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GLOSSARY OF COMMON ACRONYMS

Following are definitions of terms or acronyms frequently used in this Quarterly Report on Form 10-Q for the quarter
ended March 31, 2011 (the “Quarterly Report™):

Term or Acronym Definition
AFUDC Allowance for funds used during construction
ARO Asset retirement obligation
ARP Acid Rain Program
ART Asset Retirement Trust
ASLB Atomic Safety and Licensing Board
BEST Bellefonte Efficiency and Sustainability Team
BREDL Blue Ridge Environmental Defense League
CAA Clean Air Act
CCP Coal combustion products
Comprehensive Environmental Response, Compensation,
CERCLA and Liability Act
CME Chicago Mercantile Exchange
CO2 Carbon dioxide
COLA Cost of living adjustment
CVA Credit valuation adjustment
CY Calendar year
EIS Environmental Impact Statement
EPA Environmental Protection Agency
FASB Financial Accounting Standards Board
FCA Fuel cost adjustment
FERC Federal Energy Regulatory Commission
FTP Financial trading program
Accounting principles generally accepted in the United
GAAP States of America
GHG Greenhouse gas
GWh Gigawatt hour(s)
IRP Integrated Resource Plan
KDAQ Kentucky Division for Air Quality
kWh Kilowatt hour(s)
Management’s Discussion and Analysis of Financial
MD&A Condition and Results of Operations
mmBtu Million British thermal unit(s)
MM Mark-to-market
MW Megawatt
MWh Megawatt hours (s)
NAAQS National Ambient Air Quality Standards
NDT Nuclear Decommissioning Trust
NEPA National Environmental Policy Act
NERC North American Electric Reliability Corporation
NOV Notice of Violation
NOx Nitrogen oxides
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NPDES National Pollutant Discharge Elimination System
NRC Nuclear Regulatory Commission

NRP Natural Resource Plan

NSR New Source Review

PSD Prevention of Significant Deterioration

QSPE Qualifying Special-Purpose Entity

REIT Real estate investment trust

SACE Southern Alliance for Clean Energy

SCRs Selective catalytic reduction systems

SEC Securities and Exchange Commission
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SERP Supplemental Executive Retirement Plan

Seven States Seven States Power Corporation

SO2 Sulfur dioxide

SSSL Seven States Southaven, LLC

TDEC Tennessee Department of Environment & Conservation
TVARS Tennessee Valley Authority Retirement System

VIE Variable Interest Entities
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FORWARD-LOOKING INFORMATION

This Quarterly 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.

LR INT3

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 laws, regulations, and administrative
orders, as well as complying with existing laws, regulations, and administrative orders;

The requirement or decision to make additional contributions to TVA’s pension or other post-retirement benefit plans
or to TVA’s Nuclear Decommissioning Trust (“NDT”);

€Events at a TVA nuclear facility, which, among other things, could result in loss of life, damage to the environment,
damage to or loss of the facility, and damage to the property of others;

€Events at a nuclear facility, whether or not operated by or licensed to TVA, which, among other things, could lead to
increased regulation or restriction on the construction, operation, and decommissioning of nuclear facilities and on
the storage of spent fuel, obligate TVA to pay retrospective insurance premiums, reduce the availability and
affordability of insurance, negatively affect the cost and schedule for completing Watts Bar Nuclear Plant (“Watts
Bar”) Unit 2, increase the costs of operating TVA’s existing nuclear units, and cause TVA to forego any future
construction at Bellefonte Nuclear Plant (“Bellefonte’) or other facilities;

Significant delays, cost increases, or cost overruns associated with the construction of generation or transmission
assets or the cleanup and recovery activities associated with the ash spill at TVA’s Kingston Fossil Plant (“Kingston™);

