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Cumberland Fossil Plant, TVA's largest coal-fired generating plant

Steward of the Tennessee Valley’s Resources

TVA manages the Tennessee River system, balancing the public benefits of navigation, flood control,
power production and transmission, water quality and recreation.
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Financial Highlights—Power Program

At September 30 or for the years ended September 30, as appropriate (in milions) 2002 2001 Percent Change
Summary statements of income

Operating revenues $ 6,835 $ 6,999 2
Operating expenses (5,186) (5,5006) ©6)
Operating income 1,649 1,493 10
Other income, net 7 248 NM
Interest expense, net (1,429) (1,633) (12)
Income before loss on impairment of assets/plant cancellation 227 108 110
Loss on impairment of assets/plant cancellation (154) (3,419) NM
Net income (loss) $ 78 $ (3,311) NM
Total assets $30,158 $29,699 2
Discount notes $ 3,492 $ 3,016 16
Long-term debt, including current maturities 21,763 22,359 ©)
Total indebtedness $25,255 $25,375 -
Cash flows from operations $ 1,347 $ 1,914 (30)
Construction expenditures $ 1,231 $ 1,015 21
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corporate profile

The Tennessee Valley Authority (TVA) is the nation’s largest public power producer.
Wholly owned by the U.S. government, TVA was established by Congress in 1933
primarily to provide navigation, flood control and agricultural and industrial
development and to promote the use of electric power in the Tennessee Valley
region. Through 158 public power utilities, TVA supplies electricity to 8.3 million
people in the TVA service area. Along with affordable, reliable power, TVA delivers
value to the regional economy by supporting a thriving river system and
promoting economic growth.

Generation » Nation’s largest public power system
n 31,517 megawatts of capacity (net winter dependable)
n 11 fossil plants (59 units)
n 3 nuclear plants (5 units)
n 29 hydro plants (109 units)
n 6 combustion turbine plants (72 units)
n 14 solar energy sites
n 3 wind turbines
n 2 methane gas facilities
n 1 pumped storage plant (4 units)
n Customers
— 158 power distributors
— 62 directly served customers
— 11 exchange power arrangements

Transmission n» Reliable even under severe conditions
n 99.999 percent reliability
n Well located for power transfers
n 17,000 miles of transmission lines
n 120,000 transmission-line structures
n 984 individual interchange and connection points
n 240,000 right-of-way acres
n 80,000-square-mile service area

Stewardship n Nation’s fifth-largest river system
n 800 miles of commercially navigable waterways
n 49 dams for integrated river management
n 50 million short-tons of goods shipped annually
n $104 million in potential flood damage avoided in 2002
n 11,000 miles of public shoreline

Economic Development n» $328 million in tax-equivalent payments to
Valley states and counties
n $1.3 billion total TVA employee compensation
n $22 million of economic development loan
commitments to Valley businesses
n $2 billion spent in Valley states for products, fuel
and services
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TVA sponsorship
supported a team of
Tuskegee University
engineering students—
including Shirshir
Kumar-David, Trey
Raines and Keisha
Richardson—as they
built a solar-powered
home in the Department
of Energy’s 2002 Solar
Decathlon competition.

Power System Statistics

At September 30 or for the years ended September 30, as appropriate 2002 2001 Percent Change
System input (millions of kilowatt-hours)
System generation
Hydro, including pumped storage 10,205 9,508 7
Fossil 94,930 100,118 5)
Nuclear 45,179 45,615 (1)
Combustion turbine 1,190 1,073 11
Green power 18 5 260
Total net generation 151,522 156,319 3)
Purchased 13,599 9,866 38
Total system input 165,121 166,185 (1)
System output (millions of kilowatt-hours)
Sales
Municipalities and cooperatives 128,600 129,760 (1)
Industries directly served 26,478 23,306 14
Federal agencies and other 5,013 8,355 (40)
Total sales 160,091 161,421 (1)
Other 1,022 793 29
Losses 4,008 3,971 1
Total system output 165,121 166,185 (1)
Net winter dependable capacity (megawatts) 31,517 30,365 4
System peak load (megawatts) —summer 29,052 27,368 6
System peak load (megawatts) —winter 26,061 27,163 4)
Annual load factor (percent) 63.5 67.0 5)
Number of employees as of September 30 13,444 13,430 -
Percent winter dependable capacity by fuel source
Fossil 49% 49% -
Nuclear 18% 19% 5)
Hydro 18% 19% 5)
Combustion turbine 15% 13% 15
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Director Skila Harris Chairman Glenn L. McCullough, Jr.

