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GLOSSARY OF COMMON ACRONYMS

Following are definitions of terms or acronyms fregtly used in this Annual Report on Forn-K for the fisca
year ended September 30, 2010 “Annual Repor’):

Term or Acronyrr Definition

AFUDC Allowance for funds used during construct
ARO Asset retirement obligatic

ART Asset Retirement Tru:

ASLB Atomic Safety and Licensing Boa

BEST Bellefonte Efficiency and Sustainability Te¢
BREDL Blue Ridge Environmental Defense Leag
CAA Clean Air Act

CAIR Clean Air Interstate Rul

CCP Coal combustion produc

CERCLA Comprehensive Environmental Response, Compensatiain, iability Act
CME Chicago Mercantile Exchang

CO, Carbon dioxide

COLA Cost of living adjustmer

CVA Credit valuation adjustmel

CY Calendar yea

DOE Department of Energ

EPA Environmental Protection Agent

FASB Financial Accounting Standards Bos

FCA Fuel cost adjustmel

FERC Federal Energy Regulatory Commiss

FPA Federal Power Ac

FTP Financial Trading Progral

GAAP Accounting principles generally accepted in the ehiStates of Americ
GHGs Greenhouse g

GWh Gigawatt hours(s

kWh Kilowatt hour(s)

LIBOR London Interbank Offered Ra

MACT Maximum achievable control technolo
mmBtu Million British thermal unit(s)

MtM Mark-to-market

MW Megawatt

NDT Nuclear Decommissioning Tru

NEPA National Environmental Policy A

NO, Nitrogen oxides

NRC Nuclear Regulatory Commissic

NSR New Source Reviel

PCBs Polychlorinated biphenyl

REIT Real estate investment tru

SACE Southern Alliance for Clean Ener

SCRs Selective catalytic reduction syste

SEIS Supplemental Environmental Impact Staten
SERP Supplemental executive retirement p
Seven State Seven States Power Corporat

SO, Sulfur dioxide

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 stateraertating to future events and future performan&k statements other than those that are purisiyfical
may be forward-looking statements. In certain caseward-looking statements can be identified ly ise of words such as “may,” “will,” “should,” “esgt,” “anticipate,”
“believe,” “intend,” “project,” “plan,” “predict,”assume,” “forecast,” “estimate,” “objective,” “psible,” “probably,” “likely,” “potential,” or othersimilar expressions.

Although the Tennessee Valley Authority (“TVA”) belies that the assumptions underlying the forwardilugpktatements are reasonable, TVA does not guarantee
the accuracy of these statements. Numerous faoboitd cause actual results to differ materialgnirthose in the forward-looking statements. THas®rs include, among
other things:

« New or changed laws, regulations, and administratiders, including those related to environmentatens, and the costs of complying with these ne'
changed laws, regulations, and administrative or@ersvell as complying with existing laws, regulaipand administrative orde

* The requirement or decision to make additieoatributions to TVA'’s pension or other post-rethent benefit plans or to TVA'nuclear decommissioning tri
(“NDT");

* Significant delays, cost increases, or costuns associated with the construction of gefmratr transmission assets or the cleanup and eega@ctivities
associated with the ash spill at T's Kingston Fossil Plan“Kingstor”);

* Fines, penalties, natural resource damages, attehsents associated with the Kingston ash s

¢ The outcome of legal and administrative peatiegs, including, but not limited to, proceedimy#olving the Kingston ash spill and the North Qara public

nuisance cast

Significant changes in demand for electric

Addition or loss of customer

The continued operation, performar, or failure of TVA's generation, transmission, and related assetading coal combustion produc‘ CCF”) facilities;

The economics of modernizing aging coal-figesherating units and installing emission contrplipment to meet anticipated emission reductionireqnents,

which could make continued operation of certain -fired units uneconomical and lead to their remdk@h service, perhaps permanen

« Disruption of fuel supplies, which may reduttm, among other things, weather conditions, petida or transportation difficulties, labor chaltgss, or
environmental laws or regulations affecting T's fuel suppliers or transporte

¢ Purchased power price volatility and disruption ofghased power supplie

« Events involving transmission lines, dams, and motheilities not operated by TVA, including thosatlaffect the reliability of the interstate transeion grid o

which TVA's transmission system is a part as well as thelp@bpvater to TVA' s generation facilities

Inability to obtain regulatory approval for the struction or operation of asse

Weather conditions

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

Catastrophic events such as fires, earthquakdar events, floods, tornadoes, pandemics, weatonal emergencies, terrorist activities, attger similar

events, especially if these events occur in or &&’s service aret

Reliability and creditworthiness of counterparti

Changes in the market price of commodities suatpal uranium, natural gas, fuel oil, crude oilnstwuction materials, electricity, and emissiomaknces

Changes in the market price of equity securitiebtdecurities, and other investme!

Changes in interest rates, currency exchange ratdsnflation rates

Rising pension and health care costs;

Increases in TV/'s financial liability for decommissioning its nuelefacilities and retiring other asse

Changes in the market for TVA'’s debt, chanigeBVA's debt ceiling, changes in TVA's credit magj, or limitations on TVA's ability to borrow moneyhich

may result from, among other things, T's approaching or reaching its debt ceili

Changes in the economy and volatility in finanaierkets;

Inability to eliminate identified deficiencies iVRA's systems, standards, controls, and corporaterel

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

Problems attracting and retaining a qualified workég

Changes in technolog

Failure of TVA's information technology assets to operate as pl

Differences between estimates of revenues and expanseactual revenues and expenses incurrec

Unforeseeable event

See also Item 1A, Risk Factors, and Item 7, ManagémBiscussion and Analysis of Financial Conditaomd Results of Operations. New factors emerge from
time to time, and it is not possible for managentemgredict all such factors or to assess the éxtewhich any factor or combination of factors nieypact TVA's business
or cause results to
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differ materially from those contained in any fordldooking statement. TVA undertakes no obligatiompdate any forward-looking statement to reflestelopments that

occur after the statement is made.
GENERAL INFORMATION
Fiscal Year

References to years (2010, 2009, etc.) in this AnReport are to TVA's fiscal years ending Septem@@except for references to years in the biogghi
information about directors and executive officertem 10, Directors, Executive Officers and Corper@overnance, as well as to years that are predsd&cly,” which
references are to calendar years.

Notes
References to “Notes” are to the Notes to Finandetiethents contained in Iltem 8, Financial StatemamtisSupplementary Data in this Annual Report.
Property

TVA does not own real property. TVA acquires real propin the name of the United States , and sudd kitte in real property is entrusted to TVA as #gent
of the United States to accomplish the purposekeofiennessee Valley Authority Act of 1933, as amentileéd).S.C. 88 831-831ee (as amended, the “TVA ACTYA
acquires personal property in the name of TVA. Adiwgly, unless the context indicates the referéate TVA's personal property, any statement in thismual Report
referring to TVA property shall be read as referioghe real property of the United States which heenkentrusted to TVA as its agent.

Available Information

TVA's Annual Reports on Form 10-K, Quarterly Reportd~onm 10-Q, Current Reports on Form 8-K, and all adnemts to those reports are available on TVA's
web site, free of charge, as soon as reasonabltiqaile after such material is electronically filith or furnished to the Securities and Exchangm@dssion
(“SEC”). TVA's web site is www.tva.gov. Informatioomained on TVA's web site shall not be deemed tmberporated into, or to be a part of, this Annual
Report. TVA's SEC reports are also available tqotlteic without charge from the web site maintaingdhie SEC at www.sec.gov. In addition, the publigymead and
copy any reports or other information that TVA filegh or furnishes to the SEC at the SEC’s PubliteRence Room at 100 F Street N.E., Washington, D0642. The
public may obtain information about the operatiéthe Public Reference Room by calling the SEC-80Q-SEC-0330.
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PART |

ITEM 1. BUSINESS
The Corporation

In response to a request by President FranklinddsBvelt , the U.S. Congress in 1933 enacted I¢igisithat created the Tennessee Valley Authority (AT)V a
government corporation. TVA was created as a goventigorporation to, among other things, improvegetion on the Tennessee River, reduce the danmmage f
destructive flood waters within the Tennessee Riystem and downstream on the lower Ohio and MisgisBiwers, further the economic development of T¥Akrvice
area in the southeastern United States, and sedlehbgicity generated at the facilities TVA operates

Today, TVA operates the nation’s largest public posyatem and supplies power in most of Tennessetharn Alabama, northeastern Mississippi, and
southwestern Kentucky and in portions of northernrGiepwestern North Carolina, and southwestern Viegtnia population of over nine million people. 20110, the
revenues generated from TVA's electricity sales vr@.7 billion and accounted for virtually all o¥/A’s revenues.

TVA also manages the Tennessee River and certaelsi®to protect natural resources, to enhance@n@ development, and to provide recreational
opportunities, adequate water supply, and impravatr quality. TVA'’s stewardship responsibilitiege @onducted within the Tennessee Valley watershedsevho
boundaries are similar to, though not exactly #rae as, the TVA service area. TVA’'s managementefgnnessee River and its tributaries will someditre referred to
as TVA's “stewardship” program in this Annual Repor

Initially, all TVA operations were funded by fedeegipropriations. Direct appropriations for the TVAymy program ended in 1959, and appropriations foA'sV
stewardship, economic development, and multipurpesigities ended in 1999. Since 1999, TVA has &déll of its operations almost entirely from tladesof electricity
and power system financings. TVA's power system fiirags consist primarily of the sale of debt se@esit TVA is owned by the United States and is ndt@niged to
issue equity securities.

Service Area

The area in which TVA sells power, its service aredeiined by the TVA Act. Under the TVA Act, subject &rtmin minor exceptions, TVA may not, without
specific authorization from the U.S. Congress, eimit® contracts that would have the effect of mgkinor the distributor customers of its powerparse of power supply
outside the area for which TVA or its distributostamers were the primary source of power supplyubn1l 1957. This provision is referred to as ‘tesce” because it
bounds TVA's sales activities, essentially limitiiyfA to power sales within a defined service area.

In addition, an amendment to the Federal Power AfRA") includes a provision that helps protect TVAlsility to sell power within its service area . i¥h
provision, called the anti-cherrypicking provisigmevents the Federal Energy Regulatory Commig$EIERC”) from ordering TVA to provide access to ftansmission
lines to others for the purpose of using TVA's traission lines to deliver power to customers withibstantially all of TVA's defined service area. #sesult, the anti-
cherrypicking provision reduces TVA'’s exposure tsslof customers.

Sales of electricity account for substantiallyadlTVVA’s operating revenues. TVA's revenues bytestar each of the last three years are detail¢daniable below.

Operating Revenues
For the years ended September 30

(in millions)
2010 2009 2008

Electricity sales by stai
Alabame $ 1,49t $ 152¢ $ 1,41C
Georgie 252 264 23¢
Kentucky 1,19¢ 1,252 1,192
Mississippl 974 1,017 92z
North Caroline 53 58 50
Tennesse 6,69: 6,97( 6,38¢
Virginia 48 51 37
Subtotal 10,71: 11,13¢ 10,23¢
Sale for resale and other 2 4 13
Subtotal 10,71z 11,14 10,25:
Other revenues 161 11 13C
Operating revenues $ 10,87¢ $ 11,25 $ 10,38:
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Customers

TVA is primarily a wholesaler of power. It sells pawte distributor customers, consisting of municifiad and cooperatives that then resell the powéhneir
customers at retail rates. TVA also sells poweiitectly served customers, consisting primarily edéral agencies and customers with large or unisads$. In addition,
power that is excess to the needs of the TVA systas) mhere consistent with the provisions of the TVét,Ae sold under exchange power arrangements tigr o
electric systems.

Operating revenues by customer type for each distehree years are set forth in the table belbwthis table, sales to industries directly seraeglincluded in
INDUSTRIESDIRECTLY SERVED, and sales to federal agencies directly servdd@exchange power customers are includedbERAL AGENCIESAND OTHER .

Operating Revenues by Customer Typ
For the years ended September 30

(in millions)
2010 2009 2008

Municipalities and cooperative $ 9,27t  $ 9,642/ $ 8,65¢
Industries directly serve 1,321 1,367 1,47z
Federal agencies and ott

Federal agencies directly sen 11¢ 127 10¢

Off-system sales and other 2 4 13

Subtotal 10,71 11,14 10,25:
Other revenues 161 11 13C
Operating revenues $ 10,87« $ 11,258 $ 10,38:

Municipalities and Cooperatives

Revenues from distributor customers accounted3quedcent of TVA's total operating revenues in 2023 September 30, 2010, TVA had wholesale power
contracts with 155 municipalities and cooperativEach of these contracts requires distributorarusts to purchase from TVA all of their electric powead energy used
within the TVA service area.
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All distributor customers purchase power urater of three basic termination notice arrangements

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

The number of distributor customers with the corteaangements described above, the revenues ddriva such arrangements in 2010, and the percemthg
TVA's 2010 total operating revenues representethbge revenues are summarized in the table below.

TVA Distributor Customer Contracts
As of September 30, 2010

Percentage of

Sales to Total

Number of Distributor Operating

Distributor Customers in Revenues in
Contract Arrangementd) Customer: 2010 2010

(in millions)

15-year termination notic 5 $ 10z 0.%%
10-year termination notic 47 3,07¢ 28.4%
5-year termination notice 10z 6,084 55.€%
Total 158 $ 9,264 84.%

Notes

(1) Ordinarily the distributor customer and TVAveathe same termination notice period; howevecpimtracts
with six of the distributor customers with five-yegarmination notices, TVA has a 10-year terminatiotice
(which becomes a five-year termination notice ifArMses its discretionary wholesale ragtting authority). Alsc
under TVA's contract with Bristol Virginia Utilitis, a five-year termination notice may not be giuatil January
2018.

(2) Sales to distributor customers in 2010 fortcacts terminated during the year totaled an amtebti $11

million .

TVA's two largest distributor customers — Memphight, Gas and Water Division (“MLGW”) and Nashvillée€Etric Service (“NES”) — have contracts with five-
year and 10-year termination notice periods, respeyg. Although no single customer accounted fompgrcent or more of TVA's total operating revenire010, sales to
MLGW and NES accounted for nine percent and eightgrer respectively.

The power contracts between TVA and the distributstamers provide for purchase of power by the thistar customers at the wholesale rates establishéueb
TVA Board. These contracts include a fuel cost stifent (“FCA”) formula under which rates are pergadly adjusted to reflect the changing costs of, fperchased
power, and emission allowances. The FCA mechanismiradfudes tax equivalent payments related to FCAwts. Beginning October 1, 2007, rates were aufoaiiyt
adjusted quarterly under the FCA formula. Beginrdwober 1, 2009, the FCA rate adjustment becaneetefé on a monthly rather than a quarterly basishe TVA
Board, at its August 20, 2010 meeting, approvedegtaucture change that revises the wholesalerbgessstructure to implement wholesale demand andygmates in plac
of the end-use rates currently in effect. See liefBusiness —Rates— Rate Structure .

Under section 10 of the TVA Act, the TVA Board is authed to regulate the municipal and cooperativéritistors of TVA power to carry out the purposestaf t
TVA Act through contract terms and conditions as waslthrough rules and regulations. The TVA Boagiilees distributor customers primarily through phevisions of
TVA's wholesale power contracts. All of the powentracts between TVA and the distributor customersireghat power purchased from TVA be sold and distad to
the ultimate consumer without discrimination amongsumers of the same class, and prohibit diretctdirect discriminatory rates, rebates, or othercsgd concessions. In
addition, there are a number of wholesale power aohprovisions through which TVA seeks to ensure tthaelectric system revenues of the distributst@mers are used
only for electric system purposes. Furthermonmmoat all of these contracts specify the specifiale rates and charges at which the distributooousts must resell TVA
power to their customers. These rates are revisad time to time, subject to TVA approval, to reflebnges in costs, including changes in the whaesadt of
power. The regulatory provisions in TVA’'s wholesptaver contracts help carry out the objectives ofTtH& Act, including providing for an adequate supplypower at
the lowest feasible rates.

Other Customers

Revenues from industrial customers directly seaatbunted for 12 percent of TVA'’s total operatingergues in 2010. In 2010, contracts for customiexty
served were generally for terms ranging from fivd@years. These contracts are subject to terimmmby TVA or the customer upon a minimum noticeigetthat varies
according to the customer’s contract demand angehied of time service has been provided.

The United States Enrichment Corporation (“USEC™JV&\’s largest directly served industrial custom&ales to USEC for its Paducah, Kentucky facility
represented five percent of TVA's total operatingereues in 2010. TVA's current power supply contrgith USEC expires on May 31, 2012. See Item 7, ag@ment's
Discussion and Analysis of
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Financial Condition and Results of OperationdRisk Management Activities- Credit Risk. In January 2004, USEC announced its decisi@monstruct a new commercial

centrifuge facility in Piketon, Ohio, which is oids TVA'’s service area, and in July 2010, USEC sutediits loan guarantee application for the faciid the Department of
Energy (“DOE”). TVA believes that if the facility monstructed, USEC would reduce its electricity pases at the Paducah, Kentucky facility from al200®0 megawatts
(“MW") at its peak to less than 50 MW. USEC and T¥¥e involved in contract discussions which may rtesuh contract modification to reflect USEC'’s pdtehneed for

power beyond May 31, 2012. The effect of theseudisions is not yet known. Any termination of the @Sé®ntract would result in a loss of revenue, batlthver deman

could result in a more economical dispatch of paweemaining customers if some modifications wereenia the transmission system.

Rates

Rate Authority

The TVA Act gives the TVA Board sole responsibility festablishing the rates TVA charges for power. €hrages are not subject to judicial review or taeenvor
approval by any state or federal regulatory body.

Under the TVA Act, TVA is required to charge rates fomer which will produce gross revenues sufficientravjle funds for:

Operation, maintenance, and administration of it8grcsystem

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 Pragm
Appropriation Investme”); and

e Such additional margin as the TVA Board maysider desirable for investment in power system assetirement of outstanding bonds, notes, or other

evidences of indebtedness (“Bondsi)advance of maturity, additional reduction of fh@ver Program Appropriation Investment, and othep@ses connect
with TVA’s power busines

In setting TVA's rates, the TVA Board is charged by /A Act to have due regard for the primary objeesi of the TVA Act, including the objective that power
shall be sold at rates as low as are feasible.

Rate Methodology

In setting rates to cover the costs set out inM#a& Act, TVA uses a debt-service coverage (“DS@igthodology to derive annual revenue requiremendsmanne
similar to that used by other public power entitlest also use the DSC rate methodology. Under the iD8thodology, rates are calculated so that atyesili be able to

cover its operating costs and to satisfy its oligyes to pay principal and interest on debt. Thtemaking approach is particularly suitable fax bg entities financed
primarily, if not entirely, by debt capital, such &VA.

TVA's revenue requirements (or projected costs)cateulated under the DSC methodology as the sutmedfollowing components:

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

Debt service coverag

This methodology reflects the cause-and-effecticiahip between a regulated entity’s costs anattineesponding rates the entity charges for itsletgd products
and services. Once the revenue requirements (froped costs) are determined, they are compartitbtprojected revenues for the year in questioexiating rates, to
arrive at the shortfall or surplus of revenues@sared to the projected costs. Subject to TVA Baguproval, power rates would be adjusted to a lewiicient to produc
revenues approximately equal to projected costsadtition, as discussed above, the rates establlishder the DSC methodology are adjusted by the FCA.

The TVA Board is authorized by the TVA Act to set safer power sold to its customers. Additionally}fA’s regulated rates are designed to recover itssanfs
providing electricity. In view of demand for eldctty and the level of competition, it is reasoleatd assume that the rates, set at levels thategibver TVA's costs, can be
charged and collected. Further, the TVA Board hadliscretion to determine when costs will be recedén rates. As a result of these factors, TVA mesbrd certain
assets and liabilities that result from the regdatitemaking process that would not be recordedruatounting principles generally accepted indhied States of
America (“GAAP”) for non-regulated entities. Regulgtassets generally represent incurred costs that heen deferred because such costs are prolidbtare recovery

in customer rates. Regulatory liabilities gengradipresent obligations to make refunds to custsrf@rprevious collections for costs that are faly to be incurred or
deferral of gains that will be credited to custoniars

10
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future periods. TVA assesses whether the regulassygts are probable of future recovery by consigdectors such as applicable regulatory changs#engial legislation,

and changes in technology. This determinatiorectdlthe current regulatory and political environtrend is subject to change in the future. If fettecovery of regulatory
assets ceases to be probable or any of the ottterdalescribed above cease to be applicable, TVifldume required to write off these regulatory aseetsmbilities. Most
regulatory asset or liability write-offs would be ued to be recognized in earnings in the periogtich future recovery ceases to be probable.

Rate Structure

The rate structure for electricity sales is comgatisf a base rate and the FCA. On August 20, 26@9TVA Board approved (1) a nine percent increaskddase
rate portion of TVA's firm electricity sales ratesfective in the October 2009 billing period, &2J a revised FCA formula that converted the FCArfrguarterly operation
to monthly operation effective October 2009. AlsopaOctober 2009, TVA started amortizing over aeamonth period ended June 30, 2010, the $822 mitieferred
balance that was in the FCA liability account asept®mber 30, 2009. The table below identifies thatimy FCA amounts during 2010 and the first thremths of 2011
as well as the impact of the FCA changes from priontim total rates for end-use customers:

Impact of FCA
Changes from
Month FCA (¢/kwh)  Prior Month Total
Rate
October2009 (0.210) (11.0%)
November 200! (0.309) (1.5%)
December 200 (0.662) (5.5%)
January 201! (0.799) (2.3%)
February 201( (0.861) (1.1%)
March 201C (0.552) 5.3%
April 2010 (0.193) 5.9%
May 2010 (0.131) 1.0%
June 201( 0.198 5.0%
July 201C 0.403 3.0%
August 201( 0.508 1.5%
September 201 0.659 2.1%
October 2010 1.127 6.4%
November 201( 0.735 (5.0%)
December 201 0.476 (3.5%)

The TVA Board did not adjust the base rate portiofirof wholesale rates for 2011 but revised its F@Afula in October 2010 to adjust for seasonal fosts
within the FCA formula .

TVA's existing base rate structure with its disttilmucustomers is based on end-use customer demalfar &nergy consumption. Under this rate structure
wholesale charges are specified for each custorassification, and each distributor customer’s wale bill reflects the application of these chatgeactual end-use
customers’ volumes within each classification. Andad and energy base rate structure applies to 3diéctly served customers.

On July 8, 2009, in accordance with the rate changégons of its wholesale power contracts, TVA issadéitter to its distributor customers proposing th
implementation of a new rate structure. This fatigiated a required negotiation period during ehiTVA sought to reach agreement with distributorshenproposed
changes to wholesale and retail rates. At its Aug0s2010 meeting, the TVA Board approved the temtsanditions of the rate change to become effedipril 2011.

The changed rate structures provide price signésded to incentivize distributor and end-useamsts to shift energy usage from high-cost pertodess
expensive periods and are not intended to prowddéianal revenue for TVA (although individual digtutor and end-use customers may see some effett®iomills).

For distributor customers, the default rate stmects a time-of-use rate structure with an optmelect a seasonal demand and energy structueelifoited
time. All distributor customers would be on a timfedse wholesale rate structure by no later than l62etd012; however, TVA will continue to have discussiwith
distributor customers on alternative seasonal denaad energy structures.

For directly served customers and distributor-sgrugestomers with contract demands in excess of 5 Mé/default rate structure is a time-of-use satacture. In
addition, TVA is offering an optional seasonal dethand energy structure for these customers.
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For directly served customers and distributor-sgéugstomers with contract demands of 5 MW or l#esdefault rate structure contains seasonal price

differentials. In addition, TVA is offering an optial time-of-use rate structure for these customers
Current Power Supply

General

Power generating facilities operated by TVA at Septm30, 2010, included 29 conventional hydroeledities, one pumped storage hydroelectric siteobl- ¢
fired sites, three nuclear sites, 11 natural galcaril-fired sites, two diesel generator sitase avind energy site, one digester gas cofiring aite, 14 solar energy sites. In
addition, TVA acquires power under power purchaseegents of varying duration as well as short-teontracts of less than 24-hours in duration.

On average, TVA's generation fleet is among the sfldéany utility in the southeastern United StatBsiring recent years, TVA has invested substaptiadis in
maintaining its coal-fired generation assets thanosinding utilities. Although TVA is planning todrease its maintenance expenditures on its gengrasisets in 2011,
some assets may not operate as planned in the fiterto their age and condition .

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

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

2010 2009 2008 2007 2006
Coa-fired 74,59( 51% 76,79¢ 53% 98,75 62% 100,16¢ 64% 99,59¢ 64%
Nuclear 53,33¢ 36% 53,047 37% 51,37 33% 46,441 30% 45,31% 2%
Hydroelectric 14,01 9% 11,421 8% 6,68t 4% 9,047 6% 9,961 6%
Natural gas and/or «fired 5,47¢ 4% 3,481 2% 1,38¢ 1% 70E <1 % 613 <1 %
Renewable resources (non-hydi 4 <1 % 29 <1 % 39 <1 % 27 <1% 36 <1 %
Total 147,42: 10(% 144,77 10C% 158,23: 10C% 156,38 10C% 155,52! 10(%

Note
Operation and maintenance issues reduced the bleailenewable generation during 2010 from seveau@lifies, including those utilizing methane, soland wind.
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Net Capability
The following table summarizes the summer net cdipali MW TVA had available as of September 30, 201
SUMMER NET CAPABILITY (1)
As of September 30, 20:
Summer Net Date First Date Last
Number Capability Unit Placed Unit Placed
Source of Capability Location of Units (MW) in Service in 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¢ 195t 196~
Cumberlant Tennesse 2 2,47( 1972 1972
Gallatin Tennesse 4 97¢€ 195¢ 195¢
John Sevie Tennesse 4 704 195¢ 1957
Johnsonville Tennesse 10 1,20¢ 1951 195¢
Kingston Tennesse 9 1,39¢ 195¢ 195¢
Paradis: Kentucky 3 2,201 1962 197C
Shawne: Kentucky 10 1,33C 195: 195¢
Widows Creek2) Alabama 7 1,49: 1952 196~
Total Coa-Firec 58 14,57:
Nuclear
Browns Fern Alabama 3 3,242 197¢ 1977
Sequoyal Tennesse 2 2,28: 1981 1982
Watts Bar Tennessee 1 1,10¢ 199¢ 199¢
Total Nuclea 6 6,632
Hydroelectric
Conventional Plan Alabama 36 1,18¢ 192t 1962
Georgia 2 35 1931 195¢
Kentucky 5 22t 1944 194¢
North Caroline 6 491 194( 195¢
Tennesse 60 1,89¢ 1912 1972
Pumped Storage Tennessee 4 1,65: 197¢ 197¢
Total Hydroelectri 11z 5,49(
Natural Gas and/or C-Fired )
Allen Tennesse 20 45€ 1971 197z
Brownsville Tennesse 4 474 200¢ 200¢
Caledoni Mississippi 3 76€ 2007 2007
Colbert Alabama 8 392 1972 197z
Gallatin Tennesse 8 60C 197t 200(
Gleasor Tennesse 3 36C 2007 2007
Johnsonville Tennesse 20 1,12¢ 197t 200c
Kempel Mississippi 4 312 2001 2001
Lagoon Cree Tennesse 13 1,48( 200z 201
Marshall County Kentucky 8 61€ 2007 2007
Southaven Mississippi 3 774 200¢ 200¢
Total Natural Gas and/or (-Firec 94 7,35¢
Diesel Generatc
Meridian Mississippi 5 9 199¢ 199¢
Albertville Alabama 4 4 200( 200(
Total Diesel Generatc 9 13
TVA Renewable Resources (r-hydro) 2
Total TVA-Operated Generating Facilit 34,06¢
Contract Renewable Resources (-hydro) (4) 19
Power Purchase and Other Agreements 3,101
Total Summer Net Capability 37,18¢
Notes

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

(2) Widows Creek Unit 5 was idled on September2l,0. See ltem 1, Businessntegrated Resource Plan and Future Power Suptyr

other units idled subsequent to September 30, 2010.

(3) See Item 1, Business €urrent Power Supply — Natural Gas and/or Oil-FirEdcilities—for a discussion of TVA-operated natural gas and/or
oil- fired facilities.

(4) Contract Renewable Resources -hydro) include wind and landfill gas contrac
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Coal-Fired

At September 30, 2010, TVA had 11 coal-fired powersstonsisting of 58 active units and one idled. ufitiese facilities accounted for 14,573 MW of suenmet
capability. TVA began its fossil-plant constructiprogram in the 1940s and its coal-fired units weaeed in service between 1951 and 1973 .

TVA anticipates that clean air regulations will eveaily require all coal-fired plants to install ckeair controls, including scrubbers and selectaalytic reduction
systems (“SCRs”) for sulfur dioxide (“Sg), nitrogen oxides (“NQ,”), and mercury control. TVA also expects that légisn or regulations will eventually require it to

reduce carbon dioxide (“Cg") emissions or purchase Cfillowances. Due to the age, lower capacity, and lower efficieatgome of TVA’s older coal-fired units, it may
not be economical to install new clean air contoslpurchase CQallowances for these units. Accordingly, TVA has adieidled nearly 350 MW of coal-fired generation
and expects to idle more coal-fired units in theife. See Item 1, Business$ntegrated Resource Plan and Future Power Supply.

See Iltem 7Management’s Discussion and Analysis of Financiahdition and Results of Operations — 2010 Challsrigea discussion of the challenges of
dealing with coal combustion byproducts, and Noter&fdiscussion of the Kingston ash spill.

Nuclear

TVA has three nuclear sites consisting of six uimitsperation. The units at Browns Ferry Nuclear P{(&@rowns Ferry”) are boiling water reactor unitand the
units at the Sequoyah Nuclear Plant (“Sequoyah”)\atts Bar Nuclear Plant (“Watts Bar”) are pressediavater reactor units. At September 30, 2010¢tfesdlities
accounted for 6,632 MW of summer net capability.adldition, construction has resumed on Watts Bétr2)rand that unit is scheduled to be placed imise in CY 2012.
Statistics for each of these units are includeithéntable below.

TVA Nuclear Power
As of September 30, 20:

Date of
Date of Expiration
Installed Net Capacity Expiration of

Capacity Factor for of Operating  Construction

Nuclear Unit Status (MW) 2010 License Permit
Sequoyah Unit : Operating 1,221 97.¢ 202( —
Sequoyah Unit : Operatinc 1,221 85.t 2021 —
Browns Ferry Unit 1 Operating 1,15C 92.€ 203: —
Browns Ferry Unit 2 Operating 1,19C 87.¢ 203¢ —
Browns Ferry Unit & Operating 1,19 79.1 203¢ —
Watts Bar Unit 1 Operating 1,23( 91.1 203t —
Watts Bar Unit 2 Construction resumed in December 2! — — — 201z

Sequoyah License Renewaln August 5, 2009, TVA notified the Nuclear Regulatopn@nission (“NRC”) of its intent to submit licensenesval applications for
both Sequoyah units in the third quarter of 20f&pproved, the licenses for both units would btersed by an additional 20 years to 2040 for Ursihd 2041 for Unit
2. Prior to the 2013 submittal date, TVA will prepa detailed application and perform the necessavironmental reviews. The NRC reviews are expkttidake up to
three years after submittal .

Tritium-Related ServicesTVA and DOE are engaged in a long-term interagegrgement under which TVA will, at DOE’s request, iraaglitritium producing
burnable absorber rods to assist DOE in producitigrir for the Department of Defense (“DOD”). This agment, which ends in 2035, requires DOE to reimbliv&e for
the costs that TVA incurs in connection with prowmmglirradiation services and to pay TVA an irradiatgervices fee at a specified rate per tritium-poiay rod over the
period when irradiation has occurred.

In general, tritium-producing raat® irradiated for a full fuel cycle, which lastoab18 months. At the end of the cycle, TVA remotesirradiated rods and
loads them into a shipping cask. DOE then ships tioeits tritium-extraction facility. TVA loads adsh set of tritium-producing rods into the readioring each refueling
outage. lIrradiating the tritium-producing rods sloet affect TVA's ability to operate the reactarptoduce electricity.

The interagency agreement providesrfadiation services to be performed in Watts Bait 1 and Sequoyah Units 1 and 2. TVA has providedliation services

using only Watts Bar Unit 1 since 2003. TVA belieitesan meet DOE and DOD tritium requirements usingté/Bar Unit 1 while maintaining Sequoyah reactors as
backups.
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Other Nuclear Matters.See Item 1, Business- Fuel Supply — Nuclear Fuel — Spent Nuclear Fareh discussion of spent nuclear fuel, Item 1,iBess— Fuel

Supply — Nuclear Fuel — Low-Level Radioactive Whasta discussion of low-level radioactive waste, N&e— Contingencies — Decommissioning Césts discussion
of TVA’s nuclear decommissioning liabilities andated trust, and Note 28- Contingencies — Nuclear Insurarfoe a discussion of nuclear insurance, which disonss
are incorporated herein by reference.

Hydroelectric

TVA maintains 29 conventional hydroelectric dam®tighout the Tennessee River system and one puntedss facility for the production of electricityAt
September 30, 2010, these facilities accounte8,#90 MW of summer net capability. The amountleteicity that TVA is able to generate from its hgdlectric plants
depends on a number of factors outside TVA'’s contncluding the amount of precipitation, runoffitial water levels, and the need for water for cotimgewater
management objectives. The amount of electricyegation also depends on the availability of §rbelectric generation plants, over which TVA dbase some
control. When these factors are unfavorable, TV/Ainmcrease its reliance on more expensive geoerptants and purchased power. In addition, fodrdglectric dams
owned by a third party on the Little Tennessee Raret eight U.S. Army Corps of Engineers dams orCilnberland River contribute to the TVA power systémith dry
conditions significantly easing in TVA's service ari@ 2010, TVA realized increased conventional hgtirctric generation. See Item 1, Busines$\Veather and
Seasonality.

TVA’s Hydro Modernization Program (“HMOD"pegan in 1992 to address reliability issues on ity of its conventional hydroelectric units and its Raccoa
Mountain pumped storage facility. As of Septemb&r 210, updates to 57 hydroelectric units had lweenpleted. The capacity gain has been 565 MW thadverac
efficiency gain has been approximately five percéftiere are 38 units remaining to be updateddfitability and/or capacity increases.

A preliminary analysis performed as part of an updatTVA'’s hydrology model indicated that under “pable maximum flood” assumptions, four of TVA's dam
would not be high enough to contain the flood wat&#hile the “probable maximum flood” is an extresnahlikely event, TVA is taking actions with the ashensuring
that flood waters would not spill over the top ofsk dams even under these conditions. TVA implesdenterim dam modifications in the second quasfer
2010. Permanent dam modifications are being asdésgletermine appropriate changes needed at T tlaprevent a “probable maximum flood” from spdl over the
top of these dams, and cost estimates are beipguee: .

As a result of the update, TVA is also performing tiddal hydrologic assessments at most of its odlaens to determine whether water might spill overttip of
these dams during a “probable maximum flood.” Wdtel financial impact of permanent modificationsany additional dams which may be identified assailt of the
ongoing assessment will be determined as thesesassats are completed in 2011 .

Natural Gas and/or Oil-Fired

As of September 30, 2010, TVA operated 94 combustidsine units, 87 of which are simple-cycle and sesewhich are combined cycle. The simple-cyclésun
provide a maximum of 5,278 MW of summer net capghilThe seven combined cycle units provide a mmaxh of 2,080 MW of summer net capability. Eighfytiee
simple-cycle units are fueled by either natural giadiesel fuel. The remaining seven simple-cyrigs as well as the seven combined cycle unitugied by natural gas
only. Seventy-six of the simple-cycle units arpatale of quick-start response allowing full genemattapability in approximately 10 minutes. TVA usesbustion
turbines as peaking or backup units. Their reddyivow capital requirements and quick start-upatalities make them favorable for intermittent ctén to generate power
at periods of high demand or to provide ancillayies. Additionally, low natural gas prices durB@l0 have made these units more economical t@tgpeAs of
September 30, 2010, 24 of the simple-cycle combndtirbine units were leased by private entitie$ laased back to TVA under long-term leases. AldtA Teases the
three Caledonia combined cycle units under a lengriease. In addition, as of September 30, 28&0en States Southaven, LLC (“SSSL”) owned an uddi/B0 percent
interest in the three Southaven combined cyclespaitd TVA has entered into an agreement under vihighleases SSSL's undivided 90 percent interest intlsoven and
operates the entire facility through April 23, 201or additional details, see Note 12.

Diesel Generators
TVA has two diesel generator plants consisting néninits. At September 30, 2010, these facilitresided 13 MW of summer net capability.
Renewable Resources

TVA owns and operates three wind turbines, one dégegts cofiring site, and 14 solar energy sitesofASeptember 30, 2010, the wind sites provided Mg of
summer net capability and the digester gas cofsitggyand solar sites provided less than one Muafmer net capability.
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Purchased Power and Other Agreements

TVA acquires power from a variety of power produdreugh long-term and short-term power purchaseeagents as well as through power spot market
purchases. During 2010, TVA acquired 26 percenti@fower that it purchased on the power spot mamket, percent through short-term power purchaseeagents
(agreements with a duration of less than one ye@iohger than the term of spot market purchase),&npercent through lortgrm power purchase agreements (agreer
with a duration of more than one year) .

A portion of TVA's capability provided by power pura$e agreements is provided under contracts thaedxgtween 2011 and 2032, and the most significhnt
these contracts are discussed below.

TVA has contracted for 720 MW of summer neiatzlity from a natural gas-fired generating pleated at Decatur, Alabama. This contract expires o
August 31, 2012

TVA has contracted for 500 MW of summer ngdataility from a natural gas-fired generating plentiated in Morgan County, Alabama. This contraqtiees
on December 31, 201

TVA has contracted for 690 MW of summer net capgtitom a natural gafired generating plant located near Ackerman, Ms&gE. The contract expires
December 31, 201:

TVA has contracted for 440 MW of summer ngiataility from a lignite-fired generating plant irh€ster, Mississippi. The contract expires on M&th
2032. See Item 7, Management's Discussion and gisady Financial Condition and Results of Operat— Risk Management Activiti— Credit Risk.

Four hydroelectric plants owned by a third party@perated in coordination with the TVA system. Undmtractual arrangements which terminate on Jur
2011, TVA currently purchases and dispatches atitedity generated at these facilities and useptheer to supply the owner’s energy needs. TVA may be
the net purchaser or net supplier under these geraents

TVA has contracted for 27 MW of wind energy geation from 15 wind turbine generators locatedaffalo Mountain near Oak Ridge, Tennessee. Because
of the nature of intermittent wind conditions in fA€A service area, these generators provide enezgefiis but are not included in TVA’s summer net
capability total. The contract expires on Decen8igr2024

TVA has contracted for 300 MW of wind energyeggation from 150 wind turbine generators locatediingston County, lllinois. Deliveries under this
contract began May 11, 2010. Because of the nafurgermittent wind conditions in that area, thgemerators provide energy benefits but contrilbatg 35
MW of summer net capability. The contract expwesMay 10, 2030

TVA has contracted for 115 MW of wind energygeation from 70 wind turbine generators locateHaward and Mitchell Counties, lowa. Deliveries under
this contract began September 10, 2010. Because ofature of intermittent wind conditions in thata, these generators provide energy benefits but
contribute only 13 MW of summer net capability. €T¢ontract expires on September 9, 2(

Like TVA, the Southeastern Power Administrat{t EPA”) is a federal agency and is therefore atesl party. SEPA contracts with other utilities toyide
transmission services for federal power. Prefezéncthe sale of power is given to public bodies emaperatives. TVA, along with others, has contihetih
SEPA to obtain power from eight U.S. Army Corps afjifeers hydroelectric facilities on the Cumberl&ider system. The agreement with SEPA can be
terminated upon three years’ notice, but this motittermination may not become effective priodtme 30, 2017. The contract requires SEPA to geoVVA
an annual minimum of 1,500 hours of power for eaelgawatt of TVA’s 405 MW allocation, and all surphmswer from the Cumberland River

system. Because hydroelectric production has begurced at two of the hydroelectric facilities oe @umberland River system due to repair work being
performed by U.S. Army Corps of Engineers at thesdifies and because of reductions in the summneas flow on the Cumberland River, SEPA declared
“force majeure” on February 25, 2007. SEPA thetitited an emergency operating plan that, amongrdtiings, eliminates SEPA’s obligation to provide
TVA and other affected customers with a minimum amadipower. It is unclear how long the emergencyrafieg plan will remain in effec

In addition, under federal law, TVA is required taghase energy from qualifying facilities, cogenerat and small power producers at TVA's avoided abself-
generating or purchasing this energy from anotberce. At September 30, 2010, there were seveplisug with a combined capacity of 919 MW, whose ppis
purchased by TVA under this law.
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During the past five years, TVA supplemented its pogereration through power purchases as follows:
Purchased Power*
For the years ended September 30
2010 2009 2008 2007 2006
Millions of kWh 28,782 22,088 20,887 22,141 19,019
Percent of TV/'s Total Power Suppl 16.2% 13.1% 11.€% 12.4% 10.%%

Note
* Purchased power amounts for 2006 have been adjtistremove third-party purchases and include thgm credit to power
sales. Purchased power amounts include generationGaledonia, which is currently a leased facitiperated by TVA

Renewables, Energy Efficiency, and Demand Respnitiséive

In May 2009, TVA began offering new incentives fanies and businesses to encourage the installdtremewable, distributed generation sources sucolas,
wind , biomass, and low-impact hydropower below on# Bf capacity. In August 2010, the eligible prograire was reduced to 200 kW. Under this program, TVA
purchases all of the energy output at a premiucepend the distributor credits the customersHergeneration received through a credit on theintirip electric bills. All
new participants receive a one-time incentive 008Q,to help offset the startup costs for instaljuglifying renewable resources. The price that Tpés for solar
generation is now 12 cents per kWh above the rétagged by TVA's distributor customers, and the g@titat TVA pays for wind, low - impact hydro, and bi@sa
generation is currently three cents per kWh abbeerates charged by TVA's distributor customer¥ATanticipates that these projects will qualify fenewable energy
credits under any future legislation establishiaguirements for renewable electricity.

On September 16, 2009, DOE confirmed funding to srphe State of Tennessee’s Volunteer State Spiaative. Upon completion of applicable environrten
reviews, the proposed initiative will include a fiMBV solar power generation facility to be locatadiest Tennessee. Under the proposed initiative, pMAs to purchase
the power generated from the facility.

On May 27, 2009, TVA announced additional energy iefficy programs designed to promote energy effigi¢acesidential and commercial customers. These
initiatives, which support the TVA Board'’s directiteereduce energy use during times when demand atidargpower is highest , are briefly describebel

Tests for the new residential program, called theldtme Energy Evaluation Program, have begun in 2&etsincluding Nashville, Chattanooga, and theities
area (Bristol, Johnson City, and Kingsport) in Tessee as well as Hopkinsville, Kentucky, and Decatiahama. The program offers comprehensive in-home
energy audits as well as financing options and itiees to help homeowners who choose to make invegtnie significant energy efficiency improvementas.
2010, the program was expanded across the TVA syateins now offered by 137 distributor customersaddition to the In-Home Energy Evaluation Program i
2010, TVA continued to offer a suite of existingidestial energy efficiency programs that includéféiongs for new homes, manufactured homes, andheap
replacement, as well as an on-line, do-it-yoursetha energy audit.

In April 2009, the Commercial Efficiency Advice anttentives Program, an initiative targeting effitcieghting and HVAC systems for existing commercial
facilities and institutions, began testing in M&ssppi and Nashville. This program offered busiesss these areas an opportunity to receive amggreesessment
of their facilities to help them identify energyvéag opportunities. Financial incentives were asailable for projects that help reduce electdwer
consumption. Later in 2009, incentives for effitiéghting and HVAC in existing industrial facilisewith up to five MW of contract demand were addethe
program. In 2010, the program scope expandedctode prescriptive lighting and HVAC rebates for drbakinesses. At the end of 2010, 100 distributor
customers were offering the program to their custeroader the revised name, the Commercial and triduEfficiency Advice and Incentives Program.

The Major Industrial Program targets very largeustdal customers with contract demand greater fivenMW and offers technical assistance and investfor
energy efficiency projects that lower the customdemand for power during peak usage periods on e system.

These three programs are part of an effort whicblirad input from TVA power distributor customers ahd public regarding the best options for encourggin
electricity users in TVA's service area to savergpe

In June 2009, TVA began testing residential buildiechniques, energy efficiency technologies, angsbbold appliances at three experimental houses nea
Knoxville, Tennessee. Testing will be conducted avérree-year period to learn more about how cuttitige residential construction affects energy iefficy in homes in
TVA's service area. The three houses include (19waly built home that meets ENERGY STAR performaneedards, (2) a home modified with improvements toatd
easily be made to existing homes for increasedieffcy, and (3) a home built from the ground upém “near-Zero Energy Home.” TVA will use the daddected to
evaluate new efficiency applications. This

17




Table of Content SACE 1st Response to Staff

017895
project is expected to help enable builders, dgerky and consumers to learn about how to appsethew technologies, as well as their costs and itenéfitimately, this

information should help consumers better managetieegy they use and save money on their eledtisc [Results after one year of testing show therage consumer can
realize significant energy savings through good te@ation and insulating techniques, sealing ajrsg routing HVAC duct in conditioned space, andgifliorescent
lighting.

During the summer of 2010, TVA utilized a third-paatygregator of demand response load as a virtulmgepower plant for approximately 170 MW of demand
response for nine events totaling 40 hours. Thd farty delivered the load requested by TVA inmection with the nine events.

Fuel Supply
General
TVA'’s consumption of various types of fuel depetatgely on the demand for electricity by TVA'’s custers, the availability of various generating urétsed the

availability and cost of fuel. The following tatdemmarizes TVA's expenses for various fuels forytbars indicated:

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

(in millions)
2010 2009 2008 2007 2006
Coal $ 2,12¢ $ 2,127 $ 2,24; % 2,07 $ 1,99¢
Natural gas 23€ 12¢ 131 63 60
Fuel oil 38 38 45 26 27
Nuclear fuel 277 267 25€ 18C 178
Total fuel $ 2671 $ 2,561 $ 2,67 $ 2,34 $ 2,25¢€

Note
* Excludes affects of the FCA deferrals and amattan on fuel expens:

The following table indicates TVA's aveeafyiel expense by generation-type for the yearsated:

Fuel Expense Per kWh*
For the years ended September 30

(cents/kWh)
2010 2009 2008 2007 2006
Coal 2.9C 2.81 2.31 2.0¢ 2.0z
Natural gas and fuel c 4.37 3.717 9.7¢ 9.62 10.65
Nuclear 0.5Z 0.5C 0.5C 0.3¢ 0.3¢
Average fuel cost per kWh net
thermal

generation from all sourc 2.01 1.92 1.7¢€ 1.5¢ 1.54

Note

* Excludes affects of the FCA deferrals and amattan.

TVA also has tolling agreements under which it buywer production from outside suppliers. Under theimg agreements, TVA supplies the fuel to thesale
supplier, and the outside supplier converts theifie electricity. The following table indicatelset cost of fuel supplied by TVA under these agredsmand also the avera
fuel expense per kWh for the years indicated:

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

201(C 200¢ 200¢ 2007 200¢
Cost of fuel (in millions $ 381 $ 258 3 457 % 43C % 28¢
Average fuel expense
(cents/kWh) 5.9t 6.54 12.2¢ 5.51 6.07

Coal

Coal consumption at TVA's coal-fired generating fidiels during 2010 was approximately 36 million tonss of September 30, 2010, and 2009, TVA had 36 day
of system-wide coal supply at full burn rate, resipety, with a net book value of $465 million andép million, respectively.

18




Table of Content SACE 1st Response to Staff

017896
TVA utilizes both short-term and long-term coal gaots. Long-term coal contracts last longer thae year, while short-term contracts are for one pea

less. During 2010, long-term contracts made up&8ent of coal purchases and short-term conteactsunted for the remaining two percent. TVA planedntinue using
contracts of various lengths, terms, and coal gutdimeet its expected consumption and inventequirements. During 2010, TVA purchased coal byrbasifollows:

43 percent from the lllinois Basi

28 percent from the Powder River Basin in Wyomi

20 percent from the Uinta Basin of Utah and Coloraaml

9 percent from the Appalachian Basin of Kentuckyyri3glvania, Tennessee, Virginia, and West Virg.

Total system coal inventories were at or aboveetdgyels for most of 2010. During 2010, 34 peradntVA's coal supply was delivered by rail, 26 pent was
delivered by barge, and 33 percent was deliverea @ymbination of barge and rail. The remainder dedivered by truck.

Natural Gas and Fuel Oil

During 2010, TVA purchased substantially all of itgural gas requirements from a variety of suppligrder contracts with terms of one year or lessyanaged
its exposure to spot market volatility throughHtaancial Trading Program (“FTP”). TVA purchasebsantially all of its natural gas to operate costlmn turbine units
and to supply fuel under tolling agreements in whitfA is the fuel supplier. At September 30, 2010pall 14 of TVA’s combustion turbine units were duslfcapable,
and TVA has fuel oil stored on each site for itsldual combustion turbines as a backup to natuaal g

During 2010, TVA purchased substantially all of iteffoil on the spot market, but managed its exposuspot market volatility through its FTP. At Sspber 30,
2010, and 2009, the net book value of TVA's natgea in inventory was $8 million and $3 million, pestively, and the net book value of TVA's fuel milinventory was
$66 million and $71 million, respectively.

Nuclear Fuel

Converting uranium to nuclear fuel generally invedfour stages: the mining and milling of uranium  produce uranium concentrates; the conversiamaniurr
concentrates to uranium hexafluoride gas; enrichirofaranium hexafluoride; and the fabrication lné £nriched uranium hexafluoride into usable faskeanblies. For its
forward five-year (2011-2015) requirements, TVA cuathg has 100 percent of its uranium mining and imill, conversion services, enrichment services fabdcation
services requirements either in inventory or urtdgrtract. TVA anticipates being able to fill itsenls beyond this period by normal contracting preegss market foreca:
indicate that the fuel cycle components will be igaalvailable.

TVA, DOE, and certain nuclear fuel contractors haviereed into agreements that provide for the blegdiown of surplus DOE highly enriched uranium (uramiu
that is too highly enriched for use in a nucleavgoplant) with other uranium. Under these agregmehe enriched uranium that results from thémbing process, which
is called blended low enriched uranium (“BLEU")fébricated into fuel that can be used in a nugheaver plant. This blended nuclear fuel was firadied in a Browns
Ferry reactor in 2005 and is expected to continusetused to reload the Browns Ferry reactors thratigeast 2016. BLEU fuel was loaded into Sequaymih 2 in CY
2008 and CY 2009 and is expected to be loaded agé&liy 2011.

Under the terms of an interagency agreement betédh and TVA, in exchange for supplying highly enrichednium materials for processing into usable BLEU
fuel for TVA, DOE participates to a degree in theisgs generated by TVA's use of this blended nucleal. See Note 1 -Blended Low Enriched Uranium Progrdor a
more detailed discussion of the BLEU project.

TVA owns all nuclear fuel held for its nuclear plantAs of September 30, 2010, and 2009, the nek baloie of this nuclear fuel was $1.1 billion and®$8nillion,
respectively.

Mixed Oxide Nuclear Fuel. TVA signed an agreement with DOE in February 201Gumdhich DOE would reimburse TVA for its costs in igtigating the
potential use of mixed oxide (“MOX") fuel in TVA'Browns Ferry and Sequoyah nuclear reactors. T0X Rliel is a mixture of plutonium and depleted utemioxide witt
the plutonium originating from surplus nuclear weapuaterial. DOE is building a plant near Aiken, BoGarolina to produce MOX fuel.

DOE is completing a Supplemental Environmental Im@atement (“SEIS”) to include TVA as a potentialruseMOX fuel. TVA has not committed to using

MOX fuel and will only go forward with the programTWVA believes it is safe to do so and will resuliitbenefit to TVA customers. A decision on whetlega forward is
expected in 2012 with the first potential delivefyMOX fuel in 2018.
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Low-Level Radioactive Wastd_ow-level radioactive waste (“radwaste8sults from the normal operation of nuclear uaitd includes such materials as dispos

protective clothing, mops, and filters. TVA hastaar types of radwaste processed and shipped tepaghl facility in Clive, Utah, and TVA also storesre radwaste at its
own facilities. TVA is capable of storing radwastésfacilities for an extended period of time

Spent Nuclear Fuel.Under the Nuclear Waste Policy Act of 1982, TVA (arider domestic nuclear utility licensees) enténéal a contract with DOE for the
disposal of spent nuclear fuel. Payments to DOBbased upon TVA's nuclear generation and chargeddtear fuel expense. Although the contracts cdtbeOE to
begin accepting spent nuclear fuel from the witby January 31, 1998, DOE has yet to establighragnent disposal site for spent nuclear fuel. TNi&, other nuclear
utilities, stores spent nuclear fuel at its nucktes. TVA would have had sufficient space to cargito store spent nuclear fuel in storage poolsfinidely had DOE begun
accepting spent nuclear fuel. DOE'’s failure to darsa timely manner required TVA to construct dagk storage facilities at Sequoyah and Browns Faerdyto purchase
special storage containers for the spent nucledr fllhe Sequoyah and Browns Ferry dry cask stdiagjities have been in use since 2004 and 2G8&actively, and
currently provide storage capacity through 2028exjuoyah and 2018 at Browns Ferry. Watts Bar tidisient storage capacity in its spent fuel panldst until
approximately 2015. In September 2010, the NRC anced its approval of final revisions to its WaSEnfidence findings and regulations expressingNRE’s
confidence that spent nuclear fuel can be safelgdtfor at least 60 years beyond the licensedfiny reactor and that sufficient repository aayawill be available when
necessary.

To recover the cost of providing long-term, on-siterage for spent nuclear fuel, TVA filed a breatlontract suit against the United States in tbar€of Federal
Claims in 2001. In August 2006, the United Stateisl TVA almost $35 million in damages awarded by @ourt of Federal Claims, which offset partiallg tonstruction
costs of the dry cask storage facilities that TVAuimed through 2004. The United States has alsb PdA approximately $24 million in damages to offpattially
operational costs for on-site storage from 2008007. TVA anticipates submitting additional claim<XOE periodically.

Transmission

The TVA transmission system is one of the largestaorth America. TVA'’s transmission system has 6@riconnections with 14 neighboring electric systesmns|,
delivered nearly 174 billion kilowatt-hours of elecity to TVA customers in 2010. In carrying out rssponsibility for grid reliability in the TVA seice area, TVA has
operated with 99.999 percent reliability over th& kleven years in delivering electricity to cuséss

TVA's transmission system consists primarily of fobowing assets:

¢ Approximately 15,940 circuit miles of transmissiamek (primarily 500 kilovolt and 161 kilovolt lings
« 498 transmission substations, power switchyards saitthing stations; an
« 1,240 connection points (customer, generation,iatedconnection.

To the extent that federal law requires accessad WA transmission system, the TVA transmission orzgtion offers transmission services to othersangmit
power at wholesale in a manner that is comparabl&/#s own use of the transmission system. TVA has atkipted and operates in accordance with a publishe
Standards of Conduct for Transmission Providersagopdopriately separates its transmission functiooms its marketing functions.

Weather and Seasonality
Weather affects both the demand for and the mankets of electricity. TVA uses degree days to raeathe impact of weather on TVA'’s power

operations. Degree days measure the extent to \ahimtage temperatures in the five largest citieBMA's service area vary from 65 degrees Fahrenliiring 2010,
TVA had 269, or nearly eight percent, more heatiagrde days and 556, or over 30 percent, more gpdégree days than in 2009.

Percent Percent
2010 Change 2009 Change 2008

Combined degree days (normal 5,2 6,057 15. 8% 5,232 2.6% 5,09¢

TVA's power system is generally a dual-peaking systenere the demand for electricity peaks duringstivamer and winter months to meet cooling and heating
needs. TVA met an all-time summer peak demand @823MW on August 16, 2007 at 102 degrees Fahreahdiain all - time winter peak demand of 32,572 MW o
January 16, 2009 at nine degrees Fahrenheit. &sudt of a cold wave during the first week of Jagur10, TVA set a number of energy demand recordaev total dail
energy demand record of 701 GWh was set on Ja&§10, and a total weekly energy demand reco/J6¥3 GWh was set for the seven-day period endagadaio,
2010, when TVA experienced an average demand oB82WBN per hour for the entire week.
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After several years of dry weather and drought caoniiitin the TVA service area, rainfall and runoffds improved in the Tennessee Valley during 20@9 an

2010. Rainfall in the Tennessee Valley was 93gmrof normal in 2010 and 103 percent of norm&0df9. Runoff was 111 percent of normal in 2010 8agercent of
normal in 2009. Runoff is the amount of rainfalht is not absorbed by vegetation or the ground lwhétually reaches the rivers and reservoirs tha# fhanages. As a
result, TVA’s conventional hydroelectric generatinaoreased 21 percent in 2010 over 2009, and 6zepemn 2009 over 2008. Conventional hydroele@gneration was
103 percent of normal in 2010 and 85 percent ofrrabin 2009. See ltem 1A, Risk Factors, for awssion of the potential impact of weather on TVA.

Competition

TVA provides electricity in a service area thataggely free of competition from other electric poweoviders. This service area is defined primasiytwo
provisions of law: the “fence” and the “anti-cherglng” provision. The fence limits the regionwhich TVA or distributors of TVA power may provide poweFhe “anti-
cherrypicking” provision limits the ability of othe to use the TVA transmission system for the purpbserving customers within TVA's service area.

From time-to-time there have been efforts to ettb@eprotection of the anti-cherrypicking provisiamd the protection of the anti-cherrypicking pssen could be
called into question and perhaps eliminated at siimein the future.

Integrated Resource Plan and Future Power Supply

On June 15, 2009, TVA initiated an Integrated ResoBtaa (“IRP”) entitled TVA's Environmental and Engrguture. The purpose of the IRP is to create a
framework for the analysis of alternatives to adsliteg electricity needs in TVA's service area far tlext 20 years. The alternative portfolios depetbfor this effort will
be evaluated using several criteria including edgitd fuel costs, reliability, possible environrmaimpacts, compliance with existing and anticipdfigture laws and
regulations, and other factors. TVA expects to issfigal IRP in early CY 2011. While economic cdiatis have reduced power demand in recent years, Galiaves
power demand will grow under most likely scenariog] &VA intends to make capital investments in theent year as well as future years.

Aligned with TVA's IRP efforts, the TVA Board asked nagement in 2010 to review TVA’s mission of provigilow-cost power, economic development,
environmental stewardship, river management, actthtgogical innovation and to develop a vision TMA's future based on that mission. In assessi¥@'§ current
operating environment, which is affected by ecorwuanicertainty, the need for infrastructure investinand uncertain national energy policy, manage¢radapted a vision
for TVA to be one of the nation’s leading providefdow-cost and cleaner energy by 2020 by becoming:

e The nation’s leader in improving air quality,
*  The nation’s leader in increased nuclear prédocand
*  The southeastern United States’s leader in &serd energy efficiency.

Improving Air Quality

TVA anticipates that clean air regulations will eweaily require all coal-fired plants to install cteair controls, including scrubbers and SCRs for,$®0, , and
mercury control. TVA also expects that legislategulation will eventually require it to reduc® , emissions or purchase C@llowances. Due to the age, lower
capacity, and lower efficiency of some of TVA’s otdmal-fired units, it may not be economical totalisnew clean air controls or purchase Calowances, particularly for

the 6,800 MW of TVA's coal-fired units that do nae scrubbers. TVA is studying one of the optianthe IRP that calls for 3,000 MW of coal-fired tsntio be idled by
2017. In September 2010, TVA idled Unit 5 at Widowsék Fossil Plant (“Widows Creek”), and in Octob@i@ idled Widows Creek Unit 2 as well as ShawneeiFoss
Plant Unit 10. The three units account for neaB9 W of summer net capability. TVA may decide teidther coal-fired units in the future.

TVA is working toward obtaining greater amounts ofptsver supply from clean (low or zero carbon-emijior renewable sources. TVA defines its cleangner
portfolio as (1) energy that has a zero or nean-2#D, emission rate, such as nuclear and renewables fepesrduction that is sustainable and often natyralplenished),
(2) energy efficiency improvements, including demha@duction, and (3) waste heat recovery. In 2about 40 percent of TVA'’s total power came from r@@-, -emitting
sources (nuclear, hydroelectric, and renewable ghesgydefined by TVA. TVAS plans to add clean and renewable power are camsigith increasing expectations that
Environmental Protection Agency (“EPA”) will adopirdations, in the near-term that require utilitiesupply a certain percentage of energy from rebésources and,
possibly, to participate in an economy-wide progtarnap and reduce emissions of greenhouse gases EGH&luding CO,. If such regulations are adopted, TVA may
be required to reduce or offset emissions, or tolpase emission allowances under a cap-and-tradegme and may be required to contract for or géaexa increasing
percentage of energy from renewable sources. $iecknal outcome of any such legislation or regjafes is not known, TVA is presently unable to acceisaéstimate the
cost of future renewable and GHG requirements. Thecu
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process for the development of TVA's IRP will helpnéorm future decisions on investment in new rende/alnd clean generation.

An emerging factor related to air quality is theajeg use of electric vehicles. One of the impdrbmmefits expected from the switch to electricigles is a
reduction in the burning of fossil fuels, which @ueduce localized air pollution from transpomatias well as the threat of climate change. Othampial impacts include
faster growth in energy demand, increased peak demand due to daytime use of charging statiortsjraareased congestion on the transmission andbdison
infrastructure. Technology adoption rates focgle transportation are difficult to predict, hovezyand introduce a new source of forecast unceytai

Combustion Turbines

Itis TVA's intention to significantly increase prodion from low-emission generation facilities witte addition of natural gas plants to its generefieet in the
near future.

In September 2010, the Lagoon Creek Combined (Betdlity began commercial operation with a summercapability of approximately 550 MW. In addition,
TVA is in the process of constructing the John Se@iembined Cycle Facility in northeast TennessE€A expects to complete the combined cycle faciligyhid-CY
2012. The completed facility is expected to adprapimately 880 MW of summer net capability to fiéA system at a cost of approximately $820 millidV.A may also
decide to make further strategic investments innahgas-fired facilities in the future.

Certain upgrades planned for TVA’s Gleason Combusfiurbine Plant and a newly planned New Caledopialtlistion Turbine Plant were cancelled by the TVA
Board during 2010 based on its decision to consthgcJohn Sevier Combined Cycle Facility. See Néte

Increased Nuclear Production

Central to TVA's vision of becoming one of the natoleading providers of lowest cleaner energy by 2020 is an increased focumiolear energy. While TVA
planning to idle some of its older coal-fired geat&m capacity, it looks to both replace the idtegability and expand overall capability with adafis to its nuclear
generating fleet.

Watts Bar Unit 2 On August 1, 2007, the TVA Board approved the detigm of Watts Bar Unit 2. The project is schestlto be completed in CY 2012. TVA
has applied for an NRC operating license, andgitasess includes opportunity for a public heari@pntentions against the licensing request have fileel. See Note 20
— Legal Proceedings— Administrative Proceeding Regarding Watts Bar Nacklant Unit 2. Completing Watts Bar Unit 2 is expected to cggiraximately $2.5 billion,
excluding allowance for funds used during constarctAFUDC") and the cost of the initial fuel loadVatts Bar Unit 2 is expected to provide 1,150 MW\safnmer net
capability.

Extended Power Uprate TVA is undertaking an Extended Power Uprate (“EPf9ject at Browns Ferry which is expected to inseetihe amount of electrical
generation by increasing the amount of steam pmdiby the reactors. Additional fuel would be adtiethe reactors during each refueling outage t@srighe increased
steam production. The NRC licenses for each reactst be modified to allow reactor operation athtgher power level. TVA has submitted license amegmtmequests
and is currently in discussions with the NRC onctelé technical issues affecting EPU licensing. fesailt of these discussions may impact the amoiupdwer level
increase realized by the EPU. Completion of tberlsing process will determine the final implemgataschedule.

Bellefonte Units 1 and 2 Construction of Bellefonte Nuclear Plant (“Betiafe”) Units 1 and 2 located in Hollywood, Alabamegan in 1974 but was deferred in
1988 and 1985, respectively. TV#tonstruction of Bellefonte Units 1 and 2 had bemtertaken pursuant to construction permits isfyethe NRC, but in November 20
TVA cancelled the construction of these units arkbdghe NRC to withdraw the permits. Subsequentignges in new generation capacity economics prah e to re-
evaluate the feasibility of completing these uratsg in August 2008, TVA asked the NRC to reinstageconstruction permits for both units in ordepteserve the
completion option. On March 9, 2009, the NRC issale@rder reinstating the construction permits fel&onte Units 1 and 2. Following completion of mdetailed
feasibility studies, on August 20, 2010, the TVA Bbapproved spending $248 million for additional ieegring, design, and licensing activities, as \&elthe procurement
of long lead-time components for the partially cdeted Bellefonte Unit 1. TVA requested in October 2@d.@xtend the expiration date of the Bellefontestnuction
permit from October 2011 to October 2020. WhileTMA Board’s action will help maintain Unit 1 as a viatalternative to meet the projected need for geiter on the
TVA system in the 2018 to 2020 timeframe, this attimes not mean TVA can re-commence constructidundfl. Further action by the NRC, reviews by TVAddmal
approval by the TVA Board after the IRP has beengletad are required before construction activiti@s resume. See Note 20kegal Proceedings — Proceedings
Regarding Bellefonte Nuclear Plant Units 1 anc

Bellefonte Units 3 and 4 TVA is developing options for future nuclear geatem at its Bellefonte site. In October 2007, TV/Asitted a Combined Construction
and Operating License Application to the NRC for tveav designed Advanced Passive 1000 reactors tachietbat the Bellefonte site and designated agfdalie Units 3
and 4. TVA's application was being supported, irt,dqay NuStart, an industry consortium comprised ®lutilities and two reactor vendors the purposefuth is to
satisfactorily demonstrate the new NRC licensingess for nuclear plants. The Bellefonte CombinedsBruction and Operating License Application is of several
Advanced Passive 1000 Westinghouse
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standardized plant applications, and other apptiichave announced construction schedules thafocdheir license reviews to be completed prior &l&onte’s. As a

result, NuStart, with TVA’s agreement, has transgidiits reference plant to the Combined Construaiuh Operating License Application of another wtiliOn September
29, 2010, TVA notified the NRC that the recently coetpdl Final Supplemental Environmental Impact Statérhad determined that completion of the partiatipstructed
Bellefonte Unit 1 is the preferred alternative hear-term additional generating capacity at théeaite site. Consequently, with the exceptiothef ongoing review of
hydrology-related portions of the application, TVAjuested that the NRC defer review of the Bellefdstiés 3 and 4 Combined Construction and Operaticghse
Application pending a final decision of the TVA Boagsdarding new generation capacity at the Bellefeitte Contentions have been filed with respethéoBellefonte
Combined Construction and Operating License Appibca. See Note 20 -Sontingencies Legal Proceedings Administrative Proceeding Regarding Bellefonte Hacl
Plant Units 3 and 4

Other Nuclear Initiatives TVA has signed a letter of intent to begin evaluairsite for the first B&W mPower reactor at itsrch River site in Oak Ridge,
Tennessee. The B&W mPower reactor would have alslealmodular design, allowing utilities to addodlieal generation capacity in increments of 125aveatts. The
B&W mPower reactor is expected to be competitivénaind more quickly built than larger reactors omrmarket.

Hydroelectric

Annual hydroelectric generation is highly dependentveather conditions and can vary significantlyrfrgear to year. TVA is assessing its conventional
hydroelectric units for reliability and/or capaciticreases through 2030.

Renewable Energy

In December 2008, TVA issued requests for propo$BERs”) for both dispatchable capacity and as-awéd energy from renewable energy sources for @p to
total of 2,000 MW of generation. In May 2010, TVAdan receiving up to 300 MW of energy under a 28@-gentract from a wind farm in lllinois. TVA curréyndoes not
purchase the renewable attributes for this enengiyhés the opportunity to obtain them in the futulre September 2010, TVA began receiving up to 18 of renewable
wind energy under a 20-year contract from a wind farhowa. TVA has entered into six additional 20-yeantracts for the purchase of up to 1,166 MW akreable wind
energy from wind farms located in various Midwesteas. Power under these six additional wind eneogyracts is scheduled to be delivered beginmngY
2012. Bringing power from distant locations raigassmission issues and costs, and the intermittetnre of wind, solar, and other renewable souraagesult in TVA
needing backups for those sources or mechanisms.

TVA has also entered into one contract for up te flW of renewable landfill gas energy from a locatioside TVA's service area. TVA is scheduled toibeg
receiving over three MW under this contract in Jag2011, and this amount is expected to increpge five MW by January 2013.

There are currently several bills pending befora@ess that contain provisions proposing variousoof renewable energy and energy efficiency
requirements. Under most legislation proposingdarf@ renewable energy standard, TVA would be redueensure that a certain percentage (curremlging from three
percent to 20 percent) of the electricity it sedlproduced by renewable energy sources as definibe ilegislation. Although TVA considers hydroet@cgeneration a
renewable source, it is unlikely it will contributed future renewable portfolio standard requirem&ume proposals would allow utilities to pay altéineacompliance
payments if that percentage could not be met becafusertain restrictions. See Item 1, BusineEsivironmental Matters.

Technology advancements will be needed to addmes sf the operational issues associated with rerievealergy, such as energy storage to address
intermittency. In addition, most renewable enemgources are geographically specific. Some regidhe United States have an abundance of windalad resources,
whereas other regions have hydroelectric resourRegional differences and limitations play a priynaie in the types and amount of renewable andncénergy develop
across the country. Within the area served by T\, of the most abundant renewable resources amaélgdtric and biomass. Feasible wind energy mrgion is
primarily associated with mountain top and ridgelim&allations, and the total potential capacitjmsted when compared to other parts of the natitiere wind energy is
more abundant. If TVA is required to increase #s of renewable resources and the cost of doing g@ater than the costs of other sources of gémerdVA’s costs ma
increase.

Power Purchases
Purchasing power from others will likely remain amonent of how TVA addresses the power needs ofriticeearea. TVA intends to balance production

capabilities with power supply requirements by prampthe conservation and efficient use of eledyriand, when necessary, buying, building, and/asitey assets or
entering into purchased power agreements.

23




Table of Content SACE 1st Response to Staff

o 017901
Energy Efficiency and Demand Response Programs

Nationally, much attention is being focused on timeus grid, an electric power system that providesaased information and load control for customers,
distributors, and grid operators. The smart gupp®rts behavioral change in a way that reducesmsydemands and costs and increases energy efici€he smart grid is
also designed to promote societal benefits suckdagced emissions, lower energy costs, and grdatébifity to accommodate new renewable distributeergy
sources. TVA, in partnership with its distributassdeveloping a smart grid deployment plan for ™A service area. This deployment plan is expettddad to new
technology improvements that enhance the performahthe existing transmission and distributionteys. Additionally, the plan is expected to utileraerging smart gri
technology to empower residential, commercial , iaddistrial customers to more efficiently use eiegbower and lower their power costs. The TVA sanacea faces a
unique challenge since TVA serves 155 distributotamsrs at the wholesale level and these distrilzttstomers serve the end-use customers; accordihglgeployment
plan must address the differences of the 155 bigisi customers and evaluate the costs and bepéfiifferent technology solutions to determine bigst business case for
each distributor customer. Also, the cyber segwiteach system should be addressed .

TVA is implementing a pilot program with some distribr customers to enhance smart grid infrastrudhim@ugh investment in communication technologisd a
end-use customer devices. By providing startapgtal, TVA aims to gather information useful foridjing distributor customers through a successfliHaat plan. Produc
being tested in the pilot program include (1) syste¢hat enable two-way direct load control of watsatkrs and air conditioners, (2) smart thermostatsmart displays ,
(4) systems that empower participation in voluntitical - peak pricing products, and (5) disttiba systems that regulate voltage. Terms ofliet program are
currently being negotiated with 19 distributor cuséus .

TVA has an existing portfolio of programs focusingenergy efficiency and demand response whichesiyded to promote the wise use of energy. Seeltem
Business -Current Power Supply In July 2010, TVA furthered its demand responsefplio with a new power supply agreement with ad¥party aggregator of demand
response load. Under this arrangement, the thiry-pmexpected to provide by the end of 2012 up@d MW of peak load reduction when requested by T\TAis
arrangement is expected to allow TVA to reduce itslpase of more expensive generation as well agitaeespower grid stress.

Research and Development

TVA makes investments in science and technologioavation to help enable TVA to meet future chalksin a variety of areas. TVA is currently focusedtee
following initiatives:

Evaluation of technologies and development of ditytplan for the integration of electric vehiclesnto the distribution and transmission sys
including: developing technologies to make electrehicles and the charging stations that fuel theark together efficiently, dealing with demands tbe
power grid caused by charging stations, finding waysiinimize demands on the power grid, includintasassisted charging stations and distributed er
storage, and refining existing processes for powstesn control to maximize energy efficiency andetéldl advantage of the environmental benefitsle€tic
transportation
Development of smart grid infrastructure for bo#msmission and distribution syster
Development and testing of infrastructure and teldgies to enable consumer awareness and accessiemdeesponse and energy efficiency to

»  Development and demonstrationaafl @sh utilization technologies;
Evaluation, demonstration, and implementation eéinland renewable energy technologies that reddéésTenvironmental footprint, including participatio
technology evaluations for carbon capture and sstcateon;
Evaluation, demonstration, and implementation chimlogies that improve the operational efficierand extend asset life of our generation fleet {f«
nuclear, and hydro

TVA seeks to leverage research and developmenttgsithrough partnerships with distributors of TVAwer, the Electric Power Research Institute (“EPRI”),
DOE, Oak Ridge National Laboratory, other utilitiaed universities.

Environmental Stewardship Activities

TVA'’s mission includes managing the Tennessee Ritetributaries, and public lands along the shioeeto provide, among other things, year-roundigation,
flood damage reduction, affordable and reliableteigty, and, consistent with these primary purfspsecreational opportunities, adequate water sypplyroved water
quality, and natural resource protection. Theee4® dams that comprise TVA's integrated resersystem. The reservoir system provides 800 mileonfmercially
navigable waterway and also provides significarddloeduction benefits both within the Tennesse@Rsystem and downstream on the lower Ohio and S&igxgi
Rivers. The reservoir system also provides a watpply for residential and industrial customesswall as cooling water for some of TVA's coal-firadd nuclear power
plants. TVA'’s Environmental Policy provides objees
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for an integrated approach related to providingioée, reliable, and affordable energy, supportirgjanable economic growth, and engaging in proaeiwironmental

stewardship. The Environmental Policy providesitiaithl direction in several environmental stewaigsreas, including water resource protection amgrovements,
sustainable land use, and natural resource manageM¥&A also manages approximately 293,000 acress#rvoir lands for natural resource protectioareation, and
other purposes. On June 15, 2009, TVA initiated tufdhResource Plan (“NRP”). The purpose of the N&Ri® establish a framework for the management of BMénds
and shorelines to meet its environmental stewardsiipion for the next 20 years. TVA expects toesadinal NRP in 2011.

Economic Development Activities

Since its creation in 1933, TVA has promoted theetlgyment of the Tennessee Valley. TVA works withdigributor customers, regional, state , and local
agencies, and communities to showcase the advaraag#able to businesses locating or expandingA's service area. At its October 30, 2008 meetihg, TVA Board
approved a new economic development initiative Mhley Investment Initiative. Under the Valley Invesnt Initiative, TVA and its distributor customeropide an
incentive award to new and existing companies in T8/Agrvice area that demonstrate a multi-year comenit to sustained capital investment, the creatfajuality jobs,
compatible and efficient power use, and a commitrteenemain in the TVA service area. Continued reorant of desirable companies and retention of thieeat industrial
and manufacturing base also continue to be criticaVA’s economic development mission.

Governance

TVA is governed by the TVA Board. The TVA Board catsiof up to nine part-time members, no more thendf whom may be legal residents outside of TVA’s
service area. TVA Board members are appointed &é¥tksident of the United States with the advicecamdent of the U.S. Senate. TVA Board members diemeear
terms, and at least one member’s term ends each Yeéa TVA Board, among other things, establishesth goals, objectives, and policies for TVA; estdids long-range
plans to carry out these goals, objectives, anitips| approves annual budgets; and establishempeansation plan for employees. Information almembers of the TVA
Board and TVA's executive officers is discussedt@m 10, Directors, Executive Officers and Corpofateernance.

Regulation
Congress

TVA exists pursuant to legislation enacted by Cosgi@nd carries on its operations in accordancethigHegislation. Congress can enact legislatigpanding
or reducing TVA's activities, change TVA's struatyiand even eliminate TVA. Congress can also degisiation requiring the sale of some or all of #issets TVA
operates or reduce the United States’s ownershifyi To allow TVA to operate more flexibly than aditional government agency, Congress exempted T8/ fr
certain general federal laws that govern other @gensuch as federal labor relations laws and ithieservice laws related to the hiring of fedeeahployees, the
procurement of supplies and services, and the sitigni of land. Other federal laws enacted sineectfeation of TVA have been made applicable to TVi8luding those
related to paying employees overtime and protedtiagenvironment, cultural resources, and civihisg

Securities and Exchange Commission

Section 37 of the Securities Exchange Act of 1984 {Exchange Act”) requires TVA to file with the SEGch periodic, current, and supplementary infornmatio
documents, and reports as would be required pursoaection 13 of the Exchange Act if TVA were amuesof a security registered pursuant to sectionftBe Exchange
Act. Section 37 of the Exchange Act exempts TVA freomplying with section 10A(m)(3) of the Exchange Aghjch requires each member of a listed issuer’staudi
committee to be an independent member of the bafedidectors of the issuer. Since TVA is an ageacsgt instrumentality of the United States, securisged or
guaranteed by TVA are “exempted securities” undeSiheurities Act of 1933, as amended (the “Secsriiet”), and may be offered and sold without regisiraunder the
Securities Act. In addition, securities issued wargnteed by TVA are “exempted securities” and “gowent securitiestinder the Exchange Act. TVA is also exempt fi
sections 14(a)-(d) and 14(f)-(h) of the Exchange (ddtich address proxy solicitations) insofar asstheections relate to securities issued by TVA teamsactions in TVA
securities are exempt from rules governing tenfferounder Regulation 14E of the Exchange Act. Asdace TVA securities are exempted securities utideSecurities
Act, TVA is exempt from the Trust Indenture Act of B9Bsofar as it relates to securities issued by T&#d no independent trustee is required for thesergies.

Federal Energy Regulatory Commission
Under the FPA, TVA is not a “public utility,” a termhich generally includes investor-owned utilitieshefefore, TVA is not subject to the full jurisdiatithat

FERC exercises over public utilities under the FHA/A is, however, an “electric utility” and a “transttmg utility” as defined in the FPA and, thus,diectly subject to
certain aspects of FERC's jurisdiction.
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« Under section 210 of the FPA, TVA can be ordered teradonnect its transmission facilities with thectfieal facilities of qualified generators and atleéectric
utilities that meet certain requirements. It mhstfound that the requested interconnection ikerpublic interest and would encourage conservati@nergy
or capital, optimize efficiency of facilities orseurces, or improve reliability. The requiremeritsection 212 concerning the terms and conditains
interconnection, including reimbursement of costast also be me

* Under section 211 of the FPA, TVA can be orderedaosimit power at wholesale provided that the oders not impair the reliability of the TVA or
surrounding systems and likewise meets the appéaagjuirements of section 212 concerning termgjitions, and rates for service. Under section 2biA
the FPA, TVA is subject to FERC review of the trarssion rates and the terms and conditions of sethigteT VA provides others to ensure comparability of
treatment of such service with TVA’s own use of ismission system and that the terms and conditibeervice are not unduly discriminatory or
preferential. The anti-cherrypicking provisiontbé FPA precludes TVA from being ordered to wheel lagosupplier’s power to a customer if the power
would be consumed within TV's defined service territor

* Sections 221 and 222 of the FPA, applicabkdltmarket participants, including TVA, prohibit (ising manipulative or deceptive devices or coatroes in
connection with the purchase or sale of poweraamission services subject to FERC's jurisdictiod (ii) reporting false information on the pride o
electricity sold at wholesale or the availabiliyt@ansmission capacity to a federal agency withninto fraudulently affect the data being comphbgdhe
agency.

* Under section 215 of the FPA, TVA must complytwiertain standards designed to maintain trangmnisystem reliability. These standards are apgutdyy
FERC and enforced by the Electric Reliability Orgation.

*  Section 206(e) of the FPA provides FERC wittharity to order refunds of excessive prices orrsterm sales (transactions lasting 31 days o)) legsll
market participants, including TVA, in market marlgtion and price gouging situations if such salesumder a FER-approved tariff

*  Section 220 of the FPA provides FERC with atithdo issue regulations requiring the reporting,a timely basis, of information about the avallaband
prices of wholesale power and transmission servcallmarket participants, including TV:

¢ Under sections 306 and 307 of the FPA, FERE imeestigate electric industry practices, inclgliiVA's operations previously mentioned that arejsctito
FERC's jurisdiction.

« Under sections 316 and 316A of the FPA, FERCalétsority to impose civil penalties of up to $1llimn a day for each violation on entities subjexthe
provisions of Part Il of the FPA, which includes #i@ve provisions applicable to TVA. Criminal peies may also result from such violatio

Finally, while not required to do so, TVA has electedmplement various FERC orders and regulatia@rsning to public utilities on a voluntary batisthe
extent that these are consistent with TVA's obligationder the TVA Act.

Nuclear Regulatory Commission
TVA operates its nuclear facilities in a highly régfed environment and is subject to the oversifttt® NRC, an independent agency which sets the tiidgsisers
of radioactive materials must follow. The NRC hasaar authority to impose requirements relating &litensing, operation, and decommissioning of earcenerating
facilities. In addition, if TVA fails to comply withequirements promulgated by the NRC, the NRC haadtterity to impose fines, shut down units, or mpdiuspend, or
revoke TVA's operating licenses.

Environmental Protection Agency

TVA is subject to regulation by the EPA in a variefyareas, including air quality control, water qtyationtrol, and management and disposal of hazardou
wastes. See Item 1, BusinessErvironmental Matters.

