t it?

Mr. Cocurang. | think somebody suggested that a column might be put for
that water. But I don’t think as a matter of fact that it is all water.

Mr. ScaTTERGOOD. I don’t suppose it is. 1 have no doubt that if you were
asked to set a value (a “fair value”) on it, you would maintain that you had a
going-concern value and various other considerations that would have to be in-
cluded, such as good will, that would be properly includible in the item of these
intangibles, would you not?

Mr. CoCHRANE. Yes.
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Mr. ScaTTERGOOD. So that that (‘“fair value”), as I understand, has never
been determined—what is a fair value of the property?

Mr. CocHRANE. No.

Mr. ScaTTERGOOD. Now, these represent the average 1922 reconstruction cost
values plus actual investments afterwards?

Mr. CocHRANE. Yes.

Mr. ScattErcoop. Now, the prices prevailing about the end of 1922 were not
quite the peak of the postwar prices, were they? They were a little under the
peak?

Mr. CocHraNE. You mean that they had gone down a little by that time?

Mr. SCATTERGOOD. Yes.

Mr. Cocurane. I think so.

Mr. ScatTERGOOD. But still they were fairly near the peak of 1921, were they
not?

Mr. CocHrANE. I presume so.

Mr. ScATTERGOOD. So that those values that are given as of that date are
probab‘}y outside of what would be a real reconstruction cost less depreciatio
to-day? .

Mr. CocHRANE. Yes.

At this point Mr. Kelly, the company’s attorney, called attention
to a footnote on the engineer’s valuation reading ‘‘Represents
appraisal of physical property determined as of December 31, 1913,
plus additions to property from December 31, 1913, to December 31,
1922.” He then said:

Mr. KeLLy. So that the original appraisals were made upon a basis of prop-
erty values as of December, 1913, and not 1922; so that the question is mislead-
in%\. The exhibit does not show that and it is not a fact.

Ir. ScarTERGOOD. Well, of course, in 1913 vou did not have all of your plants
built.

Mr. Kerry. No. This figure represents the 1913 valuation of such plants as
were then built, plus the actual cost of such plants as were built since then, many

of which were built before the war prices—the plants that were built between 1913
and 1918.

The status as to plants is as follows (see p. 1472 et seq. and Major
Butler’s report):

Montana Power Co.'s plants, 1929

|

Maximum Average |
Plant Built i - Cg;;%g;ty

Kilowatts iHorsepower Kilowatts ‘Horsepower
, | et oo
Black Eagle._.. 1927 18, 000 | 24, 000 15, 200 ‘ 20, 300 0.84
Canvon Ferry. . ... ... |oo._.... 7, 500 10, 000 5,600 | 7, 500 .75
Hauser Lake 18, 000 24, 000 14, 500 19, 300 .80
Holter. ... 1918 50, 000 67, 000 25, 500 ‘ 34,000 .51
Madison. ... l.______ 9, 000 12, 000 &, 500 11, 300 .95
Mystic Lakeo. ... . ... |o...__. 11, 300 16, 750 6, 500 l 8, 666 .56
b 36,000 48,000 30, 500 40,667 .85
| 35, 000 47, 000 22,000 | 29,300 .63
i 60, 000 80, 000 47, 000 i 62, 667 .78
Total, 1929_._______.. O S, } 245, 000 327,750 175, 300 233, 700 .72
Maroney (now building)__._..______|......_. ! 45,000 | 60,000 | 26, 000 34,700 .58
: 300 “ 268,400 | .69

Total, 1930 -oovmememo 290, 000 388,750 ! 201,

i
' i |

From this table it is evident that the larger plants have been built .
during or since the war. Allowing half of Rainbow to pre-war and
half during the war, it is seen that about two-thirds of the capacity
dates during or since the war.

Some light is also furnished by Mr. Kerr’s and Mr. Cochrane’s
answers on pages 1153 and 1193-1194 in regard to basis of valuations.
Mr. Kerr and Mr. Cochrane had testified, respectively, that in round
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figures the installation cost of the Montana power system and of the
Flathead would be about $100 per horsepower.

Mr. ScarTERGOOD. Did you use the same general scheme of valuation?

Mr. Kerr. T would say so; ves.

Mr. ScaTTERGOOD. Present-day reproduction costs?
Mr. Kerr. Yes.

It was later shown by Mr. Cochrane that ia the company’s set-up

of 68,000 horsepower and $7,947,500 development cost of Flathead,
the installation cost per horsepower would be $116.87, not $100, as
Mr. Kerr had roughly calculated it. Also it has been shown that the
system’s installation cost on their own figures of valuation for 1927
was $121.41 per horsepower. Inasmuch, therefore, as Mr. Kerr said
that on a present-day reproduction cost basis the cost would be $100
horsepower, it is evident that the company’s valuation figures of 1927
used above can not be less than reproduction cost figures of present
day, as Mr. Kelly’s interpretation would seem to indicate.
* Whatever the proper interpretation of these figures may be, it can
at least be said that they form the company’s own statement of values
as made to the Federal Power Commission. They are the only
valuation figures in the record except the assessed valuation for
taxation of all the property (electric and nonelectric) at $52,000,000
(see p. 1683). There has never been a rate case, nor has any “fair
valuation” ever been placed upon this company either by the Federal
Power Commission or the Montana Public Service Commission.

In the use of the word “return” as applied to the Montana Power
Co., it will therefore be understood that the return is calculated upon
the company's own figures, as above set forth. It is to be noted also
that these valuations of the company certainly can not be less than
the basis of actual investment provided in the Federal water power
act, and they may and probably are much higher than said basis.

Investment cost —Using the above generating plants figures of 1927
and the 1928 capacity figures, we have as the unit cost of development
of the whole Montana Power Co.’s system: $121.41 per horsepower;
$161.88 per kilowatt.

Actual generating revenue or generating cost including return and excess for year 1926

Cost per
Percenton| 5, 0 8 Amouat
COMPANY |y oyrg gen-
valuation erated
Mills "
Operating expenses 1.39 0.280 384, 566. 82
Overhead expenses (apportioned)__.____. . .44 . 097 132,701. 85
All taxes, insurance, etc. (apportioned) 2.81 . 564 776, 868. 08
Depreciation, obsolescence__________ .. ..______ .75 . 150 206, 045. 01 $1. 500, 181,73
- i3 i3 .
Return at—
07 2, 210, 106. 64 .
per cent. ... 13. 84 1.607 | 2,210, 106.641 4 g5 459.00
5.84 per cent exXeess . _ . . } { 1.175 | 1,615,352 36}
Total. .. 19.23 3.873 | .. 5, 325,640.73
— | |
| Per horse- | Per kilo- Per kilo-
| power-year | watt-year | watt-hour
| |
i i i | I Mills
Generating cost, including— !
Return, at g per cent 51;. ;g $fg (253 { %(lsgg
Excess, at 5.84 per cent B -29 | .
“ 3.873

3.9
44 71171 S 25. 44 i 33.92
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The basis for the above figures is found in Mr. King’s figures as set
out in Indian Exhibit 3. He therein included the items general and
undistributed expenses, totaling $466,335.58, entirely in ““Distribut-
ing and all other costs.” As this applies pro rata to generating and
transmission costs, it is subdivided and prorated as follows:

Generating _ - __ . 60. 4 per cent

Transmission - - - - o 15. 2 per cent; $410, 841. 65

Distribution, ete_ - - - __________ . _____ 12. 5 per cent

Noneleetric_ - - - ___ 11. 9 per cent 55, 493. 93
Total - . 1100. 0 per cent 466, 335. 58

This $410,841.65 for electric property is further subdivided in pro-
portion to direct expenses as follows:

Per ct.
Generating_ ___ . _______________.__ $384, 566. 82  32. 3 $132, 701. 85
Transmission . .- ______________.__ 237,869.02 19.9 81,757 .49
Distribution, ete_ . . . ___________________ 567, 801. 48 47.8 196, 382. 31
Total _____ L ____ 1, 190, 237. 32 100. 0 410, 841. 65
We then have adjusted costs for 1926 as follows:
Generating: .
Operating expenses (direet) .. ____________ ______________ $384, 566. 82
General and undistributed (prorated)_ . . _.________________ 132, 701. 85
Depreciation actually charged (prorated)_ ____._________._._ 206, 045. 00
All taxes (prorated) . . _ ______ o _______ 776, 868. 06
Total e 1, 500, 181. 73
Transmission:
Operating expenses (direet) .. .___________________________ 237, 869. 02
General and undistributed (prorated) .. ______________._____ 81, 757. 49
Depreciation actually charged (prorated)._________________ 65, 065. 00
All taxes (prorated) _ _ __ . _______ o _______ 194, 999. 52
Total e~ 579, 691. 03
Distribution and other costs (electric operations):
Distributing, commercial, consumption_ ___________________ 567, 801. 48
General and undistributed (prorated) ______._______________ 196, 382. 31
Depreciation actually charged (prorated)._ ... ______._________ 54, 845. 00
All taxes (prorated) - _ ____ . . ... 160, 382. 93
Total .. _ .. 979, 411. 72

To divide return and excess between the three divisions, we proceed :

Income from electric operations, 1926 (from company report)__ $8, 635, 755. 33
Expenses as above:

Generating_____________________________ $1, 500, 181. 73

Transmission_ _ - . _ . . ____.__ 579, 691. 03

Distribution, ete_ ... _____________ 979, 411. 72
— 3,059, 284. 48

Return, 8percent_ _________________________ 3, 221, 054. 64

Excess, 584 pereent________________________ 2, 355, 416. 21

— 5, 576, 470. 85

This shows that return and excess together are 64.6 per cent of
gross revenue.

1In proportion to plant values, as per company statement.
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This return and excess is then distributed in proportion to invest-
ments in plant values (electric only) as per company’s statement, as
follows: '

Generating, 68.6 per cent:

8perecent return__.___ . ________._______ $2, 210, 106. 64
5.84 percent exeess_ . _ . _____.___________ 1, 615, 352. 36
——— 83, 825, 459. 00
Transmission, 17.2 per cent:
8 percentreturn__________._ . ______._.___ 554, 770. 80
5.84 percent excess_ . . __________________ 404, 382. 19
— 959, 152. 99
Distribution, 14.2 per cent:
8 per cent return________________________ 456, 177. 20
5.84 percentexcess_ . ____ ... ___._.__.. 335, 681. 66
_— 791, 858. 86
Total e ___ 5, 576, 470. 85

Assembling the direct costs and the return and excess distributed,
we then finally have:



Cost and profit of Montana Power Co.

Jelem 1926

Generated Sold
Per kilo- | Per horse- | Per kilo- | Per kilo- | Per horse- | Per kilo-
watt-hour power watt watt-hour power watt
Generating: Mills Mills
Operating expenses......_. $384, 566. 82 0. 280 0. 330
General expenses. .. .___ 132, 701. 85 . 097 .114
Depreciation actually charged. 206, 045. 00 150 177
All taxes 776, 868. 06 . 564 $17.72 $23. 63 . 666 $20. 92 $27.89
——————— $§1, 500, 181. 73 1,091 1987
Return 8 per cent. . _ - 2,210, 196. 64 1,607 1. 897
Excess 5.84 per cent 1, 615, 352. 36 3,825, 459. 00 1175 772 10,29 1,387 9.11 12.15
5,325, 640. 73 3.873 25. 44 33.92 4.571 130.03 40. 04
Transmission:
Operating expenses . 237,869.02 . 204
General expenses. __..._.._._ - 81,757. 49 . .070
Depreciation actually charged. - 65, 065. 00 . 056 6.39 8. 52
All taxes - 194,999 52 e—m . 167 g .
_— 579, 691. 03 . 497
Return 8 per cent......__._. 554, 770, 80 . 476
Excess 5.84 per cent - 404,382.19 . 347 228 3.04
959,152.99 |- 1.320 18,67 11. 56
1,538,844.02 [_..___..___ -
Distribution, ete.:
Distributing, ete . 567,801.48
General expenses____________ . 196,382, 31
Depreciation actually charged. - 54, 845, 00 % 09 10.79
All taxes . 160, 382.93 g .
—_— 979, 411,72
Return 8 per cent. .. 456, 177. 20
Excess 5.84 per cent 335, 681. 66 1.89 2.52
791, 858.86 |. 13.31
1,771. 270. 58 19,98
Gross revenue from operations 8,685, 755.88 ||| 7.411 1 48. 68 64. 91

! These figures vary from Indian Exhibit No. 6 because of the distribution of general expenses and because of including here $87,655.42 miscellaneous earnings from operatmn which

had been erroneously omitted.
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From the above table it will be seen that in 1926 the earnings of the
company showed per horsepower sold:

Mills per
Per horse- :
- kilowatt-
power-year hour
Cost, including 8 per cent return. . ... $35.40 5.29
Excess of 5.84 per cent_ . s 13.28 2,02
GPOSS - - - oo o oo e e 48. 68
It also shows:
Actual direct cost on current sold
%255? Per horse- Per
hour power kilowatt-
Generating cost 1.287 $8.45 ¢ $11.27
Transmission cost_____.__. .497 3.26 4.35
Distribution and other_._. .841 5.53 7.37
Motal o 2. 625 17.24 22.99
And— T
8 per cent return____ . ... 2.764 18.16 24.21
5.84 per cent excess . 2.022 13.28 17.71
Total. oo 4,786 31.44 41.92
Grand total e oo 7.4131 48,68 64.91

In other words, $31.44 out of $48.68 per horsepower-year is return
including excess or 64.6 per cent, 1. e. of every dollar in gross revenue,
64.8 cents is return on the company’s own valuation basis.

In passing it is of general interest to note:

(1) Here 1s a public utility hydro power company with a remark-
ably low average selling price of its power. In 1926 it was 7.411
mills per killowatt-hour sold, i. e. $48.68 per horsepower-year. In
1928 it was 7.2 mills per killowatt-hour sold, i. e., $47.36 per horse-
power-year. Mur. Kerr, its vice president, probably is well advised in
his claim that it has the lowest general average selling price of any
power company in the United States. He claims it is half a cent less
in average selling price than the much discussed Province of Ontario
Government project.

(2) Tts prices to its special large load customers are very low indeed.
To its largest customer it sells at $25 per horsepower-year with a
sliding scale reducing this price even lower when certain metal prices
go down. Also, its general prices to small customers throughout Mon-
tana are claimed to be uniform throughout the State, and to compare
very favorably with such prices generally charged elsewhere by power
companies.

(3) Yet in spite of these prices which compare so favorably with the
rates for electricity generally charged throughout the United: States,
this company has been able to make current so cheaply through the
natural advantages of its water-power sites that it actually earned
13.84 per cent in 1926 (taken as a sample year) upon its own valuation
of about $41:350,000 for its tangible property. )

(4) These earnings have supported and paid returns upon a securi-
ties structure of bonds and stock totalling about twice the value of all
of its tangible property. Its own valuation of its intangibles, consist-
ing of “water rights, contracts, franchises, etc.,” was about

$51,500,000.
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(5) The valuation upon which this return is calculated is, as stated,
the company’s own valuation of its tangibles. As already pointed
out, it is not entirely clear from the testimony just what the basis of
valuesis. Assuming on the one hand that it represents the appraised
value as of December 31, 1913, plus actual investments made since
that date, then the tangibles approximate the basis of valuation pro-
vided for in the Federal water power act. If, on the other hand, it
represents appraised values of the property December 31, 1922, plus
actual investments made since then, it would represent approximately
‘“present-day reproduction-cost values.”

The so-called ““fair value” fixed as a rate base by a commission in
a rate case would probably be somewhere between these two ways of
estimating values.

(6) No rate case has ever been brought to test this company’s
rates and no ‘“fair value’’ basis of valuation has ever been established.
Such reductions in rates as have been made have been made volun-
tarily by the company itself.

(7) It is apparent from the above figures that further rate redue-
tions averaging $13.28 per horsepower-year, or 2.02 mills per kilowatt-
hour—i. e., about 27 per cent—could be made and still the rates
would provide to the company an allowed return of 8 per cent upon
its own valuations of its tangible property.

(8) The Flathead site No. 1 reveals $4.33 lower generating cost
per horsepower-year, including 8 per cent return, than the Montana
Power Co. system generating cost in 1926, also including an 8 per
cent return; and this does not include $7.22 per horsepower generated
excess earnings actually made.

(9) In the face of these figures it is apparent that the $1 per horse-
power-vear offered by the company for Iudian rental i1s far from
proper compensation based on the value of the site. This will be
referred to further.

