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CHAPIRER T
GEVERAT INTRODUCTICN

thy this study? The Tennesses Valley Avthorily has
brovght meny matorial bencfits tn the rezion it sevrves in the
form of flooi prevention, Inproved navigation, increased
electric vower, reforestation program, sgreater recreation
facllities and other indircot bemefits that come ag a by~
product of the cnes mentionod above. The henefits of the
Tonnenneo Tellay Authorilty program ave folt tn both tahaible
and intangible orms, nct only in other parts of the ¥nitod
Btates, but also in the rest of bthe warld. TWherover thero is
a river the waters of which po intc the sea without baing
uged, wheraver there are vallerys that are Tlocded by seasoral
overflow of water in the rivers, and wherever ithere is pove
erty in the midst of this potentisl gourece of wealth - people
have looked to the TVA ldea fop\aﬁ—imprdvement in their eco~-
nonioc stetus. The governments ffom every conbinent on the
ea~th are atbenpting to dovelop projects similar to the ones
developed by the Tenpessee Valley Authority. The Government
of the epublic of India has staked the very fubture of the
country orn the development of muvltipurpose projects on ita
various rivers, based on the idea of the Tannessee Valley
Authority. ’

There are not meny persons in the United States of
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America who disapprove of the ildea that is represented by the
basic features of the Tennessee Valley Authority. According
t0 the survey conducted by the Opinion Research Corporation
and reported in the Hew Republie,

Sixty-thres percent of the people approve of the Tva,
only 10 percent disupprove; 83 percent of the cditors and
educators polled approve, only 7 percent disapprove; 55
percent of Republicans approve, only 17 percent disap~-
prove.

However, in spite of the general approval of the basic
jdea, voices have been ralsed against certain aspects of the
progren or the menner in which they are being operated. The
most importent and the latest of all objections has been‘
voiced by people who object to the idea of TVA getting into
steom produced electric power generation. They think it is
the first step towards nationalization of the public utili-
ties.® Related to this question is the charge that ilhe TVa
power producing program is not an accurate "yardstick" to
measure the effectiveness of privately owned public utility
companies. They hold that TVA 1s able %o meintaln low
power-rates because it is able to escape many expenses that

a privately owned company cannot. In the words of Eugene A.

Stephenson:

lep Cose of Semantics," New Republic, 123: 4-9;
July 29, 1950.

2ugreeping Socialism” is the current popular term
that is being used Lo express the idea.



These include a variety of taxes, such as certain
local proporty taxzes and franchise paywents, unemployment,
sales and use taxes, Federal corporation-incoms, electrio
energy, together with such fregquently forgotten ltems as
sutomobile licenses and state and Federal gasoline £ax0s .9
It is also charged that interest on most of the money
thet is invested in the power propgram is not shown in the
publie financial statements. If all these items are added
and included in the acocounts, the figures arrived at would
show a losg on the power program. If proper allocation of ex~
penses were made between the variocus major phases of the pro-
gram, the new figures, 1t is charged, would further demonstrate

the uneconomical operation of the power programe.

Purpogses. It is the purpose of tvhis study (1) to survey

these charges and the ones allied io them; (2) to examine the

arguments on both sides of the controversy; (3) to arrive at
a conclusion after welghing oll the evidence. In the begin-
ning, in order to acqueint the reader with the problem, a
quick survey of the operations and activitios of the TVA is

made.

Scops ond limitavions. An attempt is made to confine

the discussion %o the question of the steam power generation

activity of the Tennessee Valley Authority und the problems

S3tugene A. Stephenson, "The Electric Power Supplied by
TVA Isn't So 'Cheap'," The Saturday Bvening Post, 226:10,
September 26, 1953.




related to it. This limitation is necessary in order to
treat the subject adequately as wcll as to avold getting in-

volved in toco brosd a3 Tleld.

Methoo of approach. The study starts with a brisf
survey of the history, activities and the accomplishments of
the Tennessee Valley Authority. 1% then goes into pervinent
aspects of the financial stalements as well as the ateam-
plant power program of TVA. Next, the controversial points
of the TVA steam-gonerated power program are taken up and
discussed. The general approach to that section of vhe study
is first, to present crguments on both sldos of the question;
second, t0 examine the facts; and, third, to draw conclusions.
Finally, the guesbion of the charge of "erceping socialism®
agalnst TVA's stesm-gensrated power program is discussed. An
attempt is made towards the end to sum up the whole study and
to present an overall evaluation of the question.

The Tennsssee Valley Authority is such a vast subjeet
that the present writer had to eliminate many aspscts of the
TVA program from the discussion in order to confine attention
to one particular aspect that could be'dealt with adequately
and thoroughly. The subject chosen 1s of particular interest
at the pregsent time begouse of the President's directive re-
quiring the Avomic BEnergy Comrission to negoviate a contract

with rrivats electric power companies to supply electric



enercy to the TVA system in exchange for power supplied to

ctomic plants by the TVA. fccordinz to the New York Times:

This would involve the private construction under
A.E.C. contract of a (107,250,000 steam plant at West
Memphis, Ark,

Power from this plant would feod 600,000 kilowatts
into the T.V.h. system t0 replace an egual amount of
pover the T.V.A. is dellvering to the atomic plant at
Paducah, Ky.4

This directive of vhe President has revived an old

controversy and has been partly responsible for one of the
longest around~the-clock debates in the history of the Unlted
Stabes Senate. It has once again raised the questicn of
whother TVA should expand into the steam-generated electric
power field.

The main features of the controversy which is centered

arcund the proposed contract between the AEC and the Dlixon=-

Yates private power group are also included in the discussion.

4New York Times (June 18, 1954), p. 1.




CrATTIDR IT
TVA -~ TODAY

The watershed of the Tonnessee River consisls of parts
of seven states, including most of Tennessee, much of Alabama
and Morbh Cavclina, and smaller parts of Virginla, Kentucky,
Jeorgila and Mississippi. The Tennessee Biéer is the chief
tributary of the Ohio River which, in 1ts turn is the main
tributary of the Mississippl River. The Temnessee Valley has
an area of 41,000 sguare miles, or 26 million acres. The
average rainfall in the Velley is 58 inches. It rains as much
as 84 inches in some areas. Most of this rain falls during a
definite semson, instead of being uniformly spread throughout
the year. This seasonality of course, creates overflow prob-
lems. Bsfore the TVA dams were buillt the rains used to cause
widespread floods abt irrsgular intervals from fiftean to twen=-
ty-five years. Chattanooga, the largest e¢ity in the Valley,
is situated on low land beside the river and hence was subjeot
to serious damage.s Ploods were alsc comnon because the trib-
ubaries of the Tennessee River had a tremendous drop and the
waters charged downhill et a torrential pace. Tor example, in

a hundred miles the drop is approximately from 6,000 feet to

S3ee map on De 7e
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035 feet {at Knoxville).®

The Velley arsa possesses a greab diversity of soils.
More them 1,200 different soil types and phases are found
here. Most of bthese are suitable for growing a wide variety
of crops ond plant products. The growing scason varios from
150 days at bthe highest elevation, to %00 days in the low-
lands, thus allowing growth of many kinds of soil produets.v

The forest resources of the Valley include most of the
haprdwood species found in eastern United States. JAmong the
different species to be found in the reglon are several south-
ern pines and in the Appalachisn highlands, many of the typi-
cally northern conifers such as white pine, hemlock, spruce and
rir.®

The estimated present population in the Valley is
5,800,000, It is made up of relatively homogenous groups, a
large percentage of whioh are native-born lnhebitants. The
Tennessee Valley is primarily an agricultural area with most

of its people living in rural areas. Though the region is
developing industrially today much fasbter than the United

8Sherman M. Woodward and Van Court M, Hare, "A Great
Public Utility," Queen's Quarierly, 55:1:1-2, Spring, 1948,

. H, Satterfield, Tennessee Vslley Resources - Their
Development and Use (Knoxville, Tennessec: Tennessee Valley
Authority, 1947), p. 2.

8l0c. cibe
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States as a whole, industrialization during the 1l8th and 19th
conturies was far less than in the Bsast or the Middle West.

The industrial backwardness of the Jouth was dramsbio-
ally put by Henry . Grady, editor of the Atlanta Constitutioan
in 1895, At the tlme of the death of a "one-gallus" Mr. Crady
is guoted as saying:

They cut through solld marble to make his grave, and
yet a2 little tombstone thoy put above him was from Vermont.
Thoy buried him in the heart of a pine forest, and yet the
pine coffin was lmported from Cincinnati. They buried him
by the side of the best sheep-grazing countyy in the world,
and yet the wool in the coffin bands and the coffin bands
themaselves were brought from the Rorth. They buried him
in a Hew York ocoa% end a Boston pair of shoess and a shirt

* from Cineinnati. The South didn't furnish a thing on earth
for the funeral bub the corpse and tho hole in the ground.?®

The quotation above was applicable to the Tennessee
Valley because, despite great natural and human rescurces the
Vallsey was far behind the nation in economio development in
1955, Many of the region's resocurces viers undeveloped while
some were badly depleted - soll and forest resources belng scme

of them.L®

Historical backeround., The potentlal wealth of the
Tennessee Valley was recognlzed long ago and as early as 1824

Congress considered the improvement of navigation at Muscle

Oilarry . Curtiss, "The TVA and the Tennessee Valley -
What of the Future," Lend Economics, 58:4:339, November, 1952.

10satterrield, op. cit., p. 3.
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Shonls, where the Tesuncssee Rlver dropped nearly a hundred
feet in fifteen wiles. In 1831 coastruction was started on a
canal around the shoals. In 1834 it was opened for navigabion
but proved imsdequate. Through the sucocceding yesars other
meoans were considered, tut not until 1917 were adequato mea-
sures undertaken.ll

Congress authorized the War Depardment during the
Firgt World War to construct two nitrate plants and the Muscle
Shoals Dam. The Dam was to be used to generate power for the
nitrate vlante and to facilitate navigation. It was completed
{n 1926 and became known as Wilson Dam.1®

The idea of the TVA had its birth at some of these ond
earlier experiments vhere it was realized that multiple-purpose
advantages could be derived from the unified development of
the natural resources of a val}ey rogion. Immedlately after
the end of the war, the dlsposition of Muscle Shoals propor-
bies became a controverslsl subject. There were those vwho
wanted the Federal Govermments to continue operating thenm,
vhile there were others who were strongly in favor of trans-
ferring the properties over to private enterpgrise, either by
8ple or lesase. 3Several proposals were made by private inter-

ests to tako over the properties. Most seriocusly considered

llsherman M. Woodward and Vgn Oourt M. Hare, i Greab
Tublio Utility -~ The Tennessee Valley Aubthority," Jueen's
fuarterly, 55:1-3, Spring, 1848,

131pi4.
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was the offer of Henry Ford to purchase the nitrate plants
and to lease vhe Dam. On the cther hand, there was great
pressure o develop the facllities as public property. The
TV4 Annual Report for 1955 quotes a surmery which reveals
that from July 19281 to May 1938 there were no less than 178
bills introduced in Congress affecting the disposition of
Muscle Shoals. Many of thesc embodied the proposals of pri-
vate power or chemical companies or other industrislists; the
others were gsnerél leasing bills or proposals for oubright
public o»peration.l3

Senator George W. Norris of Nebraska was g very

staunch advocate of government operation of the facilities atb

Muscle Shoals and of expandinz its benefits. He sponsored a
gserles of bills %o this effecte Initially he encountered
great opposition and two of his bills were vetoed by President
Coclidge and President Hocver. However, due to his persistent
efforts and due bo national, political and economic changes,
sn act was eventually'passed Tfor the unified development of
the Tennessee Valley and the taking over of the Muscle Shoals
-properties. The Act was to be known as the Tennessee Valley

Authority Aot of 1933. It was approved by President Roosevelt

18annual Report of the Temnessece Valley Authority, 1953
iggs?ingtogé D. G,: United States Government 76ing Of{i66,
Sly Do »
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on May 18, 1933,14

Before the basic provisions of the TVA Act are examined,
1t would be well to take a lcok at the economic and social
conditions that prevalled in the Tennessce Valley at the time
of the psssage of the Aet,.