States
The Supremacy Clause of the U.S. Constitution pitshéitates, without congressional consent, fromlegigg the manner in which the federal governmemtduicts

its activities. As a federal agency, TVA is exemptirregulation, control, and taxation by states pkoecertain areas such as air and water qualityevBengress has
given the states limited powers to regulate fedseaVities.
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Other Federal Entities

TVA's activities and records are also subject wdee to varying degrees by other federal entitiesluding the Government Accountability Office and tbffice of
Management and Budget (“OMB”). There is also and@fbf Inspector General which reviews TVA's aciigt and records.

Taxation and Tax Equivalents

TVA is not subject to federal income taxes. In &ddj neither TVA nor its property, franchises, ncome is subject to taxation by states or their
subdivisions. Section 13 of the TVA Act does, howevequire TVA to make tax equivalent payments &est and counties in which TVA conducts power operatar in
which TVA has acquired power-producing properties jonesly subject to state and local taxation. Thaltamount of these payments is five percent ofgrevenues from
the sale of power during the preceding year exclydales or deliveries to other federal agenciesoffrslystem sales with other utilities, with a pr&ein for minimum
payments under certain circumstances. Exceptefidain direct payments TVA is required to make tortes, distribution of tax equivalent payments with state is
determined by individual state legislation.

Environmental Matters

TVA'’s power generation activities, like those acrtss utility industry and in other industrial setoare subject to most federal, state, and lavat@enmental laws
and regulations. Major areas of regulation afferfTVA's activities include clean air control, watgrality control, and management and disposal lid smd hazardous
wastes. In the future, regulations in all of thaszas are expected to become more stringent apptp to additional emissions and sources, witartiqular emphasis on
climate change, renewable generation, and enerigyeesity.

Clean Air Regulations

The Clean Air Act (“CAA”) establishes a comprehengivegram to protect and improve the nation’s aailiyand control sources of air emissions. Thgoma
CAA programs that affect TVA’s power generation ati@s are described below.

National Ambient Air Quality StandardsThe CAA requires EPA to set minimum national ambantuality standards (“NAAQS") for certain air emss
including ozone, particulate matter, $Qand nitrogen dioxide (“NQ”). The CAA established two types of NAAQS: (1) primatgndards, which set limits to protect
public health, and (2) secondary standards, whithsis to protect public welfare. Most NAAQS regeiimeasurement over a defined period of time (difyione hour,
eight hours, twenty-four hours, or one year) tedatne the average concentration of the pollutaesgnt in a defined geographic area.

When a NAAQS has been established, each state nwoshmeend, and EPA must designate, the areas withboiindaries that meet NAAQS (“attainment areas”)
and those that do not (“non-attainment areas”)chEdate must develop a state implementation pBIR)” to bring non-attainment areas into complianmath NAAQS and
maintain good air quality in attainment areas. Mttainment designations can have serious repeonssby, among other things, causing states to impti&ter controls o
industrial facilities, including TVA'’s power plantapnd complicating the air permitting process fordbastruction, expansion, or modification of indistfacilities. If
counties in which TVA facilities are located are desited as non-attainment for one or more typesnidstons, TVA'’s expansion or modification plans abbé affected,
possibly resulting in increased costs or schedelays. The NAAQS that affect or potentially affe&A operations are summarized below.

NAAQS for Ozone In March 2008, EPA issued final rules adoptieg'nmore stringent eigtiteur NAAQS for ozone. EPA lowered the primary standeoth 84
parts per billion to 75 parts per billion and prdgaied a new secondary standard that is the saithe @simary standard. Virtually all of the largsties in the
TVA service area, as well as those rural counties @bzone monitors are present, will likely be desigdas non-attainment areas under the new stan@aates
must submit to EPA no later than CY 2014 plans demhonstrate attainment with the standard. Areas reash attainment by deadlines that vary (CY 2016Yo
2030) depending on the severity of the ozone proble

On January 19, 2010, EPA published a proposed ratertbuld establish more stringent primary and sdapnozone NAAQS standards. EPA announced that it
expects to publish the final rule with the new ozetandards before the end of CY 2010. As the ostarelards become more stringent, utilities are erpeto
come under increasing pressure to further reducg &ilssions from their existing fossil plants .

NAAQS for Particulate Matter EPA has developed annual NAAQS for coarse paateunatter (defined as particles of 10 micromederarger) and both annual
and 24-hour NAAQS for fine particulate matter (paeicWith a size of up to 2.5 micrometers). On Oct&@&009, EPA issued non-attainment designations for
areas not meeting the 24-hour NAAQS for fine partieuraatter. In the TVA service area, Anderson, BipKnox, and Loudon Counties in Tennessee, and a
portion of Roane County, also in
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Tennessee, were designated as non-attainment. ‘Perates coal-fired power plants in Anderson and R@mmties. TVA also operates a coal-fired plant in

Jackson County, Alabama, and part of that countie@gnated non-attainment for the annual fineéqadete standard. State and some local governmetitse
required to take steps to control fine particufaéution affecting these non-attainment areasosehsteps may include stricter controls on indaistacilities,
possibly including TVA’s power plants, and additibp&nning requirements for transportation-relaedrces. States must submit their SIPs to EPA mvitiree
years after EPA makes final nonattainment area dasi@ns. Areas are required to attain the standaddter than five years after the effective ddtthe
designations. EPA may grant attainment date extasdor up to five additional years in areas witbhremsevere fine particulate matter problems as aegeih areas
where emissions control measures are not availaliEasible.

EPA is currently reconsidering the annual fine ipatéte standard, and if lowered as expected, mudit non-attainment designations are likely. ERpests its
reconsideration of the adequacy of the annualganticulate standard to be completed in October 2011

NAAQS for SO,. On June 2, 2010, EPA established a new one-hoyN#@QS at 75 parts per billion and revoked the 24 famd annual SGNAAQS. EPA
expects to designate areas as attainment, nonsattat, or unclassifiable by January 2012 basede®xisting monitoring network and modeling. Notaiament
designations are expected to result in lower,8@ission limits for sources of S{n or near those areas. Several areas in the TWAcsearea are expected to be
designated non-attainment, and the new standaspécted to make permitting for some new and madii$ieurces, including TVA sources, more difficult.

NAAQS for NO,. On January 22, 2010, EPA established a new oneM®AQS for NO, at the level of 100 parts per billion. To deterendompliance with the
new standard, EPA is establishing new ambient air toong requirements near major roads as well ashiardocations where maximum concentrations are
expected. Although existing air quality monitorsrdi currently show exceedances of this new standatte TVA service area, additional community aaddsid:
monitoring is expected to result in the designatibnew non-attainment areas . EPA intends tdesignate areas in CY 2016 or CY 2017, as approphiated ol
the air quality data from the new monitoring netwoiithis new short-term standard could make permittieyy and modified sources, including TVA sources,emor
difficult . Several areas in the TVA service areaexpected to be designated non-attainment.

New Source ReviewThe New Source Review (“NSR”) provisions of the CAA rieguersons constructing new major air emissioncasior making major
modifications to existing air pollution sourcesaiatain a permit prior to such construction or mindifions. Major modifications are non-routine pioal or operational
changes that increase the emissions from an ass@nisource above specified thresholds. In dodproceed with a project, the facility must firéttain a permit which
requires the identification and implementation @sBAvailable Control Technology (“BACT”) for all raated air pollutants emitted above the prescribegisholds and an
analysis of the ambient air quality impacts of tieev construction or major modification. In 199%®Aannounced plans to actively pursue NSR enforceawions against
electric utilities for making changes to their cfisdd power plants without obtaining an NSR perntinder section 114 of the CAA, EPA has the authodtseguest from
any person who owns or operates an emission sodareniation and records about operation, maintenaamoe emissions as well as other data relatingeb source for the
purpose of developing regulatory programs, detengiif a violation occurred (such as the failurectonply with NSR), or carrying out other statutorgpgensibilities. If
violations are found to have occurred, EPA or, flabgsother enforcement authorities could require installation of new pollution control equipmentiaould impose fine
and penalties. See Note 2Qegal Proceedings Case Involving Alleged Violations of the New Soureeiew Regulations at Bull Rior a discussion of litigation under t
NSR provisions affecting TVA

Clean Air Interstate Rule.EPA promulgated the Clean Air Interstate Rule (“CAIR 2005. CAIR proposed to reduce utility S@nd NO, emissions to address
ozone and fine particulate matter attainment isgu@8 eastern states, including all of TVA'’s seevirea, and the District of Columbia through arssions cap-and-trade
program.

On July 11, 2008, the U.S. Court of Appeals for the.[TiEcuit (“D.C. Circuit”) issued a decision Btate of North Carolina vs. EPAat vacated CAIR in its
entirety and directed EPA to promulgate a new rud ihconsistent with the D.C. Circuit’s opinio®@n December 23, 2008, the D.C. Circuit , in respao$ePA’s petition
for a rehearing, ordered EPA to develop a newluteallowed CAIR to remain in effect during this pess. This decision reinstated CAIR, including thp-end-trade
program, until EPA issues a final new rule consisteith the D.C. Circuit’'s decision.

On August 2, 2010, EPA published a proposed replacemlenfor CAIR referred to as the Transport Ruléde Transport Rule is more stringent than CAIR and
would require reduction of Sgand NO, emissions from electric generating units (‘EGUs"Bhstates in the eastern United States, incluglingf TVA’s service area.

Under this proposed rule, S@nd NO, emission reductions from the EGUs in all 32 stateslavake effect in CY 2012, and further S®mission reductions would be
required in CY 2014 for EGUs in certain states, iditlg Tennessee and Kentucky.
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TVA expects that the final CAIR replacement rule thei the Transport Rule, as currently proposednother replacement rule - will require addition@l Sand
NO , emission reductions from many of TVA’s power plams/ar require TVA to purchase emission credits mvadnces. These requirements may result in inegkas
capital expenditures, increased operating expeasesschedule delays as compared to T/f#lans to comply with the original CAIR programVA will adjust its emissior

reduction plans as required to comply with the TpansRule, or other replacement rule, when it beesfinal and effective. EPA expects to finalize Tnansport Rule by
June 2011.

Hazardous Air Pollutants.In 2005, EPA issued the Clean Air Mercury Rule (“CRN, which set mercury limits via a cap-and-tradeggsam . The D.C. Circuit
vacated CAMR. EPA now plans to regulate hazardaysadlutants from utilities under section 112(d)tbé CAA, which requires emission standards to lseth@n the
maximum achievable control technology (“MACT") atiet use of command - and - control permit programsiead of a cap-and-trade program such as theropesed by
CAMR and rejected by the D.C. Circuit. Further, EBA&xpected to regulate not just mercury but ateerohazardous pollutants such as neercury metals, acid gases, .
organics in a future section 112(d) rule establighfMACT standards for these pollutants. The cosbtaply with the future MACT standards for mercuryigsions is not
known at this time, but is expected to be highen tivhat the cost would have been to comply with CAMR.

On June 4, 2010, EPA published a proposed ruletablksh standards for hazardous air pollutantstechirom industrial, commercial, and institutiohailers and
process heaters. Some of TVA's startup and auyibailers may be required to install monitors andfantrols to meet these standards by CY 2014. | tmtifinal rule is
published, specific requirements are too uncettajpredict.

On August 20, 2010, EPA published a final rule regudpthe emissions of hazardous air pollutants freniprocating internal combustion engines, inclgdin
existing stationary spark ignition reciprocatingeimal combustion engines located at power plaessiThis final rule, which became effective Octatr2010, will requir
the reduction of emissions of hazardous air patiigtérom covered engines. TVA's reciprocating eegiwill be covered by this new rule, and TVA is cutiyeavaluating
compliance options, including the installation afissions control technology. TVA does not expect tha costs to comply with this new rule will be miate

Multi-Pollutant Legislation. The U.S. Congress has expressed interest receratjoipting multi-pollutant control legislation fo@gson the electric power
sector. Among other things, such an approach e to establish coordinated caps for power plaigstons of mercury, S@, NO,, and, in some cases, GO TVA

cannot predict whether multi-pollutant legislatioiil witimately become law. The legislative and rkgary landscape is continuing to change for theesother issues, and
the outcome cannot be predicted accurately atithis

North Carolina’s Petition to EPAIn 2005, North Carolina petitioned EPA under satti@6 of the CAA to impose additional emission reaurcrequirements for
SO, and NO, on coal-fired power plants in 13 states, including states where TVA's coal-fired power plants aratied. In March 2006, EPA denied the North Carolina

petition primarily on the basis that CAIR remedikd problem. In June 2006, North Carolina filed titipa for review of EPA’s decision with the D.C.r€uit. InSierra
Club v. EPA the D.C. Circuit remanded the petition back taAERP March 2009 for reconsideration in light of tbeurt’s decision to remand CAIR .

Acid Rain Program. Congress established the Acid Rain Program tceeaehieductions in emissions of $@&nd NO, , the primary causes of acid rain. The
program includes a cap-and-trade emission reduptiogram for SQ emissions from power plants. By CY 2000, the progestablished a nationwide cap on power plant
SO, emissions of 8.9 million tons per year. The progedso contains requirements for power plants doice NO, emissions through the use of available combustion
controls.

Regional Haze Program.On June 15, 2005, EPA issued the Clean Air VisibRtye, amending its CY 1999 regional haze rule, whiati established timelines
states to improve visibility in national parks amifdlerness areas throughout the United States. Uhdeamended rule, certain types of older soura@shme required to
install best available retrofit technology ("BART"Jo comply with this requirement, certain utilgjiencluding TVA , may have to install additional trfs for particulate
matter, SG,, and NO, emissions.

Opacity. Opacity, or visible emissions, measures the dextsefor color) of power plant plumes and has tauttiy been used by states as a means of monitoring
good maintenance and operation of particulate obatjuipment. Under some conditions, retrofittangnit with additional equipment to better con®@,and NO,
emissions can adversely affect opacity performaace, TVA and other utilities are addressing thiséssThe evaluation of a utility’s compliance witfate opacity
requirements is coming under increased scrutirpe@ally compliance during periods of startup, glouin, and malfunction. SIPs developed under the G/vcally
provide for allowances during periods of startuptdbwns, and malfunctions. EPA is currently recoesid) its previous approval of the state of Alabast®IP for opacity
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Climate Change

Legislation. In 2009, both the U.S. House of Representatimelsthe U.S. Senate considered separate climsedsjuiring reductions of GHGs across the
economy through a cap-and-trade program.

* On June 26, 2009, the U.S. House of Representatissegad.R. 2454, the American Clean Energy and Sgolct of 2009. This bill, if enacted, wot
impose a cap on emissions of GHGs from covered ssuieluding TVA, of three percent, 17 percent, 40cent, and 83 percent below CY 2005 emis
levels by CY 2012, CY 2020, CY 2030, and CY 2050, eetipely.

» On November 5, 2009, the U.S. Senatehvironmental & Public Works Committee passed$31 the Clean Energy Jobs and American Power Alse GHC
caf-anc-trade provisions in this bill are slightly moreisgent than those in H.R. 24£

Although it is unlikely that climate change legigbat will pass during the 111th Congress, the 112ihgess may consider climate change and energiedela
proposals. It is not unreasonable to anticipaaénlew EPA regulations or laws may set limits on GH@issions for the electric utility sector. Prospefttr future
proposals becoming law, and the resulting poteitighct on electric rates, are not clear at tiieti However, if GHG emission reductions from eledyrigenerating
facilities become mandatory, the costs and impagt®xpected to be significant, especially for dmel plants.

Regulation. On April 2, 2007, the U.S. Supreme Court issuddasion inMassachusetts v. ER#olding that GHG emissions, including GQare “air pollutants”
under the CAA and requiring EPA to determine whetEIGs from new motor vehicles pose a threat to heaithwelfare. On December 15, 2009, EPA published its
finding under the CAA that GHGs contribute to air ptiin that may endanger public health or welfdrethe endangerment finding, EPA declared thastkeédentified
GHGs — CO,, methane, nitrous oxide, hydro-fluorocarbons, Iperbcarbons, and sulfur hexafluoride — cause atridmute to global warming, and that the effectslohate
change endanger public health and welfare by isangahe likelihood of severe weather events andrattlated consequences of climate change. Thariss of the
endangerment finding triggered the statutory resynent that EPA regulate emissions of GHGs from maghicles. These regulations were finalized on Abr2010, whel
EPA and the U . S . Department of Transportationeidsujoint final rule imposing GHG emission standawd light-duty vehicles (cars and light truck3hese regulations
take effect on January 2, 2011.

On March 29, 2010, EPA affirmed its position that @A permitting requirements under the Preventio®ighificant Deterioration (“PSD”) and Title V permi
programs are not triggered for a pollutant untiégulatory requirement to control emissions of fi@tutant becomes effective. (The PSD progranuireg permits before
commencement of construction of new major statiosaryces or major modifications of such sourced,tha Title V program requires operating permitseibmajor
stationary sources.) As a result of this EPA deteation, new or modified plants that are subject$®Fr Title V programs will have to address GHG emissio new
permit applications as of January 2, 2011, whidhésdate the new motor vehicle rule takes eff&milarly, GHGs emitted above certain thresholdsnfexisting plants
would be covered under the Title V program beginminglanuary 2, 2011.

On May 13, 2010, EPA issued a final rule to estaldigplicability thresholds that trigger reviews untter PSD and Title V permitting programs for GHG einiss
from major sources. The threshold levels estabtidby this rule, known as the Tailoring Rule, imtgiboth a mass-based calculation and a metric krasvihe carbon
dioxide equivalent (“CQe”), which incorporates the global warming poterfiileach of the six individual gases identifiedlie endangerment finding.

Under the Tailoring Rule, EPA will phase in the CAAéting requirements for emissions of GHG from statiry sources in at least three phases.

The first phase becomes effective January 2, 281d applies only to sources that are already sutjg®SD and/or Title V programs because of theiission
levels of other regulated pollutants. Under thst fithase, a source will be subject to PSD requiresrfentGHGs if (1) the source is already subject t® P&juirements for
another pollutant and (2) the source increaseSH& emissions by at least 75,000 tons per year o gelbasis. Sources that are subject to PSD requittsrfer GHGs
will be required to conduct a BACT review for their GHtmissions. EPA has issued guidance, which is oubimment, on the technologies or operations ttoatldv
constitute BACT for GHGs. Pending the commercial destration of technologies such as carbon captudesaquestration, it is expected that the use efggrefficiency
measures will constitute BACT. Additionally, undeeffirst phase, any source that is required to laali#le V permit for a non-GHG pollutant will be reced to address
GHG requirements, including monitoring, record kegpend reporting requirements, when it appliesrEmews, or revises its Title V permit.

The second phase of the Tailoring Rule becomestaféeJuly 1, 2011, and, unlike the first phasenaslimited to sources that are already subje&3$® and/or
Title V programs. Under the second phase, EPA si@bkshed different thresholds for constructiod amodification activities. Construction of a major source will become
subject to PSD requirements for GHGs if the constsaaiesults in an increase in GHG emissions of ait|&80,000 tons per year on a G®basis. The modification of an

existing major source will
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become subject to PSD requirements for GHGs if theifination results in an increase in GHG emissionatdéast 75,000 tons per year on a £&basis. Additionally,
under the second phase, sources that emit GHGsdmauant equal to at least 100,000 ton per year©@ ge basis will be required to obtain a Title V perrhihiey do not

have one already.
The EPA has not yet established thresholds or a&ctefé date for the third phase of the TailorindeRu

On October 30, 2009, EPA published the final rulenf@ndatory monitoring and annual reporting of GHGssinins from various categories of facilit, including
fossil fuel suppliers, industrial gas suppliersiedt GHG emitters (such as electric generating fas), and manufacturers of heavy-duty androfd vehicles ar
engines. This rule does not require controls mitd on emissions, but requires data collectionirbeégg January 1, 2010, with the first annual répalue on March 3
2011. The requirements for monitoring, reportiagd record keeping with respect to GHG emissions &wisting units should not have a material impacTow .

Executive Orders.On October 5, 2009, President Obama signed Executiver@3514, which requires federal agencies to bstaBHG emission reduction
targets and prepare inventories for three mairgcaies of GHG emissions. The emission reductiogetardo not apply to direct emissions of GHGs astatiaith
electricity generation. As required by the exeautirder, TVA submitted its Sustainability Plan amd 2, 2010, and OMB approved that plan in Augu&020Consistent
with this executive order, TVA has established GHG cédun targets of between 17 percent and 21 pergeR0B0 compared to a 2008 baseline, dependingenategory
of emissions. TVA intends to achieve these reduastjgrimarily by (1) improving the energy efficienajits buildings, (2) improving the reliability drefficiency of its
hydro-generation portfolio, (3) reducing solid waste disgl, (4) utilizing higher fuel efficiency standarfbr new cars and light trucks, and (5) increasimguse of employe
telecommuting and employee car-pooling. The exeewrder also requires developing and reportinvgimories of GHG emissions by January 31, 2011. ifentory
must include emissions of CQ methane, nitrous oxide, hydroflourocarbons, perthcarbon gases, and sulfur hexafluoride. Thet&ouse Council on Environmental

Quality released final Federal Greenhouse Gas Acamyatid Reporting Guidance on October 6, 2010, wisithd basis for these inventories.

International Accords The Kyoto Protocol was adopted in 1997 by the Wnietions to address global climate change by reduemissions of CQand other
GHGs. Although the United States has not adopteylo¢o Protocol, the United States pledged to redisc€HG emissions in the range of 17 percent beld2005
levels by CY 2020 in connection with the 15th Coefere of the Parties to the United Nations Framework@ation on Climate Change. An act of the U.S.@ess is
required to make such a reduction in GHG emissiofregable. The pledged reduction is in line wittlieate bill that passed the U.S. House of Represiees in June
2009. TVA is unable to predict whether this climaileor other climate-related legislation requiriegch reductions in GHG emissions ultimately will e law.

Litigation . In addition to legislative activity, climate afge issues are the subject of a number of lawsndsiding lawsuits against TVA. See Note 20l-egal
Proceeding:.

Indirect Consequences of Regulation or Businessd&e Legal, technological, political, and scientifievelopments regarding climate change may create ne
opportunities and risks. The potential indirem®equences could include an increase or decneaseciricity demand, increased demand for germrdtom alternative
energy sources, and subsequent impacts to busegmms#sition and public opinion. See Item 1, Businesitegrated Resource Plan and Future Power Supply.

Physical Impacts of Climate Changdn November 2009, EPRI published a report emtiletential Impacts of Climate Change on Natural Reses!in the
Tennessee Valley Authority Regitiee “EPRI Report”). TVA co-sponsored this repanith the objective of providing preliminary informianh on climate change impacts
across the TVA service area. The EPRI Report wagdllmseata from the Fourth Assessment Report ofrttezdgency Panel on Climate Change published in CY
2007. Subject to substantial uncertainties, thRIE®eport predicted that future (2020-2100) preein in the TVA service area will increase appnoately three percent
during the winter and will be unchanged over the semimthe eastern portion of the TVA service areawill decline six to seven percent over the westgortion of
TVA's service area. In addition, extreme weatheargs such as droughts and floods are also expectegtome more frequent, although their frequeadiifficult to
quantify. The EPRI Report also predicted that terafures could increase across the TVA servicelyregproximately one degree Celsius by 2020, tvgyets Celsius by
2050, and three to four degrees Celsius by 2100.

If realized, projected changes in precipitation armleasing temperatures could impact future TVA agament of water resources in the Tennessee Valliaei
following ways:

Power generation Power generation depends on having sufficient wkter available for hydroelectric generation. Hydtectric generation will depend on the
precipitation runoff within each reservoir draindgesin and the upstream flow into each reservoiwe? generation also depends on having water alaifab
cooling fossil and nuclear power plants. Coolingexn#s withdrawn and then returned to the sourcereblsing water temperatures would require withdrawingem
water to achieve the same amount
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of cooling at fossil and nuclear power plants, &ing the cooling capacities of plants, or redypiower generation to match the available waterlgugpeeWatel
Quality Control Developments.

Agricultural, municipal, and industrial usesAgricultural, municipal, and industrial water uses driven by temperature and extreme weather. Warmer
temperatures and drought will increase water derfantthese purposes.

Navigation. Commercial navigation relies on maintaining the imisinm channel depth as well as reasonable flow rateseasingly frequent extreme weather
events (drought episodes and flooding) may create rohallenges to maintaining the entire length obmmercial navigation channel.

Aquatic life. Water quality impacts the aquatic life dependenthenriver system. Changes in water flow due to ticegasing frequency of extreme weather events
may impact the habitats and biodiversity of therfemsee River system.

As changes in future precipitation and temperatekebbp, the current river management system emglbyeTVA may require periodic re-evaluations to baka
the competing water use interests across the Tezm&&sley.

Actions Taken by TVA to Reduce GHG Emissiofi¥'A has taken significant voluntary steps to relGHG emissions, including the following:

As discussed earlier in Item 1, Business, TVA haeeiaged its nuclear capacity, modernized its hydotet program, increased its purchases of renewvabl
resources, and helped reduce demand for electtigibyigh its energy efficiency initiatives.

In CY 1995, TVA was the first utility in the nation participate in Climate Challenge, a DOE-sponso@dntary GHG reduction program. Over the past decade,
TVA has reduced, avoided, or sequestered over 3idmions of CO, under this program.

TVA patrticipates in DOE’s Climate VISION program, a pokprivate partnership that calls on the electtiity sector, along with other industry sectors hielp
meet a national goal of reducing the GHG intensitthefU.S. economy by 18 percent from CY 2002 to CY201

TVA is a member of the Southeast Regional Carbou&steation Partnership and is working with EPRI atigér electric utilities on projects investigating
technologies for CQcapture and geologic storage, as well as carbaresé@tion via reforestation.

TVA's CO,Emissions. In FY 2010, TVA produced about 84 million tons of GO Historically, TVA has produced about 100 millimms of CO, per year. TVA
produced less CQin 2010 because of a decrease in coal-fired geénarat

Renewable Energy Standards

In CY 2009, both the U.S. House of Representativediam U.S. Senate considered separate energyHatisvbuld require compliance with renewable energy
standards.

In July 2009, the U.S. Senate Committee on EnergyNatural Resources reported S. 1462, the Ameri¢eanCEnergy Leadership Act of 2009, which would
require electricity suppliers to meet 15 percerthefr electricity sales through renewable sourdesnergy or energy efficiency by CY 2021. The #afion would also set
interim minimum annual percentage requirementséoewable generation of three percent by CY 20kIpesicent by CY 2014, nine percent by CY 2016, Bhgercent br
CY 2019. The legislation would allow demonstratedteieity savings from energy efficiency measuresieet up to 26.67 percent of the annual renewalvierggon
requirements. Full U.S. Senate consideration sfltii is not expected in the 11MCongress.

In June 2009, the U.S. House of Representativeg@as®fR. 2454, the American Clean Energy and SecAdtyf 2009, which, in addition to mandated GHG
reductions, would require electricity suppliersiieet 20 percent of their electricity sales throtgrewable sources of energy or energy efficienc€¥y2020. The bill
would set interim minimum annual percentage requimresfor renewable generation of six percent by 0Y22 9.5 percent by CY 2014, 13 percent by CY 20t6,16.5
percent by CY 2018. The bill would allow demonstrasésttricity savings from energy efficiency measui@meet up to 25 percent of the annual renevgeneration
requirements, or up to 40 percent upon FERC'’s agbmaf a governor’s petition to allow a higher periage through energy efficiency.

It is unclear whether the U.S. Congress will adolptvathat mandates a certain percentage of eleatriergtion from a specified list of eligible reneveabhergy

technologies. To date, 29 states have establigtpdrements for electric utilities to generateegt@in amount of electricity from renewable souréesluding one state in tl
TVA
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service area (North Carolina). The North Carolinagpain does not apply to TVA but does apply to TVA distror customers located in that state. Each $taseadopted

unique definitions of qualifying renewable resources

Water Quality Control Developments

EPA is expected to propose a new rule by the ei@lyYo2010 designed to minimize the adverse impactstoand shellfish from the design and operationaifling
water intake structures at existing power plantse fiew rule is expected to require changes in pleeation of cooling water intakes and modificatitms¢heir design. Thes
changes could potentially result in significantrg|ses in capital costs and operating and maintenaosts. All of the intakes at TVA's existing taad nuclear generating
facilities are likely to be subject to the new rulBecause of the uncertainty of the changes todderby EPA, the impacts of the rulemaking are uateét this time.

EPA and many states are taking increased intergsitential effects of hydrothermal discharges.ATi¥ working with states and EPA to demonstrate thexidéita
collected in the vicinity of TVA plants is sufficiett assess the impacts of thermal discharges oadfiretic environment and validate existing therinaits. TVA expects
to collect substantially more in-stream biologiaat temperature data than in the past to justifseot thermal limits. Specific data requirememtshie future will be
determined based on negotiations between TVA andatgsl

Water temperature issues at TVA’'s Cumberland FéXaiit continue to be complicated by reduced flawthe Cumberland River due to ongoing repairs alf Wo
Creek and Center Hill dams initiated by the U.S. ju@orps of Engineers in CY 2007. The greatly redlitows combined with thermal discharges at the Garrahd
Fossil Plant have resulted in increased stresquati organisms and have contributed to a podfddarkley Reservoir being included on the Stat&@finessee’s CY 2008
list of impaired waters. The lower river flows asgected to continue to impact TVA's ability to opteréhe Cumberland Fossil Plant at normal rates, lwimay result in
increased spending for power purchases. TVA contituesrk with the U.S. Army Corps of Engineers and Teanessee Department of Environment and Conservati
(“TDEC?") to alleviate aquatic impacts in the BarklReservoir and to improve the conditions in theergoir.

The effluent guidelines required by the Clean Watetrfor the Steam Electric Power Generating Categase last revised by EPA in CY 1982. EPA is cursentl
conducting studies and surveys of wastewater digelsgrom the industry, and is expected to issu®pgsed rule to revise the existing guidelines YhaD12. A future rule
is expected to focus on wastewaters from ash hapdtid clean air control systems. The revised afflgeidelines are likely to require more restrietdischarge limitations
through more advanced wastewater treatment, reguitisignificant additional expenditures to meet tlew requirements.

As is the case in other industrial sectors, TVA atieoutilities are also facing more stringent reguients related to the protection of wetlands, cédns in storm
water impacts from construction activities, new wapeality criteria for nutrients and other pollutanivastewater analytical methods, and regulatioredfibide
discharges. In addition, other new environmergglirements under the Clean Water Act related tontein top mining of coal in the Appalachian regioay result in
additional increases in the costs of fuel for TVA&al-fired power plants.

Cleanup of Solid and Hazardous Wastes

Liability for releases and cleanup of hazardoustarizes is primarily regulated under the federah@ehensive Environmental Response, Compensatidn, a
Liability Act (“CERCLA"), and other federal and pdlel state statutes. In a manner similar to matimgoindustries and power systems, TVA has generateseal
hazardous substances over the years.

Non-TVA Sites.TVA is aware of alleged hazardous-substance reledsesnon-TVA areas for which it may have some lighi TVA has reached agreements
with EPA to settle its liability at two of these ndWA areas for a total of less than $23,000. Theiétle or no known evidence that TVA contributed/aignificant
quantity of hazardous substances to six of theT\A-areas, and there has been no recent assertjpotertial TVA liability for five of these six areadhere is evidence
that TVA sent some materials to the remaining tim@® TVA sites: the David Witherspoon site in Knox@jllTennessee, the Ward Transformer site in Ral&lghth
Carolina, and the General Waste Products site &n&ville, Indiana.

David Witherspoon Site.The David Witherspoon site was contaminated withiorsuclides, polychlorinated biphenyls (“PCBs”)dametals. DOE admitted to
being the main contributor of materials to the aitel cleaned the site up at a reported cost ofté&fumillion. Although DOE asked TVA to “cooperate” i
completing the cleanup, TVA believes it sent onhglatively small amount of equipment to the site #mat none of it was radioactive; accordingly, TV&lieves
that its liability for these cleanup costs is liedt

Ward Transformer Site.The Ward Transformer site in Raleigh, North Camliis contaminated by PCBs from electrical equiptméimere is documentation
showing that TVA sent a limited amount of electrieglipment containing PCBs to the site in CY 1974wakking group of potentially responsible partiese(th
“PRP Work Group”) is cleaning up
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on-site contamination in accordance with an agre¢migh EPA. The cleanup effort has been divided fiour areas: two phases of soil cleanup; cleanugffedite
contamination in the downstream drainage basinsapglemental groundwater remediation. The cognesti for the first phase of soil cleanup is apprately
$55 million. The cost estimate for the second ptassoil cleanup is $10 million. Estimates fagahup of off-site contamination in the downstreasairgrge basin
range from $6 million to $25 million. There are meliable estimates for the supplemental groundwateediation phase. On April 30, 2009, the PRP V@ndup
filed an amended complaint in federal court aggpaséntially responsible parties who had not yetestincluding TVA, regarding the two phases of soil
cleanup. TVA settled this lawsuit and its potenti@bility for the two phases of soil cleanup f&0D,000 and has been dismissed as a party. Althttniegh
settlement with respect to the first two phases doeprohibit TVA from having liability in connectiowith the other two phases or any natural resouaogages,
the U.S. Department of Justice is attempting to natgoa government-wide settlement of the liabilitylh federal agencies (including TVA) for cleanufpadfsite
contamination in the downstream drainage basin lamdhvestigative portion of the supplemental grouvaietr remediation.

General Waste Products Sité&eneral Waste Products, located in Evansville, &amdi, operated from the 1930s until CY 1998 scrainsatvage yards that contain
contamination from lead batteries and PCB transéosm The original defendants in a CERCLA actiontter sites have filed a third-party complaint ie th.S.
District Court for the Southern District of Indiangainst TVA and others seeking cost contributioncleanup of the yards. There is evidence that TR serap
metal to General Waste Products, but TVA has notdamny records indicating that it sent batterieP@B equipment. Counsel for the original plaintits
informed TVA that the first yard has been cleanedug cost of $3.2 million, and cleanup estimatesHe second yard range from $2 million to $7 imnill TVA
settled the claims against it for a minimal amoamd was dismissed from the case on September 8, Z04A did not admit to any liability for the site
contamination as part of the settlement.

TVA Sites. TVA operations at some TVA facilities have resultedil spills an d other contamination that TVA is eslbing.

Estimated Liability. As of September 30, 2010, TV#&estimated liability for cleanup and similar eovimental work for those sites for which sufficierfoimation
is available to develop a cost estimate is appratéfy $23 million and is included in ©ER LIABILITIES on the Balance Sheet.

Coal-Combustion Wastes

On May 4, 2010, EPA released the text of a proposieddescribing two possible regulatory options itdnsidering under the Resource Conservation acdvery
Act ("RCRA”) for the disposal of coal ash generatemin the combustion of coal by electric utilitiesdaindependent power producers. Under either opE&A would
regulate the construction of impoundments and ilisdénd seek to ensure both the physical andrenmental integrity of disposal facilities.

Under the first proposed regulatory option, EPA wdidticoal ash destined for disposal in landfilissarface impoundments as “special wastes” sulbject
regulation under Subtitle C of RCRA. Subtitle Quiations set forth EPA’s hazardous waste regufgtoogram, which regulates management and dispbsedstes. The
proposed rule would create a new category of wastbat coal ash would be subject to many of theitBIf regulatory requirements. Under this optiooal ash would be
subject to technical requirements from the poirgerferation to final disposal. Transporters aadtiment, storage, and disposal facilities woulduigect to federal
requirements and permits. EPA is considering immpdisposal facility requirements such as linersugdwater monitoring, fugitive dust controls, firtgal assurance,
corrective action, closure of units, and post-cteszare. This first option also proposes requireshér dam safety and stability for surface impdments, land disposal
restrictions, treatment standards for coal ash,aambhibition on the disposal of treated coallaslow the natural water table. This first optionulebnot apply to certain
beneficial reuses of coal ash.

Under the second proposed regulatory option, EPA dvadulate the disposal of coal ash under Sulidittd RCRA, the regulatory program for nazardous sol
wastes. Under this option, EPA is considering isgmiational minimum criteria to ensure the safe absp of coal ash, which would subject disposalaiatiocation
standards, composite liner requirements, groundwadgiitoring, corrective action standards for reésaglosure and post-closure care requirementseguirements to
address the stability of surface impoundments stibg surface impoundments would not have to closestall composite liners and could continue tergpe for their
useful life. This second option would not regulidite storage or treatment of coal ash prior to diah@nd no federal permits would be required.

The proposed rule also states that EPA is consigdisting coal ash as a hazardous substance @ERECLA, and includes proposals for alternative meshto
adjust the statutory reportable quantity for cahl.aThe extension of CERCLA to coal ash couldifiantly increase TVA's liability for cleanup ofgst and future coal ash
disposal.

EPA has not decided which regulatory approach ittafde with respect to the management and dispdsalad ash. TVA is therefore unable to determire th
effects of this proposed rule at this time.
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Kingston Ash Spill
See Note 8 for a discussion of the environmensaigs associated with the Kingston ash spill.
Environmental Investments

From 1977 to 2010, TVA spent approximately $5.3dmillto reduce emissions from its power plants, idicig $58 million, $172 million, and $274 million 2010,
2009, and 2008, respectively. Among other thif3&\ has taken the following steps to reduce emissions

SO, Emissions. To reduce SQemissions, TVA installed scrubbers on 17 of its coal-fired urétsg switched to lower-sulfur coals at 41 coal-fir@its

NO, Emissions. To reduce NQ, emissions, TVA installed SCRen 21 of its largest coal-fired units, installetestive non-catalytic reduction systems on two

coal-fired units (although TVA is no longer operatione of these systems because of technical chakgninstalled High Energy Reagent Technology (“HERYstems on
seven coal-fired units, installed low-N®urners (“LNB”) or low-NO, combustion systems on 47 of its 59 coal-fired ymiggimized combustion on 10 coal-fired units, and

began operating NQcontrol equipment year round when units are opeggemcept during maintenance periods) starting itoer 2008.

Particulate Emissions.To reduce particulate emissions, TVA has equipkdf its coalfired units with scrubbers, mechanical collectots¢ieostatic precipitator
or baghouses.

Primarily on account of the actions described abewgssions of NQ on the TVA system have been reduced by 89 percémhEeak 1995 levels, and emissions
of SO, on the TVA system have been reduced by 90 percémy977 levels. In addition, the actions desalibbove have also provided a co-benefit of reducing
hazardous air pollutants, including mercury, at samits.

TVA estimates that compliance with future CAA requisss (excluding GHG requirements) could lead totaattil costs of $3.8 billion in the decade begiignim
CY 2011. There could be additional material cfstsductions of GHGs, including CQ, are mandated under the CAA or by legislation, utifire legislative, regulatory,
or judicial actions lead to more stringent emissieduction requirements for conventional pollutarthese costs cannot reasonably be predictedsairtie because of the
uncertainty of such potential actions.

In addition to the costs described above, TVA isiplag to invest between $1.5 billion and $2.0 billmver an eight to ten year period to convert whtaasl
gypsum facilities to dry storage facilities. Stsm 7, Management'’s Discussion and Analysis of Kir@iCondition and Results of Operation2310 Challenges — Coal
Combustion Product Facilities.

To meet strategic clean air objectives, TVA is glmnning to idle certain of its coal-fired unitsh September 2010, TVA idled Unit 5 at Widows Creak &

October 2010, TVA idled Widows Creek Unit 2 and Shawressil Plant Unit 10. TVA is evaluating its remamncoal-fired portfolio and may make decisionsdie more
coal-fired capacity in the future. See ltem UisiBess 4ntegrated Resource Plan and Future Power Suppiyproving Air Quality.
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Estimated Required Environmental Expenditures

The following table contains information about TVA'srrent estimates on projects related to enviroriaten
laws and regulations.

TVA Air, Water, and Waste Quality Estimated Potential Environmental Expenditures
As of September 30, 2010

(in millions)
Estimated Total Estimated
Timetable Expenditures
Site environmental remediation co(1) 2011+ $ 2
CCP conversion and remediati( 2) 2011-202(C $ 1,55:
Proposed clean air proje(3) 2011-201¢ $ 3,77
Clean Water Act requiremer) 201£-202( TBD*

Notes

(1) Estimated liability for cleanup and similan&ronmental work for those sites for which suféict information is available to
develop a cost estimate.

(2) Includes closure of impoundments, constructiblined landfills, and construction of dewaterisygstems.

(3) Includes air quality projects that TVA is cemtly planning to undertake to comply with existangd proposed air quality
regulations, but does not include any projects i@y be required to comply with potential GHG regialns.

(4) Compliance plans to meet the requirementsref/ssed or new implementing rule under Section(BL6f the Clean Water Act
and the EPA's decision to revise the steam eleeffiaent guidelines will be determined upon fizalion of the rules.

* TBD - to be determined as regulations become -

Employee Relations

On September 30, 2010, TVA had 12,457 employees, omvh@76 were trades and labor employees. Under\ieAct, TVA is required to pay trades and labor
workers hired by TVA or certain of its contractors tiate of wages for work of a similar nature preamgiin the vicinity where the work is being performeNeither the
federal labor relations laws covering most privegetor employers nor those covering most federeigs apply to TVA. However, the TVA Board has alstanding
policy of acknowledging and dealing with recognizegresentatives of its employees, and that policgflected in long-term agreements to recognizeutiiens (or their
successors) that represent TVA employees. Federgriahibits TVA employees from engaging in strikesiagt TVA.

ITEM 1A. RISK FACTORS

The risk factors described below, as well as therdttiermation included in this Annual Report, shoblel carefully considered. Risks and uncertairteescribed i
these risk factors could cause future resultsfferdinaterially from historical results as wellfasm the results anticipated in forward-looking etaents. Although the risk
factors described below are the ones that TVA consisignificant, additional risk factors that are poesently known to TVA or that TVA presently does consider
significant may also impact TVA's business operatioAlthough the TVA Board has the authority to SéATs own rates and may thus mitigate some risksrzydasing
rates, there may be instances in which TVA wouldiheble to partially or completely eliminate onenwre of these risks through rate increases oveasonable period of
time or at all. Accordingly, the occurrence of afithe following could have a material adverse eften TVA's cash flows, results of operations, aiméricial condition.

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

Because TVA is a corporate agency and instrumepngdiiablished by federal law, it may be affectechlwariety of laws, regulations, and administrativéers that do
not affect other electric utilities. For exampBnngress may enact legislation that expands oce=dliVA's activities, changes its governance structureyires| TVA tc
sell some or all of the assets that it operateiiaes or eliminates the United States’s ownershipu, or even liquidates TVA. Although it is diffi¢to predict
exactly how new laws, regulations, and administeativders may impact TVA, some of the possible efface described below.

TVA may lose its protected service territary

TVA's service area is defined by the fence andeuistd by the anti-cherrypicking provision. If Coess were to eliminate or reduce the coverage ddrilie
cherrypicking provision but retain the fence, TVAutdmore easily lose customers that it could nptaee within its specified service area. The lofsthese
customers could adversely affect TVA's cash flowsules of operations, and financial condition.
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The TVA Board may lose its sole authority to setas for electricity.

Under the TVA Act, the TVA Board has the sole authontget the rates that TVA charges for electricity tiese rates are not subject to further reviewhdf t
TVA Board loses this authority or if the rates beeosnbject to outside review, there could be matedakrse effects on TVA including, but not limited the
following:

The TVA Board might be unable to set rates at a Isufficient to generate adequate revenues to ®TW®A'’s financial obligations, properly operate and
maintain its power assets, and provide for reinvestrin its power program; and

TVA might become subject to additional regulatorgmight that could impede its ability to manageiisiness.
TVA may lose responsibility for managing the Teniseg River system.

TVA’s management of the Tennessee River systempsitant to effective operation of the power systadwA'’s ability to integrate management of the Tessee
River system with power system operations increpseser system reliability and reduces costs. Re&mns on how TVA manages the Tennessee River system
could negatively affect its operations.

Congress may take actions that lead to a downgraefi€VVA's credit ratings .

TVA's current credit ratings are not based solalyits underlying business or financial conditiont bre based to a large extent on the legislatiahdbfines TVA’s
business structure. Key characteristics of TVA'sibess defined by legislation include (1) the TVAaBi#is ratemaking authority, (2) the current competi
environment, which is defined by the fence and tite@herrypicking provision, and (3) TVA's statusasorporate agency and instrumentality of the &thit
States. Accordingly, if Congress takes any actian éffectively alters any of these characterisflagA’s credit ratings could be downgraded. AlthoubWA
Bonds are not obligations of the United States,thadJnited States does not guarantee the paymeptioipal or interest on Bonds, TVA's credit rags could be
downgraded if the sovereign credit ratings of thetéthStates are downgraded.

TVA may become subject to additional environmentagulation.

New environmental laws, regulations, and orders negypime applicable to TVA or the facilities it operaisd existing environmental regulations may beésesl/
or reinterpreted in a way that adversely affects T\Passible areas of future regulation include dratnot limited to, the following:

Greenhouse gasesCosts to comply with future regulation of G@nd other GHGs may reduce TVA'’s cash flows and neglgtimpact TVA's financial
position and results of operations. The cost ihphtegislation or regulation cannot be determiagthis time.

Coal combustion productsThe federal government has proposed stronger régigaconcerning coalembustion products, and state governments mayse
additional regulations. These regulations may iredliVA to make additional capital expenditures rease operating and maintenance costs, or eveii kead
shut down certain facilities.

Renewable energy portfolio standard$VA is not currently obligated to provide a perceygtaf the power it sells from renewable sourcestay be required
to do so in the future. In such a case, depenaiindpe amount required, TVA may have to build orcpase additional facilities that use renewable nessuto
produce the power itself, purchase renewable power fither companies, or offset some of its renewadgjairements through energy efficiency. Such
developments could require TVA to make significeagpital expenditures, increase its purchased powsts.cor make changes in how it operates its fagsliti

Existing laws, regulations, and orders may negativaffect TVA's cash flows, results of operations, and financ@ndition, as well as the way TVA conducts its ness

TVA is required to comply with comprehensive and c@@rpaws, regulations, and orders. The costs ofpdgimg with these laws, regulations, and ordersesqeected
to be substantial, and costs could be significamitye than TVA anticipates, especially in the enuinental area. In fact, the cost to install the ssagy equipment to
comply with existing environmental laws, regulatioasd orders at some facilities may render soméitfasiuneconomical, which may cause TVA to shut dowidle
certain facilities. In addition, TVA is required ¢dptain numerous permits and approvals from goventai agencies that regulate its business, and Telme unable
to obtain or maintain all required regulatory apis. If there is a delay in obtaining requiredulatory approvals or if TVA fails to obtain or m&im any approvals ¢
to comply with any law, regulation, or order, TVA miagve to change how it operates certain facilitiesy be unable to operate certain facilities , aymave to pay
fines or penalties .

37




Table of Content SACE 1st Response to Staff
] ] o 017915
TVA may be responsible for environmental clean-ugtiaities.

TVA may be responsible for on-site liabilities asated with the environmental condition of facilitiesproperty that TVA has acquired or that TVA opesategardless
of when the liabilities arose, whether they are knawanknown, and whether they were caused by TVA, mnaners or operators, or a third party.

The costs associated with remediating the Kingsésih spill as well as other coal combustion prodietilities may be significantly higher than TVA aitipates .
TVA estimates that the cost of remediating the Kiogstsh spill will be between $1.1 billion and $1illdn. Actual costs could substantially exceed eoted costs if,
among other things, TVA has to remove more ash tharently anticipated, additional environmentaknsitive material is uncovered in the river seditntrere are
delays in the ash removal process, or the methiofitsab remediation change. Also, certain costghsas any damages associated with Kingston-relaigdtion,
natural resources damages, and additional penadtiesiot included in the current estimate. Initamidl TVA expects to spend between $1.5 billion &2d billion to
convert its wet fly ash, bottom ash, and gypsuniifies to dry collection facilities and to remetkaor eliminate the coal combustion product faefithat are classified
as high risk. Actual costs may substantially exaequbcted costs.
TVA may have to make significant contributions ihe future to fund its pension benefit plan.

At September 30, 2010, TVA's pension plan had asHe$6.8 billion compared to liabilities of $10.4lion, even after a $1.0 billion contribution byA in September
2009. The ability of the plan’s funded statusmpiove quickly is limited by the maturity of theapl With approximately 23,000 retirees, therezmeost twice as
many retirees as current employee participantsa fesult, a significant portion of the plan’s asdstrequired to fund the annual retiree beneflise costs of providing
pension benefits depend upon a number of factaekjding, but not limited to:

« Provisions of the pension ple

¢ Changing employee demographi

» Rates of increase in compensation lev

¢ Rates of return on plan asse

 Discount rates used in determining future benefigations and required funding leve

« Future government regulation; a

« Level of contributions made to the pl:
Any of these factors or any number of these faatotdd keep at high levels or even increase thesagfgtroviding pension benefits and require TVA take significant
contributions to the pension plan. Recent findnoiarket conditions may result in lower expecte@saf return on plan assets and lower discouns reted in
determining future benefit obligations. These deswould negatively impact the funded status efgfan. Additional contributions to the plan andaiption of
additional costs would negatively affect TVA's cakiwfs, results of operations, and financial condition

Approaching or reaching TV/'s debt ceiling could limit TVA's ability to carrput its business. Additionally, TVA'’s debt ceilimpuld be made more restrictive.

The TVA Act provides that TVA can issue Bonds in arpant not to exceed $30.0 billion outstanding at timg. At September 30, 2010, TVA had $23.7 billidn o
Bonds outstanding (not including noncash item®ogifin currency exchange loss of $14 million anddigcount on sale of Bonds of $216 million).

Approaching or reaching the debt ceiling may advgmsfiect TVA’s business by limiting TVAS ability to access capital markets and increaiagamount of debt TV
must service. Also, Congress may lower TVA's dedilimg or broaden the types of financial instrunsethiat are covered by the ceiling. Either of ttemnarios may
also restrict TVA's ability to raise capital to mé&in power program assets, to construct additigaaération facilities, to purchase power under {1 purchase
power agreements, or to meet regulatory requirementaddition, approaching or reaching the debingemay lead to increased legislative or regutatoversight of
TVA's activities and could lead to negative craditing actions .

Demand for electricity may be significantly reducetggatively affecting TV.'s cash flows, results of operations, and financiabndition.
Some of the factors that could reduce the demaneléatricity include the following:

Economic downturns Sustained economic downturns in TVA's service areather parts of the United States could reduezaldemand for power and thus
reduce TVA's power sales and cash flows, especilyVA's industrial customers reduce their operatiand thus their consumption of power
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Loss of customers During 2010, two distributor customers terminatesir power contracts with TVA. The loss of addiiboustomers could have a material

adverse effect on TVA's cash flows, results of operst or financial condition, and could result igher rates.

Change in technology Research and development activities are ongoimgprove existing and alternative technologieprimduce electricity, including gas
turbines, wind turbines, fuel cells, microturbingslar cells, and distributed generation devicéss possible that advances in these or othemaltire technologies
could reduce the costs of electricity productiamiralternative technologies to a level that wilhkle these technologies to compete effectively wéditional
power plants like TVA's. To the extent these tecbg@s become a more cost-effective option for @edastomers, TVA's sales to these customers coelld b
reduced, negatively affecting TVA'’s cash flows, fesof operations, and financial condition.

Catastrophic events may affect TVA's ability to iy electricity or reduce demand for electricity.

TVA may be adversely affected, directly or indirgcthy catastrophic events such as fires, earthqualadar events, droughts, floods, tornadoes, watsnal
emergencies, terrorist activities, pandemics, ahdrssimilar events. These events, the frequendysaverity of which are unpredictable, may negatiaéect TVA's
cash flows, results of operations, and financialdition by, among other things, limiting TVA's aliifito generate and transmit power, reducing the denfar power,
disrupting fuel or other supplies, requiring TVAgmduce additional tritium, leading to an econonddevnturn, or creating instability in the financiahrkets. Some
recent studies have predicted that climate charegecause certain catastrophic events, such as lekoagd floods, to occur more frequently in therlessee Valley
region.

Weather conditions may influence TVA'’s ability taigply power and its customers’ demands for power.

Extreme temperatures may increase the demand Veerand require TVA to purchase power at high prioes¢et the demand from customers, while unusually mi
weather may result in decreased demand for poweleaddo reduced electricity sales. In additiorpéniods of below normal rainfall or drought, TVA@wv-cost
hydroelectric generation may be reduced, requifixig to purchase power or use more costly means ofymiad power. Furthermore, high river water tempessun
the summer may limit TVA'’s ability to use water fradhe Tennessee or Cumberland River systems fomgpat certain of TVA’s generating facilities, thbyelimiting
its ability to operate these generating facilities.

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 Nwl&nit 2, planning major upgrades to and modetitimaof current generating plants, and evaluatiogstruction
of more generating facilities in the future. Thesévities involve risks of schedule delays anérouns in the cost of labor and materials. In taldj if TVA does not
obtain the necessary regulatory approvals, is wilserunable to complete the development or construct a facility, decides to cancel constructidradacility, or
incurs delays or cost overruns in connection withstucting a facility, TVA'’s cash flows, financiabedition, and results of operations could be negtiaffected. In
addition, if construction projects are not compledecording to specifications, TVA may suffer, amatiger things, reduced plant efficiency and highgerating costs.

TVA is the sole power provider for its customerghin its service area, and if demand for power i'VA's service area increases, TVA is contractuallgligated to take
steps to meet this increased dema

If demand for power in TVA's service area increa§asA may need to meet this increased demand by psioh additional power from other sources, buildiegv
generation and transmission facilities, or puramg&ixisting generation and transmission facilitisirchasing power from external sources, as weltggiring or
building new generation and transmission facilittesy negatively affect TVA's cash flows, resultsopferations, and financial condition.

Failure to meet TVA's energy efficiency and demaretluction goals may negatively impact TVA's casbMis, results of operations, and financial condition
TVA's energy efficiency and demand reduction irtitias are important components of TVA'’s plan to nfe&tre power needs in its service territory. Ip@ssible,

however, that results from these programs may Isefée®rable than TVA anticipatedf. TVA fails to meet its energy efficiency and derdareduction goals, TVA ma
among other things, need to purchase additionabpénom third parties or build or purchase addiibgeneration facilities.
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Owning and operating nuclear units may subject TVé nuclear risks and significant costs that advergalffect its cash flows, results of operations, afigancial
condition .

TVA has six operating nuclear units and has resuroedtruction of one nuclear unit that is schedtelde placed in service in CY 2012. Risks assodiafieh these
units include the following:

Nuclear Risks. A nuclear incident at a TVA facility could have sificant consequences including loss of life, damaghe environment, damage to or loss of the
facility, and damage to non-TVA property. AlthougWA carries certain types of nuclear insurance, theunt that TVA is required to pay in connection wath
nuclear incident could significantly exceed the amtoof coverage provided by insurance. Also, amglear incident, even at a facility that is not igted by or
licensed to TVA, has the potential to impact TVA athedy by obligating TVA to pay up to $105 millionmgear and a total of $671 million per nuclear desit
under the Price-Anderson Act. In addition, a nucieaident could negatively affect TVA by, among ethhings, obligating TVA to pay retrospective irsuce
premiums, reducing the availability and affordapibf insurance, increasing the costs of operatingjear units, or leading to increased regulatiorestriction on
the construction, operation, and decommissioninguafear facilities. Moreover, Congress could isgoevenue-raising measures on the nuclear induspgy
claims exceeding the limit for a single incidentlanthe Price-Anderson Act.

Decommissioning CostsTVA maintains a Nuclear Decommissioning Trust (“NDT8y the purpose of providing funds to decommisstemuclear facilities. The

NDT is invested in securities generally designedctueve a return in line with overall equity marketformance. The NDT was 94 percent funded as ofeBeps!
30, 2010. TVA might have to make unplanned contrilmst to the trust if, among other things:

« The value of the investments in the trust declsignificantly, as it did during the recent finariaiaisis, or the investments fail to achieve thsuesed re:
rate of return

¢ The decommissioning funding requirements are chéhbgdaw or regulatior

* The assumed real rate of return on plan assetshvidicurrently 5 percent, is lowered by the TVA Bbar is optimistic

The actual costs of decommissioning are more thampd;

« Changes in technology and experience related tondetssioning cause decommissioning cost estimategtease significantly; ¢

* TVA s required to decommission a nuclear plant godhan it anticipate:
If TVA makes additional contributions to the NDT, thentributions may negatively affect TVA's cash flgwssults of operations, and financial condition.
Increased Regulation The NRC has broad authority to adopt requiremesiidged to the licensing, operation, and decomonasg of nuclear generation facilities
that can result in significant restrictions or regments on TVA. If the NRC modifies existing reguirents or adopts new requirements, TVA may be redjtire
make substantial capital expenditures at its nuglkmts or make substantial contributions to itsTNDn addition, if TVA fails to comply with requireemts
promulgated by the NRC, the NRC has the authorifynfose fines, shut down units, or modify, suspendevoke TVA's operating licenses.

TVA'’s generation and transmission assets or thaipgorting infrastructure may not operate as planned

Many of TVA'’s generation and transmission assetetmen operating since the 1950s or earlier ane be&n in nearly constant service since they werplsded. If
these assets or their supporting infrastructuteédaiperate as planned, TVA, among other things:

* May have to invest a significant amount of resositwerepair or replace the assets or the suppartfrastructure
* May be unable to operate the assets for a signifigeriod of time
* May have to purchase replacement power on the opeket;
* May not be able to meet its contractual obligatitmdeliver power
* May have to remediate collateral damage causedf@juae of the assets or the supporting infragtmes anc
* May have to increase its efforts to reduce vegmtdtitrusions onto transmission lines to comply veiiplicable regulation:
In addition, the failure of TVA’s generation andrismission assets or their supporting infrastrectoiperform as planned may cause health, safedyeavironmental

problems and may even result in events sucheafaifure of a dam, the failure of a containmemghoor a nuclear incident.Any of these potential outcomes may
negatively affect TVA’s cash flows, results of op@as, and financial condition
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TVA's information technology assets may not operateplanned.

TVA's operations are extensively computerized, arfdilure of TVA's information technology assetsyrsgnificantly disrupt operations. Among othemis, such a
failure may negatively impact TVA’s accounting artiranistrative systems as well as TVA's ability tangeate and transmit power, and may also lead tt#seor
inappropriate release of critical data. Such lfaimay be caused by, among other things, a atbeck, a natural disaster, a solar event, anreleeignetic event, the
age and condition of TVA's information technologgsets, and human error. Any of these occurrermgld oegatively affect TVA'’s cash flows, results pleoations,
and financial condition

TVA's organizational transformation efforts may fhi

Following the Kingston ash spill, the TVA Board dired TVA to develop a plan to improve its controltsyss, operating standards, and corporate culfTine. failure t
make improvements in these areas may contributéhter incidents or challenges that could adverafct TVA's cash flow, results of operations, amhcial
condition as well as TVA's reputation Any deterioration in TVA’s reputation may harm T\&¥elationships with its customers and stakeholdedsmay potentially
lead to the imposition of additional laws and regjoins that negatively affect the way TVA condutssiusiness.

TVA's service reliability could be affected by preins at other utilities or at TVA facilities or bihe increase in intermittent sources of power.

TVA's transmission facilities are directly interamected with the transmission facilities of neighbgrutilities and are thus part of the larger irties power
transmission grid. Accordingly, problems at oth#lities or at TVA's facilities may cause interrigms in TVA'’s service to its customers. In additithe increasing
contribution of intermittent sources of power susiwénd and solar may place additional strain on TV@ystem as well as on surrounding systems. If Tuffess a
service interruption, TVA's cash flows, results okogtions, financial condition, and reputation maynegatively affected.

Events which affect the supply of water in the Tezssee River system and Cumberland River systemintasfere with TVA’s ability to generate power.

An inadequate supply of water in the Tennessee Rigtem and Cumberland River system could negativghact TVA's cash flows, results of operations, and
financial condition by reducing generation not oatyT' VA hydroelectric plants but also at its coaédi and nuclear plants, which depend on water framitler systems
near which they are located for cooling and for ingeoilers where water is converted into steam igediurbines. An inadequate supply of water coutiite among
other things, from periods of low rainfall or drougtine withdrawal of water from the river systemsgoyernmental entities, and incidents affecting bsdif water not
managed by TVA. While TVA manages the TennesseerRive large portions of its tributary system inartb provide much of the water necessary for trezaton

of its power plants, the U.S. Army Corps of Engineggsrates and manages other bodies of water upoinwbroe TVA facilities rely. Events at these non-TVA
managed bodies of water or their associated hydiieléacilities may interfere with the flow of watand may result in TVA’s having insufficient waterrteet the
needs of its plants. If TVA has insufficient watemeet the needs of its plants, TVA may be requioe@duce generation at its affected facilitieseteels compatible
with the available supply of water.

TVA's fuel and purchased power supplies may be dixed.

TVA purchases coal, uranium, natural gas, fuelait] electricity from a number of suppliers. Disfaptin the acquisition or delivery of fuel or pueded power may
result from a variety of physical and commercia®sg, political developments, or environmental tatjons affecting TVA's fuel and purchased powerigrs as well
as from transportation or transmission constraitftene of TVA's fuel or purchased power suppliéass to perform under the terms of its contractwitVA, TVA
might have to purchase replacement fuel or powehagps at a significantly higher price than TVA wastksd to pay under the contract. In some circmses, TVA
may not be able to recover this difference fromshgplier. In addition, any disruption of TVA'’s fuend purchased power supplies could require TVA &rae higher
cost plants, thereby adversely affecting TVA's cligtvs, results of operations, and financial conditidvioreover, if TVA is unable to acquire enough aggiment
power or fuel and does not have enough reserve gtimecapacity available to offset the loss of pparefuel, TVA may not be able to supply enough poteemeet
demand, resulting in power curtailments, brownoaitgven blackouts

Failure to attract and retain an appropriately quidiled workforce may negatively affect TVA's resulés operations .
TVA's business depends on its ability to recruitl aetain key executive officers as well as skifedfessional and technical employees. The ingtititattract and

retain an appropriately qualified workforce couldrasely affect TVA's ability to, among other thinggperate and maintain generation and transmigamlities,
complete large
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construction projects such as Watts Bar Nuclear ®Jréind successfully implement its organizatioresisformation efforts.

TVA is involved in various legal and administratiyoceedings whose outcomes may affect TVA's finesiand operations.

TVA is involved in various legal and administratipeoceedings and is likely to become involved ireotlegal proceedings in the future in the ordinayrse of
business, as a result of catastrophic events enwibe. Although TVA cannot predict the outcome ofitiddvidual matters in which TVA is involved or wildzome
involved, the resolution of these matters couldureTVA to make expenditures in excess of establisteserves and in amounts that could have a rabaelierse
effect on TVA's cash flows, results of operations, and finan@aldition. Similarly, resolution of any such proda®ys may require TVA to change its business pras
or procedures and may require TVA to reduce emisdianm its coal-fired units, including emissions@fiGs , to a greater extent than TVA had planned .

TVA is subject to a variety of market risks that snaegatively affect TVA's cash flows, results ofesptions, and financial condition .

TVA is subject to a variety of market risks, inclogj but not limited to, commodity price risk, int@ent price risk, interest rate risk, counterpargdit and
performance risk, and currency exchange rate risk.

Commaodity Price Risk.Prices of commodities critical to TVA'’s operatipnscluding coal, uranium, natural gas, fuel ofljae oil, construction materials, emission
allowances, and electricity, have been extremelgtilelin recent years. If prices of these commesliincrease, TVA's rates may increase.

Investment Price Risk:TVA is exposed to investment price risk in its NDE,Asset Retirement Trust (“ART"and its pension fund. If the value of the invesite
held in the NDT or the pension fund either decremdail to increase in accordance with assumed @ftesturn, TVA may be required to make substantial
contributions to these funds.

Interest Rate Risk.Changes in interest rates may increase the anebimierest that TVA pays on new Bonds that it issdesrease the return that TVA receive:
its short-term investments, decrease the valukeirtvestments in TVA’s pension fund and trusts, iaocease the losses on the mark-to-market valuaticertain
derivative transactions into which TVA has entered.

Counterparty Credit and Performance RisKVA is exposed to the risk that its counterpartielb mat be able to perform their contractual obligas. If TVA's
counterparties fail to perform their obligation/A’s cash flows, results of operations, and finahc@ndition may be adversely affected. In additithve failure of
a counterparty to perform may make it difficult fbvA to perform its obligations, particularly if theounterparty is a supplier of electricity or fuel.

Currency Exchange Rate RislOver the next several years, TVA plans to spesidraficant amount of capital on clean air projectpacity expansion, and other
projects. A portion of this amount may be spentontracts that are denominated in one or moredareurrencies. The value of the U.S. dollar comgpavigh
other currencies has fluctuated widely in recertrgeand, if not effectively managed, foreign cocseexposure could negatively impact TVA's cash flpresults
of operations, and financial condition .

TVA's ability to use derivatives to hedge certaisks may be limited.

TVA currently uses derivatives to hedge a varadtyisks. Depending on how regulatory agenciesrpret and implement the provisions of the Dodd-kiafall
Street Reform
and Consumer Protection Act, TVA's hedgiosts may increase and its ability to use davieatto hedge certain risks may be limited. Tr@Es®irrences may,
among other
things, cause TVA to change its operaiamcrease the risks to which TVA is exposed, aghtively affect TVA’s cash flows.

TVA may be unable to meet its current cash requirsmts if TVA's access to the debt markets is limited
TVA uses cash provided by operations together witltgeds from power program financings to fund itsent cash requirements. It is critical that TVAtioues to

have access to the debt markets in order to neeadth requirements. The importance of havingsadtethe debt markets is underscored by theliatfliVA, unlike
many utilities, relies almost entirely on debt ¢absince TVA is not authorized to issue equity sii@s .
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TVA, together with owners of TVA securities , mag mpacted by a downgrade of TVA's credit ratings .

A downgrade of TVA's credit ratings may have mateaidverse effects on TVA's cash flows, results ofrafiens, and financial condition as well as on Btees in
TVA securities. Among other things, a downgrade imaye the following effects:

« A downgrade would increase TVs interest expense by increasing the interest thssTVA pays on new Bonds that it issues. An inseeim TVA'S interes
expense may reduce the amount of cash availabletif@r purposes, which may result in the need tee@se borrowings, to reduce other expenses or t
investments, or to increase power ra

¢ A downgrade may result in TV's having to post collateral under certain physical financial contracts that contain rating trigg
« A downgrade below a contractual threshold may preVe from borrowing under two credit facilities toiad) $2.0 billion.
« A downgrade may lower the price of T's securities in the secondary marl

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 well desidj and operated, can provide absolute assuraacthéhobjectives of the control system are met,ramevaluatio
of financial controls can provide absolute assueahat all control issues and instances of frauehars can be detected. The design of any systdimancial controls
is based in part upon certain assumptions abouikiénood of future events, and there can be sgugance that any design will succeed in achievmstated goals
under all potential future conditions, regardlesiaw remote.

Payment of principal and interest on TVA securitiessnot guaranteed by the United Stats

Although TVA is a corporate agency and instrumentalftthe United States government, TVA securitiesrentebacked by the full faith and credit of the @ulit
States. If TVA were to experience extreme finanditficulty and were unable to make payments of gipal or interest on its Bonds, the federal govesntrwould not
be legally obligated to prevent TVA from defaultiog its obligations. Principal and interest on T\&tgrities are payable solely from TVA'’s net powesqaeds. Net
power proceeds are the remainder of TVA's gross poesemnues after deducting the costs of operatirmintaining, and administering its power propertied a
payments to states and counties in lieu of taxaeshéfore deducting depreciation accruals or otharges representing the amortization of capitpéegitures, plus the
net proceeds from the sale or other dispositicanyfpower facility or interest therein.

The market for TVA's securities might be limited.

All of TVA's Bonds are listed on the New York Stock Exemge except for TVA's discount notes, which havéunitées of less than one year, the 2009 Seriead\Ba
power bonds, and the power bonds issued under TVAtrehote® program, which is TVA’s medium-term retail notesgmam. In addition, some of TVA’s Bonds
are listed on foreign stock exchanges.

Although many of TVA's Bonds are listed on stock lexages, there can be no assurances that any maltkdgvelop or continue to exist for any Bondsdditionally,
no assurances can be made as to the ability dfdders to sell their Bonds or as to the price laictv holders will be able to sell their Bonds. Rattrading prices of
Bonds will depend on many factors, including prémgiinterest rates, the then-current ratings amsigo the Bonds, the amount of Bonds outstandiregtime
remaining until the maturity of the Bonds, the neqi¢ion features of the Bonds, the market for simskcurities, and the level, direction, and valstibf interest rates
generally, as well as the liquidity of the markattloose securities.

If a particular series of Bonds is offered througiderwriters, those underwriters may attempt toereaknarket in the Bonds. Dealers other than unieramay also
make a market in TVA securities. However, the undiéever and dealers are not obligated to make a rharley TVA securities and may terminate any markaking
activities at any time without notice.

In addition, legal limitations may affect the atyilof banks and others to invest in Bonds. Fongxa, national banks may purchase TVA Bonds for thein accounts
in an amount not to exceed 10 percent of unimpaiegital and surplus. Also, TVA Bonds are “obligas of a corporation which is an instrumentalityhef United
States” within the meaning of section 7701(a)(190{f the Internal Revenue Code for purposeshef@0 percent of assets limitation applicable t8.Wuilding and
loan associations.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.
ITEM 2. PROPERTIES

TVA holds personal property in its own nhame but hakels property as agent for the United States of dgae TVA may acquire real property as an agenhef
United States by negotiated purchase or by emiranadh.

Generating Properties

At September 30, 2010, generating assets operat&d Ayconsisted of 58 active coal-fired units and adied coal-fired unit, six nuclear units, 109 centional
hydroelectric units, four pumped storage unitssiiple-cycle combustion turbine units, seven comtbioycle units, nine diesel generator units, ogester gas site, one
wind energy site, and 14 solar energy sites. Twadtiaddl coal-fired units were idled during OctoberlP0 See ltem 1, Business Current Power Supply — Net Capability
for a chart that indicates the location, capahibtyd in-service dates for each of these propestibieh chart is incorporated into this Item 2, Rndjes. As of September
30, 2010, 24 of the simple-cycle combustion turhinés were leased by private entities and lease# b TVA under long-term leases, and TVA is leasirgthree
Caledonia combined cycle units under a long-temséde In addition, as of September 30, 2010, S$8led an undivided 90 percent interest in the thmgl&ven
combined cycle units, and TVA has entered into adesith SSSL under which TVA leases SSSuhdivided 90 percent interest in the facility aperates the entire facili
through April 23, 2013. For additional detailse $¢ote 12. TVA is also in the process of constrgcéidditional generating assets. For a discusditimese assets, see ltem
1, Business —Integrated Resource Plan and Future Power Supply.

Transmission Properties
TVA'’s transmission system interconnects with systefrsurrounding utilities and consists primarilytbé following assets:
* Approximately 15,940 circuit miles of transmissiameks (primarily 500 kilovolt and 161 kilovolt lings
« 498 transmission substations, power switchyards saithing stations; an
¢ 1,240 customer connection points (customer, geioerand interconnectior.
As of September 30, 2010, certain qualified techgicll equipment and other software related to TVAamsmission system was leased by private entities an
leased back to TVA under long-term leases.
Natural Resource Stewardship Properties
TVA operates and maintains 49 dams and managesltbwihg natural resource stewardship properties:
Approximately 11,000 miles of reservoir shoreli
Approximately 293,000 acres of reservoir la

Approximately 650,000 surface acres of water;
Over 100 public recreation faciliti.

As part of its stewardship responsibilities, TVA apgal is required to be obtained before any obswndaffecting navigation, flood control, or publands can be
constructed in or along the Tennessee River andhtgaries.

Buildings

TVA has a variety of buildings throughout its seevarea in addition to the buildings located agéseration and transmission facilities, includirffice buildings,
customer service centers, power service centersheases, visitor centers, and crew quarters. That significant of these buildings is the Knoxvildéfice
Complex. TVA also leases buildings, including itsaftanooga Office Complex, which consists of appnately 1.2 million square feet of office space.eThitial term of
TVA's lease of approximately 1.05 million squaretfeethe Chattanooga Office Complex expires on Jania2011. On February 8, 2008, TVA finalized areggnent to
purchase this portion of the Chattanooga Office Qemppon the expiration of the existing lease temJanuary 1, 2011. The lease on the MonteagtePlae remaining
portion of the Chattanooga Office Complex (approxehal31,979 square feet), expires on Septembe2@®E®. On May 18, 2009, TVA finalized a purchase egent for
the Monteagle Place portion of the Chattanooga ©ffiomplex with closing to occur October 1, 201ruthe expiration of the existing lease term. TVgoéhas a
significant number of buildings in Muscle Shoaldaldama, and is currently evaluating strategiesdiog-term solutions to further reduce its Muscl@&lh portfolio.
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Disposal of Property

Under the TVA Act, TVA has broad authority to dispos@efsonal property but only limited authority tepldse of real property. TVA's primary sources of
authority to dispose of real property are briefgscribed below:

Under section 31 of the TVA Act, TVA has authority ispbse of surplus real property at a public auc

Under section 4(k) of the TVA Act, TVA can dispa real property for certain specified purposeduding providing replacement lands for certaiitées
whose lands were flooded or destroyed by dam orvesemonstruction and to grant easements and rightsay upon which are located transmission or
distribution lines

Under section 15d(g) of the TVA Act, TVA can dispmf real property in connection with the constarcof generating plants or other facilities undertain
circumstances

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

In addition, the Basic Tennessee Valley Authority PoB@nd Resolution adopted by the TVA Board on Octdhelr960, as amended on September 28, 1976,
October 17, 1989, and March 25, 1992, prohibits T\Wkfimortgaging any part of its power properties anchfdisposing of all or any substantial portiorttedse propertie
unless TVA provides for a continuance of the intenesncipal, and sinking fund payments due ande¢ocome due on all outstanding Bonds, or for theeraent of such

Bonds.

ITEM 3. LEGAL PROCEEDINGS

From time to time, TVA is party to or otherwise imved in lawsuits, claims, proceedings, investigatiand other legal matters (“Legal Proceedings) tave
arisen in the ordinary course of conducting TVACtities, as a result of catastrophic events beotise. While the outcome of the Legal Proceediogshich TVA is a
party cannot be predicted with certainty, any aswerutcome to a Legal Proceeding involving TVA mayeha material adverse effect on TVA's cash flowsuyltsf
operations, and financial condition.

For a discussion of Legal Proceedings involving T¥ée Note 20 —kegal Proceedingsyhich discussion is incorporated into this Iltem Jéference .

ITEM 4. RESERVED
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCK HOLDER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES

Not applicable.
ITEM 6. SELECTED FINANCIAL DATA
The following selected financial data for the ye2086 through 2010 should be read in conjunctioh wie audited financial statements and notes theret
(collectively, the “Financial Statements”) presehie Item 8, Financial Statements and Supplemeratg. Certain reclassifications have been madeet@006, 2007,
2008, and 2009 financial statement presentati@otdorm to the 2010 presentation.
Selected Financial Date( 1), (2)

For the years ended, or as of, September 30
(dollars in millions)

2010 2009 2008 2007 2006

Sales (millions of kWh) 173,66: 163,80« 176,30:¢ 175,52¢ 171,65
Peak Load (MW) 31,77¢ 32,57: 32,021 30,32( 27,71¢
Operating revenues(3) $ 10,87« $ 11,258 $ 10,38: $ 9,32¢ $ 8,982
Fuel and purchased powe $ 321¢ $ 4,74 $ 4,17¢  $ 344¢ % 3,34z
Operating and maintenance $ 323 $ 2,3%¢ 3 2,300 $ 235 % 2,32¢
Net interest expenst $ 1,29¢ % 1,272 $ 1,37¢ $ 1,232 $ 1,26¢
Net income $ 97z % 72¢ $ 817 $ 42: % 11¢
Construction expenditures $ 2,01t % 1,79 3% 1,98 $ 1,37¢ $ 1,37C
Total assets $ 42,75 $ 40,017 $ 37,137 % 33,73: $ 34,30¢
Financial Obligations
Net lon¢-term statutory debt, excluding current maturi $ 22,38¢ $ 21,78¢  $ 20,40¢ $ 21,09¢ $ 19,54«
Discount note: 27 844 18t 1,422 2,37¢
Current maturities of long-term debt, net 1,00¢ 8 2,03( 90 98t

Total short-term statutory debt 1,03t 852 2,21¢ 1,512 3,361
Total statutory debit 4 $ 23,42¢  $ 22,64( 3 22,61¢ % 22,61 % 22,90t
Capital leases) $ 47 % 77 % 9% % 104 $ 12¢
Leaseback obligatior $ 1,35 $ 1,40 $ 1,35 $ 1,07 $ 1,10¢
Energy prepayment obligatio $ 82z $ 927 $ 1,03 $ 1,13¢  $ 1,24¢

Notes

(1) See Item 7, Management'’s Discussion and AnalysFinancial Condition and Results of Operatifimsa description of special items in 2010, 2009 a
2008 affecting results in those years. In additarjng 2006, TVA adopted a new accounting methaglpfor conditional asset retirement obligationatth
resulted in a cumulative effect charge to incom&X¥9 million and an increase in accumulated déatiea of $20 million.

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

(3) Prior to 2007, TVA reported certain revenue dio¢ctly associated with revenue derived from eleoperations as RERATING REVENUES. This income
of $10 million for 2006 has been reclassified frOPERATING REVENUESt0 OTHER INCOME .

(4) Statutory debt is debt subject to the $30lhilimit on bonds, notes, and other evidencemdébtedness as defined in the TVA Act of 1933, as
amended.

(5) Included inACCRUEDLIABILITIES andOTHER LIABILITIES on the balance shee
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERAT IONS

(Dollars in millions except where noted)
Business Overview

TVA operates the nation’s largest public power syst&hSeptember 30, 2010, TVA provided electricityst®large industrial customers, six federal custsmend
155 distributor customers that serve over nineiomilpeople in parts of seven southeastern staté¢# generates almost all of its revenues from tHe e&electricity, and in
2010 revenues from the sale of electricity totéi#d.7 billion. As a wholly-owned agency and instratadity of the United States, however, TVA differerfi other electric
utilities in a number of ways:

(1) TVA s a government corporatio

(2) The area in which TVA sells power is limited by the A¥Act under a provision known as the “fenc@wever, another provision of federal law known a
“anti-cherrypicking”provision generally protects TVA from being forcedprovide access to its transmission lines to stfarthe purpose of delivering pov
to customers within substantially all of TV's defined service are

(3) Unlike other utilities, the rates TVA charges for povaee not set or reviewed by another entity, such public utility commission. TVA's rates are selely
by the TVA Board. In setting rates, however, the TBAard is charged by the TVA Act to have due regardtifie primary objectives of the TVA A
including the objective that power be sold at ratefow as feasibl¢

(4) TVA, unlike investorewned power companies, is not authorized to raipéataby issuing equity securities. TVA relies party on cash from operations ¢
proceeds from power program borrowings to fund itsrafions and is authorized by the TVA Act to issuadsp notes, and other evidences of indebte:
(“Bonds”) in an amount not to exceed $30.0 billiontstanding at any given time. Although T\Abperations were originally funded primarily v
appropriations from Congress, TVA has not receiveyl appropriations from Congress for any activisgsce 1999 and, as directed by Congress, has f
essential stewardship activities primarily with powarenues

Executive Summary

The economic weakness in the TVA service area sheaer signs of easing during 2010 with improvingaegl economic conditions. Power sales increased si
percent in 2010 from 2009. Colder than normal wimteather and hotter than normal summer weather responsible for most of the increase.

2010 revenues from the sale of electricity tot&i#6.7 billion. Despite the increase in sales, mees decreased over three percent in 2010 comagaD9,
primarily due to a $1.7 billion reduction in FCA enwe. This lower FCA revenue resulted from analeecrease in the FCA rate in 2010 and the lidiodeof $822
million in FCA overcollections in prior periods asesult of market prices for fuel-related commagitbeing lower than forecasted. This decrease Mreé@enue was
partially offset by a base rate increase of nineqre that became effective on October 1, 2009 raesdlted in additional revenue of $707 million.

Beginning with the October 1, 2009 billing peritide FCA formula changed from a quarterly to a migntlasis. This change to a monthly FCA formula has
resulted in smaller reconciliations and fasteriligtion of any balances.

Operating expenses decreased over seven percedttGnc@mpared to 2009 due primarily to a 32 perpeahiction in fuel and purchased power costs, pyroéset
by a nearly 35 percent increase in operating andter@ance costs.

2010 Highlights

2010 was marked by a favorable ruling in the latswught by the State of North Carolina that alé@missions from the operations of certain of T¥é0al-
fired power plants constituted a public nuisancke Thitial court decision ordering the installatiohcertain emission controls on four coal-firednik presented significant
financial challenges for TVA. With the decision ovened on appeal and the case dismissed, TVA beliéwéll be better positioned to assess the optibhas with respe
to coal-fired plant emissions as well as the amoantstiming of related capital expenditures.

Other positive business developments in 2010 include

» TVA received a favorable court ruling related toatieged violation of the New Source Review reguoladi at its Bull Run Fossil Plar‘Bull Run”).
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TVA completed the installation of scrubbers at thadsiton Fossil Plant ("Kingston'

TVA executed an agreement with a leading providesieén and intelligent energy management applioatand services for a demand response progrars
expected to provide up to 560 MW of peak load réduac

TVA entered into seven contracts for the purchasepofo 1,380 MW of wind energy. An agreement to pase an additional 200 MW of wind energy
executed on October 7, 20:

For the eleventh straight year, T"s transmission system operated with 99.999 peretiability in delivering electricity to custometr

The Lagoon Creek Combined Cycle Facility, which Aasimmer net capability of approximately 550 M\Wgan commercial operation on September 28, :

TVA completed a major 500-kilovolt transmission ajin May 2010 as well as upgrades to a k@Gubstation undertaken as a result of growth inatedrir
middle Tennesse:

TVA experienced improvements in safety and perforinegtie top decile in the utility industr

Browns Ferry Nuclear Plant (“Browns Ferrydnit 1 completed a 586 day run from March 15, 260®ttober 23, 2010, during which it produced oveb&2
GWh of electricity.

