
BASIC GONSIDERATIQilS IN THE PROBLEM OF ADEQUATE SUPPLY 
OF ELECTRIC ITT FOR THE DOMESTIC, COMMERCIAL, AGRICULTURAL 
AMD INDUSTRIAL NEEDS OF THE MEXICAN ECONQMT. 

This memorandum, although necessarily somewhat detailed, is not in

tended to be a full presentation of this basic problem, AS a full and com

pletely adequate presentation would involve wovering faotors not included 

in this memorandum and some of which would have to he presented la con

siderable detail for a full understanding of the problem. Only the most 

fundamental and basic factors are therefore present**, without going into 

detail. 

Basic Seed for Power* 

Completely aside from the continuously increasing need for electric 

power for domestic purposes, eleotrieity is the most vital single factor 

which has to be present in adequate form to provide for oonnaercial, agri

cultural and industrial needs. 

Electric power has been and is the principal source of power ana 

practically the only source of power for industry in the country. As coal 

is present la only limited quantities in the country, electricity has to 

be produced through the use of water and oil. 

In the earlier stages of the electricity producing industry dependence 

was principally placed on hydroelectric plants, as once the Initial civil 

engineering oosts of hydroelectric projects which ay* usually very con

siderable, are taken care of, the cost of the production of electric 

energy is smaller than through the use of oil* For this reason out of 

the seventeen plants which the Mexican Light & fewer Company has la the 

central 
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central area fifteen are hydroelectric and two ara thermal plant** 

Owing to the lack of dependence which can be placed on adequate rainfall, 

and owing to the increasing important of electric power in the economy of 

the country, it has been necessary to turn increasingly in recent years to 

thermoelectric plants and this tendency is likely %o become more aocentuated. 

While the preponderance of installed capacity in Mexico is still hydro

electric, 1% is probable that because of basic conditions which the industry 

must take into account in order to meet adequately and without interruption 

continuously increasing demand, this preponderance of installed power will 

soon be thermoelectric. 

Practically the whole economy of the central area, which is the most 

highly developed area in the country, is now dependent upon an adequate and 

continuous supply if electrio power* The industrial development la recent 

years would not have been possible if there had not been adequate installed 

capacity 1A the central area, and the higher standard of living which has 

marked the life of the country in recent years would not have been possible. 

It is useless to talk about increased production in the agricultural and 

industrial field and to enlarge existing industries or to bulla new in

dustries unless the appropriate measures art taken to assure this adequate 

and continuous supply of electrie power* In some respects the Maintenance 

of the whole economy and its continued development, the maintenance of a 

balance in trade, the stability of the peso and the maintenance of employ

ment depends upon electric power* 

For every Sector of the population, the worker* the farmer, the business 

man, the banks and for industrial producers this question of the presence 

of adequate power is the primary economic factor for all concerned. 

The 
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The Policy of Government with Respect to the Electricity Industry. 

Until, the formation of the Federal Power Commission the development of 

the electricity industry was left entirely to private initiative. Owing to 

the very considerable capital whioh is «aoe3sary for the installation ef 

electricity plants, whether they he hydroelectric or thermal, and as the 

return on the investment on such capital has been inadequate from the very 

beginning from the point of view if the investor in Mexico, the necessary 

capital for such plants could not ho secured in the country* It was foreign 

capital, therefore, which was satisfied with relatively lower rate of ys~ 

turn in the kope of gradual betterment of such rate, which was the only 

capital which was willing to make the venture. Tor this reason, with the . 

exception of a very few small plants which for special reasons could secure 

a relatively high rate of return, all the capital invested in the industry 

was and practically still is fro* outside the country. Thf) relatively 

very email companies which were abla to ••cur* this relatively satisfac

tory rate of return were establishes through Mexican capital or mixed 

Mexican and foreign capital. It is not too much to say, however, that up 

^ | the organiaation of the Federal Power Commission the overwhelming part 

of the capital in the electricity industry was foreign and that it was this 

foreign capital whioh made possible the sogiimlngs of the industrial develop

ment of the country. 

With industry becoming a morf important production factor in the country 

than agriculture and mining and with the needs for power developing in 

various areas outside of the central area and with the growing recognition 

Ijf the government of the part which power played in the ooonomy of the 

country and in #*velopment thereof* the government began to take a prudent 

Interest in the power situation* This interest was augmented by the fast 

that 
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that power was being needed more and more In areas of the country in which 

private capital could not venture because of the lack of the possibility of 

receiving even the most inadequate return, and it was obvious that if there' 

was to be any development of these areas such power would have to be provided* 

Out of this recognition of the situation and study thereof the government 

set up the Federal Power Commission primarily Ml its organosm through which 

power could be supplied la areas in which the private companies* Mexica* or 

foreign, were not operating and were not likely to be able to operate for 

years even under the aoat favorable conditions, and to supplement the acti

vity of private initiative where thi* night be needed. 

The policy of the Mexican Government in the field of the electricity 

industry and through its instrument, the Federal Power Cowaisaion, Li there

fore that the Government and the Commission shall concentrate their activi

ties in the supplying of power la areas in which the private companies do 

not operata and are not likely to operate, and to supplement private ini

tiative in such areas where it may he necessary Or desirable. Such is the 

policy of the government and of the Power Commission as publicly expressed 

and as expressed to the Export-Import Bank, of Washington, and the Interna

tional Bank for Reconstruction and Development* which are presently the only 

source of capital far purchases of equipment abroad for the electricity 

industry, Ihe poli^p of the Government has been increasingly to aid tha 

private companies, Mexican and foreign, in the fields In which they operate, 

in Order that the fall facilities available to government in the way of 

financial resources and borrowing may be available to the Federal Power 

Commission for the field in which it is planned that it operate, as defined 

by policy. 