The diet of the people of the region was inadequate and
medical facllities were poor. In the year 1934, one person
out of every four had an atback of malaris. Fer capita income
in the 122 countles of the Valley was $148 g year, ln contrast
to the national average of $368. Thisg poverty wms reflected
in the schools, hospitals and highways of the region which were
generally of “meagey or of poor quality.”ls

Scven million acfes In the Valley were suffering from
progressive erosion. Top s0il was gone on one million acres
and 220,000 farms in the basln were faced with soil deatruc-
tion. Due to weasteful practices large seetions of the 14 mile
lion acres of the timber rezources of the region were beginning
to show Pascare of burning, wasteful logging and uncontrolled

or illmanaged grazing."18

147v) Annuael Report, 1953, pp. 80-81l.

158ermard Frenk and Anthony Hetboy, "TVA's Unfinished
Business," Yale Review, 40:45, Summer, 1950,

16Ibia.
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Basic purpcoe of IVA Acts The purpose and guiding
prineiple of the TVA Act were defined as follows:

To improve the navigebllity and to provide for the
flood control of the Tonnessee River; to provide for re-
forestatlion and the proper use of merginal lands in the
Tennessgsee Valley; to provide for ihe agricultural and in-
dustrial development of sald valley; to provide Tor the
national defense by the oreation of a corporation for
operation of govermrent properties at and near Muscle
Shoals in the state of Alabama, and for other purposes.l?

The President was euthorized by Congress who, in turn
guthorized the TVA to aid in

e« o o the proper use, conservation and the devolopment
of the natural resources of the Tonnessee River drainasge
and adjoining territory as may be related to or materially
affected by the development conscquent to this Aect, and to
provide for the general welfare of the citizens of said
areas.

It was further stated that the purpose of TVA would be
to achieve!

(1) The maximum amount of flood control; (2) the mexi-
nun Gevelopment of said Tennessce River for navigation
purposes; (3) the maximum generation of electric power
consistent with flood control and navigation: {(4) the
proper use of marginal lands; {(5) the proper methods of
reforestation of all lands in sald drainage basin suitable
for rcfeorestation; and (6) the economic and soeigl well~
being of the people living in said river basin,

179nived States Statutes At Lerse, Vol. 48, Part 1
{Washington, D. C.: United Staves Printing Office, 1934),
Pe 58,

18satterrield, op. gite, DDe 5-6.

19y, 5. Statutes, op. cit., po 69.
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The Act granted wide powers to the TVA in such gensral
terms that, iv order to carry ocut the mandate given it by
Congress, the Board of Directors of the Authority had to make
ecrtain basic poliey decisiong in the early days in eorder to
translate the general purposes into specific activities. As
Mr, Curtiss, one of the Directors of TVA sald, "It is correct
t0 say that the essential characteristics of TVA as 1t exists
today; while conforming to the reguirements and spirit of the
Act, are basically the result of many decisions made by the
TVA Board over the years since 1933,"20

An examination of how the six aforcmentlioned provi-
sions of the Act have been put into practice and the activi-
ties that TVA has undertasken is appropriate at this time.

Administration. In order to put into practice the
basiec purposes of the Act the Congress set up a sovermment
corporation which, in the words of President Roosevelt was
t0 be ""clothed with the power of govermmenc, but possessed
of the flexibility and initlative of a private enterprise.?
The corporation directly reported to the President and the
Congress, It was completely independent of inberference by
any other branch of govermment. It was t0 be located in the

region it was supposed to serve. The name of the corporation

80Curtiss, op. cib., De 334.
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was t0 be the Tennesses Valley &uthorityazl
According to Sechion (2) of the Lcet the administra-
tion of the TVA Act was 1o be in the hands of a bthrse-man
board of direetors, appoinbted by the President by and with
the advice and consent of the Senate. The Chairman of the
board was to be designated by the President.®® The direc-
tors were subject to removual gt any time by a concarrent
rasolution of the Senste and House of Representatives.25
The acbual administrative setup of the Authorlty was
left to the board of directors and the Congress placed no
statutory limitation on theme The Aot merely provided thatb:
The board shall . . o appoint such managers, assistant
mapagers, officers, employees, attorneys ani agents as
are necessary for the transaction of its business, fix
their compensation, define their duties; require bonds of
auch of them as the board may designate and provide a
system of or%anization 4o £ix responsibility and promote
efficiency.?
Merit and efficiency were to be the sole test in the selec-
tion of an employee for the Authority and no political con-
sideration was t0 be given in such appointments.
The bdoard of directors of TVA follows a policy of

laying a clear and broad framework of policy within which

217VA Annusl Report, 1953, p. 82.

22{fy &: Shatibes, op. cib., . 5%
28Ypid., p. 60 (Section 4=f).

241pid., p. 39 (Heetion ).



18

TVA acsvivities are to procesd, leaving to specilalists the
making of decisions within that framework. DBEach deparitment
has its own written administrative bullebtin, explicitly
stating the duties and responsibililities of the dspartment,
the divisional organization within the department and powers
and duties of its officials.®®

In addition to its autonomous status IVA is also
unigue in the respect that Tor the first time a federal
agency is given the responsibility of developing all the re-

sources of a region. The development of resources in one
field is interdspendent on the development of resources in
another fleld. For example:
s+ » o PTiver regulation for navigation, flood control,
power and malarias control benefits industry, forsstry,
and agriculture, which in turn affect the river and the
protection of its watershed; that industrial and agricul-
tural practices affect stream sanltation which is related
to recregtion and to fish life. Similarly, the reservoir
projects cannot he considered indepemdent of one another,
whether for engineering design or for operation.26
Finencial. In the past twenty years the source of TVA
funds have been largely congressional appropriations, although
issue of bonds and increased earnings from its operations

have accounted for some of the funds the Authority has used.

A8Heormen C. Prichett, "The Tennessee Valley Authority,"

A Study in Public Administration (Chapell Hill: The University
of North Carclina Press, 1943), De 169.

2Bgattereicld, ops Cit., Do 7.
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Transfer of properties, etc., have also accounted for some
available funds for the Authority.

Figurs 1 shows the funds that have been made availlable
through Congrossional appropriations as well as through oper-
ation of the facilities of the Anthority.27

The figure shows a more or less uniform rate of ap-
propriation for the first seven years of TVA's operations.
This was the period of normal growth for the Authority. On
the average, about one dam was completed per year of TVA
operation. Then casme the war and with it a greater demand
for power to supply the defense industries. Vork was speeled
up on the' construction of dems and within three months (Feb-
ruary, March and April) in 1942, four dams were complebed.
Two other dams were completed in 1943. Looking at the figure
we find Congressional appropriations were pretty close to
$200,000,000 in 1942, and $140,000,000 in 1943. 1942 also
saw the construction of the first stesm plant in the Valley.
It was the Watts Bar Steam Plant. The appropriations for
the next few years were not very substantial and the years
up to 19850 saw the completion of only three more dams. Then
came the years 1951 and 1952, which saw TVA get into the

. Steam plant generation of power and the demand for funds once

27information obtained from the Annual Reports of the
Pennesgee Valley Authority, 1934=53,
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again skyrocketed. The appropriations for the year ending
June 30, 1953 preached 1 3236,087,000. Thkese three ycars saw
the completion of some of the greatest steam plants in the
world. An investmcat of $84,775,%40 was neoded for the com-
plotion of Johnsonville steam plant alone. Exocept for the
Renbucky dam, this plant represents the highest invesiment
that the Authorlbty has made in any single physical unit,<8

Taking an overall view of the sources and d&isposivion
of all funds for the twenty yesr period ending June 30, 1953
some interesting facts are rovealed as shown in Tabls I,

Tobtal Congressional spprorriations for this veriod
amount to 31,597 million. Proceeds from the sale of bonds
wero $65 million (of this $%4 million worth have been retirved
and are ineluded in the amount showing repayments to Treasury).
$45 million worth of property was transforred from other fed-
eral agencies, such as Army Engineers, to TVA duriung this
perlod. The gross revenue from the income-producing programs
was equivalent vo {877 million. The total funds avallable to
TVA were 72,584 million.

The total not investment in plants was $1,149 million.
(This did not include a 3170 million depreciation figure which
is snown under "expended for operations" heading). TProjects

under comstruction as of June 30, 1953 amounted to §210

28300 Appendix A.



TARLE 1”

SOURCES AND DISPOSITICK OF TVA FURDS
1833 - JUID 30, 1953

M

¥Millions
Received from the U.S, Treasury - - = = = = = = = = = 81,707
Appropriations = - - = = = = =~ « = = « = $1,599
Bond proceeds = = - = = = = = = - - - - - 65
Propepby = = = =~ = = == == = = « o =« = 45
Recelved from customers = = = = = = = = = = =« = = =~ =~ 87v
Gross power revenies = =« - = = = = = ~ = 895
Gross chemical revenues - - = = = =~ = - - 187
De, 504
Invested in plent (net) = = = = = = = = =« = = = « =« 3,359
In gervice (Power §803; other %348) ~ ~ - 1,149
Undoer construohbion = « = = = = = « = = « 210
Expended for operations
(ineluding depreciation) = = = =~ = = = = = = = = = = 768
POWOY = = = = = = = = = = = = = = = = = = 489
Chemical production = = = = = = = = - - - 171
Navigation, flood control, chemical
research and testing, resource
development = = = = = = = = = = = = - - 158
Nepaid to the U.S. Treasury = = « =~ = B T L S 213}
From power proceeds = =« = « « = = = « « = 81
From other proceedd = =~ = = = = « = « « = 17
$$R,855
Onhand « = = = = = = = & & = @ = = = " - - - - - 322
(Cash, receivables and inventories, less 48,584

current liabilities)

¥
. Director of Information YVA, Yacts About ZVA
Quarations (Kuoxville, Tennossee: Tennessee Valley Authority,

954), p. 19.

ot
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million. $796 million wers spent for operations (including
depreclation} of the TVA program. 598 million were returned
0 the U, S« Treasury. This inocluded the rotirement of $3L
million worth of Bondse. The balauce of the funds accounted
for the cash, receivabls, atc.

The net smount of £1,149 million represents the net
investment in all TVs assets. The deprecisted value of this
investment 1s £1,319 million. If the investment of §56 mile
lion be reduced from this emount for chemicel and general
plants, $1,260 million are left for water control and power
production. These Joint costs are allocated by TVA to var-
fous programs. The costs for the power program are allocated
in the manner described helows.

The power facillties of TVA are divided into two
groups. One group consists of fgellitias which are used for
the sole purpose of produeing power. They consist of single-
purpose dams for production of hydro-aelectric power, steam-
plants and other power facilities. The other group consists
of multiple-purpoge projects whioh are used for navigation
and flocd-control, as wsll as for the preduction of powars

The TVA is directed by Sectlon 14 of the TVA Act of
1933 to alloeate the costs of multiplo-purposs faeilitles to
the variocus programs. For purposes of alloeation TVA divides
the investrent in multiple-purposs projects into two classes:

{1) Costa of facilities uzed for s single purpose and
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assigued entirely to thet purpose, such as powsrhouses end
gencrators provided for the production of pawer, sluiceways
and portions of reservolrs to maintein flood control storage,
or locks and river channel improverments provided for naviga-
tion; and (2) costs of facilities which serve several pur-
poses jointly, such as most of the investment ilu dams end
reservoirs, which are allocated among the several purposes
served.ag

As of June 30, 1953 the total investment in water
control and power Pacilities (not including depreciation and
construction in progress) was $1,263.5 million. £718.7 mil-
lion of this was in multinle-purpose facilities gnd $544.7
million was in single-purpose faciiities, the latter belng
exclusivaly for the production of power.

The power program accounted Tfor £379.77 million of
the total investment of $718.7 million in the multiple~pur-
pose projects. This was 52.8% of the totel. Of the total
investment §1,283.5 in water control and power facilities
the power progrsm accounted for £924.5 million, or 73.5% of
the total. Details of the allocation csn be more sasily

examined in Table IX.

29Facts About TVA Operations, P 3.



T4BLE IIY

ALLOCATIOSN OF INTVESIMUNT IN EULTICLE-URPOSE PEOJECTS
JUNE 30, 1953

s
-

i

Allocation of

Yurpose Direct costs common costs Total
Percent AR ount Arount Yercent
Navigation = =~ = = = « =« =« $45,934,051 27.0 211,645,189 £156,560,240 21.8
Flood control - - = = = = 55,367,000 BLleG 127,038,217 188,405,217 25.4
Power « = = = = = = = = = 207 ,64¢,707 4240 172,116,294 378,766,0CL 52.8
Total = = = = = =« = = 308,950,758 100.0 409,600,700 718,751,452 1C0.C

ATLOCATICN OF TOTAL SYSTE INVESTMENT

Allocated Single-~purpcse hydro,
investment in steam-electric and
mal biple~purposs other eleciric Total
hydro-projects plants Amouns " Percent
Navigation - = = = = = = $156,580,24C = - = = = = = = = = £156,580,240 12.4
Flood control - - -~ - = 187,408,817 @~ = = = « = = = ~ = 188,405,217 14.4
Power -« -« « « = = - 275,768,001 $544,747,488 g24,513,490 V3.2
Total = « = « = = = 718,751,453 544,747,488 »l,263%,498,547 100.0

*TVA Annusl Report, 1953, p. A89.