TVA's economic development efforts helped recruitmewt/ar expansion of over 150 companies into the T\éAvise area. These companies annou
capital investments of over $4.3 billion and theented creation and/or retention of over 40,508 jolm addition, Toyota resumed construction ohisv plan
in Mississippi during 201(

2010 Challenges
TVA faced several challenges during 2010 that imghds operations and financial conditions, inahgdihose discussed below.
Weather Extremes

The TVA service area experienced a colder than nowirdér and a hotter than normal summer in 2010is Weather was a primary reason for TVA selling six
percent more electricity in 2010 than in 2009. Tt the increased demand by using some of its higbe facilities and by buying more power in therked

The hot summer, however, also resulted in TVA havingutrtail the use of some of its generating fdesit The summer heat increased the temperatutas of
water in the Cumberland and Tennessee Rivers. Tiene 68 days during the summer when TVA had to cugtaikration at some of its coal-fired units becaiseater
temperature. TVA estimates the amount of generdtisinvas about 540 GWh. Similarly, there were 5¢sdiuring the summer when TVA had to curtail genenaat
some of its nuclear units, primarily Browns Ferrgcause of water temperature. TVA estimates the anodlost nuclear generation at nearly 1,000 GWh.

The increased purchased power and faklted costs associated with the cold winter, titesshmmer, and the curtailment of generation bexatisvater temperatu
issues were reflected in TVA's rates through the FOhe 6.4 percent FCA increase effective for Oct@Hi0 was due in large part to the excessively tegiperatures in
August that limited TVA's power generation capabifitend increased power demand by eight percent, cexhpaforecasts, resulting in actual fuel costseeexing the
forecast fuel costs that were used to develop theistugCA rate. The resulting under-recovered fost @ill be collected through subsequent FCA caltohs.

To better address the water temperature issueatBrFerry, TVA has initiated a capital project tmstuct a new cooling tower, to upgrade four ofekisting
cooling towers, and to improve the support systamghfe plant’s cooling towers. The project is extpd to be completed in three phases. TVA antieiphaving a new
cooling tower constructed before the summer of 281d having the improved support systems and upgiiadeace by the summer of 2013 .

Kingston Ash Spill
TVA continues cleanup and recovery efforts relatethe Kingston ash spill in conjunction with fedesal state agencies. TVA completed the removaire-t

critical ash from the Emory River during the thidarter of 2010. Removal of the remaining astoissidered to be non-time-critical. Once the rerhaetions are
completed, TVA will be required
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to assess the site and determine whether any atlitiations may be needed at Kingston or the sudiogrimpacted area. This assessment and any @aitctivities

found to be necessary are considered remediahactio

TVA has recorded an estimate in the amount of $illikrbfor the cost of cleanup related to this etzelVVA originally charged $933 million of this amaiin 2009
to expense. However, the TVA Board reclassified 8@3#million as a regulatory asset during the fogdhrter of 2009 , and the amount is being chatgedpense as it is
collected in rates over 15 years, which began onligctd, 2009. Any changes to this estimate arelsgny deferred and charged to expense prospectigetosts are
collected in future rates.

During 2010, TVA increased the estimate for the obsteanup related to this event by $192 millidfhe change in estimate was due to increased scaoperkfto
be performed at the site as defined in the Engingétvaluation Cost Analysis (“EE/CA”) work ordergpl which was prepared in accordance with the EPAlisi&@ce on
Conducting Non-Time-Critical Removal Actions und@@RCLA. In May 2010, the EPA approved T\&Aash disposal plan, which clarified the amourgstf to be remove
from the site and the final design and closuréhefdredge cell and ash ponds on site. The plahies moving less ash offsite than was originaflguaned, which resulted
in potential cost savings from the original estimmaThese potential savings were more than offsetekier, by the estimated costs of other elementtseoplan, including th
required expansion of the failed cell and the adlesand capping of all cells on the plant site tiwt wet ash. The potential savings are also offgetosts of handling the
ash under CERCLA requirements , penalties assegsEDIEBEC as described below, and regulatory oversights. TVA has also found that certain previouslneated
costs, such as dredging, were more expensive tlginally estimated due to more equipment and stgffieing needed to ensure timely completion of rexhof time
critical ash from the river. Final designs of hiolgicells and dikes are more robust than originediiimated as well.

As work continues to progress and more informaticavilable, TVA will review its estimates and revisem as appropriate. TVA currently estimates the
recovery process will be substantially completed0&4 although monitoring may continue beyond ttaé& d As such, TVA has accrued a portion of the edéthcost in
current liabilities, with the remaining portion aged as a long-term liability on TVA'’s balance shedf®sts incurred since the event through SepteBe2010, totaled
$600 million with a remaining estimated liability $525 million.

Because of the uncertainty at this time of thelfausts to complete the work prescribed by the @gtodal plan, a range of reasonable estimatesdeasdeveloped
by cost category and either the known amounts, fikedy scenarios, or low end of the range for eaategory has been accumulated and evaluated tarde&ethe total
estimate. The range of estimated costs varies &opnoximately $1.1 billion to approximately $1iflibn. See Note 8 .

TVA has not included the following categories of sastthe above estimate since it has determinddhkae costs are currently either not probableoor
reasonably estimable: penalties (other than thelpes set out in the TDEC order), regulatory dives, natural resources damages, outcomes of ieyButure claims,
long-term environmental impact costs, final longxtaisposition of ash processing area, costs asgutivith new laws and regulations, or costs of reatiad any mixed
waste discovered during ash removal process. Trereertain other costs that will be incurred ttaatehnot been included in the estimate as theypppriately accounte
for in other areas of the financial statements. oAgded capital asset purchases are recorded jreyo plant, and equipment. Ash handling andaigjon from current
plant operations are recorded in operating expen&gzortion of the pond and dredge cell closurdsase also not included in the estimate as thoses@re included in the
non-nuclear asset retirement obligation liability.

On June 14, 2010, TDEC issued a civil penalty orl@pproximately $12 million to TVA for the Kingstontaspill, citing violations of the Tennessee Solic3té
Disposal Act and the Tennessee Water Quality Contrbl &¢ the $12 million, TVA has already satisfied iélion of the obligation and may also be creditguito $2
million for performing environmental projects apped by TDEC. The remaining obligation will be paidmstallments through July 2012.

Coal Combustion Product Facilities

TVA retained an independent third-party engineefirg to perform a multi-phased evaluation of theeall stability and safety of all existing embankitse
associated with TVA'’s wet coal combustion produ@@P”) facilities. The first phase of the evaluatiavhich is finished, involved a detailed inspectadrall wet CCP
facilities, detailed documentation reviews, and eieination of any immediate actions necessargdoce risks. The second phase of the program, viedlso complete,
included geotechnical explorations, material tegtsiability analyses, and studies. The study sHdha&t none of TVA's other coal-fired plants showed same set of
conditions that existed at Kingston at the timehef $pill and that the ongoing remediation work belnge at the plants should bring all of them witinidustry standards in
terms of stability. The third phase of the prograrhich is implementation of recommended actios®rigoing. This phase includes risk mitigatiopstsuch as
performance monitoring, designing and completinganes, developing planning documents, obtainingnis; and generally implementing the lessons lehfram the
Kingston ash spill at TVA’s other CCP facilities.s A part of this effort, an ongoing dam oversigbgpam has been undertaken, and TVA employees leaeéved
additional training in dam safety and monitoring.
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TVA is converting its wet fly ash, bottom ash, angglym facilities to dry collection facilities andwmediating or eliminating the CCP facilities that eetassified

as “high” risk during the preliminary reassessmeftte classifications, such as “high,” do not meadhbe structural integrity of the facility or thessibility of whether a
failure could occur. Rather, they are designeidéatify where loss of life or significant econonticenvironmental damage could occur in the evéatfailure. The
expected cost of the CCP work is between $1.5hbillind $2.0 billion, and the work is expected t@thktween eight and 10 years to complete .

Investment Funds

Nuclear Decommissioning Trust Fundrhe nuclear decommissioning trust (“NDT”) portfoincreased in value by $104 million in 2010 ana@September 30,
2010, the NDT was 94 percent funded. TVA submittetNBT funding assurance plan to the Nuclear Reguyta@@mmission (“NRC”) during 2009 utilizing the extex
sinking fund method as described in the NRC's reguria. The plan is based on estimated positivg-tenm investment performance above an anticipatgéase in the
decommissioning liability over the remaining livelSTVA's nuclear units. The funding assurance plaovides mechanisms to address this shortfall uadehedule with
the goal of ensuring sufficient funds are availableen the nuclear plants are eventually decommission

Pension Fund While financial markets improved in 2010, theagien plan remains underfunded. Net assets inltiregt September 30, 2010 were approximately
$6.8 billion and obligations were approximately $1LBillion for a net underfunded status of $3.4idil at September 30, 2010. The ability of thenfddunded status to
quickly improve is limited because the pension glags a significant amount of benefits each yeg@ldo beneficiaries. The plan currently has 1ye28,000 retirees
receiving benefits of approximately $600 milliorr gyear.

TVARS's investment policies are based on the objeatif meeting long-term obligations, and the altmraof investments is based on the assumption of
encountering distressed market conditions from tonttme. TVARS does not anticipate making significehanges in its basic investment policies asaltref recent
market conditions. See Item 7, Management’'s D&onsand Analysis of Financial Condition and Resoft®perations —Risk Management Activities- Investment Price
Riskand Note 18 —Plan Investments.

Future Challenges

Many of the challenges that TVA faced in 2010 wilhtinue to be challenges in the future, includingse related to the Kingston ash spill, TVA’s coatnbustion
facilities, and TVA's NDT and pension plan. In atfah, TVA will face the challenges discussed belowhia future.

Wholesale Rate Changes and Rate Adjustments

TVA has been discussing with its distributor custosrend directly served customers a move from TVAisent rate structure to a new wholesale rate streictu
which includes seasonal and time-of-use rates. obfectives of the rate change are four-fold: tovjte the proper price signals; to encourage demesgbnse, energy
efficiency, and smart grid technology; to providestomers with opportunities to save on energy casid;to keep bills as low as feasible. The new whtdesite structure
was approved by the TVA Board in August 2010 to lbeatifze in April 2011. During the discussions, howeseveral customers indicated they would liker#ties to be
effective before that time, so TVA is offering opta rates for large directly served and distribtgerved customers from October 2010 to March 20Ek I®m 1, Busine!
— Rates.

The new wholesale base rates are designed to beuewneutral to TVA, so this change in structure ndit materially impact TVA'’s annual revenue recovieny
will more closely align TVA's revenue with its costThere will, however, be some seasonal structurahgés that may impact the timing of the revenue/den
seasons. The TVA Board did not approve a basenatease for 2011. Because 2011 will not be imphblojethe $822 million FCA liquidation that occurnedthe first nine
months of 2010, TVA anticipates a ten percent irsean revenues in 2011 over 2010, or an estimatetitllion, if weather conditions are normal.

In addition to the wholesale rate structure chaiy revised its FCA formula in October 2010 to maezurately adjust for seasonal fuel costs withehREA
formula.

Capital Investments

TVA also faces large capital requirements to manitai power system infrastructure and invest in pewer assets, including cleaner energy sources. TVA
believes it is likely that laws or regulations witirae into effect in the near future that will reguélectric utilities to reduce greenhouse gas (“GHgfl)ssions or obtain
emission allowance permits under a cap and tradgrg@m and obtain a specified portion of their posigaply from renewable resources. Due to the agesrloapacity, an
lower efficiency of TVA's older coal-fired units, ihay not be economical to continue to operate guar@s in the future, particularly if new environnt@naws or
regulations are passed. TVA is also planning tothad
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wet storage of fly ash and gypsum at its coal-fipkhts, an effort that will involve significant insenent. See Item 1, Businesslrtegrated Resource Plan and Future

Power Suppl.
Environmental Regulation

TVA anticipates that clean air regulations will eveaity require all coafired units to install air quality controls, inclindy scrubbers and selective catalytic reduc
systems (“SCRs”) for sulfur dioxide (“Sg), nitrogen oxides (“NQ,”), and mercury control. TVA also expects that légisn or regulations will eventually require it to

reduce carbon dioxide (“C¢") emissions or purchase CQillowances. Furthermore, TVA believes it is likely that new laatsregulations will come into effect in the

future that will require electric utilities to oliaa specified portion of their power supply fronrmegvable resources. The cost of compliance withsaieh laws and
regulations is currently unknown but compliance daelquire significant expenditures by TVA. TVA wouldviao recover such costs in rates or pursue sohe attion
which, among other options, might include idling déiddal coal-fired units. See Item 1, Businesdrtegrated Resource Plan and Future Power Supply.

Coal-Fired Generation

Future environmental regulations could resusignificant increases in capital expenditueied operating costs, which, in turn, could leachtwéased liquidity
needs and financing requirements. TVA currentlydgsroximately 14,000 MW of coal-fired generatiokpproximately 6,800 MW of this capacity are fromits that do
not have scrubbers or, in some cases, other emissiarols. Although TVA uses scrubbers on its latgenerating units and low sulfur coal on othdtsuto remove SQ,
and SCRs and other controls to reduce N@issions, several of TVA's older coal-fired pladtsnot have clean air controls, and their lowercédficy leads to higher CO
emission rates. Some of these less efficient tnait® been less economical to use in recent peridds to the age, lower capacity, and lower efficieof some units, it
may not be economical to install new clean air adstraccordingly, TVA may choose to retire some dwal units. In response to these anticipated sioms-reduction
requirements, TVA plans to place certain fossil ssgelong-term idle status and/or expedite exgtifans for placing fossil assets in long-term stktus. These changes
have been incorporated into the IRP used as treedzes® for the need for power analysis. In Sepge@®10, TVA idled Unit 5 at Widows Creek Fossil Pl@htidows
Creek”) and idled Widows Creek Unit 2 and Unit 1(Baiwnee Fossil Plant in October 2010. These ucitsuat for approximately 350 MW of capacity. TVA ynaake
decisions about other units in the near future.

Integrated Resource Plan

Despite the current economic conditions which arditeptowards lower energy demand in the short-teftA believes that new generation sources will be needed
to meet load growth under most likely scenariosdifidnally, TVA intends to move toward more generatigith low or no emissions. TVA has considered, itehds to
continue considering, fuel mix in making decisi@a®ut additional generation. The restart of Browesy Unit 1, the decision to complete Unit 2 of tt§aBar Nuclear
Plant (“Watts Bar”), the filing of a Combined Consttion and Operating License Application for twawnenits at the Bellefonte Nuclear Plant (“Belleforiednd the
reactivation of the construction permits for exigtBellefonte units are examples of TVA’s activittegpursue or consider generation sources thabtemit GHGs and
mercury. This requires capital investment in theent year and over the next few years. Anothaliehge in this area is that TVA must have suffitigeneration capacity
to meet peak demands. TVA is exploring alternatteegduce or shift the peak demands of energy.

On June 15, 2009, TVA began the preparation of a nézgiated Resource Plan (“IRP”) the purpose of whidb analyze alternative ways of addressing the
Tennessee Valley's electricity needs for the néxtears. The alternative portfolios developedtiis effort will be evaluated using several criggncluding capital and fuel
costs, reliability, possible environmental impaaduding climate change, compliance with existimgl anticipated future regulations, and other factddf the five
alternative portfolios developed, TVA’s more favorgation includes annual EEDR reductions of 3,600 v 11,400 GWh by 2020, renewables additions of 2\600
and 9,600 GWh by 2020, 3,000 MW of coal plant idloyg2017, and a pumped storage unit. Nuclear, eoal gas-fired plants are options to meet demana pfimary
source of new generation to meet future electrieéigds is nuclear and gas-fired capacity. Trangonisgpgrades would be necessary to support new remevgss, nuclear
and coal-fired capacity, and TVA could also parttein interregional projects to transmit renewaiergy. TVA expects to issue a final IRP in early Z04.1.

Debt Ceiling

The TVA Act specifies that TVA’'s Bonds may not excé&3@.0 billion outstanding at one time. As of Semter 30, 2010, TVA had $23.7 billion of Bonds
outstanding. Increased future capital expenditatesg with a restrictive debt ceiling may poséalienge to TVA'’s ability to maintain low and comipiee power rates.
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Organizational Transformation

TVA's agency-wide Organization Effectiveness Initrat(“OEI”) to transform TVA into a more effective drmccountable operation began in 2009 as a response
the TVA Board’s directive to develop an extensiveegliation plan to address deficiencies in TVA’s condystems, operating standards, and corporatereul The
diagnostic phase of the OEI was completed duringy @810. The design and implementation planningpbaf the initiative were completed in the secamatigr of
2010. The specific improvement programs begahérsecond quarter of 2010 and are expected torbpleted in the first quarter of 2011.

Cyber Security

Cyber security and the protection of TVA operatiand activities are a priority. TVA uses a defenseépth security model in an effort to preventedetrespond
to, and recover from threats against its systemM&A plans to modify and upgrade its protectionseshhology advances and threat environments anddsssrequirements
change. TVA currently plans to spend approxima$@§ million to $40 million in cyber security updateetween 2011 and 2013.

Inflation

The economy recently experienced a very deep receshich has led to increased unemployment anditalustrial capacity utilization. Given the currémiv
levels of capacity utilization and high unemploymenflationary pressures should remain low. Howewestrong, sustained recovery with increasingrlabmnstruction, ar
commaodity costs, as well as high interest ratesido@sult in higher costs for TVA and pressure taéase power rates.

Liquidity and Capital Resources
Sources of Liquidity

To meet cash needs and contingencies, TVA dependar@us sources of liquidity. TVA’primary sources of liquidity are cash from operat and proceeds fro
the issuance of short-term and long-term debt. Netivg capital may be negative from time to time diu part to the fact that current liabilities mayceed current
assets. TVA uses short-term debt to fund short-tersh needs and scheduled maturities of long-tetyh dThe daily balance of cash and cash equivaleaintained is
based on near-term expectations for cash expeadiaurd funding needs.

Financial markets experienced extreme volatilipnfr2008 to 2010 amid negative developments in ngusnd mortgage-related activities, weakness obmaj
financial institutions, government actions, andatag economic developments. These conditions hesdted in disruptions in credit and lending dtigs, particularly in
the short-term credit markets through which corpoiastitutions borrow and lend to each other. DiSomg in the short-term credit markets have theptbl to impact
TVA because TVA uses short-term debt to meet workamital needs, and because it typically investsath holdings in the short-term debt securitiestloér institutions.

Despite the disruptions in the credit markets, TVA hat experienced difficulty in issuing short-tedebt, or in refunding maturing debt. Throughowt preriod of
market volatility, TVA has experienced strong deméordts short-term discount notes and Iadegm bonds, and has been able to issue debt atativerates. TVA issue
$179 million of electronotes® and $1.5 billion dher power bonds in 2010. TVA expects continuedatarfor its debt securities.

In addition to cash from operations and proceents fihe issuance of short-term and long-term detif’'s sources of liquidity include a $150 millionetit facility
with the U.S. Treasury, two revolving credit facé#itotaling $2.0 billion, and occasional proceedmfother financing arrangements including call etczation
transactions, sales of assets, and sales of réesvand loans . Management expects these sdorpesvide more than adequate liquidity to TVA fhetforeseeable future.

Issuance of Debt.The TVA Act authorizes TVA to issue Bonds in an amauwttto exceed $30 .0 billion outstanding at ameti TVA Bonds are not obligations
of the United States, and the United States doegusrintee the payments of principal or interedBomds. At September 30, 2010, TVA had only two tygpfeBonds
outstanding: power bonds and discount notes. Poaretdbhave maturities of between one and 50 yeadsjianount notes have maturities of less than eae.yPower
bonds and discount notes have a first priority @l claim of payment out of net power proceedst pdeer proceeds are defined as the remainder of $\gAdss power
revenues after deducting the costs of operatingytaiaing, and administering its power propertied payments to states and counties in lieu of texatshefore deducting
depreciation accruals or other charges represetitsgmortization of capital expenditures, plusribeproceeds from the sale or other dispositioangfpower facility or
interest therein. See Note 1 General.

Power bonds and discount notes are both issuedgnirsusection 15d of the TVA Act and pursuant toBhsic Tennessee Valley Authority Power Bond

Resolution adopted by the TVA Board on October &0]@s amended on September 28, 1976, October 89, 48d March 25, 1992 (the “Basic Resolution"peTVA
Act and the Basic Resolution each contain two bestbt the rate tesand the bondholder protection test.
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Under the rate test, TVA must charge rates for pawech will produce gross revenues sufficient to pdevfunds for:

« Operation, maintenance, and administration of ilsgrasystem

Payments to states and counties in lieu of te

Debt service on outstanding Bon

Payments to the U.S. Treasury as a repayment o aetlirn on the Power Program Appropriation Inwestt; anc

Such additional margin as the TVA Board may consitésirable for investment in power system assetisemgent of outstanding Bonds in advance of mat)
additional reduction of the government's approjwiatinvestment in TVA’s power facilities (the “Pow&rogram Appropriation Investment”and othe
purposes connected with TVé&power business, having due regard for the prirobjgctives of the TVA Act, including the objectivieat power shall be sold
rates as low as are feasible. See Not— Appropriation Investmer.

The rate test for the one-year period ending Sepee30, 2010, was calculated after the end of 2846,TVA met the test's requirements.
Under the bondholder protection test, TVA must, iocassive five-year periods, use an amount of neepproceeds at least equal to the sum of:

» The depreciation accruals and other charges ragnegehe amortization of capital expenditures,
« The net proceeds from any disposition of power itaes],

for either

* The reduction of its capital obligations (includiBgnds and the Power Program Appropriation Investjnen
* Investment in power asse

The bondholder protection test for the five-yeaiquitended September 30, 2010, was calculatedthfteznd of 2010, and TVA met the test’s requirememg¢A
must next meet the bondholder protection testHerfive-year period ending September 30, 2015 .

As discussed above, TVA uses proceeds from the issudriscount notes, in addition to other sourddgjaidity, to fund short-term cash needs and siched
maturities of long-term debt. The following tabl®ywides additional information regarding TVA’s shtetm borrowings.

Short-Term Borrowing Table

For Quarter For Year For Year For Year
Ended Ended At Ended At Ended
At September  September 30  September  September September September September
30, 201C 2010 30, 201C 30, 200¢ 30, 200¢ 30, 200€ 30, 2008
Amount Outstanding (at End of Period) or
Average Amount Outstanding (During
Period)
Discount Note: $ 27 % 745 % 90t $ 844 $ 1,65C $ 18t % 767
Borrowings from U.S. Treasur — — — — — — 74
Weighted Average Interest Rate
Discount Note: 0.04(% 0.14€¢% 0.08%% 0.06%% 0.32% 1.25¢% 3.70%
Borrowings from U.S. Treasur — — — — — — 3.02(%
Maximum Month -End Amount
Outstanding During Period
Discount Note: $ — 3 9% $ 1,17¢ $ — % 2,631 $ — S 1,57C
Borrowings from U.S. Treasur — — — — — — 14¢

Notes
* In 2009, TVA and the U.S. Treasury replaced jpes financing arrangements with a memorandum détstanding, under which TVA now ha$®50 million credit facility with thi
U.S.Treasury

TVA held a lower balance of short-term det@ptember 30, 2010, than the end of the previeas grimarily because it issued more long-term ¢hednt it
redeemed in 2010 and applied some of those prot¢e¢hs redemption of short-term debt. The redénpif short-term debt also accounted for the ayetzalance of
short-term debt being lower in
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2010 than 2009. The average balance of short-detsthwas higher in 2009 than 2008 primarily duéhtotiming of issuance of long-term debt. The var@in the average

interest rate on discount notes is primarily duehtanges in market conditions.

TVA issues power bonds primarily to refinance presigtissued power bonds as they mature. During 2002009, TVA issued $1.7 billion and $2.4 billidn o
power bonds, respectively, and redeemed $69 miflrah$2.9 billion of power bonds, respectively. Ap&mber 30, 2010, outstanding power bonds (incfudimrent
maturities of long-term debt) consisted of thedwaling:

Outstanding Power Bonds
As of September 30, 2010

Coupon Principal
CUSIP or Other Identifier Maturity Rate Amount (1) Stock Exchange Listings
2.650%-

electronote® 02/15/202(- 10/15/202¢ 5.50% (2 $ 594 None
880591DN¢ 01/18/2011 5.625% 1,00 New York, Luxembourg
880591DL3 05/23/2012 7.14% 29 New York
880591DTE 05/23/2012 6.79(% 1,48¢ New York
880591CWC 03/15/201% 6.00(% 1,35¢ New York, Hong Kong, Luxembourg, Singap¢
880591DW¢ 08/01/201z 4.75(% 94C New York, Luxembourg
880591DY5 06/15/201¢ 4.37"% 1,00(¢ New York, Luxembourg
880591EE¢ 11/15/201¢ 2.25(% 18 None
880591DS¢ 12/15/201€ 4.87%% 524 New York
880591EAE 07/18/2017 5.50(% 1,00 New York, Luxembour¢
880591CU4 12/15/2017 6.25(% 65C New York
880591EC: 04/01/201¢ 4.50(% 1,00 New York, Luxembour¢
880591DC: 06/07/2021 5.805% (3) 314 New York, Luxembourg
880591CJ¢ 11/01/202¢ 6.75(% 1,35C New York, Hong Kong, Luxembourg, Singapt
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 6.581% (3) 393 New York, Luxembour¢
880591DV1 07/15/203:¢ 4.70(% 472 New York, Luxembourg
880591EFE 06/15/2034 3.77% 44€ None
880591DX7 06/15/203& 4.65(% 43€ New York
880591CKE 04/01/203€ 5.98(% 121 New York
880591CS¢ 04/01/203€ 5.88(% 1,50¢ New York
880591CFP* 01/15/203¢ 6.15(% 1,00¢ New York
880591EDC( 06/15/203¢ 5.50(% 50C New York
880591EH1 09/15/203¢ 5.25(% 2,00( New York
880591BL5 04/15/2042 8.25(% 1,00¢ New York
880591DU2 06/07/204% 4.962% (3) 23€ New York, Luxembour¢
880591CFi 07/15/204% 6.23t% 14C New York
880591EB¢ 01/15/204¢ 4.87%% 50C New York, Luxembour¢
880591DZ2 04/01/205€ 5.37% 1,00¢ New York
880591EJ7 09/15/2060 4.62%% 1,00C New York
Subtotal 23,61«
Unamortized discounts, premiums, and other (216)
Total outstanding power bonds, net $ 23,39¢

Notes

(1) The above table includes net exchange losses ¢urrency transactions of $14 million at Septende 2010.

(2) The weighted average interest rate of TVA'sstartding electronotédwas 4.47 percent at September 30, 2010.
(3) The interest rate represents T's effective interest rat

TVA manages its aggregate debt levels based onire desnaintain a relatively stable balance of casti cash equivalents on hand. TVA uses short-tietvh to
meet working capital requirements and finance thgunities of long-term debt. As a result, the baé&af short-term debt can change significantly fiey to day. The
amount of short- term debt as a percent of totat diso depends on market conditions and manageteergions to issue long-term debt and to use teng-debt proceeds
to redeem short-term debt.
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For additional information about TVA debt issuancevity and debt instruments issued and outstandisgf September 30, 2010, and 2009, includingtifiiens,

rates, maturities, outstanding principal amoumns, @demption features, see Note 1Debt Securities Activity

Credit Facility Agreements TVA and the U.S. Treasury have entered into a anandum of understanding under which the U.S. Trggmavides TVA with a
$150 million credit facility. This credit facilitynatures on September 30, 2011 , and is expectael tenewed. This arrangement is pursuant to Y Act. Access to this
credit facility or other similar financing arrangents has been available to TVA since the 1960s. TMAgto use the U.S. Treasury credit facility as@sadary source of
liquidity. The interest rate on any borrowing unttés facility is based on the average rate ontanting marketable obligations of the United Stati#s maturities from
date of issue of one year or less. There were tgtanding borrowings under the facility at Septengig 2010.

TVA also has short-term funding available in theriasf two short-term revolving credit facilities o1 ® billion each. These credit facilities will megwon
February 7, 2011 , and May 11, 2011. The creditifies also accommodate the issuance of lettecsaglit. The interest rate on any borrowing urtthese facilities is
variable based on market factors and the ratinB#’s senior unsecured long-term nanedit enhanced debt. TVA is required to pay arsaddacility fee on the portion
the total $2.0 billion which TVA has not borrowed omnemitted under letters of credit. This fee, alavith letter of credit fees, may fluctuate dependimgthe rating of
TVA's senior unsecured long-term non-credit enhdraebt. At September 30, 2010, there were $411omidif letters of credit outstanding under the lfées, and there
were no outstanding borrowings. TVA anticipates rengwach credit facility or replacing it with a @ifent credit facility as it matures. See Note 1Bhert-Term Debt.

Call Monetization TransactionsTVA has entered into swaption transactions to maeetie value of call provisions on certain of itsB issues. A swaption
essentially grants a third party the right to emés a swap agreement with TVA under which TVA receigd®ating rate of interest and pays the thirdyparfixed rate of
interest equal to the interest rate on the Bongkisghose call provision TVA monetized. Through Seiter 30, 2010, TVA had entered into four swaptiongeations that
generated proceeds of $261 million.

* In 2003, TVA monetized the call provisions on a $illon Bond issue and a $476 million Bond issuednyering into swaption agreements with a thirdy
in exchange for $175 million and $81 million, reseely.

* In 2005, TVA monetized the call provisions on twonBdssues ($42 million total par value) by entetiimg swaption agreements with a third party in excfe
for $5 million.

For more information regarding TVA'’s call monetipat transactions, see Note 13 Berivatives Not Receiving Hedge Accounting Treatmer8waption and
Interest Rate Swap

Sale of Interest in TVA Generating Facili8even States Power Corporation (“Seven Statestudtrits subsidiary, Seven States Southaven, LSS$L"),
exercised Seven States’s option to purchase awidedi90 percent interest in a combined cycle catibn turbine facility in Southaven, Mississipgis part of interim
joint-ownership arrangements, Seven States has theatighty time during the interim period, and for aegson, to require TVA to buy back the Seven Siatesest in the
facility.

The interim period under the original agreements twasxpire on April 30, 2010. On April 22, 2010, TVAdSeven States, through SSSL, amended the joint
ownership agreement, lease agreement, and buy-barigaments to extend the term of the interim gearents by approximately three years, until April 23813. The
other material terms and conditions of the agreg¢snerre not changed and remain in full force afiecef Under the amended agreements, TVA will buyklihe Seven
States interest if long-term operational and posedes arrangements for the facility among TVA, Sestates, and SSSL, or alternative arrangementsicdiie place by
April 23, 2013. TVA'’s buy-back obligation will termiteif such long-term arrangements are in placénbydate. In the event of a buy-back, TVA will reyaite the Seven
States interest in the facility and the relatectsAs of September 30, 2010, the carrying amofitite obligation was approximately $413 million.
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Summary Cash Flows

A major source of TVA's liquidity is operating cadbws resulting from the generatioand sales of electricity. A summary of cash flow poments for the years

ended September 30 follows:

Summary Cash Flows
For the years ended September 30

2010 2009 2008
Cash provided by (used ir
Operating activitie: $ 1,901 $ 2,160 $ 1,967
Investing activities (2,45%) (2,28%) (2,309
Financing activities 684 112 39C
Net increase (decrease) in cash and cash equiv $ 127 $ 12 $ 48

Operating Activities
2010 Compared to 2009

Net cash flows from operating activities decreasegR$illion in 2010 compared to 2009This decrease resulted from lower operating revefroes FCA rate
decreases, which reduced operating revenues byb#lon. The decrease was nearly fully offseteb$1.0 billion advance contribution to TVA's pensfond in 2009
which was not made in 2010 and a $707 million bageinarease. SeResults of Operations
2009 Compared to 2008

Net cash flows from operating activities increase@6tillion in 2009 compared to 2008. This incregesilted primarily from an increase in operatiegenues a
a result of higher base and FCA rates, as wellaas fower cash fuel costs SeeResults of OperationsThis increase was offset partially by a $1.0 billmmtribution in
2009 to TVA's pension fund as an advance on coutidbs for 2010 through 2013.

Investing Activitie:

The majority of TVA's investing cash flows are rigdd to investments in property, plant, and equiprf@mnew generating assets as well as additionsipgcades
to existing facilities. A summary of changes inésting cash flows is provided below.

2010 Compared to 2009

Net cash flows used in investing activities increg®®dl million in 2010 compared to 2009. The inseeeesulted primarily from an additional $222 mitlispent
on major capital projects including new combinedieynd combustion turbine units, as well as ongomstruction on Watts Bar Unit 2, in 2010.

2009 Compared to 2008

Net cash flows used in investing activities decreg@aimillion in 2009 compared to 2008. The deaqasmarily reflects the absence of the acquisitbnew
generating assets in 2009 compared to the $46®mplurchase in 2008 of the Southaven combinededgdlility. This absence was offset partially b$1®1 million
increase in investments to existing facilities,14®@million increase in expenditures for the enmeimt and fabrication of nuclear fuel related tdeigprices paid for enrich
uranium and the normal year to year variabilityuttisg from the timing of refueling outages at theclear plants, and a $17 million decrease durB@P2n collateral held k
TVA in connection with a swap agreement as compared$25 million increase in collateral held in 2008
Financing Activities
2010 Compared to 2009

Net cash flows provided by financing activities irased $572 million in 2010 compared to 2009. dtenge was primarily due to a decrease of $2.®iviih

redemptions and repurchases of long-term debttqftsially by a decrease of $1.5 billion in nefuances of short-term debt and a decrease of $8@@hrm long-term
debt issuances. The increase in debt reflecteetbd for cash primarily to fund capital investments

2009 Compared to 2008
Net cash flows provided by financing activities desed $278 million in 2009 compared to 2008. Tteretese resulted primarily from a $2.2 billion irase in

redemptions and repurchases of long-term debt, laitty-term debt of $2.9 billion retired in 2009, aam&221 million reduction in proceeds from the Badseback of the
Southaven combined-cycle
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facility in 2008. These items were offset partidilya $264 million increase in long-term debt issueflecting the issuance of $2.4 billion of lotegm debt in 2009, and net

issuance of $659 million of short-term debt in 2@8%compared to the net redemption of $1.2 bikibshort-term debt in 2008 .
Cash Requirements and Contractual Obligations

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

Future Planned Construction Expenditures( 1)
As of September 30

Actual Estimated Construction Expenditures
2010 2011 2012 2013
Watts Bar Unit 2 $ 69C $ 63t $ 441 $ —
Other capacity expansion expenditu 374 60C 81¢ 94:
Environmental expenditure 58 10C 21¢ 51z
Ash pond remediatio 10¢ 141 107 12
Transmission expenditur: 20z 24¢ 271 28C
Other capital expenditures) 59€ 77¢ 784 84C
Total capital projects requirements $ 2,020 % 2,50 $ 2,641 $  2,69¢
Notes
(1) TVA plans to fund these expenditures with clism operations and proceeds from power prograanfimgs. This
table
shows only expenditures that are currently planAeiditional expenditures may be required amongrathiegs for TVA
to meet

growth in demand for power in its service areaoocdmply with new environmental laws, regulatiomisprders .

(2) Other capital expenditures are primarily assted with short lead time construction projectseairat thecontinued saf
and

reliable operation of generating assets .

(3) The numbers above exclude Allowance for Fungsd.During Construction ("TAFUDC") of $57 million dumclude
items

accrued of $65 million

TVA conducts a continuing review of its canstion expenditures and financing programs. Thewnts shown in the table above are forward-looking
amounts based on a number of assumptions and lajexsto various uncertainties. Amounts may diffexterially based upon a number of factors, incigdbut not limited
to, changes in assumptions about system load gremtfironmental regulation, rates of inflation, tatast of major projects, and availability and cokexternal sources of
capital. Sed-orward-Looking Information.

In the near term, TVA may be negatively intpddiy investments in new generation, such as \VBattdJnit 2 and the John Sevier Combined Cycle
Facility, that are not expected to provide a castirn until put into service.

TVA has certain obligations and commitments to nfakere payments under contracts, including comgraegecuted in connection with certain of the plahne
construction expenses. The following table setthfdk/A’s estimates of future payments as of Septembe2@B®. See Note 11, Note 12, Note 15, and Note 28 forthel
description of these obligations and commitments.

Commitments and Contingencies
Payments due in the year ending September 30

2011 2012 2013 2014 2015 Thereafter Total

Debt* $ 1,03t % 152: $ 2,30¢ $ 32 $ 1,032 % 17,69¢ $ 23,62¢
Interest payments relating to
debt 1,33¢ 1,31(C 1,16€ 1,081 1,08( 19,91¢ 25,89:
Lease obligation

Capital 53 5 — — — 2 60

Nor-cancelable operatir 49 41 39 28 25 171 35%
Purchase obligatior

Power 27t 25€ 197 18¢ 23¢ 4,304 5,45¢

Fuel 1,95¢ 1,36( 1,174 86¢% 82t 1,712 7,89z

Other 85 11€ 118 122 58 31z 80¢€
Litigation settlemen 3 3 3 3 — — 12
Environmental cleanup costs
Kingston ash spil 22( 124 97 84 — — 52&
Payments on other financin 13t 13€ 48¢ 10C 104 71z 1,67¢
Payments to U.S. TreasL

Return of Power Program

Appropriation Investmer 2C 20 20 10 — — 70

Return on Power Program

Appropriation Investment 8 22 20 19 18 23E 322
Total $ 517¢ $ 491¢ $ 562 $ 2,53: $ 3377 $ 45,06: $ 66,69¢
Notes

* Does not include noncash items of foreign curyevaluation loss of $14 million and net discountsate of Bonds of $216 milliol
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In addition to the cash requirements above, TVAduwagractual obligations in the form of revenue distts related to energy prepayments.
Energy Prepayment Obligations

2011 201z 201 2014 201t Thereafter Total
Energy Prepayment Obligation $ 108 $ 108 $ 102 $ 10C $ 10C $ 31C $ 822

Results of Operations
Sales of Electricity

Sales of electricity accounted for substantiallyo&lTVA’s operating revenues in 2010, 2009, and®200TVA sells power at wholesale to distributortonsers,
consisting of municipalities and cooperatives tleaell the power to their customers at retail rafe¢A also sells power to directly served customeosisisting primarily of
federal agencies and customers with large or undsads. In addition, power that exceeds the neetlsedl VA system is sold under exchange power arnaueges with
other electric systems. The following table conegaFVA’s energy sales statistics for 2010, 2009, 20GB .

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

Percent Percent

2010 Change 2009 Change 2008
Municipalities and cooperative 141,44¢ 6.2% 133,07¢ (4.7%) 139,59¢
Industries directly serve 30,09¢ 4.8% 28,71¢ (17.2%) 34,69¢
Federal agencies and other 2,11¢ 5.2% 2,00¢ (0.2%) 2,012
Total sales of electricity 173,66 6.C% 163,80« (7.1%) 176,30«
Weather Normalized Sales

168,852 0.€% 167,807 (7.0%) 180,477
Heating degree days (normal 3,4 3,67 7.% 3,40t 9.5% 3,10¢
Cooling degree days (normal 1,8 2,38t 30.4% 1,82¢ (8.1%) 1,99(
Combined degree days (normal
5,267) 6,057 15.8% 5,232 2.6% 5,09¢

2010 Compared to 2009

The 8.4 billion kilowatt-hour (“kWh") increase irakes to MUNICIPALITIES AND COOPERATIVESWaS primarily due to an increase in residentiadsak a result of a
record number of degree days due to both a cdider mormal winter and a hotter than normal summeng010, as well as an increase in sales toah@wercial and
industrial customers of TVA's distributor customerge to improving economic conditions.

The 1.4 billion kWh increase in sales t@USTRIESDIRECTLY SERVEDWas primarily due to improving economic conditions.

The 107 million kWh increase in sales tepERAL AGENCIESAND OTHER Was due to a 57 million kWh increase in sales tieffal agencies directly served and an
increase of 50 million kWh sold off-system due ivicrease in excess generation available foreesal

2009 Compared to 2008

The 6.5 billion kWh decrease in sales toNEIPALITIES AND COOPERATIVES was primarily due to a decrease in demand francdmmercial and industrial
customers of TVA's distributor customers as a restithe economic downturn. Several of these coroiakand industrial customers experienced lessatehas a result of
layoffs and decreased production in 2009 versu8.2@@lditionally, several more shut down plantsleS#o residential customers of TVA's distributostamers also
experienced a slight decline in 2009. The decreasales to residential customers was primarily tduee milder summer in 2009 compared to 2008.

The 6.0 billion kWh decrease in salestOUSTRIESDIRECTLY SERVED Wwas primarily due to the downturn in the economy.
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The decrease in sales tebERAL AGENCIESAND OTHER Was primarily attributable to a decrease in offtegssales and was offset partially by an increasalies to

federal agencies directly served due to increasetadd by two federal agencies.

Financial Results
The following table compares operating results fat® 2009, and 2008:

Summary Statements of Operation:
For the years ended September 30

201C 200¢ 200¢
Operating revenue $ 10,87: $ 11,258 $ 10,38:
Operating expenses (8,637) (9,2872) (8,199¢)
Operating incom: 2,24z 1,97: 2,18¢
Other income, ne 24 25 9
Interest expense, net (1,29¢) (1,272) (1,37€)
Net income $ 97z $ 72€  $ 817
Operating RevenuesOperating revenues during 2010, 2009, and 2008isted of the following:
Operating Revenue
For the years ended September 30
Percen Perceni
201( Change 200¢ Change 200¢
Operating Revenue
Municipalities and cooperativi $ 9,27¢ (3.£%) $ 9,64¢ 11.0% $ 8,65¢
Industries directly serve 1,321 (3.4%) 1,361 (7.1%) 1,472
Federal agencies and otl 117 (10.79%) 131 8.2% 121
Other revenue 161 42.5% 112 (13.1%) 13C
Total operating revenues $ 10,87 (3.4%) $ 11,25¢ 8.4% $ 10,38:

Operating revenues decreased $381 million or 3depein 2010 compared to 2009, and increased $8i@8mor 8.4 percent in 2009 compared to 2008 tuthe

following:
Variance 2010 vs Variance 2009 vs
2009 2008
Base rate chang: $ 707 $ 754
FCA rate change 1,719 742
Volume 58C (59¢)
Off system sales and oth 2 8)
Other revenue 48 (17)
Total $ (38)) $ 872
2010 Compared to 2009
Significant items contributing to the $381 millidecrease in operating revenues included:
. A $369 million decrease in revenue fronoEIPALITIES AND COOPERATIVESpPrimarily due to FCA rate decreases which redueednues by $1.5

billion. This decrease was offset partially by aepercent increase in base rates effective in @c@®09 , which provided $629 million in revenued an
increase in sales volume of 6.3 percent, whicheimged revenues an additional $521 mill

volume of 4.8 percent, which increased revenuesdaitional$ 56 million.

Facility. These items were offset partially by aorease in o-system sales of $5 millio

59

A $46 million decrease in revenues friNDUSTRIESDIRECTLY SERVED primarily due to FCA rate decreases, which reduegdnues by $174 million. Th
decrease was offset partially by a nine perceneas® in base rates mentioned above, which provid@dnillion in revenues, and an increase in sales

A $14 million decrease in revenues froaDERAL AGENCIESAND OTHER as a result of a $12 million decrease in reveffraes federal agencies directly served
primarily due to the FCA rate decreases and $7oniilh capitalized revenue related to pre-commenpelrations of the Lagoon Creek Combined Cycle
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2009 Compared to 2008

Significant items contributing to the $873 milliorcrease in operating revenues included:

A $985 million increase in revenue fronuMcIPALITIES AND COOPERATIVESpPrimarily due to an increase in average base dt@sl percent due to base rate
increases effective April 1, 2008 and October 1,820¢thich together provided $689 million in additibnevenue. FCA rate increases provided an additiona
$669 million in revenue. These increases weresbffartially by a decline in sales volume of 4.7cpet, which reduced revenues by $373 mill

A $105 million decrease in revenue framUsSTRIESDIRECTLY SERVED primarily due to decreased sales volume of 17r2quet, which reduced revenues by
$230 million. This decrease was offset partiallyH§yA rate increases which provided $63 million inli#dnal revenue, and an increase in average lzdise r
of 5.6 percent which provided $62 million in addital revenues

A $10 million increase in revenue fronEBERAL AGENCIESAND OTHER as a result of an $18 million increase in reverftms federal agencies directly served
primarily due to the FCA rate increases and increaséume. This increase was offset partially byeardase in off-system sales of $8 million due to
decreased volum

Operating ExpenseQperating expenses during 2010, 2009, and 2008stedsif the following:

TVA Operating Expenses
For the years ended September 30

Perceni Percent
201( Change 200¢ Change 200¢
Fuel and purchased pow $ 3,21¢ (32.2%) $ 4,74¢ 13.6% $ 4,17¢
Operating and maintenan 3,23 34.% 2,39t 3.8% 2,307
Depreciation, amortization, and accret 1,724 7.% 1,59¢ 30.€% 1,224
Tax equivalents 457 (16.0%) 544 10.6% 491
Total operating expenses $ 8,63: (7.C%) $ 9,28: 13.2% $ 8,19¢

2010 Compared to 2009

Significant drivers contributing to the $650 mitli@lecrease in total operating expenses are deddrédew:

FUEL AND PURCHASEDPOWEREeXpense decreased $1.5 billion due to:

A $1.7 billion decrease in fuel and purchageder expense related to the FCA mechanism whidbtmaa the recognition of fuel and purchased power
expense with the period it is collected in the FCis decrease primarily resulted from a decreaskd FCA rate, which included the liquidation in QG
FCA amounts that were overcollected during 2(

A $118 million increase in fuel expense raaglfrom a five percent increase in the aggregagéé dost per kWh of net thermal generation, whiahsed a
$104 million increase in fuel expense. Additionatigt thermal generation increased slightly, whinthieased fuel expense by $14 million. The addéio
generation required to meet the six percent iner@aslectricity sales in 2010 compared to 2009 prasarily met through increased hydroelectric gatien
of 2.6 billion kWh, or 21 percent, and an increaspurchased power during 2010 due to economidaligrable prices for purchased pow

An $80 million increase in purchased power espeprimarily because of an increase in purchaseepvolume of 6.7 billion kWh or 30 percent, which
increased purchased power expense by $408 millituis increase was offset partially by a decreaskeraverage price of purchased power of 19 pefent
2010, compared to 2009, which decreased purchaseer gxpense by $328 million. Included in the fabteaate variance was a decrease in net realized
losses related to natural gas derivatives of $2i®mcompared to 2009. Lower priced purchased paallewed TVA to displace some of the generation
from its less economical generating units with pased powel

OPERATING AND MAINTENANCE expense increased $837 million. The primary dser the increase were a $217 million increaseeinsion and postretirement
benefit expense due to market declines in priorsyead a reduction in the assumed discount rateeiprior year and a $172 million increase in opegaand maintenance
expense at nuclear plants due in part to a chan§¥A’s accounting for nuclear refueling outagésistorically, nuclear refueling outage costs wereeded and amortized
on a straight-line basis over the estimated paritd the next routine outage. Beginning in 20l@wever, outage costs have been expensed as incaltremligh previously-
deferred outage costs continue to be
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amortized as the remaining amounts are collecteatés. Additional items contributing to the inedn GERATING AND MAINTENANCE expense included a $97 million

increase in post-employment benefit costs primatilg to the results of the actuarial study relatingiorkers’ compensation claims, recognition il@@f $62 million in
expense due to amortization of the BRONMENTAL CLEANUP COSTS—KINGSTON ASH SPILL regulatory asset, a $51 million increase in ctssupport energy efficiency and
demand response initiatives, a $37 million increataed to ash handling due to increased handlatigities as TVA is in process of converting from wtirage to dry
storage facilities, a $30 million increase to suppaconomic development initiatives, a $30 milliaorease in other benefit costs, a $23 millionéase at coal-fired and
combustion turbine plants largely due to forcednteiance outages at Paradise and Shawnee Fosssl &l other maintenance projects, and a $2lomiificrease in
expense associated with on-going studies relateduce uses of the Bellefonte Nuclear Plant sit¥’ ATlso wrote off $20 million of costs during 2010atsd to upgrades
for the Gleason Combustion Turbine Plant (“Gleasoir{)2009, TVA deferred the Gleason project and tramefl certain equipment to the new John Sevier CoeabCycle
Facility. Atits August 2010 meeting, the TVA Boardhcelled the upgrades to Gleason, and the Gleasoifismasts were subsequently charged to operatig an
maintenance expense.

DEPRECIATION, AMORTIZATION, AND ACCRETION EXPENSEINcreased $126 million primarily because of arréase in net plant additions and the implementaifon
accelerated depreciation rates on certain coal-firéts due to the long-term idling of those units.

TAX EQUIVALENTS expense decreased $87 million. This change pilyrraflects a decrease in the accrued tax equita@gpense related to the FCA. The accrued
tax equivalent expense is equal to five percetlh@fCA revenues and decreased in 2010, since tAaé¥@nues were lower in 2010 than 2009.

2009 Compared to 2008
Significant drivers contributing to the $1.1 biliancrease in total operating expenses are deschidlew:
FUEL AND PURCHASEDPOWEREeXpense increased $569 million due to:

* A $717 million increase due to deferred fuel expendee returned to customers in 2010 as part oF@&& mechanismn

* A $113 million decrease in fuel expense from a desen net thermal generation of 12 percent, whediced fuel expense by $295 million. The decree
net thermal generation was due to lower demandh@ease in conventional hydroelectric generatio#. éhillion kWh or 64 percent, and the decision to
purchase more power in 2009 due to favorable mamkets. The aggregate fuel cost per kWh net thkganeration increased nine percent and resuitac
increase of $182 million in fuel expense. The kigluel cost was primarily due to higher pricesdoal and was offset partially by lower prices fatural
gas.

» A $35 million decrease in purchased power egpgmimarily due to a decrease in the average pfiparchased power of 36 percent in 2009 comptred
2008, which resulted in a $529 million reductiorekpense. This decrease was offset partially bypemease in purchased power volume of six percent,
which increased purchased power expense by $8®millPurchased power expense also increased $4lighrdilie to net realized losses related to natural
gas derivatives compared to net realized gainsioh derivative contracts in 20C

OPERATING AND MAINTENANCE expense increased $88 million primarily due teld fillion increase in EERATING AND MAINTENANCE expense at nuclear plants due
to increased number of personnel, an increasa@edomaintenance outages at Browns Ferry and Selqidyelear Plants, and an increase in amortizatiatetdrred
nuclear outage costs. TVA also experienced increessts of $25 million primarily due to studies telhto future uses of the Bellefonte Nuclear Plentteased costs for
reagents of $15 million largely due to increaselline® as a result of additional SCR capacity oniin2009 compared to 2008, increased administraiats of $13 million
due to increased insurance costs and increasedseeelated to new information technology implemion in the third quarter of 2008, and increasest<of $14 million
to support energy efficiency and demand resporigatives.

These increases were offset partially by a $29anililecrease in operating and maintenance expansesl-fired and combustion turbine plants largklg to
repair and recovery work at Paradise Fossil Plag008 that did not recur in 2009, partial write-dowfscrubber projects at Bull Run and John SevassH Plants in 2008
that did not recur in 2009, and a decrease in @utagts due to 573 outage days in 2009 comparthe 839 outage days in 2008. These decreaseifsee partially by
the cost of studies primarily related to ash remtialh and expenditures related to the dischargeteatdNidows Creek.

DEPRECIATION, AMORTIZATION, AND ACCRETION expense increased $374 million primarily due tusion in 2008 of a one-time adjustment EPRECIATION,
AMORTIZATION, AND ACCRETION EXPENSEOf $350 million related to a change in regulatacgounting for non-nuclear asset recovery obligatidAROs”). See Note 7 —
Nor-Nuclear Decommissioning
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Costs. In addition, depreciation expense increased $ilibmprimarily due to an increase in depreciati@tes on transmission and substation equipmeatesult of an

external depreciation cost study implemented irfolieth quarter of 2008.

TAX EQUIVALENTS expense increased $53 million reflecting increageds revenues from the sale of power (excludihessor deliveries to other federal agencies
and off-system sales with other utilities) durif@8 compared to 2007, and increased FCA revenuz®0i& compared to 2008.

Interest Expense Interest expense and interest rates during 20108,2hd 2008 were as follows:

Interest Expense
For the years ended September 30

Percent Percent
2010 Change 2009 Change 2008
Interest on debt and leaseback obligati $ iLEI5E 47% $ 1,292 (5.€%) $ 1,37:
Amortization of debt discount, issue, and reacqoisitosts
net 20 0.C% 2C 0.C% 20
Allowance for funds used during construction and eax
fuel expenditures (79 97.5% (40) 135.% a7
Net interest expense $ 1,29/ 17% $ 1,27 (7.€%) $ 1,37¢
Percent Percent
201C Change 200¢ Change 200¢
Interest rates (average!
Lonc-term* 5.91 (1.2%) 5.9¢ 1.2% 5.91
Discount note 0.0¢ (71.9%) 0.32 (91.2%) 3.71
Blended* 5.6¢€ 2.0% 5.57 (4.€%) 5.84

Note

* The average interest rates on long-term debecédd in the table above are calculated using arage of long-term debt balances at the end of eexttih in
the fiscal years depicted, and interest expensthéise periods. Interest expense is interest agrierm debt, including amortization of debt discsumssue, and
reaquisition costs, net. Average long-term interatgs reported in previous TVA reports were catad using the average balance of debt based betiening
and ending of the fiscal year. The calculation wla@nged so that the average rate reflects fluonsin the balance of lonigrm debt throughout the year and
impact on interest expens

2010 Compared to 2009

The $22 million increase in net interest expensepvmsarily due to an increase in interest on debd aesult of an increase in the average balanlmmgfterm debt
in 2010 compared to 2009. This increase was off@etally by the greater amounts of capitalize@iiest in 2010 compared to 2009 due to an increeseziconstruction
work in progress base used to calculate AFUDC asudt @fsongoing construction activities at Watts Ramit 2.

2009 Compared to 2008

The $104 million decrease in net interest expencleided a decrease in interest on debt of $90anillirimarily due to a decrease in the average balahlong-
term debt during 2009 compared to 2008. Intergstrse also decreased $23 million due to an inerieahe construction work in progress base usedltulate AFUDC
as a result of ongoing construction activities &ti&/Bar Unit 2. These decreases in interest esgpaere offset partially by an increase in inteoeskeaseback obligations
$9 million primarily due to the addition of the Sbaven leaseback obligation.

Off-Balance Sheet Arrangements

As of September 30, 2010, TVA had no off-balance shgrangements.
Critical Accounting Policies and Estimates

The preparation of financial statements requires T&¥Astimate the effects of various matters thafrdrerently uncertain as of the date of the finahci
statements. Although the financial statementpegpared in conformity with GAAP, TVA is required take estimates and assumptions that affect thetexgpamounts of
assets and liabilities, the disclosure of contingasets and liabilities, and the amounts of regsrand expenses reported during the reportinggeBach of these estima
varies in regard to the level of judgment invohaedl its potential impact on TVA'’s financial resultSstimates are deemed critical either when amiffeestimate could

have reasonably been used, or where changes @stingate are reasonably likely to occur from petmgeriod, and such use or change would mateiialhact TVA’'s
financial condition, changes in
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financial position, or results of operations. T\#Adccounting policies are also discussed in Note 1

Regulatory Accounting

TVA's Board is authorized by the TVA Act to set rafes power sold to its customers; thus, TVA is “selfulated.” Additionally, TVA's regulated rates are
designed to recover its costs of providing eleityricin view of demand for electricity and the I1&o& competition, it is reasonable to assume thatrates, set at levels that
will recover TVA's costs, can be charged and colléctds a result of these factors, TVA records cergaisets and liabilities that result from the regpdaatemaking
process that would not be recorded under GAAP forreguitated entities. Regulatory assets generagbisesent incurred costs that have been deferredibeaich costs €
probable of future recovery in customer rates. URagry liabilities generally represent obligatidnamake refunds to customers for previous coltetifor costs that are not
likely to be incurred or deferral of gains thatiMaié credited to customers in future periods. TV#esses whether the regulatory assets are prolfdokei@ recovery by
considering factors such as applicable regulatbanges, potential legislation, and changes in ®lolgy. Based on these assessments, TVA believesisiing regulatory
assets are probable of recovery. This determinatéifiects the current regulatory and political iemwment and is subject to change in the futurke fimeframe over which
the regulatory assets and liabilities are recovesadbject to annual TVA Board approval. If futueeovery of regulatory assets ceases to be prep@WlA would be
required to write off these costs and recognize theearnings. See Note 7.

Environmental Cleanup Costs - Kingston Ash Spill

Environmental clean-up costs related to the Kingstsh spill are based upon estimates of the inar@héirect costs of the remediation effort, inéhglcosts of
compensation and benefits for those employees whexgrected to devote a significant amount of tifnectly to the remediation effort, to the extentloé time expected to
be spent directly on the remediation effort. Sanfounts are included in the estimate when it is gitehthat a liability has been incurred as of tharfcial statement date
and the amount of loss can be reasonably estimatéiden both of those recognition criteria are met tredestimated loss is a range, TVA accrues the atbat appears
be a better estimate than any other estimate witieimange, or accrues the minimum amount in thgea@no amount within the range is a better estntlaan any other
amount. If the actual costs materially differ fréime estimate, TVA's results of operations, finahc@ndition, and cash flows could be affected matigr

As of September 30, 2010, the costs included iretivronmental cleanup estimate for Kingston includshd dredging and processing, ash dispositiorgstrinctur
repair, dredge cell repair, root cause analysisaitelegal and settlement costs, environmentabichgtudies and remediation, human health assessneemmunity
outreach and support, regulatory oversight, cermrgptecovery, skimmer wall installation, constraitof temporary ash storage areas, dike reinforongrpeoject
management, and certain other remediation costeiassd with the clean up. As of September 30020VA estimates that these costs will range from $lllibn to $1.2
billion based on the likelihood of multiple scemari TVA has incurred $600 million of remediatiorstothrough September 30, 2010. TVA has deferre@ttebillion
cost estimate as a regulatory asset and is anmytizich costs into operating expenses over a Ii5pgemd beginning in 2010 as such amounts arectd in rates.

The following categories could have a significarieéef on estimates related to the Kingston ash spiflediation costs:

* Final Closure Design — TVA is still in the processiesigning the final closure of the failed dreagdl, other cells orsite, and the lateral expansion of the fe
cell. Until the final design is completed and cants for the work are awarded, costs estimatesubject to change

» Excluded Costs FVA has not included the following categories of eobecause it has determined that these costs emntiy either not probable or r
reasonably estimable: penalties (other than thalfies set out in the TDEC order) or regulatory clires, natural resource damages, outcome of |as\
future claims, long-term environmental impact cpfital longterm disposition of ash processing area, costcaged with new laws and regulations, or ¢
of remediating any mixed waste discovered duringaferemoval process. See No.

Revenue Recognition

Revenues from power sales are recorded as poweliisred to customers. TVA is primarily a wholesplevider of power to distributor customers that Hebe
power to end users at retail rates. Under TVA's esalhilling arrangements with distributor custom@héA relies on the distributor customers to repbsdit end-use
sales. Because of the delay between the wholeskley of power to the end-use customer and therteg end-use sales to TVA, TVA must estimate theilletbrevenue
at the end of each financial reporting period. Tat&rues estimated unbilled revenues for power patesded to end-use customers for the period oé tirom the meter-
read date to the end of the month. The methoddimggstimating unbilled revenue from electricibles uses the distributor customers’ meter readorghe current billing
period and an estimated rate based on the enddgtmners’ historical usage and product mix. Thages can vary from historical trends. See Note Revenues.
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Asset Retirement Obligations

TVA recognizes legal obligations associated withftltere retirement of certain tangible long-livedets. These obligations relate to fossil-firedegating plants,
nuclear generating plants, hydroelectric genergtlagts/dams, transmission structures, and otlogrepty-related assets. These other property-rekssets include, but are
not limited to leases. Activities involved withtiring these assets could include decontaminatimhdemolition of structures, removal and dispo$alastes, and site
reclamation. Revisions to the amount and timingesfain cash flow estimates of AROs may be madedchas engineering studies. For nuclear assetsttldés are
performed annually in accordance with NRC requiresefor non-nuclear obligations, revisions are enatienever factors indicate that the timing or ant®ohestimated
cash flows have changed. Any accretion or depreciakpense related to these liabilities and assetsharged to a regulatory asset. See Note 10 .

Nuclear Decommissioning Utilities that own and operate nuclear plantsrageired to use different procedures in estimatingear decommissioning costs under
GAAP than those that are used in estimating nucleesmmissioning costs that are reported to the NIR@ two sets of procedures produce different eséisnfor the costs
of decommissioning primarily because of the diffeein the discount rates used to calculate theeptevalue of decommissioning costs. At Septer@BeR010, the prese
value of the estimated future nuclear decommiss@nbst under GAAP was $1.9 billion and was includedROs, and the unamortized regulatory asset 08 $8iflion
was included in RGULATORY AssETS. Under the NRG regulations, the present value of the estimatedd nuclear decommissioning cost was $1.0 bikibSeptember 3
2010. This decommissioning cost estimate is basddRC'’s requirements for removing a plant from smryvreleasing the property for unrestricted uséd, terminating the
operating license. The actual decommissioningsamsty vary from the derived estimates becausearigds in current assumptions, such as the assuaesi af
decommissioning, changes in regulatory requiremehgnges in technology, and changes in the cdabof, materials, and equipment.

TVA maintains an NDT to provide funding for the ulate decommissioning of its nuclear power plantse ffast’s funds are invested in securities generall
designed to achieve a return in line with overallisgmarket performance. The assets of the tmestrvested in debt and equity securities and icederivative
instruments. The derivative instruments are usedsa various asset classes to achieve a desirestinent structure. The balance in the trust &eptember 30, 2010, is
less than the present value of the estimated futuctear decommissioning costs under both the NRtbadelogy and under GAAP.

The following key assumptions can have a signifi&dfect on estimates related to the nuclear decaesioming costs:

» Timing — In projecting decommissioning costs, twswsptions must be made to estimate the timing afitplecommissioning. First, the date of the ptant’
retirement must be estimated. (At a multiple uiti,sthe estimated retirement date is based oruthiewith the longest licensed period remaining,ao
assumption could be made that the plant will beeaked and operate for some time beyond the alfigjitense term.) Second, an assumption must lue
whether decommissioning will begin immediately upptent retirement, or whether the plant will be hel SAFSTOR status & status authorized by applice
regulations which allows a nuclear facility to be ntained and monitored in a condition that allows thdioactivity to decay, after which the faciliy
decommissioned and dismantled. While the impacthefe assumptions cannot be determined with poecisissuming either license extension or u:
SAFSTOR status can significantly decrease the preséum of these obligation

Technology and RegulationFhere is limited experience with actual decommissigrof large nuclear facilities. Changes in tedbgg and experience as w
as changes in regulations regarding nuclear decssimning could cause cost estimates to changefisgmiy. TVA’s cost studies assume current technc
and regulations

Discount Rate — TVA uses a blended rate of 5.3 pérteralculate the present value of the weighteiimased cash flows required to satisfy T\&A'’
decommissioning obligatiol

Investment Rate of Return FVA assumes that its decommissioning investments adliieve a rate of return that is five percent gnet¢han the rate
inflation. This results in a 9.2 percent estimatecstment rate of return for all periods presér

» Cost Escalation Factors — TV&\'decommissioning estimates include an assumptiandecommissioning costs will escalate over presest levels by fou
percent annually
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Non-Nuclear Decommissioning The present value of the estimated future nasiear decommissioning cost was $1.0 billion at S&mper 30, 2010. This
decommissioning cost estimate involves estimatiegamount and timing of future expenditures andingajidgments concerning whether or not such castsensidered
legal obligation. Estimating the amount and timaiduture expenditures includes, among other thimgaking projections of the timing and durationtef asset retirement
process and how costs will escalate with inflatiohe &ctual decommissioning costs may vary from #réeved estimates because of changes in currentn@éisns, such as
the assumed dates of decommissioning, changegutetery requirements, changes in technology, &ehges in the cost of labor, materials, and equipme

TVA maintains an Asset Retirement Trust (“ART”) topide funding for the ultimate decommissioningtsfpower assets. The trust’s funds are invested in
securities generally designed to achieve a retulimé with fixed-income market performance. Tlssets of the fund are invested in fixed income $ges directly and
indirectly through commingled funds. Estimatesoived in determining if additional funding will beade to the ART include inflation rate and ratestéirn projections on
the fund investments.

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

» Timing — In projecting non-nuclear decommissiontasts, the date of the asset’s retirement mustsima&ed. TVA uses a probabilityeighted scenar
approach based on management assumptions, tygsedif and other factors to estimate the expectedment time period. In instances where the netee
of a specific asset differs from the anticipatetireenent date, the anticipated retirement datéhaf specific asset is used. Additionally, TVA exgeict incu
certain ongoing costs subsequent to the initistastirement

Technology and Regulation — Changes in technologyexperience as well as changes in regulationsdeganonnauclear decommissioning could cause
estimates to change significantly. T\&Acost studies generally assume current techn@odyegulations. With respect to the CCP fac#ijtiEVA assumes th
any future closures will require more costly materand processes than what is legally required &sptember 30, 201

Discount Rate TVA uses its incremental lending rate over a pekodsistent with the remaining timeframe until thestscare expected to be incurre:
calculate the present value of the weighted eséichaaish flows required to satisfy TVA’s naoelear decommissioning obligation. As of Septen8er201(
the discount rates used in the calculations raragma 0.37 percent to 5.66 perce

Cost Escalation Factors — TVA's noiclear decommissioning estimates include an assamghat decommissioning costs will escalate ovesent cost leve
at rates between 2.5 percent and four percent #yn

Pension and Other Post-Retirement Benefits

TVA sponsors a defined benefit pension plan thquaified under IRS rules and covers substantglllpf its full-time annual employees. The TVA Retnent
System (“TVARS”), a separate legal entity governgdt® own board of directors, administers the quiediidefined benefit pension plan. TVA also provideSupplemental
Executive Retirement Plan (“SERP”) to certain ex®es in critical positions, which provides suppkemal pension benefits tied to compensation lewelsexceed limits
imposed by IRS rules applicable to the qualifiefira®l benefit pension plan. Additionally, TVA proesl post-retirement health care benefits for mogsdtill-time
employees who reach retirement age while still wayor TVA. TVA's costs of providing these benefit®ampacted by numerous factors including the fsiovis of the
plans, changing employee demographics, and vaacusrial calculations, assumptions, and accoumiaghanisms. The most significant of these facoesdiscussed
below.

Expected Return on Plan Asset§ he qualified defined benefit pension plan is thiyglan that is funded with qualified plan asseffie expected returns on
pension plan assets used to develop net pensi@msapvere 7.75 percent, 8.00 percent, and 8.75metaeng 2010, 2009, and 2008, respectively, ardlatermined at tt
beginning of the period. Changes in the expeatadm rates are generally based on studies pertbbyehird party professional investment consuliari higher expected
rate of return decreases net periodic pension esgpeA lower expected rate of return increases eéogic pension expense. TVA adjusted the expeetiedaf return on
pension plan assets to 7.5 percent for 2011 baseadrecent asset/liability study performed by thuedty professional investment consultants. Theeeted rate of return hi
been reduced for 2010 based on a similar studywpod a June 2009 change in the TVARS policy allogatiie investment mix of plan assets. The cham@®10 shifted a
portion of target asset investment allocations femquities to fixed income. The change in the TVAR®stment allocation policy was based on a reconaation by the
TVARS investment consultant. The recent changéiserexpected rate of return on pension plan adistassed do not affect TVA'’s post-retirement begsgflan because
TVA does not separately set aside assets to furdizemefits. TVA funds its post-retirement plan Héaen an as-paid basis. These changes in thecéegb rate of return
on pension plan assets also do not impact the SiSRiRy
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assets set aside for that plan are not considéaedagsets under GAAP. The actuarial gain relatédealifference between expected and actual retupeasion plan assets
for 2010 was $159 million. This amount has beepgaized as a reduction to the related regulatosgtas

Discount Rateln the case of selecting an assumed discountTat,reviews market yields on high-quality corpordibt and long-term obligations of the U.S.
Treasury and endeavors to match, through the uaéngpothetical bond portfolio, instrument matestiwith the maturities of its pension obligationg€cordance with the
prevailing accounting standards. In addition, T\é&Ks at published pension spot yield curves antlepexpected cash flows to the curve to approxirtteteate expected
to settle the projected benefit payments. Theodistrates used to determine net pension cost wékepercent, 7.5 percent, and 6.25 percent d@dig, 2009, and 2008,
respectively. The discount rate is determinedhatieginning of the period. TVA plans to use aalist rate of five percent in the determination @12 net periodic pensic
expense and also used this rate to value planatldits at the end of 2010. Changes in the discatetfor 2010 were due to decreased ltarga interest rates. The disco
rate is somewhat volatile because it is determirss@d upon the prevailing rate as of the measureda¢at The discount rate used to determine therptirement benefits
costs is the same rate used to determine pensi@fitsecosts due to a similar expected duratiothefpost-retirement and pension benefit obligatiohdigher discount rate
decreases the plan obligations and corresponddeglyeases the net periodic pension and post-retitebenefits expense for those plans where actlasies are being
amortized. On the other hand, a lower discountireteases net periodic pension and post-retireimemefits costs.

Mortality . Mortality assumptions are based on the resbitsioed from a recent actual company experienatygiarformed which included retirees as well asr
plan participants. TVA obtained an updated stud®0f8 and, accordingly, adjusted the mortalitygdtem the 1983 Group Annuity Mortality Tables b tRP-2000
Mortality Tables. During 2010, company experien@s reexamined and it was determined that TVA'stality experience has continued to improve. Assalte TVA
adjusted the mortality rates to RP-2000 Combinedthigortality table projected to 2013 using scAl& at September 30, 2010.

Cost of Living AdjustmentThe qualified defined benefit pension plan include®stof living adjustment (“COLA”) that is generallydexed against the
Consumer Price Index (“CPI"), subject to a floodariling. The CPI fell during 2009, and markatsed measures of inflation expectations at theo€2609 projected slo
growth in the CPI through 2015. Additionally, the C®had been temporarily reduced for current retiaees deferred to age 60 for employees retiring cafter January :
2010. As aresult of these COLA benefit reductiams law inflationary expectations, TVA reduced the GOdssumption from 3.0 percent to 2.5 percent ate3eper 30,
2009. The CPI experienced moderate growth durin@2@ue to stabilizing long-term expectations, TVAeatmined the COLA assumption should be held at 2régme at
September 30, 2010.

Sensitivity of Costs to Changes in Assumptiofike following chart reflects the sensitivity of pemscosts to changes in certain actuarial assumgtio

Sensitivity to Certain Changes in Pension Assumptis
Impact on 2010

Projected
Change in Impact on 2010 Benefit
Actuarial Assumptior Assumption Pension Cos Obligation
Discount rate (0.25%) $ 17 $ 29¢
Rate of return on plan ass: 0.25%) $ 16 NA

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

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

Sensitivity to Changes in Assumed Health Care Cost €nd Rates

1% Increas 1% Decreas
Effect on total of service and interest cost congmis $ 5 $ (6)
Effect on end-of-year accumulated post-retirememisiit
obligation $ 78 % (87)

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

Accounting MechanismsIn accordance with current accounting methodelsgl'VA utilizes a number of accounting mechanisras ibduce the volatility of
reported pension expense. Differences betweenrataasumptions and actual plan results are defeand are amortized into periodic expense onlyrvthe accumulated
differences exceed 10 percent of the greater gptbjected benefit obligation or the marketated value of plan assets. If necessary, thessxis amortized over the aver
remaining service period of active employees.
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Additionally, TVA recognizes the impact of asset perfance on pension expense over a three-year jihaseiod through a “market-related” value of asset
calculation. Since the market-related value oétsseecognizes investment gains and losses oveee-year period, the future value of assets wilinipacted as previously
deferred gains or losses are recognized. As é rédseilosses that the pension plan assets expeden the current year may have an adverse ingpagéension expense in
future years depending on whether the actuariaklosit each measurement date exceed the 10 pevoetidr in accordance with current accounting rodtiogies. See
Note 18 for a discussion of obligations and fundatus.

Expected Contributions TVA expects to contribute $8 million to its SERP &86 million to its post-retirement health care &féplans in 2011. TVA made a
contribution to the qualified defined benefit pemsplan on September 24, 2009, of $1.0 billion tuatstituted an advance of contributions for 20#@ugh 2013. TVA has
not determined at this time whether additional dbotions will be directed to the qualified defineenefit pension plan during 2011.

Changes in Ratemaking Impacting Accounting
Fuel Cost Adjustment

In August 2009, the TVA Board approved a revisioths FCA formula. Starting with the October 1, 2@iing period, all adjustments to the FCA havemee
made on a monthly basis instead of a quarterlysbdsi August 2010, the TVA Board approved anotheisien to the FCA formula. Starting with the Octolie2010
billing period, the FCA rate has adjusted for seakbrel costs within the FCA formula. Both of tkeshanges allow for the FCA rate to be more clod&yed with TVA's
costs. The FCA formula contains a deferred accaunmith is used to reconcile the difference betwestnad and forecasted fuel costs in the FCA. Tlieidince between
the amounts is included in the deferred accoumt,5npercent of the account is disbursed or c@téon a monthly basis. These changes in the FGAt iasmaller
reconciliations and faster liquidation of any bales in the account.

Wholesale Rate Structure

On August 20, 2010, the TVA Board approved the temascanditions of new rate structures to becomecttffe in April 2011. The proposed changes are not
intended to provide additional revenue for TVA; heee individual distributors and end-use custonmay see some effects on their bills. The propeagsstructures
would provide price signals intended to incentiudigtributor customers and end-use customers toesiérgy usage from high cost periods to less esipemeriods. For
distributor customers, the wholesale rates woultbily be a time-of-use rate with an option foremthnd and energy rate . TVA is proposing to halvdisttibutor
customers on a time-of-use wholesale rate strutiyire later than October 2012; however, TVA will con@rto have discussions with distributors on otlitermative
wholesale rate structures. For directly servedornsts and distributor-served customers with loadsxcess of five MW, TVA is proposing a default thofeuse rate
structure with the option of a seasonal demand aedyg rate structure. See Item 1Rates— Rate Structure

TVA faces several challenges in implementing timeteé rates. Although metering is in place todafatiitate implementation at the wholesale leveklidonal
metering and infrastructure will be needed to phssugh the time-of-use pricing signals at theitétael. TVA is working with distributors to exploteow additional
metering and infrastructure resources can bestdpaired in a cost-effective manner. In additidrere will be additional administration costs assediavith implementing
the time-of-use rates. Billing, metering, commuaitiicn, and data management systems will have toduffied (and in some cases acquired) to read, camuate, and
ultimately generate customer bills.

Environmental Cleanup Costs - Kingston Ash Spill

In August 2009, the TVA Board approved the use of regulatory acdagrtteatment for current and future incurred castd future estimated costs related to the
environmental cleanup of the Kingston ash spilhe3e costs had previously been expensed as pgperdtions when such costs were deemed to be peohad|
estimable. Cumulative costs incurred or estimatede the spill in December 2008 were recaptureadragulatory asset as of September 30, 2009. fféet to this
adjustment was a one-time decrease to operatirenegg. The costs are being recovered and amontizedperating expenses over a 15-year periodnpérg in October
2009 as amounts are collected in rates. Any chaogee estimated cost will be deferred as estimatesevised and future years’ rates will reflecisthadjustments
prospectively over the remaining portion of theyEsr period. TVA believes it is reasonable to codelthat it can collect these expenses in its @testhis period. See
Note 8.

Non-Nuclear Decommissioning Costs
In August 2008, t he TVA Board approved deferring costs relatechéoftiture closure and retirement of TVA's non-nucleag-lived assets under various legal

requirements as allowed under GAAP. These costpiedbusly been included in rates as the ARO was tetiend the asset was depreciated. These coststdid
previously meet the asset
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recognition criteria under GAAP guidance in effectret date the costs were incurred. Because ofsthdleshment of the ART and the approval of the fogdh rates as

part of the TVA Board’s budget and ratemaking precésese costs met asset recognition criteriagridbrth quarter of 2008. Accordingly, all cumwatiARO costs were
recaptured as a regulatory asset as of Septemp2038. The regulatory asset initially createdtesd to this adjustment totaled $350 million. Biffset to this adjustment
was a one-time decrease to depreciation, amortizaitd accretion expense. See Note Ren-Nuclear Decommissioning Costs

Nuclear Outage Costs

TVA's investment in the fuel used in its nucleaitsiis being amortized and accounted for as a compoof fuel expense. Nuclear refueling outage and
maintenance costs have historically been defeseddragulatory asset and amortized on a straigbthasis over the estimated period until the refieding outage. In
August 2009, the TVA Board approved changing thishmablogy for rate setting purposes , and in 20004 Began expensing outage and maintenance costs@ased
rather than deferring and amortizing them. Preslipdeferred costs will continue to be amortized.

Fair Value Measurements
Investments

Investments classified as trading consist of anm®betd in the NDT, the ART, and the SERP. Theseasase generally measured at fair value based otedu
market prices or other observable market data asc¢hterest rate indices. These investments areply U.S. equities, international equities, reatate investment trusts,
fixed income investments, high-yield fixed incomegeéstments, U.S. Treasury inflation-protected séesricommodities, currencies, derivative instruteeand other
investments. TVA has classified all of these trgdiecurities as either Level 1, Level 2, or LevebRiations. See Note 14 Maluation Techniquefr a discussion of
valuation levels of the investments . See Note-1Bair Value Measurementsr disclosure of fair value measurements for itwvesnts held by the TVARS that support
TVA'’s qualified defined benefit pension plan.

Prices provided by third-parties for the investrseanie subjected to automated tolerance checksehipdiestment portfolio trustee to identify and alyavhere
possible, the use of inaccurate prices. Any queslite prices identified are reported to the vendaich provided the price. If the prices are valéh the primary pricing
source is used. If not, a secondary source pridgehwias passed the applicable tolerance checleis (@ queried with the vendor if it is out of t@ace), resulting in either
the use of a secondary price, where validated,elat$t reported default price, as in the casemisaing price. For monthly valued accounts, whem®sdary price sources
are available, an automated inter-source toleregmert identifies prices with an inter-vendor pmigivariance of over two percent at an asset class |Ié€or daily valued
accounts, each security is assigned, where posaibladicative major market index, against whicHydpiice movements are automatically compared.ef&ice thresholds
are established by asset class. Prices found ¢otséle of the applicable tolerance thresholdeperted and queried with vendors as described above

Derivatives

Commodity derivatives under the Financial TradimggPam (“FTP”) are classified as Level 1 and Le¥@hluations. Currency swaps and interest rate seuaps
classified as Level 2 valuations. The swaption@erthin coal contract derivatives are classifiel@sel 3 valuations.

Currency Swaps, Swaption, and Interest Rate SwapéA has three currency swaps, one swaption, and tfiresl for floating” interest rate swaps. The curcg
swaps and interest rate swaps are classified as Rexadliations as the rate curves and interest adtesting the fair value of the contracts are dase observable
data. While most of the fair value measuremebtiged on observable inputs, volatility for TVA’s swiap is generally unobservable and it is classifisch Level 3
valuation. Therefore, the valuation is derivedriran observable volatility measure with adjustmefitse application of credit valuation adjustmefi&VAs”) resulted in a
decrease of $1 million in the fair value of the sti@pand interest rate swaps, and did not materédfhct the fair values of the currency swaps g@t&aber 30, 2010.

Coal Contracts The fair value of this derivative portfoliovalued using internal models. The significant itspio these models are price indications such as
quoted spot prices and implied forward prices. phieing model is based on significant unobservaipats, similar products, or products priced ifiedent time
periods. TVA designs price curves and valuation risobased on the best available information andstrgiiaccepted practices. As a result, these vahm#re classified
Level 3 valuations. Additionally, any settlemeredeaelated to early termination of coal supply cacts are included at the contractual amount. afiptication of CVAs
resulted in a decrease of $25 million in the failues of coal contracts in an asset position ategper 30, 2010 .
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Commaodity Derivatives under the Financial Trading ¢ham . TVA uses quoted Chicago Mercantile Exchange (“CMgtfces in its determination of the fair

value of these contracts. Contracts settled oilCME& are classified as Level 1 valuations. Thesepaimarily natural gas futures, fuel oil futuresyde oil futures, and
natural gas option contracts. Contracts where edapnance risk exists outside of the exit price measured with the incorporation of CVAs and aasdified as Level 2
valuations. These are primarily natural gas, @ileland crude oil swap contracts. The applicabb&VAs did not materially affect the fair value thiese assets and
liabilities at September 30, 2010 .

TVA maintains policies and procedures to value comlityccontracts using what is believed to be the bagtmost relevant data available. In addition, T8Msk
management group reviews valuations and pricing dBY¥&A retains independent pricing vendors to aseisgluing certain instruments without market lidjty.

Fair Value Considerations

In determining the fair value of its financial ingnents, TVA considers the source of observable etat&ta inputs, liquidity of the instrument, creusk, and risk
of nonperformance of itself or the counterpartytte contract. The conditions and criteria useastess these factors are described below.

Sources of Market Assumption3VA derives its financial instrument market assummpsi from market data sources (e.g., CME, Moodywesétors Service
(“Moody’s™). In some cases, where market datagsreadily available, TVA uses comparable marketses and empirical evidence to derive market apons and
determine a financial instrument's fair value.

Market Liquidity. Market liquidity is assessed by TVA based on créters to whether the financial instrument tradesiindive or inactive market. A financial
instrument is considered to be in an active mafkee prices are fully transparent to the markaatipipants, the prices can be measured by maittetritl ask quotes, the
market has a relatively high trading volume as carag to TVA's current trading volume, and the mahieet a significant number of market participangs thill allow the
market to rapidly absorb the quantity of the assatied without significantly affecting the markeicp. Other factors TVA considers when determiningtlibr a market is
active or inactive include the presence of govemroe regulatory control over pricing that couldkeat difficult to establish a market based prig®n entering into a
transaction.

Nonperformance RiskIn determining the potential impact of nonperformamnisk, which includes credit risk, TVA considetgnges in current market conditions,
readily available information on nonperformancé ristters of credit, collateral, other arrangersemtailable, and the nature of master netting gearents. TVA is a
counterparty to derivatives which subject TVA to nafienance risk. Nonperformance risk on the majooitinvestments and certain exchange-traded imstnis held by
TVA is incorporated into the exit price that is dexd from quoted market data that is used to magkrthestment to market.

Nonperformance risk for most of TVA's derivative inshents is an adjustment to the initial assetfitgtfiair value. TVA adjusts for nonperformancekiioth of
TVA (for liabilities) and the counterparty (for asseby applying a CVA. TVA determines an appropriaiéA for each applicable financial instrument basedhe term of
the instrument and TVA's or the counterparty’s crediing as obtained from Moody’s . For companies do not have an observable credit rating, T\¢Asuinternal
analysis to assign a comparable rating to the cagpnp@VVA discounts each financial instrument using historical default rate (as reported by MoodgisCY 1983 to CY
2009) for companies with a similar credit ratingepa time period consistent with the remaining tefrthe contract.

