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TVA PUBLIC NOTICE
And

PUBLIC COMMENT PERIOD

The Tennessee Valley Authority is working with the Environmental Protection
Agency to recover the site of the Kingston Fossil Plant ash spill. As part of
that process, a document called an Action Memorandum, which describes
the time-critical ash removal actions at the site, has been prepared by TVA
and approved by the EPA.

The Action Memorandum and other important site documents have been
placed in the Administrative Record and are available for public review and
comment. The Administrative Record includes documents that form the
basis for the selection of the methods TVA is using to remove ash from the
river and area east of Dike 2. Documents in the Administrative Record may
include, but are not limited to, inspection reports, test results, the Action
Memorandum, and work plans. All interested persons are encouraged to
review the documents and provide comments.

Site documents can be read and reviewed at the following locations:

TVA Outreach Center
509 N. Kentucky Street

Kingston, Tennessee
(865) 632-1700

Kingston Public Library
1004 Bradford Way
Kingston, Tennessee
(865) 376-9905

These same documents will soon be available on computer disk at the
following location:

Harriman Public Library
601 Walden Street
Harriman, Tennessee
(865) 882-3195

TVA welcomes your comments on these documents. A 30-day public
comment period begins on August 20, 2009 and ends on September 19,
2009. Please submit comments on these documents to:

TVA

P.O. Box 40

Kingston TN 37763-0040

ATTN: Kingston Public Comments

Or email your comments to: kingstoncomm@tva.gowv.
At the end of the 30-day comment period, a written response to all pertinent

comments will be prepared in a responsiveness summary and placed in the
Administrative Record.




Tennessee Valley Authority, 400 W. Summit Hill Drive, Knoxville, Tennessee 37902

Anda A. Ray
Senior Vice President
Office of Environment and Research

August 18, 2009

Mr. Leo Francendese By e-mail
U. S. Environmental Protection Agency

Region 4

61 Forsyth Street Southwest

Atlanta, Georgia 30303

francendese.leo@epa.gov

Dear Mr. Francendese:

Please find enclosed the Tennessee Valley Authority Form 10Q for the period ending
07/31/09. The enclosed plan fulfills the requirements of Section IX, paragraph 28, item f
of the Administrative Order and Agreement on Consent. Also, enclosed is a copy of the
notice of availability of the Administrative Record for the selected time critical removal
actions which was placed in the Roane County News on August 17, 2009, and the Roane
County Shopper on August 18, 2009. The placement of this notice meets the
requirements of Section IX, paragraph 29, of the Administrative Order and Agreement on
Consent.

Regarding requirements of Section IX, paragraph 28, item g, TVA is not submitting a
schedule of work plans at this time. We understand that in accordance with Section
XXXV, paragraph 91, you have given oral direction that this requirement will be met by
development of work plans as needed in coordination with the On-Scene Coordinator.
Please confirm this understanding in writing as provided in paragraph 91.

Please contact me if you have any questions.

Sincerely,

Mﬂ.%/

Anda A. Ray

Enclosures



TENNESSEE VALLEY AUTHORITY

FORM 10-Q

(Quarterly Report)

Filed 07/31/09 for the Period Ending 07/31/09

Address

Telephone
CIK
Symbol
SIC Code
Fiscal Year

400 WEST SUMMIT HILL DRIVE
KNOXVILLE, TN 37902
865-632-2101

0001376986

TVC

4911 - Electric Services

09/30

http://www.edgar-online.com
© Copyright 2009, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.




UNITED STATES
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GLOSSARY OF COMMON ACRONYMS
The following terms or acronyms frequently usedhis Form 10-
Q are defined below

Term or
Acronym Definition
Alabama Department of Environmental
ADEM Managemen
ART Asset Retirement Tru:
CAA Clean Air Act
CAIR Clean Air Interstate Rul
CCP Coal Combustion Produc
Comprehensive Environmental Respot
CERCLA Compensation, and Liability A
COLA Combined License Applicatic
CVA Credit Valuation Adjustmer
EPA Environmental Protection Agen
FASB Financial Accounting Standards Bo:
FCA Fuel Cost Adjustmer
FTP Financial Trading Progral
Accounting Principles Generally Accepted in
GAAP the United States of Americ
GWh Gigawatt hour(s
kwh Kilowatt hour(s)
LIBOR London Interbank Offered Ra
MtM Mark to marke
MW Megawatt
Moody's Moody's Investors Service rating ager
mmBtu Million British thermal unit(s)
NDT Nuclear Decommissioning Tru
NEPA National Environmental Policy A«
NO, Nitrogen oxides
NRC Nuclear Regulatory Commissit
NYMEX New York Mercantile Exchanc
PCB Polychlorinated bipheny!
REIT Real Estate Investment Trt
RFP Request for Propos
SCR Selective Catalytic Reduction Syste
SERP Supplemental Executive Retirement P
SFAS Statement of Financial Accounting Stande
SO, Sulfur dioxide
S&P Standard & Poc's rating agenc
Tennessee Department of Environment and
TDEC Conservatior
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FORWARD-LOOKING INFORMATION

This Quarterly Report on Form 10-Q (“Quarterly Refjocontains forward-looking statements relatioguture events and future
performance. All statements other than thoseatepurely historical may be forward-looking stagemns. In certain cases, forward-looking
statements can be identified by the use of wordh ag “may,” “will,” “should,” “expect,” “anticipag,” “believe,” “intend,” “project,” “plan,”
“predict,” “assume,” “forecast,” “estimate,” “objee,” “possible,” “probably,” “likely,” “potential” or other similar expressions.

Although TVA believes that the assumptions undeadythe forward-looking statements are reasonabMé does not guarantee the
accuracy of these statements. Numerous factotd cause actual results to differ materially frdmge in the forward-looking
statements. These factors include, among othegghi

* New or changed laws, regulations, and adminiseatiders, including environmental lav

* Unplanned contributions to TVA's pension or othespetirement benefit plans or to TVA'’s nuclear@®aenissioning trust
(“NDT");

»  Significant delays or cost overruns associated thighcleanup and recovery activities associateld thi¢ ash spill at TV's
Kingston Fossil Plant‘Kingstor”) or in construction of generation and transmississets

* Fines, penalties, and settlements associated mgtKingston ash spil

* The outcome of legal and administrative proceedimgduding, but not limited to, proceedings inviolg the Kingston ash spi

and the North Carolina public nuisance ci

Significant changes in demand for electric

Loss of customer:

The performance or failure of T\V's generation, transmission, and related assetsiding facilities such as ash pond

Disruption of fuel supplies, which may result froamong other things, weather conditions, produatiotransportatiol

difficulties, labor challenges, or environmentajutations affecting TV/'s fuel suppliers

« Purchased power price volatilit

« Events at transmission lines and other facilitiesaperated by TVA, including those that affect sugpply of water to TV/'s

generation facilities

Inability to obtain regulatory approval for the struction of generation asse

Weather conditions

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

Catastrophic events such as fires, earthquakesjd|ldornadoes, pandemics, wars, terrorist aasjitand other similar even

especially if these events occur in or near s service are:

* Reliability and creditworthiness of counterparti

* Changes in the market price of commodities suatpag uranium, natural gas, fuel oil, constructioaterials, electricity, an
emission allowance!

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

e Changes in interest rate

* Rising pension and health care co

* Increases in TV.!'s financial liability for decommissioning its nuelefacilities and retiring other asse

e Changes in the market for T\'s debt or limitations on TV’s ability to borrow money

Changes and volatility in the economy and financiatkets;

Ineffectiveness of TV.s disclosure controls and procedures and its iat@wntrol over financial reporting

Changes in accounting standards including any ahéra would eliminate TV's ability to use regulatory accountir

Problems attracting and retaining skilled worki

Changes in technolog

Differences between estimates of revenues and sgpeand actual revenues and expenses incurre

Unforeseeable event

Additionally, other risks that may cause actualhssto differ materially from the predicted resudtre set forth in Item 1A, Risk
Factors and ltem 7, Management’s Discussion andyAiseof Financial Condition and Results of Opearasi in TVA’s Annual Report on Form
10-K for the fiscal year ended September 30, 2088r(ual Report”) and in Part I, Item 2, Managemsridiscussion and Analysis of Financial
Condition and Results of Operations (“MD&A”), andrPll, Item 1A, Risk Factors, in this Quarterlypet. New factors emerge from time to
time, and it is not possible for management to isteadl such factors or to assess the extent telwvhny

4
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factor or combination of factors may impact TVA'sdiness or cause results to differ materially fthose contained in any forward-looking
statement.

TVA undertakes no obligation to update any forwhroking statement to reflect developments that pedier the statement is made
or for any other reason.

GENERAL INFORMATION
Fiscal Year
Unless otherwise indicated, years (2009, 2008) it¢his Quarterly Report refer to TVA's fiscalates ended September 30.
Notes

References to “Notes” are to the Notes to Finargiatements contained in Part I, Item 1, Finar8fatements in this Quarterly
Report.

Available Information

TVA's Annual Reports on Form 10-K, Quarterly Reparh Form 10-Q, Current Reports on Form 8-K, ahdraendments to those
reports are available on TVA's web site, free @rgle, as soon as reasonably practicable afterraatdrial is electronically filed with or
furnished to the Securities and Exchange Commig8BBC”). TVA's web site is www.tva.gov. Infornmiah contained on TVA'’s web site
shall not be deemed to be incorporated into, dreta part of, this Quarterly Report. TVA's SECarép are also available to the public without
charge from the web site maintained by the SECvawwec.gov. In addition, the public may read aopycany reports or other information
that TVA files with or furnishes to the SEC at BEC’s Public Reference Room at 100 F Street N.E., Wigstm, D.C. 20549. The public
obtain information about the operation of the PuBeference Room by calling the SEC at 1-800-SE&303




Table of Content

ITEM 1. FINANCIAL STATEMENTS

PART | — FINANCIAL INFORMATION

TENNESSEE VALLEY AUTHORITY
Statements of Operations (Unaudited)
(in millions)

Three Months Ended

Operating revenues

Sales of electricit
Municipalities and cooperative
Industries directly serve
Federal agencies and ot}

Other revenui

Total operating revenut

Operating expense:

Fuel and purchased pow

Operating and maintenan

Depreciation, amortization, and accret

Tax equivalent:

Environmental clean up cos— Kingston
ash spill (Note 1)

Total operating expens:

Operating income

Other income, ne

Interest expense

Interest on debt and leaseback obligati

Amortization of debt discount, issue, ¢
reacquisition cost, ne

Allowance for funds used during construct

and nuclear fuel expenditures
Net interest expens

Net (loss) incom

The accompanying Notes are an integral part oktffieancial statement

Nine Months Ended

June 30 June 30
2009 2008 2009 2008
$ 2201 $ 2,128 % 727¢ % 6,11(C
30¢€ 361 1,11C 1,13¢
31 31 101 89
28 35 86 96
2,56¢ 2,55z 8,57¢ 7,43(
1,04: 1,01: 3,65¢ 2,90¢
59¢ 582 1,77 1,721
397 394 1,191 1,17¢
12¢€ 122 415 35¢
25¢ — 93¢ —
2,42 2,111 7,97(C 6,164
141 441 60€ 1,26¢
2 7 13 8
31¢ 347 971 1,02¢
5 5 15 15
(11 @) (28 (12
31C 34¢€ 95€ 1,031
$ (167) $ 10C $ (339) $ 2432
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TENNESSEE VALLEY AUTHORITY
Balance Sheets

(in millions)
September
June 30 30
ASSETS 2009 2008
Current assets (Unaudited)
Cash and cash equivale $ 201 $ 213
Restricted cash and investme — 10€
Accounts receivable, n 1,24¢ 1,40t
Inventories and other, net 1,032 77¢
Total current asse 2,47¢ 2,50z
Property, plant, and equipment
Completed plan 40,75! 40,07¢
Less accumulated depreciation (17,800 (16,987)
Net completed plar 22,95 23,09¢
Construction in progres 2,41¢ 1,892
Nuclear fuel and capital leas 957 791
Total property, plant, and equipment, 26,32¢ 25,77¢
Investment funds 82C 95€
Regulatory and other lon¢-term assets
Deferred nuclear generating ur 2,44k 2,73¢
Other regulatory asse 4,77¢ 4,16¢€
Subtotal 7,21¢ 6,90¢
Other lon¢-term asset 24¢ 99t
Total regulatory and other lo-term asset 7,46¢ 7,89¢
Total assets $ 37,09 $ 37,137
LIABILITIES AND PROPRIETARY
CAPITAL
Current liabilities
Accounts payable and accrued liabilit $ 2,031 % 1,33:
Environmental clean up cos< Kingston ash spil
(Note 1) 35C —
Collateral funds hel — 102
Accrued interes 29C 441
Current portion of leaseback obligatic 45¢ 54
Current portion of energy prepayment obligati 10t 10¢€
Shor-term debt, ne 1,29: 18t
Current maturities of lor-term debt 8 2,03(
Total current liabilities 4,53¢ 4,25z
Long-term liabilities
Other lon¢-term liabilities 3,99¢ 3,51¢
Regulatory liabilities 28¢ 86C
Environmental clean up costs — Kingston ash s
(Note 1) 44C —
Asset retirement obligatior 2,41¢ 2,31¢
Leaseback obligatior 942 1,29¢
Energy prepayment obligations 84¢ 927
Total lon¢-term liabilities 8,92¢ 8,91¢
Long-term debt, net 20,45!¢ 20,40/

Total liabilities 33,91¢ 33,57¢




Proprietary capital

Appropriation investmer 4,70¢ 4,72
Retained earning 2,22 2,571
Accumulated other comprehensive i (62 (37
Accumulated net expense of nonpower prograt (3,699 (3,699
Total proprietary capite 3,174 3,56:
Total liabilities and proprietary capital $ 37,09 $ 37,137

The accompanying Notes are an integral part oktfiesncial statement
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TENNESSEE VALLEY AUTHORITY
Statements of Cash Flows (Unaudited)
For the Nine Months Ended June 30

(in millions)

2009 2008

Cash flows from operating activities
Net (loss) incom $ (339 $ 243
Adjustments to reconcile net (los

income to net cash provided by

operating activitie

Depreciation, amortization, al

accretion 1,20¢ 1,191
Nuclear refueling outac

amortization 91 77
Amortization of nuclear fue 15t 13€
Nor-cash retirement benefit expetr 10t 10€
Prepayment credits applied to

revenue (79 (79)
Fuel cost adjustment defer 77¢ 12
Environmental clean up costs -

Kingston ash spil 79C —

Changes in current assets ¢

liabilities
Accounts receivable, n 151 96
Inventories and other, n (2849) (94)
Accounts payable and accrued

liabilities 59 (59
Accrued interes (151) (95)

Pension contribution — (56)

Refueling outage cos (113) (14%)

Other, net 45 72

Net cash provided by operatil

activities 2,41¢ 1,411

Cash flows from investing activities

Construction expenditure (2,286 (1,552

Nuclear fuel expenditure (33¢) (25%)

Change in restricted cash and

investmentt ()] 10

Proceeds of investments, 1 4 3

Loans and other receivabl
Advance: (20 (6)
Repayment 9 9

Other, net 1 1

Net cash used in investing activiti (2,637 (1,78¢)

Cash flows from financing activities
Long-term debt

Issues 734 2,10¢
Redemptions and repurcha (2,626 (539
Short-term debt issues (redemption
net 1,10¢ (96€)
Proceeds from sale/leaseb:
financing 95 —
Payments on leases and leaset
financing (60) (34)
Payments on equipment financi @) @)
Financing costs, n« @) @7
Payments to U.S. TreastL (25) (30
Other, net (1) G—

Net cash (used) provided by financi
activities (789) 512



Net change in cash and ce

equivalents (12 13t
Cash and cash equivalents at
beginning of period 213 165
Cash and cash equivalents at end 1
period $ 201 $ 30C
The accompanying Notes are an integral part oktffieancial
statements
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TENNESSEE VALLEY AUTHORITY
Statements of Changes in Proprietary Capital (Unadited)
(in millions)

For the Three Months Ended June 30, 2009 and 2008

Accumulated
Accumulated Net Expense
Other of
Appropriation Retained Comprehensive Stewardship Comprehensive
Investment Earnings Income (Loss) Programs Total  Income (LosS)

Balance at March 31, 200¢

(Unaudited) $ 4,73: $ 1,90C $ (67) % (3,687 % 2,87¢

Net income (loss — 104 — 4 10C $ 10C
Return on Power Facilit

Appropriation Investmer — 5) — — 5) —
Return of Power Facility

Appropriation Investment (5) — — — (5) —
Balance at June 30, 200

(Unaudited) $ 4726 $ 199¢ $ (67) % (3,69)% 2,96¢ $ 10C
Balance at March 31, 200!

(Unaudited) $ 4,712 $ 2,39¢ $ (154) $ (3,699 % 3,257

Net (loss) — (16€) — @ (167) $ (167)
Return on Power Facilit

Appropriation Investmer — 3 — — 3 —
Accumulated other comprehensiv

income — — 92 — 92 92
Return of Power Facility

Appropriation Investment (5 — — — (5 —

Balance at June 30, 200
(Unaudited) $ 4,70¢ $ 2,227 $ (62) $ (3,699% 3,174/ $ (75

The accompanying Notes are an integral part oktfiesncial statement

For the Nine Months Ended June 30, 2009 and 2008

Accumulated
Accumulated Net Expense

Other of
Appropriation Retained Comprehensive Stewardship Comprehensive
Investment Earnings (Loss) Programs Total Income (Loss)

Balance at September 30, 20C $ 474 $ 1,76 $ 19 % (3,689% 2,804
Net (loss) — 251 — (8) 24 $ 243
Return on Power Facilit
Appropriation Investmer — (15) — — (15) —
Accumulated other comprehens
loss — — (48) — (48) (48)
Return of Power Facility
Appropriation Investment (15) — — — (15) —
Balance at June 30, 200
(Unaudited) $ 472¢ $ 199 $ (67) $ (3,69) % 2,96¢ $ 195
Balance at September 30, 20C $ 4,72 $ 2571 % 37% (3,699 % 3,56
Net (loss) — (339 — (5) (339 % (339)

Return on Power Facility
Appropriation Investmer — (20 — — (20 —



Accumulated other comprehensiv
loss —

— (25) — (25) (25)
Return of Power Facilit
Appropriation Investment (15) — — — (15) —
Balance at June 30, 200
(Unaudited) $ 4708 $ 2227 $ (62) $ (3,699% 3,17/ $ (364)

The accompanying Notes are an integral part oktfiesncial statement
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Notes to Financial Statements (Unaudited)
(Dollars in millions except where noted)

Note Pag:t
No. No.
1 Kingston Fossil Plant Ash Sp 10
Summary of Significan 14
2 Accounting Policie:
3 Restricted Cash and Investme 18
4 Accounts Receivabl 18
5 Inventories 18
6 Cos-Based Regulatio 18
7 Other Lon¢-Term Assett 20
8 Other Lon¢-Term Liabilities 20
9 Asset Retirement Obligatiot 20
10 Other Income, Ne 21
Risk Management Activities and 21
11 Derivative Transaction
12 Fair Value Measuremen 28
Accumulated Other Comprehens 31
13 Loss
14 Debt Securitie! 32
15 Variable Interest Entitie 33
16 Benefit Plan 34
Seven States Power Corporation 35
17 Obligation
18 Legal Proceeding 35
19 Subsequent Even 40

1. Kingston Fossil Plant Ash Spill

The Event On December 22, 2008, a dike failed at Kings&dlowing approximately five million cubic yards whater and coal fly
ash to flow out onto approximately 300 acres, prilp&Vatts Bar Reservoir and shoreline property ediy the United States and manage
TVA. Only eight acres of property not managed WATwas directly impacted by the ash. Fly ash /gproduct of a coal-fired plant. At
Kingston, fly ash is placed in wet ash containmagetis. The involved containment area covered appately 84 acres. The depth of the
containment area was approximately 60 feet. Tleateresulted in about 60 acres of contained webastyg displaced.

To determine the cause of the event, TVA retaine€@M to perform a root-cause analysis. On Jun@89, the findings and
analysis of a six-month AECOM study on the rootseawas released. The report indicates that a ewtibin of the high water content of the
wet ash, the increasing height of ash, the contstruof the sloping dikes over the wet ash, andetkistence of an unusual bottom layer of ash
and silt were among the long-evolving conditiorst ttaused the ash spill.

At a July 21, 2009 public meeting, the TVA Boardaiwved a report from McKenna Long & Aldridge LLRMLA”), a law firm
retained by the TVA Board on January 9, 2009, tedemt an independent examination of the facts sading the Kingston ash spill and its
implications for TVA’s systems, controls, and cuétu The MLA report identified several problem a&&adth TVA's practices and procedures
concerning impoundments at fossil plants, includivappropriate and insufficient organizational stemes and institutional controls for
overseeing the impoundments.

At its July 21, 2009 meeting, the TVA Board apprdeeresolution in which it directed the Chief Exter Officer (“CEO”) and senia
management to:

« Present by August 20, 2009, a formal Fossil Rentiedidlan, covering not only the Kingston cleanup &ll other fossil ponds
and including all mitigation plans or remediatiariiens that are in proces

« Present by August 20, 2009, a remediation platindreate identified deficiencies in systems, staxdaand controls and to
further a culture of accountability in order toeand maintain public trus

10
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« Present an Enterprise Risk Management System plsigried to identify top financial and r-financial risks, and inform the TV
Board in a timely manner of those risks along vaipipropriate responses for managem

« Present to the TVA Board a plan to review the caamgle functions for the areas of environment, healhd safety, and -
incorporate best practices into TVA's EnterprisskRilanagement System to ensure design functiomsatipnal procedures, and
maintenance practices do not allow risks to go teuded such as occurred at Kingst

« Establish a Compliance and Performance Assessmaump,gas a complement to the TVA Inspector Genegaldit function, to
provide senior management and the TVA Board wittessments of compliance and performance of TVAdg@ms, activities,
and functions relative to best practices or esthbli standards, al

* Institute a situation alert process which utilizéste-of-the-art communication technologies to inform the CES,direct reports
and certain other key employees of incidents tbatcchave a material impact on TV

On July 28, 2009, TVA's Office of Inspector Genegf@IG”) publicly released a July 23, 2009 repdsbat the Kingston ash spill root
cause study and TVA's ash management practicei ré&port included the following observations:

* TVA failed to review its management practices ghti of the ash spill and to publicly disclose angtspractices that might ha
contributed to the incider

* TVA narrowed the scope of AECC’s investigation in such a way as to limit potengigbosure to liability for the ash sp

* TVA failed to make recommended safety modificatithvest could possibly have prevented the ash sipdl &eing informed o
concerns about the stability of the ponds by both Employees and outside consultal

« Marshall Miller & Associates, Inc., an engineeritmnsultant hired by the OIG, concluded that AEC's report overemphasiz:
the significance of the thin discontinuous, sofirfdation layer as a cause of the Kingston ash

« Despite internal knowledge of risks associated wagth ponds, TV'’s formal Enterprise Risk Management process ha
identified ash management as a risk. In addifildM decided not to place ash ponds under its Dafat$&rogram, which woul
have required substantially more rigorous inspestiand engineerini

« Attitudes and conditions at TV's fossil plants that emanate from a legacy cuimgacted the way TVA handled coal a

Response and CleanupCleanup and recovery efforts are being condusiddfederal and state agencies. TVA is carryong
environmental response actions for the Kingstonsadhin accordance with CERCLA and to take sucticas as necessary to protect the
public health and welfare consistent with the N@icContingency Plan. Applying CERCLA helps to @nesthat response actions necessary to
protect public health and welfare and the enviramnaee carried out at Kingston. CERCLA also pregié structured approach to community
involvement in the cleanup.

On January 12, 2009, TDEC issued an administratiger in connection with the Kingston ash spilheTorder is based on a finding
of an emergency requiring immediate action to miotiee public health, safety, or welfare, or thaltieof animals, fish, or aquatic life, or a
public water supply, or recreational, commerciadiustrial, agricultural, or other reasonable usHse order assesses no penalties, addressing
just the corrective action for the emergency siturat TDEC reserved the right to issue further osc

On May 11, 2009, TVA and the EPA signed an Admiaitste Order and Agreement of Consent (“Order agde@&ment”) under
CERCLA. Under the Order and Agreement, the EPAaviersee the cleanup, and TVA will
reimburse the EPA for its oversight costs. Whil8ATwill retain its status as a lead federal agetyA's work will be subject to review and
approval by the EPA, in consultation with TDEC. derthe remediation of the ash spill is
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complete, TVA will be required to determine whethdditional actions may be needed. Under the CaddrAgreement, ash removal is now
broken into time-critical and non-time critical egbries. All the ash east of Dike 2 (i.e., in Braory River) is timeeritical, and the ash west
this dike is considered non time-critical.

On July 2, 2009, following the EPA’s formal apprbwe&the disposal plan, TVA began transporting &l ash dredged from the
Emory River to the Arrowhead Landfill in Perry CaynAlabama. Because additional dredging capasigxpected to significantly increase
the rate of ash removal from the Emory River byehd of July 2009, TVA is continuing to explore aagbess other permanent disposal op
in addition to the Arrowhead Landfill.

The EPA and TDEC are working collaboratively initteversight of cleanup activities to help ensunattreviews and approvals by
two regulatory agencies will be conducted in anrappate manner. Also, the EPA and TDEC inform&AThat they concluded that the
Kingston ash spill was in violation of the Cleanté&faAct (“CWA”) and have requested that TVA provideplicate copies of all plans, reports,
work proposals, and other submittals to the EPAHDEC simultaneously.

TVA will also be working with state and federal ages to determine the extent of the environmentphct of the ash release and the
steps necessary to monitor and restore the envenhaver the long term. At this time, TVA does knbw the extent of the damage or the
remedies that will be required for restoration.

PostSpill Testing. The EPA and TDEC began water quality testingtbhafter the event. TDEC reports that samplegined to
date show that municipal water supplies have niekithg water standards. All the EPA, TDEC, and TWAter treatment facility sampling
results from Rockwood, Harriman, Cumberland, anaigikton, Tennessee, indicate that the municipakishgnwater, which is filtered and
treated by municipal treatment facilities, contistie meet water quality standards.

Both municipal drinking water and the water samgtedh private groundwater wells continue to meetstate standards for drinking
water. The City of Kingston has also conductetktes utility drinking water with the same results.

To date, all measurements of particulates in thedliected by TVA'’s contractors have been withie National Ambient Air Quality
Standards for Particulate Matter. TDEC is alsodemting air monitoring at the site, and the EPAusliting some of TVA’s monitors with co-
located monitors.

The EPA soil testing reports indicate that, exdeparsenic, concentrations of metals in the spilish are well below the EPA Region
4 Removal Action Levels (“RALs”). Some concentoais of arsenic were above the residential RALkeldw the industrial RALs. The
concentrations are well below levels found in wetftilized soils and many naturally occurring safisTennessee. In addition, the levels were
significantly below the limits to be classified afiazardous waste.

Other groups have also sponsored other testingdifreent in the vicinity of Kingston. In some caghese tests have been reported in
the media as finding levels of radium and arsemit dliffer significantly from those found by TVADEC, the EPA, and independent labs.

Insurance TVA has property and excess liability insurapeegrams in place which may cover some of the coBle insurers for
each of these programs have been notified of thatevAlthough three of the insurers that provideility insurance have denied coverage,
TVA is working with its insurers to provide inforrian, as it becomes available, on the event anchitise to determine applicable
coverage. As a result, no estimate for potentisliiance recovery has been accrued at this time.

Claims and Litigation Seven lawsuits based on the Kingston ash spikHbeen filed, all of which are pending in thetddiStates
District Court for the Eastern District of Tennessé&ee Note 18 kegal Proceedings Related to Kingston Ash Pond.Spil

Financial Impact TVA has recognized a charge of $933 milliontfeg nine months ended June 30, 2009, in conneidithrthe
current expected cleanup costs related to the ev@osts incurred through June 30, 2009, totaleB$iillion. The $933 million expense
currently includes, among other things, a reas@eablimate of costs to contain the cenospherefgrpesampling and analysis, construct the
weir and dike, and remove an estimated six miliohic yards of ash and other material. If the alctumount of ash removed is more or less
than the estimate, the expense could change signtify as this is the largest cost component okgtgnate. The cost of the removal of the ash
is in large part dependent on the final disposah pihich is still in development by TVA and by uégfory authorities.
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TVA increased initial estimates by $150 million ohg the three months ended March 31, 2009, and2bg #illion during the three
months ended June 30, 2009. TVA has revised titaaes because it obtained better information asatbrk progressed. The latest revised
estimate reflects an increase in the number ofccydnids of ash that will need to be transportediteffversus what could be stored on site,
which added approximately $105 million to the estien For the third quarter, the estimate incld&&® million of the items that were not
deemed estimable in previous quarters. These itechede, among other things, various settlementsaertain costs of regulatory oversight
and litigation support. Additionally, the revisestimate reflects the evaluation of different moolesansportation, temporary storage costs,
and additional work scope as the project becomes hefined. As work progresses, TVA will contirtoerevise its estimates as more
information is available. TVA currently believdgetrecovery process will take several years. A&,StGVA has accrued a portion of the
estimate in current liabilities, with the remainipgrtion shown as a long-term liability on TVA’snk130, 2009, Balance Sheet.

Due to the uncertainty at this time of the finalthoels of remediation, a range of reasonable est#ras been developed by cost
category and either the known amounts, most likenarios, or the low end of the range for eaohgoey has been accumulated to determine
the total estimate. The range of estimated cagiey from approximately $933 million to approxielgt$1.2 billion. This range could change
significantly depending on whether new coal astslawd regulations are implemented at the statedarél level.

Items not currently in the estimates above incliudgre regulatory actions, litigation, fines or pétres that may be assessed, final
remediation activities, or other settlements beedD$A cannot estimate the costs associated withetitems at this time. Also, all of the
regulatory requirements for the final closure & ite, the continued ground water monitoring rexraents, and any ongoing environmental
impact studies that may be required are not knavthigtime and are not included in the estimaits.ash removal continues, it is possible that
other environmentally sensitive material potenyial the river sediment before the ash spill mayibeovered. If other materials are identifi
additional remediation not included in the abovinestes may be required.

Fly Ash Storage At Kingston, fly ash is collected in wet ash gen Six of the eleven fossil plants operated byATdge wet fly ash
collection ponds. The other five plants use aajection method. TVA's ash collection sites @l the permit requirements for the states in
which they are constructed. They are surroundedil®s and incorporate drain systems and waterffeoatrols. TVA's ash collection areas
undergo daily visual inspections, quarterly stagpéections, and annual detailed engineering ingpectvhich include an assessment report. In
addition, TVA has retained an independent thirdypangineering firm to perform by-product facilégsessments at TVA'’s eleven active and
one closed fossil plants, and the assessment wankderway.

This third-party facility assessment is a multi-pba program to determine the overall stability safibty of all existing embankments
associated with ash and gypsum storage facilitessa TVA's system. The first phase of the evaduais complete and involved a detailed
inspection of all facilities using U.S. Army CorpBEngineers and dam safety criteria (where apjat®); a detailed documentation review,
a determination of any immediate actions necegsaryduce risks. The second phase of the prognaludes geotechnical explorations,
stability analysis, studies, and risk mitigatioapst such as performance monitoring. The secorsepldich is ongoing, includes designing
repairs, developing planning documents, obtairlirggntecessary permits, and implementing the ledsansed at Kingston at TVA'’s other
facilities. As a part of this effort, an ongoingnitoring program with third-party oversight is bgiimplemented, and TVA employees are
receiving additional training in dam safety and itaming.

As a result of the incident at Kingston and otlesrent nonFVA incidents involving coal combustion facilitiethie EPA has committe
to issue new federal regulations governing the mement of CCP, including fly ash, by December I0X Although the details remain to
determined, it is likely that the new regulation#l wontain specific and more detailed requiremdntscoal combustion facilities and will like
increase the cost of such facilities. In additiom,May 21, 2009, the Governor of Tennessee sigriedaw a requirement that any new coal
ash disposal facility, or any expansion of exisfiaglities used for coal ash disposal, have a lared a final cap.

On July 16, 2009, TVA submitted to the EPA a praliany reassessment of the potential hazard cleasifins of the coal combustion
surface impoundments at TVA's 11 active fossil fdaend the closed Watts Bar Fossil Plant (“Watts)Barhe reassessed classifications were
based on the Federal Guidelines for Dam Safetye cldssifications are designed to identify wheeefttilure of an impoundment could result
in loss of life or significant economic or enviroamntal damage. They do not consider the structotegrity of the facility or the possibility of
whether a failure could occur.

