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GLOSSARY OF COMMON ACRONYMS
The following terms or acronyms frequently usedthis Annual Report on Form 1K-(the
“Annual Repor”) are defined below

Term or Acronynr Definition
ADEM Alabama Department of Environmental Managen
AFUDC Allowance for funds used during construct
ART Asset Retirement Tru:
ARO Asset retirement obligatic
CAA Clean Air Act
CAIR Clean Air Interstate Rul
CCP Coal combustion produc
Comprehensive Environmental Response, Compensation,
CERCLA and Liability Act
CERES Combined Efficiency and Renewable Electricity Stanok
CO, Carbon dioxide
COLA Cost of living adjustmer
CVA Credit valuation adjustmel
CY Calendar yea
DOE Department of Energ
EPA Environmental Protection Agent
EIS Environmental Impact Stateme
FASB Financial Accounting Standards Bos
FCA Fuel cost adjustmel
FERC Federal Energy Regulatory Commiss
FPA Federal Power Ac
FTP Financial Trading Progral
FWS Fish and Wildlife Servict
Accounting principles generally accepted in thetEhi
GAAP States of Americ.
GHG Greenhouse ge¢
GWh Gigawatt hour(s
kwWwh Kilowatt hour(s)
LIBOR London Interbank Offered Ra
MACT Maximum achievable control technolo
MtM Mark-to-market
MW Megawatt
Moody's Moody's Investors Service, In
mmBtu Million British thermal unit(s)
NDT Nuclear Decommissioning Tru
NEPA National Environmental Policy Ac
NO, Nitrogen oxides
NRC Nuclear Regulatory Commissic
NYMEX New York Mercantile Exchang
PCB Polychlorinated bipheny!
REIT Real estate investment trt
RFP Request for propos
SCR Selective catalytic reduction syste
SERP Supplemental executive retirement p
SO, Sulfur dioxide
S&P Standard & Poc's Rating Service
SSPL Seven States Power Corporat
SSSL Seven States Southaven, L
TDEC Tennessee Department of Environment and Consem
TVARS Tennessee Valley Authority Retirement Sys
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FORWARD-LOOKING INFORMATION

This Annual Report contains forward-looking stataitseelating to future events and future perforneangll statements other than those that are
purely historical may be forward-looking statemenits certain cases, forward-looking statementskmidentified by the use of words such as “may,”
“will,” “should,” “expect,” “anticipate,” “believe; “intend,” “project,” “plan,” “predict,” “assume,“forecast,” “estimate,” “objective,” “possible,”
“probably,” “likely,” “potential,” or other similarexpressions.

Although the Tennessee Valley Authority (“TVA”) liedes that the assumptions underlying the forwaokihg statements are reasonable, TVA
does not guarantee the accuracy of these statementaerous factors could cause actual resultif@r anaterially from those in the forward-looking
statements. These factors include, among othegshi

« New or changed laws, regulations, and adminiseatiders, including those related to environmemiaters, and the costs of complying w
these new or changed, as well as existing, lawgsiladons, and administrative orde

« Unplanned contributions to TV s pension or other po- retirement benefit plans or to T\'s nuclear decommissioning tru“NDT”");

» Significant delays or cost overruns assodiateh the cleanup and recovery activities assediatith the ash spill at TVA’s Kingston Fossil
Plant “Kingstor”) or in construction of generation and transmissiesets

« Fines, penalties, and settlements associated gtKingston ash spil

e The outcome of legal and administrative peatiegs, including, but not limited to, proceedimgsolving the Kingston ash spill and the North
Carolina public nuisance cas

« Significant changes in demand for electric

* Loss of customer:

*  The performance or failure of TVA’s generatidoransmission, and related assets (includingditiasi such as coal combustion product
facilities);

< Disruption of fuel supplies, which may resfatm, among other things, weather conditions, potidn or transportation difficulties, labor
challenges, or environmental regulations affeciivg\’s fuel suppliers

* Purchased power price volatility and disruptiorpofchased power supplie

« Events at transmission lines and other fiedlinot operated by TVA, including those that efffitne supply of water to TVA’s generation

facilities;

Inability to obtain regulatory approval for the struction of asset:

Weather conditions

Events at a nuclear facility, even one that isap#rated by or licensed to TV.

Catastrophic events such as fires, earthqaadar events, floods, tornadoes, pandemics, wersrist activities, and other similar events,

especially if these events occur in or near ”'s service are

* Reliability and creditworthiness of counterparti

* Changes in the market price of commoditieshsas coal, uranium, natural gas, fuel oil, cruitieconstruction materials, electricity, and

emission allowance:

Changes in the market price of equity securitiebtdecurities, and other investmel

Changes in interest rates, currency exchange mtesinflation rates

Rising pension and health care costs;

Increases in TV.'s financial liability for decommissioning its nualefacilities and retiring other asse

Changes in the market for TV's debt, changes in T\'s credit rating, or limitations on TV's ability to borrow money

Changes and volatility in the economy and finangiatkets;

Inability to eliminate identified deficiencies ilVRA's systems, standards, controls, and corporateret

Ineffectiveness of TV.'s disclosure controls and procedures and its iatewntrol over financial reporting

Changes in accounting standards including any ahémat would eliminate TV’s ability to use regulatory accountir

Problems attracting and retaining a qualified worké;

Changes in technolog

Differences between estimates of revenues and sgpaand actual revenues and expenses incurre:

Unforeseeable event

See also Item 1A, Risk Factors, and Item 7, Manags1 Discussion and Analysis of Financial Conditamd Results of OperationdNew factors
emerge from time to time, and it is not possiblenfimnagement to predict all such factors or tossstee extent to which any factor or combination of
factors may impact TVA'’s business or cause redaltiffer materially from those contained in anyviard-looking statement.
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TVA undertakes no obligation to update any forwhmoking statement to reflect developments that oeier the statement is made.
GENERAL INFORMATION
Fiscal Year

Unless otherwise indicated, years (2009, 2008) &tt¢his Annual Report refer to TVA's fiscal yeagaded September 30. References to years in
the biographical information about directors andaive officers in Item 10, Directors, ExecutivEfiGers and Corporate Governance, as well as tosyea
that are preceded by “CY”, are to calendar years .

Notes

References to “Notes” are to the Notes to Finarsiatements contained in Iltem 8, Financial Statésn@md Supplementary Data in this Annual
Report.

Available Information

TVA's Annual Reports on Form 10-K, Quarterly Reparh Form 10-Q, Current Reports on Form 8-K, ahdrabndments to those reports are
available on TVA's web site, free of charge, amsa®reasonably practicable after such materglkistronically filed with or furnished to the Seities and
Exchange Commission (“SEC”). TVA's web site is wiwa.gov. Information contained on TVA’s web siteall not be deemed to be incorporated into, or
to be a part of, this Annual Report. TVA's SECarep are also available to the public without cleafirgm the web site maintained by the SEC at
www.sec.gov. In addition, the public may read aagdy any reports or other information that TVA §ilith or furnishes to the SEC at the SEC’s Public
Reference Room at 100 F Street N.E., Washingto@, P0549. The public may obtain information abtt operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330.
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PART |
ITEM 1. BUSINESS
The Corporation

In response to a proposal by President FrankliR@sevelt, in 1933, the U.S. Congress created Ta/gqvernment corporation. TVA was
created, among other things, to improve navigatiothe Tennessee River, reduce the damage fromudirat flood waters within the Tennessee River
System and downstream on the lower Ohio and MiggisRivers, further the economic development ofAT¥service area in the southeastern United
States, and sell the electricity generated atdbiities TVA operates.

Today, TVA operates the nation’s largest public posystem and supplies power in most of Tennessgthern Alabama, northeastern
Mississippi, and southwestern Kentucky and in podiof northern Georgia, western North Carolina, southwestern Virginia to a population of nearly
nine million people. In 2009, the revenues gemetéitom TVA's electricity sales were $11.1 billiand accounted for virtually all of TVA'’s revenues .

TVA also manages the Tennessee River and its #ilast— the fifth largest river system in the Udit&tates — to provide, among other things,
year-round navigation, flood damage reduction, @ffiakdable and reliable electricity. Consistenthwhese primary purposes, TVA also manages tleg riv
system to provide recreational opportunities, adégjwater supply, improved water quality, and eocoicalevelopment. TVA’s management of the
Tennessee River and its tributaries will sometilmeseferred to as TVA'’s “stewardship” program iistAnnual Report.

Initially, all TVA operations were funded by fedeeppropriations. Direct appropriations for the A'gower program ended in 1959, and
appropriations for TVA’s stewardship, economic depenent, and multipurpose activities ended in 198thce 1999, TVA has funded all of its operations
almost entirely from the sale of electricity andyao system financings. TVA's power system finagsironsist primarily of the sale of debt
securities. TVA is owned by the United States mmbt authorized to issue equity securities.

Service Area

The area in which TVA sells power, its service arsaefined by two federal statutes: the TenneSsdley Authority Act of 1933as amended16
U.S.C. 88 831-831ee (as amended, the “TVA Act”) andamendment to the Federal Power Act (“FPA") kn@s the “anti-cherrypicking” provision.

Under the TVA Act, subject to certain minor exceps, TVA may not, without specific authorizatioorn the U.S. Congress, enter into contracts
which would have the effect of making it, or thetdbutor customers of its power, a source of posugaply outside the area for which TVA or its distitor
customers were the primary source of power supplyuty 1, 1957. This provision is referred tolas tfence” because it bounds TVA's sales activijties
essentially limiting TVA to power sales within afthed service area.

Correspondingly, the FPA, primarily through theianfterrypicking provision, prevents the Federal igyeRegulatory Commission (“FERCfjom
ordering TVA to provide access to its transmisdines to others for the purpose of using TVA'’s sanission lines to deliver power to customers within
substantially all of TVA'’s defined service areas A result, the anti-cherrypicking provision redg&A’s exposure to loss of customers.
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Sales of electricity account for substantiallyclITVA’s operating revenues. TVA's revenues bytestare detailed in the table below.

Operating Revenues
For the years ended September 30

(in millions)
2009 2008 2007

Electricity sales by sta
Alabame $ 1,52¢ $ 1,41C $ 1,264
Georgie 264 23€ 20¢€
Kentucky 1,252 1,192 1,08¢
Mississippi 1,01% 928 804
North Caroline 58 50 58
Tennesse 6,97( 6,38¢ 5,74(
Virginia 51 37 7
Subtota 11,13¢ 10,23¢ 9,162
Sale for resale 4 13 17
Subtota 11,14 10,25: 9,18(
Other revenues 112 13C 14€
Operating revenues $ 1125 $ 10,38: $ 9,32¢

TVA SERVICE AREA
— ,j
W L) 'Jli'
/ e
M. e K EMNTODOX f‘:l o
g =i I
.-_'1‘::;%:':@—.—0——

HoRTH
g A moLINA

5 —

CARDLIHNA

Customers

TVA is primarily a wholesaler of power. It sellsywer to distributor customers, consisting of mypadities and cooperatives that then resell the
power to their customers at a retail rate. TVAaslls power to directly served customers, coimgjgirimarily of federal agencies and customeri\atge
or unusual loads. In addition, power that is egdeshe needs of the TVA system may, where camsistith the provisions of the TVA Act, be sold end
exchange power arrangements with other electriesys.
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Operating revenues by customer type for each ofagtethree years are set forth in the table belbwthis table, sales to industries directly sdrve
are included inNDUSTRIESDIRECTLY SERVED, and sales to federal agencies directly served@exchange power customers are includeEpeRAL
AGENCIESAND OTHER .

Operating Revenues by Customer Typ:
For the years ended September 30

(in millions)
2009 2008 2007

Municipalities and cooperative $ 9,64¢ $ 8,65¢ $ 7,847
Industries directly serve 1,367 1,472 1,221
Federal agencies and ott

Federal agencies directly sen 127 108 95

Off-system sales 4 13 17
Subtotal 11,14: 10,25: 9,18(
Other revenues 113 13C 14€
Operating revenues $ 11,25¢ $ 10,38: $ 9,32¢

Municipalities and Cooperatives

Revenues from distributor customers accounted6guedcent of TVA's total operating revenues in 20@@ September 30, 2009, TVA had
wholesale power contracts with 158 municipalitiad aooperatives. Each of these contracts reqdistsbutor customers to purchase all of their glec
power and energy requirements from TVA.

All distributor customers purchase power under ofihiree basic termination notice arrangements:

e Contracts that require five ye’ notice to terminate
e Contracts that require 10 ye' notice to terminate; ar
e Contracts that require 15 ye' notice to terminate

The number of distributor customers with the casttearangements described above, the revenuesddrivm such arrangements in 2009, anc
percentage of TVA's 2009 total operating revenwgsesented by these revenues are summarized tabiecbelow.

TVA Distributor Customer Contracts
As of September 30, 2009

Percentage
Sales to of Total
Number of  Distributor Operating
Distributor Customers Revenuesii

Contract Arrangements* Customers in 2009 2009
(in millions)

15-year termination notic 5 §$ 10t 0.9%
1C-year termination notic 48 3,17¢ 28.2%
5-year termination notic 103 6,31( 56.1%
Termination notice given** 2 55 0.5%

Total 15¢ $ 9,64 85.7%
Notes

*Ordinarily the distributor customer and TVA havetsame termination notice
period; however, in contracts with six of the distitor customers with five-year
termination notices, TVA has a 10-year terminatiotice (which becomes a fiv
year termination notice if TVA loses its discretéoyp wholesale rate-setting
authority). Also, under TVA'’s contract with Bristdlirginia Utilities, a five-year
termination notice may not be given until Janusd$&
**One contract is due to terminate in December 2@0® the second is due to
terminate in January 2010 .

TVA's two largest distributor customers — Memphight, Gas and Water Division (“MLGW”) and Nashvillgectric Service (“NES”) — have
contracts with five-year and 10-year terminatioticeperiods, respectively. Although no singletouser accounted for 10 percent or more of TVA'sikot
operating revenues in 2009, sales to MLGW and N&Sunted for 9 percent and 8 percent, respectively.
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The power contracts between TVA and the distribat@tomers provide for purchase of power by theitigor customers at the wholesale rates
established by the TVA Board. Beginning with 20€tes were automatically adjusted quarterly purst@a formula reflecting changing costs of fuel,
purchased power, and emissions allowances. Bffe@ctober 1, 2009, rates will be so adjusted orathly basis rather than a quarterly basis . The
periodic adjustment to reflect the changing co$fsiel, purchased power, and emission allowanceslisd the fuel cost adjustment (“FCA”). TVA and
distributor customers are also discussing a raae@h proposal that would revise the wholesalestateture to implement wholesale demand and energy
rates in place of the end-use rates currentlyfiecef See Item 1, Business Rate Actions .

Under section 10 of the TVA Act, the TVA Board isthorized to regulate the municipal and cooperaligéributors of TVA power to carry out t
purposes of the TVA Act through contract terms eadditions as well as through rules and regulatioFise TVA Board regulates distributor customers
primarily through the provisions of TVA’s wholesglewer contracts. All of the power contracts betw@VA and the distributor customers require that
power purchased from TVA be sold and distributethiultimate consumer without discrimination amaongsumers of the same class, and prohibit direct
or indirect discriminatory rates, rebates, or oecial concessions. In addition, there are abeurof wholesale power contract provisions throwgpich
TVA seeks to ensure that the electric system reeeiofi the distributor customers are used only fieetéc system purposes. Furthermore, almostfall o
these contracts specify the specific resale ratdsharges at which the distributor customers massll TVA power to their customers. These rates a
revised from time to time, subject to TVA approvalreflect changes in costs, including changalénwholesale cost of power. The regulatory prionis
in TVA’s wholesale power contracts help carry ce TVA Act’s objective of providing for an adequatgpply of power at the lowest feasible rates.

Other Customers

Revenues from industrial customers directly seastbunted for 12 percent of TVA's total operatiegenues in 2009. In 2009, contracts for
customers directly served were generally for teramging from five to 10 years. These contractssatgect to termination by TVA or the customer ugon
minimum notice period that varies according tod¢hstomer’s contract demand and the period of tieneicse has been provided.

The United States Enrichment Corporation (“USEG"JVA'’s largest industrial customer directly serveghales to USEC for its Paducah,
Kentucky facility represented 5 percent of TVA'sdlooperating revenues in 2009. TVA's current cactt with USEC expires on May 31, 2012. See Item
7, Management's Discussion and Analysis of Findi@iadition and Results of Operations Risk Management Activities Credit Risk. In January 200:
USEC announced its decision to construct a new cential centrifuge facility in Piketon, Ohio , whiéhoutside TVA's service area. TVA believes tliat
the facility is constructed, USEC would reduceeiisctricity purchases at the Paducah, Kentuckyiiadiom about 2,000 megawatts (“MW”) at its petak
less than 50 MW. On August 4, 2009, the U.S. Dispemt of Energy (“DOE”) and USEC announced a deni$d delay DOE'’s final review of a USEC

loan guarantee application for the Piketon, Ohailits. In light of this event, it is possible théhe Paducah, Kentucky facility may continue temge until
CY 2017 or CY 2018.

Rate Authority

TVA is self-regulated with respect to rates, anel TWA Act gives the TVA Board sole responsibiliyrfestablishing the rates TVA charges for
power. These rates are not subject to judiciakrewr to review or approval by any state or fetlezgulatory body.

Under the TVA Act, TVA is required to charge ratespower which will produce gross revenues suéiitito provide funds for:

Operation, maintenance, and administration of oiwgr system

Payments to states and counties in lieu of ta“tax equivalent”);

Debt service on outstanding indebtedn

Payments to the U.S. Treasury in repaymeandfas a return on the government’s appropriatieestment in TVA’s power facilities (the
“Power Facility Appropriation Investme”); and

* Such additional margin as the TVA Board maygsider desirable for investment in power systesetss retirement of outstanding bonds,
notes, or other evidences of indebtedness (“Boridsdjivance of maturity, additional reduction of fower Facility Appropriation
Investment, and other purposes connected with’'s power busines

In setting TVA's rates, the TVA Board is chargedthg TVA Act to have due regard for the primaryesttjves of the TVA Act, including the
objective that power shall be sold at rates asdeware feasible .

10
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In setting rates to cover the costs set out iNMA Act, TVA uses a debt-service coverage (“DSC’gtimodology to derive annual revenue
requirements in a manner similar to that used bgmopublic power entities that also use the DSE ma¢thodology. The DSC method ensures that an
organization will be able to cover its operatingtsoand to satisfy its obligations to pay princigatl interest on debt. This ratemaking approach is
particularly suitable for use by enterprises fireshprimarily, if not entirely, by debt capital, $uas TVA.

TVA's rate requirements (or projected costs) aleudated under the DSC method as the sum of thevfolg components:

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

Debt service coverag

This methodology reflects the cause-and-effecticriahip between a regulated entity’s costs anactiteesponding rates the entity charges for its
regulated products and services. Once the reveguerements (or projected costs) are determirgsl amount is compared to the projected revenues fo
the year in question, at existing rates, to aravthe shortfall or surplus of revenues as comptréle projected costs. Subject to TVA Board apgl,
power rates would be adjusted to a level sufficiergroduce revenues approximately equal to pregecbsts. In addition, as discussed above, ths rat
established under the DSC method are adjustededly@A\.

Under accounting principles generally acceptedhélnited States of America (“GAAP”), TVA is enéitl to use regulatory accounting. TVA’s
Board is authorized by the TVA Act to set ratesgower sold to its customers. Additionally, TVA®Bgulated rates are designed to recover its césts o
providing electricity. In view of demand for elecity and the level of competition, it is reasoteatn assume that the rates, set at levels thategibver
TVA'’s costs, can be charged and collected. FurfiéA’s Board has the discretion to determine whests will be recovered in rates. As a resulhete
factors, TVA records certain assets and liabilitiest result from the regulated ratemaking protieaswould not be recorded under GAAP for megulatet
entities. Regulatory assets generally representiad costs that have been deferred because esthare probable of future recovery in customer
rates. Regulatory liabilities generally represglnligations to make refunds to customers for pnesicollections for costs that are not likely toifeurred ol
deferral of gains that will be credited to customierfuture periods. TVA assesses whether thelaémy assets are probable of future recovery by
considering factors such as applicable regulatbanges, potential legislation, and changes in tolgy. This determination reflects the currentulagpry
and political environment and is subject to chaimgiae future. If future recovery of regulatorysats ceases to be probable or any of the otharfact
described above cease to be applicable, TVA woeltehuired to write off these regulatory asset&bilities. Most regulatory asset or liability ite-offs
would be required to be recognized in earningfiénperiod in which future recovery ceases to béglnte.

Rate Actions
2009 Rate Adjustment

On August 20, 2008, the TVA Board approved a 3 @erincrease in the base portion of TVA's firm wéedle rates effective October 1, 2008. A
quarterly FCA increase of 17 percent also becareetdfe on October 1, 2008. This FCA increase fediswed by quarterly FCA reductions of 6 percent,
7 percent, and 4 percent, respectively, on JanLia2@09, April 1, 2009, and July 1, 2009. In aigait pursuant to a revised FCA formula approvedhay
TVA Board at its August 20, 2009 meeting to contke FCA to monthly rather than quarterly operatibA reduced its FCA for the billing month
beginning October 1, 2009, by an average of 11gueron the average firm wholesale rate. The coaetbFCA reductions more than offset the 17 percent
FCA increase on October 1, 2008, and resulted piliyrfeom lower than forecasted fuel and purchapeder costs and lower sales. On August 20, 2009 ,
the TVA Board also approved a nine percent incréaslee base rate portion of TVA's firm wholesaleatric rates, effective October 1, 2009. The 9
percent increase in base wholesale rates resudis &percent increase on the average firm whaesté for endise customers when the FCA compone
considered in the total rate.

Current Rate Structure
TVA's existing rate structure with its distributassbased on end-use customer demand and/or ecengymption. Under this rate structure,

wholesale charges are specified for each custolassification, and each distributor’s wholesalé fgiflects the application of these charges tadsial
end-use consumers’ volumes within each classificatiA demand and energy rate structure appli@d&/#'s directly served customers.

11
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Proposed Rate Change

On July 8, 2009, in accordance with the rate chamgeisions of its wholesale power contracts, T\88ued a letter to its distributor customers
proposing the implementation of a new rate strgctnr2010. This letter initiated a required negtidin period during which TVA is seeking to reach
agreement with distributors on the proposed chatmedolesale and retail rates. The proposed awage not intended to provide additional reveoue f
TVA,; however, individual distributors and end-usestmmers may see some effects on their bills. prbposed rate structures would provide price signal
intended to incentivize distributors and end-ussta@mers to shift energy usage from high cost pertodess expensive periods. For distributors, the
wholesale rates would initially be a demand andgneate with an option for a time-of-use rate. A\ proposing to have all distributors on a tinfeuse
wholesale rate structure by no later than April20For directly served customers and distributar«sd customers with loads in excess of 5 MW, T¥A i
proposing a time-ofise rate structure. Under the power contractata@ge provisions, if agreement is not reachechhyadry 4, 2010, the TVA Board m
thereafter, upon not less than 30 days’ noticeepiato effect the changes that it determines tagggopriate.

Current Power Supply

General

Power generating facilities operated by TVA at &apter 30, 2009, included 29 conventional hydrogtesites, one pumped storage hydroelectric
site, 11 coal-fired sites, three nuclear sitescdrhbustion turbine sites, two diesel generatossitee wind energy site, one digester gas sitepmmeass
cofiring site, and 15 solar energy sites . Initiia, TVA acquires power under power purchase agrents of varying duration as well as short-term
contracts of less than 24-hours in duration .

On average, TVA’s generation fleet is among thestaf any utility in the southeastern United StatAs of September 30, 2009, the weighted
average age of TVA'’s codired generation assets was 47 years. During tgaars, TVA has invested substantially less inntaning its generation ass
than surrounding utilities. Although TVA is plamgi to increase its maintenance expenditures ayeiterating assets in 2010, some assets may natteper

as planned in the future in light of their age .

The following table summarizes TVA's net generatiomillions of kilowatt-hours (“kWh”) by generatinsource and the percentage of all electric
power generated by TVA for the years indicated:

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

2009 2008 2007 2006 2005

Coa-fired 76,79¢ 53%  98,75: 62% 100,16¢ 64%  99,59¢ 64% 98,36 62%
Nuclear 53,041 37% 51,37 33%  46,44: 30% 45,31 29%  45,15¢ 28%
Hydroelectric 11,421 8% 6,68¢ 4% 9,047 6% 9,961 6%  15,72% 10%
Combustion turbine and dies

generator: 3,481 2% 1,38¢ 1% 70& <1% 613 <1% 59¢ <1%
Renewable resources (non-

hydro) 29 <1% 39 < 1% 27 <1% 36 < 1% 47 < 1%
Total 144,77. 10(% 158,23: 10(% 156,38 100% 155,52: 10(% 159,88: 10(%
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Net Capability
The following table summarizes the summer net citipalm MW TVA had available as of September 3002:

SUMMER NET CAPABILITY 1
As of September 30, 2009

Summer Net Date First Date Last Unit
Number Capability Unit Placed in Placed in
Source of Capability Location of Units (MW) Service Service
TVA-OPERATED GENERATING FACILITIES
Coa-Fired
Allen Tennesse 3 741 195¢ 195¢
Bull Run Tennesse 1 87C 1967 1967
Colbert Alabama 5 1,18¢ 195¢ 196&
Cumberlanc Tennesse 2 2,47( 197¢ 197¢
Gallatin Tennesse 4 97¢€ 195¢ 195¢
John Sevie Tennesse 4 704 195¢ 1957
Johnsonville Tennesse 10 1,20¢ 1951 195¢
Kingston Tennesse 9 1,42¢ 1954 195¢E
Paradisi Kentucky 3 2,201 196:< 197C
Shawne Kentucky 10 1,33( 195:¢ 195¢
Widows Creek Alabama 8 1,60¢ 1952 196¢
Total Coa-Fired 59 14,71
Nuclear
Browns Ferry Alabama 3 3,24z 197¢ 1977
Sequoyal Tennesse 2 2,282 1981 1982
Watts Bar Tennessee 1 1,10(C 199¢ 199¢
Total Nucleai 6 6,62¢
Hydroelectric
Conventional Plani Alabama 36 1,18¢ 192t 1962
Georgia 2 35 1931 195¢
Kentucky 5 22t 1944 194¢
North Caroling 6 49t 194( 195¢
Tennesse 60 1,89¢ 1912 1972
Pumped Storage Tennessee 4 1,65: 197¢ 197¢
Total Hydroelectric 113 5,49¢
Natural Gas & O-Fired?
Allen Tennesse 20 452 1971 1972
Brownsville Tennesse 4 46C 200¢ 200¢
Caledonit Mississippi 3 76¢ 2007 2007
Colbert Alabama 8 384 1972 1972
Gallatin Tennesse 8 58¢ 197¢ 200C
Gleasor Tennesse 3 494 2007 2007
Johnsonville Tennesse 20 1,10« 197¢ 200C
Kempet Mississippi 4 304 2001 2001
Lagoon Cree Tennesse 12 932 200z 200z
Marshall County Kentucky 8 60¢ 2007 2007
Southaven Mississippi 3 777 200¢ 200¢
Total Natural Gas & O-Fired 93 6,871
Diesel Generatc
Meridian Mississippi 5 9 199¢ 199¢
Albertville Alabama 4 4 200C 200C
Total Diesel Generato 9 13
Renewable Resources (i-hydro) 3
Total TVA Generating Facilities 33,71¢
POWER PURCHASE AND
OTHER AGREEMENTS 2,774
Total Summer Net Capability 36,49(

Notes

(1) Net capability is defined as the ability of@ectric system, generating unit, or other systemmonent to carry or generz e
power for a specified time period.

(2) See Item 1, Busine— Current Power Suppl— Combustion Turbine Facilitiefor a discussion of the natural gas an-



fired facilities operated by TVA
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Coal

TVA has 11 coal-fired power sites consisting ofusits. At September 30, 2009, these facilitieaated for 14,711 MW of summer net
capability. TVA began its fossil-plant constructiprogram in the 1940s and its coal-fired unitseyglaced in service between 1951 and 1973 .

TVA anticipates that clean air regulations will vig that all coal-fired plants eventually haveatiair controls, consisting of scrubbers and
selective catalytic reduction systems (“SCRs”)dolfur dioxide (“SO,"), nitrogen oxide (“NO, "), and mercury control. Also, TVA expects that

legislation will eventually require it to reducerban dioxide (*CO,") emissions or purchase Cfllowances. Although TVA uses scrubbers on its
largest generating units and low sulfur coal oreotimits to remove S@ and SCRs and other controls to reduce N@issions, several of TVA's older
coal-fired plants do not have clean air controtal their lower efficiency leads to higher G@®mission rates. These less efficient units haes hess

economical in recent periods. Due to the age, tmapacity, and lower efficiency of some plantsnéy not be economical to install new clean airtis;
accordingly, TVA may choose to retire some coadiunits.

See Item 7, Management’s Discussion and Analysiraincial Condition and Results of OperationChallenges During 200fbr a discussion
of the challenges of dealing with coal combustigprbducts, and Note 7 for a discussion of the Kiogssh spill.

Nuclear

TVA has three nuclear sites consisting of six uimiteperation. The units at Browns Ferry Nucle@anPare boiling water reactor units and the
units at the Sequoyah and Watts Bar Nuclear Phmetpressurized water reactor units. At SepterB0e2009, these facilities accounted for 6,624 MW o
summer net capability. In addition, constructi@s hesumed on Watts Bar Unit 2, and that unithedualed to be placed in service in the fall of 4.2.
Statistics for each of these units are includetthéntable below.

TVA Nuclear Power
As of September 30, 2009

Date of Date of
Net Expiration Expiration
Installed Capacity of of
Capacity Factor for  Operating  Construction
Nuclear Unit Status (MW) 2009 License Permit
Sequoyah Unit : Operating 1,221 87.3 2020 —
Sequoyah Unit : Operating 1,221 93.6 2021 —
Browns Ferry Unit ] Operating 1,150 80.6 2033 —
Browns Ferry Unit Z Operating 1,190 79.2 2034 —
Browns Ferry Unit & Operating 1,190 95.1 2036 —
Watts Bar Unit 1 Operating 1,230 96.0 2035 —
Construction resumed in Decemt
Watts Bar Unit 2 2007 — — — 2013

On August 5, 2009, TVA notified the NRC of its intdo submit license renewal applications for b®#guoyah Nuclear Plant units in the third
quarter of 2013. If approved, the licenses fohhgtits would be extended by an additional 20 ye&rsor to the 2013 submittal date, TVA will prepa
detailed application and perform the necessaryrensiental reviews. After submittal, the NRC revieare expected to take up to three years.

See Item 1, Business- Environmental Matters — Spent Nuclear Hoela discussion of spent nuclear fuel, Item 1,iBess— Environmental
Matters— Low-Level Radioactive Wadte a discussion of low-level radioactive waste t&20— Contingencies — Decommissioning Césta
discussion of TVA’s nuclear decommissioning liai® and related trust, and Note-20Contingencies — Nuclear Insurarfoe a discussion of nuclear
insurance, which discussions are incorporated héngreference.
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Hydroelectric

TVA maintains 29 conventional hydroelectric dam®tighout the Tennessee River system and one pustpeae facility for the production of
electricity. At September 30, 2009, these faeititaccounted for 5,494 MW of summer net capabilitie amount of electricity that TVA is able to geate
from its hydroelectric plants depends on a numibéaaiors outside TVAS control, including the amount of precipitationnoff, initial water levels, and tt
need for water for competing water management tibgEs The amount of electricity generation ialependent upon the availability of its hydroeafect
generation plants, which is in TVA's control. Whirese factors are unfavorable, TVA must incretsseeliance on more expensive generation plants and
purchased power. In addition, four hydroelectaeng owned by Alcoa Power Generating, Inc. on tligel Tennessee River and eight U.S. Army Corps of
Engineers dams on the Cumberland River contrituthe TVA power system. With drought conditionsiag in TVA's service area in 2009, TVA reali:
increased conventional hydroelectric generatioee [&m 1, Business Weather and Seasonality .

TVA's Hydro Modernization Program (“HMOD”) began 992 to address reliability issues on a majorftigsoconventional hydroelectric units
and on its Raccoon Mountain pumped storage facilitg currently planned, the HMOD program is scHeduo be completed in 2030. As of September
30, 2009, updates to 57 hydroelectric units haadh lweenpleted. The capacity gain has been 564 Mkid tlae average efficiency gain has been 5.0
percent. There are 38 units remaining to be updatereliability and/or capacity increases.

A preliminary analysis that was part of TVA’s upela its hydrology model indicated that dam oveping would occur at four TVA dams under
the model’'s assumptions that define “probable maxinflood” levels. While the “probable maximum fiois an extremely unlikely event, TVA is taking
actions with the aim of ensuring that overtoppiruid not occur even under these conditions. TVanplto implement interim dam modifications by
January 1, 2010. Permanent dam modifications eirgglplanned to prevent the “probable maximum fldooim overtopping these dams, and cost
estimates, which could reach several tens of miliof dollars per dam, are being prepared.

As a result of the update, TVA is performing adutitl hydrologic assessments at most of its othersda determine how many of these dams may
also be susceptible to unacceptable overtoppiniggltine “probable maximum flood.” The total finaadmpact of permanent modifications to any
additional dams which may be identified as a resulbe ongoing assessment will be determined esetlhssessments are completed in 2010.

Combustion Turbine Facilities

As of September 30, 2009, TVA operated 93 combnsticbine units, 87 of which are simple cycle aixdo$ which are combined cycle. The
simple cycle units provide a maximum of 5,326 MWsafnmer net capability. The six combined cyclasupiovide a maximum of 1,545 MW of summer
net capability. Eighty of the simple cycle unite &ueled by either natural gas or diesel fuele Témaining seven simple cycle units as well asthe
combined cycle units were fueled by natural gag.oSleventy-six of the simple cycle units are cégalb quick-start response allowing full generation
capability in approximately 10 minutes. TVA usesnbustion turbines as peaking or backup units.irTkétively low capital requirement and quickrsta
up capabilities make them favorable for intermitteperation to generate power at periods of highated or to provide ancillary services. Additiogall
low natural gas prices during 2009 have made thage more economical to operate. As of SepterBBeR009, 24 of the simple cycle combustion turbine
units were leased by private entities and leasel ttaTVA under long-term leases, and TVA leasesttitee Caledonia combined cycle units under a long
term lease. In addition, as of September 30, 28@89¢en States Southaven, LLC (“SSSL") owned anviaeldl 90 percent interest in the three Southaven
combined cycle units, and TVA has entered intogne@ment under which TVA leases SSSL'’s undividep@&@ent interest in Southaven and operates the
entire facility through April 30, 2010. For additial details, see Note 11.

Diesel Generators
TVA has two diesel generator plants consistinginérunits. At September 30, 2009, these faciliies/ided 13 MW of summer net capability.
Renewable Resources
TVA has one wind energy site with three wind tudsinone biomass cofiring site, one digester gasmpsite, and 15 solar energy sites. At
September 30, 2009, the digester gas cofiringpsdeided TVA with about three MW of renewable surmmet capability. In addition, the wind energyes

the solar energy sites, and the biomass cofiriteymbvided additional capability, but becausehef mature of this capability, it is not considetede
summer net capability.
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Purchased Power and Other Agreements

Prices for purchased power were 36 percent low2009 than in 2008, and at times during 2009 it eresaper for TVA to purchase power than to
operate some of its less efficient generation plarits a result, TVA purchased 5.7 percent moreguamw2009 than in 2008.

TVA acquires power from a variety of power prodwctirough long-term and shdgrm power purchase agreements as well as throagbmspo
market purchases. During 2009, TVA acquired 2Z@etrof the power that it purchased on the powet smarket, 4 percent through short-term power
purchase agreements, and 69 percent through lomgp@wer purchase agreements that expire moreatheuyear after September 30, 2009.

A portion of TVA's capability provided by power purchase agreemsnisovided under contracts that expire betweer0201d 2032, and the m¢
significant of these contracts are discussed below.

Calpine Energy Services, L.PTVA has contracted with Calpine Energy Service®.. I(“Calpine”)for 720 MW of summer net capability frc
a natural gas-fired generating plant located atalecAlabama. This contract expires on August2RiiL2. In addition, TVA has contracted
with Calpine for 500 MW of summer net capabilitprin a natural gas-fired generating plant locatelddngan County, Alabama. This
contract expires on December 31, 2(C

Suez Energy Marketing NA, InCTVA has contracted with Suez Energy Marketing NAG.I(“Suez”) for 690 MW of summer net capability
from a natural ge«fired generating plant located near Ackerman, Misppi. TVA's contract with Suez expires on December 31, 2

Choctaw Generation, L.P.TVA has contracted with Choctaw Generation, I(*Bhoctaw”) for 440 MW of summer net capability froa
lignite-fired generating plant in Chester, Misgiggi TVA's contract with Choctaw expires on Margh, 2032. See Item 7, Management's
Discussion and Analysis of Financial Condition &ebults of Operatior— Risk Management Activiti— Credit Risk.

Alcoa Power Generating, IncFour hydroelectric plants owned by Alcoa Power Gatieg, Inc. (“APGI”) are operated in coordinatiasith

the TVA system. Under contractual arrangements wRGI, which terminate on June 20, 2010, TVA catiyepurchases and dispatches all
electricity generated at these facilities and ukegpower to supply Alcoa’s energy needs. TVA rbayhe net purchaser or net supplier under
these arrangemen

Invenergy TN LLC. TVA has contracted with Invenergy TN LLGor 27 MW of wind energy generation from 15 windtine generators
located on Buffalo Mountain near Oak Ridge, TenaessBecause of the nature of intermittent winddittons in the TVA service area, these
generators provide energy benefits but are notidted in TVA’s summer net capability total. TVAsntract with Invenergy TN LLC expires
on December 31, 202

Southeastern Power Administration VA, along with others, has contracted with tleeiBeastern Power Administration (“SEPA”) to obtain
power from eight U.S. Army Corps of Engineers (“USR") hydroelectric facilities on the Cumberland Risystem. The agreement with
SEPA can be terminated upon three years’ noticethiinotice of termination may not become effesfprior to June 30, 2017. The contract
requires SEPA to provide TVA an annual minimum &f0D hours of power for each megawatt of TVA's 40/ allocation, and all surplus
power from the Cumberland River system. Becausedglectric production has been reduced at tw@htydroelectric facilities on the
Cumberland River system due to repair work beindopmed by USACE at those two facilities and beeaofreductions in the summer
stream flow on the Cumberland River, SEPA declédfedte majeure” on February 25, 2007. SEPA thestituted an emergency operating
plan that, among other things, eliminates SEP@Yligation to provide TVA and other affected cusérs with a minimum amount of power.
is unclear how long the emergency operating pldhramain in effect

In addition, under federal law, TVA is requiredporchase energy from qualifying facilities, cogexters, and small power producers at TVA's
avoided cost of self-generating or purchasingehisrgy from another source. At September 30, 2(0@9e were seven suppliers, with a combined capaci
of 914 MW, whose power is purchased by TVA undées kw .
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During the past five years, TVA supplemented itespogeneration through power purchases as follows:

Purchased Power*
For the years ended September 30

2009 2008 2007 2006 2005
Millions of kWh 22,08¢ 20,88 22,14: 19,01¢ 14,89:
Percent of TVA's Total Power
Supply 13.1% 11.6% 12.4% 10.€% 8.5%
Note

* Purchased power amounts for years 2005 and 2806 been adjusted to remove APGI purchases andiiacl
them as a credit to power sales. Purchased paweurts include generation from Caledonia, which is
currently a leased facility operated by TV

For more information regarding TVA'’s power purchaddigations, see Note 20 -Gontingencies— Power Purchase Obligations.
Future Power Supply

TVA produces a range of forecasts of future loadi amergy requirements. Although numerous factush as weather conditions and the heal
the regional economy, could cause actual resultiffier materially from TVA's forecastsT VA believes that new generation sources will bedwesl to mee
load growth under most likely scenarios. To meeteased future demand, TVA plans to build new gt facilities and purchase power from other
suppliers. SeBorward-Looking Informatiorand Item 7, Management’s Discussion and Analysis ofRaial Condition and Results of Operations —
Future Challenges

On June 15, 2009, TVA began the preparation ofvalnéegrated Resource Plan (“IRP”) entitled TVAlsvitonmental and Energy Future. The
purpose of the IRP is to analyze alternative wdyaddressing the Tennessee Valley's electricitglader the next 20 years. The IRP builds on trergn
resource portfolio that resulted from TVA’s 19959RThe alternative portfolios developed for tHfe® will be evaluated using several criteria imding
capital and fuel costs, reliability, possible epvimental impacts including climate change, compkawith existing and anticipated future regulatjcarsd
other factors. TVA expects to issue a final IRRamly CY 2011.

Combustion Turbines
Lagoon Creek Combined CycleTVA is constructing a gas-fired combined cydeifity, the Lagoon Creek Combined Cycle Facilighich is

currently scheduled to be in service in July 2040 bave a summer net capability of 540 MW. Thefgad combined cycle plant will consist of two
combustion turbines that supply steam to a singiars turbine.

John Sevier Combined Cycle On June 4, 2009, the TVA Board approved defgrcertain upgrades planned for TVA’s Gleason castibo
turbine plant and the newly planned New Caledonialwustion turbine plant in order to construct J8ewier Combined Cycle Facility, in northeast
Tennessee, using, in part, funds and certain eqgriporiginally allocated for the deferred projecBy the end of December 2011, TVA plans to have
operational the three combustion turbines of therJeevier Combined Cycle Facility, which are expddb supply over 500 MW of power. TVA expects
to complete the combined cycle portion of the faclhy mid-CY 2012. The completed facility is exgped to add approximately 880 MW of summer
capability to the TVA system at a cost of approxiena$820 million. Also, the new combined cycleifay is expected to provide TVA the flexibilityt
build the scrubbers and SCRs for the John SevissiFBlant on a more reasonable schedule thanreshhy the court in the North Carolina public noisa
litigation. See Note 20 —Legal Proceedings — Case Brought by North Caroflaging Public Nuisance.

Nuclear

Watts Bar Unit 2 On August 1, 2007, the TVA Board approved thepletion of Watts Bar Nuclear Plant Unit 2 (“Walar Unit 2”),
construction of which was halted in 1985. The @cojs scheduled to be completed in the fall of ZDX2. TVA has applied for an NRC operating license
and this process includes opportunity for a pubéaring. Contentions against the licensing requaee been filed. See Note 20legal Proceedings—
Administrative Proceeding Regarding Watts Bar NacRlant Unit 2. Completing Watts Bar Unit 2 is expected to @ygiroximately $2.5 billion,
excluding an allowance for funds used during carcston (“AFUDC”) and the cost of the initial fueddd. Watts Bar Unit 2 is expected to provide 1,150
MW of summer net capability.
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Extended Power UprateTVA is undertaking an Extended Power Uprate ((BPproject at Browns Ferry Nuclear Plant whicteigected to
increase the amount of electrical generation byeimsing the amount of steam produced by the reactadditional fuel would be added to the reactor
during each refueling outage to support the in@eéaseam production. The NRC license for operatiegeactor must be modified to allow reactor
operation at the higher power level. TVA has sutedia license amendment request and is currantliscussions with the NRC on selected technical
issues affecting EPU licensing. The result of ¢hdiscussions may impact the amount of power lexneéase realized by the EPU. Completion of the
licensing process will determine the final impler@ion schedule.

Bellefonte Units 1 and 2 TVA's construction of Units 1 and 2 at BelleferNuclear Plant had been undertaken pursuantistie@tion permits
issued by the NRC, but in November 2005 TVA carmckthe construction of these units and asked th€ dRvithdraw the permits. Subsequently, TVA
began to consider the feasibility of completingsthenits, and in August 2008, TVA asked the NR@instate the construction permits for both uni@m
March 9, 2009, the NRC issued an order reinstatisgconstruction permits for Bellefonte Units 1 @xdReinstatement of the construction permits,
however, does not mean TVA canaemmence construction of these units. Furthepadiy the NRC, the resolution of the contentiors trave been file
reviews by TVA, and approval by the TVA Board aeguired before construction activities can resu®ee Note 20 —Legal Proceedings— Proceedings
Regarding Bellefonte Nuclear Plant Units 1 anc

Bellefonte Units 3 and 4 TVA is developing other options for future ne&t generation at its Bellefonte site. In Octdd@0d7, TVA submitted a
Combined Construction and Operating License Appiiceto the NRC for two new Westinghouse Electriz @esigned Advanced Passive 1000 reactors to
be located at the Bellefonte site and designat&kisfonte Units 3 and 4. TVA's application wasitg supported, in part, by NuStart, an industry
consortium comprised of 10 utilities and two reas®ndors whose purpose is to satisfactorily dernmatesthe new NRC licensing process for new nuclear
plants. The Bellefonte Combined Construction ape@ting License Application is one of several Aulved Passive 1000 Westinghouse standardized
applications, and other applicants have announessdtaiction schedules that call for their licensdews to be completed prior to Bellefonte’s. Asult,
NuStart, with TV#'s agreement, is transitioning its reference plarth¢ Combined Construction and Operating Licengglidation of another utility. TV/
intends to continue to support the review of théeBente application and does not expect this titaors by itself, to impact the issuance of a liserior
Bellefonte Units 3 and 4. Contentions have beled fivith respect to the Bellefonte Combined Cortdtom and Operating License Application. See Note
20 —Legal Proceedings— Administrative Proceeding Regarding Bellefonte MaclPlant Units 3 and 4.

Hydroelectric
TVA plans to update 38 of its conventional hydraéiie units for reliability and/or capacity incressby 2030.
Renewable and Clean Energy

On May 19, 2008, the TVA Board approved guidingipiples for a Renewable and Clean Energy Assessitoar@view TVA's generation mix ar
identify a road map for pursuing additional renelgamnd clean energy supply in the region, includiogsideration of different sources of renewablergy
and a reduction in carbon intensity in TVA’s geriena mix, along with additional energy conservattmneveryone who uses electricity .

In accordance with TVA’s 2008 Environmental Pol{¢gnvironmental Policy”), TVA is working towards tdining 50 percent of its power supply
from clean (low or zero carbon-emitting) or reneigadources by 2020. TVA defines its clean enemyfplio as energy that has a zero or near-zero,CO

emission rate, such as nuclear and renewablesgfepesduction that is sustainable and often naluraplenished), or energy efficiency improvements
including demand reduction, or waste heat recovém2009, about 45 percent of TVA'’s total geneyatcame from non-CQ@-emitting sources (nuclear,

hydroelectric, and renewable energy) as define@\W). TVA's plans to add clean and renewable poasr consistent with increasing expectations that
Congress will pass legislation in the near-ternt tequires utilities to supply a certain percentafienergy from renewable sources and, possibly, to
participate in an economy-wide program to cap &udice emissions of greenhouse gases (“GHGs”),dmduCO,. To comply, TVA may be required to
reduce or offset emissions, or to purchase emisslowances under a cap-and-trade program, ando@agquired to contract for or generate an incnegsi
percentage of energy from renewable sources. $irecBnal outcome of any such legislation is notvrknown, TVA presently is unable to accurately
estimate the cost of future renewable and GHG reqénts. The current process for the developmefivVa’s IRP will help to inform future decisions on
investment in new renewable and clean generation.
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In December 2008, TVA issued requests for propd$RIEPs”) for both dispatchable capacity and asitalte energy from renewable energy
sources of up to a total of 2,000 MW of generati@ivV.A received over 60 responses to the RFPs winicluded wind (most coming from the Midwest and
Great Plains states), biomass, and solar to beedeti by 2011. Bringing power from distant locaicgaises transmission issues and costs, and the
intermittent nature of wind, solar, and other reable sources can result in TVA needing backupshimse sources or mechanisms. In October 2009, TVA
entered into two 20-year contracts for the purcludag to 450 MW of renewable wind energy from wiiadms located in North Dakota and South Dakota .

Power under these contracts is scheduled to lbeedsd beginning in CY 2012.

In June 2009, the U.S. Senate Committee on EnergyNatural Resources reported S. 1462, the Amefidean Energy Leadership Act of 2009,
which would require electric suppliers to meet £bgent of their electricity sales through renewaalerces of energy or energy efficiency by CY
2021. The legislation, which is yet to be consédielny the full Senate, would also set interim mimimannual percentage requirements for renewable
generation of 3 percent by CY 2011, 6 percent by20Y¥4, 9 percent by CY 2016, and 12 percent by G¥92 The legislation would allow demonstrated
electricity savings from energy efficiency measuemeet up to 26.67 percent of the annual renexvgéaheration requirements.

Also, in June 2009, the U.S. House of Represemspassed H.R. 2454, the American Clean Energysandrity Act of 2009, which , in addition
to mandated GHG reductions , would require elestopliers to meet 20 percent of their electrisijes through renewable sources of energy or energy
efficiency by CY 2020. This bill defines eligiblenewable energy resources as wind, solar, geo#tieremewable biomass, biogas and biofuels derived
exclusively from renewable biomass, marine and blkidetic and qualified hydropower , and other dyaig energy resources, including landfill and
wastewater treatment gas, coal mine methane , aailfigd waste-to-energy. The bill would also ggerim minimum annual percentage requirements for
renewable generation of 6 percent by CY 2012, 8rsent by CY 2014, 13 percent by CY 2016, and pérsent by CY 2018. The bill would allow
demonstrated electricity savings from energy efficy measures to meet up to 25 percent of the drenmwable generation requirements, or up to 40
percent upon FERC'’s approval of a governor’s petitb allow a higher percentage through energyiefiicy.

In May 2009, TVA began offering new incentives fmmes and businesses to encourage the instaltsftimmewable, distributed generation
sources below 1 MW of capacity. Under this prograWA purchases all of the energy output at a premprice, and the distributor credits the customers
for the generation received through a credit oiir tmenthly electric bills. All new participantsaeive a one-time incentive of $1,000 to help ofthet
startup costs for installing qualifying renewaldsaurces, such as wind, solar, biomass , and Ig&dirhydropower. The price that TVA pays for solar
generation is now 12 cents per kWh above the ctasged by TVA's distributor customers, and thegthat TVA pays for wind, low impact hydro, and
biomass generation is currently 3 cents per kWivalbioe rates charged by TV@distributor customers. TVA anticipates that éhprojects will qualify fol
renewable energy credits under any future legmtagistablishing requirements for renewable eldttric

On September 16, 2009, the U.S. Department of Brmgfirmed funding to support the State of Tenae&sVolunteer State Solar
Initiative. Upon completion of applicable enviroantal reviews, the proposed initiative will includdive MW solar power generation facility to bedbed
in west Tennessee. As proposed, TVA would purctizs@ower generated from the facility.

Energy Efficiency and Demand Response Initiatives

On May 27, 2009, TVA announced additional enerdigieihcy programs designed to promote energy efficy to residential and commercial
customers. This initiative supports the TVA Bodikctive to reduce energy use during times whenatel and cost for power is highest.

Tests for the new residential program, called thelbme Energy Evaluation Program, have begun imagkets including Nashville, Chattanooga,
and the Tri-Cities area (Bristol, Johnson City, &mdgsport) in Tennessee as well as HopkinsvillentGcky, and Huntsville, Alabama. The program will
offer comprehensive in-home energy audits as veefirmncing options and incentives to help homeaowmého choose to make investments in significant
energy efficiency improvements.

The Commercial Efficiency Advice and Incentives dgham, a new initiative targeting businesses antitiions, began testing in Mississippi and

Nashville. This program will offer businesseshiede areas an opportunity to receive an energgsamsat of their facilities to help them identifyeegy-
saving opportunities. Financial incentives ar® agailable for projects that help reduce powerscomption during TVA’s peak period.
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The Major Industrial Program targets very largeussttial customers with contract demand greater WtW and offers technical assistance and
incentives for energy efficiency projects that lowee customer’s demand for power during peak ugageds on the TVA system.

These three programs are part of an effort whigblired input from TVA power distributors and thelgic regarding the best options for
encouraging electricity users in the TennesseeeYati save energy. System-wide expansion of themgrams is expected to take place in 2010.

In August 2009, TVA announced it will test builditechniques, technologies, and household appliaaicisee experimental houses in Knoxville
over a three-year period to learn more about hatingaedge residential construction affects enafficiency in homes in the Tennessee Valley
region. The three houses include a newly built @dhat meets ENERGY STAR performance standardsc@nsl home modified with improvements that
could easily be made to existing homes for incréasiciency, and a third home built from the grdwrp to be a “near-Zero Energy Home.” TVA will use
data collected from the houses to develop inforomaéind programs to help the public choose eneffipierfcy packages for their homes and to help leus
provide affordable, near-Zero Energy Homes in titare. TVA also intends to test technologies #raible consumers to better manage the energy Heey u
and save money on their electric bills.

Purchased Power and Other Agreements
Purchasing power from others will likely remainaponent of how TVA addresses the power needs akitvice area. TVA has established a
goal of balancing production capabilities with pewapply requirements by promoting the conservatiod efficient use of electricity and, when necgegsa
buying, building, and/or leasing assets or enteirtg purchased power agreements. Achieving thé will allow TVA to reduce its reliance on purchal
power.
Fuel Supply

General

TVA’s consumption of various types of fuel depeifatgely on the demand for electricity by TVA's costers, the availability of various
generating units, and the availability and coduef. The following table indicates TVA'’s costs fearious fuels for the years indicated:

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

(in millions)
2009 2008 2007 2006 2005
Coal $ 2,01¢ $ 2,11C $ 1,92 $ 1,83% $ 1,49¢
Natural gas 13z 131 62 60 63
Fuel oll 38 61 22 46 28
Uranium 162 71 121 71 44
Total $ 235. $ 2,37 $ 2,127 $ 201z $ 1,63(

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

Fuel Expense Per kWh*
For the years ended September 30

(cents/kWh)
2009 2008 2007 2006 2005
Coal 2.7 2.31 2.0¢ 2.0z 1.6
Natural gas and fuel ¢ 3.91 9.7¢ 9.62 10.6¢ 11.4¢
0.

Nuclear 0.5C 0.5C 39 0.3¢€ 0.3¢
Average fuel cost per kWh ne

thermal generation from all

sources 1.92 1.7¢ 1.5¢ 1.54 1.3C

Note
* Excludes amounts related to the fuel cost adjestndeferrals -

20




Table of Content

TVA also has tolling agreements under which it bpgwer production from outside suppliers. Undesthtolling agreements, TVA supplies the
fuel to the outside supplier, and the outsider 8apponverts the fuel into electricity. The foling table indicates the cost of fuel supplied ByATunder
these agreements and also the average fuel expenk#gowatt-hour for the years indicated:

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

2009 2008 2007 2006 2005
Cost of Fuel (in millions  $ 258§ 457 $ 43C $ 28¢ $ 15¢
Average Fuel Expense
(cents/kWh) 6.54 12.2¢ 5.51 6.07 6.21

Coal

Coal consumption at TVA'’s coal-fired generatingiliies during 2009 was approximately 37 milliomt As of September 30, 2009, and 2008,
TVA had 36 days and 26 days of system-wide coablyugt full burn, respectively, with a net book walof $460 million and $303 million, respectively.

TVA utilizes both short-term and long-term coal tacts. Long-term coal contracts generally laggkr than one year, while short-term contracts
are usually for one year or less. During 2009germ contracts made up 92 percent of coal pusshasd shorterm contracts accounted for the remair
8 percent. TVA plans to continue using contra¢tgasious lengths, terms, and coal quality to nise¢xpected consumption and inventory
requirements. During 2009, TVA purchased coal asi as follows:

40 percent from the lllinois Basi

28 percent from the Powder River Basin in Wyomi

18 percent from the Uinta Basin of Utah and Coloraxhd

14 percent from the Appalachian Basin of Kentudkgnnsylvania, Tennessee, Virginia, and West Vie.

Total system coal inventories were at or aboveetaryels for most of 2009. During 2009, 41 petadiTVA's coal supply was delivered by rail,
23 percent was delivered by barge, and 35 percastdglivered by a combination of barge and raile fTemainder was delivered by truck.

Natural Gas and Fuel Qil

During 2009, TVA purchased substantially all ofntstural gas requirements from a variety of supplismmder contracts with terms of one year or
less. TVA purchases substantially all of its nakgias to operate combustion turbine peaking amtsto supply fuel under tolling agreements in \Whic
TVA is the fuel supplier. At September 30, 200@hat two of TVA’'s combustion turbine plants wedlaal fuel capable, and TVA has fuel oil stored on
each site for its dual fuel combustion turbines &sckup to natural gas.

During 2009, TVA purchased substantially all offiigl oil on the spot market. At September 30,2aGMhd 2008, the net book value of TVA’s
natural gas in inventory was $3 million and $12lianil, respectively, and the net book value of TVAIsl oil in inventory was $71 million and $66 nmlh,
respectively.

Nuclear Fuel

Converting uranium to nuclear fuel generally invadfour stages: the mining and milling of uraniura t produce uranium concentrates; the
conversion of uranium concentrates to uranium Heéfle gas; enrichment of uranium hexafluorided #me fabrication of the enriched uranium
hexafluoride into usable fuel assemblies. TVA ently has 100 percent of its forward five-year @®irough 2014) uranium mining and milling
requirements either in inventory or under contrdntaddition, TVA has 100 percent of its convensienrichment, and fabrication needs under contract
through 2014. Beyond 2014, TVA anticipates beihlg &o fill its needs by normal contracting proasfor fuel cycle components as market forecasts
indicate that the fuel cycle components will bedigaavailable.

TVA, DOE, and certain nuclear fuel contractors hamtered into agreements that provide for the bfendown of surplus DOE highly enriched
uranium (uranium that is too highly enriched foe urs a nuclear power plant) with other uranium.deinthese agreements, the enriched uranium thats
from this blending process, which is called blentted enriched uranium (“BLEU”), is fabricated infoel that can be used in a nuclear power planis Th
blended nuclear fuel was first loaded in a Browagyreactor in 2005 and is expected to continugetosed to reload the Browns Ferry reactors throug
2016. BLEU fuel was first loaded into SequoyahttZnin May 2008 and is expected to be loaded aga@Y 2010 and CY 2011.
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Under the terms of an interagency agreement bet®@&#n and TVA, in exchange for supplying highly ehed uranium materials for processing
into usable BLEU fuel for TVA, DOE participatesdadegree in the savings generated by TVA's ushisfilended nuclear fuel. TVA anticipates these
future payments could begin in 2010 and last @il6. See Note 1 Blended Low Enriched Uranium Prograior a more detailed discussion of the
BLEU project.

TVA owns all nuclear fuel held for its nuclear pian As of September 30, 2009, and 2008, the nat kalue of this nuclear fuel was $898 million
and $722 million, respectively.

Transmission

The TVA transmission system is one of the largediaorth America. TVA's transmission system hasr@érconnections with 14 neighboring
electric systems, and delivered more than 164obilkilowatt-hours of electricity to Tennessee Vialteistomers in 2009. In carrying out its respoaitigib
for grid reliability in the TVA service area, TVAas operated with 99.999 percent reliability over ldst ten years in delivering electricity to
customers. Any changes to federal law altering Bvauthority to operate and control the transmissigstem could negatively impact reliability in the
region. See ltem 1A, Risk Factors

TVA's transmission system interconnects with systerhsurrounding utilities and consists primarifitiee following assets:

* Approximately 15,954 circuit miles of transmissiares (primarily 500 kilovolt and 161 kilovolt lirsg;
e 487 transmission substations, power switchyards santching stations; ar
* 66 individual interconnection points and 1,020 oustr connection poin.

To the extent that federal law requires accesBddTVA transmission system, the TVA transmissioganization offers transmission services to
others to transmit power at wholesale in a manmaris comparable to TVA's own use of the transimissystem. TVA has also adopted and operates in
accordance with a published Standards of ConducErnsmission Providers and appropriately sepaitggransmission functions from its marketing
functions.

Weather and Seasonality

Weather affects both the demand for and the mamkeds of electricity. TVA uses weather degreesd@ymeasure the impact of weather on
TVA'’s power operations. Weather degree days measaiextént to which average temperatures in theléirgest cities in TVA's service area vary fron
degrees Fahrenheit. During 2009, TVA had 294,.5mp@&rcent, more heating degree days and 1611qreBcent, less cooling degree days than in 2@0€
increase in heating degree days does not prodecgathe increase in revenues as an increase imgaig@gree days because alternative heating soarees
typically available.

TVA's power system is generally a dual-peaking systvhere the demand for electricity peaks durirgsihmmer and winter months to meet
cooling and heating needs. TVA met a new all timeter peak demand of 32,572 MW on January 16, 20@degrees Fahrenheit .

The drought conditions in TVA'’s service area beggarase in 2009, and rainfall in the eastern TesewValley was 103 percent of
normal. Runoff has not yet reached normal conatitiand was at 85 percent of normal for 2009; adaeglyl a period of above average rain will be
necessary to offset the dry ground conditions amatéve the total runoff amount. Runoff is the amioof rainfall that is not absorbed by vegetatiothe
ground which actually reaches the rivers and regexthat TVA manages. As a result, T\&¢onventional hydroelectric generation increasegdrcent ir
2009 over 2008, although it was still only 85 pettoaf normal. See Item 1A, Risk Factors, for adision of the potential impact of weather on TVA.

Competition
TVA sells electricity in a service area that igjkly free of competition from other electric povpeoviders. This service area is defined primarily
by two provisions of law: one called the “fence’tlasne called the “anti-cherrypicking” provisionhd& fence limits the region in which TVA or distrious

of TVA power may provide power. The anti-cherrypigy provision limits the ability of others to uiee TVA transmission system for the purpose of
serving customers within TVA'’s service area. BriisVirginia, was exempted from the anti-cherrypigk provision.
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There have been efforts to erode the protecticghefnti-cherrypicking provision. FERC issued ateo that would have required TVA to
interconnect its transmission system with the tnaiesion system of East Kentucky Power Cooperative, (“East Kentucky”) in what TVA believed was a
violation of the anti-cherrypicking provision. Wéithe FERC action involving East Kentucky is mdbg event illustrates how the protection to TVA's
service area provided by the anti-cherrypickingvfgion could be called into question and perhapsiphted at some time in the future.

Research and Development

TVA makes investments in science and technologicalvation to help enable TVA to meet future chajjes in the development and testing of
infrastructure and technologies to enable consawareness and access to demand response and effiigncy tools; evaluation of technologies and
development of a utility plan for the integratiohebectric vehicles onto the distribution and traission system; and evaluation, demonstration, and
implementation of clean energy technologies thdtice TVA’s environmental footprint including its C@missions. TVA seeks to leverage research and

development activities through partnerships witribhutors of TVA power, the Electric Power Reséadrtstitute, DOE, Oak Ridge National Laboratory,
other utilities, and universities. Examples of oimg work include TVA's energy efficiency demonstoa and testing center for the evaluation of eperg
efficiency technologies, building techniques, aethdnd response programs; demonstration of solagidigestations for electric vehicles; participation
several technology evaluations for carbon captotesequestration; development and demonstratiooalfash utilization technologies; and developnoé
smart grid infrastructure for both transmission digdribution systems. See Note 1Research and Development Costs.

Governance

TVA is governed by the TVA Board. The Consolidafgapropriations Act, 2005, amended the TVA Act legtructuring the TVA Board from
three full-time members to nine part-time membeesmore than two of whom may be legal residentsidatof TVA's service area. TVA Board members
are appointed by the President of the United Stattsthe advice and consent of the U.S. Senatiéer &n initial phase-in period, TVA Board members
serve five-year terms, and at least one membaris émds each year. The TVA Board, among otheg#)iestablishes broad goals, objectives, and pslici
for TVA; establishes long-range plans to carrythese goals, objectives, and policies; approvesalriudgets; and establishes a compensation plan fo
employees. Information about members of the TVABlcand TVA's executive officers is discussed anit10, Directors, Executive Officers and
Corporate Governance.

On May 31, 2007, the TVA Board approved a high-lglan that identifies critical aspects of TVA'sdiness that need to be addressed to
strengthen the ability of TVA to carry out its m@s (the “Strategic Plan”). The Strategic Plan bagizes TVA's obligation to provide reliable,
competitively priced power, establishes sound fai@rprinciples for TVA to follow, and directs TV£ improve its relationships with customers and
develop partnerships with them in energy efficiemmywer supply, and economic development. A sigaift priority of the plan is for the TVA power
system to have the right balance of generatingagpand energy supply to meet the growth in custodemand and reduce TVA's exposure to the price
volatility of the energy markets. Specific actidnscarry out the provisions of the Strategic Rlamreflected in TVA'’s annual business and perfaorcea
plans and budgets.

Regulation
Congress

TVA exists pursuant to legislation enacted by Cesgrand carries on its operations in accordandethii legislation. Congress can enact
legislation expanding or reducing TVA's activitiehange TVA's structure, and even eliminate TVAonGress can also enact legislation requiring the sa
of some or all of the assets TVA operates or redinedJnited States’ ownership in TVA. To allow T\ operate more flexibly than a traditional
government agency, Congress exempted TVA from icegeneral federal laws that govern other agensiash as federal labor relations laws and the civil
service laws related to the hiring of federal emgples, the procurement of supplies and servicesthandcquisition of land. Other federal laws eadct
since the creation of TVA have been made applicabB/A, including those related to paying employesertime and the protection of the environment,
cultural resources, and civil rights.

Securities and Exchange Commission

Section 37 of the Securities Exchange Act of 198fiires TVA to file with the SEC such periodic, mnt, and supplementary information,
documents, and reports as would be required pursaaection 13 of the Exchange Act if TVA wereissuer of a security registered pursuant to sedtion
of the Exchange Act. Section 37 of the Exchangeekempts TVA from complying with section 10A(m)(@/)the Exchange Act, which requires each
member of a listed issusraudit committee to be an independent memberedbdiard of directors of the issuer. Since TVArisagency and instrumental
of the United States, securities issued or guaeaiity TVA are "exempted securities” under the 8ges Act of 1933, as amended (the “SecuritiesAct
and may be offered and sold without registratiodairthe Securities Act. In addition, securitiegiisd or guaranteed by TVA are "exempted securities"
and “government securities” under the Exchange A&tA is also exempt from sections 14(a)-(d) an@)téh) of the Exchange Act (which address proxy
solicitations) insofar as those sections relatgeturities issued by TVA, and transactions in T\é&wities are exempt from rules governing tendésref
under Regulation 14E of the Exchange Act. AlsocsiTVA securities are exempted securities undeStgrurities Act, TVA is exempt from the Trust
Indenture Act of 1939 insofar as it relates to siies issued by TVA, and no independent trusteedgiired for these securities.
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Federal Energy Regulatory Commission

Under the FPA, TVA is not a “public utility,” a terwhich generally includes investor-owned utilitickherefore, TVA is not subject to the full
jurisdiction that FERC exercises over public ugktunder the FPA. TVA is, however, “electric utility” and a “transmitting utility” aslefined in the FPA
and thus, is directly subject to certain aspecBERC's jurisdiction.

e Under section 210 of the FPA, TVA can be oedeto interconnect its transmission facilitieshatihe electrical facilities of qualified generatarsd
other electric utilities that meet certain requissns. It must be found that the requested interection is in the public interest and would
encourage conservation of energy or capital, openeifficiency of facilities or resources, or impeaeliability. The requirements of section 212
concerning the terms and conditions of intercorinactncluding reimbursement of costs, must alsontet.

e Under section 211 of the FPA, TVA can be orderetiansmit power at wholesale provided that the oddes not impair the reliability of the TV
or surrounding systems and likewise meets the egige requirements of section 212 concerning tecarsditions, and rates for service. Under
section 211A of the FPA, TVA is subject to FERCiesw of the transmission rates and the terms anditions of service that TVA provides oth
to ensure comparability of treatment of such serwith TVA’s own use of its transmission system #mat the terms and conditions of service are
not unduly discriminatory or preferential. Theiastterrypicking provision of the FPA precludes T\am being ordered to wheel another
supplie’s power to a customer if the power would be consuwithin TVA’s defined service territor.

e Sections 221 and 222 of the FPA, applicablalltmarket participants, including TVA, prohilfiy using manipulative or deceptive devices or
contrivances in connection with the purchase a eéipower or transmission services subject to FEREisdiction and (ii) reporting false
information on the price of electricity sold at vidxsale or the availability of transmission capatitya federal agency with intent to fraudulently
affect the data being compiled by the age.

e Under Section 215 of the FPA, TVA must compith certain standards designed to maintain trassion system reliability. These standards are
approved by FERC and enforced by the Electric Raitig Organization.

*  Section 206(e) of the FPA provides FERC witithority to order refunds of excessive priceslwristerm sales (transactions lasting 31 days or
less) by all market participants, including TVA, nrarket manipulation and price gouging situatidreich sales are under a FE-approved tarif.

« Section 220 of the FPA provides FERC withhawity to issue regulations requiring the reportiog a timely basis, of information about the
availability and prices of wholesale power and sraission service by all market participants, inaigdT VA.

* Under sections 306 and 307 of the FPA, FER® imvestigate electric industry practices, inchgdiTVA's operations previously mentioned that
are subject to FEF's jurisdiction.

e Under sections 316 and 316A of the FPA, FERE authority to impose criminal penalties andl gignalties of up to $1 million a day for each
violation on entities subject to the provisiondafit Il of the FPA, which includes the above primris applicable to TV/.
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Finally, while not required to do so, TVA has eltto implement various FERC orders and regulagi@ntaining to public utilities on a voluntary
basis to the extent that these are consistentWith's obligations under the TVA Act.

Nuclear Regulatory Commission

TVA operates its nuclear facilities in a highly tdated environment and is subject to the oversiglithie NRC, an independent agency which sets
the rules that users of radioactive materials rfalstw. The NRC has broad authority to impose ieguents relating to the licensing, operation, and
decommissioning of nuclear generating facilitiés.addition, if TVA fails to comply with requireménpromulgated by the NRC, the NRC has the authorit
to impose fines, shut down units, or modify, sushem revoke TVA's operating licenses.

Environmental Protection Agency

TVA is subject to regulation by the Environmentabtection Agency (“EPA”) in a variety of areas, limding air quality control, water quality
control, and management and disposal of hazardastea. See Item 1, BusinessErvironmental Matters.

States

The Supremacy Clause of the U.S. Constitution fithstates, without congressional consent, froguleging the manner in which the federal
government conducts its activities. As a fedegainey, TVA is exempt from regulation, control, aagation by states except in certain areas suelir asc
water quality where Congress has given the statetetl powers to regulate federal activities.

Other Federal Entities

TVA's activities and records are also subject wdew to varying degrees by other federal entitiesluding the Government Accountability Office
and the Office of Management and Budget. Theadsis an Office of Inspector General which reviewsATs activities and records.

Taxation and Tax Equivalents

TVA is not subject to federal income taxes. Initidd, neither TVA nor its property, franchises,income is subject to taxation by states or their
subdivisions. Section 13 of the TVA Act does, hware require TVA to make tax equivalent paymentstides and counties in which TVA conducts power
operations or in which TVA has acquired power-pr@idg properties previously subject to state andlltaxation. The total amount of these paymenss is
percent of gross revenues from the sale of powenglthe preceding year excluding sales or delestd other federal agencies and off-system satbs w
other utilities, with a provision for minimum paymts under certain circumstances. Except for aedaect payments TVA is required to make to coesiti
distribution of tax equivalent payments within atstis determined by individual state legislation.

Environmental Matters

TVA’s power generation activities, like those aadise utility industry and in other industrial s&st, are subject to most federal, state, and local
environmental laws and regulations. Major areazgtilation affecting TVA'’s activities include ajuality control, water quality control, and managerm
and disposal of solid and hazardous wastes. |futiiee, regulations in all of these areas are etqaeto become more stringent and apply to newsianis
and sources with the increased emphasis on deaithgclimate change, expanding renewable generaii@mnatives, and encouraging efficient use of
electricity.

Due to the increasing level and complexity of eoninental requirements and expectations, TVA coreglatnew high-level environmental policy
to align with and execute the direction in the ®igé&c Plan. The Environmental Policy was approvedhe TVA Board on May 19, 2008, and is intende
be an integrated framework which provides policyeleguidance to carry out TVA's objectives of paiug cleaner, affordable energy, sustainable
economic development, and environmental stewardshiye Environmental Policy sets out environmeahiéctives and critical success factors in six
environmental dimensions: climate change mitigat@nquality improvement, water resource protettmd improvement, waste minimization, sustainable
land use, and natural resource management.

TVA has incurred, and expects to continue to insubstantial capital and operating and maintenaosts to comply with evolving environmental
requirements primarily associated with, but nottéd to, the operation of TVA’s 59 coal-fired geatng units. It is virtually certain that enviroemtal
requirements placed on the operation of coal-fared other generating units will continue to becanwee restrictive and will affect new emissions and
sources . Litigation over emissions from coaldigenerating units is also occurring, includingyétion against TVA. Failure to comply with
environmental and safety laws can result in beurtgext to enforcement actions which can lead tartigosition of significant civil liability, includig fines
and penalties, criminal sanctions, and/or the stquttown of non-compliant facilities. See Note-20Legal Proceedings .
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Air Quality Control Developments

Air quality in the United States and in the Tenmes¥alley has significantly improved since the émant of the Clean Air Act (“CAA”) in
1970. These air quality improvements are expetti@ntinue as the CAA continues to be implemeatedi evolve as a result of legislative and regujator
changes. Three substances emitted from coaldiinid — SO,, NO, , and particulates — have historically been theifoaf CAA emission reduction

regulatory programs, and these are discussed ia datail below.

Expenditures related to clean air projects aimezbatrolling emissions of these substances dur@@znd 2008 were approximately $172 million
and $274 million, respectively. These figuresuinie expenditures in 2009 of $12 million to continogeduce NQ emissions through the installation of

selective non-catalytic reduction (“SNCR”) systersd $131 million for the installation of flue gdssulfurization systems (“scrubbers”) to continoie t
reduce SQ emissions. TVA had previously estimated its totgbital cost for reducing emissions from its pownts from 1977 through CY 2010 would

reach $5.5 billion, $5.3 billion of which had aldyabeen spent as of September 30, 2009. TVA etsrthat compliance with future CAA requirements
and potential mercury regulations, but not inclgd@0,, as discussed below could lead to additional cafs$gl.2 billion in the decade beginning in CY

2011. There could be additional costs for commyirith particulate collection requirements ass@dawith a utility maximum achievable control
technology (“MACT”) rule. There could be additidmaaterial costs if reductions of GHGs, includin@ ¢, are mandated under the CAA or by legislation,

or if future legislative, regulatory, or judiciat@ons lead to more stringent emission reductiquirements for conventional pollutants. Thesesoahnot
reasonably be predicted at this time because afrtbertainty of such potential actions .

On July 11, 2008, the U.S. Court of Appeals forEh€. Circuit (“D.C. Circuit”) issued a decision 8tate of North Carolina vs. EPAat remande
the Clean Air Interstate Rule (“CAIR”") and directibet EPA to promulgate a new rule that is constsigth the D.C. Circuit opinion. The EPA
promulgated CAIR in 2005, and the rule requiredhiigant additional utility SO,and NO, emission reductions to address ozone and finecpiate matter

attainment issues in 28 eastern states, includiraf AVA's service area, and the District of Colbma. Based on the court’s decision, the EPA maybeo
able to use emissions trading or the surrendeitlef [V SO , allowances to achieve compliance, and may reqoinecgs to install new pollution control

systems. The court did not set a deadline for EPi&sue the revised regulations, but the EPA hasanced that it plans to publish a proposed rephan!
rule in early CY 2010 and publish a final rule erlg CY 2011. The requirements of CAIR formed gngnary basis for TVA’s (and much of the utility
industry’s) planning with regard to air emissiomtrols beginning in 2009 and continuing well int@ tnext decade. With the potential redirectio€AIR,
the uncertainty regarding compliance requiremanethods, and timelines may result in increasedalbgxpenditures and operating expenses. Although
remanded, CAIR currently remains in effect and TMans to continue its previously announced emissieduction program.

Other requirements of the CAA, such as achieveriorone and fine particulate ambient air qualignslards, requirements relating to regional
haze, and control of interstate transport of alluytion (Section 126 petitions), will continue toiek installation of additional controls on electgenerating
units across the industry, including at TVA. Asdalissed in more detail below, TVA expects to caiits previously announced emissions reduction
program, including completion of scrubber instatias for SO, control at Kingston and evaluation of John Seviesdl Plants, and annual operation of the

21 SCR and other NQcontrols that began in October 2008.

On February 8, 2008, the D.C. Circuit vacated tRAE decision to remove coal and oil-fired elecg&nerating units from the list of stationary
sources whose hazardous air pollutant (“HAP”) emissare subject to MACT standards under secticghdfthe CAA. The D.C. Circuit also vacated and
remanded the Clean Air Mercury Rule (“CAMR”") , whiset mercury limits via a cap-and-trade progrdihe EPA now plans to regulate mercury
emissions from utilities under section 112(d) af @AA, setting MACT standards for emissions based@ammand and control type requirements. The
to comply with the MACT standards is not known, lsuéxpected to be higher than the cost would een to comply with CAMR. Regardless of the
status of the EPA’s regulatory program for merciA intends to continue to reduce mercury emissifsom its coal-fired power plants. Over the next
five years, mercury emissions from its coal-firddnps are expected to continue to decline, primadl a result of the co-benefits received fromcthrtrols
TVAis installing to reduce SQand NO, emissions.
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The D.C. Circuit’s recent decisions with regardC&lR and CAMR may also have the effect of revivinterest in Congress in adopting multi-
pollutant control legislation focused on the eliectower sector. Among other things, such an aggraould seek to establish coordinated caps faepo
plant emissions of mercury, SONO,, and CQ,. The legislative and regulatory landscape isioaitig to change for these and other issues and the

outcome cannot be predicted accurately at this.time

Sulfur Dioxide. Utility SO ,emissions are currently regulated under the Fedeidl Rain Program and state programs designecetet the
National Ambient Air Quality Standard“NAAQS”) for SO ,and PM, .. Looking forward, these programs, as well as im@atation of the regional ha
program, will result in additional regulation of S®missions. The regional haze program establisimegdines for states to improve visibility in natain

parks and wilderness areas throughout the Uniteté&t The regional haze program will require dettigpes of older sources to install best availabteofit
technology to control NQ, SO,, and particulate matter emissions.

Through CY 2008, TVA had reduced its $@missions by 84 percent from the peak 1977 leveiviayching to lower-sulfur coals, continuing to

operate an Atmospheric Fluidized Bed CombustiorHB&") unit at its Shawnee Fossil Plant, and opegasicrubbers on seven larger units. TVA
constructed a scrubber at Bull Run Fossil Planu{'Bun”), which began operation in December 2008] is constructing two scrubbers at its Kingston
Fossil Plant (“Kingston”), which are scheduled &ghm operation in 2010. In April 2008, the TVA Bdapproved construction of additional scrubber
equipment at the four-unit John Sevier Fossil Pilamast Tennessee (“John Sevier”). AdditionallyA has switched, or plans to switch, to lower-gulf
coal at several additional units in the next fewrge It is likely that additional emission redoctimeasures will have to be undertaken in addtbahese
announced actions to achieve compliance with requents yet to be adopted. Such measures willhalgoto meet the goal identified in TVA’s
Environmental Policy to reduce emissions by coritiguo install emission reduction equipment and nesthnology with the aim of controlling over 80
percent of fossil generation in the next 10 years.

Nitrogen Oxides. Utility NO , emissions continue to be regulated under statermugto achieve and maintain the EPA’s NAAQS farezand
fine particles, the Federal Acid Rain Program, redregional haze program. On March 12, 2008E#A issued final rules adopting new, more stringent
NAAQS for ozone. The EPA lowered the primary stmnod created to protect public health with an adégumargin of safety, from 0.084 parts per mill
(“ppm”) to 0.075 ppm. The EPA also promulgateceavrsecondary standard, mainly created to proteygtedion. The form and level of the secondary
standard are the same as the primary standard EFRA&s now reconsidering its March 2008 decisiespecting the level of this standard.

In CY 2009, states will have to recommend to thé\ Bffbse counties proposed to be designated as dttamment” counties under the new
standards, and in CY 2010, the EPA is expecteth#tife attainment designations using CY 2006 to20D¥8 monitoring data. States must submit plans to
the EPA no later than CY 2013 that demonstraténatiiant with the standard. Areas must reach attaitrny deadlines that vary (CY 2013 to CY 2030)
depending on the severity of the ozone problem.

Based on CY 2005 to CY 2007 monitoring data, viljuall of the larger cities in the Tennessee Viallgea and their associated Metropolitan
Statistical Areas, as well as those rural countieere ozone monitors are present, will likely bsigeated as non-attainment areas under the newasthn

Non-attainment designation can impact industrialelgpment and expansion since new businessesdeabid non-attainment areas, and
expansion of existing businesses becomes moreulitfi Non-attainment can have serious repercusdimncounties by increasing costs to industry,
delaying the air permitting process, and restriggmpansion of existing sources. Consumers aodildy to be affected as a result of the institntof
vehicle inspection and fuel restriction prograrhin-attainment can also impact transportation glameince loss of federal highway funds can occur
unless projects demonstrate “conformity” with treewstandards.

TVA contributes to ambient ozone levels primarityaaresult of NQ emissions from fossilired power plants. As a result of its emissioduetion
program, TVA’s summertime NQemissions have declined substantially. Since 1993\ has reduced its NQemissions during the summer (when ozone
levels increase) by 82 percent by installing vasioantrols, including low-NQburners and/or combustion controls on 58 of ite&&l-fired units and
installing SCRs on 21 of the largest units.

