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GLOSSARY OF COMMON ACRONYMS

The following terms or acronyms frequently usecthiis Form 1-Q are defined below

Term or Acronyn Definition
ASLB Atomic Safety and Licensing Boa
ART Asset retirement tru:
ARO Asset retirement obligatic
BEST Bellefonte Efficiency and Sustainability Te:
BREDL Blue Ridge Environmental Defense Leag
CAA Clean Air Act
CCP Coal combustion produc
Comprehensive Environmental Response, Compensatiah,
CERCLA Liability Act
CME Chicago Mercantile Exchang
CO, Carbon dioxide
CVA Credit valuation adjustme!
CY Calendar yea
EPA Environmental Protection Ageni
FASB Financial Accounting Standards Bo:
FCA Fuel cost adjustmel
FTP Financial Trading Progral
Accounting principles generally accepted in thetekhiStates of
GAAP America
GHG Greenhouse g
KDAQ Kentucky Division for Air Quality
kWh Kilowatt hour(s)
LIBOR London Interbank Offered Ra
Management’s Discussion and Analysis of Financ@hdition
MD&A and Results of Operatiol
MtM Mark-to-market
MW Megawatt
Moody's Moody's Investors Service, In
mmBtu Million British thermal unit(s)
NDT Nuclear decommissioning tru
NEPA National Environmental Policy A«
NOV Notice of Violation
NO, Nitrogen oxides
NPDES National Pollutant Discharge Elimination Syst
NRC Nuclear Regulatory Commissic
NSR New Source Revie\
PCB Polychlorinated biphenyl
REIT Real estate investment tr
SACE Southern Alliance for Clean Ener
SCR Selective catalytic reduction syste
SERP Supplemental executive retirement p
Seven State Seven States Power Corporat
SO, Sulfur dioxide
S&P Standard & Poc's Rating Service
SSSL Seven States Southaven, L
TDEC Tennessee Department of Environment and Consem




FORWARD-LOOKING INFORMATION

This Quarterly Report on Form 10-Q (“Quarterly Reaf)acontains forward-looking statements relatiogture events and future
performance. All statements other than thosearapurely historical may be forward-looking stagens. In certain cases, forward-looking
statements can be identified by the use of wordk as “may,” “will,” “should,” “expect,” “anticipa,” “believe,” “intend,” “project,” “plan,”
“predict,” “assume,” “forecast,” “estimate,” “objeee,” “possible,” “probably,” “likely,” “potential” or other similar expressions.

Although the Tennessee Valley Authority (“TVA”") liebes that the assumptions underlying the forwaakihg statements are
reasonable, TVA does not guarantee the accurathesé statements. Numerous factors could causel aesults to differ materially from
those in the forward-looking statements. Thestofadnclude, among other things:

* New or changed laws, regulations, and administatiders, including those related to environmemiztters, and the costs
complying with these new or changed, as well astiexj, laws, regulations, and administrative ord

* Unplanned contributions to TVA’s pension ¢ner post-retirement benefit plans or to TVA’s reasl decommissioning trust
(“NDT");

e Significant delays or cost overruns assodiatih the cleanup and recovery activities assediatith the ash spill at TVA's
Kingston Fossil Plant*Kingstor”) or in construction of generation and transmissigsets

» Fines, penalties, and settlements associated mgtKingston ash spil

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

» Significant changes in demand for electric

* Loss of customer:

e The continued operation, performance, oufailof TVA’s generation, transmission, and relaesets, including facilities such
as coal combustion produ¢CCF”") facilities;

« Disruption of fuel supplies, which may reduitm, among other things, weather conditions, potidn or transportation
difficulties, labor challenges, or environmentajukations affecting TV/' s fuel suppliers or shippel

* Purchased power price volatility and disruptiorpofchased power supplie

» Events at transmission lines and other féeslinot operated by TVA, including those that eiffdie supply of water to TVA's
generation facilities

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

*  Weather conditions

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

» Catastrophic events such as fires, earthqaldar events, floods, tornadoes, pandemics, warsrist activities, and other
similar events, especially if these events occurinear TV/£' s service are:

* Reliability and creditworthiness of counterparti

« Changes in the market price of commoditiehsas coal, uranium, natural gas, fuel oil, cruitleconstruction materials,
electricity, and emission allowance

» Changes in the market price of equity securitiept decurities, and other investmei

» Changes in interest rates, currency exchange atddnflation rates

» Rising pension and health care co

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

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

e Changes in the economy and volatility in finanomrkets;

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

» Ineffectiveness of TV.'s disclosure controls and procedures and its iateantrol over financial reportini

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

* Problems attracting and retaining a qualified workg;

» Changes in technolog

» Differences between estimates of revenues and egpeand actual revenues and expenses

* Unforeseeable eveni
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See also Item 1A, Risk Factors, and Item 7, Manags Discussion and Analysis of Financial Conditand Results of Operations
in TVA’s Annual Report on Form 10-K for the fisggar ended September 30, 2009 (the “Annual Reparnd)Part I, ltem 2, Management’s
Discussion and Analysis of Financial Condition &w®bults of Operations, and Part I, Item 1A, Riskters, in this Quarterly Report. New
factors emerge from time to time, and it is notgiole for management to predict all such factora@ssess the extent to which any factor or
combination of factors may impact TVA'’s businessause results to differ materially from those eamd in any forwardeoking statemen

TVA undertakes no obligation to update any forwhkroking statement to reflect developments that pefier the statement is mac
GENERAL INFORMATION
Fiscal Year

Unless otherwise indicated, years (2010, 2009) et¢his Quarterly Report refer to TVA's fiscalgmes ending September
30. References to years that are preceded by ‘@&to calendar years.

Notes

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

Property

TVA does not own real property. TVA acquires rgalperty in the name of the United States and seahproperty is entrusted to
TVA as the agent of the United States to accomjplisipurposes of the TVA Act. TVA does acquirespaal property in the name of
TVA. Accordingly, unless the context indicates th&rence is to TVA personal property, any statement in this Quarielport referring t
TVA property shall be read as referring to the mralperty of the United States which has been stgditto TVA as its agent.

Available Information

TVA's Annual Reports on Form 10-K, Quarterly Reparh Form 10-Q, and Current Reports on Form 8-K,alhamendments to
those reports, are available on TVA's web sites friecharge, as soon as reasonably practicablesafth material is electronically filed with
or furnished to the Securities and Exchange ConiomgsSEC”). TVA's web site is www.tva.gov. Infmation contained on TVA'web site
shall not be deemed to be incorporated into, dweta part of, this Quarterly Report. TVA's SECaorep are also available to the public
without charge from the web site maintained bySE€ at www.sec.gov. In addition, the public maadrand copy any reports or other
information that TVA files with or furnishes to tI8£C at the SEC’s Public Reference Room at 100deSNE, Washington, D.C.

20549. The public may obtain information aboutdperation of the Public Reference Room by caltrggSEC at 1-800-SEC-0330.
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PART | — FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

TENNESSEE VALLEY AUTHORITY
STATEMENTS OF OPERATIONS (U naudited )

(in millions)
Three Months Ended Six Months Ended
March 31 March 31
2010 2009 2010 2009

Operating revenues
Sales of electricit

Municipalities and cooperativt $ 2,21t % 2,50¢ $ 4,16 $ 5,07¢

Industries directly serve 347 362 69E 804

Federal agencies and ott 25 32 52 70
Other revenue 32 30 61 58
Total operating revenut 2,622 2,93: 4,971 6,01(
Operating expense:
Fuel and purchased pow 60E 1,23 1,21z 2,61t
Operating and maintenan 75€ 58€ 1,51C 1,17¢
Depreciation, amortization, and accret 41% 39¢ 824 794
Tax equivalent: 101 137 20¢€ 28t
Environmental cleanup costs — Kingston ash spill — 15C — 675
Total operating expens 1,87¢ 2,50z 3,75: 5,54¢
Operating income 747 43C 1,21¢ 46E
Other income (expense), r 8 20 14 11
Interest expense
Interest on debt and leaseback obligati 337 321 673 65&
Amortization of debt discount, issue, and reacdjoisi

costs, ne 5 5 10 10
Allowance for funds used during construction and
nuclear fuel expenditures (17) (9) (31) (17

Net interest expens 32E 317 652 64¢
Net income (loss $ 43C $ 13z $ 58C $ (172

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

(in millions)
ASSETS
Septembe
March 31 30
2010 2009
(Unaudited
Current assets
Cash and cash equivalel $ 202 % 201
Accounts receivable, n 1,15(C 1,30%
Inventories and other, net 1,04 961
Total current asse 2,39¢ 2,46t
Property, plant, and equipment
Completed plan 41,48t 41,28¢
Less accumulated depreciation (18,675 (18,08¢)
Net completed plar 22,81( 23,20(
Construction in progres 3,27¢ 2,60(
Nuclear fuel and capital leas 1,08( 961
Total property, plant, and equipment, 27,16¢ 26,76
Investment funds 1,05t 98z
Regulatory and other lon¢-term assets
Deferred nuclear generating ur 2,151 2,347
Other regulatory assets 6,98t 7,281
Subtotal 9,13¢ 9,63¢
Other long-term assets 152 174
Total regulatory and other long-term assets 9,28¢ 9,80¢
Total assets $ 39,90¢ $ 40,017
LIABILITIES AND PROPRIETARY CAPITAL

Current liabilities
Accounts payable and accrued liabilit $ 1,52¢ $  2,10¢
Environmental cleanup cos- Kingston ash spil 27t 34¢
Accrued interes 41¢ 401
Current portion of leaseback obligatic 66 462
Current portion of energy prepayment obligati 10t 10t
Shor-term debt, ne 1,14 844
Current maturities of long-term debt 1,00¢ 8
Total current liabilities 4,54¢ 4,27
Long-term liabilities
Other lon¢-term liabilities 4,53¢ 4,80t
Regulatory liabilities 79 13C
Environmental cleanup cos- Kingston ash spil 247 354
Asset retirement obligatior 2,75¢ 2,68:
Leaseback obligatior 1,30z 94C
Energy prepayment obligations 77C 822
Total lon¢-term liabilities 9,681 9,73¢
Long-term debt, net 20,82% 21,78¢
Total liabilities 35,05¢ 35,79¢

Proprietary capital
Appropriation investmer 4,69: 4,70z



Retained earning 3,871 3,291

Accumulated other comprehensive | (5) (75)
Accumulated net expense of honpower programs (3,706) (3,707
Total proprietary capital 4,85: 4,21¢
Total liabilities and proprietary capital $ 39,90¢ $ 40,01%

The accompanying notes are an integral part ottfimancial statement
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TENNESSEE VALLEY AUTHORITY

STATEMENTS OF CASH FLOWS (Unaudited)
For the six months ended March 31

(in millions)

Cash flows from operating activities
Net income (loss
Adjustments to reconcile net income (loss) to r@eshc
provided by operating activitie
Depreciation, amortization, and accret
Nuclear refueling outage amortizati
Amortization of nuclear fue
Nor-cash retirement benefit exper
Prepayment credits applied to reve
Fuel cost adjustment defer
Environmental cleanup costs - Kingston ash spill
nor-cash
Changes in current assets and liabili
Accounts receivable, n
Inventories and other, n
Accounts payable and accrued liabilit
Accrued interes
Refueling outage cos
Other, net

Net cash provided by operating activit

Cash flows from investing activities
Construction expenditure
Nuclear fuel expenditure
Change in restricted cash and investm
Change in collateral func
Purchases of investments,
Loans and other receivabl
Advance:
Repayment
Other, net
Net cash used in investing activit|

Cash flows from financing activities
Long-term debt
Issues
Redemptions and repurcha
Shor-term issues, ne
Payments on leases and leaseback finar
Financing costs, nt
Payments to U.S. TreasL
Other

Net cash provided by (used in) financing activi

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

Cash and cash equivalents at end of period

2010 2009
$ 58C $ (172
834 804
58 60
11€ 102
177 70
(53) (52)
(642) 67¢
31 59¢
165 182
(115) (295)
(24E) 92
18 (30)

— (44)

5 &)

92¢ 1,99(
(1,00%) (859)
(238) (302)
— (17)

— (260)

5 4
(22) 4
10 5

3 _
(1,242) (1,439
11€ 61¢
(29) (2,55¢)
30z 1,43¢
(57) (27)
3 (7
(1% 5

1 (17)

31€ (559

1 2

201 217
$ 20z % o1

The accompanying notes are an integral part oktfirancial statement
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL (U nau dited)
For the three months ended March 31, 2010 and 2009
(in millions)

Accumulated
Other Accumulated Net
Appropriation Retained Comprehensive Expense Stewardshi Comprehensive
Investment  Earnings Loss Programs Total Income (Loss)

Balance at December 31

2008 (Unaudited) $ 471¢ $ 2,26/ $ (210 $ (3,699 ¢ 3,07%

Net income (loss — 13¢ — (3) 13 $ 13¢

Other comprehensive

income
Net unrealized gain on

future cash flow hedge — — 41 — 41 41
Reclassification to

earnings from cash flow

hedges — — 15 — 15 15
Total other

comprehensive income 56

Total comprehensive

income $ 18¢

Return on Power Facility

Appropriation Investmer — 4 — — (4)
Return of Power Facility

Appropriation Investment (5) — — — (5)
Balance at March 31,

2009 (Unaudited) $ 471 ¢ 23% $ (154) $ (3,699 ¢ 3,25i

Balance at December 31

2009 (Unaudited) $ 469t $ 344: % (18) % (3,709 ¢ 4,41¢

Net income (loss — 432 — 2 43C $ 43C

Other comprehensive

income
Net unrealized loss on

future cash flow hedge — — (46) — (46) (46)
Reclassification to

earnings from cash flow

hedges — — 59 — 59 59
Total other

comprehensive income 13

Total comprehensive

income $ 442

Return on Power Facility

Appropriation Investmer — 3 — — 3
Return of Power Facility

Appropriation Investment (5) — — — (5)
Balance at March 31,

2010 (Unaudited) $ 4,69 $ 3,871 % (5) $ (38,7060 $ 4,85:

The accompanying notes are an integral part oktfinancial statement
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL (U nau dited )
For the six months ended March 31, 2010 and 2009
(in millions)

Accumulated
Other Accumulated Net
Appropriation Retained Comprehensive Expense Stewardshi Comprehensive
Investment  Earnings Loss Programs Total Income (Loss)
Balance at September 3(
2008 $ 472 $ 2571 % 37 $ (3,699 $ 3,56:
Net income (loss — (16€) — (4 179 % 172
Other comprehensive
income (loss
Net unrealized loss on
future cash flow hedge — — (329 — (323 (329
Reclassification to
earnings from cash flow
hedges — — 20¢€ — 20€ 20€
Total other
comprehensive income
(loss) (119

Total comprehensive los: $ (289)

Return on Power Facility

Appropriation Investmer — @) — — (7
Return of Power Facility

Appropriation Investment (10) — — — (10)
Balance at March 31,

2009 (Unaudited) $ 4712 ¢ 23% $ (154) $ (3,699 ¢ 3,25i

Balance at September 3(

2009 $ 4,702 ¢ 3291 % (75 $ (3,700 ¢ 4,21¢

Net income (loss — 58t — (5) 58C $ 58C

Other comprehensive

income (loss
Net unrealized gain on

future cash flow hedge — — 21 — 21 21
Reclassification to

earnings from cash flow

hedges — — 49 — 49 49
Total other

comprehensive income

(loss) 70

Total comprehensive

income (loss) $ 65C

Return on Power Facility

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

Appropriation Investment (10) — — — (10)
Balance at March 31,

2010 (Unaudited) $ 469 ¢ 3871 % (5) % (38,7060 $ 4,85:

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

Note Page

No. No.

Summary of Significant Accounting 11
1 Policies

Impact of New Accounting Standards ai 12
2 Interpretation:
3  Accounts Receivabl 14
4  Inventories and Other, N 14
5 Other Lon-Term Assett 14
6 Cos-Based Regulatio 15
7  Kingston Fossil Plant Ash Sp 16
8  Other Lon¢-Term Liabilities 17
9 Asset Retirement Obligatiot 17
10 Debt 18

Seven States Power Corporation 19
11  Obligation

Risk Management Activities and 20
12  Derivative Transaction
13 Fair Value Measuremen 27
14  Other Income (Expense), N 32
15 Benefit Plans 32
16 Legal Proceeding 33
17 Subsequent Even 37

1. Summary of Significant Accounting Policies
General

In response to a proposal by President FrankliR@sevelt, in 1933, the U.S. Congress created ¢énadssee Valley Authority
(“TVA"), a government corporation. TVA was creafesinong other things, to improve navigation onTteanessee River, reduce the damage
from destructive flood waters within the TennesReer system and downstream on the lower Ohio arssiskippi Rivers, further the
economic development of TVA’'service area in the southeastern United Statdssell the electricity generated at the faciliffl&sA operates

Today, TVA operates the nation’s largest public ppgystem and supplies power in most of Tennessethern Alabama,
northeastern Mississippi, and southwestern Kentaeld/in portions of northern Georgia, western N@#molina, and southwestern Virginia
to a population of over nine million.

TVA also manages the Tennessee River and its &ilest— the United States’s fifth largest riverteps — to provide, among other
things, year-round navigation, flood damage reductand affordable and reliable electricity. Cetesit with these primary purposes, TVA
also manages land, shoreline and tributaries teiglearecreational opportunities, adequate wateplsuimproved water quality, and
economic development. TVA performs these managemhdies in cooperation with other federal andestagencies who have jurisdiction
and authority over certain aspects of the rivetesys

The power program has historically been separatedetinct from the stewardship programs. TVAdguired to be self-supporting
from power revenues and proceeds from power fimaysgisuch as proceeds from the issuance of boatis,rand other evidences of
indebtedness (“Bonds”). Although TVA does not eatty receive congressional appropriations, ieguired to make annual payments to the
U.S. Treasury in repayment of, and as a returthengovernment’s appropriation investment in TVAvgo facilities (the “Power Facility
Appropriation Investment”). In the 1998 Energy alidter Development Appropriations Act, Congresedizd TVA to fund essential
stewardship activities related to its managemeth®fTennessee River system and related propeiitiegpower funds in the event that there
were insufficient appropriations or other availafieds to pay for such activities in any fiscal ye@€ongress has not provided any
appropriations to TVA to fund such activities sifk@99. Consequently, during 2000, TVA began pajamgssential stewardship activities
primarily with power revenues, with the remaindended with user fees and other forms of revenugsedkin connection with those
activities. These activities related to essemstievardship properties do not meet the criterianobperating segment under the accounting
principles generally accepted in the United Stafesmerica (“GAAP”). Accordingly, these assets gndperties are included as part of the
power program, TVA’s only operating segment.

11
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Power rates are established by the TVA Board oé®@ars (“TVA Board”) as authorized by the Tennesgakey Authority Act of
1933, as amended, 16 U.S.C. 88 831-831ee (as athahdeTVA Act”). The TVA Act requires TVA to chige rates for power that will
produce gross revenues sufficient to provide fdndsperation, maintenance, and administrationopower system; payments to states and
counties in lieu of taxes; debt service on outdtamhdebtedness; payments to the U.S. Treasumpayment of and as a return on the Power
Facility Appropriation Investment; and such addiibmargin as the TVA Board may consider desirédniénvestment in power system
assets, retirement of outstanding Bonds in advaho®turity, additional reduction of the Power HiégiAppropriation Investment, and other
purposes connected with TVA's power business.ettirg) TVA's rates, the TVA Board is charged by 1éA Act to have due regard for the
primary objectives of the TVA Act, including thejebtive that power shall be sold at rates as loaradeasible. Rates set by the TVA Board
are not subject to review or approval by any stateederal regulatory body.

Basis of Presentation

TVA prepares its interim financial statements imfmomity with GAAP for interim financial informatim. Accordingly, TVA's
interim financial statements do not include altleé information and notes required by GAAP for ctetgfinancial statements. Because the
accompanying interim financial statements do noluite all of the information and footnotes requibgdGAAP for complete financial
statements, they should be read in conjunction thighaudited financial statements for the year ér&kptember 30, 2009, and the notes
thereto, which are contained in TVA’s Annual RepmitForm 10-K for the year ended September 30, 20@9“Annual Report”). In the
opinion of management, all adjustments (consistingems of a normal recurring nature) consideredassary for fair presentation are
included.

Use of Estimates

The preparation of financial statements require & T& estimate the effects of various matters thatimherently uncertain as of the
date of the financial statements. Although tharicial statements are prepared in conformity witAB, management is required to make
estimates and assumptions that affect the repartemints of assets and liabilities, the disclos@ieotingent 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 finankciasults. Estimates are deemed critical eithezwd different estimate could have
reasonably been used, or where changes in theagstare reasonably likely to occur from periodéoiqd, and such use or change would
materially impact TVA's financial condition, ressilof operations, or cash flows. TV&¢ritical accounting policies are also discusselate
1 of the Notes to the Financial Statements contkiméhe Annual Report

Fiscal Year

TVA's fiscal year ends September 30. Unless otlemindicated, years (2010, 2009, etc.) refer té\B\Miscal years. References to
years that are preceded “CY” are to calendar years.

2. Impact of New Accounting Standards and Interpréations

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

Fair Value Measurementsin September 2006, the Financial Accounting @&atls Board (“FASB”) issued guidance for measuring
assets and liabilities that currently require fa@ilue measurement. The guidance also respondséstors’requests for expanded informati
about the extent to which companies measure amsdtiabilities at fair value, the information usedneasure fair value, and the effect of
value measurements on earnings. The guidancesapplienever other standards require (or permittsss liabilities to be measured at fair
value but does not expand the use of fair valminnew circumstances. The guidance establisfas\alue hierarchy that prioritizes the
information used to develop measurement assumptibnBebruary 2008, FASB issued guidance thatygelahe effective date of the fair
value accounting changeor nonfinancial assets and nonfinancial liabilitexcept for items that are recognized or discledddir value in
the financial statements on a recurring basisedgffe October 1, 2009, TVA adopted these fair @@acounting changes for its nonfinancial
assets and nonfinancial liabilities. The adoptbthis guidance did not materially impact TVA'séincial condition, results of operations, or
cash flows.

