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Explanatory Note

In this Amendment No. 2 to the Annual Report onnrdi0-K/A for the fiscal year ended September 3@720Form 10-K/A No. 2"), the Tennessee Valley Aottty
(“TVA") is restating the financial statements ftwetyears ended September 30, 2007 and 2006, gyirtarestate revenue associated with an accoustiray in the financial
statements included in the original Annual ReparForm 10-K (the “Original 10-K”). The error wassdbvered during TVA'’s review of its unbilled revenestimation process.

TVA is primarily a wholesale provider of power tstlibutor customers (“distributors”) that reséletpower to end users at retail rates. Under T\éiwd-use billing
arrangements with distributors, TVA relies on disitors to report their end-use sales. Becausieeofielay between the wholesale delivery of powehe distributor and the
report of end-use sales to TVA, TVA must estimaeunbilled revenue at the end of each financiabnting period. In September 2006, TVA implemeraethange in
methodology for estimating unbilled revenue forcefeity sales which resulted in an increase of2&8llion in unbilled revenue (2.6 percent of ofiérg revenue) for 2006.

The estimation process implemented in Septembes A€lized the distributors’ average rates and stimeate of the number of days of revenue outstanttimeflect the
delay in reporting the end-use sales to TVA (“daytstanding”). The number of days outstanding edex$ved using a procedure similar to a cross-catiat calculation that
compared the monthly retail load to the monthly {gkale load. The intent was to reflect in the Uediestimate the end-use sales that would be teghdinat month by
distributors plus any remaining sales that woultiereported until the following month due to teday between wholesale delivery and end-use rigyort

TVA has determined that the process implementeéejptember 2006 overestimated the days outstandohthat this overestimation resulted in an erraeicording
unbilled revenue and unbilled receivables. Theipres unbilled process also failed to considergheual true-up of each distributor’s reported @hstion losses. The annual
true-up reconciles total end-use kilowatt-hour (‘/sales and revenue reported by each distributibr the kWh sales recorded for each distributoriadlesale.

TVA has used a new process for estimating unbite@nue for 2006 and 2007 in this Form 10-K/A No.This process carries over only the portion ¢ésérom the
distributor’'s meter read date to the month-endosEhsales, along with the current month salesharepriced at rates based on each distributosmauer and product
mix. Additionally, the true-up component has beadded to the unbilled calculation to reflect amyitig differences that occur between the retail\ahdlesale billing
cycles. Due to the new process, an adjustmentweate to increase revenue in 2007 by $73 millioss(kaan one percent of operating revenues) aned@ase revenue by $2
million (approximately 2.2 percent of operatingeaues) in 2006.

The restatement of unbilled revenue also affectéd’s fuel cost adjustment (“FCA”) calculation. THCA is a mechanism by which TVA collects the direast of
fuel used in its generating facilities and also¢hergy costs of purchased power used to servergemeand. Implementation of the FCA occurred inoDer 2006 as a joint
effort between TVA and its customers. The goahefFCA is timely recovery of fuel-related expenseseduce the volatility driven by fuel and purskd power
markets. Under TVA’'s FCA methodology, adjustmentsates are based primarily on the difference betwforecasted and actual expenses for the upcajerger as well as
the difference between forecasted and actual reagefar the upcoming quarter. Because the FCA adprsts are forward-looking, there is typically &etience between what is
collected in rates and what actual expense iszezhlbver the course of the quarter. This diffeeeisadded to or subtracted from a deferred acamuitVA's balance sheet.

The restatement of unbilled revenue changed TVéfedasted revenues, and since forecasted reveraiasrajor component of the FCA calculation, thantfe in

forecasted revenues required a restatement oftberats in TVA'’s deferred FCA account. In the Omigi 10-K, TVA reported a FCA deferred balance o8B nillion at
September 30, 2007, which was restated to a defeakance of $150 million. Of the $150 million,8tillion is a deferred asset and $132 million =uarent receivable.
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The unbilled revenue error also affected the apptia of distributor prepayments. The balancéadistributorsunbilled accounts receivable is offset by a reaurctn
the advance collections of those distributors wlakenprepayments for their power. As a result efdhange in unbilled revenue, the balances in ihéled receivable and
advance collections accounts were also adjustegl afijustment related to distributor prepaymentsrimdffect on the account balances as of Septe&the007 and increased
the balance in the receivable and advance collestecounts by $1 million as of September 30, 2006.

In light of the need for this restatement, TVA lidentified a material weakness in its internal cohover financial reporting related to its unbdlesvenue calculation,
and has concluded that its disclosure controlspradedures were not effective as of September®7,20lely because of this material weaknessre€tify the material
weakness, the new method of calculating the urtbibeenue estimate described above was used fiodpgaresented in this Form 10-K/A No. 2. See 184 Controls and
Procedures, for additional information regardingtcols and procedures related to this material weak.

TVA has also included in the appropriate periodgsmestated consolidated financial statementsratiiscellaneous adjustments that were deemed notmaterial by
management, either individually or in the aggregatel therefore were corrected in the period inciwhihey were identified. These adjustments prilpartlude accounting for
closed capital projects and related depreciatiesenves for legal proceedings, and timing of payabtognition and are described in more detailateN?.

The effects of these restatements and miscellaredjustments on TVA's consolidated financial staets as of and for the years ended September 8@, 26d 2006,
including quarterly data, are described in Noten@ Bote 17. The restatements had no impact on $\¢Ash or cash equivalents.

For the convenience of the reader, TVA is refilitsgentire Annual Report on Form 10-K/A for thecti$ year ended September 30, 2007, by means dféiim 10-K/A
No. 2. However, except for the information affecty the restatement, TVA has not materially updalbe information contained herein for events ansiactions occurrin
subsequent to the dates the Original 10-K and Ammemd No. 1 to the Original 10-K (“10-K/A No. 1") wefiled with the SEC. TVA recommends that thisrRd.0- K/A No. 2
be read in conjunction with the reports and anyradmeents thereto TVA has filed with the SEC subsagteethe filing date of the Original 10-K and 13A&No. 1.

The following items have been amended principadlaaesult of, and to reflect, the restatement,randther information in the Original 10-K and 10AKNo. 1 is
amended hereby as a result of the restatement:
Part | — Item 1 — Business
Part | — Item IA — Risk Factors
Part | — Item 3 — Legal Proceedings
Part Il — Item 6 — Selected Financial Data
Part Il — Item 7 — Management's Discussion and ysislof Financial Condition and Results of Operadio
Part Il — Item 8 — Financial Statements and Suppteary Data
Part Il — Item 9A — Controls and Procedures

Part 1l — Item 11 — Executive Compensation

Part IV — Item 15 — Exhibits and Financial Statetsen
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TVA is also filing updated certifications by the i€hExecutive Officer and Chief Financial Offices axhibits to this Form 10-K/A No. 2.

This Form 10-K/A No. 2 is not superseding or rastafinancial statements contained in TVA's qudsteeports on Form 10-Q for the quarters ended M&t, 2008,
or December 31, 2007, or any current report on Fdfiled subsequent to September 30, 2007. Hewehe financial statements for the quarters emdadth 31, 2008 and
December 31, 2007, which are contained in the gdgnteports on Form 10-Q for the quarters thereentiave also been restated in amended quartedytseon Form 10-Q/A,
which TVA plans to file as soon as practicableafhe filing of this Form 10-K/A No. 2. See Ndté. Accordingly, the information in the quartergports on Form 10-Q for
the quarters ended March 31, 2008, and Decemb&087, should be considered in light of the infatiorain this Form 10-K/A No. 2.

The financial statements for the quarters endeccMad, 2008, and December 31, 2007, which are cmdan the quarterly reports on Form 10-Q for du@rters then
ended, are being restated in amended quarterlytsepo Form 10-Q/A, which TVA plans to file as scempracticable after the filing of this Form 10AKNo. 2.

TVA has not separately amended its Annual Repoftanm 10-K for the fiscal year ended September2B06, or its Quarterly Reports on Form 10-Q forduoarterly

periods for the fiscal years ended September 307 20d 2006. Consequently, the financial and dtifermation contained in such reports should lz&lri@ conjunction with
the restated financial data for these fiscal pejodhich is set forth in this Form 10-K/A No.2. eS€ote 17.
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FORWARD-LOOKING INFORMATION

This Form 10-K/A No. 2 contains forward-looking tetaents relating to future events and future peréorce. All statements other than those that arelyphistorical
may be forward-looking statements.

" "o " "o

In certain cases, forward-looking statements caidéetified by the use of words such as “may,” fWitshould,
predict,” “assume,” “forecast,” “estimate;objective,” “possible,” “probably,” “likely,

expect,” “anticipate,
potential,” or other similar expressions.

believe,” ‘intend,” “project,”

" u ” o ERG " ou " ou " ou "o

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

Statements regarding strategic objectiy

Projections regarding potential rate actic

Estimates of costs of certain asset retiremengabtns;

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/ledsebaunitments, and power prepayment obligatit
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 WB8#r Unit 2 in service

Although the Tennessee Valley Authority (“TVA”) eles 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 customer:
Performance of TV.'s generation and transmission ass
Availability of fuel supplies
Purchased power price volatilit
Events at facilities not owned by TVA that affeee tsupply of water to TV's generation facilities
Compliance with existing environmental laws andutagons;
Significant delays or cost overruns in constructibgeneration and transmission ass
Significant changes in demand for electric
Legal and administrative proceedin
Weather conditions including drougl!
Failure of transmission facilitie
Events at any nuclear facility, even one that isavened by or licensed to TV/
Catastrophic events such as fires, earthquakexj|dornadoes, pandemics, wars, terrorist adssitand other similar events, especially if thegnts occur in ¢
near TVA's service are¢
Reliability of purchased power providers, fuel sligng, and other counterpartie
Changes in the market price of commodities suatba$ uranium, natural gas, fuel oil, electriciéyid emission allowance
Changes in the prices of equity securities, detisies, and other investmen
Changes in interest rate
Creditworthiness of TVA, its counterparties, orgtsstomers
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
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Changes in the econon

Ineffectiveness of TV.'s disclosure controls and procedures, and itsniaterontrol 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; i

Unforeseeable event

Additionally, other risks that may cause actuallssto differ from the predicted results are setH in Item 1A, Risk Factors. New factors emeirgpen time to time,
and it is not possible for management to predicwadh factors or to assess the extent to whichfactpr or combination of factors may impact TVAgsiness 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) &tthis Annual Report refer to TVA's fiscal yeaaded September 30. References to years in ¢heaphical
information about directors and executive officierstem 10, Directors, Executive Officers and Carte Governance are to calendar years.

Notes
References to “Notes” are to the Notes to Finaréfatements contained in Item 8, Financial Statesnemd Supplementary Data.
Available Information
TVA's Annual Report on Form 10-K, Quarterly RepartsForm 10-Q, Current Reports on Form 8-K, anduendments to those reports are made availabl&/dis
website, free of charge, as soon as reasonabljigable after such material is electronically fileith 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 adxditithe public may read
and copy any reports or other information that Thlés with the SEC at the SEC’s Public ReferenceRat 100 F Street, N.E., Washington, D.C. 20588e public may

obtain information on the operation of the Publeféence 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 Actl®f33,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, providewdtyniial 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 stewardshipredine use; and water
supply for power plant operations, consumer usgeedion, 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 maké&éreint. Some of these include:

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

Each member of TV's board of directors (tr* TVA Boarc”) is appointed by the President of the United Staidsthe advice and consent of the U.S. Ser
TVA does not own real property; it holds real pnapas an agent for the United States. (Any refeeein 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. Treasis a repayment of and a return on the appropmidvestment that the United States provided TidAits
power facilities (the‘ Power Facilities Appropriation Investm™).

TVA is not authorized to issue equity securitiests@s common or preferred stock. Accordingly, TYf#ances its operations primarily with cash flowerfi
operations and proceeds from issuing debt secsu

The TVA Board sets the rates TVA charges for powarsetting rates, the TVA Board must have duargdor the objective that power be sold at raepw 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 certairestabd counties an amount in lieu of taxes equialeqercer
of TVA's gross revenues from the sale of power wgrihe preceding year, excluding sales or deligetgeother federal agencies and gfstem sales with ot
utilities, with a provision for minimum paymentsder certain circumstance

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

For a discussion of the more significant of thesures, see Item 7, Management’s Discussion aaty#is of Financial Condition and Results of Opierat —
Business Overviev

Governance

TVA is governed by the TVA Board. The Consolidafggpropriations Act, 2005, amended the TVA Act kgtructuring the TVA Board from three full-time mieens
to nine part-time members, at least seven of wharstipe legal residents of the TVA service areaABobard members are appointed by the Presideifiteobnited 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

Strategy

On May 31, 2007, the TVA Board approved the 200@t8gic Plan (“Strategic Plan”). The StrategicrFiacuses on TVA'’s performance in the followingditeroad
areas and establishes general guidelines for eaeh a
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« CUSTOMERS: Maintain power reliability, provide competitivates, and build trust with TV's customers

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

* FINANCIAL:

Adhere to a set of sound financial guiding pries to improve TV/'s fiscal performance

* ASSETS:Use TVA's assets to meet market demand and deliver pudilie vanc

« OPERATIONS: Improve performance to be recognized as an indiesager.

Performance Indicators

On September 27, 2007, the TVA Board adopted padoce indicators for 2008 that are aligned with T&/8trategic Plan. These performance indicatcesaar

follows:

2008 TVA Scorecard

Customer

People

Financial

AssetiOperations

Performance Measure
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Service Area

TVA operates the nation’s largest public power syst TVA supplies power in most of Tennessee, monthlabama, northeastern Mississippi, and souttemes
Kentucky and in portions of northern Georgia, westdorth Carolina, and southwestern Virginia toopylation 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 TVAitsrdistributor customers were the primary sourfceawer supply on July 1,
1957. This statutory provision is referred tolzes 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 CommissioBERE")
from ordering TVA to provide access to its transiua 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 $9.2 billion (restated), $8.8ibill (restated), and
$7.7 billion, respectively. TVA's revenues by stébr the last three years are detailed in theetbblow.

Electricity Sales Revenues by State
For the years ended September 30

(in millions)
2007 2006* 2005*
As Restate( As Restate(

Alabama $ 1,26¢ $ 1,23¢ $ 1,051
Georgia 20¢€ 22€ 18€
Kentucky 1,08¢ 902 83C
Mississippi 804 79¢ 671
North Caroline 58 36 38
Tennesse 5,74( 5,621 4,80¢
Virginia 7 5 4
Subtota 9,16: 8,827 7,58¢
Sale for resale 17 13 95
Subtota 9,18( 8,84( 7,681
Other revenues 14€ 142 111
Operating revenues $ 9,32¢ $ 8,98: $ 7,792

* See Note 1 —Reclassifications.

Page 11




Table of Contents

TVA SERVICE AREA

sl h
7
)

ol - # v‘\
: == KENTUGKSY /

P2 oAk s
P miwem P ﬂlnalulh
.y P 3 7 Erveh
w. ‘/ { P i. i 3 mnm
7 .-'u f
N Dgshss JohsSovir Foamt $ b
f"'..'_ ‘ ? [ ] : M?; r;'
S R e - y o S j“

NORTH
CAROLINA

___3 ] . L=l StateLine :nm GCambustion Turbine Plant

& m— Water TVA Pumped-Storage Plani
Power Sandce Area
A Hydmoalectne Dam
WA MNon-Fower Dam
T Coal-Fired Plant
T™A Muciear Plant

\

?

TVA Customer Senice Oifice

TVA Economic Development Office

Grogen Power Switch™ Solar Sita

Groon Power Switch® Wind Site

=9 uu ®F

s LI

Customers

TVA is primarily a wholesaler of power. TVA sel®wer at wholesale to distributor customers, cdimgjf municipalities and cooperatives that retied 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 ofat$tehree 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 cusare included in Federal agencies and other.

Operating Revenues by Customer Type
For the years ended Septembel

(in millions)
2007 2006* 2005*
As Restatet As Restatel

Municipalities and cooperative $ 7,841 $ 7,65¢ $ 6,53¢
Industries directly serve 1,221 1,06t 961
Federal agencies and ott

Federal agencies directly sen 95 10z 86

Off-system sales 17 13 95
Subtotal 9,18( 8,84( 7,681
Other revenues 14€ 143 111
Operating revenues $ 9,32¢ $ 8,98: $ 7,792

* See Note — Reclassification.
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Municipalities and Cooperatives

Revenues from distributor customers accounted4at Bercent of TVA's total operating revenues i®20 At September 30, 2007, TVA had wholesale paveatracts
with 158 municipalities and cooperatives. All bése contracts require distributor customers tolmse all of their electric power and energy rezagnts 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 revenueseddrivm such arrangements in 2007, and the pegemtalT VA's
2007 total operating revenues represented by tieesmues are summarized in the table below.

TVA Distributor Customer Contracts
As of September 30, 20(

Sales to
Number of Distributor Percentage of
Distributor Customers in Total Operating
Contract Arrangemer Customer: 2007 Revenues in 20(
(in millions)
As Restatel As Restate(
15-Year termination notic 5 % 87 0.%%
1C-Year termination notic 48 2,591 27.&%
5-Year termination notice 10z 5,112 54.8%
Notice given- less than 5 years remaining * 3 51 0.€%
Total 15¢ $ 7,841 84.1%

* Ordinarily the distributor customer and TVA have game termination notice period; however, in @mig with six of the distributor customers withefiyear
termination notices, TVA has a 10-year terminatiotice (which becomes a five-year termination reifcTVA loses its discretionary wholesale ratetisgt
authority).

TVA's two largest distributor customers — Memphiglt, Gas and Water Division (“MLGW") and Nashviligectric Service (“NES”) — have contracts withdiyear
and 10-year termination notice periods, respegtivélithough no single customer accounted for L@&@et or more of TVA's total operating revenue2007, sales to MLGW
and NES accounted for 8.6 percent and 7.9 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 t871.9 The contract has a minimum 15-year term, aficeayear
termination notice may not be given until Janua€d$& The rates under this contract are intendeddover the cost of reintegrating BVU into TVA'ewer-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 adjustedrtpuly to reflect changing fuel and purchased poeasts. See ltem 1, BusinessRate Actions. In addition, most of the
power contracts between TVA and the distributot@uers specify the resale rates that distributstamers charge their power customers. These restate are divided into tt
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 ppeantracts with TVA. In November 2006, TVA madecffer,
which ended January 10, 2007, to allow these sixepalistributors a grace period to return to TVAheut being subject to reintegration fees. Anyriistor choosing to
rescind its contract termination notice after Japud#®, 2007, would be required to pay the additi@osts to resume planning for its future powerdympmeeds.

Subsequently, Warren Rural Electric Cooperativep@aation (“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 coetpd the offer to
rescind. The contracts of the remaining threeibistors will all terminate by January 2010. S&ke2007 to the three remaining distributor custmsr@nounted 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
Distributor of TVA
Customer Operating
Distributor Custome Location Date of Termination of Power Contre in 2007 Revenues in 20(
As Restatel As Restatet
Monticello Electric Plant Boar Kentucky November 200! $ 6 0.1%
Paducah Power Syste Kentucky December 200 38 0.4%
Princeton Electric Plant Board Kentucky January 2010 6 0.1%
Total $ 51 0.€%

Other Customers

Revenues from industrial customers directly seamtbunted for 13.1 percent of TVA's total operatingenues in 2007. In 2007, contracts for custerdéectly
served were generally for terms from five to 10rgealhese contracts are subject to terminatiom\¥ or the customer upon a minimum notice perioat taries according to
the customer’s contract demand and the periodw# service has been provided.

The United States Enrichment Corporation (“USEG"TVA's largest industrial customer directly serveshles to USEC for its Paducah, Kentucky, faciépresented
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 redUlSEC’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 commiazeigrifuge facility in Piketon, Ohio, which is tside TVA's service area. Once this new facilgyopened, it is unclear how
much electricity USEC will acquire from TVA for iBaducah, Kentucky, facility. However, the elecpower requirements of USEC, or of its successtra site, are expected
to be substantially less than their current level.

Rate Authority

TVA is self-regulated with respect to rates and W& Act gives the TVA Board sole responsibilityrfestablishing the rates TVA charges for poweresghrates 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 of diwgr 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 consdksirable for investment in power system assetsement of outstanding bonds, notes, or oth&tesnce
of indebtedness (“Bonds”) in advance of maturigditional reduction of the Power Facilities Appriggion Investment, and other purposes connecteldl WA’ 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’gthiodology 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 organizatiaility 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 flenwfimg 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 correspgrndtes 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 pussthpower
costs beginning in 2007. The FCA was initially ezero and had its first impact on rates effectlanuary 1, 2007. The FCA rate adjustment onadgriy 2007, was 0.01 cel
per kilowatt-hour, the rate adjustment on Aprik00Q7, was 0.084 cents per kilowatt-hour, and tke adjustment on July 1, 2007, was 0.087 cent&ifmvatt-hour. These 2007
rate adjustments produced an estimated $82 mitisavenue. As of September 30, 2007, TVA hadga&a®d a regulatory asset of $150 million represgndeferred power
costs to be recovered through the FCA adjustmaerfistiire periods. The FCA rate adjustment on Qexttdh 2007, was 0.432 cents per kilowatt-hour. Bag®n the FCA
calculation methodology in use as of October 1,72@0e FCA was expected to produce an estimatefl Biion in revenue during the first quarter of08)

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 defea@dunt 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.
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TVA's cash flow can be negatively impacted by tt@Aprocess, however. Under the methodology, sointleeo-CA portion of higher fuel and purchased powe
expense realized during the quarter is placeddardgferred account to be collected in rates im [a¢eiods. The timing of the collection of revesuelated to the FCA does not
coincide with the cash expended for fuel and pwsetlgpower consumed. See Item 7, Management’s &igguand Analysis of Financial Condition and Rissaf Operations —
Executive Summary — Challenges During 2007.

Reserve for Future Generation
Also included in the 2007 rate base was a resenviifure generation to fund additional generatiapacity. The reserve for generation was calcdlael.05 percent
of TVA's billed firm power sales since it was basedfirm demand and energy. Firm sales are tHuaeltVA 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 rateciase of 6.1 percentlesigned to cover TVA investment in equipment aisged 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 histalitVA loads and regional economic forecasts of leympent,
population, and electricity and gas prices. Thet beodels are then chosen with the result beiremge of load forecasts. Numerous factors, sueheasher 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 hyewidt 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 @&hour 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:

Power Supply from TVA-Owned Generation Facilities
For the years ended September 30
(millions of kwh)

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 2%%
Hydroelectric 9,047 6% 9,961 6% 15,72 10% 13,91¢ 9% 16,10 11%
:Combustion turbine and dies

generator: 70E <1% 612 <1% 59t <1% 27¢ <1% 817 <1%
Renewable resources * 27 <1% 36 <1% 47 <1% 35 <1% 21 <1%
Total 156,38¢ 10C% 155,52: 10C% 159,88. 10C% 154,85( 10(% 151,06¢ 10C%
Note:

* Renewable resources for years 2003 through 2006 heen adjusted to remove renewable resources asrtbabwere acquired under purchased power agrésraed
included in this table in TVA’s 2006 Annual Repoots Forms 10-K and 10-K/A. These adjustments teduh reductions in the amount of renewable resesiby 11
million kWh for 2003, 13 million kwWh for 2004, 14ition kWh for 2005, and 15 million kwWh for 2006Also, for years 2003 through 2006 the following amts
related to TVA's digester gas cofiring site haveieeclassified from Coal-fired to Renewable resesr 17 million kWh for 2003, 30 million kWh for @8, 43 million
kWh for 2005, and 32 million kwWh for 2006. Reneveatesource facilities include a digester gas oafisite, a wind energy site, and solar energyss

Page 1¢




Table of Contents

The following table indicates TVA's average fueperse 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 2.1z 2.0z 1.65 1.4¢ 1.4:3
Natural gas and fuel ¢ 7.0C 10.65 11.4¢ 9.01 7.61
Nuclear 0.41 0.3¢ 0.3¢ 0.3¢ 0.3¢
Average fuel cost per kWh net thermgeneration from all sourct 1.61 1.54 1.3C 1.14 1.14

Coal-Fired. TVA has 11 coal-fired power sites consisting ofuBfts. At September 30, 2007, these facilitieaoted for 15,052 megawatts of winter net depereabl
capacity. Net dependable capacity is defined agHility of an electric system, generating unitpther system component to carry or generate p&ovex 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 six uimitsperation. At September 30, 2007, these fasliaccounted for 6,898 megawatts of winter net
dependable capacity. For a detailed discussidnv/éf's nuclear power program, see Item 1, Businesbluelear. For a discussion of challenges faced by TVA's nacfgower
program during 2007, see Item 7, Management's B&on and Analysis of Financial Condition and Ressof Operations —Executive Summary — Challenges During 2007.

Hydroelectric. TVA has 29 conventional hydroelectric sites comsisbf 109 units. In addition, TVA has one pumpstorage facility consisting of four units. At
September 30, 2007, these facilities accounte8,i86 megawatts of winter net dependable capadite amount of electricity that TVA is able to geate from its
hydroelectric plants depends on a number of fadotside TVA's control, including the amount of pigtation, runoff, initial water levels, the ne&at water for competing
water management objectives, and the availabififysdiydroelectric generation plants. When thiestors are unfavorable, TVA must increase itsarele on more expensive
generation plants and purchased power. See Itéfta7agement’s Discussion and Analysis of FinanCiahdition and Results of OperationsExecutive Summary-
Challenges During 2007 — Weather Conditions

Combustion Turbines and Future Combined Cycle Rgcil 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 unitseweased to private entities
and leased back to TVA under long-term leases. N&ge 13 —Other Financing Obligations.

In 2007, TVA acquired and re-commissioned combustiwbine facilities in Marshall County, Kentucland Gleason, Tennessee. Together, these facifitkgle 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 approximatelye®®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 consistinginérnunits. At September 30, 2007, these faciliies/ided 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 abtluttee 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 dependabfgacity.

Page 17




Table of Contents

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-s#rm power purchase agreements, and 27 petfuenigh long-term
power purchase agreements that expire more thayeareafter 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 puese agreements is provided under long-term costthat expire between 2010 and 2032, and the rigrsfisant
of these contracts are discussed below.

Caledonia Combined Cycle FacilityDuring the third quarter of 2007, TVA entered irdn operating lease agreement and various relatettacts for th
Caledonia combined cycle facility located near @dbus, Mississippi, with a commencement date of JuB007. The lease agreement has geE5-term expirin
on February 28, 2022. The Caledonia facility cstssof three combined cycle units with a winter sgpendable capacity of 892 megawatts. A conversgovice
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 leas€ATwill assume plant operations no later than Janda 2008. The lease agreement further provideah end-
of-term purchase optiol

Choctaw Generation, L.P.TVA has contracted with Choctaw Generation L:hpctaw”) for 440 megawatts of winter net deperidatapacity from a lignite-
fired generating plant in Chester, Mississippi. A'¥ contract with Choctaw expires on March 31, 2082 October 9, 2007, Moody's Investors Set
downgraded Choctaw to 'Bal.' Choctaw has contitai@erform under the contract and has provideditessurance to TVA, per the terms of the conti

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 June2200, TVA dispatches the electric power generat
these facilities and uses it to partially supplg@€'s energy needs. T\'s arrangement with APGI provides 348 megawattsinfer net dependable capaci

Invenergy TN LLC. TVA has contracted with Invenergy TN LLC for B¥egawatts of wind energy generation from 15 wimthihe generators located on Buff
Mountain near Oak Ridge, Tennessee. Because afighee of wind conditions in the TVA service aréi@gse generators provide energy benefits but at
included in TVA's net dependable capacity total. TVA's contrath wivenergy TN LLC expires on December 31, 2(

Southeastern Power Administration[ VA, along with others, contracted with the Saahktern Power Administration (“SEPA”) to obtain movrom eight U.S.
Army Corps of Engineers hydroelectric facilities tie Cumberland River system. The agreement v&R/Scan be terminated upon three years’ noticeftisit
notice of termination may not become effective ptdJune 30, 2017. The contract originally regdiSEPA to provide TVA an annual minimum of 1,50t of
power for each megawatt of TVA'’s 405 megawatt atem, and all surplus power from the CumberlangeRsystem. Because hydroelectric production leas b
reduced at two of the hydroelectric facilities be Cumberland River system (Wolf Creek and CentkDXdms) 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 the

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

- Provides for all affected customers (except TVA)doeive a pro rata share of a portion of the ghossly generation from the eight Cumberland River
hydroelectric 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 cus®(meluding TVA) since there is significantly teced 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 emergeaperating plan will remain 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 amaall 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 22,14: 19,01¢ 14,89: 14,02¢ 15,18:
Percent of TV/'s Total Power Suppl 12.4 10.€ 8.5 8.2 9.1

Note
* Purchased power amounts for years 2004, 2005, @®@ i2zave been adjusted to remove APGI purchasemeludie them as a credit to Industries directly
served
For more information regarding TVA's power purchaddigations, see Note 15 -Sommitments — Power Purchase Obligations.
Purchasing power from others will likely remainartpof how TVA meets the power needs of its serei@a. The Strategic Plan establishes a goallahbiag
production capabilities with power supply requirertsewithin five percent. Achieving this goal wiiquire TVA to reduce its reliance on purchasedgrown 2007, TVA took

several actions which will help reduce its deperéesn purchased power.

«  TVA purchased two additional combustion turbineilfes in December 2006 that together provide appnately 1,296 megawatts of winter net dependable
capacity. See Item 1, Busine— Power Supph— Combustion Turbines and Future Combined Cycle k.

¢« Browns Ferry Nuclear Plant Unit 1 (“Browns FerryitUli) began commercial operation on August 1, 2087owns Ferry Unit 1 is initially providing adéinal
generating capacity of approximately 1,150 megaseatt is expected eventually to provide approxilpdt280 megawatts of capacity. See Item 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 billeorluding allowance for funds used during constaumcand
initial nuclear fuel core costs. When complete@, nlaclear unit is expected to provide 1,180 megavedtcapacity. See Item 1, Busin— Nuclear.

« In September 2007, the TVA Board approved procepdiith the construction of a combined cycle fagibit a former combustion turbine site of approxiehaB0
acres located in southwest Tennessee. See ItBuslhess— Power Supph— Combustion Turbines and Future Combined Cycle s«

Net Dependable Capacity

The following table summarizes the winter and sumnet dependable capacity in megawatts TVA hadlavia as of September 30, 2007:
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NET DEPENDABLE CAPACITY
As of September 30, 2007

Winter Net Summer Net
Dependable Dependable  pate First Unit Date Last Unit
Source of Capacity Location Number of Units ~ Capacity 1(MW) Capacity l(MW) Placed in ServicePlaced in Service
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 1,18C 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¢ 1,604 1952 1965
Total Coa-Firec 59 15,05: 14,69t
Nuclear
Browns Ferr 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 6,89¢ 6,671
Hydroelectric
Conventional Plant Alabama 36 1,14¢€ 1,18¢ 1925 1962
Georgia 2 32 35 1931 1956
Kentucky 5 16E 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 11z 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? Tennesse 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 4 4 2000 2000
Total Diesel Generatc 9 13 13
Renewable Resources 3 3
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 1,824 1,872
Total Power Purchase Agreeme 3,507 3,421
Total Net Dependable Capacit 36,91« 35,54

Notes

(1) Net dependable capacity is defined as the abifigncelectric system, generating unit, or othetesysscomponent to carry or generate power for aipédime perioc

excluding any fluctuations in capacity that maywcdue to planned outages, unplanned outages,eaatirtys.

(2) As of September 30, 2007, 24 of T's combustion turbine units were leased to privatéies and leased back to TVA under I-term leases

(3) Plant does not have firm gas transportation oathikty to burn oil as a bar~up fuel; however, TVA forecasts available gas syfpt Gleason throughout the fiscal ye
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Nuclear
Overview

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

TVA Nuclear Power
As of September 30, 2007

Date of Date of
Expiration of Expiration of
Installed Net Capacity Operating Construction
Nuclear Unit Status Capacity (MW) Factor for 2007 License License
Sequoyah Unit : Operating 1,221 98.t 2020 -
Sequoyah Unit . Operating 1,221 89.t 2021 -
Browns Ferry Unit 1 Operating 1,15( 85.6V 2033 =
Browns Ferry Unit 2 Operating 1,19 74.C 2034 -
Browns Ferry Unit & Operating 1,19C 94.1 2036 -
Watts Bar Unit 1 Operating 1,23( 82.2 2035 -
Watts Bar Unit 22 Construction to resume in December 2| - - - 2010
Notes

(1) Browns Ferry Unit 1 capacity factor is derivied a period of commercial operation from Augus2@07, through September 30, 2007.
(2) Completion of construction of Watts Bar Unitvas approved by the TVA Board on August 1, 2007.

TVA began a significant nuclear plant constructimagram in 1966 to meet projected system load dgrowit the height of its construction program, THAd 17 units
either under construction or in commercial operatibseven plant sites. In 1982, TVA canceled tanson 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 becafiae screasing 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 guessting a license for
Watts Bar Unit 1. After implementing a comprehgesiecovery plan, TVA restarted Sequoyah Unit Ry 1988 and Sequoyah Unit 1 in November 1988. T¥#tarted
Browns Ferry Unit 2 in May 1991 and Browns Ferryitthin November 1995. Construction of Watts Banitld was successfully completed, and the unit cemeed full powe
commercial operation in May 1996.

In May 2002, the TVA Board initiated activitiesiteturn Browns Ferry Unit 1 to service, and on Audyy2007, Browns Ferry Unit 1 returned to commarci
operation. The total amount invested in the Uni¢dtart project through the commercial operatiate dvas $1.84 billion excluding allowance for fundgd during construction
(“AFUDC?") of $269 million. TVA completed Browns ey Unit 1 during 2007 with a total project costeprun of $90 million or five percent of the origlmaojected cost. The
cost overruns were due in part to the scope of vasdociated with extended power uprate being gré@e planned. Browns Ferry Unit 1 provides addil generating
capacity of approximately 1,150 megawatts and feeted to eventually provide 1,280 megawatts o&ciy.

In November 2005, TVA canceled the constructiotpits 1 and 2 at Bellefonte Nuclear Plant. Two tharprior to the cancellation of these units, tlediéonte site
was selected by NuStart Development LLC (“NuStaat)one of two sites for the development of a cartbilicense application for two new reactors usirggWestinghouse
Advanced Passive 1000 (“AP1000") reactor designStdrt is an industry consortium composed of 1&tie8 and two reactor vendors whose purpose stisfactorily
demonstrate the new NRC licensing process for amhchdesign nuclear plants. TVA submitted its coratlilicense application to the NRC for Bellefonteits) 3 and 4 in
October 2007. If approved, the license to build aperate the plant would be issued to TVA. Oliathe necessary license will give TVA more certgiabout the cost and
schedule of a nuclear option for future decisiofbe TVA Board has not made a decision to constiutdw plant at the Bellefonte site.
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On August 1, 2007, the TVA Board approved compéetire construction of Watts Bar Unit 2. Prior e approval, TVA conducted a detailed scopingmesting, and
planning study to estimate the project’s cost, dake and risks. Separately, TVA prepared a repeaatuating potential environmental impacts as iregiby the National
Environmental Policy Act. TVA has an NRC constrastpermit for Watts Bar Unit 2 that expires in 204nd will need to seek an extension of the peinmorder to complete
construction activities. TVA will seek an operafilicense under NRC regulations, and this procesnelude an opportunity for a public hearing.o@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 resuraerestricted 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) entenéal a contract with the U.S. Department of Engt@OE”") for
the disposal of spent nuclear fuel. Payments t& @€ based upon TVA's nuclear generation and elbirg nuclear fuel expense. Although the contreatied for DOE to
begin accepting spent nuclear fuel from the uditby January 31, 1998, DOE announced that it wootdegin receiving spent nuclear fuel from angndstic nuclear utility
until 2010 at the earliest. TVA, like other nugcledilities, 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 patdts Sequoyah and Browns Ferry Nuclear Plantsfinitely had DOE begun accepting spent nucleal fUBOE’s failure to do
so in a timely manner required TVA to construct dagk storage facilities at its Sequoyah and Broigrsy Nuclear Plants and to purchase specialgtotantainers for the
spent nuclear fuel. The Sequoyah and Browns Fyrgask storage facilities have been construateldespproved by the NRC and have been in use sib@é &nd 2005,
respectively, providing storage capacity througB®8at 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€leontract suit against the United States inGbert of Federal
Claims in 2001. In August 2006, the United Stateisl TVA almost $35 million in damages awarded iy €ourt of Federal Claims, which partially offe¢ construction costs
of the dry cask storage facilities that TVA incutthirough 2004. TVA is pursuing additional claiagainst DOE to recover costs that TVA has incuafer 2004.

Low-Level Radioactive Waste

Low-level radioactive waste (“radwaste”) resultsrr the normal operation of nuclear units and inefusuch materials as disposable protective clothirgs, 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 afitthave to consider other options, which maylirie storing some radwaste at its own faciliti#¥/A is capable of doing so f
an extended period of time, and has done so ipake

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

the present value of TVA's estimated future nucrommissioning costs as computed under the NRdirfig requirements but less than the present \&ltieese costs as
computed under Statement of Financial Accountirmn&ards No. 143Accounting for Asset Retirement Obligation$Sge Note 15 —€ontingencies —-Decommissioning Cost
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Nuclear Insurance

The Price-Anderson Act provides a layered framevadngrotection to compensate for losses arisingifeonuclear event. For the first layer, all NRClear plant
licensees, including TVA, purchase $300 milliomotlear liability insurance from American Nucleasurers for each plant with an operating liceriSends for the second
layer, the Secondary Financial Program, would ctnorea an assessment of up to $101 million from tberlsees of each of the 104 NRC licensed reagidfweiUnited
States. The assessment for any nuclear accidendwe limited to $15 million per year per unitm&rican Nuclear Insurers, under a contract withNR&E, 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 ¢oatributions of the nuclear plant licensees aided to the insurance proceeds of $300 millionyr §1€.7 billion would be
available. Under the Price-Anderson Act, if thstfiwo layers are exhausted, Congress is reqtoréake action to provide additional funds to cotrex 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 premiumtwa 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 adufitof this coverage places the new maximum retigmeassessment at
$70.5 million.

TVA purchases accidental outage (business intéonipinsurance for TVA's nuclear sites from NEILn the event that an accident covered by this pdl&es 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 15Gentingencies—
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 nuateweapons. This agreement, which ends in 208bijnes DOE to reimburse TVA for the costs that TMAurs in connection
with providing irradiation services and to pay T\&A irradiation services fee at a specified ratetqiiarm-producing rod over the entire operatingleyin which the tritium-
producing rods are irradiated.

In September 2002, the NRC issued amendments tptbrating 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 apgimzately 2,000 tritium-producing rods in the WaBar and Sequoyah reactors.

In general, tritium-producing rods are irradiated 4 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 éngpring 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 depeitatgely on the demand for electricity by TVA's costers, the availability of various generating yrétsd the

availability and cost of fuel. The following takiledicates 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%% $ 125¢ $ 1,242
Natural gas 62 60 63 22 42
Fuel oil 22 46 28 17 40
Uranium 121 71 44 16 42
Total $ 2,127 $ 2,01z $ 1,63 $ 1,30¢ $ 1,36€

TVA also has tolling agreements under which it bpge/er production from outside suppliers. Undesthtolling agreements, TVA supplies the fuel ®dhtside
supplier, and the outsider supplier converts tie ifito 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 and Average Fuel Expense foplling 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 0.0C

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

Coal

Coal consumption at TVA's coal-fired generatingilities during 2007 was 46.5 million tons. As ofgember 30, 2007 and 2006, TVA had 23 days andag6 df
system-wide coal supply at full burn, respectivelith a net book value of coal inventory of $264limin 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 contractaiaally 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 qoality to meet its expected burn and inventequirements. During 2007, TVA purchased coal asitb as follows:

37 percent from the lllinois Basi

24 percent from the Powder River Basin in Wyom

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 aboveetaeyels 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 delivdrgdruck.
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Natural Gas and Fuel Oil

During 2007, TVA purchased substantially all ofntgtural gas requirements from a variety of supplisnder contracts with terms of one year or I888A purchases
substantially all of its natural gas to operate bastion turbine peaking units and to supply fuelempower purchase agreements in which TVA is tie¢ Supplier. At
September 30, 2007, all but one of TVA's combustiabine 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 offitel oil on the spot market. At September 30,7280d 2006, the net book value of TVA's natural igaisiventory
was $3 million and $2 million, respectively, ane thet 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 uraniora to produce uranium concentrates; the conversfiomanium
concentrates to uranium hexafluoride gas; enrichroearanium hexafluoride; and the fabrication loé £nriched uranium hexafluoride into usable feskablies. TVA
currently has 100 percent of its forward four-yg008 through 2011) uranium mining and milling regments either in inventory or under contractifeboiling water reactor
units at Browns Ferry Nuclear Plant and has 100gyerof its forward fougear (2008 through 2011) uranium requirements undetract for its pressurized water reactor urt
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 plaith other uranium. Under these agreementsethiehed 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 ilBrowns Ferry reactor in
2005 and is expected to continue to be used tadeloe Browns Ferry reactors through 2013. Plamsiaderway to begin using BLEU fuel in Sequoyatit @rbeginning in
2008.

Under the terms of an interagency agreement bet®&d#n and TVA, in exchange for supplying highly eted uranium materials for processing into usatl/E® fuel
for TVA, DOE will participate to a degree in thevgays generated by TVA'use of this blended nuclear fuel. TVA anticigateese future payments could begin in 2009 ari
until 2013. See Note 1 -Blended Low Enriched Uranium Progrdior 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, BusiresNuclear — Spent Nuclear Fuel
Transmission

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

To the extent federal law allows access to the Théfsmission system, the TVA transmission orgaignadffers transmission services to others to tr@hpower at
wholesale in a manner that is comparable to TVAB ase of the transmission system. TVA has alsp@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 transmissiors®ms to improve regional coordination in the opereof the bulk transmission system. The inititdp of this
coordination effort was to establish a joint trafssion reliability area with other public power 8ms. In 2002, TVA entered into reliability coardtion agreements with
Associated Electric Cooperative Inc., Big Riversditic Corporation, and East Kentucky Power Codpexalnc. In 2004, Electric Energy, Inc., joingds 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 mildsavpopulation of nearly 11 million people. Ag treliability coordinator for this region, TVA igsponsible for monitoring a
helping to ensure the reliable operation of th&kb@nsmission system in a region that includesigos of Alabama, Georgia, lllinois, lowa, Kentughyississippi, Missouri,
North Carolina, Oklahoma, Tennessee, and VirgifisA 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 dgpaailability, system
outage approval, congestion management, and trasgmiplanning. Similar agreements to coordinatdysis and operational processes in support abnegtransmission
reliability have been executed with Entergy Sersjdac., Southwest Power Pool, Inc., Southern Cam&ervices, Inc., and VACAR South RC (a Virginiar@lina reliability
group).

Reliability Coordinator Map

L D - Iinais Indiana
X i

—

-

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.

B TV - Tennassss: Valley Authority Alabama | Giaorgia
Mississipp

A new interconnection, the Five Points - Homewoogjgrt, was completed to address several contingissaes in the southern extreme of TVA's Missisisggrvice
area. This interconnection with South Mississipleidiric Power Association is the first with a ndigiing 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 itsrfifteabn the Electric Reliability Organization (“ER) Reliability
Standards, approving 83 of 107 proposed standatusitted by the North American Electric ReliabilBorporation. The mandatory reliability standaag@ply 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 tarfilion 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 TennesseeRind its tributaries — the United States’ fifthglast river system — to provide, among other thiggar-round
navigation, flood damage reduction, affordable eglidble electricity, and, consistent with thesirnary purposes, recreational opportunities, adequater 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 putngterage 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 indaktiustomers, 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 eagbar. 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 Ti/nishes over 100
recreation facilities such as campgrounds, boapsarfishing piers, and picnic areas.

Weather and Seasonality

Weather affects both the demand for and the mankets of electricity. TVA's power system geneygleaks in the summer, with a slightly lower peakhie
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 tetopesan
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 dayd 253 more cooling degree days than in 2006. gféeh 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 Analysisiodufcial Condition
and Results of Operations Executive Summary — Challenges During 2007 — Wie&thieditions.

Heating and Cooling Degree Days
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2007 was the driest year in the eastern Tennesskey\in 118 years of record-keeping with rainf8l percent of normal for the year and runoff 54pat of
normal. Largely as a result of this low rainfaildarunoff, TVA'’s hydroelectric production for 2007as slightly more than nine billion kilowatt-houvghich 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 thermatdifiair the rivers to be exceeded. While everyreffas made to lower electrical output during l@ad periods (derates) to
reduce financial and operational impacts, sometdenaere required during higher load daytime heairseet the permitted temperature limits. Thesalitions caused TVA to
rely heavily on purchased power and more experggveration sources such as combustion turbinee@l@fi07. See Item 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 primdoiyytwo provisions of
law: one called the “fence” and one called theti“aherrypicking” provision. The fence limits tmegion 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 glioteof the anti-cherrypicking provision. FERGu®d an order that would have required TVA to tdanect 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 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 — egislative and Regulatory MattersWhile the FERC action involving East Kentuckyanappears to be moot and the proposed legislaismbt 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.

Regulation
Congress

TVA exists pursuant to legislation enacted by Cesgrand carries on its operations in accordandethii legislation. Congress has the authorityhtange this
legislation and thereby expand, reduce, or elineifatA’s activities, significantly change TVA's stiture, require TVA to sell all or a portion of dssets, or reduce the U.S.
government's ownership interest in TVA. To alloWAto operate more flexibly than a traditional gavaent 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. Gtteral laws enacted since
the creation of TVA have been made applicable té\Tivluding those related to the protection of émyironment, cultural resources, and civil riglass$.

Securities and Exchange Commission

Section 37 was added to the Securities ExchangefA934, as amended (the “Exchange Act”), as giatie 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 sectibafthe Exchange Act. TVA is also exempted bytisec37 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 mewiithe board of
directors of the issuer. Since TVA is an agenay iastrumentality of the United States, securitsssied 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 skies issued by TVA, and no independent trusteedglired 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 ordereéhterconnect its transmission facilities with thlectrical facilities of qualified generators arther electri
utilities that meet certain requirements. It mbstfound that the requested interconnection ihé gublic interest and would either encourage awasen o
energy or capital, optimize efficiency of facilgieor resources, or improve reliability. The reqments of section 212 concerning the terms anditons of
interconnection, including reimbursement of costast also be me

Under section 211 of the FPA, TVA can be orderettansmit power at wholesale provided that the odibes not impair the reliability of the TVA or saunding
systems and likewise meets the applicable requimésraf section 212 concerning terms, conditions, r@tes for service. Under section 211A of the FIP¥A is
subject to FERC review of the transmission rates the terms and conditions of service that TVA jueg others to ensure comparability of treatmensguadt
service with TVA’s own use of its transmission gyst With the exception of wheeling power to Brisiirginia, the antieherrypicking provision of the FF
precludes TVA from being ordered to wheel anothgpdier s power to a customer if the power would be conglwi¢hin TVA’s defined service territor

Sections 221 and 222 of the FPA, applicable tonadtket participants, including TVA, prohibit (i)iag manipulative or deceptive devices or contriven@
connection with the purchase or sale of poweramgmission services subject to FER@Irisdiction and (ii) reporting false informati@m the price of electrici
sold at wholesale or the availability of transnisscapacity to a federal agency with intent to d@ently affect the data being compiled by the age

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

Section 220 of the FPA provides FERC with authotdgtyssue regulations requiring the reporting, dimeely basis, of information about the availalilgnd 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¥/fperations previously mentioned that are subif
FERC's jurisdiction.

Under sections 316 and 316A of the FPA, FERC hésoaity to impose criminal penalties and civil p&ies of up to $1 million a day for each violation entitie:
subject to the provisions of Part Il of the FPA iethincludes the above provisions applicable to T

Finally, while not required to do so, TVA has ekgtto implement various FERC orders and regulat@artining 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 Conditemmd Results
of Operations —tegislative and Regulatory Matters

Nuclear Regulatory Commission

TVA, like other utilities, operates its nuclear ifées 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 denéssioning 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, limding air quality control, water quality contrelnd management
and disposal of hazardous wastes. See Item 1n&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 exemphireegulation, control, and taxation by states ekaepertain areas such as air and water qualityre/iCongress 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 tfispector 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 conductggmperations and in which TVA has acquired prtpgpreviously
subject to state and local taxation. The total amof these payments is five percent of grossimege from the sale of power during the precedirag gacluding sales or
deliveries to other federal agencies and off-systatas with other utilities, with a provision foimmum payments under certain circumstances. Digion of in lieu of tax
payments within a state is determined by individstate legislation.

Environmental Matters
TVA’s power generation activities, like those aadise utility industry and in other industrial s&st are subject to federal, state, and local enwmiental 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 insuhstantial capital and operating and maintenaosts to comply with evolving environmental reqments
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.

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 becomirfgcgfre in 2010 and the second in 2018. TVA haalmusly 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 materiadtsaf reductions of carbon dioxide (“C0) are mandated or if future legislative, regulataor judicial actions lead to more

stringent emission reduction requirements. Thesésaannot 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 Janu20y,2he United
States Court of Appeals for the Second Circuit €¢iBecond 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 significantiyproved since the enactment of the modern Cleaéti (“CAA”) in 1970. These air quality improvemts are
expected to continue as the CAA continues to béempnted and as programs evolve as a result afiédiyie and regulatory changes. Three substanoéted from coal-fired
units have been the focus of emission reductiooleggry programs: SQ, NO, , and particulates. Expenditures related to ciaprojects during 2007 and 2006 were

approximately $239 million and $182 million, respeely. These figures include expenditures in 200%7 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 tlblow. 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. Increasinglyisgent regulation of
some or all of these substances, as well as mearutypossibly 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&r@mounts of SQcompared to today’s emissions. Utility $@missions are currently regulated under
the Federal Acid Rain Program and state prograrsigied to meet the National Ambient Air Quality iBtards (“NAAQS”) for SO, and fine particulate matter. Looking
forward, additional regulation of Sgemissions will result from implementation of thegrmal Haze Program and CAIR. In May 2005, EPAlized CAIR to reduce the
interstate transport of fine particulate matter andne by requiring additional large reductionstifity 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 nodie which
establishes an emission allowance driven prograppiag regional emissions of S@nd NO, among the targeted states. $€@ps are reduced in two phases, 2010 and 2015.