In 2005, TVA installed SNCR systems, which gengralive lower NQ removal capabilities than SCRs, on two units, Johwile Unit 1 and
Shawnee Unit 1, to demonstrate long-term technobagability, and continues to operate the SNCRangonville Unit 1 in west Tennessee. TVA also is
operating High Energy Reagent Technology (“HERW39tems on the four units at John Sevier, and otsthand 4 at Johnsonville Fossil Plant
(“Johnsonville”). HERT is similar to SNCR technglpobut has higher removal capabilities. SimilarRIEequipment is planned for installation on
Johnsonville Unit 3 by the fall of 2009, and TV#&aevaluating plans to install SCRs at John Sewiet(i5.
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TVA's NO , emission reduction program is expected to conttougepend primarily on SCRs, but these plans mangé depending on the timing
and severity of future regulatory developmentsdiiiigg power plant emissions. In October 2008, Th&gan operating this Ngcontrol equipment year
round (except for maintenance outages).

An increase in the number of counties in the Teseed/alley designated as non-attainment areaeely lio focus additional regulatory attention
on all NO, emission sources, including TVA sources.

Particulates/Opacity. Coarse particulates (defined as particles of 1Gameters or larger), which include fly ash, havegldoeen regulated by
states to meet the EPA’s NAAQS for particulate mrattAll of TVA's coal-fired units have been equazbwith mechanical collectors, electrostatic
precipitators, scrubbers, or baghouses, which hedeced particulate emissions from the TVA systgmmiore than 99 percent compared to uncontrolled
units. In 1997, the EPA issued separate NAAQS¥@n smaller particles with a size of up to 2.5romigeters (“fine particles” or “PM;"). Counties and

parts of counties in the Knoxville and Chattanodennessee, metropolitan areas have been desigasterh-attainment areas under the 1997 standard.

In September 2006, the EPA revised the 1997 stdadarhe 2006 revisions tighten the 24-hour fingigla standard and retain the 1997 annual
fine particle standard. The EPA also decided taimehe existing 24our standard for coarse particles, but revokeddteted annual standard. On Octc
8, 2009, the EPA issued non-attainment designafmmnareas not meeting the 24-hour national amtaérquality standards for Py. Several counties in
the Knoxville, Tennessee area that include the Bul and Kingston Fossil Plants are included is tlasignation. Flue gas desulfurization has been
installed on Bull Run, and is expected to be imsthdn Kingston in 2010. TVA will continue efforts reduce emissions and engage regional and aation
stakeholders to further understand and improveoregiair quality. TVA'’s continued installations sérubbers for SQcontrol and SCRs and other

technologies for NQ control as described above are expected to continteduce fine particle levels.

Issues regarding utility compliance with state dfya@quirements are also increasing. Opacity messthe denseness (or color) of power plant
plumes and has traditionally been used by statasnasans of monitoring good maintenance and operafi particulate control equipment. Under some
conditions, retrofitting a unit with additional égment to better control SQand NO, emissions can adversely affect opacity performaand, TVA and
other utilities are addressing this issue. Theeeatso disputes and lawsuits over the role ofinanus opacity monitors in determining complianagthw
opacity limitations .

Climate Change. TVA produces about 100 million tons of C@er year. In 1995, TVA was the first utility in the nation participate in Climate

Challenge,” a DOE-sponsored voluntary GHG reductimgram. Over the past decade, TVA has redusadded, or sequestered over 305 million tons of
CO ,under this program. TVA also participates in DOElsnate VISION program, a public-private partnépstwhich calls on the electric utility sector,

along with other industry sectors, to help meeatiomal goal of reducing the GHG intensity of th&SUeconomy by 18 percent from CY 2002 to CY 2012.

TVA has taken and is continuing to take significaoluntary steps that will reduce the G@missions intensity of its electric generation)uding

the recovery of Browns Ferry Unit 1, planned powgirates of certain nuclear units (which are exgetd increase the generating capability of thésuni
and thereby result in additional avoided emisswinSO , ), the completion of Watts Bar Unit 2, and the ctetipn of the hydroelectric modernization

program. TVA has also filed with the NRC a combimmperating license application for two advancedear reactors at the Bellefonte Nuclear Plant near
Hollywood, Alabama, and the reactivation of the stomction permits for the existing Bellefonte NumléJnits 1 and 2, although no decision has beeremad
to complete those units or to build the new reactor

In addition, TVA is a member of the Southeast RegidCarbon Sequestration Partnership and is wonkittythe Electric Power Research Instit
and other electric utilities on projects investiggitechnologies for CQcapture and geologic storage, as well as carbameségtion via

reforestation. Legislation currently under considien by the U.S. Congress would require redustiohGHG emissions, including CQ and, if enacted

into law, could result in significant additionalste for TVA and other utilities with fossil fuel-bad power generation. On June 26, 2009, the Hafuse
Representatives passed H.R. 2454, the “Americaarmergy and Security Act of 2009,” also refeteds the Waxman-Markey bill. This bill is a
comprehensive energy and climate change bill thahacted, would impose a cap on emissions of GHi@s covered sources, including electric utilities
to 3 percent below CY 2005 emission levels in CY20L7 percent below CY 2005 levels in CY 2020pétcent below CY 2005 levels by CY 2030, and
83 percent below CY 2005 levels in CY 2050. Ont8eyoer 30, 2009, U.S. Senators Kerry and Boxeodhutced S.1733, “The Clean Energy Jobs &
American Power Act.” On October 23, 2009, the $efanvironment and Public Works Committee releas&hairman’s Mark of S.1733, and on
November 5, 2009, the Committee orde
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the bill to bereported to the Senate. The bill, which is expttebe further revised before being considerethbySenate as a whole, includes provisior
reduce U.S. GHG emissions, fund research, exparthj jobs, promote both domestic and internatiaiegloyment of clean energy technology, establish
GHG emission performance standards for mobile gattbsary sources, and invest in numerous progtartransition to a low-carbon and energy efficient
economy and fund programs for adaptation to climhtenge . The GHG cap-and-trade provisions irbithare slightly more stringent than those in H.R
2454, requiring reductions in emissions of GHGsfrmovered sources, including electric utilities3tpercent below CY 2005 emission levels in CY 2012
20 percent below CY 2005 levels in CY 2020, 40 petdelow CY 2005 levels by CY 2030, and 83 pertefaw CY 2005 levels in CY 2050. If H.R.
2454, S.1733, or a similar law is enacted, it waelsllt in significant additional costs for TVA aanther utilities with fossil fuel-fired generatiorn

general, any legislation requiring reductions insmions of GHGs, is expected to result in somelle/crease in the price of electricity to consns)
regardless of form, severity, and timing of theidéggion, and TVA's analyses of several proposedatk bills indicate that the price increases cddd
substantial. These analyses also show that mastAfs existing coal-fired generating assets wilhtinue to play an important role in meeting thergy
needs of the Tennessee Valley. TVA anticipatasréutegislation and regulations requiring redudtiomemissions of GHGs and TVA is incorporating the
possibility of mandatory carbon reductions andreveable portfolio standard into its long-range piag. TVA will continue to monitor legislative and
regulatory developments related to CO 2 and a rabaaportfolio standard to assess any potentiahfital and operational impacts as information bexom
available. Looking ahead, TVA’s Environmental Bglcontains a Climate Change Mitigation objectiwetop the growth in volume of emissions and
reduce the rate of carbon emissions by CY 2020.

In addition to legislative activity, climate chanigsues are the subject of a number of lawsuitd@ing lawsuits against TVA. See Note 20 —
Legal Proceeding. On April 2, 2007, irMassachusetts v. ERAhe U.S. Supreme Court found that the EPA hasoaity to regulate GHGs under the
CAA . The Court held that the statutory definitiof "air pollutant” unambiguously includes GHGrdalisagreed with the EPA that there is evidenaé th
Congress intended to curtail the EPA’s power tatt@HGs as air pollutants. The Court also condutiat the EPA's refusal to regulate these poltatan
was based on impermissible reasons, and concliidédhte EPA can avoid taking further action untier€AA only if it determines that GHGs do not
contribute to climate change or if it provides sarasonable explanation as to why it cannot ormutlexercise its discretion to determine whetheyt
do. The Court remanded the case to the EPA to m@keégment regarding endangerment (either that &H8; or do not, pose a threat to health and
welfare) with respect to certain mobile sourceshiléthis case focused on C@missions from motor vehicles, it sets a precetigregulation in other

industrial sectors, such as the electric utilitgiustry.

On April 24, 2009, the EPA published a proposahtike a determination under section 202 of the Cilegk GHG emissions may endanger public
health or welfare. The EPA proposed that concéotra of six gases — CQ, methane, NQ, hydrofluorocarbons, perfluorocarbons , and sulfur

hexafluoride — increase average temperatures apacinmuman health by contributing to increasedilikb®d of higher concentrations of ground-level
ozone; increased drought; more heavy downpourglaading; more frequent and intense heat wavesvéfdiires; greater sea level rise; more intense
storms; and harm to water resources, agricultuild]ife , and ecosystems. The EPA is also propgpsinfind that the combined emissions of carbon
dioxide, methane, nitrous oxide, and hydrofluorboais from new motor vehicles and new motor vetaclgines are contributing to air pollution that is
endangering public health and welfare. The EPA&ppsal responds to the remand from the SupremetGmsed on its April 2007 ruling in
Massachusetts v. EF, directing the EPA to determine whether GHGs “megsonably be anticipated to endanger public healthelfare” and to clarify a
prior decision by the EPA to deny a petition frotatss to regulate GHGs from new motor vehiclesngiirees under section 202(a)(1) of the CAA.

TVA anticipates that the EPA will finalize its proged endangerment finding in CY 2010. Such agutias broad implications for future potential
regulation of GHGs under the CAA. The EPA’s prambsreatment of GHGs as “air pollutants” and thatdishment of emission standards for vehicles
means that the EPA could regulate GHGs under ma @ograms, including the NAAQS, the new sourcef@enance standards, New Source Review
(“NSR"), Prevention of Significant DeteriorationRSD"), and stratospheric ozone (CAA Title VI), iddition to mobile sources and fuels programs. On
September 30, 2009, the EPA issued a proposedategguthat would establish GHG emission threshfddstationary sources under the PSD and Title V
programs.

On September 22, 2009, the EPA released for puldita final rule that requires monitoring and aalmeporting of GHG emissions in the United
States by dozens of industries, including the glgtst generating industry. The rule targets fofisel combustion sources emitting more than theiedent
of 25,000 metric tons of GHGs per year, which idels virtually all fossil fuel-fired electric gendireg units. Reporting will be required for indiwidl
facilities (and, if applicable, equipment or urfadling into different source categories at a larfgeility). The EPA does not state that it intertd regulate
GHG emissions, but instead explains that the parpdshe monitoring system would be to supportdiseussion of options for such regulation. However
reporting and recordkeeping are the foundatiomfany potential new programs, including cap-andersygstems, permitting requirements, or GHG capture
technologies.
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States are also becoming more active in the ragalaf GHG emissions that are believed to be cbatmg to global climate change. Ten states in
the Northeast and Mid-Atlantic participate in thegional Greenhouse Gas Initiative, a mandatoryacaptrade program designed to reduce e@issions

from electric power generation by 10 percent be@®#w2009 levels by CY 2018. Seven states (and @amadian provinces) participate in the Western
Climate Initiative (“WCI"), a mandatory cap-and-deprogram (beginning in CY 2012) for the electriitity and industrial sectors. The state of Caiifia,

a participant in the WCI, passed a law that reguine state to reduce GHG emissions to 1990 léyeSY 2020. Six states (and one Canadian province)
are participating in the Midwestern Greenhouse Beduction Accord, which designed a regional captaade program to reduce emissions 18-20 percent
below CY 2005 levels by CY 2020, and 80 percendwelY 2005 levels by CY 2050. In May 2009, the @mors’ Energy and Climate Coalition,
representing 30 states and territories, includimge states in TVA's service territory - Tennesdémth Carolina , and Virginia - pledged to workthwi
Congress to pass legislation that will addressaténthange and provide the nation with a comprébhersergy strategy. North Carolina is studying
initiatives aimed at climate change. Under thevions of the state’s Clean Smokestacks Act of22@%e North Carolina Department of Environment and
Natural Resourc¢ Division of Air Quality studied options for reding CO,emissions from coal-burning power plants and osioerrces. The final Clean

Smokestacks Act report, submitted to the North @zadGeneral Assembly in September of 2005, coethim recommendation that the state continue GHG
mitigation planning and consider a public stakebolgkocess. Thus, the North Carolina Climate Acftan Advisory Group issued recommendations in an
October 2008 report to further identify and assegmgation options that state policy makers shaddsider for a state climate action plan.

Water Quality Control Developments

In the second phase of a three-part rulemakingininmize the adverse impacts from cooling waterketatructures on fish and shellfish, as
required under Section 316(b) of the Clean Watdar(ACWA”"), the EPA promulgated a final rule for eting power producing facilities (“Phase Il Rule”)
that became effective on September 7, 2004. Ouadwpr25, 2007, the U.S. Court of Appeals for thedde Circuit (the “Second Circuit”) remanded the
Phase Il Rule, holding, among other things, thatsoannot be compared to benefits in picking #st technology available (“BTA”) to minimize the
adverse environmental impacts of intake structufidge Utility Water Act Group, Entergy Corporatiand PSEG-ossil LLC filed a petition seeking revit
of the decision by the U.S. Supreme Court. OnilApr2009, the Supreme Courtlintergy Corp. v. Riverkeeper , Incagreed with the industry
petitioners and ruled that the EPA can comparesasih benefits to determine the technology thashnine used at cooling water intake structuress Thi
decision overturns the Second Circuit ruling tleateral clean water law does not permit the EPAottsitler the codpenefit relationship in deciding the b
technology available to minimize adverse environtaeimpact. On July 9, 2007, the EPA suspendelulbne provision of the Phase Il Rule until the
agency resolves the issues raised by the SecondiGiremand. The provision that was retainedireg permitting authorities to apply, in timerim, Bes
Professional Judgment (“BPJ”) controls for existiagilities. BPJ controls are those that refleet tlest technology available for minimizing the adee
environmental impacts of intake structures. TheafsBPJ controls reflects a return to the reguapmocess that was used by permitting authortties
regulate the impact of intake structures prioti® promulgation of the Phase Il Rule.

All of the intakes at TVA's existing coal and nua@enerating facilities were subject to the PHaReile. Given the uncertainty over the changes
the EPA will make to the rule, the impacts of tivergual rulemaking are uncertain at this time.

Section 303d of the CWA requires states to devatopreport to the EPA on a two-year cycle a listvafers that are “impaired” or are expected
to not meet water quality standards in the nextyears and need additional pollution controls. Teanessee Department of Environment and
Conservation (“TDEC”) placed a portion of Barkleggervoir downstream of TVA's Cumberland Fossil P(@@umberland”) on its 2008 list of impaired
streams (the “303d List”). This section of BarkiRgservoir had not been listed previously. Themesr conditions in 2007, especially for temperatu
and dissolved oxygen, changed significantly dumarily to reduced flows in the Cumberland Rivertéag from emergency dam repairs performed by
the U.S. Army Corps of Engineers on the Wolf Craakl Center Hill Dams coupled with the most seveoaight on record in the region. The lower flows
made less water available to dissipate the heasetiatge from Cumberland and resulted in increaised temperatures. The prospect of continued
reduced flows through the Cumberland River systannd the period required to complete the necessgpgirs to Wolf Creek and Center Hill Dams may
impact the generation of electricity from TVA's Choenland and Gallatin Fossil Plants. Placing tkigtisn of Barkley Reservoir on the 303d List could
also impact the thermal limits imposed by the Stdit€ennessee when the discharge permit for Curabeiis renewed in 2010, or earlier if the statther
EPA determines that additional actions are requioguiotect the aquatic
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environment downstream from the plant. TVA is wngkwith the U.S. Army Corps of Engineers and TDiGninimize the impacts to TVA's generating
plants and improve the conditions observed in itver in 2007. TVA began operating temporary copliowers at Cumberland to reduce the temperature
of the water discharged to the river. On May ZK)2 TVA met with TDEC to discuss TVA's plannedians in 2009 to mitigate the impacts of the low
river flow conditions. While the official statesiged permit limit for Cumberland remains unchangadi agreed at the TDEC meeting to take some
additional mitigating steps with regard to planemtions, and perform additional monitoring to asshe impacts to fish and wildlife during the suenm
months. TDEC was also informed that de-ratingpla@t was the best option for limiting the heattiarged to the river, that the temporary cooling
towers installed in 2008 would not be restarted), #tat TVA was initiating an engineering study farmanent cooling towers.

The EPA and many states are taking increased siterevaluating the potential effects of thermiatHarges from steam-electric generating
facilities. TVA is working with states and the Ef&gion IV to demonstrate that the data collecte@WA in the vicinity of its facilities is sufficiat to
meet the requirements for assessing the impadteahal discharges on the aquatic environment.

In March 2007, TDEC adopted a lower, more consérgdahreshold (0.3 ppm) for issuing precautionatyigories for fish consumption due to
mercury. Adoption of the lower threshold resulitedhe issuance of several new precautionary fistsamption advisories in April 2007 for all or padf
five TVA reservoirs (Norris, Cherokee, South HotstdWatauga, and Tellico) and parts of four rivershe Tennessee Valley (Buffalo, Emory, Hiwassee,
and Holston) as well as the Loosahatchie, Wolf, imsissippi Rivers in Tennessee that are noténTiennessee River watershed.

As part of the 2007 advisory determinations, TDE<® &entified several water bodies where more datee needed to determine if advisories
were necessary. State agencies have since cdlfiéstefrom those water bodies and decided sewéridlem needed advisories to protect public healthe
new Precautionary Advisory list for 2008 includes@dditional TVA reservoir (Beech) and three adddl river segments in the Tennessee River
watershed (French Broad, Sequatchie, and Duclgo,Axisting advisories for several reservoirs @vers were expanded to include mercury as a chamic
of concern and/or to include more kinds of fish.

TDEC'’s announcement of additional precautionaryisahies for several Tennessee water bodies does@an that mercury levels in fish are
increasing, but is more reflective of the effectod lowered threshold values for issuing a préoaaty consumption advisory. TVA has been monitgri
mercury levels in fish and sediments in TVA resééor the last 35 years, and TVA'’s data were jed to TDEC as a part of its review process. T¥A’
data show significant reductions in mercury conedians in fish from the reservoirs with known irsthial discharges that have now ceased. Other than
those areas historically impacted by industriatlésges, mercury concentrations in fish have teta@dctuate through time with no discernible dn
fish from most reservoirs. Despite increased mgmif coal for electricity generation, current dristoric records indicate that mercury concentregim
reservoir sediments have remained stable or detline

One of the results of the major reductions in ahesic emissions resulting from the clean air exiteines discussed above is that wastewaters at
TVA coal-fired facilities and across the utilitydastry may be changing because of waste streammsdioquality control technologies. Varying amaiof
ammonia or similar compounds used as a hecessarga@ent of SCR and SNCR operations may end ugilitfawvastewater ponds that may discharge
through outfalls regulated under the CWA. Operatibscrubbers for SQcontrol also results in additional amounts of pialius being introduced into

facility wastewater treatment ponds. The EPA isantly collecting information to determine if thational Steam Electric Point Source Effluent
Guidelines (“Effluent Guidelines”) under the CWAatkto be revised. If the Effluent Guidelines aeised, potentially more restrictive discharge
limitations for existing parameters or the additafmew parameters could result in additional waster treatment expenses to meet requirementsof th
CWA. These costs cannot be accurately predictédusatime, but TVA is involved in and monitoriniget EPAS data collection activities and the progres
the Effluent Guidelines review process. On théesivel, new numeric nutrient criteria developmamd implementation (an EPA requirement) may rex
additional treatment costs to reduce nitrogen cotnagons being added to the waste treatment pasdsresult of the operation of air pollution cohtr
equipment. TVA is monitoring the development amgliementation of numeric nutrient criteria, partaly by the states in TVA's service area , and is
encouraging regulatory agencies in the TennessbBey\&ates to incorporate water quality tradingulations into their water quality standards.

As is the case across the utility industry andtheoindustrial sectors, TVA is also facing monéngtent requirements related to protection of
wetlands, reductions in storm water impacts fromstauction activities, water quality degradatioaywwater quality criteria, and laboratory analyttica
methods. TVA is also following litigation relatéadl the use of herbicides, water transfers, andisele from dams. TVA is not facing any substantive
requirements related to non-compliance with exqs@WA regulations.
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Hazardous Substance Response and Oil Cleanup

Liability for releases and cleanup of hazardousstarxes is primarily regulated under the federah@ehensive Environmental Response,
Compensation, and Liability Act (“CERCLA"), and ahfederal and parallel state statutes. In a nrasinglar to many other industries and power system
TVA has generated or used hazardous substanceshevgears. TVA is aware of alleged hazardoustsmiog releases at 11 non-TVA areas for which it
may have some liability. TVA has reached agreemwiith the EPA to settle its liability at two ofetbe non-TVA areas for a total of less than
$23,000. There is little or no known evidence fheA contributed any significant quantity of hazatds substances to six of the non-TVA areas, ané the
has been no recent assertion of potential TVA liigtfior five of these six areas . There is evide that TVA sent some materials to the remainimget
non-TVA sites: the David Witherspoon site in Kndleji Tennessee, the Ward Transformer site in Raléigprth Carolina, and the General Waste Products
site in Evansville, Indiana.

The David Witherspoon site was contaminated withiaauclides, polychlorinated bipheny{fs PCBs”), and metals. DOE admitted to being the
main contributor of materials to the site and ckhthe site up at a reported cost of about $35amillWhile DOE asked TVA to “cooperate” in comjahet
the cleanup; TVA believes it sent only a relativeiyall amount of equipment and that none of it rea$oactive.

The Ward Transformer site in Raleigh, North Carmliis contaminated by PCBs from electrical equipm@&iere is documentation showing that
TVA sent a limited amount of electrical equipmeanhtaining PCBs to the site in 1974. A working gvaf potentially responsible parties (the “PRP Work
Group”) is cleaning up osite contamination in accordance with an agreeméhtthe EPA. The cleanup effort has been divided four areas: two phas
of soil cleanup; cleanup of off-site contaminatiorthe downstream drainage basin; and supplemgraahdwater remediation. The cost estimate for the
first phase of soil cleanup is approximately $58iari. The cost estimate for the second phaseibtieanup is $10 million. Estimates for clearofpoff-
site contamination in the downstream drainage basige from $6 million to $25 million. There are reliable estimates for the supplemental groundwat
remediation phase. On April 30, 2009, the PRP Wartdup filed an amended complaint in federal cagdinst potentially responsible parties who had not
yet settled, including TVA, regarding the two prasésoil cleanup. TVA settled this lawsuit arglpbtential liability for the two phases of soiahup for
$300,000 and has been dismissed as a party. Ajthtiie settlement with respect to the first twoggitadoes not prohibit TVA from having liability in
connection with the other two phases or any natesdurce damages, the U.S. Department of Justagempting to negotiate a government-wide
settlement of all federal agencies’ liability fdeanup of offsite contamination in the downstreamirthge basin and the investigative portion of the
supplemental groundwater remediation.

General Waste Products, located in Evansville dnaj operated scrap metal salvage yards from B@sli@ntil 1998 that contain contamination
from lead batteries and PCB transformers. Themalglefendants in a CERCLA action for the sitegehfiled a third-party complaint in the U.S. Distri
Court for the Southern District of Indiana agail$tA and others seeking cost contribution for clganfithe yards. There is evidence that TVA serdsc
metal to General Waste Products, but TVA has natdcany records indicating that it sent batterieB@B equipment. Counsel for the original plaiistif
has informed TVA that the first yard has been obghup at a cost of $3.2 million, and cleanup edeés&or the second yard range from $2 million to $7
million. TVA'’s allocated share of the cleanup st any, is expected to be relatively small.

TVA operations at some TVA facilities have resulteail spills and other contamination that TVAaddressing, and TVA expects to incur cos
about $17 million for environmental work relatedd®ecommissioning of the Watts Bar Fossil Plant.

As of September 30, 2009, TVA's estimated liabifity cleanup and similar environmental work forghgites for which sufficient information is
available to develop a cost estimate (primarily TMA sites) is approximately $20 million on a noisebunted basis, including the Watts Bar FossihPla
work, and is included in ®4ER LIABILITIES on the Balance Sheet.

Coal-Combustion Wastes

In accordance with a regulatory determination leyEPA in May 2000, coal-combustion and certainteelavastes disposed of in landfills and
surface impoundments are not regulated as hazavdaste. In conjunction with this determinatiore 8PA committed to developing non-hazardous
management standards for these wastes. Thesme@xistste-management facilities not meeting mininstandards. On August 29, 2007, the EPA issued
a Notice of Data Availability (“NODA”) in which itequested public comment on whether the additioriaimation mentioned in the notice should affect
the EPA’s decisions as it continues to follow upitsrcommitment to develop management standardsof@-combustion wastes. After the Kingston coal
ash release, both Congress and the EPA are congjdaking action to increase the regulation ofl @mmbustion waste surface impoundments, including
regulation of coal ash as a hazardous waste uhddrésource Conservation and Recovery Act andcauiiapoundment integrity requirements modeled
after coal slurry management under the Surfacendiiontrol and Reclamation Act of 1977. The EPA &anounced that it plans to issue new regulations
for the management of coal combustion wastes byDber 31, 2009. Tennessee enacted a law provigditt@ny new coal ash disposal facility or any
expansion of existing facilities used for coal d&posal have a liner and a final cap. Additigmalposals to regulate coal ash and related impoentsrar:
currently being developed by the EPA. In Augu22TVA announced plans to convert remaining wetashgypsum facilities to dry storage and
disposal. These projects are expected to be coedpterer an eight to 10 year period with a projéatest of $1.5 billion to $2.0 billion.
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Low-Level Radioactive Waste

Low-level radioactive waste (“radwaste®sults from the normal operation of nuclear uaitsl includes such materials as disposable proé
clothing, mops, and filters. TVA contracted topise of such waste at a Barnwell, South Carolispadial facility through June 2008. That facilitgsec
to TVA and radwaste generators located in statsate not members of the Atlantic Interstate Uosvel Radioactive Waste Management Compact.
June 2008, TVA has continued its practice of hawagain types of radwaste processed and shippaditsposal facility in Clive, Utah, and TVA is a
storing some radwaste at its own facilities. T\8Acapable of storing radwaste at its facilitiesaorextended period of time

Spent Nuclear Fuel

Under the Nuclear Waste Policy Act of 1982, TVAdasther domestic nuclear utility licensees) enténéal a contract with DOE for the disposal
of spent nuclear fuel. Payments to DOE are baped WVA's nuclear generation and charged to nudigelrexpense. Although the contracts called for
DOE to begin accepting spent nuclear fuel fromuti@ies by January 31, 1998, DOE announced thabuld not begin receiving spent nuclear fuel from
any domestic nuclear utility. TVA, like other near utilities, stores spent nuclear fuel in podlbarated water at its nuclear sites. TVA woulddraad
sufficient space to continue to store spent nudiegrin those storage pools at its Sequoyah anavBs Ferry Nuclear Plants indefinitely had DOE hegu
accepting spent nuclear fuel. DOE's failure tosddn a timely manner required TVA to construct dagk storage facilities at its Sequoyah and Browns
Ferry Nuclear Plants and to purchase special storagtainers for the spent nuclear fuel. The Sgafuand Browns Ferry dry cask storage facilitiegeha
been constructed and approved by the NRC and heareib use since 2004 and 2005, respectively, giryistorage capacity through 2030 at Sequoyah
and 2019 at Browns Ferry. Watts Bar has suffickotage capacity in its spent fuel pool to lagtl @pproximately 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 in the
Court of Federal Claims in 2001. In August 200@ United States paid TVA almost $35 million in dagas awarded by the Court of Federal Claims,
which partially offset the construction costs of tiiry cask storage facilities that TVA incurredotigh 2004. In September 2008, the United Statiels pa
TVA about $10 million for on-site spent nuclearlfatorage costs incurred during 2005. TVA and DéD& considering entering into an agreement to
facilitate the resolution of additional claims otiraely basis. TVA anticipates submitting additidilaims to DOE periodically.

Reportable Events

Kingston Ash Spill See Note 7 for a discussion of the Kingstonsgsh, which discussion is incorporated herein bference.

Widows Creek Gypsum Pond On January 9, 2009, a discharge from a gypsurtatiment pond at Widows Creek Fossil Plant was
discovered. The released material contained veastgéra mixture of predominantly gypsum and someadly. Testing of water samples from the Tennessee
River and Widows Creek reflected levels of metsddids, and nutrients below the national primatipking water standards that apply to public water
systems for treated water. Dredging of Widows &teegan on April 18, 2009, as part of the respaadbe release. Current estimates of the costs of
remediating the Widows Creek spill are approxima$8 million. The Alabama Department of EnvironrteManagement (“ADEM”) issued a Notice of
Violation and a Consent Order for several allegethtions of the Alabama Water Pollution ControltAat Widows Creek, including the January 9, 2009
gypsum pond discharge. The Consent Order regpagsient of a $25,000 civil penalty and submissibengineering reports related to storage
impoundments at both Widows Creek Fossil Plant@olthert Fossil Plant in Alabama on a schedule éefim the Consent Order.
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Ocoee Hydro Plant On January 3, 2009, TVA opened the Ocoee NtuiBesgates to lower the reservoir elevation tgpare for work on the
Ocoee No. 2 Dam. On January 4, 2009, large amadrsisdiment were released downstream, and a nuoiliish were killed. TDEC issued a Notice of
Violation and a Director’s Order for the releasesefliments, instructing TVA to cease sluicing ofiers from the Ocoee No. 3 Dam and to restore the
affected area of the Ocoee River to pre-eventsta@n April 3, 2009, TDEC approved the operatibthe sluice gates at the Ocoee No. 3 Dam for flood
risk management and recreational releases forGé Bcreational season provided certain condi@wasnet regarding minimum pool elevation during
sluicing, upstream operations, duration of releaaad onsite observation of the first two releasesfter the recreation season ended, TVA obtaifie&C
approval for use of the Ocoee 3 sluice gates.

Employee Relations

On September 30, 2009, TVA had 12,219 employeeshoim 4,912 were trades and labor employees. UheéefVA Act, TVA is required to
pay trades and labor workers hired by TVA or cert#iits contractors the rate of wages for worlaaimilar nature prevailing in the vicinity whereet
work is being performed. Neither the federal lat®ations laws covering most private sector em@isynor those covering most federal agencies apply
TVA. However, the TVA Board has a long-standindiggoof acknowledging and dealing with recognizegnesentatives of its employees, and that policy
is reflected in longerm agreements to recognize the unions (or theicesssors) that represent TVA employees. Fedmraptrohibits TVA employees frol
engaging in strikes against TVA.

ITEM 1A. RISK FACTORS

The risk factors described below, as well as theminformation included in this Annual Report, slibbe carefully considered. Risks and
uncertainties described in these risk factors coalase future results to differ materially fromtbigcal results as well as from the results prestidh
forward-looking statements. Although the risk tastdescribed below are the ones that TVA managecwasiders significant, additional risk factoratth
are not presently known to TVA management or théh Thanagement presently considers insignificant miap impact TVA’s business
operations. Although TVA has the authority toisgbwn rates and thus mitigate some risks by msireg rates, it is possible that partially or costgly
eliminating one or more of these risks through inateeases might adversely affect TVA commercialyolitically. Accordingly, the occurrence of aof
the following could have a material adverse efteciTVA's cash flows, results of operations, andfinial condition.

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

Because TVA is a corporate agency and instruméysditablished by an act of Congress, TVA may fectfd by a variety of laws, regulations, and
administrative orders that do not affect other tleaitilities. In fact, the very nature of TVA méde changed by legislation. Although it is difitto
predict exactly how new laws, regulations, and awsiative orders would impact TVA, some of the gibke effects are described below.
* TVA could lose its protected service territary
TVA's service area is primarily defined by the ferand the anti-cherrypicking provision. If Congregere to eliminate or reduce the coverage of
the anti-cherrypicking provision but retain thedenTVA could more easily lose customers that itldmot replace within its specified service
area. The loss of these customers could adveaffelgt TVA's cash flows, results of operations, diméncial condition .
» The TVA Board could lose its sole authority to sates for electricity.
Under the TVA Act, the TVA Board has the sole auityao set the rates that TVA charges for eledyjcand these rates are not subject to further
review. If TVA loses this authority or if the rateecome subject to outside review, there coulchaierial adverse effects on TVA including, but
not limited to, the following:

— TVA might be unable to set rates at a level sidfit to generate adequate revenues to servifinatscial obligations, properly operate and
maintain its power assets, and provide for reinest in its power program; ai

— TVA might become subject to additional regulatowesight that could impede T\'s ability to manage its busine:
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TVA could lose responsibility for managing the Teessee Valley River System.

TVA's management of the Tennessee River systemp®itant to effective operation of the power systéiwA’s ability to integrate management
of the Tennessee River system with power systematipas increases power system reliability and cediwcosts. Restrictions on how TVA
manages the Tennessee River system could negadiffett TVA’s operations.

Congress could take actions that lead to a downgrad TVA's credit rating.

TVA's rated securities are currently rated “Aaa”’Mpody’s Investors Service and “AAA” by StandarddaPoor’s and Fitch Ratings, which are the
highest ratings assigned by these rating agendi¥#a\’s credit ratings are not based solely on itslerlying business or financial condition, which
by themselves may not be commensurate with a tAplating. TVA's current ratings are based to méextent on the legislation that defines
TVA's business structure. Key characteristics WfATs business defined by legislation include (1¢ fAiVA Board’s ratemaking authority, (2) the
current competitive environment, which is defingcthe fence and the anti-cherrypicking provisiomg #3) TVA'’s status as a corporate agency
instrumentality of the United States. AccordindfyCongress takes any action that effectivelyralany of these characteristics, TVA'’s credit
ratings could be downgraded.

Existing and future environmental laws, regulationgand orders may negatively affect TVs cash flows, results of operations, and financiebndition,
as well as the way TVA conducts its business.

Existing environmental laws, regulations, and osdsyuld affect TVA in several ways.

Compliance costs The cost of compliance with existing environnaémaws, regulations, and orders is expected teuixstantial, and costs co
be significantly more than TVA anticipates. In oegtion with the remediation of the Kingston aslil,sfor example, actual costs coi
substantially exceed estimated costs if, amongrdttiags, TVA has to remove more ash than it apéités, additional environmentally sensi
material is uncovered in the river sediment, delsfythe ash removal process occur, or the methbfisad remediation chang.

Closure of facilities At some of TVAS older facilities, it may be uneconomical for T¥@install the necessary equipment to comply witisteng
environmental laws, regulations, and orders, wiiely cause TVA to shut down those facilit.

On-site liabilities. TVA may be responsible for ogite liabilities associated with the environmergahdition of facilities or property that it t
acquired or developed or operates regardless oh whee liabilities arose, whether they are knowruoknown, and whether they were cause
TVA or a third party.

Failure to obtain regulatory approval: TVA may be unable to obtain or maintain all reqdi environmental regulatory approvals. If theye
delay in obtaining required environmental regubatapprovals or if TVA fails to obtain, maintain, comply with any such approval, TVA may
unable to operate its facilities or may have to fiags or penalties

In addition, new environmental laws, regulations] arders could become applicable to TVA or thdlifaes it operates , and existing environmental
regulations could be revised or reinterpreted wag that adversely affects TVA. Possible areafsinfre regulation include, but are not limited tioe
following:

+ Greenhouse gasesCosts to comply with future regulation of CGind other GHGs may reduce TV#Atash flows and negatively impact
financial position and results of operations. Thet impact of legislation or regulation cannotetermined at this time

« Coal combustion by-products Federal and state governments may regulate coabustion byproducts. The EPA plans to issue new fec
regulations governing the management of coal cotidudy-products, including fly ash, by December 31, 2008ese regulations may reqt
TVA to make additional capital expenditures, ineedVA's operating and maintenance costs, or lead to ThuAtiag down certain facilities

« Renewable energy portfolio standai. TVA is not currently obligated to provide a pentage of the power it sells from renewable soubcgsnay
be required to do so in the future. In such a ,c&¥& would either have to build additional fadiéis that use renewable resources to produc
power itself, purchase renewable power from oth@mpmanies, or offset some of its renewable requirgsnéhrough energy efficiency. St
developments coultequire TVA to make significant capital expendisrancrease its purchased power costs, or makegelkan how it operates
facilities.

35




Table of Content

Demand for electricity could be significantly redad, negatively affecting TV's cash flows, results of operations, and financiedndition .
Some of the factors that could reduce the aenfiar electricity include the following:

« Economic downturn. Sustained economic downturns in T\&AService area or other parts of the United Stewetd reduce overall demand
power and thus reduce TVA's power sales and cashsfl especially as TVA' industrial customers reduce their operations #mng thei
consumption of powe.

« Loss of customel. As of September 30, 2009, two distributor custmsrhad notices in effect terminating their powantcacts with TVA. The los
of additional customers could have a material egtveffect on TV/'s cash flows, results of operations, and finaraldition.

« Change in technology Research and development activities are ongmirigiprove existing and alternative technologieptoduce electricit
including gas turbines, wind turbines, fuel ceflécroturbines, solar cells, and distributed genenatlevices. It is possible that advances in tlog
other alternative technologies could reduce thedsco$ electricity production from alternative tectogies to a level that will enable thi
technologies to compete effectively with traditibpawer plants like TVA’s. To the extent theseheclogies become a more cesfective optiol
for certain customers, TVA's sales to these custemeuld be reduced, thereby negatively affectivf\'Ts cash flows, results of operations,
financial conditior.

Catastrophic events could affect TVA's ability tapply electricity or reduce demand for electricity.

TVA could be adversely affected by catastrophicesesuch as fires, earthquakes, solar events,dldothados, wars, terrorist activities, pandemics,
and other similar events. These events, the freguand severity of which are unpredictable, cavddatively affect TVA’s cash flows, results of
operations, and financial condition by, among othergs, limiting TVA'’s ability to generate and tremit power, reducing the demand for power,
disrupting fuel or other supplies, leading to aaremmic downturn, or creating instability in thedircial markets.

Weather conditions could influence TVA'’s ability tsupply power and its customers’ demands for power

Extreme temperatures may increase the demand feempend require TVA to purchase power at high pricemeet the demand from customers, while
unusually mild weather may result in decreased ahehfiar power and lead to reduced electricity salesaddition, in periods of low rainfall or drouigy
TVA's low-cost hydroelectric generation may be reeld, requiring TVA to purchase power or use momglganeans of producing

power. Furthermore, high river water temperatimebe summer may limit TVA'’s ability to use watieom the Tennessee or Cumberland River
systems for cooling at its generating facilitiggereby limiting TVA'’s ability to operate its genéray facilities.

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

If demand for power in TVA'’s service area increadegA may need to meet this increased demand bghasing additional power from other sources,
building new generation and transmission facilitmspurchasing existing generation and transmisfioilities. Purchasing power from external
sources, as well as acquiring or building new gatiem and transmission facilities, could negativafiect TVA’s cash flows, results of operationsgan
financial condition.

Owning and operating nuclear units may subject TM& nuclear incidents and significant costs that aefgely affect its cash flows, results of operations
and financial conditions .

TVA has six operating nuclear units and has resucoedtruction of one nuclear unit that is schedttelde placed in service in the fall of CY
2012. Risks associated with these units includddhowing:

» Nuclear incidents. A nuclear incident at a TVA facility could have sificant consequences including loss of life, dae&g the environmer
damage to or loss of the facility, and damage toHdA property. Although TVA carries certain typekrauclear insurance, the amount that T
is required to pay in connection with a nuclearideat could significantly exceed the amount of cage provided by insurance. Any nuc
incident, even at a facility that is not operatgdabp licensed to TVA, has the potential to impastATadversely by obligating TVA to pay up
$105 million per year and a total of $671 millioerpnuclear incident under the Price-Anderson Adh addition, a nuclear incident co
negatively affect TVA by, among other things, obling TVA to pay retrospective insurance premiureglucing the availability and affordabil
of insurance, increasing the costs of operatingeauncunits, or leading to increased regulation estriction on the construction, operation,
decommissioning of nuclear facilities. Moreovegn@ress could impose reventasing measures on the nuclear industry to paynsl@xceedin
the limit for a single incident under the P-Anderson Act
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« Decommissioning costs.TVA maintains a nuclear decommissioning trust fbe fpurpose of providing funds to decommission itElea
facilities. The decommissioning trust is invested securities generally designed to achieve a metar line with overall equity mark
performance. TVA might have to make unplannedmioutions to the trust if, among other thin

« The value of the investments in the trust declsigaificantly;

« The decommissioning funding requirements are chdibgdaw or regulation

« The assumed real rate of return on plan assetshvidicurrently 5 percent, is lowered by the TVAaid;

» The actual costs of decommissioning are more teamed;

» Changes in technology and experience related tondetssioning cause decommissioning cost estimategtease significantly; ¢
* TVA s required to decommission a nuclear plantr&ydhan it anticipate:

If TVA makes unplanned contributions to the triksg contributions would negatively affect TVA'’s baffows, results of operations, and financial
condition.

« Increased regulatior. The NRC has broad authority to adopt requiremeelated to the licensing, operation, and decomionéng of nuclee
generation facilities that can result in significaestrictions or requirements on TVA. If the NR@difies existing requirements or adopts
requirements, TVA could be required to make suhligthoapital expenditures at its nuclear plantsnake substantial contributions to its nuc
decommissioning trust. In addition, if TVA fails tomply with requirements promulgated by the NB@, NRC has the authority to impose fit
shut down units, or modify, suspend, or revoke s operating license

TVA’s assets may not operate as planned.

Many of TVA's assets, including generation and sraissions assets and supporting infrastructures baen operating since the 1950s or earlier and
have been in nearly constant service since theg w@mpleted. If these assets fail to operateampld, TVA, among other things:

« Might have to invest a significant amount of res@srto repair or replace the ass

* Might be unable to operate the assets for a saaifiperiod of time

* Might have to purchase replacement power on the aparket;

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

» Might have to remediate collateral damage causedl fajlure of the asset
In addition, the failure of TVA's assets to perfoas planned could cause health, safety, and emaigotal problems and even result in such events as
the failure of a dam, the failure of a containmgmhd, or a nuclear incident. Any of these potémtiiscomes could negatively affect TVA'’s cash flows
results of operations, and financial condition

TVA'’s organizational transformation efforts couldsl.

Two recent reports have concluded that deficiencidd/A’s systems, standards, controls, and corgocalture found at TVA's coal-fired plants may
have contributed to the Kingston ash spill. TheATBoard in a July 21, 2009 resolution directed T¥Adevelop a remediation plan to eliminate the

identified deficiencies in these areas. The failur eliminate the deficiencies could contributetioer incidents that could adversely affect TVA's
reputation, cash flow, results of operations, andrfcial condition
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TVA'’s transmission reliability could be affected lproblems at other utilities or at TVA facilities.

TVA's transmission facilities are directly interauected with the transmission facilities of neighibgrutilities and are thus part of an interstateveo
transmission grid. Accordingly, problems at oth#lities, or at TVA's own facilities, may causetémruptions in TVA's transmission service. If TVA
were to suffer a transmission service interruptibiA’s cash flows, results of operations, and ficiahcondition could be negatively affected.

Events which affect the supply of water in the Teassee River system may interfere with T's ability to generate power .

An inadequate supply of water in the TennesseerRiy&em could negatively impact TVA's cash flonesults of operations, and financial condition
by reducing generation not only at TVA'’s hydroeti&cplants but also at its coal-fired and nuclelangs, which depend on water from the river systems
near which they are located for cooling and for inseoilers where water is converted into steardriee turbines. An inadequate supply of water d.
result, among other things, from periods of lownfall or drought, the withdrawal of water from thennessee River system by governmental entities,
and events in bodies of water not managed by TWhile TVA manages the Tennessee River and largegoparof its tributary system in order to
provide much of the water necessary for the opamadf its power plants, the U.S. Army Corps of Eegirs operates and manages other bodies of
upon which some TVA facilities rely. Events atshenon-TVA managed bodies of water or their assedihydroelectric facilities may interfere with
the flow of water and may result in TVA having iffizient water to meet the needs of its plantsTWA has insufficient water to meet the needs of it
plants, TVA may be required to reduce generatidtsatffected facilities to levels compatible witie available supply of water .

TVA's fuel and purchased power supplies might berdipted.

TVA purchases coal, uranium, natural gas, fuelasit electricity from a number of suppliers. Dgran in the acquisition or delivery of fuel or
purchased power may result from a variety of pralshnd commercial events, political developmemtsenvironmental regulations affecting TVA'’s
fuel and purchased power suppliers. If one of T¥Rfel or purchased power suppliers fails to penfander the terms of its contract with TVA, TVA
might have to purchase replacement fuel or powarhaps at a significantly higher price than TVA wveasitled to pay under the contract. In some
circumstances, TVA may not be able to recoverdifierence from the supplier. In addition, anyrdjstion of TVA'’s fuel and purchased power
supplies could require TVA to operate higher cdants, thereby adversely affecting TVA's cash flowesults of operations, and financial

condition. Moreover, if TVA is unable to acquineaeigh replacement power or fuel and does not havaegh reserve generation capacity available to
offset the loss of power or fuel, TVA might not dele to supply enough power to meet demand, resuiti power curtailments or even blackouts

TVA may incur delays and additional costs in powsant construction and may be unable to obtain nesary regulatory approval.

TVA is completing the construction of Watts Bar Near Unit 2, planning major upgrades to and modation of current generating plants, and
evaluating construction of more generating faeititin the future. These activities involve sons&giof schedule delays and overruns in the cost of
labor and materials. In addition, if TVA does wobttain the necessary regulatory approvals, is wfiserunable to complete the development or
construction of a facility, decides to cancel comstion of a facility, or incurs delays or cost owms in connection with constructing a facilityyA’s
cash flows, financial condition, and results of ghens could be negatively affected. In additibrronstruction projects are not completed acawgdi
to specifications, TVA may suffer, among other gsnreduced plant efficiency and higher operatingt<

Failure to attract and retain an appropriately quidled workforce may negatively affect TVA's resultd operations .
TVA's business depends on its ability to recruitl aetain key executive officers as well as skiledfessional and technical employees. The ingbilit
to attract and retain an appropriately qualifiedkforce could adversely affect TVA’s ability to, amg other things, operate and maintain generation

and transmission facilities, complete large cortdiom projects such as Watts Bar Nuclear Unit 2| sinccessfully implement its organizational
transformation efforts .

TVA is involved in various legal and administratiyeroceedings whose outcomes may affect TVA'’s finemand operations.
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TVA is involved in various legal and administratipeoceedings and is likely to become involved ineotlegal proceedings in the future in the ordinary

course of business , as a result of catastroplintevor otherwise. Although TVA cannot predict thecome of the individual matters in which TVA is
involved or will become involved, the resolutiontbése matters could require TVA to make expenégim excess of established reserves and in
amounts that could have a material adverse effed\A’s cash flows, results of operations, and ficial condition. Similarly, resolution of any such
proceedings could require TVA to change its busingactices or procedures, which could also havatrial adverse effect on TVA's cash flows,
results of operations, and financial condition.

TVA is subject to a variety of market risks thatudd negatively affect TVA’s cash flows, results gerations, and financial position.

TVA is subject to a variety of market risks, indlng, but not limited to, commaodity price risk, irstenent price risk, interest rate risk, credit and
counterparty risk, and currency exchange rate risk.

Commaodity price risk. Prices of commaodities critical to TVA'operations, including coal, uranium, natural dasl oil, crude oil, constructic
materials, emission allowances, and electricityehlaeen extremely volatile in recent years. IEgsiof these commodities increase , TV fate
may increase

Investment price risk TVA is exposed to investment price risk in itsclaar decommissioning trust, its asset retiremeardtt and its pensic
fund. If the value of the investments held in theelear decommissioning trust or the pension fuectehses significantly, TVA could be requ
to make substantial unplanned contributions toeHasds.

Interest rate risk Changes in interest rates could increase the angdunterest that TVA pays on new bonds thassuies, decrease the return
TVA receives on its short-term investments, deadhe value of the investments in T\&Apension fund and trusts, and increase the |assé
mark-to-market valuation of certain derivative transactionie which TVA has enterel

Credit and counterparty risk.TVA is exposed to the risk that its counterpartigi$ not be able to perform their contractual olligns. If TVA’s
counterparties fail to perform their obligationsyA' s cash flows, results of operations, and financtaidition could be adversely affected.
addition, the failure of a counterparty to perfocould make it difficult for TVA to perform its olgations, particularly if the counterparty i
supplier of electricity or fuel to TVA

Currency exchange rate risk Over the next three years, TVA plans to sperslgaificant amount of capital on clean air projeatapacit
expansion, and other projects. A portion of tmigant may be spent on contracts that are denondirate foreign currency. The value of the |
Dollar compared with other currencies has fluctdanddely in recent years, and, if not effectivelyamaged, foreign currency exposure ci
negatively impact TV/'s cash flows, results of operations, and finarmigition.

TVA may have to make significant unplanned contritions to fund its pension and other post - retirentdbenefit plans.

TVA's costs of providing pension benefits and othest - retirement benefits depend upon a numbg&xabdrs, including, but not limited to:

Provisions of the pension and p- retirement benefits plai

Changing employee demographi

Rates of increase in compensation lev

Rates of return on plan asse

Discount rates used in determining future bendfilgations;

Rates of increase in health care cc

Levels of interest rates used to measure the redjaninimum funding levels of the plar
Future government regulation; a

Contributions made to the plar

Any of these factors or any number of these faatordd increase TVA's costs of providing pensioul ather post - retirement benefits and require

TVA to make significant unplanned contributionghie plans. Such contributions would negativelgetffTVA’s cash flows, results of operations, and

financial condition
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Approaching or reaching its debt ceiling could litnTVA's ability to carry out its business. Additionallff'VA's debt ceiling could be made more

restrictive.
The TVA Act provides that TVA can issue Bonds inaanount not to exceed $30 billion outstanding attane. At September 30, 2009, TVA had
$22.8 billion of Bonds outstanding (not includingneash items of foreign currency valuation los$20 million and net discount on sale of Bonds of
$224 million).
Approaching or reaching the debt ceiling could adely affect TVA’s business by limiting TVA's altji to borrow money and increasing the amount
of debt needing to be serviced. Also, Congressddower the debt ceiling or broaden the typesimduiicial instruments that are covered by the
ceiling. Either of these scenarios could alsori@st VA's ability to further raise capital to maain power program assets, to construct additional
generation facilities, or to meet regulatory regmients. In addition, approaching or reaching #t& deiling could lead to increased legislative or
regulatory oversight of TVA's activities.

TVA may be unable to meet its current cash requiremts if its access to the debt markets is limited.
TVA uses cash provided by operations together piiiteeds from power program financings to fund T¥&urrent cash requirements. It is critical
that TVA continue to have access to the debt mariketrder to meet its cash requirements. The itapoe of having access to the debt markets is
underscored by the fact that TVA, unlike many tié§, relies almost entirely on debt capital siitée not authorized to issue equity securities

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

A downgrade in TVA'’s credit rating could have maendverse effects on TVA’cash flows, results of operations, and finarmmaldition as well as ¢
investors in TVA securities. Among other thingslavngrade could have the following effects:

» A downgrade would increase TV&'interest expense by increasing the interest thwsTVA pays on new Bonds that it issues. Arrdéase i
TVA's interest expense would reduce the amount of aaatiable for other purposes, which could resulthie need to increase borrowings
reduce other expenses or capital investments, ioctease power rate

« A downgrade could result in TV's having to post collateral under certain physieal financial contracts that contain rating trigg

» A downgrade below a contractual threshold could/@né TVA from borrowing under two credit facilitiéstaling $2.0 billion

» A downgrade could lower the price of TVA securitieghe secondary marke

TVA could lose the ability to use regulatory accadimg and be required to write off a significant amat of regulatory assets.
Under current accounting standards, TVA is permitteuse regulatory accounting. Accordingly, T\&cords as assets certain costs that would not be
recorded as assets under GAAP for negulated entities. As of September 30, 2009, T4 $9.6 billion of regulatory assets. If TVA lsses ability
to use regulatory accounting, TVA could be requii@drite-off its regulatory assets and liabilities

TVA's financial control system cannot guarantee thall control issues and instances of fraud or ersowill be detected.
No financial control system, no matter how wellidasd and operated, can provide absolute assuthatthe objectives of the control system are met,
and no evaluation of financial controls can provéthsolute assurance that all control issues anarioss of fraud or errors can be detected. Thigmies
of any system of financial controls is based irt paon certain assumptions about the likelihootlibfre events, and there can be no assurancerthat a

design will succeed in achieving its stated goaldeu all potential future conditions, regardles$i@fv remote.

Payment of principal and interest on TVA securitiesnot guaranteed by the United Stat
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Although TVA is a corporate agency and instrumetytaif the United States government, TVA securities not backed by the full faith and credit of
the United States. If TVA were to experience axiedinancial difficulty and were unable to make mants of principal or interest on its Bonds, the
federal government would not be legally obligategtevent TVA from defaulting on its obligationBrincipal and interest on TVA securities are
payable solely from TVA's net power proceeds. paiver proceeds are the remainder of TVA's grossgraevenues after deducting the costs of
operating, maintaining, and administering its pomeperties and payments to states and countigsuiof taxes, but before deducting depreciation
accruals or other charges representing the ambatizaf capital expenditures, plus the net procdeatn the sale or other disposition of any power
facility or interest therein.

The market for TVA securities might be limited.

All of TVA's Bonds are listed on the New York StoEkchange except for TVA'’s discount notes, whickieheaturities of less than one year, the 2009
Series A and B power bonds, and the power bondsdssnder TVA's electronoté&sprogram, which is TVA’'s medium-term retail note®gram. In
addition, some of TVA'’s Bonds are listed on foregjack exchanges.

Although many of TVA'’s Bonds are listed on stoclckanges, there can be no assurances that any maltkdgvelop or continue to exist for any
Bonds. Additionally, no assurances can be made te ability of the holders to sell their Bondsas to the price at which holders will be ablsed
their Bonds. Future trading prices of Bonds wépdnd on many factors, including prevailing interages, the then-current ratings assigned to the
Bonds, the amount of Bonds outstanding, the timgfeing until the maturity of the Bonds, the red¢impfeatures of the Bonds, the market for sin
securities, and the level, direction, and volatitf interest rates generally, as well as the tguiof the market for those securities .

If a particular series of Bonds is offered througiderwriters, those underwriters may attempt toaraknarket in the Bonds. Dealers other than
underwriters may also make a market in TVA seasitiHowever, the underwriters and dealers arel@ated to make a market in any TVA
securities and may terminate any market-makingities at any time without notice.

In addition, legal limitations may affect the atyilof banks and others to invest in Bonds. Fongxe, national banks may purchase TVA Bonds for
their own accounts in an amount not to exceed 1€epé of unimpaired capital and surplus. Also, TBAnds are “obligations of a corporation which

is an instrumentality of the United States” wittiire meaning of section 7701(a)(19)(C)(ii) of theemal Revenue Code for purposes of the 60 percent
of assets limitation applicable to U.S. buildingldoan 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 Statesneérica. TVA may acquire real property by
negotiated purchase or by eminent domain.

Generating Properties

At September 30, 2009, generating assets opergt@¥ A consisted of 59 coal-fired units, six nuclesnits, 109 conventional hydroelectric units,
four pumped storage units, 93 combustion turbiriesugix combined cycle units, nine diesel generatots, one digester gas site, one biomass cgfsite,
one wind energy site, and 15 solar energy site I&m 1, Business- Power Supplfor a chart that indicates the location, capabhifiyd in-service dates
for each of these properties, which chart is inooaped into this Iltem 2, PropertiesAs of September 30, 2009, 24 of the simple cgolmbustion turbine
units are leased by private entities and leasek twa€VA under long-term leases, and TVA leasestiinee Caledonia combined cycle units under a long-
term lease. In addition, as of September 30, 2868%L owned an undivided 90 percent interest inhitee Southaven combined cycle units, and TVA has
entered into a lease with SSSL under which TVAdsa88SSL’s undivided 90 percent interest in thdifpeind operates the entire facility through ABa,
2010. For additional details, see Note 11. TVAI® in the process of constructing additionalegating assets. For a discussion of these assetdtem
1, Business —Future Power Supply.
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Transmission Properties
TVA's transmission system interconnects with systerhsurrounding utilities and consists primarifitiee following assets:
e Approximately 15,954 circuit miles of transmissiares (primarily 500 kilovolt and 161 kilovolt lirsg;
e 487 transmission substations, power switchyards santching stations; ar
e 66 individual interconnection points and 1,020 oustr connection poin.

As of September 30, 2009, certain qualified tecbgiclal equipment and other software related to T8/thansmission system is leased by private
entities and leased back to TVA under long-ternsdsa

Natural Resource Stewardship Properties

TVA operates and maintains 49 dams, and TVA mantgefllowing natural resource stewardship prdpert
11,000 miles of reservoir shorelir
293,000 acres of reservoir lar

650,000 surface acres of water; ¢
Over 100 public recreation facilitic.

As part of its stewardship responsibilities, TVApapval is required to be obtained before constouctif any obstruction affecting navigation, flc
control, or public lands can be constructed inlon@ the Tennessee River and its tributaries.

Buildings

TVA has a variety of buildings throughout its seesarea in addition to the buildings located agéseration and transmission facilities, including
office buildings, customer service centers, povegvise centers, warehouses, visitor centers, agd quarters. The most significant of these bugdiis
the Knoxville Office Complex. TVA also leases Hliilgs, including its Chattanooga Office Complex jahhconsists of approximately 1.2 million square
feet of office space. The initial term of TVA'sake of approximately 1.05 million square feet &f @hattanooga Office Complex expires on January 1,
2011. On February 8, 2008, TVA finalized an agreetto purchase this portion of the Chattanoogé&c®f€omplex upon the expiration of the existing
lease term on January 1, 2011. The lease on thtddgle Place, the remaining portion of the Chatiga Office Complex (approximately 131,979 square
feet), expires on September 30, 2012. On May @892TVA finalized a purchase agreement for the tdagle Place portion of the Chattanooga Office
Complex with closing to occur October 1, 2012, ugmmnexpiration of the existing lease term. TVAabwns a significant number of buildings in Muscle
Shoals, Alabama, and is currently evaluating sietefor long-term solutions to further reduceNitgscle Shoals portfolio.

Disposal of Property

Under the TVA Act, TVA has broad authority to disgoof personal property but only limited authot@ydispose of real property. TVA’s primary
sources of authority to dispose of real properéytaiefly described below:

« 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 cansgiose of real property for certain specified pugsoicluding providing replacement lands for
certain entities whose lands were flooded or dgettdy dam or reservoir construction and to graseeents and rights-of-way upon which
are located transmission or distribution lin

* Under Section 15d(g) of the TVA Act, TVA cdispose of real property in connection with thestarction of generating plants or other
facilities under certain circumstanc

e Under 40 U.S.C. § 1314, TVA has authority to greaements for rigt-of-way and other purpose

In addition, the Basic Tennessee Valley Authoripyvier Bond Resolution adopted by the TVA Board omober 6, 1960, as amended on
September 28, 1976, October 17, 1989, and March 2%, prohibits TVA from mortgaging any part of iower properties and from disposing of all or
any substantial portion of these properties unidsa provides for a continuance of the interestnpipal, and sinking fund payments due and to becdna
on all outstanding Bonds, or for the retiremenswéh Bonds.
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ITEM 3. LEGAL PROCEEDINGS

From time to time, TVA is party to or otherwise aived in lawsuits, claims, proceedings, investigradi, and other legal matters (“Legal
Proceedings”) that have arisen in the ordinary sewf conducting TVA's activities, as a result afastrophic events or otherwise. While the outcome
the Legal Proceedings to which TVA is a party cdrbeopredicted with certainty, any adverse outctoree Legal Proceeding involving TVA may have a
material adverse effect on TVA’s cash flows, resok operations, and financial condition.

For a discussion of Legal Proceedings involving T'¢8e Note 20 —tegal Proceedingand Note 23 which discussions are incorporated into
Item 3 by reference.

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@€5 through 2009 should be read in conjunctiah Wie audited financial statements and notes

thereto (collectively, the “Financial Statementgigsented in Item 8, Financial Statements and $upghtary Data. Certain reclassifications have been
made to the 2005, 2006, 2007, and 2008 financa&bstent presentation to conform to the 2009 pratient

Selected Financial Datel: 2
For the years ended September 30

(in millions)
2009 2008 2007 2006 2005

Operating revenues3 $ 11,25 $ 10,38: $ 9,32¢ $ 8,98: $ 7,792
Net income $ 72€ $ 817 $ 42 % 112 $ 85
Total assets $ 40017 $ 37,137 $ 33,73 $ 34,30¢ $ 34,47
Financial Obligations
Net lon¢-term debt, excluding current
maturities $ 21,78 $ 2040¢ $ 21,09¢ $ 19,54 $ 17,751
Capital lease* 77 95 104 12¢ 15C
Leaseback obligatior 1,40: 1,352 1,07z 1,10¢ 1,14:
Energy prepayment obligations 927 1,03¢ 1,13¢ 1,24¢ 1,35(C

Total long-term obligations 24,19¢ 22,88t 23,41 22,02¢ 20,39¢
Discount note: 844 18¢ 1,42¢ 2,37¢ 2,46¢
Current maturities of long-term debt, net 8 2,03( 90 98t 2,69:

Total short-term obligations 852 2,21t 1,512 3,361 5,162
Total financial obligations $ 25047 $ 25100 $ 2492 $ 2538 $  25,55¢

Notes

(1) TVA's financial results for each year were affed by several special items that TVA considegsificant. See Iterr
7, Management's Discussion and Analysis of Findr@andition and Results of Operations for a desimipof special
items in 2009, 2008, and 2007. In addition, du@6g6, TVA adopted a new accounting methodologyctorditional
asset retirement obligations that resulted in autative effect charge to income of $109 million ardincrease in
accumulated depreciation of $20 million.

(2) See Item 1A, Risk Factors and Note 20 for audision of risks and contingencies that could aff&A’s future
financial results.

(3) Prior to 2007, TVA reported certain revenue diotctly associated with revenue derived from teleoperations as
OPERATING REVENUES. This income of $10 million and $17 million for @8 and 2005, respectively, has been reclas:
from OPERATING REVENUEStO OTHER INCOME . Additionally, certain ®ERATING REVENUESrelated to income derived fra
electric operations were recorded net of relatgubpges. Expenses of $15 million for 2005 have beelassified from
OPERATING REVENUESt0 OPERATING EXPENSES.

(4) Included inAccruep LiaBILITIES andOTHER LIABILITIES on the Balance Shee
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ITEM 7. MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AN D RESULTS OF OPERAT IONS
(Dollars in millions except where noted)

Business Overview
Distinguishing Features of TVA's Business

TVA operates the nation’s largest public power sgst In 2009, TVA provided electricity to 52 largelustrial customers, six federal customers,
and 158 distributor customers that serve nearlg nifllion people in seven southeastern states. g&herates almost all of its revenues from the slle
electricity, and in 2009 revenues from the salele€tricity totaled $11.1 billion. As a wholly-owd agency and instrumentality of the United States,
however, TVA differs from other electric utilitiés a number of ways. Some of the more distinguigtieatures are discussed below.

Federally Defined Service Area TVA has a defined service area established by &d@wv. Subject to certain minor exceptions, TVAymot,
without an act of Congress, enter into contractelwivould have the effect of making it or the distitor customers of its power a source of poweipsup
outside the area for which TVA or its distributarstomers were the primary source of power supplyudy 1, 1957. This statutory provision is refelrte
as the “fence” because it bounds TVA'’s sales a@tivj essentially limiting TVA to power sales witha defined service area. The Federal Power Act,
primarily through its anti-cherrypicking provisioprevents FERC from ordering TVA to provide acdesss transmission lines to others for the purpofse
delivering power to customers within its serviceaexcept for customers in Bristol, Virginia.

Rate Authority Typically, a utility is regulated by a public utificommission, which approves the rates the utitigy charge. TVA, however, is
self-regulated with respect to rates. The TVA gises the TVA Board sole responsibility for estahlng the rates TVA charges for power. These rates
not subject to judicial review or review or apprblog any state or federal regulatory body. IniegtfVA's rates, however, the TVA Board is chardsd
the TVA Act to have due regard for the objectivatthower be sold at rates as low as are feasible.

Funding. TVA's operations were originally funded primarilith appropriations from Congress. In 1959, hogre€ongress passed legislation
that required TVA'’s power program to be self-finemgcfrom power revenues and proceeds from powegraro financings. Until 1999, TVA continued to
receive some appropriations for certain multipugpastivities and for its stewardship activitiesnc® 1999, however, TVA has not received any
appropriations from Congress for any activities,asldirected by Congress, has funded essentighstehip activities primarily with power revenues.

TVA, unlike investor-owned power companies, is aothorized to raise capital by issuing equity skies: TVA relies primarily on cash from
operations and proceeds from power program bormgsvia fund its operations. The TVA Act authoriZad#A to issue Bonds in an amount not to exceed
$30 billion outstanding at any given time. Fromeito time, legislation is proposed that would expthe types of financial obligations that countaods
TVA's $30 billion debt ceiling. If Congress were todmlen the type of financial instruments that areeced by the debt ceiling or to lower the debtingi
TVA might not be able to raise enough capital tapag other things, service its then-existing firiaheobligations, properly operate and maintairpibsver
assets, and provide for reinvestment in its powegmm. At September 30, 2009, TVA had $22.8dsillof Bonds outstanding (not including noncash §
of foreign currency valuation loss of $30 milliondanet discount on sale of Bonds of $224 millioAdditionally, at September 30, 2009, TVA had $2.3
billion of leaseback arrangements and power prepaymbligations outstanding. For additional infatian regarding TVA's sources of funding, see Item
7, Management’s Discussion and Analysis of Financiahdition and Results of Operations Liquidity and Capital Resources — Sources of Liiyid

Environmental Stewardship Activitie3VA'’s mission includes managing the United Stafé#i largest river system — the Tennessee River, i
tributaries, and public lands along the shorelingéo-provide, among other things, year-round nawgaflood damage reduction, affordable and reéabl
electricity, and, consistent with these primarygmses, recreational opportunities, adequate wapgly, improved water quality, and economic
development. There are 49 dams that comprise T\Aégrated reservoir system. The reservoir sygtesmides 800 miles of commercially navigable
waterway and also provides significant flood reéhrcbenefits both within the Tennessee River sysiathdownstream on the lower Ohio and Mississippi
Rivers. The reservoir system also provides a watpply for residential and industrial customesswall as cooling water for some of TVA'’s cdakd and
nuclear power plants. TVA’s Environmental Poliapyides objectives for an integrated approach eelad providing cleaner, reliable, and affordable
energy, supporting sustainable economic growth,eangrhging in proactive environmental stewardsfipe Environmental Policy provides additional
direction in several environmental stewardship srgecluding water resource protection and improgets, sustainable land use, and natural resource
management. TVA also manages 293,000 acres af/mskands for natural resource protection, retioga and other purposes.
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Economic Development ActivitiesSince its beginnings in 1933, TVA has promotezidevelopment of the Tennessee Valley. TVA warkh its
distributor customers, regional, state and locehages, and communities to showcase the advantagéable to businesses locating or expanding iV
seven-state service area. At its October 30, 2008ting, the TVA Board approved a new economic kbgveent initiative, the Valley Investment
Initiative. Under the Valley Investment Initiativ€VA and distributors of TVA power will provide a@ncentive award to existing companies in TVA's
seven-state service area that demonstrate a naatigommitment to sustained capital investmentctbation of quality jobs, compatible and efficient
power use, and a commitment to remain in the TViAise area. Other incentives for development idelmanufacturing rates for qualifying data centers,
waiver of the Enhanced Growth Credit twelve-mortthtdown provision, and realignment of recruitmemgéts to match the current economic and
operational needs. Continued recruitment of dblraompanies and retention of the current indalsamd manufacturing base continue to be critical t
TVA's economic development mission.

Executive Summary

TVA faced several significant challenges in 20@xonomic weakness in the TVA service area, togetliter milder summer weather, contributed
to a seven percent reduction in power sales as amdgo 2008. The year was also marked by therzatton of a global financial crisis which led to
periods of extreme volatility in world markets aingpacted TVA'’s investment funds. In addition, hecember 2008 ash spill at the Kingston FossiltPlan
and the January 2009 court decision ordering thllation of certain emission controls on fourlefir@d plants present significant financial chaligs for
TVA.

TVA also faces large capital requirements to mamita power system infrastructure and invest iw p@wer assets, including cleaner energy
sources. TVA believes it is likely that laws ogudations will be passed in the near future thaitneguire electric utilities to reduce GHG emissicand
obtain a specified portion of their power supplgrfr renewable resources. TVA'’s generating plarésaarong the oldest in the nation, and it may not be
economical to continue to operate some plantsarfuture, particularly if new environmental lawsregulations are passed. TVA is also planningi e
the wet storage of fly ash and gypsum at its ciwatifplants, an effort that will involve significaimvestment.

Despite these challenges, TVA experienced somgipesiusiness developments in 2009, including tlleing items that contributed to TVA’s
ability to accomplish its mission:

» Drought conditions in TVA's service area bega ease in 2009, and rainfall in the eastern &ssee Valley was 103 percent of normal for the
year. As a result, TVA was able to increase loggst conventional hydroelectric generation by 6ee@et in 2009 over 2008 leve.

* Average prices for purchased power and naturatigakned by 36 percent and 61 percent, respectiwe009 as compared to 20(
* For the tenth straight year, TV's transmission system operated with 99.999 perediability in delivering electricity to custome.
* TVA experienced improvements in safety in 2009 padormed in the top decile in the utility indus.

e TVA helped recruit Hemlock Semiconductor adcker Chemie to the TVA service area. These coiepannounced capital investments of
over $2.2 billion and the expected creation of stimeated 1,000 job.

TVA had net income of $726 million in 2009. Opangtrevenues increased approximately 8 percer2@0® as compared to 2008 , although sales
decreased approximately 7 percent during 2009. ifidreases in revenues were primarily due to arease in the FCA resulting from higher fuel and
purchased power costs and base rate increasesataeffective October 1, 2008. Operating expeirsgeased approximately 13 percent due primaaily t
an increase in depreciation, amortization, andedimor, while interest expense decreased approxiyn@teercent due to the decline in interest rates.

Following is a more detailed discussion of develepta impacting TVA during 2009, as well as long¥tethallenges that TVA is facing and
initiatives it is undertaking.

46




Table of Content

Challenges During 2009

TVA faced several challenges during 2009 that ingaits cash flows, results of operations, andrfaia condition. The most significant of these
challenges are related to the Kingston ash spifl] combustion product facilities, and a courtnglin a lawsuit filed by the State of North Caralin
requiring TVA to restrict emissions from its coalefd plants.

Kingston Ash Spill

The Event On December 22, 2008, approximately five millarbic yards of water and coal fly ash flowed dfuthe Kingston ash pond onto
approximately 300 acres, primarily Watts Bar Resgrand shoreline property owned by the Unitededt@nd managed by TVA, but also structurally
damaged three homes, interrupted utility servind, ldocked a local road. Fly ash is a coal conmbogiroduct of a coal-fired plant. Kingston useetwsh
containment impoundments for fly ash.

TVA is conducting cleanup and recovery efforts @amjeinction with federal and state agencies. UtideMay 11, 2009, Administrative Order and
Agreement of Consent (“Order and Agreement”) emténéo by TVA and the EPA under CERCLA, TVA retaitsstatus as a lead federal agency, but
TVA's work is subject to review and approval by ERA, in consultation with TDEC. Under the Ordada\greement, response actions are classified into
three categories: time-critical removal; non-tingical removal; and remedial actions. Generagmoval of the ash from the Emory River is time-
critical. TVA estimates that this work will be cpieted in 201 0 . Removal of the remaining astoissidered to be non-time-critical. TVA estimattest
this work will be completed in 2013. Once the remlmactions are completed, TVA will be requiredagsess the site and determine whether any additiona
actions may be needed at Kingston or the surrognidipacted area .This assessment and any additional activitieaddo be necessary are considerec
remedial actions.

Insurance TVA has property and excess liability insurapecegrams in place which may cover some of the Kiiog ash spill costs. The insurers
for each of these programs have been notifiedegtrent. Although three of the insurers that gteviability insurance have denied coverage, TVA is
working with its insurers to provide informatiors & becomes available, on the event and its cliudetermine applicable coverage. As a result, no
estimate for potential insurance recovery has laeerued at this time.

Claims and Litigation Fourteen lawsuits based on the Kingston ashispike been filed, all of which are pending in teited States District
Court for the Eastern District of Tennessee. Sete 20 —Legal Proceedingand Note 23

Financial Impact TVA has recorded an estimate in the amount 8B%8illion for the cost of cleanup related to thient. This amount had been
charged to expense during the nine month perioeeddne 30, 2009. However, due to actions of & Board in August 2009, the amount was
reclassified as a regulatory asset during the foguerter and will be charged to expense as iliscted in future rates over 15 years. Costsrimcl
through September 30, 2009, totaled $231 millidhe $933 million estimate currently includes, amotiger things, a reasonable estimate of costsertlat
to ash dredging and processing, ash dispositidrastmucture repair, dredge cell repair, root caarsalysis, certain legal and settlement costs renriental
impact studies and remediation, human health as&ggs, community outreach and support, regulateeysight, cenosphere recovery, skimmer wall
installation, construction of temporary ash storages, dike reinforcement, project managementcartdin other remediation costs associated wih th
clean up. If the actual amount of ash removeddsenor less than the estimate, the expense coalagehsignificantly as this affects the largest cost
components of the estimate. The cost of the retafwhe ash is in large part dependent on thd filgposal plan, which is still in development by A
and regulatory authorities.

TVA has revised the estimated cost of the clearugy the course of the year consistent with reagfifpietter information as the remediation work
has progressed. As work progresses and more iafaymis available, TVA will review its estimatesdarevise as appropriate. TVA currently estimaite
recovery process will be completed in 2013s such, TVA has accrued a portion of the estniatcurrent liabilities, with the remaining portigshown as
long-term liability on TVA’s September 30, 2009 Bate Sheet.

Due to the uncertainty at this time of the finalthwals of remediation, a range of reasonable estsrtzs been developed by cost category and
either the known amounts, most likely scenariogherlow end of the range for each category has beeumulated and evaluated to determine the total
estimate. The costs related to ash loading, tamspnd disposal of all time critical ash and fidisposition of dredge cell closures are the anest subjec
to change. Itis not currently known exactly howah ash will need to be removed. The range ofredéid costs varies from approximately $933 miltion
approximately $1.2 billion.
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TVA has not included the following categories otxin the above estimate since it has determimadtiese costs are currently either not
probable, not reasonably estimable, or not appatgyi accounted for as part of the estimate accfinals or regulatory directive actions, outcome of
lawsuits, future claims, long-term environmentapant costs, final long-term disposition of ash pissing area, associated capital asset purchakes, as
handling and disposition from current plant openagi costs of remediating any discovered mixedevdsting ash removal process, and other costs not
meeting the recognition criteria. As ash remowadtmues, it is possible that other environmentadéinsitive material potentially in the river sedithbefore
the ash spill may be uncovered. If other mateaadsidentified, additional remediation not includedhe above estimates may be required .

Coal Combustion Product Facilities

Six of the eleven coal-fired plants operated by Tiége wet methods to collect fly ash . The othear plants use a dry collection method. TVA's
coal combustion products (“CCP&pllection sites follow the permit requirementstod states in which they are located. These &% biive CCP collectic
facilities that have engineering dike systems timatergo daily visual inspections, quarterly stagpéections, and annual detailed engineering inspect

TVA performed a preliminary reassessment of thepil hazard classifications of the impoundmentsagh of its CCP facilities at the 11 coal-
fired plants, as well as at the now closed WattsmB@sil Plant. The preliminary reassessment teduh each of the CCP facilities being assigned a
classification. The classifications do not meagheestructural integrity of the facility or the g®ibility of whether a failure could occur. Rathéhey are
designed to identify where loss of life or signéfit economic or environmental damage could occthrérevent of a failure. Based on the Federal
Guidelines for Dam Safety criteria, impoundmentfoat of the 12 TVA sites are rated in the “HighHassification (These four sites are Bull Run, Calpe
Cumberland , and Widows Creek.) TVA submittedrisults of the preliminary reassessment to the B Auly 14, 2009.

Additionally, TVA retained an independent third-fyaengineering firm to perform a mulphased evaluation of the overall stability and tyafé all
existing embankments associated with TVA's wet G&Hlities. The first phase of the evaluation, @tis finished, involved a detailed inspection bf a
wet CCP facilities, a detailed documentation reviamd a determination of any immediate actions s&any to reduce risks. The second phase of the
program, which is ongoing, includes geotechnical@ations, stability analysis, studies, and riskigation steps such as performance monitoring,
designing repairs, developing planning documeriitgining permits, and implementing the lessonskedifrom the Kingston ash spill at TVA'’s other wet
CCP facilities. As a part of this effort, an onggimonitoring program with third-party oversightising implemented, and TVA employees are receiving
additional training in dam safety and monitoring.

At its July 21, 2009 meeting, the TVA Board diretfBVA to develop a remediation plan covering TVAEP facilities. At the August 20, 2009
TVA Board meeting, TVA reported:

* A new organization has been put into place to imerthe management of CCP and establish accouyaiitidecisions involving CCP, ar

* TVAis converting and eliminating its wet fsh, bottom ash, and gypsum facilities to dryagjerfacilities and remediating the CCP facilities
that were classified ¢ High” during the preliminary reassessment, such thatweyd no longer need to be classifiec*High.”

The expected cost of the CCP work is between $lliérband $2 .0 billion , and the work is expectedake between eight and 10 years.
Case Brought by North Carolina Alleging Public Narise

TVA s involved in a lawsuit filed by the State Mbrth Carolina in connection with emissions fromA’Y coal-fired power plants. TVA already
has made capital expenditures to decrease emidswnsome of the facilities, but the U.S. Disti@burt for Eastern District of North Carolina hadered
significant additional investments and compliante itime frame that is shorter than TVA had originplanned. TVA'’s current estimate of costs to
comply with the court order is $1.7 billion, of vehi $1.1 billion would be for unplanned investmektanagement is evaluating alternatives which could
change these amounts in the future. AdditiondlWA has appealed the court’s decision. See lteBusjness —Environmental Matterand Note 20 —
Legal Proceeding.
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Future Challenges

TVA faces several challenges that may impact ishdbows, results of operations, and financial ¢bod in the future. The most significant of
these challenges are discussed below.

Meeting the Power Needs in TVA's Service Area

Power sales in TVA's service area grew at an aveod@ percent per year from 2001 to 2008. Du#ifg9, power sales decreased about 7 percen
from 2008 levels. For 2010, TVA has forecastecdditional 2 percent decline in load and sales grdvom 2009. This decline is due principally ket
recession. Although there are many additionalets\that contribute to lower sales growth and lolad, such as the loss of two distributors, energy
efficiency, and more efficient industrial and mewitcal equipment, loads remain highly dependentheneiconomic conditions in TVA's service area. TVA
is not expecting economic conditions to improvecglyi, but does expect stabilization and a gradualgase from current levels of electricity usage.

In addition to the forecasted increased longer-tgemand, TVA faces challenges in providing relisdabel economic power supply due to the age
of its coal-fired generation fleet. On average AT¥/coal-fired generation fleet is among the oldafsany utility in the southeastern United State&s of
September 30, 2009, the weighted average age ofSTet#al-fired generation assets was 47 years. rigugcent years, TVA has on average, invested less
in maintaining its generation assets than surroundiilities. Although TVA is planning to increaiis maintenance expenditures on its generatingtags
2010, it may not be economical to improve the telity of some units in light of their age and cemt condition.

TVA anticipates that clean air regulations will vig that all coal-fired plants eventually haveatiair controls, consisting of scrubbers and SCRs
for SO,, NO,, and mercury control. Also, TVA expects that &aiion will eventually require it to reduce C@missions or purchase CO

allowances. Although TVA uses scrubbers on itgdat generating units and low sulfur coal on othets to remove SQ and SCRs and other controls to
reduce NQ emissions, several of TVA's older coal-fired pladtsnot have clean air controls , and their lowficiency leads to higher CQemission

rates. Some of these less efficient units have s economical to use in recent periods. Duke@ge, lower capacity, and lower efficiency aihe
plants, it may not be economical to install nevaalair controls; accordingly, TVA may choose tareesome coal-fired units.

TVA plans to meet future power needs primarily tigb:

« New Generatiol. TVA intends to add new generation assets. iHtntion is reflected in TVA's decision to commdhe construction of
Watts Bar Unit 2 and to complete combined cycldlifas at Lagoon Creek and John Sevier. TVA plemsonsider other opportunities to add
new generation from time to time. Market condiipimcluding the volatility of the price of consttion materials and the potential shortag
skilled craft labor, may add uncertainties to tbetand schedule of new constructi

e Power Purchase. Purchasing power from others will likely remaitomponent of how TVA addresses the power neeils sérvice
area. The Strategic Plan establishes a goal ahbilg production capabilities with power supplguements by promoting the conservation
and efficient use of electricity and, when necesdaumying, building, and/or leasing assets or éngeinto purchased power
agreements. Achieving this goal will allow TVAteduce its reliance on purchased po.