12
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In August 2009, FASB issued guidance regardingvaine measurements of liabilitiesThe guidance clarifies how the fair value of
a liability should be measured when a quoted prian active market for the identical liability leér is or is not available. Additionally, the
guidance clarifies how to consider a restrictiorewlestimating the fair value of a liability and #ygpropriate level within the fair value
disclosure hierarchy in which the various measurdrtechniques result. These changes became g#doti TVA on October 1, 2009. The
adoption of this guidance did not materially imp&®tA’s financial condition, results of operatiorms, cash flows.

In September 2009, FASB issued guidance regardingdlue measurements for certain alternativestments, such as interests in
hedge funds, private equity funds, real estatedumenture capital funds, offshore fund vehiclesl funds of funds. The guidance allows
reporting entities to use net asset value per ghagstimate the fair value of these investmen® @sctical expedient. The guidance also
requires disclosures by major category of investrabout the attributes of the investments, sudh@sature of any restrictions on the
investor's ability to redeem its investments atrtiteasurement date, any unfunded commitments, andvbstment strategies of the
investees. These changes became effective for divActober 1, 2009. The adoption of this guidatidenot materially impact TVA's
financial condition, results of operations, or céekvs.

Business Combinationsin December 2007, FASB issued guidance thatgdmathe accounting for business combinations. The
guidance establishes principles and requirementdefi@rmining how an enterprise recognizes and aneashe fair value of certain assets
liabilities acquired in a business combinationjuding non-controlling interests, contingent comsation, and certain acquired
contingencies. The guidance also requires aciisielated transaction expenses and restructests to be expensed as incurred rather
than capitalized as a component of the busines®ication. In April 2009, FASB issued additionalidance to amend and clarify the initial
recognition and measurement, subsequent measuramgaccounting, and related disclosures arisioig tontingencies in a business
combination. This guidance became effective for TMAOctober 1, 2009. The adoption of this guidadidenot materially impact TVA's
financial condition, results of operations, or célstwvs but will impact the accounting for any fuguipusiness acquisitions.

Noncontrolling Interests In December 2007, FASB issued guidance thabdiotzes significant changes in the accounting for
noncontrolling interests (formerly minority intetgpgin a partially-owned consolidated subsidiaffxe guidance also changes the accounting
for and reporting for the deconsolidation of a sdiasy. The guidance requires that a noncontrgliimterest in a consolidated subsidiary be
displayed in the consolidated statement of findrpmaition as a separate component of equity. dgithi@ance also requires that earnings
attributed to the noncontrolling interests be régaias part of consolidated earnings, and reqdisetosure of the attribution of consolidated
earnings to the controlling and noncontrolling iests on the face of the consolidated income s&tenirhese changes became effective for
TVA on October 1, 2009. The adoption of this guickadid not materially impact TVA's financial cotidn, results of operations, or cash
flows but will impact the accounting for any futurencontrolling interests.

The following accounting standards have been isduetths of March 31, 2010, were not effective had not been adopted by TV

Transfers of Financial Assetsin June 2009, FASB issued guidance regardinguatting for transfers of financial assets. This
guidance eliminates the concept of a qualifyingc&depurpose entity (“QSPE”) and subjects thosétiestto the same consolidation guidance
as other variable interest entities (“VIEs”). Td@idance changes the eligibility criteria for certaansactions to qualify for sale accounting
and the accounting for certain transfers. Theauie also establishes broad disclosure objectivésemjuires extensive specific disclosures
related to the transfers. These changes will becsifiective for TVA for any transfers of financedsets occurring on or after October 1,
2010. TVA does not believe adoption of this guickamill materially affect its financial conditioresults of operations, or cash flows.

Variable Interest Entities In June 2009, FASB issued guidance that chathgesonsolidation guidance for VIEs. The guidance
eliminates the consolidation scope exception foPR& The statement amends the triggering evemlstésmine if an entity is a VIE,
establishes a primarily qualitative model for detiging the primary beneficiary of the VIE, and reées on-going assessments of whether the
reporting entity is the primary beneficiary. Thebanges will become effective for TVA on Octobe@10, and will apply to all entities
determined to be VIEs as of and subsequent todteaf adoption. TVA does not believe adoptiomhig guidance will materially affect its
financial condition, results of operations, or céekvs.
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3. Accounts Receivable

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

Accounts Receivable

At March 31, At September

2010 30, 2009
Power receivables bille $ 251 $ 30¢
Power receivables unbilled 85¢ 94C
Total power receivable 1,10¢ 1,24¢
Other receivable 42 56
Allowance for uncollectible accout (1) (2)
Net accounts receivable $ 1,15C $ 1,30z

4. Inventories and Other, Net
The table below summarizes the types and amourft¥Afs inventories and other current assets :
Inventories and Other, Net

At March 31, At September

2010 30, 2009
Fuel inventory $ 59z % 53¢
Materials and supplies inventa 441 422
Emission allowance invento 12 12
Allowance for inventory
obsolescence (52 (50)
Inventories, ne 99:¢ 91¢
Prepaids and other 54 42
Inventories and other, net $ 1,047 $ 961

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

At March 31, At September

2010 30, 2009
Loans and long-term receivable
net $ 89 $ 77
Currency swap asse 16 7
Coal contract derivative asst 43 87
Other long-term assets 5 3
Total other long-term assets $ 155 $ 174
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6. Cost-Based Regulation

Regulatory assets generally represent incurred tlat have been deferred because such costsodwabje of future recovery in
customer rates. These regulatory assets are gatindDEFERREDNUCLEAR GENERATING UNITS and GrHER REGULATORY ASSETSON the March
31, 2010, and September 30, 2009 Balance Sheeguld&ory liabilities generally represent obligagdo make refunds to customers for
previous collections for costs that are not likielype incurred or deferral of gains that will bedited to customers in future periods. These
regulatory liabilities are included inGEOUNTSPAYABLE AND ACCRUED LIABILITIES and REGULATORY LIABILITIES on the March 31, 2010, and
September 30, 2009 Balance Sheets. ComponentsHeRAEGULATORY AsSETsand REGULATORY LIABILITIES are summarized in the table
below.

TVA Regulatory Assets and Liabilities

At March 31, At September
2010 30, 2009
Regulatory Assets:
Deferred other po-retirement benefit cos  $ 287 $ 29¢
Deferred pension cos 3,661 3,76¢
Nuclear decommissioning co¢ 884 90¢
Non-nuclear decommissioning co: 37¢ 351
Debt reacquisition cos 18t 19t
Unrealized losses relating to TV#\Financia
Trading Progran 243 85
Unrealized losses on coal contract derivat 40 70
Unrealized losses on certain swap and
swaption contract 284 49¢
Environmental cleanup costs - Kingston a:
spill 90z 93z
Deferred outage cos 87 144
Other 33 40
Subtota 6,98t 7,28
Deferred nuclear generating units 2,151 2,341
Total $ 9,13¢ $ 9,634
Regulatory Liabilities:
Unrealized gains on coal contract derivati $ 43 $ 87
Capital lease liabilitie 16 26
Unrealized gains relating to TVA'’s Financi
Trading Program 20 17
Subtota 79 13C
Reserve for future generati 65 67
Accrued tax equivalen 19 81
Fuel cost adjustment liability: short-term 18C 822
Total $ 34: % 1,10(

Fuel Cost Adjustment.The fuel cost adjustment (“FCA”) provides a methm to regularly increase or decrease rates tectef
changing fuel and purchased power costs. Thdaypisally a lag between the occurrence of a chandeel and purchased power costs and
the reflection of the change in rates. As of Ma3&h2010, TVA had recognized a short-term regumjaliability of $180 million with no long-
term regulatory liability related to the FCA. THilsort-term regulatory liability represents excesgenue collected to offset fuel and
purchased power costs. The excess revenue résuttsnarket prices for fuel-related commoditiesigegiower than those forecasted. This
short-term FCA regulatory liability balance is inded in ACCOUNTSPAYABLE AND ACCRUED LIABILITIES on the Balance Sheet at March 31,
2010.

In August 2009, the TVA Board approved a revisiohte FCA formula. Starting with the October 102®illing period, all
adjustments to the FCA have been made on a mobpdsig instead of a quarterly basis. This allovesREBA rate to be more closely aligned
with TVA's costs. The FCA formula also containdeferred account which is used to reconcile thiedifice between actual and forecasted
fuel and purchased power costs in the FCA. THerifice between the amounts is included in theradgf@account, and starting with the
October 1, 2009 billing period, 50 percent of theaunt has been disbursed or collected on a moh#dis instead of a quarterly basis. This
change to a monthly FCA formula is expected toltésismaller reconciliations and faster liquidatiof any balances in the account. With
the change to the monthly FCA formula on Octob&2D9, the remaining balance in the existing detetiability account balance at that d
of approximately $822 million is being liquidateden a nine-month period from October 1, 2009, tgtodune 30, 2010.
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Deferred Outage CostsTVA's investment in the fuel used in its nucleaits is being amortized and accounted for asnapoment
of fuel expense. Nuclear refueling outage and teasnce costs already incurred have historicalgnlieferred and amortized on a straight-
line basis over the estimated period until the mefiteling outage. In August 2009, the TVA Boappmved a change in the accounting for
deferred outage costs. Beginning October 1, 200@&ge costs are no longer deferred as a regulassst and are being expensed as
incurred. Previously deferred outage costs coatioube amortized as the remaining amounts areated in rates.

7. Kingston Fossil Plant Ash Spill

The Event On December 22, 2008, approximately five millaubic yards of water and coal fly ash flowed duthe ash pond at
the Kingston Fossil Plant (“Kingston”) onto appnately 300 acres, primarily into the Emory Riveachel portion of the Watts Bar
Reservoir and onto shoreline property owned byuhiged States and managed by TVA, but also stratijudamaged three homes,
interrupted utility service, and blocked a roady &sh is a coal combustion product of a coal-fiktht. Kingston used wet ash containment
impoundments for fly ash.

TVA is conducting cleanup and recovery efforts @amjeinction with federal and state agencies. UtideMay 11, 2009
Administrative Order and Agreement on Consent (‘8@hd Agreement”) entered into by TVA and the Emwnental Protection Agency
(“EPA”) under the Comprehensive Environmental Resgo Compensation, and Liability Act (“CERCLA"), R\fetains its status as a lead
federal agency, but TVA's work is subject to reviend approval by the EPA, in consultation with Temnessee Department of Environment
and Conservation (“TDEC"). Under the Order andé&nent, response actions are classified into ttaegories: time-critical removal; non-
time-critical removal; and remedial actions. Gailgr removal of the ash from the Emory River iaéicritical. TVA estimates that this wo
will be completed during the third quarter of 20I®emoval of the remaining ash is considered todyetime-critical. TVA estimates that
this work will be completed in 2013. Once the realactions are completed, TVA will be requirecassess the site and determine whether
any additional actions may be needed at Kingstadh@surrounding impacted area. This assessmdraranadditional activities found to be
necessary are considered the remedial actions.

On March 5, 2010, the EPA issued a memorandunctratiuded that TVA’s dredging operations shoula¢beducted in a manner
that seeks to maximize ash removal while simultaslominimizing disturbance to native sedimentthia river. Accordingly, some residual
ash will remain in the Emory River.

Insurance TVA has property and excess liability insurapeagrams in place that may cover some of the Kongsssh spill
costs. The insurers for each of these programs hagn notified of the event. Three of the insutleat provide liability insurance have
denied coverage. TVA is providing information betinsurers about the event and its cause. T\tsiussing with the insurers why TVA
believes the policies provide coverage and itsregts of covered costs. No estimate for potemmsalrance recovery has been accrued.

Claims and Litigation Fifty-seven lawsuits based on the Kingston gslhtsave been filed, and two of these have beduantarily
dismissed. All of the remaining cases are penitirige United States District Court for the Easterstrict of Tennessee. See Note 16—
Legal Proceedings Related to Kingston Ash Pond.

Financial Impact TVA has recorded an estimate in the amount 883%8illion for the cost of cleanup related to taient. TVA
originally charged this amount to expense in 209%#Hows: $525 million, $150 million, and $258lhan during the three months ended
December 31, 2008, March 31, 2009, and June 3®,266pectively. However, due to actions of theATRbard in August 2009, $933
million was reclassified as a regulatory assetrduthe fourth quarter of 2009 and is being chatgezkpense as it is collected in future rates
over 15 years, beginning October 1, 2009. TVAeavaluated the estimated cost of the cleanuptbeerourse of the project consistent v
receipt of better information as the remediatiomknlmas progressed.

As work continues to progress and more informaisoavailable, TVA will review its estimates and ivthem as appropriate. TVA
currently estimates the recovery process will bmgleted in 2013. As such, TVA has accrued a poritthe estimated cost in current
liabilities, with the remaining portion shown atag-term liability on TVA’s Balance Sheets. Costsurred since the event through March
31, 2010, totaled $416 million, of which $100 nuhiand $185 million were incurred during the thaee six months ended March 31, 2010,
respectively. The remaining estimated liabilityMerch 31, 2010, was $517 million.
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The $933 million estimate currently includes, amotiter things, a reasonable estimate of costsertlatash dredging and
processing, ash disposition, infrastructure remagdge cell repair, root cause analysis, cerggjalland settlement costs, environmental
impact studies and remediation, human health asseds, community outreach and support, regulateeysight, cenosphere recovery,
skimmer wall installation, construction of tempgrash storage areas, dike reinforcement, projeotigement, and certain other remediation
costs associated with the cleanup. If the actualmt of ash removed is more or less than the agtinthe expense could change significe
as this affects the largest cost components oéstimate. The cost of the removal of the ash laripe part dependent on the final disposal
plan, which is still in development by TVA and réafory authorities.

Because of the uncertainty at this time of the amhofiash to be removed and the final methods sgakial, a range of reasonable
estimates has been developed by cost categoryithed e known amounts, most likely scenariodparend of the range for each category
has been accumulated and evaluated to determirietti@stimate. The costs related to loadingspart, and disposal of all time critical ash
and final disposition of dredge cell closures &ednes most subject to change. The range ofasiihtosts varies from approximately $933
million to approximately $1.2 billion.

TVA has not included the following categories otsoin the above estimate since it has determhmatdthese costs are currently
either not probable, not reasonably estimable ppappropriately accounted for as part of the estinaccrual: fines or regulatory directives,
outcome of lawsuits, future claims, long-term eomimental impact costs, final long-term dispositidrash processing area, associated capita
asset purchases, ash handling and dispositiondtorent plant operations, costs of remediatingdisgovered mixed waste during ash
removal process, and other costs not meeting tegyrition criteria. As ash removal continuessipossible that other environmentally
sensitive material potentially in the river sedirnkeafore the ash spill may be uncovered. If othaterials are identified, additional
remediation not included in the above estimates beagequired.

On January 26, 2010, the owners of the landfifP@rry County, Alabama, that is receiving the agiuded from the Emory River
filed a voluntary proceeding under Chapter 11 efthS. Bankruptcy Code. At this time it is uncledrether this filing will cause TVA to
incur any additional costs.

8. Other Long-Term Liabilities
The table below summarizes the types and amourihilfties:

Other Long-Term Liabilities

At March 31, At September 30

2010 2009
Currency swap liabilitie $ 39 $ 51
Swaption liability 44¢ 592
Interest rate swap liabilitie 21€ 287
Coal contract derivative liabilitie 43 80
Post-retirement and postemploymen
benefit obligation: 3,697 3,67¢
Other long-term liability obligations 91 117
Total other long-term liabilities  $ 453 $ 4,80¢

9. Asset Retirement Obligations

During the second quarters of 2010 and 2009, TW#a asset retirement obligation (“ARO”) liabilitucreased due primarily to
accretion. The nuclear and non-nuclear accretierewleferred as regulatory assets. During the #mdesix months ended March 31, 2010,
$14 million and $27 million, respectively, of thelated regulatory assets were amortized into expsinge these amounts were collected in
rates. The nuclear ARO liability as of March 3@1Q, was $1,888 million. The non-nuclear ARO ligpias of March 31, 2010, was $865
million.
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Reconciliation of Asset Retirement Obligation Liablity

Three Months Ended Six Months Ended March

March 31 31

201(C 200¢ 201(C 200¢
Balance at beginning of peri $ 2,717 % 2,35C $ 2,68: % 2,31¢

Changes in nuclear estimates to fu
cash flows - - - -
Non-nuclear additional obligations — — (3) —
2,71 2,35( 2,68( 2,31¢

Add ARO accretion

Nuclear accretio 26 24 52 48
Non-nuclear accretion 10 8 21 16
36 32 73 64
Balance at end of period $ 2,75 % 2,38. % 2,75 $ 2,38z

10. Debt
Debt Outstanding
The TVA Act authorizes TVA to issue Bonds in an amionot to exceed $30 billion outstanding at ameti Debt outstanding at
March 31, 2010, and September 30, 2009, includigstation gains of $18 million and losses of $3llion, respectively, related to Bonds
denominated in foreign currencies, consisted ofaHewing:

Debt Outstanding

At September 30,
At March 31, 2010 2009
Shor-term debi
Discount notes (net of
discount) $ 1,147 $ 844
Current maturities of long-
term debt 1,00¢ 8
Total shor-term debt, ne 2,15¢ 852
Long-term deb
Lon¢-term debr 21,05: 22,01:
Unamortized discount (224 (224)
Total long-term debt, net 20,82’ 21,78¢
Total outstanding debt $ 22,98 $ 22,64(
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The table below summarizes TVA'’s long-term Bond\éist for the period from October 1, 2009, to Margh, 2010.

Interest
Date Amount Rate
Issuances:
First Quarter
electronote® 2010 $ 82 4.38%
Second
Quarter 201 34 4.11%
$ 11€
Redemptions/Maturities:
First Quarter
electronote® 2010 $ 1 3.24%
Second
Quarter 201( 25 4.5(%
Novembel
2009 Series / 2009 2 2.25%
December
2009 Series B 2009 1 3.71%
$ 29

TVA also has access to a financing arrangementtwéhJ.S. Treasury pursuant to the TVA Act. TVAlahe U.S. Treasury enter
into a memorandum of understanding under whicht® Treasury provides TVA with a $150 million citefdcility. This credit facility
matures on September 30, 2010, and is expectesl tenewed. Access to this credit facility or otkienilar financing arrangements has been
available to TVA since the 1960s. TVA plans to tleeU.S. Treasury credit facility as a secondaryree of liquidity. The interest rate on
any borrowing under this facility is based on therage rate on outstanding marketable obligatiéiseoUnited States with maturities from
date of issue of one year or less. There werautgtanding borrowings under the credit facilittMarch 31, 2010, and September 30, 2009.

TVA also has short-term funding available in theriaf two short-term revolving credit facilities $1..0 billion each, one of which
matures on May 12, 2010, and the other of whichureaton November 8, 2010. The credit facilitis®accommodate the issuance of letters
of credit. The interest rate on any borrowing #relfees on any letter of credit under these tasliare variable based on market factors and
the rating of TVA'’s senior unsecured long-term ravadit enhanced debt. TVA is required to pay amsed facility fee on the portion of the
total $2.0 billion which TVA has not borrowed orromitted under letters of credit. The fee fluctsatepending on the non-enhanced credit
ratings on TVA's senior unsecured long-term deftMarch 31, 2010, and September 30, 2009, there 29 million and $103 million,
respectively, of letters of credit outstanding unithe facilities, and there were no outstandingdweings.

11. Seven States Power Corporation Obligation

Seven States Power Corporation (“Seven Statesudn its subsidiary, Seven States Southaven, LBEGSL”"), exercised Seven
States$ option to purchase an undivided 90 percent iaténea combined cycle combustion turbine faciilitySouthaven, Mississippi. As pi
of interim joint-ownership arrangements, Seven States has theatighly time during the interim period, and for a@gson, to require TVA"
buy back the Seven States interest in the facillty A would have bought back the Seven Statesesteaf long-term operational and power
sales arrangements for the facility among TVA, 8€States, and SSSL, or alternative arrangements, nae in place by April 30,
2010. TVA's buy-back obligation would have terntea if such long-term arrangements were in placthbydate. In the event of a buy-
back, TVA would re-acquire the Seven States intérethe facility and the related assets.

On April 22, 2010, TVA and Seven States througtsitigsidiary, SSSL, amended the joint ownershipeagent, lease agreement and
buy-back arrangements to extend the term of tlegimtarrangements by approximately three yeard, Aiptil 23, 2013. The other material
terms and conditions of the agreements were natggthand remain in full force and effect. As aitesf the extension of the interim
arrangements, the leaseback obligation is presemtdd/A’s BALANCE SHEETSin accordance with the terms of the new agreemaastof
March 31, 2010, the carrying amount of the obligativas approximately $416 million.
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12. Risk Management Activities and Derivative Trasactions

TVA recognizes certain of its derivative instrumgeas either assets or liabilities on its Balancee®hat fair value. The accounting
for changes in the fair value of these instrumeesends on (1) whether the derivative instrumestideen designated and qualifies for hedge
accounting treatment and (2) if so, the type ofgeegklationship (e.g., cash flow hedge).

TVA is exposed to various market risks. These miarisks include risks related to commodity priagesestment prices, interest
rates, currency exchange rates, inflation, and tewparty credit risk. To help manage certain esthrisks, TVA has entered into various
derivative transactions, principally commaodity gpticontracts, forward contracts, swaps, swaptistes, and options on futures. Other
than certain derivative instruments in investmeanids, it is TVA'’s policy to enter into these detiva transactions solely for hedging
purposes and not for speculative purposes.

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

Amount of Mark -to-
Market (Loss) Gain ~ Amount of Mark -to-

Recognized in Other Market
Comprehensive (Loss) Gain
Derivatives Income (Loss) Recognized
in Cash Flow Accounting for (“ocCIm in OCI
Hedging Objective of Hedge Derivative Three Months Ended  Six Months Ended
Relationship Transaction Hedging Instrument March 31 March 31 (a)
2010 2009 2010 2009
Currency To protect against Cumulative unrealizei
swaps changes in cash flow: gains and losses are $ (46 $ 41 $21 $ (323
caused by changes ir recorded in OCI and
foreign currency reclassified to interes
exchange rates expense to the extent

(exchange rate risk)  they are offset by
cumulative gains and
losses on the hedged
transactior

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

Amount of Exchange Amount of Exchange
Gain Reclassified from Gain Reclassified from
OCI to Interest Expense OCI to Interest Expense
Derivatives in Cash Flow Three Months Ended Six Months Ended
Hedging Relationship March 31 (a) March 31 (a)
2010 2009 2010 2009
Currency swap $ 5¢ $ 1t $ 4¢ $ 20¢

Note
(&) There were no ineffective portions or amowxisluded from effectiveness testing for any of the
periods presented.

