
\ tIN TEN�ESSEE ;· 
\ I) ' ' 

I� I' 

AUGU1.ST· 19 53 

� ' ... , .  



I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

TABLE OF CONTENTS 

Page 

Introduction. . . . . . . . . . . . . . . . . . . . . 1 
3 
3 
5 
8 

Plan 1 - Electric system pays a l l  . . . . . . . . . 
TVA policy on non-diversion of e le ctric  revenues .  
Temporary renting of extra space in e le ctric building 
Calculation of rentals . . . . . . . . . .  . 
Periodic review of rental charge s . . . . . 13  
Pro-rata payment of debt principal by city. . . . . . . . . .  14  
Depreciation charge s included in renta l s . . . . . . . 14  
C ity should acquire permanent pos s e s s io n .  . . . .  16 
Waiver of tax equivalents on buildings. . . . . 17 
11Book value" as bas is of tax equivalents. . . . . . . . 18 
Crowding of city departments ? . . . . 20 
Rent indefinitely or own? . . . . . . . . . . . 20 
TVA contract negotiations . . . . . . . . . . . . . . . 21  

Plan 2 - Electric system and city share costs . . . . . . . . 22 
Permanent posses sion of re l ative share of space . 22 
Cities using this plan . . . . . . . . . . . . . . . .  2 3  
Agreements subject t o  approval b y  TVA . . . . . . . . . 23 
Temporary renting of extra s pace . . . . . . . . . . 24  
C ommon-use spaces . . . . . . . . 25  

Plan 3 - City pays a l l . . . . .  26 
The preferred plan? . . . . . . 26 
Minimum review by TVA . . . . . . . . . . . . . . . 26 
Disadvantages of this plan . . . . . . . . . . 27 
City ' s  control over arrangements . . . . . . . . . .  28 
Brief note on LaFollette and Sweetwater . . 29 

Conclusion. . . . . . . . . . . . . . . 30 
Author ' s  preferences among plans . . . . . . . 30 
TVA ' s preferences among plans . . . . . . . . . . . 3 1  

Appendice s : 

1 

2 
3 
4 
5 
6 
7 
8 

9 

Summary of joint-use building arrangements, pre pared by TVA 
Division of Power Utilization . . . . . . . . . . . . . 32 

. 35 
. .  37 

Letter� TVA District Manager to Tullahoma . .  
Letter_, Harriman to TVA Manager of Power . 
Letter ,  TVA Manager of Power to Lewisburg . 
Sweetwater contract . . . . . . . . . . . .  
Sweetwater lease . . . . . . . . . . . . . . . . . 

Letter,  Sweetwater to MTAS . . . . . . . .  . 

0 0 0 0 (j (' 40 
. . . . . 42 

0 0 • 0 45 
0 • 0 • 0 0 47 

Excerpts from TV A standard form power ·contract and accompanying 
s chedule of terms and conditions . . . . . . . 48 

Minimum tax equivalent contract amendment for Jackson, 
Ter1ne s see. . o • • • • u • • o ,, • • • o • • • • ., • 

F loor plans: Clinton, Harriman, LaFol l ette, Lewisburg , McMinnville, 
Springfield , Sweetwater, Tullahoma and Winche ste r .  . . . . .  5� 



I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

I 

� 

PREFACE 

The purpose of this pub l i cat ion i s  to  advise  munic ipal of­
ficials  with re s pe c t  to  the sharing of a joint build ing by the 
general munic ipa l  government and an e le c tric d i s tribution sys­
tem . It is an expans ion of an art icle  on the s ame s ubje c t  that 
appeared in the Technical Se ct ion of the November 1952 issue of 
Tenne ssee  Town & C ity magazine . 

The informat ion cont ained herein is oriented particularly 
toward officials responsible for the general government of Tenne s ­
s e e  1 s municipa l i t ie s ,  but it  may a l s o  b e  of some value t o  of­
ficials  of electric dis tribution sys tems . MTAS also  has avail­
able , in bound form, copies of ordinances ,  resolutions , bond s ,  
and other documents from seven c it ie s  where joint buildings are 
in use .  This compilat ion of documents was not given general 
d istribution but will  be furnished on reque s t  to any Tenne s see  
town or c ity . 

As in other matters of municipal concern , the MTAS s t aff 
is  avai lable to answer s pecific que s tions and to render a s s is­
tance to municipal officials  on the ir particul ar prob lems. 

Augus t 1953 

Victor C.  Hobday 
Exe cutive Dire ctor 
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INTRODUCTION 

Several Tennessee  cities l in re cent years have c ons tructed 

munic ipal build ings for j o int o ccupancy by a municipally-owned 

e le c tric dis t ribut ion sys tem and other agencies of the gene ral 

city government . Municipa l  officials  cite  several advantages of 

such arrangements . 

Bringing all agencies of the c ity gove rnment together in one 

building make s it more convenient for people who have utility 

b i ll s ,  taxes and fee s to pay or o ther bus ine s s  to trans act  with 

more than one agency of the city . Teamwork among a l l  agenc ies is 

e a s ier  to achieve . The initial  cons truct ion c o s t  of a j o int build-

ing is less  than that of two or more buildings . · Savings are ac-

complished by multiple use of building s pace, such as a s ingle 

aud itorium for mee tings and demonstrations of the ele ctric  system, 

s e s s ions of the c ity cour t ,  publ ic hearings before the c ity �ounc i l ,  

and mee tings o f  c ivic  groups . Sav ings in maintenance , j anitorial , 

utility nnd s imilar expense s  also  resul t . 

People of the community point to the new building with prideL 

I t  is a symbo l  of progres s  and community spirit . C ity employees  

particularly fee l  a sense of pride and the ir morale and working 

effic iency is improved. 

1C l inton,  McMinnville, Lewisburg, Loudon, Fayet teville , Harri­
man� Swee twater, LaFol le t te , Winchester, Tul l ahoma and S pringfield . 

\ 
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The ctverage c ity today, not only in Tenne ssee  bu� throughout · 

the United States 9 is beset  with financial d i.t'f icu.l tie tL In.fl a ti on 

during the war and pos t-war years, the growth of cities� c itizen de-

mands for improved or addition&! serv icesJ �rd the failure of 

munic ipal revenues to increase proportionately, have p laced the 

average American c ity on the hard rocks of fin�ncial hardship. Thus 

a c ity 1 s offic ials may say, 11Ye s ." we need a new mun.ic  ip:}l build ing 

bad ly, but how can we pa.y .f'.'ur i' t.?. 11 J"1 this b 1 1  t · · 11 .r. u e ins we wi. pre-

s e nt information concerning financial arro.ngements that. may be he lp-

ful to munic ipal officials who are cons idering such proje cts.2 

The s ituation in Tenne s see  with re spect to munic ipal e lectric 

utilities is d ifferent from that existing in �ost other states. The 

Tenne ssee Val ley Authority� an agency of the Federal  government, 

generates and supplies 0le ctric ity to a l l  munic ipal ly-owned distri-

bution systems in Tenne ssee, except those in Covington �nd Dyersburg . 

A l l  incorporated cities in Tennessee  �re s erved by publ ic ly-owned 

systems, except :f.our - Kingsport, Alcoa, South 5ultons and Cumberland 

Gap - are s erved by private utilitie s, and two - Bells &nd Fra�klin _ 

are served by private compur..ies thnt purchase powe r f2:>om TVA. This 

d is cuss ion is accord ingly confined to a cons ideration of courses of 

action availa.ble to mun1'c1'pn l1'ties ith' t - '-' w in ,he framework of agreements 

2
0ffic ials of the Tennessee  Valley Authority have furnished the 

information re lative to the ir policies with re s pect to such build ings. 
They point out that these pol i c ies have evolved as spe c ific s itua­
tions have deve loped� and that agreements for buildings already con� 
structed are not to be cons idered as pre cedents. For example, they 
s ay that an agreement such as that entered into with the c ity of 
C l inton would not again be approved. 

< • 
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with TVA for e le c tric power supply . 

Three financ ing plans have been used: (1) the e le ctric sys-

tern pays the total cost, by is suing e le ctric revenue bonds, and 

rents s pace to other c ity ;;c.gencie s ; (2) the c ity government pays 

a part of the cost,  from general obligation bonds or other general 

fund monie s ,  and the ele ctric system pays a part , usually from 

e lectric revenue bond s ,  and each occupies s pace proportionate to its 

contribution� but one may rent add itional space from the other ;  and 

(3) the c ity pays the total cost of construction, usua lly by issu-

ing genera l  obligation bonds, and rents s pace to the· e 1e ctric system . 

PLAN 1 - ELECTRIC SYSTEM PAYS ALL3 

TVA policy on non-d�vers ion of ele ctric revenues 

A background. note on the general policies of TVA will  aid in 

understand ing their stipulations with regard to this f inanc ing plan . 

TVA , from its ince ption , has required municipa l ities buying its 

ele ctric power for d istribution to agree that e le ctric revenue s 

will  be used only for e le ctric system purposes , except payments in 

l ieu  of taxe s (also called "tax equivalents") . The se are generally 

calculated by applying ad valorem tax rates against book values of 

ele ctric system propertie s .  Some c ities als o  rece ive a return of 

6% on general fund monies invested in the ir e le ctri c  systems ; this 

3Buildings in Fayetteville , C l inton ,  McMinnv ille, Lewisburg and 
Loudon we:re f inanced  by this method. A Federal PWA grant was made 
to the Fayetteville  electric system to pay about 45% of the cost of 
its building . 
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is  usually the result of an e lectric sys tem being municipally-owned 

before 1rVA ele ctric ity be can•.e availa.ble. Such income :ts to be dis­

tinguished from taking profits out o� a municipally-owned utility, 

as the city is simply treated as s.ny other inve s tor aYJ.d is paid in­

tere s t  on its  capital inves tment in the system. 

TVA officials  say it is their public  duty to prevent diversions 

of electric revenues 2 and they c ite the case of �:!.:::!.� v" �J:j:y_of �ensi�i:r: 

Qity ( unreported case ) ·" in which a pledge of ele ctric :revenue s against  

general purpose bonds was prevented by a Federal Dis trict Court 

( Eas tern Dis trict  of Tenne ssee , Northern Division) . I� the case of 

Memphis Power & Light Co . v. City of Memphis9 172 Tenn. 346, 112 S.W. 

(2d ) 817� involving an attack by the Memphis Power & Light <.:o. on the 

contract be tween Memphis and TVA, the Supreme Court of '.1.'e�::•.nessee s�tid� 

"The mos t  s alutar·y feature in the contract is th11t wlth re spe ct to 

the disposition of revenue received. It not only �ake s the plant 

se lf-sus taining and provides for liquidating its indebted�ess,  but 

it prevents the city from diverting the revenue re ceived for current 

to other purposes."  

Under this  policy a c ity cannot realize a profit from its  ele c­

t ric sys tem t o  be used for gener�l munic ipal purposes. The &nnounced 

purpose of this po licy is to assure n lowering of r&tes  when revenues 

exceed the nee d s  for expansio11� improvement a�d operation of u sys­

tem . This policy is understandable when one �e c a l l s  that cheap 

e le ctricity was one of the origi�al prime objectives o� the �ounders 

5 

of 'l'VA. TVA personne l have been zealous in prote cting the interes t s  

o f  the "ratepayers 11 to  avo id subsidizing the " taxpayers 9 11 and they 

have been e spec ially on . guard against  any dra ining of e l e ctric reve-· 

nue s for general municipal purpose s .  

Temporary renting of extra space in e le ctric build ing. 

Ac ting under this pol icy, TVA official s  say that an electric 

system may cons truct  a building only for its own purposes . However ,  

in anticipation of future expans ion and consequent need of a larger 

building than pre sently required ,  TVA w i ll permit the use of e le c­

tric revenue bonds to cons truct a building up to double the s ize 

im1nediate ly needed. This excess space may be rented to the city 

government ( or to any other party ) until it is required for electric 

sys tem purpos e sp at which time it may be withdrawn upon the giving 

of reasonable notice . This explains the provision·�ound in several 

c ontra cts  that the electric sys tem is to occupy space cos ting at  

least  51% of  total cost. The total  size of the building is left to 

local determination, but TVA officials  will review and disapprove if 

the size seems exces sive ly large . 

TVA o.f.ficials  make it c lear that under  this policy o ccupancy 

by the city government is temp0rary, because the jus tification for 

us ing ele c tric sys tem funds is that the additional space w i l l  be 

needed s on�time in the future by the ele ctric sys tem . They point 

out that the alternative may be undesirable crowding of an expanded 
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e le ctric sys tem within its  original allocation of build ing space, 

as TVA would not approve the use of ele ctr.>ic revenues �·'o:r. another 

build ing until a l l  of such s pace has been ut i l ized, unle ss  very ex­

cept ional c ir�urr�s t ances exist � for example .9 the grow+,h of a c ity 

requiring a warehouse or service building at a d ifferent location 

as  a matter of operat ing economy. Pre sumably, if the e le c tric sys­

tem does not expand as ant icipated , the c ity governme�t would be 

a llowed to remain as a tenant. 

TVA contro ls  such arrangements through its  power contrac t s  with 

municipa l i t ies.  An amendment to an exis t ing power contract is  re­

quired before e le ctric revenue bonds may be is sued to construct 

such a build ingJ and TVA makes the se s tipulat ions in the amendment . 

( An amendment would not be required for a building s o lely for the 

electric sys tem . ) As an example , the Lewisburg agreement contains 

a provis ion that the "C ity agree s  to re l inquish such space to the 

e le c tric sys tem upon reas onable notice . . , , 11 

The implications of this policy should be c arefu l ly c ons idered 

by c ity offic ials. If an exis t ing c ity hall is  abandoned, perhaps 

demol i shed or sold, and the e lec tric sys tem later withdr�ws the 

s pace rented to the city government , city officials  will be faced 

with the problem of finding space e lsewhere. This in many instance s  

would require the cons truction of another bui l ding, which would be 

an addit ional expense and a backward s tep  from the joint building 

and its advantages .  Enlargement of the build ing might be poss ible , 

7 

but in any event d isrupt ion of munic ipal a c t ivities  and the fi­

nanc ial burden of building costs  would oc cur. Since any new build­

ing for the general  c ity government mos t  l ike ly would be financed 

by general obliga t ion bonds, under such c ircumstances the use of a 

jo int building would  s imply defer cons truction of a building fi­

nanced by this method . 

