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Habure of the Sbudy

This investigation is en enalysis of the soclal or
geonomic effects of VA alectricity. Tt is she »urnose of
this eandsevor Lo prescnt a well-docusenbtaed case suvnporbing
the thesls that the development of our waler resources is
a public function. |
Yhile this study will desl primerily with the power
aapect of Bhe TV4, 1t is necegsary that the obther phases of
the multiple purpose project be given & briel analysis. The
problen of power distribubion will be given a hishoriecal
approach, and it will bo demonstrated thab the numercus obher
state and federal abbenpls al regulabtion of the ubility lield
have been insdeqguate.

Subseguently it will be shown that the TV is a mosh
effective means ol wegulating the distribublion of eleotric
energy. The commendable purpose of regulstion is to provide
a Palr return on investnent to the ubility eoumpanles, and
at %he sane bime o provide abundent electricily to the pub-~
lic at a reagcuable rate.

The various complicated vroblems which coafront the
Vi administration officiasls will he glven detalled considerw

ation. Special attention will be given to the problem of



allocating aasﬁs %o the various vhases of the mulbiple pure
pose projfect and o rate making. JFirst the general nature

of the allocabion problem will be discussed, and the merits
and faults of the method of allocstion used by TVa will b@-

snalyzed.

g » | 3 o5 5 N
It sesems that the justificabion or eondemnation of the

St

entire TVA progrem hinges on the problem of rate making.
The theory on which TV.. rates are baged is thet the demand
is elsstic; fixed charges are relatively high; hence up %o
& nertain pﬁimg, profivs can be maximized by reducing retes.
The \reduetion in rates increases the net revenue becsuse of
imﬁréaﬁgﬁ'aaﬁsgmgtisﬁ. Working on this theory, TVA reduced
rates Tar beiﬁwaﬁﬁa previous rabe schedules for electriecity
in the Tennessee Valley arsa. The multitudinous consumer
benelits of these lower rates will be shown. 4% the senme
time it will he shown that the Federal Coverament received

a very p»rofitable rate of return on its lunvestnent.

Justificetion Tor the Sbudy
2% the vpresent btime ~lans are being drawn for mulbiple
purpose developnent of virtually every major river nebwork
in our nation. The desirability of these new endeavors de-«
pends o & large exbent on whether or not the TVi has been
e success Trom an econonlic and sccisl viewpoinb. Henee by
exhibibing the unguestionable benerits of the TV4, suppord
will be given to the movement towerd more universal sclen-

$ific development of our river resources.
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Furthermore, nuch confusion snd misunderstending of the
facts ghout the TVA heve been given to the public by news~
paper edlitorials and obhwer periodiesls. It is hoped thab

this study will correct and clarify the issues lnvolved.

sources
The material and informabion for this study have been

gathered from o variety of sources. uogh of the material
game [row books; however, a conslderable portlion of 1t was
taken fron bhe annusl renorbs snd other nubliestlions of the

Tennessee Valley asubthority, articles and arguments in the

fecord, Public Documents, I'oody's and Foor's

Utility Menuals, and numerous periodieals. In addition %o
these sources, the author made a hurried trip bhrough the
Tennessee Valley regisn. On this trip he interviewed

Hr. Sturdevant, Dirvecltor of Information, and ir. Dean, Assis-

[0

fant to the Divector of the Power Develonmendt Progrem. The
solific benefite of these interviews wers to glve a clesrer
understanding of the general problems and &n appreciation of

the endeavors of the TVi.



CHAPTER IT

TENNESSEE VALLEY AUTHORITY, 4
MULTIPLE PURPUSE PROJEQT

In 1983 our democratic society wss beset with depression.
Twelve to sixbteen millionl unemployed meant that the flow of
ineome in our socieby was so decelerated that the purchesing
power in our sccieby was insufficlent to permit consumption
of the products of industry; prospective yleld was so small,
or in complete absence, thet 1ittle or no new investments
were fortheoming end menscing doubts ss to the merits of our
capitelistic economy were growing at an accelerated paces

Indeed, numerous sources seemed to believe that some type
of revolubtionary chenges were imperatives J. M. Keypes, in
speaking of unemployment, seid:

It is eertein thet the world will not much longer bolerate
the unemployment which, apart from brief intervels of ex-

citement, is assoeisted--and, in my opinionm, ineviiably ,
associoted~-with present day cdaplbalistic individuslisme™

1%&@ number unemployed in the U, 5. during the depression
is epverently an indefinite quentity because numerous so-celled
reliable sources have given veried estimates, This differance
is parbtially justifisble on the grounds that the number of un-
employed was consbantly chenging and the fact that estimebes
were mede during different years from 1930 to 1934, In e study
wade Tor the National Buresu of Zeonomie Regearch by F. Co
Wills end Simon Kuznets the following stetement 1s found: “"The
number of wnemployed was reliably estimated as 14,400,000 in
1938." Because of these varying estimetes the author chose
to say twelve to sixteen milllon rather then give specifie

figures,
27, M. Keynes, The Genersl Theory of ¥ Interest

and Money, pe 381. 4

nﬁ
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Keynes does not speak dogmatically of the imminence of pevo
lution, bub there is reason toc believe that this is what he
meant by ”%ha'%arl& will not toleraste.” |
Cs E. Ayres is even more forceful on this point when.
he stabtes thaib
Absolute capitalism is doomed. It is doomed haa&u&amiha
sole justification is a myth, and because the conse-
quences ¢f the myth are known %o be calamitous. People
will tolerate a myth that does nobody any harm. They
will not long tolerate a myth whieh has been discovergd:
to be the prime cause of genersl and severe distress.
Thus we observe that in bthe years from 1930 Lo 1933 our
capitalistic economy had r@&cﬁaé an impasse, our choice was
between abolition of certain of the nmyths of cepitalism for
e more ratlionel plamning of our @eaﬂbmy to modify the flow
of income, or permitiing aa@italiam to die & violent death
by revelubion. Under the leadership of Frenklin D.
Roosevelt, we chose gocial reform. While 1% is doubtful if
the multifarious public "spending projects" actuslly got at
the heart of the problem of redirecting the flow &f‘inaamﬂt
it is apparent thsat such gavérnm&nﬁ spending did place
gnough purchesing power in the hands of ouyr uvnemploved o
stay the hand of revolubion long enough for us to work oub

g more plausible solubion.

,3§* E. Ayres, The Divine Right of Capitel, p. 58.




.
i However, & review of the past flve years leaves some

ﬁ&uﬁk)ﬁﬁ %0 whether or not we are using this time to work out
& "more yiaﬁ&ibi& golution.® Indeed, 1t seems likely that the
myths of espitelism were so envigorated by the artifieisl and
temporary stimnlaakaf war produckion that the unplessant les~
sons of the past have been forgotten and again we =re enroute
to distruction, Mpst of the Hew Deal's endeavors heve been
sbandoned, however there ig one projeet which is sonsploosusly
beneficisl, and instesd of being abandoned it continues to
expand, Reference 1s being made to the TVA, To say the TVa
was, in itself, an economic necesslity in 1933 would be an
overstatement; however we can sey, without doubt, that it was
one of the most commendable phases of an oversll regovery pro-
E  gram which was imperstive.

R st the outset the TVA a@rvé& a dual purposes It provided
e large oubtley of publie funds; thus giving a%imulua\%é our
sick eeconomy, and perheps more important, it provided the
people of the Tennessee Valley areas with the phvsiesl benefits
of & selentific river development. The physieal benefits
will be given detailed consideration below,

Flood Control
Yow let us consider the genersl neture of our waber re-
sources. Weber, like fire, is a source of vast utility for

manking if prudently applied. However, if left to the whims



of neture it can be an agent of devastation., To illustratey
8 few million tons of wabter, if "left to the whims of neture"
ean be the flood waters which desbroy, or, if properly haw-
nessed by @ river development project, this same element oan
be the water whieh generates elegtricity, thus briﬁgimg light
into the very homes which, otherwise, it might have destroyed.

In reviewing our history, 1% seems that we have ceuse
for chagrin. The simple truth 1s thet we neve, and are still,
permitting a large porsion of this most valuable resource o
be destructive. The following facts concerning the disas~
trous flood of 1937 will give an indication of just how des~
tructive raging waters can be.

From West Virginie %o Louisisne one hundred end ninety-
six eounties in ftwelve stabtes were affeoted. (An addi~
tional one hundred and forty~four counties were ineludw
ed in the shelbering of refugees.; Of the 50,597,120
total acres in the affected counties, sixteen percent
were flooded, end of the 30,032,688 sgricultural acres,
15.8 percent were inundeted, In regard to the proverty
and livesbock losses, the report read as follows:

'It is virtuslly impossible to estimate in dollars
the totsl losses bf the afrfected regions, and of the
entire nation, Trains stopped moving, Highways were
eclosed. Immense quanbities of commereial zoods were
strended in transit. Utilities, factories, sbores and
offices were forced to shul down. Banks could not
funetions. ALl of the normal progesses of egonomie life
were disrupbted. IHomes, barns, end other structures des-
troyed totalled 12,860 and 60,792 more were damaged.
Losses of household goode were reported by 102,788 urban
families. Livestock losses included 1,968 work animals,
3,554 cattle, 31,016 hogs, and 243,288 chickens~~and in
addition, 11,480 animals of obher kindse Wild life also
suffered extensively. ) '

Conservative guesses place the flood cost to the
area affected at not less than $300,000,000.14

Q*Th@ Ghi@'aﬁﬁ Kisslssippl Valley Flood Disaster of 1937,%
Report of Relief Uperabions of the Americen Red Cross, ps 30.
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This is not bo imply that no flood would have ocourred
on this date if the Chio and Mississippi Rivers had been de~
veloped to the same degree to which the Tennessee River is
now developed. But there is no doubt that such flood conbrol
development o¢ould heve mabterially reduced the flood level.

Tﬁia point is given factual support by a a%aﬁamanﬁarﬁw
eéntly-m&&a by lr. Dean, Assoclate Director of Power Develop~
ment Division of ??&; lir, Dean gtated: "In the recent flood
along the river (Mareh lQéB} it was estimeted by our deparbt~
ment that the TV4A Flood Control Projects reduced the flood
level at Chattancoga ten feaﬁi"ﬁ_ﬁbviamaly, ten feet of flood
water could heve meant tremendous additional damege. It is
not to be assumed that the Tennessee Hiver i1s developed to
the highest possible degree, for it iﬁ‘ﬁﬁtw It is quite pos~
aible that when our democrscy has sdvenced far énough to per~
mit complete development of ocur rivers, the demage end loss
due to floods ean be completely eliminated,

Figures on the total saving due to flood control spon-
sored by TVA are unavailsble. However, when we a@nﬁiaer that
the net ecost of TVA to the Federsl Government as of J&né 30,
1947, totals §791,525,000° end that the savings in just four
years $o the eity of Chattsnooge is %&3,@@9,@&0v it is 19&1@&1
to assume thet the enbtire eost of TVA has paid for itself

Spersonal Interview, April 5, 1948,

6ryva, A World Model After Fifteen Years," Congressione
Heeord, ﬁpp@n&ix A, ps 1167, March 15, 1948.

7Ibid., pv 1667,




& great many times in the savings from flood demeges alone.

-

-7\ Thus far, consideration has been given only to the bene=

Tits derived directly from the flood control, and GHhe faeks
presented indicate that 17 the envire aavékmpm@nﬁ was for
ﬁha gole guzﬁase of flood control that 1t would have been &
sound investment, however, the most convineing sargument fror
publie river control projects is that they lend themselves
to multiple purpose developments These other purposes will

be discussed bhelows

ﬁ&?igﬁﬁi@ﬁ

Prior to 1933 the Tennessee, Clinch and Hiwassee Rivers
were what might be termed "wild rivers," Thelr flow was in~-
conslstent and unpredicteble, therefore, no orgenized asystenm
of transportation had been developeds However, the unified
development of the Tennessee ﬂi?gx system under the direoction
of the TVA provides for lerge scsle navigetion of the Tennessee
Rivers The tolal value of such navigation is difficult to
gompube because of the numerous intengible benefits such as
providing water fecilities for plessure cruises,Bfishing |
wabers, etc. However, some of its more tangible merits will
be analyzed herein., Only s smell amount of dredging and reis-
ing of Hales Bar Dam, togelher with some incldental work, are

| SnPennessee River Cruise," Look Memazine, ¥, April 27,
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required %o complete the nine~foot navigation chennel from
the mouth of the Tennessee River to Knoxville--a distence
of epproximately six hundred and Tifty mi%esﬁg Through the
seven multiple river control structures which make possible
this channel, a superior transportetion aﬁ%ery is provided
which eonneets the Southesst with industrisl centers such
as Plbtsburg on the Chio Hiver and Chicago on the Great
&ak@a, with Minneapolis, 5%, Paul, and 5%, Louis on the
lississippi, with the grain fields of the Midwest, snd with
Iew Orleans and other port cities along the Gulf Coast,

The prime significenge of this channel is that it con=
tributes meterially, by providing cheasper transportation, %Ho
the agrionlturel end indusirial development of the Southeast,
Por example, the system provides cheap ﬁm&asymwga@ién Tor
large~soale movements of grain from the Hidwest to the Tennes-
see River Pords, OSuch iwporbations of zrain have s stimu~
lating effect upon the whole economy of the region. It fos~
ters expansion of dalrying and sbock raising, and the abten~
dant improvement of soll fertilizer and erosion control; it
provides employment opportunities in milling and transportation.
of grains from the river-front elevators; it provides oppor~

tunities for investment in bulk storsge and handling fagile

ities for grain, and nunerous other allied bemefits. <75/’
: e

9. H. Pritchett, The TVA, pps 98~100,
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This opportunity for investments is of considereble impor~
tance as will be observed by the following statement: "ip-
proximately ¥2,000,000 of privete cepital has slrveady been
invested in river terminals snd cowponent bulk storage and
hendling fecilities for grain, petrolews, and coal ﬁfﬁffiﬁs“lﬁ
There seems %0 be some inconsistency in the estinetion
or compubation of the total amount of ton-miles of goods
moving up and down the channel. Ior example, one source says:
"Traffic now moving on the waterway amounts to sbout 2560
million ton~miles annually, approximetely seven times what it
was in 1953,"11 Other sources stated that “last year ﬁar@
than 540,000,000 ton=-miles of freight was handled on this
eh&nn@RQ"lﬁ Bince these two figures were given agyrux&ma%&iy-
for the same period, the difference is probably in the terms
used. In the Tirst instance, the phrase "traffic ils now
moving" is used, while in the second quotation the phrase
is "were handled." Whether the total tonnege wes E50 million
ton=miles or 340 million bton-miles is not important. The
important fact is that a vest volume of Treight is being

moved, and this volume is continuously ineressing.

10The Tennessee Velley &aﬁhmwiﬁyg A Easﬁurgg% el
Develooment and Use, A report prepared by the Department o
Regearch and Publieation, Det., 1, 1947, p., 18«

12aqya, A World Model ifter Fifteen Years," Cong
Regord, Appendix &, p. Al667.
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In eddition to providing the water wey, TVi has fostered
more extensive use of wabter transportetion fseilities by (1)

preparing navigation cherts, (28) cooperating with obher governw

s mentel agencies in the installation of channel markers, (3)

';iyuﬁliﬁa%ian of traific estimates end comperative studies of

{ rallway end water freight rates, (4) providing for pubdblic use
{\\ﬁéwminala on the Tennessee Hiver, (5) and numerous other ser~
3?iq§ﬁ which stimulate waber transportasion,

Thus we observe thet the TVA has not only vrovided watepr~
ways for cheeper btransporbtadlon, bubt has also msde universeal
use of these waterways more fessible. However, the develop~
ment of water transportetion is still in its infeney, end
even through last year approximately 250 million ton-miles
of freight moved up and down the river chennel, this is only
& amall portion of what is antieipsbed Tor the fubure. "From
the experience on other improved rivers, it was estimated con=
servatively by UVA that after 15 yeers, traffic on the Tennessee
should reach 700,000,000 tons annually, with eorresponding
savings of 99,000,000 snnually.l®

- Recreation

As business, federal sgencles, colleges end universibiles,

and all phases of our economic 1ife realize more and more the

3rennessee Velley asubhoridy, IVA 19048, A& report prepared
by the Depertment of Hesearch and Publicstions, p. 14,
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necessity of adeguate recrestion, the importance of TVaA's
facllities for oubdoosr ﬁgﬁ“*a is becoming & matter of lnereas~
ing concern, ~rior %o the TVA there were few provisions in
the Tennesgee Valley area for osutdoor publie recrestions
But today. TVA's "million square miles of lakes"Yhnd 10,000
miles of shore line provide extenszive opportunities for fishe
ing, swimming, boabing snd yaohbing, pienleking and aighﬁae@iﬁg%ﬁ

In 1947 the State of islabama complebed negotiations for
the "establishment of Little Msuntain Stoete Park, meking a
tobal of six stebe parks on lakeshore lsnds. There were al-
ready nineteen county end muniecipel perks snd twenty group |
cenpss TVA was operabing five demonstration park&Q“ia

VA not only provides the physical reguirements, lekes
and parks for oubdoor scilvity, 1% actively @ﬁésuragea,mﬁra
extensive use of these faeillties., |

The Authority, in public ownership, retalns a suflicient
amount of the shovelands it seqguired in connection with reser-
voir developument to provide sites adequate in number, acerage,
and types to meet most of the antleipated needs for recrcation
ar@aé on TVh lakes, These lands are leased to sbates, cibles,

and groups such as 4~E %luba, Soouts, frabernities, eto., Tor

1&w1111amiﬁoﬁa;sxy, ”Enman~ﬁa1nga aﬂﬁ the TV& " Boelal
stion, XIL (November, 1947), B10.

15?eﬂn@aﬁﬁa Valley @uﬁhmriﬁy, Tva 1948, A report prepared
by the Department of Research and ?mblie@tiﬁna, pe 14,

iﬁ gif}ﬁ’ De 81
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campaites. In addlition to providing sites for recrestional
developments, TVA provides and meinbains craft channels and
herbors on all reservoire and meskes sulteble provisions for

visitors st all dams, powerhouses and obher points of interest.

¢ There aygaéra to be only one importsnt eonflict between
raéra&%iaa and the other objechbives of stresm control. This
conflict lies in the fact thet for recreation it is nmost de-
sirable to have permenent beaches end shorelines, while 1b
is negessary, in order to produce electricity, to materielly
reduce the quentity of water in the lekes from btime %o time,
However, 1n several instances, this problem has been solved
by the construction of cut-off dams sciwss the mouth of in=
lets or other indentutions Ho the shore line of the main
pools, The resulting small gané‘eﬁn then be held constant.
The tobel benefits of such recrestional development cannot
be amcoursbely computed. To abtbempt compubtetion would be like
trying to estimate the velue of an afterncon of Tishing and
relaxation to ﬁ tired businessmen. BResesrch in business has
emnalu%ivély proven that suech an afternoon of relexation will
materially increase the overall efficiency of & workers In-
orease in efficiency is impér%aﬁﬁ, Bowever, the most important
value lies in the genunine plessure enjoyed by the sportsmen.
These provisions for reerestion nolb only provide enjoy~
ment for the sportsmen, and efficiency in his business respon-

sibilities, bubt they make & substantial contribubion to the
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general economic status of the region. This stimulant %o
business is manifest in two ways: (1) the boom to the sporte
ing goods indusbry and (2) the tremendous amount of money
brought into the region by tourists. For example:

4 survey conducted in 1941 jointly with the Tennessee
Department of Conservaebion and the WPA disclosed thet in
the year nearly eight million out~of-stete visitors te
ggggzigﬁf spent &n estimated one hundred and faux4mizlian

It might be pointed out that this sizable figure of one
hundred and four million wes for the yesr of 194ls Por the
following reesons, it is believed that tourists in more recent
years have spent far in axeaaé of one hundred and four million:
{1) sinece 1941 there have been many new recreastional fseilities
constructed, (&) the people of the ontire netion are just now
beginning o look to Tennesses as & scenic vacation lend, and
{3} the overall increase in our nebional income makes more
vaeabtions financially Teasible.

At the oubset, this recrestional aspect of TVA was gon-
gidered imaignificmnt; however, "it is very possible that
in years to come this objective, of which Congress scarcely
dreemed when it enacted the originsel TVA legisisbion, may well

prove itself one of the most importsnt contributions of TVa,n18

lq?%ﬂﬂﬁaﬂ@ﬁ Valley Authority, Tennegsec Vall Rsgources:

: and Use, Report prepared by the Department
of Researe &nﬁ Publications., ps 47.