1514
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TVA getivitiss.5° The Tennessee Vallsy Authority in
1953 owned and oporated btwenty-nine major dams, nineteen of
which were build- by the TVA itself. TVA's chain of rescor-
voirs provided nearly twelve million acre-feet of shorage
for flood waters. The 630 mile navigation ehannel provided
a ninimum of eleven foot depth for barges and towboats over
river roaches whore limiting low-water depths in 1933 ranged
from one to four fest. In 1952 gbout 800 million ton-miles
of rfreight were transporied; while in 19335 the river carried
only thirty-three mill;on ton-miles,

TVA gensrated twenty-four billion kilowabtt-hours of
olectricity at 1ts hydro and stoam plants during the year
1953, while in 1933 the entire region now served by TVA used
but 1% billion kilowatt-hours for all purposes. Yolnting o
the benefits of the power program of the TVA - the Annual
(1853) Report of the Authority records:

One hundred forty-cight municipal and rural coopera-
tive systems, locally owned and managed, distributed more
than ten billion kw=-hr. of TVA power to 1,300,000 home,
farm, businoss and industrial consumers. This ineluded
423,000 farms and 163,000 people living in small rural
communitises, most of whom had no electricity twenly years
ago - and little prospset of obtaining it. Due to the

aggressive rural clectrification programs of the munici~

pal and cogperative systems, the propoltion of farms
electrified has risen from three percent in 1933 to

B0Main source of information under this heeding has
been the Annual Report of Tennessee Valley Autbority for the
fiscal year cnding June 30, 1859,
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ninety percent today . « « In the fiscal year 1953, the
average valley.region home used over 4,300 kw-hr,, oOr
nearly double the national average home use. Comparative
annual bills wore 556 in the valley and $82 in the
nation.dl

The rest of the energy was used by the Atomic Energy
Commission and other heavy oconsumers in the region.

Anothor activity of the TVA is in the recreation
fiecld. "By the ¢nd of 1952, the recreation facilitios and
equipment on TVA lakes and shorelineos wers valued at $40 mile
lion, owned by private businesses, individuals and state and
local governments."S2 Fish are found in abundance on the
TVA lekes. The lakezs are open for sport fishing, all the
year around. Commercial fishing is also allowsad., Over two
million pounds of fish and over 8,000 tons of russel shells
earned over $800,000 for commercial operators. TVA's chemi-
cal plant facilitles at Musele Shoals in Alabama and at
Columbia, Tennessee produced 48,000 tons of caleium meta-
phosphate, 141,000 tons of concentrated superphosphate,
26,000 tons of fuged tricalcium phosphate and 197,000 tons
of ammonium nitrate fertillzers during the year 1952-1953.

The chemical facllities of the TVA were of benefit to
the nation in various other ways. The installations are

8lAnnual Report of the Tennessee Valley Authorit
1953 (Washinzbon, D. C.: Uni o7 Btates (ororonent Printlng

Office, 1955), Pe 4o
327hid., pe 5e
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easily convertible into munitions plants and laboratorles at
short notice (as during the Korean War); knowledge of re-
gearch carried on at these laboratories has besn made avdlle
abla to the fertillizer industry in the pest; phozbhate and
nitrogen fertilizers produced by TVA were used on farms in
thirty-six states a8 part of the program bulilt around recom=-
mendations of the agrliculture extension services; a small
proportion of the TVA fertillzer output was used in test
demonstrations on private farms in twenty-one states. During
the fiscal year 1953 about 2,400 farmers in twenty-one states
received fertilizers Tor test demonstrations from TVA faecll-
itiﬂScss

TVA has helped in improving the forest resources of

the region. Over half of the valley land area consisgts of
Torests and woodlands and is mostly in private ownership.

In 1953, nearly 3,900 landowners planted on 15,500
acres about 16.5 million seedlings provided by TVA nurs-
eries. In the past twenty years, about 812,000 acres
have been reforested in the Valley. ‘IVA nurserles have
produced 2905 million seedlings.34

In 1942, few if any private forest holdings were being
managed for sustveined production. Since then 285 forest
management demonstrations have been established through-

out the Valley, dealing with all maior forest types and
reaching all classes of ownershlp, large and small,

SSanmal Report of the TVA, 1953, P 6.
541bid., pe 7.
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institutional and private. State extension and forestyy
agenocles and %rivate landowners have worked with TVA in
this offort.s

The sconomnic expension in the TVA region has been couw-
paratively higher than the rest of the nation. The report
says!

Since 1829, there has been an increase of sbout 1,600
manufacturing and processing plants in the Tonnossse
Valley and the area served by TVA power. Eetween 1929
and 1950, the number of Jobs in manufacturing esveblish-
ments increased by 72 peroent, 2s compared witbh an in~
ereasa of 41 percent in the Nation es a whole, The per
capita income of the region, which was 44 percent of the
national average in 1929, was 61 percent in 1952. The
seven States of whioh the Tennessee Valley is a part
have been paying an increasing proportion of the Lotal
individual income taxes of ths Nation. In 1933, the
people of these States paid 3.4 percent of the total of
individual income taxes in the country; in 1852, the
vayments from these same seven States was 6.2 percent of
%h? tct%é -~ almost double the proportion of twenty years

arfGre.s

#GAnnual Repart of the TVA, 1953, p. 7.

%81pid, p. Be



CHAPTER TII
STEAM GENERATED BLECTRIC POWER

The lezal aspect. Thc Tennessee Valley Authority ls
basically organized for the purpose of daveloping muitliple-
purpose projects in the Tennessee Valley. The TVA idea 1taself
is associated in the popular mind with dahs built across riv-
erg Tor flood-control, navigation and generation of hydro-
electric power. Therefore, when ths TﬁA announces its inten-
tion of building steam plants to fulfill its power obligations
the question is ralsed if the TVA is not overstepping the
bounds prescribed to it by law.

An exsmination of TVA Act of 1933 reveals thet at three
different places the Congress gave an indication of i1ts inten-
tion to let TVA operate in the steam genersted electric power
field. Section 18 of the Act clearly speclifies that the TVA
was to complete the construetion of the steam plants near the
nitrate plants, and to cperate them.37

In Seotion 15 of the Act the Congress authorized the
TVA to issue bonds for the "construction of any fulure dam,

steem plant, or other facility to he used in whole or in part

for generation or transmission of slectrlo power."58

375, 5. Statutes, p. 161,
58Ipid., p. 66.
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The Oongress gave wider powers to the TVA in Sectlon
4 of the Act in which it was authorized to Yconstruet dams,
reservoira, power housos, power structures, transmission
lines, nevigation orolects and incidental works" in the
Tennessee River and its tribataries and "to unite the var-
ious power installations ipnto one or morse systems by transe
mission lines,®%?

In 1948 when tho TVA was trying to obtaln appropria~-
tions for the oonstruction of Johnsonville Steam Plant the
question of ﬁhe legallty of the proposed construction was
brought up.49 In the opinion of some ohservers it was the
first time that the problem of the expansion of TVA power
facilities was to be faced with a clear-cubt guesticn. In
the past it was Pfelt the power phase of TVA's expansion pro-
gram was always linked wlth other aspects of TVA's activi-
ties. Thus, the power question was not discunssed wholly on
its merits.®l

Mr. Jogseph C. Swidler, TVA General Oounsel, in & rieme
orandum to the Board of Directors on the constitutionality

of "Proposed Steam Plant at Johnsonville, Tennessee" stated

39U, §. Statutes, p. 61.

40vTyq plan would break the tie that binds federal
power systems to rivers; requests funds to tmild steam-power
plent," Zlectric Yorld, 129:17, March 20, 1948,

4lvpyats Burming Issve (Fuel)," Public Utilities
Fortnightly, 41:788, dJune &, 1948.
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that in his opinion, TVA had the statutory authovrity to con-
struct steam planis. He also polnted out ths fact that the
legislative history of the TVA Aet proved that Congress it-
gelf did not regard the ccnstruclion of steam plavts as
presenting a constitutional problem.43 In the controversy
that has followsd since, the construction of steam plants by

TVA has not been challenged on legal grounds.

Why steam planits? As we have seen, TVA was not pro-
hibited by law tc buliid steam plants, elther by issuing bonds
or from direct Congressional Appropriations, yet it was not
until July 31, 1840 that the comstruction of the first steam-
plant was suthorized by the President.?® This need for steam
plants to supplement the hydroelectric power is Inherent in
the type of activitios the TVA has undertaken.

The continuous supply of hydroelectric energy depends
upon the constant flow of a rivér within definite level lin-
its., But the level of water in the rivers depends upon the
unpred jctable weather. In bthe Tonnossee Rlver and its trib-
utaries the water level varies considerably becauss of the

N

42congressional Record, Vol. 94, Part 9 (Washington,
Do Co 1 United States Govermment Printine Office, 1948),
pe AL171.

43pnnual Report of the Tennessee Valley Authority, 1941
iﬁaigingtog, D. .t United States Government rrinting Office,
94 9 pt 2.
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scasonal rainfall in ‘the regzion. In periods of ample supply
of water the bturbines of the hydroelectric power houses gen-
erate ample electrisity, bubt in dry periods there is a
shortage of power. The hydroalectric companies geunerally
contract to0 sell power at their peak oapaclty level. They
have o0 maintain a steam plant as a standby to supply power
to the system when it does net rain adequately.44

Cheap hydroelectric power itsslf serves as a factor
in ereating a demand for more power. With the availabllity
of cheap power, new industries move into the region. With
new indusvries come more peaple who consume nore power.
This grovth continues until a ¢eiling is reachoed for the
capagity of hydroelectric plants. In order to meet the in-
ereasing demand for power the system builds steam plants.45

Steam plants can be builb quicker and chesper than

hydroelectric plants. In times of emergency power is needed
ut short notica. Cost of power is not the most iwportant
consideration. During the war the defense industries in the
Valley resion needed power and the Congress suthorized the
building of the Watts Bar Sveam Plant.4®

Since the end of the war the power requirements of

44npyA Moves Into Steam 0 Fill Power Weeds for Atom,"
Business Wegk, June 18, 1951, p. 929.

451pid.
481pid., p. 100.



the defense plants of the region have been incroasling and

the TVA has been able to meebt most of this demanda. The de-
mand of atomic plants has been quite spectacular. . In 1950,
Atcmic Enorgy Comnission was drawing 250,000 kilowatts from
TVA. It was expected to ivoreass gradually to 640,000 kilo~
watts in two years. Then cume the CGommission's demand to
supply 1,288,000 kilowatts of power to its Paducah, Kenbtucky
plant. TVA agreed to supply half of it by building a steam
plant.47 ATC's demands have still been increasing and the
TVA has been building more steam plants to meet these domands.
The situation now is that about 507 of TVA power goss to ALC,
25% to industries conneeted with defense program and the rest

to meet othor needs,

Developument of steam planbs. The TVA completed vhe

Watts Bar Uteam Plant on Tebruary 15, 1942, It was the first
steam plant to be constructed by TVA. Long before that date,
howsver, TVA was already cwning—ani operating several sveam
plants. At the time the Aubthority was oreated, Congresa
transferred to the new corporation bhe Wilson Dem and the
sbteam plant at Muscle Shoals. In addition, during the fis-
cal year endlng Juane 30, 1935 the TVA acquired four small

stand~by steam plante as incident to the purchase of certain

477 VA Moves Inbo Steam to Fill Power Needs for Atom,"®
Ps 99
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lines from the Mississippi Power Gompany.éa

Then, in 1939 IVA rurchased sope sieam units from the
Tenngssee Power Company.2® After the conmstruction of the
Vatts Bar Stoam Plant Congress was reluetant to appropriate
more money for the comstruotion of stoan plants. In 1949 the
Congress finally appropriated funds for the construction of
Johnsonville plant. The plant was oompleted on October,
195l. Two more stesm plants were subsequently bulils: Widow's
Creek completed in July, 1982; and Shewnee in April, 1953, 90
Construotion i3 continuing st Kingaton, Colbert and scme
smaller steam plants.51 In 1053, TVA tried to get approprige
tions for the Fulton Plant near Memphlas, Tennessee and wes

met with opposition from the Presidont snd the Congress.b®
Yhe table on the following psee shows the date of

eompletion'of stemm-plants by TVA and their costs. It also

ghows the cost of acquired plants.