It la important to note here fact the only available sources of capital 

abroad 
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abroad for the electric power industry are the Export-Import Bank of Wash

ington and the World Bank* and that these do not lend money to governments 

or private companies for this industry except for the foreign currency needs 

for equipment. They do not lend money for the needs of the Industry for 

construction, transmission and distribution purposes which are incurred in 

the currency of the oountry and In the country. This creates a vital prob

lem, aa in general it may be said that approximately $0 per tent of the 

cost of a newplant is in foreign currencies and $0 par cent In pesos* As / 

the electricity industry still does not give, under the regulation of 

government, a ftturn which is adequate either for private foreign invest

ment or to interest the Mexican investor* these peso costs for the develop

ment of the industry must either be derived from government lending or out 
e 

of the revenues of the enterprise* 

Programs of Government and Private Enterprise in the 
Electricity Industry^ 

With the recognition by government of the basic importance of electri

city in the economy of the country it became obvious that the program 

planning far new or additional facllitiaa in the country, which hed been 

going forward only through private enterprise, should be coordinated with 

that of private enterprise. Specifiaally in this connection it should be 

stated that the authorities of government and the Federal Power Commission 

have been continuously coordinating their studies of the power situation 

and particularly in the central area la which the need for power was develop

ing by leaps and bounds and where immediate provisions for the future had 

to be made. 



As a result of the coordinated studies of the Federal Power Commission 
• 

sad of the Mexican Light & Power Company, which studies sevwred the central 

area, it he cane obvious around 19b5 that a coordinated program of new power 

plant construction in the central area must he put into effect. As a result 

of theat coordinated studies for the sentral area it was dear that A mini

mum program for the central area which would provide the production neces

sary through 1955 at the least would has* to be undertaken* On account of 

the great capital needs involved in such a program and the difficulty in 

securing such capital, whether it be in dollars or pesos* the program had 

to he the minimum program necessary. This minimum program for the Federal 

Power Commission in tne oentral area Involved the installation of a third 

unit in its existing plant at Ixtapantongo, and the construction of new 

plants at Santa Barbara and Bl Durazno, and the further extension of the 

use of the waters of what is known as the Miguel Alerain System. The power 

from these plants was to be sold to the Mexican Light & Power Company for 

distribution through its system in the central area* The program of the 

Mexican Light & Power Company included the installation of a third unit in 

its existing hydroelectric plant at Lena, a tenth unit in its existing 

hydroelectric plant at Becaxa, which is a part of the Neoaxa system of the 

company, and a new hydroelectric plant at Patla which would make the last 

use of the inters of the Hecaxa system, a large thenml plant at Lecheria, 

a new transmission line from leoaxa to Mexico City made necessary by this 

development of the Necaxa system, and considerable works for the distribu

tion of power to the consumer through new sub-stations, etc 

The dollar and peso needs of these minimum programs of the federal 

Power Commission and of the Mexican Light 4 Power Company were to be met 

by 
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by foreign and looal ©arrowing and from the returns on power sold. 

The Program* Involved the Minimum Meade to 195̂ >» 

I t l a imperative to emphasise that the programs of the Federal Power 

Commission and the Mexican Light & Power Company involve the minimum needs 

of the central area to 1955 «ad tha t the completion of the works inoluded 

In the program as scheduled i s imperative I f there i s t o he aft in te r rup-

t ion in adequate and continuous supply of power for present and develop

ing needs and therefore no in ter rupt ion i n the economic development of 

t h i s Important area of the country. There has been some question as t o 

whether so large a program i s absolutely necessary and i t is therefore 

important %• emphasize the following f a c t s . 

The engineers of the Export-Import Bank and of the World Bank attached 

t o the s t a f f s of these i n s t i t u t i o n s , a f t e r examining the needs of the oentral 

area arr ived a t the conclusion tha t tha* programs prepared by ths Commissiam 

and the company wera the minimum needa« 

The World Bank, not wishing to depend en t i re ly on i t s own s ta f f of 

engineers, engaged the services of one of the best known engineers in the 

e l e c t r i c i t y f i e l d in the United States to make a completely independent 

study of the power needs of the oentral area to 1955* &&d t h i s independent 

exper t , a f t e r a deta i led study of the oent ra l a rea , expressed hia opinion 

to the World lank tha t the coordinated program was the minimum which was 

needed* 

The World Bank, in View of the fac t t h a t I t was being a3ked by tha 

Federal Power Commission for a loan of 24,000,000 dollars,and $26,000,000 

dol la rs by the Mexican Light • Power Company for use in the oentral area , 

had a further study of tha whole s i t ua t ion in the oentral area made by a 

wellknown engineering firm l a the TftvlteA States a t the bank's expense* 

\ This 
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This study oarried through by engineering experts of this independent firm 

also reported to the World Bank that the minimum program of the Commission 

and the company was essential for the central area. 