1§ﬁaam@ir,,g§u gite, Do 183
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AP
A FWore Prudent Use of the Soil

TVa's role in fostering more efficient use of the soil
of the Tennessee Valley area is of major significsnce. The
Aubnority was introduced into this fleld somewhat timidly,
through the production ol nitrogen fertilizer. However, 1%
became so enthusisatic in 1ts endeavors to aid farmers that
today virtually every phase of farming in the region is
directly affected by TVa. By way of classification, the
sobivities of TV4a logleally fall into two e&t@gariéﬁ, (1)
the maintenance and restoration of the soil and ié} aaguirﬂ
ing mexinum farm production without "burniug out" or deplet=
inz the minersl c¢ontent of the soil.

Since these two categories are so elosely related, they
will be discussed as one. Prior to the development of TVA,
many of the hillsides in the area were "gutted” due to ero~
gions Such erosion c¢an be attributed to two causes: (1) in~
proper conbtrol of the water flow in the region and {2) im=
proper use of the soils 48 & precaution ageinst these two
causes of erosion, the VA, in cooperation with pther admin~
istrative sgencies, hes encouraged terracing and covering
the hillsides with forests or gresses which have tangled
‘roobs so thal bthe scil can be held togebher ins%aad of being
earried down the rivers as silb., In addition, s unified
system of dem control has nminimized the eroding effects of
flu§ﬁsy

Other means of mainbaining the produetivity of the soil

are by replacing the nitrogen in the solil by the use of
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fertilizer and by proving to the fermers, as TVA has done,
that the Tertility and structure of thelr soil can be sus~

tained by planting certain leguminous cover crops, such as

o

alfalfa snd lespedeza. ﬁ%f
Congress directed the suthority to devobe & part of 1ts
abbention to the improvement of plent foods and o raﬂuaing
the cost of ferbtilizer to the fearmers, 4t first it was in~
tended that nitrogen plants used in war-time production of
munitions would be used to produce nitrogen fertllizers How-
gver, afbter considerable researeh it was danalmﬁivaly‘yrﬁvan
~ thet phosphate raether than nitrogen was the key to soil sus~-
tinence, In view of this resesrch, TVA directed 1ts stitention
to the &3%@1&pméhﬁ of plant facilities to menufecturs phosphete
Pertilizer. 4 requisite Tor the production of @hm&yh&té Terti-
lizer is the aa@uiﬁiﬁian of phosphebe rocks Henee the TVA
hes purchased the fee title or the minersl rights on some two
thousand and nine hundred scres of phosphate lands contalning
an estimated 16,000,000 tona of matrix,td
Thus we see that TVA first proved the desirsbility of
phosphate fertilizer and then scquired the facilities for mass
produetion of this soil sustaining compound, but 1% was sbill
faged with the problem of distribution of the product, The
sbatute provides ﬁhﬁh»farﬁilizar ¢ould be sold or given away
for demonshretion end soil erosion control purpousess In the
interest of providing maximum benelfit to the people of the

region, the Authority worked out coopemative agrecments with

197ys snnuel Report 1941, pp. 4=84,
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the lan&ngant colleges whereby their esgricultural exbtension
services would supervise a progranm of test demonstration
farms throughout the Valley States. On the farms selected
for this purpose TVL provided sufficient fertilizer to stimu~
lebe the growth of such soil-conserving crops as alfaslfe and
other leguminous plants. The farmers in return agreed to
the Tollowing (1) Permit mepping and inventory of their
farms by TVA, home demonstrabion agent, or represenbatives
of the cooperative land-grant colleges, (2) Adopt a five~
year farm-management @r&gr&m and keep records on the resulis,
and (3) »ay thakfraighﬁ»sn the fertilizer they used. OSince
gl Tarmers in an erea were invited and encouraged to witness
the results of this test~demonstratlon farm, the progess be~
ceme in effect & farmer education scheme.

In addition %o these demonstrations on individual farms,
in some cases whole areas were designated for demonstration
purposes, Both of these methods of demonstration grew rapid-
iy until in 1941 over 288,000 tons of phosphate were furnished
by the TVA for the demonstration work,>"

The latest report on the expansion of ferm demonsiration
amﬁivitiaﬂ shows the following:

On June 30, 1947, there were 4,075 active unit test~
demonstration farms in the one hundred and twenty-~rive
Talley counties. They contained 716,498 sores. There

were also 624 active test demonstration areas, with
27,957 ferms containing 2,666,528 seres participating

207yvs Annual Report 1941, pp. 4-84.
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in the acbivities. In counties of the Tennessee Valley

States, outside the watershed of the Tennessee, there were

4,117 unit ferms with a totel of 978,814 acres.Bl

" Thus it is spparent that through the educetional influ~

ence of the testi~farm and whole area demonstretion the more
productive ferming methods beceme common knowledge, and then,
common practice to virtually all farmers in the entire reglon,
The more productive ferming techniques ineluded terracing,
plénbing of grasses with entangling roots, reforestrstion,
rotation of erops, prudent use of fertilizer, proper use of
new farm machinery, the use of electricity to inercase form
incomes and numercus other valueble knowledge. As ean be
observed, most of these bechniques directly or indirectly
prevent erosion of the scil. The progress toward guasrding
our s80il ageinst erosion was very aptly described as follows:

"imerican agriculture is still sliding down hill, but it is

E beginning to put on the brokes,"se

S In concluding this trestise on the development of the

land resources, 1t seems pertinent %o teke & look at the
results of these mobtivitiess The following figures teken ‘
from TVA Annual Repord for 1937 gives a statistical plcture of

the increasse in productivity of the region's soil,

2lrennessee Valley &uﬁh&riﬁy, TV4 1948, Beport pr@yavaé

" by the Department of Research =nd Pubd 1eebions,pe 38

33Tannesaea ?alley asuthority, To Keep the Weber in the
Rivers and the Soll On the Land, Report prepered by the Depart=
ment of R@aearak and musiie&tiena, De 384
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In Alabema, Tor exsmple, & study of 3l-test demonstration
farms showed thatb hu&h@i& of corn to the acre had in-
creased from 27 to 33; snd hay ylelds had incressed fronm
1.7 to three tons between 1943 end 1948, although cobton
nroduetion had remeined constent~-458 pounds per acre.
More then half the farms hed alfelfa, as compared with
fifteen per cent in 1948,

In Georglia the 68 unit {est~demonstration farms
previously referrved %o show & 100 per cent inerease in ,
corn production, from 20 to 40 bushels per acre. Cotton
yield went from 2068 to 4¢1 pounds per acre; wheat doubled
from 11 to 28 bushels ner sere, and osts went from 12 ’
to 43 bushels per acre, an ineresse of 175 per cenbs
Hay yield incressed by more than 45 per cent, '

In Hortsh Carolina, 15 representctive test~denmonstra~
tion farms increased thelr corn yield Irom 27 to 5B
bushels per agre, btobacco from 1,400 to 1,900 pounds per
acre, and oats from 87 to 34 bushels per aecre. 4 study
of 468 farms in the Valley Ares of North Carolins showed
vields of 46 bushels of corn, 1788 pounds of tobaceo,
and 1.2 tons of hay pegvaawaﬁmall“wéllfahava the state
average Tor all FETIS, “0

Thus we haeve conglusive evidence showlng an apprecisble in-
erease iﬁ the produchivibty of the solil, which nesns increase
in farm ineomes and increase in the value 2f the land, Tais
inerease in Term income is significently presenbed as follows:
", o during the period from 1933 to 1939, the last
year before the effects of bthe war were felbt,s, + «» cash
farm income » « « increased Torty-nine per cent during

that period as compared with thirty-two per cent for the
national GVErage,

Other faneébions uf the lenncssee
Valley aubtaority

The major objectives of YVi, with %the edception of power

E30va Annual Repork, 1947, pe 40, <

E%Tanﬁ@ssaa Valley iuthority, IVa4 Hesourges, Theilr Develop=~
ment snd Use, 4 report prepsred by The Departuent of Hesearch
eng Publicabions. December 1, 1947, p. 139,
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dlstribution, have been briefly analyzed herein; however,
TVA's activities are constantly spresding. The following

Are alfaw of TVi's incidental endeavors which are worthy of
mention: (1) development of the r@@iﬁn'ﬁ Tish and geme re-
sourees, (£) restoration of the f@f@&%mreanurcea, {3) develop=
mentd of the region's mineral resources, (4) providing in~
dustry with fectusal informstion, and numerocus other services
which eonbribubte to the generel prosperiby of ﬁhﬁ region,

The selient role of TVA power hes been significantly
ommitted in this genersl discussion, bevause 1ts socisl and
economic effects will be enalyzed in debtuil in the fﬁlla%ing
chapters.

This chepber has dealt with the problem of giving & very
general pieture of the overall yﬂfpa&a&ian& gctilvities of
~ the Tennessee Valley Aubthority. 1t was pointed oubt thet the
VA at the time of its origin served dual benefits. It was
perhaps the mosh commendable part of & recovery progrem which
was imp&ritﬁva; it provided a.aﬁimnlanﬁ %o the consumer pur-~
chasing power and gave the people of the Tennessee Velley
region the multifarious benefits of flood e@ntﬁ&i& nevigation,
cheaper electricity, end recreatlon fecilitles, Each of these
benetits were briefly evalusbed. Ience we are brought to
the prime problem in the thesis, to show bthe socisl and eco~

nomice benefits of TVA electricity.



CHawTeR I1X

HISTORY OF CONGRESSICNAL ACTION ON THE
TENNESCEE RIVER VALLEY AUTHORITY

Background of leglslation Dealing
fith Flood Control

It seems lamenteble that the Tennessee Valley suthority
Aot of 1935 414 nobt have the neme of Senator Norris incorporbed
into its title, because probably never b@f&r@lia Congressional
history has one man worked so coursgeously for the enactment
of a law. ¥inelly, after seven unsugcesaful proposals, on
May 18, 1938, Congress passed a bill authorizing the Tenncssee
Velley Authoritys This bill, as sponsored by Senator Norris,
gonsisted of the following eight proposalst

(1) That the objectives of the proposed law should be
flo0d control, anational defense, promotion of agricultural
and industrial development, impovement of navigetion, de~
velopment of hydroelectrle power, reforestration snd the
proper use of merginal lands.

{2) Thet the Aot should be adminisbtered by a Tennessee
Valley Authority to consist of three members appointed by
the President with the advice and conbent of the Senate.

{8) That the suthoribty should cerry on experiments
in the production of fixed nitrogen snd obher fertilizer
ingredients,

{4) Thet the Cover Cyeek Dam on the Clinech River in
Tennesseée should be sompleted end interconnected with Dam
Humber R.

{5) That the Authority should have power %o construch
additional desms, reservoirs and power works in the
Tennessee Valley. ,

{6) That the subhority should have power to produce
and sell surplus electriesl energy, that in sales of energy
preference should be given to publiely owned organizations
and thet to facilitate cnergy seles the Authority might
construet power transmission lines,

22
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{7} That the Authority should pay to Tennessee and
Alabama five per cent of its gross revenues derived from
sales of power generakted in sach state.

{8} That the President might conduet surveys ang
demonstrations, and formulaete plans for the general ime
yravamagﬁ of the resourges of the Tennessee Valley
Reglon.-

This proposal was a direct follow-up of a message from
President Aooseveld requesting such legislation. AL one
place in the President's speech he says:

I, therefore, suggest to the Congress legislation to
ereate a Tennessee Valley subhoridy « « « « It should
be charged with the broadest dubies of planning for the
proper nse, conservation, and development of the
natural resourees of the Teunessee Aiver drainage basin,
Many hard lessons have btaught us the humen waste that
results from lack of planning. It is time to extend
plenning to a wider field, in this lnstence comprehend~
ing in one great project many stabes dlirectly coneerned
with the basin of one of our greatest rivers,

If we are successful here we can march on, step by
step, in a like é@?ﬁlﬁgmﬂ%t of other great territorial
units within our borders. ‘

Hence, through the persistence of Senabor Horris and the
sangtion of President Roosevelt, the Tennessee Valley Author-
ity development nrogranm got underwey.

The above proposals of Senator Norris were, with one
slight modificetion, incorporsted into the law., This nodi-
fication was in the third proposal, The Norris proposal
provided for "experimentation in fertilizer," vhile the final

act provides for "inereasing the produshion® of fertilizer.

llﬁ, 1272 and Senate Report 23, 73rd. Gaﬁga, 1st. Bess.,
1508,

“House Document 15, 75rd. Cong., lat. Sess., 208.
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48 will Dbe seen luber in this report, this was s significent
changes

The elfects of %ﬁis bill were flar-reachlog. In order
to understand them and their implicetion for bobh the Govern-
ment end the people, 1% 1s nocessary to nmeke a background
study of how such legislation was initieted, and the steps 1%
followed 1n the long slruggle before it hecsme law.

There was no precedent for the bill. ¥Flood control,
national defense, promotion of agriculture and industrial
development, improvement of navigation, develooment of hy-
droelectric power, veforestation and proper use of marginel
lands wérﬁ new to bthe Iield of legislative metion., In ﬁh@'
early deys of the United &ﬁmﬁea the only legislation passed
by Congress perbsining to streams conecerned navigabtions A4s
8 gonsequence of the Mississippl Valley flood in 1894, a lasw
vas passed by Congress in 1879 estsblishing & seven-man
"uississippl Aiver Commission” o prepsre:

+ » + & plan or plans and esbimete as will correct; per-

manently locate, and deepen the channel and graﬁaa% the

banks of the lissicsipni River, improve and give sefety
and emse to Lthe navigebtion tkaremf, prevent destruective

Tloods and prowote %ﬂﬁ faecilitate commerce, trade, and

the postal service.

Thus, for the first time, Uongress invaded the field of
flood conbrol. Levees were the only things consbrueted under

the new legislation, and nuch argument developed in Congress

3pet of June 28, 1879, Ch. 43, 21 Stat., 38,33 U.5.C.h.,
647,



over the approprisie Federsl role in the development of
stream rosources. One school of thought held that the
United Ststes should underteke & comprehensive program for
improvements of sireams subjeet to Federal jurisdiebion; an~
obher sehool of thought mainteined that privete enterprise,
subjeet to appropriate regulabion, should %eke the lead in
this improvement. The beginning of hydro~electric distri-
bubion in 1882 complicated the @rablﬂm.& This energy was
sreeted from river falls, asund it soon beceme apparent thab
artificial barriers in stireams would serve the same purpose,
These artificiel berriers or dams, however, under existing
laws, would have to be built by private enterprise. In the
meantine, bhe Federel Covernment was engaged in the task of
improving the streamms for navigation., To forestall any con-
fliet here, the government took Jjurisdiction over the oon«
gtruetion and nainbtenance of all obstruetions upon navigaw
ble streams in 1890.° Power rights then had o be obtained
trom the government, and Congress had to affirm the spproval.
Rights, when granted, were in fee simple end perpetulty, and
no provision was made for the assesament ol charges egainst
the grantee, This provision aroused opposition; a group, who

came %o be known &3 bthe "comservationists® protested that the

4y .5, Ransmeier, op. gibt., p. 11.

BRiver and Herbor Aet of January 27, 1890, Ch. 907,
26 Stheab.
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government hed poorly sdministered its trusteeship of publie
assebts, and that the grants were conducive to Lhe development
of & monopoly in the weter power industry,

In 1508 the Inlend Weblerways Commission recommended thatb:

Hereaiter plans for the improvament of navigebion in
inland weterways or for any use of these weterways in
connection with interstate commerce, shall take account

of the purific:tion of the wsters, the development of

power, the control of floods, the raeclametion of lands

by irrigetlon and drainege, and all other uses of ﬁhg

waters or benefits to be derived from their control.

Thus 1%t is apperent that the federsl government was widen~
ing its control over the use of sireams. In 1908 the Wational
Conservation Commission eppointed by President Theodore '
Hoosevelt to study conservition problems concluded that *4ll
uses of the waters and all portions of each waterwsy should

be treated as in@errelat&d-“a

Congress, however, was slow to grant additional powers,
A majority steadfastly rejected the ides of direct Tederasl
prosecution of a nmultiple-»urpose progrem for the development
of stream resources. Insteed, they favored privete enterprise
as the motivating end sdministretive agent. Two "Ggnaral Dem”
Acts were passed in 1906 and 1910, but they did little to
clarify the situstion., The matter continued to debated in
Congress bub nothing wes done until the Federsl Waber Power

Aot was passed in 1920,9

7Ibide, pe 13
83enate Document 676, Report of the Nationsl
Commission, 60bh. Cong., 2nd. 5es58«y Do 27s

a3 9&@"; af June 19, 192{}, Ghas 3855 élaﬁﬁ&til@ﬁﬁ; 18 gfﬁtﬁmf&q

Conseryobion
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Tnis Acet suthorized shream surveys end comprehensive
river investizetions and geve the zovernment power o ascess
cherges for granting power rigﬁtsalg The Weymouth ﬁa@grﬁ Tor
the Colorasdo River bzsin development in the 1920%'s recommended
a2 project ab the lower Black Canyon site to raise the waler
surface 6095 fa@ﬁ‘&aé store 34,000,000 acre Teet of Wﬁtagfll
Benefits cited were: flood conbtrol, eleetric power subput,
3ilt econtrol, weter supply, znd recreabtiosn. Hultiple gervies
benefits were apparently beling considered more sz btlme went
on. The Boulder Canyon Project when suthorized in 1828 d4ld
not differ meterially in its provisions from the Weymouth
recomuendations.

By the middle of the 1920's the Bureau of Heclamation
began to do its planning on a multiple-purpose:seale. It
"begen to formulate recommendations for comprehensive projects
in several other zrest river velleys. Un of the most ambiw

t4ous of these was the plan Tor the Tennessee Valley Project.

The Musele 3hoals éaV@lagmﬁnt Progranm
The Teanaésae Rivﬁ?; the fourth larges stream in the
United Stetes, drains four stetes, is more than 600 miles long,
and is broken, especially in Alabeme, by shoals and replds. is
early as 1881 steambost treffie begen on the river but a

lﬁlb;d;, De B24.
llﬁanmair, B Qitn, Dw 21.&\
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naturel barrier st Muscle Shoels in slabama prevented through
navigetion. Federsl funds were provided for a canal around
Ehe%ﬁhﬁﬁlﬁ in 1828 but the finished project waes never sabisw
factory. In 1890 a second canel was completed bub it also

12 Growing interest in the infant power

pxavaﬂ'unaaﬁiﬁf@atmrya
industry soon directed sttention to this ph-ss of development
at Muscle Shosls where the wabters were so swift, thus meking
it adaptable to electric power developmend. |
There were two different angles to the strusgle for
power rights thet developed at Muscle Shoals., Une plan en-
visaged small chanmel works which would bloek mein river navi~
gation and not interfere with the cunslj the sther proposed
high dsms across the entire gorge which would flood out the
cunal. Loeks would b@‘bail% $o Insure the safety of navigstion.
From 1899 to 1906 & number of bills to suthorize worke secords-
ing to bhe first plan were introduced and passed, bub no von~
struction was undertsken. In 1907 bhe Muscle Shoels Hydro-
¥lectrie Power Company Yook over the old Musele Shoals Company,
and sanounced thet it was interested in building high dems, 19
The plan proposed by the company called for three high
doms with locks to facilitsbe navigation. The United 3tates

was requested to pay for the locks and fifty per cent of the

lﬁ:higig Pe BB
131pid., p. 43.
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cost of the dams and spillways. When a bill was introduced
into Congress authorizing such s plan, the matter was re=-
ferred to the Committee on Rivers and Herbors. This Committes,
feellng the need of expert adviee, forwerded the plan %o the
Bosrd of HEngineers and Harbors. "Thus came the first contact
of the United Stales Englineers with private propossls for
power develovment et Muscle Shoals,"t4

The Bosrd of Zngineers disapproved the bill as drawn,
because adequate »roviglon wes not made for nevigablon, and
no eost estimates were made. This cost, it held, might be
more then that required for ecompleting the cenal system en=
tirely arocund the Muscle Shoals Raepids. The company persisted
in its efTorts to get fevoreble legislabion through Congress.
Therefore, the metter was sgain ref@ﬁ%@ﬁ to the Board of
Eﬁglm@arﬁ and Harbors, and it was asked to estimete the cost
of the underteking. The Bosrd, instead of giving the desired
esbimates, presented e revised power company ylaﬁ. iIn the re~
port the Board pointed out that the National Defense Ack of
1916 included & provision under which the Presldent was &uﬁhsﬁ*
ized to set aslde hydro-electric power sibes on nevigeble
gtresnms for federal development and use in the production of
nitrates for munitions. It sugsested thet finel action wpon

the proposed conbtract with the power company be delayed until

4,6t of June 3, 1916, Che 134, 39 Stab, 216, 50 UsS,Cehs 70
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the United Staetes determined whether it would use the MHuscle
Shoals site for this purpose, uIn 1917 President Yilson ordered
the ar%&%iﬁn of & publie hydro-electric center there. The
following ?raviﬁiaﬁ goneerning the power of the Federal @avern#
ment was iﬂmlﬁ&%@ in the National Defense act of 19163

The President of the United States is hersby author=
ized snd empowered to make, or cause to be made, such
investigetion as in nis judgment is necessery to debtermine
the best, cheapest, aud most avallable measns for the pro=
duction of nitrastes snd other nroducts for munitions of
war snd useful in the masnufacbure of fertilizers and other
products by waber power or any other povwer as in his judge
ment ie the best and cheapest Bo use; and iz slso authorw
ized « +» + to designate . . « 8ites upon any nevigadble
or non-navigeble river or rivers . « « end is further
authorized to construet, meintein, snd operste dems, locks,
improvements to naivgetion, opower houses, and other plents
end equipment, for the generation of eiectrieal or other
power and for the production of nitrates . «

The plant or plents provided for under this Aet shall
be constructed and opersted solely by the Government and
not in conjunction with any st%gr'in&uaary or enterprise
carried on by private eapltal,*®

Under the aubhority of Section 184 {quoted asbove) President
Wilson established a federal reservetion at Muscle Shoals and
ordered construction of en experimental hearbor process planb.
Later, e lerge cynamid preocess nitrate plent, steam power sta~
Eiﬁﬁ@; a railroed and quarry, workers' village, ﬁr&ngmiﬁaiﬁn
line %o & btemporary power source ab the Alabems Power Compsny's
Warrior Riwer Plasnt, and a large hydrﬁ*@iaetria project for a
long bterm power source were starteds The war ended before much
of the projeet wes completed and the work stopped. Congress re-

fused new aposroorilatiouns o continue the project.