4€snnual TVA Report, 1838, pe 15.
q"*’ltﬁcngrtas!u:zi!.m:xa]. Record, Vol. 94, Part 10, p. AZ2860.
S0apnual TVA Report, 1853, p. ABS.

B5lmyore Steam Planbts for TVA - Uoals Bet by Chief
irzer," Enginecring News Record, 149:60, July 24, 1952,

SErpight Over T¥A's Tuture,” Business Week
Fobruary 13, 1954, pe 2Q. ’ —

g
&



34
TaRLE TIT”
CTRALM PLANTS BUILT AND ACOUIRED &Y TIVA

[ oo
Yemeenitiuons

Steam ‘
Vigtts Bar = = - = = ¥ebo. 15, 1948 - - - ~ - ~ §18,9075,824
Johnsonville - - - Oct. 287, 1081 « = « « « - 84,775,340
Widow's Creek -~ - - July 1, 1858 =~ = - = - - §7,433,542
Shuvmes = ~ - ~ = « April 9, 1963 = ~ = = = = 51,775,385
€ Steam plants acguired by TVA ~ =~ ~ = = = « =~ 14,166,571

U827,126,069

Twenvy-Live percent of a total investment of $925.5
million in the power program as of June 30, 1953 constituted
the Investment in steam-plants. If appropriation for the
Fulton plant were granted this percentage would have lncreas-
ed to ebout 35%. Opponents of TVA argued that if the trend
towards steanm plants continued, TVA would evontually monopo=
lize a formidable segment of the public utility field in the
area renfering private companies ineffective in competing

with it.

TVA Annual Report for 1953, p. A88.




CHAVTER IV
POINTS OF CONTROVERSY

Adeguacy of "yardstick."” AL the time when the TVA Act
was passed it was expected that the power operaticns of the
new corporation would be run on the most efficient and econo-~
mical basis. The power rates and the actual operations of
the power program were to serve as a "yardstick" %o measure
the efficlency of the operations of private power companies.

Critics of the TVA yardstick attack TVA powsr opera-
tions basically on the followlng points: (1) TVA does not pay
gtate and local tazes on the same basis as the private power
companies; (2) TVA does nobt pay interest on the total invest-
ment in the program; and, {(3) TVA pays no federal taxes. The
guestion of Interest and texes is exemined in the following
pages, In order to further evaluaite the adeguacy of the
yardstieck an exanmination is made of the costs of two directly
competing power plants which ars to supply sleetricity to the
atomie plants at Padueah, Kentucky. One is the Shawnee Plant
being bullt by the TVA and the other one is being bullt by a
private power company, the Flectric Bnergy, Inc., at Joppa,
Illinois.

Critics of TVA, partlecularly the private power compan-

ies of the TVA region feel they are belng diseriminated
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against because the TVA does not pay any Teferal taxes.
They also complain that the smounts TVA pays for loeal and
state taxes are assegsed on a lower basis than the private
utility companies.

Y¥r., C. H. Moses, Chalrman of the Board of Lirectors
of the Arkansas Fower and Light Company, testifying before a
Senatc Subcanmitiee, made several charges sgainst the TVA on
the question of taxes.9® He felt that TVA was getting pref-
erential treatment In the matter of stato and local taxes as
compared with the private utility companies in the area. He
argued that if TVA was taxed on private property on the same
basis as obther ublilities in the area, it would pay 79,000,600
in taxes rather than the 3,418,000 that it paid in the fiscal
yeer ending in 19535.%¢ Mr. Moses based this figure on the
deprecinted value of the total power plant assets.55 Thie
figure, according to Mr. Moses, was $1,009,185,256 and the
taxes paid came out to be about 237 of this figure.%® How-
ever, $1,009,165,256 includes 205,684,170 which is the smount

of money that is iInvolved in the construoction end investigation

93Hoarings before the Subcommittee of the Committee on
Appropriations, Unlted States Senate, "Independent 0ffices
Appropriations, 1958" (Washington, D. C., United States Govern~
tient grlnting Ufflce, 1954), pp. S24-402.

54Tpid., p. 368,

S9pyaA Anmual Report, 1953, ope 8ib., De Ad.
56Ibid,
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of new projeots.sv Pro jects under construction pay substan-
tially less taxes than completed projects. Therefore, if we
do not’ consider the emount spent on projects under construc-
tion, the percentage of taxes pald to the net plant value
comes out t0 be approximatoly .46%.

The Citizens for TVA, Ine., places this percentage at
a muech higher Tigure. According to 1t, the net invesiment in
the completed plant was about $710 million in the year 1953
and at the end of the calendar year 1952, the figure was
$665,709,000.58 0n the basls of these figures the percent-
ages would be .49 and +52 respectively. Whether the Cltizens
for TVA'y figures are accepted or not, it is clear that the
percentage filgures presented by Mr. Moges are not agceptable
on the grounds that units under construotlion cammot be ac-
cepted to pgy the same taxes as c¢omplete units.

Mr. Moses also suggests that if TVA were to pay taxes
on the same basis es five utility companies (chosen by Mr,
Moses) operating in Tennessee, it would pay approximately 15
times the state and local taxes it pald in 1953%. Thoese come-
penies paid approximately 5.05% of the net utility plant in
taxes. Oi%izens for TVA do not feel this figure is a good

comparison., They oite figures for othor. companies that pay

57Hearings, op. cit., pe 399.
581pia.



lower taxes. They say that, for the year 195%, Arkansas
Pover and Tight Campany paid 1.7% of its nel utility plant
value in taxes, Mid-South Utilities paid 2.75/%, Southern
Bell 3.20% and the five utilities 5.05%. According to Mr.

Yoses! cwn theory, Arkansas Power amd Light Compaay should

have paid 1} to 5 times the amount of taxzes it psid. Aand
using these same comparisons for TVA with its reduced net
plant figures, the amount it would be expected vo pay in tax-
es would be much less than 15 times the taxes paid. Cltizens
for TVA claim it would be about 4 times,.S®

The net plant value as @ basis for comparing the local
and state taxes payments of TVA and the private power (util-
ity) compenies is open to serious question. Only about half
the state and local taxes are based upon net utility plant
values. The other half of the taxes are income tazes, fran-
chise taxes and generating taxes, et0c.? It is also uaresa-
sonable 0 expect TVA to pay property taxes oh the same hasis
as private utility companies becsuse TVA is a producer and
wholesaler of selectricity while wmost private companies gener-
ate as well as distribute power at retail. TVA owns no

rlants in c¢ities, thus 1t pays no municipal taxes. Private
distributing companies pay these taxes which are higher than

S8Hearings, gpe oite., Ds 400.
801p1d., p. 399.
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taxes charged on TVA properties at dam sitos and places far
away from punlieipalitles.

I% appears that in order to meke a falrer comparison
betwasn prlvate utility companies and the TVA tax payments,
the taxes paid by TVA's distributors should be afdded to the
TVA bax figures. This totnl comes out %o be $8,557,000.8L

Looking at the tax picture from the total revenue
point of view, it is observed that TVA and its distributors
paid spproximately 6.5% of its total revenuses from ultimate
consumers in state and local texes. TFigures for 12 large
private utility companies in the adjacent avea averaged
7,452

The local snd state tax issue, as other issues in the
TVA controversy, is presented by the two sfdee in a manney
that would advance their point of view. It is clear from the
discussion sbowve that ¥r., C. H. Mosgses of Arkansas Power and
Tight Company has based his arguments on assumptions that
would show TVA in a bad lisht as far as payment of these tax-
es are concerned. During the discussion, it has been indi-
eated where his assumptions are disputabie. Yet it is true

that TVA pays less local and state taxes than other private

0lfearings, op. oit., Ds 399,

62pivector of Informetion, TVa, "Fadts About EE%
Operaticns” {(Knoxvills, Temmnessee, Tennessee Valley Authority,
1953 s Do B
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utility companies. As a governmental agency 1t enjoys cer-
tain tax exemptions which are not peculiar to itself. Under
Section 13 of the TVA Act, TVA is required to pay at least
5% of its gross rovenues from sale of power {exclusive of
sale to federal agsncies) to states and counties in which it
owns property or carries on power operstions. The minipum
payment is the amount of state and local ad valorem property
taxes paid on property now used by the TVA power program.5d
In the fiscal year, 1952, TVA and its distributors paid
37,369,547, All taxes paid when the properties were under
private ownership was $3,2%3,792 - about $4,135,655 less.64

1t is c¢lesar that TVA is paying local and state baxes
according to the limits prescribed to it by law. As we have
seen above, these tazes are at a lower rate than private
utility ocompanies (baosed on net plant value). But they are
not as low percentagewlse ags the private utillsy mroups maks
it cut to be.

Even if one accepts Mr. Moses' assumptions, TVA was
certainly in a position to psy 4 times the loeal and state
taxes that it paid in 1953. Its income from power operations

for the year after paying $3,418 million in taxes was $16.626

65Direct.or of Information, TVA, op., cit., p. 5.
64

Congressionsl Record, Appendix, Vol. 98, Part 9,
Da 346.
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million.®® It could have paid taxes on the same basis asiﬁr.
Moses®' company end sbtill have made a profit.

I% appears the most effective way bo handle the prob-
lem of taxes would be to try end get the TVA Act amended so
vhat TVA is trealted as a business entorprise and taxed sc-
cordingly. It is doubtful if the taxing agencies will claim
from TVA, 156 times the pressnt ratos paid by it, as Mr. Moses
desires,

On the question of fedoral taxzes, the private power
groups again feel they are discriminated ageinst. They say
the TVA pays no taxes (fedeval). Mr. Moses btakes bhis sane
five utility companies and says that if TVA were to pay fed-
eral vaxes on the same baslis as those companies paid in 1952,
it would be paying 328,660,000 t0 the Federal Government,
This is 2:84% of the net utility plant wvalue.

Here again Mr. Moses makes hls assumpbions $o sult his
aim, The federal taxes are not based on net utility plant
but on the profit o company makes. TVA was not set up as a
profit-making concern. Mr, Sturdevant of the Citizens for
VA claims bthat the objective of TVA is to be seli-supporting
and not to pile profits or collect taxes for the Pederal Gov=~

ernment.®® Yet TVA's earnings since 1933 have amounted to

65vyA annual Repord, 1958, op. git., p. AlZ.
66Hanrings, op. git., pe 400.
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4.1% of 1ts net plant valus.

Az to the chargs the Federal Covermment pays 1o lef-
aral taxes, supporiters of TVA grgus that all of TVA's net in-
ccme belongs to the Federal Government and not just a portion
of its income ns is the case with the private utiliby compan~
ics. Binee 1933 to June 30, 1952, TYA had psid $40 million
of power revenues into the general fund of the Uniied States
Treasury and had retired over $26 million inm bonds. Out of
net income from power sales, TVA at the beginning of the
1953 fiascal year had financed $207 million of power plant and
other assets.5?

On the ouestion of interest, Hr. John T. ¥Fiynn wrote
a vory interesting article in the December, 1947 issue of the
Reagder's Digest.ﬁa Aocording to him, it had cost $762 mile
lion to build TVA. He argued that the Federal CGoveramend
borrowed thils money and pald intersst on it. Hs calculated
the inderest on §762,000,000 and added it to the cperating
coasts Tor the 14 yoasry periocd and came out with a figure of
$329 million. He then cited $209 million as the revenue for

the pericd and then by simple mathemabical interpretation
he presented an actual deficit figure of {130 million for the

87Director of Information, TVA, op. gite, Do B

883ghn T. Flynn, "The Hidden Red Ink in TVA's Books,"
Rogder’s Dlgest, 51:129-34, December, 1947,
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14 yeuys the TVA had been in operation.