There seems to be a lack of complete underst and ing between 

municipal and TVA officials  with re s pe c t  to this temporary occu­

pancy feature. In talking with offic ials  in those c ities  where 

buildings have been constructed  under thi s  plan, we get an impres­

s ion that they are not aware that the ir occupancy may be only .tem­

porary. They show the bui ld ing with great  pride as  the ir c i ty hal l  

and electric system building . They seem to think that the general 

c ity government will s tay indefinite lyJ as  long as  the rent i s  pa id . 

I t  i s  submitted that such attitudes  mus t  be recognized . .  We can fore­

see a t ime of troubl e s  if and when an e l e c tric system, probably on 

a pieceme a l  basis , room by room, begins to evict the general city 

government from its  quarters . 

At this point one might ask the que stion: Why shouldn't the 

city re tain the spnce as long as the rent is paid? If the e l ectric 

system charge s a renta l  to cover a l l  of its costs  to  furnish the 

s pace , including princ ipal and interes� on bonds, on the surface 

it would appear that no d ivers ion of e le c tric sys tem funds would be 
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s pace , including princ ipal and interes� on bonds, on the surface 

it would appear that no d ivers ion of e le c tric sys tem funds would be 
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invo lved. However, TVA officials point out thes e  reasons for their 

d isagreement with this  viewpoint: (1) although an actual d iversion 

of money might not o c cur , ii would mean use of the e le ctric system's 

credit,  which is s omething of value, to support bonds for a general 

municipal purpose , and this was the is sue decided in the case of 

TVA v .  Lenoir C ity ; (2) there are upper l imits to the amounts of e lec­

tric revenue bonds that may be issued� and the issuance of such bonds 

for an office building for the general c ity government could involve 

the use of credit needed for the e le ctric plant ; and (3) if the c ity 

fai le d  to pay the rent at any time, the e le ctric system would sti l l  

be l iable o n  the bonds a s  we l l  as for maintenance o f  the building, 

in which event actual divers ion of e le ctric revenue s would  o ccur. 

If the temporary occupancy feature cannot be eliminated by 

agreement with TVA, a city may desire to have a lease on its space 

for a definite period of time . This is standard procedure when an 

e lectric system rents space from a city. A long-term lease would 

seem to be preferable, such as 10 to 20 years. A lthough this  would 

assure occupancy for a definite period, it would also emphas ize sti l l  

further that it i s  only temporary, and may therefore b e  undesirable. 

Calculation of rentals 

Rental payments by the general city government to the e le ctric 

system vary accord ing to the space occupied, costs of c onstruction, 

and services  rendered. Each case is handled on an individual basis , 

9 

and TVA officials say that it is the ir pol icy to e stablish the rental 

as nearly as pos s ible at the actual c o st of providing the space, in­

c lud ing a proportionate share of deprec iation , intere st, insurance , 

tax equivalents , uti l itie s, maintenance and other ope rating expenses . 

The total of such yearly expenses is  the annual rental to be charged 

until  a change in the cost data oc curs. 

The cost of constructing the rented space , plus a pro rata share 

of the cost of land if paid from e le ctric system funds ,  is then de­

termined. The initial rental figure i s  expre ssed  as a percentage 

of this cost. For example , if, for the rented space, the annual 

expense figure is $ 15, 000 and the construction and land cost was 

$ 100, 000 the annual rental is  stated as 15 pe r cent of the value of 

the space . 

The rental percentage figure thus established is  applied to de­

termine the annual rental payment if more or le ss  space is  oc cupie d . 

Again using the foregoing example, if one room valued at $20, 000 is 

withdrawn by the ele ctric system, the annual rental would be 15 pe r 

cent of $80,000 , or $12,000. ( It should be noted that "value " as 

used by TVA for this purpose means original cost of construction. ) 

This method simplifies the recalculation of rents , but a ques­

tion may be raised as to whether it will always c orrectly refle ct 

actual costs, It seems possible that a room or other space withdrawn 

might not require a proportionate share of utility, maintenance or 
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other expenses. A redeterminat ion of rent as originally calculated 

would d is pe l  any doubt on this s c ore , but perhaps the dif�erence, if 

any , would be s o  small as to  be inconsequential. 

Agreement as to  utilit ies,  j anitorial servicesp e t c . ,  muy vary 

a ccord ing to local  preferences.  The Clinton agreement ve s t s  in the 

e le ctric system " exclus ive pos s e s s ion, management, and control of 

the municipal building . . ./an�7 re s pons ibili  ty for management 2 con-· 

trol, operat ion, maintenance, and repair of the municipal build ing. " 

The Lewisburg c ity government, occupying 48 per cent of the building , 

agree d  to pay a fixed rent plus 48 per cent or the mo�thly cost of 

water and ele ctric service to  the building, and the Board of Public 

Utilities pays a l l  j anitorial and maintenance expenses. 

At this point it may be help I'ul to cite an example of rental 

on this bas is, us ing spe c ific figure s. This will be done for Lewis-· 

burg, where the rent on 48 per cent of the spnce in a bu:ll ding con-.. 

s t ructed by the electric sys tem was calculated as follows: 

( 1) TVA e stablished 10 per cent of the proj e ct in­
ves tment to repre sent annual costs  other than 
tax equiva lent payment s ,  such as interest, de­
pre c iat ion, and ope ration and mnintenance� in­
c luding insurance� j anitor service, repair and 
painting, e t c . 

( 2) 10% x 48% x $1000 . . . . . .  0 • • • • • •  0 $48.00 

( 3) Le s s  tax equivalent waiver .E�!'..J±000 _ _2f j_nit ia.l 
total cost1 on 52% of building occupied by 
e le ctric sys tem : City and county tax rate of 
$5 . 16 per $100 mult iplie d  by 10 (there are 1 0  
$100 in $1000) multiplied by 52% (rounded to 
neare s t  dolla r )  . . . . . . . . . . . . . . .  $27 . 00 

( 4) Net rent per year per $1000 
of total cost . . . . . . . . . . . . . $ 

( 5) Monthly rent per $1000 of 
total cost  is $21.00 divided 
by 12 0 0 • • • 0 0 0 0 0 0 () 

21.00 

1. 75 

( 6) Total cost  of building and s ite . .  . $166, 542 . 82 

( 7) 166 . 542 thousandths x $1 . 75 pro-
duce s monthly rent of . . . . . . . . . $ 

( 8) $291.45 x 12 produce s  net annual ren-

291. 45 

tal payable to e lectric system of. $ 3,497 . 40 

( 9) Add yearly tax equivalent waived 
(See  (3) above ) 166 . 542 thousandths 
x $27 . 00 0 • • 0 • • • •  0 • •  ' $ 4,496.63 

( 10) Total yearly gross  cost  to city for 
space occupied ( 8) plus ( 9). . . . . . $ 7 ,  994. 03 

( 11) C ity occupies space costing 48 
per cent of $166, 542 . 82 ,  or . . . . . .  $ 79 , 940 . 55 

( 12) Percentage that annual rent of 
$1, 9 94 . 03 is of $79 , 940 . 55, the cost  
of space occupied by the c ity, is  . .  

) 
. l 

• I ? • 0 1 0% 

11  

It  appears that the init ial factor of  1 0  per cent, represent-

ing intere s t, depre c iation and operating and maintenance expense s , 

was arbitrarily e s tablished by 11VA unt il a more pre cise determina-

t ion of costs  c ould be made. TVA ' s  Dire ctor of Power Utilization 

s aysJ "In this part icular case� the method appe ars to result in an 

equitable s o lut ion9 e s pe c ially s ince the arrangements are subj e c t  

to  review after the actual costs  can be more accurate ly determined. " 

This is no doubt ne ces sary at the beginning9 but to  be sure that a 

c ity is not paying more than actual costs  c ity officials  should ins ist 
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on a review of the rental as soon as exact costs  can be e stablished. 

No calculat ion of a tax equivalent on the 48% rented to the 

city of Lewisburg appears in the foregoing example. al though theo-· 

ret ically it would be due the city be cause the entire building is 

owned by the ele ctric system, It would be immaterial whe ther this 

is done - if included as an amount due the c i ty the tax equivalent 

would be charged back to the c ity in the rental o.n•.ount as a part 

of the cost  of furnishing the space . 

Another aspec t  of the Lewisburg rental determination is whe ther 

the tax equivalent waived on the 52% portion o c cupied by the ele ctric 

sys tem should be based in a five-year average of book value;• as TVA 

personnel say this i s  the usual bas is of calculating such tax equiva-

lent s , instead of on the original cost. The results that would be 

obtained are s e t  forth below ( compare with items ( 3) through ( 10 )  

in the foregoing calculation for Lewisburg ) : 

( 1 ) and ( 2 ) same as in foregoing calculat ion $ 

(3) Le s s  tax equivalent waiver .�.r $ 11..000 
of init ial total cost, on 52% of bui ld-
ing o ccupied by ele ctric system: 5 year 
average of book value J with initial cost of 
$ 1000, at 2% annual depre ciation, is $950 ; 
c ity and county tax rate of $ 5 . 16 per $ 100 
mult iplied by 9.5 ( there are 9.5 $ 100 in 
$ 1000 ) multiplied by 52% . . . . . . .  , $ 

( 4 )  Net rent per yenr per $ 1000 of total 
cost  o o • o o o o u o o ., o ... ... $ 

( 5) Monthly rent pe r $ 1000 of to,!'.�1:. cost  
is  $22.52 divided by 12 . . . . . .  . 

48 . 00 

25.48 

'.22 . 52 

1.877 

(6 ) Total cost  of building and s ite . . $ 166,542.82 

( 7 ) 166 . 542 thousandths x 1 . 877 produce s  
monthly rent of . . . . . . . . . $ 3 12 . 60 

( 8 )  $312 . 60 x 12 produces ne t annual rental 
payable to ele ctric sys tem of. . . . . . $3 , 751.20 

(9) Add yearly tax equivalent waived ( see ( 3 )  
above ) , 166.542 thousandths x $25 . 48 $ 4 , 243 . 49 

( 10 )  Total yearly gro s s  cost  to city  for 
space o c cupied ( 8 )  plus ( 9 ) . . . . . $7,994 . 69 

It would appear that this me thod would be le s s  advantageous 

to the c ity of Lewisburg, be cause it would be paying a monthly 

13 

rental of $312 . 60 ins tead of $29 1 . 45 in the f irst five years , and 

progre ss ively more if success ive five-year averages were used in 

re calculating the rent. This also  illus trates that it may be 

more advantageous to a c ity to waive a fixed tax equivalent based 

on original cost  instead of paying the full amount of rent and col-

l e c t ing a tax equivalent based on declining book value. If the 

original tax equivalent is waived the que stion would arise  as to 

whe ther ad justmehts should be made as tax rate s change , e ither up-

ward or downward . 

Per iod ic  review of rental charge s 

Provis ion is  made to review such rentals periodically , and TVA 

officials contemplate that this w ill be done every f ive years or so. 

As indebtedne s s  is  re tired interest charge s w ill be progre ss ively 

le s s  and eventually will be eliminated altogether. OthSr expense 

items may also change . Accordingly, it would seem d e sirable that 

'l 
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city officials periodic ally che ck the costs  involved and reque s t  a 

review of the rent when a change of any consequence h�s taken place. 

Pro-rata payment of debt principal bl city 

If a part of the annua l  principal of bonds being re t ired is 

inc luded in the rental  charge, the city is a c tually buying part of 

the building on the installment plan . The Clinton agreeme�t pro­

vides  for inc l usion of " an equitable allocation of . .  uretirement 

of indebtedne s s "  in the rental calculation. This should entit le 

the city to permanent pos session the s ame as if it had originally 

s upplied the funds to c ons truct its portion of the building. How-· 

ever,  TVA officials say that the C linton agreement in s e ve:ral respec t s  

i s  not to  be regarded a s  a precedent, and that current TVA policy 

iB not to inc lude any portion of the principal retirement in the 

rental charge. If some such arrangement could be made whereby the 

city gradual ly pays for a portion of the building and thereby ac­

quires permanent pos ses sion, temporary o c cupancy - a major objec-

tion to  the financing of the building entire ly by the ele c tric sys tem -· 

would be e liminated; but here again TVA officials obj e c t  on the grounds 

that this would be a use of the electric sys tem ' s  credit for general 

municipal purpo se s . 

De£re ciation charge s inc luded in rentals  

The item of depreciation deserve s c areful attention. The annual 

depreciation charge is bused on an e s timate of the expe cted service  

life of a building . Normal ly this would not exceed 2 per cent for 

15 

a high�type brick building. The base for calculating depre ciation 

is original cost  of construction . Such charges would be included 

in the rental cal�ulation until the depreciated value is reduced 

to " s alvage value, " when they would cease and pres umably the rental 

would be reduced accordingly. This has not yet o ccurred in any 

ins tance  be cause a l l  buildings are re latively new. Of course ,  the 

higher the annual depreciation charge the sooner s alvage value will 

be reached. However, TVA officials c annot see  any benefits by way 

of earlier rental reductions on this ac count because it would be 

expe cted that the e le ctric sys tem would be using all s pace by that 

time . 

This que s tion may be raise d : If the city pays its pro rata 

share of interes t  on indebtedne s s  and de preciation charge s, as  part 

of its rental payment s ,  should it acquire an ownership equity in 

the building and therefore be entit led to  indefinite retention of 

its pro rata share of the building space? This que s tion is bes t  

illus trated by an example. Assuming that a city rents  5 0  per cent 

of the total space value in a building that cost  $200, 000 , which is 

depre ciated at the rate of 2 per cent per year ,  in 50 ye ars the 

e l ec tric system will have collec ted from the city, a s  part of the 

rent , one -half of the total interes t  and $ 100,000 as the city's 50 

per cent share of de pre ciation charges (over- looking s alvage value 

for the moment , to  simplify the example ) .  
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The TVA positior, on this point is that such rent'-i.l arrangements 

should  be regarde d  in the same light as though the space were be ing 

rented to a private company., TVA officials say that. interest and 

de preciation charges are customarily included when any owner calcu­

lates his costs for purposes of determining a rental charge, and 

certainly in no case does a tenant acquire part ownership  of a build­

ing on this basis . They further state that the original agreeme11t 

providing that rental shal l  be on a temporary basis precludes the 

city from acquiring an equity in this manner. 

_g_i t1_should acquire permanelJ:!_�ssession 

It seems , however� that there is just ification for distinguishing 

these arrangements from standard practice in the privste business 

world. The fact is that the electric system, out of its re venues , 

bears only one-half of the cost , again referring to the above example , 

and that the general city government pays one-·half.' of the construc­

tion costs on an installment basis. In the private business world 

it is customary that property owners charge rentals amounti�g to more 

than the ir costsJ including interest and depreciation. But in the 

cases under d iscussion , it seems that the principle of &ctual sharing 

of costs should be applied to the benefit of the general city govern­

ment. 