Future Contributions to TVA Investment Funds

TVA's NDT and pension funds have been adverselgcfd by the turmoil in the financial markets dgr2008 and 2009. The NDT portfolio
decreased in value by $241 million in 2008, anédditional $7 million in 2009. As of September 2009, the NDT was 95 percent funded. TVA
submitted a NDT funding assurance plan to the NRfhd 2009 utilizing the external sinking fund medhas described in the NRC'’s regulations. The plan
is based on estimated positive long-term investrperformance above an anticipated increase in¢berdmissioning liability over the remaining livefls o
TVA's nuclear units. The funding assurance plaovjites mechanisms to address this shortfall undehadule with the goal of ensuring sufficient fsind
are available when the nuclear plants are evegtdaltommissioned.

TVA plans to make a contribution of $21 millionttee NDT in 2010. If market conditions improve stlaind future contributions could be less. If
market conditions in the future do not improve ontinue to deteriorate, TVA may be required to ma#iditional contributions to the NDT. TVA may also
utilize any other financial assurance method orlwioation of methods described in the NRC'’s regataito provide funding assurance for
decommissioning.
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The pension plan experienced dramatic declinesspta values over the past two years due to mudr lilhvan expected asset returns, which have
affected the funded status. In 2008, asset valaekned $1.8 billion. While financial markets imped in 2009, the plan remains below 100 percent
funded. This is due in part to the approximaté8@® million of benefits that are being paid outtegear. To help improve the funded status of the,p
TVA made a discretionary pension contribution oftillion in September 2009. If investment ageéiirns are at or above expectations, no further
contributions will be made from 2010 through 20 8owever, if actual returns continue to be flatawer than expectations or benefit payments rise
significantly, additional contributions to the plawmer the next few years may be necessary.

TVA's investment policies are based on the objecti meeting londgerm obligations, and the allocation of investmestsased on the assumpt
of encountering distressed market conditions frione tto time. TVA does not anticipate making sigrant changes in its basic investment policies as a
result of market conditions over the last 18 montBise Item 7, Management’s Discussion and AnabffsiSnancial Condition and Results of Operations —
Risk Management Activiti— Investment Price Risk.

Debt Ceiling

The TVA Act specifies that TV/A Bonds may not exceed $30 billion outstandingnattime. As of September 30, 2009, TVA had $22I®b of
Bonds outstanding (not including noncash itemsoeédifjn currency valuation loss of $30 million aret discount on sale of Bonds of $224
million). Increased future capital expendituresngl with a restrictive debt ceiling may pose a lgmge to TVA'’s ability to maintain low and compaté
power rates.

Environmental Regulation

TVA expects increased environmental regulatiorhafuture, including but not limited to the regigatof mercury and the emission of GHGs ¢
as CO,. TVA has considered, and intends to continue idensig, fuel mix in making decisions about addiibgeneration. The restart of Browns Ferry

Unit 1, construction to complete Watts Bar Unitt filing of a Combined Construction and Operatingense Application for two new units at the
Bellefonte Nuclear Plant (“Bellefonte”), and thecéivation of the construction permits for existiBgllefonte units are examples of TVA's activities
pursue or consider generation sources that domivt@HGs. The nature or level of future regulat@rlGHGSs is unclear at this time. Accordingly, tuest:
associated with such regulation are currently umkmbut could be substantial. TVA would have toonesr such costs in rates or pursue some othemactio
which, among other options, might include remowvsogne coal-fired units from service.

Renewable Portfolio

There is currently pending federal legislation ilvitag renewable energy and energy efficiency. Delireg on the bill that gets enacted, TVA
might have to ensure that, over the CY 2011 to O3%timeframe, anywhere from 3 percent to 20 peraethe electricity it sells is produced by renédbe
sources (as defined by Congress), or make altematimpliance payments for any deficiencies. Mditazh, H.R. 2454, American Clean Energy and
Security Act of 2009, which was passed by the HafdRepresentatives, would cut U.S. GHG emissiohpercent by CY 2020 from CY 2005 levels and
83 percent by CY 2050. Utilities are a source bfGGemissions and would likely be impacted by swgfidlation. Under most proposed legislation,
renewable power generation resources include smeiad, incremental hydroelectric, biomass, and fdlnghs. Generating power with renewable sources
instead of coal-fired plants could help reduceGlag, intensity of TVA’s generation. Power generatechggienewable sources, with current technologies,

may not be economically competitive compared tataxy power generation assets. Technology advagcemvill be needed to address some of the
operational issues associated with renewable ensugi as energy storage to address intermittemtyrnderconnection technologies to address ornsie;
grid connected renewables and efficiencies.

Most renewable energy resources are geographigadigific. Some regions of the United States havabaindance of wind and solar resources,
whereas other regions have hydroelectric resourRegjional differences and limitations play a priynale in the types and amount of renewable aadrcl
energy developed across the country. Within tiea aerved by TVA, two of the most abundant renegvedBources are hydroelectric and biomass. Fe
wind energy in this region is primarily associateith mountain top and ridgeline installations, dhd total potential capacity is limited when congzhto
other parts of the nation where wind energy is nadmendant. If TVA is required to increase its afeenewable resources and the cost of doing so is
greater than the costs of other sources of geperafiVA’s costs may increase significantly.
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Organizational Transformation

Following the Kingston ash spill on December 2202&he TVA Board directed management to developxdensive remediation plan to address
deficiencies in TVA's control systems, operatingr&tards, and corporate culture. In response setbencerns, TVA has embarked on an agency-wide
organization effectiveness initiative (“OEI") tatrsform TVA into a more effective and accountalgeration. TVA began by creating a new Corporate
Governance and Compliance organization and a nei@rséce president position, reporting directlythe Chief Financial Officer, to lead TVA's
organizational effectiveness efforts. The diagicqshase of the OEI, supported by TVA staff andustdy experts, was launched in early September 2009
and began with a thorough and deliberate reviesiokey areas: governance and accountability, ozgéional structure, operating policies and procedu
skills and capabilities, rewards and recognitiord ahange effectiveness. The design and implermentalanning phases of the initiative will contewu
throughout the first quarter of 2010 with specifiqprovement programs anticipated to begin in thesd quarter of 2010.

Inflation

The economy has been experiencing a very deepsieneshich has led to unemployment and low capadge. Given the current level of idle
resources, inflationary pressures remain low. H@mea strong, sustained recovery with increasahgt, construction, and commodity costs, as well as
high interest rates, could result in higher costsTiVA and pressure to increase power rates. Bewd robust growth might also increase the need YA
to add generation assets, even as the cost ofrootish is rising. However, TVA expects that thepiact of rising costs could be mitigated to sonerex
by increasing electricity sales. Additionallygifowth is less robust, costs might increase manelgland TVA may not have to add as much new
generating capacity.

Electric Vehicles

TVA could be impacted from increased manufactuie erentual adoption of Plug-in Hybrid Electric Veleis (“PHEV”) and full battery electric
vehicles. Potential impacts include overall faggewth in energy demand, unintended increased peakdemand due to urban center parking/charging
station design and daytime use, and additional anpa the transmission and distribution infrastiuetsuch as increased congestion or load limiterd is
the potential to improve system load factor if mBBIEV charging activity occurs off-peak. Howeuechnology adoption rates for electric transpootati
may be difficult to predict and introduce a newrseuof forecast uncertainty.

Liquidity and Capital Resources
Sources of Liquidity

To meet cash needs and contingencies, TVA depandarious sources of liquidity. TVA’s primary saes of liquidity are cash from operations
and proceeds from the issuance of short-term amgiterm debt. TVA'’s current liabilities exceed @nt assets because accounts payable significantly
exceed accounts receivable, and because of thef shert-term debt to fund short-term cash needisseheduled maturities of long-term debt. Theydail
balance of cash and cash equivalents maintaineakisd on near-term expectations for cash experdiand funding needs.

Financial markets experienced extreme volatilitg@98, and continued to experience extreme vdiatili 2009 amid negative developments in
housing and mortgage-related activities, weaknégsajor financial institutions, government actioagd negative economic developments. These
conditions have resulted in disruptions in credi &ending activities, particularly in the shortrtecredit markets through which corporate insting
borrow and lend to each other. Disruptions inghert-term credit markets have the potential toaot VA because TVA uses short-term debt to meet
working capital needs, and because it typicallyests its cash holdings in the short-term debt $&esiof other institutions.

TVA has not experienced difficulty in issuing shtetm debt, or in refunding maturing debt, desgiitedisruptions in the credit

markets. Throughout the period of market volgtilfVA has experienced strong demand for its stemtz discount notes, and has been able to issue
discount notes at competitive rates. TVA expeotgioued demand for TVA’s short-term debt secusitie
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Despite the conditions in the credit markets, T\é8ued $377 million of electronotes® and almost $21dn of other power bonds in 2009. TVA
believes it would be able to issue additional loegn debt if needed.

In addition to cash from operations and proceeais fthe issuance of short-term and long-term de¥’s sources of liquidity include a $150
million credit facility with the U.S. Treasury, twaredit facilities totaling $2.0 billion with a riahal bank, and occasional proceeds from othenfiimay
arrangements including call monetization transasticales of assets, and sales of receivablemand | Management expects these sources to provide
more than adequate liquidity to TVA for the foresiele future.

Issuance of Debt.The TVA Act authorizes TVA to issue Bonds in an amnot to exceed $30 bhillion outstanding at ameti At September 30,
2009, TVA had only two types of Bonds outstandipgwer bonds and discount notes. Power bonds hauerities of between one and 50 years, and
discount notes have maturities of less than one yeawer bonds and discount notes rank on panidyteave first priority of payment out of net power
proceeds. Net power proceeds are defined as thaimder of TVA’s gross power revenues after dedigcthe costs of operating, maintaining, and
administering its power properties and paymenttdtes and counties in lieu of taxes, but befotiding depreciation accruals or other charges
representing the amortization of capital expendiuplus the net proceeds from the sale or otispodition of any power facility or interest thereiee
Note 1— General.

Power bonds and discount notes are both issuedgnirto section 15d of the TVA Act and pursuarthi Basic Tennessee Valley Authority
Power Bond Resolution adopted by the TVA Board atoBer 6, 1960, as amended on September 28, 12Téh& 17, 1989, and March 25, 1992 (the
“Basic Resolution”). The TVA Act and the Basic Rkgion each contain two bond tests: the rate tastl the bondholder protection test.

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

Operation, maintenance, and administration of diwgr system

Payments to states and counties in lieu of te

Debt service on outstanding Boni

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

Such additional margin as the TVA Board may consitksirable for investment in power system assetsement of outstanding Bonds
advance of maturity, additional reduction of them@o Facility Appropriation Investment, and othemmases connected with TVA’'powe
business, having due regard for the primary objestof the TVA Act, including thebjective that power shall be sold at rates asdsvar
feasible.

Under the bondholder protection test, TVA mustuccessive five-year periods, use an amount gbower proceeds at least equal to the sum of:

* The depreciation accruals and other charges regirgehe amortization of capital expenditures,
* The net proceeds from any disposition of powerlitas,

for either

» The reduction of its capital obligations (includiBgnds and the Power Facility Appropriation Investit), or
* Investment in power asse

TVA must next meet the bondholder protection testtlfie five-year period ending September 30, 2010.
As discussed above, TVA uses proceeds from thangsuof discount notes, in addition to other saaifdiquidity, to fund working capital
requirements. During 2009, 2008, and 2007, theageeoutstanding balance of discount notes waskstlioh, $767 million, and $2.3 billion, respectiy,

and the weighted average interest rate on disaoeies was 0.32 percent, 3.71 percent, and 5.1&pemespectively. At September 30, 2009, $844iamil
of discount notes were outstanding with a weiglateerage interest rate of 0.06 percent. The didaoates are not listed on any stock exchange.
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TVA issues power bonds primarily to refinance poenglyissued power bonds as they mature. During 2002808, TVA issued $2.4 billion ar
$2.1 billion of power bonds, respectively, and erded $2.9 billion and $689 million of power bondsspectively. At September 30, 2009, outstanding
power bonds (including current maturities of loegrt debt) consisted of the following:

Outstanding Power Bonds
As of September 30, 20(

CUSIP or Other Coupon Principal
Identifier Maturity Rate Amount !  Stock Exchange Listings
2.650%

electronote® 03/15/201¢- 01/15/202¢ 5.50%2 $ 47¢ None
880591DN¢ 01/18/2011 5.625% 1,00C New York, Luxembourg
880591DL3 05/23/201z2 7.14(% 29 New York
880591DTE 05/23/2012 6.79(% 1,48¢ New York

New York, Hong Kong,
880591CWC 03/15/201z 6.000(% 1,35¢ Luxembourg, Singapot
880591DW¢ 08/01/201¢< 4.75(% 94C New York, Luxembour¢
880591DY5 06/15/201¢ 4.37%% 1,00C  New York, Luxembour¢
880591EE¢ 11/15/201¢ 2.25(% 21 None
880591DS¢ 12/15/201¢ 4.87"% 524 New York
880591EAE 07/18/2017% 5.50(% 1,00C New York, Luxembourg
880591CU4 12/15/2017 6.25(% 65C New York
880591EC: 04/01/201¢ 4.50(% 1,00C New York, Luxembourg
880591DC: 06/07/2021 5.805% 3 32C New York, Luxembour¢

New York, Hong Kong,
880591CJ¢ 11/01/202& 6.75(% 1,35( Luxembourg, Singapot
88059130( 06/01/202¢ 4.72¢% 33C New York
88059140¢ 05/01/202¢ 4.50% 274 New York
880591DM1 05/01/203C 7.125% 1,00C  New York, Luxembour¢
880591DP< 06/07/2032 6.587% 3 39¢  New York, Luxembour¢
880591DV1 07/15/203: 4.70% 47z  New York, Luxembour¢
880591EF¢ 06/15/2034 3.77(% 45C None
880591DX7 06/15/203¢E 4.650% 43€ New York
880591CKE 04/01/203¢€ 5.98(% 121 New York
880591CS¢ 04/01/203¢€ 5.88(% 1,50(¢ New York
880591CP* 01/15/203¢ 6.15(% 1,00( New York
880591EDC 06/15/203¢ 5.50(% 50C New York
880591EH1 09/15/203¢ 5.25(% 1,50( New York
880591BL5 04/15/204z2 8.25(% 1,00(¢ New York
880591DU3 06/07/204: 4.962%3 24C  New York, Luxembour¢
88059CF7 07/15/204¢& 6.235% 14C New York
880591EB< 01/15/204¢ 4.87%% 50C New York, Luxembour¢
880591DZ2 04/01/2056 5.37"% 1,00( New York
Subtotal 22,02(
Unamortized discounts, premiums, and other (229
Total outstanding power bonds, ne $ 21,79¢
Notes

(1) The above table includes net exchange losses durrency transactions of $30 million at Septendfe 2009.
(2) The weighted average interest rate of TVA'sstariding electronotédwas 4.58 percent at September 30, 2009.
(3) The coupon rate represents T's effective interest rat
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As of September 30, 2009, all of TVA's Bonds weated by at least one rating agency except for ssods of power bonds and TVA's discount
notes. TVA's rated Bonds are currently rated “Abg"Moody’s Investors Service and/or “AAA” by Staard & Poor’s and/or Fitch Ratings, which are the
highest ratings assigned by these agencies. Tingsare not recommendations to buy, sell, or laolgd TVA securities and may be subject to revigion
withdrawal at any time by the rating agencies. iRt are assigned independently, and each showdsidieated as such.

For additional information about TVA debt issuamotivity and debt instruments issued and outstandmof September 30, 2009 and 2008,
including identifiers, rates, maturities, outstarglprincipal amounts, and redemption featuresNszte 10 .

Credit Facility Agreements TVA and the U.S. Treasury have entered inteeaorandum of understanding under which the U.SasSiney
provides TVA with a $150 million credit facilityThis credit facility matures on September 30, 20&Ad is expected to be renewed. This arrangeiment
pursuant to the TVA Act. Access to this creditiiacor other similar financing arrangements hagb available to TVA since 1959. TVA plans to thee
U.S. Treasury credit facility as a secondary soofdeuidity. The interest rate on any borrowiagder this facility is based on the average rate on
outstanding marketable obligations of the Uniteat&t with maturities from date of issue of one ywdess. There were no outstanding borrowingsund
the facility at September 30, 2009

TVA also has short-term funding available in thenfcof two short-term revolving credit facilitiesne of which is a $1 .0 billion facility that
matures on May 12, 2010, and the other of which$4 .Obillion facility that matures on November 8, 201Dhe credit facilities accommodate the issue
of letters of credit. The interest rate on anyrbwing and the fees on any letter of credit untdese facilities are variable based on market faciod the
rating of TVA's senior unsecured long-term non-érethanced debt. TVA is required to pay an undaeility fee on the portion of the total $2 .Olimh
which TVA has not borrowed or committed under lesttef credit. The fee may fluctuate dependinghenrton-enhanced credit ratings on TVA'’s senior
unsecured long-term debt. At September 30, 20@9etwere $103 million of letters of credit outsteny under the facilities and there were no outditam
borrowings. TVA anticipates renewing each creddilfty as it matures. See Note 10Short-Term Debt .

Call Monetization TransactionsTVA has entered into swaption transactions to miaadhe value of call provisions on certain ofBsnd
issues. A swaption essentially grants a thirdypédue right to enter into a swap agreement with Tdler which TVA receives a floating rate of intranc
pays the third party a fixed rate of interest eqaahe interest rate on the Bond issue whosepeallision TVA monetized. Through September 30,200
TVA has entered into four swaption transactions tfemerated proceeds of $261 million.

 In 2003, TVA monetized the call provisions on a.8billion Bond issue and a $476 million Bond issuednyering into swaption agreeme
with a third party in exchange for $175 million a®@ll million, respectively

* In 2005, TVA monetized the call provisions on tworl issues ($42 million total par value) by entgiiimto swaption agreements with a tl
party in exchange for $5 milliol

For more information regarding TVA'’s call monetimat transactions, see Note 12 Berivatives Not Receiving Hedge Accounting Treatmen
Swaption and Interest Rate Swaps .

Sale of Interest in TVA Generating Facilityseven States Power Corporation (“SSPC”), througkubsidiary, SSSL, purchased an undivided 90
percent interest from TVA in a three-unit, 792-MWhamer net capability combined cycle combustionihelacility in Southaven, Mississippi. SSSL paid
TVA approximately $420 million for its interest the facility. SSSL and TVA have entered into aneagnent under which TVA leases SSSL'’s undivided
90 percent interest in the facility and operatesehtire facility through April 30, 2010. The cemt agreement also requires TVA to buy back SSSL'’s
interest in the facility if long-term operationalchpower sales arrangements for the facility ambvig, SSSL, and SSPC are not in place by April 30,
2010. Because of TVA'’s continued ownership inteieshe facility as well as buy-back provisionse transaction did not qualify as a sale and adegiy
has been recorded as a leaseback obligation. Nswémber 25, 2009, longrm arrangements have not been agreed upon. Maieagés unable to pred
at this time whether such arrangements will belited by April 30, 2010. See Note 11.
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Summary Cash Flows

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

Summary Cash Flows
For the years ended Septembel

2009 2008 2007
Cash provided by (used ir
Operating activitie: $ 2,141 % 19571 $ 1,78¢
Investing activities (2,265) (2,299 (1,68¢)
Financing activities 112 39C (47%)
Net (decrease) increase in cash and
equivalents $ 12) $ 48 $ (37))

Operating Activities
2009 Compared to 2008

Net cash flows from operating activities increa$&84 million in 2009 compared to 2008. This insegesulted primarily from an increase in
operating revenues as a result of higher base aa:&CA revenues as well as from lower cash fosisc Se®esults of OperationsThis increase was
partially offset by a $1 .0 billion contribution 8009 to TVA’s pension fund as an advance on coations for 2010 through 2013.

2008 Compared to 2007

Net cash flows from operating activities increa$&@9 million in 2008 compared to 2007. This inse&as primarily due to higher operating
revenues as a result of higher base rates and EGues. SeResults of OperationsThis increase in revenues was partially offset ioynarease in cash
paid for fuel and purchased power, an increas@sh @aid for interest, an increase in cash usesdoking capital, an increase in pension contritngidue
to the prepayment of 2009 pension contributionSeptember 2008, and a decrease in cash providddfegred items primarily due to funds collected in
rates in 2007 that were used to fund future germeratSee Note 1 —Reserve for Future Generation.

Investing Activities

The majority of TVA’s investing cash flows are rd to investments in property, plant, and equipm@nnew generating assets as well as
additions and upgrades to existing facilities. ulnsnary of changes in investing cash flows is predidelow.

2009 Compared to 2008

Net cash flows used in investing activities in 2@@2reased $34 million compared to 2008. The dsererimarily reflects the absence of the
acquisition of new generating assets in 2009 coatptr the $466 million purchase in 2008 of the Bauén combined-cycle facility. This absence was
partially offset by a $263 million increase in ist@ents to existing facilities, a $110 million irese in expenditures for the enrichment and fativicaf
nuclear fuel related to higher prices paid for emeid uranium and the normal year to year varighiésulting from the timing of refueling outagesta
nuclear plants, and a $17 million decrease dur@Pan collateral held by TVA in connection witltsaap agreement as compared to a $25 million inereas
in collateral held in 2008.

2008 Compared to 2007
Net cash flows used in investing activities in 200&eased $613 million compared to 2007. Theease resulted primarily from a $355 million

increase in combustion turbine acquisitions, a $h#Bon increase in investments to existing fa@#, and a $119 million increase in expendituoedtie
enrichment and fabrication of nuclear fuel related buildup of fuel for strategic inventory purpss
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Financing Activities
2009 Compared to 2008

Net cash flows provided by financing activities dexsed $278 million in 2009 compared to 2008. déwrease resulted primarily from a $2.2
billion increase in redemptions and repurchasdsraf-term debt, with long-term debt of $2.9 billicetired in 2009, and a $221 million reduction in
proceeds primarily from the sale/leaseback of thetls|aven combined-cycle facility. These items wmagially offset by a $264 million increase in tgn
term debt issues, reflecting the issuance of $#lidrbof long-term debt in 2009, and net issuant&659 million of short-term debt in 2009 as comguhto
the net redemption of $1.2 billion of short-ternbtim 2008.

2008 Compared to 2007

Net cash flows provided by financing activities &390 million in 2008 compared to net cash usefiancing activities of $473 million in
2007. The $863 million change was primarily theuteof a $1.1 billion increase in long-term dedstiances in 2008 as compared to 2007 and proaeeds i
2008 of $325 million from the sale/leaseback of $neithaven combined-cycle facility. These itemsengartially offset by a $282 million increase et
net redemption of short-term debt and a $219 miillicrease in redemptions and repurchases of lemg-debt, with long-term debt of $689 million retir
in 2008.

Cash Requirements and Contractual Obligations

The future planned construction expenditures fopprty, plant, and equipment additions, includifean air projects and new generation, are
estimated to be as follows:

Future Planned Construction Expenditures?!
As of September 3

Actual Estimated Construction Expenditures
2009 2010 2011 2012 201z 2014

Watts Bar Unit 2 $ 4771 % 681 $ 63t $ 41€ $ ) —
Other capacity expansion
expenditure: 34¢ 484 727 1,19t 1,69t 1,867
Environmental expenditure 171 14& 297 53C 1,47¢ 1,28¢
Ash pond remediatio 5 181 21€ 22¢ 114 127
Transmission expenditur 23C 234 22¢ 283 284 34¢
Other capital expenditurés 534 527 611 612 627 641
Total capital projects
requirements $ 1,765 $ 225 $ 2714 $ 3,26¢ $ 419t $ 4,26¢
Notes

(1) TVA plans to fund these expenditures with povexenues and proceeds from power program finasciRigis table shows only
expenditures that are currently planned. Additi@x@enditures may be required for TVA to meetdhécipated growth in
demand for power in its service area.

(2) Other capital expenditures are primarily assted with short lead time construction projectsedirat the continued safe and
reliable operation of generating assets .

(3) The numbers above exclude allowance for fursgsiuring construction of $24 million and includtesns accrued of $18
million .

TVA conducts a continuing review of its construatiexpenditures and financing programs. The amahuwn in the table above are forward-
looking amounts based on a number of assumptiothg@mnsubject to various uncertainties. Amountg difier materially based upon a number of factors,
including, but not limited to, changes in assummiabout system load growth, environmental reqaiatiates of inflation, total cost of major progcind
availability and cost of external sources of cdpieeForward-Looking Information.

Management does not anticipate that TVA will substdly change its strategy for meeting long-terawer supply needs. TVA's primary sources
of funding for new generation investments are etgubto continue to be cash from operations and pgnagram financings.

In the near term, TVA may be negatively impactedriwestments in new generation, such as Watts Bdtr2Jand the John Sevier Combined C
Facility, that are not expected to provide a cashrn until put into service.
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TVA also has certain obligations and commitmentake future payments under contracts. The follgviable sets forth TVA's estimates of
future payments as of September 30, 2009. SeeINptdote 11, and Note 14 for a further descriptibthese obligations and commitments.

Commitments and Contingencie:
Payments due in the year ending September 30

2010 2011 2012 2013 2014 Thereafter Total
Debtl $ 852 $ 1,00¢ $ 1,52: $ 2,30¢ $ 32 % 17,111 $ 22,83¢
Interest payments
relating to deb 1,25¢ 1,22¢ 1,19¢ 1,05¢ 968 17,155 22,85%
Lease obligation
Capital 48¢ 54 6 — — 3 551
Non-cancelable
operating 52 43 37 31 28 19t 38¢€
Purchase obligatior
Power 274 272 25¢ 203 19¢ 6,20( 7,40¢%
Fuel 2,20¢ 1,59: 1,16( 93¢ 832 1,83¢ 8,561
Other 50 48 37 30 27 15€ 34¢
Expenditures for
emission control
commitments2 43¢ 37¢€ 45¢E 32E 10¢ — 1,70t
Litigation settlemen 3 3 3 3 3 — 15
Environmental cleanug
cost-Kingston ash spil 34¢ 25¢ 59 36 — — 70z
Payments on other
financings 89 94 98 99 10C 818 1,29¢
Payments to U.S.
Treasury
Return of Power
Facility
Appropriation
Investmen 20 20 20 20 10 — 90
Return on Power
Facility
Appropriation
Investment 9 21 22 21 19 253 34E
Total $ 6,08¢ $ 501¢ $ 4,87¢ $ 5,06¢ $ 2,32¢ $ 43,72¢ $ 67,10¢
Notes

(1) Does not include noncash items of foreign awyevaluation loss of $30 million and net discoantsale of Bonds of $224 million.

(2) Expenditures for emission control commitmemggresent TVA'’s current estimate of costs that maynburred as a result of the court ord r
in the case brought by North Carolina alleginglimgbnuisance. Management is evating alternatives which could change these amc
in the future. See Note (— Legal Proceeding— Case Brought by North Carolina Alleging Public Narnise.

In addition to the cash requirements above, TVAdwgractual obligations in the form of revenuecdists related to energy prepayments.

Energy Prepayment Obligations

2010 2011 2012 2013 2014 Thereafter Total

Energy Prepayment
Obligations $ 105 $ 108 $ 108 $ 10z $ 10C $ 41C $ 927
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Results of Operations
Sales of Electricity

Sales of electricity accounted for substantiallyo&lTVA’s operating revenues in 2009, 2008, an@20TVA sells power at wholesale to
distributor customers, consisting of municipalitéeesl cooperatives that resell the power to thestamers at retail rates. TVA also sells poweriteatly
served customers, consisting primarily of fedegadracies and customers with large or unusual lo&maddition, power that is excess to the needbef
TVA system is sold under exchange power arrangesneith other electric systems. The following tabbenpares TVA's energy sales statistics for 2009,
2008, and 2007.

Sales of Electricity
For the years ended Septembel
(millions of kWh)

Percent Percent
2009 Change 2008 Change 2007

Municipalities and
cooperative: 133,07¢ (4.7%) 139,59¢ (2.0%) 142 ,46:
Industries directly serve 28,71¢ (17 . 2%) 34,69 11.% 30,99:
Federal agencies and other 2,00¢ (0.2%) 2,01: (3.0%) 2,07t

Total sales of electricity 163,80« (7 . 1%) 176,30« 0.4% 175,52¢
Heating degree day 3,40: 9.5% 3,10¢ (0.4%) 3,12¢
Cooling degree days 1,82¢ (8 .1%) 1,99( (15.7%) 2,361
Combined degree days 5,232 2.6% 5,09¢ (7.0%) 5,48¢

2009 Compared to 20(C

The 6,518 million kilowatt-hour decrease in sate8MUNICIPALITIES AND COOPERATIVESWaS primarily due to a decrease in demand amang th
commercial and industrial customers of TVA's distiiors as a result of the economic downturn. Sawdrthese commercial and industrial customershav
experienced less demand as a result of layoffdlanteased production. Additionally, several mareehshut down plants. Sales to the residential
customers of TVA’s distributors also experienceslight decline in 2009. The decrease in saleed@ential customers was primarily due to a milder
summer compared to 2008.

The 5,977 million kilowatt-hour decrease in sate$NDUSTRIESDIRECTLY SERVEDWaS primarily due to the same items mentioned alelated to
the downturn in the economy .

The decrease in sales t&BERAL AGENCIESAND OTHER Was primarily attributable to a decrease in offteyn sales and was partially offset by an
increase in sales to federal agencies directlyeskedue to increased demand by two federal agencies.

2008 Compared to 20(C

The 3,702 million kilowatt-hour increase in saledNDUSTRIESDIRECTLY SERVEDWas primarily due to increased sales to TVA's targest
industrial customers, and increased sales to drer targe customer due to increased demand siromartieg a directly served customer in October
2006. These three customers accounted for 86 mesEéhe increase in sales MDUSTRIESDIRECTLY SERVED.

The 2,865 million kilowatt-hour decrease in sate8MUNICIPALITIES AND COOPERATIVESWaS primarily due to a decrease in sales to ratale
customers as result of a decrease in combined elelgnes of 385 days, or 7.0 percent. The unfaveraklather effects were partially offset by the tddi
of a new municipal and cooperative customer (BFigtaginia Utilities) beginning in January 2008 aad additional day of sales in 2008 due to leap.yea

The 62 million kilowatt hour decrease in sales DERAL AGENCIESAND OTHER was primarily attributable to a 102 million kilottdhour decrease

in off-system sales reflecting decreased generati@ilable for sale and market opportunities. diberease in off-system sales was partially offgedt BO
million kilowatt-hour increase in sales to fedemgkncies directly served due to increased dematdmong federal agencies.
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Financial Result:
The following table compares operating results2f@@9, 2008, and 2007:

Summary Statements of Income
For the years ended September 30

2009 2008 2007

Operating revenue $ 11,25¢ $ 10,38: $ 9,32¢

Revenue capitalized during pre-

commercial plant operatior — — (57

Operating expenses (9,282 (8,19¢) (7,726

Operating incomu 1,97: 2,18¢ 1,54:

Other income, ne 25 9 71

Unrealized gain on derivative

contracts, ne — — 41

Interest expense, net (1,272) (1,376 (1,232

Net income $ 726 $ 817 $ 423

Operating RevenuesOperating revenues during 2009, 2008, and 2083isted of the following:
Operating Revenue
For the years ended September 30
Percent Percent
2009 Change 2008 Change 2007

Operating revenue
Municipalities and cooperative $ 9,64¢ 11.4% $ 8,65¢ 10.2% $ 7,847
Industries directly serve 1,367 (7.1%) 1,472 20.6% 1,221
Federal agencies and ott 131 8.3% 121 8.C% 112
Other revenue 113 (13.1%) 13C (11.%) 14€
Total operating revenues $ 11,25¢ 84% $ 10,38 11.5% $ 9,32¢

Operating revenues increased $873 million or 8régye in 2009 compared to 2008, and $1.1 billiod b8 percent in 2008 compared to 2007 due

to the following:

Variance 2009 vs

Variance 2008 vs

2008 2007
Base rate chang $ 754 % 38¢
FCA rate change 742 701
Volume (59¢) (13)
Off system sale (8) (5)
Other revenue (A7) (16)
Total $ 87 $ 1,05¢
2009 Compared to 2008
Significant items contributing to the $873 millioxcrease in operating revenues included:
. A $985 million increase in revenue fromuMcIPALITIES AND COOPERATIVESpPrimarily due to an increase in average base dt8sl percent

due to base rate increases effective April 1, 20@8October 1, 2008, which together provided $688m in additional revenue. FCA rate
increases provided an additional $669 million inereue. These increases were partially offset dgcdine in sales volume of 4.7 percent,
which reduced revenues by $373 millit

59




Table of Content

A $105 million decrease in revenue frondUSTRIESDIRECTLY SERVED primarily due to decreased sales volume of 17r2que, which
reduced revenues by $230 million. This decreasepaatially offset by FCA rate increases which pded $63 million in additional
revenue, and an increase in average base rate® pécent which provided $62 million in additiomavenues

A $10 million increase in revenue fromEBERAL AGENCIESAND OTHER as a result of an $18 million increase in reverfums federal
agencies directly served primarily due to the F@tincreases and increased volume. This increaseartially offset by a decrease in off-
system sales of $8 million due to decreased voli

A $17 million decrease in other revenue prityalue to a $14 million decrease in wheeling maves and a $3 million decrease in revenues
from the sale of emission allowanc

2008 Compared to 2007

Significant items contributing to the $1.1 billiarcrease in operating revenues included:

An $812 million increase in revenue fronuMCIPALITIES AND COOPERATIVESprimarily due to FCA revenues, which provided $6&@8ion in
additional revenues , and base rate increasesgingré.8 percent , which provided $363 million oidiional revenues. These increases
were partially offset by a decrease in sales volofri20 percent, which reduced revenues by $156amil The decline in sales volume
resulted primarily from milder weather (7 percemwér heating and cooling degree days) in 2!

A $251 million increase in revenue fronDUSTRIESDIRECTLY SERVED as a result of increased sales volume of 11.%pérthe FCA, and
fluctuations in rates. These items contributethtmeased revenue of $1. million, $88 million, and $22 million, respectivel

A $9 million increase in revenue fronEBERAL AGENCIESAND OTHER as a result of a $14 million increase in reverfues federal agencies
directly served due to the FCA rate increasesgeimed sales volume of 2.3 percent, and an increaserage base rates of 4.1 percent.
increase in revenues from federal agencies dirsetlyed was partially offset by a $5 million des®n off-system sales reflecting
decreased sales volume of 33.1 percent partialbebby an increase in average base rates of 6cénte

These items were partially offset by a $16 milldetrease in @iER REVENUE primarily due to decreased revenues from wheelitiyity and the
inclusion in 2007 of sales of salvage inventorynaiily related to Bellefonte Nuclear Plant that dat reoccur in 2008.

During 2007 there was also a $57 million revendeatfrelated to the Browns Ferry Unit 1 pre-comranglant operations. See Note 1 —
Capitalized Revenue During Pre-Commercial Plant @giens.

Operating Expense# table of operating expenses for 2009, 2008, &0¥ Zollows:

TVA Operating Expenses
For the years ended September 30

Percent Percent
2009 Change 2008 Change 2007

Operating expense

Fuel and purchased pow $ 4,74 13.6% $ 4,17¢ 21.1% $ 3,44¢
Operating and maintenan 2,39t 3.8% 2,307 (2.C%) 2,35:
Depreciation, amortization, a

accretion 1,59¢ 30.6% 1,22¢ (16.9%) 1,472
Tax equivalents 544 10.8% 491 8.9% 451
Total operating expenses $ 9,282 13.2% $ 8,19¢ 6.1% $ 7,72¢
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2009 Compared to 2008
Significant drivers contributing to the $1.1 bilidncrease in total operating expenses included:

FUEL AND PURCHASEDPOWEREXpense increased $569 million due to:

e A $717 million increase in fuel and purchapedver expense due to deferred fuel expense tetbhened to customers in 2010 as part of the
FCA mechanism

* A $113 million decrease in fuel expense risglfrom a decrease in net thermal generatior2gbdrcent, which reduced fuel expense by
$295 million. The decrease in net thermal genenatras due to lower demand, an increase in corvaalthydroelectric generation of 4.7
billion kwWh or 64 percent, and the decision to pnage more power due to favorable market price® affgregate fuel cost per kilowatt-
hour net thermal generation increased 8.8 percehtesulted in an increase of $182 million in fagbense. The higher fuel cost was
primarily due to higher prices for coal and wastipdly offset by lower prices for natural g¢

» A $35 million decrease in purchased powereese primarily due to a decrease in the average pfipurchased power of 36 percent in
2009 compared to 2008, which resulted in a $52%aniteduction in expense. This decrease wasalgroffset by an increase in purcha
power volume of 5.7 percent, which increased pwsetigower expense by $80 million. Purchased pewgense also increased $414
million due to net realized losses related to redtgas derivatives compared to net realized gainhese derivative contracts in 20!

OPERATING AND MAINTENANCE expense increased $88 million primarily due t@!d #illion increase ilPERATING AND MAINTENANCE expense at
nuclear plants due to increased number of perspanehcrease in forced maintenance outages atBr&erry and Sequoyah Nuclear Plants, and an
increase in amortization of deferred nuclear outaggs. TVA also experienced increased costs Bfffilion primarily due to studies related to futurses
of the Bellefonte Nuclear Plant, increased costsdagents of $15 million largely due to increagelime as a result of additional SCR capacity @im
2009, increased administrative costs of $13 miltlole to increased insurance costs and increaseshsag related to new information technology
implementation in the third quarter of 2008, ancr@ased costs of $14 million to support energycigfficy and demand response initiatives.

These increases were partially offset by a $29aniltlecrease in operating and maintenance expansesl-fired and combustion turbine plants
largely due to repair and recovery work at ParaBizesil Plant in 2008 that did not reoccur in 2Q@tial write-downs of scrubber projects at BullrRand
John Sevier Fossil Plants in 2008 that did noteapi 2009, and a decrease in outage costs dbig3toutage days in 2009 compared to the 889 outage
days in 2008. These decreases were partiallytdffséhe cost of studies primarily related to asimediation and expenditures related to the disehavgnt
at Widows Creek Fossil Plant.

DEPRECIATION, AMORTIZATION, AND ACCRETION EXPENSEincreased $374 million primarily due to inclusion2008 of a one-time adjustment to
DEPRECIATION, AMORTIZATION, AND ACCRETION EXPENSEOf $350 million related to a change in regulatacgounting for non-nuclear asset retirement
obligations. See Note 6 -Non-Nuclear Decommissioning Cost$n addition, depreciation expense increasedr®bn primarily due to an increase in
depreciation rates on transmission and substatjagipment as a result of an external depreciatiat simdy implemented in the fourth quarter of 2008.

TAX EQUIVALENTS payments increased $53 million reflecting increlagess revenues from the sale of power (exclusaigs or deliveries to other
federal agencies and off-system sales with ottikieg) during 2008 compared to 2007.
Other Income, Net The $16 million increase in ®iER INCOME, NET was largely attributable to a decrease in reala®diunrealized losses on

TVA's supplemental executive retirement plan fuads a $4 million write-off of two economic developnt investments in the fourth quarter of 2008 not
present in 2009. See Note :
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2008 Compared to 2007
Significant drivers contributing to the $472 mitiancrease in total operating expenses included:

FUEL AND PURCHASEDPOWEREXpense increased $727 million due to:

* A $330 million increase in fuel expense résglfrom an increase in the aggregate fuel coskjp@watt-hour net thermal generation of 10.9
percent, which resulted in $275 million in addi@bexpense. Increased net generation at coal-fi@dbustion turbine, and nuclear plants
of 2.9 percent resulted in an additional $55 millio expense

e A $128 million increase in purchased powgrense resulting from an increase in the average jofi purchased power of 22 percent, which
resulted in $251 million in additional expense.islincrease was partially offset by a 5.7 percentréase in volume of purchased power,
which resulted in a decrease of $68 million in ased power expense. Although purchased powemeptiecreased in 2008 compared to
2007, TVA purchased significantly more power théamped due to decreased hydro-electric generafi@6.q percent as a result of
ongoing drought conditions in 2008. Purchased p@xpense also decreased $55 million due to nbzeeagains related to natural gas
derivatives compared to net realized losses orettiesvative contracts in 200

* A $269 million increase in fuel and purchagedver expense due to a lower amount of fuel amdiased power expenses deferred in 2008
compared to 2007 to be recovered as part of the @€éhanism in future perioc

OPERATING AND MAINTENANCE expense decreased $46 million primarily due t6 aillion decrease in pension costs as a resw@dt®85 percent
higher discount rate used to estimate pension dosisg 2008 as compared to 2007. TVA also expegd a $21 million reduction in costs related taver
system operations and river operations due to eedse in operating and maintenance projects aaduction in personnel as part of TVA's efforts to
reduce non-fuel operating and maintenance exper8&5 million decrease in expenses related to augeneration and development studies at Watts Bar
Unit 2 in 2007 not present in 2008; a $12 milliccease in write-offs for impaired assets primatihg to a significant write-off of a scrubber puijat
Colbert in 2007; and a $7 million decrease in espsrat coal-fired and combustion turbine planigeigrdue to a decrease in planned outages in 2008
compared to 2007.

These decreases were partially offset by a $62amilhcrease in operating and maintenance expensgcéear plants due to increased cost of
operating Browns Ferry Unit 1, which did not begommercial operation until August 2007, variouséa maintenance outages, and increased costs at
Browns Ferry Nuclear Plant related to maintenarrogepts undertaken in 2008 to improve plant perfamoe and reliability in an effort to reduce future
unplanned outages.

DEPRECIATION, AMORTIZATION, AND ACCRETION expense decreased $249 million primarily becafisedecrease in EPRECIATIONAND ACCRETION
EXPENSErelated to a change in regulatory accounting tor-nuclear asset retirement obligations. In Au@@€i8, the TVA Board approved a potential
funding source through rates for non-nuclear dec@sioning costs through the accumulation of asseds asset retirement trust. As a result, all
cumulative costs that had been incurred previowslse reclassified to a regulatory asset. Thisstdjent totaled $350 million and was a one-time elzse
to depreciation, amortization, and accretion expeén®008. This decrease was partially offsetiynarease in depreciation expense primarily due to
increases in completed plant accounts as a refsnéitglant additions and an increase in depremiatates at several of TVA's facilities.

TAX EQUIVALENTS payments increased $40 million reflecting increlagess revenues from the sale of power (excludaigs or deliveries to other
federal agencies and off-system sales with ottikieg) during 2007 compared to 2006.

Other Income, Net The $62 million decrease in tER INCOME, NET was largely attributable to decreased interesirimefrom short-term
investments, realized and unrealized losses on \$Applemental executive retirement plan fundsrastlicted investments related to the collateréd bg
TVA, and a decrease in external business revenli¢a also recognized $4 million in expense duehte write-off of two economic development
investments in the fourth quarter of 2008.
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Unrealized Gain on Derivative Contracts, NeThe decrease inNREALIZED GAIN ON DERIVATIVE CONTRACTS NET was attributable to a change in
ratemaking methodology. Beginning in 2008, TVA &egising regulatory accounting treatment for svaaqsswaptions related to call monetization
transactions to reflect that the gain or loss éuided in the ratemaking formula when these traimmas actually settle. This treatment removesnitie-cash
impacts to TVA's earnings that result from marktheg value of these instruments to market each guafthe values of the swaps and swaptions for 2008
were recorded on TVA's balance sheet, and no inceaserecognized. However, TVA recognized $41 millas WREALIZED GAIN ON DERIVATIVE
CONTRACTS NET during 2007.

Interest Expense Interest expense, outstanding debt, and inteaéss$ during 2009, 2008, and 2007 were as follows:

Interest Expense
For the years ended Septembel

Percent Percent
2009 Change 2008 Change 2007
Interest expens
Interest on debt and leaseback obligati $ 1,29: (5.9%) $ 1,37: (1.2%) $ 1,39(
Amortization of debt discount, issue, and
reacquisition costs, n 20 0.0% 20 5.2% 19
Allowance for funds used during construction an
nuclear fuel expenditures (40) 135.2% (17 (90.4%) a7
Net interest expense $ 1,27z (7.6%) $ 1,37¢ 11.7% $ 1,23
Percent Percent
2009 Change 2008 Change 2007
Interest rates (averag
Long-term 5.62 (6.3%) 6.0C (0.2%) 6.0z
Discount note! 0.32 (91.4%) 3.71 (28.2%) 5.17
Blended 5.2t (11.2%) 5.92 (0.29%) 5.94

2009 Compared to 2008

Significant items contributing to the $104 millidecrease in net interest expense included a decire#ésterest on debt of $90 million primarily
due to a decrease in the average interest ratssazhand long-term debt in 2009. Interest expeveealso reduced $23 million due to an increasben
construction work in progress base used to calel&UDC as a result of ongoing construction adgsiat Watts Bar Unit 2. This resulted in higher
amounts of interest capitalized in 2009 compare2D@B. These decreases in interest expense agially offset by an increase in interest on |dvesd
obligations of $9 million primarily due to the atidh of the Southaven leaseback obligation.

2008 Compared to 2007

Significant items contributing to the $144 millioxcrease in net interest expense included a $16@mdecrease in capitalized interest on
construction projects and nuclear fuel expenditpranarily due to the change in ratemaking methogglregarding AFUDC and an increase of $1.5 hillion
in the average balance of long-term outstanding te®008. These items were partially offset kjearease in the average long-term interest rate 602
percent in 2007 to 6.00 percent in 2008, a decrigatte average discount notes interest rate frdid percent in 2007 to 3.71 percent in 2008, and a
decrease of $1.5 billion in the average balanadiswiount notes outstanding in 2008.

Off-Balance Sheet Arrangements

In February 1997, TVA entered into a purchased p@agecement with Choctaw Generation, Inc. (subsetijuassigned to Choctaw Generation,
L.P. (“Choctaw”)) to purchase all the power geneddrom its facility. Before July 2009, TVA did nbave access to certain financial records of Chocta
and was unable to determine if Choctaw met thendtiefih of a variable interest entity. In July 200%/A obtained access to certain financial recafls
Choctaw. Based on the financial information reedivT VA updated its assessment of its contractlationship with Choctaw and determined that
Choctaw did not meet the definition of a variabiiterest entity. As a result, TVA is not requireccbnsolidate Choctaw’s balance sheet, results of
operations, and cash flows. TVA's future contratitash commitments under this purchase power agneteare disclosed in Note 20 Gemmitments —
Power Purchase Obligatior.
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Critical Accounting Policies and Estimates

The preparation of financial statements require A T¥ estimate the effects of various matters thatimherently uncertain as of the date of the
financial statements. Although the financial staats are prepared in conformity with GAAP, TVAdguired to make estimates and assumptions that
affect the reported amounts of assets and liadslitihe disclosure of contingent assets and liesiliand the amounts of revenues and expensesaépo
during the reporting period. Each of these es@satries in regard to the level of judgment inedhand its potential impact on TVA's financial
results. Estimates are deemed critical either wehdifferent estimate could have reasonably beed,um where changes in the estimate are reasonably
likely to occur from period to period, and such nsehange would materially impact TVA's financa@ndition, changes in financial position, or resulf
operations. TVA's critical accounting policies aiso discussed in Note. 1

Regulatory Accounting

TVA's Board is authorized by the TVA Act to seteatfor power sold to its customers; thus, TVA ielf'segulated.” Additionally, TVA'’s
regulated rates are designed to recover its cégiowiding electricity. In view of demand for ekgicity and the level of competition, it is reasdte to
assume that the rates, set at levels that willMec®VA'’s costs, can be charged and collected.a Assult of these factors, TVA records certain ssaed
liabilities that result from the regulated ratermakprocess that would not be recorded under GAARd0-regulated entities. Regulatory assets gépera
represent incurred costs that have been deferraalibe such costs are probable of future recovesystomer rates. Regulatory liabilities generally
represent obligations to make refunds to custorieensrevious collections for costs that are noglykto be incurred. TVA assesses whether the atgul
assets are probable of future recovery by consigdectors such as applicable regulatory changsengial legislation, and changes in technologpséi
on these assessments, TVA believes the existindategy assets are probable of recovery. Thisrdetation reflects the current regulatory and podit
environment and is subject to change in the futdiee timeframe over which the regulatory assetslibilities are recovered is subject to annualATV
Board approval. If future recovery of regulatogsets ceases to be probable, TVA would be reqtiredite off these costs and recognize them in
earnings. See Note 6.

Environmental Cleanup Costs - Kingston Ash Spill

Environmental clean-up costs related to the Kingstsh spill are based upon estimates of the inarehéirect costs of the remediation effort,
including costs of compensation and benefits foséhemployees who are expected to devote a signifamount of time directly to the remediation #ffo
to the extent of the time expected to be spenttiyren the remediation effort. Such amounts actuided in the estimate when it is probable thakality
has been incurred as of the financial statemeet alad the amount of loss can be reasonably estimatéhen both of those recognition criteria are met and
the estimated loss is a range, TVA accrues the atrtbat appears to be a better estimate than drey estimate within the range, or accrues the minmim
amount in the range if no amount within the rargye better estimate than any other amount. latteal costs materially differ from the estimat®¥ATs
results of operations, financial condition, andhciews could be materially affected.

As of September 30, 2009, the costs included irethéronmental cleanup estimate for Kingston inellidish dredging and processing, ash
disposition, infrastructure repair, dredge cellaigproot cause analysis, certain legal and seétigroosts, environmental impact studies and rertiedia
human health assessments, community outreach aposuregulatory oversight, cenosphere recovediynmer wall installation, construction of tempor:
ash storage areas, dike reinforcement, project geamant, and certain other remediation costs agedcwdth the clean up. As of September 30, 20004
estimates that these costs will range from $938anito $1 . 2 billion. Based on the likelihoodmltiple scenarios, TVA has accrued $933 millién o
remediation costs. TVA has deferred the $933 amliost estimate as a regulatory asset and will@acuch costs into operating expenses over yehb-
period beginning in 2010 as such amounts are dell€io rates.

The following categories could have a significaifé& on estimates related to the Kingston asH sgihediation costs:

» Ash Disposition Volume -The method and amount of coal ash removal and gitoralated to the clean up could vary under difft
scenarios. Currently, TVA estimates it will transpbetween 3.0 and 9.0 million cubic yards of cash off site. Under the most lik
scenario, TVA would remove 5.4 million cubic yaafscoal ash from the site of the ash si

» Ash Disposition Costs — TVA' costs related to loading, transporting, and disygpof coal ash are based on actual tonnagestimating hov
many tons TVA will have to dispose of, TVA appli@gonversion factor to the cubic yards of ash thes the disposal scenarios based ol
density of ash materials. Sampling and lab ansljaive shown the density of ash materials vargsifgiantly based on several factors.
estimating theash disposition costs, TVA has used a conversictofaf approximately 1.3 tons per cubic yard di.a$he conversion fact
is multiplied by the cost in determining the costimate; therefore, a higher or lower conversioctda could significantly affect the cc
estimate
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« Excluded Costs ¥VA has not included the following categories ostobecause it has determined that these costsumently either nc
probable, not reasonably estimable, or not appabglyi accounted for as part of the expense accfiumgs or regulatory directive actio
outcome of lawsuits, future claims, long-term eamimental impact costs, final lorigem disposition of ash processing area, assoctpida
asset purchases, ash handling and disposition fnament plant operations, costs of remediating disgovered mixed waste during
removal process, and other costs not meeting tugrition criteria. See Note.

Revenue Recognition

Revenues from power sales are recorded as powlelii@red to customers. TVA is primarily a whollesprovider of power to distributor
customers (distributors) that resell the powerrtd esers at retail rates. Under TVA's end-usérgjlarrangements with distributors, TVA relies be t
distributors to report their end-use sales. Beeaishe delay between the wholesale delivery @fgrao the customer and the report of end-use $ales
TVA, TVA must estimate the unbilled revenue at émel of each financial reporting period. TVA acaestimated unbilled revenues for power sales
provided to customers for the period of time frdra meter-read date to the end of the month. Thhadelogy for estimating unbilled revenue from
electricity sales uses the distributors’ meter ieg&lfor the current billing period and an estindatate based on the distributors’ end-use custdmers
historical usage and product mix. These ratesreanfrom historical trends. See Note-1Revenues.

Asset Retirement Obligations

TVA recognizes legal obligations associated with filture retirement of certain tangible long-liveskets. These obligations relate to fossil-fired
generating plants, nuclear generating plants, teldotric generating plants/dams, transmission 8iras, and other property-related assets. Théwme ot
property-related assets include, but are not lighite easements, leases, and coal rights. Aetvitivolved with retiring these assets could inelud
decontamination and demolition of structures, reah@wnd disposal of wastes, and site reclamaticgvidions to the amount and timing of certain cési f
estimates of asset retirement obligations may beerbased on engineering studies. For nuclearsassetstudies are performed annually in accordance
with NRC requirements. For non-nuclear obligatioevisions are made whenever factors indicatettieatiming or amounts of estimated cash flows have
changed. Any accretion or depreciation expensgaelto these liabilities and assets are chargadegulatory asset. See Note 9 .

Nuclear Decommissioning.Utilities that own and operate nuclear plantsrarpiired to use different procedures in estimatingear
decommissioning costs under GAAP than those tleatised in estimating nuclear decommissioning dbstsare reported to the NRC. The two sets of
procedures produce different estimates for thesaofstiecommissioning primarily because of the déifee in the discount rates used to calculate riasep
value of decommissioning costs. At September 8092the present value of the estimated futureeanaecommissioning cost under GAAP was $1.8
billion and was included in #sETRETIREMENT OBLIGATIONS , and the unamortized regulatory asset of $90Bamilvas included in @HER REGULATORY
AsseTs. Under the NRG regulations, the present value of the estimatedd nuclear decommissioning cost was $885 millibBeptember 30, 2009. T
decommissioning cost estimate is based on NRCsirements for removing a plant from service, rellegshe property for unrestricted use, and
terminating the operating license. The actual den@ssioning costs may vary from the derived estimdtecause of changes in current assumptionsas
the assumed dates of decommissioning, changeguratery requirements, changes in technology, dahges in the cost of labor, materials, and
equipment.

TVA maintains a nuclear decommissioning trust tovje funding for the ultimate decommissioningtsfriuclear power plants. The trust’s funds
are invested in securities generally designed hieae a return in line with overall equity markerformance. The assets of the trust are invesateet
and equity securities and certain derivative imagnts. The derivative instruments are used asar$sus asset classes to achieve a desired investme
structure. The balance in the trust as of Septe@®e2009, is less than the present value of stiemated future nuclear decommissioning costs ubd#r
the NRC methodology and under GAAP.
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The following key assumptions can have a signifiedfect on estimates related to the nuclear decissioning costs:

« Timing —In projecting decommissioning costs, two assumgtionist be made to estimate the timing of plant shesissioning. First, the de
of the plants retirement must be estimated. At a multiple witié, the expiration of the unit with the latestexpire operating license
typically used for this purpose, or an assumptionld be made that the plant will be relicensed aperate for some time beyond the orig
license term. Second, an assumption must be maeé¢her decommissioning will begin immediately ugdant retirement, or whether 1
plant will be held in SAFSTOR statusa-status authorized by applicable regulations whitdws for a nuclear facility to be maintained
monitored in a condition that allows the radioaityito decay, after which the facility is decomniisged and dismantled. While the impac
these assumptions cannot be determined with poeciassuming either license extension or use of HAFR status can significantly decre
the present value of these obligatic

Technology and RegulationFhere is limited experience with actual decommissig of large nuclear facilities. Changes in teabgy anc
experience as well as changes in regulations regardiclear decommissioning could cause cost eita change significantly. TVA'cos
studies assume current technology and regulat

Discount Rate TVA uses a blended rate of 5.3 percent to calculaepresent value of the weighted estimated das¥sfrequired to satis
TVA’s decommissioning obligatio

Investment Rate of Return /A assumes that its decommissioning investmenlisachieve a rate of return that is 5 percent gretttan th
rate of inflation. This results in a 9.2 percestiraated investment rate of return for all peripdssented

» Cost Escalation Factors — TV&decommissioning estimates include an assumgtimindiecommissioning costs will escalate over preses
levels by 4 percent annuall

Non-Nuclear Decommissioning.The present value of the estimated future norlean@ecommissioning cost was $846 million at Sepieer 30,
2009. This decommissioning cost estimate invobasnating the amount and timing of future expameis and making judgments concerning whether or
not such costs are considered a legal obligati€stimating the amount and timing of future expemdis includes, among other things, making projestio
of the timing and duration of the asset retirenpgntess and how costs will escalate with inflatidie actual decommissioning costs may vary froen th
derived estimates because of changes in curremingg®ns, such as the assumed dates of decommiiggi@manges in regulatory requirements, changes in
technology, and changes in the cost of labor, rs$eand equipment.

TVA maintains an ART to provide funding for theioitite decommissioning of its non-nuclear power glahe trust’s funds are invested in
securities generally designed to achieve a retufimé with fixedincome market performance. The assets of the dmadnhvested in fixed income securit
directly and indirectly through commingled fundSstimates involved in determining if additional élimg will be made to the ART include inflation rate
and rate of return projections on the fund investisie

The following key assumptions can have a signifieifect on estimates related to the non-nucleaonissioning costs:

» Timing — In projecting non-nuclear decommissionitwsts, the date of the plant’s retirement must &teénated. TVA uses a probability-
weighted scenario approach based on managememptisos, type of plant, number of units, and otfeators to estimate the expec
retirement time period. In instances where thigeretent of a specific plant asset differs from @mticipated plant closure date, the anticip
retirement date of that specific asset is useddithahally, TVA expects to incur certain ongoingst® subsequent to the initial plant retirem

Technology and Regulation — Changes in technologlyexperience as well as changes in regulatiorerdéty nonauclear decommissioni
could cause cost estimates to change significafftyA’s cost studies generally assume current technaogyregulations. Specific to 1
coal combustion product facilities, TVA assumeg #ay future closures will require more costly mietls and processes than what is lec
required as of September 30, 20
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« Discount Rate TVA uses its incremental lending rate over a pedodsistent with the remaining timeframe until tusts are expected to
incurred to calculate the present value of the hieidg estimated cash flows required to satisfy TVABnnuclear decommissionil
obligation. As of September 30, 2009, the discoatés used in the calculations range from 1.3qmro 5.7 percen

 Investment Rate of Return — TVA assumes that itemeclear decommissioning fund will achieve a rateetfirn that is 4 percent greater t
the rate of inflation. This results in a 7.75 parcestimated investment rate of return for allquis presentec

» Cost Escalation Factors — TVA’s nomclear decommissioning estimates include an assomihat decommissioning costs will escalate
present cost levels at rates between 2.5 percet.@mpercent annuall

Pension and Other Post - retirement Benefits

TVA sponsors a defined benefit pension plan thguislified under IRS rules and covers substantalipf its full-time annual employees. The
TVA Retirement System (“TVARS”), a separate legality governed by its own board of directors, adsters TVAsponsored retirement plans. TVA a
provides a supplemental executive retirement plagettain executives in critical positions thatypdes supplemental pension benefits tied to comgtens
levels that exceed limits imposed by IRS rules @mpple to the qualified defined benefit pensiompl&dditionally, TVA provides post-retirement heal
care benefits for most of its full-time employedsoxreach retirement age while still working for TVAVA'’s costs of providing these benefits are impe
by numerous factors including the provisions of plans, changing employee demographics, and vasousirial calculations, assumptions, and accogntin
mechanisms. The most significant of these fadoesdiscussed below.

Expected Return on Plan Assetd'he qualified defined benefit pension plan is thé/@lan that is funded with qualified plan assethie expecte
return on pension plan assets used to developemsign expense was 8.00 percent, 8.75 percen8.d@Bgercent during 2009, 2008, and 2007,
respectively, and is determined at the beginninthefperiod. Changes in the rates are generaflgchan studies performed by third party profesdiasset
managers. A higher expected rate of return deessast periodic pension expense. TVA adjuste@xpected rate of return to 7.75 percent for 20k&b8a
on a recent asset/liability study performed bydigarty professional asset managers. The 201Qt&geate of return also reflects a change in Hoeation
policy of TVARS assets to shift a portion of targdbcations from equities to fixed income. Theube in the TVARS asset allocation policy was based
a recommendation by the TVARS investment consultdie change in the expected return on pensiangsdaets discussed above does not affect TVA’'s
post-retirement benefits plan because TVA doesepéarately set aside assets to fund such ben&fit. funds its post-retirement plan benefits onasn
paid basis. This change also does not impactupplemental executive retirement plan as any asse¢tsside for that plan are not considered plaetas
under GAAP. The actuarial loss related to theedéfice between expected and actual return on pepkio assets for 2009 was $544 million. This amiou
has been recognized as a regulatory asset.

Discount Rate In the case of selecting an assumed discountT&t&,reviews market yields on high-quality corporalebt and long-term
obligations of the U.S. Treasury and endeavorsatcm through the use of a hypothetical bond pbeotfastrument maturities with the maturities to i
pension obligations in accordance with the prengificcounting standards. In addition, TVA lookpuaitlished pension spot yield curves and applies
expected cash flows to the curve to approximateateeexpected to settle the projected benefit gaysn The discount rates used to determine neigren
cost were 7.5 percent, 6.25 percent, and 5.90 pedeeing 2009, 2008, and 2007, respectively. diseount rate is determined at the beginning of the
period. TVA plans to use a discount rate of 5.@cpnt in the determination of 2010 net periodicgien expense and also used this rate to value plan
obligations at the end of 2009. Changes in theodist rate for 2009 were due to decreased long-iteenest rates. The discount rate is somewhaitiel
because it is determined based upon the prevatditegas of the measurement date. The discountusatto determine the post-retirement benefittssdss
the same rate used to determine pension beneéits daoe to a similar expected duration of the petitement and pension benefit obligations. A kigh
discount rate decreases the plan obligations ammdsgondingly decreases the net periodic pensidrpast-retirement benefits expense for those plans
where actuarial losses are being amortized. Owtther hand, a lower discount rate increases né&idie pension and post-retirement benefits costs a
thus reduces TVA's profitability.

The expected rate of return on pension plan assetshe discount rate, as well as the amortizaifarctuarial gains and losses, were determined in
accordance with consistent methodologies, as de=tin Note 18.
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Mortality . Mortality assumptions are based on the resbitsined from a recent actual company experienaygierformed which included
retirees as well as other plan participants. T\bamed an updated study in 2008 and, accordiragljusted the mortality rates from the 1983 Group
Annuity Mortality Tables to the RP-2000 Mortalityafles.

Cost of Living Adjustment The cost of living adjustment (“COLA”") is generally ieded against the Consumer Price Index (“CPI"), scijo a
floor and ceiling. The CPI fell during 2009, angtrent economic forecasts project slow growth i @PI through CY 2015. Additionally, the COLA had
been temporarily reduced for current retirees aafdrded to age 60 for employees retiring on orrafmuary 1, 2010. As a result of these COLA hienef
reductions and low inflationary expectations, T\&&luced the COLA assumption from 3.0 percent tqp2réent at September 30, 2009.

Sensitivity of Costs to Changes in Assumptiofhe following chart reflects the sensitivity of g8 costs to changes in certain actuarial
assumptions:

Sensitivity of Pension Costs to Changes in Assumptis
Impact on 200

Projected
Change in Impact on 201 Benefit
Actuarial Assumptior Assumption Pension Cos Obligation
(Increase in millions
Discount rate (0.25%) $ 14 $ 243
Rate of return on plan ass: (0.22%) $ 17 NA

Each fluctuation above assumes that the other coergs of the calculation are held constant anduebes any impact for unamortized actuarial
gains or losses.

The following chart reflects the sensitivity of postirement benefit costs to changes in the heszltk cost trend rate:

Sensitivity of Pos-retirement Benefit Costs to Changes in Assumptior

(Increase in millions) 1% Increas 1% Decreas
Effect on total of service and interest cost

component: $ 5 % (6)
Effect on end-of-year accumulated post-retiremel

benefit obligatior $ 66 $ 74

Each fluctuation above assumes that the other coenis of the calculation are held constant anduebed any impact for unamortized actuarial
gains or losses.

Accounting MechanismsIn accordance with current accounting methodelagr VA utilizes a number of accounting mechanishas reduce the
volatility of reported pension expense. Differenbetween actuarial assumptions and actual platsese deferred and are amortized into periodic
expense only when the accumulated differences ext@gercent of the greater of the projected benbfigation or the market-related value of plan
assets. If necessary, the excess is amortizedtloweverage remaining service period of activeleyges.

Additionally, TVA recognizes the impact of assetfpemance on pension expense over a three-yeaeghgseriod through a “market-related”
value of assets calculation. Since the markktted value of assets recognizes investment gaid$osses over a three year period, the fututevaf asset
will be impacted as previously deferred gains ss&s are recognized. As a result, the losseghihaension plan assets experienced in the cuyeamtmay
have an adverse impact on pension expense in fudaes depending on whether the actuarial losseacit measurement date exceed the 10 percent
corridor in accordance with current accounting rodtiiogies. See Note 18 for a discussion of ohibgatand funded status.

Expected Contributions TVA expects to contribute $7 million to its supplemtal executive retirement plan and $37 milliontsgoost -retiremen
health care benefit plans in 2010. TVA made ardoution to the qualified defined benefit pensidarpon September 24, 2009, of $1.0 billion that
constitutes an advance of contributions for 2016ugh 2013 .
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Changes in Ratemaking Impacting Accounting
Fuel Cost Adjustment

In August 2009, the TVA Board approved a revisiorthie FCA formula. Starting with the October 102illing period, all adjustments to the
FCA will be made on a monthly basis instead of artgrly basis. This will allow for the FCA rate lte more closely aligned with TVA's costs. Likewjs
the FCA formula also contains a deferred accounthvis used to reconcile the difference betweenaand forecasted fuel costs in the FCA. The
difference between the amounts is included in #ferded account and 50 percent of the accountsillisbursed or collected on a monthly basis instéa
a quarterly basis. This change to a monthly FCAnesult in smaller reconciliations and fasteiidation of any balances in the account. Withrttove to
the monthly FCA formula on October 1, 2009, theaarimg balance in the existing deferred liabilipcaunt balance from the quarterly FCA of
approximately $822 will be liquidated over a ninmenth period from October 1, 2009 through June28a.

Wholesale Rate Structure

On July 8, 2009, in accordance with the rate chamgeisions of its wholesale power contracts, T\8aued a letter to its distributor customers
proposing the implementation of a new rate strgcinr2010. This letter initiated a required negtidin period during which TVA is seeking to reach
agreement with distributors on the proposed chat@esolesale and retail rates. The proposed asage not intended to provide additional reveoue f
TVA,; however, individual distributors and enge customers may see some effects on their Qilke. proposed rate structures would provide prigeads tc
distributors and endse customers to shift energy usage from highpersbdds to less expensive periods. For distritsytibre wholesale rates would initia
be a demand and energy rate with an option fana-tf-use rate. TVA is proposing to have all disttors on a time-of-use wholesale rate structyrad
later than April 2012. For directly served custosnand distributor-served customers with loadscecess of 5 MW, TVA is proposing a time-of-use rate
structure. Under the power contract rate changeigions, if agreement is not reached by Janua?p0, the TVA Board may thereafter, upon not less
than 30 days’ notice, place into effect the chanbasit determines to be appropriate.

TVA faces several challenges in implementing tinierige rates. Although metering is in place todafatilitate implementation at the wholesale
level, additional metering and infrastructure Vol needed to pass through the time-of-use priégrmats at the retail level. TVA is working with
distributors to explore how additional metering &mfdlastructure resources can best be acquirectosteffective manner. In addition, there will be
additional administration costs associated withlémgenting the time-of-use rates. Billing, meteringmmunication, and data management systems will
have to be modified (and in some cases acquire@s, communicate, and ultimately generate custdbitis.

Environmental Cleanup Costs - Kingston Ash Spill

In August 2009, the TVA Board approved the use of regulatory actiogrireatment for current and future incurred sastd future estimated
costs related to the environmental cleanup of timg#ton ash spill. These costs had previously les@ensed as part of operations when such coses wer
deemed to be probable and estimable. Therefdreymlulative costs incurred or estimated sincesthi# in December 2008 were recaptured as a regylat
asset as of September 30, 2009. The offset t@thjisstment was a one-time decrease to operatipgnses. The costs will be recovered and amoriized
operating expenses over a\l&ar period beginning in 2010 as amounts are dellein rates. Any changes to the estimated cdsbwideferred as estima
are revised and future years’ rates will reflectsth adjustments prospectively over the remainimjquoof the 15-year period. TVA believes it is
reasonable to conclude that it can collect thepemses in its rates over this period. See Note 7

Non-Nuclear Decommissioning Costs

In August 2008, The TVA Board approved deferring costs relatechofuture closure and retirement of TVA's non-naclenglived assets und
various legal requirements as allowed under GAARese costs had previously been included in ratéseaARO was accreted and the asset was
depreciated. These costs did not previously nieeasset recognition criteria under GAAP guidanceffect at the date the costs were incurred. Bsza
the establishment of the ART and the approval efftinding in rates as part of the TVA Board’s budged ratemaking process, these costs met asset
recognition criteria in the fourth quarter of 2008ccordingly, all cumulative ARO costs were reeapt as a regulatory asset as of September 30,
2008. The regulatory asset initially created eab this adjustment totaled $350 million. Thisef to this adjustment was a one-time decrease to
depreciation, amortization, and accretion expeise.Note 6 —Non-Nuclear Decommissioning Costs
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Nuclear Outage Costs

TVA's investment in the fuel used in its nucleaitsiis being amortized and accounted for as a compioof fuel expense. Nuclear refueling
outage and maintenance costs already incurredhistarically been deferred as a regulatory assegitaamortized on a straight-line basis over the esttih
period until the next refueling outage. In Augk809, the TVA Board approved changing this methogplfor rate setting purposes. Beginning in 2010,
amounts will no longer be deferred. Outage codtde expensed as incurred, and previously defecasts will continue to be amortized.

Fair Value Measurements
Investments

TVA's investments classified as trading consisawfounts held in the NDT, the ART, and the SERPes€hassets are generally measured at fair
value based on quoted market prices or other ohbermarket data such as interest rate indicesA'SMvestments are primarily U.S. equities,
international equities, REITSs, fixed income investits, high-yield fixed income investments, U.S.aBuy inflation-protected securities, commodities,
currencies, derivative instruments, and other itmeats. Commingled funds are used to gain expdsuertain investments. TVA has classified all of
these trading securities as either Level 1 or L@waluations. The application of CVAs did not erally affect the fair values of TVA'’s investmeras
September 30, 2009. See Note 13 for a discus$iealation levels.

Vendor-provided prices for TVA’s investments arbjsated to automated tolerance checks by TVA’s stment portfolio trustee to identify and
avoid, where possible, the use of inaccurate pri¢es/ questionable prices identified are repottethe vendor which provided the price. If thecps are
validated, the primary pricing source is usedndf, a secondary source price which has passeapiieable tolerance check is used (or queried thith
vendor if it is out of tolerance), resulting intet the use of a secondary price, where validatetihe last reported default price, as in the cdsemissing
price. For monthly valued accounts, where secgnpidce sources are available, an automated imtereg tolerance report identifies prices with aetin
vendor pricing variance of over 2 percent at aetasiass level. For daily valued accounts, eachrity is assigned, where possible, an indicatiwgom
market index, against which daily price movemem¢saatomatically compared. Tolerance thresholdseatablished by asset class. Prices found to be
outside of the applicable tolerance threshold eperted and queried with vendors as described above

Derivatives
TVA s currently a party to the following types dérivatives:

Currency swap

Swaption

Interest rate sway

Coal contracts with volume optio

Commodity derivatives under the FTP (swaps, futuopsons on futures, and other financial instrute

Commaodity derivatives under the FTP are classified.evel 1 and Level 2 valuations. Currency swapbinterest rate swaps are classified as
Level 2 valuations. The swaption and coal congragth volume options are classified as Level 3igébns.

Currency Swaps, Swaption, and Interest Rate SwapgA has three currency swaps, one swaption, arekttfixed for floating” interest rate
swaps. The currency swaps and interest rate sarapdassified as Level 2 valuations as the rateesuand interest rates affecting the fair valuthef
contracts are based on observable data. While ofidisé fair value measurement is based on obskrvaputs, volatility for TVA’s swaption is genehal
unobservable. Therefore, the valuation is deriveth an observable volatility measure with adjusttse The application of CVAs resulted in a deceeaift
$2 million in the fair value of the swaption anderest rate swaps, and did not materially affeetfftir values of the currency swaps at Septembe2@00.

Coal Contracts with Volume OptionsThe fair value of this derivative portfolio igled using internal models. The significant irsptat these
models are price indications such as quoted spcepand implied forward prices. The pricing modddased on significant unobservable inputs, simil
products, or products priced in different time pds. TVA designs price curves and valuation mobtated on the best available information and imglust
accepted practices. As a result, these valuatiomslassified as Level 3 valuations. Additionadlpy settlement fees related to early terminaiocoal
supply contracts are included at the contractuallarth The application of CVAs resulted in a deseeaf $5 million in the fair values of coal contian ar
asset position at September 30, 2009.
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Commodity Derivatives under the Financial Tradingd?am. TVA uses quoted NYMEX prices in its determinatifithe fair value of these
contracts. Contracts settled on the NYMEX aresifaesl as Level 1 valuations. These are primardyural gas futures, fuel oil futures, crude otlifes,
and natural gas option contracts. Contracts whenperformance risk exists outside of the exitgpace measured with the incorporation of CVAs amd a
classified as Level 2 valuations. These are piilgnaatural gas, fuel oil, and crude oil swap cants. The application of CVAs did not materialffeat the
fair value of these assets and liabilities at Saptr 30, 2009.

TVA maintains policies and procedures to value camdity contracts using what is believed to be th&t bed most relevant data available. In
addition, TVA's risk management group reviews véiluas and pricing data. TVA retains independeitipg vendors to assist in valuing certain
instruments without market liquidity.

Fair Value Considerations

In determining the fair value of its financial instents, TVA considers the source of observableetatata inputs, liquidity of the instrument,
credit risk, and risk of nonperformance of itselftloe counterparty to the contract. The conditiand criteria used to assess these factors arelukxsc
below.

Sources of Market AssumptionsTVA derives its financial instrument market assuiops from market data sources (e.g., NYMEX, Mo&ly’In
some cases, where market data is not readily ajl&aVA uses comparable market sources and emapeiddence to derive market assumptions and
determine a financial instrument's fair value.

Market Liquidity. Market liquidity is assessed by TVA based on cidtes to whether the financial instrument tradesriractive or inactive
market. An active market can be defined as aspoket/settlement mechanism environment and ajsuiential forward/futures market that is basedhe
activity in the forward/futures market. A finantiastrument is considered to be in an active miaifibe prices are fully transparent to the market
participants, the prices can be measured by maitetnd ask quotes, the market has a relativelly trafling volume as compared to TVA's current trgdi
volume, and the market has a significant numbenardket participants that will allow the market &pidly absorb the quantity of the assets tradebowit
significantly affecting the market price. Othectiars TVA considers when determining whether a ragik active or inactive include the presence of
government or regulatory control over pricing tbatild make it difficult to establish a market bageide upon entering into a transaction.

Nonperformance Risk In determining the potential impact of nonperformanmisk, which includes credit risk, TVA considetsanges in current
market conditions, readily available informationmamperformance risk, letters of credit, collatecgher arrangements available, and the natureasten
netting arrangements. TVA is counterparty to aucyeswaps, a swaption, interest rate swaps, cadtacts, commodity derivatives, and other derivegiv
which subject TVA to nonperformance risk. Nonpemiance risk on the majority of investments andaieréxchange-traded instruments held by TVA is
incorporated into the exit price that is deriveahfrquoted market data that is used to mark thestnwent to market.

Nonperformance risk for most of TVA'’s derivativestruments is an adjustment to the initial asséilltg fair value. TVA adjusts for
nonperformance risk, both of TVA (for liabilitiead the counterparty (for assets) by applying a CYAA determines an appropriate CVA for each
applicable financial instrument based on the teftn® instrument and TVA'’s or counterparty’s craditing as obtained from Moody’s. For companied th
do not have an observable credit rating, TVA usésrnal analysis to assign a comparable ratinggabmpany. TVA discounts each financial instrumen
using the historical default rate (as reported oly’s for the years CY 1983 to CY 2008) for comiparwith a similar credit rating over a time period
consistent with the remaining term of the contract.

All derivative instruments are analyzed individyadind are subject to unique risk exposures. Ateeper 30, 2009, the aggregate counterparty
credit risk adjustments applied to TVA's derivatasset and liability positions were decreases ah#on and $2 million, respectively.

Collateral. TVA's interest rate swaps, two of its currency sejagnd its swaption contain contract provisions tequire a party to post collateral
(in a form such as cash or a letter of credit) wtthenparty’s liability balance under the agreeneeeds a certain threshold. See Note 12elateral for
a discussion of collateral related to TVA's derivatliabilities.

Level 3 Information Unrealized losses (gains) on contracts classifiedesvel 3 valuations are included in regulatoryetsgliabilities) until the
contracts are settled. TVA experienced signifiaammealized losses on coal contracts with volunteop due to significant declines in coal marketes
during the year ended September 30, 2009. TVAetperienced unrealized losses on the swaptioilifiabue to decreases in interest rates duringytres
ended September 30, 2009. Unrealized losses sg thstruments did not have a material effect guidiity or capital resources. TVA recognized aslo§
$37 million related to the termination of coal slyppontracts during the year ended September 309.20here were no realized gains (losses) duhag t
year ended September 30, 2009. At September 89, 2@vel 3 valuations represent 8 percent of tasakts measured at fair value and 63 percentadf to
liabilities measured at fair value.
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New Accounting Standards and Interpretations
The following accounting standards and interpretetibecame effective for TVA during 2009.

Accounting Standards Codificationln June 2009, the FASB issued changes to tHeatative hierarchy of GAAP The guidance establishes
FASB Accounting Standards Codification (“ASC") &g tsource of authoritative generally accepted autiogi principles to be applied by nongovernmental
entities. Filings to the SEC are made in accordamith GAAP. Accordingly, even though TVA is a ggmment agency, the changes will apply to TVA's
SEC filings. All guidance contained in the ASCroes the same level of authority. These changearhe effective for TVA beginning with the financial
statements issued for the year ended Septemb@080, The adoption of this guidance changed ceftaancial statement disclosures but did not
materially impact TVA'’s financial condition, resslof operations, or cash flows.

Fair Value Measurementsin September 2006, FASB issued guidance for oregsassets and liabilities that currently reqdiaie value
measurement. The guidance also responds to imsestquests for expanded information about the extemthich companies measure assets and liabi
at fair value, the information used to measurevaiue, and the effect of fair value measurementsarnings. The guidance applies whenever other
standards require (or permit) assets or liabilitteebe measured at fair value but does not expgamddge of fair value in any new circumstances. The
guidance establishes a fair value hierarchy thatifizes the information used to develop measurgrassumptions. These changes became effective for
TVA on October 1, 2008. See Note 13 for additianédrmation.

In February 2008, FASB issued guidance that delag®ffective date of the fair value accountingrdes for nonfinancial assets and nonfinan
liabilities except for items that are recognizedimclosed at fair value in the financial staterseot a recurring basis. This guidance delays ffleete/e
date until fiscal years beginning after November28, and interim periods within those fiscalngefar items within the scope of this guidance. AThas
utilized the deferral portion of this guidance &irnonfinancial assets and liabilities within #isope and is currently evaluating the future relatepact.

In October 2008, FASB issued guidance for detemmginihe fair value of a financial asset when thekeiafor that asset is not active. The guidance
emphasizes that determining fair value in an inaatharket depends on the facts and circumstancemay require the use of significant judgment. The
guidance was effective upon issuance, includingrpgreriods for which financial statements havebesn issued, and became effective for TVA on Ogtobe
1, 2008. The adoption of this guidance did notarially impact TVA's financial condition, result$ operations, or cash flows.

In April 2009, FASB issued guidance regarding deiaing the fair value when the volume and levehdtivity for the asset or liability have
significantly decreased and identifying transaditimt are not orderly. The guidance clarifiesapplication of fair value measurements in inactierket:
and distressed or forced transactions, issues gegdan identifying circumstances that indicateaagaction is not orderly, and changes certain aisce
requirements regarding fair value measurement&sdlthanges became effective for TVA as of Aprd@Q9. The adoption of this guidance changed
certain financial statement disclosures but didmaterially impact TVA's financial condition, ressilof operations, or cash flows.

In April 2009, FASB issued guidance regarding iimedisclosures about fair value of financial instients. The guidance requires summarized
disclosures about fair value of financial instrurtsgfior interim reporting periods of publicly tradedmpanies as well as in annual financial statesnefhe
changes are effective for interim and annual répgeriods ending after June 15, 2009. At iniidbption, application of these changes is notireddor
earlier periods that are presented for compargtivposes. The disclosure provisions of this guiddrecame effective for TVA as of April 1, 2009heT
adoption of this guidance changed certain finarst@lement disclosures but did not materially ima¢A’s financial condition, results of operation,
cash flows.

See Note 13 for related fair value disclosures.