. Fines, penalties, natural resource damages, 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;
. Addition or loss of customers;
The continued operation, performance, or failure of TVA’s generation, transmission, and related assets, including coal
combustion product (“CCP”) facilities;
The economics of modernizing aging coal-fired generating units and installing emission control equipment to meet
anticipated emission reduction requirements, which could make continued operation of certain coal-fired units
uneconomical and lead to their removal from service, perhaps permanently;
Disruption of fuel supplies, which may result from, among other things, weather conditions, production or
transportation difficulties, labor challenges, or environmental laws or regulations affecting TVA’s fuel suppliers or
transporters;
. Purchased power price volatility and disruption of purchased power supplies;
€Events involving transmission lines, dams, and other facilities not operated by TVA, including those that affect the
reliability of the interstate transmission grid of which TVA’s transmission system is a part, as well as the supply of
water to TVA’s generation facilities;
. Inability to obtain regulatory approval for the construction or operation of assets;
. Weather conditions;
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Catastrophic events such as fires, earthquakes, solar events, floods, tornadoes, pandemics, wars, national
emergencies, 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, reagents, 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 securities, changes in TVA’s borrowing authority, changes in TVA’s or U.S.
Government’s credit rating, or limitations on TVA’s ability to borrow money which may result from, among other
things, TVA’s approaching or reaching its debt ceiling;
€Changes in the economy and volatility in financial markets;
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» 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;

. Problems attracting and retaining a qualified workforce;
. Changes in technology;
. Failure of TVA’s information technology assets to operate as planned;
» 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 in TVA’s Annual Report on Form 10-K for the fiscal year ended September 30, 2010 (the
“Annual Report”) and Part I, Item 2, Management’s Discussion and Analysis of Financial Condition and Results of
Operations, and Part II, Item 1A, Risk Factors, in this Quarterly Report. 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. 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

References to years (2011, 2010, etc.) in this Quarterly Report are to TVA’s fiscal years ending September 30. Years
that are preceded by “CY” are references to calendar years.

Notes

References to “Notes” are to the Notes to Financial Statements contained in Part I, Item 1, Financial Statements in this
Quarterly 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 Quarterly 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.
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
TENNESSEE VALLEY AUTHORITY

STATEMENTS OF OPERATIONS (Unaudited)
(in millions)

Three Months Ended March 31 Six Months Ended March 31
2011 2010 2011 2010

Operating revenues
Sales of electricity
Municipalities and cooperatives $ 2,517 $ 27218 $ 4,903 $ 4,163
Industries directly served 385 347 767 695
Federal agencies and other 32 25 64 52
Other revenue 34 32 62 61
Total operating revenues 2,968 2,622 5,796 4,971
Operating expenses
Fuel 749 411 1,487 834
Purchased power 279 194 639 379
Operating and maintenance 800 756 1,683 1,510
Depreciation and amortization 428 413 860 824
Tax equivalents 145 101 290 206
Total operating expenses 2,401 1,875 4,959 3,753
Operating income 567 747 837 1,218
Other income (expense), net 10 8 21 14

Interest expense

Interest expense 356 342 714 683
Allowance for funds used during

construction and nuclear fuel

expenditures (32 ) (17 ) (61 ) (31
Net interest expense 324 325 653 652
Net income (loss) $ 253 $ 430 $ 205 $ 580

The accompanying notes are an integral part of these financial statements.




Edgar Filing: Tennessee Valley Authority - Form 10-Q

Table of Contents

TENNESSEE VALLEY AUTHORITY

BALANCE SHEETS
(in millions)
ASSETS
March 31, September 30,

2011 2010
Current assets (Unaudited)
Cash and cash equivalents $ 755 $ 328
Accounts receivable, net 1,403 1,639
Inventories, net 1,136 1,012
Regulatory assets 716 791
Other current assets 196 78
Total current assets 4,206 3,848

Property, plant, and equipment

Completed plant 43,236 42,997
Less accumulated depreciation (19,984 ) (19,326 )
Net completed plant 23,252 23,671
Construction in progress 3,792 3,008
Nuclear fuel 1,129 1,102
Capital leases 29 49

Total property, plant, and

equipment, net 28,202 27,830
Investment funds 1,248 1,128

Regulatory and other long-term

assets

Regulatory assets 9,483 9,756
Other long-term assets 382 191
Total regulatory and other

long-term assets 9,865 9,947
Total assets $ 43,521 $ 42753

LIABILITIES AND PROPRIETARY CAPITAL
Current liabilities
Accounts payable and accrued

liabilities $ 1,382 $ 1,698
Environmental cleanup costs -

Kingston ash spill 163 220
Accrued interest 420 407
Current portion of leaseback

obligations 79 74
Current portion of energy

prepayment obligations 105 105

Regulatory liabilities 242 63
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Short-term debt, net