One or more impoundments at Bull Run Hd3sint (“Bull Run”) and Cumberland Fossil Plan€{fmberland”) in Tennessee and
Colbert Fossil Plant (“Colbert”) and Widows CreetsEil Plant (“Widows Creek”) in Alabama
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were rated as “High,” which means that due to tlvation and volume of the impoundments’ contentajlare could cause the loss of at least
one life. TVA will use the reassessment to pripeiits impoundment improvement work.

TVA is planning to change storage and disposalgsses at some fossil plants, including changinm freet to dry ash storage and
shutting down some storage impoundments. To hmgdpogriately prioritize and carry out this work, A\has established a new organization
within the Chief Operating Offices’organization dedicated solely to operation antht@aance of the impoundments. Previously, theatm
and maintenance of impoundments were the indivicesgonsibility of each plant manager.

TVA is currently working to reduce CCP storage tigkidentifying options to expand the beneficialse of CCP, upgrading existing
handling, storage, and disposal systems, and denglaonsistent CCP unit operating/maintenancega®es and procedures. TVA produces
about 7 million tons of CCP each year, and, in 2008A's CCP marketing and utilization program ditezt 40 percent of that production from
disposal into beneficial reuse by selling fly agyapsum, bottom ash, and slag for use in manufagtoreducts such as ready mix concrete,
wallboard, concrete block, and roofing shingleswNenvironmental regulations could benefit or hinoleneficial reuse. If the cost of CCP
disposal rises, beneficial reuse will become mtractive as a means of reducing disposal co$tsew restrictions on the transportation of
CCP raise its market price relative to competingemals, reuse is likely to decrease.

TVA is working with the Oak Ridge Associated Unisiies to develop and advertise a RFP for reseatalljes, and demonstrations
related to alternative management methods (inctudaneficial reuse), characterization, and enviremial effects of CCP. TVA expects to
accept proposals before the end of 2009.

In addition, TVA plans to design and construct kg lot at Watts Bar in 2009 utilizing fly astofn a TVA fossil plant to
demonstrate one of the beneficial uses of CCPptarts to continue re-vegetation studies to idergtifgrnate materials and optimum plantings
that could be used for long-term cover of expos#dpiles, and short-term dust suppression controls.

2. Summary of Significant Accounting Policies
General

TVA is a wholly-owned corporate agency and instrata8ty of the United States. TVA was created Iy U.S. Congress in 1933 by
virtue of the Tennessee Valley Authority Act of BQ&s amended, 16 U.S.C. 88 831-831ee (as ameahded,VA Act”). TVA was created to
improve navigation on the Tennessee River, rediooe fdamage, provide agricultural and industrialedepment, and provide electric powe
the Tennessee Valley region. TVA manages the TssmeeRiver and its tributaries for multiple rivststem purposes, such as navigation; f
damage reduction; power generation; environmetgaladship; shoreline use; and water supply forgrgulant operations, consumer use,
recreation, and industry.

Substantially all of TVA's revenues and assetsattgbutable to the power program. TVA providesvpo in most of Tennessee,
northern Alabama, northeastern Mississippi, andhseestern Kentucky, and in portions of northern e western North Carolina, and
southwestern Virginia to a population of nearlyenimillion people. The power program has histolychéen separate and distinct from the
stewardship programs. TVA is required to be seffporting from power revenues and proceeds fromepdiwancings, such as proceeds from
the issuance of bonds, notes, and other evideriéedebtedness (“Bonds”). Although TVA does notremtly receive congressional
appropriations, it is required to make annual paye the U.S. Treasury in repayment of, and rguain on, the government’s appropriation
investment in TVA power facilities (the “Power Higi Appropriation Investment”). In the 1998 Engrgnd Water Development
Appropriations Act, Congress directed TVA to furebential stewardship activities related to its ngan@ent of the Tennessee River systen
related properties with power funds in the eveat there were insufficient appropriations or otheailable funds to pay for such activities in
any fiscal year. Congress has not provided anyogpiations to TVA to fund such activities since9®9 Consequently, during 2000, TVA
began paying for essential stewardship activiti@sgrily with power revenues, with the remaindended with user fees and other forms of
revenues derived in connection with those actisiti#hese activities related to stewardship proggedo not meet the criteria of an operating
segment under GAAP. Accordingly, these assetganpkrties are included as part of the power progfVA’s only operating segment.

Power rates are established by the TVA Board oé®ars (“TVA Board”)as authorized by the TVA Act. The TVA Act requifBgA
to charge rates for power that will produce gr@s®nues sufficient to provide funds for operatimajntenance, and administration of its po
system; payments to states and counties in lieaxefs; debt service on outstanding indebtednegsgats to the U.S. Treasury in repayment
of and as a return on the Power Facility Appropratnvestment; and such additional margin as t& Board may consider desirable for
investment in power system assets, retirement tanding Bonds in advance of maturity, additicealuction
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of the Power Facility Appropriation Investment, asttler purposes connected with TVA’s power busingssetting TVA's rates, the TVA
Board is charged by the TVA Act to have due redardhe primary objectives of the TVA Act, includjrihe objective that power shall be sold
at rates as low as are feasible. Rates set bjMAeBoard are not subject to review or approvaldmy state or federal regulatory body.

Basis of Presentation

TVA prepares its interim financial statements imfoomity with accounting principles generally actegpin the United States
(“GAAP™) for interim financial information. Accotidgly, TVA's interim financial statements do notlade all of the information and notes
required by GAAP for complete financial statemerBgcause the accompanying interim financial statésdo not include all of the
information and footnotes required by GAAP for cdete financial statements, they should be readmjunction with the audited financial
statements for the year ended September 30, 2868ha notes thereto, which are contained in TVAisual Report. In the opinion of
management, all adjustments (consisting of iteres mdrmal recurring nature) considered necessaffaifopresentation are included.

Use of Estimates

The preparation of financial statements require A\ T¥ estimate the effects of various matters thatimsherently uncertain as of the
date of the financial statements. Although tharficial statements are prepared in conformity wi#A8, management is required to make
estimates and assumptions that affect the repartexiints of assets and liabilities, the disclosfi@atingent assets and liabilities, and the
amounts of revenues and expenses reported duengplorting period. Each of these estimates variesgard to the level of judgment
involved and its potential impact on TVA's finankiasults. Estimates are deemed critical eithezwé different estimate could have
reasonably been used, or where changes in theatstare reasonably likely to occur from periodeaqd, and such use or change would
materially impact TVA'’s financial condition, chargya financial position, or results of operatiofl8/A’s critical accounting policies are also
discussed in Note 1 -Summary of Significant Accounting Policiaghe Annual Report

Fiscal Year

TVA's fiscal year ends September 30. Unless otismindicated, years (2009, 2008, etc.) refer té&\'B\fiscal years.
Impact of New Accounting Standards and Interpretei

The following accounting standards and interpretetibecame effective for TVA during 2009.

Fair Value Measurementsin September 2006, the Financial Accounting &atls Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 15Fair Value Measurement{“SFAS No. 157”). SFAS No. 157 provides guidanceusing fair value
to measure assets and liabilities that currentiyire fair value measurement. SFAS No. 157 alspards to investors’ requests for expanded
information about the extent to which companiessneaassets and liabilities at fair value, therimfation used to measure fair value, and the
effect of fair value measurements on earnings. SRA. 157 applies whenever other standards refuingermit) assets or liabilities to be
measured at fair value but does not expand thefuisér value in any new circumstances. SFAS NiY &stablishes a fair value hierarchy that
prioritizes the information used to develop measwaet assumptions. SFAS No. 157 became effectiv€é\¥é\ on October 1, 2008. See Note
12 for additional information.

In February 2008, FASB issued FASB Staff Posititf5f”) FAS No. 157-2/Effective Date of FASB Statement No. 1§7#SP FAS
No. 157%-2"), which delays the effective date of SFAS Nb71for nonfinancial assets and nonfinancial liabistexcept for items that are
recognized or disclosed at fair value in the finahstatements on a recurring basis. This FSPydetee effective date of SFAS No. 157 to
fiscal years beginning after November 15, 2008, iatetim periods within those fiscal years for iemithin the scope of this FSP. TVA has
utilized the deferral portion of FSP FAS No. 157er all nonfinancial assets and liabilities withis scope and is currently evaluating the fu
related impact.

In October 2008, FASB issued FSP FAS No.157@termining the Fair Value of a Financial Asset ¥hthe Market for That Asset
Is Not Activ” (“FSP FAS No0.157-3"). FSP FAS No.157-3 clarifie tpplication of SFAS No. 157 in a market thatdsactive. The
guidance emphasizes that determining fair valueniimactive market depends on the facts and ciramoss and may require the use of
significant judgment. FSP FAS No. 157-3 was effectipon issuance, including prior periods for whiimancial statements have not been
issued, and became effective for TVA upon its immatation of SFAS No. 157 on October 1, 2008. akligption of FSP FAS No. 157-3
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did not materially impact TVA'’s financial conditipresults of operations, or cash flows.

In April 2009, FASB issued FSP FAS No. 157Betermining Fair Value When the Volume and Levehotivity for the Asset or
Liability Have Significantly Decreased and Ideritify Transactions That Are Not Orde” (“FSP FAS No. 157-4"). FSP FAS No. 157-4
clarifies the application of SFAS No. 157 in ingetimarkets and distressed or forced transactissges guidance on identifying circumstances
that indicate a transaction is not orderly, andhgfes certain disclosure requirements regarding/édire measurements. FSP FAS No. 157-4
became effective for TVA as of April 1, 2009. Téoption of this FSP changed certain financiakstant disclosures but did not materially
impact TVA's financial condition, results of opdamts, or cash flows.

In April 2009, FASB issued FSP FAS No. 107-1 andBAF8-1, “Interim Disclosures about Fair Value of Financial
Instruments.” This FSP requires summarized disclosures afaautalue of financial instruments for interim @ting periods of publicly
traded companies as well as in annual financiééstants. The guidance of this FSP is effectiverftarim and annual reporting periods enc
after June 15, 2009. At initial adoption, applicatof the FSP is not required for earlier peritiust are presented for comparative
purposes. The disclosure provisions of this FSRulbe effective for TVA as of April 1, 2009. Theogtion of this FSP changed certain
financial statement disclosures but did not maltgrimpact TVA'’s financial condition, results of epations, or cash flows. See Note 12 for
related disclosures.

Fair Value Option In February 2007, FASB issued SFAS No. 158hé Fair Value Option for Financial Assets and Fioal
Liabilities — including an amendment of FASB Statement No” {‘B~AS No. 159”). This statement permits an entity to choose to nreasu
many financial instruments and certain other itatfgir value. The fair value option establishgd3+AS No. 159 permits all entities to
choose to measure eligible items at fair valugatsied election dates. A business entity wilog unrealized gains and losses on items for
which the fair value option has been elected imiegs at each subsequent reporting date. Mostegptovisions in SFAS No. 159 are
elective. SFAS No. 159 became effective for TVA@ctober 1, 2008. As allowed by the statement, Tithnot elect the fair value option 1
the measurement of any eligible assets or liadnlitiAs a result, the adoption of SFAS No. 159didmaterially impact TVA's financial
condition, results of operations, or cash flows.

Offsetting Amounts In April 2007, FASB issued FSP FIN No. 39-1Afhendment of FASB Interpretation No. 3@hich addresses
certain modifications to FASB Interpretation (“FINNo. 39, “Offsetting of Amounts Related to Certain ContrdctsThis FSP replaces the
terms “conditional contracts” and “exchange cortgawith the term “derivative instruments” as defthin SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activit,” as amended (“SFAS No. 133"). The FSP also pemnieporting entity to offset fair value
amounts recognized for the right to reclaim cadtatyal (a receivable) or the obligation to reteash collateral (a payable) against fair value
amounts recognized for derivative instruments eteztwith the same counterparty under the same mastiéing arrangement. The guidance
in this FSP became effective for TVA as of OctobeP008. The adoption of this FSP did not matlriatpact TVA's financial position,
results of operations, or cash flows.

Disclosures about Transfers of Financial Assetslatatests in Variable Interest Entitiedn December 2008, FASB issued FSP FAS
No. 14(-4 and FIN No. 46(R)-8, Disclosures by Public Entities (Enterprises) abdtansfers of Financial Assets and Interests in &lale
Interest Entitie<.” This FSP requires public entities to provide addiil disclosures about transfers of financial assktalso expands the
required disclosures pertaining to an enterprisg@vement with variable interest entities (“VIB=And is intended to provide more transparent
information related to that involvement. The nasctbsure requirements include additional informiatiegarding consolidated VIES, as well
as a requirement for sponsors of a VIE to discteseain information even if they do not hold a #iigant financial interest in the VIE. The
disclosure provisions of this FSP became effedtv@ VA as of October 1, 2008. The adoption o6tRSEP changed certain financial staten
disclosures but did not materially impact TVA’sdimcial condition, results of operations, or casiwfi. See Note 15 for related disclosures.

Derivative Instruments and Hedging Activitiedn March 2008, FASB issued SFAS No. 16Disclosures about Derivative
Instruments and Hedging Activiti— an amendment of FASB Statement No.”(335FAS No. 161"), which establishes, among otherghin
the disclosure requirements for derivative instrote@nd hedging activities. SFAS No. 161 amendsexpands the disclosure requiremen
SFAS No. 133 The disclosure provisions of SFAS No. 161 becarfectfe for TVA as of January 1, 2009. The adaptd this FSP
changed certain financial statement disclosureslioubot materially impact TVA financial condition, results of operations, osltlows. Se
Note 11 for related disclosure

Subsequent Eventsin May 2009, FASB issued SFAS No. 165ubsequent Everitg*SFAS No. 165”"). SFAS No. 165 establishes
principles and requirements for the period for vahicanagement must evaluate events
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and transactions subsequent to the balance shedbdaotential recognition or disclosure in itsaincial statements, the circumstances under
which an entity should recognize such events atbsactions, and the related disclosures. SFAS8bbecame effective for the three month
period ending June 30, 2009. The adoption of SNAS165 changed certain financial statement disctssbut did not materially impact
TVA'’s financial condition, results of operations,aash flows. See Note 19 for related disclosures.

The following accounting standards have been issugchs of June 30, 2009, were not effective adirfot been adopted by TVA.

Business Combinationsin December 2007, FASB issued SFAS No. 141(Bysiness Combinatiorig“SFAS No. 141(R)"). This
statement establishes principles and requirementietermining how an enterprise recognizes andurea the fair value of certain assets and
liabilities acquired in a business combination)uding non-controlling interests, contingent corsation, and certain acquired
contingencies. SFAS No. 141(R) also requires aitipi-related transaction expenses and restrugiwists to be expensed as incurred rather
than capitalized as a component of the busines$ioation. In April 2009, FASB issued FSP FAS N41(R)-1, “Accounting for Assets
Acquired and Liabilities Assumed in a Business Goatlon That Arise from Contingenci” (“FSP FAS 141(R)-1"), to amend and clarify tt
initial recognition and measurement, subsequensuarement and accounting, and related disclosurgiagfrom contingencies in a business
combination under SFAS No. 141(R). The provisiohSEAS No. 141(R) and FSP FAS 141(R)-1 are effectis of the beginning of an
entity’s first fiscal year that begins on or afixcember 15, 2008. Early adoption is prohibit&&AS No. 141(R) and FSP FAS 141(R)-1 will
become effective for TVA as of October 1, 2009. AT&kpects that SFAS No. 141(R) and FSP FAS 141(Bjtldd impact the accounting for
any businesses acquired after the effective datieeske pronouncements.

Noncontrolling Interests In December 2007, FASB issued SFAS No. 18%¢oficontrolling Interests in Consolidated Financial
Statements, an amendment of ARB Nd.(83FAS No. 160”), which introduces significantages in the accounting for noncontrolling
interests (formerly minority interests) in a pdtfisowned consolidated subsidiary. SFAS No. 160 asmges the accounting for and repor
for the deconsolidation of a subsidiary. SFAS N&0 tequires that a noncontrolling interest in asmhidated subsidiary be displayed in the
consolidated statement of financial position as@asate component of equity. SFAS No. 160 alsoiregjthat earnings attributed to the
noncontrolling interests be reported as part osotidated earnings, and requires disclosure oéttridbution of consolidated earnings to the
controlling and noncontrolling interests on theefad the consolidated income statement. SFAS B0 .wlill become effective for TVA as of
October 1, 2009. TVA expects that SFAS No. 16dagupact the accounting for any noncontrollingeirgists acquired after the effective date
of this pronouncement.

Employers$ Disclosures about Postretirement Benefit Plan Asséh December 2008, FASB issued FSP FAS No0.132(R)-1,
Employer’ Disclosures about Postretirement Benefit PlaneAss to require that an employer disclose the follogvinformation about the
plan assets: 1) information regarding how invesinadlocation decisions are made; 2) the majorgmaies of plan assets; 3) information about
the inputs and valuation techniques used to medaiirealue of the plan assets; 4) the effect afJalue measurements using significant
unobservable inputs on changes in plan assethdqueriod; and 5) significant concentrations df risthin plan assets. This FSP will be
effective for fiscal years ending after DecemberZ@9, with early application permitted. At iaitadoption, application of this FSP would
be required for earlier periods that are preseftedomparative purposes. TVA is currently evailgthe potential impact of adopting the F
on its disclosures in the financial statementse @toption of this FSP is not expected to matgriaipact TVA's financial position, results of
operations, or cash flows.

Transfers of Financial Assetsin June 2009, FASB issued SFAS No. 16B¢tounting for Transfers of Financial Assets - an
amendment of FASB Statement No. 1@8FAS No. 166”). This statement eliminates tncept of a qualifying special-purpose entity
(“QSPE”) and subjects those entities to the sammeaalation guidance as other VIEs. SFAS No. I#hges the eligibility criteria for certain
transactions to qualify for sale accounting andabeounting for certain transfers. This statenadsu establishes broad disclosure objectives
and requires extensive specific disclosure requergsrelated to the transfers. SFAS No. 166 weiddme effective for TVA for any transfers
of financial assets occurring on or after Octohe210. TVA is currently evaluating the potentrapact of the requirements of SFAS No. 166
on its financial position, results of operationasie flows, and disclosures in its financial statetsie

Variable Interest Entities In June 2009, FASB issued SFAS No. 16&nfendments to FASB Interpretation No.46(RBSFAS No.
167"), which amends the consolidation guidance/iéts. SFAS No. 167 eliminates the consolidatioopgcexception for QSPEs. The
statement amends the triggering events to deterifh@meentity is a VIE, establishes a primarily tiizdive model for determining the primary
beneficiary of the VIE, and requires on-going assemnt of whether the reporting entity is the priygiaeneficiary. SFAS No. 167 will become
effective for TVA on October 1, 2010, and will appb all entities determined to be VIEs as of andsequent to the date of
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adoption. TVA is currently evaluating the potehtiapact of the requirements of SFAS No. 167 orfiitancial position, results of operations,
cash flows, and disclosures in its financial staets.

Accounting Standards Codificationln June 2009, FASB issued SFAS No. 168hé& FASB Accounting Standards Codification and
the Hierarchy of Generally Accepted Accounting Eipies - a replacement of FASB Statement No. 162B8KAS No. 168). SFAS No. 168
establishes the FASB Accounting Standards Codifingt'Codification”) as the source of authoritative generally acceptedunting principle
to be applied by nongovernmental entities. Filingthe SEC are made in accordance with GAAP. Adingly, even though TVA is a
government agency, SFAS No. 168 will apply to TVAEC filings. All guidance contained in the Codiifiion carries the same level of
authority. SFAS No. 168 will become effective TO¥A beginning with its financial statements issdedinterim and annual periods ending
after September 15, 2009. The adoption of SFAS1E8.may change certain financial statement discéssbut is not expected to materially
impact TVA's financial condition, results of opdamts, or cash flows.

3. Restricted Cash and Investments

As of September 30, 2008, TVA had $106 million iesRicted cash and investments on its Balance Speetarily related to
collateral posted with TVA by a swap counterparBue to the changing economic environment andeirad of the swap agreement,
previously posted funds were returned to the copatgy. At June 30, 2009, TVA had no Restricteshcand investments on its Balance Sheet

4. Accounts Receivable

Accounts receivable primarily consist of amounte ¢hom customers for power sales. The table balenvmarizes the types and
amounts of receivables:

Accounts Receivable

At June 30 At Septembe

2009 30, 2008
Power receivables bille $ 21z 3 357
Power receivables unbille 992 1,00(
Fuel cost adjustment — current — 24
Total power receivable 1,20t 1,381
Other receivable 43 26
Allowance for uncollectible accoun (2) (2)
Net accounts receivah $ 1,24¢ $ 1,40¢

5. Inventories

Certain Fuel, Materials, and Supplie€oal, oil, limestone, tire-based fuel inventeriand materials and supplies inventories are
valued using an average unit cost method. Formadeand supplies inventory, a new average casbrisputed after each transaction, while
average cost is computed monthly for fuel invert®rilnventory issuances are priced at the latesing weighted average unit cost. At June
30, 2009, and September 30, 2008, TVA had $368amiind $347 million, respectively, in materialglaupplies inventories and $593 milli
and $381 million, respectively, in fuel inventorieBhe $212 million increase in fuel inventorieprgmarily due to a larger volume of coal on
hand resulting from lower than planned demand liectgcity during 2009.

Allowance for Inventory Obsolescencel VA reviews supply and material inventories layegory and usage on a periodic basis.
category is assigned a probability of becoming tdiedased on the type of supply or material astblhical usage data. Based on the estin
value of the inventory, TVA adjusts its allowanoe inventory obsolescence. The allowance for sisrphd obsolete inventory was $52 mil
and $47 million at June 30, 2009, and Septembe2@08, respectively.

Emission Allowances TVA has emission allowances for $@d NO, which are accounted for as inventory. The avecagé of
allowances used each month is charged to operexipgnse based on tons of $&hd NO, emitted. Allowances granted to TVA by the EPA
are recorded at zero cost.
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6. Cost-Based Regulation
Regulatory assets are capitalized whemni¢is determined that costs are probable of@eécovered in rates in the future. These
regulatory assets are included in Deferred nugleaerating units and Other regulatory assets oduhe 30, 2009 and September 30, 2008

Balance Sheets. Regulatory liabilities includeome that is deferred to future periods. Componeh@ther regulatory assets and Regulatory
liabilities are summarized in the table below.

Regulatory Assets and Liabilities

At June 30 At Septembe

2009 30, 2008
Regulatory Assets:
Deferred other postretirement benefil
costs $ 14€ $ 157
Deferred pension cos 2,14¢ 2,12(
Nuclear decommissioning cos 96¢ 764
Non-nuclear decommissioning co: 352 34¢
Debt reacquisition cos 20C 20¢
Unrealized losses relating to TVA’s
Financial Trading Progral 24C 14¢€
Unrealized losses on coal purchase
contracts 123 —
Unrealized losses on certain swap .
swaption contract 39t 22¢€
Deferred outage cos 16C 13¢
Deferred capital lease asset cc 43 52
Fuel cost adjustment receivable: lonc
term — 4
Subtotal 4,77¢ 4,16¢
Deferred nuclear generating ur 2,44k 2,73¢
Subtotal 7,21¢ 6,904
Fuel cost adjustment receivable: s-
term — 24
Total $ 7,21¢  $ 6,92¢
Regulatory Liabilities:
Unrealized gains on coal purchase
contracts $ 143 $ 81:
Capital lease liabilitie 31 47
Unrealized gains relating to TVA’s
Financial Trading Progral 21 —
Fuel cost adjustment liability: loi-term 94 —
Subtotal 28¢ 86C
Reserve for future generati 67 70
Accrued tax equivalents related to fus
cost adjustmer 82 40
Fuel cost adjustment liability: short-
term* 65€ —
Total $ 1,09 $ 97C
Note

* The short-term portion of the FCA liability iscluded in Accounts
payable and accrued liabilities on the balancetsiteiine 30, 200!

Fuel Cost Adjustment

The FCA provides a mechanism to regularly altezgab reflect changing fuel and purchased powdscdEhere is typically a lag
between the occurrence of a change in fuel anchpsed power costs and the reflection of the changes. As of June 30, 2009, TVA had
recognized a short-term regulatory liability of $6%illion and a long-term regulatory liability 088 million related to the FCA. These
balances represent excess revenues collectedset @iiel and purchased power costs. The excesauevs driven by market commodity
prices being lower than those forecasted. At Sepse 30, 2008, TVA had recognized a regulatorytastated to the FCA, which reflectec



net under-recovery of fuel and purchased poweiscost
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7. Other Long-Term Assets
The table below summarizes the types and amourft¥Afs Other long-term assets:

Other Long-Term Assets

At Septembe

At June 30, 20C 30, 2008
Loans and lon-term receivables, ni $ 84 $ 81
Currency swap asse 22 101
Coal contracts with volume options ass 142 813
Total other long-term assets $ 24¢ % 99t

The decrease in value of the coal contracts witbhnae options is primarily due to the decline in Remprices.
8. Other Long-Term Liabilities

Other long-term liabilities consist primarily oftesated amounts due for postretirement and postynpnt benefits and liabilities
related to certain derivative agreements. Theethblow summarizes the types and amounts of lisii

Other Long-Term Liabilities

At September 3l

At June 30, 200 2008
Currency swap liabilitie $ 25 $ —
Swaption liability 53C 41€
Interest rate swap liabilitie 24¢ 19t
Coal contracts with volume options liabiliti 15C —
Postretirement and postemployment bene
obligations 2,87¢ 2,73¢
Other lon¢-term liability obligations 164 167
Total other lon-term liabilities $ 3,99¢ $ 3,514

Two of the currency swaps held as assets at Septe3dh 2008, became liabilities during 2009, dumarily to changes in exchange
rates. In addition, the swaption and interest satap liabilities increased during 2009 due pritgad a decrease in interest rates.

9. Asset Retirement Obligations

During the third quarter of 2009, TVA's total assetirement obligation (“ARQ”) liability increase®B3 million due to accretion. The
nuclear accretion expense of $25 million and thenfiBon of accretion expense related to coal-fieetl gas/oil combustion turbine plants,
asbestos, and PCBs were deferred and chargectpiatory asset. However, as amounts approximatglgl to the non-nuclear accretion and
depreciation were collected in rates during 20@®-nuclear accretion and depreciation were expenBeding the third quarter of 2008,

TVA's total ARO liability increased $31 million due accretion. The nuclear accretion expense 8frflion was deferred and charged to a
regulatory asset. The remaining accretion expeh$8 million, related to codired and gas/oil combustion turbine plants, asisesind PCB:
was expensed during the second quarter of 2008.th&ediscussion of the change in accounting formaclear decommissioning costs in the
paragraph following the table below.

Reconciliation of Asset Retirement Obligation Liabiity

Three Months Ended June Nine Months Ended June .

200¢ 200¢ 200¢ 200¢

Balance at beginning of peri $ 2,38 $ 2,24¢ $ 2,31¢ $ 2,18¢
Nuclear accretion (recorded a

regulatory asse 25 23 73 69
Non-nuclear accretion (record

as expense) 8 8 24 22

33 31 97 91

Balance at end of peric $ 2,41F $ 2,28( $ 2,41F $ 2,28(
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Non-Nuclear Decommissioning Costs
In August 2008, the TVA Board approved deferringtsaelated to the future closure and retiremeffv&'s non-nuclear long-lived

assets under various legal requirements as allowddr GAAP. These costs had previously been ieclud rates as the ARO was accreted
and the asset was depreciated. These costs dpewbusly meet the asset recognition criteriaauride GAAP guidance in effect at the date
the costs were incurred. Because of the estabéishof the ART and the approval of the fundingh#f tosts for the ART in 2009 rates as part
of the TVA Board’s budget and ratemaking procdsssé costs currently meet asset recognition @iterherefore, all cumulative costs
incurred since 2003, when the new accounting guidavas adopted, were recaptured as a regulatcey assf September 30, 2008.
10. Other Income, Net

Other income, net is comprised of the following:

Other Income, Net

Three Months Ende Nine Months Ended Jut

June 3( 30
2009 2008 2009 2008
Interest incomt $ 2 % 3 3 7 $ 10
Gain (losses) on investmet 2 @ (13 (22
External service 4 3 9 8
Claims settlemer — — 4 8
Miscellaneous (6) 2 6 4
Total other income, net $ 2 9 7 9 13 % 8

11. Risk Management Activities and Derivative Trasactions

TVA recognizes certain of its derivative instrungeas either assets or liabilities on its balanezsht fair value. The accounting for
changes in the fair value of these instrumentsmigpen (1) whether the derivative instrument hanlesignated and qualifies for hedge
accounting treatment and (2) if so, the type ofgeeklationship (e.g., cash flow hedge).

TVA is exposed to various market risks. These marisks include risks related to commodity pridesestment prices, interest rates,
currency exchange rates, inflation, and counteypagdit risk. To help manage certain of thesksti§ VA has entered into various derivative
transactions, principally commodity option conteadorward contracts, swaps, swaptions, futured,agations on futures. Itis TVA's policy to
enter into these derivative transactions solelyhflging purposes and not for speculative purposes.

Overview of Accounting Treatment
The following tables summarize the accounting tresatt that certain of TVA's financial derivative tigactions receive.

Summary of Derivative Instruments That Receive Hedg Accounting Treatment (part 1)

Amount of MtM Gain

Derivatives Recognized in Other Amount of MtM (Loss)
in Cash Flow Objective of  Accounting for Comprehensive Loss Recognized in
Hedging Hedge  Derivative Hedging (“OCL") Three Months OCL Nine Months
Relationship Transaction Instrument Ended June 30 Ended June 30
2009 2008 2009 2008

Currency  To protect

Swaps against
changes in Cumulative
cash flows unrealized gains anc
caused by losses are recorded
changes in OCL and reclassifiet
foreign to interest expense 1
currency the extent they are
exchange offset by cumulative
rates gains and losses on
(exchange the hedged
rate risk) transactior $ 21 $ 4 $ (105) $ (81)
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Summary of Derivative Instruments That Receive Hedg Accounting

Treatment (part 2)

Amount of Exchange
(Loss) Reclassified fron

Amount of Exchange
Gain Reclassified from

Derivatives in OCL to Interest OCL to Interest
Cash Flow Expense Expense
Hedging Three Months Ended Nine Months Ended
Relationship June 30 (a) June 30 (a)
2009 2008 2009 2008
Currency Swap $ (126¢) $ 4 $ 80 33
Note

(a) There were no ineffective portions or amoumtdieled from

effectiveness testing for any of the periods preskn

Also see Note 1:

Summary of Derivative Instruments That Do Not Receie Hedge Accounting Treatmen
Amount of Gain
(Loss) Recognized it

Amount of Gain

(Loss)

Income on Recognized in Income
Derivatives on Derivatives
Derivative Objective of Three Months Endec  Nine Months Ended
Type Derivative  Accounting for Derivative Instrument June 30 (a) June 30 (a)
2009 2008 2009 2008
Swaption To protect againsGains and losses are recorded as

decreases in valuregulatory assets or liabilities until

of the embedded settlement, at which time the

call (interest rate gains/losses (if any) are recognized il
risk) gain/loss on derivative contracts.

Interest Ratc  To fix shor-term Gains and losses are recordet
Swaps debt variable rateregulatory assets or liabilities until
to afixed rate  settlement, at which time the
(interest rate risk)gains/losses (if any) are recognized il
gain/loss on derivative contracts.

Coal ContractsTo protect againsGains and losses are recorded as
with Volume fluctuations in  regulatory assets or liabilities until

Options market prices of settlement, at which time they are
purchased coal recognized in fuel and purchased pov
(price risk) expense. Settlement fees associatec

with early contract terminations are
recognized in fuel and purchased pov
expense in the period incurred.

Commodity  To protect agains Realized gains and losses are recol
Derivatives  fluctuations in  in earnings as fuel and purchased po
under Financiamarket prices of expense. Unrealized gains and losse

Trading purchased are recorded as a regulatory
Program commodities asset/liability.