The past year is best described as a year of challenge. Our region experienced a milder than
normal winter, and the nation experienced the effects of a sluggish economy. Despite those
conditions, the people of TVA focused on our core business, demonstrated excellence in achieving
our performance goals and met customers’ needs without a rate increase.

We brought on line 680 megawatts of new peaking capacity; set nine continu-
ous-run records at our coal-fired plants; set a world record for safe, reliable
generation at Browns Ferry Nuclear Plant; and invested in state-of-the-art
equipment to further reduce emissions from our coal-fired plants. We achieved
the best reliability record ever for TVA's transmission system, and we had an
outstanding year for employee safety. Financially, we managed budget con-
straints, completed a lease/leaseback of 680 megawatts of peaking capacity
and reduced TVA's outstanding balance of bonds and notes by $120 million.

More than ever, throughout our operations, we are intent on setting and
reaching goals that enable TVA to achieve excellence in business performance
and public service. | am pleased to share with you this report on our perform-
ance in 2002 and a look ahead at how we are committed to paving the way
for accelerated progress in the future.

COMMITTED TO ENERGY

In producing electricity for the 8.3 million people of the Tennessee Valley, the
TVA power system met a peak demand of 29,052 megawatts and earned
revenues of $6.8 billion. The efficiency of our generating and transmission
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Director Bill Baxter

system resulted in operating costs among the lowest in the industry. All TVA
nuclear plants have earned the top performance ratings from the Institute of
Nuclear Power Operations, and several of our fossil plants are nationally recog-
nized for productivity and low costs. Average residential, commercial and
industrial prices in the TVA region are 22, 14 and 16 percent below the national
average, respectively, and we are beginning our fifth year with no rate increase.

COMMITTED TO THE ENVIRONMENT

TVA serves as a steward of the Tennessee Valley’s environment and manages
the Tennessee River system to provide multiple benefits, including navigation,
power supply, water supply and recreation.

At our coal-fired plants, we are achieving cleaner air for clearer skies by
using the latest technologies to reduce emissions. Because these plants
produced 63 percent of our total net generation last year, investments in
air-quality equipment are investments in power system flexibility, as well as
environmental quality.

Renewable energy is an important new frontier for power suppliers, and
TVA's work is leading the way for others. We are partnering with customers to
offer renewable power to consumers, and our Green Power Switch® program
uses solar, wind and methane gas as energy sources. The U.S. Department of
Energy’s National Renewable Energy Laboratory has ranked Green Power
Switch on its top-10 list for energy production and customer participation.

We are also partnering with customers to make energy-efficient homes and
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chairman’s letter

dransmission Towers at Chickamauga Dam and Lock

appliances more available to the people of the Valley. We have made our own
facilities more energy efficient, and we have earned national recognition from
the U.S. Department of Energy for our leadership in using energy more wisely.

COMMITTED TO ECONOMIC DEVELOPMENT

TVA provides leadership for economic development in the region, which means
more and better career opportunities for the people of the Valley. TVA electricity
fuels the Valley economy, attracting industries that create high-quality jobs. The
result is not only a stronger economy for the region; it is also an opportunity for
individuals to build better lives for themselves and their families.

In partnership with our customers and industrial development groups across
the region, TVA helped companies create or retain more than 48,000 jobs over
the past year. TVA's economic development loan programs provided $22 million
in loans, leveraging $180 million in investments from other sources. Other TVA
economic development efforts help businesses pinpoint the best locations for
their facilities and provide analysis, data and technical services to help them
thrive. New efforts to promote the growth and expansion of minority-owned,
women-owned and economically disadvantaged businesses mean they now
have more opportunities for long-term success.

COMMITTED TO THE FUTURE
As we prepare for electric utility industry restructuring, we are focusing on
effective financial management. A comprehensive look at TVA's financial picture
shows that TVA has invested wisely and effectively in new generating capacity,
transmission system improvements and clean-air equipment—all essential
elements of TVA's core business and long-term success. Looking forward, TVA
will continue to manage its finances effectively while supporting the investments
necessary for an affordable, reliable power supply for our customers.

In the nation’s current financial climate, TVA is more committed than ever to
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conducting business in an open, forthright manner. We strive to
instill in our investors, owners and customers the highest level
of confidence in TVA to ensure that we deserve your continued
support.