The Commission and the company, conscious of the responsibility in* 

volved in this new plant construction and realising the necessity for con

tinued plant construction after the minimum program under consideration was 

completed, requested a wellknown form of engineering experts with long and 

importaat experience la the field to make a oompletely independet survey of 

the power needs of the central area up to I960* This study was carried 

through by expert representatives of this firm during the ooursw of six 

months in 191*9 and 1959* The Commission, the company, the Confederations 

of Chambers if Industry and Commerce, the various appropriate departments 

of the Mexican Government, and industrial, commercial, mining and other 

interests in Mexico made available to these experts all the accumulated 

inforaaation with respect to the conditions, agricultural and commercial and 

industrial, of the central area* As a resultof these detailed, careful and 

basic studies a report has been prepared whioh it will shortly be possible 

to make public* It is in many respects the most important study of this 

kind that has been undertaken of the electricity situation so far as pro

jected needs are concerned, in any country* It is possible to state that 

this study confirms the projections of increased use of electric energy 

made by the Commission and the company and by the independent engineers 

already above mentioned, and that the study further shows that by i960 the 

demand for electric energy from all sources in the central area will have 

developed to such a degree as to make necessary an increase in production 

capacity equivalent to that installed in the oentral area in 1950* 

It 

\ 



- 9 -

I t w i l l be seen tram, the foregoing tha t the Government, the Power Com

mies ion and the Mexican Light * Power Company which i s the pr incipal pro

ducer of e l e c t r i c i t y in the country and aside from the Power Commission the 

sole produoer of e l e c t r i c i t y i n the cen t ra l a rea , hare given the most care

ful and considered a t t en t i on to the study of the needs of the developing 

economy and tha t the i r conclusions have been corroborated by independent 

experts of proved and recognized capacity• 

Financing Problems• 

The financing problems involved in the construction of the works covered 

by the minimum program under reference, and work on which i s in ac tua l pro

gress , a re very great and i t would have been impossible tomsolve them, 

whether for the Commission or for the company, without the intervention of 

the Export-Import Bank and of the World Bank* 

The Power Commission* which had already received ft subs tant ia l loan 

for previous programs from the Export-Import Bank, made an applicat ion to 

the World Bank for a long-term loan of 25 years for the dol lar and foreign 

currency needs for the purchase of equipment for the work tha t i t was going 

to undertake under the minimum program already defined* 

The Mexican Light & Power Company made an applicat ion f i r s t to the 

Export-Import Bank for a loan of |2ij.,000,000 do l la r s for the foreign cur-
I 

t renoy needs) i f i t s program* After t h i s applicat ion had received careful 

and favorable study by t h a t bank, the company waft informed tha t i t should 

t ransfer i t s appl icat ion to the World Bank, as the Export-Import Bank was 

presently l imit ing i t s lending to 10 year periods and i t was obvious tha t 

for the e l e c t r i c i t y industry ft loan of longer tons was essent ia l* The 

company made, therefore , i n the beginning of 191+8, »n applicat ion to the 

World 
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World Bank for a long-term 25 year loan in the amount of $26,000,000 dol lars 

for the foreign equipment needs of i t s program* This increase of #2,000,000 

dol lars oyer the amount or ig ina l ly sought was made largely necessary by the 

increased cots of the material* included in the program to "be purchased abroad. 

1% i s not possible to s ta te in t h i s memorandum the t o t a l peso costs in 

Mexico of the program of the Power Commission, which peso costs a r t Ind i s 

pensable in connection with the use of the !<!).,000,000 dol lars for equipment. 
ft* t^a 

These pso costs a r e , in any event , equivalent to the $2U,000,000 dol lars 

involved in the loaa, and probably oonsidex-ably more, as the plants pro jec t 

ed by the Power Commission in the central area are a l l hydroelec t r ic . 

The peso costs in Mexico of the program of the Mexican Light & Power 

Company necessary in connection with the minimum program, and to supplement 

the #26,000,000 dol la rs borrowing from the World Bank for equipment, a r t 

approximately 152,000,000 pesos. 

Helpful AK Sf the World Bank* 

The World Bank studied the appl icat ions of the Federal Power Commission 

and of the ifexloan Light & Power Company for long-term 25 year loans, r e s 

pectively in the amounts of #2^,000,000 dol lars sad $26,000,000 do l l a r s . 

After very de ta i led , time-consuming studies the World Bank expressed a favor

able a t t i t u d e towards the granting of the two loans . In January 19U8 i t 

granted a long-term 25 year loan a t I.-1/2 per cent i n t e r e s t to the Power 

Commission for the foreign currency aseds of t h i s program, t h i s loan having 

the guarantee of the Mexican Government* At the same time the World Bank 

extended an Interim e red i t of #10,000,000 dol la rs for one year a t U-l /2 per 

cent i n t e r e s t to the Mexican Light & Power Company, and Indicated i t s i n 

t en t ion . If ce r ta in conditions were f u l f i l l e d , of granting a long-term 25 

year 
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year loan to the oompany a t krl/2 per cent I n t e r e s t . The bank granted the 

interim loan of $10,000,000 dollar* to the company as I t recognized t ha t 

in view of the imperative importance of the construction program in the 

eoonomy of the country and of cer ta in plants being completed aa scheduled 

in the program I t was necessary t o begin •onstruet ion immediately on 

cer ta in par t s of the program, aad tha t in the meantime the company could 

endeavor t o meet the conditions made by the bank for the granting of the 

f u l l long-term loan i f 186,000,000 d o l l a r s , out of which the $10,000,000 

dol lars interim loan was t o be repaid en the granting of the long-term loan. 

