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GLOSSARY OF COMMON ACRONYMS
The following terms or acronyms frequently used in this
Annual Report on Form 10-K (the “Annual Report”) are

defined below:

Term or
Acronym

ADEM

AFUDC
ART
ARO
CAA
CAIR
CCP

CERCLA

CERES
CO2
COLA
CVA
CY
DOE

EPA
EIS

FASB
FCA

FERC
FPA
FTP
FWS

GAAP
GHG
GWh
kWh

LIBOR

Definition

Alabama Department of
Environmental
Management

Allowance for funds used
during construction

Asset Retirement Trust
Asset retirement obligation
Clean Air Act

Clean Air Interstate Rule
Coal combustion products
Comprehensive
Environmental Response,
Compensation, and
Liability Act

Combined Efficiency and
Renewable Electricity
Standard

Carbon dioxide

Cost of living adjustment
Credit valuation adjustment
Calendar year
Department of Energy
Environmental Protection
Agency

Environmental Impact
Statement

Financial Accounting
Standards Board

Fuel cost adjustment
Federal Energy Regulatory
Commission

Federal Power Act
Financial Trading Program
Fish and Wildlife Service
Accounting principles
generally accepted in the
United States of America
Greenhouse gas

Gigawatt hour(s)

Kilowatt hour(s)

London Interbank Offered
Rate
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MACT
MM
MW
Moody’s
mmbBtu

NDT

NEPA
NOx

NRC
NYMEX
PCB
REIT
RFP
SCR

SERP
SO2

S&P
SSPL

SSSL

TDEC

TVARS

Maximum achievable
control technology
Mark-to-market
Megawatt

Moody’s Investors Service,
Inc.

Million British thermal
unit(s)

Nuclear Decommissioning
Trust

National Environmental
Policy Act

Nitrogen oxides

Nuclear Regulatory
Commission

New York Mercantile
Exchange
Polychlorinated biphenyls
Real estate investment trust
Request for proposal
Selective catalytic
reduction systems
Supplemental executive
retirement plan

Sulfur dioxide

Standard & Poor’s Rating
Services

Seven States Power
Corporation

Seven States Southaven,
LLC

Tennessee Department of
Environment and
Conservation

Tennessee Valley
Authority Retirement
System
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FORWARD-LOOKING INFORMATION

This Annual Report contains forward-looking statements relating to future events and future performance. All

statements other than those that are purely historical may be forward-looking statements. In certain cases,

forward-looking statements can be identified by the use of words such as “may,” “will,” “should,” “expect,” “anticipate,” “beli
“intend,” “project,” “plan,” “predict,” “assume,” “forecast,” “‘estimate,” “objective,” “possible,” “probably,” “likely,” “potentiz
similar expressions.

EEINT3 29 ¢ 9 ¢ 29 ¢ LR INT3 EEINT3

Although the Tennessee Valley Authority (“TVA”) believes that the assumptions underlying the forward-looking
statements are reasonable, TV A does not guarantee the accuracy of these statements. Numerous factors could cause
actual results to differ materially from those in the forward-looking statements. These factors include, among other
things:

New or changed laws, regulations, and administrative orders, including those related to environmental matters, and
the costs of complying with these new or changed, as well as existing, laws, regulations, and administrative orders;
Unplanned contributions to TVA’s pension or other post-retirement benefit plans or to TVA’s nuclear
decommissioning trust (“NDT”);
Significant delays or cost overruns associated with the cleanup and recovery activities associated with the ash spill at
TVA’s Kingston Fossil Plant (“Kingston™) or in construction of generation and transmission assets;
. Fines, penalties, and settlements associated with the Kingston ash spill;
The outcome of legal and administrative proceedings, including, but not limited to, proceedings involving the
Kingston ash spill and the North Carolina public nuisance case;
. Significant changes in demand for electricity;
. Loss of customers;
The performance or failure of TVA’s generation, transmission, and related assets (including facilities such as coal
combustion product facilities);
Disruption of fuel supplies, which may result from, among other things, weather conditions, production or
transportation difficulties, labor challenges, or environmental regulations affecting TVA’s fuel suppliers;
. Purchased power price volatility and disruption of purchased power supplies;
€Events at transmission lines and other facilities not operated by TV A, including those that affect the supply of water
to TVA’s generation facilities;
. Inability to obtain regulatory approval for the construction of assets;
. Weather conditions;

. Events at a nuclear facility, even one that is not operated by or licensed to TVA;
Catastrophic events such as fires, earthquakes, solar events, floods, tornadoes, pandemics, wars, terrorist activities,
and other similar events, especially if these events occur in or near TVA’s service area;

. Reliability and creditworthiness of counterparties;
€Changes in the market price of commodities such as coal, uranium, natural gas, fuel oil, crude oil, construction
materials, electricity, and emission allowances;
. Changes in the market price of equity securities, debt securities, and other investments;
. Changes in interest rates, currency exchange rates, and inflation rates;
*  Rising pension and health care costs;

* Increases in TVA’s financial liability for decommissioning its nuclear facilities and retiring other assets;
€Changes in the market for TVA’s debt, changes in TVA’s credit rating, or limitations on TVA’s ability to borrow
money;

. Changes and volatility in the economy and financial markets;
» Inability to eliminate identified deficiencies in TVA’s systems, standards, controls, and corporate culture;
* Ineffectiveness of TVA’s disclosure controls and procedures and its internal control over financial reporting;
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€Changes in accounting standards including any change that would eliminate TVA’s ability to use regulatory
accounting;

. Problems attracting and retaining a qualified workforce;
. Changes in technology;
» Differences between estimates of revenues and expenses and actual revenues and expenses incurred; and
. Unforeseeable events.

See also Item 1A, Risk Factors, and Item 7, Management’s Discussion and Analysis of Financial Condition and
Results of Operations. New factors emerge from time to time, and it is not possible for management to predict all
such factors or to assess the extent to which any factor or combination of factors may impact TVA’s business or cause
results to differ materially from those contained in any forward-looking statement.
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TV A undertakes no obligation to update any forward-looking statement to reflect developments that occur after the
statement is made.

GENERAL INFORMATION
Fiscal Year

Unless otherwise indicated, years (2009, 2008, etc.) in this Annual Report refer to TVA’s fiscal years ended September
30. References to years in the biographical information about directors and executive officers in Item 10, Directors,
Executive Officers and Corporate Governance, as well as to years that are preceded by “CY”, are to calendar years.