As a federal corporation, we are committed to ensuring
financial integrity and to protecting our stakeholders by fully
disclosing all meaningful financial and business information to
the public in a timely, comprehensive and accurate manner. TVA
continues to be subject to rigorous oversight by the legislative
and executive branches of the U.S. government. Even so, my
Board colleagues and | decided it is important to do more—by
establishing the TVA Corporate Accountability and Disclosure
Plan. Adherence to this plan will demonstrate TVA's commitment
to full disclosure and the highest level of corporate ethics.

COMMITTED TO EXCELLENCE

TVA’s Strategic Objectives

= Improve life in the Tennessee Valley through
integrated management of the river
system and environmental stewardship

= Meet customers’ needs with
affordable, reliable electric power

= Demonstrate leadership in sustainable
economic development in the Valley

= Continue the trend of debt reduction

= Reduce TVA’s delivered cost of power relative
to the market

= Strengthen working relationships with all of
TVA's stakeholders

In a restructured industry, public power entities like TVA and the distributors of
TVA power will be more important than ever. Public utilities will set the bench-

mark for serving the public interest. As a federal corporation that our cus-

tomers, our investors and the 8.3 million people of the Tennessee Valley can

count on, TVA is committed to meeting the Valley’s ever-growing needs for

electricity, improving the quality of life in our region and fostering sustainable

economic growth. Energy, the Environment and Economic Development are

the elements of TVA's unique mission. Directors Skila Harris, Bill Baxter and |

are proud to share with you this report on TVA's performance in those areas.

Glenn L. McCuoughW
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Production Manager Pam Wilcoxon and Mechanical Engineer Danny Sample at Raccoon Mountain pumped-storage facility

TVA’s power system is setting production records and operating efficiently and cost-effectively,
and its performance and reliability for customers continue to improve. In 2002 TVA sold 160 bil-

lion kilowatt-hours of electricity for total revenues of $6.8 billion. On August 5th, TVA met a peak

power demand of 29,052 MW, the second highest of all time.

TVA's transmission system maintained 99.999 percent reliability for the year

in delivering power to customers. This was possible in part because of ongoing

improvements to the transmission system, including 109 miles of new lines
and 32 new individual interchange and

“Cullman Electric Cooperative has a connection points.

longstanding, true partnership with

TVA. Looking forward to changes in PLANNING FOR GROWING

our industry, folks will be hard pressed POWER DEMAND

to find a better partner than the one TVA constantly assesses the changing demand
we’ve had for more than 60 years.” for power in the region and the full range of
—GRADY SMITH, president and CEO, options available to supply that demand.

Cullman Electric Cooperative, Cullman, Alabama
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“Since second grade, Weekend Academy has taught me about character, responsibility,
leadership, goal-setting and citizenship through activities and fun trips about
different cultures, photography, music, money management, art, animals, plants,
math, electricity and public speaking. Thank you, TVA, for the opportunity.”

Weekend Academy student ALEXA CARTER, 11, of Knoxuville

Inset: Chairman McCullough and Weekend Academy participants
Alexa Carter, Milton Hill and Evan Lorhey in Knoxville

Weather-adjusted power demand in the Valley is growing about 2 percent per
year, requiring TVA to add an average of around 500 megawatts of capacity
each year. To keep pace with rising demand, TVA has added over 5,000
megawatts of generating capacity in the past decade, much of it by getting
more out of its existing plants through efficiency improvements and plant
upgrades.

This past year, TVA added almost 700 megawatts of new combustion turbine
capacity at its Lagoon Creek site in Tennessee and a new site in Kemper
County, Mississippi. Also this year, looking toward the Valley’s long-term power
needs, the TVA Board voted to restart Browns Ferry Nuclear Plant Unit 1. Unit 1
is expected to add over 1,200 megawatts of clean, economical base-load
generating capacity to TVA's power system in 2007. This new source of power
will support TVA's mission of generating prosperity in the Tennessee Valley by
decreasing TVA's delivered cost of power.
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Earl Shockley, Allen Lewis and Bruce Cox at TVA’s System Operations Center in Chattanooga

FINANCIALLY SOUND

This year TVA reduced the outstanding balance of its bonds and notes by $120 million.
With a six-year total reduction of nearly $2.5 billion, TVA has reduced the balance
from $27.7 billion at the beginning of 1997 to just over $25 billion today.

By using cost-effective leasing and by taking advantage of historically low interest
rates, TVA has accomplished this reduction while still making investments in clean-air
equipment, new generating capacity and transmission-system improvements that are
essential to meeting the Valley’s power needs.

“TVA bonds offer investors
both safety and an attractive
yield, a rare combination
today, and they are easy to
buy, track and sell.”