Y51nid., . 46,
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Dam Number Two on the Tennessee River

The Wilson Dam, however, was completed in 1625. In the
discussions that arose over the finel disposition of the pro~-
jeet, two viewpoints developed in Congress. The first advoceted
Tfederal lesse of Muscle Shoals to privabte indusbrisld interestsy
the gecond fTavored direct federal operation of its power and
nitrate plentss The second viewpoint was manifest by the intro=-
duction into Congress of the Glasgow Bill of 1919 which pro-
posed operstlion of the properties by s government-owned gorw
poration. However, this bill met sudden decth due to the @mﬁarw
ful opposition of the power and chemiocal companieas. An effort
was made by the Herding administratlon Lo encourage privetely
owned power ubilities bo bid for the @aray@ﬁti?@ §QW@r o be
made aveilsble et Wilson Dams When this attempt also failed,
Congress ebandoned appropristion for Muscle Shoals,

The project ley idle for the next two years. Then on
July 8, 1921, Henry Tord submitted the fist privete bid for
the Muscle 3hoals @f@p&rﬁi&&;la The Alasbama Power Compeny
hitherto had disclsimed any interest im the projeet, bub spur-
red by the possibility of losing the development to a competi=-
tor, it submitved @ counter offers

The Ford bid consisted of two parts: first, en offer to

purchase the nitrabte plants snd all materials end properties

181pid., p. 53



congbructed or owned and stored by the United Stetes abt the
Muscle Shoals Reservebion togebher with its interest in the
Warrior River abesm plant of the alaebaus Fower Compeny and
the tranemisslion line-thereto; and second, an offer %o lease
for one hundred years Dem Number Two (then under eonstruction)
and Dem Wumber Three {(which Ford proposed that the United
States consbruch ugﬁtraam,frmé the @ilaaﬂ‘§ﬁéjac%}g Ford
elso planned to use the Midtrabe Plant Number Two for the com~
mercisl production of nitrsbe f@ftiiiﬁ@f%;iv
Opposition to Ford's ?f&?ﬁﬂ&lﬁ soon developeds, Oharges
were made that the offer vial@%e& the Federal Weter Power
Lek, that the payments were not commensurste with the valus,
ﬁh&t a huge monopoly would be ereated, and thet there were no
provisions compelling Ford to carry oub his promise of meking
nitééﬁa fertilizer, Jupporters of the bill oclaimed that 1t
would reduce the cost of fertilizer fifty per cent, thet river
navigation would be improved st no cost to the Federal Govern=
ment, and thet the emonomical development, which would ae~
compsny the development, would bring an upsurge of activiby to
the whole seotion. The chemical ﬁnﬁ power companies united
with the advocetes of publle mger&tian ﬁn& the bill subhor~
izing the sale of the nroperty to Ford fsiled to pass, Ford
withdrew nis offer in 1924,

lv,iigg-ﬂ;; Pe 47
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Later, the bill whieh had received an adverse a@mmitﬁe@;
yote in the Senate was smended by Sensbtor Underwood to per-
mit privaebe power compsnies to lesse the Muscle Shoals proper-
ties to privete companies for producing loweoost fertilizers
President Goolidge fevored this bill. OSince Ford had withe
drewn his bid, 1t wasz eviden?t that the blli, éﬁ drawn, favored
the power comvaniess It was {inally passed, sen% to bhe
fiouse ror conference bub was foreed out of order by Senator
Borris on the grounds that substentisl changes had been nede
in the Senate. b?hﬁ leglslation failed %o yaaa;lﬁ

When it was apparent that the bill would fsil, support-
ers of the power companies passed a resolubtion empowering the
Preaident to avpoint a comuission " to determine the most
favorable conditions under which this property may be lessed
+ + « to secure nitrates.” 19 mne president eppointed s five=
man commission, all of whom were knoun to be opposed to publie
ownership of the projects The Gommission, as expacied, recomw
mended that e lease be negotieted with privete enberprise,

ﬁﬁ%iﬁ@‘ﬁﬁ this report, Congress seb up & "Joint Committes

on Muscle Shoals" o recelve bids and recompnmend a leases The

Committee endorsed.a bid of the Associnted Power Companies.
But opposition arose end the concerted action of the famm
bloe, the libersls, aud the friends of the chemical compsnles

was powerful encugh to defeat this bid, This was the last

3'%3;@&@*) Pe 49D lgzbgfht D Dle



gerious effort made t¢ turn Huscle ﬁhaai& over %o the power
companiess However enother bid for the Muscle Shosls project
was made by the hsmerican Cyanamid end the Union Carbide
Chemical Qompenies, They offered an annuel payment to %ha |
United States of four per cent on federal investment for yﬁwar
ab the Shoels site and pledged an annual production of 20,000
tons of Iixed nitrogen for fertilizer. The compenies, however,
inserted e clause providing that if the manufecture end sale
of fertilizer “Qrave& compebitively impractical or comusr=~
cially uneconomics” production might be abandoned. No pro-
vision was mede returning the property io the govennment
under such a %anﬁing@nﬁy,2§ |

Hio more wajor bids were made by privebte compsnies for
the Muscle Shoals plent, In 1981 a bill wes passed by Congress
providing for public operation of the plent, bub President
Hoover vetoed the bill. 1In his veto nessage, Hoover stebed
his opposition to government compebition with privete enter-
prise and urged that Congrees authorize the States of Alsbonme
and Tennessee to set up a joint commission %o study the dis~
position of the properties "in the interest of the loesl.gomwun=
ity and egriculture generaelly." A commission was appointed

by the move was unsuceessful. ot

rvid., . 58 #L1via, pe 5.



In the mesnbime, supporters of public ownership hed been
introducing bills in Congresss Jenator Horris, leading pro-
ponent of the publle ownership Sheory, indroduced seven bills
during the time belween 1019 and 1932. One of these Presidend
Coolidge killed with & pocket vebo and another wes veboed by
Hoover, and the obthers were defested in Congross. Legisletion !
authorizing the Tennessee Velley Ach was not passed unbil efter
President Rooseveld lent his powerZul support to publie opera=~
tion of the Muscle Shoels Project.

Precident Ropseveld brought new couceptions of the pard
the govemntent should play in socieby. In his message to
Congress on 4pril 10, 1938, he ssld in part:

It is clear that the Muscle Shoasls development is
bub a small pert of the potentisl public usefulness of
the entire Tennesses River, Such use, if envisioned in
its entirety, transcends mere power developmendt; it enlters
wide fields of flood conbrol, soil eresion, reforestretion,
elimination from agriculbural use of marginel lends, and
distribution end diversificstion of industry. In shors,
this power development of war days leads logleally to
national plenning Ifor a complete river weter-shed involv-
ing many stebes and the fubure lives and welfare of mil-
liong« It touches snd gives life to all forms of human
GONCerNn. *

I, therefore, suggest to the Congress legislation
to oreste a Tennessee Valley Aubthority--a corporation
elothed with the power of govemnment bub possssaed of
the flexibility end initlative of a privete enterprise.
It should be charged with the brosdest duty of planning
for the proper use, conservatlon, and development of the
Termassee River drainage basin and 1tes adjoining territory
for the general soelsl and eeonomie welfare of the Nation.
This suthority should also be elothed with the power to
ecarry these plans into effect, Its duby should be the re-
hebilitstion of the Muscle Shoals ﬂgg@laymﬂnt end the eo=
ordinabisn of 1% with a wider plen.” )

| Eﬁﬁwus@ Document 18, 73rd. @ﬁag;, 18t 3@&@;, ps 10,
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tThe pr@?iﬁi@ﬂﬁ of the Horris bill, as oublined in the
beginning of this chepter, may now be better understood when
discussed in the light of the »revious contentions snd efw
forts to pmss such legisletion. By the terms of the Lot,
g gorporation was creacted which was directed to Sake over the
ﬁua@lalﬁhmala propertica, Lo utilize the uitrate ylﬁnﬁé in
a commercial or experimental fertilizer program, and ﬁﬁ‘ﬁﬁﬁﬁ
pose of the surplus power generated at Wilson Dem over the
eorporation's own transmission lines. 7These provisions had
been previously offered in verious legislebion proposed, bub
two new provisions were then added. First, the corporation
was authorized to construct dams, powerhouses, and navigstion
projects on the Tennessee Hiver and its tribuberies, BSBecond,
two "plenning® sections were in@luﬁ@é %o furnish the basis
for s program of reglonel plenning end development, with the
general aim of "fostering an orderly and @T&@@f'ﬁhyﬁiﬁ&lg gan=
nomic, snd soeizl development® of the ereas In his address %o
the Congress, the President hed stressed the vsilue of such
planning:
Many hard E@&ﬁaﬁﬁ;h&?ﬁ taught us the humen wsste thab .
resulds frop lack of plemning « » « It is time to ex~
tend planning o a wider fleld, in this instence com~
prebending in one grest projset many sbabes directly
concerned with the basin of one of ocur grecbest rivers.
If we ere successiul here we can merch on, sbtep by

step, in a like ﬁavﬁlggmﬁﬁﬁ of other great terriborisl
units in our borders.™ :

281p1a., pe 12
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It is evident thet in the wind of the President, the
Tennessee ¥alley Aunthority ﬁ&ﬁ‘ﬁﬂ be a yardsbick for fubure
development of the river basin and aress. The et that he
linked the welfare of %ie neople 8f the area with the develop-
ment makes his contentions more important 4o the neople as
a whole,

When the infant publie aubthority undertook its power~
marketlng program, there alresdy existed within the valley
nunmerous privetely owned power ubtilities, Preference wes ex-
pressed in the Acet for sale of the surplus nower to "pub=-
liely owned orgeniszations” and the corporation was also em-
powered to build its own transmission liness The major power
company, in hearings on the propodsed Horris Bill, hed en=-
dorsed the measure bubt urged that the power activities be
limited to ssle of electricity at the wwibtch-board; they
wented the distribution sysbtem. Congress rejlected any such
plan, but after the Act passed, the priveie companles approsched
the Authority directly with its proposal that 1t sell to them
ab the swibtchboard all its available energy. The Authority,
helieving thet such a poliey would be contrary bto the spirit
of the plen if not the vlein language of the Bill, refused,
end proceeded Lo set up its own power program. Oontroversy
led to legel webion, Cther phases of the development project
proceeded withoub any hindrence, but injunetions and court

proceedings hindered the power DHIOZr&li.
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Legal Controversy

The provisions in the set authorizing the generation and
disbribution of electric power were somewhat timid. The
Tennessee Valley Act was authorized to ’

+ & « 8ell the surplus power not used in its operabtions

« » « and in the ssle of such current by the hoard, it

shall give preference %o gtate, countles, munia&yaiiﬁi&&,

gnd cooperatives of citizens and fawmgx&; not organized

or doing business for profib. « « «» "2%
Private power conmpanies seiged u@mﬁ this weakness gnd main=
tained that 1% was not the intent of Congress for the Tannéaﬁ
sge Valley Aot to actually generate elechtricity for ﬁlaﬁ%ika#
tion, bus that it could sell whabtever electrieity 1t might,
through error in caleulation, produce more then wes pecessary
to operate the nitrate plants and other development achivities.
This contention was, in essence,; sustained in the George |
Ashwander Case. The following quotation from the judge's
opinion 1s the gist of the declision which warranted the amend-
ment of 1935 which will be given in more detail below: |

It /Fhe TVA/ hes & right to sell the surplus energy de~

fined o be the energy over and above what the Tennessee

Valley Aubhority crestes for the use of some one of its

granted constitutionsl powers, and used for thab guﬁy@aa,

for instence, ac¢buating the loeks with reference to

navigation, the lighting of villeges, or many olher

things of that kind, thabt give it the right to use elec~

trical energys It %hﬂrakia a surplus, recognizing the
impossibility of making the exsct amount of electric power

The Tepnessee Valley Authority, 4 Study
190y }33 &3& '

24y pritvehett,
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o cover the needs, it has an implied right to sell any
power c¢reated, thet 1s, created in the exercise of a
bona flde effort to only meke suoh power as is needed
o earry on the Constitutional power, @i%hgg national
defense, or navigation, or perhaps obhers.

The virtue or evil in such a "narrow" interpretation of
the Tennessee Velley Authority Aet is of no consequence here=-
iny the lmportant fact ls thet the entire operation of the
electrie distribution system was on precarious grounda.

Hence it beceme necessary for Congress to more specifically
define 1its intent with regerd to power development and dige
trivution. This wes done in the Amendments of 1938, The
Authority wes suthorized:

» « « « Whenever an opportunity is afforded, to pro-

vide and operate facilities for the generstion of

electric energy in order to avoid the wasbe of water
power, %o Yransmit end market such power as in this

4ot provided, and thereby, so fer as msy be practi-

cable, to assist in liguidating the cost or aid igﬁ

the maintenance of the projects of the Aubhority.<t

At enother plece in the Amendment the languege is sgain
quite definite:

The Tennessee Valley Authority » « . shall have power

to acquire or construct power housesi power sbtructures,

transmissional lines « « . and to unite the various power

insta é@ti@ﬁ& into one or more systems by Hreansmission
Lines.”

‘ i;fef§g§§y§§£”vg Tennesse

26act of August Bl, 1935, Ch, 836, Sec. B, 49 Stat. 1076,
USCA 831 h~l.

271bids, pe 83le.
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Thus by the time this case reached the Supreme Court in
February, 1936, Congress hed so amended the Aet that the
Supreme Court decision on the "surplus power problen™ was
a foregone conclusion, However, the general question of the
eonstitubtionality of the entire Tennessee Valley Aubthoriby
program was not dealt with by the Courb.

The refusel of the 3upreme Court to deal with the veri=-
ous questions on the constibublonality of the Aet invited
further legal entanglements. In May, 1@3&, nineteen publie
ubility companies, operating in the nine ﬁ%aﬁésg brought sult
against the Tennessee Valley isuthority, alleging thai the
mansgerial practices as well as the Lot ibsell was uncon-
stitutional. 4n injunebion was soughb whieh would have pre~
vented ﬁh@kp@war development of all TVA projects except the
Wilson Dan project.

The btempersture of this legal conbroversy grew 1&@?&&&*
ingly hot for about & yesmr and a half before the cese was
finally brought to trisl before a aspecial three~judge dis-
triet court in November, 1937,28

In this case the four major contentions of the power
companies were disposed of as follows: (1) in enswer to the
complaint by privebe power aam?&nia& that TVA dems could
not and would not be operated within the berms of the pro-

visions directing such opersbtion primerily for the purpose

28pritchett, op, eibs, P« 63
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of ywﬁmﬁ%ing navigetion end controlling fiam&ai the sourts,
after carefully enslyzing the evidence r@l&tiﬁg to TVats
speration, stabed thal nevigation and flood control hed
been given primsry considerstion, and the statube had been
neither violated nor exceeded.

{2) In the second place, the utilities contended thatb
it was enacted primarily f@% power purposes, end that such
matters as flood control, navigation and national defense
were merely disguises for the real purpose of interfering
with private enterprise in the utilisty field.

(3) The utilities contended further that the sale of
electrieity on the scale proposed by TVA would deprive ﬁﬁa
private companies of thely property without due process of
law. On this voint the court held thet although the power
companies might suffer by the competition of the Tennessee
. Valley Authority progrem, this program had not been shown
to bhe in violation of any &futh@ir eongtitublional righta.

{(4) The final mejor contention was that the Act amount-
ed to an unlawful interference with the police powers of the
gtetes without being subject to their eontrol. This a&k@gaw
tion was dealt with by simply sﬁaﬁimg thet the question was
not properly before the courts If such violation of stabtes
rights was in existence, the question could not be conaidered

anta

unless the sult was brought by the state or locel govem
being offended,?
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Afver this declsion, the case was carried to the SBupreme
Gourt, bubt there it was disposed of by & ru;iag thet the |
ubilitics had no legsl sbanding to bring thé suit, thus mak«
ing unnecessary any holding on the mejor constitubional gques~
tions presented in the Tennessee Valley Authorlity ﬁa%*ga

Certainly, these sre not the only two caeses which in-
hibited the operations of the Tennessee Valley hLubhority
hawavar, these are the most significent ¢eses, because here~
in the major issues involving the oonstitutionality of the

Aot were dissolved.

Amendments

The 1935 amendments of the Aot have been adequately con=
sidered in the subsegquent discussion on the legal @nﬁangm@ménns;
hawévar, the gist of the legislation was thet in both the op~
eration and eontrol of the water gontrol system the Authority
was to give primary considersbtion to the regulrements of
navigation and flood control but that, in so far as 1% mighﬁ
be consistent with those objectives, hydro-electrie power
should be generated in order to help defray the cost of the
undertaking. |

A pecond smendment concerned the power rate polieys In
the beginning the Aubhority preseribed unusuelly low resale

rabe schedules in its contracts with publicly owned

S0ppitohett, op, eit., p» 65.
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distribution agencies. Opponents of the plan declared thab
these rates were too low to cover the cost of the lnvest~
ment, They srgued that TVA should be put under a rigid
coat=pooounting system, that 1t should file its rates with
the Tederal Power Commission, that these rates should be
non~diseriminatory es anong ¢lasses of customers, that all
recelnts and expendibures should be reported to the General
Aceounting Cffice, and thet no power seles should be per=
mitted whieh would not be adequate to rebturn revenues at
leagt equivalent o @aﬁ%,$1 The suthority saw in these de~
mands a further effort to hemper the development with red
tape and a lack of understonding of the nature of a “devel~
opmental period” in & business requiring a large gapital
investment. The differences were settled by an amendment
which expended the Authority's functions of cost finding and
cost reporting and which stabted further:
it 1& hereby declered to be the poliey of this Aech
that, in order as soon as practicable Lo make the power
projects self~supporting and galf~tiguidating, the sur~

plus power shsll be sold at rates which, in the opinion
of the Board, when applied to the normal capaeity of the

Authority's power facllities, will produce gross revenues

in excess of the cost of production of said power and in
addibion to the statement of the cost of power ab each

power sbtation . . « the board shall file with each an-

nual reporb, a stabement of the total cost of all power
generated by its stetions during each year, the average
cost of such power per kilowabt hour, the rates ab whieh
sold, end to whom sold, end coples of all contracks Tor

5iﬂanﬁmﬁief, ops gibs, Ps 694



the sale of power,oe

Obher clauses also modified or exbended the Act of 1983.
The Aubhority was empowered %o prescribe resale rate sched~
ules in its conbtraets with power distribubors, %o assist, by
greats of credit, stales, counties, mumielpalities, and other
non~profit orgenizations in buying distribution fecilities in
order to conbraect for TVA power, snd %o have velo power over
the construction of similar projects upon the Tennessee Rlver
or any of its tribuberies, By these amendments, the Author-
ity considerably extended its scope of work, espeecially in
its suthority %o assist orgenizebions in obtaining facilities
Tor distribution of TVE power,

In the period that followed, TVA took over many small
privately owned power companies at negotisbted prices, bub
little progress was made on berms for the major power lines
serving the heart of the TVA "natursl® service sreas A4fter
the power companies lost the atbempt to declare TVA unconsti-~
tubional, negotietlions were begun for the sele of their lines
o TVA. &n sgreement was reached which permitted TVA o buy
the power faecilities of the Alabama and Georgle power com=
panies for $75,600,000.9° The Authority had been given the

power to issue bonds and had an adequute amount for the

52,0t of August 31, 1935, Ch. 836, Seo. B8, 49 Stat.
1077, 16 USCA 8Bim.