Since 1977, TVA has reduced its &missions by approximately 80 percent by switchpwer-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 Pdarpart of its previously announced plans toeghi total SQ emission

reduction of 80 to 85 percent compared to the 18v&l. Additionally, TVA has switched, or plansdwitch, to lower-sulfur coal at several additionalts in the next few
years. ltis likely that additional emission retiac measures will have to be undertaken aftereipdsnned actions are completed to achieve congdiaiith CAIR and an’
future tightening of applicable requirements.

Nitrogen OxidesUtility NO , emissions continue to be regulated under statermugto achieve and maintain EBRAAAQS for ozone, the Federal Acid Rain Progr
the Regional Haze Program, and CAIR. Since 1998\ fias reduced its NQemissions during the summer (when ozone levelgasa) by 81 percent by installing various
controls including low-NQ burners and/or combustion controls on 58 of it€&8l-fired units and installing SCRs on 21 of thggest 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 lW®gremoval capabilities than SCRs. Early in 2006, Thfgan testing a High Energy Reagent TechnologfRM’) on

three units for potential future application. HERTimilar to SNCR but has higher removal captiedithan SNCRs. The initial HERT testing prognaas 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 continwepend primarily on SCRs, but will also incoriersome mix of SNCRs and/or HERTs as TVA ¢
more experience with these technologies. Thesesptay change depending on the timing and sewefrfiyture regulatory developments affecting powanpemissions.

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 moregenbh EPA standards for ozone contained in the ma@lpaill challenge states and communities in therEssee Valley and
across the country.
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The current primary standard, set in 1997, is @&8&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 addpptoposed standards, many urban areas and sdimguwounties in the
Tennessee Valley and throughout the eastern UBit&ies are likely to be designated as “non-attantheeas (defined as geographic areas where alitgdoes not meet
standards). Non-attainment designations can héwerse 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+attant area. In addition, transportation projeaishsas roadway expansions or repairs, must denas@stonformity with state
plans to achieve attainment status or risk the dd$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 1@amieters 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,iessee, metropolitan
areas. In September 2006, EPA revised the 199datds. The 2006 revisions tighten the 24-howe fiarticle 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 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 pldrimeTVA, are expected to continue to reduce fiadiple levels.

Issues regarding utility compliance with state dfya@quirements are also increasing. Opacity messsthe denseness (or color) of power plant plienédshas
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 $&nd NO, emissions can adversely affect opacity performaacd, TVA and other utilities are now addressing thsue. There are al
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 estalgssbaps for overall mercury emissions in two phaséh the first phase becoming effective in 2010
and the second in 2018. It allows the statesdalagée mercury emissions through a market-basegindgtrade program. All of the states in which TUperates 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 hamexdir 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 meercury 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 witmtrgtoring 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 aduditl costs for TVA and other
utilities with coal-fired generation. The curreékdministration 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 utilitgasseand other industry sectors to support thigative. TVA is supporting this effort in coopei@at with electric utility industry
trade associations and the DOE. TVA has takerisaodntinuing to take significant voluntary stepgeduce the carbon intensity of its electric gatien, including the recovery
of Browns Ferry Unit 1, planned power uprates afns Ferry Units 2 and 3, the planned completiowatts Bar Unit 2, and the completion of the hydeozic modernization
program. TVA has also applied to the NRC for a Goved License for two advanced nuclear reactotiseaBellefonte Nuclear Plant near Hollywood, Alalzarlthough no
decision has been made to build the reactors. ihgakhead, 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 Ingétand other electric utilities on projects invgating technologies for CQcapture and geologic storage, as well as carbon
sequestration via reforestation. The previous Atstiation asked utilities to voluntarily particigan an effort to reduce, sequester, or avoidrgiease gases. Under that

program, TVA reduced or avoided more than 305 arilions of CQ,from 1994 through 2005, as reported under Sectif¥bh of the Energy Policy Act. TVA is incorporaiin

the possibility of mandatory carbon reductions ardnewable portfolio standard into its long rapning, and will continue to monitor legislatigad regulatory
developments related to Cand a renewable portfolio standard to assess aeyal financial impacts as information becomesilable.

In addition to legislative activity, climate chanigsues are the subject of a number of lawsuitdyéing lawsuits against TVA. See Item 3, Legald®edings. On
November 29, 2006, the U.S. Supreme Court heardabe oMassachusetts v. ERAoncerning whether EPA has the authority and thutggulate CQ emissions under the

CAA. The District of Columbia Circuit Court of Ayeals earlier affrmed EPA’s decision not to re¢geil@0,. On April 2, 2007, the Supreme Court found thaeghouse
gases, including CQ, are pollutants under the CAA and thus EPA doee flae authority to regulate these gases. TheeSugpCourt 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 precefteregulation in other industrial sectors, suchifeselectric utility industry.

States are also becoming more active in the regalaf emissions that are believed to be contrifuto global climate change. Several northeastetes 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. NGdholina is studying initiatives aimed at climateange under the provisions of the state’s Cleaok&stacks Act of 2002. This
act required the State Division of Air Quality tmidy potential control of CQemissions from coal-fired utility plants and otlseationary 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 enging 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 Sgrontrol also results in additional amounts of palhis introduced into facility wastewater treatmgomds. 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 treminexpense to meet
requirements of the CWA. These costs cannot beratsy predicted at this time, but TVA is involvedand closely monitoring EPA'’s data collectionieities 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 mshk 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 rulemakingitinmze the adverse impacts from cooling waterketatructures on fish and shellfish, as requiredeuniection 316
(b) of the CWA, the EPA promulgated a final rule &xisting power producing facilities (the “Phas®ule”) that became effective on September 7, 200 Phase Il Rule
required existing facilities to select among seldiiferent compliance options for reducing the raenof organisms pinned against and/or drawn iméocboling 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 dedlifrom 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. Soméhrastern 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-effectivelasdysis, the Second Circuit remanded the EPA's Baw&rmination, giving the EPA the option to preva reasonable
explanation of its determination or make a new mheiteation based on the permissible cost consideratset out in the Second Circuit opinion. The 8dddircuit also remande¢
provisions of the EPA rule that allowed the usa sfte-specific cost-benefit test and restorati@asures (such as building hatcheries) to demoasteapliance, holding that
these rule provisions were based on an impermessimhstruction of the statute. Several other prongof the Phase Il Rule such as the one thattsetserformance standards
as a range rather than one national standard W&reemanded.

On July 9, 2007, EPA suspended all but one prowisicthe Phase Il Rule until the agency has resbllie issues raised by the Second Circuit's remahe. provision
that was retained requires permitting authoritieagply, in the interim, Best Professional Judgnf&BiPJ") controls for existing facilities. BPJ doals are those that reflect the
best technology available for minimizing the adeeesvironmental impacts of intake structures. U$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 1l Rule.

All of the intakes at TVA's existing coal and nualg@enerating 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 requireesd earlier assessments are now being re-evaindight of the Second
Circuit's decision, and EPA's subsequent decisiguspend the Phase Il Rule and revert to BPJalentGiven the uncertainty over the ultimate ouateoof the appellate proce
and what the changes in the final rule as ultinyatdued by EPA will be, TVA cannot assess the meconsequences at this time.

As a part of the 2006 triennial review of State @dDuality Standards in Tennessee, the Tennesgesrteent of Environment and Conservation (“TDE@Wered its
threshold for issuing a Precautionary Fish Constonpadvisory (“Precautionary Advisory”) due to mearg to 0.3 ppm because of new research and the £RéW water qualit
criterion for methylmercury. The previous threstsoldere 0.5 ppm for a Precautionary Advisory andops® for a “Do Not Consume Advisory.” In TennesagRrecautionary
Advisory recommends that sensitive populations sscbhildren and women of child-bearing age shaotdconsume the fish species named, and thattedr gersons should
limit consumption of the named species to one meamonth. A “Do Not Consume Advisory” recommeniaattcertain 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 TernBsger 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 fisidaediments in TVA reservoirs for the last 35 yearsl TVA’s data was
provided to TDEC as a part of its review procedsAE data show significant reductions in mercurycentrations in fish from the reservoirs with knowwdustrial discharges
that have now ceased operation. Other than theses &istorically impacted by industrial dischargesrcury concentrations in fish have tended totflate through time with no
discernible trend in fish from most reservoirs. pigsincreased burning of coal for electricity gext®n, current and historic data records indi¢a& mercury concentrations in
reservoir sediments have remained stable or detline

As is the case across the utility industry andtireoindustrial sectors, TVA is also facing monénsfent requirements related to protection of wetks reductions in
storm water impacts from construction activitiesiter quality degradation, new water quality cragend laboratory analytical methods. TVA is disdtowing litigation related
to the use of herbicides, water transfers, anasele from dams. TVA is not facing any substanegiirements related to non-compliance with exis@WA regulations.

Hazardous Substances

Liability for releases and cleanup of hazardoustarzes is regulated under the federal Compreteisivironmental Response, Compensation, and LiaBitit,
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 lighkéli 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, iessee, and the Ward Transformer site in RaleighthNCarolina. As discussed below, TVA is not abl@stimate 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 performifgan-up activities. DOE claims that TVA sent ipguent to be recycled at this facility, and thesesdme supporting evidence
for the claim. However, TVA believes it sent omlyelatively small amount of equipment and thatenohit was radioactive. DOE has asked TVA to ‘pex@te” 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®@RA likely has incurred several million dollarsrgsponse costs, and the
working group has reimbursed EPA approximately $3@8 of those costs. EPA has also proposed augbeglan for off-site contamination. The presenttiweost estimate for
performing the proposed plan is about $5 millién.addition, there may be natural resource dambajaitity 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 leiabilities 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. lruaetipn with this determination, EPA committed &vdloping non-hazardous management standardsdee thastes. These
standards are likely to include increased ground@bnitoring, more stringent siting requiremeatsd closure of existing waste-management faciliismeeting minimum
standards. On August 29, 2007, EPA issued a Nofi@mata Availability in which it requested pubblomment on whether the additional information nmemeid in the notice
should affect the EPA’s decisions as it continwefoliow up on its commitment to develop managenstandards for coal-combustion wastes. TVA isentty reviewing this
information to evaluate its potential impact on T'@perations.

Employee Relations

On September 30, 2007, TVA had 12,013 employeeshoin 5,167 were trades and labor employees. Uh@efVA Act, TVA is required to pay trades anddab
workers hired by TVA or its contractors the prewajlrate 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 employagesd, that policy is reflected in long-term agreersdatrecognize the unions
(or their successors) that represent TVA employéesleral law prohibits TVA employees from engagimgtrikes against TVA.

ITEM 1A. RISK FACTORS

The risk factors described below, as well as tiheninformation 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 staénts. Although the risk factors
described below are the ones that TVA managemersiders significant, additional risk factors theg¢ aot presently known to TVA management or thaATidanagement
presently considers insignificant may also impafATs business operations. Although TVA has the aitthtw set its own rates and thus mitigate somiesrisy increasing rate
it is possible that partially or completely elimiimy 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 yn@egatively 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 ordessild impact TVA, some of the possible effects azealibed 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 custn® may be a source of power supply outside of BVA’
defined service area. This provision is oftenezhthe“fence” since it limits TVA's sales activities to a specified service a

— The Federal Power Act prevents FERC from orderin@\ To provide access to others to its transmissioes for the purpose of delivering power to custos
within TVA's defined service area, except to thasstomers residing in Bristol, Virginia. This pisen is often called the “anti-cherrypicking preMn” since i
prevents competitors fro“ cherrypickin¢” TVA’s customers

If Congress were to eliminate or reduce the covefghe anti-cherrypicking provision, TVA could neceasily lose customers, and the loss of thederess 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 eledtyjcand these rates are not subject to reviewe [dks of this
authority could have material adverse effects o Twluding, but not limited to, the following:

— TVA might be unable to set rates at a level suéficito generate adequate revenues to servicendadial obligations, properly operate and maint&rpowe
assets, and provide for reinvestment in its powegmam; anc

- TVA might become subject to additional regulatonersight that could impede T\'s ability to manage its busine:
« TVA could become subject to increased environmeméegulation.

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 woedlilate CQO,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 fgT®osing certain facilities. See Item 1, Busise—Environmental Matters

» The NRC could impose significant restrictions orqeirements on TVA.
The NRC has broad authority to impose requiremeaiéding to the licensing, operation, and decomimigsg of nuclear generation facilities. If the BRnodifies
existing requirements or imposes new requiremdnts, could be required to make substantial capiglesnditures at its nuclear plants or make substhcintributions

to its nuclear decommissioning trust. In additiéM,VA fails to comply with requirements promulgat by the NRC, the NRC has the authority to imgees, shut
down units, or modify, suspend, or revoke TVA's igiing licenses. See Item 1, Business\Nuclear.
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« TVA could lose responsibility for managing the Teessee River system.

TVA’s management of the Tennessee River systempoitant to effective operation of the power systéiwA's ability to integrate management of the Measee
River system with power system operations increpsgger system reliability and reduces costs. Reigtns on how TVA manages the Tennessee Riveesysbuld
negatively affect TVA's operations.

« 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 bussire 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)TVA'’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.

« TVA's debt ceiling could become more restrictive.

The TVA Act provides that TVA can issue bonds, sptnd other evidences of indebtedness (“Bondsdhiamount 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 custoroeud have a material adverse effect on TVA’s d&shlis, results of
operations, and financial condition. See Item dsiBess —Customers— Termination NoticeandOther Customers.

Operational Risks

TVA's generation and transmission assets may noerge as planned.

Many of TVA’s generation and transmission assetet@een operating since the 1950s or earlier and baen in near constant service since they wemmieted. If these
assets fail to operate as planned, TVA, among dtfiegs:

Might have to invest a significant amount of res@srto repair or replace the ass
Might be unable to operate the assets for a sanifi period of time

Might have to purchase replacement power on the opsrket;

Might not be able to meet its contractual obligasido deliver power; an

Might have to remediate collateral damage causealfajlure 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 outconmild negatively affect TVA's cash flows, resufsoperations, and financial condition. See If&BnivMlanagement’s
Discussion and Analysis of Financial Condition &webults of Operations -Executive Summary — Challenges During 2007.
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TVA's fuel supply might be disrupted.
TVA purchases coal, uranium, fuel oil, and natgad from a number of suppliers. Disruption indlequisition 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 dperate its facilities and could require TVA taate power at higher prices on the spot market;iase more expensive
alternative fuels, or operate higher cost plamisteby adversely affecting TVA's cash flows, reswlf operations, and financial condition.

Compliance with existing environmental laws and rdgtions may affect TVA’s operations in unexpecteays.

TVA is subject to risks from existing federal, staand local environmental laws and regulationkiting, but not limited to, the following:

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

At some of TVA's older facilities, it may be uneconomical for TW¥éinstall the necessary equipment to comply wittufe environmental laws, which may cause ~
to shut down those facilitie

TVA may be responsible for osite liabilities associated with the environmem@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 thereaislelay in obtaining any required environmentalutatpry
approvals or if TVA fails to obtain, maintain, asraply 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 incread&sA may need to meet this increased demand bghasing power from other sources, building new gaien and
transmission facilities, or purchasing existing g@tion and transmission facilities. Purchasinggrofrom external sources, as well as acquiringwlding new generation
and transmission facilities, could negatively affE¢A’s cash flows, results of operations, and fiogl condition. See Item 7, Management’s Disaussind Analysis of
Financial Condition and Results of OperationsExecutive Summary — Challenges During 2007 — Tiwir@ash 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 needsaingh purchased power arrangements. The priceufchpsed power has been volatile in recent yeadsttee price that
TVA pays for purchased power may increase signifigan the future. In addition, if one of TVA'supchased power suppliers fails to perform undetéhms of its
contract with TVA, TVA might have to purchase rem@aent power on the spot market, perhaps at afis@mtly higher price than TVA was entitled to payder the
contract. In some circumstances, TVA may notlile & recover this difference from the supplibtoreover, if TVA is unable to acquire enough pusdtipower or
enough replacement power on the spot market ansl ttehave enough reserve generation capacityadaito offset the loss of power from the purchgsaser supplier,
TVA might not be able to supply enough power to titke demand resulting in power curtailments omevlackouts. See Item 7, Managemsiiscussion and Analysis
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 veerpand require TVA to purchase power at high riceorder to meet the demand from customers, wintesually
mild weather may result in decreased demand forep@nd lead to reduced electricity sales. In &mtiin periods of low rainfall or drought, TVA'eW-cost hydroelectric
generation may be reduced, requiring TVA to purehaswer or use more costly means of producing poWwerthermore, high temperatures in the summer limay TVA’ s
ability to use water from the Tennessee or CumhdrRiver system for cooling at its generating ffie8, thereby limiting TVA'’s ability to operatesigenerating

facilities. See Item 1, BusinessNeather and Seasonaldand Item 7, Management’s Discussion and Analysiidncial 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 con8tm of Watts Bar Nuclear Unit 2 and may needdostruct more generating facilities in the futufiéhe completion of
such facilities involves substantial risks of dalaynd overruns in the cost of labor and materieisaddition, completion may require regulatory agmal, as in the case of

Watts Bar Nuclear Unit 2. If TVA does not obtaietnecessary regulatory approval, is otherwise lertalcomplete the development or construction fafcédity, decides to
cancel construction of a facility, or incurs delayscost overruns in connection with constructirfgaility, TVA’s cash flows, financial conditionna results of operations

could be negatively affected. In addition, if ctvastion projects are not completed according &c#jations, TVA may suffer, among other thingsduced

plant efficiency and higher operating costs. Semll, Business -Nuclear.

TVA may face problems attracting and retaining dkeidl workers.

As TVA employees retire and TVA faces competition $killed workers, TVA may face problems attragtamd retaining skilled workers to, among othendbi operate
and maintain TVA's generation and transmissionlifées and complete large construction projectshsag Watts Bar Nuclear Unit 2.

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

TVA is involved in various legal and administratipeoceedings and is likely to become involved imeotlegal proceedings in the future in the ordinaoyrse of

business. Although TVA cannot predict the outcarhthe individual matters in which TVA is involvest will become involved, the resolution of thesetters could
require TVA to make expenditures in excess of distadd reserves and in amounts that could havetariabadverse effect on TVA's cash flows, resolt®perations, and
financial condition. Similarly, resolution couldquire TVA to change its business practices orgutaces, which could also have a material advefsetedn TVA's cash
flows, results of operations, and financial cortditi See Item 3,Legal Proceedings.

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

TVA's transmission facilities are directly interawected with the transmission facilities of neighbgrutilities and are thus part of an interstate/@otransmission
grid. Accordingly, problems at other utilities, ar TVA'’s own facilities, may cause interruptiomsTVA's transmission service. If TVA were to suffe transmission
service interruption, TVA’s cash flows, resultsagferations, 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 facilitiéspend on water from the river systems near witiely &re located for cooling water and for watecdavert into steam to
drive turbines. While TVA manages the TennesseeRind large portions of its tributary system iidey to provide much of this necessary water, tt#& Brmy Corps of
Engineers operates and manages other bodies af waia which some TVA facilities rely. Events hése non-TVA managed bodies of water or their astat
hydroelectric facilities may interfere with the flaof 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 Supphand Item 7,
Management'’s Discussion and Analysis of Financ@hdition and Results of Operations Executive Summary — Challenges During 2007

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

A nuclear incident at a TVA facility could have sificant consequences including loss of life, daetaigthe environment, damage to or loss of thdifiacand damage to
non-TVA property. Any nuclear incident, even daaeility that is not owned by or licensed to TVAgshthe potential to impact TVA adversely by obliggtTVA to pay up
to $90 million per year and a total of $604 milliper nuclear incident under the Price-Anderson Artaddition, a nuclear incident could negativafiect TVA by, among
other things, obligating TVA to pay retrospectivemiums, reducing the availability of insurancereasing the costs of operating nuclear unitsgadihg to increased
regulation or restriction on the construction, @pien, 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, tornadees, terrorist activities, pandemics, and othenilsir events. These
events, the frequency and severity of which areeudtiptable, could negatively affect TV&tash flows, results of operations, and finanmdaldition by, among other thing
limiting TVA'’s ability to generate and transmit pew reducing the demand for power, disrupting fiwredther supplies, leading to an economic downtarmreating
instability in the financial markets.

Demand for electricity supplied by TVA could be tezbd by changes in technolog
Research and development activities are ongoimgpoove existing and alternative technologies tdpice electricity, including gas turbines, fuelgemhicroturbines, and
solar cells. It is possible that advances in tleesather alternative technologies could reducectisgs of electricity production from alternatiezhnologies to a level that
will enable these technologies to compete effeftivath traditional power plants like TVA's. To ¢hextent these technologies become a more costigéfeption for
certain customers, TVA's sales to these customaukide reduced, thereby negatively affecting TVéésh flows, results of operations, and finanagaidition.

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, inclngl, but not limited to, commodity price risk, irstenent price risk, interest rate risk, and cregk.r

» Commodity Price Risk.Prices of commodities critical to TVA'operations, including coal, uranium, natural §asl, oil, emission allowances, and electricityy@dee!
extremely volatile in recent years. If TVA faile effectively manage its commodity price risk, T\6A’ates could increase and thereby cause custdméosk fol
alternative power supplier

¢ Investment Price Risl TVA is exposed to investment price risk in itsckaar 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, Tééld be required to make substantial unplannedribmitions tc
these funds, which would negatively affect T's cash flows, results of operations, and finarcmaldition.

« 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 lomsése mar-to-market valuation of certain derivative transactiorie which TVA has entere:

 Credit Risk. TVA is exposed to the risk that its counterpartigl not be able to perform their contractual oblipns. 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 Analyskradncial Condition and Results of OperationgRisk Management Activitiésr 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 maéadverse effects on TVA's cash flows, result®pérations, and financial condition as well asraestors in TVA
securities. Among other things, a downgrade cbalk the following effects:

» A downgrade would increase TVA's interest expengénbreasing the interest rates that TVA pays on Bends that it issues. An increase in T¢Anterest 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 physacal financial contracts that contain rating trigg
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» A downgrade below a contractual threshold could/i@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 Analysiradncial Condition and Results of Operatiend.iquidity and Capital Resources.
TVA may have to make significant unplanned contritions to fund its pension and other postretiremegnefit plans.

TVA's costs of providing pension benefits and othestretirement benefits depend upon a numberotdifs, 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 benddiigations;

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 postretirememiglits and require TVA to make significant unpledrtontributions
to the plans. Such contributions would negatiadfect TVA's cash flows, results of operations, dimdncial condition.

TVA may have to make significant unplanned contritiens to its nuclear decommissioning trust.
TVA maintains a nuclear decommissioning trust far purpose of providing funds to decommission TVA'slear facilities. The decommissioning trushigested in
securities generally designed to achieve a retutimé with overall equity market performance. TVW#ight have to make significant unplanned contiins to the trust if,
among other things:
¢ The value of the investments in the trust declsigsificantly;
* 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 TBAard;
» Changes in technology and experience related tondetssioning cause decommissioning cost estimatextease 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 bafows, results of operations, and financial cdiodi
TVA may be unable to meet its current cash requiremts if its access to the debt markets is limited.
TVA’s cash management policy is to use cash provideghésations together with proceeds from power mogborrowings and a $150 million note with the Ur&asury
to fund TVA'’s current cash requirements. In addifiTVA has access to $2.5 billion of credit fa@k with a national bank. In light of TVA’s casianagement policy, it
is critical that TVA continue to have access todedt markets in order to meet its cash requiresaefihe importance of having access to the debkeisis underscored by

the fact that TVA, unlike many utilities, reliesrast entirely on the debt markets to raise capitale it is not authorized to issue equity seasitiSee Item 7,
Management'’s Discussion and Analysis of Financmidition and Results of Operations Hequidity 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 $2#l5on of Bonds outstanding (not including noncatms of foreign currency valuation loss of $29#lion and net
discount on sale of bonds of $189 million). TVAstestatutorily imposed ceiling of $30 billion ontstanding Bonds.Approaching or reaching this debt ceiling could
adversely affect TVA's business by limiting TVA'bitity to borrow money and increasing the costerfvicing TVA's debt. In addition, approaching eaching this debt
ceiling could lead to increased legislative or fatury oversight of TVA's activities. See ItemManagement’s Discussion and Analysis of Financ@dtion and Results
of Operations —tegislative and Regulatory Matters — Proposed Lagan.

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

Sustained downturns or weakness in the economy/& I'service area or other parts of the United &atould reduce overall demand for power and tedsae 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 liketected.

No financial control system, no matter how welligasd and operated, can provide absolute assuthatthe objectives of the control system are iened, no evaluation of
financial controls can provide absolute assurahaedll control issues and instances of fraud eaddiected. The design of any system of finarmdatrols is based in part
upon certain assumptions about the likelihood aireeievents, and there can be no assurance thaeaign will succeed in achieving its stated goalder all potential
future conditions, regardless of how remote. $&m PA, Controls and Procedures for TVA’s assess$mkits internal controls as of September 30, 2007

TVA's financial control system cannot guarantee thall control issues and instances of errors wik liletected.

TVA's controls and procedures are designed to proeasonable, but not absolute, assurance that tkeetiMais will be met. It should be noted that theigie of any systel
of controls is based in part upon certain assumptabout the likelihood of future events, and thene be no assurance that any design will suceeadhieving its stated
goals under all potential future conditions, redesd of how remote. No evaluation of financialtcols can provide absolute assurance that all obigsues and instances
of errors can be detected.

Subsequent to the periods covered by this repbd management identified a material weakness ierirdl controls related to TVA's unbilled revenuigkation. These
errors resulted in the restatement of TVA's statgroénet income, balance sheet, cash flow stateraed proprietary capital statements for the figears ending
September 30, 2007 (as described in Note 2). Eaemethod of calculating unbilled revenue estinveds used for periods presented in this Form 10K6A 2

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. 7Accounting for th
Effects of Certain Types of RegulationAccordingly, TVA records as assets certain cosas Would not be recorded as assets under geneapted accounting
principles for non-regulated entities. As of Sepiter 30, 2007, TVA had $4.9 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 recogaiin earnings in the period in which regulatorgamting under SFAS
No. 71 ceased to apply to TVA.
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Risks Related to TVA Securities
Payment of principal and interest on TVA securitiesnot 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 bated

States. Principal and interest on TVA securitiesgayable solely from TVA's net power proceedst power proceeds are defined as the remaindeyAfsTgross power
revenues after deducting the costs of operatinintaiaing, and administering its power propertiag @ayments to states and counties in lieu of taxasbefore deducting
depreciation accruals or other charges represetitsngmortization of capital expenditures, plusrieeproceeds from the sale or other dispositioangfpower facility or
interest therein.

The trading market for TVA securities might be liteid.

All of TVA's Bonds are listed on the New York StoBlxchange except for TVA's discount notes, whickiehmaturities of less than one year, and the pdeerds issued
under TVA's electronote’ program, which is TVA's medium-term note program.addition, some of TVA'’s Bonds are listed on igrestock exchanges. Although many
of TVA’s Bonds are listed on stock exchanges, there caon besurances that any market will develop origoatto exist for any Bonds. Additionally, no asswes can k
made as to the ability of the holders of Bondseibtheir Bonds or the price at which holders Wi able to sell their Bonds. Future trading pricEBonds will depend on
many factors, including prevailing interest ratb® then-current ratings assigned to the Bondsateunt of Bonds outstanding, the time remaininty thre maturity of the
Bonds, the redemption features of the Bonds, thd&ehdor similar securities, and the level, direati and volatility of interest rates generally.

If a particular series of Bonds is offered througiderwriters, those underwriters may attempt toereknarket in the Bonds. The underwriters wouldoeoobligated to do
so, however, and could terminate any market-ma#tiyity at any time without notice.

In addition, legal limitations may affect the atyilof banks and others to invest in Bonds. Fomge, national banks may purchase TVA Bonds foir thn accounts in
an amount not to exceed 10 percent of unimpairpdatand surplus. Also, TVA Bonds are “obligatioof a corporation which is an instrumentality loé United States”
within the meaning of section 7701(a)(19)(C)(ii)tbé Internal Revenue Code for purposes of theeBemt 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 Statésnoérica. TVA may acquire real property by neg@thpurchase
by eminent domain.

Generating Properties

At September 30, 2007, TVA's generating assetsistatsof 59 coal-fired units, six nuclear units9knventional hydroelectric units, four pumpedage units, 83
combustion turbine units, nine diesel generatotsyoine digester gas site, one wind energy sitk 1&rsolar energy sites. See Item 1, Busired2ower Supplfor a chart that
indicates the location, capacity, andservice dates for each of these properties. Brdvemsy Unit 1 went online on May 22, 2007, and begammercial operation on Augus
2007. Also, on August 1, 2007, the TVA Board apethe 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 comlmusturbine units in 2007.

Twenty-four of TVA’s combustion turbines are sultjexlease-leaseback arrangements. For more iatismregarding these arrangements, see Note TBher
Financing Obligations
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Transmission Properties
TVA's transmission system interconnects with systehsurrounding utilities and consists primarifytiee following assets:

« Approximately 15,800 circuit miles of transmissigres (primarily 500 kilovolt and 161 kilovolt lirsy;
« 495 transmission substations, power switchyards saitching stations; ar
¢ 68 individual interchange and 985 customer conoagtioints.

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 ohaedualified technological equipment and othetwgafe related to TVAS transmission system. For more informa
regarding this transaction, see Note 130ther Financing Obligations.

Natural Resource Stewardship Properties
TVA'’s hydroelectric assets consist of 49 dams, @&ié manages the following natural resource stewgipdproperties:

¢ 11,000 miles of reservoir shorelir
¢ 293,000 acres of reservoir lar

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

Buildings

TVA has a variety of buildings throughout its seesarea in addition to the buildings located agéseration and transmission facilities, includaffice buildings,
customer service centers, power service centerghwases, visitor centers, and crew quarters. nidgt 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 quart@0068. TVA also owns or leases a significant nemiif buildings in Muscle Shoals, Alabama, andugently evaluating
strategies for long-term solutions to further reslits 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 describetbiy:

« 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 dispostreal property for certain specified purposesluding providing replacement lands for certainitées¥
whose lands were flooded or destroyed by dam agrves construction and to grant easements andsdgfway upon which are located transmissiol
distribution lines

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

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

In addition, the Basic Tennessee Valley AuthoribyM@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 retiremenswéh Bonds.
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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 $4lBmwith 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 liabilitiesggificantly exceed the estimates made, TVA's ressaf operations, liquidity, and
financial condition could be materially adverseffeated.

Economy Surplus Power CaseOn 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 ttmerser of 1998 by improperly including some increnaéobsts when calculating the price of economy Isigsrpower, and tt
class members sought over $100 million in damagés 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 afich it approved the
settlement in the amount of $18 million. In acaorde with the terms of the agreement, TVA paidsétdement amount to an escrow agent on Augus2@@/. On October 22,
2007, after the period for appealing the judgefsayal of the settlement had expired, TVA authatitee 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,B¥n Rackley, Terry Motley, Billy Borchert, JinoBter, and Ryan Hargis on behalf of themselvesadirathers similarly
situated against TVA and the Middle Tennessee Eéeletembership 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 Eleciviembership 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 Vallegttic Cooperative, Tri-County Electric Membersiiprporation, Tri-State Electric Membership Corgimna, Upper
Cumberland Electric Membership Corporation, anduvitder Energy Cooperative. The lawsuit in partleingled TVA'’s practice of setting rates for elecp@mwver 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 contraeith distributor customers. The court dismissegl gtate law claims against
the other defendants because the plaintiffs hadaken the required steps to bring those claint®urt. The plaintiffs appealed to the United St&esrt of Appeals for the Six
Circuit (“Sixth Circuit”), which affirmed the disittt court’s decision on October 17, 2006, holdiagnong other things, that TVA's rates were not sciije 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 {#issions from fossiluel electric generating facilities should be omteabated because they contribute to causing tkanue
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, whégfea both public and private nuisance, was filgdinst the same defendants by Open Space InstitateOpen Space
Conservancy, Inc., and the Audubon Society of NeunHshire. The plaintiffs do not seek monetary dassaut instead seek a court order requiring eafdndant to cap its
CO,emissions and then reduce these emissions by @ecified percentage each year for at least a deta@eptember 2005, the district court dismisseith bawsuits 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 Circulture 7, 2006. On June 21, 2007, the Second Ciiaitted 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.
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Case Involving Alleged Moadifications 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 (“Colbdgria coal-fired electric generating facility loeatin Tuscumbia, Alabama. The plaintiffs alleget t(RdA made major
modifications to Colbert Unit 5 without obtainingggonstruction permits (in alleged violation of fevention of Significant Deterioration (“PSD”)agram and the
Nonattainment New Source Revie‘NNSR”) program) and without complying with emissistandards (in alleged violation of the New SolRegformance Standards
(“NSPS") program). The plaintiffs seek injunctive reliefyitipenalties of $25,000 per day for each violat@mor 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 witndess. 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 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 Madifications to Bull Run $3l 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 repairitgs Bull Run
Fossil Plant (“Bull Run”), a coal-fired electric gerating facility located in Anderson County, Tessee. In March 2005, the district court granted T8/#Aotion to dismiss the
lawsuit on statute of limitation grounds. The ptifa’ motion for reconsideration was denied, ahdyt appealed to the Sixth Circuit. Friend of thartbriefs supporting the
plaintiffs’ appeal have been filed by New York, @eaticut, lllinois, lowa, Maryland, New Hampshif¢ew Jersey, New Mexico, Rhode Island, Kentucky, $4abusetts, and
Pennsylvania. Several Ohio utilities filed a friefcthe court brief supporting TVA. Briefing of tlempeal to the Sixth Circuit was completed in M8p&. Oral argument was
held on September 18, 2006, and a panel of thagegiissued a decision reversing the dismissal arctv2, 2007. TVA requested that the full SixthoQit rehear the appeal,
but the Sixth Circuit denied this request. A salied) order has now been entered by the distriattoon remand, setting the case for trial on Audust2008. TVA is already
installing or has installed the control equipmédnattithe plaintiffs seek to require TVA to installthis case, and it is unlikely that an adverseésitat will result in substantial
additional costs to TVA. An adverse decision, heerecould lead to additional litigation and coallise TVA to install additional emission contro$®ms such as scrubbers
and selective catalytic reduction systems on wmiitsre they are not currently installed, under aarsion, 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 tabatna 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 Colliebetween July 1, 1997, and June 30, 2002. Thatjffa seek a court
order that could require TVA to incur substantiddiional costs for environmental controls and pewl penalties of up to approximately $250 millioAfter the court dismissed
the complaint (finding that the challenged emissiare within Alabama' two percent de minimis rule, which provided adarbor if nonexempt opacity monitor readings
20 percent did not occur more than two percenheftime each quarter), the plaintiffs appealeddibgict court’s decision to the Eleventh Circ@n November 22, 2005, the
Eleventh Circuit affirmed the district court’s dissal of the claims for civil penalties but hel@tlthe Alabama de minimis rule was not applicaleleanse Alabama had not yet
obtained Environmental Protection Agency (“EPA"papval of that rule. The case was remanded to i$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 approf#llabama’s de
minimis rule. Oral argument on the motion for sumyjadgment was held on August 16, 2007. On Au@ds$t2007, the district court granted the plaistifhiotion for summar
judgment, finding that TVA had violated the CAAG@olbert. The district court held that, while TVAd achieved 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 opportunityg¢spond. TVA is
reviewing its options for regulatory and compliarggproaches to address this decision. If EPA agerédlabama’s de minimis rule, then the lawsuit iicome moot.

In addition to Colbert, TVA has another coal-firgower plant in Alabama, Widows Creek Fossil Pl&Wiflows Creek”), which has a winter net dependa#eerating
capacity of 1,628 megawatts. Since the operatiaNlidows 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 oroWddCreek from the district court decision.
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Case Brought by North Carolina Alleging Public Naise. 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 emissiongéin 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 cagot 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@itfeuit (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 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 courtrtion for partial summary judgment addressindgaterof TVA's
defenses. On July 31, 2007, and August 20, 2004, filed two separate motions for summary judgmeetieking dismissal of the lawsuit. The trial beftire 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 Januz098.

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 $@nd NO, emitted by coal-fired power plants in 13 statesluding states where TVA's coal-fired power plaate located. In March
2006, the EPA denied the North Carolina petitiomjrily 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 @ai 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 tfeas action lawsuit brought in the United St&esrict 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 ammmical trade association, and 31 large companiasvied in the mining and/or burning of coal, indilng TVA and other
utilities. The plaintiffs allege that the defendgilgreenhouse gas emissions contributed to globaining and were a proximate and direct cause ofitame Katrina's increased
destructive force. The plaintiffs are seeking manetlamages among other relief. TVA has movedsmiis the complaint on grounds that TVA'’s operatibiis coal-fired
plants is not subject to tort liability due to ttiscretionary function doctrine. On August 30, 202 district court heard oral arguments on whethe issue of greenhouse gas
emissions is a political matter which should notleeided by the court. The district court themdgsed the case on the grounds that the plaitiffed 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 eadeinto 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 TdArovide 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 powte Warren. TVA did not agree and East Kentuckyedsthe FERC to
order TVA to provide the interconnections. In Jayu2006, FERC issued a final order directing TVArterconnect its transmission facilities with EEentucky’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 Circsi¢éeking review of this
order on the grounds that this order violated thté@herrypicking provision. On January 10, 200¥ATand Warren executed an agreement under whichréidaescinded 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 &letbtion with
FERC to vacate all orders issued in the proceedifftether 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 ceiweiu
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Case Involving Areva Fuel FabricationrOn November 9, 2005, TVA received two invoicesling $76 million from Framatome ANP Inc., whishbsequently chang
its name to AREVA NP Inc. (“AREVA”). AREVA assertdtlat 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 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, 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 cleanu§2i@ million. In addition, EPA likely has incurreéveral million dollars in response costs, andatbeking group has
reimbursed EPA approximately $725,000 of thosescoBPA has also proposed a cleanup plan for t#fesintamination. The present worth cost estirffatperforming the
proposed plan is about $5 million. In additiorerdnmay be natural resource damages liabilityedld this site, but TVA is not aware of any estisdleamount 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 encountémetie ordinary course of business of a utilithey may include allegations of discrimination dahation (including
retaliation for raising nuclear safety or enviroma concerns), wrongful termination, and failuveplly 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 matteoperates its plants.

Notice of Violation at Widows Creek Unit.70n July 16, 2007, TVA received a Notice of Via (“NOV”) from EPA as a result of TVA's failure properly
maintain ductwork at Widows Creek Unit 7. From 2@02005, the unit’s ducts allowed S@ escape into the air. TVA repaired the ductworR005, 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, dhbd@ased on the current discussions with EPA, B\stimate of potential monetary sanctions is oemis 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 pritgdad the
construction of new plants but can apply to exgfitents if a maintenance project (1) is “non-meatiand (2) increases emissions. The Supreme @eldtthat under EPA’s
PSD regulations, increases in annual emissionsat@&uused for the test, not hourly emissions disies, including TVA, have argued should be themslard. Annual emissions
can increase when a project improves the relighilitplant operations and, depending on the timedeover 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, holding 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 Uni®ites District Court for tt
Middle District of North Carolina asking that cotiotvacate its entire prior ruling, including therpion relating to the test for “routine” projects.

Page 4¢




Table of Contents

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 Supreroet’€oejection of the hourly standard for emissig@esting could
undermine one of TVA's defenses in these casdwmwadth TVA has other available defenses. Environaiggrbups and North Carolina have given TVA notitéhe past that
they may sue TVA for alleged NSR violations at anter of TVA units. The Supreme Court’s decisionldancourage such suits, which are likely to inealnits where
emission control systems such as scrubbers anctigseleatalytic reduction systems are not installedier 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 ye2@063 through 2007 should be read in conjunctiah tie audited financial statements and notes tihécellectively,

the “Financial Statements”) presented in Item 8aRcial Statements and Supplementary Data. In,ZDO& changed its method for recording interdivizib 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 faarhange in operating or economic conditions),lamelstone used for the production of electricifertain reclassifications
have been made to the 2003, 2004, 2005, and 2086dial statement presentation to conform to tl Zesentation.

As previously disclosed in this Form 10-K/A No.tBe information with respect to fiscal years 200d 2006 has been restated primarily to correctrgirothe method

TVA used to estimate unbilled revenue to distributastomers. See Explanatory Note and Note 2 fditiadal information.

Statements of Income Data
For the years ended September 30

(in millions)
2007 2006 2005 2004 2003
As restatec As restatec

Operating revenues ® $ 9,32¢ $ 8,98: $ 7790 $ 7,528 $ 6,95¢
Revenue capitalized during

precommercial plant operatiot (57) - - - -
Operating expensés ® (7,726) 2 (7,560) 2 (6,455) 2 (5,839 ° (5,379
Operating incom: 1,54: 1,42: 1,337 1,692 1,57¢
Other income, net* "8 71 78 57 64 46
Unrealized gain (loss) on

derivative contracts, n 41 (15) 3 () ()
Net interest expen<* *° (1,239 (1,269 (1,319 (1,369 (1,387
Cumulative effect of accounting changes — (10¢) 5 — — 217°
Net income $ 42:  $ 113 $ 85 $ 38 $ 444

Notes

@

@)

©)

(4

©)

(6)

=

Prior to 2007, TVA reported certain revenue noedily associated with revenue derived from eleatperations as Other revenue. This income of $illibm $12
million, $8 million, and $7 million for 2006, 2002004, and 2003, respectively, has been reclagdifien Other revenue to Other income. Additionadigrtain items
not directly associated with the sale of electyigiere previously reported as Sales of electricifyis revenue of $22 million, $23 million, $22 iiwh, and $22 million
for 2006, 2005, 2004, and 2003, respectively, lenbreclassified from Sales of electricity to Ottesrenue. See Note— Reclassifications

During 2007, 2006 and 2005, TVA recognized a tof&21 million, $14 million, and $24 million, resptévely, in impairment losses related to its Prapeplant, and
equipment. The 2007 Loss on asset impairmentdecia $17 million write-down of a scrubber projeciVA's Colbert Fossil Plant (“Colbert”) and writtowns of
$4 million related to other Construction in progressets. The 2006 Loss on asset impairment isgthwite-downs of $12 million on certain Constroatin progress
assets related to new pollution-control and oteehmologies that had not been proven effectivesaredevaluation of other projects due to fundingtttions and a $2
million write-down on one of two buildings in TVAKnoxville Office Complex based on TVA's plans tllsor lease the East Tower of the Knoxville Office
Complex. The 2005 Loss on asset impairment incled®16 million write-down on certain Constructiarprogress assets related to new pollution-coratnol other
technologies that had not been proven effectiveaaredevaluation of other projects due to fundingthtions and an $8 million write-down on one wbtbuildings in
TVA's Knoxville Office Complex based on TV's plans to sell or lease the East Tower of the KitlexOffice Complex.

During 2004, TVA was notified by a supplier thatibuld not proceed with manufacturing of fuel cétide installed in the partially completed Reggsemnergy
storage plant in Columbus, Mississippi. AccordyndVA recognized a net $20 million loss on the aaltation of the Regenesys proje

Prior to 2006, TVA reported short-term investmerierest income with interest expense. Interestrnireeof $19 million, $6 million, and $3 million f@005, 2004, and
2003, respectively, has been reclassified fronrésteexpense, net to Other income,

During 2006, TVA adopted FIN No. 47 Accounting for Conditional Asset Retirement Obligras — an interpretation of FASB Statement No. 14ghich resulted in
cumulative effect charge to income of $109 millamd an increase in accumulated depreciation oih§ilion. See Note £

The cumulative effects of $217 million are duewo taccounting changes. Effective October 1, 2862 TVA Board approved a change in the methodofogy
estimating unbilled revenue from electricity sal@$ie impact of this change resulted in an incré@secounts receivable of $412 million with a cuative effect gain
for the change in accounting for unbilled reventreaddition, TVA adopted SFAS No. 142\ccounting for Asset Retirement Obligationsyhich resulted in a
cumulative effect charge to income of $195 millamd an increase in accumulated depreciation of $20i®n.
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(7) TVA has certain service organizations which prowisgntenance and testing services to customersibsitte and outside of TVA. For 2005, the excedssost
recovery over actual cost and services providetMa organizations of $12 million has been reclassiffrom Other income to Operating expense. Sete Me—
Reclassification.

(8) Certain items previously reported as revenue u@dkeer revenue were reclassified as Other incoffese items were not directly associated with reeederived
from electric operations but are associated wiéhdperation of service organizations which proedeironmental and maintenance and testing servieesviously
reported revenue from these items of approximaiglynillion, $13 million, and $7 million for 2005024, and 2003, respectively, are now included ine®t
income. Additionally, certain ©eR REVENUE related to income derived from electric operatias recorded net of related expenses. Expensgibahillion, $13
million and $15 million for 2005, 2004, and 2008spectively, have been reclassified frOTHER REVENUE tO operating expenses. See No— Reclassification.

(9) Subsequent to 2005, certain financing chargeseetlat leaseback obligations were recorded RERG®NING AND MAINTENANCE expense. Beginning with 2006, these

financing charges are classified as interest ex@peRseviously reported financing charges of apipnakely $51 million, $53 million, and $34 milliomf 2005, 2004,
and 2003, respectively, are now included in Inteoesdebt and leaseback obligations. See N— Reclassification:.

Balance Sheets Data

At September 30
(in millions)
2007 2006 2005 2004 2003*
As restatec As restatec

Assets

Current assefs $ 243t $ 2,51 $ 2,17¢  $ 2,29 $ 2,23¢

Property, plant, and equipment, 24,83: 24,42: 23,88¢ 23,69¢ 23,12t

Investment fund 1,16¢ 972 85¢ 744 63¢

Regulatory and other long-term assets 5,29t 6,402 7,551 7,451 7,021
Total assets $ 33,73 $ 34,30¢  $ 34,47 $ 34,18¢ $ 33,02¢
Liabilities and proprietary capital

Current liabilities? $ 3,42¢ 3% 522¢ $ 6,72¢ $ 542C $ 5,818

Regulatory and other liabilitie 6,40(C 7,052 7,60¢ 7,16¢ 5,114

Long-term debt, net 21,09¢ 19,54« 17,75: 19,33 20,20:
Total liabilities 30,92¢ 31,82t 32,08: 31,92¢ 31,13«

Retained earninc 1,762 1,34¢ 1,244 1,162 782

Other proprietary capital 1,041 1,13¢ 1,14¢ 1,102 1,111
Total proprietary capital 2,80 2,48:% 2,392 2,264 1,894
Total liabilities and proprietary capital $ 33,73 $ 34,30¢  $ 34,47 $ 34,18¢ $ 33,02¢

Notes
(1) Prior to 2004, TVA presented two balance sheetse-for its power program and one for all prograribe 2003 Balance Sheet presented above is fpradrams which
is consistent with the presentation for 2004, 2@U&6, and 2007

(2) In 2006, TVA began to apply certain customer adeamreviously reported as Current liabilities asauction to Accounts receivable. The advance£\$88 million in
2005, $91 million in 2004, and $83 million in 2088d reduced both Current assets and Current tiabilby the same amoui

(3) TVA reclassified $5 million related to discounteteegy units from a lor-term liability to a sho-term 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 $ 19,337 $ 20,20:
Other long-term obligations
Capital leases 104 12¢ 15C 13¢ 151
Leaseback commitmen 1,072 1,10¢ 1,14z 1,17¢ 1,23¢
Energy prepayment obligations 1,13¢ 1,244 1,35(C 1,45k 47
Total other long-term obligations 2,314 2,48( 2,648 2,771 1,43¢€

Total lon¢-term obligations 23,41 22,024 20,39« 22,10¢ 21,630
Discount note: 1,422 2,37¢ 2,46¢ 1,92¢ 2,08(
Current maturities of long-term debt, net 90 98t 2,69: 2,00(C 2,33¢

Total short-term obligations 1,512 3,361 5,162 3,924 4,41¢
Total financial obligations $ 24,92 % 25,38 $ 25,55¢ $ 26,03 $ 26,05¢

Note



* Included in Accrued liabilities and Otherbidities 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)

In this Form 10-K/A No. 2, TVA is restating the fincial statements for the years ended Septemb&08@, and 2006, primarily to restate revenue agsatwith an
accounting error determined as a result of TVAigew of its unbilled revenue estimation processe Thformation below reflects these restateme@tgerall, this Form 10-K/A
No. 2 has not modified or updated other disclospresented in the Original Form-K, except as required to reflect the items amendelde Form 10-K/A No. 2 as described
more fully in Note 2. This Form 10-K/A No. 2 istneuperseding or restating financial statementsatoed in TVA's quarterly reports on Form 10-Q fbe quarters ended
March 31, 2008, or December 31, 2007, or any ctireport on Form 8-K filed subsequent to Septen®®e2007. However, the financial statements fergharters ended
March 31, 2008, and December 31, 2007, which anéagwed in the quarterly reports on Form 10-Q Far quarters then ended, have also been restatedended quarterly
reports on Form 10-Q/A , which TVA plans to file smn as practicable after the filing of this FdirK/A No. 2 (see Note 17). Accordingly, the infaation in the Form 10-Q
for the quarters ended March 31, 2008, and Dece8the2007, should be considered in light of theiinfation in this Form 10-K/A No. 2.

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 distribzuetomers 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 $9.2 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 sddgothers 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 thatvpo be
sold at rates as low as are feasible.

Funding. TVA's operations were originally funded primarilith 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$289 million and net discount on sale of bond$I89 million).
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For additional information regarding TVA's sourag@sunding, see Item 7,Management’s Discussion and Analysis of Financmhdition and Results of Operations —
Liquidity and Capital Resource— Sources of Liquidity.

Stewardship ActivitiesIVA’s mission includes managing the United Stafét 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 TVfégrated 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 acressefrveir lands for natural resource protection,eation, and other purposes.

Executive Summary
Challenges During 2007

TVA faced several challenges during 2007 that ingdts 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. Rainfalthe eastern Tennessee Valley was 66 percent
of normal for the year, and runoff was 54 percdmiaymal. 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. im@uthe hour of TVA's peak supply, purchased powanstituted 21 percent of TVA’s load.

The hot weather and low rainfall were also sigaificfactors in causing TVA to reduce power outigeveral generating plants during the period af-thine through
mid-September. During this period, temperaturetherTennessee 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 ousddgnit 3 of Paradise Fossil Plant to correct aaéswith a turbine rotor took longer than expecté&te unit was scheduled to
be back on line on April 29, 2007, but did not ratto service until June 7, 2007, due to more esttenrepairs identified during the outage. Duitihig outage, the site’s
generation was reduced by 1,026 megawatts. Becdike additional repairs and extended outage, ThvAIrred approximately $7 million in unplanned aggrosts and an
additional $25 million in net replacement powerghase costs.
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Project Overruns. TVA completed Browns Ferry Unit 1 during 2007 withotal project cost overrun of $90 million or figercent of the original projected cost. The
cost overruns were due in part to the scope of vassgociated with extended power uprate being gréeda planned.