(price risk)
Note

(27)

(132)

40

(27)

(28¢)

(a) All of TVA's derivative instruments that do neceive hedge accounting treatment have unreatjaet (losses) that
would otherwise be recognized in income but inste@&ddeferred as regulatory assets and liabiliissuch, there was
no related gain (loss) recognized in income foséhenrealized gains (losses) for the three andmorgh periods. See

Note 6.
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TVA has recorded the following amounts for its dative financial instruments described in the taldbove:

MARK -TO-MARKET VALUES OF TVA DERIVATIVES

At June 30, 200

At September 30, 20C

Derivatives in Cash Flow Hedging Relationship

Balance

Balance Shee
Presentation

Balance

Balance Shee
Presentation

Currency swaps

Other long-term

£200 million Sterling $ (18) liabilities 2 Other lon¢-term asset
£250 million Sterling 22 Other lon-term asset 72 Other lon+term assel
Other long-term
£150 million Sterling @) liabilities 27  Other lon¢-term asset
Derivatives Not Receiving Hedge Accounting Treatmen
Balance Shee Balance Shee
Balance Presentation Balance Presentation
Swaption:
Other long-term Other long-term
$1 billion notional $ (530 liabilities (41€) liabilities
Interest rate swap
Other lon¢-term Other lon¢-term
$476 million notiona (23¢) liabilities (1898 liabilities
Other long-term Other long-term
$42 million notional (10 liabilities @) liabilities
Other long-term
assets $143,
Coal contracts with volume Other long-term
options @) liabilities ($150) 812 Other lon-term asset
Commodity derivatives
under Financial Trading
Program:
Inventories and othe
Margin cash account 18 Inventories and other, n 25 net
Other regulatory asset:
($240),
Unrealized losses, n (219) Regulatoryliabilities $21 (14€) Other regulatory asse

Note

* In accordance with certain credit terms, TVA usacklaging to trade financial instruments under the

Financial Trading Program.

Therefore, the margin cash account balance daegpesent 100 percent of the net market valubeof

derivative positions outstanding

as shown in the Commaodity Derivatives table bel
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Cash Flow Hedging Strategy for Currency Swaps

To protect against the exchange rate risk relate¢dree sterling denominated Bond transactions, Evifered into foreign currency
hedges at the time the Bond transactions occud¢dune 30, 2009, TVA had three outstanding curyeswap contracts entered into during
2003, 2001, and 1999 to hedge TVA Bond issues guithency exposure of £150 million, £250 milliondag200 million, respectively. The
overall effective cost to TVA of these Bonds ane #issociated swaps was 4.96 percent, 6.59 peareh§.81 percent, respectively. When the
dollar strengthens against the British pound stgrlthe exchange gain on the Bond liability is effisy an exchange loss on the swap
contract. Conversely, when the dollar weakensettohange loss on the Bond liability is offset lnyexchange gain on the swap contract. All
such exchange gains or losses are included in temg-debt, net. The offsetting exchange lossegims on the swap contracts are recognized
in Accumulated other comprehensive loss. If asg l@ain) were to be incurred as a result of thly éermination of the foreign currency sw
contract, any resulting charge (income) would bewrized over the remaining life of the associatet®as a component of interest expense.

Derivatives Not Receiving Hedge Accounting Treatr
Swaption and Interest Rate Swaps

TVA has entered into four swaption transactionsytimetize the value of call provisions on certait®Bond issues. A swaption
grants a third party the right to enter into a swgpeement with TVA under which TVA receives a fing rate of interest and pays the third
party a fixed rate of interest equal to the interate on the Bond issue for which the call praxishas been monetized by TVA.

* In 2003, TVA monetized the call provisions on alffiion Bond issue by entering into a swaption agnent with a third party in
exchange for $175 million (tt*2003A Swaptio”).

* In 2003, TVA also monetized the call provisionsao$476 million Bond issue by entering into a swaptgreement with a thil
party in exchange for $81 million (tI*2003B Swaptio”).

In 2005, TVA monetized the call provisions on tweatronotes’ issues ($42 million total par value) by enterintpiawaption
agreements with a third party in exchange for $iani (the “2005 Swaptior”).

In February 2004, the counterparty to the 2003B8iwa exercised its option to enter into an interate swap with TVA, effective
April 10, 2004, requiring TVA to make fixed rateymaents to the counterparty of 6.875 percent anadtlimterparty to make floating payments
to TVA based on LIBOR. These payments are basatenotional principal amount of $476 million apelgan on June 15, 2004.

In February 2008, the counterparty to the 2005 $wap exercised its options to enter into interatt swaps with TVA, effective
March 11, 2008. Under the swaps, TVA is requiethtike fixed rate payments to the counterpartyl&t®percent and the counterparty is
required to make floating payments to TVA based lBOR. These payments are based on a combinednatamount of $42 million and
began on April 15, 2008.

On October 1, 2007, TVA began using regulatory antiog treatment to defer the mark-to-market gaing losses on these swap and
swaption agreements to reflect that the gain ar i@sncluded in the ratemaking formula when thesesactions settle. The values of the swap
and swaption agreements and related deferred izedaains and losses are recorded on TVA's balaheet with realized gains or losses, if
any, recorded on TVA'’s income statement.

For the three and nine months ended June 30, #®@hanges in market value resulted in deferredalized gains (losses) on the
value of interest rate swaps and swaptions of $88ibn and $(169) million, respectively. For ttimee and nine months ended June 30, 2008
the changes in market value resulted in deferredalized gains (losses) on the value of interdsts&aps and swaptions of $73 million and
$(125) million, respectively. All net deferred eafized losses were reclassified as regulatorytsiesethe balance sheets.

Coal Contracts with Volume Options
TVA enters into certain coal supply contracts tieafuire delivery of fixed quantities of coal (basas) at fixed prices. Certain coal
contracts also contain options that permit TVAitber increase or reduce the amounts of coal deld/aithin specified

guidelines. Essentially, the option to take mar&ess coal represents a purchased option thanibimed with the forward coal contract in a
single supply contract. TVA marks to market thauea
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of these contracts on a quarterly basis.

At June 30, 2009, and September 30, 2008, TVA'$ coatracts which contained volume optionality fzgmproximate net market
values of $20 million and $813 million, respectielhich TVA deferred as regulatory assets andlitas. TVA will continue to defer all
unrealized gains or losses related to the exeofifeese options and record only realized gainssses as fossil fuel expense at the time the
coal is consumed. The decrease in the value dfcoodracts with volume options is primarily a riésaf the decline in the market price for ci
and roll-off or settlement of contracted volumesnfrSeptember 30, 2008, to June 30, 2009. Then§i{lidn net market value of TVA's coal
contracts at June 30, 2009, also includes a $Jibméxpected net settlement expense related tedhg termination of two coal supply
contracts subsequent to June 30, 2009.

Coal Contracts with Volume Options

At June 30, 200 At September 30, 20C
Fair Value Fair Value
(MtM) (MtMm)
Number o Notional Amoun (in Number o Notional Amoun (in
Contracts (in Tons) millions) Contracts (in Tons) millions)
Coal Contract:
with
Volume Options 10 36 million $ (7) 10 37 million $ 813

Commodity Derivatives Under Financial Trading Pragr

In 2005, the TVA Board approved a Financial Tradirggram (“FTP”) under which TVA can purchase aelll svaps, options on
swaps, futures, and options on futures to hedge '$'éAposure to natural gas and fuel oil prices2007, the TVA Board expanded the FTP,
among other things, (1) to permit financial tradfogthe purpose of hedging or otherwise limitihg £conomic risks associated with the price
of electricity, coal, emission allowances, nuclieesl, and other commaodities included in TVA’s FCAlaulation, such as ammonia and
limestone, as well as the price of natural gasfaatoil, (2) to authorize the use of futures, ssjagptions, and combinations of these
instruments as long as these instruments are sthindthe industry, (3) to authorize the use ofltitercontinentalExchange as well as the
NYMEX to trade financial instruments, and (4) tacliease the aggregate transaction limit to $130anillbased on oi-day Value at Risk). In
2009, the TVA Board further expanded the FTP toniefinancial trading for the purpose of hedgingotinerwise limiting the economic risks
associated with the price of construction materidlse maximum hedge volume for these transaci®fs percent of the underlying net
notional volume of the material that TVA anticipatesing in approved TVA projects, and the markétevaf all outstanding hedging
transactions involving construction materials isited to $100 million at the execution of any neansaction. Under the FTP, TVA is
prohibited from trading financial instruments f@esulative purposes.
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Commodity Derivatives Under Financial Trading Program
At June 30, 200¢

At September 30, 200¢

Fair Fair
Value Value
(MtM) (MtMm)
Notional (in Notional (in
Amount millions) Amount millions)

Natural gas (in mmBtu)
Futures contract
Fixed positions — $ (7 — $ —
Open positions at end of per 33,240,000 (44) 20,900,000 (12)
Net position at end of peric 33,240,00 (51) 20,900,00 (12
Swap contract
Fixed positions — (57) — —
Open positions at end of per 121,552,50 (12¢) 70,510,00 (12€)
Net position at end of peric 121,552,50 (18€) 70,510,000 (12€)
Option contracts open at ent
of period — (1) (1,600,00i) (8)
Natural gas financial positior

at end of period, net 154,792,50 $ (236) 89,810,00 $ (14€)
Fuel oil (in barrels)
Futures contracts open at er

of period 386,000 $ 5 — $ —
Swap contracts open at end
period 950,00( 14 — —
Option contracts open at ent
of period 758,00( — — —
Fuel oil financial positions ¢
end of
period, net 2,094,000 $ 19 — $ =

TVA defers all FTP unrealized gains (losses) aslegry liabilities (assets) and records only zdi gains or losses to match the

delivery period of the underlying commaodity product

Natural Gas

At June 30, 2009, TVA had natural gas hedges witional volumes equivalent to 154,792,500 (in mm)Btloe market value of whic
was a net loss of $238 million. For the three aimé& months ended June 30, 2009, TVA recognizdizeeblosses on natural gas hedges of
$132 million and $289 million, respectively. Fbetthree and nine months ended June 30, 2008, E¢égnized realized gains on natural gas
hedges of $40 million and $35 million, respectiveAdl realized losses (gains) were recorded amarease (decrease) to purchased power
expense. The unrealized loss of $240 million amealized gain of $2 million at June 30, 2009, waeéerred as a regulatory asset and

regulatory liability, respectively.

At September 30, 2008, TVA had natural gas hedggsnetional volumes equivalent to 89,810,000 (imBtu), the market value of
which was a loss of $146 million. For the yearah&eptember 30, 2008, TVA recognized realizedsgaiii$11 million, which were recorded
as a decrease to purchased power expense. Thaizeadoss of $146 million at September 30, 20085 deferred as a regulatory asset.

Fuel Qil

At June 30, 2009, TVA had notional volumes of faiéhedges equivalent to 2,094,000 (in barrels),ttarket value of which was a

gain of $19 million. For the nine months endedelg@, 2009, TVA recognized realized losses ondildiedges of $2 million. There were no
realized gains or losses on fuel oil hedges foithihee months ended June 30, 2009. All realizesds were recorded as an increase to fossil
fuel expense. The unrealized gain of $19 milliodume 30, 2009, was deferred as a regulatonyitiabi



TVA did not have any fuel oil hedges as of Septem3fe 2008.
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Other Derivative Instruments
Other Commodity Derivatives

TVA enters into forward contracts that hedge cémlv Exposures to market fluctuations in the prind delivery of certain
commodities including coal, natural gas, fuel elgctricity, uranium, and construction commoditida/A expects to take or make delivery, as
appropriate, under these forward contracts. Adogly, these contracts qualify for normal purchased normal sales accounting. As of June
30, 2009, and September 30, 2008, TVA did not lteresative contracts related to the purchase aftedgty, uranium, or construction
commodities.

Investment Fund Derivatives

Investment funds consist primarily of funds heldrimsts designed to fund nuclear decommissioniggirements, asset retirement
obligations, and the SERP. All securities in thieds are classified as trading. See Note 12 ésa@ussion of the fund investment objectives
and the types of investments included in the variousts. Derivative instruments in these trusttuide swaps, futures, options, and other
instruments. As of June 30, 2009, and Septemhe2(BIB, the fair value of derivative instrumentshiase trusts was a liability of $2 million
and $1 million, respectively.

Contingent Features

TVA's interest rate swaps, two of its currency sajagnd its swaption contain provisions that reqaiparty to post collateral (in a
form such as cash or a letter of credit) when tgyps liability balance under the agreement exsegedertain threshold. As of June 30, 2009,
the aggregate fair value of all derivative instrumsewith credit-risk related contingent featuresiiliability position was $784 million. TVA's
collateral obligation as of June 30, 2009, undes¢harrangements was $30 million, for which TVA pasted a $65 million letter of
credit. The letter of credit reduced the availdidéance in TVA’s $1.0 billion revolving credit fdity that matures on May 12, 2010. For all of
its derivative instruments with credit-risk relateshtingent features:

« If TVA remains a majorit-owned U.S. government entity but S&P or Mo’s downgrades TV’s credit rating to AA+/Aal
TVA would be required to post an additional $390ion of collateral; anc

« If TVA ceases to be majority-owned by the U.S. goweent, its credit rating would likely change andATwould be required to
post additional collatera

Concentration of Credit

Credit risk is the exposure to economic loss thatlel occur as a result of a counterparty’s nonparémce of its contractual
obligations. Where exposed to credit risk, TVAIgmas the counterparty’s financial condition priorentering into an agreement, establishes
credit limits, monitors the appropriateness of thliits, as well as any changes in the creditwoetbs of the counterparty on an ongoing b
and employs credit mitigation measures, such datechl or prepayment arrangements and master gsecnd sale agreements, to mitigate
credit risk. The majority of TVA's credit risk Ignited to trade accounts receivable from delivgpeder sales to municipal and cooperative
distributor customers, all located in the Tenned&skey region. To a lesser extent, TVA is exposedredit risk from industries and federal
agencies directly served and from exchange powangements with a small number of investor-ownggibreal utilities related to either
delivered power or the replacement of open postmfilonger-term purchased power or fuel agreeme@tgstanding accounts receivable for
the top six customers at June 30, 2009, were $4idmor 37 percent of total outstanding accoumtseivable, and at September 30, 2008,
were $544 million, or 39 percent of total outstampaccounts receivable.

TVA is also exposed to credit risk from the bankargl coal industries because multiple companiéisdge industries serve as
counterparties to TVA in various derivative trantgats. As of June 30, 2009, the swaption andfall\A’s currency swaps, interest rates
swaps, and commaodity derivatives under the FTP wéhecounterparties whose credit rating per Moadyas “A2” or higher. As of June 30,
2009, 97 percent of the total coal tonnage asstiaith TVA's coal contracts with volume optionssuaith counterparties whose Moody's
credit rating, or TVA'’s internal analysis when suoformation is unavailable, was “B2” or highelo help ensure the reliable supply of coal,
TVA had coal contracts with 32 different suppliatslune 30, 2009. The contracted supply of casbisced from multiple geographic regions
of the United States and is to be delivered vidouartransportation methods (e.g., barge, rai¢kiru
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12. Fair Value Measurements

Fair value is determined based on the exchange tivat would be received for an asset or paidatasfier a liability (an exit price) in
TVA's principal market, or in the absence of a pijpal market, the most advantageous market foadiset or liability in an orderly transaction
between market participants. TVA uses market @eolable inputs as the preferred source of vafaieywed by assumptions based on
hypothetical transactions in the absence of manietts.

Valuation Techniques

There are three main approaches to measuringitheafaie of assets and liabilities: 1) the markeproach; 2) the income approach;
and 3) the cost approach. The market approachpunges and other relevant information generatechfmarket transactions involving
identical or comparable assets or liabilities. T@me approach uses valuation techniques to cofutare amounts to a single present value
amount. The measurement is based on the valueaiiedi by current market expectations about thaseg@mounts of income. The cost
approach is based on the amount that would cuyréetrequired to replace an asset. TVA utilizesrttarket approach and the income
approach in its fair value measurements.

The valuation techniques used to measure fair vale@dased upon observable and unobservable irPlosgrvable inputs reflect
market data obtained from independent sourcesewinibbservable inputs reflect TVA's market assuom#i These two types of inputs create
the following fair value hierarchy:

Level 1 — Unadjusted quoted prices in active markets acdesjbthe reporting entity for identical
assets or liabilities. Active markets are thosw/iich transactions for the asset or liability
occur with sufficient frequency and volume to paeipricing.

Level 2 — Pricing inputs other than quoted market pricesudet! in Level 1 that are based
observable market data and that are directly dréntly observable for substantially the full
term of the asset or liability. These include gaoinarket prices for similar assets or
liabilities, quoted market prices for identicalsimilar assets in markets that are not active,
adjusted quoted market prices, inputs from obséevadédta such as interest rate and yield
curves, volatilities and default rates observableoanmonly quoted intervals, and inputs
derived from observable market data by correlatioather means.

Level 3 — Pricing inputs that are unobservable, or less oladde, from objective
sources. Unobservable inputs are only to be usétktextent observable inputs are not
available. These inputs maintain the concept abanprice from the perspective of a mar
participant and should reflect assumptions of otharket participants. An entity should
consider all market participant assumptions thataamilable without unreasonable cost and
effort. These are given the lowest priority anel generally used in internally developed
methodologies to generate management's best estohtite fair value when no observable
market data is available.

A financial instrument's level within the fair valuhierarchy is based on the lowest level of indghificant to the fair valu
measurement, where Level 1 is the highest and L®isthe lowest.

Nonperformance Risk

The impact of nonperformance risk, which includesdd risk, considers changes in current marketitimms, readily available
information on nonperformance risk, letters of @erbllateral, other arrangements available, dredrtature of master netting
arrangements. TVA is a counterparty to currencgpsya swaption, interest rate swaps, commodityracts, and other derivatives which
subject TVA to nonperformance risk. Nonperformarisk on the majority of investments and certainlange-traded instruments held by
TVA is incorporated into the exit price that is ided from quoted market data that is used to magkinvestment to market.

Nonperformance risk for most of TVA'’s derivativestruments is an adjustment to the initial asseéilits fair value. TVA adjusts for
nonperformance risk, both of the reporting entioy (iabilities) and the counterparty (for assets),applying a CVA. TVA determines an
appropriate CVA for each applicable financial instient based on the term of the instrument andgiperting entity’s or counterparty’s credit
rating as obtained from Moody,’ For companies that do not have an observabtitcating, TVA uses internal analysis to assigromparabl
rating to the company. TVA discounts each finahicistrument using the historical default rate igsorted by Moody's
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for the years 1983-2008) for companies with a sintfredit rating over a time period consistent wlith remaining term of the contract.

The following sections describe the valuation mdtiogies TVA uses to measure different financiatinments at fair value. All
changes in fair value of assets and liabilitiesehlagen reflected as changes in regulatory assetslatory liabilities, or accumulated other
comprehensive loss on TVA'’s balance sheets anensatts of changes in proprietary capital as of 3n009. There has been no impact to
the statements of operations or the statementashf fows related to these fair value measurements.

Investments

At June 30, 2009, TVA’s investment funds compri$&d4 million of securities classified as tradingl aneasured at fair value and $6
million of equity investments not required to beasered at fair value. TVA holds trading securitiegs NDT, ART, and SERP. The NDT
holds funds for the ultimate decommissioning ohitslear power plants. The ART holds funds fordbsts related to the future closure and
retirement of TVA's long-lived assets. TVA estahied a SERP for certain executives in critical fomss to provide supplemental pension
benefits tied to compensation that is not credialider the qualified pension plan. TVA has histily funded the annual calculated expense
of the SERP. The NDT and SERP are invested inrg@esugenerally designed to achieve a returnria lvith broad equity market
performance. The ART is presently invested to@ghia return in line with fixed-income market penfiance.

The NDT, ART, and SERP are comprised of multiplgety of investments. Most U.S. and internationaitesg, Treasury inflation-
protected securities, REITs, and cash securitidscartain derivative instruments are exchange-ttaael are classified as Level 1
valuations. Fixed-income investments, high-yiékgd-income investments, currencies, and most d#vie instruments are classified as Level
2 valuations. These measurements are based ortnaadkincome approaches.

Currency Swaps, Swaption, and Interest Rate Swaps

See Note 11 €ash Flow Hedging Strategy for Currency SwapdDerivatives Not Receiving Hedge Accounting Treatrfaara
discussion of the nature, purpose, and contingsitifes of TVA’s currency swaps, swaption, andré@gerate swaps.

The currency swaps are classified as Level 2 vialngand are valued based on income approachesswéption is classified as a
Level 3 valuation and is valued based on an incappgoach. The valuation is computed using a brpkavided lattice pricing model utilizing
LIBOR rates and volatility rates. Volatility forVIA’s American swaption is generally unobservablderefore, the valuation is derived from
an observable European swaption matrix with adjastsr The interest rate swaps are classified asl 2evaluations and are valued based on
income approaches.

Coal Contracts with Volume Options and Commodityi\éives Under TVA’s Financial Trading Program

See Note 11 Perivatives Not Receiving Hedge Accounting Treatmé&woal Contracts with Volume OptioaadCommodity
Derivatives Under Financial Trading Prografor a discussion of the nature and purpose of coalracts with volume options and commodity
derivatives under TVA'’s Financial Trading Program.

Coal Contracts with Volume Options These contracts are classified as Level 3 valuatonl are valued based on income
approaches. TVA develops an overall coal pricedast using widely-used short-term market data tookers, long-term price forecasts
developed with the assistance of a third-party atidu service, and other internal estimates. Toevthe option component of the contract,
TVA uses a Black-Scholes pricing model which indsidnputs from the overall coal price forecast t@mt-specific terms, and other market
inputs. The application of CVAs resulted in a @eae of $12 million in the fair value of applicabteal contracts in an asset position at June
30, 2009, and did not materially affect the failueaof applicable coal contracts in a liability gms at June 30, 2009.

Commodity Derivatives Under Financial Trading Pangr.  These contracts are valued based on market apgoadtich utilize
NYMEX quoted prices. Contracts settled on the NYM(E.g., futures and options) are classified asel@&waluations. Contracts whe
nonperformance risk exists outside of the exitg(i.g., swaps and over-the-counter options) assured with the incorporation of CVAs and
are classified as Level 2 valuations.

The following table sets forth by level, within tfer value hierarchy, TVA's financial assets aiatbilities that were measured at fair
value on a recurring basis as of June 30, 2008arfeial assets and liabilities have been
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classified in their entirety based on the lowesel®f input that is significant to the fair valogeasurement. TVA's assessment of the
significance of a particular input to the fair valmeasurement requires judgment and may affectetemination of the fair value of the assets
and liabilities and their classification in therfaalue hierarchy levels.

Fair Value Measurements as of Reporting Dat
Fair Value Measurements at Reporting

Date Using
Quoted
Assets Pricc_as in o
Active Significant
Markets fo Other Significant
Identical Observabli Unobservabl
At June 3C Assets Inputs Inputs
Description 2009 (Level 1) (Level 2) (Level 3)
Investments
Equity securitie: $ 64 $ 64 $ — $ —
Debt securities-U.S. government
corporations and agenci 127 127 — —
Debt securities-U.S. government states,
municipalities, and political subdivisiol 1 — 1 —
Debt securitie-foreign governmer 1 — 1 —
Corporate debt securitir 14¢ — 14¢ —
Residential mortga¢-backed securitie 5 — 5 —
Commercial mortga¢-backed securitie 13 — 13 —
Collateralized debt obligatior 1 — 1 —
Commingled funds*
Equity security commingled func 262 — 262 —
Debt security commingled funt 137 — 137 —
Foreign currency commingled fun 11 — 11 —
Other commingled fund 43 — 43 —
Currency swap 22 — 22 —
Coal contracts with volume optio 142 — — 143
Commodity derivatives under FTP 21 5 16 —
Total $ 1,000 $ 19€ $ 661 $ 143
Fair Value Measurements at Reporting
Date Using
Quoted
Liabilities Pricesin
Active Significant
Markets fo Other Significant
Identical Observabli Unobservabl
At June 3C Liabilities Inputs Inputs
Description 2009 (Level 1) (Level 2) (Level 3)
Currency swap $ 25 $ — 3 25 % —
Interest rate sway 24¢ — 24¢ —
Swaption 53C — — 53C
Coal contracts with volume optio 15C — — 15C
Commodity derivatives under FTP 17€ 45 131 —
Total $ 1,12¢ $ 45 $ 404 $ 68C
Note

* Commingled funds represent investment funds casimy multiple individual financial instrumer
and are classified in the table based on theirtiagisnvestment portfolio. Commingled fur
exclusively composed of one class of security éassified in that category (e.g., equity, deb
foreign currency securities). Commingled funds cadsipg multiple classes of securities
classified a¢ other commingled fun¢’.
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The following table presents a reconciliation dfaasets and liabilities measured at fair valu@ oecurring basis using significant
unobservable inputs (Level 3) for the three an@& mronths ended June 30, 2009:

Fair Value Measurements Using Significant Unobseniae Inputs

For the Three Month For the Nine Months
Ended June 30, 2009 Ended June 30, 20(
Coa Coa
contract contract
with with
Volume Volume
Options Swaptior Options Swaptior

Balances at beginning
period $ 152 $ (7739 $ 8l $ (41€)
Total gains (losses) realiz
and unrealize
Unrealized gains (losses)
deferred as regulatory
liabilities (assets (132) 243 (793 (1149
Unrealized losses related 1
expected net settlement
fees included in fuel and
purchased power expen: (27) — (27) —

Balances at end of period $ @ $ (530 s @ $ (530

There were no realized gains or losses relategetinstruments measured at fair value using siganiti unobservable inputs. Other
than the expected net settlement expense, all limedaains and losses related to these instrunfents been reflected as increases or
decreases in regulatory assets and liabilitiee NB#e 6.

Other Financial Instruments Not Carried at Fair Vial

TVA uses the methods and assumptions describedvtielestimate the fair value of each significaiissl of financial instrument. T
fair market value of the financial instruments hatdune 30, 2009, and September 30, 2008, mayenpresentative of the actual gains or
losses that will be recorded when these instrunteatsire or are called or presented for early rediemp The estimated values of TVA’s
financial instruments not recorded at fair valudwate 30, 2009, and September 30, 2008, werelas/fol

Estimated Values of Financial Instruments

At June 30, 200 At September 30, 20C
Carrying Fair Carrying Fair
Amount Value Amount Value

Cash and cash equivale $ 201 $ 201 % 212 $ 21z
Restricted cash ar

investments — — 10€ 10€
Loans and other loi-term
receivables 84 77 81 81
Shor-term debt, ne 1,29: 1,29: 18E 18&
Long-term debt (including
current portion), ne 20,46: 21,50: 22,43¢ 23,85

Because of the short-term maturity of cash and easiivalents, restricted cash and investmentsshad-term debt, net, the carrying
amounts of these instruments approximate theivlires.

Fair value of long-term debt traded in the publiarket is determined by multiplying the par valudhe debt by the indicative market
price at the balance sheet date.

Fair values for loans and other long-term receieslaire estimated by determining the present vdlfiguwre cash flows using a

discount rate equal to lending rates for similani® made to borrowers with similar credit ratingd or similar remaining maturities, where
applicable.

13. Accumulated Other Comprehensive Loss

The decrease (increase) in Other comprehensivédo$ise three and nine months ended June 30, 20@P2008, was due to
unrealized gains (losses) related to r-to-market valuation adjustments for certain derivaingtruments
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Total Other Comprehensive Loss Activity

For the Three Months Ended  For the Nine Months Ended

June 3( June 3(
200¢ 200¢ 200¢ 200¢

Accumulated other comprehensive
loss at

beginning of periot $ (1549 $ (67) $ @37 % (29
Mark-to-market gain (loss) on
currency swap 21¢ 4 (105) (81
Reclassification into expense to off

exchange gain (loss) on bonds (12€) (4) 80 33
Accumulated other comprehens
loss at

end of period $ 62 $ (67) $ (62 $ (67)

TVA records exchange rate gains and losses oninl@hierest expense and marks its currency swapsattet through other
comprehensive loss. TVA then reclassifies an amounof other comprehensive loss into intereseasg, offsetting the earnings gain (loss)
from recording the exchange gain (loss) on the.d&bese reclassifications, coupled with the reityaf the exchange gain (loss) on the debt,
had no impact on net income for the three and miaeths ended June 30, 2009 and 2008. Due to théerof variables affecting the future
gains (losses) on these instruments, TVA is unmbfeasonably estimate the amount to be recladdifien other comprehensive loss to inte
expense in future years. See also Note 1Cash Flow Hedging Strategy for Currency Svgap

14. Debt Securities

Debt Outstanding

The TVA Act authorizes TVA to issue Bonds in an amibnot to exceed $30 billion at any time. Debistanding at June 30, 2009,

and September 30, 2008, including translation géasses) of $59 million and $(138) million, respeely, related to Bonds denominated in
foreign currencies, consisted of the following:

Debt Outstanding
At September

At June 30, 200 30, 2008
Shor-term debi
Discount notes (net
discount) $ 1,29 % 18t
Current maturities of long-
term debt 8 2,03(
Total shoi-term debt, ne 1,301 2,21t
Long-term debt
Lon¢-term 20,65 20,60:
Unamortized discount (19¢) (199)
Total loni-term debt, ne 20,45t 20,40«
Total outstanding del $ 21,75¢ $ 22,61¢
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Debt Securities Activity

The table below summarizes TVA'’s long-term Bondwigt for the period from October 1, 2008, to JuiB& 2009.

Interest
Date Amount Rate
Issuances:
electronote$ First Quarter 200' $ 39 5.0%
Second Quarte
2009 89 3.8&%
Third Quarter 200! 11t 4.4€%
2009 Series / February 200¢ 22 2.25%
2009 Series B February 2009 46¢ 3.71%
$ 734
Redemptions/Maturities:
1998 Series ( First Quarter 200! $ 2,00(¢ 5.38%
1999 Series / Third Quarter 200! 25 5.17%
2009 Series / Third Quarter 200! 1 2.25%
1998 Series [ Third Quarter 200! 20 5.4€%
2009 Series | Third Quarter 200! 19 3.7%
Second Quarte
electronote€ 2009 55€ 4.9%
Third Quarter 200¢ 3 3.4%
$ 2,62¢

On May 1, 2009, the interest rate on the 1999 SéiPutable Automatic Rate Reset Securities (“1988es A Bonds”) was reset
from 5.174 percent to 4.50 percent. In conjunctidgih the reset, $25 million of the entire prindipanount of $298 million of 1999 Series A
Bonds was redeemed by investors. On June 1, 200Mterest rate on the 1998 Series D PutablerAatic Rate Reset Securities (“1998
Series D Bonds”) was reset from 5.46 percent t@8jercent. In conjunction with the reset, $20ianil of the entire principal amount of $350
million of 1998 Series D Bonds was redeemed bystas. The remaining outstanding principal balaofade 1998 Series D Bonds was
reclassified from current maturities of long-terebtito long-term debt.

TVA'’s $150 million note with the U.S. Treasury esgu at the end of 2008. In December 2008, TVAthedJ.S. Treasury replaced
the $150 million note with a memorandum of underdiiag under which the U.S. Treasury provides TVAhva $150 million credit
facility. TVA plans to use the U.S. Treasury ciddcility as a source of liquidity, but not as @npary source of liquidity, in 2009. The inter
rate on any borrowing under this facility is basedthe average rate on outstanding marketableaitdigs of the United States with maturities
from date of issue of one year or less. There wereutstanding borrowings under the facility ateJ30, 2009.

TVA also has short-term funding available in thenief two short-term revolving credit facilitiesne of which is a $1 billion facility
that matures on November 9, 2009, and the otheshafh is a $1 billion facility that matures on M&g, 2010. The credit facilities also
accommodate the issuance of letters of credit. iffieeest rate on any borrowing and the fees onlettgr of credit under these facilities are
variable based on market factors and the ratingv#’s senior unsecured long-term non-credit enhdraebt. TVA is required to pay an
unused facility fee on the portion of the totall$ion which TVA has not borrowed or committed wrdetters of credit. The fee may fluctu
depending on the non-enhanced credit ratings on’3¢anior unsecured long-term debt. At June 3092€here were $65 million of letters of
credit issued under the facilities, and there wereutstanding borrowings. TVA anticipates rengn@ach credit facility as it matures.

