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FORWARD-LOOKING INFORMATION

This Annual Report on Form 10-K (“Annual Reportrtains forward-looking statements relating to fatavents and future performance. All statemetitsrchan
those that are purely historical may be forwardking statements.

In certain cases, forward-looking statements caidémtified by the use of words such as “may,” hiitshould,” “expect,” “anticipate,” “believe,” “ntend,” “project,”
“plan,” “predict,” “assume,” “forecast,” “estimate;objective,” “possible,” “probably,” “likely,” “potential,” or other similar expressions.

Examples of forward-looking statements include,dretnot limited to:

Statements regarding strategic objecti

Projections regarding potential rate actic

Estimates of costs of certain asset retiremengabéns;

Estimates regarding power and energy forec.

Expectations about the adequacy of T's pension plans, nuclear decommissioning trustaasdt retirement trus

Estimates regarding the reduction of bonds, nated,other evidences of indebtedness, lease/ledsebatnitments, and power prepayment obligatic
Estimates of amounts to be reclassified from otieenprehensive income to earnings over the next:

TVA's plans to continue using st-term debt to meet current obligations; ¢

The anticipated cost and timetable for placing @/Btr Unit 2 in service

Although the Tennessee Valley Authority (“TVA”) leles that the assumptions underlying the forwaokihg statements are reasonable, TVA does notgtee the
accuracy of these statements. Numerous factotd cause actual results to differ materially frdmge in the forward-looking statements. Theseofadhclude, among other
things:

* New laws, regulations, and administrative ordespeeially those related t
— TVA'’s protected service are

The sole authority of the TVA Board to set powdes:

— Various environmental and nuclear matt

— TVA’s management of the Tennessee River sys

— TVA'’s credit rating, an

— TVA’s debt ceiling
Loss of customers
Performance of TV.'s generation and transmission ass
Availability of fuel supplies
Purchased power price volatilit
Events at facilities not owned by TVA that affeleetsupply of water to TV's generation facilities
Compliance with existing environmental laws andutagions;
Significant delays or cost overruns in constructdigeneration and transmission ass
Significant changes in demand for electric
Legal and administrative proceedin
Weather conditions including droug!
Failure of transmission facilitie
Events at any nuclear facility, even one that isavened by or licensed to TV/
Catastrophic events such as fires, earthquakesidldornadoes, pandemics, wars, terrorist acsjitand other similar events, especially if thegnts occur in ¢
near TVA's service are¢
Reliability of purchased power providers, fuel sligms, and other counterpartie
Changes in the market price of commodities suatbal uranium, natural gas, fuel oil, electriciypd emission allowance
Changes in the prices of equity securities, detursges, and other investmen
Changes in interest rate
Creditworthiness of TVA, its counterparties, ordtsstomers
Rising pension costs and health care expel
Increases in TV/s financial liability for decommissioning its nuelefacilities and retiring other asse
Limitations on TVA's ability to borrow money
Changes in the economr
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« Ineffectiveness of TV.'s disclosure controls and procedures and its iat@wntrol over financial reportin
» Changes in accounting standar

» The loss of TV/'s ability to use regulatory accountir

» Problems attracting and retaining skilled work:

¢ Changes in technolog

¢ Changes in the market for TVA securities;

» Unforeseeable event

Additionally, other risks that may cause actuaulessto differ from the predicted results are setlf in Item 1A, Risk Factors. New factors emeifirgen time to time,
and it is not possible for management to prediciwah factors or to assess the extent to whichfactpr or combination of factors may impact TVAVssiness or cause results
to differ materially from those contained in anyviard-looking statement.

TVA undertakes no obligation to update any forwkroking statement to reflect developments that oefter the statement is made.

GENERAL INFORMATION
Fiscal Year

Unless otherwise indicated, years (2007, 2006) et¢his Annual Report refer to TVA's fiscal yeagaded September 30. References to years in dlyegphical
information about directors and executive officertem 10, Directors, Executive Officers and Caqte Governance are to calendar years.

Notes
References to “Notes” are to the Notes to Finari8fatements contained in Item 8, Financial Statésn@md Supplementary Data.
Available Information
TVA's Annual Report on Form 10-K, Quarterly RepartsForm 10-Q, Current Reports on Form 8-K, anduaendments to those reports are made availabl&/dis
website, free of charge, as soon as reasonablyiqable after such material is electronically filwith or furnished to the Securities and Exchangen@ission ("SEC"). TVA's
website is www.tva.gov. Information contained owATs website shall not be deemed incorporated intdp be a part of, this Annual Report. In adufitithe public may read
and copy any reports or other information that TMés with the SEC at the SEC’s Public ReferenceiR@t 100 F Street, N.E., Washington, D.C. 20588e public may

obtain information on the operation of the Publfé@ence Room by calling the SEC at 1-800-SEC-0330A's SEC reports are also available to the mubithout charge from
the website maintained by the SEC at www.sec.gov.
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PART |
ITEM 1. BUSINESS
The Corporation

The Tennessee Valley Authority (“TVA”) is a wholtywned corporate agency and instrumentality of thiédd States. TVA was created by the U.S. Congre$933
by virtue of the Tennessee Valley Authority Actléf33,as amended16 U.S.C. 8§ 831-831ee (as amended, the “TVA)ACTVA was created to improve navigation on the
Tennessee River, reduce flood damage, providewdgnial and industrial development, and providetle power to the Tennessee Valley region. TVAnages the Tennessee
River and its tributaries for multiple river-systgrarposes, such as navigation; flood damage remfygtower generation; environmental stewardshipredime use; and water
supply for power plant operations, consumer usgeegion, and industry. TVA’s power system operaichowever, constitute the majority of its actestand provide virtually
all of its revenues.

Although TVA is similar to other power companiesniany ways, there are many features that makéeéreint. Some of these include:

TVA was created by an act of the U.S. Congresssadvholly-owned corporate agency of the United Ste

Each member of TV's board of directors (tr* TVA Boarcd”) is appointed by the President of the United Stai#sthe advice and consent of the U.S. Ser
TVA does not own real property; it holds real pndpes an agent for the United States. (Any refegeein this Annual Report on Form 10-K (“Annual Ref) to
TVA facilities or the ownership by TVA of faciliteeor real property refers to property held by TVi# bwned by the United State

TVA is required to make payments to the U.S. Treass a repayment of and a return on the appraopmidvestment that the United States provided TidAits
power facilities (the*Power Facilities Appropriation Investm”).

TVA is not authorized to issue equity securitiestsas common or preferred stock. Accordingly, T¥#ances its operations primarily with cash flowsrfi
operations and proceeds from issuing debt secsu

The TVA Board sets the rates TVA charges for powarsetting rates, the TVA Board must have duearédor the objective that power be sold at ratbow a:
are feasible. These rates are not subject to pidieview or review by any regulatory boc

TVA is exempt from paying federal income taxes atate and local taxes, but it must pay certairestahd counties an amount in lieu of taxes equiééqercer
of TVA's gross revenues from the sale of power wgirihe preceding year, excluding sales or deligetdeother federal agencies and gfstem sales with otF
utilities, with a provision for minimum paymentsder certain circumstance

TVA performs stewardship activities in connectioithithe Tennessee River and its tributaries arrégsired by federal law to fund these activitiesnarily with
revenues from the power system and to a lessentewtth revenues from other sourc

For a discussion of the more significant of thessres, see Iltem 7, Management’s Discussion aatiyis of Financial Condition and Results of Opierss —
Business Overviev

Governance

TVA is governed by the TVA Board. The Consolidafgabropriations Act, 2005, amended the TVA Act bgtructuring the TVA Board from three full-time mieets
to nine part-time members, at least seven of wharstine legal residents of the TVA service areaABobard members are appointed by the Presideriteobnited States with
the advice and consent of the U.S. Senate. Afténitial phase-in period, TVA Board members sefive-year terms, and at least one member’s terns eadh year. The TVA
Board, among other things, establishes broad gohjsctives, and policies for TVA; establishes laagge plans to carry out these goals, objectaed,policies; approves
annual budgets; and establishes a compensatiorigglamployees. Information about members of tid Board and TVA's executive officers is discussedtem 10,
Directors, Executive Officers and Corporate Govaoga
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Strategy

On May 31, 2007, the TVA Board approved the 200@t8gic Plan (“Strategic Plan”). The StrategicrFiacuses on TVA'’s performance in the followingditaroad
areas and establishes general guidelines for eaeh a

¢ CUSTOMERS: Maintain power reliability, provide competitivates, and build trust with TV's customers

e« PEOPLE: Build pride in TVA's performance and reputatic

FINANCIAL: Adhere to a set of sound financial guiding pies to improve TV/'s fiscal performance
* ASSETS:Use TVA's assets to meet market demand and deliver pudilie yvanc
* OPERATIONS: Improve performance to be recognized as an indlesager.
Performance Indicators
On September 27, 2007, the TVA Board adopted pmdace indicators for 2008 that are aligned with T&/8trategic Plan. These performance indicatozsaar

follows:
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Service Area

TVA operates the nation’s largest public power eyst TVA supplies power in most of Tennessee, rontthlabama, northeastern Mississippi, and souttexes
Kentucky and in portions of northern Georgia, westdorth Carolina, and southwestern Virginia toopplation of approximately 8.7 million people.

Subject to certain minor exceptions, TVA may nathaut specific authorization from the U.S. Congremnter into contracts which would have the efééehaking it,
or the distributor customers of its power, a sowfcgower supply outside the area for which TVAiterdistributor customers were the primary sourceawer supply on July 1,
1957. This statutory provision is referred tolas fence” because it bounds TVA's sales activjtessentially limiting TVA to power sales withirdafined service area.

Correspondingly, the Federal Power Act (“FPA”),npairily through its anti-cherrypicking provisiongwents the Federal Energy Regulatory CommissioBR€”)
from ordering TVA to provide access to its transsiua lines to others for the purpose of deliverogver to customers within substantially all ofdefined service area. The
anti-cherrypicking provision reduces TVA'’s expostodoss of revenue.

Sales of electricity accounted for substantiallyoflTVA's operating revenues in 2007, 2006, an@20amounting to $9.1 billion, $9.0 billion, and.$billion,
respectively. TVA's revenues by state for the thste years are detailed in the table below.

Electricity Sales Revenues by State
For the years ended September 30

(in millions)
2007 2006 * 2005 *

Alabama $1,25¢ $1,26¢ $1,05:
Georgia 204 22¢ 18€
Kentucky 1,08C 90€ 83C
Mississippi 79¢ 823 671
North Caroline 57 47 38
Tennesse 5,68¢ 5,751 4,80¢
Virginia 8 7 4

Subtota 9,09( 9,027 7,58¢
Sale for resale 17 13 95

Subtota 9,107 9,04( 7,681
Other revenues 137 13t 101
Operating revenues $9,24¢ $9,17¢ $7,78:

* See Note ‘— Reclassifications
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TVA SERVICE AREA
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Customers

TVA is primarily a wholesaler of power. TVA sel®wer at wholesale to distributor customers, cdimgjf municipalities and cooperatives that retie power to
their customers at a retail rate. TVA also setiser to (1) directly served customers, consistinmarily of federal agencies and customers witlgéaor unusual loads, and (2)
exchange power customers (electric systems thdebdiVA's service area) with which TVA has enteneth exchange power arrangements.

Operating revenues by customer type for each ofatttehree years are set forth in the table belbwthis table, sales to industries directly seraee included in
Industries directly served, and sales to federahaigs directly served and to exchange power cuesare included in Federal agencies and other.

Operating Revenues by Customer Typ
For the years ended Septembel

(in millions)
2007 2006 * 2005 *

Municipalities and cooperative $7,77¢ $7,85¢ $6,53¢
Industries directly serve 1,221 1,06t 961

Federal agencies and ott
Federal agencies directly sen 95 102 86
Off-system sale 17 13 95
Subtotal 9,107 9,04( 7,681
Other revenue 137 13t 101
Operating revenue $9,24¢ $9,17¢ $7,78:

* See Note — Reclassification.
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Municipalities and Cooperatives

Revenues from distributor customers accounted4at Bercent of TVA's total operating revenues 020 At September 30, 2007, TVA had wholesale paweatracts
with 158 municipalities and cooperatives. All bése contracts require distributor customers tohmasge all of their electric power and energy rezugnts from TVA.

All distributor customers purchase power under ofithree basic termination notice arrangements:
¢ Contracts that require five ye’ notice to terminate
¢ Contracts that require 10 ye’ notice to terminate; ar
¢ Contracts that require 15 ye’ notice to terminate

The number of distributor customers with the coettearangements described above, the revenuesddrivm such arrangements in 2007, and the pegemtaTVA's
2007 total operating revenues represented by tieesmues are summarized in the table below.

TVA Distributor Customer Contracts
As of September 30, 20(

Number of Di?;'gjtg)r Percentage of
Distributor Customers in Total Operat_ing

Contract Arrangement Customers 2007 Revenues in

2007
(in millions)

15-Year termination notic 5 % 87 0.9%
1C-Year termination notic 48 2,57(C 27.€%
5-Year termination notice 102 5,06¢ 54.€%
Notice given- less than 5 years remaining * 3 51 0.€ %
Total 15€ ¢ 7,774 84.104

* Ordinarily the distributor customer and TVA hatle same termination notice period; however, irtremts with six of the
distributor customers with five-year terminatiortines, TVA has a 10-year termination notice (whigltomes a five-year
termination notice if TVA loses its discretionarhelesale rai-setting authority)

TVA's two largest distributor customers — Memphiglht, Gas and Water Division (“MLGW") and Nashviligectric Service (“NES”) — have contracts withdiyear
and 10-year termination notice periods, respegtivélithough no single customer accounted for 1&@@et or more of TVA's total operating revenue2007, sales to MLGW
and NES accounted for 8.7 percent and 7.8 permesygectively. In 2004, TVA and MLGW entered intprapayment agreement under which MLGW prepaid 445 billion
for the future costs for a portion of the electsidb be delivered by TVA to MLGW over a period 80 months. See Note 1 Energy Prepayment Obligatiorier more
information about this prepayment arrangement.

On September 26, 2006, the city of Bristol, Virginannounced that it had selected TVA as the newepprovider for its municipal electric system, ®al Virginia
Utilities (“BVU"), beginning in January 2008. TVAad provided wholesale power to BVU from 1945 t87.9 The contract has a minimum 15-year term, afixkayear
termination notice may not be given until Janua€d$& The rates under this contract are intendeddover the cost of reintegrating BVU into TVA'swer-supply plan and
serving its customer load.

All of the power contracts between TVA and therilsitor customers provide for purchase of powethgydistributor customers at the rates establislyetie TVA
Board, which, beginning with 2007, are adjustedrtpuby to reflect changing fuel and purchased poeecsts. See Item 1, BusinessRate Actions. In addition, most of the
power contracts between TVA and the distributot@uers specify the resale rates that distributstaruers charge their power customers. These regtaleare divided into tf
classifications of residential, general power, arahufacturing. The general power and manufactuiassifications are further divided into subcléisations according to their
load size. These rates are revised from timemie tb reflect changes in costs, including changeke wholesale cost of power, and are designednform to the TVA Act’s
objective of providing an adequate supply of poatethe lowest feasible rates.
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Termination Notices

At September 30, 2006, six of TVA's distributor tarsers had notices in effect terminating their poeantracts with TVA. In November 2006, TVA made affer,
which ended January 10, 2007, to allow these sixepalistributors a grace period to return to TVAheiut being subject to reintegration fees. Anyribsitor choosing to
rescind its contract termination notice after Japud#®, 2007, would be required to pay the additi@osts to resume planning for its future powergdympmeeds.

Subsequently, Warren Rural Electric Cooperativep@mation (“Warren”), Duck River Electric Membersh@orporation, and Glasgow Electric Plant Board iressed
their termination notices in response to this offetonticello Electric Plant Board, Princeton ElicPlant Board, and Paducah Power System did custd the offer to

rescind. The contracts of the remaining threeibistors will all terminate by January 2010. S&eg007 to the three remaining distributor custmsr@mounted to $51 million,
or 0.6 percent of TVA’s operating revenues in 2007.

The table below lists the names and locationsethinee distributor customers whose terminatioicastwere still in effect as of September 30, 2@6&ir contract

termination dates, the amount of revenues that G¢Aerated by selling power to these distributotarasrs in 2007, and the percentage of TVA's to@l2operating revenues
represented by these revenues.

Distributor Customers with Termination Notices in Effect
As of September 30, 2007

(in millions)

TVA Sales to Percentage

Date of Termination of Pow Distributor of TVA
Distributor Customer Location Contract Customer Operating

in 2007 Revenues in
2007
Monticello Electric Plant Boar Kentucky November 200¢ $ 6 0.1%
Paducah Power Syste Kentucky December 200 39 0.4%
Princeton Electric Plant Board Kentucky January 201! 6 0.1%
Total $ 51 0.6%

Other Customers

Revenues from industrial customers directly seamtbunted for 13.2 percent of TVA's total operatisgenues in 2007. In 2007, contracts for custsrdeectly served
were generally for terms from five to 10 years.e3é contracts are subject to termination by TV#hercustomer upon a minimum notice period thategagsiccording to the
customer’s contract demand and the period of tiameise has been provided.

The United States Enrichment Corporation (“USEG"JVA's largest industrial customer directly serveshles to USEC for its Paducah, Kentucky, faci@presented
5.5 percent of TVA's total operating revenues i 20 TVA's current contract with USEC expires onyaid, 2012. USEC is currently rated 'CCC' by Stadd Poor's and
'‘Caa2' by Moody's Investors Service. As a reSUll®EC'’s credit ratings, it has provided creditiaasice to TVA, per the terms of its power contrdatJanuary 2004, USEC
announced its decision to construct a new commaeiarifuge facility in Piketon, Ohio, which is tside TVA's service area. Once this new facilgypened, it is unclear how

much electricity USEC will acquire from TVA for iRaducah, Kentucky, facility. However, the elecfrower requirements of USEC, or of its successtira site, are expected
to be substantially less than their current level.

Rate Authority

TVA is self-regulated with respect to rates and VA Act gives the TVA Board sole responsibilityrfestablishing the rates TVA charges for poweresehrates are
not subject to judicial review or to review or appal by any state or federal regulatory body.
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According to the TVA Act, TVA is required to chargates for power which will produce gross revensigicient to provide funds for:

Operation, maintenance, and administration ofdwer system

Payments to states and counties in lieu of te

Debt service on outstanding indebtedn:

Payments to the U.S. Treasury in repayment of aradraturn on the Power Facilities Appropriationdstment; an

Such additional margin as the TVA Board may consitisirable for investment in power system assetsgement of outstanding bonds, notes, or othatesce
of indebtedness (“Bonds’n advance of maturity, additional reduction of thewer Facilities Appropriation Investment, andestipurposes connected w
TVA'’s power busines:

In setting TVA's rates, the TVA Board is chargedthg TVA Act to have due regard for the primaryeatijves of the TVA Act, including the objective ttpower shall
be sold at rates as low as are feasible. SeeNet&seneral.

Revenue Requirements

In setting rates to cover the costs set out inM#a& Act, TVA uses a debt-service coverage (“DSC'8throdology to derive annual revenue requiremengsriranner
similar to that used by other public power entitiegt also use the DSC rate methodology. The D&@anl is essentially a measure of an organizatiailsty to cover its
operating costs and to satisfy its obligationsayp principal and interest on debt. TVA believes thethod is appropriate because of TVA's debgnsive capital structure. Tt
ratemaking approach is particularly suitable fae bg highly leveraged enterprises (i.e., financeaharily, if not entirely, by debt capital).

The revenue requirements (or projected costs)aoelated under the DSC method as the sum of flevimg components:

Fuel and purchased power co:
Operating and maintenance co:
Tax equivalents; an

Debt service coverag

Once the revenue requirements (or projected castjletermined, this amount is compared to theeptejl revenues for the year in question, at exjstites, to arrive
the shortfall or surplus of revenues as comparebdrojected costs. Subject to TVA Board appkgwawer rates would be adjusted to a level sudfitito produce revenues
approximately equal to projected costs. This methagl reflects the cause-and-effect relationshipvben a regulated entity’s costs and the correspgmndtes the entity
charges for its regulated products and services.

Rate Actions
Fuel Cost Adjustment

On July 28, 2006, the TVA Board implemented a figdt adjustment (“FCA”) to be used quarterly toustliTVA's rates to reflect changing fuel and pusdthpower
costs beginning in 2007. The FCA was initially ®erero and had its first impact on rates effectlanuary 1, 2007. The FCA rate adjustment onalgriy 2007, was 0.01 cet
per kilowatt-hour, the rate adjustment on Apri007, was 0.084 cents per kilowatt-hour, and tke adjustment on July 1, 2007, was 0.087 centkifmwatt-hour. These 2007
rate adjustments produced an estimated $65 mitisavenue. As of September 30, 2007, TVA hadge&a®d a regulatory asset of $197 million represgndeferred power
costs to be recovered through the FCA adjustmerfistiire periods. The FCA rate adjustment on Qatdh 2007, was 0.432 cents per kilowatt-hour arekpected to produce
an estimated $159 million in revenue during thstfijuarter of 2008.

Under TVA’s FCA methodology, adjustments to ratestzased on the difference between forecasted aselibe (budgeted) costs for the upcoming quaBecause
the FCA adjustments are forward-looking, therg/sdally a difference between what is collecteddtes and what actual expense is realized ovesahese of the quarter. This
difference is added to or deducted from a defeaxdunt on TVA's balance sheet. Each quarterlysidjent includes a core FCA adjustment plus orfeolfigthe deferred
balance. The higher or lower costs added to artalway from the deferred balance sheet accourth@neamortized to expense in the periods in wtiiely are to be collected
revenues. This allows better matching of the reesrwith associated expenses.
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TVA's cash flow can be negatively impacted by tt@process, however. Under the methodology, saintleeoFCA portion of higher fuel and purchased powe
expense realized during the quarter is placedard#ferred account to be collected in rates i [s¢eiods. The timing of the collection of revesuelated to the FCA does not
coincide with the cash expended for fuel and pusetigpower consumed. See Item 7, Management's &3igmuand Analysis of Financial Condition and Ressof Operations —
Executive Summar— Challenges During 2007

Reserve for Future Generation
Also included in the 2007 rate base was a resenviifure generation to fund additional generatingacity. The reserve for generation was calcdlatel.05 percent
of TVA's billed firm power sales since it was basedfirm demand and energy. Firm sales are tHuseVA has no contractual right to interrupt. T\¢allected $76 million
during 2007 which it applied to the purchase of tembustion turbine facilities. See Note 1Reserve for Future GenerationThe reserve for generation was not extended
beyond 2007.
Environmental Rate Adjustment

In 2003, the TVA Board approved a wholesale rategiase of 6.1 percentlesigned to cover TVA investment in equipment aissed with its clean air program. This
rate adjustment is scheduled to terminate in 2013.

Load and Energy Forecasts

TVA produces forecasts of future load and energyirements using multiple models driven by histalritVA loads and regional economic forecasts of leypent,
population, and electricity and gas prices. The&t beodels are then chosen with the result beirenge of load forecasts. Numerous factors, sueteasher conditions and the
health of the regional economy, could cause actsallts to differ materially from TVA's forecast§eeForward-Looking Information. As outlined in the Strategic Plan, TVA
believes that new generation sources will be neénletket load growth under most likely scenariee $tem 1, Business— Governance — Strategy
Power Supply

General

TVA'’s power generating facilities in operation afember 30, 2007, included 29 conventional hyeidt sites, one pumped storage hydroelectri¢ sitecoal-fired
sites, three nuclear sites, eight combustion terbites, two diesel generator sites, one wind gngitg, one digester gas site, and 16 solar erstgy. In addition, TVA acquires
power under power purchase agreements of varyirgtidn as well as short-term contracts of less @&mour duration (spot market).

TVA-Owned Generation Facilities

The following table summarizes TVA's net generatiomillions of kilowatt-hours by generating sourged the percentage of all electric power generayetivA for
the years indicated:
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Power Supply from TVA-Owned Generation Facilities
For the years ended September 30
(millions of kwWh)

2007 2006 2005 2004 2003

Coa-fired 100,16¢ 64% 99,59¢ 64% 98,36: 62% 94,61¢ 61% 90,95¢ 60%
Nuclear 46,44 30% 45,31: 29% 45,15¢ 28% 46,00: 30% 43,167 29%
Hydroelectric 9,047 6% 9,961 6% 15,72 10% 13,91¢ 9% 16,10:¢ 11%
Combustion turbine and diesel

generator: 70& <1% 612 <1% 59t <1% 27¢ <1% 817 <1%
Renewable resources 2 <1% 3t <1% 4 <1% 3t <1% 2! <1%
Total 156,38¢ 100% 155,52: 100% 159,88. 100% 154,85( 100% 151,06¢ 100%

Note:

*Renewable resources for years 2003 through 2006 haen adjusted to remove renewable resourcesnasniiat were acquired under purchased power agmsrand included in this table in TV&A2006 Annual Repor
on Forms 10-K and 10-K/A. These adjustments reduil reductions in the amount of renewable ressuby 11 million kWh for 2003, 13 million kWh fo0@4, 14 million kWh for 2005, and 15 million kWhrfo

2006. Also, for years 2003 through 2006 the follmpamounts related to TVA's digester gas cofirsitg have been reclassified from Coal-fired to Reatgle resources: 17 million kWh for 2003, 30 miflikWh for 2004,
43 million kWh for 2005, and 32 million kWh for 260 Renewable resource facilities include a digesas cofiring site, a wind energy site, and selargy sites.

The following table indicates TVA's average fuepexse by generation-type for the years indicated:

Fuel Expense Per kWh
For the years ended September 30

(cents/kWh)
2007 2006 2005 2004 2003
Coal 213 2.02 1.65 1.48 1.43
Natural gas and fuel ¢ 7.00 10.65 11.44 9.01 7.61
Nuclear 0.41 0.38 0.39 0.39 0.39
Average fuel cost per kWh net thermgeneration from all sourct 1.61 1.54 1.30 1.14 1.14

Coal-Fired. TVA has 11 coal-fired power sites consisting ofusfits. At September 30, 2007, these facilitieaoted for 15,052 megawatts of winter net deperadabl
capacity. Net dependable capacity is defined asHility of an electric system, generating unitpther system component to carry or generate pfavex specified time period
excluding any fluctuations in capacity that maywucdue to planned outages, unplanned outages,ematinys. TVA's coal-fired units were placed imsee between 1951 and
1973. See Item 7, Management’s Discussion andyArsabf Financial Condition and Results of Operatie—Executive Summary- Challenges During 2007

Nuclear. TVA has three nuclear sites consisting of siksuim operation. At September 30, 2007, thesé#itias accounted for 6,898 megawatts of winter net
dependable capacity. For a detailed discussidivéf's nuclear power program, see Item 1, Businesbluelear. For a discussion of challenges faced by TVA's naclgower
program during 2007, see ltem 7, Management’'s Bi&on and Analysis of Financial Condition and Resof Operations —Executive Summary — Challenges During 2007.

Hydroelectric. TVA has 29 conventional hydroelectric sites comsisbf 109 units. In addition, TVA has one pumstorage facility consisting of four units. At
September 30, 2007, these facilities accounte8,i86 megawatts of winter net dependable capadibe amount of electricity that TVA is able to geate from its
hydroelectric plants depends on a number of fadatside TVA's control, including the amount of pigitation, runoff, initial water levels, the netat water for competing
water management objectives, and the availabififjsdydroelectric generation plants. When thiee¢ors are unfavorable, TVA must increase itsarele on more expensive
generation plants and purchased power. See ltéffa7agement’s Discussion and Analysis of FinanC@hdition and Results of OperationsExecutive Summary-
Challenges During 2007 — Weather Conditions
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Combustion Turbines and Future Combined Cycle Fgcil As of September 30, 2007, TVA had eight comlousturbine generating facilities consisting of 83
combustion turbine units providing a maximum of882negawatts of winter net dependable capacity.ofthe units are quick-start peaking facilitiesed during periods of
high demand, and all but three of the units aréefliby both natural gas and fuel oil. As of SegienB0, 2007, 24 of the combustion turbine unitseneased to private entities
and leased back to TVA under long-term leases. N&ge 12 —Other Financing Obligations.

In 2007, TVA acquired and re-commissioned combustimbine facilities in Marshall County, Kentuclkand Gleason, Tennessee. Together, these facifitegle 11
units and provide 1,296 megawatts of winter needeble capacity (included in the total above)addition, in September 2007, the TVA Board appdotie acquisition and
the construction of a combined cycle facility dbemer combustion turbine site of approximatelys®®es located in southwest Tennessee. Now knowagson Creek 3, the
unfinished site contains turbine foundations anastantial ancillary equipment. With an anticipatetnmercial operation date of June 2010, the fgd8iexpected to have a
planned winter net dependable capacity of approtdim®00 megawatts. TVA completed acquisitiontaf site in October 2007.

Diesel Generators.TVA has two diesel generator plants consistingioérunits. At September 30, 2007, these faciliesvzided 13 megawatts of winter net
dependable capacity.

Renewable ResourcesIVA has one wind energy site with three wind tudsinone digester gas cofiring site, and 16 solargsnsites. At September 30, 2007, the
digester gas cofiring site provided TVA with abtlutee megawatts of renewable capacity. In addittoewind energy site and the solar energy sitegiged two megawatts of
capacity, but because of the nature of this capatis not considered to be winter net dependableacity.

Purchased Power and Other Agreements

TVA acquires power from a variety of power prodsctiirough long-term and short-term power purchgseeaments as well as through spot market purchBsesg
2007, TVA acquired 32 percent of the power thauitchased on the spot market, 41 percent througtt-srm power purchase agreements, and 27 petfuenigh long-term
power purchase agreements that expire more thageaveafter September 30, 2007.

At September 30, 2007, TVA's long-term power pusghagreements provided TVA with 3,504 megawattsiofer net dependable capacity. Counterparties to
contracts for 1,308 megawatts of this capacity vireteankruptcy, but the counterparties have comtihto perform under their power purchase agreenvatisTVA throughout
their bankruptcy proceedings. See Item 7, ManagémBiscussion and Analysis of Financial Conditammd Results of Operations Risk Management Activities — Credit
Risk.

A portion of TVA's capacity provided by power puase agreements is provided under long-term costthat expire between 2010 and 2032, and the rigpsfisant
of these contracts are discussed below.

e Caledonia Combined Cycle FacilityDuring the third quarter of 2007, TVA entered irdo operating lease agreement and various relatettacts for th
Caledonia combined cycle facility located near @abus, Mississippi, with a commencement date of JuB007. The lease agreement has gekb-term expirin
on February 28, 2022. The Caledonia facility cstssof three combined cycle units with a winter degpendable capacity of 892 megawatts. A converséovice
agreement providing for power purchases from thied@mia facility was terminated as of July 1, 200 lease commencement date, and dispatch comas
shifted to TVA on July 3, 2007. Under the leaséATwill assume plant operations no later than Jaypda 2008. The lease agreement further providesi end-
of-term purchase optiol

Choctaw Generation, L.P.TVA has contracted with Choctaw Generation L‘Ehpctaw”) for 440 megawatts of winter net deperidatapacity from a lignitdired
generating plant in Chester, Mississippi. T¥AContract with Choctaw expires on March 31, 2082. October 9, 2007, Moody's Investors Service dpaude(
Choctaw to 'Bal.' Choctaw has continued to perfonaier the contract and has provided credit assaremTVA, per the terms of the contre

Alcoa Power Generating, Inc.Four hydroelectric plants owned by Alcoa Power Gatieg, Inc. (“APGI"), formerly known as Tapoco, Inc, are operate
coordination with the TVA system. Under contractaaiangements with APGI which terminate on June22d,0, TVA dispatches the electric power generat
these facilities and uses it to partially supplg@e’'s energy needs. T\'s arrangement with APGI provides 348 megawattsinfex net dependable capaci
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« Invenergy TN LLC. TVA has contracted with Invenergy TN LLC for B¥egawatts of wind energy generation from 15 wintbihe generators located on Buff
Mountain near Oak Ridge, Tennessee. Because ofighee of wind conditions in the TVA service arézese generators provide energy benefits but at
included in TV#'s net dependable capacity total. TVA's contrati Wivenergy TN LLC expires on December 31, 2(

¢ Southeastern Power Administrationl VA, along with others, contracted with the Saahktern Power Administration (“SEPA”) to obtain mavrom eight U.S.
Army Corps of Engineers hydroelectric facilities tie Cumberland River system. The agreement viR/Scan be terminated upon three years’ noticethisit
notice of termination may not become effective ptoJune 30, 2017. The contract originally regdiSEPA to provide TVA an annual minimum of 1,5@is of
power for each megawatt of TVA’'s 405 megawatt altam, and all surplus power from the CumberlangeRsystem. Because hydroelectric production leas b
reduced at two of the hydroelectric facilities e Cumberland River system (Wolf Creek and CentkiDXdms) and because of reductions in the sumrreas
flow on the Cumberland River, SEPA decla“force majeur” on February 25, 2007. SEPA then instituted an geray operating plan th¢

- Eliminates its obligation to provide any affectagstomer (including TVA) with a minimum amount ofvper;

— Provides for all affected customers (except TVAjeoeive a pro rata share of a portion of the ghassly generation from the eight Cumberland River
hydroelectric facilities

— Provides for TVA to receive all of the remainingunly generation (minus station service for thosslitées);

- Eliminates the payment of demand charges by cusw(meluding TVA) since there is significantly nated dependable capacity on the Cumberland
River system; an

— Increases the rate charged per kilowatt-hour ofggneeceived by SEPA’s customers (including TVAgchuse SEPA is legally required to charge rates
that cover its cost:

It is unclear how long the emergency operating pidhremain in effect.

Under the Public Utility Regulatory Policies Act 8978, as amended by the Energy Policy Act of 1882the Energy Policy Act of 2005, TVA is requitedourchase
energy from qualifying facilities, cogenerators amdall power producers at TVA's avoided cost dfgeherating or purchasing this energy from anotiwerrce.

During the past five years, TVA supplemented ites@ogeneration through power purchases as follows:

Purchased Power*
For the years ended September 30

2007 2006 2005 2004 2003
Millions of kWh 22,141 19,019 14,892 14,025 15,181
Percent of TV/'s Total Power Suppl 12.4 10.9 8.5 8.3 9.1

Note:
* Purchased power amounts for years 2004, 200528606 have been adjusted to remove APGI purchasemelude them as a credit to Industries direstyved

For more information regarding TVA's power purchaddigations, see Note 14 -Sommitments — Power Purchase Obligations.

Purchasing power from others will likely remainartoof how TVA meets the power needs of its serei@a. The Strategic Plan establishes a goallahbiag
production capabilities with power supply requirentsewithin five percent. Achieving this goal widquire TVA to reduce its reliance on purchasedgrown 2007, TVA took
several actions which will help reduce its depercgesn purchased power.

« TVA purchased two additional combustion turbineilfes in December 2006 that together provide agpnately 1,296 megawatts of winter net dependable

capacity. See Item 1, Busine— Power Suppl— Combustion Turbines and Future Combined Cycle Fg.
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« Browns Ferry Nuclear Plant Unit 1 (“Browns Ferryityi') began commercial operation on August 1, 2087owns Ferry Unit 1 is initially providing adénal
generating capacity of approximately 1,150 meganeatit is expected eventually to provide approxilmdt®80 megawatts of capacity. See Iltem 1, Bissine
Nuclear.

¢« On August 1, 2007, the TVA Board approved the catiph of Watts Bar Nuclear Plant Unit 2 (“Watts Bamit 2”) upon which construction was halted in
1985. Completing Watts Bar Unit 2 is expectedatet60 months and cost approximately $2.5 billexcluding allowance for funds used during consteuncand
initial nuclear fuel core costs. When completee, tlaclear unit is expected to provide 1,180 megavedtcapacity. See Item 1, Busin— Nuclear.

« In September 2007, the TVA Board approved procegdith the construction of a combined cycle fagilit a former combustion turbine site of approxieha80
acres located in southwest Tennessee. See ItBosihess— Power Suppl— Combustion Turbines and Future Combined Cycle Rgc.

Net Dependable Capacity

The following table summarizes the winter net defadste capacity in megawatts TVA had available aSegtember 30, 2007:
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NET DEPENDABLE CAPACITY
As of September 30, 2007

Winter Net Summer Net Date First Unit Date Last Unit
Number of Dependable Capacity Dependable Capacity Placed in Service Placed in Service

Source of Capacity Location Units L(Mw) (Mw)

TVA-OWNED GENERATING FACILITIES

Coa-Fired
Allen Tennesse 3 744 73t 1959 1959
Bull Run Tennesse 1 88¢ 88¢ 1967 1967
Colbert Alabama 5 1,197 1,18(C 1955 1965
Cumberlanc Tennesse 2 2,532 2,47¢ 1973 1973
Gallatin Tennesse 4 97€ 964 1956 1959
John Sevie Tennesse 4 712 704 1955 1957
Johnsonville Tennesse 10 1,24¢ 1,20C 1951 1959
Kingston Tennesse 9 1,43: 1,411 1954 1955
Paradist Kentucky 3 2,32¢ 2,201 1963 1970
Shawnet Kentucky 10 1,36¢ 1,32¢ 1953 1956
Widows Creek Alabama 8 1,62¢ 1,60 1952 1965
Total Coa-Firec 59 15,05: 14,69¢
Nuclear
Browns Fern Alabama 3 3,38: 3,28( 1974 1977
Sequoyal Tennesse 2 2,33¢ 2,28z 1981 1982
Watts Bar Tennessee 1 1,182 1,10¢ 1996 1996
Total Nuclea € 6,89¢ 6,671
Hydroelectric
Conventional Plant Alabama 36 1,14¢€ 1,18¢ 1925 1962
Georgia 2 32 35 1931 1956
Kentucky 5 16& 21¢ 1944 1948
North Caroline 6 45E 48¢ 1940 1956
Tennesse 60 1,73¢ 1,91¢ 1912 1972
Pumped Storage Tennessee 4 1,65! 1,65! 1978 1979
Total Hydroelectri 113 5,18¢ 5,501
Combustion Turbiné
Allen Tennesse 20 597 47¢€ 1971 1972
Colbert Alabama 8 48C 384 1972 1972
Gallatin Tennesse 8 79C 63€ 1975 2000
Gleasor? Tennessee 3 54C 51¢ 2007 2007
Johnsonville Tennesse 20 1,50¢ 1,21¢ 1975 2000
Kempel Mississippi 4 39C 32¢ 2001 2001
Lagoon Cree Tennesse 12 1,19¢ 1,00¢ 2002 2002
Marshall County Kentucky 8 75¢€ 65¢ 2007 2007
Total Combustion Turbir 83 6,25¢ 5,23z
Diesel Generatc
Meridian Mississippi 5 9 9 1998 1998
Albertville Alabama 4 ¢ ¢ 2000 2000
Total Diesel Generatc 9 13 13
Renewable Resources
Total TVA-Owned Generation Faciliti 33,41( 32,11!
POWER PURCHASE AND OTHER AGREEMENT
APGI 34¢& 347
Caledonit 892 76€
Choctaw 44C 44C
Other Power Purchase Agreements 1,82« 1,87:
Total Power Purchase Agreeme 3,50¢ 3,42’
Total Net Dependable Capacit 36,91« 35,54

Notes:

(1) Net dependable capacity is defined as thétpbif an electric system, generating unit, or otiigstem component to carry or generate power fpegified time period excluding any fluctuationsapacity that may occur due to planned outages,

unplanned outages, and deratings.

(2) As of September 30, 2007, 24 of TVA's combustiorbine units were leased to private entities leaded back to TVA under long-term leases.

(3) Plant does not have firm gas transportatiotherability to burn oil as a ba-up fuel; however, TVA forecasts available gas syfipt Gleason throughout the fiscal ye
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Nuclear
Overview

TVA has six operating nuclear units and has resuceadtruction of one nuclear unit that is schedtibelde placed in service in 2013. Selected siedistf each of these
units are included in the table below.

TVA Nuclear Power
As of September 30, 2007

Installed Capacity

(MW) Net Capacity Date of Expiration of Date of Expiration of
Nuclear Unit Status Factor for 2007 Operating License Construction License
Sequoyah Unit : Operating 1,221 98.t 2020 -
Sequoyah Unit . Operating 1,221 89.t 2021 -
Browns Ferry Unit 1 Operating 1,150 85.¢ () 2033 —
Browns Ferry Unit 2 Operating 1,190 74.C 2034 -
Browns Ferry Unit & Operating 1,190 94.1 2036 -
Watts Bar Unit 1 Operating 1,230 82.% 2035 -
Watts Bar Unit 22 Construction to resume in - - — 2010

December 200

Notes:
(1) Browns Ferry Unit 1 capacity factor is derivied a period of commercial operation from Augus@07, through September 30, 2007.
(2) Completion of construction of Watts Bar Unitvas approved by the TVA Board on August 1, 2(

TVA began a significant nuclear plant constructiwagram in 1966 to meet projected system load drowitt the height of its construction program, TWAd 17 units
either under construction or in commercial operatibseven plant sites. In 1982, TVA canceled taogon of four units because of lower than expddbad growth, and TVA
canceled four more units in 1984 for similar reason

By August 1985, TVA had delayed construction of wots each at Watts Bar and Bellefonte Nucleant8land had shut down its three-unit Browns Ferglbar
Plant and two-unit Sequoyah Nuclear Plant becatiaa imcreasing number of technical and operatipnalblems. The Nuclear Regulatory Commission (“NR@quired TVA
to address program and management deficiencie®ardvide its corrective actions to the NRC bef@starting any of its licensed nuclear units quessting a license for
Watts Bar Unit 1. After implementing a compreheergiecovery plan, TVA restarted Sequoyah Unit Rlay 1988 and Sequoyah Unit 1 in November 1988. Te¥#arted
Browns Ferry Unit 2 in May 1991 and Browns Ferryitthin November 1995. Construction of Watts Banitl was successfully completed, and the unit cemeed full powe
commercial operation in May 1996.

In May 2002, the TVA Board initiated activities teturn Browns Ferry Unit 1 to service, and on Audus2007, Browns Ferry Unit 1 returned to commarci
operation. The total amount invested in the Uni¢égtart project through the commercial operatiate dvas $1.84 billion excluding allowance for fund&d during construction
(“AFUDC") of $269 million. TVA completed Browns gy Unit 1 during 2007 with a total project costeprun of $90 million or five percent of the origlmmojected cost. The
cost overruns were due in part to the scope of vassociated with extended power uprate being gréee planned. Browns Ferry Unit 1 provides dadddl generating
capacity of approximately 1,150 megawatts and jgeeted to eventually provide 1,280 megawatts o&cip.

In November 2005, TVA canceled the constructiotoits 1 and 2 at Bellefonte Nuclear Plant. Two tharprior to the cancellation of these units, tietiéSonte site
was selected by NuStart Development LLC (“NuStaaS)one of two sites for the development of a coetblicense application for two new reactors usirgWestinghouse
Advanced Passive 1000 (“AP1000") reactor designStdrt is an industry consortium composed of 1iities and two reactor vendors whose purpose satsfactorily
demonstrate the new NRC licensing process for ambadesign nuclear plants. TVA submitted its caratilicense application to the NRC for Bellefontaits) 3 and 4 in
October 2007. If approved, the license to build aperate the plant would be issued to TVA. Olitgithe necessary license will give TVA more certgiabout the cost and
schedule of a nuclear option for future decisiohke TVA Board has not made a decision to consaustw plant at the Bellefonte site.
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On August 1, 2007, the TVA Board approved compgetire construction of Watts Bar Unit 2. Prior e approval, TVA conducted a detailed scopingmesting, and
planning study to estimate the project’s cost, dakes and risks. Separately, TVA prepared a repaatuating potential environmental impacts as ireguby the National
Environmental Policy Act. TVA has an NRC constiaotpermit for Watts Bar Unit 2 that expires in B0dnd will need to seek an extension of the peimorder to complete
construction activities. TVA will seek an operailicense under NRC regulations, and this procesnelude an opportunity for a public hearing.of@pleting Watts Bar Unit
is expected to take approximately 60 months antamsroximately $2.5 billion, excluding AFUDC. Rneinary project activities began in October 200Vaccordance with
NRC policy, TVA notified the NRC that it may resumaerestricted construction activities as early as@nber 3, 2007. Current plans are to begin agetgin related activitie
by the end of December 2007. When completed, VBattdJnit 2 is expected to provide 1,180 megawatisapacity.

Spent Nuclear Fuel

Under the Nuclear Waste Policy Act of 1982, TVAdarther domestic nuclear utility licensees) enténéal a contract with the U.S. Department of EngtfOE”") for
the disposal of spent nuclear fuel. Payments t&@R€ based upon TVA'’s nuclear generation and eltbig nuclear fuel expense. Although the contreatied for DOE to
begin accepting spent nuclear fuel from the wditby January 31, 1998, DOE announced that it wootdegin receiving spent nuclear fuel from angndstic nuclear utility
until 2010 at the earliest. TVA, like other nudledilities, stores spent nuclear fuel in pooldofated water at its nuclear sites. TVA would haad sufficient space to continue
to store spent nuclear fuel in those storage petats Sequoyah and Browns Ferry Nuclear Plantsfinitely had DOE begun accepting spent nucleal fUROE’s failure to do
so in a timely manner required TVA to construct dagk storage facilities at its Sequoyah and Broiersy Nuclear Plants and to purchase specialgtocantainers for the
spent nuclear fuel. The Sequoyah and Browns Fgrgask storage facilities have been construateldespproved by the NRC and have been in use sib@é &nd 2005,
respectively, providing storage capacity througB®@at Sequoyah and 2019 at Browns Ferry. WatthBsaisufficient storage capacity in its spent pgl to last until
approximately 2015.

To recover the cost of providing long-term, on-siterage for spent nuclear fuel, TVA filed a brea€lcontract suit against the United States inGbert of Federal
Claims in 2001. In August 2006, the United Stateisl TVA almost $35 million in damages awarded ly €ourt of Federal Claims, which partially offfe¢ construction costs
of the dry cask storage facilities that TVA incutthrough 2004. TVA is pursuing additional claiagainst DOE to recover costs that TVA has incuafer 2004.

Low-Level Radioactive Waste

Low-level radioactive waste (“radwaste”) resultsrfrthe normal operation of nuclear units and inetusuch materials as disposable protective clothigs, and
filters. TVA has contracted to dispose of radwadta Barnwell, South Carolina, disposal facilltyaugh June 2008. As allowed by the Low-Level Radtive Waste Policy
Act, on July 1, 2008, the Barnwell, South Carolifslity will close to radwaste generators locatedtates that are not members of the Atlantierstate Lowkevel Radioactiv
Waste Management Compact ("Atlantic Compact"). @mticut, New Jersey, and South Carolina are mesrdfahe Atlantic Compact. Accordingly, after J@@08, TVA will
no longer be able to use this disposal facility asitlhave to consider other options, which maylinie storing some radwaste at its own faciliti&¥/A is capable of doing so f
an extended period of time, and has done so ipdke

Nuclear Decommissioning Trust
TVA maintains a nuclear decommissioning trust tovte funding for the ultimate decommissioningtsfriuclear power plants. The trust is investeskicurities
generally designed to achieve a return in line witkrall equity market performance. The assethetrust as of September 30, 2007, totaled $1idrhiwhich is greater than

the present value of TVA's estimated future nucldgcommissioning costs as computed under the NRdirfg requirements but less than the present \ltieese costs as
computed under Statement of Financial Accountirmn&ards No. 143Accounting for Asset Retirement Obligation§te Note 14 —€ontingencies -Becommissioning Cosl
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Nuclear Insurance

The Price-Anderson Act provides a layered framevadrirotection to compensate for losses arisingnfeonuclear event. For the first layer, all NRClear plant
licensees, including TVA, purchase $300 milliomotlear liability insurance from American Nucleasurrers for each plant with an operating licerfSends for the second
layer, the Secondary Financial Program, would cthora an assessment of up to $101 million from tberisees of each of the 104 NRC licensed reagidfeeiUnited
States. The assessment for any nuclear accidendwe limited to $15 million per year per unitmgrican Nuclear Insurers, under a contract withNR&, administers the
Secondary Financial Program. With its six licensais, TVA could be required to pay a maximum 668 million per nuclear incident, but it would haieepay no more than
$90 million per incident in any one year. When ¢betributions of the nuclear plant licensees aded to the insurance proceeds of $300 milliony &1€.7 billion would be
available. Under the Price-Anderson Act, if thstftwo layers are exhausted, Congress is reqtoréake action to provide additional funds to cother additional losses.

TVA carries property, decommissioningd alecontamination insurance of $4.6 billion ferlitensed nuclear plants, with up to $2.1 billeorilable for a loss at any one
site, to cover the cost of stabilizing or shuttdwyvn a reactor after an accident. Some of thisramsce, which is purchased from Nuclear Electrgutance Limited (“NEIL"),
may require the payment of retrospective premiumtua maximum of approximately $66 million. Ont@er 1, 2007, TVA endorsed the existing propedigges for the
Watts Bar Nuclear Plant site to add Builders Riskezage for the construction of Unit 2. The adxfitof this coverage places the new maximum retaismeassessment at
$70.5 million.

TVA purchases accidental outage (business inteonipinsurance for TVA's nuclear sites from NEILn the event that an accident covered by this pdiges a
nuclear unit offline or keeps a nuclear unit ofljiNEIL will pay TVA, after a waiting period, andemnity (a set dollar amount per week) up to a maxn indemnity of $490
million per unit. This insurance policy may requthe payment of retrospective premiums up to amax of approximately $24 million. See Note 14Gentingencies—
Nuclear Insurance

Tritium-Related Services

TVA and DOE are engaged in a long-term interageagrgement under which TVA will, at DOE’s requestadiate tritium producing burnable absorber radadsist
DOE in producing tritium. Tritium is used in nuatfeweapons. This agreement, which ends in 208bijnes DOE to reimburse TVA for the costs that TWurs in connection
with providing irradiation services and to pay T\4A irradiation services fee at a specified ratetqiarm-producing rod over the entire operatingleyin which the tritium-
producing rods are irradiated.

In September 2002, the NRC issued amendments tptrating licenses for the Watts Bar and Sequdlediear Plants, allowing TVA to provide irradiatiservices
for DOE at these plants. The Watts Bar licenseraiment currently permits TVA to install up to 24@iim-producing rods in Watts Bar Unit 1. Planrfature license
amendments would allow TVA to irradiate up to apjimaately 2,000 tritium-producing rods in the WaBar and Sequoyah reactors.

In general, tritium-producing rods are irradiatedd full cycle, which lasts about 18 months. ¢ £nd of the cycle, TVA removes the irradiatedsradd loads them
into a shipping cask. DOE then ships them toritisin-extraction facility. TVA loads a fresh sef tritium-producing rods into the reactor durirach refueling
outage. lIrradiating the tritium-producing rods sloet affect TVA's ability to operate the reactayproduce electricity.

TVA began irradiating tritiunproducing rods at Watts Bar Unit 1 in the fall @03. TVA removed these rods from the reactor éghring of 2005. DOE subsequel
successfully shipped them to its tritium-extractfaaility. At this time, no tritium-related sends are being performed at the Sequoyah Nucleat.Plan
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Fuel Supply
General
TVA'’s consumption of various types of fuel depetfatgiely on the demand for electricity by TVA'’s costers, the availability of various generating uréisd the

availability and cost of fuel. The following takledicates TVA's costs for various fuels for theaygindicated:

Fuel Purchases for TVA-Owned Facilities
For the years ended September 30

(in millions)
2007 2006 2005 2004 2003
Coal $1,92: $1,83¢ $1,49¢ $1,25¢ $1,24:
Natural gas 62 60 63 22 42
Fuel oil 22 46 28 17 40
Uranium 121 71 44 1€ 42
Total $2,12] $2,01: $1,63( $1,30¢ $1,36¢

TVA also has tolling agreements under which it bpgeer production from outside suppliers. Undesthtolling agreements, TVA supplies the fuel ®dhtside
supplier, and the outsider supplier converts tle ifto electricity. The following table indicatése cost of fuel supplied by TVA under these agreets and also the average
fuel expense per kilowatt-hour for the years intida

Natural Gas Purchases for Tolling Plants
For the years ended September 30

2007 2006 2005 2004 2003
Cost of Fuel (In millions $430 $288 $159 $10 $ <1
Average Fuel Expense (cents/k\W 5.51 6.07 6.21 4.71 0.00

Beginning with the implementation of the FCA medsanon October 1, 2006, TVA's rates are adjusted guarterly basis to reflect changing fuel ancchased
power costs. See Item 1, BusinesdRate Actions

Coal

Coal consumption at TVA's coal-fired generatingiliies during 2007 was 46.5 million tons. As ofpsember 30, 2007 and 2006, TVA had 23 days anda98 df
system-wide coal supply at full burn, respectivelhith a net book value of coal inventory of $264lioim and $214 million, respectively.

TVA utilizes both short-term and long-term coal trasts. Long-term coal contracts generally lasgkr than one year, while short-term contractaiawally for one
year or less. During 2007, lo-term contracts made up 89 percent of coal purchasé short-term contracts accounted for the ramaihl percent. TVA plans to continue
signing contracts of various lengths, terms, aral qaality to meet its expected burn and inventeguirements. During 2007, TVA purchased coal &gif as follows:

e 37 percent from the lllinois Basi

e 24 percent from the Powder River Basin in Wyomi

« 23 percent from the Uinta Basin of Utah and Colorahd

» 16 percent from the Appalachian Basin of Kentudkgnnsylvania, Tennessee, Virginia, and West Vieg

Total system coal inventories were at or aboveetaryels for all of 2007. During 2007, 42 percehTVA's coal supply was delivered by rail, 19 pent was delivered
by barge, and 33 percent was delivered by a cortibmaf barge and rail. The remainder was delivérgdruck.
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Natural Gas and Fuel Oil

During 2007, TVA purchased substantially all ofriestural gas requirements from a variety of supplisnder contracts with terms of one year or |&3¢A purchases
substantially all of its natural gas to operate bastion turbine peaking units and to supply fuelenpower purchase agreements in which TVA is tie¢ gupplier. At
September 30, 2007, all but one of TVA's combustimbine plants were dual fuel capable, and TVA flu@s$ oil stored on each site for its dual-fuel darstion turbines as a
backup to natural gas.

During 2007, TVA purchased substantially all offiiel oil on the spot market. At September 30,7280d 2006, the net book value of TVA’s natural igaisventory
was $3 million and $2 million, respectively, ane tiet book value of TVA's fuel oil in inventory w&80 million and $54 million, respectively.

Nuclear Fuel

Converting uranium to nuclear fuel generally invasfour stages: the mining and milling of uraniara to produce uranium concentrates; the conversfiomanium
concentrates to uranium hexafluoride gas; enrichrearanium hexafluoride; and the fabricationoé enriched uranium hexafluoride into usable feseablies. TVA
currently has 100 percent of its forward four-y€4308 through 2011) uranium mining and milling regments either in inventory or under contractifeboiling water reactor
units at Browns Ferry Nuclear Plant and has 100equerof its forward fousrear (2008 through 2011) uranium requirements undetract for its pressurized water reactor urti
Sequoyah and Watts Bar Nuclear Plants. In addifidfA has 100 percent of its conversion, enrichmant fabrication needs under contract through 2011

TVA, DOE, and some nuclear fuel contractors havered into agreements that provide for the blendiogn of surplus DOE highly enriched uranium (utemithat is
too highly enriched for use in a nuclear power plavith other uranium. Under these agreementsethiched uranium that results from this blendingcpss, which is called
blended low enriched uranium (“BLEU"), is fabricdtmto fuel that can be used in a nuclear powentpl&his blended nuclear fuel was first loaded iBrowns Ferry reactor in
2005 and is expected to continue to be used tadeioe Browns Ferry reactors through 2013. Plamsiaderway to begin using BLEU fuel in Sequoyatit @rbeginning in
2008.

Under the terms of an interagency agreement bet®&n and TVA, in exchange for supplying highly eted uranium materials for processing into usat/EB fuel
for TVA, DOE will participate to a degree in thevsays generated by TVA'use of this blended nuclear fuel. TVA anticigateese future payments could begin in 2009 aric
until 2013. See Note 1 -Blended Low Enriched Uranium Prograier a more detailed discussion of the BLEU project.

TVA owns all nuclear fuel held for its nuclear plan As of September 30, 2007 and 2006, the nek balue of this nuclear fuel was $602 million art®$ million,
respectively.

For a discussion of TVA's plans with respect torgpaiclear fuel storage, see Item 1, BusiresSluclear — Spent Nuclear Fuel
Transmission

The TVA transmission system is one of the largefiorth America. The system delivered nearly 1ilh kilowatt-hours of electricity in 2007, and has operated
99.999 percent reliability over the last eight yeiar delivering electricity to customers.

To the extent federal law allows access to the ThaAsmission system, the TVA transmission orgaiuratffers transmission services to others to trahpower at
wholesale in a manner that is comparable to TVAB ase of the transmission system. TVA has als@@dband operates in accordance with a publishend&tds of Conduct
for Transmission Providers and appropriately separigs transmission functions from its marketingdtions.

Also, TVA is cooperating with other transmissiorsgms to improve regional coordination in the openeof the bulk transmission system. The inisedp of this
coordination effort was to establish a joint trarssion reliability area with other public power ms. In 2002, TVA entered into reliability coandition agreements with
Associated Electric Cooperative Inc., Big Riversditic Corporation, and East Kentucky Power Codpearalnc. In 2004, Electric Energy, Inc., joindds effort, and in 2006,
TVA began providing reliability coordination seref for E.ON U.S. subsidiaries Kentucky Utilitiesr@@any and Louisville Gas and Electric Company.
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Consistent with these arrangements, TVA has besiguigted by the North American Electric Reliabil@prporation (“NERC”}o serve as the reliability coordinator
parts of 11 states covering 199,000 square milésavpopulation of nearly 11 million people. Ag tteliability coordinator for this region, TVA igsponsible for monitoring a
helping to ensure the reliable operation of th&Itnsmission system in a region that includesiqs of Alabama, Georgia, lllinois, lowa, Kentuchyississippi, Missouri,
North Carolina, Oklahoma, Tennessee, and VirgifigA is one of 17 reliability coordinators in NER

Additionally, TVA, in its capacity as reliabilityaordinator, has executed a joint reliability coomtion agreement with the Midwest Independent Trassion System
Operator and PJM Interconnection, LLC to improve itbliability of the regional grid. This effortéludes a coordinated approach to transmission dgEaailability, system
outage approval, congestion management, and trasgmiplanning. Similar agreements to coordinatdyais and operational processes in support abmegtransmission

reliability have been executed with Entergy Sersjdac., Southwest Power Pool, Inc., Southern Comjservices, Inc., and VACAR South RC (a Virginiar@ina reliability
group).

Reliability Coordinator Map

L D - Iinais Indiana
X i

2 —

Arkansas

AECI - Associted Elactie Cooparathe, lne.
W EE| - Elbtirie Enargy, e

W EKPC - Esst Kentucky Power Cooperative, re.

E— LGAE/ML - Loulsvie Gas & Elsctric / Kentucky Utiities Co.

Alabama | Georgia

Mississipp

A new interconnection, the Five Points - Homewoogjgrt, was completed to address several contingssaes in the southern extreme of TVA's Missjsisggrvice
area. This interconnection with South MississipleidEic Power Association is the first with a ndaghing utility since 1993. TVA now has intercontiens with 13 neighborin
electric systems.

Mandatory compliance with certain reliability stamds began on June 18, 2007. FERC issued itsrfifeabn the Electric Reliability Organization (“ER) Reliability
Standards, approving 83 of 107 proposed standatusitted by the North American Electric ReliabilBorporation. The mandatory reliability standaagply to all users,
owners, and operators of the bulk power systentydiicg TVA, and both monetary and non-monetary fie@eamay be imposed for violations of the standafithe most serious
violations can be subject to penalties of up torfilion per day per violation. The rule directs thRO to focus on the most serious violations dugngnitial period through
December 31, 2007. To the best of its knowledy® & operating in conformity with these reliabylistandards.
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Stewardship

TVA is responsible for managing the TennesseerRind its tributaries — the United States’ fifthglest river system — to provide, among other thiggar-round
navigation, flood damage reduction, affordable eglidble electricity, and, consistent with thesernary purposes, recreational opportunities, adeguater supply, improved
water quality, and economic development. TVA ofes&9 dams, which comprise its integrated resesysitem. Twentytine of these dams produce conventional hydroeds
power, and one additional project is solely a pudngterage hydroelectric project. The reservoitesysprovides 800 miles of commercially navigabldemaay, and also
provides significant flood reduction benefits batithin the Tennessee River system and downstreatheolower Ohio and Mississippi Rivers. The resarsystem also
provides a water supply for residential and indaktustomers, as well as cooling water for som&\WA’s coal-fired and nuclear power plants.

TVA reservoirs and public lands provide outdooreation opportunities for millions of visitors eagbkar. TVA has stewardship responsibility for apgmately
293,000 acres of reservoir land, 11,000 miles ofaine, and 650,000 acres of reservoir water serévailable for recreation and other purposesA Tifnishes over 100
recreation facilities such as campgrounds, boapsarfishing piers, and picnic areas.

Weather and Seasonality

Weather affects both the demand for and the mamkets of electricity. TVA’s power system geneygleaks in the summer, with a slightly lower peakhe
winter. After meeting a peak demand of over 32,0@@awatts for the first time in 2006, TVA met peldmands that exceeded 33,000 megawatts six timsgust
2007. TVA met its highest winter peak demand qB30 megawatts on January 31, 2007, and met itebigpeak power demand ever, at 33,482 megawatttsnlthe afternoo
on August 16, 2007, when the average temperatuossthe Tennessee Valley was 102 degrees Fahreides Item 1A, Risk Factors, for a discussiothefpotential impact ¢
weather on TVA.

TVA uses weather degree days to measure the inopactather on TVA’s power operations. Weather degtays measure the extent to which average tetapesan
the five largest cities in TVA's service area viinm 65 degrees Fahrenheit. TVA calculates wealkegree days for Memphis, Nashville, Knoxville, a&lthttanooga,
Tennessee, and Huntsville, Alabama, the five ldrgiéigs in TVA's service area.

During 2007, TVA had five more heating degree daryd 253 more cooling degree days than in 2006. gfégeh below shows the number of heating and coalegree
days for 2007, 2006, and 2005 as compared to tirealmumber of heating and cooling degree day® I®en 7, Management'’s Discussion and Analysisioéticial Condition
and Results of Operations Executive Summary — Challenges During 2007 — Wie&thieditions.

Heating and Cooling Degree Days
4,000

710 Oy
3,000
2,500

2,000

1,500

Weather Degree Days

1,000

500

0
2007 2006 2005

N Heating degree days T—JCooling degree days = - = Heating Days (Normal}

Cooling Days (Normal)

Page 2¢




Table of Content

2007 was the driest year in the eastern Tennesakey\in 118 years of record-keeping with rainf&6l percent of normal for the year and runoff 54pat of
normal. Largely as a result of this low rainfaliderunoff, TVA'’s hydroelectric production for 20@7as slightly more than nine billion kilowatt-hourghich was nine percent, 42
percent, and 35 percent lower than 2006, 20052804, respectively.

The hot weather and low rainfall were also sigaificfactors in causing TVA to reduce output at savgenerating plants during the period of mid-Jthmeugh mid-
September. During this period, temperatures ol érmessee and Cumberland Rivers reached levelsiet discharging cooling water from some of TVAlants into the
rivers could have caused the permitted thermaldifior the rivers to be exceeded. While everyréffas made to lower electrical output during l@mad periods (derates) to
reduce financial and operational impacts, sometegnaere required during higher load daytime hoairseet the permitted temperature limits. Theselitmns caused TVA to
rely heavily on purchased power and more experggveration sources such as combustion turbineeg@fi07. See Iltem 7, Management's Discussion aralyAis of
Financial Condition and Results of Operation€Executive Summary —Challenges During 2007 — We&tbeditions.

Competition

TVA sells electricity in a service area that iggely free of competition from other electric povpeoviders. This service area is defined primasiytwo provisions of
law: one called the “fence” and one called thetiaherrypicking” provision. The fence limits thegion in which TVA or distributors of TVA power marovide power. The
anti-cherrypicking provision limits the ability others to use the TVA transmission system for tmpgse of serving customers within TV8AService area. Bristol, Virginia, w
exempted from the anti-cherrypicking provision.

Recently there have been efforts to erode the gtioteof the anti-cherrypicking provision. FERGu®d an order that would have required TVA to cdenect its
transmission system with the transmission systefast Kentucky Power Cooperative, Inc. (“East Keky) in what TVA believed was a violation of thatacherrypicking
provision. See Item 3, Legal Proceedings. Adddity, Senators Jim Bunning and Mitch McConneltadiuced the Access to Competitive Power Act of 200the Senate that
would, among other things, provide that the anércypicking provision would not apply with respéatany distributor which provided a terminationinetto TVA before
December 31, 2006, regardless of whether the naticelater withdrawn or rescinded. See Item 7, ag@ment’s Discussion and Analysis of Financial Giiordand Results of
Operations —Legislative and Regulatory MattersWhile the FERC action involving East Kentuckywnappears to be moot and the proposed legislaismbt made it to the
Senate floor, the events illustrate how the pratedio TVA's service area provided by the anti-alipicking provision could be called into questiardgerhaps eliminated at
some time in the future.

Regulation
Congress

TVA exists pursuant to legislation enacted by Cesgrand carries on its operations in accordandethig legislation. Congress has the authorityttange this
legislation and thereby expand, reduce, or elineifatA’s activities, significantly change TVA's stiture, require TVA to sell all or a portion of @ssets, or reduce the U.S.
government's ownership interest in TVA. To alloWAto operate more flexibly than a traditional gavment agency, Congress exempted TVA from somergkfezleral laws
that govern other agencies, such as laws relattitethiring of employees, the procurement of siggpéind services, and the acquisition of land. Gtderal laws enacted since
the creation of TVA have been made applicable té\Tiluding those related to the protection of émvironment, cultural resources, and civil riglata$.

Securities and Exchange Commission

Section 37 was added to the Securities ExchangefA934, as amended (the “Exchange Act”), as @iatie Consolidated Appropriations Act, 2005. 8etB7
requires TVA to file with the Securities and ExcgarCommission such periodic, current, and suppléangimformation, documents, and reports as woelddguired pursuant
to section 13 of the Exchange Act if TVA were asuisr of a security registered pursuant to sectafthe Exchange Act. TVA is also exempted bytisac37 of the Exchange
Act from complying with section 10A(m)(3) of the &xange Act, which requires each member of a lis®der's audit committee to be an independent mewiltbe board of
directors of the issuer. Since TVA is an agenay iastrumentality of the United States, securitgssied or guaranteed by TVA are “exempted secstitinder the Securities A
of 1933, as amended (the “Securities Act”), and tmaypffered and sold without registration under3leeurities Act. In addition, securities issuedjoaranteed by TVA are
“exempted securities” and “government securitiesder the Exchange Act. TVA is also exempt frontises 14(a)-(d) and 14(f)-(h) of the
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Exchange Act (which address proxy solicitationspiiar as those sections relate to securities islsydd/A, and transactions in TVA securities arerape from rules governing
tender offers under Regulation 14E of the Exchakgfe In addition, since TVA securities are exentpsecurities under the Securities Act, TVA is exefnpm the Trust
Indenture Act of 1939 insofar as it relates to siies issued by TVA, and no independent trusteedsired for these securities.

Federal Energy Regulatory Commission

TVA is not a “public utility” as defined in the Fechl Power Act (“FPA”), a term which generally indes investor-owned utilities. Therefore, TVA @ subject to the
full jurisdiction that FERC exercises over publidities under the FPA. TVA is, however, an “eléctutility” as defined in the FPA and, thus, iseditly subject to certain
aspects of FERC'’s jurisdiction.

Under section 210 of the FPA, TVA can be orderethterconnect its transmission facilities with lectrical facilities of qualified generators artther electri
utilities that meet certain requirements. It mstfound that the requested interconnection ihépublic interest and would either encourage awasien o
energy or capital, optimize efficiency of facilgi®r resources, or improve reliability. The regments of section 212 concerning the terms andidonsl of
interconnection, including reimbursement of costast also be me

Under section 211 of the FPA, TVA can be orderetiansmit power at wholesale provided that the odides not impair the reliability of the TVA or saunding
systems and likewise meets the applicable requinesraf section 212 concerning terms, conditions, rates for service. Under section 211A of the FP¥A is
subject to FERC review of the transmission rates the terms and conditions of service that TVA |deg others to ensure comparability of treatmergumtt
service with TVA’s own use of its transmission gyt With the exception of wheeling power to Brisiirginia, the antieherrypicking provision of the FF
precludes TVA from being ordered to wheel anothupdier’ s power to a customer if the power would be conglwiéhin TVA's defined service territor

Sections 221 and 222 of the FPA, applicable tareltket participants, including TVA, prohibit (i)ing manipulative or deceptive devices or contriven@
connection with the purchase or sale of poweramamission services subject to FER@irisdiction and (ii) reporting false informati@m the price of electrici
sold at wholesale or the availability of transmisscapacity to a federal agency with intent to dwlently affect the data being compiled by the age

Section 206(e) of the FPA provides FERC with aduthdo order refunds of excessive prices on shema sales (transactions lasting 31 days or less)lbmarke
participants, including TVA, in market manipulatiand price gouging situations if such sales areuad-ER(-approved tariff

Section 220 of the FPA provides FERC with authadtyssue regulations requiring the reporting, dimeely basis, of information about the availalilind price
of wholesale power and transmission service bynallket participants, including TV#

Under sections 306 and 307 of the FPA, FERC magstigate electric industry practices, including T'8Aperations previously mentioned that are sulif
FERC's jurisdiction.

Under sections 316 and 316A of the FPA, FERC halsosity to impose criminal penalties and civil p#ies of up to $1 million a day for each violatiam
entities subject to the provisions of Part Il of ffPA, which includes the above provisions applead TVA.

Finally, while not required to do so, TVA has etgtto implement various FERC orders and regulatp@ntining to public utilities on a voluntary basb the extent
that these are consistent with TVA'’s obligationsleinthe TVA Act.

For a discussion of legislation that could chanB&€E'’s ability to regulate TVA, see ltem 7, Managat'®Discussion and Analysis of Financial Conditaemd Results
of Operations —tegislative and Regulatory Matters

Nuclear Regulatory Commission

TVA, like other utilities, operates its nuclear ifé®s in a highly regulated environment and ibjget to the oversight of the NRC, an independgenay which sets the
rules that users of radioactive materials musbfell The NRC has broad authority to impose requiresirelating to the licensing, operation, and deoéssioning of nuclear
generating facilities. In addition, if TVA fails twomply with requirements promulgated by the NR@, NRC has the authority to impose fines, shut domits, or modify,
suspend, or revoke TVA's operating licenses.
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Environmental Protection Agency

TVA is subject to regulation by the Environmentabtection Agency (“EPA”) in a variety of areas, linding air quality control, water quality contralnd management
and disposal of hazardous wastes. See ltem ln&si—Environmental Matters.

States

The Supremacy Clause of the U.S. Constitution fithstates, without congressional consent, frogaleging the manner in which the federal governnoamiducts its
activities. As a federal agency, TVA is exempnifrcegulation, control, and taxation by states ekgepertain areas such as air and water qualitgyre/lCongress has given the
states limited powers to regulate federal actisitie

Other Federal Entities

TVA's activities and records are also subject wew by various entities including TVA'’s Office dfispector General and the following agencies: Gbgernment
Accountability Office, the Congressional BudgetiGdf and the Office of Management and Budget.

Payments in Lieu of Taxes

TVA is not subject to federal income taxes, andh&i TVA nor its property, franchises, or income aubject to taxation by states or their subdivisioHowever, the
TVA Act requires TVA to make payments in lieu okés to states and counties in which TVA conductggsmperations and in which TVA has acquired prtpspreviously
subject to state and local taxation. The total amof these payments is five percent of grossmegs from the sale of power during the precedirsg gecluding sales or
deliveries to other federal agencies and off-systates with other utilities, with a provision foimmum payments under certain circumstances. Digion of in lieu of tax
payments within a state is determined by individsiate legislation.

Environmental Matters

TVA’s power generation activities, like those aardise utility industry and in other industrial smst, are subject to federal, state, and local enmirental statutes and
regulations. Major areas of regulation affectingATs activities include air quality control, watguality control, and management and disposal of soid hazardous wastes.

TVA has incurred, and expects to continue to insuhstantial capital and operating and maintenaosts to comply with evolving environmental reqments
primarily associated with the operation of TVA’s &8al-fired generating units. While these evolviaquirements will impact the operation of existangd new coal-fired and
other fossil-fuel generating units, it is virtuatigrtain that environmental requirements placetheroperation of these generating units will camtino become more
restrictive. Litigation over emissions from coakfl generating units is also occurring, includiitigation against TVA. See Item 3, Legal Proceegi.

Several existing regulatory programs #pply to fossil-fuel units are becoming morergjent, and additional regulatory programs affectossil-fuel units were
promulgated in 2005. These new regulatory progracisde the Clean Air Interstate Rule (“CAIR”) atfte Clean Air Mercury Rule (“CAMR”). CAIR requisesignificant
additional utility reductions of emissions of sulflioxide (*SO, ") and nitrogen oxides (“NQ") in the eastern half of the United States (inahgdall of TVA's operating area),
and CAMR establishes caps for overall mercury eimissin two phases with the first phase becomirfgcgfe in 2010 and the second in 2018. TVA haamusly estimated i
total capital cost for reducing emissions frompigsver plants from 1977 through 2010 would reacl® $llion, $4.8 billion of which had already beguesit as of September 30,
2007. TVA estimates that compliance with CAIR &@AMR could lead to additional costs of $3.0 billitm$3.6 billion in the decade beginning in 20¥s discussed in more
detail below, there could be additional materiadtedf reductions of carbon dioxide (“CQ) are mandated or if future legislative, regulgtaor judicial actions lead to more
stringent emission reduction requirements. Thes¢scannot reasonably be predicted at this time.

In addition, an existing federal water regulati@vering cooling water intake structures and temipees may also become more stringent. In Janu@0y,2he United
States Court of Appeals for the Second Circuit €f¢i®econd Circuit”) remanded EPA’s rule on thidbgact. In response, EPA has suspended the rulesereral parties are
seeking United States Supreme Court review of #w&d Circuit decision. If the Second Circuit'cidéon becomes law after all appeal processestansuance of a new
rule, compliance is expected to be more costltHerpower industry. TVA is unable at this time &timate these costs.
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Clean Air Developments

Air quality in the United States has significanitiyproved since the enactment of the modern Cleai\&i (‘CAA”") in 1970. These air quality improvemts are
expected to continue as the CAA continues to bdempnted and as programs evolve as a result afiégiyie and regulatory changes. Three substamnited from coal-fired
units have been the focus of emission reductionlaégry programs: SQ, NO , and particulates. Expenditures related to ciaprojects during 2007 and 2006 were
approximately $239 million and $182 million, resfieely. These figures include expenditures in 20087 million to continue to reduce Nmissions through the installation
of selective catalytic reduction (“SCR”) and seleeton-catalytic reduction (“SNCR") systems an@%2nillion for the installation of flue gas desuifzation systems
(“scrubbers”) to continue to reduce $S@missions, each of which is explained in more tbtlbw. The aforementioned estimate of $5.8duilldoes not include additional
capital costs of $3.0 billion to $3.6 billion tHEYA expects to incur over the decade beginningdh2to comply with CAIR and CAMR. Increasinglyisgrent regulation of
some or all of these substances, as well as meesutyossibly CQ, will continue to result in significant capital dwperating costs for TVA’s coal-fired generatingts.

Sulfur Dioxide. Coal-fired utilities have historically emitted l&g@mounts of SGcompared to today’s emissions. Utility S@missions are currently regulated under
the Federal Acid Rain Program and state prograrsigied to meet the National Ambient Air Quality Btards (“NAAQS") for SQ, and fine particulate matter. Looking
forward, additional regulation of Sgemissions will result from implementation of thegr@nal Haze Program and CAIR. In May 2005, EPAliired CAIR to reduce the
interstate transport of fine particulate matter andne by requiring additional large reductionsiifity emissions of NQ, and SO, from 28 eastern states. All seven states in
TVA's service area are submitting plans to EPAmplement CAIR through state rules and have onlppsed a few minor modifications to the federal maedke which
establishes an emission allowance driven prograppiog regional emissions of S@nd NO, among the targeted states. $€aps are reduced in two phases, 2010 and 2015.

Since 1977, TVA has reduced its S#nissions by approximately 80 percent by switchpwer-sulfur coals, re-powering a unit at itsa8mee Fossil Plant with
Atmospheric Fluidized Bed Combustion (“AFBC”) tedhogy, and installing scrubbers on seven of itgdaunits. TVA began construction in 2005 on ithéh scrubber at its
Bull Run Fossil Plant and in 2006 began constructio two more scrubbers at its Kingston Fossil Pé@mpart of its previously announced plans toeaha total SQ emission
reduction of 80 to 85 percent compared to the 18v&l. Additionally, TVA has switched, or plansgwitch, to lower-sulfur coal at several additionalts in the next few
years. ltis likely that additional emission retios measures will have to be undertaken afteretd@nned actions are completed to achieve congdiaith CAIR and an’
future tightening of applicable requirements.

Nitrogen OxidesUtility NO , emissions continue to be regulated under stater@negto achieve and maintain EBANAAQS for ozone, the Federal Acid Rain Progr
the Regional Haze Program, and CAIR. Since 1998 fias reduced its NQemissions during the summer (when ozone levelgéase) by 81 percent by installing various
controls including low-NQ burners and/or combustion controls on 58 of ite&8l-fired units and installing SCRs on 21 of thegest units. (The AFBC unit at Shawnee Fossil
Plant is inherently low NQemitting.)

In 2005, TVA installed SNCR systems on two unitslémonstrate long-term technology capability, amatioued to operate the SNCR at Johnsonville Utfiraugh
the 2007 ozone season. SNCRs generally have l@gremoval capabilities than SCRs. Early in 2006, Thi#gan testing a High Energy Reagent TechnologfERH') on

three units for potential future application. HERTsimilar to SNCR but has higher removal captiesithan SNCRs. The initial HERT testing prognass successful, and in
2007, TVA installed this technology on two coakfirunits (Johnsonville Unit 4 and John Sevier Uhito demonstrate the HERT technology on a potiyp@rmanent
basis. Similar equipment is planned for instatlaton the other three John Sevier units and JowilEobinits 2 and 3 by 2009.

TVA’'s NO , emission reduction program is expected to conttougepend primarily on SCRs, but will also incorgtersome mix of SNCRs and/or HERTs as TVA
gains more experience with these technologies.sd pans may change depending on the timing aretigeof future regulatory developments affectirmgver plant emissions.

On June 21, 2007, EPA proposed lowering the eight-bzone NAAQS. This proposal began a processshatpected to lead to a final decision in Mar@@& on

revising the ozone standard. Meeting the moregegnb EPA standards for ozone contained in the malpaill challenge states and communities in theressee Valley and
across the country.
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The current primary standard, set in 1997, is @&&s per million (“ppm”). EPA is proposing to lomthe primary standard to between 0.075 ppm an@00ppm, and is
also proposing to add a new secondary ozone sthhaladdress impacts on vegetation. If EPA add@ptoposed standards, many urban areas and sdimgurounties in the
Tennessee Valley and throughout the eastern USiieies are likely to be designated as “non-attamegeas (defined as geographic areas where alitgadoes not meet
standards). Non-attainment designations can hdwerse economic implications for areas that aréesignated. Existing emission sources in non-attairt areas can be
required to install additional controls, and newrses planning to locate in such areas are reqtoreteet more stringent emission control requireseand obtain offsets for
their emissions from other sources in the non+attent area. In addition, transportation projeaishsas roadway expansions or repairs, must denas@stonformity with state
plans to achieve attainment status or risk the db$sderal highway funds. An increase in the numdfecounties in the Tennessee Valley designatetbasattainment areas is
also likely to focus additional regulatory attemtion all NO, emission sources including TVA sources.

Particulates/OpacityCoarse particulates (defined as particles of 1Ganieters or larger), which include fly ash, haveg®een regulated by states to meet EPA’s
NAAQS for particulate matter. All of TV'’s coal-fired units have been equipped with meotelrdollectors, electrostatic precipitators, scersbor baghouses, which have
reduced particulate emissions from the TVA systgrmbre than 99 percent compared to uncontrolletsuin 1997, EPA issued separate NAAQS for eveallsmparticles
with a size of up to 2.5 micrometers (“fine paeil). In December 2004 and April 2005, EPA issfieal determinations regarding the areas of thentuwhich are not in
attainment with the 1997 fine particles standafibSe non-attainment areas include counties and pacbunties in the Knoxville and Chattanooga,iessee, metropolitan
areas. In September 2006, EPA revised the 199datds. The 2006 revisions tighten the 24-howe farticle standard and retain the 1997 annualpiarécle standard. EPA
also decided to retain the existing 24-hour stashffar coarse particles, but revoked the relatediahstandard. The last three years of monitoriatg 2004 to 2006) for the
Nashville, Chattanooga, Memphis, and Clarksvillgikiosville areas show that these areas will beectoameeting the more stringent 200¢-hour and annual fine particle
standards. Attainment designations are schedaled thade by EPA in December 2008. CAIR is intdrtdehelp states attain the fine particle standaadd actions taken to
reduce emissions under CAIR, including those pldrimeTVA, are expected to continue to reduce fiadiple levels.