Notes

References to “Notes” are to the Notes to Financial Statements contained in Item 8, Financial Statements and
Supplementary Data in this Annual Report.

Available Information

TVA's Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and all
amendments to those reports are available on TVA's web site, free of charge, as soon as reasonably practicable after
such material is electronically filed with or furnished to the Securities and Exchange Commission (“SEC”). TVA's web
site is www.tva.gov. Information contained on TVA’s web site shall not be deemed to be incorporated into, or to be a
part of, this Annual Report. TVA's SEC reports are also available to the public without charge from the web site
maintained by the SEC at www.sec.gov. In addition, the public may read and copy any reports or other information
that TV A files with or furnishes to the SEC at the SEC’s Public Reference Room at 100 F Street N.E., Washington,
D.C. 20549. The public may obtain information about the operation of the Public Reference Room by calling the SEC
at 1-800-SEC-0330.

6
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PART I
ITEM 1. BUSINESS
The Corporation

In response to a proposal by President Franklin D. Roosevelt, in 1933, the U.S. Congress created TVA, a government
corporation. TVA was created, among other things, to improve navigation on the Tennessee River, reduce the damage
from destructive flood waters within the Tennessee River System and downstream on the lower Ohio and Mississippi
Rivers, further the economic development of TVA’s service area in the southeastern United States, and sell the
electricity generated at the facilities TVA operates.

Today, TV A operates the nation’s largest public power system and supplies power in most of Tennessee, northern
Alabama, northeastern Mississippi, and southwestern Kentucky and in portions of northern Georgia, western North
Carolina, and southwestern Virginia to a population of nearly nine million people. In 2009, the revenues generated
from TVA’s electricity sales were $11.1 billion and accounted for virtually all of TVA’s revenues.

TVA also manages the Tennessee River and its tributaries — the fifth largest river system in the United States — to
provide, among other things, year-round navigation, flood damage reduction, and affordable and reliable

electricity. Consistent with these primary purposes, TVA also manages the river system to provide recreational
opportunities, adequate water supply, improved water quality, and economic development. TVA’s management of the
Tennessee River and its tributaries will sometimes be referred to as TVA’s “stewardship” program in this Annual Report.

Initially, all TVA operations were funded by federal appropriations. Direct appropriations for the TVA power
program ended in 1959, and appropriations for TVA’s stewardship, economic development, and multipurpose
activities ended in 1999. Since 1999, TV A has funded all of its operations almost entirely from the sale of electricity
and power system financings. TVA’s power system financings consist primarily of the sale of debt securities. TVA is
owned by the United States and is not authorized to issue equity securities.

Service Area

The area in which TVA sells power, its service area, is defined by two federal statutes: the Tennessee Valley
Authority Act of 1933, as amended, 16 U.S.C. §§ 831-831ee (as amended, the “TVA Act”) and an amendment to the
Federal Power Act (“FPA”) known as the “anti-cherrypicking” provision.

Under the TVA Act, subject to certain minor exceptions, TVA may not, without specific authorization from the U.S.
Congress, enter into contracts which would have the effect of making it, or the distributor customers of its power, a
source of power supply outside the area for which TVA or its distributor customers were the primary source of power
supply on July 1, 1957. This provision is referred to as the “fence” because it bounds TVA’s sales activities, essentially
limiting TV A to power sales within a defined service area.

Correspondingly, the FPA, primarily through the anti-cherrypicking provision, prevents the Federal Energy
Regulatory Commission (“FERC”) from ordering TV A to provide access to its transmission lines to others for the
purpose of using TVA’s transmission lines to deliver power to customers within substantially all of TVA’s defined
service area. As a result, the anti-cherrypicking provision reduces TVA’s exposure to loss of customers.

7
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Sales of electricity account for substantially all of TVA’s operating revenues. TVA’s revenues by state are detailed in
the table below.

Operating Revenues
For the years ended September 30
(in millions)

2009 2008 2007
Electricity
sales by state
Alabama $ 1,526 $ 1,410 $ 1,264
Georgia 264 238 206
Kentucky 1,252 1,192 1,084
Mississippi 1,017 923 804
North
Carolina 58 50 58
Tennessee 6,970 6,389 5,740
Virginia 51 37 7
Subtotal 11,138 10,239 9,163
Sale for resale 4 13 17
Subtotal 11,142 10,252 9,180
Other revenues 113 130 146
Operating
revenues $ 11,255 $ 10,382 $ 9,326
TVA SERVICE AREA

Customers

TVA is primarily a wholesaler of power. It sells power to distributor customers, consisting of municipalities and
cooperatives that then resell the power to their customers at a retail rate. TVA also sells power to directly served
customers, consisting primarily of federal agencies and customers with large or unusual loads. In addition, power that
is excess to the needs of the TV A system may, where consistent with the provisions of the TVA Act, be sold under
exchange power arrangements with other electric systems.

8
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Operating revenues by customer type for each of the last three years are set forth in the table below. In this table,
sales to industries directly served are included in Industries directly served, and sales to federal agencies directly
served and to exchange power customers are included in Federal agencies and other.

Operating Revenues by Customer Type
For the years ended September 30
(in millions)

2009 2008 2007

Municipalities
and
cooperatives $ 9,644 $ 8,659 $ 7,847
Industries
directly served 1,367 1,472 1,221
Federal
agencies and
other

Federal
agencies
directly served 127 108 95

Off-system
sales 4 13 17
Subtotal 11,142 10,252 9,180
Other revenues 113 130 146
Operating
revenues $ 11,255 $ 10,382 $ 9,326

Municipalities and Cooperatives
Revenues from distributor customers accounted for 86 percent of TVA’s total operating revenues in 2009. At
September 30, 2009, TV A had wholesale power contracts with 158 municipalities and cooperatives. Each of these

contracts requires distributor customers to purchase all of their electric power and energy requirements from TVA.

All distributor customers purchase power under one of three basic termination notice arrangements:

. Contracts that require five years’ notice to terminate;
. Contracts that require 10 years’ notice to terminate; and
. Contracts that require 15 years’ notice to terminate.

The number of distributor customers with the contract arrangements described above, the revenues derived from such
arrangements in 2009, and the percentage of TVA’s 2009 total operating revenues represented by these revenues are
summarized in the table below.

