
TENNESSEE VALLEY ASSOCIATED COOPERATIVES, INC.
C r e a t io n  an d  P urpose

The Tennessee Valley Associated Cooperatives, Inc., 
was incorporated January 25, 1934, under the laws of 
the State of Tennessee, for the purpose of receiving and 
administering a grant of funds made by the Federal 
Emergency Relief Administration to the State of Tennes
see. The funds were made available to assist in organ
izing, fostering, and financing a chain of self-help cooper
ative enterprises needed to improve the economic welfare 
of the lower-income families in the Tennessee Valley area; 
to assist in the development of cooperative enterprises in 
the Tennessee Valley area through educational services 
to individuals and associations concerning the principles of 
cooperative enterprise; to determine which of the vari
ous types of cooperative organizations could advantage
ously be created and utilized in the area; and to accumu
late data and evaluate the services which might be 
economically rendered by such organizations as well as 
other scientific data and information useful and valuable 
from an economic standpoint. The directors of the 
Tennessee Valley Authority served as the incorporators 
of TV AC and as its first board of directors, but in so 
doing, acted in their private capacity as individuals 
rather than in their official capacity as TVA directors. 
The present directors of TVAC have no present connec
tion with the TVA. No act of Congress or executive order 
or Federal statute specifically authorized the creation of 
TVAC.

F in a n c ia l  O r g a n iza t io n  an d  H ist o r y

On March 12, 1934, TVAC received an outright grant 
of Federal funds in the amount of $300,000. This grant 
was made by Federal Emergency Relief Administration 
to the Governor of the State of Tennessee in the same 
manner as all other grants made by that agency to or 
for the benefit of self-help cooperative enterprises, namely, 
through the medium of the State Emergency Relief 
Administration. This grant constituted all of the funds 
made available to TVAC and no funds were ever ad
vanced to it by Congressional appropriation. The 
incorporators recognized the nonprofit character of this 
proposed corporation and wanted to assure that none of its 
funds could inure to any private shareholder. Therefore, 
they caused the certificate of incorporation to provide 
that all of the capital stock be issued and held in the 
name of the United States, the voting rights of such stock 
being exercised by the directors. In so doing, the incor
porators and the State of Tennessee created a Corpora
tion without sanction or any intent of the Federal 
Government to create a Government corporation or to 
exercise Federal control. In fact, both the officials of 
FERA and TVA always considered TVAC to be entirely 
separate from the Federal Government. TVAC has 
complied with the financial reporting requirements of 
Budget-Treasury Regulation No. 2 issued pursuant to 
Executive Order 8512 of August 13, 1940, since the be
ginning of the fiscal year 1942. Prior to the act of Febru
ary 24, 1945 (12 U. S. C. 15) the General Accounting 
Office had not been required to audit the financial trans

actions of this Corporation.. When the grant was re
ceived bv TVAC, the directors did not consider the fund 
as consideration for the stock subscribed for by the incor
porators. However, as a purely accounting matter, by 
resolution as permitted by the Tennessee statutes, the 
directors set up on the books of TVAC $1,000 of the fund 
as capital stock and the remainder, $299,000, as paid-in 
surplus.

The affairs of TVAC are managed by an Administrator 
pursuant to directives of the board. An agreement was 
made between the TVAC and the Land O' the Sky Mutual 
Association, Inc., a North Carolina regional pr service 
cooperative association, providing that the Land O’ the 
Sky Mutual Association, Inc., act as disbursing agent for 
TVAC. Under this agreement, funds approved by the 
board for projects are disbursed through Land O’ the Sky 
Mutual Association, Inc., and the member cooperatives. 
When the products of the member cooperatives are sold 
through the Land O’ the Sky Mutual Association, Inc., 
moneys are collected and applied against loans made by 
TVAC. The funds may then be used to make new loans, 
thereby constituting a revolving fund. However, during
1946 and 1947 no additional loans are contemplated.

d iv e st m e n t  of fed er al  control

The problem of continued Federal ownership is being 
studied. It is probable that legislation will be sub
mitted separately to the Congress for the purpose of 
divesting the Government of any proprietary interest in 
the stock and assets of the corporation and empowering 
the directors to take such action, by amendment of the 
corporate charter or otherwise, as may be appropriate and 
necessary to insure that the funds of the Corporation will 
be used and administered in accordance with the purposes 
of the original grant.

A n a l y sis  of B u d g et  P rogram s  b y  M ajor  A c t iv it ie s

The authority for TVAC to carry on its activities is 
found in the certificate of incorporation granted by the 
State of Tennessee on January 25, 1934. These include 
both revenue-producing and nonrevenue-producing activ
ities as described in the following paragraphs.