All derivative instruments are analyzed individualyd are subject to unique risk exposures. Ateédaper 30, 2010, the aggregate counterparty crisHit r
adjustments applied to TVA's derivative asset aaillty positions were decreases of $25 million &&dnmillion, respectively .

Collateral. TVA's interest rate swaps, its currency swaps, asdvitaption contain contract provisions that reqaiparty to post collateral (in a form such as cash
or a letter of credit) when the party’s liabilitylance under the agreement exceeds a certain thdeSe® Note 13 —Collateral for a discussion of collateral related to
TVA's derivative liabilities.

Level 3 Information. Unrealized gains and/or losses on contracts cledsifs Level 3 valuations are included in regulatmgets and/or liabilities until the contracts
are settled. TVA experienced unrealized gains ohamaracts with volume options due to changes@ enarket prices during the year ended Septenthe2®L0. TVA
also experienced unrealized losses on the swalioifity due to decreases in interest rates dutirgyear ended September 30, 2010. Unrealizeddassthese
instruments did not have a material effect on Hiyior capital resources. There were no realiz&adgy(losses) during the year ended Septembel030, 2At September 30,
2010, Level 3 valuations represented 13 percetutaf assets measured at fair value and 54 peotéatal liabilities measured at fair value.
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New Accounting Standards and Interpretations

The following accounting standards and interpretetioecame effective for TVA during 2010 .

Fair Value Measurementsin September 2006, the Financial Accounting StasislBoard (“FASB”) issued guidance for measurirgetsand liabilities that
currently require fair value measurement. The guoéet also responds to investaexjuests for expanded information about the extenthich companies measure assets
liabilities at fair value, the information usedreeasure fair value, and the effect of fair valuasueements on earnings. The guidance applies weenther standards
require (or permit) assets or liabilities to be mead at fair value but does not expand the uairofalue in any new circumstances. The guidaistabdishes a fair value
hierarchy that prioritizes the information usedi&velop measurement assumptions. In February ZXBB issued guidance that delayed the effective dithe fair value
accounting changes for nonfinancial assets andmeandial liabilities except for items that are rgoized or disclosed at fair value in the finansiatements on a recurring
basis. Effective October 1, 2008, TVA adopted tHasevalue accounting changes for its nonfinanaidets and nonfinancial liabilities. The adoptibthis guidance did
not materially impact TVA'’s financial condition, rdts of operations, or cash flows.

In August 2009, FASB issued guidance ndigg fair value measurements of liabilities. Thedance clarifies how the fair value of a liabil#lgould be measured
when a quoted price in an active market for thetidehliability either is or is not available. Adibnally, the guidance clarifies how to consideeatriction when estimatir
the fair value of a liability and the appropria¢eél within the fair value disclosure hierarchy ihigh the various measurement techniques resukes@ bhanges became
effective for TVA on October 1, 2009. The adoptadrthis guidance changed certain financial staterdestlosures but did not materially impact TVA’sdncial condition,
results of operations, or cash flows.

In September 2009, FASB issued guidance regardingdlue measurements for certain alternative itmests, such as interests in hedge funds, privatgye
funds, real estate funds, venture capital fundshofe fund vehicles, and funds of funds. The gua# allows reporting entities to use net asseevadu share to estimate
fair value of these investments as a practical @gpe. The guidance also requires disclosures &jpintategory of investment about the attributethefinvestments, such
the nature of any restrictions on the investoribtalto redeem its investments at the measurerdate, any unfunded commitments, and the investsteategies of the
investees. These changes became effective for TWAaiober 1, 2009. The adoption of this guidari@nged certain financial statement disclosuresliolhot materially
impact TVA's financial condition, results of opedmats, or cash flows.

See Note 14 —nvestment$or related fair value disclosures for TVA's invesmnts and Note 18 —Fair Value Measurementsr disclosure of fair value
measurements for investments held by TVARS that@atp/A’s qualified defined benefit pension plan.

Employers’ Disclosures about Post-Retirement Befédih Assets In December 2008, FASB issued guidance that chagrgetoyers’ disclosures about post-
retirement benefit plan assets. The guidance regjtihat an employer disclose the following inforioragbout the plan assets: (1) information regaydiow investment
allocation decisions are made; (2) the major categof plan assets; (3) information about the ta@nd valuation techniques used to measure faiea the plan assets;
(4) the effect of fair value measurements usingifigant unobservable inputs on changes in plartadsr the period; and (5) significant concentnadi of risk within plan
assets. At initial adoption, these changes becsfaetive for TVA on October 1, 2009. Upon initigd@ication, these changes were not required fdieegreriods that are
presented for comparative purposes. See Note FaiValue Measurementsr disclosure of fair value measurements for itwests held by TVARS that support TVA's
qualified defined benefit pension plan.

Business Combinations In December 2007, FASB issued guidance thatggesthe accounting for business combinations. dglidance establishes principles and
requirements for determining how an enterprise reizes and measures the fair value of certain aaset$iabilities acquired in a business combinatinaluding non-
controlling interests, contingent consideratiord aartain acquired contingencies. The guidanaeraiguires acquisition-related transaction expeasdsrestructuring costs
to be expensed as incurred rather than capitaéigedlcomponent of the business combination. Inl 2pf9, FASB issued additional guidande amend and clarify the
initial recognition and measurement, subsequensoreaent and accounting, and related disclosuigia@from contingencies in a business combinati®his guidance
became effective for TVA as of October 1, 2009. @teption of this guidance did not materially imp&&tA’s financial condition, results of operations,aash flows but
will impact the accounting for any future businesguasitions.

Noncontrolling Interests In December 2007, FASB issued guidance that intresl significant changes in the accounting for natrolling interests (formerly
minority interests) in a partially-owned consolidhtubsidiary. The guidance also changes the atioguior and reporting for the deconsolidation afubsidiary. The
guidance requires that noncontrolling interesta gonsolidated subsidiary be displayed in the dateted statement of financial position as a sepazamponent of
equity. The guidance also requires that earnittgbated to noncontrolling interests be reportegart of consolidated earnings, and requiresaBscé of the attribution of
consolidated earnings to the controlling and notreding interests on the face of the consolidatembme statement. These changes became effeotiie/AA as of Octobe
1, 2009. The adoption of this guidance did notemially impact TVA'’s financial condition, results operations, or cash flows but will impact the agtmg for any future
noncontrolling interests.
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The following accounting standards have been isdugtchs of September 30, 2010, were not effectiveread not been adopted by TVA.

Transfers of Financial Assets In June 2009, FASB issued guidance regardingueting for transfers of financial assets. Thiglgace eliminates the concept of a
qualifying special-purpose entity (“QSPE”") and subjethose entities to the same consolidation geel@s other variable interest entities (“VIEs”").eTduidance changes
the eligibility criteria for certain transactiors qualify for sale accounting and the accountimgefertain transfers. The guidance also establisheesd disclosure objectives
and requires extensive specific disclosure requgregmrelated to the transfers. These changes leeefiettive for TVA for any transfers of financiasets occurring on or
after October 1, 2010. TVA does not believe adopbibthis guidance will materially affect its finaaticondition, results of operations, or cash flows.

Variable Interest Entities In June 2009, FASB issued guidance that chamgesansolidation guidance for VIEs. The guidandaiehtes the consolidation scope
exception for QSPEs. The statement amends theetitggevents to determine if an entity is a VIEabishes a primarily qualitative model for determgthe primary
beneficiary of the VIE, and requires on-going assemnt of whether the reporting entity is the primiaepeficiary. These changes became effective ¥ @n October 1,
2010, and apply to all entities determined to bEs/as of and subsequent to the date of adoptid# dbes not believe adoption of this guidance willterially affect its
financial condition, results of operations, or céslvs.

Legislative and Regulatory Matters

Two inter-related major health care reform bills @enacted into law in 2010. The first, the Patinotection and Affordable Care Act (H.R. 3590 -- IRubaw
No. 113148), was enacted on March 23, 2010, and was folldwetie enactment on March 30, 2010, of the Héaétte and Education Reconciliation Act of 2010 (H.R.
4872 — Public Law No. 111-152), which amended thbéezact. The new laws are complex, and TVA is ia pinocess of analyzing them in terms of potential
effects. TVA's final analysis as to potential imgsawill not be completed until future rulemakinge andertaken and finalized by the various fedegehaies which have
been given regulatory responsibilities under the fzavs.

The President signed the Dodd-Frank Wall StreebRefand Consumer Protection Act on July 21, 2010e dct instructs regulatory agencies to determiaeynof
the specific requirements related to the broadsanéaeform. The legislation will make changes iany financial sectors, including how certain typéslerivatives are
structured, traded, and used. Depending upon hewd-called “end user exemption” and other prowmssiare ultimately interpreted and implementeddnyufators, this
legislation could impact the ability of TVA (as wel other electric suppliers and other “end useocstise certain derivatives to hedge various risksraight increase the
costs of doing so. See Note 13Gverview of Accounting Treatmebt a discussion of TVA's use of derivatives to edarious risks. This could increase the cost of
hedging transactions, and/or require a signifitacriease in collateral to be posted.

For a discussion of environmental legislation aeglitation, see Item 1, Busines&nrvironmental Matters.

Given the nature of the legislative process, itasgible that new legislation or a change to exidtggslation that has a significant impact on TVA®ivities could
become law with little or no advance notice. Agdefral entity, the very nature of TVA can be changetegislation. For a discussion of the poteritighact of legislation
and regulation on TVA, see ltem 1A, Risk Factorshis Annual Report.

Environmental Matters

See Item 1, Business Environmental Mattersyhich discussion is incorporated into this Item ‘Gridgemens Discussion and Analysis of Financial Condition
Results of Operations.

Legal Proceedings

From time to time, TVA is party to or otherwise imved in lawsuits, claims, proceedings, investigatiaand other legal matters (“Legal Proceedings) tave
risen in the ordinary course of conducting its\atiéis, as a result of catastrophic events or etreer. These Legal Proceedings include the matiscsissed in Note 20 —
Legal Proceeding. TVA had accrued approximately $14 million and $dillion with respect to Legal Proceedings as eft8mber 30, 2010, and 2009, respectively . No
assurance can be given that TVA will not be subsignificant additional claims and liabilitiest alctual liabilities significantly exceed the estites made, TVA's results
of operations, liquidity, and financial conditionudd be materially adversely affected.
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For a discussion of TVA's current material Legal é&edings, see Note 20 Legal Proceedingswhich discussion is incorporated into this ItenM&anagement’s
Discussion and Analysis of Financial Condition arebits of Operations

Risk Management Activities

TVA is exposed to various market risks. These ntaikks include risks related to commodity pridasestment prices, interest rates, currency exohaates,
inflation, and counterparty credit and performarisk. To help manage certain of these risks, TVA @atered into various derivative transactionsgipially commodity
option contracts, forward contracts, swaps, swaptingres, and options on futures. Other than gedarivative instruments in its trust investmamds, it is TVA's
policy to enter into these derivative transactisokely for hedging purposes and not for speculgiiwgposes. See Note 13.

Risk Governance

The Enterprise Risk Council (“ERC") was created @02 to strengthen and formalize TVA's enterprise-widk management efforts. The ERC is responsiine f
the highest level of risk oversight at TVA and isoalesponsible for communicating enterprise-widesrisith policy implications to the TVA Board or a desged TVA
Board committee. The ERC'’s current members ar@thsident and Chief Executive Officer (chair), Chidormation Officer, Group President, Strategy &hdernal
Relations, the Chief Financial Officer, the Conioland Chief Risk Officer, the Chief Operating Officine Executive Vice President for People and Perémce, the
General Counsel, and a designated representativetfre Office of the Inspector General (“OIG”) as dwigory member.

The ERC has established a subordinate Risk Manage®ieering Committee (“RMSC”). The RMSC is resgibte for (1) reviewing risk management policies to
ensure their consistency with TVA’s Enterprise Ridknagement (“ERM”) policies and guidelines, (2)iesving Strategic Business Unit risks and emergasyés, (3)
providing executive guidance and support in enteepiisk assessments and risk management plarmeg@gnting enterprise risks for considerationhgyERC, (5)
recommending general risk management processeseaimbdologies for the enterprise, and (6) spong@pecial projects related to cross-functional nenagement
activities.

TVA has a designated ERM organization within its Ritial Services organization, responsible for (Igrdmating risk assessment efforts at TVA organizatj (2)
facilitating enterprise risk discussions with tiekrsubject matter experts at the RMSC, ERC, anA Bdard levels, and (3) developing and improvind @evernance
structure and risk assessment processes and miigeto

TVA has cataloged major short-term and long-ternemgmise level risks across the organization. A dismn of significant risks is presented in ltem Rigk
Factors.

Commodity Price Risk
TVA is exposed to effects of market fluctuationshie price of commodities that are critical to ifeeations, including coal, uranium, natural gas| &il, crude oil,
construction materials, emission allowances, anctrédéty. TVA’s commodity price risk is substanfiainitigated by its cost-based rates, includingaitsomatic FCA
mechanism. To manage cost volatility for its whalesind direct-served customers, TVA has establiag€tP. Under the FTP, TVA currently hedges thiesrassociated
with the price of natural gas, fuel oil, crude aihd coal. TVA is prohibited from taking speculatp@sitions in its FTP.

Following is a discussion of the impact on the valti@VVA's natural gas, coal, fuel oil, and crude ddrivative positions in its FTP that would reduiim
hypothetical changes in commaodity prices:

Natural Gas. A hypothetical 10 percent decline in market pricaatural gas on September 30, 2010, and 2009, wravd resulted in a decrease of approximately
$32 million, and $94 million, respectively, in tfar value of TVA's natural gas trading derivativestruments as of these dates.

Coal. A hypothetical 10 percent decline in the marketg@o€ coal on September 30, 2010 would have resiritadiecrease of approximately $3 million in thie fa
value of TVA's financial coal derivative instrumersds of this date. As of September 30, 2009, TV rwfinancial coal trading derivative instrumeatgstanding.

Fuel Oil. A hypothetical 10 percent decline in market pricéuef oil on September 30, 2010, and 2009, woulcehagulted in a decrease of approximately $6
million, and $13 million, respectively, in the faialue of TVA's fuel oil derivative instruments aftbese dates.

Crude Oil. A hypothetical 10 percent decline in market pricemide oil on September 30, 2010, and 2009, woane mesulted in a decrease of approximately $8
million, and $5 million, respectively, in the faialue of TVA'’s crude oil derivative instruments dghese dates.
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Investment Price Risk

TVA's investment price risk relates primarily tosestments in TVA’s NDT, ART, pension fund, and SERP.

Nuclear Decommissioning TrustThe NDT is generally designed to achieve a reitutime with overall equity market performance. Tdssets of the trust are
invested in debt and equity securities and cedaiivative instruments including forwards, futuregtions, and swaps, and through these investmieatsust has exposure
to U.S. equities, international equities, real estatestment trusts, high-yield debt, U.S. Treasoffation-protected securities, commodities, cucien, and private
partnerships. As of September 30, 2010, and 200Bnmediate 10 percent decrease in the price ofitrestments in the trust would have reduced ttheevaf the trust by
$94 million, and $84 million, respectively. Seent7, Management’s Discussion and Analysis of Financiaidition and Results of Operations Critical Accounting
Policies and Estimate— Nuclear Decommissionirfigr more information regarding TVA's NDT.

Asset Retirement TrustThe ART is presently invested to achieve a retufime with fixed income market performance. Tlesets of the trust are invested in fixed
income securities directly and indirectly througimeningled funds. As of September 30, 2010, and 2809nmediate 10 percent decrease in the pritieeohvestments in
the trust would have reduced the value of the trys816 million, and $12 million, respectively.

Pension FundTVARS targets an asset allocation policy for itsgien plan assets of 45 percent equity securitidsding U.S. and non U.S. equities, 40 percent
fixed income securities, and 15 percent alternativestments including private equity, private restiate, distressed debt, and timber. The pepéonassets are investec
equity securities, debt securities, U.S. equitiggrnational equities, real estate investmentgrystvate real estate, timber, investment-gradi, degh-yield debt, U.S.
Treasury inflation-protected securities, commoditimurrencies, and derivative instruments sucliutases, options, swaps, and forwards. Under the aki@révpolicy,
investment managers may not use derivative finhitrd&ruments to fundamentally change the riskfrefurofile of their portfolio relative to their benmarks. As of
September 30, 2010, and 2009, an immediate 10medeerease in the value of the net assets irutig Would have reduced the value of the fund by@pprately $680
million, and $660 million, respectively. See ItdmManagement’s Discussion and Analysis of Finar€@idition and Results of OperatioasCritical Accounting Policies
and Estimates — Pension and Other Post-retiremeneBtsand Note 18 —Fair Value Measurements

Interest Rate Risk

TVA's interest rate risk is related primarily t@ ishort-term investments, short-term debt, [terga debt, swaption transaction, and interestswegps related to thr
of TVA’s swaption transactions.

Short-Term Investments.At September 30, 2010, TVA had $328 million of casll cash equivalents, and the average balan@sbfand cash equivalents for
2010 was $234 million. The average interest ta¢ TVA received on its short-term investments dy2010 was less than one percent. If the ratestefdst that TVA
received on its short-term investments during 28&6e zero percent, TVA would have received less tdamiflion in interest from its short-term investntgiluring
2010. At September 30, 2009, TVA had $201 millibcash and cash equivalents, and the average leatdrash and cash equivalents for 2009, was $4lfibmi The
average interest rate that TVA received on its stesrh investments during 2009 was less than oneeperdf the rates that TVA received on its shortriénvestments
during 2009 were zero percent, TVA would have reakeproximately $3 million less in interest on gkterm investments during 2009. In addition to affegthe amour
of interest that TVA receives from its short-terméstments, changes in interest rates could affiectalue of the investments in its pension fund, ARTd NDT. See Iltem
7, Management’s Discussion and Analysis of Finar€@idition and Results of OperationsRisk Management Activities — Investment Price Risk

Short-Term Debt At September 30, 2010, TVA's short-term borrowingse $27 million, and the current maturities ofgetlerm debt were $1.0 billion. Based on
TVA's interest rate exposure at September 30, 28fhGmmediate one percentage point increase inesiteates would result in an increase of $10 milloTVA's short-
term interest expense. At September 20, 2009, §\sAbrt-term borrowings were $844 million, and therent maturities of long-term debt were $8 milliodBased on
TVA's interest rate exposure at September 30, 2809mmediate one percentage point increase ineisiteates would result in an increase of $9 milliVVA’s shortterm
interest expense.

Long-Term Debt. At September 30, 2010, and 2009, the interess$ @ieall of TVA’s outstanding long-term debt wereefix Accordingly, an immediate one
percentage point increase in interest rates woulthane affected TVA's interest expense associatel iglong-term debt. When TVA's long-term debt oras or is
redeemed, however, TVA typically refinances this dsbissuing additional long-term debt. Accordingfyinterest rates are high when TVA issues this aafui longterm
debt, TVA's cash flows, results of operations, amaficial condition may be adversely affected. Tisisis somewhat mitigated by the fact that TVA's debrtfolio is
diversified in terms of maturities and has a longrage life. As of September 30, 2010, and 20@®aterage life of TVA’s debt portfolio was 18.2 g&aand 17.5 years,
respectively. A schedule of TVA’s debt maturitisontained in Note 11 -Bebt Outstanding
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Swaption and Interest Rate Swap Agreemétianges in interest rates also affect the markdd<et valuation of TVA's swaption agreement andriegérate

swaps. Net unrealized gains and losses on thesattéons are reflected on TVA's balance sheetsr@galatory asset account, and realized gains asédoare reflected in
earnings. Based on TVA's interest rate exposufeatember 30, 2010, an immediate one percentagedgesrease in interest rates would have incredmeihterest rate
swap liabilities by $112 million and the swaptiorbility by $346 million at September 30, 2010. Basa TVA's interest rate exposure at Septembe809, an
immediate one percentage point decrease in intextest would have increased the swap liabilitie$Dyl million. Due to the low interest rate envir@mhand the nature
the swaption, a full percentage point decreaseté@sreould not be used to determine the changesipwiaption liability for 2009. However, an immedidezrease of almost
half a percentage point in interest rates woulcehagreased the swaption liability by $715 milliarSzptember 30, 2009.

Currency Exchange Rate Risk

As of September 30, 2010, and 2009, TVA had threessstiBonds outstanding whose principal and intgraginents were denominated in British pounds
sterling. TVA issued these Bonds in amounts of fi#dlon, £250 million, and £150 million in 19990@1, and 2003, respectively. When TVA issued thes&lB, it
hedged its currency exchange rate risk by enténitogcurrency swap agreements. Accordingly, asept@nber 30, 2010, and 2009, a 10 percent charthe British poun:
sterling-U.S. dollar exchange rate would not have danaterial impact on TVA's cash flows, results pétions, or financial position.

Counterparty Credit Risk

Counterparty credit risk is the exposure to ecordoss that would occur as a result of a countgy{sanonperformance of its contractual obligatioWghere
exposed to counterparty credit risk, TVA analyzesdbunterparty’s financial condition prior to emgrinto an agreement, establishes credit limitshitors the
appropriateness of those limits, as well as any gésmim the creditworthiness of the counterpartymoragoing basis, and employs credit mitigation mess such as
collateral or prepayment arrangements and mastehase and sale agreements, to mitigate credit risk

Credit of Customers.The majority of TVA's counterparty credit risklisited to trade accounts receivable from delidgpewer sales to municipal and cooperative
distributor customers, all located in the Tennea&atey region. To a lesser extent, TVA is exposedredit risk from industries and federal agendiesctly served and
from exchange power arrangements with a small nuwhierestor-owned regional utilities related to eitldelivered power or the replacement of open jpositof longer-
term purchased power or fuel agreements. As prelignentioned in Item 1, Business Eustomers — Other Customengower sales to United States Enrichment Corp
(“USEC”) represented five percent of TVA's total oging revenues in 2010. USEC's senior unsecuratitaaings are currently ‘CCC-’ by Standard & Psand ‘Caa2’
by Moody’s. As a result of USEC'’s credit ratingshas provided credit assurance to TVA under thederhits power contract. TVA also buys a significantount of
uranium enrichment services from USEC.

TVA had concentrations of accounts receivable frenea customers that represented 41 percent ofdotalunts receivable as of September 30, 2010 @d@l 2
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The table below summarizes TVA'’s customer credi fism trade accounts receivable as of Septembe2@®0 and 2009:

Customer Credit Risk
As of September 30

2010 200¢
Trade Accounts Receivable
Investment Grad
Municipalities and cooperative distributor mmers $ 994 $ 79C
Exchange power arrangeme 3 2
Industries and federal agencies directly s& 40 26
Internally ratec- investment grad
Municipalities and cooperative distributor tsers 542 417
Industries and federal agencies directly s& 7 —
Nor-investment grad
Industries and federal agencies directly s® 11 5
Internally ratec- nor-investment grad
Exchange power arrangeme — —
Industries and federal agencies directly serve 4 9
Subtota 1,601 1,24¢
Other Accounts Receivable
Miscellaneous accoun 40 52
Provision for uncollectible accounts (2) (2)
Subtotal 38 5C
Total $ 1,63¢ $ 1,29¢
Note

* Includes unbilled power receivables of $1,004limil and $940 million as of September 30, 2010 Srftembe
30, 2009, respectivel

Counterparty Performance RiskIn addition to being exposed to economic loss du@é¢ nonperformance of TVA's customers, TVA is esgubto economic loss
because of the nonperformance of its other couatges, including suppliers and counterpartietgaeérivative contracts. Where exposed to perfaneaisk, TVA
analyzes the counterparty’s financial conditioroptd entering into an agreement and employs pedoce assurance measures, such as parent guarbeiteesof credit,
cash deposits, or performance bonds, to mitigateisk.

TVA has various agreements under which it has expeadsuvarious institutions with which it does bussme#lost of these are not material on a net exgosur
basis. TVA believes its policies and procedurectamterparty performance risk reviews have genepafitected TVA against significant exposure toitogibns in poor
financial condition due to recent market and ecacaranditions.

Credit of Suppliers. If one of TVA's fuel or purchased power supplieas to perform under the terms of its contract WittA, TVA might lose the money that it
paid to the supplier under the contract and hayritohase replacement fuel or power on the spdtehgverhaps at a significantly higher price thaATwas entitled to pay
under the contract. In addition, TVA might not béeaio acquire replacement fuel or power in a timmbnner and thus might be unable to satisfy its oligations to
deliver power. As mentioned in Item 1, Busines$ewer Supply — Purchased Power and Other Agreemdité has a power purchase agreement with a suptblér
expires on March 31, 2032. The supplier's sendoused credit ratings are currently ‘BB -’ by Stard & Poor’s and ‘B2’ with Moody’s. As a result thfe supplieis credit
ratings, the company has provided credit assurenT®A under the terms of its agreement.

Credit of Derivative CounterpartiesTVA has entered into derivative contracts for hedgimrposes, and TVA’'NDT and pension fund have entered into deriv.
contracts for investment purposes. If a countéygarone of TVA's hedging transactions default¥ ATmight incur substantial costs in connection wétitering into a
replacement hedging transaction. If a counterparthe derivative contracts into which the NDT a&nel pension fund have entered for investment pegpdsfaults, the
value of the investment could decline significantly perhaps become worthless.

Credit of TVA

A downgrade in TVA'’s credit rating could have matkeadverse effects on TVA'cash flows, results of operations, and finan@abition and would harm invest
in TVA securities. Among other things, a downgradeld have the following effects:

» A downgrade would increase TVA's interest expenseénioyeasing the interest rates that TVA pays on deburities that it issues. An increase in TYA’

interest expense would reduce the amount of caailable for other purposes, which could result i ieed to increase borrowings, to reduce othemesgsec
capital investments, or to increase electricitgse
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» A downgrade could result in TVA having to post additibcollateral under certain physical and financ@itracts that contain rating trigge
» A downgrade below a contractual threshold could @néTVA from borrowing under two credit facilitiestéting $2.0 billion.

« A downgrade could lower the price of TVA securitiestlie secondary market, thereby hurting investors &&lb TVA securities after the downgrade
diminishing the attractiveness and marketability oA Bonds.

For a discussion of factors that could lead towardpade in TVA's credit rating, see Item 1A, Riskckas.
Subsequent Event

See Note 23, which discussion is incorporated greeice into this Item 7, Management's Discussiahmalysis of Financial Condition and Results of
Operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Quantitative and qualitative disclosures about niaiikk are reported in ltem 7, Management'’s Dismrsand Analysis of Financial Condition and Resafts
Operations— Risk Management Activitiesvhich discussion is incorporated into this ltem Quantitative and Qualitative Disclosures About MarRisk.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
TENNESSEE VALLEY AUTHORITY
STATEMENTS OF OPERATIONS
For the years ended September 30
(in millions)
2010 2009 2008

Operating revenues
Sales of electricit

Municipalities and cooperativ: $ 9,27t $ 9,64¢ $ 8,65¢

Industries directly serve 1,321 1,367 1,472

Federal agencies and ot 117 131 121
Other revenue 161 118 13C
Total operating revenus 10,87+ 11,25¢ 10,38
Operating expense:
Fuel and purchased pow 3,21¢ 4,74 4,17¢
Operating and maintenan 3,23 2,39t 2,307
Depreciation, amortization, and accret 1,724 1,59¢ 1,22¢
Tax equivalents 457 544 491
Total operating expens: 8,63: 9,28: 8,19¢
Operating income 2,24: 1,97¢ 2,18¢
Other income (expense), r 24 25 9
Interest expense
Interest on debt and leaseback obligati 1,35¢ 1,292 1,37:
Amortization of debt discount, issue, and reacqoisitosts, ne 20 20 20
Allowance for funds used during construction and eacfuel
expenditures (79 (40) (17)
Net interest expens 1,294 1,272 1,37¢
Net income $ 97z $ 726 $ 817

The accompanying notes are an integral part oktfieancial statement
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At September 30
(in millions)
ASSETS
2010 2009
Current assets
Cash and cash equivalel $ 326 3% 201
Accounts receivable, n 1,63¢ 1,29¢
Inventories 1,012 91¢
Regulatory asse 791 684
Other current assets 78 111
Total current asse 3,84¢ 3,21¢
Property, plant, and equipment
Completed plan 42,997 41,27:
Less accumulated depreciation (19,32¢) (18,08¢)
Net completed plar 23,67 23,187
Construction in progres 3,00¢ 2,56¢
Nuclear fuel and capital leas 1,151 961
Total property, plant, and equipment, 27,83( 26,710
Investment funds 1,12¢ 98z
Regulatory and other lon¢-term assets
Regulatory asse 9,75¢ 8,99«
Other long-term assets 191 11C
Total regulatory and other long-term assets 9,947 9,104
Total assets $ 42,75:  $ 40,017
LIABILITIES AND PROPRIETARY CAPITAL
Current liabilities
Accounts payable and accrued liabilit $ 1,69 $ 1,25:%
Environmental cleanup cos- Kingston ash spil 22C 34¢
Accrued interes 407 401
Current portion of leaseback obligatic 74 462
Current portion of energy prepayment obligati 10E 10E
Regulatory liabilities 63 1,00z
Shor-term debt, ne 27 844
Current maturities of long-term debt 1,00¢ 8
Total current liabilities 3,60z 4,428
Other liabilities
Other liabilities 6,25t 4,757
Regulatory liabilities 10€ 3C
Asset retirement obligatior 2,96 2,68:
Leaseback obligatior 1,27¢ 94(
Energy prepayment obligatio 717 822
Environmental cleanup costs - Kingston ash spill 30t 354
Total other liabilities 11,62¢ 9,58¢
Long-term debt, net 22,38¢ 21,78¢
Total liabilities 37,61¢ 35,79¢
Commitments and contingencie:(Note 20)
Proprietary capital
Appropriatior-investment power progra 32¢ 34¢
Retained earnings power program 4,26¢ 3,291
Total power program proprietary capi 4,59 3,63¢
Appropriation investment nonpower programs, 64C 654
Accumulated other comprehensive loss (95) (75)
Total proprietary capital 5,137 4,21¢
Total liabilities and proprietary capital $ 42,75:  $ 40,017

The accompanying notes are an integral part oktfieancial statement
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CASH FLOWS
For the years ended September 30
(in millions)
2010 2009 2008

Cash flows from operating activities
Net income $ 97z $ 726 % 817
Adjustments to reconcile net income to net cashigeal/by operating
activities

Depreciation, amortization, and accret 1,74z 1,61¢ 1,24«

Nuclear refueling outage amortizati 10z 122 107

Amortization of nuclear fue 23¢ 21€ 18¢

Nor-cash retirement benefit exper 364 14€ 14&

Prepayment credits applied to reve (205) (10%) (205)

Fuel cost adjustment defer (89¢) 85C 122

Environmental cleanup cos« Kingston ash spil- non cast 62 — —
Changes in current assets and liabili

Accounts receivable, n (342) 90 (59)

Inventories and other, n (119 (182) (13¢)

Accounts payable and accrued liabilit 237 94 (78)

Accrued interes 6 (40 35
Pension contribution (6) (2,00%) (265)
Refueling outage cos — (22¢) (250
Environmental cleanup cos- Kingston ash spil (369) (231) —
Other, net 1€ (8) 2
Net cash provided by operating activit 1,901 2,16t 1,967
Cash flows from investing activities
Construction expenditure (2,019 (1,799 (1,989
Nuclear fuel expenditure (40)) (432) (322
Change in restricted cash and investm — a7 25
Purchases of investmer (42) (42) (39
Loans and other receivabl

Advance: (25) (13 (6)
Repayment 21 11 13

Other, net 4 (1) 4
Net cash used in investing activiti (2,45%) (2,287) (2,309
Cash flows from financing activities
Long-term debt

Issues 1,67¢ 2,36¢ 2,10¢

Redemptions and repurcha (69) (2,879 (689)
Shor-term debt issues (redemptions), (817) 65¢ (1,237)
Proceeds from sale/leaseback financ 11 104 32t
Payments on leases and leaseback finar (94) (79) (43)
Bond premium receive 28 — —
Financing costs, n (23) (33 (32
Payments to U.S. TreasL (29 (33) (40)
Other (2) (1) 1
Net cash provided by financing activiti 684 112 39C
Net change in cash and cash equival 127 (12) 48
Cash and cash equivalents at beginning of year 201 21z 165
Cash and cash equivalents at end of ye. $ 32t $ 201 213

See Note 17 for supplemental cash flow information.

The accompanying notes are an integral part oktfieancial statement
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL
For the years ended September 30
(in millions)
Power Power Accumulated
Program Program Nonpower Other
Appropriation Retained  Appropriation = Comprehensive Comprehensive
Investment Earnings  Investment,Net Income (Loss) Total Income (Loss)
Balance at September 30, 20C $ 38 $ 1,76: $ 67z $ (19 $ 2,80¢
Net income (loss - 82¢ (12) - 817 $ 817
Other comprehensive income (lo
Net unrealized gain on future cash fl
hedges - - - 279 79 79
Reclassification to earnings from cash flo\
hedges — — — 161 161 161
Total other comprehensive income (lo - - - (18) (18 (18)
Total comprehensive income (loss) $ 79¢
Return on Appropriation Investme - (20 - - (20
Return of Appropriation Investment (20) — — — (20)
Balance at September 30, 20C $ 368 $ 2571 $ 661 $ 37 $ 3,56¢
Net income (loss - 73z (7 - 72€ % 72€
Other comprehensive income (lo
Net unrealized gain on future cash flow
hedges - - - (14¢€) (14¢€) (14¢€)
Reclassification to earnings from cash flo\
hedges — — — 10¢ 10¢ 10¢
Total other comprehensive income (loss) - - - (38) (38) (39
Total comprehensive income (loss) $ 68¢€
Return on Appropriation Investme - (13 - - (13
Return of Appropriation Investment (20) — — — (20)
Balance at September 30, 20C $ 34t $ 3,291 $ 654 $ (75) $ 4,21¢
Net income (loss - 982 (10 - 97z % 97z
Other comprehensive income (lo
Net unrealized gain on future cash flow
hedges - - - (37 (37 (37
Reclassification to earnings from cash flo\
hedges — — — 17 17 17
Total other comprehensive income (loss) - - - (20) (20 20)
Total comprehensive income (loss) $ 952
Return on Appropriation Investme - 9) - - 9)
Return of Appropriation Investment (20) — (4) — (24)
Balance at September 30, 201 $ 32¢ $ 4,26¢ $ 64C $ (95) $ 5,137

The accompanying notes are an integral part oktfieancial statement
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NOTES TO FINANCIAL STATEMENTS

(Dollars in millions except where noted)

Note Page Nc
No.
1 Summary of Significant Accounting Polici 81
Impact of New Accounting Standards and 87
2 Interpretation:
3 Accounts Receivabl 88
4 Inventories 88
5 Completed Plar 8¢
6 Other Lon¢-Term Assett 8¢
7 Regulatory Assets and Liabilitit 9C
8 Kingston Fossil Plant Ash Sp 92
9 Other Lon¢-Term Liabilities 94
10 Asset Retirement Obligatior 94
11 Debt 95
12 Seven States Power Corporation Obliga 10C
Risk Management Activities and Derivati 10C
13 Transaction:
14 Fair Value Measuremen 107
15 Proprietary Capite 112
16 Other Income (Expense), N 114
17 Supplemental Cash Flow Informati 114
18 Benefit Plan:s 114
19 Asset Acquisitions and Dispositio 124
20 Commitments and Contingenci 12t
21 Related Partie 13z
22 Unaudited Quarterly Financial Informati 13¢
23 Subsequent Evel 13¢

1. Summary of Significant Accounting Policies
General

In response to a request by President Franklind@sBvelt, the U.S. Congress in 1933 enacted leigislateating the Tennessee Valley Authority (“TVAS),
government corporation. TVA was created to, amohgrahings, improve navigation on the TennesseerRireduce the damage from destructive flood watétsn the
Tennessee River system and downstream on the lowera@t Mississippi Rivers, further the economicelepment of TVA's service area in the southeastémited
States, and sell the electricity generated atahiitfes TVA operates.

Today, TVA operates the nation’s largest public posyatem and supplies power in most of Tennessetharn Alabama, northeastern Mississippi, and
southwestern Kentucky and in portions of northernr@iepwestern North Carolina, and southwestern Viegtnia population of over nine million people.

TVA also manages the Tennessee River and its tribatto provide, among other things, year-roundgetion, flood damage reduction, and affordable iaatidble
electricity. Consistent with these primary purpeda#A also manages the river system to provide m@naal opportunities, adequate water supply, impdowater quality,
natural resource protection, and economic developme

The power program has historically been separatedastinct from the stewardship programs. It isuised to be self-supporting from power revenues aiodeeds
from power financings, such as proceeds from theaisse of bonds, notes, and other evidences of iedebss (“Bonds”). Although TVA does not currentlgaiee
congressional appropriations, it is required to enaknual payments to the U.S. Treasury in repayofeand as a return on, the government’s apprdpniagnvestment in
TVA power facilities (the “Power Program Appropriatibivestment”). In the 1998 Energy and Water Develept Appropriations Act, Congress directed TVA todu
essential stewardship activities related to its rganeent of the Tennessee River system and TVA piiepexith power funds in the event that there wereffitsent
appropriations or other available funds to paysfach activities in any fiscal year. Congress h@srovided any appropriations to TVA to fund suchiaties since
1999. Consequently, during 2000, TVA began payimgfsential stewardship activities primarily with powevenues, with the remainder funded with uses el other
forms of revenues derived in connection with thastvities. These activities related to stewardgitoperties do not meet the criteria of an opegasegment under
accounting principles generally accepted in thetéthStates (“GAAP”). Accordingly, these assets amp@rties are included as part of the power progfiafdy's only
operating segment.
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Power rates are established by the TVA board of ire¢“TVA Board”) as authorized by the Tennessedeyaluthority Act of 1933as amended16 U.S.C. §8§

831-831ee (as amended, the “TVA Act”). The TVA Actuiegs TVA to charge rates for power that will prodgeess revenues sufficient to provide funds for afien,
maintenance, and administration of its power sysfgygments to states and counties in lieu of tadelst service on outstanding indebtedness; paynetie U.S. Treasury
in repayment of and as a return on the Power Progygmopriation Investment; and such additional mawag the TVA Board may consider desirable for inmestt in
power system assets, retirement of outstanding Bionaldvance of maturity, additional reduction o fiower Program Appropriation Investment, and othepgses
connected with TVA’s power business. In setting TVAites, the TVA Board is charged by the TVA Act to hdue regard for the primary objectives of the TVA Act
including the objective that power shall be solda#s as low as are feasible. Rates set by the TagkdBare not subject to review or approval by datesor federal
regulatory body.

Fiscal Year

TVA's fiscal year ends September 30. Years (2@D0D9, etc.) refer to TVA's fiscal years unless they proceeded by “CY,” in which case the referencesma
calendar years.

Cost-Based Regulation

Since TVA's Board is authorized by the TVA Act to sates for power sold to its customers; TVA is “seljulated.” Additionally, TVA's regulated rates are
designed to recover its costs of providing eleityricin view of demand for electricity and the l&éwé competition, it is reasonable to assume thatrates, set at levels that
will recover TVA's costs, can be charged and colléctds a result of these factors, TVA records cergaisets and liabilities that result from the regadaatemaking
process that would not be recorded under GAAP forreguitated entities. Regulatory assets generaghisesent incurred costs that have been deferredibeaich costs €
probable of future recovery in customer rates. URagry liabilities generally represent obligatidnamake refunds to customers for previous coltetifor costs that are not
likely to be incurred or deferral of gains thatiMaié credited to customers in future periods. TV#esses whether the regulatory assets are prolfafokei@ recovery by
considering factors such as applicable regulatbanges, potential legislation, and changes in ®lolgy. Based on these assessments, TVA believesisiing regulatory
assets are probable of recovery. This determinaéfiects the current regulatory and political iemwvment and is subject to change in the futufduture recovery of
regulatory assets ceases to be probable, or ae @fther factors described above cease to becapf#i TVA would no longer be considered to be aletgd entity and
would be required to write off these costs. Mosutatpry asset write-offs would be required to beoggized in earnings in the period in which futuseavery ceases to be
probable.

Use of Estimates

The preparation of financial statements requires T&¥Astimate the effects of various matters thafrdrerently uncertain as of the date of the finahci
statements. Although the financial statementpegpared in conformity with GAAP, TVA is required take estimates and assumptions that affect thetexgpamounts of
assets and liabilities, the disclosure of contingasets and liabilities, and the amounts of regsrand expenses reported during the reportinggeBach of these estima
varies in regard to the level of judgment invohaedl its potential impact on TVA'’s financial resuliSstimates are deemed critical either when amiffeestimate could
have reasonably been used, or where changes @stingate are reasonably likely to occur from petmgeriod, and such use or change would mateiialhact TVA's
financial conditions, results of operations, ortciews.

Reclassifications

Certain prior period amounts have been reclassifiembnform to the current presentation. Suchassifications were limited to balance sheets andrsents of
cash flow presentation and did not impact the statesnof operations. The reclassifications arepiimarily to the addition of new line items to thaldince sheets to
separate the current portions of regulatory asselsegulatory liabilities, separate other curassets from inventories, and display appropriatiwestments in power and
nonpower programs, as well as to recognize thesntiend long-term assets and liabilities of demsainstruments. In addition, in the 2009 and 28@&ements of Cash
Flows, TVA reclassified $22 million and $10 milliorgspectively, from GNSTRUCTIONEXPENDITUREStO ACCOUNTSPAYABLE AND ACCRUEDLIABILITIES that related to
additions to regulatory assets that had been gfiexsin the 2009 Balance Sheet fromOPERTY, PLANT AND EQUIPMENT .

Cash and Cash Equivalents

CASH AND CASH EQUIVALENTS include the cash available in TVA’'s commercial baacounts and U.S. Treasury accounts, as well astgnm securities held for the
primary purpose of general liquidity. Such sedesitmature within three months from the originakdaf issuance.
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Allowance for Uncollectible Accounts

The allowance for uncollectible accounts reflec#ATs estimate of probable losses inherent in thevants receivable, unbilled revenue, and loans vebée
balances. TVA determines the allowance based on kagawounts, historical experience, and other cuyenhilable information including events such astoemer
bankruptcy and/or a customer failing to fulfill pagnt arrangements after 90 days. It also reflE¢#’s corporate credit department assessment ofitiamcial condition of
customers and the credit quality of the accouffitee allowance for uncollectible accounts was $2iamlat September 30, 2010, and 2009, for accounts
receivable. Additionally, loans receivable of $8Blion and $81 million as of September 30, 201 2009, respectively, are included imHBR LONG-TERM ASSETS and
reported net of allowances for uncollectible acdswf $13 million as of both September 30, 201@, 2009.

Revenues

Revenues from power sales are recorded as poweliisred to customers. In addition to power salesioed and recorded during the month, TVA accrues
estimated unbilled revenues for power sales providexistomers for the period of time from the meézd date to the end of the month. Componentiseofinbilled
revenue include wholesale meter readings at estihmates based on the historical usage and producmd sales of excess generation at market ratesse factors can
vary from historical trends. Exchange power satespresented in the accompanying Statements ob@mes as a component 0flES OF ELECTRICITY — FEDERAL AGENCIES
AND OTHER . Exchange power sales are sales of excess pot@enaeting TVA native load and directly served ieguents. (Native load refers to the customera/base
behalf a company, by statute, franchise, regulateguirement, or contract, has undertaken an didig4o serve.)

TVA periodically transfers fiber optic capacity oWA’s network to telecommunications service carriand aVA distributor customers. These transactioes ar
structured as indefeasible rights of use (“IRUs”")ahhare the exclusive right to use a specified armofifiber optic capacity for a specified term. A\Accounts for the
consideration received on transfers of fiber opéipacity for cash and on all of the other elemdstwerable under an IRU as revenue ratably ovetetma of the
agreement. TVA does not recognize revenue on anteogporaneous exchanges of its optical capacitgridRU of optical capacity of the counterpartyhie £xchange.

Inventories

Certain Fuel, Materials, and SuppliesCoal, oil, limestone, tire-based fuel inventsriand materials and supplies inventories are daligeng an average unit cost
method. A new average cost is computed after eaoldction, and inventory issuances are pricecedathst moving weighted average unit cost.

Allowance for Inventory Obsolescenc& VA reviews supply and material inventories by gatg and usage on a periodic basis. Each catégassigned a
probability of becoming obsolete based on the tfpmaterial and historical usage data. Based eresitimated value of the inventory, TVA adjusts lisveance for
inventory obsolescence.

Emission Allowances TVA has emission allowances for sulfur dioxide (“s®and nitrogen oxides (“NQ”) which are accounted for as inventory. The averag
cost of allowances used each month is chargedemtipg expense based on tons of ,30@d NO, emitted during the respective compliance pericdlfowances granted to
TVA by the Environmental Protection Agency (“EPAearecorded at zero cost.

Property, Plant, and Equipment, and Depreciation
Property, Plant, and Equipmerdditions to plant are recorded at cost, which idekidirect and indirect costs and an allowancéuftals used during construction
(“AFUDC"). The cost of current repairs and minorleggments is charged to operating expense. Nuitlebinventories, which are included iR&PERTY, PLANT, AND

EQUIPMENT, are valued using the average cost method fonraterials and the specific identification methodrfaclear fuel in a reactor. Amortization of nuclézel in a
reactor is calculated on a units-of-production $asid is included in fuel expense.
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Depreciation. TVA accounts for its properties’ depreciation gsthe composite depreciation convention of accogntiAccordingly, the original cost of property

retired, less salvage value, is charged to accusditdepreciation. Except as described below, digtiea is generally computed on a straight-lineibaser the estimated
service lives of the various classes of assets.rdagiion expense expressed as a percentage af¢nage annual depreciable completed plant waspg@2nt for 2010,
2.81 percent for 2009, and 2.97 percent for 2088rage depreciation rates by asset class ardlas$o

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

2010 2009 2008

Asset Class (percent)
Nuclear 2.59 2.59 2.57
Coa-Fired 3.22 3.22 3.44
Hydroelectric 1.65 1.65 1.72
Combustion turbine/diesel generat 4.09 4.09 4.39
Transmissiol 3.40 3.40 2.74
Other 6.03 491 6.38

Depreciation rates are determined based on an ekt#preciation study. TVA obtained and implemerstestw study during the fourth quarter of 2008. eRat
were changed prospectively as a change in estinkapreciation expense for the years ended Septe3ob@010, 2009, and 2008, was $1.2 billion, $1.loli) and $1.1
billion, respectively. Depreciation rates were at§jddo ensure that those coal-fired units which Hseen identified to be idled will be fully depreteid by those idled
dates. In September 2010, TVA idled Widows CreelsiF&dant (“Widows Creek”) Unit 5, and in OctoberIZTVA idled Widows Creek Unit 2 as well as Shawnee Foss
Plant Unit 10. The accelerated depreciation expehtie three units in 2010 was $35 million. An #iddal six fossil units are currently expected®idled by 2015. The
accelerated depreciation expense on those ur2@1ih was $2 million.

Capital Lease Agreements PROPERTY, PLANT, AND EQUIPMENT also includes assets recorded under capital Egreements which primarily consist of office
facilities of $27 million and $35 million as of Sember 30, 2010, and 2009, respectively, and algi¢ation and blending facilities of $22 millioncda$28 million as of
September 30, 2010, and 2009, respectively.

Allowance for Funds Used During ConstructionAFUDC capitalized during the year ended Septembe2B0), was $79 million as compared with $40 million
capitalized during the year ended September 30.20WA capitalizes interest as AFUDC, based on theraye interest rate of TVA’s outstanding debt. @hewance is
applicable to construction in progress relatedettain projects and certain nuclear fuel invengri€ince October 1, 2007, interest on funds indeisteapital projects has
been capitalized only for projects with (1) an eotpd total project cost of $1.0 billion or moredg@) an estimated construction period of at |dagte years in
duration. The adoption of this new criteria hasagly reduced the number of qualifying projects,alhivas approximately 800 at September 30, 2007.

Only the Watts Bar Nuclear Plant Unit 2 (“Watts Bar {81} construction met the new AFUDC criteria durihg year ended September 30, 2010. The
accumulated balance of costs for qualifying prgewethich is used to calculate AFUDC, averaged apprataiy $1.0 billion for the year ended September28a,0.

Software Costs .TVA capitalizes certain costs incurred in conrettivith developing or obtaining internal-use softevaCapitalized software costs are included in
PROPERTY, PLANT, AND EQUIPMENT On the balance sheet and are primarily amortized five years. As of September 30, 2010, and 2008mortized computer software
costs totaled $139 million and $152 million, respedy. Amortization expense related to capitalizethputer software costs was $45 million, $24 milliand $13 million
for 2010, 2009, and 2008, respectively. Softwaststhat do not meet capitalization criteria angessed as incurred.

Impairment of Assets TVA evaluates long-lived assets for impairment wheengs or changes in circumstances indicate thatdhging value of such assets may
not be recoverable. For long-lived assets, TVA bésessaluation on impairment indicators such &srtature of the assets, the future economic beufefie assets, any
historical or future profitability measurementsdasther external market conditions or factors thay be present. If such impairment indicatorspaesent or other factors
exist that indicate that the carrying amount ohaset may not be recoverable, TVA determines whathénpairment has occurred based on an estimatedi$counted
cash flows attributable to the asset as comparedthséticarrying value of the asset. If an impairntead occurred, the amount of the impairment re@aghis measured as
the excess of the asset’s carrying value oveanits/flue. Additionally, TVA regularly evaluates atruction projects. If the project is cancelledleemed to have no future
economic benefit, the project is written off asaaset impairment.

Decommissioning Costs
TVA recognizes legal obligations associated withftltere retirement of certain tangible long-livedets. These obligations relate to fossil-firedegating plants,
nuclear generating plants, hydroelectric genergtlagts/dams, transmission structures, and otlogrepty-related assets. These other property-rekssets include, but are

not limited to, easements, leases, and coal rightsivities involved with retiring these assets abiriclude decontamination and demolition of stroesy removal and
disposal of wastes, and site
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reclamation. Revisions to the estimates of asdigément obligation (“AROs”) are made wheneverdexindicate that the timing or amounts of estirdatash flows have

changed. Any accretion or depreciation expensgeelto these liabilities and assets are chargadegulatory asset. See Note 7Nuclear Decommissioning Costed
Nor-Nuclear Decommissioning Costs.

Blended Low Enriched Uranium Program

Under the blended low enriched uranium (“BLEU”) prax, TVA, the Department of Energy (“DOE”), and somelear fuel contractors have entered into
agreements providing for surplus highly enricheahium to be blended with other uranium down to &llévat allows the blended uranium to be fabricatéanl fuel that can
be used in nuclear power plants. This blendedeaudlel was first loaded in a Browns Ferry reaaid2005, which initiated the amortization of the sastthe BLEU fuel
assemblies to nuclear fuel expense. TVA expecteritiraie to use the blended nuclear fuel to relbedBrowns Ferry reactors through at least 2016. BEEel was loade
into Sequoyah Unit 2 in 2008 and 2009 and is expectde loaded again in CY 2011.

Under the terms of an interagency agreement betWeénand DOE, DOE supplies off-specification, highly iehed uranium materials to the appropriate third
party fuel processors for processing into usakééfior TVA. In exchange, DOE will participate to agtee in the savings generated by TVA's use ofttléaded nuclear
fuel. Over the life of the program, TVA projectstil¥OE’s share of savings generated by TVA's uséisfitlended nuclear fuel could result in future papts to DOE of
as much as $359 million. TVA accrues an obligatidth wach BLEU reload batch related to the portiothefultimate future payments estimated to bebaitable to the
BLEU fuel currently in use. As of September 30, 2ah@ obligation was $52 million. During 2009, th®E and TVA agreed that this obligation will be offeg amounts
that DOE expects to owe TVA in the future for certa#cammissioning costs that TVA will pay on DOE’s behdiccordingly, TVA will remit the BLEU fuel savings
amounts to DOE, plus accrued interest, only afteselfuture decommissioning costs have been offgehst TVA's obligation to DOE.

The third party fuel processors own the conversiuwh@rocessing facilities and will retain title td laind, property, plant, and equipment used inBh&U fuel
program. However, the fuel fabrication contractlifies as a capital lease, and TVA recognized ateblgase asset and corresponding lease obligaiated to amounts
paid or payable to the processor.

Investment Funds

INVESTMENT FUNDS consist primarily of trust funds designated todurnuclear decommissioning requirements (see Note-Zibntingencies — Decommissioning
Costs), AROs (see Note 7 -Non-Nuclear Decommissioning Co$tsnd the supplemental executive retirement gisERP”) (see Note 18 -Overview of Plans and
Benefit=— Supplemental Executive Retirement Plaluclear decommissioning funds and SERP funds,wdnie classified as trading, are invested in phogmf
securities generally designed to earn returnsigith overall equity market performance. Assétement funds, which are classified as trading,iavested in securities
and commingled funds designed to earn returnséwiith fixed-income market performance.

Energy Prepayment Obligations and Discounts on Sales

During 2002, TVA introduced an energy prepayment goyg the discounted energy units (“DEU”) programrmder this program, TVA customers could purchase
DEUs generally in $1 million increments, and each Déltltles the purchaser to a $0.025/kilowatt-hdscalint on a specified quantity of firm power owagperiod of years
(five, 10, 15, or 20) for each kilowatt-hour in theepaid block. The remainder of the price ofkhewatt-hours delivered to the customer is duerupifling. TVA's DEU
program allowed customers to use cash on hand paprEVA for some of their power needs, providing fumgdto TVA and a savings to customers in the forra dfscount
on future purchases. The distributor customerivesea discount on a specified volume of firm eggygrchased. The supplement to the power contpecifees the
discount rate (2.5 cents per kilowatt-hour), the thiyrblock of kilowatt-hours to which the discoumgdies, the number of years (term), and contingenapon contract
termination.

TVA has not offered the DEU program since the end0842 The last distributor to participate in thegmam enrolled in January 2004. Total sales fertogram
since inception have been approximately $55 millidVA is accounting for the prepayment proceedsresarned revenue and is reporting the obligatiometiver power &
ENERGY PREPAYMENT OBLIGATIONS and QWRRENT PORTION OF ENERGY PREPAYMENT OBLIGATIONS 0on the September 30, 2010, and 2009, Balance Sheet

TVA recognizes revenue as electricity is delivei@dustomers, based on the ratio of units of kilovaatirs delivered to total units of kilowatt-hoursden
contract. As of September 30, 2010, approximaté® @illion has been applied against power billingsaccumulative basis during the life of the prografrwhich
approximately $5 million was recognized as nongasikenue during 2010. Approximately $5 million &&imillion were applied against power billings durgach of 2009
and 2008, respectively.
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In 2004, TVA and its largest customer, Memphis Ligbas and Water Division (“MLGW?"), entered into an egyeprepayment agreement under which MLGW

prepaid TVA $1.5 billion for the future costs of eficity to be delivered by TVA to MLGW over a periofl 180 months. TVA accounted for the prepaymentresarned
revenue and is reporting the obligation to delp@wer under this arrangement a&EEGY PREPAYMENT OBLIGATIONS @and QRRENT PORTION OF ENERGY PREPAYMENT

OBLIGATIONS on the September 30, 2010 and 2009 Balance ShE¥#s.expects to recognize approximately $100 millaf noncash revenue in each year of the arrangemen
as electricity is delivered to MLGW based on thioraf units of kilowatt-hours delivered to totalitsof kilowatt-hours under contract. As of Septem80, 2010, $690

million had been recognized as noncash revenuecomalative basis during the life of the agreem#&mn€0 million of which was recognized as noncastemee during each

of 2010, 2009, and 2008.

Discounts for both programs amounted to $47 milfameach of the years ended September 30, 2010, 206@ 2008.
Insurance
Although TVA uses private companies to administehéalth-care plans for eligible active and retiratpoyees not covered by Medicare, TVA does not paseh
health insurance. Third party actuarial specibstsist TVA in determining certain liabilities felf-assumed claims. TVA recovers the costs ofrdahrough power rates

and through adjustments to the participants’ cbatidns to their benefit plans. These liabiliteee included in @ER LIABILITIES 0n the balance sheets.

TVA purchases nuclear liability insurance, nuclearperty, decommissioning, and decontamination emsce, and nuclear accidental outage insurance NSee2(
— Contingencies — Nuclear Insurance

The Federal Employees’ Compensation Act govermlitiato employees for service-connected injuri@d/A purchases excess workers' compensation inseranc
above a self insured retention.

TVA purchases excess liability insurance for aviatiauto, marine, and general liability exposur€¥A purchases property insurance for certain coriveat (non-
nuclear) assets as well as outage insurance (basittesruption) for selected conventional genetpéiesets.

TVA also purchases liability insurance which prowad®verage for its directors and officers subjedhe terms and conditions of the policy. Eacthefinsurance
policies purchased contains deductibles or selfretsretentions. The limits, terms, conditiong] deductibles are comparable to those carried lograttilities of similar
size. TVA recovers the costs of losses through poates.

Operation of dams, transmission facilities, and gativgg facilities involves inherent risks which mpiesent potential exposures in excess of insureowerage.

Research and Development Costs

Research and development costs are expensed wherethc TVA's research programs include those eelab transmission technologies, emerging techmegog
(clean energy, renewables, distributed resourcesenergy efficiency), technologies related to getien (fossil, nuclear, and hydro), and environtaktechnologies.

Tax Equivalents

The TVA Act requires TVA to make payments to stated @unties in which TVA conducts its power operatiand in which TVA has acquired power properties
previously subject to state and local taxatione &mount of these payments is five percent of gmssnues from sales of power during the precedaay, yexcluding sales
or deliveries to other federal agencies and offesyssales with other utilities, with a provision famimum payments under certain circumstances.

Maintenance Costs

TVA records maintenance costs and repairs relatéd fwoperty, plant, and equipment on TVA's statateef operations as they are incurred exceptier t
recording of certain regulatory assets. HistorjcallVA deferred nuclear outage costs that were incudiging the operating cycle subsequent to theefigfy outage. The:
costs are incurred in the process of performingdaar fuel reload outage, and the benefits ofetlests are realized during the subsequent 18 modhs when the nucle
fuel is burned during its operating cycle in proigeelectricity. The TVA Board historically includen rates the amortization of these deferred rmauadetage costs during
the operating cycle subsequent to the refuelinggrut

Beginning in 2010, TVA implemented a new policy tperse any future outage costs as incurred. How&Vér will continue to amortize the related existing
regulatory asset and include such amounts in r&es. Note 7 Beferred Outage Costs
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2. Impact of New Accounting Standards and Interpretaibns

The following accounting standards and imetgtions became effective for TVA during 2010 .

Fair Value MeasurementsIn September 2006, the Financial Accounting StasislBoard (“FASB”) issued guidance for measurirgetsand liabilities that
currently require fair value measurement. The guoéet also responds to investaexjuests for expanded information about the extenthich companies measure assets
liabilities at fair value, the information usedreasure fair value, and the effect of fair valuasueements on earnings. The guidance applies weenther standards
require (or permit) assets or liabilities to be mead at fair value but does not expand the uairofalue in any new circumstances. The guidaistabdishes a fair value
hierarchy that prioritizes the information usedlavelop measurement assumptions. In February ZOBB issued guidance that delayed the effective dbthe fair value
accounting changes for nonfinancial assets andmeandial liabilities except for items that are rgoized or disclosed at fair value in the finansiatements on a recurring
basis. Effective October 1, 2008, TVA adopted tHasevalue accounting changes for its nonfinanaidets and nonfinancial liabilities. The adoptbthis guidance did
not materially impact TVA'’s financial condition, rdts of operations, or cash flows.

In August 2009, FASB issued guidance ndigg fair value measurements of liabilities. Thedance clarifies how the fair value of a liabilglgould be measured
when a quoted price in an active market for thetidehliability either is or is not available. Adibnally, the guidance clarifies how to consideeatriction when estimatir
the fair value of a liability and the appropriageél within the fair value disclosure hierarchy ihieh the various measurement techniques resukesdbhanges became
effective for TVA on October 1, 2009. The adoptadrthis guidance changed certain financial stateérdestlosures but did not materially impact TVA’sdncial condition,
results of operations, or cash flows.

In September 2009, FASB issued guidance regardingdlue measurements for certain alternative itmests, such as interests in hedge funds, privaigye
funds, real estate funds, venture capital fundshofe fund vehicles, and funds of funds. The gua# allows reporting entities to use net assetvadu share to estimate
fair value of these investments as a practical @gme. The guidance also requires disclosures &jpmntategory of investment about the attributethefinvestments, such
the nature of any restrictions on the investoribtaltto redeem its investments at the measurerdate, any unfunded commitments, and the investsteategies of the
investees. These changes became effective for TWAaiober 1, 2009. The adoption of this guidari@nged certain financial statement disclosuresliolhot materially
impact TVA's financial condition, results of opdmats, or cash flows. See Note 14lnrvestmentsor related fair value disclosures for TVA's invesmts.

Employers’ Disclosures about Post-retirement Beriifin Assets In December 2008, FASB issued guidance that chagmgesoyers’ disclosures about post-
retirement benefit plan assets. The guidance regjtihat an employer disclose the following inforioragbout the plan assets: (1) information regaydiow investment
allocation decisions are made; (2) the major categ®f plan assets; (3) information about the ta@und valuation techniques used to measure fhiea the plan assets;
(4) the effect of fair value measurements usingifitant unobservable inputs on changes in plaetadsr the period; and (5) significant concentnasi of risk within plan
assets. At initial adoption, these changes becsfaetive for TVA on October 1, 2009. Upon initigd@ication, these changes were not required fdieegreriods that are
presented for comparative purposes. See Note FairValue Measuremenfsr disclosure of fair value measurements for inwvesits held by TVARS that support TVA's
qualified defined benefit pension plan.

Business Combinationsin December 2007, FASB issued guidance that clsathgeaccounting for business combinations. Theamee establishes principles and
requirements for determining how an enterprise reizeg and measures the fair value of certain aaset$iabilities acquired in a business combinatinaluding non-
controlling interests, contingent consideratiord aartain acquired contingencies. The guidanaeraiguires acquisition-related transaction expeasdsrestructuring costs
to be expensed as incurred rather than capitaigeicomponent of the business combination. Inl 2019, FASB issued additional guidande amend and clarify the
initial recognition and measurement, subsequensoreanent and accounting, and related disclosurgagifrom contingencies in a business combinatidhis guidance
became effective for TVA as of October 1, 2009. @teption of this guidance did not materially imp&&tA’s financial condition, results of operations,ash flows but
will impact the accounting for any future businesguasitions.

Noncontrolling Interests In December 2007, FASB issued guidance that intresl significant changes in the accounting for natrolling interests (formerly
minority interests) in a partially-owned consolidhsbsidiary. The guidance also changes the atioguior and reporting for the deconsolidation afubsidiary. The
guidance requires that noncontrolling interests @onsolidated subsidiary be displayed in the dafeted statement of financial position as a seeaztamponent of
equity. The guidance also requires that earnittigbated to noncontrolling interests be reportegart of consolidated earnings, and requiresasscé of the attribution of
consolidated earnings to the controlling and notradling interests on the face of the consolidatebme statement. These changes became effeotiié/fA as of Octobe
1, 2009. The adoption of this guidance did notemally impact TVA's financial condition, results operations, or cash flows but will impact the actmg for any future
noncontrolling interests.
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The following accounting standards have been isdugtchs of September 30, 2010, were not effectiveread not been adopted by TVA.

Transfers of Financial AssetsIn June 2009, FASB issued guidance regardingumtog for transfers of financial assets. Thisdgmice eliminates the concept of a
qualifying special-purpose entity (“QSPE”") and subjethose entities to the same consolidation geel@s other variable interest entities (“VIEs”").eTduidance changes
the eligibility criteria for certain transactiors qualify for sale accounting and the accountimgefertain transfers. The guidance also establisheesd disclosure objectives
and requires extensive specific disclosure requgregmrelated to the transfers. These changes leeefiettive for TVA for any transfers of financiasets occurring on or
after October 1, 2010. TVA does not believe adopbibthis guidance will materially affect its finaaticondition, results of operations, or cash flows.

Variable Interest Entities In June 2009, FASB issued guidance that chamgesansolidation guidance for VIEs. The guidandaiehtes the consolidation scope
exception for QSPEs. The statement amends theetitggevents to determine if an entity is a VIEabishes a primarily qualitative model for determgthe primary
beneficiary of the VIE, and requires on-going assemnt of whether the reporting entity is the primiaepeficiary. These changes became effective ¥ @n October 1,
2010, and apply to all entities determined to bEs/as of and subsequent to the date of adoptid# dbes not believe adoption of this guidance willterially affect its
financial condition, results of operations, or céslvs.

3. Accounts Receivable
Accounts receivable primarily consist of amounts ftaen customers for power sales. The table belownsarizes the types and amounts of receivables:

Accounts Receivable
As of September 30

2010 2009

Power receivable
Billed $ 597 $ 30¢
Unbilled 1,00« 94C
Total power receivable 1,601 1,24¢
Other receivable 4C 52
Allowance for uncollectible accoun $ 2 $ (2)
Net accounts receivable $ 1,63¢ $ 1,29¢

4. Inventories
The table below summarizes the types and amounity Afs inventories :

Inventories
As of September 30

At September

At September 30,
30, 201C 2009
Fuel inventory $ 53¢ % 534
Materials and supplies invento 48€ 427
Emission allowance invento 11 12
Allowance for inventory obsolescence (24) (50)
Inventories, net $ 1,012 $ 91¢

The $26 million reduction in the allowance for imtery obsolescence is primarily due to changessumptions based on a detailed inventory observaticdy
completed in 2010 .
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5. Completed Plant
Completed plant consisted of the following at Seqiter 30:
TVA Completed Plant
As of September 3
2010 2009
Accumulatec Accumulatec
Cost Depreciatior Net Cost Depreciatior Net
Coa-Fired $ 12,92( $ 6,731 $ 6,18¢ $ 12,17 $ 6,28¢ $ 5,88t
Combustion turbin 2,12¢ 737 1,387 1,65: 67¢ 97t
Nuclear 17,68: 7,86¢ 9,81t 17,62: 7,44( 10,181
Transmissior 5,532 2,08¢ 3,44¢ 5,201 1,89¢ 3,302
Hydroelectric 2,19¢ 81¢ 1,374 2,15¢ 791 1,36
Other electrical plant 1,57¢ 74E 83C 1,501 657 844
Subtota 42,02t 18,98: 23,04 40,30: 17,75: 22,55(
Multipurpose dam 92¢ 331 597 92¢ 32¢ 60¢&
Other stewardship 44 13 31 44 12 32
Subtotal 972 344 62€ 972 33E 637
Total $ 42,997 $ 19,32¢ $ 23,67. $ 41,270 $ 18,08¢ $ 23,187

6. Other Long-Term Assets
The table below summarizes the types and amourft¥ Afs OTHER LONG-TERM ASSETS

Other Long-Term Assets
As of September 30

2010 2009
Loans and lon-term receivables, ni $ 83 % 81
Currency swap asse - 7
Coal contract derivative asst 103 18
Other long-term assets 5 4
Total other long-term assets $ 191 $ 11C

The increase in coal contract derivative &sdering 2010 is due to the change in the marliktevof coal in relation to the value of contraca@dounts for
future purchases.
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7. Regulatory Assets and Liabilities

Regulatory assets generally represent incurred ¢loat have been deferred because such costsodabpe of future recovery in customer rates. Ratguy
liabilities generally represent obligations to ma&finds to customers for previous collectionsciosts that are not likely to be incurred or defesfajains that will be
credited to customers in future periods. Compaehtegulatory assets and regulatory liabilitiess summarized in the table below.

TVA Regulatory Assets and Liabilities
As of September 3

2010 2009
Current regulatory assets
Deferred capital least $ 14 $ 15
Deferred nuclear generating ur 391 391
Deferred outage cos 42 10z
Environmental cleanup cos Kingston ash spil 76 62
Fuel cost adjustment receival 76 —
Fuel cost adjustment tax equivale 8 —
Unrealized losses on coal contra 47 44
Unrealized losses related to T"s Financial Trading Progra 137 68
Total current regulatory assi 791 684
Non-current regulatory assets
Debt reacquisition cos 174 19t
Deferred capital least 10 25
Deferred nuclear generating ur 1,56t 1,95¢
Deferred other po-retirement benefit cos 25E 29¢
Deferred outage cos — 42
Deferred pensio 4,45¢ 3,76t
Environmental cleanup cos- Kingston ash spil 987 87C
Non-nuclear decommissionir 41C 351
Nuclear decommissionir 89¢ 90¢
Nuclear training cost 59 43
Retirement removal cos 1 —
Unrealized losses on coal contra 2 26
Unrealized losses on swaps and swapt 797 49¢
Unrealized losses related to TVA's Financial Tradirggram 142 1€
Total non-current regulatory assets 9,75¢€ 8,99¢
Total regulatory assets $ 10547 $ 9,67¢
Current regulatory liabilities
Capital lease $ 6 $ 21
Fuel cost adjustmel — 822
Fuel cost adjustment tax equivale — 81
Unrealized gains on coal contract derivati 50 68
Unrealized gains relating to TVA'’s Financial TradiRgpgram 7 11
Total current liabilities 63 1,00¢
Non-current regulatory liabilities
Capital lease — 5
Unrealized gains on coal contract derivati 102 18
Unrealized gains relating to T\'s Financial Trading Progra 3 6
Total non-current regulatory liabilities 10€ 3C
Total regulatory liabilities $ 16 $ 1,03

Deferred Pension Costs and Other Post-retiremeneBe@osts TVA measures its benefit obligations related togien and other post-retirement benefit
(“OPEB”) costs as of the year-end balance sheet d&¢&\ recognizes the funded status of the plantherbalance sheet which in an unregulated envirohmeuld result
in a corresponding offset to accumulated other cetmgmnsive income (“AOCI”). “Incurred cost” is a c@sising from cash paid out or obligation to payda acquired asset
or service, and a loss from any cause that hasdestained and has been or must be paid for.eladkes of pension and OPEB costs, the unfundeghtbh represents a
projected liability to the employee for servicemdered, and thus it meets the definition of anireslicost. Therefore, amounts otherwise charg&dXGl for these costs
will be recorded as a regulatory asset since TVAHmssrically recovered pension and OPEB expensatesr Through historical and current year expérdaded in
ratemaking, the TVA Board has demonstrated thetglilid intent to include pension and OPEB costdlowable costs and in rates for ratemaking purpogesa result, it
is probable that future revenue, if necessary, negllt from inclusion of the pension and OPEB fetjury assets in allowable costs for ratemakingpses.

These regulatory assets are classified as long¢ensistent with the pension and post-retiremaiilities and not amortized to the statement ofrafiens over a

specified recovery period. They are adjusted eitipgvard or downward each year in conjunction withaddjustments in the unfunded pension liabilitg@sulated by the
actuaries. Ultimately this regulatory asset willflthrough the statement of operations in the formesfsion expense as the actuarial liability is elated in future periods.
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Nuclear Decommissioning Cost&Nuclear decommissioning costs include: (1) certaifieidted charges related to the future closure asdrdmissioning of TVA'’s

nuclear generating units under Nuclear Regulatomp@ission (“NRC”) requirements and (2) recognitiorchinges in the liability, TVA’s Nuclear Decommissian Trust
(“NDT"), and certain other deferred charges under the atiogunles for AROs. These future costs will be fuhtteough a combination of the NDT, future earningghe
NDT, and if necessary, additional TVA cash contribuititmthe NDT, and future earnings thereon. See N— Investment FundsThere is not a specified recovery
period; therefore, the regulatory asset is classifis long-term consistent with the NDT investmants ARO liability.

Non-Nuclear Decommissioning Cost3.VA has established an Asset Retirement Trust (“AR3'more effectively segregate, manage, and irfuests to help
meet future AROs. The funds from the ART may be uaethng other things, to pay the cost of retiring-naclear long-lived assets. The costs of retiring-nuclear long-
lived assets represent the net deferred costeddatthe future closure and retirement of TVA's-naclear long-lived assets under various legalireqents. These costs
did not previously meet the asset recognition gatender the GAAP guidance in effect at the dageciists were incurred. Because of the establishoi¢he ART and the
approval of its funding in rates as part of the TBéard’s budget and ratemaking process, these pwtasset recognition criteria in the fourth quaofe2008.

Accordingly, all cumulative ARO costs were recaptuasdh regulatory asset as of September 30, 20088 .reQulatory asset initially created related ts #ujustment totaled
$350 million. The offset to this adjustment wasa-time decrease to depreciation, amortization,amedetion expense. These future costs can bedutidough a
combination of investment funds already set asiddé ART, future earnings on those investment fuadd future cash contributions to the ART andreiearnings
thereon. There is not a specified recovery petioekefore, the regulatory asset is classifieag-term consistent with the ART investments andDARDbility.

Debt Reacquisition CostsReacquisition expenses, call premiums, and otlated costs, such as unamortized debt issus assbciated with redeemed Bond
issues, are deferred under provisions of the FeBeexrgy Regulatory Commission’s (“FERC”) Uniforms$gm of Accounts Prescribed for Public Utilities dncensees
Subject to the Provisions of the Federal Power Adbiform System of Accounts”). These costs are defit and amortized (accreted) on a straight-lireésbaver the
weighted average life of TVA's debt portfolio (evédrotigh TVA is not a public utility subject generallyRERC jurisdiction).

Deferred Gains and Losses Relating to TVA'’s Findriiading Program. Deferred gains and losses relating to TVA'’s Finakhtrading Program (“FTP”)
represent net unrealized gains and losses on studpEs, options, and combinations of these insémis The program is used to reduce TVA’s econaislcexposure
associated with electricity generation, purchaaed,sales. TVA defers all FTP mark-to-market urizedlgains or losses as regulatory liabilitiesszeds, respectively, and
records realized gains or losses in fuel and pseth@ower expense to match the delivery periodeofitiderlying commodity product. Net unrealized éssas of Septemkt
30, 2010, were approximately $269 million and aSebtember 30, 2009, were approximately $68 millidhis accounting treatment reflects TVA's abilitydaintent to
recover the cost of these commodity contracts turéuperiods through the Fuel Cost Adjustment (“FICA The current regulatory asset/liability for net wadieed gains an
losses represents deferred gains and losses frotracts with a maturity of less than one year.

Swap and Swaption ContractsTVA uses regulatory accounting treatment to défemark-to-market unrealized gains and lossesdaio swap and swaption
contracts to reflect that the gain or loss is ideldiin the ratemaking formula when these transaxtatually settle. The value of the swap and swapti®recorded on
TVA's balance sheet with realized gains or losgeay, recorded in TVA's statement of operations.

Environmental Cleanup — Kingston Ash Spilln August 2009, TVA began using regulatory actimgntreatment to defer all actual costs incurred expected
future costs related to the Kingston ash spille TWA Board approved a plan of amortizing thesesoser 15 years beginning October 1, 2009. As pféeber 30, 2009,
TVA's remediation cost estimate of $933 million waeferred as a regulatory asset. During 2010, stimate was revised and increased by $192 milticen total estimate
of $1.1 billion. The additional amount will be artined over the remaining term of the initial lifdmounts included as a current regulatory asseheralance sheet
represent the amount to be amortized in the nextd2hs. Any future revisions to the estimate dlamortized as a change in estimate over the némgaterm.

Deferred Outage CostsTVA's investment in the fuel used in its nucleaits is being amortized and accounted for as gooent of fuel expense. Nuclear
refueling outage and maintenance costs alreadyriedinave historically been deferred and amorted straightine basis over the estimated period until the mefieling
outage. In 2010, TVA began expensing outage andteraince costs as incurred. Previously deferrealjeutosts will continue to be amortized as the meimz@amounts
are collected in rates and are included as a duregnlatory asset on the balance sheet. The némgatosts will be fully amortized in 2011.

Deferred Capital Lease Asset CostBeferred capital lease asset costs represedtffaeence between FERC’s Uniform System of Accoumtglel balances
recovered in
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rates and the balances under GAAP guidance. Undéirifierm System of Accounts, TVA recognizes the alitapital lease asset and liability at inceptibthe lease;
however, the annual expense under the Uniform Sysfekecounts is equal to the annual lease paymaeittich differs from GAAP treatment. This practice esin
TVA's capital lease asset balances being higher thay otherwise would have been under GAAP, withtifference representing a regulatory asset rel@edch capital
lease. These costs are being amortized over $pecéve lease terms as lease payments are niEtteamount to be amortized over the next 12 mastmluded as a
current regulatory asset on the balance sheet.

Fuel Cost Adjustment.The FCA provides a mechanism to regularly alters#o reflect changing fuel and purchased powescascluding realized gains and
losses relating to transactions under TVA's FTPer€hs typically a lag between the occurrence dfange in fuel and purchased power costs and theetieh of the
change in rates. Balances in the FCA representolected or undercollected revenues to offset &mel purchased power costs and are recovered odezfun FCA rate
adjustments.

Starting with the October 1, 2009 billing period,adjustments to the FCA have been made on a mopdlsig instead of a quarterly basis. Thereforeesibctober
1, 2009, the balance has been a current regulassst or liability. This allows the FCA to be motesely aligned with TVA's costs. The FCA formulaalcontains a
deferred account which is used to reconcile thesdifice between actual and forecasted fuel and medhmwer costs. The difference between the am@uimsluded in
the deferred account, and starting with the Octdh@009 billing period, 50 percent of the accduas been disbursed or collected on a monthly bdsis change to a
monthly FCA formula has resulted in smaller recaatibns and faster liquidation of any balanceshimaccount. With the change to the monthly FCA fdenon October 1
2009, the remaining balance in the existing deteligbility account balance at that date of appmately $822 million was liquidated over a nimenth period from Octob
1, 2009 , through June 30, 2010 .

Deferred Nuclear Generating UnitsIn July 2005, the TVA Board approved the amotiirg and inclusion into rates, of TVA's $3.9 billionvestment in the
deferred nuclear generating units at Bellefonte BarcPlant over a 10-year recovery period beginmri2P06. The amount to be amortized over the fiseal year is
included as a current regulatory asset on the balaheet.

Unrealized Gains (Losses) on Coal Contracts withud@ Options. Unrealized gains (losses) on coal purchase contrelete to the mark-to-market valuation of
coal purchase contracts that contain options tolase additional or fewer quantities. These cotstiqaalify as derivative contracts but do not dydtir cash flow hedge
accounting treatment. As a result, TVA recognizesctienges in the market value of these derivatiméracts as a regulatory liability or asset. Tréatment reflects
TVA's ability and intent to recover the cost of thesmmodity contracts on a settlement basis for rakémygpurposes through the FCA. TVA has historicadlgognized th
actual cost of fuel received under these contiiadisel expense at the time the fuel is used tegEe electricity. These contracts expire at warigmes through
2013. Unrealized gains and losses on contractsawitiaturity of less than one year are included as@nt regulatory asset or liability on the balasheet. See Note 13 -
Risk Management Activities & Derivative Transacti.

Capital Lease Liability As a result of a capital lease payment streaminieg larger cash payments during the latter yeéthe lease term than during the early
years of the lease term, TVA levelized the annusdéeexpense recognition related to this leasedierdo promote the fair and equitable cost recofreny
ratepayers. These levelized costs are being aredrtiver the lease term. The amount to be amdrtizer the next 12 months is included as a curegnilatory liability on
the balance sheet.

Accrued Tax EquivalentsThe FCA structure includes a provision relatechidurrent funding of the future expense TVA wiltun for tax equivalent
payments. As TVA records the FCA, the percent ot#ieulation that relates to a future asset or litglfior tax equivalent payments is recorded asi@ent regulatory ass
or liability. This current regulatory asset otdility is not amortized to the statement of opemasi on a fixed schedule; rather, this asset oilitiahdjusts the expense to
offset the revenue from the FCA in the proper pkrio

Nuclear Training Costs.As a result of refurbishing and restarting Browesr¥ Nuclear Unit 1 in 2007 and the construction stzadtup of Watts Bar Unit 2, nucle
training costs associated with these units have defarred as a regulatory asset and will be amalrtizer a cost recovery period equivalent to theeetgul useful life of th
operating nuclear units.

Retirement Removal Costslhe TVA Board has approved capitalization of remh@aeats as incurred into fixed assets to be degtediconsistent with the lives in
the depreciation study. As these costs have mmemred, these assets represent regulatory aseeesTVA Board has consistently provided rates teecdhe depreciation
these assets; therefore, these assets are prabdbiere recovery.

8. Kingston Fossil Plant Ash Spill

On December 22, 2008, one of the ash cells at Kindattad. Approximately five million cubic yards @fater and coal fly ash flowed out of the dredge aell
Kingston onto
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approximately 300 acres, primarily into the EmoiydR channel portion of the Watts Bar Reservoir antb shoreline property owned by the United Statesmanaged by

TVA, and also structurally damaged three homesyrmpéed utility service, and blocked a road. Ffds a coal combustion product of a cfiaded plant. Kingston used w
ash containment impoundments for fly ash.

TVA is conducting cleanup and recovery efforts imjoaction with federal and state agencies. UnderMay 11, 2009 Administrative Order and Agreement o
Consent (“Order and Agreement”) entered into by TVA BPA under the Comprehensive Environmental Resp@wapensation, and Liability Act (“CERCLA”), TVA
retains its status as a lead federal agency, but§Wwark is subject to review and approval by the ERApnsultation with the Tennessee Department ofrBnment and
Conservation (“TDEC”). Under the Order and Agreemeggponse actions are classified into three cagsydime-critical removal; non-time-critical rewed; and remedial
actions. Generally, removal of the ash from theoBnRiver was considered time-critical. Howeveg BPA concluded that TVA'dredging operations should be condu
in a manner that seeks to maximize ash removal wiiiémizing disturbance to native sediments inrikier. Accordingly, some residual ash will remairtihe Emory
River, and, except for this residual ash, TVA cortgidehe removal of the ash from the river duringtthird quarter of 2010. Removal of the remairasg is considered to
be non-time-critical. TVA estimates that the reagverocess will be substantially completed in 20tHcaugh monitoring may continue beyond that da@ece the removal
actions are completed, TVA will be required to assesssite and determine whether any additional astinay be needed at Kingston or the surroundingdtegdarea. Th
assessment and any additional activities founcetodzessary constitute the remedial actions.