TVA Distributor Customer Contracts
As of September 30, 2009

13
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Percentage
Number Sales to of Total
of Distributor Operating
Contract Distributor Customers Revenues
Arrangements* Customers in 2009 in 2009
(in millions)
15-year
termination
notice 5 $ 105 09 %
10-year
termination
notice 48 3,174 282 %
S5-year
termination
notice 103 6,310 56.1 %
Termination
notice given** 2 55 05 %
Total 158 $ 9,644 857 %
Notes

*Qrdinarily the distributor customer and TVA have the
same termination notice period; however, in contracts with
six of the distributor customers with five-year

termination notices, TVA has a 10-year termination notice
(which becomes a five-year termination notice if TVA loses
its discretionary wholesale rate-setting authority). Also,
under TVA’s contract with Bristol Virginia Utilities, a
five-year termination notice may not be given until January
2018.

**QOne contract is due to terminate in December 2009, and
the second is due to terminate in January 2010.

TVA’s two largest distributor customers — Memphis Light, Gas and Water Division (“MLGW”) and Nashville Electric
Service (“NES”) — have contracts with five-year and 10-year termination notice periods, respectively. Although no single
customer accounted for 10 percent or more of TVA’s total operating revenues in 2009, sales to MLGW and NES
accounted for 9 percent and 8 percent, respectively.

9
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The power contracts between TV A and the distributor customers provide for purchase of power by the distributor
customers at the wholesale rates established by the TVA Board. Beginning with 2007, rates were automatically
adjusted quarterly pursuant to a formula reflecting changing costs of fuel, purchased power, and emissions
allowances. Effective October 1, 2009, rates will be so adjusted on a monthly basis rather than a quarterly basis. The
periodic adjustment to reflect the changing costs of fuel, purchased power, and emission allowances is called the fuel
cost adjustment (“FCA”). TVA and distributor customers are also discussing a rate change proposal that would revise
the wholesale rate structure to implement wholesale demand and energy rates in place of the end-use rates currently in
effect. See Item 1, Business — Rate Actions.

Under section 10 of the TVA Act, the TVA Board is authorized to regulate the municipal and cooperative distributors
of TVA power to carry out the purposes of the TVA Act through contract terms and conditions as well as through
rules and regulations. The TVA Board regulates distributor customers primarily through the provisions of TVA’s
wholesale power contracts. All of the power contracts between TV A and the distributor customers require that power
purchased from TV A be sold and distributed to the ultimate consumer without discrimination among consumers of the
same class, and prohibit direct or indirect discriminatory rates, rebates, or other special concessions. In addition, there
are a number of wholesale power contract provisions through which TVA seeks to ensure that the electric system
revenues of the distributor customers are used only for electric system purposes. Furthermore, almost all of these
contracts specify the specific resale rates and charges at which the distributor customers must resell TVA power to
their customers. These rates are revised from time to time, subject to TVA approval, to reflect changes in costs,
including changes in the wholesale cost of power. The regulatory provisions in TVA’s wholesale power contracts help
carry out the TVA Act’s objective of providing for an adequate supply of power at the lowest feasible rates.

Other Customers

Revenues from industrial customers directly served accounted for 12 percent of TVA’s total operating revenues in
2009. In 2009, contracts for customers directly served were generally for terms ranging from five to 10 years. These
contracts are subject to termination by TV A or the customer upon a minimum notice period that varies according to
the customer’s contract demand and the period of time service has been provided.

The United States Enrichment Corporation (“USEC”) is TVA’s largest industrial customer directly served. Sales to
USEC for its Paducah, Kentucky facility represented 5 percent of TVA’s total operating revenues in 2009. TVA’s
current contract with USEC expires on May 31, 2012. See Item 7, Management's Discussion and Analysis of
Financial Condition and Results of Operations — Risk Management Activities — Credit Risk. In January 2004, USEC
announced its decision to construct a new commercial centrifuge facility in Piketon, Ohio, which is outside TVA’s
service area. TV A believes that if the facility is constructed, USEC would reduce its electricity purchases at the
Paducah, Kentucky facility from about 2,000 megawatts (“MW?”) at its peak to less than 50 MW. On August 4, 2009,
the U.S. Department of Energy (“DOE”) and USEC announced a decision to delay DOE’s final review of a USEC loan
guarantee application for the Piketon, Ohio facility. In light of this event, it is possible that the Paducah, Kentucky
facility may continue to operate until CY 2017 or CY 2018.

Rate Authority
TVA is self-regulated with respect to rates, and the TVA Act gives the TVA Board sole responsibility for establishing
the rates TVA charges for power. These rates are not subject to judicial review or to review or approval by any state

or federal regulatory body.

Under the TVA Act, TVA is required to charge rates for power which will produce gross revenues sufficient to
provide funds for:

15
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Operation, maintenance, and administration of its power system;
Payments to states and counties in lieu of taxes (“tax equivalents”);
Debt service on outstanding indebtedness;

Payments to the U.S. Treasury in repayment of and as a return on the government’s appropriation investment in TVA’s
power facilities (the “Power Facility Appropriation Investment”); and
Such additional margin as the TVA Board may consider desirable for investment in power system assets, retirement

of outstanding bonds, notes, or other evidences of indebtedness (“Bonds”) in advance of maturity, additional reduction
of the Power Facility Appropriation Investment, and other purposes connected with TVA’s power business.

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

10
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In setting rates to cover the costs set out in the TVA Act, TVA uses a debt-service coverage (“DSC”) methodology to
derive annual revenue requirements in a manner similar to that used by other public power entities that also use the
DSC rate methodology. The DSC method ensures that an organization will be able to cover its operating costs and to
satisfy its obligations to pay principal and interest on debt. This ratemaking approach is particularly suitable for use
by enterprises financed primarily, if not entirely, by debt capital, such as TVA.

TVA'’s rate requirements (or projected costs) are calculated under the DSC method as the sum of the following
components:

. Fuel and purchased power costs;
. Operating and maintenance costs;
. Tax equivalents; and
. Debt service coverage.