(10) With regard to regulation, the jurisdiction of the Federal
Power Commission and of the Secretarv of the Interior in this case
do not extend bevond the applicants. The Montana Power Co. is
subject, as already stated, only to the jurisdiction of the Montana
Public Service Commission. It would seem all the more important,
therefore, that full powers of regulation be exercised by the Federal
Power Commission upon the licensee, whether Rocky Mountain
Power Co. or Wheeler.

IV. IxTERCOMPANY PRICE

In the case of applicant Wheeler, this subject has no bearing
because he sets up only one company, and fixes his output price
wholesale at $15 per horsepower. He did quote, however, a price of
2}, mills, which is $16.34 per horsepower-vear, to H. M. Byllesby &
Co.’s Mountain States Power Co. at Kalispell, Mont., and found this
price would interest them. Mr. Kerr, when asked, said this was
a very favorable price, if there were no maximum demand.

In the case of applicant Rocky Mountain Co., the applicant’s set-
up in Exhibit 8 was based on $18 per horsepower-year, which is 2.75
mills per kilowatt-hour wholesale price at bus bar. See also Rocky
Mountain brief, page 6, where the explanation is made ‘“Total cost.
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(and proposed selling price) per horsepower sold, $18.” Also see
pages 1333-1334,

Further references to intercompany prices in the record are also
cited as follows:

(1) Mr. Kerr told the story of the pick-up bargain rate of $10 per
horsepower-year, or 1.52 mills per kilowatt-hour prevailing for a
time from the Washington Water Power Co. to the Intermountain
Power Co., not a criterion for present day conditions (p. 1192); also
of a rate prevailing between a Stone & Webster Co. further west of
$16 per horsepower for 10,000 horsepower, plus three-fourths mill per
kilowatt-hour for high-water months and 2% mills for low-water
months, which figured out is $21 per horsepower-year, or 3.20 mills
per kilowatt-hour.

(2) The price between Washington Water Power Co. and Moutana
Power Co. now prevailing when power is exchanged is 3 mills per
kilowatt-hour (p. 1190). This is, according to Mr. Kerr, “so-called
‘dump power’ furnished when and as they have it, with nothing to
bind them to furnish it.” When asked, if it were primary power
zlvhether it would be an even higher price, he replied “Oh, yes; no

oubt.”

(3) Mr. Cochrane stated that if the Wheeler plan of selling only to
large consumers were changed, and he developed a plan similar to that
of the Rocky Mountain Power Co. and offered a price comparable to
it, the Montana Power Co. might do business with him (p. 1402).

(4) Before the consolidafion of its subsidiary operating companies
with the Montana Power Co., the intercompany price for power
exchanged was 5 mills or $32.84 per horsepower-year (p. 2091).

(5) Finally, as to the suggested price for power between Rocky
Mountain Power Co. and Montana Power Co., the record on pages.
2290 to 2292 is as follows:

Mr. ScaTTERGOOD. What would be the right price, do you think, for the
Rocky Mountain Power Co., if its entity were continued, to charge to the
Montana Power Co.?

Mr. Kerr. I can’t say any figure. I can’t make an offhand guess at a figure,
because I told you here the other day that I didn’t know what the final cost
would be; but I can tell you what is a common price, one that is offered by the
Government, for instance, at Boulder Dam, 3 mills (or $19.60 per horsepower);
and in make dump power, so-called dump-power contracts where we charge 2}¢
mills (or $16.34 per horsepower) and 2 mills (or $13.07 per horsepower).

Mr. ScarTeErGOOD. Would you feel that the commission would be well advised
if it used that price of 3 mills as a price between the two companies at the bus bar?

Mr. Kerr. If you charge 3 mills to the other company, I say that is all right,
if it would give a proper return. It would have to be a proper return. You are
asking generally what these kinds of prices are. I have told you.

Mr. ScaTrErcoop. That is what I want, because it would go into the whole

icture.
P Mr. Kerr. And I want to emphasize that the Montana Power Co.’s 5-mill
price was simply a convenient figure. It is easy to multiply by 5, and it don’t
make a bit of difference in the final answer.

Mr. ScartERGOOD. Of course if you did offer the Montana Power Co. wholesale
current at Flathead at 3 mills, you (the Montana Power Co.) would have to put
on the additional transmission cost and your interest on your transmission
machinery, and all your other charges, wouldn’t you?

Mr. Kerr. Yes, sir.

Mr. ScaTTERGOOD. But that would be a fair price that you think could

Mr. Kerr. That is one of the prices that is around in the neighborhood that
might be sold.
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For purposes of easy comparison, the following conversion table
is submitted :
Converston table

! |
Horsepower| - Horsepower;
Per kilowatt-hour year (at Kﬂ%:ra“ | Per kilowatt-hour year (at K‘;%:ftt
6535 mills) | ¥ | 6535 mills)

2mills.. ... $13.07 $18. 62 $24.97
2.10 mi 13.72 18.95 25.40
2.20 mi 14.38 19.28 25. 88
2.25 14.70 19. 60 26. 28
2.30 15.03 26. 14 35.04
2.35 15. 36 32.68 43.80
2.40 15.69 39. 21 52. 56
2,45 16. 01 45.74 61,32
2.50 16. 34 52.28 70.08
2.55 16. 66 58.81 78.84
2.60 16.99 65,35 87.60
2.65 17.32 326.75 438.00
2.70 17.64 522,80 700. 80
2.75 17.97 653. 50 876.00
2.80 18.30

V. TaoMmpsoN FaLus anD 118 SaviNgs To MonTaANA Power Co. 17
Frataeap Power Site No. 1 18 DEVELOPED

One further feature remains to be considered. This is the benefit
which will automatically acerue to the Thompson Falls plant of the
Montana Power Co.,located as it is down the Flathead River on Clarks
Fork of the Columbia River, and which will be caused by the regulation
of flow through the increased storage at Flathead. This increase of
power at Thompson Falls will accrue whether the Rocky Mountain
Power Co. or Wheeler is the developer of the Flathead site No. 1.

There was considerable reference in the hearings to Thompson Falls.
Suffice it here to say that the Montana Power Co. itself admitted an
estimated increase of 10,000 horsepower distributed over eight months
of the year (pp. 1502, 1625), making about 66,000,000 kilowatt-hours
additional (p. 1638). This is based on an increased flow of 2,600
cubic feet per second due to Flathead storage (p. 1626) and an average
head of 50 feet and 70 per cent efficiency (pp. 1640, 1708). Taking the
1926 basis of sale and net return as already calculated, we have 66,000,-
000 kilowatt-hours by 7.411 mills, equals $488,400; and 64.8 per cent
for return including excess shows $316,483 additional profit from
Thompson Falls. This is on the admitted assumption that no addi-
tional transmission lines would have to be built (p. 2065), although if
this added load were to be constantly transmitted east, it would be
an economy to build an additional line to supplement the Milwaukee
Railroad transmission line now used. If this extra Thompson Falls
current were sold to the west to Washington Power Co. at 3 mills
(p. 207), it would lower the average price used above.

At the hearings the increased amount shown to be available at
Thompson Falls because of Flathead storage was conservatively
calculated as only 43,000,000 kilowatt-hours additional, showing net
gains of $193,000.

Based on the 1928 generated output of 1,584,000,000 kilowatt-hours
this increase of 66,000,000 kilowatt-hours at Thompson Falls is an
Increase of more than 4.1 per cent for the whole system. Using again

115134—S. Doc. 153, 71-2 3
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the 1926 cost figures and adding the $316,483 added profit to the:
system shows the following:

Generating cost, 1926

Mills per
kilowatt-
hour

Per horse-| Per kilo--
power watt

Montana Power Co. system: 8 per cent return - - 2. 698 $17.72 $23.63:
5.84 per cent eXCeSS..mmemeueererercemrann e ———— - L 175 7.72 10.29
Total, 13.84 per cent. : a-- - 3.873 25. 44 33.92

Montana Power Co. system with Thompson Falls added production be-
cause of Flathead storage:

8 per cent return.__. ———— et eecmem————— 2.698 17.72 23.63"
6.99 per cent eXCesS. - .o ecmmmencememmem———aoaan 1.340 8.80 11.73:
Total, 14.99 per cent. ............. e 4.038 26. 52 35.36

Thus Thompson Falls’s increase because of Flathead storage would
add $1.08 per horsepower-year to the Montana Power Co.’s system
on the basis of the 1926 figures and would increase the return, in-
cluding excess, to 14.99 per cent. Presumably this would be available
for rate reductions to consumers. (See p.1542.) Itisnot claimed here:
as available for the Indian rental, but, as will shortly be shown, it is
an element that must enter into the calculation of the interests of the
general public and of the irrigation project in particular.

VI. InpiaN RENTAL

We are now in position to assemble the elements already considered
and to develop what they reveal to be available for (1) the company’s
return, (2) Indian rental, (3) general consumers, and (4) the special.
consumers in the irrigation projects. In order that full justice be
done to the Indians, 1t is proposed here to consider the case first as:
if there were only the first three parties and no irrigation project,
and thus to fix the proper intercompany price for the pro forma cal~
culation of the Indian rental; then secondly to make such slight
modification in said intercompany price as may be necessary to pro-
vide under existing conditions the reservation by the United States:
for the irrigation project of 15,000 horsepower at the prices agreed.
upon in advance by one of the applicants.

If the license is given to applicant Wheeler, and if the lake regu--
lation permitted 6,000 cubic feet per second of water, as he estimated,.
there would then be a margin of $2.33 per horsepower-year between
his price to consumers of $15 and his cost as adjusted to an 8 per cent
return and 0.6 per cent amortization charge, of $12.67. Out of this:
the Indians and the irrigation project would have to be provided
for. If, however, only 5,440 cubic feet per second of water js allowed
in the lake regulation, Wheeler’s prime power capacity will be reduced
to 95,000 horsepower, and his cost will be increased to $14 per horse-
power. There would then be a margin of only $1 per horsepower-
year between his price to consumers of $15 and this $14 cost. Mani-
festly, so far as Indian rental goes, Wheeler’s proposition of selling
power at $15 per horsepower can not compare with applicant Rocky
Mountain Power Co.’s intercompany price of $18 in advantage to
the Indians. Furthermore, it is to be remembered, as already shown,.
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that applicant Wheeler’s high cost of financing and overhead and
his high operating estimates penalize him about $1.70 per horsepower-
year when compared with the other applicant on the same basis of
capacity, and which would otherwise be available at least in part for
Indian rental.

If the license is given to Rocky Mountain Power Co., we have the
following assembled elements:

Average annual generating cost

Per horse- | Per kilo-
power watt-hour
year (mills)

Rocky Mountain Power Co.’s estimate, at 8 per cent return excluding rentals.___ $15. 88 2.42
Rocky Mountain Power Co.’s estimate as adjusted, at 8 per cent return, exclud-
ingrentals ... . ey . 13.39 2.04
Rocky Mountain Power Co.’s estimate, at 8 per cent return, including Indian
rentals. . ..___oo_.___ - cemmmmcemcce————a- 16. 88 2. 56
Montana Power Co. system, 1926:
8 percent return. ... —-- 17.72 2. 698
5.84 DI CeNL @X 0SS c o e c oo e ccccccc e cccccmccmecanan - 7.72 1.175
Total, 13.84 Per Cent. oo ciiecceamcecececeaneeaaan 25.44 3.873
Montana Power Co. system, 1926, with Thompson Falls additional power added:
8 per cent return. .. erecmccme——e————— ——- ——- 17.72 2. 698
6.99 per cent excess - e —mm s 8.80 1. 340
Total, 14.99 percent_._.___...._._ M memmmmmememcamaeecaeas 26. 52 4.038

From the above it is to be seen that—

The adjusted estimated average generating cost for 80,500 horse-
power including 8 per cent return at Flathead ($13.39 per horsepower)
18:

(1) $2.49 per horsepower less than applicant’s own estimate of
$15.88 at 8 per cent return and excluding rentals, for 68,000 horse-
power.

(2) $4.49 per horsepower less than applicant’s own estimate of
$17.88 (round figures $18) at 8 per cent return and including Indian
rental and irrigation cost, at 68,000 horsepower.

(3) $4.33 per horsepower less than Montana Power Co.’s system
generating cost of 1926 at 8 per cent return.

(4) $12.05 per horsepower less than Montana Power Co.’s system
generating cost of 1926 at actual return and excess.

(5) $13.13 per horsepower less than Montana Power Co.’s system
generating cost of 1926 with Thompson Falls additional power due
to Flathead storage added at actual return and excess.

As already pointed out, the difference between the intercompany
wholesale price and the annual average generating cost represents
the economic rental value of the site and this should be divided
between the Indians as a tribe and the general public interests (of
which of course the Indians as individuals also form a part) in fair
proportion. In other words, the Indians have the ownership of the
five sites and of that portion of the Flathead Lake that lies within
the reservation, while the State of Montana owns the remainder of
Flathead Lake and the right to control the use of the waters in the
lake and river over and above the prior rights of the Indians. Thus
both the Indians and the general public have rightful interests in the
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Flathead power development. Hence it would seem fair that what-
ever economic rental value this site has should be divided either
approximately half to the Indians as a tribe and half to the public,
or if it is really possible to determine their respective interests more
exactly, that this rental value should be apportioned pro rata between
them. In this connection it may be said that there are now being
made in the Federal Power Commission and in the General Land
Office studies of the Indian tribal lands and of Indian allotment lands,
and that these seem to indicate that the Indian interests in the power
development are 46.5 per cent and the non-Indian interests 53.5
per cent. However, as these studies appear to be somewhat ten-
tative and perhaps open to certain legal uncertainties relating to
the easements upon lands bordering on the lake, it seems best for
the purposes of this memorandum to assume 50 per cent of the
economic rental value of the site as belonging to the Flathead Indians
as a tribe, and the other 50 per cent as belonging to the general
public of the State of Montana. It is perhaps superfluous to add
that the Indian rental will be paid to the Federal Government in
trust for the Indians, and the public’s interest will be under the care
and protection of the Montana Public Service Commission in its
regulation of the Rocky Mountain Power Co. and the Montana
Power Co.
Applying the above, we have:

Per horse- Round

power figures
Intercompany price as fixed by applicant $17.88 $18.00
Average annual generating cost at Flathead 13.39 13.39
4.49 4.61

One-half for Indians would equal, say, $2.25 per horsepower as the
proper rental, as calculated from an annual average of 80,500 per
horsepower. .

Another slightly more conservative way of estimating the economic
rental value of Flathead site No. 1 would be to use as our intercompany
wholesale price the average annual generating cost including the same
basis of 8 per cent return of the Montana Power Co. system.

Thus we have:
Per

horse-power

Intercompany price, using cost of Montana Power Co. system___._._..__ $17.72
Average annual generating cost at Flathead - - 13. 39
4. 33

One-half for Indians would equal $2.16% per horsepower as the

proper rental, as calculated from an annual average of 80,500 horse-
ower.

P Using the mean of these two calculations, we have $2.21 per horse-

power as a fair rental for the Indians.

If we take $2.21 per horsepower as Indian rental we have $15.60 per
horsepower, i. e., 2.387 mills per kilowatt-hour as the adjusted average
generating cost, including 8 per cent return and Indian rental. This
price of 2.387 mills per kilowatt-hour for an intercompany price would
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pay to Rocky Mountain Power Co. a return of 8 per cent and provide
all the operating expenses including depreciation of 2 per cent and
amortization charge of 0.6 per cent, which will fully amortize the
investment in 50 years, if invested at 4} per cent, and pay an annual
rental to the Indians of $2.21 per horsepower per year. All of the
public’s share above referred to would under this basis through the
low intercompany price be transferred from the Rocky Mountain
Power Co. to the Montana Power Co. and be under regulation in that
company. If, however, the higher intercompany price of 2.75 mills
per kilowatt-hour, (318 per horsepower) were utilized the public’s
share would remain in the Rocky Mountain Power Co., also under
regulation. There would be no difference, so far as the public interest
is concerned, because in the proposed license it will be required that the
securities of the Rocky Mountain Power Co. shall be regulated by the
Federal Power Commission and that no bonus stock will be possible,
and that all the equity-carrying common stock of the Rocky Mountain
Power Co. shall be owned and be retained by the Montana Power Co.
This will make possible complete regulation.