The TVA rebuttal  is that the e lectric system will not have re­

gained its investment for the city's part until the building ls no 

longer usefuly assuming that the service life has been correctly 
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est imated, but it is conceded that some t imes the depreciat ion sche­

dule is based on a period of t ime shorter than the actual service 

l ife of a building and that this results in a depreciation rate 

that is too high . In almost &ny city one may observe old build ings , 

far more than 50 years old.9 st i l l  producing substantial rental in­

comes ,  and assessed for taxes on a basis of estimated market value 

( albe it usua l ly a fraction ) instead of depreciated book values . 

Another possible re joinder is that there should  be no objection to 

the city hav ing a permanent equity in its port ion, if the building 

is actual ly to be of no value! 

I.f TVA objection to temporary use of the e lectric system's cre­

dit  could be overcome , a middle ground on the depreciation question 

would be to eliminate depreciat ion charges but provide that the city 

would pay its share of principal re tirement, with an understanding 

that it will thereby acquire permanent possession of its par� of 

the building. Assuming a 26�year bond issue as contrasted with a 

50-.. year depreciation schedule , the e lectric system would recover 

the cost of constructing the rente d  portion in 20 instead of 50 

years . . This would involve stepping up the annual rent that the city 

paysJ but the amount should  not be too consequential . 

Wa iver of tax equivalents on buildin� 

Another variable is whe ther tax equival ents on the building wil l  

be waived. To compare two cities,  no tax equivalents are paid on 

the building in �ewisburg but they are paid in C l inton. TVA officials 
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s ay that either method may be used , but they prefer payment of tax 

equiva lents on the building to the city government in the regul�r 

manner , and a calculat ion of the renta l  charge on a strict cos t  

bas is. The two examples already cited with res pect tu the Lewis-

burg building indicate a pos s ible advantage of the waiver bas is:1 from 

the city's viewpoint. 

11Book ·value " a s  bas is of tax equivalents 

It should be noted that "book value11 is used for calculat ing 

tax equivalent payments , and that this value w i l l  decrease f�om year 

to year as depreciation accrues. Replacements and capit�l additions 

add to the book value and may in s ome cases pos t pone the t ime when 

11sa lvage value 11 will  be reached, but eventually - the t ime depend-

ing on the annual rate of depreciation and offsetting repl3cements 

and capital add itions - this  level w ill be reached , and t;ax equiva-

lent payments will decline accordingly. TVA officials say that s al-

vage value in the average case is little more than no value. There-· 

fore it may be expected that this s ource of municipal revenue, which 
' 

would partially offset rental expensesJ would eventually be negligible. 

It may be observed that this pract ice of us ing the book value 

as the taxable value is not comparable with the as ses sment of other 

property on a bas i s  of market value. Property a ssessments are usually 

far below actual market value, and TVA book values in the early years 

would probably without exception exceed as ses sments that a tax assessor 

would make. At some time , however, book value is  l ikely to drop below 

a comparative assessment figure. The d ifference in this respect 

would  vary according to the level of local property as ses sments . 

Although TVA officials say that replacements of poles , l ines and 

other electrical equipment will normally  maintain electric plant 

book values at 60 to 65 per cent of original cost, this seems to 

be les s  l ikely in the case of a build ing . 

A poss ible solution t o  this problem of declining book value 

may be found in the type of power contract amendment negotiated 

by Jackson,  Tennessee, with TVA in 1942 . That amendment estab-

lished as the minimum annual tax equivalent the amount payable 

based on book value as of June 30� 1942 . It was requested by 

the city of Jackson to prevent the decline of tax equivalents on 
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account of the wartime scarcity of electrical equipment, which cur-

tailed replacements and improvements in the electric system and 

thereby caused an abnormal reduction in book values. TVA reports 
.. 

that s imilar amendments have been nego·�Jated with Chattanooga , D ick-

sonj Murfreesboro, and Seviervi l le, Tennessee ,  and with five cities 

in Alabama. It is sugges ted by TVA1s Director of Power Utilization 

that any such arrangement should result in the average book value 

of the bui ld ing during its expected service life being the s ame as 

the average under the present method. 

The main principle would seem to be that the building be valued 

each year on . the s ame bas i s  as used for s imilar private property , in 

order that it will bear its fair share of the tax burden. We find 
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expre s s ion of such a policy in the Municipal Elec tric Plant A c t  of 

1935� under which some Tenne s s ee citie s are operating their e le c ­

tric sys tems and which authorizes ''payments t o  the municipality in 

lieu of ad val orem taxes . . .  not to exceed the amount of taxe s pay­

able on private ly owned property o.f simil ar natureo "  ( Williams 

Tennessee  C ode, sec . 3708 .17 ) .  In the long run this would seem to 

be the best  policy . 

Crowding of city department s? 

A dis t inct disadvantage may be undesirable crowding of the 

general city government into space valued at not more than 50 

per cent of the total value, the maximum that the e l e c tric sys tem 

may rent when it finances cons truction of the ent ire building . 

Such space may be who l ly inadequate for all  other departments-' 6f 
the c ity, ne cess itating crowding into poorly planned space or 

separate buildings for some departments. The building should be 

functionally planned for the pre sent and future needs  of all city 

departments, inc luding the ele ctric sys tem, without arbitrary re-

s tric tions . 

Rent indefinitely or own? 

Another pos sible disadvantage to the city government is the 

payment of rent indefinitely,  as suming that the temporary o ccupancy 

feature is removed . It may be more expens ive to rent the space than 

it would be to own its city hal l. However, if the rental is fixed 

at actual c os t s ,  with periodic and time ly adjus tments to keep pace 
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with change s ,  and the city by ownership could not reduce these 

costs,  then rent ing would seem to  be equally ac ceptable - provid-

ing permanent pos s e s sion is assure d . 

TVA contract negotiations 

TVA has fo llowed a s tandard form contract in negotiat ing con­

tracts  with c it ie s ,  but frequent ly has varied the provisions of 

the s tandard form contract to mee t  the de s ires of particular citie s . 

S ince circumstance s  wil l  vary in different citie s ,  TVA has not in­

sisted on rigid appl ication of the s tandard form contract , but has 

negotiated the contrac ts with individual c itie s ,  trying to meet the 

desires of municipal officials  so long as the intere s t s  of the e le c ­

tric consumer are protected . Municipal offic ial s  would d o  we l l  to 

keep this in mind and to  bring out in such negotiat ions'ihe condi-

t ions in the ir respe ctive cities and the contract terms that they 

d e s ire . 

Although a joint building was not involve d ,  what happened in 

one c ity may be cited to  illus trate this negotiating proce ss . The 

c ity was about to rent a building to the electric sys tem . At a 

Counc il mee ting a repre sentat ive of the electric sys tem board recom­

mended a monthly rental of $750 and an initial expenditure not to  

exceed $2500 to  improve the building, a TVA repre sentative countered 

with a proposal of $250 per month , and the amount finally agreed 

upon was $600. Both s ides  apparent ly re c ognized that it was a matter 
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of negotiating and expected to reach a figure somewhere between the 

two initial extreme s. Two points in this cas e  should catch the at­

tention of the city official: ( 1 )  that a proposal by TVA or the 

e lectric system should  not be regarded as the " last word." c:tnd (2) 

that a cooperative local e lectric board can be very helpful. Of 

cours e  there i s  nothing unusual about·such negotiations -· they oc­

cur daily in nearly every field of bus ines s  activity. 

The foregoing discuss ion should indicate that decid ing whether 

Plan 1 i s  the best financing plan and as suring protection of' the 

city's intere sts continuous ly is  a fairly complex undertaking3 re-· 

quiring careful analys i s  and study. Municipal officinls should 

uti l ize  a l l  avai lable information and technical a s s istance that 

will  be helpful for this purpose. 

PLAN 2 - ELECTRIC SYSTEM AND CITY SHARE COSTS 

Permanent pos s e s s ion of re lative share of space 

Some cities have constructed joint buildings with money pro­

v ided in part by the general city government and in part by the 

e lectric system. The re lative contributions have varied, and TVA 

leaves this decis ion to local determination. Under the TVA pol icy 

of e lectric system participation in financing , thi s  i s  the only means 

of assuring permanent use of s pace . For exampleJ if the general 

city government pays for 50 per cent of the construction cost, it 

w i l l  be entitled to indefinite posses sion of s pace valued at 50 per 

cent of the total. 
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Cities us ing this plan 

Harriman furnished the land for the building s iteJ valued at 

$40,000J and has an equity equal to the proportion of thi s  amount 

to the total cost of the build ing and s ite value. Pulaski is  plan­

ning to finance a building by i s su ing equa l  amounts of general ob­

l igation and e lectric revenue bonds .  The city of Tullahoma will  con­

tribute about $16, 000 in general fund monies  toward paying for its 

new bui l d ing e stimated to cost $200,000 ; it w i l l  occupy the 8% that 

it i s  financing and will  rent an add itional 46% from the e lectric 

system, making a total of 54% of the building ( by value) that the 

city w i l l  use . 

Agreements subject to approval by TVA 

The agreements on build-1..ngs financed by funds from both source s 

are substantially the same as those in effect where the financing 

has been entire":lf by the e lectric system, except that the temporary 

occupancy provis ion is not included or is modified. An exception 

appears to be Harriman, which contributed about 13 per cent of the 

total cost of the build ing and s ite , but has an agreement providing 

that " should the board in its sole j udgment determine that any or a l l  

of the rental s pace is  required for e lectric system purpose s ,  said 

s pace will  be re l inquished to the e lectric system on reasonable no­

tice. · .. ffiµ�7 if the total value of the s pace occupied by the city 

should be reduced by reason of the board's increase d  s pace needs  to 

a proportion of the total s pace value less  than the proportion of 
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its equity to the total cost of the build ing and site , board shall 

make appropriate rental payments to city " "  In other words.9 the 

e lectric system could take all  the space by paying rent o n  that 

part represent ing the city ' s  equity " Under the general TVA policies 

d iscussed above , it would appear that Harriman would be justified in 

seeking revision of its agreement with the Power Board so as to 

e l iminate the Board ' s  opt ion to d ispossess the city government of 

its space . 

Temporary rent ing of extra sr�ce, 

TVA officials further state that excess space constructed with 

e lectric revenues may be rented in cases of joint financing , subject 

to the provision of temporary occupancy . For example , if construe-

t ion and site costs are shared 50- 50, the e lectric system may rent 

up to one-half of its 50 per cent of the building , which would permit 

the general city government to occupy space value d  at 7 5  per cent of 

the total . This might e l iminate an undesirable feature that some-

t imes accompanies financing entire ly by electric revenue bonds, name ly 1 

that the general city government must crowd into space valued a t  

not over 5 0  per cent o f  the total o r  f ind space e lsewhere . HoweverJ 

the extra rented space would be subject to withdrawal by the e lectric 

system at any time . 

When a city shares in the financing it pays rent only on space 

occupied in excess of what it paid for1 plus payment for services 

25 

and utilities that may be provided by the e l ectric system . I f  it 

occupies space valued at 50 per cent of the total and cont ributes 

50 per cent of the original construct ion cost ) no rent is paid , but 

agreement would be necessary as to sharing maintenance and operating 

expenses , One means of d ividing expenses of utility services would 

be installation of separate meters . 

Another problem is that of sharing the expenses of an aud itorium, 

parking spbce , service yard , or other space used in common � 

The Harriman agreement provides for an a llocat ion of such expenses 

"on the basis of a d iv ision thereof propo:r>tionate to the d iv ision 

between  the e lectric system and the city of the non-common-used 

space in the build ing , plus one-half o f  the total c o s t  incurred in 

provid ing the aud itorium , nine ty per cent ft'o e lectric syste�7 and 

ten per cent fto citx7', respectively,  of the total cost incu�red in 

providing the service yard and a proport ionate al location of the cost 

of providing a site based upon the relationship of the sum of the 
\ 

I 
i 

other a llocat ions to the total cost of the build ing . " Precision in 
I 

sharing such expenses is probably impossible , and the best  that can 

be attaine d is an approximation that seems reasonable to the parties 

concerne d , 

The main advantage of this plan is that the city will be entitled 

to permanent possession of the space thnt it f inances .  I f  the city 

can secure the necessary funds to pay for constructing all  building 
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agreement would be necessary as to sharing maintenance and operating 
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space in the build ing , plus one-half o f  the total c o s t  incurred in 

provid ing the aud itorium , nine ty per cent ft'o e lectric syste�7 and 
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\ 

I 
i 

other a llocat ions to the total cost of the build ing . " Precision in 
I 

sharing such expenses is probably impossible , and the best  that can 

be attaine d is an approximation that seems reasonable to the parties 

concerne d , 

The main advantage of this plan is that the city will be entitled 

to permanent possession of the space thnt it f inances .  I f  the city 

can secure the necessary funds to pay for constructing all  building 
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s pace that it will. need , this plan seems to be better than plan 1 .  

PLAN 3 - CITY PAYS ALL 

The prefe rred plan? 

A c ity may i s s ue general obl igation bonds to finance the new 

build ing and may rent space to the e le ctric sys tem . 4 If such bonds 

can be i s s ued under  charter l imitat ions and w i th publ i c  approval, 

this may be the mos t  des irable financ ing plan ,  from the v iewpoint 

of the c ity offic ial . Add i t ional se curity may be given to the 

bond s by pledging rentals from the e le c tric  system� as was done in 

Sweetwate r  and LaFollette.  

The c i ty has complete  assuran ce of permanent occupancy. The 

expense of rent i s  avoided as we l l  as  complex rental c al cula t ions. 

Funct ional planning to mee t  s p a c e  needs of de partme n t s  i s  pos s ib l e  

w ithout restr i c t ions to any l imited portion of the building. I f  

general obl igation bonds will  command a lower intere st  rate than elec -

t ric revenue bonds ,  which is  l ikely in cities w ith good credi t  

stand ings J there will  be some savings in  interest cos ts . 

Minimum review by TVA 

When the c ity alone finances the b uilding , an amendment to the 

1'VA power contract i s  not require d J  nor is  approval of t he rentnl 

agreement by TV A  ne cessary . OnlY an unders tanding with the local 

elec tric system board , if one exists,  is required. However,  TVA 

offic ials say that an e le ctric system board usually c lears such 

matters w i th them before entering into a final agreement. 

