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e The TVA Board approved a staff recommendation to return Unit 1 at Browns
Ferry Nuclear Plant to service. Analyses show that returning Unit 1 to
operation will reduce TVA’s delivered cost of power relative to the market and
provide needed generating capacity while supporting air quality.

e Two Selective Catalytic Reduction systems (SCRs) began operation at Allen
Fossil Plant in Tennessee. These facilities, in combination with SCRs on
Paradise Units 1 and 2 in Kentucky, are expected to reduce NOx emissions by
more than 18,000 tons during the 2002 summer ozone period. TVA is installing
18 SCRs at seven fossil plants. By 2005, TVA emissions of NOx during the
summer ozone season will be 75 percent below the mid-1990 levels.

e TVA has signed memoranda of understanding with Entergy, Southern
Company, and the Midwest Independent Transmission System Operator to
improve transmission coordination. These agreements are expected to lead to
broad, seamless transmission service in the Southeast and Midwest, eliminate
bottlenecks, facilitate stronger wholesale markets, and promote FERC’s vision
of stronger regional transmission control.

e The General Accounting Office published a report in May titled “TVA:
Information on Benchmarking and Electricity Rates.” The report confirms the
following:

e FElectricity rates in the Tennessee Valley are 20 percent below national and
regional averages.

¢ Interest expense has dropped from about $2.0 billion in 1997 to about
$1.6 billion in 2001.

e TVA’s costs for operations and maintenance, fuel, and purchased power
during fiscal year 2000 were lower than those for 11 of 12 similar-sized
regional utilities.



Milestones

POWER OPERATIONS

e To help ensure a reliable power supply during peak demands, TVA has
completed an additional 680 megawatts of combustion turbine capacity. The
site for 340 megawatts of this capacity is in Kemper County, Mississippi; the
remaining 340 megawatts is at TVA’s Lagoon Creek site in Tennessee.

e The Red Hills lignite-fueled power plant achieved commercial operation April 1,
providing an additional 440 megawatts of base-load power to the TVA system.
The Red Hills facility is owned and operated by Choctaw Limited Partnership;
TVA has a 30-year agreement to buy the power.

e TVA and Calpine Corporation have agreed for TVA to purchase up to 500
megawatts of power over a three-year period beginning June 1, 2004. Under
the agreement, Calpine will sell TVA power from its Decatur Energy Center in
Decatur, Alabama.

e TVA is evaluating bid proposals for a scrubber to reduce sulfur dioxide
emissions from Paradise Fossil Plant Unit 3. This is one of five additional
scrubbers TVA plans to install to reduce sulfur dioxide emissions and continue
to improve air quality in the Valley region. The five scrubbers will cost about
$1.5 billion and reduce emissions by more than 200,000 tons per year — bringing
TVA’s total emissions down by 85 percent since 1977.

e TVA’s peak load for the quarter was 27,511 megawatts on June 4 when the
average temperature across the region was 93 degrees.

e After setting a world record for power generation, Browns Ferry Unit 3 set a
U.S. record in April for the quickest refueling outage among nuclear power
plants, returning Unit 3 to service in just 14 days and 16 hours.

e On April 28, Unit 9 at Shawnee Fossil Plant set a continuous run record of 313
days, breaking its old record of 300 days set more than 30 years ago. Over this
period, the unit generated enough electricity to power 60,000 homes in the
Tennessee Valley for an entire year.

The backlog of new e  On June 12, the backlog of new generation requests for interconnection to
TVA’s transmission system was eliminated with the completion of the impact
study for Request No. 178.

generation requests for

interconnection to TVA’s

e Chairman McCullough is serving on the Secretary of Energy’s Electricity
Advisory Board. The Subcommittee on Transmission Grid Solutions, to which
Chairman McCullough has been named, is charged with developing
recommendations to resolve many of the congestion problems facing the
nation’s electricity grid.

transmission system was

eliminated.




TVA conducted 21

community workshops

across the Tennessee Valley

to solicit public comments

on the the Reservoir

Operations Study.