The World Bank made ce r ta in basic requirement* in connection with the 

projeoted loan to the company. Thes# were pr inc ipa l ly t h a t the loan must 

carry the guarantee of the Mexican Government according t o the s ta tu tes 

of the bank and i t s invariable pract ice with respect to suoh loans, i r 

respective of the country or the borrowert t ha t the company must «*rry through 

a reorganisation of i t s cap i ta l s t ructure by the end of 191$ in order tha t 

the company should be in a posi t ion a t the end of the construction program 

to have More easy and ready access to such further borrowing as would ob

viously be necessary for further plant construction i n a period following 

the construction program envisaged through the loan so l i c i t ed from the bank; 

t h a t while i t recognized the capacity of the company from a technical , en-

1 gineering and management point of view, aad the need for the program, the 

company would hare to be in a posi t ion t o show t h a t i t was securing t h a t 

reasonable rate of re turn necessary far i t s proper operation and which was 

provided for in the e l e c t r i c i t y law of Mexico as enacted in 19U9 and through 

I l a t e r amendment* III the company agreeingto males every effor t i n i t s power 

I t o carry through the required reorganization of i t s cap i t a l s t ructure i n 

fthe time indicated, the bank granted in January 19^9 the abovementioned 

interim loan of #10,000,000 dol la rs for one year* 

The 
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The company proceeded with the program of minimum works and begem im

mediately a f t e r the granting of the interim loan the necessary complicated 

measure* whieh were necessary to bring about the reorganization of i t s 

cap i t a l s t ruc ture by December 31# 19^9 • The conditions imposed by the 

World Bank as basic in the reorganisation were severe but ju s t and sound, 

as t h e i r basic purpose was t o make possible fur ther borrowing by t h e com-

pany when newresponsibil i t ies for construction to meet the needs of the 

area which i t serves , would a r i s e . The •s.rrying through of t h i s reorgani

zation was a d i f f i cu l t process as the ownership of the company lay largely 

in the United Kingdom, in Europe, in Canada and in the United States* The 

bonds and shares of the company were held about UO per cent l a the United 

Kingdom, about U5 pa? sent in Europe, and about 15 per cent i n Canada and 

the United States* While the in te res t on the bonds of the company had been 

met, MS dividends on i t s common shares had been paid since 1913 &&®' BO 

dividends an i t s preferred shares since 1991* and i t was obvious tha t any 

reorganisation plan would involve further sacr i f ices by the owners of the 

company. In order t h a t a plan of reorganization might be formulated whiah 

would find general acceptance among a l l the bond and shareholders of the 

company, i t was decided by the company t h a t I t should be prepared not by 

i t , but by a completely independent organisation competent and experienced 

in t h i s f i e ld , and for tha t purpose the F i r s t Boston Corporation of New 

York «as selected t o formulate the reorganisation plan, keeping in mind 

the bas i s requirements of the World Bank* 

As one i f the requirements of the World Bank for the making of the 

long-term loan to the company was tha t ik should be earning a reasonable 

return on i t s investment as provided for In the e l e c t r l o i t y law of Mexico, 

i t was not possible to present the plan of reorganisation to the bond and 

shareholders of the company u n t i l the completion by the Elect r ic Tariff 

Commission 
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Commission in Mexico of i t s study of the company's request for defini t ive 

t a r i f f s as provided for in the e l e c t r i c i t y law. The company had made i t s 

appl icat ion for such defini t ive t a r i f f s under the lav in October I9I48 and 

i t was on December lU, 1949 tha t the t a r i f f Commission completed and made 

known the r e su l t of i t s s tud ies , which granted the company a ra te of r e 

tu rn of • • ? P»r cent on the investment before payment of taxes* which l a 

pract ice and effect gives the company a re turn of |f*8 per cent on the) in 

vestment of the company as determined by the •value of I t s p roper t ies , e t c . , 

under the law, through the Tariff Commission. The Tarriff Commission made 

known the r a t s i f re turn and the defini t ive t a r i f f s in an o f f i c i a l s t a t s * 

ment published on December ll*, 1949. in which i t was s ta ted tha t th i s 

re turn fer the company was necessary in order t o enable f t t o meet i t s 

operating costs and fixed charges, a s well as to pay a reasonable return. 

on i t s investment. The def ini t ive t a r i f f s granted the company involved 

an average increase i n the t a r i f f s ef the company of somewhat less than 

18 per cent which became effective as of December lit , 1949* 

As these def ini t ive t a r i f f s were not es tabl ished u n t i l December 14, 

19i*9 i t Was impossible to carry ofchrough the reorganization of the company 

before the ami, ef 19U9. which had been the date se t by the World Bank. 

Immediately a f te r the publication of the t a r i f f s the reorganization plan was 

submitted t e the bend and shave holders of the company and meetings were 

held ef t he eight c lasses of s ecu r i t i e s of the company in Toronto, Canada, 

the company being a Canadian company, curing February 1950* I t Should be 

observed t ha t in the meantime the World Bank had agreed t e extend the i n 

terim loan ef $10,000,000 dol la rs to June $Q, 1950, and the f i r s t mortgage 

holders i f bonds of the company which expired on February 1, 1950 had had 

a meeting i n Toronto a t which i t was agreed to extend the maturity of these 

bonds u n t i l June $0, 1950. 

M 



As t&6 plan of reorganization involved considerable sacr i f ices by 

the securi ty holders , off icers of the eompany had made a t r i p t o England 

and the Continent in ear ly l$k9$ and Bade a further t r i p in ear ly 1950* 

in order t o explain to as many of the security holders as possible the 

reasons which made necessary the reorganization of the company's capi ta l 

s t ructure and the further sacr i f ices involved tnere i ju 

The Meetings of the eight classes of security holders of the company 

held in Toronto in February 1950 approved with very gntisfactory ro tes 

the reorganization plan* The plan i s now before the appropriate Courts 

of Canada for njproval which i t i s expected wi l l short ly be granted. The 

fcilectrie Tariff Commission in Mexico, which had previously examined the 

reorganization plan and the issuance of the new secur i t i e s thereunder, had 

already given i t s approval. 

