


TENNESSEE VALLEY AUTHORITY
KNOXVILLE, TENNESSEE

August 8, 1936

Mrs. F. D. Roosevelt
The Yhite House
Washington, D. C,

My dear lrs. Hoosevelt:

I understand that John expects to start north tomorrow, August 9,
and therefore I am taking this opportunity of writling you about him.

As far as being able to avoid publicity I believe our efforts have
been satisfactory. A certaln, rather mild, amount o newspaper
publicity came out but the fact that John has been largely away from
Knoxville and that both he and the men working with him have done
everything they could to keep out of the public eye has, I believs,
worked out very well.

I am glad to say that the men for whom and with whom John has worked
have been unanimous in saying nice things about his interest in the
job and his quickness in catching on to what was needed. They have
also been very much pleased with his friendly and democratic attitude
so that he leaves Knoxville and the l'orestry Division of the Tennessee
Valley Authority with many friends, and I would say, a considerable
degree of affectionate respect. Take it by and large, I believe his
coming and working with us has been fine, not only for the boy himself,
but for the various men who have lived and worked with him and for whom
he has worked. The short time of his stay has, I trust, been really
beneficial to him in meany ways and has given him a good hedlthy period
of work and play. He is, in the minds of those who have had the
opportunity to deal with him, an extremely fine and attractive chap.

However, 1 am quite sure that you will not be satisfied with my merely
saying comylimentary things about John. Rather, I am confident, you
really will be glad to hear anything which might well be changed or
improved in him and any tendencies which have showm themselves during
his stay, which might, perhaps, well be counteracted. Because I
telieve that you will understand, I em taking the liberty of speaking
alainly about this side of John as I have observed him.

First of all, his physieal side. Naturally being:so tall and desiring
to be inconspleuous, John has dewveloped the habit of slouching in his
chalr when sitiing and of stooping very severely when standing, Not
only does this greatly take avmy from his otherwlse excellent appearsnce
but it has given the boy a very bad posture and has had the effect of
giving his chest a positive concave appearance. VWhen I first noticed
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him I wms profoundly surprised that a boy who could row on one of the
Harvard crews should have such a deplorably small chest development.
Naturally this bad post:re, coupled with his small lung development,
holds in 1t, I nced not add, very seriocus possibilities for further
trouble in relation to any pulmonary diseases. I, therefore, feel it
clearly necessary for me to urge that John be encoursged to straighten
up, change his posture, and very definitely go in for chest development
exercises,

In addition to the flat chested posture, a second poict is of perticular
interest and this 1s John's terrific over-smoking., I was tremendously
impressed when I first saw him with the grip which this habit had upon
him. He scarcely even stops smoking long enough to eat his meals.
Coupled with his bad posture and flat chest, this smoking, especially
the intense inhaling vhidch is his customary procedure, would have s
tendency to weaken hi. condition in such & manner as to ultimately bring
ebout & tubercular condition or some other pulmonary infection. This, to
my mind, is no insignificant matter in his case but an extremely serious
one that should be tackled et once. So much for the physical side,
because with the exception of these two items, I believe John to be in
splendid physical shape.

A more subtle end difficult mspect remains to be touched upon. This is
unquestionably an unconscious product of his life so far. One way of
putting it would be to say that John apparently has always had everything
come easy to him and he has always been "riding on top of the waves"
without any undue effort on his own part. The attitude of mind in +he
background of his mental complex appears to lack what might be called
"sufricient iron in the soul." Apparently 1ife has always been easy

to him, he has never had to struggle grimly with terrible realities

and, therefore, unconsciously he has the tendency toward becoming what
might be ealled a dilettante. Naturally John is not to blame for this
but rather our whole social and economic system tends to work out that
way. It is a very familir thing to me because of my own past experiences.
The astonishlng thing to me about it is the truly remarkable way in
which John has failed to be spoiled by it. His friendliness, democratic
spirit, and his entire refusal to be "hizh-hat" witl those about him,

is & splendid tribute to the basic good stuff thet is in hin. Eut
nevortheless, it is quite evident thet Jolm has been heavlily incculated
with the same kind of social atmosphere thet is found at Grotton, Lawrence-
ville, and St. Paul's Schools and Frinceton, Harvard and Yale. Baldly
stated, it is the psychology of making one's way b; influence and
association rather than by emy hard work and personal schievement. I

am astonished at how little he has of it but nevertheless I see encugh

of it to believe I should speak of it to you. It works out in such
directions as having John tend to look at everything in life with a
somevhat sophisticated snd disassociasted point of view. Carried to the
extreme, which one frequently finds in older club men in New York or
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Boston, it is apt to work out into the development of a perfect snob
and parasite., It is, I feel one of the unfortunate parasitle growths
vhich have fixed themselves to some of our best, cldest, and most
digtinguished institutions. As I say, I see come of this in dohm,
althourh I an very happy to say, a very small amount of it, 5till
enough, however, to tend to meke his 1ife useless if not unhappy if
ellowed to develop.

I do not like to go into this end stop hers. XHather, with your
fermission, let me suggest a course of action wiich I believe might

male a1l of the difference in the world in Joln's future. Jolm is

st111 1ittlc more than & boy. He has never undergone the continuous
deily grind of hard, steedy, grueling work for practical purposes in
dealing with the usuel run of commen men and womern. I believe that

is oxaetly what he needs. I John could be persuaded not to go back to
college this year but to take a real steady job for one or even two
yeers, in much the same way &s he has been working for the Forestry
Division of the Temmessee Valley Authority, and then go back to college,
I believe he would always be glad of it. In ome or two years of good
hard, precticel work in the TField, assocleiing with the kind of men
thet he Las been living vith, who have lad to hustle in getiing their
oducation and malding & living, will give John & much better appreciation
of vhet the common man is up egainst and whet is involved in the
building of & new and better America. At the end of two years, I believe
he vwould lmow a greet deal more about lif'e and develop a mich better
idea of what he wanted to do with his owvm. e would then be ready

to go back to college preparec to take serious advantuge of the enormous
opportunities offered him there and he would, therefore, correspondingly
get very much more out of it. 3Being only nineteen years of age, this
would involve little or no serious set-back and, I believe, would be ol
vast bonefit to Jolm in every wey. I do not lmow how you will look at
this sugpestion but I would like to go on record as offering the wermest
kind of s welecome to him if John should care to return to the Forestry
Division of the Temmessce Valley Auttority and throw himself in n really
sorious manner in the next couple of years into the big job dovm lhero.
ot only would I bte delighted to have him come but 1 kmow that many of
the other men in the Forestry Livision would be very happy indeed to
heve him Join our ranlis a5 a permanent member.

1 trust thot I have not abused my privilege in speaking fremkly. I like

Joln so well, however, that I cannot resist the temptation of writing
this letter in the hape that sorething really permenently jood for the

boy may come of 1it.
Cordially yours, Ez

Ddvmrd O, Jie idchards
ECER:RII Chief Forester
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Honorable George W. Norris
United States Senate

Washington, D. C.

Dear Senator Norris:

Untll you spoke to me about it last Fridey afternoon, I
did not lmow that Chairman Morgan was actively opposing ny re-
appointment, and that he had told the President that if the President
re-appointed me, he would resign., This situation presents such
grave hazards to the project that naturally I am deeply concerned,
and have since given the problem a great deal of thought. Hence this
lﬂttﬂr to you,

In the first place, it ought to be kept perfectly clear
that this situation is not the result of personal incompatability
between members of the Board, nor is the problem merely one of com-
posing personal differences. Insofar as I am concerned there 18 no
personal frictlon exlsting between Dr. Morgan and myself which will
prevent me in any way from continuing my work on the TVA Board. Nor
need I sgy that never have I questioned, nor do I now question Dr.
Morgan's sincerity, or the honesty of his motives. The responsi-
bility which rests upon us as trustees of a great public issue makes
personalities irrelevant.

The nub of the whole matter is that Dr. Morgan and I repre-—
gsent two different points of view upon a major problem of the
Tennessee Valley Authority. That problem is: What shall be the
relationship of the TVA to the private utilities? I am convinced
that if the views of Dr. Morgan respecting TVA's policy and procedure
on this erucial issue are adopted, there 1s grave danger that the
objectives of the law and the policles of the President will be frus-
trated, although I am sure that that is furthest from the intentions
of Dr. lorgan. My continued objection to Dr. Morgan's view, without
question has been a source of irritation to him, and as a result I
have earned his displeasure. As I view the matter, the 1life of the
project in which I belleve with all my heart is at stake. Hence I
had no cholce but to contend within the Board against the adoption
of a course which I believe to be injurious.

The following are illustrative of the basic differences
between Dr. Morgan's views and mine, as to which a cholece of policy

will be determinative of TVA's fulkure course:
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I. ATTITUDE IN DEALING WITH THE PRESENT LEADERSHIP
OF THE UTILITY INDUSTRY

The Tennessee Valley Authority came into being against the bit-tar
hostllity of the private utilities. That hostility, far from abating, has
continued. It has been my view that in dealing with the private utilities
we must recognize the existence of these facts. From the very first days
of the Authority, Dr. A. E. Morgan and I have, however, had two different
viewpoints on the relevance of this record of past experience. These two
points of view were illustrated clearly in a concrete situation of great
importance, namely, the terms of a proposed contract with the Commonwealth
and Southern group of utd.liﬁen in the Southeast, This contrast of views
on policy in this matter continued, and with the imminent expiration of
that contract, the issue is again of utmost importance.

It seemed to me in working out our relations with the private
utilities at that time-—end the necessity is equally urgent today—that it
was a matter of the utmost practical importance whether we proceeded on the
assumption that the utilities would cooperate wholeheartedly in giving the
project a fair chance of success, or would continue their unrelenting
effort to defeat the enterprise. My point of view in this respect, then
and now, is summarized in the following paragraph of a letter to Chairman
Morgan dated July 21, 1955:

"Candor compels me to say that I am most skeptical that we
can hope for genuine 'cooperation' with the private utilities
which would involve a voluntary relinquishment by them of part of
territory they now serve exclusively. Nevertheless, as specific
situations arise you may be sure that I will make every effort to
reach conclusions with the private utilities which will be feir
and reasonable, as I ofter have been able to do in the past.

But to premise our power policy at this time on the willingness
of the privately owmed utilities to work with us, seems to me
to be running counter to every reasonsble expectation under the
eircumstances, and what is vastly more importent, to expose the
work of the Authority to the gravest hazards.®

On this matter, Dr. Morgan has entertained and still holds a
different point of view. His view is illustrated by the following para-
graph; which Dr. Morgan proposed, at a Board meeting on July 12, 1933,
to :anluda in a letter to Mr. Wendell L. Willkie, President of the

Commonwealth and Southern Corporation:

"When I talked with you recently, we each assured the
other that we would try to reach a friendly agreement and
endeavor to find some basis for relations other than an
uneconomical contest for position. I assured you that the
Tennessee Valley Authority agreed it would not adopt a policy
with reference to distributing power without a sincere effort
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to that end. We have therefore not taken ste

customers for Muscle Shoals power. When 1§§§1r1e£ﬂ-§§uszzgzu
we have replied that we would look into the matter. We have
not visited a single locality to discuss the sale of power, nor
have we invited anyone to come to see us for that purpose,.”

Upon objection, this paragraph was not included in the letter.
On August 14, 1933, Dr. Morgan, referring to our failure to adopt such
an approach to the utilities, wrote the Board:

"Our prasant:courae leads to uncertainty, misgiving and
perplexity on the part of the Commonwealth & éautharn Co."

TVA now kmows, from an actual experience under a contract with
Commonwealth and Southern Corporation, dated January 4, 1954, how naive
and unwise it is to risk our electricity program on the promises of the
utilities, or to assume we have their good will, This is now a matter
z: publie record, andila::E in this letter I will refer more in detail

consequences experien by TVA in rely u the willingness of
the utilities to deal fairly with the prajiﬂ%. =

Despite this record, Dr. Morgan continues to express confidence
in his position that we can secure the cooperation of the utilities in
working out the TVA project under fair and reasonable conditions. With
all respect, I do not believe the Board of TVA, however constituted, is
at liberty to theorize about this situation. Experience shows that this
is a fight for the very existence of the President's program, against
a ruthless and well-financed antagonist.

II. AGREEING WITH THE UTILITIES TO BAR PUBLIC AGENCIES OUTSIDE
A DEFINED RESTRICTED AREA FROM ACCESS TO TVA POWER

As the TVA law now stands, public non-profit agencies and domestic

and agricultural users are given a preference with respect to TVA power.
The only restrlctions upon TVA in selling its power are those arising out
of physical limitations and business facts.

As you recall so well, perhaps the bitterest fight over Muscle
Shoals was the effort to restrict power sales to the powerhouse, by deny-
ing the Authority the right to construct tranamission lines to serve
minicipalities. Having lost that fight, it is now the avowed purpose
of the utilities to confine the area in which TVA's power can be trans-
mitted, so that the Authority will be barred from serving outside such
restricted area. In consideration of such a limitation, the proposition
is that the utilities in that restricted area will contract to sell

their facilities and market to the TVA and the mmieipalities. A deecision

upon such a proposal will be made within the next few months.

3
i1
——




Dr. A. E. Morgan has always strongly favored this policy of
area restriction, suggesting as an area substantially the watershed of
the Tennessee River, the restriction to endure for a considerable period
of years. This is hip view today, as stated to the Board recently. I
have always been opposed to this poliqy as you know. For example, in a
lengthy memorandum to the Board, discussed by the directors on October 18,
1955, I opposed that policy and gave my reasons. I still oppose such a
poligy, for the following reasons, among others:

l. These dams are constructed with national funds because there
1e & national interest in the development of this river. Likewise, there
is a national interest in having the electricity incidentally developed
utilized in a manner that best serves the nationsl interest, and not re-
stricted to any particular area, excluding others which can be served with
equal economy and whose needs are equally great.