33pritonett, ons oibs, De 69,



purchase, bud the purchase of steanm generating sbabions or
of hydro~electric stabions oubtside of the Tenncssee waber~
shed were felt to be uneubhorized. Since Lthe power proper~
ties included such facilities and were to be bought as a
unit, the Auvthoriby requested Congress to amend its bond
power L0 permlt these otherwise ané&tharim&& uges of bore-

" rowed funda, Permission was finelly secured gfter much bit-
ter debste in Gaﬁgrgaaygé The TV4 wuas now alone in the power
field in the Tennsesscee Valley.

Serious problems in the field of texebion next plagued
the Authoribty. Private enterprise cherged thet TVL was ef»
fectively bax~free. This notion or ides arose from several
gources. In many instances, municipelities with thelr own
distribution systems, conbracted for TVA power: Itabes and
counties usually refrain from texing minicipal enberprise;
hence, the projeect, in this sense would be tex-frees TVA
pontrects, too, reguire cooperative distributors to asaﬁssv
taxes against btexes 8b going rates; TVA retes were lower;
hence the tax on cooperabives was lowers

The sbove were tax problems in the distribubion on
field, Those in the generation end trensmission field were
more complicaeted, especially where properiies had been burne
ed over to the Teannessee Valley Authority. .?ka only pro~

vision Tor tax payments in the 18588 ic¢t was for five per cent

8450t of July 26, 1939, Ch. 366,53 Stat. 1083, 16
UsSCcA 831 n~3.
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of the gross revenues from power sales Lo the stabes in

whieh the marketed energy was g@n@r&ﬁ@ﬁaaﬁ ¥o consideration
was glven to relative assessment velues of TVA properties
within stebtes or to relstive revenues contributed to TVA

by consuners in the different sbsbes. Vo authority &1@har
was granted for payments to countlies or loeal governumenbs.
In‘maﬁy instances this worked nardships beeause power lines,
ag a ususl thing, are a lucrabtive source of revenue 4o a coun~
ty or municipsl district.

Realizing the need for tax revision, the Authority work-
ed out a suggeshed plan whereby larger tobal payments in the
place of taxes would be apportloned socording %o & carefully
sbeted formule mmong the different states and counties af-
fected by TVA opersbion. In 1939 a bill was pasced by
Congress with these features: For the first year of opers«~
tion, the totel TVA payments in the place of taxes were nore
then the taxes paid by the privabe concerns taken over by
the TVA,9® Taxes and tax equivelents provided by municipali-
ties and cooperative distribubing nower further boosted the
tazable income of the stetes and eounties until there was an

exaess over the entires amount usually paid in by private

35Ransmeier, ppy gities Pe 74
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enterprise in all fields,v7 Thus, another objeckion to TVA
logt its vigor, because under the TV4 the states were ra-
ceiving more revenue irom power than they hed previsusly
recelived, During the period from 1939 Yo 1948 there were
numerous acks whlch affected the operation of the TVis The
most common of these amendments were annual aporopristions
for its operation and expension; however, it was pobt unbil
1948 that bhere were sny wejor changes in the TVA administration.
The first part of this uet provided $18,700,000, btogebher
with the unexpended bulance of funds heretofore approprisbed,
for the operstion of the TV4 in the fiscal year of 1948, This
was in cadence with previous appropristion bills; however the
seegond part of the Ae¢t mede significunt chunges in the finan~
ciel policy of TV4a. The section nrovided thet:

Hot later than June 30, 1948, and not later then
June 30 of each calendar yesr thereafter, until a total
of 348,859,840 has been paid es herein provided, the
Board of Directors of the Tennessee Valley Authority
shall pay from net income derived the immediately pre-
¢eeding fisesl year f{rom nower onerations {such net
incume to be determined by deducting power opersting
expenses, allogeted common expense, snd inberest on
funded debt from total power opersting revenue) not
less then $2,500,000 of its oubstanding bonded indebt~
gdness o the Tressury of the United Ststes exclusive
of inberesty end such a y»ortion of the remaeinder 57
such neb ineouwe ints the Treasury of the United Histes
a8 miscellaneous receipts as will in the %en~yesr period
ending June 30, 18068, and in each succeeding ten-yeor
period until the aforessid total of §848,239,240 shall
heve been nalild, equal %o not less than a btobal of

371bid,, De 75.



48

$87,059,810 ineluding payment of bonded indebtedness
exclusive of interest on such bonded indebtedness.
Total payments of not less then $10,503000 shall be
made not later than June 30, 1948,

sumounts equel to the btobal of sll apuropriations
herein and hereafter made to the TVA for nower fecili-
tles shall be paid by the Boerd of Directors thereof,
in addition to the total of 348,259,240 specified in the
foregoing paregraph, to the Treasury of the United Sbetes
as miscellaneocus receipts, such payments to be amortized
over a period of not to exceed forty yeers after the
yesr in which such facilities go into operabion,

None of the power revenues of the TVA shall be used
for the construction of new power producing projects
{except for replacement yuggaaas) unless and until ap~
proved by asct of Congresa.

The significance of this amendment which limits the
administrative suthority, and demands that the amount of ap~
propriation be repeid, is somewhat obscure. However, it does
seem that it has the following disadvantages: (1) By compel~
ling the Tennessee Velley iuthority to repay the amount of
appropriation it is in effect imposing a form of regressive
taxatlon on the people of the Tennessee Valley area. By way
of explanzbion, everyone in the Valley uses the electricity,
the wealthy a8 & general rule use no more, or very little
more, then the poorer consumers; therefore, if the proceeds of
the sale of electriclity must be psid into the Federal Treasury,
then the poorer consumers ere npaying as much ss the more pros-
PETOUS CONSUMErs, The economic effects of sueh a lew ere
identicsl to the effects of a seles tax,

(2) another coriticism lies in the fsoet that 1t is baking

| ﬁg“ﬁpp30§riaﬁiens for the TVA", Congressional Record,
Appendix 4, p. 1205, 1948,
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the administrative powers of the Tennessee Valley subthoriby
away from the expert mansgement and plseing it in the hands
of Congress, whieh is 80 burdened with other programs thet it
has neither the btime nor the technical knowledge to administer
properly the financial aectivities of the Tennessee Valley
Authority.

Thus we cbserve that our oconservabtive (ongress has made
g noteworthy move toward curbing the activities of the Tennessee
Yalley aubhority.

This chaepter has been concerned with the three phases in
the develomment of the Tennessee Valley Authority Adcty 1ts legal

controversy which enused, and the more signilficant amendments.



CHAPTER IV
GENERAL NATURE OF THE ALLOCATION PROBLEM

The problem of cost allocation is not only an issue of
mejor congern to TVA aubthorities bubt it is a complex problenm
even to privete business. Direct costs ere those costs which
contribute $o the production of a particulsar unit of output,
while joint costs are the costs whioh contribute %0 the pro-
duction of several different units. For example, the cost of
lighting a factory which produces a number of commodlbties would
present s problem in cost allocetion. The problem would be
to determine how much of the ecost of the lighting should be
charged to sach eommodity produceds This would be a problem
of some complexity: however Iin a@m@ariaan with the problem of
sllocation of TVA c¢osts 1% is quite simples

The problem of slloesting TVA cost to its verious pur-
poses, navigstion, flood amnﬁrﬁi, power, fertilizer production,
and hational defense, is mede more complicated by the following
factors: (1) at the onset there was no precedent to follow,

{2} the problem of estimeting the value of navigstion, (3)
the private power g¢ompanies would be eritical ol the sllocation
regardless of its merits, end (4) the amla@ﬁtian‘mf VA costs

is sunject o various political pressures. Because of these

&0
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factors any alloeation of costs mede by TVA offliciels is es~
sentially arbitrary, snd as such i% invites eriticisms from
AUMerous SOurcess

In a statement of policy the TVA ief, in effect, requires
the TVA power progrem to pay its own way, In order to determine
whether the power program is self supporting, the authoriiy
must first know what portion of its totsl investment, mueh of
whieh is in multi-purpose facilitles; 1s ah&f@@mhlé Yo poners
The costs of powerhouses, generabors and tarhimﬁg offer no
particulsr problem, They are chargesble to power, On the
other hand; the covst of navigetion locks, channel merkers, and
dredging ere cherged entirely to navigebion end likewise the
eosts of flood gates and other special features, designed
solely for flood protection are charged entirely %o flo0od con-
trol, Finally, the costs of dems, reservolr lands,; and other
properties that serve seversl purposes, ineluding power, should
be distributed among the &&#erml progrems served, Hence the
quwﬁtian‘ia, by what rule shall common costs be distributed?

Logieally, the sllocstion of aéaﬁ& falls into two cata- H
ggriaag {1} mﬁe»ailacatian of originel or iav&aﬁm@ﬁ% cost in
order to determine whet portion of the fixed charges should be
assigned to each purpose, and (2) the allocetion of operstion
gnd meinbenance expenses, The latber problem is discretely
solved by simply considering all of these costs equal, but the
problem of apportioning total jJoint investment is intrigueing.
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This letter puzzle will be analyzed herein,
The TVA Act directs the authority to allocste costs as
follows:

The Board shell meke s thorough investigetion as %o the
present value of Dam #2, end the stesm plents, nitrate
plant #1, end the nitrete plant #2, and as to the cost
of the Cove Creeck Dam, for the purpoie of aseerisining
how much of the veluse or the cost of seid properiies
shall be alloceted and cherged up bto {1) flood eontrol,
{2) navigetion, (3) Tertilizer, {4) netionel defense,
and {(5) the development of powers The findings thus made
by the Board, when approved by the President of the
United Stetes, shall be final; and such findings shall
thereafter be used in all ellocstions of velue for the
%urg@w@ of keeping the book value of saild properties.
In like menney,; the cost and book value of any dams,
steanr plants, or other similer inmprovements hereafter
constructed and turned over %o said Board for the pur~
pose of conbtrol and mensgement shall be ascerbained and
allocnted. ‘

The Board shall, on or before Januery 1, 1937, file
with Congress e stebement of its allocotion of the value
of all such properties turned over to seid Board and
which have been eompleted prior %o the end of the pre~
ceding fiscal yeur; and shall thereafter in its annuel .
report to Congress flle o sbtabement of 1ts allocstion of
the value of such properties &f have been completed dur-
ing the preceding fiscal yeur.-

Objectives of Allocation
Thus far the objectives ol allecstion have been somewhat
vaguely lmplied, now let us analyze these objectives more
specifically. The principle of allocation is almoét universally
accepbed; however there are a few fanstieal ﬁgﬁm&&&ﬁﬁ of publie

power pﬁw;&aﬁa who meintain that all of the cosba of multiple

1iot of May 18, 1933, Ch. 32, seo. 14, 48 Stat. 68+
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purpose projeects should be cherged to power. This absurd
viewpoint is becoming more asnd more in disrepubes Bven ab

the oubtset mpst of the friends of private power companies
supported allocabion on the grounds thet & falr proration of
costa would validste the ﬁxiaﬁing rates of privete power com~
panies; friends of publlic power projects, on the obher hand,
supported allocatlon for en exactly opposite reason, they were
~ éaﬁfiﬁ@nﬁ that proper ﬁllﬂaaﬁiﬁn would show the rates of the
privaﬁ@ power compenies o be too high. ‘

Whereever the problem of allocabtion is_iﬁ eopbroversy
we Tind that rate maeking is involved., Hence we can say thet
the prime objective ol alloestion is to show the cost revenue
relationship, and since rates are the determinsnt of revenue,
the objective can be more specifically stated as follows: one
of the main &hj&ﬁﬁivﬂsvﬁf allocation is 4o provide a basis for
rate making.

Another objective of allpcabion is thet it will facili~
tate optimum proportionment of multiple use investment of new
appropriations.

Thus Ter we have observed the manner in which Congreses
aubhorized alloecstion, and & few of the major objectives of
allosebion have been viewed. The prime objective wam as re~
lated above, to set up & cost revenue reletlonships The costs
are to & great extent delermined by fixed charges on initisl

investment which were alloceted to power, and the revenue
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depending largely on the rates charged for electriciby.

Criteria of Good Allocetion Procedure
Thus the general objectives have been stated; now let
us consider the Tactors which are requisite to s "fair' alloca=
tion Qf costs, These factors have been listed by TVA's lead~
ing suthority on epst allocetion, J. By Rasmeler, as follows:

The method should have s ressonsbly logical basis.

It should not resuld in cherging any objective with a
grester invesiment than the feir capitellzed value of

the annusl benefit of this objective %o the consumers 1%
should not result in charging any oblective with a gresbter
amount of investment then would suffice for its develop~
ment et an alternate single purpose site. Fiaaslly, it
should nob eharge any two or more objectives with a
greater investment than would sufflee for albernete dual
purpose or multliple purpose improvement.

The mebhod should not be unduly complex. In a demo-
eracy publie agencies should be subJeet o the undersband-
ing serubiny of the eitizen body %o the maximum possible
gxbent, The goel should alweys be presentcilon of probe
lems and programs for publie considerstion in elear and
gimple terms.

The method should be workables It should not be de~
pendent upon estimates which are difficult %o prepare,
and 1% should not require the use of data as to ecbual
operstion of the project which will not become available
until after the pasasge of & considerable period of time,

The method should be flexible. It should be equally
applicable to an isolebed project or to a co-ordineted
system, In the case of a system 1% should be appliceble
to both the initisl snd ultimete stages of developments
It should be readily adepbeble to changing conditions
over a plant or system life,

4 Tinal eriteron which sometimes hes been suggested but whieh
we put forwerd here only for the sske of discussion iy
The mebhod should epportion to all purposes presenk

st a mulbiple purpose enterprise a share in the overall
esonomy of the operztion, This point has two implicabions.
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First, no purpose should be assessed costs as great as

would @af&iaa for alternste single purpose stean lmprove-

ments, Second, no purpose should be assgessed ¢osts &8

great as itg capitalized benefit value,®

ALY mf ‘these eriteria are velid in substance; however it
geems that as @ general rule they are too opbimistie. JFor
example the third ebjective stabes: "It should not be depend=
ent upon estimetes which are diffleunlt o preperes"™® In the
Tollowling enalysis the extreme dAiffleulty of mekilng certain
necessary estlmebtes will be pointed out, Indeed, 1t might be
said thet the merits of the entire allocstion procedure are

based upon the sccuraey of certain complicebed esbimebes,

Theories of Allocabion
Allocation is an erbitrary end controversisl issue;

Congress appointed numersus bosrds and commitbees to work oub
e dessireble method of alloestion, snd the theories of slloca~
tion are as plentiful as were the allocation comnitbeess. Or,
it meemed that every board or commitbtee, afbter debtailed anal-
ysig, come up with a revised or new theory of alloostion. Bew
cause bthese theories are so numerous it will be our purpose
here Lo snamlyze only the fwo most significent theories; namely
{1) the relative henefit theory mebthod of allocation and {(2) the
alternate jusbifishle expendlture theory. The first of these

Zrasmelr, gps Sibs Ppe 220-821.
S1bide, ps 2204
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theories will be studied because, in the opinion of the writer,
it has considersble merit and the sccond because it is the
theory which was most nearly followed by the IVA Finencisl
Poliey Comuittoe.®

First let us consider the relative benefit method of
allocations 4 rveport on the investment of Wilson, Norris, end
Wheeler Projects has the following %o say aboul the theory of
allocution: |

This theory of sllocation draews its chief protagonists
from the repks of the flood-control englnesrs. It has
been suggested by the Habional Resourses Boord and its
subgonnitiees, by the Mlsslpsiyoi Valley Gﬂmgittaaa and
by the verious regional planning commititees.

48 the name implies, this theory sugsests that the costs
of the mulbiple purpose projeet will be &Xl&ﬁﬁ%&&‘aﬁﬁﬁﬁﬁiﬁg
to the fﬁl&ﬁiﬂ& benefit values of the varlous purposes gerved
by the mulbtiple purpose asystenm,

The following anslegy is mede in the interest of al&rityg

Buppose TVA was & privete eorporation engeged in meking r&in,
| and thet for $100.00 it had contracted to meke two inches of

waber Pall egually over an ares of four square miles. The

Sne committes began investigations on July 13, 19874 ibs
membership was composed of regular stell members.
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firﬁﬁ mile was owned by the Jones who grew corn, the second
by the Drowns who grew cotton, and the third by the Smiths
who grew peanubs, and the fourth by the Johnsons who grew
potatoes, HNow suppose thet the $100.00 worth of rain inercased
the income from corm by $60.00, the income from eotiton by $45.00
the ineome from pesnubs by $30,00, end the income from potatoes
by $20,00, How, just how much should eech femily pay for the
rein? The total beneflts to all Tour equals $155.00, so would
it not be plausible to charge the Jones with 60/156 of the
§100,00; the Hrowns with 45/155-~and so one

Obviously this is s simplifiestion of the reletive benelis
wmethod of alloeabtion, and by simplificstion the merits of the
prinelple are menifests However, closer serubiny of the prob-
lem will reveal certain dirfficulties, The prime di@fiegiﬁy is
in the estimation of the benefita, By sinply compsring the in-
come figure over & period of years the Jones eould, with & high
degree of cerbainty, oonelude that the two inches of yain %@Ql&
inerease their income by $60,00; but when we sbtempt to evalu~
aete the benefits of a flood eontrol project; a nevigabion chan~
nel, or a power plant, we are confronted with complex problemss

This theory was given considerable sbtimulus by Dre 4. Be
Horgan who made the following stobement in a letter %o his cow

directorss:

4 theorebically proper and reasonable method of allocating
sosts bebwoen the verious types of benefits would be %o
allocete the common cosh among the various uses in propor-
%ion to the benefit recelved by eagh Ffrom the common
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expenditure and to charge to each type of benefit the

tm%gl\cmat in@ﬁrr@ahsyﬁgifiqally and solely for thet par=

ticular use or benefit.

Hence 1t seems thet the relstive benefit. method of ale~
loestion is, in theory, the most desirsble of all theories
of sllocation; however the applicetion of this theory is so
difficult thet the merits of the theory are questionable.

Briefly, let us consider the problem of eveluabing bene~
fits. The benefleial effects of any one »roject are mulbiw
tudinous. They are geins to the individusl property owner,
profits Lo the businessmen, sdventages Lo the socisl and
governmental n&turé; some are easily rﬁcmgﬁzmeﬁ and evaluated,
while others are Intangible ond difficult of evaluebtion; somse
arg local, while meny sre to be found remote from the Tennes-
see Valley; gsome will be ismedistely effective, while obthers
will beneflt fubure generstions. Obviously the nroblem is
too complex and intengible o prediot eccurste measurement
but 1t i still suscepltoble of ressonable sppraisal within
useble limits. Thus, the erities of this theory who point
out the impossibiliby of accurate messursment of the benefits
are withoud logiec, becsuse any mebhod of &llocetion is easen~
tially erbitrery sad bullt upon estimates. I was never the
intent of the Morgen Committee %o mske an acouraste appraissly

thelr intent wes Lo make sn apnraisal within "usable limibs.®

ﬁxﬁigi, Ps 104
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The estimetion of these benefits is & problem for engi~
neers and business research anslyists, however the problem
will seem more feasible Lo the ordinary observer if he will
~follow the analysis glven below,

Benefits attending the Authority's navigetion orogram
are numerous and fer reaching. The amount of esbtimated sayv-
ings t0 shippers in the matter of freight rates is sometimes
proposed as s measure of beneflits wnder similer circumstances.
Such & figure is inadequate. Sabisfactory navigebion will
efTect not only benefits which sre definite snd easily reeog-
nizable, bub will ecneourage development of the valley end will
induee nation-wide developments which are nol readily suseep~
tible to evaluation. An enumeration of some of the sources
from which benefits mey spring serves %y indicnte the broad
soope of the field.