Issues regarding utility compliance with state dfyaequirements are also increasing. Opacity messsthe denseness (or color) of power plant plianéshas
traditionally been used by states as a means oftanong good maintenance and operation of partieutantrol equipment. Under some conditions, fitimy a unit with
additional equipment to better control $@d NO, emissions can adversely affect opacity performaacé, TVA and other utilities are now addressing théue. There are a
disputes and lawsuits with special interest granms the role of continuous opacity monitors inedletining compliance with opacity limitations, an®A has received an
adverse decision in one such lawsuit. See Itebe@al Proceedings.

Mercury. In March 2005, the EPA issued CAMR, which estafdshaps for overall mercury emissions in two phaséh the first phase becoming effective in 2010
and the second in 2018. It allows the statesdalage mercury emissions through a market-basedndgtrade program. All of the states in which Tdperates potentially
affected sources have adopted CAMR without sigaiftchange. In response to a request for recamaside, the EPA confirmed its approach in May 2006.June 2006, 16
states and several environmental groups filed lgwshallenging CAMR. This lawsuit is currentlymng. TVA cannot predict the outcome of the pegdihallenge of
CAMR, or what effects any decision may have thatildaequire the EPA to regulate mercury as a hamexair pollutant. If the EPA’s decisions are Udrend CAMR is
implemented, TVA expects to achieve the requiredcomy reductions for at least Phase | of CAMR frombenefits of the installation of additional enmesscontrol technology
in connection with the implementation of CAIR.

CAMR does, however, require the installation of maercury emission monitoring equipment prior toulaly 1, 2009. TVA is planning to comply with this
requirement by procuring, installing, and certifyiapproximately 23 monitoring systems by the endadéndar year 2008. The costs associated witmtrétoring systems ha
been incorporated into TVA's capital budget.

Carbon Dioxide. Legislation has been introduced in Congress toiregaductions of CQand, if enacted, could result in significant aduitil costs for TVA and other
utilities with coal-fired generation. The curréxdministration has implemented a voluntary initiatiwith the goal of reducing the greenhouse gansity of the U.S. economy
by 18 percent and has asked the electric utilityaseand other industry sectors to support thisative. TVA is supporting this effort in coopeiat with electric utility industry
trade associations and the DOE. TVA has takerisandntinuing to take significant voluntary stepseduce the carbon intensity of its electric gatien, including the recovery
of Browns Ferry Unit 1, planned power uprates ans Ferry Units 2 and 3, the planned completioWatts Bar Unit 2, and the completion of the hydotic modernization
program. TVA has also applied to the NRC for a Gorad License for two advanced nuclear reactotiseaBellefonte Nuclear Plant near Hollywood, Alatzaralthough no
decision has been made to build the reactors. ihgahead, TVA intends to make decisions that giveng consideration to fuel mix and
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generating assets that are low or zero carboniegittsources. In addition to these activities, Ti¢A& member of the Southeast Regional Carbon Saaqtien Partnership and
is working with the Electric Power Research Ingéitand other electric utilities on projects invgating technologies for CQcapture and geologic storage, as well as carbon
sequestration via reforestation. The previous Aushiation asked utilities to voluntarily particigan an effort to reduce, sequester, or avoidrjiease gases. Under that
program, TVA reduced or avoided more than 305 arilions of CQ, from 1994 through 2005, as reported under Sect@5h of the Energy Policy Act. TVA is incorporain
the possibility of mandatory carbon reductions amgnewable portfolio standard into its long rapning, and will continue to monitor legislati@ad regulatory
developments related to C{and a renewable portfolio standard to assess aeyipal financial impacts as information becomesilable.

In addition to legislative activity, climate chanigsues are the subject of a number of lawsuitdéing lawsuits against TVA. See Item 3, Legald@edings. On
November 29, 2006, the U.S. Supreme Court heardabe oMassachusetts v. ERPAoncerning whether EPA has the authority and thutggulate CQ emissions under the
CAA. The District of Columbia Circuit Court of Ayeals earlier affirmed EPA’s decision not to re¢@il@0,. On April 2, 2007, the Supreme Court found thaeghouse
gases, including CQ, are pollutants under the CAA and thus EPA doee ltiae authority to regulate these gases. TheeBupCourt also concluded that EPA's refusal to
regulate these pollutants was based on impermésetlsons, and remanded the case to EPA to "gitsurehsons for action or inaction in the statuté/hile this case focused
on CO, emissions from motor vehicles, it sets a preceftenegulation in other industrial sectors, suchteselectric utility industry.

States are also becoming more active in the ragolaf emissions that are believed to be contrifutd global climate change. Several northeastites have formed
the Regional Greenhouse Gas Initiative which ithenprocess of being implemented, and Californtemédy passed a bill capping greenhouse gas emsssiche state. Other
states are considering a variety of actions. NGdholina is studying initiatives aimed at climateange under the provisions of the state’s Cleaak®stacks Act of 2002. This
act required the State Division of Air Quality tmidy potential control of CQemissions from coal-fired utility plants and otlséationary sources. This effort has also prompted
actions to develop a climate action plan for N@#rolina.

Clean Water Developments

One of the results of the major reductions in ajphesic emissions resulting from the clean air exitenes discussed above is that wastewaters at ddéfired
facilities and across the utility industry may eanging because of waste streams from air quadityrol technologies. Varying amounts of ammoniaiorilar compounds used
as a necessary component of SCR and SNCR operatimnend up in facility wastewater ponds that miagttarge through outfalls regulated under the Cl&arter Act
("CWA"). Operation of scrubbers for Sgxontrol also results in additional amounts of p@lhts introduced into facility wastewater treatmgaonds. EPA is currently collecting
information to determine if the Steam Electric R@ource Effluent Guidelines (“Effluent Guidelingsinder the CWA need to be revised. If the Effluénidelines are revised,
potentially more restrictive discharge limitatidios existing parameters or the addition of new paeters could result in additional wastewater tremnexpense to meet
requirements of the CWA. These costs cannot beratsy predicted at this time, but TVA is involvedand closely monitoring EPA'’s data collectionigities and the progress
of the Effluent Guidelines review process. On ttageslevel, new numeric nutrient criteria developirend implementation (an EPA requirement) may irecadditional
treatment costs to reduce nitrogen concentratieirggtadded to the waste treatment ponds as a m¥ghk operation of air pollution control equipmeRVA is closely
monitoring the development and implementation ahatic nutrient criteria by the states in TVA's Seevarea.

In the second phase of a three-part rulemakingiminmze the adverse impacts from cooling waterketatructures on fish and shellfish, as requiredbursection 316
(b) of the CWA, the EPA promulgated a final rule éxisting power producing facilities (the “Phats®&ule”) that became effective on September 7, 2004 Phase Il Rule
required existing facilities to select among seldiiferent compliance options for reducing the rheanof organisms pinned against and/or drawn imocboling systems. These
options included development of a site-specific ptiamce option based on application of cost-costamt-benefit tests. The site specific tests wesdghed to ensure that a
facility’s costs are not significantly greater thawst projections in the rule or the benefits dedifrom taking mitigation actions. Actions takerctimpensate for any impacts by
restoring habitat, or pursuing other options sucbulding hatcheries for fish/shellfish productievould have counted towards compliance. Someéhrastern states and
environmental groups challenged the new regulagspecially the compliance flexibility it offereith, federal court.

On January 25, 2007, the Second Circuit issuedkitssion in the proceeding challenging the EPAasRHI Rule. The Second Circuit held that costsioabe compare
to benefits in picking the best technology ava#ayBTA”) to minimize the adverse environmental iagps of intake structures. Instead, the court ttedtithe EPA is allowed to
consider costs in two ways: (1) to determine wheahhology can reasonably be borne by industry;(@ntb engage in cost-effectiveness analysis ierdghing BTA. Finding
the rulemaking record to be unclear on whetheERA had relied
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on a cost-benefit analysis or a cost-effectiveaesdysis, the Second Circuit remanded the EPA's Ba&#&rmination, giving the EPA the option to pravareasonable
explanation of its determination or make a new mieiteation based on the permissible cost consideratset out in the Second Circuit opinion. The &dddircuit also remande
provisions of the EPA rule that allowed the usa sfte-specific cost-benefit test and restorati@asares (such as building hatcheries) to demoesteapliance, holding that
these rule provisions were based on an imperméssitmstruction of the statute. Several other prorgsof the Phase Il Rule such as the one thatlsefserformance standards
as a range rather than one national standard Wsereemanded.

On July 9, 2007, EPA suspended all but one prowisicthe Phase Il Rule until the agency has resbilie issues raised by the Second Circuit's remahe. provision
that was retained requires permitting authoritieagply, in the interim, Best Professional Judgn{&iPJ”) controls for existing facilities. BPJ doals are those that reflect the
best technology available for minimizing the adeeesvironmental impacts of intake structures. e of BPJ controls reflects a reversion to theleggry process that was
used by permitting authorities to regulate the iotjd intake structures prior to the promulgatidriree Phase Il Rule.

All of the intakes at TVA's existing coal and nualgenerating facilities were subject to the PHbaRelle. TVA had been in the process of determgnivhat was neede
to comply with the Phase Il Rule, and had beliethed some expenditures might have been requiré@sd earlier assessments are now being re-evaindtght of the Second
Circuit's decision, and EPA's subsequent decisisuspend the Phase Il Rule and revert to BPJalentGiven the uncertainty over the ultimate ootecof the appellate proce
and what the changes in the final rule as ultinyaigdued by EPA will be, TVA cannot assess the misieconsequences at this time.

As a part of the 2006 triennial review of State a@uality Standards in Tennessee, the Tennesgeatent of Environment and Conservation (“TDE@ivered its
threshold for issuing a Precautionary Fish Constonpadvisory (“Precautionary Advisory”) due to merg to 0.3 ppm because of new research and the £R&W water qualit
criterion for methylmercury. The previous threshsoldere 0.5 ppm for a Precautionary Advisory andpps® for a “Do Not Consume Advisory.” In Tennessderecautionary
Advisory recommends that sensitive populations sicbhildren and women of child-bearing age shaotdconsume the fish species named, and thathedt persons should
limit consumption of the named species to one meamonth. A “Do Not Consume Advisory” recommenliattcertain fish species should not be consumeghiggne in any
amount. As a result of lowering the threshold, Bugionary Advisories were issued for several addél stream and reservoir segments within the $fafennessee, including
seven streams and reservoir segments in the TeamBSger Watershed. TDEC’s announcement of additiBrecautionary Advisories for several Tennessatembodies does
not mean that mercury levels in fish are increasingA has been monitoring mercury levels in fisllaediments in TVA reservoirs for the last 35 yearsl TVA’s data was
provided to TDEC as a part of its review procedsA® data show significant reductions in mercuryicentrations in fish from the reservoirs with knoiwdustrial discharges
that have now ceased operation. Other than these #istorically impacted by industrial dischargesrcury concentrations in fish have tended totflate through time with no
discernible trend in fish from most reservoirs. pigssincreased burning of coal for electricity gexi®n, current and historic data records indi¢tags mercury concentrations in
reservoir sediments have remained stable or detline

As is the case across the utility industry andtiveoindustrial sectors, TVA is also facing moneéngfent requirements related to protection of wetkg reductions in
storm water impacts from construction activitiester quality degradation, new water quality créagend laboratory analytical methods. TVA is didtowing litigation related
to the use of herbicides, water transfers, andsele from dams. TVA is not facing any substanegiirements related to non-compliance with exgs@WA regulations.

Hazardous Substances

Liability for releases and cleanup of hazardousstaires is regulated under the federal Comprehe&sivironmental Response, Compensation, and Liaitit,
among other statutes, and similar state statutea.manner similar to many other industries andgrasystems, TVA has generated or used hazarddssasices over the
years. TVA operations at some TVA facilities hagsulted in releases of hazardous substances asitMdrich require cleanup and/or remediation. T¥l&o is aware ¢
alleged hazardous-substance releases at 10 nonafé&&s for which it may have some liability. TVAsh@ached agreements with EPA to settle its lighdéli two of the non-
TVA areas for a total of less than $23,000. Theree been no recent assertions of TVA liability $or of the non-TVA areas, and (depending on tte) ¢here is little or no
known evidence that TVA contributed any significgoantity of hazardous substances to these si Jiteere is evidence that TVA sent materials torémeaining two nonFVA
areas: the David Witherspoon site in Knoxville, iegssee, and the Ward Transformer site in RaleighthNCarolina. As discussed below, TVA is not ablestimate its liabilit
related to these sites at this time.
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The Witherspoon site is contaminated with radioinled, polychlorinated biphenyls (“PCBs”), and metaDOE has admitted to being the main contribafanaterials
to the Witherspoon site and is currently performitgan-up activities. DOE claims that TVA sentipguent to be recycled at this facility, and thevxsdme supporting evidence
for the claim. However, TVA believes it sent omlyelatively small amount of equipment and thatenohit was radioactive. DOE has asked TVA to ‘{gexate” in completing
the cleanup, but it has not provided to TVA anydevice of TVA's percentage share of the contaminatio

At the Ward Transformer site, EPA and a workingugrof potentially responsible parties ("PRPs") hpravided documentation showing that TVA sent eleat
equipment containing PCBs to this site in 1974 e Working group is cleaning up on-site contaminatioaccordance with an agreement with EPA andsplarsue non-
participating PRPs for contribution. The estimatedt of the cleanup is $20 million. In additi®@PA likely has incurred several million dollarsresponse costs, and the
working group has reimbursed EPA approximately $3@8 of those costs. EPA has also proposed awgbeglan for off-site contamination. The presenttva@ost estimate for
performing the proposed plan is about $5 millién.addition, there may be natural resource dambafeitity related to this site, but TVA is not aveaof any estimated amount
for any such damages.

As of September 30, 2007, TVA's estimated liabifity environmental cleanup for those sites for watsafficient information is available to developast estimate
(primarily the TVA sites) is approximately $20 nolh on a non-discounted basis and is included he@iabilities on the Balance Sheet.

Coal-Combustion Wastes

In accordance with a regulatory determination bAE#PMay 2000, coal-combustion and certain relatestes disposed of in landfills and surface impooeits
continue to be regulated as non-hazardous. lruaetipn with this determination, EPA committed &vdloping non-hazardous management standardsdee thastes. These
standards are likely to include increased groundmbnitoring, more stringent siting requiremeatsy closure of existing waste-management facilitigsmeeting minimum
standards. On August 29, 2007, EPA issued a NofiGata Availability in which it requested pubBomment on whether the additional information nmameid in the notice
should affect the EPA’s decisions as it continwefollow up on its commitment to develop managenstandards for coal-combustion wastes. TVA isently reviewing this
information to evaluate its potential impact on T'@perations.

Employee Relations

On September 30, 2007, TVA had 12,013 employeeshofn 5,167 were trades and labor employees. UheefVA Act, TVA is required to pay trades anddab
workers hired by TVA or its contractors the prewgjlrate of wages. This rate is the rate of wdgesvork of a similar nature prevailing in the vidiy where the work is being
performed. Neither the federal labor relationsdawvering most private sector employers nor tlosering most federal agencies apply to TVA. Hogrethe TVA Board has
a long-standing policy of acknowledging and dealiith recognized representatives of its employaesd, that policy is reflected in long-term agreersdatrecognize the unions
(or their successors) that represent TVA employé&esleral law prohibits TVA employees from engagimgtrikes against TVA.

ITEM 1A. RISK FACTORS

The risk factors described below, as well as tiheoinformation included in this Annual Report, slibbe carefully considered. Risks and uncertaintiescribed in
these risk factors could cause future resultsfferdinaterially from historical results as wellfasm the results predicted in forward-looking stagnts. Although the risk factors
described below are the ones that TVA managemersiders significant, additional risk factors theg aot presently known to TVA management or thaATiWanagement
presently considers insignificant may also impafATs business operations. Although TVA has the aitthtir set its own rates and thus mitigate somlesrisy increasing rate
it is possible that partially or completely elimiimey one or more of these risks through rate ireeeanight adversely affect TVA commercially or podlly. Accordingly, the
occurrence of any of the following could have aenat adverse effect on TVA's cash flows, resulteperations, and financial condition.

For ease of reference, the risk factors are predantfour categories: strategic risks, operatioisiis, financial risks, and risks related to TVécarities.
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Strategic Risks

New laws, regulations, and administrative orders ynegatively affect TV''s cash flows, results of operations, and financiedndition, as well as the way TVA conducts its
business.

Although it is difficult to predict exactly how amew laws, regulations, and administrative ordessilel impact TVA, some of the possible effects azsalibed below.
« TVA could lose its protected service territory.
TVA's service area is primarily defined by two pisiens of law.

— The TVA Act provides that, subject to certain mirexceptions, neither TVA nor its distributor cusens may be a source of power supply outside of BVA’
defined service area. This provision is oftenezhthe “fence” since it limits TVA'’s sales acti@$ to a specified service area.

— The Federal Power Act prevents FERC from orderil@\ To provide access to others to its transmisdioes for the purpose of delivering power to custos
within TVA's defined service area, except to thesstomers residing in Bristol, Virginia. This pision is often called the “anti-cherrypicking preian” since i
prevents competitors from “cherrypicking” TVA's domers.

If Congress were to eliminate or reduce the covefghe anti-cherrypicking provision, TVA could neceasily lose customers, and the loss of thederass could
adversely affect TVA's cash flows, results of opienas, and financial condition. See Item 7, Mamagat’s Discussion and Analysis of Financial Comxditand Results
of Operations —tegislative and Regulatory Matters — Proposed Liagien.

» The TVA Board could lose its sole authority to sates for electricity.

Under the TVA Act, the TVA Board has the sole auitydo set the rates that TVA charges for eledyicand these rates are not subject to reviewe [0hs of this
authority could have material adverse effects o Tivluding, but not limited to, the following:

— TVA might be unable to set rates at a level suffitito generate adequate revenues to servicenéadial obligations, properly operate and mainttErpowe
assets, and provide for reinvestment in its powegmam; and

— TVA might become subject to additional regulatowersight that could impede TVA's ability to manatebusiness.

» TVA could become subject to increased environmemégulation.
There is a risk that new environmental laws andlegns could become applicable to TVA or its féieis and that existing environmental regulatioosid be revised
or reinterpreted in a way that adversely affectsAT\For example, proposals in Congress that woedlitate CQ, and other greenhouse gases could require TVA and
other electric utilities to incur significantly ireased costs. Any such developments could regMreto make significant capital expenditures, irase TVA's
operating and maintenance costs, or even lead f8T®osing certain facilities. See Item 1, Busise—Environmental Matters

« The NRC could impose significant restrictions orqairements on TVA.
The NRC has broad authority to impose requiremesitging to the licensing, operation, and decomimigsg of nuclear generation facilities. If the BRnodifies
existing requirements or imposes new requiremdntg, could be required to make substantial capitdenditures at its nuclear plants or make substhrintribution:
to its nuclear decommissioning trust. In additibTVA fails to comply with requirements promulgat by the NRC, the NRC has the authority to imgoess, shut
down units, or modify, suspend, or revoke TVA's @gimg licenses. See Item 1, Businesd\uclear.

» TVA could lose responsibility for managing the Teessee River system.
TVA’s management of the Tennessee River systemg®itant to effective operation of the power systéiwA'’s ability to integrate management of the fieasee

River system with power system operations increpseger system reliability and reduces costs. Re&ns on how TVA manages the Tennessee Riveesysbuld
negatively affect TVA’s operations.
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» Congress could take actions that lead to a downgrad TVA's credit rating.

TVA's rated securities are currently rated “Aaa”Mypody’s Investors Service and “AAA” by Standardda@Poor’s and Fitch Ratings, which are the highathgs
assigned by these rating agencies. TVA's cretiitga are not based solely on its underlying bussre financial condition, which by themselves maybe
commensurate with a triple-A rating. TVA's curreatings are based to a large extent on the botBg@flation that defines TVA's business structukey
characteristics of TVA’s business defined by lesgisin include (1) the TVA Board’s ratemaking auihgr(2) the current competitive environment, whistdefined by
the fence and the anti-cherrypicking provision, 8)dTVA'’s status as a corporate agency and instntality of the United States. Accordingly, if @pass takes any
action that effectively alters any of these chamastics, TVA's credit ratings could be downgraded.

e TVA’s debt ceiling could become more restrictive.

The TVA Act provides that TVA can issue bonds, sptnd other evidences of indebtedness (“Bondsdniamount not to exceed $30 billion outstandinangt

time. If Congress either lowers the debt ceilindgpmadens the types of financial instruments #inatcovered by the debt ceiling, TVA might not béedo raise enough
capital to, among other things, service its finahobligations, properly operate and maintain dever assets, and provide for reinvestment in itsggqprogram. See
Iltem 7, Management'’s Discussion and Analysis ofRaial Condition and Results of Operationdegislative and Regulatory Matters — President’s|@et.

TVA may lose some of its customers.

As of September 30, 2007, three distributor custsrhad notices in effect terminating their powentcacts with TVA. Although sales to these threstrithutor customers
generated only 0.6 percent of TVA's total operatiegenues in 2007, the loss of additional custoroewd have a material adverse effect on TVA's d&shs, results of
operations, and financial condition. See Item dsiBess —Customers— Termination NoticeandOther Customers.

Operational Risks
TVA's generation and transmission assets may noemge as planned.

Many of TVA's generation and transmission assetehseen operating since the 1950s or earlier ane baen in near constant service since they wempleted. If these
assets fail to operate as planned, TVA, among dtiegs:

¢ Might have to invest a significant amount of reg@srto repair or replace the ass
¢ Might be unable to operate the assets for a saamifiperiod of time

« Might have to purchase replacement power on the oparket;

« Might not be able to meet its contractual obligasi@o deliver power; an

« Might have to remediate collateral damage causedl faylure of the asset

In addition, the failure of TVA's assets to perfoa® planned could cause health, safety, and emagatal problems and even result in such eventseafatlure of a dam or
a nuclear accident. Any of these potential outcoomild negatively affect TVA's cash flows, reswfoperations, and financial condition. See I&nvlanagement’s
Discussion and Analysis of Financial Condition &ebults of Operations -Executive Summary — Challenges During 2007.

TVA's fuel supply might be disrupted.
TVA purchases coal, uranium, fuel oil, and natgad from a number of suppliers. Disruption indleguisition or delivery of fuel may result from ariety of factors,
including, but not limited to, weather, productiontransportation difficulties, labor challengesgavironmental regulations affecting TVA's fuelpgliers. These

disruptions could adversely affect TVA's ability déperate its facilities and could require TVA t@ate power at higher prices on the spot markeat;ljase more expensive
alternative fuels, or operate higher cost plamsteby adversely affecting TVA'’s cash flows, reswif operations, and financial condition.
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Compliance with existing environmental laws and rdgtions may affect TVA’s operations in unexpecteays.
TVA is subject to risks from existing federal, stadnd local environmental laws and regulationiigling, but not limited to, the following:

« Compliance with existing environmental laws andutaions may cost TVA more than it anticipat

« At some of TVA's older facilities, it may be uneconomical for TV¥&install the necessary equipment to comply witluife environmental laws, which may cause ~
to shut down those facilitie

* TVA may be responsible for osite liabilities associated with the environmermt@hdition of facilities that it has acquired or é@ped, regardless of when the liabili
arose and whether they are known or unknc

*« TVA may be unable to obtain or maintain all reqdirenvironmental regulatory approvals. If thereaiglelay in obtaining any required environmentalutatpry
approvals or if TVA fails to obtain, maintain, coraply with any such approval, TVA may be unableperate its facilities or may have to pay finepenalties

See Item 1, Business Environmental Matters

TVA is the sole power provider for customers withita service area, and if demand for power in TV/Assrvice area increases, TVA is contractually olaligd to take steps to
meet this increased demand.

If demand for power in TVA'’s service area increadegA may need to meet this increased demand bghasing power from other sources, building new garen and
transmission facilities, or purchasing existing gion and transmission facilities. Purchasinggrofrom external sources, as well as acquiringuwlding new generation
and transmission facilities, could negatively affE¢A’s cash flows, results of operations, and fioal condition. See Item 7, Management’s Disaussind Analysis of
Financial Condition and Results of OperationsExecutive Summary — Challenges During 2007 — Timfirigash Flows.

Purchased power prices may be highly volatile, gimdviders of purchased power may fail to performader their contracts with TVA

TVA acquires a portion of its electricity needsaigh purchased power arrangements. The priceufehpsed power has been volatile in recent yeadsttee price that
TVA pays for purchased power may increase signifigain the future. In addition, if one of TVA’purchased power suppliers fails to perform utigeterms of its contra
with TVA, TVA might have to purchase replacementvgo on the spot market, perhaps at a significartier price than TVA was entitled to pay underc¢batract. In
some circumstances, TVA may not be able to recthisdifference from the supplier. Moreover, if A\s unable to acquire enough purchased power ougn
replacement power on the spot market and doesawet énough reserve generation capacity availaléget the loss of power from the purchased paugplier, TVA
might not be able to supply enough power to meztgmand resulting in power curtailments or evehiuts. See Item 7, Management's Discussion aradyAis of
Financial Condition and Results of OperatiersRisk Management Activities — Credit Risk — Crefd@ther Counterparties.

TVA's ability to supply power and its customers’rdands for power are influenced by weather conditon

Extreme temperatures may increase the demand ¥eoerpend require TVA to purchase power at high priceorder to meet the demand from customers, wimnilesually
mild weather may result in decreased demand forep@nd lead to reduced electricity sales. In &fuiin periods of low rainfall or drought, TVA'sW-cost hydroelectric
generation may be reduced, requiring TVA to purehamsver or use more costly means of producing poarthermore, high temperatures in the summer limay TVA'’s
ability to use water from the Tennessee or CumhdrRiver system for cooling at its generating fties, thereby limiting TVA'’s ability to operatesigenerating

facilities. See Item 1, Business/Neather and Seasonaland Item 7, Management’s Discussion and AnalysEimdncial Condition and Results of Operation€Executive
Summary — Challenges During 2007
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TVA may incur delays and additional costs in powsant construction and may be unable to obtain nesary regulatory approval.

TVA has begun the process of completing the conStm of Watts Bar Nuclear Unit 2 and may needdnstruct more generating facilities in the futufighe completion of
such facilities involves substantial risks of del@and overruns in the cost of labor and materibisaddition, completion may require regulatory aal, as in the case of

Watts Bar Nuclear Unit 2. If TVA does not obtaliretnecessary regulatory approval, is otherwise lertakcomplete the development or construction fafcdity, decides to
cancel construction of a facility, or incurs del@yscost overruns in connection with constructirfgality, TVA's cash flows, financial conditionna results of operations
could be negatively affected. In addition, if coostion projects are not completed according &c#jrations, TVA may suffer, among other thingsduced plant efficienc
and higher operating costs. See Item 1, Busineduelear.

TVA may face problems attracting and retaining dieidi workers.

As TVA employees retire and TVA faces competition skilled workers, TVA may face problems attragtamd retaining skilled workers to, among othendli operate at
maintain TVA'’s generation and transmission fa@htand complete large construction projects sudhatss Bar Nuclear Unit 2.

TVA is involved in various legal and administratiiroceedings whose outcomes may affect TVA's finemand operations.

TVA is involved in various legal and administratigeoceedings and is likely to become involved imeotlegal proceedings in the future in the ordinayrse of

business. Although TVA cannot predict the outcarhthe individual matters in which TVA is involveat will become involved, the resolution of thesettei@ could requit
TVA to make expenditures in excess of establiskesémves and in amounts that could have a mateivakse effect on TVA's cash flows, results of opierss, and financial
condition. Similarly, resolution could require T\A change its business practices or procedureshveould also have a material adverse effect oAE\¢ash flows,
results of operations, and financial conditione 8em 3, Legal Proceedings.

TVA's transmission reliability could be affected tproblems at other utilities or TVA facilities.

TVA's transmission facilities are directly interazected with the transmission facilities of neighbgrutilities and are thus part of an interstatesgotransmission
grid. Accordingly, problems at other utilities, ar TVA'’s own facilities, may cause interruptiomsTVA's transmission service. If TVA were to suff@ transmission
service interruption, TVA's cash flows, resultsoferations, and financial condition could be negdyi affected.

Events at no-TVA facilities which affect the supply of water fbVA's generation facilities may interfere with TVA ability to generate power.

TVA's coal-fired and nuclear generation facilitéspend on water from the river systems near wlkiely are located for cooling water and for watecdavert into steam to
drive turbines. While TVA manages the TennesseemRind large portions of its tributary systemiides to provide much of this necessary water, tt& Brmy Corps of
Engineers operates and manages other bodies af waie which some TVA facilities rely. Events hése non-TVA managed bodies of water or their agtat
hydroelectric facilities may interfere with the flcof water and may result in TVA having insuffictemater to meet the needs of its plants. In seemarios, TVA may be
required to reduce generation at its affectedifaslito levels compatible with the available syppl water. See Item 1, BusinessPewer Supplyand Item 7,
Management's Discussion and Analysis of Financ@dition and Results of Operations Executive Summary — Challenges During 2007

An incident at any nuclear facility, even one thit not owned by or licensed to TVA, could resultiftreased expenses and oversic

A nuclear incident at a TVA facility could have sificant consequences including loss of life, daenigthe environment, damage to or loss of thdifiacand damage to
non-TVA property. Any nuclear incident, even daaility that is not owned by or licensed to TVAgdthe potential to impact TVA adversely by obligafTVA to pay up
to $90 million per year and a total of $604 milliper nuclear incident under the Price-Anderson Awtaddition, a nuclear incident could negativaffect TVA by, among
other things, obligating TVA to pay retrospectiveimiums, reducing the availability of insuranceregasing the costs of operating nuclear unitseadihg to increased
regulation or restriction on the construction, @tien, and decommissioning of nuclear facilities.
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Catastrophic events could affect TVA's ability tagply electricity or reduce demand for electricity.

TVA could be adversely affected by catastrophicéssuch as fires, earthquakes, floods, tornadess, terrorist activities, pandemics, and othenilsir events. These
events, the frequency and severity of which areentiptable, could negatively affect TVA's cash flgwesults of operations, and financial conditigndmong other things,
limiting TVA's ability to generate and transmit pew reducing the demand for power, disrupting fwebther supplies, leading to an economic downtorrcreating
instability in the financial markets.

Demand for electricity supplied by TVA could be rexbd by changes in technolog
Research and development activities are ongoimgpoove existing and alternative technologies tdpice electricity, including gas turbines, fuelgehicroturbines, and
solar cells. Itis possible that advances in tlersather alternative technologies could reducectiss of electricity production from alternatieehnologies to a level that
will enable these technologies to compete effeltivéth traditional power plants like TVA’s. To éhextent these technologies become a more costieéeption for
certain customers, TVA's sales to these customaukide reduced, thereby negatively affecting TVéésh flows, results of operations, and finanadeddition.

Financial Risks

TVA is subject to a variety of market risks thatudd negatively affect TVA'’s cash flows, results @perations, and financial position.
TVA is subject to a variety of market risks, indlng, but not limited to, commaodity price risk, irstenent price risk, interest rate risk, and creidk.r

« Commodity Price Risk.Prices of commodities critical to TVA'’s operat®rincluding coal, uranium, natural gas, fuel efhission allowances, and electricity, have been
extremely volatile in recent years. If TVA fails ¢ffectively manage its commodity price risk, T\8Aates could increase and thereby cause custadoniexsk for
alternative power supplie

 Investment Price Risl TVA is exposed to investment price risk in itsclear decommissioning trust, its asset retiremerst,tand its pension fund. If the value of
investments held in the nuclear decommissioningt tou the pension fund decreases significantly, TasAld be required to make substantial unplannedribmtions tc
these funds, which would negatively affect T's cash flows, results of operations, and finanmaldition.

« Interest Rate Rist Changes in interest rates could negatively aff&A’ s cash flows, results of operations, and finanmialdition by increasing the amount of inte
that TVA pays on new bonds that it issues, decngasie return that TVA receives on its short-tenmestments, decreasing the value of the investmenid/A’s
pension fund and trusts, and increasing the losséle mar-to-market valuation of certain derivative transactiorie which TVA has entere:

« Credit Risk. TVA is exposed to the risk that its counterpartigéd not be able to perform their contractual olligns. If TVA’s counterparties fail to perform th
obligations, TVAS cash flows, results of operations, and finanmadition could be adversely affected. In addititre failure of a counterparty to perform couldke
it difficult for TVA to perform its obligations, péicularly if the counterparty is a supplier of efiécity or fuel to TVA.

See Item 7, Management'’s Discussion and Analysirancial Condition and Results of Operation®Risk Management Activitidsr more information regarding market
risks.

TVA and owners of TVA securities could be impactagda downgrade of TVA'’s credit rating.

A downgrade in TVA's credit rating could have m&éadverse effects on TVA'’s cash flows, result®pérations, and financial condition as well asrarestors in TVA
securities. Among other things, a downgrade cbalk the following effects:

« A downgrade would increase TVA's interest expengénibreasing the interest rates that TVA pays ow Bends that it issues. An increase in T8ANterest expen
would reduce the amount of cash available for opveposes, which could result in the need to irsedsrrowings, to reduce other expenses or capitastments, or
increase power rate

« A significant downgrade could result in TVs having to post collateral under certain physéeal financial contracts that contain rating trigg
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» A downgrade below a contractual threshold could/@né TVA from borrowing under two credit facilitiestaling $2.5 billion.
» A downgrade could lower the price of TVA securitieghe secondary marke
See Item 7, Management'’s Discussion and Analysi&radncial Condition and Results of Operatiend.iquidity and Capital Resources.
TVA may have to make significant unplanned contritions to fund its pension and other postretiremesgnefit plans.
TVA's costs of providing pension benefits and othestretirement benefits depend upon a numberatdfg, including, but not limited to:
* Provisions of the pension and postretirement bepkfns;

» Changing employee demographi

Rates of increase in compensation lev

Rates of return on plan asse

Discount rates used in determining future bendfiigations;

Rates of increase in health care cc

Levels of interest rates used to measure the redjarinimum funding levels of the plar

Future government regulation; a

Contributions made to the plar

Any number of these factors could increase TVA'sts@f providing pension and other postretirememigfits and require TVA to make significant unpledrcontributions
to the plans. Such contributions would negatiadfect TVA's cash flows, results of operations, diméncial condition.

TVA may have to make significant unplanned contritions to its nuclear decommissioning trust.
TVA maintains a nuclear decommissioning trust far purpose of providing funds to decommission TVA(glear facilities. The decommissioning trushigested in
securities generally designed to achieve a retutimé with overall equity market performance. TW#ight have to make significant unplanned contidns to the trust if,
among other things:
» The value of the investments in the trust declsigaificantly;
* The laws or regulations regarding nuclear decomomgsy change the decommissioning funding requingsy
¢ The assumed real rate of return on plan assetshvidicurrently five percent, is lowered by the T®Aard;
¢ Changes in technology and experience related tordegssioning cause decommissioning cost estimategtease significantly; ¢
» TVA is required to decommission a nuclear plantrmsahan TVA anticipate:
If TVA makes unplanned contributions to the trilsg contributions would negatively affect TVA's baffows, results of operations, and financial cdiodi
TVA may be unable to meet its current cash requiremis if its access to the debt markets is limited.
TVA's cash management policy is to use cash pravimeoperations together with proceeds from powegmam borrowings and a $150 million note with th&. Treasury
to fund TVA's current cash requirements. In aduifiTVA has access to $2.5 billion of credit fa@ with a national bank. In light of TVA'’cash management policy, it
critical that TVA continue to have access to thbtdearkets in order to meet its cash requiremenhte importance of having access to the debt maikatnderscored by

the fact that TVA, unlike many utilities, reliesrabst entirely on the debt markets to raise capitale it is not authorized to issue equity seasitiSee Item 7,
Management’s Discussion and Analysis of Financ@abdition and Results of Operations Hguidity and Capital Resources.
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Approaching or reaching its debt ceiling could litTVVA's ability to carry out its business.

At September 30, 2007, TVA had approximately $24llfon of Bonds outstanding (not including noncéasms of foreign currency valuation loss of $298lion and net
discount on sale of bonds of $189 million). TVAshastatutorily imposed ceiling of $30 billion oatstanding Bonds.Approaching or reaching this debt ceiling could
adversely affect TVA's business by limiting TVA'iéity to borrow money and increasing the costerfvicing TVA'’s debt. In addition, approaching @aching this debt
ceiling could lead to increased legislative or tatpry oversight of TVA’s activities. See ltemManagement’s Discussion and Analysis of Financiatdition and Results
of Operations —tegislative and Regulatory Matters — Proposed Liagien.

TVA's cash flows, results of operations, and finaatcondition could be negatively affected by ecome downturns.

Sustained downturns or weakness in the economy/iR'Sservice area or other parts of the United &atould reduce overall demand for power and tadsae TVA's
power sales and cash flows, especially as TVA'sistidal customers reduce their operations and ttieis consumption of power.

TVA's financial control system cannot guarantee thall control issues and instances of fraud will letected.

No financial control system, no matter how welligaed and operated, can provide absolute assuthatthe objectives of the control system are iawed, no evaluation of
financial controls can provide absolute assurahaedll control issues and instances of fraud @aaddiected. The design of any system of finarmagatrols is based in part
upon certain assumptions about the likelihood tirievents, and there can be no assurance thaleaign will succeed in achieving its stated goalder all potential
future conditions, regardless of how remote. $em BA, Controls and Procedures for TVA's assessmkits internal controls as of September 30, 2007

TVA could lose the ability to use regulatory accding and be required to write off a significant amat of regulatory assets.

TVA is able to use regulatory accounting becausatisfies the requirements set forth in StateroéRinancial Accounting Standards (“SFAS”) No. TAccounting for the
Effects of Certain Types of RegulationAccordingly, TVA records as assets certain cosas Would not be recorded as assets under gena@lpted accounting
principles for non-regulated entities. As of Sepiter 30, 2007, TVA had $4.7 billion of regulatogsats. If TVA loses its ability to use regulatagcounting, TVA could
be required to write-off its regulatory assets.yAsset write-offs would be required to be recoggiin earnings in the period in which regulatorgamting under SFAS
No. 71 ceased to apply to TVA.

Risks Related to TVA Securities
Payment of principal and interest on TVA securitiecsnot guaranteed by the United Stat

Although TVA is a corporate agency and instrumetytalf the United States government, TVA securities not backed by the full faith and credit of thated

States. Principal and interest on TVA securitiesgayable solely from TVA'’s net power proceedst power proceeds are defined as the remaindeYAfsigross power
revenues after deducting the costs of operatingntaiaing, and administering its power propertied @ayments to states and counties in lieu of taxetsbefore deducting
depreciation accruals or other charges represetittngmortization of capital expenditures, plusribeproceeds from the sale or other dispositicangfpower facility or
interest therein.

The trading market for TVA securities might be liteid.

All of TVA's Bonds are listed on the New York StoBixchange except for TVA's discount notes, whickiehmaturities of less than one year, and the pdoerds issued
under TVA'’s electronote® program, which is TVA’s medium-term note prograin.addition, some of TVA’s Bonds are listed on igrestock exchanges. Although many
of TVA's Bonds are listed on stock exchanges, tloarebe no assurances that any market will dev@l@ontinue to exist for any Bonds. Additionalhg assurances can be
made as to the ability of the holders of Bondselbtheir Bonds or the price at which holders Wil able to sell their Bonds. Future trading pricEBonds will depend on
many factors, including prevailing interest rath®, then-current ratings assigned to the Bondsatieunt of Bonds outstanding, the time remainintgj thre maturity of the
Bonds, the redemption features of the Bonds, théxehdor similar securities, and the level, direatiand volatility of interest rates generally.
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If a particular series of Bonds is offered througiderwriters, those underwriters may attempt toermknarket in the Bonds. The underwriters wouldheoobligated to do
so, however, and could terminate any market-ma#ityity at any time without notice.
In addition, legal limitations may affect the atyilof banks and others to invest in Bonds. Fomgxa, national banks may purchase TVA Bonds foir then accounts in a
amount not to exceed 10 percent of unimpaired abpitd surplus. Also, TVA Bonds are “obligatiorfisaccorporation which is an instrumentality of tieited States”
within the meaning of section 7701(a)(19)(C)(ii)tbé Internal Revenue Code for purposes of theeBbemt of assets limitation applicable to U.S. dindy and loan
associations.

ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable

ITEM 2. PROPERTIES

TVA holds personal property in its own name butdsaleal property as agent for the United Statesnedérica. TVA may acquire real property by neg@ehpurchase
by eminent domain.

Generating Properties

At September 30, 2007, TVA'’s generating assetsistgtsof 59 coal-fired units, six nuclear units9®nventional hydroelectric units, four pumpedage units, 83
combustion turbine units, nine diesel generatotsyoine digester gas site, one wind energy sité 18rsolar energy sites. See Item 1, Busired®ower Supplfor a chart that
indicates the location, capacity, andsirvice dates for each of these properties. Brdvensy Unit 1 went online on May 22, 2007, and begammercial operation on Augus
2007. Also, on August 1, 2007, the TVA Board amedthe completion of Watts Bar Unit 2 constructishich was halted in 1985. Completing Watts BaitQ2 is expected t
take 60 months. In addition, TVA added 11 comlmmsturbine units in 2007.

Twenty-four of TVA’'s combustion turbines are sultjexlease-leaseback arrangements. For more iatiomregarding these arrangements, see Note Tther
Financing Obligations

Transmission Properties
TVA's transmission system interconnects with systehsurrounding utilities and consists primarifytiee following assets:
» Approximately 15,800 circuit miles of transmissiares (primarily 500 kilovolt and 161 kilovolt lirsg;
» 495 transmission substations, power switchyards$ santching stations; ar

» 68 individual interchange and 985 customer connegtoints.

In 2007, TVA continued to retire and remove fromA'Y books de-energized transmission lines, whitairéng contiguous rights-ofray for future use. These activit
have served to lower TVA's operational line miles.

In 2003, TVA entered into a lease-leaseback obgedualified technological equipment and othetafe related to TVAs transmission system. For more informa
regarding this transaction, see Note 123ther Financing Obligations.

Natural Resource Stewardship Properties

TVA's hydroelectric assets consist of 49 dams, &é manages the following natural resource stewaiplproperties:
11,000 miles of reservoir shorelir
293,000 acres of reservoir lar

650,000 surface acres of water; ¢
Over 100 public recreation facilitie
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Buildings

TVA has a variety of buildings throughout its seevarea in addition to the buildings located agé@seration and transmission facilities, includaffice buildings,
customer service centers, power service centerghweases, visitor centers, and crew quarters. nibst significant of these buildings is the KnoxwiDffice Complex. TVA
also leases buildings when it deems appropriatdydmg its Chattanooga Office Complex. The initexm of TVA's lease of the Chattanooga Office (dew expires on
January 1, 2011, but the lease contains six automeatewal terms of five years each that providéAWith the right to extend its Chattanooga Officen@plex lease for a
maximum of 30 years after the end of the initiairte A study of TVA's long-term options for Chattaga office space is currently underway, and amewendation is expected
to be made to the TVA Board in the second quaft@008. TVA also owns or leases a significant nemiif buildings in Muscle Shoals, Alabama, andusently evaluating
strategies for long-term solutions to further reglits Muscle Shoals portfolio.

Disposal of Property

Under the TVA Act, TVA has broad authority to disgoof personal property but only limited authotdydispose of real property. TVA's primary sourcésuthority
to dispose of real property are briefly describetbty:

Under Section 31 of the TVA Act, TVA has authoritydispose of surplus real property at a publidianc

Under Section 4(k) of the TVA Act, TVA can disposkreal property for certain specified purposesjuding to provide replacement lands for certaitities
whose lands were flooded or destroyed by dam a@rves construction and to grant easements andsrighway upon which are located transmissiol
distribution lines

Under Section 15d(g) of the TVA Act, TVA can dispoaf real property in connection with the constiarctof generating plants or other facilities undertair
circumstances

Under 40 U.S.C. § 1314, TVA has authority to gratements for rigr-of-way or other purpose

In addition, the Basic Tennessee Valley AuthoribpM@r Bond Resolution adopted by the TVA Board ohoDer 6, 1960, as amended on September 28, 1976h€c
17, 1989, and March 25, 1992, prohibits TVA fromrtgaging any part of its power properties and fiisposing of all or any substantial portion of ta@soperties unless TVA
provides for a continuance of the interest, priatipnd sinking fund payments due and to becomeodwa! outstanding Bonds, or for the retiremensa¢h Bonds.

ITEM 3. LEGAL PROCEEDINGS

TVA is subject to various legal procegg and claims that have arisen in the ordinaryseoaf business. These proceedings and claimsia¢he matters discussed
below. In accordance with SFAS No.“Bccounting for Contingencies, TVA had accrued approximately $2.5 million with pest to the proceedings described below as of
September 30, 2007, as well as approximately $1llibmwith respect to other proceedings that haxvisen in the normal course of TVA'’s business. Bsuaance can be given
that TVA will not be subject to significant additial claims and liabilities. If actual liabilitieggmificantly exceed the estimates made, TVA'’s ressaf operations, liquidity, and
financial condition could be materially adverseffeated.

Economy Surplus Power CaséOn August 31, 1999, suit was filed against TWAte United States District Court for the NorthBistrict of Alabama by Birmingham
Steel Corporation, on behalf of itself and a clafs§VA industrial customers that contracted for eamy surplus power. While Birmingham Steel Corpioratvas the original
class representative, it filed for bankruptcy araswexcluded from the class. Johns Manville Corpamatas substituted as the class representativelaitsuit alleged that TVA
overcharged for economy surplus power during tmensar of 1998 by improperly including some increna¢gbsts when calculating the price of economy Isgrpower, and tt
class members sought over $100 million in damagdée parties engaged in mediation in December 20@6reached a settlement agreement under whichdgréed to pay
approximately $18 million to resolve the case. &ese the settlement was required to be approvéidebgourt to be effective, the settlement was sttbohio the court on May
21, 2007. The court preliminarily approved it amé 6, 2007. On August 20, 2007, the court condugeteearing on the fairness of the settlementy afch it approved the
settlement in the amount of $18 million. In acaorde with the terms of the agreement, TVA paidséitdement amount to an escrow agent on Augus2@@/. On October 22,
2007, after the period for appealing the judgefsayal of the settlement had expired, TVA authatiiee agent to disburse the funds to the plaintiffs
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Case Against TVA and 22 Electric Cooperative®n December 2, 2004, the United States DisBairt for the Middle District of Tennessee disméadawsuit filed
by John McCarthy, Stan Cooper, Joe Sliger, Mikd,B¥n Rackley, Terry Motley, Billy Borchert, JinoBter, and Ryan Hargis on behalf of themselvesadirathers similarly
situated against TVA and the Middle Tennessee Edéeletembership Corporation, Appalachian ElectricoPerative, Caney Fork Electric Cooperative, Inhiickasaw Electric
Cooperative, Cumberland Electric Membership Corpona Duck River Electric Membership Corporatiomy#€tteville Public Utilities, Forked Deer Elect@ooperative, Inc.,
Fort Loudoun Electric Cooperative, Gibson Eleciiembership Corporation, Holston Electric Coopemativmc., Meriwether Lewis Electric Cooperative, Mi¢ain Electric
Cooperative, Inc., Pickwick Electric CooperativégtPau Electric Cooperative, Powell Valley Electlicoperative, Sequachee Valley Electric CooperaBesithwest Tennessee
Electric Membership Corporation, Tennessee ValliegtEic Cooperative, Tri-County Electric MembersKprporation, Tri-State Electric Membership Corpiana, Upper
Cumberland Electric Membership Corporation, anduvitéer Energy Cooperative. The lawsuit in partlegled TVA'’s practice of setting rates for elecpmwver charged by
distributor customers through TVA's contracts wdiistributor customers. The court held that theefal law claims against TVA failed as a mattelaof because Congress had
specifically authorized TVA to set the rates charbg distributor customers through TVA's contraeigh distributor customers. The court dismisseslstate law claims against
the other defendants because the plaintiffs hadaken the required steps to bring those claimtourt. The plaintiffs appealed to the United Stalesirt of Appeals for the Six
Circuit (“Sixth Circuit”), which affirmed the disigt court’s decision on October 17, 2006, holdiagnong other things, that TVA's rates were not sttifie judicial review and
that TVA is not subject to antitrust liability wheloing so would interfere with TVA’s purposes. Tplaintiffs did not appeal, and the deadline foindoso has expired.

Global Warming Cases On July 21, 2004, two lawsuits were filed agaifi¢A in the United States District Court for theuhern District of New York alleging that
global warming is a public nuisance and that f#issions from fossiluel electric generating facilities should be orteabated because they contribute to causing tkanee
The first case was filed by various states (Catifmr Connecticut, lowa, New Jersey, New York, Rhisliend, Vermont, and Wisconsin) and the City ofilN¥ork against TVA
and other power companies. The second case, whégfea both public and private nuisance, was figdinst the same defendants by Open Space InstitateOpen Space
Conservancy, Inc., and the Audubon Society of NemnHshire. The plaintiffs do not seek monetary dagsaut instead seek a court order requiring eafdndant to cap its
CO, emissions and then reduce these emissions by gecified percentage each year for at least a detad&eptember 2005, the district court dismissetth lawsuits because
they raised political questions that should notlbeided by the courts. The plaintiffs appealecheoWnited States Court of Appeals for the Secomdu@i(“Second Circuit”).

Oral argument was held before the Second Circultusre 7, 2006. On June 21, 2007, the Second Cdteitted the parties to submit letter briefs bly &) 2007, addressing the
impact of the Supreme Court’s decisiorMassachusetts v. EBAL27 S.Ct. 1438 (2007), on the issues raised dypénties. On July 6, 2007, the defendants josulymitted
their letter brief.

Case Involving Alleged Modifications to the ColbEdssil Plant The National Parks Conservation Association, (ffidPCA”), and Sierra Club, Inc. (“Sierra Club”),
filed suit on February 13, 2001, in the United &saDistrict Court for the Northern District of Alamma, alleging that TVA violated the Clean Air AGEAA”) and implementing
regulations at TVA's Colbert Fossil Plant (“Colbrta coal-fired electric generating facility loeatin Tuscumbia, Alabama. The plaintiffs alleget fRdA made major
modifications to Colbert Unit 5 without obtainingagonstruction permits (in alleged violation of fevention of Significant Deterioration (“PSD”)ogrram and the
Nonattainment New Source Revie“NNSR") program) and without complying with emissistandards (in alleged violation of the New Sowregformance Standards
(“NSPS") program). The plaintiffs seek injunctive reliefyitipenalties of $25,000 per day for each violat@nor before January 30, 1997, and $27,500 pefatasach violatiol
after that date; an order that TVA pay up to $100,fr beneficial mitigation projects; and costditfation, including attorney and expert witndgss. On November 29, 2005,
the district court held that sovereign immunity@ueled the plaintiffs from recovering civil penaliiagainst TVA. On January 17, 2006, the distoctricdismissed the action, «
the basis that the plaintiffs failed to provide qaiate notice of NSPS claims and that the statuliendftions curtailed the PSD and NNSR claims. Plentiffs appealed to the
United States Court of Appeals for the Eleventtedir(“Eleventh Circuit”) on January 25, 2006. dn October 4, 2007 decision, the Eleventh Cirdfiitraed dismissal of the
lawsuit.

Case Involving Alleged Modifications to Bull Run $33l Plant The NPCA and the Sierra Club filed suit agaiféA on February 13, 2001, in the United States it
Court for the Eastern District of Tennessee, afigdghat TVA did not comply with the new source ewi(“NSR”) requirements of the CAA when TVA repairiés Bull Run
Fossil Plant (“Bull Run”), a coal-fired electric gerating facility located in Anderson County, Tessee. In March 2005, the district court granted ®/hotion to dismiss the
lawsuit on statute of limitation grounds. The ptédfa’ motion for reconsideration was denied, ahdyt appealed to the Sixth Circuit. Friend of thartbriefs supporting the
plaintiffs’ appeal have been filed by New York, @eweticut, lllinois, lowa, Maryland, New Hampshitéew Jersey, New Mexico, Rhode Island, Kentucky, $aabusetts, and
Pennsylvania. Several Ohio utilities filed a friesfdthe court brief supporting TVA. Briefing of ttampeal to the Sixth Circuit was completed in M8@& Oral argument was
held on September 18, 2006, and a panel of
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three judges issued a decision reversing the désihis March 2, 2007. TVA requested that the filttSCircuit rehear the appeal, but the Sixth Cirdenied this request. A
scheduling order has now been entered by theaisourt on remand, setting the case for trial ogést 11, 2008. TVA is already installing or hastalled the control
equipment that the plaintiffs seek to require T\®Arstall in this case, and it is unlikely thatadverse decision will result in substantial additibcosts to TVA. An adverse
decision, however, could lead to additional litigatand could cause TVA to install additional erraascontrol systems such as scrubbers and selezibadytic reduction
systems on units where they are not currently liestaunder construction, or planned to be install# is uncertain whether there would be sigaifitincreased costs to TVA.

Case Involving Opacity at ColbertOn September 16, 2002, the Sierra Club and tabatna Environmental Council filed a lawsuit in theited States District Court
for the Northern District of Alabama alleging thHa¥A violated CAA opacity limits applicable to Colliebetween July 1, 1997, and June 30, 2002. Thatjfa seek a court
order that could require TVA to incur substantiddiional costs for environmental controls and peyl penalties of up to approximately $250 millioAfter the court dismissed
the complaint (finding that the challenged emissiare within Alabama' two percent de minimis rule, which provided adarbor if nonexempt opacity monitor readings
20 percent did not occur more than two percenteftime each quarter), the plaintiffs appealeddik&ict court’s decision to the Eleventh Circ@n November 22, 2005, the
Eleventh Circuit affirmed the district court’s dissal of the claims for civil penalties but hel@thhe Alabama de minimis rule was not applicaleleanse Alabama had not yet
obtained Environmental Protection Agency (“EPA"papval of that rule. The case was remanded to i$teia court for further proceedings. On AprilZ)07, the plaintiffs
moved for summary judgment. TVA opposed the motind moved to stay the proceedings. On April 1D72EPA proposed to approve Alabama’s de minimis subject to
certain changes. This rulemaking proceeding is oig@®n July 16, 2007, the district court deniedAT¥motion to stay the proceedings pending approt#llabama’s de
minimis rule. Oral argument on the motion for sumyjadgment was held on August 16, 2007. On Au@dst2007, the district court granted the plaistifhiotion for summar
judgment, finding that TVA had violated the CAAG@olbert. The district court held that, while TVAdhachieved 99 percent compliance on Colbert W-4 and 99.5 percent
compliance at Colbert Unit 5, TVA had exceeded2@eercent opacity limit (measured in six-minuteimals) more than 3,350 times between Januar@(),2and September
30, 2002. The district court ordered TVA to subanjtroposed remediation plan, which TVA did on ®eto26, 2007. The plaintiffs have an opportunityegspond. TVA is
reviewing its options for regulatory and compliarggproaches to address this decision. If EPA agerdlabama’s de minimis rule, then the lawsuit iicome moot.

In addition to Colbert, TVA has another coal-fireawer plant in Alabama, Widows Creek Fossil PldWilows Creek”), which has a winter net dependaj#aerating
capacity of 1,628 megawatts. Since the operatididows Creek must meet the same opacity requingsp¢his plant may be affected by the decisiothis case. The
proposed de minimis rule change would help reduadiminate the chances of an adverse effect oroW#dCreek from the district court decision.

Case Brought by North Carolina Alleging Public Nuise. On January 30, 2006, North Carolina filed sgaiast TVA in the United States District Court fbe
Western District of North Carolina alleging that A¢ operation of its coal-fired power plants in Tessee, Alabama, and Kentucky constitute publisamges. North Carolina
is asking the court to impose caps on emissiorehin pollutants from TVA's coal-fired plants thdorth Carolina considers to be equivalent to capemissions imposed by
North Carolina law on North Caroli’s two largest electric utilities. The impositiofisuch caps could require TVA to install more ptiin controls on a faster schedule
than required by federal law. On April 3, 2006,A'¥hoved to dismiss the suit on grounds that the éasot suitable for judicial resolution becauéseparation of powers
principles, including the fact that these matteesteased on policy decisions left to T\&Adiscretion in its capacity as a government agancythus are not subject to tort liabi
(the “discretionary function doctrine”), as well #e Supremacy Clause. In July 2006, the courtedeMVA’s motion and set the trial for the term oluct beginning October
2007. On August 4, 2006, TVA filed a motion reqimsgtpermission to file an interlocutory appeal witie United States Court of Appeals for the Fo@itftuit (the “Fourth
Circuit”), which the district court granted on Semiber 7, 2006. On September 21, 2006, TVA petitiche Fourth Circuit to allow the interlocutory & The Fourth Circuit
granted the petition, but the district court did stay the case during the appeal. Briefing ofitiberlocutory appeal to the Fourth Circuit was céetgd in January 2007, and oral
argument was held on October 31, 2007. On JulY@7 2North Carolina filed with the district courtration for partial summary judgment addressindgaterof TVA's
defenses. On July 31, 2007, and August 20, 2004 filed two separate motions for summary judgmesegking dismissal of the lawsuit. The trial beftre district court
previously scheduled for the term of court begign@ctober 2007 has been canceled and may be redetiddr the term of court beginning after Janu2098.

Case Involving North Carolina Petition to the EPA In 2005, the State of North Carolina petitiotieel EPA under Section 126 of the CAA to impose tiolol
emission reduction requirements for $@nd NO, emitted by coal-fired power plants in 13 statesl|uding states where TVA'’s coal-fired power plaate located. In March
2006, the EPA denied the North Carolina petitiomprily on the basis that the Clean Air Interstatde remedies the problem. In June 2006, North I@erdiled a petition for
review of EPA’s decision with the United States @i Appeals for the District of
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Columbia Circuit. Briefing on the appeal is undeywand on October 1, 2007, TVA filed a friend oé ttourt brief in support of EPA’s decision to dévgrth Carolina’s Section
126 petition.

Case Arising out of Hurricane Katrinaln April 2006, TVA was added as a defendant tbeas action lawsuit brought in the United St&ésrict Court for the
Southern District of Mississippi by 14 residentdisissippi allegedly injured by Hurricane Katririghe plaintiffs sued seven large oil companies@amdil company trade
association, three large chemical companies amgmical trade association, and 31 large companiesved in the mining and/or burning of coal, inditug TVA and other
utilities. The plaintiffs allege that the defendsirgreenhouse gas emissions contributed to globaining and were a proximate and direct cause ofitlure Katrina’s increased
destructive force. The plaintiffs are seeking manetiamages among other relief. TVA has movedsmiis the complaint on grounds that TVA's operatibits coal-fired
plants is not subject to tort liability due to tthscretionary function doctrine. On August 30, 20Bi2 district court heard oral arguments on whetie issue of greenhouse gas
emissions is a political matter which should notkeided by the court. The district court themdssed the case on the grounds that the plaimdiffsed standing. The dismis
has been appealed to the United States Court oé@pgor the Fifth Circuit.

East Kentucky Power Cooperative Transmission CaseApril 2003, Warren notified TVA that it wasrminating its TVA power contract. Warren then eateinto an
arrangement with East Kentucky under which Warrenlds become a member of East Kentucky, and Eastu€ky would supply power to Warren after its powentract with
TVA expires in 2009. East Kentucky then asked Tié/provide transmission service to East Kentuckyittoservice to Warren. TVA denied the requesttenbasis that, under
the antieherrypicking provision, it was not required to yide the requested transmission service. Eastu€&ptthen asked to interconnect its transmissiatesy with the TVA
transmission system in three places that are dlyréelivery points through which TVA supplies pomte Warren. TVA did not agree and East Kentuckyedsthe FERC to
order TVA to provide the interconnections. In Jayu2006, FERC issued a final order directing TVAirtterconnect its transmission facilities with EKsintucky’s system at
three locations on the TVA transmission systemAQDgust 11, 2006, TVA filed an appeal in the U.Su@mf Appeals for the District of Columbia Circsiéeking review of this
order on the grounds that this order violated tité éherrypicking provision. On January 10, 200¥ATand Warren executed an agreement under whichrélaescinded its
notice of termination. On May 3, 2007, East Kentufiled a motion with FERC to terminate the FER®g®eding on grounds of mootness. TVA has also &leubtion with
FERC to vacate all orders issued in the proceediffiether or not FERC grants TVA’'s motion to vacites likely that the FERC proceeding and the hésg litigation will
eventually be dismissed and not proceed to a ceinciu

Case Involving Areva Fuel FabricationrOn November 9, 2005, TVA received two invoiceling $76 million from Framatome ANP Inc., whishbsequently chang
its name to AREVA NP Inc. (“AREVA”"). AREVA assertdtat it was the successor to the contract betW&&kand Babcock and Wilcox Company (“B&W") under igh
B&W would provide fuel fabrication services for TV8ABellefonte Nuclear Plant. AREVA's invoices werased upon the premise that the contract requivedltd buy more
fuel fabrication services from B&W than TVA actuapurchased. In September 2006, TVA received a&ptaim from AREVA which requested a Contractinffi€@r’s
decision pursuant to the Contract Disputes Act9f8land reduced the amount sought to approxim&g8y8 million. On April 13, 2007, the ContractindfiCer issued a final
decision denying the claim. On April 19, 2007, AR&Yiled suit in the United States District Court filne Eastern District of Tennessee, reasserti@@2b.8 million claim and
alleging that the contract required TVA to purchesgain amounts of fuel and/or to pay a canceltetee. TVA filed its answer to the complaint oméu5, 2007. AREVA
subsequently raised its claim to $47.9 millioniaTis scheduled to begin September 29, 2008.

Notification of Potential Liability for Ward Trangfmer Site EPA and a working group of potentially respotesibarties (“PRPs”) have provided documentation
showing that TVA sent electrical equipment contagnpolychlorinated biphenyls (“PCBs”) to the Warndhfisformer site in Raleigh, North Carolina. Untter Comprehensive
Environmental Response, Compensation, and Liatildly(“CERCLA”"), any entity which arranges for disgal of a CERCLA hazardous substance at a sitebmayliability for
the cost of cleaning up the site. The working grucleaning up on-site contamination in accoréanith an agreement with EPA and plans to sue rastiefpating PRPs for
contribution. The estimated cost of the cleanuf2i@ million. In addition, EPA likely has incurregveral million dollars in response costs, andatbeking group has
reimbursed EPA approximately $725,000 of thosescoBPA has also proposed a cleanup plan for te#fesintamination. The present worth cost estirffatperforming the
proposed plan is about $5 million. In additiorerdnmay be natural resource damages liabilityedl&d this site, but TVA is not aware of any estileamount for any such
damages. See Item 1, Busines€nvironmental Matters — Hazardous Substances.

Employment ProceedingsTVA is engaged in various administrative andalggroceedings arising from employment disputegsehmatters are governed by federal
law and involve issues typical of those encountémdtie ordinary course of business of a utilithey may include allegations of discrimination dafi@tion (including
retaliation for raising nuclear safety or enviromta concerns), wrongful termination, and failupgoy overtime under the Fair Labor Standards Adterse outcomes in these
proceedings would not normally be material to TVAsults of operations, liquidity, and financiahdition, although it is possible that some outcowmsd require TVA to
change how it handles certain personnel matteoperates its plants.

Page 4¢




Table of Content

Notice of Violation at Widows Creek Unit.7On July 16, 2007, TVA received a Notice of Viia (“NOV”) from EPA as a result of TVA's failurto properly
maintain ductwork at Widows Creek Unit 7. From 2@02005, the unit's ducts allowed S@ escape into the air. TVA repaired the ductwarR@05, and the problem has b
resolved. TVA is reviewing the NOV. While the NQMes not set out an administrative penalty, iikisly that TVA will face a monetary sanction thrdugiving up emission
allowances, paying an administrative penalty, dhbdased on the current discussions with EPA, B\&stimate of potential monetary sanctions is ohemis at this time.

Significant Litigation to Which TVA Is Not a PartyOn April 2, 2007, the Supreme Court issued aniop in the case dfinited States v. Duke Energsacating the
ruling of the Fourth Circuit in favor of Duke Engrgnd against EPA in EPA’s NSR enforcement casenagBuke Energy. The NSR regulations apply pritydad the
construction of new plants but can apply to exgfitents if a maintenance project (1) is “non-metiand (2) increases emissions. The Supreme @eldtthat under EPA’s
PSD regulations, increases in annual emissionsétheuused for the test, not hourly emissions disies, including TVA, have argued should be tt@nslard. Annual emissions
can increase when a project improves the relighilitplant operations and, depending on the timmedeover which emission changes are calculatdd,pbssible to argue that
almost all reliability projects increase annual ssions. Neither the Supreme Court nor the Fountbu@iaddressed what the “routine” project testudtidoe. The United States
District Court for the Middle District of North Calina had ruled for Duke on this issue, holdingt tlautine” must take into account what is routinghe industry and not just
what is routine at a particular plant or unit asABRs argued. EPA did not appeal this ruling. Qmober 5, 2007, EPA filed a motion with the Uniites District Court for tt
Middle District of North Carolina asking that cotietvacate its entire prior ruling, including therfion relating to the test for “routine” projects.

TVA is currently involved in two NSR cases (onedhxing Bull Run, the dismissal of which was recgmttversed on appeal) and another at Colbert ({#missal of
which was recently affirmed on appeal). These casesliscussed in more detail above. The Supremet’€oejection of the hourly standard for emissidesting could
undermine one of TVA's defenses in these casdwwadth TVA has other available defenses. Environaiggrbups and North Carolina have given TVA notitéhe past that
they may sue TVA for alleged NSR violations at anfver of TVA units. The Supreme Court’s decisionldancourage such suits, which are likely to ineolnits where
emission control systems such as scrubbers anctigseleatalytic reduction systems are not installgdler construction, or planned to be installethenrelatively near term.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURIT Y HOLDERS

Not applicable
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
Not applicable
ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data for the ye2063 through 2007 should be read in conjunctich #ie audited financial statements and notes thé¢cellectively,
the “Financial Statements”) presented in Item 8aRcial Statements and Supplementary Data. In,2ZDO& changed its method for recording interdivizid sales (electricity
used by TVA-owned facilities such as power serbioédings, shops, bridge lights, and dams), dispiaent sales (transactions that have been offselelsjricity purchased by
TVA due to a change in system needs resulting frarhange in operating or economic conditions), lamelstone used for the production of electriciyertain reclassifications
have been made to the 2003, 2004, 2005, and 2086dial statement presentation to conform to tl Zfesentation.

Statements of Income Data
For the years ended September 30

(in millions)
2007 2006 2005 2004 2003

Operating revenue's $9,24¢ $9,17¢ $7,78: $7,52¢ $6,94¢
Revenue capitalized during

pre-commercial plant operations (57) _ - - _
Operating expenses (7,723 2 (7,582’2 (6,503 2 (5,873 3 (5,398
Operating incomi 1,46¢ 1,59: 1,27¢ 1,652 1,54¢
Other income, net 4 62 75 64 51 39
Unrealized gain (loss) on

derivative contracts, net a1 (15) 3 ) (7
Net interest expen<* (1,184, (1,215, (1,261, (1,310 (1,353
Cumulative effect of accounting changes - (109, 5 - - 217 6
Net income $38¢ $32¢ $8E $38¢ $44¢

Notes:

(1) Prior to 2007, TVA reported certain revenwe directly associated with revenue derived froectlic operations as Other revenue. This inconl6fmillion, $12 million, $8 million, and $7 mitih for 2006,
2005, 2004, and 2003, respectively, has been mfitasfrom Other revenue to Other income. Additily, certain items not directly associated with sale of electricity were previously reporteates of
electricity. This revenue of $22 million, $23 rioth, $22 million, and $22 million for 2006, 2005)®, and 2003, respectively, has been reclasdifiea Sales of electricity to Other revenue. SeéeNo—
Reclassifications

(2) During 2007, 2006 and 2005, TVA recognizedtal of $26 million, $9 million, and $24 milliomespectively, in impairment losses related to ftspRrty, plant, and equipment. The 2007 Loss setas
impairment included a $17 million write-down of @wsbber project at TVA's Colbert Fossil Plant (“Bett”) and write-downs of $9 million related to etfConstruction in progress assets. The 2006 bossset
impairment included write-downs of $7 million orrtzén Construction in progress assets related wopwlution-control and other technologies that natibeen proven effective and a re-evaluatiortioéoprojects
due to funding limitations and a $2 million writexdn on one of two buildings in TVA’s Knoxville Offe Complex based on TVA's plans to sell or leasefthst Tower of the Knoxville Office Complex. TR@05
Loss on asset impairment included a $16 milliortevdown on certain Construction in progress assésed to new pollution-control and other techgids that had not been proven effective and a aduation of
other projects due to funding limitations and amdiion write-down on one of two buildings in TVA’Knoxville Office Complex based on TVA's plansstll or lease the East Tower of the Knoxville Céfic
Complex.

(3) During 2004, TVA was notified by a suppltbat it would not proceed with manufacturing oflfaells to be installed in the partially complefedgenesys energy storage plant in Columbus,
Mississippi. Accordingly, TVA recognized a net $2ilion loss on the cancellation of the Regengmygect.

(4) Prior to 2006, TVA reported short-term intreent interest income with interest expense. ésteincome of $19 million, $6 million, and $3 nlti for 2005, 2004, and 2003, respectively, has beeassified
from Interest expense, net to Other income, net.

(5) During 2006, TVA adopted FIN No. 47Atcounting for Conditional Asset Retirement Obligias — an interpretation of FASB Statement No. 14¢hich resulted in a cumulative effect chargertcome of
$109 million and an increase in accumulated degtieci of $20 million. See Note 4.

(6) The cumulative effects of $217 million areedo two accounting changes. Effective Octob&0D2, the TVA Board approved a change in the metlogy for estimating unbilled revenue from eledtyic
sales. The impact of this change resulted in erease in accounts receivable of $412 million witumulative effect gain for the change in accaunfor unbilled revenue. In addition, TVA adop®BAS No. 143
“Accounting for Asset Retirement Obligationsyhich resulted in a cumulative effect charge tmme of $195 million and an increase in accumulatsgteciation of $206 million.
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Balance Sheets Data

At September 30
(in millions)
2007 2006 2005 2004 20031
Assets
Current assets $2,43: $2,66¢ $2,17¢ $2,20¢ $2,23¢
Property, plant, and equipment, 24,82¢ 24,43¢ 23,88¢ 23,69¢ 23,12t
Investment fund 1,16¢ 972 85¢ 744 63¢
Regulatory and other long-term assets 5,474 6,44¢ 7,551 7,451 7,021
Total assets $33,90: $34,52( $34,47: $34,18¢ $33,02¢
Liabilities and proprietary capital
Current liabilities? $3,42: $5,20: $6,72¢ $5,42( $5,81¢
3
Regulatory and other liabilitie 6,40( 7,074 7,60¢ 7,16¢ 5,114
Long-term debt, net 21,09¢ 19,54« 17,75 19,337 20,20
Total liabilities 30,92: 31,82: 32,08! 31,92¢ 31,13«
Retained earninc 1,93¢ 1,56¢ 1,244 1,16z 783
Other proprietary capital 1,041 1,134 1,14¢ 1,107 1,11:
Total proprietary capital 2,98( 2,69¢ 2,392 2,264 1,894
Total liabilities and proprietary capital $33,90: $34,52( $34,47: $34,18¢ $33,02¢

Notes:
(1) Prior to 2004, TVA presented two balance sheatne for its power program and one for all paags. The 2003 Balance Sheet presented abovea#l foograms which is consistent with the presgwrafor
2004, 2005, 2006, and 2007.

(2) In 2006, TVA began to apply certain customévances previously reported as Current liabildies reduction to Accounts receivable. The acdeamere $93 million in 2005, $91 million in 2004da$83
million in 2003 and reduced both Current assetsG@undent liabilities by the same amount.

(3) TVA reclassified $5 million related to discaad energy units from a long-term liability to aoshterm liability in 2003.

Financial Obligations
As of September 30

(in millions)
2007 2006 2005 2004 2003

Net lon¢-term debt, excluding current maturiti $21,09¢ $19,54- $17,75: $19,33 $20,20:
Other long-term obligations
Capital leases 104 12¢ 15C 13¢ 151
Lease/leaseback commitme 1,072 1,10¢ 1,14 1,17¢ 1,23¢
Energy prepayment obligations 1,13¢ 1,24+ 1,35( 1,45¢ 47
Total other long-term obligations 2,314 2,48( 2,64 2,771 1,43¢

Total lon¢-term obligations 23,41 22,02« 20,39« 22,10¢ 21,637
Discount note: 1,42z 2,37¢ 2,46¢ 1,924 2,08(
Current maturities of long-term debt, net 90 98t 2,69:¢ 2,00( 2,33¢

Total shor-term obligations 1,517 3,361 5,162 3,92¢ 4,41¢
Total financial obligations $24,92! $25,38! $25,55t $26,03. $26,05:

Note:
* Included in Accrued liabilities and Other liaitigs on the Balance Sheets.
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ITEM 7. MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions except where noted)

Business Overview
Distinguishing Features of TVA's Business

TVA operates the nation’s largest public power eyst In 2007, TVA provided electricity to large ustries and federal agencies and to 158 distribzustomers that
serve approximately 8.7 million people in seventseastern states. TVA generates almost all géitenues from the sale of electricity, and in 268#&nues from the sale of
electricity totaled $9.1 billion. As a wholly-owdegency and instrumentality of the United Stdtesyever, TVA is different from other electric utiis in a number of ways. A
few of the more distinguishing features are diseddselow.

Defined Service AreaTVA has a defined service area established by &d®wv. Subject to certain minor exceptions, TVAymot, without an act of Congress, enter
into contracts which would have the effect of makihor the distributor customers of its power aree of power supply outside the area for which T&fAts distributor
customers were the primary source of power supplywy 1, 1957. This provision is referred tolas tfence” because it confines TVA's sales actgtiessentially limiting
TVA to power sales within a defined service ar€arrespondingly, however, the possibility of sddgthers into TVAS service area is significantly limited. The Fed&owe
Act, primarily through its anti-cherrypicking preion, prevents FERC from ordering TVA to provideess to its transmission lines to others for theppse of delivering power
to customers within its service area except fotauers in Bristol, Virginia.

Rate Authority. Typically, a utility is regulated by a public utilicommission, which approves the rates the utitigy charge. TVA, however, is self-regulated with
respect to rates. The TVA Act gives the TVA Boaolke responsibility for establishing the rates Tot#farges for power. These rates are not subjgaticial review or review
or approval by any state or federal regulatory bollysetting TVAS rates, however, the TVA Board is charged by té Act to have due regard for the objective thaivpo be
sold at rates as low as are feasible.

Funding. TVA's operations were originally funded primariljith appropriations from Congress. In 1959, hogreongress passed legislation that required TVA's
power program to be self-financing from power raxenand proceeds from power program financingdil U809, TVA continued to receive some appropaas for certain
multipurpose activities and for its stewardshipwaties. Since 1999, however, TVA has not receiaeg appropriations from Congress for any actisiaed has funded essential
stewardship activities primarily with power revesue accordance with a statutory directive from Qess.

TVA, unlike investor-owned power companies, is aothorized to raise capital by issuing equity sitiest TVA relies primarily on cash from operatsooand proceeds
from power program borrowings to fund its operasioiThe TVA Act authorizes TVA to issue bonds, sptnd other evidences of indebtedness (collegtivBbnds”) in an
amount not to exceed $30 billion at any time. Fione to time, draft legislation is introduced imi@ress that would expand the types of financiigabons that count towarc
TVA'’s $30 billion debt ceiling. Under this drdégislation, long-term obligations that finance italpassets would also count toward the debt agilincluding lease-leaseback
arrangements and power prepayment agreements fgthal terms exceeding one year. If Congressdecto broaden the type of financial instrumenas #ine covered by the
debt ceiling or to lower the debt ceiling, TVA migiot be able to raise enough capital to, amongrdtiings, service its then-existing financial ghalions, properly operate and
maintain its power assets, and provide for reimaest in its power program. At September 30, 200/A had approximately $22.5 billion of Bonds outstitng (not including
noncash items of foreign currency valuation los$289 million and net discount on sale of bond$X89 million). For additional information regardiVVA's sources of
funding, see Item 7,Management’s Discussion and Analysis of Financ@mdition and Results of Operations Liquidity and Capital Resources — Sources of Litgyid

Stewardship ActivitiesIVA’s mission includes managing the United Stafé largest river system — the Tennessee Rivef igtributaries — to provide, among
other things, year-round navigation, flood damaggkiction, affordable and reliable electricity, acdpsistent with these primary purposes, recreatiopportunities, adequate
water supply, improved water quality, and econod&eelopment. There are 49 dams that comprise TWégrated reservoir system. The reservoir systeswides 800 miles
of commercially navigable waterway and also prosidignificant flood reduction benefits both withiire Tennessee River system and downstream onwleg ©hio and
Mississippi Rivers. The reservoir system also piesia water supply for residential and industniestomers, including cooling water for some of TVAtsal-fired and nuclear
power plants. TVA also manages 293,000 acressafrveir lands for natural resource protection,e@ation, and other purposes.
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Executive Summary
Challenges During 2007

TVA faced several challenges during 2007 that ingds cash flows, results of operations, andrfai@ condition. The most significant of these ldrages were
adverse weather conditions, performance challeagese of TVA's generating plants, project overrah8rowns Ferry Nuclear Plant Unit 1, the impaefld/A’s system from
issues at two dams operated by the U.S. Army Cairghgineers, and the timing of cash flows reldtethe fuel cost adjustment mechanism.

Weather Conditions.2007 was the driest year in the eastern Tennesskey\in 118 years of record-keeping. Rainfalthie eastern Tennessee Valley was 66 percent
of normal for the year, and runoff was 54 percdmaymal. Largely as a result of this low rainfalid runoff, TVA’s hydroelectric production for ZD@as slightly more than
nine billion kilowatt-hours, which was nine perce#2 percent, and 35 percent lower than in 2008528nd 2004, respectively. Because of the lowdrdelectric production,
TVA had to rely heavily on purchased power and nmeqgensive generation sources such as combustisingés during 2007.

2007 was also distinguished by warmer temperataresss the eastern Tennessee Valley. August wdsottest month on record in TVA's service are@ivien
August 2 and 28, TVA met 13 all-time system peatdeds for electricity, including an all-time recquelak of 33,482 megawatts set on August 16. Td these peaks, TVA
had to purchase a significant amount of power. iriuthe hour of TVA's peak supply, purchased poeanstituted 21 percent of TVA's load.

The hot weather and low rainfall were also sigaificfactors in causing TVA to reduce power outpigeveral generating plants during the period af-thine through
mid-September. During this period, temperaturethenTennessee and Cumberland Rivers reached Ewslsich discharging cooling water from some ofAT¥plants into the
rivers could have caused the permitted thermaldifior the rivers to be exceeded. Accordingly, Ti¥éporarily took one unit at Browns Ferry Nucl@ant offline and
reduced the output of the other two units at Browesy to 75 percent of capacity.

TVA also temporarily reduced the power output at wal-fired plants on the Cumberland River. Duting period of early July through early Septembatput from
the Gallatin Fossil Plant was reduced by five peresd output from the Cumberland Fossil Plant kedsiced by 16 percent to avoid exceeding thernmaddi TVA was able to
meet its customers’ power needs but estimategtibatet cost of replacement power resulting froendrtailment of nuclear and coal-fired generati@s approximately $25
million. While every effort was made to take desaflower electrical output) during low load pesdd reduce financial and operational impacts, sderates were required
during higher load daytime hours to meet the peeditemperature limits.

Performance of TVA AssetdAlthough TVA's generation and transmission asset§gumed extremely well in meeting the peak demahdsg the summer, TVA was
adversely affected in 2007 when the planned ousddnit 3 of Paradise Fossil Plant to correct anéswith a turbine rotor took longer than expecté&be unit was scheduled to
be back on line on April 29, 2007, but did not ratto service until June 7, 2007, due to more estt@nrepairs identified during the outage. Durtihig outage, the site’s
generation was reduced by 1,026 megawatts. Becdike additional repairs and extended outage, TvAIrred approximately $7 million in unplanned agprosts and an
additional $25 million in net replacement powerghase costs.

Project Overruns. TVA completed Browns Ferry Unit 1 during 2007 wihotal project cost overrun of $90 million or figercent of the original projected cost. The
cost overruns were due in part to the scope of vasdociated with extended power uprate being grése planned.

Issues at Two U.S. Army Corps of Engineers Daiscause of issues at the U.S. Army Corps of Engin&¥olf Creek Dam and Center Hill Dam, the hydesgtic
production and summer stream flow on the CumberRinédr were reduced. Because of these issuesebru&ry 25, 2007, the Southeastern Power Admitistrg§'SEPA”)
asserted “force majeure” on its contract with TVBEPA then instituted an emergency operating fiat t

« Eliminates its obligation to provide any affectagstomer (including TVA) with a minimum amount ofwper;

« Provides for all affected customers (except TVAjdoeive a pro rata share of a portion of the ghossly generation from the eight Cumberland Riwgdroelectrit
facilities;

« Provides for TVA to receive all of the remainingunly generation (minus station service for thosalitzes);
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« Eliminates the payment of demand charges by cust(reluding TVA) since there is significantly nieted dependable capacity on the Cumberland Ristesy
and

« Increases the rate charged per kilowatt-hour ofggneeceived by SEPA’customers (including TVA), because SEPA is lggatuired to charge rates that cove
costs.

It is unclear how long the emergency operating pldhremain in effect.

In addition to reducing the amount of hydroelecpisver that TVA is entitled to receive from SEPRBe tssues at the U.S. Army Corps of Engineers’ dadsced the
summer stream flow on the Cumberland River. Tédiction in stream flow, together with the hot temgtures and low rainfall discussed previously, eagnificant factor in
causing TVA to curtail generation at two coal-figldnts during the summer of 2007 and replace ibedtgeneration with higher-priced purchased powHEre issues at these
dams could affect reservoir and hydroelectric ofi@na in the Cumberland River system for five tueseyears. Accordingly, even if the drought tihegt eastern Tennessee
Valley experienced in 2007 does not continue, TVéyrhave to curtail generation at its two coal-fimants located on the Cumberland River from timérhe over the next
five to seven years.