Issues at Two U.S. Army Corps of Engineers DaBscause of issues at the U.S. Army Corps of Engin&®olf Creek Dam and Center Hill Dam, the hydeastic
production and summer stream flow on the CumberRinegr were reduced. Because of these issueselbiu&ry 25, 2007, the Southeastern Power Admitistrg§'SEPA™)
asserted “force majeure” on its contract with TVBEPA then instituted an emergency operating fiah 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 ghassly generation from the eight Cumberland River
hydroelectric facilities

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

« Eliminates the payment of demand charges by cusw(meluding TVA) since there is significantly ieted dependable capacity on the Cumberland Ristesy
and

¢ Increases the rate charged per kilowatt-hour ofggneeceived by SEPA’s customers (including TVAgchuse SEPA is legally required to charge ratesctheer
its costs

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

In addition to reducing the amount of hydroelecpiaver that TVA is entitled to receive from SEPRe tissues at the U.S. Army Corps of Engineers’ dadaced 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-firgldnts 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 toeseyears. Accordingly, even if the drought tlnet €astern Tennessee
Valley experienced in 2007 does not continue, TVa&yrhave to curtail generation at its two coal-fipants 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 fgst adjustment (“FCA”) to be applied quarterfyaamechanism to adjust TVA's rates to
reflect changing fuel and purchased power costmbéaw in 2007. The FCA was initially set to zenod had its first impact on rates effective Jandar3007. The FCA rate
adjustment on January 1, 2007, was 0.01 centsijpevdit-hour, the rate adjustment on April 1, 20@/as 0.084 cents per kilowatt-hour, and the rapasachent on July 1, 2007,
was 0.087 cents per kilowatt-hour. These 2007adpastments produced an estimated $82 milliore¥enue. As of September 30, 2007, TVA had receghizregulatory asset
of $150 million representing deferred power costbé 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 milllomf September 30, 2006, to September 30, 2007.FTierate adjustment on October 1, 2007, was Oc&B2s per kilowatt-
hour. Based upon the FCA calculation methodologysia as of October 1, 2007, the FCA was expectpdbiuce an estimated $159 million in revenue dutire first quarter ¢
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 defeamxbunt on TVA's balance sheet. Each quarterlysidjent includes a core FCA adjustment plus onfeolfighe deferred
balance. The higher or lower costs added to artalway from the deferred balance sheet accourh@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 collectio

process. Under the methodology, some of the FQ#qwoof higher fuel and purchased power expenabzed during the quarter is placed in the defemecbunt to be collecte
in rates in later periods. The timing of the collen of revenues related to the FCA does not édawith the cash expended for fuel and purchaseeep consumed.
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Future Challenges
TVA faces several challenges that may impact ishdbws, results of operations, and financial ¢bod. The most significant of these challenges@iscussed below.

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

* New Generation TVA intends to add new generation assets. Tention was reflected in TVA’s decision to complétie construction of Watts Bar Nuclear
Unit 2. The completion of Watts Bar Nuclear UnisZxpected to occur in 2013 and cost approxim&2I5 billion. TVA plans to consider other oppaorities to
add new generation from time to time. Market ctinds, like the volatility of the price of consttian materials and the potential shortage of sttitteaft labor,
may add uncertainties to the cost and schedulewfaonstruction

«  Purchased Powel Purchasing power from others will likely remaipat of how TVA meets the power needs of its eeradrea. The Strategic Plan establishes a
goal of balancing production capabilities with peweapply requirements within five percent. Achiayithis goal will require TVA to reduce its reliaon
purchased power, which constituted 12.4 percetit@power that TVA sold in 200

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

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

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

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

Performance of Generation Asseddthough TVA's generation and transmission asset$ggmed extremely well overall in meeting the pelakands during the
summer of 2007, TVA was adversely affected by Hikife of some assets to operate as planned diimieg of high summer demand. As a result, TVA teepurchase more
power than expected when purchased power prices lnigh. (See ltem 1, BusinessPewer Supply.JVA is likely to face similar problems in the futisince many of TVA's
generation assets have been operating since tis 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 itemsagifyn 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, howy@%A has entered into energy prepayment transastthat resulted in
$1.6 billion in prepayment obligations and certaiase/leaseback transactions that resulted intjiliéh in obligations. The amount of prepaymenddease/leaseback
obligations outstanding at September 30, 2007,%2a2 billion. Payments on these Bonds and obbgatido not change with the amount of power sold,isoompetition
increases, TVAs obligations to make these payments could limiahility to adjust to market pressures. Whiledent management of Bonds and other financial otiiga will
remain an important strategic consideration inftitere, 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 approteel budget, it recognized that TVA would needta macrease to balance the budget. The amouhieafate increase
needed to balance the budget is expected to béhi@sd 0 percent. TVA and its customers are warkindetermine the amount of the rate increase teflective during the
second half of 2008.
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Environmental Regulation.TVA expects to see increased environmental réigulan the future, including but not limited tde regulation of mercury and the emission
of greenhouse gases such as COVA has considered, and intends to continue idensig, fuel mix in making decisions about addiabgeneration. 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 construeséhunits has been made) are examples of's decisions to pursue or consider generation ssutitat do not emit greenhouse
gases. The nature or level of future regulatiogreEnhouse gases is unclear at this time. Aauogiydithe 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 félghs. Generating power with renewable
sources instead of coal-fired plants could helpcedhe carbon intensity of TVA's generation. Gatiag power with renewable resources, however, ntybe economical
using current technology. If TVA is required tainase its use of renewable resources and theftdsing so is greater than the costs of othercemuof generation, TVA's
costs may increase, and, as a result, TVA may toedoto raise rates.

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 —t egislative and Regulatory MattersWhile the FERC action involving East Kentuckyanappears to be moot and the proposed legislaismbt made it to the
Senate floor, the events illustrate how the prasedio 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 authtiri
change this legislation, TVA is subject to moreidéagive risks than most utilities. Given the matof the legislative process, it is possible tiew 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 diseos®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 contingencie,dégpends on various sources of liquidity. TVAHnpary sources of liquidity are cash on hand arshdeom
operations, proceeds from the issuance of shar-ed 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 omtas typically invested in short-term investmeniuring 2007, TVA's average daily balance of casld cash
equivalents on hand was $389 million. The daillabee of cash and cash equivalents maintainedsiscban near-term expectations for cash expendiaurgésunding needs.

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 liquidityissubsed below.
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Summary Cash FlowsA major source of TVA's liquidity is operating caflbws resulting from the generatioand 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 As Restatel As Restatel
Operating activitie: $ 1,78¢  $ 1,98 $ 1,46-
Investing activities (1,68¢€) (1,69¢) (1,18¢)
Financing activities (473) (289) (255)
Net (decrease) increase in cash and cash equis. $ 37) $ 2 $ 19

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 @twae and 50 years, and discount notes have megwf less than one
year. Power bonds and discount notes rank onypanmi 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 costpafating, maintaining, and administering its popperties and payments to states and countiésuirof taxes, but before
deducting depreciation accruals or other chargeresenting the amortization of capital expenditupéss the net proceeds from the sale or otherodispn of any power facility
or interest therein. See Note 11General.

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 diwgr system

« Payments to states and counties in lieu of te

« Debt service on outstanding Bon

« Payments to the U.S. Treasury as a repayment chaeatlirn on the Power Facilities Appropriationdatment; an

« Such additional margin as the TVA Board may consiisirable for investment in power system assetgement of outstanding Bonds in advance of nitgt|
additional reduction of the Power Facilities Appriagion Investment, and other purposes connectéld WYA’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 asitfea

Under the bondholder protection test, TVA mustuiccessive 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 Irigent), or

« Investment in power asse
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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 saiddiquidity, to fund working capital requirementDuring 2007,
2006, and 2005, the average outstanding balandis@dunt notes was $2.3 billion, $2.0 billion, &#®i1 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 Kbhilof 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 SeptemB8r 2007, outstanding power bonds (including curreaturities of long-

term debt) consisted of the following:

Outstanding Power Bonds
As of September 30, 2007

CUSIP or Other Principal
Identifier Maturity Coupon Rate Amount * Stock Exchange Listings

electronote® 01/15/200¢- 10/15/202¢ 2.450% - 6.125% $ 1,117 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, Singap«
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
880591DC: 06/07/2021 5.805%s 40¢ New York, Luxembour¢
880591CJ¢ 11/01/202¢ 6.750% 1,35(C 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¢
880591DP« 06/07/203Z 6.587% 512 New York, Luxembour¢
880591DV1 07/15/203: 4.700% 472 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(C New York
880591CP¢ 01/15/203¢ 6.150% 1,00 New York
880591BL5 04/15/204z 8.250% 1,00 New York
880591DU3 06/07/204: 4.962 % 307 New York, Luxembour¢
880591CF 07/15/204¢ 6.235% 14C New York
880591D72 04/01/2056 5.375 % 1,00C New York
Subtotal 21,37¢

Unamortized discounts, premiums, and other 18¢€)
Total outstanding power bonds, net $ 21,18¢

Notes

Q) The above table includes net exchangeelfrom currency transactions of $299 million ept8mber 30, 2007.

2) The weighted average interest 6dfEVA'’s outstanding electronotéswas 4.76 percent at September 30, 2007.

3) The coupon rate represents TVAfsdtive interest rate.

Page 5¢




Table of Contents

As of September 30, 2007, all of TVA’s Bonds weaited by at least one rating agency except for 8sods of power bonds and TVA's discount notes. BVated
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, selptd any TVA securities and may be subject tdsiew 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, includingtifikns, rates,
maturities, outstanding principal amounts, and meggt#on features, see Note 11.

$150 Million Note with U.S. TreasuryTVA has access to financing arrangements with tf& Ureasury, whereby the U.S. Treasury is autedrip 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 9 and Nbt—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 fadiis,
one of which matures on May 14, 2008, and the atherhich matures on November 10, 2008. See Note-IBevolving 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-erdworedit 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&@ctions 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 WHIYYA receives a floating rate of interest and ptesthird party a fixed ra
of interest equal to the interest rate on the Bisade whose call provision TVA monetized. Thro@gptember 30, 2007, TVA has entered into four siwagtansactions that
generated proceeds of $261 million.

« In 2003, TVA monetized the call provisions on alsillion Bond issue and a $476 million Bond issuednyering into swaption agreements with a thirdypar
exchange for $175 million and $81 million, respeety.

« In 2005, TVA monetized the call provisions on tworigl issues ($42 million total par value) by entgrimto swaption agreements with a third party inheange fc
$5 million.

For more information regarding TVA'’s call monetimat transactions, see Note 10 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 flomm fnvesting activities.

During 2005, TVA sold $60 million of receivablespr such that TVA did not recognize a gain or lmsghe sale. Of this amount, $1 million represémézeivables
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.

Page 5¢




Table of Contents

TVA did not retain any claim on these loans anctieables sold, and they are no longer reported\WA’'J Balance Sheets. For more information regardivf’ s sales

of receivables and loans, see Note 1Sales of Receivables/Loans

2007 Compared to 2006

Net cash provided by operating activities decredised $1,985 million in 2006 to $1,788 million i®@7. This $197 million decrease primarily resulfen:

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

« Anincrease in cash outlays for routine and rengrdperating costs of $108 millio

* Anincrease in tax equivalent payments of $76 onilliand

* Anincrease in expenditures for nuclear refuelingages of $24 million due to three planned outag@907 compared to two planned outages in the gear.
These items were partially offset t

* Adecrease of $154 million in cash used by chamgesrking capital resulting primarily from a smallincrease in the accounts receivable balancé4i #illion
and a larger increase in accounts payable and edttiabilities of $9 million;

* Cash provided by deferred items of $61 million @02 compared to a $35 million net use of cash B620This change is primarily due to funds colldaterates
during 2007 that were used to fund future genenati®ee Note— Reserve for Future Generatit; and

¢ A decrease in cash paid for interest of $33 millim2007.

Cash used in investing activities decreased frof@@BLmillion in 2006 to $1,686 million in 2007. 512 million decrease resulted primarily from:
A source of cash from collateral deposits in 200%48 million as compared to a net use of cashodf illion in 2006. See Note 1 -Restricted Cash and
Investment; and
A decrease in expenditures for the enrichment abddation of nuclear fuel of $74 million relatexithe restart of Browns Ferry Unit 1 in 201

These items were partially offset by:

¢ Anincrease in expenditures of $111 million to dogthe Gleason and Marshall County combustionimeriacilities in 2007
¢ A $40 million contribution to the Asset Retiremdntist. See Note — Investment Funds
* Adamage award of $35 million that TVA received®06 in its breach of contract suit against the D®@Epresent in 2007; ar

* Anincrease in expenditures for capital project$@million.
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Net cash used in financing activities increasef289 million in 2006 to $473 million in 2007. iE$184 million increase resulted primarily from:
e Adecrease of $92 million in lo-term debt issues; ar
¢ Anincrease in net redemptions of sl-term debt of $862 millior
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®23 million from 2005 to 2006. This increaseutesd from:

An increase in cash provided by operating revemfie®l.4 billion primarily from higher average ratigem rate actions effective in October 2005 andilA2006
and, to a lesser extent, from increased deman@Q6;:

Less cash paid for interest of $46 million in 20864
» A decrease in expenditures for nuclear refuelingges of $50 million due to the number and timihgutages during 200!
These items were partially offset k
» An increase in cash paid for fuel and purchasedep@i$734 million due to higher volume and incezagarket prices
« An increase in payments in lieu of taxes of $1lliami}
* Anincrease in cash outlays for routine and rengroperating costs of $44 millio
» Anincrease in other deferred items of $33 millgsimarily due to $15 million related to customewadces for construction; ai
* Anincrease in contributions to the TVA Retirem8ystem of $22 million
Net cash used by changes in components of worldpdat decreased $146 million from 2005 to 2006narilly from:
» Alarger increase in accounts receivable of $196anidue to increased sales of the prior year lsigtier rates in 2006; ar

» Alarger increase in inventories of $108 millionedw higher priced coal and natural gas in endingritory in 2006 and a higher volume of coal onchatthe end
of 2006.
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These items were partially offset k

« A $96 million increase in accounts payable andwedtiiabilities in 2006 compared to a $16 millicecdease in 2005 primarily due to changes of $88amiln the
amount of collateral held by TVA under terms ofaap agreement and higher costs for fuel and puechpswer; ani

« A $23 million increase in accrued interest in 2@@6npared to a $22 million decrease in 2005 duirtimg of interest payments on Bonds issued relatvBonds
retired during 200€

Cash used in investing activities increased $510omifrom 2005 to 2006. The increase is primadlye to:
» Sales of sho-term investments of $335 million in 2005 with nawgmarable sales in 200

» An increase in expenditures for the enrichmentfabdcation of nuclear fuel of $136 million for tl&equoyah Unit 2 and Watts Bar Unit 1 reloads seleeiito b
completed in the first quarter of 2007, and expemds related to uranium conversion and enrichrf@rBrowns Ferry Unit 1;

» An increase in expenditures for capital project$®f million primarily due to increases in transsio® construction projects related to reliabilityddoad growt
on the TVA system, including a substation and a-Bd@ransmission line on the bulk transmission systan increase in expenditures for nuclear projett&li
million primarily for the Browns Ferry Unit 1 restaand a corresponding increase in allowance dad$ used during construction of $35 million; plyi offse
by decreases in clean air expenditures of $20anilielated to project completions and a decreabgdroelectric expenditures of $26 million; and
» A decrease in proceeds received from the salertdinaeceivables/loans of $45 million comparedht® same period of 200
These items were partially offset by:

» A damage award in 2006 of $35 million in TVA's bebaof contract suit against the DOE; and

» A smaller increase in collateral deposits in 200616 million as compared to 2005. See No— Restricted Cash and Investme.
Net cash used in financing activities was $34 wnillgreater in 2006 than 2005 primarily due to:

* A decrease in issuance of long-term debt of $51Bomj

* Net issuances of sh-term debt of $546 million in 2005 compared to regtemptions of shc-term debt of $93 million in 2006; ar

» Anincrease in payments to the U.S. Treasury ahiiiton due to changes in interest rat

These items were partially offset by:
» A decrease in redemptions of l-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, usirgtls and multi-year forecasts is important in assgshe
effectiveness of management’s decisions relatedpital expenditures, pricing, and accessing clapitakets.

The future planned construction expenditures fopprty, plant, and equipment additions, includifean air projects and new generation, are estintatbe as follows:
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Future Planned Construction Expenditures1
As of September 30

Actual Estimated Construction Expenditures
2007 2008 2009 2010 2011 2012
Watts Bar Unit 2 $ - $ 317 $ 67C $ 684 $ 547 $ 27€
Other Capacity Expansion Expenditu 52C 691 78¢ 1,02¢ 961 512
Clean Air Expenditure 24C 38€ &g 27€ 26C 433
Transmission Expenditurés 44 73 74 56 63 60
Other Capital Expenditurés 44& 50€ 55C 43C 50C Bilg
Total Capital Projects Requirements $ 125§ 197 $ 2,39¢  $ 2,47:  $ 2,331 $ 1,79¢

Notes

(1) TVA plans to fund these expenditures with poweerases and proceeds from power program financiiigyss table shows only expenditures that are cuyehanned. Additional expenditures may be recpifice TVA to meet the growing
demand for power in its service ar

(2)  Transmission Expenditures include reimbursablegmtsj
(3)  Other Capital Expenditures are primarily associatétl short lead time construction projects aimetha continued safe and reliable operation of gativey assets

(4)  The numbers above exclude allowance for funds dseidg construction of $165 million in 200

TVA conducts a continuing review of its construatiexpenditures and financing programs. The amah#/n in the table above are forward-looking ante based
on a number of assumptions and are subject towsracertainties. Actual amounts may differ matribased upon a number of factors, including gesnn 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 cbrsfact, clean air
equipment will reduce the operating efficiency amctease the operating costs of TVA's coal-firedsinin the near term, TVA may be negatively imeacby investments in
new generation (i.e., Watts Bar Unit 2) that areexpected to provide a cash return until put seovice.

TVA also has certain obligations and commitmentsike future payments under contracts. The follgwéble sets forth TVA's estimates of future paytsexs of
September 30, 2007. See Notes 9, 11, and 15ftotreer description of these obligations and commeitts.
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Commitments and Contingencies
Payments due in the year ending September 30

Total 2008 2009 2010 2011 2012 Thereaftel

Debt $ 22507 $ 151z $ 2,03C $ 62 $ 1,01 $ 1528 $ 16,357
Interest payments relating
debt 21,06 1,23 1,17 1,11¢ 1,08¢ 1,05¢ 15,38¢
Lease obligation

Capital 20¢ 59 58 57 29 3 3

Nor-cancelable operatir 421 63 47 37 28 27 21¢
Purchase obligatior

Power 4,76( 18€ 183 194 19t 19¢ 3,80¢

Fuel 3,14¢ 1,22 527 504 23z 222 443

Other 561 31C 157 24 16 15 39
Payments on other
financings 1,47: 89 85 89 95 97 1,01¢
Payment to U.S. Treasu?y

Return of Power Facilitie

Appropriation

Investmen 13C 20 20 20 20 20 30

Return on Power Faciliti

Appropriation
Investmen 25¢ 19 22 21 20 18 15¢
Retirement plans 81 81 — — — — —
Total $ 54,60¢ $ 4,79¢ 3% 430: $ 2,12¢  $ 2,73t $ 3,18 $ 37,46
Notes

(1)  Does not include noncash items of foreign curreralyation loss of $299 million and net discountsate of Bonds of $189 milliol

(2)  TVA has access to financing arrangements with tt& @reasury whereby the U.S. Treasury is authdriaeaccept from TVA a she-term note with the maturity of one year or lesafinamount not to exceed $150 million. TVA may deawy
portion of the authorized $150 million during theay. TVA's practice is to repay on a quarterly basis thetantling balance of the note and related intef@etause of this practice, there was no outstarititlgnce on the note as of Septen
30, 2007. Accordingly, the Commitments and Corgimgjes table does not include any outstanding payotgigations to the U.S. Treasury for this nat&eptember 30, 2007. See Note— 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 Oblig: $ 1,13t $ 106 $ 108 $ OIS 108 $ 108 $ 612

Page 6¢




Table of Contents

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
As Restatel As Restatel
Operating revenue $ 9,32¢ $ 8,98: $ 7,792
Revenue capitalized during -commercial plant operatiot (57) - -
Operating expenses (7,726) (7,560 (6,45%)
Operating incomi 1,54z 1,42: 1,331
Other income 73 80 61
Other expens 2 2 4)
Unrealized gain/(loss) on derivative contracts, 41 (15) 3
Interest expense, net (1,232) (1,269 (1,312)
Income before cumulative effects of accounting des 423 222 85
Cumulative effect of change in accounting for cdiodial asset retirement obligations — (109) —
Net income $ 42:  $ 112 $ 85
Sales (millions of kWh 175,52¢ 171,65: 171,49¢

2007 Compared to 2006
Net income for 2007 was $423 million compared wigét income of $113 million for 2006. The $310 ioifl increase in net income was mainly attributable

« A $109 million cumulative expense charge in 2006&doption of a new accounting standard relatecbtalitional asset retirement obligations that dit eccu
in 2007;

* A $343 million increase in operating revenu
« A change of $56 million in net unrealized gain/8pen derivative contracts; a

« Lower net interest expense of $32 millic

These items were partially offset by:
* A $166 million increase in operating expens
* Revenue of $57 million capitalized during -commercial plant operations; a

« A $7 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 Sale
For the years ended Septembel

Operating Revenue Sales of Electricity
(millions of dollars) (millions of kWh)
2007 2006 Percent Chang 2007 2006 Percent Chang
As Restatet As Restatel As Restatet As Restatel
Operating revenues and sales of electri
Municipalities and cooperativ $ 7847 $ 7,65¢ 2.5% 142,46: 138,62: 2.8%
Industries directly serve 1,221 1,06t 14.€% 30,99:¢ 30,98’ 0.C%
Federal agencies and ot 112 11€ (3.4%) 2,07t 2,04( 1.7%
Other revenue 14€ 14z 2.1% — — -
Total operating revenues and sales of electric $ 9,32¢ $ 8,98: 3.&% 175,52 171,65: 2.2%

Significant items contributing to the $343 milliorcrease in operating revenues included:

« A $188 million increase in revenue from municigabtand cooperatives primarily due to increaseelssal 2.8 percent and increased FCA revenue oh$llién,
partially offset by a decrease in average ratels®percent

« A $156 million increase in revenue from industrisectly served attributable to an increase in agerrates of 15.1 percent and a slight increaseles; anc

« A $3 million increase in other revenue primarilyedio increased revenue from salvage sales parti#figt by decreased transmission revenues fromeliviy
activity.

These items were partially offset by:

* A $4 million decrease in revenue from Federal agenand othel
o This decrease was the result of an $8 million desen revenues from federal agencies directlyesbdue to decreased sales of 3.0 percent, andeadec
in average rates of 4.4 perce
o This item was partially offset by a $4 million ieese in off-system sales reflecting increased sdil46.7 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

Significant items contributing to the 3.9 billiofidwatt-hour increase in electricity sales included.8 billion kilowatt-hour increase in sales tamtipalities and
cooperatives resulting from increased sales taeesial, commercial, and industrial customers. iHoeease in residential power demand (which isewegather sensitive) is
primarily a result of an increase in combined degtays of 258 days, or 4.9 percent, during 2007.

Other items contributing to the increase include:

« A 35 million kilowatt-hour increase in sales to Federal agencies and
o This increase was attributable to an 89 milliomWiat-hour increase in o-system sales mainly reflecting increased generati@ilable for sale
o This item was partially offset by a 54 million kilatt-hour decrease in sales to federal agenciesttlirserved primarily due to a decrease in dentgnohe
of TVA's largest federal agencies directly served asuidtrefsa change in the nature and scope of its.

« A 6 million kilowati-hour increase in sales to industries directly stfaegely 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
As Restatel As Restatel
Operating expense¢
Fuel and purchased pov $ 3,44¢ % 3,34z 3.2%
Operating and maintenar 2,33z 2,32¢ 0.2%
Depreciation, amortization, and accret 1,47: 1,50C (1.8%)
Tax equivalent 451 37€ 19.9%
Loss on asset impairment 21 14 50.(%
Total operating expenses $ 7,72¢  $ 7,56( 2.2%

Significant drivers contributing to the $166 mitliancrease in total operating expenses included:

* A $75 million increase in Tax equivalent paymemfercting increased gross revenues from the sg@wer (excluding sales or deliveries to other fabe
agencies and ¢system sales with other utilities) during 2006 esipared to 200t

e A $107 million increase in Fuel and purchased posxgense
0 This increase was mainly due a $114 million incesiagpurchased power expen

— The increase in purchased power expense was plynaaresult of a 16.4 percent increase in the velwhpurchased power to accommodate decr:
hydroelectric generation of 9.2 percent and thered outage of Unit 3 at T\'s Paradise Fossil Plant during the third quarteQf7.

— The increase in volume was partially offset by fiieowing:
= A decrease in the average purchase price of Ocpgranc
= An FCA net deferral and amortization for purchapedier expense of $54 million. In accordance whih ECA methodology, TVA has deferred
amount of purchased power costs that were higteer the amount included in power rates during 200fis $54 million deferred amount will
charged to customers in future FCA adjustme
o The increase in purchased power expense was padffdet by a $7 million decrease in fuel exper
— The decrease in fuel expense resulted primarilnfam FCA net deferral and amortization for fuel enge of $95 million. In accordance with the F
methodology, TVA has deferred the amount of fueltsdhat were higher than the amount included mgoaates during 2007. This $95 million defel
amount will be charged to the customers in futuB&Rdjustments
— The decrease was patrtially offset by the followi

= Higher aggregate fuel cost per kilov-hour net thermal generation of 2.7 percent;

= Increased generation of 0.6 percent, 14.9 pereemt,2.5 percent at the cdaked, combustion turbine, and nuclear plants, eetipely, in pat
because of the lower hydroelectric generat

* A $7 million increase in Loss on asset impairmeatrf $14 million in 2006 to $21 million in 200
0 The $21 million Loss on asset impairment in 206sUted from:
— A $17 million write-down of a scrubber project at Colbert during 200W
- Write-downs of $4 million related to other Constructiarprogress assets during 20
0 The $14 million Loss on asset impairment in 20Guled from:

— Write-downs of $12 million on certain Constructionprogress assets related to new pollutontrol and other technologies that had not beengy
effective and a I-evaluation of other projects due to funding linitas; 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 $4 million increase in Operating and maintenaexgense

0 This increase was mainly a result

Increased outage and routine operating and main¢eneosts at cc-fired plants of $55 million due tc
* Anincrease in outage days of 78 days as a restduo more planned outages during 20
« Significant repair work on Unit 3 at Paradise FoB&ant, 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 du2by;

A $5 million increase in workergompensation expense primarily as a result of & pdfcent lower discount rate utilized during 2@0itl increase
costs to administer the program; ¢

— An increase in operating and maintenance expertsesgcéear plants of $13 million primarily as a riésaf the restart of Browns Ferry Unit 1, wh
returned to commercial operation on August 1, 2(

o These items were partially offset by decreasediperiBiancing costs of $91 million as a result di.82 percent higher discount rate and a 0.50 perce
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:

« A $27 million decrease in Depreciation, amortizatiand accretion expens

o This decrease was mainly a result of a $41 miltleorease in depreciation expense primarily attibletto the depreciation rate reduction for Brokasy
Nuclear Plant reflecting the -year license extension approved by the Nuclear Régy Commission“NRC") on May 4, 2006

o This item was partially offset by a $14 million irease in accretion expense reflecting the adopti¢tiN No. 47, the updated incremental accretian fo
SFAS No. 143, and an increase in ARO liability dgrR007.

Other Income The $7 million decrease in other income wasdbrgttributable to decreased interest income fsbort-term investments and increased interestregsni
on the collateral deposit funds held by TVA.

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 markrarket valuation adjustment of an embedded calbopfrom a $61 million loss during 2006 to a $3lion loss
during 2007; ant

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

These items were partially offset by an $11 millemaller 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 inteagss during 2007 and 2006 were as follows:

Interest Expense
For the years ended Septembel

Percent
2007 2006 Change
Interest expens
Interest on debt and leaseback obligat $ 1,39(C 1,40¢€ (1.1%)
Amortization of debt discount, issue, and cepasition costs, ne 19 21 (9.5%)
Allowance for funds used during constructiowl auclear fuel expenditures (177) (163) 8.€%
Net interest expens $ 1,232 1,26 (2.5%)
(percent)
Percent
2007 2006 Change
Interest rates (averag
Lonc-term 6.0z 6.17 (2.4%)
Discount note 5.21 4.47 16.6%
Blendec 5.94 6.0z (1.2%)

Significant items contributing to the $32 millioectease in net interest expense included:

« A decrease 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 perdearease in the construction work in progreseba2007
These items were partially offset by:

« Anincrease in the average discount notes intea¢stfrom 4.47 percent in 2006 to 5.21 percen0i@72 anc

* An increase of $260 million in the average balapicdiscount notes outstanding in 20

2006 Compared to 2005

Net income for 2006 was $113 million compared wigt income of $85 million for 2005. The $28 miflimcrease in net income was mainly attributable to

* A $1,191 million increase in operating revent
» Lower net interest expense of $48 millic
* A $19 million increase in other income; a
« Lower other expense of $2 millio
These items were partially offset by:

« A $1,105 million increase in operating expent

« A $109 million cumulative expense charge in 2006afdoption of a new accounting standard relatezbtalitional asset retirement obligations; i

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

Operating Revenues and Electricity Sale
For the years ended Septembel

Operating Revenue Sales of Electricity
(millions of dollars) (millions of kWh)
2006 2005 Percent Chang 2006 2005 Percent Chang
As Restatel As Restatet
Operating revenues and sales of electri
Municipalities and cooperativ $ 7,65¢ $ 6,53¢ 17.1% 138,62« 136,64( 1.5%
Industries directly serve 1,06t 961 10.8% 30,98’ 30,87: 0.4%
Federal agencies and otl 11€ 181 (35.9%) 2,04( 3,98¢ (48.8%)
Other revenue 143 111 28.£% — — -
Total operating revenues and sales of electric $ 8,98: $ 7,792 15.2% 171,65: 171,49¢ 0.1%

Significant items contributing to the $1,191 mitlicncrease in operating revenues included:

* A $1,120 million increase in revenue from municipgas and cooperatives reflecting increased safe$.® percent and an increase in average rate$d
percent. Of this $1,120 million increase, $918iomil relates to the rate adjustments effective Betd., 2005, and April 1, 200

* A $104 million increase in revenue from industriigectly served attributable to an increase in saf0.4 percent and an increase in average rété6.g
percent. Of this $104 million increase, $41 milli@lates to the rate adjustments effective Oct@b2005, and April 1, 2001

« A $32 million increase in other revenue primarilyedo increased transmission revenues from whealtigity.

The rate adjustments, effective the first quartet third quarter of 2006, contributed about $878Bioni 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 theséyats are the last to have
their supply interrupted during a system emergerfy.additional $237 million of the increase in eewmes 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|@xcent and reduced generation of 2.7 percenthwh
includes a 36.6 percent decrease in hydroeleatnetion resulting from dry conditions in 20

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

Significant items contributing to the 153 milliofldwatt-hour increase in electricity sales included

« A 1,984 million kilowat-hour increase in sales to municipalities and ccapess.

« A 115 million kilowatt-hour increase in sales talustries directly served as a result of increasemiathd by one of TVA largest directly served indust
customers to accommodate higher production leveits dacility, partially offset by decreased satesother large directly served industrial custosnesflecting
reduced demand due to more unplanned outages waed fwoduction levels at those facilities compai@the prior year
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These items were partially offset by:
« A 1,946 million kilowat-hour decrease in sales to Federal agencies and
o This decrease was due to a 2,031 million kilo-hour decrease in ¢-system sales mainly reflecting decreased generatiaitable for sale

0 This item was partially offset by an 85 milliondwatt-hour increase in sales to federal agenciesttlf served primarily due to increased demang4ob
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 As Restatel

Fuel and purchased pov $ 3,34 % 2,60¢ 28.1%

Operating and maintenar 2,32¢ 2,30¢ 1.1%

Depreciation, amortization, and accret 1,50C 1,15¢ 30.(%

Tax equivalent 37€ 365 3.C%

Loss on asset impairment 14 24 (41.7%)
Total operating expenses $ 7,56 $ 6,45¢ 17.1%

Significant drivers contributing to the $1,105 naifi increase in total operating expenses included:
* A $733 million increase in Fuel and purchased poswgense
o This increase was a result of a $378 million inseeim fuel expense and a $355 million increasaiicipased power expent
— The increased fuel costs were largely attributédl
= Higher aggregate fuel cost per kilov-hour net thermal generation of 19.0 percent;

= Increased generation of 1.2 percent, 3.0 percemt, (83 percent at the cofiled, combustion turbine, and nuclear plants, eetipely, in pat
because of lower hydroelectric generati

—  Theincreased purchased power expense wiafyraaesult of:
= Increased average purchase price of 16.3 peraseh

= Higher volume acquired of 27.7 percent to accomntetar decreased hydroelectric generation andlfghtty lower asset availability in 2006 th
in 2005.

« A $346 million increase in Depreciation, amortipati and accretion expen:
o0 This increase was primarily a result

— Increased amortization expense of $388 milliondgrgs a result of the amortization of the defewest of nuclear generating units at Bellefonte lisia
Plant; anc

- A $1 million increase in accretion expense maieffecting an increase in ARO liability during 20(

o These items were partially offset by a $43 milldetrease in depreciation expense primarily attibletto the depreciation rate reduction for Brokesy
Nuclear Plant reflecting the -year license extensions approved by the NRC on M&p06.

* A $25 million increase in Operating and maintenaggeense
o0 This increase was primarily due

— Increased routine operating and maintenance costscéear plants of $21 million as a result of e&sed labor costs, more forced outages, and tfreg
of contracts and billings during 2006; a

- Increased benefits expense of $19 million attribletdo increased pension related retirement costsrecreased health care and dental costs duri@.
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o These items were partially offset by decreased armsticompensation expense of $29 million largelg ttua 0.30 percent higher discount rate utilized i
2006.
« An $11 million increase in Tax equivalent paymedhig to increased gross revenues from the saleveépof 3.1 percent during 2005 as compared to 2

The increases in Fuel and purchased power expBegeeciation, amortization, and accretion expe@gerating and maintenance expense, and Tax equivale
payments were partially offset by:

* A $10 million decrease in Loss on asset impairnfiemh $24 million in 2005 to $14 million in 200
o The $14 million Loss on asset impairment during@@8sulted from

— Write-downs of $12 million on certain Constructionprogress assets related to new polluttontrol and other technologies that had not beengy
effective and a I-evaluation of other projects due to funding limaas; 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
Complex.

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

— Write-downs of $16 million on certain Constructionprogress assets related to new pollutontrol and other technologies that had not beengy
effective and a I-evaluation of other projects due to funding linitas; anc

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

Other Income The $19 million increase in other income wagédy attributable to increased interest earningthercollateral deposit funds held by TVA, increhse
interest income from short-term investments, antharease in external business activities not tiygelated to TVA’s power program.

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 naiti change in net unrealized gain/(loss) on deitreatontracts
was a $177 million net change related to the maskrairket valuation adjustment of an embedded gaibo, 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 markviarket valuation adjustment of swaption contraittsn an $89 million loss during 2005 to a $19 roitligair
during 2006:

« A $45 million net change related to the markatarket valuation adjustment of an interest ratepse@ntract, from an $18 million loss during 2005atc2’
million gain during 2006; an

* A $6 million unrealized net loss related to the kaer-market valuation of sulfur dioxide emissions allmwa call options during the first quarter of 20G&
present in 200€
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Interest Expensénterest expense, outstanding debt, and interés during 2006 and 2005 were as follows:

Interest Expense
For the years ended Septembel

Percent
2006 2005 Change
Interest expens
Interest on debt and leaseback obligat $ 1,40¢ $ 1,407 (0.1%)
Amortization of debt discount, issue, and cepasition costs, ne 21 21 0.C%
Allowance for funds used during constructiowl auclear fuel expenditures (163) (11€) 40.5%
Net interest expens $ 1,26/ $ 1,312 (3.7%)
(percent)
Percent
2006 2005 Change
Interest rates (averag
Lonc-term 6.17 6.2F (1.2%)
Discount note 4.47 2.7C 65.6%
Blendec 6.0z 5.9¢ 1.5%

Significant items contributing to the $48 millioectease in net interest expense included:
« A decrease in the average I-term interest rate from 6.25 percent in 2005 t@ §ércent in 200€
» A decrease of $407 million in the average balarfiderm-term outstanding debt in 20C
« A decrease of $75 million in the average balanagisifount notes outstanding in 2006;
* A $47 million increase in AFUDC due to a 31.4 petdacrease in the construction work in progresselia 2006
These items were partially offset by an increasthénaverage discount notes interest rate from @er€ent 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 provieBinancial
Accounting Standards Board (“FASB”) Interpretatida. 46,“Consolidation of Variable Interest Entitiesds amended by FASB Interpretation No. 46R (as aswritFIN
46R™), TVA may be deemed to be the primary benaficunder the contract; however, TVA does not haseess to the financial records of Choctaw Germratimited
Partnership. As a result, TVA was unable to deteerwhether FIN 46R would require TVA to consoliel&hoctaw Generation Limited Partnership’s balasieet, 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 billioVAThas no additional financial commitments beyohe purchase power agreement with respect to tliléyfaSee the
discussion of variable interest entities in Note 8.

Asset Retirement Trust

In September 2007, the TVA Board approved the éstabent of an asset retirement trust (“ART”) tonmeffectively segregate, manage, and invest ftméglp meet
future asset retirement obligations. The purpdgbedtrust is to hold funds for the contemplatetiife retirement of TVA's long-lived assets anadtonply 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 istdegally obligated to establish or maintain atrior non-nuclear related obligations nor obligat® make any future
contributions, regardless of funded status. Futorgributions may be made at the discretion oftWé Board.
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Critical Accounting Policies and Estimates

The preparation of financial statemeatpuires TVA to estimate the effects of variousteratthat are inherently uncertain as of the dateeofinancial
statements. Although the financial statementpegpared in conformity with generally accepted actimg principles (“GAAP”), management is requitednake estimates and
assumptions that affect the reported amounts etsis®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 stiinates are deemed critical
either when a different estimate could have redslgrizeen used, or where changes in the estimateeasenably 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 regulatiorotlyh a public service commission or other similaitg. TVA's Board is authorized by the TVA Act &et rates for
power sold to its customers. This rate-settinfpatity meets the “self-regulated” provisions of SFNo. 71, “Accounting for the Effects of Certain Types of Ragpn ,” 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 levelsvilaecover TVA's costs, can be charged and ci#ld. Accordingly, TVA
records certain assets and liabilities that refsoith the regulated ratemaking process that woutdeaecorded under GAAP for non-regulated entiti@egulatory assets
generally represent incurred costs that have befsrreéd because such costs are probable of futooery in customer rates. Regulatory liabiligeserally represent
obligations to make refunds to customers for previcollections for costs that are not likely toilbeurred. Management assesses whether the reguéssets are probable of
future recovery by considering factors such asieabple regulatory changes, potential legislatiord ehanges in technology. Based on these assessmamagement believes
the existing regulatory assets are probable ofwergo This determination reflects the current tatary and political environment and is subjecthb@ange in the future. If future
recovery of regulatory assets ceases to be probE¥ke would be required to write-off these costglanthe provisions of SFAS No. 101Réegulated Enterprisegecounting fo
the Discontinuation of Application of FASB Statetréo. 71.” Any asset write-offs would be required to beagnized in earnings in the period in which futteeoveries cease
to be probable. See Note 6

Long-Lived Assets

TVA capitalizes long-lived assets such as propggnt, and equipment at historical cost, whicHudes direct and indirect costs and AFUDC. TVAmesrs the costs
of these long-lived assets through depreciatiahefphysical assets as they are consumed in tlegs®f providing products or services. Depremigis generally computed on
a straight-line basis over the estimated produdines of the various classes of assets. When Téfikes its regulated long-lived assets, it chathesoriginal asset cost plus
removal costs, less salvage value, to accumulapdediation in accordance with utility industry gtiee.

Long-Lived Asset Impairments
TVA evaluates the carrying value of long-lived assehen circumstances indicate the carrying vafubase assets may not be recoverable. Underrthésipns of
SFAS No. 144, ‘Accounting for the Impairment or Disposal of Longdd Assets, an asset impairment exists for a long-lived assdte held and used when the carrying value
exceeds the sum of estimates of the undiscountdftavs expected to result from the use and ewatmlisposition of the asset. If the asset is imgzhithe asset’carrying valu
is adjusted downward to its estimated fair valuthwai corresponding impairment loss recognized iniegs.
Revenue Recognition
Revenues from power sales are recorded as powleliv&red to customers. TVA accrues estimatedlignbievenues for power sales provided to custorimerthe

period of time from the end of the billing cyclettee end of the month. The methodology for estimgatinbilled revenue from electricity sales usesemeeadings for each
customer for the current billing period. See Nbte- Revenues.
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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 Nit3,” TVA recognizes legal obligations associated wit filture retirement of certain tangible long-liveskets. These
obligations relate to fossil-fired generating piamuclear generating plants, hydroelectric gemgyatiants/dams, transmission structures, and qttagertyrelated assets. The
other property-related assets include, but ardiméed to, easements, leases, and coal rightgivifies involved with retiring these assets coinldlude decontamination and
demolition of structures, removal and disposal eétes, and site reclamation. Revisions to the atremd timing of certain cash flow estimates ofasstirement 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 5.

Nuclear Decommissioning

Utilities that own and operate nuclelangs are required to use different proceduresiimating nuclear decommissioning costs under SRAS143 than those that are
used in estimating nuclear decommissioning costisate reported to the NRC. The difference indiseount rates used to calculate the present wdldecommissioning costs
under SFAS No. 143 versus the NRC has the greatpsict. Accordingly, the two sets of proceduresdpice different estimates for the costs of decorsimigng. At Septemb
30, 2007, the present value of the estimated futunéear decommissioning cost under SFAS No. 148%ta6 billion and was included in Asset retiremaritgations, and the
unamortized regulatory asset of $419 million waduded in Other regulatory assets. Under the NR€jsilations, the present value of the estimatagéwunuclear
decommissioning cost was $699 million at Septen39¢2007. This decommissioning cost estimate seth@n NRC'’s requirements for removing a plant fe@rvice, releasing
the property for unrestricted use, and terminatitggoperating license. The actual decommissioogsis may vary from the derived estimates becaliskamges in current
assumptions, such as the assumed dates of decammigs changes in regulatory requirements, chamgeschnology, and changes in the cost of labatenals, and
equipment.

TVA maintains a nuclear decommissioning trust tovpte funding for the ultimate decommissioningtsfriuclear power plants. The trust’s funds arested in
securities generally designed to achieve a retulimé with overall equity market performance. Tdssets of the fund are invested in debt and egeityrities 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@geNRRC methodology but is less than the presenevalihe estimated future
nuclear decommissioning costs under SFAS No. 143.

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

« Timing — In projecting decommissioning costs, twasamptions must be made to estimate the timinglaftplecommissioning. First, the date of the pkant
retirement must be estimated. At a multiple uiii#, g¢he expiration of the unit with the latestempire operating license is typically used for thigpose, or &
assumption could be made that the plant will beceeked and operate for some time beyond the atidicense term. Second, an assumption must bee
whether decommissioning will begin immediately ugmant retirement, or whether the plant will bechel SAFSTOR status —& status authorized by applice
regulations which allows for a nuclear facility be maintained and monitored in a condition thabvedl the radioactivity to decay, after which theilfgcis
decommissioned and dismantled. While the impactheke assumptions cannot be determined with jpwacisssuming either license extension or us
SAFSTOR status can significantly decrease the ptesdue of these obligation

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 decomanisgj could cause cost estimates to change signific. The impact of these potential changes tspnesentl:
determinable. TV/'s cost studies assume current technology and temnse

Discount Rate — TVA uses a blended rate of 5.3Zqmrto calculate the present value of the weighgetimated cash flows required to satisfy T¥A’
decommissioning obligatiol
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« Investment Rate of Retu- TVA assumes that its decommissioning fund will aelei a rate of return that is five percent gredtan tthe rate of inflatior

« Cost Escalation Factors — TV&tdecommissioning estimates include an assumgtatndecommissioning costs will escalate over presast 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 impactedurgerous factors including the provisions of thenp,
changing employee demographics, and various aetuaiculations, assumptions, and accounting mesitmsn The most significant of these factors asewlised below.

Expected Return on Plan Asset§he expected return on pension plan assets usigl/&op net pension cost was 8.75 percent, 8.2%pgrand 8.25 percent during
2007, 2006, and 2005, respectively, and is detethat 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 @b8ercent for 2008. The 2008 expected ratetafmaeflects a change in the allocation policyfARS assets. The change in
the allocation policy of TVARS assets was based oecommendation by TVARS’ investment consultafte changes in the expected return on plan asisetssded above do
not affect TVA’s postretirement benefits plan besma'VA does not separately set aside assets tosfuctdbenefits. TVA funds its postretirement gi@nefits on an as-paid
basis.

Discount Rateln the case of selecting an assumed discountTat&,reviews market yields on high-quality corporalebt and long-term obligations of the U.S.
Treasury and endeavors to match, through the uaepadprietary bond portfolio, instrument matustigith the maturities of its pension obligationsaotordance with the
prevailing accounting standards. The discountuagal to determine pension expense was 5.90 pebc88tpercent, and 5.81 percent during 2007, 2806,2005,
respectively. The discount rate is determinedh@toeginning of the period. TVA plans to use @alist rate of 6.25 percent in the determinatioB@d8 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 similaeetqa duration of the
postretirement and pension benefit obligationshigher discount rate decreases the plan obligatiodscorrespondingly decreases the net periodisipe@nd 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 14.

Mortality . Mortality assumptions are based on the resbitsined 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 respectheasurement 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

Change in Impact on 2008  Projected Benef
Actuarial Assumptior Assumptior Pension Cos Obligation
(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 3 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 proje@titute trends in establishing health care cosidmates. 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. Tesuaned 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 ratedgi€rcent is assumed to gradually decrease eachssive year until it reach
a five percent annual increase in health care ¢odke year beginning October 1, 2013, and beyond.

The following chart reflects the sensitivity of p@tirement benefit costs to changes in certainaal assumptions:
Sensitivity of Postretirement Benefit Costs to Chages in Assumptions

Impact on 2007

Projected
Impact on 2008 Postretirement
Change in Postretirement Benefit
Actuarial Assumptior Assumptior Benefit Cost Obligation
(Increase in millions
Health care cost trer 0.25% $ 1 3 15
Discount rate (0.25%) $ 1 % 14

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

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

Additionally, TVA smoothes the impact of asset periance on pension expense over a three-year jihaseiod through a “market-related” value of asset
calculation. Since the market-related value oétssgecognizes investment gains and losses oveea year period, the future value of assets wilinbpacted as previously
deferred gains or losses are recognized. As & résellosses that the pension plan assets expedein 2002 and 2001 may have an adverse impgmémsion cost in future
years depending on whether the actuarial losseadit measurement date exceed the 10 percent edrridocordance with current accounting method@ss
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Due to negative pension plan asset returns in 20022001, in conjunction with other related maxdaiditions, TVA’'s accumulated benefit obligationSstptember 30,
2007 and 2006 exceeded plan assets. As a reSiAtwEs required to recognize an additional minimpemsion liability as prescribed in SFAS No. 87.eTharge to establish
the additional minimum liability and the subsequeimanges 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 treatnodrihe original
changes was deemed necessary because it woulgbapien to presume a level of future earnings orsipenassets sufficient to fully recover, withinexipd of one year, all
such costs included in Other comprehensive incoRrer to adopting SFAS No. 158, the additional imimm liability was reduced $653 million throughefit corresponding
entries to the established regulatory asset. Suiese to TVA’s adoption of SFAS No. 158, the regoitg asset and pension benefit obligation was ased $323 million to
recognize the total unfunded pension obligatiof&#1 million, and $239 million of unamortized pregrvice cost carried as an intangible asset waassfied to Accumulated
other comprehensive income as required by the atcmustandard.

Medicare Provisions. There have been several recent developments rétatetiree health care benefits, including cosirsty and legislation, such as Medicare Part D
of the Medicare Prescription Drug, Improvement Matlernization Act of 2003. Under the Medicare Briggion Drug, Improvement and Modernization Actagf03,
employers may receive retiree drug subsidies fodibsre-eligible retirees who enroll in the empldgeetiree prescription drug plan, provided that han is determined to be
“actuarially equivalent” to standard coverage pdaxd 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 passedigh to Medicare-eligible retirees in the formafer premiums. See
Note 14 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 cdsis been a generally accepted practice in thigyutilustry. The
concept of permitting the capitalization of intéres major plant construction projects results framegulatory philosophy that today’s customersughaot 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 plaptiéeed 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 ortof current interest costs
associated with funds invested in the construgtiajects. This capitalized interest is referreéscAFUDC.

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 dane to be a reduction to interest expense as eostsicurred. The interest costs associatedfwittls invested in
construction projects that do not satisfy the $tlobi and three-year criteria will not be capitaizas AFUDC, will remain in the Statement of Incowured will be recovered in
current year rates as a component of interest espefiVA recorded a total of $177 million in AFUD 2007, 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 palicy.

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 eimt&r a swap agreement with TVA under which TVAgres a floating rate of interest and pays theltparty a fixed rate of
interest equal to the interest rate on the Bongkisghose call provision TVA monetized. Sellingtsan 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 poliat 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 theagnition of sizable amounts of non-cash expenseamme, which affects net income.
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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 bélirecorded on TVA's
balance sheet, and any interest expense impadtsontinue to be reflected in TVA's income staterelfi this new accounting treatment were effectiveing 2007, TVA's net
income for 2007 would have been reduced by less$68 million.