15. Variable Interest Entities

In February 1997, TVA entered into a purchase pageeement with Choctaw Generation, Inc. (subsdtuassigned to Choctaw
Generation Limited Partnership (“Choctaw”)) to phase all the power generated from its facility tedain Choctaw County, Mississippi. The
facility had a committed capacity of 440 MWs, ahd term of the agreement was 30 years. TVA bdliégecontractual interest is a variable
interest that changes with changes in the fairevafithe net assets of Choctaw because the purploagss agreement provides substantially all
of Choctaw’s operating cash flow. TVA believestt@hoctaw qualifies as a variable interest entégduse the entity is designed (or
redesigned) so that substantially all of its ati#gi either involve or are conducted on behalf @AT Furthermore, Choctaw may lack the
obligation to absorb its expected losses becaueedffective
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guaranteed return provided by TVA through the 38rymirchase power agreement. TVA may be deemie te primary beneficiary under
the contract; however, TVA does not have accesiseidinancial records of Choctaw. As a result, TWas unable to determine if TVA is
required to consolidate Choctaw’s balance shestjteeof operations, and cash flows for the quaatelted June 30, 2009. Because of the lack
of financial information, TVA is unable to obtainmplete information regarding debt, equity, andeottontractual interests in Choctaw. A
June 30, 2009, Choctaw had issued senior securetstms $236 million and $95 million due in June Q&@&d June 2023,

respectively. Choctaw’s credit ratings as issue&&P and Moody’s were BB and Ba3, respectivelyhwiegative outlooks. TVA has no
direct debt or equity investment in Choctaw. Thecpase power agreement is accounted for as ngumehases and normal sales; therefore,
no amounts are recorded in TVA's financial statetmevith respect to TVA's variable interest. Poyerchases for the three and nine months
ended June 30, 2009, under the agreement amown$3d tmillion and $86 million, respectively, an@ tfemaining financial commitment
under the agreement is $6.7 billion. TVA has nditgahal financial commitments beyond the purchpgeer agreement with respect to the
facility.

The terms of the purchase power agreement spéwifydhoctaw must reimburse TVA for any additionadts incurred due to
Choctaw’s failure to deliver power as specified emntthe contract. TVA is the beneficiary of a thparty credit enhancement in the form of a
$5 million letter of credit with a financial ingtition. Under the terms of the letter of credit,A'¥hay draw any amount necessary up to $5
million to reimburse any incremental costs incurde@ to Choctaw’s failure to perform under the cactt Also, Choctaw must replenish the
letter of credit in full within 20 days after TVAraws on the letter of credit or TVA is relieveditsf obligations under the purchase power
agreement. Because of the letter of credit and §\&&perience with Choctaw, TVA does not believat tiny material exposure to loss existed
as of June 30, 2009. TVA also believes that intamdto the explicit variable interest in Choct#lwough the purchase power agreement, TVA
may have an implicit variable interest in Choctave do the purchase power agreement being viewadeedit enhancement to secured
creditors and bondholders. TVA does not beliewat thhas any additional exposure with respechi® potential implicit variable
interest. Also, because the purchase power agraegremts TVA the right, but not the obligation,gorchase power, TVA does not believe
that its maximum exposure to loss in the arrangéitem be quantified due to the uncertainty of fetpower demand.

16. Benefit Plans
TVA sponsors a qualified defined benefit pensicnpthat covers most of its fuflme employees, a qualified defined contributioan
that covers most of its full-time employees, anumdfed postretirement health care plan that provioleson-vested contributions toward the

cost of certain retirees’ medical coverage, an&ERS

The following table provides the components ofperiodic benefit cost for the plans for the thrad aine months ended June 30,
2009, and 2008.

TVA Benefit Plan

Three Months Ended June Nine Months Ended June .
Pension Benefit Other Benefits Pension Benefit Other Benefite
200¢ 200¢ 200¢ 200¢ 200¢ 200¢ 200¢ 200¢

Service cos $ 20 % 28 % 2 % 1 $ 63 $ 83 ¢ 6 $ 4
Interest cos 14t 131 9 7 43€ 392 27 21
Expected return on plan
asset: (135) (152 — — (407) (45€) — —
Amortization of prior servic
cost 9 9 2 2 27 28 4 4
Recognized net actuarial Ic 3 10 1 1 11 31 5 4
Net periodic benefit cost

actuarially determine 42 26 14 11 13C 78 42 33
Amount capitalized due 1

actions of regulator (212) — — — (62) — — —
Net periodic benefit co:

recognized $ 21 % 26 $ 14 $ 11 $ 68 $ 78 $ 42 $ 33

During the nine months ended June 30, 2009, TVAndidmake contributions to its pension plans. Tdt%s not separately set aside
assets to fund other benefit costs, but ratherdgudh costs on an as-paid basis. TVA providedoxppately $21 million and $17 million for
other benefit costs during the nine months ended 30, 2009, and 2008, respectively. Amounts alpétd due to actions of regulator include
amounts that
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have been deemed probable of recovery in futuesrat

Financial markets have experienced significant ttaggy since September 30, 2008, due to detenm@ya&conomic conditions,
resulting in significantly lower market valuatiofts many investments held in the defined benefitgien plan. Portfolio values declined from
$6.2 billion at September 30, 2008, to $5.1 billadrJune 30, 2009. TVA does not expect to makéiadél contributions to the pension plans
in 2009.

17. Seven States Power Corporation Obligation

On September 30, 2008, Seven States Power Coqpoia8SPC”) exercised an option to purchase frondABvportion of a threemit,
792-megawatt summer net capability combined cyotalustion turbine facility in Southaven, Mississifjpmerly owned by Southaven
Power. SSPC bought this portion through its suasidSeven States Southaven, LLC (“SSSL”). SS&d VA approximately $325 million
and purchased an undivided 69.69 percent intargheifacility. On April 17, 2009, SSSL acquiradadditional 20.31 percent interest in the
facility for approximately $95 million, which incased its undivided ownership to 90 percent. SS®8LTa&/A have entered into a lease under
which TVA leases SSSL'’s undivided 90 percent irdeie the facility and operates the entire facittyough April 30, 2010.

As part of the transaction, SSSL has the righhgtteme and for any reason to require TVA to buglhb8SSL’s interest in the facility
at SSSL'’s original purchase price (plus the coS9EL5 share of any capital improvements) minus amdibizaosts that TVA pays under t
lease. As part of any such buy-back, TVA would p#yhe remaining balance on SSSL'’s loan, witht #mount being credited against the
buy-back price that TVA would pay to SSSL. A bugek may also be triggered under certain circumstirecluding, among other things, a
default by SSSL. Finally, TVA will buy back SSSlifgerest in the facility if long-term operatioreadd power sales arrangements for the
facility among TVA, SSSL, and SSPC are not in pllagdé\pril 30, 2010. TVA's buy-back obligation wilerminate if such long-term
arrangements are in place by that date. In thetefea buy-back, TVA would re-acquire SSSL’s iet&rin the facility and the related
assets. While TVA does not plan to liquidate theeds to cover the payments in the event of a gk VA believes its recourse in obtaining
full interest in the assets is sufficient to coiterobligation. Because of TVA'’s continued ownepsinterest in the facility as well as the buy-
back provisions, the transaction did not qualifipesale and, accordingly, has been recorded asalack obligation. As of June 30, 2009, the
carrying amount of the obligation was approximatehi0 million. TVA has recognized the buy-backighiion as a Current portion of
leaseback obligations of $410 million on its JuBe 2009 Balance Sheet.

18. Legal Proceedings

TVA is subject to various legal proceedings andhesathat have arisen in the ordinary course ofriess. These proceedings and
claims include the matters discussed below whidvide updates to the legal proceedings and claistaisised in the Annual Report. TVA |
accrued approximately $15 million as of June 3@RAvith respect to the proceedings describedsiAiinual Report as updated below, as well
as approximately $1 million with respect to othavgeedings that have arisen in the normal cour3d/éfs business. No assurance can be
given that TVA will not be subject to significandditional claims and liabilities. If actual lialies significantly exceed the estimates made,
TVA's results of operations, liquidity, and finaaticondition could be materially adversely affect&ke Item 3, Legal Proceedings in the
Annual Report.

Legal Proceedings Related to Kingston Ash Pond.Si8leven lawsuits based on the Kingston ash spit lhaen filed, all of which
are pending in the United States District Courttfa Eastern District of Tennessee at Knoxville.

* Mays v. TV/(proposed class action). TMaysplaintiff claims to be a riparian owner on the ClinRiver portion of Watts Be
Reservoir downstream from Kingston; he has suebetralf of himself and others similarly situatecheTplaintiff seeks to represent a
class of persons defined as riparian owners doeastrfrom Kingston on the Clinch River and EmoryeRigortions of Watts Bar
Reservoir. The complaint asserts private nuisamceseeks compensatory dama

e Blanchard v. TV/(proposed class action). TBé&anchardplaintiffs are eight individuals who have sued ehmalf of themselves and
others similarly situated. The plaintiffs seekepresent a class of persons who own propertysittiegen a defined area near
Kingston. The plaintiffs allege causes of actiasdxd in tort — negligence, negligence per se, gregkgence, trespass, nuisance, and
strict liability — and inverse condemnation. Ptidfa seek compensatory and punitive damages gnddtive relief relating to spill
remediation, including an order directing TVA tantumedical monitoring
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« Gilthane v. TV£(proposed class action). TGilthaneplaintiffs are six individuals and a business wlavdsued on behalf
themselves and others similarly situated. Thenifés seek to represent a class of persons whomnaperty, reside, or conduct
business within a 25-mile radius of Kingston. Ti&intiffs allege causes of action based in torégligent trespass, intentional
trespass, negligence, gross negligence, stridgtitialmuisance, and negligence per se. The pfsraeek compensatory and punitive
damages and injunctive relief relating to spill eghation, including an order directing TVA to furedical monitoring

« Raymond v. TV.. TheRaymondlaintiffs are 26 owners of property in the are&ofgston. The plaintiffs allege causes of action
based in tort — negligence, negligence per sesgregligence, trespass, nuisance, and strictityabiland inverse condemnation. The
plaintiffs seek compensatory and punitive damageisigjunctive relief relating to spill remediatic

¢ Auchard v. TVL TheAuchardplaintiffs are 277 adults and minors who allegeallyn property and/or reside in the vicinity of the
Kingston ash spill. The plaintiffs allege causéadion based in tort — public nuisance, statufmrplic nuisance, private nuisance,
trespass, negligence, gross negligence, negligesrcge, negligent infliction of emotional distreiséentional infliction of emotional
distress, strict liability for ultra-hazardous aj, and increased risk of future harm. The fiffim seek compensatory damages and
injunctive relief relating to spill remediation,dluding an order directing TVA to fund medical mimning.

« Scofield v. TVA TheScofieldplaintiffs are 18 individuals and a farm busine$sie plaintiffs assert causes of action basedrir—
negligence, negligence per se, gross negligerespdss, nuisance, and strict liability — and irvemndemnation. Plaintiffs seek
compensatory and punitive damages and injunctiNef relating to spill remediatior

« Longv. TVA(proposed class action). Thengplaintiffs are 43 individuals who own property amdfeside in the vicinity of Kingston
or do business in the area; they have sued onflettthemselves and others similarly situated. plantiffs seek to represent a class
of all similarly situated persons within a 10-misius of Kingston who have been injured in somg tyathe ash spill. As to TVA,
the plaintiffs assert causes of action based indar — negligence, gross negligence, recklessmélful misconduct, wanton
misconduct, negligence per se, trespass, nuisahiahazardous activity, misrepresentation andéud, medical monitoring,
intentional infliction of emotional distress, anegtigent infliction of emotional distress — andoatssert NEPA claims under the
Administrative Procedures Act. Plaintiffs seek gamsatory and punitive damages and injunctivefrediating to spill remediation,
including an order directing TVA to fund medical nitwring. The plaintiffs also named four TVA empées as defendants, alleging
both state law torts and constitutional tort clai

In response to the lawsuits, TVA has filed thedaling pending motions
¢ To dismiss all the tort claims on federal discnetity function grounds

« To dismiss all the inverse condemnation claimshenground that the factual allegations are insigfficto state an inverse
condemnation clairr

e To dismiss all the punitive damages claims on tloeigd that such damages may not be recovered ajaids a federal
executive branch agency, because Congress haspressly authorized such damages against 1

* To dismiss all the jury demands against TVA becalsegress has not provided a right to a jury aigdinst TVA in actions such
as these

* To dismiss the NEPA claims in th@®ngcase on the ground that the court is without juctszh to review TVA’s ongoing spill
response activities because those activities ang lsenducted under CERCL,

* To dismiss the individual TVA employee defendantthieLongcase because the state law claims are precludtéetiyederal
Employees Liability Reform and Tort Compensatiornt 8£1988, and the constitutional allegations asaufficient to state a
Bivenscause of actior

TVA has received several notices of intent to sugew various environmental statutes from envirortadegroups and individuals.
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As of June 30, 2009, TVA has acquired 121 tractsgaid approximately $61 million in connection wittese acquisitions. A portion
of this amount has been recorded as property,,@adtequipment, and a portion has been chargexpense. In addition, TVA has received
substantial other claims from private individuat&laompanies allegedly affected by the ash spill,inexpects to receive additional claims.

Case Brought by North Carolina Alleging Public Naise. On January 30, 2006, North Carolina filed sgaiast TVA in the United
States District Court for the Western District afrth Carolina alleging that TVA'’s operation of @sal-fired power plants in the States of
Tennessee, Alabama, and Kentucky constitute pabigances. North Carolina asked the court to ipagps on emissions of certain
pollutants from TVA'’s coal-fired plants that Nor@arolina considers to be equivalent to caps onsars imposed by North Carolina law on
North Carolini’s two largest electric utilities. On January 2809, the court held that emissions from the BulhR<ingston, John Sevier
Fossil Plant (“John Sevier"and Widows Creek constitute a public nuisance. firhethree plants are located in Tennessee, aitbWwé Creel
is located in Alabama. The court declined to oy relief as to the remainder of TVA’s coal-fingldints, holding that their emissions did not
significantly impact North Carolina.

The court ordered that:
* The flue gas scrubbers and SCRs currently operatiByll Run be properly maintained and operatett yeund.

« The scrubbers under construction at Kingston bepbeted by December 31, 2010, and that King's scrubbers and SCF
be properly maintained and operated -round.

¢ Scrubbers and SCRs be installed and in operatioallféour units at John Sevier by December 31,12

« TVA complete its plan to modernize the two existgogubbers at Widows Creek, and install scrubbedsSCRs at Widow
Creek Units -6 by December 31, 201

Additionally, the court required units at the nanpéaints to meet specified emission rates and arionahge caps for NQand SO,

after the applicable operation dates for the sauhbFinally, the court required TVA's Chief Exéige Officer (“CEO”) to make semi-annual
reports to the court of TVA's progress in complyinih the order.

TVA was already in the process of performing omplag to perform some of the actions ordered bycthet. For example, the
court’s requirements with respect to Bull Run aridgston are consistent with TVA's current operatimgcedures and construction schedule,
and the modernization of the two existing Widowsé&k scrubbers has been completed. The court’s aiitleequire TVA to accelerate its
schedule in some cases, such as by adding scrudmitSCRs at John Sevier by December 31, 2011, thlegprevious schedule called for
completing the scrubbers in mid-2012 and complettimgSCRs by 2015. The court-ordered scrubbersS&Rk at Widows Creek Unit 1-6
were not in TVA's previous clean air plan. Advargithe construction schedule or taking additioméibas will likely increase TVA’s
expenses or cause TVA to change the way it opetiatase facilities.

TVA currently estimates that the total cost of takall of the actions required by the court woudddpproximately $1.7 billion in
fiscal years 2009 through 2014. Of this amountATWas already planning to spend approximately ®@l®n before the court issued its
order. These costs represent the clean air cayoisd for John Sevier and Widows Creek Units 2Adile Bull Run, Kingston, and Widows
Creek Units 7-8 were named in the court ordergcthan air controls required by the order for theisiés are already complete or near
completion; accordingly, the order did not affdw tapital costs for these units. There couldtheracost impacts, including fuel, variable
operations and maintenance expense, and fixedtagpeand maintenance expense, and those cosisdee evaluation.

On May 29, 2009, TVA appealed the district coudeision to the United States Court of AppealgtierFourth Circuit. TVA also
filed a motion requesting the district court toysita injunction during the appeal process.

Case Involving Opacity at Colbert Fossil Plarbn September 16, 2002, the Sierra Club, andkideama Environmental Council
filed a lawsuit in the United States District Cofmt the Northern District of Alabama alleging tHafA violated CAA opacity limits applicable
to Colbert between July 1, 1997, and June 30, 200 plaintiffs sought a court order that woulddaequired TVA to incur substantial
additional costs for environmental
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controls and pay civil penalties of up to approxieia$250 million. The district court initially sinissed the complaint, finding that the
challenged emissions were within Alabama’s two eetae minimis rule, which provided a safe harlboaonexempt opacity monitor readings
over 20 percent did not occur more than two peroéttie time each quarter. On November 22, 2086 United States Court of Appeals for
the Eleventh Circuit (“Eleventh Circuit”) affirmeatie district court’s dismissal of the claims fovitpenalties but held that the Alabama de
minimis rule was not applicable because Alabamartwdget obtained the EPA’s approval of that ruldie case was remanded to the district
court for further proceedings. The district cdwetd that TVA had exceeded the 20 percent opaiaitiy (measured in six minute intervals) at
various times between January 3, 2000, and Septe30b2002. On January 6, 2009, after a remedgdsn December 2008, the district court
dismissed the case, finding that the plaintiffs hatlestablished that a permanent injunction agdv# was justified, and that the case was
moot.

Case Involving Alleged Violations of the New SouReview Regulations at Bull Run Fossil Planthe National Parks Conservation
Association and the Sierra Club filed suit agaiiéA on February 13, 2001, in the United States iistCourt for the Eastern District of
Tennessee, alleging that TVA did not comply with Mew Source Review requirements of the CAA whei\Tepaired Bull Run. The trial
was completed the week of July 7, 2009. TVA hasailled the control equipment that the plainti#fels to require TVA to install in this case,
and it is unlikely that an adverse decision wiluk in substantial additional costs to TVA at BRlin. An adverse decision, however, could
lead to additional litigation and could cause T\®Aristall additional emission control systems sastscrubbers and SCRs on units where they
are not currently installed, under constructionplanned to be installed. It is uncertain whethere would be significant increased costs to
TVA.

Case Involving AREVA Fuel FabricatianOn April 19, 2007, AREVA filed suit in the UnieStates District Court for the Eastern
District of Tennessee, alleging that a contrachwiA and AREVA's predecessor required TVA to puash certain amounts of fuel
fabrication services for TVA’s Bellefonte NucledaPRt and/or to pay a cancellation fee. The pahiase agreed to a settlement under which
TVA will pay AREVA $18 million in six annual instahents of $3 million, ending in 2013. If AREVA, any affiliate, performs work for TV
during this period and the invoiced amount is ast&20 million above amounts set forth in the egrent, TVA’s annual payment will be
reduced by $1 million for each such $20 millionh€eTcase was dismissed on February 17, 2009.

Case Involving the General Waste Products SitesJuly 2008, a third-party complaint under CERGwvas filed against TVA in the
District Court for the Southern District of Indigredleging that TVA and several other defendantpaed of hazardous materials at the
General Waste Products sites in Evansville, IndiaidA was named in the complaint based on allegatithat TVA arranged for the disposal
of contaminated materials at the sites. The coimipédso includes a claim under state law for #lease of hazardous materials. The other
third-party defendants are General Waste ProdGasgeral Electric Company, Indianapolis Power arght,iNational Tire and Battery, Old
Ben Coal Co., Solar Sources Inc., Whirlpool, WiGwunty Coal, PSI, Tell City Electric Departmentpftier Kemper, Speed Queen, Allan
Trockman (the former operator of the site), andGitg of Evansville. This action was brought by thvansville Greenway PRP Group, a
group of entities who are currently being suechmtinderlying case for disposing of hazardous ri@dseat the sites, in order to require the
third-party defendants to contribute to, or pay for,rdmaediation of the sites. As of February 2009 ttiiel remediation cost for both sites v
expected to exceed $10 million. While the compgldimes not specify the exact types of hazardoustanbes at issue, a subpoena sent to TVA
in 2003 by the owner of the sites reflects thatghmary issues involved lead from batteries an®&€om transformers. TVA has found no
records indicating that it arranged for disposahefse types of hazardous substances at the Sitiad.is scheduled to begin on July 12, 2010.

Case Involving the Ward Transformer Sitd he Ward Transformer site in Raleigh, North Qiagg is contaminated by PCBs from
electrical equipment. There is documentation shgwiat TVA sent a limited amount of electrical goment containing PCBs to the site in
1974. A working group of potentially responsibkrties (the “PRP Work Group”) is cleaning up oresibntamination in accordance with an
agreement with EPA. The cleanup effort has beeidail into four phases: two phases of soil cleaonp phase of cleanup of off-site
contamination in the downstream drainage basin;cm@dphase of supplemental groundwater remediafibr. cost estimate for the first phase
of soil cleanup is $55 million. The cost estimitethe second phase of soil cleanup is $10 milli&stimates for cleanup of off-site
contamination in the downstream drainage basingdirggn $6 million to $25 million. There are noiaddle estimates for the supplemental
groundwater remediation phase. On April 30, 2@88,PRP Work Group sued TVA and other potentialponsible parties in federal court
regarding the two phases of soil cleanup. TVAd@®ed to settle this lawsuit and its potentiddility for the two phases of soil cleanup for
$0.3 million. The settlement with respect to thistftwo phases does not resolve any potentiailiiain connection with the other two phases
or any natural resource damages.

Administrative Proceeding Regarding Bellefonte MaclPlant Units 1 and.2In August 2008, TVA asked the NRC to reinstate t
construction permits for its two unfinished nucleaits at the Bellefonte site. On March 9,
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2009, NRC issued an order to TVA reinstating thestaiction permits for Bellefonte Units 1 and 2 aetlirning Bellefonte to a terminated
status. On March 30, 2009, the Blue Ridge Enviremtal Defense League (“BREDLIfiJed a petition in the United States Court of Apjsefor
the District of Columbia Circuit asking the coutreview the NRC’s decision to reinstate the cartdion permits. On May 8, 2009, BREDL,
the Bellefonte Efficiency and Sustainability TedBEST"), and the Southern Alliance of Clean Enef§yACE") filed a petition to intervene,
requested a hearing, and raised several conterrggasding reinstatement of the construction pexmitolding their other contentions in
abeyance, the NRC directed the petitioners, TVA, [dRC staff to submit briefs addressing the thré&bjoestion of the NRC's statutory
authority to reinstate the construction permitsie8 were filed on June 3 and 10, 2009.

Administrative Proceeding Regarding Bellefonte MaclPlant Units 3 and.4TVA submitted its COLA to the NRC for Bellefonte
Units 3 and 4 in October 2007. If approved, tieerise to build and operate the plant would be dssm@VA. Obtaining the necessary license
would give TVA more certainty about the cost andestule of a nuclear option for future decisiongie TOLA for two AP1000 reactors at
Bellefonte was docketed by the NRC on January @882indicating the NRC found it complete and tecaly sufficient to support the NRC’s
more detailed reviews.

On June 6, 2008, a joint petition for interventard a request for a hearing was submitted to theé ’WRBEST, BREDL, and
SACE. The petition raised 19 potential contentiaith respect to TVA's COLA. The Atomic Safety ahitensing Board presiding over the
proceeding subsequently denied standing to onleegbetitioners and accepted four of the 19 cordastsubmitted by the remaining two
petitioners. The admitted contentions involvedsgioas about the estimated costs of the new nupleat, the storage of low-level radioactive
waste, and the impact of the facility’s operatiangarticular the plant intake, on aquatic speciesFebruary 2009, the NRC dismissed the
contentions related to low-level radioactive wastehearing on the remaining contentions will beduacted in the future.

The TVA Board has not made a decision to constusw plant at the Bellefonte site, and TVA congimto evaluate all nuclear
generation options at the site.

Administrative Proceeding Regarding Watts Bar Nacklant Unit 2. On July 15, 2009, SACE, the Tennessee Environahent
Council, the Sierra Club, We the People, and BREI®Rd a request for a hearing and petition to inégie in the NRC administrative process
reviewing TVA'’s application for an operating licenfor Watts Bar Unit 2. The petitioners raisedesal/contentions including contentions
related to TVA’s environmental review of the prdjaad the NRC’s basis for confidence in the avdlitgtof a spent fuel repository and a safe
means of interim spent fuel storage at nucleart@es. TVA plans to respond to these contentmnéugust 7, 2009.

Completion of Browns Ferry Unit 1, Team IncentiveeRPool Claims Under the contracts for the restart of TVA’'s Bres Ferry Unit
1, TVA and the engineering and construction comtag Bechtel Power Corporation (“Bechtel”) andr&t@ Webster Construction Inc.
(“Stone and Webster”), respectively, are to shara team incentive fee pool funded from cost sa/lmased on under runs in the budgets for
their respective work scopes. In 2008, Bechtetedito settle its team incentive fee claim for ynpent of $15 million, conditioned upon
Bechtel receiving an additional payment equal ypamount over $15 million that Stone and Websteeikes in resolution of its team
incentive fee claim. On August 20, 2008, the TVéaBd approved a proposed settlement of varioumslaith Stone and Webster for
consideration in the amount of approximately $28iom, of which approximately $16 million represedtStone and WebsterTeam Incentiv
Fee Pool claim recovery.

Information Request from the EPAON April 25, 2008, TVA received a request frdme EPA under section 114 of the CAA
requesting extensive information about projectsnat the operations of 14 of TVA’s 59 cdakd units. These 14 units are located in theeS
of Alabama, Kentucky, and Tennessee. This redoegtformation is similar to but broader than $ext114 requests that other companies
have received during the EPA’'s New Source Reviefereament initiative. TVA has responded to thiguest. The EPA’s request could be
the first step in an administrative proceeding agial VA that could then result in litigation in teurts.

Employment ProceedingsTVA is engaged in various administrative andalggroceedings arising from employment disputelsesg
matters are governed by federal law and involveasgypical of those encountered in the ordinaryrs® of business of a utility. They may
include allegations of discrimination or retaliatifincluding retaliation for raising nuclear safetyenvironmental concerns), wrongful
termination, and failure to pay overtime underHadr Labor Standards Act. Adverse outcomes inglpeeceedings would not normally be
material to TVA'’s results of operations, liquidignd financial condition, although it is possitiattsome outcomes could require TVA to
change how it handles certain personnel matteoperates its plants.
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19. Subsequent Events

TVA evaluated events subsequent to June 30, 2009dh July 31, 2009, which represents the datéithacial statements were filed
with the Securities and Exchange Commission.

Issuance of Debt

In July 2009, TVA sold two issues of electronotes$28 million with an interest rate of 4.875% whichtome in 2024 and are callal
beginning in 2012, and $37 million with an intereste of 4.75% which mature in 2029 and are cadldieglginning in 2013.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF F INANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions except where noted)

The MD&A explains the results of operations andegahfinancial condition of TVA. The MD&A shouldelread in conjunction with
the accompanying financial statements and TVA’s waiReport for the fiscal year ended Septembe308.
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Executive Summary

TVA experienced considerable challendiging the nine months ended June 30, 2009. Thisgh has been characterized by continued
economic weakness in the areas served by TVA ams$sithe United States, and a global financialscvidich has severely disrupted world
markets. There is a significant amount of comnadmianufacturing facilities resident in the Tenmes¥alley. Many of these companies have
experienced layoffs and a resulting decrease idymtion during this period. As a result, T\&¥)ower sales have been lower than expecte
remain below the sales levels of prior years. #iddally, the values of TVA investment funds hawlihed significantly due to market
conditions. TVA is also dealing with significamtquirements associated with the December 22, 2id@8failure and ash spill at its Kingston
Fossil Plant (“Kingston”).

Like other power providers, TVA faces large capitgjuirements to maintain its power system infrattrre while also investing in
new power assets, including cleaner energy sourgdditionally, government bodies are focused araasing low carbon and renewable
energy, and new requirements could result in aattidi costs for TVA and other energy providers. Toert ruling in a lawsuit filed by the
State of North Carolina requiring TVA to restrichissions from several of its coal-fired power ptaalso presents a financial challenge to
TVA.

The factors outlined here, as well as other factoey have significant impacts on TVA's strateggahcial outlook, planning,
policies, and financial results in the coming yeafFse extent to which TVA is impacted will depetodsome degree on actual expenditures
made by TVA over the next several years relatatiese items, as well as the policies of the TVAr8aa recovering costs through power
rates.

Financial Overview

TVA incurred net losses of $167 million and $339%liom for the three and nine months ended June809, respectively. This
contrasts with net income of $100 million and $24ilion for the same periods in 2008. The primdriver of the change was expenses
incurred and accrued relating to the Kingston astdspill as more fully described below under Giadles During 2009. During the three
months ended June 30, 2009, the estimate was deagsmore information became available as worknessged, which resulted in a further
charge of $258 million. The total estimated expefos the nine months ended June 30, 2009, retattéte Kingston ash pond spill was $933
million. This additional expense was coupled withher fuel and purchased power expense early0® 28lated to the higher fuel costs in
summer 2008, which were deferred through the FC# fall 2008 when the FCA increased rates. Aslcheel oil, and natural gas prices have
declined in 2009, the FCA has reduced rates, andl @xpects this trend to continue into early fispaér 2010.
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Although operating revenues increased less thampereent and approximately 15 percent for the threknine months ended June
30, 2009, as compared to the same periods of 2808 decreased approximately eight percent arehgercent, respectively. The increases
in revenues were primarily due to an increase énRBA resulting from higher fuel and purchased povests and base rate increases that were
effective April 1, 2008, and October 1, 2008. Tingrease in the FCA and the base rate increasesiated for $891 million and $656 million,
respectively, in additional revenues for the nirenths ended June 30, 2009, as compared to thenunth period ended June 30, 2008. See
Results of Operatior.

Rainfall in the eastern Tennessee Valley was qie98ent of normal and runoff was at 79 percentooinal for the nine month period
ended June 30, 2009. This resulted in a 66 peicergase in conventional hydroelectric generatioring the period, as compared to the same
period in 2008, which partially offset less econoahifossil-fueled generation. While TVA's conventdl hydroelectric generation has
increased since 2008, it is at 81 percent of noforahe nine month period ended June 30, 2009.

Challenges During 2009
For the remainder of 2009 and perhaps beyond, T8ading several financial pressures, includingftiiewing:
Kingston Fossil Plant

The Event On December 22, 2008, a dike failed at Kingstdlowing approximately five million cubic yards wfater and coal fly
ash to flow out onto approximately 300 acres, prilp&Vatts Bar Reservoir and shoreline property edivy the United States and manage
TVA. Only eight acres of property not managed MATwas directly impacted by the ash. Fly ash gygproduct of a coal-fired plant. At
Kingston, fly ash is placed in wet ash containneets. The involved containment area covered appabely 84 acres. The depth of the
containment area was approximately 60 feet. Tleateresulted in about 60 acres of contained webastyg displaced.

To determine the cause of the event, TVA retainE€AM to perform a root-cause analysis. On Jun@89, the findings and
analysis of a six-month AECOM study on the rootseawas released. The report indicates that a cwtibin of the high water content of the
wet ash, the increasing height of ash, the consbruof the sloping dikes over the wet ash, andetkistence of an unusual bottom layer of ash
and silt were among the long-evolving conditiorst ttaused the ash spill.

At a July 21, 2009 public meeting, the TVA Boardeiwed a report from McKenna Long & Aldridge LLAMLA”), a law firm
retained by the TVA Board on January 9, 2009, tedemt an independent examination of the facts sading the Kingston ash spill and its
implications for TVA’s systems, controls, and cuétu The MLA report identified several problem argédth TVA's practices and procedures
concerning impoundments at fossil plants, includimappropriate and insufficient organizational sttmes and institutional controls for
overseeing the impoundments.