2. The restricted area plan requires for minimm suecess, that
the utilitles sell their distribution properties. At the present time,
their promise to do so is worth very little and should not be made the
basis for a restriction on the United States government which will be
operative through years of litigation, while TVA meanwhile is smothered.

5. Everyone, of course, wants to avoid impeirment of actual
investment in useful property of private utilities. But there are other
and better ways to avoid this injury which do not at the same time limit
the benefits of a natural resource to a fraction of the people to whom it
cen be made available. One such method is by the pooling of private and
public power resources in the Southeast, and making that cheap pool of
electricity available both to private utilities and public agencies, to be
transmitted over a commonly used transmission network to the city gate of
all communities at a pool rate.

4. TVA should, of course, enter into suitable contractual rela-
tions with the utilities, but not if the price of those contracts is that
the hands of the federal government and the mumnicipelities are tied. It
is my vliew that proper contracts include the purchase of utility property
at a fair price, contracts for sale and interchange of power, leasing and
common use of lines, etc.

Out of deference to Chairman Morgan'e strongly felt opinion
respecting territorial restrictions and in the interests of internal
harmony, in January, 1934, on behalf of the Board I negotiated a short-
term restrictive territorial agreement with the Commonweslth and Southern
Corporation. The agreement, as to restriction, represente a compromise
between Chairman Morgan's views and mine. That contract as it affected
the Alebama Power Company was a fair experiment in the principle. TVA
agreed to stay out of the utility's "territory" except for a restricted
area; the utility sgreed to ™use every reasonable effort" to sell its
distribution facilities in that area to the mmicipalities.
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The history of that contract you kmow. TVA observed the
territorial restriction. How lightly the Company's duty to observe
that contract weighed on the utility, and how it treated its obligations
a8 & co-defendant is all a matter of record. In not a single mmicipality
out of fourteen has the Company sold ite facilities to the cities, nor
did it ever make them more than a perfunctory offer to sell. In spite
of a public statement from Mr. Willkie pledging the Commonwealth and
Southern Corporation and its southern operating units "to the fullest
cooperation™ to make the provisions of the contract effective, it was
revealed in July, 1935, that the Edison Electric Institute had paid
$50,000 to Mr. Forney Johnson of Birmingham, Alabama, as the first
peyment of a fee in litigation to upset that very contract. Mr. Willkie
is himself a member of the board of trustees of the Edison Electric
Institute with which two officers of the Alabama Power Compeany are also
prominently assoclated, and it is to be assumed that the funds of the
Edison Electric Institute are furnished by its members. The conclusion
ies inescapable that the Commonwealth and Southern Corporation and the
Alabama Power Compeny contributed to destroy the solemn covenant that
they had entered into with an agency of the Government of the United

States.

In further violation of the obligation of the Company in
this respect, you will recall that the Alabama Power Company flled a
brief in the Supreme Court of the United States in the Ashwander case,
as co—defendant with the Tennessee Valley Authority. In that brief
the Compaerny openly allied itself with the plaintiffs in an effort to
bhave the contract to which it had been a party invalidated and the
statute creating the Tennessee Valley Authority held unconstitutional.

That contract expires in November, and in the face of this
experience with a restrictive contract, and with the existence of guperior
alternatives from the public standpoint, I am convinced that the proposi-
tion the utilities now meke for another such contract on a broader scale
should not be agreed to. Dr. Morgan, with equal sincerity, belleves
such an arrangement imperative. He said to the Board only the other day
that the program respecting power as thus far developed lacks publie
support and will fail unless his view in the matter 1s acted upon.

These are the essential matters in this present difficulty.
They are, at least so far as I am concerned, matters of prineciple and
not of personality. I would not be loyal to the project and to the
President if T did not continue to contend for a course which I believe

esgential to our seeewbdsh objectives.
Faithfully,

(vama_ﬁ' et

e iz




Eﬁisﬁii'EEEE i
ag i“ %?

B a
iiiagz
5 ;

5"?
E %“

EEEIE
g EE;

Eiii:z E :E {

; 5 %E?E

EE& EEE ;E’é

:Eii

E Eﬁ By

E:Ea,

15“5

ifl i

R

,j:;
%E EEllgE

I
!5? % égil

gﬂi
i Il
5 ‘i :

" i




is
it 228

EE

5
i | E
g

ik
;H
w‘g g

if Filit fui

iE‘ g*

gaF
g
E
l

'E’

M
1] 3

%:;%E

ie 'EE -

{liigzg %EE

EEl T

_lgz

it

g.ié%*% o

4

Es“

it

!lgf‘!

;;s

a:ga

1h

REI‘




g
Eh!hgﬁfg a?
f:ﬁ&i*

Bk
- E g 3 Efg ff! f
;5 EEEEEE £ ‘E

v Esa

M
i s §§§-5;55
H i
il il 1 ,Eifing i
24 “gg"'ig Faz : £e &,
5¢§=sgﬁ Er!_ ES gaigggg 3283 :
ES é EE . E E Efg[! }r"éi
as;zigigig §E B 32 g.? ié ié'a
EE EEE;;EE 'Egn E ﬂgigsg fégf
fﬁi'ig:gg” iég EE .3 EE gsag
géfgigiafi ;{f 2k Eggigi EE ,E
H ¢ 8 g L
i
é"éi? it ] _



e

Dre A Es Sorgan has always strongly favored this poliqy of
area restrictiom, suggesting as an ares substantially the watershed of
the Tennessee River, the restriction to endure for a considereble period
of yearss Thire 15 his view teday, as stated to the Board receantly.

For

stricted to any perticular ares, smoluding othsrs which ean be served with
equal econumy and whose needs are equally great.

£, The restricted area plam requires for ninimum sucesss, thad
the utilities sell thelir distributicam properties. At the present time,
their promise to do so is worth very little and should not be made the
basis for a restriction on the United States government which will be
operative through years of litigation, while TVA neanwhile is smothered,

B, Everyone, of course, wants to avoid impairsent of actual
investaent in useful proparty of private utilities. But there
and better ways to svoid this injury which do not at the same
the benefits of a natural resoures to a frection of the peopls to whom it
cun be sade aveilable., Ons such method is by the pooling of private and
publie power resocurces in the Southeas$, and meking that chesp poel of
elesjricily svailable both to privete utilities and publie agsneies, to be
transmitted over a commonly used trensmissiom network to the city gate of
all coamunities at & poal rate,

4. TVA should, of course, enter into suitable contractusl rela-
tions with the utilities, but mot if the price of those contracts is that
the hands of the federsl govermment and the mmicipelities are tied. It
is wy view that proper coutracts include the purchsase of utlility properly
ltl!urpﬂu.lummmudhmurm,lnuqﬂ
common use of lines, ete.

respecting territorial restrictions snd in the interests of internal
harmony, in Jenuery, 1954, om behalf of the Bourd I negotiated a short-
term restrictive territorisl agresment with the Commomwealth and Southern
Corporation. The agreement, as to restrictlom, ropresents a compronise
betwoen Chalrmen Morgan's views and mine. That contrect as it affected
the Alsbama Fower Compeny was & falr experiment in the principle. TVA
agreed to stay out of the utility's "territory" except for a restricted
area; the utility agreed to ™use every reasonable effort" to sell its
distribution facilities in that erea to the -nidplll.uu.*
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TENNESSEE VALLEY AUTHORITY

BOARD OF DIRECTORS :
ARTHUR E MORGAN, CHAIRMAN v
HARCOURT A. MORGAM Ty
DAVID K. LILIENTHAL | i/
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Honorable George W. Norris
Senate Office Bullding
Washington, D. C.

Dear Senator Norris:

Further supplementing my letters concern-
ing the contract between the Tennessee Valley Authority and
the Commonwealth & Southern Corporation, I should like to
have you read the attached letter from Mr. Willkie dated
April 11, and my reply of April 25, 1986.

thfully yours,

& f Tt
AL i

Enecl.



Knoxville, Tennessee
April 25, 1956

Mr., Wendell L. Willikde, President

The Commonwealth and Southern Corporationm
Twenty Pine Street

New York, N. Y.

My dear Mr, Willkie:

. Your letter of April 11, as I wrote you the other day, raises
some really difficult problems. I have deferred writing you umtil I
could talk the matter over with the members of the Board and glve the
subject some deliberation.

In your letter you write: "I intended to say to you, and I was
not quite clear on reflection whether I did, that I would urge on the
Alabema Power Compeny that the distribution lines located in the ebove
territory be sold now either to TVA, if it has the right to acquire, o
to the respective mmicipalities provided Mol opal mutuslly agree
and protection be given to the
belencd of the territory in which the company operates. In other words,
it is my belief concerning this particular ares allocated to public opera-
tion, that as an inseparable part of it there should be protection to
the u;:dlitf company &8 to the balence of the territory." (Underlining
mine,

This position is difficult to understand in st least two
regpects:

1. You are adding new and additional terms and conditions to the
contract of January 4, 1954.

In your April 11 letter you offer to do nothing which you are
not now obligated to do under the contract of Januery 4, but as a condi-
tion of compliance there must be additional promises moving to you in the
form of "additional mutually agheeable period of territorial integrity
and protection to be given to the balance of the territory in which the
company operatea."

2. What you now say you will agree to do with respect to these
minicipal distribution systems you agreed to use every reascnable effort
to do under the present contract.

It 1s fair to ask: What reason is there to believe that if the
Alabema Power Company ggeip agrees "That the distribution linea located in
the above territory be sold now . . . to the respective mmicipalities”
(to use your lenguage), that such en agreement will be carried out, when
the seme promise to sell, likewise coupled with the territorisl agreement,
did not result in a single sale in any one of fourteen tomme, under the
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present contract obligation of Section 5, an obligation which is still
outetending end undischarged? This question is all the more difficult to
enswer when it is recalled that, after having entered into & contract with
the Tennessee Valley Authority on January 4, 1954, the Alabama Power
Company nevertheless urged the Supreme Court of the United States to in-
validate that contract in 1itigation in which the Alabama Power Company
was & co-defendant with the TVA,

These doubts are pertinent. They are not expressed in a spirit

of contention, but because these are questions which stand in the way of
mutual understanding in the present and in the future.

Felthfully yours,

David E. Ililiﬂnth!l
Director '

DEL:JH
Copy to Dr. A. E. Morgan



OOMMONWEALTH & SOUTHERN CORPORATION
20 Pine Street
New York

April 11, 1938.

Mr. David E. Lilienthal
Tennessee Velley Authority
EKnoxville, Tennessee

My dear Mr. Lilienthal:

Apropos of our telephone conversation last night, there was one
point on which, on reflection, I was afraid I did not make myself clear to
you and I am writing you because I am quite anxious that you do understand
my position on 1it.

If my recollection serves me correctly, the orliginsl agreement
of January 4, 1954 provided that the Alabama Power Company should sell to
the TVA the transmission lines in certain designated counties in northemrm
Algbama and that for a period of three months after the execution of that
agreement, the power company should negotiate with the municipalities
located in such area concerning the sale of the respective distribution
systems to such mmicipalities. The agreement with referemce to the sale
to the mmnicipalities of the distribution lines ceme to naught beceuse the
negotiations resulted in no sales. Thereafter, on August 9, 1954, the TVA
took en option on these distribution lines at certein specified prices.
This option expired without exercises.

The question on which I want to be sure that you understand my
position is asg to the position of the power company with respect to these
distribution systems entirely aside from whatever may be the respective
legel righte under the various agreements. I intended to say to you, and
I was not quite clear on reflection whether I did, that I would urge on
the Alabama Power Company that the distribution lines located in the above
territory be sold now elther to TVA, if it has the right to acquire, or to
the respective mmicipalities provided an additional mutually agreesble
period of territorial integrity and protection be givem to the balance of
the territory in which the compeny operates. In other words, it is my
belief concerning this particular area allocated to public operation, that
&8 an inseparable part of it there should be protection to the utility
company as to the balance of the territory.

Also so that you msy understend my position and so that any
future course of action of oure may not be misunderstood, we expect to
oppose completely and to the utmost of our abilify, the granting of PWA
loans to these or any other municipalities, as I believe that the alloca-

tion of a Buum:lu territory to public operation should include the
chase of the facilities of the u ty in spuch area rather than duplication
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of them through grants and loans by the Federsl Government.

I was fearful that I did not make this clear, particularly -this
last point, and I did not want any possible misunderstending to arise.

Yours very truly,

Wendell L. Iﬂlﬂ.l, {ﬂpd’
President
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September 28, 1936

MEMORANDUM ON A PROPOSED TVA AND COMMONWEALTH AND SOUTHERN CORPORATION

. POWER TRANSMISSICN POOL

by
Arthur E, Morgan

PART I == GENERAL CONSIDERATIONS

I should like to present some personal views concerning the pro-
posed organization of a power transmission pool, initially to ineclude the
transmission lines of the Tennessee Valley Authority and the southeastem
lines of the Commonwealth and Southern Corporation,

1+ For negotiations concermning a power transmission pool to be
fully successful, there should be agreement on the ends sought end on points

of view which are to control.,

Headonable Demands of the Publie

2e 1 belleve that the government would be reasonsble in expeoting
the following points of view to be accepted:

8+ The generation, trensmicsion, and distribution of eleeotric
power through the medium of publie utilities, whioh
exeroise the righ‘t:l of eminent domain and have some degree
of recognized monopoly, 1s affeoted with a publio interest,
nnd 18 & public and not merely a private matter. Whereas
in private competitive business there may be no implied
contraotual responsibility to render maximum serviee,
and in faot service may be offered only to the degree

necossary to insure maximum profit, in publie business
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like electrioity, on the ocontrary, the widest and best
possible service is the primary consideration, and
profit can be demanded only to the degree reasonably

necessary to insure adequate capltal, competent manage=-

‘ment and progressive development of such sorvico.