The argument TVA presents is tworold. First, it ar~
gueps that TVA is engaged in a series of activities most of
vhich are not supposed to bring in any revenus. Thus, the
operating expenses cited asbove include costs of flood control,
navigation and other activities of the TVA. Seccondly, TVa
presents the srgument, according to Mr. Kirschten, that it
does not regard the money spent in buillding its facilitios as
borroved money. 1t regards the money as an investment of the
imerican texpoyer in the TVA program.sg The dividends are in
the form of mopey pald back by TVA to the Treasury, as well
as in terms of publie security and well—being.70

It appears that TVA stands on sound grounds when ib
claims thab the efficiency of the power operations should not
be judged or its abillity to pay for tho opsration costs of
all the activities of the TVA. The second contention also
seems to have some basis because the Congress, by not demani-
ing an interest on the appropriated money obviously did not
regard it as o loan.

\ To further substantiete TVA's point of view on the

guestion dpr, Gordon Clapp is guoted:
The charge  « o can best be answered by examining

€% rnest Kirschten, "TVA - The First Fifteen Years,"
Nation, l66:658, June 12, 1948,

70pgacss About TVA Operations, D« 4.
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what the books show for the fiscal year ending June 30,
1947, In that yesr TVA showed & net overating revenue

of $21,800,000, representing a 5%% return on all noney =~
£400,000,000 ~ ilnvested in the power syssem. This is

the sum remaining after state and local advalcrem tax pay-~
monus, straight-line éeprecialing, and sll cpersting ex~
pensgs incurred in geonerating and transmitting vower.

The %21,800,000, therefore, corresponds o the sum which
a private corvoration, ubtility or otherwlse, has to divide
among those who have invested money in the business and

to pay fedsral incore texes. It 1s the significant fig-
urg in determining the finsncisl scundness of the enter~
prise.

o s s ALl of this £21,806,000, or 537 return, ls the
property of the Foderal Government, It can be divided up
according to any theory you care to use. For exemple, if
interest were charged at 2%, the average cost of money %o
the Governmant during the peried, on the entire TVA aver-
age net power investment of $400,000,000, there would
still remain $13,800,000. If income taxes were calculate
ed at the rate charged large corporations, 58% on net
income after interest, or roughly and genorously 71
55,300,000, there still remains a surplus of 58,500,000,

The statement of Mr. Glapp very adequately answers the

guestion that might be raised by eritics of TVA. It is trus,
though, that Mr. Clapp has used cersvain Pigures that prove
their point. Tor example, Mr, Clapp assumes a 2% interest
charge but this, aoccording tc Arkansas Power and Light Come-
pany, ought to be between 43% to 64.72 There is bound to be
a difference of opinion sbout the exact figures that are used
to illustzals a point. Supporters of TVA hava, in the opin-

ion of the wrlter, muccessfully shown that several of the

"lhrnest Eirschten, "TVA ~ The First Firteon Years,"
Nation, Vol. 166, p. 658, June 12, 1948,

vaﬁeél‘ingr‘s, 8h. p__i_.’t_o, Do 401,
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charges that have been leveled against TVA are based on
guosticneble grounds.

\ Befors the question of "creeping soecialism” is taken
up, one very important aspeeh of the yearstick should be ex-
anined in detall. The maln subject we ure exploring is the
" guestion of the expansion of the TVA in the Tiesld of steam~
generated electriec power. An examination of the question of
taies and lnterest was necessary ln order to later determine
the desirabllity of govermmental entry lnto ths power fisld.
But a factual examination ef the effeetivensss of TVA as con-
pared to private utilities in the steam~genersted electris
power field is essenblal to find an answer 40 ocur main gues-
tlon. |

Comparison of figures for private rower companins and
the TVA has boen difficult. This was sesn in our earlier
discussion. But for the first time, in 1950, the Atomioe
Energy Gommisaicn opensd the way to a competition that was o
be a step towards providing a direct basis of compariscn be-
tween the costs of TVA and the prlvate utility companios.

Io 1950, the Atumle Energy Commission contracted with the
Tennessee Valley Authority and a private utility group, the
Eleotric Energy, Inc., to construct separate stesm plants to

supply power to the Atomic Fnergy Commission plants at



48
Paducah, Eemtucky.?d The TYA plant was to be at Shawnee,
Tennessee, and EEL's plant was to be at Joppa, Tllinmois.
Dick Allen, writing a series of arbicles in the Commercial
dppeal of Memphls, Tennessce, desoribes the plants, their
Provlems and accomplishmeuts.74 Shawnes is & 10-unit pro=-
Joct, capable, when completed, of producing 1,500,000 kilo-
watts. The Joppa plant i1s a g-unit project, capsble, when
completed, of generating 266,000 kilowalts. Shawnes's cost
is estimabed at $216,500,000; cost of Joppa is estimated at
$195,000,000., Dick Allen says:

The design and manufacture of boilers, turbines and
generators; the fabrication of steel; the erection of
stecl on the sitej the operation of excavating emipment,
end the placing of concrete are muoch the same types of
opsrations whether at Shawnee or Joppa. Both projects
depended on private manufacturers for boilers, turbogen-
erators and the thousands of ltems of equipment making
up a modern steam plant,7?d

Both TVA and EEI enmcountered difficuliies in obtaining

eguipment. Both projects had their share of labor trouble.
Shawnee was started in January, 1951; Joppa, the following

month, The first unit of Joppa'was aupposed to have started
operating three months aheed of Shawnee. But Shewnee beat

73n7¥a Claims Better A-Plant Record," Llectrie World,
140:70, September 7, 1053,

"4congressional Record, Appendixz, Yol. 100, Mareh 25,
1954, pp. - -

731bid., pe 2879
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Joppa at construction., Its first unit started operating on

Zpril 9, 1953 end the second unit on June 21, 1953. Joppa's
first unit went up weeks after that.’©

This dusl construction program was regarded by wany
as n race between private power and public power which would
dotermmine the superiority of one over the other. As will be
shown later, the reocord proved that TVA could construct
gterm plants more guicldy thah private companies°77

As far es costs are concerned, FEI has again come out
a poor second to IVA. The following table illussrates the

point.

PABLE III
A-PLANT COMPARISOKS78

No. of units 10 6
Rate of capuciby (kw) 1,350,00C 750,000*
Capability (kw) 1,500,000 966,000
Cost of plant 216,500,000(%) 182,152,000(8)
Estimated cost per kw 145 188

*EEI has contracted to supply AEC with 735,000 kw as
compared with Y50,000 kw rated capaciiy.

** Based on capabillty.

Figures filed with SEC revealed that EZI inecreased its

78Congressional Record, loec. cit.
771bid.

78glectric World, September 7, 1853, op. eit., p. 70.
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estimated plant costs per kilowatt capacity from $126 to
$184, and the estimated cost for 4 originai units increased
from $81 million to $118,252,000 in May, 1951. Tcial eceg
estimated of 6 units is $182,152,000 or $188, per kw; e come
parative figure for TVA is $145. TVA is reported wo have
kept 1ts costs within estimated limits. The estimated costs -
for Joppa project have project have further incressed $o
$195,000,000 as indicated.

Both the TVA and EEI include a basic rate in the AEC
contract which is hgsed or cost of building the plants. The
basic rates are subject tolescalator clauses., Private com-
panies base the escalators on the costs they actually exper-
ience, thus having in effect a cost-plus contract. TVA's
rates are projectd on the basis of national indexes such as

the bullding cost index of the Engineerines Fews-Record. The

rates thersfore are affected only by changes in costs over
which TVA has no control.?9

Until the two plants are completely constructed,
it is not possible to predict the rates that the two plants
would charge the ARG, But spokesman predicted that when the
plants are complated the rates will be approximately 4.2
mills per Kilowatt hour for Joppa and 3.69 mills per kilowabt

79Coneressional Record, Appendix, Vol. 100, March 25,
1954—" po 2280'
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hour for Shawnee,&0

As was indicated bafore, the philosophy behind the
question of taxes and intersst will be discusged in the Tol~
lowing seotion. But judging from the facts and Tigures ree
vealed in the first open competition betwsen TVA and a
private power group, TVA seoms to have come oul victorious.
The issue cannot be hidden behind taxes and interest. TVA
hag pessed the test for officioncy In speed and cost of
constructing a steam plant,

I% ie interesting to note that when the Bisenhower Ad-
mwinistration decided to give the contract for a nsw plant to
a private power company instead of the TVA, the Director of
the Bureau of the Budget approached the Fresident of the
Electric Ensygy, Inc., first. He is reported to have ex-
pressed no interest in 1t.81 He could herdly have been sat-
isfied with hie Company's comstruotion psrformence in the past
gince he declined to consider a nsw offer. Another point of
interest ie the fact that whe only referance to supporb their
parformance that EEXI people cite iz a series cof four articles

in the Chicago Tribune by Mr. Clayton Kirkpatrick.52 But upon

80g s Reoopd, Appendix, Vol., 100, April 27
1954, po FoBreanional ’ ’ ’ ’
8low York Times, jusust 28, 1954, p. 53:4.

B2cnicago Bunday Tribune, October 3, 1954 and Chicasmo
Daily Tribune, October 4,5,6, 554o ’
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examination of those arvicles, the writer found no refuta-
tion of the figures quoted bofore, nor any satisfactory ex-

planation of the poor performance of the company.

"Cresping Soclalism.” One of the major issues in the

long anﬂlaround—the-clock debate on the revision of the Atom-
ic Tnergy Act of 1946 was related to the question of further
expansion of the Tennessee Veolley Authority in the gsteom-
generated clectric power field, The issue got involved with
the Atcmlc Energy Bill because of an surlier directive of
President Gisenhower to the Atamic Ynerpy Cormission. In the
directive the President had asked the Commission to negotiate
with two southern utility compenies, bthe Middle-South Utili-
tles, Inc., ard the Soubthern Conpany for a contract for the
construction of a steam plant worth $107,950,000 at Vest
Memphis, Arkansas. The plant would supply 600,000 kilowatts
of energy to the TVA at Memphis, Tennessee in exchange for
the power the Autrority is to supply the atomice plants at
Paducah, Kentucky,&d

The order was a clear indication of the fact that the
sdministration did not intend to permit further expansion of
TVA's activivies in the stenm power field. TVA had appsaled

unsuccessfully for more funds to puild & new steam plant in

B3New York Times, July 17, 1904, p. 4:8.
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the Memphis region in order bo meet the normsl increasse in
demond of ths region for alectric power. The appropriation
was not requesbed by the Presidenv in his budget message H0
Congress. The administration inssead decided to meet the
increased demand by eontracting with private power companlies
to supply this power to the TVA systert througb the Atomie
Energy Cormigssion,

Supporters of TVA were infuriated; when the bill came
hefore the Senate they debated for eighty-five hours and
forty-eight minutes. ?hey offered soveral amendments. One
of the most important amendments was offered by Senator
Anderson of New Mexieo, who tried to halt actlon on the Preas-
ident's order by proposing that ARG be empowered to conbract
for power with prlvate companies only for dircet supply to
their planvs. The amendment was defeuted when it came to
vote.54

The Prosident had decided to halt the expainsion of
TVA in the steam=-sienerated power field hecguse of his basic
philosophy on the svbject. In June, 1953, Fresident Wisen-
hower, for the first time, indicated thet he thought that
the vast oparaticns vs the Teunesses Valley Awthority were
to him an example of “ereeping socialism" in the United
States. He thought that TVA operations represented a subsidy

8d%ew York Times, July 22, 1954, pe 1l:2.
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of a particulsr region by Lhe Federal Government. He wanted
& revaluation of what he aalled the socialistic theory by
which taxzes from ell the counly were used to subsidize a
particular region, which in %urn, sought to draw business
from other areas.B9 .

The question that hes been reised by the President
can be best answered by starting with the fundementals and
then moving forward scep by step o arrive at a genersl con-
clusion. In order to do that, the rest of this section deals
with the following topies: (1) the implication of the phrase
"ereeping soclelism;" (2) what is socialism; (3) is socialism
bad; (4) do TVA activities and its powsr operations represent
socialism; (5) are TVA sctivities Justified if exsmined in
the background of conditions preveiling in 1933; (6) what
acbually is the basis of ithe charge; and, (7) the evaluation
of the whole guestion.

In the United States of Amerieca, there is a tradition
of fres enterprise, IEven though governmental help and inter-
ference has been sought at ;lmes, the prosperity of America
has been considered by a larzge number of people to be dus to
the freedom from goveramental interference in the business
activities., Soclalism, on the other hand, is considered to
be against the American tradition and the neticnal interest.