At its July 21, 2009 meeting, the TVA Board apprbeeresolution in which it directed the Chief Exteoe Officer (“CEQ”) and senia
management to:

« Present by August 20, 2009, a formal Fossil Rentiedidlan, covering not only the Kingston cleanup &ll other fossil pond
and including all mitigation plans or remediatiariiens that are in proces

« Present by August 20, 2009, a remediation platindreate identified deficiencies in systems, stamdaand controls and
further a culture of accountability in order to eand maintain public trus

« Present an Enterprise Risk Management System plsigried to identify top financial and r-financial risks, and inform the TV
Board in a timely manner of those risks along aitipropriate responses for managem

« Present to the TVA Board a plan to review the caamgle functions for the areas of environment, healhd safety, and -

incorporate best practices into TVA's EnterprisskRilanagement System to ensure design functiomsatipnal procedures, and
maintenance practices do not allow risks to go teaded such as occurred at Kingst
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« Establish a Compliance and Performance Assessmeump,gas a complement to the TVA Inspector Ge’s audit function, tc
provide senior management and the TVA Board wiessments of compliance and performance of TVAlg@ams, activities,
and functions relative to best practices or esthbli standards, al

« Institute a situation alert process which utilizégte-of-the-art communication technologies torimféhe CEO, his direct reports,
and certain other key employees of incidents tbatcchave a material impact on TV

On July 28, 2009, TVA's Office of Inspector Genef&@IG") publicly released a July 23, 2009 repdobat the Kingston ash spill root
cause study and TVA's ash management practicei ré&port included the following observations:

« TVA failed to review its management practices ghtiof the ash spill and to publicly disclose angtspractices that might have
contributed to the incider

* TVA narrowed the scope of AECC’s investigation in such a way as to limit potengigbosure to liability for the ash sp

* TVA failed to make recommended safety modificatithnet could possibly have prevented the ash sipdt &eing informed of
concerns about the stability of the ponds by both Employees and outside consultal

« Marshall Miller & Associates, Inc., an engineercmnsultant hired by the OIG, concluded that AECOMgort overemphasized
the significance of the thin discontinuous, sofirfdation layer as a cause of the Kingston ash

« Despite internal knowledge of risks associated agth ponds, TVA's formal Enterprise Risk Managenpmntess had not
identified ash management as a risk. In addifidM decided not to place ash ponds under its Dafat$&rogram, which woul
have required substantially more rigorous inspestiand engineerin

« Attitudes and conditions at TV's fossil plants that emanate from a legacy cuimgacted the way TVA handled coal a

Response and CleanupCleanup and recovery efforts are being condusiddfederal and state agencies. TVA is carryong
environmental response actions for the Kingstonsaéhin accordance with CERCLA and to take sucticas as necessary to protect the
public health and welfare consistent with the NagicContingency Plan. Applying CERCLA helps toesthat response actions necessary to
protect public health and welfare and the enviromnagee carried out at Kingston. CERCLA also pregié structured approach to community
involvement in the cleanup.

On January 12, 2009, TDEC issued an administratiger in connection with the Kingston ash spilheTorder is based on a finding
of an emergency requiring immediate action to mtotiee public health, safety, or welfare, or thaltireof animals, fish, or aquatic life, or a
public water supply, or recreational, commerciadiustrial, agricultural, or other reasonable usHse order assesses no penalties, addressing
just the corrective action for the emergency siturat TDEC reserved the right to issue further osc

On May 11, 2009, TVA and the EPA signed an Admiatste Order and Agreement of Consent (“Order agde@ment”) under
CERCLA. Under the Order and Agreement, the EPAaviersee the cleanup, and TVA will reimburse tiAHor its oversight costs. While
TVA will retain its status as a lead federal agericyA's work will be subject to review and approbgl the EPA, in consultation with
TDEC. Once the remediation of the ash spill is plate, TVA will be required to determine whethedgidnal actions may be needed. Under
the Order and Agreement, ash removal is now brakertime-critical and non-time critical categorieall the ash east of Dike 2 (i.e., in the
Emory River) is time-critical, and the ash westhi$ dike is considered non time-critical.

On July 2, 2009, following the EPA’s formal apprbwe&the disposal plan, TVA began transporting &l ash dredged from the
Emory River to the Arrowhead Landfill in Perry CaynAlabama. Because additional dredging capasigxpected to significantly increase
the rate of ash removal from the Emory River byehd of July 2009, TVA is continuing to explore aas$ess other permanent disposal op
in addition to the Arrowhead Landfill.
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The EPA and TDEC are working collaboratively initteversight of cleanup activities to help ensunattreviews and approvals by
two regulatory agencies will be conducted in anrappate manner. Also, the EPA and TDEC inform&tAThat they concluded that the
Kingston ash spill was in violation of the Cleanté&faAct (“CWA”) and have requested that TVA provideplicate copies of all plans, reports,
work proposals, and other submittals to the EPAEDEC simultaneously.

TVA will also be working with state and federal ages to determine the extent of the environmentphct of the ash release and the
steps necessary to monitor and restore the envenhaver the long term. At this time, TVA does knbw the extent of the damage or the
remedies that will be required for restoration.

PostSpill Testing. The EPA and TDEC began water quality testingtbhafter the event. TDEC reports that samplegined to
date show that municipal water supplies have niekithg water standards. All the EPA, TDEC, and TWAter treatment facility sampling
results from Rockwood, Harriman, Cumberland, anaigikton, Tennessee, indicate that the municipakishgnwater, which is filtered and
treated by municipal treatment facilities, contiste meet water quality standards.

Both municipal drinking water and the water samgtedh private groundwater wells continue to meetstate standards for drinking
water. The City of Kingston has also conductetstes utility drinking water with the same results.

To date, all measurements of particulates in thedlected by TVA'’s contractors have been withie National Ambient Air Quality
Standards for Particulate Matter. TDEC is alsodemting air monitoring at the site, and the EPAusliting some of TVA’s monitors with co-
located monitors.

The EPA soil testing reports indicate that, exdeparsenic, concentrations of metals in the spilish are well below the EPA Region
4 Removal Action Levels (“RALs”). Some concentoais of arsenic were above the residential RALkeldw the industrial RALs. The
concentrations are well below levels found in wettilized soils and many naturally occurring saéilsTennessee. In addition, the levels were
significantly below the limits to be classified @afiazardous waste.

Other groups have also sponsored other testingdifrent in the vicinity of Kingston. In some cagbese tests have been reported in
the media as finding levels of radium and arsemit dliffer significantly from those found by TVADEC, the EPA, and independent labs.

Insurance TVA has property and excess liability insurapcegrams in place which may cover some of the coBle insurers for
each of these programs have been notified of thatevAlthough three of the insurers that providéility insurance have denied coverage,
TVA is working with its insurers to provide inforrian, as it becomes available, on the event anchitise to determine applicable
coverage. As a result, no estimate for potentisliiance recovery has been accrued at this time.

Claims and Litigation Seven lawsuits based on the Kingston ash spiktbeen filed, all of which are pending in thetgdiStates
District Court for the Eastern District of Tennessé&ee Note 18 kegal Proceedings Related to Kingston Ash Pond.Spil

Financial Impact TVA has recognized a charge of $933 milliontfee nine months ended June 30, 2009, in connewfithnthe
current expected cleanup costs related to the ev@osts incurred through June 30, 2009, totaleB$iillion. The $933 million expense
currently includes, among other things, a reas@eablimate of costs to contain the cenospherefgrpesampling and analysis, construct the
weir and dike, and remove an estimated six milGohic yards of ash and other material. If the alcimount of ash removed is more or less
than the estimate, the expense could change signtify as this is the largest cost component okgtgnate. The cost of the removal of the ash
is in large part dependent on the final disposah pivhich is still in development by TVA and by wégfory authorities.

TVA increased initial estimates by $150 million thgr the three months ended March 31, 2009, and?68 #illion during the three
months ended June 30, 2009. TVA has revised titaaes because it obtained better information asatbrk progressed. The latest revised
estimate reflects an increase in the number ofccydnids of ash that will need to be transporteditffversus what could be stored on site,
which added approximately $105 million to the estien For the third quarter, the estimate inclUgB& million of the items that were not
deemed estimable in previous quarters. These itechede, among other things, various settlementscertain costs of regulatory oversight
and litigation support. Additionally, the revisestimate reflects the evaluation of different moaofesansportation, temporary storage costs,
and additional work scope as the project becomes ahefined.
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As work progresses, TVA will continue to reviseattimates as more information is available. T\UArently believes the recovery process
will take several years. As such, TVA has accra@mrtion of the estimate in current liabilitiegtwthe remaining portion shown as a long-
term liability on TVA's June 30, 2009, Balance Shee

Due to the uncertainty at this time of the finalthoels of remediation, a range of reasonable est#rtas been developed by cost
category and either the known amounts, most likegnarios, or the low end of the range for eackgoay has been accumulated to determine
the total estimate. The range of estimated cagiey from approximately $933 million to approxielgt$1.2 billion. This range could change
significantly depending on whether new coal ashslawd regulations are implemented at the statedmréal level.

Items not currently in the estimates above incliudgre regulatory actions, litigation, fines or pétres that may be assessed, final
remediation activities, or other settlements beed0#A cannot estimate the costs associated withetitems at this time. Also, all of the
regulatory requirements for the final closure & #ite, the continued ground water monitoring regfuents, and any ongoing environmental
impact studies that may be required are not knavthigtime and are not included in the estimats.ash removal continues, it is possible that
other environmentally sensitive material potenyiétl the river sediment before the ash spill maybeovered. If other materials are identifi
additional remediation not included in the abovinegtes may be required.

Fly Ash Storage At Kingston, fly ash is collected in wet ash gen Six of the eleven fossil plants operated byAToge wet fly ash
collection ponds. The other five plants use aajection method. TVA's ash collection sites @l the permit requirements for the states in
which they are constructed. They are surroundedil®s and incorporate drain systems and waterffeoatrols. TVA's ash collection areas
undergo daily visual inspections, quarterly stagpéections, and annual detailed engineering ingpectvhich include an assessment report. In
addition, TVA has retained an independent thirdypangineering firm to perform by-product facilégsessments at TVA'’s eleven active and
one closed fossil plants, and the assessment wankderway.

This third-party facility assessment is a multi-pba program to determine the overall stability safibty of all existing embankments
associated with ash and gypsum storage facilitessa TVA’s system. The first phase of the evadumais complete and involved a detailed
inspection of all facilities using U.S. Army CorpBEngineers and dam safety criteria (where apjat®); a detailed documentation review,
a determination of any immediate actions necegsargyduce risks. The second phase of the prognaludes geotechnical explorations,
stability analysis, studies, and risk mitigatioepst such as performance monitoring. The seconskpkdiich is ongoing, includes designing
repairs, developing planning documents, obtairlirggntecessary permits, and implementing the ledsansed at Kingston at TVA'’s other
facilities. As a part of this effort, an ongoingnitoring program with third-party oversight is bgiimplemented, and TVA employees are
receiving additional training in dam safety and rtaning.

As a result of the incident at Kingston and otlegrent nonFVA incidents involving coal combustion facilitiethe EPA has committe
to issue new federal regulations governing the meament of CCP, including fly ash, by December INX Although the details remain to
determined, it is likely that the new regulationtl wontain specific and more detailed requiremdntscoal combustion facilities and will like
increase the cost of such facilities. In additiom,May 21, 2009, the Governor of Tennessee sigriedaw a requirement that any new coal
ash disposal facility, or any expansion of exisfiaglities used for coal ash disposal, have a lared a final cap.

On July 16, 2009, TVA submitted to the EPA a prétiany reassessment of the potential hazard cleatins of the coal combustion
surface impoundments at TVA's 11 active fossil fdaend the closed Watts Bar Fossil Plant (“Watts)Barhe reassessed classifications were
based on the Federal Guidelines for Dam Safetye cldssifications are designed to identify wheeefttilure of an impoundment could result
in loss of life or significant economic or enviroantal damage. They do not consider the structut@dyrity of the facility or the possibility of
whether a failure could occur.

One or more impoundments at Bull Run Fossil PlgBul{ Run”) and Cumberland Fossil Plant (“Cumberd&nin Tennessee and
Colbert Fossil Plant (“Colbert”) and Widows CreetsEil Plant (“Widows Creek”) in Alabama were rated“High,” which means that due to
the location and volume of the impoundments’ cotstem failure could cause the loss of at leastliégie TVA will use the reassessment to
prioritize its impoundment improvement work.

TVA is planning to change storage and disposalgsses at some fossil plants, including changing fret to dry ash storage and
shutting down some storage impoundments. To h@dpopriately prioritize and carry out this work, A\has established a new organization
within the Chief Operating Offices’organization dedicated solely to operation antht@aance of the impoundments. Previously, theatm
and maintenance of impoundments were the indiviceegonsibility of each plant manager.
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TVA is currently working to reduce CCP storage tigkidentifying options to expand the beneficialse of CCP, upgrading existing
handling, storage, and disposal systems, and daenglaonsistent CCP unit operating/maintenancegs®es and procedures. TVA produces
about 7 million tons of CCP each year, and, in 2008A's CCP marketing and utilization program ditezt 40 percent of that production from
disposal into beneficial reuse by selling fly agyapsum, bottom ash, and slag for use in manufagtoreducts such as ready mix concrete,
wallboard, concrete block, and roofing shingleewNenvironmental regulations could benefit or hirlgeneficial reuse. If the cost of CCP
disposal rises, beneficial reuse will become mtractive as a means of reducing disposal co$tsew restrictions on the transportation of
CCP raise its market price relative to competingemals, reuse is likely to decrease.

TVA is working with the Oak Ridge Associated Unisities to develop and advertise a RFP for reseatalljes, and demonstrations
related to alternative management methods (inctubaneficial reuse), characterization, and enviremtad effects of CCP. TVA expects to
accept proposals before the end of 2009.

In addition, TVA plans to design and construct ey lot at Watts Bar in 2009 utilizing fly astofn a TVA fossil plant to
demonstrate one of the beneficial uses of CCPptarts to continue re-vegetation studies to idergtifgrnate materials and optimum plantings
that could be used for long-term cover of exposddpiles, and short-term dust suppression controls.

Rates and Electricity Sales

For billing periods beginning July 1, 2009, TVA texd its FCA for the third time this year. The @@se, in addition to the January
1, 2009 and April 1, 2009 decreases, has reducedg® wholesale rates enough to more than offeettpercent increase in the FCA in
October 2008. The adjustment for the fourth quart€009 was a 4.1 percent reduction on totalayemholesale rates, and together with the
other 2009 reductions, resulted in bringing the RGAhe lowest level in more than a year. Thedlttecreases are primarily due to lower than
forecasted fuel and purchased power costs in additi lower sales. The FCA is applied to the lfishe majority of TVA’s customers to
compensate for TVA's costs associated with fuelclpased power, and emissions allowances.

The effects of the economic downturn are resulitinigss demand for electric power. Sales of al&ttrin the nine months ended Ji
30, 2009, were about seven percent below 2008dearel could decline further if commercial and indakemployers continue to reduce
production in response to the downturn. In thenmmonths ended June 30, 2009, directly served indusales were down approximately 17
percent compared to the same period of 2008, winileicipal and cooperative sales experienced ayn&art percent decline compared to the
same period of 2008. Given the continuing econatnignturn, the decline in total sales for 2009 @®gared to 2008 may be seven to eight
percent.

North Carolina Lawsuit

TVA is involved in a lawsuit filed by the State Mbrth Carolina in connection with emissions fromresal of TVA’s coal-fired power
plants. TVA already has spent money to decreases@ns from the facilities, but the court has oedea significant additional investment and
compliance in a time frame that is shorter than Th& originally planned. TVA's current estimatecofts to comply with the court order is
$1.7 billion. Management is evaluating alternatiwich could change these amounts in the futdditionally, TVA has filed an appeal.

On June 4, 2009, the TVA Board approved buildingaafired combined cycle power plant in northeast Texsee. The complet
facility is expected to add approximately 880 MW <apacity to the TVA system at a cost of approxgha$820 million. TVA plans to al
move the combined cycle generation project thatlesh planned for TVA' Gleason site in Gleason, Tennessee, and redé@aombustio
turbines that were planned for a plant site in Gahga, Mississippi, to the new power plant in neetst TennesseeBy the end of Decemb
2011, TVA plans to construct and have operationalthree combustion turbines of the new power pldrith are expected to supply over
MWs of power. TVA expects to complete the combimgdle portion of the plant by mid calendar yeal20If the North Carolina lawsi
appeal is unsuccessful and the John Sevier scrlalper SCRs are not installed by December 31, 28&1units would have to be shut dc
until scrubbers and SCRs are completed. In théhado, the new power plant is expected to prowvfie power necessary to main
transmission system voltage stability and previeiet dverloads in northeast Tennessee. The newrpaeset would provide TVA the flexibilit
to build the scrubbers and SCRs on a more reasesahkdule than required by the court order, shouldl elect to do so. Should the apg
be successful, the new power plant gives TVA tkegililility to operate, retire, or add emissions colstto some or all of the John Sevier v
on optimized schedules without compromising thegnaission system in northeast Tennessee.
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Investments

The performance of debt, equity, and other marike2908 negatively impacted the asset values afstments held in TVA's pension
system and NDT. During the period September 3082through June 30, 2009, the S&P 500 benchmaldxidecreased by over 19 percent.

During the nine month period ended June 30, 2089pension system assets decreased by $1.1 bilomwever, during the three
month period ended June 30, 2009, net pensionmyassets increased by $0.4 billion. TVA is evahgits options to address the volatility in
market conditions, which may include a significaantribution. TVA does not expect to make additiazentributions to the pension system in
2009. However, TVA is evaluating alternatives dodditional funding over the next few years.

During the three and nine month periods ended 30n2009, the NDT portfolio increased in value $idiion and declined $124
million, respectively. TVA submitted its biennidDT funding status report to the NRC on March 3102 The report is based on the statt
the funding requirement as of December 31, 200&hath time TVA’s NDT funding was 79 percent of testimated present value of the
funding requirements established by the NRC. TR&Nas requested TVA'’s plans to address the préseding shortfall. NRGS regulation:
allow utilities such as TVA to use a variety of fling mechanisms to assure adequate decommissifuriding. TVA will choose an
appropriate mechanism or combination of mechantsnasldress this shortfall under a schedule withgthed of ensuring sufficient funds are
available when the nuclear plants are eventualtpaenissioned. See Item 7, Management’s DiscussidnAnalysis of Financial Condition
and Results of Operations Risk Management Activities — Investment Price RiFR/A’s Annual Report.

Pending Legislation

There is currently pending federal legislation ilwitag renewable energy and energy efficiency. Dejireg on the bill that gets
enacted, TVA might have to ensure that, over tHeL22039 timeframe, anywhere from three percenOtp&cent of the electricity it sells is
produced by renewable sources (as defined by Ces)grar make alternative compliance payments fgrdaficiencies. In addition, legislation
passed by the House of Representatives would Gitddeenhouse gas emissions 17 percent by 20202008 levels and 83 percent by
2050. Utilities are a source of greenhouse gassaris and would likely be impacted by such legjimsta

The EPA has committed to issue new federal reguiatgoverning the management of CCP by the en@@3.2 The new regulations
will likely include federal oversight of coal asksposal.

Commodity Prices and Effects on Fuel Cost Adjustmen

Due to falling commodity prices across domestic mernational markets, TVA experienced lower-tlegpected costs in short-term
markets for natural gas, fuel oil, coal, and eleityr during the third quarter of 2009. The averagarket prices for these commodities for the
three months ended June 30, 2009, were 67 pefpercent, 38 percent, and 58 percent lower, otispdy, as compared to average market
prices for the three months ended June 30, 2008.

Although the FCA provides a mechanism to regulatgr rates to reflect changing fuel and purchas®der costs, there is a lag
between the occurrence of a change in fuel anchpsed power costs and the reflection of the changses. As a result, TVA’s cash flows
can be positively or negatively affected by the FG¥s of June 30, 2009, TVA had collected excessmaes to offset fuel and purchased
power costs. The excess revenue was driven byaneoknmodity prices being lower that those foresdstAt June 30, 2009, TVAecognize:

a short-term regulatory liability of $656 milliomd a long-term regulatory liability of $94 millidrecause of the change in market

conditions. These regulatory liabilities represamibunts collected to date in rates that will Hanmded to customers in the future through FCA
rate reductions. However, at September 30, 2008, fEcognized a regulatory asset related to the R@i#fich reflected a net under-recovery
of fuel and purchased power costs.

New Generation
Despite the current economic recession which ditgatowards lower demand in the short-term, TVAstitill respond to the need
for additional generation over the long-term. Adufially, TVA intends to move toward generationtwileaner or no emissions. This requires

capital investment in the current year and ovemtid few years. Another challenge in this aragaas TVA must have sufficient generation
capacity to meet peak demands. TVA is exploringratives to reduce or shift the peak demandserfgy.
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Nuclear. In September 2005, NuStart selected the site of $\Bkllefonte as one of the two sites in the coptdrdemonstrate the
new NRC licensing process for a new advanced desiglear plant. NuStart is an industry consortezomprised of 10 utilities and two reac
vendors whose purpose is to satisfactorily dematesthe new NRC licensing process. Using the Beite site, NuStart began to demonstrate
the process for obtaining a combined constructimh@perating license for the new Advanced Pas<i@® teactor design by Westinghouse
Electric Co. As the license applicant, TVA subettits COLA to NRC for Bellefonte Units 3 and 40wtober 2007, and it was accepted for
detailed review by the NRC on January 18, 200&pfroved, the license to build and operate thetplauld be issued to TVA. The
Bellefonte license application is one of several@uted Passive 1000 standardized plant applicatiOiser applicants have announced
construction schedules that would require theérlge reviews to be completed prior to the Bellefdicense application review. As a result,
TVA entered into discussions with NuStart on howthie transition the NuStart support to anothediagpion. In May 2009, NuStart
announced that they intended to transition théaremce plant support to the Vogtle COLA applicatity the end of calendar year 2009. TVA
intends to continue to support the review of thédBente application and does not expect this titaorg by itself, to impact the issuance of a
license. The TVA Board has not made a decisiaottstruct a new plant at the Bellefonte site, aWé Tontinues to evaluate all nuclear
generation options at the site.

As part of this evaluation, TVA asked the NRC ingist 2008, to reinstate the construction permitstéotwo unfinished nuclear un
at the Bellefonte site. On March 9, 2009, the NBSTied an order to TVA reinstating the construcgiermits for Bellefonte Units 1 and 2 and
returning Bellefonte to a terminated status. Omd&80, 2009, the Blue Ridge Environmental Defdressegue (“BREDL”) filed a petition in
the United States Court of Appeals for the Distoic€olumbia Circuit asking the court to review thRC's decision to reinstate the
construction permits. On May 8, 2009, BREDL, thell&onte Efficiency and Sustainability Team (“BE$Tand the Southern Alliance of
Clean Energy (“SACE") filed a petition to intervermrequested a hearing, and raised several contsmagarding reinstatement of the
construction permits. Holding their other contens in abeyance, the NRC directed the petitioriérs,, and NRC staff to submit briefs
addressing the threshold question of the NRC'sisigt authority to reinstate the construction pésmBriefs were filed on June 3 and 10,
2009.

Renewables and Clean Energy¥ VA is working towards obtaining 50 percent tf power supply from clean (low or zero carbon) or
renewable sources by 2020. TVA's planned additmfrdean and renewable power are consistent witreasing expectations that Congress
will pass legislation, most likely in 2009 or 2018quiring utilities to supply a certain percentadenergy from renewable sources and to
participate in an economyide program to cap and reduce emissions of graesghgases, including carbon dioxide. To complyATxbuld be
required to reduce or offset emissions, or purcleasission allowances under a cap-and-trade prograchywould be required to contract for or
generate an increasing percentage of renewablgyen8ince the legislative proposals remain in fllYA presently is unable to accurately
estimate the cost of future renewable and greemhgas requirements.

In December 2008, TVA issued a RFP seeking propaghich may result in TVA obtaining both dispatcleabapacity and as-
available energy from renewable energy sourcep @b & total of 2,000 MWs of generation. TVA reaal over 60 responses to the RFP w
included wind (most coming from the Midwest and &relains states), biomass, and solar to be detivey 2011. Bringing power from
distant locations raises transmission issues asis$.cand the intermittent nature of wind, solad ather renewable sources can result in TVA
needing backups for those sources or mechanisivid. cbmpleted an initial evaluation of the responard has notified certain respondents
that TVA wishes to conduct a more in-depth evabratf their proposals. Based on these more ddtailaluations, TVA may elect to contact
additional respondents for consideration. In AR@09, the TVA Board authorized management to agppower purchase agreements for up
to 20 years for up to 2,000 MW of renewable andlean energy by 2011 for those resources withitagespecified criteria and limitations.

TVA's clean energy portfolio is defined as energgtthas a near-zero carbon dioxide emission rath, as nuclear and renewables
(energy production that is sustainable and oftearally replenished), or energy efficiency improvams including demand reduction, or waste
heat recovery. In 2008, TVA produced over 58,0001of clean and renewable energy. However, lems three percent of that would likely
qualify for renewable credits under the languageh@écurrent legislative proposals calling for aewable electricity standard.

In January 2009, TVA issued an RFP concerninguh&é use and operation of the turbine wind farnBaffalo Mountain located
about 10 miles north of Oliver Springs, Tennessear Knoxville. TVA will consider a variety of aphs for using the three turbines and other
opportunities at the site. Proposals involvingtcactors providing operation and maintenance sesyitechnical research and development
partnerships, transfer of ownership with a powechase agreement, or other innovative arrangemelhtse considered. The three turbines,
with a capacity of 660 kWhs each, were installed000, establishing the first successful wind famrthe
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Southeast. TVA currently is evaluating eight pregds, received in response to the RFP, coveringatinge of options identified above.

In April 2009, TVA began offering new incentives foomes and businesses to encourage the installzti@newable, distributed
generation sources below 1 MW capacity. Underghiggram, customers sell all of the power they gaeeto TVA at a premium price, and
local power company credits the customers for #reegation received through a credit on their mongtectric bill. Participating customers
receive a one-time incentive of $1,000 to helpeiffee startup costs for installing qualifying resable resources, such as wind, solar, biomass
and low-impact hydropower. The price TVA paystioe generation is now 12 cents per kWh above tte klectric rate (including the FCA)
for solar and 3 cents per kWh above the local etedte for wind (including the FCA), low impacydiro, and biomass. TVA anticipates that
these projects will qualify for renewable energgdits under future legislation establishing requieats for renewable electricity.

Energy Efficiency Initiatives

On May 27, 2009, TVA announced additional enerdigieihcy programs designed to promote energy efficy to residential and
commercial customers. This initiative supportsBoard directive to reduce energy use during timeen demand and cost for power is
highest by 1,400 MWs by the end of 2012.

Tests for the new residential program, called thelbme Energy Evaluation Program, have begun imagkets including Nashville,
Chattanooga, and the Tri-Cities area (Bristol, 3oinnCity, and Kingsport) in Tennessee as well gskithsville, Kentucky, and Huntsville,
Alabama. The program will offer comprehensive owte energy audits as well as financing optionsiaoehntives to help homeowners who
choose to make investments in significant enerfgieficy improvements.

The Commercial Efficiency Advice and Incentives gteom, a new initiative targeting businesses antitini®ns, began testing in
Mississippi and Nashville. This program will offeasinesses in these areas an opportunity to eeesivnergy assessment of their facilities to
help them identify energy-saving opportunitiesndficial incentives are also available for projélaés help reduce power consumption during
TVA'’s peak period.

TVA began planning a system-wide expansion of éiniefcy program targeted toward very large indastustomers with contract
demand greater than 5 MWs. The Major IndustrialgPam offers technical assistance and incentivesriergy efficiency projects that lower
the customer’s demand for power during peak usagegs on the TVA system.

The programs are part of an effort which involvepglit from TVA power distributors and the public aeding the best options for
encouraging electricity users in the Tennesseesyati save energy. The pilot programs will congitlirough the end of the fiscal
year. Tenness-Valley-wide expansion is expected to take placksical year 2010.

On June 15, 2009, TVA initiated a project to prepamew Integrated Resource Plan (“IR&jitled TVA's Environmental and Enel
Future. The purpose of the IRP is to developxldle portfolio of supply and demand side optionattTVA can use to meet the Tennessee
Valley's electrical demand needs for the next 2@ryie The portfolios developed will be evaluateithgiseveral criteria including capital and
fuel costs, reliability, possible environmental @megs including climate change, compliance with taxgsand anticipated future regulations, and
other factors. An environmental review, in thenfioof an Environmental Impact Statement, will bedwaeted for the plan. A series of seven
public scoping meetings to obtain public inputhe tRP is scheduled for July 20, 2009, through At@.,2009. A draft of the plan is expec
to be available for internal and external revieveanly calendar year 2010. After TVA evaluates namts on the draft plan, a final plan will
prepared for issue in early calendar year 2011.

In addition to TVA'’s activities, the State of Terssee’s Volunteer State Solar Initiative is propgsmuse federal American Recovery
and Reinvestment Act funds to advance job creaéidocation, research, and renewable power produictibennessee. Project participants
include Oak Ridge National Laboratories, TVA, ahd University of Tennessee. Subject to approvdahbyDepartment of Energy and the
Tennessee General Assembly, the proposed initiatoledes a project related to the West Tenneset Barm near Brownsville, Tennessee,
a five-MW 20-acre power generation facility locatadhe Haywood County industrial megasite that él one of the largest installations in
the Southeast and serve as a demonstration toetifarational, research, and econonegelopment purposes. Under a preliminary agregt
TVA plans to purchase power generated by the $atdlity at a renewable-energy price. Proceedmfpmwer sales will be reinvested in the
site for maintenance, expansion, and improvement.
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Liquidity and Capital Resources
Sources of Liquidity

To meet short-term cash needs and contingencie&,dégpends on various sources of liquidity. TVARnpary sources of liquidity
are cash from operations and proceeds from thamsguof short-term and long-term debt. TVA'’s cotid@bilities exceed current assets
because of continued use of short-term debt to &lnadt-term cash needs, including posting colldsaecessary in connection with a call
monetization transaction (as discussed below) agetimg scheduled maturities of long-term debt.

Financial markets experienced extreme volatilitp@®8, and have continued to experience extrenailityl in 2009 amid negative
developments in housing and mortgage-related #iesyiweakness of major financial institutions, gmment actions, and negative economic
developments. These conditions have resultedsimigliions in credit and lending activities, part&ly in the shortterm credit markets throuy
which corporate institutions borrow and lend toteather. Disruptions in the short-term credit neskhave the potential to impact TVA
because TVA uses short-term debt to meet workipgalaneeds, and because it typically investsathcholdings in the short-term debt
securities of other institutions.

TVA has not experienced difficulty in issuing shtetm debt, or in refunding maturing debt, destiieedisruptions in the credit
markets. Throughout the period of market volgtilfVA has experienced strong demand for its sterz discount notes, and has been able to
issue discount notes at competitive rates.

Despite the conditions in the credit markets, T¢é8ued $115 million of electronot®4n the third quarter of 2009. TVA believes it
would be able to issue additional long-term delpieiéded.

Management expects continued demand for TVA steont-debt securities. Along with the short-termtd®ogram, management
expects operating cash flows, cash on hand, aresado credit facilities to continue to provide mtran adequate liquidity for TVA for the
foreseeable future.

Management is not able to anticipate the long-tenpacts of recent financial market turmoil on TWAg financial markets in which
TVA participates, or the economy of the Tennessakey. In addition, management is not able tocipdite the long-term impacts of recent
environmental-related events on TVA. Managemergall monitors conditions in the markets in whidhATconducts business and the
financial health of companies with which it doesiness, and will continue to monitor these condgio the future in an effort to be proactive
in maintaining financial health. TVA may need &ek additional funding should any of these condgiwarrant additional cash
resources. TVA's options for additional fundinglide, but are not limited to, an increase in ratéslitional borrowing, evaluation of capital
projects, and/or other financial arrangements.taeoptions for additional funding may require epgl of the TVA Board.

The majority of TVA’s balance of cash on hand igitwlly invested in short-term investments. Th#ydaalance of cash and cash
equivalents maintained is based on near-term eapecs for cash expenditures and funding needs.

In addition to cash from operations, and proceeats the issuance of short-term and long-term dB#’s sources of liquidity
include a $150 million credit facility with the U.Sreasury, two credit facilities totaling $2.0ltwih with a national bank, and occasional
proceeds from other financing arrangements inclydell monetization transactions, sales of assets sales of receivables and loans. Certain
sources of liquidity are discussed below.

Summary Cash FlowsA major source of TVA's liquidity is operatingsh flows resulting from the generaticand sale of
electricity. A summary of cash flow componentstfoe nine months ended June 30, 2009, and 2008wl
Summary Cash Flows

For the Nine Months Ended June

2009 2008
Cash provided by (used ir
Operating activitie! $ 2,414 % 1,411
Investing activities (2,637 (2,78¢
Financing activities (789) 512
Net (decrease) increase in cash
cash equivalents $ 12 $ 13E
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Issuance of Deht TVA issues power bonds primarily to refinancevpously-issued power bonds as they mature. Duhiegine
months ended June 30, 2009, TVA issued $734 mibifgower bonds with an average interest rate @f percent. See Note 14 Bebt
Securitiefor more information related to TVA's debt actieisi.