4 
Swee twater,  LaFolle tte , Springfie ld , and W inche s ter  used this 

me thod . 
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Conce ivably an agreement be tween a city counci l  and local 

e le ctric sys tem board could provide for exce s s ive ly high rental 

payments by the latter into the c ity ' s  general fund . TVA officials  

say that this would be prevented J  by suit if ne ce s s ary as  was  done 

in the Lenoir C ity cas e ,  under the provis ion in the s tandard power 

contract which prohibits d ivers ion of e lectric  revenue s. 

TVA off i c ials say that they offer no obj e c t ions to a provis ion 

that s pace rented to an e le ctric system shall be vacated on reason-

able not ice , nor w i l l  they spec ify any proportion of the build ing 

that must be al located to the electric  system.  They prefer a rental 

contract of five to ten years in durat ionJ but they approved the 25-

year contract in LaFo l le tte . It  is l ikely that they will  approve a 

local de termination on th is p o i nt . I n  fact ,  except to prevent im-

proper d ivers ion of e le ctric revenue s J  TVA w i l l  leave s uch rental 

agreements almos t entirely to local determination , which would seem 

to be an advantage of this me thod of financing. 

D isadvantage s of this plan 

The . ·c ity will  be dependent on rental payments from the e le ctric 

sys tem to pay a large share of the debt serv ice  requirements and ex-

pense s  of maintaining the build ing . I f  the e lectric sys tem · should 

decide to move to other quarters the 1 it genera c y government would 

be deprived of this rental income " Thi s  woul d  particu larly be a 

hazard in those c ities  with separate e le ctric boards. LaFollette 

protecte d  i t s e lf for at leas t the 25�year term of the building bonds 
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by  a 25-year lease  agreement with the e lectric  syste�.  However� 

thi s  might o ccur at any t ime after a lease agreement expi:::'e s .� un­

less  new leases  are promptly executed as old  ones are about to 

terininate . If this possibility  is cons idered l ike ly ." P J. ar. 2 j  which 

would call  for the e le c tric system to  pay for construc t ing its  

s pace , would seem to  be  the mos t  preferable of the three plans . 

However, in this c onne c tion the next s e c t ion should be c ons idered . 

Another pos s ible disadvantage is that a c it y  might use its  

borrowing power that is  needed for other purpose s ,  such as s tree t  

improvements . If  the building i s  financed by electric  �ever..ue 

bond s ,  the c ity ' s  borrowing power by gene ral obl ig�t ion bonds , under 

normal c ircums tance s ,  would not be affected . 

Qity ' s  control over arrangements  

Some c ities  may have the authority to pre scribe such hous ing 

arrangements and could conce ivably require the e le ct�ic system to 

occupy space in the j oint building on a renta l  basis . This would 

probably not be poss ible in those c ities  where the e lectric  system 

boards have autonomous s tatus under  legis lat ive uc t s � w ithout the 

pas sage of new legis lation . 

However,  in those c ities  where the local  e le ctric system board 

has been created by ordinance , control by the counc i l  would seem 

to fol low from these facts : The e lectric  sys tem is !_!!�.!}iC1-I?..al]..Y.:-· 

ow�.£, the t i t le there to is  the same as the t i t le to the c ity hal 1 5• 
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the electric  sys tem board is an agency created by the counc i l ,  com­

parable to any other c ity de partment �  and has only those powers and 

duties granted by ord inance , and changes not incons istent with con­

tractual obligat ions ( such as to bondho lders ) may be made by ordinance .  

Of course ,  this should be no prob lem in those c i t ie s  where the 

council  acts  also  as the e le ctric board . 

Brief note oh LaFol le tte and Swee twater 

LaFol lette has  an agreeme nt with its  local  e l ectric  system board � 

approved by TVA , under  which the annual rental of $21 , 000 by the e le c ­

tric system is more than sufficient to  pay a l l  intere s t  and principal 

requirements on the general obligat ion bonds . The period of thi s  

agreement is the s ame a s  the period for re tirement of the bonds ( 25 

years ) .  The c ity in this period w i l l  collect  a s  rent $525_. 000 and 
will  pay out $ 365 , 000 for princ ipal and intere st . H igh property taxe s 

( county rate is $5. 41 and c ity rate is $ 2 . 65 )  a s  c o s t  items J?3.rt ially 

explain this high rent a l ,  ac cording to TVA personne l .  Another factor 

i s  that the e le ctric sys tem is supposed  to  rent s pace valued at about 

9 5  per cent of the building ' s  total  value . Actual floor space alloca� 

t ion is as fol lows : c ity offices ,  14%; electric  system office s y  23% ; 

e le c tric sys tem warehouse and l oading platform9 44% ( e lectric  system 

total ,  67% ) ; common-use s pace ( lobby, corridors , toilet s �  aud itorium ,  

he ating plant ) ,  19% .  I t  may be noted tha t ,  a lthough the e lectric  

sys tem occupies 67% of the total  space , 44% is in the warehouse and 

loading platform, for which the c onstruct ion costs  per unit of area 
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were less  than for the remainder o f  the building . 

De tailed rental calculations for the Sweetwater and LaFollette  

build ings are not  available in  the re cords of the se c i � ie s or of 

'IVA . ( A  d "  ppen ix 7s a le t ter  from the City  Rec order of  Swee twater�  

contains some information . )  The rentals  were arrived a t  apparently 

by nego t iations , which inc luded s ome considera t ion o f  cost  f&ctors 

invo lve d . The fina l figure s agreed upon appe ar t o  have been com-

promise agreements rathe r than the results  of s pe c ific  C8lculat ions . 

CONCLUSION 

Author ' s  preference s  among plans 
·--�-------·---

Taking the v1" ewpo 1" nt of the · · 1 f mun1c 1pa. o ficial  respons ible for 

the genera l city  government , we indicate our preferences among the 

three fi nanc ing plans . r r  the c ity does not have charter l imitat ions 

on general debt and is not faced with other l imit ing force s ,  we con-

s ider thnt payment of the e nt ire cost  of construction by the c ity is 

the best plan ( Plan 3 ) .  Second choice is  Plan 2 ,  unde r  which the 

city share s construct ion c o s t s  with the e le c tric syst-em • d i th .-m s , us 

assured of permanent occupancy of at least  part of the jo int build-

ing . Howeve r J  if  under Plan 3 there exists  a pos s ibility  that · the 

e lectric sys tem would move from the build ing , depriving the city  

o f  the rental income 9 Plan 2 would appe ar t o  be the first cho ice . 

Plan l J  where the c ity is  a lessee  acquiring no equity in the 

build ing and w ithout assurance of other than temporary occup�ncy , 

should be sdopted only after c areful cons idera tion of other pos s ible 
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methods of f inanc ing a joint buil d ing . - Further s tudy should be 

g iven to whe ther the c ity is ent i t le d  to permanent oc cupancy,  on 

the basis  of paying its  pro rata share of construct ion costs  in the 

form of intere s t  and depre c iat ion ( or principn l ) charges included 

in its re ntal payment s . Both Plans 1 and 2 require TVA Rpproval of 

any changes in space a l l ocation) cost  factors , rent al rate s ,  or al -

mos t  any other detail , and therefore are more cumbersome and inter-

fere more with �ocal autonomy than P lan 3. 

TVA preference s among plans 

The TVA D irector of Power Utilization s tates  the following pre-· 

ferences : " I t  i s  our fee l ing that under the usual c ircums tances and 

unle s s  subs tant ial e conomies can be shown in the use of a j oint 

building ) that the mos t des irable arrangement is for the e le c tric 

sys tem to provide itself  with separate quarters . Where this is  not 

the mos t e conomical plan we would prefer th�t the e le ctric system 

and the munic ipal government jointly plan the type of build ing and 

space requirements needed for each a c t iv ity and contribute to the 

cost  and partic ipate in the ownership of the building in proportion 

to these  requirements . If this i s  not feas ib�e the plan under which 

a j oint build ing would be financed and owned by the municipal govern-

ment would be our next cho ice . Finally ,  if  none of the above arrange-

ments are prac tical , i t  may be that s ome munic ipal i t ie s  w i l l  find it  

advantageous to rent s pace in  the e le c tric sys tem buildings on  a tern-

porary basis . "  



3 0  

were less  than for the remainder o f  the building . 

De tailed rental calculations for the Sweetwater and LaFollette  

build ings are not  available in  the re cords of the se c i � ie s or of 

'IVA . ( A  d "  ppen ix 7s a le t ter  from the City  Rec order of  Swee twater�  

contains some information . )  The rentals  were arrived a t  apparently 

by nego t iations , which inc luded s ome considera t ion o f  cost  f&ctors 

invo lve d . The fina l figure s agreed upon appe ar t o  have been com-

promise agreements rathe r than the results  of s pe c ific  C8lculat ions . 

CONCLUSION 

Author ' s  preference s  among plans 
·--�-------·---

Taking the v1" ewpo 1" nt of the · · 1 f mun1c 1pa. o ficial  respons ible for 

the genera l city  government , we indicate our preferences among the 

three fi nanc ing plans . r r  the c ity does not have charter l imitat ions 

on general debt and is not faced with other l imit ing force s ,  we con-

s ider thnt payment of the e nt ire cost  of construction by the c ity is 

the best plan ( Plan 3 ) .  Second choice is  Plan 2 ,  unde r  which the 

city share s construct ion c o s t s  with the e le c tric syst-em • d i th .-m s , us 

assured of permanent occupancy of at least  part of the jo int build-

ing . Howeve r J  if  under Plan 3 there exists  a pos s ibility  that · the 

e lectric sys tem would move from the build ing , depriving the city  

o f  the rental income 9 Plan 2 would appe ar t o  be the first cho ice . 

Plan l J  where the c ity is  a lessee  acquiring no equity in the 

build ing and w ithout assurance of other than temporary occup�ncy , 

should be sdopted only after c areful cons idera tion of other pos s ible 

31  

methods of f inanc ing a joint buil d ing . - Further s tudy should be 

g iven to whe ther the c ity is ent i t le d  to permanent oc cupancy,  on 

the basis  of paying its  pro rata share of construct ion costs  in the 

form of intere s t  and depre c iat ion ( or principn l ) charges included 

in its re ntal payment s . Both Plans 1 and 2 require TVA Rpproval of 

any changes in space a l l ocation) cost  factors , rent al rate s ,  or al -

mos t  any other detail , and therefore are more cumbersome and inter-

fere more with �ocal autonomy than P lan 3. 

TVA preference s among plans 

The TVA D irector of Power Utilization s tates  the following pre-· 

ferences : " I t  i s  our fee l ing that under the usual c ircums tances and 

unle s s  subs tant ial e conomies can be shown in the use of a j oint 

building ) that the mos t des irable arrangement is for the e le c tric 

sys tem to provide itself  with separate quarters . Where this is  not 

the mos t e conomical plan we would prefer th�t the e le ctric system 

and the munic ipal government jointly plan the type of build ing and 

space requirements needed for each a c t iv ity and contribute to the 

cost  and partic ipate in the ownership of the building in proportion 

to these  requirements . If this i s  not feas ib�e the plan under which 

a j oint build ing would be financed and owned by the municipal govern-

ment would be our next cho ice . Finally ,  if  none of the above arrange-

ments are prac tical , i t  may be that s ome munic ipal i t ie s  w i l l  find it  

advantageous to rent s pace in  the e le c tric sys tem buildings on  a tern-

porary basis . "  



32 

A P PENDIX 1 

S UMMARY OF ,JOINT-·USE BUILDING ARRANGEMEN T'S 

( Prepared by 'IVA D iv i s i o n  o f  Powe r Ut i l j_ z a t- i on. ) 

Mos t  of the muni c ipJ.l 'TVA power d i s t --..'·ibut o :!:"' S in the V a l .l .ey in.ve s t  
i n  or rent fac i l i t ie s s o le ly for e le c t ri c  purpo s e s . I n  Borne few 
c a s e s  the c ity government has i nv e s  t.:e d  i n  ff.l c i l i  t ie s  wh i c h  �E·e r e n t e d  

on a cost  b a s i s  t o  t h e  e le c t r i c  department , I n  other c .:rn e f;  �he 

muni c ipa l governme�ts and t. he e l e c t r i c  de partme n t s  have shared the 

inve s tme n t  in the s e  fa c i l i t i e s  in pro por t ion to the i r  ne e d s . 

The re are a few muni c ip a l  d i s t :.c>i b ut o:i:·s of 'TVA power who b.;:..ve c o n-· 

structed modern fa c i l i t i e s  f o �  the i r  pre s e nt and future use and 
permitted the temporary o c c upancy o f  the surplus s p� c e  u nd e r  a 
rental agreement which s t ipulate s rental a.mo unt s s uf.!:' i c i e n t  to 
cover intere s t 9 depre c i at ion , operat ion and maintenan ce , and the 

tax equivalent taken by the c ity government . In each of the s e  

c a se s a n  amendment t o  the s tandard power c ont r� c t w i t h  TVA has 
b e e n  e x e c u t e d  t o  perm i t  th i s  u s e  of  e le c tri c s y s t e m  fund s .  

Examples  o f  arrangements for moder� fac i l i t i e s  o c c u p i e d  joint ly 
by e le ctric departme nts and other a c t i v i t i e s  o f  t he c ity go ve rn-­
ment are summr.rized b e l ow �  

A build ing w a s  con s t ructed with e l e c t r i c  syst. em funds which cost  
about $240, 000 ( includ ing land ) .  After a c ons i d e r a t i o n  o f  the u s e  

to be made of the building 3  35 percent of the value of the space 
was allocated to the c ity and the remainder to the elect�ic  de­
partment . A n  annual rental charge equal to  12 . 6  pe r ce nt o f  35 
percent of the c o s t  of the bui ldi ng t o  cover inte re s t , Jep�e c i a t i o n ,  

opera ti on and maintenance , and a tax equivalent ( $ 3 o 4 :1 )  i s  pa id 
t o  the e le c tric  department . E ach party provides it s own l ight ,  gas ,  
and water fac i l ities  and performs rout i ne operat ion and ma inte ­

nance o n  i t s  port ion o f  the b u i l d i ng .  

�t'he c i ty oc cupies 4 8  percent of' a. modern buil d i ng c o n s t ru c t e d  l'y 
the e lectric  departmect  and c o s t ing $ 160 .9 000 , :Uu::>ing the t ime 
this surplus s pace i s  not needed by the e le c tr i c  departme n t  +.:he c ity 
has ngree d  to pay annually in addition to the ir proport ionate share 
of ut i l ity services  an amount equal t o  ahout 15 perc e rt  o f  t h e i r  
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port ion of the cost of the building .  By a spe c i al agreement the pay­
ment for tax equiva le nt authorized to the c i ty ( $5 . 16 per hundred ) 
on the va lue of thi s  building i s  waived during the r e n t a l  period and 
the re sult ing d ifference is paid to the e l e c t � i c  department by the 
c ity in rent . 