8BNew York Times, June 18, 1953, p. 1.
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Thus, when the Presideunt referred to TVA as an example of
Yereeping socialism" he obviously implied that there was
gomebhing socialistic about the TVA power operaticns. The
use of the word "ereeping" indicated thet, in the President's
view, without realizing it, the American people were support-
ing a soclallstic experiment. His directive implied g sin-
ister engroachment on the part of the Federal Government
through the TVA to enter into a fleld that 1s comnmonly dev-
eloped by private enterprise, TIwenty-two years ago the
former Republican Administration had similar views. ¥Wormer
President Hoover had frankly stated that it was his view
that the Federal Government should not go into the business
of "either generation or distributing elestric power."

' The word "soclalism" itself is one thet means differ-
ent things to different people. Webster's New International
Dictionery defines soclelism as a politlical and econcmic
theory of social organization based on collective or govern
mental ownership and democratic management of the essential
means for the production and distribution of goods. « To
President Eisenhower, one aspect of socilalism is "when taxes
from all the county are used to subsidlze & particular

region,"86
On the other extreme, we have Xarl Marx's view of

B6New York Times, July 22, 1934, p. 1:2.
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soclalism. To him, soclalism is the second stage of a soc-
iety that 1s making a transition from capitalism 6o commune
18m, 87 Firet phase is the dioctatorship of the proletariat
which is a democracy to the proletarians but a dilctatorship
in relation to the bourgeoisle. The second phase is social~
ism under which there is uno private property, little of
elasses, no exploitation and everybody is obliged o work.
The last phase is communism, which to Marz, is an example of
one can say "hesven on earth,"

Then there are other interpretations of socialism. In
varying depgrees several govermments of the world aro consid~
ersd socinmlistic because they own and operate certaln business
enterprises for the common good of the nation, TVA power
cperations are considered soeclalistic by same in this country
while in ZIngland the state has owned and operated railroads
and broadcasting under several governnents; yet, not all
these governments were labeled socialistic.

In view of the varying definitions of socialism, it 1is
very diffieult. o say whether socialism is good or bad. It
depends upron vhich definition cne is using and alsc what one
considers gecd and bal. The'definition used by Karl Marx oan

be reedily rejected. A demooratic scocisty presupposes equale
ity of rights and majority ruls. Right to life, liberty and

8%, M. Bober Karl Marx's Interpretation of His&og.
(Gamgridge, Massachuéetts: Harvard Universicy Lress, &8},
P 274,
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property is basic in all democratic societies. Socialism,
accordirg to Morgs's definjiiion denies the existence of pri-
vate propecty. Most imporbant of all, soclal ism camas about
only after tho dictatorship ¢f ths prolebariat has been
first establlshed. This definition is unagcepbable as it
presupposed the establishment of unequal rights between the
proletarian and vhe boursmecisie and i3 hordly applicable to
the present problen.

Next, we take President Wisenhower's concept of_§oc:
ialism with respect to TVA, He thinks TVs i1s an exampié
where a particular region is being subsidized by the whole
nation. This, according to bim, is e scclislistic conceps.
The question of subsidy can be dealt with by determining if
the TVA power operations are self-supportiug.ss The question
of self-support again involves us in a discussion of taxes
and interest becausc these items are so large that one inter-
pretation shows large returns from these operations.ag

It appears that the question of power operations of
the TVA cannot be isolated from the TVA program as a whole,

because the Teanessee Valley Authority was established for

the unified development of the Tennessee valley. This

88Non-incoming producing programs of TVA are not ex-
pected to be self-supporting by law. Mo responsible critic
of TYA hes seriously axpected it to 4o so.

89,5 has been observed in the last section.
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development was to be in the field of navigation, flood con-
trol and power development asmong other things. Development
in one field was interdependent upon the development in an-
other field. In the case of power, the TVA ict had specif-
jcally provided for its distribution at the lowsest possible
rates, with the aim of increasing thé use of electricity.
TVa, however, was expected to pay all costs of its power
operations.

The question of subsidy by the nation to the TVA re-
gion can therefore be judged only by comparing the benefits
the nation has derived from the TVA. INr. Gordon Clapp, ex-
chairmen of the Board of Directors of the Tennessee Valley
Authority, said that TVA made substanbial contributions in
the field of national defense during the war.90 The naviga-
tion channel, according to this, relieved pressure on the
astional transportation systems, fertilizer plants were
supplying phosphorous for the Army and the power facilities
were supplying power to the aluminum plants and the atomic
plants.

In the field of chemical engineering, forest research
and agriculture, TVa is helping various sections of the coun-
try. More than this, however, is the fact that increased

construction in the Valley and the increased standard of

90Gordon R. Clapp, "National Dividends from the Tennessee
Valley," The South atlantic guarterly, 49:1:3-4, January 1950.
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living has helped bring prosperity in other parts of the
United Btates. Mr. Gordon Clapp says:

Hore food was purchased from the ¥iddle Yest, the far
West and Florida. Last year (1948), Por example, users
of TVA powsr expended $50,000,000 in the purchase of
electric ranges, water heaters, washing machines and
$5%0,000,000 for such items as generators, raw materials
and miscellaneous services. Of this sum, $208,000,000,
or more than half, was expended outside tvhe Tennessee
Valley states. TIVA purchases exceeded 75,000,000 in
Pennsylvania, $39,000,000 in Mew York, $34,000,000 in
Ohio, 32,000,000 in Wisconsin, $30,000,000 in Illinois

and $13,000,000 in Massachusetbs, t6 mention but a few
8 tates ° él

In 1953 TVA spent over §866 million outside the
regions The purchase of items menufactured outside the re-~
gion by the consumers of the Valley, as well as the Tennessee
Valley Authority, helped keep men employed in other reglons.
It was therefore an indirect contribution of TVA towards the
prosperity of the nation. %2

The Federal Govermment for 14s investment in the Val-
ley 1s being repaid in forms other than the amortization of
TVA power operations. In 1933, seven statos of the Valley
peld 3.4% of total national income taxes. In 1953, they

were paying as high as 6.2%95 The Atcmiec Energy Commission
alone is saving 545 million to $50 million a year on the cost

91"National Dividends from the Tennessee Valley," p. 2.

gagggggggggggg; Rect.1d, Appendix, Vol. 100, January 25,
1954, p. 551,

$3Tpid., p. 551.
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of its power because of the cheap rates provided by the
TYA. 94

It eppears that in the form of national welfare, the
Federal CGoverament is getting back mueh move than its in-
vestment in the VA program. The charge of subsidy against
the TVA does not seem justified when there are various pro-
grams of the Federal Government which can be better deseribed
as an oxampls of foderal subsidy than the TVA,

Many govornmental eoxpenditures, if one wanted to see
them as such, could be considered as federsl subsidy. Many
charge that Henry Kaiser prospered on federal loans {subsidy)
during the war, yet noone can deny that he did make a signif-
icant consvribution towards wimning the war. Vhat are the
operstions of the Federal Housing Administration? Do they
not represent a federal subsidy? The farm price~support
program is definitely a subsidy program. If one applied the
same argument the President applied on the TVA one could
reasonably ask why should the whole nation's taxzes subsidize
one segment of the nation's poprulation® The President hime-
self has been responsible for continuing price supports for
furmers in the current (1954) year.

The taming of rivers, the controlling of floods, the

unified development of a velley end the building of mumerous

94gongressional Rscord, Appemdix, Vol. 100, January 14,
1954, p. 209.
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mlti-purpose dems are activities which even a group of
individuals cannot undertake. Theso activities ¢an be under-
taken only by an angency which has bthe finaneial and other
resources of the government. iir., Ndward H. Swoot, President
of the Florence, Alabama Chamber of Commerce, puts it very
clearly when he says:

Jo private company would place its dams ot points
along the Tennessee to assure a continuous navigation
channel; no private power company would, nor could it be
compelled %o, discherge from its reservoirs, wabtser vhieh
might labter be used for power generation in order to
maintain storage space Tor flood control. TVA has done
both,.95

It appears that it was right that an agensy of the

federal government took up the problem of the development of
the Tennessee Vallay. o local or state government could
have undertaken the task because the dralnage ares of the
Tennsssee River comprises parts of seven sbates and Jurisdic-
tional and ovher disputes would have arlsen. DNesides, hardly
any one state would have boen able vo supply all the techni-

cal and financial resouxces needed for such vast operations
as thoso of the TVA. By establishing a central agency 1%
has peen poasible to nmako overall plans and to take effective
measures of implementing them.

It is comparatively casy in the ysar 1954 to sit back

and criticize the TVA program ag an example of socialisnme.

950ongressional Record, Appendix, Vol. 100, Merch 5,
1954, p. 1153,
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The country has had more than 15 years of continuous pros-
perity and the memory of the deprsssion days has become
blurred. But looking at the ecconomlc situation existing in
the year 1833, when the Tennessee Valley Authority was create-
ed by an act of the Congress, one finds thot TVA brought some
hope to the depressing situation existing et the time. Along
with other progrﬁms of the Rooseveld Administration; the TVA
also provided Jobs for the people of the areca. It used
bullding equipmeént and materials that helped pub people to
work in other regions of the coundry. And, whatever name one
might give to the TVA operations today, 1its purposes and ace-
tivities wers éenerally acoepted by the people in 18863.

There has however, been one consigtent group that has
opposed the Tennesses Valley Authority asmd its power opera-
tlong from the time the Authority was formed. This group
bas been the private power group in the country end the poli-
ticians supporting their point of view. DBy and large the
privete utility companies near and around the Tennessee
Yalley area have been most veocal in their dsnunciabion. The
Arkansgs Power and Light Company, as we have seen, has made
the most substantlal acousations, The Tdison Bleotric Insti-
tutie and the United States Chanmbsr of Cormerce have also been
oritical of TVA's oporations.

Of the politicians, 1t has béen mostly Republioans
who ﬁave oppoged T™4i. Herbert Hoover, Wendell Wilkie and -
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Prasident Bisenhower are only a few of the prominent men who
have been critical of TVA philosophy. On the other side of
the ledger one could name & long line of Democrats and few
Republicans, like Semator Cooper of Kentucky and other prome
inent men, including former Presidents Roosevels and Truman.

The influence of the private power groups on politice

ians opposing TVA appears obvious. This label of 'soclalism
that the Administration has atbached.bo TVA was very method-
lcally and cleverly worked out by privabte power groups. They
knoew that more than a majority of the peorle in the United
States Pavored TVA.%6 They also knew that approximately 69%
of the people thought socialism was bad. &occording to the
Hew Hepublic, the private utility companies then changed the
strategy. It quotes from a circular issued by these compan=-
ies which says:

Prom the precceding charts (showing favorable resaction
to the TVA), it is appavent that to link our fight to the
TVA question would run us into a lot of opposition, most
of it based on lack of knowledge. But %o link our fight
to soolalism is something ¢lse again. The psople do not
want socialism. We'rs on favorable grounds there.97

It is interesting to note that one of the highest paid

lobbyists in the United States is Mr. Puroell L, Smith, Pres-

ldent of the National Association of Blectric Companies. He

96gee page 2.

914 Qase of Semantics: public power and socialism
synonymouan?® Now Republie, 123:9, July 24, 1950,
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gots $50,000 s year for his job end last yoar {(19563) his
organization spent $547,789.32 for influoncing legislation
snd other activities. This emount is over £200,000 more than
tho expetises of any other lobby in Washinghton. e, Smith
claimed that hls organization got itvs money's werth this vear
and gmong cne of its most important sccomplishments he listed
its “"sfPectivenseés in keeping TVA's gpproprimticns to a re-
duced amount,w98

It need hardly be sald that an indirect influence slso
works on legislators in Washington from TVA supporters., Num-
erous editorlals in the newspapers, resolutions .of private
and public groups of the area and individual letlers from con-
gtituents do heve theolr effeset on law makers. . Wost of this
pressure i exerted by people who live in the Valley and have
seen and felt the improvemonts in the cconomie condition of
the Vallsy as & result of TVA operations.99 To them VA has
brought prosperity to the Valley and they want %o see it
prosper and continue.

The axgument of national subsidy to the regicn and the
charge of "creeping socielisn" agalnst TV havrdly seens just-
ified. They sound more unreasonoble beecauvse thare are various
programs of the Pederzl Governuent whioch awount to direct sub-

sidy and yet they are not labeled as such.