Revenue-producing activities.—Interest on loans to mem
ber cooperatives constitutes the primary revenue-produc- 
ing activity of TVAC. The authority for making loans 
is vested in the board of directors of TVAC, who usually 
provide either for a purchase of preferred stock or for the 
acceptance of demand notes of member cooperatives. 
To qualify for eligibility borrowers must be under the 
cooperative laws of the State in which they are located, 
officers and members must be producers of said coopera
tive, and there must be a need for such loans to relieve 
distress among farmers and idle workers in the area of 
activity of the borrowing cooperative. Borrowing cooper
atives have no ownership or control in the TVAC. In
terest rates originally charged on loans made through the 
acceptance of demand notes was 3}{ percent on construc
tion loans and 4 percent on operating loans. Interest rates
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are now governed, more or less, by local banking rates and 
average approximately 2 percent. The size of loans is 
governed by the amount of business the borrowing coopera
tive expects to do. This is determined by the presentation 
of a budget showing the needs of the cooperative in ad
vance of the operating season. Because the program is 
more or less a relief program, the amount of the loans 
actually has been determined more by the needs of the 
borrowing cooperative than by appraisals of the security.

The TVAC has a lien on the fixed assets of the borrowing 
cooperatives and on inventories of finished goods created 
through the use of the loans when such inventories are not 
used as collateral for bank loans. Repayment is made 
when the products of the various member cooperatives are 
sold. The proceeds of repayments are returned to the 
TVAC and credited on the notes of the borrowing coopera
tives. Insurance is carried on fixed assets and inventories 
by the borrowing cooperatives with a loss clause running 
to TVAC to protect its interest and to preserve its secu
rity. There are no fees charged or no cost to the borrower 
for servicing a loan.

Nonrevenue-producing activities.—The TVAC has spon
sored cooperative associations in the area for the purpose 
of promoting cooperative enterprise among the inhabitants 
in their respective territories. Thus, in order to promote 
certain of these cooperatives, many nonrevenue-producing 
activities have been performed. The cumulative costs of 
these activities contribute to the deficit shown in exhibits 
B and C.

During the fiscal year 1945 TVAC has continued in its 
educational program. It is recognized that no one of the 
member cooperatives could afford the expense of such a 
program. The use of fertilizer in correct proportions, the 
best types of seed, and proper growing practices cannot be 
evaluated in terms of actual dollars and cents. Thus, it 
is felt that this educational program should continue 
during fiscal years 1946 and 1947.

O p e r a t in g  R esu lts

Inasmuch as the TVAC made no new loans during the 
fiscal year 1945, and does not propose any during the 
fiscal years 1946 and 1947, its loan account is decreasing 
due to cash repayments of principal. Likewise, the 
Corporation has not subscribed and does not propose to 
subscribe to any additional stock in cooperative associa
tions. However, both loans and stock subscriptions will 
depend upon conditions confronting the cooperative asso
ciations served by the TVAC. Should there be any 
change in present conditions the lending activities of the 
corporation may be resumed.

As a result of the steady reduction in its loan account 
this Corporation’s gross income, which in 1945 amounted

to $6,896, is expected to decrease to $6,361 during the 
fiscal year 1946 and to $4,000 in 1947. Its chief expense 
is represented by services performed for it by the Land 
O’the Sky Mutual Association, Inc., which furnishes gen
eral administrative services. The cost of these services 
amounted to $2,000 for the fiscal year 1945 and it is 
expected that a similar amount will be paid during each 
of the next 2 fiscal years. In addition the budget for 
the fiscal years 1946 and 1947 include the cost of the 
financial audit by the General Accounting Office. No 
experience is available as to the amount of such costs 
but the budget includes provision for $500 for each year. 
As a result of the decrease in income and the increase in 
expense the net profit of the TVAC will decrease from 
$4,887 in 1945 to $3,691 in 1946 and to $1,300 in 1947*

F in a n c ia l  C o n d it io n

The TVAC has no property except the cash and securi
ties shown in the financial statement. The office equip
ment is furnished by the regional cooperative, Land O’ the 
Sky Mutual Association, Inc.

During the fiscal year 1945, cash increased and notes 
receivable, representing loans to member cooperatives, de
creased due to the fact that all active borrowers are making 
regular payments on principal and interest. Between 
June 30, 1945 and June 30, 1947, it is expected that loans 
to cooperative associations will decrease from $234,638 to 
$220,890. The preferred stock investment in cooperative 
associations, amounting to $33,825, will remain unchanged 
during this period. In connection with the loans to coop
erative associations attention is called to the difficulty of 
making a real appraisal of the value of such notes as long 
as the borrowers are making payments, but a reserve of 
$110,000 for losses has been established. When such loans 
are written off by the TVAC the amount ŵ ill be handled as 
grants to cooperatives and the net loss charged to surplus. 
During the fiscal year 1946 advances to experimental 
projects of $1,982 and notes receivable of Shady Grove 
Cooperative, Inc., of $7,398 will be written off as grants to 
cooperatives. The sum of these amounts, $9,380, is shown 
on exhibit B.