It is the right and the duty of govermment to find
ways to give all reasonable encouragoment to greater
and more diversifiod use of eleotrle power by promot=-
ing conditions whioch will make it universally availe
able at the lowest possible cost that will attract
adcquate capltal and service, and that will be consis-
tent with other public oonsiderationa, such as fair
wages and working conditions, fair dealing with
neocssary investments, and regard for naturnl
TOB0Ureos .

Partioipation in the generation, transmission, and
distribution of power, within constitutional and
statutory limits, is n proper and normal fumetion -

of government, Whether distribution of power can

be most satisfuctorily administered by public or

by private apgencies is not for private agencles
arbitrarily to determine, Choloce between public

and private ownership of power distribution facilities
may reasonably be left to the free play of trial and

competition, with such regulation as the publioc
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interest may .dictate, The people of any properly
delimited power distribution area should have a right
to determine in appropriate manner whether they shnll
serve thomselves with eleotrio power or be served by
private industry. Suoch determination may rest on
other considerations than rates, and may take acoount
of such incentives as desire to furnish service to
marginal arens, or to meke the administrntion of
eleotrio power distribution a home industry and
thoreby reduce the export of mansy,
A private u‘h:ﬂit:,r in the proposed pool should oontinue
to be reasonably agressive in extending and promoting
the use of electric power. In onse a private utility
should lose int.araat and activity in this respect, as
determined by impartial inquiry, provision should be
made for the pool or other agency to make up the
defielenoy,
Litigation oan be and sometimes is a form of
obstruotion, delay, end ococeroions Even after an
agreement 1s apparently reached, it ocan be largely
nullified by indireot legal attack. There should
be no mstri:ctiun of opportunity for bona fide
legal determination of constitutionality, of

statutory authority, or of merits, but, wherever

peace has been declared and a working agreement




reached, litigation as a form of obotruetion and
coerolon should not be resorted to or ocondoned,
Though there oan be no explicit determination as
to when this principle is fully observed, sincere
intent or lack of intent to observe it oan gen-
erally be recognized, and mutual good intent can
usually find ways to avoid or remove such

obstruction,

heasonable Demands of Private Investors

3¢ I believe that the truetees for private investors would
be reasonable in expocting the following points of view to be
accepted:
8¢ The eleotrio power imdustry is a legitimate industry,
vital to the country. Prudent investment in that
industry has been & public service, deserving all
the consideration which is duc to actual necessary
investment in any field. Private industry and
private capital in the oleotric power industry
have a right, in the absence of major obsolescenoce,
such as dopopulation of & community or very great
changes in the art, to ask for remsonable returns on
the fair value of used and usoful property devoted
to the public sorvice. Thoy should not be compelled to

surrondor legitimate, prudont, amd coonomiecally
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valuable private investment without fair compensation,
While the private utility should receive fair values
for used and useful property devoted to the publio
servios, it i3 even more importent that publio bodies
operating distribution systems shall mccount for property
and services at their full fair valus. Thay are entitled
also to fair oampensation for services and manapement,
including services in initiating and insuring useful
developments. Everyone knowe that men of capacity
cannot and will not under take. the effort, financial
expenditure, and risk required in effort to oreate a
great productive organizetion, unless success in such
undertaking may be in some way oompensateds To deny
such compensation is to oampel subterfuge. Open
recognition and measurement of such services is in
accord with publio morals and public policye. Indus-
try and capital have a right to these protections and
oompensations, but not to any inoome on inflated
oapital, arbitrary oontrol, or privileged position.
Detemination of rates, values, ropresentation on
governing boards, delimitation of distribution ereas

or other matters which affect vital interests ocomcerned
with a power pool should, execept as ctherwise provided
by statute, be made by persons or boards satisfactory
both to the government and to the private utility

involveds A very desirable course would be for eaoh




slde to seleot one person who is approved by E};e other,
and for these two to seleot a third, Failing in this
degree of cooperntion, standard arbitration methods
could be useds While the government in its sovereign
onpacity should determine publio poliecy, yet, where
the govermment is in some degree in the pesition of an
interested proprietor, it would not conduce to mutual
nonf‘idlﬂnuu. nor would it be Mi,fnrlthe government to’
insist that any public officials or agenoies which
have been aggressive in favor of any point of view or
policy on the power issue be the sole determiners of
such matters as wvalues, representation, or delimitetion
of arens where private ubtility interests are involved
I in the organizaetion and administration of a pool.

s Whether elpotrical distribution systems are publioely
or privately ovmed and oporated, the actual working
personnel which is rﬁspcns‘i‘bla for such operation con-
gtitutes an organized 1ndu51£rin1 corps, with skill,
morale, and life interest in their work which should
be recognized and respeoted, A private utility in
transferring properties to the public would be justified
in asking that its responsibilities to its personnel be
assumed by the new management, subjeot to evidence of
the oompetence of such personnel and ite loyalty to the
publio projeot,

de The private utilities would be taking part in negotiations
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a8 trustees for the investors of several hundred millions
of dollars in a hipghly-developed industry serving an area
larger than England. They are responsible for the pro-
teotion of those investments and are justified in asking
such proteotion insofar as it i1s in eccordance with sound
public polioy. They may be asked 1I:o give up considerable
fisoal and administrative oontrol. They would be remiss
in not asking for a high degree both of oompetence end
impartinlity in appraisals or in administrative organi-
zation in creating a power pools They would be remiss,
too, if they did not demand protection against arbitrar-
ily being put in a defenseless position. Any program for
e power pool must have in mind the proteotions and con-

ditions which fair-minded trustees must of necessity ask,

e« A & condition to a working agreemont, the private util-

ities would be Justified in asking the TVA for a definition
of its power pt}l:iu:.r and program, in order to remove what
they olaim to be & wary real but undefined threat now
hanging over them of uncompensated dismemberment and
duplication of faecilities, and which they claim now
interferes with favorable refinaneing, menaces the

of ficlent conduct of business, and thereby delays reduc=
tion of rates, and puts them at an arbitrary disadvantage

in relation to publie power apgenoies.




Mutual Confidenoe

4. After agreement on the aims to be achieved, or as a condition
to suoh agreemant, the primary requirement for success in negotiating
8 power transmission pool is WA confidence. In a situation whers
such confidence has been inadequate and where at best it can be de=-
veloped only gradually as it is fostered by favorable experience, it
is partioularly important that all proposals be characterized by
thorough=-going reasonableness and fair-minded recognition of the leg-
itimate interests of both sides. If each side in negotiating tries to
retaln all possible arbitrary advantage and to exploit every need or
disadvantage of the other in a process of ruthless strategy to drive
the sharpest possible bargain, the undertaking probably will not fully
succeed, and each side will soon heve plausible basis for accusing the
other of bad falth. CQuite possibly the whole undertaking to create a
power pool might fails Only a sincere effort by ench purty to discover
and to recognize the reasonnble requirements of the atﬂer can be fully
sucocssful., In oase ocither side takes a position which to the other
side seems arbitrary or unreasonable, the proper remedy is not & counter
unrcasonableness or arbitrariness, but a persistent exploring of thet
partioular position until it is surrendered or justified. Except inso=
far as thesc considerations arc reocognized, we may hawe only a competi-
tion of partisan viewpoints with a temptation to jockey for position
before the publios. Nepgotintion then will not be n prooess of peace

making, but only ¢ change in the fomm of ruthless warfare,




6. During my first disoussion with the President on the power
4ssus in the spring of 1933 he indionted, as he has since done re=
peatedly, that he much desires to find a falr basis for settlement,
which will seoure to the public the full advantage of eoonomically
gensrated, transmitted, and distributed eleotrio power, and the right
and free opportunity of the people to determine for themselves whether
they shall serve themselves with electricity or shall be served by
privately owned utilities.

6« Wherever he has been convinoced of a willipgness to seek a
solution in harmony with the principles he has publiocly stated, he
has expressed desire to meet it with a genuine effort to secure reason=
able recognition and proteuﬁinn to useful, prudent investment, and
useful services I believe that during a period of negotiation the
publio interest will best be served by sincere, patient, end persist-
ent efforts to discover the conditions of fair dealing for both
partles and for the public. The beginnings of mutual cunfidence are
oreated with difficulty and are easily destroyed. Success or failure
in this respeot, rather than the technieel diffioulties involved,

will debermine the outoome of the negotiations.
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PART II = GENERAL DISCUSSION OF POOL

7. Inasmuch as the British grid system is pointod %o as the
outstanding example of coordination of eleotrical faeilitieg, it may
be helpful to observe the oonditions of the eleotriocal industry'in
Britaln prior to the oreation of that system,

8« There wore 494 generating stations. The kind and type of
energy generated was not uniforme Some stotions generated direct our-
rent, same stations eltermating, some both eltermeting and direct. The
alternating generating stations were of different phases and frequenoy
and voltages The sizes of stations and units of generation were small,
The average capaoity of British complete gencrating stations totaled
but 7600 KW, whereas the averapge oapacity of American stations would
be much larger. The combined load faotor was only 30% whereas the load
factors of different units of the Commonwealth and Southern's southe
eastern system range from 49.8% to 588, and in the uggregate, while
less than these figures, is substantially greater than the British.
There were but eight British stations with fuel consumption under two
pounds per KWH, whereas in the best Amerioan praotice the consumption
is approximately ome pound, and the Amerioan avernge is about 1.4’?
pounds., The aggrogate snergy sold was 6022 million KWH and the installed
capaoity 3,723,000 Kife The Commomwealth and Southern's aﬂuthﬁlas'bern
system in 1935 sold 2900 Million KWH with approximately 1,229,000 KW
of instnlled ocapnoibty, that is, one third as great capuoity produced

half as preat output.
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9« Even if no grid had been orggnized, it was imperative that
something be done to bring about & service of like kind and type to the
different olties and oommmnities, so that equipment and appliances oould
be standardized for universal use, Even today there are 43 kinds of
service voltagess This condition greatly retards the instellation of
appliances and greatly hinders the development of use of elesotrioity.
In Amerioca &ll such diffioulties are already substantially eliminated.

10, The British possibilities of making savings and of incoreasing
use are enormouss The principal factors of such savings will be aveil=
able just as soon as distribution characteristios are standardized,
more transmission faeilitios are provided, and the most efficient
units of the oxisting properties generate the greater part of the
energy. Not only wn}&m: be saved, but many of the ineffioient
stations will be shut down booause of the diversity faotor resulting
from serving the load from a pool of power, Larger gonerstirg units
with much higher efficiencios can be added and will bring about further
savingss Less ocapaoity will be mqui;ﬂd to supply tho growth of the
industry. Wator power generation is not an important faotor.

11, In ocomparison with the English situation, the Commomwealth
and Scuthorn's southeastern system, whioh, aside fram the TVA system,
is the only properby suggested for initial membership in the pool,
has already achioved many of these uoonmios. Apart fram the
obvious advantapos of oooperation as contrasted with unocoordinated
campetition, the groatest possibilities for further great econamies
in generation of energy by means of a pool would perhaps rolete to

supplying the growth of the industry from the most efficiont souroces
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of new powsr, and, in mssociation with the TVA, in the ocontinuation
of unified sources of power after the expiration of the present inter-
change and sale agreoment. The Comomwealth and Southemrn ie beooming
hard pressed for a supply of energy to handle ite presemt business
during periocds of low water and to provide for new business, Coopera=
tion with tha TVA will onable the Commomwealth and Southern to handle
its load requirements without the use of incffioient plants, and with-

out making immedlate large investments in new faocilities,

Complexitles of the Total Project

12, The full development of a power pool, including all the
transmission properties of the TVA and of the Commorwealth and Southern
Corporation, is a very great undertaking, unprecedented in some respocts
for our country, involving many complex issucs, important both to the
public end to private investors, and requiring considerable timo and
& continuous and large supply of capital,

13. In arriving at tho approximately oompleto and fully integrated
pooling of resources, it might be nceessary to make a seatisfactory
and mutually agrecable detcrmination as to which transmission lines
and perhaps generating atations should be taken inte the pool, and to
make new and separate appraisals of the value of generating stations
and transmission and distribution lines from the standpoint both of
the invostment involved and of value to the pools Execution of the
ultimate projeot might in effect mﬁul‘t in the guaranteeing by the
pool of the fixed oharges on all selected generating stations and
transmission facilities et some pre=determined appraisal of value, In

starting with the complete ultimatd project instead of with a first
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etage there would be required the immedinte building=up of & complete
pool organization. Boundaries of power distritution distriote covering
the entire area would need to be determined and desoribed, Much more
extended systoms of reocords and accounting would be needed than for a
limited first stege of & pool. There are many other oamplex problems,
such as of personnsl, equipment, accounting, taxes and new capital in-
vestment, whioh would have to be faced in working out the full develop=-

ment of a great pool,

A Firat Stage

14, Perhaps the most feasible way to approach the complete de=
velopment is by & series of steps or stajjes. A simplified procedure
might be adopted whioh would secure a large part of the total benefits
of the ultimate projeot in the shortest possible time, and eliminate
much of the uncerteinty which may arise in the minds of trustees of
private investments and of public undertakings concerning surrender
of responsible u-:mtx:u.;. of their properties, This might be aceomplished
while keeping the road fully open for unlimited further development
of the pool as experlence should indicate such development to be de=
sirable, If tha TVA should supply power to large oities which are now
served by utillty systems other than the Commonwealth and Southern
Corporation, then possible relations with suoch other systems should
receive considoration in planning a pool.