As has been shown the Indian rental for Flathead site No. 1 is
obtainable only from the licensee, Rocky Mountain Power Co., and
to the amount of one-half of the advantage of this site over the average
of the Montana Power Co.’s system. However, the other one-half
from the Rocky Mountain Power Co. accruing to the public will be
added to the ‘existing excess of the Montana Power Co. and be avail-
able under regulation for the general consumers. Thus, combining
the figures for the two companies, with such a price of 2.387 mills
per killowatt-hour after paying the Rocky Mountain Power Co.’s
8 per cent return and the Indians’ $2.21 per horsepower, there would
still be available for the irrigation project and general consumers
under regulation the following:

Per
horsepower
With 8 per cent return only_ ______ o __________. $2. 18
With 8 per cent return and present exeess_ .. ... _______________ 9. 90
With 8 per cent return and excess, and including additional power at
Thompson Falls due to Flathead_ . _______________________________ 10. 98

The above figures apply to generation alone. If the return on the
whole system were limited under regulation to 8 per cent, the possible
rate reductions might be still further increased, as already indicated.
It is especially to be noted that the above figures, including $2.21
per horsepower to the Indians, make the estimated cost to the appli-
cant less than its own estimated cost at Flathead by $1.88 per horse-
power, or 0.288 mills per kilowatt-hour. Thus if it were to its advan-
tage to lease Flathead under its own estimates rather than to develop
another one of its smaller and less desirable sites, it remains so still
even with this higher rental to the Indians.

Another opportunity to compare the low cost of current at Flat-
head with general costs for current, resulting in a difference in favor
of an increased Indian rental, is found in the following extract from
the hearings (p. 1549):

Mr. Scarrercoop. There is no more virtue in that figure of a dollar to the
(I)I&giraegsit]ger horsepower? There is no final virtue, I would say, because you

Mr. CocuraNE (chief engineer). That figure, I can explain, was a figure which
was made because in our—without making any detailed estimate as to what
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we could afford to pay for this particular site we said general power at a site like
this may be worth $20 a horsepower. We are selling that at Great Falls and
used that as a general figure without making any estimates, and that a dollar a
horsepower—that is, 5 per cent of that probably would not be a ruinous figure.

Mr. Cochrane was here speaking ‘by the book’ when he spoke of
“power like this being worth $20 a horsepower at a site like this.”
As a matter of fact the system generating cost of current sold at their
plants, including an 8 per cent return on the company’s own valua-
tion, has been shown above to have been, in 1926, $20.92; if the 5.84
per cent excess is added it was $9.11 per horsepower more, or a total
of $30.03 per horsepower on all system sales.

Now if this general figure of ““$20 per horsepower” is set over against
the $13.39 cost conservatively estimated to be the cost, including
8 per cent return, at Flathead site No. 1, it would seem proved from
Mr. Cochrane’s own statement that $2.21 for the Indian rental could
amply be afforded without reducing at all the company’s present
high basis of earnings.

Another slant on the ‘““nominal” offer of $1 per horsepower made
without regard to the site’s earning power is found in its origin in the
nominal charge of $1 per horsepower formerly made by the United
States Forest Service, but now no longer in use.

The following developed in the hearings (p. 1549-1550):

Mr. Kegrr (when Mr. Cochrane was on the stand). Mr. Cochrane did not make
that price (the $1 per horsepower rental). I made that price. 'I will tell you
how I made it. It was the forest rule.

Mr. ScaTTERGOOD. But that rule is no longer in existence.

Mr. Kegr. It was at that time, and we are paying at that rate now. (He
refers to some other plants of the system on forest lands.)

Mr. ScaTTERGOOD. You have passed from that time, have you not?

Mr. KErr. Yes. They predicated that rule

Mr. ScaTTERGOOD. Because it was not an adequate rule?

Mr. Kerr. That is what it was based on.

Mr. ScarTErGo0D. Thank you very much for enlightening us on that, Mr.
Kerr. I thought it was not based on any calculation of the earning power of this
site, because it is, of course, inadequate in that respect.

The next day the hearings proceeded (pp. 1615-1617):

Mr. ScarTERGOOD. Mr. Cochrane, you heard Mr. Kerr mention that the $1 a
horsepower proposed to be paid to the Indians for rental had been taken from the
scale that had been used by the Forestry Department. Do you know anything
about that? .

Mr. CocuraNE. Well, that refreshes my memory on the subject a little bit, and
I presume that that was where the figure originated, but as for our average—
that is, in assuming that figure, we assumed that it was not based on detailed
calculations as to how much we thought this site was worth or how much we could
be forced to pay for it, or anything of that kind; it was just a fair nominal figure
taken without analysis. . .

Mr. ScaTTERGOOD. That is just what I thought it was. Now, in the matter
of this Forestry scale, do you know whether that scale is still in existence in the
Forestry Department?

Mr. CocHrANE. I don’t know for sure; no. .

Mr. ScaTTERGOOD. Do you know anything about it?

Mr. CocHRANE. No. . . . .

Mr. ScarTERGOOD. You don’t know whether I am right in the impression that
I gained from the head of the Forestry Service that it no longer exists?

Mr. CocuraNE. | don’t know of my own knowledge; no.

Mr. ScaTTERGOOD. Well, do you know whether or not, when it was in existence,
it measured anything on the basis of actual values of sites, or was it, just as you
say, nominal? . . i .

‘Mr. CocHRANE. That is my impression, that it was nominal, arbitrary.

Mr. ScaTTeErRGOOD. Would there have been any particular reason for the
United States Government on public lands to charge anything but a nominal
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‘value? There would be no object in the Government doing it, would there?
I mean nominal rental when I say value. .

Mr. KeLry. Five per cent of the gross value of the product is hardly nominal.

Mr. CocrrANE. I think perhaps ‘‘arbitrary’’ should be used instead of the word
“‘nominal’’ in this computation.

Mr. ScatTERGoOD. What I meant to say was wouldn’t it be a fact that what-
ever charge was made by the United States Government would have to be carried
‘through into the rate and be loaded upon the consumers.

Mr. CocrrRANE. In the same way that any other charge would be; yes, sir.

Mr. ScaTTERGOOD. So that in public lands and forestry cases, where there is
‘no special ownership involved as there is in the case where Indian property is
held in trust, there is no reason for the Government to make the consumer pay
anything more than the real fair cost and the proper return to the company?

Mr. CocHRANE. I wouldn’t think there would be any object in the Govern-
ment requiring the customer to pay more than a fair charge in any event.

Mr. ScartErGoop. That is what I think, too, and I want to just bring it out,
that so far as that nominal charge is concerned, it was nominal and was not
meant to in any way measure the value of the site; and as a matter of fact that
scale no longer exists.

From the above tracing of the origin of the $1 offer it is apparent
that the company was working on the assumption that the basis
of rental for an Indian site might be the same as for forest or public
lands, overlooking the distinction between the Government trust for
the Indians in the first case and outright ownership by the Govern-
ment in the second. The company was accustomed to paying the
nominal $1 per horsepower rental for the forest lands, and apparently
assumed that this would be considered sufficient for Indian lands. Ad-
mittedly as Mr. Cochrane says, the company ““did not base its offer on
detailed calculations as to how much we thought this site was worth.”

It is this lack of ‘‘detailed calculations” as to what the site is
really worth to the Government in trust for the Indians that the
Indian Bureau is now attempting to supply in this memorandum,
and we believe a sound basis 1s found to be furnished for the rate of
$2.21 per horsepower in the figures above presented on the basis of
‘80,500 horsepower.

It may also be added that so far as the Indians are concerned from
a direct financial standpoint alone, the above rental payments would
lie to the advantage of the Rocky Mountain Power Co. The general
-consumers of the State would also profit more in possible rate reduc-
tions from the Flathead development than would be the case if the
license were given to Mr. Wheeler. On the other hand, Mr. Wheeler’s
Plans, if successful, would bring real advantages of other kinds through
the introduction of new industries, new employment, new markets,
etc.

MINIMUM RENTAL PAYMENTS

Another phase of Indian rental besides its rate remains to be
considered.

Under Regulation 14, section 5 of the commission, it is provided
that “The charge (for Indian rental) shall commence upon date license
1s issued.”

There will necessarily be a considerable period for construction
before the power will be available and earnings begin. Both appli-
cants estimate a construction period of three vears. Mr. Wheeler
will take longer to get started because he has not made preliminary
borings. He will also have to complete his financing and marketing
plans which will take some time. He will lose 1930 low-water season.
Rocky Mountain Power Co., as already pointed out, has not only
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made borings, but is ready to start a construction gang immediately
to work, and hopes, if granted the license, to divert the Flathead
River for building the foundation of the dam in the low-water season
0f 1930. Itis also to be noted that Mr. Wheeler at this stage is apply-
ing only for a preliminary permit for all his sites, while Rocky Moun-
tain Power Co. is applying for both preliminary permit for four sites,
and license for site No. 1. Hence in Wheeler’s case, rental to the
Indians will be delayed; if Rocky Mountain Power Co. is given the
license, a rental will begin immediately.

The basis of rental calculation and the rates for the first 20 years
suggested above are upon the assumption of the actual development
of the estimated prime power. The factors in the calculation are
purposely conservative, and, as heretofore stated, the estimate will
probably be exceeded over the 20-year period. However, a rental so
calculated would clearly not be applicable to a long construction
period when no income would be obtainable. Accordingly, the Indian
Bureau would suggest that for said construction period, 1. e., from the
date of the license to the date when the first power from Flathead is
sold, an arbitrary fair minimum amount be fixed in the license by
the commission and the Secretary of the Interior, say at the rate of
$20,000 per annum.

If the license is granted to the Rocky Mountain Power Co., another
consideration must also be provided against for the proper protection
of the Indians. That is to provide that the Flathead plant shall
not be used any more than any of the other plants as a “peak load
plant’”’ in the Montana Power Co. system. This means that it
should and must be so operated as to develop at least its pro rata
share of the system annual load factor, and not be used only at peak
times and ‘““‘starved’” at other times. It is not to be expected that
the merging of the Flathead plant into the full-load factor of the
system can be obtained the first year, probably not for three or four
years. It would therefore seem fair to suggest that in the license
1t be provided that from the date when the first power from Flathead
is sold, the rate of $2.21 per developed horsepower shall apply, but
that the company be given time to develop its full-load factor at
Flathead on the following basis of progressive minimums for the early

ears, viz:
7 First year, applicant shall operate Flathead at an annual load
factor (calculated the same as for the system) of not less than 60
per cent, based on the actual peak for 15 minutes.

Second year, the same except of not less than 67)% per cent load
factor.

Third year, the same except of not less than 75 per cent load factor.

Fourth year and thereafter at not less than the system load factor.

In case the load factors developed at Flathead should fall below
these minimums, then rentals to be based at the $2.21 rate on the
minimums, the same as if they had been reached. )

If Mr. Wheeler is given the license, it would seem from his own
plans that he hopes to be able to start off immediately with his load
more fully developed than on the usual company basis. He should,
however, be required to pay progressive minimum rentals, and after
say the fourth year, be required to pay not less than 83 per cent of his
full load, using there the same load factor as applies to the other
applicant.
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CAPITALIZED VALUE OF SITE NO. 1 BASED (1) ON INDIAN RENTALS;
(2) ON MONTANA POWER CO.’S VALUATION OF ‘‘INTANGIBLES”

The full annual earning power of site No. 1 for the Indians from
Mr. Wheeler would be:

(1) 105,000 X $1.12%4=%118,125 on his own basis of 6,000 cubic feet
per second of water.

(2) 95,000 X $1.12%=%106,875 on the basis of 5,440 cubic feet per
second of water. Capitalizing these at 8 per cent (the return allowed
the licensee) gives: (1) $1,476,562; (2) $1,335,937.

A similar calculation for Rocky Mountain Power Co. as adjusted
gives: 80,500X$2.21=$177,905 per annum. Capitalizing this at 8
per cent (the return allowed the licensee) gives $2,223,812. It is clear
that on this basis the latter applicant is better for the Indians on
direct financial results. ‘

Let us now make a further comparison with the Montana Power Co.
system.

If this were a power development other than on Indian or public
lands, the cost of site would be included in the prelicense cost of
development allowed by the commission. For comparison let us add
this to the estimated plant cost to find what the total investment
cost per horsepower would be. We would have:

Estimated plant cost._ - _ . _____ $7, 555, 400
Site, if purchased - . . . 2, 223, 812
Total - oo e oo 9, 779, 212

89,779,212 +80,500 =$121.48 per horsepower as development cost.
This compares with $127.04 for the Montana Power Co. system in
1926, assuming that the company’s own valuation of its generating
plants at $27,626,333 includes the values of power sites. Also it is to
be seen that $121.48 is very reasonable and is in fact low as compared
to the great majority of power sites.

If, however, these company valuations do not include the values
of the sites, then the values of the sites must be included in the
company’s ‘“‘intangibles,” which it describes as ‘“water rights, con-
tracts, franchises, etc.” For purposes of comparison, let us now
apply to the Flathead project the company’s own valuation of these
intangibles and so determine a figure comparable to the company’s
valuation set up, and find what per horsepower the site would be
worth on this basis.

In the Montana Power Co. system the 1927 report shows:

Tangibles_ _ _____ ... %46, 952, 039=47. 69,
Water rights, ete___ . _______________________ 51, 699, 423=52. 49,
Total - . 98, 651, 462= 1009,

Assume the same proportion for Flathead.

Now the estimated plant cost at Flathead without any value for )
site I8 _ e $7, 555, 400

This is 47.6 per cent of .__________ o _______ 15, 872, 689

52.4 per cent of $15,872,689 is___ . .______ 8, 317, 289
We then have:

Tangible plant____ ____ e ___ $7, 555, 400

Intangibles, including water rights, ete., would be________________ 8, 317, 289

Total value would be_ _________ o ____ 15, 872, 689
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The development cost would then be: $15,872,689- 80,500 horse--
power=$197.18 per horsepower.

Using the same operating ratio of 14.3 per cent including the 8 per-
cent return as is used in the Rocky Mountain estimate as adjusted,
we would have:

Per horsepower-

Annual generating cost, including 8 per cent return
As compared to____ ..

Increase due to ““Intangibles” ___ . ________________________.___ 14. 61

On this basis of the company’s own ‘“watered” valuations, Flat-
head site No. 1 would show $7.30, that is one-half of $14.61 per horse--
power for the Indians instead of the proposed $2.21 per horsepower.
Manifestly the company would not wish to see the Indians claim:
the same basis of valuation as it has used itself.

VII. THE Frateeap InpraN IrricarioNn Prosecr, anxp 15,0000
HorsErPowER FOR PumMPING AND OTHER USES

Early in this memorandum (p. 8) attention was called to the four-
interests involved in the Flathead power development, viz., (1) the:
company, which is entitled to its return of 8 per cent; (2) the Indian
tribe, which is entitled to a fair rental for the power sites; (3) the:
general consuming public; (4) the special part of the public forming:
the irrigation project, being about 20 per cent Indian and 80 per cent
white, and to whom have been promised by one of the applicants:
certain low rates for power up to 15,000 horsepower under certain
restrictions.

Having considered the first three interests, we now turn to the-
fourth, the Flathead irrigation project.

Before considering the power features, however, it seems desirable-
at this point to insert a brief historical account of the Flathead Indian
irrigation project with some comments on the water rights involved,.
which has been prepared by our counsel, Mr. Reeves:

HISTORY OF FLATHEAD IRRIGATION PROJECT

The Flathead Indian Reservation, Mont., embracing some 1,500,000 acres, was
established in 1855 by treaty with the Confederated Flathead Tribes, being a
part of the original area ocecupied and claimed by these Indians from time imme--
morial. The northern boundary of this reservation (from east to west) bisects
Flathead Lake, a considerable body of navigable water some 30 miles long (north
and south) by some 20 miles at its widest extremity, which is within the lower or
south half of the lake and within the Indian reseivation. The waters from this-
lake are discharged at its southern extremity into Flathead River, which traverses
the reservation in a general southerly and westerly direction for a distance of some-
60 miles or more. Without water for irrigation, the lands within this reservation
are practically valueless for agricultural purposes and under a doctrine now well’
settled, the establishment of an Indian reservation, ipso facto also reserves for the-
Indians sufficient water for their needs for agricultural and other purposes. Of
this paramount right the Indians cah not be deprived by appropriation or applica-
tion to beneficial use of such water by third parties. This remains true even
though the application to beneficial use by third parties antedates such use of the:
water by the Indians themselves. As to this see Winters ». United States (204
U. 8. 564), and Contad Investment Co. ». United States (161 Fed. 829).