On June 30, 1945, paid-in surplus amounted to $290,486 
and net worth totaled $300,095. (See exhibit C.) As a 
result of the aforementioned charge-off and the establish
ment of reserves for losses on outstanding loans, partly 
offset by the estimated net profit during fiscal years 1946 
and 1947, the net worth by June 30, 1947, will be reduced 
to $185,706.

L a n g u a g e

The types of programs set forth in the 191+1 budget of the Tennessee 
Valley Associated Cooperatives, Inc., within the funds available to it, 
are approved. (Act of Dec. 6t 191+5, Public Law 248.)
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E x h ib it  A
COMPARATIVE STATEMENT OF SOURCES AND APPLICATION OF FUNDS

[Fiscal years ending June 30, 1945, 1946, and 1947]

1945, actual 1946, estimated 1947, estimated

FU N DS APPLIED
T o  operating expenses. __ _________________  __ _________ ______ _______________ _______ _____ _____________ ____ $2,009 

11, 286

$13, 295

$2,670 
6,041

$8,711

$2,700
5,300

$8,000

T o  increase in w orking capital __ __ __ „ _ _____  __ _ _ _____________  _______ ______ _____________

Total funds applied - __________________________________________________________________________________________

FU N DS PR O V ID E D

B y  repaym ent of principal of loans m ade to coop erativ es...___________ __________ __________________ _______ ________
B y  operating incom e, interest on loans and d ividends................. ......... ......................................... .......................... ...................

Total funds provided___________________________________________________________________________________________

6,399 
6,896

13,295

2,350 
6,361

8,711

4.000
4.000

8,000

E x h ib it  B
COMPARATIVE STATEMENT OF INCOME AND EXPENSES

[Fiscal years ending June 30,1945,1946, and 1947]

1945, actual 1946, estimated 1947, estimated

Operating income: Interest on loans and dividends on stock of cooperative associations___________________________ $6,896

$2,000

$6,361

$2,000 
500 
170

$4,000

$2,000 
500 
200

Operating expenses:
Adm inistrative expenses______________________  __________ ______ ______________________________ __________ _____
A u d it of accounts b y  General A ccounting Office _ _ _________  ___________ ______ ____________________ _______
M iscellaneous expenses _ - ____________________ ______________ ________ ______________________________________ 9

T otal operating expenses _ __________ _ _________ _____________  ________________________________ _________ ___ 2,009 2,670 2,700

N et profit (o r lo s s * )— .................................... ................. ......................... ......................... ....................... ..................................... - 4,887 3,691 1,300

Analysis o f surplus:
Paid-in surplus. _______ __ __________  _ _ _ _ _ _ __ ___________ ____________ _______ ____________________ 299,000

8, 514

299,000

8, 514 
9,380

17 S91

299,000

17,894
Less: Im pairm ents of capital due to—

Grants to cooperatives, cum ulative _________ ___________________ ______ ____________________________________
Grants to cooperatives, current year ........ ....... ............. ................................................... ......................... ................. .....

Balance at end of fiscal year _ _ _ _ _  ......................... ...................... ..................................... ....... ................. ..

S 511 on*'■ - ... -  l/^ oy i

290,486 281,106 281,106

Earned surplus:
Balance earned incom e, beginning of year_____ _ _______________________________ ________ ________________ 3, 722

4, 887
S 600

8,609 
3, 691

1° 300

*97,700 
1,300

•or etnn
N et incom e for the year, _ - __ _ _ _ ___ __ _ ____________ _____ __________ __________ ______

Less reserve for losses on loans to coop era tiv es______________ ___________ _____ ______ _______ ______ _________ 110, 000
yo, 4UU

Surplus (or deficit *) at end of the year _ __________ ____________________________ ___________ ______________ 8,609 *97, 700 *96,400

♦Deduct.