This methodology reflects the cause-and-effect relationship between a regulated entity’s costs and the corresponding
rates the entity charges for its regulated products and services. Once the revenue requirements (or projected costs) are
determined, this amount is compared to the projected revenues for the year in question, at existing rates, to arrive at
the shortfall or surplus of revenues as compared to the projected costs. Subject to TVA Board approval, power rates
would be adjusted to a level sufficient to produce revenues approximately equal to projected costs. In addition, as
discussed above, the rates established under the DSC method are adjusted by the FCA.

Under accounting principles generally accepted in the United States of America (“GAAP”), TVA is entitled to use
regulatory accounting. TVA’s Board is authorized by the TVA Act to set rates for power sold to its

customers. Additionally, TVA’s regulated rates are designed to recover its costs of providing electricity. In view of
demand for electricity and the level of competition, it is reasonable to assume that the rates, set at levels that will
recover TVA’s costs, can be charged and collected. Further, TVA’s Board has the discretion to determine when costs
will be recovered in rates. As a result of these factors, TVA records certain assets and liabilities that result from the
regulated ratemaking process that would not be recorded under GAAP for non-regulated entities. Regulatory assets
generally represent incurred costs that have been deferred because such costs are probable of future recovery in
customer rates. Regulatory liabilities generally represent obligations to make refunds to customers for previous
collections for costs that are not likely to be incurred or deferral of gains that will be credited to customers in future
periods. TVA assesses whether the regulatory assets are probable of future recovery by considering factors such as
applicable regulatory changes, potential legislation, and changes in technology. This determination reflects the
current regulatory and political environment and is subject to change in the future. If future recovery of regulatory
assets ceases to be probable or any of the other factors described above cease to be applicable, TVA would be required
to write off these regulatory assets or liabilities. Most regulatory asset or liability write-offs would be required to be
recognized in earnings in the period in which future recovery ceases to be probable.

Rate Actions
2009 Rate Adjustment

On August 20, 2008, the TV A Board approved a 3 percent increase in the base portion of TVA’s firm wholesale rates
effective October 1, 2008. A quarterly FCA increase of 17 percent also became effective on October 1, 2008. This
FCA increase was followed by quarterly FCA reductions of 6 percent, 7 percent, and 4 percent, respectively, on
January 1, 2009, April 1, 2009, and July 1, 2009. In addition, pursuant to a revised FCA formula approved by the
TVA Board at its August 20, 2009 meeting to convert the FCA to monthly rather than quarterly operation, TVA
reduced its FCA for the billing month beginning October 1, 2009, by an average of 11 percent on the average firm

17
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wholesale rate. The combined FCA reductions more than offset the 17 percent FCA increase on October 1, 2008, and
resulted primarily from lower than forecasted fuel and purchased power costs and lower sales. On August 20, 2009,
the TVA Board also approved a nine percent increase to the base rate portion of TVA’s firm wholesale electric rates,
effective October 1, 2009. The 9 percent increase in base wholesale rates results in an 8 percent increase on the
average firm wholesale rate for end-use customers when the FCA component is considered in the total rate.

Current Rate Structure

TVA’s existing rate structure with its distributors is based on end-use customer demand and/or energy
consumption. Under this rate structure, wholesale charges are specified for each customer classification, and each
distributor’s wholesale bill reflects the application of these charges to its actual end-use consumers’ volumes within
each classification. A demand and energy rate structure applies to TVA’s directly served customers.

11
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Proposed Rate Change

On July 8, 2009, in accordance with the rate change provisions of its wholesale power contracts, TVA issued a letter
to its distributor customers proposing the implementation of a new rate structure in 2010. This letter initiated a
required negotiation period during which TV A is seeking to reach agreement with distributors on the proposed
changes to wholesale and retail rates. The proposed changes are not intended to provide additional revenue for TVA;
however, individual distributors and end-use customers may see some effects on their bills. The proposed rate
structures would provide price signals intended to incentivize distributors and end-use customers to shift energy usage
from high cost periods to less expensive periods. For distributors, the wholesale rates would initially be a demand and
energy rate with an option for a time-of-use rate. TVA is proposing to have all distributors on a time-of-use wholesale
rate structure by no later than April 2012. For directly served customers and distributor-served customers with loads
in excess of 5 MW, TVA is proposing a time-of-use rate structure. Under the power contract rate change provisions,
if agreement is not reached by January 4, 2010, the TVA Board may thereafter, upon not less than 30 days’ notice,
place into effect the changes that it determines to be appropriate.

Current Power Supply
General

Power generating facilities operated by TV A at September 30, 2009, included 29 conventional hydroelectric sites, one
pumped storage hydroelectric site, 11 coal-fired sites, three nuclear sites, 11 combustion turbine sites, two diesel
generator sites, one wind energy site, one digester gas site, one biomass cofiring site, and 15 solar energy sites. In
addition, TVA acquires power under power purchase agreements of varying duration as well as short-term contracts of
less than 24-hours in duration.

On average, TVA'’s generation fleet is among the oldest of any utility in the southeastern United States. As of
September 30, 2009, the weighted average age of TVA’s coal-fired generation assets was 47 years. During recent
years, TVA has invested substantially less in maintaining its generation assets than surrounding utilities. Although
TVA is planning to increase its maintenance expenditures on its generating assets in 2010, some assets may not
operate as planned in the future in light of their age.

The following table summarizes TVA’s net generation in millions of kilowatt-hours (“kWh”) by generating source and

the percentage of all electric power generated by TVA for the years indicated:

Power Supply from TV A-Operated Generation Facilities
For the years ended September 30

(millions of kWh)
2009 2008 2007 2006 2005
Coal-fired 76,794 53 % 98,752 62 % 100,169 64 % 99,598 64 % 98,361 62 %
Nuclear 53,047 37 % 51,371 33 % 46,441 30 % 45,313 29 % 45,156 28 %

Hydroelectric 11,421 8 % 6,685 4 % 9,047 6 % 9961 6 % 15,723 10 %
Combustion
turbine and

diesel generators 3,481 2 % 1,386 1 % 705 <l % 613 <l % 595 <l %
Renewable 29 <l % 39 <l % 27 <l % 36 <l % 47 <l %
resources
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(non-hydro)
Total
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144,772
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100 % 158,233 100 % 156,389 100 % 155,521

100 %

159,882

100 %
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Net Capability
The following table summarizes the summer net capability in MW TVA had available as of September 30, 2009:

SUMMER NET CAPABILITY1
As of September 30, 2009

Summer Date First Date Last
Net Unit Unit
Source of Number Capability Placed in Placed in
Capability Location of Units MW) Service Service
TVA-OPERATED
GENERATING FACILITIES
Coal-Fired
Allen Tennessee 3 741 1959 1959
Bull Run Tennessee 1 870 1967 1967
Colbert Alabama 5 1,184 1955 1965
Cumberland Tennessee 2 2,470 1973 1973
Gallatin Tennessee 4 976 1956 1959
John Sevier Tennessee 4 704 1955 1957
Johnsonville Tennessee 10 1,206 1951 1959
Kingston Tennessee 9 1,425 1954 1955
Paradise Kentucky 3 2,201 1963 1970
Shawnee Kentucky 10 1,330 1953 1956
Widows Creek Alabama 8 1,604 1952 1965
Total Coal-Fired 59 14,711
Nuclear
Browns Ferry  Alabama 3 3,242 1974 1977
Sequoyah Tennessee 2 2,282 1981 1982
Watts Bar Tennessee 1 1,100 1996 1996
Total Nuclear 6 6,624
Hydroelectric
Conventional
Plants Alabama 36 1,188 1925 1962
Georgia 2 35 1931 1956
Kentucky 5 225 1944 1948
North
Carolina 6 495 1940 1956
Tennessee 60 1,898 1912 1972
Pumped Storage Tennessee 4 1,653 1978 1979
Total Hydroelectric 113 5,494
Natural Gas &
Oil-Fired2
Allen Tennessee 20 452 1971 1972

Brownsville Tennessee 4 460 2008 2008
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Caledonia Mississippi 3 768 2007 2007
Colbert Alabama 8 384 1972 1972
Gallatin Tennessee 8 588 1975 2000
Gleason Tennessee 3 494 2007 2007
Johnsonville Tennessee 20 1,104 1975 2000
Kemper Mississippi 4 304 2001 2001
Lagoon Creek Tennessee 12 932 2002 2002
Marshall County Kentucky 8 608 2007 2007
Southaven Mississippi 3 777 2008 2008

Total Natural Gas

& Oil-Fired 93 6,871

Diesel Generator
Meridian Mississippi 5 1998 1998
Albertville Alabama 4 4 2000 2000
Total Diesel
Generators 9 13

O

Renewable
Resources
(non-hydro) 3

Total TVA
Generating
Facilities 33,716

POWER
PURCHASE AND
OTHER
AGREEMENTS 2,774

Total Summer Net

Capability 36,490

Notes
(1) Net capability is defined as the ability of an electric system, generating unit, or other system
component to carry or generate power for a specified time period.
(2) See Item 1, Business — Current Power Supply — Combustion Turbine Facilities for a discussion
of the natural gas and oil-fired facilities operated by TVA.
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Coal

TVA has 11 coal-fired power sites consisting of 59 units. At September 30, 2009, these facilities accounted for
14,711 MW of summer net capability. TVA began its fossil-plant construction program in the 1940s and its coal-fired
units were placed in service between 1951 and 1973.

TVA anticipates that clean air regulations will require that all coal-fired plants eventually have clean air controls,
consisting of scrubbers and selective catalytic reduction systems (“SCRs”) for sulfur dioxide (“SO2”), nitrogen oxide
(“NOx”), and mercury control. Also, TVA expects that legislation will eventually require it to reduce carbon dioxide
(““CO2”) emissions or purchase CO2 allowances. Although TV A uses scrubbers on its largest generating units and low
sulfur coal on other units to remove SO2, and SCRs and other controls to reduce NOx emissions, several of TVA’s
older coal-fired plants do not have clean air controls, and their lower efficiency leads to higher CO2 emission

rates. These less efficient units have been less economical in recent periods. Due to the age, lower capacity, and
lower efficiency of some plants, it may not be economical to install new clean air controls; accordingly, TVA may
choose to retire some coal-fired units.

See Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations — Challenges
During 2009 for a discussion of the challenges of dealing with coal combustion byproducts, and Note 7 for a
discussion of the Kingston ash spill.

Nuclear

TVA has three nuclear sites consisting of six units in operation. The units at Browns Ferry Nuclear Plant are boiling
water reactor units and the units at the Sequoyah and Watts Bar Nuclear Plants are pressurized water reactor units. At
September 30, 2009, these facilities accounted for 6,624 MW of summer net capability. In addition, construction has
resumed on Watts Bar Unit 2, and that unit is scheduled to be placed in service in the fall of CY 2012. Statistics for
each of these units are included in the table below.

TVA Nuclear Power
As of September 30, 2009

Date of Date of
Net Expiration Expiration
Installed Capacity of of
Capacity Factor Operating Construction
Nuclear Unit Status (MW) for 2009 License Permit
Sequoyah Unit
1 Operating 1,221 87.3 2020 —
Sequoyah Unit
2 Operating 1,221 93.6 2021 —
Browns Ferry
Unit 1 Operating 1,150 80.6 2033 —
Browns Ferry
Unit 2 Operating 1,190 79.2 2034 —
Browns Ferry
Unit 3 Operating 1,190 95.1 2036 —
Operating 1,230 96.0 2035 —

23



Edgar Filing: Tennessee Valley Authority - Form 10-K

Watts Bar Unit
1
Construction
Watts Bar Unit resumed in
2 December 2007 — — — 2013

On August 5, 2009, TV A notified the NRC of its intent to submit license renewal applications for both Sequoyah
Nuclear Plant units in the third quarter of 2013. If approved, the licenses for both units would be extended by an
additional 20 years. Prior to the 2013 submittal date, TVA will prepare a detailed application and perform the
necessary environmental reviews. After submittal, the NRC reviews are expected to take up to three years.