There may be ﬁir@gt savings (&) on freight shipved by
water at rates lower than those aveilable from lend carriers,
and (b) on frelight shipped by rail or truck at rates influenced
by the existence of walter competition.

There may be markeb extensions by (&) opening markets
for rew materisls whieh cannot move more profibebly under ex-
isting rates and (b) extension of markets for rew and finished
products now limited by freight rates.

Industrial growth may be encouraged through {a) growth

of established industries in the aree as markets are exbended;
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(b) esteblishment of new indusiries based upon the conver=
sion of native rescources whieh are aot profitable under ex~
isting freight rate structures, (e} development of indushries
whose selection of sites ls influenced by svailability of
weter transportation, (d) stimulation of ahé building in-
dustry by reason of the genersl development of the region.
Inoreased recrestional zetivities will inevitably follow the
development of the waberweys« 41l of the sugsested industrial,
commercial, and reersational growbth mey result in inereases

in velue of property in the vorious governmental units.

A significant result of any study of %his project would
be a determinmbtion as %o whether or not the velue of the benew
fits resulting from navigm%ién will exceed the cost of obtain~
ing thet navigabtlon by the chespest method which emnldlb&
adopbed to the pronosals

An estimate of wthe total amount of benefits, tangivle and
intangible, would be highly desirable, bubt it will be sufrfi~
elent for the immediste objective if i% is found that the
value of the benefits appear to be in excess of the cost of
a single~purpose navigetion development, even though the esti-
mate of benefits be not carried to full completion.

The eonst of the cheapest single~purpose development whieh
gould be built and opersted to provide navigebion roughly egquiva«
lent to thet contemplated by the subhority is estimated to be
approximately $150,000,000,000.7 Records of the trefric

‘Ivide, p» 15.
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gonditions on the river ere aveilsobles Hsbtimates of savings
in transportation oosbu which are exnected to develop as a
result of an inerease in traffis hsve been made by the United
Stetes srmy Bngineers snd by the Tennessee Valley suthopidy.
The sruy estimstes ere in excess of those vrepered by the

huthority. IHowever the more conservotive estimete of the

suthority will be considered in the following comperison,
The following esbimstes of the Bounage of frelght whioh
will be moved on the Tennesses River 1s significent,

in & sbudy by the Trsnsporietion Goonomies Division of
the Authoriby 4t ls prediected thet nesply 5,000,000 %ons
of freight #ill move on the Tennessec River in L1943, and
thet there will be s moveme % of 10,000,000 tons in 1063,
an insreuse oi aboub 100,000 tons ner yesr bayond Lhab
point expeasted for e number of yesrs. It is responsbhle
to base the present compubtetion o an assuned movenent
of 8,000,000 tons, a figure which should be resched in
1946 shortly eiter completion of the Gilberteville pro-
jeots The estimated saving in trensportetion eosts for
that emount of freisht is (L.B8 puy %%x whtech resulls in
a total enmel seviog of $10,000,0004

But this is only

one phase of the meny benefibts.. I ap~
praisel were made of the other benefits envmersted the mount=
ing velue for nevig-tion would Ter exeesd the eost of s single
purpose navigetion developuments Thus we have g gensrsl pioe
ture of the Tactors which would be oonsidered in an evolus~
fion of the navigstion benefital and 1t seens theb some work~
shle solution oould be devised,

The reletive beoelfit sheory iz quite feasdble but it

§$§&§@ P 1B
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appears that the m@diiiaaﬁi@m of this theory as used by the
TVA, the alternative Justifiable expenditure theory, pos=
sesses & greater degree of certainty while at the same tinme
takes into considerstion the relative benefits, This modi-
fieation is besed on the obvious proposition thet the TVA
dans permit the achieving of several purposes on & mMOre eco=
nomical besis than would prevail if the ssme purposes were
sought independeuntly. For example, the Tollowing table
ghows the alternate cost of obbtaining n&vi@aﬁi@n, flood con-
trol, and power equivelent to thal mvailable from Norris,
Wheeler, and Wilson system of projects at a single use

development.

TABLE 1

SUMMARY OF ALTERNATIVE COST NORRISWHEELER-
WILSON SYSTEM

Purpose | Cost
gﬁ?ig&ﬁiﬁﬂ . % B % & & B 2|8 ¥ ® & % é@, 3{‘54* Q00
Flood Conbrol « o o = « »' % o & & 33; 21@, Q00
POVOL v &« o % ¢ & » 5 i!m £ v e 794280, 000

Tobal o« o 4 4 o 0 aia b w s 1860 G500
*Investument of IVA, H, Doc. 709,

By way of comparison the mﬁ#ﬁiyl@ purpose development of
these sysbems reveals thet %160,%69,966 worth of flood eontrol,
navigation, end power was hought\far the amount of actual mul~
tiple purpose investment which wﬁs @9&,0@3,@0@.9

.

9¢. H. Pritchett, The TVA, Q}Sﬁa&x of Publio Admi
P 40, |

i
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The alternate Jjustifisble expenditure theory ﬁalle& for
the éistribuﬁian of common costs smont the three parpaa&& in
proportion to the cost of obtaining the aqu1Vﬁlsnt resultas by
the three aiﬁ@l& use projeets. For example we %&ul& take the
total alternate cost for nevigstion, %&8,33@!$09 and deduct
the direot investment in nevigation of @&;éﬁa,ﬁsv and get the
remaining alternate cost or %@3,?25,9@@@ After the direct
costs are deducted from each alt@rnéte ecost the bobal alber-
nate cost is $127,705,858, We oen then compute the portion of
common costs allocated to navigetion ﬁy baking 43,925,193/
127,706,858 of the total common cost of $65,832,454 and we
find thet $22,645,459 of the common costs are alloceted %o

navigation,

TABLE 8

A&&Qﬁﬁ?lﬁﬁ OF SYSTEM COuT OF THE
vﬁﬁl&wﬁ*&'mﬁ“&&ﬂ*ﬁi&ﬁi}ﬁ SYSTER

Pur- @hﬁaifgitaxw Ditect in~ R&m&imi&g Per— |Alioeation

pose| nate Cost vestment Alternate ecent |Common

, Gosts Cosbs

A1) (2 8] 14}

Ne- | § 48,834,000 § 4,406,807|§ 45,985,195 34.4|% 22,643,439

FQwm 33,210,000 gﬁ 8ﬂﬁ,$ﬁﬁ 5& &l@,gﬁg 24,0 15,??@ &?ﬁ
o5 By 1700, GF ‘

P 79,230,000 9, B35 4.8
Tot-

al | $160,774,000 §33,068,142| §127,705,858/ 100 |§ 65,832,434

H-Navigation, JC-FLood GONErol, P-POwWer

T Investment Of GLhe 194, Hs DoGs 706, VOGLR Cohge Srds Ses8s4
P 40,
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Although IVA has never offielally adopted any single
basis of cost slloeatlon, 1% has been primasrily influenced by
this formula for alloesting costs, This process was devised
in 1938 by the TVA Finencisl Poliey Committee. HNHow let us see
how this initiel aam@u%&ti@n.aam@ar&é with the alloecation for
the oversll investment in TVA up fo June 50, 1946. The total
investment in TVA wes {756,985,878; the allosetion of this
investment was $149,116,375 to nsvigation, $152,817,804 to
flood control, $454,001,194 to power,10 Henee simple arith-
metie shows fis that in 1958 aboubt 545 of the botsl costs were
allocated to power while in 1946 sbout 60% of thesc costs were
chargesble t@:§@W@X¢

This overall inerease of only 6% from 1938 to 1946 is a
compliment to the 1938 mllocation., Six percent is an insignifi~
cant inoremse and ab lesst part of this is attributable to an
increase in the percentage of direct costs assigned to power
in more recent yéﬁra*,

Cbviously, the velue of this theory hinges squarely on
the sccuracy of the compubetion of the alternate costs of single
purpose projects, 4 velld investigation into the accursey of
™Wa slternate figures eould be carried out only by a stafl of

expert engineers and cost snalysts) however, it secms that the

19% Se &angraag* Senate, Rgrsgrgakgag for TVA, $G+h¢
C@I}I&@@; gﬂ&t gﬁﬁ@&y e lﬁ(}ﬁu
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estimates are generally acceptable., For exemple, while J, 3,
Resmelr points oul meny weaknesses of the alloeation method
he mekes this statement aboub the flood control program:

"¢ o « the alternste cost of the TVA flood contropl pro-
gram gseems less than any probably fair velustion of the
benefit of this objective. Appraised in this manner,
the alternate flood control system ls *justirfied,'

Then a few naregraphs later he says, "We may conclude that
for the purposes of alloecebion none of the alternste cost
estimates which we have summarized above are demonstrably
‘unjustifiable,r" 1l

In appraising the alternative jJustifiable expenditure
method we observe the following weaknesses:

{1) The uncertainby of eliernate costs is & weakness
common to all benefit theories of ellocebion. However, it
seens thet the TVA left itself open for specific eriticism
on this score becsuse it did not in every instante, particu~
lerly in compubing alternate navigation eosts, chose an alber~
nate scheme of development which was identieal to the asctuasl
development program. For example,; TVA estlmsted the cosbts of
g navigetion channel with low dams while the TVi desms were of
intermediste height. The lanferiority of & low dom sysbenm is
80 obvious that it could sesrcely be considersd as an albternate

for the regular TVA daums,

113ﬁﬁm@i?,,ésg £db.s ps 387,
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{2) The plan fails to consider the snnusl operation snd
maintenance costs of alternste sysbems. This simply meens
that TV4 hes ignored one of the prime factors, bessuse the
reelity of costs lies, not simply in their total investment
figures, but in thelr annusl burden. ﬁﬁmﬁ@\twa projects which
are in other respects ldenticel are unsuited as alﬁ@?nﬁt@ it
their annual operating costs are moﬁ equals To 1llustrate,
suppose power generating facllities could be erected on & single
purpose praject for §1,000,000 with an annusl opersting ex~
pense of $150,000.00, then suppose fmcilities for the generaw
tion of the same volume of electriecity at a mulbiple purpose
project would cost $1,000,000 with an ennual operating expense
of $200,000,00. True enough the initial costs are identical
but the multiple purpose projeet would be @aanmmieaily unsound
because of higher operating costs. It should be pointed out
thaet this is jJust an 1llustrebtion and bears no reletion %o ﬁh@
actual relative opersting costs of single purpose and multiple
purpose projectss The purpose of the illustration is simply
to demonstrate thet as long as opersting costs are ignored
errors are possibles.

While numerous cribticisms heve been leveled at TVAa's
method of allocation it seems that the two above possess some
degree of validity; however this does not mean that the alter~
nate Jjustiriable expenditure technique is undersirable; on

the contrary, it appesrs to be most desirsble. The explanation
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for these eriticiemas is thet cosb ellocation is essentially
an arbitrary endeavoy end i% canncst follow an iron-clad
rformule because every project presents different problenms

in allooation, The only thing definite about the present or
any fubure allocatlon methods is that they will have eritics.

In this chapter the general nature of the problem is
presenteds The difriculiies of the problem of &11$¢ﬁﬁiﬁg TV
coste are pointed oube

The most ilmportant objective of allocation, that of de~
termining a eost-revenue relationship to aid in rabte meking,
was analyzed. Then oriteria for a satisfectory sllocation
procedure were pointed oub, and critieized,

The theories of allocation were narrowed to two prime
theories, the relative benefit theory and the alternate justi-
fisble expenditure theory. Aifber a detailed discussion of
the relative benefit theory, it was coneluded thet in prin~
¢iple 1% wus the most desirable method of allocetionj however
i% had ecertsain difficulties in asplication which rendered it
impractical., The prime problem in application is in the estl~
mabion of benefits; analysis of this problem revesl unsurmount-
able complexities.

Then the alternabe justifisble expenditure theory wes
considered and it was shown how this theory was applied in the
actual alloecation procedure adopted by TVA. This theory like

all others has cerbtain technieal shorteomings; however it seems
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more feasible than other methods of sllocsbion which have heen
deviseds

In conelusion; allocation of TV4 costs is by nature an
arbitrary problem beocsuse 1t i&‘bmaa@ on estimetes; hence it
is end will continue to be eriticized by certainm, ordinarily

blased, groups, nemely, privete power interests,



CHAPTER V
ELECTRIC RATES

General Nebure of Rate Making
In 1941 the average domestic consumer in the Tennessee
Valley region used sixty per cent more seleotricity in his
home and paid sixteen per cent less for 1t than the average
residential consumer in the United Stebes,) This stetement is
aignifiaaﬁﬁ because it gives faoctual support to the TVA theory
of rate makinge The prineipal reason for this use of sixty

per cent more electricity is cheaper rates. The primery

sumption underlying TVA rate meking is that the demand for
electricity is "elastic” and the greater portion of the coste
is fixed; hence the maximum revenue return can be achieved
by increasing the volume of the sales. This ¢an be done by
wg&%ﬁiﬁg~the'&aﬁéﬁ-ﬁh@ sonsumer is required to pay for his
electricity. In &ﬁﬂy phases of business this decreasing cost
characteristie is apparent; however it is particulerly imporiant |
in the fleld of electrie dlatribusion.

| Table & presents conclusive svidence showing the diminishe
ing cost reletionship of electricity productisn and distributions
for exemple, %the power revenues increased from 35,796,845 in
1948 to 44,144,089 in 1947, or an increase of about twenty per
oent over lé&ﬁg while sosts increased by only nine per ¢$nﬁ.

~ lrva Annusl Eap&ﬁt 1§41;vy.k61.
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TABLE 8
THE COST~REVENUE BELATIONSHIP OF THE TVa

HR 5" 200 108 2,416, 544

@r&ns;ﬁﬂxganﬁ@ , ‘
Other Op. Expense ﬁiﬁaﬁ a8l & %ﬁg 273 2,848,658
Tax Equivalents 1,6&&,415 1,@&5,35? 1,985,488

Depreciabtion
Total

Het ine. before

interest{ return

to Ped.Govi. from ,
power program}  $21,838
Ave. net plant in
service assigned - , , | - |
to power 400,000,000 400,000,000 368,000,000
Annual reburn 5.8 442 447 :

$T49  §16,783,000  §17,153,087

| *@wuxﬁe% Annual Report of 1947, y; ﬁlg

%ﬁaﬁi#ﬁi&a& reports on TVA eleciricity rates are replete with

aﬁ&i%ianéi evidence showing that costs in slectricity distri~

bution are r@za%ivﬁlﬁ fixed; hence, within reasonable limits,

profits csn be maximized by incressing gross revenues. |
The 11@1& to inereasing profits, by i@wariﬁg;yaﬁaﬁ, iﬁl

reached when the price is so low that the inerease in gross

or aggregate iaa&mﬁ due %o increansed seles is not in excess

of the increment %o costs. In addition to this theoretical

1init there are practicel limite to the expansion of electicity

@?ﬁﬁﬁ&@iﬁﬁq For example, aay that at a given 1m¢aiiﬁy we hava

plant f&eil&tiaa capable of produeing L,@Q@,@G& Kintsa @f

thie eleetricity at $0,0817 per KEWH, Yow suppose thst by
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redusing the price to {0.300 per KWH the demsnd would inw
erease $o 1,100,000 KWH per year. It is unlikely thet this
would be a practical nove from a huaiﬁasa via%goinﬁkﬁaa&%aa |
it would necessitete an ag@anaian afﬁ@layﬁ facilities t@&% |
is ﬁﬁﬁﬁngxiiy wx#ramﬂiy aéﬁ%ly. However, this chenge might
be é@ﬁi&é&ia~in a @ublialf owned utility setup where the
social benefits of 1n§r&aa@ﬁ use of alasﬁyiéiﬁy are given
conaideration along with the influence on profits, This matter
will be given more éﬁﬁailad enalysis in the final agap%@r;
Another feetor which gla@éﬁ practical limits on the process
of increasing price anﬁyimm%aaming @rufiﬁs is thet the demen
would ultimately become less and less elastie. Orx, i%ﬁi&,
eonceivable, fér instence, that a rurel f&m&iy'ﬁ@u&& have all

&1&3&&1@&1 appliences available and be using them %o suﬁh m
extent thet there would be no incresse in use even if the
rebes were reduced t&laawa‘ Sueh & gitualtion is iﬁﬁ@@ﬂ"sawﬁ*
mote from the fagts in the TVA area, whers there is still
room for ireremses in the consumption of electricity in twe
ways: (1) by éﬁﬁﬁéﬁa&ﬁg the use of electricity by present
eonsumers, snd (2) by increasing the number of oonsuNers.
The history of 1VA rates shows conclusively thet a de~
erease in rates stimulates consumpbion. The relationship of
rate reduction and inereased consumption is showa by Teble &.
This %abi@yﬁhﬁ@%ﬁ%ﬁ& initiel effects of TVA retes only in
gertain &aﬁﬁlxﬁiﬁﬁg however these localitles are typicel and

the overall effects sre identical.
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TABLE 4

DISPUSITION OF SAVINGS T0 RESIDENTIAL CONSUMERS
ILLUSTRATING EXTENT OF REINVESTMENT IN
- GREATER USE OF ELECTRICITY

¥ormer|Bill at |% Decrease| Greab~ |% INpvesse|OLREr
?u}mw £45.17 |$16.5¢ - 62% | é11.21

New Albany| %4.58| 15. ﬁ 56% 12.96
Pulaski 34,45 | 16.86 51 6448
Athens 55*?3 BO%

The table shows that in every case the use of electricity
inerecsed as the rates decreased, while, as stated above, this
was the initial r@saiﬁ; subsequent statisbics show %haﬁ the
trend &@waré ?ﬁﬁ&ﬁ&ﬁ use sf electricity due to 1&war rates Is
conbinuous, In 1946 the average residential consumer of TVa
power used nearly fifty per cent more electric energy md hia
bills were tw&nﬁy per cent less than the typical consumer in
the natiﬁﬁgg

The overall inorease in TVA sales and revenues from 1934
through 1947 is clearly shown by Table 5. In this table we
witness & tremendous inerease in ssles of electric energy by
TVi, The inorease has been manifest in two forms: (1) the
increase in the number of consumers and (3) the increase in
the use of power by each consumer., Thus far it hss been shown
that lower rates stimulste consumption; evidence of this fact
is shown by Table B, whiech f@ll@wmz

z%?ﬁ ﬁmnu&i Report 19&5, Pa 5?.
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TABLE §
TVA POWER 5ALES AND REVENUE 1934~194%

3 1/3
1944 .1/
1945 10 1/2
1947 i 1/2

¥Sourees Annual Reports of TVA, f*ﬁ?,ﬁﬂa'»‘

When we consider the economic and sceiel significence
of the increased use of electrisity, Table 5 above shows that
the individual domestic consumer peys less for electricity
then he d1d prior to the installation of TVA rates, even though
~he uses mﬁra @3@@%?1&1%?@ For amﬁmglﬁ; ﬁﬁ& ﬁaﬁlﬁ shows that
in Tugela:aha former bower bill of $43,17 has been reduced ﬁa
@ﬁ?a?ﬁg or shat the aversge consumer has %Kﬁyéa'ﬁavapénd fﬂw
a%har purmaﬁﬁs, while at the same time he uses ﬁixﬁwaive per
@eﬂt more eleetricitys These figures are for individuel con=
sumers in given locelities. How let us look at the overall
gavings to domestie consumers in the TVA area for a fiscsl
yesrs The ya&% 1947 18 typioaly similar gavings are reported

in every annual rﬁgsﬁt sinoe 1958,
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In eddition So the reduction of $650,000 anuslly resulb=
ing from the application of TVA retes $o consumers in the
Bast Teunessee Light and Power sequisition, annual sevings of
about $700,000 were provided by rabte reductions adopted by
municipalities which have been distribubing TVA yﬁw&xas

Rete reductions by some of the other dlsbributors have
been deferred bLecause of bthe war, bul finaucial conditions
of many of them meke such reductions probuble within s rels~
tively shord period of time. ‘

Annual savings tobaling more then $11,250,000 have re-
sulted from initistion of TVA rates throughout the TVA power
distribubion ares sinoce l%@%,é The savings ere based on the
levels of consmuwepbion at the time the rates were introduced.
For exsmple, slnce 1945 1VA has reported:

In 1946 a number of munielpal snd cooperative systemas

adopted lower retes or removed developmental surcharges

during the year, The rate Qhﬁn@ﬁg netted the consumers
about £880,000 in snnusl savings.

« » » 8nd in 1947, aznnmhér of dlstributors mede rate

reductions during the yeor or nlanned %o place reduced

rates in effeet shortly after the close of the fiscal

yesre » o, Deducbions during the yeer totaled {157,000

mnnu&llynﬁ

Thus we obaerve that the sevings of TVa ggnawmara based
on the latest reductions in 1947 were $11,850,000 plus
$880,000, plus §157,000; or & total of §12,887,000 per year.