Also see Note 1.
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Summary of Derivative Instruments That Do Not Receie Hedge Accounting Treatment

Amount of Gain
(Loss) Recognized in

Amount of Gain
(Loss) Recognized in

Income on Income on
Derivatives Derivatives
Derivative Objective of Accounting for Derivative Three Months Ended Six Months Ended
Type Derivative Instrument March 31 (a) March 31 (a)
2010 2009 2010 2009
Swaption To protect against ~ Gains and losses are recordec
decreases in value . regulatory assets or liabilities
the embedded call  until settlement, at which time $ — $ — $ — $ —
(interest rate risk) the gains/losses (if any) are
recognized in gain/loss on
derivative contracts
Interest rate  To fix short-term Gains and losses are recordet
swaps debt variable rate tc regulatory assets or liabilities
fixed rate (interest  until settlement, at which time — — — —
rate risk) the gains/losses (if any) are
recognized in gain/loss on
derivative contracts
Coal contrac To protect against  Gains and losses are recordec
derivatives fluctuations in regulatory assets or
market prices of liabilities. They are recognize: — — — —
purchased coal (pric in fuel and purchased power
risk) expense when the related coa
used in production.(k
Commodity  To protect against  Realized gains and losses are
derivatives fluctuations in recorded in earnings as fuel a
under market prices of purchased power |
Financial purchased expense. Unrealized gains ar (22) (89) (71) (e
Trading commodities (price  losses are recorded as a
Program risk) regulatory asset/liability.
Notes

(a) All of TVA's derivative instruments that do nceive hedge accounting treatment have unreatjaed (losses) that
would otherwise be recognized in income but inseraddeferred as regulatory assets and liabilithes such, there was no
related gain (loss) recognized in income for thesealized gains (losses) for the three and sixthsoended March 31,

2010, and 2009.

(b) Settlement fees associated with early conteaatination are recognized in fuel and purchasedep@xpense in the
period incurred. Settlement fees with early cartttarminations that qualify for regulatory accdngtare recorded as

regulatory asset
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Mark -to-Market Values of TVA Derivatives

At March 31, 2010 At September 30, 2009

Derivatives that Receive Hedge Accounting Treatment

Balance Sheet: Balance Sheet:
Balance Presentation Balance Presentation
Currency swaps

Other long-term Other long-term
£200 million Sterling $ (35 liabilities $ (33 liabilities
£250 million Sterling 16 Other lon¢-term asset 7 Other lon+term asse!

Other long-term Other long-term
£150 million Sterling 4 liabilities (18) liabilities

Derivatives that do Not Receive Hedge Accounting Batment:

Balance Sheets Balance Sheets
Balance Presentation Balance Presentation
Swaption:
Other long-term Other long-term
$1.0 billion notiona $ (448 liabilities $ (592 liabilities
Interest rate swap
Other long-term Other long-term
$476 million notiona (207) liabilities (27€) liabilities
Other long-term Other long-term
$42 million notional 9) liabilities (11) liabilities
Other long-term Other longterm assel
assets $43, $87,
Other long-term Other long-term
Coal contract derivative — liabilities ($43; 7 liabilities ($80;

Commodity derivatives
under Financial Trading

Program:
Inventories and other,
Margin cash account 15 Inventories and other, n 28 net
Other regulatory asset Other regulatory assets
($243), ($85),
Regulatory Regulatory
Unrealized losses, n (229 liabilities $20 (68) liabilities $17
Note

* In accordance with certain credit terms, TVA ul®graging to trade financial instruments under th
Financial Trading Program. Therefore, the margshcaccount balance does not represent 100 pericent o
the net market value of the derivative positiontsstanding as shown in the Commaodity Derivatives &t
Financial Trading Program table belc
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Cash Flow Hedging Strategy for Currency Swaps

To protect against the exchange rate risk relatedree sterling denominated Bond transactions, Evifered into foreign currency
hedges at the time the Bond transactions occuf®® has the following currency swaps outstandisgpfMarch 31, 2010:

Currency Swaps Outstanding
As of March 31, 2010

Effective Date of Associated TVA Bond

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

When the dollar strengthens against the Britisingaaterling, the exchange gain on the Bond liabiitoffset by an exchange loss
the swap contract. Conversely, when the dollarkees, the exchange loss on the Bond liability fsaifby an exchange gain on the swap
contract. All such exchange gains or losses aleded in LONG-TERM DEBT, NET . The offsetting exchange losses or gains osweap
contracts are recognized iIrCAUMULATED OTHER COMPREHENSIVELOSS. | f any loss (gain) were to be incurred as altesf the early

termination of the foreign currency swap contraaly resulting charge (income) would be amortizeer ¢lre remaining life of the associated
Bond as a component of interest expense.

Derivatives Not Receiving Hedge Accounting Treatr

Swaption and Interest Rate Swaps

TVA has entered into four swaption transactionsitmetize the value of call provisions on certaiit®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 whose call provision T\& monetized.

* In 2003, TVA monetized the call provisionsaf1.0 billion Bond issue by entering into a swaptgreement with a third party
in exchange for $175 million (tH*2003A Swaptio”).

* In 2003, TVA also monetized the call provissaon a $476 million Bond issue by entering inswaption agreement with a third
party in exchange for $81 million (t1*2003B Swaptio”).

« In 2005, TVA monetized the call provisionstaro electronote® issues ($42 million total par value) by enteringpiswaption
agreements with a third party in exchange for $ffioni(the “2005 Swaptior”).

In February 2004, the counterparty to the 2003B#wa exercised its option to enter into an interate swap with TVA, effective
April 10, 2004, requiring TVA to make fixed rateypaents to the counterparty of 6.875 percent andthmterparty to make floating

payments to TVA based on London Interbank OfferateR‘LIBOR”). These payments are based on thinal principal amount of $476
million and began on June 15, 2004.

In February 2008, the counterparty to the 2005 $ioap exercised its options to enter into interagt swaps with TVA, effective
March 11, 2008. Under the swaps, TVA is requiechike fixed rate payments to the counterpartyl#®percent, and the counterparty is

required to make floating payments to TVA based BBOR. These payments are based on a combinedrmadtamount of $42 million and
began on April 15, 2008.

TVA uses regulatory accounting treatment to ddferrhark-to-market gains and losses on these swhpveaption agreements and
includes the gain or loss in the ratemaking fornwiten these transactions settle. The values cfilag and swaption agreements and re
deferred unrealized gains and losses are recoml@d/A’s B ALANCE SHEETSWith realized gains or losses, if any, recorded ¥A's
STATEMENTS OF OPERATIONS. There were no realized gains or losses fothtree and six months ended March 31, 2010, and.2009
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For the three and six months ended March 31, 20&0changes in market value resulted in deferredalized (losses) gains on the
value of the interest rate swaps and swaption®f ${llion and $214 million, respectively. For tieee and six months ended March 31,
2009, the changes in market value resulted in defarnrealized gains (losses) on the value ofrttexést rate swaps and swaption of $206

million and $(549) million, respectively. All ndeferred unrealized gains (losses) are reclassieggulatory liabilities (assets) on the B
ALANCE SHEETS.

Coal Contract Derivatives

TVA enters into certain coal supply contracts tteafuire delivery of fixed quantities of coal (basas) at fixed prices. Most of the
contracts are not required to be marked to markealse (1) they are probable of physical delivag/(@) early net settlement is not
probable. Coal contracts that do not qualify fos exception are marked to market on a quarterbyshas coal contract
derivatives. Additionally, certain coal contractmtain options that permit TVA to either increaseeduce the amounts of coal delivered
within specified guidelines. Essentially, the optto take more or less coal represents a purclegsexh that is combined with the forward
coal contract in a single supply contract. TVA ksato market the value of these contracts on atgaibasis as coal contract derivatives.

At March 31, 2010, and September 30, 2009, TVA'al contract derivatives had net market values sg than $1 million and $7
million, respectively, which TVA deferred as regoly assets and liabilities on a gross basis. Wilkdefer all unrealized gains or losses
related to these contracts and record only reatizéals or losses as fossil fuel expense at thettimeoal is used in production. The net
market value of TVA's coal contract derivativedvidrch 31, 2010, also included a $3 million expectetisettlement related to early
termination of a coal supply contract. At March 32010, TVA'’s coal contract derivatives had terrhsipto three years.

Coal Contract Derivatives

At March 31, 2010 At September 30, 2009
Fair Value Fair Value
Number of  Notional Amount (MtM) Number of  Notional Amount (MtM)
Contracts (in tons) (in millions) Contracts (in tons) (in millions)
Coal Contract
Derivatives 10 28 million $ — 7 29 million $ 7

Commodity Derivatives Under Financial Trading Pragr

TVA has a Financial Trading Program (“FTRRder which it can purchase and sell futures, sywaptions, and combinations of
these instruments (as long as they are standdihe imdustry) to hedge TVA's exposure to (1) thegoof natural gas, fuel oil, electricity, cc
emission allowances, nuclear fuel, and other conitiesdncluded in TVA's FCA calculation, (2) theige of construction materials, and (3)
contracts for goods priced in or indexed to foreigrencies. The combined transaction limit f&r BECA and construction material
transactions is $130 million (based on one-dayevalirisk). In addition, the maximum hedge voluorehe construction material
transactions is 75 percent of the underlying nébnal volume of the material that TVA anticipatesng in approved TVA projects, and the
market value of all outstanding hedging transastiorolving construction materials is limited to®million at the execution of any new
transaction. The portfolio value at risk limit fibre foreign currency transactions is $5 millionl @ separate and distinct from the $130
million transaction limit discussed above. Undex ETP, TVA is prohibited from trading financiakinuments for speculative purposes.

At March 31, 2010, the only risks hedged underhe were the economic risks associated with treeprof natural gas, fuel oil,

and crude oil. Futures contracts and option cotgrander the FTP had remaining terms of lesstivaryears. Swap contracts under the FTP
had remaining terms of less than four years.
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Commaodity Derivatives Under Financial Trading Program

At March 31, 2010 At September 30, 2009

Fair Value Fair Value
Notional (MtM) Notional (MtM)
Amount (in millions) Amount (in millions)
Natural gas (mmBtu)
Futures contraci 21,360,00 (48) 30,020,00 (25)
Swap contract 130,312,50 (182  115,307,50 (36)
Option contracts 550,00( (1) 7,300,001 1
Natural gas financial positions  152,222,50 (231) 152,627,50 (60)
Fuel ail/crude ail (in barrels)
Futures contraci 174,00( 4 398,00( 3
Swap contract 1,812,00! 16 1,660,00!I 7
Option contracts 750,00( — 1,236,00! 3
Fuel oil/crude oil financial
positions 2,736,001 20 3,294,00! 13

Note

Due to the right of setoff and method of settlem&WA elects to record commaodity derivatives
under the FTP based on its net commodity positiibh thie broker or other counterparty. Notional
amounts disclosed represent the net absolute vhkentractual amount

TVA defers all FTP unrealized gains (losses) asleggry liabilities (assets) and records realizathg or losses to match the deliv
period of the underlying commodity product. In gigd to the open commodity derivatives disclosbdwae, TVA had fixed derivative
contracts with market values of $(12) million an@# million, at March 31, 2010, and at Septemt:r2909, respectively, which were
recorded as regulatory assets.

Natural Gas

At March 31, 2010, TVA had natural gas hedges wdtional volumes equivalent to 152,222,500 (in mm)Bthe market value of
which was a net loss of $231 million. The net afized losses of $131 million and $171 million fhe three and six months ended Marct
2010, respectively, were deferred as a regulatssgtaFor the three and six months ended MarcB@), TVA recognized realized losses on
natural gas hedges of $25 million and $80 milli@spectively, which were recorded as increasesitthased power expense.

At September 30, 2009, TVA had natural gas hedggsnetional volumes equivalent to 152,627,500nimBtu), the market value
of which was a net loss of $60 million. The unizad loss of $63 million and unrealized gain ofrfiilion for the year ended September 30,
2009, were deferred as a regulatory asset andutategy liability, respectively. For the three asid months ended March 31, 2009, TVA
recognized realized losses on natural gas heddg&ramillion and $157 million, respectively, whialere recorded as increases to purchased
power expense.

Fuel Oil/Crude Oil

At March 31, 2010, TVA had notional volumes of fedfcrude oil hedges equivalent to 2,736,000 @nréls), the market value of
which was a net gain of $20 million. The net utizeal loss of $2 million and net unrealized gair$@fmillion for the three and six months
ended March 31, 2010, respectively, were deferseggulatory liabilities. For the three and sixntis ended March 31, 2010, TVA
recognized realized gains on fuel oil/crude oildresiof $3 million and $9 million, respectively, whiwere recorded as reductions of fossil
fuel expense.

At September 30, 2009, TVA had notional volumetuet oil/crude oil hedges equivalent to 3,294,0@0b@arrels), the market value
of which was a net gain of $13 million. The unieadl loss of $1 million and unrealized gain of $d#dlion for the year ended September 30,
2009, were deferred as a regulatory asset andutategy liability, respectively. For the three asid months ended March 31, 2009, TVA
recognized realized losses on fuel oil/crude oildes of $2 million and $2 million, respectively, ialihwere recorded as increases to fossil
fuel expense.
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Other Derivative Instruments
Other Commaodity Derivatives

TVA enters into forward contracts that hedge césiv Exposures to market fluctuations in the priod delivery of certain
commodities including coal, natural gas, fuel oilyde oil, electricity, uranium, and constructiamomodities. TVA expects to take or make
delivery, as appropriate, under certain forwardti@mts. Accordingly, these contracts qualify formal purchases and normal sales
accounting and are not required to be marked-tdetarach reporting period.

Investment Fund Derivatives

Investment funds consist primarily of funds heldrinsts designed to fund nuclear decommissioniggirements, AROs, and the
supplemental executive retirement plan (“SERP”)L sAcurities in the trusts are classified as tigdiSee Note 13 for a discussion of the
trusts’ objectives and the types of investmenthihed in the various trusts. Derivative instrunsentthese trusts include swaps, futures,
options, forwards, and other instruments. As ofdi&81, 2010, and September 30, 2009, the fairvafuderivative instruments in these
trusts was immaterial.

Collateral

TVA's interest rate swaps, two of its currency swapd,itg swaption contain contract provisions thguiee a party to post collate
(in a form such as cash or a letter of credit) withenparty’s liability balance under the agreenexaeeds a certain threshold. These
derivative instruments contain provisions which ragjust these thresholds based on the credit rafifityA’s debt per Standard & Poor’s
Rating Service (“S&P”) or Moody’s Investors Servitec. (“Moody’s”) and TVA's continued status asrejority-owned U.S. government
entity. If these credit risk-related contingerdatigres were triggered, TVA could be required bydanterparties to provide additional
collateral on these derivative instruments in raility positions.

As of March 31, 2010, the aggregate fair valuelloderivative instruments with credit-risk relatedntingent features that were in a
liability position was $668 million. TVA's collatal obligation as of March 31, 2010, under thesaragements was less than $1 million, for
which TVA had posted $29 million under a lettercoddit. The difference between the obligation telcollateral amount is due to the
timing of the collateral posting. Postings under ketter of credit reduce the available balanc&\W4’s revolving credit facilities. TVA’s
assessment of the risk of its nonperformance irdwdreduction in its exposure under the contmaeatr@sult of this posted collateral. If the
credit risk-related contingent features underlyimgse agreements were triggered at March 31, 204@,would have been required to post
up to $641 million of additional collateral wittsitounterparties.

Credit Risk

Credit risk is the exposure to economic loss thatlal 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 ehsits, as well as any changes in the creditwpetss of the counterparty on an ongoing
basis, and employs credit mitigation measures, asatollateral or prepayment arrangements and njastehase and sale agreements, to
mitigate credit risk.

Credit of Customers

The majority of TVA's credit risk is limited to tde accounts receivable from delivered power sal@sunicipal and cooperative
distributor customers, all located in the Tenne&&akey 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-owngibreal utilities related to either
delivered power or the replacement of open postmflonger-term purchased power or fuel agreemedntsver sales to the United States
Enrichment Corporation (“USEC"), TVA'’s largest imngtdal customer directly served, represented siggr@ and seven percent of TVA’s
total operating revenues for the three and six hahded March 31, 2010, respectively. USES&nior unsecured credit ratings are currt
‘CCC’' by S&P’s and ‘Caa2’ by Moody’s. As a resattits credit ratings, USEC has provided crediuaasce to TVA under the terms of its
power contract. TVA had concentrations of accovet¢givable from seven customers that representgai@@nt and 41 percent of total
outstanding accounts receivable at March 31, 20@i0September 30, 2009, respectively.
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Credit of Derivative Counterparties

TVA has entered into derivative contracts for hedgdurposes, and TVA’s NDT and pension fund havered into derivative
contracts for investment purposes. If a countéygarone of TVA'’s hedging transactions default¥ Armight incur substantial costs in
connection with entering into a replacement hedgiiagsaction. If a counterparty to the derivateatracts into which the NDT and the
pension fund have entered for investment purpostsutls, the value of the investment could decsiigmificantly, or perhaps become
worthless. TVA has concentrations of credit rigknf the banking and coal industries because meltipmpanies in these industries serve as
counterparties to TVA in various derivative trargats. As of March 31, 2010, the swaption and&Il'VA's currency swaps, interest rates
swaps, and commodity derivatives under the FTP wétecounterparties whose Moody’s credit ratingsWwA2” or higher. As of March 31,
2010, all of the coal tonnage associated with TV&Jal contract derivatives was with counterpanibese Moody’s credit rating, or TVA's
internal analysis when such information was unabéd, was “B2” or higher.

Credit of Suppliers

If one of TVA's fuel or purchased power supplieasld to perform under the terms of its contractwvilivA, TVA might lose the
money that it paid to the supplier under the cantaad have to purchase replacement fuel or powé¢n@spot market, perhaps at a
significantly higher price than TVA was entitledpgay under the contract. In addition, TVA might be able to acquire replacement fuel or
power in a timely manner and thus might be unabkatisfy its own obligations to deliver power. Ae&p ensure a reliable supply of coal,
TVA had coal contracts with 19 different suppliatsMarch 31, 2010. The contracted supply of ce@abiurced from multiple geographic
regions of the United States and is to be deliveradarious transportation methods (e.g., bargig,and truck). TVA purchases all of its
natural gas requirements from a variety of suppliarder short-term contracts.

As mentioned in Item 1, Business €drrent Power Supply — Purchased Power and Otheeémentsn the Annual Report, TVA
has a power purchase agreement with Choctaw GemeratP. (“Choctaw”) that expires on March 31, 203Choctaw’s senior secured credit
ratings are currently ‘BB-’' by Standard & Poor'sd@Ba3’ by Moody’s. As a result of its credit nagjs, Choctaw has provided credit
assurance to TVA per the terms of its agreemenlditionally, USEC is TVA's largest supplier of uiam enrichment services. Any
nonperformance or credit default by USEC could ltedaur VA incurring additional costs.

13. Fair Value Measurements

Fair value is determined based on the exchange fivad would be received for an asset or paidatosfer a liability (an exit price) in
TVA's principal market or, in the absence of a pijral market, the most advantageous market foasiset or liability in an orderly
transaction between market participants. TVA usasket or observable inputs as the preferred safrealues, followed by assumptions
based on hypothetical transactions in the abseint@xket inputs.

Valuation Techniques

There are three main approaches to measuring itheafae of assets and liabilities: (1) the markpproach; (2) the income
approach; and (3) the cost approach. The markebaph uses prices and other relevant informat@repted from market transactions
involving identical or comparable assets or lidigii. The income approach uses valuation techeitpueonvert future amounts to a single
present value amount. The measurement is bastet aalue indicated by current market expectataiysut those future amounts of
income. The cost approach is based on the ambanvbuld currently be required to replace an as§®tA uses the market approach and
income approach in its fair value measurements.
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The valuation techniques used to measure fair \aledased upon observable and unobservable ifpogervable inputs reflect
market data obtained from independent sourcesewinibbservable inputs reflect TVA’s market assuam@i These two types of inputs
create the following fair value hierarchy:

Level 1 — Unadjusted quoted prices in active markets acdesisibthe reporting entity for identical
assets or liabilities. Active markets are thoselich transactions for the asset or liability
occur with sufficient frequency and volume to pd®/pricing.

Level 2 — Pricing inputs other than quoted market pricesudet in Level 1 that are based on observ
market data and that are directly or indirectlyekable for substantially the full term of the
asset or liability. These include quoted marketqs for similar assets or liabilities, quoted
market prices for identical or similar assets irrkeés that are not active, adjusted quoted
market prices, inputs from observable data suchtasest rate and yield curves, volatilities
and default rates observable at commonly quoteshials, and inputs derived from observe
market data by correlation or other means.

Level 3 — Pricing inputs that are unobservable, or less olasde, from objective sources. Unobservable
inputs are only to be used to the extent obseniaplgs are not available. These inputs
maintain the concept of an exit price from the pecsive of a market participant and should
reflect assumptions of other market participamts. entity should consider all market
participant assumptions that are available withoweasonable cost and effort. These are
given the lowest priority and are generally usethiarnally developed methodologies to
generate management's best estimate of the faie vethen no observable market data is
available.

A financial instrument's level within tfegr value hierarchy (where Level 3 is the lowast Level 1 is the highest) is based on
the lowest level of input significant to the faslue measurement.

The following sections describe the valuation mdtiogies TVA uses to measure different financiatinments at fair value. All
changes in fair value of these assets and liaslitiave been reflected as changes in regulatogysassgulatory liabilities, or accumulated
other comprehensive loss on TVA'saBaNCE sHEeTas of March 31, 2010, andrSTEMENTS OF CHANGESIN PROPRIETARYCAPITAL for the thre
and six months ended March 31, 2010. There has h@émpact to the SATEMENTS OF OPERATIONSOr the STATEMENTS OF CASH FLOWS
related to these fair value measurements.