Timing of Cash Flows.On July 28, 2006, the TVA Board implemented d &gt adjustment (“FCA”) to be applied quarterfyaamechanism to adjust TVA's rates to
reflect changing fuel and purchased power costgbég in 2007. The FCA was initially set to zenmad had its first impact on rates effective Jandar3007. The FCA rate
adjustment on January 1, 2007, was 0.01 centsilpgvdit-hour, the rate adjustment on April 1, 20@/as 0.084 cents per kilowatt-hour, and the rajesachent on July 1, 2007,
was 0.087 cents per kilowatt-hour. These 2007adpastments produced an estimated $65 milliorwenue. As of September 30, 2007, TVA had recegh&regulatory asset
of $197 million representing deferred power costbe recovered through the FCA adjustments in éuperiods. The timing of the collection of the F&djustments has
contributed to a decrease in cash of $371 millromfSeptember 30, 2006, to September 30, 2007.FTherate adjustment on October 1, 2007, is 0.43R<scper kilowatt-hour
and is expected to produce an estimated $159 milligevenue during the first quarter of 2008.

Under TVA's FCA methodology, adjustments to ratestzased on the difference between forecasted aselibe (budgeted) costs for the upcoming quaBecause
the FCA adjustments are forward-looking, therg/Bdally a difference between what is collecteddtes and what actual expense is realized overahise of the quarter. This
difference is added to or deducted from a defeaxdunt on TVA's balance sheet. Each quarterlysidjent includes a core FCA adjustment plus orfeolfigthe deferred
balance. The higher or lower costs added to artalway from the deferred balance sheet accouh@neamortized to expense in the periods in wtiiely are to be collected
revenues. This allows better matching of the reesrwith associated expenses.

Although TVA's cost increases for fuel and purclthpewer are mitigated by the FCA, TVA's cash floande negatively impacted by the FCA cash collactio
process. Under the methodology, some of the FQ&guoof higher fuel and purchased power expenabzed during the quarter is placed in the defeaetbunt to be collecte
in rates in later periods. The timing of the colien of revenues related to the FCA does not édewith the cash expended for fuel and purchaseep consumed.

Future Challenges

TVA faces several challenges that may impact ishdbows, results of operations, and financial dbad. The most significant of these challenges discussed below.

Meeting the Power Needs in TVA'’s Service ABemand for power in TVA's service area has beemvgrg at an average of two percent per year and Bv#icipates
the demand will continue to grow. TVA plans to mée need for additional power through a varidtyneans:

< New Generation TVA intends to add new generation assets. Thention was reflected in TVA'decision to complete the construction of Watts aclear Unit
2. The completion of Watts Bar Nuclear Unit 2 xpected to occur in 2013 and cost approximatel$ $ilion. TVA plans to consider other opportuagito add
new generation from time to time. Market condisiplike the volatility of the price of constructiomaterials and the potential shortage of skilledtdabor, may
add uncertainties to the cost and schedule of r&stouction.
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« Purchased Powel Purchasing power from others will likely remaipart of how TVA meets the power needs of its sena@rea. The Strategic Plan establishes a
goal of balancing production capabilities with pewapply requirements within five percent. Achigyithis goal will require TVA to reduce its relianon
purchased power, which constituted 12.4 percetii@power that TVA sold in 200

« Distributor-Owned Generation.TVA is also discussing with the distributors 0f A power ways in which distributors can own geniergfacilities while TVA
remains the supplier of all of their power requigstts. These discussions, while still in the eatdges, may provide the framework for the distobsibf TVA
power to provide some of the future generatinglitées.

Non-Fuel Operating and Maintenance CosfEVA has established two significant goals relatiognon-fuel operating and maintenance costs.

» TVA intends to reduce these costs over the negetlyears
« After that time, TVA intends to keep the rate ofriease in these costs lower than the rate of groWitvVA’s electricity sales

Meeting these goals will significantly affect TVA&bility to achieve certain objectives identifiedthe Strategic Plan, including the objective adiad new generation
assets.

Performance of Generation Asseddthough TVA's generation and transmission asset$ggmed extremely well overall in meeting the peakands during the
summer of 2007, TVA was adversely affected by Hikife of some assets to operate as planned diimeg of high summer demand. As a result, TVA teepurchase more
power than expected when purchased power prices fvgh. (See Item 1, BusinessPewer Supply.YVA is likely to face similar problems in the fugisince many of TVA's
generation assets have been operating since tls D@®arlier and have been in near constant sesuice they were completed.

Bonds and Other Financial Obligationas of September 30, 2007, TVA had $22.5 billiorBoinds outstanding (not including noncash itemeéifyn currency
valuation loss of $299 million and net discountsate of bonds of $189 million). The amount of T¥MAonds outstanding has been reduced by more thaillin since
September 30, 1996, when the end of year balanoatsfanding Bonds peaked. Since that time, hoty@%A has entered into energy prepayment transastthat resulted in
$1.6 billion in prepayment obligations and certaiase/leaseback transactions that resulted ini$llich in obligations. The amount of prepaymentidease/leaseback
obligations outstanding at September 30, 2007,$2a3 billion. Payments on these Bonds and obbgatdo not change with the amount of power sold,iBoompetition
increases, TVAs obligations to make these payments could limiaHility to adjust to market pressures. Whiledent management of Bonds and other financial ofitiga will
remain an important strategic consideration inftttere, increased capital commitments may makéfitdlt for TVA to continue its trend of reducintpese obligations.

2008 Budget. The 2008 budget approved by the TVA Board on Sepégrd7, 2007, is based on TVA'’s obtaining $300ionlimore in operating cash flows than is
currently anticipated. When the TVA Board approtieel budget, it recognized that TVA would needta macrease to balance the budget. The amouhieafate increase
needed to balance the budget is expected to béhi@s<0 percent. TVA and its customers are wgrkindetermine the amount of the rate increase teflective during the
second half of 2008.

Environmental Regulation.TVA expects to see increased environmental réigulan the future, including but not limited tdwe regulation of mercury and the emission
of greenhouse gases such asO'VA has considered, and intends to continue icensg, fuel mix in making decisions about addiibgeneration. The restart of Browns

Ferry Unit 1, the decision to complete the congtamcof Watts Bar Unit 2, and TVA's filing of a cdimed operating license application for two newtsiat the Bellefonte
Nuclear Plant (although no decision to construes¢hunits has been made) are examples of's decisions to pursue or consider generation gsutttat do not emit greenhouse
gases. The nature or level of future regulatiogreEnhouse gases is unclear at this time. Aavgiydithe costs associated with such regulatiorcareently unknown but could
be substantial. TVA would have to recover sucliosrates or pursue some other action such agviegisome coal-fired units from service.

Renewable PortfolidRenewable power generation resources include swilad, incremental hydroelectric, biomass, and fdlghs. Generating power with renewable
sources instead of coal-fired plants could helpcedhe carbon intensity of TVA's generation. Gatiag power with renewable resources, however, ntype economical
using current technology. If TVA is required teirase its use of renewable resources and theftdsing so is greater than the costs of othercasuof generation, TVA's
costs may increase, and, as a result, TVA may toedoto raise rates.
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TVA’s Power Service AredVA'’s service area is set by two pieces of legistatthe fence and the anti-cherrypicking provisi@ee Item 1, Business Service
Area. Recently there have been efforts to erode thteption of the anti-cherrypicking provision. FERSued an order that would have required TVA tertonnect its
transmission system with the transmission systeBast Kentucky Power Cooperative, Inc. (“East Kekytl) in what TVA believed was a violation of thatacherrypicking
provision. See Item 3, Legal Proceedings. Adddity, Senators Jim Bunning and Mitch McConnelfaduced the Access to Competitive Power Act of 200the Senate that
would, among other things, provide that the anérgypicking provision would not apply with respéatany distributor which provided a terminationinetto TVA before
December 31, 2006, regardless of whether the naticelater withdrawn or rescinded. See Item 7, &d@ment’s Discussion and Analysis of Financial Gtiordand Result of
Operations — egislative and Regulatory MattersWhile the FERC action involving East Kentuckyanappears to be moot and the proposed legislabsmbt made it to the
Senate floor, the events illustrate how the pradedio TVA's service area provided by the anti-alipicking provision could be called into questiordgerhaps eliminated at
some time in the future.

Legislation.TVA exists pursuant to legislation enacted by Cesgrand carries on its operations in accordandethi legislation. Since Congress has the authtri
change this legislation, TVA is subject to moreidéagive risks than most utilities. Given the nmatof the legislative process, it is possible tieaw legislation or a change to
existing legislation that would have a profoundyideental impact on TVA's activities could beconaay with little or no advance notice. For a diséos®f the potential impact
of legislation on TVA, see Item 1A, Risk Factors.

Liquidity and Capital Resources
Sources of Liquidity
To meet short-term cash needs and contingenciés,depends on various sources of liquidity. TVAsmary sources of liquidity are cash on hand aashdrom
operations, proceeds from the issuance of shar-éed long-term debt, and proceeds from borrowingier TVA's $150 million note with the U.S. TreaguTVA's current

liabilities exceed current assets because of théraged use of short-term debt as a funding sotreeeet cash needs as well as to meet scheduleditiestof long-term debt.

The majority of TVA’s balance of cash on hand igitally invested in short-term investments. Durk@p7, TVA's average daily balance of cash and eaglivalents
on hand was $389 million. The daily balance ohcaisd cash equivalents maintained is based onterarexpectations for cash expenditures and funadéegls.

Other sources of liquidity include two $1.25 billiaredit facilities with a national bank as wellasasional proceeds from other financing arrangesiacluding call
monetization transactions and sales of receivabiddoans. Each of these sources of liquidityissuksed below.

Summary Cash FlowsA major source of TVA's liquidity is operating caflbws resulting from the generatiomnd sales of electricity. A summary of cash flow
components for the years ended September 30 fallows

Summary Cash Flows
For the years ended Septembel

2007 2006 2005
Cash provided by (used ir
Operating activitie: $1,76: $2,01¢ $1,46:
Investing activities (1,661 a,727 (1,188
Financing activities (473 (289 (255,
Net (decrease) increase in cash and cash equis. $(371 $(2) $1¢

Issuance of Debt.The TVA Act authorizes TVA to issue Bonds in an ambnot to exceed $30 billion outstanding at ameti At September 30, 2007, TVA had only
two types of Bonds outstanding: power bonds asdatint notes. Power bonds have maturities of letwae and 50 years, and discount notes have megwf less than one
year. Power bonds and discount notes rank onypani have first priority of payment out of net povproceeds. Net power proceeds are defined asith@nder of TV/'s
gross power revenues after deducting the costperfating, maintaining, and administering its powemperties and payments to states and countiésurof taxes, but before
deducting depreciation accruals or other chargeesenting the amortization of capital expenditupdss the net proceeds from the sale or otheiodipn of any power facility
or interest therein. See Note 10General.

Page 5¢




Table of Content

Power bonds and discount notes are both issuedamirto section 15d of the TVA Act and pursuarth® Basic Tennessee Valley Authority Power BondoReti®n
adopted by the TVA Board on October 6, 1960, asnal@eé on September 28, 1976, October 17, 1989, aardH\R5, 1992 (the “Basic Resolution”). The TVAtAnd the Basic
Resolution each contain two bond tests: the rate #nd the bondholder protection test.

Under the rate test, TVA must charge rates for pomrech will produce gross revenues sufficient toyide funds for:

Operation, maintenance, and administration of disgr system

Payments to states and counties in lieu of te

Debt service on outstanding Bon

Payments to the U.S. Treasury as a repayment o aetlirn on the Power Facilities Appropriationdstment; an

Such additional margin as the TVA Board may consigsirable for investment in power system assetsement of outstanding Bonds in advance of niigt
additional reduction of the Power Facilities Appiiagion Investment, and other purposes connectéld WA's power business, having due regard for the pri
objectives of the TVA Act, including the objectitleat power shall be sold at rates as low as asilfiea
Under the bondholder protection test, TVA mussuiccessive five-year periods, use an amount gbower proceeds at least equal to the sum of:
¢ The depreciation accruals and other charges ragiegehe amortization of capital expenditures,
» The net proceeds from any disposition of powerifas,
for either
» The reduction of its capital obligations (includiBgnds and the Power Facilities Appropriation Iriwent), or
* Investment in power asse
TVA must next meet the bondholder protection testlie five-year period ending September 30, 2010.
As discussed above, TVA uses proceeds from thameguof discount notes, in addition to other saiaddiquidity, to fund working capital requirementDuring 2007,
2006, and 2005, the average outstanding balandsa@dunt notes was $2.3 billion, $2.0 billion, &1 billion, respectively, and the weighted averaderest rate on discount
notes was 5.17 percent, 4.47 percent, and 2.7@pemespectively. At September 30, 2007, $1 Hbhilof discount notes were outstanding with a gl average interest rate
of 4.74 percent. The discount notes are not listedny stock exchange.
TVA issues power bonds primarily to refinance poexglyissued power bonds as they mature. During 20072808, TVA issued $1.0 and $1.1 billion of powends,

respectively, and redeemed $470 million, and $illdm of power bonds, respectively. At SeptemB8&r 2007, outstanding power bonds (including curneaturities of long-
term debt) consisted of the following:
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Outstanding Power Bonds
As of September 30, 2007

CUSIP or Other Principal Amount
1

Identifier Maturity Coupon Rate Stock Exchange Listings
electronotes® 01/15/2008 - 10/15/2026 2.450% - 6.125% $1,11° None
880591DBE 11/13/200¢ 5.375% 2,00(¢ New York, Hong Kong, Luxembourg, Singapt
880591DN¢ 01/18/2011 5.625% 1,00¢ New York, Luxembour¢
880591DL3 05/23/201z 7.140% 29 New York
880591DTE 05/23/201z 6.790% 1,48¢ New York
880591CWC 03/15/201% 6.000% 1,35¢ New York, Hong Kong, Luxembourg, Singapt
880591DW¢E 08/01/201z 4.750% 99C New York, Luxembourg
880591DY5 06/15/201¢ 4.375% 1,00 New York, Luxembour¢
880591DS¢ 12/15/201¢€ 4.875% 524 New York
880591EAE€ 07/18/2017% 5.500% 1,00¢ New York, Luxembour¢
880591CU4 12/15/2017 6.250% 75C New York
880591DC3 06/07/2021 5.805%3 40¢ New York, Luxembourg
880591CJ¢ 11/01/202¢ 6.750% 1,35( New York, Hong Kong, Luxembourg, Singapt
88059130( 06/01/202¢ 5.490% 46€ New York
88059140¢ 05/01/202¢ 5.618% 41C New York
880591DM1 05/01/203C 7.125% 1,00¢ New York, Luxembour¢
880591DP4 06/07/2032 6.587%° 512 New York, Luxembourg
880591DV1 07/15/203: 4.700% 47z New York, Luxembour¢
880591DX7 06/15/203¢ 4.650% 43€ New York
880591CKE 04/01/203¢€ 5.980% 121 New York
880591CS¢ 04/01/203¢€ 5.880% 1,50( New York
880591CPt 01/15/203¢ 6.150% 1,00( New York
880591BL5 04/15/2042 8.250% 1,00( New York
880591DU3 06/07/2043 4.9629% 307 New York, Luxembourg
880591CF 07/15/204¢ 6.235% 14C New York
880591D72 04/01/2056 5.375% 1,00 New York
Subtotal 21,37¢
Unamortized discounts, premiums, and other (189,
Total outstanding power bonds, ne $21,18¢

Notes:
1) The above table includes net exchangee®&om currency transactions of $299 millionegpt8mber 30, 2007.

) The weighted average interest rate of Bv#utstanding electronot&was 4.76 percent at September 30, 2007.
3) The coupon rate represents TVA's effextivterest rate.

As of September 30, 2007, all of TVA’s Bonds weated by at least one rating agency except for 8sods of power bonds and TVA's discount notes. B\ated
Bonds are currently rated “Aaa” by Moody’s Invest&ervice and/or “AAA” by Standard & Posrand/or Fitch Ratings, which are the highest gatimssigned by these agenc
The ratings are not recommendations to buy, sefiptd any TVA securities and may be subject tagien or withdrawal at any time by the rating agescRatings are assigned
independently, and each should be evaluated as such

For additional information about TVA debt issuamotivity and debt instruments issued and outstandsof September 30, 2007 and 2006, includingtifiens, rates,
maturities, outstanding principal amounts, and mgai®n features, see Note 10.
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$150 Million Note with U.S. TreasuryTVA has access to financing arrangements with tf& Ureasury, whereby the U.S. Treasury is autbdrip accept a shorérm
note with maturity of one year or less in an amawttto exceed $150 million. TVA may draw any pamtof the authorized $150 million. Interest acardaily and is paid
quarterly at a rate determined by the U.S. Segreththe Treasury each month based on the averfapgtstanding obligations of the United States waithturities of one year or
less. During 2007, 2006, and 2005, the daily ayemmounts outstanding were approximately $132anjl131 million, and $103 million, respectivelyhe outstanding
balances were repaid quarterly. See Note 8 and Nobt—Short-Term Debt.

Credit Facilities. In the event of shortfalls in cash resources, Théa short-term funding available in the form 0bt84.25 billion short-term revolving credit fadidis,
one of which matures on May 14, 2008, and the atherhich matures on November 10, 2008. See Note-IRevolving Credit Facility Agreement he interest rate on any
borrowing under either of these facilities is vateaand based on market factors and the rating/@fd senior unsecured long-term non-credit enhardat. TVA is required to
pay an unused facility fee on the portion of thmlt82.5 billion against which TVA has not borrowddhe fee may fluctuate depending on the non-erdwnoredit ratings on
TVA's senior unsecured lontgrm debt. There were no outstanding borrowing®uttte facilities at September 30, 2007. TVA apttés renewing each credit facility from ti
to time.

Call Monetization TransactionsFrom time to time TVA has entered into swaptiom&actions to monetize the value of call provisiongertain of its Bond issues. A
swaption essentially grants a third party the righgnter into a swap agreement with TVA under WHIYA receives a floating rate of interest and ptesthird party a fixed ra
of interest equal to the interest rate on the Beade whose call provision TVA monetized. Thro@&sptember 30, 2007, TVA has entered into four siwagtansactions that
generated proceeds of $261 million.

* In 2003, TVA monetized the call provisions on alsllion Bond issue and a $476 million Bond issuedntering into swaption agreements with a thirctypar
exchange for $175 million and $81 million, respeety.

* In 2005, TVA monetized the call provisions on tworl issues ($42 million total par value) by entgiiimo swaption agreements with a third party ink@nge fc
$5 million.

For more information regarding TVA's call monetimat transactions, see Note 9 Swaptions and Related Interest Rate Swap.

Sales of Receivables/Loan&rom time to time TVA obtains proceeds from selliegeivables and loans. During 2007, TVA sold $Riom of receivables at par such
that TVA did not recognize a gain or loss on thie.sBhese were receivables from a power custoniatexkto the construction of a substation. Thegeds from the sale of
these receivables are included within the Cash Btatement under the caption Cash flows from inngstctivities.

During 2006, TVA sold $22 million of receivablespr such that TVA did not recognize a gain or lmsghe sale. Of this amount, $11 million represdneceivables
from power customers related to the constructioa sfibstation and other energy conservation psjead the proceeds from the sale of these redessabe included within the
Cash Flow Statement under the caption Cash flowms fnvesting activities.

During 2005, TVA sold $60 million of receivablesgr such that TVA did not recognize a gain or lmsghe sale. Of this amount, $1 million represémezeivables
from power customers related to the constructioa sfibstation and other energy conservation psjaat the proceeds from the sale of these redes/abe included within the
Cash Flow Statement under the caption Cash flomm fnvesting activities. Additionally, TVA sold agfolio of 51 power distributor customer loanse®@ble. The portfolio
was sold for $55 million, without recourse to TVand contained loans with maturities ranging froeslthan one year to over 34 years. The principalatdue on the loans at
the time of the sale was $57 million. The $2 millioss is reported in Other income, net on therime&tatement for the year ended September 30, 2005.

TVA did not retain any claim on these loans ancneables sold, and they are no longer reported\i’' Balance Sheets. For more information regardiv\’ s sales
of receivables and loans, see Note ISales of Receivables/Loans
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2007 Compared to 2006
Net cash provided by operating activities decredised $2,014 million in 2006 to $1,763 million i®Q7. This $251 million decrease primarily resulfem:

* Anincrease in cash paid for fuel and purchasedep@#$249 million due to higher volume of fuel gourchased power needed to replace hydroelectriergdon
as well as increased market prices for f

¢ Anincrease in cash outlays for routine and rengrdperating costs of $108 million;
¢ Anincrease in tax equivalent payments of $76 omtliand
* Anincrease in expenditures for nuclear refuelintages of $24 million due to three planned outag@907 compared to two planned outages in the gear.

These items were partially offset by:

« A $100 million decrease in cash used by changesiking capital resulting primarily from a smaliecrease in accounts receivable of $142 milliontiglly offset
by a smaller increase in accounts payable and eddiabilities of $45 million

* Cash provided by deferred items of $61 million @02 compared to a $35 million net use of cash 620This change is primarily due to funds collddterates
during 2007 that were used to fund future genemati®ee Note— Reserve for Future Generatit.

¢ A decrease in cash paid for interest of $33 miliim2007.
Cash used in investing activities decreased froffiZZlmillion in 2006 to $1,661 million in 2007. 66 million decrease resulted primarily from:
¢ A decrease in expenditures for capital project$a# million.
0 This decrease is primarily a result of a decreasxpenditures for the Browns Ferry Unit 1 respadject of $262 million
0 This item was partially offset b'
— An increase in expenditures of $47 million relapeuarily to the Watts Bar Nuclear Plant steam gatwe replacement projec
— Increased expenditures related to T's coa-fired plants of $106 million primarily resultingdm:
» Extensive repairs during an extended outage atRar&ossil Plan
» The rehabilitation of a precipitator at Colbert §ib®lant; anc
« Increased clean air expenditures primarily relatetthe scrubber projects at the Kingston and Bulh Rossil Plants; ar
— Increased administrative capital expenditures edléb certain process and system improvem:

* A source of cash from collateral deposits in 200%48 million as compared to a net use of cashdf @illion in 2006. See Note 1 Restricted Cash and
Investment.

» Expenditures for the enrichment and fabricationwadlear fuel of $26 million related to the reswfrBrowns Ferry Unit 1

These items were partially offset by:
* Anincrease in expenditures of $111 million to dogithe Gleason and Marshall County combustioniterfacilities in 2007.

¢ A $40 million contribution to the Asset Retiremdmtst. See Note — Investment Fund
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* Adamage award of $35 million that TVA received®06 in its breach of contract suit against the D®Epresent in 2007.

Net cash used in financing activities increasechf&289 million in 2006 to $473 million in 2007. iEl$184 million increase resulted primarily from:

¢ Adecrease of $92 million in long-term debt issises]
¢ Anincrease in net redemptions of short-term dé$862 million.

These items were partially offset by a decreasedemptions of long-term debt of $771 million in0Z0compared to 2006.
2006 Compared to 2005
Net cash provided by operating activities incregg®s million from 2005 to 2006. This increaseutesd from:

* Anincrease in cash provided by operating revemfieil.4 billion primarily from higher average ratiesm rate actions effective in October 2005 andilA200€
and, to a lesser extent, from increased deman€Q6;:

e Less cash paid for interest of $46 million in 20864
* Adecrease in expenditures for nuclear refuelingges of $50 million due to the number and timihgutages during 200i

These items were partially offset by:

* Anincrease in cash paid for fuel and purchasedep@f$734 million due to higher volume and incezhmarket prices
¢ Anincrease in payments in lieu of taxes of $1liamil
¢ Anincrease in cash outlays for routine and rengrdperating costs of $44 million; a

* Anincrease in other deferred items of $55 millfmmarily due to $22 million of increased contrilmuts to the TVA Retirement System and $15 millietated t(
customer advances for constructi

Net cash used by changes in components of worldpdat increased $117 million from 2005 primaritgrn:
« Alarger increase in accounts receivable of $196anidue to increased sales of the prior yearlsigier rates in 2006; ar

« Alarger increase in inventories of $108 millioredio higher priced coal and natural gas in endinvgntory in 2006 and a higher volume of coal ondhanthe en
of 2006.

These items were partially offset by:

. A $125 million increase in accounts payable anduweat liabilities in 2006 compared to a $16 millidecrease in 2005 primarily due to changes in theuato
collateral held by TVA of $88 million under termfaswap agreement and higher costs for fuel anchased power; ar

. A $23 million increase in accrued interest in 2@06npared to a $22 million decrease in 2005 dugrtmg of interest payments on Bonds issued relatvBond:
retired during 200€

Cash used in investing activities increased $53Bamifrom 2005 to 2006. The increase is primadlye to:
. Sales of sho-term investments of $335 million in 2005 with namguarable sales in 200

. An increase in expenditures for the enrichmentfabdcation of nuclear fuel of $136 million for tf&equoyah Unit 2 and Watts Bar Unit 1 reloads seleebitc
be completed in the first quarter of 2007, and exitares related to uranium conversion and enriatirfar Browns Ferry Unit 1
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. An increase in expenditures for capital project$@® million primarily due to increases in transsi® construction projects related to reliabilityddoad growt
on the TVA system, including a substation and a-B0@ransmission line on the bulk transmission systan increase in expenditures for nuclear projet®l7
million primarily for the Browns Ferry Unit 1 restaand a corresponding increase in allowancedod$ used during construction of $35 million; pallyi offse
by decreases in clean air expenditures of $20anilielated to project completions and a decreabgdnoelectric expenditures of $26 million; &

. A decrease in proceeds received from the salertdingeceivables/loans of $45 million comparedh® same period of 200

These items were partially offset by:
. A damage award in 2006 of $35 million in T"s breach of contract suit against the DOE;
. A smaller increase in collateral deposits in 2006X6 million as compared to 2005. See No— Restricted Cash and Investme.
Net cash used in financing activities was $34 onillgreater in 2006 than 2005 primarily due to:
. A decrease in issuance of l--term debt of $518 million
. Net issuances of sh-term debt of $546 million in 2005 compared to reetemptions of shc-term debt of $93 million in 2006; ar
. An increase in payments to the U.S. Treasury ahiiion due to changes in interest rat
These items were partially offset by:
. A decrease in redemptions of Ic-term debt of $1.1 billion in 2006 compared to 2C

Cash Requirements and Contractual Obligations

Due to the nature of the power industry, which reggilarge multi-year capital investments, usirgntts and multi-year forecasts is important in assgshe
effectiveness of management’s decisions relatedpital expenditures, pricing, and accessing capitakets.

The future planned construction expenditures fopprty, plant, and equipment additions, includitean air projects and new generation, are estintatbe as follows:

Future Planned Construction Expenditurest
As of September 30

Actual Estimated Construction Expenditures

2007 2008 2009 2010 2011 2012
Watts Bar Unit Z $ - $317 $67(C $68¢ $547 $27¢
Other Capacity Expansion Expenditu 52C 69: 78¢ 1,02¢ 961 512
Clean Air Expenditure 24C 38€ 313 27€ 26C 432
Transmission Expenditurés 44 73 74 56 63 60
Other Capital Expenditure’s 44¢€ 50€ 55C 43C 50C 513
Total Capital Projects Requirements $1,25: 4 $1,97. $2,39¢ $2,47. $2,33: $1,79:

Notes:

(1) TVA plans to fund these expenditures with powevenues and proceeds from power program fingseciThis table shows only expenditures that arently planned. Additional expenditures may be
required for TVA to meet the growing demand for jgoun its service area.

(2) Transmission Expenditures include reimbulsabojects.

(3) Other Capital Expenditures are primarilyoasated with short lead time construction projegiteed at the continued safe and reliable operati@enerating assets.

(4) The numbers above exclude allowance for$umsed during construction of $165 million in 20
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TVA conducts a continuing review of its construatiexpenditures and financing programs. The amahdwa/n in the table above are forward-looking antebased
on a number of assumptions and are subject towsriacertainties. Actual amounts may differ mathribased upon a number of factors, including dgesrnn assumptions
about system load growth, environmental regulatiates of inflation, total cost of major projecsd availability and cost of external sources gfited, as well as the outcome
the ongoing restructuring of the electric indust8eeForward-Looking Information.

TVA does not anticipate receiving a financial reton its clean air expenditures because these ditpegs neither generate revenues nor reduce cbsfact, clean air
equipment will reduce the operating efficiency amtease the operating costs of TVA's coal-fireitsinIn the near term, TVA may be negatively imieacby investments in
new generation (i.e., Watts Bar Unit 2) that areexpected to provide a cash return until put Beovice.

TVA also has certain obligations and commitmentsieke future payments under contracts. The follgwéble sets forth TVA's estimates of future paytsess of
September 30, 2007. See Notes 8, 10, and 14ftotreer description of these obligations and commaitts.

Commitments and Contingencie
Payments due in the year ending September 30

Total 2008 2009 2010 2011 2012 Thereaftel
Debt $22,50: 1 $1,51: $2,03( $62 $1,01¢ $1,52¢ $16,35°
Interest payments relating to de 21,06 1,23¢ 1,17: 1,11¢ 1,08¢ 1,05¢ 15,38¢
Lease obligations
Capital 20¢ 5¢ 58 57 29 3 3
Nor-cancelable operatir 421 63 47 37 28 27 21¢
Purchase obligations
Power 4,76( 18€ 182 194 19t 19¢€ 3,80¢
Fuel 3,14¢ 1,22( 527 504 232 22t 442
Other 561 31C 157 24 16 15 39
Payments on other financin 1,47: 8¢ 85 89 95 97 1,01¢
Payment to U.S. Treasufy
Return of Power Facilities
Appropriation Investme 13C 2C 20 20 20 2C 30
Return on Power Facilities
Appropriation Investme: 25¢ 19 22 21 20 18 15¢
Retirement plans 81 81 — — — — —
Total $54,60¢ $4,79: $4,30: $2,12¢ $2,73¢ $3,18! $37,46:
Notes:

(1) Does not include noncash items of foreign@miy valuation loss of $299 million and net disdoom sale of Bonds of $189 million.

(2) TVA has access to financing arrangements thighU.S. Treasury whereby the U.S. Treasury isaiztd to accept from TVA a short-term note witk thaturity of one year or less in an amount nexiceed
$150 million. TVA may draw any portion of the aattzed $150 million during the year. TVA's pradits to repay on a quarterly basis the outstanbaignce of the note and related interest. Becaligs
practice, there was no outstanding balance ondteas of September 30, 2007. Accordingly, the @@ments and Contingencies table does not inclugeoatstanding payment obligations to the U.S. Juep
for this note at September 30, 2007. See No+— Shor-Term Debt

In addition to the cash requirements above, TVAdwgractual obligations in the form of revenuecdismts related to energy prepayments. See NoteEhergy
Prepayment Obligation:
Energy Prepayment Obligations
Payments due in the year ending September 30

Total 2008 2009 2010 2011 2012 Thereaftel

Energy Prepayment Obligations $1,13¢ $10€ $10¢ $10¢ $10¢ $10¢ $612
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Results of Operations
Financial Results
The following table compares operating results seldcted statistics for 2007, 2006, and 2005:

Summary Statements of Income
For the years ended September 30

2007 2006 2005
Operating revenue $9,24¢ $9,17¢ $7,78:
Revenue capitalized during -commercial plant operatiot (57) - -
Operating expenses (7,723 7,582 6,503
Operating incom 1,46¢ 1,59: 1,27¢
Other income 64 77 68
Other expens 2) 2) 4)
Unrealized gain/(loss) on derivative contracts, 41 (15) 3
Interest expense, net 1,184 1,215 1,261
Income before cumulative effects of accounting ¢fes 383 43¢ 85
Cumulative effect of change in accounting for ctiodial asset retirement obligations — (109; —
Net income $38¢ $32¢ $8E
Sales (millions of kWh 174,81( 176,37( 171,49¢

2007 Compared to 2006
Net income for 2007 was $383 million compared wigétt income of $329 million for 2006. The $54 naifliincrease in net income was mainly attributabie t

. A $109 million cumulative expense charge in 2006&doption of a new accounting standard relatezbtalitional asset retirement obligations that ditl accu
in 2007,

. A $69 million increase in operating revenu

. A change of $56 million in net unrealized gain/@psn derivative contracts; al

. Lower net interest expense of $31 millic

These items were partially offset by:

. A $141 million increase in operating expens

. A change of $57 million in revenue capitalized dgrpre-commercial plant operations; a

. A $13 million decrease in other incon
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Operating RevenuesOperating revenues and electricity sales durb@gjf2and 2006 consisted of the following:

Operating Revenues and Electricity Sales
For the years ended September 30

Operating Revenue Sales of Electricity
(millions of dollars) (millions of kWh)
2007 2006 Percent Chanc 2007 2006 Percent Chanc
Operating revenues and sales of electri
Municipalities and cooperativ $7,77: $ 7,85¢ (1.1%) 141,74. 143,34: (1.1%)
Industries directly serve 1,221 1,06t 14.€% 30,99¢ 30,98° 0.C%
Federal agencies and otl 112 11€ (3.4%) 2,07t 2,04( 1.7%
Other revenue 13 13t 1.5% = = =
Total operating revenues and sales of electricity $ 9,24« $9,17¢ 0.8% 174,81( 176,37( (0.9%)

Significant items contributing to the $69 milliomcrease in operating revenues included:

. A $156 million increase in revenue from industri®ctly served attributable to an increase in agerrates of 15.1 percent and a slight increaselés; anc
. A $2 million increase in other revenue primarilyedio increased revenue from salvage sales partiffigt by decreased transmission revenues froneliviy
activity.

These items were partially offset by:

. An $85 million decrease in revenue from municipeditand cooperatives reflecting decreased saléslgiercent partially offset by an increase in agerrate
of 0.9 percent that yielded $3 million in increasedenue; an

. A $4 million decrease in revenue from Federal agenand other.

o This decrease was the result of an $8 million desmen revenues from federal agencies directlyesedue to decreased sales of 3.0 percent, andeadeadr
average rates of 4.4 perce

o This item was partially offset by a $4 million iease in off-system sales reflecting increased silé8.7 percent partially offset by a decreasavierage
rates of 6.5 percer

During 2007 there was also a $57 million revendsetfrelated to the Browns Ferry Unit 1 pre-comrignolant operations. See Note 1Capitalized Revenue During
Pre-Commercial Plant Operations

A significant item contributing to the 1,560 milfikilowatt-hour decrease in electricity sales ideld a 1,601 million kilowatt-hour decrease in sadesunicipalities
and cooperatives attributable to a change in TVAlsilled estimate methodology in 2006. See Note Accounts Receivable This item was partially offset by an increase in
residential power demand (which is more weathesitiga) as a result of an increase in combinedekegays of 258 days, or 4.9 percent, during 2007.

This decrease in sales to municipalities and caipess was partially offset by:

. A 35 million kilowati-hour increase in sales to Federal agencies and.:
0 This increase was attributable to an 89 milliomWiatt-hour increase in off-system sales mainlyeetfhg increased generation available for sale.
o0 This item was partially offset by a 54 million kilatt-hour decrease in sales to federal agenciesttlirserved primarily due to a decrease in denignohne
of TVA's largest federal agencies directly served asudt refsa change in the nature and scope of its.|

. A 6 million kilowatt-hour increase in sales to industries directly sgtaegely attributable to customer grow
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Operating Expenses table of operating expenses for 2007 and 2006\

TVA Operating Expenses
For the years ended Septembel

2007 2006 Percent Chang
Operating expense¢
Fuel and purchased pov $ 3,38. $ 3,330 1E%
Operating and maintenar 2,38z 2,37z 0.4%
Depreciation, amortization, and accret 1,481 1,49: (0.7 %)
Tax equivalent 452 37€ 20.2%
Loss on asset impairment 2t ¢ NM
Total operating expenses $ 7,720 $ 7,58: 1.2%

Significant drivers contributing to the $141 miliéncrease in total operating expenses included:

. A $76 million increase in Tax equivalent paymerfiecting increased gross revenues from the sgh@wer (excluding sales or deliveries to other fatle
agencies and ¢system sales with other utilities) during 2006 espared to 200¢

. A $49 million increase in Fuel and purchased posvgrense.
o This increase was mainly due a $127 million incesiasfuel expense.

- Theincrease in fuel expense resulted primarilynfr
= Higher aggregate fuel cost per kilov-hour net thermal generation of 2.7 perc:

= Increased generation of 0.6 percent, 14.9 pereant,2.5 percent at the cdakd, combustion turbine, and nuclear plants, eesipely, in par
because of lower hydroelectric generation;

= An FCA net deferral and amortization for fuel expemf $39 million. In accordance with the FCA nuetblogy, TVA has deferred the amoun
fuel costs that were lower than the amount includeabwer rates during 2007. This $39 million dedel amount will be refunded to customer
future FCA adjustment:

o The increase in fuel expense was primarily offseai$78 million decrease in purchased power expense
— The decrease in purchased power expense resuliatyfiam:

= A decrease in the average purchase price of Ocepgranc

= An FCA net deferral and amortization for purchapeder expense of $246 million. In accordance with FCA methodology, TVA has defer
the amount of purchased power costs that were hitjae the amount included in power rates durin@720This $246 million deferred amol
will be charged to customers in future FCA adjusttat

— These items were partially offset by a 16.4 peragerease in the volume of purchased power to actodate for decreased hydroelectric generatir
9.2 percent and the extended outage of Unit 3 &&’s Paradise Fossil Plant during the third quarte&Q8¥7.

. A $17 million increase in Loss on asset impairnfemn $9 million in 2006 to $26 million in 2007.

0 The $26 million Loss on asset impairment in 206sUted from:

— A $17 million write-down of a scrubber project at Colbert during 200

— Write-downs of $9 million related to other Constructiarprogress assets during 20
o The $9 million Loss on asset impairment in 200Giites! from:

— Write-downs of $7 million on certain Constructiam progress assets related to new pollutiontrol and other technologies that had not beengy
effective and a -evaluation of other projects due to funding limtas; anc

— A $2 million write-down on one of two buildings iiVA’'s Knoxville Office Complex based on TVA'plans to sell or lease the East Tower o
Knoxville Office Complex during 200¢
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. A $10 million increase in Operating and maintenagxgense.
0 This increase was mainly a result of:

— Increased outage and routine operating and maiméeneosts at cc-fired plants of $55 million due t
« An increase in outage days of 78 days as a rekfduomore planned outages during 20
« Significant repair work on Unit 3 at Paradise FoB&nt, anc
 Acquisition of new combustion turbine units duri2@07;

— A $17 million increase in expense primarily relatedVatts Bar Unit 2 studies during 20(

— A $10 million increase in severance expense du2biy;

— A $5 million increase in worker£ompensation expense primarily as a result of & peficent lower discount rate utilized during 2@®id increase
costs to administer the program; ¢

— An FCA net deferral and amortization for operatangd maintenance expense of $10 million. In accweawith the FCA methodology, TVA t
deferred the amount of operating and maintenansés dbat were lower than the amount included in gromates during 2007. This $10 mill
deferred amount will be refunded to customers tariIFCA adjustment:

o These items were partially offset by decreasediperigancing costs of $91 million as a result di.82 percent higher discount rate and a 0.50 pérce
higher than expected lo-term rate of return on pension plan ass

The increases in Tax equivalent payments, Fuepanchased power expense, Loss on asset impairar@hperating and maintenance expense were paufédet
by:

. An $11 million decrease in Depreciation, amorti@atiand accretion expent

o This decrease was mainly a result of a $25 miltlenorease in depreciation expense primarily atiaibletto the depreciation rate reduction for Brokesry
Nuclear Plant reflecting the -year license extension approved by the Nuclear Regy Commission“NRC") on May 4, 2006

o This item was partially offset by a $14 million he@ase in accretion expense reflecting the adoti¢iiN No. 47, the updated incremental accretianSBAS
No. 143, and an increase in ARO liability duringdZC

Other Income The $13 million decrease in other income wagdbr attributable to decreased interest income fsbort-term investments and decreased interest
earnings on the collateral deposit funds held bATV

Unrealized Gain/(Loss) on Derivative Contracts, N&ignificant items contributing to the $56 millichange in net unrealized gain/(loss) on derivativetracts
included:

. A $58 million smaller loss related to the markr@rket valuation adjustment of an embedded calbopfrom a $61 million loss during 2006 to a $3lion
loss during 2007; an

. A $9 million larger gain related to the m-to-market valuation of swaption contracts, from a #fifion gain during 2006 to a $28 million gain dogi 2007,

These items were partially offset by an $11 millemnaller gain related to the mark-to-market vahratidjustment of an interest rate swap contramty fa $27 million
gain during 2006 to a $16 million gain during 2007.
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Interest Expense Interest expense, outstanding debt, and inteagsss during 2007 and 2006 were as follows:

Interest Expense
For the years ended Septembel

2007 2006 PercenChange
Interest expens
Interest on detl $1,34: $1,357 (1.1%)
Amortization of debt discount, issue, and ceasition costs, ni 19 21 (9.5%)
Allowance for funds used during constructiowl auclear fuel expenditures (1775 (169 8.€6%
Net interest expens $1,18¢ $1,21¢ (2.€%)
(percent)
Percent
2007 2006 Change
Interest rates (averag
Lon¢-term 6.02 6.17 (2.4%)
Discount note 5.21 4.47 16.€%
Blendec 5.94 6.02 (1.2%)

Significant items contributing to the $31 millioectease in net interest expense included:
¢ Adecrease in the average I-term interest rate from 6.17 percent in 2006 t@ @6rcent in 2007
. A decrease of $283 million in the average balariderm-term outstanding debt in 2007; a
. A $14 million increase in AFUDC due to a 4.0 pertdecrease in the construction work in progreseba007.
These items were partially offset by:
e Anincrease in the average discount notes intea¢stfrom 4.47 percent in 2006 to 5.21 percen0i@72 anc
* Anincrease of $260 million in the average balapicdiscount notes outstanding in 20
2006 Compared to 2005
Net income for 2006 was $329 million compared wigétt income of $85 million for 2005. The $244 naifliincrease in net income was mainly attributabie t
* A $1,393 million increase in operating revent
«  Lower net interest expense of $46 millic
* A $9 million increase in other income; a
*  Lower other expense of $2 millio
These items were partially offset by:
* A $1,079 million increase in operating expen:
* A $109 million cumulative expense charge in 2006afdoption of a new accounting standard relatezbtalitional asset retirement obligations; i

« Achange of $18 million in net unrealized gain/psen derivative contract
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Operating RevenuesOperating revenues and electricity sales du2b@p and 2005 consisted of the following:

Operating Revenues and Electricity Sale
For the years ended September 30

Operating Revenue Sales of Electricity
(millions of dollars) (millions of kWh)
2006 2005 Percent Chanc 2006 2005 Percent Chanc
Operating revenues and sales of electri
Municipalities and cooperativ $7,85¢ $6,53¢ 20.2% 143,34: 136,64( 4.%
Industries directly serve 1,06t 961 10.£% 30,98 30,87: 0.4%
Federal agencies and ot 11€ 181 (35.9%) 2,04( 3,98¢ (48.€ %)
Other revenue 13t 10! 33.7% — — -
Total operating revenues and sales of electricity $9,17¢ $7,78: 17.% 176,37( 171,49t 2.&%

Significant items contributing to the $1,393 mitlicncrease in operating revenues included:

* A $1,320 million increase in revenue from municif)lg$ and cooperatives reflecting increased salek®percent and an increase in average rated.6f 1
percent. Of this $1,320 million increase, $822iomil relates to the rate adjustments effective Getd., 2005, and April 1, 200

¢ A $104 million increase in revenue from industrébectly served attributable to an increase insale0.4 percent and an increase in average r&t#8.8
percent. Of this $104 million increase, $41 milli@lates to the rate adjustments effective Oct@b2005, and April 1, 2001

¢ A $34 million increase in other revenue primarilyedto increased transmission revenues from whealtigity.

The rate adjustments, effective the first quartet third quarter of 2006, contributed about $878ioni to the increase in revenues on firm-basedipots during 2006
as compared to 2005. Firm-based products carhehigtes since they offer the most reliable pasugply. As a result, customers purchasing theseéyats are the last to have
their supply interrupted during a system emergerfy.additional $237 million of the increase in eewes was due to higher average rates relatedhiftan product and
customer mix and higher rates for variable pricemtipcts.

These items were partially offset by:

¢ A $65 million decrease in revenues from Federahaigs and othe

o This decrease was due to an $82 million decreas#-system sales reflecting decreased sales &f @€cent and reduced generation of 2.7 percenchwh
includes a 36.6 percent decrease in hydroeleatneigtion resulting from dry conditions in 20

o This item was partially offset by a $17 million he@ase in revenues from federal agencies directlyesedue to increased sales of 4.9 percent andcaease
in average rates of 14.3 percent. Of this $17ionilincrease, $10 million relates to the rate ddpests effective October 1, 2005, and April 1, 2(

Significant items contributing to the 4,872 milli@lowatt-hour increase in electricity sales inchad
¢« A 6,703 million kilowat-hour increase in sales to municipalities and coapess.

0 This increase was primarily due to:

— A 4,707 million kilowat-hour increase resulting from a change in the uatiéistimate methodology used in 2006 as compar2ddb; anc

— A 1,996 million kilowat-hour increase in sales demand by municipalitiescageratives during 200
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« A 115 million kilowatt-hour increase in sales talirstries directly served as a result of increasadahd by one of TVA's largest directly served irtdas
customers to accommodate higher production lewets facility, partially offset by decreased salether large directly served industrial custosrmeflecting
reduced demand due to more unplanned outages wed fwoduction levels at those facilities compateethe prior year

These items were partially offset by:
e A 1,946 million kilowat-hour decrease in sales to Federal agencies and

0 This decrease was due to a 2,031 million kilowatt#decrease in off-system sales mainly reflectiagreased generation available for sale.

o This item was partially offset by an 85 million d&watt-hour increase in sales to federal agenciesttyy served primarily due to increased deman84ob
percent for other miscellaneous produ

Operating Expensed table of operating expenses for 2006 and 2006w

TVA Operating Expenses
For the years ended Septembel

2006 2005 Percent Chang

Operating expense¢

Fuel and purchased pov $ 3,330 $ 2,60: 28.1%

Operating and maintenar 2,37z 2,35¢ 0.€%

Depreciation, amortization, and accret 1,492 1,15¢ 29.2%

Tax equivalent 37¢€ 365 3.L%

Loss on asset impairment < 2¢ (62.£ %)
Total operating expenses $ 7,58. $ 6,50! 16.€ %

Significant drivers contributing to the $1,079 naiti increase in total operating expenses included:

e A $732 million increase in Fuel and purchased posvgrense.
o This increase was a result of a $377 million insest fuel expense and a $355 million increaseunchm|sed power expense.
— The increased fuel costs were largely attributédile

= Higher aggregate fuel cost per kilov-hour net thermal generation of 19.0 percent;

* Increased generation of 1.2 percent, 3.0 perceut,0e3 percent at the coal-fired, combustion twebind nuclear plants, respectively, in part
because of lower hydroelectric generati

— The increased purchased power expense was maiabub of:
* Increased average purchase price of 16.3 peraeth

= Higher volume acquired of 27.7 percent to accomrteflar decreased hydroelectric generation and Ifightty lower asset availability in 2006
than in 2005

* A $338 million increase in Depreciation, amortipati and accretion expen:

0 This increase was primarily a result of:

— Increased amortization expense of $388 milliondrgas a result of the amortization of the defercedt of nuclear generating units at Bellef
Nuclear Plant; an

— A $1 million increase in accretion expense maiedffecting an increase in ARO liability during 20(

o These items were partially offset by a $51 milldecrease in depreciation expense primarily atwibletto the depreciation rate reduction for BroWesy
Nuclear Plant reflecting the -year license extensions approved by the NRC on M&p06.
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* A $13 million increase in Operating and maintenaexgense.
0 This increase was primarily due to:

— Increased routine operating and maintenance costadear plants of $21 million as a result of g&sed labor costs, more forced outages, ar
timing of contracts and billings during 2006; &

— Increased benefits expense of $19 million attribletdo increased pension related retirement cosudsirrcreased health care and dental costs c
2006.

o These items were partially offset by decreased amstlcompensation expense of $29 million largelg ttua 0.30 percent higher discount rate utilized i
2006.
An $11 million increase in Tax equivalent pants due to increased gross revenues from thebsp@wver of 3.1 percent during 2005 as compare2D.
The increases in Fuel and purath@esver expense, Depreciation, amortization, acdesion expense, Operating and maintenance expandelax equivalent
payments were partially offset by:
¢ A $15 million decrease in Loss on asset impairnfiemh $24 million in 2005 to $9 million in 200

0 The $9 million Loss on asset impairment during 208ulted from:

— Write-downs of $7 million on certain Constructionprogress assets related to new pollutiontrol and other technologies that had not beengy
effective and a -evaluation of other projects due to funding limtas; anc

— A $2 million write-down on one of two buildings ifiVA's Knoxville Office Complex based on TVA’plans to sell or lease the East Tower o
Complex.

o] The $24 million Loss on asset impairment during®208sulted from

— Write-downs of $16 million on certain Constructimnprogress assets related to new pollutonirol and other technologies that had not beergy
effective and a -evaluation of other projects due to funding liniias; anc

— An $8 million write-down on one of two buildings ifiVA’'s Knoxville Office Complex based on TVA’plans to sell or lease the East Tower o
Complex.

Other Income The $9 million increase in other income was ddygattributable to increased interest earningthercollateral deposit funds held by TVA and insezh
interest income from short-term investments.

Other Expense.The $2 million decrease in other expense wagdaltiee loss of $2 million on the sale of distributmstomer loan program receivables in 2005 not
present in 2006.

Unrealized Gain/(Loss) on Derivative Contracts, Néthe significant item contributing to the $18 naifi change in net unrealized gain/(loss) on dereatontracts
was a $177 million net change related to the masiarket valuation adjustment of an embedded gaibn, from a $116 million gain during 2005 to al$@illion loss during
2006.

This item was partially offset by:

« A $108 million net change related to the markatarket valuation adjustment of swaption contrafttsn an $89 million loss during 2005 to a $19 moifligair
during 2006

* A $45 million net change related to the markstarket valuation adjustment of an interest ratepsa@ntract, from an $18 million loss during 2005at&2"
million gain during 2006; an

* A $6 million unrealized net loss related to the kar-market valuation of sulfur dioxide emissions allowe call options during the first quarter of 2068
present in 200€

Page 6¢




Table of Content

Interest Expensénterest expense, outstanding debt, and intertst during 2006 and 2005 were as follows:

Interest Expense
For the years ended Septembel

2006 2005 PercenChange
Interest expens
Interest on det $1,357 $1,35¢ 0.1%
Amortization of debt discount, issue, and cggsition costs, ne 21 21 0.C%
Allowance for funds used during constructiowl auclear fuel expenditures (169) (116 40.5%
Net interest expens $1,21! $1,26! (3.€%)
(percent)
Percent
2006 2005 Change
Interest rates (averag
Lon¢-term 6.17 6.25 (1.2%)
Discount note 4.47 2.70 65.€%
Blendec 6.02 5.93 1.5%

Significant items contributing to the $46 millioectease in net interest expense included:

¢« Adecrease in the average l-term interest rate from 6.25 percent in 2005 t@ §ércent in 200€

¢ Adecrease of $407 million in the average balariderm-term outstanding debt in 20C

* Adecrease of $75 million in the average balancdisifount notes outstanding in 2006;

¢ A $47 million increase in AFUDC due to a 31.4 pertdacrease in the construction work in progresselia 2006

These items were partially offset by an increasthénaverage discount notes interest rate from @2erent to 4.47 percent between 2005 and 2006.

Off-Balance Sheet Arrangements

TVA has entered into one transaction that couldstiirte an off-balance sheet arrangement. In Febri997, TVA entered into a purchase power agreémih
Choctaw Generation, Inc. (subsequently assign&htxtaw Generation Limited Partnership) to purclaiséne power generated from its facility locatadChoctaw County,
Mississippi. The facility had a committed capaafyl40 megawatts and the term of the agreemenB@a®ars. Under the accounting guidance proviyelinancial
Accounting Standards Board (“FASB”) Interpretatida. 46,“Consolidation of Variable Interest Entitiesds amended by FASB Interpretation No. 46R (as apri®IN
46R"), TVA may be deemed to be the primary benaficunder the contract; however, TVA does not haaeess to the financial records of Choctaw Gerwratimited
Partnership. As a result, TVA was unable to deteerwhether FIN 46R would require TVA to consoliel&@hoctaw Generation Limited Partnership’s balasheet, results of
operations, and cash flows for the year ended 8dme30, 2007. Power purchases for 2007 undeagreement amounted to $122 million, and the remgifinancial
commitment under this agreement is $4.4 billio’VAThas no additional financial commitments beyone purchase power agreement with respect to tiéyac

See the discussion of variable interest entitidsate 7.

Page 7(




Table of Content

Asset Retirement Trust

In September 2007, the TVA Boapgraved the establishment of an asset retiremest (fART”) to more effectively segregate, managed invest funds to help
meet future asset retirement obligations. The gaef the trust is to hold funds for the conterrgalduture retirement of TVA's long-lived assetsldan comply with any order
relating to the retirement of long-lived asset&/ATmade a $40 million initial contribution to theust on September 28, 2007. While similar in cqicthe ART is separate from
TVA's nuclear decommissioning trust fund. TVA it fegally obligated to establish or maintain astrior non-nuclear related obligations nor obligatie make any future
contributions, regardless of funded status. Futorgributions may be made at the discretion ofTtWé Board.

Critical Accounting Policies and Estimates

The preparation of financial staéats requires TVA to estimate the effects of wasimatters that are inherently uncertain as otitite of the financial
statements. Although the financial statementpegpared in conformity with generally accepted actimg principles (“GAAP”), management is requitednake estimates and
assumptions that affect the reported amounts eftas®d liabilities, the disclosure of contingesgets and liabilities, and the amounts of reveanesexpenses reported during
the reporting period. Each of these estimate®san regard to the level of judgment involved &agotential impact on TVA's financial results stifnates are deemed critical
either when a different estimate could have redsigrtzeen used, or where changes in the estimateasenably likely to occur from period to periadd such use or change
would materially impact TVA's financial conditioshanges in financial position, or results of opera. TVA's critical accounting policies are aldiscussed in Note 1

Regulatory Accounting

TVA'’s power rates are not subject to regulatiorotiyh a public service commission or other simifditg. TVA’s Board is authorized by the TVA Act &t rates for
power sold to its customers. This rate-settindpaiitty meets the “self-regulated” provisions of SFNo. 71, “Accounting for the Effects of Certain Types of Ragn ,” and
TVA meets the remaining criteria of SFAS No. 71dese (1) TVA's regulated rates are designed tovestits costs of providing electricity and (2) irew of demand for
electricity and the level of competition it is reaable to assume that the rates, set at levelsvihaecover TVA's costs, can be charged and atéd. Accordingly, TVA
records certain assets and liabilities that refsaith the regulated ratemaking process that woutcbraecorded under GAAP for non-regulated entiti@egulatory assets
generally represent incurred costs that have befarréd because such costs are probable of fussovery in customer rates. Regulatory liabilitieserally represent
obligations to make refunds to customers for previcollections for costs that are not likely toibeurred. Management assesses whether the reguéstsets are probable of
future recovery by considering factors such asiegple regulatory changes, potential legislatiord ehanges in technology. Based on these assetssmmemagement believes
the existing regulatory assets are probable ofueyo This determination reflects the current tatary and political environment and is subjecti@ange in the future. If future
recovery of regulatory assets ceases to be propBYke would be required to write-off these costslanthe provisions of SFAS No. 101Régulated Enterprisesecounting fo
the Discontinuation of Application of FASB Statetién. 71.” Any asset write-offs would be required to beagnized in earnings in the period in which futtgeoveries cease
to be probable. See Note 5

Long-Lived Assets

TVA capitalizes long-lived assets such as propetgnt, and equipment at historical cost, whichudes direct and indirect costs and AFUDC. TVAmears the costs
of these long-lived assets through depreciatioth@fphysical assets as they are consumed in tlegs®f providing products or services. Depremigis generally computed on
a straight-line basis over the estimated produdiwes of the various classes of assets. When Taties its regulated long-lived assets, it chatbesoriginal asset cost plus
removal costs, less salvage value, to accumulaptediation in accordance with utility industry gtiae.

Long-Lived Asset Impairments
TVA evaluates the carrying valudasfg-lived assets when circumstances indicatedng/ing value of those assets may not be recoleerdinder the provisions of
SFAS No. 144, ‘Accounting for the Impairment or Disposal of Longdd Assets’ an asset impairment exists for a long-lived asséte held and used when the carrying value

exceeds the sum of estimates of the undiscountdftzavs expected to result from the use and ewmligsposition of the asset. If the asset is imgghithe asset’carrying valu
is adjusted downward to its estimated fair valuthwai corresponding impairment loss recognized iniegs.
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Revenue Recognition

Revenues from power sales are recorded as powlefiv&red to customers. TVA accrues estimatedli@abievenues for power sales provided to custorfterthe
period of time from the end of the billing cyclette end of the month. The methodology for estimgatinbilled revenue from electricity sales usesemeeadings for each
customer for the current billing period. See Nbte- Revenues.

Asset Retirement Obligations

In accordance with the provisions of SFAS No. I#8counting for Asset Retirement Obligationgfid FIN No. 47Accounting for Conditional Asset Retirement
Obligations — an Interpretation of FASB Statement Ni3,” TVA recognizes legal obligations associated witt filture retirement of certain tangible long-liveskets. These
obligations relate to fossil-fired generating pfantuclear generating plants, hydroelectric geimeratlants/dams, transmission structures, and qtregertyrelated assets. The
other property-related assets include, but ardimited to, easements, leases, and coal rightgivifies involved with retiring these assets coiridlude decontamination and
demolition of structures, removal and disposal abtes, and site reclamation. Revisions to the atremd timing of certain cash flow estimates oeasstirement obligations
may be made based on engineering studies. Foearuassets, the studies are performed annuallscordance with NRC requirements. For non-nucleaets, revisions are
made annually in accordance with guidance provie8FAS No. 143 and FIN No. 47. See Note 4.

Nuclear Decommissioning

Utilities that own and operate maclplants are required to use different proceduarestimating nuclear decommissioning costs us#e&S No. 143 than those that
are used in estimating nuclear decommissioningsdbst are reported to the NRC. The differenddéndiscount rates used to calculate the preséu wé decommissioning
costs under SFAS No. 143 versus the NRC has tlaggtampact. Accordingly, the two sets of progediproduce different estimates for the costs obdenissioning. At
September 30, 2007, the present value of the egtihfature nuclear decommissioning cost under SRAS143 was $1.6 billion and was included in Agséitement
obligations, and the unamortized regulatory asE##&9 million was included in Other regulatory eiss Under the NRC'’s regulations, the presentevafithe estimated future
nuclear decommissioning cost was $699 million git&maber 30, 2007. This decommissioning cost eséinssbased on NRC's requirements for removingaatdrom service,
releasing the property for unrestricted use, amiiteating the operating license. The actual dec@sioning costs may vary from the derived estimbaesause of changes in
current assumptions, such as the assumed datesahdissioning, changes in regulatory requiremehisnges in technology, and changes in the cdabof, materials, and
equipment.

TVA maintains a nuclear decommiesig trust to provide funding for the ultimate dewuissioning of its nuclear power plants. The taistnds are invested in
securities generally designed to achieve a retufimé with overall equity market performance. Tassets of the fund are invested in debt and eqaityrities and certain
derivative instruments. The derivative instrumearts used across various asset classes to achigirad investment structure. The balance inrtist as of September 30,
2007, is greater than the present value of thenastid future nuclear decommissioning costs un@geNRC methodology but is less than the presenevalihe estimated future
nuclear decommissioning costs under SFAS No. 143.

The following key assumptions can hagggaificant effect on estimates related to thelemicdecommissioning costs:

» Timing — In projecting decommissioning costs, twasw@amptions must be made to estimate the timinglaftplecommissioning. First, the date of the pkant
retirement must be estimated. At a multiple uité,she expiration of the unit with the latesterpire operating license is typically used for thigpose, or &
assumption could be made that the plant will bieeaked and operate for some time beyond the afiicense term. Second, an assumption must be nvadthe
decommissioning will begin immediately upon plagtirement, or whether the plant will be held in SNFOR status —a status authorized by applicable regulai
which allows for a nuclear facility to be maintainend monitored in a condition that allows the oadtivity to decay, after which the facility is @eomissioned ar
dismantled. While the impact of these assumpticasnot be determined with precision, assuming eititense extension or use of SAFSTOR status
significantly decrease the present value of thédigations.
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Technology and RegulationFhere is limited experience with actual decommisisig of large nuclear facilities. Changes in tealbgy and experience as well
changes in regulations regarding nuclear decomam®j could cause cost estimates to change signific The impact of these potential changes tspnesentl
determinable. TV.'s cost studies assume current technology and rtegnde

Discount Rate — TVA uses a blended rate of 5.3Zewrto calculate the present value of the weighdstimated cash flows required to satisfy T¥A’
decommissioning obligatiol

Investment Rate of Retu— TVA assumes that its decommissioning fund will ki a rate of return that is five percent gredtentthe rate of inflatior

Cost Escalation Factors — TV&tecommissioning estimates include an assumgitatndiecommissioning costs will escalate over presest levels by four perce
annually.

Pension and Other Postretirement Benefits

TVA sponsors a defined benefit pension plan with structures which cover substantially all emplaye@he TVA Retirement System (“TVARS”), a sepaiatgal
entity governed by its own board of directors, austers TVA-sponsored retirement plans. Additibnal VA provides postretirement health care besdfir substantially all
employees who reach retirement age while still waykor TVA. TVA's costs of providing these benefits are impactedusgerous factors including the provisions of thenp,
changing employee demographics, and various aetiaaiculations, assumptions, and accounting mesimsn The most significant of these factors aseused below.

Expected Return on Plan Asset§he expected return on pension plan assets usigl/&op net pension cost was 8.75 percent, 8.2%ptrand 8.25 percent during
2007, 2006, and 2005, respectively, and is detexthat the beginning of the period. Changes indkewere generally due to higher expected futet@ns based on studies
performed by TVA's external investment advisorshigher expected rate of return decreases netdiegp@nsion cost which in turn increases profiighil TVA plans to
continue to utilize an expected rate of return.@b&ercent for 2008. The 2008 expected ratetafmaeflects a change in the allocation policyf#fARS assets. The change in
the allocation policy of TVARS assets was based oecommendation by TVARS' investment consultaffte changes in the expected return on plan assetssded above do
not affect TVA's postretirement benefits plan besm@TVA does not separately set aside assets tosuctdbenefits. TVA funds its postretirement pgh@nefits on an as-paid
basis.

Discount Rateln the case of selecting an assumed discountT&t&,reviews market yields on high-quality corporalebt and long-term obligations of the U.S.
Treasury and endeavors to match, through the uagadprietary bond portfolio, instrument matustigith the maturities of its pension obligationsgtordance with the
prevailing accounting standards. The discountuagal to determine pension expense was 5.90 pekc88tpercent, and 5.81 percent during 2007, 2806,2005,
respectively. The discount rate is determinedh@tieginning of the period. TVA plans to use @alist rate of 6.25 percent in the determinatioB@F8 net periodic pension
cost as well as to value plan obligations at thee@2007. Changes in the discount rate were dircteased long-term interest rates. The discatatis somewhat volatile
because it is determined based upon the prevaditegas of the measurement date. Similar adjustwegre made to the discount rate used to deterpusgetirement benefit
cost. The discount rate used to determine thegtosiment benefits cost is the same rate usedtermine pension benefits cost due to a similaeetqul duration of the
postretirement and pension benefit obligationshigher discount rate decreases the plan obligatiadscorrespondingly decreases the net periodisipeand postretirement
benefits costs for those plans where actuariakbase being amortized. On the other hand, a Idigeount rate increases net periodic pension asttgtirement benefits costs
and thus reduces profitability.

The expected rate of return on pension plan assetshe discount rate as well as the amortizati@ctuarial gains and losses were determined iordence with
consistent methodologies, as described in Note 13.

Mortality . Mortality assumptions are based on the resbitsioed from an actual company experience studippeed during the most recent six years for retirag
well as other plan participants. The study supptht use of mortality rates as depicted within#®83 Group Annuity Mortality tables. For the piemnsplan, the actuarial loss
due to mortality experience in 2007, 2006, and 2085 $20 million, $10 million, and $30 million, pectively. Such losses represent less than ofi@hanhe percent of the
plan’s projected benefit obligation at the respectneasurement dates.
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Sensitivity of Costs to Changes in Assumptiofike following chart reflects the sensitivity of @@ costs to changes in certain actuarial assomgti
Sensitivity of Pension Costs to Changes in Assumptis

Impact on 2007 Projected
Change in Assumption Impact on 2008 Pension ~ Benefit Obligation

Actuarial Assumptiot Cost

(Increase in millions
Discount rate (0.25%) $17 $236
Rate of return on plan ass (0.25%) $17 NA
Rate of compensatic 0.25 % $4 $22

Each fluctuation above assumes that the other coemie of the calculation are held constant anduebed any impact for unamortized actuarial gainssses.

Health Care Cost Trend3.VA reviews actual recent cost trends and projetiéare trends in establishing health care costdmates. Based on this review process,
TVA did not reset its health care cost trend rasuanption used in calculating the 2007 and 2006raatated postretirement benefit obligations. Tésuaned health care trend
rate used for 2007 was 8.0 percent which represeate-half percent reduction from the 8.5 pertremtd rate used during 2006. Prior to 2006, TVAduaéealth care cost trend
rate of 9.0 percent during each of the four premgdears. The 2007 health care cost trend ratedgiércent is assumed to gradually decrease eachssive year until it reach
a five percent annual increase in health care ¢odte year beginning October 1, 2013, and beyond.

The following chart reflects the sensitivity of pretirement benefit costs to changes in certaina@l assumptions:
Sensitivity of Postretirement Benefit Costs to Chages in Assumptions

Impact on 2007 Projected

Impact on 2008 Postretirement Benefit
Change in Assumption  Postretirement Benefit Obligation
Cost

Actuarial Assumptiot

(Increase in millions

Health care cost trer 0.25% $1 $15
Discount rate (0.25%) $1 $14

Each fluctuation above assumes that the other coems of the calculation are held constant anduebed any impact for unamortized actuarial gairlesses.

Accounting MechanismsIn accordance with current accounting methodedrl'VA utilizes a number of accounting mechanishag reduce the volatility of reported
pension costs. Differences between actuarial gssans and actual plan results are deferred andramgtized into cost only when the accumulatecedéfiices exceed 10 perc
of the greater of the projected benefit obligatiwrthe market-related value of plan assets. Bdhse, the excess is amortized over the averageniag service period of active
employees.

Additionally, TVA smoothes the impact of asset pemiance on pension expense over a three-year jphaseiod through a “market-related” value of asset
calculation. Since the market-related value oétsseecognizes investment gains and losses oveea year period, the future value of assets wilinbpacted as previously
deferred gains or losses are recognized. As é réseilosses that the pension plan assets expedein 2002 and 2001 may have an adverse impgotmsion cost in future
years depending on whether the actuarial losseacit measurement date exceed the 10 percent edrridocordance with current accounting method@s

Due to negative pension plan asset returns in 20022001, in conjunction with other related madatditions, TVA’s accumulated benefit obligationSstptember 30,
2007 and 2006 exceeded plan assets. As a reSAtwEs required to recognize an additional minimpemsion liability as prescribed in SFAS No. 87.eTharge to establish
the additional minimum liability and the subsequelmanges thereto were recorded in Other compreleirgiome, again in accordance with the requiremeh8FAS No.
87. However, TVA reclassified all such minimum piem liability changes to a regulatory asset inoadance with SFAS No. 71. The regulatory treatnodribhe original
changes was deemed
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necessary because it would be improper to presumeshof future earnings on pension assets sefficio fully recover, within a period of one yealt,such costs included in
Other comprehensive income. Prior to adopting SR&AS158, the additional minimum liability was rexdd $653 million through direct corresponding ersttio the established
regulatory asset. Subsequent to TVA’s adoptioBAS No. 158, the regulatory asset and pensionfibeiigation was increased $323 million to recamnthe total unfunded
pension obligation of $621 million, and $239 milliof unamortized prior service cost carried asnaangible asset was reclassified to Accumulatedratbmprehensive income
as required by the accounting standard.

Medicare Provisions. There have been several recent developments rétatedree health care benefits, including cosiristy and legislation, such as Medicare Part D
of the Medicare Prescription Drug, Improvement datlernization Act of 2003. Under the Medicare Eriggion Drug, Improvement and Modernization Actaifo3,
employers may receive retiree drug subsidies fodibse-eligible retirees who enroll in the empldgeetiree prescription drug plan, provided tha ptan is determined to be
“actuarially equivalent” to standard coverage pdad under Medicare Part D. TVA determined thatdtsee prescription drug coverage did not quditfyretiree drug
subsidies. As a result, through its prescriptiendfit manager, TVA maintained for 2007 an empleg@onsored prescription drug plan (“PDP”). By pding an employer-
sponsored PDP, TVA's prescription benefit manageeives subsidies from Medicare which are passedgh to Medicare-eligible retirees in the formafer premiums. See
Note 13 for further descriptiol

Changes in Accounting
At its September 27, 2007, meeting, the TVA Bogigraved the following changes in ratemaking, whiesult in changes in accounting for these typedsamisactions.

Allowance for Funds Used During Construction.afitalization of interest and other financing cdsds been a generally accepted practice in thgyutidustry. The
concept of permitting the capitalization of intedres major plant construction projects results framegulatory philosophy that today's customersishoot pay for the costs of
financing construction that will benefit only fuRicustomers. As a result, major plant construatmsts are not included in rates until the plaptiéed in service. To provide a
return on investment during a period of construgtidtilities typically recover the cost of constiioa funds from future users by capitalizing a portof current interest costs
associated with funds invested in the construgtiajects. This capitalized interest is referredscAFUDC.

In accordance with the accounting policy that wasffect on September 30, 2007, TVA capitalize@#ipn of current interest costs associated witid&iinvested in
most construction projects and most nuclear fugdmories. Beginning in 2008, TVA will continue ¢apitalize a portion of current interest costoagged with funds invested
in most nuclear fuel inventories, but interest onds invested in construction projects will be taled only if (1) the expected total cost of ajpct is $1 billion or more and (
the estimated construction period is at least thesgs. Capitalized interest will continue to beoanponent of the asset cost and will be recovieréature periods through
depreciation expense. In addition, AFUDC will dooe to be a reduction to interest expense as eostmcurred. The interest costs associatedfwittls invested in
construction projects that do not satisfy the $tloni and three-year criteria will not be capitalizas AFUDC, will remain in the Statement of Incorued will be recovered in
current year rates as a component of interest expefiVA recorded a total of $177 million in AFUD2007, of which $165 million was related to caastion work in
progress. TVA anticipates that it will record lawaFUDC related to construction projects in futyesars, particularly in 2008, as a result of the pelicy.

Call Monetizations. From time to time TVA has entered into swaptiomg@&ctions to monetize the value of call provisiongertain of its Bond issues. A swaption
essentially grants a third party an option to eimtter a swap agreement with TVA under which TVAe®es a floating rate of interest and pays thaltharty a fixed rate of
interest equal to the interest rate on the Bongkisghose call provision TVA monetized. Sellingisan option creates a liability for TVA until sutime as TVA buys back the
option or until the option matures.

These call monetization transactions result in {tergn liabilities which are marked to market eaclager. In accordance with the accounting polieat tvas in effect
on September 30, 2007, the changes in the valtreesé liabilities were reported as unrealized gairlssses through TVA'income statement in accordance with SFAS No.
The volatility of the valuations resulted in theognition of sizable amounts of nhon-cash expenseamme, which affects net income.

Beginning in 2008, the TVA Board approved the métion of regulatory accounting treatment for swapg swaptions related to call monetization tratsas in order
to better match the income statement recognitiogeaf and loss with the economic reality of whessthtransactions actually settle. This treatmembres the non-cash
impacts to TVA's earnings that result from markthg value of these instruments to market each guarhe value of the swaps and swaptions will belirecorded on TVA's
balance sheet, and any interest expense impadtsomtinue to be reflected in
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TVA's income statement. If this new accountingatreent were effective during 2007, TVA's net incofae2007 would have been reduced by less tham§iBion.
New Accounting Standards and Interpretations

Accounting Changes and Error Correctionn May 2005, FASB issued SFAS No. 154¢counting Changes and Error Corrections — a reqgenent of APB Opinion
No. 20 and FASB Statement N¢' which replaces Accounting Principles Board (“APBYpinion No. 20,’Accounting Changes,’and SFAS No. 3;Reporting Accounting
Changes in Interim Financial StatementsThis statement applies to all voluntary changescicounting principles and also applies to chanegsired by an accounting
pronouncement in the unusual instance that thegomeement does not include specific transition igiows. This statement requires, unless impradggabtrospective
application to prior periods’ financial statemeafshanges in accounting principles. If it is irapticable to determine the period-specific effedétan accounting change on one
or more individual prior periods presented, thaestnent requires that the new accounting prindplapplied to the balances of assets and liakiliégeof the beginning of the
earliest period for which retrospective applicatispracticable and that a corresponding adjustrinembade to the opening balance of retained eariorghat period rather th:
being reported in an income statement. Whenifhgacticable to determine the cumulative effecapplying a change in accounting principle to albpperiods, this statement
requires that the new accounting principle be &pléis if it were adopted prospectively from thdiestrdate practicable. This statement also requhiat a change in
depreciation, amortization, or depletion methodlémg-lived, nonfinancial assets be accounted $om ahange in accounting estimate effected by agehm accounting
principle. This statement became effective for Th@ginning in 2007 and did not have an impact on Bfikancial statements for 2007.

Accounting for Planned Major Maintenance Activitie®©n September 8, 2006, FASB released FASB StaftiBo (“FSP”) AUG AIR-1,“Accounting for Planned
Major Maintenance Activities.” The FSP addresses the accounting for planned mmgimtenance activities and amends certain provsiothe American Institute of Certified
Public Accountants Industry Audit GuideAtdits of Airline”and Accounting Principles Board Opinion No. 28nterim Financial Reporting” The guidance in this FSP states
that entities should adopt an accounting methotrdwgnizes overhaul expenses in the approprexiegh The following accounting methods are motgrof
employed/permitted: direct expensing method; bnilbverhaul method; or deferral method. The guigancahis FSP is applicable to entities in all istties and must be applied
to the first fiscal year beginning after Decemb®&r 2006. TVA will adopt this guidance for 2008. daese TVA's policy is to expense maintenance casiscurred (direct
expensing method), the adoption of this FSP iserpected to have a material impact on TVA's resolltsperations or financial position.

Fair Value Measurementdn September 2006, FASB issued SFAS No. 1b3ir Value Measurements.This standard provides guidance for using fair gatu
measure assets and liabilities that currently recfiair value measurement. The standard also relsponinvestors’ requests for expanded informagsibout the extent to which
companies measure assets and liabilities at faieyshe information used to measure fair value, the effect of fair value measurements on earni8§4S No. 157 applies
whenever other standards require (or permit) asséiabilities to be measured at fair value buesiaot expand the use of fair value in any newuoistances. SFAS No. 157
establishes a fair value hierarchy that priorititesinformation used to develop measurement asomnsp The provisions of SFAS No. 157 are effecfinefinancial statements
issued for fiscal years beginning after November2D®7, and interim periods within those fiscalnge@t this time, TVA is evaluating the requiremeof this statement and has
not yet determined the impact of its implementatiwhich may or may not be material to TVA's resufoperations or financial position.

Fair Value Option In February 2007, FASB issued SFAS No. 138 Fair Value Option for Financial Assets and Bimcial Liabilities — Including an amendment of
FASB Statement No. 1" This standard permits an entity to choose to measiany financial instruments and certain other #atfair value. The fair value option established
by SFAS No.159 permits all entities to choose t@asuee eligible items at fair value at specifieccetm dates. A business entity will report unreedi gains and losses on items
for which the fair value option has been electedamings at each subsequent reporting date. ddisé provisions in this statement are electiVae provisions of SFAS No.
159 are effective as of the beginning of an ergifirst fiscal year that begins after November2®)7. Early adoption is permitted as of the beigigrof the previous fiscal year
provided that the entity makes that choice in tret 120 days of that fiscal year and also elez@pply the provisions of SFAS No. 15Fair Value Measurements.At this
time, TVA is evaluating the requirements of thiaststment and has not yet determined the potentfgdadtof its implementation, which may or may nonbeterial to TVA's
results of operations or financial position.

Offsetting Amounts On April 30, 2007, FASB issued FASB Staff Pagit(“FSP”) FIN No. 39-1;Amendment of FASB Interpretation No. 39hich addresses certi

modifications to FASB Interpretation No. 3@ffsetting of Amounts Related to Certain ContratfEhis FSP replaces the terms conditional contrautisexchange contracts w
the term derivative instruments as defined in SRS 133,“Accounting for Derivative Instruments and HedgiAgtivities.” The
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FSP also permits a reporting entity to offset f@ilue amounts recognized for the right to reclaashccollateral (a receivable) or the obligationetinirn cash collateral (a
payable) against fair value amounts recognizediéoivative instruments executed with the same @patty under the same master netting arrangeniéd.guidance in the
FSP is effective for fiscal years beginning aftevlimber 15, 2007, with early application permittéd.this time, TVA is evaluating the requiremenfshis guidance and has
not yet determined the potential impact of its iempéntation, which may or may not be material to T8/fancial position.

Employer$ Accounting for Defined Accounting for Defined Beitidfension and Other Postretirement Plai3n September 30, 2007, TVA adopted SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pensimd Other Postretirement Plans — an amendment &B-8tatements No. 87, 88, 106, and 132(RJHis standard requires
employers to fully recognize the obligations asatex with single-employer defined benefit pensietiree healthcare and other postretirement plarisgir financial
statements. The standard requires an employeetmgnize in its statement of financial positionasset for a plan’s overfunded status or a lighfidir a plan’s underfunded
status; measure a plan’s assets and its obligatiasletermine its funded status as of the ertle&mployess fiscal year (with limited exceptions); and reciagrchanges in tr
funded status of a defined benefit postretireméant ; the year in which the changes occur.

Upon adoption of SFAS No. 158, TVA recorded a rezidiit liability equal to the underfunded statueftain pension and other postretirement benkfitat
September 30, 2007 in the amounts of $664 milliwth $464 million, respectively. On September 3@7220he unrecognized prior service costs and ugrézed gains and
losses were recognized as components of accumutiied comprehensive income which were then reifledso and recorded as components of a regulaesgt related to
TVA's unfunded benefit plans. TVA did not have amyecognized transition obligation losses. Att8eper 30, 2007, TVA's unfunded benefit plans' letguy
asset included unamortized prior service costsumaginortized net actuarial losses of approximat8B0O$million and $143 million, respectively, relatedpensions and other
postretirement benefits.

Rate-regulated entities may recognize regulatosgtasor liabilities as a result of timing differesdetween the recognition of costs, as recordddSHAS No. 87
and SFAS No.106, and costs recovered through teeneking process. As a result of the adoptionfAS No. 158, TVA increased the existing unfundedédsi
plans' regulatory asset by approximately $721 amillielated to the defined benefit pension and ptstment plans for amounts that would otherwisehmrged to accumulated
other comprehensive income under SFAS No. 158. Ne¢e 13.

Legislative and Regulatory Matters
President’s Budget

On February 5, 2007, the Office of Management andg®t (“OMB”) transmitted the President’s propo2688 federal budget to Congress. In the portioesifipally
relating to TVA, the proposed budget recommends:

« Expanding the types of financial arrangements ¢bant toward TV#'s $30 billion debt ceiling

* Requiring TVA to register its debt securities wiltle Securities and Exchange Commission;

¢ Allowing Congress to establish the amount of TV@®f#ice of Inspector General’budget and directing TVA to fund the amount witiwer revenues beginni
in 2008. Funding for TV.'s Office of the Inspector General is currently bished by TVA.

The first recommendation has been included in & Bithprepared by OMB, but it has not been intnedd in Congress. The other recommendations havecen
introduced in any legislation.

Proposed Legislation
On March 13, 2007, Senators Jim Bunning and MitadClhnell, from Kentucky, introduced the Access torpetitive Power Act of 2007 in the Senate. Urtter
bill, TVA and federal power marketing agencies vbhé subject to greater FERC jurisdiction with eeggo transmission, including rates, terms, andlit®ns of service. Wit
regard to TVA, the bill would generally provide, ang other things, that:

(1) The anti-cherrypicking provision would not applytiwirespect to any distributor which provided a texation notice to TVA before December 31, 2006,
regardless of whether the notice was later withdranwrescinded

(2) Distributors that have given termination noticesT¥A on or before December 31, 2006, would haveresp authority under federal law to receive partial

requirements from TVA and elect, not later than #89s after enactment, to rescind the terminatiice “without the imposition of a reintegratiorefer any
similar fee;

Page 71




Table of Content

(3) Distributors that have not given termination nogite TVA on or before December 31, 2006, would hexeress authority under federal law to receiveiglar
requirements from TVA within a ratable limit, whicumulatively stays within a three percent compashdnnual growth rate on the TVA system;

(4) Any distributor that terminates its power supplyntract with TVA in whole or in part would have tifiederal statutory right to directly receive its ghaf
SEPA power that is otherwise being delivered to ThRgAthe benefit of all distributor:

On August 4, 2007, the House of iRepntatives passed H.R. 3221, which, among diiregd, calls for annual reductions in greenhouseegaissions produced by the
federal government or resulting from federal atittg, with a goal of having zero emissions by figear 2050. Each agency (including TVA) wouldrbgquired to report
greenhouse gas emissions resulting from commeaiitdavel of federal employees or contractorslectricity used by the agency or its contract@scause the bill does not
exclude power plants, TVA would most likely haveréport any greenhouse gas emissions in the gémedtelectricity resulting from TVA'’s power prodtion activities, as
well as any greenhouse gas emissions producedrbjederal entities from which TVA buys power.