Bpva annusl Report 1946, p, 67, TVA annual Report 1946,p. 70.
aﬁb&g», ps 81 Bpya Annuael Report 1947, pp. 66~60,.
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This simply meens that the domestic consumers, %o say nothing
of the industriel and federsl sgency consumers, heve this
mueh more money to spend for other cousumer commodities; thua
the consumers ln the Tennessee Valley area have galned grester
purchasing power since the advent of TVAs

It is significent to nobe at this point thet not only
heve the people of the region saved millions of dollars dbut
that even at these lower rabes, the TVA power program haes
reaped stireetive returns for the Us 8, Treasury, the municile
palities, and the cooperstives, and to other industrial con~
eerns using TVA electricity. For exemple, the municipelities
end gooperatives, as of June 30, 1947, showed an accumulebed
earning of $46,392,399, while at the ssme time, ss of June 30,
1947, secummlated earnings by the Federal Government on TVA
power amounted to 98,000,000 or neerly twenty-Tive per cent
of the net depreclated vsliue of §@wﬁr fﬂ@ilﬁ@iaa&? The growbh
of accunulated &arﬁings as relsted to plant lanvestment was
wﬁgaytaé in TVa's 1947 annual repord. By the yesr 1947, ag~
cumuleted TVA earnings eamounted to ninety-eight million
dollars; of ﬁﬁi%~ﬂﬁﬁﬂﬁ@ TVA had reinvested all but sbout £if=-
teen million dollarss The relstionship %aﬁﬁe@a investment and

accumilated earnings is clearly shown by Table & which faii@waﬁ

???ﬁ,&nﬁﬂﬁl Report 1947, ps» 824
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TABLE ©

THE RELATIONSHIP BETWREN INVESTRENT AFD
ACCUMULATED EARNINGS OF TVA

PROPERTIES
L8 of June 30~ iﬁ a@?via&
’ Hiliion

dollars , L
1940 179 & B8
1941 187 13 70
1948 2od 7 Bed
19438 318 £9 Gl
1844 369 - 41 1l.4
19486 391 59 15,1
1946 396 , 6 19.8
lo47 387 28 ﬁéw?

iﬁafwra in%@xaﬁh waxﬁ"afﬁar wwiﬁ@wﬁff% of &aqui&i%iwn
&ﬁj%ﬁ%&ﬁﬁ@ﬂ#
Ssureed Anmual Report of 1947, pe 62

’i‘ﬁ Sy

arize thw monebary effechs of TVA power rates we
observe the following direct financial increments:

Savings o the domesbic coOnsuUmETs « » » « § 12,287,000
Profits of munieipal and eooperstive

Alobribulors « « o % & & ¢ 5 v % & & » % %ﬁ %& 5%9
Profits to Federal Government o o + # « ;M;GW‘ )
Tobal financisl savings and profits . « %wga,ﬁfxy-ii

This $156,679,399 of actual cesh increment %o these

three e¢lasses of beneofactors is indeed & tribute %o TVA} how~
aver ﬁhﬁﬁa are numerous other olasses of benefachtors whickh
have not heen mentioned: some of these are (1) Iindustrial
users of TV4A elsotrieity, (2) inﬁarﬁagawﬁmﬁnﬁﬁi users of TVA

R

power, and (5) gedersl ogency users of TVA power. Definite
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suvings to consumers, profilis to »ublic cooperatives and
munieipalities, end substantial returns to the Federal Goy-
ernment have been monifest herein.

In order to deternine the desirability of such monetary
increment, we must consider what would heve happened in the
ebasence of the TVA. In the first place, if gaﬁ$wa%ian and
distribution of power in this ares had ram@ineﬁ in the hands
of privelte ﬁ%iii%i@ﬁ, the net profits would have been materi-
ally less. This assertion has been given factual support in
preceding paragraphe desling with the nature of the ubility
industry. There it was ah@wﬁ that, because of high fixed
eonts and & v&ry ﬁl&ﬁ%ﬁ@ demand, profits could be, within
limits, m&xim$A$ﬁ by lowering rebes. These diminished grmfiﬁa
to the uﬁilz®y~@§m@aniaa due to high prices for electriciby
would have mﬁﬁﬁﬁ'& gonsiderable decrease in consumpbion of
electrieity, thus depriving the people of the TVA erea of meny
of the convenienoces &ffﬁrd@é,ay %1@%%%&%1@?**

While the pwﬁfitﬁ to private ﬁﬁi&iﬁg ﬁampania@ wmui& have
heen materielly less than the mﬁn@%&ry'%ﬁmﬁfiﬁa $o the Eﬁﬁﬁﬁﬁ&
Government under the TVA set-up, they would heve been, in
terns of the publie interest, exorbitant. Hot only does the
rete of profits warrant eritieism, bubt the disposition of these
profits is even more susceptible %o ridicule. The numerous
“milkimg”A&ﬁ?iﬁ@a whereby holding sompany managenent and/or
&anﬁrﬁl confisoate the earnings of subsidiary corporalions

h&?a been repestedly exposed by Senste inva&tig&tiana and the
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activities of the Federsl Power Commission, the Interstate
Gonmerce Commission, and the Securities Exchange Commissions
one of the leading eritics of utility holding dompanies has
saids | | . |

But these sarnings for investors diseppear while eon=

' sumers were being charged high rates. Investors have
found thelr securities shrink in velue and have reselved

few or no dividends, They are the vicfims of manage~
mentel exploibation, not of low rates.” ' T

The stmple fact is thet exorbitant profits of the hold~
ing aﬁm&aﬂiéﬁi%ﬁﬁiﬁ have been channeled iﬁxé'%&@ hands of a |
Pew powerful businessmen, who would havabﬁﬁﬁﬁﬁ it to their
private fortunes, thereby teking it out of %ﬁ@ﬁ&l&%iﬂﬁ% on
the Qﬁﬁﬁr,hﬁmﬁ@aﬁhﬁ savings to the aaaamm&%gs afforded by the
fi&nﬁ~%§ the purshasing power in the

TV4 rates, is a stix
Tennesses vangy'awga* And savings on eleetricity bills can
be used as ﬁ%iﬁnlaﬁ%a:fﬁr many businesses. Of necessity, the
profits of the municipalities end eooperatives are reluvested
or returned to the consumersi the profits to the @ﬂdﬁralj&ﬁ#*
ernment are rﬁiﬁvaﬁ%ﬁﬁ:@r go into the United States Treasury.
Until 1947, of the §98,0600,000 IVA profits, all bub about
%Rﬁ,ﬁ@ﬁ;ﬁ#@ ﬁ&é %ﬁiﬁ@&ﬁtﬁﬁw This reinvestment of profits af~
forda Guel benefits to our economys. In the first place, 1%
serves s & stimulant to business in genersl because of the
increased purchasing power, end 1% provides multitudinous
penefits through expansion of power facilities. Hence the de-
sirability of the profits of power genevation to mssure the

‘gﬁéxganJQQbﬁaﬁﬁrﬁgy5ﬂ;<#@,ur?-~
Pa &@a
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benefite of the program %o the people, the munieipalities
and the cooperatlves, and the Federal Government, instead of
to & few men in control of privete ubtility holding companies,
is unguestionsnble.

Thus far, eonvineing erguments have been presented to
show that the generel welfare is served in s better manner by
allowing utility profits %o be disposed of according to the
TV4 setup; however, chesper aiéﬁariaiﬁy affords severel other
equally importent benefits: stimuletion of business end in-
dustry, facilitation of more productive farmingﬁ proviaion of
a more comforteble living for all the people of the Tennessee
valley. |

Specific Benefits of TVA Rates

Consideration will be given to the premise thet cheap
electrieity will stimulaete business and industry. The preced~
ing discussion has shown that cheap rates will provide the
gensral publie ﬁiﬁh~a large volume of gar%haaing power that
would, with high rates, be teken out of the economy by private
utilities. According to the estimates,phis inerement %o the
general purchesing power of the consumers in the Tennessee
Yalley is about $18,287,000 annually% This feetor slone 1s,
indeed, a $@iﬁﬂi&ﬁ%»$@ business. - »

How 1et us observe how cheaper retes and ??ﬁ‘ﬁﬁﬁ&ﬁ%iéﬁéi
schemes have built up certain old busineasses and inag&zm%@&’
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new ones.  Perheps the most significant business boom was

in the electrieal applisnce fields Iﬁ 1934, lmmediately after
the Vi retes became effective, the Tennessee Electric Power
@am@aﬁyg in gomparison with other %&iiiﬁy‘aﬁmgéﬁias of the |
ﬁaﬁiaﬁﬁ ranked fiéﬁﬁ in the total number of electric ranges
gold; second in the punber of electrie refrigerators sold; -
and third in the ﬁﬁmhﬁxrﬂﬁ‘alaa%%ia wﬁﬁﬁra-hnﬁkaﬁa solds In
,é@i&&r,lemmﬁ of %ﬁ%liﬂﬂﬁﬁﬁgﬁhﬁvﬁﬁw@ﬁﬁy x&akﬁé:ae@&aaﬁﬁ gggﬁ
of %ha’ammp@ngggfﬁﬁg&gﬁﬁ i% ﬁ%}iiﬂg.alﬁ§§r1§ appliesnces in.
the Tennessee Velley srea reported similer increments to
#aia&»@han waﬁaaW@rﬁ_t&ﬁu@a&ﬁ above, it has been shown thet
the ﬁé&a& of sertain sppliance companies showed substentiel -
gﬁiﬁﬁﬁ¢ Wow let us look at the oversll ilncresse in the use

of elestric mppliancess |

In Jenusry, 1838, 38 out of every 100 residential con~
sumers in the VA serviee aree hed electrle refrigerators,
as compared with 88 for the U.8. By Janusry 1, 1936, ‘
the number of instellabions in the area had inepreased to
gg ggr 100 residential consumers as compared with 34 for
The saturation as of this date in the TVA service
aree was 85% grester than the averspge for the U.8. Desplte
the fact thet even in 1935, ssturetion in the TVA service
ares wes greeber than for the U.3., the percentage iu~
cresse Trom 1955 to 1956 was 49% in the Tormer, as com~
pared with 17% in the country as a whole. o
Statistics for electric ranges indlcabe a similer
differente between the TVA service ares and the U,8. 4s
of Jenuary 1, 1955, only 6.1% of the residential consumers
nad eleetrie ranpes in the eountry at lerge, as compared

with 17% in the TVA service area. By January 1, 1986, the

g@ﬁﬁrﬁbﬁﬁkg &ﬁw ﬁm; P B3
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rENge aa&ar&%iam for the country had iuar@aa@ﬁ 11

r ocent, while the saburation in the TVL service ares

had 1ﬁar$naaé 22 per cent. As of January 1, 1936, the

saturation in the service erea of 20.0 per cent wes

approximately three Simes the 3&ﬁara£ian in ﬁh& ﬁniﬁaﬁ
aﬁaﬁﬁs of 6,5 per cent.~vV

Detmiled snalysis of the electriesl aﬁ@l&&ﬁﬁﬁyﬁﬂﬁiﬁﬁﬁak
ﬁhﬁﬁﬁ_@&&%,ﬁh&é§-fﬁgﬁxaﬁ are typical of all types of elec=
k&iﬁﬁ@@iianaééﬁ This industry, like all others, which uses
e@%ﬁiﬁal metels, reached a period ﬁffﬁﬁﬁaéﬁf&ﬁring the wer .
years, and little ineresse in percentage of sales was re~
gar%&&* hﬁﬁ%@ﬁﬁy fﬁll produstion is just now being resumed,
and sgzain sala& are soaring.. , ,

@hvmaﬁa&y ﬁh& most salient ressons fwr ﬁha vaat in-
ereases in pales is lower sleotriecity rabes; however, such
vgaﬁ in¢r§aaaﬁ could not have been atbained without the gen+
eral educetional end promotionel work sponsored by TVA.

The benefits of this hoom %o the eglectriesl applience
&ﬁﬂu&txy are m&nifa&ﬁa Some of the meore important %ﬁnﬁﬂ%ﬁa_ 
ere: (1) inerease in the profits of the manuﬁaﬁﬁawawﬁigtai
stimnlent to the small retail businesses

engaged in selling
these products, and (3) inoresse in use of these applisnces
.mﬁ&ga more ebundant living for the people of the regions
Not only has echeaper electricity stimulated sales in
the established lines of electricel appliances, but it has
foustered new types ol business. For @xﬁmﬁlag‘ﬁ large Zood
freezing and locker industry hes been built ups In 1947 the

g Y E——
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Tennessee Valley area boasted of:

sixteen plants devoted to freezing and preparation for
freezing where there wete none in 1953, In 1948 their
outiput was about 4,000,000 . . + aud they paid 2
§2,8850,000 %o farmers for raw materisls, The number of
locker plants hes grown from none in 1958 to 166 in

1947; in 1945 they handled products with a farm price
vgﬂtamak@&,$t %4f§ﬁﬁfﬁﬂﬁ &nd a reteil value of almost

$14,000, 000,11 Ce T .

. Another ﬁ§§7§ﬁﬁiﬂ§3$ whian;haa grown ap in'ﬁﬁe Tenneasee “
Valley region is the &iaﬁﬁriﬁ house hamﬁing~§aaﬁaﬁw§; %ﬁa" :
latest development in this line is the 1&&%&1&@%ian{af,x@*: |
verae eycle, or heat pump, units which provide year round air
etonditioning, These an&ﬁﬁ'gyamaﬁé en the principle of re-
,ﬁg@'ﬁérﬁh or
from the @aﬁaﬁﬁ@:aiwg in warm weather the process ia;maV$?ﬁéﬁ,
heat being removed from the house and dissipated in the earth

frigeration whigh draws heat into the house from

or outside air. This process of year round air eonditioning
is cheaper than other tem

perature regulating deviges; hence
1% should become a major industry in a few years. The pro=
cess is so new that it has not as yet become universally aoc=
cepted; however, it is growing. For example, it was esti~
mated that by the end of June; 1947, more than four %housend
houses were equipped for sleetrie heat, while in 1945 only
fifteen hundred houses were heated by ﬁx&w%xmaiﬁyglg ﬁﬁ&ﬁr
new processes and inventions using eleotric enersy in the

1linnual Report 1947, p. 47

y @‘w 6$§
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TVA service aves are %riafly as follows: (1) electrie enamel~
ing oven, (ﬁ) el@@%ri?iaﬁ abaﬁtair, {3) electriec furnece
method of yggﬁﬁaing phosphate fﬁﬁ&g&ﬁﬁ (4) sleotrie aahya%‘
ration ﬁlﬁﬁﬁﬁi | | o ‘>, | _
Thus far the ﬂis@uaaiﬁn has been limiﬁaﬁ only %o the weays
in which the aﬁaag@r %Vﬁ electricity has stimulated bu&iﬁaﬁa |
and industry; hm%mvﬁr, scknowledgement 3&&&1& be made that
pertain ch&r‘aativi%iag of TVA hﬁ?&-m&ﬁ@riﬁlly”%ﬁhﬁﬁﬁﬁﬁ th@ |
growth of business and industry in the TVA area. -Er&afiy‘
these are as follows: (13 -oheaper tr&nsgarﬁ&tﬁan due to water
navigﬁtiaﬂ, (2} ta&hniéal assistance rendered by IVa researeh
and buainaaﬁ ayﬁaialﬁgta, and {3) the greater degree of Beeur=
1ty afferded hy flaaﬁ sonbrol. ’
R Thus far we have not aawaiﬁareé;%hﬁ a@g11aﬁaﬁ5~wh&&h-gwe
é&%ﬁﬁiﬁi&? adapted to farm use. TVA has expanded its ﬁiaw
%ributian syaten into vast new areass, whish privete u%ilz%iﬁﬁ
sonsidered imprectical from a business viswpoint. ﬁ@%ﬁ@ﬁﬁ,
the ax@aﬂﬁimnﬁ'ﬁﬁvég'wiﬁhaaﬁ exceptiion, g&wwaﬁ,gzaf&ﬁghxgy‘#
The magnitude of this movement toward electricity fﬁrtﬁv&fywk
one is shown by the followiag figures: In the TVa rﬁgiamva&ﬁ
farm in twenty-elght hed electric service in 1933, whix& in
1947 the proportion hed reached one in three, ™ With the end
of the war TVA has set up plans for vast expension; agcording
to plans a&wm&ﬁy accepted, the numbsr of rural users of eleo~
tricidy will be ﬁﬁﬁ%i&ﬁ in = few years,l4

BT —— Rgport of 19&?, Do 56,
141b1d., ». 75,
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The expansion of power into the rurel sreas faxéaaaﬁa |
vast incremses in sales of these mﬁW’ﬁ&@é&?i@&li&pyliﬁﬁﬁ%ﬂ
designed for farm use. Some of these ﬁﬁﬁ‘ﬁﬁ?iﬁ&&-ﬁﬁé’%ﬁ?ﬁ.’
hay driers, graim driers, sweeb-pobeto auriag and ﬁtariﬁg v‘
hanaea, farm waber &y&%&mﬁg farm wirinﬁ and iighting ﬁyﬁh@mﬁ*
spriankler irrigstion aysﬁ&ma; &l@aﬁ@i&&l Fiﬁ@h@ﬂﬁ, mare &@aw
_nomienl methods of hﬁ&tiﬁg hot beds, and atkar modern ﬁﬁ?ﬁl@yw
rients. - | -

411 of %hﬁ&é &yp&i&aa&s and %&Qhﬁigﬂﬁﬁ add o the ﬁ&ﬂ%
venience and ammfﬁrﬁ of farm living; but uore aig&ifﬁaaﬁ@,
they add %o the oversll yraﬁn&tivity of fawm&ﬂg, Take f@m Gx~
ample the sweet-potato ﬁurimg device:

Teats showed that amﬁaﬁr%a euring and storsge keepas the
expeeted shrinkege es low &g 7 %o 15 per cent as come
pered with a B0 per gent loss offen axymrieaw&é in pit
and celler aﬁaragﬁaiﬁ | o N

Vast ywagw&sw has been made toward universal use of -
eleetricity; however, & greant deal remains to be done befors
it can be said that the region 1s ?&%ﬁﬁviﬁgfffll_E&ﬁﬁfi§§;ﬁf |
elegtricity. | L

The general contribution which alﬁﬁ%riaiﬁy'ma%wﬁ %0 more
confortable living is obvious; however, only those without
electric power can realize the fﬁix'banﬁfiﬁghaf an electrified
home s | V

Another inéir@ﬁﬁ,baﬁ important beneflt of TVA rates is
that they have led to a considersble reduction in the power

'35%?A &nﬁﬁﬁl ﬁ#@&%ﬁ of l%%&ﬁv@;‘lax
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ratea of private utility companies, This rate reduction is

not necessarily because the FPedersl Power Commission oF Stabe
&ammiaﬁiﬁnﬁ%raaght pressure of the private ahiliﬁiéag'ﬁuﬁ'
grimﬁrily because UV4 led the way and proved that lower rates
ﬂﬁukﬁ‘maximimﬁlyrﬁfiﬁg~&aaf%a the aiaaaiai%y‘éﬁ‘th@‘&amﬁﬁﬁ
fﬁr'paw@r@‘ ?héfﬂyﬁrﬁﬁmigkﬁ principle did rﬁﬁﬁi?$¥mﬁﬁiaﬂ&lk’
attention at first, end probably 4id ﬁ@fﬁﬁ‘%&‘ﬁ means of
foroing private utilities to reduce waﬁé#g‘ﬁmi’%ﬁ@ real moti~

- webing force ﬁéhiﬁﬁ cheaper rates was the faoct that profits
eould be enlar gaﬁ* In more ra@&ﬁﬁ years %h@kyarﬁa%iﬁk@?inﬁiyla
has fellen into ﬁmm‘;mw because public utilities do have
distinet ﬁﬁ?&ﬂt&?@é over priva%@ @mmp&&i@&; ?V& waﬁﬁm a@uzﬁ |
not furnish @ basis for comperison with amy w%h§r~hy&ramalaam e
tric plant or aygtam, &n& certainly not with a%&am gﬁﬁawﬁﬁi&u«
Some features in %hm %V% @ya%am tended to lower its aaa&a;
such as the afﬁ&ai&aﬁy in the u&& of water, made possible by
& sontrolled river ﬁymt@mg and its ahility to charge fo p&r&
of its @api%&l costs to purposes other than @ﬁﬁ%@;' Other
features ﬁauﬁaﬁ %o ineresse its power coabs, gar%iaaiariy th@
necessity of opsrating the dems yr&mawi&y for ﬁﬁﬁigﬁﬁiﬁm amé
flood control Qﬁﬁ%ﬁﬁ&ﬁg Consequently, ﬁa gone ragy@@%& T¥ﬁ
aaaﬁa were more, and in some, less. The simple facts ere that
they were of sn sntively different nabture, so %hﬁ% any a@ﬁam@%
to compare the coshs of s private ubility with th@ VA ama@s
would be irrationals