Current maturities of long-term
debt

Total current liabilities

Other liabilities
Post-retirement and
post-employment benefit
obligations

Asset retirement obligations
Other long-term liabilities
Leaseback obligations

Energy prepayment obligations
Environmental cleanup costs -
Kingston ash spill

Regulatory liabilities

Total other liabilities

Long-term debt, net
Total liabilities
Proprietary capital

Power program appropriation
investment

Power program retained earnings
Total power program proprietary

capital

Nonpower programs
appropriation investment, net
Accumulated other
comprehensive loss

Total proprietary capital

Total liabilities and proprietary
capital

2,400

4,780
3,035
1,564
1,230
664
285
275
11,833
23,917

38,150

318
4,470

4,788
635
(52

5,371

43,521

27

1,008
3,602

4,729
2,963
1,526
1,279
717
305
106
11,625
22,389

37,616

328
4,264

4,592
640
95 )

5,137

42,753

The accompanying notes are an integral part of these financial statements.
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CASH FLOWS (Unaudited)
For the six months ended March 31
(in millions)

2011
Cash flows from operating activities
Net income (loss) $ 205 $
Adjustments to reconcile net income
(loss) to net cash provided by
operating activities

Depreciation and amortization 870
Nuclear refueling outage

amortization 29
Amortization of nuclear fuel 114
Non-cash retirement benefit

expense 232
Prepayment credits applied to

revenue (53 )
Fuel cost adjustment deferral 157
Environmental cleanup costs —

Kingston ash spill — non cash 38

Changes in current assets and

liabilities
Accounts receivable, net 256
Inventories and other, net (169 )
Accounts payable and accrued

liabilities (273 )
Accrued interest 13

Environmental cleanup costs —

Kingston ash spill, net (66 )

Other, net (20 )

Net cash provided by operating

activities 1,333

Cash flows from investing activities

Construction expenditures (1,117 )
Nuclear fuel expenditures (159 )
Purchases of investments, net —

Loans and other receivables

Advances (19 )
Repayments 7
Other, net (1 )
Net cash used in investing activities (1,289 )

Cash flows from financing activities
Long-term debt

2010

580

834

58
116

177

(583
(642

31
165
(115

(60
18

(185

929

(1,005
(235

(22
10

(1,244

)

14
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Issues

Redemptions and repurchases
Short-term debt issues
(redemptions), net
Proceeds from sale/leaseback
financing
Payments on leases and leaseback
financing
Financing costs, net
Payments to U.S. Treasury
Other
Net cash provided by financing
activities

Net change in cash and cash
equivalents

Cash and cash equivalents at
beginning of period

Cash and cash equivalents at end of
period

$

1,540
(1,015

27
5
(88

(18
(14

383

427

328

755

)
)

$

116
29

303

(57
€
(15

316

201

202

The accompanying notes are an integral part of these financial statements.
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TENNESSEE VALLEY AUTHORITY

STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL (Unaudited)
For the three months ended March 31, 2011 and 2010

(in millions)

Nonpower
Power Power Programs Accumulated
Program Program  Appropriation Other
Appropriation Retained  Investment, Comprehensive Comprehensive
Investment Earnings Net Income (Loss) Total Income (Loss)

Balance at
December 31, 2009
(unaudited) $ 343 §$ 3442 $ 651 $ (18% 4418
Net income (loss) — 432 2) — 430 $ 430
Other
comprehensive

income (loss)

Net unrealized gain

(loss) on future cash

flow hedges - - - (46) (46) (46)

Reclassification to

earnings from cash

flow hedges - - - 59 59 59
Total other

comprehensive

income (loss) - - - 13 13 13

Total comprehensive

income (loss) $ 443

Return on

Appropriation

Investment - 3) - - 3

Return of

Appropriation

Investment ®)) - - S ®))

Balance at March

31, 2010 (unaudited) $ 338 $ 3,871 $ 649 $ (5% 4,853

Balance at

December 31, 2010

(unaudited) $ 323 $ 4217 $ 637 $ (39% 5,138

Net income (loss) — 255 2) - 253 $ 253



10

Other
comprehensive
income (loss)

Net unrealized gain
(loss) on future cash
flow hedges

Reclassification to
earnings from cash
flow hedges

Total other
comprehensive
income (loss)

Total comprehensive
income (loss)
Return on
Appropriation
Investment

Return of
Appropriation
Investment

Balance at March
31, 2011 (unaudited)
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_ _ - 14 14
- - - 27 @7

- - - (13)  (13)

— ) - - 2

(5) - - -

$ 318 $ 4,470 $ 635 $  (52% 5,371

The accompanying notes are an integral part of these
financial statements.