No later than 18 months after enactment, the EBAldvbe required to promulgate annual reductiogets for the quantity of greenhouse gas emissexpessed as
CO, equivalents, of agencies, taken collectively, fackeof fiscal years 2010 through 2050. The Presidey exempt an agency from complying with thessions target (if

based on a Presidential determination that the piemis in the paramount interest of the Uniteat&t), but only for one year at a time.

The Senate passed a different energy bill thahdtdnclude a greenhouse gas reduction provisipti@able to federal agencies. For an energytditiecome law, the
U.S. House of Representatives and U.S. Senatdawilt to reach mutual agreement on a bhill. A canfee committee would decide on the provisionsjofra energy bill. It is
unclear at this time whether a provision addressieggreenhouse gas emissions of federal agencielsiwe included in any energy bill, whether the murrent versions are
conferenced, or in any subsequent energy legislatiich might be introduced and considered.

If enacted in its current form, the House bill wbadversely affect TVA by forcing it to changeaunrtail some power generation operations, and/aebyiring the
installation of mechanisms for compliance. Additdly, because the bill applies to TVA but not twer generators outside the federal government, Wéald be subject to
emission reduction requirements and expenses vati@r utilities would not have to bear. The biiaprovides a right for any “aggrieved personbtig suit against TVA or
any agency that has not met its emission reducéqnirement for any particular year.

For a discussion of environmental legislation eggllation, see Item 1, BusinessErvironmental Matters

TVA can control neither what legislation becomas hor what regulations are promulgated. Everslation or regulations of which TVA has been madeara may b
changed in ways which are difficult to predict drigh have unforeseen consequences. TVA cannaftiverpredict with certainty or with any accuradyether the initiatives
discussed above will become law in the future andhat form, and what their impact would be on TVoreover, given the nature of the legislativeqass, it is possible that
new legislation or a change to existing legislatioat has a significant impact on TVA's activitesuld become law with little or no advance notiées a federal entity, the very
nature of TVA can be changed by legislation. Fdrsgussion of the potential impact of legislataomd regulation on TVA, see Item 1A, Risk Factors.

Environmental Matters

TVA's power generation activities, like those asdhe utility industry and in other industrial &es, are subject to federal, state, and localrenmental statutes and
regulations. Major areas of regulation affectingATs activities include air quality control, watguality control, and management and disposal ofl ssid hazardous wastes.

TVA has incurred, and expects to continue to insubstantial capital and operating and maintenaosts to comply with evolving environmental reguaients
primarily associated with the operation of TVA's &al-fired generating units. While these evolviaguirements will impact the operation of existangd new coal-fired and
other fossil-fuel generating units, it is virtuatigrtain that environmental requirements placetheroperation of these generating units will camtino become more
restrictive. Litigation over emissions from coakfl generating units is also occurring, includiitigation against TVA. See Item 3, Legal Proceeg.
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Several existing regulatory pragsahat apply to fossil-fuel units are becoming enstringent, and additional regulatory programsdifg fossil-fuel units were
promulgated in 2005. These new regulatory prograciade the Clean Air Interstate Rule (“CAIR") atite Clean Air Mercury Rule (“CAMR"). CAIR requisesignificant
additional utility reductions of emissions of sulflioxide (*SO, ") and nitrogen oxides (“NQ") in the eastern half of the United States (inahgdall of TVA's operating area),
and CAMR establishes caps for overall mercury eimissin two phases with the first phase becomirfigesifre in 2010 and the second in 2018. TVA haslvmusly estimated i
total capital cost for reducing emissions frompigsver plants from 1977 through 2010 would reaci® $llion, $4.8 billion of which had already beguesit as of September 30,
2007. TVA estimates that compliance with CAIR @®WMR could lead to additional costs of $3.0 billimn$3.6 billion in the decade beginning in 20¥s discussed in more
detail below, there could be additional materiadtedf reductions of carbon dioxide (“CQ) are mandated or if future legislative, regulgtaor judicial actions lead to more
stringent emission reduction requirements. Thesgésaannot reasonably be predicted at this time.

In addition, an existing federal water regulattmvering cooling water intake structures and terafpees may also become more stringent. In Jar2Gy, the United
States Court of Appeals for the Second Circuit €¢i®econd Circuit”) remanded EPA’s rule on thidbgact. In response, EPA has suspended the rulesereral parties are
seeking United States Supreme Court review of #w&d Circuit decision. If the Second Circuit'€d@n becomes law after all appeal processestaissuance of a new
rule, compliance is expected to be more costltHerpower industry. TVA is unable at this time stimate these costs.

Clean Air Developments

Air quality in the United States has significantiyproved since the enactment of the modern Claaiét (“CAA”) in 1970. These air quality improvesnts are
expected to continue as the CAA continues to béempnted and as programs evolve as a result cfiédiyie and regulatory changes. Three substanoéted from coal-fired
units have been the focus of emission reductionlagry programs: SQ, NO  , and particulates. Expenditures related to ciaprojects during 2007 and 2006 were
approximately $239 million and $182 million, resfreely. These figures include expenditures in 20087 million to continue to reduce N@missions through the installation
of selective catalytic reduction (“SCR”) and seleeton-catalytic reduction (“SNCR") systems an@%2nillion for the installation of flue gas desuifzation systems
(“scrubbers”) to continue to reduce $@missions, each of which is explained in more tbtlow. The aforementioned estimate of $5.8dailldoes not include additional
capital costs of $3.0 billion to $3.6 billion tHEYA expects to incur over the decade beginningdh2to comply with CAIR and CAMR. Increasinglyistgrent regulation of
some or all of these substances, as well as meesutyossibly CQ, will continue to result in significant capitaldoperating costs for TVA's coal-fired generatingts.

Sulfur Dioxide. Coal-fired utilities have historically emitted l&@mounts of SQcompared to today’s emissions. Utility S@missions are currently regulated under
the Federal Acid Rain Program and state prograrsigied to meet the National Ambient Air Quality ®tards (“NAAQS”) for SQ, and fine particulate matter. Looking
forward, additional regulation of S@emissions will result from implementation of thegr@nal Haze Program and CAIR. In May 2005, EPAliiced CAIR to reduce the
interstate transport of fine particulate matter andne by requiring additional large reductionsiifity emissions of NQ, and SO, from 28 eastern states. All seven states in
TVA's service area are submitting plans to EPAmplement CAIR through state rules and have onlppsed a few minor modifications to the federal madke which
establishes an emission allowance driven prograppiog regional emissions of S@nd NO, among the targeted states. $S€aps are reduced in two phases, 2010 and 2015.

Since 1977, TVA has reduced its,2missions by approximately 80 percent by switchmpwer-sulfur coals, re-powering a unit at itsaimee Fossil Plant with
Atmospheric Fluidized Bed Combustion (“AFBC”) tedhogy, and installing scrubbers on seven of itgdaunits. TVA began construction in 2005 on ithéh scrubber at its
Bull Run Fossil Plant and in 2006 began constructio two more scrubbers at its Kingston Fossil Pé@rmpart of its previously announced plans toeaha total SQ emission
reduction of 80 to 85 percent compared to the 18v&l. Additionally, TVA has switched, or plansgwitch, to lower-sulfur coal at several additionalts in the next few
years. ltis likely that additional emission retiac measures will have to be undertaken afteretipdsnned actions are completed to achieve congdiaiith CAIR and an’
future tightening of applicable requirements.

Nitrogen OxidesUtility NO , emissions continue to be regulated under stater@negto achieve and maintain EPA’s NAAQS for ozdhe,Federal Acid Rain
Program, the Regional Haze Program, and CAIR. e5i#95, TVA has reduced its N@missions during the summer (when ozone leveleasg) by 81 percent by installing
various controls including low-N@burners and/or combustion controls on 58 of itea8l-fired units and installing SCRs on 21 of thegést units. (The AFBC unit at Shawnee
Fossil Plant is inherently low NQemitting.)
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In 2005, TVA installed SNCR systems on two unitsiemonstrate long-term technology capability, ematinued to operate the SNCR at Johnsonville Utlitrough
the 2007 ozone season. SNCRs generally have lW®gremoval capabilities than SCRs. Early in 2006, Th&#gan testing a High Energy Reagent Technolog¥RH’) on
three units for potential future application. HERTimilar to SNCR but has higher removal captiesithan SNCRs. The initial HERT testing prognaas successful, and in
2007, TVA installed this technology on two coakfirunits (Johnsonville Unit 4 and John Sevier Ujito demonstrate the HERT technology on a potiyp@rmanent
basis. Similar equipment is planned for instatlaton the other three John Sevier units and JowilEobinits 2 and 3 by 2009.

TVA's NO , emission reduction program is expected to conttouepend primarily on SCRs, but will also incortersome mix of SNCRs and/or HERTs as TVA
gains more experience with these technologies.sé@ péans may change depending on the timing aretigewof future regulatory developments affectirayyer plant emissions.

On June 21, 2007, EPA proposed lowering the dighi-ozone NAAQS. This proposal began a procegsdtexpected to lead to a final decision in Ma2€®8 on
revising the ozone standard. Meeting the moregegnb EPA standards for ozone contained in the malpaill challenge states and communities in therEssee Valley and
across the country.

The current primary standard, set in 1997, is @&&s per million (“ppm”)EPA is proposing to lower the primary standardegbsMgen 0.075 ppm and 0.070 ppm, ar
also proposing to add a new secondary ozone sthhaladdress impacts on vegetation. If EPA add@ptoposed standards, many urban areas and sdimgurounties in the
Tennessee Valley and throughout the eastern UBit&ies are likely to be designated as “non-attanth@eas (defined as geographic areas where alitgaoes not meet
standards). Non-attainment designations can hdwverse economic implications for areas that aréesignated. Existing emission sources in non-attairt areas can be
required to install additional controls, and newrses planning to locate in such areas are reqtoretkeet more stringent emission control requiresiand obtain offsets for
their emissions from other sources in the non+attent area. In addition, transportation projeaishsas roadway expansions or repairs, must denas@stonformity with state
plans to achieve attainment status or risk thedd$sderal highway funds. An increase in the nundfecounties in the Tennessee Valley designatetbasattainment areas is
also likely to focus additional regulatory attemtion all NO, emission sources including TVA sources.

Particulates/OpacityCoarse particulates (defined as particles of 1Gameters or larger), which include fly ash, havegdeen regulated by states to meet EPA’s
NAAQS for particulate matter. All of TV’s coal-fired units have been equipped with mectelrgollectors, electrostatic precipitators, scersbor baghouses, which have
reduced particulate emissions from the TVA systgrmbre than 99 percent compared to uncontrolletsunin 1997, EPA issued separate NAAQS for eveallemparticles
with a size of up to 2.5 micrometers (“fine paeil). In December 2004 and April 2005, EPA issfieal determinations regarding the areas of thentguwhich are not in
attainment with the 1997 fine particles standafibSe non-attainment areas include counties and pacbunties in the Knoxville and Chattanooga, riessee, metropolitan
areas. In September 2006, EPA revised the 199datds. The 2006 revisions tighten the 24-howe farticle standard and retain the 1997 annualpiarécle standard. EPA
also decided to retain the existing 24-hour stathftar coarse particles, but revoked the relatediahstandard. The last three years of monitoriag ¢2004 to 2006) for the
Nashville, Chattanooga, Memphis, and Clarksvillgikiosville areas show that these areas will beectoameeting the more stringent 200¢-hour and annual fine particle
standards. Attainment designations are schedalbé thade by EPA in December 2008. CAIR is intdrtdehelp states attain the fine particle standadd actions taken to
reduce emissions under CAIR, including those pldrineTVA, are expected to continue to reduce fiadiple levels.

Issues regarding utility compliance witate opacity requirements are also increasing.ciBpemeasures the denseness (or color) of powet plames and has
traditionally been used by states as a means oftanorg good maintenance and operation of partteutmntrol equipment. Under some conditions, fitirog a unit with
additional equipment to better control S@d NO, emissions can adversely affect opacity performaace, TVA and other utilities are now addressing tesue. There are a
disputes and lawsuits with special interest graayes the role of continuous opacity monitors inetligtining compliance with opacity limitations, andA has received an
adverse decision in one such lawsuit. See Itebe@al Proceedings.

Mercury. In March 2005, the EPA issued CAMR, which estaldisbaps for overall mercury emissions in two phasih the first phase becoming effective in
2010 and the second in 2018. It allows the statesgulate mercury emissions through a marketébaap-and-trade program. All of the states in WHI¥A operates
potentially affected sources have adopted CAMR avittsignificant change. In response to a requegieiconsideration, the EPA confirmed its appraadiay 2006. In June
2006, 16 states and several environmental grotgaslwsuits challenging CAMR. This lawsuit is @mtly pending. TVA cannot predict the outcomehaf pending challenge
of CAMR, or what effects any decision may have thatld require the EPA to regulate mercury as atdus air pollutant. If the EPA’s decisions are
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upheld and CAMR is implemented, TVA expects to aehithe required mercury reductions for at leassBh of CAMR from co-benefits of the installatiohadditional
emission control technology in connection with implementation of CAIR.

CAMR does, however, require the installation of maercury emission monitoring equipment prior toukany 1, 2009. TVA is planning to comply with this
requirement by procuring, installing, and certifyiapproximately 23 monitoring systems by the endadéndar year 2008. The costs associated witmtrétoring systems ha
been incorporated into TVA's capital budget.

Carbon Dioxide. Legislation has been introduced in Congressdaire reductions of CQand, if enacted, could result in significant aduditl costs for TVA and
other coal-fired utilities. The current Adminigicn has implemented a voluntary initiative witkethoal of reducing the greenhouse gas intensitiyeof).S. economy by 18
percent and has asked the electric utility seatdrather industry sectors to support this initiativi VA is supporting this effort in cooperationtfvelectric utility industry trade
associations and the DOE. TVA has taken and ifiraaing to take significant voluntary steps to redihe carbon intensity of its electric generationluding the recovery of
Browns Ferry Unit 1, planned power uprates of Brewerry Units 2 and 3, the planned completion oft$VBar Unit 2, and the completion of the hydro&leanodernization
program. TVA has also applied to the NRC for a Gorad License for two advanced nuclear reactotiseaBellefonte Nuclear Plant near Hollywood, Alatzaralthough no
decision has been made to build the reactors. ibgahead, TVA intends to make decisions that giveng consideration to fuel mix and generating&sthat are low or zero
carbon emitting resources. In addition to theswitiets, TVA is a member of the Southeast Regiddatbon Sequestration Partnership and is workinly thi¢ Electric Power
Research Institute and other electric utilitiespoojects investigating technologies for G@apture and geologic storage, as well as carbarestér@tion via reforestation. The
previous Administration asked utilities to voluritgparticipate in an effort to reduce, sequesteravoid greenhouse gases. Under that program, iBdAced or avoided more
than 305 million tons of CQfrom 1994 through 2005, as reported under Sect@bh of the Energy Policy Act. TVA is incorporaithe possibility of mandatory carbon
reductions and a renewable portfolio standarditstong range planning, and will continue to moniegislative and regulatory developments relateGO, and a renewable
portfolio standard to assess any potential findricipacts as information becomes available.

In addition to legislative activity, climate chanigsues are the subject to a number of lawsuitfyding lawsuits against TVA. See Item 3, Legaldeedings. On
November 29, 2006, the U.S. Supreme Court hearddbe oMassachusetts v. ERAoncerning whether EPA has the authority and tutggulate CQ emissions under the
CAA. The District of Columbia Circuit Court of Ayeals earlier affirmed EPA’s decision not to re¢g@il@0,. On April 2, 2007, the Supreme Court found thaeghouse
gases, including CQ, are pollutants under the CAA and thus EPA doee tiae authority to regulate these gases. TheeSupCourt also concluded that EPA's refusal to
regulate these pollutants was based on impermésstialsons, and remanded the case to EPA to "gitsurehsons for action or inaction in the statuté/hile this case focused
on CO, emissions from motor vehicles, it sets a preceftgregulation in other industrial sectors, suchteselectric utility industry.

States are also becoming more active in the ragolaf emissions that are believed to be contrifiutd global climate change. Several northeastites have formed
the Regional Greenhouse Gas Initiative which ihéprocess of being implemented, and Californi@mély passed a bill capping greenhouse gas emsssgiche state. Other
states are considering a variety of actions. NGdhvlina is studying initiatives aimed at climateange under the provisions of the state’s Cleaak®stacks Act of 2002. This
act required the State Division of Air Quality tmidy potential control of CQemissions from coal-fired utility plants and otlséationary sources. This effort has also prompted
actions to develop a climate action plan for Na@#rolina.

Clean Water Developments

One of the results of the major reductions in ajphesic emissions resulting from the clean air exitenes discussed above is that wastewaters at ddéfired
facilities and across the utility industry may enging because of waste streams from air quadityrol technologies. Varying amounts of ammoniaiorilar compounds used
as a necessary component of SCR and SNCR operatimend up in facility wastewater ponds that miagttarge through outfalls regulated under the Cl&arter Act
(“CWA?”). Operation of scrubbers for Sgxontrol also results in additional amounts of pialius introduced into facility wastewater treatmgoinds. EPA is currently collecting
information to determine if the Steam Electric R@ource Effluent Guidelines (“Effluent Guidelingsinder the CWA need to be revised. If the Effluénidelines are revised,
potentially more restrictive discharge limitatidios existing parameters or the addition of new paeters could result in additional wastewater tregithexpense to meet
requirements of the CWA. These costs cannot beratsy predicted at this time, but TVA is involvedand closely monitoring EPA'’s data collectionigities and the progress
of the Effluent Guidelines review process. On ttageslevel, new numeric nutrient criteria developirend implementation (an EPA requirement) may ireqadditional
treatment costs to reduce nitrogen concentratieirggtadded to the waste treatment ponds as a m¥ghk operation of air pollution control equipnien
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TVA is closely monitoring the development and impintation of numeric nutrient criteria by the state TVA's service area.

In the second phase of a three-part rulemakingiminmze the adverse impacts from cooling waterketatructures on fish and shellfish, as requiredbursection 316
(b) of the CWA, the EPA promulgated a final rule éxisting power producing facilities (the “Phas®ule”) that became effective on September 7, 2004 Phase Il Rule
required existing facilities to select among seldiiferent compliance options for reducing the rheanof organisms pinned against and/or drawn imocboling systems. These
options included development of a site-specific ptiamce option based on application of cost-costast-benefit tests. The site specific tests wesghed to ensure that a
facility’s costs are not significantly greater thewst projections in the rule or the benefits dedifrom taking mitigation actions. Actions takerctimpensate for any impacts by
restoring habitat, or pursuing other options sucbuilding hatcheries for fish/shellfish productievould have counted towards compliance. Soméhrastern states and
environmental groups challenged the new regulagspecially the compliance flexibility it offereid, federal court.

On January 25, 2007, the Second Circuit issuedkitssion in the proceeding challenging the EPAaseHI Rule. The Second Circuit held that costshiobe compare
to benefits in picking the best technology ava#aJBTA”) to minimize the adverse environmental iagps of intake structures. Instead, the court ttedtithe EPA is allowed to
consider costs in two ways: (1) to determine wheahhology can reasonably be borne by industry;(@ntb engage in cost-effectiveness analysis ierdghing BTA. Finding
the rulemaking record to be unclear on whetheERA had relied on a cost-benefit analysis or a-effectiveness analysis, the Second Circuit remdride EPA's BTA
determination, giving the EPA the option to provaleeasonable explanation of its determination akera new determination based on the permissilsiecomsiderations set ¢
in the Second Circuit opinion. The Second Circldgbaemanded provisions of the EPA rule that alldwhe use of a site-specific cost-benefit testrastbration measures (such
as building hatcheries) to demonstrate complianekling that these rule provisions were based oimaermissible construction of the statute. Sevetiaér provisions of the
Phase Il Rule such as the one that sets the peafaenstandards as a range rather than one natianalard were also remanded.

On July 9, 2007, EPA suspended all but one prowisicthe Phase Il Rule until the agency has resbilie issues raised by the Second Circuit's remahe. provision
that was retained requires permitting authoritieagply, in the interim, Best Professional Judgn{&iPJ”) controls for existing facilities. BPJ doals are those that reflect the
best technology available for minimizing the adeeesvironmental impacts of intake structures. e of BPJ controls reflects a reversion to theleggry process that was
used by permitting authorities to regulate the iotjd intake structures prior to the promulgatidriree Phase Il Rule.

All of the intakes at TVA's existing coal and nualgenerating facilities were subject to the PHbaRelle. TVA had been in the process of determgnivhat was neede
to comply with the Phase Il Rule, and had beliethed some expenditures might have been requiré@sd earlier assessments are now being re-evaindtght of the Second
Circuit's decision, and EPA's subsequent decisisuspend the Phase Il Rule and revert to BPJalentGiven the uncertainty over the ultimate ootecof the appellate proce
and what the changes in the final rule as ultinyaigdued by EPA will be, TVA cannot assess the misieconsequences at this time.

As a part of the 2006 triennial review of State @dDuality Standards in Tennessee, the Tennesgegrtent of Environment and Conservation (“TDE@Wered its
threshold for issuing a Precautionary Fish Constonpadvisory (“Precautionary Advisory”) due to merg to 0.3 ppm because of new research and the £R&W water qualit
criterion for methylmercury. The previous threshsoldere 0.5 ppm for a Precautionary Advisory andppi® for a “Do Not Consume Advisory.” In Tennessderecautionary
Advisory recommends that sensitive populations sicbhildren and women of child-bearing age shaotdconsume the fish species named, and thathedt persons should
limit consumption of the named species to one meamonth. A “Do Not Consume Advisory” recommenliattcertain fish species should not be consumeghiggne in any
amount. As a result of lowering the threshold, Butionary Advisories were issued for several adddl stream and reservoir segments within the $fafennessee, including
seven streams and reservoir segments in the TerxnBsger Watershed. TDEC's announcement of additiBnecautionary Advisories for several Tennessaembodies does
not mean that mercury levels in fish are increasingA has been monitoring mercury levels in fisllaediments in TVA reservoirs for the last 35 yearsl TVA’s data was
provided to TDEC as a part of its review procedsA® data show significant reductions in mercuryicentrations in fish from the reservoirs with knoiwdustrial discharges
that have now ceased operation. Other than these #istorically impacted by industrial dischargesrcury concentrations in fish have tended totflate through time with no
discernible trend in fish from most reservoirs. pigssincreased burning of coal for electricity gexi®n, current and historic data records indi¢hg mercury concentrations in
reservoir sediments have remained stable or detline

As is the case across the utility industry andtiveoindustrial sectors, TVA is also facing moneéngfent requirements related to protection of wetkg reductions in

storm water impacts from construction activitiester quality degradation, new water quality créagend laboratory analytical methods. TVA is didtowing litigation related
to the use
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of herbicides, water transfers, and releases framsd TVA is not facing any substantive requireraeatated to non-compliance with existing CWA regiains.
Hazardous Substances

Liability for releases and cleanup of hazardousstaiires is regulated under the federal Comprehe&sivironmental Response, Compensation, and Liaitit,
among other statutes, and similar state statutea.manner similar to many other industries andgrosystems, TVA has generated or used hazardtssasices over the
years. TVA operations at some TVA facilities hagsulted in releases of hazardous substances aritidrich require cleanup and/or remediation. T¥l&o is aware ¢
alleged hazardous-substance releases at 10 nonafé&s for which it may have some liability. TVAsh&ached agreements with EPA to settle its lighkdéli two of the non-
TVA areas for a total of less than $23,000. ThHeree been no recent assertions of TVA liability$or of the non-TVA areas, and (depending on tte) siere is little or no
known evidence that TVA contributed any significgoantity of hazardous substances to these si Jiteere is evidence that TVA sent materials torémeaining two nonFVA
areas: the David Witherspoon site in Knoxville, iegsee, and the Ward Transformer site in RaleighthNCarolina. As discussed below, TVA is not ablestimate its liabilit
related to these sites at this time.

The Witherspoon site is contaminated with radioinled, polychlorinated biphenyls (“PCBs”), and metaDOE has admitted to being the main contribafanaterials
to the Witherspoon site and is currently performitgan-up activities. DOE claims that TVA sent ipguent to be recycled at this facility, and thevxsdme supporting evidence
for the claim. However, TVA believes it sent omlyelatively small amount of equipment and thatenofit was radioactive. DOE has asked TVA to ‘{sexate” in completing
the cleanup, but it has not provided to TVA anydevice of TVA's percentage share of the contaminatio

At the Ward Transformer site, EPA and a workingugrof potentially responsible parties ("PRPs") hpravided documentation showing that TVA sent eleat
equipment containing PCBs to this site in 1974e Working group is cleaning up on-site contaminatioaccordance with an agreement with EPA andsplarsue non-
participating PRPs for contribution. The estimatedt of the cleanup is $20 million. In additi®@PA likely has incurred several million dollarsresponse costs, and the
working group has reimbursed EPA approximately $3@8 of those costs. EPA has also proposed awgbeglan for off-site contamination. The presenttva@ost estimate for
performing the proposed plan is about $5 millién.addition, there may be natural resource dambajfeitity related to this site, but TVA is not aveaof any estimated amount
for any such damages.

As of September 30, 2007, TVA's estimated liabifity environmental cleanup for those sites for watsafficient information is available to developast estimate
(primarily the TVA sites) is approximately $20 nolh on a non-discounted basis and is included he@iabilities on the Balance Sheet.

Coal-Combustion Wastes
In accordance with a regulatory determination bAE#PMay 2000, coal-combustion and certain relatestes disposed of in landfills and surface impooetts

continue to be regulated as non-hazardous. Iruaetipn with this determination, EPA committed &vdloping non-hazardous management standardsdee thastes. These
standards are likely to include increased groundmbnitoring, more stringent siting requiremeatsy closure of existing waste-management facilitismeeting minimum
standards. On August 29, 2007, EPA issued a NofiGata Availability in which it requested pubBomment on whether the additional information nmameid in the notice
should affect the EPA’s decisions as it continwefollow up on its commitment to develop managenstandards for coal-combustion wastes. TVA isentty reviewing this
information to evaluate its potential impact on T'@perations.
Legal Proceedings

For a discussion of TVA’s current legal proceediagd anticipated outcomes, see Item 3, Legal Pdings.
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Risk Management Activities
Risk Governance

The Enterprise Risk Council (“ERC") was created\irgust 2005 to strengthen and formalize TVA's emtise-wide risk management efforts. The ERC ipoasible
for the highest level of risk oversight at TVA aisdalso responsible for communicating enterpriséewisks with policy implications to the TVA Boaod a designated TVA
Board committee. The ERC's current members ar@tksident and Chief Executive Officer (chair), @fgef Financial Officer, the Executive Vice Presid and General
Counsel, the Chief Risk Officer (“CRO"), and a dgwited representative from the Office of the IngpeGeneral (“OIG”) (advisory).

In addition to the ERC, TVA has established thnagosdinate risk committees, Financial, Operatioaalj Strategic, to manage risks based on natuvapgrgs. Each
of the subordinate committees reports directhh®dERC. Membership in the subordinate committeelsides senior management from organizations tlaaage the applicable
risks, the CRO, and advisory representatives fioenQIG and from the Office of the General Cound#ie ERC and the risk committees meet at leastejyar

The ERC and risk committees have cataloged themaagerprise level risks for TVA into three mairtegories: strategic risks, operational risks andricial risks. A
discussion of significant risk factors under eatthese categories, as well as risk factors relai€lVA securities, is presented in ltem 1A, Risdcfors. In addition, a
discussion of derivative instruments that TVA usekedge certain of these risks is contained ireMot

Commaodity Price Risk

TVA measures price risk associated with the comutiexithat are critical to its operations using @ith Value at Risk (“VaR”) methodology or senstivi
analysis. Following is an explanation of thesehuods along with their calculated measures of TV@smodity price risk.

Value at Risk

TVA uses a VaR methodology common to many energypamies to measure the amount of price risk thiatewithin certain of its commodity portfolios.ri€e risk is
quantified using what is referred to as the vamacavariance technique of measuring VaR, which ides/a consistent measure of risk across diversegmarkets and
products. This technique requires the use of abauraf assumptions including a confidence leveldsses, market liquidity, and a specified holdiegiod. This methodology
uses standard statistical techniques to predick@anovements in light of current prices, historivalatilities, and current specific commodity calations.

The VaR calculation gives TVA a dollar amount whieflects the maximum potential loss in the failueeof its portfolios due to adverse market movetsener a 10-
day period within a specified confidence level. T¥AaR calculations are based on a 95 percentdendie level (two-tailed test), which means thatelig a 2.5 percent
probability that TVA's portfolios will incur a losim value in 10 days at least as large as the tep&faR. For example, if the VaR is calculated@atdllion, there is a 97.5
percent probability that if prices move againstrent positions, the reduction in the value of tbetfplio resulting from such 10-day price movementauld be less than $5
million.

The following table illustrates the potential undeable price impact on TVA's electricity, naturalsgy SO, emission allowance, and N@mission allowance portfolios

as measured by the VaR model based on a 10-dainbgidriod and a 95 percent confidence level. Aigh and low valuations represent the highest ang$t VaR values
during 2007, and the average calculation represbataverage of the VaR values during 2007.
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Value at Risk
September 30, 20( Average High Low
Electricity $6< $4€ $8€ $1€
Natural Ga? 5 15 35 1
SO, Emission Allowances$ 20 21 34 16
NO, Emission Allowance$ 1 1 3 0

Notes:
(1) TVA's VaR calculations for electricity are lebon its on-peak electricity portfolio, which indes electricity forwards and option contracts.

(2) TVA's VaR calculations for natural gas aredmh®n TVA's natural gas portfolio, which includestural gas forwards, futures, and options on figea@ntracts.

(3) TVA's VaR calculations for SQemission allowances are based on TVA's portfoli®a¥, emission allowances.

(4) TVA's VaR calculations for NOx emission allom@es are based on TVA'’s portfolio of NOx emissitioveances.

VaR has several limitations as a measure of paotfalk, including, but not limited to, its inakifito adequately reflect (1) the risk of a portfoliith significant option
exposure, (2) the risk of extreme price movemaeanid, (3) the significant regulatory and legislatiigks facing TVA.

Electricity. TVA enters into electricity forward contractsarder to hedge its economic risks directly asgediavith meeting its power supply obligations. Dgr
2007, TVA supplied approximately 6.7 percent oftegsenergy requirements with power purchased ueléetricity forward contracts.

TVA's average electricity market risk exposure imaseased annually since 2003. The increases fesuéted primarily from TVA's increased purchasépawer to
meet growing demand and, to a lesser extent, frmmeased volatility in the electricity markets.

As shown in the Value at Risk table above, at a@%ent confidence level, the average VaR for TV&letricity portfolio for 2007 for a 1@ay holding period was $:
million.

Natural Gas. TVA uses natural gas to operate combustion turp@eking units and to supply fuel under power pusehagreements in which TVA is the fuel
supplier. TVA hedges a portion of its natural gaeds by entering into futures contracts, optionfutures contracts, swaps, and options on swagsrunfinancial hedging
program. At September 30, 2007, TVA had derivagigsitions outstanding under the program equivateabout 2,971 contracts, made up of 1,623 futcoesracts, 560
options contracts, and 788 swap futures contragtls,an approximate net market value of $136 millio

As shown on the Value at Risk table above, at pg96ent confidence level, the average VaR for T\i#dsural gas portfolio for 2007 for a 10-day hotglperiod was
$15 million.

Emission Allowances.TVA acquires both SQemission allowances and N@mission allowances to help TVA comply with the ssion requirements of the CAA a

its implementing regulations. In addition to magtTVA’s emissions requirements, TVA also managesemission positions utilizing the market to optienthe value of its
emission allowance portfolio. As shown in the ViaRle above, at a 95 percent confidence levelategage VaR for 2007 for a 10-day holding periadigA’s SO , emission

allowance portfolio and NQemission allowance portfolio was $21 million andréillion, respectively.

Fuel Oil. TVA purchases fuel oil as a substitute fuel setor TVA's combustion turbines. Thus, TVA’s hedagainst market risk for fuel oil is the use ofunal gas
and is captured in the natural gas VaR.

Sensitivity Analysis

TVA uses sensitivity analysis to measure the pakmhpact that selected hypothetical changes itagecommodity prices would have on TVA over aes¢dd period
of time. The selected hypothetical changes in codity prices are intended to reflect reasonablysiibs near-term changes.
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Coal. During 2007, TVA purchased 89 percent of itsleequirements under long-term coal contracts ahgdrcent of its coal requirements under short-term
contracts. If the rates that TVA paid for coal andhort-term contracts during 2007 were 10 perbigfter than the rates TVA actually paid, TVA's teapense would have
increased by $20 million in 2007.

Uranium. During 2007, TVA did not have to purchase argnisim on the spot market, and as of September(,, ZVA had all of its uranium requirements thrbug
2011 either in inventory or under contract. Acdoglly, a hypothetical 10 percent change in uranprioes during 2008 would have no material effecfdi\’s financial
position, results of operations, or cash flowse 8em 1, Business- Fuel Supply — Nuclear Fuel.

Cash Flow at Risk

Cash Flow at Risk (“CFaR”) is a modeled portfolskrmetric that measures the amount of potentighbdity around forecasted cash flows that couddclused by
changes in market conditions, hydroelectric geimnand availability, and load. Although the FCénges to limit the amount of cash flow variabilitywhich TVA is exposed,
TVA continues to manage CFaR for the mutual beréfitVA and its customers.

TVA forecasts CFaR using a computer model. ThingplL2 month forecast is used to pinpoint montfith greater amounts of CFaR that need to be hetigkuahit
price exposure. At September 30, 2007, TVA eseémés 2008 CFaR at $293 million based on a 90gmerconfidence level.

Investment Price Risk
TVA's investment price risk relates primarily toviestments in TVA’s nuclear decommissioning trussed retirement trust, and pension plan.
Nuclear Decommissioning Trust

The nuclear decommissioning trust is generallygiesi to achieve a return in line with overall eguitarket performance. The assets of the trusingested in debt
and equity securities and certain derivative imagnts including futures, options, and swaps, amltih these investments the trust has exposureSodduities, international
equities, real estate investment trusts, high-yieldt, U.S. Treasury inflation-protected securjt@snmodities, and currencies. As of Septembe307, the value of the
investments in the trust was $1.1 billion, andramediate 10 percent decrease in the price of trestments in the trust would have reduced the vailtiee trust by $109
million. See Item 7, Management'’s Discussion amélsis of Financial Condition and Results of Ofieres —Critical Accounting Policies and Estimates — Nuclea
Decommissioninfor more information regarding TVA'’s nuclear decoissioning trust.

Asset Retirement Trust

The asset retirement trust is presently investextkdeve a return in line with fixed income margetformance. The assets of the trust are investégad income
commingled funds. As of September 30, 2007, theevaf the investments in the trust was $40 milliand an immediate 10 percent decrease in the pfite investments in
the trust would reduce the value of the trust byrfidion.

Pension Fund

The assets in TVA’s pension plan are primarily ksoand bonds. The Tennessee Valley Authority Bestint System (“TVARS”) targets an asset allocagiolicy for
its pension plan assets which, in prior years, @dprated 60 percent equity securities and 40 pefoed income securities. TVARS is transitionirgga new asset allocation
policy adopted March 1, 2007, which targets antesltmcation policy of 65 percent equity securitgsl 35 percent fixed income securities. The iparfsind is invested in
equity securities, debt securities, and derivaitigéruments such as futures, options, and swapistheiaugh these investments the fund has exposudeS. equities, internation
equities, real estate investment trusts, investigeade debt, high-yield debt, U.S. Treasury inflafprotected securities, commaodities, and currenclesof September 30, 20(
the value of the investments in the pension fund $&billion, and an immediate 10 percent decreatiee value of the investments in the fund woulgdareduced the value of
the fund by approximately $800 million. See ltepM&nagement’s Discussion and Analysis of Finan€@hdition and Results of OperationsGritical Accounting Policies
and Estimates— Pension and Other Postretirement Beneditsl Note 13 for additional information regarding A'¥ pension fund.
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Interest Rate Risk

TVA's interest rate risk is related primarily t@ ishort-term investments, its Bonds, TVA's swaptiamsactions, and an interest rate swap relatedemf TVA's
swaption transactions.

Short-Term Investments

At September 30, 2007, TVA had $165 million of casld cash equivalents, and the average balan@sbfand cash equivalents for 2007 was $389 milllbthe rates
of interest that TVA received on its shoerm investments during 2007 were one percentage loover than the rates of interest that TVA adijueeceived on these investmer
TVA would have received approximately $4 milliorssein interest from its short-term investmentsmiy2007. In addition, changes in interest ratedccaffect the value of
TVA's investments in its pension fund, asset retieait trust, and nuclear decommissioning fund. I&®e 7, Management's Discussion and Analysis ofRaial Condition and
Results of Operations -Risk Management Activities — Investment Price Risk

Debt Portfolio

Short-Term Debt. At September 30, 2007, TVA's short-term borrowingsre $1.4 billion, and the current maturities afdeterm debt were $90 million. Based on
TVA's interest rate exposure at September 30, 2807mmediate one percentage point increase ineistteates would have resulted in an increase &fdillion in TVA'’s short-
term interest expense during 2008. This calcutadissumes that the balance of short-term debt@@008 equals the short-term debt balance at Séeted®, 2007, plus an
amount representing the refinancing of current mizs of long-term debt.

Long-Term Debt. At September 30, 2007, the interest rates on alMA’s outstanding long-term debt were fixed. Acdimgly, an immediate one percentage point
increase in interest rates would not have affetMA’s interest expense associated with its longrtelebt. When TVA's long-term debt matures or demmed, however, TVA
typically refinances this debt by issuing additibieag-term debt. Accordingly, if interest ratag digh when TVA issues this additional long-terebt TVA's cash flows,
results of operations, and financial condition rbayadversely affected. This risk is somewhat raigd by the fact that TVA's debt portfolio is digéied in terms of maturities
and has a long average life. As of September @07 2the average life of TVA’s debt portfolio wai flears. A schedule of TVA's debt maturities ist@ined in Note 10.

Swaption Agreements and Related Interest Rate Swap

Changes in interest rates also affect the amougéiofs and losses on the mark-to-market valuatidrV@\'s three swaption agreements and the relatéerést rate
swap. Gains and losses on these transactions@eled in earnings as Unrealized gain/(loss) oivatése contracts, net and are non-cash in natB@sed on TVA's interest
rate exposure at September 30, 2007, an immedigt@ercentage point decrease in interest rateshmavle created a non-cash charge to earnings &fi&igon and a
corresponding increase in Other liabilities. Do€hanges in the ratemaking process, starting @ctbb2007, any charges will be recorded to a etguy asset account until
settled.

Currency Exchange Rate Risk

As of September 30, 2007, TVA had three issuesoofdB outstanding whose principal and interest paysn@re denominated in British pounds sterling.ATissued
these Bonds in amounts of £200 million, £250 milliand £150 million in 1999, 2001, and 2003, reSpely. When TVA issued these Bonds, it hedgeatitsency exchange
rate risk by entering into currency swap agreemeAtordingly, as of September 30, 2007, a 10qm@rchange in the British pound sterlibigS. dollar exchange rate would 1
have had a material impact on TVA's cash flowsultssof operations, or financial position.

Credit Risk
Credit risk is the exposure to econologs that would occur as a result of a counterpangnperformance of its contractual obligationd/here exposed to credit risk,
TVA analyzes the counterparty’s financial conditjanor to entering into an agreement, establisheditlimits, monitors the appropriateness of thiosés, as well as any

changes in the creditworthiness of the counterpamtgn ongoing basis, and employs credit mitigati@asures, such as collateral or prepayment amzengs and master
purchase and sale agreements, to mitigate creglit ri

Page 81




Table of Content

Credit of Customers
The majority of TVA's credit risk is limited to tde accounts receivable from delivered power sal@sunicipal and cooperative distributor customalidpcated in the
Tennessee Valley region. To a lesser extent, T8/éxposed to credit risk from industries and feldegancies directly served and from exchange pam@ngements with a
small number of investor-owned regional utilitietated to either delivered power or the replacermé&npen positions of longer-term purchased powduel agreements.
TVA had concentrations of accounts receivable femwven customers that represented 41 percent datmtaunts receivable as of September 30, 2007.

The table below summarizes TVA's customer cregk from trade accounts receivable as of Septenthe2®)7:

Customer Credit Risk
As of September 30

Trade Accounts Receivablé
Municipalities and Cooperative Distributor Custos

Investment Grac $ 897
Internally Rate— Investment Grad 46C
Industries and Federal Agencies Directly Ser
Investment Grac 37
Nor-investment Grad 17
Internally Rate— Investment Grad 4
Internally Rate— Non-investment Grad 4
Exchange Power Arrangemel
Investment Grac 6
Nor-investment Grad -
Internally Rate— Investment Grad 3
Internally Rated — Non-investment Grade .
Subtota 1,42¢
Other Accounts Receivable
Miscellaneous Accounti 26
Provision for Uncollectible Accounts (2
Subtotal 2¢
Total $1,45:
Note:

(1) Includes unbilled power receivables of $1,hiiBion

Credit of Other Counterparties

In addition to being exposed to economic loss dubé nonperformance of TVA's customers, TVA is @s@d to economic loss because of the nonperformafrite
other counterparties, including suppliers and cerparties to its derivative contracts.

Credit of Suppliers. If one of TVA's fuel or purchased power suppliéads to perform under the terms of its contrachWwl' VA, TVA might lose the money that it paid
to the supplier under the contract and have tohase replacement fuel or power on the spot mapkehaps at a significantly higher price than TVAsveatitled to pay under t
contract. In addition, TVA might not be able to atg replacement fuel or power in a timely manmet thus might be unable to satisfy its own obligiasi to deliver power. As
of September 30, 2007, counterparties with whictAThad power purchase agreements for 1,308 megaefatepacity were in bankruptcy. Each of thesdigaihas continued
to perform under its power purchase agreement WitA throughout the bankruptcy proceedings, anaathese agreements are secured with either casiters of
credit. Accordingly, TVA has not experienced acpromic or cash losses as a result of the counterpebankruptcy proceedings.
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Credit of Derivative CounterpartiesTVA has entered into derivative contracts for hedgdurposes, and TVA'’s nuclear decommissioning &ingl pension fund have
entered into derivative contracts for investmerrppses. If a counterparty to one of TVA's hedgiramsactions defaults, TVA might incur substantidts in connection with
entering into a replacement hedging transactié@a. cbunterparty to the derivative contracts intdah the nuclear decommissioning trust and theiparfand have entered for
investment purposes defaults, the value of thesimrent could decline significantly, or perhaps meeavorthless.

Credit of TVA

A downgrade in TVA's credit rating could have mé&éadverse effects on TVA's cash flows, result®pérations, and financial condition and would hamaestors in
TVA securities. Among other things, a downgradeld have the following effects:

» A downgrade would increase TVA's interest expengénbreasing the interest rates that TVA pays oot decurities that it issues. An increase in T¥Aiteres
expense would reduce the amount of cash availablether purposes, which could result in the neeth¢rease borrowings, to reduce other expensesjuita
investments, or to increase electricity ra

« A significant downgrade could result in TVA havit@post collateral under certain physical and fomahcontracts that contain rating trigge

* A downgrade below a contractual threshold could/@mé TVA from borrowing under two credit facilitiéstaling $2.5 billion.

« A downgrade could lower the price of TVA securitiesthe secondary market, thereby hurting investeh® sell TVA securities after the downgrade
diminishing the attractiveness and marketabilitr &fA Bonds.

For a discussion of factors that could lead towardprade in TVA's credit rating, see Item 1A, Riskdtors.
Subsequent Events
See Note 17
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Quantitative and qualitative disclosures aboutkerisk are reported in ltem 7, Management’s Dssgan and Analysis of Financial Condition and Rissaf
Operations— Risk Management Activities
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

TENNESSEE VALLEY AUTHORITY
STATEMENTS OF INCOME
For the years ended September 30

(in millions)
2007 2006 2005

Operating revenues
Sales of electricit

Municipalities and cooperativ: $7,77¢ $7,85¢ $6,53¢

Industries directly serve 1,221 1,06k 961

Federal agencies and otl 112 11€ 181
Other revenue 137 13E 101
Operating revenue 9,24¢ 9,17¢ 7,782
Revenue capitalized during pre-commercial plantajens (57 — —
Net operating revenus 9,187 9,17% 7,782
Operating expenses
Fuel and purchased pow 3,38: 3,33¢ 2,601
Operating and maintenan 2,38z 2,37z 2,35¢
Depreciation, amortization, and accret 1,481 1,492 1,15¢
Tax equivalent: 452 37€ 36E
Loss on asset impairment 26 9 24
Total operating expens: 7,72 7,582 6,50:
Operating income 1,46¢ 1,59: 1,27¢
Other income 64 77 68
Other expens () 2 4)
Unrealized gain/(loss) on derivative contracts, 41 (15) 3
Interest expense
Interest on dek 1,34z 1,357 1,35¢
Amortization of debt discount, issue, and reacgjoisicosts, ne 19 21 21
Allowance for funds used during construction andlear fuel expenditures (17 (163 (116)
Net interest expens 1,18¢ 1,215 1,261
Income before cumulative effects of accounting ¢fesn 383 438 85
Cumulative effect of change in accounting for ceiodial

asset retirement obligations - (109 -
Net income $38: $32¢ $8E

The accompanying notes are an integral part oktfieancial statements.
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TENNESSEE VALLEY AUTHORITY
BALANCE SHEETS
At September 30
(in millions)

Current assets

Cash and cash equivalel
Restricted cash and investme
Accounts receivable, n
Inventories and other

Total current asse

Property, plant, and equipment(Note 3)
Completed plan

Less accumulated depreciation

Net completed plar

Construction in progres

Nuclear fuel and capital leas

Total property, plant, and equipment,

Investment funds

Regulatory and other lon¢-term assets
Deferred nuclear generating ur
Other regulatory assets (Note 5)
Subtotal
Other long-term assets
Total regulatory and other long-term assets

Total assets

LIABILITIES AND PROPRIETARY CAPITAL

Current liabilities

Accounts payabl

Accrued liabilities

Collateral funds hel

Accrued interes

Current portion of lease/leaseback obligati
Current portion of energy prepayment obligati
Shor-term debt, ne

Current maturities of long-term debt (Note 10)
Total current liabilities

Other liabilities

Other liabilities

Regulatory liabilities (Note £
Asset retirement obligatior
Lease/leaseback obligatio
Energy prepayment obligations
Total other liabilities

Long-term debt, net(Note 10)

Total liabilities

Commitments and contingencie(Note 14)
Proprietary capital

Appropriation investmer

Retained earninc
Accumulated other comprehensive (loss) incc

Accumulated net expense of stewardship programs

Total proprietary capital

Total liabilities and proprietary capital

The accompanying notes are an integral part oktfieancial statements.

ASSETS
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2007 2006

$ 16¢ $ 53¢
15 19
1,45 1,35
66 57
2,43 2,66
38,81 35,65
(15,93) (15,33)
22,87 20,32
1,28 3,53
67 57
24,82 24,43
1,16 97
3,13 3,52
1.96 180
5,09 5,33
37 1,11
5,47 6,44
$33,90: $34,52(
$ 1,00( $ 89(
19 21
157 19t
40 40

4 3

10 10
1,42 2,37
e] 98
3,42 5,20
2,06 2,30
8 57
2,18 1,98
1,02 1,07
1,03 1,13
6,40 7,07
21,09 19,54
30,92 31,82
4,74 4,76
1,93 1,56
(1) 4
(3,68) (3,67)
2,98 2,69




Table of Content

TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CASH FLOWS
For the years ended September 30

(in millions)
2007 2006 2005
Cash flows from operating activities
Net income $ 38 $ 32 $ 8!
Adjustments to reconcile net income to net caskiges by operating activities
Depreciation, amortization, and accret 1,50( 1,513 1,17¢
Nuclear refueling outage amortizati 86 89 10&
Loss on asset impairme 26 9 24
Cumulative effect of change in accounting prfe - 10¢ -
Amortization of nuclear fue 137 12¢ 131
Nor-cash retirement benefit exper 201 302 28¢
Net unrealized gain on derivative contre (42) 15 3
Prepayment credits applied to reve (105) (205) (205)
Fuel cost adjustment defer (297 - -
Other, ne 31 () i
Changes in current assets and liabilities
Accounts receivable, n (72) (219 (29
Inventories and oth¢ (98) (220 (29
Accounts payable and accrued liabilit 8C 12! (29
Accrued interes 4 2 (29
Pension contribution (75) (75) (53
Refueling outage cos (96) (72) (122)
Other, net 6’ (39 )
Net cash provided by operating activit 1,762 2,01: 1,46.
Cash flows from investing activities
Construction expenditure (1,30€) (1,399 (1,339
Combustion turbine asset acquisitic (111) - -
Nuclear fuel expenditure (253) 27) (14)
Change in restricted cash and investm 48 (9) (207
(Purchases) proceeds of investme (44) - 33t
Loans and other receivables
Advance: (16) ) (19
Repayment 16 1
Proceeds from sale of receivables/loans (No 2 1 5t
Proceeds from settlement of litigati - 35 -
Other, net : @) :
Net cash used in investing activiti (1,667) (1,72) (1,189
Cash flows from financing activities
Long-term deb
Issues 1,04( 1,13: 1,65(
Redemptions and repurchases (Note (470C) (1,24) (2,36%)
Shor-term (redemptions)/borrowings, r (95¢5) (99 54¢
Proceeds from call monetizatio - - 5
Payments on lease/leaseback finan (30) (29 (29
Payments on equipment financi (@) © ©
Financing costs, n¢ (12) (19 1)
Payments to U.S. TreasL (40) (39 (3¢
Other — 1) —
Net cash used in financing activiti 473) (289 (259
Net change in cash and cash equival (371) 2 19
Cash and cash equivalents at beginning of period 53¢ 53 51¢
Cash and cash equivalents at end of period $ 16t $ 53t $ 53t

See Note 11 for supplemental cash flow information.

The accompanying notes are an integral part oktfieancial statements.
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Balance at September 30, 20C
Net income (loss
Return on Power Facility Appropriation Investm:

Accumulated other comprehensive income (Not
Return of Power Facility Appropriation Investment

Balance at September 30, 20C

Net income (loss
Return on Power Facility Appropriation Investm

Accumulated other comprehensive income (Not
Return of Power Facility Appropriation Investment

Balance at September 30, 20C

Net income (loss
Return on Power Facility Appropriation Investm:

Accumulated other comprehensive (loss) (Notes 81&)
Return of Power Facility Appropriation Investment

Balance at September 30, 20C

TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL
For the years ended September 30

(in millions)
Accumulated Accumulated
Other ) Net Expense o
Appropriation Retained ~ Comprehensive  Stewardship Comprehensive
Investment Earnings (Loss) Income Programs Total Income
$4,80¢ $1,16: $(52) $(3,649) $2,26¢ $ -
- 98 - (13 85 85
- (16) - - (16) -
- - 79 - 79 79
(20) - - - (20 -
4,78 1,244 27 (3,662 2,392 $ 16
- 33¢ - (10) 32¢ 32¢
- (18) - - (18) -
- - 16 - 16 16
(20 = - - (20) =
4,76% 1,56 43 (3,672) 2,69¢ $ 34t
- 394 - 12) 38¢ 388
= (20) = = (20) =
- - (62 - (62) (62
(20) — — — (20) -
$4,74: $1,93¢ $(19) $(3,689 $2,98( $ 32

The accompanying notes are an integral part oktfieancial statements.
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NOTES TO FINANCIAL STATEMENTS
(Dollars in millions except where noted)

1. Summary of Significant Accounting Policies
General

The Tennessee Valley Authority (“TVA”) is a wholtywned corporate agency and instrumentality of thiédd States. TVA was created by the U.S. Congre$933
by virtue of the Tennessee Valley Authority Actléf33,as amended16 U.S.C. 8§ 831-831ee (as amended, the “TVA)ACTVA was created to improve navigation on the
Tennessee River, reduce flood damage, provideldtyiial and industrial development, and providetle power to the Tennessee Valley region. TVAages the Tennessee
River and its tributaries for multiple river-systgrarposes, such as navigation; flood damage remfygtower generation; environmental stewardshipredime use; and water
supply for power plant operations, consumer usgeedion, and industry.

Substantially all TVA revenues and assets arebatible to the power program. TVA provides powemiost of Tennessee, northern Alabama, northealstesissippi.
and southwestern Kentucky, and in portions of reritGeorgia, western North Carolina, and southweafeginia to a population of approximately 8.7lion people. The
power program has historically been separate astthdi from the stewardship programs. It is regdito be self-supporting from power revenues andgeds from power
financings, such as proceeds from the issuancerudd) notes, and other evidences of indebtednBsss”). Although TVA does not currently receivengressional
appropriations, it is required to make annual payé the U.S. Treasury in repayment of, and r&guan on, the governmestappropriation investment in TVA power faciliti
(the “Power Facility Appropriation Investment”).ntl 2000, most of the funding for TVA'’s stewardglprograms was provided by congressional appropnist These
programs are now funded with power revenues, eXoegiertain stewardship activities that generateous revenues and user fees. These activiti@®deto stewardship
properties do not meet the criteria of an operasegment pursuant to Statement of Financial Acéogr@tandard (“SFAS”) No. 131Disclosures About Segments of an
Enterprise and Related Informati” Accordingly, these assets and properties are iedwd part of the power program, TVA'’s only operasegment.

Power rates are established by the T@art of directors (“TVA Board”) as authorized byetfiVA Act. The TVA Act requires TVA to charge ratéor power that will
produce gross revenues sufficient to provide fundeperation, maintenance, and administrationtopower system; payments to states and countiesuinf taxes; debt servi
on outstanding indebtedness; payments to the UeBstiry in repayment of and as a return on the PBelity Appropriation Investment; and such adtdial margin as the
TVA Board may consider desirable for investmenpawer system assets, retirement of outstanding 8onddvance of maturity, additional reductionte Power Facility
Appropriation Investment, and other purposes cotetewith TVA's power business. In setting TVA'des, the TVA Board is charged by the TVA Act to balue regard for
the primary objectives of the TVA Act, includingetiobjective that power shall be sold at rates &wsa® are feasible. Rates set by the TVA Boardatesubject to review or
approval by any state or federal regulatory body.

Fiscal Year
Unless otherwise indicated, years (2007, 2006) etter to TVA's fiscal years ended September 30.
Cost-Based Regulation

The rate-setting authority vested inTwA Board by the TVA Act meets the “self-regulatgmovisions of SFAS No. 7T'Accounting for the Effects of Certain Types of
Regulatior” In addition, TVA meets the remaining criteria fbe application of SFAS No. 71 because (1) TVAgulated rates are designed to recover its cogisoefding
electricity and (2) in view of the demand for etégity and the level of competition it is reasor@bb assume that the rates, set at levels thateativer TVA's costs, can be
charged and collected. Accordingly, TVA recordgaia assets and liabilities that result from tegulated ratemaking process that would not be decbunder generally
accepted accounting principles (“GAAP”) for non-uéged entities. Regulatory assets generally sgmteincurred costs that have been deferred besagbkecosts are probable
of future recovery in customer rates. Regulat@lilities generally represent obligations to makiinds to customers for previous collections fasts that are not likely to be
incurred or deferral of gains that will be crediteccustomers in future periods. Management assegBether the regulatory assets are probablegwkfuecovery by considerii
factors such as applicable regulatory changesnpatdegislation, and changes in technology. Blase these assessments, management believes shiagregulatory assets ¢
probable of recovery. This determination reflébts current regulatory and political environmend @ subject to change in the future. If future
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recovery of regulatory assets ceases to be probBEke would be required to write-off these costsiyfasset write-offs would be required to be recpgdiin earnings in the
period in which future recovery ceases to be prighab

Management Estimates

TVA prepares its financial statements in conformiith GAAP in the United States applied on a caesisbasis. In some cases, management may makets and
assumptions that affect the reported amounts eftsis®d liabilities and disclosure of contingersieds and liabilities as of the date of the finahsiatements and the related
amounts of revenues and expenses during the regqririod. Actual results could differ from thesgimates.

Reclassifications

Certain reclassifications have been made to thé 20@ 2005 financial statements to conform to B@72resentation.

Beginning with October 2006, certain items previpusnsidered revenue from Sales of electricityaveclassified as Other revenue. These itemsarairectly
associated with the sale of electricity and inclddévery point charges, administrative charges, @mstomer charges. Previously reported salekofrieity of approximately
$22 million and $23 million for 2006 and 2005, restively, are now included in Other revenue. Aiddially, certain items previously considered revefrom Other revenue
were reclassified as Other income. These itemsatrdirectly associated with revenue derived fredectric operations but are associated with theadjmn of service
organizations which provide environmental and nemiance and testing services. Previously repoeteehue from these items of approximately $10 nmlkmd $12 million for
2006 and 2005, respectively, is now included ineDihcome.

Cash and Cash Equivalents

Cash and cash equivalents include the cash awaii@dIVA's commercial bank accounts and U.S. Treasgcounts, as well as short-term securities falthe
primary purpose of general liquidity. Such sedéasitmature within three months from the originaiedaf issuance.

Restricted Cash and Investments
As of September 30, 2007 and 2006, TVA had $150anikind $198 million, respectively, in Restricteash and investments on its Balance Sheets primatited to
collateral posted with TVA by a swap counterparntyaccordance with certain credit terms includethexswap agreement, which resulted in the fundsgbeiported in Restricte
cash and investments.

Accounts Receivable

Accounts Receivable Accounts receivable primarily consist of amouwhie from customers for power sales. The tablevbelmmarizes the types and amounts of
receivables:

Accounts Receivable
As of September 30

2007 2006
Power receivables bille $ 31¢ $ 30!
Power receivables unbilled 1,118 1,03:
Total power receivables 1,42¢ 1,33¢
Other receivable 26 35
Allowance for uncollectible accounts (2 (10
Net accounts receivah $ 1,45! $ 1,35¢
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Effective September 2006, TVA implemented a changhe methodology for estimating unbilled reverforeelectricity sales. The change in calculatimdpitled
revenue was from a method that estimates unbiéednue on an aggregated distributor basis to acdéltat estimates unbilled revenue for each distoiband sums the results
to arrive at the total estimated unbilled reventlibe change also involves moving from an aggregateration-based estimate to an estimate basedholesale meter readings
for each specific distributor. The impact of thi|ange resulted in an increase in the Septembér £418s estimate of 4,497 million kilowatt-hoursl @m increase in September
2006 accounts receivable and revenue of $232 millio

Allowance for Uncollectible Accounts

The allowance for uncollectible accounts reflec#ATs estimate of probable losses inherent in thepaats receivable, unbilled revenue, and loansvabke
balances. TVA determines the allowance based owkraccounts, historical experience, and otheratly available information including events sushcastomer bankruptcy
and/or a customer failing to fulfill payment arr@mgents after 90 days. TVA'’s corporate credit depeant is consulted to assess the financial comditfocustomers and the
credit quality of the accounts. The allowanceuncollectible accounts was $2 million and $10 milliat September 30, 2007 and 2006, respectivalgdoounts receivable and
$15 million at both September 30, 2007 and 2006ld@ns receivable.

Revenues

Revenues from power sales are recorded as powleliv@red to customers. In addition to power salgsiced and recorded during the month, TVA accrsgnated
unbilled revenues for power sales provided to custs for the period of time from the end of thetooser's billing cycle to the end of TVA's accougtiperiod. Components of
the unbilled revenue include estimated wholesalteenreadings at the applicable rates and salesoafse generation at market rates. These compocemttuctuate as a result
a number of factors including weather, generatiattepns, and other operational constraints. Thesterfs can be unpredictable and can vary from fhigstictrends. As a result,
the overall estimate of unbilled revenues may beicantly affected, which could have a materiapact on TVA's results of operations. Exchange posedes are presented in
the accompanying Statements of Income as a compoh&ales of electricity-federal agencies and ntBechange power sales are sales of excess pdigeneeeting TVA
native load and direct served requirements. (Ndtad refers to the customers on whose behalf gpaas by statute, franchise, regulatory requirementontract, has
undertaken an obligation to serve.)

Reserve for Future Generation

During the first quarter of 2007, TVA began collagtin rates amounts intended to fund future getf@rdased on the need for additional generatipgcigy that woulc
be required to meet future power demand in itsiser@rea. Because these amounts were intendeddddture costs, they were originally deferred asgulatory liability. The
funds were based on a predetermined rate appliekt¢tricity sales approved as part of TVA's 20@idifpet. Collections for 2007 amounted to $76 millidgfollowing the
purchase of two combustion turbine facilities, thésds were applied as credits to Completed @ladtare reflected on the September 30, 2007, Balgheet. These funds
collected for future generation were amortizedeteenue in order to match revenue with the corredipgndepreciation expense of the purchased assdtedstatement of
Income. This revenue recognition process began whenassets were placed into service. The re$erfature generation was not extended beyond 2007.

Inventories
Certain Fuel, Materials, and SuppliesCoal, oil, limestone, tire-based fuel inventsriand materials and supplies inventories are daliseng an average unit cost
method. A new average cost is computed after gaasaction and inventory issuances are priceldealatest moving weighted average unit cost. At&waber 30, 2007 and
2006, TVA had $316 million and $270 million, respreely, in fuel inventories and $317 million and8&@million, respectively, in materials and supplii@gentory.
Allowance for Inventory Obsolescencd VA reviews supply and material inventories fayegory and usage on a periodic basis. Each agtegassigned a probabil

of becoming obsolete based on the type of matendlhistorical usage data. Based on the estinvaleé of the inventory, TVA adjusts its allowanoe iinventory
obsolescence. The allowance for surplus and ofesivieentory was $43 million and $38 million at 8apber 30, 2007 and 2006, respectively.
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Emission Allowances TVA has emission allowances for sulfur dioxid8@ , ") and nitrogen oxides (“NQ") which are accounted for as inventory. The agereost
of allowances used each month is charged to opgratipense based on tons of 5&nd NO, emitted. NO, emission allowances are used only during the oseason, which
occurs from May through September. Allowances @@mo TVA by the Environmental Protection AgentifRA”) are recorded at zero cost.

Property, Plant, and Equipment, and Depreciation

Additions to plant are recorded at cestich includes direct and indirect costs and émwaince for funds used during construction (“AFUDCBeginning in 2008, TVA
will continue to capitalize a portion of currentenest costs associated with funds invested in modear fuel inventories, but interest on fundsested in construction projects
will be capitalized only if (1) the expected totalst of a project is $1 billion or more and (2) gsimated construction period is at least thregsyeThe cost of current repairs
and minor replacements is charged to operatingresgpeNuclear fuel inventories, which are include®®roperty, plant, and equipment, are valued utliagverage cost method
for raw materials and the specific identificatioetinod for nuclear fuel in a reactor. Amortizatafmuclear fuel is calculated on a units-of-prodluretbasis and is included in
fuel expense.

TVA accounts for its properties using the composdsvention of accounting. Accordingly, the origlicost of property retired, together with remosasts less salvag
value, is charged to accumulated depreciation. r&ggtion is generally computed on a straight-basis over the estimated service lives of the varidasses of
assets. Depreciation expense expressed as af@gre®f the average annual depreciable compléded was 2.92 percent for 2007, 3.15 percent f@62@nd 3.33 percent for
2005. Depreciation rates by asset class are lasvil

TVA Property, Plant, and Equipment Depreciation Rakes
As of September 30

2007 2006 2005
Asset Class (percent)

Nuclear 2.29 3.00 3.40
Coa-Fired 3.59 3.53 3.53
Hydroelectric 1.82 1.79 1.78
Combustion turbine/diesel generat 4.70 4.54 4.55
Transmissiot 2.53 2.57 2.52
Other 7.84 5.45 5.60

Depreciation expense for the years ended SepteB®h@007, 2006, and 2005, was $1,056 million, $2 @dlion, and $1,132 million, respectively. Thagle major
reason for the reduction in depreciation expens@@®7 and 2006 was the rate change for Browngy/Péuclear Plant. The rate change was the resuhlieoNuclear Regulatory
Commission (“NRC”) granting TVA a 20-year operatiigense extension. The change in the depreciatitmfor the Other asset class category was dtietaddition of
communication-type equipment in 2007 having a deaphge life of five years.

Property, plant, and equipment also includes aseetsded under capital lease agreements whichapitintonsist of office facilities of $30 millionral $39 million as
of September 30, 2007 and 2006, respectively, aelfébrication and blending facilities of $39 nu and $45 million as of September 30, 2007 ar@b2@espectively.

Blended Low Enriched Uranium Program

Under the blended low enriched uranium (“BLEU”) gram, TVA, the Department of Energy (“DOE”), ancctaar fuel contractors have entered into agreements
providing for surplus highly enriched uranium tolidended with other uranium down to a level thiivas the blended uranium to be fabricated into thet can be used in
nuclear power plants. This blended nuclear fud firat loaded in a Browns Ferry reactor in 2005jalu initiated the amortization of the costs of BleEU fuel assemblies to
nuclear fuel expense.

Under the terms of an interagency agergrhetween TVA and DOE, DOE supplies off-spectfara highly enriched uranium materials to the aympiate third party fuel
processors for processing into usable fuel for TUAexchange, DOE will participate to a degreéhim savings generated by TVA's use of this blenulgzlear fuel. Over the
life of the program, TVA projects that DOE's shaffesavings generated by TVA'’s use of this blendedear fuel could result in future payments to D@iEas much as $257
million. TVA anticipates these future paymentsIddoegin in 2009 and last until 2013. At Septentk@r2006, TVA had accrued an obligation of $2 imvllrelated to the
portion of the
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ultimate future payments estimated to be attribletainthe BLEU fuel currently in use. At SeptemB8r 2007, this obligation was $6 million.

The third party fuel processors diva conversion and processing facilities and reiin title to all land, property, plant, and gguent used in the BLEU fuel
program. In accordance with the requirements @FB\o. 01-08,'Determining Whether an Arrangement Contains a lesdsind SFAS No. 13;Accounting for Leases,”
however, TVA recognized a capital lease asset angsponding lease obligation related to amourits apayable to a third party fuel processor. dwtting recognition of th
capital lease asset and obligation recharactesizaéisulted from contract modifications to the présting fuel fabrication contract.

During the quarter ended March 31, 2005, TVA reedrd capital lease asset of $60 million compride&R8 million of contract payments made beforeldsse was
recharacterized as a capital lease and $37 milli@ontract payments either paid or payable afted¢ase was recharacterized as a capital ledse.dAring the quarter, TVA
recorded an initial capital lease obligation of $8iflion. This obligation has subsequently beesueed by principal payments, leaving an unpaidtahfsiase obligation of $7
million and $13 million at September 30, 2007 afO&, respectively. Additionally, TVA has recogrdzasset amortization expense of $6 million and $6om and interest
expense of $0.4 million and $1 million relatedhe tapital lease obligation through September 807 2ind 2006, respectively.

Investment Funds
Investment funds consist primagafytrust funds designated to fund nuclear decomiongsg requirements (see Note 14 Gentingencies — Decommissioning Cgsts
asset retirement obligations (see Note Asset Retirement Trugtand the supplemental executive retirement pi@8ERP”). See Note 13 -Supplemental Executive Retirement
Plan. Decommissioning funds and SERP funds, whictckassified as trading, are invested in portfolibsexurities generally designed to earn returfmewith overall
equity market performance. Asset retirement fumdsch are classified as trading, are investecbmmingled funds designed to earn returns in lirth fiked income market
performance.
Other Long-Term Assets
The year-end balances of TVA's Other long-term tssaee as follows:

Other Long-Term Assets
As of September 30

2007 2006
Loans and lor-term receivables, ni $7¢ $ 102
Intangible asset related to pension prior sergigst - 28C
Valuation of currency swaj 28C 24¢€
Valuation of commodity contracts 1t 48

For additional information on the components of@tlong-term assets, see Note 1AHewance for Uncollectible AccountdNote 9 —Overview of Accounting
Treatment, Commodity Contracts)dSwaps Note 12 —L oans and Other Long-term Receivabl@sd Note 13 —Defined Benefit Pension Plan — Components of Rldher
Postretirement Benefi— Components of Other Postretirement Benefitd Supplemental Executive Retirement Plan.

Energy Prepayment Obligations

During 2002, TVA introduced an emeprepayment program, the discounted energy (fsU”) program. Under this program, TVA customesuld purchase
DEUs generally in $1 million increments, and eadfl.Dentitles the purchaser to a $0.025/kilowatt-hdiscount on a specified quantity of firm power paeeriod of years
(five, 10, 15, or 20) for each kilowatt-hour in theepaid block. The remainder of the price ofkhewatt-hours delivered to the customer is duerupidling.

TVA did not offer the DEU program in 2007, 2006,20105. Sales for the 2004 program included 5.5 BHithling $5.5 million over a 10-year period an@51DEUs
totaling $1.75 million over a five-year period. t@bsales for the program since inception have [$&n5 million. TVA is accounting for the prepaym@roceeds as unearned
revenue and is reporting the obligations to delp@wer as Energy prepayment obligations and Cuperiton of energy prepayment obligations on thpt&maber 30, 2007 and
2006, Balance Sheets. TVA recognizes revenueeatrielty is
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delivered to customers, based on the ratio of wfitslowatt-hours delivered to total units of kil@tt-hours under contract. As of September 3072625.9 million has been
applied against power billings on a cumulative datiring the life of the program, of which over@illion was recognized as noncash revenue di@ty, 2006, and 2005.

In 2004, TVA and its largest customer, Memphis ltighas, and Water Division (“MLGW"), entered into anergy prepayment agreement under which MLGWaidep
TVA $1.5 billion for the future costs of electrigito be delivered by TVA to MLGW over a period @l months. TVA accounted for the prepayment asuunesl revenue and
reporting the obligation to deliver power undesthirangement as Energy prepayment obligation€aneknt portion of energy prepayment obligationgr@eSeptember 30,
2007 and 2006, Balance Sheets. TVA expects tareéze approximately $100 million of noncash reveitueach year of the arrangement as electricidelszered to MLGW
based on the ratio of units of kilowatt-hours detad to total units of kilowatt-hours under contraés of September 30, 2007, $390.4 million hadrbeecognized as noncash
revenue on a cumulative basis during the life efagreement, $100 million of which was recognized@ncash revenue during 2007, 2006, and 2005.

Insurance

Although TVA uses private companies to administehealth-care plans for eligible active and retieenployees not covered by Medicare, TVA does nothse
health insurance. Consulting actuaries assist TV/determining certain liabilities for self-assumddims. TVA recovers the costs of losses thropglver rates and through
adjustments to the participants’ contributionsheitt benefit plans. These liabilities are include®ther liabilities on the Balance Sheets.

TVA purchases nuclear liability insurance, nuclpaperty, decommissioning, and decontaminationranste, and nuclear accidental outage insurance NSt 14—
Contingencies — Nuclear Insurance

TVA does not currently purchase commercial genlahllity, auto liability, or workers’ compensatiansurance. TVA recovers the costs of losses tjinquower
rates. The Federal Employees’ Compensation Actgwvliability to employees for service-connectadries.

TVA purchases property insurance for certain cotiveal (non-nuclear) assets as well as outage amser (business interruption) for selected conveatigenerating
assets. TVA also purchases liability insurancectviirovides coverage for its directors and officerisject to the terms and conditions of the policy.

Sale of Receivables/Loans

During 2007, TVA sold $2 million of receivablesgar such that TVA did not recognize a gain or lmsshe sale. These receivables were from a povstomer and
were related to the construction of a substatibine proceeds from the sale of these receivablemeialed in the Cash Flow Statement under thei@aj@zash flows from
investing activities.

During 2006, TVA sold $22 million of receivablespr such that TVA did not recognize a gain or lmsghe sale. Of this amount, $11 million represdneceivables
from power customers related to the constructioa sfibstation and other energy conservation psjethhe proceeds from the sale of these receivaléemcluded in the Cash
Flow Statement under the caption Cash flows fromesting activities.

TVA did not retain any claim on these receivablelsl sand they are no longer reported on TVA's BataSheets.
Asset Retirement Obligations

In accordance with the provisions of SFAS No. I48¢ccounting for Asset Retirement ObligationBY'A recognizes legal obligations associated with filture
retirement of certain tangible long-lived assef¥.A records estimates of such disposal costs ontlgeatime the legal obligation arises. See Note 4

Based on updating assumptions in the engineerudiest annually in accordance with NRC requirememtgsions to the amount and timing of certain ciésiv
estimates of nuclear asset retirement obligatioag e made. TVA recognizes as incurred all obiligestrelated to closure and removal of its nucledts. TVA measures the
liability for closure at the present value of theighted estimated cash flows required to satiséyréhated obligation, discounted at the credit stéjd rate of interest in effect at
the time the liability was actually incurred orgirially accrued, and subsequently modified to cgmyth SFAS No. 143. Earnings from decommissiorfungd investments,
amortization of the decommissioning regulatory gssgd interest expense on the decommissioninditiabre deferred as a regulatory asset. See lléte-Contingencies —
Decommissioning Cos. Beginning in 2003, TVA evaluated the nature acdpe of its decommissioning policy as it relatealt electric plants. The evaluation was used to
determine the need for
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recognition of additional asset retirement obligasi as described in SFAS No. 148¢counting for Asset Retirement Obligations.SFAS No. 143 became effective for TVA at
the beginning of 2003. See Note 4. On Septembe2®6, TVA began applying the guidance of Finah&iccounting Standards Board (“FASB”) Interpretati(“FIN") No. 47
“Accounting for Conditional Asset Retirement Obtligas—an Interpretation of FASB Statement No. 14%&e Note 4 for the effects of applying this iptetation.

Capitalized Revenue During Pre-Commercial Plant @fiens

As part of the process of restarting Browns Fermit @, TVA commenced pre-commercial plant operation June 2, 2007. The premmercial plant operations peri
ended July 31, 2007, and commercial operationsrbegaAugust 1, 2007. The electricity produced nigithe pre-commercial plant operations period vesiuo serve the
demands of the system,; therefore, TVA calculatéidn@ses of revenue realized from such pre-commkegeiaeration based on the guidance provided by FERGlations. The
calculated revenue of $57 million was capitalizedffset project costs and is reported as a caetranue account on the income statement. Durisgt#ime period, TVA
capitalized operating costs, including fuel, of o$6 million.

Discounts on Sales

TVA'’s DEU program (see Note 1 -Energy Prepayment Obligationsllows customers to use cash on hand to prepay fo¥some of their power needs, providing
funding to TVA and a savings to customers in threnfof a discount on future purchases. The distobatistomer receives a discount on a specifiedmelaf firm energy
purchased. The supplement to the power contracifsgs the discount rate (2.5 cents per kilowaitthf), the monthly block of kilowatt-hours to whitte discount applies, the
number of years (term), and contingencies uponraohtermination.

TVA's largest customer, MLGW, also has a power psepent agreement (see Note 1Erergy Prepayment Obligationsinder which it has prepaid $1.5 billion for a
fixed amount of power. TVA repays MLGW in the fowha monthly credit sufficient for MLGW to pay detervice on its prepayment bonds plus a returimeestment.

Discounts for these programs amounted to $47 mifias each of the years ended September 30, 2@08, 2nd 2005.
Allowance for Funds Used During Construction
TVA capitalizes AFUDC based on gwerage interest rate of TVA's outstanding delite @llowance is applicable to construction in pesgrand nuclear fuel
fabrication. Beginning in 2008, TVA will continue capitalize a portion of current interest costsogiated with funds invested in most nuclear iimentories, but interest on
funds invested in construction projects will beitazed only if (1) the expected total cost ofrajpct is $1 billion or more and (2) the estimatedstruction period is at least
three years.
Software Costs
TVA capitalizes certain costs incurred in connattidgth developing or obtaining internal-use softeiaCapitalized software costs are included in Eryp plant, and
equipment on the Balance Sheet and are primaribyréred over five years. TVA capitalized costsb@2 million in 2007 and $2 million in 2006 relatiedan enterprise
management project. Software costs that do not oagétalization criteria are expensed as incurred.
Research and Development Costs
Research and development costs are expensed whened. TVA's research programs include those eelad transmission technologies, emerging techiedo@lean
coal, renewables, distributed resources, and eredfigyency), technologies related to generatias$il, nuclear, and hydro), and environmental tetdgies. During 2007, 2006,
and 2005 research and development costs of $2@mi#20 million, and $21 million, respectively, ®eexpensed and included in the Statements of Iramaption Operating
and maintenance.
Payments In Lieu of Taxes
The TVA Act requires TVA to make payments to stated counties in which TVA conducts its power ofieres and in which TVA has acquired power propertie

previously subject to state and local taxatione @mount of these payments is five percent of gmsasnues from sale of power during the precedewsy,yexcluding sales or
deliveries to other federal agencies and off-systatas with other utilities, with a provision foimmum payments under certain circumstances.
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Impairment of Assets

TVA evaluates long-lived assets for impairmentdéaadance with the provisions of SFAS No. 1%¥;counting for the Impairment or Disposal of Lohgred Assets,”
when events or changes in circumstances indicatehb carrying value of such assets may not bevezable. For long-lived assets, TVA bases itduaten on impairment
indicators such as the nature of the assets, theefeconomic benefit of the assets, any histodcéliture profitability measurements, and otheeaxal market conditions or
factors that may be present. If such impairmedicators are present or other factors exist thditate that the carrying amount of an asset maypeatcoverable, TVA
determines whether an impairment has occurred basedh estimate of undiscounted cash flows at@itletto the asset as compared with the carryingeva the asset. If an
impairment has occurred, the amount of the impaitmecognized is measured as the excess of thésasaeying value over its fair value. See Note 6

Impact of New Accounting Standards and Interpreteti

Accounting Changes and Error Correctionn May 2005, FASB issued SFAS No. 154¢counting Changes and Error Corrections — a req@enent of APB Opinion
No. 20 and FASB Statement N¢' which replaces Accounting Principles Board (“APBYpinion No. 20,'Accounting Changes,’and SFAS No. 3;Reporting Accounting
Changes in Interim Financial StatementsThis statement applies to all voluntary changeacicounting principles and also applies to changgsired by an accounting
pronouncement in the unusual instance that thegumeement does not include specific transition fgions. This statement requires, unless impradegabtrospective
application to prior periods’ financial statemeafhanges in accounting principles. If it is impticable to determine the period-specific eff@ftan accounting change on one
or more individual prior periods presented, thaetnent requires that the new accounting prindplapplied to the balances of assets and liakiliégeof the beginning of the
earliest period for which retrospective applicatispracticable and that a corresponding adjustrinembade to the opening balance of retained eariorghat period rather th:
being reported in an income statement. Whenii@acticable to determine the cumulative effecaplying a change in accounting principle to albpperiods, this statement
requires that the new accounting principle be &pipdis if it were adopted prospectively from thdiesirdate practicable. This statement also requhiat a change in
depreciation, amortization, or depletion methodlémg-lived, nonfinancial assets be accounted $o& ahange in accounting estimate effected by ageha accounting
principle. This statement became effective for TM&ginning in 2007 and did not have an impact on BJfkancial statements for 2007.

Accounting for Planned Major Maintenance Activitie®©n September 8, 2006, FASB released FASB StaftiBo (“FSP”) AUG AIR-1,“Accounting for Planned
Major Maintenance Activities.” The FSP addresses the accounting for planned meimtenance activities and amends certain prowssiomthe American Institute of Certified
Public Accountants Industry Audit GuideAtdits of Airline” and Accounting Principles Board Opinion No. 28terim Financial Reporting” The guidance in this FSP states
that entities should adopt an accounting methotréwgnizes overhaul expenses in the approprexie¢h The following accounting methods are moggrof
employed/permitted: direct expensing method; bnilbverhaul method; or deferral method. The guigancahis FSP is applicable to entities in all istties and must be applied
to the first fiscal year beginning after Decemb®&r 2006. TVA will adopt this guidance for 2008. daese TVA's policy is to expense maintenance casiscurred (direct
expensing method), the adoption of this FSP iserpected to have a material impact on TVA's resofltsperations or financial position.

Fair Value Measurementdn September 2006, FASB issued SFAS No. 15dir Value Measurements.This standard provides guidance for using fair @dtu
measure assets and liabilities that currently recfiair value measurement. The standard also responinvestors’ requests for expanded informagibaut the extent to which
companies measure assets and liabilities at faieyshe information used to measure fair value, the effect of fair value measurements on earni8§4S No. 157 applies
whenever other standards require (or permit) asséiabilities to be measured at fair value buesioot expand the use of fair value in any newuoistances. SFAS No. 157
establishes a fair value hierarchy that prioritittessinformation used to develop measurement assonsp The provisions of SFAS No. 157 are effecfimefinancial statements
issued for fiscal years beginning after November2®7, and interim periods within those fiscalngedt this time, TVA is evaluating the requiremenpf this statement and has
not yet determined the impact of its implementatighich may or may not be material to TVA's resdfperations or financial position.