Credit Facility Agreements TVA’s $150 million note with the U.S. Treasury expieedhe end of 2008. In December 2008, TVA
the U.S. Treasury replaced the $150 million notia\@imemorandum of understanding under which tis Treasury provides TVA with a
$150 million credit facility. TVA plans to use th&S. Treasury credit facility as a source of lijtyi, but not as a primary source of liquidity
2009. The interest rate on any borrowing undes fidngility is based on the average rate on outstgnaarketable obligations of the United
States with maturities from date of issue of onary® less. There were no outstanding borrowimgtetthe facility at June 30, 2009.

TVA also has short-term funding available in thenfof two short-term revolving credit facilitiesne of which is a $1 billion facility
that matures on November 9, 2009, and the otheshafh is a $1 billion facility that matures on Mag, 2010. The credit facilities
accommodate the issuance of letters of credit. iffieeest rate on any borrowing and the fees onlettgr of credit under these facilities are
variable based on market factors and the ratingv#’s senior unsecured long-term non-credit enhdraebt. TVA is required to pay an
unused facility fee on the portion of the totalion which TVA has not borrowed or committed wrdetters of credit. The fee may fluctu
depending on the non-enhanced credit ratings on’3¢anior unsecured long-term debt. At June 3092€here were $65 million of letters of
credit issued under the facilities and there wereutstanding borrowings. TVA anticipates renewdagh credit facility as it matures.

Call Monetization TransactionsFrom time to time TVA has entered into swapti@msactions to monetize the value of call
provisions on certain of its Bond issues. A swaptjrants a third party the right to enter intavas agreement with TVA under which TVA
receives a floating rate of interest and payshire party a fixed rate of interest equal to thieiast rate on the Bond issue whose call provision
TVA monetized. As a result of an unprecedenteeéiision of the swap yield curve and volatility imlél financial markets, coupled with a
decrease in swap rates to historically low rategjriming December 1, 2008, TVA was required to po#iaiteral with a counterparty under the
terms of a swaption agreement ($1 billion notiondlhe collateral was returned to TVA in June 2089.June 30, 2009, the value of the
swaption was such that TVA had $65 million of #volving credit facilities issued as a letter oddit for the benefit of the counterparty and no
cash collateral was posted.

Sale of Interest in TVA Generating FacilityOn September 30, 2008, SSPC exercised an dptiparchase from TVA a portion of a
three-unit, 792-megawatt summer net capability dosdbcycle combustion turbine facility in Southaybfississippi formerly owned by
Southaven Power. SSPC bought this portion thratsgdubsidiary, SSSL. SSSL paid TVA approximatk325 million and purchased an
undivided 69.69 percent interest in the facili@n April 17, 2009, SSSL acquired an additional 2(8rcent interest in the facility for
approximately $95 million, which increased its urided ownership to 90 percent. SSSL and TVA haitered into a lease under which TVA
leases SSSL'’s undivided 90 percent interest iriagbiéity through April 30, 2010.

Comparative Cash Flow Analysis

Net cash provided by operating activities incregskdbillion to $2.4 billion from $1.4 billion fothie nine months ended June 30, 2009,
and 2008, respectively. This increase resultedamily from an increase in operating revenues of $lllion, a decrease in cash paid for
interest of $73 million, and a decrease in casH fmifuel and purchased power of $12 million. @pieg revenues increased primarily from
increases in revenues from municipalities and cradjpyes, primarily due to the FCA, which providef®8 million in additional revenues, and
base rate increases effective April 1, 2008, antbli®r 1, 2008, which provided $585 million in adlutital revenues, partially offset by a dec
in sales to municipalities and cooperatives off&itent, which reduced revenues by $209 milliorerdased operating revenues were partially
offset by an increase in cash used by changes ikingpcapital of $79 million and an increase intcasitlays for routine and recurring
operating costs of $160 million. Cash used by gkarin working capital increased primarily due targer reduction in interest payable of ¢
million and a larger increase in inventories arttkobf $190 million, partially offset by a largeeatease in accounts receivable of $55 million
and an increase in accounts payable of $59 mifbotthe nine months ended June 30, 2009, comparadiecrease in accounts payable of $53
million for the same period in 2008.

Net cash used in investing activities decreased $ii8lion to $1.6 billion from $1.8 billion for thaeine months ended June 30, 2009,
and 2008, respectively. The decrease is primdtil/to a decrease in construction expendituresdpital projects of $266 million primarily
due to reductions in base capital projects of $b88on and reductions in capacity expansion spegdif $110 million. This decrease is
partially offset by an increase in cash used fetrigted cash and investments of $17 million fa tine months ended June 30, 2009, comy
to an increase in cash provided of $10 milliontfe¥ same period in 2008, and an increase in expeadifor the enrichment
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and fabrication of nuclear fuel of $85 million ridd to higher prices paid for enriched uranium #nr@dnormal year to year variability resulting
from the timing of refueling outages at the nuclelants.

Net cash used by financing activities was $789iamilfor the nine months ended June 30, 2009, cosapiax net cash provided by
financing activities of $512 million for the samerjwd in 2008. The $1.3 billion change is primadle to an increase of $2.1 billion in
redemptions and repurchases of long-term debt aletease of $1.4 billion in issuances of long-tdeht. This was partially offset by net
issuances of short-term debt of $1.1 billion duting nine months ended June 30, 2009, comparecheitredemptions of short-term debt of
$966 million for the same period in 2008.

Cash Requirements and Contractual Obligations
The estimated cash requirements and contractuigladioins for TVA as of June 30, 2009, are detaitethe following table.

Commitments and Contingencie

Payments due in the year ending Septembt

2009* 201( 2011 2012 201  Thereafte Total
Debt? $ 1,29: % 8 $ 1,00¢ $ 152 $ 2387 $ 1567¢ $ 21,89
Interest payment
relating to deb 19C 1,18( 1,152 1,12¢ 97¢ 16,00¢ 20,63(
Lease obligation
Capital 13 47€ 54 6 — 3 552
Non-cancelable
operating 15 57 44 37 34 207 394
Purchase obligatior
Power 76 24¢ 24¢€ 232 17¢ 6,18¢ 7,168
Fuel 912 1,722 1,29¢ 684 734 1,55¢ 6,91(
Other 20 52 50 37 3C 184 373
Expenditures for
emission control
commitments 91 43¢ 37¢ 45k 32t 10¢ 1,79¢
Payments on oth
financings 18 89 94 98 99 91¢ 1,31¢
Payments to U.S.
Treasury
Return of Powe
Facilities
Appropriation
Investmen 20 20 20 20 20 10 11C
Return on Power
Facilities
Appropriation
Investment 13 21 21 22 2C 272 36¢
Total $ 2661 $ 4312 $ 4366 $ 423t $ 4806 $ 41,120 $ 61,51(
Note

(1)  Period July 1, 2009 - September 30, 2009

(2) Does not include noncash items of foreign curreradyation loss of $59 million and net discount « n
sale of Bonds of $198 millio

Expenditures for emission control commitments reené TVA's current estimate of costs that may loelired as a result of the court
order in the case brought by North Carolina allgginblic nuisance. Management is
evaluating alternatives which could change theseuents in the future. See Note 18Gase Brought by North Carolina Alleging Public
Nuisance

During 2008, TVA executed certain contracts reldtethe resumption of construction activities attt&/&ar Unit 2 that are not
reflected in this table. As of June 30, 2009, exiieires against these contracts are forecasted &pproximately $1 billion through 2012.

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

Energy Prepayment Obligations
200¢ 201( 2011 2012 201 Thereafte Total




Energy Prepayment
Obligations $ 26 $ 108 $ 105 $ 105 $ 10z $ 51C $ 958
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Results of Operations

Sales of Electricity

The following table compares TVA'’s energy salesistias for the three and nine months ended Jun@@O, and 2008:

Sales of electricit
Municipalities and cooperativ¢
Industries directly serve
Federal agencies and ott

Total sales of electricit

Heating degree day
Cooling degree day

Combined degree days

Three Months Ended June

Sales of Electricity
(Millions of kwWh)

Nine Months Ended June :

Percer Percer
200¢ 200¢ Changt 200¢ 200¢ Changt
31,46 33,08¢ (4.S%) 97,44¢ 101,14¢ (3.7%)
6,44¢ 8,35%2 (22.€%) 23,03: 27,83( (17.2%)
48E 487 (0.4%) 1,507 1,50¢ (0.1%)
38,39¢ 41,927 (8.4%) 121,98t 130,48! (6.5%)
23C 228 3.1% 3,39¢ 3,10¢ 9.2%
66€ 607 9.7% 74¢ 76€ (2.€)%
89¢€ 83C 8.C% 4,14: 3,871 6.€%

The decrease in sales to municipalities and cotipesafor the three and nine months ended Jun2@@, compared to the same
periods in 2008 was largely due to a decreaserimtadd among the commercial and industrial custowietd/A’s distributors as a result of the
economic downturn. Several of these commercialiadidstrial customers have experienced less derasmdresult of layoffs and decreased
production. Additionally, several more have shoivd plants or curtailed production. The same tiembticed in sales to Industries directly
served. These are large industrial customersttireerved by TVA.

The decrease in Federal agencies and other fdhitbe months ended June 30, 2009, compared t@the geriod in 2008 was
primarily due to a decrease in off-system salestduess excess generation for sale and was pputiiéet by increased sales to federal

agencies over the same period of 2008.

The decrease in sales volume was not as seveiteefmine months ended June 30, 2009, as it wahdédhree months then ended
because TVA did not see the dramatic changes immgial and industrial demand until late in thsetfijuarter of 2009.

Financial Results

The following table compares operating resultsttierthree and nine months ended June 30, 2002081

Operating revenue
Operating expenst
Operating incom
Other income, ne
Interest expense, n
Net (loss) incomi

Summary Statements of Operation:

Three Months Ended Ju  Nine Months Ended Jur

30 30
2009 2008 2009 2008

$ 2566 $ 255: $ 8576 $  7,43(

(2,425) (2,11) (7,970 (6,164)

141 441 60€ 1,26¢

2 7 13 8

(310) (34€) (95€) (1,031)

$ (167 100 $ (339 247
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Operating RevenuesQOperating revenues for the three and nine mamkded June 30, 2009, and 2008, consisted of tleavioh:

Operating Revenues

Three Months Ended June Nine Months Ended June .
Percer Percer
200¢ 200¢ Chang: 200¢ 200¢ Chang
Sales of electricit

Municipalities and cooperativt $ 2201 $ 2,12¢ 36% $ 7,27¢ $ 6,11( 19.1%
Industries directly serve 30€ 361 (15.2%) 1,11C 1,13¢ (2.2%)
Federal agencies and ott 31 31 0% 101 89 13.5%
Other revenu 28 35 (20%) 86 96 (10.4%)
Total $ 2,566 $ 2,552 0.5% $ 8,57¢ $ 7,43( 15.2%

Operating revenues increased $14 million or 0.5¢wrfor the three months ended June 30, 2009, ae@dpo the same period in
2008, and $1.1 billion or 15.4 percent for the mimenths ended June 30, 2009, compared to the saroel in 2008, due to the following:

Three Nine
Month Month
Change Change

Base rate chang: $ 12€ $ 65€
FCA rate change 67 891
Volume (170 (389
Off system sale 2 (7
Other revenu (7) (10
Total $ 14 $  1,14¢

Significant items contributing to the $14 million&$1.1 billion increases in operating revenuesHerthree and nine months ended
June 30, 2009, compared to the same periods ini2@0Rkled the following:

For the three month period, there was a $76 mill@nease in revenues from Municipalities and coafpees primarily due to an
increase in average base rates of 6.3 percenbchaese rate increases effective April 1, 2008,@atbber 1, 2008, which provided $116 mill
in additional revenues. FCA rate increases pralateadditional $56 million in revenues. Theseeases were partially offset by a decline in
sales volume of 4.9 percent, which reduced revehyé96 million.

For the nine month period, the $1.2 billion inceeasrevenues from Municipalities and cooperatweas primarily due to FCA rate
increases, which provided $793 million in additibrevenues. Average base rates increased 10.6migyamarily due to base rate increases
effective April 1, 2008, and October 1, 2008, anaviled $585 million in additional revenues. Thesreases were partially offset by a
decline in sales volume of 3.7 percent, which redugvenues by $209 million.

For the three month period, there was a $55 miliecrease in revenues from Industries directlyesbprimarily attributable to a $75
million decline in revenue due to a decrease iassablume. This decrease was partially offsetrbinarease in average base rates of 3.7
percent and FCA rate increases, each of whicheg@e$10 million in additional revenues.

For the nine month period, there was a $25 millenrease in revenues from Industries directly skrekwhich $180 million was due
to a 17.2 percent decrease in sales. This decvasaspartially offset by FCA rate increases antharease in average base rates of 7.8 percent
which yielded $87 million and $68 million, respeetiy, in additional revenues during this period.

The $12 million increase in revenues from Fedegehaies and other during the nine month periodiéstd an increase in revenues
from federal agencies directly served of $19 milldue to FCA rate increases, increased
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sales volume of 6.7 percent, and an increase irageebase rates of 3.2 percent. The increaseémues from federal agencies directly served
was partially offset by a decrease in off-systetasaf $7 million.

The decrease in Other revenue during the threeizwedmonth periods was primarily due to decreasststnission revenues from
wheeling activity and a decrease in revenues filmrstle of emission allowances.

Operating Expensefperating expenses for the three and nine montiadedune 30, 2009, and 2008, consisted of thexfiritp

Operating Expenses

Three Months Ended June Nine Months Ended June .
Percer Percer
200¢ 200¢ Chang 200¢ 200¢ Chang
Fuel and purchased pow $ 1047 $ 1,01t 3% $ 3656 $ 2,90¢ 25.8%
Operating and maintenan 59¢ 582 2.9% 1,77¢ 1,721 3.1%
Depreciation, amortization, at
accretion 397 394 0.8% 1,191 1,17¢ 1.3%
Tax equivalent: 12¢ 122 4.9% 413 35¢ 15.(%
Environmental clean up costs -
Kingston ash spill 25€ — — 93¢ — —
Total operating expenses $ 2428 § 2117 14% $  797C $ 6,16/ 29.2%

Significant drivers contributing to the $314 miliincrease in total operating expenses for theethrenths ended June 30, 2009,
compared to the same period in 2008 included:

Fuel and purchased power expense increased $36mdlie to:

e A $125 million increase in purchased power expgmsgarily due to the FCA net deferral and amorimafor purchased power
expense, which increased expense $42 million, aridaease in realized losses related to natusatigaivatives, which added an
additional $172 million in expense. The volumeafchased power increased 37.8 percent, whichaserepurchased power
expense an additional $120 million. The increaseoiume of purchased power was primarily due  toarket prices for
purchased power for the three months ended Jur20B9, compared to the same period of 2008. Theage purchase price
declined 47.5 percent resulting in a decrease @9 $2illion in purchased power expen

* The increase in purchased power expense was paditdet by a $95 million decrease in fuel experessulting from a decrease
net thermal generation of 18.6 percent, which reddael expense by $123 million. The decreasestrthrermal generation was
due to the lower demand along with the decisiopuichase more power since market prices were so lawer fuel rates
reduced expense slightly primarily due to decreasats for natural gas and nuclear generationigfigroffset by higher fuel
costs for coal-fired generation. Decreases irthemal generation and fuel rates were partialfgedfby the FCA net deferral and
amortization for fuel expense, which increased agp
$29 million.

Operating and maintenance expense increased $lidmale to:

* Increased operating and maintenance expense aamytants of $23 million due to increased headt@mincrease in force
maintenance outages in the third quarter of 2008 ,aan increase in amortization of deferred nuabesdage cost:s

* Increased costs for reagents of $4 million largklg to increased volume as a result of additio@® Sapacity online in the thil
quarter of 2008

* Increased costs of $4 million primarily due to $&sdrelated to future uses of the Bellefonte Nuckant.
These increases were partially offset by the folhmw
» Decreased outage and operating and maintenanceafdist 7 million at coal-fired and combustion tumbiplants largely due to

significant repair work at Paradise Fossil Plar2@08 not present in 200
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a decrease in outage days from 193 in the thirdtgjuaf 2008 to 105 in the third quarter of 2008d partial write-downs for
scrubber projects at Bull Run and John Sevier FB$aints in the third quarter of 2008 that did aotur in 2009.

* A decrease of $11 million in worke compensation expense primarily due to a lower distaate effective in 2008 as compa
to 2009.

Depreciation, amortization, and accretion expensgeased $3 million primarily attributable to acr@ase in net plant additions.

Tax equivalent payments increased $6 million réifkecincreased gross revenues from the sale of p@exeluding sales or deliveries
to other federal agencies and off-system sales atitar utilities) during 2008 compared to 2007 x €quivalent payments are based on prior
year's electricity revenues.

Environmental clean up cost — Kingston ash spitiemses recognized for the three months ended Iyr29@9, were $258
million. (See Challenges During 2009 kingston Fossil Planfor details.)

Significant drivers contributing to the $1.8 billioncrease in total operating expenses for the miasth period ended June 30, 2009,
compared to the same period in 2008 included:

Fuel and purchased power expense increased $7B0mnailie to:

e A $514 million increase in fuel expense primariggulting from the FCA net deferral and amortizafimnfuel expense, whic
increased expense $514 million. Higher fuel rateszased expense an additional $113 million, primmdue to higher fuel cost
for coal-fired generation, partially offset by deased costs for natural gas and nuclear generdticreases in fuel rates and the
FCA net deferral and amortization for fuel expewsee partially offset by a decrease in net themesleration of 9.6 percent,
which reduced fuel expense by $113 milli

e A $236 million increase in purchased power expgmsearily due to the FCA net deferral and amortmator purchased powt
expense, which increased expense $243 millionaandcrease in realized losses related to natasabgrivatives, which added
an additional $323 million in expense. These iases were partially offset by a decrease in theageepurchase price of 26.9
percent and a 7.4 percent decline in the volunmiothased power resulting in a decrease of $25{mand $76 million,
respectively, in purchased power expense. Theedserin volume of purchased power was primarilytdwsn increase in hydro-
generation of 76 percent compared to the firstetlpgarters of 2008 and a 6.5 percent decline uotridiy sales

Operating and maintenance expense increased $bdmuailie to:

* Increased operating and maintenance expense aamytants of $45 million due to increased headg@mincrease in forced
maintenance outages for the nine months ended3rzN09, compared to the same period in 2008aaridcrease in
amortization of deferred nuclear outage cc

» Increased costs for reagents of $16 million largklg to increased volume as a result of additi8@R capacity online in 200

e Increased administrative costs of $15 million prittyadue to increased expenses related to newnmdition technology
implementation in the third quarter of 2008 and@ased insurance cos

* Increased costs of $11 million primarily due todéés related to future uses of the Bellefonte NarcRlant.
* Increased costs of $6 million to support energicifificy and demand response initiativ
These increases were partially offset by the folhmw

* A decrease of $34 million in worke compensation expense primarily due to a lower distate effective in 2008 as compa
to 2009.

» Decreased outage and operating and maintenanceafd22 million at coi-fired and combustion turbine plants largely du
significant repair work at Paradise Fossil Plar2®08 not present in 200
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a decrease in outage days from 881 in the firs nionths of 2008 compared to 534 in the same pefi@d09, and partial write-
downs for scrubber projects at Bull Run and Johrie8é-ossil Plants in the third quarter of 2008t tthid not occur in 2009. The
increases were partially offset by expenditureateel to the discharge event at Widows Creek.

Depreciation, amortization, and accretion expenseeased $15 million primarily attributable to acrease in net plant additions.

Tax equivalent payments increased $54 million oty increased gross revenues from the sale oépéexcluding sales or deliver
to other federal agencies and off-system salesatitar utilities) during 2008 compared to 2007 x €quivalent payments are based on prior
year's electricity revenues.

Environmental clean up cost — kingston ash spjlesses recognized through June 30, 2009, were@88@. (See Challenges
During 2009 —Kingston Fossil Plantor details.)

Other Income, Net The decrease in Other income, net for the threeths ended June 30, 2009, and increase in Qtb@mie, net for
the nine months ended June 30, 2009, comparee tetine periods in 2008, were largely due to vdlatil realized and unrealized gains and
losses on TVA's SERP funds and restricted investeseriated to the collateral held by TVA. TVA al®rognized increased income from
external business services. These items weralharifset by a slight decrease in interest incdroen short-term investments.

Interest Expense, Netinterest expense and interest rates for the timenths and nine months ended June 30, 2009,008] 2
consisted of the following:

Interest Expense

Three Months Ended June Nine Months Ended June

Percen Percen
2009 2008 Change 2009 2008 Change
Interest on debt and leaseb:
obligations $ 31€ $ 347 (8.9%) $ 971 $  1,02¢ (5.5%)
Amortization of debt discount, isst
and
reacquisition costs, n 5 5 0% 15 15 0%
Allowance for funds used durir
construction & nuclear fuel
expenditures (172) (4) 175.(% (28) (12) 133.2%
Net interest expens $ 31C $ 34¢ (10.<%) $ 95¢ $ 1,031 (7.1%)
(Percent (Percent
Percen Percen
Interest rates (average) 2009 2008 Change 2009 2008 Change
Long-term 5.9¢ 6.27 (4.5%) 5.8( 6.21 (6.€%)
Discount note: 0.12 2.04 (94.1%) 0.37 3.8¢ (90.2%)
Blended 5.62 6.1¢ (9.1%) 5.3¢ 6.11 (11.£%)

Significant items contributing to the $38 millioeaease in net interest expense for the three memitted June 30, 2009, compared
to the same period in 2008, included a $7 millieréase in AFUDC and nuclear fuel expenditures aiijndue to an increase in the
construction work in progress base used to calell&UDC in 2009. Interest on debt decreased $3Bmprimarily due to a decrease in the
average interest rates on short and long termfdelthe three month period ended June 30, 2009peaoed to the same period in 2008. These
decreases in interest expense were partially dffgein increase in interest on leaseback obligatadr$2 million.

Significant items contributing to the $73 millioeaease in net interest expense for the nine memitisd June 30, 2009, compared
to the same period in 2008, included a $16 millrmrease in AFUDC and nuclear fuel expendituremarily due to an increase in the
construction work in progress base used to calell&JDC in 2009. Interest on debt decreased $@tomprimarily due a decrease in the
average interest rates on short and long termfdeltie nine month period ended June 30, 2009, emetpto the same period in 2008. These
decreases in interest expense were partially dffgein increase in interest on leaseback obligatadr$8 million.

Off-Balance Sheet Arrangements

In February 1997, TVA entered into a purchase pageeement with Choctaw Generation, Inc. (subsetuassigned to Choctaw
Generation Limited Partnership (“Choctaw”)) to phase all the power generated
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from its facility located in Choctaw County, Missigpi. The facility had a committed capacity oD44Ws, and the term of the agreement was
30 years. TVA believes its contractual interest isariable interest that changes with changesdridir value of the net assets of Choctaw
because the purchase power agreement providesstiaby all of Choctaw’s operating cash flow. T\b&lieves that Choctaw qualifies as a
variable interest entity because the entity isghesil (or redesigned) so that substantially alt&ctivities either involve or are conducted on
behalf of TVA. Furthermore, Choctaw may lack thdigation to absorb its expected losses becautieedéffective guaranteed return provided
by TVA through the 30-year purchase power agreem&WA may be deemed to be the primary beneficiargler the contract; however, TVA
does not have access to the financial records ot@w. As a result, TVA was unable to determinBViA is required to consolidate

Choctaws balance sheet, results of operations, and casfs for the quarter ended June 30, 2009. Becdube tack of financial informatior
TVA is unable to obtain complete information regagiddebt, equity, and other contractual interestShoctaw. As of June 30, 2009, Choctaw
had issued senior secured bonds of $236 million&&dmillion due in June 2030 and June 2023, reamdy. Choctaw’s credit ratings as
issued by S&P and Moody’s were BB and Ba3, respelgti with negative outlooks. TVA has no direcbtler equity investment in

Choctaw. The purchase power agreement is accotorted normal purchases and normal sales; therefioramounts are recorded in TVA’s
financial statements with respect to TVA's variaisiterest. Power purchases for the three andmirgths ended June 30, 2009, under the
agreement amounted to $34 million and $86 milli@spectively, and the remaining financial commitmender the agreement is $6.7

billion. TVA has no additional financial commitmisrbeyond the purchase power agreement with respéoe facility.

The terms of the purchase power agreement spéwifydhoctaw must reimburse TVA for any additionadts incurred due to
Choctaw'’s failure to deliver power as specified emthe contract. TVA is the beneficiary of a thpdrty credit enhancement in the form of a
$5 million letter of credit with a financial ingtition. Under the terms of the letter of credit,A'¥hay draw any amount necessary up to $5
million to reimburse any incremental costs incurde@ to Choctaw’s failure to perform under the cactt Also, Choctaw must replenish the
letter of credit in full within 20 days after TVAraws on the letter of credit or TVA is relieveditsf obligations under the purchase power
agreement. Because of the letter of credit and §\&kperience with Choctaw, TVA does not believat tiny material exposure to loss existed
as of June 30, 2009. TVA also believes that intamdto the explicit variable interest in Choct#lwough the purchase power agreement, TVA
may have an implicit variable interest in Choctave do the purchase power agreement being viewadtesdit enhancement to secured
creditors and bondholders. TVA does not beliewat thhas any additional exposure with respechi® potential implicit variable
interest. Also, because the purchase power agreaegremts TVA the right, but not the obligation porchase power, TVA does not believe
that its maximum exposure to loss in the arrangermem be quantified due to the uncertainty of fatpower demand.

Critical Accounting Policies and Estimates

The preparation of financial statements require & T¥W estimate the effects of various matters thatimherently uncertain as of the
date of the financial statements. Although tharficial statements are prepared in conformity wi#A8, management is required to make
estimates and assumptions that affect the repartexiints of assets and liabilities, the disclosfintingent assets and liabilities, and the
amounts of revenues and expenses reported duengplorting period. Each of these estimates variemgard to the level of judgment
involved and its potential impact on TVA's finankiasults. Estimates are deemed critical eithezwé different estimate could have
reasonably been used, or where changes in theagatare reasonably likely to occur from periodédqd, and such use or change would
materially impact TVA'’s financial condition, chargy financial position, or results of operatiofl8/A’s critical accounting policies are also
discussed in Item 7 — Management’s Discussion amalysis of Financial Condition and Results of Ofieres— Critical Accounting Policies
and Estimatesnd Note 1 —Summary of Significant Accounting Policiaghe Annual Report

TVA power rates are not subject to regulation tigtoa public service commission or other similaitgntThe TVA Board is
authorized by the TVA Act to set rates for powdddo its customers and is thus considered to beegulated. Because (1) TVA's regulated
rates are designed to recover its costs of progidiactricity and (2) in view of demand for elecity and the level of competition, it is
reasonable to assume that the rates, set at knatiwill recover TVA’s costs, can be charged aaliected. Accordingly, TVA meets the
necessary GAAP criteria to record certain assaddiahilities that result from the regulated ratéing process that would not be recorded
under GAAP for non-regulated entities. Regula@sgets generally represent incurred costs thatliesm deferred because such costs are
probable of future recovery in customer rates. URaEgry liabilities generally represent obligatidnanake refunds to customers for previous
collections of costs that are not likely to be imed. Management assesses whether the regulaseyseare probable of future recovery by
considering factors such as applicable regulatbenges, potential legislation, and changes in w@dgy. Based on these assessments,
management believes the existing regulatory assetprobable of recovery. This determination fiehe current regulatory and political
environment and is subject to change in the futlirfuture recovery of regulatory assets ceasdetprobable, TVA would be required to wi
off these costs. Any asset write-offs would beurezg
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to be recognized in earnings in the period in whiidhre recoveries cease to be probable.
Changes in Ratemaking Impacting Accounting

In August 2008, the TVA Board approved the follogiithange in ratemaking, which resulted in a chamgecounting for the type of
transaction described below.

The TVA Board approved deferring costs relatecheoftiture closure and retirement of TVA's non-nacleng-lived assets under
various legal requirements as allowed under GAARese costs had previously been included in ratéseaARO was accreted and the asset
was depreciated. These costs did not previousst the asset recognition criteria under GAAP guidsain effect at the date the costs were
incurred. Because of the establishment of the ARd the approval of the funding in 2009 rates asqfahe TVA Board’s budget and
ratemaking process, these costs currently meet i@s®gynition criteria. Therefore, all cumulatisests incurred since 2003, when the new
accounting guidance was adopted, were recapturadeggulatory asset as of September 30, 2008.réchdatory asset initially created related
to this adjustment totaled $350 million. The offethis adjustment was a one-time decrease tredigtion, amortization, and accretion
expense. See Note 9.

Fair Value Measurements
Investments

TVA's investments classified as trading consisawfounts held in the NDT, the ART, and the SERPes€Ehassets are generally
measured at fair value based on quoted marketspoicether observable market data such as intextesindices. TVA's investments are
primarily U.S. equities, international equities, IRE, fixed income investments, high-yield fixed @amee investments, U.S. Treasury inflation-
protected securities, commodities, currenciesydavie instruments, and other investments. Comhathfunds are used to gain exposure to
certain investments. TVA has classified all ofsfé¢rading securities as either Level 1 or LevehliRations. See Note 12 for a discussion of
valuation levels.

Vendor-provided prices are subjected to automattedance checks by TVA’investment portfolio trustee to identify and alyaivhere
possible, the use of inaccurate prices. Any qorable prices identified are reported to the vemduch provided the price. If the prices are
validated, the primary pricing source is used.df, @ secondary source price which has passe@filieable tolerance check is used (or que
with the vendor if it is out of tolerance), resadiin either the use of a secondary price, whelidatad, or the last reported default price, as in
the case of a missing price. For monthly valuambants, where secondary price sources are avaikablautomated inter-source tolerance
report identifies prices with an inter-vendor pmigivariance of over two percent at an asset céav&s.| For daily valued accounts, each security
is assigned, where possible, an indicative majakatandex, against which daily price movementsar®matically compared. Tolerance
thresholds are established by asset class. Hoiged to be outside of the applicable toleranceghold are reported and queried with vendors
as described above.

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

Currency swap

Swaption

Interest rate swayf

Coal contracts with volume optio

Commodity derivatives under the FTP (swaps, futusptions on futures, and other financial instrutag

Commodity derivatives are classified as Level 1 badel 2 valuations. Currency swaps and intergtst swaps are classified as Level
2 valuations. The swaption and coal contracts witlume options are classified as Level 3 valuation

Currency Swaps, Swaption, and Interest Rate SwapgA has three currency swaps, one swaption, arekttfixed for floating”
interest rate swaps. The currency swaps and sitete swaps are classified as Level 2 valuatisrthe rate curves and interest rates affecting
the fair value of the contracts are based on obbdevdata. While most of the fair value measurdriszelbased on observable inputs, the
swaption is classified as a Level 3
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valuation as a significant input is unobservabilae application of CVAs did not materially affebetfair values of the currency swaps,
swaption, and interest rate swaps at June 30, 2009.

Coal Contracts with Volume OptionsThe fair value of this derivative portfolio ised using internal models. The significant it
to these models are price indications such as dusget prices and implied forward prices. Theipganodel is based on significant
unobservable inputs, similar products, or prodpcised in different time periods. TVA designs gricurves and valuation models based on the
best available information and industry acceptettiizes. As a result, these valuations are cladsifs Level 3 valuations. Additionally, any
settlement fees related to early termination of sapply contracts are included at the contracinabunt. The application of CVAs resulted in
a decrease of $12 million in the fair values ofl@mmtracts in an asset position at June 30, 2009.

Commodity Derivatives under the Financial Tradimgdgfam. TVA uses quoted NYMEX prices in its determinatmfrthe fair value
of these contracts. Contracts settled on the NYMiEXclassified as Level 1 valuations. These emeguily natural gas futures, fuel oil futur
and natural gas option contracts. Contracts whenperformance risk exists outside of the exitgpdoe measured with the incorporation of
CVAs and are classified as Level 2 valuations. sehare primarily natural gas and fuel oil swap @aris. The application of CVAs did not
materially affect the fair value of these assets labilities at June 30, 2009.