15. Such & proposed first stage could be made to provide a sat-
isfactory opcrating soteup capable of orderly and planned expansion
into further stages at suoh timee as agreemente can be reached and

preparations made, and as needs become apparent, It might be brought

-
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about simply by a oontract between the TVA and the Commonwealth and
Southern Corporation, even without setting up a separate agenoy. The
teohnioal and administrative organization of suoch a first stage might
take any one of several practicable forms, A disoussion of these
nume rous altematives is outside the scope of this memorandum on gen=
eral prineiples and oonditions,

16+ The paramount benefit in any oase would be from the pooling
of power, fram whatever source, and from its ocoordinated and economioal
transmission over a feasible area, by means of the pooled lines and
by interchange arrangements over the entire systems involved. So
long as power would oome from seleoted stations and would have such
unrestrioted transmission, the question of whether or not the seleoted
stations should be operated under direotion of a pool would be
secondary.

17. The problems relating to a limited basioc transmission net-
work are capable of much more ready determination and egreement than
those relating to the generating faoilities and to & widespread net-
work of seoondary transmission, The first stage might well restriot
the pooling arrangement to the combined use of all transmission
systems of TVA and seleoted transmission lines of the Commonwealth
and Southern system, with interchange arrangements over the remainder
of the Commonwealth and Southern systems To go beyond this and in-
clude generating stations, those transmission lines not immediately
needed, ond small distribution transmission networks, would immediately

interpose some of the most diffiocult features of the plan.
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18+ Tho interest of the TVA in the unified control of the
Tennessee River for navigation, flood control, power, and other pur-
poses, will necsssarily result in the creation of large power pensr-
ating possibilities, The TVA shoyld thersfore have prior right %o
supply all new generating capaolty in the region, so long as it oan
do so at costs comparing favorably with other power generating costs,
and such TVA power should be made available tb the pool, The deter-
mination of the cost of TVA power will include allooation of the total
cost of river ocontrol between several purposes, especially navigation,
flood control, and power,

19. I have purposely omitted discussion of technical and admin-
istrative organization, except where fundamental policies are involved,
There arec many feasible alternative posaibilities for such organiza=-
tions, which teohnioal consultation can best solve. In my suggestions
I have endeavored to eliminate the need for iLmmediate now legisla~
tion, since to wait for such legislation might result in serious

delay,
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PART III == REASONABLE COMDITIONS FOR A POOL

Suggestions as to Some Conditions Whioh Would Tend to Make 4t
raotioable for . « And a ili 0o Jo a lransmiesion
Fool

—

20, Among 'bhé important comditions upon which the trustees for
private investors might properly insist as considerations for Jjolning
& pool and making their transmission lines available for delivering |
umnputiti':!u powar aret

A, The requirement that a camunity wishing to own
and operate its own distribution system shall
aoquire the existing private system,

B, The establishment of logioal and normal area .
boundariee of distribution systems to be sold
by private utilities to public angenoies.

Ce Absorption by the pool of private gene rating
oapaclity left idle due to the taking over of
privately served distribution territory by
publio agencies which would then purchasa puﬁar
from the pool,

D. A practicable technique for enforeing theee and
other reasonable conditions by the establishment
of regulations.

2l. Since agreement on these conditions would probably have to

precede the establishment of & pool, I shall disouss them briefly,
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A, Purchase of Private Distribution Systems by the Publie
as 8 Condibion to Reoeiving Pool Power or Intero Power

22+ Ae part of a proposod agreement the Commomwealth and Southern
Corporation probably would be asked to agree to transmit power over any
of 1ts lines, for sale to any looal distribution area, Such agreement
might result in action’ by many oommunities to adopt public ownership and
to purchase powei from the pools The mamner in which a community now
served by & private utility should transfer to public ownership and
oparation would be of great concern to the Commonwealth and Southern
Corporation. Lacking some regulation, in manmy communities there might
be temptetion for unserupulous persons seeking & dramatioc politioal
issue to advocate the purchase of the privatv property at a confisca-
tory price, with the alternative of dupliocating facilities, and so
threaten to destroy the private investments, A private utility could
not reasonably be asked to enter into an agreement which would expose
it to such & menace,. |

25, Provision should be made, as a condition to providing power
to a public distribution agenoy in any community now served by a
private utility, that the community should first purchase the existing
distribution system end should pay other lesses whioh, beocause of
such purchase, ungvoidably result to prudently and properly inourred
investment. The determimntion of such costs and losses should be made
by an impartial body chosen perhaps as suggested in paragraph 3=b of

this memorondums.

B, Determination of Boundnries of FPower Distribution Distriots

24, The boundaries of political units, such as municipalities

and counties, do not necessarily coincide with the normal and
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eoonamie boundaries of powsr distribubion units, At prosent in territory
served by private utilities, a municipality may be the center or hub of
& rediating rurel distribution systemes For the municipality to take

over the distribution system within the olity limits ani‘ta refuses re-
sponsibility for the surrounding aree, which is aotually a physical part
of the same distribution unit, would in same oases ocomplicate the problem
of service to the surrounding ares, and from the stendpoint of the pri-
vate utilities might disrupt normal and economical distribution systems,
taking away the most profitable central areas, and leaving the utility
campanies with physically uncoordinated and economically unprofitable
fragments,

25, Moreover, one of the purposes of the govermnment is to make
eleotric power universally available at the lsast possible ooet. Regard-
less of whether distribution systems are all publiocly owned, or partly
publio and partly private, the determination of areas and boundaries for
distribution units cannot wisely be left to be deocided by a free=for-

all soramble for the most profitable territory.*

* I saw that process take place in a state whioh enaoted legislation to
encourage the division of the entire state into an indefinite number of
sohool distriets, but left the number of distriects and their boundaries

to be determined by loeal initiative. Politioally alert or favored
communlties rushed through proceedings to inoclude as much terrltory as
possible,expanding into prosperous rural regions which paid large tnxes
and avoiding arces of low income, The richer distriots then built large
permanent school planta, so thet when deliberate effort was made to
ocorreot these errors, such correotion was prevented or obstructed by heavy
bonded indebtodnesa for school buiddings,while other left-over communi-
ties were pltifully under=-equipped and without adequate funds. The

school system of thaot state has never recovercd from that, initinl blunder.
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26, To allow such irrosponsible oampetition for torritory by
local authoritice might result in unbalanced scrvioce, as well as in
great loss to legitimate utility investmonts To prevent this defeet,
as part of the proccss of working out & power transmission pool, the
territory involved should be divided into nomal distribution units,
taking into consideration the general publio welfare and reasonable ro=
gard for cxisting investments. Any community acting to tako over the
ownership and opcration of its distribution system should be required
to tako over as a unit all territory within the presoribed boundarics.
Private utilitics also should recognize and conform to such distribu-
tion units. For purposcs of this statoment I will term such an arca

a power distribution district,

27% Amerioan state and local government has evolved varied and
adequate proocedures whioh oan be adapted to nsarly every problem that
oan arise with reference to the boundaries and interrelations of such

power distribution distriotss ©Such procedures are defined in drainage

distriot, irrigation distriot, and school distriot laws, and relate
to transfor of areas from one distrlet to another, to the formation
of sub-districts where only part of an area is reesdy for development,
or where it may properly exercise local autonamy, to relations between

districts, to the division or merging of distriots, and to the settle=-

ment of the resulting finanoial and teohnical problems. From personal
experience in drafting laws in several states and in ndministering |
nume rous projeots where suoh procedures were involved, I know that

they are entirely feasible and practical, Regulations to the same

g

effeot oould be anticipatud in a contractual agreement in organizing

a8 pool.




28, This predetermination of areas and boundaries of power trans-
mission distriots is not a deteil whioh oan be brushed aside and lef
for later datemi.mtion. Such delay might rosult in great economio
wastoy would leave unfortunate areas without reasonable prospeot for
adequate servicej and would loave private utilities without the protec-
tibn €6 their investments whioh they are under obligation to demand, and
whioh they probably would demend before ente ring into & pool of broad

BODPE .

Cs Absorption by the Pool of Displacod
nerating Capacity

29, As a oondition of entering into & oontract for a pool, nllow=

ing the use of its transmission lines to carry TVA power, o private
utility may sk for provisions which would remove the alleged threat
that low prigded or allegedly subsidized TVA power might destroy in-
vestment in private generating facllities, To meet this issue, in oase
& large olty or other large distribution aren should aoquire ite dis~-
tribution system from a private utility, which is a member of the pool
and whioh heretofore had both generated and distributed such power, and
in case as & result of such transfer of distribution area from private
to publie mnrnurshiplthe private oompany should lose n market for a
large generating oapaocity, then reasonable protection should be given
to the private generating oaproity so relensed. The contract oreating
the pool might provide that in suoh oase the pool would abaorb the
generating onpaoity so relemsed, at such a power rate, and to the
degree, and for o period, which impartial approisal might determine

to be necessury to prevent arbitrary loss of reasonable, prudent and

theretofore useful investment in the private generating capacity involved.
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De A Key to the Enforoement of Pool Administration

30s The Commormealth and Southem Corporation, in turning over
transmiosion lines to o pool, or in agreeing to interchange arrangements
to serve ony distribution aren,oan by ocontranot agree that suoh privileges
shall extend only to power distribution distriots or other ocustomers which
hove met certain rensanable requirements. For the regulation of such
oustomers in cocordonoe with the policies of the pﬂ{:-l._ no legielation
would be neocessary, but only comtractual arrangementse This provision
for entering into oontraoctunl rolations with prosent owners of trans=
mission lines, as to the conditions under whioch powor will be transmitted
over such lines to publioc agenoles, may be o key to the regulation of
agenoies recelving pool power, and with thot koy the regulating benefits
of a pool mny be achieved in o constitutionol monner and without the
delay of seeking furthor loglslation or intdrstate campaots.
51. Among mattors ruta.vdnt to regulation would bet
e, The requirement that e publioc agenoy, boforc dis=-
plaoing private distribution with public distribution,
shell purchnse the existing distribution system, and
pay lneldontol oosts or damoges, os discussed in
parngrophs 22 and. 23,
bs Rensonnble assu;*nnue that compotent personnel ,not
in polioy forming positions, ond who will be loyal
to the now undertoking, will not bo arbitrarily
disoarded during or after the tronsitlon from private
to publio ownership.
o« Tho dotermination of sultablo boundaries of n power

distribution distriect or other distribution unit

-y
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32« As o condition to entering the pool, the parties ahcmldl ngroe
thet, after formal deocision hns been made in legnl monner, by properly
oonstituted publio authoriby, supported by vote of the people, to aoguire
any properly delimited part of privwately owned distribution fooilities,
and when such publie nuthority has met the conditions for such aoquisition
which are set out in the contrrot botweecn the TVA and the Commorwoenlth
and Southern Corporation for organizing the pool, such as sale price,
damages, and determination of bounderics of distribution nrons to be
poquiredy then neither party will interpose or condono obstrolos to the
aoquisition by such publiec ngeneice of such portions of privately ownod

distribution aren and frnoilitics, but will coopercte in good faith in

22

08 discussed in parngroph 24 et seq,

The absorption by the pool of genernting oapaoity
lost to o privnte company by the ndoption of publio
ownership, as disoussed in parngroph 29,

The use of wniform acoounting methods with full,
publioity of mccounts, in order to make possible
genuine comparison of power distribution coste,
Agreement to serve the distribution arec recsonably
and effiolently,

Agreements on technicnl motters such as Jjoint use of
linas,

Under this crrangement could be included requiremonts
for uniform or stondard resale rates, if thnt should

be desirable,

No Obstruction to Public Ownership

facilitating such amquisition,
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Dec. 30, 1936

Remarks of Arthur E. Morgan

T. VA,
At annual meeting of the American Economics Assn.

Letters of Jan. 4, 1937-from Morris L. Gooke attached.

SEE--Gen=-Corres-Morris L. Cooke-Drawer 2==1937
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DAVID K LILIENTHAL

MEMORANDUM TO THE PRESIDENT

From: Harcourt A. Morgan, Vice Chairman
David E, Lilienthal, Director

We have come to you for your counsel. Recent events
have made it plain to us that the Chairman of the TVA Board is
" actively cooperating with Mr, Wendell L. Willlde in such a manner
as to prevent the Board from carrying out its obligations te the
President and the Congress. We therefore feel that we must re-
port the situation directly to wyou.

Our conclusion is based upon a series of events, cul-
minating in disclosures set out in & memorandum from Dr. A. E.
Morgan to Mr, Iilienthal dated February 24, 1957, the text of
which we attach. The essentials of his memorandum were pre-
pared in collsboration with Mr. Willkie in a private conference
after the Board had taken action adverse to Mr, Willlde's pro=
posals, (See underlining on page B of the attached memorandum,)
The significance of this document is illuminated by Dr. Morgan's
Memorandum on Pooling of September 28, 1986, and his lengthy
attack on the Administration's powsr policies which appeared in
the New York Times of January 17 and throughout the country,

Although the principal importance of the Chairman's
memorandum to Mr, Iilienthal lies in the disclosure of collabor-
ation with Mr, Willlde, it may be well to explain the subject-
matter of the memorandum. It charges that Mr., Iilienthal's
letter to Mr. Willlde of January 29 gives a false view of
Mr. Willkie's position. That letter was in response to Mr,
Willkde's letter of January 22 to Mr. Iilienthal, copy of which
Mr, Willkie sent to you.

A majority of the Board, after a study of the whole
record and after hearing Mr. Willkie for several hours, was of
the opinion that the letter of January 29 correctly set out
(1) the offer of the Authority, i.e., to sell TVA power to
Mr, Willkie's companies, but not to the exclusion of sales to
public agencies, and (2) Mr, Willkie's response to that offer.