Fair Value Option In February 2007, FASB issued SFAS No. 138e Fair Value Option for Financial Assets and Bimcial Liabilities — Including an amendment of
FASB Statement No. 1" This standard permits an entity to choose to measiany financial instruments and certain other #atfair value. The fair value option established
by SFAS No.159 permits all entities to choose tasuee eligible items at fair value at specifieccitm dates. A business entity will report unreadi gains and losses on items
for which the fair value option has been electedamings at each subsequent reporting date. ddise provisions in this statement are electiVae provisions of SFAS No.
159 are effective as of the beginning of an erdifirst fiscal year that begins after November2@)7. Early adoption is permitted
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as of the beginning of the previous fiscal yeawvpted that the entity makes that choice in the fi20 days of that fiscal year and also electpfuyathe provisions of SFAS No.
157,“Fair Value Measurements.At this time, TVA is evaluating the requirementstiof statement and has not yet determined thenpatémpact of its implementation, which
may or may not be material to TVA's results of gi&mns or financial position.

Offsetting Amounts On April 30, 2007, FASB issued FASB Staff Pagit{“FSP”) FIN No. 39-1{Amendment of FASB Interpretation No. 3%hich addresses certi
modifications to FASB Interpretation No. 3@ffsetting of Amounts Related to Certain ContrdtfEhis FSP replaces the terms “conditional contraatsf “exchange contracts”
with the term “derivative instruments” as definedSFAS No. 133;Accounting for Derivative Instruments and HedgiAgtivities.” The FSP also permits a reporting entity to
offset fair value amounts recognized for the righteclaim cash collateral (a receivable) or thigaltion to return cash collateral (a payable) agafair value amounts
recognized for derivative instruments executed Withsame counterparty under the same mastergettiangement. The guidance in the FSP is effeétivfiscal years
beginning after November 15, 2007, with early apgiion permitted. At this time, TVA is evaluatitite requirements of this guidance and has notefetrohined the potential
impact of its implementation, which may or may hetmaterial to TVA's financial position.

Employers Accounting for Defined Accounting for Defined Beitdéfension and Other Postretirement Pla@n September 30, 2007, TVA adopted SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pensiamd Other Postretirement Plans — an amendment &HB-8tatements No. 87, 88, 106, and 132(RJHis standard requires
employers to fully recognize the obligations asatem with single-employer defined benefit pensretiree healthcare and other postretirement platisair financial
statements. The standard requires an employeetmgnize in its statement of financial positionasset for a plan’s overfunded status or a lighfidir a plan’s underfunded
status; measure a plan’s assets and its obligatiatsletermine its funded status as of the etle&mployess fiscal year (with limited exceptions); and reciagrchanges in tt
funded status of a defined benefit postretireméant ; the year in which the changes occur.

Upon adoption of SFAS No. 158, TVA recorded a restddit liability equal to the underfunded statuseftain pension and other postretirement benkfitpat
September 30, 2007 in the amounts of $664 millicth $464 million, respectively. On September 3@72ahe unrecognized prior service costs and ugrgzed gains and
losses were recognized as components of accumutited comprehensive income which were then reifiedso and recorded as components of a regulaesgt related to
TVA's unfunded benefit plans. TVA did not haveyamrecognized transition obligation losses. Apt8eber 30, 2007, TVA's unfunded benefit plansutatpry
asset included unamortized prior service costsumaginortized net actuarial losses of approximat8B0O$million and $143 million, respectively, relatedpensions and other
postretirement benefits.

Rate-regulated entities may recognize regulatosgtasor liabilities as a result of timing differesdetween the recognition of costs, as recordddS$HAS No. 87
and SFAS No0.106, and costs recovered through teeeking process. As a result of the adoptionfAS No. 158, TVA increased the existing unfundeddfi¢
plans' regulatory asset by approximately $721 amillielated to the defined benefit pension and ptetment plans for amounts that would otherwisehmrged to accumulated
other comprehensive income under SFAS No. 158. Ne¢e 13.

2. Nuclear Power Program

At September 30, 2007, TVA's nuclear power progcamsisted of seven units — six operating (comméycigenerating electricity), and one in planningges which
will resume construction in 2008. The units ar¢hiree locations with investments in property, plamd equipment as follows and in the status ateid:

Nuclear Production Plants
As of September 30, 2007

Completed Plant, N¢ Construction in Progre: Fuel Investmen
Browns Ferry $ 4,00: $ 117 $ 24t
Sequoyalt 1,55¢ 32 132
Watts Bar* 5,40 9 45
Raw materials — — 18C
Total Nuclear Production $ 10,96: $ 15¢ $ 600
Note:

* Watts Bar Unit 2 is in planning stages and cargton on it will resume in 200t
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Browns Ferry Unit 1 was taken offline in 1985 fdaqt modifications and regulatory improvements.May 2002, the TVA Board initiated activities fdret return of
Browns Ferry Unit 1 to service to meet long-termvporequirements, and on August 1, 2007, BrownsyRénit 1 returned to commercial operation. Theltamount invested
in the restart project through the commercial openadate was $1.84 billion excluding AFUDC of $26@lion. The unit is initially providing generaty capacity of
approximately 1,150 megawatts and is expected aantto provide 1,280 megawatts of capacity.

On August 1, 2007, the TVA Board approved the catiph of Watts Bar Nuclear Plant Unit 2 (“Watts Bamit 2”), construction of which was halted in 19&5ior to
the approval, TVA conducted a detailed scopingpegting, and planning study to estimate the prégemst, schedule, and risks. Separately, TVA pregha report evaluating
potential environmental impacts as required byNa&onal Environmental Policy Act.

The TVA Board determined as of the end of 2001 thatvalues of some of its existing assets weraired and should be reduced. Certain nuclearsassegbrtions of
Bellefonte Unit 1 and Unit 2 and Watts Bar Unit2its entirety — were identified as assets for \utire estimated cash flows expected to be providenigh future rates were
less than recorded book values. Accordingly, T¥#alued certain nuclear assets — Watts Bar Umiti&sientirety and portions of Bellefonte Unit 1dddnit 2 —downward by
$2.2 billion and recognized an impairment loss.ribyi 2004, the TVA Board approved the reclassifarabf approximately $203 million of Bellefonte ass from Deferred
nuclear generating units to Completed plant. Iy 2005, the TVA Board approved the amortizatiorT®A’ s remaining investment in the deferred generatinits @t Bellefont:
over a 10-year period beginning in 2006. See Note Cost-Based RegulatianTVA began amortizing and recovering in ratesitivestment of the $3.9 billion in deferred
nuclear generating units at Bellefonte Nuclear PtenOctober 1, 2005. TVA's Board approved camzpthe unfinished Bellefonte construction projecNiovember 2005 and
the NRC approved TVA's request to terminate thestrittion permits in September 2006. See Note Beferred Nuclear Generating UnitsNone of these actions interfere in
any way with TVA'’s ability to use the site for fukiprojects.

In September 2005, NuStart Development LLC (“NuS}aelected Bellefonte as one of the two sitethacountry for a new advanced design nuclear pldotStart is
an industry consortium comprised of 10 utilitiesldwo reactor vendors whose purpose is to satisfilcdemonstrate the new NRC licensing processéw nuclear
plants. NuStart intends to seek a combined coctsdruand operating license for the site for the elvanced Passive 1000 reactor design by Westumgh&lectric Co. As the
license applicant, TVA submitted its combined lisempplication to the NRC in October 2007. If appd, the license to build and operate the plantivbe issued to
TVA. The TVA Board has not made a decision to ¢t a new plant at the Bellefonte site.

On May 4, 2006, the NRC approved TVA's applicationlicense extension at each of its three reactbBrowns Ferry Nuclear Plant. As a result of NRC's action,
each unit's license has been extended 20 yeaes N8 4. The depreciable lives of these unit®wieerefore extended in 2006. Current expiratmtes of the operating
licenses for the Browns Ferry units are as follows:

TVA Nuclear Unit Operating License Expiration Dates
As of September 30, 2007

Nuclear Unit Operating License Expiration De
Browns Ferry Unit 1 2033
Browns Ferry Unit 2 2034
Browns Ferry Unit & 2036
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3. Completed Plant
Completed plant consisted of the follogvat September 30:

TVA Completed Plant
As of September 30

2007 2006
Cost Accum_ula_tte( Net Cost Accum_ula_tte( Net
Depreciatior Depreciatior
Coa-Fired $11,09¢ $5,60¢ $5,487 $10,56° $5,24¢ $5,31¢
Combustion turbint 1,21% 55E 657 1,16¢ 50C 66¢
Nuclear 17,51« 6,551 10,96: 15,43 6,52( 8,917
Transmissior 4,68( 1,68z 2,99¢ 4,36( 1,607 2,75:
Hydroelectric 1,991 71¢ 1,273 1,87¢ 68% 1,19¢
Other electrical plant 1,31F 471 844 1,23¢ 42€ 807
Subtota 37,80¢ 15,58:¢ 22,22: 34,64¢ 14,987 19,65¢
Multipurpose dam 962 34t 617 962 33€ 62€
Other stewardship 44 9 35 44 8 36
Subtotal 1,00¢€ 354 652 1,00¢ 344 662
Total $38,81: $15,93° $22,87: $35,65: $15,33: $20,32:

4. Asset Retirement Obligations

Effective October 1, 2002, TVA adopted SFAS No. I4&counting for Asset Retirement Obligation€SFAS No. 143"), which requires the recognitionaofiability,
and capitalization of the associated asset retinticest as part of the carrying amount of the lbwed asset, for legal obligations associated whhretirement of long-lived
assets that result from the acquisition, constagtilevelopment, and/or normal operation of longdiassets. TVA identified and reviewed all reteviaformation to determine
its potential asset retirement obligations (“ARQsi)d three categories of AROs which represent gaations of TVA under the requirements settidn the standard were
identified. Costs associated with retirement aldoed (including ash/waste ponds) and gas/aihbastion turbine generating plants are being exgatas period costs while
costs associated with retirement of nuclear gemgralants are receiving SFAS No. 71 treatment dasethe partially funded status of the nucleaodemissioning
obligation. See Note 1 -Gost-Based Regulatian

When TVA adopted SFAS No. 143, the accounting megoént was to incur only the minimum legally reqdicosts related to plant shut-down and to consielain
assets as perpetually-lived. Accordingly, TVA aopa containment strategy through plant maintemaelated to asbestos and polychlorinated biphghyBBs”), and due to
uncertainty surrounding the timing of estimatechplelosures, did not record an ARO for the comptetaoval costs. FIN No. 47Accounting for Conditional Asset Retirement
Obligations” (“FIN 477), clarifies that even though the timing method of settlement of an obligation may be @muhl on a future event, the obligation to penficthe asset
retirement activity is unconditional. Accordingbn entity is required to recognize a liability foe fair value of a conditional asset retiremdsitgation when incurred if the
liability’s fair value can be reasonably estimated.

Asbestos and PCBsOn September 30, 2006, TVA began applying FIN 4¥ctvhesulted in the recognition of additional AR@&bilities for asbestos and PCB

abatement costs. The effect of the adoption of #1Nluring 2006 included a cumulative effect chaoggcome of $109 million, a recognition of a capending additional long-
term liability of $132 million, a recognition of ancrease in assets of $43 million, and relatediaxdated depreciation of $20 million.
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Conditional Asset Retirement Obligations for Asbesis and PCB Abatement Cost

Estimated Future

Liability
Pro-Forma (Undiscounted)
October 1, 2005 September 30, September 30, September 30, 2007
FIN 47 ARO Categor' Obligation 20060bligation 2007 Obligatior
Coa-Fired Plants $ 11 $ 11 $ 120 $  44¢
Office and Other Facilitie 2 2 2 42
Hydroelectric Plant 5 5 5 32
Transmission Facilitie ¢ ¢ ¢ 2
Total 3 12 _$ 13 $ 13 3 54

TVA has identified but not recognized conditiondR@s related to items that contain PCBs such asrefeagnets, voltage regulators, and small capacitdhese item
reside in numerous larger pieces of equipment tiivout TVA's integrated system and generally requeteéement action only upon failure or malfunctiofhe conditional
AROs related to these items are not currently edilmbecause TVA does not have a comprehensivationeof such items and does not have the histodiata available to
develop a reasonable estimate of when such itefh&ivior malfunction. If material, TVA will recgnize a conditional ARO associated with these itatrthe time the
information becomes available to develop a readeregiimate.

Coal-Fired Generating Plants The activities associated with cdakd plant retirement include plant shutdown, seayuthe physical property, closure of storage ar
waste areas (including ash/waste ponds), maintenaingtack lights, security patrols, and measweohtain asbestos and other hazardous matermasriglease into the
environment. The estimated costs of these a@#/ltiave been included in the calculation of TVAdalefired plant AROs. Certain ash ponds and wastas have estimated
useful lives that are independent of the liveshefdoal plants themselves. Accordingly, theseifipesh/waste pond areas were quantified as sepAROs based on their
specific estimated useful lives.

Gas/Oil Turbine Generating PlantsThe activities associated with gas and oil tuetplant retirement include annual operating cfastsite security, lighting,
powerhouse and grounds maintenance, containmershefstos, paint, and other materials, and grourdwatnitoring. The estimated costs of these ditszhave been
identified and are included in the calculation &A's combustion turbine plant AROs.

For each ARO previously identified, TVA calculatidn net present value of the obligation as ofcimeent period, the original and incremental cdghe long-lived
asset at the time of initial operation, the cunmu&éffect of depreciation on the adjusted assséband accretion of the liability from the datérofial operation to the current
period.

Nuclear Generating Plants Prior to implementing SFAS No. 143, TVA had rgoized a decommissioning liability related to itelear generating plants in
accordance with NRC funding requirements. The &dppf SFAS No. 143 resulted in a change in théhogology of quantifying this nuclear decommissianobligation in
accordance with the new accounting standard. T®#ihcreased the nuclear decommissioning lialilitghe balance sheet to reflect the new methoddbogyas retained its
regulatory accounting treatment of capturing aliraes in the liability, investment funds, and dertiher deferred charges, which includes deprieciaif the ARO asset base,
as changes in the regulatory asset instead ofdempthese items on the income statement becanseew of these net costs is probable in futuremneres.

In March 2007 and 2006, TVA made revisions to ttant and timing of certain cash flow estimateated to its nuclear AROs. The revisions in costewmased on
new engineering analyses of certain componentseo€ost performed annually in accordance with mregouents of the NRC. Accordingly, TVA made adjustisen the
recorded amounts to properly reflect such revisddrres based on the latest cost estimates. i #®effect of the changes in estimates prodaceidcrease in obligations
greater than the amounts originally recorded. ddjastments resulted in an increase in the regylasset of $82 million with a corresponding ina®in the ARO liability. In
2006, the effect of the changes in estimates prediobligations that were less than the amountsnadig recorded on an accreted basis. The adjustsiresulted in an aggreg
decrease of $89 million in the ARO, a $29 milli@duction in the asset base, a $12 million redudtiaccumulated depreciation, and a decrease ofriifian in the originally
recorded regulatory asset which TVA recorded iroetance with SFAS No. 71. Therefore, the resuthefchange described did not impact net income.
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In May 2006, the NRC granted a 20-year licenseresita for the operation of each of the three uait§VA’'s Browns Ferry Nuclear Plant. The licensg¢emsion
changes the timing of certain cash flow estimat#zed by TVA in the determination of the Brownsrfy ARO. Accordingly, TVA made adjustments to Bi®wns Ferry ARC
and related accounts to reflect the revised cdshates. TVA previously calculated the Browns lekRO utilizing two equally weighted sets of estieh cash flows: one set
based on a 40-year license life and a second setllan a 60-year license life. The cash flow estiss represented by the 40-year life are no loagplicable. The adjustments
made are cumulative for the year and include redostin the nuclear ARO of $153 million, a reduatia the incremental asset base of $31 milliorgdaiction in the asset's
accumulated depreciation of $44 million, and a otidm in the regulatory asset of $166 million. Tkeeult of the changes described does not impadhoeme for any of the
periods presented.

Reconciliation of ARO Liability. In accordance with the provisions of SFAS No. T4 recognizes the fair value of legal obligaticassociated with the retirement of
certain tangible long-lived assets. The fair vadtithe liability is added to the book value of #sociated asset. The liability increases dilke@assage of time (accretion
expense), based on the time value of money, Ur@ibbligations settle. Subsequent to the inigabgnition, the future liability is adjusted foryaperiodic revisions to the
expected cost of the retirement obligation (changestimates to future cash flows) and for acoretf the liability due to the passage of time.ribg 2006, TVA's total ARO
increased $128 million, net of all cumulative adijosnts, due to combined accretion expense of $llidmand a recognition of a conditional ARO of &L million and $138
million due to the application of FIN 47 and SFA&31respectively, partially offset by the $242 oifl in revisions to the nuclear ARO. The nuclezration expense of $87
million was deferred and charged to a regulatosgfis accordance with SFAS No. 71. The remaiaitigetion expense of $13 million, related to caef and gas/oil
combustion turbine plants, was expensed in 2006rinQ year 2007, TVA's total ARO liability increas&204 million. The increase was comprised of §8llion in new AROs
plus $113 million in ARO expense (accretion of llability). The increase in the nuclear ARO is qused of a second quarter increase of $82 miltiased on a revision to the
2007 cost study, which accounted for biennial clearig burial rates, a third quarter increase offfilion due to the replacement of steam generabiatts Bar Nuclear Plant,
and a fourth quarter increase of $1 million duéh®replacement of steam generators at Watts BalelluPlant. The nuclear accretion expense offfiilon was deferred and
charged to a regulatory asset in accordance wikS3Fo. 71. The remaining accretion expense ofi@2Bon, related to non-nuclear assets, was expeirs2007.

Reconciliation of Asset Retirement Obligation Liabiity
As of September 30

2007 2006

Balance at beginning of peric $1,98¢ $1,857
Changes in nuclear estimates to future cashst 90 (242)
Non-nuclear additional obligations 1 27C
91 28

Add: ARO (accretion) expen:
Nuclear accretion (recorded as a regulatoryth 85 87
Non-nuclear accretion (charged to expense) 28 13
112 10C
Balance at end of period $2,18¢ $1,98¢

Asset Retirement Trustin September, 2007, the TVA Board approved thabdishment of an asset retirement trust (“ART"ore effectively segregate, manage, and
invest funds to help meet future asset retirembligations. The purpose of the trust is to holddsifor the contemplated retirement of TVA's longelil assets and to comply
with any order relating to the retirement of lomgetl assets. TVA made a $40 million initial contrilon to the trust on September 28, 2007. Whilelainn concept, the ART is
separate from TVA's nuclear decommissioning trustf TVA is not legally obligated to establish oaimtain a trust for non-nuclear related obligatians obligated to make
any future contributions, regardless of fundedustaFuture contributions may be made at the diseretf the TVA Board.
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5. Regulatory Assets and Liabilities

Regulatory assets capitalized under the provistéi&-AS No. 71 are included in Deferred nuclearegating units and Other regulatory assets on tipteBoer 30,
2007 and 2006, Balance Sheets. Components of @felatory assets include certain charges relatéte closure and removal from service of nuctgarerating units, debt
reacquisition costs, deferred outage costs, uzethlosses related to power purchase contracsirddfcapital lease asset costs, deferred losisgimgeto TVA's financial
trading program, adjustment to accrue the minimemsjon liability, fuel cost adjustments, and unfeddenefit costs. All regulatory assets are prigbabrecovery in future
revenues. Components of Regulatory liabilitiesude unrealized gains on coal purchase contractsexve for future generation, and capital leegslities. See Note 1 —
Cost-Based Regulaticand Note 2.

The year-end balances of TVA'’s regulatory assettliabilities are as follows:

TVA Regulatory Assets and Liabilities
As of September 30

2007 2006
Regulatory Assets:
Unfunded benefit cos $97: $ -
Minimum pension liability - 914
Nuclear decommissioning co: 41¢ 474
Debt reacquisition cos 21C 232
Deferred losses relating to TV s financial trading prograi 8 6
Deferred outage cos 96 85
Deferred capital lease asset ct 66 76
Unrealized losses on power purchase cont - 22
Fuel cost adjustment 197 —
Subtotal 1,96¢ 1,80¢
Deferred nuclear generating units 3,13( 3,527
Total $5,09¢ $ 5,33(
Regulatory Liabilities:
Unrealized gain on coal purchase contr $ 1€ $ 487
Capital lease liability 6 8t
Subtotal 8! 57!
Reserve for future generation 7¢ —
Total $ 157 $57¢

Unfunded Benefit CostsUnfunded benefit costs are changes in the anuwfugither the pension projected benefit obligatiopension plan assets resulting from
experience different from that previously assumewvell as from changes in assumptions. In accaelaith SFAS No. 158, Employers' Accounting for Defined Benefit
Pension and Other Postretirement Pl—an amendment of FASB Statements No. 87, 88, 466,32(R),"such amounts are typically recognized as comporemiscumulate(
other comprehensive income; however, TVA recognaksuch unfunded benefit costs, to the extenptiogected benefit obligation exceeds plan assstsegulatory assets in
accordance with the specific requirements of thé Bbard. Before September 30, 2007, TVA recognizech unfunded actuarial losses as regulatorysasagy to the extent
the accumulated benefit obligation exceeded perglenmassets less prior service cost, as requiyedHAS No. 87 and the recognition of the additianalimum liability
(“AML") or minimum pension liability. Seéinimum Pension Liabilitypelow.

Minimum Pension Liability. TVA's accumulated pension benefit obligation att®egber 30, 2007, prior to TVA'’s adoption of SFAS.N&8, and at September 30,
2006, exceeded plan assets. As a result, TVA aained to recognize an additional minimum penélility as prescribed by SFAS No. 87Efployers’ Accounting for
Pensions” TVA records as regulatory assets the portiomefunfunded benefit obligation represented by aictulasses as determined by the plan’s actuaghlation process
at the end of the current year. Such recognitfcerctuarial losses as regulatory assets is madeaardance with the directives of the TVA Boardhe$e future pension costs \
be funded through a combination of the pensiondtraent funds already set aside by TVA, future esymion those pension investment funds, and, ifmecended by the
Tennessee Valley Authority Retirement System (“T\@&RBoard of Directors (“TVARS Board”) under theles and regulations of TVARS and approved by TAufe TVA
cash contributions to the pension plan which wéllrbcovered in TVA's rates when incurred.
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Nuclear Decommissioning CostdNuclear decommissioning costs include certain detecharges related to the future closure and detgssioning of TVA's nuclear
generating units under NRC requirements and lighiécognition under the accounting rules for assgtement obligations. These future costs wdlifbnded through a
combination of investment funds already set asid&@WA, future earnings on those investment funasl & necessary, additional TVA cash contributitmshe investment
funds. See Note 1 4avestment Fundand Note 4.

Debt Reacquisition CostsReacquisition expenses, call premiums, and otiated costs, such as unamortized debt issus assbciated with redeemed Bond issues,
are deferred under provisions of the FERC’s Unif@ystem of Accounts Prescribed for Public Utiliteexl Licensees Subject to the Provisions of thefdower Act
(“Uniform System of Accounts”). These costs aréeded and amortized (accreted) on a straightiass over the weighted average life of TVA’s dedttfolio. (Even though
TVA is not a public utility subject generally to RE jurisdiction, the TVA Act requires TVA to keep@unts in accordance with the requirements estadydi by FERC.)

Deferred Losses Relating to TVA's Financial TradRrggram.Deferred losses relating to TVA's financial tradipgogram represent unrealized gains and losses on
futures and options at September 30, 2007. Thgranois used to reduce TVA’s economic risk exposissociated with electricity generation, purchaaed,sales. Due to the
implementation of a fuel cost adjustment (“FCA”)e¢hanism as of October 1, 2006, TVA changed its aating for these unrealized gains and losses &epfember 30, 2006,
to defer the unrealized gains until the contraettles Prior to this time, gains and losses wepmorted on the income statement as an offset thpaed power. Unrealized los
as of September 30, 2006, were approximately $komil The new accounting treatment reflects TVAkSlity and intent to recover the cost of these omrdity contracts in
future periods through the FCA.

Deferred Outage CostsTVA's investment in the fuel used in its nucleauits is being amortized and accounted for am@poment of fuel expense. See Note
2. Nuclear refueling outage and maintenance @sady incurred are deferred and amortized oneégbt-line basis over the estimated period uhgl hext refueling
outage. The amounts of deferred outage costs0f@r,2006, and 2005 were $96 million, $85 milliand $103 million, respectively.

Deferred Capital Lease Asset CostBeferred capital lease asset costs represediffeeence between FERC'’s Uniform System of Acasunodel balances recovered
in rates and the SFAS No. 13\ccounting for Leases,tnodel balances. Under the Uniform System of Ac¢suRVA recognized the initial capital lease assd liability at
inception of the lease in accordance with SFAS N8y.however, the annual expense under the Uniforate® of Accounts is equal to the annual lease paysnwhich differs
from SFAS No. 13 accounting treatment. This pcactesults in TVA's capital lease asset balancewgtigher than they otherwise would have been utideSFAS No. 13
model, with the difference representing a reguijatmset related to each capital lease. These axstseing amortized over the respective leasestasiiease payments are mi

Unrealized Losses on Power Purchase Contradtirealized losses on a power purchase contepcesent the estimated unrealized loss relatdtetontirk-to-market
valuation of the contract. Under the accountingswdontained in SFAS No. 133ccounting for Derivative Instruments and HedgiAgtivities,” as amended, this contract
qualifies as a derivative contract but does notifyufor cash flow hedge accounting treatment. aAesult, TVA recognizes the changes in the marite of this derivative
contract as a regulatory asset. This treatmelgatsfTVA's ability and intent to recover the co$this commodity contract on a settlement basisdtemaking purposes. TVA
has historically recognized the actual cost of pased power received under this contract in puethpswer expense at the time of settlement. Thaact expired in
2007. See Note 9.

Fuel Cost Adjustment.On July 28, 2006, the TVA Board approved the RGAe applied quarterly as a mechanism to adjust'3 vates to reflect changing fuel and
purchased power costs beginning in 2007. As ofedaliper 30, 2007, TVA had recognized a regulatosgtsf $197 million representing deferred poweit£ts be recovered
through the FCA adjustments in future periods.

Deferred Nuclear Generating Unitdn July 2005, the TVA Board approved the amotiorg and inclusion into rates, of TVA’s $3.9 hilli investment in the deferred
nuclear generating units at Bellefonte Nuclear Péaer a 10-year period beginning in 2006. The TB@ard determined that a J@ar recovery period would not place an ur
burden on ratepayers while still ensuring the pbilin of cost recovery during that 10-year perio8lee Note 2.

Regulatory liabilities accounted for under the ps@mns of SFAS No. 71 consist of mark-to-marketsdion gains on coal purchase contracts, cap#skelg, and reserve
for future generation.
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Unrealized Gains on Coal Purchase Contratisrealized gains on coal purchase contracts repréise estimated unrealized gains related to thé-teamarket
valuation of coal purchase contracts. Under theatting rules contained in SFAS No. 133, as amenthede contracts qualify as derivative contraatsdio not qualify for cash
flow hedge accounting treatment. As a result, T'éfognizes the changes in the market value of ttheseative contracts as a regulatory liabilityhig treatment reflects TVA’
ability and intent to recover the cost of these omdity contracts on a settlement basis for ratemmagurposes. TVA has historically recognized ttimal cost of fuel received
under these contracts in fuel expense at the timéuel is used to generate electricity. Thesedraots expire at various times through 2017. Sek 9.

Capital Lease Liability As a result of a capital lease payment streapir@g larger cash payments during the latter yedithe lease term than during the early years
of the lease term, TVA levelized the annual leageease recognition related to this lease in ord@romote the fair and equitable cost recovery fratepayers. These leveliz
costs are being amortized over the lease term.

Reserve for Future Generatioburing 2007, TVA collected $76 million in ratesémtded to fund future generation based on the rareatiflitional generating capacity
that would be required to meet future power demiant$ service area. Because these amounts weneded to fund future costs, they were originaijedred as a regulatory
liability. Once generating capacity is acquiredida in the reserve account are to be reclassifed & regulatory liability to completed plant. Ir€ember 2006, TVA purchased
two combustion turbine facilities for a combinedghase price of $98 million. One facility is a 76@&gawatt winter net dependable capacity, dualdagibustion turbine
facility and includes certain related transmisdacilities. The second facility is a 540-megawaithter net dependable capacity, natural gas-firedgstion turbine facility. The
540-megawatt winter net dependable capacity fgallds available for commercial operation in Jan2097, and the 756-megawatt winter net dependaigadity facility was
available for commercial operation in May 2007. iDgr2007, depreciation related to the 540-megawigiter net dependable capacity facility was $0.Wiom and depreciation
related to the 756-megawatt winter net dependapedty facility was $1.0 million. TVA also recoged revenue of $1.7 million during 2007 consisteitlh the manner in
which the related asset is being depreciated. bEfence of the reserve for future generation isi$ifon at September 30, 2007. See Note Reserve for Future Generation.

6. Asset Impairment

During 2007 and 2006, TVA recognized a total of $&flion and $9 million respectively, in impairmeloisses related to its Property, plant, and equigm&he $26
million Loss on asset impairment in 2007 includegil& million write-off of a scrubber project at TV8AColbert Fossil Plant (“Colbert”) and write-dowat$9 million related to
other Construction in progress assets. The $3amilloss on asset impairment in 2006 included waifeof $7 million on certain Construction in prags assets related to new
pollution-control and other technologies that hatilbeen proven effective and a re-valuation of ofitejects due to funding limitations. TVA alsovadued one of two buildings
in its Knoxville Office Complex because of its p&ato sell or lease the East Tower of the CompRBased on evaluation of independent appraisals where deemed to be
market value, a $2 million write-down was recogdipa the building.

7. Variable Interest Entity

In February 1997, TVA entered into a power purctegreement with Choctaw Generation, Inc. (subsetyuassigned to Choctaw Generation Limited Partme)so
purchase all the power generated from its facitiated in Choctaw County, Mississippi. The fagihad a committed capacity of 440 megawatts aadetm of the agreement
was 30 years. Under the accounting guidance peoMy FASB Interpretation No. 48Consolidation of Variable Interest Entitiesds amended by FASB Interpretation No.
46R (as amended, “FIN 46R”), TVA may be deemededhe primary beneficiary under the contract; hasveVVA does not have access to the financial dxof Choctaw
Generation Limited Partnership. As a result, TVAswnable to determine whether FIN 46R would reqliYA to consolidate Choctaw Generation LimitedtRarship’s
balance sheet, results of operations, and casls flomthe year ended September 30, 2007. Powehpses for 2007 under the agreement totaled $1B2miTVA has no
additional financial commitments beyond the powarchase agreement with respect to the facility.
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8. Proprietary Capital

Appropriation Investment

TVA'’s power program and stewardship program wergiioally funded primarily by appropriations from @gress. In 1959, however, Congress passed lggistaat
required TVA'’s power program to be self-financimgrh power revenues and proceeds from power pro§iremcings. While TVA’s power program did not ditigcreceive
appropriated funds after it became self-financiigA continued to receive appropriations for certainltipurpose and other mission-related activitissvell as for its
stewardship activities. TVA has not received angrapriations from Congress for any activities sit®®9, and since that time, TVA has funded stewapdsrogram activities

primarily with power revenues in accordance wittatutory directive from Congress.

In 1959, Congress also passed legislation thainedjT’VA, beginning in 1961, to make annual paymsedaotthe U.S. Treasury from net power proceedsrapayment
of and as a return on the Power Facility Appromiatnvestment until an additional $1 billion ofti?ower Facility Appropriation Investment has besaid. Of this $1 billion
amount, $130 million remained unpaid at SeptemBe2807. Once the additional $1 billion of the Rowacility Appropriation Investment has been rdptie TVA Act
requires TVA to continue making payments to the.Ji®asury as a return on the remaining Power iBagippropriation Investment. The remaining Poweacility
Appropriation Investment will be $258 million if TA/receives no additional appropriations from Cosgréor its power program.

The table below summarizes TVA's activities relatedppropriated funds.

Appropriations Activity
As of September 30
Power Facility Stewardship Total
Appropriation Program Appropriation
Investmen Appropriations Investmen
Appropriation Investment at September 30, 2 $ 42¢ $ 4,35! $ 4,78
Less repayments to the U.S. Treasury (20 — 20)
Appropriation Investment at September 30, 2 40¢ 4,35t 4,76:
Less repayments to the U.S. Treasury (20 — (20
Appropriation Investment at September 30, 2007
$ 38¢ $ 4,35! $ 4,74

Payments to the U.S. Treasury

TVA paid $20 million each year for 2007, 2006, &0D5 as a repayment of the Power Facility Apprdjanalnvestment. In addition, TVA paid the U.Se@isury $20
million in 2007, $18 million in 2006, and $16 midlh in 2005 as a return on the Power Facility Appiedjon Investment. The amount of the return anRlower Facility
Appropriation Investment is based on the Powerlfadippropriation Investment balance as of theibamg of that year and the computed average isteete payable by the
U.S. Treasury on its total marketable public olliyas as of the same date. The interest ratesbpmippg TVA on the Power Facility Appropriation Irstenent were 4.87 percent,

4.24 percent, and 3.71 percent for 2007, 2006 2808, respectively.

Accumulated Other Comprehensive Income

SFAS No. 1307Reporting Comprehensive Incomeagquires the disclosure of comprehensive incomessrto reflect changes in capital that result ftommsactions
and economic events from nonowner sources. Thesitacluded in Accumulated other comprehensiverme@oss) consist of market valuation adjustmentsértain
derivative instruments (see Note 9). The Accunedaither comprehensive income (loss) as of Septe&th007, 2006, and 2005, was $(19) million, $#ion, and $27

million, respectively.
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Total Other Comprehensive Income (Loss) Activity
As of September 30

Accumulated other comprehensive loss, October 04 $ (52
Changes in fair value:
Inflation swar 4
Foreign currency swaps IE
Accumulated other comprehensive income, Septenhe2®5 27

Changes in fair valug

Inflation swaf (12)
Foreign currency swaps 21
Accumulated other comprehensive income, Septenthe2(®6 43

Changes in fair valu¢

Inflation swar 9

Foreign currency swaps (77
Accumulated other comprehensive loss, Septembe2(BLY, $ (19
Notes:

(1) Foreign currency swap changes are shown nettdssifications from Other comprehensive incémearnings.
(2) See Note 13.

TVA records exchange rate gains and losses onid@atrnings and marks its currency swap assetat&enhthrough other comprehensive income. TVA then
reclassifies an amount out of other comprehensigeme into earnings offsetting the earnings gass/foom recording the exchange gain/loss on thé defle amounts
reclassified from other comprehensive income resltt an increase to earnings of $104 million i020an increase to earnings of $143 million in 2G06&! a charge to earnings
of $61 million in 2005. These reclassificationsyupled with the recording of the exchange gain/twsshe debt, resulted in a net effect on earnafig=ro for 2007, 2006, and
2005. Due to the number of variables affectingfthere gains/losses on these instruments, TV/Aable to reasonably estimate the amount to bessifiled from other
comprehensive income to earnings in future years.

9. Risk Management Activities and Derivative Transations
TVA is exposed to various market risks. Thesekmtarisks include risks related to commodity prigasestment prices, interest rates, currency exgbaates,
inflation, and credit risk. To help manage cerfithese risks, TVA has entered into various deie transactions, principally commodity optiomtracts, forward contracts,
swaps, swaptions, futures, and options on futuFeslowing is a general overview of the accountireatment for these derivative transactions as ageH more detailed
discussion of certain of these derivative transasti It is TVA'’s policy to enter into derivativeansactions solely for hedging purposes and natgeculative purposes.
Overview of Accounting Treatment
Prior to October 1, 2000, TVA accounted for hedgaagjvities using the deferral method, and gairtslasses were recognized in the financial statesswhen the

related hedged transaction occurred. During 20¥A adopted SFAS No. 133, which was subsequentlgratad by SFAS No. 138 Accounting for Certain Derivative
Instruments and Certain Hedging Activit,” and SFAS No. 149, Amendment of Statement 133 on Derivative Instrusreamd Hedging Activities.”
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The following tables summarize the acttimg treatment that certain of TVA's financial detive transactions receive.

Summary of Derivative Instruments That Receive Hedg Accounting Treatment

As of September 30, 2007

Purpose of Hedge
Transaction

Derivative Hedging

Instrument Hedged Item

Type of Hedge

Accounting for Derivative Hedging

Instrument Accounting for the Hedged Item

Anticipated payment To protect against change

denominated ina  in cash flows caused by

foreign currency changes in foreign-currenc
exchange rates

Currency Swaps

Cash Flow

Cumulative unrealized gains and No adjustment is made to the be
losses are recorded in Other of the hedged item.
comprehensive income and

reclassified to earnings to the exte

they are offset by cumulative gains

and losses on the hedged transact

Summary of Derivative Instruments That Do Not Receie Hedge Accounting Treatment

As of September 30, 2007

Derivative Type

Purpose of Derivative

Accounting for Derivative Instrument

Coal Contracts with Volume Options
item to be purchased

Interest Rate Swap

Swaptions
embedded call

Futures and Options on Futures
to be purchased

To protect against decreases in value of the
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To protect against fluctuations in market pricesh@Gains and losses are recorded as regulatory asdébilities until

settlement at which time they are recognized it énel purchased
power expense.

To fix short-term debt variable rate to a fixederat Gains and losses are recorded in earnings as ire@aglains/losses on

derivative contracts.

Gains and losses are recorded in earnings as ire@glains/losses on
derivative contracts.

To protect against fluctuations in the price of iteenRealized gains and losses are recorded in earasparchased power

expense; unrealized gains and losses are recosdedegulatory
asset/liability.
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TVA has recorded the following amounts for its #@ative financial instruments:

Mark-to-Market Values of TVA Derivatives
As of September 30

2 007 2007 Balance Sheet 2006 Year of
Balance Presentatiol Balance 2006 Balance Sheet Presenta 2007 Notional Amoun Expiration
Inflation swap - - $22 Other lon¢-term asset - 2007
Interest rate swa (11%) Other liabilities (131) Other liabilities $476 million 2044
Currency swaps
Sterling 63 Other lon¢-term asset 47 Other lon¢-term asset £200 million 2021
Sterling 14¢ Other lon-term asset 133 Other lon-term asset £250 million 2032
Sterling 69 Other lon¢-term asset 66 Other lon¢-term asset £150 million 2043
Swaptions
$1 billion notiona (269) Other liabilities (296) Other liabilities $1 billion 2042
$28 million notiona ®3) Other liabilities 3 Other liabilities $28 million 2022
$14 million notiona 1) Other liabilities 2) Other liabilities $14 million 2022
Coal contracts with volume optiol 16 Other lon-term asset 487 Other lon-term asset 115 million tons 2017
Purchase power option contra - - (22 Other liabilities - 2007
Futures and options on future
Margin Cash Account 18 Inventories and othe 6 Inventories and othe 23,800,000 mmBt 2009
Unrealized losse 8 Other regulatory asse 6 Other regulatory asse - -

Note
* In accordance with certain credit terms, TVA useklaging to trade financial instruments undefithencial trading program. Therefore, the margisttaccount balance does not represent 100 perfctat net
market value of the derivative positions outstagdis shown in the Financial Trading Program Adfitétble.

Commodity Contracts

TVA enters into forward contracts that hedge césiv £xposures to market fluctuations in the prind delivery of certain commodities including cazdfural gas, and
electricity. TVA expects to take or make deliveag,appropriate, under these forward contractxosdingly, these contracts qualify for normal puasés and normal sales
accounting under SFAS No. 133, as amended.

Swaps

To hedge certain market risks to which TVA is sehj@VA has entered into four currency swaps tloeehich were still outstanding at September 3@72&nd one
inflation swap which expired in 2007. Followingagliscussion of each of these swaps as well &cassion of the hedge accounting treatment trestetiswaps receive.

Currency Swaps.During 1996, TVA entered into a currency swap cacttas a hedge for a foreign currency denominatediBransaction. TVA issued DM1.5 billion
Bonds and entered into a currency swap to hedge&ufitions in the DM-U.S. dollar exchange rate. ®herall effective cost to TVA of these Bonds ahd &ssociated swap was
7.13 percent. In 2006, the Bonds matured andetated swap agreement expired.

In addition, TVA entered into currency swap contsaduring 2003, 2001, and 1999 as hedges formsgedenominated Bond transactions in which TVA iskfi@50
million, £250 million, and £200 million of Bondsgspectively. The overall effective cost to TVAtbése Bonds and the associated swaps was 4.96pé &9 percent, and
5.81 percent, respectively. Any gains or lossetherBonds due to the foreign currency transactimaffset by losses or gains on the swap costrakt September 30, 2007
and 2006, the currency transactions had resultedtiexchange losses of $299 million and of $198anj respectively, which are included in Loterm debt, net. However, t
net exchange losses were offset by correspondiimg ga the swap contracts, which are reporteddeferred asset.

In accordance with SFAS No. 133, as amended, theggio currency swap contracts represent cash fledgés of certain Bond transactions and any markéetket

gains or losses have been recognized in Accumutgtert comprehensive income (loss). If any losin{gaere to be incurred as a result of the eamgnbeation of the foreign
currency swap contract, any resulting charge (ireowould be amortized over the remaining life & #ssociated Bond as a component of interest egpens
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Inflation Swap. In 1997, TVA issued $300 million of inflation-inded accreting principal Bonds. The 10-year Bondsdéixed coupon rate that was paid on the
inflation-adjusted principal amount. TVA hedgesliitflation exposure under the securities througbcaive-floating, pay-fixed inflation swap agreemeThe overall effective
cost to TVA of these Bonds and the associated sveep6.64 percent. On September 21, 2004, TVA veded payment of $55 million from the swap couragerprepresenting
the present value of the accretion as of that débe present value of the accretion is recordeallasg-term receivable on the September 30, 2Bagnce Sheets. At the
termination of the swap in 2007, TVA received tldeliional $23 million in accretion from the swapuoerparty.

In accordance with SFAS No. 133, as amendedintflation swap contract represented a cash fledge of a Bond transaction, with mark-to-markéhgar losses
recognized in accumulated other comprehensive iecdoss). The inflation swap contract expired dgr2007.

Swaptions and Related Interest Rate Swap

TVA has entered into four swaption transactionstinetize the value of call provisions on certait®Bond issues. A swaption essentially grarttgra party the righ
to enter into a swap agreement with TVA under whittA receives a floating rate of interest and pthyesthird party a fixed rate of interest equalite interest rate on the bond
issue whose call provision TVA monetized.

« In 2003, TVA monetized the call provisions on al$lion Bond issue by entering into a swaption agnent with a third party in exchange for $175 moiili(the
“2003A Swaptio”).

* In 2003, TVA also monetized the call provisions @Bond issue of $476 million by entering into a pti@n agreement with a third party in exchange $i8i
million (the“2003B Swaptio”).

* In 2005, TVA monetized the call provisions on twieatronotes® issues ($42 million total par value) by enteringpiswaption agreements with a third part
exchange for $5 million (th“2005 Swaptior”).

In February 2004, the counterparty to the 2003B8iwa transaction exercised its option to entes mswap with TVA, effective April 10, 2004, reguaig TVA to
make fixed rate payments to the counterparty of%@rcent and the counterparty to make floatingrEants to TVA based on London Interbank OfferedeRathese payments
are based on a notional principal amount of $476anj and the parties began making these paynmantiine 15, 2004.

The 2003A Swaption was recorded in Other liab#iti the September 30, 2007 and 2006, BalancesShiee s designated as a hedge of future chandkes fair
value of the original call provision. Under SFA®.NL33, as amended, TVA records the changes inahagtue of both the swaption and the embedded d&lése values
historically have been highly correlated; howeverthe extent that the values do not perfectlyeiffany differences will be recognized currentigotigh earnings. In the third
quarter of 2006, the hedge related to the 2003ApBara ceased to be effective and continued to b#eéntive during the fourth quarter of 2007 fromatounting
perspective. As a result, TVA has not receivedgeesccounting treatment on the 2003A Swaption dimeesecond quarter of 2006.

Changes in the market value of the 2003A Swaptiehthe embedded call resulted in an unrealizedasingain of $24 million for the fiscal year endegpp®mber 30,
2007, in an unrealized noncash loss of $43 millmrthe year-ended September 30, 2006, and an lizeeéaoncash gain of $27 million for the year-esh@&eptember 30, 2005.

The 2005 Swaptions and the swap entered into porsoahe 2003B Swaption are also recorded in Otabilities on the September 30, 2007 and 2006aBze Sheet:
and the changes in market value are recognize@mtlyrin earnings. These changes amounted to affiién noncash gain for the year ended Septer8beR007, and a $28
million noncash gain for the year ended SeptemBeRB06. TVA did not elect hedge accounting treattrfor the 2005 Swaptions.

Futures and Options on Futures

In 2005, the TVA Board approved a financial tradprggram under which TVA can purchase swaps, opt@mnswaps, futures, and options on futures todddA's
exposure to natural gas and fuel oil prices. Igdsi 2007, the TVA Board expanded the financialitrg program, among other things, (1) to permigfigial trading for the
purpose of hedging or otherwise limiting the ecoirisks associated with the price of electricigal, emission allowances, nuclear fuel, and atbermodities such as
ammonia and limestone, as well as the price ofrabgas and fuel oil, (2) to authorize the useubfifes, swaps, options, and combinations of thesteuments as long as these
instruments are standard in the industry, (3) thanze the use of the Intercontinental Exchangeelsas the New York Mercantile
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Exchange to trade financial instruments, and (4)i¢oease the aggregate transaction limit to $1Bitom (based on onelay Value at Risk). Under the expanded program, T&
still prohibited from trading financial instrumerfts speculative purposes.

At September 30, 2007, TVA had derivative positionsstanding under the program equivalent to aB@8it1 contracts, made up of 1,623 futures contrdé8 swap
futures contracts, and 560 options contracts witagproximate net market value of $136 million.r #e year ended September 30, 2007, TVA recognizalized losses of $-
million, which were recorded as an increase to lpased power expense. Unrealized losses at thefehd year were $8 million, which TVA deferredasegulatory asset in
accordance with the FCA rate mechanism. TVA wolhtinue to defer all financial trading program walieed gains or losses and record only realizedsyai losses as
purchased power costs at the time the derivatistuments are settled.

At September 30, 2006, TVA had derivative positionsstanding under the program equivalent to ath¢ii8 contracts, made up of 429 futures contrauds/29 swap
futures contracts, with an approximate net markéie of $40 million. For the year ended Septen30e2006, TVA recognized realized losses of $23ioni] which were
recorded as an increase to purchased power expémsealized losses at the end of the year wenaiiion, which TVA deferred as a regulatory asseaiccordance with the
FCA rate mechanism.

Financial Trading Program Activity
As of September 30

2007 2006
Notional Amount Contract Value Notional Amount Contract Value
(in mmBtu) (in millions) (in mmBtu) (in millions)

Futures contracts
Financial positions, beginning of period, | 4,290,001 $ 3¢ 880,00( $ ¢
Purchase 52,780,00! 402 18,160,001 14€
Settled (40,840,00) (273 (14,750,001 (97)
Realized (losses = (34) = 23)
Net position-long 16,230,00! 131 4,290,001 35
Swap futures
Financial positions, beginning of period, | 1,822,501 11 - -
Fixed portion 17,007,50 12C 1,977,501 12
Floating portior- realized (16,860,00) (108) (155,000 (1)
Realized (losses - 11) - -
Net position-long 1,970,001 12 1,822,501 11
Option contracts
Financial positions, beginning of period, | - - 240,00( -
Calls purchase 2,900,001 2 - -
Puts solc 2,900,001 1) - -
Positions closed or expire (200,000 — (240,000 —
Net position-long 5,600,001 1 - -
Holding (losses)/gain:
Unrealized (loss) gain at beginning of period, - (6) - 1
Unrealized (losses) for the period — 12) — 7)
Unrealized (losses) at end of period, net — 18) — 6)
Financial positions at end of period, ne 23,800,00 $13¢€ 6,112,501 $ 4C

Concentration of Credit Risk Seven customers, which represented an aggrefjagpercent of TVA’s total power sales in 2001 2006, purchased power from TVA
under contracts that require either five or 10 geaotice to terminate. Outstanding accounts ked#e for these customers at September 30, 2008, $&93 million, or 41
percent of total outstanding accounts receivalid,a September 30, 2006, were $561 million, opdiZent of total outstanding accounts receivable.
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10. Debt
General

The TVA Act authorizes TVA to issue Bonds in an ambnot to exceed $30 billion at any time. At Sepber 30, 2007, TVA had only two types of Bondsstariding:
power bonds and discount notes. Power bonds hawarities of between one and 50 years, and disaoetes have maturities of less than one year. Pbads and discount
notes are both issued pursuant to section 15de0f WA Act and pursuant to the Basic Tennessee Y#lghority Power Bond Resolution adopted by theATBoard on Octobe
6, 1960, as amended on September 28, 1976, Oct@b&e89, and March 25, 1992 (the “Basic Resolu}iom VA Bonds are not obligations of the Unitecafs, and the United
States does not guarantee the payments of prinmipaterest on Bonds.

Power bonds and discount notes rank on parity ané first priority of payment out of net power peeds, which are defined as:

« the remainder of TV.'s gross power revenu
o after deducting
— the costs of operating, maintaining, and administeits power properties, at
— payments to states and counties in lieu of taxet
o before deducting depreciation accruals or othergdsarepresenting the amortization of capital egjiares, plus
« the net proceeds from the sale or other disposifamy power facility or interest there

Because TVA's lease payments under its lease/leakdbansactions are considered costs of operatingtaining, and administering its power propertitaose
payments have priority over TVA’s payments on tlon@s. See Note 12 -Other Financing Obligations.Once Net Power Proceeds have been applied to paymempower
bonds and discount notes as well as any other BitvadS VA may issue in the future that rank on fyawith or subordinate to power bonds and discawtés, Section 2.3 of the
Basic Resolution provides that the remaining netgrgproceeds shall be used only for minimum paymario the United States Treasury required by 4 Act in repayment
of and as a return on the Power Facility Appromiatnvestment, investment in power assets, aduitioeductions of TVA's capital obligations, andhet lawful purposes
related to TVA’s power program.

The TVA Act and the Basic Resolution each contaio bond tests: the rate testnd the bondholder protection test. Under theteste TVA must charge rates for
power which will produce gross revenues sufficienprovide funds for, among other things, debt iseren outstanding Bonds. See Note 1General. Under the bondholder
protection test, TVA must, in successive five-ypariods, use an amount of net power proceeds sttéeaal to the sum of:

— the depreciation accruals and other charges rapiegehe amortization of capital expenditures
— the net proceeds from any disposition of powerlifés
for either
— the reduction of its capital obligations (includiBgnds and the Power Facility Appropriation Invesit) or

— investment in power asse

TVA must next meet the bondholder protection testlfie five-year period ending September 30, 208€e Note 8 —Appropriation Investment.
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Short-Term Debt

The weighted average rates applicable to short-tkiot outstanding in the public market as of Sepem30, 2007, 2006, and 2005, were 4.74 percezit, ffiercent, and
3.64 percent, respectively. During 2007, 2006, 20@5, the maximum outstanding balances of TVA tstesm borrowings held by the public were $2.8ibiil $2.8 billion, and
$3.1 billion, respectively. For these same yeiues average amounts (and weighted average intattes)) of TVA short-term borrowings were approxieiat$2.3 billion (5.17
percent), $2.0 billion (4.47 percent), and $2.1idsl (2.70 percent), respectively.

TVA also has access to a finan@mangement with the U.S. Treasury whereby the Ur&asury is authorized to accept a short-terre mdth the maturity of one
year or less in an amount not to exceed $150 milliBVA may draw any portion of the authorized $1Billion during the year. Interest is accrued gaihd paid quarterly at
rate determined by the United States SecretafyeoTteasury each month based on the average ratetstanding marketable obligations of the Unitéatés with maturities of
one year or less. During 2007, 2006, and 2005d#ilg average amounts outstanding (and averageesttrates) were approximately $132 million (5p@vcent), $131 million
(4.33 percent), and $103 million (2.46 percentgpestively.

TVA has short-term funding available in the formtwb $1.25 billion short-term revolving credit féties, one of which matures on May 14, 2008, areldther of
which matures November 10, 2008. See Note 1Revolving Credit Facility AgreementThe interest rate on any borrowing under thesdities is variable and based on
market factors and the rating of TVA’s senior unged long-term non-credit enhanced debt. TVA guied to pay an unused facility fee on the portibthe total $2.5 billion
against which TVA has not borrowed. The fee magtfiate depending on the non-enhanced credit etinglr'VA's senior unsecured lotgrm debt. There were no outstanc
borrowings under the facilities at September 3@720TVA anticipates renewing each credit facifitym time to time.

Put and Call Options

Bond issues of $2.3 bhillion heldthe public are redeemable in whole or in parf,\4&'s option, on call dates ranging from the preist® 2020 and at call prices
ranging from 100 percent to 106 percent of thegip@ amount. Sixty-nine Bond issues totaling $illion, with maturity dates ranging from 20082627, include a
“survivor's option,” which allows for right of reaeption upon the death of a beneficial owner inaiarspecified circumstances. There is no accogrtifference between a
“survivor's option” put and a “regular” put on afiy¥A put Bond.

Additionally, TVA has two issuesPfitable Automatic Rate Reset Securities (“PARRSBtstanding. After a fixed-rate period of five ygahe coupon rate on the
PARRS may automatically be reset downward unddaicemarket conditions on an annual basis. Theeouate reset on the PARRS is based on a calenlakor both series
of PARRS, the coupon rate will reset downward anréset date if the rate calculated is below thgpoao rate on the Bond. The calculation dates,npiatereset dates, and terms
of the calculation are different for each seri@be coupon rate on the 1998 Series D PARRS magds on June 1 (annually) if the sum of the fivg-aleerage of the 30-Year
Constant Maturity Treasury (“CMT”) rate for the vkeending the last Friday in April, plus 94 basidnts, is below the then-current coupon rate. Tdgoon rate on the 1999
Series A PARRS may be reset on May 1 (annuallfjefsum of the five-day average of the 30-Year Qi€ for the week ending the last Friday in Maplhs 84 basis points,
is below the then-current coupon rate. The couptes may only be reset downward, but investors magyest to redeem their bonds at par value inucatipn with a coupon
rate reset for a limited period of time prior te tteset dates and under certain circumstances.tdthe contingent nature of the put option onRA&RRS, TVA determines
whether the PARRS should be classified as long-téht or current maturities of long-term debt bicakating the expected reset rate on the bond® ekpected reset rate is
calculated using forward rates and the fixed spfeadach bond issue as noted above. If the egfeaetset rate is less than the coupon on the lb@dARRS are included in
current maturities. Otherwise, the PARRS are ietlin long-term debt. At September 30, 2007 etipected reset rate is higher than the current@oop each issue of
PARRS; therefore, the par amount outstanding ssdiad as long-term debt.

The 1998 Series D PARRS issue totals $466 milloatures in June 2028, and had its first resetidatene 2003. The rate reset to 5.95 percent &at percent in
June 2003, at which time $23 million of the oridifi&75 million 1998 Series D PARRS were redeemezhat The rate reset again to 5.49 percent frorh pe3cent in June 20(
at which time $86 million of the 1998 Series D PARRere redeemed at par. The 1999 Series A PARRS istals $410 million, matures in May 2029, aad fts first rate
reset date in May 2004. The rate reset in May 20662 percent from 6.50 percent, and $115 mmilebthe original $525 million of 1999 Series A PRRB were redeemed at
par.
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Debt Securities Activity

The table below summarizes TVA’s Bond activity fbe period from October 1, 2005, to September 8072

Debt Securities Activity from October 1, 2005, to 8ptember 30, 2007

Principal Amount

Redemptions/Maturities: 2007 2006
electronote®
First quarte $ = $ 15
Second quartt 5 3
Third quarte 5 4
Fourth quarte 1 4
2001 Series [ 75 -
1997 Series / 382 -
1996 Series ¢ - 1,00C
2003 Series | - 28*
2005 Series A — 64*
Total $ 47 $ 1,25!
Issues
electronote®
First quarte 9 $ 4¢
Second quartt 19 19
Third quarte 8 37
Fourth quarte 4 27
2006 Series / - 1,00
2007 Series A 1,00( —
Total $ 1,04( $ 1,13
Inflation indexed bond (decretion) accreti $ @) $ 1!
Note
* Includes $13 million gain cedemption.
Debt Outstanding
Debt outstanding at September 30, 2007, consigtétedollowing:
Short-Term Debt
As of September 30
Call/(Put) Coupon
CUSIP or Other Identifier Maturity Date Rate 2007Par Amount 2006Par Amount
Discount Notes (net of discour $ 1,42 $ 2,371
Current maturities of lor-term debt
880591CQ: 01/15/2007 6.643%* - 38t
880591DS¢ 12/15/201€ (12/15/2006, 4.875% - 60C
88059TBQ3 01/15/200¢€ 01/15/2004 3.05% 10 -
88059TBS¢ 01/15/200¢€ 01/15/2004 3.30% 40 -
88059TCB5 05/15/2008 05/15/2004 2.45% A( —
Current maturities of long-term debt 9( 98!
Total short-term debt, net $ 1,51 $ 3,36

Note:
* The coupon rate represents T's effective interest rat
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Long-Term Debt 1
As of September 30

CUSIP or Other Identifier Maturity Call/(Put) Date Coupon Rate 2007 Par Amount 2006 Par Amount
88059TBQ3 01/15/200€ 01/15/2004 3.050% $- $10
88059TBS¢ 01/15/200¢€ 01/15/2004 3.300% - 40
88059TCB5 05/15/2008 05/15/2004 2.450% 40
Maturing in 200¢ - 90
880591DBE 11/13/200¢ 5.375% 2,00( 2,00(
88059TCW9 03/15/2009 03/15/2005 3.200% 3( 3(
Maturing in 200¢ 2,03(C 2,03
88059TDP: 04/15/201C 04/15/2007 5.125% 21 21
88059TDDO 06/15/2010 06/15/2006 4.125% 4] 42
Maturing in 201( 62 63
880591DN¢ 01/18/2011 5.625% 1,00¢ 1,00(
88059TDQ1 05/15/2011 05/15/2007 5.250% 6 6
88059TDR9 06/15/2011 06/15/2007 5.250% < <
Maturing in 201: 1,01t 1,01t
880591DL3 05/23/2012 7.140% 29 29
880591DTE 05/23/2012 6.790% 1,48¢ 1,48¢
88059TBH3 09/15/2012 09/15/2004 4.375% 1( 1(
Maturing in 201: 1,52t 1,52t
880591CW( 03/15/201% 6.000% 1,35¢ 1,35¢
88059TBR1 01/15/201% 01/15/200% 4.375% 14 14
88059TBWO 03/15/201% 03/15/200% 4.000% 23 23
88059TBX8 03/15/201% 03/15/2004 4.250% 12 13
88059TCD1 06/15/201% 06/15/2004 3.500% 12 12
880591DW¢ 08/01/201% 4.750% 99C 99C
88059TCF€ 07/15/201% 07/15/200% 4.350% 17 17
88059TDS7 07/15/2013 07/15/2008 5.625% < <
Maturing in 201! 2,43¢ 2,437
88059TCL3 10/15/201¢ 10/15/200¢ 4.500% 12 12
88059TCQzZ 12/15/201¢ 12/15/200¢ 4.700% 8 8
88059TDX6 02/15/2014 02/15/200¢ 5.250% 7 -
88059TDZ1 04/15/2014 04/15/2008 5.000% ‘ —
Maturing in 201« 31 20
88059TBJ¢ 10/15/2014 10/15/2004 4.600% 21 22
88059TBNO 12/15/2014 12/15/2004 5.000% 54 54
88059TBY6 04/15/201& 04/15/200& 4.600% 20 20
88059TDB4 04/15/201& 04/15/2007 5.000% 50 50
880591DY5 06/15/201& 4.375% 1,00¢ 1,00¢
88059TDERS 07/15/201& 07/15/2007 4.500% 7 7
88059TCH2 08/15/201& 08/15/200% 5.125% 34 34
88050TBK6 10/15/201¢ 10/15/200¢ 5.050% 19 19
88059TDH1 10/15/201¢ 10/15/2007 5.000% 27 28
88059TBL4 11/15/201¢ 11/15/200¢ 4.800% 26 27
88059TCRC( 12/15/201¢ 12/15/200¢ 4.875% 11 11
88059TDK4 12/15/201¢ 12/15/200¢€ 5.375% 10 10
88059TBU4 02/15/201€ 02/15/200€ 4.550% 8 9
88059TCV1 02/15/201€ 02/15/200€ 4.500% 3 3
88059TDNS8 03/15/201¢€ 03/15/200¢ 5.375% 8 8
88059TCC: 06/15/201€ 06/15/200€ 3.875% 3 4
88059TDT5 08/15/201¢€ 08/15/2007 5.625% 4 4
88059TCJ¢ 09/15/201¢€ 09/15/200€ 4.950% 11 11
88059TDU2 09/15/201¢€ 09/15/2007 5.375% 14 14
880591DS¢ 12/15/201¢€ 4.875% 524 -
88059TCS¢ 01/15/2017 01/15/2007 5.000% 28 29
88059TDW8 01/15/2017 01/15/200€ 5.250% 6 -
88059TEAS5 06/15/2017 06/15/200€ 5.500% 4 -
880591EAE 07/18/2017 5.500% 1,00¢ -
88059TEB2 09/15/2017 09/15/200¢ 5.000% 4 -
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CUSIP or Other Identifier Maturity Call/(Put) Date Coupon Rate 2007 Par Amount 2006 Par Amount
880591CU4 12/15/2017 6.250% 75C 75C
88059TCA7 05/15/2018 05/15/2004 4.750% 24 24
88059TCE9 07/15/2018 07/15/2004 4.700% 35 35
88059TCN9 11/15/2018 11/15/2006 5.125% 18 18
88059TCTE 01/15/201¢ 01/15/200% 5.000% 28 28
88059TCX7 03/15/201¢ 03/15/2007 4.500% 12 13
88059TDFE 08/15/202C 08/15/200€ 5.000% 10 10
88059TDG?2 09/15/202C 09/15/200¢ 4.800% 3 3
88059TDJ7 11/15/202C 11/15/200¢ 5.500% 11 11
88059TDL2 01/18/2021 01/15/200¢ 5.125% 5 5
880591DC3 06/07/2021 5.805%2 40¢ 374
88859TAN1 12/15/2021 12/15/200¢ 6.000% 25 25
88059TAR2 01/15/202z 01/15/200€ 6.125% 28 28
88059TDY4 03/15/202z 03/15/200¢ 5.375% 6 -
88059TAX9 04/15/2022 04/15/200€ 6.125% 13 14
88059TBEC 08/15/202z 08/15/200€ 5.500% 28 28
88059TBM2 11/15/2022 11/15/200€ 5.000% 11 11
88059TBPE 12/15/202z 12/15/200¢€ 5.000% 19 20
88059TBT7 01/15/202z 01/15/2007 5.000% 11 11
88059TBV2 02/15/202z 02/15/2007 5.000% 16 17
88059TBZ3 05/15/202z 05/15/2004 5.125% 14 15
88059TCK5 10/15/202z 10/15/2007 5.200% 14 14
88059TCP/ 11/15/202z 11/15/2004 5.250% 12 12
88059TCU3 02/15/202¢ 02/15/200¢ 5.125% 9 9
88059TCY5 04/15/202¢ 04/15/200% 5.375% 14 14
88059TCZ2 02/15/202¢ 02/15/200€ 5.000% 18 18
88059TDA6 03/15/202¢ 03/15/200¢ 5.000% 6 6
88059TDC2 05/15/202¢ 05/15/200¢ 5.125% 14 14
880591CJ¢ 11/01/202¢ 6.750% 1,35(C 1,35(C
88059TDMO 02/15/202¢ 02/15/201C 5.500% 7 7
88059TDVO 10/15/202¢ 10/15/201C 5.500% 9 -
880591300 06/01/2028 5.490% 46€ 46€
88059140 05/01/2029 5.618% 41C 41C
880591DM1 05/01/203C 7.125% 1,00 1,00
880591DP4 06/07/2032 6.587%2 512 46¢
880591DV1 07/15/203: 4.700% 472 472
880591DX7 06/15/203¢ 4.650% 43€ 43€
880591CKE 04/01/203¢ 5.980% 121 121
880591CS¢ 04/01/203¢€ 5.880% 1,50(C 1,50
880591CPt 01/15/203¢ 6.150% 1,00 1,00(C
880591BL5 04/15/2042 04/15/2012 8.250% 1,00(¢ 1,00
880591DU3 06/07/2043 4.962%2 307 281
880591CF 07/15/204¢ 07/15/202C 6.235% 14C 14C
880591DZ2 04/01/2056 5.375% 1,00( 1,00(
Maturing 2015-2056 14,18¢ 12,54.
Subtotal 21,28¢ 19,72:
Unamortized discounts, premiums,
and other (189 (178
Total long-term debt, net $ 21,09 $ 19,54
Notes

(1) The above table includes net exchange losses fuorary transactions of $299 million and $195 roilliat September 30, 2007 and 2006, respectively.
(2) The coupon rate represents TVA's effective interatt.
(3) TVA PARRS, CUSIP numbers 880591300 and 8805914@%, lme redeemed under certain conditions. See Nbte-Put and Call Options

11. Supplemental Cash Flow Information

Interest paid was $1,248 million in 2007, $1,260ion in 2006, and $1,351 million in 2005. Theseaunts differ from interest expense due to thertgrof payments
and interest capitalized of $177 million in 2007638 million in 2006, and $116 million in 2005 apat of major capital expenditures.

TVA had non-cash activity related to financing saations on the 2005 Statements of Cash Flowsrktata capital lease for BLEU fuel of $36.2 mitlioSee Note 1

— Blended Low Enriched Uranium Programin 2006 TVA had non-cash activity resulting fréimancing transactions of $13 million related tgain on the repurchase of
Bonds. There were no non-cash activities for 2007.
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Cash flows from futures contracts, forward consaoption contracts, or swap contracts that arewatted for as hedges are classified in the sanegast as the item

being hedged or on a basis consistent with ther@atithe instrument.

12. Fair Value of Financial Instruments

TVA uses the methods and assumsgtitescribed below to estimate the fair value ohesgnificant class of financial instrument. Tlag imarket value of the financi
instruments held at September 30, 2007, may no¢fresentative of the actual gains or losses tilBb&recorded when these instruments mature®called or presented for

early redemption. The estimated values of TVAf&ficial instruments at September 30 are as follows:

Estimated Values of Financial Instruments

Carrying Amount Fair Value CarryingAmount Fair Value
Cash and cash equivalel $ 16f $ 16¢ $ 53¢ $ 53¢
Restricted cash and investme 15C 15C 19¢ 19¢
Investment fund 1,16¢ 1,16¢ 972 972
Loans and other loi-term receivable 79 79 10z 10z
Shor-term debt, net of discou 1,427 1,422 2,37¢ 2,37¢
Long-term debt (including current portion), net of disob 21,18¢ 22,45 20,52¢ 22,037
Other financing obligation 1,07z 1,07z 1,10¢ 1,10¢

As of September 30

2007

Cash and Cash Equivalents, Short-Term InvestmantsShort-Term Debt

Because of the short-term maturity of these insénutis), the carrying amount approximates fair value.
Restricted Cash and Investments

Because of the short-term maturity of these insénutis, the carrying amount approximates fair value.
Investment Funds

Information on investments by major type at Septend® is as follows:

TVA Investments By Type
As of September 30

2007 2006
Securities held as tradir $ 1,16: $ 96¢
Other ) €
Total investment funds $ 1,16¢ $ 97:

Gains and losses on trading securities are recedniizcurrent earnings. The gains and losses®nublear decommissioning trust are subsequertlgssified to a
regulatory asset account in accordance with TVAsanmissioning accounting policy. The nuclear demissioning trust had unrealized gains of $80 onillin 2007,
unrealized losses of $24 million in 2006, and uhzed gains of $48 million in 2005. The nucleacdmmissioning trust was composed of 1,614 secpasitions as of
September 30, 2007.

Loans and Other Long-Term Receivables

Fair values for loans and long-term receivableseatenated by determining the present value ofréutash flows using a discounted rate equal toihgntes for
similar loans made to borrowers with similar credtings and for the same remaining maturities. @dreying amount approximates fair value.
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Long-Term Debt

Fair value of long-term debt traded in the publiarket is determined by multiplying the par valudta# debt by the indicative market price at theaBaé Sheet date.
Other Financing Obligations

In 2003, 2002, and 2000, TVA received approxima&dg5 million, $320 million, and $300 million, re=gively, in proceeds by entering into lease/leaskb
transactions for 24 new peaking combustion turbimiés. TVA also received approximately $389 mitlim proceeds by entering into a lease/leasebaclsaction for qualified
technological equipment and software in 2003. @uthe nature of the transactions, the carryingurmof the obligation and the fair market value egeial. At September 30,
2007 and 2006, the total balances of the obligatimere $1,072 million, and $1,108 million, respeetty.

Due to TVA's continuing involvement in the operatiand maintenance of the leased units and equipitsesdntrol over the distribution of power prodddey the
combustion turbine facilities during the leasebtarkn, TVA accounted for the respective lease prdseé $714 million, $320 million, and $300 milli@s financing obligations
as required in accordance with SFAS No.‘®&counting for Sales of Real Estateghd SFAS No. 98 Accounting for Leases.” Accordingly, the outstanding lease/leaseback
obligations of $1,072 million at September 30, 2087d $1,108 million at September 30, 2006, arkidtex! in Current portion of lease/leaseback obilget ($43 million and $&
million, respectively) and Lease/leaseback oblazi($1,029 million and $1,071 million, respectijeh TVA’s 2007 and 2006 year-end Balance Sheets.

13. Benefit Plans

TVA sponsors a defined benefit pension plan thaec®most of its full-time employees, a definedtdbation plan that covers most of its full-time ployees, an
unfunded postretirement medical plan that providesion-vested contributions toward the cost ofaiarretirees’ medical coverage, other postemplaoyrbenefits such as
workers’ compensation, and a supplemental executtieement plan. Following are discussions oteafcthese plans as well as discussions of SFASLE®,“Employers’
Accounting for Defined Benefit Pension and othestRatirement Plan— an amendment of FASB Statements No. 87, 88ah06,32(R),"and the Medicare Prescription Drug,
Improvement and Modernization Act of 2003.

Defined Benefit Pension Plan

Overview of Plan. TVA sponsors a defined benefit plan for most ofiti-time employees that provides two benefit stanes: the Original Benefit Structure and the
Cash Balance Benefit Structure.

« Original Benefit Structure. The pension benefit for a member participatinghim ©riginal Benefit Structure is based on the meisheears of creditable service,
membe’s average base pay for the highest three conseqgrgars, and the pension rate for the me’s age and years of service, less a Social Seaffgt.

» Cash Balance Benefit StructureThe pension benefit for a member participatinghie Cash Balance Benefit Structure is based oditsraccumulated in tl
member's account and the member’'s age. A membecsuat receives credits each pay period equald® percent of his or her straigtitae earnings. The accol
also increases at an interest rate equal to thegehia the Consumer Price Index (“CPgilus 3.00 percent, with the provision that the ratey not be less than 6
percent or more than 10.00 percent. The actualggsgm the CPI for 2007 and 2006 were 3.43 perandt3.37 percent, which resulted in interest rafe8.42
percent and 6.37 percent, respectiv

Members of both the Original Benefit Structure #imel Cash Balance Benefit Structure can also beaigible for a vested supplemental pension behefiied on age
and years of service, which is designed to helpees offset the cost of medical insurance.

Administration of Plan. The plan is administered by a separate legal entieyTVA Retirement System (“TVARS”), which is gawed by its own board of directors

(“TVARS Board”). Upon notification by the TVARS Bwod of a recommended contribution for the nextdigear, TVA determines whether to make the recontad
contribution or any contribution that may be reqdiby the rules and regulations of TVARS.
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Plan Investments.The plan assets are primarily stocks and bonde TMARS targets an asset allocation policy fopgssion plan assets which, in prior years,
approximated 60 percent equity securities and 46epe fixed income securities. TVARS is transitiogito a new asset allocation policy adopted Marc2007, which targets an
asset allocation of 65 percent equity securitieb2Bpercent fixed income securities. Under isetallocation policy of 65 percent equity holding8 percent may be U.S.
equity holdings, 25 percent may be non-U.S. eduitgings, five percent may be private equity hoigior other similar alternative investments, ard fiercent may be private
real estate holdings. Of the 35 percent fixed ime®ecurities, 15 percent may be alternative firedme strategies and five percent may be highdyseturities. The TVARS’
policy includes a permissible three percent desiafiom these target allocations. The TVARS Boa take action, as appropriate, to rebalance tstersys assets consistent
with the asset allocation policy. For 2007, theeab®ldings of the system included equities of alédupercent (comprised of U.S. equity holdingsldut 38 percent, non-U.S.
equity holdings of about 22 percent, and privataitgdholdings of about four percent), plus fixed@me securities of about 36 percent. For 2006asiset holdings of the system
included equities of about 59 percent (comprised . &. equity holdings of about 41 percent, non-l@dity holdings of about 15 percent, and privafeity holdings of about
three percent), plus fixed income securities ofualdd percent.

Plan Contributions TVA contributed $75 million to its pension planboth 2007 and 2006, and $53 million in 2005. 088, TVA plans to contribute $81 million to
its pension plan.

Plan Assumptions.TVA'’s reported costs of providing the plan benefite impacted by numerous factors including theigions of the plans, changing employee
demographics, and various assumptions, the masfisant of which are described below.

Discount Rate. In the case of selecting an assumed discountT&t reviews market yields on high-quality corptaaebt and long-term obligations of the U.S.
Treasury and endeavors to match, through the uagadprietary bond portfolio, instrument matustigith the maturities of its pension obligationsagtordance with the
prevailing accounting standards. Based on recanket trends, TVA increased its discount rate f&B88 percent and 5.90 percent at the end of 2002866, respectively, to
6.25 percent at the end of 2007.

Rate of Returnin determining its expected long-term rate of natan pension plan assets, TVA reviews past long-gerformance, asset allocations, and long-term
inflation assumptions. TVA utilized a rate of retwf 8.00 percent during 2003 in the aftermathhefmarket declines of 2002 and 2001. TVA increatseeixpected long-term
rate of return on pension plan assets to 8.25 peatehe end of 2005 and 2004. However, TVA haseiased its expected rate of return to 8.75 peatehe end of 2007 and
2006 based on revisions to future expected retasrovided by third party professional asset marsag

Cost of Living. The cost of living rate was not adjusted from tB8&rate of 3.00 percent but rather remained & Bedcent for 2007 to reflect current market and
demographic conditions.

Mortality. Mortality assumptions are based on the resultsioédafrom an actual company experience study pewdrduring the most recent six years for retirses a
well as other plan participants. The study suppthrtsuse of mortality rates as depicted within1B83 Group Annuity Mortality tables. For the pemspdan, the actuarial loss
due to mortality experience in 2007, 2006, and 2085 $20 million, $10 million, and $30 million, pectively. Such losses represent less than 1/2pefdent of the plan’s
projected benefit obligation at the respective mearment dates.

Sensitivity of Costs to Changes in Assumptiofike following chart reflects the sensitivity of @@ cost to changes in certain actuarial assumgtio

Sensitivity of Costs to Changes in Assumptions

Impact on Impact on 2007 Projected
Actuarial Assumptiot Change in Assumptio 2008 Pension Co: Benefit Obligatior
(Increase in millions
Discount rate (0.25% $ 17 $ 23¢
Rate of return on plan ass (0.25% 17 NA
Rate of compensatic 0.25% 4 22
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Each fluctuation above assumes that the other coengs of the calculation are held constant anduebed any impact for unamortized actuarial gainssses.

Plan Results During 2007, 2006, and 2005, TVA recognized pEmexpense of $159 million, $244 million, and $24ilion, respectively. Based on the use of the
assumptions described above, the projected beidigation (“PBO”) of $8,598 million at Septembed,2007, decreased approximately $2 million whempared to the PBO
of $8,600 million at September 30, 2006. The desgaxd $2 million represents, in part, an increds&l@0 million due to normal operation of the p{@nimarily in the form of
service cost and interest accruals), a decrea$83¥ million in the PBO due to changes in the distaate (from 5.90 percent to 6.25 percent), aedrired liability losses of
$211 million related primarily to more-than-assuneedly retirements. The assumptions used in th& 20d-ofyear actuarial valuation process had no effectersipn costs fc
2007, 2006, or 2005.

The accumulated benefit obligations at Septembg2@07, and September 30, 2006, were $8.2 billmh%8.2 billion, respectively.
Components of Plan The changes in plan obligations, assets, andefistatus for the years ended September 30 wéodass:

Components of Pension Benefits Plan
As of September 30

Pension Benefits

2007 2006
Change in benefit obligation
Benefit obligation at beginning of ye $ 8,60( $8,43:
Service cos 12C 127
Interest cos 49z 44C
Plan participan’ contributions 35 85
Actuarial (gain) / los: (17%) 3
Net transfers from variable fund/401(k) pl 1 9
Expenses pai 4 (4)
Benefits paid (48) (449
Benefit obligation at end of year $ 8,59¢ $8,60(
Change in plan assets
Fair value of plan assets at beginning of y $7,32¢ $7,01¢
Adjustment to reconcile to system asset value - -
Actual return on plan asse 1,01z 641
Plan participan’ contributions 35 35
Net transfers from variable fund/401(k) pl 11 9
Employer contribution 75 75
Expenses pai 4) 4
Benefits paid (48) (449
Fair value of plan assets at end of year $7,977 $7,32¢
Funded status $(621) $ (1,277
Unrecognized net actuarial lo - 1,27t
Unrecognized prior service cost — 27E
Prepaid (accrued) benefit cost $(621 $ 27¢
Assumptions as of September 30
Discount rate 6.25% 5.90%
Expected return on plan ass 8.75% 8.75%
Rate of compensation incree 3.3%-10.1% 3.3%-10.1%
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The components of pension expense for the yeaedeBdptember 30 were as follows:

Components of Pension Benefits Plan
For the years ended September 30

Pension Benefits

2007 2006 2005
Components of net periodic benefit cost
Service cos $12C $127 $117
Interest cos 492 44C 42¢
Expected return on plan ass (571 (490, (457,
Amortization of prior service co: 36 36 36
Recognized net actuarial loss 82 131 11€
Total net periodic benefit cost $15¢ $24¢ $24:
Assumptions utilized include:
Discount rate 5.90% 5.38% 5.81%
Expected return on plan ass 8.75% 8.25% 8.25%
Rate of compensation incree 3.3%-10.1% 3.3%-10.1% 3.3%-10.1%

Estimated Future Benefit Payment3he following table sets forth the estimated fathenefit payments under the pension plan.

Estimated Future Benefit Payments
As of September 30, 2007

Pension
2008 $57¢
2009 57¢
2010 591
2011 603
2012 617
201:-2017 3,30¢

Defined Contribution Plan

TVARS also administers a defined contribution 4QXllan to which TVA makes matching contributions2&f cents on the dollar (up to 1.5 percent of ahpag) for
members participating in the Original Benefit Sture and of 75 cents on the dollar (up to 4.5 pgroéannual pay) for members participating in @esh Balance Benefit
Structure. TVA made matching contributions of a2t million to the plan during 2007, $19 millioarthg 2006, and $17 million during 2005.

Other Postretirement Benefits

Overview of Plan. TVA sponsors an unfunded postretirement plan thatiges for non-vested contributions toward thet odsertain retirees’ medical coverage. This
plan formerly covered all eligible retirees papiiing in the TVA medical plan, and TVA's contribaris were a flat dollar amount based on the paditis’ ages and years of
service and certain payments toward the plan cdkis.plan now operates on a much more limitedsh&sivering only certain retirees and survivingetefents who do not
qualify for TVARS benefits, including the vestedpplemental pension benefit.

Plan Assumptions.The initial annual assumed cost trend for covermtefits was 8.0 percent in 2007, decreasing byhatfepercent per year to a level of 5.0 percent
beginning on October 1, 2013, and thereafter. B662nd 2005, annual trend rates of 8.5 percenfadhgercent, respectively, were assumed. Thetaffaébe change in
assumptions on the cost basis was not signifitaateasing/(reducing) the assumed health-caretrrsd rates by one percent would increase/(redhesaccumulated
postretirement benefit obligation (“APBO”) as offs@mber 30, 2007, by $62 million/($65 million) ate aggregated service and interest cost componénts periodic
postretirement benefit cost for 2007 by $4 milli&& million). The weighted average discount ratedus determining the end-of-year APBO was
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6.25 percent for 2007, 5.90 percent for 2006, aB8 percent for 2005. Any net unrecognized gailoss resulting from experience different from taasumed or from changes
in assumptions, and exceeding 10 percent of the@\R8amortized over the average remaining semé®d of active plan participants.

Plan Results. Based on the use of the assumptions described athev2007 APBO of $464 million for postretireméenefits increased approximately $13 million
compared to the prior year. The change in thegatibn was comprised of an $11 million increase twugormal operation of the plan (primarily in theem of service cost and
interest accruals offset by claims paid duringytear) and an increase of $2 million due to othéwaial and experience adjustments including gamslosses. The $2 million
increase in the obligation is comprised of threeponents. The first component of the actuarialexperience adjustments is comprised of an actugaial of approximately
$15 million related to the actuarial discount ratech was increased to 6.25 percent in 2007 frd®0 Percent in 2006. The second component is coegpn§an actuarial gain
of approximately $11 million related to better-thexpected claims experience. The third componetnsprised of an actuarial loss of approximatel$ &gllion related to

more-than-assumed retirements during the year.

The set of assumptions used for the end-of-yeamael valuation process had no effect on pos&etént benefit costs for 2007, 2006, or 2005 bugmdéoupled with
further experience adjustments related to claindscamtributions, is expected to increase postretm benefits expense for 2008 by approximatelyn@iton compared to 200°
TVA expects 2008 postretirement health care coapfiroximate $44 million, an increase of $2 millmrer 2007 costs.