Across the Valley, four switching stations and a 500-kV substation were
completed to improve system reliability and reduce power interruptions. Five
delivery points were placed in service, and 41 miles of transmission line were
constructed.

TVA completed additions to the interface communications and protection
circuits between TVA’s Marshall County, Kentucky, 500-kV Substation and Duke
Energy’s Marshall Generating Facility. Duke began commercial operation of six
of the eight combustion turbine units at the facility.

TVA also completed construction necessary to interconnect two combustion
turbines at Calpine’s Decatur, Alabama, Energy Center Generation Station. A
third combustion turbine will begin commercial operation in 2003,

TVA has auctioned two coal leases for more than a billion tons of coal on the
TVA Tllinois Coal Reserves in Southern Illinois. To mitigate unemployment in
the mining industry, Illinois is offering incentives for companies to build fossil
power plants and for coal mines to supply the fuel. TVA’s Illinois coal reserves
are well-situated to supply the anticipated plants.

On May 17, employees at John Sevier Fossil Plant set a safety record for TVA
coal-fired plants by having worked 12 consecutive years without a lost-time

injury.

TVA received a Top Industry Practices Process Award in the area of
Administrative Support and Training from the Nuclear Energy Institute. The
award recognized TVA Nuclear’s Excellence In Performance Program.

RIVER SYSTEM OPERATIONS & ENVIRONMENT

Work continued on the Reservoir Operations Study (ROS), which is examining
TVA’s policies for operating the Tennessee River system to identify opportunities
for increasing overall value to the public. A draft ROS scoping document is
being developed and will be made available to the public later this summer,
and a final recommendation to the TVA Board is expected in FY 2004.
Accomplishments this quarter include the following:

e TVA conducted a series of 21 community workshops across the Tennessee
Valley to solicit public comments concerning the appropriate scope for
the ROS. During the public comment period, TVA received about 6,000
individual comments, form letters from about 4,200 individuals, and
petitions signed by more than 5,400 individuals.

e Several options for operating the reservoir system were developed, based
on public input, TVA technical staff input, discussions with the Public
Review Group and state and federal agencies, and technical analyses
performed to date.

e Recreation surveys to support the ROS began at selected reservoirs and sites
across the Valley. The survey work will continue through the summer to
provide information on user characteristics and recreation expenditures.



TVA coordinated a flood

control operation with the

U.S. Army Corps of

Engineers on the lower Ohio

and Mississippi rivers.

The Tennessee Valley averaged 9.8 inches of rainfall and 4.7 inches of runoff
(rain that reaches the reservoir system) during the quarter, both of which were 78
percent of normal. Despite dry conditions, all of TVA’s major tributary storage
projects were above minimum summer pool levels on June 1. This is the first
time all projects have been above the minimum on June 1 since 1998.

TVA coordinated a flood control operation with the U.S. Army Corps of Engineers
(USACE) in response to flooding on the lower Ohio and Mississippi rivers in late
May. TVA coordinated releases from Kentucky and Barkley Reservoirs to help
minimize damage downstream. As a result, water levels on Kentucky and
Barkley Lakes were about six feet above their normal summer level as the
Memorial Day weekend approached. This submerged many objects, such as
private docks, walkways along shorelines, islands, and breakwaters at
commercial marinas.

TVA and the USACE have agreed to start joint inspections on the electrical and
mechanical operating equipment at all TVA locks. Previously, the USACE has
done all maintenance and inspections on the operating equipment, and TVA has
maintained and inspected the lock structures.

In April, repairs to the lower landside gate at Kentucky Lock were completed.
The lock was damaged during a locking last November. While repairs were
being made, the lock was closed to shippers, who used an alternate route on the
lower Cumberland River, Barkley Lock, and the canal connecting Barkley and
Kentucky Reservoirs. TVA and the USACE coordinated with shippers to minimize
navigation traffic interruption.

The main navigation lock at Wheeler was closed to navigation traffic for two
weeks in June for joint TVA/USACE inspections and repair of underwater
components. The auxiliary lock was available to traffic. The main lock was re-
opened to navigation traffic on June 24, three days ahead of schedule.