I t is expected tha t within re la t ive ly few weeks the signature 9t the 

long-term $26,000,000dollar loan agreement wi l l take place in Washington, 

and short ly thereaf ter the signature of the other documents in connection 

with the reorganization of the company and the long-term loan* 

I t w i l l be awn. from the foregoing tha t the World Bank has shown a 

very considerable and constructive i n t e r e s t in the problems of the Mexican 

economy and of the e l e c t r i c i t y development so fundamental there i n . I t 

w i l l be seen tha t i t s a t t i t ude has been not only constructive out under

standing. 

Peso Financing of the Construction Program. 

The #2^,000,000 dollar loan which the Power Commission has received 

from the Korld Bank and the $26,000,000 do l la r loan which the company i s 

receiving from t h a t bank would be useless unless there i s adequate pre* 

vision for the financing of the pes* costs of the construction programs. 

The 
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The World Bank, as is the policy off the Export-Import Bank and aa would be 

the policy of any other lender, will net make such loans for electricity 

development unless completely satisfied that the peso costs of the program, 

which these banks cannot and do not finance, have been adequately ̂ provided 

for. It would be useless for these institutions to make loans for the dollar 

equipment costs of the construction programs unless assured tnat the finano** 

lag of the pese costs of the works in Mexico had been appropriately and 

adequately provided for* The bank hat therefore properly insisted that it 

be kept informed as to how the peso costs will be provided for and met* 

So far as the Power Commission is concerned the peso costs of this 

construction program will be met by the 10 per cent production tax which 

the Mexican law places on the sale sf electric energy in Kexico, by the 

payments which it gets from the Mexican Light & Power Company for the power 

purchased by it from the Ixtspantongo plant and distributed by the company, 

and by proceeds of sales to other companies in Mexico from other of its 

plants la the oountry and to such consumers as it nmy directly Serve, and 

by the appropriations for works made to it out of federal funds for sonstrue-

tion purposes. The peso costs if the program of the Commission, therefore, 

are covered by revenue and by direst appropriation of Federal Government 

funds which coma out of the general taxation and revenue. 

The peao oosts of the program of the Mexican Light <* Power Company 

must be met out of available earnings of tat company and from peso borrow

ing* Aa the peso oosts could not be met under any circumstances from 

earnings except through the imposition of tariffs which would give a rata 

of return on the investment higher than that contemplated in the basic law* 

it is necessary for the company to do peso borrowing* The only sources 

t9T such peso borrowing would be the private investing public, the private 

banks 
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banks, er the Kacional Financier*. There i s no poss ib i l i ty to do peso 
*N 

harrowing from the public at a rate of interest which the company could pay. 

Its return on its Investment is fixed by the regulatory agencies of the 

governmess in a ocord with the law ana this rate of fsturn which after taxes 

jhas now been fixed at 5«8 per cent obviously does not permit the aompany 

\l 

to have recourse to borrowing from private investors who can secure at 

least twioe that rate of return through other farms of lending or invest

ment, or sore. Besides that the private investor does not yet hat» the 

confidence in the electricity industry which is necessary to induce him to 

lend money to that industry. Recourse to the private backs and institutions 

is also difficult as they are securing a higher rate of return on their 

loans than that which the company could pay within its possibilities, so 

that under the aest circumstances the peso borrowing which the company could 

make from banks and institutions would be limited in quantity â id for rela

tively short periods of time. Recognizing this situation, the Mexican 

Government has agreed to lend to the company through Series D first mort

gage bonds of the company under the reorganized structure of the company, 

up to the amount of fiiij.,000,000 peso* during the period of the present 

construction program. This means that the remainder of the 152,000,000 

pesos will have to b* severed out of re-venues of the company. These bonds 

will tarry a rate af interest of 7 P»* oent. L*^A"i(/i 

1% should be note4 in this connection that sfter the World Bank had 

given Its approval %o the reorganisation plan of the 'company and before 

its presentation to the security holders of the company 1% was found that 

under the rate of return of 5»8 oer cent ne£ which the definitive tariff! 
1 

of December lh$ 19̂ 4-9 provide for the company, the earnings of the eompany 

would not be sufficient, together with the iiit-,000,000 pesos lending by the 

Financial*,, 

« 
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Financier*, to cover the peso cost* of the program, and the bank therefor* 

/ mad* i t * requirement tha t the reorganisat ion plan as submitted to the owners 

I *f the company should be further modified in the sense t ha t there would be 

no amortization on the f i r s t mortgage bonds of the company, including those 

in the amount of $26,000,000 dol lars to be received by the bank for i t s loan, 

during that period of the construction program and that amortization should 

begin a f t e r December 3 1 , 1952. I t a lso required tha t although the company 

muse be earning a reasonable return on the investment from the beginning of 

[Vthe loan and the reorganization plan being effective and therefore earning 

a dividend on i t s shares, no such dividend alsthough earned was to be paid 

during th* period of the present eonstruetion program. The monies which 

would ordinar i ly have gone into the amortization fund which i» customary i n 

the ease of such bonds and which would have been avai lable for dividends 

was to be used to make up the def ic i t for pesos during the period of the 

construction program. I t i s important to take not* of these facts as they 

bring out so def in i te ly that the aimers of the company, a f t e r having had 

no dividends on t h e i r shares since 191? and 1931 ** already indicated, 

and as established in the published report of -the Elec t r ic Tariff Commission 

en December li*, 19U9# Will not reoeive any dividends u n t i l the completion 

of the present construction program. 