Fair Value Option In February 2007, FASB issued guidance regarttindair value of financial assets and finandabilities . This guidance
permits an entity to choose to measure many fighirtstruments and certain other items at faingalThe fair value option established by the guiga
permits all entities to choose to measure eligiielms at fair value at specified election datesbukiness entity will report unrealized gains argkés on fc
which the fair value option has been elected imiegs at each subsequent reporting date. Mosteoptovisions are elective. The guidance became
effective for TVA on October 1, 2008. As alloweyl the statement, TVA did not elect the fair valyeion for the measurement of any eligible assets or
liabilities. As a result, the adoption of thesaibes did not materially impact TVA'’s financial cition, results of operations, or cash flows.
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Offsetting Amounts In April 2007, FASB issued guidance addressimglifications to accounting for the presentatioreftain contract
amounts. The guidance permits a reporting ertityffset fair value amounts recognized for thetrigtreclaim cash collateral (a receivable) or the
obligation to return cash collateral (a payablgiast fair value amounts recognized for derivaingtruments executed with the same counterpartgund
the same master netting arrangement. The guidaewame effective for TVA as of October 1, 2008.e Haoption of these changes did not materially
impact TVA's financial position, results of opexats, or cash flows.

Disclosures about Transfers of Financial Assetslatedests in Variable Interest Entitiedn December 2008, FASB issued guidance regarding
disclosures about transfers of financial assetsraedests in variable interest entities (“VIEs"Yhis guidance requires public entities to providditional
disclosures about transfers of financial assetalsb expands the required disclosures pertaitoirag enterprise's involvement with VIEs and igintted to
provide more transparent information related ta ihnaolvement. The new disclosure requirementtuishe additional information regarding consolidated
VIEs, as well as a requirement for sponsors of & ¥l disclose certain information even if they d hold a significant financial interest in the VIEhese
disclosure provisions became effective for TVA &®otober 1, 2008. The adoption of this guidaniceret materially impact TVA's financial condition,
results of operations, or cash flows.

Derivative Instruments and Hedging Activitiesn March 2008, FASB issued guidance regardiisgldsures about derivative instruments and
hedging activities, which amends and expands tbaaliure requirements. These changes becameiwdféat TVA as of January 1, 2009. The adoptiol
this guidance changed certain financial statemisctakures but did not materially impact TVA's fim@al condition, results of operations, or cash
flows. See Note 12 for related disclosures.

Subsequent Eventsin May 2009, FASB issued guidance regarding aoting for subsequent events. The guidance estasiprinciples and
requirements for the period for which managemerdtraualuate events and transactions subsequdre ttatance sheet date for potential recognition or
disclosure in its financial statements, the circtameses under which an entity should recognize swelnts and transactions, and the related
disclosures. These changes became effective dahtke month period ending June 30, 2009. Thptamoof this guidance changed certain financial
statement disclosures but did not materially im3a¢A’s financial condition, results of operatiort, cash flows. See Note 23 for related disclosures

The following accounting standards have been isduetdas of September 30, 2009, were not effeanahad not been adopted by TVA.

Business CombinationsIn December 2007, FASB issued guidance thatgdgmthe accounting for business combinations. dgligance
establishes principles and requirements for det@ngihow an enterprise recognizes and measurdaithealue of certain assets and liabilities acgdiin a
business combination, including non-controllingeietsts, contingent consideration, and certain aedwontingencies. The guidance also requires
acquisition-related transaction expenses and isting costs to be expensed as incurred ratherdapitalized as a component of the business
combination. In April 2009, FASB issued additiogaidance to amend and clarify the initial recognition andasagrement, subsequent measurement and
accounting, and related disclosures arising frontingencies in a business combination . The prowssof these changes are effective as of the begin
of an entity’s first fiscal year that begins onadter December 15, 2008. Early adoption is praaibi This guidance became effective for TVA as of
October 1, 2009. TVA expects that these changeklémpact the accounting for any businesses aedufter the effective date of these pronouncements

Noncontrolling Interests In December 2007, FASB issued guidance thabdhices significant changes in the accounting faicnatrolling
interests (formerly minority interests) in a pditisowned consolidated subsidiary. The guidanse @hanges the accounting for and reporting for the
deconsolidation of a subsidiary. The guidanceireguhat a noncontrolling interest in a consokdisubsidiary be displayed in the consolidateestant
of financial position as a separate component aftgg The guidance also requires that earninggbated to the noncontrolling interests be repodsgart
of consolidated earnings, and requires disclosfiteepattribution of consolidated earnings to tbateolling and noncontrolling interests on the faf¢he
consolidated income statement. These changes leeeffctive for TVA as of October 1, 2009. TVA exps that these changes could impact the
accounting for any noncontrolling interests acqliaéter the effective date of this pronouncement.
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Employers Disclosures about Postetirement Benefit Plan Assetsin December 2008, FASB issued guidance that chaemmgdoyers’
disclosures about post - retirement benefit plaei@ss The guidance requires that an employerasiedhe following information about the plan assgts
information regarding how investment allocationidens are made; (2) the major categories of ptae®s; (3) information about the inputs and vatunmati
techniques used to measure fair value of the @aats; (4) the effect of fair value measurementgyusignificant unobservable inputs on changedan p
assets for the period; and (5) significant conegitns of risk within plan assets. These changi#de effective for fiscal years ending after Dedger 15,
2009, with early application permitted. At init@fioption, application of these changes would eatelgjuired for earlier periods that are presernted f
comparative purposes. TVA is currently evaluatimg potential impact of adopting these changessodisclosures in the financial statements. The
adoption of this guidance is not expected to mallgrimpact TVA's financial position, results of e@tions, or cash flows.

Transfers of Financial Assetsln June 2009, FASB issued guidance regardinguatting for transfers of financial assets. Thiglgnce eliminate
the concept of a qualifying special-purpose er{tiSPE”) and subjects those entities to the sammsaalation guidance as other VIEs. The guidance
changes the eligibility criteria for certain tran8ans to qualify for sale accounting and the actimg for certain transfers. The guidance alsatdishes
broad disclosure objectives and requires exterspeeific disclosure requirements related to thesfiers. These changes will become effective foATot
any transfers of financial assets occurring onftar &ctober 1, 2010. TVA is currently evaluatithg potential impact of the requirements of thiglgnce
on its financial position, results of operationasic flows, and disclosures in its financial statetsie

Variable Interest Entities In June 2009, FASB issued guidance that chatigesonsolidation guidance for VIEs. The guidaeli@inates the
consolidation scope exception for QSPEs. Thersi@té amends the triggering events to determine @rdity is a VIE, establishes a primarily qualitat
model for determining the primary beneficiary o MIE, and requires ogeing assessment of whether the reporting entittydgprimary beneficiary. The
changes will become effective for TVA on Octobe2@10, and will apply to all entities determineco®VIEs as of and subsequent to the date of
adoption. TVA is currently evaluating the potehimpact of the requirements of these changessfiniancial position, results of operations, cdst§,
and disclosures in its financial statements.

Fair Value Measurements of Liabilitiesin August 2009, FASB issued guidance regardaiigvialue measurements of liabilitiesThe guidance
clarifies how the fair value of a liability shoulbet measured when a quoted price in an active méoké#te identical liability either is or is not
available. Additionally, the guidance clarifieswhto consider a restriction when estimating the ¥aiue of a liability and the appropriate levethin the
fair value disclosure hierarchy in which the vasaneasurement techniques result. These chanddsewaime effective for TVA beginning with the
financial statements issued for the three montlngnDecember 31, 2009. TVA is currently evalugtihe potential impact of the requirements of these
changes on its financial position, results of opers, cash flows, and disclosures in its finanstatements.

Fair Value Measurements of Investments September 2009, FASB issued guidance reggifdin value measurements for certain alternative
investments, such as interests in hedge fundsaterequity funds, real estate funds, venture ddpitas, offshore fund vehicles, and funds of fundée
guidance allows reporting entities to use net asslele per share to estimate the fair value ofdliegestments as a practical expedient. The guoelaiso
requires disclosures by major category of investrabout the attributes of the investments, sudhasature of any restrictions on the investorigtgato
redeem its investments at the measurement datejrdagded commitments, and the investment stragagfiéhe investees. The new guidance will become
effective for TVA beginning with the financial séaments issued for the three months ending Dece81h&2009. TVA is currently evaluating the potehtia
impact of these changes on its financial positiesults of operations, cash flows, and disclosimrés financial statements.

Legislative and Regulatory Matters
Proposed Legislation and Regulation

On January 14, 2009, Representative Nick J. Ré&foafl West Virginia introduced H.R. 493, a bill whigvould direct the Secretary of the Interior
to promulgate regulations concerning the storagedisposal of coal ash. This bill draws on theutatpry model for impoundments that is used for coa
slurry management under the Surface Mining Coratnal Reclamation Act of 1977. TVA understands thgthis time, further action on this bill has been
postponed awaiting issuance of new federal reguiatby the EPA. Additional regulatory and legiskatproposals to regulate coal combustion product
facilities are possible.
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On June 26, 2009, the House of Representativeg@at®R. 2454, the American Clean Energy and SgcAgt of 2009. This bill is a
comprehensive energy and climate change billmbgr impact would be the establishment of new irequents for the reduction of GHG emissions from a
wide-range of sources, including electric utilitiddnder a new “cap and trade” program, allowaneesld be provided directly to retail electric suipps,
with requirements on such suppliers to utilize salbbwances in a manner that would minimize the matpacts on their retail customers.

H.R. 2454 would also establish a Federal Combirfédiéncy and Renewable Electricity Standard (“CERJE under which covered retail electric
utilities would be required to meet a qualifyingiesvable energy/energy efficiency percentage ofe&d@gnt by CY 2020. As presently drafted, the CERES
would apply to TVA with respect to its sales todisectly-served customers and to the larger distars of TVA power. In addition, on June 17, 200
Senate Energy and Natural Resources Committeecagpa original committee bill S.1462, supporteddogh Chairman Jeff Bingaman and Ranking
Member Lisa Murkowski, which would establish a gfyaig renewable electricity/energy efficiency pentage of 15 percent by CY 2021. Like its House
counterpart, the Senate version would apply to TMih respect to its sales to its directly-servedtomers and to the larger distributors of TVA power

In a similar effort to address GHG and climate deissues, on November 5, 2009, the Senate Envannand Public Works Committee ordered
S.1733, the Clean Energy Jobs and American Poweité\be reported to the Senate. This bill is expe to be further revised before being considesed
the Senate as a whole.

On April 24, 2009, the EPA published a proposahwviito distinct findings regarding GHGs under theACAThe EPA is proposing to find that the
current and projected concentrations of six key Gif@he atmosphere threaten the public healthagithre of current and future generations. This is
referred to as the endangerment finding. The EPirther proposing to find that the combined eioiss of GHGs from new motor vehicles and motor
vehicle engines contribute to the atmospheric coinaons of the key GHGs and hence to the threalimate change. This is referred to as the cause
contribute findings. If the EPA proposals becomalf these findings would allow regulation of G@nd other GHGs under the CAA and would require

EPA to issue emissions limits for GHGs from autortesband light trucks. The endangerment findingimsilar to findings that trigger regulation of eth
sources, including stationary sources such asrigliégtgenerating facilities, and could lead to uéggion of GHG emissions from electric generatiagilities
and other sources.

For a discussion of additional environmental leggieh and regulation, see Item 1, Busines&nvironmental Matters

TVA cannot accurately predict whether the initiaswiscussed above will become law in the futuck drso, in what form and what their impact
would be on TVA. Moreover, given the nature of kbgislative process, it is possible that new liegisn or a change to existing legislation that has
significant impact on TVA's activities could becorasv with little or no advance notice. As a fedematity, the very nature of TVA can be changed by
legislation. For a discussion of the potential aoipof legislation and regulation on TVA, see ItéA Risk Factors in this Annual Report.

Environmental Matters

See Item 1, Business Environmental Matters ,which discussion is incorporated into this ItenManagement’s Discussion and Analysis of
Financial Condition and Results of Operations.

Legal Proceedings

From time to time, TVA is party to or otherwise aived in Legal Proceedings that have risen in titénary course of conducting its activities, i
result of catastrophic events or otherwise. Thegml Proceedings include the matters discussélbia 20— Legal Proceedingand Note 23 . TVA had
accrued approximately $16 million and $46 millioithwespect to the Legal Proceedings describedoie I90— Legal Proceedingsnd Note 23 , as of
September 30, 2009, and 2008, respectively, asasddss than $1 million as of September 30, 2808,$5 million as of September 30, 2008, with respe
to other Legal Proceedings that have arisen imtmary course of TVA's business. No assurancelbamagiven that TVA will not be subject to signéitt
additional claims and liabilities. If actual lidities significantly exceed the estimates made, T8/ sults of operations, liquidity, and financtaindition
could be materially adversely affected.

For a discussion of TVA'’s current Legal Proceedjrsge Note 20 —kegal Proceedingand Note 23 , which discussions are incorporattmthis
Iltem 7, Management’s Discussion and Analysis ofiRgial Condition and Results of Operations
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Risk Management Activities

TVA is exposed to various market risks. These matrisks include risks related to commodity prigasestment prices, interest rates, currency
exchange rates, inflation, and counterparty cnéskt To help manage certain of these risks, T\&4& bntered into various derivative transactions,
principally commaodity option contracts, forward ¢@ctts, swaps, swaptions, futures, and optionsibmds. Other than certain derivatives instrumenits
investment funds, it is TVA'’s policy to enter inttoese derivative transactions solely for hedgingppses and not for speculative purposes. See Noter
more information regarding TVA's derivative transans.

Risk Governance

The Enterprise Risk Council (“‘ERC") was create@@05 to strengthen and formalize TVA's enterprigde risk management efforts. The ER(
responsible for the highest level of risk oversighTVA and is also responsible for communicatintgeprise-wide risks with policy implications toeth
TVA Board or a designated TVA Board committee. HRC'’s current members are the president and elxiedutive officer (chair), the chief financial
officer and chief risk officer, the chief operatinfficer, the General Counsel, and a designatexseptative from the Office of the Inspector Gehera
(“OIG”) as an advisory member.

The ERC has established a subordinate Risk Manage®teering Committee (“RMSC”). The RMSC is resgibte for (1) reviewing risk
management policies to ensure their consistendy WitA’s Enterprise Risk Management (“ERMgplicies and guidelines, (2) reviewing StrategicsBes:
Unit risks and emerging issues, (3) providing exeeuguidance and support in enterprise risk assests and risk management plans, (4) recommending
enterprise risks for approval to the ERC, (5) regmnding general risk management processes and duodtigies for the enterprise, and (6) sponsoring
special projects related to cross-functional risknagement activities.

TVA has a designated ERM organization within itedficial Services organization, responsible forcfrdinating risk assessment efforts at TVA
organizations, (2) facilitating enterprise riskalissions with the risk subject matter expertshalRMSC, ERC, and TVA Board levels, and (3) devielpp
and improving risk governance structure and riseasment processes and methodologies.

TVA has cataloged major short-term and long-tertegmise level risks across the organization. Awssion of significant risks is presented in
Item 1A, Risk Factors. ERM is an on-going effarf&A. As such, it will continue to evolve in a maer intended to best support TVA's mission.

Commodity Price Risk

TVA is exposed to effects of market fluctuationghie price of commaodities that are critical todtserations, including coal, uranium, natural gas,
fuel oil, crude oil, construction materials, emissallowances, and electricity. TVA’s commodityqerrisk is substantially mitigated by its cditsed rates
including its automatic FCA mechnism. To manag#t eolatility for its wholesale and direct-servagstomers, TVA has established a Financial Trading
Program (“FTP”). Under the FTP, TVA currently hedghe risks associated with the price of natuaal éuel oil, and crude oil. TVA is prohibited fno
taking speculative positions in its FTP.

In its previous SEC reports, TVA used value at ((84aR") as a measure of commodity price risk. Whhe VaR approach is a reasonable
approach for measuring the risks of portfolios &t primarily speculative in nature, it is lesfoimative when used to measure the risks of hedging
programs. Given that (1) TVA has a policy of noteging into speculative commodity positions angdT?2A’s exposure to commodity prices is
substantially mitigated by its cost-based ratedyiling its automatic FCA mechanism, TVA is disdéoning the use of VaR in this Annual Report and in
future SEC reports in favor of a sensitivity anaysf its commodity positions in its FTP.

Following is a discussion of the impact on the eadfi TVA’s natural gas, fuel oil, and crude oil dative positions in its FTP that would result
from hypothetical changes in commodity prices:

Natural Gas. A hypothetical 10 percent decline in market prioE3VA'’s natural gas trading derivative instrumeassof September 30, 2009,
2008, and 2007, would have resulted in a decrefaapproximately $94 million, $73 million, and $14llon, respectively, in the fair value of these
instruments on these dates. The $21 million mseegfrom September 30, 2008, to September 30, 2688ted primarily from an increase in physical
volumes hedged of 63 million mmBtu. The $59 millincrease from September 30, 2007, to Septemhe208B, resulted primarily from an increase in
physical volumes hedged of 66 million mmBtu.
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Fuel Oil. A hypothetical 10 percent decline in market price3VA'’s fuel oil trading derivative instruments as of ®ember 30, 2009, would ha
resulted in a decrease of approximately $13 miliiothe fair value of these instruments on thiedas of September 30, 2008 and 2007, TVA hadueb f
oil trading derivative instruments outstanding.

Crude Oil. A hypothetical 10 percent decline in market prio€$VA's crude oil derivative instruments as of Sapber 30, 2009, would have
resulted in a decrease of approximately $5 milifothe fair value of these instruments on this das of September 30, 2008 and 2007, TVA had nder
oil trading derivative instruments outstanding.

Investment Price Risk

TVA's investment price risk relates primarily toviestments in TVA's NDT, asset retirement trust, pedsion plan.
Nuclear Decommissioning Trust

The nuclear decommissioning trust is generallyglesil to achieve a return in line with overall eguitarket performance. The assets of the trust
are invested in debt and equity securities andhitederivative instruments including forwards, fts, options, and swaps, and through these invaestme
the trust has exposure to U.S. equities, internatiequities, real estate investment trusts, highdydebt, U.S. Treasury inflation-protected setesi
commodities, and currencies. As of September 809 2nd 2008, an immediate 10 percent decrease iprice of the investments in the trust would have
reduced the value of the trust by $84 million a88 #illion, respectively. The $1 million decreassulted from a decrease in the value of the imvests
in the trust from $845 million at September 30, 200 $838 million at September 30, 2009. See [MeManagement’s Discussion and Analysis of
Financial Condition and Results of OperationgGsitical Accounting Policies and Estimates — NuclB@commissioningor more information regarding
TVA's NDT .

Asset Retirement Trust

The ART is presently invested to achieve a retarinie with fixed income market performance. Theeds of the trust are invested in fixed income
securities directly and indirectly through commdjfunds. As of September 30, 2009 and 2008, amenimte 10 percent decrease in the price of the
investments in the trust would have reduced theevaf the trust by $12 million and $8 million, resgively. The $4 million increase resulted from an
increase in the value of the investments in thsttinom $81 million at September 30, 2008, to $ifllion at September 30, 2009.

Pension Fund

The assets in TVA’s pension plan are primarily ksoand bonds. TVARS targets an asset allocatitinypfor its pension plan assets of 45 percent
equity securities including U.S. and non U.S. @g8jt40 percent fixed income securities, and 15qreralternative investments including private gqui
private real estate, distressed debt, and timbke pension plan assets are invested in equityiiesydebt securities, U.S. equities, internagicequities,
real estate investment trusts, private real edfiatbger, investment-grade debt, high-yield deb& Ulreasury inflatiorprotected securities, commodities, i
currencies. Derivative instruments such as futwptons, swaps, and forwards may be used to@addjust exposure to asset classes, but may notdue
to leverage the portfolio. As of September 30,280d 2008, an immediate 10 percent decrease wathe of the investments in the fund would have
reduced the value of the fund by approximately $&@0on and $622 million, respectively. The $38linn decrease resulted from a decrease in theeval
of the investments in the pension fund from $616oi at September 30, 2009, to $6.2 billion at t8eghber 30, 2008. See Item 7, Managensebiscussior
and Analysis of Financial Condition and Result©glerations —Critical Accounting Policies and Estimates Pension and Other Post - retirement
Benefitsand Note 18 for additional information regarding A'¥ pension fund.

Interest Rate Risk

TVA's interest rate risk is related primarily t@ ishort-term investments, Bonds, swaption transactind interest rate swaps related to three of
TVA’s swaption transactions.

Short-Term Investments

At September 30, 2009, TVA had $201 million of casld cash equivalents, and the average balan@sbfand cash equivalents for 2009 was
$471 million. The average interest rate that T\é8aived on its shoterm investments during 2009 was less than 1 perdéthe rates of interest that T\
received on its short-term investments during 28@ge zero percent, TVA would have received appraxély $3 million less in interest from its shortrte
investments during 2009. At September 30, 2008\ Tield $213 million of cash and cash equivalentd, tae average balance of cash and cash equivalent
for 2008 was $357 million. If the rates of intaréisat TVA received on its short-term investmentsirng 2008 had been one percentage point lowerttign
rates of interest that TVA actually received orsth@évestments, TVA would have received approxiigaié million less in interest from its short-term
investments during 2008. In addition to affectihg amount of interest that TVA receives from hisrs-term investments, changes in interest ratagico
affect the value of TVA's investments in its pemsfand, asset retirement trust, and nuclear decasioning trust. See Item 7, Management'’s Discuassio
and Analysis of Financial Condition and Result©glerations —Risk Management Activities — Investment Price Risk
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Debt Portfolio

Short-Term Debt At September 30, 2009, TVA'’s short-term borroggmwere $844 million, and the current maturitiefoofy-term debt were $8
million. Based on TVA's interest rate exposuré&aptember 30, 2009, an immediate one percentageipoiease in interest rates would result in an
increase of $9 million in TVA's short-term interestpense during 2010. This calculation assumeshbkabalance of shoterm debt during 2010 equals 1
short-term debt balance at September 30, 2009 goiwnount representing the refinancing of cumestiirities of long-term debt. At September 30,800
TVA's short-term borrowings were $185 million, atieé current maturities of long-term debt were $ililon. Based on TVA's interest rate exposure at
September 30, 2008, an immediate one percentageiporease in interest rates would have resuttezhiincrease of $22 million in TVA's short-term
interest expense during 2009. This calculationmss that the balance of short-term debt durin@2@fualed the short-term debt balance at Septedther
2008, plus an amount representing the refinancirigiwent maturities of long-term debt. The $13liom decrease from September 30, 2008, to Septembe
30, 2009, resulted primarily from a reduction ie timount of current maturities of long term-deltstanding as of September 30, 2009, as compared to
September 30, 2008, partially offset by an increagbe amount of short-term borrowings outstanding

Long-Term Debt. At September 30, 2009 and 2008, the interess$ i@teall of TVA's outstanding long-term debt webeefl. Accordingly, an
immediate one percentage point increase in intea¢ss would not have affected TVA's interest exgeeassociated with its long-term debt. When TVA'’s
long-term debt matures or is redeemed, however, Tically refinances this debt by issuing addidblong-term debt. Accordingly, if interest rate®
high when TVA issues this additional long-term dabdtA’s cash flows, results of operations, and finarmaldition may be adversely affected. This ris
somewhat mitigated by the fact that TVA'’s debt fadi is diversified in terms of maturities and hafong average life. As of September 30, 2009 and
2008, the average life of TVA's debt portfolio whB.5 years and 15.8 years, respectively. A scleeoful' VA’s debt maturities is contained in Note 10.

Swaption and Interest Rate Swap Agreements

Changes in interest rates also affect the markddket valuation of TVA’s swaption agreement anetiest rate swaps. Net unrealized gains and
losses on these transactions are reflected on TBAlance Sheets in a regulatory asset accountieatided gains and losses are reflected in
earnings. Based on TVA's interest rate exposufeeatember 30, 2009, an immediate one percentagedszrease in interest rates would have increased
the interest rate swap liabilities by $151 milliobue to the low interest rate environment andridueire of the swaption, a full percentage pointrease in
rates could not be used to determine the chantfesiawaption liability . However, an immediatedzse of almost half a percentage point in intestes
would have increased the swaption liability by $Tdilion at September 30, 2009 .

Based on TVA'’s interest rate exposure at Septerd®eP008, an immediate one percentage point dexinasterest rates would have increased
the interest rate swap liabilities by $124 milland would have increased the swaption liability@29 million. The larger increases in interest @vap
liabilities and swaption liabilities at Septemb&; 2009, as compared to September 30, 2008, rduitmarily from the interest rate levels and thayse of
the yield curve on these dates.

Currency Exchange Rate Risk

As of September 30, 2009 and 2008, TVA had thregeis of Bonds outstanding whose principal andastggayments were denominated in Bri
pounds sterling. TVA issued these Bonds in amoahf200 million, £250 million, and £150 million 1099, 2001, and 2003, respectively. When TVA
issued these Bonds, it hedged its currency exchaaigeisk by entering into currency swap agreesieAccordingly, as of September 30, 2009 and 2808,
10 percent change in the British pound sterling-d@lar exchange rate would not have had a maier@act on TVA's cash flows, results of operations
financial position.
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Credit Risk

Credit risk is the exposure to economic loss thatilel occur as a result of a counterparty’s nonperémce of its contractual obligations. Where
exposed to credit risk, TVA analyzes the countdypafinancial condition prior to entering into agreement, establishes credit limits, monitors the
appropriateness of those limits, as well as anygés in the creditworthiness of the counterpartaimmongoing basis, and employs credit mitigation
measures, such as collateral or prepayment arragerand master purchase and sale agreementgjgatencredit risk.

Credit of Customers

The majority of TVA's credit risk is limited to tde accounts receivable from delivered power sal@sunicipal and cooperative distributor
customers, all located in the Tennessee ValleyoregiTo a lesser extent, TVA is exposed to craslit from industries and federal agencies direatiywed
and from exchange power arrangements with a sraadber of investor-owned regional utilities relateckither delivered power or the replacement ofhope
positions of longer-term purchased power or fuekaments. As previously mentioned in Item 1, Besisn—Customers — Other Customengower sales
to USEC represented 5 percent of TVA's total opegatevenues in 2009. USEC'’s senior unsecuredtai@ihgs are currently ‘CCC’ by Standard &
Poor’s and ‘Caal’ by Moody’s Investors Service. adgsult of USEC’s credit ratings, it has provideedit assurance to TVA under the terms of its @ow
contract.

TVA had concentrations of accounts receivable femven customers that represented 41 percent aperdént of total accounts receivable as of
September 30, 2009 and 2008, respectively.

The table below summarizes TVA'’s customer credit from trade accounts receivable as of Septemhe2(®9 and 2008:

Customer Credit Risk
As of September 30

2009 2008
Trade Accounts Receivablet
Investment grad
Municipalities and cooperative distributor tarsers $ 79C % 86€
Exchange power arrangeme 2 4
Industries and federal agencies directly s 26 46
Internally ratec- investment grad
Municipalities and cooperative distributor tamers 417 43C
Industries and federal agencies directly st — 3
Nor-investment grad
Industries and federal agencies directly st 5 20
Internally ratec- nor-investment grad
Exchange power arrangeme — 1
Industries and federal agencies directly srve 9 9
Subtota 1,24¢ 1,381
Other Accounts Receivable
Miscellaneous accoun 56 26
Provision for uncollectible accounts (2) (2)
Subtotal 54 24
Total $ 130: $ 1,40¢
Note

(1) Includes unbilled power receivables of $940iar and $1.0 billion in 2009 and 2008,
respectively

Credit of Other Counterparties
In addition to being exposed to economic loss dube nonperformance of TVA's customers, TVA is@s@d to economic loss because of the
nonperformance of its other counterparties, inelgdiuppliers and counterparties to its derivativetiacts. Where exposed to performance risk, TVA

analyzes the counterparty’s financial conditioroptd entering into an agreement and employs pmadace assurance measures, such as parent guarantee
letters of credit, cash deposits, or performanaalbpto mitigate the risk.
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TVA has various agreements under which it has exgot® various institutions with which it does lmess. Most of these are not material on a net
exposure basis. Policies and procedures for coparty credit review have generally protected T\WRaiast significant exposure to institutions in poor
financial condition due to current market and ecoitoconditions.

Credit of Suppliers. If one of TVA's fuel or purchased power suppliéa#s to perform under the terms of its contraghWw VA, TVA might lose
the money that it paid to the supplier under thetreat and have to purchase replacement fuel oepow the spot market, perhaps at a significangidr
price than TVA was entitled to pay under the cacttrdn addition, TVA might not be able to acquieplacement fuel or power in a timely manner ancs th
might be unable to satisfy its own obligations &hiwker power. As mentioned in Item 1, BusinesPewer Supply — Purchased Power and Other
Agreement, TVA has a power purchase agreement with Chodbtavetxpires on March 31, 2032. Choctaw’s senious credit ratings are currently
‘BB’ by Standard & Poor’s and ‘Ba3’ with Moody’s Westors Service. As a result of Choctawtedit ratings, the company has provided cresditicance t
TVA, per the terms of its agreement.

Credit of Derivative CounterpartiesTVA has entered into derivative contracts for hedgdurposes, and TVA’s NDT and pension fund have
entered into derivative contracts for investmenppses. If a counterparty to one of T\6Aledging transactions defaults, TVA might incurstantial cost
in connection with entering into a replacement heglgransaction. If a counterparty to the derivattontracts into which the NDT and the pensiordfun
have entered for investment purposes defaultsyahee of the investment could decline significanty perhaps become worthless.

Credit of TVA

A downgrade in TVA's credit rating could have maeadverse effects on TVA's cash flows, resultspérations, and financial condition and
would harm investors in TVA securities. Among attténgs, a downgrade could have the following etfe

» A downgrade would increase TVainterest expense by increasing the interest thggsT VA pays on debt securities that it issu@s.increas
in TVA's interest expense would reduce the amount of @eaitable for other purposes, which could resulhia need to increase borrowir
to reduce other expenses or capital investments, iocrease electricity rate

» A downgrade could result in TVA having to post didial collateral under certain physical and finahcontracts that contain rating trigge

» A downgrade below a contractual threshold could/@né TVA from borrowing under two credit facilitiéstaling $2.0 billion

« A downgrade could lower the price of TVA securitiasthe secondary market, thereby hurting investane sell TVA securities after t
downgrade and diminishing the attractiveness andetability of TVA Bonds.

For a discussion of factors that could lead towrdgrade in TVA's credit rating, see Item 1A, Riskdkors.
Subsequent Events

See Note 23, which discussion is incorporatedtini®ltem 7, Management’s Discussion and Analy§Bioancial Condition and Results of
Operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Quantitative and qualitative disclosures aboutk®risk are reported in Item 7, Management’s Déstan and Analysis of Financial Condition

and Results of Operatiors Risk Management Activitiesvhich discussion is incorporated into this IteAy Quantitative and Qualitative Disclosures Ak
Market Risk.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

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

(in millions)

Operating revenues
Sales of electricit
Municipalities and cooperativ:
Industries directly serve
Federal agencies and ot
Other revenue
Operating revenue
Revenue capitalized during pre-commercial plantaipens
Net operating revenue

Operating expense:

Fuel and purchased pow

Operating and maintenan
Depreciation, amortization, and accret
Tax equivalents

Total operating expens:

Operating income

Other income, ne

Unrealized gain on derivative contracts,

Interest expense

Interest on debt and leaseback obligati

Amortization of debt discount, issue, and reacgjoisicosts,
net

Allowance for funds used during construction andlear fuel
expenditures

Netinterest expense

Net income

2009 2008 2007
$ 964/ $  865¢ 7,847
1,367 1,472 1,221
131 121 112
11¢ 13C 14€
11,25t 10,38: 9,32¢
- - €Y
11,25t 10,38: 9,26¢
4,74 4,17¢€ 3,44¢
2,39t 2,307 2,35¢
1,59¢ 1,22¢ 1,47¢
544 491 451
9,28: 8,19¢ 7,72¢€
1,97¢ 2,18 1,54
25 9 71
— — 41
1,29 1,37¢ 1,39
20 20 19
(40 17 (177)
1,27: 1,37€ 1,23
$ 726 $ 817 422

The accompanying notes are an integral part oktfinancial statement
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TENNESSEE VALLEY AUTHORITY
BALANCE SHEETS

At September 30
(in millions)
ASSETS
2009 2008

Current assets
Cash and cash equivalel $ 201 % 213
Restricted cash and investme — 10€
Accounts receivable, n 1,302 1,40¢
Inventories and other, net 961 77¢
Total current asse 2,46¢ 2,50z
Property, plant, and equipment
Completed plan 41,28t¢ 40,07¢
Less accumulated depreciation (18,08¢) (16,987)
Net completed plar 23,20( 23,09¢
Construction in progres 2,60( 1,892
Nuclear fuel and capital leas 961 791
Total property, plant, and equipment, 26,76 25,77¢
Investment funds 983 95€
Regulatory and other lon¢-term assets
Deferred nuclear generating ur 2,347 2,73¢
Other regulatory assets 7,281 4,16¢

Subtota 9,63¢ 6,904
Other long-term assets 174 99t
Total regulatory and other long-term assets 9,80¢ 7,89¢
Total assets $ 40,017 $ 37,13]

LIABILITIES AND PROPRIETARY CAPITAL

Current liabilities
Accounts payable and accrued liabilit $ 2,10¢ $ 1,332
Environmental cleanup cos- Kingston ash spil 34¢€ -
Collateral funds hel - 103
Accrued interes 401 441
Current portion of leaseback obligatic 463 54
Current portion of energy prepayment obligati 10E 10€
Shor-term debt, ne 844 18E
Current maturities of long-term debt 8 2,03(
Total current liabilities 4,271 4,252
Other liabilities
Other liabilities 4,80t 3,514
Regulatory liabilities 13C 86C
Environmental cleanup cos- Kingston ash spil 354 -
Asset retirement obligatior 2,68¢ 2,31¢
Leaseback obligatior 94C 1,29¢
Energy prepayment obligations 822 927
Total other liabilities 9,73¢ 8,91¢
Long-term debt, net 21,78¢ 20,40«
Total liabilities 35,79¢ 33,57
Commitments and contingencie(Note 20)
Proprietary capital
Appropriation investmer 4,702 4,72:
Retained earning 3,291 2,571
Accumulated other comprehensive | (75) (37)
Accumulated net expense of stewardship programs (3,707) (3,699
Total proprietary capital 4,21¢ 3,56:
Total liabilities and proprietary capital $ 40,017 $ 37,13

The accompanying notes are an integral part oktfinancial statement
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CASH FLOWS
For the years ended September 30

(in millions)

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net caskigsea by

operating activitie:
Depreciation, amortization, and accret
Nuclear refueling outage amortizati
Amortization of nuclear fue
Nor-cash retirement benefit exper
Net unrealized gain on derivative contre
Prepayment credits applied to reve
Fuel cost adjustment defer

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

Pension contribution

Refueling outage cos

Environmental cleanup cos Kingston ash spil

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 of investmer
Loans and other receivabl
Advance:
Repayment
Other, net
Net cash used in investing activiti

Cash flows from financing activities
Long-term debt

Issues

Redemptions and repurcha
Shor-term debt issues (redemptions),
Proceeds from sale/leaseback financ
Payments on leases and leaseback finar
Financing costs, nt
Payments to U.S. TreasL
Other

Net cash provided by (used in) financing activi

Net change in cash and cash equival

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of ye:

See Note 16 for supplemental cash flow information.

2009 2008 2007
72€ 817 $ 427
1,61¢ 1,24¢ 1,49:
122 107 86
21€ 18¢ 137
14¢€ 145 201
— — (41)
(108) (108) (105)
85C 127 (150)
90 (59 (144)
(182) (13¢) (98)
72 (89) 10z
(40) 35 4
(1,005) (165) (75)
(12¢) (150) (96)
(231) — —
(8) 2 51
2,141 1,957 1,78¢
1,77 (1,506) (1,379
— (46€) (111)
(432) (322) (203)
17) 25 48
(42) (39 (49)
(13 (6) (16)
11 13 16
1) 4 3
(2,265) (2,299 (1,686)
2,36¢ 2,10t 1,04(
(2,872 (68¢) (470)
65¢ (1,237) (955)
104 32E -
(79 (43 (37)
(39 (32 (17)
(33 (40) (40)
(1) 1 -
112 39C (479
(12 48 (371)
217 165 53€
201 212§ 165

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

(in millions)
Accumulated
Net Expense
Accumulated Other of
Appropriation Retained Comprehensive Incom: Stewardship Comprehensive
Investment _Earnings_ (Loss) Programs Total Income (Loss)
Balance at September 30, 20C $ 4,76 $ 1,34¢ $ 43 $ (3,679 $ 2,48:
Net income (loss - 434 - (11) 42 $ 427
Return on Power Facility Appropriati
Investmen - (20) - - (20) -
Accumulated other comprehensive i - - (62 - (62 (62
Return of Power Facility Appropriatic
Investment (20) — — — (20) —
Balance at September 30, 20C $ 4,74 ¢ 1,76: ¢ (19 g (3,689 ¢ 2,80 % 361
Net income (loss - 82¢ - (11) 817 $ 817
Return on Power Facility Appropriati
Investmen - (20) - - (20) -
Accumulated other comprehensive i - - (18) - (18) (18)
Return of Power Facility Appropriatic
Investment (20) — — — (20) —
Balance at September 30, 20C $ 4,72% ¢ 2,571 ¢ BN g (3699 ¢ 3,56t $ 79¢
Net income (loss - 73¢ - (7) 72€ $ 72€
Return on Power Facility Appropriati
Investmen - (13) - - (13) -
Accumulated other comprehensive i - - (38) - (38) (39
Return of Power Facility Appropriatic
Investment (20) — — — (20) —
Balance at September 30, 20C $ 4,70 $ 3,291 $ (75 $ (3,700 $ 4,21t $ 68€

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

Note No. Page
No.
1 Summary of Significant Accounting Polici 85
Impact of New Accounting Standards and 91
2 Interpretation:
3 Accounts Receivabl 94
4 Completed Plar 94
5 Other Lon-Term Assett 95
6 Regulatory Assets and Liabilitie 95
7 Kingston Fossil Plant Ash Sp 98
8 Other Lon¢-Term Liabilities 99
9 Asset Retirement Obligatior 99
10 Debt 10C
11 Seven States Power Corporation Obliga 10€
Risk Management Activities and Derivative 107
12 Transaction:
13 Fair Value Measuremen 114
14 Proprietary Capite 118
15 Other Income, Ne 12C
16 Supplemental Cash Flow Informati 12C
17 Variable Interest Entitie 12C
18 Benefit Plan: 12C
19 Asset Acquisitions and Dispositio 12¢
20 Commitments and Contingenci 12¢
21 Related Partie 13¢€
22 Unaudited Quarterly Financial Informatit 13¢
23 Subsequent Even 13¢

1. Summary of Significant Accounting Policies
General

In response to a proposal by President FrankliR@sevelt, in 1933, the U.S. Congress created ¢énedssee Valley Authority (“TVA”), a
government corporation . TVA was created, amdhgrthings, to improve navigation on the Tennesgtiger, reduce the damage from destructive flood
waters within the Tennessee River System and dogarston the lower Ohio and Mississippi Rivers,Hartthe economic development of TVA's service
area in the southeastern United States, and sedllfittricity generated at the facilities TVA ofgema

Today, TVA operates the nation’s largest public poaystem and supplies power in most of Tennessgthern Alabama, northeastern
Mississippi, and southwestern Kentucky and in podiof northern Georgia, western North Carolina, southwestern Virginia to a population of nearly
nine million people .

TVA also manages the Tennessee River and its #ilast — the United States’ fifth largest river gyst— to provide, among other things, year-
round navigation, flood damage reduction, and dfbie and reliable electricity. Consistent withsh primary purposes, TVA also manages the river
system to provide recreational opportunities, adégwater supply, improved water quality, and ecoicalevelopment.

The power program has historically been separatedatinct from the stewardship programs. It iguieed to be self-supporting from power
revenues and proceeds from power financings, ssighaceeds from the issuance of bonds, notes, thed evidences of indebtedness (“BondsAJthough
TVA does not currently receive congressional appabions, it is required to make annual paymenthé&U.S. Treasury in repayment of, and as a reiny
the government’s appropriation investment in TVAwveo facilities (the “Power Facility Appropriatiomvestment”). In the 1998 Energy and Water
Development Appropriations Act, Congress directd@To fund essential stewardship activities relai@its management of the Tennessee River system
and TVA properties with power funds in the everttthere were insufficient appropriations or otheailable funds to pay for such activities in aisgél
year. Congress has not provided any appropriatmi®/A to fund such activities since 1999. Consantly, during 2000, TVA began paying for essential
stewardship activities primarily with power revesue
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with the remainder funded with user fees and ofitvens of revenues derived in connection with thaskvities. These activities related to stewargshi
properties do not meet the criteria of an operasiegment under GAAP. Accordingly, these assetpamgerties are included as part of the power ogr
TVA's only operating segment.

Power rates are established by the TVA board efctlirs (“TVA Board”) as authorized by the Tennesgakey Authority Act of 1933as
amended 16 U.S.C. 88§ 831-831ee (as amended, the “TVA)AcThe TVA Act requires TVA to charge rates fomg that will produce gross revenues
sufficient to provide funds for operation, mainteoe, and administration of its power system; paymtmstates and counties in lieu of taxes; detvice
on outstanding indebtedness; payments to the Ueastry in repayment of and as a return on the PBaility Appropriation Investment; and such
additional margin as the TVA Board may consideiirdé$e for investment in power system assets,aetént of outstanding Bonds in advance of maturity,
additional reduction of the Power Facility Appragion Investment, and other purposes connectedWih's power business. In setting TVA's rates, the
TVA Board is charged by the TVA Act to have dueaefjfor the primary objectives of the TVA Act, inding the objective that power shall be sold ats
as low as are feasible. Rates set by the TVA Baegdhot subject to review or approval by any stateederal regulatory body.

Fiscal Year
Unless otherwise indicated, years (2009, 2008) etter to TVA's fiscal years ended September 30.
Cost-Based Regulation

Under GAAP, TVA is entitled to use regulatory acating. TVA'’s Board is authorized by the TVA Act to set ratsgower sold to its custome
thus, TVA is “self regulated.” Additionally, TVA regulated rates are designed to recover its obgt®viding electricity. In view of demand foleetricity
and the level of competition, it is reasonablegsuane that the rates, set at levels that will recdWA'’s costs, can be charged and collected. Assalt of
these factors, TVA records certain assets anditiasithat result from the regulated ratemakinggetss that would not be recorded under GAAP for non
regulated entities. Regulatory assets genergbsesent incurred costs that have been deferredubecaich costs are probable of future recovery in
customer rates. Regulatory liabilities generadigresent obligations to make refunds to custonmerprevious collections for costs that are notliike be
incurred or deferral of gains that will be crediteccustomers in future periods. Management agseglether the regulatory assets are probablewiefu
recovery by considering factors such as applicedgelatory changes, potential legislation, and gearin technology. Based on these assessments,
management believes the existing regulatory assetprobable of recovery. This determination rfiehe current regulatory and political environtnamd
is subject to change in the future. If future nemy of regulatory assets ceases to be probabbmyoof the other factors described above ceabe to
applicable, TVA would no longer be considered tatregulated entity and would be required to woifehese costs. Most regulatory asset or liapilit
write-offs would be required to be recognized im@ags in the period in which future recovery ceasebe probable.

Management Estimates
TVA prepares its financial statements in conforniyh GAAP in the United States applied on a camesisbasis. In some cases, management
make estimates and assumptions that affect thetegpamounts of assets and liabilities and dise®siicontingent assets and liabilities as of thte @f the
financial statements and the related amounts @&fmaes and expenses during the reporting perioduahcesults could differ from these estimates.

Cash and Cash Equivalents

CASH AND CASH EQUIVALENTS include the cash available in TVA’'s commercial baccounts and U.S. Treasury accounts, as well@s-term
securities held for the primary purpose of genkgaidity. Such securities mature within three rttanfrom the original date of issuance.

Restricted Cash and Investments
As of September 30, 2008, TVA had $106 million iESRRICTEDCASH AND INVESTMENTS OnN its Balance Sheets primarily related to cotltposted

with TVA by a swap counterparty. Due to the chaggtconomic environment and the terms of the swgapeanent, previously posted funds were returned
to the counterparty. At September 30, 2009, TVA ha RESTRICTEDCASH AND INVESTMENTS 0N its Balance Sheet
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Allowance for Uncollectible Accounts

The allowance for uncollectible accounts reflect8\Ts estimate of probable losses inherent in theoaats receivable, unbilled revenue, and loans
receivable balances. TVA determines the allowdrased on known accounts, historical experiencepétmat currently available information including
events such as customer bankruptcy and/or a cusfaitieg to fulfill payment arrangements after 8@ys. TVA's corporate credit department is coregllt
to assess the financial condition of customersthadredit quality of the accounts. The allowafureuncollectible accounts was $2 million at Septem
30, 2009, and 2008, for accounts receivable. Aaitilly, loans receivable of $77 million and $73lion as of September 30, 2009, and 2008, respagtiv
are included in @HER LONG-TERM ASSETS and reported net of allowances for uncollectddeounts of $13 million as of both September 3092@nd 2008.

Revenues

Revenues from power sales are recorded as powlelivred to customers. In addition to power salgsiced and recorded during the month,
TVA accrues estimated unbilled revenues for povaégssprovided to customers for the period of tinoenfthe meter-read date to the end of the
month. Components of the unbilled revenue inclutielesale meter readings at estimated rates bas#tedistorical usage and product mix and sales of
excess generation at market rates. These fadarsary from historical trends. Exchange poweesake presented in the accompanying Statements of
Income as a component 0fl$S OF ELECTRICITY-FEDERAL AGENCIESAND OTHER . Exchange power sales are sales of excess pdwemnaeeting TVA native
load and direct served requirements. (Native tedekrs to the customers on whose behalf a comggnstatute, franchise, regulatory requirement, or
contract, has undertaken an obligation to serve.)

Reserve for Future Generation

During the first quarter of 2007, TVA began coliagtin rates amounts intended to fund future geimrdased on the need for additional
generating capacity that would be required to meete power demand in its service area. Becaussetamounts were intended to fund future costg, the
were originally deferred as a regulatory liabilitfhe funds were based on a predetermined ratéedppl electricity sales approved as part of TVAX)7
budget. Collections for 2007 amounted to $76 millid-ollowing the purchase of two combustion tuebiacilities, these funds were applied as credits t
CompLETED PLANT and are reflected on the September 30, 2009, apte®ber 30, 2008, Balance Sheets. These funigstsal for future generation are
amortized to revenue in order to match revenue thighcorresponding depreciation expense of thehgised assets on the Statement of Income. This
revenue recognition process began when the asse¢splaced into service. The reserve for futureegation was not extended beyond 2007.

Inventories

Certain Fuel, Materials, and SuppliesCoal, oil, limestone, tire-based fuel inventeriand materials and supplies inventories are daliseng an
average unit cost method. A new average costrigpated after each transaction, and inventory issemare priced at the latest moving weighted aeerag
unit cost. At September 30, 2009 and 2008, TVA $&85 million and $381 million, respectively, inefuinventories and $372 million and $347 million,
respectively, in materials and supplies inventory.

Allowance for Inventory Obsolescencd VA reviews supply and material inventories ayegory and usage on a periodic basis. Each agtego
assigned a probability of becoming obsolete basetth® type of material and historical usage d&ased on the estimated value of the inventory, TVA
adjusts its allowance for inventory obsolesceritiee allowance for surplus and obsolete inventorg $80 million and $47 million at September 30, 2009
and 2008, respectively.

Emission Allowances TVA has emission allowances for sulfur dioxid8@ ,") and nitrogen oxides (“NQ") which are accounted for as
inventory. The average cost of allowances usel samnth is charged to operating expense basednsnofcSO, and NO, emitted during the respective
compliance periods. Allowances granted to TVA Iy EPA are recorded at zero cost.

Property, Plant, and Equipment, and Depreciation
Additions to plant are recorded at cost, whichunels direct and indirect costs and an allowancéufuis used during construction
(“AFUDC"). The cost of current repairs and mineptacements is charged to operating expense. ahutlel inventories, which are included iRAPERTY,

PLANT, AND EQUIPMENT , are valued using the average cost method fommaterials and the specific identification methodruclear fuel in a
reactor. Amortization of nuclear fuel in a readscalculated on a units-of-production basis anis¢luded in fuel expense.
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TVA accounts for its propertieslepreciation using the composite depreciation cotiee of accounting. Accordingly, the original ¢@$ property
retired, less salvage value, is charged to accustildepreciation. Depreciation is generally coraguin a straight-line basis over the estimateds®rv
lives of the various classes of assets. Depreciakpense expressed as a percentage of the awenag@ depreciable completed plant was 2.81 pefoen
2009, 2.97 percent for 2008, and 2.90 percent®72 Average depreciation rates by asset clasasafi@lows:

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

2009 2008 2007
Asset Class (percent)
Nuclear 2.5¢ 2.57 2.2¢
Coa-Fired 3.22 3.44 3.5¢
Hydroelectric 1.65 1.72 1.82
Combustion turbine/diesel generat 4.0¢ 4.3¢ 4.7C
Transmissiol 3.4C 2.74 2.5
Other 4.91 6.3€ 7.0E

Depreciation rates are determined based on amektdepreciation study. TVA obtained and impleredrd new study during the fourth quarter of
2008. Rates were changed prospectively as a chamgptimate. The effect of the change in ratésed to this study was a $3 million decrease in
depreciation expense for the year ended Septen@h@0B88. Depreciation expense for the years eSapdember 30, 2009, 2008, and 2007, was $1.2
billion, $1.1 billion, and $1.0 billion, respectiye

PROPERTY, PLANT, AND EQUIPMENT also includes assets recorded under capital Egree=ments which primarily consist of office fa@s of $35
million and $34 million as of September 30, 200%] 2008, respectively, and fuel fabrication andhbieg facilities of $28 million and $34 million a$
September 30, 2009, and 2008, respectively.

Decommissioning Costs

TVA recognizes legal obligations associated with filiture retirement of certain tangible long-liveskets. These obligations relate to fossil-fired
generating plants, nuclear generating plants, teldotric generating plants/dams, transmission stras, and other property-related assets. Thése ot
property-related assets include, but are not lidnite easements, leases, and coal rights. Aevitivolved with retiring these assets could inelud
decontamination and demolition of structures, reah@wd disposal of wastes, and site reclamatiBeyvisions to the estimates of asset retirement
obligations are made whenever factors indicatettf@timing or amounts of estimated cash flows lehanged. Any accretion or depreciation expense
related to these liabilities and assets are chagadegulatory asset. See Note BNuclear Decommissioning CostadNon-Nuclear Decommissioning
Costs.

Blended Low Enriched Uranium Program

Under the blended low enriched uranium (“BLEU”) gram, TVA, the Department of Energy (“DOE”"), andrednuclear fuel contractors have
entered into agreements providing for surplus lyigriched uranium to be blended with other uranilawn to a level that allows the blended uranium to
be fabricated into fuel that can be used in nugbeaver plants. This blended nuclear fuel was foatled in a Browns Ferry reactor in 2005, whidhiated
the amortization of the costs of the BLEU fuel askkes to nuclear fuel expense. TVA expects tatiooe to use the blended nuclear fuel to reload the
Browns Ferry reactors through 2016. BLEU fuel viiest loaded into Sequoyah Unit 2 in May 2008 as@xpected to be loaded again in CY 2010 and CY
2011.

Under the terms of an interagency agreement betW¥&nand DOE, DOE supplies off-specification, higlanriched uranium materials to the
appropriate third party fuel processors for protasmto usable fuel for TVA. In exchange, DOE vpilrticipate to a degree in the savings generayed
TVA's use of this blended nuclear fuel. Over ttie bf the program, TVA projects that DOE’s shafesavings generated by TVA's use of this blended
nuclear fuel could result in future payments to D@&ias much as $359 million. TVA anticipates thigare payments could begin in 2010 and last until
2016. TVA accrued an obligation related to thetiparof the ultimate future payments estimateddatiributable to the BLEU fuel currently in us&s of
September 30, 2009, this obligation was $30 million

The third party fuel processors own the conversiod processing facilities and will retain titlealh land, property, plant, and equipment used in

the BLEU fuel program. However, the fuel fabricaticontract qualifies as a capital lease, and T8@ognized a capital lease asset and corresporetisg |
obligation related to amounts paid or payable togtocessor.
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Investment Funds

INVESTMENT FUNDS consist primarily of trust funds designated todumuclear decommissioning requirements (see Note-Zlbntingencies —
Decommissioning Cos), asset retirement obligations (see Note ®&len-Nuclear Decommissioning Co¥tand the supplemental executive retirement
(“SERP") (see Note 18 —-Overview of Plans and Benefits Supplemental Executive Retirement Plajuclear decommissioning funds and SERP funds,
which are classified as trading, are invested irtfplios of securities generally designed to eatums in line with overall equity market
performance. Asset retirement funds, which arssifi@d as trading, are invested in securities@mmingled funds designed to earn returns in lifth w
fixed-income market performance.

Energy Prepayment Obligations and Discounts onsSale

During 2002, TVA introduced an energy prepaymengpam, the discounted energy units (“DEU") progradnder this program, TVA customers
could purchase DEUs generally in $1 million increntse and each DEU entitles the purchaser to a $kD@watt-hour discount on a specified quantity of
firm power over a period of years (five, 10, 1520) for each kilowatt-hour in the prepaid blockhe remainder of the price of the kilowatt-hour$wazed
to the customer is due upon billing. TVA’s DEU gram allowed customers to use cash on hand to pfEyA for some of their power needs, providing
funding to TVA and a savings to customers in threnfof a discount on future purchases. The distoiboustomer receives a discount on a specifiedme
of firm energy purchased. The supplement to thegpaontract specifies the discount rate (2.5 cpatkilowatt-hour), the monthly block of kilowatburs
to which the discount applies, the number of yégnsn), and contingencies upon contract termination

TVA has not offered the DEU program since 2005talsales for the program since inception have leg@moximately $55 million. TVA is
accounting for the prepayment proceeds as uneaevedue and is reporting the obligations to delp@wver as EERGY PREPAYMENT OBLIGATIONS and
CURRENT PORTION OF ENERGY PREPAYMENT OBLIGATIONS on the September 30, 2009, and 2008, Balance Sheet

TVA recognizes revenue as electricity is delivet@dustomers, based on the ratio of units of kilivaaurs delivered to total units of kilowatt-
hours under contract. As of September 30, 2008cegmately $37 million has been applied againstgobillings on a cumulative basis during the bfe
the program, of which approximately $5 million wasognized as noncash revenue during 2009 and Iiiémduring each of 2008 and 2007.

In 2004, TVA and its largest customer, Memphis Ltjgbas and Water Division (“MLGW?”), entered into anergy prepayment agreement under
which MLGW prepaid TVA $1.5 billion for the futureosts of electricity to be delivered by TVA to MLGWVer a period of 180 months. TVA accounted
for the prepayment as unearned revenue and istiegdine obligation to deliver power under thisaamgement asMERGY PREPAYMENT OBLIGATIONS and
CURRENT PORTION OF ENERGY PREPAYMENT OBLIGATIONS on the September 30, 2009, and 2008, Balance Sh&®tA expects to recognize approximately
$100 million of noncash revenue in each year ofdfiangement as electricity is delivered to MLGV@éxhon the ratio of units of kilowatt-hours deliegr
to total units of kilowatthours under contract. As of September 30, 20090 $5illion had been recognized as noncash revenwecumulative basis duri
the life of the agreement, $100 million of whichsar@cognized as noncash revenue during each of 2008, and 2007 .

Discounts for both programs amounted to $47 milfmmeach of the years ended September 30, 20@8, 20d 2007.
Insurance
Although TVA uses private companies to administehialth-care plans for eligible active and retieenployees not covered by Medicare, TVA
does not purchase health insurance. Third pattyadel specialists assist TVA in determining certéabilities for self-assumed claims. TVA recoséhe
costs of losses through power rates and througlstrdgnts to the participants’ contributions to theinefit plans. These liabilities are includedirHeR

LIABILITIES on the Balance Sheets.

TVA purchases nuclear liability insurance, nuclpaperty, decommissioning, and decontaminationrarste, and nuclear accidental outage
insurance. See Note 28 Contingencies — Nuclear Insurance

The Federal Employees’ Compensation Act govertmlitiato employees for service-connected injuri@d/A purchases excess workers'
compensation insurance above a self insured retenti
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TVA purchases excess liability insurance for awiatiauto, marine , and general liability exposur€¥A purchases property insurance for certain
conventional (non-nuclear) assets as well as outeggance (business interruption) for selectedseational generating assets. During 2009, TVA
experienced an unplanned outage at Widows CreedilFRiant due to a generator failure. Under thmgeof its outage insurance policy, TVA recovered
$14 million which has been included as a reducbibRUEL AND PURCHASEDPOWEREXPENSE.

TVA also purchases liability insurance which prasdccoverage for its directors and officers suliigt¢he terms and conditions of the policy. Each
of the insurance policies purchased contains dddestor self insured retentions. The limits, termonditions, and deductibles are comparabledaseth
carried by other utilities of similar size. TVAawvers the costs of losses through power rates.

Operation of dams, transmission facilities, andegating facilities involves inherent risks which yrfaresent potential exposures in excess of
insurance coverage.

TVA has property and excess liability insurancegpams in place which may cover some of the Kingstsim spill costs. The insurers for each of
these programs have been notified of the eventhofibh three of the insurers that provide liabilitgurance have denied coverage, TVA is workindnvtg
insurers to provide information, as it becomes labe, on the event and its cause to determindcgipé coverage. As a result, no estimate forriate
insurance recovery has been accrued at this time.

Capitalized Revenue During Pre-Commercial Plant @fiens

As part of the process of restarting Browns Fermjt W, TVA commenced pre-commercial plant operation June 2, 2007. The pre-commercial
plant operations period ended July 31, 2007, ameheercial operations began on August 1, 2007. Téwrécity produced during the pre-commercial plant
operations period was used to serve the demarttie af/stem; therefore, TVA calculated estimateeeénue realized from such pre-commercial
generation based on the guidance provided by FERGations. The calculated revenue of $57 milliias capitalized to offset project costs and is rieg
as a contra-revenue account on the income staterbeming this same period, TVA capitalized opargtcosts, including fuel, of over $9 million.

Allowance for Funds Used During Construction

AFUDC capitalized during the year ended SeptemBe2809, was $40 million as compared with $17 wrillcapitalized during the year ended
September 30, 2008. TVA capitalizes interest a8 BE, based on the average interest rate of TVAtstanding debt. The allowance is applicable to
construction in progress related to certain prgjactd certain nuclear fuel inventories. Since Betd, 2007, interest on funds invested in capitajects
has been capitalized only for projects with (1)eapected total project cost of $1 .0 billion or maand (2) an estimated construction period oéast three
years in duration. The adoption of this new cidtéras greatly reduced the number of qualifyinggmis, which was approximately 800 at September 30,
2007.

Only the Watts Bar Nuclear Plant Unit 2 (“Watts Banit 2") construction met the new AFUDC criteriarthg the year ended September 30,
2009. The accumulated balance of costs for quadifprojects, which is used to calculate AFUDC,raged approximately $420 million for the year ended
September 30, 2009 .

Software Costs
TVA capitalizes certain costs incurred in conneattigth developing or obtaining internal-use softeaCapitalized software costs are included in
PROPERTY, PLANT, AND EQUIPMENT on the Balance Sheet and are primarily amortizet five years. As of September 30, 2009, and 2008mortized
computer software costs totaled $189 million and #8llion, respectively. Depreciation expense tedao capitalized computer software costs was $24
million, $13 million, and $8 million for 2009, 200&nd 2007, respectively. Software costs thatatoweet capitalization criteria are expensed asried.
Research and Development Costs
Research and development costs are expensed whareid. TVA's research programs include thoseteelto transmission technologies,

emerging technologies (clean energy, renewablssjluited resources, and energy efficiency), teldugies related to generation (fossil, nuclear, and
hydro), and environmental technologies.
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Tax Equivalents

The TVA Act requires TVA to make payments to stated counties in which TVA conducts its power ogierss and in which TVA has acquired
power properties previously subject to state ardlltaxation. The amount of these payments isrt&am¢ of gross revenues from sales of power dutieg
preceding year, excluding sales or deliveries bheofederal agencies and off-system sales withrattil@ies, with a provision for minimum paymenisder
certain circumstances.

Impairment of Assets

TVA evaluates long-lived assets for impairment wkegants or changes in circumstances indicate lileatdrrying value of such assets may not be
recoverable. For long-lived assets, TVA baseevtduation on impairment indicators such as thaneatf the assets, the future economic beneftief t
assets, any historical or future profitability me@snents, and other external market conditiongctofs that may be present. If such impairmentatdrs
are present or other factors exist that indicad ttie carrying amount of an asset may not be exedme, TVA determines whether an impairment has
occurred based on an estimate of undiscountedfltagh attributable to the asset as compared wighctirrying value of the asset. If an impairmerst ha
occurred, the amount of the impairment recognizadeasured as the excess of the asset’s carryling e@er its fair value. Additionally, TVA regulgr
evaluates construction projects. If the projeatiscelled or deemed to have no future economiefiiethe project is written off as an asset impeént.

Maintenance Costs

TVA records maintenance costs and repairs relatéd property, plant, and equipment on TVA’s Stagats of Income as they are incurred except
for the recording of certain regulatory assetsstatically, TVA deferred nuclear outage costs thate incurred during the operating cycle subseqteetite
refueling outage. These costs are incurred iptbeess of performing a nuclear fuel reload outagd,the benefits of these costs are realized gltinie
subsequent 18 to 24 months when the nuclear furlrised during its operating cycle in producing-tieity. The TVA Board has historically includéul
rates the amortization of these deferred nucletageucosts during the operating cycle subsequehgeteefueling outage.

Beginning in 2010, TVA will implement a new polity expense any future outage costs as incurredveMer, TVA will continue to amortize the
related existing regulatory asset and include suhunts in rates. See Note 6.

2. Impact of New Accounting Standards and Interpréations
The following accounting standards and jotetations became effective for TVA during 2009.

Accounting Standards Codificationln June 2009, the Financial Accounting Stand&ulsrd (“FASB”) issued changes to the authoritative
hierarchy of GAAP. The guidance establishes the FASB Accountingd2tats Codification (“ASC”) as the source of auttative generally accepted
accounting principles to be applied by nongoverniaesntities. Filings to the SEC are made in agance with GAAP. Accordingly, even though TVA is
a government agency, the changes will apply to T8/8EC filings. All guidance contained in the ASEres the same level of authority. These changes
became effective for TVA beginning with the finaaicstatements issued for the year ended Septerfb@089. The adoption of this guidance changed
certain financial statement disclosures but didmaterially impact TVA's financial condition, ressilof operations, or cash flows.

Fair Value Measurementsin September 2006, FASB issued guidance for oreagassets and liabilities that currently reqdiéie value
measurement. The guidance also responds to imsestquests for expanded information about the extemthich companies measure assets and liabi
at fair value, the information used to measurevaiue, and the effect of fair value measurementsarnings. The guidance applies whenever other
standards require (or permit) assets or liabilitiebe measured at fair value but does not expgamdde of fair value in any new circumstances. The
guidance establishes a fair value hierarchy thatifizes the information used to develop measurgrassumptions. These changes became effective for
TVA on October 1, 2008. See Note 13 for additianédrmation.

In February 2008, FASB issued guidance that delag®ffective date of the fair value accountingmdes for nonfinancial assets and nonfinan
liabilities except for items that are recognizediimclosed at fair value in the financial staterseot a recurring basis. This guidance delays ffleetere
date until fiscal years beginning after November28, and interim periods within those fiscalrngefar items within the scope of this guidance. AThas
utilized the deferral portion of this guidance &irnonfinancial assets and liabilities within #sope and is currently evaluating the future rellatgpact.
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In October 2008, FASB issued guidance for detemmginihe fair value of a financial asset when thekeiafor that asset is not active. The guidance
emphasizes that determining fair value in an in@atharket depends on the facts and circumstanckmay require the use of significant judgment. The
guidance was effective upon issuance, includingrpgreriods for which financial statements havebwsn issued, and became effective for TVA on Ogtobe
1, 2008. The adoption of this guidance did notamally impact TVA'’s financial condition, result$ operations, or cash flows.

In April 2009, FASB issued guidance regarding datemg the fair value when the volume and levehofivity for the asset or liability have
significantly decreased and identifying transacitimat are not orderly. The guidance clarifiesapplication of fair value measurements in inactharket:
and distressed or forced transactions, issues geedan identifying circumstances that indicateaagaction is not orderly, and changes certainaisce
requirements regarding fair value measurement&sdlthanges became effective for TVA as of Aprd)9. The adoption of this guidance changed
certain financial statement disclosures but didmaterially impact TVA's financial condition, ressilof operations, or cash flows.

In April 2009, FASB issued guidance regarding iimedisclosures about fair value of financial instirents. The guidance requires summarized
disclosures about fair value of financial instrurtsgfior interim reporting periods of publicly tradedmpanies as well as in annual financial statesnehhe
changes are effective for interim and annual répgeriods ending after June 15, 2009. At iniidbption, application of these changes is notiredudor
earlier periods that are presented for compargtivposes. The disclosure provisions of this guiddrecame effective for TVA as of April 1, 2009heT
adoption of this guidance changed certain finarst@lement disclosures but did not materially ima¢A’s financial condition, results of operation,
cash flows.

See Note 13 for related fair value disclosures.

Fair Value Option In February 2007, FASB issued guidance regarttindair value of financial assets and finandabilities . This guidance
permits an entity to choose to measure many fighitstruments and certain other items at fair @alThe fair value option established by the guigan
permits all entities to choose to measure eligiielms at fair value at specified election datesbuliness entity will report unrealized gains argbsés on
items for which the fair value option has beentelédn earnings at each subsequent reporting ddést of the provisions are elective. The guidance
became effective for TVA on October 1, 2008. Aswed by the statement, TVA did not elect the failue option for the measurement of any eligible
assets or liabilities. As a result, the adoptibthese changes did not materially impact TVA'safigial condition, results of operations, or casiw.

Offsetting Amounts In April 2007, FASB issued guidance addressimglifications to accounting for the presentatioreftain contract
amounts. The guidance permits a reporting ertitffset fair value amounts recognized for the triglreclaim cash collateral (a receivable) or the
obligation to return cash collateral (a payablaiast fair value amounts recognized for derivaingtruments executed with the same counterpartemund
the same master netting arrangement. The guidaetame effective for TVA as of October 1, 2008.e Haoption of these changes did not materially
impact TVA's financial position, results of opexats, or cash flows.

Disclosures about Transfers of Financial Assetslatetests in Variable Interest Entitiedn December 2008, FASB issued guidance regarding
disclosures about transfers of financial assetdredests in variable interest entities (“VIEs"This guidance requires public entities to providdigonal
disclosures about transfers of financial assdtalsb expands the required disclosures pertaiirzg enterprise's involvement with VIEs and igimted to
provide more transparent information related td iheolvement. The new disclosure requirementtuishe additional information regarding consolidated
VIEs, as well as a requirement for sponsors of & ¥l disclose certain information even if they a hold a significant financial interest in the VIEhese
disclosure provisions became effective for TVA &©otober 1, 2008. The adoption of this guidanicendt materially impact TVA's financial condition,
results of operations, or cash flows.

Derivative Instruments and Hedging Activitiesn March 2008, FASB issued guidance regardiisgldsures about derivative instruments and
hedging activities, which amends and expands tbaaliure requirements. These changes becameiwdfémt TVA as of January 1, 2009. The adoptiol
this guidance changed certain financial statemisctakures but did not materially impact TVA's fimdal condition, results of operations, or cash
flows. See Note 12 for related disclosures.

92




Table of Content

Subsequent Eventsin May 2009, FASB issued guidance regarding anting for subsequent events. The guidance estadiprinciples and
requirements for the period for which managemengtreualuate events and transactions subsequdrm ttatance sheet date for potential recognition or
disclosure in its financial statements, the circtamses under which an entity should recognize swelnts and transactions, and the related
disclosures. These changes became effective éahtlkee month period ending June 30, 2009. Thptadoof this guidance changed certain financial
statement disclosures but did not materially imJa¢A’s financial condition, results of operatiorm, cash flows. See Note 23 for related disclosures

The following accounting standards have been issugtdas of September 30, 2009, were not effeanaghad not been adopted by TVA.

Business CombinationsIn December 2007, FASB issued guidance thatgdmmthe accounting for business combinations. dglidance
establishes principles and requirements for detémgihow an enterprise recognizes and measurdaithealue of certain assets and liabilities acegdim a
business combination, including non-controllingeheists, contingent consideration, and certain aeduwontingencies. The guidance also requires
acquisition-related transaction expenses and sting costs to be expensed as incurred ratherdhpitalized as a component of the business
combination. In April 2009, FASB issued additiogaidance to amend and clarify the initial recognition andasgrement, subsequent measurement and
accounting, and related disclosures arising frontingencies in a business combination . The prowssof these changes are effective as of the begin
of an entity’s first fiscal year that begins onadter December 15, 2008. Early adoption is praadbi This guidance became effective for TVA as of
October 1, 2009. TVA expects that these changeklémpact the accounting for any businesses aedufter the effective date of these pronouncements

Noncontrolling Interests In December 2007, FASB issued guidance thabdhices significant changes in the accounting faicnatrolling
interests (formerly minority interests) in a pditisowned consolidated subsidiary. The guidanse @hanges the accounting for and reporting for the
deconsolidation of a subsidiary. The guidanceireguhat a noncontrolling interest in a consokdisubsidiary be displayed in the consolidateestant
of financial position as a separate component aftgg The guidance also requires that earninggbated to the noncontrolling interests be repodsgart
of consolidated earnings, and requires disclosfiteeoattribution of consolidated earnings to thateolling and noncontrolling interests on the faf¢he
consolidated income statement. These changes leeeffctive for TVA as of October 1, 2009. TVA exps that these changes could impact the
accounting for any noncontrolling interests acqliaéter the effective date of this pronouncement.

Employers Disclosures about Postetirement Benefit Plan Assetsin December 2008, FASB issued guidance that chaemesoyers’
disclosures about post - retirement benefit plaeiss The guidance requires that an employeragiadhe following information about the plan ass@tps
information regarding how investment allocationidiens are made; (2) the major categories of ptmets; (3) information about the inputs and vatumati
techniques used to measure fair value of the daats; (4) the effect of fair value measuremeritggusignificant unobservable inputs on changedan p
assets for the period; and (5) significant conegians of risk within plan assets. These changédereffective for fiscal years ending after Dedeer 15,
2009, with early application permitted. At init@floption, application of these changes would eateguired for earlier periods that are presented f
comparative purposes. TVA is currently evaluatimg potential impact of adopting these changessodisclosures in the financial statements. The
adoption of this guidance is not expected to mallgrimpact TVA's financial position, results of emtions, or cash flows.

Transfers of Financial Assetsln June 2009, FASB issued guidance regardinguating for transfers of financial assets. Thiglgance eliminate
the concept of a qualifying special-purpose eti@SPE”") and subjects those entities to the sammsaalation guidance as other VIEs. The guidance
changes the eligibility criteria for certain trangans to qualify for sale accounting and the actimg for certain transfers. The guidance alsalgighes
broad disclosure objectives and requires extergpeeific disclosures related to the transfers. s€hehanges will become effective for TVA for any
transfers of financial assets occurring on or aftetober 1, 2010. TVA is currently evaluating paential impact of the requirements of this guicaon
its financial position, results of operations, célsiws, and disclosures in its financial statements

Variable Interest Entities In June 2009, FASB issued guidance that chatigesonsolidation guidance for VIEs. The guidaeli@inates the
consolidation scope exception for QSPEs. Thersiaté amends the triggering events to determine @rdity is a VIE, establishes a primarily qualitat
model for determining the primary beneficiary o MIE, and requires ogeing assessment of whether the reporting entittydgprimary beneficiary. The
changes will become effective for TVA on Octobe2@10, and will apply to all entities determinecb®VIEs as of and subsequent to the date of
adoption. TVA is currently evaluating the potehimpact of the requirements of these changessfinancial position, results of operations, cdstv§,
and disclosures in its financial statements.
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Fair Value Measurements of Liabilitiesin August 2009, FASB issued guidance regardaiigvialue measurements of liabilitiesThe guidance
clarifies how the fair value of a liability shoulid measured when a quoted price in an active méokéie identical liability either is or is not
available. Additionally, the guidance clarifiesvhto consider a restriction when estimating the ¥aiue of a liability and the appropriate levethin the
fair value disclosure hierarchy in which the vagauneasurement techniques result. These chanddseadme effective for TVA beginning with the
financial statements issued for the three monthisngnDecember 31, 2009. TVA is currently evalugtihe potential impact of the requirements of these
changes on its financial position, results of opens, cash flows, and disclosures in its finanstatements.

Fair Value Measurements of Investments September 2009, FASB issued guidance regaifdin value measurements for certain alternative
investments, such as interests in hedge fundsaterequity funds, real estate funds, venture dapitas, offshore fund vehicles, and funds of fundfe
guidance allows reporting entities to use net asslele per share to estimate the fair value ofahiegestments as a practical expedient. The gua&lalso
requires disclosures by major category of investrabout the attributes of the investments, sudhesature of any restrictions on the investorlbtalio
redeem its investments at the measurement datejrdagded commitments, and the investment strasegfithe investees. The new guidance will become
effective for TVA beginning with the financial stamhents issued for the three months ending DeceBihe¥009. TVA is currently evaluating the potehtia
impact of these changes on its financial positiesults of operations, cash flows, and disclosimréts financial statements.

3. Accounts Receivable

Accounts receivable primarily consist of amounte éhom customers for power sales. The table baslenvmarizes the types and amounts of
receivables:

Accounts Receivable
As of September 30

2009 2008

Power receivables bille $ 30¢ $ 357

Power receivables unbille 94C 1,00(

Fuel cost adjustment — current - 24

Total power receivable 1,24¢ 1,381

Other receivable 56 26

Allowance for uncollectible accounts $ 2 $ (2)

Net accounts receivable $ 1,30 $ 1,40¢

4. Completed Plant
Completed plant consisted of the following at Seyter 30:
TVA Completed Plant
As of September 30
2009 2008
Accumulates Accumulates
Cost Depreciatiot Net Cost Depreciatiot Net

Coa-Fired $ 1217 % 6,28¢ $ 588 $ 1137 $ 595( $ 5,421
Combustion turbin 1,652 67¢ 97t 1,60¢ 614 994
Nuclear 17,63¢ 7,44( 10,194 17,59¢ 6,98z 10,61¢
Transmissior 5,201 1,89¢ 3,302 5,074 1,74¢ 3,32¢
Hydroelectric 2,15¢ 791 1,367 2,09¢ 762 1,33¢
Other electrical plant 1,501 657 844 1,35¢ 604 754
Subtota 40,31 17,75: 22,56: 39,10° 16,657 22,45(
Multipurpose dam 92¢ 323 60E 92¢ 31¢€ 612
Other stewardship 44 12 32 44 10 34
Subtotal 972 33E 637 972 32€ 64€
Total $ 4128 $ 18,08¢ $ 23,20 $ 40,07¢ $ 16,98! $  23,09¢
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5. Other Long-Term Assets
The table below summarizes the types and amourf¥Afs OTHER LONG-TERM ASSETS

Other Long-Term Assets
As of September 3

2009 2008
Loans and lon-term receivables, ni $ 77 3 81
Currency swap asse 7 101
Coal contracts with volume options
asset: 87 8123
Other long-term assets 3 —
Total other long-term assets $ 174 $ 99t

The decrease in value of the coal contracts withrae options is primarily due to the decline in kedrprices for coal and robt#f or settlement o
contracted volumes from September 30, 2008, toesaper 30, 2009. Two of the currency swap assddsaté&September 30, 2008, became liabilities du
2009, due primarily to changes in exchange rates.

6. Regulatory Assets and Liabilities

Regulatory assets are included iBFBRREDNUCLEAR GENERATING UNITS and OrHER REGULATORY ASSETSoN the September 30, 2009 and 2008,
Balance Sheets. See Note 1Gest-Based Regulatian

The year-end balances of TVA’s regulatory assetkliabilities are as follows:

TVA Regulatory Assets and Liabilities
As of September 3

2009 2008
Regulatory Assets:
Deferred other po-retirement benefit cos $ 29¢ % 157
Deferred pension cos 3,76¢ 2,12C
Nuclear decommissioning cos 90¢ 764
Non-nuclear decommissioning co 351 34¢
Debt reacquisition cos 19t 20¢
Unrealized losses relating to TVA's Financial
Trading Progran 85 14€
Unrealized losses on coal contracts with volun
options 70 —
Unrealized losses on certain swap and swaptic
contracts 49¢€ 22¢
Environmental cleanup cos- Kingston ash spil 933 —
Deferred outage cos 144 13¢
Deferred capital lease asset cc 40 52
Fuel cost adjustment: long-term — 4
Subtota 7,28 4,16¢€
Deferred nuclear generating units 2,347 2,73¢
Subtota 9,63¢ 6,904
Fuel cost adjustment receivable: short-term — 24
Total $ 9,63/ $ 6,92¢
Regulatory Liabilities:
Unrealized gains on coal contracts with volum
options $ 87 $ 813
Capital lease liabilitie 26 47
Unrealized gains relating to TVA's Financial
Trading Program 17 —
Subtota 13C 86C
Reserve for future generatis 67 70
Accrued tax equivalen 81 40
Fuel cost adjustment liability short-term 822 —
Total $ 1,10 $ 97C
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Deferred Other Post-retirement Benefit Costs anteBred Pension Costs TVA measures its benefit obligations relatedttoer post-retirement
benefit and pension costs as of the year-end balsineet date. TVA recognizes the funded stattisegplans on the balance sheet which in an unreglla
environment would result in a corresponding offseAccumulated Other Comprehensive Income (“AOCHncurred cost’is a cost arising from cash pi
out or obligation to pay for an acquired asseteovise, a loss from any cause that has been sedtaimd has been or must be paid for. In this ¢hse,
unfunded obligation represents a projected lighibtthe employee for services rendered, and thmeéts the definition of an incurred cost. Theref
amounts otherwise charged to AOCI for these costberrecorded as a regulatory asset since TVAhst®rically recovered other post-retirement bénef
and pension expense in rates. Through historitdicarrent year expense included in ratemakingT¥W& Board has demonstrated the ability and intent
include other postemployment benefit (“OPEB”) amshgion costs in allowable costs and in rates fimmmaking purposes. As a result, it is probablé tha
future revenue, if necessary, will result from irgibn of the OPEB and pension regulatory assediawable costs for ratemaking purposes.

Nuclear Decommissioning CostdNuclear decommissioning costs include: (1) certlaferred charges related to the future closure and
decommissioning of TVA's nuclear generating unitsler NRC requirements and (2) recognition of changehe liability, investment funds, and certain
other deferred charges under the accounting rofeasiset retirement obligations. These futurescedt be funded through a combination of investinen
funds already set aside by TVA, future earningshmse investment funds, and if necessary, additibda cash contributions to the investment fun®&ee
Note 1— Investment Funds

Non-Nuclear Decommissioning Costdn September 2007, the TVA Board approved thatdishment of an asset retirement trust to more
effectively segregate, manage, and invest fundielo meet future asset retirement obligations. Tiade a $40 million initial contribution to the ats
retirement trust on September 28, 2007. TVA maittétenal $40 million contributions to the asseimEment trust in September 2008 and 2009. At
September 30, 2009 and 2008, the assets of thedtaked $120 million and $81 million, respectivelAlthough the TVA Board approved contributioos t
the asset retirement trust in 2007 and 2008, tha Bdard did not approve funding for the trust ag pdits budget and ratemaking process in relatmn
providing a potential funding source through rdtesnon-nuclear decommissioning costs until Aug2GQ8.

The funds from the asset retirement trust may lee usmong other things, to pay the cost of retiring-nuclear long-lived assets from the
accumulation of assets in the trust. The coststiring non-nuclear long-lived assets represeatt deferred costs related to the future cloance
retirement of TVA's non-nuclear long-lived asseatger various legal requirements. These costs alighreviously meet the asset recognition criteridar
the GAAP guidance in effect at the date the costevincurred. Because of the establishment ofsiset retirement trust and the approval of theifignioh
rates as part of the TVA Board’s budget and raténtpgrocess, these costs met asset recognitiarierin the fourth quarter of 2008. Accordinglit, a
cumulative ARO costs were recaptured as a regylaisset as of September 30, 2008. The regulagsst énitially created related to this adjustmerdled
$350 million. The offset to this adjustment wasn-time decrease to depreciation, amortizatiod aaeretion expense .

These future costs can be funded through a combinaf investment funds already set aside in tlsetetirement trust, future earnings on those
investment funds, and future cash contributionthéoinvestment funds. Through its August 2008oasti the TVA Board demonstrated its ability and
intention to include non-nuclear retirement costallowable costs and in future rates . The ra&guy asset is amortized into expense ratably asiata
are collected in rates to cover contributions.

Debt Reacquisition CostsReacquisition expenses, call premiums, and otiated costs, such as unamortized debt issus assbciated with
redeemed Bond issues, are deferred under provisicthe FERC’s Uniform System of Accounts Presatibe Public Utilities and Licensees Subject to the
Provisions of the Federal Power Act (“Uniform Systef Accounts”). These costs are deferred and tireor (accreted) on a straight-line basis over the
weighted average life of TVA’s debt portfolio (evérough TVA is not a public utility subject gendyaio FERC jurisdiction).