Insurance. TVA has property and excess liability insurancggpams in place that may cover some of the Kingatdnspill costs. The insurers for each of these
programs have been notified of the event. Threaefnsurers that provide liability insurance haemied coverage, and three other liability inssiresued reservation of
rights letters. All of the property insurers halenied coverage. TVA and the insurance companiéséve denied coverage continue to discuss covenagestimates of
covered costs. TVA continues to provide informatiothe liability insurance companies that havedssteservation of rights letters but have not deoverage. No
estimate for potential insurance recovery has laeerued.

Claims and Litigation Sixty lawsuits based on the Kingston ash spilihaeen filed. Five of these have been voluntaigynissed and three of the class actions
have been consolidated into one action. All ofréteaining cases are pending in the United Statesi®i€ourt for the Eastern District of Tenness&ee Note 20 —egal
Proceeding— Legal Proceedings Related to Kingston Ash Spill .

On June 14, 2010, TDEC issued a civil penalty ordl@pproximately $12 million to TVA for the Kingstontaspill, citing violations of the Tennessee Solidsté
Disposal Act and the Tennessee Water Quality Contrbl &¢ the $12 million, TVA has already satisfied iélion of the obligation and may also be creditguito $2
million for performing environmental projects apped by TDEC. The remaining obligation will be paidmnstallments through July 2012.

Financial Impact TVA recorded an estimate in the amount of $1.Hobilfor the cost of cleanup related to this eveimt2009, TVA originally charged a portion of
this amount to expense as follows: $525 milliorbGnillion, and $258 million during the three masitnded December 31, 2008, March 31, 2009, and3Wrgd09,
respectively. However, in August 2009 the TVA Boardlassified all amounts previously expensed agualatory asset and the amount is being chargerpense as it is
collected in rates over 15 years, beginning Octdb@009. As the estimate changes, additional eoaisbe deferred and charged to expense prosplgciivéhey are
collected in future rates.

During the year ended September 30, 2010, TVA inect#tee estimate for the cost of cleanup relatetisoevent by $192 million. The change in estimatdue to
increased scope of work to be performed at theasitgefined in the Engineering Evaluation Cost Asial{*'EE/CA”) work order plan which was prepared in accordance
EPA'’s Guidance on Conducting Non-Time-Critical Remlo&ctions under CERCLA. In May 2010, EPA approvadATs ash disposal plan, which clarified the amoaht
ash to be removed from the site and the final adeaigl closure of ash ponds and dredge cells an Elte plan involves moving less ash offsite thas wginally assumed,
which results in potential cost savings. Thesermt@ksavings are more than offset, however, byctiss of other elements of the plan, includingréepiired expansion of
the failed cell and the closure and capping o€ellls on the plant site that hold wet ash. Thema@ksavings are also offset by the costs of iagdhe ash under CERCLA
requirements and recently assessed penalties galht@ry oversight costs. TVA has also found thatade previously estimated cost categories, suafredging, were
more expensive than originally estimated due toensguipment and staffing being needed to ensuedtioompletion of removal of time-critical ash frdhre river. Final
designs of holding cells and dikes are more rothgst originally estimated.

As work continues to progress and more informaticavalable, TVA will review its estimates and revibern as appropriate. Although TVA has developed a
detailed work plan and cost estimate based on tindiaposal plan, the estimate could be subjecblatiity until design plans are completed and cacits are finalized. Tt
design of the lateral expansion of the failed aalll the closure and capping of all ash cells lisistprocess. TVA currently estimates the recoverycess will be
substantially completed in 2014 although monitorimay continue beyond that time. As such, TVA hasweta portion of the estimated cost in currettiliiées, with the
remaining portion shown as a long-term liability on
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TVA's balance sheets. Costs incurred since theteheough September 30, 2010, totaled $600 milligfhe remaining estimated liability at Septem®®&r2010, was $525

million.

The $1.1 billion estimate currently includes, amatiger things, a reasonable estimate of costerttatash dredging and processing, ash dispositirastructure
repair, dredge cell repair, root cause analysisaitelegal and settlement costs, environmentabichgtudies and remediation, human health assessnsemmunity
outreach and support, regulatory oversight, cermrgptecovery, skimmer wall installation, constratof temporary ash storage areas, dike reinforongrpeoject
management, and certain other remediation costgiassd with the cleanup.

Because of the uncertainty at this time of thelfawsts to complete the work prescribed by the astodal plan, a range of reasonable estimatesdesdeveloped
by cost category and either the known amounts, fikedy scenarios, or low end of the range for eaategory has been accumulated and evaluated tarde&ethe total
estimate. The range of estimated costs varies fppnoximately $1.1 billion to approximately $1iflibn.

TVA has not included the following categories of edstthe above estimate since it has determinddtieae costs are currently either not probablgobr
reasonably estimable: penalties (other than thalpes set out in the TDEC order), regulatory direxg, natural resources damages, outcomes of Isyfuture claims,
long-term environmental impact costs, final longxtaisposition of ash processing area, costs astgacivith new laws and regulations, or costs of réatied any mixed
waste discovered during ash removal process. Tdrereertain other costs that will be incurred tlaatehnot been included in the estimate as theympepriately accounte
for in other areas of the financial statements. oA&ged capital asset purchases are recorded jregyp plant, and equipment. Ash handling andain from current
plant operations are recorded in operating expen&gmrtion of the pond and dredge cell closurésase also not included in the estimate as thosts @re included in the
non-nuclear ARO liability.

On January 26, 2010, the owners of the landfill imP€ounty, Alabama, that is receiving the ash deeffijom the Emory River filed a voluntary proceegimder
Chapter 11 of the U.S. Bankruptcy Code. At this tiiv has not incurred any additional costs as a tesuhe filing, and the landfill has continuedraxeive ash since the
filing.

In June 2010, a group of Perry County residengsl filvo lawsuits challenging the operation of thelfdinn Perry County, Alabama. Both lawsuits haweh
remanded to federal court. TVA has not been naméoki lawsuits.

9. Other Long-Term Liabilities
Other long-term liabilities consist primarily of esated amounts due for post-retirement and post@mpent benefits and liabilities related to certderivative

agreements. The table below summarizes the tygkaraounts of liabilities:

Other Long-Term Liabilities
As of September 30

2010 2009

Currency swap liabilitie $ 81 $ 51
Swaption liability 804 592
Interest rate swap liabilitie 371 287
Coal contract derivative liabilitie 2 26
Pos-retirement and postemployment benefit obligati 4,72¢ 3,67¢
Commaodity swap derivative 11€ —
Other long-term liability obligations 15C 122

Total other long-term liabilities $ 6,25 $ 4,757

The currency swap held as an asset at Septemb20@®, became a liability during 2010, due primarilychanges in exchange rates. In addition, th@swaand
interest rate swap liabilities increased during 266 primarily to a decrease in interest rates $ate 18 —Plan Assumptionfor discussion related to changes affecting
benefit plan obligations.

10. Asset Retirement Obligations

During 2010, TVA's total ARO liability increased $280lion. The increase was comprised of $1 milliomiew AROs, $138 million of new revisions in the
estimated lives and cost estimates related toghes@rage areas, and $147 million in ARO accretilime liability was decreased by expenditures ofjepgte at ash storage
areas that began during the fourth quarter of 201t nuclear and non-nuclear accretion were dedeas regulatory assets. During the year endegi@bpr 30, 2010, $55
million of the related regulatory assets were amediinto expense since these amounts were collgctates. The nuclear ARO liability as of Septen®@r2010, was $1
billion. The non-nuclear ARO liability as of Septeent30, 2010, was $1.0 billion.
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Reconciliation of Asset Retirement Obligation Liabilty
As of September 30
2010 2009

Balance at beginning of peric $ 2,68: $ 2,31¢
Changes in nuclear estimates to future cash 1 — 11
Nor-nuclear additional obligatior 1 1
Nor-nuclear additional obligations (ash storage ar 13¢ 224
Nor-nuclear settlements (ash storage ar (6) —
138 236

Add: ARO (accretion) expen:
Nuclear accretion (recorded as regulatory a 104 98
Non-nuclear accretion (recorded as regulatorgtpss 43 31
147 12¢
Balance at end of period $ 2,96 $ 2,68:

11. Debt
General

The TVA Act authorizes TVA to issue Bonds in an amawttto exceed $30 billion at any time. At Septen8f 2010, TVA had only two types of Bonds
outstanding: power bonds and discount notes. Powretshave maturities of between one and 50 yeadsjianount notes have maturities of less than eae.yPower
bonds and discount notes are both issued pursmwaettion 15d of the TVA Act and pursuant to the 8dsinnessee Valley Authority Power Bond Resolutidopded by th
TVA Board on October 6, 1960, as amended on SepteB®er976, October 17, 1989, and March 25, 1992“@hasic Resolution”). TVA Bonds are not obligationisthe
United States, and the United States does not giegréime payments of principal or interest on Bonds.

Power bonds and discount notes rank on parity ane fist priority of payment out of net power prodegwhich are defined as:

« the remainder of TV.'s gross power revenu
« after deducting
— the costs of operating, maintaining, and adminiiseits power properties, at
— payments to states and counties in lieu of taxgs
« before deducting depreciation accruals or otherggsarepresenting the amortization of capital egfiares, plus
« the net proceeds from the sale or other dispositiamy power facility or interest there

Because TVA's lease payments under its leasebagactions are considered costs of operating, maingg and administering its power properties, ghos
payments have priority over TVA’s payments on theo Once net power proceeds have been appligalytoents on power bonds and discount notes as svatiyaother
Bonds that TVA may issue in the future that rank aritp with or subordinate to power bonds and discowntés, Section 2.3 of the Basic Resolution pravitiat the
remaining net power proceeds shall be used onlgnformum payments into the U.S. Treasury requiredhisyTVA Act in repayment of and as a return onRbever
Program Appropriation Investment, investment in poassets, additional reductions of TVA's capital gations, and other lawful purposes related to T\ffosver
program.

The TVA Act and the Basic Resolution each contain lnd tests: the rate tesind the bondholder protection test. Under theteste TVA must charge rates for
power which will produce gross revenues sufficienprimvide funds for, among other things, debt sergin outstanding Bonds. See Note 1General. Under the
bondholder protection test, TVA must, in succesfikeyear periods, use an amount of net power @dsat least equal to the sum of:

« the depreciation accruals and other charges ragtiege¢he amortization of capital expenditures

« thenet proceeds from any disposition of power faei

for either

« thereduction of its capital obligations (including Btmand the Power Program Appropriation Investmer
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¢ investment in power asse

TVA met the bondholder protection test for the fixear period ended September 30, 2010 , and mustmest the bondholder protection test for the frear
period ending September 30, 2015

Short-Term Debt

The weighted average rates applicable to short-tkioh outstanding in the public market as of Sep&rb, 2010, 2009, and 2008, were 0.04 percerf, fieécent,
and 1.26 percent, respectively. During 2010, 2@08, 2008, the maximum outstanding balances of TVAtgban borrowings held by the public were $1.3 billj $2.7
billion, and $1.6 billion, respectively. For thesame years, the average amounts (and weighteaggverterest rates) of TVA short-term borrowings wagproximately
$905 million (0.09 percent), $1.7 billion (0.32 pent), and $767 million (3.71 percent), respecyivel

TVA also has short-term funding available in thenfasf a $150 million credit facility with the U.S. Tasury and two short-term revolving credit facibtief $1.0
billion each. These credit facilities will mature Bebruary 7, 2011, and May 11, 2011. The creditifies also accommodate the issuance of letieesedit. The interest
rate on any borrowing under these facilities isaldle based on market factors and the rating of B/&€nior unsecured long-term nomredit enhanced debt. TVA is requi
to pay an unused facility fee on the portion oftibtal $2.0 billion which TVA has not borrowed or contted under letters of credit. This fee, along viéttber of credit fees,
may fluctuate depending on the rating of TVA'’s seninsecured long-term non-credit enhanced debSefstember 30, 2010, there were $411 million déistof credit
outstanding under the facilities, and there wereutstanding borrowings. TVA anticipates renewing ezreldit facility or replacing it with a differentexit facility as it
matures. SeBebt Outstanding.

Put and Call Options

Bond issues of $1.7 billion held by the public ezdeemable in whole or in part, at TVA’s option, @l dates ranging from the present to 2020 an@lhpdces
ranging from 100 percent to 106 percent of thegipiml amount. Eighteen Bond issues totaling $588om, with maturity dates ranging from 2020 to Z)2nclude a
“survivor’s option,”which allows for right of redemption upon the deatla deneficial owner in certain specified circumses There is no accounting difference betwe
“survivor’s option” put and a “regular” put on afiy¥A put Bond.

Additionally, TVA has two issues of Putable Automatat®Reset Securities (“PARRS”) outstanding. Aftéred-rate period of five years, the coupon rateton
PARRS may automatically be reset downward underioariarket conditions on an annual basis. The coupte reset on the PARRS is based on a calculakonboth
series of PARRS, the coupon rate will reset downvearthe reset date if the rate calculated is bel@thhen-current coupon rate on the Bond. The tlon dates,
potential reset dates, and terms of the calculaterdifferent for each series. The coupon rattheri998 Series D PARRS may be reset on June Lighynif the sum of
the five-day average of the 30-Year Constant Matdmntasury (“CMT") rate for the week ending thetlBsday in April, plus 94 basis points, is belove ttihen-current
coupon rate. The coupon rate on the 1999 SerieBRRS may be reset on May 1 (annually) if the suntheffive-day average of the 30-Year CMT rate ferweek ending
the last Friday in March, plus 84 basis pointhakw the then-current coupon rate. The coupasnatay only be reset downward, but investors mayestda redeem their
Bonds at par value in conjunction with a coupon reget for a limited period of time prior to theseédates and under certain circumstances.

The coupon rate for the 1998 Series D PARRS, whidiuman June 2028, has been reset four times, &ornitial rate of 6.75 percent to the current waftd.728
percent. In connection with these resets, $238amibf the bonds have been redeemed, so that $8B0mof the bonds were outstanding at Septemi®er2810. The
coupon rate for the 1999 Series A PARRS, which matukéay 2029, has been reset three times, frormiialirate of 6.50 percent to the current raté &0 percent. In
connection with these resets, $241 million of tbads have been redeemed, so that $274 millioneobéimds were outstanding at September 30, 2010.

Due to the contingent nature of the put option @RARRS, TVA determines whether the PARRS shoulddssified as long-term debt or current maturities o
long-term debt by calculating the expected regdetoa the bonds. The expected reset rate is eadrlilising forward rates and the fixed spread foin ®AARS issue as
noted above. If the expected reset rate is lessttie then-current coupon rate on the PARRS, ttiRRB\are included in current maturities. Otherwise,RARRS are
included in long-term debt. At September 30, 2Qt8,expected reset rate was higher than the theartwwoupon rate on each issue of PARRS; theretfloeepar amount
outstanding for each series of PARRS was classifseldng-term debt.
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Debt Securities Activity
The table below summarizes TVA'’s Bond activity foe tperiod from October 1, 2009 to September 300201
Debt Securities Activity from October 1, 2009 to Segimber 30, 201(
Redemptions/Maturities: 2010 2009
electronote®
First quarte $ 1 3 —
Second quartt 25 55€
Third quarte 3 3
Fourth quarte 34 24¢
1998 Series ( — 2,00¢
1999 Series / — 25
2009 Series / 3 1
1998 Series | — 20
2009 Series B 3 19
Total $ 69 $ 2,87¢
Issues
electronote®
First quarte $ 82 $ 39
Second quarte 34 89
Third quarte 63 11¢&
Fourth quarte — 13t
2009 Series / — 22
2009 Series | — 46¢
2009 Series | 50C 1,50(
2010 Series A 1,00C —
Total $ 1,67¢ $ 2,36¢
Debt Outstanding
Debt outstanding at September 30, 2010, consistduedbllowing:
Short-Term Debt
As of September 30
Call/(Put) Coupon 2010 2009
CUSIP or Other Identifier Maturity Date Rate Par Amount Par
Amount
Discount Notes (net of discount) $ 23 84
Current maturities of lor-term debt
880591DN¢ 01/18/2011 5.63% 1,00¢ —
880591EE¢ 05/15/2011 2.25% 3 3
88059TEL1 05/15/2011 2.65% 3 3
880591EF5 06/15/2011 3.77% 2 2
1,00¢ 8
$
Total debt due within one year, net $ 1,03 852
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2009
CUSIP or Other Coupon 2010 Par
Identifier Maturity Rate Par Amount Amount
880591EE¢ 11/15/201C 2.25(% $ —  $ 2
88059TEL1 11/15/201C 2.65(% — 1
880591EFE 12/15/201C 3.77% — 1
880591DN¢ 01/18/2011 5.625% — 1,00(
880591EE¢ 05/15/2011 2.25(% — 2
88059TEL1 05/15/2011 2.65(% — 1
880591EFE 06/15/2011 3.77% — 1
Maturing in 201: — 1,00¢
880591EE¢ 11/15/2011 2.25(% 2 2
88059TEL1 11/15/2011 2.65(% 1 1
880591EFt 12/15/2011 3.77% 1 1
880591EE¢ 05/15/201z 2.25(% 2 2
88059TEL1 05/15/201z 2.65(% 1 1
880591DL3 05/23/201z 7.14% 29 29
880591DTE 05/23/201z 6.79(% 1,48¢ 1,48¢
880591EFE 06/15/201z 3.77% 1 1
Maturing in 201: 1,52¢ 1,627
880591EE¢ 11/15/201z 2.25(% 2 2
88059TEL1 11/15/201z 2.65(% 1 1
880591EFE 12/15/201z 3.77% 1 1
880591CW(C 03/15/201z 6.00(% 1,35¢ 1,35¢
880591EE¢ 05/15/201: 2.25(% 2 2
88059TEL1 05/15/201z 2.65(% 2 2
880591EFE 06/15/201: 3.77% 1 1
880591DW9 08/01/2013 4.75% 94( 94C
Maturing in 201! 2,30¢ 2,30¢
880591EE¢ 11/15/201: 2.25(% 2 2
88059TEL1 11/15/201z 2.65(% 1 1
880591EFt 12/15/201z 3.77% 1 1
880591EE¢ 05/15/201¢ 2.25(% 1 1
88059TEL1 05/15/2014 2.65(% 2 2
880591EF5 06/15/2014 3.77% 25 25
Maturing in 201« 32 32
880591EE¢ 11/15/201¢ 2.25(% 2 2
88059TEL1 11/15/201¢ 2.65(% 1 1
880591EFt 12/15/201¢ 3.77% 1 1
880591EE¢ 05/15/201¢ 2.25(% 1 1
88059TEL1 05/15/201¢ 2.65(% 1 1
880591DY5 06/15/201¢ 4.37% 1,00( 1,00(
880591EF5 06/15/2015 3.77% 26 26
Maturing in 201¢ 1,032 1,032
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CUSIP or Other Call/(Put) 2010 2009

Identifier Maturity Date Coupon Rate Par Amount Par Amount
880591EE¢ 11/15/201¢ 2.25% 2 2
88059TEL1 11/15/201¢ 2.65(% 1 1
880591EFE 12/15/201¢ 3.77% 1 1
88059TEL1 05/15/201€ 2.65(% 1 1
880591EFE 06/15/201€ 3.77% 26 26
88059TEL1 11/15/201€ 2.65(% 1 1
880591DS¢ 12/15/201¢€ 4.87% 524 524
880591EFt 12/15/201€ 3.77% 1 1
88059TEL1 05/15/2017 2.65(% 1 1
880591EFE 06/15/2017 3.77% 27 27
880591EAE€ 07/18/2017 5.50(% 1,00¢ 1,00¢
88059TEL1 11/15/2017% 2.65(% 1 1
880591CU4 12/15/2017 6.25(% 65C 65C
880591EFt 12/15/2017 3.77% 1 1
88059TEFZ 03/15/201¢ 03/15/201C 4.50% — 25
880591EC: 04/01/201¢ 4.50% 1,00C 1,00C
88059TEL1 05/15/201¢ 2.65(% 2 2
880591EFE 06/15/201¢ 3.77% 28 28
88059TEL1 11/15/201¢ 2.65(% 1 1
880591EFt 12/15/201¢ 3.77% 1 1
88059TCX7 03/15/201¢ 01/15/200¢ 4.50% — 12
88059TEL1 05/15/201¢ 2.65(% 2 1
880591EFE 06/15/201¢ 3.77% 29 29
88059TEL1 11/15/201¢ 2.65(% 1 1
880591EFt 12/15/201¢ 3.77(% 1 1
88059TEY3 02/15/202C 02/15/201: 3.75(% 12 —
88059TFA4 04/15/202C 04/15/201: 4.10% 39 —
88059TEL1 05/15/202(C 2.65(% 1 1
880591EFE 06/15/202C 3.77% 27 27
88059TDG? 09/15/202C 09/15/200¢ 4.80(% — 3
880591EFE 12/15/202C 3.77% 1 1
880591DC: 06/07/2021 5.805% 314 32C
880591EFE 06/15/2021 3.77% 28 28
880591EFE 12/15/2021 3.77% 1 1
880591EFE 06/15/2022 3.77% 28 28
880591EFE 12/15/202z 3.77% 1 1
880591EF- 06/15/202% 3.77% 28 28
88059TEHC 10/15/202% 10/15/2011 5.00% 14 15
880591EF- 12/15/202z 3.77% 1 1
88059TEM9 03/15/2024 03/15/201z 4.50% 58 59
880591EFE 06/15/2024 3.77% 21 21
88059TES¢ 07/15/2024 07/15/201z 4.87% 28 28
880591EFt 12/15/2024 3.77(% 1 1
88059TEZC 0 3/15/2025 03/15/201: 4. 30(% 22 —
88059TFBZ 05/15/2025 05/15/201% 4.25(% 23 —
88059TDC2 05/15/2025 05/15/200¢ 5.12%% — 13
880591EFE 06/15/202& 3.77% 22 22
880591CJ¢ 11/01/202¢ 6.75(% 1,35( 1,35(
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CUSIP or Other Call/(Put) 2010 2009
Identifier Maturity Date Coupon Rate Par Amount Par Amount
88059TDMO 02/15/202€ 02/15/201C 5.50(% — 6
880591EF- 06/15/202¢€ 3.77% 2C 20
88059TDVO 10/15/202€ 10/15/201C 5.50(% 9 9
880591EF- 06/15/2027 3.77% 2C 20
88059TEE7 01/15/202¢ 01/15/201z 4.75% 36 36
88059130( @) 06/01/202¢ 4.728% 33C 33C
880591EFE 06/15/202¢ 3.77% 16 16
88059TEJ¢E 11/15/200¢ 11/15/201Z 5.25(% 7 7
88059TEK3 12/15/202¢ 12/15/201Z 5.00(% 17 18
88059TEP: 04/15/202¢ 04/15/201: 4.35(% 51 51
88059140¢ ®) 05/01/202¢ 4.50(% 274 274
88059TEQC 05/15/202¢ 05/15/201: 4.50(% 5C 50
88059TERE 06/15/202¢ 06/15/201% 4.75% 13 13
880591EFE 06/15/202¢ 3.77% 12 12
88059TET4 07/15/202¢ 07/15/201z 4.75% 37 37
88059TEV9 08/15/202¢ 08/15/201: 4.87% 19 19
88059TEW7 09/15/202¢ 09/15/201% 4.75% 51 51
88059TEX5 10/15/2029 10/15/201: 4.37*% 82 —
880591DM1 05/01/203C 7.125% 1,00( 1,00¢
880591EFE 06/15/203( 3.77% 12 12
880591EFE 06/15/2031 3.77% 12 12
880591DP¢ 06/07/2032 6.581% 392 39¢
880591EFE 06/15/2032 3.77% 12 12
880591EFE 06/15/203% 3.77% 5 5
880591DV1 07/15/203% 4.70% 472 472
880591EFE 06/15/2034 3.77% 5 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¢
880591CFP* 01/15/203¢ 6.15(% 1,00( 1,00¢
880591EDC 06/15/203¢ 5.50(% 50C 50C
880591EH1 09/15/203¢ 5.25(% 2,00( 1,50C
880591BL5 04/15/204z 04/15/201z 8.25(% 1,00( 1,00(
880591DUzZ 06/07/204% 4.962% 23¢ 24C
880591CFi 07/15/2045 07/15/202C 6.235% 14C 14C
880591EBZ 01/15/204¢ 4.87%% 50C 50C
880591DZ2 04/01/205€ 5.37%% 1,00( 1,00¢
880591EJ7 09/15/2060 4.62%% 1,000 —
Maturing 2015-2056 17,71( 16,10¢
Subtotal 22,60¢ 22,01:
Unamortized discount

premiums, and other (21€) (224)
Total long-term debt,

net $ 22,38¢ % 21,78¢

Notes

1) The above table includes net exchange Idssescurrency transactions of $14 million at Sepgtem30, 2010.
) The coupon rate represents TVA's effectiveriest rate.

?3) TVA PARRS, CUSIP numbers 880591300 and 888891 may be redeemed under certain conditions.P8ee
and Call Options

12. Seven States Power Corporation Obligation

Seven States Power Corporation (“Seven Statestutfir its subsidiary, Seven States Southaven, LISSEL"), exercised Seven States’s option to purchase
undivided 90-percent interest in a combined cyolaloustion turbine facility in Southaven, Mississipps part of interim joint-ownership arrangemer8syen States has
the right at any time during the interim periodddar any reason, to require TVA to buy back Sevexiest interest in the facility.

The interim period under the original agreements twasxpire on April 30, 2010. On April 22, 2010, T\&hd Seven States, through SSSL, amended the joint
ownership agreement, lease agreement, and buy-barigaments to extend the term of the interim gearents by approximately three years, until April23813. The
other material terms and conditions of the agregsn@rre not changed and remain in full force afieloef Under the amended agreements, TVA will buyibe Seven
States interest if long-term operational and posades arrangements for the facility among TVA, Sestates, and SSSL, or alternative arrangementsicaiie place by
April 23, 2013. TVA's buy-back obligation will termiteif such long-term arrangements are in placehbydate. In the event of a buy-back, TVA willagguire the Seve
States interest in the facility and the relatectsAs of September 30, 2010, the carrying amofitite obligation was approximately $413 million.

13. Risk Management Activities and Derivative Transetions
TVA is exposed to various market risks. These ntaikks include risks related to commodity pridesestment prices, interest rates, currency exohaatgs,
inflation, and counterparty credit and counterpagyformance risk. To help manage certain of thiss, TVA has entered into various derivative saations, principally

commaodity option contracts, forward contracts, ssyawaptions, futures, and options on futures. Qtreer certain derivative instruments in investnfantls, it is TVA's
policy to enter into these derivative transactisokely for hedging purposes and not for speculgtivgoses.
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Overview of Accounting Treatment

TVA recognizes certain of its derivative instrumeasseither assets or liabilities on its balancethat fair value. The accounting for changesénfair value of
these instruments depends on (1) whether TVA ugpsai®ry accounting to defer the derivative gaing bsses, (2) whether the derivative instrumentiesn designated
and qualifies for hedge accounting treatment ahdf &, the type of hedge relationship (e.g., déslv hedge).

The following tables summarize the accounting treatinthat certain of TVA's financial derivative tramsions receive.
Summary of Derivative Instruments That Receive Hedgéccounting Treatment (part 1)

Amount of Mark -to-
Market (Loss) Gain
Recognized in Other
Comprehensive Income
(Loss) (“OCI”) Years

Derivatives in Cash Flow Accounting for Derivative Hedging Ended
Hedging Relationship Obijective of Hedge Transactior Instrument September 3C
2010 2009
Currency swaps To protect against changes in cash flow Cumulative unrealized gains and losses
caused by changes in foreign currency recorded in OCI and reclassified to inter $ (37 $ (146
exchange rates (exchange rate risk) expense to the extent they are offset by

cumulative gains and losses on the hed
transactior

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

Amount of Cumulative
Unrealized
Gain (Loss) Reclassified from
OCI to Interest Expense

Derivatives in Cash Flow Years Ended
Hedging Relationship September 301
2010 2009
Currency swap $ 17 $ 10€
Note

(1) There were no ineffective portions or amounisieded from
effectiveness testing for any of the periods pressrAlso see Note 1.
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Summary of Derivative Instruments That Do Not ReceivdHedge Accounting Treatment

Objective of Derivative

Accounting for Derivative Instrument

Amount of Gain
(Loss) Recognized in
Income on Derivatives
Years Ended

Swaption

Interest rate swaps

Coal contracts with
volume options

Commodity
derivatives
under Financial
Trading Progran

Note

To protect against decreast
in value of the embedded c
(interest rate risk)

To fix short-term debt
variable rate to a fixed rate
(interest rate risk)

To protect against
fluctuations in market price:
of purchased coal (price ris

To protect against
fluctuations in market price:
of purchased commodities
(price risk)

Gains and losses are recorded as regulatory asse
liabilities until settlement, at which time the
gains/losses (if any) are recognized in gain/lass o
derivative contracts

Gains and losses are recorded as regulatory asse
liabilities until settlement, at which time the
gains/losses (if any) are recognized in gain/lass o
derivative contractg?

Gains and losses are recorded as regulatory asse
liabilities. They are recognized in fuel and puasad
power expense when the related coal is used in
production. ®

Realized gains and losses are recorded in earas
fuel and purchased power expense. Unrealized g
and losses are recorded as a regulatory asséitfjiak

September 301
2010 2009
$ — $ —
= (37)
(137) (408)

1) All of TVA's derivative instruments that det receive hedge accounting treatment have umeghiains (losses) that would otherwise be recegniz income but instead are deferred
as regulatory assets and liabilities. As suchretimeas no related gain (loss) recognized in inctonéhese unrealized gains (losses) for 2009 arif) 2(Bee Note 7 -Beferred Gains and
Losses Relating to TV's Financial Trading Program, Swap and Swaption €aat, andUnrealized Gains (Losses) on Coal Contacts withuxh@ Options

) Generally, TVA maintains a level of outstamgldiscount notes equal to or greater than th@natiamount of the interest rate swaps. HoweneBeptember 2010, TVA issued $1
billion of long-term Bonds in anticipation of tharuary 2011 maturity of the $1 billion 2001 SeAeBonds. As a result of this Bond issuance, TVAdmown its discount notes which caused
the discount note balance outstanding at SepteBhe010 to be below the notional amount of therizgt rate swaps.There is no statement of opesaitigpact of this due to the use of
regulatory accounting for these items.
(3) Settlement fees associated with early conteantination are recognized in fuel and purchasedep expense in the period incurred. Settlemess feith early contract terminations that
qualify for regulatory accounting are recordedeggutatory assets
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MARK -TO-MARKET VALUES OF TVA DERIVATIVES
As of September 30
2010 2009

Derivatives That Receive Hedge Accounting Treatmen

Balance Balance Sheet Presentatio Balance Balance Sheet Presentatio
Currency swaps
£200 million Sterling $ (42) Other lon-term liabilities  $ (33 Other lon¢-term liabilities
£250 million Sterlinc (5) Other lon-term liabilities 7 Other lon-term asset
£150 million Sterling (34) Other lon¢-term liabilities (18) Other lon¢term liabilities
Derivatives that Do Not Receive Hedge Accounting Treatemt:
Balance Balance Sheet Presentatio Balance Balance Sheet Presentatio
Swaption:
$1.0 billion notiona $ (809 Other lon-term liabilities  $ (592 Other lon¢-term liabilities
Interest rate swap
$476 million notiona (35€) Other lon(-term liabilities (27€) Other lon¢-term liabilities
$42 million notiona (15) Other lon-term liabilities (11) Other lon¢-term liabilities
Other long-term assets $10 Other long-term assets $18,
Coal contracts derivatives 10z Other current assets $49; 7 Other current assets $68;
Other long-term liabilities Other long-term liabilities
(%$2); Accounts payable an ($25); Accounts payable and
accrued liabilities ($47) accrued liabilities ($54)
Commodity derivatives under
Financial Trading Program:
Margin cash account 12 Other current asse 28 Other current asse
Current regulatory asset Current regulatory assets ($69);
Unrealized losses, net (269) ($137); Regulatory assets ($14 (68) Regulatory assets ($16); Current
Current regulatory liabilities $7 regulaotry liabilities $11;
Regulatory liabilities $3 Regulatory liabilities $6
Note
* In accordance with certain credit terms, TVA usederaging to trade financial instruments underEimancial Trading Program. Therefore, the margin
cash
account balance does not represent 100 percené ofet market value of the derivative positionstatding as shown in the Commodity Derivatives
Under

Financial Trading Program table belc
Cash Flow Hedging Strategy for Currency Swaps

To protect against the exchange rate risk relatedree British pound sterling denominated Bondgeations, TVA entered into foreign currency hedgebe time
the Bond transactions occurred. TVA had the follayénrrency swaps outstanding as of September 30, 201

Currency Swaps Outstanding
As of September 30, 2010
Overall Effective

Effective Date of Associated TVA Bond

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

103




Table of Content SACE 1st Response to Staff

017982
When the dollar strengthens against the Britistngasterling, the transaction gain on the Bond ligbis offset by an exchange loss on the swap

contract. Conversely, when the dollar weakenstriresaction loss on the Bond liability is offsgtdn exchange gain on the swap contract. All suchange gains or loss
on the Bond liability are included indnc-Term DeBT, NET . The offsetting exchange losses or gains oswap contracts are recognized ino¥MULATED OTHER
CompPREHENSIVELOSs. If any loss or gain were to be incurred assalteof the early termination of the foreign cumgrswap contract, any resulting charge or incomeladvou
be amortized over the remaining life of the asdedi®ond as a component of interest expense.

Derivatives Not Receiving Hedge Accounting Treatr
Swaption and Interest Rate Swaps

TVA has entered into four swaption transactions tmetize the value of call provisions on certaiit®Bond issues. A swaption grants a third partyritjiet to
enter into a swap agreement with TVA under which TV/Aerees a floating rate of interest and pays theltharty a fixed rate of interest equal to the ieserate on the
Bond issue whose call provision TVA has monetized.

* In 2003, TVA monetized the call provisions@1.0 billion Bond issue by entering into a swaptigreement with a third party in exchange for $tnbon
(the“2003A Swaptio”).

¢ In 2003, TVA also monetized the call provisian a $476 million Bond issue by entering intovagtion agreement with a third party in exchange$bgi
million (the“2003B Swaptio”).

» In 2005, TVA monetized the call provisionstam electronote® issues ($42 million total par value) by enteriniswaption agreements with a third party in
exchange for $5 million (th“2005 Swaptior”).

In 2004, the counterparty to the 2003B Swaption@sed its option to enter into an interest rate swip TVA, requiring TVA to make fixed rate paymerttsthe
counterparty of 6.875 percent and the countergartyake floating payments to TVA based on Londonrbatek Offered Rate (“LIBOR”). These payments arselobon the
notional principal amount of $476 million.

In 2008, the counterparty to the 2005 Swaptionsased its options to enter into interest rate sweigls TVA. Under the swaps, TVA is required to makesfix
rate payments to the counterparty at 6.125 pereedtthe counterparty is required to make floatiagments to TVA based on LIBOR. These paymentsasedon a
combined notional amount of $42 million.

TVA uses regulatory accounting treatment to defenttark-to-market gains and losses on these swapveagotion agreements and includes the gain or togei
ratemaking formula when these transactions sefttee values of the swap and swaption agreementsetatdd deferred unrealized gains and losses aoeded on TVA's
balance sheets with realized gains or lossesyifr@torded on TVA's statements of operations. &heere no realized gains or losses for the yearsde8dptember 30,
2010, and 2009.

For the year ended September 30, 2010, the chamgesrket value resulted in deferred unrealizeddson the value of the interest rate swaps and mwayt
$299 million. For the year ended September 30928 changes in market value resulted in defermedalized losses on the value of the interestsatps and swaption
of $272 million. All net deferred unrealized losses reclassified as regulatory assets on the talsimeets.

Commodity Derivatives

TVA enters into certain supply contracts for coattrequire delivery of fixed quantities at fixedges. Certain coal contracts are not requirecetmbrked to
market because (1) they are probable of physidalatg and (2) early net settlement is not probalmal contracts that do not qualify for this eptien are marked to
market on a quarterly basis as coal contract déves Additionally, certain coal contracts contaptions that permit TVA to either increase or reglttee amounts of coal
delivered within specified guidelines. Essentialhg option to take more or less coal represeptgehased option that is combined with the forwaral contract in a sing!
supply contract.

At September 30, 2010, and September 30, 2009, T¥@ascontract derivatives had net market valuekl6B8 million and $7 million, respectively, which BV
deferred as regulatory assets and liabilities groas basis. TVA will defer all unrealized gaindazses related to the exercise of these optionsexnmtd only realized gail
or losses as fuel and purchase power expense tit¢he related coal is used in production. Ast8mber 30, 2010, TVA's coal contract derivatived terms of up to
three years.
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Coal Contract Derivatives
As of September 30
2010 2009

Fair Value Fair Value
Number of Notional Amoun (MtMm) Number of Notional Amoun (MtMm)
Contracts (in tons) (in millions) Contracts (in tons) (in millions)

e 11 27milion  $ 103 7 29 million $ 7

Derivatives

Commodity Derivatives Under Financial Trading Program

TVA has a FTP under which it can purchase and sellés, swaps, options, and combinations of thegeuments (as long as they are standard in thesinguo
hedge TVA's exposure to (1) the price of natural asl oil, electricity, coal, emission allowancesiclear fuel, and other commaodities included in T¥BRCA calculation,
(2) the price of construction materials, and (3)tcacts for goods priced in or indexed to foreigmrencies. The combined transaction limit for @A and construction
material transactions is $130 million (based on-dag value at risk). In addition, the maximum hedglume for the construction material transactisn&s percent of the
underlying net notional volume of the material th@tA anticipates using in approved TVA projects, &nel market value of all outstanding hedging tratisas involving
construction materials is limited to $100 milliontbe execution of any new transaction. The pddfealue at risk limit for the foreign currency tigactions is $5 million
and is separate and distinct from the $130 miltransaction limit discussed above. TVA is prohithifeom trading financial instruments under the FdPspeculative
purposes.

At September 30, 2010, the only risks hedged urideFTP were the economic risks associated with tisegof natural gas, fuel oil, crude oil, and coalitures
contracts and option contracts under the FTP haaireng terms of less than two years. Swap conttauder the FTP had remaining terms of four yeatess:.

Commaodity Derivatives Under Financial Trading Program
As of September 30

2010 2009
Fair Value Fair Value

Notional (MtM) Notional (MtMm)

Amount (in millions) Amount (in millions)
Natural gas (mmBtu)
Futures contract 7,920,000 $ (212) 30,020,000 $ (25)
Swap contract 137,110,00 (241 115,307,50 (36)
Option contracts 5,250,00! (2) 7,300,001 1
Natural gas financial positions 150,280,00 $ (264  152,627,50 $ (60)
Fuel oil/crude oil (in barrels)
Futures contract 125,000 $ 2 398,000 $ 3
Swap contract 1,711,00! 8 1,660,00! 7
Option contracts 495,00( — 1,236,001 3
Fuel oil/crude oil financial positions 2,331,000 $ 10 3,294,000 $ 13

Note

Due to the right of setoff and method of settlem@&MA elects to record commodity derivatives untter FTP based or
its net commodity position with the broker or otleeunterparty. Notional amounts disclosed repretenhet absolute
value of contractual amounts.

TVA defers all FTP unrealized gains (losses) asleggry liabilities (assets) and records only readigyains or losses to match the delivery periati@underlying
commodity product. In addition to the open comityoderivatives disclosed above, TVA had fixed detii contracts with market values of $(15) milliomdab(21)
million, at September 30, 2010, and at Septembg2@09, respectively, which were recorded as regnjassets.

Natural Gas

At September 30, 2010, TVA had natural gas hedgesnaitional volumes equivalent to 150,280,000 (in ntm)Bthe market value of which was a net loss @452
million. The unrealized loss of $264 million atgBember 30, 2010, was deferred as a regulatory.aBEsethe year ended September 30, 2010, TVA rezedmealized
losses on natural gas hedges of $152 million whictewecorded as an increase to fuel and purchaseerpxpense.

At September 30, 2009, TVA had natural gas hedgesnatilbbnal volumes equivalent to 152,627,500 (in nta)Bthe market value of which was a net loss df $6
million. The unrealized loss of $63 million andrealized gain of $3 million for the year ended ®emter 30, 2009, were deferred as a regulatory asded regulatory
liability, respectively. For the year ended SegienB0, 2009, TVA recognized realized losses of $4don, which were recorded as an increase to &l purchased
power expense.
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Fuel Qil/Crude Oil

At September 30, 2010, TVA had notional volumes ef fil/crude oil hedges equivalent to 2,331,000b@nrels), the market value of which was a net gL
million. The unrealized gain of $10 million at $ember 30, 2010, was deferred as a regulatory iliabiFor the year ended September 30, 2010, TVAgsized realized
gains on fuel oil/crude oil hedges of $15 millievhich were recorded as a decrease to fuel and p@dhpsver expense.

At September 30, 2009, TVA had notional volumes ef fil/crude oil hedges equivalent to 3,294,0000@nrels), the market value of which was a net ga$i8
million. The unrealized loss of $1 million and eafized gain of $14 million for the year ended 8egier 30, 2009, were deferred as a regulatory asged regulatory
liability, respectively. For the year ended Sepdien30, 2009, TVA recognized realized losses ondilerude oil hedges of $4 million, which were receddas an increase
to fuel and purchased power expense.

Other Derivative Instruments
Other Commodity Derivatives

TVA enters into forward contracts that hedge cast #xposures to market fluctuations in the price delivery of certain commodities including coafural gas,
fuel oil, crude oil, electricity, uranium, and congtion commodities. TVA expects to take or makéwéry, as appropriate, under certain of thesevéod
contracts. Accordingly, these contracts qualifyrformal purchases and normal sales accountingd dontinually evaluates these forward contractoahé likelihood of
physical delivery of the contractual quantitieSTVA were to conclude in the future that certain witZes under these commodity derivative contragtse no longer
probable of physical delivery, TVA may be requiredrark those contracts to market. As of SepterBbeR010, and September 30, 2009, TVA did not havivative
contracts related to the purchase of electricitgnium, or construction commodities.

Investment Fund Derivatives

Investment funds consist primarily of funds heldhie NDT, the ART, and the SERP. All securitieshia trusts are classified as trading. See Noteld fo
discussion of the trusts’ objectives and the tygfaavestments included in the various trusts. #ive instruments in these trusts include swapsrds, options, forwards,
and other instruments. As of September 30, 201d Ssptember 30, 2009, the fair value of derivaitisgruments in these trusts was immaterial.

Collateral

TVA'’s interest rate swaps, its currency swaps, asdwtaption contain contract provisions that reqaiparty to post collateral (in a form such as carsh letter of
credit) when the party’s liability balance under ggreement exceeds a certain threshold. As of ®éete30, 2010, the aggregate fair value of allv@give instruments
with credit-risk related contingent features thateviera liability position was $1.3 billion. TVA's dateral obligation as of September 30, 2010, utdese arrangements
was $297 million, for which TVA had an existing positiof $411 million under a letter of credit. Théster of credit postings reduce the availabl@abeé in TVA's two
$2.0 billion revolving credit facilities. TVA’s asssment of the risk of its nonperformance incluaesduction in its exposure under the contractr@sualt of this posted
collateral.

For all of its derivative instruments with crediskirelated contingent features:
* If TVA remains a majority-owned U.S. governmentity but S&P or Moody'’s Investor Service (“Mood}) downgrades TVA's credit rating to AA+/Aal,
TVA would be required to post an additional $120 imillof collateral in excess of its September 3a,@6bligation; ant
« If TVA ceases to be majori-owned by the U.S. government, its credit rating wdiklely change and TVA would be required to post addél collateral
Counterparty Credit Risk
Counterparty credit risk is the exposure to ecordoss that would occur as a result of a countgy{sanonperformance of its contractual obligatioWghere
exposed to counterparty credit risk, TVA analyzesdbunterparty’s financial condition prior to efgrinto an agreement, establishes credit limitsnitors the

appropriateness of those limits, as well as any gémin the creditworthiness of the counterpartymoragoing basis, and employs credit mitigation mess such as
collateral or prepayment arrangements and mastehase and sale agreements, to mitigate credit risk
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Credit of Customers

The majority of TVA’s counterparty credit risk ignlited to trade accounts receivable from delivgredier sales to municipal and cooperative distribatmtomers,
all located in the Tennessee Valley region. Tosadeextent, TVA is exposed to credit risk from istlies and federal agencies directly served armd &mchange power
arrangements with a small number of investor-owngibnal utilities related to either delivered poveeithe replacement of open positions of longer-tpurchased power
or fuel agreements. Power sales to TVA's largedtistrial customer directly served, representedgimeent of TVAS total operating revenues for the year ended Seqetx
30, 2010. This customer’s senior unsecured cretiitgs are currently ‘CCC’ by S&P and ‘Caa2’ by dly’'s. As a result of its credit ratings, this tmmser has provided
credit assurance to TVA under the terms of its pawetract. TVA had concentrations of accounts reds#ésfrom seven customers that represented 41 pevtéotal
outstanding accounts receivable at September 3@ 20d September 30, 2009.

Credit of Derivative Counterparties

TVA has entered into derivative contracts for hedginrposes, and TVA’'s NDT and defined benefit penplan have entered into derivative contracts for
investment purposes. If a counterparty to one\OAS hedging transactions defaults, TVA might incubstantial costs in connection with entering inteplacement
hedging transaction. If a counterparty to thedgive contracts into which the NDT and the pensiordfhave entered for investment purposes defahéssalue of the
investment could decline significantly, or perhpsome worthless. TVA has concentrations of cresktfriom the banking and coal industries becauséipleicompanies
in these industries serve as counterparties to T\Waious derivative transactions. As of Septemie2810, the swaption and all of TVA'’s currency swapterest rate
swaps, and commodity derivatives under the FTP welleamunterparties whose Moody’s credit rating was™82higher. As of September 30, 2010, all of T\éAoal
contract derivatives were with counterparties whdsedy’s credit rating, or TVA'’s internal analysigen such information was unavailable, was “B2” gtieir.

Credit of Suppliers

If one of TVA's fuel or purchased power supplierdsao perform under the terms of its contract withAT TVA might lose the money that it paid to the suepl
under the contract and have to purchase replacemardr power on the spot market, perhaps at afsigntly higher price than TVA was entitled to payder the
contract. In addition, TVA might not be able to aicgueplacement fuel or power in a timely manner gmb might be unable to satisfy its own obligatitmdeliver
power. To help ensure a reliable supply of coalAThad coal contracts with 17 different supplierSaptember 30, 2010. The contracted supply ofisaaurced from
multiple geographic regions of the United Statesiand be delivered via various transportation rodth(e.g., barge, rail, and truck). TVA purchadkesfats natural gas
requirements from a variety of suppliers under stemm contracts.

As mentioned in Iltem 1, Business €drrent Power Supply — Purchased Power and Otheedmeents TVA has a power purchase agreement with a supplier
electricity for 440 MW of summer net capability finca. lignite-fired generating plant that expiresharch 31, 2032. The suppliersenior secured credit ratings are curre
‘BB-’ by Standard & Poor’s and ‘B2’ by Moody’s. Asresult of its credit ratings, the supplier hesvjmled credit assurance to TVA under the termssof it
agreement. Additionally, one company is TVA's lasgsupplier of uranium enrichment services. Angperformance by this company could result in TVA it
additional costs.

14. Fair Value Measurements

Fair value is determined based on the exchange tivat would be received for an asset or paid tesfea a liability (an exit price) in TVA's principaarket, or in
the absence of a principal market, the most adgantas market for the asset or liability in an oigdéransaction between market participants. TVA usasket or
observable inputs as the preferred source of valakswed by assumptions based on hypotheticals@ations in the absence of market inputs.

Valuation Techniques

There are three main approaches to measuringitheafae of assets and liabilities: (1) the mar&pproach; (2) the income approach; and (3) theamgstoach. Tt
market approach uses prices and other relevanniafiion generated from market transactions invghiientical or comparable assets or liabilitiefie Tncome approach
uses valuation techniques to convert future amadorgssingle present value amount. The measureimbased on the value indicated by current markpéectations about
those future amounts of income. The cost appréabhsed on the amount that would currently beireduo replace an asset. TVA uses the market apprand the
income approach in its fair value measurements.
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The valuation techniques used to measure fair \v@edased upon observable and unobservable irplgervable inputs reflect market data obtaineahfro

independent sources, while unobservable inputsctefl¢A’s market assumptions. These two types ofitareate the following fair value hierarchy:

Level 1 — Unadjusted quoted prices in active markets accesbipthe reporting entity for identical assetsiabilities. Active markets are those
in which transactions for the asset or liability ecwith sufficient frequency and volume to provialgcing.

Level 2 — Pricing inputs other than quoted market pricesuidet! in Level 1 that are based on observable mdgtatand that are directly or
indirectly observable for substantially the fullrteof the asset or liability. These include quateaiket prices for similar assets or
liabilities, quoted market prices for identicalsimilar assets in markets that are not active,stégliquoted market prices, inputs from
observable data such as interest rate and yieléspvolatilities and default rates observableoatmonly quoted intervals, and inputs
derived from observable market data by correlatioather means.

Level 3 — Pricing inputs that are unobservable, or less alabde, from objective sources. Unobservable inpmtsonly to be used to the extent
observable inputs are not available. These inpatisitain the concept of an exit price from the pecsive of a market participant and
should reflect assumptions of other market paricip. An entity should consider all market participassumptions that are available
without unreasonable cost and effort. These arengiiee lowest priority and are generally used iarimally developed methodologies
to generate management's best estimate of theafaie when no observable market data is available.

A financial instrument's level within the fair valbéerarchy (where Level 3 is the lowest and Levi the highest) is based on the lowest level of tigynificant tc
the fair value measurement.

The following sections describe the valuation methogies TVA uses to measure different financialrmstents at fair value. Except for gains and losseSERP
assets, all changes in fair value of these asgaetfiabilities have been reflected as changesgdnlegory assets, regulatory liabilities, or accuated! other comprehensive |
on TVA's Balance Sheet as of September 30, 2010Saat@ments of Changes in Proprietary Capitaltfar year ended September 32D10. Except for gains and losses
SERP assets, there has been no impact to the gtattenf Operations or the Statements of Cash Flelated to these fair value measurements.

Investments

At September 30, 2010, TVA's investment funds wemnapaosed of $1.1 billion of securities classifiedrasling and measured at fair value and $2 millibaquity
investments not required to be measured at fairevallrading securities are held in the NDT, ART, 8&RP. The NDT holds funds for the ultimate decossioning of
TVA'’s nuclear power plants. The ART holds fundstioe costs related to the future closure and retirerof TVA's long-lived assets. TVA established a $HBr certain
executives in critical positions to provide suppéetial pension benefits tied to compensation thegeds limits imposed by IRS rules applicable tochalified defined
benefit pension plan. The NDT and SERP are invastedcurities generally designed to achieve ametuline with overall equity market performancehe ART is
presently invested to achieve a return in line viikbd-income market performance.

The NDT, ART, and SERP are composed of multiple $ygfanvestments and are managed by externalutistital managers. Most U.S. and international égjit
Treasury inflation-protected securities, real estavestment trust (“REIT”) securities, and castusiies, and certain derivative instruments ar@asneed based on quoted
exchange prices in active markets and are cladsiid_evel 1 valuations. Fixed-income investmemitgh-yield fixed-income investments, currencies] aost derivative
instruments are noexchange traded and are classified as Level 2 tiahsa These measurements are based on markétamde approaches with observable market in

Private partnership investments may include ventapgtal, buyout, mezzanine or subordinated delstructuring or distressed debt, and special
situations. Investments in private partnershipsegally involve a three to four year investmentigetrvhere the investor contributes capital. Thiolbwed by a period of
distribution, typically over several years. Theéstment period is generally, at minimum, a tenarye longer investment commitment. The NDT hadundéd
commitments related to private partnerships of $8lfon at September 30, 2010. These investmeav® mo redemption or limited redemption options aray also have
imposed restrictions on TVA's ability to liquidats investment interest. The private partnershigsather similar alternative investments are regabet fair value which is
derived by independent appraisals or judgment@fjineral partners of each such investment. Thesngsed in estimating the fair value of the lidipartnerships include
the original transaction prices, recent transastiarthe same or similar instruments, completepemding third-party transactions in the underlyiimgestments of
comparable issuers, subsequent rounds of finanategpitalizations and other transactions acrassaipital structure, offerings in the equity or tdedipital markets, and
changes in financial ratios or cash flows of theitiéd partnerships. The fair value of these
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investments may also be adjusted to reflect ilgfyiand/or non-transferability, with the amountsofch discounts estimated by the general partngheiabsence of market

information. Due to the lack of observable inptitg determination of the fair value by the genpeatners may differ materially from the value ultitaly realized from the
private partnership investments. TVA classifiesriterest in these types of investment as Level Biwithe fair value hierarchy.

Commingled funds represent investment funds conmgrisiultiple individual financial instruments. Tlemmingled funds held by the NDT and SERP consist
either of a single class of security, such as gqdebt, or foreign currency securities, or muttiplasses of securities. All underlying positiomthese commingled funds &
either exchange traded (Level 1) or measured ustisgrvable inputs for similar instruments (Level Zhe fair value of commingled funds is based ehasset values
(“NAV") per fund share (the unit of account), deriviedm the prices of the underlying securities ia fands. These commingled funds can be liquidatede measurement
date NAV price and are classified as Level 2 vatreti Required notification periods range from 2er80 days. The funds can be redeemed unlesg doiwould violate
regulations to which the fund is subject, would besasonable or impracticable, or would be seriopetyudicial to the fund.

Realized and unrealized gains and losses on tradiagrities are recognized in current earningsasadased on average cost. The SERP had unrellssss of
$7 million and $3 million for the years ended Sefiter 30, 2010, and September 30, 2009, respectiVeg/ gains and losses of the NDT and ART are sulesely
reclassified to a regulatory liability or asset@aat in accordance with TVA’s regulatory accountpadicy. The NDT had unrealized gains of $93 millfon the year ended
September 30, 2010, and the ART had unrealizeddaxfdess than $1 million for the year ended Septm30, 2010.

Currency Swaps, Swaption, and Interest Rate Swaps

See Note 13 —€ash Flow Hedging Strategy for Currency SwapdDerivatives Not Receiving Hedge Accounting Treatrfarda discussion of the nature, purpc
and contingent features of TVA's currency swaps, siwapand interest rate swaps.

The currency swaps and interest rate swaps arefieddsss Level 2 valuations and are valued baseth@yme approaches using observable market inputsrhilar
instruments. The swaption is classified as a L8uadluation and is valued based on an income appro@he valuation is computed using a broker-mtedipricing model
utilizing interest and volatility rates. While ntaxf the fair value measurement is based on obbEnmputs, volatility for TVA’s swaption is genengall
unobservable. Therefore, the valuation is derfveth an observable volatility measure with adjustteen

Coal Contract Derivatives and Commodity DerivativesieinTVA’'s FTP

Coal Contract DerivativesThese contracts are classified as Level 3 valusigoml are valued based on income approaches. €Véaps an overall coal price
forecast using widely-used short-term and mid-rangeket data from an external pricing specialisiddition to long-term internal estimates. To value volume option
component of applicable coal contracts, TVA usesaelBScholes pricing model which includes inputs fithim overall coal price forecast, contract-spedéitns, and other
market inputs.

Commaodity Derivatives Under Financial Trading Prograrithese contracts are valued based on market apf@eavhich utilize Chicago Mercantile Exchange
(“CME") quoted prices and other observable inpsitures and options contracts settled on the CMElassified as Level 1 valuations. Swap contrassalued using a
pricing model based on CME inputs and are subgenbhperformance risk outside of the exit pricdiede contracts are classified as Level 2 valuations

See Note 13 —Perivatives Not Receiving Hedge Accounting Treatme@oemmodity DerivativeandCommodity Derivatives Under Financial Trading Program
for a discussion of the nature and purpose of coafracts with volume options and commodity deriegiunder TVA's FTP .

Nonperformance Risk

The impact of nonperformance risk, which includesd risk, considers changes in current marketltmms, readily available information on nonperfance
risk, letters of credit, collateral, other arrangans available, and the nature of master nettirmpgements. TVA is a counterparty to currency swasvaption, interest
rate swaps, commodity contracts, and other derigatihich subject TVA to nonperformance risk. Nonpantmnce risk on the majority of investments andatert
exchange-traded instruments held by TVA is incorfeatanto the exit price that is derived from quotedrket data that is used to mark the investmentarket.

Nonperformance risk for most of TVA’s derivative inshents is an adjustment to the initial assetfiigtfiair value. TVA adjusts for nonperformancekii®oth of

TVA (for liabilities) and the counterparty (for assg by applying a Credit Valuation Adjustment (“CVA"TVA determines an appropriate CVA for each atile
financial instrument based on
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the term of the instrument and TVA's or counterpartredit rating as obtained from Moody’ For companies that do not have an observaétiteating, TVA uses intern

analysis to assign a comparable rating to the capnp@VVA discounts each financial instrument using historical default rate (as reported by MoodgisCY 1983 to CY
2009) for companies with a similar credit ratingep® time period consistent with the remaining tefrthe contract. The application of CVAs resulteci$25 million
decrease in the fair value of assets and a $2omitlecrease in the fair value of liabilities asSeptember 30, 2010.

The following table sets forth by level, within tfar value hierarchy, TVA's financial assets andiliiés that were measured at fair value on a réegrbasis as of
September 30, 2010. Financial assets and ligslitave been classified in their entirety basethehowest level of input that is significant to flaér value
measurement. TVA's assessment of the significahaeparticular input to the fair value measurenrequires judgment and may affect the determinadfthe fair value of
the assets and liabilities and their classificatiothe fair value hierarchy levels.

Fair Value Measurements
As of September 30, 2010

Quoted Price

in Active Significant
Assets Markets for Other Significant
Identical Observable  Unobservabl
Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Netting @) Total
Investment:
Equity securities $ % $ — 8 — 3 — 8 96
Debt securitie:
U.S. government corporations and ager 13€ 57 — — 19:
Corporate debt securitit — 19z — — 19z
Residential mortgar-backed securitie — 22 — — 22
Commercial mortga-backed securitie — 2 — — 2
Collateralized debt obligatior — 3 — — 3
Commingled fund®
Equity security commingled func — 34C — — 34C
Debt security commingled funt — 20¢ — — 20¢
Foreign currency commingled fun — 12 — — 12
Other commingled func — 45 — — 45
Private partnerships — — 13 — 13
Total investments 232 88< 13 — 1,12¢
Coal contract derivative — — 152 — 152
Commaodity derivatives under F1
Futures contract 2 — — — 2
Swap contracts — 9 — (1) 8
Total commodity derivatives under FTP 2 9 — (1) 1C
Total $ 234 3 89z $ 165 $ 1) $ 1,29(
Quoted Price
in Active Significant
Liabilities Markets for Other Significant
Identical Observable  Unobservabl
Liabilities Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Netting @) Total
Currency swap $ — % 81 $ — $ — 8 81
Interest rate swag — 371 — — 371
Swaption — — 804 — 804
Coal contract derivative — — 49 — 48
Commodity derivatives under F1
Futures contraci 21 — — — 21
Swap contract 15 221 — @) 241
Option contract: 2 — — — 2
Total commodity derivatives under FTP 38 227 — (1) 264
Total $ 38 3 67¢ $ 85 $ 1) $ 1,56¢
Notes

1) Due to the right of setoff and method of settlem@MA elects to record commodity derivatives unttex FTP based on its net commo
position with the counterparty or broker.

) Commingled funds represent investment funds conmgrisultiple individual financial instruments anceeclassified in the table based
their existing investment portfolio. Commingled fisnexclusively composed of one class of securigyctassified in that category (e.g., equity, ¢
or foreign currency securities). Commingled fundmprising multiple classes of securities are di@ssas”other commingled funcd”
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Fair Value Measurements
As of September 30, 2009
Quoted Price
in Active Significant
Assets Markets for Other Significant
Identical Observable  Unobservabl
Assets Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Netting @) Total
Investment:
Equity securities $ 82 $ 1 3 —  $ — 8 83
Debt securitie:
U.S. government corporations and ager 83 28 — — 111
Corporate debt securitit — 20z — — 20z
Residential mortga-backed securitie — 18 — — 18
Commercial mortga-backed securitie — 2 — — 2
Collateralized debt obligatior — 6 — — 6
Commingled fund®
Equity security commingled func — 32¢ — — 32¢
Debt security commingled funt — 18¢ — — 18t
Foreign currency commingled fun — 11 — — 11
Other commingled funds — 34 — — 34
Total investments 165 81€ — — 981
Currency swap — 7 — — 7
Coal contracts derivative — — 87 — 87
Commaodity derivatives under F1
Future contrac 10 — — ) 3
Swap contrac — 26 — (14) 12
Option contracts 1 3 — (2) 2
Total commodity derivatives under FTP 11 29 — (23) 17
Total $ 17€¢ 85z $ 87 $ 23) $ 1,092
Quoted Price
in Active Significant
Liabilities Markets for Other Significant
Identical Observable  Unobservabl
Liabilities Inputs Inputs
Description (Level 1) (Level 2) (Level 3) Netting @ Total
Currency swap $ — 3 51 $ — 3 — % 51
Interest rate swag — 287 — — 287
Swaption — — 592 — 592
Coal contracts with volume optio — — 80 — 8C
Commodity derivatives under F1
Future contrac 31 — — ) 24
Swap contrac — 55 — 24) 41
Option contracts — — — (2) (2)
Total commodity derivatives under FTP 31 55 — (23) 63
Total $ 31 $ 39 % 672 $ (23) $ 1,07
Notes

1) Due to the right of setoff and method of settlem@MA elects to record commodity derivatives unttex FTP based on its net commo
position with the broker or other counterparty.

) Commingled funds represent investment funds conmgrimultiple individual financial instruments anceeclassified in the table based
their existing investment portfolio. Commingled fsnexclusively composed of one class of securiyctassified in that category (e.g., equity, ¢
or foreign currency securities). Commingled fundmprising multiple classes of securities are cfesbas”other commingled func”

The following table presents a reconciliation ofesbets and liabilities measured at fair value etarring basis using significant unobservableiiaffLevel 3) for
year ended September 30, 2010:

Fair Value Measurements Using Significant Unobservalel Inputs
For the Year Ended September 30, 2010

Coal Contract
Private with Volume
Partnership: Options Swaption

Balances as of October 1, 2C $ — % $ (592)
Purchases, issuances, and settlerr 13 — —
Total gains or losses (realized or unrealiz:

Net Unrealized gains (losses) deferred as

regulatory assets and liabilities — 96 (212)

~
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Balances at September 30, 2010 $ 13 3 105 $ 017990(804)
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Fair Value Measurements Using Significant Unobservalel Inputs
For the Year Ended September 30, 2009
Coal Contract:
with Volume
Options Swaption
Balances as of October 1, 2C $ 81z $ (41¢)
Total gains or losses (realized or unrealiz:
Net Unrealized gains (losses) deferred as regul@ssgt
and liabilities (79€) ave)
Unrealized losses related to expected net settlefeest
included in fuel and purchased power expense (10) —
Balances at September 30, 2009 $ 7 $ (592)

There were no realized gains or losses etlatéhe instruments measured at fair value usgngificant unobservable inputs that affected nebme during
the year ended September 30, 2010. All unrealizéusgand losses related to these instruments terrereflected as increases or decreases in reguéssets and
liabilities. See Note 7 .

Other Financial Instruments Not Recorded at Fair \éalu

TVA uses the methods and assumptions described lielestimate the fair value of each significant slagfinancial instrument. The fair market valdete
financial instruments held at September 30, 2046, %eptember 30, 2009, may not be representatitreecictual gains or losses that will be recordednithese instrumen
mature or are called or presented for early rediemptThe estimated values of TVA'’s financial instrents not recorded at fair value at September @0),2and September
30, 2009, were as follows:

Estimated Values of Financial Instruments
As of September 30

2010 2009
Carrying Fair Carrying Fair
Amount Value Amount Value
Cash and cash equivalel $ 326 $ 326 % 201 % 201
Loans and other loi-term receivable 83 75 81 72
Shor-term debt, ne 27 27 844 844
Long-term debt (including current portion), r 23,397 27,19¢ 21,79¢ 23,757

Because of the short-term maturity of cash and easiivalents, restricted cash and investmentsshaod-term debt, net, the carrying amounts of thestuments
approximate their fair values.

Fair value of longerm debt traded in the public market is determimgdnultiplying the par value of the debt by thdigative market price at the balance sheet (

Fair values for loans and other long-term receislalre estimated by determining the present vdlfigwre cash flows using a discount rate equétaling rates
for similar loans made to borrowers with similar dtedtings and for similar remaining maturities, evé applicable.

See Note 18 —Fair Value Measurementer disclosure of fair value measurements for inwvests held by the TVA Retirement System (“TVARS"atlsupport
TVA'’s qualified defined benefit pension plan.

15. Proprietary Capital
Appropriation Investment

TVA'’s power program and stewardship (non power) proguwere originally funded primarily by appropriatsoftom Congress. In 1959, Congress passed
legislation that required TVA’s power program todadf-financing from power revenues and proceeds foomer program financings. While TVA’s power progrdid not
directly receive appropriated funds after it becamié-financing, TVA continued to receive appropdas for certain multipurpose and other missietated activities as we
as for its stewardship activities. TVA has not reediany appropriations from Congress for any a@tiwisince 1999, and since that time, TVA has furededardship
program activities primarily with power revenuesaitcordance with a statutory directive from Congres

The 1959 legislation also required TVA, beginnind#61, to make annual payments to the U.S. Tredsumy net power proceeds as a repayment of andetsiia
on the Power Program Appropriation Investment umtigeditional $1.0 billion of the Power Program Appiafion Investment has been repaid. Of this $1l@bh amount,
$7 0 million remained unpaid at September 30, 20Qfce the $1.0 billion has been repaid, the TVA &guires TVA to continue making payments to the U.8a3ury as
a return on the remaining Power Program Appropridtimestment. The remaining Power Program Appraiprianvestment will be $258 million if TVA receive®
additional appropriations from Congress for its pop@gram.
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The table below summarizes TVA's activities relatedppropriated funds.
Summary of Proprietary Capital Activity
As of September 30
2010 2009

Power Nonpower Power Nonpower
Appropriation Investment Program Program Program Program
Balance at beginning of ye $ 348 $ 4,358 % 36 % 4,35t
Return of appropriation investment (20) (4) (20) —
Balance at end of year 32¢ 4,351 34¢ 4,35¢
Retained Earnings
Balance at beginning of ye $ 3291 % (3,70 $ 2571 % (3,699
Net income (expense) for ye 982 (20) 73z (@]
Return on appropriated investment (9) — (13) —
Balance at end of year 4,264 (3,717 3,291 (3,707)
Net proprietary capital at September 30, 2 $ 4592 $ 64C $ 363 § 654

Payments to the U.S. Treasury

TVA paid $20 million each year for 2010, 2009 , 2008 as a repayment of the Power Program Appropmidticestment. In addition, TVA paid the U.S.
Treasury $9 million in 2010, $13 million in 2008nd $20 million in 2008 as a return on the PowegRam Appropriation Investment. The amount ofréterrn on the
Power Program Appropriation Investment is based erPthwer Program Appropriation Investment balanaef éise beginning of that year and the computedages
interest rate payable by the U.S. Treasury on itd tnarketable public obligations as of the sante.d@he interest rates payable by TVA on the Powegf@am
Appropriation Investment were 2.58 percent, 3.67 gratand 4.90 percent for 2010, 2009, and 2008ertvely.

Accumulated Other Comprehensive Income (Loss)

The items included in @CUMULATED OTHER COMPREHENSIVEINCOME (LOSS) consist of market valuation adjustments for dertierivative instruments. See Note
14.

Total Other Comprehensive Loss Activity
For the years ended September 30

Accumulated other comprehensive income, Septemhbe

2007 $ 19
Changes in fair value

Foreign currency swaps (18
Accumulated other comprehensive loss, September 3(
2008 (37)

Changes in fair value
Inflation sway

Foreign currency swaps (39
Accumulated other comprehensive loss, September 3(
2009 (75)
Changes in fair value

Foreign currency swaps (20
Accumulated other comprehensive loss, September 3(
2010 $ (95
Note

Foreign currency swap changes are shown net aissifications from ©HER
COMPREHENSIVEINCOME to earnings

TVA records exchange rate gains and lossekebhin net income and marks its currency swapsiasel liabilities to market through other comprediee
income. TVA then reclassifies an amount out of ottenprehensive income into earnings, offsettingedimings gain/loss from recording the exchange/lgats on the
debt. The amounts reclassified from other comprsive income into earnings were a decrease to emih$17 million in 2010, a decrease to earnirfdgskl68 million in
2009, and an decrease to earnings of $161 millic@0D8. These reclassifications, coupled withrémarding of the exchange gain/loss on the debtlted in a net effect c
earnings of zero for 2010, 2009, and 2008. Dubemumber of variables affecting the future gaosses on these instruments, TVA is unable to reagoastimate the
amount to be reclassified from other comprehenisigeme to earnings in future years.
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Unrealized Losses on Swap/Swaption Contracts

TVA uses regulatory accounting treatment to defenthrealized mark-to-market gains and losses daineswap and swaption contracts to reflect thagtia or
loss is included in the ratemaking formula when ¢hteansactions actually settle. The value of thepsand swaptions is still recorded on TVA's balasiceet with realized

gains or losses on these contracts recorded in TstAtement of operations. The deferred unrealzgsks on the value of the swaps and swaption w&@ $dlion for
2010 and $272 million for 2009, and are include@ &GULATORY AsseTon TVA's balance sheets. See Note Swap and Swaption Transactions.

16. Other Income (Expense), Net
OTHER INCOME (ExPENSE), NET is comprised of the following:

Other Income (Expense), Ne
For the years ended September 30

2010 2009 2008
Interest income $ 6 $ 9 $ 13
Gains (losses) on investmel 3 9) 27
External service 7 14 14
Claims settlemer — 4 8
Miscellaneous 8 7 1
Total other income (expense), net $ 24 3 25 3 9

17. Supplemental Cash Flow Information

Interest paid was $1.4 billion in each of 2010, 208nd 2008. These amounts differ from interepease due to the timing of payments and intergstatezed of
$79 million in 2010, $40 million in 2009, and $17llion in 2008 as a part of major capital expentitl

Cash flows from futures contracts, forward contragggion contracts, or swap contracts that are atten for as hedges are classified in the samgaatas the
item being hedged or on a basis consistent witmétere of the instrument.

18. Benefit Plans

TVA sponsors a qualified defined benefit pensiompiteat covers most of its full-time employees, alified defined contribution plan that covers masits full-
time employees, two unfunded post-retirement hezgte plans that provide for non-vested contrimgitoward the cost of certain retirees’ medical cage, other post -
employment benefits such as workers’ compensatimhilze SERP.

Overview of Plans and Benefits

Defined Benefit Pension PlanTVA sponsors a qualified defined benefit pensiomgta most of its fulltime annual employees that provides two benefictires:
the Original Benefit Structure and the Cash BaldBeeefit Structure.

« Original Benefit Structure. The pension benefit for a member participatinghie Original Benefit Structure is based on the me’s creditable service, t
member’s average monthly salary for the highestefoonsecutive years of base pay, and a pensituor fesed on the membgrage and years of service, le
Social Security offse

Cash Balance Benefit StructureThe pension benefit for a member participatinghiea Cash Balance Benefit Structure is based aditsraccumulated in tl
member’s account and the member’s age. A membecsunt receives credits each pay period equalo® Bercent of his or her straigiitie earnings. Tt
account also receives monthly interest creditsrate set at the beginning of each year equaldakiange in the Consumer Price Index (“CRdt)the periol
ending on the previous October 31 plus 3.00 pereett, the provision that the rate may not be léss1t6.00 percent or more than 10.00 percent. thea
changes in the CPI for the years ended Octobe2®19 and 2008 were negative 0.63 percent and 4 #t&mte which resulted in interest rates of 6.0Ccee
and 7.45 percent for CY 2010 and 2009, respecti

114




Table of Content SACE 1st Response to Staff

017994
Members of both the Original Benefit Structure amel Cash Balance Benefit Structure can also bectigible for a vested supplemental pension benefitdal on

age and years of service, which is designed to fetigees offset the cost of medical insurance.

The defined benefit pension plan is administered bgparate legal entity, the TVARS, which is goveilmeds own board of directors (“TVARS Board”). Upon
notification by the TVARS Board of a recommendedtdbntion for the next fiscal year, TVA determinesetier to make the recommended contribution or amyribution
that may be required by the rules and regulatidi3/ARS.

Defined Contribution PlanTVARS also administers a defined contribution 403(len to which TVA makes matching contributions ofc@hts on the dollar (up to
1.5 percent of annual pay) for members particigaitinthe Original Benefit Structure and of 75 cesighe dollar (up to 4.5 percent of annual pay)fi@mbers participating
in the Cash Balance Benefit Structure. TVA made hiatccontributions of about $27 million to the pldaring 2010, $24 million during 2009, and $21 il during 2008

Supplemental Executive Retirement Planl995, TVA established its SERP for certain exiestin critical positions to provide supplemermahsion benefits tied
to compensation that exceeds limits imposed byrlR&s applicable to the qualified defined benefihgion plan. TVA has historically funded the anregtulated expense.

Other Post-Retirement BenefitS.VA sponsors two unfunded post-retirement beneéihplthat provide for non-vested contributions towthedcost of certain
eligible retirees’ medical coverage. The firstrptavers only certain retirees and surviving depaitglwho do not qualify for TVARS benefits, includitihg vested
supplemental pension benefit. The second plarsigded to place a limit on the outqmdeket amount certain eligible retirees pay for im@lccoverage and provides a cre
based on years of TVA service and monthly base pemsimunt reduced by any TVARS supplemental penstoefits or any TVA contribution from the first plan
described above.

Other Post - employment BenefitVVA employees injured in work-related incidents eosered by the workers’ compensation program fdefal employees
administered through the Department of Labor byQffece of Workers’ Compensation Programs in accocgéanith the provisions of the Federal Employees’ fensation
Act (“FECA”"). FECA provides compensation benefitfederal employees for permanent and temporanpiiiyadue to employment-related injury or disease.

Accounting Mechanisms

Regulatory Accounting.TVA has classified all amounts related to unredephprior service costs, net actuarial gains ssés, and subsequent changes in the
funded status into a regulatory asset. The ddfefiacurred costs is allowed if the costs are piab of future recovery in customer rates.

Cost MethodTVA uses the projected unit credit cost method teieine the service cost and the projected beabfigation for retirement, termination, and
ancillary benefits. Under this method, a “projecéecrued benefit” is calculated as of the begigifithe year and as of the end of the year foh éanefit that may be
payable in the future. The “projected accrued bigrie based on the plan’s accrual formula andmpervice as of the beginning or end of the yeaarpbing final average
compensation, social security benefits, and othlewant factors projected to the age at which theleyee is assumed to leave active service. Thiegr benefit
obligation is the actuarial present value of theofpcted accrued benefits” as of the beginnindhefytear for employed participants and is the a@tbpresent value of all
benefits for other participants. The service @®#he actuarial present value of the differendevben the “projected accrued benefits” as of trgirbeng and end of the
year.

Amortization of Net Gain or LossTVA utilizes the corridor approach to gain/lossaatization. Differences between actuarial assumgtiand actual plan results
are deferred and amortized into periodic cost ariign the accumulated differences exceed 10 peré¢imne greater of the projected benefit obligationhee market-related
value of plan assets. If necessary, the excemnastized over the average remaining service pari@dttive employees.

Asset Method. TVA recognizes the impact of asset performancpeansion expense over a three-year phase-in pémiodgh a “market-related” value of assets
calculation. Since the “market-related” value s$ets recognizes investment gains and losses aheraayear period, the future value of assetsheilimpacted as
previously deferred gains or losses are recognidéa “market-related” value is used in calculatéxgpected return on plan assets and net gain ®fdopension cost
determination.
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Obligations and Funded Status

The changes in plan obligations, assets, and fustdds for the years ended September 30, 201QGG®Iwere as follows:
Obligations and Funded Status
As of September 30

Other Posi-retirement

Pension Benefits Benefits
2010 2009 2010 2009

Change in benefit obligation

Benefit obligation at beginning of ye $ 9,26€ $ 8,08( $ 665 $ 49¢
Service cos 99 84 12 7
Interest cos 513 582 37 36
Plan participan’ contributions 29 32 81 81
Amendment: 3 (482) (90) 7
Actuarial loss 1,077 1,552 68 14€
Net transfers from variable fund/401(k) pl 3 ?3) — —
Expenses pai (5) (6) — —
Benefits paid (591) (579) (11€) (110)
Benefit obligation at end of year 10,39¢ 9,26¢ 65¢ 665
Change in plan asset

Fair value of netplan assets at beginning of 6,64% 6,18¢ — —
Actual return on plan asse 707 — — —
Plan participan’ contributions 29 32 81 81
Net transfers from variable fund/401(k) pl 3 ?3) — —
Employer contribution 6 1,00¢ 35 29
Expenses pai (5) (6) — —
Benefits paid (597) (579) (11€) (110)
Fair value of net plan assets at end of year 6,792 6,64% — —
Funded status $ (3,602 $ (2,627 $ (65¢) $ (665)

The actuarial loss above for 2010 primarily refiette impact of the reduction in the discount feden 5.75 percent to 5.00 percent, which incredbediability by
approximately $807 million. The actuarial loss 2009 primarily reflects the impact of the previsaduction in the discount rate from 7.50 perceri.75 percent, which
increased the liability by approximately $1.6 loifii

The effect of pension plan amendments at SepteB8thet009, disclosed in the table above refers pifynt changes to the TVARS benefit plan effectediinigy
2009. The following changes were made to the coktiofy adjustment (“COLA”) provisions for the foyears beginning January 1, 2010:

¢ For CY 2010, the COLA was zer

¢ For CY 2011, the COLA will be the change in the CRpmed at 3 percer

e For CY 2012, the COLA will be zer

¢ For CY 2013, the COLA will be the change in the CRpped at 2.5 percel

At the end of the four-year period, the COLA benefiCPI, capped at 5 percent, will be restored. Harrtthe eligibility for the COLA changed to age 60 f
employees who retire on or after January 1, 2010allly, the interest crediting rate for fixed fubdlances and future contributions was reducedpteréent effective
January 1, 2010.

No similarly significant plan amendments were enadigihg 2010.

Amounts recognized in the Balance Sheets at SepteB@bepnsist of regulatory assets that have nat beeognized as components of periodic benefit apstf

September 30, 2010 and 2009, respectively, anflitftied status of TVA’s benefit plans included inraed liabilities and other long-term liabilities:

Amounts Recognized in the Balance Sheet
As of September 30

Pension Benefits Other Posi-retirement Benefits
2010 2009 2010 2009
Regulatory asse $ 4,45¢ $ 3,76¢ $ 25 % 29¢
Accrued liabilities 4) (5) (35) (35)
Other lon¢-term liabilities (3,599 (2,619 (629) (630)
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Unrecognized amounts included in regulatory assstsoybe recognized as components of accrued bewstiat September 30 consist of:

Postretirement Benefit Costs Deferred as Regulatorpssets
As of September 30

Pension Benefits Other Post-retirement Benefits
2010 2009 2010 2009
Unrecognized prior service cost (crec  $ (279 $ (305) $ 64 $ 31
Unrecognized net los 4,72¢ 3,987 31¢ 267
Amount deferred due to actions of regul. 11 82 — —
Total regulatory assets $ 4,45¢ $ 3,76¢ $ 258 $ 29¢

The projected benefit obligation, accumulated biedéligation, and fair value of plan assets foe ffension plans with accumulated benefit obligatiorexcess ¢
plan assets at September 30, 2010, and 2009, wéskoRes:

Projected Benefit Obligations in Excess of Plan Aste
As of September 30

2010 2009
Projected benefit obligatic $ 10,39 $ 9,26¢€
Accumulated benefit obligatic 10,08t 9,03:
Fair value of net plan ass¢ 6,79z 6,64

The components of net periodic benefit cost andradimounts recognized as changes in regulatorysassdhe years ended September 30 were as follows:

Components of Net Periodic Benefit Cos
For the years ended September 30

Pension Benefits Other Post-retirement Benefits

2010 2009 2008 2010 2009 2008
Components of net periodic benefi
cost
Service cos $ 9% 3 84 $ 11C $ 12 $ 7 $ 5
Interest cos 513 581 522 37 36 28
Expected return on plan ass (54¢€ (549) (60¢) — — —
Amortization of prior service co: (24) 37 37 6 5 5
Recognized net actuarial loss 181 14 41 17 7 5
Net periodic benefit cost as actuarie
determinec 221 173 10z 72 55 43
Amount charged (capitalized) due to
actions of regulator 71 (82) — — — —
Total net periodic benefit cost recogniz $ 292 $ 91 $ 10z $ 72 % 5 $ 43

The amounts in the regulatory asset that are eggeotbe recognized as components of net periaiefit cost during the next fiscal year are afedi:

Expected Amortization of Regulatory Assets in 201
As of September 30, 2010

Other Posi-
Pension retirement
Benefits Benefits Total
Prior service cost (credi $ 23) % ®) $ (29)
Net actuarial los 282 22 304
Deferred amount 11 — 11
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Plan Assumptions

TVA's reported costs of providing the plan beneéite impacted by numerous factors including theigions of the plans, changing employee demographicd
various assumptions, the most significant of whighreoted below.

Actuarial Assumptions
As of September 30

Pension Benefits Other Posi-retirement Benefits
201C 200¢ 201C 200¢

Assumptions utilized to determine benefi
obligations at September 3(
Discount rate 5.0(% 5.7%% 5.0(% 5.7%%
Expected return on plan ass 7.5(% 7.7%% N/A N/A
Rate of compensation incree 4.41% 4.4(% N/A N/A
Initial health care cost trend re N/A N/A 8.0(% 8.0(%
Ultimate health care cost trend r N/A N/A 5.0(% 5.0(%
Ultimate trend rate is reached in year beg N/A N/A 201¢€ 201t
Assumptions utilized to determine
expense for the years ended September !
Discount rate 5.7%% 7.5(% 5.7%% 7.5%
Expected return on plan ass 7.7%% 8.0(% N/A N/A
Rate of compensation incree 4.4(% 4.35% 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 beg N/A N/A 201t 201¢

Discount Rate. In the case of selecting an assumed discountT&i reviews market yields on high-quality corp@atebt and long-term obligations of the U.S.
Treasury and endeavors to match, through the uaégpothetical bond portfolio, instrument matestiwith the maturities of its pension obligationstcordance with the
prevailing accounting standards. Additionally, TW#ks at published pension spot yield curves antlegpexpected cash flows to these curves to apmrate the rate
expected to settle the projected benefit paymeBésed on recent market trends in all these datdspd@ VA decreased its discount rate used to déterivenefit obligations
from 5.75 percent at the end of 2009 to 5.00 peraethe end of 2010. TVA had decreased its discmta from 7.50 percent at the end of 2008 to p&isent at the end of
2009.