The reservation so established for these Indians remained practically intact.
until after the passage of the act of April 23, 1904. By this statute Congress
directed that allotments in severalty be made to these Indians in accordance:
with the allotment laws of the United States and provided for the classification
and disposal of the surplus or unallotted and unreserved lands for the benefit of
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the Indians, under the homestead, mineral, and town site laws of the United
States, at not less than the appraised value of such lands. .

it appearing at an early date that some 135,000 acres within this reservation
could be greatly enhanced in value by iirigation, of which approximately 78,000
actes could be furnished with wate: by gravity and the remainder by pumping, a
comprehensive irrigation plan was inaugurated, which project has since been
commonly known as the Flathead Indian irrigation project. In furtherance of the
plans in connection with this work something over $5,000,000, reimbursable funds
appropriated by Congress have already been expended in order to supply these
lands with water. With a view of giving timely warning of the intention of the
Government in this matter ‘‘notices of appropriation’’ of the waters of Flathead
River, including of course, those from Flathead Lake, were duly filed by the
Reclamation Service in behalf of the United States and placed of record pursuant
to the statutes of the State of Montana. Such action was first had early in the
year 1909 and renewal or additional notice filed from time to time in compliance
with the laws of the State down to and inclusive of the vear 1927. As such notices
will show, the purposes for which said water was appropriated were for the irriga-
tion of lands within the Flathead Indian Reservation, for domestic uses, and for
developing power for pumping and other purposes. In furthecance of these plans
under authority of section 22 of the act of March 3, 1909 (35 Stats. L. 795), some
2,500 acres of land chiefly valuable for power-site purposes along Flathead River
within the reservation, were withdrawn from sale, entry, or any other form of
appropriation. The most valuable of the power sites along this river, within the
Indian reservation, commonly referred to as site No. 1, lies 4 miles below where
Flathead Lake discharges into the river of the same name. With a view of
utilizing the lake as a reservoir in connection with its plans for the development
of power in eonnection with this project, by the act of March 3, 1911 (36 Stats. L.
1066), as amended August 24, 1912 (37 Stat. L. 527), Congress directed—

“That an easement in, to, and over all lands bordering on or adjacent to Flat-
head Lake, Montana, which lie below an elevation of nine feet above the high-
water mark of said lake for the year nineteen hundred and nine, is hereby reserved
for uses and purposes connected with storage for irrigation or development of
water power, and all patents hereafter issued for any such lands shall recite such
reservation.”

Actual development of power by the Government at site No. 1, or elsewhere
within the Flathead Reservation, has not yet been had, although considerable
sums have been expended and much preliminary work done with that end in
view. Subsequent to the passage of the Federal water power act of June 10, 1920
(41 Stats. L. 1063), it was suggested that the power possibilities at Flathead be
developed by outside interests rather than by the Government. Accordingly,
an item in the act of March 7, 1928 (45 Stats. L. 212-213) authorized the Federal
Power Commission upon terms satisfactory to the Secretary of the Interior to
issue licenses ‘‘for the use, for the development of power sites on the Flathead
Res.er:at.i’on and of water rights reserved or appropriated for the irrigation
projects.’

It was also provided that the rentals from such licenses for the use of Indian
lands should be deposited in the Treasury of the United States to the credit of
these Indians as a tribe. It will be observed, however, that this statute contem-
plates the use of both the power sites on the reservation and of the water rights
reserved or appropriated for this irrigation project.

Manifestly under this situation two interests are primarily involved, (a) that
of the Indians and (b) the irrigation project, meaning, of course, the landowners
under that project. More accurately speaking, the interests of the Indians are
twofold, first, as a tribe in the revenue to be derived from these power resources
developed from their tribal lands, and, secondly, as individual allottees owning
lands under an irrigation project to be supplied in part with water by pumping,
power at a cheap rate being essentially for the latter purpose. Approximately
20 per cent of the irrigable lands within the Flathead irrigation project are still
owned by individual members of the tribe. Necessarily the Federal Government
1s concerned in seeing that the Indians receive adequate compensation for the use
of their lands for power-site purposes and also that its obligation to the land-
owners under this project is fulfilled by supplying an adequate quantity of water
for irrigation at a minimum cost, it being here borne in mind that the landowners
under this system, both Indian and white, are obligated to repay to the United
States the cost of irrigation, on a per acre basis.

. The Rocky Mountain Power Co., in its brief in support of its application for a
license to develop power at Flathead (pp.63 to 68), alleges that the lands included
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within the power-site area constitute 50 per cent of the value of these power
resources and water the remaining 50 per cent; that the water belongs to the
State of Montana, and hence the Indians are without right therein. Further,
that the Indians are without right or interest in the river and lake bed. This
assumption, however, is erroneous. We have just shown that the Indians have
a prior right to sufficient of the waters within their reservation for irrigation and
other uses, which right is augmented in no small measure by the filings made on
these waters by the Government in behalf of this project, pursuant to the statutes
of the State. It is also to be recalled that the south half of this lake and the river
into which these waters are discharged are within the Indian Reservation. The
power-site withdrawal made by the Government in behalf of this project covers
certain lands lying along both sides of this stream, and as to such lands, including
the river bed embraced therein, the Indian title has not been extinguished. That
is to say the withdrawal for power-site purposes in no way operated to extinguish
the Indian title to such lands. These Indians, therefore, have a tremendously
greater interest in this situation than as alleged or represented by the Rocky
Mountain Power Co.

Basing its calculations on the erroneous assumption that the 2,500 acres or less
of tribal Indian lands involved represents only 1 per cent of the value of power
site No. 1, the Rocky Mountain Power brief proceeds to show that its offer of
$1 for horsepower as rental for these lands would yield to the tribe a minimum
annual rental of $68,000. On this basis (1 per cent of the value yielding $68,000
annually) the value of the entire site, including both land and water (100 per cent)
would be equivalent to an annual vield in rental of $3,400,000—manifestly
fallacious.

We now return to the matter of the cost of power for pumping, ete.,
for the irrigation project and its association with Indian rentals.

During the past few years much discussion as well as debates in
congressional committees and on the floors of Congress have taken
place in regard to these alleged conflicting interests of the Indians
and of the irrigation project. It was vigorously argued, on the one
hand, that the Indians’ ownership of the power sites is absolute; that
this carried with it the right of the Indians to every cent of rental
moneys obtainable; and that any reduction of power rates to the irri-
gation project must necessarily come out of the Indians’ rental and
thereby cause an unwarranted reduction thereof. On the other hand,
it was as stoutly maintained that the irrigation project can not be
successful without pumping; that cheap power is essential for pump-
ing; that the Indian owners of project lands and the white settlers
who have purchased lands of the project from former Indian owners,
are alike vitally interested in this cheap power; and have through
all their years of ownership depended upon the government’s plans
and promises to secure it; that the United States Government itself
through its Reclamation Bureau began even thoughit did not complete
a pumping development known as the Newell project, to pump water
to the irrigation projects; that the United States irrigation project
itself had made water filings under the laws of Montana to make sure
of the necessary water for this pumping project; that in an appropri-
ation act approved January 12, 1927, and in every subsequent appro-
priation act, Congress has provided the money and authorized the
procedure with a Government power project for pumping in the
event that power is not procurable from the licensing of the Flathead
site. Thus has arisen an unfortunate dispute on the question of the
legality of the irrigation project’s rights. Certainly no one has or can
sucessfully contest the equitable grounds of the irrigation project to
consideration in the matter of cheap power, even if the legal position
has been questioned by some. One of the applicants, the Rocky
Mountain Power Co., has recognized this equity from the beginning
and has since 1927 put on record its willingness, if granted the license,
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to supply 15,000 horsepower at special prices to the irrigation project.
The revised terms for this 15,000 horsepower are set forth in Exhibit
13 of the Flathead irrigation district, an intervening party in this case,
and are as follows:

A. The power company would agree to deliver at its plant to be erected at the
Newell site (No. 1 site) electrical energy to be used by the irrigation project
exclusively for pumping water for irrigation, power required by the Government
for that purpose up to 5,000 horsepower, at the price of 1 mill per kilowatt-hour
delivered, and also such power up to 5,000 horsepower as may be demanded by the
United States for all project and farm uses and for sale at the price of 1 mill per
kilowatt-hour delivered.

B. The power company will deliver either at the Newell plant or at some place
more couvenient on the project, to be agreed upon, such additional pawer up to
5,000 horsepower, as may be demanded by the United States for all project and
farm uses and for sale at the price of 214 mills per kilowatt-hour delivered.

The Indian Bureau has the double responsibility of protecting
fully the tribal rights of the Indians in the matter of power rentals
and also of doing everything possible to make a success of the Flat-
head Indian irrigation project committed to its care. It does not
consider that these interests are really conflicting in the sense of the
unfortunate dispute above referred to. We have therefore first con-
sidered in this memorandum the matter of the Indian rental on its
merits just as if there were no irrigation district at all; we have accord-
ingly proposed what seems to be a fair rate of rental, of $2.21 per
horsepower; and we have indicated that in the pro forma estimated
basis of calculation this involves, if the license is granted to the Rocky
Mountain Power Co., an intercompany price of 2.387 mills for the
current sold by the Rocky Mountain Power Co. to the Montana
Power Co.

This Indian rate of rental having thus been fixed, we can properly
turn to the irrigation project and consider it as one special group
of general consumers that the United States Governmentisparticularly
interested in protecting to the extent of 15,000 horsepower for pump-
ing and for the project and for sale. The justification for this is that
the irrigation project is the Government’s own project, and the
Government’s hope of reimbursement depends upon the project’s
success. The provision for sale of current in the above quotations was
based on the expectation that a profit can be realized on the retail sale
of electric current purchased at low wholesale prices, and that this
profit will enable the Flathead irrigation district to be an assured
success and thus reimburse the project’s construction costs to the
Government more rapidly than would otherwise be possible. In
anticipation of this profit from power as first proposed to be made by
the Government itself, Congress in the act of May 10, 1926, provided
for its disposition in an order of precedence not necessary to state here,
and which was fully explained in the hearings by Congressman
Cramton, chairman of the House subcommittee on Appropriations for
the Department of the Interior.

Now of the prices for power quoted above, that for 10,000 horse-
power at 1 mill is lower that the above proposed intercompany price of
2.387 mills; but that for 5,000 horsepower at 2% mills 1s actually a
trifle higher. Qur problem then is to see how much the intercompany
price for the large amount of current sold to the Montana Power Co.
needs to be raised in order to offset these relatively small amounts of
current at these prices to be reserved by the applicant for the United
States for the use of the irrigation project.
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This involves an estimate of the load factors of pumping, of resale
for farms, etc.; also the number of days of pumping required for the
project and the dates. From this a study has been made of the over-
lap of the irrigation period with the surplus water period, and the
consequent proportion of secondary power and of primary power.
There was much discussion in the hearings on this subject.” Suffice
it here to say that the testimony showed an outside demand of 111
days for pumping for irrigation purposes, and that for the purpose
of an estimate about 51 per cent would be secondary power and 49 per
cent primary power. (See Indian Exhibit 7 prepared by the Rocky
Mountain Power Co.) The Rocky Mountain Power Co. submitted
in its Exhibit 12 an estimate of its loss through the sale of this block
of 15,000 horsepower at the prices quoted. It showed (see below)
that the sale of this power would bring $60,500, but that it would
cost $123,000, showing a loss of $62,500. Allowing 4,000 horsepower
as primary power for the irrigation project, the company deducted
this from its estimated capacity of 68,000 horsepower and charged
the remaining 64,000 horsepower with the above cost of $62,500,
making its estimated cost for the irrigation power $0.98 per horse-
power, or $1 in round figures. This estimate of $123,000 cost for
this power was figured on a basis of arbitrarily including a maximum
demand factor of—

15,000 maximum horsepower at $5.45_ __ __ __ __ ____ ___ . ____________ $82, 000
4,000 average horsepower at $10.20._______ _______________________ 41, 000
Total. e 123, 000

Attention should be called to the fact that in making the above
quotations to the irrigation project no maximum demand factor was
therein included, the quotations being straight kilowatt-hour prices.
Why, then, should not a straight kilowatt-hour average cost be like-
wise used in reckoning the difference between actual revenue and
actual cost? This average basis would surely be true to facts in this
company’s load, because what power under the maximum the irriga-
tion project will not take will not thereby be lost, but will be other-
wise absorbed into the system and realized on.

Assuming the company’s own calculations of load as set forth in
Exhibit 12, we then have:

Maximum Average Average Kilowatt- :
horsepower | horsepower | kilowatts hours Price Revenue
10, 000 13,000 2, 250 19, 600, 000 $0. 001 $19, 600
5,000 22,500 1,875 16, 360, 000 . 0025 40, 900
15, 000 5, 500 4,125 35,960,000 [-coeeumeaanaas 60, 500
130 per cent load factor. 2 50 per cent load factor.

For the sake of conservatism, let us assume that all of the 5,500

horsepower is prime power. . .
The average sale price of the 35,960,000 is $0.0016824 per kilowatt-

hour; i. e., $11.05 per horsepower. . .
The estimated cost with 8 per cent return and including $2.21

Indian rental has been shown to be $15.60 per horsepower or 2.387
mills per kilowatt-hour.
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Then 35,960,000 kilowatt-hours by 2.387 equals $85,836 is the cost
of this power.

Hence, on the company’s own basis of load factors, and even dis-
regardlng secondary power, and on the basis of average cost, this
block of 15,000 horsepower at the prices quoted will produce an out-
-of-pocket loss of only $25,336. This represents about $0.32 per
‘horsepower for the 80,500 capacity at Flathead instead of $0.98 per
horsepower the way the company figured it.

Now returning to_the necessary adjustment of the intercompany
prlcltla to provide for these 15,000 horsepower for the irrigation district,
‘we have:

-528,800,000 kilowatt-hours at 2.387 mills (at $15.60 per horsepower) - $1, 262, 246
30 960 000 kilowatt-hours at 1.6824 mills__._.__________________ 60, 500

492,840,000 kilowatt-hours at 2.439 mills (at $15.94 per horsepower). 1, 201, 746

Hence by the raising of the intercompany price from 2.387 mills to
'2.439 mills; i. e., from $15 60 per horsepower to $15.94 per horsepower,
for the 492,840 000 kilowatt-hours sold by Rocky Mountain Power
‘Co. to Montana Power Co., the 15,000 horsepower for the irrigation
project can be sold at the prices quoted and the Rocky Mountain
Power Co. will still have its full average revenue of 2.387 mills; 1i. e.,
'$15.60, which will enable it to pay the undiminished Indian rental of
'$2.21 and preserve its own 8 per cent return.

Mr. Wheeler stated at the hearings that if granted the license he
‘would be willing to supply the irrigation district with power as the
commission might require.

Assuming, then, the same power requirements and the load factors
as used above for the other applicant, we would have for Wheeler on
his estimate of 6,000 cubic feet per second of water:

(1) The same revenue, viz, $60,500, based on the average price of
1.6824 mills per kilowatt-hour.

(2) His cost of $15 per horsepower at 8 per cent return and includ-
ing $2.33 for Indian rental is 2.2813 mills per kilowatt-hour.

We have then on Wheeler’s estimated capacity of 689,000,000
kilowatt-hours:

689,000,000 kilowatt-hours at 2.2813 mills (315 per horsepower).___. $1, 671, 816
35,960,000 kilowatt-hours at 1.6824 mills_._____________________ 60, 500

653,040,000 kilowatt-hours at 2.3143 mills ($15.20 per horsepower).. 1, 511, 316

This would mean either (1) Mr. Wheeler would have to raise his
price to consumers from $15 to $15.20 per horsepower; or (2) he
would have to cut the Indian rental by $0.20 as suggested above; or
(3) he would have to be satisfied with $0.20 per horsepower less return
than he is entitled to.

If only 5,440 cubic feet per second of water is available, a similar
<alculation will result in a cost of $15.23, so that there would be a $0.23
adjustment as above instead of $0.20.

CONCLUSION IN RE 15,000 HORSEPOWER FOR IRRIGATION PROJECT

The Indian Bureau believes that the matter of this 15,000 horse-
power for the irrigation project has had far more adverse discussion
than it deserves; that it would be most fortunate for the best interests
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of the Indians and of their neighbors if all would realize that they have
common interests in making the irrigation project a success for the good
of all; that accordingly the obtaining of this cheap power for the proj-
ect’s use in pumping and for farms, ete., is highly desirable; and in
fact that it is unthinkable that the opportunity to get it shall not be
availed of. This does not mean, as some friends of the Indians may
have feared, that the Indian Bureau does not recognize fully the rights
of the Flathead Indian Tribe as the equitable owner of the power sites
concerned. These rights are fully recognized and preserved and no
precedent to the contrary can be set up from the disposition of this
case. And further, while thus recognizing the tribal interest, the
Indian Bureau also recognizes the rights and equities of individual
members of the tribe as residents in and owners of land in the com-
munity chiefly to be benefited by the erection of the power project or
projects including the Flathead irrigation project, dependent in part,
as it is, on power at a reduced rate to supply water for irrigation and
other purposes.