Investments

At March 31, 2010, TVA's investment funds were cars@d of $1.1 billion of securities classified agltng and measured at fair
value and $2 million of equity investments not riegd to be measured at fair value. TVA holds tngdsecurities in its nuclear
decommissioning trust (“NDT"), asset retiremenstr(fART”), and SERP. The NDT holds funds for tiémate decommissioning of its
nuclear power plants. The ART holds funds fordbsts related to the future closure and retireroémiVA’s long-lived assets. TVA
established a SERP for certain executives in afipositions to provide supplemental pension béné&éd to compensation that is not
creditable under the qualified pension plan. THEEINind SERP are invested in securities generaBigded to achieve a return in line with
broad equity market performance. The ART is prégémvested to achieve a return in line with fixedtome market performance.

The NDT, ART, and SERP are composed of multiplesypf investments and are managed by externaiutistial managers. Most
U.S. and international equities, Treasury inflatfpotected securities, real estate investment ((B&IT") securities, and cash securities, and
certain derivative instruments are measured basepioted exchange prices in active markets andlassified as Level 1 valuations. Fixed-
income investments, high-yield fixed-income invesits, currencies, and most derivative instrumemrgsian-exchange traded and are
classified as Level 2 valuations. These measurenzea based on market and income approaches bstrable market
inputs. Commingled funds contain equity, fixedame, and derivative securities. All underlyingifioss in the commingled funds are eit
exchange traded (Level 1) or measured using obisierugputs for similar instruments (Level 2). Tlaé value of commingled funds are
based on net asset values (“NA\BBr fund share (the unit of account), derived ftomprices of the underlying securities in the sindhest
commingled funds can be liquidated at the measunedae NAV price and are classified as Level 21@dbns. Required notification peric
range from zero to 30 days. The funds can be redéainless doing so would violate regulations tictvithe fund is subject, would be
unreasonable or impracticable, or would be senjopsdjudicial to the fund. As of March 31, 2010/A did not have any unfunded
commitments related to the commingled funds.
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Gains and losses on trading securities agrezed in current earnings and are based on ave@s. The gains and losses of
NDT and ART are subsequently reclassified to aledgty liability or asset account in accordancenwlitvVA's regulatory accounting
policy. The NDT had unrealized gains of $21 miilior the three months ended March 31, 2010, adduheealized losses of $18 million for
the three months ended March 31, 2009. The ARTuhagalized gains of less than $1 million for theee months ended March 31, 2010,
and had unrealized losses of $1 million for the¢hmonths ended March 31, 2009. The SERP hadlizeetgains of $2 million for the three
months ended March 31, 2010, and had unrealizesédosf $2 million for the three months ended M&th2009.

Currency Swaps, Swaption, and Interest Rate Swaps

See Note 12 —€ash Flow Hedging Strategy for Currency SwapedDerivatives Not Receiving Hedge Accounting Treatrfera
discussion of the nature, purpose, and contingeiufes of TVA’s currency swaps, swaption, andr@gerate swaps.

The currency swaps and interest rate swaps arsifdasas Level 2 valuations and are valued basedame approaches using
observable market inputs for similar instrumentie swaption is classified as a Level 3 valuatiod & valued based on an income
approach. The valuation is computed using a brpkavided pricing model utilizing interest and vility rates. While most of the fair value
measurement is based on observable inputs, voldtl TVA’s swaption is generally unobservableheFefore, the valuation is derived from
an observable volatility measure with adjustments.

Coal Contract Derivatives and Commodity Derivatitésder TVA’s Financial Trading Program
See Note 12 —Perivatives Not Receiving Hedge Accounting TreatmerCoal Contract DerivativeandCommodity Derivatives

Under Financial Trading Prograrfor a discussion of the nature and purpose of coafract derivatives and commaodity derivatives unde
TVA's Financial Trading Program.

Coal Contract Derivatives These contracts are classified as Level 3 valuatiom are valued based on income approaches. TVA
develops an overall coal price forecast using widesled short-term market data from an externalngispecialist, long-term price forecasts
developed with the assistance of a third-party atidm service, and other internal estimates. Toevthe volume option component of
applicable coal contracts, TVA uses a Black-Schpt&sng model which includes inputs from the ovkcaal price forecast, contraspecific
terms, and other market inputs.

Commodity Derivatives Under Financial Trading Pargr. These contracts are valued based on market agpe which utilize
Chicago Mercantile Exchange (“CME”") quoted prices ather observable inputs. Futures and optiongracts settled on the CME are
classified as Level 1 valuations. Swap contrasts/alued using a pricing model based on CME inpatbare subject to nonperformance
outside of the exit price. These contracts arssdi@d as Level 2 valuations.

Nonperformance Risk

The impact of nonperformance risk, which includesdd risk, considers changes in current marketlitamms, readily available
information on nonperformance risk, letters of dexbllateral, other arrangements available, d@drtature of master netting
arrangements. TVA is a counterparty to currencgsya swaption, interest rate swaps, commaodityracts, and other derivatives which
subject TVA to nonperformance risk. Nonperformarisk on the majority of investments and certaint@nge-traded instruments held by
TVA is incorporated into the exit price that is ided from quoted market data that is used to maekirivestment to market.

Nonperformance risk for most of TVA'’s derivativestruments is an adjustment to the initial asséilitg fair value. TVA adjusts
for nonperformance risk, both of TVA (for liabikts) and the counterparty (for assets), by applgingedit valuation adjustment
(“CVA"). TVA determines an appropriate CVA for daapplicable financial instrument based on the tefime instrument and TVA's or the
counterparty’s credit rating as obtained from MdedyFor companies that do not have an observabhliitoating, TVA uses internal analysis
to assign a comparable rating to the company. ®s&ounts each financial instrument using the hisabdefault rate (as reported by
Moody’s for CY 1983 to CY 2009) for companies wélsimilar credit rating over a time period congisteith the remaining term of the
contract as of March 31, 2010. The applicatio@W@As resulted in a $2 million decrease in the falue of assets measured and a $1 million
decrease in the fair value of liabilities.
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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 March 31, 20lifarfeial assets and liabilities have been claskifigheir entirety based on the lowest level
of input that is significant to the fair value meesment. TVA's assessment of the significancepdréicular input to the fair value
measurement requires judgment and may affect ttegrdmation of the fair value of the assets ankiiliiées and their classification in the fair
value hierarchy levels.

Fair Value Measurements

As of
September 30
As of March 31, 201C 2009
Quoted Price
in Active Significant
Markets for Other Significant
Identical Observabl.  Unobservabl
Assets Inputs Inputs
Assets (Level 1) (Level 2) (Level 3) Netting? Total Total
Description
Investments
Equity securitie: $ 92 % — $ — 3 — 92 % 83
Debt securities-U.S. government
corporations and agenci 114 69 — — 18z 111
Corporate debt securitit — 18C — — 18C 208
Residential mortgage-backed
securities — 16 — — 16 18
Commercial mortgage-backed
securities — 1 — — 1 2
Collateralized debt obligatior — 6 — — 6 6
Commingled fund?:
Equity security commingled
funds — 341 — — 341 32¢
Debt security commingled fun — 18t — — 18t 18t
Foreign currency commingled
funds — 12 — — 12 11
Other commingled funds — 35 — — 35 34
Total investments 20€ 84t — — 1,057 981
Currency swap — 16 — — 16 7
Coal contract derivative — — 43 — 43 87
Commaodity derivatives under FT
Futures contraci 5 — — (@D} 4 3
Swap contract — 18 — (2 16 12
Option contracts — — — — — 2
Total commodity derivatives under
FTP 5 18 — (3) 20 17
Total $ 211 $ 87¢ $ 43 $ Q) ¢ 1,13C $ 1,097
Quoted Price
in Active Significant
Markets for Other Significant
Identical Observabl  Unobservabl
Assets Inputs Inputs
Liabilities (Level 1) (Level 2) (Level 3) Netting?! Total Total
Description
Currency swap $ — $ 39 % — — $ 39 % 51
Interest rate sway — 21¢ — — 21¢ 287
Swaption — — 44¢ — 44¢ 592
Coal contract derivative — — 43 — 43 80
Commaodity derivatives under FT
Futures contract 49 — — (@D} 48 25
Swap contract — 184 — 2 182 40
Option contracts 1 — — — 1 (2)




Total commodity derivatives under

FTP 50 184 — (3) 231 63
Total $ 50 $ 43¢ $ 491 $ ©) 977 $ 1,07<
Notes

Q) Due to the right of setoff and method of settlem@&WA elects to record commaodity derivatives unttes FTP based on
net commodity position with the broker or other otarparty.

(2 Commingled funds represent investment funds casimgrimultiple individual financial instruments aack classified in tt
table based on their existing investment portfaoof the measurement date.

Commingled funds exclusively composed of one clafssecurity are classified in that catergory (eegjuity, debt, or forgeic
currency securities). Commingled funds comprisimgtiple classes of securities

are clasified as“other commingled func”
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The following table presents a reconciliation dfagisets and liabilities measured at fair valu@a oecurring basis using significant
unobservable inputs (Level 3) for the three andhsixiths ended March 31, 2010:

Fair Value Measurements Using Significant Unobservae Inputs

For the Three Months For the Six Months
Ended March 31, 2010 Ended March 31, 2010
Coal Coal
Contract Contract
Derivatives ~ Swaption  Derivatives  Swaption
Balances at beginning of peri $ 6 $ (45%) $ 7% (592
Total gains or losses (realized or
unrealized)
Net unrealized gains (losses) deferred
regulatory assets and liabilities (6) 7 (7) 144
Balances at March 31, 2010 $ — $ (448) $ — $ (448)

There were no realized gains or losses relatdoetinstruments measured at fair value using siganiti unobservable inputs that
affected earnings during the three and six momtie@ March 31, 2010. All unrealized gains anddeseglated to these instruments have
been reflected as increases or decreases in reguéssets and liabilities.

Other Financial Instruments Not Recorded at Faitiéa
TVA uses the methods and assumptions describewhelestimate the fair value of each significamtssl of financial instruments.
The fair market value of the financial instrumehnétd at March 31, 2010, and September 30, 2009,motle representative of the actual

gains or losses that will be recorded when thesteuiments mature or are called or presented foy esstemption. The estimated values of
TVA's financial instruments not recorded at failueaat March 31, 2010, and September 30, 2009, agfellows:

Estimated Values of Financial Instruments

At March 31, 2010 At September 30, 200!

Carrying Carrying

Amouni  Fair Value Amount Fair Value
Cash and cash equivalel $ 20z % 202 $ 201 $ 201
Loans and other loi-term receivable 89 79 77 68
Shor-term debt, ne 1,147 1,147 844 844
Longterm debt (including current portiol
net 21,83¢ 23,35¢ 21,79¢ 23,757

Because of the short-term maturity of cash and egslivalents, restricted cash and investmentsshodterm debt, net, the carryil
amounts of these instruments approximate theinvlires.

Fair value of long-term debt traded in the publiarket is determined by multiplying the par valuetef debt by the indicative
market price at the date of the respective balaheets.

Fair values for loans and other long-term receieslre estimated by determining the present vdlfigwore cash flows using

discount rates equal to the interest rates forlaintoans made to borrowers with similar creditng$ and for similar remaining maturities,
where applicable.
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14. Other Income (Expense), Net

OrHER INCOME (EXPENSE), NET is comprised of the following:

Other Income (Expense), Ne

Three Months Ended

Six Months Ended March

March 31 31
2010 2009 2010 2009
Interest incomt $ 1 3 2 $ 3 % 5
Gains (losses) on investme 2 2 3 (15)
External service 4 8 6 5
Claims settlemer — 4 — 4
Miscellaneous 1 8 2 12
Total other income (expense), net $ 8 9 20 $ 14 $ 11

15. Benefit Plans

TVA sponsors a qualified defined benefit pensicanphat covers most of its full-time employeesyalified defined contribution
plan that covers most of its full-time employee# unfunded post-retirement health care plansgtatide for non-vested contributions
toward the cost of certain retirees’ medical cogerather postemployment benefits such as workerspensation, and the SERP.

The following table provides the components of periodic benefit cost for the plans for the thrad aix months ended March 31,

2010, and 2009.
TVA Benefit Plan

Three Months Ended March 31

Six Months Ended March 31

Pension Benefii Other Benefitc Pension Benefit

Other Benefits

201( 200¢ 201( 200¢ 201( 200¢ 201C 200¢

Service cos $ 28 $ 21 $ % < $ 5% 4 $ €% ¢
Interest cos 12¢ 14t 9 9 25¢€ 291 18 18
Expected return on plan
asset (1320 (136 — — (264, (272 — —
Amortization of prior
service cost (credi (6) 9 1 1 (12) 18 3 2
Recognized net actuarial
loss 51 4 5 2 102 8 9 4
Net periodic benefit cost

actuarially determine 66 43 18 14 132 88 36 28
Amount charged

(capitalized) due to

actions of regulatc 7 (20 — — 14 (41 — —
Net periodic benefit cos $ $ $ $ $ $ $

recognized 73 23 18 14  $14¢ 47 36 28

During the six months ended March 31, 2010, TVA it make contributions to its pension plans. Td&%es not separately set
aside assets to fund other benefit costs, butrétines such costs on an as-paid basis. TVA pes/@pproximately $15 million and $13
million for other benefit costs during the six miesended March 31, 2010, and 2009, respectivebt. alkhounts capitalized due to actions of

the regulator include amounts that have been depmudxhble of recovery in future rates.
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TVA made a contribution to the defined benefit penglan on September 24, 2009, of $1.0 billiomasdvance on its contributic
through 2013. However, with substantial benefitguired to be paid out each year, TVA is unabldetermine at this time whether additio
contributions will need to be made through 2018e Plan currently remains underfunded with obligragi recognized in theABANCE SHEETS
as follows:

Obligations and Funded Status
Recognized Amounts

Other Post-retirement

Pension Benefits Benefits
March 31, September  March 31, September
2010 30, 2009 2010 30, 2009
Regulatory asse $ 3,661 $ 3,76¢ % 287 $ 29¢
Accrued liabilities (5) (5) (36) (35
Other lon¢-term liabilities (2,65%) (2,61¢) (650) (630)

Estimated benefit payments under the benefit ghgrfsscal year are as follows:

Estimated Future Benefits Payments

Other Posi-
PensionBenefits retirement Benefits
2010 $ 694 $ 37
2011 682 41
2012 67¢€ 45
2013 67¢ 46
2014 67¢ 48
2015- 2019 3,39¢ 24E

Currently, TVA does not expect to make additioraitcibutions to the defined benefit pension pla2®iO.

16. Legal Proceedings

From time to time, TVA is a party to or otherwiswalved in lawsuits, claims, proceedings, invediaes, and other legal matters
(“Legal Proceedings”) that have arisen in the aadjrcourse of conducting TVA's activities, as autesf catastrophic events or
otherwise. These Legal Proceedings include théensadiscussed below. TVA had accrued approxim&®B million with respect to Legal
Proceedings as of March 31, 2010. No assurancbegiven that TVA will not be subject to signifideadditional claims and liabilities. If
actual liabilities significantly exceed the estiemmade, TVA's results of operations, liquidityddmancial condition could be materially
adversely affected.

Legal Proceedings Related to Kingston Ash Pond Sphifty-seven lawsuits based on the Kingston ash spill baea filed, and tw
of these have been voluntarily dismissed. Allhaf temaining cases are pending in the United Satgsct Court for the Eastern District of
Tennessee. The lawsuits, four of which are pragotEss actions, have been filed by residentspeases, and property owners in the
Kingston area. The plaintiffs generally allegeioas causes of action based in tort — includingante and strict liability — and inverse
condemnation, and generally seek unspecified cosgtery and punitive damages, court orders to algeathe plaintiffs’ properties and
surrounding properties, and other relief. Withameljto the proposed class actions and certain sthity, TVA filed several motions, includi
motions to dismiss some or all of the claims. Cardh 26, 2010, the court issued its decision osemeotions. The court dismissed the
claims related to TVA's decision to build and opertne ash pond, the claims related to TVA's recpamd remediation activities, and the
demands for punitive damages and a jury trial. ddat denied TVAS motion with regard to claims concerning TVA's,usaintenance, ar
upkeep of the ash pond, along with the inverse eommhtion claims raised by certain of the plaintiffs
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TVA is the sole defendant in all suits but one s class action, and the plaintiffs in that dese named several TVA employ:
as defendants. On March 24, 2010, the court dgadithese employees from the case.

TVA has received several notices of intent to su@en various environmental statutes from both iigials and environmental
groups. In addition, TVA has received substardiber claims from individuals and companies alldégeadfected by the ash spill, and may
receive additional claims.

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 Degtaf North Carolina alleging that TVA’s operatiohits coal-fired power plants in
Tennessee, Alabama, and Kentucky constitutes acputisance. North Carolina sought caps on emmissid certain pollutants from TVA's
coal-fired plants that were equivalent to caps missions imposed by North Carolina law on Northdllag's two largest electric utilities. (
January 13, 2009, the court held that emissioms Ball Run Fossil Plant (“Bull Run”), Kingston, addhn Sevier Fossil Plant (“John
Sevier”), all located in Tennessee, and Widows Efaessil Plant (“Widows Creek”), located in Alabaneanstitute a public nuisance. The
court declined to order any relief as to the remeirof TVA'’s coal-fired plants, holding that theimissions did not significantly impact North
Carolina.

The court ordered that:

* The flue gas scrubbers and selective catalgtiuction systems (“SCRs”) currently operatingall Run be properly maintained
and operated year rour

e The scrubbers under construction at Kingseicompleted by December 31, 2010, and that Kingstxrubbers and SCRs be
properly maintained and operated y-round.

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

* TVA complete its plan to modernize the twadstirg scrubbers at Widows Creek, and install sceub and SCRs at Widows
Creek Units -6 by December 31, 201

« The plants meet specified emission ratessamtial tonnage caps for nitrogen oxides (“NPand sulfur dioxide (“SQ,”) after
the applicable operation dates for the scrubt

e« TVA'’s Chief Executive Officer make se-annual reports to the court of TVs progress in complying with the ord

TVA had already made capital expenditure commitmémdecrease emissions from some of the facijlitiesthe court ordered
significant additional investments and in someanses compliance within a time frame that is shah@n TVA had planned. Actions
required by the court with respect to Kingston 8udl Run were already included in TVA’s clean alaps and installation of equipment is
substantially complete. The additional estimatests of taking the actions required by the coudtodin Sevier and Widows Creek would be
approximately $1.7 billion from 2010 to 2014. Mageaent is evaluating alternatives related to tipéeets which could change this estimate
in the future. Compliance with the court’s ordeuld also have other cost implications, includingpacts on fuel expense, variable operation
and maintenance expense, and fixed operation aimdanance expense, and those costs are under toalua

On May 29, 2009, TVA appealed the district coudésision to the United States Court of AppealdlierFourth Circuit (“Fourth
Circuit"), and oral argument is scheduled for Maly 2010.

Case Involving Alleged Violations of the New SouReview Regulations at Bull RunThe National Parks Conservation
Association and the Sierra Club filed suit againéf on February 13, 2001, in the United States fisCourt for the Eastern District of
Tennessee, alleging that TVA did not comply with tew Source Review (“NSR”) requirements of thea@l@ir Act (‘CAA”) when TVA
repaired Bull Run. The trial was completed the kvaieJuly 7, 2009, and on March 31, 2010, the cauegd in TVA's favor, holding that two
maintenance projects at Bull Run were “routine” #mefefore did not require NSR permits.
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Case Involving the General Waste Products SitesJuly 2008, a thirgharty complaint under CERCLA was filed against TWWhe
District Court for the Southern District of Indigraleging that TVA and several other defendantsn@al Waste Products, General Electric
Company, Indianapolis Power and Light, NationakTand Battery, Old Ben Coal Co., Solar Sources Wairlpool, White County Coal, P¢
Tell City Electric Department, Frontier Kemper, 8deQueen, Allan Trockman (the former operator efstie), and the City of Evansville)
disposed of hazardous materials at two General8\Rrstducts sites in Evansville, Indiana. TVA wased in the complaint based on
allegations that TVA arranged for the disposal@itaminated materials at the sites. The comp#sutincludes a claim under state law for
the release of hazardous materials. This actiabraught by a group of potentially responsibldiparin order to require the third-party
defendants to contribute to, or pay for, the remitialh of the sites. As of March 31, 2010, theltetanediation cost for both sites was
expected to exceed $10 million. A subpoena semit in 2003 by the owner of the sites reflectstithee primary issues involve lead from
batteries and polychlorinated biphenyls (“PCBstnfrtransformers, but TVA has found no records iatiig that it arranged for disposal of
these types of hazardous substances at the Sitiad.is scheduled to begin on July 12, 2010.

Proceedings Regarding Bellefonte Nuclear PlantdJhiand 2 On March 9, 2009, in response to a request b, ke Nuclear
Regulatory Commission (“NRC") issued an order riitisg the construction permits for Bellefonte Naagl Plant (“Bellefonte”Units 1 and :
and returning Bellefonte to a terminated status. March 30, 2009, the Blue Ridge Environmental DséLeague (“BREDL”) filed a
petition in the United States Court of Appealstfor District of Columbia Circuit (“D.C. Circuit”)sking the court to review the NRC'’s
decision to reinstate the construction permitse pétition challenged the NRC's authority to redtstthe construction permits and alleged
that the NRC failed to follow the requirements i National Environmental Policy Act (“NEPA"On May 6, 2009, the D.C. Circuit grant
TVA's motion to intervene in this proceeding. Orai8, 2009, BREDL, the Bellefonte Efficiency andsg&inability Team (“BEST")and the
Southern Alliance for Clean Energy (“SACE”) filegatition to intervene in the NRC construction pigpnoceeding, raising several
contentions regarding reinstatement of the constmu@ermits. Holding their other contentions begance, the NRC directed BREDL,
BEST, SACE, TVA, and NRC staff to submit briefs egkbing the threshold question of the NRC’s stayuaathority to reinstate the
construction permits. On June 11, 2009, the Dieu@l issued an order holding the case in abeyaeceling further order of the court. On
January 7, 2010, the NRC issued a decision holthiagthe NRC has legal authority to reinstate threstruction permits, dismissing the first
two contentions submitted by BREDL, BEST, and SAQtle NRC referred the remainder of the contenttoren Atomic Safety and
Licensing Board (“ASLB”) for further proceeding®©n April 2, 2010, the ASLB issued its decisiondiing that although BREDL and SACE
established standing, they failed to proffer an iadiible contention, and the ASLB dismissed thearhmg petition. On April 20, 2010,
BREDL and SACE filed a motion for additional tineeftle an appeal of the ASLB’s April 2, 2010 decisi TVA intends to oppose the
motion. Barring further action, the decision vhi#come final after the expiration of a 40 day pettiat began April 2, 2010.