See Item 1, Business — Environmental Matters — Spent Nuclear Fuel for a discussion of spent nuclear fuel, Item 1,
Business — Environmental Matters — Low-Level Radioactive Waste for a discussion of low-level radioactive waste, Note
20 — Contingencies — Decommissioning Costs for a discussion of TVA’s nuclear decommissioning liabilities and related
trust, and Note 20 — Contingencies — Nuclear Insurance for a discussion of nuclear insurance, which discussions are
incorporated herein by reference.
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Hydroelectric

TV A maintains 29 conventional hydroelectric dams throughout the Tennessee River system and one pumped-storage
facility for the production of electricity. At September 30, 2009, these facilities accounted for 5,494 MW of summer
net capability. The amount of electricity that TVA is able to generate from its hydroelectric plants depends on a
number of factors outside TVA’s control, including the amount of precipitation, runoff, initial water levels, and the
need for water for competing water management objectives. The amount of electricity generation is also dependent
upon the availability of its hydroelectric generation plants, which is in TVA’s control. When these factors are
unfavorable, TVA must increase its reliance on more expensive generation plants and purchased power. In addition,
four hydroelectric dams owned by Alcoa Power Generating, Inc. on the Little Tennessee River and eight U.S. Army
Corps of Engineers dams on the Cumberland River contribute to the TVA power system. With drought conditions
easing in TVA’s service area in 2009, TV A realized increased conventional hydroelectric generation. See Item 1,
Business — Weather and Seasonality.

TVA’s Hydro Modernization Program (“HMOD”) began in 1992 to address reliability issues on a majority of its
conventional hydroelectric units and on its Raccoon Mountain pumped storage facility. As currently planned, the
HMOD program is scheduled to be completed in 2030. As of September 30, 2009, updates to 57 hydroelectric units
had been completed. The capacity gain has been 564 MW, and the average efficiency gain has been 5.0

percent. There are 38 units remaining to be updated for reliability and/or capacity increases.

A preliminary analysis that was part of TVA’s update to its hydrology model indicated that dam overtopping would
occur at four TVA dams under the model’s assumptions that define “probable maximum flood” levels. While the
“probable maximum flood” is an extremely unlikely event, TVA is taking actions with the aim of ensuring that
overtopping would not occur even under these conditions. TV A plans to implement interim dam modifications by
January 1, 2010. Permanent dam modifications are being planned to prevent the “probable maximum flood” from
overtopping these dams, and cost estimates, which could reach several tens of millions of dollars per dam, are being
prepared.

As a result of the update, TVA is performing additional hydrologic assessments at most of its other dams to determine
how many of these dams may also be susceptible to unacceptable overtopping during the “probable maximum

flood.” The total financial impact of permanent modifications to any additional dams which may be identified as a
result of the ongoing assessment will be determined as these assessments are completed in 2010.

Combustion Turbine Facilities

As of September 30, 2009, TV A operated 93 combustion turbine units, 87 of which are simple cycle and six of which
are combined cycle. The simple cycle units provide a maximum of 5,326 MW of summer net capability. The six
combined cycle units provide a maximum of 1,545 MW of summer net capability. Eighty of the simple cycle units
are fueled by either natural gas or diesel fuel. The remaining seven simple cycle units as well as the six combined
cycle units were fueled by natural gas only. Seventy-six of the simple cycle units are capable of quick-start response
allowing full generation capability in approximately 10 minutes. TVA uses combustion turbines as peaking or backup
units. Their relatively low capital requirement and quick start-up capabilities make them favorable for intermittent
operation to generate power at periods of high demand or to provide ancillary services. Additionally, low natural gas
prices during 2009 have made these units more economical to operate. As of September 30, 2009, 24 of the simple
cycle combustion turbine units were leased by private entities and leased back to TV A under long-term leases, and
TVA leases the three Caledonia combined cycle units under a long term lease. In addition, as of September 30, 2009,
Seven States Southaven, LLC (“SSSL”) owned an undivided 90 percent interest in the three Southaven combined cycle
units, and TV A has entered into an agreement under which TV A leases SSSL’s undivided 90 percent interest in
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Southaven and operates the entire facility through April 30, 2010. For additional details, see Note 11.
Diesel Generators

TVA has two diesel generator plants consisting of nine units. At September 30, 2009, these facilities provided 13
MW of summer net capability.

Renewable Resources

TVA has one wind energy site with three wind turbines, one biomass cofiring site, one digester gas cofiring site, and
15 solar energy sites. At September 30, 2009, the digester gas cofiring site provided TV A with about three MW of
renewable summer net capability. In addition, the wind energy site, the solar energy sites, and the biomass cofiring
site provided additional capability, but because of the nature of this capability, it is not considered to be summer net
capability.

15
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Purchased Power and Other Agreements

Prices for purchased power were 36 percent lower in 2009 than in 2008, and at times during 2009 it was cheaper for
TVA to purchase power than to operate some of its less efficient generation plants. As a result, TVA purchased 5.7
percent more power in 2009 than in 2008.

TVA acquires power from a variety of power producers through long-term and short-term power purchase agreements
as well as through power spot market purchases. During 2009, TVA acquired 27 percent of the power that it
purchased on the power spot market, 4 percent through short-term power purchase agreements, and 69 percent through
long-term power purchase agreements that expire more than one year after September 30, 2009.

A portion of TVA’s capability provided by power purchase agreements is provided under contracts that expire between
2010 and 2032, and the most significant of these contracts are discussed below.

Calpine Energy Services, L.P. TVA has contracted with Calpine Energy Services, L.P. (“Calpine”) for 720 MW of
summer net capability from a natural gas-fired generating plant located at Decatur, Alabama. This contract expires
on August 31, 2012. In addition, TVA has contracted with Calpine for 500 MW of summer net capability from a
natural gas-fired generating plant located in Morgan County, Alabama. This contract expires on December 31, 2011.

Suez Energy Marketing NA, Inc. TVA has contracted with Suez Energy Marketing NA, Inc. (“Suez”) for 690 MW of
summer net capability from a natural gas-fired generating plant located near Ackerman, Mississippi. TVA’s contract
with Suez expires on December 31, 2012.

€Choctaw Generation, L.P. TVA has contracted with Choctaw Generation, L.P. (“Choctaw”) for 440 MW of summer
net capability from a lignite-fired generating plant in Chester, Mississippi. TVA’s contract with Choctaw expires on
March 31, 2032. See Item 7, Management's Discussion and Analysis of Financial Condition and Results of
Operations — Risk Management Activities — Credit Risk.