Accordingly, we urge the Secretary of the Interior and the Federal
Power Commisson in granting a license for site No. 1 to either of
the applicants, to insert in said license conditions for the reserving
to the United States Government for the use and benefit of the
Flathead irrigation project of 15,000 horsepower of electric power
substantially as set forth in paragraphs A, B, D, E, K, I,’and N of
the Rocky Mountain Power Co.’s memorandum of February 17, 1927,
as amended December 30, 1928, by agreement with the Flathead
irrigation district, and on the terms and conditions therein stated.
See Exhibit 13 of Flathead irrigation district, intervening party to
the proceedings.

VIII. Tae Four Oraer FuaTHEAD POWER SITES.

It is the task of the Indian Bureau to secure all possible advantages
to the Indians while preserving the interests of the public. Hence,
the fullest possible development of the Flathead sites would seem to
be desirable from the standpoint of the Indians’ interests.

Applicant Wheeler has applied for a preliminary permit for all
five sites but is not ready to apply for a license to proceed with any
immediate development. Applicant Rocky Mountain Power Co.,
on the other hand, has applied for a license for immediate development
of site No. 1, and for a preliminary permit for the other four sites,
but it stated in the hearings it could not tell when, if at all, it would
develop these four sites.

In view of the immediate and financial advantage to the Indians
in the development of site No. 1 by the Rocky Mountain Power Co.,
provided an adequate rental basis can be agreed upon, the Indians’
interest would seem to be secured by the issuance of such a license for
site No. 1. If site No. 1 should be thus licensed to this applicant, the
Indian Bureau would hope that a preliminary permit for one or more
of the other four sites for a limited period might also be issued to appli-
cant Wheeler, so that if he can be successful in bringing new industries
to the Flathead neighborhood, as he hopes, the chance may be given
him to do so. It is the Indian Bureau’s understanding that the
license for site No. 1 would have in it an article that will provide for
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regulation of the lake under such reasonable rules and regulations
as the Federal Power Commission may prescribe for the fullest
practicable utilization of the waters of Flathead River; and that
under this protection, applicant Wheeler could successfully develop
the lower sites. Such an arrangement would assure an early income
to the Indians from site No. 1 and would also exploit the possibilities
of the other sites for industrial development, which would furnish
opportunities for development, the opening of a local market, etc.

So far as concerns the fixing of a rental to the Indians for these
lower sites, the Indian Bureau believes that the facts concerning
each site can best be considered separately at the time of the issuance
of a license for it, and that the rental can then be fixed for it as a
separate proposition following the precedent and the experience
gained in the way that site No. 1 works out.

CoNcLUSION

In concluding this memorandum on the Flathead power develop-
ment, we are pleased to state that it seems possible at last to solve
this complex problem which has been so fraught with disputes for such
a long time, and do it to the satisfaction of all of the interests involved.
Upon analysis it has developed that the advantages and resulting low
costs of this power site will makeit possible (1) to give the developing
licensee a full return upon the investment; (2) to considerably increase
the Indian rental beyond the offers made or even the expectations of
the Indians; (3) to provide for the full amortization of the power
development cost during the 50-year period of the lease and at the close
of the lease its return to the Government for the Indians as a going
concern fully paid for, then to be released or otherwise disposed of as
may then seem best; (4) to accommodate the irrigation project by
the granting in full of its request for cheap power; (5) should the
license be granted to the Rocky Mountain Power Co., to make avail-
able from the Flathead development itself and from the beneficial
effects therefrom upon the Thompson Falls plant of the Montana
Power Co. certain further amounts which under the regulation of the
Montana Public Service Commission will be available for rate reduc-
tions for the benefit of the general consumers of the latter company;
(6) should the license be granted to Mr. Wheeler, to make available
from the Flathead development advantages to the Indians and other
people of that section from the introduction of new industries, with
resulting opportunities for new employment, new markets, ete.; (7) to
establish a method of calculation of Indian rentals for power sites; (8)
to provide for proper regulation by the Federal Power Commission
in conjunction with the State public service commission that is in-
volved, of the licensee that makes the development.

Respectfully submitted. ’

J. HENRY SCATTERGOOD,

Assistant Commissioner.
115134—S. Doc. 153, 71-2——4






SuPPLEMENTAL MEMORANDUM

May 14, 1930.
Hon. Ray LymMan WILBUR,
Secretary of the Interior.
Sir: Supplementing Indian Bureau’s revised memorandum dated
December 30, 1929, in re Flathead power development, we now
submit the following further statement:

APPLICANT ROCKY MOUNTAIN POWER CO. SELECTED FOR SITE NO. 1

It will be remembered that the applications received were—

(1) From Rocky Mountain Power Co. for final license for im-
mediate development of Flathead site No. 1, and for preliminary
permit for investigating sites Nos. 2, 3, 4, and 5.

(2) From Walter H. Wheeler for preliminary permit for investigat-
ing all five sites Nos. 1, 2, 3, 4, and 5.

In the Indian Bureau’s memorandum just referred to, the facts
and variables relating to power as to both applicants were set forth,
without an effort to consider the ability to market and to finance,
or the practicability of the plans of applicant Wheeler for fertilizer
manufacture, etc. We understand that you have received reports in
relation to the feasibility of the manufacture of fertilizer from the
experts in the Agricultural Department; also that the Federal Power
Commission on the showings made by the applicants have recom-
mended that the Rocky Mountain Power Co. be awarded the license
for site No. 1 as applied for, provided satisfactory terms of Indian
rental could be agreed upon, and that applications from both appli-
cants for preliminary permits upon the other four sites be rejected.

INDIAN RENTALS

Reference is made to our previous memorandum where we showed
the inadequacy of the offers of Indian rentals made by either of the
two applicants. We are pleased now to be able to state that this
view has been amply supported by the separate studies made by
the Federal Power Commission and by the Army Engineers, the latter
having been requested by the Secretary of the Interior to make a
fresh and independent study. For the sake of the record all of the
different studies are here briefly summarized.

THREE METHODS OF CALCULATION OF INDIAN RENTAL

There are three methods by which Indian rentals can be set up:
(1) At a fixed rate per horsepower produced; (2) at a combination of
fixed charge and energy charge; and (3) at a flat rental basis, regard-
less of the amount of output. These are further described as follows:

(1) At a rate per horsepower and estimated at a ‘““spot” of pro-
duction.—The first method was prepared in the offers of the two
applicants.

Rocky Mountain Power Co. offered $1 per horse-power-year. At
the hearings it estimated on 5,400 cubic feet of water per second,
resulting in 80,000 horsepower prime power for site No. 1, which is the
same as per the Federal Power Commission formula. However, this
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applicant further estimated a utilization factor of only 85 per cent, thus
reducing the estimate of prime power capacity produced and taken to
68,000 horsepower, which at $1 per horsepower would have made
$68,000 average Indian rental for site No. 1 on a “spot” basis of
68,000 horsepower. .

Applicant Wheeler offered $1.12% per horsepower-year. At the
hearings he submitted, based on 6,000 cubic feet of water per second,
an estimate of prime power capacity for site No. 1 of 105,000 horse-
power using a higher over-all efficiency factor (87% per cent) than
the commission and a utilization factor of 100 per cent. On this
““spot” basis of 105,000 horsepower, the Indian rental at $1.12}
per horsepower would be $118,125 for site No. 1. Applicant Wheeler's
figures would, however, be subject to reduction on account of the
commission’s limitation to 1,100,000 acre-feet of storage (10 feet
difference of levels) on account of certain as yet unsolved problems
which will result from changing the levels of the lake. As stated
in our revision of our previous memorandum, this would result in only
5,440 cubic feet of water per second instead of 6,000 cubic feet and
would reduce applicant Wheeler’s prime power capacity from 105,000
horsepower to 95,000 horsepower. At $1.12% per horsepower Mr.
Wheeler’s Indian rental on the “spot” basis of 95,000 horsepower
would be reduced to $106,875.

In our -previous revised memorandum, an effort was made to
develop an Indian rental rate per horsepower comparable to the two
offers made by the applicants. This calculation was likewise based
upon 5,440 cubic feet of water per second, resulting in a prime power
capacity of 80,500 horsepower. On this basis, the cost per horse-
power was estimated to be $13.39 per horsepower-year to Rocky
Mountain Power Co., and $14 (for 95,000 horsepower) for Mr.
Wheeler. Rocky Mountain Power Co. proposed in the hearings
a selling price of $18 per horsepower including $1 per horsepower
for the Indian rental and $1 estimated cost per horsepower of
supplying the irrigation district with power at specified low rates.
It was also shown that the cost per horsepower including 8 per cent
return to Montana Power Co. in the year 1926 was $17.78, said return
being based upon the company’s valuation of tangible values. (It
may be said in passing, that if this basis of valuation is a pre-war
cost plus actual additions since 1913 at cost, it would be comparable
with the net investment cost basis used in the above applicants”
calculations). _ .

On the further assumption that the Flathead Indian Tribe and the
general public are each entitled to about one half (approximately in
proportion to their interests in the Flathead River and Lalke), thl’S,
figures that for applicant Rocky Mountain Power Co. on a ‘‘spot
basis of 80,500 horsepower, the Indian rental would be $2.21 per horse-
power, which equals $177,905 per annum. The irrigation district, if
1t actually costs anything other than secondary power, will be supplied
from the public’s share. As to applicant Wheeler, his selling price is
limited by his plan to $15 per horsepower; his cost as adjusted would
be $14, leaving only $1 for the Indians, assuming that they would
get it all, and the public’s share would be in the low price to the new
industries that he would hope to attract. In this case, the irrigation
district would not be considered at all.
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(2) Combination of a fixed rental plus an energy charge.—This
second plan of estimating Indian rental was used by (a) Federal
Power Commission in its schedule of January 2, 1930; (b) Army
.engineers (when specially called upon by the Secretary of the Interior
for an independent study of February 27, 1930 and revised March 29,
1930); and (¢) by the Indian Bureauinits Schedule No. 2dated April 1,
1930, and which was discussed by the Secretary of the Interior with
the Montana congressional delegation. All of these estimates were
based on studies of the variables with a view that after the production
cost including fair return to the company had been covered, any
further margin of profit should be divided between the Indians and
the public (through the company under regulation). The variables
were (1) development cost; (2) transmission line cost (in the Army
schedule only); (3) annual operation charges; (4) annual transmis-
sion charges (in the Army schedule only); (5) revenue at Flathead,
and at Anaconda (in the Army schedule only). In effect, this
kind of a schedule of rates is one of adopting a minimum fixed ren-
tal charge up to a given horsepower development, plus an energy
charge for development above that point and at such a rate as will
divide the excess between the Indians and the public (through the
company under regulation). This plan results in a constantly
diminishing cost per kilowatt-hour to the company and in a steadily
rising rate of rental per horsepower to the Indians, and is in effect a
profit-sharing arrangement and is the kind that is often used in con-
tracts for wholesale power.

The advantage in this plan 1s that in the higher brackets of power
production, the Indians would be able to secure considerably greater
rentals. The disadvantage is that in the lower brackets where the
profit is insufficient even for a fair return to the company, the Indians
must either run the risk of little or no rental or they must be given
a fair minimum rental. Even this minimum will then show a heavier
loss to the company than it proved willing to agree to. Furthermore
a number of difficulties were encountered in all these profit-sharing
plans in providing against any possibility of the use of the Flathead
plant for peaking purposes only or in dull times the giving to it of
only a reduced proportion of the entire system load, and in general
the avoiding of the temptation to starve this plant in order to reduce
the Indian rental. Four months of negotiations were consumed in
discussing those various plans and the variables upon which they
were based and we were never able to reach an agreement. Several
deadlocks actually developed with the breaking off of negotiations.
Finally efforts on these lines were abandoned and a new approach
was entered upon with the plan of a flat rental.

For the record there are appended hereto the three schedules
referred to above which were proposed for discussion respectively by
Federal Power Commission, the Army engineers, and the Indian
Bureau.

(3) Flat rental.—The third plan of a flat rental basis was finally
agreed to on terms as set forth below. This plan of rental has the
advantages of (1) reducing all risks to the Indians and providing an
assured, definite and uniform rental regardless of the amount of use
of the plant by the licensee; (2) it avoids the difficulties of assuring
to the Flathead plant its fair porportion of system load; (3) it avoids
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any inducement that Flathead be used for peaking purposes, or that
it be starved unduly at high water periods when other plants of the
system could carry an increased share of the load; (4) it avoids all
problems arising from any form of partnership of the Indians with
the licensee; and (5) it eliminates subjecting the Indians to the ups
and downs of business and to industrial depressions, a feature which
especially exists in Montana, where the electric demand is so largely
industrial in character. In the case of applicant Wheeler, whose plan
provided for an exclusively industrial load, thi§ business variation
of load would have had its maximum effect upon Indian rentals.

The basis of agreement as to Indian rentals reached with Rocky
Mountain Power Co. is as follows:

Article 30: (a) The licensee shall pay into the United States
Treasury as compensation for the use, in connection with this license,
})futhe Flathead Indian tribal lands annual charges computed as

ollows:

(1) A charge at the rate of $1,000 per calendar month, beginning
with the month in which the license is issued and extending to and
including the month in which the project is placed in commercial
operation. For the purpose of the payments under this article, the
beginning of commercial operation shall be considered as the time
when one of the licensee’s generating units shall have been installed,
tested, and demonstrated to be in suitable condition to produce
electric energy for commercial purposes with a reasonable degree of
reliability.

(2) A’charge at the rate of $5,000 per month, beginning with the
calendar month next succeeding the date on which the project is
placed in commercial operation and extending to the end of the
calendar year in which such commercial operation shall commence.

(3) For each full calendar year from and after the 1st of January

“next following the date on which the first unit is placed in commercial
operation, annual charges will be as follows:

Per year
For the first tWO YeaTS - - oo n oo oo oo oo mmem—mmeeee $60, 000
For the third year_ . - oo 75, 000
For the fourth year. .. e 100, 000
For the fifth year_ _ e 125, 000
For the next five years. ..o oo o 150, 000
For the next five Years_ - - e cccmo—mmmmmmmem—mmmmmee 160, 000

For the next five years and/or until readjustment of the annual charges

payable hereunder shall have been effected pursuant to the provi-

sions of par. (D) of this artiele 30 oo oo 175, 000

(B) Payments shall be made for each calendar year within 30 days
after the close thereof on bills rendered by the commission.

(C) Pursuant to the provisions of the act of March 4, 1929 (45
Stat. 1640), all charges for reimbursing the United States for the
cost of administration of the Federal water power act have been and
are hereby expressly waived. )

(D) The annual charges payable under this license may be read-
justed at the end of 20 years after the beginning of operation under
this license and at periods of not less than 10 years thereafter by
mutual agreement between the commission and the licensee, with the
approval of the Secretary of the Interior. In case the licensee, the
commission, and the Secretary of the Interior can not agree upon the
readjustment of such charges, it is hereby agreed that the fixing of
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readjusted charges shall be submitted to arbitration in the manner
provided for in the United States arbitration act (U.S. C., title 9),
such readjusted annual charges to be reasonable charges fixed upon
the basis provided in section 5 of regulation 14 of the commission, to
wit, upon the commercial value of the tribal lands involved, for the
most profitable purpose for which suitable, including power develop-
ment.

The Indian Bureau believes this scale of rentals forms a very
satisfactory settlement. It greatly exceeds the offers made by both
applicants. For purposes of ready comparison we append a chart
which shows the agreed rentals, the original offers, and also the esti-
mates based upon studies of the variables made by the Indian Bureau,
the Federal Power Commission, and the Army engineers.

From this it will be noticed how closely all the estimates converge
in the zone of 70,000 to 85,000 horsepower, which are the probable
points of usual development.

GUARANTY

'I(;he guaranty for performance of Rocky Mountain Power Co. is
made—

(1) by Montana Power Co., the parent company, guaranteeing the
completion of the installation by Rocky Mountain Power Co. (the
subsidiary company) of three units of 50,000 horsepower each or a
total of 150,000 horsepower within four years, i. e., to start construc-
tion within one year and to complete construction within three years
thereafter;

(2) by Montana Power Co. entering into a contract with Rocky
Mountain Power Co. for the 50-year period of the lease to take all of
its production of electric energy except such current as is taken by the
United States for the reservation and the irrigation district up to a
maximum of 15,000 horsepower. Said electric energy is to be paid
for by the Montana Power Co. on the basis of actual cost, including
Indian rental plus 8 per cent return upon the net investment cost.
This will be an assurance of a market for the entire period of the
license and will in effect act as a guaranty that Rocky Mountain
Power Co. will be able to carry out 1ts obligations, including the pay-
ment of Indian rentals.