Rate of Return. In determining its expected long-term rate ofinreton pension plan assets, TVA reviews past long-fgerformance, asset allocations, and long-
term inflation assumptions. The expected ratagtofrin used to develop net pension cost were 7.itepeand 8 percent during 2010 and 2009, respytiand were
determined at the beginning each year. TVA adjuite@xpected rate for 2011 based on revisionsttod expected returns as provided by third pamdygssional
investment consultants. As of October 1, 2010ettpected rate of return was 7.50 percent. Theabwte of return for the year ended SeptembeRB00, was a gain of
11.1 percent.

Compensation IncreasesThis assumption is based on the results obtdnoad an actual company experience study perforduethg the most recent six years for
retirees as well as other plan participants. TVAaotgd an updated study in 2008 and determinechthahanges in this assumption were required.

Mortality. Mortality assumptions are based on the resultsmddarom a recent actual company experience spediprmed which included retirees as well as ¢
plan participants. TVA obtained an updated stud®0f8 and, accordingly, adjusted the mortalitygdtem the 1983 Group Annuity Mortality Tables tetRP-2000
Mortality Tables. During 2010, company experien@s reexamined and it was determined that TVA'stality experience has continued to improve. Assalte TVA
adjusted the mortality rates to RP-2000 Combinedthigortality table projected to 2013 using scAl& at September 30, 2010.

Health Care Cost Trend3VA reviews actual recent cost trends and projeatéaré trends in establishing health care cost trates. The assumed health care
trend rate used for 2010 and 2009 was 8.0 perddre.2010 health care cost trend rate of 8.0 peresed to determine benefit obligations is assuroepadually decrease
each
successive year until it reaches a 5.0 percentanmerease in health care costs in the year begin@ctober 1, 2016, and beyond.

Cost of Living AdjustmentThe qualified defined benefit pension plan includes@L® that is generally indexed against the CPI, sulifea floor and
ceiling. The CPI fell during 2009, and market-lthegeasures of inflation expectations at the er2D00 projected slow growth in the CPI through 208 ditionally, the
COLA had been temporarily reduced for current resrand deferred to age 60 for employees retiringraiter January 1, 2010. As a result of these £0¢&nefit
reductions and low inflationary expectations, TVAueed the COLA assumption from 3.0 percent to 2rsgnt at September 30, 2009. The CPI experiemcekbrate
growth during 2010. Due to stabilizing long-term eggations, TVA determined the COLA assumption shoeltiéld at 2.5 percent at September 30, 2010.

118




Table of Content SACE 1st Response to Staff
017998

Sensitivity of Costs to Changes in Assumptiofike following chart reflects the sensitivity of pemscost to changes in certain actuarial assumgtion

Sensitivity to Certain Changes in Pension Assumptis
As of September 30, 2010

Impact on
2010
Impact on Projected
Change in 2011 Pension Benefit
Actuarial Assumption Assumption Cost Obligation
(Increase in millions

Discount rate (0.25%) $ 17 $ 29¢€
Rate of return on plan ass: (0.25%) 1€ —

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

The following chart reflects the sensitivity of pastirement benefit cost to changes in the healtle trend rate:

Sensitivity to Changes in Assumed Health Care Cost €nd Rates
As of September 30, 2010

1% Increase 1% Decrease
Effect on total of service and interest cost congmis $ 5 § (6)
Effect on end-of-year accumulated post-retirememieiit
obligation 78 (87

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

Plan Investments

The qualified defined benefit pension plan, whictludes the Original Benefit Structure and the allance Benefit Structure, is the only plan thatudes
qualified plan assets. The plan assets are ptinsidcks and bonds. In June 2009, TVARS adopteslhaasset allocation policy. The policy shiftedoatjpn of target
allocations from equities to fixed income secusitids a result, TVARS currently targets an assetatlon of 45 percent equity securities, 40 peréigatl income
securities, and 15 percent alternative investme@fsthe 45 percent equity securities, 22.5 perogay be non-U.S. equity holdings. Of the 40 peréigatl income
securities, 15 percent may be investment gradétcriide percent may be high yield securities, sixdoercent may be inflation protected bonds. @f1B percent
alternative investments, five percent may be peivatl estate, four percent may be private edthitge percent may be distressed debt, and threemqanay be
timberland. The TVARS asset allocation policy int#s a permissible three percent deviation frometi@get allocations. The TVARS Board can take acts
appropriate, to rebalance the system’s assetsstensivith the asset allocation policy. For 2028 2009, the asset holdings of the system incltiedollowing:

Asset Holdings of TVARS
As of September 30

Plan Assets at September 3

Target
Asset Category Allocation 2010 2009
U.S. equity securitie 22.5% 22% 23%
Non-U.S. equity securitie 22.5% 23% 20%
Private equity holdings or similar alternative istraer 10.(% 10% 6%
Private real estate holdin 5.C% 2% 1%
Fixed income securitie 31.(% 33% 27%
High yield securitie: 9.C% 9% 7%
Cash and equivalents 0.0(% 1% 16%
Total 100.(% 10C% 10C%
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The following table provides the fair valueasurement amounts for assets held by TVARS at ®epte30, 2010:

TVA Retirement System
As of September 30, 2010

Equity securities

Debt securities
Corporate debt securitit
Residential mortga¢-backed securitie
Debt securities issued by U.S. Treasury other U.S. government agenc
Debt securities issued by foreign governme
Asse-backed securitie
Debt securities issued by state/lo Government:
Commercial mortga¢-backed securitie
Commingled Funds
Equity
Debt
Blended
Cash equivalent
Private equity fund
Private real estate funi

Treasury bills, U.S. Government notes and secaifitedd as futures and other

derivative collatera
Securities lending commingled fun
Derivatives
Foreign currency forward receivat
Futures
Purchased options

Total Assets

Liabilities

Derivatives

Foreign currency forward payat
Interest rate swaf

Credit default swap

Written option obligations

Total Liabilities

Note

Quoted Price

SACE 1st Response to Staff
017999

in Active
Markets for Significant Significant
Identical Unobservable  Unobservable
Assets Inputs Inputs

TOTAL W@ (Level 1) (Level 2) (Level 3)
$ 70€ $ 70€ $ — 3 —
1,18( — 1,18C —
43C — 43C —
43C 42€ 4 —
177 — 177 —
10C — 10C —
2C — 20 —
4 — 4 —
1,73¢ — 1,73¢ —
76€ — 76€ —
31¢ — 31¢ —
41C 3 407 —
492 — = 492
18C — 22 15¢
46 29 17 -
7 — 7 —
737 — 737 —
19 19 — —
1 — 1 —
$ 7,75¢ $ 1,18: $ 592 $ 65C
$ 74z $ $ 74z $ —
2 — 2 —
1 — 1 —
3 1 2 —
$ 748 $ 13 741 $ —

1) Excludes approximately $208 million in neyphles and receivables associated with securityhases and sales.
2) Excludes a $7 million payable for collateral onred securities in connection with TVA’s participation in securities lending prograi
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The following table provides a reconciliatioihbeginning and ending balances of pension plaatasneasured at fair value on a recurring basesenthe

determination of fair value includes significanobiservable inputs (Level 3):

Fair Value Measurements Using Significant Unobservalel Inputs
As of September 30, 2010

Fair Value
Measurements Using

Significant
Unobservable Inputs

(Level 3)
Beginning balance, October 1, 2C $ 45¢
Net realized/unrealized depreciati 75
Purchases, sales, issuances, and settlements (r 117
Ending balance, September 30, 2010 $ 65C

Fair Value Measurements

On October 1, 2009, TVA adopted the new fair valueldisze requirements for pension and other posteragnt benefit plan assets. That accounting ga&lan
defines fair value, establishes a framework for meag fair value and expands disclosure requiremahbut fair value measurements. Fair value isidered to be the
exchange price in an orderly transaction betweeketaarticipants to sell an asset or transferlaliig at the measurement date. The fair valuenitadn focuses on an exit
price, which is the price that would be received™MARS to sell an asset versus an entry price, whichlavbe the price paid to acquire an asset.

TVA classifies fair value measurements based offiin@alue hierarchy described in Note 14. Thedwihg sections describe the valuation methods and
assumptions used by TVA to estimate the fair vafuavestments held directly by the qualified defingenefit pension plan. Third-party pricing versiprovide valuations
for investments held by TVARS in most instances.

Vendor-provided prices for TVARS's investments arbjscted to automated tolerance checks by the pemém’s master trustee to identify and avoid, weher
possible, the use of inaccurate prices. Any queslite prices identified are reported to the vendaich provided the price. If the prices are valéh the primary pricing
source is used. If not, a secondary source pridgehwias passed the applicable tolerance checleis (@ queried with the vendor if it is out of t@ace), resulting in either
the use of a secondary price, where validated,eolatst reported default price, as in the casemisaing price. For monthly valued accounts, whemmadary price sources
are available, an automated inter-source toleregmert identifies prices with an inter-vendor pmigivariance of over two percent at an asset class |Ié&or daily valued
accounts, each security is assigned, where posaibliadicative major market index, against whicHydpiice movements are automatically compared.ef&ice thresholds
are established by asset class. Prices found ¢ots&le of the applicable tolerance thresholdreperted and queried with vendors as described above

Equities. Investment securities, including common stoatt arutual funds, listed on either a national or igmesecurities exchange are generally valued each
business day at the official closing price (typlicéhe last reported sale price) on the exchangettioh the security is primarily traded. If there aio current day sales, the
securities are valued at their last quoted bidepi8ince equities are priced by an exchange irctweamarket, they are classified as Level 1.

Corporate Debt Securities Corporate bonds are valued based upon receprioies or the average of recent bid and askedspriten available (Level 2 inputs)
and, if not available, they are valued through matricing models developed by sources considegeghinagement to be reliable. Matrix pricing, whigk mathematical
technique commonly used to price debt securitiasahe not actively traded, values debt secunitieisout relying exclusively on quoted prices for #pecific securities but
rather by relying on the securities’ relationstopther benchmark quoted securities (Level 2 ifputs

Residential Mortgage-Backed SecuritieResidential mortgage-backed securities consisbltdteralized mortgage obligations (“CMOs”) andBUpass-through
security pools related to government-sponsoredierises (“GSEs”). CMO pricing is typically based either a volatility-driven, multi-dimensional sirkgtash flow stream
model or an option-adjusted spread model. Thesteladncorporate available market data such ag frsdrmation, dealer quotes, market color, sprelids, and
offers. Pricing for GSE securities including thedEral Home Loan Mortgage Corporation, the Federdbhi Mortgage Association, and the Government et
Mortgage Association is typically based on quotesifthe To Be Announced (“TBA”) market, which is hig-liquid with multiple electronic platforms thadilitate the
execution of trading between investors and broleal&ts. Prices from the TBA market are then coegpagainst other live data feeds as well as inptained directly from
the dealer community. A tolerance check, adjustedanhically in response to market conditions, isliggipto check for consistency across the tradirgfptms and dealer
quotes. If discrepancies are identified, the dmtaviewed to resolve the differences and detegraimappropriate evaluation. Residential mortdzayged securities are
considered to be priced using Level 2 inputs bezafithe nature of their market-data-based priamoglels.
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U.S. Treasury and Agency SecuritieBor U.S. Treasury securities, fair values refthetclosing price reported in the active marketfrich the security is traded
(Level 1 inputs). Agency securities are typicgdhced using evaluated pricing applications and eahcorporating U.S. Treasury yield curves. Agmesecurities are
classified as Level 2 because of the nature of tharket-data-based pricing models.

Debt Securities Issued by Foreign Governmeridebt securities issued by foreign governments irefodeign government bonds and foreign governnrdttion
linked securities. These are typically priced lbase proprietary discounted cash flow models, inooaping option-adjusted spread features as ap@tepriDebt securities
issued by foreign governments are classified aglL2Wwecause of the nature of their market-datadasicing models.

Asset-Backed SecuritiesAsset-backed securities are typically priced based single cash flow stream model which incorporateslable market data such as
trade information, dealer quotes, market coloreags, bids, and offers. Because of the marketlutegad nature of such pricing models, abseked securities are classif
as Level 2.

Debt Securities Issued by State and Local Goverrsnddébt securities issued by state and local goverrsraettypically priced using market-data-basedmgic
models, and are therefore classified as Levell2es& pricing models incorporate market data sucjuates, trading levels, spread relationships,yéeld curves as
applicable.

Commercial Mortgage-Backed Securitie€ommercial mortgagbacked securities are typically priced based dnglescash flow stream model which incorpore
available market data such as trade informatioalel@uotes, market color, spreads, bids, andffBecause of the market-data-based nature ofsigihg models,
commercial mortgage-backed securities are cladsifieLevel 2.

Private Equity Funds.The private equity limited partnerships and othrilar alternative investments are reported atValue which is derived by independent
appraisals or judgment of the general partnersadlfisuch investment. The inputs used in estimdliadair value of the limited partnerships inclutle original transaction
prices, recent transactions in the same or sinmkiruments, completed or pending third-party teations in the underlying investments of compar#saers, subsequent
rounds of financing, recapitalizations and othangactions across the capital structure, offeriimgise equity or debt capital markets, and chamgdéisancial ratios or cash
flows of the limited partnerships. The fair vabfethese investments may also be adjusted to tefligeidity and/or non-transferability, with theveount of such discounts
estimated by the general partners in the abseneadet information. Due to the lack of observabfuts, the determination of the fair value by ¢lemeral partners may
differ materially from the value ultimately realizéom the private equity limited partnership.

The private equity managers recognize realizedsgainosses when they receive income or dispos@ afvestment. The net realized capital gains ssds, which
include management fees and fund expenses, aoattbto the partners in proportion to their commeitts. The private equity values are prepared&yund managers
and classified as Level 3.

Private Real Estate FundsThe pension plan invests in commingled funds thraest in a wide variety of real estate opportunigied timberland investments. The
valuation methodologies for these investments arfeliows:

The pension plan is invested in a limited partniprétrmed for the purpose of providing investorshadéinhanced risk-adjusted total returns through-loiaged
opportunistic investments principally in mortgagelér real estate-related fixed income instrumant$related securities. This fund is invested arily in mortgage-
backed securities and asset-backed securities.tdthe market-data-based nature of the pricingetsodsed for these types of securities, as destabeve, it is classified
as Level 2.

The pension plan is invested in a private REIT fedrnio make direct or indirect investments in conuiatimberland properties. Pricing for these typé
investments are based on comprehensive appraisalb ate conducted shortly after initial purchas@miperties and at three-year intervals thereadirappraisals are
conducted by third-party timberland appraisal firrdgpraisals are based on either a sales compaaisalysis or a discounted cash flow analysis. Dubd inherent
uncertainty of the valuation methodology, this istveent is classified as Level 3.

The pension plan is invested in certain privaté estate commingled funds which are comprised piilynaf real estate investments owned either digect!througt
partnership interests and mortgage and other loamscome - producing real estate. Fair valuenesies are based upon property appraisal repopsige by independent
real estate appraisers within a reasonable amouimeffollowing acquisition of the real estate amdli@ss frequently than annually thereafter. Theraipals are based on
one or a combination of three methodologies: cbetroduction analysis, discounted cash flow anslynd sales comparison analysis. In generainfhe values used in
the appraisal process are unobservable; therefbese funds are classified as Level 3.
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Derivatives. The pension plan invests in a variety of derivath@ruments. The valuation methodologies for ¢hiestruments are as follows:

Futures. The pension plan enters into equity futures, foregrrency futures , and interest rate futurese flitures contracts are listed on either a national
foreign securities exchange and generally valueti basiness day at the official closing price (tally the last reported sales price) on the exchamgwhich the security is
primarily traded. The pricing is performed by thpdrty vendors. Since futures are priced by an &xgé in an active market, they are classified aglLe

The net due to broker on futures, which consistsash reconciliations of margin balances , is diassas Level 2.

Options.The pension plan enters into interest rate optifamejgn currency options , and fixed income opio®ptions that are listed on either a nationdbaign
securities exchange are generally valued each é&sssithay at the official closing price (typicalletlast reported sales price) on the exchange ochwhe security is
primarily traded. These options are classifietl@agel 1 and include both written and purchased ogtin Treasury note futures and Eurodollar futures.

Options traded over the counter and not on exchaeagegriced by third party vendors and are classifis Level 2. These include both written and @aset
options on interest rate swaps.

Swaps. The pension plan enters into various types of swapsedit default swaps are priced at market usingdels that consider cash flows, credit curves,
recovery rates, and other factors. The pricingei$ggmed by third party vendors. Interest rate sa@qtracts are priced at market using forward rdéed from the swap
curve. The pricing is also performed by third-paréndors. Other swaps such as currency swaps amhdetiotan swaps are priced by third party vendoiegisarket inputs
such as spot rates and yield curves. All swapslassified as Level 2.

Foreign Currency Forwards .The pension plan enters into foreign currencywéods. All commitments are marked to market dailtha applicable translation
rates and any resulting unrealized gains or loasesecorded. Foreign currency forwards are prigethibd party vendors and are classified as Level 2

Commingled Funds.The pension plan invests in commingled funds whiduide collective trusts, unit investment trustej aimilar investment funds which
predominantly hold debt and/or equity securitiesiraderlying assets. The pension plan’s ownershisists of a pro rata share and not a direct owigets an underlying
investment. These commingled funds are valuededt tlosing net asset values (or unit value) pare as reported by the managers of the commirfighets as supported
by the unit prices of actual purchase and sale#etions occurring as of or close to the finansiatement date (Level 2 inputs).

Cash Collateral Held Under Securities Lending Arraments. Fair value has been determined to approximateepesit account balances held in cash collateral
pools (Level 2 inputs), as no discounts for credility or liquidity were determined to be applicabl

Cash Equivalents.Cash equivalents are highly liquid securities withoaiginal maturity of less than three months. Séheonsist primarily of U.S. Treasury
securities, residential mortgage-backed securitiemmercial paper, corporate bonds, asset-bacloedlises, and certificates of deposit. The pemgitan also holds a cash
fund with a dollar weighted average maturity of thmeonths or less. U.S. Treasury securities aregt@sed on Level 1 inputs as described above.offiee types of cash
equivalent securities, as described above, aregrsing models which incorporate market-based snatl are therefore classified as Level 2.

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, 2010

Pension Other Posi-Retirement

Benefits Benefits
2011 $ 69¢ $ 36
2012 68€ 38
2013 68¢ 3¢
2014 68¢€ 4C
2015 691 41
2016- 2020 3,47¢ 21C
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Plan Contributions TVA expects to contribute $8 million to its SERRI&36 million to its other post-retirement benpféns in 2011. TVA made a contribution

to the defined benefit pension plan on Septembe2@d9 of $1.0 billion that constituted the amotinatt was expected to be contributed from 201 0 &B20TVA has not
determined at this time whether additional contidmg will be directed to the defined benefit pengitan during 2011.

Other Post-Employment Benefits

Post - employment benefit cost estimates are revseroperly reflect changes in actuarial assuomgtimade at the end of the year. TVA utilizes aadistrate
determined by reference to the U.S. Treasury CahMaturities corresponding to calculated averagatibns of TVA's future estimated post - employmelaims
payments. The use of a 2.53 percent discounteatdted in the recognition of 2010 annual expefspproximately $141 million and an unpaid benefiligation of about
$570 million at September 30, 2010. The curremtigo of the obligation is $62 million and is reded in ACCOUNTSPAYABLE AND ACCRUED LIABILITIES . The long-term
portion of $508 million is recorded inT@eR LiABILITIES . TVA utilized a discount rate of 3.31 percent 886 percent in 2009 and 2008, respectively. Teeai these
discount rates resulted in expense and unpaid behdifjations of $47 million and $484 million, ysctively, for 2009 and expense and unpaid beabfigations of $65
million and $434 million, respectively, for 2008 .

TVA made a few changes in the actuarial methods asdnaptions for the September 30, 2010 actuariabtian for other post-employment benefits. These
changes stem from review of and recognition of tigpiag trends in TVA'’s post-employment claims expede. The result of the changes increased bothxmense and
unpaid benefit obligation for 2010. Additionaltpe reduction of the discount rate in 2010 alsogased the expense for 2010 and unpaid benefgaifdin at September 30,
2010.

19. Asset Acquisitions and Dispositions
New Generation

Nuclear. On August 1, 2007, the TVA Board approved the detign of Watts Bar Unit 2 construction, which wadtéé in 1985. Preliminary completion project
activities began at Watts Bar Unit 2 in October 200 VA is now engaged in unrestricted constructictivdies, and the project is scheduled to be catgal in CY 2012.

TVA is developing options for future nuclear genienatat its Bellefonte site. In October 2007, TVAmitted a Combined Construction and Operating Lieens
Application to the NRC for two new Advanced PassiveQl@actors to be located at the Bellefonte sitedmsignated as Bellefonte Units 3 and 4. TVA's ajaion was
being supported, in part, by NuStart, an industnysortium comprised of 10 utilities and two reastendors whose purpose is to satisfactorily demmatesthe new NRC
licensing process for new nuclear plants. The Beile Combined Construction and Operating Licenspliéation is one of several Advanced Passive 1@@0dardized
plant applications, and other applicants have anoed construction schedules that call for theerige reviews to be completed prior to Bellefonté&sa result, NuStart,
with TVA’s agreement, has transitioned its refereplest to the Combined Construction and Operatinghse Application of another utility. On Septemb@r2010, TVA
notified the NRC that the recently completed Finap@emental Environmental Impact Statement hadrehébed that completion of the partially construcBellefonte Unit
1 is the preferred alternative for near-term add#i generating capacity at the Bellefonte sitensequently, with the exception of the ongoingewavof hydrology-related
portions of the application, TVA requested that theO\ffer review of the Bellefonte Units 3 and 4 Camelli Construction and Operating License Applicafiending a
final decision by the TVA Board regarding new gerieratapacity at the Bellefonte site. Contentioagehbeen filed with respect to the Bellefonte CarediConstruction
and Operating License Application. See Note 2Qegal Proceedings— Administrative Proceedings Regarding Bellefontet&)Biand 4.

As another option, TVA asked the NRC in August 200€etnstate the construction permits for its twoinished nuclear units at the Bellefonte site. Cerdh 9,
2009, the NRC issued an order reinstating the coctstn permits for Bellefonte Units 1 and 2. Follagicompletion of more detailed feasibility studies,August 20,
2010, the TVA Board of Directors approved the expemdibf $248 million for additional engineering, s and licensing activities, as well as the preauent of long
lead-time components for the partially completel@ehte Unit 1. This action, however, does not mE"A can recommence construction of these units, and provssfor
the termination of procurement contracts have lpegiin place should TVA decide not to re-commencestrotion. TVA requested in October 2010 to exttred
expiration date of the Bellefonte construction piefram October 2011 to October 2020. Furtheracty the NRC, reviews by TVA, and final approvaltbg TVA Board
are required before construction activities canmes See Note 20 -Legal Proceedings— Administrative Proceedings Regarding Bellefontetf/fiiand 2.

Combined Cycle Seven States, through its subsidiary SSSL hased an undivided 90 percent interest from TVA thrae-unit, 792-MW summer net capability
combined cycle combustion turbine facility in Sautbn, Mississippi. SSSL paid TVA approximately $#@0ion for its interest in the facility. SSSL afdd/A have
entered into a lease under which TVA leases SSSL'wided 90 percent interest in the facility and aes the entire facility through April 23, 2013. rfadditional details,
see Note 12 .
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On September 28, 2010, the Lagoon Creek Combinete @aaility began commercial operations with a sumnegt capability of approximately 550 MW. The gas-

fired combined cycle plant consists of two combustigrbines that supply steam to a single steanirterb

On June 4, 2009, the TVA Board approved deferrintageupgrades planned for TVA's Gleason Combustiorbihe Facility and the newly planned New
Caledonia Combustion Turbine Facility in order tmstruct the John Sevier Combined Cycle Facilityantheast Tennessee, using, in part, funds atdicequipment
originally allocated for the deferred projects. A¥xpects to complete the combined cycle portiotheffacility by mid-CY 2012. The completed faciliyexpected to add
approximately 880 MW of summer net capability te VA system at a cost of approximately $820 milligkt its August 2010 board meeting, the TVA Boaaticelled th
upgrades to Gleason, and the Gleason-specific costssubsequently charged to operating and maintenexmense.

Buildings

On February 8, 2008, TVA finalized an agreement telpase the portion of TVA's Chattanooga Office CompteChattanooga, Tennessee, leased from
Chattanooga Valley Associates (with the exceptioklohteagle Place, which includes approximately 189 ,8quare feet) upon the expiration of the exisiéage term on
January 1, 2011. The purchase price is $22 mjlji@ayable on January 3, 2011. On May 18, 2009, TiWa@ized an agreement to purchase the MonteagleeRbortion of
the Chattanooga Office Complex upon the expiratiothe existing lease term on October 1, 2012. Turehmse price is $8 million. TVA paid $2 million @ctober 1,
2009, and $2 million on October 1, 2010, and wilf pa additional $2 million for each of the next tyears (2011-2012) to satisfy its purchase pricernidment. As a
result of these transactions, the capital leadditiaand the property, plant, and equipment actdar capital leases were adjusted in accordandetiv applicable
accounting guidance related to leased assets @ty a lessee during the term of a lease.

20. Commitments and Contingencies
Commitments
As of September 30, 2010, the amounts of contracagi commitments maturing in each of the nextyi@rs and beyond are shown below:

Commitments and Contingencies
Payments due in the year ending September 30

2011 2012 2013 2014 2015 Thereaftel Total

Debt $ 1,03 3 152: $ 2,306 % 32 % 1,03z $ 17,69¢ $ 23,62¢)
Lease obligation

Capital 53 5 — — — 2 60

Nor-cancelable operatir 49 41 39 28 25 171 352
Purchase obligatior

Power 27¢ 25€ 197 18¢ 23€ 4,304 5,45¢

Fuel 1,95¢ 1,36( 1,174 86t 82t 1,71z 7,892

Other 85 11€ jiklke 122 55 312 80€
Payments on other financings 13E 13€ 48¢ 10C 104 713 1,67¢

Total $ 358t $ 343¢ % 431¢  $ 133 $ 2,27¢  $ 24911 $ 39,87:

Note

(1) Does not include noncash items of foreign quryevaluation loss of $14 million and net discoantsale of Bonds of $216 millio

In addition to the cash requirements above, TVAdwmdractual obligations in the form of revenue disus related to energy prepayments. See NoteEhergy
Prepayment Obligation:

Energy Prepayment Obligations
Payments Due in the Year Ending September 30

2011 2012 2013 2014 2015 Thereaftel Total
Energy prepayment obligations $ 105 $ 108 $ 102 $ 10 $ 10C $ 31C $ 822

Debt. At September 30, 2010, TVA had outstanding discootesiof $27 million and lonterm debt (including current maturities) at varymaturities and intere
rates of $23.4 billion for total outstanding indediness of $23.4 billion. See Note 11.

Leases TVA leases certain property, plant, and equiprieadier agreements with terms ranging from one tpe20s. Of the total obligations for TVA's capital
leases, $4 million represents the cost of financiigA'’s rental expense for operating leases wasrliiion in 2010, $62 million in 2009, and $63 nilh in 2008.
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Power Purchase ObligationsTVA has contracted with various independent powedpcers and power distributor customers for additi@apability to be made

available to TVA. In total, these agreements pre\Bdl20 MW of summer net capability and 29 MW gfataility from renewable resources that are not igeetliin the
determination of summer net capability. The renmgrierms of the agreements range from one to 2#syeThese qualify as normal purchases and narahed contracts
under GAAP and are thus not accounted for as derastiThe total financial commitment for these menewable power supply contracts is approximatels $8lion, and
the total financial commitment for these renewalde@r supply contracts is approximately $71 milliofvVA spent $504 million, $370 million, and $491 ot under
power purchase agreements during 2010, 2009, arf] B&pectively. Costs under TVE\power purchase agreements are included in thensgats of Operations for 201
2009, and 2008 asJEL AND PURCHASEDPOWEREXpense and are expensed as incurred.

Under federal law, TVA is obligated to purchase pofr@mn qualifying facilities, cogenerators, and snpadlver producers. At September 30, 2010, there was a
combined qualifying capacity of 919 MW, from sedfferent suppliers, from which TVA purchased power emithis law. TVAS obligations to purchase power from th
qualifying facilities are not included in the Comiments and Contingencies table.

TVA, along with others, contracted with the SoutheasfPower Administration (“SEPA”) to obtain powerrfreight U.S. Army Corps of Engineers hydroelectric
facilities on the Cumberland River system. Theeagrent with SEPA can be terminated upon three yratie, but this notice of termination may not beaeoeffective
prior to June 30, 2017. The contract requires SEPgrovide TVA an annual minimum of 1,500 hours ofyer for each megawatt of TVA’s 405 MW allocation, aaid
surplus power from the Cumberland River systemcaBee hydroelectric production has been reductdoadf the hydroelectric facilities on the CumbedaRiver system
and because of reductions in the summer streamdiothie Cumberland River, SEPA declared “force maean February 25, 2007. SEPA then instituted asrgency
operating plan that, among other things, elimin&E®A’s obligation to provide TVA and other affectdstomers with a minimum amount of power. It isleachow long
the emergency operating plan will remain in efféE¥/A’s obligations under its contract with SEPA a included in the Commitments and Contingencibteta

Fuel Purchase ObligationsTVA has approximately $4.7 billion in long-term fyslrchase commitments ranging in terms of up tyelks primarily for the
purchase and transportation of coal. TVA also hasagmately $3.2 billion of long-term commitmentnging in terms of up to 10 years for the purclesenriched
uranium and fabrication of nuclear fuel assemblies.

Other Obligations. Other obligations of $806 million consist of contsaas of September 30, 2010, for goods and serpitsirily related to capital projects as
well as other major recurring operating costs.

Contingencies

Nuclear Insurance The PriceAnderson Act provides a layered framework of pratecto compensate for losses arising from a nuagant. For the first layer,
NRC nuclear plant licensees, including TVA, purch&3@5 million of nuclear liability insurance from Amean Nuclear Insurers for each plant with an opege
license. Funds for the second layer, the Secorféiagncial Program, would come from an assessmeuy 6 $112 million from the licensees of eachhef 104 NRC
licensed reactors in the United States. The assedgdor any nuclear accident would be limited to $diBion per year per unit. American Nuclear Ingsreinder a contract
with the NRC, administers the Secondary Financiajfrm. With its six licensed units, TVA could be rizqd to pay a maximum of $671 million per nuclezident, but i
would have to pay no more than $105 million perdeait in any one year. When the contributions efrthclear plant licensees are added to the inseiamceeds of $375
million, over $12 billion, including a five percestircharge for legal expenses, would be availableder the Price-Anderson Act, if the first two layare exhausted, the
U.S. Congress is required to take action to proaiftitional funds to cover the additional losses.

TVA carries property, decommissioning, and decontation insurance of $4.6 billion for its licensasthear plants, with up to $2.1 billion available fotoss at
any one site, to cover the cost of stabilizingharting down a reactor after an accident. Somthisfinsurance, which is purchased from Nuclear ttesurance Limited
(“NEIL"), may require the payment of retrospectivemiums up to a maximum of approximately $74 milio

TVA purchases accidental outage (business inteompihsurance for TVA's nuclear sites from NEIL. the event that an accident covered by this pdlikes a
nuclear unit offline or keeps a nuclear unit oiiNEIL will pay TVA, after a waiting period, an inaaity (a set dollar amount per week) up to a maxiniademnity of
$490 million per unit. This insurance policy mayuire the payment of retrospective premiums uprmaximum of approximately $31 million.

Decommissioning CostsTVA recognizes legal obligations associated withftliare retirement of certain tangible long-livedets related primarily to fossil-fired
generating plants and nuclear generating plantiraejectric generating plants/dams, transmissiarcgires, and other property-related assets.
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Nuclear. Provision for decommissioning costs of nuclgamerating units is based on options prescribedR§ procedures to dismantle and decontaminate the
facilities to meet NRC criteria for license termioat At September 30, 2010, the present value uBdexP of the estimated future decommissioning co109 billion
was included in AR@ The actual decommissioning costs may vary fileenderived estimates because of, among othershagnges in current assumptions, such as the
assumed dates of decommissioning, changes in tegukequirements, changes in technology, and aemimgthe cost of labor, materials, and equipmelilities that own
and operate nuclear plants are required to usereiff procedures in calculating nuclear decommmssipcosts under GAAP than those that are used auleging nuclear
decommissioning costs when reporting to the NRC. thoesets of procedures produce different estimiatethe costs of decommissioning primarily becaofstne
difference in the discount rates used to calcutaeresent value of decommissioning costs.

TVA maintains a NDT to provide funding for the ultitradecommissioning of its nuclear power plantse Balance as of September 30, 2010, was lesshban t
present value of the estimated future nuclear detissioning costs under the NRC methodology and u@@eAP. TVA monitors the monetary value of its NDT and
believes that, over the long term and before cessaf nuclear plant operations and commencemedeodmmissioning activities, adequate funds fromestments will be
available to support decommissioning. TVA’s nucleawer units are currently authorized to operatd 80202036, depending on the unit. It may be possiblextend th
operating life of some of the units with approvainfrthe NRC. See Note 7 Nuclear Decommissioning Costed Note 10 .

Non-Nuclear Decommissioning The present value of the estimated future naciear decommissioning cost was $1.0 billion at S&speer 30, 2010. This
decommissioning cost estimate involves estimatiegamount and timing of future expenditures andingaidgments concerning whether or not such castsansidered
legal obligation. Estimating the amount and timaiduture expenditures includes, among other thimgaking projections of the timing and durationttef asset retirement
process and how costs will escalate with inflatiohe &ctual decommissioning costs may vary from #réeved estimates because of changes in currentn@éisns, such as
the assumed dates of decommissioning, changeguiatery requirements, changes in technology, d&@hges in the cost of labor, materials, and equipme

TVA maintains an ART to provide funding for the oitite decommissioning of its power assets. Estiniatedved in determining if additional funding witle
made to the ART include inflation rate and rateetfirn projections on the fund investments. See NetNon-Nuclear Decommissioning Cosisd Note 10 .

Environmental MattersTVA’s power generation activities, like those acrtiss utility industry and in other industrial sestpare subject to most federal, state, and
local environmental laws and regulations. Maja@aarof regulation affecting TVA's activities includi quality control, water quality control, and nagement and disposal
of solid and hazardous wastes. In the future,lagigms in all of these areas are expected to beaowre stringent and to apply to new emissions aodtss, with a
particular emphasis on climate change, renewablergéan, and energy efficiency.

TVA has incurred, and expects to continue to insubstantial capital and operating and maintenaosts ¢co comply with evolving environmental requirernse
primarily associated with, but not limited to, theeoation of TVA'’s coal-fired generating units. stuirtually certain that environmental requiremepiteced on the operation
of TVA's coal-fired and other generating units witintinue to become more restrictive and potegtegbply to new emissions and sources. Litigatieer@missions from
coalfired generating units is also occurring, includiitiggation against TVA. Failure to comply with énenmental and safety laws can result in being sulteenforcemel
actions which can lead to the imposition of siggdfit civil liability, including fines and penaltiesriminal sanctions, and/or the shutting down af+tompliant facilities

From 1977 to 2010, TVA spent approximately $5.3dmillto reduce emissions from its power plants, idicig $58 million, $172 million, and $274 million 2010,
2009, and 2008, respectively. TVA estimates thatgl@nce with future Clean Air Act (“CAA”) requireme(excluding greenhouse gas (“GHG”) requirements)cttead
to additional costs of $3.8 billion in the decadginning in 2011. There could be additional matewsts if reductions of GHGs, including carbonxitie (“CO,"), are
mandated under the CAA or by legislation, or if fietlegislative, regulatory, or judicial actionsde® more stringent emission reduction requiremésrtsonventional
pollutants. These costs cannot reasonably beqtegidat this time because of the uncertainty of atential actions.

Liability for releases and cleanup of hazardoustarires is primarily regulated by the federal CERCAnd other federal and parallel state statutkes manner
similar to many other industries and power systéiwg} has generated or used hazardous substancethevgears.

TVA is aware of alleged hazardous-substance reledseksnonfVA areas for which it may have some liability. T\has reached agreements with EPA to sett
liability at two of these non-TVA areas for a totéless than $23,000. There is little or no knowidence that TVA contributed any significant quantf hazardous
substances to six of the non-TVA areas, and thesdban no recent assertion of potential TVA liabiliyfive of these six areas. There is evideneg¢ TW/A sent some
materials to the remaining three non-TVA sites:[Mawid Witherspoon site in Knoxville, Tennessee,\ti&rd Transformer site in Raleigh, North Carolinad #me General
Waste Products site in Evansville, Indiana.
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David Witherspoon Site The David Witherspoon site was contaminated vétlianuclides, polychlorinated biphenyls (“PCBshdametals. DOE admitted to
being the main contributor of materials to the aitel cleaned the site up at a reported cost oft@&fumillion. DOE asked TVA to “cooperate” in coraphg the cleanup,
but TVA believes it sent only a relatively small ambof equipment and that none of it was radioactiV¥’A therefore believes its liability for these afeup costs is limitec

Ward Transformer Site The Ward Transformer site in Raleigh, North Camliis contaminated by PCBs from electrical equipmédinere is documentation
showing that TVA sent a limited amount of electrieglipment containing PCBs to the site in 1974. Aking group of potentially responsible parties (tfR&P Work
Group”) is cleaning up on-site contamination in adamce with an agreement with EPA. The cleanup tdffas been divided into four areas: two phasesibtisanup;
cleanup of off-site contamination in the downstredrainage basin; and supplemental groundwater retieaial he cost estimate for the first phase of deianup is
approximately $55 million. The cost estimate foe second phase of soil cleanup is $10 milliortintzges for cleanup of off-site contamination ie tiownstream drainage
basin range from $6 million to $25 million. Thexee no reliable estimates for the supplementalrgtanater remediation phase. On April 30, 2009, tR€ BVork Group
filed an amended complaint in federal court aggposéntially responsible parties who had not yetestincluding TVA, regarding the two phases of steanup. TVA
settled this lawsuit and its potential liability fitve two phases of soil cleanup for $300,000 andkas dismissed as a party. Although the settlemitim respect to the fir
two phases does not prohibit TVA from having lidliin connection with the other two phases or anynatresource damages, the U.S. Department of 8ustattempting
to negotiate a government-wide settlement of th#liig of all federal agencies (including TVA) foteanup of offsite contamination in the downstreaairtige basin and
the investigative portion of the supplemental gidwater remediation.

General Waste Products SiteGeneral Waste Products, located in Evansville, maliaperated scrap metal salvage yards from th@s1@3il 1998 that contain
contamination from lead batteries and PCB transéosm The original defendants in a CERCLA actiontler sites have filed a third-party complaint ie th.S. District
Court for the Southern District of Indiana agaifi®tA and others seeking cost contribution for cleantithe yards. There is evidence that TVA sentpsonatal to General
Waste Products, but TVA has not found any recordedting that it sent batteries or PCB equipmé@unsel for the original plaintiffs has informed T\fiat the first yard
has been cleaned up at a cost of approximatelyr#Blidn, and cleanup estimates for the second yange from $2 million to $7 million. TVA settletd claims against it
for a minimal amount and was dismissed from the casSeptember 8, 2010. TVA did not admit to aalility for the site contamination as part of tle¢tlement.

TVA Sites. TVA operations at some TVA facilities have resultedil spills and other contamination that TVA is eslking. As of September 30, 2010, TVA’s
estimated liability for cleanup and similar envinoental work for those sites for which sufficient infation is available to develop a cost estimatar(@rily the TVA sites)
is approximately $23 million on a non-discountediband is included in @ER LIABILITIES on the Balance Sheet.

Legal Proceedings

From time to time, TVA is a party to or otherwiseahxed in lawsuits, claims, proceedings, investigaicand other legal matters (“Legal Proceedinds) have
arisen in the ordinary course of conducting TVACities, as a result of a catastrophic eventtbeawise. TVA had accrued approximately $14 milleovd $16 million
with respect to Legal Proceedings as of Septemhe2@®®, and September 30, 2009, respectively. Tatdgnized $2 million, $1 million, and $20 milliofh éxpense in
2010, 2009, and 2008, respectively, by increasaoguals related to Legal Proceedings. No assureartée given that TVA will not be subject to sigrafit additional
claims and liabilities. If actual liabilities sigitantly exceed the estimates made, TVA's resoftsperations, liquidity, and financial conditioowdd be materially adversely
affected.

Legal Proceedings Related to Kingston Ash Sp8ixty lawsuits based on the Kingston ash spilehiaeen filed in the United States District Courttfee Eastern
District of Tennessee. Five of those actions haentvoluntarily dismissed. The lawsuits, filed bgidents, businesses, and property owners in thesi¢ingrea, allege
various causes of action in tort — including nucsgrstrict liability, personal injury, and propedgmage — as well as inverse condemnation, andajsneeek unspecified
compensatory and punitive damages, court ordestesm up the plaintiffs’ properties and surroundimgperties, and other relief. Five of the lawsaits proposed class
actions, and three of these have been consolidated. is the sole defendant in all actions excephi& unconsolidated class actions, in which Geosy@tetsultants, Inc.,
and Worley Parsons Corporation are also defend@msMarch 26, 2010, the court issued its decisiofTVA’'s motions to dismiss the first seven cases had been filed —
the proposed class actions and three other cdséofi behalf of named individuals. In those cagescourt dismissed (1) the tort claims relate@VA’s decisions to buil
and operate the ash pond and TVA's recovery anédé@tion activities, (2) the plaintiffs’ demands fiunitive damages, and (3) the plaintiffs’ demafodsa jury trial. The
court denied TVA’s motions with regard to plaintiftert claims concerning TVA's maintenance and uplafepe ash pond, along with the inverse conderonatiaims
raised by certain plaintiffs. The court has schedlthe first seven filed cases for trial beginnimgSeptember 13, 2011.
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TVA has received several notices of intent to suenvarious environmental statutes from both irdiigils and environmental groups. In addition, TVA ha

received substantial other claims from individuaisi companies allegedly affected by the ash gpitl, may receive additional claims.

Civil Penalty for the Kingston Ash SpillOn June 14, 2010, TDEC issued a civil penalty mofleapproximately $12 million to TVA for the Kingst ash spill, citing
violations of the Tennessee Solid Waste DisposabAdtthe Tennessee Water Quality Control Act. Of &million, TVA has already satisfied $6 million e
obligation and may also be credited up to $2 milfior performing environmental projects approvedl®EC. The remaining obligation will be paid in taments through
July 2012.

Case Brought by North Carolina Alleging Public Narise. On January 30, 2006, North Carolina filed sudiagt TVA in the United States District Court for the
Western District of North Carolina, alleging thatA’s operation of its coal-fired power plants in Teissee, Alabama, and Kentucky constitutes a pubigance. On
January 13, 2009, the court held that emissioma Ball Run Fossil Plant (“Bull Run”), Kingston, addhn Sevier Fossil Plant (“John Sevier”), locatede€nnessee, and
Widows Creek, located in Alabama, constitute a jgulilisance.

The court issued an order that required TVA to ojeeeaisting flue gas scrubbers and selective ditalyduction systems (“SCRs”") at the units thatehthem, add
scrubbers and SCRs by certain dates at the uaitsithnot have them, and meet specified emissies snd annual tonnage caps for Ndid SO, after the applicable

operation dates for the scrubbers.

TVA had already made capital expenditure commitmantiecrease emissions from some of the facilibesthe court ordered significant additional invesnts
and in some instances compliance within a time éréimat was shorter than TVA had planned.

TVA appealed the decision to the United States Cafuippeals for the Fourth Circuit (“Fourth Circitwhich on July 26, 2010, reversed the holding ofdisérict
court and directed the district court to dismigs dlation against TVA. In its decision, the Fouritcdit held that (1) state laws, including nuisatess, could not be used to
bypass the regulatory structure established by @ssgand EPA for controlling emissions; (2) therdistourt improperly applied North Carolina lawgower plants locate
in Alabama and Tennessee; and (3) the plant opesaitivAlabama and Tennessee could not be consideisances because both states had specificallpegpthese
operations. North Carolina requestecearbanaehearing, but the Fourth Circuit denied this resjoe September 21, 2010. The district court dised the case with
prejudice on October 1, 2010.

Case Involving Alleged Violations of the New SolRegiew Regulations at Bull RunThe National Parks Conservation Association aedSikrra Club filed suit
against TVA on February 13, 2001, in the United éddistrict Court for the Eastern District of Tenresslleging that TVA did not comply with the New SaReview
(“NSR”) requirements of the CAA when TVA repaired BRIln. On March 31, 2010, the court ruled in T¥¢Aavor, holding that two maintenance projects dt Bun were
“routine” and therefore did not require NSR permifhe plaintiffs appealed this decision to thetdaiStates Court of Appeals for the Sixth Circuit.

Case Involving Tennessee Valley Authority Retirér8gstem On March 5, 2010, eight current and former pgodicts in and beneficiaries of the TVARS filed suit
in the United States District Court for the Middlésict of Tennessee against the six then-currearnbers of the TVARS Board. The lawsuit challengedtVARS
Board’s decision to suspend the TVA contributionuisgments for 2010 through 2013, and to amend ¥&RS Rules and Regulations to (1) reduce the caiculdor
COLA benefits for CY 2010 through CY 2013, (2) redtioe interest crediting rate for the fixed fund @aats, and (3) increase the eligibility age to nee€OLAs from age
55 to 60. The plaintiffs allege that these activintated the TVARS Board members’ fiduciary dutieshe plaintiffs (and the purported class) andplaintiffs’ contractual
rights, among other claims. The plaintiffs sougimiong other things, unspecified damages, an didesting the TVARS Board to rescind the amendmentd,the
appointment of a seventh TVARS Board membéfive of the six individual defendants filed motidnsdismiss the lawsuit, while the remaining defendiéed an answer i
the complaint. On July 28, 2010, TVA moved to in&e in the suit in the event it was not dismiss@d. September 7, 2010, the district court dismisBedreach of
fiduciary duty claim against the directors withoutjpdice, allowing the plaintiffs to file an amendesmmplaint within 14 days against TVARS and TVA but tiee
individual directors. The plaintiffs previously dhaoluntarily withdrawn their constitutional claine) the court also dismissed those claims witheejudice. The court
dismissed with prejudice the plaintiffs’ claims fareach of contract, violation of the Internal Rewe Code, and appointment of a seventh TVARS Boant iner.

On September 21, 2010, the plaintiffs filed an aneencbmplaint against TVARS and TVA. The plaintiffeegt, among other things, violations of their due

process, equal protection , and property righteutite United States Constitution, violations of Atninistrative Procedure Act, and breach of stajuthuties owed to the
plaintiffs. They seek a declaratory judgment apgropriate relief for the alleged statutory andstibutional violations and breaches of duty.
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Case Arising out of Hurricane Katrina In April 2006, TVA was added as a defendant ¢taas action lawsuit brought in the United StatesrBis€ourt for the

Southern District of Mississippi by 14 Mississippsidents allegedly injured by Hurricane KatrindhePlaintiffs sued seven large oil companies andilacompany trade
association, three large chemical companies amgmical trade association, and 31 large compamiggvied in the mining and/or burning of coal, aitegthat the
defendants’ greenhouse gas emissions contributgldlbal warming and were a proximate and directeafsdurricane Katrina’'s increased destructive fortae plaintiffs
seek monetary damages among other relief. Theatlisburt dismissed the case for lack of standifige plaintiffs appealed the dismissal to the ethiBtates Court of
Appeals for the Fifth Circuit (“Fifth Circuit”) whichin October 2009, reversed the dismissal of thdipahd private nuisance, trespass, and negligelaas, affirmed the
dismissal of the unjust enrichment, fraudulent epsesentation, and civil conspiracy claims, andamed the case to the district court for furthecpedings. TVA and the
other defendants filed a petition seeking a reheéby the entire Fifth Circuit, which the Fifth Qiitgranted. However, on April 30, 2010, the Fiitlicuit issued an order
stating that it lost the necessary quorum to retteaappeal and, on May 28, 2010, the court detexthihat it had no viable way to rehear the casevacated its original
decision . As a result, the district court’s dissail was reinstated. On August 26, 2010, the plstErved a petition to the U.S. Supreme Courafoorder requiring the
Fifth Circuit to rehear the case.

Global Warming Cases, Southern District of New Y.or®n July 21, 2004, two lawsuits were filed in t@ited States District Court for the Southern Distot
New York against TVA and other companies that gengraseer from foss-fuel electric generating facilities alleging tliadbal warming is a public nuisance and that £O
emissions from fossil-fuel electric generating fities should be ordered abated because they baoterio causing the nuisance. The first case ikably various states
(California, Connecticut, lowa, New Jersey, New YorkpRe Island, Vermont, and Wisconsin) and the ClitMew York against TVA and other power suppliers. The
second case, which also alleges private nuisareefiled against the same defendants by Open Spstiteite, Inc., Open Space Conservancy, Inc.,thadAudubon Socie
of New Hampshire. The plaintiffs seek a court omégpuiring each defendant to cap its @@nissions and then reduce these emissions by @ecifisd percentage each
year for at least a decade. In September 200%lisiict court dismissed both lawsuits because theed political questions that should not be diegtiby the courts. The
plaintiffs appealed to the United States Court opéads for the Second Circuit (“Second Circuit”). September 21, 2009, the Second Circuit reversedititrict court’s
decision and remanded the cases to the distriet fmufurther proceedings. On November 5, 2009, TAfA the other defendants filed a petition seekirghaaring by the
entire Second Circuit, which petition was deniedwarch 5, 2010. Thereafter, the Second Circuibgrd defendants’ motions to stay the order to rehpemding the filing
of petitions for review by the U.S. Supreme Colrhe defendants other than TVA have filed a petifareview by the Supreme Court and the Solicitor &ah on TVA’s
behalf, has filed a brief in support of the petitio

Case Involving the General Waste Products SitesJuly 2008, a thirgharty complaint under CERCLA was filed against TVAtie District Court for the Southe
District of Indiana, alleging that TVA and severahet defendants disposed, or arranged the disprfdadzardous materials at two General Waste Proditetsin
Evansville, Indiana. This action was brought by@ug of potentially responsible parties in orderaquire the third-party defendants to contriboteotr pay for, the
remediation of the sites. As of September 30, 2€Hdtotal remediation cost for both sites was etqabto exceed $10 million. The court has appiersettlement
agreement among TVA and the third-party plaintidfisd all claims against TVA have been dismissed.

Administrative Proceedings Regarding BellefonteldarcPlant Units 1 and 2 On March 9, 2009, in response to a request by TRANRC issued an order
reinstating the construction permits for BellefoNtgclear Plant (“Bellefonte”) Units 1 and 2 and reing Bellefonte to a terminated status. On May®®<® the Blue Ridge
Environmental Defense League (“BREDL"), the Bella®E&fficiency and Sustainability Team (“BEST"), atiet Southern Alliance for Clean Energy (“SACE”) dila
petition to intervene in the NRC construction perpniéiceeding, raising several contentions regareigstatement of the construction permits. Holdmgr other
contentions in abeyance, the NRC directed BREDL, BER\CE, TVA, and NRC staff to submit briefs addregsirthether the NRC has the statutory authority tostate
the construction permits. On January 7, 2010NR€ issued a decision holding that the NRC has lagtority to reinstate the construction permitsirdssing the first tw
contentions submitted by BREDL, BEST, and SACE. MR referred the remainder of the contentions tétmmic Safety and Licensing Board (“ASLB”) for finer
proceedings. On April 2, 2010, the ASLB found thatHR. and SACE failed to proffer an admissible contamtand dismissed their hearing petition. On Apéi| 2010,
BREDL and SACE filed a motion for additional timeftle an appeal of the ASLB’s April 2, 2010 deoisiand also filed the appeal itself. On April 301Q, TVA filed its
answer opposing the motion for additional time aledifa brief in opposition to the appeal. On Sefiten?9, 2010, the NRC issued an order denying theomby BREDL
and SACE for additional time and denying their apjd the ASLB dismissal. This determination ertus proceeding before the NRC with regard to thestatement of th
construction permits.

On March 30, 2009, BREDL filed a petition in the nitStates Court of Appeals for the District of ColiemBircuit (“D.C. Circuit”) challenging the NRC’s
authority to reinstate the construction permits alheging that the NRC failed to follow the requirembs of the National Environmental Policy Act (“NEPA'Pn May 6,
2009, the D.C. Circuit granted TVA’s motion to intene in this proceeding. On June 11, 2009, the Dituit issued an order holding the case in abegagending further
order of the court. On March 8, 2010, BREDL filedezond petition in the D.C. Circuit, again chalieggNRC'’s compliance with NEPA and the NRC'’s authotity
reinstate the construction permits. TVA was gramtésfvenor status in this case as well, and reqdesiat the court dismiss this second petition.J@p 26, 2010, the D.(
Circuit issued an order consolidating the two BREDL
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petitions and continuing the stay of the case.ept&mber 29, 2010 decision by the NRC denying BRERIppeal terminated the administrative proceediegarding

reinstatement of the of the construction permih Nvember 5, 2010, the D.C. Circuit Court issued@er returning the two cases to the court’s aatiocket and
establishing a briefing schedule beginning in Janaad ending in April 2011.

Administrative Proceedings Regarding BellefontettJ8iand 4 TVA submitted its Combined Construction and OpegaLicense Application for two Advanced
Passive 1000 reactors at Bellefonte Units 3 andtdgdNRC in October 2007. On June 6, 2008, BESTEBR and SACE submitted to the NRC a joint petition fo
intervention and a request for a hearing. Thdipatraised 20 potential contentions with respedt¥@\'s Combined Construction and Operating LicensglWgation. The
ASLB denied standing to BEST and admitted four ef20 contentions submitted by BREDL and SACE. The NR& reversed the ASLB’s decision to admit twahef
four contentions, leaving only two contentions (whicvolve questions about the estimated costseohtw nuclear plant and the impact of the faciligpgrations, in
particular the plant intake, on aquatic ecologybeditigated in a future hearing. No hearing wake place until the NRC issues a final Environmieimi@act Statement and
final Safety Evaluation Report for the units. Qepfmber 29, 2010, TVA notified the NRC that theerdty completed Final Supplemental Environmentgbdst Statement
had determined that completion of the partiallystarcted Bellefonte Unit 1 is the preferred alterreafor near-term additional generating capacitthatBellefonte
site. Consequently, with the exception of the ongaeview of hydrology - related portions of the iqation, TVA requested that the NRC defer reviewrsf Bellefonte
Units 3 and 4 Combined Construction and Operatingrise Application pending a final decision of the TVéaBd regarding new generation capacity at the Beitef
site. If the NRC grants TVA's request, completidrite final Environmental Impact Statement and Ifidafety Evaluation Report for Bellefonte Units 3lahwould be
delayed, which in turn would delay completion of Bellefonte Units 3 and 4 administrative proceedingkerefore, completion of the Bellefonte Unitsrigi &
administrative proceedings is also delayed .

Administrative Proceedings Regarding Watts Bar HacPlant Unit 2. On July 13, 2009, SACE, the Tennessee Envirorah@uuncil, the Sierra Club, We the
People, and BREDL filed a request for a hearingetdion to intervene in the NRC administrative ggss reviewing TVA's application for an operatingelise for Watts
Bar Unit 2. The petitioners raised seven contasti@lated to TVA'’s environmental review of the petjand the NRC's basis for confidence in the alditg of safe
storage options for spent nuclear fuel. On NoveriBe2009, the ASLB granted SACE’s request for hepr@mitted two of SACE’s seven contentions for imegrand
denied the request for hearing submitted on beffdlfe other four petitioners. On March 26, 20th@, NRC affirmed the ASLB'’s decision denying theeasthetitioners the
opportunity to participate. After providing additial information to the NRC on April 9, 2010, whiatidressed one of the two admitted contentions, T\binsttied a
motion asking the ASLB to dismiss the contentioma®t. The motion was unopposed by SACE and on 2u2e10, the ASLB granted TVA'’s motion to dismike t
contention. A hearing on the remaining contenitoscheduled to take place between July and Septe2@til. SACE has also asked the ASLB to waive the'8IRC
longstanding regulations establishing that, forghgposes of NEPA, need for power and alternativeggmsource issues will not be considered in opegdiaense
proceedings. On June 29, 2010, the ASLB denied¢hjisest and declined to refer the waiver petitithe NRC for consideration. Subsequently, on 16ly2010, SACE
filed a petition for interlocutory review of thiedision with the NRC. TVA filed its answer opposihgstpetition on July 26, 2010. NRC review of thigpaal is pending.

John Sevier Fossil Plant Clean Air Act PermitOn September 20, 2010, the Environmental Intte@rioject and the Tennessee Environmental Cofitezil a
petition with EPA, requesting that the EPA Adminitraobject to the CAA permit issued to TVA for opéoatof John Sevier. Among other things, the pmtigirs allege
that repair, maintenance, or replacement activitiegertaken at John Sevier Unit 3 in 1986 triggénedPrevention of Significant Deterioration (“PSDP&guirements for SO
,and NO, The CAA permit, issued by the TDEC, remains ireefipending the disposition of EPA’s petition.

Paradise Fossil Plant Clean Air Act PermitOn December 21, 2007, the Sierra Club, the Cémtdiological Diversity, Kentucky Heartwood, PrestBarsythe,
and Hilary Lambert filed a petition with EPA raisingjections to the conditions of TVA'’s current CAAmit at Paradise Fossil Plant (“Paradise”). Amotiger things, the
petitioners allege that activities at Paradisegeigd the NSR requirements for N@nd that the monitoring of opacity at Units 1 araf the plant is deficient. In an order
issued in July 2009, EPA agreed that the permiédeto include a proper PSD analysis for Nénission increases as a result physical changes todbe plant’s three main
boilers in 1986, that the permit failed to requidequate monitoring systems for opacity and N@nd that the monitoring of soot emissions from¢bal washing and
handling plant was inadequate. TVA’s permit at Be&is issued by the Kentucky Division for Air Qiyalf*KDAQ"), and if it is changed, it must be changey
KDAQ. In November 2009, KDAQ determined that the actianBaradise had not triggered NSR requirementseisslied the operating permit without includingRNS
compliance milestones. On January 9, 2010, Sidui @etitioned EPA to object to the operating peralieging that KDAQ had failed to properly take imitcount the
PSD requirements for the physical changes made86.1@n May 21, 2010, the Sierra Club filed a lawsaeking to compel EPA to act on the petition. Tteent permit
continues to remain in effect.

Notice of Violation at Widows Creek Unit 70n July 16, 2007, TVA received a Notice of Vidati(“NOV") from EPA alleging, among other violatiorthat TVA
failed to properly maintain ductwork at Widows Credikit 7. TVA repaired the ductwork in 2005. EPA isalissing a potential monetary sanction against
TVA. Additionally, EPA may require TVA to give up ession allowances. On March 5, 2008, TVA and Alabantared into an agreed order in which TVA agreed to pa
the state $100,000 .
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Kingston NPDES Permit Appeal The Sierra Club has challenged the Nationalfait Discharge Elimination System (“NPDES”) perragiied by Tennessee for

the scrubber-gypsum pond discharge at Kingstons iSithe second such challenge nationally. Iritewidto its allegation that Tennessee violatedGesan Water Act by
failing to set specific limits on certain toxic digrges, the Sierra Club alleges that no dischdrgesthe pond infrastructure should be allowedause zero-discharge
scrubbers exist. TDEC is the defendant in the ehgh, and TVA has intervened in support of TDEC’sgies to issue the permit. The matter is set fbearing before the
Tennessee Water Quality Board in February 20The other similar challenge involves an Alleghemyver NPDES permit for its scrubber discharge atraBgvania
plant.

Information Request from EPA On April 25, 2008, TVA received a request from EAler section 114 of the CAA requesting extensif@rimation about
projects at and the operations of 14 of TVA'’s caadef units. These 14 units are located in Alabageatucky, and Tennessee. TVA has responded todbigest. This
request for information is similar to but broadear section 114 requests that other companiesreae&ved during EPA’s NSR enforcement initiativevVA cannot predict
whether EPA will consider the maintenance, capitgromement, or other activities at these 14 unitsaee violated NSR requirements because of the taicer
interpretation of this program and recent courtslens. If violations are confirmed, TVA could bejtéred to install new clean air control equipmenaddition to the
modifications that have already been completedaned, and TVA could become liable for other paytsen penalties. EPA’s request could be the §tsp in an
administrative proceeding against TVA that could thesult in litigation in the courts.

Employment Proceedings TVA is engaged in various administrative andalggroceedings arising from employment disputelsest matters are governed by
federal law and involve issues typical of those emtered in the ordinary course of business oflayutiThey may include allegations of discrimiratior retaliation
(including retaliation for raising nuclear safetyemvironmental concerns), wrongful terminationd &ailure to pay overtime under the Fair Labor Stads Act. Adverse
outcomes in these proceedings would not normallynaterial to TVA's financial condition, results operations, and cash flows, although it is posditég some outcomes
could require TVA to change how it handles certairspenel matters or operates its plants.

21. Related Parties

TVA is a wholly-owned corporate agency of the fedg@lernment, and because of this relationship, T\&&®nues and expenses are included as part of the
federal budget. TVA's purpose and responsibiliiesan agency are described under the “Other Age€mméetion of the federal budget.

TVA currently receives no appropriations from Corsgrand funds its business using power system reggpaeer financings, and other revenues. TVA is acs
of cash to the federal government. TVA must rep&y ®illion of the Power Program Appropriation Investity and then pay a return on the outstanding balahthis
investment indefinitely. See Note 15 Appropriation Investment.

TVA also has access to a financing arrangementtwéh.S. Treasury pursuant to the TVA Act. TVA andUth8. Treasury entered into a memorandum of
understanding under which the U.S. Treasury praviteA with a $150 million credit facility. This crédacility matures on September 30, 2011, andkjzeeted to be
renewed. Access to this credit facility or othenifar financing arrangements has been availabléta since the 1960s. See Note 11Short-Term Debt.

In the normal course of business, TVA contracts witter federal agencies for sales of electricity ather services. Transactions with agenciesefeberal

government were as follows:

Related Party Transactions
For the years ended, or as of, September 30

2010 2009 2008
Sales of electricity service $ 21t $ 26C $ 22¢
Other revenue — 1 —
Other expense 262 25C 231
Receivable: 26 19 19
Investment: 22t 25 —
Payables 12¢ 13¢ 60
Return on Power Program Appropriation Investn 9 13 20
Repayment of Power Program Appropriation Investr 24 20 20
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22. Unaudited Quarterly Financial Information

A summary of the unaudited quarterly results of apens for the years 2010 and 2009 follows. Thiamiary should be read in conjunction with the autlite
financial statements appearing herein. Result&ferim periods may fluctuate as a result of seabweather conditions, changes in rates, and éélogors.

Unaudited Quarterly Financial Information

2010

First Seconc Third Fourth Total
Operating revenue $ 2,34¢ % 2,62: $ 2581 $ 3,31¢ $ 10,87«
Operating expense 1,87¢ 1,87% 2,07: 2,80¢ 8,63
Operating incomi 471 747 514 51C 2,242
Net income (loss 15C 43C 19¢ 19z 972

2009

First Seconc Third Fourth Total
Operating revenue $ 3,071 $ 2,93: $ 2,566 $ 2,67¢ $ 11,25¢
Operating expense 3,042 2,50¢ 2,42¢ 1,31z 9,28:
Operating incom: 55 43C 141 1,367 1,97:
Net income (loss (305) 13¢ 267 1,06t 72€

The significant change in quarterly net income ign2009 is due to accounting for the Kingston aslh dpuring the first three quarters of 2009, chesdor the
estimate to cleanup the site were recorded as egpdnsring August 2009, the TVA Board approved thatdmount previously expensed is recoverable indutates, and,
thus, the expense was reclassified as a regulassst. See Note 8 .

23. Subsequent Event

In October 2010, TVA and a national bank amended1he billion credit facility that was scheduled tp&e on November 8, 2010, to extend its maturitieda
February 7, 2011.
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Report of Independent Registered Public Accounting Fin

The Board of Directors of Tennessee Valley Authority

We have audited the accompanying balance she@smfessee Valley Authority as of September 30, 20102009, and the related statements of incomaegeisan
proprietary capital, and cash flows for each ofttivee years in the period ended September 30, ZDi0audit also included the financial statemenedaife listed in the
Index at Item 15(a) for the years ended Septembe2@®L0, 2009 and 2008. These financial statensrdschedules are the responsibility of Tennega#ey Authority's
management. Our responsibility is to express ani@pion these financial statements based on outsaudi

We conducted our audits in accordance with thedstais of the Public Company Accounting Oversight Bqlinited States). Those standards require thailareand
perform the audits to obtain reasonable assurdmmet avhether the financial statements are free dérnz misstatement. An audit includes examiningadast basis,
evidence supporting the amounts and disclosurdifinancial statements. An audit also includegssing the accounting principles used and sigmifiestimates made by
management, as well as evaluating the overall fiahstatement presentation. We believe that ouitapdovide a reasonable basis for our opinion.

In our opinion, the financial statements refereatove present fairly, in all material respedts, financial position of Tennessee Valley AuthoatySeptember 30, 2010 ¢
2009 and the consolidated results of its operatmmkits cash flows for each of the three yearkernperiod ended September 30, 2010, in conformitly WiS. generally
accepted accounting principles. Also, in our aminthe related financial statement schedule, whesidered in relation to the basic financial statets¢aken as a whole,
presents fairly in all material respects the infation set forth therein for the years ended Sepéer@®, 2010, 2009 and 2008.

We also have audited, in accordance with the stasdafrthe Public Company Accounting Oversight Bo@Wdited States), Tennessee Valley Authority's irdeoontro
over financial reporting as of September 30, 204&sed on criteria established in Internal Conlintdgrated Framework issued by the Committee ofnSpong
Organizations of the Treadway Commission and ourrtefaded November 19, 2010 expressed an unquatifigdon thereon.

/s/ Ernst & Young LLP

Chattanooga, Tennessee
November 19, 201
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Not Applicable.
ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

TVA’s management, including the President and CEigfcutive Officer and members of the Disclosure @bi@ommittee (including the Chief Financial Officer
and Vice President, Controller and Chief Risk Offjcevaluated the effectiveness of TVA'’s disclosanel controls procedures (as defined in Rule 13a)1mder the
Exchange Act) as of September 30, 2010. Basedis®evhluation, TVA's management, including the Rfest and Chief Executive Officer and members ofiexlosure
Control Committee (including the Chief Financial io#r and Vice President, Controller and Chief Ri¥kicer), concluded that TVA's disclosure controfedgrocedures
were effective as of September 30, 2010, to endatdriformation required to be disclosed by TVAéports that it files or submits under the Exchafgg is recorded,
processed, summarized, and reported, within the pieneds specified in the SEC'’s rules and formsl, ianlude controls and procedures designed to ertsat information
required to be disclosed by TVA in such reports suawlated and communicated to TVA’'s managemenhydieg the President and Chief Executive Officer arembers
of the Disclosure Control Committee (including thieie® Financial Officer and Vice President, Controbed Chief Risk Officer), as appropriate, to allomely decisions
regarding required disclosure.

Internal Control over Financial Reporting
(a) Management’s Annual Report on Internal Control over Financial Reporting

TVA’s management is responsible for establishing mraintaining adequate internal control over finaheporting as defined in Exchange Act Rule 13&)land
required by Section 404 of the Sarbanes-Oxley AMAS internal control over financial reporting isigned to provide reasonable, but not absoluserasce regarding
the reliability of financial reporting and the pesption of financial statements in accordance wéherally accepted accounting principles. Becafitiee inherent
limitations in all control systems, internal consrover financial reporting and systems may nov@né or detect misstatements.

TVA’s management, including the President and CEiefcutive Officer and members of the Disclosure @bi@ommittee (including the Chief Financial Officer
and the Vice President, Controller and Chief Riskd@ff), evaluated the design and effectiveness of "BMidternal control over financial reporting as ep&mber 30, 201!
based on the framework in Internal Control—Integtdfeamework issued by the Committee of Sponsorirgpfirzations of the Treadway Commission, referreaksto
“COSO.” Based on this evaluation, TVA’'s manageneantcluded that TVA's internal control over finanaiaporting was effective as of September 30, 2010 .

Although management’s report on the effectivenesstefnal control over financial reporting was nobgect to attestation by TVA's registered public @aaating
firm, TVA has chosen to obtain such a report. E&¥oung LLP, the registered public accounting fithnat audited the financial statements includedhis Annual Report,
has issued an attestation report on TVA's interpatml over financial reporting. The attestatieport appears below.

(b) Changes in Internal Control over Financial Reporthg

During the quarter ended September 30, 2010 , there no changes in TVA's internal control over fioghreporting that materially affected, or aresa@ably
likely to materially affect, TVA's internal contralver financial reporting.
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Report of Independent Registered Public Accounting Fin
The Board of Directors of Tennessee Valley Authority

We have audited Tennessee Valley Authority’s intecoatrol over financial reporting as of SeptemB@r 2010, based on criteria established in Inte@uadtrol—Integrated
Framework issued by the Committee of Sponsoring Qzgtians of the Treadway Commission (the COSO dalelennessee Valley Authority’s management is
responsible for maintaining effective internal cohbver financial reporting, and for its assesstrdrthe effectiveness of internal control overafitial reporting included in
the accompanying Management’s Annual Report onriateControl Over Financial Reporting. Our respoitigybis to express an opinion on the company’ingl control
over financial reporting based on our audit.

We conducted our audit in accordance with the staisdaf the Public Company Accounting Oversight Blo@inited States). Those standards require that aregid
perform the audit to obtain reasonable assurangetathether effective internal control over finahegporting was maintained in all material respeCtst audit included
obtaining an understanding of internal control dirggincial reporting, assessing the risk that aemialtweakness exists, testing and evaluating tegydeand operating
effectiveness of internal control based on thesseskrisk, and performing such other proceduregeasonsidered necessary in the circumstances. ievbehat our audit
provides a reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonableaas=siregarding the reliability of financial repngiand the preparation
of financial statements for external purposes toatance with generally accepted accounting priesiph company’s internal control over financial@gmg includes those
policies and procedures that (1) pertain to thenteaiance of records that, in reasonable detailrately and fairly reflect the transactions angdstions of the assets of 1
company; (2) provide reasonable assurance thatacsions are recorded as necessary to permit pitépanf financial statements in accordance withegally accepted
accounting principles, and that receipts and exiperes of the company are being made only in acmed with authorizations of management and directoitse company;
and (3) provide reasonable assurance regardingptien or timely detection of unauthorized acqiosit use or disposition of the company’s assetsdabald have a
material effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d¢taisstatements. Also, projections of any evalumatibeffectiveness to
future periods are subject to the risk that costmhy become inadequate because of changes irtioasdor that the degree of compliance with thécies or procedures
may deteriorate.

In our opinion, Tennessee Valley Authority maintainie all material respects, effective internal ttohover financial reporting as of September 3@, based on the
COSO criteria.

We also have audited, in accordance with the stasdzrthe Public Company Accounting Oversight Bo&fdifed States), the balance sheets of Tennesseey/Valtdority

as of September 30, 2010 and 2009, and the red&dézinents of income, changes in proprietary dapita cash flows for each of the three years irpéréod ended
September 30, 2010 and our report dated NovemherQll® expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Chattanooga, Tennessee
November 19, 201
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ITEM 9B. OTHER INFORMATION

Not Applicable.
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PART llI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Directors

TVA is administered by a board of nine part-timembers appointed by the President of the UnitateSwith the advice and consent of the U.S. Serfdte
Chairman of the TVA Board is selected by the membétke TVA Board. The TVA Board is currently compdsof nine directors; however, the term of one dinedvir.
Thrailkill, will expire at the end of the current @gressional session and this position will neeldetdilled by nomination by the President of the ©diStates and
confirmation by the U.S. Senate. In consideringptiédl nominees to the TVA Board, the Presidentldr#l Senate evaluate and consider the appropriatendse
qualifications of each potential nominee to serva director given the mission and purpose of TVA as set forth in the TVA Act. Under the TVA Act, todaible to be
appointed as a member of the TVA Board, an indivilanust be United States citizen; (ii) must hamanagement expertise relative to a large for-poofitonprofit
corporate, government or academic structure;d@nnot be a TVA employee; (iv) must make a full disare to Congress of any investment or other firdnnterest that
the individual holds in the energy industry; anfirfwst affirm support for the objectives and missiof TVA, including being a national leader in teological innovation,
low-cost power, and environmental stewardship. Iriteid the President of the United States, in apiimgnmembers of the TVA Board, must (i) consider rentendations
from other public officials such as the Governorshef States in TVAS service area; individual citizens; business, $tidlal, labor, electric power distribution, enviroental,
civic, and service organizations; and the Congoesdidelegations of the States in TVA's service aaed (ii) seek qualified members from among pesseho reflect the
diversity, including geographical diversity, andeds of TVA's service area. At least seven of the AIWA Board members shall be legal residents off¥A service area.

The TVA Board at November 19, 2010, consisted of tfiewing individuals with their ages and terms oficéf provided:

Year Current Year Term
Directors Age Term Began Expires
Dennis C. Bottorff, Chairma 66 2006 2011
Robert M. Duncal 59 2006 2011
Howard A. Thrailkill 71 2006 2010
Thomas C. Gillilanc 62 2008 2011
Bishop William Grave: 74 2008 2012
Marilyn Brown 61 2010 2012
Barbara Haske\ 70 2010 2014
Neil McBride 64 2010 2013
William B. Sanson 69 2010 2014

Mr. Bottorff of Nashville, Tennessee, joined the T®&ard in March 2006 and became Chairman of the T\6arB in May 2010. Since January 2001, he has
served as Partner of Council Ventures, a venturggatdipm. He was Chairman of AmSouth Bancorporationil his retirement in 2001 and from 1991 to 19&%s Chief
Executive Officer of First American Bank. He servedaairector of Dollar General, a variety store comypérom 1998 until its sale in 2007. In additidr is a director of
Ingram Industries, a privately held provider of wdsale distribution, inland marine transportatiang insurance services; a member of the Boardust@es of Vanderbilt
University; and a director of New Day Pharmacy, antimsbnal pharmacy.

Mr. Duncan of Inez, Kentucky, joined the TVA Board\larch 2006 and served as Chairman of the TVA BoamahfMay 2009 to May 2010. He is the Chairman,
Chief Executive Officer, and Director of Inez Depd3itnk, FSB, in Louisa, Kentucky (since April 1984,wé one-year leave of absence from 1989 to 1986rice as
Assistant Director of Public Liaison in the White Ke); Chairman, Chief Executive Officer, and Direaibinez Deposit Bank in Inez, Kentucky (since Sefiten1974
with a one-year leave of absence); Chairman, Chiet&tive Officer, and Director of Community Holding@pany, a single bank holding company (since 1984 avone-
year leave of absence); Chairman, Chief Executiffie&, and Director of Community Thrift Holding Corapy, a unitary thrift holding company (since 1998yom 1998
to 2007, Mr. Duncan was the Chairman of the Big $drRegional Industrial Development Authority, which rages industrial parks in five eastern Kentucky ciesnand
he is also the Secretary for the Highlands Regibfealical Center in Prestonsburg, Kentucky, which atgs a regional hospital. From January 2007 toaigr2009, he we
the Chairman of the Republican National Committee, lze became Chairman of American Crossroads danag .

Mr. Thrailkill of Huntsville, Alabama, joirkthe TVA Board in March 2006. He retired in Septem2005 as President and Chief Operating Officer of
Adtran, Inc., in Huntsville, Alabama, which suppl&guipment for telecommunications service providers corporate end users. He joined Adtran, Ind982. Although
Mr. Thrailkill's term on the TVA Board expired in M&2010, he is entitled to continue to serve onTthi& Board until this session of Congress adjourki. Thrailkill
continues to serve on the TVA Board.

Mr. Gilliland of Blairsville, Georgia, joined the TVRoard in March 2008. He retired in January 200&®scutive Vice President, Secretary, General Celyasd
Director of United Community Banks, Inc., a bankdioy company. He joined United Community Banks, licJanuary 1992.
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Bishop Graves of Memphis, Tennessee, served onMWeBoard from October 2006 to December 2007 andabegysecond term on the TVA Board in June

2008. He presided as Bishop of the Christian MdigtdEpiscopal Church in Memphis, Tennessee, frof62intil his retirement in June 2010. Previodsywas pastor of
the Phillips Temple CME Church of Los Angeles, Galifia. From September 1993 to July 2004, he wasrmaber of the Board of Memphis Light, Gas and WaérVA
distributor customer.

Dr. Brown of Atlanta, Georgia joined the TVA Board intGlwer 2010. Dr. Brown has been a Professor in the@of Public Policy at Georgia Institute of
Technology in Atlanta, Georgia, since August 2086om 1984 to August 2006, Dr. Brown worked at the Qalge National Laboratory (“ORNL") in Oak Ridge,
Tennessee. At ORNL, she was Deputy Director and A@inector of the Engineering Science and TechnobBiyysion (from 2005 to 2006), and Program Directot
Energy Efficiency and Renewable Energy Program (f2@®0 to 2005).

Dr. Haskew of Chattanooga, Tennessee , joined the T\&kdBio October 2010. Dr. Haskew has been a Profésseritus at Middle Tennessee State University
(“MTSU") since June 2010. She began working at MTi8 1988 and served as Vice President and Prowast #0995 until 2002 and as Distinguished Professor of
Economics from 2002 until her retirement in Jun@®O0From 1980 t01988, Dr. Haskew served on the Ragign Staff for TVA. In addition, she served asebior of the
Tennessee Center for Labor-Management Relations 2@04 until August 2009, and has a consulting praets a labor arbitrator.

Mr. McBride of Oak Ridge, Tennessee, joined the TV@#aRl in October 2010. Mr. McBride is the General i&®l of Legal Aid Society of Middle Tennessee and
the Cumberlands (“Legal Aid”) and Managing Direcbdthe Oak Ridge Office of Legal Aid, positions hestheld since 2002. In 1978, he founded Rural L8gevices of
Tennessee and served as its director until it wasalwated with Legal Aid in 2002. He also works asralependent consultant for various legal servazggnization.

Mr. Sansom of Knoxville, Tennessee, served on th& Bdard from March 2006 until December 2009, was €han of the TVA Board from March 2006 until
May 2009, and began a second term on the TVA Boa@tiober 2010. Mr. Sansom is Chairman and Chiethtive Officer of the H.T. Hackney Co., a divekesifi
company involved in the wholesale grocery and turei manufacturing businesses, and has held tis#tgosince 1983. Since 1995, Mr. Sansom haslaean a director ¢
Astec Industries, Inc., a corporation based in Gnaitbga, Tennessee, that manufactures equipmerbargbnents used in road construction, and sincé,188has been a
director at First Horizon National Corporation, a Mgs, Tennessee, bank holding company. In 2008;asenamed director of Mid-America Apartment Commiesijt
Inc., a real estate investment trust with ownersttiprests in apartment homes. From 1994 to 200@/asea director of Martin Marietta Materials, Ine.company based in
Raleigh, North Carolina, that is in the constructipaterial business.

Executive Officers

TVA'’s executive officers as of November 19, 201@itlhitles, their ages, and the date their emplaymméth TVA commenced are as follows:

Employment
Executive Officers Title Age Commenced
Tom Kilgore President and Chief Executive Offic 62 2005
John M. Thomas, Il Chief Financial Office a7 2005
Kimberly S. Greene Group President, Strategy and External Relations 44 2007
Janet C. Herril Executive Vice President, People and Performi 56 1978
William R. McCollum, Jr. Chief Operating Office 59 2007
Ralph E. Rodger Acting General Counsi 56 1979
Daniel A. Traynor Vice President and Chief Information Offic 54 2010
Preston D. Swaffor Executive Vice President and Chief Nuclear Officercidar Generatio 50 2006
Robin E. Manninc Executive Vice President, Power System Operai 54 2008
Kenneth R. Breede Executive Vice President, Customer Relati 62 2004
Van M. Wardlaw Executive Vice President, Enterprise Relati 50 1982
Ashok S. Bhatnage Senior Vice President, Nuclear Generation, DevelopmedtConstructiol 54 1999
Steve Byone Vice President, Controller and Chief Risk Offit 51 2009

Mr. Kilgore was named Chief Executive Officer in Oa0ol2006 after having served as President and Cipefating Officer since joining TVA in March 2005. He
previously served as President and Chief Exec@@iffieer of Progress Energy Ventures, a subsidiaryrogress Energy Company created to manage vamrations of
Progress Energy Company, including fuel extractind energy marketing, from April 2000 to Februa@@2 Prior to taking that position, Mr. Kilgore hbden Senior Vic
President of Power Operations for Carolina Power ghtCompany (which became Progress Energy) since Ad@98. From 1991 to 1998, Mr. Kilgore was Presiderl
Chief Executive Officer of Oglethorpe Power Corponatio Atlanta, Georgia.

Mr. Thomas was named Chief Financial Officer ineJ@010. Prior to this appointment, he served aso8¥ice President, Corporate Governance and Comggia
from July
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2009 to June 2010, as Controller and Chief Accagn®fficer from January 2008 to September 2009,amthe General Manager, Operations Business 8erfrimm

November 2005 to January 2008, where he was respefaitfinancial and performance support to T's operating organizations. Prior to joining TVArMhomas was
Chief Financial Officer during 2005 for Benson SétyuBystems, a security system integrator locate@ilbert, Arizona, where he was responsible fortatia planning,
accounting operations, treasury, and financial iiapp He was also the Controller of Progress FGQeagporation (from 2003 to 2005) and ControllePobgress Ventures,
Inc. (from 2001 to 2002), both subsidiaries of Pesg Energy, where he was responsible for accouafietations, financial reporting, forecasting, aisk management.