Alcoa Power Generating, Inc. Four hydroelectric plants owned by Alcoa Power Generating, Inc. (“APGI”) are
operated in coordination with the TVA system. Under contractual arrangements with APGI, which terminate on June
20, 2010, TVA currently purchases and dispatches all electricity generated at these facilities and uses the power to
supply Alcoa’s energy needs. TVA may be the net purchaser or net supplier under these arrangements.

dnvenergy TN LLC. TVA has contracted with Invenergy TN LLC for 27 MW of wind energy generation from 15
wind turbine generators located on Buffalo Mountain near Oak Ridge, Tennessee. Because of the nature of
intermittent wind conditions in the TV A service area, these generators provide energy benefits but are not included in
TVA’s summer net capability total. TVA's contract with Invenergy TN LLC expires on December 31, 2024.

Southeastern Power Administration. TV A, along with others, has contracted with the Southeastern Power
Administration (“SEPA”) to obtain power from eight U.S. Army Corps of Engineers (“USACE”) hydroelectric facilities
on the Cumberland River system. The agreement with SEPA can be terminated upon three years’ notice, but this

notice of termination may not become effective prior to June 30, 2017. The contract requires SEPA to provide TVA

an annual minimum of 1,500 hours of power for each megawatt of TVA’s 405 MW allocation, and all surplus power
from the Cumberland River system. Because hydroelectric production has been reduced at two of the hydroelectric
facilities on the Cumberland River system due to repair work being performed by USACE at those two facilities and
because of reductions in the summer stream flow on the Cumberland River, SEPA declared “force majeure” on
February 25, 2007. SEPA then instituted an emergency operating plan that, among other things, eliminates SEPA’s
obligation to provide TV A and other affected customers with a minimum amount of power. It is unclear how long
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In addition, under federal law, TVA is required to purchase energy from qualifying facilities, cogenerators, and small

power producers at TVA's avoided cost of self-generating or purchasing this energy from another source. At

September 30, 2009, there were seven suppliers, with a combined capacity of 914 MW, whose power is purchased by
TVA under this law.

16

28



Edgar Filing: Tennessee Valley Authority - Form 10-K

Table of Contents

During the past five years, TVA supplemented its power generation through power purchases as follows:

Purchased Power*
For the years ended September 30

2009 2008 2007 2006 2005
Millions of
kWh 22,088 20,887 22,141 19,019 14,892
Percent of
TVA’s Total
Power Supply 131 % 11.6 % 124 % 109 % 85 %
Note

* Purchased power amounts for years 2005 and 2006 have been adjusted to remove
APGI purchases and include them as a credit to power sales. Purchased power
amounts include generation from Caledonia, which is currently a leased facility
operated by TVA.

For more information regarding TVA’s power purchase obligations, see Note 20 — Contingencies — Power Purchase
Obligations.

Future Power Supply

TVA produces a range of forecasts of future load and energy requirements. Although numerous factors, such as
weather conditions and the health of the regional economy, could cause actual results to differ materially from TVA’s
forecasts, TV A believes that new generation sources will be needed to meet load growth under most likely

scenarios. To meet increased future demand, TV A plans to build new generation facilities and purchase power from
other suppliers. See Forward-Looking Information and Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Future Challenges.

On June 15, 2009, TVA began the preparation of a new Integrated Resource Plan (“IRP”) entitled TVA's Environmental
and Energy Future. The purpose of the IRP is to analyze alternative ways of addressing the Tennessee Valley's
electricity needs for the next 20 years. The IRP builds on the energy resource portfolio that resulted from TVA’s 1995
IRP. The alternative portfolios developed for this effort will be evaluated using several criteria including capital and
fuel costs, reliability, possible environmental impacts including climate change, compliance with existing and
anticipated future regulations, and other factors. TVA expects to issue a final IRP in early CY 2011.

Combustion Turbines

Lagoon Creek Combined Cycle. TVA is constructing a gas-fired combined cycle facility, the Lagoon Creek
Combined Cycle Facility, which is currently scheduled to be in service in July 2010 and have a summer net capability
of 540 MW. The gas-fired combined cycle plant will consist of two combustion turbines that supply steam to a single
steam turbine.

John Sevier Combined Cycle. On June 4, 2009, the TV A Board approved deferring certain upgrades planned for
TVA’s Gleason combustion turbine plant and the newly planned New Caledonia combustion turbine plant in order to
construct John Sevier Combined Cycle Facility, in northeast Tennessee, using, in part, funds and certain equipment
originally allocated for the deferred projects. By the end of December 2011, TV A plans to have operational the three
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combustion turbines of the John Sevier Combined Cycle Facility, which are expected to supply over 500 MW of
power. TVA expects to complete the combined cycle portion of the facility by mid-CY 2012. The completed facility
is expected to add approximately 880 MW of summer capability to the TVA system at a cost of approximately $820
million. Also, the new combined cycle facility is expected to provide TV A the flexibility to build the scrubbers and
SCRs for the John Sevier Fossil Plant on a more reasonable schedule than required by the court in the North Carolina
public nuisance litigation. See Note 20 — Legal Proceedings — Case Brought by North Carolina Alleging Public
Nuisance.

Nuclear

Watts Bar Unit 2. On August 1, 2007, the TVA Board approved the completion of Watts Bar Nuclear Plant Unit 2
(“Watts Bar Unit 2”), construction of which was halted in 1985. The project is scheduled to be completed in the fall of
CY 2012. TVA has applied for an NRC operating license, and this process includes opportunity for a public

hearing. Contentions against the licensing request have been filed. See Note 20 — Legal Proceedings — Administrative
Proceeding Regarding Watts Bar Nuclear Plant Unit 2. Completing Watts Bar Unit 2 is expected to cost

approximately $2.5 billion, excluding an allowance for funds used during construction (“AFUDC”) and the cost of the
initial fuel load. Watts Bar Unit 2 is expected to provide 1,150 MW of summer net capability.
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Extended Power Uprate. TVA is undertaking an Extended Power Uprate (“EPU”) project at Browns Ferry Nuclear
Plant which is expected to increase the amount of electrical generation by increasing the amount of steam produced by
the reactors. Additional fuel would be added to the reactor during each refueling outage to support the increased
steam production. The NRC license for operating the reactor must be modified to allow reactor operation at the
higher power level. TVA has submitted a license amendment request and is currently in discussions with the NRC on
selected technical issues affecting EPU licensing. The result of these discussions may impact the amount of power
level increase realized by the EPU. Completion of the licensing process will determine the final implementation
schedule.

