T

BOARD MEETING

Nashville, Tennessee
November 6, 2014



PRESIDENT'S
REPORT

Bill Johnson

President & CEO






Energy | Environment | Economic Development




FY 2014 Overall Performance

» Safety Record Top 10% in Our Industry

» Strong Financial Performance
« Cost Reduction $300 Million
« On Target for $500 Million O&M Reduction in 2015
» Reduced Debt and Invested in Key Capital Projects
« Final Payment on Federal Government’s Original
Investment in TVA

o [VA's Business Model Validated



Kennedy: TVA Stands for Progress




2014 Operations Performance




2014 Nuclear Performance
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2014 Economic Development Performance

Partnerships Resulted in Banner Year: ﬁfﬁ
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* 60,300 Jobs Created and Retained
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A More Balanced Portfolio




A More Balanced Portfolio

Low — Emitting Resources

Natural Gas
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Generation Fleet Planning — Shawnee Units 1 & 4

» Decision Required by
December 31, 2014 per
EPA Agreements

» Install Clean Air EqQuipment,
Convert or Retire

» Preparing an Environmental

Assessment




Strategic Imperatives

Serve the people of the Tennessee Valley

Maintain low rates
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TVA Values

s « Safety

EACH OTHER

L ° Integrity
B . Accountability

» Collaboration

» Service



2015 Priorities

Rates

Debt

People

Performance
Excellence

Asset Portfolio

Stewardship

e Maintain low rates and align O&M spending with revenues
e Effectively manage debt to ensure long-term financial health

e \Work safely and effectively
e Proactively seek opportunities for continuous improvement
e Focus on values and behaviors

® Pursue operational excellence
e Position Watts Bar for successful commercial operations in 2015
¢ Balance the portfolio to provide cleaner, reliable and affordable energy

e Stimulate economic development and investment in the Valley

e Strengthen customer loyalty and relationsnips

e Manage the Tennessee River system

e Protect and improve the natural resources and the use and enjoyment of public lands



2014 TVA Employees
Demonstrated Their Commitment




2074 TVA Employees

Demonstrated Their Commitment
Served the Region
Improved Operations
Reduced Costs
Delivered Greater Value




2074 TVA Employees
Demonstrated Their Commitment

“This is a job of work to be done . . . But everything depends upon
how this job is done.”

David Lilienthal
Original TVA Board Member
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FINANCE, RATES, AND PORTFOLIO COMMITTEE | FINANCIAL PERFORMANCE UPDATE

F|Sca| Year 201 4 (Preliminary Unaudited)

Net Income: $468M higher than plan and $198M higher than last year

Base Revenues ($314M above plan)
» Colder weather resulting in 10% more heating degree days
» Fuel expense $326M higher than plan due to increased sales

Operating & Maintenance Expenses ($97M below plan)
« Routine and projects spending favorable $24M
« Outage spending favorable $29M

Interest Expense ($100M below plan)
* Reduced debt



FINANCE, RATES, AND PORTFOLIO COMMITTEE

Base RevenueS (Preliminary Unaudited)

Fiscal Year Non-Fuel Revenue was $314M above budget

$ million $7,302
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FINANCE, RATES, AND PORTFOLIO COMMITTEE 24

Fuel RateS (Preliminary Unaudited)

Q2 under recoveries from colder winter weather have been fully recovered
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FINANCE, RATES, AND PORTFOLIO COMMITTEE

Cold Winter Reflected in Spring Fuel Rates

Base Revenues Fuel Rate
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FINANCE, RATES, AND PORTFOLIO COMMITTEE

FY14 Income Statement reiminary unaudited)
FYTD Income is favorable to budget by $468M & prior year by $198M

FYTD 14 FYTD 13
$ million Actual Budget Variance Actual ‘14 vs ‘13
Total Operating Revenue $11,137 $10,468 $669 $10,956 $181
Fuel and Purchased Power 3,824 3,498 (326) 3,847 23

O&M 3,341 3,438 97 3,428 87



FINANCE, RATES, AND PORTFOLIO COMMITTEE

FY14 CaSh FlOW Statement (Preliminary Unaudited)

The Net Change in Cash is unfavorable to budget by $1,002M & prior year by $1,836M