Automation activities were completed at Kentucky Hydro Plant, making the
generating units and switchyard available for remote monitoring and control.

A sinkhole 42 inches deep was found in the south embankment at Guntersville
Dam. No other problems were found, and the sinkhole will be monitored daily
until repairs are complete.

TVA’s Annual Environmental Report, available in hard copy and on the Web at
www.tva.com/environment, was distributed to Valley stakeholders. The report
highlights TVA’s actions to continue to reduce NOx and SO2 air emissions, the re-
introduction of lake sturgeon in Valley waters, TVA’s Clean Marina Initiative and
Clean Boating campaigns, and environmental challenges TVA faced during 2001.

From May through September, TVA provides ozone forecasts for Middle
Tennessee, East Tennessee, Southwest Virginia, and the Great Smoky Mountains
National Park ridge tops. This forecasting combines weather forecasting with



TVA has begun a project to

address atmospheric factors

that control air quality in

three national parks.

ozone monitoring and is used by state and local air regulatory programs as the
basis for an Air Quality Index. The index lets members of the public know
when they should limit their exposure to outdoor air.

TVA met with Sevierville Electric and public officials to discuss mountain air
quality issues. TVA provided a synopsis of the work of the Southern
Appalachian Mountains Initiative and a detailed discussion of TVA’s actions to
reduce emissions.

TVA has begun a project to address atmospheric factors that control air quality
in three national parks: Great Smoky Mountains in Tennessee, Mammoth Cave
in Kentucky, and Shenandoah in Virginia. The project is a collaborative effort
by TVA, the National Park Service, and the Electric Power Research Institute.
The project will increase understanding of the link between emissions from TVA
fossil plants and other sources and air quality levels in the parks.

The Regenesys Energy Storage Project continues to be on track for initial
operation in Fall 2003.

Phil Francis, assistant superintendent at the Great Smoky Mountains National
Park, began a three-month assignment with TVA as part of the Senior Executive
Service Development Program. Mr. Francis is working on assignments that will
provide him with exposure to TVA planning, business, and
customer/stakeholder processes and that will familiarize him with major issues
related to the role of public power in the nation’s electric utility industry.

TVA has initiated a dialogue with representatives of 18 federally recognized
Native American tribes with cultural interests in the TVA power service area, in
keeping with the Native American Graves Protection and Repatriation Act
(NAGPRA). TVA is working with individual tribes to develop Memorandums of
Understanding for a consultation process and to provide NAGPRA inventories
on compact discs.

TVA staff met with the senior managers of the Agriculture, Fisheries, Water
Quality, and Water Supply departments of the Valley states to identify and plan
for issues of common concern. Those attending were also updated on the
status of the ROS.

The National Clean Boating Celebration in June was attended by more than 300
people from throughout the United States. Those attending included
representatives of the marina industry, federal and state agencies, and the
boating public. Ditto Landing Marina near Huntsville and Gold Point Yacht
Harbor in Chattanooga were recognized as the first two Valley marinas to attain
the Clean Marina designation. These marinas meet all federal, state, and local
regulations for marina management and have taken steps to minimize pollution
and encourage boaters to protect water resources. The event was hosted in
Chattanooga by TVA and sponsored by the Marine Environmental Education
Foundation.



TVA approved $7.8 million
in economic development
loans for business growth

in the Tennessee Valley

this quarter.

e A single mussel of a species believed to be extinct in North Carolina was found
in Lotla Creek during a stream sampling exercise by TVA and the Little
Tennessee Watershed Association. The mussel was identified as the Tennessee
Heelsplitter (Lasmigona holstonia), which is federally listed as threatened. This
species has not been seen in North Carolina since 1913.

e TVA has completed onsite work — sampling, decontamination, and dismantling
— at the former chemical weapons facility in Nukus, Uzbekistan. The U.S.
Department of Defense credits TVA with completing the project in a safe,
timely, and cost-effective manner.