14

(27)

13)

240
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TENNESSEE VALLEY AUTHORITY
STATEMENTS OF CHANGES IN PROPRIETARY CAPITAL (Unaudited)
For the six months ended March 31, 2011 and 2010
(in millions)

Nonpower
Power Power Programs Accumulated
Program Program  Appropriation Other Comprehensive
Appropriation  Retained Investment, Comprehensive Income
Investment Earnings Net Income (Loss) Total (Loss)
Balance at September
30, 2009 $ 348 $ 3,291 $ 654 $ (758 4218
Net income (loss) — 585 5) - 580 580

Other comprehensive

income (loss)

Net unrealized gain

(loss) on future cash

flow hedges - - - 21 21 21

Reclassification to

earnings from cash flow

hedges - - - 49 49 49
Total other

comprehensive income

(loss) - - - 70 70 70
Total comprehensive

income (loss) $ 650
Return on Appropriation

Investment - 5 - - 5

Return of Appropriation

Investment (10) - - - (10

Balance at March 31,

2010 (unaudited) $ 338 $ 3,871 $ 649 $ (5)$ 4,853

Balance at September

30,2010 $ 328 $ 4,264 $ 640 $  (95% 5,137

Net income (loss) — 210 5) - 265 205

Other comprehensive
income (loss)
Net unrealized gain
(loss) on future cash
flow hedges - - - 63 63 63
- - - 200  (20) (20

18
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Reclassification to
earnings from cash
flow hedges

Total other
comprehensive income
(loss)

Total comprehensive
income (loss)

Return on Appropriation
Investment

Return of Appropriation
Investment

Balance at March 31,
2011 (unaudited)

_ - — 43 43

$

- @) - - @

(10) - - - (0

$ 318 $ 4,470 $ 635 $ (52 5,371

The accompanying notes are an integral part of these financial
statements.

43

248
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NOTES TO FINANCIAL STATEMENTS (Unaudited)
(Dollars in millions except where noted)

Note No. Page
No.
_ Summary of Significant 12
1 Accounting Policies
_ Impact of New Accounting 14
2 Standards and Interpretations
3 Accounts Receivable, Net 14
4 Inventories. Net 15
5 Other Long-Term Assets 15
6 Regulatory Assets and Liabilities 16
7 Kingston Fossil Plant Ash Spill 17
8 Other Long-Term Liabilities 18
9 Asset Retirement Obligations 18
10 Debt 18
_ Seven States Power Corporation 19
11 Obligation
_ Risk Management Activities and 20
12 Derivative Transactions
13 Fair Value Measurements 26
14 Other Income (Expense). Net 33
15 Benefit Plans 33
16 Legal Proceedings 34
17 Subsequent Events 38

1. Summary of Significant Accounting Policies
General

In response to a request by President Franklin D. Roosevelt, the U.S. Congress in 1933 enacted legislation creating the
Tennessee Valley Authority (“TVA”), a government corporation. TVA was created to, among other things, 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 TV A 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 over nine million people.

TVA also manages the Tennessee River and its tributaries 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, natural
resource protection, and economic development.

20
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The power program has historically been separate and distinct from the stewardship programs. It is required to be
self-supporting from power revenues and proceeds from power financings, such as proceeds from the issuance of
bonds, notes, and other evidences of indebtedness (“Bonds”). Although TVA does not currently receive congressional
appropriations, it is required to make annual payments to the U.S. Treasury in repayment of, and as a return on, the
government’s appropriation investment in TV A power facilities (the “Power Program Appropriation Investment”). In the
1998 Energy and Water Development Appropriations Act, Congress directed TVA to fund essential stewardship
activities related to its management of the Tennessee River system and TV A properties with power funds in the event
that there were insufficient appropriations or other available funds to pay for such activities in any fiscal

year. Congress has not provided any appropriations to TVA to fund such activities since 1999. Consequently, during
2000, TV A began paying for essential stewardship activities primarily with power revenues, with the remainder
funded with user fees and other forms of revenues derived in connection with those activities. The activities related to
stewardship properties do not meet the criteria of an operating segment under accounting principles generally accepted
in the United States (“GAAP”). Accordingly, these assets and properties are included as part of the power program,
TVA’s only operating segment.