FYTD 2014
$ million Actual Budget Variance
Cash Flow from Operating Activities $ 2980 $2,230 $ 750
Cash Flow used in Investing Activities (2,756)  (3,281) 525

Cash Flow used in Financing Activities (1,326) 951 (2,277)



FINANCE, RATES, AND PORTFOLIO COMMITTEE

O&M EXpense (Preliminary Unaudited)

54 -

3.6 3.7
3.5 3.4 3.4

$ billion

$3 Oom '
- - ~dCtj Other
- Projects/SBU

Outage
$2

Routine

$1

$0
FY10 FY11 FY12 FY13A FY13B FY14A FY14B FY15P

Other includes EEDR program costs and Corporate Insurance



FINANCE, RATES, AND PORTFOLIO COMMITTEE 29

Managing CaSh and Debt (Preliminary Unaudited)

Increasing assets by nearly $18 billion while increasing debt by less than $2 billion

- $20
Gross Plant, Property, - 315
& Equipment Change
- $10
Total Debt & Other - $5
Financing Obligations Change < $2 billion
I T T T T T T T $-

FY10 FY11 FY12 FY13 FY14 FY15P FY16P FY17P



FINANCE, RATES, AND PORTFOLIO COMMITTEE | FINANCIAL PERFORMANCE UPDATE

MOVing Forward (Preliminary Unaudited)

FY14 Results show progress toward our long-term plan:

« Exceeded our $300 million target on O&M savings
— on track to achieve $500 million (17%) reduction for FY15

« Provided $2.5 billion for new capital investment
— increasing to a record $3.5 billion in FY15

« Reduced cash to $500 million
— toward an ending target of $300 million

« Lowered debt by $1.2 billion
— $2.3 billion lower than plan
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FINANCE, RATES, AND PORTFOLIO COMMITTEE | SECTION 13 TAX EQUIVALENT PAYMENTS

Tax Equivalent Payments

The TVA Act requires TVA to make tax equivalent payments to states and counties
in which TVA holds power property or sells power.

For Board Consideration:

Approval of the final tax equivalent payments to the states and counties for FY 2014.

Approval of the estimated tax equivalent payments to the states and counties for
FY 2015.



FINANCE, RATES, AND PORTFOLIO COMMITTEE | SECTION 13 TAX EQUIVALENT PAYMENTS

Background

Section 13 of the TVA Act requires five percent of TVA’s gross proceeds from
power sales™ to be redistributed as tax equivalent payments

The payments to states are determined by the following criteria:

« 50 percent from the state’s book value of TVA power properties
compared to TVA's total book value of power property

« 50 percent from the state’s power sales compared to total TVA power sales

*excluding federal sales, off-system sales, and power used by TVA



FINANCE, RATES, AND PORTFOLIO COMMITTEE | SECTION 13 TAX EQUIVALENT PAYMENTS

Historical Calculated Tax Equivalent Payments

Historical Tax Equivalent Revenues and Payments Distributed
($ million)

Final Final Final Final Final Estimated
FY10 FY11 FY12 FY13 FY14 FY15

Gross Proceeds fromPower Sales $ 11,006 $ 10,593 $ 11,580 $ 10,948 | $ 10,661 $ 10,840

Required % to be Distributed 5% 5% 5% 5% 5% 5%

Total Tax Equivalent Payments* $ 550 $ 530 $ 579 $ 547|% 533 $ 542*

* Tax equivalent payments to states will be reduced by 2% for the October 2014 — August 2015 payments. Pending final audited
financial information, the remaining amounts determined to be payable will be included in the September 2015 payment.



FINANCE, RATES, AND PORTFOLIO COMMITTEE | SECTION 13 TAX EQUIVALENT PAYMENTS

Tax Equivalent Payments by State

Historical Tax Equivalent Payment Data

($ million)

Final Final Final Final Final Estimated
State FY10 Fy11 FYy12 FY13 FYy14 FY15
Alabama $ 125 % 116 $ 123 $ 1111 $ 106 $ 103
Georgia 9 9 9 8 9 9
lllinois 1 <1 1 1 <1 1
Kentucky 49 47 47 47 41 32
Mississippi 35 33 41 39 38 39
North Carolina 3 3 3 3 3 3
Tennessee 327 321 354 337 335 354
Virginia 1 1 1 1 1 1
Total $ 550 $ 530 $ 579 $ 547 | $ 533 $ 542*

* Tax equivalent payments to states will be reduced by 2% for the October 2014 — August 2015 payments. Pending final audited
financial information, the remaining amounts determined to be payable will be included in the September 2015 payment.