POSSIBLE INCREASE OF WATER FLOW IN FUTURE

As stated above, the Federal Power Commission has set a limit in
the present license (and in accordance with the application) of 10 feet
of storage in Flathead Lake, making a minimum of 1,100,000 acre-feet.
If in the future, the problems of the lake levels can be safely solved,
so that the Federal Power Commission will feel warranted in allowing
a greater storage to be developed than 10 feet, then it will be in order
for an application to be filed for the amending of the license. Such
a proceeding will result in a corresponding increase of Indian rental
based upon the increased earning power of site No. 1. It is hoped
that at least by the time the first readjustment of rental is made at
the end of 20 years, it will be possible that this increase of storage will
have been found feasible.
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CORPORATE SET-UP AND REGULATION IN THE PUBLIC INTEREST

It is especially gratifying to the Indian Bureau that the license
as drawn carries out so fully its suggested plan of corporate set-up
and regulation and which in these respects forms a model lease.
This includes the continuance of the separate corporate existence of
Rocky Mountain Power Co., which is a very important consideration
in the simplification of accounting and future calculations for Indian
rental readjustments. It has also been agreed by the applicant that
all of its (the subsidiary’s) securities are to be held unless otherwise
allowed by the Federal Power Commission in the treasury of the
Montana Power Co. (the parent company) or by a trustee for it, and
that all of these securities shall be sold to Montana Power Co. for
cash or its equivalent. This means no bonus securities and no over-
capitalization.

It may be said in passing that so far as proper regulation and
corporate set-up is concerned it is not necessary that all of the
securities of the subsidiary should continue to be held in the parent
company’s treasury. It is sufficient that only the equity-bearing
common stock be so held and the bonds and preferred stock, if any,
could as well be sold to and be held by the public. In this case,
however, the company prefers to sell to the public Montana Power Co.
securities and to retain in its treasury or in the hands of a trustee all
of the securities of the subsidiary.

The license also provides that in the intercompany agreement
between the subsidiary and the parent companies, as already stated,
the intercompany price of current will be sufficient and only sufficient
approximately to cover the actual operating costs, including Indian
rental plus an 8 per cent return upon the actual legitimate investment
as established under the provisions of the Federal water power act.
This means that this intercompany cost-plus-return price will be
based upon the prudent investment valuation, and will be a bed-
rock price. For regulation as between the Federal and State Com-
missions, this is an ideal arrangement in that under the Federal
license the return will be limited to 8 per cent upon cost, 8 per cent
being the prevailing allowed rate in Montana; and there will be
turned over to the pool of the Montana Power Co. and be put under
State regulation the entire production of the subsidiary (except the
power taken by the United States) at this lowest possible price.
We have already shown in Indian Bureau’s memorandum of December
30, 1929, that this cost at Flathead site No. 1 will be less than the
average cost of the Montana Power Co.’s system as shown in the year
1926. Hence the coming into the Montana Power Co.’s system of
this lower cost current (with its return on generating investment
already taken care of) should have the effect of lowering the average
cost of the entire system, and, under the State regulation, be of
advantage to all of the consumers on its lines. The gain at Thompson
Falls will likewise have a favorable effect. Thus, not only the Indians
but the general public of Montana should be the gainers by the Flat
head development.

In this connection it is important to note that this low intercom-
pany price will be a matter of open publicity through the annual
reports of the subsidiary and the parent companies as rendered to the
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State commission. This will therefore serve as the “yardstick,” so
often referred to in public-ownership cases, by which the actual cost-
plus return on cost will be always available. This clean cut and open
publicity is one of the most important factors in successful regula-
tion of public utilities. We believe that this Flathead case as
arranged can be taken as a model lease in this respect.

IRRIGATION DISTRICTS

It will be remembered that in 1927, and again in 1928, the appli-
cant had voluntarily agreed to sell to the United States for the irri-
gation district up to 15,000 horsepower at prices of 1 mill for 10,000
horsepower and 2% mills for 5,000 horsepower. In Indian Bureau’s
memorandum of December 30, 1929, it was shown that the latter
price of 2% mills is greater than the estimated cost at Flathead site
No. 1, including return and Indian rental. Hence, on the 5,000 horse-
power block there will be no loss. On the block of 5,000 horsepower
at 1 mill for pumping and 5,000 horsepower at 1 mill for general uses
and for sale, there will probably be very small loss, if any, because
much of this use will be at the time of secondary power. However,
even if the load factors are as the applicant has estimated and a part
is primary power, we have shown in our memorandum of December
30, 1929, that after the calculation of the Indian rental, by a slight
increase in the intercompany price, the small cost of this power will
be provided for without in any way affecting the Indian rental.

It may be added that in all our negotiations regarding the Indian
rentals this matter of the irrigation power was completely ignored.
It was recognized by the company’s representatives, as well as by
those representing the Government, that at Thompson Falls there
will be developed, because of Flathead storage, more than twice as
many additional kilowatt-hours than can possibly be used in the entire
irrigation 15,000 horsepower demand. Hence, this delivery of this
power can and will be provided without the slightest effect in reduc-
ing the Indian rental.

Accordingly there have been included in the license the features
desired by the irrigation project and already agreed to, as stated, viz:

(1) The agreement to supply the 15,000 horsepower at the prices
previously stated.

(2) To refund the $101,000 to the Government for the cost of
Newell Tunnel, which will be completed and used by applicant for
river diversion during construction.

(3) The supplying to the project up to 500 horsepower at line
voltage during the construction period.

(4) The right to use Flathead Lake and River water above the
dam for irrigation purposes, provided not more than 50,000 acre-feet
shall be used after July 15 in any year.

AMORTIZATION

It will be recalled that in the Indian Bureau’s memorandum of
Decemb(fr 30, 1929, we recommended that if legally possible under
the special powers of the Secretary of the Interior in this case it
would be desirable to provide for an amortization charge of 0.6 per cent
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to be included in the licensee’s operating expenses and that such
charges should be set aside in an amortization fund and kept invested
and reinvested in such fund, so that at the end of the 50 years of the
lease the property might be recaptured and be turned back to the
Indians fully paid for. This desirable feature proved to be impossible
of accomplishment because under the Federal water power act, no
such setting up of an amortization charge is provided for, nor could
the Secretary’s powers be stretched to include such a power against
the licensee’s resistance. There is, however, provision that after 20
years of the license, certain provisions in reference to surplus earnings
being used for amortization shall become operative. As under the
set-up of this license there will be no appreciable surplus earnings,
this provision will not be operative.

However, the right of recapture for the Indians at the end of 50
years exists under the Federal water power act, and can be exercised
provided a fund will be available to meet the outstanding net invest-
ment cost to the licensee. To provide such a fund it would be possible,
if thought desirable and if approved by the Indians, for Congress to
set aside each year from the funds of the Indians an amount sufficient
at compound interest to build up such an amortization fund.

RECOMMENDATIONS

(1) The Indian Bureau recommends the issuance of the license for
site No. 1 for immediate development as now agreed upon to Rocky
Mountain Power Co.

(2) The Indian Bureau repeats its hope, as expressed in the previous
memorandum, that a way may be found for the early exploration
with a view to development, of the Flathead sites Nos. 2 to 5 so that
the Indians may have a revenue from them at the earliest possible
date.

Applicant Rocky Mountain Power Co. has stated in the hearings
that 1t would not soon proceed to such development even if granted
the preliminary permit. Applicant Wheeler has urged that if granted
a preliminary permit, he believes he could secure actual contracts
for the sale of power. Although it is recognized that he has not_yet
made a sufficient showing of ability to market the power, yet it is
hoped that he may be at least given an extension of time to do so,
so far as sites Nos. 2 to 5 are concerned, rather than be rejected
outright. If there is any real chance of his exploiting the possibilities
of these other four sites for industrial development, it would seem
desirable to give him opportunity for a limited time to show what
he can do.

Respectfully submitted.

J. HENRY SCATTERGOOD,
Assistant Commissioner.

Approved:

C. J. RuoaDS, Commissioner.



APPENDIXES

Federal Power Commission schedule, January 2, 1930.

Army Engineers’ schedule, February 27, 1930; revised March 29,
1930.

Indian Bureau schedule No. 2, April 1, 1930.

Copy of license issued May 23, 1930, to Rocky Mountain Power Co.
for site No. 1.
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DEPARTMENT OF THE INTERIOR
OFFICE OF INDIAN AFFAIRS

FLATHEAD POWER SITE NO. 1
INDIAN RENTAL ESTIMATES

RESULTING FROM STUDIES OF THE VARIABLES BY INDIAN SERVICE. FEDERAL POWER COMMISSION AND ARMY ENGINEERS
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SUGGESTED FEDERAL POWER COMMISSION SCHEDULE

Proposed Charge for Indian Land

JANUARY 2, 1930.

In the event the commission decides to authorize a license for site 1
in the above case, it appears that the following may offer a rough
outline of a logical method for determining the reasonable charge to be
fixed for the use of the Indian land.

The uncertainties make this problem difficult. Obviously, there
is no exact answer. The appraisal of a water-power site value con-
stitutes & most complex engineering study under any circumstances
and when the project is for public utility purposes the difficulties are
magnified. This is because no tangible basis for comparison is offered.
Any advantage of one site over another may not be capitalized by the
developing public utility agency and, therefore, the value to the
utility lies only in the more economical or reliable service it may be
permitted to give the public. Under these circumstances it would
appear that the four primary factors which will probably operate to
limit, but not necessarily fix, the appraised value are the following:

1. Cost of power at load centers from alternate sources.

2. Present value of power at load centers.

3. Possibility of marketing power site with some other agency.

4. Value of lands for some other purpose than power development.

Section 5 of regulation 14 provides:

When licenses are issued involving the use of tribal lands embraced within
Indian reservations, the commission will fix a reasonable annual charge for the
use thereof, based upon the commercial value of the land for the most profitable
purpose for which suitable, including power development. The charge shall
commence upon date license is issued.

It will be noted that the regulations contemplate specific considera-
tion of the fourth factor noted above; but in the present case the value
for any other purpose than water power, in so far as the Indian lands
are concerned, may be dismissed from consideration. The Indian
land bordering the lake shore will not be affected above the natural
high-water level, and the very small area actually to be occupied by
the project works below the lake outlet is confined to the precipitous
canyon territory where there are no commercial values.

The third factor likewise is of little importance in this case. In
many respects the Flathead Lake site is highly attractive but with
the abundant supply of cheaply developed water power resources
throughout the Northwest, it will probably be many years before the
development of markets will progress to the point where the isolation
of this site may be overcome and its full development warranted by
some agency other than the public utility now serving that immediate
territory.

It seems necessary, therefore, to relate the appraisal to the first
two factors noted above. Factor No. 1, which contemplates compari-
son with an alternate source of power, has already been studied to a
considerable extent by Mr. Henshaw. It appears that the most
favorable alternate source for developing a block of power similar in



60 FLATHEAD POWER DEVELOPMENT

quantity and characteristics to that possible at Flathead will be a
combination of site C on the Missouri River and the reconstruction
of the Canyon Ferry project. Site C would have to be built first in
order to provide spare capacity for the system and thus allow the
existing Canyon Ferry plant to be dismantled. The main elements
of these two units are presented by Table 1 and a comparison with
Flathead by Table 2. These are based mainly on Mr. Henshaw’s
data. On this rough basis of comparison a differential of $2.19 per
horsepower in favor of Flathead is indicated before consideration of
the Indian charge.

Mr. Cochrane stated (Tr. p. 2284) that under present schedules,
approved by the State regulatory agency, energy is being wholesaled
in large blocks at Anaconda for from $25 to $30 a horsepower and at
Great Falls for somewhat less. On this basis of about 4 mills per
kilowatt-hour at Anaconda and 1.5 mills transmission cost, including
losses, it would appear that the Flathead output might be valued at
around 2.5 mills switchboard without increasing present rates.

The estimated cost of the Flathead development is approximately
$7,500,000, which seems fair, although in my judgment this figure is
more likely to be exceeded than reduced. The annual charges,
adopting the 12 per cent basis, will be about $900,000 a year. The
company estimates somewhat more. At 2% mills a kilowatt-hour
the annual generation must reach 360,000,000 kilowatt-hours to
offset the annual charge exclusive of any Indian rental. The site is
capable of producing a great deal more, and the most specific basis
for the charge will be a schedule which makes equitable division of
revenue beyond costs between the Indians on the one hand and the
public interests of the State on the other. Necessarily, such a sched-
ule must incorporate various safeguards such as minimum charges,
etc., which protect the Indian interests, but at the same time encour-
age the company to make the largest practicable utilization of the
available resources.

An approximation of an equitable division of interest between the
Indians and the public may be derived as follows: As Mr. Henshaw
points out, a development confined exclusively to tribal lands and
without artificial regulation of the lake might be made which would
have a primary capacity of 37,440 horsepower (2,600 x 180X 0.08).
Ownership of the resources for such a project lies entirely with the
Indian tribe. Constructed to 60,000 horsepower installed capacity,
such a project would probably cost around $5,000,000.

From preliminary calculations and subject to correction by the
detailed status check now being made by Mr. Orcutt, it appears
that tribal lands affected by regulation of the lake itself will amount
to about 25 per cent of the total. The division of interest in the
entire project between Indian and public interest combining these
various factors may be calculated as follows:

37, 500
80, 000
—-———$5’3g0(5)’ogoq=$133 per horsepower (for project without regulation).

$2, 500, 000
42, 500
$133
$59. 8

=46.875 per cent (of project exclusively Indian).

=$59.80 per horsepower (for additional power from regulation).

=2.2 (ratio of value in favor of storage power).
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Indian interest:

46.875X 1 - e 46. 875

53.125X2.2X0.25 - - e ee e e 29. 218
Indian total. - o e oo 76. 093= 46. 5%
Public interest=>53.125X2.2X0. 75 - oo oo 87.654= 53. 5%
Combined total . . . - e 163. 747=100 9%

Such computation is by no means conclusive, but it serves as an
indication of the comparative interests.

The schedule of Indian charge, attached hereto, aims to apply the
principles outlined in the foregoing discussion. While merely ten-
tative and probably embracing some defects, it should at least be
helpful in offering something tangible for further study and dis-
cussion. The schedule embodies the principles which by long exper-
ience have been found most sound for power sale contracts and at
the same time it disposes automatically of the questions of efficiency
factors, utilization factors, etc., regarding which there has been con-
siderable futile discussion in this case. It will be desirable, of course,
that the charge be divided between a peak charge and an energy
charge in order to prevent the plant being utilized primarily for peak
and stand-by purposes. Also, certain substantial minimum rentals
are provided to protect the Indian interests. A discount of the energy
charge during the season of high flow might be suggested with the
thought that by such means more complete utilization would be
attained and consequently larger revenue obtained for the Indian
fund than the minimum charges which otherwise may logically result.
This feature, however, has been omitted in this presentation in order
that the schedule may be kept as simple as practicable. It will be
noted that the plan provides for no deduction from the Indian charge
on account of energy that may be furnished to the irrigation district.
The company will be required to pay the same charges on such energy
as it does on the energy transmitted to Anaconda and elsewhere.
On the whole, the plan appeals to me as being eminently fair not only
to the Indians but also to the company and the consuming public.

The following tabulation illustrates the operation of the schedule
for varying rates of production at 75 per cent load factor:

Output at ;
5. | Equivalent Annual Average
I:L%tofmkgros average Pg‘ﬁ;}é’gd charge Total rental | per horse-
per month ‘ horsepower | energy power
|
30, 000, 000 i 55,074 $34, 056. 00 1 $48, 000. 00 $0. 87
35, 000, 000 64, 253 41, 100. 00 $55, 200. 00 y . 1.50
40, 000, 000 73,432 49, 140.00 110, 400. 00 159, 540. 00 2.17
45, 000, 000 82, 544 58, 176. 00 165, 600. 00 223, 776. 00 2,72
, 000, 000 91, 790 68, 196. 00 220, 800. 00 288, 996. 00 3.15
55, 000, 000 100, 976 79,176.00 276, 000. 00 355,176. 00 3.52
60, 000, 000 110, 148 90, 120. 00 331, 200. 00 421, 320. 00 3.83

! Established by minimum charge of $4,000 per month during first 5 years and would be doubledin case
this low output occurred after fifth year of operation.