98gongressional Regoré, Vol. 100, May 3, 1984, p. 5547,
9948 indicated in Chapter X,
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Ihe Dizxon-Yates Contract Qontroversy. Since June 17,
1954 the United States has seen a national eontroversy that
may continue endlessly. ‘The Dixon-Yates contract sontroversy
has gotbten involved in various technioal detoils and side is-
sueg, although the basic point of contention secms to be the
questlon that 1s being discussed in this paper. The question
in the final analysis resolves itself to the proposition
"should the TVA be allowed to further expand in the produc-
tion of electric power (specifically stesm-produced electric
power) or should the privete power companies develop that
£i0147n100

4s Elie Abel, writing in the Mew York Times said, thet
the root of the controversy is ignored "which concerns conme
peting philosophy of govermment rather than tho merits of a
particular business transaction.v10}

Examining the controversy chronoclogically we find
that tke 1955 budget had not recommended a sum of $100 mil-
lion asked by TVA fo? the construcxrion of a stoam plant at
Fulton, Tennessee to meet the expanding needs of TVA custom-
ers in Memphis area. The President in his budget message
had said that arrangementc were being made with privatc com-

panies to supply 600,000 kilowatts of energy 0 AEC whereby

1008ow York Times, September 5, 1954, 4:813.
1011pia.
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AEC would bs able to release the same arount back to the TVA
system from its Taducah, Kentucky plant.

In the meantime the Director of the Burcau of the Bud-
get was exploriung the possibility of interestiing = private
company or a group of private companies inbo building the
required steam plant. The ZE Inc. was not interested in the
proposal but suggesved the nawes of Mr, Dixon and Mr. Yates
to the Dureau Uirector,l02

¥r. Zdgar L. Dixon, Prosident of the Middle South
Utillties, Inc., and Mr. btugene Yatos, Chairman of the South-
ern Company were receptive to the idea and submitted a pro-
posal in February to build the required plant. The proposal
net with somo objections from the sdministration so‘it was
withdrawn and a rovised propesal was submitted April 10,
1954,10%

On April 28, 1954 the Adminisgtration heard of a pro-
posal that was being prepared by Mr. Walver von Presckow, a
financlial and cconomic consultant of New York Oity. Agcord=-
ingly the action on Dixon-Yabes proposal was delayed. The
von Tresckow proposal was submitbed on Moy 26. It was re~

Jeeted by the Administration op grounds (1) that the pro-
posal would make the government pay all costs and fake all

10%Tew York Times, August 22, 1954, p. 53:4,
1031p34., p. 5316,
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risks and yet pey %4 million fee; {2) thet the ability of the
contractors was improved; and that (3) the cost did not ap-
pear o be less than Dixon-Yates proposal.i04

The Dixon~Yates proposasl was presented to the Presiéent
and the Congressiocnal leaders on June 14, 1954, The letter
of spprowal and the Presldent's dirooctive to the AEC were mail-
ed on June 16, 1954 and were published in the newspapers on
June 17, 1954,105

A serlies of Interesting develomments Tollowed the is-
suance of the President's directive.

le It was disclosed that a majority of ARC members did
not favor the idea of AEC contracting for powsr 'that was to
be fed into TVA lines. However, the majority agreed to acecept
rosponsibllity if directed by the President or Oongress.los

2+ A letter from Admiral L. Strauss to Chaimman of ARQ
was presented which showed his dlssatisfaction with the way
the privats conpany was supplylng powar to the AEC plants at

Paducah, Kentucky.107
3. The Director of the Bureau of the Budget declared

that under the terms of the comtract all local, state and

104ey York _T_;g'g_g, August 32, 1954, p. 53:4.
1081p14,

loay_,eﬁ York gi_ggg; duns 1&; 1964, p. 1:4.
1071p14., p. 1215,
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federal taxes pald by the Dixon-Yates group would be dorne
by ARG, TVA was to bear all costs for receiving power at
del;very points and for moving it into the TVA system.108

4., On JTuge 1B, 1954 it was disclosed thad Mr, Frask
W, Weitzel, Acting Controller .General of the Gensral Account-

ing Offlce questicned the President's directive on the ground

thers wes no competitive bidding.log

S5+ Om July 14, 1954 during the debate for the revi-~
sion of the Atomic Fnergy Act of 1046 Senator Olinton P.
Anderscn of ¥ew Mcxico introduced an amendment which would
have limited AEC's euthority to sign power contrsets only for
direet delivery to 47C installations.llC The amendment was
defeated on July 'zl, 1954.111

6 Two niembers of the TVA Board cbjected o the pro-
posal because they saw no way TVi could have any control
over costs it might incur.

7. On Augusat 16, 1954 Mr. Stephen a. Mitchel}, Chair=-
men of the Democratic Natlonal Cormittee charged favoritisn
and corruption at the highest level in accepting the Dixon-
Yates proposal without competitive bidding,ll¥

1086w York Times, June 18, 1954, p. 13:3.
1097bid,, June 19, 1954, p. 1:3.°

1107414, June 15, 1954, p. 1:2,

11yp54., June 22, 1954, p. 13:1.

1137pid., August 17, 1954, p. 1:2.
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8. Mr. Walter von Tresckow charged that he was not
given a proper hearing by the Administration and that in case
his proposal was accepted there would have been a total sav~
ing of 1’;'15:‘3,354,000 over a period of 30 years over the Dixon-
Yates proposal,lld

9. Mr. J. D, Stiebenroth, Sgoeretary-Treasurer of
Migsissippl Power and Light Company, a subsidiary of Middle
Bouth Utility, Inc., declared that the Company maintained two
sets of books, one in Missippi and the other in New York, and
that power rates were dictated by "Well Street interssts.rllé

'10. ¥r, Arthur E, Mclean, president of the Gommeroial
National Bank of Little Rock, Arkansas said that Arkensas
Power and Light Company, a subsidiary of Middle South was
fthe most corrupt and ruthless corporation that ever operated
witnin the bounds of the Btate." He sald that the Company
interfsres Iln State politics and that it reimburses candi-
dates Tor any Tinaneigl loss they might have incurred in cam-
paigning. 1% These charges were denied by the Company.ll®

1l. Mr. Sldnsy S. Mciath, former Governor of Arkensas
testified that hils refussl to do the bidding of Arkansas

113%ew York Times, September 15, 1954, p. 21:2.
1l41p14., September 26, 1954, p. B:4.

115:p34., October 22, 1984, p. 2115,

1161p14., p. 2116,
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Power and Light Company cost him re-election to a third term
in 1958,117

12. Pinally Senator Willism Tanger, Republican of
Horth Dgkota askesd, "Is it sound public policy for the CGovern-
ment to enter a long-term contract with thess ocompaniss, whieh
are not conly mcnopolies but have abused thelr monopoly posi-
tion and have perhaps unclean hands?"ii®

13. Dixon-Yates proposal has been exeamined by AXC, TVA
and Bureau of the Budget and they indicated that TVA could
supply the ssme power cheaper. However, each had its own
interpretation and explanation.

In defanse of the Presidential direetive quite a few
arguments hove been advlanced.

(1) The President himself said that he ordeored the

negotiation of the contract primarily to gsin timo. He wanted

to study the TVA morse thoroughly ané to deterrmine a future
gcourse for it. He sald he was not sure where the truth lay
but he was trying to £ind out.1l®

(2) Senator Fullbright, Demccrat of Arkansas came out
in favor of the proposal becasuse he thought it wes a step

towards less governmental spending. 120

11%ew York Times, October 23, 1954, p. 1t4.
11814, , pe 1:6.

9psa., Fuly 1, 1954, p. 10:8.

1201p14., July 10, 1954, p. 6:16.
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{3) The Bureaum of the Pudget did not think TVA really

could produce power cheaper. It said:

There are many acsivities now performed by private
enterprise for the TFederal Government which the povern-
ment, because of its freedom from taxes and ifs enormous
eredit resources, could seem to perform mcre cheaply
under a concept that nonpayment of taxes by the TFaderal
Government is a true saving in cost.l81

(4) The ANC defended absence of competitive bidding

in negotiating the contract on tho grounds that a cancella-
tion clause could bs included only in a contract with com-
panies operating in the periphory of the Tennessee Valley,
thus companies with transmission facilities in the area could
only absorb the extra energy that would become available in
the event of a cancellation by Lhe APC.122 TPractically the
only sources of privately financed poser in the Wemphis area
are the Elsctric Ineray Inc., or the Dixon-Yates combination.
No otlher company in the area was in a position to undertake
such a job.1&3

The detalls of the contract which have been subject to

éreat eriticism and controversy wers sumnarized by Roland

Sawyer in the Christisn Scisnce Monitor of Tovember 6, 1954.

They are recorded on the following page: 124

12lNow York Timss, July 11, 1954, p. 52:5.

122Ipid., September 10, 1954, p. 5:28.
1250n4 cago Daily Iribune, October 4, 1954.

124christian Science Monitor, November 6, 1954, P« 6:3-8.
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1. The total cost of tha proposed plant, $107,250,000,
%E divided three ways -~ $104,118,000 for generating;
1’%%5i000 for transmission; and §£2,000,00C for working
capital.

2. The ARC would pay $9,6068,000 snmially for power,
the rate belng subjest tc adjustment for changes in price
levels in ocoal, labor and other operating costs.

3+ The AEC would reimburse the ocompany directly for
all atate, local and faderal tazes excoept federel income
tazes, but the company would be asllowed to include "fed-
gral income taxee in the eaupubtastion or adjustment in the
bage rate or cost strugture of the contract,.”

4. If for any reason the governseat should cancel the
sontract, the AZC would ray = maxizum of $40,000,000 to
the company, exclusive of tax liaebllities, estimated at °
‘g llv’ 0(‘0 ,000.

5, The West Merphis, Arkanoss plant would produce
800,000 kilowatts of powsr. OFf this 500,000 kilowaetts
would be gtreight ®replucemsnt” to the TVA Tor power 18-
ceived from the TVA by the AZC at Paducsh, Kentuoky. The
o;hag 100,000 kilowatts would go to the ARC's Oak Ridge
pLants,

6, Torty-two months after the effective date of the
contract, or compencenent of the third generating unit of
the plant - whichever were earlier - the AEC could termi-
nate. the contrnet, or could reducs the requirexent for
powar on either three or four yoears notice.

7. During notice periocd AEC could transfer powsr to any
other agency of government gt the same rate paid by AEC.

8. The Dixon-Yates ‘group would have first oall on une
uged or excess power which the A%ZC might release, and
gould dispese of 1t as 1t wished.

The Attorney OGenoral and the Comptroller General both
sgsert that the AERC kas a legal right to nagotiate such con-
tracts. Howsver, the controversy does not end there. There
ie 4 requiremont in the law "that such contracts must stand

for 30 days while Congress is in session before taking effect,"
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unless the Joint Congressional Commitbee on Atomic Energy
walves that p.'emris.’.:i.on.:"“":"5

Opponents of the Dizon-Yates proposal have found
another opportunlty to delay the proposal. The latest of
the snags lies in the fact that the Contract ls not yet
signed, and unless it is officially signed the question of
deciding on the waliver of the 30 day walting period does not
arise.

As pointed out in the beginning the details of this
controversy are such that they tend to cloud dthe basic issue
lnvolved. A keen mind, howsever, that can dig through the
mass of speeches anf writings on the subject, will find that
basieslly the controversy is a struggle between those who
want o curb TVA expansion in the steam generated eleciric
power field and those who want to sxpand it. In a still
broader perspective the struggle represencs the struggle
between those favoring public control of public utilities
and those copposing it. Looking et it from another point of
view, the Dixon-Yates conbtroversy represents a struggle be-
tween two different philosophies of govermment. Whichever

gide wins in the conbtroversy will show what temporarily is

the philosophy of government the American people favor.

128¢hrigtian Science Monitor, loc. cit.
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CHAPTER V
SUMMARY AND CONCLUSIUNS

The Tenncssee Valley Authority is s corporation set up
by the Federal Government for the development of the natural
resources of ths Tennesses Valley area. Amoag its ascbivities
are included flood control, navigation and generation of
power. By law, the TVA i3 authorized to enter into other
activities in order to provide for the "economic and social
well-being" of the people living in said areas.

The Tennesses Valley covers 41,000 square miles and
portions of seven states fall inside it. Defore IVA was
established the ecopncmic condition of the psople in the val-
ley was about the loweat in the country, though the potential
for sconomic davelopment was great, In 1933 the TVA Act was
passed Tor the purpose of improving navigaticn in the
Tennessec River, developing flood-control, ganerating slec~
tric power and, ameong other thiags, for the cconomic and
social well-being of the peoploe living in the river basin.