On March 8, 2010, BREDL filed a second petitiortia D.C. Circuit, again challenging NRC’s compliarwith NEPA and the
NRC's authority to reinstate the construction permit&/A has moved to intervene in this proceedingval.

Administrative Proceeding Regarding Bellefonte Bi@itand 4 TVA submitted its Combined Construction and Ggieg License
Application for two Advanced Passive 1000 reactdrBellefonte Units 3 and 4 to the NRC in Octob@d2 On June 6, 2008, BEST,
BREDL, and SACE submitted to the NRC a joint petitfor intervention and a request for a hearinge petition raised 20 potential
contentions with respect to TVA’s Combined Condinrcand Operating License Application. The ASLBgding over the proceeding
subsequently denied standing to BEST and admitteddf the 20 contentions submitted by BREDL andC&A The NRC later reversed the
ASLB'’s decision to admit two of the four contentipteaving only two contentions to be litigatedtbg admitted parties in a future
hearing. No hearing will take place until the NR6ues a final Environmental Impact Statement andlfSafety Evaluation Report for the
units, which are not anticipated until the fall2if11. The two remaining contentions involve questiabout the estimated costs of the new
nuclear plant and the impact of the facility’s agt@ns, in particular the plant intake, on aquatiology.

Administrative Proceeding Regarding Watts Bar NaclRlant Unit 2 On July 13, 2009, SACE, the Tennessee Envirotethen
Council, the Sierra Club, We the People, and BREI[2d a request for a hearing and petition to iméae in the NRC administrative process
reviewing TVA'’s application for an operating licenfor Watts Bar Nuclear Plant (“Watts Bar”) Unit Zhe petitioners raised seven
contentions related to TVA’s environmental reviefdte project and the NRC's basis for confidencthimavailability of safe storage options
for spent nuclear fuel. TVA and the NRC staff @sged to these contentions in August 2009, argthiagnone met the standards for
admissibility under the NRC's regulations. On Naer 19, 2009, the ASLB granted SACE’s requeshéaring, admitted two of SACE's
seven contentions for hearing, and denied the stdoehearing submitted on behalf of the otherr foetitioners. The other four petitioners
appealed to the NRC the ASLB's decision to dengnttiee opportunity to participate in the proceedangg on March 26, 2010, the NRC
affirmed the ASLB's decision on this matter. AIS&\CE has asked the ASLB to waive the NRC's lomghitey regulations establishing that,
for the purposes of NEPA, need for power and &dtitra energy sources issues will not be consideregerating license proceedings.
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Case Arising out of Hurricane Katrinaln April 2006, TVA was added as a defendant tteas action lawsuit brought in the United
States District Court for the Southern Districtississippi by 14 Mississippi residents allegedijied by Hurricane Katrina. The plaintiffs
sued seven large oil companies and an oil compandg tassociation, three large chemical companigsamemical trade association, and 31
large companies involved in the mining and/or bogndf coal. The plaintiffs allege that the defemdagreenhouse gas (“GHG”) emissions
contributed to global warming and were a proxin@atd direct cause of Hurricane Katrina's increasestrdctive force. The plaintiffs are
seeking monetary damages among other relief. ®tead court dismissed the case on the groundstiigaplaintiffs lacked standing. The
plaintiffs appealed the dismissal to the Unitede&ta&ourt of Appeals for the Fifth Circuit (“Fiftircuit”). In October 2009, the Fifth Circuit
decided that the plaintiffs have standing to agbeit public and private nuisance, trespass, agligence claims, and that none of these
claims present political questions, but also cothetlithat their unjust enrichment, fraudulent misgepntation, and civil conspiracy claims
must be dismissed for standing reasons. Accorgliige Fifth Circuit reversed the district coulislgment in part, dismissed the plaintiffs’
suit in part, and remanded the case to the distoigit for further proceedings. TVA and the ottlefendants filed a petition seeking a
rehearing by the entire Fifth Circuit, which thdtkiCircuit granted, vacating the lower court’s d&m. Oral argument before the entire Fifth
Circuit is scheduled for the week of May 24, 2010.

Global Warming Cases, Southern District of New Yor®n July 21, 2004, two lawsuits were filed in theited States District Cou
for the Southern District of New York against TVAdiother companies that generate power from féssilelectric generating facilities
alleging that global warming is a public nuisanod ¢hat carbon dioxide (“CQ") emissions from fossil-fuel electric generatimgiities

should be ordered abated because they contribetauging the nuisance. The first case was filedanipus states (California, Connecticut,
lowa, New Jersey, New York, Rhode Island, Vermant Wisconsin) and the City of New York against T®®d other power suppliers. T
second case, which also alleges private nuisare® filed against the same defendants by Open Spstiteite, Inc., Open Space
Conservancy, Inc., and the Audubon Society of NesnBshire. The plaintiffs seek a court order reggieach defendant to cap its GO

emissions and then reduce these emissions by pedcifisd percentage each year for at least a dedadseptember 2005, the district court
dismissed both lawsuits because they raised aliigestions that should not be decided by thetsodrhe plaintiffs appealed to the United
States Court of Appeals for the Second Circuit €t8®l Circuit”). On September 21, 2009, the Seddinduit reversed the district court’s
decision, holding, among other things, that thémdacan be heard by the courts and do not raiségabljuestions. The Second Circuit
remanded the cases to the district court for funtneceedings. On November 5, 2009, TVA and themtlefendants filed a petition seekir
rehearing by the entire Second Circuit. On MarcB®.0, the Second Circuit denied the petitionsfoehearing. On March 16, 2010, the
Second Circuit granted defendants’ motions to 8taymandates in the cases pending the filing dfipes for review by the U.S. Supreme
Court.

Paradise Fossil Plant Clean Air Act Permi®n December 21, 2007, the Sierra Club, the CéatdBiological Diversity, Kentucky
Heartwood, Preston Forsythe, and Hilary Lambeetfih petition with the EPA raising objections te tonditions of TVA'’s current CAA
permit at Paradise Fossil Plant (“Paradise”). Amother things, the petitioners allege that adéisiat Paradise triggered the NSR
requirements for NQand that the monitoring of opacity at Units 1 anof he plant is deficient. In an order issueduty 2009, the EPA

agreed that the permit failed to include a propetysis of NO, for the plant’s three main boilers, that the perfiaited to require adequate
monitoring systems for opacity and NQand that the monitoring of soot emissions fromdhal washing and handling plant was

inadequate. TVA's permit at Paradise is issuethbyKentucky Division for Air Quality (“KDAQ"), andf it is changed, it must be changed
by KDAQ. In November 2009, KDAQ determined that ictions at Paradise had not triggered NSR rageinés and reissued the operating
permit without including NSR compliance milestondsidicial review of KDAQ's decision about the péria a possibility. The current
permit continues to remain in effect.

Information Request from the ERAON April 25, 2008, TVA received a request frdm EPA under section 114 of the CAA
requesting extensive information about projectnat the operations of 14 of TVA's 59 coal-firedtsniThese 14 units are located in
Alabama, Kentucky, and Tennessee. TVA has respbtodthis request. This request for informatiosimilar to but broader than section
114 requests that other companies have receivadgdine EPA’'s NSR enforcement initiative. TVA catipredict whether the EPA will
consider the maintenance, capital improvementtlogrcactivities at these 14 units to have viold#&R requirements because of the uncel
interpretation of this program and recent courisiens. If violations are confirmed, TVA could bequired to install new pollution control
equipment in addition to the modifications that&ialready been completed or planned, and TVA cbetidme liable for other payments or
penalties. The EPA's request could be the fiegi 8t an administrative proceeding against TVA timatld then result in litigation on the
courts.
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Notice of Violation at Widows Creek Unit.70n July 16, 2007, TVA received a Notice of Viadas ("NOV") from the EPA
alleging, among other violations, that TVA failedgroperly maintain ductwork at Widows Creek UnitTV/A repaired the ductwork in
2005. The EPA is discussing a potential monetangon against TVA. Additionally, the EPA may vé®@ TVA to give up emission
allowances. On March 5, 2008, TVA and Alabamamaténto an agreed order in which TVA agreed to fhaystate $100,000. TVA is
unable to estimate the amount of potential monetangtions from the EPA for which TVA may be liableconnection with the NOV.

Kingston NPDES Permit Appeal The Sierra Club has challenged the Nationalu®ait Discharge Elimination System (“NPDES”)
permit issued by Tennessee for the scrubber-gygsnd discharge at Kingston. This is the secontl shallenge nationally. In addition to
its allegation that Tennessee violated the Cleate¥\fct by failing to set specific limits on cemaioxic pollutants, the Sierra Club alleges
no discharges from the pond infrastructure shoaldlmwed because zero-discharge scrubbers edBEC is the defendant in the challenge,
which was heard by the Tennessee Water QualityrGloBbard in March 2010. The other similar chafjeninvolves an Allegheny Power
NPDES permit for its scrubber discharge at a Pdaasia plant.

Employment ProceedingsTVA is engaged in various administrative andalggroceedings arising from employment
disputes. These matters are governed by fedevadiha involve issues typical of those encountendthé ordinary course of business of a
utility. They may include allegations of discrimaiion or retaliation (including retaliation for saig nuclear safety or environmental
concerns), wrongful termination, and failure to partime under the Fair Labor Standards Act. Ase@utcomes in these proceedings
would not normally be material to TVA's financiabredition, results of operations, and cash flomtialgh it is possible that some outcomes
could require TVA to change how it handles cerfa@nsonnel matters or operates its plants.

Case Involving Tennessee Valley Authority Retiretrfgéystem Board MembersOn March 5, 2010, eight current and former
participants in and beneficiaries of the Tennes&akey Authority Retirement System (“TVARSTjled suit in the United States District Co
for the Middle District of Tennessee against thecsirrent members of the TVARS Board of Direct6lSfARS Board”). The lawsuit
challenges the TVARS Board’s decision to (1) redineecalculation for cost of living adjustment (“CA") benefits for calendar years 2010
through 2013, (2) reduce the interest crediting fat the fixed fund accounts, (3) increase thgilality age to receive COLAs to age 60, and
(4) suspend the TVA contribution requirements fecdl years 2010 through 2013. The plaintiffsgdi¢hat the amendments violated the
TVARS Board members’ fiduciary duties to the pldfat(and the purported class) and the plaintiffishtractual rights, among other
claims. The plaintiffs seek damages, an orderctiirg the TVARS Board to rescind the amendmentd,aher relief. Another group may 1
a similar lawsuit.

17. Subsequent Events

Issuance of Debt

In April 2010, TVA sold a $39 million issue of etegnotes® with an interest rate of 4.100 percent which mainr2020 and are
callable beginning in 2012.

Contract Extension
As discussed in Note 11, on April 22, 2010, TVA @wlen States Power Corporation through its sursidseven States Southan

LLC, amended the joint ownership agreement, legseement, and buy-back arrangements to extenethredf the interim agreements by
approximately three years, until April 23, 2013.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS
(Dollars in millions except where noted)

Management’s Discussion and Analysis of Financ@dition and Results of Operations (“MD&A”) explaithe results of
operations and general financial condition of TVRhe MD&A should be read in conjunction with thecampanying financial statements ¢
TVA's Annual Report on Form 10-K for the fiscal yeended September 30, 2009 (the “Annual Report”).

Executive Summary

TVA saw some improvement in business conditionsnguthe quarter ended March 31, 2010, while coimigitio experience certain
challenges. Overall sales of electricity increasedrly ten percent for the second quarter of 2@itipared to the second quarter of 2009
primarily due to increased demand resulting fromleoweather in 2010. Economic weakness in the Beélvice area also eased slightly,
sales to industrial customers showed an increagearfy 12 percent in spite of the loss of salesni® of TVA's larger directly served
customers, which reduced production in 2009. Degpk increase in sales, revenues decreased ddnpér the second quarter of 2010
compared to the second quarter of 2009, primatrily th fuel cost adjustment (“FCA”) rate decreasesoimpensate for the over collection of
the FCA during 2009. The over collection resuftein market prices for fuel-related commoditiesrigeiower than forecasted. Lower FCA
revenue was mitigated in part by a base rate isereinine percent that became effective on Octbp2009. The base rate increase is
expected to provide an estimated $800 million afigahal revenue for 2010.

Starting with the October 1, 2009 billing periode tFCA formula changed from a quarterly to a mgonifaisis. This change to a
monthly FCA formula is expected to result in smatkconciliations and faster liquidation of anydrades. At September 30, 2009, there was
a balance that represented an over collection 22 $8llion. The FCA adjustments during the six nianended March 31, 2010, have
resulted in credits being given to customers. F8epercent FCA increase for March 2010 reflectgpart, a decline in the credit for this
overcollection. Additional FCA rate increases Aquril 2010 (5.9 percent) and May 2010 (1.0 percand) also reflective of this declining
credit.

Net income for the three months ended March 3102@&s $43 0 million as compared to $133 milliontfte same period in the
prior year. The results for the second quarte08fd included $150 million of expenses relatedhodsh spill at the Kingston Fossil Plant
(“Kingston”) in December 2008, which was reclassifas a regulatory asset with the approval of ¥& Board of Directors (“TVA Board”)
in August 2009.

Sales of electricity increased nearly ¢éhpercent for the six months ended March 31, 26d@pared to the six months ended
March 31, 2009, with comparable increases in dalésth municipalities and cooperatives and diyes#irved industries. Despite the incre
in sales, revenues decreased 17 percent in thasikrsronths of 2010 compared to the same peridD68, primarily due to FCA rate
decreases to compensate for the overcollectioneoFCA during 2009. Lower FCA revenue was mitidatepart by a base rate increase of
nine percent that became effective on October 0920

Net income for the six months ended March 31, 2083 $580 million as compared to a net loss of $hifllbon for the same period
in the prior year. The loss in the six months ehlliarch 31, 2009, included $675 million of expens#ated to the ash spill at Kingston,
which was subsequently reclassified as a regulatsset.

During the three and six months ended March 3102U0VA experienced some encouraging circumstarslesed to its business
environment. Financial market conditions contintedradually improve during the first six montH2010. Investments in TVA’s nuclear
decommissioning trust (“NDT"), asset retiremenstr(fART”), and pension funds all experienced galnsing this period and TVA's NDT
was fully funded at March 31, 2010.

Above normal rainfall during the latter part of 208nd first part of 2010 allowed TVA to increaseéw-cost hydroelectric
generation by 32 percent, or 1,097 gigawatt hdi@¥yh”), in the second quarter of 2010 as compaeeithé second quarter of 2009 and 82
percent, or 4,608 GWh, in the first six months 1@ as compared to the first six months of 2008e ificreased hydroelectric generation
displaced generation by fossil fuel plants, whielpkd reduce fuel costs.

Other positive developments include TVA's receipadavorable court ruling related to its allegedlation of the New Source

Review regulations at its Bull Run Fossil Plant{fBRun”) and a revision to its 2010 sales forecast to beydaee percent higher than 2(
sales primarily due to the slight improvement afreamic conditions and colder than normal weather.
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In spite of these improving conditions, TVA contiasuto face many challenges and expects to underitiatives to address these
challenges through the remainder of 2010 and feersé years to come, including:

» Even with increased sales during the quarter edacth 31, 2010, the uncertainty of the economi®vecy is still o
concernto TVA

» The cleanup and recovery efforts related to theg&iion ash spill are ongoing. TVA expects the Emvimental Protectic
Agency (“EPA”) to make a decision during the third quarter of 2€Ha&t will affect the amount of cleanup and recg
work that will be done

« The January 2009 order of the U.S. District Coartthe Western District of North Carolina requirifyA to install certail
equipment to decrease emissions from four of itd-fired power plants will be a challenge both in teraf timing and cos

 Like other utilities, TVA is capital intensive; thedore, obtaining the large amounts of capital @intain TVA’'s powe
system infrastructure, while investing in new powssets, will be a challenge especially in lighthef $30 billion limit ol
the amount of TV/'s outstanding bonds, notes, and other evidendeslebtedness“Bonds").

< Laws may be passed or regulations may go into effed will require electric utilities to reduceegnhouse gas (“GHG”
emissions, further reduce hazardous air pollutemisg&ions, obtain a specified portion of their powepply from renewab
resources, and install caps and synthetic lineesiating and new coal combustion prodi“ CCF”) landfills.

* As new environmental regulations are passed andawws/are considered, the economics of every aoidinay be affecte

negatively.

» Efforts to end the wet storage of fly ash, bottosih,aand gypsum at TVA’s coéited plants will involve significar
investment

« Although financial markets for pension fund assetstinue to recover, the pension fund remains dadded at March 3
2010.

« TVA has been discussing with its distributor custesnmoving from TVA's current endse rate structure to a n
wholesale rate structur

As discussed in the Annual Report and elsewhetteismQuarterly Report, TVA'’s capital budget for 20ihcludes expenditures for
construction of environmental controls, new gernieresources, and CCP dry storage facilities. TWpexts to meet its financial
requirements in 2010 with power revenue and additiborrowing.

Challenges and Key Initiatives During 2010
Kingston Ash Spill

TVA continues cleanup and recovery efforts relatethe Kingston ash spill. Under the May 11, 2@@8ninistrative Order and
Agreement on Consent (“Order and Agreement”) edter® by TVA and the EPA under the Comprehensimeitonmental Response,
Compensation, and Liability Act (“CERCLA”), TVA rains its status as a lead federal agency, but TwWAhk is subject to review and
approval by the EPA, in consultation with the Tessee Department of Environment and ConservatioBPEC”). Under the Order and
Agreement, response actions are classified ineetbategories: time-critical removal; non-timeicat removal; and remedial
actions. Generally, removal of the ash from theoBnRiver is time-critical. TVA estimates thatshiork will be completed during the third
quarter of 2010. Removal of the remaining asloissidered to be non-time-critical. TVA estimateattthis work will be completed in
2013. Once the removal actions are completed, Wkbe required to assess the site and determimetiver any additional actions may be
needed at Kingston or the surrounding impacted aféés assessment and any additional activitiaaddo be necessary are considered the
remedial actions.

On March 5, 2010, the EPA issued a memorandunctratiuded that TVA'’s dredging operations shoulatbeducted in a manner
that seeks to maximize ash removal while simultaslominimizing disturbance to native sedimentthia river. Accordingly, some residual
ash will remain in the Emory River.

TVA has recorded an estimate in the amount of $888n for the cost of cleanup related to this eiveThe amount was reclassifi
as a regulatory asset with the approval of the Béard during the fourth quarter of 2009 and willdberged to expense as it is collected in
future rates over 15 years. In October 2009, T\é8dn collecting $16 million per quarter in ratestfeese costs. As work continues to
progress and more information is available, TVAulady reevaluates the estimate and may revisestimated cost of the cleanup, which
will impact the regulatory asset and the amounectad in rates in the future.
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TVA has not included the following categories oftsoin the above estimate since it has determimadhese costs are currently not
probable, not reasonably estimable, or not appaigyi accounted for as part of the estimate accfimals or regulatory directives, outcome of
lawsuits, future claims, long-term environmentapant costs, final long-term disposition of ash pssing area, associated capital asset
purchases, ash handling and disposition from ctipkamt operations, costs of remediating any disced mixed waste during the ash remc
process, and other costs not meeting the recogrititeria. As ash removal continues, it is pdgsibat other environmentally sensitive
material potentially in the river sediment befdne tish spill may be uncovered. If other matededsidentified, additional remediation not
included in the above estimates may be requiresk Nte 7.

TVA has contracted with laboratories to review vas samples collected at the Kingston fly ash seleste. The low volume
airborne particulate analyses performed by onéesd laboratories were not consistent with a requ#PA protocol. As a result, these
analyses performed by the laboratory from Septer20@® to mid-January 2010 may be unreliable. TRA Boted in a January 25, 2010
memorandum that “other data collected as part@btrerall air monitoring strategy, however, indécttat public health was protected during
the time period in question.”

Case Brought by North Carolina Alleging Public Nanse

On January 30, 2006, North Carolina filed suit ageir'VA in the United States District Court for théestern District of North
Carolina alleging that TVA'’s operation of its cdaed power plants in Tennessee, Alabama, and Kégtaonstitutes a public nuisance. On
January 13, 2009, the court held that emissioms Baill Run, Kingston, and John Sevier Fossil P{&inhn Sevier”), all located in
Tennessee, and Widows Creek Fossil Plant (“Widoreg), located in Alabama, constitute a publicsamice. The court ordered that:

e The flue gas scrubbers and selective catalytic atbmlu systems (“SCRs”"gurrently operating at Bull Run be prope
maintained and operated year rou

» The scrubbers under construction at Kingston bepbeted by December 31, 2010, and that Kingst@trubbers and SC
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 existdmubbers at Widows Creek, and install scrubbedsSCRs at Widov
Creek Units -6 by December 31, 201

» The plants meet specified emission rates and artomahge caps for nitrogen oxides (*NO and sulfur dioxide (*SGQ,")

after the applicable operation dates for the sat
* TVA’s Chief Executive Officer make se-annual reports to the court of TVs progress in complying with the ord

TVA had already made capital expenditure commitmémtdecrease emissions from some of the facijlitiesthe court ordered
significant additional investments and in someanses compliance within a time frame that is shah@n TVA had planned. Actions
required by the court with respect to Kingston &uil Run were already included in TVA’s clean alaps and installation of equipment is
substantially complete. The additional estimatests of taking the actions required by the coudtoditn Sevier and Widows Creek would be
approximately $1.7 billion from 2010 to 2014. Maeaent is evaluating alternatives related to tipéesats that could change this estimate in
the future. Compliance with the court’s order cbalso have other cost implications, including ictpan fuel expense, variable operation
and maintenance expense, and fixed operation aimtenance expense, and those costs are under gvalua

Coal Combustion Product Facilities

TVA retained an independent third-party engineefirng to perform a multi-phased evaluation of theiall stability and safety of
all existing embankments associated with TVA’s d@éllities. The first phase of the evaluation ilwenl a detailed inspection of all CCP
facilities, a detailed documentation review, ardkgermination of any immediate actions necessaryitigate risks. The second phase of the
evaluation, which is ongoing, includes geotechnécgdlorations, stability analysis, studies, anll mstigation steps such as performance
monitoring, designing repairs, developing planniloguments, obtaining permits, and implementingeksons learned from the Kingston ash
spill at TVA's other CCP facilities. As a part tfis effort, an ongoing monitoring program withrthiparty oversight is being implemented,
and TVA employees are receiving additional trainimgam safety and monitoring.