TVA maintains policies and procedures to value carity contracts using the best and most relevatat aailable. In addition, TV
uses risk management teams that review valuatiothpecing data. TVA retains independent pricimgaors to assist in valuing certain
instruments without market liquidity.

Fair Value Considerations

In determining the fair value of its financial insthents, TVA considers the source of observableetatata inputs, liquidity of the
instrument, credit risk, and risk of nonperformantéself or the counterparty to the contract.
The conditions and criteria used to assess theser$aare described below.

Sources of Market AssumptionsTVA derives its financial instrument market assuioms from market data sources (e.g.,
Bloomberg, Moody’s). In some cases, where mark& @ not readily available, management uses cahfgamarket sources and empirical
evidence to derive market assumptions and deteranfim@ancial instrument's fair value.

Market Liquidity. Market liquidity is assessed by TVA based on datess to whether the financial instrument partitggan an
active or inactive market. An active market cardbined as a spot market/settlement mechanismamaent and also a potential
forward/futures market that is based on the agtivitthe forward/futures market. A financial ingtnent is considered to be in an active market
if the prices are fully transparent to the markatigipants, the prices can be measured by maréetrid ask quotes, the market has a relatively
large proportion of trading volume as comparedV&E current trading volume, and the market hagaificant number of market participar
that will allow the market to rapidly absorb theagtity of the assets traded without significanfigeting the market price. Other factors TVA
considers when determining whether a market is@at inactive include the presence of governmemn¢gulatory control over pricing that
could make it difficult to establish a market bapeide upon entering into a transaction.

Nonperformance Risk In determining the potential impact of nonperformamnisk, which includes credit risk, TVA considers
changes in current market conditions, readily add information on nonperformance risk, lettersrefdit, collateral, other arrangements
available, and the nature of master netting arnareges. TVA is a counterparty to currency swapsyaption, interest rate swaps, coal
contracts, commodity derivatives, and other derreatwhich subject TVA to nonperformance risk. [derformance risk on the majority of
investments and certain exchartggded instruments held by TVA is incorporated itite exit price that is derived from quoted maudata tha
is used to mark the investment to market.

Nonperformance risk for most of TVA'’s derivativestruments is an adjustment to the initial asseéilits fair value. TVA adjusts for
nonperformance risk, both of the reporting entioy (iabilities) and the counterparty (for assdig)applying a CVA. TVA determines an
appropriate CVA for each applicable financial instient based on the term of the instrument andgiperting entity’s or counterparty’s credit
rating as obtained from Moody,’” For companies that do not have an observabtitecating, TVA uses internal analysis to assigromparabl
rating to the company. TVA discounts each finahicistrument using the historical default rate rf@sorted by Moody’s for the years 1983-
2008) for companies with a similar credit ratinggpa time period consistent with the remaining tefrthe contract.
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All derivative instruments are analyzed individyadind are subject to unique risk exposures. Tigeeggte counterparty credit risk
adjustments applied to TVA's derivative asset aatuility positions were decreases of $13 milliod &2 million at June 30, 2009, respectively.

Collateral. TVA's interest rates swaps, two of its currency swaipg,its swaption contain provisions that requied¢bunterparties
post collateral (in a form such as cash or a letteredit) under certain circumstances. Suchigiors typically require the party to post
collateral when the party’s liability balance untlee agreement exceeds a certain threshold. Férlie¥ilities, such thresholds are
predetermined under contractual arrangements.f 8gree 30, 2009, the aggregate fair value of ailvdéve instruments with crediisk relatet
contingent features that are in a liability positivas $784 million. TVA's collateral obligation aJune 30, 2009, under these arrangements
was $30 million, for which TVA has posted a $65lioil letter of credit. The letter of credit reddcthe available balance in TVA’'s $1.0
billion revolving credit facility that matures onayl 12, 2010. TVA's assessment of the risk of @daperformance includes a reduction in its
exposure under the contract as a result of thiredallateral.

Level 3 Information Unrealized gains (losses) on contracts classifieldeavel 3 valuations are included in regulatoryesss
(liabilities) until the contracts are settled. T\&kperienced significant unrealized losses on coatracts with volume options due to
significant declines in coal market prices durihg hine months ended June 30, 2009. TVA also eqpeed unrealized losses on the swaption
liability due to decreases in interest rates dutirggnine months ended June 30, 2009. Unrealosss on these instruments did not have a
material effect on liquidity or capital resourceéBVA recognized a loss of $27 million for an expEthet settlement expense related to the
termination of two coal supply contracts subseqtedune 30, 2009. There were no realized gaiisséls) during the three and nine months
ended June 30, 2009. At June 30, 2009, LevelBatiahs represent 14 percent of total assets medsitifair value and 60 percent of total
liabilities measured at fair value.

New Accounting Standards and Interpretations
The following accounting standards and interpretetibecame effective for TVA during 2009.

Fair Value Measurementsin September 2006, the Financial Accounting @ats Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 15Fair Value Measurement{“SFAS No. 157”). SFAS No. 157 provides guidanceusing fair value
to measure assets and liabilities that currentiyire fair value measurement. SFAS No. 157 alspards to investors’ requests for expanded
information about the extent to which companiessneaassets and liabilities at fair value, therimi@tion used to measure fair value, and the
effect of fair value measurements on earnings. SRA. 157 applies whenever other standards refuingermit) assets or liabilities to be
measured at fair value but does not expand thefuisér value in any new circumstances. SFAS NiY. &stablishes a fair value hierarchy that
prioritizes the information used to develop measwaet assumptions. SFAS No. 157 became effectiv€é\¥é\ on October 1, 2008. See Note
12 for additional information.

In February 2008, FASB issued FASB Staff Posititf5f”) FAS No. 157-2/Effective Date of FASB Statement No. 1§7#SP FAS
No. 157%-2"), which delays the effective date of SFAS Nb71for nonfinancial assets and nonfinancial liabistexcept for items that are
recognized or disclosed at fair value in the finahstatements on a recurring basis. This FSPydele effective date of SFAS No. 157 to
fiscal years beginning after November 15, 2008, iatetim periods within those fiscal years for iemithin the scope of this FSP. TVA has
utilized the deferral portion of FSP FAS No. 157er all nonfinancial assets and liabilities withis scope and is currently evaluating the fu
related impact.

In October 2008, FASB issued FSP FAS No.157@termining the Fair Value of a Financial Asset ¥hthe Market for That Asset
Is Not Activ” (“FSP FAS No0.157-3"). FSP FAS No.157-3 clarifie tpplication of SFAS No. 157 in a market thatdsactive. The
guidance emphasizes that determining fair valuenimactive market depends on the facts and ciramoss and may require the use of
significant judgment. FSP FAS No. 157-3 was effectipon issuance, including prior periods for whiimancial statements have not been
issued, and became effective for TVA upon its impatation of SFAS No. 157 on October 1, 2008. dthaption of FSP FAS No. 157-3 did
not materially impact TVA's financial condition,selts of operations, or cash flows.

In April 2009, FASB issued FSP FAS No. 157Betermining Fair Value When the Volume and Levehotivity for the Asset or
Liability Have Significantly Decreased and Ideritify Transactions That Are Not Orde” (“FSP FAS No. 157-4"). FSP FAS No. 157-4
clarifies the application of SFAS No. 157 in ingetimarkets and distressed or forced transactissges guidance on identifying circumstances
that indicate a transaction is not orderly, andhgles certain disclosure requirements regarding/édire measurements. FSP FAS No. 157-4
became effective for TVA as of April 1, 2009. Téoption of this FSP changed certain financiakstant disclosures
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but did not materially impact TVA's financial cottigin, results of operations, or cash flows.

In April 2009, FASB issued FSP FAS No. 107-1 andBAE8-1, “Interim Disclosures about Fair Value of Financial
Instruments.” This FSP requires summarized disclosures afadutalue of financial instruments for interim @ting periods of publicly
traded companies as well as in annual financiééstants. The guidance of this FSP is effectiverftarim and annual reporting periods enc
after June 15, 2009. At initial adoption, applicatof the FSP is not required for earlier perititst are presented for comparative
purposes. The disclosure provisions of this FSRulne effective for TVA as of April 1, 2009. Theogtion of this FSP changed certain
financial statement disclosures but did not mallgrimpact TVA'’s financial condition, results of epations, or cash flows. See Note 12 for
related disclosures.

Fair Value Option In February 2007, FASB issued SFAS No. 158hé Fair Value Option for Financial Assets and Hingl
Liabilities — including an amendment of FASB Statement No? {‘'B3-AS No. 159”). This statement permits an entity to choose to nreasu
many financial instruments and certain other itatfgir value. The fair value option establishgd3+AS No. 159 permits all entities to
choose to measure eligible items at fair valugatified election dates. A business entity wilog unrealized gains and losses on items for
which the fair value option has been elected imiegs at each subsequent reporting date. Mosteoptovisions in SFAS No. 159 are
elective. SFAS No. 159 became effective for TVA@ctober 1, 2008. As allowed by the statement, Tithnot elect the fair value option 1
the measurement of any eligible assets or liabditiAs a result, the adoption of SFAS No. 159aidmaterially impact TVA's financial
condition, results of operations, or cash flows.

Offsetting Amounts In April 2007, FASB issued FSP FIN No. 39-1Athendment of FASB Interpretation No. 3®%hich addresses
certain modifications to FASB Interpretation (“FINNo. 39, “Offsetting of Amounts Related to Certain ContrdctsThis FSP replaces the
terms “conditional contracts” and “exchange cortgawith the term “derivative instruments” as defthin SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activit,” as amended (“SFAS No. 133"). The FSP also permieporting entity to offset fair value
amounts recognized for the right to reclaim cadtatral (a receivable) or the obligation to reteash collateral (a payable) against fair value
amounts recognized for derivative instruments eteztwith the same counterparty under the same mastng arrangement. The guidance
in this FSP became effective for TVA as of OctobeP008. The adoption of this FSP did not matlriatpact TVA's financial position,
results of operations, or cash flows.

Disclosures about Transfers of Financial Assetslatatests in Variable Interest Entitiedn December 2008, FASB issued FSP FAS
No. 14(-4 and FIN No. 46(R)-8, Disclosures by Public Entities (Enterprises) abdtansfers of Financial Assets and Interests in &lale
Interest Entitie«.” This FSP requires public entities to provide addil disclosures about transfers of financial assktalso expands the
required disclosures pertaining to an enterprisg@vement with variable interest entities (“VIB=And is intended to provide more transparent
information related to that involvement. The neasctbsure requirements include additional informatiegarding consolidated VIEs, as well
as a requirement for sponsors of a VIE to discteséain information even if they do not hold a dligant financial interest in the VIE. The
disclosure provisions of this FSP became effedtv@ VA as of October 1, 2008. The adoption o6tRSEP changed certain financial staten
disclosures but did not materially impact TVA'sdincial condition, results of operations, or casiwf. See Note 15 for related disclosures.

Derivative Instruments and Hedging Activitiedn March 2008, FASB issued SFAS No. 16Disclosures about Derivative
Instruments and Hedging Activiti— an amendment of FASB Statement No.” {833FAS No. 161"), which establishes, among otherghin
the disclosure requirements for derivative instrotee@nd hedging activities. SFAS No. 161 amendsexpands the disclosure requiremen
SFAS No. 133 The disclosure provisions of SFAS No. 161 becarfectfe for TVA as of January 1, 2009. The adaptd this FSP
changed certain financial statement disclosureslioubot materially impact TVA financial condition, results of operations, csttlows. Se
Note 11 for related disclosure

Subsequent Eventsin May 2009, FASB issued SFAS No. 165utbsequent Evenitg*SFAS No. 165"). SFAS No. 165 establishes
principles and requirements for the period for vehicanagement must evaluate events and transastibsequent to the balance sheet date for
potential recognition or disclosure in its fina@tatements, the circumstances under which atyesttould recognize such events and
transactions, and the related disclosures. SFASLB8became effective for the three month peritdiregy June 30, 2009. The adoption of
SFAS No. 165 changed certain financial statemesti@sures but did not materially impact TVA'’s firgad condition, results of operations, or
cash flows. See Note 19 for related disclosures.

The following accounting standards have been issugichs of June 30, 2009, were not effective adrfot been adopted by TVA.
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Business Combinationsin December 2007, FASB issued SFAS No. 141(Blsiness Combinatiori{“SFAS No. 141(R)"). This
statement establishes principles and requirementietermining how an enterprise recognizes andurea the fair value of certain assets and
liabilities acquired in a business combination)uding non-controlling interests, contingent corsation, and certain acquired
contingencies. SFAS No. 141(R) also requires atfippr-related transaction expenses and restrungiodsts to be expensed as incurred rather
than capitalized as a component of the busines$ioation. In April 2009, FASB issued FSP FAS N41(R)-1, “Accounting for Assets
Acquired and Liabilities Assumed in a Business Goatlon That Arise from Contingenci” (“FSP FAS 141(R)-1"), to amend and clarify tt
initial recognition and measurement, subsequensuarement and accounting, and related disclosurgiagfrom contingencies in a business
combination under SFAS No. 141(R). The provisiohSEAS No. 141(R) and FSP FAS 141(R)-1 are effectis of the beginning of an
entity’s first fiscal year that begins on or afixcember 15, 2008. Early adoption is prohibit&&AS No. 141(R) and FSP FAS 141(R)-1 will
become effective for TVA as of October 1, 2009. AT&kpects that SFAS No. 141(R) and FSP FAS 141(Bjtldd impact the accounting for
any businesses acquired after the effective datieeske pronouncements.

Noncontrolling Interests In December 2007, FASB issued SFAS No. 18%¢ficontrolling Interests in Consolidated Financial
Statements, an amendment of ARB Nd.(83FAS No. 160”), which introduces significantafges in the accounting for noncontrolling
interests (formerly minority interests) in a pdfjisowned consolidated subsidiary. SFAS No. 160 dismges the accounting for and repor
for the deconsolidation of a subsidiary. SFAS N&0 tequires that a noncontrolling interest in asmhidated subsidiary be displayed in the
consolidated statement of financial position as@asate component of equity. SFAS No. 160 alsoiregjthat earnings attributed to the
noncontrolling interests be reported as part osotidated earnings, and requires disclosure ottréution of consolidated earnings to the
controlling and noncontrolling interests on theefad the consolidated income statement. SFAS B0 .wlill become effective for TVA as of
October 1, 2009. TVA expects that SFAS No. 16dagupact the accounting for any noncontrollingeirgists acquired after the effective date
of this pronouncement.

Employers$ Disclosures about Postretirement Benefit Plan Asséh December 2008, FASB issued FSP FAS No0.132(R)-1,
Employer’ Disclosures about Postretirement Benefit PlaneAss to require that an employer disclose the follogvinformation about the
plan assets: 1) information regarding how invesinadlocation decisions are made; 2) the majorgmaies of plan assets; 3) information about
the inputs and valuation techniques used to medauirealue of the plan assets; 4) the effect afJalue measurements using significant
unobservable inputs on changes in plan assethdqueriod; and 5) significant concentrations df risthin plan assets. This FSP will be
effective for fiscal years ending after DecemberZ9, with early application permitted. At iaitadoption, application of this FSP would
be required for earlier periods that are preseftedomparative purposes. TVA is currently evalgthe potential impact of adopting the F
on its disclosures in the financial statementse @toption of this FSP is not expected to matgriaipact TVA's financial position, results of
operations, or cash flows.

Transfers of Financial Assetsin June 2009, FASB issued SFAS No. 16B¢tounting for Transfers of Financial Assets - an
amendment of FASB Statement No. 1@8FAS No. 166”). This statement eliminates tuncept of a qualifying special-purpose entity
(“QSPE”) and subjects those entities to the sammeaalation guidance as other VIEs. SFAS No. l#hges the eligibility criteria for certain
transactions to qualify for sale accounting andabeounting for certain transfers. This statenadsu establishes broad disclosure objectives
and requires extensive specific disclosure requergmrelated to the transfers. SFAS No. 166 witidime effective for TVA for any transfers
of financial assets occurring on or after Octohe210. TVA is currently evaluating the potentrapact of the requirements of SFAS No. 166
on its financial position, results of operationasie flows, and disclosures in its financial statetsie

Variable Interest Entities In June 2009, FASB issued SFAS No. 16&nfendments to FASB Interpretation No.46(RBFAS No.
167"), which amends the consolidation guidance/iéts. SFAS No. 167 eliminates the consolidationpgcexception for QSPEs. The
statement amends the triggering events to deterifh@meentity is a VIE, establishes a primarily tiizdive model for determining the primary
beneficiary of the VIE, and requires on-going assemnt of whether the reporting entity is the priygiaeneficiary. SFAS No. 167 will become
effective for TVA on October 1, 2010, and will appb all entities determined to be VIEs as of anbdsgquent to the date of adoption. TVA is
currently evaluating the potential impact of thguieements of SFAS No. 167 on its financial positicesults of operations, cash flows, and
disclosures in its financial statements.

Accounting Standards Codificationln June 2009, FASB issued SFAS No. 168h& FASB Accounting Standards Codification and
the Hierarchy of Generally Accepted Accounting Bipites - a replacement of FASB Statement No. 168KAS No. 168). SFAS No. 168
establishes the FASB Accounting Standards Codifingt' Codification”) as the source of authoritative generally acceptedunting principle
to be applied by nongovernmental entities. Filitggthe SEC are made in accordance with GAAP. Atingly, even though TVA is a
government agency, SFAS No. 168 will apply to TVSEC filings. All guidance contained in the
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Codification carries the same level of authoriBFAS No. 168 will become effective for TVA begingiwith its financial statements issued for
interim and annual periods ending after Septembg2009. The adoption of SFAS No. 168 may chargiim financial statement disclosures
but is not expected to materially impact TVA's fivwéal condition, results of operations, or cashvBo

Corporate Governance

Director Robert M. Duncan began serving as Chairofahe TVA Board upon the expiration of Directoiillédm B. Sansomrs term a:
Chairman on May 18, 2009. Director Sansom is ai#hd to remain on the TVA Board as a director Iuh& date on which a successor takes
office or the end of the current session of Congresichever is earlier. Currently, Director Sans@mains on the TVA Board.

Director Donald R. DePriest resigned from his positas a Director of the TVA Board effective asAqfril 8, 2009.
Legislative and Regulatory Matters
President’s Budget

The 2010 President’s Budget proposes to approgtiatis for TVA’s OIG out of TVA revenues beginniimg2010. Currently, TVA's
OIG is funded directly from TVA revenues, subjextite TVA Board’s approval.

Proposed Legislation and Regulation

On January 14, 2009, Representative Nick J. R#doali West Virginia introduced H.R. 493, a bill whigvould direct the Secretary of
the Interior to promulgate regulations concernimg $torage and disposal of coal ash. This bilivdran the regulatory model for
impoundments that is used for coal slurry managémneder the Surface Mining Control and Reclamafgohof 1977. TVA understands that,
at this time, further action on this bill has bg@stponed awaiting issuance of new federal reguiatby the EPA. Additional regulatory and
legislative proposals to regulate coal ash pondgassible.

On June 26, 2009, the House of Representativeg@&tfR. 2454, the “American Clean Energy and Secéat of 2009.” This bill is
a comprehensive energy and climate change bdlmHjor impact would be the establishment of neyuirements for the reduction of
greenhouse gas emissions from a wide-range of egurecluding electric utilities. Under a new “capd trade” program, allowances would be
provided directly to retail electric suppliers, lvitequirements on such suppliers to utilize sutdwances in a manner that would minimize the
rate impacts on their retail customers.

H.R. 2454 would also establish a Federal Combirfédi&cy and Renewable Electricity Standard (“CER) under which covered
retail electric utilities would be required to meequalifying renewable energy/energy efficiencycpatage of 20 percent by calendar year
2020. As presently drafted, the CERES would applyVA with respect to its sales to its directlynged customers and to the larger
distributors of TVA power. In addition, on June, 2009, the Senate Energy and Natural Resourcesritga agreed upon original committee
bill S.1462, supported by both Chairman Jeff Bingarand Ranking Member Lisa Murkowski, which woustldlish a qualifying renewable
electricity/energy efficiency percentage of 15 pettdby calendar year 2021. Like its House coumtgsthe Senate version would apply to
TVA with respect to its sales to its directly-sesh@istomers and to the larger distributors of T\tAvpr.

On April 24, 2009, the EPA published a proposahwito distinct findings regarding greenhouse gaseter the CAA. The EPA is
proposing to find that the current and projectedcemtrations of six key greenhouse gases in thesgthere threaten the public health and
welfare of current and future generations. Thieferred to as the endangerment finding. The EBHArther proposing to find that the
combined emissions of greenhouse gases from nearmelhicles and motor vehicle engines contributénéoatmospheric concentrations of
key greenhouse gases and hence to the threatr@dtelichange. This is referred to as the causentriloute findings. If the EPA proposals
become final, these findings would allow regulatarCO, and other greenhouse gases under the CAA and wegltre the EPA to issue

emissions limits for greenhouse gases from autole®bind light trucks. The endangerment findingjnsilar to findings that trigger regulation
of other sources, including stationary sources sischlectricity generating facilities, and coulddeo regulation of greenhouse gas emissions
from electric generating facilities and other s@stc
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For a discussion of additional environmental legish and regulation, s&&hallenges During 2009 - New Generation - Renev&ble
and Clean EnergandEnvironmental Matters

TVA cannot accurately predict whether the initiaBwiscussed above will become law in the futudg #rso, in what form and what
their impact would be on TVA. Moreover, given thature of the legislative process, it is possibl hew legislation or a change to existing
legislation that has a significant impact on TVA®ivities could become law with little or no adeamotice. As a federal entity, the very
nature of TVA can be changed by legislation. Fdisaussion of the potential impact of legislatard regulation on TVA, see Item 1A, Risk
Factors in the Annual Report and Part Il, Item Risk Factors in this Quarterly Report.

Environmental Matters
Air Quality Control Developments

A federal appeals court on December 23, 2008, teanipreinstated the EPA’s CAIR that would requd@ mostly eastern states —
including those where TVA operates — to reduce simis of SO,, NO, , and particulate matter. The reinstatement Wilathe EPA to

rewrite the cap-and-trade portion of the rule xotfie flaws, in accordance with the court’s Julgidi®en inNorth Carolina v. EPAhat vacated
the cap-andrade regulation. The court declined to set a lilmador the EPA to rewrite the rule. As discussethe Annual Report, TVA pla
to continue its previously announced emissionsagdi program. These plans were established basd¢ide CAIR rule.

On December 22, 2008, the EPA designated areasghoot the U.S. as "non-attainment” and "unclassiéi/attainment” for the 24-
hour national ambient air quality standard for PM Two hundred eleven counties or parts of countiess designated as non-attainment

based on the recommendations provided by stategilpd, as well as additional supporting inforroatprovided by states, tribes, and the
public. In the Tennessee Valley region, McCrackennty and a portion of Muhlenberg County in Kekiuaere designated as non-
attainment. TVA operates coal-fired power plantbdth of these counties. In Tennessee, Montgonkaryx, Loudon, Anderson, and Blount
counties, as well as portions of Humphreys, Steveand Roane counties around TVA'’s power plantsevedso designated as non-
attainment. These designations are currently urelgéew as part of the new Administration’s plan filanaging the federal regulatory
process. When final non-attainment designationsine effective, state and local governments wiltdzpuired to take steps to control fine
particle pollution in non-attainment areas. Thsteps may include stricter controls on industiailfties, including TVA's power plants, and
additional planning requirements for transportatielated sources. States must submit their plauiset EPA within three years after the EPA
makes final designations. Areas are requiredttorathe standard no later than 5 years afterffieetese date of the designations. The EPA
may grant attainment date extensions for up todidditional years in areas with more severe Rigroblems as well as in areas where

emissions control measures are not available silflea

In December 2008, TVA completed construction angblbeoperation of the flue gas scrubber at Bull RBall Run is a single-unit
plant with a capacity of 870 MWs located near O&dgR, Tennessee. This state-of-the-art contrabsysemoves more than 90 percent of the
plant’'s SO, emissions, and is one of the actions required &ycdurt in its decision in the lawsuit brought bg State of North Carolina agail

TVA. See Note 18 —C€ase Brought by North Carolina Alleging Public Narise.
Water Quality Control Developments

As reported in the Annual Report, the U.S. Supr@uaaert granted a petition filed by the Utility Wat&ect Group, Entergy Corporatic
and PSEG Fossil LLC for review of the U.S. CourApipeals for the Second Circuit remand of the EFAisse |l Rule for cooling water
intakes. TVA and the attorneys general of sevadks, including Alabama, Kentucky, and Tennessgmorted this petition. The Court
limited its review to one issue: “Whether Sectidib@®) of the CWA authorizes the EPA to comparesusth benefits in determining the ‘best
technology available for minimizing adverse envir@ntal impact' at cooling water intake structurestie Department of Justice and industry
petitioners defended the EPA rule supporting thecept that costs under the rule should be limitethdse that are “not significantly greater
than” the benefits to be derived. On April 1, 200% Supreme Court EBntergy Corp. v. Riverkeepemc., agreed with the industry
petitioners and ruled that the EPA can comparesagih benefits to determine the technology thasinoe used at cooling water intake
structures. This decision overturns the Secondu@iruling that federal clean water law does rainpit the EPA to consider the cost-benefit
relationship in deciding the best technology avdddo minimize adverse environmental impact. eter now goes back to the Second
Circuit for further proceedings.
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On May 28, 2009, TVA met with TDEC to discuss TVAERNned actions in 2009 with regard to operatatriBVA's Cumberland to
mitigate the impacts of the low river flow condit®experienced in the Cumberland River as a reétiie Wolf Creek and Center Hill dam
repairs being performed by the U.S. Army Corps mfiEeers. While the official state-issued periniiit for Cumberland remains unchanged,
TVA agreed to take some additional mitigating stefib regard to plant operations, and perform add#@l monitoring to assess the impacts to
fish and wildlife during the summer months. TDE@snalso informed that de-rating the plant was st bption for limiting the heat
discharged to the river, that the temporary coolowgers installed in 2008 would not be restarted, that TVA was initiating an engineering
study for permanent cooling towers.

Hazardous Substances

General Waste Products Sit&seneral Waste Products, a facility located iarsville, Indiana, was a scrap metal salvage yaat t
operated from the 1930s until 1998. The origirefeddants in a CERCLA action have filed a thirdtypaomplaint against TVA and others
seeking cost contribution for cleanup of contamorafrom lead batteries and PCB transformers afabiity. There is evidence that TVA s¢
scrap metal to the facility, but TVA has not folemaly records indicating that it sent batteries oBRQuipment. There are two cleanup sites at
the facility. As of February 2009, the total renagihn cost for both sites was expected to excdédrillion. No allocation of shares of clean
up costs has been made at this time, so TVA'’s gtfdtee costs is uncertain at this time. Triadédeduled to begin on July 12, 2010.

Ward Transformer Site The Ward Transformer site in Raleigh, North diam is contaminated by PCBs from electrical
equipment. There is documentation showing that BeéAt a limited amount of electrical equipment agrihg PCBs to the site in 1974. A
working group of potentially responsible partidse(tPRP Work Group”) is cleaning up on-site contaation in accordance with an agreement
with the EPA. The cleanup effort has been diviohed four phases: two phases of soil cleanup;pmrese of cleanup of off-site contamination
in the downstream drainage basin; and one phasgppiemental groundwater remediation. The cognag for the first phase of soil cleanup
is approximately $55 million. The cost estimatetfee second phase of soil cleanup is $10 milliistimates for cleanup of off-site
contamination in the downstream drainage basingdirggn $6 million to $25 million. There are noiaddle estimates for the supplemental
groundwater remediation phase. On April 30, 2888, PRP Work Group sued TVA and other potentiaiponsible parties in federal court
regarding the two phases of soil cleanup. TVAd@reed to settle this lawsuit and its potentiddility for the two phases of soil cleanup for
$0.3 million. The settlement with respect to thistftwo phases does not prohibit TVA from havirabllity in connection with the other two
phases or any natural resource damages.

Reportable Events

Widows Creek Gypsum Pondh discharge from the gypsum containment pond/@tows Creek in Stevenson, Alabama, was
discovered January 9, 2009, by contractors who wenelucting a routine inspection. The dischargpsd the same day it was discovered
when the level of the pond reached the level ofttosed weir. TVA determined that a cap had dggal from an unused 36eh standpipe i
the gypsum pond which allowed water and gypsunypabs the existing weir system and drain into tfjacent settling pond, filling it to
capacity and causing it to overflow. TVA notifiapgpropriate federal and state authorities. TVdilthe unused pipe with 120 cubic yards of
grout.

The containment ponds hold gypsum, which is a bggebof the limestone used in TVA’s scrubbers tlean SO, from coal-plant

emissions. Although the gypsum from the WidowseRris not sold commercially, gypsum contains catcsulfate, which is commonly used
in drywall for construction applications. The @bed material contained water and a mixture ofgraédantly gypsum and some fly ash.

TVA is working with the EPA and the ADEM to contietio sample the water. TVA also notified local ggzatompanies following the
release. The EPA and TVA are working from a forieating plan, approved by ADEM, which includesitgkwater samples on the Tennes
River and Widows Creek. The levels of metals,dmland nutrients detected from the Tennessee Riedvelow the national primary drinking
water standards that apply to public water systiemgeated water.

Dredging of Widows Creek began on April 18, 200%e dredge plan has been approved by ADEM and t8eRish and Wildlife
Services (“FWS”). The plan includes consideratiatith the objective of ensuring that material immed from Widows Creek using
environmentally acceptable methods. ADEM and F\WScarrently evaluating any additional work thatynhe required. All additional plans
will be reviewed internally and will be approvedhecarrently with the NEPA Environmental Assessmedtirrent estimates related to the
remediation of the Widows Creek spill are approxeha$9 million.
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On April 3, 2009, ADEM issued a Notice of Violatiamd a Proposed Consent Order for several alleigdations of the Alabama
Water Pollution Control Act at Widows Creek, incdliogl the January 9, 2009, gypsum pond dischargeEMEnade a preliminary
determination that the alleged violations warraneaforcement action with a civil penalty, and alebermined that the alleged violations were
appropriate for resolution by Consent Order, a raeidm whereby TVA may agree to certain terms amdlitions to resolve the violations
without the need for more aggressive enforcemedtitigation. The Proposed Consent Order wouldiiegpayment of a $25,000 civil pene
and submission of engineering reports relatedaxage impoundments at both Widows Creek and otk fRcilities in Alabama on a
schedule defined in the Proposed Consent OrdeA fas responded to the Proposed Consent Order ahdiith ADEM on May 22, 2009, to
discuss the ongoing activities at the plant andbtiogisions of the Proposed Consent Order in metaild During the meeting, ADEM agreed
that Colbert was the only other facility of interesth regard to submission of an engineering rep@m May 29, 2009, TVA submitted written
comments on the Proposed Consent Order to ADEMA iB\awaiting a response from ADEM on the commemts/ided.

Ocoee Hydro Plant On January 3, 2009, TVA opened the Ocoee No. 8sslgiates to lower the reservoir elevation to prefar
work on Ocoee No. 2 Dam. On January 4, 2009, langeunts of sediment were released downstream adowee No. 2 Dam and around the
Olympic Course, and a number of fish were kill&h January 9, 2009, TDEC issued a Notice of Violafor the release of sediments,
instructing TVA to cease sluicing operations fromoB®e No. 3 Dam and to restore the affected arézedDcoee River to pre-event status.

On January 12, 2009, TDEC issued a Director’s Qumegrlacing the Notice of Violation. The orderu@&gd TVA to cease all sluicing
operations, submit a restoration plan for the saabf river between Ocoee No. 3 Dam and Ocoee NRmv@erhouse, and submit a Best
Management Practices plan. TVA complied with thgeo and ceased sluicing. On January 22, 2009, $M#nitted a plan for restoration and
a Best Management Practices plan.

On April 3, 2009, TDEC approved the operation & $fuice gates at Ocoee No. 3 Dam for flood riskagament and recreational
releases for the 2009 recreational season prowverdin conditions are met regarding minimum pdeVation during sluicing, upstream
operations, duration of releases, and onsite observof the first two releases.

Legal

TVA is subject to various legal proceedings andhesathat have arisen in the ordinary course ofriess. These proceedings and
claims include the matters discussed below whiclvide updates to the legal proceedings and claistaussed in the Annual Report. TVA |
accrued approximately $15 million as of June 3@R@vith respect to the proceedings describedsiAiinual Report as updated below, as well
as approximately $1 million with respect to othavgeedings that have arisen in the normal cour3d/éfs business. No assurance can be
given that TVA will not be subject to significandditional claims and liabilities. If actual lialies significantly exceed the estimates made,
TVA's results of operations, liquidity, and finaaticondition could be materially adversely affect&ke Item 3, Legal Proceedings in the
Annual Report.