Ms. Greene was named Group President of Strategisednal Relations in January 2010. She servéthéf Financial Officer and Executive Vice President
Financial Services from September 2007 to Janu@ip 2 Before joining TVA, Ms. Greene served as SeYlioe President, Finance, and Treasurer at SoutBempany
Services, an energy company, from July 2003 toeBeipér 2007, where she was responsible for finankdahmg and analysis, capital markets and leasiegsury, and
investor relations. From July 2002 to July 2003, Breene was director of portfolio management éartliern Company Generation and Energy Marketing. Gteene
also serves on the Board of the Electric Power Rekéastitute (“EPRI”), an independent, non-prafiimpany performing research, development and dematios in the
electricity sector.

Ms. Herrin was named Executive Vice President, PeapiePerformance in June 2010. Prior to this agpunt, she was the Senior Vice President, River
Operations, a position she had held since Febri#89.1In that position, Ms. Herrin was responsilledstablishing river operations policies, procedyand standards for
TVA and served as TVA’s Dam Safety Officer. She begancareer at TVA in 1978 as a civil engineer. Beserved on the TVA Retirement System Board $1066.

Mr. McCollum joined TVA in May 2007 as Chief Operagi Officer. Prior to joining TVA, Mr. McCollum was Exutive Vice President and Chief Regulated
Generation Officer at Duke Energy Corporation, arrggneompany, from October 2006 to May 2007. Mr.@dédum had been with Duke Energy Corporation (and its
predecessor) since 1974 and held a variety of ishitepositions there, including Group Vice Presid®ggulated Fossil-Hydro Generation (from April 2@66>ctober
2006), Vice President, Strategic Planning and Bssiizevelopment (from January 2005 to April 2006y ¥ite President, Nuclear Support (from November 2@02
December 2004).

Mr. Rodgers was named Acting General Counsel in A2 Prior to his appointment, he served as De@atyeral Counsel from January 2010 to April 2010, as
Assistant General Counsel from February 2001 toal010, and as an attorney from June 1979 to IMBE®86 and from June 1987 to February 2001.

Mr. Traynor was named Vice President and Chief mftion Officer in April 2010. He previously servesiRirector of Infrastructure Services for Southern
Company, an energy company, from 2003 to 2010, whereas responsible for managing one of the la@sbrate computer networks in the southeast. I$teserved as
Southern Company’s Director of Application Servif®sn 1999 to 2003 and as Southern Company’s Cemvices Director from 1996 to 1999.

Mr. Swafford was named Executive Vice President ahigéfQ\Nuclear Officer, Nuclear Generation in Februa®®2 From June 2007 to February 2009, he was
Executive Vice President, Fossil Power Group, and fiitely 2006 to May 2007, he was Senior Vice Presidgatlear Support. From December 1995 to April 2006,
Swafford held various positions at Exelon Corporgten energy company based in lllinois, and itsaliries. From 2002 to 2006, he served as S&figer President,
Exelon Energy Delivery, and was responsible for tr@asion and distribution of electricity. From 20@22003, he was Vice President, Exelon Power, andesonsible
for its fleet of gas, coal-fired, and hydroelecgienerating facilities. From 2000 to 2002, he was=\Rresident, Dresden Nuclear Station.

Mr. Manning joined TVA in August 2008 as Executive ¥ieresident, Power System Operations. From Ap@i620 August 2008, Mr. Manning served as Vice
President of Field Operations for Duke Energy Caafion, an energy company, where he was responsibtbd operation of all transmission and distribatsystem activit
in Duke Energy Corporation’s Carolinas Region. Manning joined Duke Energy Corporation in 1978 aetll a variety of leadership positions there, idig Vice
President, Central Region for Duke Energy Power Bejiffrom January 2004 to April 2006), Vice Presitlef Engineering Standards and Process Managéiorebtike
Energy Electric Transmission (from May 2003 to Jayu2004), and Vice President of Engineering for ®&kergy Gas Transmission (now Spectra Corporatfom(
September 2000 to June 2003).

Mr. Breeden was named Executive Vice President, Gwest&elations in January 2010. Mr. Breeden seagelixecutive Vice President, Customer Recources from
September 2006 to January 2010 and as ExecutiveRfiesident, Customer Service and Marketing fromgusti2004 until September 2006. From March 200Rugust
2004, he was the Program Executive for Executivev€ation, Inc., where he was responsible for exeetaining programs. From September 1997 to Magd®, he
was President of TXU Energy Services, Enterprise @imisn Dallas, Texas, where he was responsible f@vaventure created to address customers’ changerge
needs. Mr. Breeden had joined TXU Corporation iryNIf95 as Senior Vice President of TXU Electric & Qakere he was responsible for marketing and sales.
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Mr. Wardlaw was named Executive Vice President, Pnige Relations in August 2010. Mr. Wardlaw servedating Executive Vice President of Strategy and
Planning from January 2010 until September 201&xasutive Vice President of Power Supply and Fuels fJuly 2008 to August 2010, as Senior Vice Presjden
Commercial Operations and Fuels from January 2000ine 2008, as Vice President, Bulk Power Tradiog fBeptember 2006 to December 2006, and as VicelEnesf
Transmission and Reliability from December 2000 ¢pt8mber 2006. Mr. Wardlaw began his career with TivAanuary 1982 as an electrical engineer, andilsas
worked in customer service, marketing, and fieldises.

Mr. Bhatnagar is the Senior Vice President of Nuc@aneration Development and Construction, a pashi®mhas held since April 2007. He joined TVA in Asgu
1999 as Site Support Manager at Browns Ferry andsulsequently appointed Browns Ferry Plant Managéuly 2000, Browns Ferry Site Vice president iryR2001, ant
Senior Vice President, Nuclear Operations, in Juné.200

Mr. Byone joined TVA in September 2009 as Vice Prestcdand Controller and was also named Chief Riskc&ffin January 2010. Before joining TVA, he served
as the Vice President and Chief Financial Officethef Electric Reliability Council of Texas (“ERCOT'an independent system operator located in Auséras, from
September 2005 to September 2009. Mr. Byonedaste to ERCOT in May 2005 in a consulting role tsmizh ERCOT'’s internal control management and eriserpisk
management programs. Previously, Mr. Byone seasgdtie Vice President and Chief Risk Officer for Pesg Energy (from May 2002 to May 2005). In thagipon, Mr.
Byone designed an enterprise-wide risk managemamisivork to support review and alignment of corposéi@egy, capital investments, and risk appetite.

Disclosure and Financial Code of Ethics

TVA has a Disclosure and Financial Ethics Code (“Raial Ethics Code”) that applies to all executifécers (including the Chief Executive Officer, Chie
Financial Officer, and Controller) and directorsT&fA as well as to all employees who certify informaticontained in quarterly reports or annual reportwho have
responsibility for internal control self-assessnsenthe Financial Ethics Code includes provisiamgecing conflicts of interest, ethical conduct, gdimnce with applicable
laws, rules, and regulations, responsibility foi,ftdir, accurate, timely, and understandable dsetes, and accountability for adherence to tharfeial Ethics Code. TVA
will provide a current copy of the Financial Ethi€ede to any person, without charge, upon requRetjuests may be made by calling 888-882-4975 sehging an e-mail
to: investor@tva.com. Any waivers of or changeprtwvisions of the Financial Ethics Code that reguiisclosure pursuant to applicable SEC requiresneititbe promptly
disclosed to the public, subject to limitations oapd by law, on TVA’s website at: www.tva.gov. Infation contained on TVA's website shall not berded incorporated
into, or to be a part of, this Annual Report.

Committees of the TVA Board

The TVA Board has an Audit, Risk, and Regulation Cattea established in accordance with the TVA AchisTcommittee has superseded and largely assura
duties and responsibilities of the TVA Board'’s formAeidit, Governance, and Ethics Committee. TVA'’s AuRisk and Regulation Committee consists of Thei@a
Gilliland (chair), Robert M. Duncan, Dennis C. Botfpeind Neil G. McBride. Director Gilliland and Diree Bottorff are each an “audit committee finan@apert” as
defined in Item 407(d)(5) of Regulation S-K undez fiExchange Act.

TVA is exempted by section 37 of the Exchange Aatfimmplying with section 10A(m)(3) of the Exchange,Aehich requires each member of a listed issuer’s
audit committee to be an independent member obdiaed of directors of the issuer. The TVA Act congatertain provisions that are similar to the cdesitions for
independence under section 10A(m)(3) of the Excha@mgeincluding, as described above, that to beldkgor appointment to the TVA Board, an individsalall not be an
employee of TVA and shall make full disclosure tan@ess of any investment or other financial intetteat the individual holds in the energy industry.

Under section 10A(m)(2) of the Exchange Act, whipplaes to TVA, the audit committee is directly reapible for the appointment, compensation, and ayetrf
the external auditor; however, the TVA Act assigresréssponsibility for engaging the services of tiemal auditor to the TVA Board.

The TVA Board has also established the following cadttems in addition to the Audit, Risk and Regulat@ommittee:

Finance, Rates, and Portfolio Commit
Customer and External Relations Commi
People and Performance Commit
Nuclear Committe:
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ITEM 11. EXECUTIVE COMPENSATION

COMPENSATION DISCUSSION AND ANALYSIS

This Compensation Discussion and Analysis providfsnmation about TVA’s compensation philosophy andtsgy, as well as the policies and decisions that
guided TVA in 2010 in establishing the level andunatof the compensation provided to the named eixecafficers (“Named Executive Officers” or “NEOs"'he 2010
Named Executive Officers are: Tom Kilgore, the Prestaand Chief Executive Office"CEQ”), Kimberly S. Greene, who began 2010 as TVA'seERinancial Officer
(“CFQ”) and Executive Vice President, Financial Segs ,and was named Group President of Strategy and Ett@elations in January 2010, John M. Hoskins, wdroex
as Interim CFO from January 2010 until June 2028nIM. Thomas, Ill, who was named CFO in June 201@jamMi R. McCollum, Jr., Preston D. Swafford, and Akl®
Bhatnagar. Detailed information about the compemsaif each of the NEOs is listed in the Summary Cemsgtion Table.

Executive Summary

The TVA Act places significant authority and respobiigy in the TVA Board for matters associated witietcompensation of TVA employees, including the Na
Executive Officers. The TVA Board exercised thishauity when it approved the Compensation Plan anchith@elegated certain bounded authority to thei@ren of the
TVA Board and to the CEO. Despite these delegatibesT VA Board, the appropriate TVA Board committee] ardividual TVA Board members maintain an active
involvement in compensation matters. The TVA Boankl involvement with the compensation of the NarBgecutive Officers is an annual process. This lvemment
includes the consideration of benchmarking andratifermation provided by the Board’s compensationsultant. In addition, Boarddvel involvement occurs with respt
to those items that have been reserved to the TVadfor approval, with respect to the review, ovérsigr consultation by the TVA Board committee, aguiged, and
with respect to the consultation with individual TVA&d members, as required. These matters aresdiedin greater detail below.

The TVA Board has established a compensation plaalf@VVA employees (the “Compensation Plan”) basedhe requirements of the TVA Act. The
Compensation Plan is designed to support TVA'’s misand to fulfill the following purposes:

« Provide a competitive level of compensation that Eys&bVA to attract, retain, and motivate highly cetgmt employeesTotal target compensation for each
position in TVA is determined by market pricing b a level needed to attract, retain, and matieatployees critical to TVA's success in achievisg i
mission. Accordingly, total compensation levelgitally are targeted at the median {Spercentile) of the relevant labor market for massifions. However,
total compensation levels for some positions angetad at a higher level (typically between thehsid 75" percentile). These positions have higher targeted
total compensation levels because of market sgareitruitment and retention issues, and othemlessi reason

« Encourage and reward executives for their perforogaand contributions to the successful achievenfdiriancial and operational goals A key tenet of the
Compensation Plan is to pay for performance by rding all employees, but the executives at a grdatel, for improvement in TVA's overall performea,
as well as that of individual business units. TMATBoard believes that the portion of total direohtpensation delivered through structured incentive
compensation should increase as an employee’sqgoaid level of responsibility within TVA increaseAccordingly, a significant percentagef total target
direct compensation opportunity for the Named ExgewOfficers (40 percent to 65 percent) is perfanoe-based incentive compensatic

« Provide executives with the focus to achieve -term and long-term business goals that are impdrta TVA, TVA's customers, and the people TVAeserv
TVA seeks to hire and retain executives who are feduws both TVA’s short-term and long-term succeBse Compensation Plan is designed to achieve this
goal by providing a mix of salary and performez-based annual and lo-term incentive compensatic

« Improve overall company performance through prodiitstienhancement.An executive cannot help meet TVA’s goals and imprpedormance without the
work of others. For this reason, the performanadsggset at the corporate level are the same fdr éxatcutives and all non-executive employees. This

generally translates into all TVA employees recegjwiompensation in a manner that aligns their wotk thie same goals and encourages and rewards them fo

the successful achievement of T's goals
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Under the Compensation Plan, the compensation pregfar the Named Executive Officers consist of theponents identified in the following table:

Compensation Program Components for Named Executive @¢ers
Compensation

Component Objective Key Features
Annual Salary Fixed and paid biweekly to Total direct compensation (salary plus annuallang-term incentive
executives compensation plus long-term deferred compensatiotaygeted at the

median (50" percentile) for similar positions at other compariie

TVA's peer group, or above the median (@ 75t percentile) for
positions affected by market scarcity, recruitmemd retention issues,
and other business reasons with annual salary éatgethe same ranges

Reviewed annually to consider changes in peer goemghmark salaries
and/or exceptional individual merit performancepast year

Annual Incentive Not-guaranteed, variable, Target annual incentive opportunities increas wosition and
Compensation performancebased, and based on  responsibility and are based on the opportunitiBeraccompanies in
attainment of pre-established TVA's peer group provided to those in similar pisis

performance goals for the fiscal ye
Annual incentive payouts are based on the resujpedbrmance goals
the TVA level and may be adjusted based on the atialuof
performance during the year

Annual incentive opportunities are reviewed annualgonsider chang:
in peer group benchmark sk-term incentive:

Long-Term Incentive Not-guaranteed, variable, and basedTarget long-term incentive opportunities are fedito executives in
Compensation on the attainment of pre-established critical positions who make decisions that sigmifitty influence
performance goals for a performai  developing and attaining TVA's long-term strategigeztives
cycle, typically three fiscal years
Target long-term incentive payouts, which may beisted, are based on
achieving performance goals established for a fipg@rformance cycle

Long-term incentive opportunities are reviewed aliyuo consider
changes made in the long-term incentives by congsani TVA's peer

group
Long-Term Deferred Awarded in the form of annual Awarded to provide retention incentives to exe@gisimilar to the
Compensation credits that vest after a specified retention incentive provided by restricted stockestricted stock units
period of time, typically three to fi\
years Executives generally must remain at TVA for the enliingth of the
agreement in order to receive compensation credits
The amount of the annual long-term deferred comgtérscredit is
targeted to be about 20 percent of total long-teompensation
(including the lon-term incentive compensation described ab
Pension Plans Both qualified and supplemental, Broad-based plans available to full-time empleyeETVA that are
which provide compensation qualified under IRS rules and that are similahte qualified plans
beginning with retirement or provided by other companies in TVA'’s peer group

termination of employment
Certain executives in critical positions also gapate in a non-qualified
pension plan that provides supplemental pensioefiisrat compensatic
levels that exceed the limits permitted by the tB§ulations applicable
to qualified plans; these supplemental benefitameparable to those
provided by other companies in TV's peer grou|

TVA's Chief Risk Officer and the Enterprise Risk Mayement organization have considered the riskingrieom the Compensation Plan and TVA's policied an
practices of compensating its employees, both @xecand norexecutive, and believe that the Compensation Ridrsach policies and practices are not reasonialy lto
have a material adverse effect on TVA.

Authority for the Executive Compensation Program

The TVA Act is the authority for establishing the quensation of all TVA employees, including the Nameeédtitive Officers, and places responsibility forrdpi
so with the TVA Board. Under section 2 of the TVA Attte TVA Board is directed to establish a compeasailan for all TVA employees which:

« Specifies all compensation (including salary oy ather pay, bonuses, benefits, incentives, ando#mgr form of remuneration) for the CEO and TVA
employees
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¢ Is based on an annual survey of the prevailingmreation for similar positions in private indusincluding engineering and electric utility compes)
publicly owned electric utilities, and federal, staand local governments; a
« Provides that education, experience, level of residlity, geographic differences, and retentiod agcruitment needs will be taken into account iedeining
compensation of employee

The TVA Act also provides that:

« The TVA Board will annually approve all compensat{orciuding salary or any other pay, bonuses, bééficentives, and other form of remunerationdlbf
managers and technical personnel who report diréztiye CEO (including any adjustment to compenagt

¢ On the recommendation of the CEO, the TVA Board wifirape the salaries of employees whose salaries viomild excess of Level IV of the Executive
Schedule ($155,500 in 2010); a

¢ The CEO will determine the salary and benefits oplelyees whose annual salary is not greater thanl 'éwa the Executive Schedule ($155,500 in 20:

The philosophy of the Compensation Plan approvethéy VA Board for all TVA employees, including the NesnExecutive Officers, is based on the TVA
Act. The philosophy recognizes that many employeetyding executives, are called on to accompdisécialized aspects of TVA’s mission safely, reljalbind efficiently,
and must have the requisite education, experiermkeprofessional qualifications. These requiremerdke it necessary for TVA to offer compensatioitst@pecialized
employees that makes it possible for TVA to attraghly qualified candidates for positions similarttmse in relevant industries and motivates thestay with TVA.

At the same time, the Compensation Plan provide3 e Board the discretion to adjust all forms of quensation to respond to unexpected and significant
changes to TVA’s mission and business that may odering the year. The TVA Board used this discretiolight of the economic conditions and finanaihbllenges the
country and TVA faced beginning in late 2008 andticring into 2010, many of which are describedtém 7, Management’s Discussion and Analysis of Firgn
Condition and Results of Operations. The TVA Boatdtlse compensation of the Named Executive Officetlseabeginning of 2009 based on the philosophycjples,
and targets set forth above. When TVA was impacyeithd economy and other financial challenges a® 200gressed, however, the TVA Board used its discréd
freeze executive salaries and to reduce or elimiteaget incentive compensation from the levelgd established earlier. For 2010, the TVA Boarddi=l to reinstate the
compensation components at levels originally eithgtl for 2009 (but not paid in full, or at allSome cases), unless the Named Executive Officealséghificant change
in position and responsibility that made a chamgeoimpensation appropriate in light of the phildsgpprinciples, and targets described above.

In establishing the Compensation Plan, the TVA Bakmidgated to the CEO the authority to approve gteghte to others the authority to approve, ak@enel ani
compensation actions for which the TVA Board is resilde but has not reserved for itself to approveaddition, the TVA Board took two separate action2010 to
delegate authority with respect to executive comaens:

On February 11, 2010, the TVA Board approved compemsednges for the direct reports to the CEO of &&ent to 110 percent of the median total direct
compensation for comparable positions, as estaalisly benchmarking sources outside of TVA, and aizéd the CEO to set or adjust compensation for the
CEO'’s present or future direct reports within saompensation ranges, as well as to approve the péeesrunder which such executives may participatertain
supplemental benefit plans such as SERP, proviisdtie CEO may not finally set or adjust such camspgon until the appropriate TVA Board committeethe
full TVA Board, has had the opportunity to review gm@posed compensation. This delegation applieddar direct report positions in 2010 and will apfdy all
direct report positions in 2011 and thereafter.

On June 10, 2010, the TVA Board delegated to ther@izai of the TVA Board, in consultation with the appiafe TVA Board committee and with input from
individual members of the TVA Board, the authorityetmluate and rate the performance of the CEO dthimgear, and the authority to approve any pajwttie
CEO under the Executive Annual Incentive Plan (“EAlIB4sed on, among other things, the CEO’s evalys¢efdrmance during the year, and delegated to the
CEO, in consultation with the appropriate TVA Boardneoittee and with input from individual members of fiVA Board, the authority to approve the individual
performance goals for the CEO'’s direct reports thiedauthority to evaluate and rate the performafitke CEO’s direct reports during the year.

TVA Board Committee Oversight
The Finance, Strategy, Rates, and Administration @ittee and after its establishment on June 10, 2BiE0People and Performance Committee of the TVAr&o
(collectively, the “Committee”) were responsible fiwersight of executive compensation pursuantéocdbmpensation Plan, review of this CompensationuU3sion and

Analysis, and, to the extent applicable, review afgrenance goal achievement for 2010. As a resulhefTVA Board’s June 2010 delegations, the Commitse (1)
reviews proposed actions
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of the CEO to set or adjust the compensation of25®'’s present and future direct reports within@0epercent to 110 percent compensation rangeeahtidian total direct

compensation for comparable positions, as well appyove the parameters under which such executiagsarticipate in certain supplemental benefihplsuch as SERP,
(2) consults with the Chairman of the TVA Board atitve Chairman of the TVA Board’s proposed evalua#iod rating of the performance of the CEO duringyier and
about the proposed payout to the CEO under the BAfed on, among other things, the CEO’s evaluagdnmance during the year, and (3) consults wighGEO about
the CEO'’s proposed individual performance goalgtlierCEQ’s direct reports and the CEO’s proposeduation and rating of the performance of the CEfirsct reports
during the year. To assist in evaluating competitevels of compensation for executives, the Caeihad previously selected and used Watson Vegats independent
compensation consultant. In January 2010, WatsoatiMyerged with Towers Perrin, and the merged cosgiem consultant businesses now fall under thebawed firm
named Towers Watson. Since the merger of the twtsfithe Committee has decided to retain Towerstvaas its compensation consultant.

Use of Market Data and Benchmarking

Except to the extent discussed above, TVA genesakks to target total compensation for executivescampetitive level with respect to the releviaior
market. Market information for total compensatiaa,well as each element of compensation, for threddaeExecutive Officers for 2010 was obtained from:

« Published and customized compensation survey<tiefiethe relevant labor markets identified forigeated positions; ar
¢ Publicly disclosed information from the proxy staients and annual reports on Form 10-K of energycgsr companies with revenues of $3.0 billion and
greater.

After the competitive market compensation was coeapibr the positions at the beginning of 2010,Hluenan Resources department, with the assistante of
compensation consultant at the time, Towers Parialyzed the data and provided its analysis to T\&hagement and the Committee. Except for the Ndfwedutive
Officers and others whose compensation was frozetherwise affected by actions of the TVA Board ia thce of the challenges confronting TVA over the 2010
period and described in this Compensation DiscusaimhAnalysis, the Committee, with the assistandsafompensation consultant at the time, Watsomfty/ysed this
information to:

« Test target compensation level and incentive oppdtst competitiveness
* Serve as a point of reference for establishingpaskages for recruiting executives; ¢
« Determine appropriate target compensation levelsrazehtive opportunities to maintain the desiredrde of market competitivene:

TVA's relevant labor market for most executivesliding the Named Executive Officers, was comprisebadt private and publicly owned companies in the
energy services industry of similar revenue anghsdo TVA. For the survey-based analysis, TVA loo&ethe following energy services companies with ahnevenues
of $3.0 billion and greater from the 2009 TowersriReEnergy Services Executive Compensation Database

Allegheny Energy, Inc

Energy Future Holdings Cor Pacific Gas and Electric Co

Alliant Energy Corp Entergy Corp.* Pepco Holdings, Inc.
Ameren Corp.? Exelon Corp.* Pinnacle West Capital Cor
American Electric Power Co., Inc FirstEnergy Corp.: PPL Corp.*

Calpine Corp FPL Group, Inc.” Progress Energy, Inc

CenterPoint Energy, In
CMS Energy Corp.!

GDF SUEZ Energy North Americ
Integrys Energy Group, Inc

Public Service Enterprise Group, In
Puget Energy, Inc

Consolidated Edison, Inc Mirant Corporatior Reliant Energy, Inc.
Constellation Energy Group, Inc Northeast Utilities System SCANA Corp.
Dominion Resources, Inc NRG Energy, Inc Sempra Energy

Duke Energy Corp. NSTAR Electric Co The Southern Compan)
Dynegy, Inc. NV Energy Wisconsin Energy Corj
Edison International OGE Energy Corg Xcel Energy, Inc.*

El Paso Corp

For the analysis of proxy statements and annualrtepn Form 10-K, TVA looked at a subset of the mreup above, identified with asterisks, as wellhase
additional companies in the energy services ingstES Corp., DTE Energy Co., and NiSource Inc.);a®mmended by Watson Wyatt. These three compardges
added to
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the subset analysis because they are energy sefirims with annual revenues of $6.0 billion ortrég that did not participate in the 2008 or 200%&is Perrin Energy

Survey. National Grid USA and PacifiCorp, which wardgist year’'s peer group, were not included in yeiar's peer group because they did not particijpetiee 2009
Towers Perrin Energy Services Survey. Mirant Coapon and NV Energy were added to this year's peaugbecause they are energy services firms witbann
revenues of $3.0 billion or higher and participaitethe 2009 Towers Perrin Energy Services Suriayaddition, the following government entities waréormally
considered by the Committee and TVA management:r@dtoSprings Utilities, CPS Energy, Energy Northwestver Colorado River Authority, New York Power
Authority, Omaha Public Power, Salt River Project &antee Cooper. Each of these government entitigsthe exception of New York Power Authority, which
reported revenues of $6.0 billion or greater, hawenues of less than $3.0 billion annually.

Executive Compensation Program Components

Background Rather than reexamining the compensation oNgmaed Executive Officers for 2010, the TVA Board séatted the compensation components at
levels originally established for 2009 (but notd full, or at all in some cases). However, asilled below, the compensation of Ms. Greene, whoapa®inted
Group President, Strategy and External Relatiorestife January 4, 2010, and Mr. Thomas, who was apgabiChief Financial Officer effective June 7, 20d@s
reexamined when they assumed those positions.

Salary. The salaries of the Named Executive Officers fat@@ere as follows: $850,000 for Mr. Kilgore, $272,600Mr. Hoskins, $745,514 for Mr.
McCollum, $525,000 for Mr. Swafford, and $456,246 lfitr. Bhatnagar. Each of these salaries was the samme2009. In January 2010, TVA appointed Ms. Geess
Group President, Strategy and External Relatiomlowing this appointment, the TVA Board approvedasy of $650,000 for Ms. Greene. In June 2010, TVA
appointed Mr. Thomas as Chief Financial Officenll®wing this appointment, Mr. Kilgore approvedalay of $520,000 for Mr. Thomas. The salarieatalsthed for
Ms. Greene and Mr. Thomas placed them near tHepgBcentile of the benchmark salaries for similasifians in TVA's peer group.

Although salary benchmark comparisons were prepfare2010 and provided to the Committee and to TVAagement, as a result of the salary freeze, no
salary increases were received for 2010 for the NaExecutive Officers except for the ones received/is. Greene and Mr. Thomas in connection with their
promotions. The 2010 salary for Mr. Kilgore pladeoh well below the 50" percentile of the benchmark salaries for CEOs il\E\peer group. The 2010 salaries for
Mr. Hoskins and Mr. McCollum placed them near tBéhSpercentile of the benchmark salaries for singiasitions in TVA's peer group. The 2010 salaf@sMr.
Swafford and Mr. Bhatnagar placed them near th g&rcentile of the benchmark salaries for similasifians in TVA's peer group. The 2010 salariesNor
Swafford and Mr. Bhatnagar were targeted at a higkezentile because their positions as Executive President and Chief Nuclear Officer, Nuclear Gatiar, and
Senior Vice President, Nuclear Generation DevelopmeahConstruction, are subject to high demand andtisgand recruitment and retention issues withmninclea
industry.

Annual Incentive CompensatiorAll executives, including the Named Executive Offigparticipate in the Executive Annual IncentiverRf&EAIP”). The
EAIP is designed to encourage and reward execuiveheir contributions to successfully achievimpaal financial and operational goals. For 2016,ttvo EAIP
goals focused on achieving corporate level go@itese goals are described below.

Annual incentive opportunities for participants e tEAIP generally increase with position and resjilitg. Target annual incentive opportunitiestb&
Named Executive Officers for 2010 were as follows:

Annual Target Incentive

NEO Opportunity*

Mr. Kilgore 100 %

Mr. Thomas 65 %

Mr. Hoskins 40 %

Ms. Green¢ 60 %

Mr. McCollum 70 %

Mr. Swafford 80 %

Mr. Bhatnagal 60 %

* Represents a percent of each N's salany.

The annual incentive opportunity approved for Kitgore for 2010 was at a level such that a 100 partarget payout (together with salary, 100 pertamfet

payout of long-term incentive opportunities, andgeerm deferred compensation credits) placedadté tompensation well below the B®ercentile of the benchmark total
compensation for similar positions in TVA’s peerigpo The annual incentive opportunities approvedvis. Greene, Mr. McCollum , Mr. Thomas, and Mr. Kos for

2010 (which in the case of Ms. Greene and Mr. Thotmals into account their new positions) were at @llsuch that a 100 percent target payout (togetitarsalary, 100
percent target payout of long-term incentive opgaittes, and long-term deferred compensation csggificed their total compensation at or belowsth percentile of the
benchmark total compensation for similar
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positions in TVA'’s peer group. The annual inceatopportunities approved for Mr. Swafford and Mhahagar for 2010 were at a level such that a 18¢epetarget
payout (together with salary, 100 percent targgbptof long-term incentive opportunities, and lelegm deferred compensation credits) placed th&ut tmmpensation ne
the 75t percentile of the benchmark total compensatiorsiimilar positions in TVA’s peer group. The 2010alatompensation for Mr. Swafford and Mr. Bhatnagas
targeted at a higher percentile because theiriposias Executive Vice President and Chief Nucleéic&f Nuclear Generation, and Senior Vice Presidentlear
Generation Development and Construction are sutjdugh demand and scarcity and because of recenitand retention issues within the nuclear ingustr

The TVA Board established two corporate performaneasures for the EAIP for 2010: Equivalent Availapiffactor and Net Cash Flow. These are the same

corporate performance measures used in determémingal incentive payouts for all non-executive TUApdoyees who participate in TVA’s Winning PerforncarTeam
Incentive Plan. The weight and targets associatddtivese performance measures, as well as thesésu010, were as follows:

2010 TVA Corporate Scorecard

Goals
Results Threshold Target Maximum
Performance Measure Weight Achieved (50%) (100%) (150%)
Rates
i $689 More Thalr $150 Less Thai $150 More Thal
(1) 0

Net Cash Flow ($ Millions 50% Budget Budget Budget Budget
Reliability
Equivalent Availability Facto® 50% 85.8 84.7 86.5 88.5
Notes
1) Net Cash Flow is a non-GAAP measure thaeisved from the Statement of Cash Flow. Net Cdelv ks derived from Net Cash Provided by

Operating
Activities + Net Cash Used in Investing Activitiedlet Cash Flow from Change in Fuel Cost Adjustnizeferral Account +/- Winning Performance

Fiscal
Year 2010 Budget Variance.
) Equivalent Availability Factor is a ratio attual available generation from all TVA coal, cangdl cycle, and nuclear generating assets in a

given period compared to maximum availabil

At its February 11, 2010, meeting, the TVA Board appd a hew methodology for determining payments utideEAIP. Under this new methodology, a pool is
established that represents the total amount afsfawailable to pay all EAIP participants, includthg Named Executive Officers, except Mr. Kilgore, wh&AIP payout i
determined individually.

The amount of the EAIP award pool is determinedijpga]culating an amount for each EAIP participanaccordance with the formula set forth below, and (i
adding these amounts together:

Annual Target Percent of Corporate Corporate
AErEnAG)IEnt = ASr;T;?I X Incentive X Goal Achievement X Modifier
y Opportunity (0% to 150% (-20% to +10%

Initially, TVA contemplated that the CEO would be pafrthe EAIP award pool. However, because the CEQHeauthority to apply a corporate modifier touest
the size of the EAIP award pool downwards up to tw@etrcent and upwards up to ten percent , TVA remévecCEO from the EAIP award pool so that he wouldhawe
the ability to make a compensation decision thicéd his own compensation. TVA intends to contitiuexclude the CEO from the EAIP award pool in therfe. Mr.
Kilgore and the NEOs participating in the EAIP will reeetheir EAIP payouts after this Annual Report hasrbfiled.

Based on the results for the corporate performarezsures described above for 2010, the corporateaghievement was equal to 115.28 percent for pagpof
calculating the EAIP award pool for 2010. It wa&l45.28 percent for purposes of the baselinedterchining Mr. Kilgore's EAIP award.

The corporate modifier ranges from -20 percentl0 percent and allows Mr. Kilgore the discretioradjusting the amount of the EAIP pool based onbgestive
assessment and consideration of factors that @néfisant to TVA but are not easily quantifiableorf2010, Mr. Kilgore applied a corporate modifieréaluce the size of tt
EAIP award pool for all EAIP participants, includitige other Named Executive Officers, from 115.2&pst to 105.00 percent, or slightly more than &&ent, because
the loss of output from Browns Ferry due to a foeaste lack of cooling capacity, the occurrenceretfat various coal-fired facilities, and the nenbf reportable
environmental events (events that occur at a TVAifiathat require TVA to notify federal or state éranmental agencies).

Once the pool was determined, each EAIP participamdisidual performance during 2010 was evaluateds®tl to determine whether any adjustment upwards or
downwards should be made to the final annual ingertvards of each EAIP participant, including eaaftipipating Named Executive Officer. The individp&rformance
evaluation was conducted by each participant’s g after the end of the year based on a puabjective review by the supervisor of how the pgéint performed
during the year and/or how the business unit ovactwthe participant had responsibility performeding the year. Any adjustment to an EAIP pool mépaint’s final
annual incentive award was coordinated across gicjgants to ensure that the total of all the fiaanual incentive awards did not exceed the EAVBrd pool for 2010.
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Following the end of 2010, pursuant to the Febrddry2010, and June 10, 2010, TVA Board delegatiodsiuthe Compensation Plan, Mr. Kilgore as CEO, in

consultation with the Committee and with input frordividual members of the TVA Board, subjectivelyatiated the performance of Ms. Greene, Mr. Thormiagd,Mr.
McCollum as his direct reports during 2010. Bagedhis review of Ms. Greene, Mr. Kilgore decided thlst Greene’s individual annual incentive award stidae adjusted
upwards by five percent because of Ms. Greene’s sefidgesults in obtaining the concurrence of TV&ustomers and the approval of the TVA Board forlengenting
time-of-use rates in 2011. Also, Ms. Greene has betrumental in overseeing the critical IntegrafRssource Plan that is nearly completed. Basddsoreview of Mr.
Thomas, Mr. Kilgore decided that Mr. Thomas's indival annual incentive award should be adjusted tisMay five percent because he oversaw Td/guccessful issuan
of a Bond with a fifty-year maturity at TVA'’s lowestrer rate for a Bond with a maturity of 30 yeartooger, because he was responsible for definingvafeople and
Performance organization, and because he was ra@bfmfor successfully implementing an initiativeitnprove TVA's corporate culture. Based on hideevof Mr.
McCollum, Mr. Kilgore decided that Mr. McCollus’individual annual incentive award should be adjisiownwards by five percent because of loss gfuddtom Brown:
Ferry due to a foreseeable lack of cooling capacity

Mr. McCollum subjectively evaluated the performanédir. Swafford and Mr. Bhatnagar as his diregtaes during 2010. Based on these reviews, Mr. Mc@o
decided that Mr. Swafford’s and Mr. Bhatnagar’s @adrincentive awards should not be adjusted.

Mr. Thomas subjectively evaluated the performarfddro Hoskins as his direct report during 2010.sBd on his review of Mr. Hoskins, Mr. Thomas decittexd
Mr. Hoskins’s annual incentive award should noatgisted.

As set forth above, Mr. Kilgore was not a part of B#P award pool. However, as a participant in theFE the performance measures applicable to thePE#dre
also applicable to Mr. Kilgore, and the 115.28 patachievement of these performance measures doairbaseline for his EAIP award. Following the eh@@10, the
Chairman of the TVA Board, in consultation with ther@mittee and with input from individual membergioé TVA Board, subjectively evaluated the performamiciir.
Kilgore as CEO during 2010. Based on this reviewQhairman of the TVA Board decided that Mr. Kilgoréisal annual incentive award should be adjustedrdeards
by 10 percent because of the loss of output froowBs Ferry due to a foreseeable lack of coolingicey, the occurrence of fires at various coalefifacilities, and the
number reportable environmental events.

As a result of the process described above, the Né&irecutive Officers were awarded the following EAlyouts for 2010 in comparison to the 2010 target
payouts:

2010 EAIP Payouts

% Corporate Goal

Achievement (with Individual
EAIP Incentive Target EAIP Corporate Performance Final
NEO Salary Opportunity Payout Maodifier) Adjustment EAIP Payout
Tom Kilgore $850,00C 100% $850,00C 115.28%") (10.0%) $881,892
John M. Thomas, Il $520,00C 65% $338,00C 105.00%@) 5.0% $371,87¢€®
John M. Hoskins $272,00C 40% $108,80C 105.00%® 0.0% $114,0043)
Kimberly S. Green: $650,00C 60% $390,00C 105.00%® 5.0% $429,08¢3)
William R. McCollum, Jr. $745,514 70% $521,86C 105.00%@ (5.0%) $519,4813)
Preston D. Swaffor $525,00C 80% $420,00C 105.00%@ 0.0% $440,09()
Ashok S. Bhatnags $456,24€ 60% $273,74€ 105.00%® 0.0% $286,8423)

Notes

1) A corporate modifier was not included in theard calculation for Mr. Kilgore. Mr. Kilgore wamt included in the EAIP award pool in FY 2010.

) For FY 2010, the CEO approved a corporateifiendor all other EAIP participants that reductisg percent of corporate goal achievement by 1pe28entage
points based

on an assessment of TVA'’s health and overall peréorce during 2010.

(3) Calibrated along with payouts to all other EAd&ticipants to ensure that the total of all awadidl not exceed the EAIP award pc

Awards to the Named Executive Officers under the EAIR2€10 are reported in the “Non-Equity IncentiverP@mpensation” column in the Summary
Compensation Table.
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Long-Term Incentive Compensatioin addition to the EAIP, certain executives in catfipositions, including the Named Executive Officgrarticipate in the

Executive Long-Term Incentive Plan (“ELTIP”). Exsives in critical positions are those who makeiglens that significantly influence the developmantl execution of
TVA'’s long-term strategic objectives. The ELTIPsHaeen purposefully designed to properly and coitiyey reward executives for helping TVA improveimportant
areas directly related to TVA's long-term success by

* Using corporat-level performance criteria that are directly aligvéth TVA's mission

« Using a“cumulative’ performance approach to measure performance achiexvéhre«year performance cycle

* Targeting award opportunities in the final yeheach performance cycle at levels that appraténmedian levels of competitiveness with TVA’s pgrerup
and incorporating the Committee’s policy of targgtthat (i) approximately 80 percent of each exegels total long-term incentive opportunity be perhance
based (under the ELTIP) and (ii) approximately 2fcpnt of each executive’s total long-term incentipportunity be retention and security-orientewd@r the
Long-Term Deferred Compensation Pl¢LTDCP”) as described below under the heac“Long-Term Deferred Compensat”); and

e Utilizing an award opportunity range of 50 perceni50 percent of salary to enable payment of awidratsare commensurate with performance achievesr

Under the ELTIP, an executive’s incentive paymeiiaisulated as follows:

ELTIP
Payout

ELTIP Incentive Percent of Opportunity

= Salary X Opportunity X Achieved

As discussed above, the objective of the ELTIP isstablish incentive opportunities for each oflXt@ned Executive Officers that approximate 80 peroértich
Named Executive Offic's total long-term compensation based on a pergertéhis or her base salary rate at the end gb¢nermance cycle. For the performance cycle
ended September 30, 2010, the long-term incenpiperunities of the Named Executive Officers holding same positions remained at the levels orilyistablished for
2009: 150 percent for Mr. Kilgore, 25 percent for. Moskins, 100 percent for Mr. McCollum, 100 perclemtMr. Swafford, and 50 percent for Mr. Bhatnagafollowing
the appointment of Ms. Greene as Group PresideBtrafegy and External Relations during 2010, the Board approved a 120 percent laegm incentive opportunity fi
Ms. Greene for the performance cycle ended SepteBihe010. Following the appointment of Mr. ThoraasChief Financial Officer during 2010, Mr. Kilgorppoved a
125 percent long-term incentive opportunity for Mlhomas for the performance cycle ended Septenthe2(0. These target levels of long-term incentipportunity
placed the total compensation of each Named Exex@ifficer at the percentage of TVA’s peer group dbsdrabove in “Annual Incentive Plan.”

2008- 2010 Performance Cycle

For the three-year cycle ended September 30, 2080;VA Board approved two overall measures of TVA panfance to be applied to all participants in the
ELTIP: connection point interruptions (the numb&mterruptions of power at connection points calisg TVA's transmission system) and retail ratast(dbutor reported
retail power revenue and directly served power raeeativided by distributor reported retail sales dirdctly served power sales).

The goals associated with the two performance meadar the cycle ended September 30, 2010, arel lmasa comparison of TVA's performance to the
performance of surveyed transmission providersragtbnal utilities, and rolling three-year targetrparisons for the surveyed group are utilizede gbals approved for
the connection point interruptions performance rasmfor the three-year performance cycle endedeseptr 30, 2010, are as follows:

* The target goal (which will also serve as the thrisgoal that must be met before there is any ineemayment under this measure) is establisheddbaséhe
75t percentile of the performance of the surveyed trassion providers (th“ELTIP CPI Comparison Groi");and
» The maximum goal is established at thet" percentile of the ELTIP CPI Comparison Gr’s performance

The goals approved for the retail rates performaneasure for the three-year performance cycle eBéetember 30, 2010, are as follows:

¢ The threshold goal is based on improvement ovelatftgperformance cycl

* The target goal is TVA ranking at or above 7Bé" percentile of the performance of a comparison grfugegional utilities composed of 22 utilities, whiare
subsidiaries of holding companies with annual reesrgreater than $3.0 billion, in the regional pnaky of the TVA service territory (the “ELTIP RetdRates
Comparison Grol"); and

«  The maximum goal is TVA ranking at or above thethpercentile of the ELTIP Retail Rates Comparison @'s performance

For 2010, connection point interruptions perforneadata came from data provided by SGS Statistiaai&es based on an analysis of voluntary survegaeses

solicited from 30 electric utilities (not all of wdh provided data). Retail rate data (retail saled retail revenue) for the ELTIP Retail Rates @arison Group was obtained
from the EIA-826 Monthly Electric Utility Database.
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The following table shows the performance goals arnidivi@g and percent of opportunity achieved for BieTIP for the three-year cycle ended September 30,
2010:

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 (%) (%) (%)
_ mprovement  Top 25%of  Top 10% of
Retail Rate Performance Comparison ~ Comparison Below Threshol 0.0% 50% 0.0%
C Companies Companies
ycle
Connection Point Top 25% of Top 10% of :
N/A Comparison ~ Comparison Maximum 150% 50% 75%

Interrruption Companies Companies

Overall Percent of Opportunity Achiev: 75%

As a part of the ELTIP, the TVA Board reserves disoreto review results and peer group comparisouistapprove adjustments in payouts, if appropyrigiteen
the circumstances. The Board did not decide tosa@jny payout for 2010.

As a result, the Named Executive Officers were awdtbe following ELTIP payouts for 2010 in comparidgo the 2010 target payouts:

2010 ELTIP Payouts

ELTIP Percent of
Incentive Target ELTIP Opportunity
NEO Salary Opportunity Payout Achieved ELTIP Payout

Tom Kilgore $850,00C 150% $1,275,00( 75% $956,25C
John M. Thomas, I $520,000 125% $650,00C 75% $487,50C
John M. Hoskin: $272,00C 25% $68,000 75% $51,000
Kimberly S. Green: $650,00C 120% $780,00C 75% $585,00C
William R. McCollum, Jr. $745,514 100% $745,514 75% $559,13€
Preston D. Swaffor $525,00C 100% $525,00C 75% $393,75C
Ashok S. Bhatnage $456,24¢€ 50% $228,12% 75% $171,092

Awards to the Named Executive Officers under the ELfotRhe performance cycle that ended on Septembe2(BLO, are reported in the “Non-Equity Incentive
Plan Compensation” column in the Summary Compemsatable.
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2009- 2011 Performance Cycle

For the three-year cycle ending September 30, 2011, the TVA Board has approved the following overall measures of TVA performance to be applied to all participants
in the ELTIP:

Threshold Target Maximum
Performance Measure Weight (50%) (100%) (150%)
Retail Rates Improvement Over Las Top 25% of Comparisor Top 10% of
Relative Position1) 33 1/3% Performance Cycle Companies Comparison
Companies
Connection Point
Interruptions @ 33 1/3% N/A 1.12 0.78
Non-Fuel Operations Improvement Over Las Top 50% of Comparisor Top 25% of
and Maintenance® 33 1/3% Performance Cycle Companies Comparison
Companies
Notes
(1) Distributor reported retail power revenue and diyeserved power revenue divided by distributorared retail sales and directly served
power sales. TVA compares its teties to the retail rates of 23 peer utilities.

(20 The number of interruptions of power at connecpoints caused by TVA'’s transmission system meashyetie number of interruptions
di vided by the number of connetpoints.

3)Defined as total operating and maintenance costsi@ding FCA costs, reagents expense, emissionwatioe expense, net nuclear outage
amortization/deferral
expense, and energy efficiency and delnaduction spending.

2010- 2012 Performance Cycle

For the three-year cycle ending September 30, 20&2TVA Board has approved the following overall meas of TVA performance to be applied to all
participants in the ELTIP:

Threshold Target Maximum
Performance Measure Weight (50%) (100%) (150%)
Retail Rates
Relative Positior( 1) 50% 12th 8th 6th
System Reliability
Load Not Servedz) 30% 7.8 5.9 3.8
Responsibility
Organizational Health Indey3) 10% 55.0 58.0 61.0
10% 78.0 80.0 82.0
Stakeholder Surveyd)
Notes

(1) Distributor reported retail power revenue and diyeserved power revenue divided by distributoramed retail sales and directly served
power sales. TVA compares its raties to the retail rates of 23 peer utilities.

(2Load Not Served, which is measured in system m&useequal to the product of (1) the percentagetaf load not served and (2) the number
of minutes in the period, and exelsi@vents during declared major storms.

(3) The Organizational Health Index measures and trdeksrganizational elements that drive TVA's perfance culture. The performance targets
are

based an improvement plan that woeddlt in improvement from the 2009 Organizatiddehlth Index survey (Threshold), second quartile
performance

in 2012 (Target), and mid-secondrtiigaperformance in 2012 (Maximum).

(4 The Stakeholder Survey is conducted among resideuldic officials, economic development leaders] Business and community leaderstie
Tennessee Valley and measures tteerat reputation and perception of TVA in howdsponds to its strategic objectives. Threshottjisal to an

increase in performance by one pget year. Target is equal to a return to 2008Ifeby 2012. Maximum is equal to a return to 06fels by2011
and an increase over 2008 level2d#h2.

Long-Term Deferred Compensatioftunlike private sector companies in the energy sesvindustry, TVA is a corporate agency and instrualiy of the United
States and thus does not have equity securitipsotade stock awards, options, or other equity-taseards as a form of compensation for its emplayédthough TVA
cannot and does not seek to replicate the typguifyebased compensation available at compani@¥#'s peer group, TVA does enter into agreements wéttain
executives, including the Named Executive Officenaf ire administered under TVA's long-term defewethpensation plan (“LTDCP”) and provide a reteniimrentive
similar to restricted stock or restricted stocktsiniThe LTDCP agreements are designed to providatien incentives to executives to encourage tteeramain with TVA
and to provide, in combination with salary and EAMR ELTIP incentive awards, a competitive leveladék compensation. Under the LTDCP, credits (wiy be veste
or unvested) are made to an account in an exe&utiaene (typically on an annual basis) for a predeined period. If the executive remains emploge@VA until the end
of this period (typically three to five years), theecutive becomes vested in the balance of theuatcincluding any return on investment on thalitsein the account, ar



receives a distribution in accordance with a defelection made at the time the LTDCP agreement wtesed into. SAGHudbt RespersedinsSiad awarded to the
Named Executive Officers in amounts targeted to titos approximately 20 percent of each Named Exee@fficer's total I0h80&+tm compensation in conjunction with
targeted ELTIP compensation described above. Arcredits provided to the Named Executive Officersauriddf DCP agreements in 2010 are reported in the Qftiler
Compensation” column in the Summary Compensatidiiel aThese credits are also reported in the “Regis Contributions in Last FY” column in the Noradified
Deferred Compensation Table since the credits wareg in deferred compensation accounts in the Naxecutives Officers’ names.

151




Table of Content SACE 1st Response to Staff

018032
Descriptions of all current LTDCP agreements withNlaened Executive Officers are found following the GsaoftPlan-Based Awards Table.

Pension Benefits.All of the Named Executive Officers are eligible tarficipate in the following qualified plans availalto, and on the same terms and conditions
applicable to, all annual TVA employees:

. Defined benefit plan

— Original Benefit Structure” OBS”) for employees covered under the plan prior to Janial1996, with a pension based on a final avepayeformula.
— Cash Balance Benefit Structure (“CBBS”) for eny@es first hired on or after January 1, 1996, wigfeasion based on an account that receives paisred
equal to six percent of compensation plus inte

. 401(k) plan

— For OBS members, TVA provides matching contributioh5 cents on every dollar up to 1.5 percent ofuah salary
— For CBBS members, TVA provides matching contribugiof 75 cents on every dollar up to 4.5 percerdrofual salary

The availability of, and level of benefits providey, these qualified plans are comparable to simjilelified plans provided by other companies in T¥peer
group.

In addition, certain executives in critical posit& including each of the Named Executive Officassgetermined by TVA on an individual basis, areilelkgto
participate in TVA's SERP. The SERP is a non-giadipension plan that provides supplemental perséoefits tied to compensation levels that exceeitslimposed by
IRS regulations applicable to TVA's qualified plariEVA provides the SERP to certain executives itiaai positions, including the Named Executive Qffi, under the
belief that these executives should receive anogjate total retirement benefit based on a sintdéael of compensation credited under TVA'’s quatifilans regardless of
IRS qualified plan limits. The availability of, drevel of benefit provided by, this supplementahgion plan is comparable to similar non-qualifethsion plans provided
by other companies in TVA's peer group and helps ToAemain competitive in attracting and retainiog-tevel executives. Because “compensation” fappses of
SERP includes EAIP, any discretionary action byTtkié Board to eliminate or reduce EAIP payouts to Kened Executive Officers could reduce SERP bentefitse
Named Executive Officers in certain circumstan:

More information regarding these retirement andspemplans is found following the Pension BenefisblE.

Perquisites. In 2010, TVA provided certain executives, includiMg. Greene, Mr. Thomas, Mr. McCollum, Mr. Swaffoashd Mr. Bhatnagar, a flatellar biweekly
vehicle allowance that may be applied toward thelpase or lease of a vehicle, operating fees, exoéisage, maintenance, repairs, and insuranceickailowances are
granted on a “business need” basis to a very linitember of executives. The amount of the veldtiavances granted to the Named Executive Officersported in the
“All Other Compensation” column in the Summary Congation Table.

In 2010, TVA offered a Financial Counseling ServiBesgram for a limited number of executives appdog the CEO. Under the program, participants are
eligible to receive personal financial counselipgvices, such as estate planning, investment pignimcome tax planning, income tax preparatiou, r@tirement
planning. TVA pays the cost of the program for epatticipant and also pays each participant a gupsamount that reasonably approximates the additionome and
employment taxes estimated to be payable as & SINVA's payments pursuant to the program. Mroiftas and Mr. Swafford are the only Named Executiiee &t
eligible to participate in the Financial CounselBgrvices Program. The amount of any cost incurye@VA on behalf of Mr. Thomas and Mr. Swafford puast to this
program, including any gross-up amount, is repoirtettie “All Other Compensation” column in the Sumgn@ompensation Table.

TVA did not provide any other perquisites to the Ndrigecutive Officers in 2010.
Health and Other BenefitsTVA offers a group of health and other benefits (foall dental, vision, life and accidental death drshbility insurance, and long-term

disability insurance) that are available to a brgealip of employees. The Named Executive Officasdirectors are eligible to participate in TVA'sdith benefit plans
and other non-retirement benefit plans on the smmes and at the same contribution rates as otfi&rémployees.
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Other Agreements.In September 2009, Mr. Kilgore approved a perforoesawrrangement that will provide Mr. Swafford, aggl@s he remains responsible for

managing and directing TVA’s Nuclear Generation Grdbp opportunity to receive annual performance da/ér improvements in the overall performancerof af

TVA's nuclear plants based on nuclear power ingugéer evaluations. Under the arrangement, Mr. ®nfvill receive a lump-sum performance award H0$,000
following each fiscal year that at least one nucf#ant in TVA’s generation portfolio achieves armpiaved performance evaluation. In the event thitopmance of any
plant drops below that achieved in the most receaiuation of the plant, no award will be made. Bwafford is eligible to receive these annual permoe awards based
on evaluations completed in 2010 and beyond. Wdras will be recommended by the Chief Operatingdeffand approved by the CEO at the end of eacH fisca

year. Based on an overall peer evaluation, Mr. 8méfdid not receive an annual performance awareutids arrangement for 2010.

Executive Compensation Tables and Narrative Discloses
Summary Compensation and Grants of Plan-Based Awards

The following table sets forth information regardic@mpensation earned by each of the Named ExedDffieers in 2010 (and 2009 and 2008 as applicable).

Summary Compensation Table

Change in Pensic

Value and
Nonqualified
Non-Equity Deferred
Stock Option Incentive Plan  Compensation All Other
Salary Bonus Awards Awards Compensation Earnings Compensation Total
Name and Principal Position Year $) %) $) %) $) $) (%) $)
@ (b) © (d) (e) ® @ (h) @® ®

Tom Kilgore 2010 $853,26! — — — $1,838,1420) $595,6432) $311,0253) $3,598,07
President and Chief Executive 2009 $853,27( — — — $0 $3$0@) $310,35!( $1,163,62
Officer 2008 $655,00( — — — $1,099,4265 $406,1526) $310,12! $2,470,70
John M . Thomas, IIl 2010 $410,00( — — = 859,376() $177,2608) $91,381(9 $1,538,01
Chief Financial Officer 2009 — — — — — — — —

2008 — — — — = = = —
John M. Hoskins 2010 $273,04! $ 40,00010) — — $165,00411) $347,15112) $63,675(13) $888,87!
Senior Vice President, Treasury2009 — — — — — — — —

2008 — = — — = = = —
Kimberly S. Greene 2010 $603,94. — — —  $1,014,08814) $536,376(15) $172,770016) $2,327,17
Group President, 2009 $527,02 — — — $393,75017) $135,09118) $172,08: $1,227,94
Strategy and External Relations2008 $503,84° = = — $493,83819) $223,70720 $78,79° $1,300,18
William R. McCollum, Jr. 2010 $748,38. — = = $1,078,6172 $335,71222) $222,77023) $2,385,48
Chief Operating Officer 2009 $748,38: — — — $559,13624) $265,870125) $222,08: $1,795,46

2008 $726,54 — — —  $751.7515  $126,44027) $223,23 $1,827,97
Preston D. Swafford 2010 $527,01! — — — $833,84028) $325,20829) $167,71160) $1,853,77!
Executive Vice Presidentand 2009 $499,87" $100,00081) — — $558,39032) $201,51633 $147,08. $1,506,86
Chief Nuclear Officer, Nuclear 2008 — = — — — _ =
Generation
Ashok S. Bhatnagar 2010 $458,00( — = = $457,93334) $311,861(5) $190,45036) $1,418,24
Senior Vice President, 2009 $458,00: — — — $375,60937) $245,89238) $165,43 $1,244,93
Nuclear Generatio 2008 $437,86: — — — $403,661(39) $29.22640) $165,61: $1,036,36

Development and Constructi

Notes
(1) Represents $881,892 awarded under the EAIR856,250 awarded under the ELTIP.

(2) Reflects increases of $18,637 under the CBBE& 77,006 under the SERP.

(3) Represents a credit in the amount of $300tB80vests on November 30, 2010, which was provideter a LTDCP agreement with Mr. Kilgore, and $25,in 401(k)
employer matching contributions. See informatiegarding the details of the LTDCP agreement undeng-Term Deferred Compensation Plan.”

(4) Reflects an increase of $16,929 under the CB&Ba decrease of $133,752 under the SERP.
(5) Represents $374,806 awarded under the EAIRSa2d,620 awarded under the ELTIP.

(6) Represents increases of $12,232 under the GBE$393,920 under the SERP.

(7) Represents $371,876 awarded under the EAIR548d,500 awarded under the ELTIP.

(8) Reflects increases of $30,848 under the CBB5$146,412 under the SERP.
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(9) Represents a credit in the amount of $50tB80vests on September 30, 2011, which was prdvideler a LTDCP agreement with Mr. Thomas, $10j87&hicle
allowance payments, and $11,025 in 401(k) employeiching contributions, $14,917 in estimated civstarred by TVA under the Financial Counseling $ees Program,
and $5,364 in estimated gross-up amounts that maasoapproximate additional income and employnaxes payable as a result of TVA's payments uraléné Financial
Counseling Services Program. See information tigarthe details of the LTDCP agreement under “I-3iegm Deferred Compensation Plan.”

(10) Represents a lump sum payment awarded téibvBkins for assuming additional duties and resplitsés while serving as Interim Chief Financiaffioer.

(11) Represents $114,004 awarded under the EAIRSAD,000 awarded under the ELTIP.

(12) Reflects increases of $283,265 under the @®B5$63,886 under the SERP.

(13) Represents a credit in the amount of $60tB@0vests on October 1, 2011, which was providettua LTDCP agreement with Mr. Hoskins, and $3,67801(k)
employer matching contributions. See informatiegarding the details of the LTDCP agreement undeng-Term Deferred Compensation Plan.”

(14) Represents $429,088 awarded under the EAIRS585,000 awarded under the ELTIP.

(15) Represents increases of $27,331 under theSCGB®B $509,045 under the SERP.

(16) Represents credits totaling $150,000, $1@diQvhich vests on September 30, 2011, and $5000Mich vest on September 30, 2012, provided uhde separate
LTDCP agreements with Ms. Greene, $11,745 in vetalbwance payments, and $11,025 in 401(k) employtching contributions. See information regagdine details
of the LTDCP agreements under “Long-Term Deferrech@ensation Plan.”

(17) Represents $393,750 awarded under the ELTIP.

(18) Represents increases of $20,754 under theSCGB®B $114,337 under the SERP.

(19) Represents $252,298 awarded under the EAIRS241,540 awarded under the ELTIP.

(20) Represents increases of $9,529 under the GBIE$214,178 under the SERP.

(21) Represents $519,481 awarded under the EAIRSEH9,136 awarded under the ELTIP.

(22) Represents increases of $18,404 under theSCB®B $317,308 under the SERP.

(23) Represents a credit in the amount of $200tB&80vests on September 30, 2011, which was peovithder a LTDCP agreement with Mr. McCollum, $25,#h vehicle
allowance payments, and $11,025 in 401(k) employaching contributions. See information regardimg details of the LTDCP agreement under “Long-T&xaferred
Compensation Plan.”

(24) Represents $559,136 awarded under the ELTIP.

(25) Represents increases of $15,789 under theSCGB®B $250,081 under the SERP.

(26) Represents $376,658 awarded under the EAIRS35,093 awarded under the ELTIP.

(27) Represents increases of $10,821 under theSCB®B $115,619 under the SERP.

(28) Represents $440,090 awarded under the EAIRS383,750 awarded under the ELTIP.

(29) Represents increases of $28,526 under theSCGB®B $296,682 under the SERP.

(30) Represents a credit in the amount of $125tB80vested on September 30, 2010 which was pedvichder a LTDCP agreement with Mr. Swafford, $43%,in vehicle
allowance payments, $11,025 in 401(k) employer hiagccontributions, $14,667 in estimated costsiirediby TVA under the Financial Counseling Servieesgram, and
$5,274 in estimated gross-up amounts that reaspapproximate additional income and employmentsgayable as a result of TVA's payments under ¢oRiimancial
Counseling Services Program. See information tigarthe details of the LTDCP agreement under “I-3iegm Deferred Compensation Plan.”

(31) Represents a lump sum performance paymentaddor an improved nuclear power industry peedwation of Watts Bar Nuclear Plant in 2009.

(32) Represents $164,640 awarded under the EAIRS383,750 awarded under the ELTIP.

(33) Represents increases of $27,674 under theSCGBB $173,842 under the SERP.

(34) Represents $286,841 awarded under the EAIRSAN1,092 awarded under the ELTIP.

(35) Represents increases of $39,260 under theSCGBRB $272,601 under the SERP.

(36) Represents a credit in the amount of $175tB80vests on September 30, 2014, which was peovithder a LTDCP agreement with Mr. Bhatnagar, B88.in vehicle
allowance payments, and $3,705 in 401(k) employetching contributions. See information regarding details of the LTDCP agreement under “Long-TBwferred
Compensation Plan.”

(37) Represents $204,517 awarded under the EAIRSAW1,092 awarded under the ELTIP.

(38) Represents increases of $36,696 under theSCGBRB $209,196 under the SERP.

(39) Represents $258,340 awarded under the EAIRb245,321 awarded under the ELTIP.

(40) Represents increases of $14,284 under theSCGB®B $14,942 under the SERP.
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The following table provides information redig non-equity incentive plan awards and the péssédnge of payouts associated with incentiveNamed
Executive Officers were eligible to receive for penfiance in the performance cycles ending in 2010.

Grants of Plan-Based Awards Table

Estimated Possible Payouts Under
Non-Equity Incentive Plan Awarc(1)

Threshold (2) Target (2) Maximum 2
Name Plan $) $ 6)]
@ (b) (©) (d (e
Tom Kilgore EAIP 3) $425,000 $850,000 $1,275,000
ELTIP (4) $637,500 $1,275,000 $1,912,500
John M. Thomas, IlI EAIP (3) $169,000 $338,000 $507,000
ELTIP (4) $325,00C $650,00C $975,00C
John M. Hoskins EAIP (3) $54,400 $108,800 $163,200
ELTIP (4) $34,000 $68,000 $102,00C
Kimberly S. Greene EAIP (3) $195,000 $390,000 $585,000
ELTIP (4) $390,00C $780,00C $1,170,00(
William R. McCollum, Jr. EAIP (3) $260,930 $521,860 $782,790
ELTIP (4) $372,757 $745,514 $1,118,271
Preston D. Swafford EAIP (3) $210,000 $420,000 $630,000
ELTIP (4) $262,50C $525,00C $787,50C
Ashok S. Bhatnagar EAIP (3) $136,874 $273,748 $410,622
ELTIP (4) $114,062 $228,12¢ $342,18¢
Notes

(1) TVA does not have any equity securities aretdfore has no equity-based awards.

(2) Threshold, Target, and Maximum represent artsotimat could be earned by an NEO based on FY 2010
performance. Actual EAIP awards earned for perforae in 2010 are reported for each of the NamedEixe Officers
under “Non-Equity Incentive Plan Compensation’hie Summary Compensation Table.

(3) Target incentive opportunities as a percentdgmlaries were as follows: Mr. Kilgore, 100%rt.Mhomas, 65%; Mr.
Hoskins, 40%; Ms. Greene, 60%; Mr. McCollum, 70%;, Bwafford, 80%; and Mr. Bhatnagar, 60%. EAIPfpenance
measures for 2010 were Net Cash Flow and Equiv&leailability Factor. Actual EAIP awards earned fierformance in
2010 are reported for each of the Named Executffieéds under “Non-Equity Incentive Plan Compenaatiin the
Summary Compensation Table. S@@mpensation Discussion and Analyfsisa discussion of how each award was
determined.

(4) Target incentive opportunities for the thresyperformance cycle ended September 30, 201@asantage of
salaries were as follows: Mr. Kilgore, 150%; Mr.ofhas, 125%; Mr. Hoskins, 25%; Ms. Greene, 120%;NaCollum,
100%; Mr. Swafford, 100%; and Mr. Bhatnagar, 50B.TIP performance measures for the three-year amtked
September 30, 2010, were Retail Rates and Conndetimt Interruption. Actual ELTIP awards earnedthe
performance cycle ended on September 30, 2010¢poeted for each of the Named Executive Officerdar “NonEquity
Incentive Plan Compensation” in the Summary Comaiéois Table. Se€ompensation Discussion and Analyfsisa
discussion of how each award was determi

Awards under the EAIP and ELTIP will be paid in cdsiing the first quarter of 2011 with a deferratiop for the ELTIP. Mr. McCollum and Mr. Swafford
elected to defer 100 percent and 25 percent, régpht of their ELTIP awards earned for the perfamoe cycle ended on September 30, 2010.

Long-Term Deferred Compensation Plan

The TVA Long-Term Deferred Compensation Plan is de=igo provide long-term incentives to executivesrioourage them to stay with TVA and to provide
competitive levels of total compensation to suchcerives. Participating executives enter into defeagreements with TVA under which deferred compegmsa&redits are
made to an account in the participant’'s name. i@ade made on an annual basis for an establisbedd of time. Interest is credited daily to ti@ance reflected in the
participant’s deferral account. Interest is cadtedl based on the composite rate of all marketal8e Treasury issues. In the alternative, pawicip may choose to have
their balance adjusted based on the return onigertatual funds. Credits vest after a period fixethe agreement and are distributed to the ppatnt either at vesting or
following termination as provided in the particutgreement. Set forth below are descriptions of HRCP agreements that are reflected in the SumiB@arypensation
Table for the Named Executive Officers. See digo‘Nonqualified Deferred Compensation Table” belawujch also includes information with respect to antsicredited
under these and prior LTDCP agreements.

In November 2009, TVA entered into a LTDCP agreemerit dit. Kilgore. Under the terms of the agreement, Kilgore received a deferred compensation credit
of $300,000 on December 1, 2009, and this creslityell as any earnings on this amount, will vesNewember 30, 2010. Mr. Kilgore will also receive deéel
compensation credits of $300,000 each on Decemt291D, December 1, 2011, and December 1, 2012, riéimains employed by TVA on these dates, and tresis, as
well as any earnings on these amounts, will vestialiynon November 30, 2011, November 30, 2012, aneelber 30, 2013, respectively. Each credit, amdiegs on
such credit, will be distributed to Mr. Kilgore inamp sum
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at the time of vesting. In the event TVA terminatés Kilgore's employment during the term of the LTI agreement through no act or delinquency of is, @ny credit,
and earnings on such credit, in Mr. Kilgore’s agttathat is not vested at the time of terminatior élcome vested and distributed to him in a lump.sif Mr. Kilgore
voluntarily terminates his employment or TVA terntieMr. Kilgore’'s employment for cause prior to theiration of the agreement, any credit, and egsan such
credit, in Mr. Kilgore’s account that is not vesteill be forfeited.

In September 2007, TVA entered into a LTDCP agreeméhtMs. Greene. Under the terms of the agreenMseit Greene received a deferred compensation credit
of $280,000 on September 4, 2007, and deferred ensation credits of $100,000 on October 1, 2008, lfgctd, 2009, and October 1, 2010. Pursuant togreeaent, Ms.
Greene was vested in the first credit of $280,0GBatime the credit was made and vested in anyrgsrin this amount. Ms. Greene will vest in theaieing balance of
her account only if she remains employed by TVAIuhg expiration of the agreement on Septembe301. All vested credits, and earnings on suchits;ed her
account will be distributed to her in five annuadtadiments following the termination of her emplagmb with TVA. In the event TVA terminates Ms. Greenarsployment
during the term of the LTDCP agreement through ri@edelinquency of her own, any credits and ea®ion those credits in Ms. Greene’s account atrtie ¢f
termination will become vested and distributed toihdive annual installments. If Ms. Greene vdhnily terminates her employment or TVA terminates. (@reene’s
employment for cause prior to the expiration of digeeement, all credits, and earnings on suchtstédiMs. Greene’s account, except the initial $280 credit and any
earnings on this amount, will be forfeited.

In December 2008, TVA entered into a second LTDCRemgent with Ms. Greene. Under the terms of the agrrervs. Greene received deferred compensation
credits of $50,000 on December 1, 2008, Octob20@9, and October 1, 2010. Ms. Greene will also vecaideferred compensation credit in the amouf#i60,000 on
October 1, 2011, if she remains employed by TVA @t ttate. Ms. Greene will vest in her account onghié remains employed by TVA until the expiratioritaf
agreement on September 30, 2012. All vested eregtid earnings on such credits, in her accouhbwitlistributed to her in a lump sum following teemination of her
employment with TVA. In the event TVA terminates NBreene’s employment during the term of the LTDCReagrent through no act or delinquency of her own, any
credits and earnings on those credits in Ms. Greeaeount at the time of termination will becometed and distributed to her in a lump sum. If Meeene voluntarily
terminates her employment or TVA terminates Ms. Ge&eemployment for cause prior to the expiratiothef agreement, all credits, and earnings on stgtlits, in Ms.
Greene’s account will be forfeited.

In January 2010, TVA entered into a LTDCP agreemetit Mir. Hoskins. Under the terms of the agreement,Hiiskins received deferred compensation credits of
$60,000 on January 1, 2010, and October 1, 2010.Hbkkins will also receive a deferred compensatiedlit in the amount of $60,000 on October 1, 2@1He remains
employed by TVA on that date. Mr. Hoskins will vesthis account only if he remains employed by TVAilithe expiration of the agreement on Septembe28@2. All
vested credits, and earnings on such credits sia¢gount will be distributed to him in ten annuetallments following the termination of his empiognt with TVA. In the
event TVA terminates Mr. Hoskins’s employment during term of the LTDCP agreement through no acetinduency of his own, any credits and earningshosé
credits in Mr. Hoskins’s account at the time of teration will become vested and will be distributechim in ten annual installments following the témation of his
employment with TVA. If Mr. Hoskins voluntarily termétes his employment or TVA terminates Mr. Hoskirstgployment for cause prior to the expiration @& th
agreement, all credits, and earnings on such ereédiMr. Hoskins’s account will be forfeited.

In September 2009, TVA entered into a LTDCP agreemvéhtMr. Thomas. Under the terms of the agreemiént,Thomas received deferred compensation credits
of $50,000 on October 1, 2009, and October 1, 2Bt0Thomas will vest in his account only if he ransaemployed by TVA until the expiration of the agmeent on
September 30, 2011. All vested credits, and egsnim such credits, in his account will be distiouo him in a lump sum following the expirationtbé agreement. In the
event TVA terminates Mr. Thomas’s employment dutimg term of the LTDCP agreement through no acetinquency of his own, any credits and earningshose
credits in Mr. Thomas’s account at the time of teation will become vested and distributed to himailump sum. If Mr. Thomas voluntarily terminatés employment or
TVA terminates Mr. Thomas’s employment for causemtd the expiration of the agreement, all creditgj earnings on such credits, in Mr. Thomas'’s aetwill be
forfeited.

In September 2010, TVA entered into a second LTDGPBeagent with Mr. Thomas. Under the terms of the emgent, Mr. Thomas received a deferred
compensation credit of $50,000 on October 1, 20M6. Thomas will also receive deferred compensati@ulits in the amount of $100,000 each on Octob2611, and
October 1, 2012, if he remains employed by TVA ors¢haéates. Mr. Thomas will vest in his account ohheiremains employed by TVA until the expiratiortloé
agreement on September 30, 2013. All vested eregtid earnings on such credits, in his accounteiliistributed to him in a lump sum following tvepiration of the
agreement. In the event TVA terminates Mr. Thomasiployment during the term of the LTDCP agreemierdutgh no act or delinquency of his own, any creatits
earnings on those credits in Mr. Thomas'’s accottiteatime of termination will become vested anstribhuted to him in a lump sum. If Mr. Thomas vatarily terminates
his employment or TVA terminates Mr. Thomas's empieynt for cause prior to the expiration of the agrest, all credits, and earnings on such credit8JinThomas’s
account will be forfeited.
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In May 2007, TVA entered into a LTDCP agreement with McCollum. Under the terms of the agreement, McCollum received a deferred compensation ¢

of $350,000 on May 1, 2007, and deferred compemsatiedits of $200,000 on October 1, 2007, Octob20@8, October 1, 2009, and October 1, 2010. Paottadhe
agreement, Mr. McCollum was vested in the firsddref $350,000 at the time the credit was madeasted in any earnings on this amount. Mr. McGuollwill vest in the
remaining balance of his account only if he remaimployed by TVA until the expiration of the agreernen September 30, 2011. All vested credits,eardings on such
credits, in his account will be distributed to himfive annual installments following the terminatiof his employment with TVA. In the event TVA terrates Mr.
McCollum’s employment during the term of the LTD@&reement through no act or delinquency of his @amg,credits and earnings on those credits in MICbllum’s
account at the time of termination will become vestad distributed to him in five annual installmentf Mr. McCollum voluntarily terminates his enggiment or TVA
terminates Mr. McCollum’s employment for cause ptathe expiration of the agreement, all creditsl earnings on such credits, in Mr. McCollum’scantd, except the
initial $350,000 credit and any earnings on thioant, will be forfeited.

In June 2006, TVA entered into a LTDCP agreement iithSwafford. Under the terms of the agreement, 8vafford received deferred compensation credits of
$125,000 on June 1, 2006, October 1, 2006, Octal#®07, October 1, 2008, and October 1, 2009. Maffnd was vested in his account on September 30),2nd the
entire balance of his account, which includes teelits and earnings on such credits, will be distgt to him in a lump sum following the terminatimirhis employment
with TVA.

In November 2010, approval was granted to enterdrmtew LTDCP agreement with Mr. Swafford. Under thenteof the agreement, Mr. Swafford will receive an
initial deferred compensation credit of $150,0000@tember 1, 2010. He will also receive deferred @mation credits of $100,000 each on October 11 208 October
1, 2012. Mr. Swafford will become vested in his agtaon September 30, 2013, and the entire balafite @ccount, which includes the credits and egsibn such
credits, will be distributed to him based on thegtns he makes at the time the agreement is ea@ctithe new agreement is intended to extend thesheredits, with
minor adjustment, that Mr. Swafford received untther previous agreement that expired on Septemh&03M.

In September 2004, TVA entered into a LTDCP agreeméhtMr. Bhatnagar. Under the terms of the agregnidr. Bhatnagar received deferred compensation
credits of $150,000 on October 1, 2004, October @520ctober 1, 2006, October 1, 2007, and Octob20d8. Mr. Bhatnagar was vested in his accounteptednber 30,
2009, and the entire balance of his account, whicludes the credits and earnings on such creditsdis#ibuted to Mr. Bhatnagar in a lump sum in ®eto2009.

In December 2009, TVA entered into a new LTDCP agezemwith Mr. Bhatnagar. Under the terms of the ame®, Mr. Bhatnagar received deferred
compensation credits of $175,000 on January 1, 28d@October 1, 2010. Mr. Bhatnagar will also reeeieferred compensation credits in the amount.@b®00 each on
October 1, 2011, October 1, 2012, and October 1, 2D8,remains employed by TVA on those dates. BMatnagar will vest in his account only if he rensasgmployed
by TVA until the expiration of the agreement on Sepier 30, 2014. All vested credits, and earningsumh credits, in his account will be distributedhitm in a lump sum
following the expiration of the agreement. In tlvert TVA terminates Mr. Bhatnagar’'s employment dgrtine term of the LTDCP agreement through no adetinquency
of his own, any credits and earnings on those @édibMr. Bhatnagar's account at the time of terrtiorawill become vested and distributed to him iw@p sum. If Mr.
Bhatnagar voluntarily terminates his employment'dA terminates Mr. Bhatnagar's employment for capser to the expiration of the agreement, all cigdind earnings
on such credits, in Mr. Bhatnagar’s account wilftdeited.
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Retirement and Pension Plans

The following table provides the actuarial preseaitie of the Named Executive Officers’ accumulatecefies) including the number of years of credited/se,

under TVA's retirement and pension plans as of Sepe& 30, 2010, determined using a methodology matedest rate and mortality rate assumptions tleatansistent with
those used in the financial statements containgtisrAnnual Report as set forth in Note 18.

Pension Benefits Table

Number of Present Value of
Years of Credited Accumulated Payments During

Service® Benefit Last Year
Name Plan Name #) %) 6]
@) (b) (©) (d) (e)
Tom Kilgore (1) Qualified Plan — CBBS 5.58 $72,375 $0
(2) Non-Qualified — SERP Tier : 8.58(2 $2,422,058 $0
John M. Thomas, IlI (1) Qualified Plan — CBBS 4.83 $89,657 $0
(2) Non-Qualified — SERP Tier : 4.83 $187,851 $0
John M. Hoskins (1) Qualified Plan — OBS 36.78 $2,297,329 $0
(2) Non-Qualified — SERP Tier - 32.67 $389,375 $0
Kimberly S. Greene (1) Qualified Plan — CBBS 3.08 $63,212 $0
(2) Non-Qualified — SERP Tier : 18.08G $1,074,714 $0
William R. McCollum, Jr. (1) Qualified Plan — CBBS 3.42 $50,399 $0
(2) Non-Qualified — SERP Tier : 13.424) $2,704,040 $0
Preston D. Swafford (1) Qualified Plan — CBBS 4.42 $85,415 $0
(2) Non-Qualified — SERP Tier : 9.426) $839,533 $0
Ashok S. Bhatnagar (1) Qualified Plan — CBBS 11.08 $188,517 $0
(2) Non-Qualified — SERP Tier : 11.08 $1,051,726 $0

Notes
1) Limited to 24 years when determining suppetal benefits available under SERP Tier 1, desdrielow.

2) Mr. Kilgore has been granted three addilgrears of credited service for pre-TVA employmand the offset for prior employer pension
benefits associated with the additional three yehcsedited service has been waived. In additibeoffset for benefits provided under TVA’s defih
benefit plan will be calculated based on the agbeaision benefit he will receive as a participarthie CBBS.

(3) Ms. Greene has been granted 15 additionabyaaredited service for pre-TVA employment ahd bffset for prior employer pension benefits has
been waived. The offset for benefits provided uridéA’ s defined benefit plan will be calculated basedhenbenefit she will be eligible to receive ¢
participant in the CBBS taking into account theitiddal years of credited service being used foRBEbenefit calculation purposes. In the event that
Ms. Greene voluntarily terminates her employmenhW\A or is terminated for cause prior to satisfyithe minimum five-year vesting requirement,
no benefits will be provided under the SERP. kn¢kient of termination for any other reason, piadiive years of employment, the five-year vesting
requirement will be waived and the benefit Ms. Geewill be eligible to receive will be payable rarlger than age 55. As of September 30, 2010, the
present value of this benefit is 1,074,714.

Without the additional years of credited servite, present value of Ms. Greene’s accumulated kemetild be $0.

(4) Mr. McCollum has been granted 10 additionalrgeof credited service for pre-TVA employment &mel offset for prior employer pension benefits
has been waived. The additional years of crediezdice will be used for SERP benefit calculatiompmses only and will not count toward the
minimum five-year vesting requirement. In the eMein. McCollum voluntarily terminates his employmemith TVA or is terminated for cause prior to
satisfying the minimum five-year vesting requiremem benefits will be provided under the SERP thim event of termination for any other reason,
prior to five years of employment, the five-yeastieg requirement will be waived as long as thenteation is considered acceptable to TVA, and Mr.
McCollum will be eligible to receive benefits payaln five annual installments following terminatio The present value of this benefit as of
September 30, 2010, is $2,704,040. Without waiand granting the additional years of credited iserthe present value of Mr. McCollum'’s
accumulated benefit would be $0.

(5) Mr. Swafford has been granted five additioyedrs of credited service for pre-TVA employmenrd #me offset for prior employer pension benefits
has been waived. The additional years of credigzdice will be used for SERP benefit calculatiompgwses only and will not count toward the
minimum five-year vesting requirement. In addititime offset for benefits provided under TVA's aefil benefit plan will be calculated based on the
benefit he would be eligible to receive as a pgrdint in the CBBS taking into account the additiorears of credited service being used for SERP
benefit calculation purposes. In the event Mr. ffove voluntarily terminates his employment with A\or is terminated for cause prior to satisfying
minimum five-year vesting requirement, no benefit be provided under the SERP. The present vafubis benefit as of September 30, 2010, is
$839,533. Without the additional years of crediedvice, the present value of Mr. Swafford’s acolated benefit would be $0.

Qualified Defined Benefit PlanTVA sponsors a qualified defined benefit plan witlotstructures for employees, including the Namedchtiee Officers, which is
administered by the TVA Retirement System. Thecstines are the Original Benefit Structure (“OBS”) @he Cash Balance Benefit Structure (“CBBS”). igration in
the OBS is limited to employees who were covered utigeplan prior to January 1, 1996. All employges hired by TVA on or after January 1, 1996, pApate in the
CBBS. As with any other qualified retirement pldrere are limits on employee and employer contrilmstiand compensation that can be counted for hemdtulations se
by the TVA Retirement System rules and IRS regufatio

OBS. Mr. Hoskins is the only Named Executive Offiegno participates in the OBS. The pension providetdeuthe OBS is based on a final average pay formula
that includes the member’s years of creditableiserfto the nearest month), highest average conagpiensduring any three consecutive years of crbliitaervice, and a
pension factor, less a small Social Security offSet executives who are members of the OBS, conapiensis defined as annual salary only for berefitulation purposes
and, for Mr. Hoskins is shown under the column ti“Salary’ in the Summary Compensation Table, although congiEmscannot exceed $245,000 in 2010 pursuantet



IRS annual compensation limit applicable to quedifplans. Creditable service is the length of tipent as a memb8AGHHsTR@s Renisertebitadystem andafsa
include certain military service, some periodseze without 018040
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pay, forfeited annual leave, and unused sick le@ke.pension factor, which can reach a maximum®pgrcent, is determined by a member’s age and/ethehthe

member has obtained the Rule of 80. The Rule d$ 8 sum of a member’s age and creditable seatitiee time of termination. For example, a menviien has reached
age 55 and has 25 years of creditable servicelitamed the Rule of 80. Mr. Hoskins has obtainedRinle of 80. The Social Security offset is eqoahe product of a
member’s actual years of service times 1.75 timies@r based on the member’s actual age at retinenviembers must have at least five years of tabldi service in order
to be eligible for a pension benefit.

Members in the OBS who are 55 with five years of itadde service are eligible to receive an immediseefit upon retirement. Members whose age pluscser
including unused sick leave and forfeited annuaVée equals 80 points or more receive the maximensipn factor of 1.3 percent. Members who reactb8geith at least
five years of creditable service receive the maxmpension factor of 1.3 percent even if they dohaste 80 points. The OBS does not provide earlyeragnt benefits to
Mr. Hoskins or any other member in the OBS.