New Accounting Standards and Interpretations

Accounting Changes and Error Correctionis May 2005, FASB issued SFAS No. 154¢counting Changes and Error Corrections — a reggenent 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 impradecabtrospective
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 liakilégeof 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 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 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 methotrdwgnizes overhaul expenses in the appropraxiegh The following accounting methods are motgrof
employed/permitted: direct expensing method; bnilbverhaul method; or deferral method. The guidancahis FSP is applicable to entities in all istties and must be applied
to the first fiscal year beginning after Decemb®&y 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 Measurementsn September 2006, FASB issued SFAS No. 15dir Value Measurements.This standard provides guidance for using fair @dtu
measure assets and liabilities that currently redfiair 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 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. 158e Fair Value Option for Financial Assets and Bimcial Liabilities —Including an amendment
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 specifieccetm 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 as of the beigigrof the previous fiscal year
provided that the entity makes that choice in ttet 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 potentfgddtof its implementation, which may or may nonbeterial to TVA'’s
results of operations or financial position.
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Offsetting Amounts On April 30, 2007, FASB issued FASB Staff Pagit(“FSP”) FIN No. 39-1{Amendment of FASB Interpretation No. 39hich addresses
certain modifications to FASB Interpretation No, 39ffsetting of Amounts Related to Certain Contrdtfhis FSP replaces the terms conditional contraudsexchange
contracts with the term derivative instruments efngd in SFAS No. 133Accounting for Derivative Instruments and HedgiAgtivities.” The FSP also permits a reporting
entity to offset fair value amounts recognizedtfa right to reclaim cash collateral (a receivabledhe obligation to return cash collateral (aglag) against fair value amounts
recognized for derivative instruments executed Withsame counterparty under the same mastergettiangement. The guidance in the FSP is effeftivfiscal 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 Beitdfension and Other Postretirement Plai3n September 30, 2007, TVA adopted SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pensiamd Other Postretirement Plans — an amendment &B-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 obligatiasletermine its funded status as of the ertdeo&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 regtddit liability equal to the underfunded statuseftain pension and other postretirement benkfitpat
September 30, 2007 in the amounts of $664 milliceh $464 million, respectively. On September 3@722ahe unrecognized prior service costs and ugrgzed gains and
losses were recognized as components of accumutited comprehensive income which were then reifiedso and recorded as components of a regulaesgt related to
TVA's unfunded benefit plans. TVA did not have amyecognized transition obligation losses. Att8eper 30, 2007, TVA's unfunded benefit plans' letguy
asset included unamortized prior service costsumaginortized net actuarial losses of approximat8B0O$million and $143 million, respectively, relatedpensions and other
postretirement benefits.

Rate-regulated entities may recognize regulatasgtasor liabilities as a result of timing differesdetween the recognition of costs, as recorddd$HAS 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 ptetment plans for amounts that would otherwisehmrged to accumulated
other comprehensive income under SFAS No. 158. Ne¢e 14.

Legislative and Regulatory Matters
President’s Budget

On February 5, 2007, the Office of Management andg@t (“OMB”) transmitted the President’s propo2€88 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®#ice of Inspector General’budget and directing TVA to fund the amount vgtdwer revenues beginning
2008. Funding for TV/'s Office of the Inspector General is currently bis&ed by TVA.

The first recommendation has been included in & bithprepared by OMB, but it has not been intnodd in Congress. The other recommendations havecen
introduced in any legislation.
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Proposed Legislation

On March 13, 2007, Senators Jim Bunning and MitaClhnell, from Kentucky, introduced the Access torpetitive Power Act of 2007 in the Senate. Urtter
bill, TVA and federal power marketing agencies vwbhé 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 applytvrespect to any distributor which provided a texation notice to TVA before December 31, 2006 areess
of whether the notice was later withdrawn or redeify

(2) Distributors that have given termination notice3¥0A on or before December 31, 2006, would haveresp authority under federal law to receive partial
requirements from TVA and elect, not later than #189s after enactment, to rescind the terminattice ‘without the imposition of a reintegration fee oy aimilar
fee;

(3) Distributors that have not given termination nagite TVA on or before December 31, 2006, would hexgress authority under federal law to receiveiglar
requirements from TVA within a ratable limit, whiclimulatively stays within a three percent comp@ehannual growth rate on the TVA system;

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

On August 4, 2007, the House of Representativesepad.R. 3221, which, among other things, callaforual reductions in greenhouse gas emissionsipeddy the
federal government or resulting from federal atieg, with a goal of having zero emissions by figesmr 2050. Each agency (including TVA) wouldrbgquired to report
greenhouse gas emissions resulting from commetisdavel of federal employees or contractorsglectricity used by the agency or its contractddecause the bill does not
exclude power plants, TVA would most likely haveréport any greenhouse gas emissions in the gémerdtelectricity 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 EPAldvbe required to promulgate annual reductiondisrfor the quantity of greenhouse gas emissiosessed as
CO,equivalents, of agencies, taken collectively, facteof fiscal years 2010 through 2050. The Presidey exempt an agency from complying with thessions target (if

based on a Presidential determination that the pkemis in the paramount interest of the Unitedt&g), but only for one year at a time.

The Senate passed a different energy bill thahdtdnclude a greenhouse gas reduction provisigfiGgble to federal agencies. For an energy bibécome law, the
U.S. House of Representatives and U.S. Senatdawilt to reach mutual agreement on a bill. A canfee committee would decide on the provisionsjofra energy bill. It is
unclear at this time whether a provision addrestieggreenhouse 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 wibaldversely affect TVA by forcing it to change airtail some power generation operations, and/aelyiring the
installation of mechanisms for compliance. Additly, 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 aeglfation, see Item 1, BusinessErvironmental Matters

TVA can control neither what legislation becomes teor what regulations are promulgated. Even latien or regulations of which TVA has been mada@amay be
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 activitiesuld become law with little or no advance notiées a federal entity, the very
nature of TVA can be changed by legislation. Fdisaussion of the potential impact of legislatard regulation on TVA, see Iltem 1A, Risk Factors.
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Environmental Matters

TVA’s power generation activities, like those aadise utility industry and in other industrial sst are subject to federal, state, and local enmiental 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 insuhstantial capital and operating and maintenaosts to comply with evolving environmental reqments
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 virtuathgrtain that environmental requirements placetheroperation of these generating units will camito 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 haalmusly estimated i
total capital cost for reducing emissions frompigsver plants from 1977 through 2010 would reacl® $llion, $4.8 billion of which had already begvesit 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 materiadteaf reductions of carbon dioxide (“CQ) are mandated or if future legislative, regulataor judicial actions lead to more

stringent emission reduction requirements. Theséscannot 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 Janu20y,2he 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'cidéon becomes law after all appeal processestansuance of a new
rule, compliance is expected to be more costlyHerpower industry. TVA is unable at this time tlimate these costs.

Clean Air Developments

Air quality in the United States has significantiyproved since the enactment of the modern Cleaéti (“CAA”) in 1970. These air quality improvemts are
expected to continue as the CAA continues to béempnted and as programs evolve as a result cfiédiyie and regulatory changes. Three substanmoéted from coal-fired
units have been the focus of emission reductioolatgry programs: SQ, NO, , and particulates. Expenditures related to ciaprojects during 2007 and 2006 were

approximately $239 million and $182 million, respieely. These figures include expenditures in 200%7 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 $5.8dilldoes 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 meeutypossibly 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&rgmounts of SQcompared to today’s emissions. Utility S@missions are currently regulated under
the Federal Acid Rain Program and state prograrsigoed to meet the National Ambient Air Quality i@tards (“NAAQS”) for SG,and fine particulate matter. Looking
forward, additional regulation of Sgemissions will result from implementation of thegrmal Haze Program and CAIR. In May 2005, EPAlized CAIR to reduce the
interstate transport of fine particulate matter andne by requiring additional large reductionsititity 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 niodie which
establishes an emission allowance driven prograppiag regional emissions of S@nd NO, among the targeted states. $€@ps are reduced in two phases, 2010 and 2015.
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Since 1977, TVA has reduced its S#nissions by approximately 80 percent by switchmbpwer-sulfur coals, re-powering a unit at itsa@imee 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 Pdarpart of its previously announced plans toeghi total SQ emission

reduction of 80 to 85 percent compared to the 168v&l. Additionally, TVA has switched, or plansdwitch, to lower-sulfur coal at several additionalts in the next few
years. lItis likely that additional emission retiac measures will have to be undertaken aftereipdsnned actions are completed to achieve congdiaiith CAIR and an’
future tightening of applicable requirements.

Nitrogen OxidesUtility NO , emissions continue to be regulated under staternugto achieve and maintain EBRAAAQS for ozone, the Federal Acid Rain Progr
the Regional Haze Program, and CAIR. Since 1998\ fias reduced its NQemissions during the summer (when ozone levelgasa) by 81 percent by installing various
controls including low-NQ burners and/or combustion controls on 58 of it€&8l-fired units and installing SCRs on 21 of thggest 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 lW®gmremoval capabilities than SCRs. Early in 2006, Thfgan testing a High Energy Reagent TechnologRM’) on

three units for potential future application. HERTimilar to SNCR but has higher removal captiedithan SNCRs. The initial HERT testing prognaas 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 continwepend primarily on SCRs, but will also incorgersome mix of SNCRs and/or HERTs as TVA ¢
more experience with these technologies. Thesesptay change depending on the timing and sewefrfiyture regulatory developments affecting powanpemissions.

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 ma@lpaill challenge states and communities in theressee Valley and
across the country.

The current primary standard, set in 1997, is @&8&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 UBit&igs are likely to be designated as “non-attanth@eas (defined as geographic areas where alitgdoes not meet
standards). Non-attainment designations can héwerse economic implications for areas that argesignated. 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 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 1@omieters 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 standatibSe 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 fiarticle standard and retain the 1997 annualpiarécle standard. EPA
also decided to retain the existing 24-hour stashffair 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.
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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 oftanorg good maintenance and operation of partteutmntrol equipment. Under some conditions, fitirog a unit with
additional equipment to better control $&nd NO, emissions can adversely affect opacity performaacd, TVA and other utilities are now addressing thsue. There are al
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 estalgssbaps for overall mercury emissions in two phasgh the first phase becoming effective in 2010
and the second in 2018. It allows the statesdalagée mercury emissions through a market-basegindgtrade program. All of the states in which TUperates potentially
affected sources have adopted CAMR without sigaiftchange. In response to a request for recaaside, the EPA confirmed its approach in May 2006.June 2006, 16
states and several environmental groups filed lgwshallenging CAMR. This lawsuit is currentlyquéng. TVA cannot predict the outcome of the pegdihallenge of
CAMR, or what effects any decision may have thatideequire the EPA to regulate mercury as a hamesgéir pollutant. If the EPA’s decisions are udtend CAMR is
implemented, TVA expects to achieve the requiredcong reductions for at least Phase | of CAMR frombenefits of the installation of additional engscontrol technology
in connection with the implementation of CAIR.

CAMR does, however, require the installation of maercury emission monitoring equipment prior toulay 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 aduitil 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 cooperationtlwelectric 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 Goved License for two advanced nuclear reactotiseaBellefonte Nuclear Plant near Hollywood, Alalzarlthough 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 theswisiets, TVA is a member of the Southeast Regid@atbon Sequestration Partnership and is working thi¢ Electric Power
Research Institute and other electric utilitiegponjects investigating technologies for G@apture and geologic storage, as well as carbamesémtion via reforestation. The
previous Administration asked utilities to volunlaparticipate in an effort to reduce, sequesteravoid greenhouse gases. Under that program, iedAced or avoided more
than 305 million tons of CQfrom 1994 through 2005, as reported under Secti@5h of the Energy Policy Act. TVA is incorporaiithe possibility of mandatory carbon

reductions and a renewable portfolio standardiistiong range planning, and will continue to moniegislative and regulatory developments relate@O, and a renewable
portfolio standard to assess any potential findrigipacts as information becomes available.

In addition to legislative activity, climate chanigsues are the subject to a number of lawsuitd ding lawsuits against TVA. See Item 3, Legald@edings. On
November 29, 2006, the U.S. Supreme Court heardatke oMassachusetts v. EPAoncerning 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¢gmil@O,. On April 2, 2007, the Supreme Court found thaeghouse
gases, including CQ, are pollutants under the CAA and thus EPA does tlze authority to regulate these gases. TheeBugpCourt also concluded that EPA's refusal to

regulate these pollutants was based on imperméssetlsons, 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, suclifeselectric utility industry.

States are also becoming more active in the ragolaf emissions that are believed to be contrifiutd global climate change. Several northeastiates have formed
the Regional Greenhouse Gas Initiative which ithenprocess of being implemented, and Californtemédy passed a bill capping greenhouse gas emsssidhe state. Other
states are considering a variety of actions. NGdtvlina 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 otlseationary sources. This effort has also prompted

actions to develop a climate action plan for Nd@#rolina.
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Clean Water Developments

One of the results of the major reductions in ahesic emissions resulting from the clean air exiteines 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 operat@yngend up in facility wastewater ponds that miggltarge through outfalls regulated under the CiWater Act
(“CWA"). Operation of scrubbers for Sgxontrol also results in additional amounts of pi@lhis introduced into facility wastewater treatmgmds. 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 beratay predicted at this time, but TVA is involvedand closely monitoring EPA’s data collectionieities and the progress
of the Effluent Guidelines review process. On ttadeslevel, new numeric nutrient criteria developirend implementation (an EPA requirement) may ireqadditional
treatment costs to reduce nitrogen concentratieirggtadded to the waste treatment ponds as a gtk operation of air pollution control equipriefVA is closely
monitoring the development and implementation ohetic nutrient criteria by the states in TVA’s seevarea.

In the second phase of a three-part rulemakingininmze 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 “Phat®ule”) that became effective on September 7, 2004 Phase Il Rule
required existing facilities to select among seldifferent 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 thewst projections in the rule or the benefits dedlifrom 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 avaidaiBTA”) to minimize the adverse environmental iagts of intake structures. Instead, the court tietithe 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-effsctiveness 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 alldwhee use of a site-specific cost-benefit testrastbration measures (such
as building hatcheries) to demonstrate complianekling that these rule provisions were based omaermissible construction of the statute. Sevetiaér provisions of the
Phase Il Rule such as the one that sets the peafmnstandards as a range rather than one nattanalard were also remanded.

On July 9, 2007, EPA suspended all but one provisicthe 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 determanivhat 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 mi@sieconsequences at this time.
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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 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, Bigionary Advisories were issued for several addél stream and reservoir segments within the $fafennessee, including
seven streams and reservoir segments in the TeamBger 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 mercurycentrations 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¢thgt mercury concentrations in
reservoir sediments have remained stable or detline

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

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 statdtea.manner similar to many other industries andgrassystems, 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 lighéli 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, iegsee, and the Ward Transformer site in RaleignthNCarolina. As discussed below, TVA is not ablestimate its liabilit
related to these sites at this time.

The Witherspoon site is contaminated with radiomied, polychlorinated biphenyls (“PCBs”), and metaDOE has admitted to being the main contribafonaterials
to the Witherspoon site and is currently performifgan-up activities. DOE claims that TVA sent ipguent to be recycled at this facility, and thessdme 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") hprevided documentation showing that TVA sent eleat
equipment containing PCBs to this site in 1974e Working group is cleaning up on-site contamirmatioaccordance with an agreement with EPA andsplarsue non-
participating PRPs for contribution. The estimatedt of the cleanup is $20 million. In additi®@RA likely has incurred several million dollarsrgsponse costs, and the
working group has reimbursed EPA approximately $3@8 of those costs. EPA has also proposed awgbeglan for off-site contamination. The presenttve@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 hsafficient information is available to developast estimate
(primarily the TVA sites) is approximately $20 nolh on a non-discounted basis and is included le6iabilities on the Balance Sheet.
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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. 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 facilitismeeting minimum
standards. On August 29, 2007, EPA issued a NofiGata Availability in which it requested pubBomment on whether the additional information mameid 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.

Legal Proceedings

For a discussion of TVA’s current legal proceediagd anticipated outcomes, see Item 3, Legal Pdings.
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@thsident and Chief Executive Officer (chair), @fgef Financial Officer, the Executive Vice Presitl and General
Counsel, the Chief Risk Officer (“CRO”), and a dgsited representative from the Office of the IngpeGeneral (“OIG”) (advisory).

In addition to the ERC, TVA has established thnelgosdinate risk committees, Financial, Operatioaat] Strategic, to manage risks based on natuwapgrgs. 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 fitenQIG and from the Office of the General Counddie ERC and the risk committees meet at leastejyar

The ERC and risk committees have cataloged thermeajerprise level risks for TVA into three maintegories: strategic risks, operational risks andricial risks. A
discussion of significant risk factors under eatthese categories, as well as risk factors relaielVA securities, is presented in Item 1A, Risictors. In addition, a
discussion of derivative instruments that TVA usebledge certain of these risks is contained ireNét

Commodity Price Risk

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

Value at Risk

TVA uses a VaR methodology common to many energypamies to measure the amount of price risk thigtewithin certain of its commodity portfolios.ri€e risk is
quantified using what is referred to as the vamaogvariance technique of measuring VaR, which idessa consistent measure of risk across diversggmarkets and
products. This technique requires the use of abmuraf 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, historialatilities, and current specific commodity calations.

The VaR calculation gives TVA a dollar amount whiefflects the maximum potential loss in the failuesof its portfolios due to adverse market movetsewer a 10-
day period within a specified confidence level. T¥AaR calculations are based on a 95 percentdentie level (two-tailed test), which means thatehg a 2.5 percent
probability that TVA's portfolios will incur a loss value in 10 days at least as large as the tep&aR. For example, if the VaR is calculated&tdllion, 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 movementsuld be less than $5
million.
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The following table illustrates the potential undaable price impact on TVA's electricity, naturalgg 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 represkataverage of the VaR values during 2007.

Value at Risk

September 30,

2007 Average High Low
Electricity * $ 69 $ 48 $ 86 $ 18
Natural Ga& 5 15 35 1
SO, Emission Allowance$ 20 21 34 16
NO , Emission Allowance$ 1 1 3 0

Notes

(1) TVA'sVaR calculations for electricity are based oroil-peak electricity portfolio, which includes electtjcforwards and option contract
(2) TVA’'sVaR calculations for natural gas are based on’s natural gas portfolio, which includes natural fyasvards, futures, and options on futures congr

@ TVA'’s VaR calculations for SQemission allowances are based on TVA's portfoli&af, emission allowances.
(4) TVA’sVaR calculations for NOx emission allowancestased on TV/'s portfolio of NOx emission allowance

VaR has several limitations as a measure of pavtfedk, including, but not limited to, its inaliifito adequately reflect (1) the risk of a portfoliith significant option
exposure, (2) the risk of extreme price movemeantd, (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 uelgetricity forward contracts.

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

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

Natural Gas. TVA uses natural gas to operate combustion turpeeking units and to supply fuel under power pusehegreements in which TVA is the fuel
supplier. TVA hedges a portion of its natural gaeds by entering into futures contracts, optianfutures contracts, swaps, and options on swagerunfinancial 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 contradth,an approximate net market value of $136 millio

As shown on the Value at Risk table above, at pe96ent confidence level, the average VaR for T\Adsural gas portfolio for 2007 for a 10-day hofgljperiod 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 and

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 iaRle above, at a 95 percent confidence levelateeage VaR for 2007 for a 10-day holding periad@A’s SO , emission

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

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

TVA uses sensitivity analysis to measure the paaeimhpact that selected hypothetical changes itagecommodity prices would have on TVA over aesétd period
of time. The selected hypothetical changes in codity prices are intended to reflect reasonablysiids near-term changes.

Coal. During 2007, TVA purchased 89 percent of itsleeguirements under long-term coal contracts ahgercent of its coal requirements under short-term
contracts. If the rates that TVA paid for coal andhort-term contracts during 2007 were 10 perbighter 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 argnim on the spot market, and as of September(8,, ZVA had all of its uranium requirements thrbug
2011 either in inventory or under contract. Acdoglly, a hypothetical 10 percent change in uranprives during 2008 would have no material effecid#A’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 portfoliskrmetric that measures the amount of potentigaabdity around forecasted cash flows that couddchused by
changes in market conditions, hydroelectric gemarand 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 hetigkmahit
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 generallyglesi to achieve a return in line with overall eguitarket performance. The assets of the trusinaested in debt
and equity securities and certain derivative imaats including futures, options, and swaps, armautgh 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 wvailtiee trust by $109
million. See Item 7, Management'’s Discussion am@l$sis of Financial Condition and Results of Ofieress —Critical Accounting Policies and Estimates — Nuclea
Decommissioninfor more information regarding TVA'’s nuclear decoimsioning trust.
Asset Retirement Trust
The asset retirement trust is presently investextkieve 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 gfite investments in
the trust would reduce the value of the trust byrifion.
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Pension Fund

The assets in TVA's pension plan are primarily ksoand bonds. The Tennessee Valley Authority Beimt 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 securit@sl 35 percent fixed income securities. The iparfsind is invested in
equity securities, debt securities, and derivaitigéruments such as futures, options, and swaistheiaugh these investments the fund has exposudeS. equities, internation
equities, real estate investment trusts, investigeade debt, high-yield debt, U.S. Treasury inflatprotected securities, commodities, and currenclesof September 30, 20(
the value of the investments in the pension fund $&billion, and an immediate 10 percent decreatige value of the investments in the fund woudgdareduced the value of
the fund by approximately $800 million. See ItenManagement’s Discussion and Analysis of FinanC@hdition and Results of OperationsGritical Accounting Policies
and Estimates— Pension and Other Postretirement Beneditsl Note 14 for additional information regarding A'¥ pension fund.

Interest Rate Risk

TVA's interest rate risk is related primarily t@ hort-term investments, its Bonds, TVA’s swapti@amsactions, 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 balanasbfand cash equivalents for 2007 was $389 milllbthe rates
of interest that TVA received on its sheerm investments during 2007 were one percentaie loover than the rates of interest that TVA adifueeceived on these investmer
TVA would have received approximately $4 milliorsein interest from its short-term investmentsmiy2007. In addition, changes in interest ratedccaffect the value of
TVA's investments in its pension fund, asset retieat 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 borrowimgsre $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 aIMA’s outstanding long-term debt were fixed. Acdimgly, an immediate one percentage point
increase in interest rates would not have affe€d’s interest expense associated with its longrtelebt. When TVA's long-term debt matures or gdemed, however, TVA
typically refinances this debt by issuing additibioag-term debt. Accordingly, if interest ratag &igh 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 11.

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 rateschtavle created a non-cash charge to earnings &fi&igon and a
corresponding increase in Other liabilities. Doelanges in the ratemaking process, starting @ctbp2007, any charges will be recorded to a e#gny asset account until
settled.
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Currency Exchange Rate Risk

As of September 30, 2007, TVA had three issuesooid® outstanding whose principal and interest paysngre denominated in British pounds sterling. ATi$sued
these Bonds in amounts of £200 million, £250 milJiand £150 million in 1999, 2001, and 2003, repely. When TVA issued these Bonds, it hedgeditgency exchange
rate risk by entering into currency swap agreemeAtordingly, as of September 30, 2007, a 10gqr@rchange in the British pound sterlibgS. 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 egoiwloss that would occur as a result of a coursteyys nonperformance of its contractual obligaionWhere exposed to credit risk,
TVA analyzes the counterparty’s financial conditjanior to entering into an agreement, establisheditlimits, monitors the appropriateness of thia®éts, as well as any
changes in the creditworthiness of the counterpamtgn ongoing basis, and employs credit mitigati@asures, such as collateral or prepayment amzergs and master
purchase and sale agreements, to mitigate creglit ri
Credit of Customers

The majority of TVA's credit risk is limited to tcee accounts receivable from delivered power sal@sunicipal and cooperative distributor customalidocated in the
Tennessee Valley region. To a lesser extent, T8/@xposed to credit risk from industries and feldggancies directly served and from exchange p@an@ngements with a
small number of investor-owned regional utilitietated to either delivered power or the replaceré&npen positions of longer-term purchased powduel agreements.

TVA had concentrations of accounts receivable femwen customers that represented 40 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 3
Trade Accounts Receivablé As Restate(
Municipalities and Cooperative Distributor Custos
Investment Grac $ 90C
Internally Rate— Investment Grad 462
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 1
Subtota 1,43¢
Other Accounts Receivable
Miscellaneous Account 26
Provision for Uncollectible Accounts (2
Subtotal 24
Total $ 1,45¢
Note

(1) Includes unbilled power receivables of $988iar and unbilled FCA of $132 million.
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Credit of Other Counterparties

In addition to being exposed to economic loss dube nonperformance of TVA’s customers, TVA is@sgd to economic loss because of the nonperfornadrite
other counterparties, including suppliers and cexparties to its derivative contracts.

Credit of Suppliers. If one of TVA's fuel or purchased power suppliéads to perform under the terms of its contraghvil' 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 whictATAad power purchase agreements for 1,308 megaefattpacity were in bankruptcy. Each of theseigahas continued
to perform under its power purchase agreement With throughout the bankruptcy proceedings, anabithese agreements are secured with either casitens of
credit. Accordingly, TVA has not experienced aepromic or cash losses as a result of the countezpebankruptcy proceedings.

Credit of Derivative CounterpartiesTVA has entered into derivative contracts for hedgdurposes, and TVA's nuclear decommissioning &g pension fund have
entered into derivative contracts for investmenppses. 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 theiperfsnd have entered for
investment purposes defaults, the value of thesiment could decline significantly, or perhaps eeavorthless.

Credit of TVA

A downgrade in TVA's credit rating could have mééadverse effects on TVA's cash flows, result®@pérations, and financial condition and would hamrestors in
TVA securities. Among other things, a downgradel@ 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¥Kiteres
expense would reduce the amount of cash availablether purposes, which could result in the neeth¢rease borrowings, to reduce other expenseauita
investments, or to increase electricity ra

« A significant downgrade could result in TVA havitigpost collateral under certain physical and foiaihcontracts that contain rating trigge

« 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 securitiésthe secondary market, thereby hurting investoh® sell TVA securities after the downgrade
diminishing the attractiveness and marketabilitf oA Bonds.

For a discussion of factors that could lead towrdgrade in TVA's credit rating, see Item 1A, Riskdfors.
Subsequent Events
See Note 18
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES = ABOUT MARKET RISK

Quantitative and qualitative disclosures aboutkaarisk are reported in Iltem 7, Management's Dés@n and Analysis of Financial Condition and Ressof
Operations— Risk Management Activities
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

Operating revenues
Sales of electricit
Municipalities and cooperativi
Industries directly serve
Federal agencies and otl
Other revenue
Operating revenue
Revenue capitalized during pre-commercial plantaipens
Net operating revenus

Operating expense:

Fuel and purchased pow

Operating and maintenan
Depreciation, amortization, and accret
Tax equivalent:

Loss on asset impairment

Total operating expens:

Operating income

Other income

Other expens

Unrealized gain (loss) on derivative contracts,

Interest expense

Interest on debt and leaseback obligati

Amortization of debt discount, issue, and reacgjoisicosts, ne

Allowance for funds used during construction andlear fuel
expenditures

Net interest expens

Income before cumulative effects of accounting desn

Cumulative effect of change in accounting for ceiodial
asset retirement obligations

Net income

TENNESSEE VALLEY AUTHORITY
STATEMENTS OF INCOME
For the years ended September 30
(in millions)

2007 2006 2005
Restatec Restatec
7,847 7,65¢ 6,53¢
1,221 1,06t 961
112 11€ 181
14€ 142 111
9,32¢ 8,982 7,79z
(57 - -
9,26¢ 8,98: 7,79z
3,44¢ 3,342 2,60¢
2,332 2,32¢ 2,30:
1,47: 1,50(C 1,15¢
451 37€ 36E
21 14 24
7,72¢ 7,56( 6,45¢
1,54z 1,42: 1,337
73 80 61
@ @ @
41 (15) 3
1,39(C 1,40¢ 1,407
19 21 21
(177) (163) (11€)
1,232 1,26/ 1,312
4232 222 85
— (109) —
422 112 85

The accompanying notes are an integral part oktfieancial statements.
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Current assets

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

Total current asse

Property, plant, and equipment(Note 4)
Completed plan

Less accumulated depreciation

Net completed plar

Constructiorin progress

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 6)
Subtotal
Other long-term assets
Total regulatory and other long-term assets

Total assets

Current liabilities

Accounts payabl

Accrued liabilities

Collateral funds hel

Accrued interes

Current portion of leaseback obligatic

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

Current maturities of long-term debt (Note 11)
Total current liabilities

Other liabilities

Other liabilities

Regulatory liabilities (Note €
Asset retirement obligatior
Leaseback obligatior

Energy prepayment obligations
Total other liabilities

Long-term debt, net(Note 11)
Total liabilities

Commitments and contingenciegNote 15)

Proprietary capital

Appropriation investmer

Retained earninc

Accumulated other comprehensive (loss) inct

Accumulated net expense of stewardship programs

Total proprietary capital

Total liabilities and proprietary capital

TENNESSEE VALLEY AUTHORITY
BALANCE SHEETS
At September 30
(in millions)

ASSETS

LIABILITIES AND PROPRIETARY CAPITAL

The accompanying notes are an integral part oktfirancial statements.
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2007 2006
Restatec Restatec
16E 53€
15C 19¢€
1,45¢ 1,181
662 59€
2,43¢ 2,51:
38,81: 35,65:
(15,937 (15,339
22,87 20,31
1,28¢ 3,63¢
672 574
24,83: 24,42:
1,16¢ 972
3,13( 3,521
1,79C 1,787
4,92 5,30¢
37E 1,094
5,29t 6,402
33,73: 34,30¢
1,00( 89C
20t 237
157 19t
40€ 402
43 37
10€ 10€
1,42z 2,37¢
90 98t
3,42¢ 5,22¢
2,067 2,28:
83 572
2,18¢ 1,98t
1,02¢ 1,071
1,032 1,13¢
6,40( 7,052
21,09¢ 19,54«
30,92¢ 31,82¢
4,743 4,762
1,76: 1,34¢
(29 43
(3,68%) (3,672)
2,80¢ 2,48:
33,73: 34,30¢
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Cash flows from operating activities
Net income

TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CASH FLOWS
For the years ended September 30
(in millions)

Adjustments to reconcile net income to net caskigdesl by operating activitie

Depreciation, amortization, and accret
Nuclear refueling outage amortizati
Loss on asset impairme

Cumulative effect of change in accounting prite

Amortization of nuclear fue
Nor-cash retirement benefit exper
Net unrealized gain on derivative contre
Prepayment credits applied to reve
Fuel cost adjustment defer
Other, ne

Changes in current assets and liabili
Accounts receivable, n
Inventories and othe
Accounts payable and accrued liabilit
Accrued interes

Pension contribution

Refueling outage cos

Other, net

Net cash provided by operating activit

Cash flows from investing activities
Construction expenditure
Combustion turbine asset acquisitic
Nuclear fuel expenditure
Change in restricted cash and investm
(Purchases) proceeds of investme
Loans and other receivabl

Advance!

Repayment
Proceeds from sale of receivables/loans (No
Proceeds from settlement of litigati
Other, net

Net cash used in investing activiti

Cash flows from financing activities
Long-term debr

Issues

Redemptions and repurchases (Note
Shor-term (redemptions)/borrowings, r
Proceeds from call monetizatio
Payments on leaseback financ
Payments on equipment financi
Financing costs, n¢
Payments to U.S. TreasL
Other
Net cash used in financing activiti

Net change in cash and cash equival

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See Note 12 for supplemental cash flow information.
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2007 2006 2005
Restatec Restatec

422 $ 113 85
1,49z 1,521 1,17¢
86 89 10&

21 14 24

- 10¢ -

137 12¢€ 131
201 302 28¢
(42) 15 3
(10%) (10E (10%)
(150) - -
(32) 3 7
(2449 (15) (29
(98) (120) (12)
103 96 (16)
4 23 (22
(75) (75) (53
(96) (72 (122)
61 (35) (2)
1,78¢ 1,98t 1,462
(1,379 (1,370 (1,33¢
(111 - -
(203 277) (241
48 91 (207)
(44) - 33t
(16) 17) (12)
16 13 18

2 11 56

— 35 —

1 (2) 2
(1,68¢) (1,69¢) (1,18¢)
1,04C 1,13z 1,65(C
(470) (1,24)) (2,36¢)
(955) (93) 54€
- - 5
(30 (28) (29
(7) (6) (6)
(12) (14) 17
(40) (38) (36)

— (1) —
473 (289) (255)

(371 ) 19

53€ 53€ 51¢

165 $ 53€ 53€

The accompanying notes are an integral part oktfieancial statements.
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL
For the years ended September 30

(in millions)

Accumulated Other

Accumulated

Net Expense of

Appropriation Retained Comprehensive (Loss Stewardship Comprehensive
Investment Earnings Income Programs Total Income
Balance at September 30, 2004 $ 4,80 $ 1,16z $ 52 $ (3,649 $ 2,26¢
$

Net income (loss - 98 - (13) 85 85
Return on Power Facility Appropriation
Investmen - (16) - - (26) -
Accumulated other comprehensive income (N
9) - - 79 - 79 79
Return of Power Facility Appropriation
Investment (2C) — — — (20) —
Balance at September 30, 2005 4,788 1,24¢ 27 (3,66%) 2,392 $ 164
Net income (loss) (as restate - 12z - (10) 112 $ 11z
Return on Power Facility Appropriation
Investmen - (28) - - (28) -
Accumulated other comprehensive income (N
9) - - 16 - 16 16
Return of Power Facility Appropriation
Investment (20) — - — (20) —
Balance at September 30, 2006 (as restate 4,762 1,34¢ 43 (3,672) 2,48: $ 12¢
Net income (loss) (as restate - 434 - (11) 42 $ 42¢
Return on Power Facility Appropriation
Investmen: - (20) - - (20) -
Accumulated other comprehensive (loss) (No
9 and 14 - - (62 - (62 (62
Return of Power Facility Appropriation
Investment (20) — - — (20) —
Balance at September 30, 2007 (as restated) $ 4,747 $ 1,76 $ (19 $ (3,689 $ 2,80¢ $ 361

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 whollywned corporate agency and instrumentality of theédd States. TVA was created by the U.S. Congre$833
by virtue of the Tennessee Valley Authority Actl®f33,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, provideldtyniial 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 stewardshipredine use; and water
supply for power plant operations, consumer usgeedion, and industry.

Substantially all TVA revenues and assets arebatimble to the power program. TVA provides powemiost of Tennessee, northern Alabama, northeakstisissippi.
and southwestern Kentucky, and in portions of reritGeorgia, western North Carolina, and southwesaf&ginia 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 reguan on, the governmestappropriation investment in TVA power faciliti
(the “Power Facility Appropriation Investment”).ntil 2000, most of the funding for TVA'’s stewardglprograms was provided by congressional appropnist These
programs are now funded with power revenues, eXoegertain stewardship activities that generatgous revenues and user fees. These activili@®deto stewardship
properties do not meet the criteria of an operasiegment pursuant to Statement of Financial Acdogr8tandard (“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 W& Board of directors (“TVA Board”) as authorizegl the TVA Act. The TVA Act requires TVA to chargates for power that will
produce gross revenues sufficient to provide fundeperation, maintenance, and administratiotsopower system; payments to states and countiesuinf taxes; debt servi
on outstanding indebtedness; payments to the Uegstiry in repayment of and as a return on the PBality Appropriation Investment; and such agtditl 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 &wsd® 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 vestethia TVA Board by the TVA Act meets the “self-regtdd” provisions of SFAS No. 71Accounting for the Effects of Certain Types
of Regulation.” In addition, TVA meets the remaining criteria the application of SFAS No. 71 because (1) T¥Agulated rates are designed to recover its cbgtoviding
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 recordgaa assets and liabilities that result from tegulated ratemaking process that would not be decbunder generally
accepted accounting principles (“GAAP”) for non-négged entities. Regulatory assets generally sgmteincurred costs that have been deferred besagbkecosts are probable
of future recovery in customer rates. Regulat@yilities generally represent obligations to madinds 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 asseskether the regulatory assets are probabldaurfuecovery by consideril
factors such as applicable regulatory changesnpatédegislation, 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.
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If future recovery of regulatory assets cease®tprbbable, TVA would be required to write-off teests. Any asset write-offs would be requiredeaecognized in earnings
in the period in which future recovery ceases tptubable.

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 etsis®d liabilities and disclosure of contingersieés 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 th& #fi@ncial statements to conform to the 2007 ab@bpresentation.

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 salekeofrieity of approximately
$22 million and $23 million for 2006 and 2005, resfively, are now included in Other revenue. Aiddially, certain items previously considered revefram Other revenue
were reclassified as Other income. These itemsa@trdirectly associated with revenue derived figettric operations but are associated with theadjpe 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 ineDithcome. Additionally, certain TBeER REVENUE related to income derived from electric operatias recorded net of relat
expenses. Expenses of $15 million for 2005 haws beclassified from Other revenue to Operatingeesps.

TVA has certain service organizations which provid@intenance and testing services to customersihgitte and outside of TVA. For 2005, the excdssst
recovery over actual cost and services providéMA organizations of $12 million has been reclassiffrom Other income to Operating expense.

Subsequent to 2005, certain financing chargeseat leaseback obligations were recorded RER@NING AND MAINTENANCE expense. Beginning with 2006, these
financing charges are classified as interest ex@peRseviously reported financing charges of apipnakely $51 million for 2005 are now included irtérest on debt and
leaseback obligations.

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 sedesitmature within three months from the originatedaf 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 counterpartya€cordance with certain credit terms includethenswap agreement, which resulted in the fundsgbeiported in Restricte
cash and investments.
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Accounts Receivable
Accounts Receivable Accounts receivable primarily consist of amouwhie from customers for power sales. The tablevbelmmarizes the types and amounts of
receivables (see Note 2):

Accounts Receivable
As of September 3

2007 2006
As Restate( As Restatet
Power receivables bille $ 31€ $ 302
Power receivables unbille 98¢€ 832
Fuel cost adjustments unbilled 132 -
Total power receivables 1,434 1,13¢
Other receivable 26 56
Allowance for uncollectible accounts (2) (10)
Net accounts receivab $ 1,45¢ $ 1,181

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 arramgents after 90 days. TVA's corporate credit depant is consulted to assess the financial comditfocustomers and the
credit quality of the accounts. The allowanceunocollectible accounts was $2 million and $10 milliat September 30, 2007 and 2006, respectivalgdoounts receivable and
$15 million at both September 30, 2007 and 2006ldans receivable.

Revenues

Revenues from power sales are recorded as powlefiv@red to customers. In addition to power saiesiced and recorded during the month, TVA accrestémated
unbilled revenues for power sales provided to custs for the period of time from the end of thetoneer's billing cycle to the end of TVA's accountiperiod. Components of
the unbilled revenue include estimated wholesalgenreadings at the applicable rates and salesoafss generation at market rates. These compocemtfuctuate as a result
a number of factors including weather, generatiattepns, and other operational constraints. Thaeseifs can be unpredictable and can vary from fidstictrends. Exchange
power sales are presented in the accompanyingn®tats of Income as a component of Sales of elé@gtfiederal agencies and other. Exchange powessake sales of excess
power after meeting TVA native load and direct servequirements. (Native load refers to the custsrme whose behalf a company, by statute, franchéggilatory
requirement, or contract, has undertaken an oligat 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 itsiserarea. Because these amounts were intendeddddture costs, they were originally deferred asgulatory liability. The
funds were based on a predetermined rate applielttricity sales approved as part of TVA's 200iéigpet. Collections for 2007 amounted to $76 millidgtollowing the
purchase of two combustion turbine facilities, thémds were applied as credits to Completed padtare reflected on the September 30, 2007, Bal@heet. 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 wheassets were placed into service. The resenfature generation was not extended beyond 2007.
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Inventories

Certain Fuel, Materials, and SuppliesCoal, oil, limestone, tire-based fuel inventeriand materials and supplies inventories are dalséng an average unit cost
method. A new average cost is computed after gaclBaction and inventory issuances are priceldesliatest moving weighted average unit cost. At&aber 30, 2007 and
2006, TVA had $316 million and $270 million, respeely, in fuel inventories and $317 million and&®@million, respectively, in materials and suppii@gentory.

Allowance for Inventory Obsolescenc@ VA reviews supply and material inventories layegory and usage on a periodic basis. Each agtegassigned a probability
of becoming obsolete based on the type of matendlhistorical usage data. Based on the estinvalee of the inventory, TVA adjusts its allowance inventory
obsolescence. The allowance for surplus and otesimieentory was $43 million and $38 million at S&pber 30, 2007 and 2006, respectively.

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 opgraiipense based on tons of sihd NO, emitted. NQ_ _emission allowances are used only during the ozeason, which
occurs from May through September. Allowances g@to TVA by the Environmental Protection AgentifRA”) are recorded at zero cost.

Property, Plant, and Equipment, and Depreciation

Additions to plant are recorded @dtc which includes direct and indirect costs am@léowance for funds used during construction (UXFC"). Beginning in 2008,
TVA will continue to capitalize a portion of curreinterest costs associated with funds investadadst nuclear fuel inventories, but interest on Rimyested in construction
projects will be capitalized only if (1) the expedttotal cost of a project is $1 billion or morelg@) the estimated construction period is at l&aste years. The cost of current
repairs and minor replacements is charged to dpgrakpense. Nuclear fuel inventories, which astuded in Property, plant, and equipment, are \hluging the average cost
method for raw materials and the specific ideraificn method for nuclear fuel in a reactor. Anmation of nuclear fuel is calculated on a unitgodduction basis and is
included in fuel expense.

TVA accounts for its properties using the compos@svention of accounting. Accordingly, the origlicost of property retired, together with remosasts less salvag
value, is charged to accumulated depreciation. ré@sgtion 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 2.90 percent for 2007, 3.17 percent f@62@nd 3.33 percent for
2005. Depreciation rates by asset class are lasvil

TVA Property, Plant, and Equipment Depreciation Raes
As of September 3

2007 2006 2005
As Restatel As Restatel
Asset Class (percent)
Nuclear 2.2¢ 3.0C 3.4C
Coa-Fired 3.5¢ 3.5% 3.5%
Hydroelectric 1.82 1.7¢ 1.7¢
Combustion turbine/diesel generat 4.7C 4.54 4,58
Transmissiot 2.5% 2.57 2.52
Other 7.0 6.2€ 5.6C

Depreciation expense for the years ended SepteB®h@007, 2006, and 2005, was $1,048 million, $1 @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 dephge life of five years.
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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 nuf 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”), andctear fuel contractors have entered into agreements
providing for surplus highly enriched uranium tolidended with other uranium down to a level th&iva$ the blended uranium to be fabricated into that 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 interagergneament between TVA and DOE, DOE supplies off-Sjeation, highly enriched uranium materials to tygpropriate third party
fuel processors for processing into usable fuelfdA. In exchange, DOE will participate to a degjiie the savings generated by TVA'’s use of thisdézl nuclear fuel. Over
the life of the program, TVA projects that DOE’sash of savings generated by TVA's use of this béehduclear fuel could result in future payment®@E of as 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 imrllrelated to the
portion of the ultimate future payments estimateté attributable to the BLEU fuel currently in usst September 30, 2007, this obligation was $Bioni

The third party fuel processors diva conversion and processing facilities and weil&in title to all land, property, plant, and equgnt used in the BLEU fuel
program. In accordance with the requirements @FE\o0. 01-08;'Determining Whether an Arrangement Contains a leedsind SFAS No. 13Accounting for Leases,”
however, TVA recognized a capital lease asset angsponding lease obligation related to amourit apayable to a third party fuel processor. dwtting recognition of th
capital lease asset and obligation recharactesiza@isulted from contract modifications to the pxésting fuel fabrication contract.

During the quarter ended March 31, 2005, TVA reedrd capital lease asset of $60 million comprideg28 million of contract payments made beforeldsse was
recharacterized as a capital lease and $37 mili@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 Z2nd 2006, respectively.

Investment Funds
Investment funds consist primarifytrast funds designated to fund nuclear decommiisag requirements (see Note 15Gentingencies — Decommissioning Cgsts
asset retirement obligations (see Note Psset Retirement Trugtand the supplemental executive retirement pi@8ERP”). See Note 14 -Supplemental Executive Retirement
Plan. Decommissioning funds and SERP funds, whiclckssified as trading, are invested in portfolibsexrurities generally designed to earn returiméwith overall
equity market performance. Asset retirement fumdsch are classified as trading, are investecbmmingled funds designed to earn returns in lint 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 $ 79 % 80
Intangible asset related to pension prior sereisi - 28C
Valuation of currency swayj 28C 24¢€
Valuation of commodity contracts 16 487
$ 37t $ 1,09¢
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For additional information on the components of @tlong-term assets, see Note 1AHewance for Uncollectible AccountdNote 10 —Overview of Accounting
Treatment, Commodity Contrace)dSwaps Note 13 —Loans and Other Long-term Receivabl@sgd Note 14 —Pefined Benefit Pension Plan — Components of Ridher
Postretirement Benefi— Components of Other Postretirement Benefitd Supplemental Executive Retirement Plan.

Energy Prepayment Obligations

During 2002, TVA introduced an enepyepayment program, the discounted energy utit&\y”) program. Under this program, TVA customesuld purchase
DEUs generally in $1 million increments, and eadtlDentitles the purchaser to a $0.025/kilowatt-hdiscount on a specified quantity of firm power pageriod 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 duerupiling.

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 revenueeatrigity is delivered to customers, based on #tie iof units of kilowatt-hours delivered to totalits of kilowatthours unde
contract. As of September 30, 2007, $25.9 millas been applied against power billings on a cutiel®asis during the life of the program, of whimber $5.6 million was
recognized as noncash revenue during 2007, 20062G0b5.

In 2004, TVA and its largest customer, Memphis ttjgbas, and Water Division (“MLGW?"), entered into anergy prepayment agreement under which MLGWgidep
TVA $1.5 billion for the future costs of electrigito be delivered by TVA to MLGW over a period @ months. TVA accounted for the prepayment asumesl revenue and
reporting the obligation to deliver power undesthirangement as Energy prepayment obligation<€anent portion of energy prepayment obligationglenSeptember 30,
2007 and 2006, Balance Sheets. TVA expects t@réze approximately $100 million of noncash reveitueach year of the arrangement as electricitelsrered to MLGW
based on the ratio of units of kilowatt-hours deted 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 ootlmse
health insurance. Consulting actuaries assist Tdetermining certain liabilities for self-assumadims. TVA recovers the costs of losses thropgiver rates and through
adjustments to the participants’ contributionshieitt 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 15—
Contingencies — Nuclear Insurance

TVA does not currently purchase commercial genl@hllity, auto liability, or workers’ compensatiansurance. TVA recovers the costs of losses tiinquower
rates. The Federal Employees’ Compensation Aceégovliability to employees for service-connectejdries.

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 insurancectviprovides coverage for its directors and officarisject to the terms and conditions of the policy.

Sale of Receivables/Loans
During 2007, TVA sold $2 million of receivablespr such that TVA did not recognize a gain or losshe sale. These receivables were from a povstoer and
were related to the construction of a substatibime proceeds from the sale of these receivablemeeled in the Cash Flow Statement under thei@afitash flows from
investing activities.
During 2006, TVA sold $22 million of receivablesgr 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 psjethe proceeds from the sale of these receivabéemcluded in the Cash
Flow Statement under the caption Cash flows fromesting activities.
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TVA did not retain any claim on these receivablelsl sand they are no longer reported on TVA's Ba&Bheets.
Asset Retirement Obligations

In accordance with the provisions of SFAS No. 48¢counting 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 5

Based on updating assumptions in the engineerudiest annually in accordance with NRC requiremeetgsions to the amount and timing of certain v
estimates of nuclear asset retirement obligatioag be 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 satisfyrétated obligation, discounted at the credit stgitl rate of interest in effect at
the time the liability was actually incurred orgirially accrued, and subsequently modified to cgmyith SFAS No. 143. Earnings from decommissiorfungd investments,
amortization of the decommissioning regulatory gss&d interest expense on the decommissioninditiabre deferred as a regulatory asset. See Wbte-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 recognition of additionakasetirement obligations as described in SFASIM8,“Accounting for Asset Retirement Obligations.SFAS No. 143
became effective for TVA at the beginning of 20@ee Note 5. On September 30, 2006, TVA begaryeqgpthe guidance of Financial Accounting Standddard (“FASB”)
Interpretation (“FIN”) No. 47 Accounting for Conditional Asset Retirement Obligas—an Interpretation of FASB Statement No. 14%&e Note 5 for the effects of applying
this interpretation.

Capitalized Revenue During Pre-Commercial Plant @fiens

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

Discounts on Sales
TVA'’s DEU program (see Note 1 -Energy Prepayment Obligation®llows 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 whitthe 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 fooha 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 tiverage interest rate of TVA's outstanding debt.e BHowance is applicable to construction in pregrand 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 beitafzed only if (1) the expected total cost ofrajpct is $1 billion or more and (2) the estimatedstruction period is at least
three years.
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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 primarityréaed over five years. TVA capitalized costss@2 million in 2007 and $2 million in 2006 relatiedan enterprise
management project. Software costs that do not oagstalization 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 ereffigyency), technologies related to generatias$il, nuclear, and hydro), and environmental tetdgies. During 2007, 2006,
and 2005 research and development costs of $2mi$20 million, and $21 million, respectively, eexpensed and included in the Statements of Iaamaption 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 ofierss and in which TVA has acquired power propertie
previously subject to state and local taxatione @mount of these payments is five percent of gmsgsnues from sale of power during the precedesy,yexcluding sales or
deliveries to other federal agencies and off-systates with other utilities, with a provision foimmum payments under certain circumstances.

Impairment of Assets

TVA evaluates long-lived assets for impairmentdéaadance with the provisions of SFAS No. 14¥;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 7

Impact of New Accounting Standards and Interpreteti

Accounting Changes and Error Correctionis May 2005, FASB issued SFAS No. 154¢counting Changes and Error Corrections — a reggeanent 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 impradecabtrospective
application to prior periods’ financial statemeafchanges in accounting principles. If it is irapticable to determine the period-specific eff@ftan accounting change on one
or more individual prior periods presented, thaestnent requires that the new accounting prindplapplied to the balances of assets and liakilégeof 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.
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Accounting for Planned Major Maintenance Activitie®©n September 8, 2006, FASB released FASB StatiBo (“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 appropraxiegh The following accounting methods are motgrof
employed/permitted: direct expensing method; boilbverhaul method; or deferral method. The guidancahis FSP is applicable to entities in all istties and must be applied
to the first fiscal year beginning after Decemb®&y 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 Measurementsn September 2006, FASB issued SFAS No. 1B&ir Value Measurements.This standard provides guidance for using fair @atu
measure assets and liabilities that currently redfiair 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 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 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 #eatfair 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. 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
certain modifications to FASB Interpretation No, 39ffsetting of Amounts Related to Certain Contrdtfshis FSP replaces the terms “conditional contraatsf “exchange
contracts” with the term “derivative instruments’@efined in SFAS No. 133Accounting for Derivative Instruments and HedgiAgtivities.” The FSP also permits a reporting
entity to offset fair value amounts recognizedtfa right to reclaim cash collateral (a receivabledhe obligation to return cash collateral (aglag) against fair value amounts
recognized for derivative instruments executed Withsame counterparty under the same mastergettiangement. The guidance in the FSP is effeftivfiscal years
beginning after November 15, 2007, with early apgtion permitted. At this time, TVA is evaluatitfte 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 &B-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 obligati@sletermine 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.
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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 millicch $464 million, respectively. On September 3@M72ahe unrecognized prior service costs and ugrgzed gains and
losses were recognized as components of accumutited comprehensive income which were then reifiedso and recorded as components of a regulaesgt related to
TVA's unfunded benefit plans. TVA did not haveyamrecognized transition obligation losses. Apt8eber 30, 2007, TVA's unfunded benefit plansutatpry
asset included unamortized prior service costsuamraginortized net actuarial losses of approximat8B0$million and $143 million, respectively, relatedpensions and other
postretirement benefits.