Legal Proceedings Related to Kingston Ash Pond.Si8leven lawsuits based on the Kingston ash spilt lhaen filed, all of which
are pending in the United States District Courttfar Eastern District of Tennessee at Knoxville.

* Mays v. TVA(proposed class action). TMaysplaintiff claims to be a riparian owner on the ClinRiver portion of Watts Be
Reservoir downstream from Kingston; he has suebledralf of himself and others similarly situatecheTplaintiff seeks to represent a
class of persons defined as riparian owners doeastrfrom Kingston on the Clinch River and EmoryeRigortions of Watts Bar
Reservoir. The complaint asserts private nuisamceseeks compensatory dama

« Blanchard v. TV/(proposed class action). TBé&anchardplaintiffs are eight individuals who have sued @hmalf of themselves and
others similarly situated. The plaintiffs seeképresent a class of persons who own propertysisiegen a defined area near
Kingston. The plaintiffs allege causes of actiasdxd in tort — negligence, negligence per se, gregkgence, trespass, nuisance, and
strict liability — and inverse condemnation. Ptidfa seek compensatory and punitive damages gnddtive relief relating to spill
remediation, including an order directing TVA tantumedical monitoring

« Gilthane v. TV(proposed class action). TGilthaneplaintiffs are six individuals and a business wlawdsued on behalf
themselves and others similarly situated. Thenifés seek to represent a class of persons whomaperty, reside, or conduct
business within a 25-mile radius of Kingston. Tteintiffsallege causes of action based in toregligent trespass, intentional
trespass, negligence, gross negligence,
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liability, nuisance, and negligence per se. Thanpiffs seek compensatory and punitive damagesrgadctive relief relating to spill
remediation, including an order directing TVA tantumedical monitoring.

« Raymond v. TV.. TheRaymoncplaintiffs are 26 owners of property in the are&ofgston. The plaintiffs allege causes of act
based in tort — negligence, negligence per sesgregligence, trespass, nuisance, and strictityabiland inverse condemnation. The
plaintiffs seek compensatory and punitive damageisiunctive relief relating to spill remediatic

e Auchard v. TVL TheAuchardplaintiffs are 277 adults and minors who allegesilyn property and/or reside in the vicinity of the
Kingston ash spill. The plaintiffs allege causéadation based in tort — public nuisance, statutmuiglic nuisance, private nuisance,
trespass, negligence, gross negligence, negligesrcge, negligent infliction of emotional distreiséentional infliction of emotional
distress, strict liability for ultra-hazardous &y, and increased risk of future harm. The piéfimseek compensatory damages and
injunctive relief relating to spill remediation,dluding an order directing TVA to fund medical miaming.

e Scofield v. TVA TheScofieldplaintiffs are 18 individuals and a farm busine$se plaintiffs assert causes of action basedrinto
negligence, negligence per se, gross negligerespdss, nuisance, and strict liability — and irvexandemnation. Plaintiffs seek
compensatory and punitive damages and injunctiNef relating to spill remediatior

« Longv. TVA(proposed class action). TLongplaintiffs are 43 individuals who own property amdfeside in the vicinity of Kingsto
or do business in the area; they have sued onfleftthemselves and others similarly situated. plantiffs seek to represent a class
of all similarly situated persons within a 10-misius of Kingston who have been injured in somg imathe ash spill. As to TVA,
the plaintiffs assert causes of action based indar — negligence, gross negligence, recklessmélful misconduct, wanton
misconduct, negligence per se, trespass, nuisati@hazardous activity, misrepresentation andéud, medical monitoring,
intentional infliction of emotional distress, andgtigent infliction of emotional distress — andaaéssert NEPA claims under the
Administrative Procedures Act. Plaintiffs seek gamsatory and punitive damages and injunctivefrediating to spill remediation,
including an order directing TVA to fund medical nitwring. The plaintiffs also named four TVA empées as defendants, alleging
both state law torts and constitutional tort clai

In response to the lawsuits, TVA has filed thedwaling pending motions
¢ To dismiss all the tort claims on federal discnetity function grounds

e To dismiss all the inverse condemnation claimshenground that the factual allegations are insigfficto state an inver:
condemnation clairr

« To dismiss all the punitive damages claims on tloeiigd that such damages may not be recovered aJaids a federa
executive branch agency, because Congress hagpressly authorized such damages against 1

* To dismiss all the jury demands against TVA becalsegress has not provided a right to a jury aigdinst TVA in actions suc
as these

* To dismiss the NEPA claims in tliLongcase on the ground that the court is without jictsoh to review TV£'s ongoing spil
response activities because those activities ang lsenducted under CERCL,

« To dismiss the individual TVA employee defendantshieLongcase because the state law claims are precluddtebyederal
Employees Liability Reform and Tort Compensatiort 6£1988, and the constitutional allegations asufficient to state a
Bivenscause of actior

TVA has received several notices of intent to sugew various environmental statutes from environadegroups and individuals.

As of June 30, 2009, TVA has acquired 121 tractsgaid approximately $61 million in connection wittese acquisitions. A portion

of this amount has been recorded as property,,@adtequipment, and a portion has been chargexbense. In addition, TVA has received
substantial other claims from private individuatglaompanies allegedly affected by the ash spil,ihexpects to receive additional claims.
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Case Brought by North Carolina Alleging Public Narise. On January 30, 2006, North Carolina filed sgaiast TVA in the United
States District Court for the Western District adith Carolina alleging that TVA's operation of @sal-fired power plants in the States of
Tennessee, Alabama, and Kentucky constitute pabigances. North Carolina asked the court to impaps on emissions of certain
pollutants from TVA'’s coal-fired plants that Nor@arolina considers to be equivalent to caps onsars imposed by North Carolina law on
North Carolini’s two largest electric utilities. On January 2809, the court held that emissions from the BulhRKingston, John Sevier
Fossil Plant (“John Sevier"and Widows Creek constitute a public nuisance. firaethree plants are located in Tennessee, aitbWwé Creel
is located in Alabama. The court declined to oty relief as to the remainder of TVA'’s coal-fireldnts, holding that their emissions did not
significantly impact North Carolina.

The court ordered that:
* The flue gas scrubbers and SCRs currently operatiByll Run be properly maintained and operatett yeund.

« The scrubbers under construction at Kingston bepteted by December 31, 2010, and that King's scrubbers and SCF
be properly maintained and operated -round.

¢ Scrubbers and SCRs be installed and in operatioallféour units at John Sevier by December 31,12

* TVA complete its plan to modernize the two existsagubbers at Widows Creek, and install scrubbedsSCRs at Widows
Creek Units -6 by December 31, 201

Additionally, the court required units at the nanpdahts to meet specified emission rates and arntnoahge caps for NQand SO,

after the applicable operation dates for the saetdobFinally, the court required TVA’'s CEO to maemi-annual reports to the court of T\EA’
progress in complying with the order.

TVA was already in the process of performing omplag to perform some of the actions ordered bycthet. For example, the
court’s requirements with respect to Bull Run aridgston are consistent with TVA's current operatimgcedures and construction schedule,
and the modernization of the two existing Widowsé&k scrubbers has been completed. The court’s mileequire TVA to accelerate its
schedule in some cases, such as by adding scrudmietSCRs at John Sevier by December 31, 2011, thlegprevious schedule called for
completing the scrubbers in mid-2012 and complettimgSCRs by 2015. The court-ordered scrubbersS&@Rk at Widows Creek Unit 1-6
were not in TVA’s previous clean air plan. Advamgithe construction schedule or taking additiorcéibas will likely increase TVA'’s
expenses or cause TVA to change the way it opetiatase facilities.

TVA currently estimates that the total cost of tekall of the actions required by the court woutddpproximately $1.7 billion in
fiscal years 2009 through 2014. Of this amountATWas already planning to spend approximately ®@l&n before the court issued its
order. These costs represent the clean air cajpisd for John Sevier and Widows Creek Units JAile Bull Run, Kingston, and Widows
Creek Units 7-8 were named in the court ordergcthan air controls required by the order for theisiés are already complete or near
completion; accordingly, the order did not affdu tapital costs for these units. There couldtheraost impacts, including fuel, variable
operations and maintenance expense, and fixedtogpesand maintenance expense, and those cosisdee evaluation.

On May 29, 2009, TVA appealed the district coudegision to the United States Court of AppealgtierFourth Circuit. TVA also
filed a motion requesting the district court toysita injunction during the appeal process.

Case Involving Opacity at Colbert Fossil Plar®n September 16, 2002, the Sierra Club, andiigama Environmental Council
filed a lawsuit in the United States District Cofat the Northern District of Alabama alleging tHaYA violated CAA opacity limits applicable
to Colbert between July 1, 1997, and June 30, 200 plaintiffs sought a court order that woulddaequired TVA to incur substantial
additional costs for environmental controls and piail penalties of up to approximately $250 mitlio The district court initially dismissed the
complaint, finding that the challenged emissionsengithin Alabamas two percent de minimis rule, which provided aed#rbor if nonexem
opacity monitor readings over 20 percent did na@uoenore than two percent of the time each qua@®r.November 22, 2005, the United
States Court of Appeals for the Eleventh Circuil€venth Circuit”) affirmed the district court’satnissal of the claims for civil penalties but
held that the Alabama de minimis rule was not aglie because Alabama had not yet obtained the E&gproval of that rule. The case was
remanded to the district
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court for further proceedings. The district cduetd that TVA had exceeded the 20 percent opaiaity (measured in six minute intervals) at
various times between January 3, 2000, and Septe36b@002. On January 6, 2009, after a remededsnt December 2008, the district court
dismissed the case, finding that the plaintiffs hatlestablished that a permanent injunction agd# was justified, and that the case was
moot.

Case Involving Alleged Violations of the New SouRReview Regulations at Bull Run Fossil Plarithe National Parks Conservation
Association and the Sierra Club filed suit agaiM¢A on February 13, 2001, in the United States isCourt for the Eastern District of
Tennessee, alleging that TVA did not comply with Mew Source Review requirements of the CAA whe\Tepaired Bull Run. The trial
was completed the week of July 7, 2009. TVA hasailted the control equipment that the plaintiégls to require TVA to install in this case,
and it is unlikely that an adverse decision wiluk in substantial additional costs to TVA at BRlin. An adverse decision, however, could
lead to additional litigation and could cause T\®Aristall additional emission control systems sastscrubbers and SCRs on units where they
are not currently installed, under constructionplanned to be installed. It is uncertain whethere would be significant increased costs to
TVA.

Case Involving AREVA Fuel FabricatianOn April 19, 2007, AREVA filed suit in the UnideStates District Court for the Eastern
District of Tennessee, alleging that a contrachwiVA and AREVA's predecessor required TVA to puash certain amounts of fuel
fabrication services for TVA's Bellefonte NucledaPRt and/or to pay a cancellation fee. The patt@se agreed to a settlement under which
TVA will pay AREVA $18 million in six annual instahents of $3 million, ending in 2013. If AREVA, any affiliate, performs work for TV
during this period and the invoiced amount is ast&20 million above amounts set forth in the agrent, TVA’s annual payment will be
reduced by $1 million for each such $20 millionheTcase was dismissed on February 17, 2009.

Case Involving the General Waste Products SitesJuly 2008, a third-party complaint under CHRGwas filed against TVA in the
District Court for the Southern District of Indigradleging that TVA and several other defendamtpased of hazardous materials at the
General Waste Products sites in Evansville, Indiali@A was named in the complaint based on allegatthat TVA arranged for the disposal
of contaminated materials at the sites. The coimipédso includes a claim under state law for #ease of hazardous materials. The other
third-party defendants are General Waste ProdGetegeral Electric Company, Indianapolis Power arght,iNational Tire and Battery, Old
Ben Coal Co., Solar Sources Inc., Whirlpool, Wi@wunty Coal, PSI, Tell City Electric Departmentpftier Kemper, Speed Queen, Allan
Trockman (the former operator of the site), andGitg of Evansville. This action was brought by tBvansville Greenway PRP Group, a
group of entities who are currently being suechimtinderlying case for disposing of hazardous rizddéeat the sites, in order to require the
third-party defendants to contribute to, or pay for,rdraediation of the sites. As of February 2009 tthal remediation cost for both sites v
expected to exceed $10 million. While the compldies not specify the exact types of hazardoustanbes at issue, a subpoena sent to TVA
in 2003 by the owner of the sites reflects thatghimary issues involved lead from batteries an@®@€om transformers. TVA has found no
records indicating that it arranged for disposahefse types of hazardous substances at the Sitia.is scheduled to begin on July 12, 2010.

Case Involving the Ward Transformer Sitdhe Ward Transformer site in Raleigh, North Qias is contaminated by PCBs from
electrical equipment. There is documentation shgwiat TVA sent a limited amount of electrical goment containing PCBs to the site in
1974. A working group of potentially responsibkrtes (the “PRP Work Group”) is cleaning up oresibntamination in accordance with an
agreement with EPA. The cleanup effort has beeidelil into four phases: two phases of soil cleaoup phase of cleanup of off-site
contamination in the downstream drainage basin;caedphase of supplemental groundwater remediafitwe. cost estimate for the first phase
of soil cleanup is approximately $55 million. Témst estimate for the second phase of soil clea$p0 million. Estimates for cleanup of off-
site contamination in the downstream drainage basige from $6 million to $25 million. There are reliable estimates for the supplemental
groundwater remediation phase. On April 30, 2888, PRP Work Group sued TVA and other potentiaiponsible parties in federal court
regarding the two phases of soil cleanup. TVAd@reed to settle this lawsuit and its potentiddility for the two phases of soil cleanup for
$0.3 million. The settlement with respect to thistftwo phases does not resolve any potentiailiiain connection with the other two phases
or any natural resource damages.

Administrative Proceeding Regarding Bellefonte MaclPlant Units 1 and.2In August 2008, TVA asked the NRC to reinstate t
construction permits for its two unfinished nucleaits at the Bellefonte site. On March 9, 200RNissued an order to TVA reinstating the
construction permits for Bellefonte Units 1 andn2l aeturning Bellefonte to a terminated status. Mamch 30, 2009, the Blue Ridge
Environmental Defense League (“BREDL”) filed a gieti in the United States Court of Appeals for Bistrict of Columbia Circuit asking the
court to review the NRC'’s decision to reinstate ¢hastruction permits. On May 8, 2009, BREDL, Bedlefonte Efficiency and Sustainability
Team (“BEST"), and the Southern Alliance of CleareEy (“SACE") filed a petition to intervene, rectied a hearing, and raised several
contentions regarding reinstatement of the constmupermits. Holding
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their other contentions in abeyance, the NRC ditite petitioners, TVA, and NRC staff to submiefsr addressing the threshold question of
the NRC's statutory authority to reinstate the ¢artdion permits. Briefs were filed on June 3 d0d 2009.

Administrative Proceeding Regarding Bellefonte MaclPlant Units 3 and .4TVA submitted its COLA to the NRC for Bellefonte
Units 3 and 4 in October 2007. If approved, tkerise to build and operate the plant would be tssu@VA. Obtaining the necessary license
would give TVA more certainty about the cost andesitule of a nuclear option for future decisiontie TOLA for two AP1000 reactors at
Bellefonte was docketed by the NRC on January @882indicating the NRC found it complete and téchlly sufficient to support the NRC’s
more detailed reviews.

On June 6, 2008, a joint petition for interventamd a request for a hearing was submitted to th€ BWRBEST, BREDL, and
SACE. The petition raised 19 potential contentiaith respect to TVA's COLA. The Atomic Safety ahitensing Board presiding over the
proceeding subsequently denied standing to onleegbé¢titioners and accepted four of the 19 cordgastsubmitted by the remaining two
petitioners. The admitted contentions involvedstioas about the estimated costs of the new nupleat, the storage of low-level radioactive
waste, and the impact of the facility’s operatiangarticular the plant intake, on aquatic speciesFebruary 2009, the NRC dismissed the
contentions related to low-level radioactive wastehearing on the remaining contentions will badacted in the future.

The TVA Board has not made a decision to consauatw plant at the Bellefonte site, and TVA conginito evaluate all nuclear
generation options at the site.

Administrative Proceeding Regarding Watts Bar Nacklant Unit 2. On July 15, 2009, SACE, the Tennessee Enviroramhent
Council, the Sierra Club, We the People, and BRHERU a request for a hearing and petition to iméeie in the NRC administrative process
reviewing TVA'’s application for an operating licenfor Watts Bar Unit 2. The petitioners raisedesal/contentions including contentions
related to TVA’s environmental review of the prdjead the NRC'’s basis for confidence in the avditgtof a spent fuel repository and a safe
means of interim spent fuel storage at nucleart@@s. TVA plans to respond to these contentigndugust 7, 2009.

Completion of Browns Ferry Unit 1, Team IncentiveeHPool Claims Under the contracts for the restart of TVA's Brs Ferry Unit
1, TVA and the engineering and construction comttag Bechtel Power Corporation (“Bechtel”) andr&@ Webster Construction Inc.
(“Stone and Webster”), respectively, are to shara team incentive fee pool funded from cost savimased on under runs in the budgets for
their respective work scopes. In 2008, Bechtetadito settle its team incentive fee claim for ynpent of $15 million, conditioned upon
Bechtel receiving an additional payment equal pamount over $15 million that Stone and Websteeires in resolution of its team
incentive fee claim. On August 20, 2008, the TV@&aBd approved a proposed settlement of varioumslaiith Stone and Webster for
consideration in the amount of approximately $28iom, of which approximately $16 million represedtStone and WebstsrTeam Incentiv
Fee Pool claim recovery.

Information Request from the ERAON April 25, 2008, TVA received a request frdm EPA under section 114 of the CAA
requesting extensive information about projectsnat the operations of 14 of TVA’s 59 cdakd units. These 14 units are located in theeS
of Alabama, Kentucky, and Tennessee. This redoestformation is similar to but broader than sewtl14 requests that other companies
have received during the EPA’s New Source Reviefgreament initiative. TVA has responded to thiguest. The EPA’s request could be
the first step in an administrative proceeding agfal VA that could then result in litigation in tieurts.

Employment ProceedingsTVA is engaged in various administrative andalggroceedings arising from employment disputelsesg
matters are governed by federal law and involveegsdypical of those encountered in the ordinays® of business of a utility. They may
include allegations of discrimination or retaliatiéncluding retaliation for raising nuclear safetyenvironmental concerns), wrongful
termination, and failure to pay overtime underHadr Labor Standards Act. Adverse outcomes inglpeeceedings would not normally be
material to TVA'’s results of operations, liquidignd financial condition, although it is possilitattsome outcomes could require TVA to
change how it handles certain personnel matteoperates its plants.

Litigation with Potential Impact on TVA

Case Involving State of AlabarsaRevised Opacity Rule On December 12, 2008, Alabama Environmental Cidusierra Club, Inc.
Natural Resources Defense Council, and Our Chi's Earth Foundation filed a petition for reviewthre U.S. Court of Appeals for the
Eleventh Circuit seeking review of a final EPA ralgproving revisions to the visible emissions (dyaportion of the Alabama State
Implementation Plan. TVA, Alabama Power Compamg ADEM have been allowed to intervene in thightion. On April 3, 2009, the EF
granted a petition for reconsideration of the raled on April 6, 2009, Alabama Power Company petéd for review of that EPA
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decision. On April 9, 2009, the EPA moved for &uwntary remand in order to reconsider its approfdhe rule. Alabama Power Company,
the ADEM, and TVA filed oppositions to the EPA’swand motion.

Case Involving North Carolina Petition to the EPA In 2005, North Carolina petitioned the EPA un8ection 126 of the CAA to
impose additional emission reduction requirememtsSfO, and NO, on coal-fired power plants in 13 states, including states where TVA'’s

coal-fired power plants are located. In March 2086 EPA denied the North Carolina petition priityaon the basis that CAIR remedies the
problem. In June 2006, North Carolina filed a tpati for review of the EPA’s decision with the D.Circuit. On October 1, 2007, TVA filed a
friend of the court brief in support of the EPA'sadision to deny North Carolina’s Section 126 petiti The D.C. Circuit ordered the parties,
including TVA, to file new briefs in the case amdaddress what should happen if the court vaca#¢R.COn March 5, 2009, the D.C. Circuit
remanded the case to the EPA for reconsideratidts decision to deny North Carolina’s petition.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There are no material changes related to markefrosn the market risks disclosed under Item 7, Bggment’s Discussion and
Analysis of Financial Condition and Results of Ggiems —Risk Management Activitiés the Annual Report.

ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

An evaluation has been performed under the supervif TVA management (including the president ahiéf executive officer) and
members of the disclosure control committee (inicigdhe chief financial officer and the vice premitl and controller) of the effectiveness and
the design of TVA'’s disclosure controls and procedias of June 30, 2009. Based on that evaludktiemresident and chief executive officer
and members of the disclosure control committegl{ding the chief financial officer and the viceepident and controller) concluded that
TVA's disclosure controls and procedures were ¢iffecas of June 30, 2009, to ensure that informatéguired to be disclosed in reports TVA
files or submits under the Securities ExchangeoAdi934, as amended, is recorded, processed, stirethaand reported within the time
periods specified in Securities and Exchange Cosionigules and forms. This includes controls amt@dures designed to ensure that such
information is accumulated and communicated to TW@&nagement, including the president and chief dkexofficer, the disclosure control
committee, and the chief financial officer, as aympiate, to allow timely decisions regarding reqdidisclosure.

TVA management believes that a control system, attenhow well designed and operated, cannot pecaiisolute assurance that the
objectives of the control system are met, and radugtion of controls can provide absolute assurdmateall control issues and instances of
fraud, if any, within a company can be detected.

TVA'’s controls and procedures are designed to proe@sonable, but not absolute, assurance that teetgjs will be met. It shou
be noted that the design of any system of conisdigsed in part upon certain assumptions abouikisléhood of future events, and there can
be no assurance that any design will succeed iiew@oly its stated goals under all potential futcoaditions, regardless of how remote.
Changes in Internal Control over Financial Reportirg

During the most recent fiscal quarter, there weretmanges in TVA'’s internal control over finanaiaporting that materially affected,
or are reasonably likely to materially affect, T\&Ahternal control over financial reporting.
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PART Il - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

See the Annual Report and Note 18 and Part |, BeManagement’s Discussion and Analysis of Findr@@andition and Results of
Operations — egal— Litigation with Potential Impact on TVi this Quarterly Report for a discussion of legalceedings affecting TVA.

ITEM 1A. RISK FACTORS

The discussion below supplements thelalisire contained in Item 1A, Risk Factors in threAal Report. The factors described in Item
1A, Risk Factors in the Annual Report, togethehwite risk factors discussed below and the otHernmation contained in the Quarterly
Report, could materially affect TVA'’s business dirtial condition, and operating results and shoeldarefully considered. Further, the risks
described in this Quarterly Report and in the AhiReport are not the only risks facing TVA. Additial risks and uncertainties not currently
known to TVA management or that TVA managemententty deems to be immaterial also may materiallyeasely affect TVA'’s business,
financial condition, and operating results.

Strategic Risk
*  TVA could become subject to regulation of C. There is a risk that CCP may be strictly reqedaty federal and sta
government in a way that adversely affects TVA. adgsult of the incident at Kingston and other-fiMA incidents involving
coal combustion facilities, the EPA has commitieéssue new federal regulation governing the mamage: of CCP, including
fly ash, by December 31, 2009. These regulatioag require TVA to make additional capital expeniis) increase TVA's
operating and maintenance costs, or lead to’'s retiring certain facilities

Operational Risk
» Laws and regulations impacting containment pondB\&'s plants may negatively affect T's operations. There is a risk ths
TVA could be required to phase out the use of, akersignificant changes to, surface impoundmemtsdal combustion by-
products at existing fossil plants. Any such depelent could require TVA to incur significant cabiexpenditures to redesign
its existing surface impoundments to include itasmsh as composite liners, leachate collection systand groundwater
monitoring systems, and could also increase 's maintenance costs or even lead to ”s retiring certain facilities
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ITEM 6. EXHIBITS

Exhibit No. Description

10.1 Amendment Dated as of May 13, 2009, to Spring Mt@redit Agreement Dated as of
March 26, 2009, Among TVA, Bank of America, N.As Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendarsyPrhereto (Incorporated by
reference to Exhibit 99.1 to TVA's Current Repontfeorm 8-K filed on May 15, 2009,
File No. 00(-52313)

31.1 Rule 13i-14(a)/15-14(a) Certification Executed by the Chief Execut®icer

31.2 Rule 13i-14(a)/15+-14(a) Certification Executed by the Chief Finan€licer

32.1 Section 1350 Certification Executed by the Chieéé&ixtive Officer

32.Z Section 1350 Certification Executed by the Chiefdricial Officer
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdéport to be signed on its ber
by the undersigned thereunto duly authorized.

Date: July 31, 2009
TENNESSEE VALLEY AUTHORITY

(Registrant)

By: /s/ Tom D. Kilgore
Tom D. Kilgore
President and Chi¢
Executive Officel
(Principal Executive Office

By: /s/ Kimberly S. Greent
Kimberly S. Green:
Chief Financial Officer and
Executive
Vice President, Financi
Services
(Principal Financial Officer
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Exhibit No.

EXHIBIT INDEX

Description

10.1 Amendment Dated as of May 13, 2009, to Spring Mt@redit Agreement Dated as of
March 26, 2009, Among TVA, Bank of America, N.As Administrative Agent, Bank of
America, N.A., as a Lender, and the Other LendarsyPrhereto (Incorporated by
reference to Exhibit 99.1 to TVA's Current Repontfeorm 8-K filed on May 15, 2009,
File No. 00(-52313)

31.1 Rule 13i-14(a)/15-14(a) Certification Executed by the Chief Execut®icer

31.2 Rule 13i-14(a)/15+-14(a) Certification Executed by the Chief Finan€licer

32.1 Section 1350 Certification Executed by the Chieéé&ixtive Officer

32.Z Section 1350 Certification Executed by the Chiefdricial Officer
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EXHIBIT 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION
I, Tom D. Kilgore, certify that:
1. I have reviewed this Quarterly Report on Forr-Q of the Tennessee Valley Authori

2. Based on my knowledge, this report does not corgay untrue statement of a material fact or omit t
state a material fact necessary to make the stasrmade, in light of the circumstances under whic
such statements were made, not misleading wifferdo the period covered by this rep

3. Based on my knowledge, the financial statememid,odher financial information included in tt
report, fairly present in all material respects fimancial condition, results of operations anshcéiows
of the registrant as of, and for, the periods gmé=d in this repor

4. The registrar's other certifying officer and | are responsibledstablishing and maintaining disclos!
controls and procedures (as defined in Exchandgdr@tes 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined incBange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and we hav

a) Designed such disclosure controls and procedaregused such disclosure controls
procedures to be designed under our supervisiogngure that material information relating to
the registrant, including its consolidated sulsidss, is made known to us by others within those
entities, particularly during the period in whitttis report is being prepare

b) Designed such internal control over financial mipg, or caused such internal control o
financial reporting to be designed under our svipem, to provide reasonable assurance
regarding the reliability of financial reportingéthe preparation of financial statements for
external purposes in accordance with generallg@ted accounting principle

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presén
this report our conclusions about the effectivereshe disclosure controls and procedures, as of
the end of the period covered by this report basedguch evaluation; ar

d) Disclosed in this report any change in the regigts internal control over financial reporting tha
occurred during the registrant’'s most recent figcarter (the registrant’s fourth fiscal quarter i
the case of an annual report) that has matedéfigcted, or is reasonably likely to materially
affect, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer and Meadisclosed, based on our most recent evaluafion o
internal control over financial reporting, to tregistrant’s auditors and the audit committee ef th
registran’ s board of directors (or persons performing thewdent functions)

a) All significant deficiencies and material weakressn the design or operation of internal control

over financial reporting which are reasonablylijk® adversely affect the registrant’s ability to
record, process, summarize and report financiatnmation; and

b) Any fraud, whether or not material, that involveanagement or other employees who have a
significant role in the registré’s internal control over financial reportir

Date: July 31, 2009

/s/ Tom D. Kilgore

Tom D. Kilgore
President and Chie
Executive Officel










EXHIBIT 31.2

RULE 13a-14(a)/15d-14(a) CERTIFICATION

[, Kimberly S. Greene, certify that:

1.

2.

5.

I have reviewed this Quarterly Report on Forr-Q of the Tennessee Valley Authori

Based on my knowledge, this report does not corgay untrue statement of a material fact or omit t
state a material fact necessary to make the stasrmade, in light of the circumstances under whic
such statements were made, not misleading wifferdo the period covered by this rep

Based on my knowledge, the financial statemenmig,odher financial information included in tt
report, fairly present in all material respects fimancial condition, results of operations anshcéiows
of the registrant as of, and for, the periods gmé=d in this repor

The registrar s other certifying officer and | are responsibledestablishing and maintaining disclos
controls and procedures (as defined in Exchandgdr@tes 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined incBange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and we hav

a) Designed such disclosure controls and procedaregused such disclosure controls
procedures to be designed under our supervisiogngure that material information relating to
the registrant, including its consolidated sulsidss, is made known to us by others within those
entities, particularly during the period in whitttis report is being prepare

b) Designed such internal control over financial mipg, or caused such internal control o
financial reporting to be designed under our svipem, to provide reasonable assurance
regarding the reliability of financial reportingéthe preparation of financial statements for
external purposes in accordance with generallg@ted accounting principle

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presén
this report our conclusions about the effectivereshe disclosure controls and procedures, as of
the end of the period covered by this report basedguch evaluation; ar

d) Disclosed in this report any change in the regigts internal control over financial reporting tha
occurred during the registrant’'s most recent figcarter (the registrant’s fourth fiscal quarter i
the case of an annual report) that has matedéfigcted, or is reasonably likely to materially
affect, the registra’s internal control over financial reporting; &

The registrant’s other certifying officer and Meadisclosed, based on our most recent evaluafion o
internal control over financial reporting, to tregistrant’s auditors and the audit committee ef th
registran’ s board of directors (or persons performing thewdent functions)

a) All significant deficiencies and material weakressn the design or operation of internal control
over financial reporting which are reasonablylijk® adversely affect the registrant’s ability to
record, process, summarize and report financiatnmation; and

b) Any fraud, whether or not material, that involveanagement or other employees who have a
significant role in the registré’s internal control over financial reportir

Date: July 31, 2009

/s/ Kimberly S. Greene

Kimberly S. Green

Chief Financial Officer an
Executive Vice President,
Financial Service












EXHIBIT 32.1

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f the Tennessee Valley Authority (the “Comparfgt)the quarter ended June
30, 2009, as filed with the Securities and Excha@gmmission on the date hereof (the “Report”),dnTD. Kilgore, President and Chief
Executive Officer of the Company, certify, for therposes of complying with Rule 13a-14(b) or Ruel-14(b) of the Securities Exchange /
of 1934, as amended, and Section 1350 of Chaptef Bitle 18 of the United States Code, as adoptagduant to Section 906 of the Sarbanes-
Oxley Act of 2002, that:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of teeuBities Exchange Act of 1934, as
amended; and

(2) the information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of
the Company.

/s/ Tom D. Kilgore

Tom D. Kilgore

President and Chief Executive Offic
July 31, 200¢










EXHIBIT 32.2

CERTIFICATION FURNISHED PURSUANT TO
SECURITIES EXCHANGE ACT RULE 13a-14(b)
OR RULE 15d-14(b) AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f the Tennessee Valley Authority (the “Comparfgh)the quarter ended June
30, 2009, as filed with the Securities and Exchadgmmission on the date hereof (the “Report”),imKerly S. Greene, Chief Financial
Officer and Executive Vice President, Financiav8ars of the Company, certify, for the purposesahiplying with Rule 13a-14(b) or Rule
15d-14(b) of the Securities Exchange Act of 1934, asraaed, and Section 1350 of Chapter 63 of TitlefiiB@ United States Code, as ado|
pursuant to Section 906 of the Sarbanes-Oxley A2002, that:

(1) the Report fully complies with the requiremeotsection 13(a) or 15(d), as applicable, of teeuities 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.

/s/ Kimberly S. Green

Kimberly S. Green

Chief Financial Officer and Executi
Vice President, Financial Servic
July 31, 200¢
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