Components of Other Postretirement Benefithe changes in plan obligations, assets, and fustdds for the years ended September 30 werdlaw$o

Components of Other Postretirement Benefits Plan
As of September 30

Other Postretirement Benefits

2007 2006

Change in benefit obligation

Benefit obligation at beginning of ye $ 457 $54¢
Service cos 5 9
Interest cos 26 29
Plan participan’ contributions 77 64
Actuarial (gain) / los: 2 (109)
Net transfers from variable fund/401(k) pl - -
Expenses paid — —
Benefits paid 99) (87)
Benefit obligation at end of year $ 46¢ $451

Change in plan asset

Fair value of plan assets at beginning of y $- $-
Adjustment to reconcile to system asset value - -
Actual return on plan asse -

Plan participan’ contributions 77 64
Net transfers from variable fund/401(k) pl - -
Employer contribution 20 23
Expenses pai - -
Benefits paid (99 (87
Fair value of plan assets at end of year $- $-
Funded status $(464) $ (45))
Unrecognized net actuarial lo - 113
Unrecognized prior service cost — 39
Prepaid (accrued) benefit cost $(46¢) $ (299
Assumptions as of September 3
Discount rate 6.25% 5.90%
Expected return on plan ass NA NA
Rate of compensation incree NA NA
Initial health care trend ra 8.00% 8.50%
Ultimate health care trend re 5.00% 5.00%
Ultimate trend rate is reached in year begint 2013 2013
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The components of postretirement benefits expeorsihé years ended September 30 were as follows:

Components of Other Postretirement Benefits Plan
For the years ended September 30

Other Postretirement Benefits

2007 2006 2005
Components of net periodic benefit cost
Service cos $E $¢ $6
Interest cos 26 29 25
Expected return on plan ass NA NA NA
Amortization of prior service co: 5 5 5
Recognized net actuarial loss € 1t 1(
Total net periodic benefit cost $4z $5€ $ 4€
Assumptions used to determine expense
Discount rate 5.90% 5.38% 5.81%
Expected return on plan ass NA NA NA
Rate of compensation incree NA NA NA
Initial health care trend ra 8.50% 9.00% 9.00%
Ultimate health care trend re 5.00% 5.00% 5.00%
Ultimate trend rate is reached in year beginr 2013 2013 2012

Sensitivity to Changes in AssumptioriBhe following chart reflects the sensitivity of pregirement benefit cost to changes in the healtle trend rate:

Components of Other Postretirement Benefits Plan
As of September 30, 2007

1% Increast 1% Decreas
Effect on total of service and interest cost congus $ ¢ $ (5
Effect on en-of-year accumulated postretirement benefit obliga $ 62 $ (65,

Estimated Future Postretirement Benefit Paymerifse following table sets forth the estimated fathenefit payments under the postretirement bieplefi.

Estimated Future Postretirement Benefit Payments
As of September 30, 2007

Postretirement Benefits Plans

2008 $2t
2009 27
2010 30
2011 32
2012 33
201:-2017 171
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Other Postemployment Benefits

Other postemployment benefits include workers’ cemgation provided to former or inactive employees their beneficiaries and covered dependentshioperiod
after employment but before retirement. TVA emples/éjured in work-related incidents are coveredhgyTVA's workers’ compensation program for fedenmployees
administered through the Department of Labor byQfffice of Workers’ Compensation Programs in aceoik with the provisions of the Federal Employ&mshpensation Act
(“FECA"). FECA provides compensation benefits tddeal employees for permanent and temporary disabile to employment-related injury or disease.

Postemployment benefit cost estimates are revisedoperly reflect changes in actuarial assumptionade at the end of the year. In accordance @ S
recommendations related to the selection of discmtas, TVA utilizes a discount rate determinedddgrence to the U.S. Treasury Constant Maturiiés for a 10-year
maturity. For 2007, TVA has determined to utilzdiscount rate of 4.59 percent representing siefree rate corresponding to the U.S. Treasurys@on Maturities rate for a
10-year maturity. Use of the 10-year maturity cepands to calculated average durations of TVA'ariestimated postemployment claims payments. Saetia 4.59 percent
discount rate resulted in the recognition of 200fwal expense of approximately $49 million and apaid benefit obligation of about $406 million &ay end. TVA utilized a
discount rate of 4.64 percent and 4.34 percend@2nd 2005, respectively. The use of the discrates described resulted in expense and unpagfibehligations of $44
million and $413 million, respectively, for 2006caaxpense and unpaid benefit obligations of $7Haniland $429 million, respectively, for 2005. Ttteanges in 2007
assumptions had no effect on postemployment exden2906 and 2005.

Supplemental Executive Retirement Plan

In 1995, TVA established a Supplemental ExecutieérBment Plan (“SERP”) to provide additional betseo specified individuals in addition to thoseadable under
the qualified pension plan because of Internal ReeeService (“IRS”) limits applicable to qualifiptans. The SERP funds are invested in securitinergdly designed to
achieve a return in line with overall equity margetformance. The nature of these investments dsegpcommingled funds. Commingled funds are sinmlarature to a mutual
fund. Investments held in the SERP are statediavdlue, which is determined by the trustee efftmd. TVA has historically funded the annual céted expense. Due to the
immaterial amounts related to the SERP, TVA hasteteto not make full SFAS No. 132R disclosures rather has disclosed amounts related to recdvdksthces and expense
as determined through the application of SFAS N Bmployers' Accounting for Pensionsghd the adoption of SFAS No. 15&mployers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans, an amentnfdfASB Statements No. 87, 88, 106, and 12"

As of and for the year ended September 30, 2007 fe¢ognized certain amounts related to the SERR ipicluding:

* Plan assets in trust of $36 million,

« Aregulatory asset of $15 million,

¢ An estimated accrued and unfunded pension plagatiin of $44 million,

* Expense of $6 million, and

« Current year gains on plan assets of $3 milliorwlith approximately $3 million was unrealized.

In addition, $3 million in benefit payments weredagrom the plan during the year, and TVA made cbations of $6 million to the plan.
As of and for the year ended September 30, 2008, ie¢ognized certain amounts related to the platuding:

Plan assets in trust of $30 millic

A regulatory asset of $7 milliol

An intangible asset of $5 millio

An estimated accrued and minimum pension plan atibg of $38 million,
Expense of $7 million, an

Current year gains on plan assets of $2 millionyleich $0.6 million was realize:

In addition, $3 million in benefit payments weredadrom the plan during the year, and TVA made icbations of $13 million to the plan during 2006.
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Impact of SFAS No. 158

On September 30, 2007, TVA adopted SFAS No. 15&wtrequires companies, among other things, (t¢¢ognize the funded status of their pension ahdrot
postretirement benefit plans as a net liabilitpsset, measured as the difference between theitaplefation and the fair market value of planetss(2) to derecognize
additional minimum liabilities (“AML”") and relatethtangible assets upon adoption of the new stan@adi (3) to include unrecognized prior servicegaset actuarial gains or
losses, and subsequent changes in the funded attwsnponents of Accumulated other comprehengggewithin Proprietary capital.

As a regulated entity, however, TVA has reclasdifii amounts related to unrecognized prior serg@ss, net actuarial gains or losses, and subseghanges in the
funded status into a regulatory asset in accordatitbethe provisions of SFAS No. 79Accounting for the Effects of Certain Types of Rlagion.” Under this guidance, the
deferral of incurred costs is allowed if the ccats probable of future recovery in customer rataesconjunction with TVA’s 2007 adoption of SFAS NIb68 and the application
of SFAS No. 71, TVA deferred $973 million of unartiped prior service costs and net actuarial losskded to its pension and postretirement benk&ditp Of the $973 million
deferred by TVA, $582 million represents net adtldosses that have been expressly authorizeddfarral by the TVA Board. The remaining $391 roiil represents
unamortized prior service costs incurred by TVAt fReA management believes (1) are probable of reppin future periods and (2) qualify for regulat@ccounting treatment
under SFAS No. 71. TVA management intends to se@gkoval from the TVA Board of regulatory accougtineatment for these unamortized prior servicéscios2008.

SFAS No. 158 requires initial application for fisgaars ending after December 15, 2006, and fdaweother entities after June 15, 2007. TVA addphe standard as
of September 30, 2007.

The following tables summarize the effect of reqdichanges in the AML as of September 30, 2008y prithe adoption of SFAS No. 158, as well asithgact of the
initial adoption of SFAS No. 158 and the reclassifion of certain deferred costs in accordance $#AS No. 71. The first table depicts the spe@faments impacted by the
transition and adoption of the standard. The seé¢able presents all financial statement line itémzacted by the adoption of the standard. Bdbletabegin with the ending
book balances before SFAS No. 87 adjustments ade earecognize the AML and are followed by the SF¥0. 87 adjustments made to recognize AML. Theaieing
portion of the tables reflects adjustments relateithe adoption of SFAS No. 158 whereby variousiheds created by SFAS No. 87 are derecognizedamsitioned to conform
to the new requirements of SFAS 158.

Specific Elements Impacted by SFAS No. 158
As of September 30, 2007

Prior to AML AML SFAS 158 Post AML
Adjustments pre and post SFAS 158 adoption: and SFAS 15: Adjustment Adjustment and SFAS 15!
Other regulatory asse $ 91« $ (662) $ 721 $ 97¢
Intangible asset (unamortized prior service ¢ 242 3 (24¢€) -
Other liabilities (Pension and SER 991 (657) 33C 664
Current liabilities (Postretiremer - - 25 25
Other liabilities (Postretiremer 321 - 11¢ 43¢
Accumulated other comprehensive income (I - 2 2 -
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Line items pre and post SFAS 158 adoptior
Regulatory and other lon¢-term assets
Other regulatory asse

Subtotal

Other lon-term asset

Total regulatory and other lo-term asset
Total asset

Current liabilities
Accounts payabl
Total current liabilities

Other liabilities
Other pension liabilitie
Other postretirement liabilitie
Other liabilities
Total other liabilities
Total liabilities

Proprietary capital

Accumulated other comprehensive income (I

Total proprietary capite
Total liabilities and proprietary capit

Financial Statement Elements Impacted by SFAS No58

As of September 30, 2007

Prior to AML AML SFAS 158 Post AML
and SFAS 15i Adjustment Adjustment and SFAS 15
$ 1,91( $ (662) $ 721 $ 1,96¢
5,04( (662) 721 5,09¢
61€ 3 (24€) 37¢E
5,65¢ (659) 47E 5,474
34,08¢ (65¢9) 47E 33,902
97t - 25 1,00
3,39¢ - 25 3,42
991 (657) 33C 664
321 - 11€ 43¢
2,27¢ (657) 44¢ 2,067
6,58¢ (657) 47z 6,40(C
31,10¢ (657) 47z 30,92:
(19) (2) 2 (19)
2,98( 2 2 2,98(
34,08¢ (65¢9) 47E 33,902

The amounts in the regulatory asset that are eggeotbe recognized as components of net periaiefit cost during the next fiscal year are aofol:

Regulatory Asset
As of September 30, 2007

Pensior Postretiremen Postemploymer SERP Total
Prior service cos $ 3¢ B8 $ - $1 $ 4
Net actuarial los 41 5 - 1 47

The projected benefit obligation, accumulated beémdiigation and fair value of plan assets for flemsion plans with accumulated benefit obligationexcess of ple
assets at September 30, 2007 and 2006, were aw$oll

Pension Benefits
As of September 30

2007 2006
Projected benefit obligatic $ 8,59 $ 8,60(
Accumulated benefit obligatic 8,27¢ 8,23:
Fair value of plan asse 797 7,32¢
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Medicare Prescription Drug, Improvement and Modeation Act of 2003

In 2006, Medicare began providing prescription dcogerage to Medicare-eligible beneficiaries uridedicare Part D. Under the Medicare Prescriptiond)r
Improvement and Modernization Act of 2003, whickated Medicare Part D, employers that providegetirescription drug coverage, which is “actuariatjuivalent” to
standard coverage under Medicare Part D, may recetiree drug subsidies for retirees who enrothmemployer’s retiree prescription drug planeast of Medicare Part D.
TVA determined that its retiree prescription druyerage did not qualify for retiree drug subsidiesl accordingly has not included or utilized anywnex of subsidy in the
determination of APBO or postretirement benefittct the current or prior periods, in accordangth the requirements contained within the FASBffSPasition FAS 106-2,
Accounting and Disclosure Requirements Relateteédvedicare Prescription Drug, Improvement and Modsation Act of 200..” After analyzing a number of options
available to plan sponsors for integration with tieev Medicare Part D, TVA elected to provide an Eygr-sponsored Part D prescription drug plan ("PDWith alternative
coverage over and above Medicare standard Parvé&rage, for Medicare-eligible retirees who parttein TVA's Medicare supplement. By providing ampdoyer-sponsored
PDP, any Medicare subsidies will be passed thraaghtirees in the form of lower participant prem&iand should not affect TVA's cost of providingsmription drug
coverage.

14. Commitments and Contingencies
Commitments
As of September 30, 2007, the amounts of contracash commitments maturing in each of the nex figars and beyond are shown below:

Commitments and Contingencies
Payments Due in the Year Ending September 30

2008 2009 2010 2011 2012 Thereaftel Total

Debt $1,51: $2,03( $ 62 $1,01¢ $1,52¢ $16,35' $22,50*
Lease obligations

Capital 59 58 57 29 3 3 20¢

Nor-cancelable operatir 63 47 37 28 27 21¢ 421
Purchase obligations

Power 18€ 18z 194 19t 19¢ 3,80¢ 4,76(

Fuel 1,22( 527 504 232 223 442 3,14¢

Other 31C 157 24 16 15 39 561
Total $ 3,35( $3,00: $87¢ $1,51¢ $1,98¢ $20,86° $31,60:
Notes

* Does not include noncash items of foreign cucyevaluation loss of $299 million and net discoantsale of bonds of $189 million.

In addition to the cash requirements above, TVAdwgractual obligations in the form of revenuecdismts related to energy prepayments. See NoteEhergy
Prepayment Obligation:

Energy Prepayment Obligations
Payments Due in the Year Ending September 30

2008 2009 2010 2011 2012 Thereaftel Total

Energy Prepayment Obligations $ 10¢ $ 10t $ 10¢ $ 10¢ $ 10t $ 61: $ 1,13¢
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Debt. At September 30, 2007, TVA had outstanding discotés of $1.4 billion and long-term debt (incluglicurrent maturities) at varying maturities anerest
rates of $21.2 billion for total outstanding indediess of $22.6 billion. See Note 10.

Leases TVA leases certain property, plant, and equipnuerder agreements with terms ranging from onedtgears. Obligations under capital lease agreesrient
effect at September 30, 2007, totaled $59 mill@n2008, $58 million for 2009, $57 million for 201$29 million for 2011, $3 million for 2012, and aggregate of $3 million
thereafter, for a total commitment of $209 millio®f this amount, $38 million represents the cddtmancing. Obligations under non-cancelable agieg lease agreements
(primarily related to facilities and equipment)affect at September 30, 2007, totaled $63 mill@en2008, $47 million for 2009, $37 million for 201$28 million for 2011, $27
million for 2012, and an aggregate $219 millionrésdter for a total commitment of $421 million.

During the third quarter of 2007, TVA entered iaio operating lease agreement and various relatgdacts for the Caledonia combined cycle facildgdted near
Columbus, Mississippi, with a commencement datéubf 1, 2007. The lease agreement has geHs-term expiring on February 28, 2022. The Cal@dtacility consists of thre
combined cycle units with a winter net dependableacity of 892 megawatts. A conversion services@yent providing for power purchases from the Gaiedfacility was
terminated as of July 1, 2007, the lease commengedage, and dispatch control was shifted to TVAJaly 3, 2007. Under the lease, TVA will assumeptaperations no later
than January 1, 2008. The lease agreement furtheides for an end-of term purchase option.

Power Purchase Obligation§VA has contracted with various independent powedpcers and power distributor customers for addéi capacity to be made availe
to TVA. In total, these agreements provide 3,5@fawatts of winter net dependable capacity and @9anvatts of capacity from renewable resourcesatteanot included in th
determination of winter net dependable capacitie ftal financial commitment for non-renewable powupply contracts is approximately $4.7 billioks of September 30,
2007, counterparties to contracts for 1,308 megaveditthis capacity were in bankruptcy, but therdegparties have continued to perform under thewgy purchase agreeme
with TVA throughout their bankruptcy proceeding3osts under TVA's power purchase agreements aheded in the Statements of Income for 2007, 2066,2005 as Fuel
and purchased power expense and are expensedia®ihin accordance with the normal purchases aled £xemption described in SFAS No. 12&;counting for Derivative
Instruments and Hedging Activiti” as amended.

Under the Public Utility Regulatory Policies Act 8978 as amended by the Energy Policy Acts of E98P1995, TVA is obligated to purchase power fraralidying
facilities. At September 30, 2007, there weressigpliers, with a combined capacity of 903 megasyathich qualify under this program.

TVA, along with others, contracted with the Soutteen Power Administration (“SEPA”) to obtain powrm eight U.S. Army Corp of Engineers hydroelectr
facilities on the Cumberland River system. Theeagrent with SEPA can be terminated upon three yeatise, but this notice of termination may notbee effective prior to
June 30, 2017. The contract originally requiredP&HKo provide TVA an annual minimum of 1,500 hoaofpower for each megawatt of TVA’s 405 megawadticdtion, and all
surplus power from the Cumberland River systemcaBse hydroelectric production has been reducedoatdf the hydroelectric facilities on the CumbedaRiver System
(Wolf Creek and Center Hill Dams) and because dfictions in the summer stream flow on the CumberRiver, SEPA declared “force majeure” on Febru2sy2007. SEPA
then instituted an emergency operating plan that:

« Eliminates its obligation to provide any affectadgtomer (including TVA) with a minimum amount ofwper;

«  Provides for all affected customers (except TVAjedoeive a pro rata share of a portion of the ghassly generation from the eight Cumberland Riwgdroelectrit
facilities;

« Provides for TVA to receive all of the remainingunly generation (minus station service for thosalitzes);

« Eliminates the payment of demand charges by cus®(reluding TVA) since there is significantly iezkd dependable capacity on the Cumberland Rivtesy
and

¢ Increases the rate charged per kilowatt-hour ofggneeceived by SEPA’customers (including TVA), because SEPA is lggatuired to charge rates that cove
costs.

It is unclear how long the emergency operating pldhremain in effect.
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Fuel Purchase Obligationg:.VA has approximately $1.5 billion in long-term fymirchase commitments ranging in terms of up to feears for the purchase and
transportation of coal and approximately an add#ldb1.6 billion of long-term commitments rangimgtérms of up to 10 years for the purchase of Bedaranium and
fabrication of nuclear fuel assemblies.

Other ObligationsOther obligations of $561 million consist of comtias of September 30, 2007, for goods and serpicmarily related to capital projects as well as
other major recurring operating costs.

Bear Creek Dam.Bear Creek Dam, a small flood-control, non-getiegadam in northern Alabama, is experiencing faati@h problems as evidenced by seepage
through the foundation of the dam. An Environméhtgpact Statement was completed in 2007, whickchated the preferred alternative is to repair taend The total
estimated cost for repair is $35 million. Site Wt mitigate the problem began in 2007 and is duleal to be completed in 2009.

Contingencies

Nuclear Insurance The PriceAnderson Act provides a layered framework of pridecto compensate for losses arising from a nuaeeant. For the first layer, all NF
nuclear plant licensees, including TVA, purchase@gillion of nuclear liability insurance from Amean Nuclear Insurers for each plant with an opegdicense. Funds for
the second layer, the Secondary Financial Prograoald come from an assessment of up to $101 miffiom the licensees of each of the 104 NRC licemsadtors in the
United States. The assessment for any nucleadexticivould be limited to $15 million per year peactor. American Nuclear Insurers, under a contwitb the NRC,
administers the Secondary Financial Program. Wéthix licensed units, TVA could be required ty gamaximum of $604 million per nuclear incidentt & would have to pay
no more than $90 million per incident in any onaryeWhen the contributions of the nuclear placgisees are added to the insurance proceeds of#iBi@d, over $10.7
billion would be available. Under the Price-AnderdAct, if the first two layers are exhausted, Qasg is required to take action to provide addéidands to cover the
additional losses.

TVA carries property, decommissioningd alecontamination insurance of $4.6 billion ferlitensed nuclear plants, with up to $2.1 billorilable for a loss at any one
site, to cover the cost of stabilizing or shuttdwyvn a reactor after an accident. Some of thisrarsze, which is purchased from Nuclear Electrizitaace Limited (“NEIL”),
may require the payment of retrospective premiumtwa maximum of approximately $66 million. Ont@er 1, 2007, TVA endorsed the existing propedigges for the
Watts Bar Nuclear Plant site to add Builder Riskerage for the construction of Unit 2. The additaf this coverage places the new maximum retrdsgeassessment at $70.5
million.

TVA purchases accidental outage (busim@grruption) insurance for TVA'’s nuclear sitesmh NEIL. In the event that an accident coveredhiy policy takes a nuclear
unit offline or keeps a nuclear unit offline, NEWill pay TVA, after a waiting period, an indemnitg set dollar amount per week) up to a maximumrmugy of $490 million
per unit. This insurance policy may require thgmant of retrospective premiums up to a maximurapgroximately $24 million.

Decommissioning Costd2rovision for decommissioning costs of nucleamerating units is based on options prescribed RE lrocedures to dismantle and
decontaminate the facilities to meet NRC critedalicense termination.

TVA recognizes as incurred all obligagaelated to closure and removal of its nucle#surThe liability for closure is measured as pinesent value of the weighted
estimated cash flows required to satisfy the rdlataligation and discounted at the credit adjustéel of interest in effect at the time the liapiltas actually incurred or
originally accrued, and subsequently modified tmpty with the prevailing accounting provisions. eTéharge to recognize the additional obligatioefiscted by adjusting the
corresponding regulatory asset. Earnings from mecissioning fund investments, amortization expesfdbe decommissioning regulatory asset, and istezepense on the
decommissioning liability are deferred in accordangth SFAS No. 71}Accounting for the Effects of Certain Types of Rlegion.” At September 30, 2007, the present value
of the estimated future decommissioning cost o6 $illlion was included in Asset retirement obligeis, and the unamortized regulatory asset of $4ll@mwas included in
Other regulatory assets. This decommissioning estiétnate is based on amounts prescribed by the fdR@moving a plant from service, releasing theperty for unrestricted
use, and terminating the operating license. Theashdecommissioning costs may vary from the deriestimates because of, among other things, changles assumed dates
of decommissioning, changes in regulatory requir@sjehanges in technology, and changes in theofdesbor, materials, and equipment. Utilitiesttbevn and operate nuclear
plants are required to use different proceduresiaulating nuclear decommissioning costs under&RA. 143 than those that are used in calculatirdear decommissioning
costs when reporting to the NRC. The differencthéndiscount rates used to calculate the presdnéwf decommissioning costs under SFAS No. 148ugethe NRC has the
greatest impact. Accordingly, the two sets of pthares produce different estimates for the costieobmmissioning. See Note 4.
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TVA maintains a nuclear decommissiortingt to provide funding for the ultimate decomrivaing of its nuclear power plants. The fund igdsted in securities
generally designed to achieve a return in line witkrall equity market performance. The asseth@fund are invested in debt and equity securéiebcertain derivative
instruments. These derivative instruments are aseaks various asset classes to achieve a dé@simestment structure and were comprised of 3,0@ifraots with a market
value of $3 million at September 30, 2007. Thes#racts include futures, options, options on fesuswap agreements, and options on swap agreermstments held in tl
decommissioning fund are stated at fair value, Wisadetermined by the trustee of the fund. Ftared options on futures positions are marked ti&eh@n a daily basis. The
swap agreements are marked to market on a mordkig.bThe assets of the fund as of September0®0, 2otaled $1.1 billion including total gains&#50 million of which $8!
million was unrealized. The assets of the fundf&September 30, 2006, totaled $937 million anteoééd total gains of $125 million and unrealizesisles of $24 million for a
net gain of $101 million. The balance as of Senen30, 2007 is greater than the present valueeoéstimated future nuclear decommissioning c@&té monitors the
monetary value of its nuclear decommissioning teunst believes that, over the long term and befessation of nuclear plant operations and commenaeofieecommissionin
activities, adequate funds from investments wilbbailable to support decommissioning. TVA's naclpower units are currently authorized to opeuatd 2020-2036,
depending on the unit. It may be possible to ekthe operating life of some of the units with ap@l from the NRC.

Environmental Matter§VA's activities are subject to certain federastst and local environmental statutes and reguistidviajor areas of regulation affecting TVA’s
activities include air quality control, water quglcontrol, and management and disposal of soldlfezardous wastes. Some of the more compreleregjuirements with
which TVA is required to comply include:

. The Clean Air Act“CAA") and the Clean Air Interstate Ru“CAIR”) and Clean Air Mercury Rul¢‘CAMR™)
. The Clean Water Act and regulations under Sectdiéa and 316
. The Comprehensive Environmental Response, Compensahd Liability Act “CERCLA")

TVA has incurred and continues to incur substamtgital and operating and maintenance costs ieraedcomply with evolving environmental requirerteenMany of
these costs are associated with the operation 8f 999 coal-fired generating units. While it istrppssible to predict how these evolving requiretsavill impact the operation
of existing and new coal-fired and other fossillfgenerating units, it is virtually certain thatronmental requirements placed on the operatiai@$e generating units will
continue to become more restrictive. Litigatioreoemissions from coal-fired generating units salccurring, including litigation against TVA. &eegal Proceedings

The total cost of compliance with futetean air regulations beyond CAIR and CAMR cameassonably be determined at this time becausesairitknowns and
uncertainties surrounding emerging EPA regulatioesyltant compliance strategies, the potentiattferdevelopment of new emission control technelsgiitigation, and future
amendments to the Clean Air Act. However, TVA desmate that spending on emission controls folRC&nd CAMR into the decade beginning in 2011 cadst between
$3.0 billion to $3.6 billion. There could be otfgrbstantial costs if reductions of carbon diox{&O , ") are mandated. Predicting how and when Jtay be regulated is ve
difficult, even more so than the future regulatarother substances. TVA will continue to monitiois issue and will assess and respond to potdirtaicial impacts as they
become more certain.

TVA's total cost related to emissionuetion regulatory programs for sulfur dioxide, ogen oxide, and particulates from 1977 through 28 xpected to reach $5.8
billion, $4.8 billion of which had already been spas of September 30, 2007. (The cost estimatesomplying with CAIR and CAMR, above, are in atilth to these costs.)
Increasingly stringent regulation of some or altha#se substances will continue to result in sigaift capital and operating costs for coal-firedegating units, including those
operated by TVA.

Liability for releases and cleanup of hazardoustarres is regulated by the federal Comprehensivedimental Response, Compensation, and LiabNdl among
others, and similar state statutes. In a mannatasito many other industries and power systenvsh fias generated or used hazardous substancetheveears. TVA
operations at some TVA-owned facilities have rexlin releases of hazardous substances and/ohimhwequire cleanup and/or remediation. TVA assaware of alleged
hazardous-substance releases at 10 non-TVA areagich it may have some liability. TVA has readhegreements with EPA to settle its liability abtef the non-TVA areas
for a total of less than $23,000. There have leerecent assertions of TVA liability for six ofelmon-TVA areas, and (depending on the site) tiselittle or no known
evidence that TVA contributed any significant quignof hazardous substances to these six sitegeTihevidence that TVA sent materials to the reingi two non-TVA
areas: the David Witherspoon site in Knoxvillepnfiessee, and the Ward Transformer site in Ral&ighth Carolina. As discussed below, TVA is noteadt this time to
estimate its liability related to these sites.
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The Witherspoon site is contaminated with radioinled, polychlorinated biphenyls (“PCBs”), and metaDOE has admitted to being the main contribafanaterials
to the Witherspoon site and is currently performitgan-up activities. DOE claims that TVA sentipguent to be recycled at this facility, and thevxsdme supporting evidence
for the claim. However, TVA believes it sent omlyelatively small amount of equipment and thatenohit was radioactive. DOE has asked TVA to ‘{gexate” in completing
the cleanup, but it has not provided to TVA anydevice of TVA's percentage share of the contaminatio

At the Ward Transformer site, EPA and a workingugrof potentially responsible parties ("PRPs") hpravided documentation showing that TVA sent eleat
equipment containing PCBs to this site in 1974 e Working group is cleaning up on-site contaminatioaccordance with an agreement with EPA andsplarsue non-
participating PRPs for contribution. The estimatedt of the cleanup is $20 million. In additi®@PA likely has incurred several million dollarsresponse costs, and the
working group has reimbursed EPA approximately $3@8 of those costs. EPA has also proposed awgbeglan for off-site contamination. The presenttva@ost estimate for
performing the proposed plan is about $5 millién.addition, there may be natural resource dambafeitity related to this site, but TVA is not aveaof any estimated amount
for any such damages.

As of September 30, 2007, TVA's estimated liabifity environmental cleanup for those sites for watsafficient information is available to developast estimate
(primarily the TVA sites) is approximately $20 nolh on a non-discounted basis and is included hefitiabilities on the Balance Sheet.

Legal Proceedings

TVA is subject to various legal proceedings andnetathat have arisen in the ordinary course ofriess. These proceedings and claims include thersaiscussed
below. In accordance with SFAS No.“Bccounting for Contingencies, TVA had accrued approximately $2.5 million with pest to the proceedings described below as of
September 30, 2007, as well as approximately $1llibmwith respect to other proceedings that haxisen in the normal course of TVA's business. Bsuaance can be given
that TVA will not be subject to significant additial claims and liabilities. If actual liabilitiesggificantly exceed the estimates made, TVA's ressaf operations, liquidity, and
financial condition could be materially adverseffeated.

Economy Surplus Power CaséOn August 31, 1999, suit was filed against TWAte United States District Court for the NorthBistrict of Alabama by Birmingham
Steel Corporation, on behalf of itself and a clafs§VA industrial customers that contracted for eamy surplus power. While Birmingham Steel Corpioratvas the original
class representative, it filed for bankruptcy araswexcluded from the class. Johns Manville Corpamatas substituted as the class representativelaitsuit alleged that TVA
overcharged for economy surplus power during ttmersar of 1998 by improperly including some increnaéobsts when calculating the price of economy Isigrpower, and tt
class members sought over $100 million in damagdé= parties engaged in mediation in December 20@6reached a settlement agreement under whichdgréed to pay
approximately $18 million to resolve the case. &ese the settlement was required to be approvéidebgourt to be effective, the settlement was sttbohio the court on May
21, 2007. The court preliminarily approved it amé 6, 2007. On August 20, 2007, the court condugteearing on the fairness of the settlementy afch it approved the
settlement in the amount of $18 million. In acaorde with the terms of the agreement, TVA paidséitdement amount to an escrow agent on Augus2@@/. On October 22,
2007, after the period for appealing the judgefsayal of the settlement had expired, TVA authatiiee agent to disburse the funds to the plaintiffs

Case Against TVA and 22 Electric Cooperative®n December 2, 2004, the United States Distranirt for the Middle District of Tennessee dismisadawsuit filed
by John McCarthy, Stan Cooper, Joe Sliger, Mikd,Bxn Rackley, Terry Motley, Billy Borchert, JinoBter, and Ryan Hargis on behalf of themselvesadirathers similarly
situated against TVA and the Middle Tennessee Edéeletembership Corporation, Appalachian ElectricoPerative, Caney Fork Electric Cooperative, Inhiickasaw Electric
Cooperative, Cumberland Electric Membership CorpanaDuck River Electric Membership Corporatiomy#€tteville Public Utilities, Forked Deer Elect@ooperative, Inc.,
Fort Loudoun Electric Cooperative, Gibson Eleciiembership Corporation, Holston Electric Coopemativmc., Meriwether Lewis Electric Cooperative, Mi¢ain Electric
Cooperative, Inc., Pickwick Electric CooperativégtPau Electric Cooperative, Powell Valley Electlicoperative, Sequachee Valley Electric CooperaBesithwest Tennessee
Electric Membership Corporation, Tennessee Valllegttic Cooperative, Tri-County Electric Membersiprporation, Tri-State Electric Membership Corgiamna, Upper
Cumberland Electric Membership Corporation, anduvitder Energy Cooperative. The lawsuit in partleingled TVA'’s practice of setting rates for elecp@mwner charged by
distributor customers through TVA's contracts wdiktributor customers. The court held that trdefal law claims against TVA failed as a mattela@f because Congress had
specifically authorized TVA to set the rates charbg distributor customers through TVA's
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contracts with distributor customers. The coustilssed the state law claims against the othendefdgs because the plaintiffs had not taken theired| steps to bring those
claims in court. The plaintiffs appealed to the tddiStates Court of Appeals for the Sixth Circtixth Circuit”), which affirmed the district coustdecision on October 17,
2006, holding, among other things, that TVA's ratese not subject to judicial review and that T\&Aniot subject to antitrust liability when doingwould interfere with TVA’s
purposes. The plaintiffs did not appeal, and tbadiine for doing so has expired.

Global Warming Cases On July 21, 2004, two lawsuits were filed agaiigA in the United States District Court for thew@hern District of New York alleging that
global warming is a public nuisance and that £#nissions from fossiluel electric generating facilities should be omteabated because they contribute to causing tkanmue

The first case was filed by various states (Catifar Connecticut, lowa, New Jersey, New York, Rhisiignd, Vermont, and Wisconsin) and the City ofilN¢ork against TVA
and other power companies. The second case, wiégesa both public and private nuisance, was fidgdinst the same defendants by Open Space InstitateOpen Space
Conservancy, Inc., and the Audubon Society of NemnHshire. The plaintiffs do not seek monetary dagsaut instead seek a court order requiring eafdndant to cap its
CO, emissions and then reduce these emissions by gecifisd percentage each year for at least a detad&eptember 2005, the district court dismissetth lawsuits because

they raised political questions that should notlbeided by the courts. The plaintiffs appealecheoWnited States Court of Appeals for the Secomdu@i(“Second Circuit”).
Oral argument was held before the Second Circultusre 7, 2006. On June 21, 2007, the Second Cdteitted the parties to submit letter briefs bly &) 2007, addressing the
impact of the Supreme Court’s decisiorMassachusetts v. ERAL27 S.Ct. 1438 (2007), on the issues raised dypénties. On July 6, 2007, the defendants josilymitted
their letter brief.

Case Involving Alleged Madifications to the ColbEdssil Plant The National Parks Conservation Association, (f¢PCA"), and Sierra Club, Inc. (“Sierra Club”),
filed suit on February 13, 2001, in the United &saDistrict Court for the Northern District of Alaima, alleging that TVA violated the Clean Air ASCAA”) and implementing
regulations at TVA's Colbert Fossil Plant (“Colbdgrta coal-fired electric generating facility loeatin Tuscumbia, Alabama. The plaintiffs alleget f(RdA made major
modifications to Colbert Unit 5 without obtainingagonstruction permits (in alleged violation of fevention of Significant Deterioration (“PSD")ogram and the
Nonattainment New Source Revie“NNSR") program) and without complying with emissistandards (in alleged violation of the New Souwregformance Standards
(“NSPS") program). The plaintiffs seek injunctive reliefyitipenalties of $25,000 per day for each violat@nor before January 30, 1997, and $27,500 pefatasach violatiol
after that date; an order that TVA pay up to $100,fr beneficial mitigation projects; and costditfation, including attorney and expert witndgss. On November 29, 2005,
the district court held that sovereign immunity@uoeled the plaintiffs from recovering civil penaliiagainst TVA. On January 17, 2006, the distoctricdismissed the action, «
the basis that the plaintiffs failed to provide qaate notice of NSPS claims and that the statuliendftions curtailed the PSD and NNSR claims. ‘phentiffs appealed to the
United States Court of Appeals for the Eleventtedir(“Eleventh Circuit”) on January 25, 2006. dn October 4, 2007 decision, the Eleventh Cirdiiitraed dismissal of the
lawsuit.

Case Involving Alleged Modifications to Bull Run $33l Plant The NPCA and the Sierra Club filed suit agaii¢A on February 13, 2001, in the United States it
Court for the Eastern District of Tennessee, atigghat TVA did not comply with the new source ewi(“NSR”) requirements of the CAA when TVA repairiégs Bull Run
Fossil Plant (“Bull Run”), a coal-fired electric gerating facility located in Anderson County, Tessee. In March 2005, the district court granted ®/hotion to dismiss the
lawsuit on statute of limitation grounds. The ptédfa’ motion for reconsideration was denied, ahdyt appealed to the Sixth Circuit. Friend of thartbriefs supporting the
plaintiffs’ appeal have been filed by New York, @eeticut, lllinois, lowa, Maryland, New Hampshitéew Jersey, New Mexico, Rhode Island, Kentucky, $aabusetts, and
Pennsylvania. Several Ohio utilities filed a friesfdthe court brief supporting TVA. Briefing of ttampeal to the Sixth Circuit was completed in M8@& Oral argument was
held on September 18, 2006, and a panel of thadgegiissued a decision reversing the dismissal arctv2, 2007. TVA requested that the full SixthoQit rehear the appeal,
but the Sixth Circuit denied this request. A salied) order has now been entered by the distriattoon remand, setting the case for trial on Auduist2008. TVA is already
installing or has installed the control equipménattithe plaintiffs seek to require TVA to installthis case, and it is unlikely that an adversasitat will result in substantial
additional costs to TVA. An adverse decision, hegrecould lead to additional litigation and cogklise TVA to install additional emission contrastgms such as scrubbers
and selective catalytic reduction systems on wwiitsre they are not currently installed, under cwresion, or planned to be installed. It is uncertahether there would be
significant increased costs to TVA.

Case Involving Opacity at ColbertOn September 16, 2002, the Sierra Club and takatna Environmental Council filed a lawsuit in theited States District Court
for the Northern District of Alabama alleging tHa¥A violated CAA opacity limits applicable to Collieébetween July 1, 1997, and June 30, 2002. Thatjffa seek a court
order that could require TVA to incur substantiddigional costs for environmental controls and payi penalties of up to
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approximately $250 million. After the court dismessthe complaint (finding that the challenged emisswere within Alabama'’s two percent de minimiker which provided a
safe harbor if nonexempt opacity monitor readingsr 0 percent did not occur more than two peroéttte time each quarter), the plaintiffs appeabeidistrict court’s
decision to the Eleventh Circuit. On November 2%, the Eleventh Circuit affirmed the district comdismissal of the claims for civil penaltiesttheld that the Alabama de
minimis rule was not applicable because Alabamartmget obtained EPA approval of that rule. Theecaias remanded to the district court for furtirecpedings. On April 5,
2007, the plaintiffs moved for summary judgment. Arfdpposed the motion and moved to stay the proogediOn April 12, 2007, EPA proposed to approvabdma’s de
minimis rule subject to certain changes. This rkimg proceeding is ongoing. On July 16, 2007 dis&ict court denied TVAs motion to stay the proceedings pending app
of Alabama’s de minimis rule. Oral argument on tin@tion for summary judgment was held on August2Df)7. On August 27, 2007, the district court gedrthe plaintiffs’
motion for summary judgment, finding that TVA haidlated the CAA at Colbert. The district court dhéthat, while TVA had achieved 99 percent compleaon Colbert Units
1-4 and 99.5 percent compliance at Colbert Unit\BA had exceeded the 20 percent opacity limit (meed in six-minute intervals) more than 3,350 tirbesveen January 3,
2000, and September 30, 2002. The district caul¢red TVA to submit a proposed remediation plamctv TVA did on October 26, 2007. The plaintifigye an opportunity t
respond. TVA is reviewing its options for regulgt@nd compliance approaches to address this decisf EPA approves Alabama’s de minimis rule nttige lawsuit will
become moot.

In addition to Colbert, TVA has another coal-fireawer plant in Alabama, Widows Creek Fossil PldWilows Creek”), which has a winter net dependaj#aerating
capacity of 1,628 megawatts. Since the operatiailidows Creek must meet the same opacity requirgsn¢his plant may be affected by the decisiothis case. The
proposed de minimis rule change would help reduadiminate the chances of an adverse effect oroW#dCreek from the district court decision.

Case Brought by North Carolina Alleging Public Narise. On January 30, 2006, North Carolina filed sg#iast TVA in the United States District Court fbe
Western District of North Carolina alleging that A¢ operation of its coal-fired power plants in Tessee, Alabama, and Kentucky constitute publisamges. North Carolina
is asking the court to impose caps on emissiorngéin pollutants from TVA's coal-fired plants tHdorth Carolina considers to be equivalent to aapgmissions imposed by
North Carolina law on North Caroli’s two largest electric utilities. The impositiofisuch caps could require TVA to install more ptiin controls on a faster schedule
than required by federal law. On April 3, 2006,AYhoved to dismiss the suit on grounds that the casot suitable for judicial resolution becauseaparation of powers
principles, including the fact that these matteesteased on policy decisions left to T\&Adiscretion in its capacity as a government agancythus are not subject to tort liabi
(the “discretionary function doctrine”), as well #e Supremacy Clause. In July 2006, the courtedeMVA’s motion and set the trial for the term oluct beginning October
2007. On August 4, 2006, TVA filed a motion reqimgtpermission to file an interlocutory appeal witle United States Court of Appeals for the Fo@ifeuit (the “Fourth
Circuit”), which the district court granted on Semiber 7, 2006. On September 21, 2006, TVA petitiche Fourth Circuit to allow the interlocutory aa. The Fourth Circuit
granted the petition, but the district court did stay the case during the appeal. Briefing ofitlerlocutory appeal to the Fourth Circuit was céetgd in January 2007, and oral
argument was held on October 31, 2007. On JulY@7 2North Carolina filed with the district courtration for partial summary judgment addressindgaterof TVA's
defenses. On July 31, 2007, and August 20, 2004 filed two separate motions for summary judgmesegking dismissal of the lawsuit. The trial beftre district court
previously scheduled for the term of court begign@ctober 2007 has been canceled and may be redetddr the term of court beginning after Januzo98.

Case Involving North Carolina Petition to the EPA In 2005, the State of North Carolina petitiotleel EPA under Section 126 of the CAA to impose tolutl
emission reduction requirements for $énd NO, emitted by coal-fired power plants in 13 statesluding states where TVA's coal-fired power plaats located. In March
2006, the EPA denied the North Carolina petitiomprily on the basis that the Clean Air Interstatde remedies the problem. In June 2006, North I@erdiled a petition for
review of EPA’s decision with the United States @af Appeals for the District of Columbia CircuBriefing on the appeal is underway, and on Octdh@007, TVA filed a
friend of the court brief in support of EPA’s deois to deny North Carolina’s Section 126 petition.

Case Arising out of Hurricane Katrinaln April 2006, TVA was added as a defendant tbeas action lawsuit brought in the United St&ésrict Court for the
Southern District of Mississippi by 14 residentdMigsissippi allegedly injured by Hurricane Katririéhe plaintiffs sued seven large oil companiesamdil company trade
association, three large chemical companies amgmical trade association, and 31 large companiesvied in the mining and/or burning of coal, indilug TVA and other
utilities. The plaintiffs allege that the defendsirgreenhouse gas emissions contributed to globaining and were a proximate and direct cause ofitlure Katrina’s increased
destructive force. The plaintiffs are seeking manetiamages among other relief. TVA has movedsmis the complaint on grounds that TVA's operatibits coal-fired
plants is not subject to tort liability due to ttiscretionary function doctrine. On August 30, 2002
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district court heard oral arguments on whetherighee of greenhouse gas emissions is a politiceemahich should not be decided by the court. disérict court then
dismissed the case on the grounds that the plaitdifked standing. The dismissal has been appéaltne United States Court of Appeals for thehF@ircuit.

East Kentucky Power Cooperative Transmission CaseApril 2003, Warren notified TVA that it wasrminating its TVA power contract. Warren then eateinto an
arrangement with East Kentucky under which Warrenlhds become a member of East Kentucky, and Eastu€ky would supply power to Warren after its powentract with
TVA expires in 2009. East Kentucky then asked TidArovide transmission service to East Kentuchyitoservice to Warren. TVA denied the requesttenbasis that, under
the antieherrypicking provision, it was not required to yide the requested transmission service. Eastu€égtthen asked to interconnect its transmissictesy with the TVA
transmission system in three places that are dlyréelivery points through which TVA supplies powe Warren. TVA did not agree and East Kentucksedsthe FERC to
order TVA to provide the interconnections. In Jayu2006, FERC issued a final order directing TVAiritterconnect its transmission facilities with EKsntucky’s system at
three locations on the TVA transmission systemADgust 11, 2006, TVA filed an appeal in the U.Su@mf Appeals for the District of Columbia Circgiéeking review of this
order on the grounds that this order violated tité éherrypicking provision. On January 10, 200¥ATand Warren executed an agreement under whiclrélaescinded its
notice of termination. On May 3, 2007, East Kentufiled a motion with FERC to terminate the FER®g®eding on grounds of mootness. TVA has also &leubtion with
FERC to vacate all orders issued in the proceediffitether or not FERC grants TVA’s motion to vacétes likely that the FERC proceeding and the hésg litigation will
eventually be dismissed and not proceed to a ceieiu

Case Involving Areva Fuel FabricationrOn November 9, 2005, TVA received two invoiceling $76 million from Framatome ANP Inc., whishbsequently chang
its name to AREVA NP Inc. (“AREVA”"). AREVA assertdtat it was the successor to the contract betW&&kand Babcock and Wilcox Company (“B&W") under igh
B&W would provide fuel fabrication services for TV8A\Bellefonte Nuclear Plant. AREVA's invoices wdrased upon the premise that the contract requivgdt® buy more
fuel fabrication services from B&W than TVA actuappurchased. In September 2006, TVA received a&bwotaim from AREVA which requested a Contractinfji€2r's
decision pursuant to the Contract Disputes Act9f8land reduced the amount sought to approxim&g8y8 million. On April 13, 2007, the ContractindfiCer issued a final
decision denying the claim. On April 19, 2007, AREfiled suit in the United States District Coudrfthe Eastern District of Tennessee, reassettia®25.8 million claim and
alleging that the contract required TVA to purchesgain amounts of fuel and/or to pay a canceltatee. TVA filed its answer to the complaint oméu5, 2007. AREVA
subsequently raised its claim to $47.9 millioniaTis scheduled to begin September 29, 2008.

Notification of Potential Liability for Ward Trangfmer Site EPA and a working group of potentially respotesibarties (“PRPs”) have provided documentation
showing that TVA sent electrical equipment contagnPCBs to the Ward Transformer site in RaleighitiN@arolina. Under the Comprehensive EnvironmeRésponse,
Compensation, and Liability Act (‘CERCLA"any entity which arranges for disposal of a CERGiakardous substance at a site may bear liabilitthio cost of cleaning up tl
site. The working group is cleaning up on-sitetaamination in accordance with an agreement with BR@ plans to sue non-participating PRPs for coution. The estimated
cost of the cleanup is $20 million. In additiorR&likely has incurred several million dollars #sponse costs, and the working group has reimb&@Bédapproximately
$725,000 of those costs. EPA has also proposéshaup plan for off-site contamination. The preéseorth cost estimate for performing the proposkah jis about $5
million. In addition, there may be natural reseudamages liability related to this site, but T\&Anot aware of any estimated amount for any suotedas. See Item 1,
Business —Environmental Matters — Hazardous Substances

Employment ProceedingsTVA is engaged in various administrative andalggroceedings arising from employment disputegsehmatters are governed by federal
law and involve issues typical of those encountémetie ordinary course of business of a utilithey may include allegations of discrimination dahation (including
retaliation for raising nuclear safety or environa concerns), wrongful termination, and failuvegply overtime under the Fair Labor Standards Adterse outcomes in these
proceedings would not normally be material to TVAesults of operations, liquidity, and financiahdition, although it is possible that some outcormsd require TVA to
change how it handles certain personnel matteeperates its plants.

Notice of Violation at Widows Creek Unit.70n July 16, 2007, TVA received a Notice of Viia (“NOV”) from EPA as a result of TVA's failurto properly
maintain ductwork at Widows Creek Unit 7. From 2@062005, the unit's ducts allowed S@ escape into the air. TVA repaired the ductwork@05, and the problem has b

resolved. TVA is reviewing the NOV. While the NQ\es not set out an administrative penalty, iikisly that TVA will face a monetary sanction thrdugiving up emission
allowances, paying an administrative penalty, dhbdased on the current discussions with EPA, B\&stimate of potential monetary sanctions is ohemis at this time.
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Significant Litigation to Which TVA Is Not a PartyOn April 2, 2007, the Supreme Court issued aniop in the case dfinited States v. Duke Energsacating the
ruling of the Fourth Circuit in favor of Duke Engrgnd against EPA in EPA’s NSR enforcement casenagBuke Energy. The NSR regulations apply pritydad the
construction of new plants but can apply to exgffants if a maintenance project (1) is “non-metiand (2) increases emissions. The Supreme @eldtthat under EPA’s
PSD regulations, increases in annual emissionsétheuused for the test, not hourly emissions disies, including TVA, have argued should be tt@nslard. Annual emissions
can increase when a project improves the relighilitplant operations and, depending on the timegdeover which emission changes are calculatdd,pbssible to argue that
almost all reliability projects increase annual €sions. Neither the Supreme Court nor the Fountbu@iaddressed what the “routine” project testidtidoe. The United States
District Court for the Middle District of North Calina had ruled for Duke on this issue, holdingt tlautine” must take into account what is routinghe industry and not just
what is routine at a particular plant or unit as®Efas argued. EPA did not appeal this ruling. QumoDer 5, 2007, EPA filed a motion with the Unit@ttes District Court for tt
Middle District of North Carolina asking that cotietvacate its entire prior ruling, including therfion relating to the test for “routine” projects.

TVA is currently involved in two NSR cases (onedhxing Bull Run, the dismissal of which was recgnttversed on appeal) and another at Colbert (#missal of
which was recently affirmed on appeal). These casesliscussed in more detail above. The Supremet’€oejection of the hourly standard for emissidesting could
undermine one of TVA's defenses in these casdmwadth TVA has other available defenses. Environalegrtbups and North Carolina have given TVA notitéhe past that
they may sue TVA for alleged NSR violations at anfver of TVA units. The Supreme Court’s decisionldancourage such suits, which are likely to ineolnits where
emission control systems such as scrubbers anctiseleatalytic reduction systems are not installedler construction, or planned to be installetherelatively near term.

15. Related Parties

TVA is a wholly-owned corporate agency of the fedgrovernment, and because of this relationshiph'§Vevenues and expenses are included as pdredéteral
budget. TVA’s purpose and responsibilities asganay are described under the “Other Agencies’i@ectf the federal budget.

TVA currently receives no appropriations from Ccoegg and funds its business using generated powtmsyevenues, power financings, and other revenii€éa is a
source of cash to the federal government. UntiRTifeets its remaining obligation to pay $130 milliof the Power Facility Appropriation Investmententhe TVA Act, TVA
will continue to repay a portion of the Power FiagiAppropriation Investment in the TVA power syste TVA will also continue to pay a return on thetstanding balance of
this investment indefinitely. See Note 8 Appropriation Investment.

In the normal course of business, TVA contracthwiher federal agencies for sales of electriaityf ather services. Transactions with agenciebefdéderal
government were as follows:

Related Party Transactions
For the years ended, or as of Septembe

2007 2006 2005
Sales of electricity service $18¢ $181 $16¢
Other revenue 47 24 15
Other expense 237 22€ 222
Receivables at September 19 21 26
Payables at September 12¢€ 12z 131
Return on Power Facility Appropriation Investm 2C 18 16
Repayment of Power Facility Appropriation Investrin 2C 20 20
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16. Unaudited Consolidated Quarterly Financial Infamation

A summary of the unaudited quarterly results ofrapens for the years 2007 and 2006 follows. Fusmary should be read in conjunction with the taffinancial
statements appearing herein. Results for integniods may fluctuate as a result of seasonal weathitions, changes in rates, and other fact®re $53 million loss in the
first quarter of 2006 was primarily due to increhfeel and purchased power costs.

Unaudited Consolidated Quarterly Financial Information

2007
First Seconc Third Fourth Total
Operating revenues $2,10¢ 1,2 $2,28(2 $2,23¢ $2,62¢ $9,24+
Revenue capitalized during pre-commercial plamrapons - - 23 34 57
Operating expenses 1,78¢ 1,891 1,853 2,191 7,72:
Operating income 31€1.2 38¢€2 36C 39¢ 1,464
Net income $51 $12¢ $19¢ $12 $38¢
2006
First Seconc Third Fourth Total
Operating revenues $2,05( $2,05¢ $2,24: $2,82¢ $9,17¢
Operating expense 1,82 1,76¢€ 1,87¢ 2,11¢ 7,582
Operating incomé 228 28¢ 36€& 713 1,59:
Income before cumulativeffect of accounting chang (53) 14 162 31E 43¢
Cumulative effect of accounting change - - - (109; (109)
Net (loss)/incom $(53, $14 $16-2 $20¢ $32¢
Notes:

(1) Prior to the second quarter of 2007, TVA reportedain items not directly associated with the sdlelectricity as Sales of electricity. This reuerof $7 million for the first quarter of 2007 Haesen reclassified from Sales
of electricity to Other revenue. See Not— Reclassifications

(2) Prior to the third quarter of 2007, TVA reportedta& revenue not directly associated with revederdved from electric operations as Other reverilieis loss of $3 million for the second quarte26D7 has bee
reclassified from Other revenue to Other incomee Bote }— Reclassifications

(3) Prior to the fourth quarter of 2007, TVA reporteitain revenue realized from |-commercial plant operations as an increase to @pgrand maintenance expense. This revenue oh$idn for the third quarter of 200
has been reclassified from Operating and maintenarpense to Revenue capitalized durin-commercial plant operations. See No— Capitalized Revenue During F-Commercial Plant Operation

(4) Prior to 2007, TVA reported certain revenue noedily associated with revenue derived from eleaperations as Other revenue. This income (lok$Ranillion, ($7 million), $8 million, and $7 mithn for the first quarter «
2006, the second quarter of 2006, the third quarft@006, and the fourth quarter of 2006, respetyivhas been reclassified from Other revenue teeOincome. Additionally, certain items not dilgcassociated with the sale
electricity were previously reported as Sales etelcity. This revenue of $5 million, $6 millio85 million, and $6 million for the first quartef 2006, the second quarter of 2006, the third quast 2006, and the fourth quartei
2006, respectively, has been reclassified fromsSaflelectricity to Other revenue. See No— Reclassifications

17. Subsequent Events
Debt Securities
In October 2007, TVA issued $24 million of electod@s® with an interest rate of 5.5 percent which matar®¢tober 2022 and are callable beginning in Oatabes.

In November 2007, TVA issued $17 million of electotes® with an interest rate of 4.8 percent which matarblovember 2014 and are callable beginning in Nde
2008.

Revolving Credit Facility Agreement

In November 2007, TVA renewed the credit facilitittwthe November 11, 2007, maturity date. The neaturity date for this credit facility is NovembE®, 2008.
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Management Changes

On November 26, 2007, TVA'’s principal accountinficgfr, Randall P. Trusley, Vice President and Caligr, announced he would be retiring from TVA efiee
January 4, 2008.

On December 4, 2007, John Thomas, General Manag@rferations Business Services, was hamed Vicgderg and Controller, effective January 7, 2008.
Impacts of Recent Financial Market Conditi@msinvestment Portfolios
Financial markets have experienced significant ttag#y in recent months due to deteriorating drednditions associated with increased defaulisratesub-prime
mortgages. The uncertainty has resulted in signifiy lower market valuations for many asset badkedstments. TVA'’s investment portfolios contairariety of diversified

investments, including securities directly impadbgdhese events. The impact of these events dh'STkétirement system and nuclear decommissioninst investment
portfolios is reflected in changes in these porfehlues from September 30, 2007 to November 807 2which are outlined in the following table:

2007
Percent Change Since
September 30 October 30* November 30’ September 3
$
Retirement Syster $7,977 8,08 $7,79 (2.26%
Nuclear Decommissioning Tru 1,08¢ 1,11¢ 1,06t (1.93%)

* Investment balances at September 30, 2007, asteedarNotes 13 and 14. Investment balances ath®@ct31, 2007, are based on final trustee statesnant investment balances at November 30, 2
are based on preliminary trustee balan

During the period of September 30, 2007, througheévaber 30, 2007, the change in the Standard & B&R0 benchmark index was a decrease of 2.66 gercen
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Report of Independent Registered Public Accountindrirm

To the Board of Directors of the Tennessee ValleyhArity:

In our opinion, the accompanying balance sheetdfadelated statements of income, of changesaprigtary capital and of cash flows present faiitlyall material respects, t
financial position of Tennessee Valley Authoritgt September 30, 2007 and 2006, and the resulis @berations and its cash flows for each of tired years in the period
ended September 30, 2007 in conformity with acdagrrinciples generally accepted in the United&taf America. In addition, in our opinion, theancial statement
schedule appearing under Item 15(a)(2) presemnty,fai all material respects, the information f®th therein when read in conjunction with theatel financial

statements. These financial statements and fiabstzEitement schedule are the responsibility offérnessee Valley Authority's management. Ouraresipility is to express €
opinion on these financial statements and finarstetement schedule based on our audits. We ctedioar audits of these statements in accordanttetiné standards of the
Public Company Accounting Oversight Board (Unitedt&s). Those standards require that we plan arfdiqm the audit to obtain reasonable assurancetatitether the
financial statements are free of material misstat#gmAn audit includes examining, on a test basiglence supporting the amounts and disclosurtrifinancial statements,
assessing the accounting principles used and &igntfestimates made by management, and evaluhgngverall financial statement presentation. \&kele that our audits
provide a reasonable basis for our opinion.

As discussed in note 1 to the financial statemeifsctive September 30, 2006, Tennessee Vallehakity adopted Financial Accounting Standards Bdaterpretation No. 47
Accounting for Conditional Asset Retirement Obligiad--an Interpretation of FASB Statement No. 143.

?)T"-M:mhl’mrbo-rhﬁemp” e Lo 2

PricewaterhouseCoopers LLP
Knoxville, Tennessee
December 10, 2007
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

For information regarding TVA's decisitmchange independent registered public accoufitimg, please refer to the disclosure in TVA's mt Report on Form 8-K
dated September 27, 2007, which was filed withSBE€ on October 2, 2007.

ITEM 9A. CONTROLS AND PROCEDURES

An evaluation has been performedeurthe supervision of TVA management (including pinesident and chief executive officer) and membéthe disclosure cont
committee (including the chief financial officerdathe vice president and controller) of the effestiess of the design and operation of TVA'’s disglesontrols and procedures
as of September 30, 2007. Based on that evalyadkierpresident and chief executive officer and iners of the disclosure control committee (including chief financial
officer and the vice president and controller) doded that TVA's disclosure controls and proceduessept as described in the following paragrapreveffective as of
September 30, 2007, to ensure that informationireduo be disclosed in reports TVA files or sulsnihder the Securities Exchange Act of 1934, asdetk is recorded,
processed, summarized, and reported within the pen®ds specified in Securities and Exchange Casion rules and forms. This includes controls andg@dures designed to
ensure that such information is accumulated andwenicated to TVA management, including the predidenl chief executive officer, the disclosure contommittee, and the
chief financial officer, as appropriate, to alloweély decisions regarding required disclosure.

During the preparation of this Annual Report onrRdi0-K, TVA determined that certain information fehich Current Report on Form 8-K disclosure wdtedafor
was not reported on such form. This informationaaned executive compensation and the renewakditdacilities. These matters are discussed inibieta Current Report ¢
Form 8-K filed by TVA on December 11, 2007. The ardy of the relevant information had already beésctlosed in the Quarterly Reports on Form 10-Q@uadent Reports
on Form-8-K TVA filed during the year, or is beidgsclosed in this Annual Report on Form 10-K. Thiufes were the result of control deficiencies anchan error. TVA has
identified improvements to its disclosure contreigjch involve both additional controls and addi@btraining. TVA has begun to implement these iovements.

TVA management believes that a control system, atienhow well designed and operated, cannot peocalsolute assurance that the objectives of theat@ystem
are met, and no evaluation of controls can proginigolute assurance that all control issues andrinss of fraud, if any, within a company can bectet.

TVA's controls and procedures are designed to pi®veasonable, but not absolute, assurance thabjbetives will be met. It should be noted that tiesign of any
system of controls is based in part upon certasnraptions about the likelihood of future events] #rere can be no assurance that any design witkgd in achieving its stated
goals under all potential future conditions, redesd of how remote.

During the most recent fiscal quarter, there wésgnges in TVA'’s internal control over financial cgpng that have materially affected TVA's interrantrol over
financial reporting. In particular, TVA completéite remediation of material internal control weadses related to (1) TVA's engse billing arrangements with wholesale po
customers and (2) the completeness, accuracy,uthdraation of TVA's property, plant, and equipné&mnsactions and balances, the calculation of BEUand the review of
construction work in progress accounts for propeswre to completed plant.

ITEM 9B. OTHER INFORMATION

Not applicable
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PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE
Directors

TVA is administered by a board of niretgime members appointed by the President obthieed States with the advice and consent of thefge The Chairman of the
TVA Board is selected by the members of the TVA iBioa

The TVA Board at December 12, 2007, &ied of the following individuals with their agaad terms of office provided:

Directors Age Year Appointed Year Term Expires
William B. Sansom, Chairme 66 2006 2009
Bishop William Grave: 70 2006 2007 *
Susan Richardson Willian 62 2006 2007 *
Skila S. Harris 57 1999 2008
Donald R. DePries 68 2006 2009
Howard A. Thrailkill 68 2006 2010
Dennis C. Bottorf 63 2006 2011
Robert M. Duncal 56 2006 2011

* Although the terms of Directors Graves and Williaaxpired in May 2007, they are entitled to remaiffice until the end of the current session oh@®ss. Both directors have been nominated byideresGeorge W. Bush
for new terms

There is currently one vacant positiartlee TVA Board, and President Bush has nominatehias C. Gilliland to fill this position. A heagron Mr. Gilliland’s
nomination was held before the Senate EnvironmeRuBlic Works Committee on October 2, 2007, butSkeate has not yet completed action on his noromat

Mr. Sansomof Knoxville, Tennessee, joined the TVA Board infgla 2006 and was elected Chairman by the TVA Baaldarch 2006. He is Chairman and Chief
Executive Officer of The H.T. Hackney Co., a divfiesi company involved in wholesale grocery, gad ail, and furniture manufacturing, and has heht ghosition since
1983. Since 1995, Mr. Sansom has also been adlireicAstec Industries, Inc., a corporation base@hattanooga, Tennessee, that manufactures egqotgand components
used in road construction, and since 1984, he das h director at First Horizon National Corponatia Memphis, Tennessee, bank holding compang00®, he was named a
director of MidAmerica Apartment Communities, Inc., a real esitatestment trust with ownership interests in aparitrhomes. From 1994 to 2006, he was a directbtasfin
Marietta Materials, Inc., a company based in Ralelprth Carolina, that supplies minerals, chensicahd composites for various industries.

Bishop Graves of Memphis, Tennesseagpthe TVA Board in October 2006. He has beenigireg Bishop of the Christian Methodist Episco@iurch in Memphis,
Tennessee since being elected at 806 General Conference held in June to July 2G@8viously, he was pastor of the Phillips TemplE_Church of Los Angeles,
California. He is the immediate Past PresiderthefBoard of the National Congress of Black Chusclaad from September 1993 to July 2004 Bishop €ravas a member of
the Board of Memphis Light, Gas and Water, a TVétibutor customer.

Ms. Williams of Knoxville, Tennessee, joined the TVA Board infiela 2006. Since June 2004, she has been the @iiSersan Williams Public Affairs in Knoxville,
Tennessee, and is affiliated with SRW & Associatgsere, along with five other independent contrexctovolved with SRW & Associates, she providesljputelations
consulting services for various clients. From 1898004, she managed the Knoxville, Tennesseieedff the Ingram Group, a statewide public-relagiéirm.

Ms. Harris joined the TVA Board in Noveer 1999. Prior to her current position, she s¢atethe Department of Energy as Executive Diresfdhe Secretary of Ener
Advisory Board. From 1993 until 1997, she was acgpeé\ssistant to Vice President Gore and Mrs. Go@hief of Staff.

Mr. DePriestof Columbus, Mississippi, joined the TVA Board irakth 2006. He is President of MCT Investors LiPABexandria, Virginia, venture capital firm thag h
founded in 1987 and that develops telecommunicatéom healthcare ventures. He has founded othepaies, including Boundary Healthcare Productp@aition in 1987,
where he served as Chairman until 1992. He alsoded Charisma Communications Corporation in 1882/ecommunications company, where he served asr@4n and
President.
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Mr. Thrailkill of Huntsville, Alabamagijned the TVA Board in March 2006. He retired ep8mber 2005 as President and Chief Operating€féif Adtran, Inc., in
Huntsville, which supplies equipment for telecommeations service providers and corporate end-usdesjoined Adtran, Inc., in 1992.

Mr. Bottorff of Nashville, Tennesseeined the TVA Board in March 2006. Since Januar@L2Me has served as Chairman and Partner of Qd/erdiures, a venture
capital firm. He was Chairman of AmSouth Bancogti@mn until his retirement in 2001 and from 19911899 was Chief Executive Officer of First Ameriddank. He has
served since 1998 as a director of Dollar Genaragriety store company. In addition, he is adoeof Ingram Industries, a privately held providé wholesale distribution,
inland marine transportation, and insurance sesyiaalirector of AppForge, a privately held developf multi-platform mobile and wireless applicatisolutions; a director of
Lancope, Inc., a privately held developer of bebealibased intrusion detection systems for netveeiturity; and a member of the Board of Truste@savfderbilt University.

Mr. Duncan of Inez, Kentucky, joined fhi€A Board in March 2006. He is the Chairman, Glidgecutive Officer, and Director of Inez Depos#iik, FSB in Louisa,
Kentucky (since April 1984, with a one-year lea¥albsence from 1989 to 1990 to serve as Assistaat®r of Public Liaison in the White House); Ctmaan, Chief Executive
Officer, and Director of Inez Deposit Bank in In&entucky (since September 1974 with a one-yeareled absence); Chairman, Chief Executive Offiesd Director of
Community Holding Company, a single-bank holdinghpany (since 1984 with a one-year leave of abse@w&irman, Chief Executive Officer, and Directé:Gommunity
Thrift Holding Company, a unitary thrift holding egany (since 1999); and Chairman of the Republitational Committee since January 2007. From 183807, Mr.
Duncan was the Chairman of the Big Sandy Regiaordustrial Development Authority, which manages stdal parks in five eastern Kentucky counties.. Muncan remains
on the board of directors of the Big Sandy Regidndustrial Development Authority. He is also thecretary for the Highlands Regional Medical Ceméd®restonburg,
Kentucky, which manages a regional hospital.

Mr. Gilliland, the nominee, is from Biaville, Georgia and is age 59. Mr. Gilliland heeen Executive Vice President and Director of WhiTmmmunity Banks, Inc., a
bank holding company with assets of approximat8y $illion, since 1992. He has also been theedagr and General Counsel of this company sinc® 200confirmed by th
Senate, his term would extend until May 2011.

On January 19, 2007, William W. Baxter informed thonorable George W. Bush, the President of thieeistates, that he was resigning his positioa disector of the
Tennessee Valley Authority, effective immediatétyreturn full-time to the private sector.

Executive Officers

TVA'’s executive officers as of December 12, 20@igir titles, their ages, and the date their eyplent with TVA commenced are as follows:

Employment
Executive Officers Title Age Commenced
Tom D. Kilgore President and Chief Executive Offic 59 2005
Kimberly S. Green Chief Financial Officer & Executive Vice PresideRtpancial Service 41 2007
William R. McCollum, Jr. Chief Operating Office 56 2007
Maureen H. Duni Executive Vice President and General Cou 58 1978
John E. Long, Ji Chief Administrative Officer and Executive Vice Bident, Administrative Service 55 1980
Kenneth R. Breede Executive Vice President, Customer Resou 59 2004
William T. Boston Executive Vice President, Power System Operal 57 1972
William R. Campbel Chief Nuclear Officer and Executive Vice Presid 56 2007
Preston D. Swaffor Executive Vice President, Fossil Power Grt 47 2006
Ashok S. Bhatnag: Senior Vice President, Nuclear Generation Develapiraad Constructio 51 1999
Janet C. Herril Senior Vice President, River Operatic 53 1978
John M. Hoskin: Senior Vice President and Treast 52 1978
Peyton T. Hairston, J Senior Vice President, Corporate Responsibilityl Biversity 52 1993
Emily J. Reynold: Senior Vice President, Communications, Governmaedt\éalley Relation: 51 2007
Bridgette Ellis Senior Vice President, Office of Environment ands&scl 51 1979
Randy Trusley Vice President and Controll 51 1978
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Mr. Kilgore was named President and Chief ExecuB¥icer in October 2006 after having served asilent and Chief Operating Officer since joiningA'\h March
2005. He previously served as President and Ehietutive Officer of Progress Energy Ventures, lzsgliary of Progress Energy Company created to gemarious
operations of Progress Energy Company, includimd) éutraction and energy marketing, from April 2@60ebruary 2005. Prior to taking that positibir, Kilgore had been
Senior Vice President of Power Operations for GaaoPower & Light (which became Progress EnergyesiAugust 1998. From 1991 to 1998, Mr. Kilgoreswaesident and
Chief Executive Officer of Oglethorpe Power Corgiama in Atlanta, Georgia.

Ms. Greene was named Chief Financial Officer andctikve Vice President, Financial Services in Sepeer 2007. Ms. Greene previously served as Séfider
President, Finance, and Treasurer at Southern Qonfpervices, an energy company, from July 2003fate8nber 2007, where she was responsible for fiagplanning and
analysis, capital markets and leasing, treasuryirarestor relations. From July 2002 to July 20013, Greene was director of portfolio managemenSouthern Company
Generation and Energy Marketing.

Mr. McCollum joined TVA in May 2007 as Chief Operag Officer. Prior to joining TVA, Mr. McCollum waExecutive Vice President and Chief Regulated
Generation Officer at Duke Energy Corporation, aergy company, from October 2006 to May 2007. MecCollum was with Duke Energy Corporation (andptedecessor)
since 1974 and held a variety of leadership pastibere, including Group Vice President, Regul&teskil-Hydro Generation (from April 2006 to Octol2©06), Vice
President, Strategic Planning and Business Devedapffrom January 2005 to April 2006), and Vicedrtent, Nuclear Support (from November 2002 to Demer 2004).

Ms. Dunn joined TVA as an attorney in May 1978 ue3ed the position of Assistant General Counsekipt&nmber 1986, and assumed the position of Exex\Mive
President and General Counsel in January 2001.

Mr. Long was named Executive Vice President, Adstmative Services as well as Chief Administratiiic@r in September 2005. From October 2000 tot&aper
2005, he was Executive Vice President, Human RessurMr. Long joined TVA in 1980 as a Personndld@f in the Engineering Design Organization and held various
Human Resources positions within TVA. From 1992@05, he served on the TVA Retirement System Board

Mr. Breeden was named Executive Vice Presidenttd@uesr Resources in September 2006 after havingdexs Executive Vice President, Customer Servide an
Marketing since joining TVA in August 2004. Fromakth 2002 to August 2004, he was the Program Eecidr Executive Conversation, Inc., where he wesponsible for
executive training programs. From September 169\arch 2002, he was President of TXU Energy Sesyi€nterprise Division, in Dallas, Texas, wheréaé accountability
for a new venture created to address customersigihg energy needs. Mr. Breeden had joined TXUpBrtion in May 1995 as Senior Vice President ofJTRlectric & Gas,
where he was responsible for marketing and sales.

Mr. Boston is Executive Vice Presiddtbwer System Operations, a position he has hete ditay 1999. He joined TVA as a Power Supply Eegirin 1972 and held
various technical and managerial positions untildmeing Division Manager of Electric System Religiln May 1991. In December 1996, he was namedd@eéanager,
Pricing, and held that position until April 19981r. Boston serves as Vice President of CIGRE-Ul International Council on Large Electric SysteassVice President of the
NERC Transmission Forum, and as a member of thedBoathe Association of Edison llluminating Conmya

Mr. Campbell joined TVA as Chief Nuclear OfficercaBxecutive Vice President in May 2007. Mr. Canipberved as Executive Vice President, Engineeaind
Projects for Entergy Operations, Inc. (“Entergy, energy company, from February 2007 to May 20@#hat capacity, he was responsible for engimegtiechnical support,
and project management functions for all regulaied non-regulated Entergy nuclear units. Mr. Ceefigerved as Senior Vice President and Chief Qpey®fficer of
Entergy from February 2003 to February 2007, ans reaponsible for the operation of all Entergy tetad nuclear units. He also served as Vice PeasidEngineering, of
Entergy from June 2000 to February 2003.

Mr. Swafford joined TVA in May 2006 and was nameceEutive Vice President, Fossil Power Group, ineJ2007. From May 2006 until May 2007, he was Senio
Vice President, Nuclear Support of TVA. From Debem1995 to April 2006, Mr. Swafford held varioussftions at Exelon Corporation, an energy compaset in lllinois,
and its subsidiaries. From 2002 to 2006, he seage8enior Vice President, Exelon Energy Delivand was responsible for transmission and distidioubf electricity. From
2002 to 2003, he was Vice President, Exelon Poaret,was responsible for its fleet of gas, coaldfi@nd hydroelectric generating facilities. Fro@0@ to 2002, he was Vice
President, Dresden Nuclear Station.
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Mr. Bhatnagar is the Senior Vice President of Nacl@eneration Development and Construction, aipodite has held since April 2007. He joined TVAAngust
1999 as Site Support Manager at Browns Ferry argdswbsequently appointed Browns Ferry Plant Maniagéuly 2000, Browns Ferry Site Vice Presidenduty 2001, and
Senior Vice President, Nuclear Operations, in ROGA.

Ms. Herrin is the Senior Vice President, River Gypens, a position she has held since February.1889 Herrin is responsible for establishing riegerations
policies, procedures, and standards for TVA andeseas TVA's Dam Safety Officer. She began heeeaat TVA in 1978 as a Civil Engineer. She hagexton the TVA
Retirement System Board since 2005.

Mr. Hoskins, Senior Vice President and Treasumngd TVA in 1978 and worked in several areas oATMsiness including accounting, audit, and revdrefere
joining the Treasur's office in 1987. He was named Vice President @rehsurer in 1994 and Senior Vice President aeddurer in 2000. He has served on the TVA
Retirement System Board of Directors since 2003. Hibskins also served as Interim Chief Financitiic®r of TVA from November 2006 to September 2007.

Mr. Hairston was named Senior Vice President, CagoResponsibility and Diversity, in March 200@davas additionally named TVA's Chief Ethics andn@iance
Officer in July 2007. He previously served as 8ehlice President, Communications, a position rsiased in March 2006. From October 2002 to Mardd620e held the
position of Senior Vice President, Employee Refatiand Diversity. Mr. Hairston served as Seni@ePresident, Labor Relations, from October 2000d¢twber 2002, and h:
held that position previously from June 1994 toeJ@898. From August 1998 to October 2000, he veasos Vice President, Strategic Initiatives. Maik$ton also served as
Senior Manager, Strategic Planning and Support fvtay 1993 to June 1994.

Ms. Reynolds joined TVA in April 2007 as Senior ¥iBresident of Communications, Government and Y#&lelations. Ms. Reynolds served as thé'3écretary of
the U.S. Senate (“Secretary”) (from January 200Batwuary 2007), where she managed the legislditnacial, and administrative operations of the&en She also served as a
consultant to the Secretary from January 2007 tdl 2007. She previously served as chief of shaffSenator Frist (from January 2001 to JanuanB200here she had overall
responsibility for the management and coordinatibstaffing, legislative activity, communicatiorsnstituent relations, and scheduling.

Ms. Ellis is the Senior Vice President, Office aflitonment and Research, and T\é&nvironmental Executive and Federal Preserva&ifficer, positions she has he
since May 2007. Ms. Ellis is responsible for cagie environmental policies and strategies, manageof reservoir lands, and research and developn&ime previously
served as the Senior Vice President, Environm&tebardship and Policy (from February 2006 to M@97), the Vice President, Resource StewardshipAatidg Vice
President, Environmental Policy and Planning (friuty 2005 to February 2006), and Vice Presidensodece Stewardship (from November 2000 to July 200%s. Ellis bega
her career at TVA in 1979 as a forester.

Mr. Trusley is TVA's Vice President and Controllerposition he has held since January 2001. hhedbTVA in October 1978 as an auditor and was budlieer
from July 1981 until March 1984, at which time héBy left TVA. He returned to TVA in January 18&s a financial analyst, and he held the positid#sccounting Manager
from April 1989 to September 1994 and Business ian&om October 1994 to December 2001.

Disclosure and Financial Code of Ethics

TVA has a Disclosure and Financial Ethics Coder{éfricial Ethics Code”) that applies to all executiffcers and directors of TVA as well as to all@oyees who
certify information contained in quarterly reporsnual reports, or information statements or wéneetresponsibility for internal control self-assesats. The Financial Ethics
Code includes provisions covering conflicts of re, ethical conduct, compliance with applicabled, rules, and regulations, responsibility fot, fidir, accurate, timely, and
understandable disclosures, and accountabilitpddierence to the Financial Ethics Code. TVA widiyide a current copy of the Financial Ethics Ctalany person, without
charge, upon request. Requests may be made bygc888-882-4975 or by sending an e-mail to: inee8ttva.com. Any waivers of or changes to provisiofthe Financial
Ethics Code will be promptly disclosed to the pabdiubject to limitations imposed by law, on TVAlgbsite at: www.tva.gov. Information containedTorA’s website shall
not be deemed incorporated into, or to be a pathaf Annual Report.
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Committees of the TVA Board

TVA does not have a Nominating Committee. Eagmber of the TVA Board is appointed by the Prsicf the United States with the advice and consktihe U.S.
Senate. The TVA Act provides that to be eligildde appointed as a member of the TVA Board, aivithahl must (1) be a citizen of the United Sta{@3,have management
expertise relative to a large for-profit or nongrebrporate, government, or academic structuren¢d be an employee of TVA, (4) make full disclosto Congress of any
investment or other financial interest that thevidlal holds in the energy industry, and (5) affisupport for the objectives and missions of TM#gluding being a national
leader in technological innovation, low-cost poward environmental stewardship. No more than tith@Board members may be legal residents outdid&A’s service
area.

The TVA Board has an Audit and Ethics Committealgi&thed in accordance with the TVA Act. TVA's Audnd Ethics Committee consists of Robert M. Dumdts
chair, Susan Richardson Williams, and Donald R.ri2sP None of the members of the Audit and Etllosnmittee has been determined to be an “audit daeerfinancial
expert” under applicable SEC rules, as none oafiginted TVA Board members was required by the TA¢Ato meet the criteria of an “audit committeeafincial expert”
under applicable SEC rules.

TVA is exempted by section 37 of the Exchange Aotrf complying with section 20A(m)(3) of the Exchaniyct, which requires each member of a listed isswidit
committee to be an independent member of the hafaddectors of the issuer. Notwithstanding thkemption and the fact that TVA is not a listed camyp, the TVA Act
contains certain provisions that are similar tod¢besiderations for independence under section m®) of the Exchange Act, including that to beiflie for appointment to tt
TVA Board, an individual shall not be an employéd WA and shall make full disclosure to Congressn§ investment or other financial interest thatitidividual holds in the
energy industry. These provisions became appkctbTVA Board members on March 31, 2006.

Under section 10A(m)(2) of the Exchange Act, whégdplies to TVA, the audit committee is directlypessible for the appointment, compensation, andsiylet of the
external auditor; however, the TVA Act assigns ribgponsibility for engaging the services of theeexal auditor to the TVA Board.

The TVA Board has also established the followinghagttees in addition to the Audit and Ethics Conest

* Human Resources Committ

Corporate Governance Commiti

Finance, Strategy and Rates Commi
Operations, Environment and Safety Commi
Community Relations Committe

ITEM 11. EXECUTIVE COMPENSATION
Compensation Discussion and Analysis

This Compensation Discussion and Analysis providEsmation about TVA’s compensation philosophy atihitegy, as well as the policies and decisioasdghided
TVA in 2007 in establishing the level and naturetaf compensation provided to the President andf@hiecutive Officer (“CEQ”), the Chief Financiaff@er and Executive
Vice President, Financial Services (“CFQO”), and titnee most highly compensated executive officénemthan the CEO and CFO. References to the “Méfxecutive
Officers” throughout this section refer to the ext@ee officers listed in the Summary Compensatial€.

Authority for the Executive Compensation Program

The TVA Act is the primary statutory authority festablishing the compensation of all TVA employéesiuding the Named Executive Officers, and places
responsibility for doing so with the TVA Board. ter section 2 of the TVA Act, as amended by thesdtidated Appropriations Act, 2005 (the “ConsolethAppropriations
Act”), which became effective on March 31, 200& TVA Board is directed to establish a compensatian for all TVA employees which:

» Specifies all compensation (including salary or ather pay, bonuses, benefits, incentives, anco#mr form of remuneration) for the CEO and TVA doypes;

Page 14¢




Table of Content

« Is based on an annual survey of the prevailing @rsation for similar positions in private industiycluding engineering and electric utility compesi publich
owned electric utilities, and federal, state armhlgovernments; ar

» Provides that education, experience, level of resjility, geographic differences, and retentiom aacruitment needs will be taken into account étedmining
compensation of employee

The TVA Act, as amended by the Consolidated Appations Act, also provides that:

« The TVA Board will annually approve all compensatigncluding salary or any other pay, bonuses, fisnéncentives, and any other form of remuneraiof all
managers and technical personnel who report diréxthe CEO (including any adjustment to compdosat

* On the recommendation of the CEO, the TVA Board apbrove the salaries of employees whose salaedd be in excess of Level IV of the Executive &dhle
($145,400 in 2007); an

» The CEO will determine the salary and benefitsmpyees whose annual salary is not greater thaslll¥ of the Executive Schedule ($145,400 in 20(

In light of the statutory authorities described adahe charter of the Human Resources Committeehawas approved by the TVA Board, calls for thentan
Resources Committee to review a TVA compensatian phd to make a recommendation to the full TVA@8dar approval. The Human Resources Committeepimjunction
with its independent compensation consultant, dpesl a compensation plan in conjunction with TVAnagement and recommended a proposed compensaivoiopghe TVA
Board. The TVA Board approved the proposed comgemsplan for all TVA employees, including the NamhExecutive Officers and other executives, at ityN1, 2007,
meeting (the “Compensation Plan”). The Compensddian will be reviewed from time to time by therhlan Resources Committee to ensure consistencyuéme falignment
with TVA’s mission and Strategic Plan, and any raotended changes to the Compensation Plan will beasied to the TVA Board for approval.