Rate-regulated entities may recognize regulatasgtasor liabilities as a result of timing differesdetween the recognition of costs, as recorddd$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 anillielated to the defined benefit pension and ptisgment plans for amounts that would otherwisehsrged to accumulated
other comprehensive income under SFAS No. 158. Ne¢e 14.

2. Restatement

The accompanying financial statements as of SepgeB® 2007 and 2006, and for each of the two yisrs ended have been restated. TVA determinedhbahetho
implemented to estimate unbilled revenues in SepéerR006 had resulted in errors in unbilled revegmesented in TVA's financial statements for trseéil years ended
September 30, 2006, and 2007, and the quarteriggzeended December 31, 2006, March 31, 2007, 3002007, December 31, 2007, and March 31, 200&reTwas no effe
on periods prior to the three months ended Septe8)e€2006.

Under TVA's end-use billing arrangements with itstdbutor customers (“distributors”), TVA reliesdhe distributors to report their ende sales. Because of the de
between the wholesale delivery of power to theritiistor and the report of end-use sales to TVA, TMAst estimate the unbilled revenue at the endcif éinancial reporting
period. In September 2006, TVA implemented a changeethodology for estimating unbilled revenue ééctricity sales which resulted in an increas#282 million in
unbilled revenue (2.6 percent of operating reveroie2006.

The estimation process implemented in Septembes Aflized the distributors’ average rates and stimeate of the number of days of revenue outstanttirreflect the
delay in reporting the end-use sales to TVA (“daytstanding”). The number of days outstanding eexsved using a procedure similar to a cross-catiat calculation that
compared the monthly retail load to the monthly {gkale load. The intent was to reflect in the Uediestimate the end-use sales that would be tegdinat month by
distributors plus any remaining sales that woultiereported until the following month due to teday between wholesale delivery and end-use rieyort

TVA has determined that the process implemente@kjptember 2006 overestimated the days outstaaditighat this overestimation resulted in an emaecording
unbilled revenue and unbilled receivable. The jmew unbilled process also failed to consider theual true-up of each distributor’s reported disttion losses. The annual
true-up reconciles total end-use kilowatt-hour (‘/sales and revenue reported by each distributibr the kWh sales recorded for each distributoriadlesale.

TVA has used a new process for estimating unbiéaenue for 2006 and 2007. This process carries anly the portion of sales from the distributarigter read date
to the month-end. Those sales along with the curmemth sales are then priced at rates based d¢ndéstcibutor’'s customer and product mix. Additdly, the true-up
component has been added to the unbilled calcualédioeflect any timing differences that occur betw the retail and wholesale billing cycles. Duéhe new process, an
adjustment was made to increase revenue in 2087 ®ynillion and to decrease revenue by $200 mililp2006.

The restatement of unbilled revenue also affectéd’s fuel cost adjustment (“FCA”) calculation. THeCA is a mechanism by which TVA collects the diregst of
fuel used in its generating facilities and also¢hergy costs of purchased power used to servernestpower demand. Implementation of the FCA aszlim October 2006 as
a joint effort between TVA and its customers. Tioal of the FCA is timely recovery of fuel-relatexpenses to reduce the volatility driven by fued anrchased power
markets. Under TVA’'s FCA methodology, adjustmentsates are based primarily on the difference betwforecasted and actual expenses for the upcajerger as well as
the difference between forecasted and actual reagefur the upcoming quarter. Because the FCA adprsts are forward-looking, there is typically &etience between what is
collected in rates and what actual expense iszezhlbver the course of the quarter. This diffeeeisadded to or subtracted from a deferred acamuiitVA's balance sheet.
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The restatement of unbilled revenue changed TVéredasted revenues, and since forecasted revereiasvajor component of the FCA calculation, thande in
forecasted revenues required a restatement ohtioarats in TVA's deferred FCA account. In the Onigji 10-K, TVA reported a FCA deferred balance dd%illion at
September 30, 2007, which was restated to a defeakance of $150 million. Of the $150 million, $d#llion is a deferred asset and $132 million suarent receivable.

The unbilled revenue error also affected the appba of distributor prepayments. The balance endtstributors’ unbilled accounts receivable iseffby a reduction in
the advance collections of those distributors wlakenprepayments for their power. As a result ofctigenge in unbilled revenue, the balances in tidlad receivable and
advance collections accounts were also adjustesla@ijustment related to distributor prepaymentsriwadffect on the account balances as of Septe8th&t007, and increased
the balance in the receivable and advance collestccounts by $1 million as of September 30, 2006.

TVA has evaluated these errors and determinedhlkeampact was an overstatement of net incomehffiscal year ended September 30, 2006, and agrstatement
of net income for the fiscal year ended Septembe2B807. The changes to the financial statement$ asfor the respective years primarily invohaounts receivable and
retained earnings on the balance sheets, and oyeravenues and net income on the statementgofria. The errors and restatements have no impamsinand cash
equivalents.

In addition to the unbilled revenue and FCA adjwestts, there were certain miscellaneous items tkeag wreviously deemed to be immaterial by managemikeich
have been corrected in the period in which theyevigentified. Summary restatements tables areepted below. References in the “Note” column cgoesl to lines on the
Statements of Income and Balance Sheets followiage tables. Accordingly, previously reported ant®are being restated to properly reflect the aeting for these items as
follows:

Statements of Income
Summary of Restatements

Description of Adjustment 2007 Note 2006 Note
Operating revenue Unbilled revenue adjustmer $ 73 $ (200)
Reclassification of expenses previously netted watfenue 9 8
107 106
82’ (192 *
Operating expense Fuel cost adjustmel 46 -
Write off of construction projeci 5) 5
Capitalization of construction projec (8) 8
Financing cost interest reclassificat (48) (49
Reclassification of expenses previously netteth wevenue i3 26
Additional legal expens 3 -
Intracompany charges reclassification — (12)
107 106
32 (22) 2
Operating incomi 79 (170
Other income Additional legal reserv 3 3
Reclassification of other income previously repdras
revenue 6 18
Intrarcompany charges reclassification — (12)
107 106
93 33
107 106
Interest expense Financing cost interest reclassification 48 * 49 *
Net income $ 40 $ (21€)
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Accordingly, previously reported amounts are be®gjated to properly reflect the accounting fosthi¢ems as follows:

Current assets
Accounts receivabl
Accounts receivabl
Accounts receivabl
Inventories and other

Property, plant, and equipment
Accumulated depreciatic
Construction in progres
Construction in progress

Regulatory and other lon¢-term assets

Regulatory asse
Regulatory asse
Other long-term assets

Total restatement of assets

Current liabilities
Accrued liabilities
Accrued liabilities
Accrued liabilities
Accrued liabilities
Accrued liabilities
Accrued liabilities

Other liabiliites

Other liabilities

Total restatement of liabilities

Proprietary capital
Retained earninc
Retained earninc
Retained earninc
Retained earninc
Retained earninc
Retained earninc
Retained earnings

Total restatement of liabilities and
proprietary capital

Balance Sheets
Summary of Restatements

Description of Adjustment 2007 Note 2006 Note
Unbilled revenue adjustmer $ (227) $ (199
Swap asset reclassificati - 21
Fuel cost adjustmen 132 -
Derivative reclassification — 22
BO7- BOE-
5 1 (156 *
Capitalization of construction projec 8
Write off of construction project - 5)
Unrecorded software liability 4 —
BO7- BO6-
4 2 13 ?
Fuel cost adjustmen 279 -
Derivative reclassificatio - (22
Swap asset reclassification — (21)
BO7- BO6-
@7y 3 (43 3
$ 170 s (1
Derivative reclassificatio $ = $ 22
Legal reserve adjustme — 3
Unbilled revenue adjustmer - 1
Fuel cost adjustmen Q)
Unrecorded software liabilit 4 -
Legal expense adjustment 3 —
BO7- BOE-
6 * 26 ¢
BOE-
Derivative reclassificatio - (22) °
6 4
Write off of construction project 4 4)
Legal reserve adjustme 4 4)
Derivative reclassificatio 8 8
Unbilled revenue adjustmer 73 (200)
Fuel cost adjustmen (46) -
Legal expense adjustme (©)] -
Beginning retained earnings adjustment (216) —
BO7- BOE-
(17¢) ° (21€¢) °©
$ (170 $ (212)
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Statements of Income

The following table summarizes the statements ofnime for the periods indicated, giving effect te testatement adjustments described above and rsip@neviously

reported amounts and restated amounts for the peded September 30, 2007, and 2006.

Statement of Income

2007 2006
As As
Previously Increase As Previously Increase As
Reported (Decrease Note Restated Reported (Decrease Note Restated

Operating revenues
Sales of electricit

Municipalities and cooperativi ~ $ 7,774 73 $ 7847 % 7,85¢ (200 $  7,65¢

Industries directly serve 1,221 - 1,221 1,06t - 1,06t

Federal agencies and otl 112 - 112 11€ - 11€
Other revenue 137 9 14€ 13E 8 142
Operating revenue 9,241 82 9,32¢ 9,17¢ (292) 8,98:
Revenue capitalized during pre-
commercial plant operations (57) — (57) — — —
Net operating revenut 9,187 g2 17t 9,26¢ 9,17¢ (192) ¢t 8,08:
Operating expenses
Fuel and purchased pow 3,382 67 3,44¢ 3,33¢ 9 3,342
Operating and maintenan 2,38z (50) 2,33z 2,372 (44) 2,32¢
Depreciation, amortization, and
accretion 1,481 (8 1,47: 1,49: 8 1,50C
Tax equivalent: 452 (D) 451 37€ - 37¢€
Loss on asset impairment 26 (5) 21 9 5 14
Total operating expens: 7,725 3 102 7,72¢ 7,582 (22) €2 7,56(
Operating income 1,46 79 1,54:% 1,59: (170) 1,42:
Other income 64 g 1073 72 77 3 13 80
Other expens ) - 2 ) - 2
Unrealized gain/(loss) on derivativ
contracts, ne 41 - 41 (15) - (15)
Interest expense
Interest on debt and leaseback
obligations 1,34z 48 1,39( 1,357 49 1,40¢
Amortization of debt discount, isst
and reacquisition costs, r 19 - 19 21 - 21
Allowance for funds used during
construction and nuclear fuel
expenditures (177) — (177) (163) — (169)
Net interest expens 1,18¢ 48 1074 1,23 1,21¢ 49 1063 1,26¢
Income before cumulative effects
accounting changes 382 40 42¢ 43¢ (216) 227
Cumulative effect of change in
accounting for conditional

asset retirement obligations — — — (10€) — (109)
Net income $ 38 $ 40 $ 42:  $ 32¢ (21€) $ 112
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Balance Sheets

The following table sets forth the balance shestisig effect to the restatement and other adjustsxdascribed above and showing previously repatedunts and
restated amounts as of September 30, 2007, and 2006

Balance Sheets

2007 2006
As As
Previously Increase As Previously Increase As
Reported (Decrease) Note Restated Reported (Decrease) Note Restated

ASSETS
Current assets
Cash and cash equivalel $ 165 $ - $ 165 $ 53€ $ - $ 53€
Restricted cash and investme 15C - 15C 19¢ - 19¢
Accounts receivable, n 1,45: 1,45¢ 1,35¢ (17¢) 1,181
Inventories and other 665 665 57€ 22 59¢
Total current asse 2,431 5 Bo7l 2,43¢ 2,66¢ (15€) B 2,51¢
Property, plant, and equipment(Note 4)
Completed plan 38,81 - 38,81: 35,65: - 35,65:
Less accumulated depreciation (15,937) — (15,937 (15,33)) (8) (15,339
Net completed plar 22,87« - 22,87« 20,32: 8 20,31
Construction in progres 1,282 4 1,28¢ 3,53¢ 5) 3,53¢
Nuclear fuel and capital leas 672 — 672 574 — 574
Total property, plant, and equipment, 24,82t 4 BOT2 24,83: 24,43: (13 B2 24,42:
Investment funds 1,16¢ - 1,16¢ 972 - 972
Regulatory and other long-term assets
Deferred nuclear generating ur 3,13( - 3,13( 3,521 - 3,521
Other regulatory assets (Note 6) 1,96¢ (179) 1,79( 1,80¢ (22) 1,78i

Subtotal 5,09¢ 179 4,92( 5,33( (22 5,30¢
Other long-term assets 37E — 37E 1,11 (21) 1,094
Total regulatory and other long-term asset: 5,47¢ (17g) B2 5,29t 6,44F (43) Boes 6,402
Total assets $ 33,90: $ (170) $ 3373 $ 34,52( $ (212) $  34,30¢
LIABILITIES AND PROPRIETARY
CAPITAL
Current liabilities
Accounts payabl $ 1,00C $ - $ 1,00C $ 89C $ — $ 89C
Accrued liabilities 19¢ 6 20t 211 26 237
Collateral funds hel 157 - 157 19t - 19t
Accrued interes 40€ - 40€ 408 - 40¢
Current portion of leaseback obligatic 43 - 43 37 - 37
Current portion of energy prepayment
obligations 10€ - 10€ 10€ - 10€
Shor-term debt, ne 1,42z - 1,42z 2,37¢ - 2,37¢
Current maturities of long-term debt (Note
11) 9C — 90 98E — 98¢
Total current liabilities 3,42¢ g "0 3,42¢ 5,20¢ 26 B0 5,22¢
Other liabilities
Other liabilities 2,067 - 2,067 2,30t (22) 2,28:
Regulatory liabilities (Note € 83 - 83 57¢ - 57&
Asset retirement obligatior 2,18¢ - 2,18¢ 1,98t - 1,98t
Leaseback obligatior 1,02¢ - 1,02¢ 1,071 - 1,071
Energy prepayment obligations 1,032 — 1,032 1,13¢ — 1,13¢
Total other liabilities 6,40( - 6,40( 7,07¢ (22) B® 7,052
Long-term debt, net(Note 11) 21,09¢ — 21,09¢ 19,54« — 19,54«
Total liabilities 30,92: 6 30,92¢ 31,82: 4 31,82t
Commitments and contingenciegNote 15)
Proprietary capital
Appropriation investmer 4,74% - 4,74% 4,76: - 4,76%
Retained earninc 1,93¢ (17¢€) 1,76: 1,56¢ (21€) 1,34¢
Accumulated other comprehensive (loss)
income (29 - (29) 43 - 43
Accumulated net expense of stewardship
programs (3,687%) — (3,687) (3,672) — (3,672)




B07-5 B06-6

Total proprietary capital 2,98( (17€)

2,80¢ 2,69¢ (216 2,48¢

Total liabilities and proprietary capital $ 33,90: $ (170) $ 3373 % 34,52( $ (212 $  34,30¢
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Statements of Cash Flows

The following table summarizes the statements shdbws for the periods indicated, giving effectie restatement adjustments described abovehandrg

previously reported amounts and restated amounthéoyears ended September 30, 2007, and 2006.

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net ca
provided by operating activitie
Depreciation, amortization, and accret
Nuclear refueling outage amortizati
Loss on asset impairme
Cumulative effect of change in accounting
principle
Amortization of nuclear fue
Nor-cash retirement benefit exper
Net unrealized gain on derivative contre
Prepayment credits applied to reve
Fuel cost adjustment defer
Other, ne
Changes in current assets and liabili
Accounts receivable, n
Inventories and othe
Accounts payable and accrued liabilit
Accrued interes
Pension contribution
Refueling outage cos
Other, net
Net cash provided by operating activit

Cash flows from investing activities
Construction expenditure
Combustion turbine asset acquisitic
Nuclear fuel expenditure
Change in restricted cash and investm:
(Purchases) proceeds of investme
Loans and other receivabl

Advance:

Repayment
Proceeds from sale of receivables/loans (No
Proceeds from settlement of litigati
Other, net
Net cash used in investing activiti

Cash flows from financing activities
Long-term debr

Issues

Redemptions and repurchases (Note
Shor-term (redemptions)/borrowings, r
Proceeds from call monetizatio
Payments on leaseback financ
Payments on equipment financi
Financing costs, n¢
Payments to U.S. TreasL
Other

Net cash used in financing activiti

Net change in cash and cash equival
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of period

Statement of Cash Flow:

2007 2006
As Previously Increase As Previously Increase
Reportec (Decrease Restate( Reportec (Decrease Restate(

382 $ 40 $ 42 3 32¢ 3 (21¢) 113
1,50¢ (8) 1,492 LGS 8 1,521
86 — 86 89 — 89

26 (5) 21 9 5 14

- - - 10¢ - 10¢

137 - 137 12¢ - 12¢
201 - 201 302 - 30z
(41) - (41) 15 - 15
(10%) — (10%) (10%) — (10%)
(197) 47 (150 - - -
(31 - (31 () 4 (©)
(72 (72 (144) (214 19¢ (15)
(98) = (98) (220 - (220
80 23 108 12t (29) 96

4 - 4 23 - 23
(79) - (79) (79) - (79)
(96) - (96) (72) - (72)
61 — 61 (35 — (35
1,76% 25 1,78¢ 2,014 (29) 1,98¢
(1,30¢) (73 (1,379 (1,399 29 (1,370
(117) - (113) - - -
(251) 48 (20%) (277) - (277)
48 - 48 91) - 91)
(44) — (44) — — —
(16) - (16) 7 - a7
16 - 16 13 - 13

2 - 2 11 - 11

- - - 35 - 35

1 - 1 @ - @)
(1,661 (25) (1,68¢€) (2,727 29 (1,69¢)
1,04C - 1,04C 1,132 - 1,132
(470 — (470 (1,240 — (1,240
(95%) - (95%) (93) - (93)
(30) - (30) (28) - (28)
(7 - (7 (6) - (6)
(11 - (11 () - (14
(40) - (40) (39) - (39)

- - - @ - @)
(473 - (473) (28¢9) - (28¢9)
(371) - (371) @) - (2
53€ — 53€ 53¢ — 53¢
165 $ - 3 165 $ 53¢ $ = 53€
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Statements of Changes in Proprietary Capital

The following table summarizes the statementshafiges in proprietary capital for the periods iatkd, giving effect to the restatement adjustméassribed above
and showing previously reported amounts and resgteounts for the years ended September 30, 26672@06.

Statements of Changes in Proprietary Capital

Accumulated
Accumulated Other Net Expense of

Appropriation Retained Comprehensive (Loss Stewardship Comprehensive
Investment Earnings Income Programs Total Income

Balance at September 30, 20C $ 4,78: g 124 ¢ 27 ¢ (3,662 g 2,39 $ 164
Net income (loss - 33¢ - (10) 32¢ % 32¢
Return on Power Facility Appropriation
Investmen - (18) - - (18) -
Accumulated other comprehensive inco - - 16 - 16 16
Return of Power Facility Appropriation
Investment (20) — — — (20) —
Balance at September 30, 2006 as previously
reported 4,768 1,56t 43 (3,672) 2,69¢ 34E
(Decrease) — (21€) — — (21€) (21€)
Balance at September 30, 2006 as restat 4,76% 1,34¢ 43 (3,672 2,48: $ 12¢
Net income (loss - 394 - (11) 38 % 38¢
Return on Power Facility Appropriation
Investmen - (20 - - (20 -
Accumulated other comprehensive (lo - - (62) - (62) (62)
Return of Power Facility Appropriation
Investment (20) — — — (20) —
Balance at September 30, 2007 as previously
reported 4,74 1,93¢ (29) (3,687) 2,98( 321
(Decrease) Increase — (17€) — — (17€) 40
Balance at September 30, 2007 as restat $ 4,747 $ 1,76: $ 19 $ (3,689 $ 2,80¢ $ 361

Statement of Changes in Proprietary Capital restaigs are due to changes in net income and retaer@ihgs resulting from the restatement proc®sase refer to
the Statement of Net Income for discussion of tienges in net income. Please refer to the Bal8heets for discussion of changes in retained egsniAll other components
remain consistent with the presentation noted énatfiginal statement presentation.

Accounts Receivab

The following table summarizes the types and amsahteceivables, giving effect to the restatensetiistments described above and showing previoeplgrted
amounts and restated amounts as of September G0, &d 2006.

Accounts Receivable

2007 2006
As Previously Increase As As Previously Increase As
Reportec (Decrease Restate( Reportec (Decrease Restate(
Power receivables bille $ 31€ $ - $ 31€ $ 302 $ - $ 302
Power receivables unbille 1,11z (127) 98¢€ 1,031 (199) 832
Fuel cost adjustments unbilled — 132 132 — — —
Subtotal power receivables 1,42¢ 5 1,43¢ 1,33¢ (199) 1,13¢
Other receivable 26 - 26 35 21 56
Allowance for uncollectible accounts (2) — (2) (10) — (10)
Net accounts receivable $ 1,45 $ 5 $ 1,45¢ $ 1,35¢ $ arze) $ 1,181
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Regulatory Asset

The following table summarizes the types and anmsahtegulatory assets, giving effect to the resteent adjustments described above and showingouglyireportec

amounts and restated amounts as of September G0, &d 2006.

Regulatory Assets

2007 2006
As Previously Increase As As Previously Increase As
Reported (Decrease) Restated Reported (Decrease) Restated
Regulatory Assets:
Unfunded benefit cos $ 972 - 97 % - $ - $ -
Minimum pension liability - - - 914 - 914
Nuclear decommissioning co: 41¢ - 41¢ 474 - 474
Debt reacquisition cos 21C - 21C 232 - 232
Deferred losses relating to TVA's financial tiragl
program 8 - 8 6 - 6
Deferred outage cos 96 - 96 85 - 85
Deferred capital lease asset ct 66 - 66 76 - 7€
Unrealized losses on power purchase cont - - - 22 (22) -
Fuel cost adjustment: long term 197 (179) 18 — — —
Subtotal 1,96¢ @79 1,79( 1,80¢ (22 1,787
Deferred nuclear generating units 3,13( — 3,13( 3,521 — 3,521
Subtotal 5,09¢ - 4,92( 5,33( (22 5,30¢
Unrealized los- current power purchas - - - - 22 22
Fuel cost adjustment receivable: short term - 132 132 - — —
Total $ 5,09¢ (47) 505: $ 533C $ - 3 5,33(

See Note 1 —Reclassification Accounts Receivable, Long-term Assets, RevenugseRy, Plant, and Equipment and Depreciation, &mgairment of Assetd\ote 4, Note 6,

Note 7, Note 1'— Legal Proceedingsgnd Note 17.

3. 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 Plan

Construction in

Net Progres: Fuel Investmen

Browns Ferry $ 4,001 $ 117 $ 24E

Sequoyalt 1,55¢ 32 132

Watts Bar* 5,40: 9 45

Raw materials — — 18C

Total Nuclear Production $ 10,96: $ 15¢ $ 602
Note

* Watts Bar Unit 2 is in planning stages and camdion on it will resume in 2008.
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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. Th&tamount invested
in the restart project through the commercial openedate was $1.84 billion excluding AFUDC of $26@lion. The unit is initially providing generaty capacity of
approximately 1,150 megawatts and is expected aaéinto 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&%ior to
the approval, TVA conducted a detailed scopingpegting, and planning study to estimate the pré&gemst, 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 nuclearsssebrtions of
Bellefonte Unit 1 and Unit 2 and Watts Bar Unit2its entirety — were identified as assets for \utire estimated cash flows expected to be providedigh future rates were
less than recorded book values. Accordingly, T¥#alued certain nuclear assets — Watts Bar Umtisientirety 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 amortizatioTdfA’ s remaining investment in the deferred generatmmits @t Bellefont:
over a 10-year period beginning in 2006. See Note Cost-Based Regulatian TVA began amortizing and recovering in ratesitivestment of the $3.9 billion in deferred
nuclear generating units at Bellefonte Nuclear PtanOctober 1, 2005. TVA's Board approved camgethe unfinished Bellefonte construction projechNiovember 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 (“NutStaelected Bellefonte as one of the two sitethcountry for a new advanced design nuclear plbniStart is
an industry consortium comprised of 10 utilitieslawo reactor vendors whose purpose is to satsficdemonstrate the new NRC licensing processéw nuclear
plants. NuStart intends to seek a combined coctibruand operating license for the site for they #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 applicatfonlicense extension at each of its three reactoBrowns Ferry Nuclear Plant. As a result of kiC'’s action,
each unit’s license has been extended 20 yeaesN8& 5. The depreciable lives of these unitewieerefore extended in 2006. Current expiratatesl 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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4. Completed Plant
Completed plant consisted of the follogvat September 30:

TVA Completed Plant
As of September 30

2007 2006 (As Restatec
Accumulated Accumulated
Cost Depreciatior Net Cost Depreciatior Net
Coa-Fired $ 11,097 $ 5606 $ 5487 $ 10,567 $ 524¢ $ 5,31¢
Combustion turbint 1,212 55& 657 1,16¢ 50C 66€
Nuclear 17,51« 6,551 10,96: 15,437 6,52( 8,917
Transmissior 4,68( 1,682 2,99¢ 4,36( 1,607 2,75%
Hydroelectric 1,991 71¢ 1,27: 1,87¢ 683 1,19¢
Other electrical plant 1,31t 471 844 1,23¢ 43€ 79¢
Subtota 37,80t 15,58t 22,22: 34,64¢ 14,99t 19,65
Multipurpose dam 962 34E 617 962 33€ 62€
Other stewardship 44 9 35 44 8 36
Subtotal 1,00¢ 354 652 1,00¢ 344 662
Total $ 38,81 $ 15937 $ 22,87¢ $ 35,65: $ 1533¢  $ 20,31

5. 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 retintiest as part of the carrying amount of the ltwed asset, for legal obligations associated withretirement of long-lived
assets that result from the acquisition, constactilevelopment, and/or normal operation of longdiassets. TVA identified and reviewed all refenviaformation to determine
its potential asset retirement obligations (“ARQs)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 gemgratants 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 #1Mluring 2006 included a cumulative effect chaogmcome of $109 million, a recognition of a capending additional long-
term liability of $132 million, a recognition of @ncrease 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 Futur

Liability
Pro-Forma September 30, (Undiscounted)
October 1, 2005 2006 September 30, September 30,
FIN 47 ARO Categor Obligation Obligation 2007 Obligatior 2007

Coa-Fired Plants $ 111 $ 117  $ 122 $ 44¢
Office and Other Facilitie 2 2 2 42
Hydroelectric Plant 5 5 5 32
Transmission Facilities 9 8 9 21
Total $ 127  $ 132 $ 13¢  $ 544

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 titrout TVA's integrated system and generally reqreteement action only upon failure or malfunctiofhe conditional
AROs related to these items are not currently edilmbecause TVA does not have a comprehensivatimyeof such items and does not have the histiodiata 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 readeregdiimate.

Coal-Fired Generating Plants The activities associated with cdakd plant retirement include plant shutdown, semuthe physical property, closure of storage ar
waste areas (including ash/waste ponds), maintenaingtack lights, security patrols, and measwenhtain asbestos and other hazardous matemetsrilease into the
environment. The estimated costs of these a@#s/tiave been included in the calculation of TVAalefired plant AROs. Certain ash ponds and wastas have estimated
useful lives that are independent of the livesheftoal 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 tuelplant retirement include annual operating cfustsite security, lighting,
powerhouse and grounds maintenance, containmersbefstos, paint, and other materials, and groumdwadnitoring. The estimated costs of these digtsvzhave been
identified and are included in the calculation &A's combustion turbine plant AROs.

For each ARO previously identified, TVA calculatin net present value of the obligation as ofctimeent period, the original and incremental cdghe long-lived
asset at the time of initial operation, the cumutagffect of depreciation on the adjusted asssépand accretion of the liability from the datérdfial operation to the current
period.

Nuclear Generating Plants Prior to implementing SFAS No. 143, TVA had rgoized a decommissioning liability related to itekear generating plants in accordance
with NRC funding requirements. The adoption of SFHRo. 143 resulted in a change in the methodoldgpantifying this nuclear decommissioning obligatin accordance
with the new accounting standard. TVA has incrddke nuclear decommissioning liability on the baksheet to reflect the new methodology but hiaéned its regulatory
accounting treatment of capturing all changes @litibility, investment funds, and certain othefedieed charges, which includes depreciation ofAR® asset base, as changes
in the regulatory asset instead of recording tliteses on the income statement because recovehesétnet costs is probable in future revenues.

In March 2007 and 2006, TVA made revisions to thiant and timing of certain cash flow estimateates to its nuclear AROs. The revisions in costedmased on
new engineering analyses of certain componentseo€dst performed annually in accordance with reguents of the NRC. Accordingly, TVA made adjusttsen the
recorded amounts to properly reflect such revisddrites based on the latest cost estimates. [h g@®effect of the changes in estimates prodacedcrease 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 amountsnaidig recorded on an accreted basis. The adjustBiresulted in an aggreg
decrease of $89 million in the ARO, a $29 milli@duction in the asset base, a $12 million redudtiaaccumulated depreciation, and a decrease ofiifian 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 estimatéiged by TVA in the determination of the Brownserify ARO. Accordingly, TVA made adjustments to Bmwns Ferry ARC
and related accounts to reflect the revised cashates. TVA previously calculated the Browns eARO utilizing two equally weighted sets of estie cash flows: one set
based on a 40-year license life and a second setlmn a 60-year license life. The cash flow ests 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. Tkeult 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. TA3 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 #esociated asset. The liability increases diket@passage of time (accretion
expense), based on the time value of money, Urgibbligations 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 3L million and $138
million due to the application of FIN 47 and SFA&31respectively, partially offset by the $242 rifl in revisions to the nuclear ARO. The nuclezration expense of $87
million was deferred and charged to a regulatosgtim accordance with SFAS No. 71. The remainitigetion expense of $13 million, related to camef and gas/oil
combustion turbine plants, was expensed in 2006inQ year 2007, TVA's total ARO liability incread&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 offiilon was deferred and
charged to a regulatory asset in accordance wikS3Ro. 71. The remaining accretion expense ofi@Bon, related to non-nuclear assets, was expeis2007.

Reconciliation of Asset Retirement Obligation Liablity
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) expent
Nuclear accretion (recorded as a regulatoryth 85 87
Non-nuclear accretion (charged to expense) 28 13
lile] 10C
Balance at end of period $ 2,18¢ $ 1,98¢

Asset Retirement Trustln September, 2007, the TVA Board approved thabdishment of an asset retirement trust (“ART"hore 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 trustif TVA is not legally obligated to establish oaimtain a trust for non-nuclear related obligations obligated to make
any future contributions, regardless of fundedustaFuture contributions may be made at the disereif the TVA Board.
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6. Regulatory Assets and Liabilities

Regulatory assets capitalized under the provisidi®-AS No. 71 are included in Deferred nuclearegating units and Other regulatory assets on tipgeSeer 30,
2007 and 2006, Balance Sheets. Components of @pelatory assets include certain charges retatéite closure and removal from service of nuctgarerating units, debt
reacquisition costs, deferred outage costs, uzethlosses related to power purchase contracsirddfcapital lease asset costs, deferred losisgingeto 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 contractesexve for future generation, and capital leegslities. See Note 1 —
Cost-Based Regulaticemd Note 3.

The year-end balances of TVA's regulatory assetiliabilities are as follows:

TVA Regulatory Assets and Liabilities
As of September 3

2007 2006
As Restatel As Restatel
Regulatory Assets:
Unfunded benefit cos $ 972  $ —
Minimum pension liability - 914
Nuclear decommissioning co: 41¢ 474
Debt reacquisition cos 21C 23z
Deferred losses relating to TV s financial trading prograi 8 6
Deferred outage cos 96 85
Deferred capital lease asset ct 66 76
Fuel cost adjustment long term 18 —
Subtotal 1,79C 1,787
Deferred nuclear generating units 3,13( 3,521
Subtotal 4,92( 5,30¢
Unrealized loss on current power purchase cotst - 22
Fuel cost adjustment receivable short term 132 —
Total $ 505z $ 5,33(
Regulatory Liabilities:
Unrealized gain on coal purchase contr $ 16 $ 487
Capital lease liability 67 88
Subtotal 83 57E
Reserve for future generation 74 —
Total $ 157  $ 57E

Unfunded Benefit CostsUnfunded benefit costs are changes in the anafugither the pension projected benefit obligattopension 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 recognikesuch 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 at t®egber 30, 2007, prior to TVA'’s adoption of SFAS.N&8, and at September 30,
2006, exceeded plan assets. As a result, TVA a@sired to recognize an additional minimum pensiahility as prescribed by SFAS No. 87Efmployers’ 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 recognitfcarctuarial losses as regulatory assets is madeaardance with the directives of the TVA Board.
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These future pension costs will be funded througbrabination of the pension investment funds alyest aside by TVA, future earnings on those pensigestment funds,
and, if recommended by the Tennessee Valley Auth&egtirement System (“TVARS”) Board of Directof§YARS Board”) under the rules and regulations MARS and
approved by TVA, future TVA cash contributions ke tpension plan which will be recovered in TVA'sesawhen incurred.

Nuclear Decommissioning Cost$Nuclear decommissioning costs include certain defecharges related to the future closure and detssioning of TVA's nuclear
generating units under NRC requirements and ligliéicognition under the accounting rules for assttement obligations. These future costs welifbnded through a
combination of investment funds already set asid&WA, future earnings on those investment funasl & necessary, additional TVA cash contributibmshe investment
funds. See Note 1 -tavestment Fundand Note 5.

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 Utiliteesl Licensees Subject to the Provisions of thefédPower Act
(“Uniform System of Accounts”). These costs aréed®ed and amortized (accreted) on a straightdim&s 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 estaddi 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”)chanism as of October 1, 2006, TVA changed its actog for these unrealized gains and losses &epfember 30, 2006,
to defer the unrealized gains until the contraetes Prior to this time, gains and losses wep®rted on the income statement as an offset whpeed power. Unrealized los
as of September 30, 2006, were approximately $fomil The new accounting treatment reflects TVAlslity and intent to recover the cost of these owity contracts in
future periods through the FCA.

Deferred Outage CostsTVA's investment in the fuel used in its nucleaits is being amortized and accounted for asapoment of fuel expense. See Note
3. Nuclear refueling outage and maintenance adstady incurred are deferred and amortized oradg$t-line basis over the estimated period uh#l hext refueling
outage. The amounts of deferred outage cost0@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. I3ccounting for Leases,model balances. Under the Uniform System of Act®ufiVA recognized the initial capital lease ass@ liability at
inception of the lease in accordance with SFAS N8p.however, the annual expense under the Uniforste of Accounts is equal to the annual lease paysnwhich differs
from SFAS No. 13 accounting treatment. This peactesults in TVA's capital lease asset balanceg@gher than they otherwise would have been utideSFAS No. 13
model, with the difference representing a reguiatmset related to each capital lease. These aast®ing amortized over the respective leasestesiease payments are mi

Unrealized Losses on Power Purchase Contradthrealized losses on a power purchase conteacesent the estimated unrealized loss relatdtetotirk-to-market
valuation of the contract. Under the accountingsiudontained in SFAS No. 133\ccounting for Derivative Instruments and HedgiAgtivities,” as amended, this contract
qualifies as a derivative contract but does notifyufor cash flow hedge accounting treatment. aesult, TVA recognizes the changes in the markiete of this derivative
contract as a regulatory asset. This treatmelegtatsfTVA'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 puszhgswer expense at the time of settlement. Theact expired in
2007. See Note 10.

Fuel Cost Adjustment.On July 28, 2006, the TVA Board approved the RGAe applied quarterly as a mechanism to adjugt's Yates to reflect changing fuel and
purchased power costs beginning in 2007. As ofeédelper 30, 2007, TVA had recognized a regulatosgiasf $150 million representing deferred powetsts be recovered
through the FCA adjustments in future periods.

Deferred Nuclear Generating Unitdn July 2005, the TVA Board approved the amotiag and inclusion into rates, of TVA’s $3.9 hilii investment in the deferred
nuclear generating units at Bellefonte Nuclear Ptaver 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 pbilig of cost recovery during that 10-year perio8lee Note 3.

Regulatory liabilities accounted for under the ps@mns of SFAS No. 71 consist of mark-to-marketradion gains on coal purchase contracts, capiakle, and reserve
for future generation.
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Unrealized Gains on Coal Purchase Contratigrealized gains on coal purchase contracts repréise estimated unrealized gains related to théteamarket
valuation of coal purchase contracts. Under the@uating rules contained in SFAS No. 133, as amentthede contracts qualify as derivative contraatsdo not qualify for cash
flow hedge accounting treatment. As a result, T'éfognizes the changes in the market value of ttieseative contracts as a regulatory liabilityhig treatment reflects TVA’
ability and intent to recover the cost of these randity contracts on a settlement basis for ratengagurposes. TVA has historically recognized ttiia cost of fuel received
under these contracts in fuel expense at the timéuel is used to generate electricity. Theseraots expire at various times through 2017. Sete NO.

Capital Lease Liability As a result of a capital lease payment streayireg larger cash payments during the latter yedthe lease term than during the early years
of the lease term, TVA levelized the annual leageease recognition related to this lease in ordgrrémote the fair and equitable cost recovery fratapayers. These leveliz
costs are being amortized over the lease term.

Reserve for Future Generatioburing 2007, TVA collected $76 million in ratesémtded to fund future generation based on the rareatiflitional generating capacity
that would be required to meet future power demniant$ service area. Because these amounts weneded to fund future costs, they were originaijedred as a regulatory
liability. Once generating capacity is acquiredyds in the reserve account are to be reclassifeed & regulatory liability to completed plant. Ir@mber 2006, TVA purchased
two combustion turbine facilities for a combinedghase price of $98 million. One facility is a 76f&gawatt winter net dependable capacity, dualdagibustion turbine
facility and includes certain related transmisdiacilities. The second facility is a 540-megawaithter net dependable capacity, natural gas-firedtgstion turbine facility. The
540-megawatt winter net dependable capacity fgoilis available for commercial operation in Jani20§7, and the 756-megawatt winter net dependatgadity facility was
available for commercial operation in May 2007. iDgr2007, depreciation related to the 540-megawigter net dependable capacity facility was $0.Wiom and depreciation
related to the 756-megawatt winter net dependapedity 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. bEtence of the reserve for future generation isi§ifon at September 30, 2007. See Note Reserve for Future Generation.

7. Asset Impairment

During 2007 and 2006, TVA recognized a total of $&llion and $14 million respectively, in impairmigiosses related to its Property, plant, and eqaigm The $21
million Loss on asset impairment in 2007 includeRil& million write-off of a scrubber project at TV8AColbert Fossil Plant (“Colbert”) and write-dowat$4 million related to
other Construction in progress assets. The $1libmiloss on asset impairment in 2006 includedewoit of $12 million on certain Construction in pregs assets related to r
pollution-control and other technologies that hatilreen proven effective and a re-valuation of ofitejects due to funding limitations. TVA alsoedued 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.

8. 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 aadehm of the agreement
was 30 years. Under the accounting guidance peoMiy FASB Interpretation No. 48Consolidation of Variable Interest Entitiesds amended by FASB Interpretation No.
46R (as amended, “FIN 46R"), TVA may be deemedetohe primary beneficiary under the contract; hoeveVVA does not have access to the financial @sof Choctaw
Generation Limited Partnership. As a result, TVAswinable to determine whether FIN 46R would reqliVA to consolidate Choctaw Generation LimitedtRarship’s
balance sheet, results of operations, and casls flomthe year ended September 30, 2007. Powehases for 2007 under the agreement totaled $188miTVA has no
additional financial commitments beyond the powarchase agreement with respect to the facility.
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9. 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 sia®99, and since that time, TVA has funded stewapdsrogram activities
primarily with power revenues in accordance witktatutory directive from Congress.

In 1959, Congress also passed legislation thainedjT’VA, beginning in 1961, to make annual paymsedotthe 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.O1®@asury as a return on the remaining Power iBaéippropriation Investment. The remaining Powacility
Appropriation Investment will be $258 million if TA/receives no additional appropriations from Cosgrfor its power program.

The table below summarizes TVA's activities relatedppropriated funds.

Appropriations Activity
As of September 3
Power Facility Stewardship
Appropriation Program Total Appropriatiot
Investmen Appropriations Investmen

Appropriation Investment at September 30, 2 $ 42¢ $ 4,35t $ 4,78
Less repayments to the U.S. Treasury (20) — (20)
Appropriation Investment at September 30, 2 40¢€ 4,35¢ 4,762
Less repayments to the U.S. Treasury (2C) — (20)
Appropriation Investment at September 30, 2007 $ 38¢ $ 4,35t $ 4,74¢

Payments to the U.S. Treasury

TVA paid $20 million each year for 2007, 2006, 2005 as a repayment of the Power Facility Apprdjmialinvestment. In addition, TVA paid the U.Se@sury $20
million in 2007, $18 million in 2006, and $16 mdlkh in 2005 as a return on the Power Facility Appiedjon Investment. The amount of the return anRlower Facility
Appropriation Investment is based on the PowerllBadippropriation Investment balance as of theibagg of that year and the computed average isteete payable by the
U.S. Treasury on its total marketable public oliiiyas 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. 130;Reporting Comprehensive Incomegquires the disclosure of comprehensive incomessrto reflect changes in capital that result ftommsactions
and economic events from nonowner sources. Thesitacluded in Accumulated other comprehensiverme@loss) consist of market valuation adjustmenttértain

derivative instruments (see Note 10). The Accumed@ther comprehensive income (loss) as of Semet 2007, 2006, and 2005, was $(19) million, $diion, and $27
million, respectively.
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Total Other Comprehensive Income (Loss) Activity
As of September 3

Accumulated other comprehensive loss, October 04 $ (52
Changes in fair valug
Inflation swar 4
Foreign currency swaﬁs 75
Accumulated other comprehensive income, Septembhe2®5 27

Changes in fair value

Inflation swag (11
Foreign currency swaﬂ)s 27
Accumulated other comprehensive income, Septenthe2(®6 43

Changes in fair valug

Inflation swag 9

Foreign currency swaﬁs (71

Accumulated other comprehensive loss, Septembe2(BY, $ 19)
Notes

(1)  Foreign currency swap changes are shownfrreclassifications from Other comprehensiveoine to earnings.

(2) See Note 14.

TVA records exchange rate gains and losses oni@atrnings and marks its currency swap assetst&enthrough 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 dEfe amounts
reclassified from other comprehensive income resltt an increase to earnings of $104 million i020an increase to earnings of $143 million in 2606l a charge to earnings
of $61 million in 2005. These reclassificationsypled with the recording of the exchange gain/wsshe debt, resulted in a net effect on earnaig=ero for 2007, 2006, and
2005. Due to the number of variables affectingfthiere gains/losses on these instruments, TVAable to reasonably estimate the amount to bessfiked from other
comprehensive income to earnings in future years.

10. Risk Management Activities and Derivative Tranactions
TVA is exposed to various market risks. Theseketarisks include risks related to commodity pridesestment prices, interest rates, currency exgbaates,
inflation, and credit risk. To help manage cerfithese risks, TVA has entered into various dgie transactions, principally commodity optiomtracts, forward contracts,
swaps, swaptions, futures, and options on futuFeglowing is a general overview of the accountireatment for these derivative transactions as agH more detailed
discussion of certain of these derivative transasti It is TVA'’s policy to enter into derivativeahsactions solely for hedging purposes and nagdeculative purposes.
Overview of Accounting Treatment
Prior to October 1, 2000, TVA accounted for hedguatjvities using the deferral method, and gairgslasses were recognized in the financial statesswhen the

related hedged transaction occurred. During 2008 adopted SFAS No. 133, which was subsequentlgraded by SFAS No. 138 Accounting for Certain Derivative
Instruments and Certain Hedging Activit,” and SFAS No. 149, Amendment of Statement 133 on Derivative Instrusreemd 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

Derivative Hedging

Instrument Purpose of Hedge Type of Hedge Accounting for Derivative Hedging Accounting for the Hedged Item
Hedged Item Transaction Instrument
Currency Swaps Anticipated payment To protect against changes Cash Flow Cumulative unrealized gains and No adjustment is made to the be
denominated ina  in cash flows caused by losses are recorded in Other of the hedged item.
foreign currency changes in foreign-currency comprehensive income and
exchange rates reclassified to earnings to the extent

they are offset by cumulative gains
and losses on the hedged transaction.

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 To protect against fluctuations in market pricesh@Gains and losses are recorded as regulatory asd@bilities until
item to be purchased settlement at which time they are recognized it énel purchased

power expense.

Interest Rate Swap To fix short-term debt variable rate to a fixederat Gains and losses are recorded in earnings as iraeglains/losses on
derivative contracts.

Swaptions To protect against decreases in value of the Gains and losses are recorded in earnings as ire@glains/losses on
embedded call derivative contracts.
Futures and Options on Futures To protect against fluctuations in the price of iteenRealized gains and losses are recorded in earaspsarchased power
to be purchased expense; unrealized gains and losses are recoscedegulatory
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

2007 Balance Sheet 2006 Balance Sheet 2007 Notional Year of
2007 Balanct Presentatiol 2006 Balanct Presentatiol Amount Expiration
Inflation swap $ = - $ 22 Accounts receivabl - 2007
Interest rate swa (115) 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 132 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 (26€) Other liabilities (29€) 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 optio 16 Other lon¢-term asset 487  Other lon¢-term asset 115 million tons 2017
Purchase power option contra - - (22) Accrued liabilities - 2007
Futures and options on future
23,800,000
Margin Cash Account 18 Inventories and othe 6 Inventories and othe mmBtu 2009
Unrealized losse 8 Other regulatory asse 6  Other regulatory asse - -

Note

* In accordance with certain credit terms, TVA usexttaging to trade financial instruments undeffithencial trading program. Therefore, the margisttaccount balance does not represent 100 perceiret net market value of the derivat
positions outstanding as shown in the FinanciatiifiguProgram Activity table

Commodity Contracts

TVA enters into forward contracts that hedge césiv £xposures to market fluctuations in the priod delivery of certain commodities including castural gas, and
electricity. TVA expects to take or make deliveag,appropriate, under these forward contractsoilingly, these contracts qualify for normal pasés 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 thluleehich were still outstanding at September 3@72&nd one
inflation swap which expired in 2007. Followingasliscussion of each of these swaps as well &cassion of the hedge accounting treatment tlestetiswaps receive.

Currency Swaps.During 1996, TVA entered into a currency swap cacttas a hedge for a foreign currency denominatediBransaction. TVA issued DM1.5 billion
of Bonds and entered into a currency swap to hédgeiations in the DM-U.S. dollar exchange raithe overall effective cost to TVA of these Bonds &me associated swap
was 7.13 percent. In 2006, the Bonds matured lamdeiated 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 Accumutdtert 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 &f #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 Bondbsdéixed coupon rate that was paid on the
inflation-adjusted principal amount. TVA hedgesliitflation exposure under the securities througbcaive-floating, pay-fixed inflation swap agreermeThe overall effective
cost to TVA of these Bonds and the associated sveap6.64 percent. On September 21, 2004, TVA vedek payment of $55 million from the swap courgenprepresenting
the present value of the accretion as of that dake present value of the accretion is recordeallaag-term receivable on the September 30, 2Ba&nce Sheets. At the
termination of the swap in 2007, TVA received tideliional $23 million in accretion from the swapuoerparty.

In accordance with SFAS No. 133, as amendednflaion swap contract represented a cash flodgkeof a Bond transaction, with mark-to-market gainlosses
recognized in accumulated other comprehensive iecoss). 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#ilion Bond issue by entering into a swaption a&gnent with a third party in exchange for $175 roli(the
“2003A Swaptio”).

« In 2003, TVA also monetized the call provisions @mond issue of $476 million by entering into a ptian agreement with a third party in exchange $81
million (the “2003B Swaptio”).

* In 2005, TVA monetized the call provisions on tweatronotes® 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 floatingreats 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#itis 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 inghagtue 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 2003ApBwara ceased to be effective and continued to b#entive during the fourth quarter of 2007 fromaatounting
perspective. As a result, TVA has not receivedgleegtcounting treatment on the 2003A Swaption dineesecond 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 lizee@aoncash gain of $27 million for the year-esh@&eptember 30, 2005.

The 2005 Swaptions and the swap entered into por$oahe 2003B Swaption are also recorded in QOtabilities on the September 30, 2007 and 2006aBz® Sheet:
and the changes in market value are recognizeermlyrin earnings. These changes amounted to afiifién noncash gain for the year ended SepterBbeR007, 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@nswaps, futures, and options on futures to&@¥A's
exposure to natural gas and fuel oil prices. Igdst 2007, the TVA Board expanded the financialitrg program, among other things, (1) to permiafioial 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 ofrahgas 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)itoease 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@#1 contracts, made up of 1,623 futures contr@8® swap
futures contracts, and 560 options contracts witgproximate net market value of $136 million.r #® year ended September 30, 2007, TVA recognigalized losses of $-
million, which were recorded as an increase to fpased power expense. Unrealized losses at thefehd year were $8 million, which TVA deferredasegulatory asset in
accordance with the FCA rate mechanism. TVA wolhinue to defer all financial trading program walieed gains or losses and record only realizedsyai losses as
purchased power costs at the time the derivatisuments are settled.

At September 30, 2006, TVA had derivative positionsstanding under the program equivalent to ali(li8 contracts, made up of 429 futures contraais/29 swap
futures contracts, with an approximate net markéier of $40 million. For the year ended Septen3er2006, TVA recognized realized losses of $23ioni) which were
recorded as an increase to purchased power expémsealized losses at the end of the year wenaiiidon, which TVA deferred as a regulatory asseaiccordance with the
FCA rate mechanism.