The critical significance of Dr. Morgan's memorandum,
however, 1s not whether a majority of the Board was correct in
its interpretation of the situation, The chief importance of
the memorandum is that it demonstrates that Dr. Morgan is unwil-
ling to abide by a decision of the Board, and on the contrary
is actively collaborating with Mr, Willlkde in opposition to the
Board's action, by building up an adverse record and casting
discredit upon the Board's good faith,

Many incidents of cooperation with the opposition form
the background for this latest disclosure. At the time of your
Power Pool Conference of September 50, Dr. lMorgan privately made
available to Mr., Willkie and the opposition press copies of his
Memorandum on Pooling which we believe you have seen., That

Memorandum was prepared with the aid of the former Chief Engineer

of the Insull Middle West Utilities Company. With the type of
proposal for pooling made in that Memorandum we believe you are
familiar, Following this came Dr, Morgan's public statement of
January 17, appearing in the New York Times and throughout the
country., This criticism of the Administration has been effec-
tively used by the utility industry and the entire opposition
press as part of the utilities' program to influence publiec
opinion against your policies and thereby obstruct the Adminis-
tration,

This situation, we feel, handicaps if it does not
indeed tie the Authority's hands in working out its electric
problems. Hence this report and request for your advice,

oo ficme

M,g.
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Mr, David E, Iilienthal
Arthur E, Morgan
February 24, 1957

This is in reply to your memorandum of February 5 to the TVA
Board. In that memorandum you quote parts of statements by

Mr., Willkie, but you omit other statements by him. Taking the
situation as a whole, it is my opinion that your letter of Jan-
uary 29 to Mr. Willkie (copies of which you said you had sent to
the President and to others), and especially your statement to
the press, made public immediately after the meeting of the TVA
Board and Commonwealth & Southern representatives on February 2,
give a very inaccurate impression of the situation, and may be
very misleading to Congress, the President, and the public., I
glve below my reasons for that conclusion.

On January 29 you sent to the members of the Board copies of a
letter addressed to Mr. Willkie, in which you presumably stated
the attitude of his company, as determined in recent conferences
with him. At the meeting on February 2 of the TVA Board and

Mr. Willkie and others of the Commonwealth & Southern Corporation,
I read to Mr, Willkie the following from that letter:

"5, Your companies are not willing to contract for the
sale and interchange of power from TVA unless that con-
tract bars the Tennessee Valley Authority from selling
power to any other agency in any part of the vast areas

in the four states in which your companies carry on
operations. In other words, as a condition of the pur-
chase of any power, your position is that the Tennessee
Valley Authority must give you a monopoly which would
prevent it from selling power to municlipalities, rural
cooperatives, or industries in any part of the four states

in which you operate.,”

In the presence of the Board at that meeting I asked Mr. Willlde
whether that statement represented the attitude of the Commonwealth
& Southern Corporation, and he replied explicitly and unguali-
fiedly that it did not, I here quote from a memorandum I made
directly after the conference:

"During the conference Mr., Willkie presented to each TVA
director a typed copy of a statement, from which the

following is quoted:




Mr, David E, Iilienthal
Arthur E. Morgan
February 24, 1957

Page 2

'Your Board asked me this afternoon to name what
we had to stggest in regard to a solution of the
present problem and relationship between the

Tennessee Valley Authority and the utilities in
which we are interested. Let me say that we are

completely open-minded and will consider any
solution,

'Among those which we have discussed at various
times with representatives of the federal govern-
ment are the following:ieeessees

'8, The suggestion has been made that the govern-
ment purchase all of our generation, transmission,
and distribution systems; or buy one of our com-
panies; or a lesser generation, transmission, and
distribution system. If the TVA desires us to make
& Joint study of any of these possibilities we shall
be glad to explore the same with them,

It is our belief that if the federal government
through the TVA desires to acquire some of our dis-
tribution systems, that there should be an under-
standing that the government will not compete with
the balance of our distribution systems.,..sess

'The above suggestions are not in any way exclusive
as to the others, If the TVA has any suggested
solutions we shall give them our best and immediate

study.,!

"In response to my questions Mr, Willkie indicated to the
Board in greater detail the position outlined in the above
paragraphs., He stated that, in purchase of Commonwealth &
Southern properties by public agencies, he would not take the
position that the entire Commonwealth & Southern property
mst be purchased as a unit, or that any one of the operating
companies must be purchased as a unit. He said he would
welcome a study to determine what would constitute reasocnable
and efficient distribution areas as units for purchase and
operation. He indicated that when such reasonable and effi-




Mr, David E, Lilienthal
Arthur E. Morgan
February 24, 1937
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clent units were determined that they should be acquired
by the public, if at all, as units, and that within any
such units there should be no competitive distribution of
power; that is, such units should be wholly publicly owned
or wholly privately owned, thus avoiding the waste and
inefficiency caused by duplication of facilities, He
expressed his personal opinion that large units would
prove to be more economical., He also indicated that he
would consider determination of distribution areas as a

contimuing process.

"He stated that he would oppose the separate sale of the
large distribution centers alone, as that would leave the
Commonwealth & Southern system owning the residue. He
expressed the opinion that no power system could survive
that kind of dismemberment,."

After the meeting I read this memorandum to Mr, Willkie and asked
him whether it accurately stated his position as presented to the
Board, He confirmed the statement sentence by sentence as I read
it to him, and said that I might make it public if I should see fit

to do so,

During the meeting of February 2, after Mr. Willkie had made his
explanation, and while he was out of the room, you stated to the

Board that Mr. Willkie's explanation did not add anything new, that

he had only repeated the position he had taken all along. TYou sald

he had indicated his willingness to sell all the Commonwealth property
or any part of it, and that you had so reported to the Board. TYou
particularly referred to your negotiations with him in May 1936, and
to your report on those negotiations, (That report does not cover

the same ground as his explanation of February 2.)

During the meeting on February 2 Mr, Willkie protested vigorously
and at length against being put in the position of having to agree
or disagree to the sole question of purchase of TVA power when, in
his opinion, this question was inseparable from the problem as a
whole. He stated that if forced to decide on this single matter
taken by itself he would be compelled to require as a condition that
TVA power be not sold competitively in Commonwealth & Southern
territory. He protested, however, that to be forced to take a
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position on that isolated item would put him in a false position,
and would give the impression of an irreconcilable attitude which,
he said, he did not take, as he believed that a reasonable solution
of the problem could be reached. He strongly urged that the door
be not closed to a search for a reasonable solution. However, the
explieit and 1limited proposal presented to him by you left no
alternative. This proposal, which you presented to the Board in the
form of a resolution when Commonwealth & Southern representatives
were not present, in my opinion set up arbitrary and unnecessary
alternatives, and therefore I declined to vote on the resolution,
because I felt that neither a "yes" or a "™mo" vote would express
my views,

Notwithstanding Mr, Willlkde's explicit statement at this meeting
that the paragraphs quoted from your letter of January 29 did not
represent the attitude of his company, and notwithstanding the fact
that he furnished the Board a typed statement of his position which
was very different from the statement in your letter of January 29,
and that he enlarged in detail upon his typed statement as I have
indicated above, and notwithstanding the fact that you told the Board
that his typed and verbal statements were not in any way new, but
were only & repetition of the position he had taken all along; never-
theless, at the close of the meeting you gave to the press a formal
statement quoting the parts of your letter of January 25, 1957, which
he had specifically said did not represent his opinion, and which
gave a very false and inaccurate impression of his statement of his
position. The exact wording of this part of your news release is

as follows: :

"5« The Commonwealth & Southern is unwilling, TVA
officials said, to contract for the sale and interchange
of power from TVA unless that contract bars TVA from
selling power to any other agency in those parts of the
four states in which the Commonwealth & Southern com—

panies operate.

"As a condition of the purchase of power, the Commonwealth
& Southern position is that the TVA must give it a monopoly
over TVA power, which would prevent the Tennessee Vallesy
Authority from selling power to municipalities, rural

“a
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cooperatives, or industries in any part of the four states
in which the Commonwealth & Southern operates."

In my opinion this news release constitutes an inaccurate statement
which may seriously mislead the public, the Congress, and the Adminis-
tration, Your attitude at this conference seemed to me very definite-
1y to be that of endeavoring to prevent any basis for agreement from
being found, and to force Mr. Willide into an apparently unreasonable
position, Since the negotiations had been in your hands I did not
take part in negotiation, but limited myself to asking Mr, Willkie
questions concerning your statement and his attitude,

(Signed) Arthur E, Morgan
Arthur E., Morgan
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Viashington, D. C.
May 14, 1937.

The President,

The White House.

Sir:

In accordance with your instructions, we have the honor to

transmit herewith a report on administrative organization in the
. Tennessee Valley Authority and future regionsl Authorities. The

undersigned have proceeded in the manner outlined in the

memorandum of understanding dated April 3, 1937, and approved by

you. They wish to acknowledge the great asslstance rendered by

Professor John M. Gaus, who acted as consultant to the Committee

at various stages of the inguiry. A cordial and helpful coopera-

tion by members of the Board and Staff of the Tennessee Valley

Authority is also gratefully acknowledged.

® Respectfully,

Ernest G. Draper, Assistunt Secretary
of Commerce

A. L, Parsons, Captain (C.E.C.) U. S.
Navy

Herbert Emmerich, Deputy Governor,
Farm Credit Administration.

Committee
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Committee
Ernest G. Draper, Assistant Seoretary of Commerce '

A. L., Parsons, Gaptain (0.E.C.) U, 8. Navy
Herbert Bmmerich, Deputy Governor, Farm Credit Administration
Scope of the Report
This report is comocerned with the problem of administrative

organization in regional muthorities ereated by the Federal Govern-
ment. The Committee was designated by the President to conduct an
inquiry and render a report to him in accordance with the instrue-
tions contained in'a memorandum of understanding deted April B,
1937, which he approved (Exhibit 1). Pursuant to those instructionms,
the Committee has reviewsd the preliminary draft of report which has
been prepared by a member of the ataff of the Tennessee Valley
Authority. It has visited the Valley region and inspeoted a number
of major projecta ineluding Norris Dam, Pleckwick Landing Dem, Wilson
Dam and Fertilizer Plant, and Wheeler Dam. It has interviewed all
the members of the Board of the Tenneases Valley Muthority and
principal members of its staff. (Exhibit 2). It has studied the
organization of the Port of New York Authority as well as that of
several private corporations, Throughout the course of this study,
the Committes has endeavored to keep two principal objectives in

mind;
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1. The development of recommendations for improvements
in the form of organization of the Tennessese Valley
Inthority. "

8. The development of recommendations with regard to
administrative organization of future regional
authorities.

No attempt is made in this report to answer polisy questions.
Administrative management, howewer, is only a means to an end, -the
tool of execution for policies and plans. 4n adequate report om
organization cannot evade the question of where responsibility and
authority for polioy making and planning should lie. PFroblems of
this nature therefors are treated herein.

The Committee was inoreasingly impressed as the study procesded
by the magnitude and variety of the program end the magnificent
accomplishment in quality lll Ilrnll as guantity of the Tennessee Valley
Authority organigzation within the relatively nh‘?rt period of its
existence. It was particularly struck by the high gquality of personnel

which the Tennesses Velley Authority has attracted and the spirit of
devotion that its program has inspired throughout the organization.

In spite oft serious weaknesses in the basic organization structure,

a splendid record of performance, probably unsurpassed in publie work,
nas been achieved. The preatige and ability of the three Eoard
members, the needs of the timea,end, the high purposes for which the
Anthority was created, all contributed to the quality of the personnel

which was attracted to it and the spirit in which it hae thus far

accomplished its task.




3

«fe

It was requested in the memorandum of understanding previously
referred to, that the inquiry be conducted with all possible
expedition. The necessity for speed became increasingly apparent as
the study progressed. It is doubtful whether the initial lgthhli;ll
whioh characterized the emergency period of organization can be
depsnded upon to counteract basic flaws of the administrative structure
which are already beginning to affeet morale. It is apparent that to
preserve the morale and tn.unnune the talent that has been assembled,
prompt attention to the problem of a more permanent form of organiza-
tion is imperative.

For thess reasons, the Committee haa placed the major emphasis on
speed in submitting its report. It is keenly aware that so vast and
intricate a problem neede more time for -thorough and. detailed
inquiry. It did not have the assistance of a research staff of
qualified specialists during the period of if:l survey. ﬁnh are many
detailed points on wﬁiah the Committee would have liked to have had an
opportunity for more extended study. However, on the principel points
of organization it feela able to present its recommendations with a
considerable degree of aonfidanna. Under the terms of referance of
the Committee, these recommendations logically divide themselves into
three main parts:

Part 1. Proposals for a form of organization of the

Tennessee Valley Anthority under existing law.

Part 2. Proposals for a form of organization of the

Tenresses Valley Authority, involving legislative

amendmenta.
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Part 3.

-‘-
Proposals for principles of administrative

organization in future regional authorities.
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Part One
PROPOSALS FOR A FORM OF ORGANIZATION OF THE TENNESSER VALLEY
AUTHORITY UNDER EXTSTING LAN
Creation and Authority.

The Tennesses Valley Authority is a permanent independent
agenoy urﬁntcd by Publie Aot No., 17, Seventy-third Congress,
approved by the President on May 18, 1933, The President, by
Executive Orderas Nos, 6161 and 515l-of June B, 1933, delegated
to the direstors of the Authority certain powers granted to him
by the act.

The Seventy-fourth Congress, by amendment, specifically
directs construction of dams and reservoirs in the Tennessee
River and its tributaries whieh, in conjunetion with Wilson,
Norris, Wheeler, and Pickwiek Lending dams, will provide a
9-foot channel from Knoxville to the mouth of the Tennessee Hiver.
Purposes.

The purposes of the Tennessee Valley Authority are as follows:

l. Unified development and control of the water resources
of the Tennessee River and its tributaries through the
construction of deams to provide navigation, control floods
and, as an important incident thereto, produce power.