Bellefonte Units 1 and 2. TVA’s construction of Units 1 and 2 at Bellefonte Nuclear Plant had been undertaken
pursuant to construction permits issued by the NRC, but in November 2005 TV A cancelled the construction of these
units and asked the NRC to withdraw the permits. Subsequently, TV A began to consider the feasibility of completing
these units, and in August 2008, TV A asked the NRC to reinstate the construction permits for both units. On March 9,
2009, the NRC issued an order reinstating the construction permits for Bellefonte Units 1 and 2. Reinstatement of the
construction permits, however, does not mean TVA can re-commence construction of these units. Further action by
the NRC, the resolution of the contentions that have been filed, reviews by TVA, and approval by the TVA Board are
required before construction activities can resume. See Note 20 — Legal Proceedings — Proceedings Regarding
Bellefonte Nuclear Plant Units 1 and 2.

Bellefonte Units 3 and 4. TVA is developing other options for future nuclear generation at its Bellefonte site. In
October 2007, TVA submitted a Combined Construction and Operating License Application to the NRC for two new
Westinghouse Electric Co. designed Advanced Passive 1000 reactors to be located at the Bellefonte site and
designated as Bellefonte Units 3 and 4. TVA’s application was being supported, in part, by NuStart, an industry
consortium comprised of 10 utilities and two reactor vendors whose purpose is to satisfactorily demonstrate the new
NRC licensing process for new nuclear plants. The Bellefonte Combined Construction and Operating License
Application is one of several Advanced Passive 1000 Westinghouse standardized plant applications, and other
applicants have announced construction schedules that call for their license reviews to be completed prior to
Bellefonte’s. As a result, NuStart, with TVA’s agreement, is transitioning its reference plant to the Combined
Construction and Operating License Application of another utility. TVA intends to continue to support the review of
the Bellefonte application and does not expect this transition, by itself, to impact the issuance of a license for
Bellefonte Units 3 and 4. Contentions have been filed with respect to the Bellefonte Combined Construction and
Operating License Application. See Note 20 — Legal Proceedings — Administrative Proceeding Regarding Bellefonte
Nuclear Plant Units 3 and 4.

Hydroelectric

TVA plans to update 38 of its conventional hydroelectric units for reliability and/or capacity increases by 2030.
Renewable and Clean Energy

On May 19, 2008, the TVA Board approved guiding principles for a Renewable and Clean Energy Assessment, to
review TVA’s generation mix and identify a road map for pursuing additional renewable and clean energy supply in

the region, including consideration of different sources of renewable energy and a reduction in carbon intensity in
TVA’s generation mix, along with additional energy conservation by everyone who uses electricity.

In accordance with TVA’s 2008 Environmental Policy (“Environmental Policy”), TVA is working towards obtaining 50
percent of its power supply from clean (low or zero carbon-emitting) or renewable sources by 2020. TV A defines its

clean energy portfolio as energy that has a zero or near-zero CO2 emission rate, such as nuclear and renewables
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(energy production that is sustainable and often naturally replenished), or energy efficiency improvements including
demand reduction, or waste heat recovery. In 2009, about 45 percent of TVA’s total generation came from
non-CO2-emitting sources (nuclear, hydroelectric, and renewable energy) as defined by TVA. TVA’s plans to add
clean and renewable power are consistent with increasing expectations that Congress will pass legislation in the
near-term that requires utilities to supply a certain percentage of energy from renewable sources and, possibly, to
participate in an economy-wide program to cap and reduce emissions of greenhouse gases (“GHGs”), including
CO2. To comply, TVA may be required to reduce or offset emissions, or to purchase emission allowances under a
cap-and-trade program, and may be required to contract for or generate an increasing percentage of energy from
renewable sources. Since the final outcome of any such legislation is not now known, TV A presently is unable to

accurately estimate the cost of future renewable and GHG requirements. The current process for the development of

TVA’s IRP will help to inform future decisions on investment in new renewable and clean generation.
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In December 2008, TV A issued requests for proposals (“RFPs”) for both dispatchable capacity and as-available energy
from renewable energy sources of up to a total of 2,000 MW of generation. TVA received over 60 responses to the
RFPs which included wind (most coming from the Midwest and Great Plains states), biomass, and solar to be
delivered by 2011. Bringing power from distant locations raises transmission issues and costs, and the intermittent
nature of wind, solar, and other renewable sources can result in TVA needing backups for those sources or
mechanisms. In October 2009, TVA entered into two 20-year contracts for the purchase of up to 450 MW of
renewable wind energy from wind farms located in North Dakota and South Dakota. Power under these contracts is
scheduled to be delivered beginning in CY 2012.

In June 2009, the U.S. Senate Committee on Energy and Natural Resources reported S. 1462, the American Clean
Energy Leadership Act of 2009, which would require electric suppliers to meet 15 percent of their electricity sales
through renewable sources of energy or energy efficiency by CY 2021. The legislation, which is yet to be considered
by the full Senate, would also set interim minimum annual percentage requirements for renewable generation of 3
percent by CY 2011, 6 percent by CY 2014, 9 percent by CY 2016, and 12 percent by CY 2019. The legislation
would allow demonstrated electricity savings from energy efficiency measures to meet up to 26.67 percent of the
annual renewable generation requirements.

Also, in June 2009, the U.S. House of Representatives passed H.R. 2454, the American Clean Energy and Security
Act of 2009, which, in addition to mandated GHG reductions, would require electric suppliers to meet 20 percent of
their electricity sales through renewable sources of energy or energy efficiency by CY 2020. This bill defines eligible
renewable energy resources as wind, solar, geothermal, renewable biomass, biogas and biofuels derived exclusively
from renewable biomass, marine and hydrokinetic and qualified hydropower, and other qualifying energy resources,
including landfill and wastewater treatment gas, coal mine methane, and qualified waste-to-energy. The bill would
also set interim minimum annual percentage requirements for renewable generation of 6 percent by CY 2012, 9.5
percent by CY 2014, 13 percent by CY 2016, and 16.5 percent by CY 2018. The bill would allow demonstrated
electricity savings from energy efficiency measures to meet up to 25 percent of the annual renewable generation
requirements, or up to 40 percent upon FERC’s approval of a governor’s petition to allow a higher percentage through
energy efficiency.

In May 2009, TV A began offering new incentives for homes and businesses to encourage the installation of
renewable, distributed generation sources below 1 MW of capacity. Under this program, TVA purchases all of the
energy output at a premium price, and the distributor c