Financial Trading Program Activity
As of September 30

2007 2006
Notional Notional
Amount Contract Value Amount Contract Value
(in mmBtu) (in millions) (in mmBtu) (in millions)
Futures contracts
Financial positions, beginning of period, | 4,290,000 $ 35 880,000 $ 9
Purchases 52,780,00 402 18,160,00 14€
Settled (40,840,00) (273 (14,750,00) 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) (209) (155,000 Q)
Realized (losses) — (11) — —
Net position-long 1,970,00! 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 Q) - -
Positions closed or expired (200,000 — (240,000 —
Net position-long 5,600,001 1 - -
Holding (losses)/gains
Unrealized (loss) gain at beginning of period, - (6) - 1
Unrealized (losses) for the period — (2) — (7)
Unrealized (losses) at end of period, net — (8) — (6)
Financial positions at end of period, net 23,800,000 $ 13€ 6,112,500 $ 40

Concentration of Credit Risk Seven customers, which represented an aggrefatepercent and 36 percent of TVA's total powades in 2007 and 2006, respectively,
purchased power from TVA under contracts that negeither five or 10 years’ notice to terminateut€®anding accounts receivable for these custoatesgptember 30, 2007,
were $567 million, or 40 percent of total outstampaccounts receivable, and at September 30, 20€@, $521 million, or 46 percent of total outstamgdaccounts receivable.
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11. 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#lgthority Power Bond Resolution adopted by theATBoard on Octobe
6, 1960, as amended on September 28, 1976, Oct@b&889, and March 25, 1992 (the “Basic ResolU}iomVA Bonds are not obligations of the Unitedaféts, 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, ar
— payments to states and counties in lieu of taxet
o before deducting depreciation accruals or othergdsarepresenting the amortization of capital egfiares, plus
« the net proceeds from the sale or other disposdfany power facility or interest there!

Because TVA's lease payments under its lease/laakdbansactions are considered costs of operatiagitaining, and administering its power propartibose
payments have priority over TVA’s payments on tlen@s. See Note 13 -Bther Financing Obligations.Once Net Power Proceeds have been applied to paymempower
bonds and discount notes as well as any other BitiadS'VA may issue in the future that rank on fyawith or subordinate to power bonds and discoatés, 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 Appropiatnvestment, 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 powerlifées
for either
— the reduction of its capital obligations (includiBgnds and the Power Facility Appropriation Invesiit) or

— investment in power asse

TVA must next meet the bondholder protection testtlfie five-year period ending September 30, 208€e Note 9 —Appropriation Investment.
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Short-Term Debt

The weighted average rates applicable to short-teiot outstanding in the public market as of Sep&m30, 2007, 2006, and 2005, were 4.74 perce2t, fiercent, and
3.64 percent, respectively. During 2007, 2006, 20@5, the maximum outstanding balances of TVA tstesm borrowings held by the public were $2.8ibii| $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 $2.1idsil (2.70 percent), respectively.

TVA also has access to a financimgregement with the U.S. Treasury whereby the Ur8asury is authorized to accept a short-term wittethe maturity of one year
or less in an amount not to exceed $150 millioWATnay draw any portion of the authorized $150 ioillduring the year. Interest is accrued daily pai quarterly at a rate
determined by the United States Secretary of teadjury each month based on the average rate darulitgy marketable obligations of the United Stat#éh maturities of one
year or less. During 2007, 2006, and 2005, thly daerage amounts outstanding (and average interes) were approximately $132 million (5.07 ge}, $131 million (4.3:
percent), and $103 million (2.46 percent), respetyi

TVA has short-term funding available in the formteb $1.25 billion short-term revolving credit fétes, one of which matures on May 14, 2008, areldther of
which matures on November 10, 2008. See Note IBevolving Credit Facility AgreementThe interest rate on any borrowing under thaséities is variable and based on
market factors and the rating of TVA'’s senior unsed long-term non-credit enhanced debt. TVA guieed 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 etingr' 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 billion held hg public are redeemable in whole or in part, aAT8/option, on call dates ranging from the prese2020 and at call prices rangi
from 100 percent to 106 percent of the principabant. Sixty-nine Bond issues totaling $1.1 billievith maturity dates ranging from 2008 to 202Zue a “survivor's
option,” which allows for right of redemption uptime death of a beneficial owner in certain spedifiscumstances. There is no accounting differdmetereen a “survivor’s
option” put and a “regular” put on any TVA put Bond

Additionally, TVA has two issues oftBble Automatic Rate Reset Securities (‘PARRS”startding. After a fixed-rate period of five yedrg coupon rate on the
PARRS may automatically be reset downward unddaitemarket conditions on an annual basis. Theeoouate reset on the PARRS is based on a calenlakor both series
of PARRS, the coupon rate will reset downward anrésset date if the rate calculated is below thgooao rate on the Bond. The calculation dates,niatereset dates, and terms
of the calculation are different for each seri@be coupon rate on the 1998 Series D PARRS magd® on June 1 (annually) if the sum of the fivg-aleerage of the 30-Year
Constant Maturity Treasury (“CMT”) rate for the vikeending the last Friday in April, plus 94 basisms, is below the then-current coupon rate. Tdwgpon rate on the 1999
Series A PARRS may be reset on May 1 (annuallfjafsum 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 inucmtipn 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 egfeetset rate is less than the coupon on the lb@d®ARRS are included in
current maturities. Otherwise, the PARRS are ihetlin long-term debt. At September 30, 2007 ettgected reset rate is higher than the currenta@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 redeemazhat 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 s first rate
reset date in May 2004. The rate reset in May 20162 percent from 6.50 percent, and $115 milbbthe original $525 million of 1999 Series A PRR 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

Redemptions/Maturities:

electronote§
First quarte

Second quartt

Third quarte

Fourth quarte

2001 Series [

1997 Series /

1996 Series (

2003 Series |

2005 Series A
Total

Issues
electronote®
First quarte

Second quartt

Third quarte

Fourth quarte

2006 Series /
2007 Series A

Total

Principal Amount

2007 2006
$ 2 3 152
5 3
5 4
1 4
75 =
382 -
= 1,00¢
- 28
= 64+
$ 47 $ 1,25¢
9 % 4g
19 18
8 37
4 27
- 1,00¢
1,00( =
$ 1,040 $ 1,13:
B s 15

Inflation indexed bond (decretion) accreti $

Note

*Includes $13 million gain on redemption.

Debt Outstanding

Debt outstanding at September 30, 2007, considtétedollowing:

Short-Term Debt
As of September 30

2007 2006

CUSIP or Other Identifier Maturity Call/(Put) Date Coupon Rate Par Amount Par Amount
Discount Notes (net of discour 1,422 2,37¢
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% 40 —
Current maturities of long-term debt 90 98t

Total short-term debt, net 1,512 3,361

Note

* The coupon rate represents TVA's effective ins¢mate.
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Long-Term Debt
As of September 30

1

CUSIP or Other Identifier Maturity Call/(Put) Date Coupon Rate Par Amount Par Amount
88059TBQ3 01/15/200¢ 01/15/200¢4 3.05(% $ = 10
88059TBS¢ 01/15/200¢ 01/15/200¢4 3.30(% - 40
88059TCB5 05/15/2008 05/15/2004 2.45% — 40
Maturing in 200¢ - 90
880591DBE 11/13/200¢ 5.37%% 2,00( 2,00(
88059TCW9 03/15/2009 03/15/2005 3.20(% 30 30
Maturing in 200¢ 2,03( 2,03(
88059TDP: 04/15/201C 04/15/2007 5.12%% 21 21
88059TDDO 06/15/2010 06/15/2006 4.125% 41 42
Maturing in 201( 62 63
880591DN¢ 01/18/2011 5.62% 1,00C 1,00C
88059TDQ1 05/15/2011 05/15/2007 5.25(% 6 6
88059TDR9 06/15/2011 06/15/2007 5.25(% 9 9
Maturing in 201: 1,01t 1,01t
880591DL3 05/23/201z 7.14% 29 29
880591DTE 05/23/201z 6.79(% 1,48¢ 1,48¢
88059TBH3 09/15/2012 09/15/2004 4.37%% 10 10
Maturing in 201: 1,52¢ 1,52¢
880591CW( 03/15/201z 6.00(% 1,35¢ 1,35¢
88059TBR1 01/15/201z 01/15/200¢ 4.37% 14 14
88059TBWO 03/15/201z 03/15/200¢ 4.00(% 23 23
88059TBX8 03/15/201z 03/15/200¢ 4.25(% 12 13
88059TCD1 06/15/201z 06/15/2004 3.50(% 12 12
880591DW¢ 08/01/201z 4.75(% 99C 99C
88059TCF€ 07/15/201z 07/15/200¢ 4.35(% 17 17
88059TDS7 07/15/2013 07/15/2008 5.625% 9 9
Maturing in 201 2,43¢ 2,431
88059TCL3 10/15/201: 10/15/200¢ 4.50(% 12 12
88059TCQ:Z 12/15/201z 12/15/200¢ 4.70(% 8 8
88059TDX6 02/15/201¢4 02/15/200¢ 5.25(% 7 -
88059TDZ1 04/15/2014 04/15/2008 5.00(% 4 —
Maturing in 201« 31 20
88059TBJ¢S 10/15/201¢ 10/15/200¢ 4.60(% 21 22
88059TBNO 12/15/201¢ 12/15/200¢ 5.00(% 54 54
88059TBY6 04/15/201¢ 04/15/200¢ 4.60(% 20 20
88059TDB4 04/15/201¢ 04/15/2007 5.00(% 50 50
880591DY5 06/15/201¢ 4.37%% 1,00¢ 1,00C
88059TDE® 07/15/201¢ 07/15/2007 4.50(% 7 7
88059TCH2 08/15/201¢ 08/15/200¢ 5.12%% 34 34
88050TBK6 10/15/201¢ 10/15/200¢ 5.05(% 19 19
88059TDH1 10/15/201¢ 10/15/2007 5.00(% 27 28
88059TBL4 11/15/201¢ 11/15/200¢ 4.80(% 26 27
88059TCRC 12/15/201¢ 12/15/200¢ 4.87% 11 11
88059TDK4 12/15/201¢ 12/15/200€ 5.37%% 10 10
88059TBU4 02/15/201¢ 02/15/200¢ 4.55(% 8 9
88059TCV1 02/15/201¢€ 02/15/200¢ 4.50(% 3 3
88059TDNS8 03/15/201¢ 03/15/200¢ 5.37%% 8 8
88059TCC: 06/15/201¢€ 06/15/200¢ 3.87%% 3 4
88059TDT5 08/15/201¢ 08/15/2007 5.62% 4 4
88059TCJ¢ 09/15/201¢€ 09/15/200¢ 4.95(% 11 11
88059TDU2 09/15/201¢ 09/15/2007 5.37%% 14 14
880591DS¢ 12/15/201¢€ 4.87% 524 -
88059TCS¢ 01/15/2017 01/15/2007 5.00(% 28 29
88059TDW8 01/15/2017 01/15/200¢ 5.25(% 6 -
88059TEAS 06/15/2017 06/15/200¢ 5.50(% 4 -
880591EAE 07/18/2017 5.50(% 1,00C -
88059TEB2 09/15/2017 09/15/200¢ 5.00(% 4 -
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2007 2006

CUSIP or Other Identifier Maturity Call/(Put) Date Coupon Rate Par Amount Par Amount
880591CU4 12/15/2017 6.25(% 75C 75C
88059TCA7 05/15/201¢ 05/15/2004 4.75(% 24 24
88059TCECS 07/15/201¢ 07/15/2004 4.70(% 35 35
88059TCN¢S 11/15/201¢ 11/15/200€ 5.125% 18 18
88059TCTE 01/15/201¢ 01/15/200% 5.00(% 28 28
88059TCX7 03/15/201¢ 03/15/2007 4.50(% 12 13
88059TDFE 08/15/202C 08/15/200¢ 5.00(% 10 1C
88059TDG?2 09/15/202C 09/15/200¢ 4.80(% 3 3
88059TDJ7 11/15/202C 11/15/200¢ 5.50(% 11 11
88059TDL2 01/18/2021 01/15/200¢ 5.125% 5 5
880591DC: 06/07/2021 5.805% 2 40¢ 374
88859TAN1 12/15/2021 12/15/200¢ 6.00(% 25 25
88059TAR2 01/15/2022 01/15/200€ 6.125% 28 28
88059TDY4 03/15/2022 03/15/200¢ 5.37% 6 -
88059TAX9 04/15/2022 04/15/200€ 6.125% 13 14
88059TBEC 08/15/2022 08/15/200€ 5.50(% 28 28
88059TBM2 11/15/2022 11/15/200€ 5.00(% 11 11
88059TBPE 12/15/202z 12/15/200¢€ 5.00(% 19 2C
88059TBT7 01/15/2022 01/15/2007 5.00(% 11 11
88059TBV2 02/15/2022 02/15/2007 5.00(% 16 17
88059TBZ3 05/15/2022 05/15/2004 5.125% 14 15
88059TCK5 10/15/202¢ 10/15/2007 5.20(% 14 14
88059TCP/ 11/15/202¢ 11/15/2004 5.25(% 12 12
88059TCU3 02/15/2024 02/15/200¢ 5.125% 9 9
88059TCY5 04/15/2024 04/15/200% 5.37%% 14 14
88059TCZ2 02/15/202& 02/15/200€ 5.00(% 18 18
88059TDA6 03/15/202% 03/15/200¢ 5.00(% 6 6
88059TDC2 05/15/202& 05/15/200¢ 5.125% 14 14
880591CJ¢ 11/01/202¢ 6.75(% 1,35(C 1,35(C
88059TDMO 02/15/202€ 02/15/201C 5.50(% 7 7
88059TDVO 10/15/202¢ 10/15/201C 5.50(% 9 -

880591300 06/01/202¢ 5.49(% 46€ 46€

880591409 05/01/202¢ 5.61&% 41C 41C
880591DM1 05/01/203C 7.125% 1,00 1,00
880591DP¢ 06/07/2032 6.587% 2 512 46¢
880591DV1 07/15/2032 4.70(% 472 472
880591DX7 06/15/203% 4.65(% 43€ 43€
880591CKE 04/01/203€ 5.98(% 121 121
880591CS¢ 04/01/203€ 5.88(% 1,50(C 1,50(C
880591CP¢ 01/15/203¢ 6.15(% 1,00(C 1,00(C
880591BL5 04/15/2042 04/15/2012 8.25(% 1,00 1,00
880591DU3 06/07/204% 4.962%2 307 281
880591CF 07/15/204& 07/15/202C 6.235% 14C 14C
880591DZ2 04/01/2056 5.37% 1,00( 1,00(
Maturing 2015-2056 14,18¢ 12,54
Subtotal 21,28¢ 19,72
Unamortized discounts, premiums, and other (18¢) (17€)
Total long-term debt, net $ 21,09¢ $ 19,54«

Notes
(1)  The above table includes net exchange losses fuwrerwy transactions of $299 million and $195 miilat September 30, 2007 and 2006, respecti
(2)  The coupon rate represents T's effective interest rat

(3) TVAPARRS, CUSIP numbers 880591300 and 8805914@§, lne redeemed under certain conditions. See Nic— Put and Call Option:.

12. Supplemental Cash Flow Information

Interest paid was $1,425 million in 2007, $1,423iom in 2006, and $1,468 million in 2005. Theseaunts differ from interest expense due to thertgrof payments
and interest capitalized of $177 million in 200768 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@atiuthe instrument.

13. Fair Value of Financial Instruments
TVA uses the methods and assumptiessribed below to estimate the fair value of esghificant class of financial instrument. Therfaiarket value of the financial
instruments held at September 30, 2007, may na¢fresentative of the actual gains or losses tieb&recorded when these instruments matureecalled or presented for

early redemption. The estimated values of TVA’mficial instruments at September 30 are as follows:

Estimated Values of Financial Instruments
As of September 3

2007 2006

Carrying Fair Carrying Fair

Amount Value Amount Value
Cash and cash equivalel $ 165  $ 165 $ 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 80 80
Shor-term debt, net of discou 1,42z 1,42z 2,37¢ 2,37¢
Long-term debt (including current portion), net of disob 21,18¢ 22,45 20,52¢ 22,037
Other financing obligation 1,072 1,072 1,10¢ 1,10¢

Cash and Cash Equivalents, Short-Term InvestmantsShort-Term Debt

Because of the short-term maturity of these insémts), 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 $ 1,162 $ 96€
Other 7 6
Total investment funds $ 1,16¢ $ 972

Gains and losses on trading securities are recednizcurrent earnings. The gains and lossesenuhblear decommissioning trust are subsequertlgssified to a
regulatory asset account in accordance with TVAsainmissioning 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 toihenctes 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 valudhed 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, resgively, in proceeds by entering into lease/leaskb
transactions for 24 new peaking combustion turbimés. TVA also received approximately $389 mitlim proceeds by entering into a lease/leasebaclsaction for qualified
technological equipment and software in 2003. [uae nature of the transactions, the carryinguarhof the obligation and the fair market value egeial. At September 30,
2007 and 2006, the total balances of the obligativere $1,072 million, and $1,108 million, respestty.

Due to TVA's continuing involvement in the operatiand maintenance of the leased units and equipitsezdntrol 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.‘®8&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, arkided in Current portion of lease/leaseback obigest ($43 million and $&
million, respectively) and Lease/leaseback obliyati($1,029 million and $1,071 million, respectiyeh TVA’s 2007 and 2006 year-end Balance Sheets.

14. Benefit Plans

TVA sponsors a defined benefit pension plan thaecomost of its full-time employees, a definedtdbution plan that covers most of its full-time ployees, an
unfunded postretirement medical plan that providesion-vested contributions toward the cost ofaarretirees’ medical coverage, other postemplayrbenefits 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 ofitis-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 participatinghi@ ©riginal Benefit Structure is based on the meishgears of creditable servi
the membe’'s average base pay for the highest three conseqrgdrs, and the pension rate for the me’s age and years of service, less a Social Seaffégt.

« 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 equal@0 percent of his or her straigtitae earnings. Tt
account also increases at an interest rate equlaétohange in the Consumer Price Index (“CPRIUs 3.00 percent, with the provision that the ragey not be le:
than 6.00 percent or more than 10.00 percent. thekchanges in the CPI for 2007 and 2006 werg Betcent and 3.37 percent, which resulted in ésterates ¢
6.43 percent and 6.37 percent, respecti\

Members of both the Original Benefit Structure #imel Cash Balance Benefit Structure can also beadigible for a vested supplemental pension bethefiied 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 eihiey TVA Retirement System (“TVARS”), which is gawved by its own board of directors

(“TVARS Board”). Upon notification by the TVARS Bwod of a recommended contribution for the nextigear, 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 46gpe fixed income securities. TVARS is transitiognito a new asset allocation policy adopted Marc2007, which targets an
asset allocation of 65 percent equity securities2Bpercent 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 hodgiror other similar alternative investments, amd fiercent may be private
real estate holdings. Of the 35 percent fixed imesecurities, 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 Boau take action, as appropriate, to rebalance tstersys assets consistent
with the asset allocation policy. For 2007, theeab®ldings of the system included equities of aldupercent (comprised of U.S. equity holdingsldut 38 percent, non-U.S.
equity holdings of about 22 percent, and privateitgcholdings of about four percent), plus fixedame securities of about 36 percent. For 2006as¢iset holdings of the system
included equities of about 59 percent (comprised.&. equity holdings of about 41 percent, non-@dgity holdings of about 15 percent, and privapeity holdings of about
three percent), plus fixed income securities ofialdd percent.

Plan Contributions TVA contributed $75 million to its pension planboth 2007 and 2006, and $53 million in 2005. 008, TVA plans to contribute $81 million to
its pension plan.

Plan Assumptions.TVA's reported costs of providing the plan beneéite impacted by numerous factors including theigions of the plans, changing employee
demographics, and various assumptions, the masifisent 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 obligationsgtordance with the
prevailing accounting standards. Based on recankehtrends, TVA increased its discount rate ff888 percent and 5.90 percent at the end of 20028606, 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 hassiased its expected rate of return to 8.75 pewrtahe end of 2007 and
2006 based on revisions to future expected retasnmovided 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 resultsimédafrom an actual company experience study pexddrduring the most recent six years for retirees a
well as other plan participants. The study suppiiesuse of mortality rates as depicted within1B83 Group Annuity Mortality tables. For the pemsfian, the actuarial loss
due to mortality experience in 2007, 2006, and 2085 $20 million, $10 million, and $30 million, pesctively. Such losses represent less than 1/2pefdent of the plan’s
projected benefit obligation at the respective meament 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 2007

Change in Impact on 2008 Projected Benefit
Actuarial Assumptior Assumptior Pension Cos Obligation
(Increase in millions
Discount rate (0.25%) $ 17 8 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 bertdigation (“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), aedrred 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 Septembe2B307, and September 30, 2006, were $8.2 billmh$%8.2 billion, respectively.
Components of Plan The changes in plan obligations, assets, andeftistatus 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 492 44C
Plan participan’ contributions & 35
Actuarial (gain) / los: (17%) 3
Net transfers from variable fund/401(k) pl 11 9
Expenses pai (4) (4)
Benefits paid (481) (443)
Benefit obligation at end of year $ 8,59t $ 8,60(
Change in plan assets
Fair value of plan assets at beginning of y $ 7,326 $ 7,01t
Adjustment to reconcile to system asset vi - -
Actual return on plan asse 1,01z 641
Plan participan’ contributions 38 35
Net transfers from variable fund/401(k) pl 11 9
Employer contribution 75 75
Expenses pai 4) (@)
Benefits paid (487) (443)
Fair value of plan assets at end of year $ 7971 $ 7,32¢
Funded status $ 621) $ (1,272
Unrecognized net actuarial lo - 1,27¢
Unrecognized prior service cost — 27E
Prepaid (accrued) benefit cost $ (621) $ 27€
Assumptions as of September 30
Discount rate 6.25% 5.9(%
Expected return on plan ass 8.75% 8.7%
Rate of compensation incree 3.3%-10.1% 3.3%-10.1%
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The components of pension expense for the yeaedeBedptember 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 cos
Service cos $ 12 % 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¢ 244 % 243
Assumptions utilized include:
Discount rate 5.9(% 5.3&% 5.81%
Expected return on plan ass 8.7 % 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 $ 574
2009 57¢
2010 591
2011 602
2012 617
20132017 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 Stuwe 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 ab®2it million to the plan during 2007, $19 millioorehg 2006, and $17 million during 2005.

Other Postretirement Benefits

Overview of Plan. TVA sponsors an unfunded postretirement plan thatides 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 contrilris were a flat dollar amount based on the pasitis’ ages and years of
service and certain payments toward the plan cobis.plan now operates on a much more limitedshasivering only certain retirees and survivingefetents who do not
qualify for TVARS benefits, including the vestedoplemental pension benefit.

Plan Assumptions.The initial annual assumed cost trend for covertelits was 8.0 percent in 2007, decreasing byhatiepercent per year to a level of 5.0 percent
beginning on October 1, 2013, and thereafter. B662nd 2005, annual trend rates of 8.5 percenfdhgercent, respectively, were assumed. Thetaffabe change in
assumptions on the cost basis was not signifitaateasing/(reducing) the assumed health-caretsd rates by one percent would increase/(redheeaccumulated
postretirement benefit obligation (“APBO”) as offfs@mber 30, 2007, by $62 million/($65 million) aifié aggregated service and interest cost componénts periodic
postretirement benefit cost for 2007 by $4 milli&a million).
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The weighted average discount rate used in detergithe end-of-year APBO was 6.25 percent for 2@0J0 percent for 2006, and 5.38 percent for 200%. net unrecognized
gain or loss resulting from experience differennfrthat assumed or from changes in assumptionsexaeeding 10 percent of the APBO, is amortized tve average
remaining service period of active plan particigant

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 thegaibn was comprised of an $11 million increase wueormal 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 gamtslosses. 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 nateich was increased to 6.25 percent in 2007 fra®0 Hercent in 2006. The second component is coetpra§an actuarial gain
of approximately $11 million related to better-thexpected claims experience. The third componettsprised of an actuarial loss of approximatel$ #llion 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 postratm benefits expense for 2008 by approximatelyn@izon compared to 200°
TVA expects 2008 postretirement health care coapfroximate $44 million, an increase of $2 millmrer 2007 costs.

Components of Other Postretirement Benefithie changes in plan obligations, assets, and fustds for the years ended September 30 werdlaw$o

Components of Other Postretirement Benefits Plan
For the years ended September 30

Other Postretirement Benefits

2007 2006

Change in benefit obligation

Benefit obligation at beginning of ye $ 451 % 544
Service cos 3 9
Interest cos 26 29
Plan participan’ contributions 77 64
Actuarial (gain) / los: 2 (10¢)
Net transfers from variable fund/401(k) pl - -
Expenses pai - -
Benefits paid (97) (87)
Benefit obligation at end of year $ 464 $ 451

Change in plan assets

Fairvalue of plan assets at beginning of y $ - $ =
Adjustment to reconcile to system asset vi - -
Actual return on plan asse - -

Plan participan’ contributions 77 64
Net transfers from variable fund/401(k) pl - -
Employer contribution 2C 23
Expenses pai - -
Benefits paid (97) (87)
Fair value of plan assets at end of year $ - $ =
Funded status $ (469 $ (45))
Unrecognized net actuarial lo - 113
Unrecognized prior service cost — 39
Prepaid (accrued) benefit cost $ (469 $ (29¢9)
Assumptions as of September 3

Discount rate 6.25% 5.9(%
Expected return on plan ass NA NA
Rate of compensation incree NA NA
Initial health care trend ra 8.0(% 8.5(%
Ultimate health care trend re 5.0(% 5.0(%
Ultimate trend rate is reached in year beginr 2013 201:
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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 cos
Service cos $ 5 $ 9 $ 6
Interest cos 26 29 25
Expected return on plan ass N
Amortization of prior service co: 5 5 5
Recognized net actuarial loss 6 15 10
Total net periodic benefit cost $ 42 $ 58 $ 46
Assumptions used to determine expen:
Discount rate 5.9(% 5.38% 5.81%
Expected return on plan ass NA NA NA
Rate of compensation incree NA NA NA
Initial health care trend ra 8.5(% 9.0(% 9.00%
Ultimate health care trend re 5.0(% 5.0(% 5.00%
Ultimate trend rate is reached in year beginr 201z 2013 2012

Sensitivity to Changes in AssumptionBhe following chart reflects the sensitivity of preetirement 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 congis $ 4 3 (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 Plar

2008 $ 25
2009 27
2010 30
2011 32
2012 33
201:-2017 171
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Other Postemployment Benefits

Other postemployment benefits include workers’ cengation provided to former or inactive employess their beneficiaries and covered dependenthfoperiod
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 assumptinade at the end of the year. In accordance vith S
recommendations related to the selection of discrates, TVA utilizes a discount rate determineddfgrence to the U.S. Treasury Constant Maturitiés for a 10-year
maturity. For 2007, TVA has determined to utilzeéiscount rate of 4.59 percent representing #iefree 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 $7#aniland $429 million, respectively, for 2005. Ttleanges in 2007
assumptions had no effect on postemployment exgfeng906 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 RegeService (“IRS”) limits applicable to qualifiptins. The SERP funds are invested in securitieergdly designed to
achieve a return in line with overall equity marketformance. The nature of these investments dsegpcommingled funds. Commingled funds are sintilarature to a mutual
fund. Investments held in the SERP are statedimvélue, which is determined by the trustee effimd. TVA has historically funded the annual cédted 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 amentofdrASB Statements No. 87, 88, 106, and 1%

As of and for the year ended September 30, 200A f&¢ognized certain amounts related to the SERR ipicluding:

Plan assets in trust of $36 millic

A regulatory asset of $15 millio

An estimated accrued and unfunded pension plagatisin of $44 million

Expense of $6 million, an

Current year gains on plan assets of $3 milliorwbith approximately $3 million was unrealizt

In addition, $3 million in benefit payments weredadrom the plan during the year, and TVA made gbations of $6 million to the plan.
As of and for the year ended September 30, 2008, f@¢ognized certain amounts related to the plaluding:

¢ Plan assets in trust of $30 millic

A regulatory asset of $7 million,

An intangible asset of $5 millioi

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 werededrom the plan during the year, and TVA made buations 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. 158 wtequires companies, among other things, (1¢tognize the funded status of their pension ahdrot
postretirement benefit plans as a net liabilitasset, measured as the difference between theit@plefation 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 atatwsnponents of Accumulated other comprehengggewithin Proprietary capital.

As a regulated entity, however, TVA has reclasgifii amounts related to unrecognized prior sere@ss, net actuarial gains or losses, and subseghanges in the
funded status into a regulatory asset in accordatitbethe provisions of SFAS No. 73Accounting for the Effects of Certain Types of Ragon.” Under this guidance, the
deferral of incurred costs is allowed if the caats probable of future recovery in customer ratasconjunction 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 roill 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 s@pkoval from the TVA Board of regulatory accougtineatment for these unamortized prior servicescios2008.

SFAS No. 158 requires initial application for fisgaars ending after December 15, 2006, and fdateother 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 sétable presents all financial statement line itémzacted by the adoption of the standard. Bdtleabegin with the ending
book balances before SFAS No. 87 adjustments ade noarecognize the AML and are followed by the SA¥0. 87 adjustments made to recognize AML. Theairing
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 15€ Post AML
Adjustments pre and post SFAS 158 adoptior and SFAS 15: Adjustment Adjustment and SFAS 15!
Other regulatory asse $ 914 $ (662) $ 721 $ 9732
Intangible asset (unamortized prior service ¢ 243 3 (24€) -
Other liabilities (Pension and SEFR 991 (657) 33C 664
Current liabilities (Postretiremer - - 25 25
Other liabilities (Postretiremer 321 - 11¢ 43¢
Accumulated other comprehensive income (I - 2 2 -

Page 14(




Table of Contents

Financial Statement Elements Impacted by SFAS No58

As of September 30, 2007

Prior to AML AML SFAS 15¢ Post AML
Line items pre and post SFAS 158 adoption: and SFAS 15 Adjustment Adjustment and SFAS 15
As restatec As restatec
Regulatory and other lonc-term assets
Other regulatory asse $ 1,731 (662) 721 $ 1,79C
Subtotal 4,861 (662) 721 4,92(
Other lon¢-term asset 61¢ 3 (24€) 37E
Total regulatory and other lo-term asset 5,47¢ (659) 47t 5,29t
Total asset 33,91¢ (65¢9) 47¢ 33,73:
Current liabilities
Accounts payabl 97t - 25 1,00
Total current liabilities 3,40¢ - 25 3,42¢
Other liabilities
Other pension liabilitie 991 (657) 33C 664
Other postretirement liabilitie 321 - 11¢€ 43¢
Other liabilities 2,27¢ (657) 44€ 2,067
Total other liabilities 6,584 (657) 473 6,40(
Total liabilities 31,11: (657) 4732 30,92¢
Proprietary capital
Accumulated other comprehensive income (I (29 2 2 (19)
Total proprietary capite 2,807 2 2 2,807
Total liabilities and proprietary capit 33,91¢ (65¢€) 478 33,73:
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 $ 36 $ 5 % - $ 1 3 42
Net actuarial los 41 5 - 1 47

The projected benefit obligation, accumulated bémdiigation 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¢ 8,231
Fair value of plan asse 7,971 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 undedicare Part D. Under the Medicare Prescriptiond)r
Improvement and Modernization Act of 2003, whichated Medicare Part D, employers that provideaetiarescription 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 FASBffSeasition FAS 106-2,
Accounting and Disclosure Requirements Relateteédvtedicare Prescription Drug, Improvement and Modgtion 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 Ey@r-sponsored Part D prescription drug plan ("BDRith alternative
coverage over and above Medicare standard Parv€rage, for Medicare-eligible retirees who parttein TVA's Medicare supplement. By providing ampéoyer-sponsored
PDP, any Medicare subsidies will be passed thraaghtirees in the form of lower participant premiand should not affect TVA's cost of providingsmription drug
coverage.

15. 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 Contingencie
Payments Due in the Year Ending September 30

2008 2009 2010 2011 2012 Thereaftel Total

Debt $ 1512 $ 2,03 $ 62 $ 1,01t $ 1,528 $ 16,357 $ 22,50
Lease obligation

Capital 59 58 57 29 3 3 20¢

Nor-cancelable operatir 63 47 37 28 27 21¢ 421
Purchase obligatior

Power 18¢€ 182 194 19t 19¢ 3,80¢ 4,76(

Fuel 1,22C 527 504 232 223 442 3,14¢

Other 31C 157 24 16 15 39 561
Total $ 3,35 $ 3,00: $ 87¢ $ 1,518 $ 1,98¢ $ 20,867 $ 31,60:

Notes

* Does not include noncash items of foreign enay valuation loss of $299 million and net disdoom sale 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  $ 106 $ 108 $ 108 $ 108 $ 105 $ 61z $ 1,13¢
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Debt. At September 30, 2007, TVA had outstanding discowtés of $1.4 billion and long-term debt (incluglicurrent maturities) at varying maturities anerest
rates of $21.2 billion for total outstanding indedimess of $22.6 billion. See Note 11.

Leases TVA leases certain property, plant, and equipnuerler 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)effect at September 30, 2007, totaled $63 mill@en2008, $47 million for 2009, $37 million for 201828 million for 2011, $27
million for 2012, and an aggregate $219 millionrgadter for a total commitment of $421 million.

During the third quarter of 2007, TVA entered iato operating lease agreement and various relatgcacts for the Caledonia combined cycle facildgdted near
Columbus, Mississippi, with a commencement datéudf 1, 2007. The lease agreement has geHs-term expiring on February 28, 2022. The Caledtacility consists of thre
combined cycle units with a winter net dependableacity of 892 megawatts. A conversion servicesayent 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 furtbeides for an end-of term purchase option.

Power Purchase Obligation$VA has contracted with various independent powedpcers and power distributor customers for adudéti capacity to be made availe
to TVA. In total, these agreements provide 3,5@pawatts 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 posupply contracts is approximately $4.7 billioks of September 30,
2007, counterparties to contracts for 1,308 megavaditthis capacity were in bankruptcy, but therdegparties have continued to perform under thewgy purchase agreeme
with TVA throughout their bankruptcy proceedingSosts under TVA’s power purchase agreements aheded in the Statements of Income for 2007, 2086,2005 as Fuel
and purchased power expense and are expensedia®éhim 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 28821995, TVA is obligated to purchase power fraralidying
facilities. At September 30, 2007, there weressigpliers, with a combined capacity of 903 megayathich qualify under this program.

TVA, along with others, contracted with the Soutitean Power Administration (“SEPA”) to obtain powiesm eight U.S. Army Corp of Engineers hydroelgctr
facilities on the Cumberland River system. Theeagrent with SEPA can be terminated upon three yeatise, but this notice of termination may notbene effective prior to
June 30, 2017. The contract originally required®&HKo provide TVA an annual minimum of 1,500 hoafpower 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 Februzby2007. SEPA
then instituted an emergency operating plan that:

« 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 ghassly generation from the eight Cumberland River
hydroelectric facilities

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

« Eliminates the payment of demand charges by cusw(meluding TVA) since there is significantly reted dependable capacity on the Cumberland Ristesy
and

¢ Increases the rate charged per kilowatt-hour ofggneeceived by SEPA’s customers (including TVAgchuse SEPA is legally required to charge ratesctheer
its 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 addéld1.6 billion of long-term commitments rangimgterms of up to 10 years for the purchase of Bedauranium 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 faatrah problems as evidenced by seepage
through the foundation of the dam. An Environmehtgpact Statement was completed in 2007, whictckated the preferred alternative is to repair taend The total
estimated cost for repair is $35 million. Site Wwtw mitigate the problem began in 2007 and is dalegl to be completed in 2009.

Contingencies

Nuclear Insurance The Price-Anderson Act provides a layered fraorévof protection to compensate for losses ariiom a nuclear event. For the first layer, all
NRC nuclear plant licensees, including TVA, puréh&800 million of nuclear liability insurance frofimerican Nuclear Insurers for each plant with aerafing license. Func
for the second layer, the Secondary Financial Rrogwould come from an assessment of up to $10iomfrom the licensees of each of the 104 NRCrige= reactors 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 placgrisees 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, Qesg is required to take action to provide add#tidands to cover the
additional losses.

TVA carries property, decommissianiand decontamination insurance of $4.6 billionif®licensed nuclear plants, with up to $2.lidillavailable for a loss at any
one site, to cover the cost of stabilizing or shgtdown a reactor after an accident. Some ofittssrance, which is purchased from Nuclear Eledtistirance Limited (“NEIL},
may require the payment of retrospective premium®ua maximum of approximately $66 million. Ont@wer 1, 2007, TVA endorsed the existing propediqies 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 (business inteéonipinsurance for TVA's nuclear sites from NEILn the event that an accident covered by this pdi&es 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 ainmax of approximately $24 million.

Decommissioning CostsProvision 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 obligations relatedlosure and removal of its nuclear units. Thbility for closure is measured as the presentevalf the weighted
estimated cash flows required to satisfy the relatgigation and discounted at the credit adjuséee of interest in effect at the time the liagilitas actually incurred or
originally accrued, and subsequently modified tmpty with the prevailing accounting provisions. €Ttharge to recognize the additional obligatiogefiscted by adjusting the
corresponding regulatory asset. Earnings from ieissioning fund investments, amortization expesfdbe decommissioning regulatory asset, and istengpense on the
decommissioning liability are deferred in accordangth SFAS No. 71}Accounting for the Effects of Certain Types of Rlagion.” 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 esténate is based on amounts prescribed by the fdR@moving a plant from service, releasing theperty for unrestricted
use, and terminating the operating license. Theshdecommissioning costs may vary from the deriestimates because of, among other things, changles assumed dates
of decommissioning, changes in regulatory requirg@s)ehanges in technology, and changes in theofdabor, materials, and equipment. Utilitiesttben and operate nuclear
plants are required to use different proceduresiaulating nuclear decommissioning costs under SRA. 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 5.
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TVA maintains a nuclear decommissioning trust tovte funding for the ultimate decommissioningtsfriuclear power plants. The fund is investecetusties
generally designed to achieve a return in line witbrall equity market performance. The asseth@fund are invested in debt and equity securitiebcertain derivative
instruments. These derivative instruments are aseaks various asset classes to achieve a d@smestment structure and were comprised of 3,08ifraots with a market
value of $3 million at September 30, 2007. Thes#racts include futures, options, options on fesuiswap 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&eha@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 Se@n30, 2007 is greater than the present valueeoéstimated future nuclear decommissioning c@&t8. monitors the
monetary value of its nuclear decommissioning tamst believes that, over the long term and befessation of nuclear plant operations and commenteafieglecommissionin
activities, adequate funds from investments wilblailable to support decommissioning. TVA'’s naclpower units are currently authorized to opeuat# 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 MattersTVA's activities are subject to certain federaltst and local environmental statutes and reguistidviajor areas of regulation affecting TVA's
activities include air quality control, water quglcontrol, and management and disposal of solilfezardous wastes. Some of the more compreleerejuirements 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 Sectdia 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 éf§59 coal-fired generating units. While it istrpossible to predict how these evolving requiretaevill impact the operation
of existing and new coal-fired and other fossillfgenerating units, it is virtually certain thatronmental requirements placed on the operatiaih@$e generating units will
continue to become more restrictive. Litigatiorepemissions from coal-fired generating units sdaccurring, including litigation against TVA. &eegal Proceedings

The total cost of compliance wititure clean air regulations beyond CAIR and CAMRnz# reasonably be determined at this time becaite unknowns and
uncertainties surrounding emerging EPA regulatioesiltant compliance strategies, the potentiattferdevelopment of new emission control techn@sggiitigation, 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 ottgrbstantial costs if reductions of carbon dioxit0O ,”) are mandated. Predicting how and when £fay be regulated is very
difficult, even more so than the future regulatarother substances. TVA will continue to monitiois issue and will assess and respond to potditaicial impacts as they
become more certain.

TVA's total cost related to emigsi@duction regulatory programs for sulfur dioxidérogen oxide, and particulates from 1977 throggh0 is expected 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 altiise substances will continue to result in sigaift capital and operating costs for coal-firedagating units, including those
operated by TVA.

Liability for releases and cleanup of hazardousstauiires is regulated by the federal Comprehengivedhmental Response, Compensation, and LiabNi among
others, and similar state statutes. In a mannateasito many other industries and power systenvsh fias generated or used hazardous substancetheveears. TVA
operations at some TVA-owned facilities have rexlilh releases of hazardous substances and/ohimhwequire cleanup and/or remediation. TVA atsaware 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 sitegeTib@vidence that TVA sent materials to the reingi two non-TVA
areas: the David Witherspoon site in Knoxvillepfiessee, 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 radiomied, polychlorinated biphenyls (“PCBs”), and metaDOE has admitted to being the main contribafonaterials
to the Witherspoon site and is currently performifgan-up activities. DOE claims that TVA sent ipguent to be recycled at this facility, and thesesd®me supporting evidence
for the claim. However, TVA believes it sent omlyelatively small amount of equipment and thatenohit was radioactive. DOE has asked TVA to ‘pex@te” 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 contamirmatioaccordance with an agreement with EPA andsplarsue non-
participating PRPs for contribution. The estimatedt of the cleanup is $20 million. In additi®@RA likely has incurred several million dollarsrgsponse costs, and the
working group has reimbursed EPA approximately $3@8 of those costs. EPA has also proposed augbeglan for off-site contamination. The presenttiweost estimate for
performing the proposed plan is about $5 millién.addition, there may be natural resource dambaaitity 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 hsafficient information is available to developast estimate
(primarily the TVA sites) is approximately $20 nolh on a non-discounted basis and is included he®kiabilities 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 thersatiscussed
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 $4lmwith 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 liabilitieggmificantly exceed the estimates made, TVA'’s ressaf operations, liquidity, and
financial condition could be materially adverseffeated.

Economy Surplus Power Casén August 31, 1999, suit was filed against TWAle United States District Court for the NorthBistrict of Alabama by Birmingham
Steel Corporation, on behalf of itself and a clalsEVA industrial customers that contracted for eomy surplus power. While Birmingham Steel Corpioratvas the original
class representative, it filed for bankruptcy arabwexcluded from the class. Johns Manville Corpmmatas substituted as the class representative laksuit 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 @md 6, 2007. On August 20, 2007, the court conduatieearing on the fairness of the settlementr aftéch it approved the
settlement in the amount of $18 million. In acarde with the terms of the agreement, TVA paidsétiement amount to an escrow agent on Augus2@@/. On October 22,
2007, after the period for appealing the judgefsrayal of the settlement had expired, TVA authadiiee agent to disburse the funds to the plaintiffs

Case Against TVA and 22 Electric Cooperative®n December 2, 2004, the United States Disiranirt for the Middle District of Tennessee dismisadawsuit 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 Etelttembership Corporation, Appalachian Electricoperative, Caney Fork Electric Cooperative, Inhiickasaw Electric
Cooperative, Cumberland Electric Membership Cortiona Duck River Electric Membership Corporatiomy€tteville Public Utilities, Forked Deer Elect@ooperative, Inc.,
Fort Loudoun Electric Cooperative, Gibson Eleckiembership Corporation, Holston Electric Coopemtimc., Meriwether Lewis Electric Cooperative, Nitain Electric
Cooperative, Inc., Pickwick Electric CooperativéatPau Electric Cooperative, Powell Valley Electtiooperative, Sequachee Valley Electric CooperaBeeithwest Tennessee
Electric Membership Corporation, Tennessee Valliegttic Cooperative, Tri-County Electric Membersiprporation, Tri-State Electric Membership Corgimna, Upper
Cumberland Electric Membership Corporation, anduvitder Energy Cooperative. The lawsuit in partleingled TVA'’s practice of setting rates for elecp@mwver charged by
distributor customers through TVA's contracts wdiiktributor customers. The court held that thaefal 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 claint®int. The plaintiffs appealed to the United Staiesirt
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of Appeals for the Sixth Circuit (“Sixth Circuit”)yhich affirmed the district court’s decision ontGler 17, 2006, holding, among other things, th&4A'E rates were not subject
to judicial review and that TVA is not subject tatigrust liability when doing so would interferetWiTVA's purposes. The plaintiffs did not appesaid the deadline 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 tkanue
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, wiégea 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 dasalgut instead seek a court order requiring eatdndant to cap its
CO ,emissions and then reduce these emissions by aecifisd percentage each year for at least a deta@eptember 2005, the district court dismisseith tawsuits 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 Circulture 7, 2006. On June 21, 2007, the Second Ciicaitted 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 (“Coltrta 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 faevention of Significant Deterioration (“PSD")ogrram and the
Nonattainment New Source Revie“NNSR") program) and without complying with emissistandards (in alleged violation of the New Sowreeformance 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 costditifation, including attorney and expert witndess. 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 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, afigghat TVA did not comply with the new source ewi(“NSR”) requirements of the CAA when TVA repairitgs 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 friesfcthe 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 thagegiissued a decision reversing the dismissal arciv2, 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 Audust2008. 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 awsion, or planned to be installed. It is uncertahether there would be
significant increased costs to TVA.
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Case Involving Opacity at ColbertOn September 16, 2002, the Sierra Club and thbafna 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. Thatjffa seek a court
order that could require TVA to incur substantiddiional costs for environmental controls and pewl 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 heldtlthe Alabama de minimis rule was not applicalelealnse Alabama had not yet
obtained EPA approval of that rule. The case wamreled to the district court for further proceedin@n April 5, 2007, the plaintiffs moved for sunmaidgment. TVA
opposed the motion and moved to stay the procesdi®m April 12, 2007, EPA proposed to approve Alak’s de minimis rule subject to certain changéss Tulemaking
proceeding is ongoing. On July 16, 2007, the distrourt denied TVA’s motion to stay the proceedipgnding approval of Alabama’s de minimis ruleal@rgument on the
motion for summary judgment was held on AugustZDf)7. On August 27, 2007, the district court gedrthe plaintiffs’ motion for summary judgment,ding that TVA had
violated the CAA at Colbert. The district couridhéhat, while TVA had achieved 99 percent compi@on Colbert Units 1-4 and 99.5 percent compliaid@olbert Unit 5,
TVA had exceeded the 20 percent opacity limit (mead in six-minute intervals) more than 3,350 tirhesveen January 3, 2000, and September 30, ZD0R district court
ordered TVA to submit a proposed remediation pleimch TVA did on October 26, 2007. The plaintiffave an opportunity to respond. TVA is reviewitgyaptions for
regulatory and compliance approaches to addresslétision. If EPA approves Alabama’s de miniroigrthen the lawsuit will become moot.

In addition to Colbert, TVA has another coal-firgower plant in Alabama, Widows Creek Fossil Pld&Wiflows Creek”), which has a winter net dependaseerating
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 reducdiminate the chances of an adverse effect oroWwsdCreek 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 ptitin 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 the Supremacy Clause. In July 2006, the courtedemVVA’'s motion and set the trial for the term ofuct beginning October
2007. On August 4, 2006, TVA filed a motion reqimgtpermission to file an interlocutory appeal witie United States Court of Appeals for the Fo@itftuit (the “Fourth
Circuit”), which the district court granted on Seiber 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 ofitiberlocutory appeal to the Fourth Circuit was céetgd in January 2007, and oral
argument was held on October 31, 2007. On Julp@72North Carolina filed with the district courtreotion for partial summary judgment addressindgaterof TVA's
defenses. On July 31, 2007, and August 20, 2004, filed two separate motions for summary judgmeeteking dismissal of the lawsuit. The trial beftite 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 tiookl
emission reduction requirements for $&nd 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.
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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 companiegsvied 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 plaitdiflsed 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 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 Ti/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 powe Warren. TVA did not agree and East Kentuckyedsthe FERC to
order TVA to provide the interconnections. In Jayu2006, FERC issued a final order directing TVAiritterconnect its transmission facilities with EEsintucky’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 @herrypicking 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 proceediffiether or not FERC grants TVA’'s motion to vaciteés 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 invoicealing $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 actuappurchased. In September 2006, TVA received a&botaim 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, ARXEfiled 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 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 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 countion. The estimated
cost of the cleanup is $20 million. In additiorRAlikely has incurred several million dollars Esponse costs, and the working group has reimb&Bédapproximately
$725,000 of those costs. EPA has also proposézhaup plan for off-site contamination. The preseorth cost estimate for performing the proposkeh fis 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 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 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.
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Notice of Violation at Widows Creek Unit.70n July 16, 2007, TVA received a Notice of Via (“NOV”) from EPA as a result of TVA's failure properly
maintain ductwork at Widows Creek Unit 7. From 2@02005, the unit’s ducts allowed S@ escape into the air. TVA repaired the ductworR005, 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, dhbd@ased on the current discussions with EPA, B\stimate of potential monetary sanctions is oemis 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 pritgdad 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 emissionsata&uused for the test, not hourly emissions disies, including TVA, have argued should be thaemslard. 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, holding 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. Qumober 5, 2007, EPA filed a motion with the Uni®ites District Court for tt
Middle District of North Carolina asking that cotiotvacate its entire prior ruling, including therpion relating to the test for “routine” projects.

TVA is currently involved in two NSR cases (oneadhxing 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 Suprernet’€oejection of the hourly standard for emissig@esting could
undermine one of TVA's defenses in these casdwmwadth TVA has other available defenses. Environaigrbups and North Carolina have given TVA notitéhe past that
they may sue TVA for alleged NSR violations at antwer of TVA units. The Supreme Court’s decisionldancourage such suits, which are likely to inealnits where
emission control systems such as scrubbers anctigseleatalytic reduction systems are not installgdier construction, or planned to be installethenrelatively near term.

16. Related Parties

TVA is a wholly-owned corporate agency of the fedgovernment, and because of this relationshipAEVevenues and expenses are included as pdredéteral
budget. TVA's purpose and responsibilities asgenay are described under the “Other Agencies'i@ecf the federal budget.

TVA currently receives no appropriations from Coegg and funds its business using generated powtmnsyevenues, power financings, and other reveniiéa 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 FiagiRppropriation Investment in the TVA power syste TVA will also continue to pay a return on th&standing balance of
this investment indefinitely. See Note 9 Appropriation Investment.