Power rates are established by the TVA Board of Directors (“TVA Board”) as authorized by the Tennessee Valley
Authority Act of 1933, as amended, 16 U.S.C. §§ 831-831ee (as amended, the “TVA Act”). The TVA Act requires
TVA to charge rates for power that will produce gross revenues sufficient to provide funds for operation,
maintenance, and administration of its power system; payments to states and counties in lieu of taxes; debt service on
outstanding indebtedness; payments to the U.S. Treasury in repayment of and as a return on the Power Program
Appropriation Investment; and such additional margin as the TVA Board may consider desirable for investment in
power system assets, retirement of outstanding Bonds in advance of maturity, additional reduction of the Power
Program 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. Rates set by the TVA Board are not subject to
review or approval by any state or federal regulatory body.

12
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Fiscal Year

TVA’s fiscal year ends September 30. Years (2011, 2010, etc.) refer to TVA’s fiscal years unless they are proceeded by
“CY,” in which case the references are to calendar years.

Cost-Based Regulation

Since the TVA Board is authorized by the TVA Act to set rates for power sold to its customers, TVA is “self
regulated.” 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. 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. TV A assesses whether the regulatory assets are probable of future recovery by
considering factors such as applicable regulatory changes, potential legislation, and changes in technology. Based on
these assessments, TV A believes the existing regulatory assets are probable of recovery. 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 no longer
be considered to be a regulated entity and would be required to write off these costs. Most regulatory asset write-offs
would be required to be recognized in earnings in the period in which future recovery ceases to be probable.

Basis of Presentation

TVA prepares its interim financial statements in conformity with GAAP for interim financial

information. Accordingly, TVA’s interim financial statements do not include all of the information and notes required
by GAAP for annual financial statements. As such, they should be read in conjunction with the audited financial
statements for the year ended September 30, 2010, and the notes thereto, which are contained in TVA’s Annual Report
on Form 10-K for the year ended September 30, 2010 (the “Annual Report”). In the opinion of management, all
adjustments (consisting of items of a normal recurring nature) considered necessary for fair presentation are included.

Use of Estimates

The preparation of financial statements requires TVA to estimate the effects of various matters that are inherently
uncertain as of the date of the financial statements. Although the financial statements are prepared in conformity with
GAAP, TVA is required to make estimates and assumptions that affect the reported amounts of assets and liabilities,
the disclosure of contingent assets and liabilities, and the amounts of revenues and expenses reported during the
reporting period. Each of these estimates varies in regard to the level of judgment involved and its potential impact on
TVA’s financial results. Estimates are deemed critical either when a different estimate could have reasonably been
used, or where changes in the estimate are reasonably likely to occur from period to period, and such use or change
would materially impact TVA’s financial conditions, results of operations, or cash flows.

Reclassifications
Certain reclassifications have been made to the 2010 financial statements to conform to the 2011
presentation. Nuclear fuel and capital leases of $1.2 billion at September30, 2010, have been reclassified as Nuclear

fuel of $1.1 billion and Capital leases of $49 million. Other long-term liabilities of $4.7 billion have been reclassified
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to Post-retirement and post-employment benefit obligations on the September 30, 2010 Balance Sheet. On the
Statements of Cash Flows, $185 million previously reported as changes in Accounts payable and accrued liabilities
has been reclassified as Environmental cleanup costs-kingston ash spill, net for the six months ended March 31, 2010.

Operating expenses of $605 million and $1.2 billion for the three and six months ended March 31, 2010,

respectively, previously reported as Fuel and purchased power on the Statements of Operations, have been reclassified
as follows:

Three Months Six Months

Ended Ended
March 31, March 31,
2010 2010
Fuel $ 411 $ 834
Purchased power 194 379

Interest on debt and leaseback obligations has been combined with Amortization of debt discount, issue, and
reacquisition costs, net have been combined in the periods ending March 31, 2011 and are shown as Interest expense
in the Statements of Operations. Interest expense for the three and six months ended March 31, 2010, is $342

13
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million and $683 million, respectively.

Operating expenses of $1.1 billion for the three months ended December 31, 2010, previously reported as Fuel and
purchased power, have also been reclassified as Fuel of $738 million and Purchased power of $360 million.