. A chart which offers ready means for estimating the charges under
different conditions is attached hereto. It is of interest to note that
the Indian revenue from operation at the rate of 50,000,000 kilowatt-
hours a month which reasonably may be anticipated as the market and

-
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the site reach full development will amount to $289,000 a year.
Capitalized at 6 per cent this represents a valuation of practically
$5,000,000 for the Indian interest in the project.
F. E. BoNNER,
Ezecutive Secretary.

MR. BONNER’S PROPOSED SCHEDULE OF INDIAN CHARGE

The licensee shall pay into the United States Treasury as compen-
sation for the use of Flathead Indian tribal lands (and administrative
expenses of the United States) in connection with this license as
annual charge for each calendar year subject to the following
conditions:

A. The amount of the charge will be the sum of the 12 monthly
charges each of which shall be calculated as follows:

(1) Peak load charge.—First 45,000 kilowatts or less of maximum
load, $2,250 per month; next 15,000 kilowatts of maximum load,
$0.06 per kilowatt; next 10,000 kilowatts of maximum load, $0.07
per kilowatt; next 10,000 kilowatts of maximum load, $0.08 per kilo-
watt; next 10,000 kilowatts of maximum load, $0.09 per kilowatt; all
over 90,000 kilowatts of maximum load, $0.10 per kilowatt.

(2) Energy charge (to be added to demand charge): First 30,000,-
000 kilowatt-hours per month, no charge; all over 30,000,000 kilo-
watt-hours at following rates: First 400 kilowatt-hours per kilowatt
of proportional peak load, $0.001 per kilowatt-hour; next 150 kilowatt-
hours per kilowatt of proportional peak load, $0.0007 per kilowatt-
hour; all over 550 kilowatt-hours per kilowatt of proportional peak
load, $0.0004 per kilowatt-hour.

(3) Minimum charge will be $1,000 per month beginning with the
month in which license is issued and extending to the month next
preceding that within which the project is placed in commercial
operation; thereafter the minimum charge (inclusive of the combined
peak and energy charges) for each month shall be $4,000 per month
until the beginning of the fifth calendar year after the date on which
the project is placed in comumercial operation; and thereafter the
minimum monthly charge shall be $8,000 per month.

B. The licensee shall be required to install, operate, maintain, and
periodically test such meters and other equipment as may be required
for measuring, in terms of kilowatts of peak load and kilowatt-hours,
the output of electric energy produced by the generating units of the
plant, and representatives of the commission may at any time have
the right to inspect and test such meters and other equipment in the
presence of a representative of the licensee. The record of meter
measurement shall be used as the basis of the charge calculations:
Provided, however, That in case any installed meter shall during any
period of time for any reason fail to register the output correctly the
record of output for such period shall be estimated from the best data
available.

C. Promptly after January 1 of each year the licensee shall forward
to the commission a record of the peak load and total energy output
for each month of the preceding calendar year. After such verifica-
tion as may be deemed desirable by the commission this record will
be made the basis of the annual charge and a statement rendered the
licensee which shall be paid within 30 days of receipt.



FLATHEAD POWER DEVELOPMENT 63

D. For calculating the peak load charge the maximum load of each
‘month will be considered as that average kilowatt output of the
30-minute interval in which the output of electric energy 1s greater
than in any other 30-minute interval in the same month. For cal-
.culating the energy charge the proportional peak load will be derived
by taking the proportion of the maximum load that the output for the
month in excess of 30,000,000 kilowatt-hours bears to the total output
for the month.

E. The annual charge may be readjusted at the end of 20 years
after the beginning of operation under this license and at periods of
not less than 10 years thereafter upon the basis used in the original
determination and upon the facts as found by the commission at such
times of readjustment. :

SUGGESTED ARMY ENGINEERS' SCHEDULE

War DEPARTMENT,
Washington, February 27, 1930..

The SECRETARY OF THE INTERIOR, o
Acting Chairman Federal Power Commission,
Department of the Interior, Washington, D. C.

DeArR MR. SecrETARY: 1. In response to your recent request for
a recommendation on the amount which the Rocky Mountain Power
Co. should pay to the Indian Bureau for flowage rights in connection
with a license for the construction of a power plant on the Flathead
River, you are advised that based on the data submitted I have had
a study made under the direction of the Chief of Engineers, who
advises that the conclusions of that study are as follows:

(a) That the revenue should be derived, first, from a fixed yearly
demand charge, and second, from an energy charge, the latter to be
sufficiently low to make it worth while for the company to generate
as much power as can be absorbed in the system.

() That no unnecessary restrictions should be placed on the
method of operating the plant by the power company, such as a peak
load penalty, as it is believed that this will have the effect of reducing
the usefulness of the plant and will not provide additional return to
the Indian Bureau.

2. The following conditions are recommended as being fair to all
parties concerned and are based on computations made from inform-
ation supplied by your office:

Fixed charge: The power company shall pay to the Indian Bureau
for the privileges granted under this license a fixed charge at the rate
of $1,000 per month from the time that this license is issued until the
time when the plant starts generating power for other than test
purposes. As soon as the plant starts generating power for other
than test purposes, the company shall pay at the rate of $60,000 per
year until the beginning of the fifth calendar year, at which time
the fixed charge shall be increased to $125,000 per year, and shall
be continued until the expiration of this license, unless modified
under the terms thereof.

Energy charge: In addition to the fixed charge, the company shall
pay for energy generated as follows: For the first 420,000,000 kilowatt-
hours per annum during the time that the fixed charge is $60,000 per

115134—S. Doc. 153, T1-2——5
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annum, and for the first 475,000,000 kilowatt-hours per annum there-
after, no additional charge shall be made. For all energy generated
over these amounts, the company shall pay at the rate of 1 mill per
kilowatt-hour. '

The energy shall be metered at the plant at generator voltage.

3. In arriving at the above recommendations, certain assumptions
were made and certain figures were accepted, as follows:

Cost of development, not including transmission line, $8,000,000.

Installed capacity, 150,000 horsepower.

Regulated low flow 90 per cent of time, 5,400 second-feet.

Average head, 185 feet.

Over-all plant efficiency, 85 per cent.

Prime power capacity, based on 90 per cent time flow, 71,000 kilowatts.

Prime power output per annum with 100 per cent load factor, 622,000,000
kilowatt-hours.

Sale price of power delivered at end of transmission line, $25 per horse-
power-year, or 3.83 mills per kilowatt-hour.

Cost of 2-circuit, 132,000-volt transmission line 140 miles long from plant
to Anaconda, $3,000,000.

4. Based on the above data and the details of the cost as stated by
the power company, it was computed that the total annual fixed and

operating charges on the plant, not including the transmission line,
would be approximately $1,000,000, divided as follows:

Interest at 7 percent__ ______ L ______. $560, 000
Operation, maintenance, and overhead . ___________________________ 200, 000
Taxes at 2 per cent - __ . . e 160, 000
Depreciation, 1 per cent. _ . ________ o _________ 80, 000

5. In order to arrive at the net revenue at the plant, a transmission
line loss in energy of 12 per cent was assumed, and fixed and operating
charges of the transmission line were computed as follows:

Interest at 7percent._________________________ . $210, 000
Depreciation at 1% pereent_____________________________________ 45, 000
Patrol at $100 per mile per year_ _ . ___ . __________________________ 14, 000
Maintenance and repairs at 0.5 percent_ _________________________ 15, 000
Taxes at 2 perecent____ 60, 000
Overhead and contingeneies. . ____ __ _____________________________ 6, 000

Total. e 350, 000

6. From the above computations, the curves shown on the attached
sheet were drawn to show the difference between annual charges and
the revenue derived from power generated.

7. It was considered that the fixed charge should be sufficiently
large to protect the Indian Bureau in case the company desired to
maintain the plant in a stand-by condition, but should also be low
enough so that the power company could earn this charge under any
foreseen condition. The lowest flow of record, occurring for 8 months
during 1919 and 1920, gave a regulated flow under the assumed
conditions of 0.62 cubic foot per second per square mile of drainage
area. This flow corresponds to a 100 per cent prime power capacity
of 57,000 kilowatts, or an output at the rate of 500,000,000 kilowatt-
hours per year. It is to be expected that during a dry period of this
character the load factor on a storage project of this kind would be at
least 95 per cent, and is was therefore concluded that the company
could produce under the worst conditions at least 475,000,000 kilo-
watt-hours per year or 76.4 per cent of the 90 per cent time flow
output.
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8. From the curve it will be seen that the difference between the
cost of producting this amount of power and the revenue derived
therefrom would be approximately $250,000. Obviously, all of this
difference should not be credited to the Indian Bureau. In order to
arrive at the proportion which should be so credited, the value of
storage derived from the use of Indian lands was computed as follows:

The 90 per cent time unregulated flow corresponds to a prime power
capacity of 33,300 kilowatts, or an output of 291,000,000 kilowatt-
hours per annum. Using 76.4 per cent of this figure of 220,000,000
kilowatt-hours per annum as the minimum power which would be
generated with a run of river plant, the revenue derived from the
curve is shown to be $400,000." The cost of a run of river plant of
this kind is estimated at $5,000,000, on which the fixed and operating
charges were calculated to be $650,000 per annum. Therefore,
with the minimum output mentioned above, there would be a net
loss of $250,000. The effect of storage therefore is to convert a loss
of $250,000 per year into a profit of $250,000 per year based on a
minimum output, or in other words the value of storage is $500,000
per annum.

9. It is estimated that 25 per cent of the storage lands belong to the
Indian Bureau and therefore the minimum amount which should
acerue to the bureau is $125,000 per year, which is the recommended
fixed charge.

10. In arriving at the recommendations for the energy charge, a
figure was selected which would encourage the power company to
generate as much power as could be sold, and thus insure the maximum
return to the Indian Bureau.

Sincerely yours, :
Patrick J. HurLEy,
Secretary of War.

MarcH 12, 1930.
Hon. B. K. WHEELER,
United States Senate.

My DEear SenaTor WHEELER: In response to your request when
I appeared before the Senate Interstate Commerce Committee on
March 5, I desire to assure you that the larger the development of
the Flathead power site under the figures contained in the Army
engineers’ report the lower will be the estimated generating costs of
current per kilowatt-hour.

I inclose two tables which set out, respectively, the approximate
rentals and costs of current for the period before the fifth calendar
year and for the period from the fifth year to the twentieth year when
the rentals are subject to revaluation. These tables show the total
rentals, the increasing rates per horsepower, and the decreasing esti-
mated costs of current per kilowatt-hour.

From these tables it is easy to observe the basis for the Army
engineers’ statement that a schedule was recommended ¢ which would
encourage the power company to generate as much power as could be
sold and thus insure the maximum return to the Indian Bureau.”
You will realize also that when the full installation has been made
which both of the applicants have specified (viz, 150,000 horsepower)
1t will not be possible for either of them to obtain the needed current

for their growth at as low a cost as one mill per kilowatt-hour through
development elsewhere.
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I also have your letter of the 6th, with inclosures from Mr. Walter
H. Wheeler addressed to you and Senator Walsh, which I have noted
and return herewith. Mr. Wheeler’s figures do not readily convey
the whole story of the Army engineers’ recommended basis for Flat-
head Indian rentals.

As you are aware, the two propositions before the commission are
entirely different and not directly comparable. One is an application
for a license for and the prompt construction of the Flathead Lake
storage and the upper power site at the foot of Flathead Lake. The
other is for a preliminary permit granting the permittee the right to
investigate during a period of three years the possibilities of the
Flathead Lake storage, the upper power site at the foot of Flathead
Lake and the four lower power sites on the Flathead River, with the
option of applying for a license prior to the expiration of the permit,
but with no obligation to apply for such license. The figures submitted
by the Chief of Engineers, United States Army, show what he con-
siders should be paid to the Indian Bureau for its interest in the Flat-
head Lake storage and the power site at the foot of Flathead Lake.
The figures do not cover the four lower sites on Flathead River, nor
can they be extended to apply to those sites. Neither of the applicants
has the information on the physical conditions existing at the four
lower sites to enable him to make even general estimates of the cost
of development nor is such information in possession of the Govern-
ment. Under these circumstances, you will appreciate, I think, that
it is impossible at this time to fix upon a rental for the four lower
sites with any degree of fairness to the Indians.

Mr. Wheeler bases the rental which he would pay for site No. 1 on
an estimated average output of 105,000 horsepower, and that which
the Rocky Mountain Power Co. would pay on 71,000 horsepower
after the fifth year of operation. Obviously, the potential power of
the site is the same in either case; the differences merely result from
the judgment of the two applicants, and would not be realized in
practice. The estimate of the engineers of the War Department
assumes an average output of 95,000 horsepower, which seems more
reasonable than estimated by either of the applicants.

For Senator Walsh’s information, I am also sending him a copy of
this letter.

Very sincerely
, Ray Lyman WILBUR.

REVISION OF SUGGESTED ARMY ENGINEERS’' SCHEDULE

War DEPARTMENT,
OrFick oF THE CHIEF OF ENGINEERS,
Washington, March 29, 1930.

The ExecUTIVE SECRETARY FEDERAL PowER COMMISSION,
Department of the Interior, Waskington, D. C.
Dzar Sir: 1. In accordance with your letter of March 26, 1930,
Montana-Rocky Mountain Power Co., the estimate submitted by the
Rocky Mountain Power Co. on the capital and annual cost of a trans-
mission line proposed for the Flathead Lake project, has been reviewed.
2. It is considered that the costs as given by the Rocky Mountain
Power Co. are higher than can be reasonqbly expected. An estimate
based on such data as are available in this office has been made on a
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double transmission line on wooden H-type supports, including a
separate telephone line and a 100,000 kilovolt-ampere substation.
The first cost of such a line, 140 miles long, and of the substation 1s
estimated at $2,950,000. Annual fixed and operating charges,
including interest at 7 per cent per annum, are estimated to be
$369,000.

3. In the letter from the Secretary of War to the Secretary of the
Interior, dated February 27, 1930, the fixed and operating charges on
a double circuit line were given as $350,000. In view of the above
increased cost of transmitting energy under the conditions outlined
by the Rocky Mountain Power Co., the following modifications in the
charges for flowage rights on the Indian lands as recommended in the
letter referred to above are considered to be equitable:

(@) The fixed charge given as $60,000 per year should be reduced to
$50,000 per year.

(b) The fixed charge given as $125,000 per year should be reduced
to $120,000 per year.

(¢) All other charges and conditions should remain as originally
recommended.

4. A chart dated March 27, 1930, showing the difference between
annual charges revised as above and the revenue derived at various
rates of output, is inclosed.

Very truly yours,
HerBERT DEAKYNE,
Brigadier General,
Acting Chief of Engineers.

Interpretation of Flathead Site No. 1, Army engineers’ rental recommendations
UNTIL FIFTH CALENDAR YEAR

Capacity developed Esti- Indian rental Esti-
mated mated
gener- gener-
ating ating

. cost per Rate | Rate | cost per

Horse- | Kilo- | Kilowatt- |kilowatt- Fixed Energy Total per per |kilowatt-

power | watts hours hour charge charge ota. horse- | Kkilo- hour,
before power | watt |including

rental ! rental !