Since 1933 TVA has built dems, improved navigation,
sffected flocd-control on the rivers, developed power-gener-
ating units and has worked for the improvement of several
othar fields such as reforestation, fertilizer production,
recrsation and fishing.

During the Second World War TVA's fertilizer plants



73
and power generating facilities made a significant sontribu-~
tion to the war effort. The powsr requirements of the
Aluninum plants in the Vallsy and the staggering demands of
the Atomic Energy plants at Oak Ridge, Tenmnessee were met by
the TVA powsr-generating systems.

Howover, the demands of the Atomic plants wers so
great that the hydroelestric system of TVA was insufficient
to meet thems During the war TVA bullt one stsam plant and
since 1930, with incrensed defense requirements, TVA has had
to build several other stesm plants., During the war the Con-
grass appropriated money fTor these steam plants 4o meet the
emergency, but whon TVA started asking monsy for steam plante
during pease time it met with opposition. The Republican
£0th Congress refused to appropriaste monsy for steam plants
and once again with the 19862 Republican landslide and the
gontrol of both the Administration and ths Congress by the
Republicana, TVA has exparienced difficulty in gettinz appro-
briations for further expansion in the steam-generated clec-
tric power field.

In the 1955 budget no provision was made for a $100
million request of TVA for bullding a steam vlant at Memphis,
Tennessee. Instead, the President directed the AEC to con-
tract with a private power group to supply 600,000 kilowattis
of power to the TVA system in exchangs for the power TVA
supplles to the Atomic plants at Paducah, Kentucky.
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The Presidential directive revived an old conbroversy
which was based on two charges against TVA. The charges are:
{1) iP power operations of TVA were comducted on the same
besis as the privste power compaanies and books maintained in
similar manner, TVA'c nower program would show a less; (2)
TVA's entry lato steam~generated electric power fleld is an
example of "oreeping soclalism.”

Though these two basic charges are overshadowed by the
discussion of the complicated debails of the present contro-
versy - yet they appear to form the background on which bhese
charges are based.

A elose exarination of these charges and the defense
sgainst then reveals interesting facts. The first charge of
the eritics is based on three points: (1) TVA does not pay
state and loeal taxzes on the mame bhasis as the private power
camﬁgnies; {2) TVA does not pay interest on the total invest-
ment in the progrsm; and (3) TVA pays no federal taxes.

By law the Federal CGovermment cannot be required to
psy state and local taxes but TVA, under Section 13 of the
T¥4 Aet pays 5% cf its gross revemue from sale of power o
states and counties "In lieu" of taxes. TIVA's power opera-~
tions make enough money to pay for the interest on its in-

vestment as well as Federal taxes.l26

126gge page 20, Table I.
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An examination of two steam plants, one operated and
constructed by TVA and the other by a private utility group,
the Electric Energy Inc., proved that under competitive con-
titlons TVA produced power not only efficiently, but more
sconomically. 27

The charge of "creeping socialism™ is a slightly more
dirficult subjeet to deal with. One not only has to start
with ordinary definition and interpretation of words and
terms but also has to make value Judgments to arrive at any
particular conclusion.

In order to avoid getting involved in a highly theo-
retical and philosophical discussion the dsfinition used by
President Eisenhower is accepted 1n arriving at a conclusion.
According to President Elsenhower a socialist concept is
that in vhich "the taxzes from the whole nation are used to
subsidize a particular region." He thinks TVA is a typical
exzmple of such a socizlistic theory.

But if one tries to use the President's definition
and logically analyzes other activities of the Federal Gov-
errment one can find several examples of federal subsidy,
many of which are supported by the President himself. The
operations of the Federal Housling Authority and the Agricul-

tural prlece support program are examples of such subsidy.

187g¢e discussion on pages 54-38.
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If the latter two are not examples of soclalism it still
remains to be proved that TVA operations are an example of
soecialism.

The controversy on the Dixon-Yates contract ls bhased
upon the same principle. If one has loglcally followed the
reasoning developed in this paper, one would find: (1) that
TVA power operations are not losing money; (2) that TVA has,
by its past performance in campetition with a private power
group, proved that it ean build stecam plants morc effieciently
and economically: and (3) that in the light of other examples
TVA power operations cahnot be considered an exampls of
"oreeping socialism." Therefore to supply the additional
electric power required by the Memphis area it would be bet-
ter to appropriate funds for the TVA to build a steam plant
at Fulton, Tennessee than for the ARC to contract with the
Dixon-Yates group to supply powsr to the TVA lines at Memphis,
Tennessee in exchange for power TVA supplies to the Atomie
plants at Paducah, Kenbucky.
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Project ice for TVA ds of Juns
system uss 30, 1953
Multiple-purposze projectas (costs
subject to allocation):
Wilson (acquired) = = = « =~ « June 16, 1933 $47,371,548
Norzis = « = = = = = « a = « July 28, 1836 30,063,896
Wheeler ~ « = = = = = « = = - Nov. 9, 1936 45,908,380
Pickwick Landing - - - - - = June 29, 1938 42,022,799
Guatersville - = = = = = - - Aug. 1, 1939 34,292,976
Hales Bar (acquired) - - - - Aug. 18, 1939 29,604,185
Chickamauga =~ - = =~ = = = - = Mar. 4, 1940 36,917,712
Hiwassee = = = = = ~ - - =« May 21, 1940 16,609,768
Nottely -« = = = = = = = = o Febo 1, 1942 5,377,814
Watts Bar - = = = = =« = = =« ~ Feb, 11, 1942 32,583,837
Chatuge = = = =« = = « « = « = Mar. 1, 1942 7,037,848
Cherokee =« =« = = « = = =« « = Apr. 17, 1942 32,428,735
Douglas = = - = = = = = = = = Mar. 21, 1943 41,467,960
Fort Lovdoun =~ = « = ~ - < -~ Nove 9, 1943 39,034,076
Kentucky = = = = = @@ = = « = Sep. 14, 1944 114,382,302
Fontang =« = = = « = = =« = = « Jan., 20, 1945 70,134,425
Watauga = « = = « = = =« « =« = Aug. 30, 1949 31,615,729
South Holston - = = = = = = - Feb, 13, 1951 30,555,211
BooNe = =« = = = =« = = = = =« = Mar. 16, 1953 21,087,987
Navigation channel
Improvements - = =~ =~ = = = = « = - - - = - 10,254,870
Subtobal = = = =~ =« = =« c 0 . .- - .- 718!751245§
Single~purpose projects (costs
charged to power):
hydroelecetric projects, con-
gtructed by TVA:

Ococe NOose 3 = = = = = = = Apr. 30, 1943 7,984,111
Apalachig = = = =« = = w = Sep. 22, 1943 22,269,085
Subtotal ~ = = = = = ;. w .. .-~ - 50,255,156

Hydroelectric projects, ac-
quired by TVA: 7 plants

*TYA Annual Report, 1953, p. ASS.

18,505,252



Project ice for TVA as of June
system use 30, 1953

Steam~elgetric plants, con-
structed by TVA:
Vaths Bar « = « = = = = ~ Feb, 15, 1948 18,975,824
Johnsonville - Oct. 27, 1951 84,775,340
Widows Creek - July 1, 1952 57,433,542

Shawnee ~ = = = = - =« Apr. 9, 1963 51,775,385

Subtotal -~ - ~ - - - .- - 2125960!551
Steam-olectric plants, ac-

quired by TVA: 8 plants = =~ = =~ « =« « =« = 14,168,571

Other eleetrie plants (costs

charged to power): Trana~-

mission lines, subasations,

general plant and land = « = = = = = = « = 268!862!579

Total investment =« - = = = = = = = « },285,498,04%7
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ATPENDIX B

Below are given selected cquestions raised by Arkansas
Power and Light Company regarding the pasyment of taxes and
interest by the TVA and the enswers of Citizens for TVA, Inc.*

STATE AWD LOCAL TAXES

Arkansas Tower & Light Co. - "State and local payments
(in lisu of taxes) made by TVA for the 1Z2-month period
ended June 30, 1953, totaled $3,418,110."

Citizens for TVA., - This is correect, but it ovsrlooks
peyments made by TVA's distributors (municipal asnd cooper-~
ative systems), which must be included 4if a comparison is
to L2 made with private utilities. TVA is a wholesaler
of power. Moot utilities genzrate and retail power. TVA
and its distrivutors (the retailers) together made State
and local tax payments of ¥£8,557,000.

Arkaensas Tower & Light Co. ~ "Tho $3,418,110 in TVA tax
payments to 3tate and loeal governments is 0.34 percent of
TVA's net utility plant of $1,000,165,256."

’ Citizens for TVA., - This flgure is misleading, and is
not to be found in the pages of the TVA Pinancisl sbate=~
ment ¥r. Moses says it is. Mr. Moses seeks to give the
impression that private utilisies pay State and loesl
tazes on the basis of "net utility plant." In practics,
only about half of Stete and looal taxes are based on the
velue of net utility plant. Others are incoms taxes,
franchise taxes, generating texes, etc. Iven on a net
plant basis, however, his figures are misleading. Aoctual-
1y the average TVA net investment in completed plant in
1953 was about $300 million less than Mr. Moses says it
was - the correct figure is %710 million. To take another
figurs - the net cost of power plant in service at the end
of the calendar year 1952 was $665,700,000.

FEDERAL TAXES

Arkansas Power & light Co. - ™TVA pays no Federal
taxes."

*Independent Office Appropriations, 1955, Ibid.,
Pp. 309=401.
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Citizens for TVA. - Yot as such. - The Fedoral Govern-
ment does not tax itself. But all of TVA's net income
helongs to the Federal Govermment, whereas the Governmeont
gots only about half of private utility taxsble income,

Arkansas Power & Light Cos = "Flve utility companles
operating in Tennessee pald $1,003,708 in Federal taxes
in 1952 on net utility plant of $35,358,575 at Dscember
31, 1952, This is 2.84 percent of thess companies' net
utility plant.” )

Citizens for TVA, ~ Federal taxes are based on net in-
come (profits), not on net utility plant. TVA was not
set up to see how much money it could make., It was told
t0 be self-supporting, whieh it is, and vo amortize its
power investment, which it does. After thet its objoc~
tive isc to set its rates so as te encoursge residentiazl
and rural use, not to pile up earnings and collect a lob
of taxes for the Federal Covernment. WNeverthelezms, over
tho years TVA's earnings on its net plant have amounted
to 4.1 percent. If 2 percent of this were regarded as
interest on the investment (2 percent is the average cost
of money to the Federal Govermment,l and is a ratc suggost-
ed as reasonable by Mr. Moses on the back page of his
pamphlet), the romeinder amounts to 2.1 percent - all
glear for Uncls Sam and his tazpayers. Arkansas Power &
Light returned 2.68 percent in taxes.

INTEREST

Arkansas Power & Light Co. -« "The Government makes
loans to other types of husinesses and charges from 43
t0 6 percent. Privately owned companies must pay 6 per-
cent for thelr money,"

Cltizens for TVA. - Arkensas Power & Light pays 35 per-
conts In 1952 it pald $2,718,83% in interest on long-
berm debt. The debt was §83 million at the end of 1951
an $97 million at the end of 18562. The 3 percent is
obtained by relating interest pald %o an average debt of
$90 million.

Arkensass Powsr & Light Co. - "TVA*s financial state~
mentes for the fiscal year 1953 show that the net non~
interest-bearing funds that the United States Treasury
has put up for the TVA power program amount to $800,489,722
as of Juns 30, 1933.%

Citizons for TVA. - Total investment of noa-interest~
bearing funds in use through all of Tisecal 1953 was $409

1From onnual report of the Secretary of the Treasury
for fiscal year 1952, p. €4.
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nillion. 'Of the figure Mr. Moses usez, one~fourth was
added orly during the course of the fiscal yesar, and
another %200 million represents comstruction in progress.

Arkansas Power & Light Co. ~ YAny citizen can get &
percent on Government bonds." ‘

Citizens for TVA. - Average oost of money to the Fed-
eral Government is sbout 2 percent. Mr. Moses inflates
it 50 percent.

Arkensas Power & Light Co. ~ "If TVA is to retire the
Govérnment advances over a period of 40 years and pay 3
percent interest « « o

Citizens for TVA. -~ TV4 is retiring the Government ad-
vances over a period of 40 years, but private utilities,
including Arkansas Power & Tight Co., do not similarly
retire their debt. Private utility systems accept bonds
as. the permanent source of sbout one-half of thelr cap-
ital investment, and about 64 percent of Arkansas Power
& Light's capital is in bonds.