Harriman,  Ten ne s s ee o 

The c ity c ontributed a l o t valued at $40 , 000 and the e l e c t r i c  depart­
ment cons tructed a $200, 000 build ing o At the pre sent t ime t h e  space 
is shared equally by the e le ctric department and other department s 
o f  the c i ty . The c ity pays rent a l  of $ 1 , 600 per ye ar p l u s  1 5  percent 
of the va lue of the space i t  o c c u p i e s  over and above the ir equity 
o f  $40 , 000 whi ch i s  c a l c u l a t e d  t o  c o v e r  inte re s t , depre c lation J the 
tax equivalent ( $6 . 67 ) ,  and operation and maintenance costs . The 
e le c tric department furnishes all  service s for the b u i l d ing o 

Murfreesboro , Tenne s see . 

The c ity purchased a build ing outgrown by the Middle T e nne s s e e  E le c ­
tric  Membership Corporation and rents this property to the e lec tric 
department . 

Loudon,  Tenne s see o 

A building is be ing constructed for the Loudon Board of Publ i c  Ut ili­
ties  in which 45  percent of  the s pace will  be temporarily rented to 
the c ity for certain activities  other than those of the e le ctric de­
partment . The total cost  o f  the building which i s  e s t imated to be 
$150, 000 is to be financed by the e le ctric sys tem and rental ' equal  
to 12  percent of  the value of the space allocated to the c ity func­
t ions w i l l  be pa id to the e le ctric department during the rental period 0 

LaFollett e ,  Ten�esse� .  

The c ity financed the cons truct ion o f  a building �  &bout 95  percent 
of which is be ing used by the e le ctric department under a rental 
agreement to  cover cost to the c i ty of providing this space o 

Swe e twater,  Tenne s see . 

The c ity constructed a build ing costing about $ 140, 000, 60 percent 
of which is occupied by the e le ctric department under a rental agre e ­
ment which provides payment t o  cover the c ity ' s  c o s t  of  providing 
this s pace . 

.., 
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A P PENDIX 1 

S UMMARY OF ,JOINT-·USE BUILDING ARRANGEMEN T'S 

( Prepared by 'IVA D iv i s i o n  o f  Powe r Ut i l j_ z a t- i on. ) 

Mos t  of the muni c ipJ.l 'TVA power d i s t --..'·ibut o :!:"' S in the V a l .l .ey in.ve s t  
i n  or rent fac i l i t ie s s o le ly for e le c t ri c  purpo s e s . I n  Borne few 
c a s e s  the c ity government has i nv e s  t.:e d  i n  ff.l c i l i  t ie s  wh i c h  �E·e r e n t e d  

on a cost  b a s i s  t o  t h e  e le c t r i c  department , I n  other c .:rn e f;  �he 

muni c ipa l governme�ts and t. he e l e c t r i c  de partme n t s  have shared the 

inve s tme n t  in the s e  fa c i l i t i e s  in pro por t ion to the i r  ne e d s . 

The re are a few muni c ip a l  d i s t :.c>i b ut o:i:·s of 'TVA power who b.;:..ve c o n-· 

structed modern fa c i l i t i e s  f o �  the i r  pre s e nt and future use and 
permitted the temporary o c c upancy o f  the surplus s p� c e  u nd e r  a 
rental agreement which s t ipulate s rental a.mo unt s s uf.!:' i c i e n t  to 
cover intere s t 9 depre c i at ion , operat ion and maintenan ce , and the 

tax equivalent taken by the c ity government . In each of the s e  

c a se s a n  amendment t o  the s tandard power c ont r� c t w i t h  TVA has 
b e e n  e x e c u t e d  t o  perm i t  th i s  u s e  of  e le c tri c s y s t e m  fund s .  
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by e le ctric departme nts and other a c t i v i t i e s  o f  t he c ity go ve rn-­
ment are summr.rized b e l ow �  

A build ing w a s  con s t ructed with e l e c t r i c  syst. em funds which cost  
about $240, 000 ( includ ing land ) .  After a c ons i d e r a t i o n  o f  the u s e  

to be made of the building 3  35 percent of the value of the space 
was allocated to the c ity and the remainder to the elect�ic  de­
partment . A n  annual rental charge equal to  12 . 6  pe r ce nt o f  35 
percent of the c o s t  of the bui ldi ng t o  cover inte re s t , Jep�e c i a t i o n ,  

opera ti on and maintenance , and a tax equivalent ( $ 3 o 4 :1 )  i s  pa id 
t o  the e le c tric  department . E ach party provides it s own l ight ,  gas ,  
and water fac i l ities  and performs rout i ne operat ion and ma inte ­

nance o n  i t s  port ion o f  the b u i l d i ng .  

�t'he c i ty oc cupies 4 8  percent of' a. modern buil d i ng c o n s t ru c t e d  l'y 
the e lectric  departmect  and c o s t ing $ 160 .9 000 , :Uu::>ing the t ime 
this surplus s pace i s  not needed by the e le c tr i c  departme n t  +.:he c ity 
has ngree d  to pay annually in addition to the ir proport ionate share 
of ut i l ity services  an amount equal t o  ahout 15 perc e rt  o f  t h e i r  
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Fayetteville , Tennes s e e . 

The city functions and the e lectric deportment s hare a huild ing con­
structed with $40, 000 of a WPA grant . About 60 percent  or the space 
is occupied by the e lectric de partment. 

Jackson is constructing a separate building with elec�ric sys tem funds 
to be used sole ly for activi t ie s  of the Jackson electric department . 

Nashville , Elizabethton , Gallatin, Rockwood , and Lawrenceburg are other 
examples of municipal e lectric d i s tributors who have f inanced facili­
tie s to be used solely for e lectric department use  

APPENDIX 2 

TENNESSEE VALLEY AUTHORITY 

717 Church S t reet 
Nashville 3 7  Tennessee  

35  

.Tanuary 21 ,  1952 

Mr . A .  H .  Sanders , Manager 
Tullahoma Power System 
Tullahoma , Tennessee  

Dear Mr . Sanders : 

Our power contracts with municipal d istributors of TJA power do 
not permit the e lectric systems to f inance the entire cost of build­
ings which are to be used joint ly with other city operat ions. Under 
certain cond itions , however1  it  may not be pos s ible to finance a joint 
building by the res pective partie s. In orde r  not to impede the pro­
gre s s  of the area unneces sarily or to force the uneconomical and in.­
convenient construction of se parate build ings _. the TVA .Board has in-· 
d icated that in such cases •rvA will  am.end its power contract with any 
municipality to permit carrying out build ing plans which comply sub­
stantially with the conditions set out below. 

1 .  The transaction will not involve any sub s tantial risk to the 
electric consumers, and will be consistent with the bas ic principle 
of us ing electric system funds in such a manner as to re sult in net 
benefits for the electric consumers . 

2 .  The transaction will provide an economical method of pro­
v id ing for the present and future s pace requirements of the e lectric 
system . 

3 .  The transaction will  be an arm ' s  length deal  where the ren­
ta ls charged are fixed at a fair value of th& serv ice s and s pace fur­
nished . Rental charge s will  be reviewed from time to t ime and adjusted 
to ref lect current fair value of the service s and s pdce . In no case 
w i l l  the rent be les s  than the e lectric system ' s  cos t s  of providing 
the s pace , includ ing ma intenance , depreciation , interest�  and t ax 
equivalent payments . 

4 .  The value of the s pace to be rented w i l l  not exceed the value 
of the s pace occupied by the e lectric system, and the e lectric sys­
tem w i l l  have the right to expand into the rented s pace upon reason­
able notice J as such space is needed in its ope rat ion . 

-
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5 .  I f  space i s  rented to other de partments  of the munic ipal ity 
the transaction w i l l  be covered by a n  agreeme nt under which the ren­
t a l  payment may , if ne c e s s ary, be deducted from the t2x equivalent 
which the e lectric  system pays to the munic ipality under the powe r 
contra c t .  To permi t  this , the value of s pace prov ided for other de­
partments  of the munic ipality should not be so gre a t  that the total  
annual amount of the rent t o  be  charged to them ( based on the f a ir 
value of the services  and space furnished ) would excee d  the current 
product of the municipal tax rate and the present  value o f  that por­
t ion o f  the e le c tric dis tribution sys tem located within the municipal 
l imit s .  

This new proposal for broadening the power contrs : t  as des cribed 
here in w i l l  be employed only when other :t'in&nclng p1o.ns prove im-.. 
pra c t i c a l . I t  may be more pra c t i c a l  to finance the entire construc­
t ion of your proposed office and c ity f 2 c i l i t ie s  with e l e c tric  funds . 
In order to make the nec e s s ary changes in the power co�tr�ct 3  you 
should ::iub1Eit for our review <1 s tatement concerning the finc:i.ncing 
plans J with � des cription of the t rRns a c t ion as it re late 8 t o  i tems 
1 through 5 above . On the de termination of' the f a c t  that thes e  plans 
comply subs tantially with the requirement s outl ined by the 'J:VA Board , 
we shall  prepare the ne cessary contra c t  amendment . 

Yours very truly, 

TENNESSEE VALLEY AU'I'HORITY 

/s/ J a c k  W .  Eakin 
District  M�nager 

Mr o G .  O o  We ssenauer 
Manager of Power 
Tenne s see Valley Authorit y  
Chattanooga , Tenne ssee 

Dear S ir :  
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A P PENDIX 3 

The growth of the e le ctric system operated by the Harriman Ut i l i ty 
Board and the inadequacy of the buildings used by the Bo�rd and 
by the governing board and other agencies  of Harriman ' s  City-Govern­
ment ( here inafter col l e c t ive ly called  " the C ity"  L make s apparent 
a need for more adequate quarters for the Board's e l e ctric system 
and the C i ty ' s  purposes. We fee l  that the space requirements  o f  
both can be mos t  e conomically provided by the construction o� a 
munic ipal building to house both the e le c tric system and the C ity . 
We , therefore , propose to cons truc t: such a build ing to be located 
on the northwe s t  corner of the pub l ic square in the center o f  the 
busine s s  dis trict  of Harriman). which will be jointly financed and 
used in a ccordance with the plan he re inafter set  forth. 

The building i s  being de s igned to provide ample space f o r  the C ity ' s  
operations and for the office s ,  garage s ,  s torage and shop faci l ities  
ne ces sary for effic ient operat ion of  the Board ' s  ele ctric sys tem . 
The building will  also include an auditorium capable of seat ing 500 
persons which will  be of approximately equal use and value to the 
C ity and to the e l e ctric sys tem . The space in the service yard 
which will be adjacent to the building will  be al loc�ted approxi­
mately 90 percent to the e le ctric system and 10  pe rcent to the C ity . 
The e s t imated cost of the new building is approxim�te ly $200, 000 
for building construction plus $40, 000 for the s ite . It is pro­
posed that the total cost wil:  be financed jointly by the City and 
the Board o The C ity does not have sufficient cash to pay for the 
cons truc t ion co::;t of a l l  the s p2ce to be used by it , but wil). fur­
nish the s ite .9 value d  <:it $40, 000 ? as sume an equity in the entire 
property equal to the proportion which $402 000 bears to the total  
a c t u a l  cost of the build ing and 3 ite , and pay a fair re�t  determined 
as here inafter provided for the va lue of the space a llocated to the 
C ity in exce s s  of $40, 000 and for services  furnished �Y the e le c tric 
sys tem. The Board will furnish the remaining financ ing requirements 
and assume an equity in the total property equal to the proport ion which 
i t s  investment bears to the total actual coR t of the build ing site . 
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The C i ty 1 s  equity in the building and the site  on which i t  i s  lo­
c ated w i l l  be excluded from e le ctric pl�nt for al l purposes  under 
Power Contract  dated July 25�  1939 , as amended ,  between the Tenne s­
see Valley Authority nnd the C ity of  Harriman , includ ing without 
l imitat ion, the de termination of the C i ty 1 s  inves tment in the elec­
t ric system and the tax equiv3lent p�ynble from elect�ic  system funds 
to the City 1 s  other funds . 

S pace in the proposed build ing will  be allocated in ac cordance with 
the needs  o f  the C ity and the Bourd ' s  e l e ctric system . I t  is  e s t i­
mated  that the value of the space al J.ocnted t o  each w i l l  be approxi­
mately equal . However, the final value of the space al J.ocated t o  each 
w i l l  be determined as fol lows : The building will  be d ivided into 
t hree categories - ( a )  space and faci l i t ie s  required exc l�slvely for 
e l e c tric syatern operat ions ? ( b ) s pace and fac i l ities  required ex­
c lus ive ly for the City ' s  operat ions , and ( c ) com.man-use space and 
.fac i l i t ie s  ( exclus ive o� auditorium and service yard ) . The v�lue o f  
the s pace allocable t o  the e le ctric sys tem and the C ity,  respe c t ive ly,  
will be the total  cost incurred in pro vid ing the space and fac i l ities  
in categorie s ( a )  and ( b ) J re spe c tively , plus the portion of the total  
cost  incurred in provid ing the space and faci l ities  in category ( c ) 
a llocable to e ach , re spe c t ively , on the bas i s  of  a d ivis ion thereof 
proport ionate to the d ivis iun between the e le c tric  syJ tem and the C ity 
of the Eon- comnon- ·use s pace in the building , plus one- half of the 
tota l cost  incurred in providing the audi torium 9 90% and 10%-" r•e spec - · 
t ivelyy  of the total  cost  incurred in providing the service yard , and 
a proportionate allocation of the cost  of providing the site  based 
upon the re lationship of the sum of the o ther a llocations to the total  
coat  of the  build ing . 