CUSTOMER SERVICE & MARKETING

e A customer service survey shows that 94 percent of power distributors
responding to the survey are satisfied or very satisfied with TVA as their
wholesale power supplier. TVA earned excellent ratings in communications,
flexibility, timeliness, and issue resolution. Ninety-seven percent of power
distributors and 87 percent of directly served customers responded to the
survey.

e TVA approved $7.8 million in economic development loans for business growth
in the Tennessee Valley this quarter. The loans are expected to leverage an
additional $72.9 million in capital investment and help companies create and
retain 1,803 jobs. Loans to Valley minority businesses totaled $452,000.

e TVA’s Green Power Switch program continues to enjoy strong public support
from Tennessee Valley consumers. Forty-six local power distributors now offer
the renewable-energy option to consumers, and Tennessee Governor Don
Sundquist recently announced that all state buildings in Nashville have joined
Green Power Switch. That makes the Volunteer State the first in the Southeast
to purchase green power for state buildings.

e Lowe’s Home Improvement Warehouse, headquartered in Wilkesboro, North
Carolina, has become the largest participant in Green Power Switch, buying
green power for its Tennessee Valley stores. The nation’s 13th largest retailer,
Lowe’s is buying green power that totals about 5 percent of its monthly
electrical usage at stores where Green Power Switch is offered by local power
distributors. Lowe’s is being recognized by the Environmental Protection
Agency for its use of green power as a best practice in environmental
management.

e The redesigned energy right® marketing program for residential and small
commercial consumers is gaining wide acceptance by TVA’s power distributors.
As of this quarter, 134 of the 158 distributors of TVA power have signed the
new contract, and more are expected. More than 40,000 consumers will
participate in the program this year.



As part of its Facilities

Strategic Plan, TVA

negotiated to sublease its

Highland Ridge space in

Nashville, Tennessee, to

Bridgestone/Firestone.

In May, power distributors and directly served customers joined TVA in a
successful test of the TVA/Distributor Emergency Load Curtailment Plan. The
drill provided a good test of how TVA and customers would respond to power
shortages that resulted from extreme temperatures.

TVA has begun training distributor employees in the operation of some
substations. The training gives distributor employees knowledge on the safe
operation of the transmission and distribution systems. In return, distributor
employees are able to help TVA with switching operations at remote sites.

More than 400 local officials and economic development leaders attended the
seventh annual Rural Development Conference in April in Cookeville,
Tennessee. The event was co-sponsored by TVA, USDA/Rural Development,
and Tennessee Technological University. The agenda included sessions on
industrial recruitment, marketing, leadership development, business incubation,
workforce development, and retention of existing industry.

TVA co-sponsored the seventh annual Black Enterprise/Microsoft Entrepreneurs
Conference in Nashville in May. More than 1,400 entrepreneurs and business
owners, including the leaders of the nation’s top 100 black-owned businesses,
attended the event hosted by the State of Tennessee.

The TVA Power Distributors Scholarship Program awarded 25 scholarships to
dependents of power distributor employees. The program is beginning its
eighth year.

FINANCIAL

TVA exchanged $935.7 million of 7.14 percent bonds in April for 6.59 percent
bonds, resulting in an annual interest expense savings of $3.3 million.

TVA called a $48.9 million, 5.25 percent bond in June and replaced it with two
new bond issues that have a blended rate of 4.47 percent. This resulted in an
annual interest expense savings of $381,000.

April marked the 10-year anniversary of the Owner Controlled Insurance
Program, which consolidates individual contractors’ insurance policies into one
policy provided by TVA. This program has saved TVA $77 million to date.

TVA Retirement Services piloted the training session “Budgeting and Personal
Money Management” to help employees develop stronger financial skills. The
course will be available TVA-wide.

ADMINISTRATION

As part of its Facilities Strategic Plan, TVA negotiated to sublease its Highland
Ridge space in Nashville, Tennessee, to Bridgestone/Firestone. This will reduce
TVA costs and keep Bridgestone/Firestone as a Valley business.



TVA completed 84 technical

services projects for Valley

communities and industries

during the quarter.

TVA has reduced vacant space by more than 90,000 square feet so far this year.