Definitive Tariffs of the Company, 

The def ini t ive t a r i f f s for the Mexican Light * Power Company were 

established a f t e r a study of almost a year and a half of the company's 

f inancial s i tua t ion and s t ruc tu re , i t s operating oosts s a t obl igat ions , 

and f t the program of new works and of the economy of the country* This 

published study made by t h i s responsible and competent agency of the 

government established tha t the ra t* of return on the company's investment 

had 
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had averaged approximately 3 P©*- cent over a long period of years and had 

not enabled it to pay dividends on its common shares since 1913 &&<* on its 

preferred shares sinoe 1931* the holders of which shares are the real 

owners of the company aa in the case of any ether company, domestic or 

foreign* This rate of return of 5*8 por cent established economio equili-

brium in the company and the presence of the adjustment clause provided for 

in the electricity law and its regulations is intended to maintain that 

economio equilibrium established by the definitive tariffs. The adjust

ment olause fermit» appropriate adjustment to be ma.de in the tariffs by 

the Electric Tariff Commission on the petition of the company whenever 

changes take place in the earnings of the company through increased labor 
flit,-A 

cost»« fuel ©oats, increased taxes o* certain other more minor costs of 
J 

operation* The intent of the adjustment clause is to maintain the economic 

equilibrium of the company by providing it this fixed return of 5*8 per 

cent net on the investment* 

The maintenance ef this net rate of return through the tariffs is 

essential in order that the company may be able to meet its operating fjosts 

and fixed charges and for the reasonable return em the investment provided 

for in the law and has been shown as essential in order to carry forward 

the program of construction and the essential service to the public. As 

the rat* of return is the absolute minimum on which the company can operate, 

any factor which upsets this economic equilibrium has to be readjusted as 

rapidly as possible* 

As an indication of the delicacy of this economio equilibrium it may 

be noted that "through the dry season a newfactor has developed which disturbs 

this economic equilibrium and which has to be taken into account la oonneo-

tion with the progress on the construction program. The restrictions which 

have 

http://ma.de
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bare necessarily been placed in effect by the government as a result of 

the present water shortage will oauae a decrease in the earnings of the 

company during the first half year of 1950 of 16,000,000 peaos through 
A 

decreased consumption, and the company during tha t period has increased 

costs for fuel in the amount of 9*500,000 pesos due t o the fact t h a t Hie 

thermal p lants of the company must operate a t fu l l capacity 2^. hours a day. 

This means t ha t approximately 26,000,000 pesos whioh would ordinar i ly have 

been available to the company out of i t s gross earnings and whioh had been 

counted upon, for the construction program w i l l haw t o be taken eare of 

by I t I K some way or the construction program would have to be hal ted or 

diminished to a degree whioh would be dangerous for the economy of the 

country* Mention i s made of t h i s aspeot only because i t i s an indicat ion 

of the f inancial problems whioh must constantly be met by am industry 

regulated by government and which cannot of i t s e l f adjust I t s charges t o 

the publio as other producing indust r ies can when they have to meet a 

s i tua t ion of th i s kind. 

The Collective Contract with the Workers of the Company» 

The labor contract of theteexican Light & Power" Company with i t s syndi

cate w i l l expire on April 30, 1950* l a accord with the labor law and 

pract ice the syndicate presented I t s demands in connection with t h i s r e 

vis ion to the company some weeks ago* and the company presented t o the 

syndicate i t s demands in connection with the revision* The conversations 

between the company and the syndicate begin on April 10* 1» mm mirth usta 

Jttos^ear esse>- prsettee,, $ l o u l d a n Agreement not be arr ived a t by Apri l 30 

•4^^0m»Mms^m^pow9T'^^ the syndicate to declare a s t r i ke of the company's 

workers which could became effective net before May 10* 

The 
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lbs workers of the company have now, under the exist ing contract , en 

average daily wage of approximately 20»22 pesos which together with social 

benef i t ! givec the worker an average of approximately 35,02 peso* a day. 

This, I t i s believed* I* the highest average wags of a worker i n any In 

dustry in Mexico. 

The demands of the company syndicate as expressed in t h e i r pe t i t i on 

delivered to the eomoany and whloh w i l l b e the basis of the beginning of 

the negotiations with the syndicate would imply addit ional oost for wages 

and social benefit* of approximately 86,000,000 pesos a year . The present 

cost to tit* company under the e xis t ing contract of wages and social benefi ts 

i s approximately 52,000,000 peso* a year . The syndicate i s therefor* asking 

approximately 86,000,000 pesos addi t ional over the 52*000,000 present oos t . 

Ac has teen shown in t h i s memorandum, the eoonomic equilibrium of 

the company was establ ished through the def ini t ive t a r i f f s established on 

December ill* 19^9 • Any increase i s wages through the present negotiat ion 

of s new contract with the syndicate, e r in cocia l bene f i t s , would involve 

an increase in t a r i f f s through the adjustment clause* I f the requests 

Of the syndicate as rade in t h e i r pe t i t i on were t s be met the careful 

calculat ions of the company shew tha t t h i s increase of approximately 86,000,000 

pesos would involTS an increase i n the t a r i f f s now exist ing for the public 

of a t l eas t UO psr cen t . 