Allowance for Uncollectible Accounts

The allowance for uncollectible accounts reflects TVA's estimate of probable losses inherent in its accounts and
loans receivable balances. TVA determines the allowance based on known accounts, historical experience, and other
currently available information including events such as customer bankruptcy and/or a customer failing to fulfill
payment arrangements after 90 days. It also reflects TVA's corporate credit department’s assessment of the financial
condition of customers and the credit quality of the receivables.

2. Impact of New Accounting Standards and Interpretations
The following accounting standards and interpretations became effective for TVA during 2011.

Transfers of Financial Assets. In June 2009, the Financial Accounting Standards Board (“FASB”) issued guidance
regarding accounting for transfers of financial assets. This guidance eliminates the concept of a qualifying
special-purpose entity (“QSPE”) and subjects those entities to the same consolidation guidance as other variable interest
entities (“VIEs”). The guidance changes the eligibility criteria for certain transactions to qualify for sale accounting and
the accounting for certain transfers. The guidance also establishes broad disclosure objectives and requires extensive
specific disclosure requirements related to the transfers. These changes became effective for TVA for any transfers of
financial assets occurring on or after October 1, 2010. The adoption of this guidance did not materially affect TVA’s
financial condition, results of operations, or cash flows.

Variable Interest Entities. In June 2009, FASB issued guidance that changes the consolidation guidance for
VIEs. The guidance eliminates the consolidation scope exception for QSPEs. The statement amends the triggering
events to determine if an entity is a VIE, establishes a primarily qualitative model for determining the primary
beneficiary of the VIE, and requires on-going assessment of whether the reporting entity is the primary
beneficiary. These changes became effective for TVA on October 1, 2010, and apply to all entities determined to be
VIEs as of and subsequent to the date of adoption. The adoption of this guidance did not materially affect TVA’s
financial condition, results of operations, or cash flows.

There were no accounting standards issued that were not yet effective and adopted by TVA as of March 31,
2011, that, if adopted, would have materially affected its financial condition, results of operation, or cash flows.

3. Accounts Receivable, Net

Accounts receivable primarily consist of amounts due from customers for power sales. The table below summarizes
the types and amounts of TVA’s accounts receivable:

Accounts Receivable, Net

At March 31, At September
2011 30, 2010
Power receivables
Billed $ 629 $ 597
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Unbilled 715
Total power receivables 1,344
Other receivables 60
Allowance for uncollectible
accounts (1 )
Net accounts receivable $ 1,403 $

14

1,004
1,601

40
2

1,639
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4. Inventories, Net

The table below summarizes the types and amounts of TVA’s inventories:

Fuel inventory

Materials and supplies
inventory

Emission allowance inventory
Allowance for inventory
obsolescence

Inventories, net

5. Other Long-Term Assets

Inventories, Net

At March 31,
2011

637

513
11

(25

1,136

At September
30,2010

$ 539

486
11

(24

$ 1,012

The table below summarizes the types and amounts of TVA’s other long-term assets:

15

Other Long-Term Assets

Coal contract derivative assets
Loans and long-term
receivables, net

Currency swap assets

Other long-term assets

Total other long-term assets

$

At March 31,
2011

253
99
19
11

382

At September
30, 2010
$ 103
83
5
$ 191
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6. Regulatory Assets and Liabilities

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. Components of regulatory assets and regulatory liabilities are summarized in the table below.

TVA Regulatory Assets and Liabilities

At September
At March 31 30
2011 2010

Current regulatory assets
Deferred nuclear generating

units $ 391 $ 391
Unrealized losses on

commodity derivatives 234 184
Environmental cleanup costs —

Kingston ash spill 76 76
Deferred outage costs 13 42
Deferred capital lease 2 14
Fuel cost adjustment

receivable — 84

Total current regulatory

assets 716 791

Non-current regulatory assets
Deferred pension costs 4,321 4,456
Deferred nuclear generating

units 1,369 1,565
Environmental cleanup costs —

Kingston ash spill 939 987
Other non-current regulatory

assets 904 499
Nuclear decommissioning

costs 837 898
Non-nuclear

decommissioning costs 457 410
Unrealized losses on swaps

and swaptions 419 797
Unrealized losses on

commodity contracts 237 144

Total non-current regulatory

assets 9,483 9,756
Total regulatory assets $ 10,199 $ 10,547

Current regulatory liabilities
Unrealized gains on

commodity contracts $ 139 $ 57
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Fuel cost adjustment payable 103 —