Mills Mills
65,000 | 48, 750 | 427, 050, 000 2.42 | $60,000.00 | $7,050.00 ) $67,050.00 [ $1.03 | $1.37 2.58
70,000 | 52,500 | 459, 900, 000 2.19 | 60,000.00 | 39,900.00 | 99,900.00 1.43 1.91 2.41
75,000 | 56, 250 | 492, 750, 000 2,03 | 60,000.00 | 72,6750.00 | 132, 750. 00 1.77 2.36 2.30
80,000 ' 60, 000 | 525, 600, 000 1.90 | 60, 000. 00 | 105, 600. 00 | 165, 600. 00 2.07 2.76 2.22
85,000 : 63,750 | 558, 450, 000 1.79 | 60, 000.00 | 138,450. 00 | 198, 450. 00 2.33 3.11 218
90, 000 ; 67, 500 | 591, 300, 000 1.69 | 60,000.00 | 171,300.00 | 231, 300. 60 2.57 3.43 2.08
95,000 | 71,250 | 624, 150, 000 1.60 | 60,000.00 } 204,150.00 | 264, 150. 00 2.78 3.71 2.02
100, 000 : 75, 000 | 657, 000, 000 1.52 | 60,000.00 | 237, 000. 00 | 297, 000. 00 2.97 3.96 1.97
105,000 : 78, 750 | 689, 850, 000 1.45 } 60, 000.00 | 269, 850.00 | 329, 850. 00 3.14 4.19 1.93
110, 000 i 82, 500 | 722, 700, 000 1.38 | 60,000.00 | 302,700.00 | 362,700.00 | 3.29 4.39 1.88

FIFTH TO TWENTIETH YEAR
65,000 * 48, 75 | 427, 050, 000 2.42 | $125,000 0| $125000 | $1.92| $2.56 2.71
70, 000 {)2, 500 | 459, 900, 000 219 125, 000 0] 125, 000 1.78 3.37 2.46
75,000 56, 250 | 492, 750, 000 2.03 125, 000 $175,750 | 142. 750 1.90 2,53 2.32
80,000 60, 000 ; 525, 600, 000 1. 90 125, 000 50, 600 175, 600 2,19 2.92 2,23
85, 000 53,750 | 558, 450, 000 179 125, 000 83,450 | 208, 450 2.45 3.27 2,16
90, 000 67, 500 . 591, 300, 000 1.69 125, 000 116, 300 | 241, 300 2.68 3.57 2.10
95, 000 71,240 . 624,150, 000 1. 60 125, 000 149, 150 274, 150 2.89 3.85 2.04
100, 000 75, 900 ' 657, 000, 000 1.52 125, 000 182, 000 307, 000 3.07 4.09 1.99
105,000 78, 750 689, 850, 000 1. 45 125, 000 214, 850 | 339, 850 3.23 4.31 1.94
110,000 82, 500 | 722,700, 000 1.38 125, 000 247, 700 l 372, 700 3.39 4.52 1. 69
-

! Includes 7 per cent interest on $8,000,000 investment and 1 per cent interest for depreciation.
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Flathead site No. 1.—Revised rental recommendations
FIFTH TO TWENTIETH YEAR

Return to company—

Cost to company, including rental
and 8 per cent return—

Indian rental

Capacity | Revenue| Based on $7,555,400 develop- Based on $8,000,000 develop- Based on Based on
developed | at switch ment cost ment cost $7,555,400 $8,000,000
Horsepower (kilowatt- | at $18 |
hoursat | 215 o Fixed | chogs Per
53 i -
5) mills) Oper- Return Oper. Return Per Per | charge | at 154 Total ho:ggr
b Rent- b Rent- kilo- kilo- mills po
ating | Cals ating | oo P Amount | o4 Amount | o4
charges Amount cr;grt RS Amount Ce‘!}]rt hour hour
\ _ L
. Mills Mills
80, 392, 100, 000,$1, 080, 000|$352, 662/$104, 400| $622, 938| 8. 24/$366, 000;$104, 400 $609, 600 7. 42|$1, 061, 494 2. 71|$1, 110, 400 2.81/$104,400|._______ $104,400] $1.74
65, 424, 775,000| 1,170,000 352, 662| 104,400 712,038} 9.44| 366,000 104,400 699,600 8.74 1, 061, 494 2. 50| 1, 110, 400] 8 1.60
§3. 444, 380, 000, 1,224, 000| 352, 662| 104, 400 766, 938| 10. 15| 366,000 104, 400| 753,600 9.42) 1,061, 494 2.39| 1, 110, 400| . 1.53
}_0. 457, 450, 000] 1,260, 000 352, 662| 121,212 786, 126| 10.40( 366,000/ 121,212| 772,788 9.66) 1,078, 306 2.36¢ 1,127, 212 2. 46| 104, 400, $16, 812 121,212 1.73
75, 490, 125, 000/ 1, 350, 000| 352, 662| 162, 056| 835, 282 11. 05| 366, 000] 162,056/ 821,944 10.27 1, 119, 150 2. 28| 1, 168, 056 2.38| 104,400{ 57,656 162, 056| 2.16
80, 522, 800, 000, 1, 440,000 352, 662| 202, 900| 884, 438| 11.71] 366, 000 202, 900| 871,100 10.89 1, 159, 994 2.22| 1, 208, 900| 2.31| 104,400| 98, 202, 900 2. 54
85, 555,475,000 1, 530,000 352, 662| 243, 744| 933, 594| 12.35 366,000 243, 744| 929, 256! 11, 50| 1,200, 838 2.16| 1,249, 744 2. 25 104, 400 139, 344| 243, 744 2.87
90, 588, 150, 000; 1, 620,000 352, 662| 284, 587| 982, 751 13.01] 366, 000, 284, 587| 969, 413, 12.12) 1,241, 681 2. 11| 1, 290, 587 2.20] 104, 400| 180, 187| 284, 587 3.16
95,000 620, 825,000, 1,710,000/ 352, 662| 325, 43111, 031,907 13.'66; 366, 000! 325, 431|1,018, 569 12.73| 1,282, 525 2.06] 1,331,431 2. 14| 104, 400; 221,031 325, 431 3.43
100,000 653, 500, 000, 1, 800, 000| 352, 662 366, 275/1, 081, 063| 14. 31| 366, 000 366, 275/1,067, 725 13.34| 1,323, 369 2.02| 1,372,275 2. 10} 104, 400! 261, 875| 366, 275| 3.66
105,000 686, 175,000 1,890,000 352, 662| 407, 119|1, 130, 219| 14. 96| 366, 000 407, 119;1,116, 881" 13.96/ 1, 364, 213 1. 99| 1, 413, 119, 2.06' 104,400, 302, 719 407, 119 3.88
718, 850, 000| 1,980,000, 352, 662| 447, 962|1, 179, 476| 15. 61/ 366, 000| 447, 962(1, 116,038/ 14. 57| 1, 405, 056 1. 96| 1, 453, 962| 2. 02| 104,400 343, 562| 447, 962 4,07

Minimum, at $8,700. Begin energy charge at 37,000,000 kilowatt-hours per month.

; Operation and maintenance, $63,000; overhead, $63,000; taxes, 2 per cent, $151,108; depreciation, 1 per cent, $75,554; total, $352,662.
Operation and maintenance, $63,000; overhead, $63,000; taxes, 2 per cent, $160,000; depreciation, 1 per cent, $80,000; total, $366,000.

89
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‘Tae FeperaLr Power CommissioN LicENse oN GOVERNMENT
Lanps Prosect No. 5, MonTaNa—Rocky MounTaiNn Power Co.

Whereas by act of Congress, approved June 10, 1920 (41 Stat.
1063) designated therein as the Federal water power act and herein-
after called the act, the Federal Power Commission, hereinafter called
the commission, is authorized and empowered, inter alia, to issue
licenses for the purpose of constructing, operating, and maintaining
dams, water conduits, reservoirs, power houses, transmission lines, or
other project works necessary or convenient for the development,
transmission, and utilization of power across, along, from or in any
of the navigable waters of the United States, or upen any part of the
public lands and reservations of the United States (including the
Territories), or for the purpose of utilizing the surplus water or water
power from any Government dam; and

Whereas by act of Congress, approved March 7, 1928 (45 Stat.
pp. 212, 213), the commission was specifically authorized, in accord-
ance with the Federal water power act and upon terms satisfactory
to the Secretary of the Interior, to issue a permit or permits or a
license or licenses for the use, for the development of power, of power
sites on the Flathead Reservation and of water rights reserved or
appropriated for the irrigation projects; and

Whereas Rocky Mountain Power Co., hereinafter called the licenses,
a corporation organized and existing under the laws of the State of
Delaware and having its office and principal place of business in the
city of Butte, in the State of Montana, has made application in due
and proper form to the commission for a license for a power project
designated as project No. 5 on the records of the commission, and for
.authority to construct, maintain, and operate, in Flathead River and
Flathead Lake, in the vicinity of Polson, in the counties of Flathead
and Lake, State of Montana, certain project works, as hereinafter
described, necessary or convenient for the development and improve-
ment of navigation and for the development, transmission and utiliza-
tion of power across, along, from and in navigable waters of the
United States; and to occupy and use therefor certain public lands
and reservations of the United States, as hereinafter described, to-
gether with all riparian rights appurtenant thereto which are neces-
sary or useful for the purposes of the project; and water rights for
po:lver purposes reserved or appropriated for Indian irrigation projects;
an

Whereas the licensee has submitted to the commission satisfactory
evidence of its compliance with the laws of the State of Montana as
required by section 9, subsection (b) of the act, and the commission is
satisfied as to the ability of the licensee to carry out the plans for
said project as filed with said application; and

Whereas notice of said application has been given and published by
the commission, as required by section 4 of the act; full opportunity
has been given to all interested parties to be heard, and no applica-
tion for said project, or in conflict therewith, has been filed by any
State or municipality; and

Whereas the maps, plans, and specifications of said project and of
sald project works, as hereinafter described, have been approved by
the commission, and the plans of the dam and other structures affect-
ing navigation have been approved by the Chief of Engineers and the
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Acting Secretary of War; and the terms set forth in this license are
satisfactory to the Secretary of the Interior as required by the act
of March 7, 1928 (45 Stat., pp. 212, 213); and

Whereas all charges for defraying the expense of administering the
provisions of the Federal water power act were waived by the pro--
visions of the act of March 4, 1929 (45 Stat. 1640); and

Whereas the commission has found that said project, as herein-
after described, will be best adapted to a comprehensive scheme of
improvement and utilization of said waterway for the purposes of
navigation, of water-power development, and other beneficial public
uses; and

Whereas the licensee on the 20th day of May, 1930, pursuant to
an authorization of its board of directors, a copy of the record thereof
being hereto attached, accepted in writing all the terms and condi-
tions of the act and of this license:

Now, therefore, the commission hereby issues this license to the
licensee for the purpose of constructing, operating, and maintaining
certain project works necessary or convenient for the development
and improvement of navigation and for the development, transmis--
sion, and utilization of power across, along, from, or in the Flathead
River and Flathead Lake, navigable waters of the United States, and
constituting a part of the project hereinafter described, said license,
including the period thereof, being subject to all the terms and con-
ditions of the act and of the rules and regulations of the commission
pursuant thereto as amended and made effective on the 1st day of
May, 1928, as though fully set forth herein, which said rules and regu--
lations are attached hereto and made a part hereof, and being subject
also to the following express conditions and limitations, to wit:

ArTicLE 1. This license is issued for a period of 50 years from the
date hereof, and in consideration of such license and the benefits and
advantages aceruing thereunder to the licensee, it is expressly agreed
by the licensee that the entire project, project area, and project works
as hereinafter designated and described, whether or not located in,
on, or along said Flathead River and Lake or upon lands of the United
States, shall be subject to all the terms and conditions of this license,
including the terms and conditions of the act and of the rules and
regulations of the commission pursuant thereto and made a part of
this license. )

Art. 2. The project covered by and subject to this license is
designated as Flathead site No. 1, is located partly on public lands.
and reservations of the United States and consists of—

A. All lands constituting the project area and inclosed, or the
location of which is shown, by the project boundary, and/or interests
in such lands necessary or useful for the purposes of the project,
whether such lands or interests therein are owned or held by the
licensee or by the United States; such project area and project boun-
dary being more fully shown and described by certain exhibits which
accompanied said application for license and which are designated
and described as follows:

Exhibit J—Map in one sheet, designated Flathead development
general map (F. P. C. No. 5-1).

Exhibit K—Map in four sheets,designated Flathead development
project map (F. P. C. No. 54, 5, 6, 7).
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Exhibits J and K.—Signed Rocky Mountain Power Co., by F. M.
Kerr, vice president.

B. All project works consisting of a concrete dam in and across
the Flathead River, about 4 miles below the outlet of Flathead Lake;
a reservoir in said Flathead River and Lake; water conduits about
770 feet long, including an intake at the upper end of each such
conduit; a power house and appurtenant equipment; such project
works being more fully shown and described by certain exhibits
which accompanied said application for license and which are desig-
nated and described as follows:

Ezhibits J and K.—Cited above.

Ezhibit L—Map in two sheets, designated Flathead development
general plan (F. P. C. No. 5-8) and Flathead development dam
analysis (F. P. C. No. 5-9).

Exhibit M —Four typewritten sheets, designated general descrip-
tion of plant and equipment, Flathead development.

Exhibits L and M.—Signed Rocky Mountain Power Co., by F. M.
Kerr, vice president.

C. All other structures, fixtures, equipment, or facilities used or
useful in the maintenance and operation of the project and located
upon the project area, including such portable property as may be
used and useful in connection with the project or any part thereof,
whether located on or off the project area, 1f and to the extent that
the inclusion of such property as a part of the project works is approved
or acquiesced in by the commission; also all other rights, easements,
or interests, the ownership, use, occupancy, or possession of which is
necessary or appropriate in the maintenance and operation of the
project or appurtenant to the project area.

Arrt. 3. The maps, plans, specifications, and statements designated
and described in article 2 hereof as Exhibits J, K, L, and M, respec-
tively, and approved by the executive secretary for the commission
in accordance with its authorization of May 19, 1930, are hereby
made a part of this license, and no substantial change shall hereafter
be made in said exhibits, or any of them, until such change shall
have been approved by the commission: Provided, however, That if
the licensee deems it necessary or desirable that said approved maps,
plans, specifications, and statements, or any of them, be changed,
there shall be submitted to the commission for approval amended,
supplemental, or additional maps, plans, specifications, and state-
ments covering the proposed changes, and upon approval by the
commission of such proposed changes such amended, supplemental,
or additional maps, plans, specifications, and statements shall become
& part of this license and shall supersede, in whole or in part, such
map, plan, specification, or statement, or part thereof, theretofore
made a part of this license as may be specified, respectively, in the
order or indorsement of approval.

ART. 4. Said project works shall be constructed in substantial con-
formity with the approved maps, plans, and specifications thereof
made a part of this license and designated and described in articles
2 and 3 hereof, or as changed in accordance with the provisions of
sald article 3. Except when emergency shall require for the protec-
tlon of navigation, life, health, or property, no substantial alteration
or addition not in conformity with the approved plans shall be made
to any dam or other project works constructed under this license
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without the prior approval of the commission; and any emergency
alteration or addition so made shall thereafter be subject to such
modification and change as the commission shall direct. Minor
changes in or divergence from such approved maps, plans, and speci-
fications may be made in the course of construction, if such changes
will not result in decrease in efficiency, in material increase in cost,
or in impairment of the general scheme of development; but any
such minor changes made without the prior approval of the com-
mission which in its judgment have produced or will produce any of
such results shall be subject to such alteration as the commission
may direct.

Art. 5. The work of construction under this license, whether or
not conducted upon lands of the United States, shall be subject to
the inspection and approval of the district engineer, United States
engineer office, Seattle, Wash., or of such other officer or agent as
the commission may designate, who shall be the authorized repre-
sentative of the commission for such purposes. The licensee shall
notify such representative of the date upon which work will begin,
and as far in advance thereof as said representative may reasonably
specify, and shall notify him promptly in writing of any suspension
of construction for a period of more than one week, and of its resump-
tion and completion.

Arrt. 6. Subject to the provisions of section 13 of the act, the
licensee shall begin the construction of said project works within one
year from the date of issuance hereof, shall thereafter, in good faith
and with due diligence, prosecute such construction, and shall within
three years thereafter complete the installation of three units of not.
less than 150,000 horsepower aggregate capacity.

Arrt. 7. Upon the completion of the project works, or at such other
time as the cornmission may direct, the licensee shall submit to the
commission for approval revised maps, plans, specifications, and state-
ments, in so far as necessary to show any divergence from or varia-
tions in the project area as finally located or in the project works as
constructed when compared with the area shown and the works desig--
nated or described in this license or in the maps, plans, specifications,
and statements approved by the commission under the provisions of
article 3 hereof, together with a statement in writing setting forth
the reasons which in the opinion of the licensee necessitated or justified
variations in or divergence from the approved maps, plans, specifica-
tions, and statements. Such revised maps, plans, specifications, and
statements shall, if and when approved by the commission, be made a
part of this license and shall, to the extent and in the particulars set
forth in the order or indorsement of approval, be substituted for the
maps, plans, specifications and statements theretofore approved by
the commission under the provisions of article 3 hereof. The maps
finally approved by the commission and made a part of this license
under the provisions of article 3 and/or 7 hereof shall show the project
area to an adequate scale and the boundary thereof either by legal
subdivisions, by metes and bounds survey, or by uniform offsets from
center-line survey. Said project area shall include all lands without
respect to ownership and whether or not the exact boundaries can be
definitely fixed and determined, the use and occupancy of which are
or will be valuable or serviceable in the maintenance and operation
of the project; on which are located or to which are appurtenant the-