In the normal course of business, TVA contracthiwther 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€ 123 131
Return on Power Facility Appropriation Investm: 20 18 16
Repayment of Power Facility Appropriation Investrin 20 20 20
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17. Unaudited Consolidated Quarterly Financial Infamation

The following table summarizes the unaudited quirtesults of operations for the periods indicatgigling effect to the restatement adjustments idesd in Note 2,
and showing previously reported amounts and restteounts for the quarters in the years ended Bdyete30, 2007, and 2006. This summary should beireeonjunction
with the audited restated financial statements appg herein. Results for interim periods may flate as a result of seasonal weather conditiorsgets in rates, and other
factors. The $53 million loss in the first quartér2006 was primarily due to increased fuel ancchased power costs. The $10 million loss in thetfoguarter of 2006 was
primarily due to the cumulative effect of accougtthanges.
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Capitalization of construction projec

Additional legal expens

Financing cost interest reclassificati

Reclassification of expenses previously netted wétlenue
Intracompany charges reclassification

Operating expenses, as reste

Operating income, as restate(

Net income, as originally reported

Additional revenue detailed abo

Additional expense detailed above,

Financing cost interest reclassification, net ies¢adjustmer
Intracompany charges reclassification, changeshiearoncome
Reclassification of expenses previously netted watrenue
Additional legal reserve

Net income, as restat

Operating revenues, as originally reportec
Unbilled revenue adjustmer
Reclassification of expenses previously netted wetfenue

Operating revenues, as restated

Operating expenses, as originally reported

Write off of construction project

Capitalization of construction projec

Intracompany charges reclassificat

Financing cost interest reclassificati

Reclassification of expenses previously netted wetfenue
Operating expenses, as rest:

Operating income, as restated

Net (loss) income, as originally reported

Increase (decrease) in revenue detailed abowv

Additional expense detailed above,

Financing cost interest reclassification, net ies¢adjustmer
Intracompany charges reclassification, changesherancome
Reclassification of expenses previously netted wetfenue
Additional legal reserve

Net (loss) income, as restal

Unaudited Quarterly Financial Information

Summary Statements of Income
Summary of Restatements

2007
First Second Third Fourth Total

$ 2,10 $ 228 $ 223 $ 2,62¢ $ 9,24¢
21 (25) 26 51 73

1 4 3 1 9
2,126 2,25¢ 2,26t 2,67¢ 9,32¢
- - (23 (34) (57)
1,78¢ 1,891 1,85: 2,191 7,728
6 3 6 31 46

©) - - - ©)
5 (13) - - (8)

- - - 3 3
(12) (12) (12 (12) (48)

3 4 4 4 15

- 2 (14) 12 -
1,78¢ 1,87¢ 1,837 2,22¢ 7,72¢
34147 384° 405 413 1,547
51 12€ 194 12 382
22 (22) 29 52 82

3 16 16 (39 3)
(12 (12 12 (12) (49)

- 2 (14) 11 (1)

2 - 1 3 6

4 - — _ 4

70 111 214 28 427

2006
First Second Third Fourth Total

$ 2,05 $ 2,05 $ 224 $ 2,826 $ 9,17t
- - - (200) (200)

1 3 1 3 8
2,051 2,05¢ 2,247 2,631 8,98:
1,827 1,76¢ 1,87¢ 2,11F 7,58:
- - - 5 5

- - - 8 8

©) 7 9 @) (12
(13) (12) (12) (12) (49)

5 8 7 6 26
1,81¢ 1,76¢ 1,86( 2,11¢ 7,56(
23t 28¢ 383 51€ 1,42¢
(53) 14 162 20€ 32¢

1 3 1 (197) (192)

11 3) 14 - 22
(13) (12) (12 (12) (49
©) 7 ) @) (12

4 5 3 18

- - - ©) (©)
(53) 14 162 (10) 112
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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
electricity to Other revenue. See Not— Reclassifications

(2)  Prior to the third quarter of 2007, TVA reportedta revenue not directly associated with revedesigved from electric operations as Other reveriligis loss of $3 million for the second quarte26D7 has been reclassified from
Other revenue to Other income. See No— Reclassifications

(3)  Prior to the fourth quarter of 2007, TVA reporteattain revenue realized from pre-commercial plagrations as an increase to Operating and mainterexpense. This revenue of $23 million for thedthjuarter of 2007 has
been reclassified from Operating and maintenanperese to Revenue capitalized during pre-commepéaalt operations. See Note 1 Capitalized Revenue During Pre-Commercial Plant @fiens.

(4) Prior to 2007, TVA reported certain revenue noedily associated with revenue derived from eleagerations as Other revenue. This income (lok$Ranillion, ($7 million), $8 million, and $7 mithn for the first quarter of 200
the second quarter of 2006, the third quarter @f62@nd the fourth quarter of 2006, respectivels been reclassified from Other revenue to Othmonire. Additionally, certain items not directly asmted with the sale of electric
were previously reported as Sales of electriciEis revenue of $5 million, $6 million, $5 milliomnd $6 million for the first quarter of 2006, teecond quarter of 2006, the third quarter of 2G0&| the fourth quarter of 20(
respectively, has been reclassified from Saledentmcity to Other revenue. See Not— Reclassifications

18. Subsequent Events
Debt Securities
In October 2007, TVA issued $24 million of electoses® with an interest rate of 5.5 percent which matar®ctober 2022 and are callable beginning in Oct@bes.

In November 2007, TVA issued $17 million of electotes® with an interest rate of 4.8 percent which matardlovember 2014 and are callable beginning in Nder
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 Novemht®, 2008.
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@ferations Business Services, was named Vicaderg and Controller, effective January 7, 2008.
Impacts of Recent Financial Market ConditiemsInvestment Portfolios
Financial markets have experienced significant ttaggy in recent months due to deteriorating drednditions associated with increased defaulisratesub-prime
mortgages. The uncertainty has resulted in sigmitly lower market valuations for many asset badkedstments. TVA's investment portfolios containariety of diversified

investments, including securities directly impadgdhese events. The impact of these events diisTkétirement system and nuclear decommissioningt investment
portfolios is reflected in changes in these poitfehlues 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 Systet $ 7971 % 8,08: $ 7,791 (2.2€%)
Nuclear Decommissioning Tru 1,08¢ 1,11¢ 1,06t (1.92%)

*  Investment balances at September 30, 2007, asteeparNotes 14 and 15. Investment balances aitf@ct31, 2007, are based on final trustee statesnand investment balances at November 30, 208 hased on preliminal
trustee balance

During the period of September 30, 2007, throughkievaber 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 Accountingrirm

To the Board of Directors of Tennessee Valley Autlo

In our opinion, the accompanying balance sheetslandelated statements of income, of changesaprigtary capital and of cash flows present faiilyall material respects, t
financial position of Tennessee Valley AuthoritySsptember 30, 2007 and 2006, and the results op#rations and its cash flows for each of theetlyears in the period
ended September 30, 2001 conformity with accounting principles generadigcepted in the United States of America. In aaldjitin our opinion, the financial 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 fiabstzitement schedule are the responsibility ofxbmpany’s management. Our responsibility is foress an opinion on these
financial statements and financial statement sdedsased on our audits. We conducted our auditsesie statements in accordance with the standattie Public Company
Accounting Oversight Board (United States). Thstsedards require that we plan and perform thet émdibtain reasonable assurance about whethédintgcial statements are
free of material misstatement. An audit includeaneining, on a test basis, evidence supportingtheunts and disclosures in the financial statemestessing the accounting
principles used and significant estimates made agagement, and evaluating the overall financiaéstant presentation. We believe that our auditsige a reasonable basis
for our opinion.

As discussed in Note 1 to the financial statemezftective September 30, 2006, Tennessee Valleh&ity adopted Financial Accounting Standards Bdaterpretation No. 4’
Accounting for Conditional Asset Retirement Obligiad--an Interpretation of FASB Statement No. 143.

As discussed in Note 2 to the financial statemeéh&s2007 and 2006 financial statements have bestated to correct errors.

PricewaterhouseCoopers LLP

Atlanta, Georgia

December 10, 2007, except with respect to Noteiratates to the 2007 and 2006
restatement as to which the date is Novembge2@08
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

For information regarding TVA's decision to charigdependent registered public accounting firmsagderefer to the disclosure in TVA's Current Report-orm 8-K
dated September 27, 2007, which was filed withSB€ on October 2, 2007.

ITEM 9A. CONTROLS AND PROCEDURES

TVA management (including the president and chiefcative officer) and members of the disclosuretimdrrommittee (including the chief financial oficand the vic
president and controller) have re-evaluated thecéffeness of TVA's disclosure controls and procedas of September 30, 2007. Based on that giaiuthe president and
chief executive officer and members of the disalestontrol committee (including the chief financidiicer and the vice president and controller)aaded that, based on the
material weakness described below, TVA's disclosuratrols and procedures were not effective asept@nber 30, 2007, to ensure that information reguio be disclosed in
reports TVA files or submits under the Securitiestiange Act of 1934, as amended, is recorded, psece summarized, and reported within the timeopsrspecified in
Securities and Exchange Commission rules and fofims.includes controls and procedures designeshsare that such information is accumulated andhwonicated to TVA
management, including the president and chief ekexofficer, the disclosure control committee, dhd chief financial officer, as appropriate, ttwal timely decisions
regarding required disclosure.

This conclusion is different than the conclusioscttised in the original filing of TVA’s Annual Regan Form 10-K for the fiscal year ended Septendfgr2007.

Subsequent to the periods covered by this repdy Management identified a material weakness ieriml controls related to TVA'unbilled revenue calculation. T
estimation process implemented in September 200sedtthe distributors’ average rates and an estgnof the number of days of revenue outstandingftect the delay in
reporting the end-use sales to TVA (“days outstagifi The number of days outstanding was derivedgia procedure similar to a cross-correlatiogidation that compared
the monthly retail load to the monthly wholesalado The intent was to reflect in the unbilled restie the endise sales that would be reported that month byilalisors plus an
remaining sales that would not be reported unélftillowing month due to the delay between whokeskglivery and end-use reporting.

TVA has determined that the process implementeéejptember 2006 overestimated the days outstandohthat this overestimation resulted in an erraeicording
unbilled revenue and unbilled receivables. The ipressunbilled process also failed to consider tmeual true-up of each distributor’s reported disition losses. The annual
true-up reconciles total end-use kilowatt-hour (‘kWWsales and revenue reported by each distributitr the kWh sales recorded for each distributoriadlesale.

TVA has used a new process for estimating unbiéeenue for 2006 and 2007 in this Form 10-K/A No.This process carries over only the portion ¢ésérom the
distributor’s meter read date to the month-endosEhsales, along with the current month salesharepriced at rates based on each distributosmauer and product
mix. Additionally, the true-up component has badded to the unbilled calculation to reflect amyitig differences that occur between the retail\ahdlesale billing cycles.

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.

In addition, during the preparation of the origifithg of TVA’s Annual Report on Form 10-K for thfescal year ended September 30, 2007, TVA detezththat
certain information which was required to be inéddn Current Reports on Form 8-K or as exhibitpa@dodic reports was not so included. This infation concerned
executive compensation, executive employment, hadenewal of credit facilities. The majority bktrelevant information was, however, disclosed W in other reports
filed by TVA with the SEC during fiscal year 200These matters are disclosed in greater detaileérCurrent Report on Form 8-K filed by TVA on Ded®mn11, 2007. The
failures were the result of control deficienciesl &muman error. The control deficiencies were natarial weaknesses or significant deficiencies. AThas identified
improvements to its disclosure controls, which imedoth additional controls and additional traminTVA has begun to implement these improvements.
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TVA's controls and procedures are designed to pi®@veasonable, but not absolute, assurance thabjbetives will be met. It should be noted tha tkesign 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 witesd in achieving its stated
goals under all potential future conditions, redesd of how remote.

Changes in Internal Control over Financial Reporting

During the quarter ended September 30, 2007, there changes in TVA's internal control over finaalgieporting that have materially affected TVA’samal control
over financial reporting. In particular, TVA congped the remediation of material internal contrebknesses related to (1) TVA's end-use billingrageaments with wholesale
power customers and (2) the completeness, accumadyauthorization of TVA's property, plant, andiggment transactions and balances, the calculafigsFUDC, and the
review of construction work in progress accountspimper closure 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 nine part-timennbers appointed by the President of the UnitedeStaith the advice and consent of the Senate. CHaégrman of
the TVA Board is selected by the members of the TB&ard.

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 Williaexpired in May 2007, they are entitled to remainffice until the end of the current session ofi@ss. Both directors have been nominated bydemsGeorge W. Bus
for new terms

There is currently one vacant position on the TVdaRl, and President Bush has nominated ThomasliTar@ to fill this position. A hearing on Mr. Giland’s
nomination was held before the Senate EnvironmeRu&lic Works Committee on October 2, 2007, butSkeate has not yet completed action on his noiomat

Mr. Sansom of Knoxville, Tennessee, joined the TVA Board inila 2006 and was elected Chairman by the TVA BaaMarch 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 adlirecAstec Industries, Inc., a corporation base@hattanooga, Tennessee, that manufactures egotpand components
used in road construction, and since 1984, he &es h director at First Horizon National Corponatia Memphis, Tennessee, bank holding compang00®, he was named a
director of MidAmerica Apartment Communities, Inc., a real esiiatestment trust with ownership interests in aparithomes. 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, Tennessee, joined the B@Ard in October 2006. He has been presidingdigif the Christian Methodist Episcopal Church iariwphis,
Tennessee since being elected at 2@06 General Conference held in June to July 2@0@viously, he was pastor of the Phillips TemplECChurch of Los Angeles,
California. He is the immediate Past PresidernihefBoard of the National Congress of Black Chusclaed from September 1993 to July 2004 Bishop €&ravas a member of
the Board of Memphis Light, Gas and Water, a TVétrbutor customer.

Ms. Williams of Knoxville, Tennessee, joined the TVA Board infgta 2006. Since June 2004, she has been the @iiSersan Williams Public Affairs in Knoxville,
Tennessee, and is affiliated with SRW & Associatésre, along with five other independent contrecctovolved with SRW & Associates, she providesljputelations
consulting services for various clients. From 1892004, she managed the Knoxville, Tennesseieeddf the Ingram Group, a statewide public-relaidirm.

Ms. Harris joined the TVA Board in November 199%8xior to her current position, she served at thpabenent of Energy as Executive Director of ther8eey of
Energy Advisory Board. From 1993 until 1997, shes\a&Special Assistant to Vice President Gore argl More’s Chief of Staff.

Mr. DePriestof Columbus, Mississippi, joined the TVA Board irak¢h 2006. He is President of MCT Investors LiPA&exandria, Virginia, venture capital firm tk
he founded in 1987 and that develops telecommuaitatind healthcare ventures. He has founded ottmepanies, including Boundary Healthcare ProdGotporation in
1987, where he served as Chairman until 1992. I$tefaunded Charisma Communications Corporatiob9®2, a telecommunications company, where he sawéthairman
and President.
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Mr. Thrailkill of Huntsville, Alabama, joined theVIA Board in March 2006. He retired in Septembe®@2@s President and Chief Operating Officer of adtinc., in
Huntsville, which supplies equipment for telecomiications service providers and corporate end-uddesjoined Adtran, Inc., in 1992.

Mr. Bottorff of Nashville, Tennessee, joined the ABoard in March 2006. Since January 2001, heskaged as Chairman and Partner of Council Ventargsnture
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 bebrlibased intrusion detection systems for netveedurity; and a member of the Board of Trusteegamfderbilt University.

Mr. Duncan of Inez, Kentucky, joined the TVA BoardMarch 2006. He is the Chairman, Chief Execufécer, and Director of Inez Deposit Bank, FSBLiouisa,
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 DirectéiGommunity
Thrift Holding Company, a unitary thrift holding epany (since 1999); and Chairman of the Republidational Committee since January 2007. From 189807, Mr.
Duncan was the Chairman of the Big Sandy Regiardustrial Development Authority, which manages stdal parks in five eastern Kentucky counties.. Bluncan remains
on the board of directors of the Big Sandy Regidndustrial Development Authority. He is also tBecretary for the Highlands Regional Medical Cemd?restonburg,
Kentucky, which manages a regional hospital.

Mr. Gilliland, the nominee, is from Blairsville, @ggia and is age 59. Mr. Gilliland has been Exieeu¥ice President and Director of United CommurBignks, Inc., a
bank holding company with assets of approximat8 ®illion, since 1992. He has also been theear 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 infodrtbe Honorable George W. Bush, the Presidenteotthited States, that he was resigning his posé#oa director of
the Tennessee Valley Authority, effective immediatto return full-time to the private sector.

Executive Officers

TVA's executive officers as of December 12, 200gjtt titles, their ages, and the date their emplayrwith 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 Operai 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&acl 51 1979
Randy Trusle) Vice President and Controll 51 1978
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Mr. Kilgore was named President and Chief Execu¥icer in October 2006 after having served asilent and Chief Operating Officer since joiningA'\h March
2005. He previously served as President and Ehxetutive Officer of Progress Energy Ventures, lzsgliary of Progress Energy Company created to gewarious
operations of Progress Energy Company, includirg éxtraction and energy marketing, from April 2a60~ebruary 2005. Prior to taking that positibir, Kilgore had been
Senior Vice President of Power Operations for GaaoPower & Light (which became Progress EnergyeiAugust 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 anectikive Vice President, Financial Services in Sapier 2007. Ms. Greene previously served as Séfider
President, Finance, and Treasurer at Southern Gofparvices, an energy company, from July 2003eat&nber 2007, where she was responsible for fiagplanning and
analysis, capital markets and leasing, treasuryirarestor relations. From July 2002 to July 2003, 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 positibere, including Group Vice President, Regulé&tesskil-Hydro Generation (from April 2006 to Octol2906), Vice
President, Strategic Planning and Business Devedap(from January 2005 to April 2006), and Vicedttent, Nuclear Support (from November 2002 to Dewer 2004).

Ms. Dunn joined TVA as an attorney in May 1978 uesed the position of Assistant General Counsekipt&nmber 1986, and assumed the position of Exex\Miive
President and General Counsel in January 2001.

Mr. Long was named Executive Vice President, Adsimiive 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@65, he served on the TVA Retirement System Board

Mr. Breeden was named Executive Vice Presidenttd@usr Resources in September 2006 after havingdexs Executive Vice President, Customer Servide an
Marketing since joining TVA in August 2004. Fromaktéh 2002 to August 2004, he was the Program Execfdr Executive Conversation, Inc., where he wesponsible for
executive training programs. From September 18Mdrch 2002, he was President of TXU Energy SesJi€nterprise Division, in Dallas, Texas, wherdnae accountability
for a new venture created to address customersigihg energy needs. Mr. Breeden had joined TXUpGration in May 1995 as Senior Vice President ofJTKlectric & Gas,
where he was responsible for marketing and sales.

Mr. Boston is Executive Vice Presiddétbwer 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 untidmeing Division Manager of Electric System Relighiln May 1991. In December 1996, he was namadd@eéJanager,
Pricing, and held that position until April 1998r. Boston serves as Vice President of CIGRE-Ult 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 regulated non-regulated Entergy nuclear units. Mr. Caaligerved as Senior Vice President and Chief Qpey®fficer of
Entergy from February 2003 to February 2007, angl ieaponsible for the operation of all Entergy tatpd nuclear units. He also served as Vice PeesidEngineering, 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 seageBenior Vice President, Exelon Energy Delivand was responsible for transmission and distdoubf electricity. From
2002 to 2003, he was Vice President, Exelon Poaret,was responsible for its fleet of gas, coaldfi@nd hydroelectric generating facilities. Fro@®@ 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 arsdswhsequently appointed Browns Ferry Plant Maniagéuly 2000, Browns Ferry Site Vice Presidendutly 2001, and
Senior Vice President, Nuclear Operations, in 20G4.

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 oATAsiness including accounting, audit, and reverefere
joining the Treasur's office in 1987. He was named Vice President @rahsurer 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 andndiance
Officer in July 2007. He previously served as $enjice President, Communications, a position rsuased in March 2006. From October 2002 to Mardd62@e held the
position of Senior Vice President, Employee Relaiand Diversity. Mr. Hairston served as SeniareMPresident, Labor Relations, from October 2000dtwber 2002, and h:
held that position previously from June 1994 toe)a98. From August 1998 to October 2000, he veasos Vice President, Strategic Initiatives. Mrik$ton also served as
Senior Manager, Strategic Planning and Support fvtay 1993 to June 1994.

Ms. Reynolds joined TVA in April 2007 as Senior ¥iPresident of Communications, Government and Y&lielations. Ms. Reynolds served as thé'8écretary 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 tal 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 afitonment and Research, and T\&Environmental Executive and Federal Preservaifficer, positions she has he
since May 2007. Ms. Ellis is responsible for cogie environmental policies and strategies, managéof reservoir lands, and research and developngme previously
served as the Senior Vice President, Environm@&tekardship and Policy (from February 2006 to M@97), the Vice President, Resource StewardshipAatidg Vice
President, Environmental Policy and Planning (frhuty 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 Controllarposition he has held since January 2001. hhedi VA in October 1978 as an auditor and was buaoiffieer
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 positodd#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{éficial Ethics Code”) that applies to all executifiécers and directors of TVA as well as to allgloyees who
certify information contained in quarterly reporsinual reports, or information statements or wéneetresponsibility for internal control self-assessats. 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 bygc8#8-882-4975 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 pathcf Annual Report.
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Committees of the TVA Board

TVA does not have a Nominating Committee. fEamember of the TVA Board is appointed by the Riesi of the United States with the advice and aongkthe U.S
Senate. The TVA Act provides that to be eligiluéde appointed as a member of the TVA Board, aivithaal must (1) be a citizen of the United Sta{@3,have management
expertise relative to a large for-profit or nongtrebrporate, 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 Committealgiigthed in accordance with the TVA Act. TVA's Atidnd 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 committeesfincial expert”
under applicable SEC rules.

TVA is exempted by section 37 of the Exchange Aatrf complying with section 10A(m)(3) of the Exchanfyct, which requires each member of a listed isswidit
committee to be an independent member of the bafadiitectors of the issuer. Notwithstanding thiemption and the fact that TVA is not a listed camy, 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, whagiplies to TVA, the audit committee is directlypeasible for the appointment, compensation, andsiyiet of the
external auditor; however, the TVA Act assigns riagponsibility for engaging the services of theeenxal 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 Commit
¢ 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 providfssmation about TVA’s compensation philosophy atichitegy, as well as the policies and decisioasghided
TVA in 2007 in establishing the level and naturéha compensation provided to the President andf@hxecutive Officer (“CEQ”), the Chief FinanciaFi@er and Executive
Vice President, Financial Services (“CFQO”), and ttmee most highly compensated executive officémemthan the CEO and CFO. References to the “Mdaxecutive
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 employéesuding the Named Executive Officers, and places
responsibility for doing so with the TVA Board. Wer section 2 of the TVA Act, as amended by theddtidated Appropriations Act, 2005 (the “ConsolethAppropriations
Act”), which became effective on March 31, 200& T\VA Board is directed to establish a compensatian for all TVA employees which:

« Specifies all compensation (including salary or ather pay, bonuses, benefits, incentives, ancoémr form of remuneration) for the CEO and TVA doypes;
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« Is based on an annual survey of the prevailing @rsation for similar positions in private industiycluding engineering and electric utility compasi publicly
owned electric utilities, and federal, state arshlgovernments; ar

« Provides that education, experience, level of resibility, 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, fispéncentives, and any other form of remunera}iof all
managers and technical personnel who report direztthe CEO (including any adjustment to compednsjt

« On the recommendation of the CEO, the TVA Board apbrove the salaries of employees whose salendesd be in excess of Level IV of the Executive Sdhle
($145,400 in 2007); an

* The CEO will determine the salary and benefitsmpkyees whose annual salary is not greater thaalll¥¢ 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 TVAn@gement and recommended a proposed compensaivoiopghe TVA
Board. The TVA Board approved the proposed compemsalan for all TVA employees, including the NaghExecutive Officers and other executives, at itsyN1, 2007,
meeting (the “Compensation Plan”). The Compenad®ian will be reviewed from time to time by therdlan Resources Committee to ensure consistencyuaume falignment
with TVA’s mission and Strategic Plan, and any raaeended changes to the Compensation Plan will begted to the TVA Board for approval.

Objective of the Executive Compensation Program

The philosophy of the Compensation Plan is basetth@statutory requirements of the TVA Act, as adehby the Consolidated Appropriations Act, andgeizes
that many employees, including executives, areedadh to accomplish specialized aspects of TVA'ssioin safely, reliably, and efficiently, and muavé 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. Accordinghg Compensation Plan is
designed to fulfill the following purposes:

« Provide a competitive level of compensation thathées TVA to attract, retain, and motivate highbmpetent employee Each position in TVA has a pay le
determined by market pricing based on a level ngddeattract, retain, and motivate employees @iitto TVA's success in achieving its mission. Ow
compensation levels are targeted at the mediaff (E0centile) of the relevant labor market for massipons. However, for positions affected by markearcity
recruitment and retention issues, and other busineasons, overall compensation levels are targatede the median (typically between the "5and 75"
percentile). Certain generation and transmissiositipns, for example, are targeted at higher dvemnmpensation levels because of these factor®rrhatior
about TVA's peer group and benchmarking practices is proviédalv under the headir“Use of Market Data and Benchmarki”

Encourage and reward executives for their perforoeaand contributions to the successful achieverogfihancial and operational goal: A key component «
the Compensation Plan is a strong orientation tdwaay for performance,” which rewards improvemémtTVA's overall performance, as well as tha
individual business units and individual participmnApproximately 40 to 50 percent of overall ca@ngation for the Named Executive Officers is perfance-
based compensation. “At riskicentive pay for 2007 was directly linked to thehi@vement of performance goals at the TVA level #re business unit level.
2007, the TVA Board approved the TVA level perfomoa goals and delegated authority to approve theness level performance goals to TYACEO
Mr. Kilgore. This substantial emphasis on perfoncebased goals provides incentives to executives tioe at the highest levels to achieve the goadd &
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 TVAeserT VA
seeks to hire and retain executives who are focosdubth the short-term and lotgrm success of TVA. The Compensation Plan isgiesi to achieve this gc
by providing a mix of fixed base compensation atidisk annual and longerm incentive compensation. Base compensatidimés and designed to provide
immediate financial incentive to executives. Aninaiad long-term incentive compensation igigk- based on performance and is designed to fegasutives o
the shor-term and lon-term goals of TVA

Improve overall company performance through prothitgt enhancemen No executive can help meet TVAgoals and improve performance without the wo
all employees of TVA. For this reason, the perfante goals set at the TVA level and business auéllare the same for both executives and all exaeutive
employees. In this way, all TVA employees recaieenpensation in a manner that aligns their work e same goals and encourages and rewards thettre
successful achievement of TVs goals

Given the structure of TVA as an agency and insémitality of the United States, there are limitsT&A'’s ability to set compensation for its employegxluding 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 regaiinent that TVA operate its power system as efiityeand economically as possible, including limgtitotal compensation for
executives to that required to recruit, retain, emativate them. However, providing inadequate cengation levels to executives could adversely aff§¥®@'’s efficiency and
economy to an even greater extent. A second lifitaexists as a result of TVA's capital structuiehe 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 torlevant labor market. Market information for fatampensation,
as well as each element of compensation within tatapensation, for the Named Executive Officerstitained from:

¢ Published and customized compensation survey<tiitethe relevant labor markets identified forigeated positions, ar
« Publicly disclosed information from the proxy statnts and annual reports on Forn-K of energy services companies with revenues djitidn and greater

When the competitive market compensation is corddibe positions, the Human Resources departmeth, e assistance of an independent compensatisultant,
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 compensagiogld and incentive opportunities to maintain tesitd degree of market competitivent
TVA's relevant labor market for most executivesluding the Named Executive Officers, is comprisé€doth private and publicly-owned companies in¢hergy
services industry of similar revenue and scopeMd.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 Corf 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.0O-
K, TVA looked at a subset of the peer group ab@entified with asterisks, as well as three add#ilccompanies 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 anndahgpaid biweekly, and a combination of annuaasapaid biweekly and additional annual compensapiaid ir
quarterly installments prior to May 31, 2007, asatied more fully belon

annual incentive compensation, which i-risk and based on the attainment of certail-established performance goe

long-term incentive compensation, which i-risk and based on the attainment of certai-established performance goe

longterm deferred compensation, which is awarded tbqgigaiting executives in the form of annual creditat vest after a specified period of time, typicthree
to five years; an

pension plans, both qualified and supplementalclvigirovide compensation beginning with retiremanteomination of employment, provided certain ditity
and vesting requirements are

More information about the value of these varioosipensation components for the Named Executivee€@fiis provided below under the Summary Compesrsati
Table and the Grants of Plan-Based Awards Table.

Base Compensatiofror the Named Executive Officers, base compensaiiades 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 tisataries for TVA employees, including the Nameddiive 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 reportsckvinclude the CFO
and Chief Operating Officer (“COQ”), and (ii) onetihecommendation of the CEOQ, the salaries of enggleyvhose annual salaries would be in excess afuixe Schedule
Level IV ($145,400 in 2007).
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As a result, salaries were limited to $145,400f@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, 208hat of its approval of the Compensation Plaa, TthA 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 executives whose base compensation exceexiecltive Schedule Level IV. The CEO exercised ¢hithority as to the
Named Executive Officers as of May 31, 2007, sassithat time, no Named Executive Officer has resizdditional annual compensation. The total anmsohadditiona
annual compensation paid to the Named Executivie@# in 2007 appear in the “Bonus” column in thengnary Compensation 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 Offiadrs are not
direct reports to the CEO is reviewed and apprdheasughout the year by the CEO and any recommeadgstments as approved by the CEO are submittédebiiuman
Resources Committee to the TVA Board for approvean annual basis. Since the Human Resources Cteemiais still in the process of reviewing a proplosempensation
plan at the beginning of 2007, the base compensédiothe Named Executive Officers as of Octobe2)6, was not changed from 2006 levels. On M&r@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. Geezs 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 Odfis, participate in the Executive Annual Incenflan (“EAIP”). The EAIP is
designed to encourage and reward executives fordbmetributions to successfully achieving shormdinancial and operational goals of TVA and apalile business
units. Under the EAIP, an executive’s annual itisenpayment 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 opyaity is established for each of the Named Exeeutificers based
on the opportunities other companies provide te¢hia comparable positions in the energy serviegsstry. Incentive opportunities of the CEO andried Executive Officers
who are direct reports to the CEO are reviewed alfywby the Human Resources Committee, and anymetended adjustments are submitted by the HumanuResd
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 processwéwang 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 annuaakintive 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 fixdmarual incentive
opportunity within the guidelines set forth in tBempensation Plan.

The percent of opportunity achieved, as used irfidhaula above, was determined in 2007 by a weijhteerage of the results of a combination of pentorce
measures at the TVA level and the business urél leRerformance measures at the TVA level and theights are identified in TVA’s Winning PerformamBalanced
Scorecard. The performance measures and weigitar incorporated into TVA’s Winning Performaraanced Scorecard are used in determining annoahtive payouts
not just for the Named Executive Officers but dlsoall other participants in the EAIP as well dsother non-executive TVA employees who particgpat TVA's Winning
Performance Team Incentive Plan. The performareasaores, weights, and goals approved by the TVA®Bfma the 2007 Winning Performance Balanced Sankas 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 Injuries/Hours ~ 10% 1.58 1.82 1.56 1.30
Worked)
Productivity ($/MWh Sales 10% 9.73 9.47 9.42 9.37
Connection Point Interruptions 15% 0.81 0.84 0.81 0.78
(Interruptions per Connection Poil
Customer Satisfaction Survey 10% 89.2 82.0 84.0 86.0
(Percent Satisfiec
Economic Development 5% 142 100 115 130
(Jobs + Investments + Job impa
Equivalent Availability Factor (Ratic 15% 87.8 87.2 87.7 88.2
Environmental Impact (Inde; 10% 79.8 65.2 58.3 50.6
Delivered Cost of Power Excluding FGA 20% 32.26° 32.61 3241 3221
Costs ($/MWh Sales
FCA%Costs ($/MWh Sales) 5% 19.29 17.54 17.19 16.84

1 Any TVA employee or staff augmentation contradadality will prevent payout for this indicatc

2 Fuel Cost Adjustment.

3 Based upon restated 2007 results, the delivesstod power, which includes a component of revemaes $32.13 per MWh sold, which equaled 125 perctthe
target goal. The 2007 performance payment wasideresi final upon payment in 20C

As shown in the table above, the Winning PerforneaBalanced Scorecard established threshold, temeétmaximum achievement levels for each of théopmance
measures. Performance levels between thresholthaget achievement levels, and between targetrandmum achievement levels, were calculated usirsgght line
interpolation. Threshold achievement levels wetet@ recognize normal, satisfactory performanceeézh performance measure based on the budgéuaimess plans for
2007. Target achievement levels were set to rézegyood performance over and above threshold aetment 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, andall dikelihood
(approximately 20 percent chance) of meeting marinaghievement levels.

The Winning Performance Balanced Scorecard repted@® percent of the potential payout under théPEA 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 ageegmwithout regard to actual performance.

Awards provided to the Named Executive Officersemtie EAIP for the performance period that ende&eptember 30, 2007, are reported in the “Non-4gqui
Incentive Plan Compensation” column in the Sumn@oynpensation Table. Additional information regagithe basis of the payouts under the EAIP is piteskein 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 contiobstto successfully achieving TVA's long-term firedal and operational goals, typically over a thyear performance
cycle. The ELTIP performance cycles run concufyeaind 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 companiesviile to those in
comparable positions in the energy services inguskhe percent of opportunity achieved, as usaterformula above, is determined based on thétsesiuione 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 povars 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 ELTientive 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 Compensatiotdnlike private sector companies in the energy sesvindustry, TVA is a corporate agency and insentality of the United State
and thus does not have equity securities to prostidek 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 tvjgle retention incentives to executives to encgerthem to remain with TVA and to provide, in comdtion with base
compensation and EAIP and ELTIP incentive awaradsirapetitive level of total compensation. Undessth 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 tkecative remains employed at TVA until the endho$ fperiod (typically three
to five years), the executive becomes vested iméi@nce of the account, including any return aregtment 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 agreet:i@rth Mr. Singer and Mr. Bhatnagar where the ami@f annual credits is based on the achievemec¢béin
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 therthary Compensation Table and the “Registrant Gmrttons in Last
FY” column in the Nonqualified Deferred Compensatitable.

Descriptions of all the LTDCP agreements with themé¢d 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 awle to all annual TVA employees:
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» Defined benefit plai
— Original Benefit Structure*OBE") for employees covered under the plan prior to Janial996, with a pension based on a final avepeyeformula

— Cash Balance Benefit Structure (“CBBS38y employees first hired on or after January 196,9vith a pension based on an account that resgiag credits equal
six percent of compensation plus intel

* 401(Kk) plan
- For OBS members, TVA provides matching contributiof 25 cents on every dollar up to 1.5 percerstrofual salary
- For CBBS members, TVA provides matching contribngiof 75 cents on every dollar up to 4.5 percerinofual salary
The availability of these qualified plans is cotesig with similar qualified plans provided by otteempanies in TVA’s peer group.

In addition, certain executives in critical posit&y as determined by TVA on an individual basis,digible to participate in a Supplemental ExecufRetirement 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 pensionrpleelps 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 offeetMls. Greene and Mr. McCollum in connection witleit acceptance of employment with TVA. The vakssociated with tr
credited years of service and waiver of prior emetmffset under the SERP is reported in the “Cleandension Value and Nonqualified Deferred Corspéan Earnings”
column in the Summary Compensation Table. Theaetgiof additional credited service and waiversftets of prior employer pension benefits werévet 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 Benéefigble.

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 CompensatidiieTa

In 2007, TVA also provided relocation incentive pants to Ms. Greene and Mr. McCollum in connectidgth their acceptance of employment with TVA andwado
Tennessee. These relocation incentive paymentepeoeted in the “All Other Compensation” columntlie 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 repartdte “All Other

Compensation” column in the Summary CompensatidsieTa
TVA did not provide any other perquisites to thenidal 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 arfieagdme 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 regamglicompensation earned by each of the Named ExecOfificers in 2007.

Summary Compensation Table

Change in Pension

Value and
Non-Equity Nonqualified De_)ferre
Stock Option  Incentive Pla Compensation All Other
Name and Principe Salary Bonus® Awards Awards Compensatio Earnings2 Compensation Total
Position Year $) %) %) %) ($) () $ $
@ (b) (© (@ (® ® @ ()] ® 0]
Tom D. Kilgore 2007 $ 308,69: $ 341,29 - - $ 890507 $ 138 274* $ 309,900 $ 1,988,66
President and 200€  $140,000 $511,98 = = $627.861° ’ 2 $306,301  $1,684,31
Chief Executive Officer ’ $98,172
Kimberly S. Greene 2007 $ 38,46 - - -$ 36159° $ 242,752° $ 370,900'¢ $ 688,27
Chief Financial Officer an 200¢ - - - - _ _ _ -
Executive Vice President
Financial Services
John M. Hoskins 2007 $ 178,88t $ 72,60¢ - - $ 169,158" $ 75,616 $ 62,619 $ 558,88t
Interim Chief Financial 200¢ - - - - _ _ _ -
Officer and
Executive Vice President
Financial Services
Michael E. Rescoe 2007 $ 26,25( $ 23,93t - - _14 _153 1 646875 $ 1,697,06
Chief Financial Officer an 200€  $140,000 $286,10! - - $295.00 15 ' ’$6 30( $727,50!
Executive Vice President ' ’
Financial Services 17
William R. McCollum, 2007 $ 293,46: - - - $1,042,132° $ 1,430,162"° $ 468,727°° $ 3,234,48
Jr. 200¢€ - - - - _ _ _ -
Chief Operating Officer
Karl W. Singer 2007 $ 253,000 $ 227,52 - - $ 724,000 $ 357,490 $ 221,600° $ 1,783,61i
Chief Nuclear Officer and 200€  $140,000 $341,32 - - $580,.275* $365,355%° $211,25  $1,638,20
Executive Vice President
TVA Nuclear
Ashok S. Bhatnagar 2007 $ 236,60¢ $ 189,38 -= - $ 470,668° $ 154,937 $ 165,405 $ 1,217,00!
Senior Vice President, 200€  $140,000 $276,07( - $390 64! $160,615%° $158,65!  $1,125,98
Nuclear Generatio
Development 29

and Constructiol

Notes

(1) Represents additional annual compensationipajdarterly installments through May 31, 20

(2) Represents the aggregate change in pensiae ualder TV/'s qualified defined benefit plan and T"s Supplemental Executive Retirement P“SERF").
(3) Includes $427,382 paid out under the EAIP $4@3,125 paid out under the ELT

(4) Includes increases of $11,088 under s qualified defined benefit plan and $127,186 untlerSERP

(5) Includes an unvested annual credit in the athofi$300,000 provided under a LTDCP agreemertt Mit. Kilgore. Mr. Kilgore will become vested ihg $300,000 credit in accordance with the termth@L. TDCP agreement. See information
regarding the details of the LTDCP agreement u“Long-Term Deferred Compensation Plan Agreem”

(6) Includes $334,152 paid out under the EAIP $2@3,709 paid out under the ELT

(7) Includes increases of $8,882 under TVA's dfieadidefined benefit plan and $89,290 under the BERhe $98,172 amount represents a correctioneo$169,614 amount reported in TVA's 2006 Annugb&teon Form 10-K/A, which included
increases of $8,882 under T"s qualified defined benefit plan and $160,732 underSERP

(8) Includes $25,439 paid out under the EAIP abh@, %20 paid out under the ELTIP. Ms. Greene joiii€é on September 1, 2007, and both the EAIP and@IElincentive awards were prorated based on thebeuwf months she participated in the
performance cycle:

(9) Includes increases of $5,598 under T's qualified defined benefit plan and $237,154 urntlerSERP

(10) Includes a vested credit in the amount oft$280 provided under a LTDCP agreement with MseBeg a relocation incentive in the amount of $90,&d $900 in vehicle allowance payments. MseBeewvas vested in the $280,000 LTDCP
credit at the time it was made to her account goetance with the terms of the LTDCP agreement iSfermation regarding the details of the LTDCPesgnent unde‘ Long-Term Deferred Compensation Plan Agreem”

(11) Includes $94,494 paid out under the EAIP $rd,664 paid out under the ELTI

(12) Includes an increase of $76,893 under "s qualified defined benefit plan and a decreasgl 77 under the SER
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(13) Includes an unvested annual credit in thewarhof $60,000 provided under a LTDCP agreemertt Wit. Hoskins. Mr. Hoskins will become vested e 560,000 credit in accordance with the termfiefliTDCP agreement. See information
regarding the details of the LTDCP agreement u“Long-Term Deferred Compensation Plan Agreem”

(14) Mr. Rescoe left TVA effective November 130B0and was not eligible to receive awards unde&AIP or ELTIP in 2007
(15) Mr. Rescoe left TVA effective November 130B0and did not meet the minimum five years of iteddle service required to become vested in s qualified retirement plan and the SEI

(16) Includes an initial installment in the amooh®823,437.50 provided under the April 2004 agreet with Mr. Rescoe and accrual of an additionsfallment in the amount of $823,437.50 paid in &uber 2007. See information regarding the
details of the April 2004 agreement un*“Other Agreement”

(17) Includes $195,075 paid out under the EAIP $h@0,021 paid out under the ELT
(18) Includes $460,257 paid out under the EAIP $58f1,875 paid out under the ELT
(19) Includes increases of $5,385 under s qualified defined benefit plan and $1,424,777aite SERF

(20) Includes a vested credit in the amount of@380 provided under a LTDCP agreement with Mr. Mi@n, a relocation incentive in the amount of $), $33,169 in relocation assistance paymentshwihidudes $2,390 in tax reimbursements,
$4,500 in vehicle allowance payments. Mr. McCollwas vested in the $350,000 LTDCP credit at the fimvas made to his account in accordance withetras of the LTDCP agreement. See informatiomamgigg the details of the LTDCP agreement
under“Long-Term Deferred Compensation Plan Agreem”

(21) Includes $336,000 paid out under the EAIRB85@00 paid out under the ELTIP, and a credit éamount of $100,000 made to Mr. Singeteferred compensation account, as provided undeparation agreement with Mr. Singer. See indtion
regarding the details of the separation agreemedent'Other Agreements.”

(22) Includes increases of $21,276 under s qualified defined benefit plan and $336,214 urierSERP

(23) Includes an unvested annual credit in thetarhof $200,000 provided under a LTDCP agreemetit ir. Singer and $11,700 in vehicle allowance pagts. Mr. Singer was vested in the $200,000 cieditcordance with the terms of his
separation agreement. See information regardiegléitails of the separation agreement u’“Other Agreement”

(24) Includes $283,382 paid out under the EAIRLE293 paid out under the ELTIP, and a credit éamount of $80,000 made to Mr. Singer’s defermdmensation account provided under a LTDCP agreewiémMr. Singer for achievement of
major milestones in 2006 associated with the Broersy Unit 1 Recovery Project. See informatiogameling the details of the LTDCP agreement ui“Browns Ferry Unit 1 Recovery Milestone LTDCP Agrests”

(25) Includes increases of $17,905 under s qualified defined benefit plan and $347,450 urilerSERP

(26) Includes $199,572 paid out under the EAIR27@44 paid out under the ELTIP, and a credit énamount of $43,452 made to Mr. Bhatnagar's defieccempensation account provided under a LTDCP ageeewith Mr. Bhatnagar for achievement
of major milestones in 2007 associated with thevBr® Ferry Unit 1 Recovery Project. See informatiegarding the details of the LTDCP agreement u“Browns Ferry Unit 1 Recovery Milestone LTDCP Agresnts”

(27) Includes increases of $16,030 under s qualified defined benefit plan and $138,907 unberSERP

(28) Includes an unvested annual credit in thewarhof $150,000 provided under a LTDCP agreemetit . Bhatnagar and $11,700 in vehicle allowanagrpents. Mr. Bhatnagar will become vested in th808000 credit in accordance with 1
terms of the LTDCP agreement. See informationndigg the details of the LTDCP agreement ur“Long-Term Deferred Compensation Plan Agreem”

(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 defieccempensation account provided under a LTDCP aggeewith Mr. Bhatnagar for achievement
of major milestones in 2006 associated with thenBr® Ferry Unit 1 Recovery Project. See informatiegarding the details of the LTDCP agreement u“Browns Ferry Unit 1 Recovery Milestone LTDCP Agresnts”

(30) Includes increases of $12,945 under s qualified defined benefit plan and $147,670 unberSERP
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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 performanneahe performance cycles ending in 2007.

Grants of Plan-Based Awards Table

Grant
All Other  All Other Date
Estimated Possible Payout Stock Option Fair
Under Non-Equity Incentive Plan Estimated Future Payouts Awards: Awards: Value of
Awards Under Equity Incentive Plan Awards Number of Number of Exercise or Stock

Shares of Securities Base Price and
Stock or  Underlying of Option Option

Grant Threshold Target Maximum Threshold  Target Maximum Units Options Awards Awards

Name Date (%) (%) (%) % (%) (%) # # ($/Sh) %)
@ (b) (©) (d) (e) ® ()] (h) 0] @ (k) 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 - - - - - - _
ELTIP? $6,771 $9,028 $11,285 — — — — - — _

John M. Hoskins EAIP? $75,450 $100,600 $125,750 = = = = — — _
ELTIP2 $47,156 $62,875  $78,594 = = = — — - —

Michael E. Rescoé EAIP? - - - - - - - - — —
ELTIP? - - - - - - - - - -

William R. McCollum, Jr. galp? $367,500 $490,000 $612,500 = = = — — — —
ELTIP? $367,500 $490,000 $612,500 = = = = — — —

Karl W. Singer N $252,000 $336,000 $420,000 — - - — — - —
ELTIP2 $216,000 $288,000 $360,000 — — — — — - —

BFNU1-LTDCP® - sw00000 - - - - - - - -

Ashok S. Bhatnagar EAIP L $191,700 $255,600 $319,500 = = = = — - —
ELTIP 2 $143,775 $191,700 $239,625 = = = = — - —

$50,000 = = = - - - - -

Notes

(1) Actual awards earned for performance in 20@7reported for each of the Named Executive Officerdel“Non-Equity Incentive Plan Compensat” in the Summary Compensation Tak

BFNU1-LTDCP®

(2) Actual awards earned for the performance cgolded on September 30, 2007, are reported for@fable Named Executive Officers unc¢*Non-Equity Incentive Plan Compensat” in the Summary Compensation Tak

(3) Ms. Greene joined TVA on September 1, 2007, thie awards she earned in 2007 were to be probatsetl on the number of months she participatedéh performance cycle. The amounts presentedseqtthe possible prorated awards she

was eligible to receive for the performance cyeleding on September 30, 2007.

(4) Mr. Rescoe left TVA on November 13, 2006, avab 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. Bhatnagarreeligible to receive these credits based on theesaement of major milestones in association withBrowns Ferry Unit 1 Recovery
Project. The actual credits earned and vesteceparted unde*Non-Equity Incentive Plan Compensat” in the Summary Compensation Tat

(6) In accordance with the terms set forth indeiparation agreement, Mr. Singer was entitleddeive the full payout of $100,000 for 2007 withoegjard to the achievement of the milestone. Seenmation regarding the details of the separation
agreement under “Other Agreements.”

(7) For 2007, payout was based on the date ofesséal restart of Browns Ferry Unit 1 with a $5@@yout for restart by May 22, 2007, a $37,5000p&yor restart by June 15, 2007, and no payoutdstart after June 15, 2007, with amounts for
dates in between determined by stre-line interpolation

Executive Annual Incentive Plan Awardall of the Named Executive Officers were particitam the Executive Annual Incentive Plan (“EAIR{)2007. As

discussed in the Compensation Discussion and Aisalye EAIP is designed to encourage and rewaedigives for their contributions to successfulljiaging short-term
financial and operational goals of TVA and applieatusiness units. Incentive opportunities appaddwe the TVA Board for Mr. Kilgore, Mr. Rescoe, alt. 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 !
Tom D. Kilgore 70%
Kimberly S. Green: 65%
John M. Hoskin 40%
Michael E. Rescoe _2
William R. McCollum, 70%
Jr.
Karl W. Singer 70%
Ashok S. Bhatnagz 60%

tdo

(1) Represents a percentage of each participarts t@mpensation.
) (2 Mr. Rescoe left TVA in November 2006 and was eligible to receive an award in 2007.

The percent of opportunity achieved was determined weighted average of the results of a comlmnatf performance measures at the TVA level andhless unit
level. For 2007, the performance measures at Yhe [€vel were approved by the TVA Board and setifon TVA's Winning Performance Balanced Scorecafthe
performance measures for TVA’s business units \approved by Mr. Kilgore. Based on the performanfic@VA and TVA's business units during 2007, thegantages 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 calcdlbgesed on a 30 percent weight to TVA’s Winningféenance
Balanced Scorecard and a 70 percent weight toréhleaverage composite performance of the busungs¢Mr. Bhatnagar) or the composite averagellof @A business units
(Mr. Kilgore, Ms. Greene, Mr. Hoskins, and Mr. Md@mn). Mr. Singer’s percentage of opportunity ashed was 100 percent and was determined pursuaig separation
agreement discussed in “Other Agreements.” Abdesiseparation agreement, Mr. Singer’s perceoppbrtunity achieved would have been 78.08 percent.

As discussed in the Compensation Discussion andlyisaawards earned under the EAIP for 2007 waleutated as the product of base compensation tihgeannue
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 @tréor Mr.
McCollum, 70 percent for Mr. Singer, and 46.85 eatdor Mr. Bhatnagar. Absent his separation agesg, Mr. Singer's EAIP payout as a percentageaselrompensation
would have been 54.66 percent. All awards werd pacash during the first quarter of 2008 withededral option. Mr. Kilgore elected to defer 75 qgeamt, 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 oveheet-year performance cycle. Even though the ELJ Based on three-year performance cycles, the<yan concurrently to
provide participating executives potential ELTIPaads on an annual basis. As a result, the ELTfaldaninistratively functioned in a manner similaah 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 performaogele ended on September 30, 2007, are set fottieitable below:
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Executive Long-Term Incentive Plan

ELTIP
Name Incentive Opportunity *
Tom D. Kilgore 60%
Kimberly S. Green: 65%
John M. Hoskin: 25%
Michael E. Rescoe _2
William R. McCollum, Jr. 70%
Karl W. Singer 60%
Ashok S. Bhatnagz 45%

Note:

(1) Represents a percentage of each participhage compensation.

(2) Mr. Rescoe left TVA in November 2006 and was 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, 2007bassed
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 inceatpportunity. In the Original 10-K, TVA reportédachieved a delivered cost of power of $32.26M&vh sold, which
equaled 118.75 percent of the target goal. Basaeéstated 2007 results, the delivered cost of powiich includes a component of revenue, was $8get MWh sold, which
equaled 125 percent of the target goal. The 2@@fopnance payment was considered final upon payme2007. As a result, the percent of opportuaithieved for the
Named Executive Officers, with the exception of Rescoe and Mr. Singer, was 118.75 percent. Theepeof opportunity achieved for Mr. Singer wa$ J&rcent pursuant
his separation agreement discussed in “Other Agea&sti

Awards earned under the ELTIP for the performarer@op ended on September 30, 2007, were calcutatele product of base compensation times the ELTIP
incentive opportunity times the percent of oppaitiuachieved for each Named Executive Officer. &hen this calculation, the ELTIP payouts as agreeage 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 @etréor Mr.