Actions this quarter include the following:

e Part of the Chestnut Street Tower in Chattanooga was subleased, producing
about $1.4 million annually.

e The former Customer Service Center in Mayfield, Kentucky, was sold at
public auction for $125,700.

e Other properties were identified for auction in the fourth quarter and are
expected to bring a minimum of $3 million.

TVA Police participated in a workshop with the Office of Homeland Security,
other utilities, and federal agencies as part of Homeland Security’s work to
develop a national physical infrastructure protection plan.

TVA Police hosted a meeting of a federal Anti-Terrorism Task Force at Browns
Ferry Nuclear Plant, a key TVA infrastructure asset in North Alabama. The task
force is led by the U.S. Attorney for the Northern District of Alabama. TVA
Police participates in this task force and one led by the U.S. Attorney for the
Eastern District of Tennessee.

Improved procurement practices are continuing to produce savings for TVA in

several areas:

e This fiscal year, TVA has avoided $42.8 million in costs through its contract
management strategy.

e Year-to-date, $9.7 million in surplus material has been redeployed for use.

e TVA’s overall fleet rates have been reduced from the FY02 rate by $366,000
for FY03.

e TVA uses a variety of programs to help distributors and Valley municipalities
reduce costs. Year-to-date savings for this effort is $2.3 million.

STATE NEWS

TVA completed 84 technical services projects for Valley communities and
industries during the quarter. Notable projects included production of a virtual
perspective of a speculative industrial building in Bradley County, Tennessee;
site evaluation of a potential industrial park in Jackson County, Alabama;
downtown design plans for Princeton, Kentucky, and Covington, Tennessee; a
business opportunities report for Oktibbeha County, Mississippi; an economic
profile of Alabama’s Colbert and Lauderdale Counties for a community
development initiative; and various economic analyses and engineering,
architectural, and environmental evaluations.

ALABAMA

TVA’s Public Power Institute and Huntsville Utilities completed the
commissioning of a 60-kW Capstone microturbine in June. The microturbine at
Huntsville Utilities’ Chase Operations building provides continuous power to
that facility as the first phase of a joint test/demonstration program between TVA
and Huntsville Utilities.



Barnard Park in Madison

County, North Carolina, now

provides improved access

sites for rafters on the

French Broad River.

KENTUCKY

e TVA, Leadership West Kentucky, the West Kentucky Corporation, and the South
Kentucky Industrial Development Association co-sponsored an Economic
Development Summit in Gilbertsville. More than 100 community and business
leaders attended the Summit, titled “Shaping the Future of West Kentucky.”

MISSISSIPPI

e TVA met with key staff members at Mississippi State University to learn more
about resources available at Mississippi State in the areas of engineering,
architecture, business and economic development, continuing education, and
research.

NORTH CAROLINA

e Barnard Park in Madison County, North Carolina, now provides improved
access sites for rafters on the French Broad River. In a cooperative project with
Madison County, the Soil and Water Conservation District, and five commercial
rafting companies, TVA provided engineering designs to stabilize the severely
eroding river bank, which is visited by 10,000 rafters each year. The project was
funded by a grant from the North Carolina Clean Water Management Trust
Fund.

TENNESSEE

e TVA and the City of Memphis are working on a proposed agreement for TVA’s
support of Memphis in a Green Building Program to be designed by Austin
Energy. The Uptown Memphis Project of 1,100 single-family and 500 multi-
family buildings is scheduled to begin this year.

e Procurement presented a seminar on TVA’s Supplier Diversity Program in
Memphis. The event was sponsored by Congressman Harold E. Ford, Jr., and
several industries and government agencies participated.

e TVA partnered with the City of Winchester to improve 800 feet of severely
eroded shoreline at Winchester City Park on Tims Ford Reservoir. The city
provided equipment and labor to stabilize the shoreline, add a boat-mooring
structure, and plant water oaks along the park shoreline.

VIRGINIA

e TVA met with Congressman Boucher’s staff about current TVA watershed
activities in Virginia. The staff was interested in technical assistance for bank
stabilization after recent flooding in the area.