Capital leases —
Total current regulatory

liabilities 242 63

@)}

Non-current regulatory
liabilities
Unrealized gains on
commodity contracts 275 106

Total regulatory liabilities $ 517 $ 169

Preconstruction Costs. Certain preliminary work and costs associated with engineering, design, and licensing
activities, as well as the procurement of long lead-time components for the partially completed Bellefonte Unit 1, have
been deferred as a regulatory asset pending the TVA Board’s decision on the completion of the project. If the TVA
Board decides to complete Bellefonte Unit 1, the costs will be moved to construction in progress and amortized over a
cost recovery period equivalent to the expected useful life of the future operating nuclear unit. If the TVA Board
decides not to complete the unit, the costs will be expensed at the time of the decision. The preconstruction costs were
$60 million as of March 31, 2011, and are included in other non-current regulatory assets. At September 30, 2010, no
such preconstruction asset had been incurred.

Environmental Agreement. In conjunction with the Environmental Protection Agency (“EPA”) agreement (See
Note 17 — EPA Settlement), management decided to record certain liabilities resulting from the agreement totaling
$360 million ($290 million investment in energy efficiency projects, demand response projects, renewable energy
projects, and other TVA projects; $60 million provided to Alabama, Kentucky, North Carolina, and Tennessee to fund
environmental projects (with preference for projects in the TVA power service area or watershed); and $10 million in
civil penalties). The TVA Board determined that these costs will be collected in customer rates in the future and,
accordingly, the amounts have been deferred as a regulatory asset. These amounts will be charged to expense and
recovered in rates over future periods. The period over which these amounts will be recovered in rates is expected to
be determined and approved through the annual rate setting process near the end of 2011.

16
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7. Kingston Fossil Plant Ash Spill
The Event

In December 2008, one of the dredge cells at the Kingston Fossil Plant (“Kingston™) failed, and approximately five
million cubic yards of water and coal fly ash flowed out of

the cell. TVA is continuing cleanup and recovery efforts in conjunction with federal and state agencies. TVA
completed the removal of time-critical ash from the river during the third quarter of 2010, and removal of the
remaining ash is considered to be non-time-critical. TV A estimates that the recovery process will be substantially
completed in 2014, although monitoring may continue beyond that date. Once the removal actions are completed,
TVA will be required to assess the site and determine whether any additional actions may be needed at Kingston or
the surrounding impacted area.

Insurance

TVA has property and excess liability insurance programs in place that may cover some of the Kingston ash spill
costs. Certain of the insurers that provide liability insurance have denied coverage, and three other liability insurers
issued reservation of rights letters. All of the property insurers have denied coverage. TVA and the insurance
companies that have denied coverage continue to discuss coverage and estimates of covered costs. TVA continues to
provide information to the liability insurance companies that have issued reservation of rights letters but have not
denied coverage. During the three months ended March 31, 2011, TVA settled certain of the claims. Any amounts
received related to insurance settlements will be recorded as reductions to the regulatory asset and will reduce
amounts collected in future rates.

Claims and Litigation

See Note 16 — Litigation — Legal Proceedings Related to the Kingston Ash Spill and Civil Penalty and Natural Resource
Damages for the Kingston Ash Spill.

Financial Impact

Because of the uncertainty at this time of the final costs to complete the work prescribed by the ash disposal plan, a
range of reasonable estimates has been developed by cost category. Known amounts, most likely scenarios, or the low
end of the range for each category have been accumulated and evaluated to determine the total estimate. The range of
estimated costs varies from approximately $1.1 billion to approximately $1.2 billion.

TVA recorded an estimate of $1.1 billion for the cost of cleanup related to this event. In August 2009, TVA began
using regulatory accounting treatment to defer all actual costs already incurred and expected future costs related to the
ash spill. The cost is being charged to expense as it is collected in rates over 15 years, beginning October 1, 2009. As
the estimate changes, additional costs may be deferred and charged to expense prospectively as they are collected in
future rates.