Objective of the Executive Compensation Program

The philosophy of the Compensation Plan is basetti@statutory requirements of the TVA Act, as adeehby the Consolidated Appropriations Act, andgeizes
that many employees, including executives, areedalh to accomplish specialized aspects of TVA'ssion safely, reliably, and efficiently, and muaté the requisite
education, experience, and professional qualificeti These requirements make it necessary for v#fer compensation to its specialized employbas motivates them to
stay with TVA and makes it possible for TVA to atit highly qualified candidates for positions sanito those in relevant industries. Accordinghe Compensation Plan is
designed to fulfill the following purposes:

» Provide a competitive level of compensation thatbées TVA to attract, retain, and motivate highbmpetent employee Each position in TVA has a pay le
determined by market pricing based on a level néddeattract, retain, and motivate employees @itio TVA's success in achieving its mission. Ow
compensation levels are targeted at the mediaf (Gcentile) of the relevant labor market for mossifions. However, for positions affected by markearcity
recruitment and retention issues, and other busineasons, overall compensation levels are targeede the median (typically between the %@nd 75™
percentile). Certain generation and transmissiositipns, for example, are targeted at higher dvemmpensation levels because of these factarfrmatior
about TVA's peer group and benchmarking practisgeovided below under the heading “Use of MarkateDand Benchmarking.”

Encourage and reward executives for their perforoeand contributions to the successful achievewifiancial and operational goal A key component of tt
Compensation Plan is a strong orientation toway “for performance,” which rewards improvement MAT s overall performance, as well as that of indivi
business units and individual participants. Appreately 40 to 50 percent of overall compensation tfte Named Executive Officers is performareese:
compensation. “At riskincentive pay for 2007 was directly linked to trehivement of performance goals at the TVA level #re business unit level. In 20
the TVA Board approved the TVA level performancealgoand delegated authority to approve the businessl performance goals to TVA&'CEO
Mr. Kilgore. This substantial emphasis on perfonecesbased goals provides incentives to executives tiope at the highest levels to achieve the goadd due
important for TVA.
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» Provide executives with the focus to achieve -term and long-term business goals that are impdrta TVA, TVA's customers, and the people TVAeserTVA
seeks to hire and retain executives who are focasdmbth the short-term and loterm success of TVA. The Compensation Plan isgthesi to achieve this goal
providing a mix of fixed base compensation andisk-annual and longerm incentive compensation. Base compensatidixésl and designed to provide
immediate financial incentive to executives. Anrarad long-term incentive compensation igiak based on performance and is designed to fexesutives on tt
shor-term and lon-term goals of TVA

Improve overall company performance through protitgt enhancemen No executive can help meet TVAJoals and improve performance without the wo
all employees of TVA. For this reason, the perfante goals set at the TVA level and business enillare the same for both executives and all exaeutive

employees. In this way, all TVA employees recagwenpensation in a manner that aligns their workwhe same goals and encourages and rewards thehe
successful achievement of TVs goals

Given the structure of TVA as an agency and insemiality of the United States, there are limitsST&A's ability to set compensation for its employeggluding the
Named Executive Officers, that must be balancet WitA's compensation philosophy and strategy. One lisnitVA'’s statutory obligation to sell power ateatas low as
feasible. Implicit in this obligation is the regaiment that TVA operate its power system as effityeand economically as possible, including limtitotal compensation for
executives to that required to recruit, retain, arativate them. However, providing inadequate cengation levels to executives could adversely aff&@’s efficiency and

economy to an even greater extent. A second liimitaxists as a result of TVA’s capital structufene United States government is TVA's sole ownks.a result, TVA does

not have equity securities and has no equity-basetpensation. Accordingly, TVA is not able to p®e/some of the types of compensation that manypemies typically offer
their executives.

Use of Market Data and Benchmarking

TVA seeks to establish overall compensation forcakiges at a competitive level with respect tortelevant labor market. Market information for iatampensation,
as well as each element of compensation within tatapensation, for the Named Executive Officerstitained from:

» Published and customized compensation survey<teitethe relevant labor markets identified forigeated positions, ar
 Publicly disclosed information from the proxy stants and annual reports on Forn-K of energy services companies with revenues diitidn and greater

When the competitive market compensation is cordgide positions, the Human Resources departmeth, thé assistance of an independent compensatitsultant,
analyzes the data, and provides its analysis tbithean Resources Committee. The Human Resouraasn@tee uses this information to:

¢ Test compensation level and incentive opporturdty getitiveness
» Serve as a point of reference for establishinggzkages for recruiting executives, ¢
» Determine appropriate adjustments to compensagiogls and incentive opportunities to maintain tesitd degree of market competitivent
TVA's relevant labor market for most executivesgsliding the Named Executive Officers, is comprisétoth private and publicly-owned companies in¢hergy

services industry of similar revenue and scopeM&.T When reviewing comparative compensation infation for executives, including the Named Execu®fécers, as a part

of the survey-based analysis, TVA looked at thiofoing energy services companies with annual regsrad $3 billion and greater from the 2006 TowesgiR Energy Services
Executive Compensation Database:
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AES Corp.* Energy East Cory PPL Corp.*

Allegheny Energy, Inc Entergy Corp.* Progress Energy, Inc

Ameren Corp.? Exelon Corp.* Public Service Enterprise Group, In
American Electric Power Co., Inc FirstEnergy Corp.: Reliant Energy, Inc.

Atmos Energy Corg FPL Group, Inc.” SCANA Corp.

CenterPoint Energy, Ini MDU Resources, Inc Sempra Energy

CMS Energy Corp.! Mirant Corp. The Southern Compan)
Consolidated Edison, Inc Nicor Inc. SUEZ Energy North Americ
Constellation Energy Group, Inc NSTAR Electric Co TECO Energy, Inc

Dominion Resources, Inc OGE Energy Corg TXU Corp.*

DTE Energy Co.’ ONEOK Inc. The Williams Companies, In

Duke Energy Corp. Pacific Gas & Electric Co. Wisconsin Energy Cory

Edison International* PacifiCorp WPS Resources Corp. (now Intergrys Energy Group)*n
El Paso Corp Pepco Holdings, Inc. Xcel Energy, Inc.*

When reviewing comparative compensation informatmrexecutives, including the Named Executive €Hfs, from proxy statements and annual reportsoom A.O-
K, TVA looked at a subset of the peer group ab@entified with asterisks, as well as three add#iloccompanies in the energy services industry (eySCorporation, NiSour
Inc., and Northeast Utilities), as recommendedhgyihdependent compensation consultant of the HResources Committee.
Executive Compensation Program Components

TVA'’s compensation program for the Named Execu@fficers consists primarily of the following compents:

base compensation, consisting entirely of anndahspaid biweekly, and a combination of annuabsapaid biweekly and additional annual compensapiaid ir
quarterly installments prior to May 31, 2007, asatibed more fully belown

annual incentive compensation, which i-risk and based on the attainment of certair-established performance goe

long-term incentive compensation, which i-risk and based on the attainment of certail-established performance goe

longterm deferred compensation, which is awarded ttigyaating executives in the form of annual creditat vest after a specified period of time, typicéhree
to five years; an

pension plans, both qualified and supplementalclviprovide compensation beginning with retirememtesmination of employment, provided certain ditity
and vesting requirements are nr

More information about the value of these varioompensation components for the Named Executivee€fiis provided below under the Summary Compemsati
Table and the Grants of Plan-Based Awards Table.

Base Compensatiofror the Named Executive Officers, base compensaiidades salary plus any additional annual comgems. Base compensation received by
executives is based on their levels of responsibiineir individual merit performances, and thenpetitive levels of compensation for executivesimilar positions in the
energy services industry.

Prior to March 31, 2006, the TVA Act provided tisafaries for TVA employees, including the Nameddixize Officers, could match but not exceed tharyabf a
TVA Board member, which was itself set by the TVAtAnd by executive order of the President of thédd States. However, the TVA Act, as amendethbyConsolidated
Appropriations Act, removed this limitation on sgland requires that the TVA Board approve (i) $htaries of the CEO and the CEQ's direct reportscivinclude the CFO
and Chief Operating Officer (“COQ”), and (ii) onetihecommendation of the CEO, the salaries of enggleyvhose annual salaries would be in excess afuixe Schedule
Level IV ($145,400 in 2007).

As a result, salaries were limited to $145,400af@ortion of 2007, and additional annual compensativhich was paid in quarterly installments, wasdiin
conjunction with the salaries to provide a competitevel of base compensation. On May 31, 208haat of its approval of the Compensation Plaa,tHA Board approved
the conversion of base compensation to all sataryhie CEO, thereby eliminating additional annuahpensation for the CEO, and delegated to the GEE@uthority to approv
the conversion of base compensation to all sataralf
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executives whose base compensation exceeded Eyee8ainedule Level IV. The CEO exercised this atfthas to the Named Executive Officers as of May 3007, so since
that time, no Named Executive Officer has recei@éditional annual compensation. The total amouhgslditional annual compensation paid to the Nafeecutive Officers il
2007 appear in the “Bonus” column in the Summaryn@ensation Table.

Base compensation of the CEO and Named Executifiee®f who are direct reports to the CEO is revigwenually by the Human Resources Committee, apd an
recommended adjustments are submitted by the HiReaources Committee to the TVA Board for approBdse compensation of the Named Executive Offiedrs are not
direct reports to the CEO is reviewed and apprdiiesighout the year by the CEO and any recommeadgttments as approved by the CEO are submittéldebiuman
Resources Committee to the TVA Board for approveén annual basis. Since the Human Resources Cteemigs still in the process of reviewing a proposempensation
plan at the beginning of 2007, the base compensétiothe Named Executive Officers as of Octobe2d)6, was not changed from 2006 levels. On M&@007, the TVA
Board notationally approved the hiring of Mr. Mc@wh as COO and fixed his compensation, includirsgdailary, for 2007. At its August 1, 2007, meetihg TVA Board
delegated to the CEO the authority to hire Ms. Geess CFO and to fix her compensation, includingsh&ary, within the guidelines set forth in then@@ensation Plan.

Annual Incentive CompensatiorAll executives, including the Named Executive Offis, participate in the Executive Annual Incenfitan (“EAIP”). The EAIP is
designed to encourage and reward executives fordbetributions to successfully achieving shorrtdinancial and operational goals of TVA and apalile business
units. Under the EAIP, an executive’s annual itieerpayment is calculated as follows:

EAIP = Base x Annuaténtive x  Percent of Opportunity
Payout Compensation  Opportunity Achieved

Annual incentive opportunities increase with pasitand responsibility. The annual incentive oppaity is established for each of the Named Exeeuiificers based
on the opportunities other companies provide te¢hia comparable positions in the energy servicgsstry. Incentive opportunities of the CEO anaed Executive Officers
who are direct reports to the CEO are reviewed alfywby the Human Resources Committee, and anymetended adjustments are submitted by the HumanuReesd
Committee to the TVA Board for approval. Incentgportunities of the Named Executive Officers velne not direct reports to the CEO are reviewedagppdtoved annually
and throughout the year by the CEO. Since the HuResources Committee was still in the processwiéwing a proposed compensation plan at the beginof 2007, the
annual incentive opportunities for the Named ExeeuDfficers for 2007 were not changed from 200&ls. The TVA Board directly approved the annaakintive opportunity
for Mr. McCollum pursuant to its selection of him @00O. The authority delegated to the CEO to Mise Greene as CFO included the authority to fixdrarual incentive
opportunity within the guidelines set forth in tBempensation Plan.

The percent of opportunity achieved, as used ifdhaula above, was determined in 2007 by a weifjateerage of the results of a combination of pentorce
measures at the TVA level and the business unil.leRerformance measures at the TVA level and theights are identified in TVA's Winning PerformamBalanced
Scorecard. The performance measures and weigdttar incorporated into TVA's Winning PerformaBaanced Scorecard are used in determining annoahtive payouts
not just for the Named Executive Officers but dtsoall other participants in the EAIP as well #isother non-executive TVA employees who particgat TVA's Winning
Performance Team Incentive Plan. The performareasnres, weights, and goals approved by the TVA®Bima the 2007 Winning Performance Balanced Sanas well as
the results for 2007, are set forth below:
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2007 Winning Performance Balanced Scorecard

Goals

Results Threshold Target Maximum
Performance Metric Weight Achieved (75%) (100%) (125%)
Safe Workplacé (Recordable 10% 1.58 1.82 1.56 1.30
Injuries/Hours Worked
Productivity ($/MWh Sales 10% 9.73 9.47 9.42 9.37
Connection Point Interruptions 15% 0.81 0.84 0.81 0.78
(Interruptions per Connection Poil
Customer Satisfaction Survey 10% 89.2 82.0 84.0 86.0
(Percent Satisfiec
Economic Development 5% 142 100 115 130
(Jobs + Investments + Job impa
Equivalent Availability Factor (Ratic 15% 87.8 87.2 87.7 88.2
Environmental Impact (Inde; 10% 79.8 65.2 58.3 50.6
Delivered Cost of Power Excluding FC. 20% 32.26 32.61 32.41 32.21
2Costs ($/MWh Sales)
FCA 2Costs ($/MWh Sales) 5% 19.29 17.54 17.19 16.84

1 Any TVA employee or staff augmentation contractatafity will prevent payout for this indicator.
2Fuel Cost Adjustment.

As shown in the table above, the Winning PerforneaBalanced Scorecard established threshold, tameétmaximum achievement levels for each of théopmance
measures. Performance levels between thresholtheget achievement levels, and between targetrandmum achievement levels, were calculated usiragght line
interpolation. Threshold achievement levels wete® recognize normal, satisfactory performancefzh performance measure based on the budgéuantess plans for
2007. Target achievement levels were set to rézegrood performance over and above threshold eefment levels. Maximum achievement levels werdsetcognize
excellent performance substantially above thresholdevement levels. This approach to establisagigevement levels resulted in a good likelihogab¢aximately 80 percent
chance) of meeting threshold achievement levalsasonable likelihood (approximately 60 percenincleq of meeting target achievement levels, andalldikelihood
(approximately 20 percent chance) of meeting marinaghievement levels.

The Winning Performance Balanced Scorecard repted@® percent of the potential payout under théPF5A 2007 for the Named Executive Officers. Tamaining
70 percent was tied to the average composite padioce of their appropriate business units or, énctise of Mr. Kilgore, Ms. Greene, Mr. Hoskins, Rescoe, and Mr.
McCollum, a composite average of all TVA businesigsu Under the EAIP, awards may be adjusted bardtie evaluation of individual achievements aadgrmance
results. In 2007, no discretion was exercisechieyTtVA Board, CEO, or any other TVA officer or erapke to adjust either upward or downward the amofittte payout for
the Named Executive Officers, except for Mr. Singénose payout was specified in a separation aggeemwithout regard to actual performance.

Awards provided to the Named Executive Officersemttie EAIP for the performance period that ende&eptember 30, 2007, are reported in the “Non-qui
Incentive Plan Compensation” column in the Sumn@oynpensation Table. Additional information regagithe basis of the payouts under the EAIP is pteskein the
narrative that accompanies the Grants of Plan-BAsettds Table.

Long-Term Incentive Compensatidm.addition to the EAIP, certain executives inicat positions, including the Named Executive Gdfig, participate in the Executive
Long-Term Incentive Plan (“ELTIP”). Executivesdntical positions are those who make decisionsithpact TVA's long-term strategic objectives. TBETIP is designed to
encourage and reward executives for their confinbstto successfully achieving TVA's long-term firigal and operational goals, typically over a thyear performance
cycle. The ELTIP performance cycles run concufyeind participating executives receive awardsaurtide plan on an annual basis if targets are metordingly, in 2007, th
ELTIP performed more as an annual incentive.
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Under the ELTIP, an executive’s incentive paymertdlculated as follows:

ELTIP = Base x ELTIRcentive x  Percent of Opportunity
Payout Compensation  Opportunity Achieved

The ELTIP incentive opportunity is establisheddach of the Named Executive Officers at a level ihaimilar to the opportunities other companiesvile to those in
comparable positions in the energy services inguskhe percent of opportunity achieved, as usaterformula above, is determined based on thétsesuione or more
measures at the TVA level critical to satisfying A’¥ long-term strategic goals. In 2007, the perfance metric used was the delivered cost of powhis metric was selected
by the CEO and senior Human Resources managemeongultation with the Human Resources Committee.

Incentive opportunities of the CEO and Named ExeeuDfficers who are direct reports to the CEOrargewed annually by the Human Resources Committiee any
recommended adjustments are submitted by the HiReaources Committee to the TVA Board for approvatentive opportunities of the Named Executivei€ifs who are
not direct reports to the CEO are reviewed andapgat annually and throughout the year by the CH@teSthe Human Resources Committee was still irptbeess of
reviewing a proposed compensation plan at the néggnof 2007, the ELTIP incentive opportunities foe Named Executive Officers for 2007 were notngjeal from 2006
levels. The TVA Board directly approved the ELTiReentive opportunity for Mr. McCollum pursuantite selection of him as COO. The authority deledab the CEO to hir
Ms. Greene as CFO included the authority to fixBETIP incentive opportunity within the guidelinsst forth in the Compensation Plan.

Awards provided to the Named Executive Officersemtie ELTIP for the performance period that enole@®eptember 30, 2007, are reported in the “NonitiEqu
Incentive Plan Compensation” column in the Sumn@oynpensation Table. Additional information regagithe basis of the payouts under the ELTIP iseuriesl in the
narrative that accompanies the Grants of Plan-BAsextds Table.

Long-Term Deferred Compensatiotnlike private sector companies in the energy sesvindustry, TVA is a corporate agency and inseniality of the United State
and thus does not have equity securities to prostdek awards or options as a form of compensdtioits employees. In order to provide a benadiitilar to restricted stock,
TVA enters into agreements with certain executireduding the Named Executive Officers, that adenmistered under TVA's Long-Term Deferred CompeiasaPlan
(“LTDCP”"). The LTDCP agreements are designed tavjgle retention incentives to executives to encgertaem to remain with TVA and to provide, in condtion with base
compensation and EAIP and ELTIP incentive awaragimpetitive level of total compensation. Understh agreements, credits (which may be vested @sted) are made to
an account in an executive's name (typically omanual basis) for a predetermined period. If thecative remains employed at TVA until the endto$ tperiod (typically three
to five years), the executive becomes vested iméi@nce of the account, including any return arestment on the credits in the account. Annuaitserovided to the Named
Executive Officers under LTDCP agreements in 20@7reported in the “All Other Compensation” columrthe Summary Compensation Table. These creditalao reported
in the “Registrant Contributions in Last FY” colurmthe Nonqualified Deferred Compensation Tabhesithe credits were placed in deferred compensatioounts in the
Named Executives Office’ names.

TVA has also entered into additional LTDCP agreets@rith Mr. Singer and Mr. Bhatnagar where the ami@i annual credits is based on the achievemeotbéin
milestones with respect to the recovery of BrowasyUnit 1 (“Browns Ferry Unit 1 Recovery Project'The annual credits provided to Mr. Singer and Bhatnagar under
these agreements for 2007 are reported in the ‘Bipuity Incentive Plan Compensation” column in thenthary Compensation Table and the “Registrant Gmrttons in Last
FY” column in the Nonqualified Deferred Compensatitable.

Descriptions of all the LTDCP agreements with theméd Executive Officers are found following the @saof Plan-Based Awards Table.

Pension Benefits.All of the Named Executive Officers are eligiblegarticipate in the following qualified plans awile to all annual TVA employees:
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» Defined benefit plai
— Original Benefit Structure” OBS") for employees covered under the plan prior to Jgnial996, with a pension based on a final avepayeformula

— Cash Balance Benefit Structure (“CBB30y employees first hired on or after January 196,9vith a pension based on an account that res@ag credits equ
to six percent of compensation plus inte

e 401(k) plan
— For OBS members, TVA provides matching contribusiofi25 cents on every dollar up to 1.5 percertrofual salary
— For CBBS members, TVA provides matching contribogiof 75 cents on every dollar up to 4.5 percemtrwiual salary
The availability of these qualified plans is cotesig with similar qualified plans provided by otlempanies in TVA's peer group.

In addition, certain executives in critical posit& as determined by TVA on an individual basis,&ligible to participate in a Supplemental ExaifRetirement Plan
(“SERP"). Each of the Named Executive Officerstiggvates in the SERP. The SERP is a non-qualffiekion plan that provides supplemental pensioefite tied to
compensation levels that exceed limits imposedR&y legulations applicable to TVA's qualified planBhe availability of this supplemental pensionrmpleelps TVA to remain
competitive in attracting and retaining top-levegeutives. In 2007, for benefit calculation pupesinder the SERP, TVA granted additional yearsedited service to and
waived the prior employer pension benefits offsetMs. Greene and Mr. McCollum in connection witkit acceptance of employment with TVA. The vadissociated with tt
credited years of service and waiver of prior emptmffset under the SERP is reported in the “CleangPension Value and Nonqualified Deferred Comrspéian Earnings”
column in the Summary Compensation Table. Theaetgof additional credited service and waiversftfets of prior employer pension benefits werévad at in negotiations
with Ms. Greene and Mr. McCollum during their retment to TVA. Generally, the purpose for grantadgitional years of credited service and waivimg offset for any prior
employer pension benefits is to give credit foopand potential future years of service at a gneviemployer.

More information regarding these retirement andspemplans is found following the Pension BeneTigble.

Perquisites. In 2007, TVA provided to certain executives, inchgiMs. Greene, Mr. McCollum, Mr. Singer, and Mhd&nagar, a flat-dollar biweekly vehicle
allowance that may be applied toward the purchasease of a vehicle, operating fees, excess nmeleagintenance, repairs, and insurance. Vehitdevahces are granted on a
“business need” basis to a very limited numbenefatives. The amount of the vehicle allowancesigd to the Named Executive Officers is repontetthé “All Other
Compensation” column in the Summary Compensatidiela

In 2007, TVA also provided relocation incentive pants to Ms. Greene and Mr. McCollum in connectigth their acceptance of employment with TVA andwado
Tennessee. These relocation incentive paymentepoeted in the “All Other Compensation” columrtlie Summary Compensation Table. In addition, bdshGreene and
Mr. McCollum were eligible to participate in TVARelocation Services Program. Payments made toudaler the Relocation Services Program are repantdte “All Other
Compensation” column in the Summary CompensatidiieTa

TVA did not provide any other perquisites to thenhNal Executive Officers in 2007.
Health and Other BenefitsTVA offers a group of health and other benefits dinel, dental, vision, life and accidental death disability insurance, and long-term

disability insurance) that are available to a brgezlip of employees. The Named Executive Offiegeseligible to participate in TVA’s health bengdlans and other non-
retirement benefit plans on the same terms arfteagdme contribution rates as other TVA employees.
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Executive Compensation Tables and Narrative Discloses

Summary Compensation and Grants of Plan-Based Asvard

The following table sets forth information regarmglicompensation earned by each of the Named ExecOfificers in 2007.

Summary Compensation Table

C hange in Pension

Value and
Non-Equity ~Nonqualified De_)ferre
Stock Option Incentive Plan Compensation All Other
Salary Bonus?! Awards Awards Compensation Earnings Compensation Total
Name and Principal Positic Year %) $) (%) (%) (%) $) $) %)
@ (b) (©) (d) O] ® @ (h) ® @
Tom D. Kilgore 2007 $308,693 $341,293 - - $890,5078 $138,274* $309,900° $1,988,667
President and 2006 $140,000 $511,984 - - $627.8616 $98.177 $306,300 $1,684,317
Chief Executive Officer ' '
Kimberly S. Greene 2007 $38,462 - - - $36,15% $242,752 $370,900° $688,273
Chief Financial Officer and 2006 - - - - — — - -
Executive Vice President,
Financial Services
John M. Hoskins 2007 $178,888 $72,608 - - $169,1581 $75,616'2 $62,619'3 $558,889
Interim Chief Financial Officer and 2006 - - - - _ _ _ -
Executive Vice President,
Financial Services
Michael E. Rescoe 2007  $26,250 $23,935 - - _14 -15 $1,646,8756 $1,697,060
Chief Financial Officer and 2006 $140,000 $286,109 - - $295.0067 _15 $6,300 $727,505
Executive Vice President, '
Financial Services
William R. McCollum, Jr. 2007 $293,461 - - - $1,042,1328 $1,430,162° $468,72720 $3,234,482
Chief Operating Officer 2006 - - - - _ _ _ -
Karl W. Singer 2007 $253,000 $227,528 - - $724,00071 $357,49072 $221,60073 $1,783,618
Chief Nuclear Officer and 2006 $140,000 $341,323 - - $580,27524 $365,35525 $211,250 $1,638,203
Executive Vice President, ' '
TVA Nuclear
Ashok S. Bhatnagar 2007 $236,608 $189,384 - - $470,6686 $154,93727 $165,405%8 $1,217,002
Senior Vice President, 2006 $140,000 $276,070 - - $390.648° $160.615%0 $158,655 $1,125,988

Nuclear Generation Developme
and Constructiol

Notes:

(1) Represents additional annual compensationipajdarterly installments through May 31, 2007.

(2) Represents the aggregate change in pensioe vader TVA's qualified defined benefit plan andA's Supplemental Executive Retirement Plan (“SERP”

(3) Includes $427,382 paid out under the EAIP $4@13,125 paid out under the ELTIP.

(4) Includes increases of $11,088 under TVA's ifieal defined benefit plan and $127,186 under tB&®B.

(5) Includes an unvested annual credit in the athofi$300,000 provided under a LTDCP agreemertt Wit. Kilgore. Mr. Kilgore will become vested ih& $300,000 credit in accordance with the ternth@lL. TDCP
agreement. See information regarding the detailseoL TDCP agreement under “Long-Term Deferred @ensation Plan Agreements.”

(6) Includes $334,152 paid out under the EAIP $2@3,709 paid out under the ELTIP.

(7) Includes increases of $8,882 under TVA's diealidefined benefit plan and $89,290 under the BERhe $98,172 amount represents a correctioned$169,614 amount reported in TVA’'s 2006 Annugb@teon

Form 10-K/A, which included increases of $8,882emtVA’s qualified defined benefit plan and $16@AHder the SERP.

(8) Includes $25,439 paid out under the EAIP ah@l, #20 paid out under the ELTIP. Ms. Greene joifi¢éd on September 1, 2007, and both the EAIP andlIBlincentive awards were prorated based on thebruwf
months she participated in the performance cycles.

(9) Includes increases of $5,598 under TVA's diealidefined benefit plan and $237,154 under thRISE

(10) Includes a vested credit in the amount ofd$@80 provided under a LTDCP agreement with Mse®ee a relocation incentive in the amount of $90,@Md $900 in vehicle allowance payments. Mse@Geavas
vested in the $280,000 LTDCP credit at the timeas made to her account in accordance with thestefrthe LTDCP agreement. See information regarttie details of the LTDCP agreement under “LongiTe

Deferred Compensation Plan Agreements.”

(11) Includes $94,494 paid out under the EAIP $',664 paid out under the ELTIP.

(12) Includes an increase of $76,893 under TVAfalified defined benefit plan and a decrease @& under the SERP.
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(13) Includes an unvested annual credit in theuarnof $60,000 provided under a LTDCP agreemertt Wit. Hoskins. Mr. Hoskins will become vested i 560,000 credit in accordance with the term$iefliTDCP
agreement. See information regarding the detailseoL TDCP agreement under “Long-Term Deferred @ensation Plan Agreements.”

(14) Mr. Rescoe left TVA effective November 130B0and was not eligible to receive awards undei&AIP or ELTIP in 2007.

(15) Mr. Rescoe left TVA effective November 130B0and did not meet the minimum five years of itedade service required to become vested in TVAialiied retirement plan and the SERP.

(16) Includes an initial installment in the amooh®$823,437.50 provided under the April 2004 agrest with Mr. Rescoe and accrual of an additionsfadllment in the amount of $823,437.50 paid in &ober 2007. Se
information regarding the details of the April 208greement under “Other Agreements.”

(17) Includes $195,075 paid out under the EAIP $1@D,021 paid out under the ELTIP.

(18) Includes $460,257 paid out under the EAIP $88il,875 paid out under the ELTIP.

(19) Includes increases of $5,385 under TVA's ifieal defined benefit plan and $1,424,777 underSE&RP.

(20) Includes a vested credit in the amount ofd$380 provided under a LTDCP agreement with Mr. Mié@n, a relocation incentive in the amount of $I08), $33,169 in relocation assistance paymentshwhidudes
$2,390 in tax reimbursements, and $4,500 in velalitevance payments. Mr. McCollum was vested }13850,000 LTDCP credit at the time it was madeisaaccount in accordance with the terms of the CPD

agreement. See information regarding the detailseoL TDCP agreement under “Long-Term Deferred @ensation Plan Agreements.”

(21) Includes $336,000 paid out under the EAIRB&@00 paid out under the ELTIP, and a credit énamount of $100,000 made to Mr. Singer’s defecadpensation account, as provided under a sepagi@ement
with Mr. Singer. See information regarding theadlstof the separation agreement under “Other Agesgs.”

(22) Includes increases of $21,276 under TVA'slifjed defined benefit plan and $336,214 under 3R P.

(23) Includes an unvested annual credit in theuarnof $200,000 provided under a LTDCP agreemetit . Singer and $11,700 in vehicle allowance pagts. Mr. Singer was vested in the $200,000 ciedit
accordance with the terms of his separation agreentgee information regarding the details of tepasation agreement under “Other Agreements.”

(24) Includes $283,382 paid out under the EAIRL&293 paid out under the ELTIP, and a credit énamount of $80,000 made to Mr. Singetleferred compensation account provided underdF agreement with M
Singer for achievement of major milestones in 288&ociated with the Browns Ferry Unit 1 Recoverjdtt. See information regarding the details eftiDCP agreement under “Browns Ferry Unit 1 Recpve
Milestone LTDCP Agreements.”

(25) Includes increases of $17,905 under TVA'slifjed defined benefit plan and $347,450 under 3iERP.

(26) Includes $199,572 paid out under the EAIRR7@44 paid out under the ELTIP, and a credit énamount of $43,452 made to Mr. Bhatnagar’s dedecmenpensation account provided under a LTDCP ageaewith
Mr. Bhatnagar for achievement of major milestome2007 associated with the Browns Ferry Unit 1 Recp Project. See information regarding the detaflthe LTDCP agreement under “Browns Ferry UriRekcovery
Milestone LTDCP Agreements.”

(27) Includes increases of $16,030 under TVA'slifjed defined benefit plan and $138,907 under 3iERP.

(28) Includes an unvested annual credit in thewarhof $150,000 provided under a LTDCP agreemetit M. Bhatnagar and $11,700 in vehicle allowanagnpents. Mr. Bhatnagar will become vested in th80$000
credit in accordance with the terms of the LTDCPReagnent. See information regarding the detaith@L. TDCP agreement under “Long-Term Deferred Camption Plan Agreements.”

(29) Includes $210,007 paid out under the EAIR0$841 paid out under the ELTIP, and a credit énamount of $40,000 made to Mr. Bhatnagar’s dedettenpensation account provided under a LTDCP ageaewith
Mr. Bhatnagar for achievement of major milestome2006 associated with the Browns Ferry Unit 1 Recp Project. See information regarding the detaflthe LTDCP agreement under “Browns Ferry UriRekcovery
Milestone LTDCP Agreements.”

(30) Includes increases of $12,945 under TVA'slifjed defined benefit plan and $147,670 under 3iERP.
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The following table provides information regardimgn-equity incentive plan awards and the posstage of payouts associated with incentives the NaExecutive
Officers were eligible to receive for performannehe performance cycles ending in 2007.

Grants of Plan-Based Awards Table
All Other  All Other
Stock Option

Awards:  Awards: _ Grz_ant Date
Estimated Possible Payouts Under  Estimated Future Payouts Under Number of Number of Exercise otFair Value
Non-Equity Incentive Plan Awards ___Equity Incentive Plan Awards __ Shares of Securities Base Price of Stock
Stock or Underlying of Option and Option
Grant Threshold Target Maximum Threshold Target Maximum Units Options  Awards  Awards
Name Date %) (%) (%) % (%) (%) #) # ($/Sh) %
@ (b) (© (d) (e) (® @ (h) 0] @ () 0]
Tom D. Kilgore EAIP L $341,250  $455,000 $568,750 - = = = = — -
ELTIP 2 $292,500 $390,000 $487,500 — — — — — — —
Kimberly S. Greene?® EAIP! $20,313 $27,083  $33,854 - - - - - - -
John M. Hoskins EAIP L $75,450 $100,600 $125,750 - = = = — — —
ELTIP2 $47,156  $62,875  $78,594 = = - - - - -
Michael E. Rescoé' EAIP1 - - - - - - - - — —
ELTIP? - - - - - - - - - -
William R. McCollum, Jr. galp 1 $367,500  $490,000 $612,500 - = = = — — —
ELTIP 2 $367,500  $490,000 $612,500 - - = = = — -
Karl W. Singer EAIP! $252,000  $336,000 $420,000 - — - — — — —
ELTIP 2 $216,000  $288,000 $360,000 - — - - — — —
BFNU1-LTDCPS ~ ~ $100,00¢ - - - - - - - -
Ashok S. Bhatnagar EAIP 1 $191,700  $255,600 $319,500 = = — — — — —
— Y — — — — — — — —
BFNU1-LTDCPS $50,000
Notes

(1) Actual awards earned for performance in 20@7reported for each of the Named Executive Offiaerder “Non-Equity Incentive Plan Compensationthe Summary
Compensation Table.

(2) Actual awards earned for the performance cgolded on September 30, 2007, are reported forefable Named Executive Officers under “Non-Eqguitgentive Plan
Compensation” in the Summary Compensation Table.

(3) Ms. Greene joined TVA on September 1, 2004, the awards she earned in 2007 were to be probatset on the number of months she participated¢h performance
cycle. The amounts presented represent the pegwibtated awards she was eligible to receivehf@performance cycles ending on September 30, 2007.

(4) Mr. Rescoe left TVA on November 13, 2006, avas not eligible to receive a payout under eitherEAIP or ELTIP in 2007.

(5) In accordance with the agreements administeneiér TVA's LTDCP, Mr. Singer and Mr. Bhatnagarreveligible to receive these credits based on th@&sement of major
milestones in association with the Browns FerrytlniRecovery Project. The actual credits earnedvasted are reported under “Non-Equity IncentilyREompensation” in
the Summary Compensation Table.

(6) In accordance with the terms set forth indgparation agreement, Mr. Singer was entitleddeive the full payout of $100,000 for 2007 withoegard to the achievement
the milestone. See information regarding the tetdithe separation agreement under “Other Agredstie

(7) For 2007, payout was based on the date ofessédl restart of Browns Ferry Unit 1 with a $5@@@&yout for restart by May 22, 2007, a $37,500payor restart by June
15, 2007, and no payout for restart after Jun€@87, with amounts for dates in between determinestraight-line interpolation.

Executive Annual Incentive Plan Awardall of the Named Executive Officers were participgim the Executive Annual Incentive Plan (“EAIR{)2007. As
discussed in the Compensation Discussion and Aisalyee EAIP is designed to encourage and rewaedigives for their contributions to successfullhiaeing short-term
financial and operational goals of TVA and appliealusiness units. Incentive opportunities appddwethe TVA Board for Mr. Kilgore, Mr. Rescoe, ahtt. McCollum, and
by Mr. Kilgore for Ms. Greene, Mr. Hoskins, Mr. §@r, and Mr. Bhatnagar, under the EAIP for the granince cycle ended on September 30, 2007, afertetn the table
below.
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Executive Annual Incentive Plan

EAIP
Name Incentive Opportunity 1
Tom D. Kilgore 70%
Kimberly S. Green: 65%
John M. Hoskin:s 40%
Michael E. Rescoe -2
William R. McCollum, Jr. 70%
Karl W. Singer 70%
Ashok S. Bhatnagz 60%

Note

Q) Represents a percentage of eadltipant's base compensation.
2) Mr. Rescoe left TVA in Novemberd®and was not eligible to receive an award in 2007

The percent of opportunity achieved was determimed weighted average of the results of a comlwnaif performance measures at the TVA level andhless unit
level. For 2007, the performance measures at e [€vel were approved by the TVA Board and settfan TVA’s Winning Performance Balanced Scorecafthe
performance measures for TVA's business units \appgoved by Mr. Kilgore. Based on the performanic@VA and TVA's business units during 2007, theqantages of
opportunity achieved for the Named Executive Offsceere 93.93 percent for Mr. Kilgore, 93.93 petden Ms. Greene, 93.93 percent for Mr. Hoskins933percent for Mr.
McCollum, and 78.08 percent for Mr. Bhatnagar. Pkecentages of opportunity achieved were calcdlbtesed on a 30 percent weight to TVA’s Winningféenance
Balanced Scorecard and a 70 percent weight toréhlleaverage composite performance of the busumgis¢Mr. Bhatnagar) or the composite averagellof @A business units
(Mr. Kilgore, Ms. Greene, Mr. Hoskins, and Mr. Md@on). Mr. Singer’s percentage of opportunity ashed was 100 percent and was determined pursu&ig separation
agreement discussed in “Other Agreements.” Abdestseparation agreement, Mr. Singer’s percenppbrtunity achieved would have been 78.08 percent.

As discussed in the Compensation Discussion andlysisaawards earned under the EAIP for 2007 waleutated as the product of base compensation tingeannue
incentive opportunity times the percent of oppoitiuachieved for each Named Executive Officer. &hen this calculation, the EAIP payouts as a peage of base
compensation for the Named Executive Officers v&&&5 percent for Mr. Kilgore, 61.05 percent for.NBseene, 37.57 percent for Mr. Hoskins, 65.75 emtréor Mr.
McCollum, 70 percent for Mr. Singer, and 46.85 eatdor Mr. Bhatnagar. Absent his separation agesg, Mr. Singer's EAIP payout as a percentageasElzompensation
would have been 54.66 percent. All awards werd pacash during the first quarter of 2008 withededral option. Mr. Kilgore elected to defer 75 gamt, Mr. Hoskins elected
to defer 50 percent, and Mr. McCollum elected tfed&5 percent, of their respective EAIP awardsiedrfor 2007.

Executive Long-Term Incentive Plan Awardall of the Named Executive Officers were participgin the Executive Long-Term Incentive Plan (“EBT) in 2007. As
discussed in the Compensation Discussion and Aisalye ELTIP is designed to encourage and rewgedidives for their contributions to successfulthi@ving long-term
financial and operational goals, typically oveheee-year performance cycle. Even though the ELS Based on three-year performance cycles, the<yan concurrently to
provide participating executives potential ELTIPaaws on an annual basis. As a result, the ELT#Paldaninistratively functioned in a manner simitaan annual incentive pl:
with targets set and awards made with respecbtteayear period.

Incentive opportunities approved by the TVA Boawd ¥ir. Kilgore, Mr. Rescoe, and Mr. McCollum, and Klr. Kilgore for Ms. Greene, Mr. Hoskins, Mr. Sieg and
Mr. Bhatnagar, under the ELTIP for the performacyele ended on September 30, 2007, are set fottreitable below:
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Executive Long-Term Incentive Plan

ELTIP
Name Incentive Opportunity 1
Tom D. Kilgore 60%
Kimberly S. Green: 65%
John M. Hoskin:s 25%
Michael E. Rescoe -2
William R. McCollum, Jr. 70%
Karl W. Singer 60%
Ashok S. Bhatnagz 45%

Note
(1) Represents a percentage of eaditipant’s base compensation.
(2) Mr. Rescoe left TVA in November 200&davas not eligible to receive an award in 2007.

As discussed in the Compensation Discussion andlysisathe calculation of the ELTIP awards for re¥formance period ended on September 30, 2007based
solely on the performance of a financial measuaeely, the delivered cost of power. The followgmgals were established related to the deliveretiafqzower: threshold
($32.61 per MWh sold), target ($32.41 per MWh soda)[d maximum ($32.21 per MWh sold). The threshiaidyet, and maximum awards were equal to 75 pert80 percen
and 125 percent of the participant’s ELTIP inceatbpportunity. In 2007, TVA achieved a deliveredtoof power of $32.26 per MWh sold, which equalé8.75 percent of the
target goal. As a result, the percent of oppotyuachieved for the Named Executive Officers, viith exception of Mr. Rescoe and Mr. Singer, was788ercent. The percent
of opportunity achieved for Mr. Singer was 100 eatcpursuant to his separation agreement discuss€ther Agreements.”

Awards earned under the ELTIP for the performarerop ended on September 30, 2007, were calcuéatelde product of base compensation times the ELTIP
incentive opportunity times the percent of oppoitiuachieved for each Named Executive Officer. &hen this calculation, the ELTIP payouts as agm@age of base
compensation for the Named Executive Officers wdr@5 percent for Mr. Kilgore, 77.19 percent for.NBseene, 29.69 percent for Mr. Hoskins, 83.13 gatréor Mr.

McCollum, 60 percent for Mr. Singer, and 53.44 patdor Mr. Bhatnagar. Absent his separation agesg, Mr. Singer's ELTIP payout as a percentagease compensation
would have been 71.25 percent. All awards werd pacash during the first quarter of 2008 withededral option. Mr. Kilgore elected to defer 10&rgent, Mr. Hoskins elected
to defer 50 percent, and Mr. McCollum elected tfed&5 percent, of their respective ELTIP awardsied for the performance cycle ended on Septenhe2(®7.

Long-Term Deferred Compensation Plan Agreemertgreements administered under TVA's Long-Term DeférCompensation Plan (“LTDCP") are designed to
provide retention incentives to executives to emaga them to remain with TVA and to provide, in donation with base compensation and EAIP and ELiftntive awards,
competitive level of total compensation. LTDCPemgnents act as substitutes for restricted stockdsyarhich investor-owned utilities in TVA’s peetogp can offer to their
executives, but which TVA cannot offer. Under thteDCP agreements, credits (which may be vestedweested) are made to an account in an execstivamne (typically on ¢
annual basis) for a predetermined period. If tkecative remains employed at TVA until the endha vesting period (typically three to five yeatbg executive becomes
vested in the balance of the account, includingratyrn on investment on the credits in the accoamd receives a distribution in accordance witlearier deferral election.

In March 2005, TVA entered into a LTDCP agreemeithwIir. Kilgore. Under the terms of the agreemévit, Kilgore received deferred compensation credits
$300,000 on March 31, 2005, October 1, 2005, Octbp2006, and October 1, 2007, and will receivetler credit of $300,000 if he remains employed b on October 1,
2008. Pursuant to the agreement, Mr. Kilgore wested in the first credit of $300,000 at the titme ¢redit was made in March 2005 and will be vesteahy earnings on this
amount. Mr. Kilgore will vest in the remaining hate of his account only if he remains employed W until the expiration of the agreement on Septen30, 2009, after
which the account will be distributed to him inuarip sum following the termination of his employmaiith TVA. In the event TVA terminates Mr. Kilgdeeemployment
during the term of the LTDCP agreement through etmadelinquency of his own, any credits and eagsion those credits in Mr. Kilgore’s account & time of termination
will become vested and distributed to him in a lusa. If Mr. Kilgore voluntarily terminates his @loyment or TVA terminates Mr. Kilgore’s employméot cause prior to
the expiration of the agreement, all credits in Kifgore’s account, except the initial $300,000ditend any earnings on this amount, will be fagei
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In September 2007, TVA entered into a LTDCP agregméth Ms. Greene. Under the terms of the agregnis. Greene received an initial credit of $280,®n
September 4, 2007. Ms. Greene will also receiferded compensation credits in the amount of $1@@&ach on October 1, 2008, October 1, 2009, anob®c1, 2010, if she
remains employed by TVA on these dates. Pursoatetagreement, Ms. Greene was vested in thecfiedit of $280,000 at the time the credit was meut2 will be vested in
any earnings on this amount. Ms. Greene will irethe remaining balance of her account only if gdreains employed by TVA until the expiration oéthgreement on
September 30, 2011. All vested credits in her aotander this LTDCP agreement will be distributedher in five annual installments following therténation of her
employment with TVA. In the event TVA terminatesMsreene’s employment during the term of the LTR@QReement through no act or delinquency of her,@mg credits
and earnings on those credits in Ms. Greene’s adathe time of termination will become vested distributed to her in five annual installmentsMs. Greene voluntarily
terminates her employment or TVA terminates Ms.gages employment for cause prior to the expiratibthe agreement, all credits in Ms. Greene’s antaexcept the initial
$280,000 credit and any earnings on this amoutitbeiforfeited.

In October 2006, TVA entered into a LTDCP agreenvéttt Mr. Hoskins. Under the terms of the agreetniti. Hoskins received deferred compensation ¢sedfi
$60,000 on October 1, 2006, and October 1, 200¥ walhreceive another credit of $60,000 if he rénseemployed by TVA on October 1, 2008. Mr. Hoskinill vest in his
account only if he remains employed by TVA unt# taxpiration of the agreement on September 30,2865 which the account will be distributed tonhin a lump sum. In t
event TVA terminates Mr. Hoskins’ employment durthg term of the LTDCP agreement through no adetinquency of his own, any credits and earningthose credits in
Mr. Hoskins’ account at the time of terminationMiécome vested and distributed to him in a lump.sif Mr. Hoskins voluntarily terminates his empionent or TVA
terminates Mr. Hoskins’ employment for cause ptiothe expiration of the agreement, all creditMin Hoskins’ account will be forfeited.

In May 2007, TVA entered into a LTDCP agreementwiitr. McCollum. Under the terms of the agreeméht, McCollum received an initial credit of $350,000
May 1, 2007, and received a credit of $200,000 otoker 1, 2007. Mr. McCollum will also receive deed compensation credits in the amount of $2@e2@h on October 1,
2008, October 1, 2009, and October 1, 2010, ifemeains employed by TVA on these dates. Pursuahetagreement, Mr. McCollum was vested in the &iredit of $350,000
at the time the credit was made and will be vestexhy earnings on this amount. Mr. McCollum widlst in the remaining balance of his account offtheiremains employed |
TVA until the expiration of the agreement on Septem30, 2011. All vested credits in his accourdarthis LTDCP agreement will be distributed to himfive annual
installments following the termination of his emytoeent with TVA. In the event TVA terminates Mr. Kollum’s employment during the term of the LTDCRemgnent
through no act or delinquency of his own, any deedid earnings on those credits in Mr. McColluacsount at the time of termination will become eedsand distributed to
him in five annual installments. If Mr. McCollumoluntarily terminates his employment or TVA terntiesMr. McCollum’s employment for cause prior te #xpiration of the
agreement, all credits in Mr. McCollum’s accountcept the initial $350,000 credit and any earniogshis amount, will be forfeited.

In May 2004, TVA entered into a LTDCP agreementwiitr. Singer. Under the terms of the agreement,3iiger received credits of $200,000 on Octob&004,
October 1, 2005, and October 1, 2006. Undetetras of the separation agreement with Mr. Singscdbed in “Other Agreementa\ir. Singer was vested in his account a
September 30, 2007, the effective date of his nedign, and the amount in this account was distedto Mr. Singer in a lump sum, in accordance \Wwithprevious election, on
October 26, 2007.

In September 2004, TVA entered into a LTDCP agregméh Mr. Bhatnagar. Under the terms of the agrent, Mr. Bhatnagar received deferred compensatiedtits
of $150,000 on October 1, 2004, October 1, 200%0k#r 1, 2006, and October 1, 2007, and will rez@inother credit of $150,000 if he remains empldyedVVA on October
1, 2008. Mr. Bhatnagar will vest in his accountyahhe remains employed by TVA until the expiatiof the agreement on September 30, 2009, aftetvthe account will be
distributed to him in a lump sum. In the event T¥éfminates Mr. Bhatnagar’s employment during #rentof the LTDCP agreement through no act or dekmgy of his own,
any credits and earnings on those credits in MatBdigar’'s account at the time of termination wétbme vested and distributed to him in a lump siffMr. Bhatnagar
voluntarily terminates his employment or TVA termies Mr. Bhatnagar's employment for cause prighéexpiration of the agreement, all credits in Bhatnagar’s account
will be forfeited.

Browns Ferry Unit 1 Recovery Milestone LTDCP Agreets. In addition to the LTDCP agreement with Mr. Sindescribed above, TVA had a second LTDCP
agreement with Mr. Singer that provided annual itseaf up to $100,000 for a period of four yearsdmhon the accomplishment of major milestones &ssacwith the Browns
Ferry Unit 1 Recovery Project. The actual amouetlited each year was based on the achievemepeoffis milestones established at the beginningamh fiscal year. Under
this agreement, credits earned were vested andeutdd a
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deferred compensation account in Mr. Singer’s nafrthe end of each fiscal year. For 2007, thestulee objective established for Mr. Singer’s agreetmvas the successful
restart date of Browns Ferry Unit 1 with a 100 pettgpayout for restart by May 22, 2007, 75 pergaybut for restart by June 15, 2007, and no pafgouestart after June 15,
2007. The payout percentage for a completion beteeen May 22, 2007, and June 15, 2007, was detedrby straight-line interpolation. For purposéshe agreement,
Browns Ferry Unit 1 was considered successfullyarésd on June 2, 2007. However, under the tefrtieecseparation agreement with Mr. Singer desdrihé'Other
Agreements,” TVA agreed to award Mr. Singer thé ¢ubdit of $100,000 which, under the terms of tH®CP agreement, was distributed to him in a lumm gollowing his
termination of employment.

In addition to the LTDCP agreement with Mr. Bhataadescribed above, TVA has entered into a secd@mdP agreement with Mr. Bhatnagar that providesuahn
credits of up to $50,000 for a period of four yelaased on the accomplishment of major milestonsscisted with the Browns Ferry Unit 1 Recovery Bcbj The actual amou
credited each year is based on the achievemepkecffic milestones established at the beginningasth fiscal year. Under this agreement, creditseebwill be vested and
credited to a deferred compensation account inBatnagar's name at the end of each fiscal year.2607, the milestone objective established for Biratnagar’'s agreement
was the successful restart date of Browns Ferry Uniith a 100 percent payout for restart by May 207, 75 percent payout for restart by June @872and no payout for
restart after June 15, 2007. The payout perceritagesuccessful restart date between May 22, 280F June 15, 2007, was determined by straightHfiterpolation. For
purposes of the agreement, Browns Ferry Unit 1eeasidered successfully restarted on June 2, 2887a result, Mr. Bhatnagar was awarded a credi@{452 for 2007,
which, under the terms of the agreement, has bleeegin a deferred compensation account in hisentanbe distributed in a lump sum upon terminatbemployment.

Retirement and Pension Plans
The following table provides the actuarial presaitie of the Named Executive Officer's accumuldiedefits, including the number of years of credi&edvice, under
TVA' s retirement and pension plans as of Septemb&0807, determined using a methodology and inteegstand mortality rate assumptions that are cangistith those use
in the financial statements contained in this Alrigport as set forth in Note 13.

Pension Benefits Table

Number of Years of Present Value of Payments During

Credited Servicel Accumulated Benefit Last Fiscal Year
Name Plan Name (#) $) (%)
@) (b) () (d) (e)
Tom D. Kilgore (1) Qualified Plan — CBBS 2.58 $24,577 $0
(2) Non-Qualified — SERP Tier 1 8.002 $1,584,884 $0
Kimberly S. Greene (1) Qualified Plan — CBBS 0.08 $5,598 $0
(2) Non-Qualified — SERP Tier 1 15.083 $237,154 $0
John M. Hoskins (1) Qualified Plan — OBS 32.72 $930,841 $0
(2) Non-Qualified — SERP Tier 2 29.67 $421,806 $0
Michael E. Rescoe (1) Qualified Plan — CBBS 3.33 $¢ $0
(2) Non-Qualified — SERP Tier 1 3.33 $d $0
William R. McCollum, Jr. (1) Qualified Plan — CBBS 0.42 $5,385 $0
(2) Non-Qualified — SERP Tier 1 10.425 $1,424,777 $0
Karl W. Singer (1) Qualified Plan — CBBS 14.50 $190,614 $0
(2) Non-Qualified — SERP Tier 1 16.506 $1,570,874 $0
Ashok S. Bhatnagar (1) Qualified Plan — CBBS 8.08 $98,277 $0
(2) Non-Qualified — SERP Tier 1 8.08 $554,988 $0

Notes:
(1) Limited to 24 years when determining suppletakbenefits available under SERP Tier 1.

(2) Mr. Kilgore has been granted three additigreirs of credited service for pre-TVA employmenlofwing five years of actual TVA service. In theemt his employment is terminated during the first years (other
than for cause), the five-year vesting requireméhtbe waived and he will receive credit for eigtgars of service. In addition, the offset foopemployer pension benefits will be waived, arel ¢ffset for benefits
provided under TVA's defined benefit plan will balculated based on the actual pension benefit heegkive as a participant in the CBBS. Withdwt additional years of credited service, the pregalue of Mr.
Kilgore's accumulated benefit would be $0.
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(3) Ms. Greene has been granted 15 additionaby&fasredited service for pre-TVA employment anel dififset for prior employment pension benefits hasn waived. The offset for benefits provided uritdéA’ s definec
benefit plan will be calculated based on the bersé will be eligible to receive as a participmnthe CBBS taking into account the additional weafrcredited service being used for SERP benelitutation purposes. In
the event that she voluntarily terminates her egmlent with TVA, or is terminated for cause, priorsatisfying the minimum five-year vesting requiesty no benefits will be provided to her under $tRP. In the event
of termination for any other reason, prior to fixars of employment, the five-year vesting requertwill be waived and the benefit Ms. Greene bdleligible to receive will be payable no earlteart age 55. As of
September 30, 2007, the present value of this héa&237,154. Without the additional years afdited service, the present value of Ms. Greeraraulated benefit would be $0.

(4) Mr. Rescoe left TVA in November 2006 and dat have the minimum five years of vesting servieguired to become vested and receive a retirengerfih under TVA’s defined benefit plan or the SERP

(5) Mr. McCollum has been granted 10 additioredrng of credited service for pre-TVA employment #reloffset for prior employment benefits has beeaived. The additional years of credited servidélve used for
SERP benefit calculation purposes only and willgmint toward the minimum five-year vesting reqmient. In the event Mr. McCollum voluntarily terraties his employment with TVA or is terminated fause prior to
satisfying the minimum five-year vesting requiremem benefits will be provided under the SERPthim event of termination for any other reasommto five years of employment, the five-year vegtrequirement will
be waived as long as the termination is considaceeptable to TVA, and Mr. McCollum would be eligitto receive benefits payable in five annual ithstents following termination. The present valdehas benefit as ¢
September 30, 2007, is $1,424,777. Without thétiaddl years of credited service, the presentea@fiMr. McCollum’s accumulated benefit would be $0

(6) TVA granted Mr. Singer one additional yearsefvice for each year of TVA service on each of éstdl7, 2006, and August 17, 2007. Thereforef &ptember 30, 2007, Mr. Singer has been gramted¢ars of
additional service for purposes of the calculatbhis benefits under the SERP. Without the addél two years of credited service, the presentevaf Mr. Singer’s accumulated benefit would haeerb$1,368,549.

TVA sponsors a qualified defined benefit plan witlo structures for all employees, including the ManiExecutive Officers, which is administered by ThéA
Retirement System. The structures are the OBSten@BBS. Participation in the OBS is limited taoyees who were covered under the plan prioatmdry 1, 1996. All
employees first hired by TVA on or after Januani 496, participate in the CBBS. As with any othealified retirement plan, there are limits on eoygle and employer
contributions and compensation that can be couoteldenefit calculations set by the TVA Retirem&ystem rules and IRS regulations.

TVA's Original Benefit Structure Mr. Hoskins is the only Named Executive Officer wherticipates in the OBS. The pension providedeuattide OBS is based on a
final average pay formula that includes the mensbgears of creditable service (to the nearest miphiphest average compensation during any thresezutive years of
creditable service, and a pension factor, lessal Social Security offset. For executives who m@mbers of the OBS, compensation is defined asamsalary only for benefit
calculation purposes and, for the Named Execultiffie@s, is shown under the column titled “Salaiy'the Summary Compensation Table, although congiemscannot
exceed $220,000 in 2007 pursuant to the IRS arowmpensation limit applicable to qualified plar@reditable service is the length of time spent aseaber of the TVA
Retirement System and may also include certairtanyliservice, some periods of leave without pasfefted annual leave, and unused sick leave. Bmsipn factor, which can
reach a maximum of 1.3 percent, is determined imgmber’'s age and/or whether the member has obt#ieelule of 80. The Rule of 80 is the sum of aniner's age and
creditable service at the time of termination. &xample, a member who has reached age 55 andhaas of creditable service has obtained the Bus®. Mr. Hoskins has
obtained the Rule of 80. The Social Security dffsequal to the product of a member’s actual yedservice times $1.75 times a factor based emtémber’s actual age at
retirement. Members must have at least five yeacseditable service in order to be eligible fquension benefit.

Members in the OBS who are 55 with five years efltable service are eligible to receive an immiedigenefit upon retirement. Members whose ageg#usce,
including unused sick leave and forfeited annuavée equals 80 points or more receive the maximensipn factor of 1.3 percent. Members who reaehGigwith at least five
years of credited service receive the maximum penfsictor of 1.3 percent even if they do not ha®e8ints. The OBS does not provide early retirembenefits to any Name
Executive Officer or any other member in the OBS.

TVA'’s Cash Balance Benefit Structur®lr. Kilgore, Ms. Greene, Mr. McCollum, Mr. Singamd Mr. Bhatnagar are members of the CBBS, andRdscoe was a
member of the CBBS. Under the CBBS, each membealtash balance account that receives pay ceglitd to six percent of his/her compensation eaghperiod (every tw
weeks). For executives who are members of the CBB®pensation is defined as annual base salayyfonbenefit calculation purposes and, for the Mdrixecutive Officer:
is shown under the column titled “Salary” in then8nary Compensation Table, although compensationataxceed $220,000 in 2007 pursuant to the IRBarmmompensation
limit applicable to qualified plans. The accowtredited with interest each month, and intesesbmpounded on an annual basis. The annual sttette used for interest
credits is determined each January 1. The inteaéstis 3 percent greater than the percentagedserin the 12-month average of the Consumer Pl for the period ending
on the previous October 31. The minimum interat is 6 percent and the maximum interest rat® jgetcent unless the TVA Retirement System Boaiith WA's approval,
selects a higher interest rate. When a membetseiebegin receiving retirement benefits, the daslance account is converted to a monthly penséyment by dividing the
ending value of the cash balance account by a esiovefactor set forth in the plan based on the brets actual age in years and months.
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Members with at least five years of CBBS servieeealigible to receive an immediate benefit. CBBS&/&e is the length of time spent as a membenh®flivVA
Retirement System and does not include creditiaisad sick leave, forfeited annual leave, or pré\Bvhployment military service. The CBBS does naivide early
retirement benefits to any Named Executive Offmeany other member in the CBBS.

Supplemental Executive Retirement PlEime SERP is a non-qualified defined benefit pengpian similar to those typically found in other qoamies in TVA'’s peer
group and is provided to a limited number of exe®s, including the Named Executive Officers. T¥ABERP was created to recruit and retain key exesut The plan is
designed to provide a competitive level of retirairigenefits in excess of the limitations on conttibns and benefits imposed by TVA'’s qualified defil benefit plan and IRS
code section 415 limits on qualified retirementngla

The SERP provides two distinct levels of participat Tier 1 and Tier 2. Each employee is assignazhe of the two tiers at the time he or she mayed to participat
in the SERP. The level of participation (“Tier'¢fihes the level of retirement benefits providedemthe SERP at the time of retirement.

Under the SERP, normal retirement eligibility ia8f with five years of vesting service. No vesiad accrued benefits are payable prior to agarid penefits are
reduced for retirements prior to age 62. The lefebduction in benefits for retirements prioraige 62 depends on whether a participant’s ternoinasi “approved” or
“unapproved.” In the event of an approved ternmarabf TVA employment, any vested and accrued henafe reduced by 5/12 percent for each monthttieatiate of benefit
commencement precedes the participant’'s 62nd iyt to a maximum reduction of 35 percent. Inghent of an unapproved termination of TVA employt¢he
participant’s accrued benefits are first subjed teduced percentage of vesting if the particisaygtars of service are between five and ten. iv& years of vesting service, the
vested percentage of retirement benefits is 50gmer@nd increases thereafter by 10 percent for edicidditional year of service, reaching 100 mericvesting for ten or more
years of vesting service. Thereafter, any vestedaecrued benefits are reduced by 10/12 percertith month that the date of benefit commenceprecedes th
participant’s 62nd birthday up to a maximum reduttdf 70 percent.

For purposes of the SERP, an “approved” terminati@ans termination of employment with TVA due forétirement on or after the participant’'s 62ndHdny, (i)
retirement on or after attainment of actual ageif5§ich retirement has the approval of the TVA Bbdiii) death in service as an employee, (iv)atisity (as such term is
defined under TVA's long-term disability plan), @v) any other circumstances approved by the TV/Alo For purposes of the SERP, an “unapprovediiteation means a
termination of employment with TVA when such teration does not constitute an “approved” terminatisrdefined in the preceding sentence.

SERP Tier 1 The Tier 1 structure is designed to replace 60grerof the amount of a participant’'s compensatiathe time the participant reaches age 62 and has
accrued 24 years of service at TVA.

Tier 1 benefits are based on a participant’s highesrage compensation during three consecutivePSEars and a pension multiple of 2.5 percentdche/ear of
credited service up to a maximum of 24 years. Gamsption is defined as salary, additional annuadpensation, and EAIP for benefit calculation pugsosTier 1 benefits are
offset by Social Security benefits, benefits praddinder TVA's defined benefit plan, and prior eayglr pension benefits when applicable. Mr. Kilgdvis. Greene, Mr.
McCollum, Mr. Singer, and Mr. Bhatnagar are papiggits in SERP Tier 1. Mr. Rescoe was a participaBERP Tier 1 prior to his termination in NovemB806.

In 2007, for benefit calculation purposes underSE®RP, TVA granted additional years of creditediiserto and waived the prior employer pension bigneffset for
Ms. Greene and Mr. McCollum in connection with treceptance of employment with TVA. The valueoaisted with the credited years of service and efof prior
employer offset under the SERP is reported in ®leghge in Pension Value and Nonqualified Deferreth@ensation Earnings” column in the Summary Comgtéos
Table. These grants of additional credited seraiv@ waivers of offsets of prior employer pensiendfits were arrived at in negotiations with Mse@re and Mr. McCollum
during their recruitment to TVA. Generally, therpase for granting additional years of credited/serand waiving the offset for any prior employpension benefits is to
compensate for any loss of benefits and to givditfer prior and potential future years of servitea previous employer.

SERP Tier 2 The Tier 2 structure provides retirement benefitg tecognize compensation in excess of that peaMity TVA's qualified defined benefit plan and is
similar to restoration retirement benefits providgdinvestor-owned utilities.
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Tier 2 benefits are based on a participant’s highesrage compensation during three consecutivePSfRrs and a pension multiple of 1.3 percentdcheear of
credited service. Compensation is defined as\sadalditional annual compensation, and EAIP fordfigrcalculation purposes. Mr. Hoskins is the oNgmed Executive Offict
who is a participant in SERP Tier 2.

The TVA Sponsored 401(k) PlaMembers of the TVA Retirement System, including Nemed Executive Officers, may elect to participatthe TVA Retirement
System’s 401(K) plan on a before- and/or afterkasis. For OBS members, TVA provides a matchingrdmution of 25 cents on every dollar contributada before- and/or
after-tax basis up to 1.5 percent of the partidijsaannual salary. For CBBS members, TVA providesatching contribution of 75 cents on every datlamtributed on a before-
and/or after-tax basis up to 4.5 percent of théigpant’s annual salary.

Nonqualified Deferred Compensation
The following table provides information regardideferred contributions, earnings, and balancesdoh of the Named Executive Officers. The amoregsrted unde
this table do not represent compensation in additiche compensation that was earned in 2007 lagady reported in the Summary Compensation Tabiediher the amounts
of compensation earned by the Named Executive &fim 2007 or prior years that was or has beeerdsf.

Nonqualified Deferred Compensation Table

Executive Registrant Aggregate Aggregate Aggregate
Contributions in Contributions in Earnings in Withdrawals/ Balance at
Last FY Last FY Last FY ! Distributions Last FYE 2
Name $) $) $) %) (%)
@ (b) (© (d) (e) ®
Tom D. Kilgore $783,6613 $300,000* $149,527 $0 $1,957,547
Kimberly S. Greene $0 $280,000° $976 $0 $280,976
John M. Hoskins $84,579" $60,0008 $48,530 $340,24F $1,021,4920
Michael E. Rescoe $0 $0 $28,913 $457,328!1 $0
William R. McCollum, Jr. $781,599'2 $350,0003 $7,187 $0 $357,18 74
Karl W. Singer $0 $300,000t5 $168,986 $0 $2,852,1646
Ashok S. Bhatnagar $0 $193,452L7 $333,811 $0 $2,385,6748

Notes
(1) Includes vested and unvested earnings. Nbtieese amounts are included in the Summary ConapiensTable.
(2) Includes vested and unvested amounts.

(3) Mr. Kilgore elected to defer 75 percent of $327,382 paid out under the EAIP for 2007 and g@@ent of the $463,125 paid out under the ELTHHe performance period that ended on Septemhe2(8Y. These
amounts are reported in the “Non-Equity Incentil@nFCompensation” column in the Summary Compensatable.

(4) Represents an unvested annual credit in theuatof $300,000 provided under a LTDCP agreemaiit Mr. Kilgore (reported in the “All Other Compeation” column in the Summary Compensation Table).

(5) Represents the balance of Mr. Kilgore's actouneluding unvested credits and earnings tota$i6g3,293, as of September 30, 2007. The amouheifiAggregate Balance at Last FYE” column inclsi$627,861
reported in the Summary Compensation Table for 2006 amount reported in the “Executive Contribnsi in Last FY” column was credited to his accadnrthe first quarter of 2008 and is not includedha balance.

(6) Represents a vested credit in the amount 80 $®0 provided under a LTDCP agreement with Mee@e (reported in the “Non-Equity Incentive PlanmPensation” column in the Summary Compensationd)abl

(7) Mr. Hoskins elected to defer 50 percent of$8d,494 paid out under the EAIP for 2007 and 5@que of the $74,664 paid out under the ELTIP far performance period that ended on Septembei080, 2ZThese
amounts are reported in the “Non-Equity Incentil@nFCompensation” column in the Summary Compensatable.

(8) Represents an unvested annual credit in theuatof $60,000 provided under a LTDCP agreemetit Mir. Hoskins (reported in the “All Other Competisa” column in the Summary Compensation Table).
(9) Represents a lump sum distribution of the fedaof Mr. Hoskins’ LTDCP account, including inter@nd/or return on investments, upon expiratioa bTDCP agreement on September 30, 2006.

(10) Represents the balance of Mr. Hoskins' actdnaluding unvested credits and earnings totafiig,088, as of September 30, 2007. The amounttegpin the “Executive Contributions in Last FY8lemn was
credited to his account in the first quarter of @@d is not included in the balance.

(11) Represents a lump sum distribution of thehad of Mr. Rescoe’s deferred compensation accmeltiding interest and/or return on investmentshe time of termination.

(12) Mr. McCollum elected to defer 75 percenthaf $460,257 paid out under the EAIP for 2007 angétSent of the $581,875 paid out under the ELBIRtte performance period that ended on Septeniher 3
2007. These amounts are reported in the “Non-Ednéentive Plan Compensation” column in the Sumyn@smpensation Table.
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(13) Represents a vested credit in the amoun88®$00 provided under a LTDCP agreement with McCdllum (reported in the “Non-Equity Incentive Pl@ompensationtolumn in the Summary Compensation Tat
(14) Represents the balance of Mr. McCollum'’s aato The amount reported in the “Executive Contiitms in Last FY” column was credited to his aauoin the first quarter of 2008 and is not includedhe balance.

(15) Represents (1) an unvested annual crediteimmount of $200,000 provided under a LTDCP agesmvith Mr. Singer (reported in the “All Other Cpensation'column in the Summary Compensation Table) an
a vested credit in the amount of $100,000 provigiedier a separation agreement with Mr. Singer basdts second LTDCP agreement for achievement @mngilestones in 2007 associated with the BrowasyFUnit 1
Recovery Project (reported in the “Non-Equity Inteee Plan Compensatiorgolumn in the Summary Compensation Table). Mrg8&irwas vested in the $200,000 credit under theCFagreement in accordance with
terms of his separation agreement.

(16) Represents the balance of Mr. Singer's accdneciuding unvested credits and earnings tota#i48,938, as of September 30, 2007. The amouheitAggregate Balance at Last FYE” column inclei$280,000
reported in the Summary Compensation Table for 2006 $100,000 credit provided under a separaprement with Mr. Singer based on his second LTB@Bement for the achievement of major milestim@907
associated with the Browns Ferry Unit 1 Recovemjdt, reported in the "Registrant Contributionshia Last FY" column, was credited to his accounrthie first quarter of 2008 and is not includedhia balance.

(17) Represents (1) an unvested annual credieimmount of $150,000 provided under a LTDCP ageeemvith Mr. Bhatnagar (reported in the “All Oth@ompensation” column in the Summary Compensatidie)a
and (2) a vested credit in the amount of $43,48®ided under a second LTDCP agreement with Mr. Bdgar for achievement of major milestones in 20&beiated with the Browns Ferry Unit 1 Recoveryjéb
(reported in the “Non-Equity Incentive Plan Compaitn” column in the Summary Compensation Table).

(18) Represents the balance of Mr. Bhatnagar'swattg including unvested credits and earningsitwa$519,774, as of September 30, 2007. The aninuhe “Aggregate Balance at Last FYE” column irmig#s $190,000
reported in the Summary Compensation Table for 2006 $43,452 credit provided under the LTDCP egrent with Mr. Bhatnagar for the achievement ofanajilestones in 2007 associated with the BrowrnsyR@nit
1 Recovery Project, reported in the "Registrantt@outions in the Last FY" column, was creditechts account in the first quarter of 2008 and isinoluded in the balance.

In order to further assist executives, including Bamed Executive Officers, in saving for retiretn@VA allows participants in the EAIP, ELTIP, ahd@DCP to elect
to defer all or a portion of the compensation ednmeder those plans. All deferrals are crediteeletch participant, and the deferral amounts ame filneded into a rabbi
trust. Each participant may elect one or moreeoksgal notional investment options made availagl@¥A or allow some or all funds to accrue interasthe rate established at
the beginning of each fiscal year. Participanty elact to change from either one notional investnogtion or the TVA interest bearing option to trey at any
time. Participants do not have the ability to ditw funds from their accounts prior to terminataremployment with TVA. Upon termination, fundalistributed in
accordance with elections made in accordance wipficable IRS regulations.

No executives, including the Named Executive Oficevere permitted to defer any portion of thein@al salary or additional annual compensation in
2007. Participants in the EAIP and ELTIP, inclglthe Named Executive Officers, are permitted éxtehnnually to defer all or a portion of their ad&(25, 50, 75 or 100
percent) received under the plans.

Severance Agreements

In March 2005, TVA entered into an agreement with Kilgore that provides a lump sum payment eqaare year’s annual compensation if (1) his duties,
responsibilities, or compensation is substantigiuced, and he terminates his employment with TMA2) his employment is terminated for any reasther than “for
cause.” For purposes of this agreement, “annuapemsation” is defined as annual salary plus auftifiannual compensation plus the amount of thearand long-term
incentive awards he would have been eligible teikecbased on 100 percent achievement of targéirpgance goals. As of September 30, 2007, thiglsom payment would
have been equal to $1,495,000. In addition, ifehigloyment had been terminated on September 80, 2ther than for cause or as a result of a valyntesignation, Mr.
Kilgore would have received $643,293 under his LTD&yreement payable in a lump sum following tertdmaand $1,584,884 under the SERP payable inahreual
installments following termination. Upon termiratiof employment for any reason, Mr. Kilgore wobll eligible to receive any amount in his 401(knpd@&count that he
contributed and any earnings on these amountseaiutij plan rules, and any amounts that he eampdst years but elected to defer.

In August 2007, TVA entered into an agreement With Greene that provides a lump sum payment imasuat equal to two years’ annual compensation énetrent
that TVA's current Chief Executive Officer no longeccupies that position and Ms. Greene is askéebtee TVA employment for any reason other thanckuse or she
terminates her employment because she is aska#iéatposition with TVA other than her then curmgosition as Chief Financial Officer and Executiiee President,
Financial Services. For purposes of this agreemianhual compensation” is defined as annual sglarg the amount of the annual incentive award ¢hase100 percent
achievement of target performance goals. As ofeSeper 30, 2007, this lump sum payment would haenlequal to $1,650,000. In addition, if her empient had been
terminated on September 30, 2007, other than fasecar as a result of a voluntary resignation, Gt®ene would have received $280,976 under her LTB§Pement payable
in five annual installments following terminationcdawould have been eligible to receive SERP benpfiyable in five annual installments beginningadier than age 55. As
of September 30, 2007, the present value of thE&PSenefits is $237,154.
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Neither Mr. Hoskins, Mr. McCollum, nor Mr. Bhatnad#as a severance agreement with TVA. HoweverNiadHoskins’ employment been terminated on Sep&mb
30, 2007, other than for cause or as a resultvoluntary resignation, Mr. Hoskins would have reeei $63,088 under his LTDCP agreement payabldumga sum following
termination and $421,806 under the SERP payalfieerannual installments following termination. dddition, upon termination of employment for argson, Mr. Hoskins
would be eligible to receive $930,841 under TVAislified defined benefit plan payable in the forfran actuarial equivalent lifetime annuity, any amts in his 401(k) plan
account subject to plan rules, and any amountshihagrned in past years but elected to defer. MtadicCollum’s employment been terminated on Seyiter 30, 2007, other
than for cause or as a result of a voluntary regign, Mr. McCollum would have received $357,18denhis LTDCP agreement payable in five annuahiisents following
termination and $1,424,777 under the SERP payatfiee annual installments following terminatiom addition, upon termination of employment for aegson, Mr.
McCollum would be eligible to receive any amoumtsis 401(k) plan account that he contributed andemrnings on these amounts, subject to plan.ridesl Mr. Bhatnagar's
employment been terminated on September 30, 2@06&; than for cause or as a result of a voluntesjgnation, Mr. Bhatnagar would have received $624 under his LTDCP
agreement payable in a lump sum following termorgtand SERP benefits payable in five annual ilmstaits beginning no earlier than age 55, whichf&eptember 30, 2007,
had a value of $554,988 assuming the terminatichdetermined an approved termination under the SHRBddition, upon termination of employment &my reason, Mr.
Bhatnagar would be eligible to receive $98,277 ufdéA’s qualified defined benefit plan payable retform of an actuarial equivalent lifetime annpéyy amounts in his 401
(k) plan account subject to plan rules, and anywartethat he earned in past years but electedfén.de

Other Agreements

In April 2004, TVA entered into an agreement with. Rescoe that provided a lump sum payment in asuatequal to two years’ annual compensation irethent
that there is a change in his reporting relatigmstith the TVA Board such that he would report tGlaef Executive Officer or other similarly nameckeutive and is asked to
leave TVA employment or is asked to take a positigth TVA other than his then-current position asi€? Financial Officer and Executive Vice Presiddfinancial Services,
prior to July 10, 2008. For purposes of this agreet, “annual compensation” was defined as anralahsplus additional annual compensation plusatheunt of the annual
and long-term incentive awards he would have bégibke to receive based on 100 percent achievergtarget performance goals. Under the agreenvntRescoe was to
receive the lump sum payment in two equal instatiistethe first installment was to be paid within tiays of the effective date he leaves TVA andsteond was to be paid on
the one-year anniversary of that date. Mr. Resedd VA effective November 13, 2006. Pursuanttte agreement, TVA paid Mr. Rescoe $823,437.50anexhber 2006 and
$823,437.50 in November 2007.

In March 2007, TVA entered into a separation agesgrwith Mr. Singer, under which Mr. Singer volunltaresigned effective as of September 30, 200Re terms of
the agreement included the following:

¢« TVA agreed to award Mr. Singer EAIP and ELTIP awpayouts assuming achievement of 100 percent dhtiget goals for the EAIP for 2007 and the ELToP f
the performance period ended September 30, 20@8ffoutiregard to actual performan:

* Mr. Singer would receive the full $100,000 credisaciated with the Browns Ferry Unit 1 Recoveryj&for 2007, without regard to the actual milesto
achievement

«  Mr. Singer would become vested in the balance ®LAIDCP account as of September 30, 2007, anathaunt would be distributed to Mr. Singer in a lusymn,
in accordance with his previous election, withind2ys of the effective date of his resignati

« Mr. Singer’s resignation would be considered arrapgd termination under the SERP; and

« Mr. Singer would be eligible to continue TVA medigasurance available to active employees for 12the after the effective date of his resignationt®er 200°
through September 2008) at the cost an active graplawould pay for such insuran

Pursuant to the terms of the separation agreereefrsh above, Mr. Singer became eligible to reeghe following amounts: $336,000 under the EAdlygble in a
lump sum following termination, $288,000 under BI€TIP payable in a lump sum following terminatié,00,000 under the LTDCP agreement based on thergdishment of
major milestones associated with the Browns Femit URecovery Project payable in a lump sum follaytermination, $648,937 under his LTDCP agreenpaytble in a
lump sum following termination, and SERP benefagable in five
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annual installments beginning no earlier than @gemhich as of September 30, 2007, had a valud &7,874. In addition, upon his termination ofpdmyment, Mr. Singer
was eligible to receive $190,614 under T\8Ajualified defined benefit plan payable in thex@f an actuarial equivalent lifetime annuity, amgounts in his 401(k) plan acco
subject to plan rules, and any amounts that heeddmpast years but elected to defer.

Director Compensation

On March 31, 2006, the TVA Board became a nine-memphrt-time board in accordance with the provisiofthe Consolidated Appropriations Act, which aihed
the TVA Act. Under the TVA Act, as amended by @ensolidated Appropriations Act, each of the niirectors receives a stipend of $45,000 per yeagasn{1) the director is
the chair of a TVA Board committee, in which case stipend is $46,000 per year, or (2) the direisttiie chairman of the TVA Board, in which case $tipend is $50,000 per
year. Effective January 8, 2007, the $45,000 stipeas increased to $45,800, the same percentagase applicable to adjustments under 5 U.S.@18,5vhich provides fc
adjustments in the annual rates of pay of emplogedabe Executive Schedule of the United Statese@owent. TVA is seeking amendment of the TVA Acptovide for the
same adjustments to the stipend of directors waahair of a TVA Board committee or chairman of ThéA Board. Directors are also reimbursed undeefal law for travel,
lodging, and related expenses that they incurténding meetings and for other official TVA busiaés the same manner as other persons employechittently in federal
government service.

The annual stipends provided to each director artle chairman of the TVA Board as of Septembe280,7, were as follows:

Name Annual Stipend
©)]
Dennis C. Bottorft $46,000
Donald R. DePries $46,000
Robert M. Duncai $46,000
Bishop William H. Grave $45,80C
Skila S. Harris $46,000
William B. Sanson $50,000
Howard A. Thrailkill $46,000
Susan Richardson Willian $46,000

The following table set outs the compensation rexkby TVA's directors during 2007.

Director Compensation

Change in
Pension Value
and
Nonqualified
Deferred
Fees Earned or Non-Equity Compensation
Paid in Cash Stock Option Incentive Pl_am Earnings ! All Other
(%) Awards  Awards Compensation ) Compensation Total
Name () ®) ) (%) 0 () ()
(e) (@)
(@) (©) (d) 9 (h)
William W. Baxter? $13,846 - = = = $250 $14,096
Dennis C. Bottorff $46,176 — — — — $739 $46,915
Donald R. DePries $46,176 - - — — $2,154 $48,330
Robert M. Duncai $46,176 - — — — $739 $46,915
Bishop William H. Grave$ $44,685 - - - - $356 $45,041
Skila S. Harris $46,176 - — — — $2,597 $48,773
William B. Sanson $50,190 — - - — $804 $50,994
Howard A. Thrailkill $46,176 - — — — $2,225 $48,401
Susan Richardson Willian $46,176 — - - — $2,211 $48,387

Page 16¢




Table of Content

Notes

(1) TVA directors do not participate in the TVA fikement System, TVA’s Supplemental Executive Retient Plan, or any non-qualified deferred compémsgian available to TVA employees. However, psanted
officers of the United States government, the dinecare members of the Federal Employees RetireSystem (“FERS”). FERS is administered by theefatlOffice of Personnel Management (“OPM”), anfimation
regarding the value of FERS pension benefits isamatlable to TVA.

(2) Mr. Baxter resigned as a director as of Jan@dr 2007.

(3) Bishop William H. Graves did not become a dioe until October 10, 2006.