But as a general rule, ??&'ﬁaata are less, not beceuse of
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any frendulent allocation of cosbs, lower rete of interest,
or abaence ol taxes, but because there nre certaein inherent
adventages @ﬁ'&&lﬁiﬁﬁ%‘%&?ﬁﬁ&& &avalagm&nﬁw ﬁhi&h.ara not
present in the ﬁ;@al@ purpose projects of privete utilities,
By aakﬁaw&aﬁgiﬂg this superlior @@ai*isn af mulaigla %ﬁﬂﬁﬂ&ﬁ
projects, the yardstick prineiple, as,axiﬁzma&xy gonceived,
is abendoned.  In 1%s place we have a very powerful argunent .
in support of fegeral control of river development projectss.
However, whiiﬁf%h@fasaﬁaaﬁ‘aiﬁgla and multiple purpose gwéﬁV
jeots is of aféﬁfﬁéﬁ@nﬁ‘ga%ura, the yardstick principle has
provided a:@aﬁ@ﬁfui influence tending toward cheaper rates,
because even though the advantages @f@ﬁﬁlﬁi?iﬁ‘ﬁﬁﬁyﬂﬁﬁ lower
costs are aaknawlﬁﬁgmﬁ@}ﬁ genaral @aﬁtarﬁ_fm%'mmwaw rates is
set. This point will be gi?en'maya‘ﬁ&%&il@ﬁ'azﬁaﬁﬁiau in the
au‘iamgwm ﬁhfi;}‘&ﬁfaﬁ

In this chapber the theory of T?ﬁ raﬁa meking wag ana&yzaﬁ,
and statistical evidence was presented showlug; first, thas
electric ﬁ%ﬁ@?ﬁ%iﬁﬁ a&ﬁ power is an indushry of very high fixed
eosts, and second, ﬁh&%»%he demand favralﬁaﬁrin power is
"glagtie,” ﬁﬁnﬁﬁ, the logical eonclusion %o be drawn from
these Ywo fae®a iﬁ thet profits can be maximized by 1&@?@&&&&@
volume of outpub, and thel this cen be etbained by redusing
ratea. Certain theovetical and practical limitevions %o this
theory were discussed. |

After the %@ﬁﬁxy on IV4 rates had been given factual af=
firmation, the soclal and economic benelits of cheaper elec~

tricity in the Tennessee Valley area were discussed under the
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fﬁll@wing classifications: (1) savings to. &mmaﬁtia _consumers,
{2) the 3ﬁimnia%1ng %@f&ﬂﬁ on business and industry, (3) t&@
inar&as@ in @rséuativity of farms, ﬂn& {é? tha @a&ﬁwiﬁu@i@ﬁ of
fmara eiaeﬁri@iﬁy to more abundsnt 1ivinggly' i | S
-, An the aena&%ﬁing varagﬁagh tna “yar&atiﬂk@ @?ﬁn@&p&& W&ﬁ
_anaiyﬁ@ﬁ and faumﬁ o bw ba&@f&ai&l aa LR m&&ﬁﬁ of drawing vwwy‘
?@aﬁaral aammariaﬁna &r rﬁﬁﬁﬁn - But h@@auaa mf e@rﬁaiﬁ inhar&n@

aﬁvanﬁagea nf*nu@lﬁg @ﬁ%éﬁ over gwivatg pmw&r diaﬁrihuﬁ&mn, iﬁ

Wﬁﬁlﬁ he arr&v ﬁﬁ ha &ﬁnﬂ@% the rat@a af Qriwaﬁa power come

'~@aﬁiaa to be a& 1@% as TV rat@s, ﬁﬁ%ﬁ@&f, suah &, y&xﬁaﬁiﬂk, |
| even though public projects have a@naﬂiﬁuaaa ﬁﬁ?ﬁnﬁﬁgﬁ&’ 23
valueble because iﬁ‘iﬁ §1?ﬁﬂﬁ&fﬁl iﬁf1n§ﬁ@ﬁ &Qﬁ&ﬁﬁ,ﬁ?ﬁ&ﬂi&~

cheaper ratess .




'PUBLIC UTILITY REG

LATION AND THE TVA

| The Sigaific anoo of Eleotrie Power
in Our Economy

It will be shown that eleciric power is of such major

aﬁgﬁiﬁi@m& in our wmm@* that mgula"ﬁim is v«mamﬁ*
letory devices ﬁz,:g;. be’
od, thﬁs gmmmsinz the need f&gf my& rigid ;

The inaé@@my of %;im vwimg eI

izm'y weasures, Sush need mmﬂa& ixz the wmtmn of izﬁm
VA, By enslymim ,
fits of federal ﬁwammaﬁt of our weter msmmw wml %m

thﬁ eonsequences of ??:é ;}em&r,& the 1}

manifent,

The develo |
perheps the greatest single factor in our mﬁr&h toward mm:
abundent 1ivi % "Blectric light end power,” says the Fed~
*ﬁ&iﬁ?ﬁg;”&&ﬁ come o be almost es essential in

pment of the power industyy in jwerica ls

eral Power Co

our daily liwn s &8 the bread we eeb and the waber we éﬁaﬁzﬁl
Use of ﬁm‘%ﬁ@iﬁy has k%mw m&mﬁﬁﬁﬁi ww%ia@:ﬁy 0

811 pheses of modern living, and the "Powe |

ite infency. The use end benelits of electric energy will be

far greater iﬁ&ﬁg next two

3%&&?&13?@@&%&1@1&% Rep: It ﬁa ;,c P 11*

a8
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provided there is selentific and efficlient organi

ation of
the power generating end distributing systei. The following

table gives a good pi@%ﬁ&@ of how the power inﬁaﬁtrg h&a o
grown since 1908: B ‘

';v%ﬁﬁzx 7

ﬁ.llﬁgﬁﬁﬁ :
’;:;”~ 18 S ?‘é’?{}*ﬁﬁﬂ
&%ﬁﬁ | | ;%ﬁ; 71, %0@.

5%&#@ iﬁﬁ&* the last y&a& giv&a ahasa, %kﬁrﬁ has &a@n a8
vast expansion in ﬁhﬁ use of alaﬁ%rxsiﬁy* ﬁhe abﬁ?@ table
‘shows hﬁﬁ‘ﬁkﬁ ﬁﬁﬁgﬁmgﬁiaa of ai&&ﬁr&a aﬁﬁrgy has grwn%»ﬁwﬂm
%,?ﬁaﬁﬁéﬁgﬁﬁﬁ CHE. in 1902 to ifagsaaﬁﬁeﬁ,ait KWH in 1936; bhe
ﬁ@ll@%ing ﬂ%a&?%@ﬁt ﬁﬁﬂﬁ& snﬁth@? ngasure ﬁf iﬁs ;a*wf*—

For the ﬁaﬁkuxy as a wh&iﬁ é@mﬁaﬁiﬁ gonsuners of ﬁhﬁ
sloctrie light industry xaﬁﬁ fron eight nillion in 1020
o twenty million in 1930. Despibe an increese of only
twenty~five per cent in the number of domestic econmws~
- ers betweesn 1950 and 1940, the &ﬁaauﬁ af al%&%r&}*@#
 gonsuned by then slmost doudled.” :

Literature on the power indusiry is replete with fachual

data showing the vast increase in utilization of slestric

27, Prederick Deuhurst, Ame




90

SNETEY « ‘Since 1902 it has ﬁxﬁﬁn*ﬁﬁﬁil'ﬁﬂﬁﬁy it ocouples &

dominant role in our economic arrangement, and it loocks to

the future with glaas‘fﬁr'vgaﬁ expansion. @%ﬁﬁ sxpansion
will take meny forms, bub there is considerable evidence
available $0 indicate that the greatest expansion will be in
the ﬁ&ﬁaﬁﬁyﬁﬁﬂﬁvﬁf the nation's rivers. According %awzeﬁ%ﬁk
aaﬁimatﬁs, ﬁﬁ%@lﬁﬁﬁ*ﬁé?ﬁlﬁgm@ﬂ% &f’ﬁﬁ? ﬁﬁ%ian*ﬁ river r@%aaw*
oes gould be aenn&giish&é,ﬁiﬁh & oost of & lﬁ,ﬁaﬁhﬁfxitﬁﬁ or

OO per year ﬁ?ﬁr a pericd of fﬁ?ﬁy ?ﬁﬁ?ﬁ#$‘
aﬁ%ﬁ yﬁ%@%ﬁiﬁi ﬁﬁ@&ﬁﬂi&ﬁ makes ﬁﬁi%ﬁ@lﬁ %Eﬁﬁﬁiﬁg %&é

gé?ﬁlﬁaﬁwﬁﬂ«aﬁﬂﬁ.mﬁr& i&@ﬁ?ﬁﬁﬂ% than 1% hes hﬁﬁﬁ in. %ﬁa @a&%*

Thus, regulation of public utilities in the power indusbry is

Jusbified, b@@ﬁﬁﬁﬁ'&ﬂ?‘hﬁﬁiﬁ@ﬁﬁ¢ﬁ§iﬁ& ﬁ§ﬁ?j53 such 8 ﬁﬁﬁﬁﬁﬂ* '

tration of

economic power end is so vital to our economy

varrents governmental supervisioni end tﬁg‘ﬁﬁry nature of the
electric utility business, reletively high fized charges,
facilitates monopoly, thereby precluding the protection of

consumers usually afforded by competition.

é&%iﬂﬁaﬁiﬁl,ﬁﬁﬁﬁ%iﬁﬁa @f ?ri%a%a

| zﬁ,a-ﬁﬁgiiﬁiiﬁﬁiﬁ ﬁﬁ@ﬂﬁmy;ﬁhﬁ*&Gﬁ@%ﬁﬁraﬁiﬂﬁ of econouie
power dosg not ﬁﬁ%ﬁ%ﬁ&%ily.ﬁﬁﬁn that the people in control of
an#& powar will sbuse the publie; however, our history is re~
plete with instances where auch power was used to deprive the

public of certain gonveniences while those in control addead
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to their fortunes. The privete power companies are no excep~
tion. The most common device which invites ﬁ&ﬁﬁ‘&ﬁ%ﬁ*ﬁﬁﬁ&ﬁi

praciices is the holding company arrang

ha;ﬁing eompanies held the segurities because they %ﬁﬁ@@ﬁ in=
tereat &ﬁ& éi%iﬁaﬁﬁa:ratha? then menagerisl authority.

@%&r, &5 holding tompanies é@?ﬁlayﬁﬁ,nﬁﬁﬁraua %5?v¥&}’*" _
invented &ﬂ-“ﬁii&“ awﬁy the profits of the &?ﬁ?ﬁtiﬁg conpanies.
| These companies &ﬁﬁen4anqa1&aﬁ pxﬂaaxay'&mﬁ Tirms %ﬁﬁ?ﬁ*‘
ever’ ‘they sould find th%m* charged %ﬁéﬁki%ﬁﬁﬁ'ﬁﬁwxé

ement fees

to &p&r&ti&g ﬁyﬁﬁﬁﬁﬁ, Arained aff th% &ﬁ?ﬁiﬁg&, éisﬁa&%a& '

aseounting ﬁgﬁ%@ﬁa to g&% dividends, 13?&&%@& tnﬁ 6ayiﬁaiiza*
”*1@% snd the book values of yruy&wﬁi@ﬁg;'“““

mided ﬁn@g&&aﬁ@ ﬁ%@ﬁﬁﬁax@ so that smell iﬁv@a%mﬁﬁ%a 5&ﬁ$¥ﬂiiﬁﬁ
mael opersbing @%@@&?ﬁ&i end sold ﬁ%&ﬁ?ﬁﬁﬁﬁﬁ wi@h fia%i&ia&a
values to f&ﬁliﬁﬁ;i§?$ﬁ$ﬁrﬁa The a&axga&~far ﬁﬁﬁ&fwmgﬂﬁ f@ﬁﬁ
during the y&xi&ﬁ of 1920 %o 1930 was a%ﬁﬁ% f@ﬂr @&r“awa@ @f
the gﬁ@ag faveaaﬁ a? the $§$¥ﬁ§iﬁg GOmpENY é
smount Lo esn be gained by

anslyzing the following example. In the cese of the gbenderd

ﬁ,ﬁiﬁﬁwﬁr ﬁﬁﬁ”

eept of just wﬁg% such charges ven

Gas end Fleotric System, between 1919 end 1929, the serviee

company ﬁ@ilﬁﬁ%&ﬁ ;;;,%%G,&ﬂt from the operating asm@aniﬁﬁ,
and hed 8 neb mﬁ% of more than $17,000,000.% Such mmw

bitant 3axviaafﬁ§argﬁa'ﬁare signiiieant k&ﬁamﬁe they ﬁﬂﬁﬁ%

e }r§‘§  “
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that the consuners of aleﬁtriﬁitg and gus

nay higﬁﬁr rates, and that the mrﬁinaxg aaauri&? hﬁlﬁﬁ?ﬁ\iﬁ
the ﬁyera%ing gompany were denrived of aé@gnﬁte éi?iﬁ%ﬁéa.
Such practices of charging @ﬁm@hitaﬁﬁ service fees were ﬁ@@
uncomzon; hence the necessity of some type of magalatian'wﬁ§
s&viﬁna. - o |

| E@fara the r&gulatiﬁg ta&haian&a are ﬁiﬁauﬁﬁﬂﬁ, it seens
@ﬁfﬁiﬁé&% %o point out that the purpose mﬁ &ﬁ? x&gui&%imﬁ ﬁﬁ |

to p&aﬁa@% the ﬁﬂﬁ uner from inferior service and wnreason~

able ?&t@s, &ﬂﬂ %@ pwmﬁ&&t the utility from &ﬂatxuﬁﬁiva and
grﬁéﬁxarg ?ﬁ&ﬁﬁiﬁﬁ%a

%ﬁﬁﬁxﬁiaf Regulation
The first type of federsl ﬁmﬂ%@ﬁﬁ~ﬁf‘¥ﬁ%@¥‘@aﬁ‘*— 2

directly by ﬁﬁﬁgﬁ&ﬁﬁ* Ivery tinme s ﬁiﬁ?’@ﬁ'ﬁﬁﬁ?ﬁﬁ? wanted to
build a h?ﬁra“ﬁlﬁﬁtfiﬁ dam on & ﬂ&?&gﬁ%l% a&we&m@ Congress he

%o pass & gpecial %3%* The conspicuous éﬁfﬁﬁ%ﬁ in this %ygﬁ

pulation is that privete compenles would seramble Tor the
dsm sites, even if they did not intend %a\%ﬁilé,a dem. This
invited mol |

nopolistic practlices beceuse one company could elimi-
nate competition simply by gaining control of the most dealr-
able sitesn. ‘ |

?ﬁﬁ£~ by 1@%5 the private compenies were rushing o ob~
taln dam sites, even if they were not yet ready to build
dams. Poreseeing privete eontrol of 811 good locations
for hydro~slectric plants, some congressmen end President
Theodore Roosevelt §$aaﬂa &i&?ﬁﬁﬁai '




inxiety over the trend in utility develophent mounted
until in 1920 Congress passed an act creeting the Federsl
Power Commission. Thus, the first attemps to regulete eleo~
tric aﬁi&iﬁi&&'&g‘a federal sdministrative commission wes in~
sugurated. %ri@% $§ that time, and since, many states have
mode attempts at reguletion by setting up aﬂmmiaﬁimnﬁ* This
ﬁyga of regulation hes certain inherent wﬁakngﬁ&aﬁéghiahx:M':‘
privete companies were not dlsposed to ﬁ#ﬁ?iﬁﬁk% |

These ﬁ&ﬁkﬁﬁﬁ&&ﬁ are classified as follows: i&} @h@ com=

mission will essentislly sg&x&tg in an atm$$§hax@ wf an&ag%ﬁ*
temy {2) the principle Qf'jﬁéiaialzr@¥i$W'k&$rh&m§$?%& the

ol
limitetions has inhibited sffective regulation; and {5) the

work of the commissions; (3) the problem of juristiction

divigion of ?ﬁ%ﬁ%ﬁﬁi@iﬁiﬁ?’h&&'ﬁ§m$§1$&§£ﬁ %h& probleme.
The basic objeetives of any @@g&l&ﬁﬁry'ﬁﬁmmiaai&n are
to supervise th@ &&mmﬁr%ial pperations of gri@a@a wtilitles.

Such a sebup %aaaaﬁiaily fosters subkerfuge, evesion, end

enimosity, because the prime objective of the commission amﬁ
of the mﬁﬁﬁgemaaﬁ is in eonfliect. On the aﬁﬁ haad, the regw~
istory aammiaaian is ahargﬁﬁ«wi%h the mﬁimaxy duty of 5&@&%&&5
efficient, @1%&%??@&@ services for The sonsumers. Oa the
other hand, th@ ﬁamagamﬂﬁt of thes publie nﬁi&iﬁi@g are, by
hﬁﬂiﬁﬁﬁg ethies, forced to concera ta@mﬁelveﬁ ehiefly %iﬁh
&%ﬂﬁ?iﬂ@ ﬁha‘higﬁﬁa% gsaai&la return %m uha owners of the im~
dustry. While these two motives are gﬁaaxaily deemed incom~

patible, it seems Thet such conflicting objectives are more
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freouently spawned by enimosity rather thes reason. History
is r&yia%a with insbtences where ﬁia&aaﬁly ﬁ??ﬁﬁﬁé ﬁ*wﬁiﬁﬁi%ﬁ
aréars turned out %o he %h& means of aﬁﬁygasing aﬁili%y §rmw
fits. The most classic axamgl& of this ﬁiﬁua%i&n i@ %h& |

time when ﬁhﬁ Qxi?ﬁﬁﬁ'ﬂtiliﬁiﬁﬁ y&aléaa to ?@%ﬁﬁﬁrﬁ wrx re~
ﬁﬁﬁ%ﬁ their xata$* ﬁi%h ) r&ﬁa&ﬁiaﬁ of Eﬁﬁ&ﬁ the ﬁhjaa%iva
of the commission--to gr@#iﬁ& cheaper and more ﬁi&&ﬁgﬁ%&ﬁ
use of a&a&tr&ei&ywuwas served, and at the 3@%@ tinme %ﬁa
profite of the power ﬂgﬁg&ﬂi@ﬁ.w@@e,iﬂﬁwﬁaﬁaﬁ@ However, xﬁ%
pardless of whebher or not such enbagonism 1s justifieble,
it has @Qﬁﬁiﬁ%ﬁ%‘ﬁﬁﬁﬁﬂghﬁﬁtv%hﬁ_hiﬁﬁﬁfy'ﬁf regulabory som-
nissions.