The Board w i l l  perform a l l  operat ion ond maintenance of the building , 
and furnish heat J l ight J water,  ond janitorial service . The C ity will  
pay the e lectric system from C ity ' s  general fund s a n  annual rental 
for the space used and the �ervice furnished equal to $ 1 , 600 plus 15 
pe rcent of the exce s s  over $40, 000 of  the value of the apace a llocated 
t o  the C ity determined as  prov ided above . I n  the event , and to the 
extent , that C ity fai l s  to pay said rental the tax equivalent o ther­
wise payable from electric system funds to Clty 1 s  generr..l funds will  
be  reduced accordingly , The C ity will  continue to rent the space 
allocated to it for the l ife o� the building , but should the Board 
in its  s o le j udgment determine that any or all  o r  the rental space 
i s  required for electric sys tem purpose s �  ·s uch . space will  be re­
l:tnquistre-d to  tne e leci'°.ric  syster.: on rer.i.scnable notice :r;.nq the 
re:ntal wii:i "  be ?..d·jus ted  accordtr.:.gly . I� the t-0:t8.l vnlue ·of the 
s pace oc·cn-p·ietl .. by--C7:!:ty ·should be redum:::· ·d ·by rea:SY'n of Boc:.:::·d 1·s in-· 
creased space needs  to  a propo�tio� of the total spnce value les s  than the · 
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proport ion of its  equity t o  the total cost  of the build ing and s i te , 
Board shall make appropriate rental payments t o  C i t y ,  Rental pay­
ment s will  be made monthly on the basis  of one - twe lfth ( l/12 )  of  
the annual renta l . 

The annual re ntal hereunder will  be subject  to period ic  rev iew at 
the reque s t  of the Board J City or the Tenne ssee  Valley Authority 
for the purpose of determining the current fair value of the 
space and services covere d  by the rental and the adjustment s re­
quired by the results  of such review will  be made J subje c t  to the 
approva l of the Tennessee  Valley Authority . 

The governing board of the C ity of Harriman and the Harriman Util ity 
Board are in complete agreement regarding the mat ters outl ined above . 

Please advise us whe ther our proposal  a ffords a basis  upon which you 
would be will ing to pre sent to the Board of D ire ctors of TVA an amend­
ment to our Power Contrac t  with TVA which w i l l  perm.it 3  to the extent 
required by the above proposal 3 use of e lectric  sys tem funds in fi­
nancing the proposed building . 

Yours very truly , 

CITY O.F HARRIMAN 
By Harriman Ut i lity Board 

By 

C ITY OF HARRIMAN 

By 
-----·--------··--�-- -----· 

Mayor 
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.fac i l i t ie s  ( exclus ive o� auditorium and service yard ) . The v�lue o f  
the s pace allocable t o  the e le ctric sys tem and the C ity,  respe c t ive ly,  
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would be will ing to pre sent to the Board of D ire ctors of TVA an amend­
ment to our Power Contrac t  with TVA which w i l l  perm.it 3  to the extent 
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APPENDIX 4 

TENNESSEE VALLEY AUTHORI�Y 
Chattanooga , Tennes see 

Mr . C .  A .  Pickens ,  Chairman 
Board of Public  Ut i l ities 
Lewisburg , Tenne ssee  

Mr . L .  H .  S immons ,  Mayor 
Town of Lewi sburg 
Lewisburg , Tenne s see 

Gentleme n :  

This letter wi l l  serve to  confirm the understand ing re ached among the 
govern ing body of the Town of Lewi sburg ( here inafter c<J.lled " C ity" ) ,  
the Board o f  Publ i c  Ut ilities  of Lewisburg ( he re inafter> called "Board " ) ,  
and the Tenne ssee  Valley Authority ( here inafter called "TVA " ) with 
refere nce to  the cons truct ion and maintenance of  & build ing to be 
jointly used by C ity  nnd Bonrd " 

I t  i s  understood and agreed that Board will  construct ,  own � maintain , 
and provide janitorial service for a building which will  be used 
j ointly by C ity and Board as here inafter provide d .  Upon c omplet ion 
of said building approximately 48 percent of the space in s a id build­
ing w i l l  be made available to  C ity for its  purposes  as indicated on 
the attached sketch,  and the remainder of the space will  be allocated 
to  Board for e le ctric system purpose s . In cons ideration  .Lor the s pace 
and services  furnished to C ity by Board 9 C ity shall waive payme nt s 
in l ieu  of taxe s on said build ing from e le ctric sys tem funds into 
C ity ' s  other fund s ,  and shal l  pny a monthly rental to Board in  the 
amount of $ 17 5 ;  provided,  however,  that s aid monthly rental i s  based 
upon a cost of cons truct ion ( including site ) e s t i�ated to  be $ 1 00, 000 
and shall be adjus ted upwards or downwards in the same proport ion that 
the actual cost  of cons t ruct ion exceed s ,  or is l e s s  than,  re spe c t ively,  
said e s t imated cost  of construction . In add it ion, C ity shal l  pay 48 
percent of the monthly cost of wa ter and ele ctric service to  s a id 
build ing computed on the appli cable re tail  rates  for such serv i ce , 
and w i l l  pay the cost of telephone service to C ity ' s  o f fices  and 
quarters in said building . Board shall pay the remainder of s a id 
cost  o f  water and e l e ctric service nnd shal l  pay the cost  of tele­
phone service to its  offices �nd quarters in  said  building . 

Mr . C .  A .  P ickens 
Mr . L .  H .  S immons 
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In the event that the s pace rented to the C ity a s  outlined above is 
required for e le ctric system operat ions 1 C ity agre e s  t o  re l inquish 
such space to  the e le ctric sys tem upon reasonable notice  and the 
renta l  w i l l  be adjusted accord ingly . Meanwhile upon the reque s t  o f  
any o f  the parties hereto ., a t  any t ime after June 30 �  1953 J the 
part ies w i l l  re-examine the space requirements  of e ach of the oc cu­
pants of the building in the l ight of any change in conditions 3 to  
e s tablish any new rental agreements  on the basis  of the values of 
the space and services to be furnished " It is  unde rstood that in  no 
case  w i l l  the rent to be paid for the space and services  furnished 
to the C ity ' s  other operations be less  than the e le ctric system ' s  cost  
of providing s uch space and services  inc luding w ithout l imitation 
operat ing expense s ,  maintenance , depre c iation,  intere s t ,  and taxe s 
or tax equivalent s ,  if any . In the event the rental payments as pro­
vided above should ever become del inquent�  the part ies  agree th�t 
the amount owed to the e le ctric system will  be deducted from any tax 
equivalent payments to be made by the electric  system to City 1 s  general 
funds . 

In the event the above correctly  s tates the understand ing re ached among 
the part ie s ,  kindly indicate your approval and ac ceptance in the space s 
provided below and re turn four copies for our submis s ion to the TVA 
Board . After approval by the TVA Board , we shal l  cons ider this letter 
as supplementing the power contract  between TVA and the Town of Lewis­
burg to  the extent nece ssary to permit the pledge and use  of e le c tric 
system funds for the purpose of f inanc ing the construction ot a build­
ing to  be used for e le ctric system and other munic ipal purpose s  in  the 
manner des cribed here i n .  

Very truly yours , 

TENNESSEE VALLEY AUTHORITY 

G .  O .  Wes senauer 
Manager of Power 

A c ce pted and agreed  to  as of the date 
first above written : 

BOARD OF PUBLIC UTILITIES OF LEWISBURG 

Chairman 

Ac cepted and agreed to as of the date 
first above writte n :  
TOWN OF LEWISBURG 

Mavor 

Division 
of 
l aw 
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APPENDIX 5 

THIS CONTRACT , made and entered into on this  the se cond day of 
November,  i§42 J by and between the Town of Sweetwaters Tenne ssee , 
act ing by and through its  regularly and duly elected  governing body 
cons ist ing of the Mayor and Board of Commis sioners , here inafter 
called party of the first part , and the Board o f  Public  Utilitie s ,  
o f  the Town of Sweetwater, Tenne s s e e J  &ct ing in its  official  capa c ity 
as such , here inafter .c.alled pa.rty of the se cond part J 

W ITNESSE�'"'H : 

THAT WHEREAS , both the part ies here t o ,  after due consideration, 
and in joint · ·meeting s ,  have :re cog:'lized · that party of  the se cond part , 
s ince its ·  inception and at this  date 9 h&s been required by ne c e s s ity 
to  house · its  office s ,  equipment and operat ing fac il i t ie s  in inadequate 
rented quarters , the lease upon which will expire in 1946 ; and 

WHEREAS , both part ie3 here to re cogni ze the ne c e s s ity o f  more 
adequate and more nearly permanent hous ing fac i l i t ie s  for the office s ,  
equipment and operations of the said Board o f  Public  Utilitie s as 
we l l  as the need for a well located centra l  Munic ipal Build ing which,  
in addition,  will  house the various departments called party o f  the 
first part ; and 

WHEREAS , under and by v irtue of the terms of the written contra c t ,  
eqtered into o n  the twenty-fourth day o f  May 1939 � b y  Gnd between the 
Tenne s see  Valley Authority and the party of the first  part , re lating 
to the acquis it ion of the e le ctric d i s tr ibut ion system,  operated by 
party o f  the se cond part , the parties  hereto were s pe c ifically author­
ized and empowered to create , e s tablish and maintain a certain fund , 
which would insure to the benefit of party o f  the first part , and 
which fund was cnlled " payment in lieu of taxe s " ;  whic.h .fund having 
been thus e s tablished as provide d ,  on the books of party of the second 
part amount s to the sum of seven thousand , five hundred s ixty and 
no/100 dollnrs ( $7 .• 560 . 00)  as of ,June 30,  1942 ; and 

WHEREAS , it is the de s ire and intent ion of the part ies hereto  
that said  fund and such subsequent funds as may accrue by  v irtue of  
this c ontractural provision during the term of this contra c t �  shall  
be  paid , as here inafter provided 1 to  party o f  the first  part and shall  
be set  up  in  a special  building fund segregated and earmarked for 
the purpo se of construct ing a Munic ipal Building as hereinbefore set  
out , and shall not  be used  for any other purpose . 

4 3  

NOW THEREFORE !) i n  consideration o f  the forego ing ne c e s s ities  and 
of the covenants here inafter set  out ) the parties  here to agree as 
follows : 

1 s t . That the party of the second part will pay into the 
t reasury of the Town of Swee twater ,  in monthly payment s ,  in such 
amounts as its  operntions justify , and permit J the sum of seven 
thousand , f ive hundred s ixty nnd no/100 dollars ( $7 , 560 ) )) and such 
addit ional sums as may accrue from t ime to  t ime as  afore said during 
the l ife of this  contract .  

2nd . That �aid funds shall be paid under the provis ions of said 
contract with the Tenne s s ee Valley Authority and sRme shall not be 
deemed and treated as a part of the general fund of  the town ; but 
shall immediate ly upon its rece ipt be earmarked s deemed and treated 
as a special fund , created by v irtue of this contract ,  and shall be 
de s ignated and s e t  as ide for the s pe c ific  purpose of build ing a 
Munic ipal Building to house all  the offices  and departments of both 
the parties hereto . It  is further agreed that s a id fund thus ear­
marked and des ignated shall be adequate ly se cured in the manner 
pre s cribed for the s e curing of publ i c  funds and shall not  be subject 
to  d ivers ion to any other purpose except the purpose for which it  
is  created . 

3rd . That it is further contracted  and agree d  that this c ontract 
in all  its  phase s  shall remain in full force and effe c t  for a period 
of 6 years from the date hereof,  unless  pridr to such a t ime the ac­
cruals in said fund are suffi c ie nt for the purpose of ere cting the 
build ing here in contemplated . Upon the termination of the 6 years , 
or upon the complet ion of the fund a s  above provided , then this con­
tract shall be exe cuted in the following manner .  - The party of the 
first part contracts that it will  at such t ime use such fund s for 
the ere c t ion of the building here in provided for . The parties further 
agree that they will  elect , appoint or c ons titute a building committee 
to  have charge of the planning , locat ion and erection of said build­
ing ; which building committee shall cons i s t  o f  the incumbent commis­
s ioner of the Town of Sweetwater who is  ass igned to the Depnrtment 
of . Water and L ight s ,  one member to be appointed by the Board of Pub­
lic  Utilitie s ,  and one member to be appointed by the Mayor and Board 
of Commiss ioners of the Town of Sweetwater . The plans for said build­
ing shall  be procured by the Board of Public  Utilities ;, which shall 
first approve said plans . After approval  by party of the second part 
and by the committee here in created ,  said plans shall be submitted 
to and approved by a majority of the Mayor and the Boa.1'.'d of Commis­
sioners of the Town of Sweetwater .  It i s  the intent ion of the partie s ,  
in the exe cut ion o f  this contract , to provide for the ere c t ion of a 
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and by the committee here in created ,  said plans shall be submitted 
to and approved by a majority of the Mayor and the Boa.1'.'d of Commis­
sioners of the Town of Sweetwater .  It i s  the intent ion of the partie s ,  
in the exe cut ion o f  this contract , to provide for the ere c t ion of a 
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build ing o f  suffic ient s ize � quality and arrangement t o  adequately 
and conveniently house the offices and departments o� both part ies 
hereto s  and for such other and further public  uses as  mdy be re­
quire d . It i s ,  therefore J contracted and agree d  as part of the 
consideration here in that said building , when constructe d ,  shal l ,  
insofar as pos s ible J mee t  a l l  o f  the se requirement s .  

4 th .  That if  upon the expiration of  the t ime here inbe fore set  
forth it  should be  impos s ib le to fully execute this contrac t  be cause 
of a cont inuation of  the pre sent war, or of the emergencies  created 
the reby, or because of  some federal or s tate law regulating or pro­
hibiting its erection then and in that event said contract and agree� 
ment shall  hot be terminated but shall remain in full force and effect 
unti l  such t ime as it is poss ible to execute same . 

5th . That it is further recognized that said fund and said 
build ing shal l  be long to and shall be the property of party of the 
first part , the Town of Sweetwater, Tenne s s e e �  but that party of the 
se cond part sha ll  have the right to use and o ccupancy of such por­
tions thereof as is necessary for , and is designed for, its  use and 
benefit , upon terms to be agree d  upon mutually between the parties 
at that t ime . 

6th . That this contrac t  is  executed by the Mayor and the Re corder 
of the Town of Swee tw2.ter on behalf  of party of first part and by the 
Chairman of the Board of Public Utilities  and the Manager of the Board 
of Public  Ut ilit ie s  on behalf of party of the se cond part ; �id officials 
having been de s ignated for tha1; purpose by the respe c t ive partie s . 

IN W ITNESS WHEREOF , the part ies here to have executed this contrac t  
I N  DUPLICATE o n  the d a y  and ye ar first  above written . 