Deferred Gains and Losses Relating to TVA'’s Finalntiading Program. Deferred gains and losses relating to T¥&inancial Trading Progra
represent net unrealized gains and losses on sfuaipes, and options. The program is used tocediVA’s economic risk exposure associated with
electricity generation, purchases, and sales.uNetalized losses as of September 30, 2009, wemxdmately $68 million and as of September 30,800
were approximately $146 million. This accountinggtment reflects TVA'’s ability and intent to reenthe cost of these commodity contracts in future
periods through the FCA.
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Swap and Swaption ContractsOn October 1, 2007, TVA began using regulatagoanting treatment to defer the mark-to-marketalized
gains and losses on certain swap and swaptionamistio reflect that the gain or loss is includethie ratemaking formula when these transactionsatyg
settle. The value of the swap and swaptions isrdex] on TVA's Balance Sheet with realized gainkeses, if any, recorded in TVA’s Income
Statement. The deferred unrealized losses onatue wf swaps and swaptions were $498 million at&eber 30, 2009, and are included agaURATORY
AsSeTON the September 30, 2009, Balance Sheet.

Environmental Cleanup — Kingston Ash Spilh August 2009, TVA began using regulatory agtmg treatment to defer all actual costs incurred
and expected future costs related to the Kingssbinsgill. The TVA Board approved a plan of amaniizthese costs over 15 years beginning October 1,
2009. As of September 30, 2009, TVA's remediatiost estimate of $933 million was deferred as aleggry asset. Any future revisions to the estemat
will be amortized as a change in estimate over¢hgining term of the initial 15 year life. Seetdld@.

Deferred Outage CostsTVA's investment in the fuel used in its nuclesits is being amortized and accounted for asnapoment of fuel
expense. Nuclear refueling outage and maintenemsts already incurred have historically been deteand amortized on a straight-line basis over the
estimated period until the next refueling outageginning in 2010, outage costs will no longer béedred as a regulatory asset. Outage costs &vill b
expensed as incurred. Previously deferred outagss evill continue to be amortized as the remairingpunts are collected in rates.

Deferred Capital Lease Asset CostBeferred capital lease asset costs represewiiffeeence between FERC’s Uniform System of Acdsun
model balances recovered in rates and the balamzks GAAP guidance. Under the Uniform System ofdunts, TVA recognizes the initial capital lease
asset and liability at inception of the lease; hesvethe annual expense under the Uniform SysteAcobunts is equal to the annual lease paymentshwh
differs from GAAP treatment. This practice resutgVA’s capital lease asset balances being higfien they otherwise would have been under GAAP,
with the difference representing a regulatory asslated to each capital lease. These costs arg bmortized over the respective lease termsasele
payments are made.

Fuel Cost Adjustment.The FCA provides a mechanism to regularly akes to reflect changing fuel and purchased powstsc There is
typically a lag between the occurrence of a chandeel and purchased power costs and the refleafdhe change in rates. As of September 30, 2009
TVA had recognized a short-term regulatory liapitif $822 million with no long-term regulatory lidity related to the FCA. These balances represent
excess revenues collected to offset fuel and pgezhpower costs. The excess revenue is drivenaolyahcommodity prices being lower than those
forecasted. As of September 30, 2008, TVA hadgeized a regulatory asset of $28 million, includ#y million classified as a receivable representin
deferred power costs to be recovered through the &fjustments in future periods. To more closelject the cash flows related to the collectiorhef
FCA, TVA recorded $24 million in accounts receivabhd the remaining balance of $4 million in retpiaassets. The short-term portion of the FCA
liability is included in ACCOUNTSPAYABLE AND ACCRUED LIABILITIES on the Balance Sheet at September 30, 2009.

In August 2009, the TVA Board approved a revisiotthte FCA formula. Starting with the October 109illing period, all adjustments to the
FCA will be made on a monthly basis instead of artgrly basis. This will allow for the FCA ratelve more closely aligned with TVA'’s costs. Likewijs
the FCA formula also contains a deferred accournthvis used to reconcile the difference betweenadand forecasted fuel costs in the FCA. The
difference between the amounts is included in #ferded account , and 50 percent of the accouhbwitlisbursed or collected on a monthly basissust
of a quarterly basis. This change to a monthly RE€Axpected to result in smaller reconciliationd &aster liquidation of any balances in the actoWMith
the move to the monthly FCA formula on Octoberd0®, the remaining balance in the existing defeligdallity account balance from the quarterly FCA o
approximately $822 will be liquidated over a nin@enth period from October 1, 2009 through June2Bap.

Deferred Nuclear Generating Unitsin July 2005, the TVA Board approved the amaitan, and inclusion into rates, of TVA’s $3.9 lailt
investment in the deferred nuclear generating wtiBellefonte Nuclear Plant over a 10-year peliedinning in 2006. The TVA Board determined that a
10-year recovery period would not place an undudduon ratepayers while still ensuring the prolitsaf cost recovery during that 10-year period.

Unrealized Gains (Losses) on Coal Contracts withukfee Options. Unrealized gains (losses) on coal purchase costratzdte to the mark-to-
market valuation of coal purchase contracts thatain options to purchase additional or fewer qiti@st These contracts qualify as derivative cacts bu
do not qualify for cash flow hedge accounting tneenit. As a result, TVA recognizes the changebémarket value of these derivative contracts as a
regulatory liability (asset). This treatment refle TVA'’s ability and intent to recover the costtbése commodity contracts on a settlement basis fo
ratemaking purposes through the FCA. TVA has histtly recognized the actual cost of fuel receiveder these contracts in fuel expense at thettime
fuel is used to generate electricity. These catdraxpire at various times through 2013. See Ndte
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Capital Lease Liability As a result of a capital lease payment streair@g larger cash payments during the latter yedthe lease term than
during the early years of the lease term, TVA leesl the annual lease expense recognition relatéus lease in order to promote the fair and edplét
cost recovery from ratepayers. These levelizetsarg being amortized over the lease term.

Reserve for Future GeneratioBee Note 1 —Reserve for Future Generation.

Accrued Tax EquivalentsThe FCA structure includes a provision relatechi ¢urrent funding of the future expense TVA wilbur for tax
equivalent payments. As TVA records the fuel @fjtistment, the percent of the calculation thaitesl to a future liability for tax equivalent paymeis
recorded as a regulatory liability. The resultiiadpility of $81 million at September 30, 2009, ap40 million at September 30, 2008, is included in
ACCOUNTSPAYABLE on the respective Balance Sheets.

7. Kingston Fossil Plant Ash Spill

The Event On December 22, 2008, approximately five millarbic yards of water and coal fly ash flowed outhe Kingston ash pond onto
approximately 300 acres, primarily Watts Bar Resirand shoreline property owned by the Unitedet@nd managed by TVA, but also structurally
damaged three homes, interrupted utility serviod, l@locked a local road. Fly ash is a coal coribogiroduct of a coal-fired plant. Kingston useeit\ash
containment impoundments for fly ash.

TVA is conducting cleanup and recovery efforts amjeinction with federal and state agencies. UtideMay 11, 2009, Administrative Order and
Agreement of Consent (“Order and Agreement”) emténéo by TVA and the EPA under CERCLA, TVA retaitsstatus as a lead federal agency, but
TVA's work is subject to review and approval by ERA, in consultation with TDEC. Under the Ordada\greement, response actions are classified into
three categories: time-critical removal; non-tingical removal; and remedial actions. Generagmoval of the ash from the Emory River is time-
critical. TVA estimates that this work will be cpieted in 201 0 . Removal of the remaining astoissidered to be non-time-critical. TVA estimattest
this work will be completed in 2013. Once the remlactions are completed, TVA will be requiredasess the site and determine whether any additiona
actions may be needed at Kingston or the surrognidipacted area .This assessment and any additional activitieaddo be necessary are considerec
remedial actions.

Insurance TVA has property and excess liability insurapecegrams in place which may cover some of the Kiiog ash spill costs. The insurers
for each of these programs have been notifiedegtrent. Although three of the insurers that gteviability insurance have denied coverage, TVA is
working with its insurers to provide informatiors & becomes available, on the event and its cliudetermine applicable coverage. As a result, no
estimate for potential insurance recovery has laeerued at this time.

Claims and Litigation Fourteen lawsuits based on the Kingston ashhepie been filed, all of which are pending in theited States District
Court for the Eastern District of Tennessee. Sete 20 —Legal Proceedingand Note 23.

Financial Impact TVA has recorded an estimate in the amount 8B%8illion for the cost of cleanup related to thient. This amount had been
charged to expense during the nine month perioeeddne 30, 2009. However, due to actions of & Board in August 2009, the amount was
reclassified as a regulatory asset during the foguirter and will be charged to expense as iliscted in future rates over 15 years. Costsrimcl
through September 30, 2009, totaled $231 millidhe $933 million estimate currently includes, amotiger things, a reasonable estimate of costsertlat
to ash dredging and processing, ash dispositidrastmucture repair, dredge cell repair, root caarsalysis, certain legal and settlement costs renriental
impact studies and remediation, human health as&ggs, community outreach and support, regulateeysight, cenosphere recovery, skimmer wall
installation, construction of temporary ash storages, dike reinforcement, project managementcartdin other remediation costs associated wih th
clean up. If the actual amount of ash removeddsenor less than the estimate, the expense coalagehsignificantly as this affects the largest cost
components of the estimate. The cost of the retafwhe ash is in large part dependent on thd filgposal plan, which is still in development by A
and regulatory authorities.

TVA has revised the estimated cost of the clearugy the course of the year consistent with reagfifpietter information as the remediation work
has progressed. As work progresses and more iafaymis available, TVA will review its estimatesdarevise as appropriate. TVA currently estimaite
recovery process will be completed in 2013. Ashsld/A has accrued a portion of the estimate irentrliabilities, with the remaining portion shows a
long-term liability on TVA’s September 30, 2009 Bate Sheet.
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Due to the uncertainty at this time of the finalthwals of remediation, a range of reasonable estrtzds been developed by cost category and
either the known amounts, most likely scenariogherlow end of the range for each category has heeumulated and evaluated to determine the total
estimate. The costs related to ash loading, tatspnd disposal of all time critical ash and Fidsposition of dredge cell closures are the anest subjec
to change. Itis not currently known exactly howah ash will need to be removed. The range ofmedtid costs varies from approximately $933 miltion
approximately $1.2 billion.

TVA has not included the following categories otxin the above estimate since it has determimadtiese costs are currently either not
probable, not reasonably estimable, or not appatgyi accounted for as part of the estimate accfinals or regulatory directive actions, outcome of
lawsuits, future claims, long-term environmentapant costs, final long-term disposition of ash pissing area, associated capital asset purchakes, as
handling and disposition from current plant openagi costs of remediating any discovered mixedeavasting ash removal process, and other costs not
meeting the recognition criteria. As ash remowadtmues, it is possible that other environmentadéinsitive material potentially in the river sedithbefore
the ash spill may be uncovered. If other mateaadsidentified, additional remediation not includedhe above estimates may be required .

8. Other Long-Term Liabilities

Other long-term liabilities consist primarily oftesated amounts due for post-retirement and postyment benefits and liabilities related to
certain derivative agreements. The table belownsarizes the types and amounts of liabilities:
Other Long-Term Liabilities
As of September 3

2009 2008
Currency swap liabilitie $ 51 $ —
Swaption liability 592 41€
Interest rate swap liabilitie 287 19t
Coal contracts with volume options
liabilities 80 —
Post - retirement and postemployment
benefit obligation: 3,67¢ 2,73¢€
Other long-term liability obligations 117 167
Total other long-term liabilities $ 4,808 $ 3,51¢

Two of the currency swaps held as assets at Septe3h 2008, became liabilities during 2009, dumarily to changes in exchange rates. In
addition, the swaption and interest rate swapliigds increased during 2009 due primarily to ardase in interest rates. See Note 18 for discussiated
to changes affecting benefit plan obligations.

9. Asset Retirement Obligations

During 2009, TVA's total asset retirement obligasa“ARO”) liability increased $365 million. Thadrease was comprised of $1 million in new
AROs, $224 million of new revisions in the estinthtiwes and cost estimates related to the ashgaa@eeas, $11 million in changes to the nuclearréut
cash flows estimates, and $129 million in ARO atiore The nuclear accretion expense of $98 mildod the nomuclear accretion expense of $31 mil
were deferred and charged to a regulatory asdet.rdlated regulatory asset was amortized to expang was collected in rates. Contributionh®ART
of $40 million for each of 2009, 2008, and 2007 dnaeen reflected in the Statement of Income. S#e 8l—Nuclear Decommissioning CostadNon-
Nuclear Decommissioning Cos.
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Reconciliation of Asset Retirement Obligation Liablity
As of September 30

2009 2008
Balance at beginning of peri $ 2,31¢ % 2,18¢
Changes in nuclear estimates to future
cash flows 11 —
Nor-nuclear additional obligatior 1
Non-nuclear additional obligations (asl
storage areas) 224 —
23€ 8
Add: ARO accretion expent
Nuclear accretion (recorded as a
regulatory asse 98 92
Non-nuclear accretion (recorded as a
regulatory asset) 31 29
12¢ 121
Balance at end of period $ 2,68: $ 2,31¢
10. Debt
General

The TVA Act authorizes TVA to issue Bonds in an amnot to exceed $30 billion at any time. At Sepber 30, 2009, TVA had only two types
of Bonds outstanding: power bonds and discountsnoRower bonds have maturities of between oné@nekars, and discount notes have maturities e
than one year. Power bonds and discount notdsodindssued pursuant to section 15d of the TVA @ pursuant to the Basic Tennessee Valley Autf
Power Bond Resolution adopted by the TVA Board atoBer 6, 1960, as amended on September 28, 12Téh& 17, 1989, and March 25, 1992 (the
“Basic Resolution”). TVA Bonds are not obligatioofthe United States, and the United States doeguarantee the payments of principal or intevest
Bonds.

Power bonds and discount notes rank on parity and 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 adminisgeits power properties, ar
— payments to states and counties in lieu of taxeat
o before deducting depreciation accruals or othergggarepresenting the amortization of capital egjtares, plus
« the net proceeds from the sale or other dispos@fany power facility or interest there

Because TVA's lease payments under its leasebankdctions are considered costs of operating, aining, and administering its power
properties, those payments have priority over T\Vfi#dgments on the Bonds. Once net power proceadstieen applied to payments on power bonds and
discount notes as well as any other Bonds that M& issue in the future that rank on parity wittsobordinate to power bonds and discount notes,
Section 2.3 of the Basic Resolution provides thatremaining net power proceeds shall be usedfonipinimum payments into the U.S. Treasury reqi
by the TVA Act in repayment of and as a return twe Power Facility Appropriation Investment, investrhin power assets, additional reductions of TVA'’s
capital obligations, and other lawful purposestegldo TVA’s power program.

The TVA Act and the Basic Resolution each contaio bond tests: the rate testnd the bondholder protection test. Under thetese TVA mus
charge rates for power which will produce grosseraies sufficient to provide funds for, among othérgs, debt service on outstanding Bonds. See Mot
— General. Under the bondholder protection test, TVA musiuecessive fivgrear periods, use an amount of net power proceddast equal to the su
of:

« the depreciation accruals and other charges raptirgehe amortization of capital expenditures

« thenet proceeds from any disposition of power faeifi
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for either
« thereduction of its capital obligations (including Bisand the Power Facility Appropriation Investment
e investment in power asse
TVA must next meet the bondholder protection testlie five-year period ending September 30, 2010
Short-Term Debt

The weighted average rates applicable to short-tiot outstanding in the public market as of Septan30, 2009, 2008, and 2007, were 0.06
percent, 1.26 percent, and 4.74 percent, respéctiBuring 2009, 2008, and 2007, the maximum autding balances of TVA short-term borrowings held
by the public were $2.7 billion, $1.6 billion, afi@.8 billion, respectively. For these same yetes average amounts (and weighted average intates)
of TVA short-term borrowings were approximately Bbillion (0.32 percent), $767 million (3.71 perterand $2.3 billion (5.17 percent), respectively.

TVA also has access to a financing arrangementtivéiU.S. Treasury . TVA and the U.S. Treasumgd into a memorandum of understanding
under which the U.S. Treasury provides TVA with1®@ million credit facility. This credit facilitynatures on September 30, 2010, and is expecteel to
renewed. This arrangement is pursuant to the T\¢A Access to this credit facility or other simifmancing arrangements has been available to TVA
since 1959. TVA plans to use the U.S. Treasurgitfacility as a secondary source of liquidityheTinterest rate on any borrowing under this fgcié
based on the average rate on outstanding markeiblimtions of the United States with maturitiesnfi date of issue of one year or leBaring 2009, TV#
did not borrow under the credit facility. In 2088d 2007, TVA had a $150 million note with the UT&asury, and the daily average amounts outstgndin
(and average interest rates) from the U.S. Treaserg approximately $74 million (3.02 percent) &132 million (5.07 percent), respectively.

TVA also has short-term funding available in thenfcof two short-term revolving credit facilitiesne of which is a $1.0 billion facility that
matures on May 12, 2010, and the other of which$4.0 billion facility that matures on Novembe2810. The credit facilities accommodate the insea
of letters of credit. The interest rate on anyrbwing and the fees on any letter of credit untdese facilities are variable based on market faciod the
rating of TVA's senior unsecured long-term non-éretthanced debt. TVA is required to pay an undaeility fee on the portion of the total $2.0 klh
which TVA has not borrowed or committed under lettef credit. The fee may fluctuate dependinghanrton-enhanced credit ratings on TVA'’s senior
unsecured long-term debt. At September 30, 20@9etwere $103 million of letters of credit outsteny under the facilities and there were no outditam
borrowings. TVA anticipates renewing each creddilfty as it matures.

Put and Call Options

Bond issues of $1.6 billion held by the public ezdeemable in whole or in part, at TVA'’s option,eail dates ranging from the present to 2020
and at call prices ranging from 100 percent to A@&ent of the principal amount. Eighteen Bondéasstotaling $451 million, with maturity dates rargy
from 2018 to 2029, include a “survivor’s option,high allows for right of redemption upon the deatta beneficial owner in certain specified
circumstances. There is no accounting differeretevéen a “survivor’s option” put and a “regular’tmn any TVA put Bond.

Additionally, TVA has two issues of Putable Autoimd®ate Reset Securities (“PARRS”) outstandingteA& fixed-rate period of five years, the
coupon rate on the PARRS may automatically be emehward under certain market conditions on aruahbasis. The coupon rate reset on the PAR
based on a calculation. For both series of PARRScoupon rate will reset downward on the restt dldhe rate calculated is below the coupon cat¢he
Bond. The calculation dates, potential reset dated terms of the calculation are different facheaeries. The coupon rate on the 1998 Series RREA
may be reset on June 1 (annually) if the sum ofitleeday average of the 30-Year Constant MatuFityasury (“CMT”) rate for the week ending the last
Friday in April, plus 94 basis points, is below then-current coupon rate. The coupon rate od99® Series A PARRS may be reset on May 1 (annjually
if the sum of the five-day average of the 30-YeMTOrate for the week ending the last Friday in Manglus 84 basis points, is below the then-current
coupon rate. The coupon rates may only be resetward, but investors may request to redeem thefirdB at par value in conjunction with a coupon rate
reset for a limited period of time prior to theeedates and under certain circumstances.

The coupon rate for the 1998 Series D PARRS, wiiature in June 2028, has been reset four times, &mwinitial rate of 6.75 percent to the
current rate of 4.728 percent. In connection wltse resets, $238 million of the bonds have begeemed, and $330 million of the bonds were
outstanding at September 30, 2009. The couporfaathe 1999 Series A PARRS, which mature in M822, has been reset three times, from an initial
rate of 6.50 percent to the current rate of 4.5@gqm. In connection with these resets, $241 amlbf the bonds have been redeemed, and $274 milfio
the bonds were outstanding at September 30, 2009.
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Due to the contingent nature of the put optionfnRARRS, TVA determines whether the PARRS shoeldl&ssified as lonterm debt or curret
maturities of longerm debt by calculating the expected reset ratiemonds. The expected reset rate is calculetimg) forward rates and the fixed spr
for each Bond issue as noted above. If the exgeeteet rate is less than the coupon on the BaedRARRS are included in current maturities. O,
the PARRS are included in long-term debt. At Seyiter 30, 2009, the expected reset rate was higharthe current coupon on each issue of PARRS;
therefore, the par amount outstanding for eaclesefi PARRS was classified as long-term debt .
Debt Securities Activity

The table below summarizes TVA's Bond activity foe period from October 1, 2007, to September 8092

Debt Securities Activity from October 1, 2007, to 8ptember 30, 200!

Redemptions/Maturities: 2009 2008
electronote®
First quarte $ — 3 —
Second quartt 55€ 197
Third quarte 3 11E
Fourth quarte 24¢€ —
1998 Series ( 2,00( —
1998 Series [ — 7
1999 Series / — 10
1999 Series / 25 102
2009 Series / 1 —
1998 Series | 20 10€
2009 Series | 19 —
1997 Series | — 10C
2003 Series C — 50
Total $ 287./ $ 68¢
Issues
electronote®
First quarte $ 39 % 41
Second quartt 89 61
Third quarte 11F 3
Fourth quarte 13t —
2008 Series / — 50C
2008 Series | — 1,00(
2008 Series ( — 50C
2009 Series / 22 —
2009 Series | 46¢ —
2009 Series C 1,50( —
Total $ 2,36¢ $ 2,10t
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Debt Outstanding

Debt outstanding at September 30, 2009, considtdtbdollowing:

Short-Term Debt
As of September 3

2009 2008

Call/(Put) Coupon Par Par
CUSIP or Other Identifier Maturity Date Rate Amount Amount
Discount Notes (net of
discount) $ 844 $ 18t
Current maturities of long-
term deb
880591DBE 11/13/200¢ 5.38% — 2,00(
88059TCW¢E 03/15/200¢03/15/200¢ 3.2(% — 30
880591EE¢ 11/15/200¢ 2.25% 3 —
88059TEL1 05/15/201( 2.65% 3 —
880591EF5 06/15/201( 3.71% 2 —
Current maturities of long-
term debt 8 2,03(

Total debt due within one

year, net $ 85z $ 2,21¢F

103




Table of Content

Long-Term Debt 1
As of September 30

CUSIP or Other Call/(Put) Coupon 2009 2008
Identifier Maturity Date Rate Par Amount  Par Amount
880591EE¢ 11/15/201C 225% $ 2 3 —
88059TEL1 11/15/201C 2.65(% 1 —
880591EF: 12/15/201C 3.77(% 1 —
880591DNS¢ 01/18/2011 5.625% 1,00(¢ 1,00(¢
880591EE¢ 05/15/2011 2.25(% 2 —
88059TEL1 05/15/2011 2.65(% 1 —
880591EF5 06/15/2011 3.77(% 1 —
Maturing in 201: 1,00¢ 1,00(
880591EE¢ 11/15/2011 2.25(% 2 —
88059TEL1 11/15/2011 2.65(% 1 —
880591EF: 12/15/2011 3.77(% 1 —
880591EE¢ 05/15/2012 2.25(% 2 —
88059TEL1 05/15/2012 2.65(% 1 —
880591DL3 05/23/2012 7.14(% 29 29
880591DTE 05/23/201z 6.79(% 1,48¢ 1,48¢
880591EF5 06/15/2012 3.77(% 1 —
Maturing in 201: 1,522 1,51t
880591EE¢ 11/15/2012 2.25(% 2 —
88059TEL1 11/15/2012 2.65(% 1 —
880591EF: 12/15/2012 3.77(% 1 —
88059TBR1 01/15/201%01/15/200¢ 4.37%% — 14
88059TBWO 03/15/2012 03/15/200¢ 4.00(% — 22
88059TBX8 03/15/201% 03/15/200¢ 4.25(% — 12
880591CWC 03/15/201: 6.00(% 1,35¢ 1,35¢
88059TEG:Z 04/15/2012 07/15/200¢ 3.50(% — 3
880591EE¢ 05/15/201: 2.25(% 2 —
88059TEL1 05/15/2013 2.65(% 2 —
88059TCD1 06/15/201% 06/15/2004 3.50(% — 12
880591EF: 06/15/2013 3.77(% 1 —
88059TCF¢€ 07/15/201%07/15/200¢ 4.35(% — 17
88059TDS7 07/15/2012 07/15/200¢ 5.625% — 9
880591DW9 08/01/201z 4.75(% 94C 94C
Maturing in 201 2,308 2,38¢
88059TCL3 10/15/201% 10/15/200& 4.50(% — 12
880591EE¢ 11/15/201% 2.25(% 2 —
88059TEL1 11/15/201% 2.65(% 1 —
88059TCQz 12/15/201% 12/15/200& 4.70(% — 8
880591EF: 12/15/201% 3.77(% 1 —
88059TDZ1 04/15/2014 04/15/200¢ 5.00(% — 4
880591EE¢ 05/15/2014 2.25(% 1 —
88059TEL1 05/15/2014 2.65(% 2 —
880591EF5 06/15/2014 3.77(% 25 —
Maturing in 201+ 32 24
88059TBJ¢ 10/15/2014 10/15/2004 4.60(% — 21
88059TEDS 11/15/201411/15/200¢ 4.80(% — 17
880591EE¢ 11/15/2014 2.25(% 2 —
88059TEL1 11/15/2014 2.65(% 1 —
88059TBNO 12/15/201412/15/2004 5.00(% — 54
880591EF: 12/15/2014 3.77(% 1 —
88059TBY6 04/15/201F 04/15/200¢ 4.60(% — 20
88059TDB4 04/15/201F 04/15/2007 5.00(% — 49
880591EE¢ 05/15/201¢ 2.25(% 1 —
88059TEL1 05/15/201¢ 2.65(% 1 —
880591DY5 06/15/201¢ 4.37%% 1,00(¢ 1,00(¢
880591EF: 06/15/201¢ 3.77(% 26 —
88059TDEE 07/15/201E 07/15/2007 4.50(% — 6
88059TCH2 08/15/201F 08/15/200¢ 5.125% — 33
88059TBK6 10/15/201E 10/15/200& 5.05(% — 19
88059TDH1 15/15/201E 10/15/2007% 5.00(% — 27
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CUSIP or Other Call/(Put) Coupon 2009 2008
Identifier Maturity Date Rate Par Amount  Par Amount
88059TBL4 11/15/201% 11/15/200% 4.80(% — 26
880591EE¢ 11/15/201¢% 2.25(% 2 —
88059TEL1 11/15/201¢% 2.65(% 1 —
88059TCRC 12/15/201% 12/15/200% 4.87% — 11
880591EF¢ 12/15/201¢% 3.77(% 1 —
88059TBU4 02/15/201€02/15/201¢ 4.55(% — 8
88059TCV1 02/15/201€02/15/201¢ 4.50(% — 3
88059TEL1 05/15/201¢ 2.65(% 1 —
88059TCC: 06/15/201€ 06/15/200¢ 3.875% — 3
880591EF¢ 06/15/201¢ 3.77(% 26 —
88059TCJ¢ 09/15/201€ 09/15/200¢ 4.95(% — 11
88059TDU4 09/15/201€09/15/2007 5.37%% — 14
88059TEL1 11/15/201¢ 2.65(% 1 —
880591DS¢ 12/15/201¢ 4.87% 524 524
880591EF¢ 12/15/201¢ 3.77(% 1 —
88859TCS¢ 01/15/201701/15/2007 5.00(% — 28
88059TDW8 01/15/201701/15/200¢ 5.25(% — 6
88059TEL1 05/15/2017 2.65(% 1 —
88059TEAS 06/15/201706/15/200¢ 5.50(% — 4
880591EF¢ 06/15/2017 3.77(% 27 —
880591EA€E 07/18/2017 5.50(% 1,00( 1,00(
88059TEB?Z 09/15/201709/15/200¢ 5.00(% — 4
88059TEL1 11/15/201% 2.65(% 1 —
880591CU< 12/15/201% 6.25(% 65C 65C
880591EF¢ 12/15/201% 3.77(% 1 —
88059TEF4 03/15/201€03/15/201C 4.50(% 25 25
880591EC: 04/01/201¢ 4.50(% 1,00( 1,00
88059TCA7 05/15/201¢€ 05/15/200¢4 4.75% — 24
88059TEL1 05/15/201¢ 2.65(% 2 —
880591EF: 06/15/201¢ 3.77% 28 —
88059TCES 07/15/201€07/15/2004 4.70% — 34
88059TCNG 11/15/201€ 11/15/200€ 5.125% — 18
88059TEL1 11/15/201¢ 2.65(% 1 —
880591EFE 12/15/201¢ 3.77(% 1 —
88059TCTE 01/15/201€01/15/200¢ 5.00(% — 27
88059TCX7 03/15/201€01/15/200¢ 4.50(% 12 12
88059TEL1 05/15/201¢ 2.65(% 1 —
880591EF: 06/15/201¢ 3.77% 29 —
88059TEL1 11/15/201¢ 2.65(% 1 —
880591EFE 12/15/201¢ 3.77(% 1 —
88059TEL1 05/15/202(C 2.65(% 1 —
880591EF: 06/15/202(C 3.77% 27 —
88059TDFE 08/15/202( 08/15/200¢ 5.00(% — 10
88059TDG3 09/15/202( 09/15/200¢ 4.80(% 3 3
88059TDJ7 11/15/202( 11/15/200¢ 5.50(% — 11
880591EF: 12/15/202C 3.77% 1 —
88059TDL2 01/15/202101/15/200¢ 5.125% — 5
880591DC: 06/07/2021 5.8059%6 2 32C 35€
880591EF: 06/15/2021 3.77% 28 —
880591EF¢ 12/15/2021 3.77(% 1 —
88059TDY4 03/15/202203/15/200¢ 5.37%% — 6
880591EF: 06/15/2022 3.77% 28 —
88059TECI] 10/15/201110/15/202z 5.50(% — 25
88059TBM2 11/15/201111/15/202z 5.00(% — 10
88059TBPE 12/15/2022 12/15/200€ 5.00(% — 19
880591EF: 12/15/202z 3.77% 1 —
88059TBT7 01/15/202201/15/2007 5.00(% — 10
88059TBV2 02/15/202202/15/2007 5.00(% — 16
88059TBZ3 05/15/202205/15/2004 5.125% — 14
880591EF: 06/15/202: 3.77% —
88059TEHC 10/15/202510/15/2011 5.00(% 15 —
88059TCK5 10/15/202210/15/2007% 5.20(% —

88059TCP¢ 11/15/202211/15/200< 5.25(% — 11
880591EF: 12/15/202¢ 3.77% 1 —
88059TCU3 02/15/202402/15/200¢ 5.125% — 8
88059TEM9 03/15/202403/15/201z 4.50(% 59 —
88059TCY5 04/15/2024£04/15/200¢ 5.37% — 14
880591EF: 06/15/202¢ 3.77% 21 —
88059TESE 07/15/202407/15/2012 4.87%% 28 —



880591EF¢
88059TCZ2
88059TDA6
88059TDC?2
880591EF¢
880591CJ¢

12/15/202¢
02/15/202¢ 02/15/200¢
03/15/202E 03/15/200¢
05/15/202¢ 05/15/200¢
06/15/202¢
11/01/202¢

105

3.77%
5.00(%
5.00(%
5.125%
3.77%
6.75(%

A

13

1,35(
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13

1,35(C
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CUSIP or Other Call/(Put) Coupon 2009 2008
Identifier Maturity Date Rate Par Amount  Par Amount
880591EF: 12/15/202¢ 3.77% — —
88059TDMO 02/15/202€02/15/201( 5.50(% 6 6
880591EF: 06/15/202¢ 3.77% 20 —
88059TDV0 10/15/202€ 10/15/201C 5.50(% 9 9
880591EF: 12/15/202¢ 3.77% — —
880591EF: 06/15/2027 3.77% 20 —
880591EF: 12/15/2027 3.77% — —
88059TEE7 01/15/202€01/15/201z 4.75(% 36 36
880591300 06/01/202¢ 4.72¢% 33C 35C
880591EF: 06/15/202¢ 3.77% 16 —
88059TEJ¢ 11/15/200¢€ 11/15/2012 5.25(% 7 —
88059TEKS3 12/15/202¢ 12/15/201z 5.00(% 18 —
880591EF: 12/15/202¢ 3.77% — —
88059TEPZ 04/15/202¢€04/15/201% 4.35(% 51
880591408 05/01/202¢ 4.50(% 274 298
88059TEQ( 05/15/202¢€05/15/201% 4.50(% 50 —
88059TERE 06/15/202¢€06/15/201% 4.75(% 13 —
880591EF: 06/15/202¢ 3.77% 12 —
88059TET4 07/15/202¢€07/15/201% 4.75(% 37 —
88059TEVY 08/15/202¢€08/15/201% 4.87%% 19 —
88059TEW?7 09/15/202¢€09/15/201% 4.75(% 51 —
880591EF: 12/15/202¢ 3.77% — —
880591DM1 05/01/203( 7.125% 1,00(¢ 1,00(¢
880591EF: 06/15/203( 3.77% 12 —
880591EF: 12/15/203( 3.77% — —
880591EF: 06/15/2031 3.77% 12 —
880591EF: 12/15/2031 3.77(% — —
880591DP¢ 06/07/203: 6.5879%6 2 39¢ 44E
880591EF: 06/15/2032 3.77(% 12 —
880591EF: 12/15/203z 3.77% — —
880591EF: 06/15/203:¢ 3.77(% 5 —
880591DV1 07/15/203: 4.70(% 472 472
880591EF: 12/15/203z 3.77% — —
880591EF: 06/15/203¢ 3.77% 5 —
880591DX7 06/15/203¢ 4.65(% 43€ 43€
880591CKE 04/01/203¢ 5.98(% 121 121
880591CS¢ 04/01/203¢ 5.88(% 1,50( 1,50(¢
880591CP* 01/15/203¢ 6.15(% 1,00(¢ 1,00(¢
880591ED( 06/15/203¢ 5.50(% 50C 50C
880591EH1 09/15/203¢ 5.25(% 1,50(¢ —
880591BL5 04/15/204204/15/201% 8.25(% 1,00(¢ 1,00(¢
880591DU3 06/07/204: 4.962% 2 24C 267
880591CFi 07/15/204£07/15/202( 6.23%% 14C 14C
880591EB4 01/15/204¢ 4.87%% 50C 50C
880591DZz2 04/01/205¢€ 5.37%% 1,00( 1,00(
Maturing 2015-205¢ 17,14: 15,67¢
Subtotal 22,01 20,60:
Unamortized
discounts, premium
and other (224) (199
Total long-term
debt, net 21,78t $ 20,40¢
Notes

(1) The above table includes net exchange Idssescurrency transactions of $30 million
and $138 million at September 30, 2009 and 20GRestively.
(2)  The coupon rate represents TVA's effectiveriest rate.

(3) TVAPARRS, CUSIP numbers 880591300 and 888891 may be redeemed under
certain conditions. See Note — Put and Call Option.

11. Seven States Power Corporation Obligation
Seven States Power Corporation (“SSPC”), throughkubsidiary, Seven States Southaven, LLC (“SSSlufchased an undivided 90 percent
interest from TVA in a three-unit, 792-MW summet napability combined cycle combustion turbine licin Southaven, Mississippi. SSSL paid TVA

approximately $420 million for its interest in tfeility.

As part of the transaction, SSSL has the righhgttane and for any reason to require TVA to buglb&SSL’s interest in the facility at SSSL's
original purchase price (plus the cost of S’s share of any capital improvements) minus amditizacosts that TVA pays under the lease. As phany



such buy-back, TVA would pay off the remaining lmia on SSSL’s loan, with that amount being creditgainst the buy-back price that TVA
would pay to SSSL. A bubpack may also be triggered under certain circuneg®including, among other things, a default bylSSSnally, TVA will buy
back SSSL'’s interest in the facility if long-terrperational and power sales arrangements for thigtfaamong TVA, SSSL, and SSPC are not in place by
April 30, 2010. TVA's buy-back obligation will terinate if such long-term arrangements are in ptacthat date. In the event of a buy-back, TVA vebul
re-acquire SSSL'’s interest in the facility and takated assets. As of November 25, 2009, ltangy arrangements are not in place. At this tinaaagemet
is unable to predict whether such arrangementshwiih place by April, 30, 2010. Because of TVA®tinued ownership interest in the facility as vasl
the buy-back provisions, the transaction did natlifpas a sale and, accordingly, has been recoadeileaseback obligation. As of September 309,20
the carrying amount of the obligation was approxehe$415 million. TVA has recognized the buy-baditigation as a GRRENT PORTION OF LEASEBACK
OBLIGATIONS of $415 million on its September 30, 2009 BalaSbteet.
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12. Risk Management Activities and Derivative Trasactions

TVA recognizes certain of its derivative instrumeas either assets or liabilities on its BalanceeBht fair value. The accounting for changes in
the fair value of these instruments depends omwfiEther the derivative instrument has been desigratd qualifies for hedge accounting treatment(ahd
if so, the type of hedge relationship (e.g., cdaw hedge).

TVA is exposed to various market risks. These matrisks include risks related to commodity prigasestment prices, interest rates, currency
exchange rates, inflation, and counterparty cnéskt To help manage certain of these risks, T\&4& bntered into various derivative transactions,
principally commodity option contracts, forward ¢@tts, swaps, swaptions, futures, and optionsiands. Other than certain derivatives instrumants
investment funds, it is TVA'’s policy to enter inttoese derivative transactions solely for hedgingpses and not for speculative purposes.

Overview of Accounting Treatment
The following tables summarize the accounting trestt that certain of TVA'’s financial derivative tisactions receive.
Summary of Derivative Instruments That Receive Hedg Accounting Treatment (part 1)

Amount of MtM (Loss)
Recognized in Other

Derivatives in Cash Comprehensive Loss
Flow Hedging Accounting for Derivative (“OCL") Years Ended
Relationship Objective of Hedge Transactior Hedging Instrument September 30
2009 2008
Currency swaps To protect against changes in c¢.  Cumulative unrealized gains an
flows caused by changes in losses are recorded in OCL anc $ (145 $ (179
foreign currency exchange rates reclassified to interest expense
(exchange rate risk) the extent they are offset by

cumulative gains and losses on
hedged transactic

Summary of Derivative Instruments That Receive Hedg Accounting
Treatment (part 2)
Amount of ExchangeGain

Reclassified
from OCL to Interest
Expense
Derivatives in Cash Flow Years Ended September
Hedging Relationship 30 (a)
2009 2008
Currency swap $ 106 $ 161

Note
(a) There were no ineffective portions or amountduaed from effectiveness
testing for any of the periods presented. AlsoNe 13.
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Summary of Derivative Instruments That Do Not Receie Hedge Accounting Treatmen

Amount of Gain
(Loss) Recognized in
Income on Derivatives

Derivative Obijective of Accounting for Derivative Years Ended
Type Derivative Instrument September 30 (a)
2009 2008
Swaption To protect against Gains and losses are recorded as
decreases in value ¢ regulatory assets or liabilities until $ — $ —
the embedded call settlement, at which time the
(interest rate risk) gains/losses (if any) are recognize!
gain/loss on derivative contrac
Interest rate To fix shortterm deb  Gains and losses are recorded as
swaps variable rate to a regulatory assets or liabilities until
fixed rate (interest settlement, at which time the — —
rate risk) gains/losses (if any) are recognize!
gain/loss on derivative contracts.
Coal contracts  To protect against Gains and losses are recorded as
with volume fluctuations in marke regulatory assets or liabilities until
options prices of purchased  settlement, at which time they are
coal (price risk) recognized in fuel and purchased 37 |
power expense. Settlement fees
associated with early contract
terminations are recognized in fuel
and purchased power expense in t
period incurred
Commodity To protect against Realized gains and losses are
derivatives fluctuations in marke recorded in earnings as fuel and
under Financic¢ prices of purchased  purchased power (408 10
Trading commodities (price expense. Unrealized gains and los ’
Program risk) are recorded as a regulatory
asset/liability.
Note

(a) All of TVA's derivative instruments that do n@ceive hedge accounting treatment have unreajjaet
(losses) that would otherwise be recognized infimedut instead are deferred as regulatory assdts an

liabilities. As such, there was no related gadsg) recognized in income for these unrealizedsg@asses) fo
2008 and 2009. See Note 6Beferred Gains and Losses Relating to TVA’s FinalnErading Program,

Swap and Swaption Contre, andUnrealized Gains (Losses) on Coal Contacts withuxfi Option..

TVA has recorded the following amounts for its #ative financial instruments described in the tatabove:
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MARK -TO-MARKET VALUES OF TVA DERIVATIVES
As of September 30

2009 2008
Derivatives in Cash Flow Hedging Relationship
Balance Balance Sheet Presentatio Balance Balance Sheet Presentatio
Currency swaps
£200 million Sterling $ 33 Other lon¢-term liabilities  $ 2 Other lon-term asset
£250 million Sterling 7 Other lonr-term asset 72 Other lonrterm asset
£150 million Sterling (18) Other lon-term liabilities 27 Other lon¢-term asset

Derivatives Not Receiving Hedge Accounting Treatmen

Balance Balance Sheet Presentatio Balance  Balance Sheet Presentatio
Swaption:
$1.0 billion notiona $ (592) Other lon¢-term liabilites  $ (416 Other lon¢-term liabilities
Interest rate swap
$476 million notiona (276) Other lon¢-term liabilities (18¢) Other lon¢-term liabilities
$42 million notional (11) Other lon-term liabilities (@) Other lon-term liabilities

Other long-term assets
$87, Other long-term
Coal contracts with volume optio 7 liabilities ($80) 813 Other lon¢-term asset

Commodity derivatives under
Financial Trading Progran

Margin cash account 28 Inventories and other, n 25 Inventories and other, n

Other regulatory assets ($85)
Unrealized losses, n (68) Regulatoryliabilities $17 (14¢) Other regulatory asse
Note
* In accordance with certain credit terms, TVA u$ederaging to trade financial instruments underREimancial Trading
Program. Therefore, the margin cash account baldoes not represent 100 percent of the net magtee\of the derivative
positions outstanding as shown in the Commaodityia¢ives Under Financial Trading Program table el
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Cash Flow Hedging Strategy for Currency Swaps

To protect against the exchange rate risk relatédree sterling denominated Bond transactions, BEvifered into foreign currency hedges at the
time the Bond transactions occurred. TVA has tieing currency swaps outstanding as of SepterBbe009:

Currency Swaps Outstanding
As of September 30, 2009

Effective Date of  Associated TVA

Currency Swap Bond Issues —  Expiration Date of Overall Effective
Contract Currency Exposure Swap Cost to TVA
2003 £150 million 2043 4.96%
2001 £250 million 2032 6.59%
1999 £200 million 2021 5.81%

When the dollar strengthens against the Britistpasterling, the exchange gain on the Bond ligbititoffset by an exchange loss on the swap
contract. Conversely, when the dollar weakense#tohange loss on the Bond liability is offset Inyexchange gain on the swap contract. All such
exchange gains or losses are includedarnd-TERM DEBT, NET . The offsetting exchange losses or gains oswap contracts are recognized in
ACCUMULATED OTHER COMPREHENSIVELOSS. | f any loss (gain) were to be incurred as altes the early termination of the foreign currgrswap contract,
any resulting charge (income) would be amortizeer dlre remaining life of the associated Bond agraponent of interest expense.

Derivatives Not Receiving Hedge Accounting Treatr
Swaption and Interest Rate Swaps

TVA has entered into four swaption transactionmtinetize the value of call provisions on certaiit®Bond issues. A swaption grants a third
party the right to enter into a swap agreement Wit under which TVA receives a floating rate ofenest and pays the third party a fixed rate adriest
equal to the interest rate on the Bond issue fachvthe call provision has been monetized by TVA.

¢ In 2003, TVA monetized the call provisions@®1.0 billion Bond issue by entering into a swapagreement with a third party in exchange
for $175 million (the*2003A Swaptio”).

¢ In 2003, TVA also monetized the call provisicon a $476 million Bond issue by entering inkwmaption agreement with a third party in
exchange for $81 million (th“2003B Swaptio”).

« In 2005, TVA monetized the call provisionstaro electronote® issues ($42 million total par value) by enterintpiswaption agreements w
a third party in exchange for $5 million (t“2005 Swaptior”).

In February 2004, the counterparty to the 2003B@iwa exercised its option to enter into an interate swap with TVA, effective April 10, 20(
requiring TVA to make fixed rate payments to themterparty of 6.875 percent and the counterpartpdke floating payments to TVA based on
LIBOR. These payments are based on the notiomatipal amount of $476 million and began on Jung2®4.

In February 2008, the counterparty to the 2005 $iwap exercised its options to enter into interagt swaps with TVA, effective March 11,
2008. Under the swaps, TVA is required to makedixate payments to the counterparty at 6.125 ptraad the counterparty is required to make flaati
payments to TVA based on LIBOR. These paymentbased on a combined notional amount of $42 millind began on April 15, 2008.

On October 1, 2007, TVA began using regulatory antiag treatment to defer the mark-to-market gaimg losses on these swap and swaption
agreements to reflect that the gain or loss iuhetl in the ratemaking formula when these tranmastettle. The values of the swap and swaption
agreements and related deferred unrealized gathkasges are recorded on TVA's balance sheet wilized gains or losses, if any, recorded on TVA's
income statement.
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For the year ended September 30, 2009, the chamgearket value resulted in deferred unrealizeddgson the value of interest rate swaps and
swaptions of $272 million. For the year ended Seiiter 30, 2008, the changes in market value rekinitdeferred unrealized losses on the value efé#
rate swaps and swaptions of $226 million. All deferred unrealized losses are reclassified adatgy assets on the Balance Sheets.

Coal Contracts with Volume Options

TVA enters into certain coal supply contracts tte@uire delivery of fixed quantities of coal (basas) at fixed prices. Certain coal contracts also
contain options that permit TVA to either increaseeduce the amounts of coal delivered within #jgetguidelines. Essentially, the option to takere ol
less coal represents a purchased option that ibio@eh with the forward coal contract in a singlemy contract. TVA marks to market the value cdgh
contracts on a quarterly basis.

At September 30, 2009, and September 30, 2008, $¢Aal contracts which contained volume optiondlayg approximate net market values of
$7 million and $813 million, respectively, which Adeferred as regulatory liabilities. TVA will ctnue to defer all unrealized gains or losses eelab
the exercise of these options and record onlyzedlgains or losses as fossil fuel expense atrtfeethe coal is consumed. The decrease in the\ailaoa
contracts with volume options is primarily a resafithe decline in the market price for coal anié- off or settlement of contracted volumes from Sejiter
30, 2008, to September 30, 2009. The $7 millionnmerket value of TVA’s coal contracts with volumptions at September 30, 2009, also includes a $10
million expected net settlement expense relatabaaarly termination of a coal supply contractsaguent to September 30, 2009.

Coal Contracts with Volume Options
As of September 30

2009 2008
Notional Fair Value Notional Fair Value
Number of Amount (MtM) Number of Amount (MtM)
Contracts (in tons) (in millions) Contracts (in tons) (in millions)
Coal Contracts
with Volume 7 29 million $ 7 10 37 million $ 813

Options

Commaodity Derivatives Under Financial Trading Pragr

In 2005, the TVA Board approved a Financial Tradfrggram (“FTP”) under which TVA can purchase aelll svaps, options on swaps, futures,
and options on futures to hedge TVA'’s exposureatoiral gas and fuel oil prices. In 2007, the TVéaBd expanded the FTP, among other things, (1) to
permit financial trading for the purpose of hedgorgtherwise limiting the economic risks assoalatéth the price of electricity, coal, emissioncallances
nuclear fuel, and other commaodities included in T¥ACA calculation, such as ammonia and limestaseayell as the price of natural gas and fuel 8, (
to authorize the use of futures, swaps, optiond,cambinations of these instruments as long a®timssruments are standard in the industry, (3) to
authorize the use of the IntercontinentalExcharmgeell as the NYMEX to trade financial instrumeratad (4) to increase the aggregate transactiom tami
$130 million (based on one-day value at risk) 2009, the TVA Board further expanded the FTP torpeefinancial trading for the purpose of hedging or
otherwise limiting the economic risks associatethwule price of construction materials. The maximhedge volume for these transactions is 75 peafent
the underlying net notional volume of the matetii@t TVA anticipates using in approved TVA projecsd the market value of all outstanding hedging
transactions involving construction materials imsited to $100 million at the execution of any neansaction. In 2009, the TVA Board also expanthed t
FTP to permit financial trading to manage financisks that occur when TVA contracts for goods gdiin or indexed to foreign currencies. The pdidfo
value at risk limit for these transactions is $3liori and is separate and distinct from the $13Mioni transaction limit discussed above. Under i,

TVA is prohibited from trading financial instrumenfor speculative purposes.
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Commodity Derivatives Under Financial Trading Program
As of September 30

2009 2008
Fair Value Fair Value
(MtMm)
Notional Notional (in
Amount millions) Amount millions)

Natural gas (in mmBtu)
Futures contraci
Fixed positions — % (5) — $ —
Open positions at end of period 30,020,00 (25)  20,900,00 (12
Net position at end of peric 30,020,00 (30) 20,900,00 12
Swap contract
Fixed positions — (16) — —
Open positions at end of period 115,307,50 (36) 70,510,00 (12€)
Net position at end of peric 115,307,50 (52) 70,510,00 (12€¢)
Option contracts open at end of
period 7,300,00I 1 (1,600,001 (8)
Natural gas financial positior

at end of period, net 152,627,500 $ (81) 89,810,000 $ (14€)
Fuel oil/crude oil (in barrels)
Futures contracts open at end of

period 398,000 $ 3 — % —
Swap contracts open at end of pel 1,660,00! 7 — —
Option contracts open at end of
period 1,236,00! 3 — —
Fuel oil/crude ail financial position
at end of period, net 3,294,000 $ 13 — $ —

TVA defers all FTP unrealized gains (losses) asilaggry liabilities (assets) and records only raedi gains or losses to match the delivery period
of the underlying commaodity product.

Natural Gas

At September 30, 2009, TVA had natural gas heddg#gsnetional volumes equivalent to 152,627,500nimBtu), the market value of which was a
net loss of $81 million. For the year ended Sep&m30, 2009, TVA recognized realized losses onmahgas hedges of $405 million. All realized lss
(gains) were recorded as an increase (decreapeythased power expense. The unrealized lossdofrfiion and unrealized gain of $3 million at
September 30, 2009, were deferred as a regulassst and a regulatory liability, respectively.

At September 30, 2008, TVA had natural gas hedgtsnetional volumes equivalent to 89,810,000 (imBtu), the market value of which was a
loss of $146 million. For the year ended Septen38eR2008, TVA recognized realized gains of $1 Oiom, which were recorded as a decrease to
purchased power expense. The unrealized loss4d $illion at September 30, 2008, was deferred r@gjalatory asset.

Fuel Qil/Crude Oil

At September 30, 2009, TVA had notional volumesuet oil/crude oil hedges equivalent to 3,294,00b@arrels), the market value of which we
net gain of $13 million. For the year ended Sejm@n80, 2009, TVA recognized realized losses ohdiierude oil hedges of $4 million. All realized
losses were recorded as an increase to fossiéfgense. The unrealized loss of $1 million anckalized gain of $14 million at September 30, 200&e
deferred as a regulatory asset and a regulatdsijitya respectively.

TVA did not have any fuel oil/crude oil hedges &September 30, 2008.
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Other Derivative Instruments
Other Commodity Derivatives

TVA enters into forward contracts that hedge cdmW £xposures to market fluctuations in the prind delivery of certain commodities including
coal, natural gas, fuel oil, crude oil, electrigityanium, and construction commodities. TVA expéo take or make delivery, as appropriate, utlkse
forward contracts. Accordingly, these contractaliy for normal purchases and normal sales acéogntAs of September 30, 2009, and September 30,
2008, TVA did not have derivative contracts relai@the purchase of electricity, uranium, or camstion commodities.

Investment Fund Derivatives

Investment funds consist primarily of funds heldrimsts designed to fund nuclear decommissioningirements, asset retirement obligations, and
the SERP. All securities in the trusts are clésdifis trading. See Note 13 for a discussionefiinsts’ objectives and the types of investmemtiided in
the various trusts. Derivative instruments in thieasts include swaps, futures, options, forwaadsl, other instruments. As of September 30, 2808,
September 30, 2008, the fair value of derivatiwtrimments in these trusts was immaterial.

Collateral

TVA's interest rate swaps, two of its currency s&,ggnd its swaption contain contract provisions tbquire a party to post collateral (in a form
such as cash or a letter of credit) when the patigbility balance under the agreement exceedstain threshold. As of September 30, 2009, tlyrente
fair value of all derivative instruments with credsk related contingent features that were irahility position was $897 million. TVA's collatat
obligation as of September 30, 2009, under thesmgements was $143 million, for which TVA had aistng position of $103 million under a letter of
credit. The difference between the obligation Hrelcollateral amount is due to the timing of tbateral transfer. In October 2009, TVA posted th
remainder of its obligation. These letter of cteudistings reduce the available balance in TVA's #t.0 billion revolving credit facilities. TVA’s
assessment of the risk of its nonperformance irdwdreduction in its exposure under the contrmet r@sult of this posted collateral.

For all of its derivative instruments with credigk related contingent features:

« If TVA remains a majority-owned U.S. goverrmentity but S&P or Moody’s downgrades TVA's criediting to AA+/Aal, TVA would be
required to post an additional $425 million of etdral in excess of its September 30, 2009 obtigatind

* If TVA ceases to be majority-owned by the LigBvernment, its credit rating would likely charaged TVA would be required to post
additional collateral

Concentration of Credit

Credit risk is the exposure to economic loss thatile occur as a result of a counterparty’s nonperémce of its contractual obligations. Where
exposed to credit risk, TVA analyzes the countdypafinancial condition prior to entering into agreement, establishes credit limits, monitors the
appropriateness of those limits, as well as anygés in the creditworthiness of the counterpartaiwmngoing basis, and employs credit mitigation
measures, such as collateral or prepayment arraergsrand master purchase and sale agreementgjgatencredit risk. The majority of TVA's credisk
is limited to trade accounts receivable from defkkpower sales to municipal and cooperative tistor customers, all located in the Tennessee yalle
region. To a lesser extent, TVA is exposed toitrégk from industries and federal agencies disesérved and from exchange power arrangementsawvith
small number of investor-owned regional utilitietated to either delivered power or the replacerménpen positions of longer-term purchased power o
fuel agreements. Outstanding accounts receivablthé top seven customers at September 30, 2088, $6528 million, or 41 percent of total outstagdin
accounts receivable, and at September 30, 2008, $&54 million, or 40 percent of total outstandawgounts receivable.

TVA is also exposed to credit risk from the bankargl coal industries because multiple compani#isese industries serve as counterparties to
TVA in various derivative transactions. As of Sapber 30, 2009, the swaption and all of TVA'’s coagswaps, interest rates swaps, and commaodity
derivatives under the FTP were with counterpastibese credit rating per Moody’s was “A2” or higheks of September 30, 2009, all of the total coal
tonnage associated with TVA'’s coal contracts withume options was with counterparties whose Moodyéglit rating, or TVA's internal analysis when
such information was unavailable, was “B2” or high& o help ensure that reliable s upply of coal, TVadicoal contracts with 32 different suppliers at
September 30, 2009. The contracted supply ofiscurced from multiple geographic regions ofthted States and is to be delivered via various
transportation methods (e.g., barge, rail, andkjruc
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13. Fair Value Measurements

Fair value is determined based on the exchange thiat would be received for an asset or paidatasfier a liability (an exit price) in TVA's
principal market, or in the absence of a principarket, the most advantageous market for the ass$iability in an orderly transaction between metrk
participants. TVA uses market or observable inpstthe preferred source of values, followed bymgdions based on hypothetical transactions in the
absence of market inputs.

Valuation Techniques

There are three main approaches to measuring itheafae of assets and liabilities: (1) the mar&pproach; (2) the income approach; and (3) the
cost approach. The market approach uses pricesthadrelevant information generated from markatgactions involving identical or comparable asset
or liabilities. The income approach uses valuatemhniques to convert future amounts to a singgegnt value amount. The measurement is basdteon t
value indicated by current market expectations atfmse future amounts of income. The cost appraabased on the amount that would currently be
required to replace an asset. TVA utilizes thekeapproach and the income approach in its fdirevemneasurements.

The valuation techniques used to measure fair \va@ledased upon observable and unobservable irlgervable inputs reflect market data
obtained from independent sources, while unobséiaputs reflect TVA’s market assumptions. Thege types of inputs create the following fair value
hierarchy:

Level 1 — Unadjusted quoted prices in active markets acclessipthe reporting entity for identical assetdiabilities. Active
markets are those in which transactions for thetamsliability occur with sufficient frequency andlume to provide
pricing.

Level 2 — Pricing inputs other than quoted market pricesuidetl in Level 1 that are based on observable mddtatand that are

directly or indirectly observable for substantiathe full term of the asset or liability. Theseliude quoted market
prices for similar assets or liabilities, quotedrked prices for identical or similar assets in neskthat are not active,
adjusted quoted market prices, inputs from obséevaddta such as interest rate and yield curvestilibés and default
rates observable at commonly quoted intervals,gmats derived from observable market data by ¢atitn or other
means.

Level 3 — Pricing inputs that are unobservable, or less ofasde, from objective sources. Unobservable inpogsonly to be use
to the extent observable inputs are not availablgese inputs maintain the concept of an exit pfricen the perspective
of a market participant and should reflect assuomstiof other market participants. An entity shozddsider all marke
participant assumptions that are available withoueasonable cost and effort. These are givelotinest priority and
are generally used in internally developed methogiek to generate management's best estimate tfithalue when
no observable market data is available.

A financial instrument's level within the fair vanierarchy is based on the lowest level of inpgriificant to the fair value measurement, wi
Level 1 is the highest and Level 3 is the lowest.

Nonperformance Risk

The impact of nonperformance risk, which include=dd risk, considers changes in current marketlitmms, readily available information on
nonperformance risk, letters of credit, collateather arrangements available, and the nature efanaetting arrangements. TVA is a counterparty t
currency swaps, a swaption, interest rate swapspumlity contracts, and other derivatives which sabjr'VA to nonperformance risk. Nonperformance
risk on the majority of investments and certainterge-traded instruments held by TVA is incorpatatgo the exit price that is derived from quoted
market data that is used to mark the investmentarket.
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Nonperformance risk for most of TVA's derivativestruments is an adjustment to the initial asséilltg fair value. TVA adjusts for
nonperformance risk, both of TVA (for liabilitieapd the counterparty (for assets), by applying ACVYVA determines an appropriate CVA for each
applicable financial instrument based on the tefth@® instrument and TVA's or counterparty’s craditing as obtained from Moody’s. For companied th
do not have an observable credit rating, TVA usérinal analysis to assign a comparable ratinggabmpany. TVA discounts each financial instruten
using the historical default rate (as reported moltly’s for CY 1983 to CY 2008) for companies witkimilar credit rating over a time period consisten
with the remaining term of the contract.

The following sections describe the valuation mdtiogies TVA uses to measure different financiatimments at fair value. All changes in fair
value of these assets and liabilities have bedectefl as changes in regulatory assets, regulaadnijities, or accumulated other comprehensive los
TVA's balance sheets and statements of changes ingteoprcapital as of September 30, 2009. Therebkas no impact to the statements of operatio
the statements of cash flows related to thesesédire measurements.

Investments

At September 30, 2009, TVA'investment funds comprised $981 million of se@siclassified as trading and measured at fairevahd $2 millio
of equity investments not required to be measutéaiavalue. TVA holds trading securities in DT, ART, and SERP. The NDT holds funds for the
ultimate decommissioning of its nuclear power parithe ART holds funds for the costs related &fthure closure and retirement of TVA's long-lived
assets. TVA established a SERP for certain exegsitn critical positions to provide supplementahgion benefits tied to compensation that is not
creditable under the qualified pension plan. T\&s Iistorically funded the annual calculated expaithe SERP. The NDT and SERP are invested in
securities generally designed to achieve a retufimé with broad equity market performance. THeTAs presently invested to achieve a return ia liith
fixed-income market performance.

The NDT, ART, and SERP are composed of multiplesypf investments. Most U.S. and internationaltéxp) Treasury inflation-protected
securities, REITSs, cash securities , and certaiivative instruments are exchange-traded and assifled as Level 1 valuations. Fixed-income
investments, high-yield fixedicome investments, commingled funds, currencied,raost derivative instruments are classified ageL2 valuations. The:
measurements are based on market and income appsoaith observable market inputs . The appbecatif CVAs did not materially affect the fair value
of TVA’s investments at September 30, 2009.

Gains and losses on trading securities are recedriizcurrent earnings and are based on average Ths gains and losses on the NDT and ART
are subsequently reclassified to a regulatory assmtunt in accordance with TVA's regulatory acammpolicy. The NDT had unrealized gains of $85
million in 2009, had unrealized losses of $184 imnillin 2008, and had unrealized gains of $80 niliilw 2007. The ART had unrealized losses of $2
million in 2009. The ART had no unrealized lossegains in 2008 or 2007. The SERP had unrealzgzks of $3 million and $12 million in 2009 and
2008, respectively, and unrealized gains of $3ionilin 2007.

Currency Swaps, Swaption, and Interest Rate Swaps

See Note 13 —€ash Flow Hedging Strategy for Currency SwapdDerivatives Not Receiving Hedge Accounting Treatrfaara discussion of
the nature, purpose, and contingent features of $\¢Arrency swaps, swaption, and interest rate swap

The currency swaps are classified as Level 2 vialnsitand are valued based on income approache®hstrvable market inputs. The swaption is
classified as a Level 3 valuation and is valuec&am an income approach. The valuation is condpuséng a broker-provided pricing model utilizing
interest and volatility rates. While most of tlaérfvalue measurement is based on observable inmltgility for TVA’s swaption is generally
unobservable. Therefore, the valuation is deriveth an observable volatility measure with adjustise The interest rate swaps are classified asll2v
valuations and are valued based on income appreadfe application of CVAs resulted in a decrezfsg2 million in the fair value of the swaption and
interest rate swap liabilities, and did not matériaffect the fair values of the currency swap$aptember 30, 2009.

Coal Contracts with Volume Options and Commodityigéives Under TVA'’s Financial Trading Program
See Note 12 —Perivatives Not Receiving Hedge Accounting TreatmerCoal Contracts with Volume OptioasdCommodity Derivatives Under

Financial Trading Progranfor a discussion of the nature and purpose of coafracts with volume options and commodity defxest under TVA's
Financial Trading Program.
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Coal Contracts with Volume Options These contracts are classified as Level 3 valustgord are valued based on income approaches. TVA
develops an overall coal price forecast using wideled short-term market data from an externaingispecialist, longerm price forecasts developed w
the assistance of a third-party valuation senacel other internal estimates. To value the optmmponent of the contract, TVA uses a Black-Scholes
pricing model which includes inputs from the ovecalal price forecast, contract-specific terms, atiter market inputs. The application of CVAs tesil
in a decrease of $5 million in the fair value opbgable coal contracts in an asset position até&3eper 30, 2009, and did not materially affectftievalue
of applicable coal contracts in a liability positiat September 30, 2009.

Commodity Derivatives Under Financial Trading Pamgr. These contracts are valued based on market agipes which utilize NYMEX quoted
prices. Contracts settled on the NYMEX (e.g., fatuand options) are classified as Level 1 valaatiadContracts where nonperformance risk existsidelt
of the exit price (e.g., swaps and over-the-couoptions) are measured with the incorporation oAG\ANnd are classified as Level 2 valuationghe
application of CVAs did not materially affect thairf value of commodity derivatives under the FTBaeptember 30, 2009.

The following table sets forth by level, within tfaér value hierarchy, TVA's financial assets aiatbilities that were measured at fair value on a
recurring basis as of September 30, 2009. Finhas&ets and liabilities have been classified @irtantirety based on the lowest level of input iba
significant to the fair value measurement. TVAssessment of the significance of a particular inpuhe fair value measurement requires judgmedt an
may affect the determination of the fair valuelté aissets and liabilities and their classificatiothe fair value hierarchy levels.
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Fair Value Measurements
As of September 30, 2009

Quoted Price

in Active Significant
Assets Markets for Other Significant
Identical Observable  Unobservabli
Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Netting ! Total
Investments
Equity securities $ 82 % 1 3% — — % 83
Debt securities-U.S. government
corporations and agenci 83 28 — — 111
Corporate debt securitit — 203 — — 20¢
Residential mortga¢-backed securitie — 18 — — 18
Commercial mortgac-backed securitie — 2 — — 2
Collateralized debt obligatior — 6 — — 6
Commingled fund?:
Equity security commingled func — 32¢ — — 32¢
Debt security commingled func — 18t — — 18t
Foreign currency commingled fun — 11 — — 11
Other commingled fund — 34 — — 34
Currency swap — 7 — — 7
Coal contracts with volume optio — — 87 — 87
Commodity derivatives under FTP 11 29 — (23) 17
Total $ 17¢ $ 852 $ 87 $ (23 $ 1,092
Quoted Price
in Active Significant
Liabilities Markets for Other Significant
Identical Observable  Unobservabli
Liabilities Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Netting Total
Currency swap $ — $ 51 $ — — 3 51
Interest rate sway — 287 — — 287
Swaption — — 592 — 592
Coal contracts with volume optio — — 80 — 80
Commodity derivatives under FTP 31 55 — (23) 63
Total $ 31 $ 392 $ 672 $ 23 ¢ 1,07:
Notes

Q) Due to the right of setoff and method of lsatient, TVA elects to record commodity derivativesler the FTP based o

its net commodity position with the counterpartybooker.

(2) Commingled funds represent investment fundspreimg multiple individual financial instrumetnadare classified in the
table based on their existing investment portfol@ommingled funds exclusively composed of onesct#security are
classified in that category (e.g., equity, debtfapeign currency securities). Commingled fundspasing multiple classes
securities are classified as "other commingled $ur
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The following table presents a reconciliation dfasets and liabilities measured at fair valua oecurring basis using significant unobservable
inputs (Level 3) for year ended September 30, 2009:

Fair Value Measurements Using Significant Unobservale Inputs
As of September 30

Coal
Contracts
with Volume
Options Swaption
Balances at beginning of peri $ 812 $ (41€)
Unrealized losses deferred as regulator
assets (79€) (17¢€)
Unrealized losses related to expected r
settlement fees included in fuel and
purchased power expense (10 —
Balances at end of period $ 7 % (592

There were no realized gains or losses relateldetanstruments measured at fair value using sicaniti unobservable inputs. Other than the
expected net settlement expense, all unrealizet gaid losses related to these instruments haverbiected as increases or decreases in regulassets
and liabilities. See Note 6.

Other Financial Instruments Not Carried at Fair Vial

TVA uses the methods and assumptions describevtislestimate the fair value of each significamtssl of financial instrument. The fair mar
value of the financial instruments held at Septem3@e 2009, and September 30, 2008, may not beseptative of the actual gains or losses thathill
recorded when these instruments mature or aredcatlpresented for early redemption. The estimaddaes of TVAS financial instruments not recordec
fair value at September 30, 2009, and Septembe2®IB, were as follows:

Estimated Values of Financial Instruments
As of September 30

2009 2008

Carrying Carrying

Amount Fair Value Amount Fair Value
Cash and cash equivalel $ 201 $ 201 % 212 % 213
Restricted cash and investme — — 10€ 10€
Loans and other lor-term receivable 77 68 81 81
Shor-term debt, ne 844 844 18t 18t
Long-term debt (including current portion), r 21,79¢ 23,757 22,43 23,85!

Because of the short-term maturity of cash and easiivalents, restricted cash and investmentsshad-term debt, net, the carrying amounts of
these instruments approximate their fair values.

Fair value of long-term debt traded in the publiarket is determined by multiplying the par valudted debt by the indicative market price at the
balance sheet date.

Fair values for loans and other long-term receimalalre estimated by determining the present vdlfigwe cash flows using a discount rate equal
to lending rates for similar loans made to borrasmeith similar credit ratings and for similar remiaig maturities, where applicable.

14. Proprietary Capital
Appropriation Investment

TVA's power program and stewardship program weiginally funded primarily by appropriations from @gress. In 1959, however, Congress
passed legislation that required TVA’s power progta be self-financing from power revenues and @eds from power program financings. While
TVA'’s power program did not directly receive appriaped funds after it became self-financing, TVAtinued to receive appropriations for certain
multipurpose and other mission-related activitiesvell as for its stewardship activities. TVA hax received any appropriations from Congress iigr a
activities since 1999, and since that time, TVA fumgled stewardship program activities primarilyhnpower revenues in accordance with a statutory
directive from Congress.
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The 1959 legislation also required TVA, beginninglB61, to make annual payments to the U.S. Trgdsumn net power proceeds as a repayment
of and as a return on the Power Facility Appropiatnvestment until an additional $1 .0 billionthe Power Facility Appropriation Investment hasme
repaid. Of this $1 .0 billion amount, $90 millioemained unpaid at September 30, 2009. Once tiveiFeacility Appropriation Investment has been
repaid, the TVA Act requires TVA to continue makipgyments to the U.S. Treasury as a return onetfmaining Power Facility Appropriation

Investment. The remaining Power Facility Appropoia Investment will be $258 million if TVA receigeno additional appropriations from Congress f&
power program.

The table below summarizes TVA's activities relatedppropriated funds.

Appropriations Activity
As of September 30

Power Facility

Appropriation Stewardship Program  Total Appropriation
Investmen Appropriations Investmeni

Appropriation Investment at September 30,

2007 $ 38 $ 4358 $ 4,74
Less repayments to the U.S. Treasury (20) — (20)
Appropriation Investment at September 30,

2008 36¢ 4,35t 4,727
Less repayments to the U.S. Treasury (20) — (20)
Appropriation Investment at September 30,

2009 $ 34 $ 4358 $ 4,70%

Payments to the U.S. Treasury

TVA paid $20 million each year for 2009, 2008 , &D7 as a repayment of the Power Facility Appatjon Investment. In addition, TVA
paid the U.S. Treasury $13 million in 2009 and ##0ion in both 2008 and 2007 as a return on the&d~acility Appropriation Investment. The amount
of the return on the Power Facility Appropriatiowvéstment is based on the Power Facility Approjorialnvestment balance as of the beginning of yieat
and the computed average interest rate payableedy 1S. Treasury on its total marketable publidgatiions as of the same date. The interest ratgalpe
by TVA on the Power Facility Appropriation Investntevere 3.67 percent, 4.90 percent, and 4.87 pefee2009, 2008, and 2007, respectively.

Accumulated Other Comprehensive Income (Loss)

The items included in @&CUMULATED OTHER COMPREHENSIVEINCOME (LOSS) consist of market valuation adjustments for dartierivative

instruments. See Note 12. TheAUMULATED OTHER COMPREHENSIVELOSSas of September 30, 2009, 2008, and 2007, was $ii6rm$37 million, and $1!
million, respectively.

Total Other Comprehensive Loss Activity
For the years ended September 30

Accumulated other comprehensive income,

September 30, 20( $ 43
Changes in fair value
Inflation sway 9
Foreign currency swaps (71)
Accumulated other comprehensive loss, Septemt
30, 2007 (29

Changes in fair value
Inflation sway. —

Foreign currency swaps (18)
Accumulated other comprehensive loss, Septemt
30, 2008 37

Changes in fair value
Foreign currency swaps (38)

Accumulated other comprehensive loss, Septemt
30, 2009 $ (79
Note

Foreign currency swap changes are shown net aigsifications
from OTHER COMPREHENSIVE INCOME tO earnings

TVA records exchange rate gains and losses onid@lairnings and marks its currency swap asset$iaitities to market through other
comprehensive income. TVA then reclassifies anwarhout of other comprehensive income into earninffsetting the earnings gain/loss from recording
the exchange gain/loss on the debt. The amoucisssified from other comprehensive income intmiemys were a decrease to earnings of $108 miltion i
2009, a decrease to earnings of $161 million in82@Md an increase to earnings of $104 milliondA72 These reclassifications, coupled with theming



of the exchange gain/loss on the debt, resultedniet effect on earnings of zero for 2009, 2008,2007. Due to the number of variables affectirg t
future gains/losses on these instruments, TVA &blento reasonably estimate the amount to be ifitas from other comprehensive income to earnings
future years.
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Unrealized Losses on Swap/Swaption Contracts

In the first quarter of 2008, TVA began using regaty accounting treatment to defer the unrealiradk-to-market gains and losses on certain
swap and swaption contracts to reflect that tha gaioss is included in the ratemaking formula whigese transactions actually settle. The valubef
swap and swaptions is still recorded on TVA's BaaSheet with realized gains or losses on thestams recorded in TVA's Income Statement. The
deferred unrealized losses on the value of the s\aag swaption were $272 million for 2009 and $22ion for 2008, and are included as ad¥LATORY
AsseTon TVA's Balance Sheets. See Note 6Swap and Swaption Transactions .

15. Other Income, Net

OTHER INCOME, NET is comprised of the following:

Other Income, Net
For the years ended September 30

2009 2008 2007
Interest income $ 9 % 13 $ 23
(Losses) gains on investmel 9) (27) 7
External services, n 14 14 22
Claims settlemer 4 8 —
Miscellaneous 7 1 19
Total other income, net $ 25 $ 9 $ 71

16. Supplemental Cash Flow Information

Interest paid was $1.4 billion in each of 2009, &08nd 2007. These amounts differ from interepeese due to the timing of payments and
interest capitalized of $40 million in 2009, $17lmn in 2008, and $177 million in 2007 as a pdrtmajor capital expenditures.

Cash flows from futures contracts, forward consaoption contracts, or swap contracts that arewaded for as hedges are classified in the same
category as the item being hedged or on a basistent with the nature of the instrument.

17. Variable Interest Entities

In February 1997, TVA entered into a purchase pageeement with Choctaw Generation, Inc. (subsetyuassigned to Choctaw Generation ,
L.P. (“Choctaw”)) to purchase all the power geneddrom its facility . Before July 2009, TVA ditbt have access to certain financial records afc@w
and was unable to determine if Choctaw met thendiefn of a variable interest entity. In July 200%/A obtained access to certain financial recafls
Choctaw. Based on the financial information reedivl VA updated its assessment of its contractlationship with Choctaw and determined that
Choctaw did not meet the definition of a variabiiterest entity. As a result, TVA is not requireccbnsolidate Choctaw’s balance sheet, results of
operations, and cash flows. TVA's future contratitash commitments under this purchase power agneieare disclosed in Note 20 Pewer Purchase
Obligations.

18. Benefit Plans
TVA sponsors a qualified defined benefit pensicamphat covers most of its full-time annual empksjea qualified defined contribution plan that
covers most of its full-time annual employees, mmfunded post - retirement health care plans ttmtige for non-vested contributions toward the aufst

certain retirees’ medical coverage, other posteympnt benefits such as workers’ compensation, asupplemental executive retirement plan. Following
are discussions of each of these plans.
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Overview of Plans and Benefits

Defined Benefit Pension PlanTVA sponsors a defined benefit plan for most ofutétime annual employees that provides two bérstfuctures:
the Original Benefit Structure and the Cash BalaBesefit Structure.

 Original Benefit Structure. The pension benefit for a member participating he Original Benefit Structure is based on the metsbe
creditable service, the membeirverage monthly salary for the highest three emuitsve years of base pay, and a pension fact@dbas th
membe’s age and years of service, less a Social Seaffitgt.

« Cash Balance Benefit StructureThe pension benefit for a member participatinghe Cash Balance Benefit Structure is based odits
accumulated in the member’s account and the mesbhge. A membes’account receives credits each pay period equ&abDtbpercent of h
or her straight-time earnings. The account alseiv@smonthly interest credits at a rate set at the beggqof each year equal to the chanc
the Consumer Price Index (“CPIfgr the period ending on the previous October 36 3.00 percent, with the provision that the rats mo
be less than 6.00 percent or more than 10.00 perdére actual changes in the CPI for the yeareeérctober 31, 2008 and 2007 were
percent and 2.53 percent, which resulted in intesges of 7.45 percent and 6.00 percent for CY92ftd 2008, respectivel

Members of both the Original Benefit Structure éimel Cash Balance Benefit Structure can also be@digible for a vested supplemental pension
benefit based on age and years of service, whidedgyned to help retirees offset the cost of n&disurance.

The defined benefit pension plan is administered bgparate legal entity, the TVA Retirement Syst@irARS”), which is governed by its own
board of directors (“TVARS Board”). Upon notifigam by the TVARS Board of a recommended contribufior the next fiscal year, TVA determines
whether to make the recommended contribution orcamyribution that may be required by the rules seglilations of TVARS.

Defined Contribution PlanTVARS also administers a defined contribution 4QXlan to which TVA makes matching contribution2&f cents on
the dollar (up to 1.5 percent of annual pay) formbers participating in the Original Benefit Struetand of 75 cents on the dollar (up to 4.5 peroént
annual pay) for members participating in the CaalaBce Benefit Structure. TVA made matching contidns of about $24 million to the plan during
2009, $21 million during 2008, and $21 million chgi2007.

Supplemental Executive Retirement Planl995, TVA established its SERP for certain exees in critical positions to provide supplemental
pension benefits tied to compensation that areragtitable under the qualified pension plan. T\&s historically funded the annual calculated expens

Other Post - retirement BenefitsSTVA sponsors two unfunded post - retirement bergéihs that provide for non-vested contributionsa the
cost of certain eligible retirees’ medical coveradée first plan covers only certain retirees andviving dependents who do not qualify for TVARS
benefits, including the vested supplemental pens@refit. The second plan is designed to placmiadn the out-of-pocket amount certain eligibétirees
pay for medical coverage and provides a creditdaseyears of TVA service and monthly base penaimount reduced by any TVARS supplemental
pension benefits or any TVA contribution from tlixstf plan described above.

Other Postemployment Benefit.VA employees injured in work-related incidents aovered by the workers’ compensation programéddefal
employees administered through the Department bbt_by the Office of Workers’ Compensation Programaccordance with the provisions of the
Federal Employees’ Compensation Act (‘FECA”). FE@rvides compensation benefits to federal empleyeepermanent and temporary disability due
to employment-related injury or disease.

Accounting Mechanisms

Regulatory Accounting. TVA has classified all amounts related to unrexogd prior service costs, net actuarial gain®esés, and subsequent
changes in the funded status into a regulatoryt.a3ses deferral of incurred costs is allowed & #osts are probable of future recovery in custaates.

TVA uses the projected unit credit cost methoddtetmine the service cost and the projected beoiglijation for retirement, termination, and
ancillary benefits. Under this method, a “projecéecrued benefit” is calculated as of the begigmihthe year and as of the end of the year foh éenefit
that may be payable in the future. The “proje@edrued benefit” is based on the plan’s accruahéda and upon service as of the beginning or erteof
year, but using final average compensation, seeialirity benefits, and other relevant factors ptejet to the age at which the employee is assumisdve
active service. The projected benefit obligatiothie actuarial present value of the “projectedisant benefits” as of the end of the year for emgtby
participants and is the actuarial present valualldienefits for other participants. The serviostds the actuarial present value of the diffeechetween th
“projected accrued benefits” as of the beginnind end of the year.
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TVA utilizes the corridor approach to gain/loss atization. Differences between actuarial assunmstiand actual plan results are deferred and
amortized into periodic cost only when the accuredalifferences exceed 10 percent of the greatdveoprojected benefit obligation or the marketted
value of plan assets. If necessary, the excemndstized over the average remaining service pafaattive employees.

Additionally, TVA recognizes the impact of assetfpemance on pension expense over a three-yeaeghgmeriod through a “market-related”
value of assets calculation. Since the “markettesl” value of assets recognizes investment gaiddasses over a three year period, the futureevafu
assets will be impacted as previously deferredsgairiosses are recognized. The “market-relatatlie is used in calculating expected return on plsset
and net gain or loss for pension cost determinatibime net gain or loss to be amortized is derivech a comparison of the expected return on “market
related” value of plan assets with the actual ream plan assets. A portion of any difference leetwthe two is reflected in the end-of-year “market
related” asset value and net gain or loss; the iredeais reflected in those balances in futureqatsi

Obligations and Funded Status
The changes in plan obligations, assets, and fustdeds for the years ended September 30 werdlaw$o

Obligations and Funded Status
As of September 30

Other Post-retirement

Pension Benefits Benefits
2009 2008 2009 2008

Change in benefit obligation

Benefit obligation at beginning of ye $ 8,08 $ 8,64: $ 49¢ % 464
Service cos 84 11C 7 5
Interest cos 582 522 36 28
Plan participan’ contributions 32 34 81 78
Amendments (482) 3 7 —
Actuarial (gain) 1,552 (70¢) 14¢€ 25
Net transfers from variable fund/401(k) pl (©)] 7 — —
Expenses pai (6) 5) — —
Benefits paid (579) (52E) (110) (102)
Benefit obligation at end of year 9,26¢ 8,08( 665 49¢
Change in plan asset

Fair value of plan assets at beginning of y 6,18¢ 7,977 — —
Actual return on plan asse — (1,465 — —
Plan participan’ contributions 32 34 81 78
Net transfers from variable fund/401(k) pl ?3) 7 — —
Employer contribution 1,00t 165 29 24
Expenses pai (6) 5) — —
Benefits paid (579) (525) (110) (102)
Fair value of plan assets at end of year 6,64: 6,18¢ — —
Funded status $ (2,629 $ (1,892) $ (665) $ (49¢)

The actuarial loss above for 2009 primarily reféettte impact of the reduction in the discount faie 7.50 percent to 5.75 percent, which
increased the liability by approximately $1.6 loifii
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The effect of plan amendments disclosed in theetabbve refers primarily to changes to the TVARB&i¢ plan since the last actuarial
valuation. The following changes were made todbet of living adjustment (“COLA”) provisions fohé four years beginning January 1, 2010:

* For CY 2010, the COLA will be zer

e For CY 2011, the COLA will be the change in the Gflpped at 3 percel

* For CY 2012, the COLA will be zer

e For CY 2013, the COLA will be the change in the GRlpped at 2.5 percel

At the end of the four-year period, the COLA benefiCPI, capped at 5 percent, will be restoredrtier, the eligibility for the COLA will change
to age 60 for employees who retire on or after danfi, 2010. Finally, the interest crediting rétefixed fund balances and future contributiond e
reduced to 6 percent effective January 1, 2010.