2. The developmsnt of uses for electricel power so produced and
the transmission and sale of such part of that powsr as may

not be needed for governmental purposes in such a manner as

to encourage increased domestic and rural use of electricity.
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S. Experimentation to lower the cost of production, distribution,
and application of the major slemsnts of fertilizers, and promotion
of the national defense by maintaining a plant ready to manufasture
nitrates. Maintenance and uparitiuﬂ of government-owned properties
in the vicinity of Muscle Shoals, Alabama.

4. Flenning roq the complete Tennessee River watershed, including
erosion control, forestation, the further use of mineral resources,
the promotion and coordination of industry and agriculture, surveys
and plans for the proper use of land and other natural resources,

and the general social and economic well-being of the valley.

Distinetive Features of Tennesses Valley Program and Organization.

Certain ocutstanding features of the Tennessee Valley Authority
program and organization should be borns in mind. It is satablished
as a multiple purpose decentralized agency of the Federal Govarnment,
serving an area gomprising thﬁ Tennessee River watershed. Its pro-
gram contains both regional elements and elements suoch as chemical
experimsntation in fertilizers and war materials which may be maid
to be national in scope. It shares the characteristics of privu.tn'
busineses and government. In reapect to the former it is given the
corporate form so that it may enjoy a greater degree of fresdom of
operation than characterizes more conventional govermmental units.
It is, however, discharging governmental purposes, using appropriated

moneys and is publiocly answerable to Congress and the President. It
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is thus limited in its procedure in matters of public accountability
in a manner whioch differs from purely private enterprise, even a
publiely regulated one. "It has authority and funds for a great many
subsidiary purposes which contribute to its main objectives and thus
has latitude for a wide field of regional experimentation, It is
significent also in boina an experimsnt in regional administration
covering a larger territory than a state but more closely integrated
with regional neesds than a national agency.

The opportunities for reclaiming and improving a large region
through such a program are very great. Administration of such an
enterpriss, however, is not without its dangers. It must exercise
restraint in discharging its varied powers to mvoid duplication with
single purpose Federal agencies having nrerlappihg functions whose
organizations are already et ite disposal. It must avold the danger
of conflioting with and discouraging initiative on the part of

state and local authoritiess.
1]

Administrative History.
Very soon after ita organization the Board of Directors divided

the administrative funotions of the work among the three Board members
(See Exhibit 3). The early stages of the work were necessarily devoted
t0o planning and development of the various aspects of the program, the
nlsamhlinglﬁf personnel and the experimentation and policy development
that characterizes a new organization. ZEach Board member concentrated
on the development of the part of the program in which he was par-
ticularly qualified and interested. Subsequently, attempta were made

to move in the direction of more integrated managemsnt. A Coordinator
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was sppointed who later became Aoting General Manager. The Aoting

General Manager has never been granted sufficient authority to aot

as a Gensral Manager, but functioned more as a Coordinator with

scmewhat wider and more direct supervision over the management and
demonstration services. The Ohairman of the Board continues to
serve as Chief Engineer. The other two directors continue to main-
tain direot relations with the members of the staff engaged in tha
activities in which they are primarily interested: agriculture and

electricity respectively.

Board of Directors

Granting the posaible need for a division of administrative
function among Board members in the nascent period of the Authority,
the time has passed when this form of organization cam continue effec-
tively. It is essential that the membera of the Board discontinue
operating as three independent administrators and proceed to operate
only by Board action as a Board. The Board members should undertake
no individual administrative action. They should refrain from direct-
ing the operations of any of the depl.'-rtmantu or of any of the personnsl.
They should divest thmul'rau. of particular supervision of all speoaific

activitiea or projects. In Board meetings they should not represent

different spheres of interests. Reports should be made by the

management to the Board as a whole, not to individual members of the

i

iy,

Board. Instructions should be transmitted to the management by the
—"'_"___"-'_'-_"'"_‘_"‘——...._____
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Board, not by individusl direotors. All the members of the Board

—— i o — ——

should be interested in and take time to study all of the important

angles of the operations of the Authority. They should be relieved
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of management funotions and should be free to devote themselyes
as a Board to planning and policy matters. Negotiations with
ocutside interests should not be conducted by Board members but
should be conduoted either by the entire Board or delegated to

membera of its staff. Public statements implying commitmenta

on the part of the Authority by individual direotors should mot be

—— e

PR——

made unless specifically authorized by the ‘Board as such. It is
repurtnd-l that n. vast ml of .1:;1_:;5.1-: involving Board decision are
awaiting Board sotion. Under this plan of operation the directors
would be free to devote all their time to poliey board matters. It
is not possible to make a definite distinetion between policy and
administrative functions that should come to the Board's attention.
There is apparently a great number of problems which the Board will
increasingly leave to the staff but thes esomplete delegation of whish
may be legally impractical. b
Thg following recommendations are made in respect to reorgani-
zation of the method of Board operation of the Authority:
First. That the Board should discontinue operating as three
individual administrators and proceed to operats only as a Board.
Second. That the General Counsel of the Authority report
directly to the Board of Directors and that he be designated to

,.'{,'-f

act as Secretary of the Board. The Board will thus have the’

constent benefit of immediate legal adviee in ita deliberations flas f

and the minutes will be kept currently in & legally acceptable

form.
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Third. That for all other \er purposes the Board's contacts with
—— T VTS e

the magumt be through a General m:.-. uﬂn account of the

Iidl variety of -technical talent employed in itl work, the

=

%

General Manager will undoubtedly oall into Board meetings

numerous members of the staff for the presentation of their

S
problems. /

-

"'he General Manager.

We recommend the appointment of a General Manager who will
report direectly to the Board and to whom all the departments and
activities of the Tenneses Valley Authority will in turn be
responsible. The General Manager will be responsible for seocuring
Board approval on all decisions requiring such approval and trana-
mitting to the staff the decisions of the Board; and seeing that
they are properly executed and that the wvarious activities of the
Authority are properly coordinated. All the bureau heads of the
administrative staff will report directly to the General Manager.

He will initimte recommendations for all necessary changes in

the organization inecluding the appointment of, termination and status
changea of personnel. All orders to the personnel will be issued
by him,

The General Manager will regularly attend Board meetings calling

in qualified staff members on various phasea of the work. The General

‘Mansger and the administrative staff will constitute the management

of the Authority. The Board should delegate to the General Manager

a maximum of authority compatible with law for the execution of its
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polieies. The General Mansger should be responsible for having
surveys and reports prepared for the information of the Board in
nmPunﬁian with its planning end policy functions.

.+ There should be a Deputy Generasl Manager who would be Acting
General Manager in the absence of the General Manager, The General
Manager should necessarily have considerable latitude for the flexible
development of his immediate personal astaff to assist him on matters
of coordination, I‘nuﬂg-tu, surveye and general administrative problems.
One of the first duties of a General Memager when designated would
be to make recommsendatione for filling the major positiona of shiefs
of the eix principal bureaus hereinafter proposed.

Major Divisions of Management.

The activities of the Authority should be administered by the
General Manager through six major buresus or divisions corresponding
to the major functions of the Authority. The exmct mllocation of
the subdivisions of these bureaus would be & matter of varying

emphasis and would chenge from time to time with the needs of the

program,
]
1. BUREAU OF PUBLIC WOHRKS g, EUREAU OF
WATER CONTROL OFERATION
Planning Havigation
Design Floed control

Construction Power
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9+ BUREAU OF ELECTRICITY 4, BUREAU OF SOIL CONSERVATION
_AND NATIONAL, DEFENSE
Planning (Power Use) Chemical Engineering
Commercial Agrioultural Relations

Forestry Relations

5.  BUREAU OF 6. BUREAU OF
HEGIONAL SERVICES MANAGEMENT SERVICES
Hegional Studies Finance
Public Health and Safety Lezal
Rursl Enterprises Land Acquisition

Cammerce _ Personnel
Land and Town Management Materials
Information

Le Burn:au of Public Works.

Eﬁa design and construction of sll the Public Works (plant and
structures) of the Authority should be consolidated in this bureau
except for highly specialized and largely experimental pro jects
which can best be worked out by the technical experts engaged in .
research. The Bureau of Public Hb;ka would include all the planning,
design and construction work now under the Assistant Chief Engineer,
which embraces dems, locks, and power plants; the work now under the
Electricity Department having to do with the dedign and comstruction
of tranamission lines, substations, rights of way, surveys, etc.,

and such public works design and construction es are now handled by
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other departments, divisions, or sections, The important funetion
of water control planning or engineering planning bears on operation

but is so intimately related to design and construction that it

. remaine here.

2. Bureau of Water Control Operation.

The increasing importance of water control operation as new
dems are completed leads us to the conclusion that this function
should not be subordinated to others, but should report directly
to the General Mansger,

This bureau would be charged with the regulation of the Ten

nessee River and its tributaries for the purposes of navigation,
flood control, and the generation and tranamission of hydro-

electric power. In effect, it would managze the flood control

facilities, the dispatching of water and the operation and upkeep

of hydraulie structures and equipment, power plants, substations
and transmission lines., The locks and temminals for navigation
should be opersted by this bureau,
The present Electricity Department would be relieved of the
operations of power plents, substetions and transmission lines,
Meintenance and repair of plant end structures would probably
be teken care of in part by the Buresu of Public Works. The lines

of demarcation would depend on locel conditions,.
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5. Bureau of Electricity,

This bureau would confine i{tself to the complicated problems
of planning and negotiating for the disposal of the power which
is produced ineident to the operation of the river systems for
navigation and flood control.

One of the major functions would be the planning for the use
of power, to what points it should be distributed and in what
quantities, so that the power available may best promote the pros-

. perity of the erea. This function would have an importent bearing
on plans for dam conmstructiom in their early stages.

The remeining functions are commercial involving the intricate
question of rates, interchenge of power, contracts and the fiscal
affeirs relating to power sales.

4, Bureau of Soil Conservation and National Defense.

Chémical Engineering embraces researches having to do with

fertilizer brocesses, operation of fertilizer plants and maintain-
. ing of national defense facilities in & standby condition. Agri-

cultural Relations and Forestry Reletions contemplate work of the

same scope as at present.

o« Bureau of Regional Services.

This group of activities may be referred to as staff amctivities
but have to do primarily with service to the region. They are of
& planning and demonstration character and must be closely intesrated

with state and local activities es well as with those of other
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Federal agencies. General economic and social studies would be
conducted by the Regional Studies Division. Public Health and
Safety, Rural Enterprise, and Commerce are all activities now being
conducted under similer names and would properly belong in this
group. A new subdivision, Lend and Town Management, is to provide
for the administration of towns, lands adjscent to reservoirs and
other owned properties.
6. Bureau of Management Services.

In this bureau are grouped the staff activities whose primary
function is to render a service within the organization, The activ-
ities are identical with those now placed under a division of the
same title except that Publie Health and Safety has been transferred
to the Bureau of Regional Services. While the preservation and the
care of the health and safety of the employees is an importent funec-
tion of the Division of Public Health and Safety, the broader and
long-term aspects of its work are the development of disease pre-
vention measures for the genmeral communi ty ,

Presumably, the subdivisions of the various staff services
would remain much as they now are pending further development of
the organization under & General Manager. Under "Finance" am now
grouped Disbursing, Accounting, Auditing and the Budget. Under
"Meterials" are now grouped Purchasing, Property Records, Viarehous—
ing and Transportation,

Planning end Research Staff

The entire staff of the Autharitybahuuld be regarded as a panel
from which the general manager can aaléct individual technicians
and groups of specialists for planning and research activity. No

sténding committee or special planning bureau is, therefore, recommended.
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BOARD OF DIRECTORS

s-ﬁﬂ."
General Manager
DEPUTY GENERAL MANAGER
L]
BUREAU OF PUBLIC WORKS BUREAU OF BUREAU OF ELECTRICITY BUREAU OF SOIL CONSERVATION
L WATER CONTROL OPERATION AND MATIONAL DEFENSE
Enginens Chial & M gt Chial & Maniger Chash or Manager
FLANNING NAVIGATION PLANNING (POWER USE) CHEMICAL ENGINEERING
DEBIGN FLOOD CONTROL AGRICULTURAL RELATIONS
CONBTRUCTION POWER COMMERCIAL FORESTRY RELATIONS
BUREAU OF BUREAU OF
REGIONAL SERVICES MANAGEMENT SERVICES
Chinf or Mansger Chial o Mansgar
REGIONAL STUDIES FINANCE
PUBLIC HEALTH AND BAFETY LEGAL
RURAL ENTERPRISES W:E::g::ré:m"
COMMERCE MATERIALS
LAND AND TOWN MANAGEMENT INFORMATION

PROPOSED ORGANIZATION FOR THE TENNESSEE VALLEY AUTHORITY
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Part Two
PROPOSALS FOR A FORM OF ORGANIZATION OF THE TENNESSEE VALLEY
AUTHORITY INVOLVING LEGISLATIVE AMENDMENTS.
Administrative Defects in Present Act.

Although a very great degree of improvement can be effected in
the edministrative organization of the Tennessee Valley Authority
without changes in basic law as recommended in Part One of this report,
it is the conclusion of the Committee that from a long-term standpoint
legislative changes are needed, Full-time salaried boards, in charge
of agencies having operating and administrative functions, have not
proved themselves to be effective bodies. This is particularly true
in the case of the full-time three-man board where the chances for
two to one division areslmost inevitable mnd the temptation for
members to reach down into the staff and exercise administrative
Jurisdiction over it is accentuated., Except in times of great national
emergency, it is difficult to obtain men of the same caliber to accept
fyll-time salaried service that can be obtained by part-time unpaid
service. Men of the highest standing and ability in their communities
are vary often esager to accept advisory posts in governmental amctivities,
but would be unable to give full time to such work, A part-time board
is more likely to be detached in its consideration of public questions
and is less likely to deaire to expand its size and prestige than a

full-time one. It is closer to public opinion as it is not resident
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on the job and each member remains in touch with contacts in his
locality and his profession between board meetings, A part-times
board 1s more likely to delegate to a gemeral manager of high type
full responsibility for administration. The Port of New York
Authority is a very successful example of the effectiveness of the
part-time board and has been studied with interest by the Committee.
Other successful examples are the boards of directors of the Pederal
Heserve Banks, the Federal Land Banks, and the Federal Home Loan
Banka.