Town of  Sweetwater 

Atte s t : /s/ J . G .  E ngleman By_�l�-· -�il_patrl:ck. ____ _ 

J .  G .  Engleman, Recorder M .  P .  Kilpatrick, Mayor 

Party of the first part 

Board of Public  Utilities  

Atte s t : �L S .  J ,  Randall  By __ �/ tTOe H 0 Wrlgl_l!_ ___ _ __ _ 

s ,  J .  Randa l l ,  Manager Joe H .  Wright J Chairman 

Party of the second part 
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APPENDIX 6 

LEASE AGREEMENT 

IN CONSIDERATION OF the mutual  covenant here inafter set  out THE 
TOWN OF SWEETWATER ,  TENNESSEE , a munic ipal corporation .9 having its 
s itus in Monroe County,  Tenne s see , hereinafter referred to  as party 
of the first part , hereby contracts  and agree s  with THE BOARD OF PUB-· 
LIC UTILITIES OF THE TOWN OF SWEETWATER J  TENNESSEE .9 hereinafter re-· 
ferred to as party of the seeond part , as follows : 

WITNESSETH : 

1 s t . That party of the first part hereby leases  and demises  to 
party of the se cond part certain portions , to  be hereinafter describe d ,  
of the building t o  b e  hereafter cons tructed �  and that portion o f  the 
ad j oining premise s .9 hereinafter des cribe d ,  on that certain tract of 
land more s pe c ifically described as fo l l ows : lying and be ing in the 
first c ivil  district  of Monroe C ounty , Tenne ssee , and in the Town of 
Swee twater,  Tennessee , bounded on the south by Monroe Stre e t � on the 
we s t  by H igh Street , on the north by Wright S tre e t �  and on the east  
by  Oak S treet .  

2nd . That the parties further agree that the building to be 
cons tructed upon said premises  shall be known as the Munic ipal Build­
ing or other appropriate des ignation,  and shall be conBtructed spe cifi­
cally for the purpose of providing office s ,  hous ing and fac ilitie s  
for party of the se cond part , together with facilities for the other 
departments of the munic ipality, the Town of Sweetwater .  The port ion 
of said building here in leased and demised shall be specifically and 
e s pe cially set  apart for the s ole use of party of the sec6nd part and 
shal l  const itute a suffic ient portion of said build ing to adequately 
house ,  maintain and ac commodate the offices and all  the various ac­
t ivities  and facilities of party of the s econd part . Party of the 
s e cond part shall also have the right to use such o f  the lot or adjoin­
ing property of the Town of Swee twater as may be necessary to and 
pert inent in its  bus ine s s ; the plans and s pe c ifications for said 
grounds and buildings having been referred to  and approved by a joint 
committee representing both parties hereto . 

3rd . Party of the first part covenants that the part of  the 
se cond part may have lawful , pe aceable and uninterrupted poss e s s ion 
of said premise s J  and that party of the fir�t part will  maintain and 
keep said premises  in good and habitable condit ion . Pnrty of  the sec -· 
ond part agree s  that it will  oc cupy said premises for lawful purposes  
only and for the purpos e  of carrying on  its  busine s s  as the Board of 
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Public  Uti l itie s ,  or any a c t ivity that may come within the purview 
of such bus ine s s  or dutie s and that it will � at its  own expense ,  make 
s uch changes or  alterations as  it may des ire or  need t o  make in the 
interior o f  the premises  herein leased to it ; and that it will  at 
the expiration of this lease surrender said premises to the l awful 
owner in as good condition as when re ce ived , the usual wear and tear 
excepted " 

4 th o Pnrty of the second part agrees  that it will  pay party of 
the first part as  rentals  upon s aid premises  the s um of three hundred 
and no/100 dollars  ( $ 300 0 00 )  per month , payable at the office of the 
party of the first par t J  upon the first day of each month . 

5th r I t  is further agreed that this lease ag�eement shall re­
main in full force and e ffe c t  for a period of twenty ( 20 )  years from 
and after the first day oI' February , 1947 0 

This  lease agreement having been approved by the duly cons tituted 
and elected  officials  of  both parties hereto  same is  exe cuted IN DUPLI­
CATE as of the first day of February , 1947 , by the Mayor of the Town 
of Swe e twater and atteste d  by the Re corder of the Town of Sweetwater ,  
on behalf o f  party o f  the first part � and the Chairman o f  the Board 
of Public  Ut ilities of the Town of Sweetw�ter and the Manager of the 
Board of Publ ic Utilities  of the Town of Sweetwater ,  on behal f  of the 
party of the se cond purt ; said res pe ctive offi c ials having been duly 
authorized so to d o .  

IN WITNESS WHEREOF the part ie s hereto have exe cuted this lease 
agreement as of the day and year first above written . 

Attest : L_� J ', G: o E ng_l_e_m_a_n __ _ 

J o  G o  Engleman , Re corder 

SEAL 

Town of Sweetwater,  Tenne s see 

By_j_s/ S am J ,, Picke l _ 

S am J o  Picke l ,  Mayor 

Party of the First Part 

Board of Pub l ic Ut ilitie s  of the Town 
of Swee twater,  Tenne ssee  

Atte s t :&_ S ,  J ,  Randall __ · ----· By_L�L Joe H�-�£.1:.gh!�---------
S .  J o  Randall J Manager Joe H o  Wright , Chairman 

Party of the S e cond Part 

Mr . V ictor C ,  Hobday 
Knoxvi l le , Tenne ssee 

Dear Mr . Hobday : 

APPENDIX 7 

October 30�  1952 

There are few details  concerning the e s�abl ishing of the amount of 
rent the Board of Pub lic  Utilitie s  mus t  pay the C i t y o  

Payments in  l ieu  of  taxes were s tarted when the C ity went into the 
e le ctric busine s s  under the wing of TVA o The se payments were placed 
in a building fund and a llowed to a c cumulate unt il  the building was 
in the b lueprint s t age . 

I t  was then de c ided that the building and lot would cost  approximately 
$ 140 , 000 o OO and that a bond is sue of $ 100, 000 o OO was nece s s ary o The se 
bonds require d  a certain amount annually for debt service o The in 
lieu of tax payments were e stablished ; hence it was easy to arrive 
at the ye arly rent neces s ary , which was $ 3600 . 

A l l  colle ctions were placed in a Build ing Fund and a l l  debt service 
for the Bui lding Bonds are paid out of this Fund o 

It is  working perfe ct ly-- the C ity owns the building y pays no rent , 
and furnishe s he a t ,  wate r ,  l ights and j anitor service � which costs  
the General  Fund about $250 0 00 per month o 

Very truly yours � 

bl. J o  G . Eng le man _____ --------

J o  G .  Engleman, Re corder 
C ity of Swee twater 

c 0 p y 
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APPENDIX 8 

Excerpt s from 

TVA STANDARD FORM POWER. CONTR.ACT 

and accompanying 

SCHEDULE OF TERMS AND CONDITIONS 

6 .  D.!Epos i t_!.sm of R_���nue s � .Municipality agrees to  dispose  of 
its gros s  re venue s from e lec tric operations in the foll owing manner :  

( a ) Revenue s shall first be used for the payment of a l l  
current operat ing expenses J inc luding salarie s ,  wage s ,  cost  of 
materials  and supplies , power at who lesale J  and insurance . 

( b )  From the remaining revenues Munic ipal ity shall next cur­
rently prov ide for the payment at maturity of intere s t  accrued on all  
System Indebtedne s s  J and :�or amo:rt ization charge s  and/or s inking fund 
payment s thereo n .  

( c ) The r e a f t e r ,  from the remaining revenue s Munic ipality 
shall currently set up reasonable re serve s for replacement s ,  new con­
s truct ion , and cont ingencie s ,  and to provide a reasonable amount of 
cash working capital . 

( d )  From the remn ining revenues Municipality may thereafter 
pay into its General Fund 3 return on its  inves tment in the e le ctric 
system� if any ,  as provided in the F inanc ial and Account ing Pol icy 
in the S chedule of Terms and Condi 1:.: ions attached hereto  .. 

( e )  From the remaining revenue s Municipality may there after 
pay into its General Fund a tax equivalent as provided in the F inan­
c ia l  and Account ing Pol icy in the S chedule of Terms und Cond itions 
attache d  here to , 

( f ) All remnining revenue s shall be considered s urplus 
revenues and shall serve a s  a basis  for the reduct ion or e l iminat ion 
o f  surcharges to consumers , and thereafter for the reduct ion of rate s ;  
provide d ,  however,  that Munic ipality may, subject  to the c ons ent of 
Authority,  devote part or all of such surplus revenue s to the purchase 
or re t irement of Sys tem Indebtedne s s  prior to maturity . S urplus reve­
nues shall  be computed as of June 30  of each ye ar . 

* 
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1 0 .  Purpose of C ontract :  It is hereby re cognized and decl ared 
that , pursuant to the obligations imposed by the Tenne ssee  Valley 
Authority Act of 1933 as amended J  Municipa l ity ' s  operation of a munici­
pal e le ctric d i s tribution sys tem and Authority ' s  wholesale  service 
there to are undertaken primarily for the benefit of ratep&yers and 
that Municipality shal l  re ce ive from the operation thereof for the 
benefit of its General Fund ., to be used for any permissible  municipal 
purpose , only ( a )  a re turn on any inve stment made from general funds 
in the e le c tric  system9 and ( b )  an amount in l ieu  o.f taxe s J  repre sent­
ing a fair share of the cost of government properly to be borne by 
such sys tem . In  accordance with these principle s �  which are mutual l y  
re cognized as of the e s sence of this agreement 9 Munic ipality agree s  
to  operate i t s  e le ctric system and to  maintain its  f inanc ial accounts 
and affairs in full and s trict accordance with the provis ions of this 
Power Contract . 

-¥.· * ·� 

1 0 .  F inancial and Account ing Pol icy . Munic ipal ity ngrees  to 
be bound by the following statement of financ ial and accounting pol icy : 

( a )  Municipa lity ' s  Investment . For purposes hereof,  it 
is s t ipulated and agreed that Municipa lity ' s  initial inves tment ( i . e .  
as  of the date of initial de l ivery ) in the ele ctric sys tem is  $ 

Thi s  init ial  inves tment shal l  be increased  on1y as herein 
spe c if ically provided and by the payment of moneys from the funds of 
Munic ipality ( other than the e le ctric fund ) for the payment of debt 
incurred by or on account of the electric sys tem or otherwise for the 
bene fit of the e lec tric system . 

( b )  Ma�1mum Return " Ad justments in Municip3. l ity 1 s  inve s t ­
ment i n  the e le ctric sys tem shall b e  made as ne cessary from time to 
t ime and in any case at the end of each fiscal  year . Municipality 
shall receive a re turn on this inves tment each month not to exceed 
one-half ( 1/2 ) of one ( 1 )  per cent per month , computed on the basis  
of the investment as of the last  day of the month next preceding .  
In  the event revenue s of the e le ctric sys tem s uffic ient for the pay­
ment of such return are not availabl e ,  an amount equal to the portion 
of the computed re turn not paid sha l l  be added to Municipal ity ' s  in­
vestment at the end of each fiscal  yea r .  

( c )  Payments  i n  Lieu of Taxe s . Munic ipality r.1ay take from 
the e le ctric de partment revenues or funds for the general funds of 
Municipality an amount in l ieu of taxes ( re present ing a fair share 
of the cost  o f  government prope rly to be borne by its  electric  dis tri­
bution system )  to  be determined subject  to the terms and cond itions 
here inafter s ta ted . 
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( 1 ) T o  the extent surplus reve nue s are a v a i l a b l e  a f t e r  the 

s a t i s fa c t i on o f  a l l  i tems s e t  forth in s u b s e c t ions ( n )  th�ough ( d ) 
of s e c t i o n  6 o f  the Power C o n t ra c t . Mun i c ipa l ity r.�ay t ::i.ke from the 

e le c t r i c  d e pa rtme n t  revenues or �und s for the gene �a l fund s of Mun i c i ­

p & l i t y  an amount c a l c u l a t e d  b y  apply ing the pre v a i l ing mun i c ipal pro ­

perty t ax rate to the va lue o f  the property u s e d  i n  e l e c t r i c  ope r a t ions 

w i t h i n  the mun i c ipal l imi t s . 

( 2 )  To the e x t e nt surplus revenues are a v a i l a b l e  a f t e r  the 

s a t i s f a c t i on of a l l  items s e t  forth in s ub s e c t ions ( a )  through ( d ) 
of s e c t i u n  6 o f  the Power Contr a c t , Mun i c i p a l i t y  may t 2ke from the 

e le c t r i c  d e partment reve nue s or funds fo� the g e ne r a l  funds of Muni c i ­

pa l ity an amount c � l c u la t e d  by applying the pre va i l ing c o unty nnd s ta t e  

tax r a te s t o  the v a l ue o f  the e l e c t� i c  s y s te� ; pI'o v i d e d : h ow e ve r ,  t h a t  

i f  Mun i c ip a l i ty sha l l ,  d i re c t ly ur indire c t l y ,  a � d  v o l u n t a r i l y  or other­

w i s e , rr:ake B.r:.y payment o:r payme n t s  o ut of e l e c t r i c  s y s t.em re v e r:iues or 

funds to the s t a t e  and/o r  any po l i t i c a l  s uh d i v i s ion thereo "!:"' o ther than 

�un i c ip a l i t y  i n  s a t i s fa c t i o n  of a c l a im or o b l ig a t i o n  for t ax e s  or 

payme n t s  i n  l ieu of t a xe s ,  or i n  con� ide�a t i o n  of or as compe n s a t ion 

for franch i s e s  o r  operat ing righ t s � then and in s uc h  event J and whe ther 

o r  not s u c h  payme nt o r  payme n t B  be me a s ured by t ax e s  or t&x v a l ue s a t  

any t ime l e v i e d  o r  a s s e s s e d  .• the c ounty and/or s t a t e  tax equiv a l e n t s 

t o  wh i ch Mun i c ipa l i t y  would otherw i s e  be ent i t l e d  und e r  t h i s  s u b s e c ­

t ion ( 2 )  s h a l l  b e  re d u c e d  b y  the amount o f  s u ch p8..yment o r  payme n t s ; 

and prov i d e d  further J> t h a t  no s u c h  payme n t  s h a l l  ope rr.1. t e  t.o reduce 
the t ax e q u i v a l e n t s  to which Mun i c ip3 l it y  is e n t i t le d  u nd e r  s u b s e c t i o n  

( 1 ) immed i a t e ly pre c e d ing . I t  i s  und e r s t o o d  a n d  agre e d ,  howe v e r , that 

Mun i c ipa l i ty s h a l l  no t ,  in re s pe c t  o f  a�y y e a r �  v o l ur1tar i l y  make or 

agree to make any paynent or payme n t s  o.f t.he k i::d referred t o  in t h i s  

s u b s e c t io n  when s u c h  payme nt or paymen t s 9 e i ther s e parably or i n  con� 

j u n c t ion w i t h  a l l  o th e r  s �n i l ar paymen t s  i n  re s pe c t  o f  that yeur, v o l un­

t ary o r  o therw i s e ,  would exceed the amount d e :ri v e d  by ::.lpplying the 

pre v a i l ing county and s t ate tax rate s to the v a lue of the e l e c t r i c  

s y s tem .. 