Amounts recognized in the Balance Sheet at Septe8tbeonsist of:

Obligations and Funded Status
Recognized Amounts

As of September 30

Other Post-retirement

Pension Benefits Benefits
2009 2008 2009 2008
Regulatory asse $ 3,76¢ % 2,12C $ 296 % 157
Accrued liabilities 5) (5) (35) (29)
Other lon¢-term liabilities (2,61¢) (1,887 (630) (469

Unrecognized amounts included in regulatory asssit$o be recognized as components of accrued ibensft at September 30 consist of:

Obligations and Funded Status
Unrecognized Amounts
As of September 30

Other Post-retirement

Pension Benefits Benefits
2009 2008 2009 2008
Unrecognized prior service cost (c1 $ (305 $ 214 % 31 $ 29
Unrecognized net los 3,987 1,90¢ 267 12¢
Amount deferred due to actions of
regulator 82 - - -
Total regulatory assets $ 3,76¢ $ 2,12( % 296 $ 157

The projected benefit obligation, accumulated bierafligation, and fair value of plan assets foe thension plans with accumulated bel
obligations in excess of plan assets at Septenthe29 and 2008, were as follows:

Projected Benefit Obligations in Excess of Plan Asss
As of September 30

2009 2008
Projected benefit obligatic $ 9,266 $ 8,08(
Accumulated benefit obligatic 9,03z 7,87(C
Fair value of plan asse 6,64: 6,18¢
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The components of net periodic benefit cost anéraimounts recognized as changes in regulatorysafesehe years ended September 30 we
follows:

Components of Net Periodic Benefit Cos
For the years ended September 30

Pension Benefits Other Posi-retirement Benefits

2009 2008 2007 2009 2008 2007
Components of net periodic benefi
cost
Service cos $ 84 $ 11C $ 12z $ 7 $ 5 $ 5
Interest cos 581 522 49Z 36 28 26
Expected return on plan ass (54%) (60¢) (579) — — —
Amortization of prior service co: 37 37 37 5 5 5
Recognized net actuarial loss 14 41 83 7 5 6
Net periodic benefit cost ¢
actuarially determine 178 10z 164 55 43 42
Amount capitalized due to actions ¢
regulator (82 — — — — —
Total net periodic benefit cost $ 91 $ 102 $ 164 $ 55 § 43 $ 42

The amounts in the regulatory asset that are eggédot be recognized as components of net periaghefit cost during the next fiscal year
follows:

Expected Amortization of Regulatory Assets in 201
As of September 30, 2009

Other Post
Pension retirement
Benefits Benefits Total
Prior service cost (credi $ 23 $ 6 $ 17)
Net actuarial los 203 17 22C
Deferred amount 28 — 28

124




Table of Content

Plan Assumptions
TVA's reported costs of providing the plan benefite impacted by numerous factors including theigions of the plans, changing employee
demographics, and various assumptions, the masfisant of which are noted below.
Actuarial Assumptions

As of September 30

Other Post-retirement

Pension Benefits Benefits

2009 2008 2009 2008
Assumptions utilized to determine benefi
obligations at September 30
Discount rate 5.7%% 7.50% 5.75% 7.5(%
Expected return on plan ass 7.7%% 8.0(% N/A N/A
Rate of compensation incree 4.4(% 4.32% N/A N/A
Initial health care cost trend re N/A N/A 8.0(% 8.0(%
Ultimate health care cost trend ri N/A N/A 5.0(% 5.0(%
Ultimate trend rate is reached in year beginr N/A N/A 201t 201¢
Assumptions utilized to determine expense for th
years ended September 30
Discount rate 7.5(% 6.25% 7.5% 6.25%
Expected return on plan ass 8.0(% 8.7%% N/A N/A
Rate of compensation incree 4.3% 4.3(% N/A N/A
Initial health care cost trend re N/A N/A 8.0(% 8.0(%
Ultimate health care cost trend ri N/A N/A 5.0(% 5.0(%
Ultimate trend rate is reached in year begint N/A N/A 201¢ 2012

Discount Rate. In the case of selecting an assumed discountT&t& reviews market yields on high-quality corpteraebt and long-term
obligations of the U.S. Treasury and endeavorsatcm through the use of a hypothetical bond pbotfastrument maturities with the maturities to i
pension obligations in accordance with the prengikiccounting standards. Additionally, TVA lookgablished pension spot yield curves and applies
expected cash flows to these curves to approxithateate expected to settle the projected benafitnents. Based on recent market trends in aletdats
points, TVA decreased its discount rate used terdghe benefit obligations from 7.50 percent atehd of 2008 to 5.75 percent at the end of 2000A T
had increased its discount rate from 6.25 percethieaend of 2006 to 7.5 percent at the end of 2008

Rate of Return.In determining its expected long-term rate ofinreton pension plan assets, TVA reviews past lengrperformance, asset
allocations, and long-term inflation assumptioii$ie expected rate of return used to develop netipertost was 8 percent and 8.75 percent during 200
and 2008, respectively, and is determined at tiggnbéng of the period. TVA adjusted the expectaie for 2010 based on revisions to future expected
returns as provided by third party professionakassanagers to reflect a change in the asset &bogaolicy of TVARS to shift a portion of target
allocations from equities to fixed income secusitiAs of October 1, 2009, the expected rate offnetvas 7.75 percent. The actual rate of returmhfe
year ended September 30, 2009, was a loss of @rcemt.

Compensation IncreasesThis assumption is based on the results obtdioad an actual company experience study perforchethg the most
recent six years for retirees as well as other phaticipants. TVA obtained an updated study id&@nd determined that no changes in this assumptio
were required.

Mortality. Mortality assumptions are based on the resultsimddafrom a recent actual company experience gpediprmed which included
retirees as well as other plan participants. T\bfamed an updated study in 2008 and, accorditagljysted the mortality rates from the 1983 Group
Annuity Mortality Tables to the RP-2000 Mortalityailes.

Health Care Cost Trend3.VA reviews actual recent cost trends and projetuéare trends in establishing health care cosidmates. The
assumed health care trend rate used for 2009 a0®1\28s 8.0 percent. The 2009 health care codl tiege of 8.0 percent used to determine benefit
obligations is assumed to gradually decrease aamtessive year until it reaches a 5.0 percent dnmcr@ase in health care costs in the year beg@ni
October 1, 2015, and beyond.
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Cost of Living AdjustmentThe COLA is generally indexed against the CPI, subject floor and ceiling. The CPI fell during 20@&d current
economic forecasts project slow growth in the Gldagh 2015. Additionally, the COLA had been tenapity reduced for current retirees and deferred to
age 60 for employees retiring on or after JanuaB010. As a result of these COLA benefit reduttiand low inflationary expectations, TVA reduckd t
COLA assumption from 3.0 percent to 2.5 percei@egitember 30, 2009.

Sensitivity of Costs to Changes in Assumptiofke following chart reflects the sensitivity of gon cost to changes in certain actuarial
assumptions:

Sensitivity of Costs to Changes in Pension Beneflssumptions

Impact on 200¢

Projected
Change in Impact on 201C Benefit
Actuarial Assumption Assumption Pension Cost Obligation
(Increase in millions
Discount rate (0.25%) $ 14 $ 243
Rate of return on plan assi (0.25%) 17 NA

Each fluctuation above assumes that the other coargs of the calculation are held constant anduebes any impact for unamortized actuarial
gains or losses.

The following chart reflects the sensitivity of pesetirement benefit cost to changes in the hezdre trend rate:

Sensitivity to Components of Other Pos- retirement Benefits Plan
As of September 30, 2009

1% 1%
Increase Decrease
Effect on total of service and interest cost
component: $ 5 % (6)
Effect on end-of-year accumulated post-
retirement benefit obligatio 66 (74)

Each fluctuation above assumes that the other coenis of the calculation are held constant anduebed any impact for unamortized actuarial
gains or losses.

Plan Investments

The qualified defined benefit pension plan, whictlides the Original Benefit Structure and the (alance Benefit Structure, is the only plan
that includes qualified plan assets. The plantasge primarily stocks and bonds. In June 2008ARS adopted a new asset allocation policy. The ne
policy shifts a portion of target allocations fraguities to fixed income securities. TVARS curhgtdérgets an asset allocation of 45 percent equity
securities, 40 percent fixed income securities, Hm@ercent alternative investments. Of the 45q@requity securities, 22.5 percent may be non-U.S
equity holdings. Of the 40 percent fixed incomeuwsgies, 15 percent may be investment grade grédiercent may be high yield securities, and @qrar
may be inflation protected bonds. Of the 15 pere#ernative investments, 5 percent may be privedé estate, 4 percent may be private equity,r8qme
may be distressed debt , and 3 percent may be ttiamge The TVARS asset allocation policy inclu@egermissible 3 percent deviation from these target
allocations. The TVARS Board can take action,@z@priate, to rebalance the system'’s assets ¢ensigith the asset allocation policy. For 2008 an
2008, the asset holdings of the system includedatif@ving:
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Asset Holdings of TVARS
As of September 30

Plan Assets at September 3

2009 2008

Asset Category

U.S. equity securitie 23% 32%
Non-U.S. equity securitie 20% 21%
Private equity holdings or similar alterna

investments 6% 6%
Private real estate holdin 1% 2%
Fixed income securitie 27% 32%
High yield securitie: 7% 7%
Cash and equivalents 16% 0%
Total 10(% 10(%

Cash equivalents at September 30, 2009, consisitadnily of TVA's contribution to the defined berigplan in September 2009.

Cash Flows

Estimated Future Benefit Payment3he following table sets forth the estimated fathenefit payments under the benefit plans.

Estimated Future Benefits Payment:
As of September 30, 2009

Other Post-
Pension retirement
Benefits Benefits
2010 $ 694 $ 37
2011 682 41
2012 67€ 45
2013 67€ 46
2014 67€ 48
2015- 2019 3,39¢ 24E

Plan Contributions TVA expects to contribute $7 million to its SERRd $37 million to its other post - retirement &féplans in 2010. TVA
made a contribution to the defined benefit pengiam on September 24, 2009 of $1.0 billion thatstibmted the amount that was expected to be caréit
from 2010 to 2013.

Other Postemployment Benefits

Postemployment benefit cost estimates are revisedaperly reflect changes in actuarial assumptioade at the end of the year. In accordance
with SEC recommendations related to the selectfaiszount rates, TVA utilizes a discount rate deti@ed by reference to the U.S. Treasury Constant
Maturities corresponding to calculated average tima of TVA's future estimated postemployment alaipayments. The use of a 3.31 percent discount
rate resulted in the recognition of 2009 annuakase of approximately $47 million and an unpaiddfi¢iobligation of about $484 million at year ent@ihe
current portion of the obligation is $58 milliondais recorded in ACOUNTSPAYABLE AND ACCRUED LIABILITIES . The long-term portion of $426 million is
recorded in @HER LIABILITIES . TVA utilized a discount rate of 3.85 percentia.59 percent in 2008 and 2007, respectivelye Ude of these discount
rates resulted in expense and unpaid benefit didigmof $65 million and $434 million, respectivefgr 2008 and expense and unpaid benefit obligatf
$49 million and $406 million, respectively, for 200
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19. Asset Acquisitions and Dispositions
New Generation

Despite the current economic conditions which aegling towards lower energy demand in the shomi;t&VA must still respond to the need for
additional generation over the long-term. Additiy, TVA intends to move toward more generatiothA#ow or no emissions. This requires capital
investment in the current year and over the nextyfears. Another challenge in this area is thaATRust have sufficient generation capacity to npestk
demands. TVA is exploring alternatives to reducshift the peak demands of energy.

Nuclear. On August 1, 2007, the TVA Board approved thepletion of Watts Bar Unit 2 construction , whiclasvhalted in 1985. Preliminary
project activities began at Watts Bar Unit 2 in @ar 2007. TVA is now engaged in unrestricted troigsion activities, and the project is scheduledhé
completed in the fall of CY 2012 .

TVA is developing other options for future nucle@meration at its Bellefonte site. In October 2007A submitted a Combined Construction and
Operating License Application to the NRC for twamn@/estinghouse Electric Co. designed Advanced RPad€100 reactors to be located at the Bellefonte
site and designated as Bellefonte Units 3 and 4A'$\dpplication was being supported, in part, byStart, an industry consortium comprised of 10 tiggi
and two reactor vendors whose purpose is to setisfly demonstrate the new NRC licensing processéw nuclear plants. The Bellefonte Combined
Construction and Operating License Applicationng of several Advanced Passive 1000 standardized ppplications, and other applicants have
announced construction schedules that call for tleginse reviews to be completed prior to Bellegs As a result, NuStart, with TVA’s agreemest, i
transitioning its reference plant to the Combinesh§lruction and Operating License Application obtaer utility. TVA intends to continue to supptne
review of the Bellefonte application and does nqiet this transition, by itself, to impact theuasace of a license for Bellefonte Units 3 and 4 Nete 20
— Legal Proceedingfor a discussion of an administrative proceedirgarding Bellefonte Units 3 and 4.

As another option, TVA asked the NRC in August 2@®8instate the construction permits for its twdinished nuclear units at the Bellefonte
site. On March 9, 2009, the NRC issued an ordest&ting the construction permits for Bellefonteild 1 and 2. Reinstatement of the construction
permits, however, does not mean TVA can re-commeannstruction of these units. Further action ey NRC, reviews by TVA, and approval by the TVA
Board are required beforeonstruction activities can resume. See Note 2Degal Proceedingfor a discussion of legal proceedings regardindeBahte
Units 1 and 2.

The TVA Board has not made a decision to consauaw plant at the Bellefonte site, and TVA congisito evaluate all nuclear generation
options at the site.

Combined Cycle SSPC, through its subsidiary SSSL, purchasathdivided 90 percent interest from TVA in a thregt, 792-MW summer net
capability combined cycle combustion turbine fagiln Southaven, Mississippi. SSSL paid TVA appnoately $420 million for its interest in the
facility. SSSL and TVA have entered into a leasdar which TVA leases SSSt undivided 90 percent interest in the facility aperates the entire facili
through April 30, 2010. For additional detailse $¢ote 11.

TVA is constructing an additional combined cycleifity, the Lagoon Creek Combined Cycle Facilityhiah is currently scheduled to be in sen
in July 2010 and have a summer net capability 6f[8%/. The gas-fired combined cycle plant will ca®f two combustion turbines that supply steam to
a single steam turbine.

On June 4, 2009, the TVA Board approved deferranain upgrades planned for TVA’s Gleason combuastiobine plant and the newly planned
New Caledonia combustion turbine plant in ordezdastruct the John Sevier Combined Cycle Facifitpartheast Tennessee, using, in part, funds
certain equipment originally allocated for the dedd projects. By the end of December 2011, TVanplto have operational the three combustion tasbin
of the John Sevier Combined Cycle Facility, whica expected to supply over 500 MW of power. TVAeats to complete the combined cycle portion of
the facility by mid-CY 2012. The completed fagilis expected to add approximately 880 MW of sumaagrability to the TVA system at a cost of
approximately $820 million. Also, the new combiradle facility is expected to provide TVA the fibHity to build the scrubbers and selective catialy
reduction systems (“SCRs”) for the John Sevier F&$ant on a more reasonable schedule than redjbiyehe court in the North Carolina public nuisanc
litigation, should TVA elect to do so. See Note-20_egal Proceedings — Case Brought by North CaroAflaging Public Nuisance.
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Buildings

On February 8, 2008, TVA finalized an agreemeniumchase the portion of TVA’s Chattanooga Officar@ex in Chattanooga, Tennessee,
leased from Chattanooga Valley Associates (withetkeeption of Monteagle Place, which includes apijonately 131,979 square feet) upon the expiration
of the existing lease term on January 1, 2011. pilvehase price is $22 million, payable on Jan@a3011. On May 18, 2009, TVA finalized an agrest
to purchase the Monteagle Place portion of the t@habga Office Complex upon the expiration of thisting lease term on October 1, 2012. The pure
price is $8 million. TVA paid $2 million on Octobé&, 2009, and will pay $2 million on each Octoliépr the next three years (2010-2012) to satisfy i
purchase price commitment. As a result of themastictions, the capital lease liability and thepprty, plant, and equipment account for capitaddsavere
adjusted in accordance with the applicable accogrguidance related to leased assets purchasetebye® during the term of a lease.

20. Commitments and Contingencies
Commitments

As of September 30, 2009, the amounts of contrbcash commitments maturing in each of the nex fiears and beyond are shown below:

Commitments and Contingencie
Payments due in the year ending September 30

2010 2011 2012 2013 2014 Thereaftel Total
Debt $ 852 $ 1,006 $ 152 % 2,30¢ $ 32 $ 17,11 $ 22,834
Lease obligation
Capital 48¢ 54 6 — — 3 551
Non-cancelable
operating 52 43 37 31 28 19¢ 38€
Purchase obligatior
Power 274 272 258 203 198 6,20( 7,40
Fuel 2,20¢ 1,592 1,16( 93¢ 832 1,83¢ 8,561
Other 50 48 37 30 27 15€ 348
Payments on other
financings 89 94 98 99 10C 81¢ 1,29¢
Total $ 4,01 $ 3,111 $ 3,11¢ 3 3,60¢ $ 1,217 $ 26,31¢ $  41,38¢
Note
(1) Does not include noncash items of foreign awyevaluation loss of $30 million and net discoantsale of Bonds of $224
million.

In addition to the cash requirements above, TVAdwgractual obligations in the form of revenuecdismts related to energy prepayments. See
Note 1— Energy Prepayment Obligations.

Energy Prepayment Obligations
Payments Due in the Year Ending September 30

2010 2011 2012 2013 2014 Thereaftel Total
Energy prepayment obli $ 108 $ 105 $ 108 $ 10z $ 10C $ 41C $ 927

Debt. At September 30, 2009, TVA had outstanding discowtes of $844 million and long-term debt (inclugliturrent maturities) at varying
maturities and interest rates of $21.8 billion timial outstanding indebtedness of $22.6 billiore Slote 10.

Leases TVA leases certain property, plant, and equipnmugier agreements with terms ranging from onétgedars. Of the total obligations for
TVA's capital leases, $58 million represents thetadf financing. TVA's rental expense for opergtieases was $62 million in 2009, $63 million ir080
and $65 million in 2007.

Power Purchase ObligationsTVA has contracted with various independent popreducers and power distributor customers for tafthl
capability to be made available to TVA. In tothlese agreements provide 2,774 MW of summer nethility and 29 MW of capability from renewable
resources that are not included in the determinaifsummer net capability. These qualify as ndieachases and normal sales contracts under GAAP
and are thus not accounted for as derivatives. tdtia¢financial commitment for these non-renewgimeer supply contracts is approximately $7 .Gduil)
and the total financial commitment for these rend@ag@ower supply contracts is approximately $8Hiom. Costs under TVA's power purchase
agreements are included in the Statements of Indon2009, 2008, and 2007 asHt AND PURCHASEDPOWEREXpense and are expensed as incurred.
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Certain contracts with independent power produqgasdify as operating leases. Certain costs assatisith these contracts meet the definition of
contingent rentals. Amounts under these contigeadifying as contingent rentals during 2009 amedrtb approximately $425 million. TVA accrues
contingent rentals when the achievement of the tethaut triggers the contingent rental expense ébable. Because of the uncertainty associated with
future power demand, TVA accrues contingent rentatier these arrangements as power is purchassatdawly, these rentals are not included in the
Commitments and Contingencies table.

Under federal law, TVA is obligated to purchase poWvom qualifying facilities. At September 30,0 there was a combined qualifying cape
of 914 MW, from seven different suppliers, from aiTVA purchased power under this law. TVA'’s ohligns to purchase power from these qualifying
facilities are not included in the Commitments &whtingencies table.

TVA, along with others, contracted with the Soustean Power Administration (“SEPA”) to obtain powsrm eight U.S. Army Corps of
Engineers hydroelectric facilities on the Cumbaeti&iver system. The agreement with SEPA can mitated upon three years’ notice, but this notice o
termination may not become effective prior to J88e2017. The contract originally required SEPAtovide TVA an annual minimum of 1,500 hours of
power for each megawatt of TVA’s 405 MW allocatiamd all surplus power from the Cumberland Rivestesyn. Because hydroelectric production has
been reduced at two of the hydroelectric facilibesthe Cumberland River system and because ottieds in the summer stream flow on the Cumberland
River, SEPA declared “force majeure” on FebruaryZ®7. SEPA then instituted an emergency opeygtian that, among other things, eliminates SEPA’
obligation to provide TVA and other affected cusesmwith a minimum amount of power. It is unclBaw long the emergency operating plan will remain
in effect. TVA’s obligations under its contractttviSEPA are not included in the Commitments andti@gancies table.

Fuel Purchase ObligationsTVA has approximately $5.6 billion in long-term fymirchase commitments ranging in terms of up tyddrs
primarily for the purchase and transportation ail@nd approximately an additional $3.0 billionafg-term commitments ranging in terms of up to 10
years for the purchase of enriched uranium anddation of nuclear fuel assemblies.

Other Obligations. Other obligations of $348 million consist of comtisaas of September 30, 2009, for goods and serpigmarily related to
capital projects as well as other major recurripgrating costs.

Contingencies

Nuclear Insurance The PriceAnderson Act provides a layered framework of protecto compensate for losses arising from a nuceant. Fo
the first layer, all NRC nuclear plant licenseesjuding TVA, purchase $300 million of nuclear lilitly insurance from American Nuclear Insurers éach
plant with an operating license. Funds for theoeddayer, the Secondary Financial Program, woaldefrom an assessment of up to $112 million from
the licensees of each of the 104 NRC licensed oesai the United States. The assessment for mclgar accident would be limited to $18 million el
per unit. American Nuclear Insurers, under a @mtwith the NRC, administers the Secondary Fireriiogram. With its six licensed units, TVA could
be required to pay a maximum of $671 million peclear incident, but it would have to pay no morant$105 million per incident in any one year. When
the contributions of the nuclear plant licenseesaatded to the insurance proceeds of $300 miltiwer $12 billion, including a 5 percent surchargelégal
expenses, would be available. Under the Price-fsmfeAct, if the first two layers are exhauste@, thS. Congress is required to take action to pevi
additional funds to cover the additional losses.

TVA carries property, decommissioning, and decomation insurance of $4.6 billion for its licensedclear plants, with up to $2.1 billion
available for a loss at any one site, to coverctist of stabilizing or shutting down a reactor eéte accident. Some of this insurance, which reipased
from Nuclear Electric Insurance Limited (“NEIL"),a require the payment of retrospective premiumsupmaximum of approximately $76 million.

TVA purchases accidental outage (business intéanpinsurance for TVAS nuclear sites from NEIL. In the event that acident covered by th
policy takes a nuclear unit offline or keeps a eaclunit offline, NEIL will pay TVA, after a waittnperiod, an indemnity (a set dollar amount perkyep
to a maximum indemnity of $490 million per unithi$ insurance policy may require the payment absgtective premiums up to a maximum of
approximately $31 million.
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Decommissioning CostsTVA recognizes legal obligations associated with filture retirement of certain tangible long-liveskets related
primarily to fossil-fired generating plants and teas generating plants, hydroelectric generatirgis/dams, transmission structures, and other fgxepe
related assets.

Nuclear. Provision for decommissioning costs of nucleamgrating units is based on options prescribed RE [drocedures to dismantle and
decontaminate the facilities to meet NRC criteoinlicense termination. At September 30, 2009 pitesent value under GAAP of the estimated future
decommissioning cost of $1.8 billion was includedAsSETRETIREMENT OBLIGATIONS. The actual decommissioning costs may vary ftieenderived
estimates because of, among other things, changesrent assumptions, such as the assumed datdesa@hmissioning, changes in regulatory
requirements, changes in technology, and changi® icost of labor, materials, and equipment. itidgt§l that own and operate nuclear plants are requo
use different procedures in calculating nucleaiodauissioning costs under GAAP than those that seel in calculating nuclear decommissioning costs
when reporting to the NRC. The two sets of procesiproduce different estimates for the costs obdenissioning primarily because of the differente i
the discount rates used to calculate the presdm wd decommissioning costs .

TVA maintains a nuclear decommissioning trust (“NIPI provide funding for the ultimate decommissiam of its nuclear power plants. The
balance as of September 30, 2009, was less thgrdkent value of the estimated future nuclear mi@cissioning costs under the NRC methodology and
under GAAP. TVA monitors the monetary value ofritsclear decommissioning trust and believes thadr the long term and before cessation of nuclear
plant operations and commencement of decommisgjagtivities, adequate funds from investments béllavailable to support decommissioning. TVA’s
nuclear power units are currently authorized toraggeuntil 2020-2036, depending on the unit. Iyrba possible to extend the operating life of safthe
units with approval from the NRC. See Note 6Nuclear Decommissioning Costed Note 9.

Non-Nuclear Decommissioning.The present value of the estimated future norlean@ecommissioning cost was $846 million at Sepier 30,
2009. This decommissioning cost estimate invobasnating the amount and timing of future expeamei$ and making judgments concerning whether or
not such costs are considered a legal obligatistimating the amount and timing of future expemdis includes, among other things, making projestio
of the timing and duration of the asset retirenprntess and how costs will escalate with inflatidie actual decommissioning costs may vary froen th
derived estimates because of changes in curremingg®ns, such as the assumed dates of decommiiggi@manges in regulatory requirements, changes in
technology, and changes in the cost of labor, rs$eand equipment.

TVA maintains an ART to provide funding for theioite decommissioning of its non-nuclear power gglafEstimates involved in determining if
additional funding will be made to the ART incluiéation rate and rate of return projections oa find investments. See Note 8&Nen-Nuclear
Decommissioning Cosand Note 9.

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 environmental laws agdlegions. Major areas of regulation affecting T¥Activities include air quality control, waterajity
control, and management and disposal of solid azddidous wastes. Looking to the future, regulatiorall of these areas are expected to become more
stringent and apply to new emissions and sourctsthe increased emphasis on dealing with climhssnge, expanding renewable generation alternatives,
and encouraging efficient use of electricity.

TVA has incurred, and expects to continue to insubstantial capital and operating and maintenaosts to comply with evolving environmental
requirements primarily associated with, but nottiéd to, the operation of TVA’s 59 coal-fired geatng units. It is virtually certain that enviroemtal
requirements placed on the operation of TVA’s divald and other generating units will continue scbme more restrictive and potentially apply to new
emissions and sources. Litigation over emissiom® fcoalfired generating units is also occurring, includiitigation against TVA. Failure to comply wi
environmental and safety laws can result in beurtgext to enforcement actions which can lead tartiposition of significant civil liability, includig fines
and penalties, criminal sanctions, and/or the sfqttown of non-compliant facilities

The total cost of compliance with future cleanragulations cannot reasonably be determined atithesbecause of the unknowns and
uncertainties surrounding emerging EPA regulatioesultant compliance strategies, and the potefaiahe development of new emission control
technologies, litigation, and future amendmenth&Clean Air Act (“CAA”). However, TVA does estate that spending on emission controls for,$O

NO,, and mercury in the decade beginning in 2011 eaifit approximately $4.2 billion. There could beitidnal costs for complying with particulate

collection requirements associated with a utiligdimum achievable control technology (“MACT?”) rul@here could be other substantial costs if
reductions of carbon dioxide (“C9') are mandated. Predicting how and when £aay be regulated is very difficult, even more sartthe future

regulation of other substances. TVA will contirtaemonitor this issue and will assess and respoqmbtential financial impacts as they become more
certain.
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TVA's total cost related to emission reduction riegory programs for SQ, NO, , and particulates from 1977 through CY 2010 iseeted to
reach $5.5 billion, $5.3 billion of which had aldgabeen spent as of September 30, 2009.

Liability for releases and cleanup of hazardousstarixes is primarily regulated by the federal Cahpnsive Environmental Response,
Compensation, and Liability Act (“CERCLA"), and athfederal and parallel state statutes. In a nrasinglar to many other industries and power system
TVA has generated or used hazardous substanceshevgears. TVA is aware of alleged hazardoustsmiog releases at 11 non-TVA areas for which it
may have some liability. TVA has reached agreemwiith the EPA to settle its liability at two ofebe non-TVA areas for a total of less than
$23,000. There is little or no known evidence fRegA contributed any significant quantity of hazatd substances to six of these non-TVA areas, and
there has been no recent assertion of potential Aty for five of these six areas . Thereeigidence that TVA sent some materials to the reingi
three non-TVA sites: the Ward Transformer site aildjgh, North Carolina, the David Witherspoon gité&Knoxville, Tennessee, and the General Waste
Products site in Evansville, Indiana. TVA is nbteaat this time to estimate its liability relatedthese sites.

The David Witherspoon site was contaminated withaauclides, polychlorinated biphenyls PCBs”), and metals. DOE admitted to being the
main contributor of materials to the site and cézhthe site up at a reported cost of about $35amillWhile DOE asked TVA to “cooperate” in comjhet
the cleanup; TVA believes it sent only a relativetyall amount of equipment and that none of it reaoactive. See Note 20 tegal Proceedingfor a
discussion of the Ward Transformer site and theeG®@rWaste Production site.

Operations at some of TVA's facilities have resdlte oil spills and other contamination that TVAaiddressing. As of September 30, 2009,
TVA's estimated liability for cleanup and similameronmental work for those sites for which suféiot information is available to develop a costreate
(primarily the TVA sites) is approximately $20 nolh on a non-discounted basis, and is includedtime®LIABILITIES on the Balance Sheet. The estimate
includes Watts Bar Fossil Plant decommissioningkwdr$17 million. It is at least reasonably possithat a change in estimate will occur in the rteam.

Legal Proceedings

From time to time, TVA is a party to or otherwiseolved in lawsuits, claims, proceedings, invedtayss, and other legal matters (“Legal
Proceedings”) that have arisen in the ordinary sewf conducting TVA'’s activities, as a result afaastrophic event or otherwise. These Legal
Proceedings include the matters discussed belaweligs in Note 23. TVA had accrued approximatkly million and $46 million with respect to the
Legal Proceedings described below as well as i 198t as of September 30, 2009, and September 30, 28§8ctively, as well as less than $1 million at
September 30, 2009 and $5 million at SeptembeR308, respectively, with respect to other LegalcBealings that have arisen in the ordinary course of
TVA's business. TVA recognized $1 million, $20 hah, and $4 million of expense in 2009, 2008, 2007, respectively, by increasing accruals rel&ded
Legal Proceedings. No assurance can be givethatwill not be subject to significant additiondlaims and liabilities. If actual liabilities sigi@antly
exceed the estimates made, TVA's results of opmratiliquidity, and financial condition could be te@ally adversely affected.

Legal Proceedings Related to Kingston Ash Pond Spiourteen lawsuits based on the Kingston ashlspilé been filed, all of which are pend
in the United States District Court for the Eastbistrict of Tennessee (“Eastern District”).

« Mays v. TV/(proposed class action), filed January 2, 2009 Maysplaintiff filed suit on behalf of himself and ottlsesimilarly situated. The
plaintiff seeks to represent a class of persorimeld to be riparian owners downstream from Kingsiorthe Clinch River and Emory River
portions of Watts Bar Reservoir. The complaineaissprivate nuisance and seeks compensatory dan

e Blanchard v. TV/(proposed class action), filed January 9, 2009 Blanchardplaintiffs are eight individuals who filed suit drehalf of
themselves and others similarly situated. Thenpifés seek to represent a class of persons whopwperty or reside in a defined area near
Kingston. The plaintiffs allege a cause of acti@sed on inverse condemnation and various causagioh based in tort and seek compensatory
and punitive damages and injunctive relief relatmgpill remediation, including an order directifigA to fund medical monitoring

e Giltnane v. TVAproposed class action), filed January 9, 2009 Giltnaneplaintiffs are six individuals and a business wihedf suit on behalf of
themselves and others similarly situated. Thenpifés seek to represent a class of persons whopwperty, reside, or conduct business within a
25-mile radius of Kingston. The plaintiffs allegarious causes of action based in tort and seelpengatory and punitive damages and injunctive
relief relating to spill remediation, including ander directing TVA to fund medical monitorin
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« Raymondv. TV, filed December 30, 2008. TiRaymondlaintiffs are 26 owners of property in the are&afgston. The plaintiffs filed suit
alleging a cause of action based on inverse condgomand various causes of action based in taltseek compensatory and punitive damages
and injunctive relief relating to spill remediatic

e Auchard v. TVAfiled February 18, 2009. Theuchardplaintiffs are 277 adults and minors who allegeallyn property and/or reside in the vicin
of the Kingston ash spill. The plaintiffs allegarious causes of action based in tort and seek ensapory damages and injunctive relief relatin
spill remediation, including an order directing T\té\fund medical monitoring

e Scofield v. TVAfiled February 20, 2009. Tlgcofieldplaintiffs are 18 individuals and a farm busine3$se plaintiffs assert a cause of action
based on inverse condemnation and various causagioh based in tort and seek compensatory aniiy@idamages and injunctive relief relating
to spill remediation

e Long v. TVA(proposed class action), filed March 17, 2009. Tbegplaintiffs are 43 individuals who own property amdfeside in the vicinity of
Kingston or do business in the area. The plast#fek to represent a class of all similarly sdatersons within a 10-mile radius of Kingston who
have been injured in some way by the ash spilltoABVA, the plaintiffs assert various causes dfacbased in tort law and also assert NEPA
claims under the Administrative Procedure Act. ifRiis seek compensatory and punitive damagesigndctive relief relating to spill
remediation, including an order directing TVA tstlmedical monitoring. The plaintiffs also namedrf TVA employees as defendants, alleging
both state law torts and constitutional tort clai

« Dickson v. TV/, filed August 18, 2009. Theicksonplaintiffs are an individual and a corporation itxed in a planned waterfront residential
development on Watts Bar Lake in Rhea County, Tese® The plaintiffs allege a private nuisancedas the ash spill and are seeking damages
of $17 million.

In response to the lawsuits, TVA has filed thedaling pending motions

e To dismiss all the tort claims on federal discneéicy function grounds

» To dismiss all the inverse condemnation ctagn the ground that the factual allegations asgeffitient to state an inverse condemnation
claim.

e To dismiss all the punitive damages claimshenground that such damages may not be recoegeadst TVA, a federal executive branch
agency, because Congress has not expressly agthatizh damages against T\

e To dismiss all the jury demands against TVA becalisegress has not provided a right to a jury gainst TVA in actions such as the

* To dismiss the NEPA claims in thengcase on the ground that the court is without jiciszh to review TVA’s ongoing spill response
activities because those activities are being coreduunder CERCLA

* To dismiss the individual TVA employee defants in the.ongcase because the state law claims are precluddwetiyederal Employees
Liability Reform and Tort Compensation Act of 1988yd the constitutional allegations are insuffit.

See Note 23 for a description of the other laws.
TVA has received several notices of intent to sugeu various environmental statutes from both iialials and environmental groups.
To settle other claims arising from the ash spifA had paid approximately $69 million as of Sepban30, 2009, $42 million of which was sp
to acquire 145 tracts of land consisting of apprately 600 acres. A portion of the $69 million hegn recorded aRBPERTY, PLANT, AND EQUIPMENT,

and a portion has been included in the/IBONMENTAL CLEANUP COSTS- KINGSTON ASH SPILL estimate. In addition, TVA has received subsgmtiher
claims from private individuals and companies aldly affected by the ash spill, and may receivetaddl claims.
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Case Brought by North Carolina Alleging Public Narise. On January 30, 2006, North Carolina filed sg#iast TVA in the United States
District Court for the Western District of North @éina alleging that TVA's operation of its coatdd power plants in Tennessee, Alabama, and Keptuck
constitutes a public nuisance. North Carolina sbggps on emissions of certain pollutants from T8/@oal-fired plants that were equivalent to caps o
emissions imposed by North Carolina law on NorthoBaa’'s two largest electric utilities. On Janyds3, 2009, the court held that emissions from Bull
Run, Kingston, and John Sevier, all located in Bmsee, and Widows Creek, located in Alabama, datesta public nuisance. The court declined to orde
any relief as to the remainder of TVA'’s coal-fingldints, holding that their emissions did not siiguaifitly impact North Carolina.

The court ordered that:
« The flue gas scrubbers and SCRs currently operatif8gll Run be properly maintained and operateat yeund.

e The scrubbers under construction at Kingsterrompleted by December 31, 2010, and that Kimgssxrubbers and SCRs be properly
maintained and operated y-round.

e Scrubbers and SCRs be installed and in operatioalifour units at John Sevier by December 31,12/

* TVA complete its plan to modernize the twaséirg scrubbers at Widows Creek, and install seeub and SCRs at Widows Creek Units
1-6 by December 31, 201

+ The plants meet specified emission ratessammiial tonnage caps for N@nd SO, after the applicable operation dates for the sathb

* TVA'’s Chief Executive Officer* CEC") make sen-annual reports to the court of TVs progress in complying with the ord

TVA was already in the process of performing ompliag to perform some of the actions ordered bycthet. For example, the court’s
requirements with respect to Bull Run and Kingsdom consistent with TVA's current operating proaesuand construction schedule, and the
modernization of the two existing Widows Creek &trers has been completed. The court’s order adjlire TVA to accelerate its schedule in some gases
such as by adding scrubbers and SCRs at John $svisecember 31, 2011, when the previous schedililedcfor completing the scrubbers in mid-2012
and completing the SCRs by 2015. The court-ordscegbbers and SCRs at Widows Creek Unit 1-6 weténnTVA's previous clean air plan. Advancing
the construction schedule or taking additionalaxgiwill likely increase TVA’s expenses or causeAltd change the way it operates these facilities.

TVA currently estimates that the total cost of tekall of the actions required by the court woutddpproximately $1.7 billion in fiscal years 2009
through 2014. Of this amount, TVA was planningpend approximately $0.6 billion before the cossuied its order. The $1.1 billion that TVA was not
planning to spend before the court issued its argleresents the clean air capital costs for Widoweek Units 1-6 and for accelerating the installaf
controls at John Sevier. While Bull Run, Kingstand Widows Creek Units 7-8 were named in the corger, the clean air controls required by the prde
for these units are already complete or near caiopteaccordingly, the order did not affect the italpcosts for these units. There could be otlost ¢
impacts, including fuel, variable operation and memance expense, and fixed operation and mainterepense, and those costs are under evaluation.

On May 29, 2009, TVA appealed the district coudézision to the United States Court of AppealdfierFourth Circuit (“Fourth Circuit”). TVA
also filed a motion requesting the district coorstay its injunction during the appeal processchvthe district court denied.

Case Involving Alleged Violations of the New SouRReview Regulations at Bull Run Fossil Planthe National Parks Conservation Association
and the Sierra Club filed suit against TVA on Fetryul3, 2001, in the Eastern District, allegingt fReA did not comply with the New Source Review
(“NSR”) requirements of the CAA when TVA repairedilBRun. The trial was completed the week of Jul2009. TVA has installed the control
equipment that the plaintiffs seek to require T\@Arstall in this case, and it is unlikely thatadwverse decision will result in substantial addisibcosts to
TVA at Bull Run. An adverse decision, however, lddead to additional litigation and could causeA'% install additional emission control systemslisu
as scrubbers and SCRs on units where they araunmeintly installed, under construction, or plantedbe installed.
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Case Involving the General Waste Products SitesJuly 2008, a thirgharty complaint under CERCLA was filed against TWthe District Cout
for the Southern District of Indiana, alleging tAatA and several other defendants (General Wasiduits, General Electric Company, Indianapolis Rt
and Light, National Tire and Battery, Old Ben C@al., Solar Sources Inc., Whirlpool, White CountyaGC@SlI, Tell City Electric Department, Frontier
Kemper, Speed Queen, Allan Trockman (the formeratipe of the site), and the City of Evansville)mbsed of hazardous materials at two General Waste
Products sites in Evansville, Indiana. TVA was edrm the complaint based on allegations that TWarged for the disposal of contaminated mateatls
the sites. The complaint also includes a claimenrstiate law for the release of hazardous materihss action was brought by a group of potentiall
responsible parties in order to require the thisdypdefendants to contribute to, or pay for, thmediation of the sites. As of February 2009 tttal
remediation cost for both sites was expected teec&10 million. A subpoena sent to TVA in 2003ty owner of the sites reflects that the primaspe:
involve lead from batteries and PCBs from transfensnbut TVA has found no records indicating thatianged for disposal of these types of hazardous
substances at the sites. Trial is scheduled tmtgJuly 12, 2010.

Case Involving the Ward Transformer Sit&he Ward Transformer site in Raleigh, North diam is contaminated by PCBs from electrical
equipment. A working group of potentially respdmsiparties (the “PRP Work Group”) is cleaning upsite contamination in accordance with an
agreement with the EPA. The cleanup effort has lbdded into four phases: two phases of soil mlgr one phase of cleanup of off-site contaminaition
the downstream drainage basin; and one phase pfesnpntal groundwater remediation. The cost esémfor the first two phases of soil cleanup are $5
million and $10 million, respectively. Estimates tleanup of off-site contamination in the doweam drainage basin range from $6 million to $25
million. There are no reliable estimates for thpemental groundwater remediation phase. Onl8pri2009, the PRP Work Group sued TVA and other
potentially responsible parties in the District @dor the Eastern District of North Carolina rediag the two phases of soil cleanup. TVA has sdtthis
lawsuit and its potential liability for the two pbes of soil cleanup for $300,000, and has beenisiguh as a party. The settlement with respedteditst
two phases does not resolve any potential liabiitponnection with the other two phases or anyrstesource damages.

Proceedings Regarding Bellefonte Nuclear PlantdJhiand 2 On March 9, 2009, in response to a request b4, TNRC issued an order
reinstating the construction permits for Bellefobteits 1 and 2 and returning Bellefonte to a temt®d status. On March 30, 2009, the Blue Ridge
Environmental Defense League (“BREDL”) filed a pieti in the United States Court of Appeals for Bistrict of Columbia Circuit (“D.C. Circuit”asking
the court to review the NRC'’s decision to reinsthge construction permits. On May 8, 2009, BREDig, Bellefonte Efficiency and Sustainability Team
(“BEST"), and the Southern Alliance of Clean Enef§ACE") filed a petition to intervene in the NRiCense proceeding, requested a hearing, and raised
several contentions regarding reinstatement ottmstruction permits. Holding their other contens in abeyance, the NRC directed the petitioriérg,
and NRC staff to submit briefs addressing the timlsquestion of the NRC's statutory authority éinstate the construction permits. Briefs weredfiin
June 2009. On June 11, 2009, the D.C. Circuiedsn order holding the case in abeyance penditigefuorder of the court. In August 2009, TVA
notified the NRC that TVA had put the necessarygpams, policies, and procedures in place to watransitioning Units 1 and 2 from terminated to
deferred status, and asked the NRC to authorizepiant of the units in deferred status.

Administrative Proceeding Regarding Bellefonte MacIPlant Units 3 and.4TVA submitted its Combined Construction and @pieg License
Application for two Advanced Passive1l000 reactdBedlefonte Units 3 and 4 to the NRC in Octobe®20 On June 6, 2008, BEST, BREDL, and SACE
submitted a joint petition to the NRC for interviemt and a request for a hearing. The petitioredhis9 potential contentions with respect to TVA’s
Combined Construction and Operating License Apfiice. The Atomic Safety and Licensing Board pdexj over the proceeding subsequently denied
standing to BEST and accepted four of the 19 cdioies submitted by BREDL and SACE. Although the®lRter dismissed one of these contentions, a
hearing on the remaining three contentions wiltbaducted in the future. The three remaining auitas involve questions about the estimated aafsts
the new nuclear plant and the impact of the facdibperations, in particular the plant intake, amuatic species.

Administrative Proceeding Regarding Watts Bar Nacklant Unit 2 On July 15, 2009, SACE, the Tennessee Envirotah€ouncil, the Sierra
Club, We the People, and BREDL filed a requesgfbearing and petition to intervene in the NRC auistiative process reviewing TVA'’s application for
an operating license for Watts Bar Unit 2. Thétjmeters raised seven contentions related to T\&igironmental review of the project and the NRC’s
basis for confidence in the availability of saferage options for spent nuclear fuel. TVA andXRC Staff responded to these contentions in Aug068,
arguing that none met the standards for admissihifider the NRC's regulations. On November 192@he Atomic Safety and Licensing Board granted
SACE'’s request for hearing, admitted two of SAC&&sen contentions for hearing, and denied the stdaehearing submitted on behalf of the other fou
petitioners.
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Case Arising out of Hurricane Katrinaln April 2006, TVA was added as a defendant tteas action lawsuit brought in the United St@estrict
Court for the Southern District of Mississippi b§ Mississippi residents allegedly injured by Huarie Katrina. The plaintiffs sued seven large oil
companies and an oil company trade associatioee tlarge chemical companies and a chemical trameiasion, and 31 large companies involved in the
mining and/or burning of coal. The plaintiffs @ethat the defendants’ GHG emissions contribuiggldbal warming and were a proximate and direct
cause of Hurricane Katrina’s increased destrudtivee. The plaintiffs are seeking monetary damagaeng other relief. The district court dismissieel
case on the grounds that the plaintiffs lackedditan The plaintiffs appealed the dismissal tolthnited States Court of Appeals for the Fifth CitgtFifth
Circuit”). In October 2009, the Fifth Circuit deleid that the plaintiffs have standing to asseiit fhgblic and private nuisance, trespass, and gegtie
claims, and that none of these claims presentigalliquestions, but also concluded that their urgmsichment, fraudulent misrepresentation, and civ
conspiracy claims must be dismissed for standiagares. Accordingly, the Fifth Circuit reversed thigrict court’s judgment, dismissed the plairgiffuit
in part, and remanded the case to the districttdoufurther proceedings.

Global Warming Cases, Southern District of New Yor®n July 21, 2004, two lawsuits were filed agaifgA and other companies that generate
power from fossilfuel electric generating facilities in the Unitethfs District Court for the Southern District oW York alleging that global warming it
public nuisance and that C@missions from fossil-fuel electric generating liies should be ordered abated because they bogrio causing the

nuisance. The first case was filed by variousestéCalifornia, Connecticut, lowa, New Jersey, Néwk, Rhode Island, Vermont, and Wisconsin) and the
City of New York against TVA and other power suppsi. The second case, which also alleges privasance, was filed against the same defendants by
Open Space Institute, Inc., Open Space Conservamzy and the Audubon Society of New Hampshirée Plaintiffs seek a court order requiring each
defendant to cap its CQemissions and then reduce these emissions by @ecifisd percentage each year for at least a dedadgeptember 2005, the

district court dismissed both lawsuits because the&sed political questions that should not be diettiby the courts. The plaintiffs appealed tolnéed
States Court of Appeals for the Second Circuit €t8®l Circuit”). On September 21, 2009, the Seddinduit reversed the district court’s decision,
holding, among other things, that the claims cahd®rd by the courts and do not raise politicaktjoes. The Second Circuit remanded the caséseto t
district court for further proceedings. On Novembg2009, TVA and the other defendants filed atipet seeking a rehearing by the entire Secondutirc

Paradise Fossil Plant Clean Air Act Permi®n December 21, 2007, the Sierra Club, the CdatdBiological Diversity, Kentucky Heartwood,
Preston Forsythe, and Hilary Lambert filed a petitivith the EPA raising objections to the conditiaf TVA’s current CAA permit at Paradise Fossil P
(“Paradise”). Among other things, the petitionallege that activities at Paradise triggered th&N&juirements for NQand that the monitoring of opac
at Units 1 and 2 of the plant is deficient. Inaader issued in July 2009, the EPA agreed thap#mmit failed to include a proper analysis of Mfor the
plant’s three main boilers, that the permit faitedequire adequate monitoring systems for opamity NO, , and that the monitoring of soot emissions fi
the coal washing and handling plant was inadequi¥&A’s permit at Paradise is issued by the Kenyublkvision for Air Quality (“KDAQ"), and if it is
changed, it must be changed by KDAQ. In Novemi®€92 KDAQ determined that the actions at Paradéskrot triggered NSR requirements and reis:
the operating permit without including NSR comptiarmilestones. KDAQ has submitted to operatingnitsrto the EPA for review. The current permit
continues to remain in effect. It is unclear wigetbr how the plant’s permit might be modified agsult of this proceeding. Judicial review of KR
decision about the permit is a possibility.

Information Request from EPAON April 25, 2008, TVA received a request frdm EPA under section 114 of the CAA requestingresite
information about projects at and the operation4o06f TVA'’s 59 coal-fired units. These 14 unite éocated in Alabama, Kentucky, and TennesseeA TV
has responded to this request. This request fomiration is similar to but broader than sectiod tdquests that other companies have receivedgitiren
EPA’s NSR enforcement initiative. TVA cannot pretdivhether the EPA will consider the maintenanegjtal improvement, or other activities at these 14
units to have violated NSR requirements becausleeofincertain interpretation of this program armeng court decisions. If violations are confirm@¥A
could be required to install new pollution contegjuipment in addition to the modifications that éalready been completed or planned, and TVA could
become liable for other payments or penalties. HRA’s request could be the first step in an adstiative proceeding against TVA that could themites
in litigation in the courts.

Notice of Violation at Widows Creek Unit.70n July 16, 2007, TVA received a Notice of Viida (“NOV”) from the EPA alleging, among other
violations, that TVA failed to properly maintain ctwork at Widows Creek Unit 7. TVAepaired the ductwork in 2005. While the NOV doesset out al
administrative penalty, it is likely that the EPAaynseek a monetary sanction through giving up earissllowances, paying an administrative penalty, o
both. On March 5, 2008, TVA and Alabama entereéd an agreed order in which TVA agreed to pay tagest100,000. TVA is unable to estimate the
amount of potential monetary sanctions from the E&¥Avhich TVA may be liable in connection with theOV.
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Employment ProceedingsTVA is engaged in various administrative andalggroceedings arising from employment disputelsese matters are
governed by federal law and involve issues typiddahose encountered in the ordinary course ofrtass of a utility. They may include allegations of
discrimination or retaliation (including retaliatidor raising nuclear safety or environmental consg wrongful termination, and failure to pay auee
under the Fair Labor Standards Act. Adverse outeoim these proceedings would not normally be rister TVA's results of operations, liquidity, and
financial condition, although it is possible thatrse outcomes could require TVA to change how itHescertain personnel matters or operates itdglan

Litigation with Potential Impact on TVA

Case Involving NSR RegulationsOn April 2, 2007, the Supreme Court issued aniop in the case dinited States v. Duke Energsgcating the
ruling of the Fourth Circuit in favor of Duke Engrgnd against the EPA in the EPA’s NSR enforcemast against Duke Energy. The NSR regulations
apply primarily to the construction of new plantg ban apply to existing plants if a maintenanageqat (1) is “non-routine” and (2) increases
emissions. The Supreme Court held that under B $EPrevention of Significant Deterioration redigdas, increases in annual emissions, rather than
increases in hourly emissions, should be usedstonteether emissions increase. TVA and other peuppliers had supported the hourly standard. ahnu
emissions can increase when a project improvesettability of plant operations and, depending ba time period over which emission changes are
calculated, it is possible to argue that almostediability projects increase annual emissionitier the Supreme Court nor the Fourth Circuitrassed
what the “routine” project test should be. ThetddiStates District Court for the Middle DistridtNorth Carolina had ruled for Duke Energy on tisisue,
holding that “routine” must take into account wigatoutine in the industry and not just what istioe at a particular plant or unit as the EPA has
argued. On October 5, 2007, the EPA filed a motith the United States District Court for the Middistrict of North Carolina asking that court to
vacate its entire prior ruling, including the portirelating to the test for “routine” projects.

TVA is currently involved in an NSR case involviBgll Run, which is discussed in more detail abo¥ée Supreme Court’s rejection of the
hourly standard for emissions testing could undeentine of TVA’s defenses in the Bull Run case. iEimental groups and North Carolina have given
TVA notice in the past that they may sue TVA fdeged NSR violations at a number of TVA units. Thegreme Court’s decision could encourage such
suits, which are likely to involve units where esi@ control systems such as scrubbers and SCRoanmestalled, under construction, or planneddo b
installed in the relatively near term.

Case Involving North Carolina Petition to EPA In 2005, North Carolina petitioned the EPA unskection 126 of the CAA to impose additional
emission reduction requirements for $&nd NO, on coal-fired power plants in 13 states, including states where TVA'’s coal-fired power plants are
located. In March 2006, the EPA denied the NorinoGna petition primarily on the basis that the&i Air Interstate Rule (“CAIR”) remedies the
problem. In June 2006, North Carolina filed a foati for review of the EPAS decision with the D.C. Circuit. On October 1020TVA filed a friend of th:
court brief in support of the EPA’s decision to géxorth Carolina’s section 126 petition. $terra Club v. EPA the D.C. Circuit remanded the petition
back to the EPA in March 2009 for reconsideratiotight of the EPA’s new CAIR rule, which is discesl below.

Case Involving Clean Air Interstate RuléOn July 11, 2008, the D.C. Circuit issued a sieai in State of North Carolina vs. EPtAat vacated
CAIR in its entirety and directed the EPA to progate a new rule that is consistent with the D.@c@i’s opinion. The EPA promulgated CAIR in 2005
and the rule required significant additional wil8O,and NO, emission reductions to address ozone and finecpdate matter attainment issues in 28
eastern states, including all of TVA'’s service am@aad the District of Columbia. The EPA requestaghearing of the case or, in the alternative, tthe,
case be remanded without CAIR being vacated. Greber 23, 2008, the D.C. Circuit granted the nmoéind ordered the EPA to develop a new rule but
allowed CAIR to remain in effect during this proses

Case Involving the Clean Air Mercury RuleOn February 8, 2008, the D.C. Circuit issueapimion in the case @tate of New Jersey vs. EPA
that vacated the EPA’s decision to remove coalahfired electric generating units from the lidtstationary sources whose hazardous air pollutant
(“HAP™) emissions are subject to MACT standards emsection 112 of the CAA. The D.C. Circuit alscated and remanded the Clean Air Mercury Rule
(“CAMR") , which set mercury limits via a cap-andktle program. The EPA now plans to regulate mgremnissions from utilities under section 112(d) of
the CAA, setting MACT standards for emissions bame@dommand and control type requirements. Thetoosomply with the MACT standards is not
known, but is expected to be higher than the castigvhave been to comply with CAMR. Regardlesthefstatus of the EPA's regulatory program for
mercury, TVA intends to continue reducing mercumjissions. Over the next five years, mercury eraissirom its coal-fired plants are expected to
continue to decline, primarily as a result of tleebenefits received from the controls TVA is inbta) to reduce SQand NO, emissions.
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Case Involving Cooling Water Intake Structure®n January 25, 2007, the Second Circuit issmeap@nion in the case &iverkeeper, Inc. vs.
EPAthat remanded the second phase of the EPA’s tragetgemaking to minimize the adverse impacts fiaoling water intake structures on fish and
shellfish, as required under section 316(b) ofGhean Water Act (“CWA”"). The Second Circuit heldnong other things, that costs cannot be compared t
benefits in picking the best technology availabETA") to minimize the adverse environmental impaof intake structures. The Utility Water Act Gpou
Entergy Corporation, and PSEG Fossil LLC filed &tmn seeking review of the decision by the SupeeBourt. TVA and the attorneys general of several
states, including Alabama, Kentucky, and Tennesagmorted this petition. On April 1, 2009, thepBme Court irEntergy Corp. v. Riverkeeper, In¢
agreed with the industry petitioners and ruled that theAERan compare costs with benefits in determinirggtdthnology that must be used at cooling v
intake structures. This decision overturns theo8dcCircuit ruling that federal clean water law slo®t permit the EPA to consider the cost-benefit
relationship in deciding the best technology avd#iao minimize adverse environmental impact.

21. Related Parties

TVA is a wholly-owned corporate agency of the fedgovernment, and because of this relationshipA§Yevenues and expenses are included as
part of the federal budget. TVA’s purpose and oesbilities as an agency are described underGter Agencies” section of the federal budget.

TVA currently receives no appropriations from Caegg and funds its business using generated powstnsyevenues, power financings, and ¢
revenues. TVA is a source of cash to the federabiment. Until TVA meets its remaining obligatito repay $90 million of the Power Facility
Appropriation Investment under the TVA Act, TVA Wilontinue to repay a portion of the Power Facifigypropriation Investment. Under the TVA Act,
TVA will also continue to pay a return on the oatsling balance of this investment indefinitely.e $&te 14 —Appropriation Investment.

TVA also has access to a financing arrangementtivéiJ.S. Treasury. TVA and the U.S. Treasury lmweemorandum of understanding under
which the U.S. Treasury provides TVA with a $150liom credit facility. This credit facility matuseon September 30, 2010, and is expected to be
renewed. This arrangement is pursuant to the T\¢A Access to this credit facility or other simifnancing arrangements has been available to TVA
since 1959. See Note 10 Short-Term Debt.

In the normal course of business, TVA contracthwiher federal agencies for sales of electriaity ather services. Transactions with agencie
the federal government were as follows:

Related Party Transactions
For the years ended, or as of September 30

2009 2008 2007

Sales of electricity service $ 26C $ 22¢ 3 23t
Other revenue 1 — —
Other expense 25C 231 237
Receivables at September 19 19 19
Investments 25 — —
Payables at September 133 60 12¢€
Return on Power Facility Appropriatic

Investmen 13 20 20
Repayment of Power Facility

Appropriation Investmer 20 20 20

22. Unaudited Quarterly Financial Information
A summary of the unaudited quarterly results ofrapens for the years 2009 and 2008 follows. Husimary should be read in conjunction with

the audited financial statements appearing herRisults for interim periods may fluctuate as altesf seasonal weather conditions, changes irs yated
other factors .
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Unaudited Quarterly Financial Information

2009
First Seconc Third Fourth Total
Operating revenue $ 3,077 $ 293 % 2,566 $ 267¢ $ 11,25¢
Operating expense 3,042 2,50: 2,42¢ 1,31z 9,282
Operating incomu 35 43C 141 1,367 1,97:
Net income (305) 13¢ (267 1,06t 72¢€
2008
First Seconc Third Fourth Total
Operating revenue $ 2,36 $ 2,51¢ % 255 $ 295 $ 10,38
Operating expense 2,01z 2,041 2,111 2,03¢ 8,19¢
Operating incomu 348 A77 441 91¢ 2,18¢
Net income 8 13t 10C 574 817

The significant change in quarterly net income igi2009 is due to accounting for the Kingston Aphl SDuring the first three quarters of 2009,
charges for the estimate to cleanup the site vemrerded as expense. During August 2009, the TVAr@approved that the amount previously expensed is
recoverable in future rates, and, thus, the expemasereclassified as a regulatory asset. See Noiehe increased net income in the fourth quat@008
was primarily due to a one-time decrease EPRECIATION, AMORTIZATION, AND ACCRETION EXPENSEfOr a change in accounting for non-nuclear asset
retirement obligations of $350 million. See Note-GNon-Nuclear Decommissioning Costs

23. Subsequent Events

TVA evaluated events subsequent to September 3@, t®ough November 25, 2009, which representsi#tte the financial statements were filed
with the Securities and Exchange Commission.

In October 2009, TVA issued $82 million of electod@s® with an interest rate of 4.375 percent which matar2030 and are callable beginning in
2014.

In November 2009, TVA and a national bank amentlecctedit agreement that matured in November 20@%atended its maturity date to
November 8, 201(

On November 16, 200&rmes v. TVAvas filed in the United States District Court fbetEastern District of Tennesseg&he Armesplaintiffs are
two owners of property in the area of Kingston afidge causes of action based in tort — negligemegligence per se, gross negligence, trespassnmus,
and strict liability — and inverse condemnatiorheTplaintiffs seek compensatory damages in an atmmirio exceed $10 million, punitive damages in an
amount not to exceed $20 million, unspecified daesgfigr emotional distress, a court order requifing\ to clean up plaintiffs’ property and the
surrounding areas, and other relief.

On November 18, 2009, three cases arising outeoKthgston spill were filed against TVA in the Usik States District Court for the Eastern
District of Tennessee:Donathan v. TVA Bostedor v. TVAandTurner v. TVA. In each case, the plaintiffs are owners of prgperthe area of Kingston
and allege causes of action based in tort — naegtiggenegligence per se, gross negligence, trespaissnce, strict liability and inverse condemnation. 1
plaintiffs seek unspecified compensatory and puaitiamages, damages for emotional distress, pardtimages, a court order requiring TVA to clean up
plaintiffs’ property and the surrounding areas, atiter relief.

On November 19, 200®Vallace v. TVAwas filed in the United States District Court fbetEastern District of Tennesse&he Wallaceplaintiffs
are two owners of property in the area of Kingstad allege causes of action based in tort — nagtigenegligence per se, gross negligence, trespass,
nuisance, and strict liability — and inverse condation. The plaintiffs seek compensatory damagesiamount not to exceed $600 thousand, punitive
damages in an amount not to exceed $1 million, exifipd damages for emotional distress, a couréroreiquiring TVA to clean up plaintiffs’ propertyd
the surrounding areas, and other relief.

On November 23, 200Fhew v. TVAvas filed in the United States District Court fbetEastern District of Tennesse@&he Thewplaintiffs are

four individuals who reside in the area of Kingstond allege negligence, gross negligence, negl@pecse, strict liability, and negligent infliati@f
emotional distress. The plaintiffs seek unspediiempensatory and punitive damages and othef.relie
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REPORTS OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors of Tennessee Valley Autlyorit

We have audited the accompanying balance she@snofessee Valley Authority as of September 30, 20@P2008, and the related statements of income,
changes in proprietary capital, and cash flowsefmh of the two years ended September 30, 2009 awiit also included the financial statement sahed
listed in the Index at Item 15(a) for the yearsemh&eptember 30, 2009 and 2008. These finanai@sents and schedules are the responsibility of
Tennessee Valley Authority's management. Our mesipdity is to express an opinion on these finahstatements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBigUnited States). Those standards require that
we plan and perform the audits to obtain reasonasderance about whether the financial statemeatsee of material misstatement. An audit inckide
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statesnefih audit also includes assessing the accounting
principles used and significant estimates made agagement, as well as evaluating the overall firdustatement presentation. We believe that oditau
provide a reasonable basis for our opinion.

In our opinion, the financial statements referreadbove present fairly, in all material respedis, financial position of Tennessee Valley Authogty
September 30, 2009 and 2008 and the consolidasetis®f its operations and its cash flows for eafcthe two years ended September 30, 2009, in
conformity with U.S. generally accepted accountimigiciples. Also, in our opinion the related fircéad statement schedule, when considered in relatio
the basic financial statements taken as a whoésgnts fairly in all material respects the inforioratet forth therein for the years ended Septer@de200!
and 2008.

We also have audited, in accordance with the stalsdaf the Public Company Accounting Oversight Bo@united States), Tennessee Valley Authol

internal control over financial reporting as of Sspber 30, 2009, based on criteria establishedt@rnal Controlintegrated Framework issued by
Committee of Sponsoring Organizations of the Tread®ommission and our report dated November 259 20@ressed an unqualified opinion thereon.

/sl Ernst & Young LLP

Chattanooga, Tennessee
November 25, 200
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To the Board of Directors of Tennessee Valley Autho

In our opinion, the accompanying statements ofrimeoof changes in proprietary capital and of céshd present fairly, in all material respects, tbsults

of its operations and its cash flows of Tennessaltey Authority for the year ended September 3@720n conformity with accounting principles gener:
accepted in the United States of America. In amdjtin our opinion, the financial statement scHedappearing under Item 15(a)(2) presents faingli
material respects, the information set forth thewhen read in conjunction with the related finahstatements. These financial statements anddiah
statement schedule are the responsibility of the@my’s management. Our responsibility is to expi@n opinion on these financial statements and
financial statement schedule based on our audits.conducted our audit of these statements in dacge with the standards of the Public Company
Accounting Oversight Board (United States). Thetsadards require that we plan and perform thet éamdbtain reasonable assurance about whether the
financial statements are free of material misstatr®mAn audit includes examining, on a test basigence supporting the amounts and disclosurtreein
financial statements, assessing the accountingipl&s used and significant estimates made by nenagt, and evaluating the overall financial stategme
presentation. We believe that our audit providesagonable basis for our opinion.

/sl PricewaterhouseCoopers LLP
Atlanta, Georgia
December 10, 2007, except with respect to thieemdisclosed in Note 2 of the Tennessee Vallethartity Form 10-K/A Amendment No. 2 as to which

the date is November 21, 20
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not Applicable.

ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

TVA's management, including the President and Chiafcutive Officer and members of the disclosunetiad committee (including the Chief
Financial Officer and Vice President and Contrgllevaluated the effectiveness of TVA's disclosame controls procedures (as defined in Rule 13a)15(
under the Exchange Act) as of September 30, 2@8@%ed on this evaluation, TVA’s management, inelgdhe President and Chief Executive Officer and
members of the disclosure control committee (inicigdhe Chief Financial Officer and the Vice Presitland Controller), concluded that TVA's disclasur
controls and procedures were effective as of Samei30, 2009, to ensure that information requicele disclosed by TVA in reports that it files absits
under the Exchange Act, is recorded, processednsuized, and reported, within the time periods 8jgetin the SEC’s rules and forms, and include
controls and procedures designed to ensure thamniattion required to be disclosed by TVA in sughorts is accumulated and communicated to TVA’s
management, including the President and Chief BiexOfficer and members of the disclosure contahmittee (including the Chief Financial Officer
and the Vice President and Controller), as appad@rio allow timely decisions regarding requiréztkbsure.

Internal Control Over Financial Reporting
(a) Management’s Annual Report on Internal ControlOver Financial Reporting

TVA’s management is responsible for establishing ewaintaining adequate internal control over finahieporting as defined in Exchange Act
Rule 13a-15(f) and required by Section 404 of taeb&8nes-Oxley Act. TVA internal control over financial reporting is dgstd to provide reasonable,
not absolute, assurance regarding the reliabififinancial reporting and the preparation of finestatements in accordance with generally accepte
accounting principles. Because of the inherenitditions in all control systems, internal controlger financial reporting and systems may not preeen
detect misstatements.

TVA's management, including the President and Chiefcutive Officer and members of the disclosunetad committee (including the Chief
Financial Officer and the Vice President and Cdterp evaluated the design and effectiveness oAB\internal control over financial reporting as of
September 30, 2009 based on the framework in lat&antrol—Integrated Framework issued by the Cottemiof Sponsoring Organizations of the
Treadway Commission, referred to as “COSO.” Bamethis evaluation, TVA’s management concluded Th&A’ s internal control over financial reporti
was effective as of September 30, 2009.

Although management’s report on the effectivendégsternal control over financial reporting was sotbject to attestation by TVA's registered
public accounting firm, pursuant to temporary rudéshe SEC, TVA has chosen to obtain such a regémst & Young LLP, the registered public
accounting firm that audited the financial statetaéncluded in this Annual Report, has issued #stdtion report on TVA's internal control overdimcial
reporting. The attestation report appears below.

(b) Changes in Internal Control over Financial Repating

During the quarter ended September 30, 2009, tlwere no changes in TVA’s internal control over fio&l reporting that materially affected, or
are reasonably likely to materially affect, TVArérnal control over financial reporting.

142




Table of Content

Report of Independent Registered Public Accountingrirm

The Board of Directors of Tennessee Valley Autlyorit

We have audited Tennessee Valley Authority’s irdéoontrol over financial reporting as of Septem®@r 2009, based on criteria established in Interna
Control—Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Cossion (the COSO criteria). Tennessee Valley
Authority’s management is responsible for maintagnéffective internal control over financial repog, and for its assessment of the effectiveness of
internal control over financial reporting includiedthe accompanying Management’s Annual Reporinderhal Control Over Financial Reporting. Our
responsibility is to express an opinion on the canys internal control over financial reporting bdn our audit.

We conducted our audit in accordance with the stedslof the Public Company Accounting Oversightifiq@nited States). Those standards require that
we plan and perform the audit to obtain reasonaséeirance about whether effective internal cowiel financial reporting was maintained in all mmite
respects. Our audit included obtaining an undedsta of internal control over financial reportiragsessing the risk that a material weakness etésting
and evaluating the design and operating effectiseié internal control based on the assessedaiigkperforming such other procedures as we coreglder
necessary in the circumstances. We believe thraduadit provides a reasonable basis for our opinion

A companys internal control over financial reporting is @gess designed to provide reasonable assuranaeliregthe reliability of financial reporting a
the preparation of financial statements for extepoaposes in accordance with generally accepteduatting principles. A company’s internal contooter
financial reporting includes those policies andgedures that (1) pertain to the maintenance ofrdscihat, in reasonable detail, accurately andyfegflect
the transactions and dispositions of the assetseofompany; (2) provide reasonable assurancértregactions are recorded as necessary to permit
preparation of financial statements in accordanitie generally accepted accounting principles, dnad teceipts and expenditures of the company dngbe
made only in accordance with authorizations of ngan@ent and directors of the company; and (3) pewdsonable assurance regarding prevention or
timely detection of unauthorized acquisition, uselisposition of the company’s assets that coultehmmaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dét@isstatements. Also, projections of any evabmabf
effectiveness to future periods are subject taiiethat controls may become inadequate becauskariges in conditions, or that the degree of c@npé
with the policies or procedures may deteriorate.

In our opinion, Tennessee Valley Authority main&inin all material respects, effective internattcol over financial reporting as of September 3009,
based onthe COSO criteria

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@gnited States), the balance sheets of Tennesse

Valley Authority as of September 30, 2009 and 2@Q0®] the related statements of income, change®priptary capital, and cash flows for each oftihe
years ended September 30, 2009 and our report datedur report dated November 25, 2009 expresseahgualified opinion thereon.

/sl Ernst & Young LLP
Chattanooga, Tennessee

November 25, 200
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ITEM 9B. OTHER INFORMATION

At the November 19, 2009 public meeting of the TBéard, TVA's President and Chief Executive Offidam Kilgore gave a presentation that,
among other things, included the estimates of TilRancial results for fiscal year 2009. Copiedted materials used in Mr. Kilgore’s presentatioa a
furnished as Exhibit 99.1 to this Annual Report.

In addition, on November 19, 2009, the TVA Boargryed a new long-term deferred compensation ageaefor Mr. Kilgore. The agreement
extends his deferred compensation credits of $8Q0p@r year for an additional four years, with aaruesting of those credits.
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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. The Chairman of the TVA Board is selebtethe members of the TVA Board.

The TVA Board at November 25, 2009, consisted efftllowing individuals with their ages and ternfoffice provided:

Year Year Term

Directors Age Appointed Expires
Robert M. Duncan, Chairme 58 2006 2011
William B. Sanson 68 2006 2009*
Thomas C. Gillilanc 61 2008 2011
Howard A. Thrailkill 70 2006 2010
Dennis C. Bottorf 65 2006 2011
Bishop William Grave: 73 2008 2012

Note
* Although the term of Director Sansom expiredMay 2009, he is entitled to
remain in office until the end of the current seasdf Congress

There are currently three vacant positions on 14 Board.

Mr. Duncan of Inez, Kentucky, joined the TVA BoandMarch 2006 and became Chairman of the TVA Baafday 2009. He is the Chairman,
Chief Executive Officer, and Director of Inez Defid&ank, FSB, in Louisa, Kentucky (since April 1984ith a one-year leave of absence from 1989 to
1990 to serve as Assistant Director of Public laaign the White House); Chairman, Chief Executivfid@r, and Director of Inez Deposit Bank in Inez,
Kentucky (since September 1974 with a one-yeard@d\absence); Chairman, Chief Executive Officad Birector of Community Holding Company, a
single bank holding company (since 1984 with a peer leave of absence); Chairman, Chief Execultiffie€, and Director of Community Thrift Holding
Company, a unitary thrift holding company (sinc®3® From 1998 to 2007, Mr. Duncan was the Chairofahe Big Sandy Regional Industrial
Development Authority, which manages industrialksan five eastern Kentucky counties, and he ie #ig Secretary for the Highlands Regional Medical
Center in Prestonburg, Kentucky, which managegimnal hospital. From January 2007 to January 266%yas the Chairman of the Republican National
Committee.

Mr. Sansom of Knoxville, Tennessee, joined the TB@ard in March 2006 and was elected Chairman byl'ih& Board in March 2006. He
served as Chairman of the TVA Board until May 206 is Chairman and Chief Executive Officer of #hd. Hackney Co., a diversified company
involved in wholesale grocery, gas and oil, anahifure manufacturing, and has held that positiogesil983. Since 1995, Mr. Sansom has also been a
director of Astec Industries, Inc., a corporati@séd in Chattanooga, Tennessee, that manufacgugsrent and components used in road construction,
and since 1984, he has been a director at FirszétoNational Corporation, a Memphis, Tennesseek mlding company. In 2006, he was named dirt
of Mid-Atlantic Apartment Communities, Inc., a restate investment trust with ownership interesesgartment homes. From 1994 to 2006, he was a
director of Martin Marietta Materials, Inc., a coamy based in Raleigh, North Carolina, that suppti@serals, chemicals, and composites for various
industries. Mr. Sansom may continue to serve erd¥A Board until this session of Congress adjourns

Mr. Gilliland of Blairsville, Georgia, joined thedard in March 2008. He retired in January 200Bxecutive Vice President, Secretary, General
Counsel, and Director of United Community Banks., lia bank holding company. He joined United ComityuBanks, Inc., in January 1992 .

Mr. Thrailkill of Huntsville, Alabama, joined theVIA Board in March 2006. He retired in Septembed2@s President and Chief Operating
Officer of Adtran, Inc., in Huntsville, which supe$ equipment for telecommunications service prengdind corporate end users. He joined Adtran, itr
1992.

Mr. Bottorff of Nashville, Tennessee, joined the ABoard in March 2006. Since January 2001, heskeaged as Partner of Council Ventures, a
venture capital firm. He was Chairman of AmSoutinBorporation until his retirement in 2001 and frd891 to 1999 was Chief Executive Officer of First
American Bank. He served as a director of Dollan&al, a variety store company, from 1998 urgikéle in 2007. In addition, he is a directorngiram
Industries, a privately held provider of wholesdigtribution, inland marine transportation, anduirsce services; a director of Benefit Informates,
company which provides information used to imprthve quality and reduce the cost of health care;aamember of the Board of Trustees of Vanderbilt
University.
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Bishop Graves of Memphis, Tennessee, served om\tieBoard from October 2006 to December 2007 and reappointed to the TVA Board in
June 2008. He has been presiding Bishop of thestizhr Methodist Episcopal Church in Memphis, Tessse, since being elected at the 2006 General
Conference held in June to July 2006. Previouslyhs pastor of the Phillips Temple CME Church o$ [Angeles, California. He is the immediate Past
President of the Board of the Congress of Nati@tatk Churches , and from September 1993 to Jub42be was a member of the Board of Memphis

Light, Gas and Water, a TVA distributor customer.

Executive Officers

TVA's executive officers as of November 25, 2008it titles, their ages, and the date their emplayhwith TVA commenced are as follows:

Employment

Executive Officers Title Age Commenced

Tom D. Kilgore President and Chief Executive Offic 61 2005

Kimberly S. Greene Chief Financial Officer and Executive Vice Presiten 43 2007
Financial Service

William R. McCollum, Jr.  Chief Operating Office 58 2007

Maureen H. Duni Executive Vice President and General Cou 60 1978

Preston D. Swafford Chief Nuclear Officer and Executive Vice PresiddnfA 49 2006
Nuclear

John E. Long, Jr. Chief Administrative Officer and Executive Vice 57 1980
President, Administrative Servic

Kenneth R. Breede Executive Vice President, Customer Resou 61 2004

Robin E. Manning Executive Vice President, Power System Operai 53 2008

Van M. Wardlaw Executive Vice President, Power Supply and F 49 1982

Ashok S. Bhatnagar Senior Vice President, Nuclear Generation Develagme 53 1999
and Constructiol

William R. Campbel Senior Vice President, Fleet Engineer 58 2007

Robert M. Deacy, Sr. Senior Vice President, Clean Strategies and Project 57 2007
Developmen

Peyton T. Hairston, Jr. Senior Vice President, Corporate Responsibility and 54 1993
Diversity

Janet C. Herrit Senior Vice President, River Operatic 55 1978

John M. Hoskin: Senior Vice President and TreasL 54 1978

Donald E. Jerniga Senior Vice President, Nuclear Operatit 53 2008

Anda A. Ray Senior Vice President, Office of Environment and 53 1983
Researcl

Emily J. Reynold: Senior Vice President, Government and Valley Retest 53 2007

David R. Mould Senior Vice President, Communicatic 52 2009

John J. McCormick, J Senior Vice President, Fossil Operatic 47 2007

John M. Thomas, I Senior Vice President, Corporate Governance and 46 2005
Compliance

Steve Byone Vice President and Controll: 50 2009

Mr. Kilgore was named President and Chief Execu@¥iicer in October 2006 after having served asiélent and Chief Operating Officer since
joining TVA in March 2005. He previously servedResident and Chief Executive Officer of Progiesergy Ventures, a subsidiary of Progress En
Company created to manage various operations gff®ss Energy Company, including fuel extraction endrgy marketing, from April 2000 to February
2005. Prior to taking that position, Mr. Kilgoradhbeen Senior Vice President of Power Operation€érolina Power & Light Company (which became
Progress Energy) since August 1998. From 199D88,1Mr. Kilgore was President and Chief Executdféicer of Oglethorpe Power Corporation in
Atlanta, Georgia.

Ms. Greene was named Chief Financial Officer anddgkve Vice President, Financial Services in Seper 2007. Ms. Greene previously served
as Senior Vice President, Finance, and Treasui®oathern Company Services, an energy company, Juoyn2003 to September 2007, where she was
responsible for financial planning and analysiqitee markets and leasing, treasury, and invegations. From July 2002 to July 2003, Ms. Grewas
director of portfolio management for Southern Comp&eneration and Energy Marketing.

Mr. McCollum joined TVA in May 2007 as Chief Opeireg Officer. Prior to joining TVA, Mr. McCollum waExecutive Vice President and Cr
Regulated Generation Officer at Duke Energy Corg@naan energy company, from October 2006 to M@972 Mr. McCollum had been with Duke
Energy Corporation (and its predecessor) since B8@theld a variety of leadership positions thiem@uding Group Vice President, Regulated Fobkitiro
Generation (from April 2006 to October 2006), VReesident, Strategic Planning and Business Deveadap(from January 2005 to April 2006), and Vice
President, Nuclear Support (from November 2002 ¢addnber 2004).

Ms. Dunn joined TVA as an attorney in May 1978,us3sd the position of Assistant General Counsekipt@nber 1986, and assumed the position
of Executive Vice President and General Counsédaituary 2001.

Mr. Swafford was named Chief Nuclear Officer and&ixtive Vice President, TVA Nuclear in February 20¢-rom June 2007 to February 2009,
he was Executive Vice President, Fossil Power Grand from May 2006 to May 2007, he was Senioe\Reesident, Nuclear Support. From December
1995 to April 2006, Mr. Swafford held various pdmits at Exelon Corporation, an energy company bas#lihois, and its subsidiaries. From 2002 to
2006, he served as Senior Vice President, Exel@endgyrDelivery, and was responsible for transmissiod distribution of electricity. From 2002 to 200
he was Vice President, Exelon Power, and was ragdglerfor its fleet of gas, coal-fired, and hydettic generating facilities. From 2000 to 2002 was
Vice President, Dresden Nuclear Station.
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Mr. Long was named Executive Vice President, Adstnaitive Services as well as Chief Administratiific@r in September 2005. From October
2000 to September 2005, he was Executive Vice tRrasiHuman Resources. Mr. Long joined TVA in 1880 Personnel Officer in the Engineering
Design Organization and has held various Human lees positions within TVA. From 1992 to 2005,deeved on the TVA Retirement System Board.

Mr. Breeden was named Executive Vice Presidenttiddusr Resources in September 2006 after havingdexrs Executive Vice President,
Customer Service and Marketing since joining TVAAmgust 2004. From March 2002 to August 2004, las the Program Executive for Executive
Conversation, Inc., where he was responsible fecetve training programs. From September 199Vdoch 2002, he was President of TXU Energy
Services, Enterprise Division, in Dallas, Texaserehhe was responsible for a new venture creataddress customers’ changing energy needs. Mr.
Breeden had joined TXU Corporation in May 1995 agi&r Vice President of TXU Electric & Gas, wheeas responsible for marketing and sales.

Mr. Manning joined TVA in August 2008 as ExecutiVize President, Power System Operations. Froml 2066 to August 2008, Mr. Manning
served as Vice President of Field Operations fokéDanergy Corporation, an energy company, whemsdweresponsible for the operation of all
transmission and distribution system activity inkBUEnergy Corporation’s Carolinas Region. Mr. Miagrjoined Duke Energy Corporation in 1978 and
held a variety of leadership positions there, idalg Vice President, Central Region for Duke EndPgyver Delivery (from January 2004 to April 2006),
Vice President of Engineering Standards and Pradessgement for Duke Energy Electric Transmissfoont May 2003 to January 2004), and Vice
President of Engineering for Duke Energy Gas Trassion (now Spectra Corporation) (from Septemb&020 June 2003).

Mr. Wardlaw was named Executive Vice President@f& Supply and Fuels in July 2008. Prior to #ppointment, Mr. Wardlaw served as
Senior Vice President , Commercial Operations ameld~from January 2007 to June 2008, and Vice &eaki Bulk Power Trading from September 2006 to
December 2006. From December 2000 to Septembé&, B@0served as Vice President of TransmissiorRaatidbility where he was responsible for real
time control of TVA'’s generation fleet and transgiis system. Mr. Wardlaw began his career with TiMAanuary 1982 as an electrical engineer, and has
also worked in customer service, marketing, and Bervices.