Directors are eligible to participate in TVA’s h#bmbenefit plans and other non-retirement bendditp on the same terms and at the same contribiaties as other
TVA employees. The directors are not eligible &otigipate in any incentive programs available Y6ATemployees. The directors do not participatéhim TVA Retirement
System and do not participate in TVA's SupplemeBtedcutive Retirement Plan. However, as appoinféders of the United States government, the diecare members of
the Federal Employees Retirement System (“FERBBRS is a tiered retirement plan that includesgtw@mponents: (1) Social Security benefits, (2)Basic Benefit Plan, and
(3) the Thrift Savings Plan. Each director payk$ocial Security taxes and makes a small contidinu(0.8 percent of salary or stipend) to the B&snefit Plan.

The FERS Basic Benefit Plan is a qualified defibedefit plan that provides a retirement benefieblasn a final average pay formula that includes higfhest average
salary during any three consecutive years of senand years of creditable service. A directortrhase at least five years of creditable servicerier to be eligible to receive
retirement benefits. Directors are eligible fomiediate, unreduced retirement benefits once (3) is@ch age 62 and have five years of creditablécse (2) they reach age 60
and have 20 years of creditable service, or (3) #itain the minimum retirement age and accumulsespecified years of service. Generally, besefie calculated by
multiplying 1.0 percent of the highest average ryatfuring any three consecutive years of servicéhbynumber of years of creditable service. Daetvho retire at age 62 or
later with at least 20 years of service receivemmanced benefit (a factor of 1.1 percent is uatier than 1.0 percent).

Directors may also retire with an immediate bengfider FERS if they reach their minimum retiremege and have accumulated at least 10 years otainéali
service. For directors who reach the minimum eetient age and have at least 10 years of crediéabléce, the annuity will be reduced by five petden each year the director
is under age 62.

Each director is also eligible to participate ie thhrift Savings Plan. The Thrift Savings Plaa isx-deferred retirement savings and investment fhlat offers the
same type of savings and tax benefits offered uad&(k) plans. Once a director becomes eligilfter @ mandatory waiting period, TVA contributesaanount equal to one
percent of the director’s stipend into a Thrift 8&& Plan account for the director. These contigms are made automatically every two weeks rdgasdof whether the director
makes a contribution of his or her own money. Etwes are eligible to contribute up to the InterRavenue Service (“IRS”) elective deferral limirectors receive a matching
contribution according to the following schedutEd0 percent of each dollar for the first three patof the directos stipend, 50 percent of each dollar for the nertpercent ¢
the director’s stipend, and zero percent for contions above five percent of the director’s stghen

Compensation Committee Interlocks and Insider Parttipation

The Human Resources Committee consists of thewallp four directors: Skila S. Harris, Chair, DenfiisBottorff, Howard A. Thrailkill, and Susan Rialkison
Williams. Under the Compensation Plan, the HumaadRrces Committee will review the compensatiothefCEO and his direct reports, monitor the proéasapproving
compensation for TVA employees compensated in exckEthe federal government's Executive ScheduleelLB/ ($145,400 as of September 30, 2007), moniddA executive
compensation programs, and periodically reviewcttrapensation and benefits programs for all TVA eyeés.

Under the TVA Act, as amended by the Consolidatpdrapriations Act, the TVA Board has the authot@yapprove the compensation of the CEO and higtieport:
as well as the salaries of employees whose sakeximed Executive Schedule Level IV. While the ldarResources Committee can recommend that the TaékdBapprove th
compensation of the CEO and his direct reportsthedalaries of employees whose salaries exceeclExe Schedule Level 1V, the Human Resources Cdtemhas no
approval authority.

No executive officer of TVA serves on the boardanfentity which in turn has an executive officettad entity serving as a director of TVA.
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Compensation Committee Report

The Human Resources Committee has reviewed andsdisd the Compensation Discussion and Analysisméhagement, and based on the review and discgssion
the Human Resources Committee recommended to theBoOArd that the Compensation Discussion and Aiiglys included in this Annual Report.

THE HUMAN RESOURCES COMMITTEE

Skila S. Harris, Chair
Dennis C. Bottorff

Howard A. Thrailkill

Susan Richardson Williams

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTE RS

Not applicable

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS, AND DIRECTOR INDEPENDENCE

Director Independence

The composition of the TVA Board is governed by TMA Act. The TVA Act contains certain provisiottzat are similar to the considerations for indegemg under
section 10A(m)(3) of the Exchange Act, includingttto be eligible for appointment to the TVA Boaad, individual shall not be an employee of TVA ahall make full
disclosure to Congress of any investment or ofimantial interest that the individual holds in #gergy industry. These provisions became appkcabTVA Board members
on March 31, 2006.

Related Party Transactions

Conflict of Interest Provisions

All TVA employees, including directors and execetiofficers, are subject to the conflict of interdasts and regulations applicable to employees ef¢deral
government. Accordingly, the general federal dohff interest statute (18 U.S.C. § 208) and tten8ards of Ethical Conduct for Employees of thedtxive Branch
(5 C.F.R. part 2635) (“Standards of Ethical Contjuirm the basis of TVAS policies and procedures for the review, appravatatification of related party transactions. e’
general federal conflict of interest statute, sabje certain exceptions, prohibits each governneemployee, including TVA's directors and executdfécers, from
participating personally and substantially (by @aéyidecision, or otherwise) as a government emplayany contract, controversy, proceeding, regfeestetermination, or
other official particular matter in which, to hisleer knowledge, he or she (or his or her spousgmehild, general partner, organization with whiee or she serves as offic
director, employee, trustee, or general partneangrperson or organization with which he or sheeigotiating, or has an arrangement, for futureleympent) has a financial
interest. Exceptions to the statutory prohibitielevant to TVA employees are (1) financial intéseshich have been deemed by the Office of Govemrthics, in publishe
regulations, to be too remote or inconsequentiaffiect the integrity of the employee’s servicas(2) interests which are determined in writingeafull disclosure and on a
case by case basis, to be not so substantialtesdeemed likely to affect the integrity of the doyee’s services for TVA. In accordance with thegste, individual waiver
determinations are made by the official respondifriehe employee’s appointment. In the case oATditectors, the determination may be made by thaithan of the TVA
Board, and in the case of the Chairman of the T\6ar, the determination may be made by the Couagbk President of the United States.

More broadly, Subpart E of the Standards of Eth@@ahduct provides that where an employee (1) krthatsa particular matter involving specific partisdikely to
have a direct and predictable effect on the firgrioterests of a member of his or her househalthat a person with whom the employee has a “@Veglationship” (which
includes, but is not limited to, persons with whtita employee has a close family relationship agamizations in which the employee is an activeigigent) is or represents
a party to the matter, and (2) determines thatiteemstances would cause a reasonable persorkmgtliledge of relevant facts to question his orihgrartiality in the matte
the employee should not participate in the matbseat agency authorization. This authorization tmagiven by the employee’s
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supervising officer, as agency designee, in coasait with the TVA Designated Agency Ethics Officiapon the determination that TVA's interest ir tamployee’s
participation in the matter outweighs the concéat & reasonable person may question the intenfrifiY A’s programs and operations.

The previously described restrictions are refleite@VA’'s Employment Practice Business Ethicswhich requires employees, including TVA’s dirastand
executive officers, to comply with the guidelinaglmed in the Standards of Ethical Conduct andclvhiestates the standard of the conflict of inteseute.

Additionally, on November 30, 2006, the TVA Boarfgpaoved a written conflict of interest policy tregiplies to all TVA employees, including TVA'’s ditecs and
executive officers. The conflict of interest pglieaffirms the requirement that all TVA employeegst comply with applicable federal conflict ofeneést laws, regulations,
and policies. It also establishes an additionéitpdhat is applicable to TVA's directors and Chiexecutive Officer, which provides as follows:

In addition to the law and policy applicable to B\A employees, TVA Directors and the Chief ExeeatDfficer shall comply with the following additiahpolicy
restricting the holding of certain financial intets

1. For purposes of this policy, “financial interesteems an interest of a person, or of a pessspbuse or minor child, arising by virtue of inesnt or cred

relationship, ownership, employment, consultaneyfiduciary relationship such as director, trusteepartner. However, financial interest does metude a
interest in TVA or any interes

e comprised solely of a right to payment of retiretrieenefits resulting from former employment or fithry relationship
« arising solely by virtue of cooperative memberstiisimilar interest as a consumer in a distribofof VA power, or

« arising by virtue of ownership of publicly tradeetsrities in any single entity with a value of ¥X8) or less, or within a diversified mutual funsgéstmer
in any amount

. Directors and the Chief Executive Officer shall hotd a financial interest in any distributor of A\power.

. Directors and the Chief Executive Officer shall hold a financial interest in any entity engagedha wholesale or retail generation, transmissiorsale o

electricity.

. Directors and the Chief Executive Officer shall hotd a financial interest in any entity that magasonably be perceived as likely to be adverségctfd b

the success of TVA as a producer or transmittedextric power

. Any action taken or interest held that createsnay reasonably be perceived as creating, a cowfiiciterest restricted by this additional poligypdicable tc

TVA Directors and the Chief Executive Officer shadiutnmediately be disclosed to the Chairman of BadrDirectors and the Chairman of the Audit andié
Committee. The Audit and Ethics Committee shalrémponsible for initially reviewing all such dissures and making recommendations to the entired
on what action, if any, should be taken. The erBioard, without the vote of any Director(s) invedy shall determine the appropriate action to kertz

. Any waiver of this additional policy applicable VA Directors and the Chief Executive Officer mag made only by the Board, and will be disclc

promptly to the public, subject to the limitatioms disclosure imposed by la

TVA relies on the policies, practices, laws, anglulations discussed above to regulate confliciatefest involving employees, including directongl@xecutive
officers. TVA has no other written or unwrittenlioy for the review, approval, or ratification ofigtransactions in which TVA was or is to be a jggaint and in which any
director or executive officer of TVA (or any chilgtepchild, parent, stepparent, spouse, siblingheran-law, father-in-law, son-in-law, daughtertaw, brother-in-law, or
sister-in-law of any director or executive offiadrTVA) had or will have a direct or indirect matdrinterest.
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Note with U.S. Treasury

TVA has access to a financing arrangement witHt& Treasury under which the U.S. Treasury is@iigkd to accept a short-term note with the matwitone year
or less in an amount not to exceed $150 millioWATmnay draw any portion of the authorized $150 ioiil Interest is accrued daily at a rate deterohimgthe United States
Secretary of the Treasury each month based orvéfrage rate on outstanding marketable obligatidniseoUnited States with maturities of one yeatess. During 2007, the
daily average outstanding balance was approxim&E#2 million. See Note 10 -Short-Term Debt.

Power Facility Appropriation Investment
In addition, TVA makes payments to the U.S. Trepsisra repayment of and a return on the Powerityaappropriation Investment. Under the TVA ActVA is
required to repay $1 billion of the Power Faciltppropriation Investment, and $130 million of thisiount remained unpaid as of September 30, 200ice OVA repays this
$130 million, there will still be an outstandingldwace on the Power Facility Appropriation Investtyemd TVA is obligated under the TVA Act to payeth.S. Treasury a return
on this remaining balance indefinitely. See N&esd 15.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table presents fees for professia®alices rendered by PricewaterhouseCoopers LLPéoyears ended September 30, 2007 and 2006.

Principal Accountant Fees and Services
(In actual dollars)

2007 2006
Audit Fees! $1,409,87 $1,125,99 4
Audit-Related Fee$ 68,84: 259,03¢ 5
All Other Fees 14,00(
Total $1,478,71 $ 1,399,03

Notes
(1) Audit fees consist of fees foofeissional services rendered for the audit of TVaisual financial statements, the fees for reviethe interim financial statements included in
TVA's quarterly reports, and fees for Bond offeriogmfort letters.

(2) Audit-related fees are fees for servisbich are usually performed by the auditor and mimsimarily of accounting assistance on propdsadsactions and accounting
standards, accounting assistance related to rawgeiwvternal control over financial reporting, ars$iatance in preparing for the filing of TVA's it Annual Report on Form 10-
K.

(3) All other fees relate to in-house tragiof TVA personnel.
(4) Fees of $15,250 for the SEC advisoryises/for 2006 have been reclassified from Auditaf®ed Fees.
(5) The Audit-Related Fees for 2006 includeadjustment of $920 related to an invoice whicls wat included in the 2006 Annual Reports on Fot@x and 10-K/A.
The TVA Board has an Audit and Ethics Committeender the TVA Act, the Audit and Ethics Committe® cbonsultation with the Inspector General, reconusen
the TVA Board the selection of an external auditbr 2006 and 2007, TVA’s Audit and Ethics Comnetia consultation with the Inspector General recended that the TVA

Board select PricewaterhouseCoopers LLP as TVAtereal auditor for the 2006 and 2007 audits anémtelated services, and the TVA Board approvedehe
recommendations.

At the Audit and Ethics Committee’s August 6, 200igeting, the Audit and Ethics Committee approvedlay on audit and permissible non-audit servigkes
“Policy”). The Policy provides that all auditingrwices and permissible non-auditing services sfepre-approved by the Audit and Ethics Committeless:
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» The aggregate amount of all such reardit services provided to TVA does not exceed fieecent of the total amount TVA pays the extemaditor during th
fiscal year in which the n-audit services are provide
» Such services were not recognized by TVA at the tirhthe engagement to be -audit services or n-audit related services; al

¢ Such services are promptly brought to the atterdicthe Audit and Ethics Committee and approvethatext scheduled Audit and Ethics Committee mgeatr by
one or more members of the Audit and Ethics Conemitb whom the authority to grant such approvadstieen delegate

The Policy also lists the following services asottee external auditor is not permitted to perforflne prohibited non-audit services are:
» Bookkeeping or other services related to the aciogimecords or financial statements of TV
 Financial information system design and impleméarte
» Appraisal or valuation services, fairness opiniarg] contributio-in-kind reports:
* Actuarial services
¢ Internal audit outsourcing service
* Management functions or human resour
» Broker or dealer, investment adviser, or investntamtking services
* Legal services and expert services unrelated taulié; anc
» Any other services that the Public Company Accoygh®versight Board determines, by regulation, ipermissible

The Policy also delegates to the Chairman of théittand Ethics Committee the authority to pre-appra permissible service so long as the amouriteo$érvice does
not exceed $100,000 and the Chairman reports fomrational purposes the services pre-approveldeaftidit and Ethics Committee’s next meeting.

The Audit and Ethics Committee pre-approved athefaudit and audit-related services for 2007.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE S
(@) The following documents have been filegpag of this Annual Report:
Q) Financial Statements. The followd@ruments are provided in Item 8 herein.

Statements of Income

Balance Sheets

Statements of Cash Flow

Statements of Changes in Proprietary Capital

Notes to Financial Statements

Report of Independent Registered Public Accounfiimm
(PricewaterhouseCoopers LLP)

2) Financial Statement Schedules.

Schedules not included are omitted because theyainequired or because the required informasgorovided in the financial statements, including hotes

thereto.

Schedule Il— Valuation and Qualifying Accounts

(in millions)

Balance at beginning

Additions charged to

Description of year expenst Deductions Balance at end of ye
For the year ended September 30, 2
Allowance for doubtful accoun
Receivable $1C $ - $(8) $ z
Loans 15 - - 15
Inventories 38 7 (2 43
Total allowances deducted from assets %68 $7 __ %310 __ $6C
For the year ended September 30, 2
Allowance for doubtful accounts
Receivable $7 $ < $ - $10
Loans 15 1 @ 15
Inventories 36 13 (11 38
Total allowances deducted from assets $5¢ $17 $(12 $ 62
For the year ended September 30, 2
Allowance for doubtful accoun
Receivable $€ $ - $(1) $7
Loans 14 1 - 15
Inventories 36 15 (15) 36
Total allowances deducted from assets $5¢ $1€ $ (16 $ 5¢
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3) List of Exhibits

Exhibit No.

3.1

3.2

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

Description

Tennessee Valley Authority Act of 19385 amended16 U.S.C. §8 831-831ee (Incorporated by referémé&exhibit 3.1 to TVA’s Annual Report on
Form 10-K for the year ended September 30, 2006,N¢. 000-52313)

By-laws of Tennessee Valley Authority Adopted bg fiVvA Board of Directors on May 18, 2006 (Incorpediby reference to Exhibit 3.2 to TVA’s
Annual Report on Form 10-K for the year ended Sepes 30, 2006, File No. 000-52313)

Basic Tennessee Valley Authority Power Bond RegmiuAdopted by the TVA Board of Directors on Octobe 1960, as amended on September 28,
1976, October 17, 1989, and March 25, 1992 (Inaated by reference to Exhibit 4.1 to TVA's Annuapgdrt on Form 10-K for the year ended
September 30, 2006, File No. 000-52313)

$1,250,000,000 Fall Maturity Credit Agreement Daascof May 17, 2006, Among TVA, Bank of AmericaAlN.as Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendartyPrhereto (Incorporated by reference to ExHibitl to TVA’s Annual Report on Form 10-K for
the year ended September 30, 2006, File No. 000323

$1,250,000,000 Spring Maturity Credit Agreementddaas of May 17, 2006, Among TVA, Bank of AmeribbA., as Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendartyPrhereto (Incorporated by reference to ExHibi2 to TVA’s Annual Report on Form 10-K for
the year ended September 30, 2006, File No. 000323

Amendment Dated as of November 2, 2006, to $1,280000 Fall Maturity Credit Agreement Dated as afyM.7, 2006, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Ariea, N.A., as a Lender, and the Other LendersyPdréereto (Incorporated by reference to
Exhibit 10.1 to TVA'’s Quarterly Report on Form 10fQ the quarter ended December 31, 2006, Filed90-52313)

Amendment dated as of May 11, 2007, to $1,250,@@03pring Maturity Credit Agreement Dated as of M&y 2006, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Ariea, N.A., as a Lender, and the Other LendersyPdréereto (Incorporated by reference to
Exhibit 10.1 to TVA’s Quarterly Report on Form 10f¥ the quarter ended June 30, 2007, File No. 5@®13)

Second Amendment dated as of November 2, 2007,,258,000,000 Fall Maturity Credit Agreement Dasscdbf May 17, 2006, and amended as of
November 2, 2006, Among TVA, Bank of America, N.As Administrative Agent, Bank of America, N.A.,akender, and the Other Lenders P.
Thereto

TVA Discount Notes Selling Group Agreement (Incaigted by reference to Exhibit 10.3 to TVA’s AnniReport on Form 10-K for the year ended
September 30, 2006, File No. 000-52313)

Electronote® Selling Agent Agreement Dated as of June 1, 20060#g TVA, LaSalle Financial Services, Inc., A.Gwedds & Sons, Inc., Citigrot
Global Markets Inc., Edward D. Jones & Co., L.RrstFTennessee Bank National Association, J.J.Biarti, W.L. Lyons, Inc., Merrill Lynch, Pierce,
Fenner & Smith Incorporated, Morgan Stanley & Gmdrporated, and Wachovia Securities, LLC (Incoaped by reference to Exhibit 10.4 to TVA's
Annual Report on Form 10-K for the year ended Sepes 30, 2006, File No. 000-52313)

Commitment Agreement Among Memphis Light, Gas aretéDivision, the City of Memphis, Tennessee, @Wé Dated as of November 19, 2003
(Incorporated by reference to Exhibit 10.5 to TVABnual Report on Form 10-K for the year ended &mper 30, 2006, File No. 000-52313)

Power Contract Supplement No. 95 Among Memphis ,.iGas and Water Division, the City of Memphis, fiessee, and TVA Dated as of Noven
19, 2003 (Incorporated by reference to Exhibit 10.5VA’s Annual Report on Form 10-K for the yearded September 30, 2006, File No. 000-
52313)
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10.10 Void Walk Away Agreement Among Memphis Light, GaslaVater Division, the City of Memphis, Tennesse®] TVA Dated as of November 20,
2003 (Incorporated by reference to Exhibit 10.T¥A’s Annual Report on Form 10-K for the year end&ebtember 30, 2006, File No. 000-52313)

10.11 Power Contract Supplement No. 96 Among Memphis t,.iGas and Water Division, the City of Memphis, fessee, and TVA Dated as of Noven
20, 2003 (Incorporated by reference to Exhibit 10.8VA’s Annual Report on Form 10-K for the yearded September 30, 2006, File No. 000-
52313)

10.12 Overview of TVA's September 26, 2003, Lease andskeback of Control, Monitoring, and Data Analysiswark with Respect to TVA's

Transmission System in Tennessee, Kentucky, Geag@Mississippi (Incorporated by reference toigix10.9 to TVA’s Annual Report on Form
10-K for the year ended September 30, 2006, File(096-52313)

10.13* Participation Agreement Dated as of September @232Among (1) TVA, (2) NVG Network | Statutory 8t (3) Wells Fargo Delaware Trust
Company, Not in Its Individual Capacity, Excepthe Extent Expressly Provided in the Participath@meement, But as Owner Trustee, (4) Wachovia
Mortgage Corporation, (5) Wilmington Trust Compaht in Its Individual Capacity, Except to the Bxt&xpressly Provided in the Participation
Agreement, But as Lease Indenture Trustee, and/{iB)ington Trust Company, Not in Its Individual Cagity, Except to the Extent Expressly
Provided in the Participation Agreement, But assPidgough Trustee (Incorporated by reference tatixh0.10 to TVA's Annual Report on Form
10-K for the year ended September 30, 2006, File(096-52313)

10.14* Network Lease Agreement Dated as of September@8, Between NVG Network | Statutory Trust, as Omoessor, and TVA, as Less
(Incorporated by reference to Exhibit 10.11 to T¥/&nnual Report on Form 10-K for the year ended&aper 30, 2006, File No. 000-52313)

10.15* Head Lease Agreement Dated as of September 26, Bed8een TVA, as Head Lessor, and NVG Networkalti@bry Trust, as Head Lessee
(Incorporated by reference to Exhibit 10.12 to T¥/&nnual Report on Form 10-K for the year ended&aper 30, 2006, File No. 000-52313)

10.16* Leasehold Security Agreement Dated as of Septe@®he2003, Made by NVG Network | Statutory Trusf@A (Incorporated by reference to Exhil
10.13 to TVA’s Annual Report on Form 10-K for theay ended September 30, 2006, File No. 000-52313)

10.17% TVA Compensation Plan Approved by the TVA BoardMay 31, 2007 (Incorporated by reference to ExHBit3 to TVA’s Current Report on Form
8-K filed on December 11, 2007, File No. 000-52313)

10.18t TVA Vehicle Allowance Guidelines, Effective April, 2006

10.19t Tennessee Valley Authority Supplemental Executieéir@ment Plan, Effective as of October 1, 199%8¢mporated by reference to Exhibit 10.15 to

TVA'’s Annual Report on Form 10-K for the year end&ebtember 30, 2006, File No. 000-52313)

10.20t Tennessee Valley Authority Executive Annual InceatPlan, Effective in Fiscal Year 1999 (Incorpodaly reference to Exhibit 10.16 to TVA's
Annual Report on Form 10-K for the year ended Saptr 30, 2006, File No. 000-52313)

10.21% Tennessee Valley Authority Executive Long-Term Imidge Plan, Effective in Fiscal Year 1999 (Incorgiad by reference to Exhibit 10.17 to TVA’s
Annual Report on Form 10-K for the year ended Saptr 30, 2006, File No. 000-52313)

10.22% Tennessee Valley Authority Long Term Deferred Congagion Plan (Incorporated by reference to ExHibitl8 to TVA's Annual Report on Form 10-
K for the year ended September 30, 2006, File 90-82313)

10.23% TVA Merit Incentive Supplemental Retirement IncoRlan, Effective January 1996
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10.24%

10.25%

10.267

10.27%

10.28%

10.29%

10.307

10.31%

10.32%

10.33%

10.34%

10.35%

10.367

14

311

31.2

32.1

32.2

Offer Letter to Tom D. Kilgore Accepted as of Jaryuh9, 2005 (Incorporated by reference to Exhibitl® to TVA's Annual Report on Form I0for
the year ended September 30, 2006, File No. 000323

Offer Letter to Michael E. Rescoe Accepted as ofil&il, 2004 (Incorporated by reference to Exhifit20 to TVA’s Annual Report on Form ¥0for
the year ended September 30, 2006, File No. 000323

Offer Letter to William R. McCollum, Jr., Accepted of March 9, 2007
Offer Letter to Kimberly S. Greene Accepted as abAst 3, 2007

Deferral Agreement Between TVA and Tom D. Kilgorated as of March 29, 2005 (Incorporated by refex@éndExhibit 10.24 to TVA’s Annual
Report on Form 10-K for the year ended SeptembgP306, File No. 000-52313)

First Deferral Agreement Between TVA and Karl Wh@#r Dated as of May 7, 2004 (Incorporated by ezfee to Exhibit 10.25 to TVA's Annual
Report on Form 10-K for the year ended SeptembgP306, File No. 000-52313)

Second Deferral Agreement Between TVA and Karl \kig8r Dated as of May 7, 2004 (Incorporated byreefee to Exhibit 10.26 to TVA’s Annual
Report on Form 10-K for the year ended SeptembgP306, File No. 000-52313)

First Deferral Agreement Between TVA and Ashok SaBiagar Dated as of September 28, 2004 (Incogubiat reference to Exhibit 10.21 to TVA's
Annual Report on Form 10-K for the year ended Saptr 30, 2006, File No. 000-52313)

Second Deferral Agreement Between TVA and AshoRtatnagar Dated as of September 28, 2004 (Incagubizy reference to Exhibit 10.22 to
TVA’s Annual Report on Form 10-K for the year end&eptember 30, 2006, File No. 000-52313)

Deferral Agreement Between TVA and William R. Mc@onh, Jr., Dated as of May 3, 2007
Deferral Agreement Between TVA and Kimberly S. Gre®ated as of September 4, 2007
Deferral Agreement Between TVA and John M. Hoskdaged as of October 30, 2006

Separation Agreement Between TVA and Karl W. Sirigated as of March 28, 2007 (Incorporated by refeeeo Exhibit 99.1 to TVA’s Current
Report on Form 8-K filed on December 11, 2007, Rite 000-52313)

Disclosure and Financial Ethics Code (Incorpordtgdeference to Exhibit 14 to TVA’s Annual Report Borm 10K for the year ended September
2006, File No. 000-52313)

Rule 13a-14(a)/15d-14(a) Certification Executedhs Chief Executive Officer
Rule 13a-14(a)/15d-14(a) Certification Executedh®y Chief Financial Officer
Section 1350 Certification Executed by the Chieé&xive Officer

Section 1350 Certification Executed by the Chiefdficial Officer

t Management contract or compensatory arrangement.

* Certain schedules and exhibits have been omitiéte Tennessee Valley Authority hereby undertasidarnish supplementally copies of any of the ¢etitschedules and
exhibits upon request by the Securities and Exch@mmmission.
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SIGNATURES

Pursuant to the requirements of Section 13, 1837 of the Securities Exchange Act of 1934, #gastrant has duly caused this report to be sigmeits behalf by the
undersigned, thereunto duly authorized.

Date: December 12, 2007 TENNESSEE VALLEY AUTHORITY
(Registrant)

By: _/s/ Tom D. Kilgore
Tom D. Kilgore
President and Chief Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of the registrand in the capacities
and on the dates indicated.

Signature Title Date
/sl Tom D. Kilgore President and Chief Executive Officer December 12, 2007
Tom D. Kilgore (Principal Executive Officer)
/sl Kimberly S. Greene Chief Financial Officer and Executive Vice Presitjdéfinancial December 12, 2007
Kimberly S. Greene Services

(Principal Financial Officer)

/sl Randy P. Trusley Vice President and Controller December 12, 2007
Randy P. Trusley (Principal Accounting Officer)
/sl William B. Sansom Chairman and Directc December 12, 200

William B. Sanson

/sl Dennis C. Bottorff Director December 12, 200
Dennis C. Bottorfi

/sl Donald R. DePries Director December 12, 200
Donald R. DePries

/sl Robert M. Duncan Director December 12, 200
Robert M. Duncai

/s/ Bishop William H. Grave Director December 12, 200

Bishop William H. Grave
/sl Skila S. Harris Director December 12, 200
Skila S. Harris
/s/ Howard A. Thrailkill Director December 12, 200

Howard A. Thrailkill

/sl Susan Richardson Willian Director December 12, 200
Susan Richardson Willian
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Exhibit No.

3.1

3.2

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

EXHIBIT INDEX

Description

Tennessee Valley Authority Act of 19385 amended16 U.S.C. §8 831-831ee (Incorporated by referémé&exhibit 3.1 to TVA’s Annual Report on
Form 10-K for the year ended September 30, 2006,N¢. 000-52313)

By-laws of Tennessee Valley Authority Adopted bg fiVvA Board of Directors on May 18, 2006 (Incorpediby reference to Exhibit 3.2 to TVA’s
Annual Report on Form 10-K for the year ended Sepes 30, 2006, File No. 000-52313)

Basic Tennessee Valley Authority Power Bond RegmiuAdopted by the TVA Board of Directors on Octobe 1960, as amended on September 28,
1976, October 17, 1989, and March 25, 1992 (Inaated by reference to Exhibit 4.1 to TVA's Annuapgdrt on Form 10-K for the year ended
September 30, 2006, File No. 000-52313)

$1,250,000,000 Fall Maturity Credit Agreement Daascof May 17, 2006, Among TVA, Bank of AmericaAlN.as Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendartyPrhereto (Incorporated by reference to ExHibitl to TVA’s Annual Report on Form 10-K for
the year ended September 30, 2006, File No. 000323

$1,250,000,000 Spring Maturity Credit Agreementddaas of May 17, 2006, Among TVA, Bank of AmeribbA., as Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendartyPrhereto (Incorporated by reference to ExHibi2 to TVA’s Annual Report on Form 10-K for
the year ended September 30, 2006, File No. 000323

Amendment Dated as of November 2, 2006, to $1,280000 Fall Maturity Credit Agreement Dated as afyM.7, 2006, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Ariea, N.A., as a Lender, and the Other LendersyPdréereto (Incorporated by reference to
Exhibit 10.1 to TVA'’s Quarterly Report on Form 10fQ the quarter ended December 31, 2006, Filed90-52313)

Amendment dated as of May 11, 2007, to $1,250,@@03pring Maturity Credit Agreement Dated as of M&y 2006, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Ariea, N.A., as a Lender, and the Other LendersyPdréereto (Incorporated by reference to
Exhibit 10.1 to TVA’s Quarterly Report on Form 10f¥ the quarter ended June 30, 2007, File No. 5@®13)

Second Amendment dated as of November 2, 2007,,258,000,000 Fall Maturity Credit Agreement Dasscdbf May 17, 2006, and amended as of
November 2, 2006, Among TVA, Bank of America, N.As Administrative Agent, Bank of America, N.A.,akender, and the Other Lenders P.
Thereto

TVA Discount Notes Selling Group Agreement (Incaigted by reference to Exhibit 10.3 to TVA’s AnniReport on Form 10-K for the year ended
September 30, 2006, File No. 000-52313)

Electronote® Selling Agent Agreement Dated as of June 1, 20060#g TVA, LaSalle Financial Services, Inc., A.Gwedds & Sons, Inc., Citigrot
Global Markets Inc., Edward D. Jones & Co., L.RrstFTennessee Bank National Association, J.J.Biarti, W.L. Lyons, Inc., Merrill Lynch, Pierce,
Fenner & Smith Incorporated, Morgan Stanley & Gmdrporated, and Wachovia Securities, LLC (Incoaped by reference to Exhibit 10.4 to TVA's
Annual Report on Form 10-K for the year ended Sepes 30, 2006, File No. 000-52313)

Commitment Agreement Among Memphis Light, Gas aretéDivision, the City of Memphis, Tennessee, @Wé Dated as of November 19, 2003
(Incorporated by reference to Exhibit 10.5 to TVABnual Report on Form 10-K for the year ended &mper 30, 2006, File No. 000-52313)

Power Contract Supplement No. 95 Among Memphis ,.iGas and Water Division, the City of Memphis, fiessee, and TVA Dated as of Noven
19, 2003 (Incorporated by reference to Exhibit 10.5VA’s Annual Report on Form 10-K for the yearded September 30, 2006, File No. 000-
52313)
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10.10 Void Walk Away Agreement Among Memphis Light, GaslaVater Division, the City of Memphis, Tennesse®] TVA Dated as of November 20,
2003 (Incorporated by reference to Exhibit 10.T¥A’s Annual Report on Form 10-K for the year end&ebtember 30, 2006, File No. 000-52313)

10.11 Power Contract Supplement No. 96 Among Memphis t,.iGas and Water Division, the City of Memphis, fessee, and TVA Dated as of Noven
20, 2003 (Incorporated by reference to Exhibit 10.8VA’s Annual Report on Form 10-K for the yearded September 30, 2006, File No. 000-
52313)

10.12 Overview of TVA's September 26, 2003, Lease andskeback of Control, Monitoring, and Data Analysiswark with Respect to TVA's

Transmission System in Tennessee, Kentucky, Geag@Mississippi (Incorporated by reference toigix10.9 to TVA’s Annual Report on Form
10-K for the year ended September 30, 2006, File(096-52313)

10.13* Participation Agreement Dated as of September @232Among (1) TVA, (2) NVG Network | Statutory 8t (3) Wells Fargo Delaware Trust
Company, Not in Its Individual Capacity, Excepthe Extent Expressly Provided in the Participath@meement, But as Owner Trustee, (4) Wachovia
Mortgage Corporation, (5) Wilmington Trust Compaht in Its Individual Capacity, Except to the Bxt&xpressly Provided in the Participation
Agreement, But as Lease Indenture Trustee, and/{iB)ington Trust Company, Not in Its Individual Cagity, Except to the Extent Expressly
Provided in the Participation Agreement, But assPidgough Trustee (Incorporated by reference tatixh0.10 to TVA's Annual Report on Form
10-K for the year ended September 30, 2006, File(096-52313)

10.14* Network Lease Agreement Dated as of September@8, Between NVG Network | Statutory Trust, as Omoessor, and TVA, as Less
(Incorporated by reference to Exhibit 10.11 to T¥/&nnual Report on Form 10-K for the year ended&aper 30, 2006, File No. 000-52313)

10.15* Head Lease Agreement Dated as of September 26, Bed8een TVA, as Head Lessor, and NVG Networkalti@bry Trust, as Head Lessee
(Incorporated by reference to Exhibit 10.12 to T¥/&nnual Report on Form 10-K for the year ended&aper 30, 2006, File No. 000-52313)

10.16* Leasehold Security Agreement Dated as of Septe@®he2003, Made by NVG Network | Statutory Trusf@A (Incorporated by reference to Exhil
10.13 to TVA’s Annual Report on Form 10-K for theay ended September 30, 2006, File No. 000-52313)

10.17% TVA Compensation Plan Approved by the TVA BoardMay 31, 2007 (Incorporated by reference to ExHBit3 to TVA’s Current Report on Form
8-K filed on December 11, 2007, File No. 000-52313)

10.18t TVA Vehicle Allowance Guidelines, Effective April, 2006

10.19t Tennessee Valley Authority Supplemental Executieéir@ment Plan, Effective as of October 1, 199%8¢mporated by reference to Exhibit 10.15 to

TVA'’s Annual Report on Form 10-K for the year end&ebtember 30, 2006, File No. 000-52313)

10.20t Tennessee Valley Authority Executive Annual InceatPlan, Effective in Fiscal Year 1999 (Incorpodaly reference to Exhibit 10.16 to TVA's
Annual Report on Form 10-K for the year ended Saptr 30, 2006, File No. 000-52313)

10.21% Tennessee Valley Authority Executive Long-Term Imidge Plan, Effective in Fiscal Year 1999 (Incorgiad by reference to Exhibit 10.17 to TVA’s
Annual Report on Form 10-K for the year ended Saptr 30, 2006, File No. 000-52313)

10.22% Tennessee Valley Authority Long Term Deferred Congagion Plan (Incorporated by reference to ExHibitl8 to TVA's Annual Report on Form 10-
K for the year ended September 30, 2006, File 90-82313)

10.23% TVA Merit Incentive Supplemental Retirement IncoRlan, Effective January 1996
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Offer Letter to Tom D. Kilgore Accepted as of Jaryuh9, 2005 (Incorporated by reference to Exhibitl® to TVA's Annual Report on Form I0for
the year ended September 30, 2006, File No. 000323

Offer Letter to Michael E. Rescoe Accepted as ofil&l, 2004 (Incorporated by reference to Exhitf)t20 to TVA’s Annual Report on Form X0for
the year ended September 30, 2006, File No. 000323

Offer Letter to William R. McCollum, Jr., Accepted of March 9, 2007
Offer Letter to Kimberly S. Greene Accepted as abAst 3, 2007

Deferral Agreement Between TVA and Tom D. Kilgoratéd as of March 29, 2005 (Incorporated by refex@éndExhibit 10.24 to TVA’s Annual
Report on Form 10-K for the year ended Septembg2@06, File No. 000-52313)

First Deferral Agreement Between TVA and Karl Wh@#r Dated as of May 7, 2004 (Incorporated by ezfee to Exhibit 10.25 to TVA's Annual
Report on Form 10-K for the year ended SeptembgP306, File No. 000-52313)

Second Deferral Agreement Between TVA and Karl \kig8r Dated as of May 7, 2004 (Incorporated byreefee to Exhibit 10.26 to TVA’s Annual
Report on Form 10-K for the year ended SeptembgP306, File No. 000-52313)

First Deferral Agreement Between TVA and Ashok 8aBagar Dated as of September 28, 2004 (Incogmbiat reference to Exhibit 10.21 to TVA's
Annual Report on Form 10-K for the year ended Saptr 30, 2006, File No. 000-52313)

Second Deferral Agreement Between TVA and AshoRtatnagar Dated as of September 28, 2004 (Incagubizy reference to Exhibit 10.22 to
TVA’s Annual Report on Form 10-K for the year end&eptember 30, 2006, File No. 000-52313)

Deferral Agreement Between TVA and William R. Mc@oh, Jr., Dated as of May 3, 2007
Deferral Agreement Between TVA and Kimberly S. Gre®ated as of September 4, 2007
Deferral Agreement Between TVA and John M. Hoskdaged as of October 30, 2006

Separation Agreement Between TVA and Karl W. Siripeted as of March 28, 2007 (Incorporated by refeeeo Exhibit 99.1 to TVA'’s Current
Report on Form 8-K filed on December 11, 2007, Rite 000-52313)

Disclosure and Financial Ethics Code (Incorpordtgdeference to Exhibit 14 to TVA’s Annual Report Borm 10K for the year ended September
2006, File No. 000-52313)

Rule 13a-14(a)/15d-14(a) Certification Executedhms Chief Executive Officer
Rule 13a-14(a)/15d-14(a) Certification Executedhmsy Chief Financial Officer
Section 1350 Certification Executed by the Chieéé&xive Officer

Section 1350 Certification Executed by the Chiefdricial Officer

t Management contract or compensatory arrangement.

* Certain schedules and exhibits have been omitiéte Tennessee Valley Authority hereby undertasdarnish supplementally copies of any of the ¢etitschedules and
exhibits upon request by the Securities and Exoh&wgnmission.
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SECOND AMENDMENT

THIS SECOND AMENDMENT (this “ Amendmeri) dated as of November 2, 2007 to the Credit Agreet referenced below is among TENNESSEE VALLEY
AUTHORITY, a wholly owned corporate agency and iinstentality of the United States of America (thBdrrower”), the Lenders identified on the signature pagaeto and
BANK OF AMERICA, N.A., as a Lender and as Adminigive Agent.

WITNESSETH
WHEREAS, pursuant to the Fall Maturity Credit Agmeent dated as of May 17, 2006 (as amended as céNioer 2, 2006, and as further amended, modified and
supplemented from time to time, the “ Credit Agresti) among the Borrower, the Lenders identified the@nd the Administrative Agent, the Lenders agrieeshake
extensions of credit to the Borrower; and

WHEREAS, the Borrower has requested certain matifios to the Credit Agreement and the Lenders hgveed to the requested modifications on the temms
conditions set forth herein.

NOW, THEREFORE, IN CONSIDERATION of the premiseslarther good and valuable consideration, the réeeig sufficiency of which are hereby acknowledged,
the parties hereto agree as follows:

1. Defined Terms Capitalized terms used herein but not otherdefaed herein shall have the meanings providesith terms in the Credit Agreement.
2. Amendments The definition of “Maturity Date” in Section 11®f the Credit Agreement is amended to read dsvist

“ Maturity Date” means November 10, 2008.

3. Conditions PrecedenfThis Amendment shall become effective as of Maver 11, 2007 upon satisfaction of each of thefailhg conditions precedent:
(a) receipt by the Administrative Ageffitounterparts of this Amendment executed by thedeer and the Lenders; and
(b) receipt by the Administrative Agerftresolutions of the Borrower evidencing the auityoof the Borrower to enter into this Amendmenttifeed by
the Secretary or by an Assistant Secretary of tredBver to be true and correct as of the date liereo
4. No Other ChangesExcept as expressly modified hereby, all oftérens and provisions of the Loan Documents shaikia in full force and effect.
5. Reaffirmation of Representations Wwatranties The Borrower represents and warrants that egmiesentation and warranty set forth in the Loaoubeents

is true and correct in all material respects ahefdate hereof (except those that expressly redada earlier period).




6. CounterpartsThis Amendment may be executed in any numbeoohterparts, each of which when so executed alivedsd shall be deemed an original
it shall not be necessary in making proof of thiméndment to produce or account for more than ook saunterpart.

7. Governing Law Except for those sections that specifically refiee a federal statute or regulation, this Amerdraball be deemed to be a contract made
under, and for all purposes shall be construed¢éom@ance with, the laws of the State of Tennessee.foregoing notwithstanding, to the extent théofeing defenses would |
available to the Borrower under federal law, thechsdefenses shall be available to the Borrowepimection with this Amendment: (i) non-liabilitgrfpunitive damages, (ii)
exemption from anti-trust laws, (iii) the Borrow&ainnot be contractually bound by representaticanoémployee made without actual authority, (iv)spraption that
government officials have acted in good faith anditnitation on the application of the doctrineajuitable estoppel to the government. For thédanae of doubt, the Credit
Agreement, as amended by this Amendment, shallregnto be governed by Section 10.14 Governing Lhwisdiction: Etc and not by Section 7, Governing Lawf this

Amendment.

[Signature Page Follows]




IN WITNESS WHEREOF, each of the parties heretodsased a counterpart of this Second Amendmentltd/fasurity Credit Agreement to be duly executedian
delivered as of the date first above written.

BORROWER: TENNESSEE VALLEY AUTHORITY
By: /s/_John M. Hoskins
Name: John M. Hoskins
Title: Senior Vice President and Treasurer

ADMINISTRATIVE

AGENT: BANK OF AMERAK, N.A., as Administrative Agent
By: /sl _John M. Hall
Name: John M. Hall
Title: Senior Vice President
LENDER: BANK OF AMHERA, N.A., as a Lender
By: /s/_John M. Hall

Name: John M. Hall
Title: Senior Vice President
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VEHICLE ALLOWANCE GUIDELINES

PURPOSE

TVA's Vehicle Allowance Guidelines were developedprovide an adequate and cost effective way tolvaise Officers and key managers whose job respititiss
require extensive business related travel.

EFFECTIVE DATE

The Vehicle Allowance Guidelines will be effectidgril 1, 2006.

ELIGIBILITY
Officers and key managers who meet one or morkeofdllowing requirements are eligible to receiveshicle allowance:
* Engage in extensive busin-related travel during the year (13,000 miles orej¢
e Serve in a position that is subject to frequeni-out at any day or hou
» As otherwise approved by the President & COO an@@AEVP, Administrative Service

Vehicle allowances are granted on a “business neasi’s and must be approved jointly by the Presided COO and CAO & EVP, Administrative Services.

GUIDELINES
TVA provides a flat-dollar bi-weekly allowance te bised toward the purchase or lease of a vehisgating fees, excess mileage, maintenance, repati&lents and
insurance. This bi-weekly allowance is considexgdxable benefit and will be subject to withhogdand any other applicable taxes. Employees wiwive a vehicle
allowance are eligible to receive mileage reimbomset for business travel at the same rate establi&lr those who use their own vehicle in lieu of‘assigned
vehicle” (currently 12.5 cents per mile). Employaeeho receive a vehicle allowance shall not us& A Wright Express (WEX) card or Visa Gold card fael purchases.
Officers and key managers who receive a vehictenghce are not eligible to have a TVA vehicle ass@jto them for business related travel.

The following rate schedule serves as a guide tasleel when determining vehicle allowance amounts.

Vehicle Allowance Rate Schedule

Bi-Weekly Annual
Positions Vehicle Vehicle
Allowance Allowance
Chief Officers/Executive VP $450 $11,70(
Nuclear Site VPs/Nuclear Plant Manag $450 $11,70(
Other Officers $350 $9,10(
Key Manager: $250 $6,50(

March 22, 2006




APPROVAL AUTHORITIES

All vehicle allowances for Officers and key managether than for the President and COO and CAO/& FAdministrative Services, will be approved jdyriby the
President and COO and CAO & EVP, AdministrativevBess.

Exceptions that fall outside the guidelines willd@proved jointly by the President and COO and GABVP, Administrative Services.

ROLES AND RESPONSIBILITIES

Vice President, Human Resources
» Recommends all vehicle allowances to the PresigetitCOO and CAO & EVP, Administrative Servic
* Resolves disputes as it affects employees whovweeevehicle allowanct
* Implements amendments to the Guidelines to refleahges in organizational and reporting authori

Compensation and HR Planning
» Develops and interprets the Guidelin
» Develops amendments and corresponding changesdegses and procedures related to the Guide
» Conducts periodic reviews of the Guidelines andmemends appropriate chang

Disbursement Services

* Makes appropriate vehicle allowance payme
« Maintains records and supporting documentationiegiplle to all employees who receive a vehicle adloee.

March 22, 2006
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January 199
MERIT INCENTIVE SUPPLEMENTAL RETIREMENT INCOME PLAN

This plan constitutes an agreement between Tena&&dkey Authority (TVA) and its managerial empl@gewho are subject to it. The primary purposéisfplan is to
provide managerial employees with income to supplametirement benefits received from the TVA Retient System, the Civil Service Retirement Systarthe Federal
Employees Retirement System. The plan also previsiehardship withdrawals subject to conditionisfsgh below.

Section 1 _Definitions

"Manager" includes any officer or employee of TVAaevat any time during the fiscal year is employed Vice President or Senior Manager Pay Grougtipasin
TVA's Manager and Specialist Schedule or any otheployee designated by the Board, but not inclutiiegmembers of the TVA Board of Directors.

"Interest" is the computed average interest rayalple by the U.S. Treasury upon its total marketghiblic obligations as of the beginning of thedisyear as calculated
by the United States Department of the Treasurgyant to Section 15d of the TVA Act.

"Account" includes each calendar year subaccoutttinvthe account.

"Retirement” includes termination of service foyasason by a TVA manager who has five years of T8éAvice or without regard to length of servicth# manager is
receiving a disability retirement allowance under




the TVA Retirement System or a disability retiremannuity under the Civil Service Retirement Systarthe Federal Employees Retirement System.

"Board" means the Board of Directors of TVA.

"Committee" means a group of three persons congisii the Senior Vice President, Human Resourchs,will chair the Committee, and two additional nizsrs
appointed by the Board.

"Return" means the change in the value of the mditena or funds designated by the manager, as &by the recordkeeper.

"Recordkeeper" means the organization selectetidgenior Vice President, Human Resources, to gecand administer the investment return alternatik@m which
the managers may choose.

Section 2 _Retirement Credits

A. There shall be established for each manager amatoa TVA's books in the name of the manager.hEaanager's account may consist of a 1979-1980c8abat,
and such additional calendar year subaccounts dsrii&y establish from time to time.
B. From time to time the Board or the Board's desigirethe sole discretion of the Board or its desigrshall determine the amount, if any, to be teddo each

individual manager's account. Amounts so creditéar to January 1, 1981, shall be credited tolif®89-1980 Subaccount. Amounts so credited dutibgeuent
calendar years shall be credited to the respectilendar year subaccount.




C.

o 0~ w DN PE

The Board (or its designee) may consider such faes the following in determining the amounts ¢ccbedited:

meritorious performance;

the feasibility of providing a basic managementevxension credit, taking into account each managesic salary;

providing TVA managers with total compensation eglent to prevailing rates in corporate, profesalpand other public organizations;

the need to use pension credits for recruitmeniqaes;

lost annual leave; and

such other factors as may be deemed appropriate.

Interest on the balance of each subaccount in mactager's account shall be credited to each subatabthe end of each month through March 31, 1866 at the
end of each business day thereafter.

Beginning effective April 1, 1996, in lieu of thetérest provided in 2.D above, each manager may ®lidave all or a portion of their account adidsby the return as
of the end of each business day in accordancethétifunds selected by the manager under procedstablished by the Recordkeeper, provided, howtnegreach
manager who retired prior to January 1, 1996, ahd i owed payments under this plan shall continueceive payments calculated based on accruecksitand not
return. TVA is not responsible for the effect efcisions by any manager who elects to receiveetuen provided herein. Such decisions shall bestie responsibility
of the manager.




Section 3 _Benefits
The total amount credited to each manager's acayatcounts shall be paid by TVA in the followim@nner.
A. Retirement
1. Upon a manager's retirement the balance of eattteahanager's subaccounts shall, as elected bgahager pursuant to section 3.A.2., be paid tortheager
in alump sum orin 5, 10, or 15 annual installnsent
a. As to the subaccounts the manager has electeddiveein a lump sum, the balance in each subaccmahtiding all accrued interest and return, shall
paid to the manager not later than the last dafefirst full calendar month following retirement.

b. As to the subaccounts the manager has electeddiveein installments, the balance in each subatcshall be paid in the following manner. On thstl
day of the first full calendar month following netiment the manager shall be paid a sum equal ambalin the subaccount divided by the number of
annual installments elected by the manager purgoas#ction 3.A.1 including all accrued interestl aeturn. Further installments shall be paid an th
same date in each of the succeeding years. Thararabeach installment shall be determined byding the balance in




the subaccount, including all accrued interestratarn as of that date, by the number of paymestsaining to be made.

A manager's election of a retirement benefit punst@msection 3.A.1.a. or 3.A.1.b. filed before Jary 1, 1981, shall apply to amounts credited éorttanager's
1979-1980 Subaccount and is irrevocable and effegiirsuant to the terms of this plan in effedhattime the election was filed. Effective on afigkr
January 1, 1981, prior to TVA crediting any amotmé manager's current calendar year subaccougtft,reanager may irrevocably elect in writing to htéve
balance of the manager's current year subaccoithtg@the manager pursuant to either section 3aAdr. 3.A.1.b. In the absence of an electionptilance of
the manager's subaccount shall be paid pursuaectmn 3.A.1.a. Notwithstanding any other prawisof this plan, each manager as of January 1,,198¢
make a one-time irrevocable election in accordavite the conditions established by the Senior \Recesident, Human Resources, to change any eleaftion
retirement benefit executed prior to that date.

Any manager whose account balance is $25,000 srlethe time he or she retires shall be paidiiaknce in a lump sum not later than the last daleofirst

full calendar month following termination.




Termination Prior to RetirementUpon the termination for any reason (other thizallity) of a manager who does not have five gedrTVA service, the balance of
the manager's account, including accrued intereteturn, shall be paid to the manager in a luomp Bot later than the last day of the first fullezadar month
following the termination.

Death Benefits Upon receipt of proper proof of the death of anager who shall have died in service, or a formanager who had been receiving payments under
section 3.A.1.b. above, the balance remainingémtlanager's account, including accrued interestetndn, shall be paid in a lump sum to such pewsqguersons, if
any, as the manager shall have nominated by writsignation filed with the Treasurer prior to thanager's death. In the absence of any designaftioeneficiary,
payment shall be made in the following order ofcedence:

1) to the widow or widower of the manager,
2) if there is no widow or widower, to the child orilclhen of the manager and descendants of deceadldden by representation,
3) if none of the above, to the parents of the manag#ére survivor of them,

4) if none of the above, to the duly appointed legaresentative of the estate of the manager,




5) if none of the above, to the person or personsledtio it under the laws of the domicile of themager at the time of death.

Payment shall be made on the last day of theffitlstalendar month following the manager's death.

Financial Hardship In the event of a financial hardship, a managay apply to withdraw all or part of the total ambuoredited to the Manager's account. The
withdrawal shall be granted upon a determinatiothefCommittee, in the Committee's sole discretfiait the amount withdrawn is reasonably requiresatisfy the
hardship need. This determination shall be fimal @onclusive as to all parties. A financial h&igsshall mean immediate and heavy financial needsirring in the
personal affairs of a manager such as:

1) need for housing;

2) need for the education of the manager, the marsagigouse, or children;

3) need due to destruction of property;

4) need due to accident, sickness, or temporary digedifecting the manager or any member of the aggn's immediate family;
5) need due to a death in the manager's immediatdyfami

Financial hardship withdrawals will be credited imgathe subaccounts in a manager's account imological order, starting with the earliest subacto




E.

Lump-Sum Cash Out of Certain Accounts - TVA maytsnsole discretion pay any retired manager whasewnt balance on January 1, 1996, is $25,000ssr the
entire amount of that balance in a lump sum.

Section 4 _Administration of Plan

A.

The Board shall have control over and respongjtiititoversee the general administration of the ;ilae Board or the Board's designee shall apprteeits to
managers' accounts. The Board shall authoriznadindments to the plan. The Committee shall agpathhardship withdrawals.

As requested, each Vice President shall annuatlymenend amounts to be credited to the accountalf eenager within that office, based on the fadisted in 2.C.
above. In making such recommendations, Vice Peessdshall describe the basis for them.

The Treasurer shall maintain an account in the nafneach manager and credit to each account inteegsrn, and such other amounts as may be apgroliee
Treasurer shall make payments to managers andibianiets pursuant to this plan.

The Senior Vice President, Human Resources, sha# bole and exclusive responsibility for resolvamy dispute regarding this plan as it affects mayager below
the level of Vice President. The Board shall hexelusive responsibility for resolving any suchpdite as it affects any Vice President. The desssif the Board or
the Senior Vice President, Human Resources, a®ppate, in these matters and the decision of terd@or the Board's




designee in all other matters pertaining to the'plaperation shall be final and conclusive aditpaaties.
E. As necessary, the Office of the General Counsél phavide legal advice pertaining to the plan.

Section 5 _Restoration to Service After Retirement

If a manager who has retired is restored to fafietiservice with TVA, the manager's pension paymenter section 3.A. of this plan shall be susperatetithe amount,
if any, remaining in that manager's account shaitioue to accrue interest or return, and shatiredited with any subsequent amounts that may peogged, until that manage
termination from service. At such subsequentegtgnt, pension payments under 3.A. shall resuraet-tithe employment, or employment under a perseealices contract,
shall not affect the payment of a manager's benefitler section 3.A.

Section 6 _Assignments Prohibited

No transfer, assignment, pledge, seizure, or otblemtary or involuntary alienation or encumbranéany benefit provided under the plan will be pitad or recognize
other than as specifically provided in this pldn.the event of any such attempted alienation eumbrance (including specifically, but without liation, any attempted
attachment, levy, execution, garnishment, or okbgal process affecting such benefit), the Boargt mats uncontrolled discretion declare the sagddfit to be temporarily or
permanently forfeited by the manager and, in liepaying the same to or for the manager, may inrisontrolled




discretion pay or apply such benefit temporarilypermanently to or for the use of any persons wkalapendents of, or are related by blood, by mgerior by adoption to,
such manager, or the Board may in its uncontraliedretion cause such benefit to revert to the geriends of TVA.
TVA may offset amounts owed to it by a manager @gfaamounts payable to a manager under this plan.

Section 7 _No Trust is Created
No trust in favor of any manager is created by giés, and in the absence of any attempted assignpnehibited under section 6, managers shall tla@eights of

general creditors of TVA with respect to amounedited their accounts established by this plan.

Section 8 _Amendments to Plan
This plan may be amended as authorized by the Boamdtime to time as it deems appropriate.

000007421
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Tennessee Valley Authority, 400 West Summit Hill@r Knoxville, Tennessee 37902-1401

Tom Kilgore
President and Chief Executive Officer

March 6, 2007

Mr. William R. McCollum, Jr.
116 Mary Mack Lane
Fort Mill, South Carolina 29715

Dear Bill:

The TVA Board has authorized me to offer you thsitian of Chief Operating Officer with the Tennesaéalley Authority in Chattanooga, Tennessee. Plisition is
responsible for directing and managing the opematif all of TVA'’s generating plants and the Comam@rOperations and Fuels Group. As we discudseulre responsibilities
will eventually include direction and managemenT®fA’s Transmission function. Upon acceptancehis position, TVA will provide you an annual basdasy of $700,000,
which will be payable in equal installments evemp tweeks.

Additionally, you will be included as a participantTVA’s Executive Annual and Long-Term IncentiPéans. Under the Annual Incentive Plan your anincntive
opportunity will be 70 percent of your annual baatary beginning in this fiscal year (FY 2007). dénthe Long-Term Incentive Plan, your award oppaty will be 70 percent
of your annual base salary beginning with the perémce cycle (FY 2005-2007) ending in fiscal ye@®2 Actual annual and long-term incentive awangsbased on
performance measured against performance goalslishd at the beginning of each performance perifte incentive awards are generally paid in tre fluarter of the fiscal
year following the fiscal year in which they arerezd. You will have an opportunity to elect toere these awards in a lu-sum cash payment or have all or part of the an
credited to your deferred compensation accourthd@@xtent permitted by IRS regulations.

Due to the nature of this position, you will alsaibcluded as a participant in TVA’'s Supplementet&itive Retirement Plan (SERP) at the Tier 1 lewit the following
provisions:
* You will be granted an additional 10 years of credliservice and the “Prior Employer Offsetill be waived. The additional years of crediteshdce will be fo
SERP benefit calculation purposes only and willgaint toward the minimum fi-year vesting requiremer




Mr. William R. McCollum, Jr.
Page 2
March 6, 2007

« In the event that you voluntarily terminate yourpbayment with TVA prior to satisfying the minimunivé-year vesting requirement, your termination will
deemed an unapproved termination under SERP arkkenefits will be provided under the Plan. In theerg of termination for any other reason, othem
termination for cause (as defined below), priofite years of employment, the fiygear vesting requirement will be waived as longhastermination is consider
acceptable to TVA

« Except for and subject to the conditions statedvabn the event of termination (other than for smas defined below), your termination will be ddased al
approved termination under TVA's SERP and a beregfital to that calculated for an “Approved Termimwt will be payable upon termination as long as
termination is considered acceptable to T

A general outline of how the SERP calculation wdrks been furnished to you to use in your consideraf this offer.

For purposes of this offer, termination “for causkall be considered to be under circumstancesvimgp(1) conviction of a felony or crime of morairpitude, or (2) illegal
conduct involving dishonesty, fraud, or gross rggtice that directly results in significant econofréem to TVA.

In addition, TVA will enter into a Long-erm Deferred Compensation Plan (LTDCP) agreeméhtyeu that will provide annual deferred compeimatredits to cover a servi
period of approximately four years and six montbider the agreement, an initial credit of $350,@d0be made to an account in your name as soqracicable following
the date of your employment with TVA. You will igly vested in this credit at the time it is cdbtrted to your account. Subsequent credits of §each will be
contributed to your account on October 1, 2007 p0et 1, 2008, October 1, 2009, and October 1, 2¢du will become fully vested in the remaining dits if you remain
employed by TVA until the expiration of the agreemen September 30, 2011. All vested credits iaryaccount under this LTDCP agreement will be disted upon
termination of your employment with TVA in five anal installments in accordance with the distribatszhedule set out in section 3.A.1.b of TVA's defd compensation plan
(MISRIP).

TVA will also provide you a biweekly vehicle allowee, totaling approximately $11,700 annually, tadvdre purchase or lease of a vehicle and operégery maintenance,
repairs, accidents, and insurance. This allow#censidered a taxable benefit and will be sulii@etithholding and any other applicable taxes.

In connection with your move to Tennessee, TVA wdl for the actual and reasonable travel and ngoekpenses for you and your immediate family. T¥Relocation
Services Program is available to assist you irs#ie of your present home. Louise Grishom of dwar&d Resources organization will forward inforratio you regarding this
program.
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March 6, 2007

In addition to the relocation expenses, TVA wilbpide you a one-time relocation incentive paymarthe amount of $75,000, which must be repaid t&ATA(1) you
voluntarily terminate employment within one yean|ass your separation from TVA is for reasons atad#p to TVA, or (2) if you are terminated for caygas defined above).

TVA also provides employee benefits which are dbscrin materials that will be sent to you undegyesate cover. The TVA Retirement System, of wiyich will become a
member, provides for vesting after five years diftime service, except that eligibility for deabenefits vests immediately. Your employment wdldubject to the usual
employment procedures and satisfactory resultssetarity investigation, which will include a dragreen. As we have discussed, this position V&t eequire a top secret
security clearance.

If you have questions, or if | can be of assistanany way, please do not hesitate to call m&@5) 632-2366 or John Long at (865) 632-6307. Wé& forward to working
with you.

Please sign below indicating your acceptance sfdffer and confirm your anticipated commencemerté¢ d

Sincerely,

/sl Tom Kilgore

Tom Kilgore
/s/ William R. McCollum, Jr. March 9, 2007
William R. McCollum, Jr. Acceptance Date

May 1, 2007
Commencement Date



Exhibit 10.27

August 1, 2007

Ms. Kimberly S. Greene
2711 Long Grove Drive
Marietta, Georgia 30062

Dear Kim:

| am pleased to offer you the position of Chiefdfinial Officer and Executive Vice President, Finah8ervices, with the Tennessee Valley Authonit)Kinoxuville,
Tennessee. This position, among other thingscdirend controls TVA's overall financial plans gmalicies along with its accounting practices arnel ¢bnduct of its
relationships with lending institutions and theafiitial community. The position is responsibledeveloping and implementing TVA financial policissrategies, and
procedures to ensure they are consistent with T\&&a&tegic objectives. Upon employment in thisitias, TVA will provide you an annual salary of $3000, which will be
payable on a bi-weekly basis.

Additionally, you will be included as a participantTVA's Executive Annual and Long-Term IncentiRPéans. Under the Annual Incentive Plan your anima@ntive
opportunity will be 65 percent of your annual salbeginning in this fiscal year (FY 2007). Undee t_ong-term Incentive Plan, your award opportunity be 65 percent of
your annual salary beginning with the performangagec(FY 200-2007) ending in FY 2007. Both your annual incemtaward for FY 2007 and your long-term incentiveaed
for the performance cycle ending in FY 2007 willgrerated based on the number of months you ppatieiin the each performance cycle. You will bgilele to receive a full
award under both the annual and long-term plansbéegy with the performance cycles ending in FY 20@&ctual annual and long-term incentive awardskssed on
performance measured against performance goalsliskd at the beginning of each performance perilite incentive awards are generally paid in ttst §uarter of the fiscal
year following the fiscal year in which they arerezd. You will have an opportunity to elect toeee these awards in a lu-sum cash payment or have all or part of the an
credited to your deferred compensation accourthd@@xtent permitted by IRS regulations.

Due to the nature of this position, you will alsaibcluded as a participant in TVA’'s Supplementeé&itive Retirement Plan (SERP) at the Tier 1 lewit the following
provisions:
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You will be granted an additional 15 years of crediservice and the “Prior Employer Offsetill be waived. The additional years of creditedvice will be fo
SERP benefit calculation purposes only and willcamint toward the minimum fi-year vesting requiremer

The “Qualified Plan Offset” will be calculated basen the pension benefit you would be eligibledoeive as a participant in TV&'Cash Balance Benefit Struct
with the years of credited service used for SERfefiecalculation purpose

In the event that you voluntarily terminate yourpdayment with TVA or are terminated for cause (&firkd below) prior to satisfying the minimum fiyeau
vesting requirement, you will not vest in the SEB$hefits, your termination will be deemed an unaped termination under SERP, and no benefits vé
provided under the SERP. In the event of termiamator any other reason, prior to five years of Bypment, the fiv-year vesting requirement will be waive
Except for and subject to the vesting and otheditimms stated above, in the event of terminatiatihgr than if you voluntarily terminate your TVA ptoyment o
are terminated for cause as defined below), yauniteation will be considered an approved termimatinder TVAs SERP and a benefit equal to that calculate
an“Approved Terminatic” will be payable upon termination, or if you have get reached age 55 at termination at the timergach age 5¢

A general outline of how the SERP calculation wdrks been furnished to you to use in your consideraf this offer.

In addition, TVA will enter into a Long-erm Deferred Compensation Plan (LTDCP) agreeméhtyeu that will provide annual deferred compeimatredits to cover a servi
period of approximately three years. Under theeagrent, an initial credit of $280,000 will be maden account in your name as soon as practicatieving the date of your
employment with TVA. You will be fully vested ithis credit at the time it is contributed to youcagnt. Subsequent credits of $100,000 each withkde to your account on
October 1, 2008, October 1, 2009, and October 102/ ou will become fully vested in the remainicrgdits if you remain employed by TVA until the éngtion of the
agreement on September 30, 2011. All vested sréditour account under this LTDCP agreement vélbistributed upon termination of your employmeithvlr'VA in five
annual installments in accordance with the distrdsuschedule set out in section 3.A.1.b of TVA&etred compensation plan.

If the current TVA Chief Executive Officer no longeccupies that position and either you are askdédave TVA employment or you terminate TVA empla@mhbecause you
are asked to take a position with TVA other thame€Rinancial Officer and Executive Vice Presiddfihancial Services, TVA will pay you a lump-sunypeent in an amount
equal to two years’ annual salary and two yearstafve annual incentive based on assumed achiextevhmid-level performance goals. This provisarall not apply and no
lump-sum payment will be made in the event your leympent is terminated “for cause” (as defined bglow
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For purposes of this offer, termination “for causkall be considered to be under circumstancesvimgp(1) conviction of a felony or crime of morairpitude, or (2) illegal
conduct involving dishonesty, fraud, or gross rggtice that directly results in significant econofraem to TVA.

TVA will also provide you a biweekly vehicle allowee, totaling approximately $11,700 annually, taivdre purchase or lease of a vehicle and operégery maintenance,
repairs, accidents, and insurance. This allow#censidered a taxable benefit and will be sulligetithholding and any other applicable taxes.

In connection with your move to Tennessee, TVA wél for the actual and reasonable travel and ngoekpenses, including home closing costs, for yalyeur immediate
family. TVA’s Relocation Services Program will albe available to assist you in the sale of yoesent home. In addition to the relocation experibBés will provide you a
one-time relocation incentive payment in the amafi$90,000. Any relocation expenses subjectdoeyear employment agreement and the one-timeagtm incentive
payment must be repaid to TVA if (1) you voluntatitrminate employment within one year of the dffecdate of your employment or (2) if you are terated for cause.

TVA also provides employee benefits which are dbscrin materials that will be sent to you undgyesate cover. The TVA Retirement System, of wilyich will become a
member, provides for vesting after five years diftime service, except that eligibility for dedbenefits vests immediately. Your employment wéldubject to the usual
employment procedures and satisfactory resultssetarity investigation, which will include a dragreen. As we have discussed, this position \&th eequire a top secret
security clearance.

If you have questions, or if | can be of assistanany way, please do not hesitate to call m&@5)Y 632-2366 or John Long at (865) 632-6307. Wk forward to your
acceptance and joining the TVA team.

Please sign below indicating your acceptance sfdffer and confirm your anticipated commencemeite d

Sincerely,

/sl Tom Kilgore

Tom Kilgore

[s/ Kimberly S. Greene 8/3/07

Kimberly S. Greene Acceptance Date
9/1/07

Commencement Date






Exhibit 10.33

DEFERRAL AGREEMENT
William R. McCollum, Jr.

The TVA Board of Directors has approved your pgsttion in TVA’s Long-Term Deferred CompensatiomiP(Plan) under the following terms:

Vesting Date(s Vesting Amount
Duration of deferral agreemel 4 years and 5 mont!
First compensation cred $350,000 (05/01/200" 05/01/2007 $350,00C
Second compensation crec $200,000 (10/01/200" 09/30/2011 Balance of accour
Third compensation credi $200,000 (10/01/200¢ 09/30/2011 Balance of accour
Fourth compensation cred $200,000 (10/01/200¢ 09/30/2011 Balance of accour
Fifth and final compensation cred $200,000 (10/01/201( 09/30/2011 Balance of accour
Total credits over deferral perio $1,150,00(
Expiration date 09/30/2011

Please read the following provisions carefully &mdicate your approval by signing at the designgtiede below.

As a participant in the Plan, | hereby agree tbdend by the following terms and conditions:

Annual deferred compensation credits as statedeatvill’lbe made to an account in my name to covggraice period of 4 years and 5 months, beginnimiylay 1, 2007, and
ending on September 30, 2011, provided that | rereaiployed by TVA through September 30, 2011. alldte entitled to compensation credits includinggiest and returns on
the vesting dates as stated in the above schedw@pd that | remain employed by TVA through thesting periods. The first credit shall be madedly to an account in
TVA'’s Merit Incentive Supplemental Retirement Inceflan (MISRIP) and will be paid out to me, upami@ation of my employment with TVA, in five annualstallments or
in accordance with otherwise applicable IRS ruldpon expiration of this agreement, the balancéefaccount, including interest and return as pledibelow, will be
transferred to my TVA deferred compensation accamat all credits from this agreement will be paid i me, upon termination of my employment withA\n five annual
installments or in accordance with otherwise agfilie IRS rules.

| understand that | must be an employee of TVAattime of the vesting dates stated above or nmpats or transfers under the Plan will be made W4 @nd any credits to
my account will be extinguished. However, in them that TVA terminates my employment during thent of this agreement through no act or delinquexiayy own, this
agreement is terminated as of the date of my textioin and no further credits will be made undemitl any credits in my account from this agreemenhiding interest or retul
as provided below, at the time of termination Wwiicome vested. The balance of my account wiltdrsterred to my TVA MISRIP account and all crediitsn this agreement
will be paid out to me in five annual installmepisin accordance with otherwise applicable IRSsuld TVA terminates my employment for cause ptmthe expiration of this
agreement, no further credits will be made and myested account balance will be forfeited. Inékient of my death during the term of this agreenmagtaccount balance will
be paid to the person identified on my benefic@degignation form or, in the absence of such detigmao my estate, in a manner permitted by applie IRS rules.

Interest will be credited to the balance refledtechy deferral account on the same basis as interealculated and credited under MISRIP. Indhernative, | may choose to
have my balance adjusted based on the return dfitius | select under the same conditions as ar@ag®d in MISRIP. | understand that | am sol@gponsible for the risk
associated with any return elections that | make.

| understand that nothing contained in this agre#rskall be construed as conferring the right taticee in the employment of TVA as an executivénoany other capacity and
that the payment election | have made is final (egbcable).

/sl _William R. McCollum, Jr. 4/30/07
William R. McCollum, Jr. Date
/s _John E. Long, Jr. 5/3/07

Chief Officer afe
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DEFERRAL AGREEMENT
Kimberly S. Greene

The TVA Board of Directors has approved your pgsttion in TVA’'s Long-Term Deferred CompensatiomiP(Plan) under the following terms:

Vesting Date(s Vesting Amount
Duration of deferral agreemel 3 years and 1 mon'
First compensation cred $280,000 (09/04/200" 09/04/2007 $280,00C
Second compensation crec $100,000 (10/01/200¢ 09/30/2011 Balance of accour
Third compensation credi $100,000 (10/01/200¢ 09/30/2011 Balance of accour
Fourth and final compensation crec $100,000 (10/01/201( 09/30/2011 Balance of accour
Total credits over deferral perio $580,00C
Expiration date 09/30/2011

Please read the following provisions carefully &mdicate your approval by signing at the designgtiede below.

As a participant in the Plan, | hereby agree tbdend by the following terms and conditions:

Annual deferred compensation credits as statedeatvill’lbe made to an account in my name to cov@eraice period of three years and one month, béginon September 4,
2007, and ending on September 30, 2011, providead fiemain employed by TVA through September 31,12 | shall be entitled to compensation creditduding interest and
returns on the vesting dates as stated in the atmhexrlule provided that | remain employed by TVéotiyh the vesting periods. The first credit shalimade directly to an
account in TVA's Merit Incentive Supplemental Retirent Income Plan (MISRIP) and will be paid oute, upon termination of my employment with TVA five annual
installments. Upon expiration of this agreemem, halance of the account, including interest @tdrn as provided below, will be transferred to T’WA deferred compensation
account and all credits from this agreement wilpa@ out to me, upon termination of my employmeith TVA, in five annual installments.

| understand that | must be an employee of TVAattime of the vesting dates stated above or nmpais or transfers under the Plan will be made\d4 &nd any credits to
my account will be extinguished. However, in themt that TVA terminates my employment during thent of this agreement through no act or delinquexiayy own, this
agreement is terminated as of the date of my textioin and no further credits will be made undemitl any credits in my account from this agreemenhiding interest or retui
as provided below, at the time of termination Wwiicome vested. The balance of my account wiltdresterred to my TVA MISRIP account and all crediitsn this agreement
will be paid out to me in five annual installmeptsin accordance with otherwise applicable IRSsuld TVA terminates my employment for cause ptimthe expiration of this
agreement, no further credits will be made and myested account balance will be forfeited. Inékient of my death during the term of this agreenmagtaccount balance will
be paid to the person identified on my beneficdegignation form or, in the absence of such desigmao my estate, in a manner permitted by applie IRS rules.

Interest will be credited to the balance refledtechy deferral account on the same basis as interealculated and credited under MISRIP. Indhernative, | may choose to
have my balance adjusted based on the return dfitius | select under the same conditions as ar@ag®d in MISRIP. | understand that | am sol@gponsible for the risk
associated with any return elections that | make.

I understand that nothing contained in this agredrakall be construed as conferring the right tatiome in the employment of TVA as an executivénoainy other capacity and
that the payment election | have made is final (egbcable).

/sl _Kimberly S. Greene 9/4/07
Kimberly S. Greene Date
/sl John E. Long, Jr. 9/4/07

Chief Officer Date
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DEFERRAL AGREEMENT
John M. Hoskins

The TVA Board of Directors, or their delegees, Approved your participation in TVA's Long-Term Defed Compensation Plan (Plan) under the followergns:

Duration of deferral agreeme 3 Years

First compensation crec $60,000 (10/01/200¢

Second and third compensation cre $60,000 each (10/01/07 & 10/01/C
Total credits over service perit $180,00C

Expiration date 09/30/200¢

Please read the following provisions carefully amticate your approval by signing at the designatede below.

As a participant in the Plan, | hereby agree tbdend by the following terms and conditions:

Annual deferred compensation credits of $60,000heiimade to an account in my name to cover acepériod of three years, beginning on Octobef@62and ending on
September 30, 2009, provided that | remain empldye@VA through September 30, 2009. Upon the etjan of this agreement, the entire amount creditedy account,
including interest or return as provided below/ Wé paid to me in a lump sum unless | elect betmwave the credits transferred to an account iAS\Werit Incentive
Supplemental Retirement Income Plan (MISRIP).

I understand that | must be an employee of TVAattime of the expiration of this agreement, opagments or transfers under the Plan will be made\A, and any credits 1
my account will be extinguished. However, in themt that TVA terminates my employment during thent of this agreement through no act or delinquexiayy own, this
agreement is terminated as of the date of my textioin and no further credits will be made undemitl any credits in my account from this agreemenhiding interest or retui
as provided below, at the time of termination Wwidicome vested. If | elect below to have the baariany account transferred to my TVA MISRIP acapaifi credits from this
agreement will be paid out to me in accordance wiyhdeferral election applicable to such creditnaccordance with otherwise applicable IRS ruléSVA terminates my
employment for cause prior to the expiration o thgreement, no payments will be made and my attalsnce will be extinguishedln the event of my death during the term
of this agreement, my account balance will be paithe person identified on my beneficiary desigmaform or, in the absence of such designatiomycestate, in a manner
permitted by applicable IRS rules.

Interest will be credited to the balance refledtechy deferral account on the same basis as irterealculated and credited under MISRIP. Indhernative, | may choose to
have my balance adjusted based on the return dfitius | select under the same conditions as araired in MISRIP. | understand that | am sol@gponsible for the risk
associated with any return elections that | make.

The Plan may be amended or discontinued by thedBd&the Board elects to discontinue the Plary, enedits to my account as of the date of termamatf the Plan will be pai
to me in accordance with applicable IRS ruleslettthe following option for payment upon expiaatiof this agreement:

X Balance of account to be paid to me in a lumm su
Balance of account to be transferred t& MISRIP account

| understand that nothing contained in this agre#rskall be construed as conferring the right taticee in the employment of TVA as an executivénoany other capacity and
that the payment election | have made is final (egbcable).

/sl John M. Hoskins 10/27/06
John M. Hoskins Date
[s/ John E. Long, Jr. 10/30/06

Chief Officer Date



EXHIBIT 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION
I, Tom D. Kilgore, certify that:
1. I have reviewed this Annual Report on Forn-K of the Tennessee Valley Authorit

2. Based on my knowledge, this report does not cormaynuntrue statement of a material fact or omgtéde a material fact necessary to make the statisrmade, in light
of the circumstances under which such statements made, not misleading with respect to the pecmered by this repor

3. Based on my knowledge, the financial statementodimer financial information included in this repdairly present in all material respects theaficial condition,
results of operations and cash flows of the regyigtas of, and for, the periods presented in gpsnt;

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exgghé&ct Rules 13a-15
(e) and 15-15(e)) for the registrant and we ha

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tkesigned under our supervision, to ensurenthigrial
information relating to the registrant, includinig consolidated subsidiaries, is made known toyustibers within those entities, particularly durithg period in
which this report is being prepare

b) Evaluated the effectiveness of the registrantslaksire controls and procedures and presentedsimeport our conclusions about the effectivendéshedisclosur
controls and procedures, as of the end of the pedwered by this report based on such evaluatiod

c) Disclosed in this report any change in the regmttsanternal control over financial reporting thatcurred during the registrant’'s most recent figoarter (the
registrant’s fourth fiscal quarter in the case manual report) that has materially affectedsaerasonably likely to materially affect, the réxgist’s internal
control over financial reporting; ar

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatigrterhal control over financial reporting, to tregistrant's auditors and
the audit committee of the registrant's board cdcprs:

a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are reasonably likeyadversely
affect the registrant's ability to record, processnmarize and report financial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéein the registrant's internal control overaficial
reporting.

Date: December 12, 2007

/sl Tom D. Kilgore
Tom D. Kilgore
President and Chief Executive Officer




EXHIBIT 31.2
RULE 13a-14(a)/15d-14(a) CERTIFICATION

I, Kimberly S. Greene, certify that:
1. I have reviewed this Annual Report on Forn-K of the Tennessee Valley Authorit

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgtéde a material fact necessary to make the s¢atisrmade, in light
of the circumstances under which such statements made, not misleading with respect to the pecmered by this repor

3. Based on my knowledge, the financial statementodimer financial information included in this repdairly present in all material respects theaficial condition,
results of operations and cash flows of the regjigtas of, and for, the periods presented in gpsnt;

4. The registrant's other certifying officer and | a@sponsible for establishing and maintaining @isate controls and procedures (as defined in Exgghéwt Rules 13a-15
(e) and 15-15(e)) for the registrant and we ha

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tkesigned under our supervision, to ensurenthigrial
information relating to the registrant, includinig consolidated subsidiaries, is made known toyustibers within those entities, particularly durithg period in
which this report is being prepare

b) Evaluated the effectiveness of the registrantslaksire controls and procedures and presentedsimeport our conclusions about the effectivendéshedisclosur
controls and procedures, as of the end of the pexdwered by this report based on such evaluatiod

c) Disclosed in this report any change in the regmttsanternal control over financial reporting thatcurred during the registrant’'s most recent figcarter (the
registrant’s fourth fiscal quarter in the case m&anual report) that has materially affected saeasonably likely to materially affect, the réxgist’s internal
control over financial reporting; ar

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatigrterhal control over financial reporting, to tregistrant's auditors and
the audit committee of the registrant's board cdcors:

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are reasonably likedyadversely
affect the registrant's ability to record, processnmarize and report financial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéein the registrant's internal control overaficial
reporting.

Date: December 12, 2007

/s/ Kimberly S. Green
Kimberly S. Greene
Chief Financial Officer and Executive Vice Presitjdtfinancial Services




EXHIBIT 32.1

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10{fKte Tennessee Valley Authority (the “Company”) foe year ended September 30, 2007, as filedthvith
Securities and Exchange Commission on the dat@h@he “Report”), I, Tom D. Kilgore, President afithief Executive Officer of the Company, certifgr the purposes of
complying with Rule 13a-14(b), or Rule 15d-14(b}lné Securities Exchange Act of 1934, as amendetiSaction 1350 of Chapter 63 of Title 18 of thateh States Code, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of teewBities Exchange Act of 1934, as amended; and

(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and result of operations of the Company.

/sl Tom D. Kilgore

Tom D. Kilgore

President and Chief Executive Offic
December 12, 200




EXHIBIT 32.2

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10{fKte Tennessee Valley Authority (the “Company”) foe year ended September 30, 2007, as filedthvith
Securities and Exchange Commission on the dat@h@he “Report”), |, Kimberly S. Greene, Chief Rincial Officer and Executive Vice President, Finah8ervices of the
Company, certify, for the purposes of complyinghaiRule 13a-14(b), or Rule 15d-14(b) of the Seasittxchange Act of 1934, as amended, and Secte® df3Chapter 63 of
Title 18 of the United States Code, as adoptedyauntsto Section 906 of the Sarbanes-Oxley Act @2@hat:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of teewBities Exchange Act of 1934, as amended; and

(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and result of operations of the Company.

/s/ Kimberly S. Green

Kimberly S. Green

Chief Financial Officer and Executi\ Vice President, Financial Servic
December 12, 200