FINANCE, RATES, AND PORTFOLIO COMMITTEE | SECTION 13 TAX EQUIVALENT PAYMENTS

Recommendation

Approval of the final tax equivalent payment allocations to the states and counties
for FY 2014

Approval of the estimated tax equivalent payment allocations to the states and
counties for FY 2015
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FINANCE, RATES, AND PORTFOLIO COMMITTEE | GENERATION FLEET PLANNING — SHAWNEE FOSSIL PLANT UNITS 1 AND 4

Background

* 2011 EPA Consent Decree requires TVA to either:

1. Install additional emissions controls on Shawnee units 1 and 4 by
December 31, 2017

2. Retire Shawnee units 1 and 4 by December 31, 2017
3. Notify EPA and other parties of TVA’'s decision by December 31, 2014

* An Environmental Assessment is currently underway and final project
costs are being refined



FINANCE, RATES, AND PORTFOLIO COMMITTEE | GENERATION FLEET PLANNING — SHAWNEE FOSSIL PLANT UNITS 1 AND 4

Risks and Benefits

Risks and benefits that will be considered as part of the final decision:
» Cost-effectiveness of options

« Environmental stewardship impacts, including results of the Environmental
Assessment

« Efficiency impacts
« Portfolio diversity

« Regional impacts, including impacts to employees and the community



FINANCE, RATES, AND PORTFOLIO COMMITTEE | GENERATION FLEET PLANNING — SHAWNEE FOSSIL PLANT UNITS 1 AND 4

Path Forward

* Complete the environmental assessment by mid to late December
* Complete project scoping, financial and risk analysis

* Make recommendation to the Board prior to December 31 notification
deadline
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PEOPLE AND PERFORMANCE COMMITTEE

FISCAL YEAR 2014
PERFORMANCE AND
COMPENSATION

NOVEMBER 6, 2014



PEOPLE AND PERFORMANCE COMMITTEE

CEO COMPENSATION FOR
FISCAL YEAR 2015

NOVEMBER 6, 2014



PEOPLE AND PERFORMANCE COMMITTEE

BYLAWS REVISION GENDER
INCLUSION

NOVEMBER 6, 2014
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AUDIT, RISK, AND REGULATION COMMITTEE | SERVICE PRACTICE STANDARDS

Background

In 2011, Board directed a comprehensive review of TVA's regulatory role:

« TVA staff has worked with TVPPA and Local Power Companies (LPC)
to incorporate feedback into each of the four key areas of review:

— Retail rate review process, completed in 2013
— Use of revenue guidelines, completed in 2013
— Audits and Guidance, established in May 2011
— Service practices, which are part of LPC rules and regulations



AUDIT, RISK, AND REGULATION COMMITTEE | SERVICE PRACTICE STANDARDS

Proposed Service Practice Framework

 TVA's current four service practice standards adopted by the TVA
Board in 1979:
— Deposits
— Termination
— Information to Consumers
— Billing
« Considerations:
— Best practices of TVA LPCs and other regulatory entities
— Changes in technology, specifically communication



AUDIT, RISK, AND REGULATION COMMITTEE | SERVICE PRACTICE STANDARDS

Implementation

 TVA will provide education and assistance to LPCs and their Boards
» Service practices to be updated as part of LPC rules and regulations
« 90 day target for revisions



AUDIT, RISK, AND REGULATION COMMITTEE | SERVICE PRACTICE STANDARDS

Recommendation

« Approve TVA's proposed service practice framework for LPC policies

» Delegate authority to staff to execute appropriate power contract
amendments subject to Audit, Risk, and Regulation Committee review



AUDIT, RISK, AND REGULATION COMMITTEE

CONFLICT OF INTEREST POLICY

NOVEMBER 6, 2014
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