I t may be acted in t h i s connection tha t p rac t i ca l ly a l l of the increases 

in t a r i f f s of the company in recent years have been made necessary by the 

increased costs of successive labor contracts of the company. This can be 

shown by appropriate s t a t i s t i c s which are ava i l ab le . I t i s s ignif icant 

tha t while the l a s t increase in the company's t a r i f f s which was granted on 

December lU, 191*9 for the purpose of es tabl ishing the economic equilibrium 

of 
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of the company and in order to make possible this great oonstruotion pro

gram indispensable for the • oonomy of the central area and the wellbeing 

of its population was in the amount of 17*8 per cent average, while the 

bewdemands of the syndicate for its workers, which are already the best 

paid in the Republic, would involve fer increases in wages and social bene

fit* far them an increase of approximately 1*0 per cent over the present 

tariffs* 

The authorities of the government are aware, through the study of the 

company'• financial situation and needs and operation, that any increase 

in wages and social benefits must be accompanied by an increase i» the 

tariffs now prevailing, which increaee would have to be mad* effective 

under the adjustment olause in the shortest possible time in order to main

tain the economic equilibrium ef the company and to enable it to continue 

to operate and to pursue the program of works. The government isaaware 

that the claims of the syndicate that any Increase in wages and social 

benefits, no matter how small, could be paid out of the earnings of the 

eompany under its structure and tariffs are utterly unrealistic and un

founded* It is further aware that any Increase in the wages of the workers 

of the company would set a serious precedent for labor contracts in other 

industries in view of the fact that the workers of the company are already 

the best paid in the country* The government is also aware that granting 

any increases te the workers of the comoany at this tins would inevitably 

have its repercussions in the economic structure of the country and parti

cularly in prices ef other commodities* 

Ww •• "J1 raro'he »e«P"ur+* ••^^^4m^Jxmm^MiK^A^^-MSiSP-' 
jLftbsifcafcsaava^^ 

:lgo î3afaAs>"Sj«i*s»to 
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The Necessity of the Company to Secure Improvement 
Through the Negotiation of a lew Labor Contract of 
Clauses i a the Present Contract so as to Give i t 
Greater Control of Management and Operation* 

Through the handicaps from which the Mexican Light & Power Company has 

suffered, which have affected a l so other public u t i l i t i e s , the workers 

have made encroachments through clauses in the col lect ive contracts on 

management anil operation which make I t now impossible for the company to 

operate , in 1% i n t e r e s t , in the i n t e r e s t of the public end in the in te res t 

of the economy, in an adequate manner* 

although the company has some 5,000 permanent workers i t has only some 

20 representat ives of the owner and some 5° employees of confidence in the 

organisation. This is u t t e r l y inadequate for the management and on©ration 

of se large a company and which must give prompt, adequate and courteous 

service to the oubl ic . Every effor t which the company has mad© in order 

t e improve i t s service t o the IbubliSa and there have been raany, has Wen 

thwarted by the syndicate and by i t s t h r e a t to create s i tua t ions in the 

company which would prevent i t s functioning, if these improvements vers 

carr ied through* There a w many complaints, and j u s t i f i e d complaints, of 

the public with regard t e the slow service in the company offices In con

nection with payment of b i l l s , the Baking of new cont rac t s , e t c . There are 

many complaints with regard to the carelessness of the employees in reading 

meters* i n del ivering or col lect ing b i l l s * and in Inadequacies i n service 

outside of the company offices* The company has mad* innumerable and con

tinuous ef for t s to correct these s i t u a t i o n s , but when i t wishes t o sanction 

9tk employee of proved incapacity, negligence or even malfeasance, i t i s 

net able to separate or sanction the employee, although the facts are c lear , 

through the intervention of the syndicate* The company does net have 

sufficient 
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suff ic ient employees of oonfiden.ce through whom i t can give instruct ions 

and direct ions to i t s workers* The company has been and i s l iving under 

constant th rea t s of such acts as not permitting extra t ime, subs t i tu t ions 

and e ther ordinary ptocedures of operat ion. The syndicate i s constantly 

creating problems in the operation of the company which involve Increased 

cost i of operation and which ult imately find t h e i r r e f l ec t ion In operating 

cost* and t a r i f f s . Increasingly the endeavors of the syndicate a*» in the 

direct ion of taking over management functions* There have been cases of 

d i rec t Intervention by syndicate o f f i c i a l s , including the bead of the 

syndicate, in operation which took place in the offices of the company 

i t s e l f . 

Detailed statements of these a rb i t ra ry a c t s of the syndicate an t ln» 

cidents to show the decreased a b i l i t y of the company to operate e f f ic ien t ly 

and t o give the service to I t s customers which i t wishes to give tttd should 

give can be adduced and i t i s the intent ion to make these known to tfoe public* 

This l a t t e r procedure seems to bo essen t ia l in view of the faot t ha t the 

consuming public i s natural ly placing & good deal of the respons ib i l i ty , 

If not a l l , of these inadequacies In service on the company, when as a matter 

of faot the ejempany has made every ef for t to improve "these Bervieoi* 

I t would seem necessary in tb» i n t e r e s t of the consumers end of the 

eoonosy of i.he country to make i t c lear once and for a l l t o the public tha t 

t h i s highly paid group of workers, through i t s syndicate leaders , Is mking 

i t impossible increasingly in a public service to render proper service and 

t h a t the a c t i v i t i e s of the syndicate and I t s exl,jencies are increasingly 

becoming a menace to the operation of t h i s v i t a l public service in which 

every single individual in the central area hat such a v i t a l i n t e r e s t . 