As long as the corporate form is retained in the Tenneassee Valley
Authority, and there are a great many reasons for retaining it, a
board of directors is nscessary as public trustees for policy decisions.
The administrative features of the Acts creating the Authority, however,
leave great diaur&_t:l.un in certdin important matters to the Board, fail
to permit proper delegation of executive and administrative action to
the management, and in certain cases describe in minute dﬂtﬁil minor
procedures which should be left to Board decision. The Act contemplates,
for example, that the three directors should occupy the houses that
have been erscted at Muscle Shoals and that the Authority should have -
its headquarters there. From time to time it may prove expedient and
aefficient to change the headquarters of the Authority and more
latitude should be permitted in the basic act in matters of this kind.

The maximum salary limit of $10,000 prescribed in the Act defeats one
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of the main purposus for which the corporate form was adopted by
limiting the Board in the field of selection of a general manager
and staff. The inability of the Board to delegate administrative
funetions would also be a handicap in retaining the services of
alpruparlr qualified general manager,

Only the main principles that would apply to the new form of
organization are outlined in the following proposals. A very
careful study of the entire Act by qualified legal draftsmen would
hgve to be made in order to arrive at legislation suitable for a
proper division of functions between board and management,

The historic reasons for the protection of the Tennesses Valley
Authority program by a full-time board serving nine year terms are
fully recognized, The Bommittee submits, however, that, in the minds
of Congress and the public, the responsibility for the success or
failure of the program of a reglonal authority, using Federal funds,
will inevitably be placed on the President, Under the present
Act, the President has responsibility without compatible authority.
He appoints full-time members for nine years, or inherits them from
& previous administration, Board members are not removable under the
Aet by the President except for the one specifiic cause of violating
the merit system provisions (Section 6), Otherwise, the Act provides
for their removal only by & joint resolution of Congress. He has
no means of coordinating their program with that of other Federal
agencies engaged in conflicting or simil:r functions. His control
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through budgetary procedures is mecessarily limited. He has no
means of correcting serious mistakes in policy, irreconcilable
Board conflicts, or ineffective organization and menagement procedures.
A Pert-Time Board.

It is recommended ‘that the present full-time board of three
resident salaried members be abolished and that there be substituted
therefor a part-time board of seven members. The President would
appoint the board members, subject to the advice and consent of the
Senate, and would designate the member to be chairman and vice chair-
man, respectively, of the Board. The length of term of the directors
first appuiﬁted would be as follows: three years each for three
members; two years each for three members; and one year for one
member; and thereafter as terms expired the Board members would
be appointed for three-year terms. Citizens in private life would
in general not be attracted to service over a longer period of years,
hu£ well qualified members might agree to be reappointed after they
haq become familiar with and interested in the work. A per diem fee,
plus the actual cost of travel and subsistence during time spent,
should be authorized for board members. The Board should adopt
bylews and, from time to timg, appropriate amendments thereto, which
would be approved by the President or by the head of an executive
department designated by him, In this manner the President could
coordinate the basic policies of the Authority with the work of other
Federal agencies engaged in similar activities and prevent conflict

in programs and procedures,
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It is recommended that the Act provide specifically for the
position of general manager (and deputy general manager), and set
forth in some detail his funections and relations to the board of
directore. The present Act makes no such provision. The general

mnagér should be appointed by the board of directors and serve at its

pleasure. It is advisable, however, that the appointment of a general
manager be approved by the President or the head of an executive depart-
ment designated by him, A veto power over the selection of the keyman
of the organization would be an additional precaution in favor of the
selection of well-qualified executives. It is preferable that there
be no limitation on the salary that the Board may pay the general
menager, but it is recommended that in no event should statutory
limitation be less than $15,000. The general manager will operate
with a minimum of supervision and the Board should have at least
this much latitude in compensation to attract an administrator or
business executive of high eapacity. s

It would be highly desirable if such agencies could be authoriszed
to employ government nffieia.lu in the civil or military services for
positions such as general manager and chiefs of the principal bureaus
and divisions of a regiomal authority. Such a provision would be
effective only if those officials were entitled to receive during
such service the difference between their regular compensation and the
pey provided for the position in question and if they were protected
in their former status and could return to it at the conclusion of the

assignment,
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Other Personnel.
It 1s recommended that the present olauses in the Termessee Valley
Authority Aot protecting the Authority against political considerations

in the making of appointments be retained. They have undoubtedly
assisted in enabling the Authority to build up's highly qualified staff,
The President, however, should be given the right to place all or any
part of the staff under oivil service laws when, in his judgment, this
would be advanmbageous to good administration,

It is further recommended that all appointments and personnel
ohanges, inoluding terminmations, shall be made by the general manager,
subject to a sohedule of salary rates approved by the Board. Such
salary schedule should not exceed any maximm set by law for the manager,

It is also recommended that the present authority in the Aot to
retain outside specialists and contract for services, including legal
and techniocal services, be continued.

Funobions of the Board and Management.

It is recamended that a careful redrafting of the Aot be under-
taken to the end that the part-time Board be free to devote itself
entirely to planning and polioy matters and that the management, under
the general manager, be given the very widest possible latitude for
execution and administration.
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Part Three
FROPOSALS FOR PRINCIPLES OF ADMINISTRATIVE ORGANIZATION IN
FUTURE REGIONAL AUTHORITIES,
General ops with ard to les.
. It is evident, of course, that the emphasis in the various watersheds
in which future authorities may be established will vary according to
the dominant purposes of the projects. Flood control, navigation and
resulting power are of paramount interest in the Tennessee Valley;
whereas irrigation and power may be of primary concern in the Columbia
River area, The Committee is able, therefore, to indicate only a
general pattern which might be useful in organizing future regional
authorities. The emphasis and objectives of the various authorities
will differ and the organization plans will have to be suitably
modified in ‘each case.
A4 coordinating or supervising sgency in Washington should be
provided for the various functions of regional authorities. If these
regional agencies are given jurisdiction over locks eénd navigation,
their navigation policies must be integrated with those of the War
Department. There would be close association in power policy matters
with the work of the Federsl Power Commission. In general regional
planning there is opportunity for cooperation with the National
Resources Committee and its regional consultants, as well as with the
state and local planning agencies. The Viar Department is concermed
in the national defense features of such programs., The Departments
of Agriculture and Interior will be greatly interested in the agri-
cultural, conservation, forestry, and irrigation sctivities &f such
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authorities,

Since the establishment of the Tennessee Valley Authority various
programs on & nationewide basis have been initiated that include some
of the functions originally given to the Tennessee Valley Authority.
The examples of this are the Soil Conservation Service of the Depart-
ment of Agriculture and the planning functions of the National
Resources Committee. The combination of functions assigned Tennessee
Valley Authority was in part due to the nonexistence of such agencies
anﬂ1in part to the accldent of the existence of an unused war—time
project. It would seem to be unwise to duplicate its pattern exactly
in regions where such conditioms do not prevail,

It ie the opinion of the Committee that the creation of independent
reglonal authorities may add to the difficulty thet now exists in the
development of coordination of Federal programs in which the various
departments of the Federal Government and the states and localities
are interested. In each new project it is important for the President
to be informed on the following points: 1, the way in which this
project fits in with other activities of the national Government in
that area; 2, the way in which this project fits in with #tata and
local projects; and, 3, the way in which this project is related to a
long-time development program for the area. These problems touch on
the entire question of the coordination of Federal egencies in
Washington and a full deseription of their implications has been more
adequately covered in the report of the President's Committee on

Administrative Management. Another problem in the ereation of numerous
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regional authorities will be the danger of conflict between them as
to boundaries and jurisdiction.

Regional suthorities should be primarily planning and operating
agencies, contracting with other government jurisdictions and buréaus
for the construection and specialized services wherever poseible,
Very few of the contemplated regional authorities will be operating
agencies at the start. In most cases they will be regional planning
bodies forthe purpose of coordinating programs of localities, state
and Federal activities, and recommending projects. Their greatest
contribution can be coordination of national, state, and loecal
activity and avoidance of waste and unnecessary expense by making
comprehensive studies before new projects are undertaken. This is
particularly true in the case of projects purely local in nature
which the Federal government may be asked to undertake.

Two plans, having these con;idaratinna in mind, are hereby prd-
posed for the administration of the future reglonal suthorities:
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Plag A - Unified Flan for all Authorities including the Tennessee
Valley Authority.

Recognising the difficulties of predioting an appropriate
administrative pattern which would be applicable fo each of the
euthorities to be oreated and at the same time form the basis of
national coordination of policy and program in Washington, a unified
flexidle plan is now proposed. OConsideration is recommended for the
creation of a single National Authority for Regional Conservation.
Such Authority should have its headquarters in Washington. Thie
would afford the advantage of direct contact and access to all the
other departments and activities of government with which 1t must
necessarily coordinate. Wide jurisdiction could be given to such a
National Authority for the variation of its administrative field
pattern in the various reglons and watersheds according to their
needs. The Fresident and Congress would have contact with one
single responsible agency instead of with the elght or more authori-
ties which have been proposed from time to time. Many of the
responsibilities of Federal regional and watershed development are
national in scope and a national amthority would seem to be Appro-
priate for their uol.ntiancl Regional influence and decentralization
could be fostered by properly constituted regional administration
and regionally chosen citizens' advisory boards.

A simple method of establishing a National Authority for
regional conservation 1s presented by the possibility of a compara-

tively emall nmumber of amendments to the Tennessee Valley Authority




- 26 =
Acts. The amendments required, in the opinion of the Committee,
would be along the following linest The name of the Tennessee
Valley Authority would be changed to the National Authority for
Reglonal Conservation. Its headquarters would be removed from the "
Tennessee Valley to Washington. The freedom of the corporate form
would be retained. A national board of directors would replace the
present rqgiaﬁal Board, and the Board would be enlarged from
three to seven members. All of the directors of the Board of the
new National Authority would be part time officials except a Chair-
man. The*Pranidunt would contime to appoint the members of the
Board, three to be confirmed by the Senate and four to be chosen
by the President from among officials of the government, including
Cabinet officers if he smo elects.

The Chairman of the national board would be a full-time salaried
officer and would also be designated as National Administrator. All
ppiiay matferp would be approved by the Board of Directors, but the
administrative actions would be under the jurisdiction of the Chair-
man., He would appoint Regional Administrators and other necessary
personnel, subject to the approval of salary scales approved by the
Board. The Regional Administrator, subject to the Jurisdiction and
control of the Board, would have emthority to operate large Federal
projects constructed in various regions and watersheds or to construct
them where necessary. Where desirable he would be muthorized to
render technical planningz service to regional planning committees
cooperating with the National Resources Committee. Such committees

could be suthorized to render advice to the Administrator on reglonal
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problems. By appropriate amendments to the Act wide latitude for
regional decentralization of administration could be given. Many
of the administrative provisions would indeed follow the recom-
mendations made under Part Two of this report. By administrative
vction of the Board there could be considerable experimentation with
various forms of regional administration which would be difficult,
if not impossible, to draft into legislation in advance of actual
experlence with the problems in question.

The National Authority would be, in short, a unified nationsl
agency of & corporate character, authorized to establish appropriate
regional administrations when, as, and in the manner needed throughout
the United States and to operate large regional and watershed projects
involving all elements of conservation and ineluding navigation,
flood control, power, irrigation and regional planning and welfare.
Plen B - Individual Plan for New Authorities.

Reglonal advisory boards under this plan would be selescted by
the President in a manner very similar to the Board contemplated in
Part Two of this report. They would be part-time, unsalaried citizens,
but they would differ from the Board in Part Two in respect to a
greater emphasis in function on plenning activities for the region.
They would have no administrative authority in the appointment of
personnel or actual construction of watershed projects and their
operations. OSuch regional bﬁarda would preferably be affiliated with
the National Resources Committee. In addition to their general

functional coordination with netional and local planning, they would
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be available also to tlhe regional administrator as an advisory
council on problems affecting his jurisdiction.

The Regional Administrator in these cases would be appointed
by the President or an appropriate Cabinet officer designated by
the President, and would be charged with the actual operation of
the completed projects. Ee, in this plan also, could be designated
as research secretary for the regional advisory board. In this way
he would provide them with an expert staff on regional planning
whose work would be tempered by realistic contact with mctual
projects. In areas in which Federal projects have been completed, or
are nearing completion, his emphasis would be more on operating
such completed projects. In areas in which there has been no
Federal activity, the emphasis would be more upon the planning and
research phases.

The Regional Administrator should be given the greatest possible
latitude consistent with good public policy in the appointment of
personnel and its compensation, and the making of contracts and
acquisition of land. Whenever this can be accomplished without the
use of the corporate device, it should be so arranged. The corporate
device gives a maximum measure of operating Ifranﬂ.om. but for that
reason should be employed with great circumspection. The Regional
Administrator should be authorized to make contracts with appropriate
Federal agencies for such services as may be needed in construction,

forestry, conservation, and other fields. A comparatively
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small research and operating staff will then be the only reguirement
for his orgenization except when he is unsble to procure the neces-
sary services from existing agencies. Where a regional corporation
must be created, its board of directors should be part-time and the

structure should resemble the one described in Part Two of this

report.
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THE WHITE HOUSE

Ser 9 Qoo lN'Y

RECEIVED
September 7, 1957

The President
The White House
'“hinaton’ D.C.