688950— 46-------5
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E x h ib it  C

COMPARATIVE STATEMENT OF FINANCIAL CONDITION
[As o f June 30, 1944, 1945, 1946, and 1947]

June 30, 1944, 
actual

June 30,1945, 
actual

June 30, 1946, 
estim ated

June 30,1947, 
estimated

Assets:
$1,982 

241,037
$1,982 

234, 638 
33, 825

Loans to cooperative associations _ _ _ _ _ _ _ _ _ _ _ _ _____  __ ______ __________ $224,890 
33,825

$220,890 
33,825Preferred stock of cooperative associations_____________ _______ _____ _________ __________________ 33,825

T otal loans receivable and stock _ _________  _____________ _______ _________  ___________ 276,844 
18, 364

270,445 
29, 650

258, 715 
35, 691

254,715 
40,991Cash in banks . __ __________________________________ _____ ________________________

Total a ssets . _______________________________________________________________________________ 295, 208 300,095 294,406 295, 706

Liabilities and reserves:
Reserves for losses due to appraisals for loans to cooperative associations_______________________ 110,000 110,000

Capital and surplus:
Capital stock (no par v a lu e )_______________________ ___________________ ______________  __________ 1,000 1,000 

290, 486
1,000 

281,106
1,000 

281,106Paid-in surplus _ _ __ __ ___  . _________ ______ ______ ______ _____ __ _________ 290,486

Invested capital_________________________________________________________  ____________________ -- 291,486 291,486 
8,609

282,106 
*97, 700

282,106 
*96,400Earned surplus (or deficit*) _______________  ___________  ________________________________________ 3, 722

N et w orth __ ______ ________________________________________________________________________ 295, 208 300,095 184, 406 185, 706

Total liabilities and net w orth _________________________________________________ ______ _____ 295, 208 300,095 294,406 295,706

♦Deduct.

S c h e d u le  1

PREFERRED STOCK OF COOPERATIVES HELD BY TVAC
[As of June 30,1944,1945,1946, and 1947]

June 30,1944, 
actual

June 30, 1945, 
actual

June 30,1946, 
estimated

June 30,1947, 
estim ated

M ountain  Valley Cooperative, Inc. (4,000 shares $5 pa r)____________________________________________ $20,000 
13,825

$20,000 
13,825

$20,000 
13,825

$20,000 
13,825Southern Highlanders, Inc. (553 shares, $25 p a r)________ _________ ___________________________________

T ota l______________________________________________________________ _______ ________ ______ ________ 33,825 33,825 33,825 33,825

S c h e d u le  2

NOTES RECEIVABLE HELD BY TVAC
[As of June 30, 1S44, 1945, 1946, and 1947]

June 30,1944, 
actual

June 30,1945, 
actual

June 30, 1946, 
estimated

June 30,1947, 
estim ated

Carolina M ountain  M utual Association, In c_______ ________ _________ _________ _____________________ $119,538 
51,410 
51,347

$117,575 
50,688H ayw ood  C ou nty  M u tu al Canning Association, In c .________ ________________________  . __________

M ountain  V alley M utual Canning Association, In c______________________ _________ _________________ 50,782
Land o ' T h e Sky M utual Association, In c_____________________________ ________ __________ ______ ____ 5,000 

5,200 
114

3, 000 
3,900 0)N ew port Cooperative M ill, In c____________  __________________________________________________________ (0

M ountain  Valley Cooperative, In c_______ _________ _____ __________________ _________ _________________
A v ery  M utual Association, I n c .- _________________________ __________________ __________ _______________ 1,144 

7,284
1,295 
7,398Shady G rove Cooperative, In c.2__________________ _____________________________________  __________

T ota l, face value ___  __ _________ _________ ______ _________________ __________ ______________ 241,C37 234,638 $224,890 
110,000

$220,890 
110,000Less reserve for losses__________ ________________________________________________________________________

Estim ated net value........................ .. .................................... ........... ................. ............. ......................... 241,037 234,638 114,890 110,890

1 R epaym ents during fiscal years 1946 and 1947 are estimated for the loans as a group and not as individual loans.
2 T h is  am ount w ill be charged to grants to cooperatives during fiscal year 1946.
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S ch e d u le  3

GRANTS TO COOPERATIVES— CUMULATIVE TO THE END OF EACH FISCAL YEAR
[As of June 30, 1944, 1945, 1946, and 1947]

June 30, 1944, 
actual

June 30. 1945, 
actual

June 30, 1946, 
estimated

June 30, 1947, 
estimated

M ountain V alley Cooperative, Inc __________ __________ ______ __________ ______ _____________________ $7,000 
1,250 

203

$7,000 
1,250 

203

$7,000 
1,250 

203

$7,000 
I, 250 

203
W om en ’s H om e In d u s tr ie s________________ ______ ___________ _____ ______ __________ _____ ____________
Black W alnut P roject_________  _______________ _________________ __________ ________________________
Tennessee V alley Barite Cooperative..__________ ______ __________ __________ _______ ______ ___________ 60 60 60 60
Advances to Experim ental Projects . __________________________________________________________ 1,983 

7,398
1,983 
7,398Shady G rove Cooperative, Inc _ _ ___ __________ ______ _____ ______________________

T o t a l ____ _ .  ................ .. .................................... ......... ........... ....... ..................... ................. 8, 513 8, 513 17,894 17,894
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