As work continues to progress and more information is available, TVA will review its estimates and revise them as
appropriate. TVA has accrued a portion of the estimated cost in current liabilities, with the remaining portion shown
as a long-term liability on TVA’s balance sheets. Amounts spent since the event through March 31, 2011, totaled $676
million. The remaining estimated liability at March 31, 2011, was $449 million.
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TVA has not included the following categories of costs in the above estimate since it has been determined that these
costs are currently either not probable or not reasonably estimable: penalties (other than the penalties set out in the
June 2010 Tennessee Department of Environment & Conservation (“TDEC”) order), regulatory directives, natural
resources damages (other than payments required under the proposed memorandum of agreement with TDEC and the
Fish and Wildlife Service establishing a process and a method for resolving the natural resource damages claim),
outcomes of lawsuits, future claims, long-term environmental impact costs, final long-term disposition of ash
processing area, costs associated with new laws and regulations, or costs of remediating any mixed waste discovered
during the ash removal process. There are certain other costs that will be incurred that have not been included in the
estimate as they are appropriately accounted for in other areas of the financial statements. Associated capital asset
purchases are recorded in property, plant, and equipment. Ash handling and disposition from current plant operations
are recorded in operating expenses. A portion of the pond and dredge cell closure costs are also not included in the
estimate as those costs are included in the non-nuclear asset retirement obligation (“ARO”) liability.

17
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8. Other Long-Term Liabilities

Other long-term liabilities consist primarily of liabilities related to certain derivative agreements. The table below
summarizes the types and amounts of liabilities:

Other Long-Term Liabilities

At March 31, At September
2011 30,2010

Swaption liability $ 554 $ 804
EPA settlement liabilities 360 —
Interest rate swap liabilities 241 371
Coal contract derivative
liabilities 149 2
Commodity swap derivatives 73 118
Currency swap liabilities 37 81
Other long-term liability
obligations 150 150

Total other long-term
liabilities $ 1,564 $ 1,526

9. Asset Retirement Obligations

During the six months ended March 31, 2011, TVA’s total ARO liability increased $72 million, primarily due to
accretion. The liability was decreased by ash area settlement projects that were conducted during the first six months
of 2011. The nuclear and non-nuclear accretion were deferred as regulatory assets. During the six months ended
March 31, 2011, $24 million of the related regulatory assets was amortized into expense since this amount was
collected in rates. The nuclear ARO liability as of March 31, 2011, was $2.0 billion. The non-nuclear ARO liability
as of March 31, 2011, was $1.0 billion.

Reconciliation of Asset Retirement Obligation
Liability

Six Months
Ended
March 31, 2011

Balance at beginning of
period $ 2,963

Non-nuclear
settlements (ash storage
areas) (7 )
2,956
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Add: ARO accretion
Nuclear accretion

(recorded as regulatory

asset) 55
Non-nuclear accretion

(recorded as regulatory

asset) 24
79
Balance at end of period $ 3,035
10. Debt
Debt Outstanding

The TVA Act authorizes TVA to issue Bonds in an amount not to exceed $30 billion outstanding at any time. Debt
outstanding at March 31, 2011, and September 30, 2010, including the effect of translations related to Bonds
denominated in foreign currencies, consisted of the following:

Debt Outstanding
At March 31, At September
2011 30, 2010
Short-term debt
Discount notes (net of
discount) $ — $ 27
Current maturities of
long-term debt 9 1,008
Total short-term debt, net 9 1,035
Long-term debt
Long-term debt 24,151 22,605
Unamortized discount (234 ) (216 )
Total long-term debt, net
23,917 22,389
Total outstanding debt $ 23,926 $ 23,424
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Debt Securities Activity

The table below summarizes TVA’s long-term Bond activity for the period from October 1, 2010 to March 31, 2011.

Amount Interest
Date Rate
Issuances:
2011 Series A February 2011 $ 1,500 3.88%
Three months
ended
March 31,
electronotes® 2011 40 4.25%
Total $ 1,540
Redemptions/Maturities:
November
2009 Series A 2010 $ 2 2.25%
December
2009 Series B 2010 1 3.77%
2001 Series A January 2011 1,000 5.63%
Three months
ended 2
December 31,
electronotes®(1) 2010 3.62%
Three months
ended 10
March 31,
2011 5.47%
Total $ 1,015

Note
(1) The electronotes® interest rate is the average of the interest rates of the
notes redeemed during that period.

Credit Facility Agreements. TVA and the U.S. Treasury have entered into a memorandum of understanding under
which the U.S. 