TVA is converting its wet fly ash, bottom ash, agypsum facilities to dry collection facilities angimediating or eliminating the
CCP facilities that were classified as “high” ridlering the preliminary reassessment. The classifios, such as "high" do not do not
measure the structural integrity of the facilitytbe possibility of whether a failure could occirather, they are designed to identify where
loss of life of significant economic or environmainlamage could occur in the event of a failurbe €xpected cost of the CPP work is
between $1.5 billion and $2.0 billion, and the wizrlexpected to take between eight and 10 years.
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Browns Ferry Nuclear Plant

On January 20, 2010, the Nuclear Regulatory Comamg8NRC") issued a fire protection inspection ogpfor TVA’s Browns Ferr
Nuclear Plant“Browns Ferry”). The report identified three appatrviolations related to Browns Ferry’s fire piciten program of greater
than very low safety significance. Two of the ajgpé violations primarily related to a failure toseire that some cables associated with
equipment required for safe shutdown, and maimgiai safe shutdown condition, were adequately pteddn the event of fire as specifiec
the NRC's regulations. The third apparent violatiovolved an inappropriate revision to Browns kerinstructions relating to safe
shutdowns after fire that could have delayed agropsponse to a fire event.

The NRC determined that none of the apparent wimlatpresented an immediate safety concern bedatsémplemented
compensatory measures to protect the plant inwaetef a fire while longer-term corrective actiare being implemented. TVA met with
the NRC on February 22, 2010, to discuss TVA's pettive on the facts and assumptions used by NR@ritee at the findings, as well as
their significance. On April 19, 2010, the NRCued its final determination regarding the appavéiaitions. The NRC combined the first
two violations and concluded that this finding slidoe characterized as having substantial safgtyifséance requiring additional inspections
by the NRC. The second violation was determindoktof low to moderate significance and will alsquire additional NRC
inspection. TVA has put compensatory measuresaicepat Browns Ferry that will maintain at a lowdéethe risk due to fire. Browns
Ferry is in the process of transitioning to the asNational Fire Protection Association Standg08. This is a multi-year effort that is
estimated to cost $12 million to $15 million.

Seven States Power Corporation Obligation

Seven States Power Corporation (“Seven Statestugih its subsidiary, Seven States Southaven, LLEG$L"), exercised Seven
Statess option to purchase an undivided 90 percent isténea combined cycle combustion turbine faciiitySouthaven, Mississippi. As pi
of interim joint-ownership arrangements, Seven States has theatighly time during the interim period, and for aegson, to require TVA"
buy back the Seven States interest in the facillty A would have bought back the Seven Statesastdf long-term operational and power
sales arrangements for the facility among TVA, ®eStates, and SSSL, or alternative arrangements, neg in place by April 30,
2010. TVA'’s buy-back obligation would have ternteaif such long-term arrangements were in placthbydate. In the event of a buy-
back, TVA would re-acquire the Seven States interethe facility and the related assets.

On April 22, 2010, TVA and Seven States througlsitissidiary, SSSL, amended the joint ownershipeagent, lease agreement and
buy-back arrangements to extend the term of tlegimtarrangements by approximately three yeard, Aiptil 23, 2013. The other material
terms and conditions of the agreements were notggthand remain in full force and effect. As auliesf the extension of the interim
arrangements, the leaseback obligation is presemdd/A’s BALANCE SHEETSin accordance with the terms of the new agreemastof
March 31, 2010, the carrying amount of the obligmtivas approximately $416 million.

Organizational Effectiveness Initiative

Following the Kingston ash spill, the TVA Boardetited management to develop a plan to improve T\¢Afgrol systems,
operating standards, and corporate culture. TV@dmbarked on an agency-wide organizational effeiséiss initiative to transform TVA
into a more effective and accountable operatiorga@izational design changes were made in thediixshonths of 2010 and further changes
are expected as implementation of the initiativeticmes. Management expects that the initiatideresult in a more effective operating
structure for TVA in the future.

Renewable and Clean Ener

In accordance with TVA’s 2008 EnvironmentaliBy, TVA is working towards obtaining additionpdwer supply from clean or
renewable sources by 2020. TVA defines its clesrgy portfolio as energy that has a zero or meaw-carbon dioxide (“CQ”) emission

rate, including nuclear and renewables such aggmeoduction that is sustainable and often naturaplenished.
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In October 2009, TVA entered into two 20-year caats for the purchase of up to 450 megawatts (“M@f'denewable wind energy
from wind farms located in North Dakota and SouttkBta. Power under these contracts is scheduled tielivered beginning in CY
2012. In November 2009, TVA entered into two add@l 20-year contracts for the purchase of renésvaind energy. The two contracts
are expected to provide a total of up to 350 MWhrfneind projects located in lllinois, both beginniimgJanuary 2012. In December 2009,
TVA entered into two more 2@ear contracts for the purchase of renewable wiradgy. One of these contracts will provide up @ MW of
wind energy from a wind project in Kansas, begigras early as January 2012. The other contrdot the delivery of up to 300 MW from
lllinois, starting in mid-2010. Construction is schuled or under way on all of these projects. Emfebruary 2010, TVA entered a 20-year
contract for up to an additional 115 MW of reneveabind energy from lowa beginning in September 2000th the execution of these
contracts, TVA now has up to an additional 1,380 M¥iWind power under contract. Power deliveryubject to applicable environmental
requirements and firm transmission paths beingrsecu

Wholesale Rate Changes

Over the last several months, TVA has been disegsasith its distributors and directly-served custwamoving from TVAS curren
end-use rate structure to a new wholesale ratetstei TVA anticipates that the initial implemeitta of the rate change will begin in
2011. The purpose of a transition to seasonatiaretof-use rate structures is to more closelyraliiy A’'s revenue recovery with its costs
that vary by season and time of day. The new vdadderates are designed to be revenue neutral &9 3&this change in structure will not
materially impact TVAS annual revenue recovery. There will, howeveisdrae seasonal structural changes that may impagining of the
revenue recovery between seasons. The TVA Boarl approve the new rates before they can taketeffec

Pension Fund

On September 24, 2009, TVA contributed $1.0 billiomVA's pension plan for 2010 through 2013. AsSafptember 30, 2009,
TVA's pension plan had assets of $6.6 billion coragdo liabilities of $9.3 billion. As of March 32010, the plan’s assets had increased to
$6.8 billion, helped by gains in the financial metkduring 2010. However, TVA's plan still remaimslerfunded at March 31, 2010,
primarily due to the market losses sustained bytr#olio during the global economic recessior2008 and 2009. The ability of the plan’s
funded status to quickly improve will be limiteddaeise, given the current maturity of the plan,dtere almost twice as many retirees as
current employee participants. The plan currehdly over 22,000 retirees receiving benefits in xoé approximately $650 million per
year. At this time, TVA does not have plans to maklditional contributions to the plan for 20

Pension benefits for eligible retired members ardfieiaries may be subject to cost-of-living adjoshts (“COLAs”), capped at 5
percent annually, based on the change in the 12hmawerage of the Consumer Price Index, provideti shange is greater than 1
percent. However, the Tennessee Valley Authoré@tirBment System ("TVARS") Board of Directors rettgamended the plan to make the
following COLA changes:

» For CY 2010, the COLA will be zer
e For CY 2011, the COLA will be capped at 3 perc

e For CY 2012, the COLA will be zer

* For CY 2013, the COLA will be capped at 2.5 perc

» The eligibility age for COLAs will increase to agé for employees who retire on or after Januai301L0.

In addition, the TVARS Board of Directors reduchd tate for crediting interest on employee fixedefipalances and future contributions to
the plan to 6 percent effective January 1, 2010.0fAhese amendments were made to reduce plbitities and help improve the funded
status of the plan.

On March 5, 2010, eight current and former paréoig in and beneficiaries of TVARS filed suit ietbinited States District Court
for the Middle District of Tennessee against thecsirrent members of the TVARS Board of Directdisging that the plan amendments
described above and the suspension of TVA’s requiomtributions for 2010 through 2013 violated TMMARS Board members' fiduciary
duties to the plaintiffs (and the purported class] the plaintiffs' contractual rights, among ottlarms. The plaintiffs seek damages, an ¢
directing the TVARS Board of Directors to rescihé amendments, and other relief. Another group fif@g similar lawsuit. See Note 16
— Case Involving Tennessee Valley Authority Retir¢r8gstem Board Members
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Cyber Security

Cyber security and the protection of TVA operatians activities are a priority. Because it is sabjo several regulatory
requirements specific to cyber security, TVA uselefense-in-depth security model in an effort tevent, detect, respond to, and recover
from threats against its systems. TVA modifies apdrades its protections as technology advanatshaeat environments and business
requirements change. TVA currently plans to spegoptoximately $20 million to $40 million in cybeeaurity updates between 2010 and
2013.

Liquidity and Capital Resources
Sources of Liquidity

TVA uses various sources of liquidity to meet sktertn cash needs and contingencies. TVA's prinsaryrces of liquidity are cash
from operations and proceeds from the issuanchaf-$erm and long-term debt. TVA's current liaiéls exceed current assets because
accounts payable significantly exceed accountsvable and because TVA uses short-term debt to &lnadt-term cash needs and scheduled
maturities of long-term debt. The majority of T\&balance of cash on hand is typically investeshiort-term investments. The daily
balance of cash and cash equivalents maintaineasisd on near-term expectations for cash expeadiand funding needs.

In addition to cash from operations and proceeais fthe issuance of short-term and long-term de#’'s sources of liquidity
include a $150 million credit facility with the U.Sreasury, two credit facilities totaling $2.0limh with a national bank, and occasional
proceeds from other financing arrangements. Mamagéexpects these sources to provide adequatditigto TVA for the foreseeable
future. However, the limit on the amount of BoAdA may have outstanding at any one time is $3lobil The level of the capital
investments TVA anticipates that may be neededdetrstrategic planning goals over the next decadadh that TVA expects that it will not
be able to use debt to finance all of its costapital spending requirements could be met withralipation of financing, additional power
sales, cost reductions, and rate increases, dhar ways. Certain sources of liquidity are disaasbelow.

Issuance of Debt.TVA issues power bonds with maturities of one toyg@rs, primarily to refinance previously-issuedvpobonds
as they mature. In the first six months of 2010ATissued $116 million of electronot&s including $12 million with an interest rate of73.
percent and $22 million with an interest rate @percent during the quarter ended March 31, 204 @pril 2010, TVA issued $39 million
of electronote® with an interest rate of 4.100%See Note 10 —bebt Securities Activitgnd Note 17 —tssuance of Deldbr more
information related to TVA'’s debt activities.

Credit Facility Agreements Pursuant to the TVA Act, TVA and the U.S. Tragdwave entered into a memorandum of
understanding under which the U.S. Treasury praviteA with a $150 million credit facility. This edit facility matures on September 30,
2010, and is expected to be renewed. Accessdatbdit facility or other similar financing arramgents has been available to TVA since the
1960s. TVA plans to use the U.S. Treasury credilify as a secondary source of liquidity. Thieiest rate on any borrowing under this
facility is based on the average rate on outstandiarketable obligations of the United States wititurities from date of issue of one yea
less. There were no outstanding borrowings urtdectedit facility at March 31, 2010, and Septen8i&r2009.

TVA also has short-term funding available in theriof two short-term revolving credit facilities $1..0 billion each. These credit
facilities will mature on May 12, 2010, and NovemBe2010. The credit facilities also accommodh&issuance of letters of credit. The
interest rate on any borrowing and the fees onletitgr of credit under these facilities are varabased on market factors and the rating of
TVA's senior unsecured long-term non-credit enhdmaebt. TVA is required to pay an unused facii@g on the portion of the total $2.0
billion which TVA has not borrowed or committed wndetters of credit. The fee may fluctuate defrgdn the non-enhanced credit ratings
on TVA's senior unsecured long-term debt. At Magdh 2010, there were $29 million of letters ofdit@utstanding under the facilities, and
there were no outstanding borrowings. TVA antitésaenewing each credit facility as it maturese Slote 10 —Short-Term Debt.

Call Monetization TransactionsFrom time to time TVA has entered into swaptioms@ctions to monetize the value of call
provisions on certain of its Bond issues. A swaptjrants a third party the right to enter intovag agreement with TVA under which TVA
receives a floating rate of interest and paysliive party a fixed rate of interest equal to thieiast rate on the Bond issue whose call
provision TVA monetized. As a result of an inversof the swap yield curve and volatility in glotfimancial markets, coupled with a
decrease in swap rates to historically low rategjriming December 1, 2008, TVA was required to po#iateral with a counterparty under
terms of a swaption agreement ($1 billion notion&@)e to improving market conditions, the valugtaf swaption at March 31, 2010, was
such that TVA's collateral obligation was less tBarmmillion and collateral postings were $29 millioSee Note 12 -Other Derivative
Instrument<— Collateral for a discussion of collateral related to TVA's igative liabilities.
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Summary Cash FlowsA summary of cash flow components for the six merghded March 31, 2010, and 2009, follows:

Summary Cash Flows
For the Six Months Ended March 31

2010 2009
Cash provided by (used ir
Operating activitie: $ 92¢ $ 1,99(
Investing activities (1,249 (1,439
Financing activities 31€ (559)
Net change in cash and cz¢
equivalents $ 1 $ 2

Operating Activities Net cash flows from operating activities decregskd. billion to $929 million from $2 billion for #hsix
months ended March 31, 2010, and 2009, respectivigtys decrease resulted primarily from a decrégas@erating revenues primarily due
FCA rate decreases. SResults of Operations.

Investing Activities. Net cash flows used in investing activities @ased from $1.4 billion to $1.2 billion for the shonths ended
March 31, 2009, and 2010, respectively. The deer@aimarily reflects the absence of collateratpaddy TVA with a counterparty pursuant
to the terms of a swap agreement during the fixan®nths of 2010 compared to a $260 million useasth from posting collateral funds with
a counterparty during the same period of 2009. déwease also reflects a $67 million decreasgperaitures for the uranium enrichment
and fabrication of nuclear fuel related to the nalrgear-to-year variability resulting from the timgi of refueling outages at the nuclear
plants. These decreases were partially offset®i4® million increase in capital investments. dajrojects in process this year included
new combined cycle and combustion turbine plantselbas the new units at Watts Bar Nuclear Pl&Matts Bar”).

Financing Activities Net cash flows provided by financing activitiesre $316 million during the first six months of1®0as
compared to net cash used by financing activitfeg569 million during the same period of 2009. &5 million change was primarily due
to a decrease of $2.5 billion in redemptions apdirehases of long-term debt partially offset byeardase of $1.1 billion in net issuances of
short-term debt and a decrease of $503 milliommgiterm debt issues. The increases in debt tefemeed for cash to fund the payback of
the FCA overcollection from the prior year anduad capital investments.
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Cash Requirements and Contractual Obligations
The estimated cash requirements and contractuigiaioins for TVA as of March 31, 2010, are detailedhe following table.

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

201(1 2011 2012 2012 2014  Thereafter Total
Debt? $ 1,151 $ 1,00¢ $ 152 $ 2,30¢ % 32 3 17,20 $ 23,22«
Interest payments
relating to deb 751 1,26t 1,23 1,09: 1,007 18,201 23,56(
Lease obligation
Capital 53 92 43 38: — 3 574
Non-cancelable
operating 25 45 37 33 28 19¢ 363
Purchase obligatior
Power 143 271 25E 208 197 6,19t 7,264
Fuel 1,241 1,64« 1,17¢ 941 837 1,84 7,68¢
Other 37 63 58 31 29 111 32¢
Expenditures for
emission control
commitments 461 37¢ 45F 32¢ 10¢ — 1,72¢
Litigation settlemen — 3 3 3 3 — 12
Environmental
cleanup costs-
Kingston ash spil 14t 26C 73 39 — — 517
Payments on other
financings 33 94 98 99 10C 817 1,241
Payments to U.S.
Treasury
Return of Power
Facility
Appropriation
Investmen 20 20 20 20 10 — 90
Return on Power
Facility
Appropriation
Investment 9 21 22 21 19 258 34E
Total $ 4,06¢ $ 5162 $ 500: $ 549¢ $ 2,371 $ 44,83( $ 66,93
Notes

(1)  Period April 1 — September 30, 2010

(2)  Does not include noncash items of foraigmency valuation gain of $18 million and net disot on sale of Bonds of
$224 million.

(3)  Expenditures for emission control committserepresent TVA'’s current estimate of costs thay be incurred as a rest t
of the court order in the case brought by Northolliaa alleging public nuisance. Management is eatatig alternatives whic
could change these amounts in the future. See Nc— Case Brought by North Carolina Alleging Public Narise.

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

Energy Prepayment Obligations

201t 2011 201z 201° 2014 Thereafter Total

Energy Prepayment
Obligations $ 53 §$ 105 $ 105 $ 10z $ 10C $ 41C $ 87%

Note
(1) Period April 1- September 30, 201 -
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Results of Operations
Sales of Electricity
The following table compares TVA'’s electricity saigtatistics for the three and six months endeccMat, 2010, and 2009:

Sales of Electricity
(Millions of kwh)

Three Months Ended March 31 Six Months Ended March 31

Percer Percer
201( 200¢ Chang 201(C 200¢ Chang:
Sales of electricit

Municipalities and cooperative 36,63: 33,40% 9.7% 68,02: 65,981 3.1%
Industries directly serve 8,541 7,63¢ 11.8% 17,02¢ 16,58¢ 2.7%
Federal agencies and other 47¢ 481 (0.€%) 974 1,022 (4.7%)
Total sales of electricity 45,65 41,52¢ 9.€% 86,02 83,58¢ 2.%
Heating degree da 2,20¢ 1,77¢ 24.2% 3,54¢ 3,16t 12.1%
Cooling degree days 1 11 (90.%) 21 82 (74.9H%
Combined degree days 2,201 1,787 23.5% 3,57( 3,24 9.€%

The 4.1 billion kilowatt-hour (“kWh") increase irakes for the three months ended March 31, 20dfpared to the same period in
2009, was primarily due to a 3.2 billion kWh incsedn sales to MNICIPALITIES AND COOPERATIVESAS a result of colder weather. The average
temperatures for the Tennessee Valley were 3.8dsgrolder than normal for the three months endaativ31, 2010, and 5.1 degrees colder
than the three months ended March 31, 2009. Auxfitly, as a result of a cold wave during the fivsek of January 2010, TVA set a daily
energy demand record on January 8, 2010, and dyweeérgy demand record for the seven-day periageédanuary 10, 2010. Salesto |
NDUSTRIES DIRECTLY SERVEDalso increased 903 million kwWh for the three momghded March 31, 2010, compared to the same perid@09,
as a result of improving economic conditions.

The 2.4 billion kWh increase in sales for the siamihs ended March 31, 2010, was primarily due2daillion kWh increase in
sales to MINICIPALITIES AND COOPERATIVES due to an increase in residential sales asudt iifghe colder weather experienced during the
second quarter of 2010. Additionally, sales tmUsTRIESDIRECTLY SERVED increased 440 million kWh. The increased voluma aesult of
improving economic conditions was partially offbgtthe loss of sales to one of TVA'’s largest dimatved customers which reduced
production in 2009 and has not yet returned togdtdiduction. Although demand fronnvbusTRIESDIRECTLY SERVED and the commercial and
industrial customers of TVA'’s distributors incredseompared to the six months ended March 31, 26418s to these customers are
significantly lower than sales levels prior to #t@mnomic downturn.

Financial Results
The following table compares operating resultsttierthree and six months ended March 31, 201026a6€:
Summary Statements of Operation:

Three Months Ended Six Months Ended

March 31 March 31

201(C 200¢ 201( 200¢
Operating revenue $ 2,62 $ 293 % 4971 $ 6,01(
Operating expenses (1,875 (2,509) (3,759 (5,545
Operating incom: 747 43C 1,21¢ 46F
Other income, ne 8 20 14 11
Interest expense, net (325) (317) (652) (64¢)
Net (loss) income $ 43C $ 13t $ 58C $ (172)
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Operating RevenuesOperating revenues for the three and six mombds@ March 31, 2010, and 2009, consisted of tHeviatg:

Operating Revenues

Three Months Ended March 31 Six Months Ended March 31
201(C 200¢ Percent Chang 201(C 200¢ Percent Chan
Sales of
electricity
Municipalities ant
cooperative! $ 2,21t $ 2,50¢ (11.€%0) $ 4,16 $ 5,07¢ (18.(%)
Industries directly
served 347 362 (4.1%) 69t 804 (13.€%)
Federal agencies
and othel 25 32 (21.9%) 52 70 (25.7%)
Other
revenue 32 30 6.7% 61 58 5.2%
Total $ 262 $ 2,93: (10.€%) $ 4971 % 6,01( (17.5%)

Operating revenues decreased $311 million, or géréent, and $1.0 billion, or 17.3 percent, forttimee and six months ended
March 31, 2010, respectively, compared to the saened in 2009 due to the following:

Three Month Six Month

Change Change
FCA rate change $ (720) $ (1,520
Base rate changi 16¢ 33t
Volume 23¢ 143
Other revenue 2 3
Total $ (31) $ (1,039

A quarterly FCA increase of 16.9 percent becamectiffe on October 1, 2008. This FCA increase w#ewed by quarterly FCA
reductions of 6.0 percent, 7.0 percent, and 4.d&quey respectively, on January 1, 2009, April 020and July 1, 2009, respectively. In
addition, in its August 20, 2009 meeting, the TVAaBd approved a revision to the FCA formula so #utistments would be made on a
monthly rather than quarterly basis. From Octdhe2009, through March 31, 2010, the monthly FCAusitinents resulted in credits to
customers as a result of the over collection off ¢osts in 2009 when fuel costs were lower than Thadl forecasted.