Hany eminent economlats %&iia%ﬁ:t§ﬁ§~&h@;faizume,aﬁ the
aduinistrative graéagﬁ to funebion more a&a@gaﬁfnziy'ig
directly due $o unwarranbed ﬁa&srﬁﬁxaﬁﬁﬁ»éy the Judiciary.
By various discrete meneuvers the courts have subjected the

deoisions of Bhe reg

intory commissions Yo a superviaion
which frequently destroys bthe fer reaching edvantages of
edministretive expertness and specielized knowledge preswa~
ably posasesssd by the public officiala. The egriy‘ﬁﬁa%a
sommissions were not so closely supervised by souwrt setiong
however, persistent reeourse to the courts, coupled witl a
changing personnel on the eourts, was finelly rewarded by the
establishment of precedents that opened the way tor a Judli~
eiel consideration of the work of the sdministrabive branches
of the governnent. ‘ﬁhé following gquotabion stetes the grounds
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upen whieh the courts may be called upon ﬁsfég%%ie‘%ﬁa‘pxﬁﬁ*
Yema:

A% present, the grounds upon which aﬁyaala nay %@ %&kﬁﬁ ,
%0 the sourts are numerous. 4 deprivebion of property,
- @ denial of the equal probectlion of the lew, an absence .
of due process in the regulative progess, and inkerfer=
- ence with rights of contrack, a confliect bebwesen federal
gnd state zagaiaﬁiana, or an iﬁ%ﬁrfar@nﬁﬁ wiah i&ﬁﬁ?“
shuate commerne, :

ﬁaﬁﬁe,-iﬁ is a?ga?aﬁ% ﬁﬁa%:wﬁxﬁgaizy any‘ﬁégiaiga b?-anaﬁ&*
miﬂiﬂﬁﬁﬁgiﬁﬁ ageney, %hﬁ_ﬁa&arai,?awaﬁ‘ﬁaﬁmiaﬁisn or the |
various state commissions, 13'3a%§$¢%'%ﬁ-§ﬁﬁiv*ﬂi reviewn.
Such Judioial ﬁﬁﬁﬁliﬁg_mﬂ&ﬁﬁ that the judges of the various
'@anrﬁa'mustwﬁ% experts in the publie ubility Tield, or else
’%ﬁﬁy will in meny Instences m&ﬁa‘ﬂrrarﬁg With all the other
duties of the Tederel judges, it seems virtuslly impossible
for them to meke pru

dent decisions as to whether a privete
utility is over capitalized, whether s given rate will result

in e falr r@tufn, whether a fair velustion of the conpanies

and their gra;_yii&s was nmade, and the like, % ”lﬁﬁiﬂg such

diverse responsibility on the judieisry is uowise. Certalnly
it would be far better to leave these mabbers to experte in
the field of public utilities. This situsbion hes been aptly

shated as falimﬁﬁ,

There are faﬁ §rmaﬁieﬁﬁ BOre &iﬁ&ﬁtaraﬁa $o the sound
funetioning of the regulstory process than these freé~

- gquent excursions by the judieiary into strange fields
where thelr tooks are an gigﬁaﬁaﬁ end their kﬁﬂwiﬁégﬁ
only pertielly adeguabe.
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Stete and fﬁdﬁxﬁi copmigsions heve uade considerable
ﬁgg@%ibu@iaﬁﬁ toward establishing workable precedures for the
ﬁaﬁ%ing of wiility rates; however, again we ﬁbﬁ%¥¥@~@hﬁﬁ'hh§¥
have been ﬁﬁ?&?ﬁlﬁ‘k&@gﬁf&ﬁ by judieial ﬁﬁﬁiﬂﬁf’ ?%1& “ﬁarkﬁ

able procedure” is not en end in itself. The merits of the

epand entirely ﬁ?ﬁﬁ the efficliency of the applicetion
of the meuanse. ?%ﬁs??ﬁ%&ﬁ&,ﬁf'ﬁﬁﬂﬁf@lﬁiﬁ@,ﬁﬁﬁgﬁg‘&ﬂﬁ hence
the incone, of & ubility company is gﬁﬁgl&ﬂaﬁﬁé by numerous
factors. Thﬁ m$$% elusive of these is the problem &f'ﬁagim&%w
| ing the pfrects éﬁ an elastic demsnd upon ﬁ&@ income snfy 1o
turn, the rete of return. Vor example, suppose & commission
sets up & Talr velusebion of $100.00 for ﬁ-@ﬁ?@ﬁx&%ﬁaﬂm Based
on previous comsumption schedules, & reduced rste of three
cents g&w,xﬁ%”ﬁﬁﬁié'éiﬁid & return of Tive per cent on the
jnvesglment. ﬁ%ﬁaﬁe@, suppose with the ﬁﬁﬁﬁﬁ%iﬁﬂ'ia,ratﬁﬁ o
three cenbts, the comsumptlon inorsased aﬁi%y per oenb. Then
the return would obviously exceed the five per cont, which
& rate the

was deemed & falr relura. DHence in debermining

'g*ﬁﬁiﬁﬁ is compelled Lo make sebinates on the influence

ghich @ chenge in rates will have on the elesticity of demand.
The problem of role maeking is further complicated by the
aifficulty in estimabing the value of & corporetiom. The var-
ious mebiods of valuation, hisboricel costs, seplucement costs,
ﬁfi@iﬂ&i:ﬁﬁ%ﬁﬁ?‘ﬁnﬁ the like, will not be discussed heve.

However, it seems significant to point out that the courts

heve placed ﬁ@&@i&i emphasis on the reproduction new Less
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Eﬁﬁé deprecietion cost as a besis for velustlon. In cadence
with the ewrly decision in Smyth ﬂgﬁ}tﬁﬁﬁﬁi ﬁhg sduninistration
as well as Judiciel regulatory endesvors have atbempted $o fix
retes which will yield & "rair reburn” upon the "fair velus.®
The interference of the courts in the problem of rate meking
is undesirable for seversl ?ﬁ&ﬁéﬁ%ﬁ in the first plece, the
Judges are nobt pudblie ubility ﬁx@&?ﬁﬁ and ﬁh&r&fgmﬁ:&reﬂin no
gaﬁiﬁiﬁn’ﬁﬁ deel with %ﬁag@ ¢a§@iﬁK yxﬁhiﬁmﬁ@a Zﬁ ﬁk@laﬁaﬁﬁﬁ

place, even if they were es efficient in such med

ers as the

utility experks on the commission, their reviewing sctions

would 83ill be unjustifiable beesuse their mere presenge in-
vites a vest apount of 1litigetione Such 1iﬁigéﬁiﬁn mresents
& bottleneek in the reguletion endeavor, because of $he habit=
ﬁgl glovwness of ﬂﬁﬁ%ﬁvg?ﬁﬁéﬁiﬁg&@
In 1983, Milo R. Malbbie of the New York Public Serviee
Commission expressed this problem as follows:
Unless some practilcsl means is found for more prompbly
dealing with reate complainte=-publie regulabion will have
failed and recourse will be had o swne aysben which will 9
be more responsive to economic conditions enmd public need.
Thus we observe bhat rabe meking is compliceted by four
major factors, (1) %ﬁ& A1Tfioulty of esbimabting the effects of
rate chonges on the elasticidy of demand, (B) the diffionlty
of ascertaining whet percentage would be a fair return, (3)
the 4ifficulty in the veluation of property, and {4} the

gﬁaﬁkﬁgﬁﬁ Caterberk, E mﬁ ricit
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interference of the commission endeevors by court proceedings.
For these reasons oommissions, &s e rule, heve been unsble %o
cope with the problem of fixing rabess

Asnother inherent defect in the commission bLype r%gui&ﬁi@n
is %%&% there are fr%%xﬁnﬁfaaﬁ%rﬁ$exﬁiaﬁ between the Juris-
dictional euthoriby of the federal and the state commissions.
To some extent these lssues are raised by sbele md federal
&g@ﬁ@i@ﬁ“ﬁhﬁﬁ&&iﬁﬁ@i“ﬁmﬁ.mmxe frequently iﬁayjarﬁ raised by
the latber, Jjeslously :‘&m%mmg their "prerogat ima”' sgaingt
increased nabional power. Jor the most perb, however, these
guestions sre raised by the eleciric and gas aam%&ﬁiéﬁ; anzious
to evoid &ll possible resgulsbione. In more reecont years there
hgagﬁaﬁﬁ a trend Sowsrd more federal powsr in the reguletion of
wbiliticss The %ﬁ@ﬁﬁﬂ%iﬁﬁiijﬁ&%iﬁi@&%&ﬁﬁ of sioh orpaneion of
federal power lies in the prineiple that the area of admii
istrational control must coinclde with the ares of the commer-

ght to be regulsteds Iince

eiel operatlion of the ealerprise ao
unost ﬁﬁi&iﬁg ecompanies opercte in seversl stebes, logle dle~
gates thet thers should be some ledersl agenoy with power @i"
ﬁn@%r#i&iﬂn so that ﬁ&% federal and various sbete commissions
gould pursue unified action. ‘

This principle was nanifest in the TFedewrasl Powers iLob of
1936, which filled bhe gap in conbrol of interstate electrieity
movenments resulbting from the ruling of she ﬁﬁiﬁﬁérﬁﬁﬁﬁﬁa
Shpreme Courd in 1987 aggi&%ﬁ the sonsbtitubionality of ﬁﬁat&
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sontrol of interstete wholesale ﬁ&lﬁﬁ#iﬁ This sct vested the
Commission with the authority over the rates, services, securi-
ties,; adesunts, mergers, and other interoporporste affailr of
all g@?ﬁmma owning or operating facilities for the transalssion
or wholesale sele of eleetricity in interstsbe commerce,il The
recent movement toward more federal power is frequently dis-
guised under the soelslly acceplable label of sooperstion of
federal and stete compmissions. Briefly, the ftechniques of the
cooper:tion have been listed by R Ds Boum as followss

(1) Administretive nobice of @@ﬁ&iﬂg mebiers to other

“interested” regulatory bvodies with invitebtion to respond,

{2)requirenent of conformity with the lews of another

Jurisdiction as a condition %o apvyroval of applicebionsy .

5) joint conferences, {(4) Joint hearings, (5) joint in~

vestigetions, (6) joint boards, (7) éxchappse of informetion,

{8) exchanze of experts on a losn basis. <

Henoe we observe thal with Justiriestion ths Federal
Commissions are graduelly extending their power over all phases
of utility regulation,

Zven with sueh movements toward eooperation, the function
of the regulatory eommission is still impeded by jurisdictional
problems.
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Regulatory commissions have been griticised because their
operation tends to divide menegeriel responsibility. Such a
oriticism 1s without significant werit. Ordinerily it chows
up when some members of o privste corporabion wish to shift
responaibility for some unwise aet onbo the cormission. Howe
ever. false the essertion msy be, frecuently the publiec and
the securily holders iﬁ.ﬁkﬁvﬁﬁiﬁﬂﬁé eompanies are misguided.
Hence the existence of the posaibllity of such misguidance
can be defined es & weakness of the commission bype of
regulation,

 In eddition %o these inherent sdministrebive wesknesses -
of the comeission type reguletion, there are certsin short—
aomings whick might be lebeled funetional @ﬂ@kﬁ@ﬁﬂﬁﬁa These
wesknesses are briefly as follows: (1)} inadequaste finsnces pnd
personnel, {(2) incompetent personnel due %o the technique of
selection, and (8) commissions heve been polluted by the in~
sidious influence of political activities exercised by the
u@g;ﬁ%iﬁg,lﬁ For obvious ressong these faac%i&n&i,ﬁ@akn&aﬁaﬁg
with the exception of the first, are more likely %o oseur in

state than Tederal commissions.

 Coummission Type Reguletion Inadequate
Gomnission type regulation is infected wﬁﬁh‘gumﬁyans in~-

herent aﬂé:funﬁﬁimﬁal geaknesses. The presence of those

LS e Beuer, The Electrie Fomer s D» 245,

Indust:
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wosknesses does nod necessarily mean thet all commissions
should be absndoned; but they are convineing evidenee showing
that more effective regulation is luperative. %ﬁiﬁ,yﬁiﬁ% was
very aptly staeted in 1933 by John 5. CGray end Jack Levin as
followss w
Viewing the present complete breskdown of public ubilidy
repulation, for our own conclusion we would say, 1t is
hard to conecelive of any system of legislation that will
lesve bobth the law as confused end the consumers as “
helpless, as the muddled condition that court~mede iﬁfé
has left publie utility regulation in the U.Se todays™
The TV, as & public development of & river eontrol project,
¥
& portion of our weonomy in which shedy methods had gained such

was snd 1s on ald to the regulstion of s portion of our esconomy

a vagt power thet other types of reguletion had broken downs

A oasual observer of the prime thesis, thal development of our
water resources is a publie funetion; is Likely to assert thd
if the &%ﬁéln%ﬁ@ﬁ% of our weter resources is a public funetion,
then the srgument that such a project is e means of regulsbion
is without merit, beesuse in a few year, with universal federal
development of our river resoureesy there will bé no privabe -
companies left to be regulated. However, more detalled analysis
of this problem revesls that there is a considereble portion
of the United States where, becsuse of the absence of watﬁr
power, the @%iva%@ eompanies csn continwe to genersie and %o

distribute steam powers Or we might even grant the contention

14300m H. Gray end Jack Levin, The Yeluebion
Public Ubilitiecs, p. 143, o “
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that at some time in the Tuture there will be no privade
power companies to be regulsted, and still we have nol weakmned
the argument that TVa, as & s»eciman river d@%aia§m@gﬁ program,
is end has been for the past fourbeen years a very veluable
regulatory device.
TVA as & Bupplement to Commission
Type Regulebion

How let us analyze the nature snd exbent of VA as &
gupplement to the commission btype reguletion. In the first
place, regulstion by the "yerdstick" principle goes siraight
to the heurd of the problem of r&gﬁ&&%iﬁa, without cumbersome
and prolonged legal procsedings 1t sebs 8 genersl paltern for
retes. Hence the almost insurmounteble problem of evaluebing
the sssets of the privebe ubilities becomes irrevelent; and
the new methods infer that privabe ubility retes should be as
low, or nearly as low, as TVA rates, If the ubiliby compenies
are overcapitalized or have over evaluabed thelr assebs, they
will be chastized by thelr own sins, for they will nod be able
to pay a falr reburn o thelr investors while charging TVa
retes.

Regulation, by the development of TVA, has resulted in
substantial decreases in rates, not only in the Tennessee Valley
area but throughout the United Stabes.

While the "yardstick® principle is no longer accepted, as

was pointed oub in Chapter IV, it 1s sigunificent because the
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V4 rabe policy proved that the demsnd lor elecirieity is
elasbie snd that in most csses net returns cen be lncreaped
by reducing rates. Hence 1% might be said thet the poliey
of rote meking estsblished by TVA resulbted in decreased
rates and incremsed ponsumpbion beceuse of education rather
than reguletion--educetion in the sense that private power
gompanies learned that lower retes eculd inerease prollis.
The following table shows how Sthe coat per KEH of eolectricity
in the United Gtates haes been reduced.

TABLE 8

CORPARISON OF s BLECTRICITY RATES wITH VARIOUS
RURAL CONSUMERS IH DIFFmRaNT SECTIONG
OF TH: UBTTED ST478s

:ﬁ&iaa?ﬁﬁarm
G2

8,36
2460

ﬁa?@
2491
2.98
553

;*u,fqﬁﬁ¥@&§“§a$$ﬁ ﬁf privete ?&ﬁ&? a$mnﬁﬁi’““m$'*7j* —
X ity Menual 1947, Rabtes of TVA-TVA Annual Reporis,

The sahble suove revesls that in every sbale considered,
and in the United Stetes as g whole, the cost of eleetrileity
for domestic use has shown a shesdy decline. The fact Lhal
the rate for eleclricity in Georgle and Alabema, stabes

bordering on the TVA service sres, sre much chesper than the
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rabes in Ohio and Califormla, indicate tioat the TVA is in=~
strunental in lowering retes. 4 genersl swvey of Lhe retes
for every sbebe in the United Stabes revesls that there is
a definite rolationship between low rabtes and publie power
projects; %h%rlﬁﬁaﬁﬁ rates being in the vicinibty of the publie
powear gx&é%&t&.iﬁ

There are two definife ressons for the reduction of
rates in arsas near the TVa service eres, (1) the presence
of low TVA rstes gives the Federsl Power Cummission s very
potent weapon in itse fight for lower rabtes; end (8) the TV

rebes have, as stated sbove, conclusively proven the elasti-

city of demand for eleectriecilys ©f thease Ywo reasons, the
latter seems more influencilal.

In this chspter the problem of regulsting the generation
and distribution of electriciby hes been given detailed con=
sideretion. The necessity of regulebion was esbablished end
the types of resulation were analyzed. In the course of the
analysis the numerous fuvctional end edministrative wesknesses

of commission type regulelion were yﬁ;&%aﬁ oube IH was shown

that the weeknesses of commission regulation rendered it inade~
guete ms & regulstory agent, unless complemented by TVa. It

was found thet TVA haed done more in a few yesrs to give consum~
ers elecbriciby st a fair rate and to provide abtractive returns
to the investors ab the same time, than the conbined sfforts

of the commissions Shroughout their hisbory.

15,04yt s Publie Ubility Meoual 1947, Sec. on Publie
Utilities, p. 158




CHAFTER VII

CUHCLUB LY

The purpose of Lhis study, to show thal the deve iarm@ﬁ%
of our river resources 1s s public function, has been sub~
stantlated by the data which have been »resented in @ﬁﬁvﬁrﬁ*
ceding chapters. Since the Wi is the oubsbanding nublie
river develonment nrogram in the United states, materisl
support has been glven to our thesis by snelyzing its numer=—
ous social and economic effects. The cbvious end loglesal
concluslion is that since this publie river control project is
a sugcess, subsequent similar projects will also prove eco~
nowmically and socislly beneflicisl, These benefits vere
briefly summarized under four general headinegs: {1) lood
eontrol, (2) navigation, (&) more prudent use of the soil,
and {4} the generation and distribution of elechric energy.
While the numerous wnd aobteworthy benefits of the first thrce
purposes were briefly discussed, the burden of this study was
primsrily concerned with the benefits of the development of
our rivers for the generation of eleetric @ﬁ@rgy,f Such &
power program, as demcnstrated by the TVi, has numerous “9&1&1
end economic benefits. These benefits vwere divided imﬁa the
following geoneral c¢levwsificabions: (1) benefits made possible

as a result of cheaper electricity, (2] benefits afforded by
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extension of electric service inbo areas which previously hed
no electric facilities, and (B3] benefits to the nstion as &
whole due to the effect of V4 rebes on regulation of private
ubility companies.

In our discussion of the significance of cheaner gleo-
tricity we Tound that the TVA has been able to sell electri~
city ab a rate far below bthe average rabe in the United Ststes
for two reasons: first, its retes arve based on bhe theory
that the demand for electricity is elastie; end, second, it
can generate ond distribube electricity at a lower eost than
the private nower companies because, as a nulbiple purpose
project, it has certain inherent sdvantages which are not en~
Joved by single purpose projects. This proposition was s~

It hes been shown that the benefilts of these lower rates
are: (1) they provide s means of greatly increasing the pro=
duectivity of farmay (2) they add %o the general convenience
of living; (38) they stimulabe the sole of electricsl applien=
ces; (4) they fscilitate industrielizetion; and (5) they en-
courage the esbablishment of new Hypes of business which use
electricitys, The validity of esch of these b@ﬂ@fits has been
giver factual support in previous chanbers.

The exbension of eleciricity inbo sreas which previously
had no electriciby was an endeavor which was looked unon with
considerable skepticism by She mansgenent of private power

companies, However, TVa erected new lines and installations
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in remobe arees which were, strietly from a business view~
point, inedvisable. DBecause of the aveilability of elesoiric
energy, vast new sreos were made more productive. Yor ox~
amnle, as previously sbated, in 1930 1n the TVA region only
one farm in twenty-elght had elestricity, while in 1947 one
farm in every three had electric service. This expansion of
elecbric service is one of 'Wa'ts wost dering asnd suececessiul
endouvors.

Facts presented esrlier in this study eonclusively prove
that the TVa has been iunstrumental in lowering power rates
throughout the United Sbabtes, bubt the benelits of sueh lovwer
retes eannolt be sceurately compubed. However, these lower
rates in all sechbiouns of our nebion have Lhe same soclial and
eaonomic efvects as those described for the Tennessee Valley
aresg, the only difference being thebt the V4 benelibs nre on
a much larger scale.

The socisl sad economic elfects of “Wi in genersl, and
V4 power in parbiculer, have been summarized, and in the body
of %this sbtudy convincing evidence hes been presenited to prove
that the TVA has brought numerous benelits to the Tennessee
Valley sres. If such a federal project meb with unguestion~
able success in Lhe Tennessee Valley region, is it not logieal
to assume bthab ledersl river developnents eould render the
same benefits do the sress 5urrﬁmﬁﬁiﬁg all of our great rivers?

The numerous benelibs of muliiple purpose develonment of

pur river resources have been shown, and it has also been
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shown that orivate business eannot be as effsctive in this

field ns the Federal CGovermuend. The baslic regson for bBhis
18 that such ar endeavor would nobt be vrofitable to orivate
business.

The maltinle purpose development of our rivers is un~

srofitable a3 o private business endeavoyr, bubt when such =
nroject is undertaken by the Federal Govermment, it ney be

x-
H

a very commendeble entoroprise. The diflerence in bthe bwo,
private and publie develooment, is thet privebe business
messures its success in terms ol monebery gain, while a nub~
lie project messures 1%s success in bterms of ecopomic and
soeial benelits. Therefore, since navigstion and flood con~-
trol projects are not revenue producling and sinee such
development would not reap s profit for private enterprise,
the neople in viver areas would not enjoy the ménifﬁlﬂ bene=
fits of multinle purpose river econtrsl orojects withoud
federal develonmenb.

The eouclusion of this sbtudy, therefore, is that the
development of our river resources ls an inberent funetion of

public authority.
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