CBBS. All of the other Named Executive Officers are menstof the CBBS. Under the CBBS, each member leastabalance account that receives pay credits
equal to six percent of his/her compensation eagtperiod (every two weeks). For executives whangeebers of the CBBS, compensation is defined asarsalary onl
for benefit calculation purposes and is shown utigieicolumn titled “Salary” in the Summary CompeimsaTable, although compensation could not ex&2t5,000 in
2010 pursuant to the IRS annual compensation &pylicable to qualified plans. The account is iteebwith interest each month, and interest is conmgled on an annual
basis. The annual interest rate used for intereslits is determined each January 1. The inteagsts three percent greater than the perceimagease in the 12-month
average of the Consumer Price Index for the pegiiting on the previous October 31. The minimurergsgt rate is six percent and the maximum inteagstis 10 percent
unless the TVARS Board, with TVA's approval, selectsgher interest rate. When a member elects tilregeiving retirement benefits, the cash balatm®unt is
converted to a monthly pension payment by dividmgending value of the cash balance account loneetsion factor set forth in the plan based omtleenbers actual ag
in years and months.

Members with at least five years of CBBS servicesdigible to receive an immediate benefit. CBB®&&e is the length of time spent as a member @A
Retirement System and does not include creditfioisad sick leave, forfeited annual leave, or préxBvhployment military service. The CBBS does navide for early
retirement benefits to any Named Executive Officeamy other member in the CBBS.

Supplemental Executive Retirement Plarhe SERP is a non-qualified defined benefit penpian similar to those typically found in other qoamies in TVA's
peer group and is provided to a limited numben@featives, including the Named Executive Officef&/A’s SERP was created to recruit and retain keycetiees. The
plan is designed to provide a competitive levalatirement benefits in excess of the limitationscontributions and benefits imposed by TVA's quatifdefined benefit
plan and IRS code section 415 limits on qualifietrement plans.

The SERP provides two distinct levels of participatiTier 1 and Tier 2. Each employee is assigaazhe of the two tiers at the time he or she is @t to
participate in the SERP. The level of participat{tTier") defines the level of retirement benefitovided under the SERP at the time of retirement.

Under the SERP, normal retirement eligibility is &fewith five years of vesting service. No vestad accrued benefits are payable prior to age 5bbanefits
are reduced for retirements prior to age 62. Ehellof reduction in benefits for retirements ptimage 62 depends on whether a participant’s textioim is “approved” or
“unapproved.” In the event of an approved termarabf TVA employment, any vested and accrued bénafie reduced by 5/12 percent for each monttthieadate of
benefit commencement precedes the participant’'d 6&thday up to a maximum reduction of 35 percdntthe event of an unapproved termination of T\fApédoyment,
the participant’s accrued benefits are first sutie@ reduced percentage of vesting if the pgiti's years of service are between five and terfiva years of vesting
service, the vested percentage of retirement ksrief50 percent and increases thereafter by Iepefor each full additional year of service, t@ag 100 percent vesting
for ten or more years of vesting service. Theezatiny vested and accrued benefits are reduc&@/t@ percent for each month that the date of iec@hmencement
precedes the participant’s 62nd birthday up to &imam reduction of 70 percent.

For purposes of the SERP, an “approved” terminati@ans termination of employment with TVA due taéfirement on or after the participant’s 62nd llet,
(ii) retirement on or after attainment of actuaéag, if such retirement has the approval of the TB6&&rd or its delegate, (iii) death in service agmployee, (iv) disability
(as such term is defined under TVA's long-term dilitgtplan), or (v) any other circumstances apprbby the TVA Board or its delegate. For purposethefSERP, an
“unapproved” termination means a termination of Erpment with TVA when such termination does not cduostian “approved” termination as defined in thecgeding
sentence.

SERP Tier 1 All of the Named Executive Officers, except Mr. Kios, are participants in Tier 1. The Tier 1 staue is designed to replace 60 percent of the
amount of a participant’'s compensation at the tineeparticipant reaches age 62 and has accrueda?d gf service at TVA.
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Tier 1 benefits are based on a participant’s highesrage compensation during three consecutivePSfears and a pension multiple of 2.5 percentdcheyear of

credited service up to a maximum of 24 years. Gamsgtion is defined as salary and EAIP for benaftudation purposes. Tier 1 benefits are offseSbyial Security
benefits, benefits provided under TVA's defined Hémean, and prior employer pension benefits whpplizable.

SERP Tier 2 Mr. Hoskins is the only Named Executive Offiggto is a participant in Tier 2. Tier 2 benefits hesed on a participant’s highest average
compensation during three consecutive SERP yedrs aension multiple of 1.3 percent for each yéaredited service. Compensation is defined agalad EAIP for
benefit calculation purposes.

The TVA Sponsored 401(k) Plallembers of the TVA Retirement System, including emed Executive Officers, may elect to participatthn TVA Retiremer
System’s 401(k) plan on a before-tax, after-taxanBoth basis. For OBS members, TVA provides a hiagccontribution of 25 cents on every dollar cdnited on a
before-tax, after-tax and/or Roth basis up to Bfe@nt of the participant’s annual salary . FBBS members, TVA provides a matching contributio®fcents on every
dollar contributed on a before-tax, after-tax andloth basis up to 4.5 percent of the participaatisual salary.

Nonqualified Deferred Compensation
The following table provides information regardingfefred contributions, earnings, and balancesdoh ®f the Named Executive Officers. The amourgsnted
under this table do not represent compensatiodditian to the compensation that was earned in Z0fDalready reported in the Summary CompensatteTbut rather

the amounts of compensation earned by the NamediExe®©fficers in 2010 or prior years that was asbeen deferred.

Nonqualified Deferred Compensation Table

Executive Registrant Aggregate Aggregate Aggregate
Contributions in Contributions in Earnings in Withdrawals/ Balance at
Last FY Last FY Last FY @ Distributions Last FYE @
Name $) $) $) (9) 3
@) (b) © (d) (e) ®
Tom Kilgore $0 $300,00C®) $146,48E $0 $3,887,99¢4)
John M. Thomas, I $0 $50,0006) $1,462 $0 $51,4626)
John M. Hoskin: $0 $60,000) $32,807 $0 $1,311,12¢0)
Kimberly S. Greene $0 $150,000®) $16,023 $0 $627,44£(10)
William R. McCollum, Jr. $559,13€(11) $200,00012) $182,52¢ $0 $3,193,267113)
Preston D. Swaffor $98,438(14) $125,00C(15) $27,244 $0 $1,088,56€(16)
Ashok S. Bhatnagz $0 $175,0007 $107,71E $818,71€18) $1,762,36419

Notes
1) Includes vested and unvested earnings. Becaone of these amounts is above market earnimes SEC rules, none of these amounts is inclua ¢kl
Summary Compensation Table.

2) Includes vested and unvested contributiomsestnings.

?3) Represents an unvested annual credit inrtieuat of $300,000 provided under a LTDCP agreemthtMr. Kilgore (reported in the “All Other Compeation” column in the Summary
Compensation Table).

4) Includes a total of $306,517 of contributi@msl earnings that were not vested as of Septe8®h&010. A total of $2,611,522 was reported aspmnsation to Mr. Kilgore in the
Summary Compensation Tables in previous years.

(5) Represents an unvested annual credit inrtieuat of $50,000 provided under a LTDCP agreemétht Mr. Thomas (reported in the “All Other Competisa” column in the Summary
Compensation Table).

(6) C ontributions and earnings that were notee@sis of September 30, 2010.

(7) Represents an unvested annual credit in theuahof $60,000 provided under a LTDCP agreemetit Wir. Hoskins (reported in the “All Other Competisa” column in the Summary
Compensation Table).

(8) Includes a total of $61,158 of contributiomsl@arnings that were not vested as of Septemh&@030. A total of $144,579 was reported as corsgton to Mr. Hoskins in the Summary
Compensation Table in previous years.

(9) Represents an unvested annual credit in theiahof $150,000 provided under two separate LT@GRements with Ms. Greene (reported in the “AR&@tCompensation” column in the
Summary Compensation Table).

(10) Includes a total of $313,285 of contributi@msl earnings that were not vested as of SepteBih@010. A total of $430,000 was reported as @amsption to Ms. Greene in the Summary
Compensation Tables in previous years.

(11) Mr. McCollum elected to defer 100 percenthef $559,136 to be awarded under the ELTIP fop#réormance cycle that ended on September 30, @épOrted in the “Non-Equity
Incentive Plan Compensation” column in the Sumn@oynpensation Table).

(12) Represents an unvested annual credit iarth@unt of $200,000 provided under a LTDCP agreeméhtMr. McCollum (reported in the “All Other Corepsation” column in the
Summary Compensation Table).

(13) Includes a total of $629,855 of contribus@nd earnings that were not vested as of Septe3oh@010. The amount reported in “Executive Abaotions in Last FY” column will be
credited to his account in the first quarter of 2@hd is not included in the balance. A total {882,486 was reported as compensation to Mr. Ma@oin the Summary Compensation Tat
in previous years.

(14) Mr. Swafford elected to defer 25 percenthaf $393,750 to be awarded under the ELTIP fop#réormance cycle that ended on September 30, @éported in the “Non-Equity
Incentive Plan Compensation” column in the Sumn@oynpensation Table).

(15) Represents an unvested annual credit iarth@unt of $125,000 provided under a LTDCP agreeméhtMr. Swafford (reported in the “All Other Corapsation” column in the
Summary Compensation Table).

(16) Includes a total of $696,607 of contribusand earnings that were not vested as of Septe3oh@010. The amount reported in “Executive Abations in Last FY” column will be
credited to his account in the first quarter of 2@hd is not included in the balance. A total 223438 was reported as compensation to Mr. Swaffothe Summary Compensation Tables in
previous years.

a7) Represents an unvested annual credit iarth@unt of $175,000 provided under a LTDCP agreeméhtMr. Bhatnagar (reported in the “All Other Cpemsation” column in the
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(18) Represents a total of $818,718 of contributionseamings that were provided under a LTDCP agreemigh Mr. Bhatnagar that vested on September 8092and was paid out in t
first quarter of fiscal year 2010.

(29) Includes a total of $178,403 of contribn8 and earnings that wee not vested as of Septe3@b2010. A total of $683,452 was reported asmensation to Mr. Bhatnagar in the
Summary Compensation Tables in previous years.
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TVA normally allows participants in the EAIP, ELTIBnd LTDCP to elect to defer all or a portion of dmnpensation earned under those plans that ibklifpr
deferral under the terms of each plan and appkcB®® regulations. All deferrals are crediteddoleparticipant in a deferred compensation accauntt the deferral
amounts are then funded into a rabbi trust. Eactigipant may elect one or more of several nofiamsestment options made available by TVA or allawm or all funds 1
accrue interest at the rate established by thenhewj of each fiscal year equal to the composite odall Treasury issues. Participants may dgtechange from either one
notional investment option or the TVA interest begraption to another at any time. Upon terminatfonds are distributed pursuant to elections madegcordance with
applicable IRS regulations.

No executives, including the Named Executive Officavere permitted to defer any portion of theiralrsalary or EAIP payout in 2010. Participantthia
ELTIP, including the Named Executive Officers, wprrmitted to elect to defer all or a portion oditrawards (25, 50, 75, or 100 percent) receivecutite
plans. Participants in the LTDCP, including the Ndr&gecutive Officers, may be eligible to defer cte@dwarded under their LTDCP agreements by makirgjeution at
the time they enter into the LTDCP agreements .

Potential Payments on Account of Retirement/Resignatip Termination without Cause, Termination with Cause,or Death/Disability

The tables below show certain potential paymentswoald have been made to each Named Executive ©ffibés or her employment had been terminated on
September 30, 2010 (except as otherwise indicatedgr various scenarios. All of the Named ExecuBfficers would also be entitled to payments from plganerally
available to TVA employees under the specific cirstances of termination of employment, including llealth and welfare and pension plans and amourtite i401 (k)
plan.

Tom Kilgore Retirement/ Termination Termination Death/ Disability
Resignation without Cause with Cause
Severance Agreemefit $C $2,975,00 $C $0
LTDCP $C $306,51° $C $306,51
SERP $2,422,0582 $2,422,0582 $2,422,0582) $2,422,0583
Deferred Compensatio $3,851,48 $3,851,48 $3,851,48 $3,851,48
@)
Total Value of Potentia $6,003,54 $9,285,05 $6,003,54 $6,310,05
Payments
Notes
(1) In January 2005, TVA entered into an agredmégth Mr. Kilgore that provides a lump-sum payment
equal to one year's annual compensation if (1) dusies, responsibilities, or compensation is sutiithy
reduced, and he terminates his employment with T8A(2) his employment is terminated for any reastirer
than “for cause.” For purposes of this agreemé@rinual compensation” is defined as annual saldug the
amount of the annual and long-term incentive awaedaould have been eligible to receive based @npEdcent
lachievement of target performance goals.
(2) Represents the present value of the accuetlutanefit. Actual benefit would to be paid inefiannual
installments.
(3) Represents the present value of the accuetitznefit. In the event of death while employgd WA, the
beneficiary will receive a lump sum payment eqoahie actuarial equivalent of the benefit that widuhve been paid
had the participant terminated employment on the dhdeath and elected a joint and 50 percenisnybenefit.
(4) Amounts that Mr. Kilgore earned in past ydauselected to defer, which are payable pursuaatections he
made and applicable IRS rules.

161




Table of Content

SACE 1st Response to Staff

Payments

018045
John M. Thomas, llI Retirement/ Termination Termination Death/ Disability
Resignation without Cause with Cause
Severance Agreemefit $C $0 $C $0
LTDCP $C $0 $C $51,46
SERP $0@ $0@ $0@ $187,8513
Deferred Compensatio $C $0 $C $0
Total Value of Potentia $C $0 $C $239,31

Notes

(2) Mr. Thomas has not yet vested in SERP.

(1) Mr. Thomas does not have a severance agreement with TVA.

(3) Represents the present value of the accumulated benefit. In the event of death while employed by
[TVA, the beneficiary will receive a lump sum payment equal to the actuarial equivalent of the benefit that

would have been paid had the participant terminated employment on the date of death and elected a joint
and 50 percent survivors benefit.

Payments

John M. Hoskins Retirement/ Termination Termination Death/ Disability
Resignation without Cause with Cause

Severance Agreemefit $C $0 $C $0

LTDCP $C $61,15¢ $C $61,15

SERP $389,3752 $389,3752 $389,3753 $389,3754

Deferred %)mpensatio $1,249,97 $1,249,97 $1,249,97 $1,249,97

Total Value of Potentia $1,639,34 $1,700,50 $1,639,34 $1,700,50

Notes

(1) Mr. Hoskins does not have a severance agneewith TVA.

(2) Represents the present value of the accuetitznefit and assumes the termination is an apgr®rmination

under SERP. If the termination had taken plac&eptember 30, 2010, the benefit would, howevere teen reduced
by 5/12 percent for each month between Septemhe2@®, and October 31, 2017 (age 62). Actual fitameuld to be|
paid in 10 annual installments.

(3) Represents the present value of the accumuteesfit and assumes the termination is an apprrednation
under SERP. If the termination is not an appraeedhination under SERP, the benefit will be reduicethe manner
discussed above Retirement and Pension Plans - Supplemental ExecBetirement PlanActual benefit would be
paid in 10 annual installments.

(4) Represents the present value of the accuetlznefit. In the event of death while employgd WA, the
beneficiary will receive a lump sum payment eqoahie actuarial equivalent of the benefit that wodve been paid
had the participant terminated employment on the dhdeath and elected a joint and 50 percenisnybenefit.

(5) Amounts that Mr. Hoskins earned in past yéartselected to defer, which are payable pursuaatections he
made and applicable IRS rules.
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under SERP. If the termination had taken plac&eptember 30, 2010, the benefit would, howevere teen reduced
by 5/12 percent for each month from October 5, 2@2E 55) to October 5, 2028 (age 62). Actual fieweuld to be
paid in five annual installments.

©) Represents the present value of the accumulatezfibem the event of death while employed by T\the
beneficiary will receive a lump sum payment eqoahie actuarial equivalent of the benefit that wdodve been paid
had the participant terminated employment on the dadeath and elected a joint and 50 percenfsnybenefit.

(4) Amounts that Ms. Greene earned in past yiearglected to defer, which are payable pursuaatections she
made and applicable IRS rules.

018047
Kimberly S. Greene Retirement/ Termination Termination Death/ Disability
Resignation without Cause with Cause
Severance Agreemefit $C $2,080,00 $C $0
LTDCP $C $313,28! $C $313,28
SERP $C $1,074,7142 $C $1,074,7143
Deferred Compensatio $314,16! $314,16! $314,16! $314,16
@)
Total Value of Potentia $314,16! $3,782,15 $314,16! $1,702,15
Payments
Notes
() In August 2007, TVA entered into an agreement With Greene that provides a lump-sum payment in an
amount equal to two years’ annual compensatiorhénevent that TVA’s current Chief Executive Officen
longer occupies that position and Ms. Greene ieddk leave TVA employment for any reason othen tfaa
cause. For purposes of this agreement, “annuapensation” is defined as annual salary plus theuatnof the
annual incentive award based on 100 percent aahieneof target performance goals.
() Represents the present value of the accumulatezfiband assumes the termination is an approvexination

Payments

William R. McCollum, Retirement/ Termination Termination Death/ Disability
Jr. Resignation without Cause with Cause

Severance Agreemefit $0C $0 $0C $0

LTDCP $C $629,85! $C $629,85

SERP $0@ $0@ $0@ $2,704,0403

Deferred %g)mpensatio $2,563,41 $2,563,41 $2,563,41 $2,563,41

Total Value of Potentia $2,563,41 $3,193,26 $2,563,41 $5,897,30

Notes

(2) Mr. McCollum has not yet vested in SERP.

(1) Mr. McCollum does not have a severance agreemith TVA.

(3) Represents the present value of the accundubeeefit. In the event of death while employedMA, the
beneficiary will receive alump sum payment equah® actuarial equivalent of the benefit that wdudde been paid h
the participant terminated employment on the datieath and elected a joint and 50 percent sursibenefit.

(4) Amounts that Mr. McCollum earned in past ydauselected to defer, which are payable pursuaatections he
made and applicable IRS rules.
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Payments

018049
Preston D. Swafford Retirement/ Termination Termination Death/ Disability
Resignation without Cause with Cause

Severance Agreemefit $C $0 $C $0
LTDCP $696,60 $696,60 $696,60 $696,60

SERP $0@ $0@ $0@ $839,5433
Deferred Compensatio $391,95! $391,95! $391,95! $391,95

)
Total Value of Potentia $1,088,56 $1,088,56 $1,088,56 $1,928,10

Notes

and applicable IRS rules.

(2) Mr. Swafford has not yet vested in SERP.

(1) Mr. Swafford does not have a severance agreewith TVA.

(3) Represents the present value of the accundubeeefit. In the event of death while employedMA, the
beneficiary will receive a lump sum payment eqoahie actuarial equivalent of the benefit that widuhve been paid
had the participant terminated employment on the dhdeath and elected a joint and 50 percenisnybenefit.

(4) Amounts that Mr. Swafford earned in past ydarselected to defer, which are payable pursuaatdctions he ma

Payments

Ashok S. Bhatnagar Retirement/ Termination Termination Death/ Disability
Resignation without Cause with Cause

Severance Agreemefit $0C $0 $0C $0

LTDCP $C $178,40: $C $178,40

SERP $1,051,7262 $1,051,7262 $1,051,726% $1,051,7264

Deferred ((:St))mpensatio $1,583,96 $1,583,96 $1,583,96 $1,583,96

Total Value of Potentia $2,635,69 $2,814,09 $2,635,69 $2,814,09

Notes

annual installments.

(1) Mr. Bhatnagar does not have a severance mgmtewith TVA.

(2) Represents the present value of the accuetlznefit and assumes the termination is an apgrarmination
under SERP. If the termination had taken plac&eptember 30,2010, the benefit would, however, Ihaen reduced
by 5/12 percent for each month between Septemhe?@®, and May 16, 2018 (age 62). Actoanefit to be paid in 1

(3) Represents the present value of the accunouibsrefit and assumes the termination is an apgr@renination
under SERP. If the termination is not an appraeedhination under SERP, the benefit will be reduicetthe manner

discussed above Retirement and Pension Plans - Supplemental ExecBétirement Plan Actual benefit would be
paid in 10 annual installments.

(4) Represents the present value of the accuetlznefit. In the event of death while employgd WA, the
beneficiary will receive a lump sum payment eqoahee actuarial equivalent of the benefit that wdodve been paid
had the participant terminated employment on the dadeath and elected a joint and 50 percenfsnybenefit.

(5) Amounts that Mr. Bhatnagar earned in pasts/bat elected to defer, which are payable pursteaelections he
made and applicable IRS rules.

Other Agreements
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Except as described above and in the Compensatgnuglion and Analysis, there are no other agreerbetveen TMB0HEd any of the Named Executive Officers.

Director Compensation

The TVA Act provides for up to nine directors on ff\A Board. Under the TVA Act, each of TVA's directorsetves certain stipends that are increased annually
by the same percentage increase applicable tota§nss under 5 U.S.C. § 5318, which provides forstdjents in the annual rates of pay of employedb®ikxecutive
Schedule of the United States Government. As of &eme30, 2010, the base stipend amounted to $4§80gear unless (1) the director is the chair ©%& Board
committee, in which case the stipend is $50,000/par, or (2) the director is the Chairman of théATBoard, in which case the stipend is $54,500 par.y®irectors are
also reimbursed under federal law for travel, lodgeand related expenses that they incur in attgnaieetings and for other official TVA business ie #ame manner as
other persons employed intermittently in federalagoment service.
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The annual stipends provided by the TVA Act for edithctor and to the Chairman of the TVA Board as of&ober 19, 2010, were as follows:

TVA Board Annual Stipends

Annual Stipend

Name $

Dennis C. Bottorft $54,500
Marilyn A. Brown $50,000
Robert M. Duncai $50,000
Thomas C. Gillilanc $50,000
Bishop William H. Grave: $50,000
Barbara S. Haske $48,900
Neil G. McBride $48,900
William B. Sanson $50,000
Howard A. Thrailkill $48,900

The following table set outs the compensatéreived by TVA's directors during 2010 .

Director Compensation

Change in
Pension Value
and
Nonqualified
Fees Non-Equity Deferred
Earned or Stock Option  Incentive PlanCompensatior ~ All Other
Paid in Awards Awards Compensatior Earnings(” Compensation Total
Name Cash $) $) $ $ %) %)
@ (%) (©) (d) (e) ® ) (h)
(b)
Dennis C. Bottorfi 2 $51,717 = — — - $517 $52,234
Robert M. Duncai(3) $52,800 — — — — $528 $53,328
Thomas C. Gillilanc $50,038 = - - - $500 $50,538
Bishop William H. Grave $50,038 - - - — $500 $50,538
William B. Sanson4) $11,319 = - - - $124 $11,443
Howard A. Thrailkill (5) $50,038 — — - - $2,501 $52,539

Notes

(1) TVA directors do not participate in the TVA ftement System, TVA’s SERP, or any non-qualifiededred compensation plan available to TVA

employees. However, as appointed officers of thitdd States government, the directors are mendfehe Federal Employees Retirement System

“FERS"). FERS is administered by the federal Qffaf Personnel Management, and information reggrifie value of FERS pension benefits is not
available to

TVA.

(2) Mr. Bottorff became Chairman on May 19, 2010.
(3) Mr. Duncan resigned the Chairmanship of thaf@ffective May 18, 2010, but continued to seraet a director.

(4) Mr. Sansom'’s term as Chairman expired on M&y2D09, but he continued to serve as a directdil the end of the current session of Congress on
December 24, 2009. He began his second term ofitAeBoard in October 2010.

(5) Mr. Thrailkill's term as a director expired May 19, 2010, but he is entitled to remain inadfuntil the end of the current session of Congoessntil a
successor takes office.

The directors are not eligible to participate iy amcentive programs available to TVA employees.e Tirectors do not participate in the TVA Retirem8pstem
and do not participate in TVA's SERP. However, gsoaqted officers of the United States governmerg,directors are members of the Federal Employe&seRent
System (“FERS”). FERS is a tiered retirement plaat includes three components: (1) Social Secbstyefits, (2) the Basic Benefit Plan, and (3)Theft Savings Plan
(“TSP”). Each director pays full Social Securigxés and makes a small contribution (0.8 percesalafry or stipend) to the Basic Benefit Plan.

The FERS Basic Benefit Plan is a qualified defibedefit plan that provides a retirement benefiebasn a final average pay formula that includes highest
average salary during any three consecutive ydamsroice, and years of creditable service. Adoemust have at least five years of creditabteise in order to be
eligible to receive retirement benefits. Directars eligible for immediate, unreduced retirememidfiés once (1) they reach age 62 and have fivesygfd-ERS creditable
service, (2) they reach age 60 and have 20 yedERS creditable service, or (3) they attain theimum retirement age and accumulate the specifedsyof service as set
forth in the FERS regulations. Generally, benefits calculated by multiplying 1.0 percent of thghast average salary during any three consecutigesyof service by the
number of years of creditable service. Directorswdtire at age 62 or later with at least 20 ye&fs=RS creditable service receive an enhanced h€adactor of 1.1
percent is used rather than 1.0 percent).

Directors may also retire with an immediate benefder FERS if they reach their minimum retiremerg bgsed on type of retirement and years of searidehave
accumulated at least 10 years of FERS creditallécee For directors who reach the minimum retiemtnage and have at least 10 years of FERS créaliabvice, the
annuity will be reduced by 5 percent for each ybardirector is under age 62.
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Each director is also eligible to participate ie fiSP. The TSP is a tax-deferred retirement sawang investment plan that offers the same tymawhgs and tax

benefits offered under 401(k) plans. Once a dirdmt@omes eligible, TVA contributes an amount e¢p@ne percent of the director’s stipend into a B8€ount for the
director. These contributions are made automéfieatery two weeks regardless of whether the directakes a contribution of his or her own moneyreBlors are eligible
to contribute up to the IRS elective deferral limRirectors receive matching contributions of 1@@gent of each dollar for the first three percdrthe director’s stipend and
50 percent of each dollar for the next two percénhe director’s stipend.

Compensation Committee Interlocks and Insider Partigpation

The People and Performance Committee of the TVA @oarrently consists of the following three direstdBishop William H. Graves, Chair, Barbara S. Haskew,
and Dennis C. Bottorff. Howard A. Thrailkill served the People and Performance Committee until Ndveer, 2010, at which time Barbara S. Haskew joinedPtople
and Performance Committee. Since its establishmedune 10, 2010, the People and Performance Qteerhias been responsible for oversight of exeewtmpensation
pursuant to the Compensation Plan, review of the figmsation Discussion and Analysis included in thiaual Report, and, to the extent applicable, rewwéwerformance
goal achievement for 2010. As a result of the TV@aRI's June 2010 delegations, the People and Reafare Committee also (1) reviews proposed actiotiseo€EO to
set or adjust the compensation of the CEO’s premmufuture direct reports within the 80 percent10 percent compensation range of the mediandotdt compensation
for comparable positions, as well as to approveptirameters under which such executives may peatieiin certain supplemental benefit plans sucBERP, (2) consults
with the Chairman of the TVA Board about the Chairroathe TVA Board'’s proposed evaluation and ratinghef performance of the CEO during the year and taiheu
proposed payout to the CEO under the EAIP basedmang other things, the CEQO'’s evaluated performadnciag the year, and (3) consults with the CEO ablmeiCEQO’s
proposed individual performance goals for the CEfirsct reports and the CEO’s proposed evaluatimhrating of the performance of the CEO'’s diregoms during the
year.

No executive officer of TVA serves on the board ofatity which in turn has an executive officer of #ntity serving as a director of TVA.
Compensation Committee Report

The People and Performance Committee has reviemediacussed the Compensation Discussion and Analjtsisnanagement, and based on the review and
discussions, the People and Performance Comméteenmended to the TVA Board that the Compensatiooudson and Analysis be included in this Annual Repo

PEOPLE AND PERFORMANCE COMMITTEE
Bishop William H. Graves, Chair
Barbara S. Haskew
Dennis C. Bottorff
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AN D MANAGEMENT AND RELATED STOCKHOLDER MATTERS
Not applicable
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
Director Independence
The composition of the TVA Board is governed by TwA Act. The TVA Act contains certain provisions thaé aimilar to the considerations for independence

under section 10A(m)(3) of the Exchange Act, inahgdihat to be eligible for appointment to the TVA Bihaan individual shall not be an employee of TVA ahdll make
full disclosure to Congress of any investment deofinancial interest that the individual holdgle energy industry.
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Related Party Transactions

Conflict of Interest Provisions

All TVA employees, including directors and executiféaers, are subject to the conflict of interestigaand regulations applicable to employees of tHertd
government. Accordingly, the general federal dohfif interest statute (18 U.S.C. § 208) and ttem&ards of Ethical Conduct for Employees of thedtstive Branch
(5 C.F.R. part 2635) (“Standards of Ethical Conjuitrm the basis of TVA'’s policies and procedures the review, approval, or ratification of relateakty
transactions. The general federal conflict ofrie¢e statute, subject to certain exceptions, pitshdach government employee, including TVA's dicestand executive
officers, from participating personally and substdly (by advice, decision, or otherwise) as a gameent employee in any contract, controversy, prdioey, request for
determination, or other official particular mattemhich, to his or her knowledge, he or she (ordniber spouse, minor child, general partner, omgitn with which he
or she serves as officer, director, employee,dajsir general partner, or any person or organizatith which he or she is negotiating, or has aareyement, for future
employment) has a financial interest. Exceptianthé statutory prohibition relevant to TVA emplogege (1) financial interests which have been dedoyethe Office o
Government Ethics, in published regulations, todmeremote or inconsequential to affect the intggftthe employee’s services, or (2) interests whighdetermined in
writing, after full disclosure and on a case by da&sis, to be not so substantial as to be deeikelg tb affect the integrity of the employee’s dees for TVA. In
accordance with the statute, individual waiver deteations are made by the official responsible Fer €mployee’s appointment. In the case of TVA dinex; the
determination may be made by the Chairman of th& Bdard, and in the case of the Chairman of the T\6&a, the determination may be made by the Couagbe
President of the United States.

More broadly, Subpart E of the Standards of Eth@ahduct provides that where an employee (1) knbassd particular matter involving specific partiesikely
to have a direct and predictable effect on thenfiie interests of a member of his or her househmithat a person with whom the employee has aeiel/
relationship” (which includes, but is not limited fzersons with whom the employee has a close falifitionship and organizations in which the empéoigean active
participant) is or represents a party to the matted (2) determines that the circumstances wouldeca reasonable person with knowledge of reldfeats to question hi
or her impartiality in the matter, the employeewdmot participate in the matter absent agencliaitation. This authorization may be given by ¢neployee’s
supervising officer, as agency designee, in coasait with the TVA Designated Agency Ethics Officiahon the determination that TVA's interest in theplogee’s
participation in the matter outweighs the conceat threasonable person may question the intedrifi/d’'s programs and operations.

The previously described restrictions are refleite@VA’s Employment Practice Business Ethicswhich requires employees, including TVA'’s direstand
executive officers, to comply with the guidelinedlimed in the Standards of Ethical Conduct and Whigstates the standard of the conflict of inteséstute.

Additionally, on November 30, 2006, the TVA Board apd a written conflict of interest policy that ajgglto all TVA employees, including TVA'’s directors
and executive officers. The conflict of interestipy reaffirms the requirement that all TVA emplegemust comply with applicable federal conflict mterest laws,
regulations, and policies. It also establisheadditional policy that is applicable to TVA's direcs and Chief Executive Officer, which provides altofvs:

In addition to the law and policy applicable to A employees, TVA Directors and the Chief Executivédicf shall comply with the following additional poy
restricting the holding of certain financial intets

1. For purposes of this policy, “financial interestéans an interest of a person, or of a pessspbuse or minor child, arising by virtue of invesnt or cred
relationship, ownership, employment, consultancyfiduciary relationship such as director, trusteepartner. However, financial interest does notude
an interest in TVA or any interes

« comprised solely of a right to payment of retireineenefits resulting from former employment or fichry relationship

« arising solely by virtue of cooperative memberstrigimilar interest as a consumer in a distribofof VA power; or

« arising by virtue of ownership of publicly tradedcsgties in any single entity with a value of $28)0or less, or within a diversified mutual f
investment in any amour

2. Directors and the Chief Executive Officer shall hotd a financial interest in any distributor of T\pawer.

3. Directors and the Chief Executive Officer shall notdha financial interest in any entity engagedhia wholesale or retail generation, transmissiorsade
of electricity.
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4. Directors and the Chief Executive Officer shall notdha financial interest in any entity that mays@aably be perceived as likely to be adverselyctdfi
by the success of TVA as a producer or transmiftetextric power

. Any action taken or interest held that creates, ay neasonably be perceived as creating, a cowfiiciterest restricted by this additional policypéipable
to TVA Directors and the Chief Executive Officer shibirnmediately be disclosed to the Chairman of Bazr®irectors and the Chairman of the Au
Governance, and Ethics Committee (now the Audit, Riski, Regulation Committee). The Audit, Governaaog, Ethics Committee (now the Audit, R
and Regulation Committee) shall be responsibleéniitially reviewing all such disclosures and makirgommendations to the entire Board on what a
if any, should be taken. The entire Board, withtbetvote of any Director(s) involved, shall deterenthe appropriate action to be tak

. Any waiver of this additional policy applicable to TVBirectors and the Chief Executive Officer may be medly by the Board, and will be disclos
promptly to the public, subject to the limitatioms disclosure imposed by la

TVA also has a protocol titled the "Obtainifigings of Value From TVA Protocol" (the "Protocol"T.he Protocol describes what a TVA employee or a

member of the TVA Board should do if a person coddngthe Protocol asks for assistance in obtaisorgething of value from TVA.

TVA relies on the policies, practices, laws, andutations discussed above to regulate conflictsigrest involving employees, including directorsl axecutive
officers. TVA has no other written or unwritten joyl for the approval or ratification of any transans in which TVA was or is to be a participant andvhich any
director or executive officer of TVA (or any chilstepchild, parent, stepparent, spouse, siblinghareh-law, father-in-law, son-in-law, daughter-in-lawother-intaw, or
sister-in-law of any director or executive officdrio/A) had or will have a direct or indirect materiaterest.

U.S. Treasury Interim Obligations

TVA has access to a financing arrangement with tf& Oreasury. TVA and the U.S. Treasury have a menawm of understanding under which the U.S.
Treasury provides TVA with a $150 million credit fiigi. TVA did not borrow under the facility duringd20. This credit facility matures on September2,1 and is
expected to be renewed. This arrangement is pursuéime TVA Act. Access to this credit facility other similar financing arrangements was made plesbypthe 1959
amendments to the TVA Act. See Note 11Shert-Term Debt

Power Program Appropriation Investment

In addition, TVA makes payments to the U.S. Treasisrg repayment of and a return on the Power Progppropriation Investment. Under the TVA Act, TVA
required to repay $1.0 billion of the Power Progrppropriation Investment, and $70 million of tlaisiount remained unpaid as of September 30, 2018e DWA repays
this $7 Omillion, there will still be an outstanding balanme the Power Program Appropriation Investment, ané 18/obligated under the TVA Act to pay the U.S. Bes
a return on this remaining balance indefinitelyee $lote 15 -Appropriation Investment

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following table shows the fees of Ernst & YoundPUor the audit and audit-related services forysars ended September 30, 2010 and 2009.

Principal Accountant Fees and Service
(in actual dollars)

Audit -
Audit Fees Related All Other
Year Principal Accountant (1) Fees(?2  Fees Total
2010 Ernst & Young LLP $2,090,32 $ — —  $2,090,32!
2009 Ernst & Young LLP $2,12560 $ — —  $2,125,60:

Notes

(1) Audit fees consist of fees for professionalg®s rendered in connection
with the audit of internal control over financiajporting, and of TVA's annual
financial statements, review of the interim finactatements included in TVA's
quarterly reports, and services relating to Borfdrafg comfort letters.
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The TVA Board has an Audit, Risk, and Regulation Cattea. Under the TVA Act, the Audit, Risk, and Regfidn Committee, in consultation with the Inspector
General, recommends to the TVA Board the selecti@anadxternal auditor. TVA’s Audit, Risk, and RegidatCommittee , in consultation with the Inspect@n@ral ,
recommended that the TVA Board select Ernst & Young lals TVA's external auditor for the 2008, 2009d 2010 audits and other related services, and ‘e Board
approved these recommendations.

TVA has a policy (the “Policy”) that provides thadt auditing services and permissible non-audit ®ew shall be pre-approved by the Audit, Risk, apdWRation
Committee unless:

» The aggregate amount of all such reardit services provided to TVA does not exceed Bqurof the total amount TVA pays the external audiiaring the
fiscal year in which the naudit services are provide

« Such services were not recognized by TVA at the tifrtte engagement to be 1-audit services or n-audit related services; al

* Such services are promptly brought to the attentibthe Audit, Risk, and Regulation Committee angraped at the next scheduled Audit, Risk,
Regulation Committee meeting or by one or more membf the Audit, Risk, and Regulation Committeavttom the authority to grant such approvals
been delegate!

The Policy also lists the following services as atiesexternal auditor is not permitted to perforithe prohibited non-audit services are:

Bookkeeping or other services related to the adogimecords or financial statements of TV

Financial information system design and impleméorter

Appraisal or valuation services, fairness opini@mg] contributio-in-kind reports

Actuarial services

Internal audit outsourcing service

Management functions or human resour:

Broker or dealer, investment adviser, or investniamking services

Legal services and expert services unrelated tadké; anc

Any other services that the Public Company AccounBwgrsight Board determines, by regulation, is impssible.

The Policy also delegates to the Chairman of thetARisk, and Regulation Committee the authoritpte-approve a permissible service so long asrtteuat of
the service does not exceed $100,000 and the Caraireports for informational purposes the servimesapproved at the Audit, Risk, and Regulation Cdterls next
meeting.

The Audit, Risk, and Regulation Committee pre-appoball of the audit and audit-related service2fa®@9 and 2010 .
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(@) The following documents have been fileghat of this Annual Report:
1) Financial Statements. The followirgcdments are provided in Item 8, Financial Statémand Supplementary Data herein.

Statements of Operations

Balance Sheets

Statements of Cash Flow

Statements of Changes in Proprietary Capital
Notes to Financial Statements

Report of Independent Registered Public Accountingy EErnst and Young LLP)

2 Financial Statement Schedules.

Schedules not included are omitted because theyanmequired or because the required inform:
is provided in the financial statements, includihg notes thereto.

Schedule Il — Valuation and Qualifying Accounts
(in millions)
Balance at
beginning of charged to Balance at
Description year Deductions end of yea
For the year ended September 30, 2
Allowance for doubtful accoun
Receivable $ 2 — 3 2
Loans 13 1 (1) 13
Total allowances deducted from ass $ 15 1 @ 3 15
For the year ended September 30, 2
Allowance for doubtful accoun
Receivable $ 2 — — % 2
Loans 13 1 (1) 13
Total allowances deducted from asset: $ 15 1 1 3 15
For the year ended September 30, 2
Allowance for doubtful accoun
Receivable $ 2 1 1 $ 2
Loans 15 4 (6) 13
Total allowances deducted from asset: $ 17 5 7 3 15
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?3) List of Exhibits.

Exhibit No. Description

3.1 Tennessee Valley Authority Act of 1938 amended16 U.S.C. §§ 831-831ee (Incorporated by
reference to Exhibit 3.1 to TVA’s Quarterly RepontBorm 10-Q for the quarter ended December
31, 2007, File No. 0(-52313)

3.2 Bylaws of Tennessee Valley Authority, as Amended (lpotated by reference to Exhibit 3.1 to
TVA's Quarterly Report on Form -Q for the quarter ended June 30, 2010, File No-52313)

4.1 Basic Tennessee Valley Authority Power Bond Resmiufidopted by the TVA Board of Directc
on October 6, 1960, as Amended on September 28, O&t6ber 17, 1989, and March 25, 1992
(Incorporated by reference to Exhibit 4.1 to TVA'srual Report on Form 1R-for the year ende
September 30, 2006, File No. (-52313)

10.1* Fall Maturity Credit Agreement Dated as of March 2809, Among TVA, Bank of America, N./
as Administrative Agent, Bank of America, N.A., as adler, and the Other Lenders Party Thereto
(Incorporated by reference to Exhibit 10.1 to TVAsarterly Report on Form 1Q-for the quarte
ended March 31, 2009, File No. (-52313)

10.2* Amendment Dated as of November 9, 2009, to Fall Mst@redit Agreement Dated as of March
26, 2009, Among TVA, Bank of America, N.A., as Adminisitra Agent, Bank of America, N.A.,
as a Lender, and the Other Lenders Party Theretorfiorated by reference to Exhibit 99.1 to
TVA'’s Current Report on Forn-K filed on November 13, 2009, File No. (-52313)

10.3 Second Amendment Dated as of October 7, 2010, tdvrlirity Credit Agreement Dated as of
March 26, 2009, and Amended as of November 9, 2009mnTVA, Bank of America, N.A., as
Administrative Agent, Bank of America, N.A., as a Lendard the Other Lenders Party Thereto
(Incorporated by reference to Exhibit 99.1 to TVARarrent Report on Form 8-K filed on October
12, 2010, File No. 0(-52313)

10.4 Spring Maturity Credit Agreement Dated as of July2210, Among TVA, Bank of America,
N.A., as Administrative Agent and Letter of Credit lssiBank of America, N.A., as a Lender, ¢
the Other Lenders Party Thereto (Incorporated bsregice to Exhibit 10.5 to TVA’s Quarterly
Report on Form 1-Q for the quarter ended June 30, 2010, File No-52313)

10.5 TVA Discount Notes Selling Group Agreement (Incorpaddtyg reference to Exhibit 10.2 to
TVA'’s Quarterly Report on Form -Q for the quarter ended June 30, 2008, File No-52313)

10.6 Electronotes® Selling Agent Agreement Dated as ne&Jiy 2006, Among TVA, LaSalle Financial
Services, Inc., A.G. Edwards & Sons, Inc., Citigr@ipbal Markets Inc., Edward D. Jones & Co.,
L.P., First Tennessee Bank National AssociationBJHilliard, W.L. Lyons, Inc., Merrill Lynch,
Pierce, Fenner & Smith Incorporated, Morgan Stasléyo. Incorporated, and Wachovia
Securities, LLC (Incorporated by reference to ExhiB.4 to TVA's Annual Report on Form 10-K
for the year ended September 30, 2006, File Nc-52313)

10.7 Assumption Agreement Between TVA and Incapital LLC Dateaf February 29, 2008, Relating
to the electronotes® Selling Agent Agreement Datedfalune 1, 2006, Among TVA, LaSalle
Financial Services, Inc., A.G. Edwards & Sons, Indigtdup Global Markets Inc., Edward D.
Jones & Co., L.P., First Tennessee Bank Nationabéiation, J.J.B. Hilliard, W.L. Lyons, Inc.,
Merrill Lynch, Pierce, Fenner & Smith Incorporatédiorgan Stanley & Co. Incorporated, and
Wachovia Securities, LLC (Incorporated by referetwcExhibit 10.1 to TVAS Quarterly Report ¢
Form 1(-Q for the quarter ended March 31, 2008, File No-52313)

10.8 Commitment Agreement Among Memphis Light, Gas andénBivision, the City of Memphis,
Tennessee, and TVA Dated as of November 19, 2003rflacated by reference to Exhibit 10.5 to
TVA'’s Annual Report on Form -K for the year ended September 30, 2006, File N8-52313)

10.9 Power Contract Supplement No. 95 Among Memphis LiGas and Water Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2® (Incorporated by reference to
Exhibit 10.6 to TVA’s Annual Report on Form 10-K fthre year ended September 30, 2006, File
No. 00(-52313)

10.10 Void Walk Away Agreement Among Memphis Light, Gas andt& 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 10-K ftbre year ended September 30, 2006, File
No. 00(-52313)

10.11 Power Contract Supplement No. 96 Among Memphis LiGas and Water Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2®IB (Incorporated by reference to
Exhibit 10.8 to TVA’s Annual Report on Form 10-K ftbre year ended September 30, 2006, File
No. 00(-52313)

10.12* Joint Ownership Agreement Dated as of April 30, 2B¥ween Seven States Power Corporation

and TVA (Incorporated by reference to Exhibit 1@3A'’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 2008, File No-52313)
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10.13 Supplement No. 1 Dated as of September 2, 2008etddimt Ownership Agreement Dated as of

April 30, 2008, Between Seven States Power CorporatiohT VA (Incorporated by reference to
Exhibit 10.16 to TVA’s Annual Report on Form 10-K filve year ended September 30, 2008, File
No. 00(-52313)

10.14 Supplement No. 2 Dated as of September 30, 200Betddint Ownership Agreement Dated a
April 30, 2008, Between Seven States Power CorporatiohT VA (Incorporated by reference to
Exhibit 10.17 to TVA’s Annual Report on Form 10-K filve year ended September 30, 2008, File
No. 00(-52313)

10.15 Supplement No. 3 Dated as of April 17, 2009, to thiatlOwnership Agreement Dated as of April
30, 2008, Between Seven States Power Corporatioi#Ad (Incorporated by reference to Exhi
10.15 to TVA’s Annual Report on Form 10-K for theayeended September 30, 2009, File No. 000-
52313).

10.16 Supplement No. 4 Dated as of April 22, 2010, to thiatXOwnership Agreement Dated as of April
30, 2008, Between Seven States Power Corporatioil #AdIncorporated by reference to Exhibit
10.2 to TVA's Quarterly Report on Form 10-Q for thearter ended June 30, 2010, File No. 000-
52313)

10.17 Lease Agreement Dated as of September 30, 2008, Beflé® and Seven States Southaven,
LLC (Incorporated by reference to Exhibit 10.18MA’s Annual Report on Form 10-K for the
year ended September 30, 2008, File No-52313)

10.18 First Amendment Dated as of April 17, 2009, to Ledgeeement Dated September 30, 2008,
Between TVA and Seven States Southaven, LLC (Incatpd by reference to Exhibit 10.17 to
TVA'’s Annual Report on Form -K for the year ended September 30, 2009, File N8-52313)

10.19 Second Amendment Dated as of April 22, 2010, to LAageement Dated September 30, 2008,
Between TVA and Seven States Southaven, LLC (Incatpd by reference to Exhibit 10.3 to
TVA'’s Quarterly Report on Form -Q for the quarter ended June 30, 2010, File No-52313)

10.20 Amended and Restated Buy-Back Arrangements DateflAgzrib22, 2010, Among TVA,
JPMorgan Chase Bank, National Association, as Adsrative Agent and a Lender, and the Other
Lenders Referred to Therein (Incorporated by refeeeo Exhibit 10.4 to TVA’s Quarterly Report
on Form 1i-Q for the quarter ended June 30, 2010, File No-52313)

10.21 Overview of TVA's September 26, 2003, Lease and Lesdebf Control, Monitoring, and Data
Analysis Network with Respect to TVA's Transmission t8ys in Tennessee, Kentucky, Georgia,
and Mississippi (Incorporated by reference to ExHib.9 to TVA’s Annual Report on Form 10-K
for the year ended September 30, 2006, File Nc-52313)

10.22* Participation Agreement Dated as of September 223,2@mong (1) TVA, (2) NVG Network
Statutory Trust, (3) Wells Fargo Delaware Trust @amy, Not in Its Individual Capacity, Except
to the Extent Expressly Provided in the Particqrathgreement, But as Owner Trustee, (4)
Wachovia Mortgage Corporation, (5) Wilmington Tr@simpany, Not in Its Individual Capacity,
Except to the Extent Expressly Provided in theiBigdtion Agreement, But as Lease Indenture
Trustee, and (6) Wilmington Trust Company, Not mltdividual Capacity, Except to the Extent
Expressly Provided in the Participation Agreemennitt, & Pass Through Trustee (Incorporated by
reference to Exhibit 10.10 to TVA’s Annual Reportfeorm 10-K for the year ended September
30, 2006, File No. 0(-52313)

10.23* Network Lease Agreement Dated as of September 2@, B#dween NVG Network | Statuto
Trust, as Owner Lessor, and TVA, as Lessee (Incompaiay reference to Exhibit 10.11 to TVA's
Annual Report on Form -K for the year ended September 30, 2006, File N6-52313)

10.24* Head Lease Agreement Dated as of September 26, B868een TVA, as Head Lessor, and NVG
Network | Statutory Trust, as Head Lessee (Incorpadraly reference to Exhibit 10.12 to T’s
Annual Report on Form K for the year ended September 30, 2006, File N6-52313)

10.25* Leasehold Security Agreement Dated as of Septenthe?®3, Made by NVG Network |
Statutory Trust to TVA (Incorporated by referencé&sdibit 10.13 to TVA's Annual Report on
Form 1(-K for the year ended September 30, 2006, File N8-52313)

10.261 TVA Compensation Plan Approved by the TVA Board on N3ay 2007 (Incorporated by referel
to Exhibit 99.3 to TVA'’s Current Report on Form 8-ikefl on December 11, 2007, File No. 000-
52313)

10.27t TVA Vehicle Allowance Guidelines, Effective April 1, @6 (Incorporated by reference to Exhibit
10.18 to TVA’s Annual Report on Form 10-K for theayeended September 30, 2007, File No. 000-
52313)

10.28t Supplemental Executive Retirement Plan (Incorparaiereference to Exhibit 10.1 to TVA's
Current Report on Forr-K filed on January 6, 2009, File No. (-52313)

10.29t Executive Annual Incentive Plan (Incorporated byrefce to Exhibit 10.3 to TVA's Current
Report on Form-K filed on January 6, 2009, File No. (-52313)

10.301 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)
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10.31t Long - Term Deferred Compensation Plan (Incorporaiereference to Exhibit 10.5 to TVA'’s
Current Report on Forr-K filed on January 6, 2009, File No. (-52313)
10.32t Deferred Compensation Plan (Incorporated by referém&xhibit 10.2 to TVA’s Current Report
on Form K filed on January 6, 2009, File No. (-52313)
10.33t Overview of Financial Counseling Services Prograrodiporated by reference to Exhibit 10.31 to

TVA'’s Annual Report on Form -K for the year ended September 30, 2009, File N8-52313)

10.34t Offer Letter to Tom Kilgore Accepted as of January 2805 (Incorporated by reference to Exhibit
10.19 to TVA'’s Annual Report on Form 10-K for theayended September 30, 2006, File No. 000-
52313)

10.35t Offer Letter to William R. McCollum, Jr., Accepted @sMarch 9, 2007 (Incorporated by refere

to Exhibit 10.26 to TVA’s Annual Report on Form 10fé¢ the year ended September 30, 2007,
File No. 00(-52313)

10.361 Offer Letter to Kimberly S. Greene Accepted as of Aad2007 (Incorporated by reference to
Exhibit 10.27 to TVA’s Annual Report on Form 10-K filve year ended September 30, 2007, File
No. 00(-52313)

10.37t First Deferral Agreement Between TVA and Tom Kilgoreddbas of March 29, 2005
(Incorporated by reference to Exhibit 10.24 to T¥4&nnual Report on Form 10-K for the year
ended September 30, 2006, File No.-52313)

10.38t Second Deferral Agreement Between TVA and Tom Kilgoa¢ed as of November 24,
2009 (Incorporated by reference to Exhibit 1089VA’s Annual Report on Form 10-K for the
year ended September 30, 2009, File No-52313)

10.39t Deferral Agreement Between TVA and John M. ThomasP#ted as of December 4,
2009 (Incorporated by reference to Exhibit 10.T¥A’'s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2010, File No.-52313)

10.40F Second Deferral Agreement Between TVA and John Mnids, |ll, Dated as of September 27,
2010
10.41t Deferral Agreement Between TVA and Ashok S. Bhatn&gded as of September 28, 2004

(Incorporated by reference to Exhibit 10.21 to T¥A&nnual Report on Form 10-K for the year
ended September 30, 2006, File No.-52313)

10.42t Second Deferral Agreement Between TVA and Ashok S.rigar Dated as of January 27, 2010
(Incorporated by reference to Exhibit 10.1 to TVAsarterly Report on Form 1Q-for the quarte
ended March 31, 2010, File No. (-52313)

10.43t Deferral Agreement Between TVA and William R. McColluin., Dated as of May 3, 20!
(Incorporated by reference to Exhibit 10.33 to T¥4&nnual Report on Form 10-K for the year
ended September 30, 2007, File No.-52313)

10.44t First Deferral Agreement Between TVA and Kimberly S. &b Dated as of September 4, 2007
(Incorporated by reference to Exhibit 10.34 to T¥A&nnual Report on Form 10-K for the year
ended September 30, 2007, File No.-52313)

10.45% Second Deferral Agreement Between TVA and Kimberly $eGe Dated as of December 20,
2008 (Incorporated by reference to Exhibit 10.43¥%A’s Annual Report on Form 10-K for the
year ended September 30, 2009, File No-52313)

10.46t Deferral Agreement Between TVA and Preston D. Swafforgt®as of May 10, 2006
(Incorporated by reference to Exhibit 10.44 to T¥4&nnual Report on Form 10-K for the year
ended September 30, 2009, File No.-52313)

10.47t Deferral Agreement Between TVA and John M. Hoskins Datedf October 30, 2006
(Incorporated by reference to Exhibit 10.35 to T¥A&nnual Report on Form 10-K for the year
ended September 30, 2007, File No.-52313)

10.48t Second Deferral Agreement Between TVA and John M. higsRiated as of January 27, 2(

14 Disclosure and Financial Ethics Code (Incorporatedefierence to Exhibit 14 to TVA's Annual
Report on Form 1-K for the year ended September 30, 2006, File N8-52313)

31.1 Rule 13+-14(a)/15¢14(a) Certification Executed by the Chief Execut®#icer

31.2 Rule 13+-14(a)/15¢14(a) Certification Executed by the Chief Finan€#dicer

32.1 Section 1350 Certification Executed by the Chiegéé&ixtive Officer
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32.2 Section 1350 Certification Executed by the Chiefdricial Officer
T Management contract or compensatory arrangement.
* Certain schedule(s) and/or exhibit(s) have bewitted. The Tennessee Valley Authority hereby utades to

furnish supplementally copies of any of the omittetiedules and/or exhibits upon request by therBiestand
Exchange Commissiol
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SIGNATURES

Pursuant to the requirements of Section 13, 15fd37 of the Securities Exchange Act of 1934, ggstrant has duly caused this report to be sigmeits behalf by
the undersigned, thereunto duly authorized.

Date: November 19, 2010 TENNESSEE VALLEY AUTHORITY
(Registrant,

By: /s/ Tom Kilgore

Tom Kilgore
President and Chief Executive Offic
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SIGNATURES

Pursuant to the requirements of the SeesrHixchange Act of 1934, this report has been digetow by the following persons on behalf of thestgnt and in
the capacities and on the dates indicated.

Signature Title Date
/s/ Tom Kilgore President and Chief Executive Officer November TA,(2
Tom Kilgore (Principal Executive Officer
/s/ John M. Thomas, Il Chief Financial Officer November 19, 2010
John M. Thomas, Il (Principal Financial Officer
/s/ Steve Byone Vice President, Controller, and Chief Risk Officer November 19, 2010
Steve Byone (Principal Accounting Officer
/s/ Dennis C. Bottorfi Chairman and Director November 19, 2010

Dennis C. Bottorf

/s/ Marilyn A. Brown Director November 19, 2010
Marilyn A. Brown

/sl Robert M. Dunca Director November 19, 201
Robert M. Duncal

/s| Thomas C. Gillilanc Director November 19, 201
Thomas C. Gillilanc

/s/ Bishop William H. Grave: Director November 19, 2010
Bishop William H. Grave

/s/ Barbara S. Haske Director November 19, 2010
Barbara S. Haske'

/sl Neil G. McBride Director November 19, 2010
Neil G. McBride

/s/ William B. Sanson Director November 19, 2010
William B. Sanson

/sl Howard A. Thrailkill Director November 19, 2010
Howard A. Thrailkill
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Exhibit No. Description

3.1 Tennessee Valley Authority Act of 1938 amended16 U.S.C. §§ 831-831ee (Incorporated by
reference to Exhibit 3.1 to TVA’s Quarterly RepontBorm 10-Q for the quarter ended December
31, 2007, File No. 0(-52313)

3.2 Bylaws of Tennessee Valley Authority, as Amended (lpotated by reference to Exhibit 3.1 to
TVA's Quarterly Report on Form -Q for the quarter ended June 30, 2010, File No-52313)

4.1 Basic Tennessee Valley Authority Power Bond Resmiufidopted by the TVA Board of Directc
on October 6, 1960, as Amended on September 28, O&t6ber 17, 1989, and March 25, 1992
(Incorporated by reference to Exhibit 4.1 to TVA'srual Report on Form 1R-for the year ende
September 30, 2006, File No. (-52313)

10.1* Fall Maturity Credit Agreement Dated as of March 2809, Among TVA, Bank of America, N./
as Administrative Agent, Bank of America, N.A., as adler, and the Other Lenders Party Thereto
(Incorporated by reference to Exhibit 10.1 to TVAsarterly Report on Form 1Q-for the quarte
ended March 31, 2009, File No. (-52313)

10.2* Amendment Dated as of November 9, 2009, to Fall Mst@redit Agreement Dated as of March
26, 2009, Among TVA, Bank of America, N.A., as Adminisitra Agent, Bank of America, N.A.,
as a Lender, and the Other Lenders Party Theretorfiorated by reference to Exhibit 99.1 to
TVA'’s Current Report on Forn-K filed on November 13, 2009, File No. (-52313)

10.3 Second Amendment Dated as of October 7, 2010, tdvrlirity Credit Agreement Dated as of
March 26, 2009, and Amended as of November 9, 2009mnTVA, Bank of America, N.A., as
Administrative Agent, Bank of America, N.A., as a Lendard the Other Lenders Party Thereto
(Incorporated by reference to Exhibit 99.1 to TVARarrent Report on Form 8-K filed on October
12, 2010, File No. 0(-52313)

10.4 Spring Maturity Credit Agreement Dated as of July2210, Among TVA, Bank of America,
N.A., as Administrative Agent and Letter of Credit lssiBank of America, N.A., as a Lender, ¢
the Other Lenders Party Thereto (Incorporated bsregice to Exhibit 10.5 to TVA’s Quarterly
Report on Form 1-Q for the quarter ended June 30, 2010, File No-52313)

10.5 TVA Discount Notes Selling Group Agreement (Incorpaddtyg reference to Exhibit 10.2 to
TVA'’s Quarterly Report on Form -Q for the quarter ended June 30, 2008, File No-52313)

10.6 Electronotes® Selling Agent Agreement Dated as ne&Jiy 2006, Among TVA, LaSalle Financial
Services, Inc., A.G. Edwards & Sons, Inc., Citigr@ipbal Markets Inc., Edward D. Jones & Co.,
L.P., First Tennessee Bank National AssociationBJHilliard, W.L. Lyons, Inc., Merrill Lynch,
Pierce, Fenner & Smith Incorporated, Morgan Stasléyo. Incorporated, and Wachovia
Securities, LLC (Incorporated by reference to ExhiB.4 to TVA's Annual Report on Form 10-K
for the year ended September 30, 2006, File Nc-52313)

10.7 Assumption Agreement Between TVA and Incapital LLC Dateaf February 29, 2008, Relating
to the electronotes® Selling Agent Agreement Datedfalune 1, 2006, Among TVA, LaSalle
Financial Services, Inc., A.G. Edwards & Sons, Indigtdup Global Markets Inc., Edward D.
Jones & Co., L.P., First Tennessee Bank Nationabéiation, J.J.B. Hilliard, W.L. Lyons, Inc.,
Merrill Lynch, Pierce, Fenner & Smith Incorporatédiorgan Stanley & Co. Incorporated, and
Wachovia Securities, LLC (Incorporated by referetwcExhibit 10.1 to TVAS Quarterly Report ¢
Form 1(-Q for the quarter ended March 31, 2008, File No-52313)

10.8 Commitment Agreement Among Memphis Light, Gas andénBivision, the City of Memphis,
Tennessee, and TVA Dated as of November 19, 2003rflacated by reference to Exhibit 10.5 to
TVA'’s Annual Report on Form -K for the year ended September 30, 2006, File N8-52313)

10.9 Power Contract Supplement No. 95 Among Memphis LiGas and Water Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2® (Incorporated by reference to
Exhibit 10.6 to TVA’s Annual Report on Form 10-K fthre year ended September 30, 2006, File
No. 00(-52313)

10.10 Void Walk Away Agreement Among Memphis Light, Gas andt& 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 10-K ftbre year ended September 30, 2006, File
No. 00(-52313)

10.11 Power Contract Supplement No. 96 Among Memphis LiGas and Water Division, the City of
Memphis, Tennessee, and TVA Dated as of Novembe2®IB (Incorporated by reference to
Exhibit 10.8 to TVA’s Annual Report on Form 10-K ftbre year ended September 30, 2006, File
No. 00(-52313)

10.12* Joint Ownership Agreement Dated as of April 30, 2B¥ween Seven States Power Corporation

and TVA (Incorporated by reference to Exhibit 1@3A'’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 2008, File No-52313)
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10.13 Supplement No. 1 Dated as of September 2, 2008etddimt Ownership Agreement Dated as of

April 30, 2008, Between Seven States Power CorporatiohT VA (Incorporated by reference to
Exhibit 10.16 to TVA’s Annual Report on Form 10-K filve year ended September 30, 2008, File
No. 00(-52313)

10.14 Supplement No. 2 Dated as of September 30, 200Betddint Ownership Agreement Dated a
April 30, 2008, Between Seven States Power CorporatiohT VA (Incorporated by reference to
Exhibit 10.17 to TVA’s Annual Report on Form 10-K filve year ended September 30, 2008, File
No. 00(-52313)

10.15 Supplement No. 3 Dated as of April 17, 2009, to thiatlOwnership Agreement Dated as of April
30, 2008, Between Seven States Power Corporatioi#Ad (Incorporated by reference to Exhi
10.15 to TVA’s Annual Report on Form 10-K for theayeended September 30, 2009, File No. 000-
52313).

10.16 Supplement No. 4 Dated as of April 22, 2010, to thiatXOwnership Agreement Dated as of April
30, 2008, Between Seven States Power Corporatioil #AdIncorporated by reference to Exhibit
10.2 to TVA's Quarterly Report on Form 10-Q for thearter ended June 30, 2010, File No. 000-
52313)

10.17 Lease Agreement Dated as of September 30, 2008, Beflé® and Seven States Southaven,
LLC (Incorporated by reference to Exhibit 10.18MA’s Annual Report on Form 10-K for the
year ended September 30, 2008, File No-52313)

10.18 First Amendment Dated as of April 17, 2009, to Ledgeeement Dated September 30, 2008,
Between TVA and Seven States Southaven, LLC (Incatpd by reference to Exhibit 10.17 to
TVA'’s Annual Report on Form -K for the year ended September 30, 2009, File N8-52313)

10.19 Second Amendment Dated as of April 22, 2010, to LAageement Dated September 30, 2008,
Between TVA and Seven States Southaven, LLC (Incatpd by reference to Exhibit 10.3 to
TVA'’s Quarterly Report on Form -Q for the quarter ended June 30, 2010, File No-52313)

10.20 Amended and Restated Buy-Back Arrangements DateflAgzrib22, 2010, Among TVA,
JPMorgan Chase Bank, National Association, as Adsrative Agent and a Lender, and the Other
Lenders Referred to Therein (Incorporated by refeeeo Exhibit 10.4 to TVA’s Quarterly Report
on Form 1i-Q for the quarter ended June 30, 2010, File No-52313)

10.21 Overview of TVA's September 26, 2003, Lease and Lesdebf Control, Monitoring, and Data
Analysis Network with Respect to TVA's Transmission t8ys in Tennessee, Kentucky, Georgia,
and Mississippi (Incorporated by reference to ExHib.9 to TVA’s Annual Report on Form 10-K
for the year ended September 30, 2006, File Nc-52313)

10.22* Participation Agreement Dated as of September 223,2@mong (1) TVA, (2) NVG Network
Statutory Trust, (3) Wells Fargo Delaware Trust @amy, Not in Its Individual Capacity, Except
to the Extent Expressly Provided in the Particqrathgreement, But as Owner Trustee, (4)
Wachovia Mortgage Corporation, (5) Wilmington Tr@simpany, Not in Its Individual Capacity,
Except to the Extent Expressly Provided in theiBigdtion Agreement, But as Lease Indenture
Trustee, and (6) Wilmington Trust Company, Not mltdividual Capacity, Except to the Extent
Expressly Provided in the Participation Agreemennitt, & Pass Through Trustee (Incorporated by
reference to Exhibit 10.10 to TVA’s Annual Reportfeorm 10-K for the year ended September
30, 2006, File No. 0(-52313)

10.23* Network Lease Agreement Dated as of September 2@, B#dween NVG Network | Statuto
Trust, as Owner Lessor, and TVA, as Lessee (Incompaiay reference to Exhibit 10.11 to TVA's
Annual Report on Form -K for the year ended September 30, 2006, File N6-52313)

10.24* Head Lease Agreement Dated as of September 26, B868een TVA, as Head Lessor, and NVG
Network | Statutory Trust, as Head Lessee (Incorpadraly reference to Exhibit 10.12 to T’s
Annual Report on Form K for the year ended September 30, 2006, File N6-52313)

10.25* Leasehold Security Agreement Dated as of Septenthe?®3, Made by NVG Network |
Statutory Trust to TVA (Incorporated by referencé&sdibit 10.13 to TVA's Annual Report on
Form 1(-K for the year ended September 30, 2006, File N8-52313)

10.261 TVA Compensation Plan Approved by the TVA Board on N3ay 2007 (Incorporated by referel
to Exhibit 99.3 to TVA'’s Current Report on Form 8-ikefl on December 11, 2007, File No. 000-
52313)

10.27t TVA Vehicle Allowance Guidelines, Effective April 1, @6 (Incorporated by reference to Exhibit
10.18 to TVA’s Annual Report on Form 10-K for theayeended September 30, 2007, File No. 000-
52313)

10.28t Supplemental Executive Retirement Plan (Incorparaiereference to Exhibit 10.1 to TVA's
Current Report on Forr-K filed on January 6, 2009, File No. (-52313)

10.29t Executive Annual Incentive Plan (Incorporated byrefce to Exhibit 10.3 to TVA's Current
Report on Form-K filed on January 6, 2009, File No. (-52313)

10.301 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)
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10.31t Long - Term Deferred Compensation Plan (Incorporaiereference to Exhibit 10.5 to TVA'’s
Current Report on Forr-K filed on January 6, 2009, File No. (-52313)
10.32t Deferred Compensation Plan (Incorporated by referém&xhibit 10.2 to TVA’s Current Report
on Form K filed on January 6, 2009, File No. (-52313)
10.33t Overview of Financial Counseling Services Prograrodiporated by reference to Exhibit 10.31 to

TVA'’s Annual Report on Form -K for the year ended September 30, 2009, File N8-52313)

10.34t Offer Letter to Tom Kilgore Accepted as of January 2805 (Incorporated by reference to Exhibit
10.19 to TVA'’s Annual Report on Form 10-K for theayended September 30, 2006, File No. 000-
52313)

10.35t Offer Letter to William R. McCollum, Jr., Accepted @sMarch 9, 2007 (Incorporated by refere

to Exhibit 10.26 to TVA’s Annual Report on Form 10fé¢ the year ended September 30, 2007,
File No. 00(-52313)

10.361 Offer Letter to Kimberly S. Greene Accepted as of Aad2007 (Incorporated by reference to
Exhibit 10.27 to TVA’s Annual Report on Form 10-K filve year ended September 30, 2007, File
No. 00(-52313)

10.37t First Deferral Agreement Between TVA and Tom Kilgoreddbas of March 29, 2005
(Incorporated by reference to Exhibit 10.24 to T¥4&nnual Report on Form 10-K for the year
ended September 30, 2006, File No.-52313)

10.38t Second Deferral Agreement Between TVA and Tom Kilgoa¢ed as of November 24,
2009 (Incorporated by reference to Exhibit 1089VA’s Annual Report on Form 10-K for the
year ended September 30, 2009, File No-52313)

10.39t Deferral Agreement Between TVA and John M. ThomasP#ted as of December 4,
2009 (Incorporated by reference to Exhibit 10.T¥A’'s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2010, File No.-52313)

10.40F Second Deferral Agreement Between TVA and John Mnids, |ll, Dated as of September 27,
2010
10.41t Deferral Agreement Between TVA and Ashok S. Bhatn&gded as of September 28, 2004

(Incorporated by reference to Exhibit 10.21 to T¥A&nnual Report on Form 10-K for the year
ended September 30, 2006, File No.-52313)

10.42t Second Deferral Agreement Between TVA and Ashok S.rigar Dated as of January 27, 2010
(Incorporated by reference to Exhibit 10.1 to TVAsarterly Report on Form 1Q-for the quarte
ended March 31, 2010, File No. (-52313)

10.43t Deferral Agreement Between TVA and William R. McColluin., Dated as of May 3, 20!
(Incorporated by reference to Exhibit 10.33 to T¥4&nnual Report on Form 10-K for the year
ended September 30, 2007, File No.-52313)

10.44t First Deferral Agreement Between TVA and Kimberly S. &b Dated as of September 4, 2007
(Incorporated by reference to Exhibit 10.34 to T¥A&nnual Report on Form 10-K for the year
ended September 30, 2007, File No.-52313)

10.45% Second Deferral Agreement Between TVA and Kimberly $eGe Dated as of December 20,
2008 (Incorporated by reference to Exhibit 10.43¥%A’s Annual Report on Form 10-K for the
year ended September 30, 2009, File No-52313)

10.46t Deferral Agreement Between TVA and Preston D. Swafforgt®as of May 10, 2006
(Incorporated by reference to Exhibit 10.44 to T¥4&nnual Report on Form 10-K for the year
ended September 30, 2009, File No.-52313)

10.47t Deferral Agreement Between TVA and John M. Hoskins Datedf October 30, 2006
(Incorporated by reference to Exhibit 10.35 to T¥A&nnual Report on Form 10-K for the year
ended September 30, 2007, File No.-52313)

10.48t Second Deferral Agreement Between TVA and John M. higsRiated as of January 27, 2(

14 Disclosure and Financial Ethics Code (Incorporatedefierence to Exhibit 14 to TVA's Annual
Report on Form 1-K for the year ended September 30, 2006, File N8-52313)

31.1 Rule 13+-14(a)/15¢14(a) Certification Executed by the Chief Execut®#icer

31.2 Rule 13+-14(a)/15¢14(a) Certification Executed by the Chief Finan€#dicer

32.1 Section 1350 Certification Executed by the Chiegéé&ixtive Officer
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32.2 Section 1350 Certification Executed by the Chiefdricial Officer
T Management contract or compensatory arrangement.
* Certain schedule(s) and/or exhibit(s) have bewitted. The Tennessee Valley Authority hereby utades to

furnish supplementally copies of any of the omittetiedules and/or exhibits upon request by therBiestand
Exchange Commissiol
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EXHIBIT 10.4C

DEFERRAL AGREEMENT
John Madison Thomas, Ill

TVA's President and Chief Executive Officer approyedir participation in TVA’s Long-Term Deferred Conmsation Plan (Plan) under the following terms:

Duration of deferral agreeme Three year:

First compensation crec $50,000 (10/01/201(

Second and third compensation cre $100,000 each on 10/01/2011 and 10/01/z
Total credits over service peri $250,00C

Expiration date 09/30/201%

Please read the following provisions carefully amticate your approval by signing at the designgiade below.

As a participant in the Plan, | hereby agree toduenb by the following terms and conditions:

Annual deferred compensation credits as stated aliee made to an account in my name to covegraise period beginning October 1, 2010 and endimg o
September 30, 2013, provided that | remain empldye@VA through the expiration of the agreement ept®mber 30, 2013. Upon the expiration of this egent, the
entire amount credited to my account, includingfiest or return as provided below, will be paid toima lump sum unless | elect below to have therzaaf my Long-
Term Deferred Compensation Plan (LTDCP) accounsteared to my TVA deferred compensation account.

I understand that | must be an employee of TVA attitne of the expiration of this agreement, or agments or transfers under the Plan will be mad&\by, and any
credits to my account will be extinguished. Howeuethe event that TVA terminates my employment igithe term of this agreement through no act angeéncy of m
own, this agreement is terminated as of the dateyofermination and no further credits will be maaheler it and any credits in my account from thieeagent, including
interest or return as provided below, at the timeeghination will become vested. If | elect belowhive the balance of my LTDCP account transferredytd VA deferrec
compensation account, all credits from this agregmal be paid out to me in accordance with my defeelection applicable to such credits or in ademce with otherwis
applicable IRS rules. If TVA terminates my employrhor cause prior to the expiration of this agreamno payments will be made and my account balariit be
extinguished. In the event of my death during the term of thireagnent, my account balance will be paid to thegeidentified on my beneficiary designation formio
the absence of such designation, to my estateiarmer permitted by applicable IRS rules.

Interest will be credited to the balance reflectechy LTDCP account on the same basis as interesidslated and credited under the TVA Deferred Caragtion Plan. i
the alternative, | may choose to have the balahoeyd TDCP account adjusted based on the returhefunds | select under the same conditions asarained in TVA's
Deferred Compensation Plan. | understand that $@ely responsible for the risk associated with egtyrn elections that | make.

The Plan may be amended or discontinued by thedBdéthe Board elects to discontinue the Plary, @edits to my account as of the date of termamatf the Plan will be
paid to me in accordance with applicable IRS ruleslect the following option for payment upon exgpion of this agreement:

X Balance of account to be paid to me in a lsmp
Balance of account to be transferred ta' W Deferred Compensation Plan account

| understand that nothing contained in this agre#rslall be construed as conferring the right tatiooie in the employment of TVA as an executiveroamy other capacity
and that the payment election | have made is {imatl revocable).

/sl John Madison Thomas, Il September 27, 2010
John Madison Thomas, Il Date
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EXHIBIT 10.4€

DEFERRAL AGREEMENT
John M. Hoskins

You have been approved to participate in TVA’s Loreg#i Deferred Compensation Plan (Plan) under theviafig terms:

Duration of deferral agreeme Two years and nine mont

First compensation crec $60,000 (01/01/201(

Second and third compensation cre $60,000 each (10/01/2010 and 10/01/2C
Total credits over service peri $180,00C

Expiration date 09/30/2012

Please read the following provisions carefully ardicate your approval by signing at the designgiede below.

As a participant in the Plan, | hereby agree todaendd by the following terms and conditions:

Annual deferred compensation credits as stated aviee made to an account in my name to covegraise period beginning January 1, 2010 and ending
September 30, 2012, provided that | remain empldye@VA through the expiration of the agreement ept8mber 30, 2012. Upon the expiration of this ement, the
entire amount credited to my account, includingriest or return as provided below, will be paid toimea lump sum unless | elect below to have thertzeaf my Long-
Term Deferred Compensation Plan (LTDCP) accounsteared to my TVA deferred compensation account.

| understand that | must be an employee of TVA attitime of the expiration of this agreement, or agrpents or transfers under the Plan will be mad&\by, and any
credits to my account will be extinguished. Howewethe event that TVA terminates my employment migithe term of this agreement through no act angeéncy of m
own, this agreement is terminated as of the dateyofermination and no further credits will be manheler it and any credits in my account from thieeagient, including
interest or return as provided below, at the timeeghination will become vested. If | elect belowhive the balance of my LTDCP account transferredytd VA deferrec
compensation account, all credits from this agregmal be paid out to me in accordance with my defeelection applicable to such credits or in ademce with otherwis
applicable IRS rules. If TVA terminates my employrh#or cause prior to the expiration of this agreamno payments will be made and my account balaiiit be
extinguished. In the event of my death during the term of thieeagnent, my account balance will be paid to thegeidentified on my beneficiary designation formin
the absence of such designation, to my estateiarmer permitted by applicable IRS rules.

Interest will be credited to the balance reflectecny LTDCP account on the same basis as interesidsilated and credited under the TVA Deferred Camsaton Plan. |
the alternative, | may choose to have the balahoeyd TDCP account adjusted based on the returhefunds | select under the same conditions asarained in TVA's
Deferred Compensation Plan. | understand that $@lely responsible for the risk associated with ggtyrn elections that | make.

The Plan may be amended or discontinued by thedBdéthe Board elects to discontinue the Plary, @edits to my account as of the date of termamatf the Plan will be
paid to me in accordance with applicable IRS ruleslect the following option for payment upon exgpion of this agreement:

Balance of account to be paid to me um#lsum
X Balance of account to be transferred to my Dé&ferred Compensation Plan account

| understand that nothing contained in this agredrsieall be construed as conferring the right tatiooie in the employment of TVA as an executiveroamy other capacity
and that the payment election | have made is {imatl revocable).

/s/ John M. Hoskins January 27, 2010
John M. Hoskins Date
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EXHIBIT 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION
I, Tom Kilgore, certify that:
1. | have reviewed this Annual Report on Forn-K of the Tennessee Valley Authori

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgitée a material fact necessary to make the statsrmeade, in
light of the circumstances under which such statesneere made, not misleading with respect to thegeovered by this repor

3. Based on my knowledge, the financial statementsp#imet financial information included in this repdairly present in all material respects the fioial condition,
results of operations and cash flows of the regista of, and for, the periods presented in ttpsnte

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in ExgghAct Rules
13&-15(e) and 15-15(e)) and internal control over financial repagtifas defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and proceduresgused such disclosure controls and procedutes tiesigned under our supervision, to ensure that
material information relating to the registrantlirding its consolidated subsidiaries, is made kmtowus by others within those entities, particylailiring the
period in which this report is being prepar

b) Designed such internal control over financial rejpgrtor caused such internal control over finanglorting to be designed under our supervisioprowide
reasonable assurance regarding the reliabilitynahttial reporting and the preparation of finanstatements for external purposes in accordandegeiterall
accepted accounting principle

c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsingport our conclusions about the effectivendshe
disclosure controls and procedures, as of the étttegoeriod covered by this report based on swveltuation; anc

d) Disclosed in this report any change in the regissanternal control over financial reporting thatcurred during the registrant’'s most recent fisgarter (the
registrant’s fourth fiscal quarter in the case mianual report) that has materially affectedsaeasonably likely to materially affect, the régist’s internal
control over financial reporting; ar

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial reporting, to tfegistrant’s auditors
and the audit committee of the regist’s board of directors (or persons performing thewedent function):

a) All significant deficiencies and material weaknessethe design or operation of internal control ofieancial reporting which are reasonably likely to
adversely affect the registrant’s ability to recqutbcess, summarize and report financial inforamtand

b) Any fraud, whether or not material, that involves mgement or other employees who have a significdatindhe registrar’'s internal control over financi
reporting.

Date: November 19, 201
/s/ Tom Kilgore

Tom Kilgore
President and Chief Executive Offic
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EXHIBIT 31.2

RULE 13a-14(a)/15d-14(a) CERTIFICATION

I, John M. Thomas, llI, certify that:
1. | have reviewed this Annual Report on Forn-K of the Tennessee Valley Authori

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omfitete a material fact necessary to make the statsmeade, in
light of the circumstances under which such statesn@ere made, not misleading with respect to thegeovered by this repor

3. Based on my knowledge, the financial statementsp#met financial information included in this repdairly present in all material respects the fioial condition,
results of operations and cash flows of the regista of, and for, the periods presented in ttpsnte

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as defined in Exghéwct Rules
13&-15(e) and 15-15(e)) and internal control over financial repagtifas defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and proceduregused such disclosure controls and proceduties tiesigned under our supervision, to ensure that
material information relating to the registrantlirding its consolidated subsidiaries, is made kmtowus by others within those entities, particylaiiring the
period in which this report is being prepar

b) Designed such internal control over financial rejpgrtor caused such internal control over finan@glorting to be designed under our supervisioprowide
reasonable assurance regarding the reliabilitynahttial reporting and the preparation of finanstatements for external purposes in accordandegeiterall
accepted accounting principle

c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsingport our conclusions about the effectivendéshe
disclosure controls and procedures, as of the étiteqgeriod covered by this report based on sweluation; anc

d) Disclosed in this report any change in the regissanternal control over financial reporting thatcurred during the registrant’'s most recent fisgarter (the
registrant’s fourth fiscal quarter in the case m&anual report) that has materially affectedsaeasonably likely to materially affect, the réxgiat’s internal
control over financial reporting; ar

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial reporting, to tfegjistrant’s auditors
and the audit committee of the regist’s board of directors (or persons performing thewedent function):

a) All significant deficiencies and material weaknessethie design or operation of internal control ofieancial reporting which are reasonably likely to
adversely affect the registrant’s ability to recqutbcess, summarize and report financial inforamtand

b) Any fraud, whether or not material, that involves egement or other employees who have a significdatimahe registrant’s internal control over finéaic
reporting.

Date: November 19, 2010
[s/ John M. Thomas, lll

John M. Thomas, Il
Chief Financial Office
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EXHIBIT 32.1

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-Ktaf Tennessee Valley Authority (the “Company”) tioe year ended September 30, 2010, as filed with the
Securities and Exchange Commission on the datehghe “Report”), I, Tom Kilgore, President and €hExecutive Officer of the Company, certify, foethurposes of
complying with Rule 13a-14(b) or Rule 15d-14(b) lné tSecurities Exchange Act of 1934, as amendedSantion 1350 of Chapter 63 of Title 18 of the ddiStates Code,
as adopted pursuant to Section 906 of the Sarb@rlkes- Act of 2002, that:

(1) the Report fully complies with the requiremeottsection 13(a) or 15(d), as applicable, of theusifes Exchange Act of 1934, as amended; and

(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the Company.

/sl Tom Kilgore
Tom Kilgore

President and Chief Executive Offic
November 19, 201
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EXHIBIT 32.2

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-Ktaf Tennessee Valley Authority (the “Company”) tioe year ended September 30, 2010, as filed with the
Securities and Exchange Commission on the datehghe “Report”), I, John M. Thomas, lll, Chiefriéincial Officer of the Company, certify, for the poses of
complying with Rule 13a-14(b) or Rule 15d-14(b) lné Securities Exchange Act of 1934, as amendedSaantion 1350 of Chapter 63 of Title 18 of the ddiStates Code,
as adopted pursuant to Section 906 of the Sarb@rlkes- Act of 2002, that:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of theuities Exchange Act of 1934, as amended; and

(2) the information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the Company.

/sl John M. Thomas, Il
John M. Thomas, Il
Chief Financial Office!
November 19, 201