Significant items contributing to the $311 millidecrease in operating revenues for the three menithsd March 31, 2010,
compared to the same period in 2009 included:

. A $291 million decrease in revenues fromNWIPALITIES AND cOOPERATIVESprimarily due to the FCA rate decreases, which
reduced revenues by $646 million. This decreasepastially offset by an increase in average batesrof 6.6 percent due to
base rate increases effective October 1, 2009 hagriavided $152 million in revenues, and an incedassales volume of 9.7
percent, which increased revenues an additionz8 ##0ion.

. A $15 million decrease in revenues framdUsTRIESDIRECTLY SERVED primarily due to FCA rate decreases, which reduced
revenues by $66 million. This decrease was plrtiffset by an increase in average base rat@&®percent, which provide
$14 million in revenues, and an increase in sabhgme of 11.8 percent, which increased revenuesditional $37 million

. A $7 million decrease in revenues frorBHERAL AGENCIESAND OTHER as a result of a $7 million decrease in reventas f
federal agencies directly served primarily dueh ECA rate decreases and decreased sales volBr& drcent
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Significant items contributing to the $1.0 billidecrease in operating revenues for the six momtisceMarch 31, 2010, compared

to the same period in 2009 included:

. A $915 million decrease in revenues fromNWIPALITIES AND COOPERATIVESpPrimarily due to the FCA rate decreases, which
reduced revenues by $1.3 billion. This decreasepaatially offset by an increase in average batesrof 7.2 percent due to
base rate increases effective October 1, 2009 hagriavided $305 million in revenues, and an incedassales volume of 3.1

percent, which increased revenues an additionaf $difion.

. A $109 million decrease in revenues fromUsTRIESDIRECTLY SERVED primarily due to FCA rate decreases, which reduced
revenues by $155 million. This decrease was pigroéfset by an increase in average base ratds@percent, which
provided $28 million in revenues, and an increassaies volume of 2.7 percent, which increasedmes® an additional $18

million.

. An $18 million decrease in revenues frorDERAL AGENCIESAND OTHER as a result of an $18 million decrease in revenues
from federal agencies directly served primarily tiu¢ghe FCA rate decreases and decreased salaae/ofu3.8 percen

Operating ExpenseQperating expenses for the three and six monthecekthrch 31, 2010, and 2009, consisted of thewiatig:

Operating Expenses

Three Months Ended March 31

Six Months Ended March 31

201( 200¢ Percent Chany 201( 200¢ Percent Chan
Fuel and
purchased powe $ 60t $ 1,23 (50.9%) $ 1,21 $ 2,61F (53.€%)
Operating and
maintenanci 75€ 58€ 29.(% 1,51( 1,17¢ 28.£%
Depreciation,
amortization, and
accretion 41° 39¢ 3.8% 824 794 3.8%
Tax
equivalents 101 137 (26.2%) 20€ 28t (27.71%)
Environmental
cleanup costs -
Kingston ash spill — 15C — — 67E —
Total
operating expenses  $ 1,87F $ 2,50¢ (25.1%) $ 3,75 $ 5,54¢ (32.2%)

Operating expenses decreased $628 million fortreetmonths ended March 31, 2010, and $1.8 bilbothe six months ended
March 31, 2010, compared to the same periods i8.2@0significant driver for the decreases in ofiagaexpenses is related to the
ENVIRONMENTAL CLEANUP COST— KINGSTON AsH sPILL expenses of $150 million and $675 million recogdifor the three and six months
ended March 31, 2009, respectively, not presetitarthree and six months ended March 31, 2010inBtine first three quarters of 2009,
estimates of costs to clean up the site were recoad expense. During August 2009, the TVA Boamd@ved the recovery of Kingston ash
spill costs in future rates, and the amount preslipexpensed was reclassified as a regulatory ssfetamortized over a period of 15
years. See Note 7. Other significant drivergiierchanges in operating expenses are described. .t

Other significant drivers contributing to the $628lion decrease in operating expenses for theethmenths ended March 31, 2010,

compared to the same period in 2009 are describletvb

FUEL AND PURCHASEDPOWEReXpense decreased $627 million due to:

* A $713 million decrease in fuel and purchageder expense related to the FCA mechanism. ddtisease was primarily the
result of amortization to expense of previouslyres@lected fuel and purchased power costs asgbdine FCA. During the
three months ended March 31, 2010, TVA refundedrtign of these fuel and purchased power costatitraghe FCA in the

form of FCA rate decrease
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* A $67 million increase in fuel expense rasglfrom an increase in net thermal generation.dfi@rcent, which increased fuel
expense by $40 million, and a 6.7 percent increéatige aggregate fuel cost per kilowatt-hour of thermal generation, which
resulted in an increase of $27 million in fuel expe. The increase in net thermal generation wagalbigher electricity sale
and the higher fuel cost was primarily due to higtvéces for coal and natural gi

* A $19 million increase in purchased powerenge comprised primarily of an increase in puroathasaver volume of 31.5
percent for the three months ended March 31, 2€dfpared to the same period in 2009, which incepsechased power
expense by $72 million. The average price of paseld power increased 3.0 percent for the quartéchvincreased expense
by $9 million. While average prices were slightigher this quarter, the rates were still econottyidavorable, which is why
TVA decided to purchase more power during the @narThese increases were partially offset by arfiion decrease in ni
realized losses related to natural gas derivafivethe three months ended March 31, 2010, comparéte same period in
20009.

OPERATING AND MAINTENANCE expense increased $170 million primarily due 856 million increase in operating and maintenance
expense at nuclear plants due in part to a chan§¥A’s accounting for nuclear refueling outagédistorically, nuclear refueling outage and
maintenance costs were deferred and amortizedstnaight-line basis over the estimated period dhélnext refueling outage. Beginning in
2010, outage costs are no longer deferred as #ateguasset and are expensed as incurred, althmagiously deferred outage costs cont
to be amortized as the remaining amounts are ¢ellén rates. Pension and postretirement bengigrese increased $54 million primarily
due to recent asset losses combined with a reduictithe assumed discount rate used to estimateethgion and postretirement
liabilities. TVA recognized $16 million in expendee to amortization of theNEIRONMENTAL CLEANUP COSTS- KINGSTON ASH SPILL
regulatory asset, and this expense was not présetite three months ended March 31, 2009. Adudiitily, TVA experienced increased costs
of $18 million to support energy efficiency and dard response initiatives and a $17 million increageenefit costs.

DEPRECIATION, AMORTIZATION, AND ACCRETION expense increased $15 million primarily becausanohcrease in net plant additions.

TAX EQUIVALENTS expense decreased $36 million. This change pifiyrraflects a decrease in the accrued tax equiNagpense
related to the FCA. The accrued tax equivalenengp is equal to five percent of the FCA revermmesdecreased for the three months el
March 31, 2010, since the FCA revenues for thersbquarter of 2010 were lower than the FCA reverfioethe three months ended March
31, 20009.

Other significant drivers contributing to the $bi8ion decrease in operating expenses for thersinths ended March 31, 2010,
compared to the same period in 2009 are describkedvb

FUEL AND PURCHASEDPOWEReXxpense decreased $1.4 billion due to:

* A $1.3 billion decrease in fuel and purchageder expense related to the FCA mechanism. dédsease was primarily the
result of amortization to expense of previouslyres@lected fuel and purchased power costs asgbdinie FCA. During the
six months ended March 31, 2010, TVA refunded digoof these fuel and purchased power costs throlig FCA in the
form of FCA rate decrease

» A $76 million decrease in fuel expense raésglfrom a decrease in net thermal generation bp8rcent, which decreased fuel
expense by $135 million. The decrease in net thegeneration was primarily due to increased hyldigc generation of
4,608 GWh, or 81.5 percent, and an increase inhagied power during the six months ended March®10,2due to
economically favorable prices for purchased povildris decrease was partially offset by a slightéase in the aggregate fuel
cost per kilowa-hour of net thermal generation, which resultedririrerease of $59 million in fuel expen:
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* A $24 million decrease in purchased powerease comprised primarily of a decrease in the geepaice of purchased power
of 16.3 percent for the six months ended March2B10, compared to the same period in 2009, whidhaed expense by
$100 million. In addition, net realized lossestet to natural gas derivatives were $76 milliomdofor the six months ended
March 31, 2010, compared to the same period in 200@&se decreases were partially offset by areas® in purchased pov
volume of 33.1 percent, which increased purchasegepexpense by $152 millio

OPERATING AND MAINTENANCE expense increased $334 million for the six moetihded March 31, 2010. The drivers for the increase
in operating and maintenance expense for the sitmgeriod were primarily the same as the itemstifled above for the increase in the
three months ended March 31, 2010. Operating aidtemance expense increased $129 million at nuplaats, pension and postretirement
benefit expense increased $108 million, TVA redped $31 million in expense due to amortizationhaf ENVIRONMENTAL CLEANUP COSTS-
KINGSTON ASH SPILL regulatory asset, costs to support energy effigiemd demand response initiatives increased $Ri®@miand benefit
costs increased $30 million. Additionally, for thi& months ended March 31, 2010, operating anditeaance expense increased $9 million
due to on-going studies related to future useb@Bellefonte Nuclear Plant site.

DEPRECIATION, AMORTIZATION, AND ACCRETION expense increased $30 million primarily becausanohcrease in net plant additions.

TAX EQUIVALENTS expense decreased $79 million. This change pitiyrraflects a decrease in the accrued tax equivagpense
related to the FCA. The accrued tax equivaleneasp is equal to five percent of the FCA revenuesdecreased for the six months ended
March 31, 2010, since the FCA revenues in the fiivstquarters of 2010 were lower than the FCA rersrfor the six months ended March
31, 2009 .

Other Income (Expense), NefThe $12 million decrease inTRER INCOME (EXPENSE, NET for the three months ended March 31,
2010, resulted primarily from a decrease in incamexternal business services compared to the thoe¢hs ended March 31, 2009, and
proceeds received from a claims settlement in ¢lsersd quarter of 2009, not present in the samegari2010.

The $3 million increase in ER INCOME (EXPENSB, NET for the six months ended March 31, 2010, resytadarily from a slight
gain on TVA's supplemental executive retiremennplé&6ERP”) assets and restricted investments rélati¢he collateral held by TVA
compared to a loss on these investments for theeinths ended March 31, 2009.

Interest Expense Interest expense and interest rates for the tanel six months ended March 31, 2010, and 200&jsted of the
following:

Interest Expense

Three Months Ended March 31 Six Months Ended March 31

2010 2009 Perecent Chan¢ 2010 2009 Percent Chang

Interest on debt and
leaseback obligatior $ 337 $ 321 5.(% $ 67: $ 65E 2.7%
Amortization
of debt discount, issue

and
reacquisitior
costs, ne 5 5 0.C% 10 10 0.C%
Allowance for funds
used during
construction &
nuclear fuel
expenditures (17) (9) 88.%% (31) (17) 82.2%
Net interest expens  $ 32t $ 317 25% $ 652 $ 64¢€ 0.€%
(Percent (Percent
Interest rates
(average) 201( 200¢  Percent Chang 201( 200¢ Percent Chang
Long-term 5.9t 6.04 (1.5%) 5.9t 5.8t 1.7%
Discount note! 0.0% 0.11 (54.5%) 0.0t 0.4¢€ (89.1%)
Blended 5.6¢ 5.5¢€ 2.2% 5.71 5.4C 5.7%
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Significant items contributing to the $8 millioncirease in net interest expense for the three memitisd March 31, 2010, was
primarily due to an increase in interest on deld essult of an increase in the average balantangfterm debt for the three months ended
March 31, 2010, compared to the same period in 200s increase was partially offset by the greataounts of capitalized interest for the
three months ended March 31, 2010, compared tsaime period of 2009 due to an increase in the wanigin work in progress base used to
calculate allowance for funds used during consimagt'’AFUDC”) as a result of ongoing constructioctigities at Watts Bar Unit 2.

The $4 million increase in net interest expenselersix months ended March 31, 2010, was primatiigbutable to the same items
identified above for the three months ended Mari2810.

Critical Accounting Policies and Estimates

The preparation of financial statements requireA T& estimate the effects of various matters thatiaherently uncertain as of the
date of the financial statements. Although thaifitial statements are prepared in conformity wittoanting principles generally accepted in
the United States of America (“GAAP”), TVA is reged to make estimates and assumptions that affeaeported amounts of assets and
liabilities, the disclosure of contingent assetd Babilities, and the amounts of revenues and rsee reported during the reporting
period. Each of these estimates varies in regatiet level of judgment involved and its potentimpact on TVA's financial
results. Estimates are deemed critical either vehdifferent estimate could have reasonably beed,us where changes in the estimate are
reasonably likely to occur from period to perioddauch use or change would materially impact TVikiancial condition, results of
operations, or cash flows. TVA's critical accougtipolicies are also discussed in Item 7, Managé&s&iscussion and Analysis of Financ
Condition and Results of OperationsGritical Accounting Policies and Estimatasd Note 1 in the Annual Report.

Changes in Ratemaking Impacting Accounting
Fuel Cost Adjustment

In August 2009, the TVA Board approved a revisioithte FCA formula. Starting with the October 102®illing period, all
adjustments to the FCA have been made on a mobdésig instead of a quarterly basis. This allovesREA rate to be more closely aligned
with TVA’s costs. The FCA formula also containdeferred account which is used to reconcile thiedihce between actual and forecasted
fuel and purchased power costs in the FCA. THerifice between the amounts is included in therdgf@account and starting with the
October 1, 2009 billing period, 50 percent of theaunt has been disbursed or collected on a moh#dis instead of a quarterly basis. This
change to a monthly FCA formula will result in steakeconciliations and faster liquidation of argldnces in the account. With the change
to the monthly FCA formula on October 1, 2009, thaining balance in the existing deferred liapititcount balance of approximately
$822 million is being liquidated over a nine-mop#riod from October 1, 2009 through June 30, 2040March 31, 2010, $180 million
remained to be liquidated.

New Accounting Standards and Interpretations
The following accounting standards and interpretetibecame effective for TVA during 2010.

Fair Value Measurementsin September 2006, the Financial Accounting @&atis Board (“FASB”) issued guidance for measuring
assets and liabilities that currently require failue measurement. The guidance also respondséstorsrequests for expanded informati
about the extent to which companies measure amsdtiabilities at fair value, the information usedneasure fair value, and the effect of
value measurements on earnings. The guidancesapplienever other standards require (or permibtass liabilities to be measured at fair
value but does not expand the use of fair valminnew circumstances. The guidance establisfa@s\alue hierarchy that prioritizes the
information used to develop measurement assumptionBebruary 2008, FASB issued guidance thatygeldhe effective date of the fair
value accounting changeor nonfinancial assets and nonfinancial liabilitexcept for items that are recognized or discledddir value in
the financial statements on a recurring basisedfffe October 1, 2009, TVA adopted these fair @@ocounting changes for its nonfinancial
assets and nonfinancial liabilities. The adoptibthis guidance did not materially impact TVA'séincial condition, results of operations, or
cash flows.

In August 2009, FASB issued guidance regardingvaine measurements of liabilitiesThe guidance clarifies how the fair value of
a liability should be measured when a quoted prian active market for the identical liability leér is or is not available. Additionally, the
guidance clarifies how to consider a restrictiorewlestimating the fair value of a liability and #gpropriate level within the fair value
disclosure hierarchy in which the various measurdrtechniques result. These changes became g#doti TVA on October 1, 2009. The
adoption of this guidance did not materially imp&®tA's financial condition, results of operatios.cash flows.
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In September 2009, FASB issued guidance regardingdlue measurements for certain alternativestments, such as interests in
hedge funds, private equity funds, real estatedumenture capital funds, offshore fund vehiclesl funds of funds. The guidance allows
reporting entities to use net asset value per dbagstimate the fair value of these investmenis pisctical expedient. The guidance also
requires disclosures by major category of investrabout the attributes of the investments, sudh@asature of any restrictions on the
investor's ability to redeem its investments atrtiteasurement date, any unfunded commitments, andvbstment strategies of the
investees. These changes became effective for divActober 1, 2009. The adoption of this guidatidenot materially impact TVA's
financial condition, results of operations, or célelwvs.

Business Combinationsin December 2007, FASB issued guidance thatgdmathe accounting for business combinations. The
guidance establishes principles and requirementdei@rmining how an enterprise recognizes and uneaghe fair value of certain assets
liabilities acquired in a business combination)uding non-controlling interests, contingent comsation, and certain acquired
contingencies. The guidance also requires aciuisielated transaction expenses and restructests to be expensed as incurred rather
than capitalized as a component of the busines®ication. In April 2009, FASB issued additionalidance to amend and clarify the initial
recognition and measurement, subsequent measuramgaccounting, and related disclosures arisimg tontingencies in a business
combination. This guidance became effective for T&AOctober 1, 2009. The adoption of this guidatidenot materially impact TVA's
financial condition, results of operations, or célstwvs but will impact the accounting for any fuguipusiness acquisitions.

Noncontrolling Interests In December 2007, FASB issued guidance thabdiotizes significant changes in the accounting for
noncontrolling interests (formerly minority intetgpin a partially owned consolidated subsidiafjyne guidance also changes the accounting
for and reporting for the deconsolidation of a sdiasy. The guidance requires that a noncontrgliimterest in a consolidated subsidiary be
displayed in the consolidated statement of findnmiaition as a separate component of equity. githéance also requires that earnings
attributed to the noncontrolling interests be régias part of consolidated earnings, and reqdisetosure of the attribution of consolidated
earnings to the controlling and noncontrolling iests on the face of the consolidated income setenirhese changes became effective for
TVA on October 1, 2009. The adoption of this guickadid not materially impact TVA'’s financial cotidn, results of operations, or cash
flows but will impact the accounting for any futurencontrolling interests.

The following accounting standards have been isduatths of March 31, 2010, were not effective had not been adopted by TV

Transfers of Financial Assetsin June 2009, FASB issued guidance regardinguattg for transfers of financial assets. This
guidance eliminates the concept of a qualifyingc&depurpose entity (“QSPE”) and subjects thosétiestto the same consolidation guidance
as other variable interest entities (“VIEs”). Tdw@idance changes the eligibility criteria for certaansactions to qualify for sale accounting
and the accounting for certain transfers. The@uié also establishes broad disclosure objectivésemjuires extensive specific disclosures
related to the transfers. These changes will becsifiective for TVA for any transfers of financedsets occurring on or after October 1,
2010. TVA does not believe adoption of this guickamill materially affect its financial conditioresults of operations, or cash flows.

Variable Interest Entities In June 2009, FASB issued guidance that chatfigesonsolidation guidance for VIEs. The guidance
eliminates the consolidation scope exception foPR& The statement amends the triggering evemlstésmine if an entity is a VIE,
establishes a primarily qualitative model for detigiing the primary beneficiary of the VIE, and régs on-going assessments of whether the
reporting entity is the primary beneficiary. Thetanges will become effective for TVA on Octobe@10, and will apply to all entities
determined to be VIEs as of and subsequent todteeaf adoption. TVA does not believe adoptiothig guidance will materially affect its
financial condition, results of operations, or céekvs.

Corporate Governance

After serving as chairman of the TVA Board for ageon April 16, 2010, Robert M. “Mike” Duncan askine TVA Board to select
a new chairman, citing his new duties as leader refcently formed organization called American Groads. The Board voted unanimously
to name Director Dennis Bottorff of Nashville, Tessee, as TVA's new chairman. Mr. Bottorff wikase the position of chairman of the
TVA Board on May 18, 2010, upon the end of Mr. Damn's service as chairman. Mr. Duncan plans toireorathe TVA Board after his
service as chairman ends.
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Legislative and Regulatory Matters
Recently Enacted Legislation

Two inter-related major health care reform bill¥éaecently been enacted into law. The first,Ragent Protection and Affordable
Care Act (H.R. 3590 -- Public Law No. 111-148), veascted on March 23, 2010, and was followed byettectment on March 30, 2010, of
the Health Care and Education Reconciliation AQ®I0 (H.R. 4872 — Public Law No. 111-152), whichesmded the earlier act. The new
laws are complex, and TVA is in the process of yriaf them in terms of potential effects. TVA'sdi analysis as to potential impacts will
not be completed until future rulemakings are utakem and finalized by the various federal agensigish have been given regulatory
responsibilities under the new laws.

Proposed Legislation and Regulation

On February 2, 2010, the Senate Environment anticPMorks Committee reported S.1733, the Clean §ndobs and American
Power Act, out of the Committee. This bill, whialdresses GHG and climate change issues, is edpedie further revised before being
considered by the Senate as a whole.

Congress is currently considering S. 3217 (the t&tesy American Financial Stability Act of 2010Mggislation which would
increase regulatory oversight of financial marketgarious respects, including providing for newgukations and restrictions on the use of
over-the-counter derivatives. S. 3217 was repdrad the Senate Banking, Housing, and Urban Aff@lommittee on April 15,

2010. However, the Senate Agriculture, Nutritiand Forestry Committee has developed its own lketiisl with somewhat different
provisions regarding the regulation of over-the+tteu derivatives. Efforts are underway in the $emaresolve varying perspectives on this
legislation, and should the Senate approve thisl&gn, it will then go to the House of Represgivies for additional consideration and
possibly further changes. TVA uses derivativelsddge various risks. Accordingly, if this proposegislation becomes law, it could impact
TVA's ability to use derivatives to hedge varioisks and increase the costs of doing so.