( 3 )  For the purpo s e s  o f  ( 1 )  c:i.nd ( ::::� ) above the vo.lue of the 

e l e c t r i c  sys tem or any part thereof s h a l i  be the book c o s t  of the 

tang i b l e  p lont a t t r i b u t a b l e  to the sys tem or to s uch part there o f  1 

l e s s  the propor t i o n  o f  the depre c l o. t i o n  re s e rve prope rly a l l o c a h le 

there t o  a s  o f  the d a t e  o f  d e t ermination . The s a i d  v a l ue s ha l l  be 

d e t e rmined as of the beg inning o� e ach taxab l e  yea� . 

( 4 )  Mun i c ipal i t y  ag1�es t h a t  i t  w i l l  not impo � e  any tax or 

other charge not expre s s ly pro v i d e d  for in t h i s  c o n t r a c t  upon the 

property or ope r a t i o n s  of i t s  e l e c t r i c  sys tem y or upon the s a l e ,  
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purch a s e , u s e  o r  c o n s uMpt ion o f  e le c t r i c  e n e rgy s uppl ied thereby . 

In the event Muni c ipa l i ty shou l d  impose s u ch n tnx or charge the 

tax e q u i v a l e n t  wh i c h  Mun i c ipality w o u l d  otherw i s e  b e  permi t t e d  t o  

take und e r  t h i s  s e c t i on s h a l l  b e  r e d u c e d  e a c h  year b y  t h e  aggre gate 

amount of the tax or ch�rge s o  impos e d ; pro v i d e d , howe ver 3 that no 

such re d u c t i o n  in tnx e q u i v a l e n t  payment s sh:J.11 in any way pre j u d i c e  

the r ights of A u t h0 r i t y  to en�orce , by wha t e v e r  means a v a i l ab l e  t o  

i t ,  s a id agreement and aLy o ther prov is i o n  o r  pro v i s ions o f  t h i s  

c o n t r a c t  w h i c h  1u&y b e  v i o l a t e d  b y  the impo s i t io n  o f  s u i d  t a x  or charge . 

( d ) Payn:ent by E l e c t r i c  Departme n t  for Se rv l c e s . The e l e c ­

t r i c  d e partment sha l l  pay the s alarie s and wnges of t h o s e  persons who 

d e v o t e  the i r  fu l l  t ime to the ope ra t i o n  of the e l e c t r i c  s y s t em. , and 

an e q u i t a b l e  por t ion of the s & larie s and wage s  of tho s e  pe rsons d e ­

v o t ing part t ime t o  the ope rat ivn o f  the e le c t r i c  s y s t e m .  

( e ) W i thdraw a l s  a�d Re inves tme n t s  b y  Mun ic ipal i t y .  I f  a t  
any t ime Mun i c ipa l i ty s h o u l d  w l thd raw from the �und s of the e l e c t ri c  

d e pa rtment f o r  Mun i c ipal i t y ' s  general fun d s  amount s  i n  exce s s  o f  the 

a l l ow a b l e  re t urn on inve s tment and the t ax e q u i v a l e n t , Mun i c ipa l i ty ' s  

inves tment s h a l l  be r e d u c e d  i n  the amount o f  s u ch e x c e s s  w i thdrawa l s . 

W i thdrawa l s  of Mun i c i pa l i ty ' s  i n ve s tment sha l J  be mad e  only a t  s u ch 

t ime s and i n  s u c h  amoun t s  a s  w i l l  not i n t e rfere w i th the e f f i c ient 

ope r a t ions o f  the e l e c t r i c  system� i n c l ud i ng re q u i reme n t s  for expan-· 

s i o n .  I n  no event sho. 1 1  the e x c e s s  w i thdrawn. l s  b y  Mur d c ipa l i ty e.x-· 

c e e d  the amount of Mun i c i pa l i t y ' s  inves tme nt in the e le c t r i c  s y s t em . 

I f  n t  any t ime Mun i c i p a l i t y  should f a i l  t o  w i thdraw the f u l l  amount 

due on a c c o unt of i t s  inve s tme n t �  that part or who l e  of the r e t urn 

wh i c h  is not w i thdrawn s ha l l  be added to Mun i c ipa l i t y ' s  inve s tment 

to the e x t e n t  s uoh amount l s  ne eded by and u s e d  i n  the opera t i on of 

the e le c t r i c  s y s t e m .  In the e v e n t  funds of the e le c t r i c  s y s tem s uf­

f i c i e nt for the payme nt o f  s a id t a x  e q u i v a l e n t s  are not ava ilab l e , 

the por t i o n  of the C Offiputed amount not pa id sha l l  be a c crued i n  a 
s e parate non- intere s t - be a r ing a c c o unt and s h a l l  be paid t o  the general 

fund s a t  s u ch t ime a s  the fund s of the e l e c t � i c  d e pnrtme nt w i l l  permi t .  

In no c a s e  sha l l  s u c h  a c crued tax e q u i v a l e n t s  be n d d e d  to Mun i c ipa l ity ' s  

inves tme n t  or i n  any way s ub j e c te d  t o  the payment of u return or intere s t . 

( f) 
Mun i c i pa l i ty 

s h e e t  and a n  
i t s  e l e c t r i c  

Authori ty t:-i. t, 

�· 

Pub l i c a t ion o f  S t � t eme nt of Mun i c i pa l i t y ' s  Inve s tme n t . 

s h a l l  pub l i sh a t  the - c l o s e  of e a ch f i s c 3 l  year a b a l ance 

income and expense s t a te1::ent c o ve r ing the opera t i o n  of 

s y s tem . C o p ie s thereof s ha l l  prompt l y  be forwarded to 

its office a t  W i l s o n  Dam, A l abama . 

>.-
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APPENDIX 9 

AMENDMENT TO AMENDED POWER CONTRACT 
Between 

TENNESSEE VALLEY AUTHORITY 
And 

THE CJ.TY OF JACKSON 3 TEN:t\lESSEE 

THIS AMENDMENT J made and e ntered into as of �rune 6 ,  194 4 ,  by and 
be™=en TENNESSEE VALLEY AUTHORITY ( herein called  "Authority " ) ,  !'!. cor­
poration created and exist ing under and by v irtue of the Tenne ssee  
Val ley Authority Act of 1933 as  amended,  and THE C ITY OF JACKSON ( here ­
in cal led "Munic ipality " ) _9 a municipa l  corporat ion duly created>'  
organized ,  and existing under  and by virtue of the laws of the S tate 
of Tenne s see , 

W I T N E S S E T H : 

WHEREAS , the part ie s hereto have heretofore entered into a con-· 
tract  dated as of June 6 ,  1944 ( herein called the "Amended Power 
C ontract " ) ,  under the terms of which Municipa l ity agree d  to purchase 
from Authority and Authority agreed to s upply Munic ipality ' s  entire 
requirements of e le ctric power and energy, s ubject  to the terms and 
cond i t ions therein out l ine d ;  and 

WHEREAS , Munic ipal ity norma l ly would be able t o  make 3.ddit ions 
to its munic ipal e le ctric plant which would be re flected by the tax 
equivalent payments c omputed in accord ance with s e c t ion l O ( d )  of the 
Terms and C onditions attached to and made a part of the Amended Power 
Contract ; and 

WHEREAS , Munic ipal ity has been and will  be unable to make such 
additions to its  e l e c tric plant be cause of the shortage of critical 
materials but intends to do  so  as soon as the ne ces sary material s  
be come available ; and 

WHEREAS , the parties  des ire to amer.d the Amende d  Power C ontract 
in the respe cts  neces sary to provide a me thod of c omputing tax equiva­
lent payments which w i l l  be equitable under  the c ircumstance s ; and 

WHEREAS , a l l  acts y things , and condit ions nece s s ary unde r  l aw 
and Munic ipal ity ' s  charter to  make this agreement the v a l id 3nd bind­
ing ob l igations of the part ies hereto have been duly done , performed ,  
and complied with ; 

NOW , THEREFORE , for and in consideration of the mutual covenar.ts  
herein conta ined and subject  to a l l  of the provis ions o�  the Tenne s-
see Valley Authority Act  o f  1933 as amend e d �  the part ies here t o  mutually 
covenant and agree as follows : 

1 .  S e c t ion 10(  d ) (  3 )  of the 'I'erms and C ond it ions at tc..ched to and 
made a part of the Amended Power Contract  is he:reby amended t o  read 
as follows : 

In determining the amount to which Munic i p�l ity is e n � itled 
in l ieu  of taxes under  subsections ( 1 ) ond ( 2 )  ubove , the tax 
rate sha l l  be appl ied to the value of the property ment ioned 
there in as determined in paragraph ( a )  above plus net additions , 
le s s  the depre ciation reserve as shown by the books � t  the be­
ginning of e a ch current taxable year.  For purpos e s  of com­
put ing such amount , reasonable quantities  of materials and 
supplies ,  and a reasonab le amount of cash working capital re­
ferred to in s aid paragraph ( a ) shall  be cons idered to have a 
total value of not more tha�!. $7 4 ,  ��08 . 

Unt il  such t ime as the amount determined in accordance with the 
first paragraph of this subsection exceeds $25 . 000 Municipa l ity 
may take a tax equivalent payment of $25� 000 in l ieu  of the 
amount determined in the s a id first paragraph o The s�id 
$25, 000 is arrived a t  by apply ing in accordance with sub s e c ­
t ions ( 1 )  and ( 2 )  above the prevailing t a x  rates to the de ­
pre ciated value of the property ment ioned in s q id subsections 
as shown on the books as of June 30,  194 2 1  and to the s um of 
$74 , 2 08 referred to in the said first paragraph of this sub­
s e c t ion.  It  is unders tood and agreed that if any o f  the tax 
rates are reduc e d ,  the tax equivale�t payment of $25 � 000 shall 
be reduced to the amount which would result from the applica-· 
t ion of the reduced rate or rate s in a c cordance with s ubsec­
t ions ( 1) and ( 2 )  above to the value of. i:he e le c tric: plant 
shown on the books as of June 3 0 ,  1942 . It  is  .rurther under­
s tood and agreed that in the event Munic ipal ity s e l l s  or other­
wise d isposes of any port ion or portions of its e le ctric plant 
the said tax equivalent payment o f  $25 . 000 sha l l  be reduced 
to  the amount which would re sult from applying the p�e-
vailing tax rates in accordance with suid sub s e c tions ( 1 ) 
and ( 2 )  to the value of Munic ipal ity ' s  e le c tric plnnt remain­
ing in service depre c iated to June 30 ,  1942 . 

2 .  This ame�dment shall be e ffe c t ive as  of July 1 ,  1944 , a�d 
shall continue for the term of the Amended Power Contract . 
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APPENDIX 9 

AMENDMENT TO AMENDED POWER CONTRACT 
Between 

TENNESSEE VALLEY AUTHORITY 
And 

THE CJ.TY OF JACKSON 3 TEN:t\lESSEE 

THIS AMENDMENT J made and e ntered into as of �rune 6 ,  194 4 ,  by and 
be™=en TENNESSEE VALLEY AUTHORITY ( herein called  "Authority " ) ,  !'!. cor­
poration created and exist ing under and by v irtue of the Tenne ssee  
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ferred to in s aid paragraph ( a ) shall  be cons idered to have a 
total value of not more tha�!. $7 4 ,  ��08 . 

Unt il  such t ime as the amount determined in accordance with the 
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may take a tax equivalent payment of $25� 000 in l ieu  of the 
amount determined in the s a id first paragraph o The s�id 
$25, 000 is arrived a t  by apply ing in accordance with sub s e c ­
t ions ( 1 )  and ( 2 )  above the prevailing t a x  rates to the de ­
pre ciated value of the property ment ioned in s q id subsections 
as shown on the books as of June 30,  194 2 1  and to the s um of 
$74 , 2 08 referred to in the said first paragraph of this sub­
s e c t ion.  It  is unders tood and agreed that if any o f  the tax 
rates are reduc e d ,  the tax equivale�t payment of $25 � 000 shall 
be reduced to the amount which would result from the applica-· 
t ion of the reduced rate or rate s in a c cordance with s ubsec­
t ions ( 1) and ( 2 )  above to the value of. i:he e le c tric: plant 
shown on the books as of June 3 0 ,  1942 . It  is  .rurther under­
s tood and agreed that in the event Munic ipal ity s e l l s  or other­
wise d isposes of any port ion or portions of its e le ctric plant 
the said tax equivalent payment o f  $25 . 000 sha l l  be reduced 
to  the amount which would re sult from applying the p�e-
vailing tax rates in accordance with suid sub s e c tions ( 1 ) 
and ( 2 )  to the value of Munic ipal ity ' s  e le c tric plnnt remain­
ing in service depre c iated to June 30 ,  1942 . 

2 .  This ame�dment shall be e ffe c t ive as  of July 1 ,  1944 , a�d 
shall continue for the term of the Amended Power Contract . 
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3 .  Except as provided for here in , the Amended Power Contract 
is hereby rat ified and confirmed as the continuing act and contract  
of the partie s . 

IN WITNESS WHEREOF , the parties here to have caused this agree ­
ment t o  b e  executed by the ir duly authorized officers , a s  of the day 
and year first above written .  

A t te s t  : ( SEAL ) 

/s/ Loona LeRoy 
Ass is tant Se cretary 

Atte s t : ( SEAL ) 

/s/ B .  F .  Grave s 
C ity Re corder 

TENNESSEE VALLEY AUTHORITY 

By /s/ Gordon R .  C lapp 
General Manager 

THE C ITY OF JACKSON 

By /s/ P .  H .  Callahan 
Vice Mayor 

" 

C . A . R .  
Legal 
Dept . 

__J • • 

,.,..� 
: ... j 

-

W A II I: " 0 U $ I: 

C L I N T O N  

Muni c ipa l & Ut i l i t i e s  Build ing 
( Ground F loor & Firs t Floor ) 

BIANCULLI , PALM & PURNELL 
Cha t tanooga , Tenne s s e e  

I' � 

. � . .  1 
• 

liil lill Lil rill 

3 T O k A .G I:  

Ii) [ii 

00 00 

ti) 
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