Mr. Bhatnagar is the Senior Vice President of Nacl8eneration Development and Construction, aiposite has held since April 2007. He
joined TVA in August 1999 as Site Support ManageBrawns Ferry and was subsequently appointed Bsdwerry Plant Manager in July 2000, Brov
Ferry Site Vice President in July 2001, and Se¥ioe President, Nuclear Operations, in June 2004.

Mr. Campbell is the Senior Vice President of FEErgineering, a position he assumed in February 2608m May 2007 to February 2009, Mr.
Campbell served as TVA'’s Chief Nuclear Officer dbdecutive Vice President, TVA Nuclear. Mr. Camplselrved as Executive Vice President,
Engineering and Projects for Entergy Operations, (tEntergy”), an energy company, from Februar@2@® May 2007. In that capacity, he was
responsible for engineering, technical support, grogect management functions for all regulated mamtregulated Entergy nuclear units. Mr. Campbell
served as Senior Vice President and Chief Oper@ifiger of Entergy from February 2003 to Februa®p7, and was responsible for the operation of all
Entergy regulated nuclear units. He also servadi@s President, Engineering, of Entergy from JAA60 to February 2003.

Mr. Deacy is the Senior Vice President, Clean 8giats and Project Development, a position he assumigebruary 2009. Mr. Deacy served as
TVA’s Senior Vice President of Fossil Operationpfart from October 2007 to January 2009. Befoiing TVA, he served as President of EXCO
Partners from December 2006 to September 2007 enteewas responsible for EXCO exploration, produnctand pipeline companies in East Texas and
Louisiana. Mr. Deacy served as Senior Vice Pregid€Oil, Gas and Merchant Power Generation, Rrsgi/entures from 2003 to 2006; Senior Vice
President and General Manager, Winchester Energyp@ny from 2002 to 2003; Director of New Plant Gamgtion and Start-up Operations, Progress
Energy from 1999 to 2002; Outage Planning and SdiregiManager-Nuclear, Carolina Power & Light Compdrom 1995 to 1998; and Maintenance
Superintendent-Nuclear, Carolina Power & Light fra93 to 1995.

Mr. Hairston was named Senior Vice President, CatgoResponsibility and Diversity, in April 200hdwas additionally named TVA's External
Ombudsman and its Chief Ethics and Compliance &ffic July 2007. He previously served as Seniae\Rresident, Communications, a position he
assumed in March 2006. From October 2002 to Ma6f)6, he held the position of Senior Vice Presidéntiployee Relations and Diversity. Mr. Hairston
served as Senior Vice President, Labor Relatiivos) October 2000 to October 2002, and had heldpgbsition previously from June 1994 to June
1998. From August 1998 to October 2000, he wagoB¥fice President, Strategic Initiatives. Mr. Haon also served as Senior Manager, Strategic
Planning and Support, from May 1993 to June 1994.
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Ms. Herrin is the Senior Vice President, River Gyiens, a position she has held since February.1889 Herrin is responsible for establishing
river operations policies, procedures, and starsdfmdTVA and serves as TVA’s Dam Safety Offic&he began her career at TVA in 1978 as a Civil
Engineer. She has served on the TVA Retiremerte8yBoard since 2005.

Mr. Hoskins, Senior Vice President and Treasumngd TVA in 1978 and worked in several areas oRATsiness including accounting, audit,
and revenue before joining the Treasurer’s offit@987. He was named Vice President and Treasufi€94 and Senior Vice President and Treasurer in
2000. He has served on the TVA Retirement Systeardof Directors since 2003. Mr. Hoskins alsasedras Interim Chief Financial Officer of TVA
from November 2006 to September 2007.

Mr. Jernigan was named Senior Vice President, NucDperations, in September 2008. From Novemb@4 2@til August 2008, he served as ¢
Vice President of Surry Nuclear Power Station andifNovember 2003 to November 2004, he served @xr of Operations and Maintenance at North
Anna Nuclear Power Station for Dominion Resourtes,, an energy company. Before joining DominicgsBurces, Inc., Mr. Jernigan worked for Florida
Power & Light Company, serving as Site Vice Presidg St. Lucie Nuclear Station from June 2001 il®2004 and as General Manager at Turkey Point
Nuclear Station from 1994 to 20C

Ms. Ray was named the Senior Vice President oOtifiee of Environment and Research in August 2088e served as the Vice President of
Environmental Stewardship and Policy from Augud2@ July 2008. Prior to this, Ms. Ray servedh&sVice President of Enterprise Performance and
Analysis, and was the Director of TV&Public Power Institute where she focused on nmergy technologies. Ms. Ray began her career With in 1983
with the nuclear power organization, and workedeaweral other TVA functions including fossil gerteya, customer groups, and strategic planning.

Ms. Reynolds joined TVA in April 2007 and was nan®ehior Vice President, Government & Valley Relasian July 2009. Prior to this
appointment Ms. Reynolds served as Senior Vicei®esof Communications, Government and Valley Refs. Ms. Reynolds served as thes81
secretary of the U.S. Senate (from January 2003noary 2007), where she managed the legislathandial, and administrative operations of the
Senate. She also served as a consultant to tsecpudnt secretary of the U.S. Senate from Jan@®y @ April 2007. She previously served as chfef
staff for Senator Frist (from January 2001 to Jayp@803), where she had overall responsibilitytfe management and coordination of staffing, legjigt
activity, communications, constituent relationsd aeheduling.

Mr. Mould was named Senior Vice President, Commatioas in July 2009. From 2005 to 2009, Mr. Moséaved as Assistant Administrator for
Public Affairs with the National Aeronautics anda®p Administration, directing communications, oatte, and public affairs efforts for the U.S. space
program, and from 2003 to 2005, he served as dpessestant to the U.S. Secretary of Energy, fowusn strategic communications policies in the €2ffi
of the Secretary. Prior to entering governmentiser Mr. Mould worked as vice president of comnuations for PG&E National Energy Group, a
wholesale electricity and natural gas supplier(frd000 to 2003), as director of public relationsNtrant Corp., an electricity and natural gas digwp
(from 1997 to 2000), and as media relations mantge®outhern Company, an electric utility holdiegmpany (from 1991 to 1997).

Mr. McCormick joined TVA as Vice President, FosSjperations, in December 2007 and was later nameithiSeice President, Fossil Operations,
in October 2008. Prior to that, Mr. McCormick seavin various roles at Exelon Corporation, an epeampany, including General Manager of Eddystone
Generation Station, General Manager of ConowingbMnddy Run Hydro Facilities, and Director of Opéas responsible for supervising power plant
general managers of more than 10,000 MW of fosslltaydro generation. Mr. McCormick began his careigh Exelon Corporation in 1982.

Mr. Thomas was hamed Senior Vice President, Cotpdsavernance and Compliance in July 2009. Heeskag Controller and Chief Accounti
Officer from January 2008 to September 2009. Rddreing named Controller, he was the General an@perations Business Services, where he was
responsible for financial and performance supppifYA's operating organizations from November 2@09anuary 2008. Prior to joining TVA, Mr.
Thomas was Chief Financial Officer for Benson Si#g8ystems during 2005. He was also the Contralfd’rogress Fuels Corporation (from 2003 to
2005) and Controller of Progress Ventures, In@n(f2001 to 2002), both subsidiaries of Progressdsnevhere he was responsible for accounting
operations, financial reporting, forecasting, aist management.
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Mr. Byone was named Vice President and Controfie3eptember 2009. He served as the Vice Presiaeh€Chief Financial Officer of the Elect
Reliability Council of Texas (‘ERCOT"), an indepeartt system operator located in Austin, Texas, fBaptember 2005 to September 2009. Mr. Byone
first came to ERCOT in May 2005 in a consultingertd launch ERCOT's internal control managementemtérprise risk management
programs. Previously, Mr. Byone served as the Yimsident and Chief Risk Officer for Progress gpdfrom May 2002 to May 2005). In that position,
Mr. Byone designed an enterprise-wide risk managefnamework to support review and alignment ofpaate strategy, capital investments, and risk
appetite .

Disclosure and Financial Code of Ethics

TVA has a Disclosure and Financial Ethics Coder{dficial Ethics Code”) that applies to all executifficers (including the Chief Executive
Officer, Chief Financial Officer, and Controllem@directors of TVA as well as to all employees veleatify information contained in quarterly reports
annual reports, or information statements or wheehrasponsibility for internal control self-assessiis. The Financial Ethics Code includes provision
covering conflicts of interest, ethical conductirgmiance with applicable laws, rules, and regutaiaesponsibility for full, fair, accurate, timegnd
understandable disclosures, and accountabilitadverence to the Financial Ethics Code. TVA withyde a current copy of the Financial Ethics Ctule
any person, without charge, upon request. Requesgsbe made by calling 888-882-4975 or by sendimgmail to: investor@tva.com. Any waivers of
changes to provisions of the Financial Ethics Qoilebe promptly disclosed to the public, subjeatitnitations imposed by law, on TVA’s website at:
www.tva.gov. Information contained on TVA’s welesghall not be deemed incorporated into, or to paraof, this Annual Report.

Committees of the TVA Board

TVA does not have a Nominating Committee. Each bmemof the TVA Board is appointed by the Presiddrthe United States with the advice
and consent of the U.S. Senate. The TVA Act prewithat to be eligible to be appointed as a memibine TVA Board, an individual must (1) be a cétiv
of the United States, (2) have management expegiatve to a large for-profit or nonprofit corpde, government, or academic structure, (3) natrbe
employee of TVA, (4) make full disclosure to Corgg®f any investment or other financial intereat the individual holds in the energy industry, &g
affirm support for the objectives and missions ¥AT including being a national leader in technotmdiinnovation, low-cost power, and environmental
stewardship. No more than two of the TVA Board rbens may be legal residents outside of TVA's serdrea.

The TVA Board has an Audit, Governance, and Et@iosxmittee established in accordance with the TVA AVA’s Audit, Governance, and
Ethics Committee consists of Thomas C. Gillilankafc), Robert M. Duncan, and Dennis C. Bottorffirdator Gilliland and Director Bottorff are each an
“audit committee financial expert” as defined iartt 407(d)(5) of Regulation S-K under the Exchange A

TVA is exempted by section 37 of the Exchange Aatf complying with section 10A(m)(3) of the Exchamgct, which requires each member of
a listed issuer’s audit committee to be an indepahthember of the board of directors of the isstiére TVA Act contains certain provisions that are
similar to the considerations for independence usdetion 10A(m)(3) of the Exchange Act, includihgt to be eligible for appointment to the TVA Bdar
an individual shall not be an employee of TVA ahdlsmake full disclosure to Congress of any inwestt or other financial interest that the individua
holds in the energy industry. These provisionabez applicable to TVA Board members on March 30620

Under section 10A(m)(2) of the Exchange Act, whagiplies to TVA, the audit committee is directlypessible for the appointment,
compensation, and oversight of the external auditowever, the TVA Act assigns the responsibiliy éngaging the services of the external auditdingo
TVA Board.

The TVA Board has also established the followinghodttees in addition to the Audit, Governance, Bititics, Committee:

« Finance, Strategy, Rates, and Administration Cote®

e Operations, Environment and Safety Commi

« Community Relations and Energy Efficiency Commit

149




Table of Content

ITEM 11. EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

This Compensation Discussion and Analysis providEsmation about TVA’s compensation philosophy atiitegy, as well as the policies and
decisions that guided TVA in 2009 in establishihg kevel and nature of the compensation providedgdPresident and CEO, the Chief Financial Officer
and Executive Vice President, Financial Servic€FQ"), and the three most highly compensated ekexofficers other than the CEO and
CFO. References to the “Named Executive Officers'NEOs” throughout this section refer to the axtace officers listed in the Summary Compensation

Table.

Executive Summary

The TVA Board has established a compensation maalf TVA employees (the “Compensation Plan”) lthea the requirements of the TVA
Act. The Compensation Plan is designed to suppé#t’s mission and Strategic Plan and to fulfill tf@lowing purposes:

Provide a competitive level of compensation thatbdes TVA to attract, retain, and motivate hightynpetent employeesTotal target
compensation for each position in TVA is determibgdnarket pricing based on a level needed tociftratain, and motivate employees
critical to TVA's success in achieving its missioAccordingly, total compensation levels are taegedt the median (S0percentile) of the
relevant labor market for most positions. Howe¥er positions affected by market scarcity, reangnt and retention issues, and other
business reasons, total compensation levels ayetéa above the median (typically between ththand 75t percentile)

Encourage and reward executives for their perforogand contributions to the successful achievemwigfiancial and operational goalsA
key component of the Compensation Plan is “pay@&formance,” which rewards executives for improeetrin TVA'’s overall performance,
as well as that of individual business units ardiviidual employees. The TVA Board believes that plortion of total direct compensation
placed at-risk should increase as an employeeitigoand level of responsibility within TVA increas. Accordingly, a significant
percentage of total target direct compensation for the Nameddative Officers (40 percent to 65 percent) iSgrenance-based
compensatior

Provide executives with the focus to achieve -term and long-term business goals that are impurta TVA, TVA'’s customers, and the
people TVA servesTVA seeks to hire and retain executives who areded on both the short-term and long-term sucdes¥A. The
Compensation Plan is designed to achieve thislgpatoviding a mix of salary and-risk annual and lor-term incentive compensatic

Improve overall company performance through proihitgt enhancement.An executive cannot help meet TVA'’s goals and impro
performance without the work of others. For tleiagon, the performance goals set at the TVA lawvglbaisiness unit level are the same for
both executives and all non-executive employedss generally translates into all TVA employeesieing compensation in a manner that
aligns their work with the same goals and encowsamel rewards them for the successful achievenidiifA’s goals
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Under the Compensation Plan, the compensation gnugfor the Named Executive Officers consist ofdabeponents identified in the following

table:

Compensation Program Components for Named Executiv®fficers

Compensation
Component

Objective

Key Features

Annual Salary

Annual Incentive
Compensation

Long-Term Incentive
Compensation

Long-Term Deferred
Compensation

Pension Plans

Fixed and paid biweekly to
executives

At-risk and based on the
attainment of certain pre-
established performance
goals for the year

At-risk and based on the
attainment of certain pre-
established performance
goals for a performance
cycle, typically three years

Awarded in the form of
annual credits that vest af
a specified period of time,
typically three to five years

Both qualified and
supplemental, which
provide compensation
beginning with retirement
or termination of
employment

Total direct compensation (salary plus annuallang-
term incentive compensation plus long-term deferred
compensation) is targeted at the median®{@rcentile
for similar positions at other companies in TVA®g
group, or above the median (8@ 75t percentile) for
positions affected by market scarcity, recruitmesmd
retention issues, and other business reasons wiitlaa
salary targeted to the same ranges

Reviewed annually to consider changes in peer group
benchmark salaries and/or exceptional individualitme
performances in past years

Target annual incentive opportunities increash wi
position and responsibility and are based on the
opportunities other companies in TVA’s peer group
provide to those in similar positions

Annual incentive payouts are based on the restilts o
performance goals at the TVA level and businest uni
level, and also may be based on goals at the thatiVi
level, and may be adjusted

Annual incentive opportunities are reviewed anrnyutall
consider changes in peer group benchmark short-term
incentives

Target long-term incentive opportunities are tedito
executives in critical positions who make decisitrat
significantly influence the development and exemubi
TVA's long-term strategic objectives

Target long-term incentive payouts are based on the
results of performance goals established for aiipec
performance cycle and may be adjusted

Long-term incentive opportunities are reviewed
annually to consider changes in peer group bendhmar
long-term incentives

Awarded to provide a benefit similar to restritstock
and to provide retention incentives to executives

Executives generally must remain at TVA for therent
length of the agreement in order to receive
compensation credits

Target annual credit amounts such that long-term
deferred compensation targeted to comprise 20 perce
of total long-term compensation (in conjunctiontwit
long-term incentive compensation described above)

Broad-based plans available to full-time emplayekt
TVA that are qualified under IRS rules and that are
similar to the qualified plans provided by other
companies in TVA’s peer group

Certain executives in critical positions also papi@te ir
a non-qualified pension plan that provides supplesale



pension benefits tied to compensation levels tke¢ed
limits imposed by IRS regulations applicable to T¥A
qualified plans, which is comparable to similarrsda
provided by other companies in TVs peer grou|
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Authority for the Executive Compensation Program

The TVA Act is the authority for establishing thenecpensation of all TVA employees, including the NahiExecutive Officers, and places
responsibility for doing so with the TVA Board. ter section 2 of the TVA Act, the TVA Board is dited to establish a compensation plan for all TVA
employees which:

« Specifies all compensation (including salary oy ather pay, bonuses, benefits, incentives, andostmgr form of remuneration) for the CEO
and TVA employees

« Is based on an annual survey of the prevailingpsreation for similar positions in private indusincluding engineering and electric utility
companies, publicly owned electric utilities, aedéral, state, and local governments;

« Provides that education, experience, level ofaesibility, geographic differences, and retentiod aecruitment needs will be taken into
account in determining compensation of employ

The TVA Act also provides that:

» The TVA Board will annually approve all compensatiincluding salary or any other pay, bonusesefies; incentives, and any other form of
remuneration) of all managers and technical perslomho report directly to the CEO (including anywsiment to compensatior

¢ On the recommendation of the CEO, the TVA Boarillagiprove the salaries of employees whose salargesgd be in excess of Level IV of
the Executive Schedule ($153,200 in 2009);

» The CEO will determine the salary and benefiteraployees whose annual salary is not greater teaelllV of the Executive Schedule
($153,200 in 2009,

The philosophy of the Compensation Plan approvethéyl VA Board for all TVA employees, including thlamed Executive Officers, is basec
the TVA Act. The philosophy recognizes that mampyees, including executives, are called on twaplish specialized aspects of TVA’S mission
safely, reliably, and efficiently, and must have tkquisite education, experience, and professipunaifications. These requirements make it neargsor
TVA to offer compensation to its specialized empley that makes it possible for TVA to attract hygialified candidates for positions similar to gkdn
relevant industries and motivates them to stay WitlA.

At the same time, the Compensation Plan provide§¥A Board the discretion to adjust all forms ohgpensation to respond to unexpected and
significant changes to TVA’s mission and busindsg thay occur during the year. The TVA Board deditb use this discretion in light of the economic
conditions and financial challenges the country &Wd faced in late 2008 and 2009, many of which@gscribed in Item 7, Mangement’s Discussion and
Analysis of Financial Condition and Results of Gqimns . While the TVA Board set the compensatibthe Named Executive Officers at the beginning
of 2009 based on the philosophy, principles , amgets set forth above, during 2009 in direct raspdo these changing economic conditions and
significant financial challenges, the TVA Board mised the discretion available to it under the @ensation Plan to adjust certain payouts for theéth
Executive Officers for 2009 and to freeze the $efaof the Named Executive Officers for 2010. Ehekanges are set forth in more detail under the
heading “Executive Compensation Program Comporients.

Board Committee Oversight
For 2009, the Finance, Strategy, Rates, and Adtraisn (“FSRA”) Committee of the TVA Board was pesisible for oversight of executive
compensation pursuant to the Compensation Plaigwesf this Compensation Discussion and Analysisl, @0 the extent applicable, review of performe
goal achievement for 2009. To assist the FSRA Citteenin evaluating competitive levels of compeiwafor executives, the FSRA Committee selected
and used Watson Wyatt as its independent compensatnsultant.

Use of Market Data and Benchmarking

TVA seeks to target total compensation for exe@tiat a competitive level with respect to the rafevabor market. Market information for total
compensation, as well as each element of compens#bir the Named Executive Officers in 2009 wataoted from:

* Published and customized compensation survey<tigitethe relevant labor markets identified forigeated positions, ar

« Publicly disclosed information from the proxy staients and annual reports on Form 10-K of energycgs companies with revenues of $3
billion and greater
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After the competitive market compensation was cdeajpfior the positions, the Human Resources depattmeéth the assistance of its
compensation consultant, Towers Perrin, analyzedl#ta, and provided its analysis to the FSRA Cdtemi The FSRA Committee, with the assistance of
its compensation consultant, Watson Wyatt, usegitifiormation to:

e Test target compensation level and incentive opmdtst competitivenes:

e Serve as a point of reference for establishinggakages for recruiting executives, ¢

« Determine appropriate adjustments to target cosgtéan levels and incentive opportunities to mamthe desired degree of market
competitiveness

TVA's relevant labor market for most executivegliming the Named Executive Officers, was comprisEloth private and publicly owned
companies in the energy services industry of sinésenue and scope to TVA. For the survey-basetysis, TVA looked at the following energy sensce
companies with annual revenues of $3 .0 billion grehter from the 2008 Towers Perrin Energy Sesvitbeecutive Compensation Database:

Allegheny Energy, Inc Energy Future Holdings Cor Pepco Holdings, Inc.

Alliant Energy Corp Entergy Corp.*
Ameren Corp.* Exelon Corp.*
American Electric Power Co.FirstEnergy Corp.*

Pinnacle West Capital Cor
PPL Corp.*
Progress Energy, Inc.*

Inc.*

Calpine Corp. FPL Group, Inc.* Public Service Enterprise
Group, Inc.*

CenterPoint Energy, In Integrys Energy Group, Inc. Puget Energy, Inc

CMS Energy Corp.: MDU Resources Group, In Reliant Energy, Inc.
Consolidated Edison, Inc National Grid USA SCANA Corp.
Constellation Energy Group, Northeast Utilities System  Sempra Energy *

Inc.*

Dominion Resources, Inc  NRG Energy, Inc

Duke Energy Corp. NSTAR Electric Co

The Southern Company
SUEZ Energy North Americ

Dynegy, Inc. OGE Energy Corg Wisconsin Energy Corg
Edison International Pacific Gas and Electric Co Xcel Energy, Inc.?
El Paso Corp PacifiCorp

For the analysis of proxy statements and annuairtepn Form 10-K, TVA looked at a subset of therggroup above, identified with asterisks, as
well as three additional companies in the energyises industry (AES Corp., DTE Energy Co., and®ife Inc.), as recommended by Watson Wyatt.

Executive Compensation Program Components

Total target compensation (salaries, annual ang-term incentive compensation, and long-term deteoompensation) for Mr. Kilgore, Ms.
Greene, and Mr. McCollum for 2009 was reviewedhsy ESRA Committee, and the recommended compengaditkages were submitted by the FSRA
Committee to the TVA Board for approval early in020 Total target compensation for Mr. Bhatnagat k. Swafford for 2009 was reviewed and
approved by Mr. Kilgore as CEO early in 2009.

As the year progressed, however, TVA faced a nurabehallenges, specifically financial challeng&ee ltem 7, Management'’s Discussion and
Analysis of Financial Condition and Results of Ggiiems for a discussion of these challenges. sAEé@bruary 12, 2009, meeting, the TVA Board headl a
reviewed a report on these challenges. As a catp@gency and instrumentality of the United Stali¥\ has no equity securities, and therefore dalg
do not encompass making profits for the benefgtafreholders. However, as acknowledged by the BdYard at this meeting, TVA has a commitment to
its customers and stakeholders, and part of TVA&sion is to sell power at the lowest rate posdibligs customers. In response to these challeagés
mission, as detailed more specifically below, atthcommendation of the FSRA Committee, the TVArBa that meeting froze the salaries of and made
significant reductions to the target incentive cemgation earlier approved for the Named Executiffe@s. The reductions reflected the various Ie\a#
responsibility and reflected the belief that cormrgaion at risk should be a function of an emplogemgsition and level of responsibility.
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Salary. The salaries received by the Named Executive Qffiaere based on their levels of responsibilitgjtindividual merit performances in
past years, and the competitive levels of salargkecutives in similar positions in the energyams industry.

For 2009, the TVA Board approved a salary of $506.for Ms. Greene, a 5 percent increase over 2808a salary of $745,514 for Mr.
McCollum, a 3.4 percent increase over 2008. F@920r. Kilgore as CEO approved a salary of $456,&@t Mr. Bhatnagar, a 5 percent increase over
2008. In February 2009, Mr. Kilgore as CEO apputbtree appointment of Mr. Swafford as Chief Nucl@dficer and Executive Vice President, TVA
Nuclear. Following this appointment, Mr. Kilgorp@oved a salary of $525,000 for Mr. Swaffc

The salaries approved for Ms. Greene and Mr. Ma@olfor 2009 moved Ms. Greene to the'®gercentile and Mr. McCollum to slightly above
the 50t percentile of the benchmark salaries for similasippons in TVA's peer group. The salaries approf@dvir. Bhatnagar and Mr. Swafford for 2009
placed both of them near the #percentile of the benchmark salaries for similasifions in TVA'’s peer group. The salaries for Bhatnagar and Mr.
Swafford were targeted at a higher percentile beedlueir positions as Senior Vice President, NudBsneration Development and Construction, andfChie
Nuclear Officer and Executive Vice President, TVAdiear, are subject to high demand and scarcityoaeduse of recruitment and retention issues w
the nuclear industry. Information about the appi@f Mr. Kilgore's salary for 2009 is provided bel under the heading “Considerations Specific to Mr
Kilgore.”

As part of its February 12, 2009, compensatioroastithe TVA Board decided to eliminate all 2010itigased salary adjustments for 2009
performance for the Named Executive Officers ahdthler TVA employees on the management and spsicsahedule, so the 2010 salaries for the Named
Executive Officers will be the same as 2009 sadarie

Annual Incentive CompensatiorAll executives, including the Named Executive Oéfis, typically participate in the Executive Anntadentive
Plan (“EAIP”). The EAIP is designed to encouragd seward executives for their contributions tocassfully achieving short-term financial and
operational goals of TVA and applicable businedssuand may also include individual goals. Unther EAIP, an executive’s annual incentive paymsnt i
calculated as follows:

. Percent of
FE;A‘I(I:U t = Salary X Angualolr?lj:r?irt\tlve X Opportunity
y PP y Achieved

Annual incentive opportunities increase with pasitand responsibility. At the start of 2009, tiew@al incentive opportunity was established for
each of the Named Executive Officers based on pip@unities other companies provide to those mgarable positions in the energy services
industry. For 2009, the TVA Board approved a 7fcpert annual incentive opportunity for Ms. Greamefrom 65 percent in 2008, and a 70 percent annual
incentive opportunity for Mr. McCollum, unchangedr 2008. For 2009, Mr. Kilgore as CEO approvédgercent annual incentive opportunity for Mr.
Bhatnagar, unchanged from 2008. Following the appent of Mr. Swafford as Chief Nuclear OfficerdaBxecutive Vice President, TVA Nuclear, Mr,
Kilgore approved an 80 percent annual incentiveoojmity for Mr. Swafford in 2009.

The annual incentive opportunities were approvedfs. Greene and Mr. McCollum for 2009 at a lewgtsthat 100 percent target payout
(together with salary, 100 percent target payoubnd-term incentive opportunities, and long-terompensation credits) would place their total
compensation near but below thetspercentile of the benchmark total compensatiorsiimilar positions in TVA’s peer group. The annimalentive
opportunities were approved for Mr. Bhatnagar ard $tvafford for 2009 at a level such that 100 per¢arget payout (together with salary, 100 percent
target payout of long-term incentive opportunitiasg long-term compensation credits) would plaedér tiotal compensation near but below the75
percentile of the benchmark total compensatiorsiimilar positions in TVA’s peer group. The totangpensation for Mr. Bhatnagar and Mr. Swafford was
targeted at a higher percentile because theiripnsias Senior Vice President, Nuclear Generatieveldpment and Construction, and Chief Nuclear
Officer and Executive Vice President, TVA Nucleare subject to high demand and scarcity and beauseruitment and retention issues within the
nuclear industry. Information about the approvaiio. Kilgore’s EAIP incentive opportunity for 2008nd its later elimination is provided below unttes
heading “Considerations Specific to Mr. Kilgore.”

The percent of opportunity achieved by the Nameechiive Officers in 2009 was originally to be detéred based upon a weighted average ¢
results of a combination of performance goals atfftWA level and the business unit level. Perforogagoals at the TVA level and their weights were
identified in TVA’s Winning Performance Balancedo®ecard (the “TVA Scorecard”). Four of the perfamse goals identified in the TVA Scorecard
(connection point interruptions, net cash flow froperations less investing, demand reduction, auod/alent availability factor) were approved toused
in determining annual incentive payouts for allestparticipants in the EAIP, as well as all othen-executive TVA employees who participate in TgA’
Winning Performance Team Incentive Plan. These i@aformance measures, their weights, and thesggairoved by the TVA Board for the 2009 TVA
Scorecard, as well as the results for 2009, arfositbelow:
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2009 TVA Scorecard

Goals?

Results  Threshold Target Maximum
Performance Metric Weight Achieved (75%) (100%) (125%)
Customers
Connection Point Interruptions
(Interruptions / Connection Poir 20% 0.75 o 1.12 0.78
Financial
:\r‘f/tegt?:gh (';'m”figon”;)o'oera“ons Le 35% (975) (292) (163) (113)
Assets/Operations
Demand Reduction ($ / kW Reduce 10% 217 643 611 582
Equivalent Availability Factor (%2 35% 85.6 85.8 87.1 88.0

Notes

(1) Performance levels between threshold and tagjgevement levels, and between target and mawimu
achievement levels, were calculated using strdigkt-interpolation.

(2) The equivalent availability factor for 200%indes only nuclear, coal, and combined cycle cctibn
turbine generation assets. The availability far@e cycle combustion cycle combustion turbines an
hydroelectric generation has been excluded beginnir2009. This adjustment will focus TVA's
performance on the equivalent availability of blsal facilities which are needed nearly all timéthe
year. Simple cycle combustion turbine and hydmtele generation performance will be measured durin
critical periods of the year, and separate metitide utilized to monitor this performance.

Achievement of the TVA level goals was to repressthpercent of each Named Executive Officer’'s pidépayout under the EAIP. However,
EAIP awards may be adjusted and, as part of thepeasation actions taken at the February 12, 20@@fing, the TVA Board decided that for 2009 no
EAIP payments would be made to Mr. Kilgore as CE®odhis direct reports, including Ms. Greene and McCollum. It was also decided that no TVA
employee would receive an EAIP payment based on TevAl goals, thereby eliminating 30 percent of Binatnagar’'s and Mr. Swafford’s potential EAIP
payouts. At the end of 2009, the results achievert as set forth in the above table. In makimgdétermination to reduce or eliminate EAIP paymgthie
TVA Board did not take into account any impact be tatio that the actual compensation would ther tebenchmark total compensation.

The remaining 70 percent of the potential payouto. Bhatnagar and Mr. Swafford was tied to bussanit performance. Mr. Bhatnagar's
business unit performance was measured by thesexfithe Nuclear Generation Development & Consinaco(“NGD&C”) scorecard. The performance
measures for this scorecard, and weight tied toatMEAIP performance, are: NGD&C Safe WorkplacRecordable Injury Rate (15 percent), Watts Bar
Nuclear Unit 2 Cost Performance Index (15 percé®D&C Major Milestones Met (25 percent), and NGD&iclear Regulatory Commission Seve
Level IV Violations (15 percent), and resulted ii471 percent of target opportunity achieved foEAIP payout of $204,517. Had the 30 percent not
been eliminated, Mr. Bhatnagar would have receareddditional $30,796.

Mr. Swafford’s business unit performance was measured by cota@arage of the results of the following threelar Power Group scoreca
calculated with the indicated weighting: Brownsryeduclear Plant scorecard (49.37 percent), Sequblteclear Plant scorecard (30.65 percent), andy
Bar Nuclear Plant scorecard (19.98 percent), asdltedl in a 39.20 percent of target opportunityiestd for an EAIP payout of $164,640. Had the 30
percent not been eliminated, Mr. Swafford wouldéesceived an additional $47,250.

The remaining 70 percent of the potential payoutsls. Greene and Mr. McCollum were to have beeredan the composite average of all TVA
business unit scorecards. Had their EAIP paymeottbeen eliminated, Ms. Greene and Mr. McCollunulddave received $248,467 and $352,829,
respectively, based on the achievement of the T&&lland business unit goals.

Awards to the Named Executive Officers under théREf#r 2009 are reported in the “Non-Equity IncegatPlan Compensation” column in the
Summary Compensation Table. Other than the disorebt to make payouts, no discretion was exeddis¢he determination of EAIP awards.
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Long-Term Incentive Compensatiomn addition to the EAIP, certain executives inicat positions, including the Named Executive Offig,
participate in the Executive Long-Term IncentivarP(“ELTIP”). Executives in critical positions atteose who make decisions that significantly infloe
the development and execution of TVA's long-termatgtgic objectives. The ELTIP has been purposefigsigned to properly and competitively reward
executives for helping TVA improve in important asedirectly related to TVA'’s long-term success by:

e Using performance criteria that are directly aligngth TVA's Strategic Plar

e Using a“cumulative’ performance approach to measure performance achfevéhre«year performance cycle

e Targeting award opportunities at levels tiqgtroximate median levels of competitiveness wMA'E peer group and incorporating the FSRA
Committee’s policy of targeting that (i) approxiragt80 percent of each executive’s total long-témoentive opportunity be performance
based (under the ELTIP) and (ii) approximately 2écpnt of each executive’s total long-term incemtipportunity be retention and security-
oriented (under the Long-Term Deferred Compensaian (“LTDCP”) as described below under the hegdlrong-Term Deferred
Compensaticd”); and

e Utilizing a broad award opportunity range56f percent to 150 percent of salary to enable paywfeawards that are commensurate with
performance achievemen

For the two-year cycle ended September 30, 20@9ttenthree-year cycle ending September 30, 20@0TYVA Board has approved two overall
measures of TVA performance to be applied to atiigipants in the ELTIP: connection point interrigpts (the number of interruptions of power at
connection points caused by T\WAfransmission system) and retail rates (distribrgported retail power revenue and directly seppeder revenue divide
by distributor reported retail sales and direcywed power sales). The TVA performance criteréy e adapted for future performance cycles, aad th
number of criteria used may vary from cycle to eycl

The goals associated with the two performance nmeasure generally based on a comparison of TVA'®pmance to the performance of
surveyed transmission providers and regional ig#ljtand rolling three-year target comparisongtiersurveyed group are utilized. The goals apptdoe
the connection point interruptions performance meafor each of the two- and three-year performayctes described above are as follows:

e The target goal (which will also serve asttireshold goal that must be met before thereysrgentive payment under this measure) is
established based on thet percentile of the performance of the surveyed trassion providers (th“ELTIP CPl Comparison Gro”), and
« The maximum goal is established at the! percentile of the ELTIP CPl Comparison Gr's performance

The goals approved for the retail rates performameasure for each of the two- and three-year padoce cycles described above are as follows:

* The threshold goal is based on improvement ovelatteperformance cycl

« The target goal is TVA ranking at or above #5t" percentile of the performance of a comparison grafuggional utilities composed of 22
utilities, which are subsidiaries of holding comjganwith annual revenues greater than $3 .0 billiothe regional proximity of the TVA
service territory (th¢ ELTIP Retail Rates Comparison Gr¢’), and

« The maximum goal is TVA ranking at or above theth percentile of the ELTIP Retail Rates Comparisonu@’'s performance

For 2009, connection point interruptions performeadata came from data provided by SGS StatistiealiGs based on an analysis of voluntary
survey responses solicited from 30 electric witit{not all of which provided data). Retail ratead(retail sales and retail revenue) for the ELRERail
Rates Comparison Group was obtained from the EI&¥2nthly Electric Utility Database.

Under the ELTIP, an executive’s incentive paymerdalculated as follows:

. Percent of
E;T(I)E t = Salary X Elgl Pc:p[ﬁi?tt've X Opportunity
y PP y Achieved

To meet the ELTIP objective of establishing inceatbpportunities for each of the Named ExecutivBc®fs approximating 80 percent of each
Named Executive Offic’s total long-term compensation based on a pergemé his or her base salary rate at the end ob¢nwrmance cycle, for the
performance cycle ended September 30, 2009, the B¥akxd approved a 100 percent laegm incentive opportunity for Ms. Greene, up fréBpercent il
2008, and a 100 percent long-term incentive oppdstdor Mr. McCollum, up from 70 percent in 200&#)d Mr. Kilgore as CEO approved a 50 percent
long-term incentive opportunity for Mr. Bhatnagap, from 45 percent in 2008.
As a part of Mr. Kilgore’s approval of the appoirgnt of Mr. Swafford as Chief Nuclear Officer andeeutive Vice President, TVA Nuclear, Mr. Kilgore
approved a 100 percent long-term incentive oppdstdar Mr. Swafford for 2009. Information aboute approval of Mr. Kilgore’s ELTIP incentive
opportunity for the performance cycle ended Sep&rh, 2009 (which was eliminated as part of thier&ary 12, 2009, TVA Board action), is provided
below under the heading “Considerations SpecifigltoKilgore.”
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The following table shows the performance goalswaifjhting and percent of opportunity achievedtfa ELTIP for the two-year cycle ended
September 30, 2009:

ELTIP Performance Goals, Weighting, and Percent of Oppounity

Goals Performance Achieveme
Performance Threshold Target Maximum  Performance Actual X Weight _  Result
Measure (50%) (100%) (150%) Results (%) (%) (%)
Imop\;(ca)\r/el_gse}nt Top 25% of Top 10% of Below
Retail Rate Performance Comparison Comparison Threshold 0.00% 50% 0.00%
Companies Companies
Cycle
Connection Poin Top 25% of Top 10% of
Interrruption Comparison Comparison Maximum  150% 50% 75%

Companies  Companies

Overall Percent of Opportunity Achievi  75%

As a part of the ELTIP, the TVA Board reserves giion to review results and peer group comparisomsto approve adjustments in payouts, if
appropriate, given the circumstances. In 2009Jisoretion other than the elimination of the ELi#@yout to Mr. Kilgore was exercised to adjust the
amount of the payout for the Named Executive Office

As a result, the Named Executive Officers were aedrthe following ELTIP payouts for 2009 in compan to the 2009 target payouts:

2009 ELTIP Payouts

ELTIP Target Percent of
Incentive ELTIP  Opportunity  ELTIP
NEO Salary  Opportunity Payout Achieved Payout
Tom D. Kilgore $850,00C 150% $1,275,00(C NA $0
Kimberly S. Green $525,00C 100% $525,00C 75.00% $393,75C
William R. McCollum, Jr. $745,514 100% $745,514 75.00% $559,13€
Preston D. Swaffor $525,00C 100% $525,00C 75.00% $393,75C
Ashok S. Bhatnags $456,24¢€ 50% $228,123 75.00% $171,092

Awards to the Named Executive Officers under th@ ELfor the performance cycle that ended on Sepéer@b, 2009, are reported in the “Non-
Equity Incentive Plan Compensation” column in therhary Compensation Table.

Long-Term Deferred Compensatiotunlike private sector companies in the energy sessindustry, TVA is a corporate agency and
instrumentality of the United States and thus dumishave equity securities to provide stock awardsptions as a form of compensation for its
employees. Although TVA cannot and does not seekplicate the type of equity-based compensat@ilable at companies in TVA's peer group, TVA
does enter into agreements with certain executimekding the Named Executive Officers, that adenmistered under TVA’s LTDCP, which provides a
retention incentive similar to restricted stocka€ILTDCP agreements are designed to provide retemcentives to executives to encourage themrtait
with TVA and to provide, in combination with salaapd EAIP and ELTIP incentive awards, a competitdxel of total compensation. Under the LTDCP,
credits (which may be vested or unvested) are rtmda account in an executive’'s name (typicallyaorannual basis) for a predetermined period. df th
executive remains employed at TVA until the endhis period (typically three to five years), thesextive becomes vested in the balance of the atcoun
including any return on investment on the creditthe account, and receives a distribution in ataoce with a deferral election made at the time the
LTDCP agreement was entered into. Annual LTDCRlitseare awarded to the Named Executive Officemniounts targeted to constitute approximately
20 percent of each Named Executive Officer’s tlta§-term compensation in conjunction with targe#d’ |IP compensation described above. Annual
credits provided to the Named Executive OfficerdamLTDCP agreements in 2009 are reported in tHeO#her Compensation” column in the Summary
Compensation Table. These credits are also raporthe “Registrant Contributions in Last FY” colua in the Nonqualified Deferred Compensation Table
since the credits were placed in deferred compi@msatcounts in the Named Executives Officers’ neame
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Descriptions of all the LTDCP agreements with theniéd Executive Officers are found following the @saof Plan-Based Awards Table and in
Item 9B, Other Information.

Considerations Specific to Mr. Swaffordn October 2009, Mr. Kilgore approved a $100,000pusum performance award for Mr. Swafford for
improvement in the overall performance of Watts Raclear Plant based on a nuclear power industey @ealuation in 2009. In addition, Mr. Kilgore
approved an arrangement for Mr. Swafford that mtesifor similar awards in future years that is dbsd in more detail under “Termination Compensatio
and Other Arrangements.”

Considerations Specific to Mr. KilgoreAt the beginning of 2009, the FSRA Committee, insdtation with its independent executive
compensation consultant, Watson Wyatt, evaluatedKilijore’s overall performance and then-curreninpensation relative to TVA's Compensation Plan
and peer group to determine whether to recommejudtagents to Mr. Kilgore’s compensation to the TBAard for 2009.

In 2008, Mr. Kilgore received an annual salary 65@,000, an EAIP incentive opportunity of 125 petaf salary, and an ELTIP incentive
opportunity of 150 percent of salary, plus a $300,6redit under an LTDCP agreement. After congideinformation on chief executive officer
compensation at the median of the relevant marke¢p{TVA'’s peer group) provided by Watson Wyate EERA Committee recommended that the TVA
Board increase Mr. Kilgore's potential total competion by 8.7 percent for 2009 by increasing hiargsby $200,000, but reducing his EAIP incentive
opportunity from 125 percent to 100 percent, wkiéeping his ELTIP incentive opportunity and LTDQORdit the same. His EAIP goals were the same as
the goals for Ms. Greene and Mr. McCollum, baseg@&@ent on TVA level goals and 70 percent on krssirunit goals, and he shared the same ELTIP
performance goals, weighting, and percent of opmitt. As for 2008, the FSRA Committee’s recommegiwh was lower than that recommended by
Watson Wyatt. The FSRA Committee made its reconttaéon taking into account Mr. Kilgore's overalsponsibility for TVA as President and CEO, his
good overall performance in 2008, and the neecéphis total compensation increases competitite twtal compensation increases for other CEOs in
TVA's peer group, while acknowledging the specialge and mission of TVA and the belief that Mr.d¢fe’s total compensation should be placed at
greater risk than any other TVA executive (65 peta# overall target compensation) given the caritig special challenges facing TVA in 2009. Atits
October 30, 2008, meeting, the TVA Board reviewed approved the recommendation of the FSRA Comeiitte

Below is a chart comparing the chief executiveagffimedian compensation data provided by WatsontVidgaed on TVA's peer group with the
compensation approved by the TVA Board for Mr. iilg at the October 30, 2008, TVA Board meeting:

CEO Peer Group Compensation Comparisot

Watson Wyatt Chief Executive
Officer Median

Market Data Range (TVA Peer TVA Board Approved Target
Group) Compensation for 2009
Base Salar $1,046,00(- $1,150,00( $850,00C
Annual Incentive % 100% 100%
Total Cash Compensatic $2,091,00¢- $2,303,00( $1,700,00(C
Long-Term Incentive % 335%- 385% 150%
Total Direct Compensatic $5,594,00(- $6,732,00C $3,275,000*

Note
* Includes an annual credit of $300,000 provideder a LTDCP agreement. See information regariiag
details of the LTDCP agreement unc‘Long-Term Deferred Compensation PI’
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At its February 12, 2009, meeting, the TVA Boarpon the recommendation of the FSRA Committee arld M. Kilgore's support, determined
to eliminate all of Mr. Kilgore’s payouts under tB&IP and ELTIP for 2009 and to freeze his 201@usaat the 2009 level. The TVA Board understood
that this decision would place Mr. Kilgore's totmimpensation well below chief executive officer gansation of TVA's peer group but felt these
adjustments were necessary given Mr. Kilgore'stpmsias President and CEO in response to the rignifisant financial challenges facing TVA aftereth
beginning of 2009 and reflected the TVA Board'siéfethat, as the CEO, his total compensation shbelg@laced in high risk. Had his EAIP and ELTIP
payments not been eliminated, Mr. Kilgore would énaeceived $574,685 and $956,250, respectivelydas achievement of the various goals under t
plans.

Pension Benefits.All of the Named Executive Officers are eligibleparticipate in the following qualified plans aaile to, and on the same
terms and conditions applicable to, all annual T&fAployees:

. Defined benefit plan

— Cash Balance Benefit Structure (“CBBS”) for enyaes first hired on or after January 1, 1996, wihension based on an account that
receives pay credits equal to six percent of corsgion plus interes

. 401(k) plan
— For CBBS members, TVA provides matching contribgiof 75 cents on every dollar up to 4.5 percemtrwiual salary

The availability of, and level of benefits provided, these qualified plans is comparable to singlaalified plans provided by other companies in
TVA's peer group.

In addition, certain executives in critical posit including each of the Named Executive Officassdetermined by TVA on an individual basis,
are eligible to participate in TVA's SERP. If tegecutive is the CEO or a direct report to the C#®n the TVA Board must approve the executive’s
participation in SERP. If the executive is notirect report to the CEO, then the CEO may apprbeeeikecutive’s participation in SERP. The SER® is
non-qualified pension plan that provides supplemlgmension benefits tied to compensation levelsékaeed limits imposed by IRS regulations applieab
to TVA'’s qualified plans. TVA provides the SERPdertain executives in critical positions, incluglithe Named Executive Officers, under the beliaf th
these executives should receive an appropriateratteement benefit based on a similar level ahpensation credited under TVA'’s qualified plans
regardless of IRS qualified plan limits. The aahility of, and level of benefit provided by, ttiapplemental pension plan is comparable to simiber
qualified pension plans provided by other compamieBVA’s peer group and helps TVA to remain conitdet in attracting and retaining top-level
executives. Because “compensation” for purpose&3ERP includes EAIP, the actions by the TVA Boaréltminate or reduce EAIP payouts to the Named
Executive Officers could reduce SERP benefits eoNlamed Executive Officers in certain circumstances

More information regarding these retirement andspenplans is found following the Pension Benefible.

Perquisites. In 2009, TVA provided certain executives, includig. Greene, Mr. McCollum, Mr. Bhatnagar, and Mwa®ford, a flat-dollar
biweekly vehicle allowance that may be applied talnhe purchase or lease of a vehicle, operatiag, fexcess mileage, maintenance, repairs, and
insurance. Vehicle allowances are granted on aifiess need” basis to a very limited number of ettees. The amount of the vehicle allowances gmnt
to the Named Executive Officers is reported in‘hi Other Compensation” column in the Summary Cangation Table.

In 2009, TVA began offering a Financial CounselBgyvices Program for a limited number of executaesroved by the CEO. Under the
program, participants are eligible to receive peasdinancial counseling services, such as estatenjng, investment planning, income tax planning,
income tax preparation, and retirement planningApays the cost of the program for each participard also pays each participant a gross-up amount
that reasonably approximates the additional incanteemployment taxes estimated to be payable esult of TVA’s payments pursuant to the
program. Mr. Swafford is the only Named Executdféicer eligible to participate in the Financial @wseling Services Program. In 2009, TVA made no
payments on behalf of Mr. Swafford pursuant to grisgram.

TVA did not provide any other perquisites to thenial Executive Officers in 2009.
Health and Other BenefitsTVA offers a group of health and other benefits dimal, dental, vision, life and accidental deatld disability
insurance, and long-term disability insurance) #ratavailable to a broad group of employees. Némmed Executive Officers and directors are eligtble

participate in TVA'’s health benefit plans and othen-retirement benefit plans on the same termsaatite same 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 ExecOffficers in 2009 (and 2008 and 2007 as
applicable).

Summary Compensation Table

Change in
Pension Valus
and
Nonqualified
Non-Equity = Deferred
Stock  Option Incentive PlatCompensatior  All Other
Salary Bonus Awards Awards Compensatio Earnings Compensatio Total

Name and Principal Positii Year (%) (%) %) (%) %) (€3] (%) ($)
(a) (b) © (d) (e) (U] (9) (h) (0] @
Tom D. Kilgore 2009 $853,270 — — — %0 $01 $310,35¢¢  $1,163,62
President and Chief 2008 $655,000 — — —  $1,099,4268 $406,152¢  $310,125 $2,470,70
Executive Officel 2007 $308,69:$341,2935 — —  $890,507  $138,2747  $309,90C $1,988,66
Kimberly S. Greene 2009 $527,020 — — —  $393,75  $135,091° $172,0820 $1,227,94
Chief Financial Officer anc2008 $503,847 — — —  $493,838'1 $223,707A2 $78,797 $1,300,18
Executive Vice President, 2007 $38,462 — — —  $36,15913 $242,75214  $370,900 $688,273
Financial Service
William R. McCollum, Jr. 2009 $748,381 — — —  $559,136!5 $265,870'6 $222,082A7 $1,795,46
Chief Operating Officer 2008 $726,547 — — —  $751,75118 $126,4401° $223,237 $1,827,97
2007 $293,461 — — —  $1,042,13220 $2,026,417?1 $468,727 $3,830,73
Preston D. Swafford 2009 $499,877 $100,000 — —  $558,39(?% $201,516*4 $147,082> $1,506,86!
Chief Nuclear Officer and 2008 — 22 — — — — — —

Executive Vice President, 2007 — — = —_ — — _ _

TVA Nuclear —

Ashok S. Bhatnagar 2009 $458,001 — — —  $375,6096 $245,.8927 $165,43728 $1,244,93
Senior Vice President, 2008 $437,863 — — —  $403,6612° $29,2263%0 $165,612 $1,036,36
Nuclear Generatio 2007 $236,608$189,384 — —  $470,668! $154,93732 $165,405 $1,217,00

Development and

Constructior

Notes

(1) Reflects an increase of $16,929 under the £BBd a decrease of $133,752 under the SERP.

(2) Represents a credit in the amount of $300tB80vested on September 30, 2009, which was geoviinder a LTDCP agreement
with Mr. Kilgore, and $10,350 in 401(k) employer tefding contributions. See information regarding tletails of the LTDCP
agreement under “Long-Term Deferred Compensatian.PI

(3) Represents $374,806 awarded under the EAIR$@R4,620 awarded under the ELTIP.

(4) Represents increases of $12,232 under theSCB#l $393,920 under the SERP.

(5) Represents additional annual compensatiothipaguarterly installments through May 31, 20@#ior to March 31, 2006, the TVA
Act provided that salaries for TVA employees, imthg the Named Executive Officers, could matchrmttexceed the salary of a
TVA Board member. Although the TVA Act, as amendgdhe Consolidated Appropriations Act, removeid timitation, salarie:
were limited to $145,400 for a portion of 2007. cAddingly, additional annual compensation, whicts\ypaid in quarterly
installments, was used in conjunction with salarieprovide a competitive level of base compensatio

(6) Represents $427,382 awarded under the EAIR$463,125 awarded under the ELTIP.

(7) Represents increases of $11,088 under theSCB#l $127,186 under the SERP.

(8) Represents $393,750 awarded under the ELTIP.

(9) Represents increases of $20,754 under the CBEI$114,337 under the SERP.

(10) Represents unvested annual credits totalisg $00 provided under two separate LTDCP agreenvéitisMs. Greene, $11,732 in
vehicle allowance payments, and $10,350 in 401ti)leyer matching contributions. See informatiogameling the details of the

LTDCP agreements under “Long-Term Deferred Compéms&lan.”

(11) Represents $252,298 awarded under the EAIRb248,540 awarded under the ELTIP.



(12) Represents increases of $9,529 under the GBE$214,178 under the SERP.

(13) Represents $25,439 awarded under the EAIRBABF 20 awarded under the ELTIP.

(14) Represents increases of $5,598 under the GBB$237,154 under the SERP.

(15) Represents $559,136 awarded under the ELTIP.

(16) Represents increases of $15,789 under the GBBE$250,081 under the SERP.

(17) Represents an unvested annual credit in theuahof $200,000 provided under a LTDCP agreemaéttit Mr. McCollum, $11,732

in vehicle allowance payments, and $10,350 in 40&kployer matching contributions. See informatiegarding the details of
the LTDCP agreement under “Long-Term Deferred Campgon Plan.”
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(18) Represents $376,658 awarded under the EAIR5aR8,093 awarded under the ELTIP.
(19) Represents increases of $10,821 under the GBBE$115,619 under the SERP.
(20) Represents $460,257 awarded under the EAIRS38H,875 awarded under the ELTIP.
(21) Represents increases of $5,385 under the GBIE$$2,021,032 under the SERP.

(22) Represents a lump sum performance paymendaddor an improved nuclear power industry peetuatin of Watts Bar
Nuclear Plant in 2009.

(23) Represents $164,640 awarded under the EAIF5298,750 awarded under the ELTIP.

(24) Represents increases of $27,674 under the GBE$173,842 under the SERP.

(25) Represents an unvested annual credit in treuatof $125,000 provided under a LTDCP agreemaéihi Mr. Swafford, $11,732 i
vehicle allowance payments, and $10,350 in 401ti)leyer matching contributions. See informatiogameling the details of the
LTDCP agreement under “Long-Term Deferred Compémsdlan.”

(26) Represents $204 , 517 awarded under the EAdR$271,092 awarded under the ELTIP.

(27) Represents increases of $36,696 under the GBE$209,196 under the SERP.

(28) Represents a credit in the amount of $150t080vested on September 30, 2009, which was pedvithder a LTDCP agreement
with Mr. Bhatnagar, $11,732 in vehicle allowancgmpants, and $3,705 in 401(k) employer matching outions. See
information regarding the details of the LTDCP a&gnent under “Long-Term Deferred Compensation Plan.”

(29) Represents $258,340 awarded under the EAIRSA48,321 awarded under the ELTIP.

(30) Represents increases of $14,284 under the CBES14,942 under the SERP.

(31) Represents $199,572 awarded under the EAI,624 awarded under the ELTIP, and a credit imtheunt of $43,452 made to
Mr. Bhatnagar's deferred compensation account gexvunder a LTDCP agreement with Mr. Bhatnagaaéhievement of major

milestones in 2007 associated with the Browns Fémiy 1 Recovery Project.

(32) Represents increases of $16,030 under the GBE$138,907 under the SERP.

The following table provides information regardimgn-equity incentive plan awards and the possimge of payouts associated with incentives
the Named Executive Officers were eligible to reedbr performance in the performance cycles endirzp09.
Grants of Plan-Based Awards Table

Estimated Possible Payouts Under
Non-Equity Incentive Plan Awarc!

Threshold 2 Target 2 Maximum 2
Name Plan 6] $) $)
(a) (b) (© (d) (e)
Tom D. Kilgore EAIP 3 $637,500/$0 $850,000/%$0 $1,062,500 /$0
ELTIP 4 $637,500/$( $1,275,000/$ $1,912,500 / $!
Kimberly S. Greene EAIP 3 $275,625/$0 $367,500/$0 $459,375/ $0
ELTIP 4 $262,500 / $525,000 / $787,500 /
$262,50C $525,00C $787,50C
William R. McCollum, EAIP 3 $391,395/$0 $521,860/%$0 $652,325/ %0
Jr. ELTIP 4 $372,757 / $745,514 / $1,118,271/
$372,757 $745,514 $1,118,271
Preston D. Swafford EAIP 3 $315,000 / $420,000 / $525,000 /
ELTIP 4 $220,500 $294,000 $367,500
$262,500 / $525,000 / $787,500 /
$262,50C $525,00C $787,50C
Ashok S. Bhatnagar EAIP 3 $205,311 / $273,748 / $342,185/

ELTIP 4 $143,718 $191,624 $239,530



$114,062 / $228,123 / $342,185 /
$114,062 $228,123 $342,185

Notes
(1) TVA does not have any equity securities aratefore has no equity-based awards.

(2) Threshold, Target, and Maximum represent arntwtlmat could be earned by an NEO
before/after the February 12, 2009 action of théABbard. Actual EAIP awards earned for
performance in 2009 are reported for each of the&thExecutive Officers who receive them
under “Non-Equity Incentive Plan Compensation”hie Summary Compensation Table.

(3) Target incentive opportunities as a percentdgalaries were as follows: Mr. Kilgore,
100%; Ms. Greene, 70%; Mr. McCollum, 70%; Mr. Sveaff, 80%; Mr. Bhatnagar, 60%. Acti
EAIP awards earned for performance in 2009 arertegdor each of the Named Executive
Officers who receive them under “Non-Equity IncgatPlan Compensation” in the Summary
Compensation Table.

(4) Target incentive opportunities for the two-yparformance cycle ended September 30, 2009
as a percentage of salaries were as follows: Mgafe, 150%; Ms. Greene, 100%; Mr.
McCollum, 100%; Mr. Swafford, 100%; Mr. Bhatnagd0%. Actual ELTIP awards earned for
the performance cycle ended on September 30, 2089¢ported for each of the Named
Executive Officers who receive them under “Non-Eglmcentive Plan Compensation” in the
Summary Compensation Tab

Based on the action of the TVA Board at its Febyd#, 2009, meeting to reduce or eliminate EAIP Bh@IP payments, as discussed above, Mr.
Kilgore did not receive either an EAIP payout orEldT IP payout for 2009, and neither Ms. GreeneMarMcCollum received an EAIP payout for
2009. In addition, Mr. Bhatnagar and Mr. Swaffdikle all other TVA employees, did not receive d&#IP payout based on TVA level goals. For Mr.
Bhatnagar and Mr. Swafford, the remaining payouteurthe EAIP for 2009 was calculated as the prodfisalary multiplied by the annual incentive
opportunity multiplied by the percent of opportyrétchieved. Based on this calculation, the EAljPopiés were $204,517 (44.83 percent of salary) for M
Bhatnagar and $164,640 (31.36 percent of salanfyifo Swafford.
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For Ms. Greene, Mr. McCollum, Mr. Bhatnagar, and Bwafford, awards earned under the ELTIP for @@ year performance cycle ended on
September 30, 2009, were calculated as the pradwsetary multiplied by the ELTIP incentive opparity multiplied by the percent of opportunity
achieved. Based on this calculation, and a 75e00emt of opportunity achieved, the ELTIP payoussen$393,750 (75.00 percent of salary) for Ms.
Greene; $559,136 (75.00 percent of salary) forMoCollum; $171,092 (37.50 percent of salary) for. Bhatnagar; and $393,750 (75.00 percent of salary)
for Mr. Swafford. Awards under the EAIP and ELMRI be paid in cash during the first quarter ofl®Owith a deferral option. Mr. McCollum and Mr.
Swafford elected to defer 100 percent and 25 péreespectively, of their ELTIP awards earned far performance cycle ended on September 30, 2009.

Long-Term Deferred Compensation Plan

The TVA Long-Term Deferred Compensation Plan isglesd to provide long-term incentives to executit@encourage them to stay with TVA
and to provide competitive levels of total compeinsato such executives. Participating executeeter into deferral agreements with TVA under which
deferred compensation credits are made to an atoothe participant’s name. Credits are maderoarmual basis for an established period of tiner af
which the account balance, with interest or retigipaid to the participant. Interest is creditedly to the balance reflected in the participadeserral
account. Interest is calculated based on the ceitgpate of all marketable U.S. Treasury issuaghe alternative, participants may choose to tthe#
balance adjusted based on the return on certainahfunds .

In March 2005, TVA entered into a LTDCP agreemeithWIr. Kilgore. Under the terms of the agreemént, Kilgore received deferred
compensation credits of $300,000 on March 31, 2Q@fober 1, 2005, October 1, 2006, October 1, 280@,0ctober 1, 2008. Pursuant to the agreement,
Mr. Kilgore was vested in the first credit of $3000 at the time the credit was made and in anyirgsron this amount. Mr. Kilgore was vested in the
remaining balance of his account on September@@9,Xsince he remained employed by TVA through daa¢. The entire balance of his account, which
includes the credits and earnings on such crealiishe distributed to Mr. Kilgore in a lump sumlowing the termination of his employment with TVA.

In September 2007, TVA entered into a LTDCP agregméh Ms. Greene. Under the terms of the agregnMs. Greene received a deferred
compensation credit of $280,000 on September 47,20@d deferred compensation credits of $100,000amnber 1, 2008, and October 1, 2009. Ms.
Greene will also receive a deferred compensatieditin the amount of $100,000 on October 1, 2@flfhe remains employed by TVA on that
date. Pursuant to the agreement, Ms. Greene veasdvim the first credit of $280,000 at the time thedit was made and will be vested in any easnarg
this amount. Ms. Greene will vest in the remairtiadance of her account only if she remains empuldyeTVA until the expiration of the agreement on
September 30, 2011. All vested credits, and egsnim such credits, in her account will be distidduto her in five annual installments followingeth
termination of her employment with TVA. In the ewd VA terminates Ms. Greene’s employment during tdrm of the LTDCP agreement through no act
or delinquency of her own, any credits and earnomgghose credits in Ms. Greene’s account at the 6f termination will become vested and distribute
her in five annual installments. If Ms. Greenewrdhrily terminates her employment or TVA termirsaids. Greene’s employment for cause prior to the
expiration of the agreement, all credits, and em®ion such credits, in Ms. Greene’s account, extbepnitial $280,000 credit and any earningstus t
amount, will be forfeited.

In December 2008, TVA entered into a second LTD@R@ment with Ms. Greene. Under the terms of theeagent, Ms. Greene received
deferred compensation credits of $50,000 on Decemi2008, and October 1, 2009. Ms. Greene vl aéceive deferred compensation credits in the
amount of $150,000 each on October 1, 2010, andb@ctl, 2011, if she remains employed by TVA ors¢héates. Ms. Greene will vest in her account
only if she remains employed by TVA until the expion of the agreement on September 30, 2012veSlied credits, and earnings on such credits,rin he
account will be distributed to her in a lump surid@ing the termination of her employment with TVAn the event TVA terminates Ms. Greene’s
employment during the term of the LTDCP agreemlergugh no act or delinquency of her own, any ceeditd earnings on those credits in Ms. Greene’s
account at the time of termination will become edsand distributed to her in a lump sum. If Mse&re voluntarily terminates her employment or TVA
terminates Ms. Greene’s employment for cause poithhe expiration of the agreement, all creditsl aarnings on such credits, in Ms. Gresragcount wil
be forfeited.

In May 2007, TVA entered into a LTDCP agreementwitr. McCollum. Under the terms of the agreeméfit, McCollum received a deferred
compensation credit of $350,000 on May 1, 2007,defdrred compensation credits of $200,000 on Getdb2007, October 1, 2008, and October 1,
2009. Mr. McCollum will also receive a deferrecgmensation credit in the amount of $200,000 on Betd, 2010, if he remains employed by TVA on
this date. Pursuant to the agreement, Mr. McCollas vested in the first credit of $350,000 attthee the credit was made and will be vested in any
earnings on this amount. Mr. McCollum will vesttire remaining balance on his account only ifédraains employed by TVA until the expiration of the
agreement on September 30, 2011. All vested seatid earnings on such credits, in his accouhbeitlistributed to him in five annual installments
following the termination of his employment with BV In the event TVA terminates Mr. McCollum’s eropiment during the term of the LTDCP
agreement through no act or delinquency of his @amy,credits and earnings on those credits in MICbhllum’s account at the time of termination will
become vested and distributed to him in five aninghliments. If Mr. McCollum voluntarily termit@s his employment or TVA terminates Mr.
McCollum’s employment for cause prior to the expon of the agreement, all credits, and earningsuarh credits, in Mr. McCollum’s account, excep th
initial $350,000 credit and any earnings on thisant, will be forfeited.
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In June 2006, TVA entered into a LTDCP agreemett Wir. Swafford. Under the terms of the agreembht, Swafford received deferred
compensation credits of $125,000 on June 1, 206&ker 1, 2006, October 1, 2007, October 1, 2008 ,Gctober 1, 2009. Mr. Swafford will vest in his
account only if he remains employed by TVA unti tixpiration of the agreement on September 30,.2@1l0/ested credits, and earnings on such credits
in his account will be distributed to him in a lurepm following the termination of his employmentiwiVA. In the event TVA terminates Mr. Swafford’s
employment during the term of the LTDCP agreemlertiitgh no act or delinquency of his own, any ceeditd earnings on those credits in Mr. Swafford’s
account at the time of termination will become edsand distributed to him in a lump sum. If Mr.&ferd voluntarily terminates his employment or TVA
terminates Mr. Swafford’s employment for cause priothe expiration of the agreement, all creditsd earnings on such credits, in Mr. Swafford’soacd
will be forfeited.

In September 2004, TVA entered into a LTDCP agragméth Mr. Bhatnagar. Under the terms of the agrent, Mr. Bhatnagar received defer
compensation credits of $150,000 on October 1, 20@fober 1, 2005, October 1, 2006, October 1, 280@ October 1, 2008. Mr. Bhatnagar was vested
in his account on September 30, 2009, and theegldilance of his account, which includes the cseatid earnings on such credits, was distributédrto
Bhatnagar in a lump sum in October 2009.

Retirement and Pension Plans
The following table provides the actuarial presaitie of the Named Executive Officers’ accumulatedefits, including the number of years of
credited service, under TVA'’s retirement and pemgitans as of September 30, 2009, determined asingthodology and interest rate and mortality rate

assumptions that are consistent with those us#teifinancial statements contained in this Annugp®tt as set forth in Note 18 .

Pension Benefits Table

Number of
Years of Credited Present Value ol  Payments During
Servicel Accumulated Benefit Last Year
Name Plan Name #) %) %)
(@ (b) © (d) (O]
Tom D. Kilgore (1) Qualified Plan — 4.58 $53,738 $0
CBBS 8.002 $1,845,052 $0
(2) Non-Qualified —
SERP Tier 1
Kimberly S. (1) Qualified Plan — 2.08 $35,881 $0
Greene CBBS 17.08 $565,669 $0
(2) Non-Qualified —
SERP Tier 1
William R. (1) Qualified Plan — 2.42 $31,995 $0
McCollum, Jr.  CBBS 12.424 $2,386,732 $0
(2) Non-Qualified —
SERP Tier 1
Preston D. (1) Qualified Plan — 3.42 $56,889 $0
Swafford CBBS 8.425 $542,851 $0
(2) Non-Qualified —
SERP Tier 1
Ashok S. (1) Qualified Plan — 10.08 $149,257 $0
Bhatnagar CBBS 10.08 $779,125 $0
(2) Non-Qualified —
SERP Tier 1

Notes
(1) Limited to 24 years when determining suppletakbenefits available under SERP Tier 1, descrisdw.

(2) Mr. Kilgore has been granted three additigredrs of credited service for pre-TVA employmenioiging
five years of actual TVA service. In the eventéisployment is terminated during the first five ggeéother
than for cause), the five-year vesting requiremahitbe waived and he will receive credit for eighgars of
service. In addition, the offset for prior emplopension benefits will be waived, and the offsgtidenefits
provided under TVA's defined benefit plan will balculated based on the actual pension benefitithe
receive as a participant in the CBBS. Without wajvhe vesting requirement and the additional yedr
credited service, the present value of Mr. Kilgeratcumulated benefit would be $0.

(3) Ms. Greene has been granted 15 additionaby&faaredited service for pre-TVA employment ane tiffset
for prior employer pension benefits has been waivEge offset for benefits provided under TVA'dided
benefit plan will be calculated based on the bearséRe will be eligible to receive as a participemthe CBBS
taking into account the additional years of credliservice being used for SERP benefit calculation
purposes. In the event that Ms. Greene voluntégilyninates her employment with TVA or is termathfor
cause prior to satisfying the minimum five-yeartirgg requirement, no benefits will be provided unthe
SERP. In the event of termi nation for any otlezrsion, prior to five years of employment, the fpear
vesting requirement will be waived and the bendft Greene will be eligible to receive will be jpdje no
earlier than age 55. As of September 30, 2009 tbsent value of this benefit is $565,669. Withbe
additional years of crediteservice, the present value of Ms. Gre€'s accumulated benefit would be !
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(4) Mr. McCollum has been granted 10 additionalrgeof credited service for pre-TVA employment dmel
offset for prior employer pension benefits has beaived . The additional years of credited servidébe
used for SERP benefit calculation purposes onlyvaitichot count toward the minimum five-year vegin
requirement . In the event Mr. McCollum voluntariérminates his employment with TVA or is termigt
for cause prior to satisfying the minimum five-yeasting requirement , no benefits will be providedier
the SERP. In the event of termination for any ptleason, prior to five years of employment, tivefyear
vesting requirement will be waived as long as grentnation is considered acceptable to TVA, and Mr.
McCollum would be eligible to receive benefits phlgain five annual insta llments following
termination. The present value of this benefibBSeptember 30, 2009, is $2,386,732. Without mgithe
vesting requirement and the additional years adited service, the present value of Mr. McCollum’s
accumulated benefit would be $0.

(5) Mr. Swafford has been granted five additioyesrs of credited service for pre-TVA employmend éme
offset for prior employer pension benefits has beaived. The additional years of credited servidebe
used for SERP benefit calculation purposes onlywaitichot count toward the minimum five-year vegin
requirement. In addition, the offset for benefitevided under TVA'’s defined benefit plan will balculated
based on the benefit he would be eligible to rexeaiv a pa rticipant in the CBBS taking into accahet
additional years of credited service being use®IBRP benefit calculation purposes. In the event M
Swafford volunt arily terminates his employmentiwitVA or is terminated for cause prior to satisfyime
minimum five-year vesting requirement, no benefitt be provided under the SERP. The present vafue
this benefit as of September 30, 2009, is $542,8Fithout the additional years of credited servibe,
present value of Mr. Swafford 's accumulated benediuld be $0.

Qualified Defined Benefit PlanTVA sponsors a qualified defined benefit plan witlo structures for employees, including the Namgddative
Officers, which is administered by the TVA Retiramh&ystem. The structures are the Original Ber8ffiticture (“OBS”) and the CBBS. Participation in
the OBS is limited to employees who were covereteuatthe plan prior to January 1, 1996. All empkxyérst hired by TVA on or after January 1, 1996,
participate in the CBBS. As with any other qualifiretirement plan, there are limits on employeemployer contributions and compensation thattean
counted for benefit calculations set by the TVAiRehent System rules and IRS regulations.

All of the Named Executive Officers are membershaf CBBS. Under the CBBS, each member has a @adahde account that receives pay
credits equal to 6 percent of his/her compensatamh pay period (every two weeks). For executivies are members of the CBBS, compensation is
defined as annual salary only for benefit calcolapurposes and is shown under the column titledd!$” in the Summary Compensation Table, although
compensation could not exceed $230,000 in 200upatgo the IRS annual compensation limit appliedablqualified plans. The account is credited with
interest each month, and interest is compoundeghannual basis. The annual interest rate usddtirest credits is determined each January B Th
interest rate is 3 percent greater than the peaigerincrease in the 12-month average of the Cornsiriee Index for the period ending on the previous
October 31. The minimum interest rate is 6 peresatthe maximum interest rate is 10 percent urifes3VARS Board, with TVA's approval, selects a
higher interest rate. When a member elects tonbegieiving retirement benefits, the cash balacewnt is converted to a monthly pension payment by
dividing the ending value of the cash balance actby a conversion factor set forth in the plandobsn the member’s actual age in years and months.

Members with at least five years of CBBS serviedligible to receive an immediate benefit. CBR8/ie is the length of time spent as a
member of the TVA Retirement System and does radtidte credit for unused sick leave, forfeited athegve, or pre-TVA employment military
service. The CBBS does not provide for early egtient benefits to any Named Executive Officer gr @her member in the CBBS.

Supplemental Executive Retirement Plafhe SERP is a non-qualified defined benefit pengian similar to those typically found in other
companies in TVA’s peer group and is provided timéted number of executives, including the Nameg&utive Officers. TVA’s SERP was created to
recruit and retain key executives. The plan isgiesi to provide a competitive level of retirembanefits in excess of the limitations on contribog and
benefits imposed by TVA's qualified defined benglian and IRS code section 415 limits on qualifietiement plans.

The SERP provides two distinct levels of participat Tier 1 and Tier 2. Each employee is assigoezhe of the two tiers at the time he or she is
approved to participate in the SERP. The levgdaficipation (“Tier”) defines the level of retiremt benefits provided under the SERP at the time of
retirement.

Under the SERP, normal retirement eligibility isa@® with five years of vesting service. No vesiad accrued benefits are payable prior to age
55, and benefits are reduced for retirements poi@ge 62. The level of reduction in benefitsrigtirements prior to age 62 depends on whether a
participant’s termination is “approved” or “unappea.” In the event of an approved termination ¥ATemployment, any vested and accrued benefits are
reduced by 5/12 percent for each month that the ofilbenefit commencement precedes the particip&2nd birthday up to a maximum reduction of 35
percent. In the event of an unapproved terminaifoiVA employment, the participastaccrued benefits are first subject to a redueedemtage of vestir
if the participant’s years of service are betwdea &nd ten. At five years of vesting service, ¥hsted percentage of retirement benefits is 56gmerand
increases thereafter by 10 percent for each fditeahal year of service, reaching 100 percentingsior ten or more years of vesting service. Eafter,
any vested and accrued benefits are reduced b pettent for each month that the date of benefitrnencement precedes the participant’s 62nd biythda
up to a maximum reduction of 70 percent.
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For purposes of the SERP, an “approved” terminati@ans termination of employment with TVA due forétirement on or after the participant’s
62nd birthday, (ii) retirement on or after attaimrhef actual age 55, if such retirement has the@m of the TVA Board or its delegate, (iii) death
service as an employee, (iv) disability (as sucmtis defined under TVA's long-term disability plamr (v) any other circumstances approved by A& T
Board or its delegate. For purposes of the SERPumapproved” termination means a terminationraptoyment with TVA when such termination does
not constitute an “approved” termination as defimethe preceding sentence.

SERP Tier 1 All of the Named Executive Officers are partanips in Tier 1. The Tier 1 structure is desigredeplace 60 percent of the amount
of a participant’s compensation at the time theigipant reaches age 62 and has accrued 24 yeaes\w€e at TVA.

Tier 1 benefits are based on a participehighest average compensation during three cotige GERP years and a pension multiple of 2.5 pd|
for each year of credited service up to a maxim@i@doyears. Compensation is defined as salanyfiaddl annual compensation, and EAIP for benefit
calculation purposes. Tier 1 benefits are offgeBbcial Security benefits, benefits provided untiéA’s defined benefit plan, and prior employer piEm
benefits when applicable .

SERP Tier 2 None of the Named Executive Officers particigateTier 2.
The TVA Sponsored 401(k) PladMiembers of the TVA Retirement System, including emed Executive Officers, may elect to participatéhe

TVA Retirement System’s 401(k) plan on a befored/anafter-tax basis. For CBBS members, TVA presgi@ matching contribution of 75 cents on every
dollar contributed on a before- and/or after-tagibaip to 4.5 percent of the participant’s annaédry.
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Nonqualified Deferred Compensation

The following table provides information regardidgferred contributions, earnings, and balancesdoh of the Named Executive Officers. The
amounts reported under this table do not represenpensation in addition to the compensation tteet @arned in 2009 and already reported in the
Summary Compensation Table but rather the amodmsmpensation earned by the Named Executive Ofice2009 or prior years that was or has been
deferred.

Nonqualified Deferred Compensation Table

Executive Registrant
Contributions Contributions  Aggregate  Aggregate  Aggregate

in in Earnings in  Withdrawals/ Balance at
Name Last FY Last FY Last FY 1  Distributions Last FYE 2
(a) (%) (%) (%) (%) (%)
(b) © (d) (©) ®
Tom D. Kilgore $0 $300,00C3 $109,883 $0 $3,441,51#
Kimberly S.
Greene $0 $150,00C5 $16,353 $0 $461,4226
William R.
McCollum, Jr. $559,13€7 $200,00C8 $106,764 $0 $2,251,60€°
Preston D.
Swafford $98,43810  $125,00(1t $29,586 $0 $837,88412
Ashok S.
Bhatnagau $0 $150,00C13 $2,845 $0 $2,298,37:14
Notes

(1) Includes vested and unvested earnings. Beaamrse of the amounts is above market
earnings under SEC rules, none of these amouittsligled in the Summary Compensation
Table.

(2) Includes vested and unvested contributionseandings.

(3) Represents an unvested annual credit in theuahof $300,000 provided under a LTDCP
agreement with Mr. Kilgore (reported in the “Alltl@r Compensation” column in the
Summary Compensation Table).

(4) A total of $2,311,522 was reported as compémsao Mr. Kilgore in the Summary
Compensation Tables in previous years.

(5) Represents an unvested annual credit in theuahof $150,000 provided under two separate
LTDCP agreements with Ms. Greene (reported in“&lleOther Compensation” column in
the Summary Compensation Table).

(6) Includes a total of $155,290 of contributi@ml earnings that were not vested as of
September 30, 2009. A total of $280,000 was repcgis comp ensation to Ms. Greene in
the Summary Compensation Tables in previous years.

(7) Mr. McCollum elected to defer 100 percentlw 559,136 to be awarded under the ELTIP
for the performance cycle that ended on Septen30e12009 (reported in the “Non-Equity
Incentive Plan Compensation” column in the Sumn@oynpensation Table).

(8) Represents an unvested annual credit in treuatof $200,000 provided under a LTDCP
agreement with Mr. McCollum (reported in the "Altl@r Compensation” column in the
Summary Compensation Table).

(9) Includes a total of $398,147 of contributi@msl earnings that were not vested as of
September 30, 2009. The amount reported in “Exe@on tributions in Last FY” column
will be credited to his account in the first quaé 2010 and is not included in the
balance. A total of $2,08 3,350 was reportedamspensation to Mr. McCollum in the
Summary Compensation Tables in previous years.

(2 0) Mr. Swafford elected to defer 25 percenthef $393,750 to be awarded under the ELTIP
for the performance cycle that ended on Septembe2809 (reported in the “Non-Equity
Incentive Plan Compensation” column in the Sumn@oynpensation Table).

(11) Represents an unvested annual credit in tleuatof $125,000 provided under a LTDCP
agreement with Mr. Swafford (reported in the “Allter Compensation” column in the
Summary Compensation Table).



(12) Includes a total of $553,815 of contributi@m earnings that were not vested as of
September 30, 2009. The amount reported in "Ekee@ontributions in Last FY” column
will be credited to his account in the first quaé 2010 and is not included in the balance.

(13) Represents an unvested annual credit in tleuatof $150,000 provided under a LTDCP
agreement with Mr. Bhatnagar (reported in the "@ther Compensation” column in the
Summary Compensation Table).

(14) A total of $533,452 was reported as compeosat Mr. Bhatnagar in the Summary
Compensation Tables in previous yei

TVA normally allows participants in the EAIP, ELTIBnd LTDCP to elect to defer all or a portiontod tompensation earned under those plans
that is eligible for deferral under the terms ofle@lan and applicable IRS regulations. All deftsare credited to each participant in a deferred
compensation account, and the deferral amounthanefunded into a rabbi trust. Each participaaymlect one or more of several notional investment
options made available by TVA or allow some orfalids to accrue interest at the rate establishetidyeginning of each fiscal year equal to the posite
rate of all Treasury issues. Participants mayteechange from either one notional investmentoopor the TVA interest bearing option to anotheay
time. Upon termination, funds are distributed par#t to elections made in accordance with applecH®E regulations.
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No executives, including the Named Executive Oficevere permitted to defer any portion of theinaadl salary or EAIP payout in
2009. Participants in the ELTIP, including the NahiExecutive Officers, were permitted to electéded all or a portion of their awards (25, 50, 856100
percent) received under the plans.

Termination Compensation and Other Arrangements

In January 2005, TVA entered into an agreement MithKilgore that provides a lump-sum payment edoadine yeas annual compensation if |
his duties, responsibilities, or compensation Isssantially reduced, and he terminates his employgmwéh TVA, or (2) his employment is terminated fo
any reason other than “for cause.” For purposdbisfagreement, “annual compensation” is defiredramual salary plus additional annual compensation
plus the amount of the annual and long-term ingerdiwards he would have been eligible to receiged@n 100 percent achievement of target
performance goals. As of September 30, 2009 ]dhig-sum payment would have been equal to $2,905,0tie TVA Board action at its February 12,
2009, meeting to eliminate Mr. Kilgore's EAIP and™BP payouts for 2009 had no effect on this amobatause “annual compensation” includes annual
and long-term incentive awards based on 100 petaeget achievement and not actual awards. Intiaddif his employment had been terminated on
September 30, 2009, Mr. Kilgore would have recei$&(838,918 under his LTDCP agreement payabldum@ sum following termination, and SERP
benefits payable in five annual installments, whashof September 30, 2009, had a present valug,845,052. Upon termination of employment for any
reason, Mr. Kilgore would be eligible to receiveyammounts that he earned in past years but el¢éztdefer.

In August 2007, TVA entered into an agreement Wt Greene that provides a lump-sum payment imaouat equal to two years’ annual
compensation in the event that TVA'’s current Cliigécutive Officer no longer occupies that positiord Ms. Greene is asked to leave TVA employment
for any reason other than for cause or she teredraér employment because she is asked to tak&tipavith TVA other than her then current pogitias
Chief Financial Officer and Executive Vice Presitjéfinancial Services. For purposes of this agergnmannual compensation” is defined as annualrgal
plus the amount of the annual incentive award baset00 percent achievement of target performane¢sg As of September 30, 2009, this lump-sum
payment would have been equal to $1,785,000. M Board action at its February 12, 2009, meetmgliminate Ms. Greene’s EAIP payout for 2009
had no effect on this amount, because “annual casgi®n”includes the annual incentive award based on 168&epetarget achievement and not the ac
award. In addition, if her employment had beemtaated on September 30, 2009, other than for cauas a result of a voluntary resignation, Ms.&bee
would have received $155,290 under her LTDCP ages¢spayable to her partially in annual installmsearid partially in a lump sum, and SERP benefits
payable in five annual installments beginning ndieathan age 55. As of September 30, 2009, thegnt value of these SERP benefits was
$565,669. Upon termination of employment for aegson, Ms. Greene would be eligible to receiveanygunts that she earned in past years but elezted t
defer.