' Dear Hr. Presldent:

In reply to your letter of September 3, con-

cerning an article in the Atlentic Monthly,
I shall follow up the matter as quickly as I
can. Your letter came just as I am leaving to

meet some engagements.

Sincerely yours, ¢

W?Mm

Arthur E. Morgan
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ARTHUR £ MORGAH. CHAIRMAN

HARCOURT A, MORGAN September 13, 1937 ?5, i

DAYID E LILIENTHAL

Dear Mr. President:

Mr., Lilienthal and I are sending you
herewlth a memorandum which forms the basis of
the action of the Board of Directors in adopt-
ing a resolution, copy of which I transmitted
to you on the date of 1ts adoption. This memo-
randum, as you wlll see, analyzes the articles
of Dr. A. E. Morgan and Mr. Wendell L. Willkie
appearing in the Atlantic Monthly. Because of
the explicit character of your letter in this
matter, we feel that you should have before you
the basis upon which the Board acted.

Falthfully yours,

Harcourt A. Morgan

The Presldent
The White House
Washington, D. C.




MEMORANDUM OF ANALYSIS OF ARTICLES
BY DR. A. E. MORGAN AND MR, WENDELL WILLKIE,
IN ATLANTIC MONTHLY, SEPTEMBER 1937

A brief analysis of the artiocle by Arthur E, Morgan in the

September 1937 issue of the Atlantic Monthly will 'demonstrate its ohar~

aoter as an attack upon the honesty and integrity of the Board of Di-
rectors of the Tennessee Valley Authority and upon Govermment power
policy generally,

The setting in which the article appeared should be noted.
Wiriting in the preceding issue of the same periodical, Mr. Wendell L.
Willkie, President of the Commomwealth & Southern Corporation, had argued
against public ownership of power. EHis paper was in the main an attack
on the fairness and reasonableness of the Government and its representa=
tives in the public power controversy, but Mr, Willkie singled out Dr,

Norgan as the one Govermment officisl to be excepted from his attack:

Last January, Dr. Arthur E, Morgan, head of the TVA,
mde & public statement which=~although I disagreed
with certain parts of it--was so fair in its approach
that we hoped a solution was near at hand, +» « he be=
lieved that duplication of facilities should be avoided,
that public-ownership reports should be factual, and
that government yardsticks should be honest. . «

]
» + « Unfortunately, no echo of Dr. Morgan's state=
ment hes been heard in other govermment quarters.
Official tongues still lash the utilities and recommend
no compromise. The President has discontinued his power
conference. The TVA is vigorously expanding its com=-
petitive power activities, Seven other TVA's are in
Process of preparation, . ,

/W.LaW., August Atlantic Monthly, p., 2187




Dr. Morgan, in the September article, purported to defend public
omnership of power. In faot, however, he confirmed the essentials of the
position Mr. Willkie had taken in his artiocle. While making a plea on his
own behalf for fairness and honesty, he charged other Govermment officials
with the laock of these qualities. Despite the generality of most of Dr.
Morgan's statements, it -is clear that his charges of "improprieties" are
especially aimed at the Board. If there could be any doubt, Dr. Morgan re=-
moved it in one of the ooncluding paragraphs:

The writer is & minority member of the Board of Di=

rectors of the Tennessee Valley Authority, of which

he is the Chairman. In important respeocts he differs
from what he judges to be the actual power policy of

his associates. This statement therefore reflects

his persomal wviews, and not the 'w% Eﬂi% of the
power issue, Neither does o eriticize

in detail what the writer believes to be the improprie=-
ties of that policy. ! e

/K.E.M,, September Atlantioc Monthly, p. 348/. /A1 .
emphasis in this and subsequent quotations supplied.7. /

Laying aside for the moment the several innuendoes in the passage,

it should be observed that by his disclaimer of detailed oritiocism, Dr.
Morgan expresses the intention that his paper shall be taken as a general
disocussion of the "improprieties™ in the "actual" conduct of the Board of
the Tennessee Valley Authority.
His charges may be summarized as follows:
ls That the Board is sotuated in its relations with private
utilities by motives of hate, vengeance, and a desire for personal
political aggrandizement.

2+ That the Board has unreasonably, arbitrarily, and ca=
priciously ignored the just inmterests of the private utilities,




and is engaged in a destructive campaipgn of duplication and dis=
memberment.

3. That the Authority's "yardstiok" is based on hidden sub-
sidies and that its records and soccounts are dishonest and mis-

leading.
That these are in fact the ocharges made is shomn by a reading of the more
significant passages.

1. That the Board is actuated in its relatioms with private

utilities by motives of hate, vengeance, and a desire for personal po=

litical nssundhmnt.

In opening his artiocle, Dr. Morgan briefly points out that there
have been and still are great "abuses in the power industry.” He refers to
"the Insull ocollapse,"” "overcapitalization," "excessive charges by service
companies," and manipulation by "insiders" (p. 340).

With the private utilities thus severely characterized, the ar=
tiole proceeds to bracket the present administration of public power in the
same class. Dr. Morgan attributes to "certain public men" a "'fight to the
finish'™ attitude which originated with private utility management (p. 341).
The abuses of the utility industry, he writes, "ocan equally be exploited by
the utilities and by self-seeking persons in public 1life"™ (p. 342), ™What
is primarily needed on both sides," he states, "is common honesty and open=
ness, a oommon willingness to give up privilege and preferred position."

Contimuing, he says, "If either side had olean hands and an unspotted

record of public service, the public soon would reach a sound conclusion®
(pe 545)|
In a passage about Govermment officers, unmistakable in its in=-

tent Dr. Morgan saysi




Third, having invited the investment of private capital
to supply the publio with eleotric power, the public is
under obligation to respeot actual honest and useful
investment, and not to jeopardize or destroy it by oa=
priciocus and arbitrary coercion. The abuses of the pri=-
vate power industry have bred in some men an attitude of
bitter hatred, and a conviotion that the only course to
take is a war ﬂt?mﬁ quarter against the priwate ocom-
panies. This attitude may be exploited by other men who
have no such convictions, but who will emdeavor to ride
to political power on the issue. A fair settlement of
the question might leave such men without a place in the
limelight. In my opinion, for public men to retaliate
with arbitrary coercion, to use false or misleading propa-
ganda, and to use other methods than open and impartial
processes of govermment, not only is unfair to legitimate
private investors, but tends to substitute private dio-
tation for demooratic proocess of government, I have no
confidence in the supposed liberalism of pecple who use
such methodss Whoever will use unfair methods for the
public probably will use unfair methods against the pub~-
lic for his own advantage. The public ocan have mno greater
seourity than the habit in its publioc officials of fair
and open treatment of every issue, no matter who is
affected /pp. 344-3457,

e
# .

—

2« That the Board has unreasonably, arbitraril&m:ﬂ ugriuiauulx

ignored the just interests of priwate utilities and is engaged in a des-

truotive campaign of duplication and dismemberment.,

3« That the Authority's "yardstiok" is based on hidden sub~-

sidies and its records and accounts are dishonest and misleading,.

F

As will have been observed, in maldng all of the charges, Dr.

Morgan employs the same method of indireotion, By professing to deascribe
those qualities of honesty and fairness which are required in comnection
with public ownership of power, he denies their existence in "the working

policy of the Tennessee Valley Authority on the power issue.," In this way




he characterizes "the motusl power policy of his associates" and defines

"what the writer believes to be the improprieties of that poliey." Thus

he says:

Under any method there are certain proprieties and de=-
oenoles of govermment whioh should be cbserved. Where
the publio has invited private capital to supply an
essential public service, there should be no capricious
arbitrariness in destruction or duplication of facilities

to the loss of honest, necessary, and useful investment,

+» » « In case public power is used as a 'yardatiok,' or

a8 a measure of what the private power industry should
charge for its services, then it is imperative that

records and accounts be honest and fair and open, and that |
there be no hidden element of subsidy. The very funda- '
mental element of such comparison is honesty, fairmess,
and openness in measurement /p. 3427,

.,____,l'

Charges of falsifying the yardstick and destroying private util=-

ity properties thread through the entire article. Thus at other points Dr.

Morgan continues in the same wein:

There should be no arbitrary dismemberment of existing
private power systems. For public agencies to take over
the profitable large centres of distribution, leaving pri=-
vate companiss with dismembered rural fragments, will
destroy private investments, and will not serve thes pub=-
lic interests in the long run, Priwvate companies are jus=
tified in refusing to comsider the sale of properties whioh
would bring about such dismemberment ﬁ. 3487,

In the operation of public 'yardstiok' systems there

should be no hidden subsidies, no undisclosed government
assistance to local public power systems. It is due both
to private investors and to muniocipalities which consider
purchasing their power systems that the full aotual cost




of service be publioly disclosed. If there is ;mrn;
memt subsidy, it should be in the open /pp. 345-346/.

The full measure of the attaok upon the Board and Government
administration of power ocan be appreciated only by a reading of the entire
article, However carefully extracts may be mssembled, they fail to re-
fleot adequately the spirit which animates the whole. It is impossible,
for example, without reading the full artiocle, to feel the cumulative

effect of the necessary inferences from such paragraphs as the following:

If the Temnessee Valley Authority Aot is fairly inter-
Ppreted and administered, it can mark e, great advance in
the planned and orderly development of a great river
system /p. 3427.

- . . » - . L

In many cases guferring to the Tennessee Valley Author=
ity projeots/ The same large dam can serve for mavigation
control, flood control, and for power; if the operation
of such a system is in the hands of persons interested

088 project can be abused,
perhape with serious results /p. P

For private interests to try to forece a high price by
obstructive litigation, or for public men to try to se-
curs an unreasonably low price threat of duplication
or dismemberment, leads to suspicion, csonflict, and so-
cial waste 5. 34_57.

When private power systems are taken over by the public,

-y




the competent and loyal employees, at least below poliocy-
mking grades, should be continued in service, and should
2‘;’5 be -gr.l'ilpll.aid to provide political appointments

L H L]

In my opinion, the best corrective for the improper at-
titudes of any one party is not a process of 'fighting
fire with fire,' but rather a persistent fairness and

openness whioch gradually will win public confidence and
approval /p. 3467,

L] L] L] L] L] -

In important respects he e writer/ differs from what
215 Judges to be the actual power policy of his assocciates
j=0 346/
Standing alome any one of Dr. Morgan's statements might be re=
garded as inadvertent, or ambiguous in application, and therefore deserv=

ing of chariteble interpretation. Taken together, however, they disclose

e studied purpose to destroy public confidence in the Board of Directors

of the Tennessee Valley Authority and in the Federal Govermment!'s power

poliey.
The article was immediately seized upon by the utilities attaock-

ing the Authority. In a so-called "letter of rebuttal," in the contribu=

tor's colum of the same issue of the Atlantie Monthly, Mr., Willkie com=-

mented as follows:

Dr. Morgan is the only government official of standing
who has had the courage to state that 'in the operation
of public "yardstick" systems there should be no hid-
den subsidies.' He of course would not say this if he
were not conscious that such exist. Unfortunately, he
has not oarried the deoision in the councils of those
who oontrol government power policy or the TVA.




Mr. Willkie saw in the article further fusl for the fight against
public power. In the same "letter of rebuttal," Mr, Willkie saild;

Dr. Morgan, a publio official, gquestions the hone sty

of other publiec officinls. If he is correct that

state regulation has failed through corrupt public

officials, then he doubly warns us against the adop=

tion of public ownership, where the opportunitiss for

corruption by public officials would be greatly ml-

tiplied.

The undermining of confidence in ths Authority and the Government
by Dr. Morgan's internmal attack is incaloulable. It ia, of course, sericus
as a matter of internal mdministration. Moreover, Or. ¥organ, heretofore
relied upen as an important witness for the Govermment, has here made rublic
acimowledgment of obarges which are the basis of the pending court action
brought against the Authority by the combination of utilities in the Ten=

nessee Velley Authority arsa,
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ﬂnmu:rmm November 19, 1937

CAVID E LILIEWNTHAL

MEMORANDUM FOR THE PRESIDENT

From: Harcourt A. Morgan, Vice-Chairman
David E. Lillenthal, Director

Dr. Arthur E. Morgan's public and private
attacks upon the TVA, and hls relations with the utili-
tles, have exposed your Administration's conservation
policles to grave danger in court attacks. That he
would go beyond this, however, and seek a judicial
decislon invalidating certain activities of the agency
of which he 1s still Chairman, i1s almost incredible.
Thls, however, 1s what has occurred.

The essentlial facts are these:

The Authority's General Counsel, Mr. James
Lawrence Fly, and i1ts Speclal Assistant, Mr. John Lord
0'Brian, of Buffalo, had tentatively concluded that
Dr. Morgan should not be used as a TVA witness in the
elghteen-utilities sult against the TVA (now on trial),
because of his written attacks on the Authority and his
general attitude of opposition. These attacks consti=-
tute legal admissions, by a party to the sult, of the
truth of many of the charges upon which the utilities!
case rests. In an extended conference with these lawyers,
on November 9 and 10, just before the trial opened, Dr.
Morgan repeatedly suggested that the Authority's case be
g0 presented that the Court would hold unconstitutional
such portions of the power activities as he, Dr. Morgan,
disapproved.

The detalls of these conferences have been
recorded by Mr. Fly, after consultation with Mr. O'Brian,
and are, of course, avallable to you if you so desire.

The conduct of the case is wholly in the hands
of the Authority's General Counsel, who has full power




=

AoLOmDQL 14

-]

LTTTeY perweoet

MUEZZEE AVITEA % NLHOHIL |

o |

" 4

Memorandum for the President

=2
November 19, 1937

to act. The Board belleves it will be able to meet any
situation that may arise, but we feel we owe you a duty

to report these facts.

Respectfully submltcted,

Lar00e /YA Nae acy

ﬂcu-ﬂhairmaz)
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