The 
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The company has made i t c lear to the appropriate o f f i c i a l s of the 

government t ha t while I t cannot pay a single peso of increase in wages or 

social benef i ts without re f lec t ion i n the t a r i f f s through the operation 

of the adjustment c lause, I t considers t ha t the necessity for changes in 

the col lec t ive contract which w i l l make i t possible for the company to hare 

control of operations and service i s even more important and e s sen t i a l than 

the economic repercussions to the public of an increase in wages end social 

bene f i t s . The e l e c t r i c i t y industry has become so v i t a l ft public service 

in the country tha t nei ther government nor the public nor individual 

sectors of the population can permit tha t ft single group of some 5#000 

workers, by unreasonable demands and improper a t t i t u d e s , in terfere with 

the development of the economy of the country through retarding or making 

impossible the proper operation of ft public service of In te res t * • a l l 

and the rea l iza t ion of a construction program of new works which i s essen

t i a l t o the wellbeing of a l l * 

The company must therefore be Ins i s t en t in i t s demand tha t through 

the revision iff th i s labor contract i t secure tha t adequate control of 

management and operation whioh i t i s i t s duty to i t s e l f and to the public 

to i n s i s t upon* 

Mece3sity for Seasonable Treatment of 
the Private S lec t r l c l ty Industry» 

The problems of the Mexican Light t* Power Company with rospe«% t o 

financing, operation and programs, e tc* , which have been referred t o i n 

t h i s memorandum i s not d$Jer l a na ture , but only in soope, from those of 

other pr iva ts companies, Mexican and foreign, in the country and do not 

dif fer essen t ia l ly from the problems of the Federal Power Commission* As 

the .Mexican Light • Power Company produces over 50 per cent of a l l of tits 

ourrent produced l a Mexico, and p rac t i ca l ly a l l of the current produced 

4<a 



- 25 -

in the central area except that from the Ixtapantongo plant of the Federal 

Power Commission, It is naturally the most Important factor innthe electri

city situation. 

The definitive tariffs, or rather the rate of return under the law 

fixed for the Mexican Light as Power Company on December lh» 19U9 is 

therefore in a large measure a norm which the government has established 

as the reasonable rate of return for the grivately-owned power industry 

in Mexioo. Whether the Mexican Light & Power Company and othetf privately-

owned companies in the country will he able to meet the requirements on 

them for power in a rapidly developing economy, on the basic of this rate 

of return of 5*8 per cent net on the investment, remains to he seen. 

It would be futile tonhope that the problem could he met better la 

any other way than under the present policy of the government already set 

forth in this memorandum. The espropriation of the present privately-

owned plants, Mexican and foreign, and their nationalisation and their 

operation by government through the Federal Power Commission or through 

some other agency of government, would not solve the electricity problem 

hut would aggravate it* The financing problems of the industry, both in 

foreign currency and in pesos, would remain the same* The foreign financ

ing which is absolutely essential nor and for some years to come would 

sill remain indispensable hut would be harder to get* The universal 

experience in all countries is that government operation of a puhlie utility 

and construction of facilities is more costly under government operation 

than through private operation*. The financing problem of operation and 

construction under government ownership and eontrol and operation would 

remain the same and would be further aggravated. The cost of the service 

to the publie would necessarily he higher through the electricity tariffs 

unless 
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unless the government were in ft position to subsidize the government monopoly, 

and this would involve financial burdens on the government of extraordinary 

character on top of those already involved through tho operation Of the 

railways and the oil industry. The large suras necessary for new construe-

tion If economic development of the oetmtry is to continue could only bo 

mot by government if it decreased expenditures for such other essential 

works as irrigation, roads, sohools, public health and other essential pub-

lie services and improvements* 

The Importance to Industry and Commerce of the 
Private Sleetrle Industry. 

Even the most casual student of the economic structure of the country 

will observe that the private electricity industry which has since its 

inception, and since the use of electricity for power began in the country* 

met the needs of the industry, has not been able to pay a return of more 

than approximately 5 P**f oent on the investment. In the meantime it has 

made possible the development of Many kinds of industrial development whisk 

it is considered must render a minimum return of 10 per cent or more on 

the investment per year* The electricity industry, therefore, under groat 

deprivation and vicissitudes, has rendered a great service to Industry 

whioh it cannot, with the increased demand of industry, be able to continue 

to satisfy unless it receives more reasonable treatment as a private in

dustry. The policy of the government is In the direction of such adequate 

attitude 
and reasonable treatment* The pnxiiat of certain sectors of Ike syndicate 

is to make the operation of the private industry impossible. The precentage 

of labor and social benefit costs in the electricity industry in relation 

with the gross earnings is already very muvh higher than it is in the 

United States and in most countries and the tendency is constantly for such 

percentage of labor cost to rise* If this tendency is not arrested it 
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w i U lead to the Impossibili ty of operating the pr ivate industry and with 

inevitable consequent ef fec ts on e l e c t r i c i t y t a r i f f s which w i l l find t h e i r 

re f lec t ion in the whole economic structure of the country and in the r e 

tarding of p rac t i ca l ly a l l i ndus t r i a l development. The matter i s t he re 

fore one of primary in t e re s t t o Industry and commerce. 

Hfte the Private E lec t r i c i ty Industry ha* met the 
Meeds of the £conomy» 

There la appended hereto a pamphlet prepared by the Mexican Light & 

Power" Company giving a fewpertinent facts concerning the company's i n s t a l l ** 

t ions j showing t ha t i t had p rac t i ca l ly doubled i t s production capacity 

in the l a s t f ive years* has carefully planned and has under way * new con

s t ruc t ion program which w i l l meet the needs ( together with the program of 

the Federal Fewer Commission.) to 1955l &nd thaw i t i s taking the appropriate 

steps through provision of theraal capacity to prevent interrupt ions or 

inadequacies of service in dry years* 