In September 2009, Mr. Kilgore approved a perforogaarrangement that will provide Mr. Swafford, asd as he remains responsible for
managing and directing TVA'’s Nuclear Power Grotyg, opportunity to receive annual performance awBmdenprovements in the overall performance of
any of TVA'’s nuclear plants based on nuclear poweustry peer evaluations. Under the arrangenMntSwafford will receive a lump-sum performance
award of $100,000 following each fiscal year thdeast one nuclear plant in TVA’s generation paitf achieves an improved performance evaluation.
the event the performance of any plant drops béhawachieved in the most recent evaluation oplaat, no award will be made. Mr. Swafford is dlig
to receive these annual performance awards basedabmations completed in 2010 and beyond. Allrasavill be recommended by the Chief Operating
Officer and approved by the CEO at the end of dachl year.

Neither Mr. McCollum, Mr. Swafford, nor Mr. Bhatnaghas a severance agreement with TVA. However Mra McCollum’s employment been
terminated on September 30, 2009, other than fesear as a result of a voluntary resignation, McCollum would have received $398,147 under his
LTDCP agreement payable in five annual installmésitewing termination, and SERP benefits payabléve annual installments, which as of September
30, 2009, had a present value of $2,386,732, asguthe termination was deemed an approved terroimaider the SERP. In addition, upon termination
of employment for any reason, Mr. McCollum wouldddigible to receive any amounts that he earngzhst years but elected to defer. Had Mr. Swafford’
employment been terminated on September 30, 2@08r than for cause or as a result of a voluntasjgnation, Mr. Swafford would have received
$553,815 under his LTDCP agreement payable in @ Isam following termination. In addition, uponrténation of employment for any reason, Mr.
Swafford would be eligible to receive any amouhtt the earned in past years but elected to défad Mr. Bhatnagar's employment been terminated on
September 30, 2009, he would have received $83@B86ér his LTDCP agreement payable in a lump suloviing termination, and SERP benefits
payable in five annual installments beginning ndieathan age 55, which as of September 30, 2086,a present value of $779,125, assuming the
termination was deemed an approved terminationruh@eSERP. In addition, upon termination of emyphent for any reason, Mr. Bhatnagar would be
eligible to receive $149,257 under TVA's qualifidefined benefit plan payable in the form of an adal equivalent lifetime annuity and any amouhiztt
he earned in past years but elected to defer.
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All of the Named Executive Officers would also baited to payments from plans generally availabl&VA employees under the specific
circumstances of termination of employment, inahgdihe health and welfare and pension plans andiat®dn the 401(k) plan.

Other Agreements

Except as described above and in Item 9B, Otherimdtion, there are no other agreements between diAany of the Named Executive
Officers.

Director Compensation

The TVA Act provides for nine directors on the T\Bdard. The TVA Board is currently composed ofdivectors with three vacant positions to
be filled upon nomination by the President of thated States and confirmation by the U.S. Senblteder the TVA Act, each of TVA's directors receives
certain stipends that are increased annually bgdhnge percentage increase applicable to adjustraadés 5 U.S.C. § 5318, which provides for adjustise
in the annual rates of pay of employees on the Ekex Schedule of the United States GovernmentofASeptember 30, 2009, the base stipend amounted
to $48,200 per year unless (1) the director isctiar of a TVA Board committee, in which case ttipend is $49,300 per year, or (2) the directdhes
chairman of the TVA Board, in which case the stihen$53,700 per year. Directors are also reimggisder federal law for travel, lodging, and redat
expenses that they incur in attending meetingsanaither official TVA business in the same managiother persons employed intermittently in federal
government service.

The annual stipends provided by the TVA Act forledrector and to the chairman of the TVA BoardaSeptember 30, 2009, were as follows:

TVA Board Annual Stipends

Annual

Name Stipend
$)

Dennis C. Bottorfi $49,300
Robert M. Duncai $53,700
Thomas C. Gillilanc $49,300
Bishop William H. Grave: $49,300
William B. Sanson $48,200
Howard A. Thrailkill $49,300
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The following table set outs the compensation ramkby TVA's directors during 2009.

Director Compensation

Change in
Pension Value
and
Non-Equity Nonqualified
Fees Stock Option Incentive Plan Deferred All Other
Earned or Awards Awards CompensatiorCompensatiorCompensatior  Total
Name Paid in %) (%) (%) Earnings ! (%) (%)
(@) Cash (c) (d) (e) ($) (9) (h)
(%) ®
(b)
Dennis C. Bottorfi $49,093 — — — — $495 $49,588
Donald R. DePries? $25,827 — = — — $258 $26,085
Robert M. Duncas $49,629 — — — — $501 $50,13C
Thomas C. Gillilanc $49,093 — = — — $495 $49,588
Bishop William H. Grave: $48,348 — — — — $488 $48,836
William B. Sanson $51,406 — = — — $519 $51,925
Howard A. Thrailkill $49,093 — — — — $2,476 $51,569

Notes

(1) TVA directors do not participate in the TVA fRement System, TVA’s SERP, or any non-qualifiededred
compensation plan available to TVA employees. Hmweas appointed offi cers of the United Statesegament, the
directors are members of the Federal EmployeesdRedint System (“FERS”). FERS is administered lgyfédderal
Office of Personnel Manage ment, and informatiararding the value of FERS pension benefits is matlable to TVA.

(2) Mr. DePriest resigned as director on Apri2809.
(3) Mr. Duncan became Chairman on May 19, 2009.

(4) Mr. Sansom'’s term as Chairman expired on [#&y2009, but he has continued to serve as diregtoe that time, as he
is entitled to remain in office until the end oéthurrent session of Congress.

The directors are not eligible to participate ity amcentive programs available to TVA employeesie Tirectors do not participate in the TVA
Retirement System and do not participate in TYAERP. However, as appointed officers of theddn8tates government, the directors are membeéhe
Federal Employees Retirement System (“FERFERS is a tiered retirement plan that includeselw@mponents: (1) Social Security benefits, (2)Bhsic
Benefit Plan, and (3) the Thrift Savings Plan. lEdector pays full Social Security taxes and nsakemall contribution (0.8 percent of salary grestd)
to the Basic Benefit Plan.

The FERS Basic Benefit Plan is a qualified defibedefit plan that provides a retirement benefieldasn a final average pay formula that includes
age, highest average salary during any three catigeg/ears of service, and years of creditableiser A director must have at least five years of
creditable service in order to be eligible to reeqietirement benefits. Directors are eligibleifomediate, unreduced retirement benefits oncéh@y reac
age 62 and have five years of creditable servi)ethey reach age 60 and have 20 years of creditsice, or (3) they attain the minimum retiretraage
and accumulate the specified years of servicetd®db in the FERS regulations. Generally, betsedire calculated by multiplying 1.0 percent of tighes
average salary during any three consecutive ydasroice by the number of years of creditable iserv Directors who retire at age 62 or later veitheast
20 years of service receive an enhanced bendfctar of 1.1 percent is used rather than 1.0 pejce

Directors may also retire with an immediate bengfider FERS if they reach their minimum retiremegé based on type of retirement and yea
service and have accumulated at least 10 yearsditable service. For directors who reach theimmimn retirement age and have at least 10 years of
creditable service, the annuity will be reducedblpercent for each year the director is under &ge 6

Each director is also eligible to participate ie thhrift Savings Plan. The Thrift Savings Plaa imx-deferred retirement savings and investment
plan that offers the same type of savings and ¢aefits offered under 401(k) plans. Once a dirgsézomes eligible, TVA contributes an amount eqoal
1 percent of the direct@’stipend into a Thrift Savings Plan account ferdirector. These contributions are made automibtievery two weeks regardle
of whether the director makes a contribution ofdriier own money. Directors are eligible to cimitre up to the Internal Revenue Service (“IR&8ctive
deferral limit. Directors receive matching contrions of 100 percent of each dollar for the f8iercent of the director’s stipend and 50 peroéegch
dollar for the next 2 percent of the director’pstid.
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Compensation Committee Interlocks and Insider Parttipation

The FSRA Committee consists of the following thd@ectors: Dennis C. Bottorff, Chair, Thomas C.lizihd, and Bishop William H.
Graves. Pursuant to the Compensation Plan, th&FESinmittee will review the compensation of the C&@ his direct reports, monitor the process for
approving compensation for TVA employees compermsatexcess of the federal government’s Executislee8ule Level IV ($153,200 as of September
30, 2009), monitor TVA executive compensation pamgs, and periodically review the compensation akbts programs for all TVA employees.

Under the TVA Act, the TVA Board has the authotityapprove the compensation of the CEO and hisfdieports, as well as the salaries of
employees whose salaries exceed Executive Schedud IV. While the FSRA Committee can recommeimat the TVA Board approve the compensation
of the CEO and his direct reports and the salafiesnployees whose salaries exceed Executive Steheduel IV, the FSRA Committee has no approval
authority.

No executive officer of TVA serves on the boardanfentity which in turn has an executive officethd# entity serving as a director of TVA.
Compensation Committee Report

The FSRA Committee has reviewed and discussed ahgp€nsation Discussion and Analysis with managenaewt based on the review and
discussions, the FSRA Committee recommended tdWfeBoard that the Compensation Discussion and ysialbe included in this Annual Report.

THE FINANCE, STRATEGY, RATES, AND ADMINISTRATION CO MMITTEE

Dennis C. Bottorff, Chair
Thomas C. Gilliland
Bishop William H. Graves

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

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
independence under section 10A(m)(3) of the Excaakd, including that to be eligible for appointmiém the TVA Board, an individual shall not be an
employee of TVA and shall make full disclosure wn@ress of any investment or other financial irgetieat the individual holds in the energy
industry. These provisions became applicable té& Bdard members on March 31, 2006.

Related Party Transactions
Conflict of Interest Provisions

All TVA employees, including directors and execetifficers, are subject to the conflict of interests and regulations applicable to employees
of the federal government. Accordingly, the gehfxderal conflict of interest statute (18 U.S.Q@8) and the Standards of Ethical Conduct for
Employees of the Executive Branch (5 C.F.R. paB52§“Standards of Ethical Conduct”) form the basfiFVA'’s policies and procedures for the review,
approval, or ratification of related party transacs. The general federal conflict of interestugis, subject to certain exceptions, prohibits each
government employee, including TV&directors and executive officers, from partidipgtpersonally and substantially (by advice, decisbr otherwise
as a government employee in any contract, contsgy@roceeding, request for determination, or ottfécial particular matter in which, to his or her
knowledge, he or she (or his or her spouse, mihibd,ageneral partner, organization with which mesbe serves as officer, director, employee, teysie
general partner, or any person or organization whith he or she is negotiating, or has an arraregenfior future employment) has a financial
interest. Exceptions to the statutory prohibitielevant to TVA employees are (1) financial intéseshich have been deemed by the Office of
Government Ethics, in published regulations, tadmeremote or inconsequential to affect the intggsf the employee’s services, or (2) interestsolhi
are determined in writing, after full disclosuredaom a case by case basis, to be not so substasitialbe deemed likely to affect the integritytedf
employee’s services for TVA. In accordance wité $itatute, individual waiver determinations are enlag the official responsible for the employee’s
appointment. In the case of TVA directors, theedeination may be made by the Chairman of the T\6&a, and in the case of the Chairman of the
TVA Board, the determination may be made by therSeuto the President of the United States.
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More broadly, Subpart E of the Standards of Eth@ahduct provides that where an employee (1) knitvasa particular matter involving
specific parties is likely to have a direct anddictable effect on the financial interests of a rhemof his or her household, or that a person whiom
the employee has a “covered relationship” (whidiudes, but is not limited to, persons with whora #émployee has a close family relationship and
organizations in which the employee is an activgigpant) is or represents a party to the matad (2) determines that the circumstances wouldecau
reasonable person with knowledge of relevant fectgiestion his or her impartiality in the mattde employee should not participate in the matisea
agency authorization. This authorization may begiby the employee’s supervising officer, as agatesignee, in consultation with the TVA
Designated Agency Ethics Official, upon the deteration that TVA's interest in the employee’s pagation in the matter outweighs the concern that a
reasonable person may question the integrity of Bfkograms and operations.

The previously described restrictions are refleite@VA’'s Employment Practice Business Ethicswhich requires employees, including

TVA's directors and executive officers, to compljtimthe guidelines outlined in the Standards ofi@&hConduct and which restates the standard of the

conflict of interest statute.

Additionally, on November 30, 2006, the TVA Boargpaoved a written conflict of interest policy treiplies to all TVA employees, including
TVA'’s directors and executive officers. The cocfflof interest policy reaffirms the requirementttath TVA employees must comply with applicable
federal conflict of interest laws, regulations, gradicies. It also establishes an additional potitat is applicable to TVA's directors and Chiefdgutive
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
additional policy restricting the holding of certdinancial interests:

1.

For purposes of this policy, “financial interesteans an interest of a person, or of a pessgpbuse or minor child, arising by virtue
investment or credit relationship, ownership, emgpient, consultancy, or fiduciary relationship suel director, trustee,
partner. However, financial interest does notudel an interest in TVA or any intere

« comprised solely of a right to payment of retiretneenefits resulting from former employment or fitary relationship

« arising solely by virtue of cooperative memberahigimilar interest as a consumer in a distribofof VA power, or

« arising by virtue of ownership of publicly tradeelcsirities in any single entityith a value of $25,000 or less, or within a diviées
mutual fund investment in any amou

. Directors and the Chief Executive Officer shall hotd a financial interest in any distributor of A\power.

. Directors and the Chief Executive Officer shall maid a financial interest in any entity engagedhia wholesale or retail generati

transmission, or sale of electrici

. Directors and the Chief Executive Officer shall hotd a financial interest in any entity that maasonably be perceived as likely tc

adversely affected by the success of TVA as a redar transmitter of electric pow

. Any action taken or interest held that createsnay reasonably be perceived as creating, a cowoflictterest restricted by this additio

policy applicable to TVA Directors and the Chiefdexitive Officer should immediately be disclosedh® Chairman of Board of Directc
and the Chairman of the AudiGovernance, and Ethics Committee. The Audit, Goaece, and Ethics Committee shall be respor
for initially reviewing all such disclosures and kireg recommendations to the entire Board on whabagcif any, should be taken. T
entire Board, without the vote of any Director®yalved, shall determine the appropriate actiohddaken
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6. Any waiver of this additional policy applicable T&A Directors and the Chief Executive Officer mag made only by the Board, and \
be disclosed promptly to the public, subject tolthmtations on disclosure imposed by la

TVA relies on the policies, practices, laws, anglutations discussed above to regulate confliciatefest involving employees, including
directors and executive officers. TVA has no othétten or unwritten policy for the approval otifecation of any transactions in which TVA wasisr
to be a participant and in which any director oe@xive officer of TVA (or any child, stepchild, reamt, stepparent, spouse, sibling, mother-in-lathédr-
in-law, son-in-law, daughter-in-law, brother-in-laar sister-in-law of any director or executiveioé of TVA) had or will have a direct or indirect
material interest.

U.S. Treasury Interim Obligations

TVA has access to a financing arrangement witHxl& Treasury. TVA and the U.S. Treasury have emarandum of understanding under which
the U.S. Treasury provides TVA with a $150 millioredit facility. TVA did not borrow under the fdity during 2009. This credit facility matures on
September 30, 2010 and is expected to be reneWeid.arrangement is pursuant to the TVA Act. Asceesthis credit facility or other similar finangin
arrangements has been available to TVA since 1$&® Note 10 —Short-Term Debt

Power Facility Appropriation Investment
In addition, TVA makes payments to the U.S. Trepsisra repayment of and a return on the Powerifa&ppropriation Investment. Under the
TVA Act, TVA is required to repay $1 .0 billion dfie Power Facility Appropriation Investment, and$8illion of this amount remained unpaid as of
September 30, 2009. Once TVA repays this $90 onillthere will still be an outstanding balance loe Power Facility Appropriation Investment, and TVA
is obligated under the TVA Act to pay the U.S. T a return on this remaining balance indefigitebee Note 14.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table shows the fees of Ernst and MpULP for the audit and audit-related servicestli@ryears ended September 30, 2009 and
2008.

Principal Accountant Fees and Service
(in actual dollars

Audit -
Related Fee: All Other
Year Principal Accountant  Audit Fees? 2 Fees Total
2, 2,125,
2009 Ernstand Young LLI $ 125,600 $ — — 3 603
2008 Ernst and Young LLI 1,603,01! 517,09( — 2,120,101
Notes

(1) Audit fees consist of fees for professionalsms rendered for the audit of internal control
over financial reporting (2009), and of TVA's anhdimancial statements, fees for review
of the interim financial statements included in T¥Auarterly reports, and fees for Bond
offering comfort letters.

(2) Audit-related fees includeprofessional services rendered in connection wéttb&nes-
Oxley Act of 2002 Section 404 readiness assiste

The TVA Board has an Audit, Governance, and Et@iocmmittee. Under the TVA Act, the Audit, Governanand Ethics Committee, in
consultation with the Inspector General, recommeadbe TVA Board the selection of an external sardi TVA's Audit, Governance, and Ethics
Committee in consultation with the Inspector Gehezaommended that the TVA Board select Ernst aodng LLP as TVA'’s external auditor for the 2008
and 2009 audits and other related services, an@ifeBoard approved these recommendations.

The Audit, Governance, and Ethics Committee adoptedugust 6, 2007, and amended on January 16, 2008licy on audit and permissible

non-audit services (the “Policy”). The Policy pides that all auditing services and permissible-aadit services shall be pre-approved by the Audit
Governance, and Ethics Committee unless:
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« The aggregate amount of all such reardit services provided to TVA does not exceed feg# of the total amount TVA pays the exte
auditor during the fiscal year in which the rraudit services are provide

« Such services were not recognized by TVA at the tifithe engagement to be -audit services or naudit related services; al

« Such services are promptly brought to the atteraioiie Audit, Governance, and Ethics Committee amoroved at the next scheduled At
Governance, and Ethics Committee meeting or by @anenore members of the Audit, Governance, and Etldommittee to whom tl
authority to grant such approvals has been deldg

The Policy also lists the following services as®tiee external auditor is not permitted to perfoffime prohibited non-audit services are:

Bookkeeping or other services related to the aciogimecords or financial statements of TV

Financial information system design and impleméoe

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 investni@mking services

Legal services and expert services unrelated tauldé; anc

Any other services that the Public Company Accawn®versight Board determines, by regulation, ipgmrmissible

The Policy also delegates to the Chairman of théitAGGovernance, and Ethics Committee the authésifyre-approve a permissible service so
long as the amount of the service does not exc&@d,800 and the Chairman reports for informatignaposes the services pre-approved at the Audit,
Governance, and Ethics Committee’s next meeting.

The Audit, Governance, and Ethics Committee preapg all of the audit and audit-related serviags2008 and 2009.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(@) The following documents have been fileghat of this Annual Report:
Q) Financial Statements. The followdhgcuments are provided in ltem 8, Financial Statemnand Supplementary Data 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 Accounfimm (Ernst and Young LLP)

Report of Independent Registered Public Accounfimm (Pricewaterhouse Coopers LLP)

(2) Financial Statement Schedules.

Schedules not included are omitted becauseatepot required or because the required informasigprovided in the financial statements,
including the notes theret

Schedule IIl— Valuation and Qualifying Accounts
(in millions)
Balance at  Additions Balance at
beginning charged to end of

Description of year expense Deduction: year
For the year ended September 30,
2009
Allowance for doubtful accoun

Receivable $ 2 3 — % — 3 2

Loans 13 1 (1) 13
Total allowances deducted from
assets $ 15 $ 1 $ 1) $ 15
For the year ended September 30,
2008
Allowance for doubtful accoun

Receivable $ 2 3 1 $ 12 $ 2

Loans 15 4 (6) 13
Total allowances deducted from
assets $ 17 $ 5 % 7 $ 15
For the year ended September 30,
2007
Allowance for doubtful accoun

Receivable $ 10 % — % 38 $ 2

Loans 15 — — 15
Total allowances deducted from
assets $ 25 $ — 3 8 $ 17
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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. §§ 831-831ee
(Incorporated by reference to Exhibit 3.1 to TVAsiarterly Report on Form 10-Q for the
quarter ended December 31, 2007, File No-52313)

Bylaws of Tennessee Valley Authority Adopted by ThéA Board of Directors on May 1
2006, as Amended on April 3, 2008, and May 19, 2008orporated by reference to
Exhibit 3.1 to TVA’s Quarterly Report on Form 10fQ the quarter ended June 30, 2008,
File No. 00(-52313)

Basic Tennessee Valley Authority Power Bond Resmiufdopted by the TVA Board of
Directors on October 6, 1960, as Amended on Sepe®) 1976, October 17, 1989, and
March 25, 1992 (Incorporated by reference to Exiili to TVA’s Annual Report on For
10-K for the year ended September 30, 2006, File 06-52313)

Fall Maturity Credit Agreement Dated as of March 2609, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Arima, N.A., as a Lender, and the
Other Lenders Party Thereto (Incorporated by refegeo Exhibit 10.1 to TVAS Quarterly
Report on Form 1-Q for the quarter ended March 31, 2009, File N@-52313)

Spring Maturity Credit Agreement Dated as of Ma2éh 2009, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Arima, N.A., as a Lender, and the
Other Lenders Party Thereto (Incorporated by refegeo Exhibit 10.2 to TVAS Quarterly
Report on Form 1-Q for the quarter ended March 31, 2009, File N@-52313)

Amendment Dated as of May 13, 2009, to Spring MBt@redit Agreement Dated as of
March 26, 2009, Among TVA, Bank of America, N.As Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendarsyPThereto (Incorporated by
reference to Exhibit 99.1 to TVA’s Current Repontfeorm 8-K filed on May 15, 2009,
File No. 00(-52313)

Amendment Dated as of November 9, 2009, to Fallukigt Credit Agreement Dated as of
March 26, 2009, Among TVA, Bank of America, N.As Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendarsyPThereto (Incorporated by
reference to Exhibit 99.1 to TVA’s Current Repontfeorm 8-K filed on November 13,
2009, File No. 00-52313)

TVA Discount Notes Selling Group Agreement (Incaigded by reference to Exhibit 10.2
to TVA’s Quarterly Report on Form 10-Q for the giearended June 30, 2008, File No.
00C-52313)

Electronote® Selling Agent Agreement Dated as of June 1, 200604g TVA, LaSalle
Financial Services, Inc., A.G. Edwards & Sons, I@itigroup Global Markets Inc.,
Edward D. Jones & Co., L.P., First Tennessee BaatkioNal Association, J.J.B. Hilliard,
W.L. Lyons, Inc., Merrill Lynch, Pierce, Fenner &fgh Incorporated, Morgan Stanley &
Co. Incorporated, and Wachovia Securities, LLC ¢hporated by reference to Exhibit 1!
to TVA’s Annual Report on Form 10-K for the yeaded September 30, 2006, File No.
00C-52313)

Assumption Agreement Between TVA and Incapital LD&ted as of February 29, 2008,
Relating to the electronotésSelling Agent Agreement Dated as of June 1, 20060#g
TVA, LaSalle Financial Services, Inc., A.G. Edwag&iSons, Inc., Citigroup Global
Markets Inc., Edward D. Jones & Co., L.P., Firshifessee Bank National Association,
J.J.B. Hilliard, W.L. Lyons, Inc., Merrill Lynch,i€rce, Fenner & Smith Incorporated,
Morgan Stanley & Co. Incorporated, and Wachoviau8es, LLC (Incorporated by
reference to Exhibit 10.1 to TVA’s Quarterly Report Form 10-Q for the quarter ended
March 31, 2008, File No. 0-52313)

Commitment Agreement Among Memphis Light, Gas anaté/Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2d®3 (Incorporated by
reference to Exhibit 10.5 to TVA’s Annual ReportBorm 10-K for the year ended
September 30, 2006, File No. (-52313)

Power Contract Supplement No. 95 Among Memphis 1,i§as and Water Division, the
City of Memphis, Tennessee, and TVA Dated as ofévolver 19, 2003 (Incorporated by
reference to Exhibit 10.6 to TVA’s Annual ReportBorm 10-K for the year ended
September 30, 2006, File No. (-52313)

Void Walk Away Agreement Among Memphis Light, GaslaNater Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2@mB (Incorporated by



10.11

10.12*

10.13

reference to Exhibit 10.7 to TVA’s Annual ReportBarm 10-K for the year ended
September 30, 2006, File No. (-52313)

Power Contract Supplement No. 96 Among Memphis 1,iG@as and Water Division, the
City of Memphis, Tennessee, and TVA Dated as ofévover 20, 2003 (Incorporated by
reference to Exhibit 10.8 to TVA’s Annual ReportBorm 10-K for the year ended
September 30, 2006, File No. (-52313)

Joint Ownership Agreement Dated as of April 30,@2@etween Seven States Power
Corporation and TVA (Incorporated by reference xhiBit 10.3 to TVA’s Quarterly
Report on Form 1-Q for the quarter ended June 30, 2008, File No-52313)

Supplement No. 1 Dated as of September 2, 20GBgtdoint Ownership Agreement
Dated as of April 30, 2008, Between Seven StategePg&orporation and TVA
(Incorporated by reference to Exhibit 10.16 to T¥Annual Report on Form 10-K for the
year ended September 30, 2008, File No-52313)
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10.14

10.15

10.16

10.17

10.18*

10.19

10.20*

10.21*

10.22*

10.23*

10.24t

10.25t

10.26t

10.27%

10.28%

10.29%

10.30%

Supplement No. 2 Dated as of September 30, 20G8etdoint Ownership Agreement
Dated as of April 30, 2008, Between Seven StategePg&orporation and TVA
(Incorporated by reference to Exhibit 10.17 to T¥/Annual Report on Form 10-K for the
year ended September 30, 2008, File No-52313)

Supplement No. 3 Dated as of April 17, 2009, totbet Ownership Agreement Dated as
of April 30, 2008, Between Seven States Power Qaitfmm and TVA

Lease Agreement Dated as of September 30, 200&eBatTVA and Seven States
Southaven, LLC (Incorporated by reference to ExHibi18 to TVA’s Annual Report on
Form 1(-K for the year ended September 30, 2008, File 96-52313)

First Amendment Dated as of April 17, 2009, to leeAgreement Dated September 30,
2008, Between TVA and Seven States Southaven,

Buy-Back Arrangements Dated as of September 308,28Mong TVA, JPMorgan Chase
Bank, National Association, as Administrative Agdrgad Arranger, and a Lender, and
the Other Lenders Referred to Therein (Incorporateteference to Exhibit 10.19 to
TVA's Annual Report on Form 10-K for the year endgeptember 30, 2008, File No.
00C-52313)

Overview of TVA’s September 26, 2003, Lease andskeback of Control, Monitoring,

and Data Analysis Network with Respect to TVA’s fismission System in Tennessee,
Kentucky, Georgia, and Mississippi (Incorporatedé&ference to Exhibit 10.9 to TVA'’s
Annual Report on Form -K for the year ended September 30, 2006, File 96-52313)

Participation Agreement Dated as of September @232Among (1) TVA, (2) NVG
Network | Statutory Trust, (3) Wells Fargo Delawdreist Company, Not in Its Individu
Capacity, Except to the Extent Expressly Providethe Participation Agreement, But as
Owner Trustee, (4) Wachovia Mortgage Corporatiéh Wilmington Trust Company, Not
in Its Individual Capacity, Except to the Extentdgassly Provided in the Participation
Agreement, But as Lease Indenture Trustee, and/{iBington Trust Company, Not in Its
Individual Capacity, Except to the Extent Expres@igvided in the Participation
Agreement, But as Pass Through Trustee (Incorpbiateeference to Exhibit 10.10 to
TVA'’s Annual Report on Form 10-K for the year end&sptember 30, 2006, File No. 000-
52313)

Network Lease Agreement Dated as of SeptemberGg, Between NVG Network
Statutory Trust, as Owner Lessor, and TVA, as Legbeorporated by reference to
Exhibit 10.11 to TVA’s Annual Report on Form 10-Brfthe year ended September 30,
2006, File No. 00-52313)

Head Lease Agreement Dated as of September 26, Béd8een TVA, as Head Lessor,
and NVG Network | Statutory Trust, as Head Less$eeofporated by reference to Exhibit
10.12 to TVA’s Annual Report on Form 10-K for theay ended September 30, 2006, File
No. 00(-52313)

Leasehold Security Agreement Dated as of Septe@the2003, Made by NVG Network |
Statutory Trust to TVA (Incorporated by refereneeeihibit 10.13 to TVA’s Annual
Report on Form 1-K for the year ended September 30, 2006, File [96-52313)

TVA Compensation Plan Approved by the TVA Board\May 31, 2007 (Incorporated by
reference to Exhibit 99.3 to TVA’s Current Repontfeorm 8-K filed on December 11,
2007, File No. 00-52313)

TVA Vehicle Allowance Guidelines, Effective April, 2006 (Incorporated by reference to
Exhibit 10.18 to TVA’s Annual Report on Form 10-Brfthe year ended September 30,
2007, File No. 00-52313)

Supplemental Executive Retirement Plan (Incorporatereference to Exhibit 10.1 to
TVA'’s Current Report on Forn-K filed on January 6, 2009, File No. (-52313)

Executive Annual Incentive Plan (Incorporated bigrence to Exhibit 10.3 to TVA's
Current Report on Form-K filed on January 6, 2009, File No. (-52313)

Executive Long-Term Incentive Plan (Incorporatedéference to Exhibit 10.4 to TVA's
Current Report on Form-K filed on January 6, 2009, File No. (-52313)

Long - Term Deferred Compensation Plan (Incorparate reference to Exhibit 10.5 to
TVA'’s Current Report on Forn-K filed on January 6, 2009, File No. (-52313)

Deferred Compensation Plan (Incorporated by refaréa Exhibit 10.2 to TVA's Current



10.31t

10.32t

Report on Form -K filed on January 6, 2009, File No. (-52313)
Overview of Financial Counseling Services Prog
Offer Letter to Tom D. Kilgore Accepted as of Jaryua9, 2005 (Incorporated by

reference to Exhibit 10.19 to TVA’s Annual ReporntBorm 10-K for the year ended
September 30, 2006, File No. (-52313)
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10.33%

10.34%

10.35%

10.36%

10.37t

10.38t

10.39t

10.40t

10.41t

10.42t

10.43t

10.44t

14

31.1
31.2
32.1
32.2

99.1

Offer Letter to William R. McCollum, Jr., Accepted of March 9, 2007 (Incorporated by
reference to Exhibit 10.26 to TVA’s Annual ReporntBorm 10-K for the year ended
September 30, 2007, File No. (-52313)

Offer Letter to Kimberly S. Greene Accepted as afjast 3, 2007 (Incorporated by
reference to Exhibit 10.27 to TVA’s Annual ReporntBorm 10-K for the year ended
September 30, 2007, File No. (-52313)

Compensation Arrangements for Preston D. SwaffdfeicEve as of February 5, 20(

Overview of Compensation Arrangements for Presto8Wafford Effective as of July 1,
2009

Overview of Compensation Arrangements for Presto8Wafford Effective as of October
27, 200¢

First Deferral Agreement Between TVA and Tom D.g€ite Dated as of March 29, 2005
(Incorporated by reference to Exhibit 10.24 to T¥Annual Report on Form 10-K for the
year ended September 30, 2006, File No-52313)

Second Deferral Agreement Between TVA and Tom KigDated as of November 24,
2009

Deferral Agreement Between TVA and Ashok S. Bhaamdgated as of September 28,
2004 (Incorporated by reference to Exhibit 10.2TWA’s Annual Report on Form 10-K
for the year ended September 30, 2006, File No-52313)

Deferral Agreement Between TVA and William R. Mc{@oh, Jr., Dated as of May 3, 2C
(Incorporated by reference to Exhibit 10.33 to T¥/Annual Report on Form 10-K for the
year ended September 30, 2007, File No-52313)

First Deferral Agreement Between TVA and KimberlyGeene Dated as of September 4,
2007 (Incorporated by reference to Exhibit 10.3F¥A’s Annual Report on Form 10-K

for the year ended September 30, 2007, File No-52313)

Second Deferral Agreement Between TVA and Kimb&lysreene Dated as of December
20, 2008

Deferral Agreement Between TVA and Preston D. SerdfDated as of May 10, 20(

Disclosure and Financial Ethics Code (Incorpordgdeference to Exhibit 14 to TVA's
Annual Report on Form -K for the year ended September 30, 2006, File 196-52313)

Rule 13-14(a)/15+-14(a) Certification Executed by the Chief Executicer
Rule 13i-14(a)/15-14(a) Certification Executed by the Chief Finan€licer
Section 1350 Certification Executed by the Chieéé&ixive Officer
Section 1350 Certification Executed by the Chiefdricial Officer

Materials Used in Mr. Kilgor's November 19, 2009 Presentation to the TVA B

t Management contract or compensatory arrangement.

* Certain schedule(s) and/or exhibit(s) have bemitted. The Tennessee Valley Authority hereby utades to
furnish supplementally copies of any of the omittetiedules and/or exhibits upon request by theriesuand
Exchange Commission.
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SIGNATURES
Pursuant to the requirements of Section 13, 18fd3}7 of the Securities Exchange Act of 1934, #wstrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

TENNESSEE VALLEY AUTHORITY
(Registrant,

Date: November 25, 2009

By: /s/ Tom D. Kilgore

Tom D. Kilgore
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of the registra
and in the capacities and on the dates indicated.

Signature

Title

Date

/s/ Tom D. Kilgore

Tom D. Kilgore

/s/ Kimberly S. Greene¢

Kimberly S. Green

/s/ Steve Byone

Steve Byone

/s/ Robert M. Dunca

Robert M. Duncai

/s/ Dennis C. Bottorf

Dennis C. Bottorf

/s/ Thomas C. Gillilan

Thomas C. Gillilanc

/s/ Bishop William H. Grave

Bishop William H. Grave:

/s/ Howard A. Thrailkill

Howard A. Thrailkill

/s/ William B. Sanson

William B. Sanson

President and Chief Executive Officer
(Principal Executive Officer

Chief Financial Officer and Executive Vice

President, Financial Servic
(Principal Financial Officer

Vice President and Controller

(Principal Accounting Officer

Chairman and Director

Director

Director

Director

Director

Director
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November 25, 2009

November 25, 2009
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November 25, 2009
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10.4*

10.5

10.6

10.7

10.8

10.9
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EXHIBIT INDEX
Description

Tennessee Valley Authority Act of 1938 amended16 U.S.C. §§ 831-831ee
(Incorporated by reference to Exhibit 3.1 to TVAsiarterly Report on Form 10-Q for the
quarter ended December 31, 2007, File No-52313)

Bylaws of Tennessee Valley Authority Adopted by ThéA Board of Directors on May 1
2006, as Amended on April 3, 2008, and May 19, 2008orporated by reference to
Exhibit 3.1 to TVA’s Quarterly Report on Form 10fQ the quarter ended June 30, 2008,
File No. 00(-52313)

Basic Tennessee Valley Authority Power Bond Resmiufdopted by the TVA Board of
Directors on October 6, 1960, as Amended on Sepe®) 1976, October 17, 1989, and
March 25, 1992 (Incorporated by reference to Exiili to TVA’s Annual Report on For
10-K for the year ended September 30, 2006, File 06-52313)

Fall Maturity Credit Agreement Dated as of March 2609, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Arima, N.A., as a Lender, and the
Other Lenders Party Thereto (Incorporated by refegeo Exhibit 10.1 to TVAS Quarterly
Report on Form 1-Q for the quarter ended March 31, 2009, File N@-52313)

Spring Maturity Credit Agreement Dated as of Ma2éh 2009, Among TVA, Bank of
America, N.A., as Administrative Agent, Bank of Arima, N.A., as a Lender, and the
Other Lenders Party Thereto (Incorporated by refegeo Exhibit 10.2 to TVAS Quarterly
Report on Form 1-Q for the quarter ended March 31, 2009, File N@-52313)

Amendment Dated as of May 13, 2009, to Spring MBt@redit Agreement Dated as of
March 26, 2009, Among TVA, Bank of America, N.As Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendarsyPThereto (Incorporated by
reference to Exhibit 99.1 to TVA’s Current Repontfeorm 8-K filed on May 15, 2009,
File No. 00(-52313)

Amendment Dated as of November 9, 2009, to Fallukigt Credit Agreement Dated as of
March 26, 2009, Among TVA, Bank of America, N.As Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendarsyPThereto (Incorporated by
reference to Exhibit 99.1 to TVA’s Current Repontfeorm 8-K filed on November 13,
2009, File No. 00-52313)

TVA Discount Notes Selling Group Agreement (Incaigded by reference to Exhibit 10.2
to TVA’s Quarterly Report on Form 10-Q for the giearended June 30, 2008, File No.
00C-52313)

Electronotes® Selling Agent Agreement Dated asuagJl, 2006, Among TVA, LaSalle
Financial Services, Inc., A.G. Edwards & Sons, I@itigroup Global Markets Inc.,
Edward D. Jones & Co., L.P., First Tennessee BaatkioNal Association, J.J.B. Hilliard,
W.L. Lyons, Inc., Merrill Lynch, Pierce, Fenner &fh Incorporated, Morgan Stanley &
Co. Incorporated, and Wachovia Securities, LLC ¢hporated by reference to Exhibit 1!
to TVA’s Annual Report on Form 10-K for the yeaded September 30, 2006, File No.
00C-52313)

Assumption Agreement Between TVA and Incapital LD&ted as of February 29, 2008,
Relating to the electronotes® Selling Agent Agreahigated as of June 1, 2006, Among
TVA, LaSalle Financial Services, Inc., A.G. Edwag&iSons, Inc., Citigroup Global
Markets Inc., Edward D. Jones & Co., L.P., Firshifessee Bank National Association,
J.J.B. Hilliard, W.L. Lyons, Inc., Merrill Lynch,i€rce, Fenner & Smith Incorporated,
Morgan Stanley & Co. Incorporated, and Wachoviau8ies, LLC (Incorporated by
reference to Exhibit 10.1 to TVA’s Quarterly Report Form 10-Q for the quarter ended
March 31, 2008, File No. 0-52313)

Commitment Agreement Among Memphis Light, Gas anaté/Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2d®3 (Incorporated by reference
to Exhibit 10.5 to TVA’s Annual Report on Form 10f&r the year ended September 30,
2006, File No. 00-52313)

Power Contract Supplement No. 95 Among Memphis 1,i§as and Water Division, the
City of Memphis, Tennessee, and TVA Dated as ofévolver 19, 2003 (Incorporated by
reference to Exhibit 10.6 to TVA’s Annual ReportBorm 10-K for the year ended
September 30, 2006, File No. (-52313)

Void Walk Away Agreement Among Memphis Light, GaslaNater Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2@IB (Incorporated by reference



to Exhibit 10.7 to TVA’s Annual Report on Form 10fé&r the year ended September 30,
2006, File No. 00-52313)

10.11 Power Contract Supplement No. 96 Among Memphis 1,iG@as and Water Division, the
City of Memphis, Tennessee, and TVA Dated as ofévover 20, 2003 (Incorporated by
reference to Exhibit 10.8 to TVA’s Annual ReportBorm 10-K for the year ended
September 30, 2006, File No. (-52313)

10.12* Joint Ownership Agreement Dated as of April 30,@2@etween Seven States Power

Corporation and TVA (Incorporated by reference xhiBit 10.3 to TVA’s Quarterly
Report on Form 1-Q for the quarter ended June 30, 2008, File No-52313)
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Supplement No. 1 Dated as of September 2, 20G8Bgtdoint Ownership Agreement Da
as of April 30, 2008, Between Seven States Powep@ation and TVA (Incorporated by
reference to Exhibit 10.16 to TVA’s Annual ReporntBorm 10-K for the year ended
September 30, 2008, File No. (-52313)

Supplement No. 2 Dated as of September 30, 20G8etdoint Ownership Agreement
Dated as of April 30, 2008, Between Seven StategePg&orporation and TVA
(Incorporated by reference to Exhibit 10.17 to T¥/Annual Report on Form 10-K for the
year ended September 30, 2008, File No-52313)

Supplement No. 3 Dated as of April 17, 2009, totbet Ownership Agreement Dated as
of April 30, 2008, Between Seven States Power Qaitfmm and TVA

Lease Agreement Dated as of September 30, 2008eBatTVA and Seven States
Southaven, LLC (Incorporated by reference to ExHiBil18 to TVA’s Annual Report on
Form 1(-K for the year ended September 30, 2008, File 096-52313)

First Amendment Dated as of April 17, 2009, to leeAgreement Dated September 30,
2008, Between TVA and Seven States Southaven,

Buy-Back Arrangements Dated as of September 308,28Mong TVA, JPMorgan Chase
Bank, National Association, as Administrative Agdrgad Arranger, and a Lender, and
Other Lenders Referred to Therein (Incorporatedegrence to Exhibit 10.19 to TVA's
Annual Report on Form -K for the year ended September 30, 2008, File 196-52313)

Overview of TVA’s September 26, 2003, Lease and Leaseback of Gadvititoring, anc
Data Analysis Network with Respect to TVA’s Transeion System in Tennessee,
Kentucky, Georgia, and Mississippi (Incorporatedé&ference to Exhibit 10.9 to TVA'’s
Annual Report on Form -K for the year ended September 30, 2006, File 196-52313)

Participation Agreement Dated as of September @232Among (1) TVA, (2) NVG
Network | Statutory Trust, (3) Wells Fargo Delawdreist Company, Not in Its Individu
Capacity, Except to the Extent Expressly Providethe Participation Agreement, But as
Owner Trustee, (4) Wachovia Mortgage Corporatiéh Wilmington Trust Company, Not
in Its Individual Capacity, Except to the Extentdeassly Provided in the Participation
Agreement, But as Lease Indenture Trustee, and/{iBington Trust Company, Not in Its
Individual Capacity, Except to the Extent Expres@igvided in the Participation
Agreement, But as Pass Through Trustee (Incorpbiateeference to Exhibit 10.10 to
TVA'’s Annual Report on Form 10-K for the year end&sptember 30, 2006, File No. 000-
52313)

Network Lease Agreement Dated as of SeptemberGg, Between NVG Network
Statutory Trust, as Owner Lessor, and TVA, as Legbeorporated by reference to
Exhibit 10.11 to TVA’s Annual Report on Form 10-Brfthe year ended September 30,
2006, File No. 00-52313)

Head Lease Agreement Dated as of September 26, Beéd8een TVA, as Head Lessor,
and NVG Network | Statutory Trust, as Head Less$eeofporated by reference to Exhibit
10.12 to TVA'’s Annual Report on Form 10-K for theay ended September 30, 2006, File
No. 00(-52313)

Leasehold Security Agreement Dated as of Septe@the2003, Made by NVG Network |
Statutory Trust to TVA (Incorporated by refereneeeihibit 10.13 to TVA’s Annual
Report on Form 1-K for the year ended September 30, 2006, File 06-52313)

TVA Compensation Plan Approved by the TVA Board\May 31, 2007 (Incorporated by
reference to Exhibit 99.3 to TVA’s Current Repontfeorm 8-K filed on December 11,
2007, File No. 00-52313)

TVA Vehicle Allowance Guidelines, Effective April, 2006 (Incorporated by reference to
Exhibit 10.18 to TVA’s Annual Report on Form 10-&rfthe year ended September 30,
2007, File No. 00-52313)

Supplemental Executive Retirement Plan (Incorparaiereference to Exhibit 10.1 to
TVA'’s Current Report on Forn-K filed on January 6, 2009, File No. (-52313)

Executive Annual Incentive Plan (Incorporated bigrence to Exhibit 10.3 to TVA's
Current Report on Form-K filed on January 6, 2009, File No. (-52313)

Executive Long-Term Incentive Plan (Incorporatedéference to Exhibit 10.4 to TVA's
Current Report on Form-K filed on January 6, 2009, File No. (-52313)



10.29t

10.30t

10.31%

10.32%

Long - Term Deferred Compensation Plan (Incorparéte reference to Exhibit 10.5 to
TVA'’s Current Report on Forn-K filed on January 6, 2009, File No. (-52313)

Deferred Compensation Plan (Incorporated by refexéa Exhibit 10.2 to TVA's Current
Report on Form-K filed on January 6, 2009, File No. (-52313)

Overview of Financial Counseling Services Prog
Offer Letter to Tom D. Kilgore Accepted as of Jaryus9, 2005 (Incorporated by referer

to Exhibit 10.19 to TVA’s Annual Report on Form Kofor the year ended September 30,
2006, File No. 00-52313)
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Offer Letter to William R. McCollum, Jr., Accepted of March 9, 2007 (Incorporated by
reference to Exhibit 10.26 to TVA’s Annual ReporntBorm 10-K for the year ended
September 30, 2007, File No. (-52313)

Offer Letter to Kimberly S. Greene Accepted as afjast 3, 2007 (Incorporated by
reference to Exhibit 10.27 to TVA’s Annual ReporntBorm 10-K for the year ended
September 30, 2007, File No. (-52313)

Compensation Arrangements for Preston D. SwaffdfeicEve as of February 5, 20(

Overview of Compensation Arrangements for Presto®Wafford Effective as of July 1,
2009

Overview of Compensation Arrangements for Presto8\Wafford Effective as of October
27, 200¢

First Deferral Agreement Between TVA and Tom D.g€ite Dated as of March 29, 2005
(Incorporated by reference to Exhibit 10.24 to T¥MAnnual Report on Form 10-K for the
year ended September 30, 2006, File No-52313)

Second Deferral Agreement Between TVA and Tom ¢figgDated as of November 24,
2009

Deferral Agreement Between TVA and Ashok S. Bhaamdgated as of September 28,
2004 (Incorporated by reference to Exhibit 10.2TWA’s Annual Report on Form 10-K
for the year ended September 30, 2006, File No-52313)

Deferral Agreement Between TVA and William R. Mc{@oh, Jr., Dated as of May 3, 2C
(Incorporated by reference to Exhibit 10.33 to T¥/Annual Report on Form 10-K for the
year ended September 30, 2007, File No-52313)

First Deferral Agreement Between TVA and KimberlyGeene Dated as of September 4,
2007 (Incorporated by reference to Exhibit 10.3F¥A’s Annual Report on Form 10-K

for the year ended September 30, 2007, File No-52313)

Second Deferral Agreement Between TVA and Kimb&lysreene Dated as of December
20, 2008

Deferral Agreement Between TVA and Preston D. SerdfDated as of May 10, 20(

Disclosure and Financial Ethics Code (Incorpordgdeference to Exhibit 14 to TVA's
Annual Report on Form -K for the year ended September 30, 2006, File 196-52313)

Rule 13-14(a)/15+-14(a) Certification Executed by the Chief Executicer
Rule 13-14(a)/15-14(a) Certification Executed by the Chief Finan€licer
Section 1350 Certification Executed by the Chieéé&ixive Officer
Section 1350 Certification Executed by the Chiefdricial Officer

Materials Used in Mr. Kilgor's November 19, 2009 Presentation to the TVA B

t Management contract or compensatory arrangement.

* Certain schedule(s) and/or exhibit(s) have bemitted. The Tennessee Valley Authority hereby utades to
furnish supplementally copies of any of the omittetiedules and/or exhibits upon request by theriesuand
Exchange Commission.
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EXHIBIT 10.15

TVA Contract No. 00069956, Supp. Nc

AGREEMENT
Between
TENNESSEE VALLEY AUTHORITY
And
SEVEN STATES SOUTHAVEN, LLC

THIS AGREEMENT , dated as of April 17, 2009 (Agreement), is erdendo by and betweeBEVEN STATES SOUTHAVEN, LLC
(Southaven), a limited liability company created &xisting under the Laws of the State of Delawanel TENNESSEE VALLEY AUTHORITY (TVA),
a corporate agency and instrumentality of the Wh@&&tes Government created and existing undebynétue of the Tennessee Valley Authority Act of
1933,as amended16 U.S.C. 88 831-831ee (2006).

WITNESSETH:

WHEREAS , TVA and Seven States Power Corporation (Sevete$SEower) entered into a Joint Ownership Agreematad April 30, 2008,
numbered as TVA Contract No. 00069956, which wésequently amended by Supplement No. 1 dated Sbptetn 2008 and Supplement No. 2 dated
September 30, 2008 (as so amended, the JOA); and

WHEREAS , on September 30, 2008, Seven States Power desigBauthaven as the “Designated Entity” undeda, assigned all its rights
under the JOA to Southaven and specified the Eldeercentage under the JOA to be equal to 90%; and

WHEREAS , Supplement No. 2 to the JOA provides that inéhent the Designated Entity takes title to a partibthe Elected Percentage less
than 90% at the First Seven States Closing, thed#signated Entity has the option to take titith®remainder, or any portion thereof, of the Edc
Percentage up to a total ownership interest equad% at a Second Seven States Closing, which aegst no earlier than January 2, 2009 and on thee
May 9, 2009; and

WHEREAS , the First Seven States Closing occurred SepteB8he2008 for a portion of the Elected Percentaggylting in Southaven obtaining
a total ownership interest equal to 69.69%; and

WHEREAS , Southaven has notified TVA of its desire to téie to an additional 20.31% portion of the Puredd Assets, for a total ownership
interest of 90%, at a Second Seven States Cloaimd;

WHEREAS , the Second Seven States Closing has occurrdueatate hereof, with payment by Southaven to TV#hefadditional Seven States
Purchase Price for the additional 20.31% intexesbake up the entire 90% Elected Percentage;




NOW, THEREFORE , for and in consideration of the premises, theualutovenants and agreements set forth hereinothred good and valuak

consideration, the receipt and sufficiency of which hereby acknowledged, TVA and Southaven agréallaws:

1.

2.

The Elected Percentage is hereby confirmed by patties to be 90% as of the date hereof for alppses under the JO.

The Buy Back Option under the JOA is hereby congidnby both parties to require, if exercised, TVAdpurchase all of Seven Stateaght, title,
and interest in and to the Purchased Assets achoyr&even States in both the First Seven Statesir@l and the Second Seven States Clo:

. Both parties hereby confirm that the “Loa®ferred to in Section 5(e) of the JOA includesheit limitation, the $324,995,818 Term Loan ange

$94,714,666 Incremental Term Loan A, each under ¢baain Credit Agreement, dated as of SeptemBer2808, between Southaven, Se
States Power, JPMorgan Chase Bank, National Adsmtjand the other lenders indentified thereim, phoceeds of which have been advanc
Southaven on the date here

. Both parties hereby confirm that t“Seven States Purchase P’, as defined in the JOA, equals $419,710,¢
. To the knowledge of each of TVA and Southaven,glzge no existing defaults under the J(
. All other terms and conditions of the JOA shalldmel remain unchanged except as specifically provigeein.

. Capitalized terms used in this Agreement, includhmyrecitals, and not otherwise defined hereiall $tave the respective meanings set forth ii

JOA.

[Signatures Appear on the Following Page]




IN WITNESS WHEREOF, Southaven and TVA have causé&lAgreement to be executed by their duly auteatriepresentatives as of the date
first above written.

SEVEN STATES SOUTHAVEN, LLC,
a Delaware limited liability compar

By: /sl Jack W. Simmol

Name: Jack W. Simmoi

Title: President and Chief Executive
Officer

TENNESSEE VALLEY AUTHORITY

By: /s/ John G. Trawic

Name:  John G. Trawic

Title: Vice President, Strategy, Pricing
& Contracts

Signature Page to Supplement No. 3 to Joint Owieistreement







EXHIBIT 10.17

FIRST AMENDMENT TO LEASE AGREEMENT
(Southaven Power Plant)

THIS FIRST AMENDMENT TO LEASE AGREEMENT is executed to be effective as of thetiday of April, 2009, by and betweSEVEN
STATE SOUTHAVEN, LLC, (“Seven States”) a Delaware limited liability cormgaas owner and lessor, ahBENNESSEE VALLEY AUTHORITY
("TVA"), a corporate agency and instrumentalityttoé United States Government created and existidgruiand by virtue of the Tennessee Valley
Authority Act of 1933,as amended16 U.S.C. Sections 831-831ee (2006), and acsrtg eeal property as agent and in the name dfttied States of
America, as lessee.

WITNESSETH:

WHEREAS , Seven States and TVA entered into that certaaseedgreement dated September 30, 2008 (the “Leppsesuant to which TVA
leases from Seven States the “Leased Premises;hwbisist of Seven States’ 69.69% undivided owvniplisiterest in the Purchased Assets, as more
particularly defined in the Lease; and

WHEREAS , on the date hereof, Seven States has acquiradditional 20.31% undivided ownership interestia Purchased Assets, bringing
Seven States’ ownership interest in the Purchasseta up to 90%; and

WHEREAS , the parties hereto desire to confirm that thea8esl Premises” now includes Seven States’ entle @@ivided interest in the
Purchased Assets as of the date hereof and thhe#se, as hereby amended, is effective to crelatesa from Seven States to TVA of the entire “leglas
Premises”;

NOW, THEREFORE, for and in consideration of the premises and offeedd and valuable consideration, the receipt agal lsufficiency of
which are hereby acknowledged, the parties agraenend the Lease as follows:

1. Seven States and TVA hereby acknowledge and abeteas of the date hereof, the “Leased Premised! sbnsist of Seven Stateshtire 909
undivided ownership interest in the Purchased As

2. Seven States and TVA acknowledge and agree thatriieg on the date hereof, the “Monthly Amortizati€osts”portion of Basic Rent shall
calculated on the basis of an Elected Percentagal ¢g 90%, with such Monthly Amortization Costg fapril, 2009 being praated based ¢
16/30t of the month at an Elected Percentage equal t®&®#nd the other 14/&hof the month at an Elected Percentage equal to

3. Seven States and TVA acknowledge and agree thatrieg on the date hereof, the Elected Percentagk lse equal to 90% for all other purpc
under the Least

4. Except as modified hereby, all other terms and itimmd of the Lease remain in full force and effextd the parties expressly reaffirm and cor
their ongoing obligations thereund

[Signatures Appear on the Following Page]




IN WITNESS WHEREOF , the parties have executed this First Amendmehetse Agreement to be effective as of the dateyaadfirst above
written.

SEVEN STATES SOUTHAVEN, LLC,
a Delaware limited liability compar

By: /s/ Jack W. Simmon

Name: Jack W. Simmoi

Title: President and Chief Executive
Officer

TENNESSEE VALLEY AUTHORITY

By: /s/ John G. Trawicl

Name:  John G. Trawic

Title: Vice President, Strategy, Pricing
& Contracts

Signature Page to First Amendment to Lease Agreemen







EXHIBIT 10.31
Overview of Financial Counseling Services Program

In 2009, TVA began offering a Financial Counsel®gyvices Program for a limited number of executaegroved by the CEO. Under the program,
participants are eligible to receive personal ftiahcounseling services, such as estate planimmgstment planning, income tax planning, income ta
preparation, and retirement planning. TVA paysdabst of the program for each participant and pbsygs each participant a grogg-amount that reasona
approximates the additional income and employnmeergs estimated to be payable as a result of TVAy@nts pursuant to the program. The program is
administered by The Ayco Company, L.P.







EXHIBIT 10.35
February 19, 2009

Tom Kilgore, WT 7B-K
John E. Long, Jr., WT 7B-K

REQUEST FOR APPROVAL — SELECTION OF AND COMPENSATNOOR PRESTON D. SWAFFORD

Approval is requested for the selection of and censation for Preston D. Swafford as Chief Nucletiicer and Executive Vice President, TVA
Nuclear. This position reports directly to the €HDperating Officer and is responsible for dinegtand managing TV's Nuclear Power Group and
ensuring a stable base load from all of TVA's nacleperating units. Responsibilities include piagrand directing all organizational activitiesatgld to
nuclear power production, nuclear power plant ojp@na, maintenance, modifications, and all nuckaport services and engineering activities. Mr.
Swafford will succeed William R. Campbell who hazh appointed Senior Vice President of Fleet Ergging.

Mr. Swafford currently serves as Executive VicedRient, Fossil Power, and is responsible for dingcand managing TVA's fossil power generation
system, including operations, maintenance, engingemodifications, and related support. He hasentban 22 years of experience in the energy sesvic
industry. Prior to joining TVA in 2006 as Senioic¥ President, Nuclear Support, he held a numbkepimanagement and executive leadership positions
in the energy delivery and power generation argh Bxelon.

Mr. Swafford currently receives an annual salar$476,021. He is a participant in TVA’s Executi&enual Incentive Plan with an approved annual
incentive opportunity of 60 percent of his annwdasy, and in TVA’s Executive Long-Term IncentivlaP with an approved long-term incentive
opportunity of 60 percent of his annual salary.. Bwafford also entered into a Long-Term Deferretn@ensation Plan (LTDCP) agreement that provides
annual credits of $125,000 each through FY 2016.will become vested and receive the full valubisfLTDCP account if he remains employed by TVA
through the expiration of the agreement on Septe®@®e2010. Mr. Swafford is also a Tier | partiipt in TVA's Supplemental Executive Retirement Plan
(SERP).

In order to provide a competitive level of compeisafor this position, approval is requested toyde Mr. Swafford an annual salary of

$500,000. Approval is also requested to increaseSMafford’s annual incentive opportunity to 75qent of his annual salary beginning this fiscarye
(FY 2009) and increase his long-term incentive opputy to 80 percent of his annual salary begigniith the performance cycle ending on
September 30, 2009.

In addition, approval is requested to grant Mr. Bard an additional five years of credited servicedler TVA’'s SERP and waive the “Prior Employer
Offset”. The additional years of credited serwid# be for SERP benefit calculation purposes caufyl will not count toward the minimum fiwesar vesting
requirement. The “Qualified Plan Offset” will balculated based on the pension benefit he willliggbée to receive under the TVA Retirement System’
Cash Balance structure at the time of separatismnaisig an additional 5 years of credited servitke estimated increase in the present value déintie
benefit at age 62 with five additional years ofdited service, assuming that there is no chandérirSwafford’s annual salary and annual incentive and
there are no amendments to the SERP, is approxingite? million.

If approved, the selection and compensation actoriéined above will be effective on February 5020

/s/ William R. McCollum, /s/ Phillip L. Reynolds
Jr.
William R. McCollum, Jr. Phillip L. Reynolds
Chief Operating Office Vice Presiden
MR 3A-C Human Resource

LP 3A-C
GFB

Attachment (Position description and resume)
cc:  W. A. Conkin, WT 8L-K
M. H. Dunn, WT 6A-K (with position descriptionsrffinancial
disclosure proces:
J. D. Jones, WT 8C-K
E. M. Nickle, WT 8D-K
M. N. Pruitt, WT 4¢-K

/s/ John E. Long, J 02/26/200¢
|
CONCUR: John E. Long, Ji Date

/sl Tom Kilgore 03/03/200¢

|
APPROVE:Tom Kilgore Date









EXHIBIT 10.36

Overview of Compensation Arrangements for Preston DSwafford Effective as of July 1, 2009
Effective as of July 1, 2009, Tom Kilgore approvkd following compensation arrangements for PreBto8wafford:

« A base salary of $525,000
« Executive Annual Incentive Plan opportunity of &Jqent of salary beginning with fiscal year 2009
« Executive Long-Term Incentive Plan opportunity 60Jpercent of salary beginning with the performarnyee ending on September 30, 2009

In addition, Mr. Kilgore approved a performanceaagement that will provide Mr. Swafford, as longhasremains responsible for managing and directing
TVA's Nuclear Power Group, the opportunity to remeannual performance awards for improvementserotrerall performance of any of TVA's nuclear
plants based on nuclear power industry peer evahgt Under the arrangement, Mr. Swafford willgiwe a lump-sum performance award of $100,000
following each fiscal year that at least one nucfgant in TVA'’s generation portfolio achieves anproved performance evaluation. In the event the
performance of any plant drops below that achigmgtle most recent evaluation of the plant, no aweitl be made. Mr. Swafford is eligible to receiv
these annual performance awards based on evalsationpleted in 2010 and beyond. All awards wilrfbeommended by the Chief Operating Officer and
approved by the CEO at the end of each fiscal year.







EXHIBIT 10.37

Overview of Compensation Arrangements for Preston DSwafford Effective as of October 27, 2009

Effective as of October 27, 2009, Mr. Kilgore apgrd a $100,000 lump sum performance award for Maffrd for improvements in the overall
performance of Watts Bar Nuclear Plant in 2009 dasenuclear power industry peer evaluations. alard recognizes Mr. Swafford’'s demonstrated
leadership and commitment to teamwork, safety,ragh level of performance throughout TVA'’s nucleaganization, which contributed to the improved
performance achieved by Watts Bar Nuclear Plant.







EXHIBIT 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION

I, Tom Kilgore, certify that:
1. I have reviewed this Annual Report on Forn-K of the Tennessee Valley Authori

2. Based on my knowledge, this report does not corsmjnuntrue statement of a material fact or omgittde a material fact necessary to make the
statements made, in light of the circumstances uwtich such statements were made, not misleaditigrespect to the period covered by this

report;

3. Based on my knowledge, the financial statement atimer financial information included in this repdairly present in all material respects the
financial condition, results of operations and cists of the registrant as of, and for, the pesipdesented in this repo

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as defined&Exchange Act Rules 13a-15(f) and 18s(f))
for the registrant and we hax

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduries tiesigned under our supervision, to
ensure that material information relating to thgiseant, including its consolidated subsidiarisanade known to us by others within those
entities, particularly during the period in whidhg report is being prepare

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed under our
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principle

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #pent based on such evaluation;

d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal qeaiin the case of an annual report) that has nadlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reporting; a

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial reporting, to the
registran’s auditors and the audit committee of the regit's board of directors (or persons performing theéwegent function):

a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are reasonably
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finamtiaimation; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s internal control
over financial reporting.

Date: November 25, 2009

/s/ Tom Kilgore
Tom 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 Annual Report on Forn-K of the Tennessee Valley Authori

2. Based on my knowledge, this report does not corsmjnuntrue statement of a material fact or omgittde a material fact necessary to make the
statements made, in light of the circumstances uwtiich such statements were made, not misleaditigrespect to the period covered by this
report;

3. Based on my knowledge, the financial statement adimer financial information included in this repdairly present in all material respects the
financial condition, results of operations and clsts of the registrant as of, and for, the pesipdesented in this repo

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disste controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdniat control over financial reporting (as defined&Exchange Act Rules 13a-15(f) and 18s(f))
for the registrant and we hax

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduries tiesigned under our supervision, to
ensure that material information relating to thgiseant, including its consolidated subsidiarisanade known to us by others within those
entities, particularly during the period in whidhg report is being prepare

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed under our
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygtedeaccounting principle

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #pent based on such evaluation;

d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal qeaiin the case of an annual report) that has nadlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reporting; a

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial reporting, to the
registran’s auditors and the audit committee of the regit's board of directors (or persons performing theéwedgent function):

a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are reasonably
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finamtiaimation; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s internal control
over financial reporting

Date: November 25, 2009

/sl Kimberly S. Greene

Kimberly S. Green

Chief Financial Officer and Executive Vice Presiten
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 the Annual Report on Form 10fKh® Tennessee Valley Authority (the “Company™) foe year ended September 30, 2009, as
filed with the Securities and Exchange Commissiorthe date hereof (the “Report”), I, Tom KilgoreeBident and Chief Executive Officer of the
Company, certify, for the purposes of complyinghaitule 13a-14(b) or Rule 15d-14(b) of the Secwgifigchange Act of 1934, as amended, and Section
1350 of Chapter 63 of Title 18 of the United Stafesle, as adopted pursuant to Section 906 of tHmBas-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

(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the Company.

/s/ Tom Kilgore

Tom Kilgore

President and Chief Executive Offic
November 25, 200







EXHIBIT 32.2

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fKh® Tennessee Valley Authority (the “Company™) foe year ended September 30, 2009, as
filed with the Securities and Exchange Commissiorthe date hereof (the “Report”), |, Kimberly S.e8ne, Chief Financial Officer and Executive Vice
President, Financial Services of the Company, fgeftr the purposes of complying with Rule 13a{ij¢r Rule 15d-14(b) of the Securities Exchange Act

of 1934, as amended, and Section 1350 of Chaptef Ble 18 of the United States Code, as adoptaguant to Section 906 of the Sarbanes-Oxley Act o
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

(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the Company.

/s/ Kimberly S. Greene

Kimberly S. Green

Chief Financial Officer and Executive
Vice President, Financial Servic

November 25, 200
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Operations and Financials




Power Sales

Fiscal Year 2009 Results

150 Plan [
Actual [

Totals

Plan 176.9
Actual 163.8

93% of Plan

100

50

Thousands of Gigawatt-hours

Distributor Directly-served
95% 84%




Generation

Fiscal Year 2009 Results

100 Plan |
g Actual [
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g Totals
2 60 Plan 1625
g Actual 144.8
B 4 89% of Plan
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Hydro Nuclear Coal Gas
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Financials
Fiscal Year 2009 Results

15

—
=

$ billion

Revenue Total Expenses
84% 83%




Financials

Fiscal Year 2009 Results

5 Plan [
Actual |l

$ billion

Fuel Fixed Costs Operations and Purchased
67% 100% Maintenance Power
92% 76%




Rainfall and Runoff

Eastern Valley Fiscal Year 2009 Results

Normal [
Actual |

Rainfall Runoff
103% 85%




Fuel and Purchased Power Spot Prices

Spot Price History

{Percent Change since January 2008)

130%

10%

-T0%
Jan 2008 Apr 2008 Jul 2008 Oct 2008 Jan 2009 Apr 2009 Jul 2009 Oct 2009

=== [nto TVA On-Peak Electricity wm Matural Gas == TVA Composite Coal
Az of: 11110109




Rate Trends

Average Residential Retail Rates
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Rate Trends

Average Retail Rates for selected Industrial logsiMcustomer, 30,000 kW at 80%
load factor

Retail/cents per kWh
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Average Wholesale Rate Adjustment
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Highlights




Highlights

Achieved top decile safety performance
Achieved 99.999% transmission reliability for 10™ straight year

Purchased 450 megawatts of wind power




Purchased Wind Power




Highlights

Achieved top decile safety performance
Achieved 99.999% transmission reliability for 10™ straight year
Purchased 450 megawatts of wind power

Sequoyah 1 recognized as “world-class performer”




World-class nuclear performance

Sequoyah 1’s capacity factor ranke# &nong the world’s 439 units in 2009

Nation Plant Utility Type Vendor Gross 2008 Gross——— ——
MW Generation Capacity
u.s. Calvert Cliffs-2 Constellation PWR CE B8O 718358619 101,37
.5, Catawha-2 Dk Power PWR West 1,205 10,728,440 101.36
Japan Ohi-2 Kansai EPC PWR West 1,175 10,444,137 101.18
Japan Fukisshima II-1 Tokyo EPC BWR Tosh 1,100 8, 771506 101,12
South Korea  Yonggwang-1 KHNP PWR West Qa5 8,737,254 100.97
u.s. Sequoyah 1 TVA PWR West 1,186 10,500,842 100.80
South Korea  Ulchin-4 KHNP PWR KHIC-CE 1,045 9,236,080 100,61
Japan Fukushima |-3 Tokyo EPC BWR Tosh 784 6,924,798 100.54
South Korea  UlchinS KHNP PWR KHIC-CE 1,048 9,234,124 100.30
U.&. Indian Point-3 Entergy PWR Wirst 1,080 9,468,174 100.03

--Sourcdduclear Energy Institute & McGraw
—Hill




Highlights

Achieved top decile safety performance

Achieved 99.999% transmission reliability for 10™ straight year
Purchased 450 megawatts of wind power

Sequoyah 1 recognized as “world-class performer”

Watts Bar outage completed in under 30 days

Hydro generation is having a positive impact on rates




A good start for hydro

Tributary Water Inventory

_______________ Normal for October 1 - - -

Million acre/feet

Fiscal Year 2008 Fiscal Year 2009 Fiscal Year 2010




Highlights

Achieved top decile safety performance

Achieved 99.999% transmission reliability for 10™ straight year
Purchased 450 megawatts of wind power

Sequoyah 1 recognized as “world-class performer”

Watts Bar outage completed in under 30 days

Hydro generation is having a positive impact on rates
Kingston—over half the ash in the river has been removed

Investment funds are recovering




Recovering Retirement Fund
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50%
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Nuclear Decommissioning Funding
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Highlights

Achieved top decile safety performance

Achieved 99.999% transmission reliability for 10t straight year
Purchased 450 megawatts of wind power

Sequoyah 1 recognized as “world-class performer”

Watts Bar outage completed in under 30 days

Hydro generation is having a positive impact on rates
Kingston—over half the ash in the river has been removed
Investment funds are recovering

Test homes show energy efficiency benefits




Energy-Efficient Test Homes

Monthly Energy Use*

Standard House 1,508 kWh
Retrofit House 1,060 kWh
Advanced House 801 kWh

Monthly Energy Cost*
Standard House $147.03
Retrofit House $103.35
Advanced House $78.10

*Average cost  July-Sepl. 2009




Hard Spots




Hard Spots

Power sales and revenues are still down

Regional economy hit hard; slow to recover




Announced Projects and Valley Economy

ED Announcements and Nonfarm Payroll Employment Change
TVA Power Service Area

53,036 52,304
= ’ 45319 41,620
* 25,906
17,215 -
5 I

50,000
-59,487
-100,000

-150,000
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-200,000
® ED Actual-Job Announcements TVA Power Service Area
Employment Change




Employment — Valley and U.S.

Nonfarm Payroll Employment
Percent Change from Previous Fiscal Year

2%

. ‘
0%, — .

-1%
-2%

-3%
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Major 2009 Announcements/Expansion

Hemlock Semiconductor - Clarksville, Tennessee
500 jobs; $1.2 billion investment

Wacker-Chemie - Charleston, Tennessee
500 jobs; $1 billion investment

Carlisle Tire and Wheel - Jackson, Tennessee
440 jobs

Fruit of the Loom - Bowling Green, Kentucky
270 jobs

TVA featured in Site Selection’s Top Economic
Development Utilities for four consecutive years




Hard Spots

Power sales and revenues are still down
Regional economy hard hit; slow to recover

Higher than average reportable environmental events




Reportable Environmental Events
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Hard Spots

Power sales and revenues are still down
Regional economy hard hit; slow to recover
Higher than average reportable environmental events

Legislative and regulatory uncertainties make planning
difficult

Kingston Recovery

« Ash transportation slowed by rain
+ Managing removal of ash










Update on Key Initiatives




Key Initiatives

Remediation plan for impoundments

Establish a compliance and performance assessment

group

Remediation plan for organizational effectiveness

Review compliance functions for environment,
health, and safety

Improve enterprise risk management

Institute a situational alert process




Remediation plan for impoundments

New organization in place for single point
accountability for the management of coal
combustion byproducts

Gap analysis findings in third party reports

Third-party engineering assessment results
being implemented at all impoundments




Winning Performance

Below Threshold/ Target/ Above

WEIY weshold Taiget  Stretch  Stetih

System Reliability
{Connection Point Interruptions)  20%

Financial Health
{Met Cash Flow) 35%

Demand Reduction

(5/Kw) 10%

Plant Reliability
[Eguivalent Availability Factor} 35%

*Excludegpact of $1 billion pension
contribution




TVA Performance

Customers i People

Top Decile

Top Quartile

Average

New Participation
Retail Prica Cost of Power Economic
Development Efficiency®

Customer System Cultural
InENEIEY  cotistaction®  Reliability Health Aefity

*Metrics were not benclrked.




TVA Performance

Financial Assets/Operations

*Excludes impacthdfbillion pension contribution
**Only Plant Reliabyitwas benchmarked




Summary

Year overshadowed by Kingston and economic
downturn

Otherwise a good year

« Eight metrics are green and trending
neutral/positive

« Four metrics are green but trending negative
« Three metrics are red







EXHIBIT 10.39

DEFERRAL AGREEMENT
Tom Kilgore

The TVA Board of Directors has approved your pgration in TVA’s Long-Term Deferred CompensatiomP(Plan) under the following terms:

Vesting Date(s Vesting Amount
Duration of deferral Four years
agreement
First compensation credit: $300,000 11/30/2010 Balance of account on
(12/01/2009 vesting date
Second compensation  $300,000 11/30/2011 Balance of account on
credit: (12/01/2010 vesting date
Third compensation credit: $300,000 11/30/2012 Balance of account on
(12/01/2011 vesting date
Fourth and final $300,000 11/30/2013 Balance of account on
compensation credi (12/01/2012 vesting date
Total credits over deferral$1,200,000
period:
Expiration date 11/30/2013

Please read the following provisions carefully @mticate your approval by signing at the designgiede below.

As a participant in the Plan, | hereby agree tbdend by the following terms and conditions:

Annual deferred compensation credits as statedeatvil’lbe made to an account in my name to cov&eraice period, beginning December 1, 2009, and
ending on November 30, 2013, provided that | reneanployed by TVA through November 30, 2013. | kbalentitled to compensation credits including
interest and returns on the vesting dates as statbé above schedule provided that | remain eggaldy TVA through each of the vesting periods.th
end of each vesting period, the balance in my agtcanucluding interest or return as provided belall be paid to me in a lump sum unless | eledbbeto
have the vested amounts transferred to my TVA deflecompensation account.

I understand that | must be an employee of TVAatdnd of each vesting period stated above, oagmpnts or transfers under the Plan will be made by
TVA, and any unvested credits to my account wilexéinguished. However, in the event that TVA terates my employment during the term of this
agreement through no act or delinquency of my dhis,agreement is terminated as of the date ofenpihation and no further credits will be made unde
it and any credits in my account from this agreetniacluding interest or return as provided belaivthe time of termination will become vested! éfect
below to have the vested balances of my Long-Teafeded Compensation Plan (LTDCP) account transfietw my TVA deferred compensation account,
all credits from this agreement will be paid oute in accordance with my deferral election apliedao such credits or in accordance with otherwise
applicable IRS rules. If TVA terminates my emplamhfor cause prior to the expiration of this agneat, no further payments or credits will be made a
my account balance will be extinguisheth the event of my death during the term of thissegnent, my account balance will be paid to theqer

identified on my beneficiary designation form orthe absence of such designation, to my estatemanner permitted by applicable IRS rules.

Interest will be credited to the balance refledtechy LTDCP account on the same basis as intesesticulated and credited under the TVA Deferred
Compensation Plan. In the alternative, | may ckdoshave the balance of my LTDCP account adjusésed on the return of the funds | select under the
same conditions as are contained in TVA's Defeethpensation Plan. | understand that | am sokdpansible for the risk associated with any return
elections that | make.

The Plan may be amended or discontinued by thedBdéthe Board elects to discontinue the Play, eedits to my account as of the date of termamati
of the Plan will be paid to me in accordance wipplacable IRS rules. | elect the following optitor payments under this agreement:

X Vested balances of account to be paid to me img lsum

Vested balance of account to be transferred taW¥ Deferred Compensation Plan account

I understand that nothing contained in this agre#rskall be construed as conferring the right tatiooie in the employment of TVA as an executivénor
any other capacity and that the payment electtoave made is final (not revocable).

/sl Tom Kilgore 11/24/200¢
Tom Kilgore Date










EXHIBIT 10.43

DEFERRAL AGREEMENT
Kimberly S. Greene

The TVA Board of Directors has approved your pgration in TVA’s Long-Term Deferred CompensatiomP(Plan) under the following terms:

Duration of deferral agreeme 3 Years and 10 montt
First compensation crec $50,000 (12/01/200¢
Second compensation cre $50,000 (10/01/200¢
Third compensation crec $150,000 (10/01/201(
Fourth and final compensation cre $150,000 (10/01/201:
Total credits over service perit $400,00C

Expiration date 09/30/201z

Please read the following provisions carefully @mticate your approval by signing at the designgiede below.

As a participant in the Plan, | hereby agree tbdend by the following terms and conditions:

Annual deferred compensation credits as statedeatvil’lbe made to an account in my name to coveeraice period beginning December 1, 2008 and
ending on September 30, 2012, provided that | reraaiployed by TVA through the expiration of theesgment on September 30, 2012. Upon the
expiration of this agreement, the entire amoundited to my account, including interest or retusrpaovided below, will be paid to me in a lump sum
unless | elect below to have the credits transfetoean account in TVA’s Merit Incentive SupplemariRetirement Income Plan (MISRIP).

I understand that | must be an employee of TVAattime of the expiration of this agreement, opagments or transfers under the Plan will be made b
TVA, and any credits to my account will be extinghed. However, in the event that TVA terminatesamployment during the term of this agreement
through no act or delinquency of my own, this agreet is terminated as of the date of my terminagiod no further credits will be made under it ang a
credits in my account from this agreement, inclgdimerest or return as provided below, at the toheermination will become vested. If | elect bwlito
have the balance of my account transferred to mg TISRIP account, all credits from this agreemeiit be paid out to me in accordance with my
deferral election applicable to such credits aadnordance with otherwise applicable IRS rulesTMA terminates my employment for cause prior te th
expiration of this agreement, no payments will kedmand my account balance will be extinguish&dthe event of my death during the term of this
agreement, my account balance will be paid to #regn identified on my beneficiary designation fayrmin the absence of such designation, to mytessta
in a manner permitted by applicable IRS rules.

Interest will be credited to the balance refledtethy deferral account on the same basis as intirealculated and credited under MISRIP. In the
alternative, | may choose to have my balance agfjusased on the return of the funds | select uthgesame conditions as are contained in MISRIP. |
understand that | am solely responsible for theaissociated with any return elections that | make.

The Plan may be amended or discontinued by thedBdéthe Board elects to discontinue the Play, eedits to my account as of the date of termamati
of the Plan will be paid to me in accordance wipplacable IRS rules. | elect the following optitor payment upon expiration of this agreement:

X Balanced of account to be paid to me in a lump

Balance of account to be transferred to TVA MIBREkcount

I understand that nothing contained in this agredrskall be construed as conferring the right tatiooie in the employment of TVA as an executivénor
any other capacity and that the payment electioave made is final (not revocable).

/sl Kimberly S. Green 12/19/200¢
Kimberly S. Green Date
/s/ John E. Long, J 12/20/200¢&

Chief Officer Date







EXHIBIT 10.44

DEFERRAL AGREEMENT
Preston D. Swafford

The TVA Board of Directors, or their delegees, Approved your participation in TVA’s Long-Term Defed Compensation Plan (Plan) under the
following terms:

Annual deferred compensation cres $125,00C
Duration of deferral agreeme 4 Years, 4 month
First compensation crec $125,000 (06/01/200¢

Second through fifth compensation credits $125@&¢h (10/01/06, 10/01/07,
10/01/08 & 10/01/09

Total credits over deferral peric $625,00C

Expiration date 09/30/201C

Please read the following provisions carefully @mticate your approval by signing at the designgiede below.

As a participant in the Plan, | hereby agree tbdend by the following terms and conditions:

Annual deferred compensation credits of $125,00Db&i made to an account in my name to cover aceperiod of four years and four months, beginning
on June 1, 2006 and ending on September 30, 26d¥idpd that | remain employed by TVA through Sempber 30, 2010. Upon the expiration of this
agreement, the entire amount credited to my accaneitiding interest or return as provided belovil] be paid to me in a lump sum unless | elect aeto
have the credits transferred to an account in TWWA&sit Incentive Supplemental Retirement IncomenRMISRIP).

I understand that | must be an employee of TVAattime of the expiration of this agreement, opagments or transfers under the Plan will be made b
TVA, and any credits to my account will be extinghed. However, in the event that TVA terminatesamployment during the term of this agreement
through no act or delinquency of my own, this agreet is terminated as of the date of my terminagiod no further credits will be made under it ang a
credits in my account from this agreement, inclgdimerest or return as provided below, at the torheermination will become vested. If | elect belto
have the balance of my account transferred to mj PISRIP account, all credits from this agreemeiit be paid out to me in accordance with my
deferral election applicable to such credits aadnordance with otherwise applicable IRS rulesTMA terminates my employment for cause prior te th
expiration of this agreement, no payments will kedmand my account balance will be extinguish&dthe event of my death during the term of this
agreement, my account balance will be paid to #regn identified on my beneficiary designation fayrmin the absence of such designation, to myessta
in a manner permitted by applicable IRS rules.

Interest will be credited to the balance refledtethy deferral account on the same basis as intirealculated and credited under MISRIP. In the
alternative, | may choose to have my balance agfjusased on the return of the funds | select utihdesame conditions as are contained in MISRIP. |
understand that | am solely responsible for theaissociated with any return elections that | make.

The Plan may be amended or discontinued by thedBdéthe Board elects to discontinue the Plary, eedits to my account as of the date of termamati
of the Plan will be paid to me in accordance wipplacable IRS rules. | elect the following optitor payment upon expiration of this agreement:

X Balanced of account to be paid to me in a lump
Balance of account to be transferred to TVA MIBREkcount

| understand that nothing contained in this agredrskall be construed as conferring the right tatiooie in the employment of TVA as an executivénor
any other capacity and that the payment electioave made is final (not revocable).

/s/ Preston D. Swaffor 5/8/2006
Preston D. Swaffor Date
/s/ John E. Long, J 5/10/200€

Chief Officer Date