For a discussion of additional legislation and fation, see Item 7, Management's Discussion andysisof Financial Condition
and Results of Operations tegislative and Regulatory Matteirsthe Annual Report.

TVA cannot accurately predict whether the initiaBwliscussed above and in the Annual Report wiibbre law in the future and, if
so, in what form and what their impact would beT&A. Moreover, given the nature of the legislatjw®cess, it is possible that new
legislation or a change to existing legislationt thas a significant impact on TVA's activities cdidecome law with little or no advance
notice. As a federal entity, TVA’s ownership stiwe or mission could be changed by legislationr d&discussion of the potential impact of
legislation and regulation on TVA, see Item 1A, iRi&actors in the Annual Report.

Environmental Matters

TVA’s power generation activities, like those adise utility industry and in other industrial s&s, are subject to most federal,
state, and local environmental laws and regulatidvajor areas of regulation affecting TVA'’s actigs include air quality control, water
quality control, management and disposal of salid kazardous wastes, and climate change.

Air Quality Control Developments

Nitrogen Oxides Utility NO , emissions continue to be regulated under stater@mgto achieve and maintain the EPA’s National

Ambient Air Quality Standard (“NAAQS”) for ozone driine patrticles, the Federal Acid Rain Progrand e regional haze program. On
January 22, 2010, the EPA signed a new NAAQS fioogen dioxide (“NG,”). The EPA set the new one-hour N&andard at the level of

100 parts per billion (“ppb”).This level defines the maximum allowable concemiraanywhere in an area. To determine compliantie tive
new standard, the EPA is establishing new ambiem@nitoring requirements near major roads as a®ih other locations where maximum
concentrations are expected. Although existingaality monitors do not currently show exceedarafabis new standard in the TVA

region, new non-attainment areas are expectedthatdditional community and roadside monitorifigne EPA intends to re-designate areas
in CY 2016 or CY 2017, as appropriate, based orathquality data from the new monitoring netwoiBesignation of new nonattainment
areas within the TVA region could impact TVA's péting of new or modified emissions sources in filiteire.
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TVA contributes to ambient ozone levels primarityaaresult of NQ emissions from fossil fuel power plants. As a restiits
emission reduction program, TVA’s summertime Nénissions have declined substantially. Since 199%\ has reduced its annual NO
emissions by 89 percent by installing various aasfrincluding low-NQ_ burners and/or combustion controls on 58 of ite&&l-fired units
and installing SCRs on 21 of the largest units.

In 2005, TVA installed selective non-catalytic retlan (*SNCR”) systems, which generally have loi , removal capabilities

than SCRs, on two units, Unit 1 at the Johnsontitiesil Plant (“Johnsonville”) and Unit 1 at thea8mee Fossil Plant (“Shawnee”), to
demonstrate long-term technology capability, antticoes to operate the SNCR at Johnsonville Unitwest Tennessee. Due to operational
issues, the Shawnee SNCR was removed from serviéagust 2008. TVA also is operating High EnerggaBent Technology (“HERT")
systems on the four units at John Sevier, and dts @n3 and 4 at Johnsonville. HERT is similaSHCR technology but has higher removal
capabilities. TVA is evaluating plans to instalBs at John Sevier by 2015.

Fine Particulates On October 8, 2009, the EPA made final designatobf areas throughout the U.S. as "non-attainheert
“unclassifiable/attainment” for the 24-hour NAAQS fine particulates with a size of up to 2.5 mineters (“PM, ;”). One hundred twenty

counties or parts of counties were designated asattainment based on the recommendations prolagexates and tribes, as well as
additional supporting information provided by statiibes, and the public. In the Tennessee Vaéigion, Anderson, Blount, Knox, and
Loudon Counties in Tennessee, and a portion of R@ounty, also in Tennessee, were designated aattainment. TVA operates coal-
fired power plants in Anderson and Roane Counti#&site and local governments will be required ke tsteps to control fine particulate
pollution in these non-attainment areas. Thogessteay include stricter controls on industrial litiels, including TVA'’s power plants, and
additional planning requirements for transportatielated sources. States must submit their platiset EPA within three years after the EPA
makes final designations. Areas are requiredttorathe standard no later than five years afterettiective date of the designations. The |
may grant attainment date extensions for up todivgitional years in areas with more severe Rlgroblems as well as in areas where

emissions control measures are not available sitftlea

Sulfur Dioxide. Utility SO ,emissions are currently regulated under the Fedeidl Rain Program and state programs designed to
meet NAAQS for SQ and PM, ;. Looking forward, these programs, as well as imygetation of the regional haze program, will regult
additional regulation of SQemissions. The regional haze program establisimedities for states to improve visibility in natedrparks and
wilderness areas throughout the United States. r@gienal haze program will require certain typeslder sources of SQemissions to
install best available retrofit technology to cahtNO , , SO, , and particulate matter emissions. Through CYS2QWA had reduced its SO

emissions by 91 percent from the peak 1977 leveMiaiching to lower-sulfur coals, continuing to oge an Atmospheric Fluidized Bed
Combustion unit at Shawnee, and operating scrulibesgven larger units.

TVA has completed the construction of the two haes scrubbers at Kingston. TVA expects to statirtg the scrubbers in May
2010. Operating scrubbers at Kingston is one @fittions required by the court in its decisiothimlawsuit brought by the State of North
Carolina against TVA. See Note 16 Gase Brought by North Carolina Alleging Public Nanise.

Greenhouse GasesOn December 15, 2009, the EPA published twd findings regarding GHGs under section 202(a)hef Clean
Air Act (“CAA"): (1) an endangerment finding thatirent and projected atmospheric concentratiorssxdfey GHGs — carbon dioxide,
methane, nitrous oxide, hydrofluorocarbons, perfiearbons, and sulfur hexafluoride — threaten thidip health and welfare of current and
future generations, and (2) a cause or contribotérig that the combined emissions of these GHG® fnew motor vehicles and new motor
vehicle engines contribute to the GHG pollution ethihreatens public health and welfare. Theserfggldo not themselves impose any
requirements on industry or other entities, inahgdi VA. However, related EPA actions are expetbeigger other sections of the CAA,
and these other actions are expected to resulHiG émission requirements affecting industry, inalgdT VA.

On October 27, 2009, the EPA published a propogledrequiring large industrial facilities that erattleast 25,000 tons of GHGs
year to obtain construction and operating pernotedng these emissions. Once finalized, this woeld be expected to require nev
constructed or modified industrial facilities, inding power plants, to demonstrate the use ofdestable control technologies and energy
efficiency measures to minimize GHG emissions. paiential costs of this rulemaking to TVA are kobwn at this time.
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EPA Administrator, Lisa P. Jackson, issued a letteFebruary 22, 2010, outlining several deciskhmes will make through upcomii
implementation of Prevention of Significant Detesition (“PSD”) regulations for GHGs. She indicathdlt:

» No facility will be required to address GHG emissidn CAA permitting of new construction or mod#tons before C
2011;

« The EPA will phas-in permit requirements and regulation of GHGs &vgé stationary sources beginning in CY 2(

« In the first half of CY 2011, only those facilitighat already must apply for CAA permits as a resitltheir noi-GHG
emissions (e.a. N(,, SO,, or PM) will need to address their GHG emissiantheir permit application:

e The EPA is considering raising its proposed 25,@0GHG threshold substantially for stipulating ssibn levels that trigg

PSD permitting; ani
* The EPA does not intend to subject smaller faesitio CAA permitting for GHG emissions any soomat CY 2016

The potential costs of this rulemaking to TVA a¢ known at this time.
Climate Change

In December 2009, President Obama attended theCigtference of the Parties to the United Natiorsrfework Convention on
Climate Change. At this conference in CopenhatienPresident pledged that the United States ®dllice its emissions of GHG “in the
range of” 17 percent below CY 2005 levels by CY @07 his reduction is in line with a climate bitlat passed the U.S. House of
Representatives in June 2009. The impact on TVthisfstated reduction goal is not known at thigeti

Executive Order 13514 signed by President Obanmaataber 5, 2009, requires that the federal agetr@ategjic Sustainability
Performance Plans and Greenhouse Gas Target béttaabim the Council on Environmental Quality ahe Office of Management and
Budget by June 2, 2010, and annually thereaft®A plans to submit its report in June 2010.

Water Quality Control Developments

As reported above, TVA completed construction aaglam testing of a flue gas scrubber at Kingstonpréparation for the scrubber
startup, TVA applied for and was granted a CleartiéVAct permit by TDEC on October 16, 2009, to Hesge wastewaters from the
scrubber into the Clinch River. On November 12)2G&everal environmental groups jointly appeahedkingston permit to the Tennessee
Water Quality Control Board. The outcome and ptigé¢impacts of this appeal are uncertain at tinet See Note 16 -Kingston NPDES
Permit Appeal

Coal-Combustion Products
The EPA has announced that it plans to proposeraguations for the management of coal combustiodyects, and the regulatio
are expected to be finalized in late CY 2010. Teetanticipated, more stringent regulations reqgithe installation of caps and liners at

existing and new CCP landfills and to convert iGRChandling systems from wet to dry systems, TVAantly estimates that the expected
cost of the CCP work will be between $1.5 billiardz$2.0 billion, and the work is expected to takéneen eight and 10 years.
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Estimated Required Environmental Expenditures

The following table contains information about T\&urrent estimates on projects related to envieorial laws and
regulations. This table excludes items alreadggeized on the Balance Sheets at March 31, 2010.

TVA Air, Water, and Waste Quality Estimated Potential Environmental Expenditures
As of March 31, 2010

Total Estimated

Estimated Timetabl Expenditure:
North Carolina lawsuit 201(-201¢ $ 1,72¢
Site environmental remediation co? 201+ 20
CCP conversion and remediati? 201(-202( 1,50(
Proposed clean air proje 2011-201¢ 4,94¢
Clean Water Act requiremer> 2015-202(C TBD*

Notes

(2) As a result of the North Carolina lawsuit segkcaps on emissions of certain pollutants
TVA's coalfired plants, TVA has estimated the total costdaking all actions required by t
court. TVA is currently determining how to complyitivthe court’s final ruling. See Note 1 -
Case Brought by North Carolina Alleging Public Nanse.

(2) Estimated liability for cleanup and similar éonmental work for those sites for wh
sufficient information is available to develop astestimate.

(3) Includes closure of impoundments, constructimi lined landfills, and construction
dewatering systems.

(4) Includes air quality projects that TVA is cumtly planning to undertake to comply w
existing and proposed air quality regulations, Hoes not include any projects that may
required to comply with potential greenhouse gasilations.

(5) Compliance plans to meet the requirements oévésed or new implementing rule un
Section 316(b) of the Clean Water Act and the EPdé€cision to revise the steam electric effl
guidelines will be determined upon finalizationtloé rules.

* TBD - to be determined as regulations become

Other Events

Widows Creek Gypsum PondTVA and Alabama Department of Environmental Mggraent agreed to finalize the Consent Order
issued on April 3, 2009, and the order was sigme@otober 13, 2009.

Ocoee Hydro Plant TVA continues to work with TDEC to address theues identified in the Director’'s Order dated dayud 2,
2009. Subsequent to the close of the recreatiasoseon the upper Ocoee River, in conjunction WIHEC, TVA planned and conducted a
test drawdown on November 3-5, 2009, designedentify optimum operating conditions and best manag#@ practices to limit sediment
transport downstream during future drawdown openati Based on the results of the tests, TVA haggsed best management practices to
TDEC and continues to work with TDEC on the devedept of an operating policy for Ocoee No. 3. TVasheceived TDEC permission to
use the Ocoee No. 3 sluice gates as required dozation and flood control releases through Oct@640.

Browns Ferry Nuclear PlantOn April 7, 2010 , approximately 350 gallonsagfter containing the radioactive isotope tritiunileg
from a water storage tank at the Browns Ferry Nard®dant. The leak, which was reported to the NIR@ other authorities under the
industry’s voluntary reporting guidelines, was steg and the dirt into which the water soaked wélected to be sent to a containment
facility in Utah. The leak was well below any régfory limit and there was no danger to any empdogethe public.

For a discussion of additional environmental mattdfecting TVA, see Item 1, BusinesBnrvironmental Matterin the Annual
Report.

Legal

From time to time, TVA is party to or otherwise aived in lawsuits, claims, proceedings, investigati, and other legal matters
(“Legal Proceedings”) that have risen in the ordin@ourse of conducting its activities, as a resfittatastrophic events or otherwise. TVA
had accrued approximately $13 million with resgedtegal Proceedings as of March 31, 2010. Norasse can be given that TVA will not
be subject to significant additional claims andiliies. If actual liabilities significantly exesl the estimates made, TVA's financial
condition, results of operations, and cash flowddde materially adversely affected.

For a discussion of certain current Legal Proaegglinvolving TVA, see Note 16, which discussiomisorporated by reference ir



this Item 2, Management's Discussion and AnalysiEmancial Condition and Results of Operations.

56




Table of Content

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

There are no material changes related to markefrosn the market risks disclosed under Item 7, Mgement’s Discussion and
Analysis of Financial Condition and Results of Giems —Risk Management Activities the Annual Report. See Note 12 for more
information regarding TVA's derivative transacticasd risk management activities.

ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

TVA' s management, including the President and Chiefiikee Officer and members of the disclosure cdrdoonmittee (including
the Interim Chief Financial Officer and Executive® President, Financial Services and the Viceiéees Controller and Chief Risk
Officer), evaluated the effectiveness of TVA distlee and controls procedures (as defined in RudelBge) under the Securities Exchange
Act of 1934 (“Exchange Act”)) as of March 31, 201Based on this evaluation, TVA’s management, idiclg the President and Chief
Executive Officer and members of the disclosurdmmbreommittee (including the Interim Chief FinaakOfficer and Executive Vice
President, Financial Services and the Vice Presidantroller and Chief Risk Officer), conclude@tiTVA's disclosure controls and
procedures were effective as of March 31, 201@nture that information required to be disclosed¥ in reports that it files or submits
under the Exchange Act, is recorded, processednsuized, and reported, within the time periods HjgeLin the Securities and Exchange
Commission’s rules and forms, and include contaold procedures designed to ensure that informegiguired to be disclosed by TVA in
such reports is accumulated and communicated to'¥anagement, including the President and Chiethtive Officer and members of
the disclosure control committee (including thestith Chief Financial Officer and Executive Vice §ident, Financial Services and the Vice
President, Controller and Chief Risk Officer), apm@priate, to allow timely decisions regardinguieed disclosure.

Changes in Internal Control over Financial Reportirg

During the quarter ended March 31, 2010, there werehanges in TVA's internal control over finangiporting that materially
affected, or are reasonably likely to materiallfeaf, TVA's internal control over financial reparg.
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PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

From time to time, TVA is party to or otherwise @gived in Legal Proceedings that have arisen irotenary course of conducting
its activities, as a result of catastrophic eventstherwise. While the outcome of the Legal Pealiegs to which TVA is a party cannot be
predicted with certainty, any adverse outcomeltegal Proceeding involving TVA may have a mateaidberse effect on TVA's financial
condition, results of operations, and cash flows.

For a discussion of certain current Legal Procegglinvolving TVA, see Note 16, which discussiomisorporated by reference into
this Item 1, Legal Proceedings.

ITEM 1A. RISK FACTORS

There are no material changes related to risk fa¢tom the risk factors disclosed in Item 1A, Risctors in the Annual Report.
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ITEM 6. EXHIBITS

Exhibit No. Description

10.1 Deferral Agreement Between TVA and Ashok S. Bhaamddpted as of January 27, 2(
31.1 Rule 13i-14(a)/15+-14(a) Certification Executed by the Chief Execu®iicer

31.2 Rule 13i-14(a)/15+-14(a) Certification Executed by the Interim Chiéfidgncial Officer
32.1 Section 1350 Certification Executed by the Chieé&ixive Officer

32.2 Section 1350 Certification Executed by the Inte@mef Financial Office
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its
behalf by the undersigned thereunto duly authorized

Date: April 30, 2010 TENNESSEE MAY AUTHORITY
(Registrant)

By: /s/ Tom Kilgore
Tom Kilgore
President and Chief Executive Offic
(Principal Executive Officer

By: /s/ John M. Hoskin
John M. Hoskins
Interim Chief Financial Officer and
Executive
Vice President, Financial Servic
(Principal Financial Officer
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EXHIBIT INDEX
Exhibit No. Description
10.1 Deferral Agreement Between TVA and Ashok S. Bhaamddpted as of January 27, 2(
31.1 Rule 13i-14(a)/15+-14(a) Certification Executed by the Chief Execu®iicer
31.2 Rule 13i-14(a)/15+-14(a) Certification Executed by the Interim Chigfidncial Officer
32.1 Section 1350 Certification Executed by the Chieé&ixive Officer
32.2 Section 1350 Certification Executed by the Inte@mef Financial Office
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EXHIBIT 10.1
DEFERRAL AGREEMENT
Ashok S. Bhatnagar

You have been approved to participate in TVA's Ldregm Deferred Compensation Plan (Plan) underdhewing terms:
Duration of deferral agreeme Four years and nine mont
First compensation crec $175,000 (01/01/201(
Second and third compensation cre $175,000 each (10/01/2010, 10/01/2011, 10/01/284@,10/01/2013
Total credits over service peri $875,00C
Expiration date 09/30/2014

Please read the following provisions carefully &rdicate your approval by signing at the designgilede below.

As a participant in the Plan, | hereby agree tbduend by the following terms and conditions:

Annual deferred compensation credits as statedeatyii’be made to an account in my name to cowaaraice period beginning

January 1, 2010 and ending on September 30, 20dvided that | remain employed by TVA through thieation of the agreement on
September 30, 2014. Upon the expiration of thie@gent, the entire amount credited to my accanciyding interest or return as provided
below, will be paid to me in a lump sum unlesseicebelow to have the balance of my Long-Term DetkCompensation Plan (LTDCP)
account transferred to my TVA deferred compensadizoount.

| understand that | must be an employee of TVAattime of the expiration of this agreement, opagments or transfers under the Plan will
be made by TVA, and any credits to my account béllextinguished. However, in the event that TVéAnieates my employment during the
term of this agreement through no act or delinquexieny own, this agreement is terminated as ofdde of my termination and no further
credits will be made under it and any credits inawgount from this agreement, including interegteturn as provided below, at the time of
termination will become vested. If | elect belawttave the balance of my LTDCP account transfeedy TVA deferred compensation
account, all credits from this agreement will bedpzut to me in accordance with my deferral elec@pplicable to such credits or in
accordance with otherwise applicable IRS rulesTMA terminates my employment for cause prior te &xpiration of this agreement, no
payments will be made and my account balance wikxXtinguished. In the event of my death during the term of thieeaghent, my account
balance will be paid to the person identified onleyeficiary designation form or, in the absencsuzh designation, to my estate, in a
manner permitted by applicable IRS rules.

Interest will be credited to the balance refledtechy LTDCP account on the same basis as intesesticulated and credited under the TVA
Deferred Compensation Plan. In the alternativeay choose to have the balance of my LTDCP accadjosted based on the return of the

funds | select under the same conditions as areicad in TVA's Deferred Compensation Plan. | wstknd that | am solely responsible for
the risk associated with any return elections kimaake.

The Plan may be amended or discontinued by thedBdathe Board elects to discontinue the Plary, @edits to my account as of the date
termination of the Plan will be paid to me in actamce with applicable IRS rules. | elect the fwileg option for payment upon expiration of
this agreement:

X Balance of account to be paid to me in a lump sum

Balance of account to be transferred to my TVA
Deferred Compensation Plan acco

| understand that nothing contained in this agredmsleall be construed as conferring the right tatiooie in the employment of TVA as an
executive or in any other capacity and that thengayt election | have made is final (not revocable).

/s/ Ashok S. Bhatnagi 1/27/201C
Ashok S. Bhatnag: Date







EXHIBIT 31.1

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

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or om#téde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statements$ atimer financial information included in this refdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining discie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finahaaorting to be designed uni
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimeport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

d) Disclosed in this report any change in the regmtsainternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registre’s auditors and the audit committee of the regit’'s board of director:

a) All significant deficiencies and material weaknesiethe design or operation of internal contra¢iofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioémin the registrant’s
internal control over financial reportin

Date: April 30, 2010 /s/ Tom Kilgore
Tom Kilgore
President and Chief
Executive Officel







EXHIBIT 31.2

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

I, John M. Hoskins, certify that:
1. | have reviewed this Quarterly Report on Forr-Q of the Tennessee Valley Authori

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining discie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduties ¢tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr, or caused such internal control over finah@gorting to be designed uni
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registre’s auditors and the audit committee of the regit’'s board of director:

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofinancial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the registrant’s
internal control over financial reportin

Date: April 30, 2010 /s/ John M. Hoskin
John M. Hoskins
Interim Chief Financial Office
and
Executive Vice President,
Financial Service







EXHIBIT 32.1

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

In connection with the Quarterly Report on FormQ@f the Tennessee Valley Authority (the “Companigi)the quarter ended
March 31, 2010, as filed with the Securities andiange Commission on the date hereof (the “RepdrtTom Kilgore, President and Chief
Executive Officer of the Company, certify, for therposes of complying with Rule 13a-14(b) or Rube-1.4(b) of the Securities Exchange
Act of 1934, as amended, and Section 1350 of Ch&ftef Title 18 of the United States Code, as selbpursuant 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 teeusities Exchange Act of 1934,
amended; and

(2) the information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of
the Company.

/s/ Tom
Kilgore
Tom Kilgore
President and Chief Executive
Officer
April 30, 2010







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 “Comparigh)the quarter ended
March 31, 2010, as filed with the Securities anditange Commission on the date hereof (the “RepdrtJphn M. Hoskins, Interim Chief
Financial Officer and Executive Vice President,dficial Services of the Company, certify, for thegmses of complying with Rule 13ak(b)
or Rule 15d-14(b) of the Securities Exchange Act984, as amended, and Section 1350 of Chaptef Bi8@18 of the United States Code,
as adopted pursuant to Section 906 of the Sarlarkesy Act of 2002, that:

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

(2) the information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of
the Company.

/s/ John M.
Hoskins
John M. Hoskin:
Interim Chief Financial Officer
and
Executive Vice President,
Financial Service
April 30, 2010