McCollum, 60 percent for Mr. Singer, and 53.44 eatdor Mr. Bhatnagar. Absent his separation agesg, Mr. Singer's ELTIP payout as a percentageast 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 dBnation with base compensation and EAIP and ELifitientive awards,
competitive level of total compensation. LTDCPemgmnents act as substitutes for restricted stockdsyevhich investor-owned utilities in TVA’s peerogp can offer to their
executives, but which TVA cannot offer. Under tteDCP agreements, credits (which may be vestedheested) are made to an account in an execstivane (typically on €
annual basis) for a predetermined period. If tkecative remains employed at TVA until the endtaf vesting period (typically three to five yeathg 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 agreemeithwir. Kilgore. Under the terms of the agreemévit, Kilgore received deferred compensation credits
$300,000 on March 31, 2005, October 1, 2005, Octb2006, and October 1, 2007, and will receivetlaer credit of $300,000 if he remains employed®A 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 bate of his account only if he remains employed¥ 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 employmaeiith TVA. In the event TVA terminates Mr. Kilgogeemployment
during the term of the LTDCP agreement through ¢taadelinquency of his own, any credits and eaggion those credits in Mr. Kilgore’s account & time of termination
will become vested and distributed to him in a lusopn. If Mr. Kilgore voluntarily terminates his loyment or TVA terminates Mr. Kilgore’s employment cause prior to
the expiration of the agreement, all credits in Kifgore’s account, except the initial $300,000dit@nd any earnings on this amount, will be fdgfei
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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 $280,6n
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. Pursgatiietagreement, Ms. Greene was vested in thecfigslit of $280,000 at the time the credit was meute will be vested in
any earnings on this amount. Ms. Greene will iregihe remaining balance of her account only if gfreains employed by TVA until the expiration oétagreement 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 attathe time of termination will become vested distributed to her in five annual installment§Ms. Greene voluntarily
terminates her employment or TVA terminates Ms.eBegs employment for cause prior to the expiratibthe agreement, all credits in Ms. Greene’s antakcept 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 unti tixpiration of the agreement on September 30,2065 which the account will be distributed tonhin a lump sum. In tt
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 empioent 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, ifmeains 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 widist in the remaining balance of his account ohheiremains employed |
TVA until the expiration of the agreement on Septem30, 2011. All vested credits in his accourderrthis LTDCP agreement will be distributed to hinfive annual
installments following the termination of his emytoent 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 dsedind earnings on those credits in Mr. McColluatsount at the time of termination will become eesand distributed to
him in five annual installments. If Mr. McCollunoluntarily terminates his employment or TVA termtesMr. McCollum’s employment for cause prior te gxpiration 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 Agreementayir. Singer was vested in his account a
September 30, 2007, the effective date of his nedign, and the amount in this account was distedtio Mr. Singer in a lump sum, in accordance \Wwithprevious election, on
October 26, 2007.

In September 2004, TVA entered into a LTDCP agregméth Mr. Bhatnagar. Under the terms of the agrent, Mr. Bhatnagar received deferred compensatiedits
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 Tt¥minates Mr. Bhatnagar's employment during #rentof the LTDCP agreement through no act or dakmgy of his own,
any credits and earnings on those credits in MatBdgar's account at the time of termination wétbme vested and distributed to him in a lump stfMr. Bhatnagar
voluntarily terminates his employment or TVA termmias Mr. Bhatnagar’'s employment for cause pridhéexpiration of the agreement, all credits in Blatnagar’s account
will be forfeited.
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Browns Ferry Unit 1 Recovery Milestone LTDCP Agrests. In addition to the LTDCP agreement with Mr. Singescribed 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 &seacwith 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 andeute¢d a deferred compensation account in Mr. &itsgname at the end of each fiscal year. For 20@7milestone objective
established for Mr. Singer’'s agreement was theessfal restart date of Browns Ferry Unit 1 withG#® bercent payout for restart by May 22, 2007, &gent payout for restart
by June 15, 2007, and no payout for restart aftee 15, 2007. The payout percentage for a coropletate between May 22, 2007, and June 15, 200¥ determined by
straightline interpolation. For purposes of the agreemBrayvns Ferry Unit 1 was considered successfullyaed on June 2, 2007. However, under the tefrtiee separatio
agreement with Mr. Singer described in “Other Agneats,” TVA agreed to award Mr. Singer the fullditeof $100,000 which, under the terms of the LTD&Peement, was
distributed to him in a lump sum following his termation of employment.

In addition to the LTDCP agreement with Mr. Bhataadescribed above, TVA has entered into a sec@mdP agreement with Mr. Bhatnagar that providesuahn
credits of up to $50,000 for a period of four yela@ased on the accomplishment of major milestonsscisted with the Browns Ferry Unit 1 Recovery Bebj The actual amou
credited each year is based on the achievemepecffic milestones established at the beginningaah 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 2207, 75 percent payout for restart by June @872and no payout for
restart after June 15, 2007. The payout percerftagesuccessful restart date between May 22, 28@F June 15, 2007, was determined by straightHfiterpolation. For
purposes of the agreement, Browns Ferry Unit 1seasidered 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 hisenanbe distributed in a lump sum upon terminatbemployment.

Retirement and Pension Plans
The following table provides the actuarial preseitie of the Named Executive Officer's accumuldtedefits, including the number of years of cred&edvice, under
TVA' s retirement and pension plans as of Septemb&080, determined using a methodology and inteegstand mortality rate assumptions that are candistith those use
in the financial statements contained in this Arfregport as set forth in Note 14.

Pension Benefits Table

Number of

Years of Present Value o Payments

Credited Service  Accumulated During Last

! Benefit 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 ! 8.00% $1,584,884 $0
Kimberly S. Greene (1) Qualified Plan — CBBS 0.08 $5,598 $0
(2) Non-Qualified -SERP Tier ! 15.08° $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 $d $0
(2) Non-Qualified -SERP Tier ! 3.33 sd $0
William R. McCollum, Jr. (1) Qualified Plan — CBBS 0.42 $5,385 $0
(2) Non-Qualified -SERP Tier ! 10.42° $1,424,777 $0
Karl W. Singer (1) Qualified Plan — CBBS 14.50 $190,614 $0
(2) Non-Qualified -SERP Tier ! 16.50° $1,570,874 $0
Ashok S. Bhatnagar (1) Qualified Plan — CBBS 8.08 $98,277 $0
(2) Non-Qualified -SERP Tier ! 8.08 $554,988 $0
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Notes

(1) Limited to 24 years when determining supplemengsidiits available under SERP Tier

(2)  Mr. Kilgore has been granted three additional yeéxsedited service for pre-TVA employment followi five years of actual TVA service. In the evhistemployment is terminated during the first fixgars (other than for cause), the five-year
vesting requirement will be waived and he will rieeecredit for eight years of service. In addititime offset for prior employer pension benefitdl v waived, and the offset for benefits providetier TVA's defined benefit plan will be
calculated based on the actual pension benefitiheaweive as a participant in the CBBS. Withthe additional years of credited service, the preselue of Mr. Kilgor's accumulated benefit would be ¢

(3)  Ms. Greene has been granted 15 additional yeanedited service for pre-TVA employment and thesefffor prior employment pension benefits has hesived. The offset for benefits provided under T¥Aefined benefit plan will be
calculated based on the benefit she will be eligtblreceive as a participant in the CBBS takirig atcount the additional years of credited serbigiag used for SERP benefit calculation purpogeghe event that she voluntarily terminates her
employment with TVA, or is terminated for causeppto satisfying the minimum five-year vesting uég@ment, no benefits will be provided to her unther SERP. In the event of termination for anyeotieason, prior to five years of
employment, the five-year vesting requirement tvélwaived and the benefit Ms. Greene will be elegtb receive will be payable no earlier than afe As of September 30, 2007, the present valubisbenefit is $237,154. Without the
additional years of credited service, the presahterof Ms. Greene’s accumulated benefit would e $

(4)  Mr. Rescoe left TVA in November 2006 and did notdithe minimum five years of vesting service regdito become vested and receive a retirement hemefer TVA's defined benefit plan or the SEF

(5) Mr. McCollum has been granted 10 additional yedrsredited service for pre-TVA employment and tlffset for prior employment benefits has been waiv&te additional years of credited service willused for SERP benefit calculation
purposes only and will not count toward the minimfive-year vesting requirement. In the event Mc@ollum voluntarily terminates his employment WitkA or is terminated for cause prior to satisfyihg minimum five-year vesting
requirement, no benefits will be provided under&teRP. In the event of termination for any ottearson, prior to five years of employment, the fjear vesting requirement will be waived as longh&stermination is considered acceptable to
TVA, and Mr. McCollum would be eligible to receibenefits payable in five annual installments follogvtermination. The present value of this berasibf September 30, 2007, is $1,424,777. Withmeiadditional years of credited service,
present value of Mr. McCollu's accumulated benefit would be ¢

(6)  TVA granted Mr. Singer one additional year of seevior each year of TVA service on each of Augst2D06, and August 17, 2007. Therefore, as ofedelper 30, 2007, Mr. Singer has been granted twesyef additional service for purposes
of the calculation of his benefits under the SERWthout the additional two years of credited seevithe present value of Mr. Sin’s accumulated benefit would have been $1,368,

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 tooyees who were covered under the plan prioatmdry 1, 1996. All
employees first hired by TVA on or after Januaryl 996, participate in the CBBS. As with any othealified retirement plan, there are limits on eoyele and employer
contributions and compensation that can be couisteldenefit calculations set by the TVA Retirem&gstem 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 mx@mbers of the OBS, compensation is defined asamsalary only for benefit
calculation purposes and, for the Named Executiffie@s, is shown under the column titled “Salaimy'the Summary Compensation Table, although conmgiEmscannot
exceed $220,000 in 2007 pursuant to the IRS aroampensation limit applicable to qualified plar@reditable service is the length of time spent asmber 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. Example, 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 yeheseditable 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 maximemnsipn 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 retirenbenefits 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 cegitd 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 salayyf@nbenefit calculation purposes and, for the Edrixecutive 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 accountredited with interest each month, and intesesbmpounded on an annual basis. The annual shtete used for interest
credits is determined each January 1.
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The interest rate is 3 percent greater than ¢hegmtage increase in the 12-month average of éins@ner Price Index for the period ending on tlewipus October 31. The
minimum interest rate is 6 percent and the maxinmterest rate is 10 percent unless the TVA Retirgrsgstem Board, with TVA'’s approval, selects ahleiginterest
rate. When a member elects to begin receivingeratnt benefits, the cash balance account is ctad/gy a monthly pension payment by dividing thdieg value of the cash
balance account by a conversion factor set forthémplan based on the member’s actual age in yearsnonths.

Members with at least five years of CBBS servieeligible to receive an immediate benefit. CBRB&/&e is the length of time spent as a membeh®fTiVA
Retirement System and does not include creditfiosad sick leave, forfeited annual leave, or présBvhployment military service. The CBBS does naivide early
retirement benefits to any Named Executive Offmeany other member in the CBBS.

Supplemental Executive Retirement Plaime SERP is a non-qualified defined benefit pengian 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¥ASERP 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 retirementsla

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'gfthes the level of retirement benefits providedemthe SERP at the time of retirement.

Under the SERP, normal retirement eligibility i with five years of vesting service. No vesiad accrued benefits are payable prior to agerwd penefits are
reduced for retirements prior to age 62. The lefeeduction in benefits for retirements prioratge 62 depends on whether a participant’s ternoinasi “approved” or
“unapproved.” In the event of an approved terniarabf TVA employment, any vested and accrued hienafe 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 subjec teduced percentage of vesting if the participaygars of service are between five and ten. ivi years of vesting service, the
vested percentage of retirement benefits is 50em¢@nd increases thereafter by 10 percent for edichdditional year of service, reaching 100 gercvesting for ten or more
years of vesting service. Thereafter, any vestebaecrued benefits are reduced by 10/12 perceeffth month that the date of benefit commenceprecedes th
participant’s 62nd birthday up to a maximum reduetdf 70 percent.

For purposes of the SERP, an “approved” terminati@ans termination of employment with TVA due forétirement on or after the participant’'s 62ndhny, (i)
retirement on or after attainment of actual ageifs&ych retirement has the approval of the TVA Bbdiii) death in service as an employee, (ivathi$ity (as such term is
defined under TVA's long-term disability plan), @Gv) any other circumstances approved by the TVABo For purposes of the SERP, an “unapprovediiteation means a
termination of employment with TVA when such teration does not constitute an “approved” terminatsrdefined in the preceding sentence.

SERP Tier 1 The Tier 1 structure is designed to replace 60grgrof 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 consecutivePSfRrs and a pension multiple of 2.5 percentdgheear of
credited service up to a maximum of 24 years. Gamsption is defined as salary, additional annualpemsation, and EAIP for benefit calculation pugmsTier 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 underSERP, TVA granted additional years of creditediserto and waived the prior employer pension bieneffset for
Ms. Greene and Mr. McCollum in connection with treiceptance of employment with TVA. The valueoaigged with the credited years of service and arof prior
employer offset under the SERP is reported in @leghge in Pension Value and Nonqualified Deferreth@ensation Earnings” column in the Summary Comgteos
Table. These grants of additional credited seraiug 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.
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SERP Tier 2 The Tier 2 structure provides retirement benefitg tecognize compensation in excess of that peaMiry TVA's qualified defined benefit plan and is
similar to restoration retirement benefits providgdinvestor-owned utilities. Tier 2 benefits &@esed on a participant’s highest average compengétring three consecutive
SERP years and a pension multiple of 1.3 percergdoh year of credited service. Compensatioefined as salary, additional annual compensatiod,E2AIP for benefit
calculation purposes. Mr. Hoskins is the only Ndragecutive Officer who is a participant in SERRIT2.

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 afterbasis. For OBS members, TVA provides a matchingrdaution of 25 cents on every dollar contributeda before- and/or
after-tax basis up to 1.5 percent of the partidijssannual salary. For CBBS members, TVA providesatching contribution of 75 cents on every datlantributed 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 regardidgferred contributions, earnings, and balancesdch of the Named Executive Officers. The amorepsrted unde
this table do not represent compensation in additidahe compensation that was earned in 2007 le@ady reported in the Summary Compensation Tabiedther the amounts
of compensation earned by the Named Executive &@8#im 2007 or prior years that was or has beeerdsf.

Nongqualified Deferred Compensation Table

Executive Registrant Aggregate Aggregate Aggregate
Contributions in Contributions in Earnings in Withdrawals/ Balance at
Last FY Last FY LastFY* Distributions Last FYE 2
Name (%) (%) %) %) (%)
@ (b) (©) (d) (e) ®
Tom D. Kilgore $783,661° $300,000" $149,527 $0 $1,957,547
Kimberly S. Greene $0 $280,000° $976 $0 $280,976
John M. Hoskins $84,579' $60,000° $48,530 $340,24% $1,021,492°
Michael E. Rescoe $0 $0 $28,913 $457,3281 $0
William R. McCollum, Jr. $781,599% $350,000" $7,187 $0 $357,187
Karl W. Singer $0 $300,000"° $168,986 $0 $2,852,164°
Ashok S. Bhatnagar $0 $193,452 $333,811 $0 $2,385,674°

Notes

(1) Includes vested and unvested earnings. NotieeseE amounts are included in the Summary Compiensgable.
(2) Includes vested and unvested amot

(3) Mr. Kilgore elected to defer 75 percent of 827,382 paid out under the EAIP for 2007 and 1&@@gnt of the $463,125 paid out under the ELTIRtierperformance period that ended on Septembe2(BI,. These amounts are reported ir
“Non-Equity Incentive Plan Compensat” column in the Summary Compensation Ta

(4) Represents an unvested annual credit in theiatrad $300,000 provided under a LTDCP agreemetit Mir. Kilgore (reported in th“All Other Compensatic’ column in the Summary Compensation Tak

(5) Represents the balance of Mr. Kilgore's accpimtiuding unvested credits and earnings totafi643,293, as of September 30, 2007. The amouheifiAggregate Balance at Last FYE” column inclu#827,861 reported in the Summary
Compensation Table for 2006. The amount reportede“Executive Contributions in Last F’ column was credited to his account in the firstregraof 2008 and is not included in the balar

(6) Represents a vested credit in the amount od $2® provided under a LTDCP agreement with Mse@eg(reported in th*Non-Equity Incentive Plan Compensat” column in the Summary Compensation Tak

(7) Mr. Hoskins elected to defer 50 percent of$Bd,494 paid out under the EAIP for 2007 and 5@querof the $74,664 paid out under the ELTIP fer performance period that ended on September 80, ZDhese amounts are reported in the
“Non-Equity Incentive Plan Compensation” columrtlie Summary Compensation Table.

(8) Represents an unvested annual credit in theiatrad $60,000 provided under a LTDCP agreemertt Wit. Hoskins (reported in trAll Other Compensatic” column in the Summary Compensation Tak
(9) Represents a lump sum distribution of the bedasf Mr. Hoskin’ LTDCP account, including interest and/or returnimrestments, upon expiration of a LTDCP agreemerseptember 30, 200

(10) Represents the balance of Mr. Hoskins’ accdnoluding unvested credits and earnings totafitig,088, as of September 30, 2007. The amounttezbim the “Executive Contributions in Last FY"lamn was credited to his account in the
first quarter of 2008 and is not included in théabae.

(11) Represents a lump sum distribution of the iedaof Mr. Rescc’'s deferred compensation account, including inteaedfor return on investments, at the time of taation.
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(12) Mr. McCollum elected to defer 75 percent af 8460,257 paid out under the EAIP for 2007 angéiSent of the $581,875 paid out under the ELTHHe performance period that ended on Septemhe2®I¥. These amounts are reported in
the“Non-Equity Incentive Plan Compensat” column in the Summary Compensation Ta

(13) Represents a vested credit in the amount 50 $®0 provided under a LTDCP agreement with MrQditum (reported in th“Non-Equity Incentive Plan Compensat” column in the Summary Compensation Tak
(14) Represents the balance of Mr. McCol's account. The amount reported in“Executive Contributions in Last ' column was credited to his account in the firstrtpreof 2008 and is not included in the balar

(15) Represents (1) an unvested annual creditimthount of $200,000 provided under a LTDCP agreémih Mr. Singer (reported in tHAll Other Compensatic” column in the Summary Compensation Table) and (@sged credit in th
amount of $100,000 provided under a separatioreageat with Mr. Singer based on his second LTDCReagent for achievement of major milestones in 28¥ociated with the Browns Ferry Unit 1 Recovenyjéut (reported in the “NoEquity
Incentive Plan Compensat” column in the Summary Compensation Table). Mrg8irwas vested in the $200,000 credit under theCFRgreement in accordance with the terms of Ipiaraéion agreemer

(16) Represents the balance of Mr. Singer’s acconcditiding unvested credits and earnings totafi648,938, as of September 30, 2007. The amottheitiAggregate Balance at Last FYE” column inclu#@80,000 reported in the Summary
Compensation Table for 2006. The $100,000 creditiged under a separation agreement with Mr. Sibgsed on his second LTDCP agreement for the @emient of major milestones in 2007 associated thighBrowns Ferry Unit 1 Recovery
Project, reported in the “Registrant Contributiamshe Last FY” column, was credited to his accaiarthe first quarter of 2008 and is not includedtie balance.

(17) Represents (1) an unvested annual creditimthount of $150,000 provided under a LTDCP agreémih Mr. Bhatnagar (reported in the “All Othep@pensation” column in the Summary Compensatiorie)and (2) a vested credit in the
amount of $43,452 provided under a second LTDCRegent with Mr. Bhatnagar for achievement of majdestones in 2007 associated with the Browns Fenig 1 Recovery Project (reported in the “Non-Eguncentive Plan Compensation”
column in the Summary Compensation Table).

(18) Represents the balance of Mr. Bhatnagar'siatgincluding unvested credits and earnings toge#i519,774, as of September 30, 2007. The aniothe “Aggregate Balance at Last FYE” column irtgs $190,000 reported in the Summary
Compensation Table for 2006. The $43,452 crediviped under the LTDCP agreement with Mr. Bhatndgathe achievement of major milestones in 200sbemted with the Browns Ferry Unit 1 Recovery Begjreported in the “Registrant
Contributions in the Last FY” column, was creditechis account in the first quarter of 2008 andasincluded in the balance.

In order to further assist executives, including Nemed Executive Officers, in saving for retirem@VA allows participants in the EAIP, ELTIP, ahdDCP 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 moresoksgal 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 itéw funds from their accounts prior to terminatasremployment with TVA. Upon termination, fundsalistributed in
accordance with elections made in accordance wipfiGable 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 substantig@iuced, and he terminates his employment with TMA2) his employment is terminated for any reasther than “for
cause.” For purposes of this agreement, “annuabemsation” is defined as annual salary plus asfthfiannual compensation plus the amount of thearand long-term
incentive awards he would have been eligible teirecbased on 100 percent achievement of targ&irpgance goals. As of September 30, 2007, thiglsom payment would
have been equal to $1,495,000. In addition, ifeigployment had been terminated on September 80, 2ther than for cause or as a result of a valyresignation, 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 inaghreual
installments following termination. Upon termiratiof employment for any reason, Mr. Kilgore woblkl 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 eampadst years but elected to defer.

In August 2007, TVA entered into an agreement W Greene that provides a lump sum payment imaouat equal to two years’ annual compensation énetvent
that TVA's current Chief Executive Officer no longeccupies that position and Ms. Greene is askdéeltee TVA employment for any reason other tharctarse or she
terminates her employment because she is aska#iéatposition with TVA other than her then curgosition 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 ¢hasel00 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 terminationcawould have been eligible to receive SERP benp#fiyable in five annual installments beginningadier than age 55. As
of September 30, 2007, the present value of thE&PJenefits 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 resultvofuntary resignation, Mr. Hoskins would have reeei $63,088 under his LTDCP agreement payablduma sum following
termination and $421,806 under the SERP payalfigerannual installments following termination. dddition, upon termination of employment for aegson, Mr. Hoskins
would be eligible to receive $930,841 under TVAimlified 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 annuahiirsents 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@0&; than for cause or as a result of a voluntasjgnation, Mr. Bhatnagar would have received $6249 under his LTDCP
agreement payable in a lump sum following termomgtand SERP benefits payable in five annual imsaits 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 hretform 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 relatiogmstith 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 achieverktarget performance goals. Under the agreenntRkRescoe was to
receive the lump sum payment in two equal instatitsiethe first installment was to be paid within thays of the effective date he leaves TVA andstteond 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 agemwith Mr. Singer, under which Mr. Singer voluriltaresigned effective as of September 30, 200fe terms of
the agreement included the following:

¢ TVA agreed to award Mr. Singer EAIP and ELTIP awpayouts assuming achievement of 100 percent datiget goals for the EAIP for 2007 and the ELToP f
the performance period ended September 30, 20@&fTowtiregard to actual performan:

*  Mr. Singer would receive the full $100,000 credisaciated with the Browns Ferry Unit 1 Recoveryj&bfor 2007, without regard to the actual milesto
achievement

¢ Mr. Singer would become vested in the balance ®LAIDCP account as of September 30, 2007, ancith@aunt would be distributed to Mr. Singer in a lusym,
in accordance with his previous election, withind2ys of the effective date of his resignati

¢ Mr. Singe’s resignation would be considered an approved textion under the SERP; a

«  Mr. Singer would be eligible to continue TVA medigasurance available to active employees for 1 e after the effective date of his resignatioot@@er
2007 through September 2008) at the cost an aethydoyee would pay for such insuran

Pursuant to the terms of the separation agreersefrsh above, Mr. Singer became eligible to reeghe following amounts: $336,000 under the EAdlygble in a
lump sum following termination, $288,000 under EI€TIP payable in a lump sum following terminatid,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 égemhich as of September 30, 2007, had a valud &,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 heedampast 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 auhed
the TVA Act. Under the TVA Act, as amended by @ensolidated Appropriations Act, each of the niireators 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 direisttine chairman of the TVA Board, in which case $tipend is $50,000 per
year. Effective January 8, 2007, the $45,000 stipgas increased to $45,800, the same percentagase applicable to adjustments under 5 U.S.318,5vhich 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 anlde chairman of the TVA Board as of Septembe2B0,7, were as follows:

Name Annual Stipend
($)
Dennis C. Bottorft $46,000
Donald R. DePries $46,000
Robert M. Duncal $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 rembby TVA's directors during 2007.

Director Compensation

Change in
Pension Value
and
Nongqualified
Non-Equity _ Deferred
Fees Earned o/ Stock Option Incentive PlanCompensatior Al Other
Paid in Cash Awards Awards Compensatior Earnings * Compensatior  Total

Name (%) (%) (%) (%) (%) (%) (%)

@ (b) (© (d) O] ® )] ()

William W. Baxter? $13,846 = — - — $250 $14,096
Dennis C. Bottorft $46,176 — — — — $739 $46,915
Donald R. DePries $46,176 = — — - $2,154 $48,33C
Robert M. Duncai $46,176 — — — — $739 $46,915
Bishop William H. Graved $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 18:




Table of Contents

Notes

(1) TVA directors do not participate in the TVA fRement System, TV's Supplemental Executive Retirement Plan, or am-qualified deferred compensation plan available W\ Temployees. However, as appointed officers efltnited State
government, the directors are members of the FeHemnployees Retirement System (‘FERS"). FERS isiaistered by the federal Office of Personnel Mamagnt (“OPM”), and information regarding the vabfé~FERS pension benefits is not
available to TVA.

(2) Mr. Baxter resigned as a director as of Jan@ar 2007

(3) Bishop William H. Graves did not become adfor until October 10, 200

Directors are eligible to participate in TVA's h#abenefit plans and other non-retirement benédinp on the same terms and at the same contribuaties 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 diescare members of
the Federal Employees Retirement System (“FERBBRS is a tiered retirement plan that includesaiw@mponents: (1) Social Security benefits, (2)Bhsic Benefit Plan, and
(3) the Thrift Savings Plan. Each director paykS$ocial Security taxes and makes a small contidnu(0.8 percent of salary or stipend) to the B&nefit Plan.

The FERS Basic Benefit Plan is a qualified defibedefit plan that provides a retirement benefieblasn a final average pay formula that includes higghest average
salary during any three consecutive years of senand years of creditable service. A directortrhase at least five years of creditable servicerider 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) #iin the minimum retirement age and accumulsespecified years of service. Generally, besefie calculated by
multiplying 1.0 percent of the highest averageryatiuring any three consecutive years of servicéhbynumber of years of creditable service. Daectvho retire at age 62 or
later with at least 20 years of service receiverimanced benefit (a factor of 1.1 percent is uadter 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 ffhrift Savings Plan. The Thrift Savings Plaa isx-deferred retirement savings and investment tlat offers the
same type of savings and tax benefits offered ud@(k) plans. Once a director becomes eligitfter @ mandatory waiting period, TVA contributesaanount equal to one
percent of the director’s stipend into a Thrift 8&e 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 limdirectors receive a matching
contribution according to the following schedulE00 percent of each dollar for the first three patof the directos stipend, 50 percent of each dollar for the newrtpercent ¢
the director’s stipend, and zero percent for cbotions above five percent of the director’s stighen

Compensation Committee Interlocks and Insider Partipation

The Human Resources Committee consists of thewallp four directors: Skila S. Harris, Chair, DenfiisBottorff, Howard A. Thrailkill, and Susan Rialkiaon
Williams. Under the Compensation Plan, the Humaadrrces Committee will review the compensatiothefCEO and his direct reports, monitor the proéesapproving
compensation for TVA employees compensated in exakthe federal government’s Executive ScheduleLB/ ($145,400 as of September 30, 2007), moniddA executive
compensation programs, and periodically reviewctirapensation 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 sakexiEed Executive Schedule Level IV. While the ldarResources Committee can recommend that the Taé&kdBapprove tr
compensation of the CEO and his direct reportstaedalaries of employees whose salaries exceeclixe 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 Analysisméthagement, and based on the review and discgssion
the Human Resources Committee recommended to tlheBoard 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 TvA Act. The TVA Act contains certain provisiotisat are similar to the considerations for indegerg 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 atdll 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 execaetiofficers, are subject to the conflict of interiests and regulations applicable to employees efi¢leral
government. Accordingly, the general federal dohfif interest statute (18 U.S.C. § 208) and tten8ards of Ethical Conduct for Employees of thedtsive Branch (5 C.F.
part 2635) (“Standards of Ethical Conduct”) forne thasis of TVA'’s policies and procedures for theéew, approval, or ratification of related partgisactions. The general
federal conflict of interest statute, subject tat@@ exceptions, prohibits each government empoyecluding TVA's directors and executive officefi®om participating
personally and substantially (by advice, decismmtherwise) as a government employee in any aofitcontroversy, proceeding, request for detertiminaor other official
particular matter in which, to his or her knowledge or she (or his or her spouse, minor childeg&rpartner, organization with which he or shevegias officer, director,
employee, trustee, or general partner, or any pessorganization with which he or she is negatigtior has an arrangement, for future employmeast)ehfinancial
interest. Exceptions to the statutory prohibitiefevant to TVA employees are (1) financial intéseshich have been deemed by the Office of Govemiathics, in published
regulations, to be too remote or inconsequentiaffiect the integrity of the employee’s services(3) interests which are determined in writingeafull disclosure and on a
case by case basis, to be not so substantiallesdeemed likely to affect the integrity of the éoyee’s services for TVA. In accordance with thegste, individual waiver
determinations are made by the official responditniehe 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\bar#, 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) krtbwasa particular matter involving specific partisdikely to
have a direct and predictable effect on the fir@rnoterests of a member of his or her househaithat a person with whom the employee has a “@eglationship” (which
includes, but is not limited to, persons with whtitra 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 that thmugistances would cause a reasonable person withl&dge of relevant facts to question his or hgraniality in the matter,
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 coasatt with the TVA Designated Agency Ethics Officiapon the determination that TVA's interest il tamployee’s
participation in the matter outweighs the concéat & reasonable person may question the integfrifi A’s programs and operations.

The previously described restrictions are refleite@VA’s Employment Practice Business Ethicswhich requires employees, including TVA's direstand
executive officers, to comply with the guidelinaeglmed in the Standards of Ethical Conduct andcivhiestates the standard of the conflict of inteststute.

Additionally, on November 30, 2006, the TVA Boangpaoved 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 employeasst comply with applicable federal conflict ofen¢st laws, regulations, a
policies. It also establishes an additional potttat is applicable to TVA's directors and Chiefdextive Officer, which provides as follows:

In addition to the law and policy applicable to B{fA 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 interesteens an interest of a person, or of a pessgpbuse or minor child, arising by virtue of inwesnt or cred

relationship, ownership, employment, consultaneyfiduciary relationship such as director, trusteepartner. However, financial interest does metude al
interest in TVA or any interes

« comprised solely of a right to payment of retireirigenefits resulting from former employment or fithry relationship
« arising solely by virtue of cooperative membershifsimilar interest as a consumer in a distribofof VA power, or

« arising by virtue of ownership of publicly tradedcsrities in any single entity with a value of $&H) or less, or within a diversified mutual fi
investment in any amour

. Directors and the Chief Executive Officer shall hotd a financial interest in any distributor of A\power.

. Directors and the Chief Executive Officer shall hotd a financial interest in any entity engagedhie wholesale or retail generation, transmissisrsale 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 cowfliziterest restricted by this additional poligypéicable tc

TVA Directors and the Chief Executive Officer shdiinmediately be disclosed to the Chairman of BadrDirectors and the Chairman of the Audit andi&
Committee. The Audit and Ethics Committee shalrémponsible for initially reviewing all such diesures 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 To/A 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 directorsl &xecutive
officers. TVA has no other written or unwrittenligy for the review, approval, or ratification ofiatransactions in which TVA was or is to be a jggrant and in which any
director or executive officer of TVA (or any chilgtepchild, parent, stepparent, spouse, siblinghenen-law, father-in-law, son-in-law, daughtertaw, brother-in-law, or
sister-in-law of any director or executive officgrTVA) had or will have a direct or indirect ma@rinterest.
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Note with U.S. Treasury

TVA has access to a financing arrangement witHtl& Treasury under which the U.S. Treasury is@igbd 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 orvéirage rate on outstanding marketable obligatidniseoUnited States with maturities of one yeatess. During 2007, the
daily average outstanding balance was approxim&EB2 million. See Note 11 -Short-Term Debt.

Power Facility Appropriation Investment
In addition, TVA makes payments to the U.S. Trepssra repayment of and a return on the Powerifjaéppropriation Investment. Under the TVA ActVR 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 outstandingléwace 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 16.
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' $ 1,409,870 $ 1,125,99
Audit-Related Feed 68,841 259,03¢
All Other Feeé = 14,00(
Total $ 147871 $ 1,399,03i

Notes
(1) Audit fees consist of fees for professional serviendered for the audit of TV's annual financial statements, the fees for rexiethe interim financial statements included in T's quarterly reports, and fe
for Bond offering comfort letter:

(2) Audit-related fees are fees for services whichuaseally performed by the auditor and consist prilpaf accounting assistance on proposed transae@md accounting standards, accounting assistalated
to reviewing internal control over financial reping, and assistance in preparing for the filing’®A's initial Annual Report on Form -K.

(3) All other fees relate to -house training of TVA personne
(4) Fees of $15,250 for the SEC advisory services @@62have been reclassified from Ar-Related Fees

(5) The Audi-Related Fees for 2006 include an adjustment of $8fled to an invoice which was not included ia #9006 Annual Reports on Forms-K and 1(-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 TVAtsraal auditor for the 2006 and 2007 audits anérmtblated services, and the TVA Board approvegehe
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 Commititeless:
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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 extemalitor during th
fiscal year in which the naudit services are provide

¢ Such services were not recognized by TVA at the tifithe engagement to be -audit services or n-audit related services; al

* Such services are promptly brought to the attentibiihe Audit and Ethics Committee and approvethatnext scheduled Audit and Ethics Committee mgedi
by one or more members of the Audit and Ethics Cdtemto whom the authority to grant such approtals been delegate

The Policy also lists the following services as®tiee external auditor is not permitted to perfoffilne prohibited non-audit services are:
« Bookkeeping or other services related to the addogimecords or financial statements of TV
« Financial information system design and impleméorte
« Appraisal or valuation services, fairness opini@rg] contributio-in-kind reports
« Actuarial services
« Internal audit outsourcing service
« Management functions or human resour
« Broker or dealer, investment adviser, or investniemking services
« Legal services and expert services unrelated tadlé; anc
« Any other services that the Public Company Accoygn®versight Board determines, by regulation, igemmissible

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 filegpagt of this Annual Report:
Q) Financial Statements. The followiracdments 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 Accourfimm

(PricewaterhouseCooper®) L

2) Financial Statement Schedules.

Schedules not included are omitted because theyainequired or because the required informasgorovided in the financial statements, including hotes

thereto.

Description
For the year ended September 30, 2
Allowance for doubtful accoun
Receivable
Loans
Inventories

Total allowances deducted from assets

For the year ended September 30, 2
Allowance for doubtful accoun
Receivable
Loans
Inventories

Total allowances deducted from assets

For the year ended September 30, 2
Allowance for doubtful accoun
Receivable
Loans
Inventories

Total allowances deducted from assets

Schedule Il— Valuation and Qualifying Accounts
(in millions)
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Additions

Balance at charged to Balance at end «

beginning of yee expense Deductions year
$ 10 - B8 $ 2
15 - - 15
38 7 (2) 43
$ 63 7 (100 $ 60
$ 7 3 - % 10
15 1 1) 15
36 13 (11) 38
$ 58 17 12 $ 63
$ 8 - 1 $ 7
14 1 - 15
36 15 (15) 36
$ 58 16 (16 $ 58
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©) 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

10.10

Description

Tennessee Valley Authority Act of 1938 amended16 U.S.C. §8§ 831-831ee (Incorporated by referém&exhibit 3.1 to TVA’s Annual Report on
Form 10-K for the year ended September 30, 2006,N6. 000-52313)

By-laws of Tennessee Valley Authority Adopted bg fivA Board of Directors on May 18, 2006 (Incorpedby reference to Exhibit 3.2 to TVA’s
Annual Report on Form 10-K for the year ended Saptr 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 Daasdbf May 17, 2006, Among TVA, Bank of AmericaAN.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 Agreementedeas 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. 000:323

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 LendersyPdrereto (Incorporated by reference to
Exhibit 10.1 to TVA'’s Quarterly Report on Form 10fQ the quarter ended December 31, 2006, Filed906-52313)

Amendment dated as of May 11, 2007, to $1,250,@@0Spring Maturity Credit Agreement Dated as of May 2006, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Area, N.A., as a Lender, and the Other LendersyPdrereto (Incorporated by reference to
Exhibit 10.1 to TVA’s Quarterly Report on Form 10fq the quarter ended June 30, 2007, File No. BR2RL3)

Second Amendment dated as of November 2, 2007,,258,000,000 Fall Maturity Credit Agreement Dagsdbf May 17, 2006, and amended as of
November 2, 2006, Among TVA, Bank of America, N.&s, Administrative Agent, Bank of America, N.A.,atender, and the Other Lenders P.
Thereto *

TVA Discount Notes Selling Group Agreement (Incaqted by reference to Exhibit 10.3 to TVA’'s Ann&dport on Form 10-K for the year ended
September 30, 2006, File No. 000-52313)

Electronotes Selling Agent Agreement Dated as of June 1, 2006p#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 araetéDivision, the City of Memphis, Tennessee, @aWé 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 LiGas and Water Division, the City of Memphis, fiessee, and TVA Dated as of Noverr
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)

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 endgebtember 30, 2006, File No. 000-52313)
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10.11

10.12

10.13**

10.14**

10.15**

10.16**

10.17t

10.18%

10.19F

10.207

10.21t

10.22%

10.23t

10.24%

10.25F

Power Contract Supplement No. 96 Among Memphis t,iGfas and Water Division, the City of Memphis, fiessee, 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)

Overview of TVA's September 26, 2003, Lease andseback of Control, Monitoring, and Data Analysiswark with Respect to TVA's
Transmission System in Tennessee, Kentucky, GeagthMississippi (Incorporated by reference toigikt10.9 to TVA’'s Annual Report on Form
10-K for the year ended September 30, 2006, File(096-52313)

Participation Agreement Dated as of September @232Among (1) TVA, (2) NVG Network | Statutory 81 (3) Wells Fargo Delaware Trust
Company, Not in Its Individual Capacity, Excepthe Extent Expressly Provided in the Participat#t@meement, But as Owner Trustee, (4) Wachovia
Mortgage Corporation, (5) Wilmington Trust Compaht in Its Individual Capacity, Except to the Bxté&xpressly Provided in the Participation
Agreement, But as Lease Indenture Trustee, and/{iBington Trust Company, Not in Its Individual Capty, Except to the Extent Expressly
Provided in the Participation Agreement, But assPdwough Trustee (Incorporated by reference tal#ixh0.10 to TVA’'s Annual Report on Form
10-K for the year ended September 30, 2006, Filed96-52313)

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)

Head Lease Agreement Dated as of September 26, BéB8een TVA, as Head Lessor, and NVG Networlalt®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)

Leasehold Security Agreement Dated as of Septe@®e2003, 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)

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)

TVA Vehicle Allowance Guidelines, Effective April, 2006 *

Tennessee Valley Authority Supplemental Executieéir@Bment Plan, Effective as of October 1, 199%d¢Iporated by reference to Exhibit 10.15 to
TVA’s Annual Report on Form 10-K for the year end&eptember 30, 2006, File No. 000-52313)

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 Sepes 30, 2006, File No. 000-52313)

Tennessee Valley Authority Executive Long-Term hmtoge 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)

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 196-82313)

TVA Merit Incentive Supplemental Retirement IncoRlan, Effective January 1996 *

Offer Letter to Tom D. Kilgore Accepted as of Jaryuh9, 2005 (Incorporated by reference to ExhiBitl® to TVA’s Annual Report on Form 10for
the year ended September 30, 2006, File No. 000323

Offer Letter to Michael E. Rescoe Accepted as ofil&il, 2004 (Incorporated by reference to Exhilfit20 to TVA’s Annual Report on Form X0for
the year ended September 30, 2006, File No. 000:323
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31.1

31.2

32.1

32.2

Offer Letter to William R. McCollum, Jr., Accepted of March 9, 2007 *
Offer Letter to Kimberly S. Greene Accepted as afjast 3, 2007 *

Deferral Agreement Between TVA and Tom D. Kilgoratéd as of March 29, 2005 (Incorporated by refexg¢adExhibit 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@ir 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 Septembg2@06, File No. 000-52313)

Second Deferral Agreement Between TVA and Karl \Wig8r Dated as of May 7, 2004 (Incorporated byresfee to Exhibit 10.26 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 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 Sepes 30, 2006, File No. 000-52313)

Second Deferral Agreement Between TVA and AshoBl&tnagar Dated as of September 28, 2004 (Incaigmbtay reference to Exhibit 10.22 to
TVA'’s Annual Report on Form 10-K for the year end&ebtember 30, 2006, File No. 000-52313)

Deferral Agreement Between TVA and William R. Mc{ioh, 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. Hoskased 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 Executedh®s Chief Executive Officer
Rule 13a-14(a)/15d-14(a) Certification Executedh®y Chief Financial Officer
Section 1350 Certification Executed by the Chiegé&xive Officer

Section 1350 Certification Executed by the Chiefdricial Officer

t Management contract or compensatory arrangement.

* Previously Filed

** Certain schedules and exhibits have been omitfEide Tennessee Valley Authority hereby undertagdarnish supplementally copies of any of the ted schedules and
exhibits upon request by the Securities and Exoh&wgnmission.
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SIGNATURES

Pursuant to the requirements of Section 13, 183}/ 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 10, 2008 TENNESSEE VALLEY AUTHORITY
(Registrant)

By: /s/ Tom D. Kilgore
Tom D. Kilgore
President and Chief Executive
Officer

sl Kimberly S.

Greene

Kimberly S. Green:

Chief Financial Officer and
Executive

Vice President, Financial Servic
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4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

EXHIBIT INDEX

Description

Tennessee Valley Authority Act of 1938 amended16 U.S.C. §8§ 831-831ee (Incorporated by referém&exhibit 3.1 to TVA’s Annual Report on
Form 10-K for the year ended September 30, 2006,N6. 000-52313)

By-laws of Tennessee Valley Authority Adopted bg fiVA 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 Saptr 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 Daasdbf May 17, 2006, Among TVA, Bank of AmericaAN.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 Agreementddeas 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. 000:323

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 LendersyPrereto (Incorporated by reference to
Exhibit 10.1 to TVA'’s Quarterly Report on Form 10fQ the quarter ended December 31, 2006, Filed906-52313)

Amendment dated as of May 11, 2007, to $1,250,@@0Spring Maturity Credit Agreement Dated as of May 2006, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Area, N.A., as a Lender, and the Other LendersyPdrereto (Incorporated by reference to
Exhibit 10.1 to TVA'’s Quarterly Report on Form 10fq the quarter ended June 30, 2007, File No. B2RL3)

Second Amendment dated as of November 2, 2007,,258,000,000 Fall Maturity Credit Agreement Dassdbf May 17, 2006, and amended as of
November 2, 2006, Among TVA, Bank of America, N.&s, Administrative Agent, Bank of America, N.A.,atender, 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)

Electronotes Selling Agent Agreement Dated as of June 1, 20060g TVA, LaSalle Financial Services, Inc., A.Gmadds & 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, @aWé Dated as of November 19, 2003
(Incorporated by reference to Exhibit 10.5 to TVABnual Report on Form 10-K for the year ended &aper 30, 2006, File No. 000-52313)

Power Contract Supplement No. 95 Among Memphis LiGas and Water Division, the City of Memphis, fiessee, and TVA Dated as of Noverr
19, 2003 (Incorporated by reference to Exhibit 10.6VA’s Annual Report on Form 10-K for the yearded September 30, 2006, File No. 000-
52313)

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 endgebtember 30, 2006, File No. 000-52313)
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10.23t
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Power Contract Supplement No. 96 Among Memphis t,iGfas and Water Division, the City of Memphis, fiessee, 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)

Overview of TVA's September 26, 2003, Lease andseback of Control, Monitoring, and Data Analysiswark with Respect to TVA's
Transmission System in Tennessee, Kentucky, GeagthMississippi (Incorporated by reference toigikt10.9 to TVA’'s Annual Report on Form
10-K for the year ended September 30, 2006, File(096-52313)

Participation Agreement Dated as of September @232Among (1) TVA, (2) NVG Network | Statutory 81 (3) Wells Fargo Delaware Trust
Company, Not in Its Individual Capacity, Excepthe Extent Expressly Provided in the Participat#t@meement, But as Owner Trustee, (4) Wachovia
Mortgage Corporation, (5) Wilmington Trust Compaht in Its Individual Capacity, Except to the Bxté&xpressly Provided in the Participation
Agreement, But as Lease Indenture Trustee, and/{iBington Trust Company, Not in Its Individual Capty, Except to the Extent Expressly
Provided in the Participation Agreement, But assPdwough Trustee (Incorporated by reference tal#ixh0.10 to TVA’'s Annual Report on Form
10-K for the year ended September 30, 2006, Filed96-52313)

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)

Head Lease Agreement Dated as of September 26, BéB8een TVA, as Head Lessor, and NVG Networlalt®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)

Leasehold Security Agreement Dated as of Septe@®e2003, 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)

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)

TVA Vehicle Allowance Guidelines, Effective April, 2006 *

Tennessee Valley Authority Supplemental Executieéir@Bment Plan, Effective as of October 1, 199%d¢Iporated by reference to Exhibit 10.15 to
TVA’s Annual Report on Form 10-K for the year end&eptember 30, 2006, File No. 000-52313)

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 Sepes 30, 2006, File No. 000-52313)

Tennessee Valley Authority Executive Long-Term hmtoge 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)

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 196-82313)

TVA Merit Incentive Supplemental Retirement IncoRlan, Effective January 1996 *

Offer Letter to Tom D. Kilgore Accepted as of Jaryuh9, 2005 (Incorporated by reference to ExhiBitl® to TVA’s Annual Report on Form 10for
the year ended September 30, 2006, File No. 000323

Offer Letter to Michael E. Rescoe Accepted as ofil&il, 2004 (Incorporated by reference to Exhilfit20 to TVA’s Annual Report on Form X0for
the year ended September 30, 2006, File No. 000:323
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31.1
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Offer Letter to William R. McCollum, Jr., Accepted of March 9, 2007 *
Offer Letter to Kimberly S. Greene Accepted as afjast 3, 2007 *

Deferral Agreement Between TVA and Tom D. Kilgoratéd as of March 29, 2005 (Incorporated by refexg¢adExhibit 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@ir 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 Septembg2@06, File No. 000-52313)

Second Deferral Agreement Between TVA and Karl \Wig8r Dated as of May 7, 2004 (Incorporated byresfee to Exhibit 10.26 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 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 Sepes 30, 2006, File No. 000-52313)

Second Deferral Agreement Between TVA and AshoBl&tnagar Dated as of September 28, 2004 (Incaigmbtay reference to Exhibit 10.22 to
TVA'’s Annual Report on Form 10-K for the year end&ebtember 30, 2006, File No. 000-52313)

Deferral Agreement Between TVA and William R. Mc{ioh, 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. Hoskased 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 Executedh®s Chief Executive Officer
Rule 13a-14(a)/15d-14(a) Certification Executedh®y Chief Financial Officer
Section 1350 Certification Executed by the Chiegé&xive Officer

Section 1350 Certification Executed by the Chiefdricial Officer

t Management contract or compensatory arrangement.

* Previously Filed

** Certain schedules and exhibits have been omitfEide Tennessee Valley Authority hereby undertagdarnish supplementally copies of any of the ted schedules and
exhibits upon request by the Securities and Exoh&wgnmission.
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EXHIBIT 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION

I, Tom D. Kilgore, certify that:
1. I have reviewed this Amendment No. 2 to the AnrRe@port on Form 1-K for the fiscal year ended September 30, 200Th@fTennessee Valley Authorit

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or omgtéde a material fact necessary to make the statsrmade, in light
of the circumstances under which such statements made, not misleading with respect to the petmeered 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 Exggh&wct 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 tiesigned 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 registrant’sld&ire controls and procedures and presentedsimgport our conclusions about the effectivenéshe
disclosure controls and procedures, as of the étfteqperiod covered by this report based on sweluation; anc

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 mianual 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 | leadisclosed, based on our most recent evaluatianterhal control over financial reporting, to tregistrant’s auditors and
the audit committee of the registr's board of director:

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, processmnmarize and report financial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant’s internal control overdircial
reporting.

Date: December 10, 2008
/s/ Tom D. Kilgore

Tom D. Kilgore
President and Chief Executive Offic




EXHIBIT 31.2

RULE 13a-14(a)/15d-14(a) CERTIFICATION

I, Kimberly S. Greene, certify that:
1. I have reviewed this Amendment No. 2 to the AnrReport on Form 1-K for the fiscal year ended September 30, 200Th@fTennessee 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 regyigtas of, and for, the periods presented in gpsnt;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as defined in Exgehact 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 registrant’sld&ire controls and procedures and presentedsimgort our conclusions about the effectivendésbe
disclosure controls and procedures, as of the étfteqperiod covered by this report based on sweluation; anc

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 affected saeasonably likely to materially affect, the réxgiat’s internal
control over financial reporting; ar

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatianterhal control over financial reporting, to tregistrant’s auditors and
the audit committee of the registr's board of director:

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 significéain the registrant’s internal control overdircial
reporting.

Date: December 10, 2008 /sl Kimberly S. Green
Kimberly S. Green
Chief Financial Officer and Executive Vice
President,
Financial Service




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 Amendment No. 2 to the AnnuapB® on Form 10-K of the Tennessee Valley Authofibhe “Company”) for the year ended September 8072as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, Tom D. KilgpRresident and Chief Executive Officer of the Camy certify, for the

purposes of complying with Rule 13a-14(b) or Rubel-14(b) of the Securities Exchange Act of 1934, asrashed, and Section 1350 of Chapter 63 of Title fliiB@ United State
Code, as adopted pursuant to Section 906 of theaSas-Oxley Act 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 finan@aldition and results of operations of the Company.

/sl Tom D. Kilgore
Tom D. Kilgore

President and Chief Executive
Officer

December 10, 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 Amendment No. 2 to the AnnuapB® on Form 10-K of the Tennessee Valley Authofibhe “Company”) for the year ended September 8072as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Kimberly S.e@ne, Chief Financial Officer and Executive Vicedtlent, Financial
Services of the Company, certify, for the purpasfesomplying with Rule 13a-14(b) or Rule 15d-14¢6the Securities Exchange Act of 1934, as amenaled Section 1350 of
Chapter 63 of Title 18 of the United States Codeadopted pursuant to Section 906 of the Sarbamksr@ct 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 finan@aldition and results of operations of the Company.

/s/ Kimberly S. Green

Kimberly S. Green

Chief Financial Officer and Executive Vice
President, Financial Servic

December 10, 20C