—CLIFF PLETSCHET, financial columnist
Jfor the Oakland (California) Tribune
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“We’re proud of the 99.999 percent reliability of our transmission
system. By continuing to improve our reliability, we make it easier for our
customers to do business, and that helps everyone in the Valley.”

—JULIO BOLANO, TVA transmission system operator

TVA Transmission System Operators
. Julio Bolano and Yasmin Chargualaf

Since 1997, TVA has reduced annual net interest expense by more than
$500 million and lowered net interest expense as a percentage of revenue from
34 percent to 21 percent.

In 2002, TVA's delivered cost of power was 4.07 cents per kilowatt-hour.
This number reflects savings resulting from operational improvements achieved
by TVA employees and TVA's continuing program of reducing interest expense
by refinancing long-term debt at lower rates.

Residential electricity rates in the Tennessee Valley are 20 percent below
the national and regional averages, and TVA customers have had only one
general rate increase in 15 years. As TVA prepares for restructuring of the
electric utility industry, it is complementing operational improvements with a
focus on customer service. More flexible customer contracts—designed to be
more responsive to customer needs—also will help TVA as it plans for future
power supply.

Interest Expense as a
Percentage of Revenue

$2.0 40.0%

32.5%

25.0%

17.5%

10.0%

98 99 00 01 02
I Interest Expense (in billions)

=l= Percentage of Revenue
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anvironmental stewardship
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Goose Pond Marina owner Tony Sampson and TVA Director Skila Harris

As a public power provider, TVA is committed to improving its environmental performance while
balancing its mission of supplying low-cost, reliable power with responsible stewardship of the
Valley’s resources. TVA seeks public input when making decisions related to the environment to
ensure that its actions are responsive to the varied needs of Valley residents today and tomorrow.

As part of its long-term effort to meet regulatory requirements to improve air
quality in the Tennessee Valley region, TVA has already installed six scrubbers
and plans to build five additional scrubbers to reduce sulfur dioxide (SO2)
emissions from its fossil power system. The additional scrubbers will cost
about $1.3 billion and collectively are expected to reduce emissions by more
than 200,000 tons per year. TVA's SO- emissions are projected to be reduced
by 85 percent from 1977 levels when the scrubbers are completed.

In addition, four of 18 planned selective catalytic reduction systems (SCRs)
are now operable. By 2005, when all of the SCRs are operating, TVA's nitrogen
oxides (NOx) emissions during the summer ozone season are projected to be
reduced by 75 percent from 1995 levels.
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“The Tennessee Valley Clean Marina Initiative is a great project.
We hope all marinas comply with its standards so we can all pass

a cleaner river on to the next generation.”

—TONY SAMPSON, Goose Pond Marina owner

Goose Pond Marina, Scottsboro, Alabama

In the Southeast, TVA is also at the forefront of commercial development of

renewable energy sources. TVA's Green Power Switch® program was the first

such renewable energy program in the region that combined power available

from wind, solar and methane
gas technologies. Conducted in
partnership with the distributors
of TVA power and environmental
groups, this program already has
earned two top-10 national
rankings for energy production
and customer participation.

“The river system is a vital and
complex part of TVA. | appreciate
TVA’s efforts to manage the reservoirs
for the greatest benefit of the people
and the environment, as well as for the
production of low-cost, reliable
electric power.”

—Mayor THOMAS GRIFFITH, Amory, Mississippi

ANNUAL RepORrRT 2002 | 13



environmental stewardship

The Great Smoky Mountains National Park

“] really appreciate the positive and collaborative relationship between
the Great Smoky Mountains National Park and TVA. Projects such

as the alternative-fuel vehicle experiment in Cades Cove and research
activities such as our joint air-quality monitoring program provide
positive benefits to both the Park and the citizens of our area.”

—MIKE TOLLEFSON, Park superintendent

RESERVOIR OPERATIONS STUDY
“How should TVA best balance the interests of navigation, flood control,
power production, water quality and supply, land use and recreation?”
This was the question discussed in open meetings held across the
Tennessee Valley as part of the comprehensive two-year Reservoir
Operations Study. TVA manages the Tennessee River system—the
nation’s fifth largest—for the multiple benefits listed above. The findings
of the Reservoir Operations Study will be used to help TVA determine
whether changes in the operation of the river system can produce
greater overall value for the people of the Valley.
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“TVA’s accumulated data and expertise in integrated
resource management and economic development are key
resources for citizens of our region.”

—ROBB TURNER, executive director of the Southern Appalachian Man
and the Biosphere (SAMAB) program

TVA Forest Ecologist Niki Nicholas and SAMAB Executive Director Robb Turner

TRANSPORTATION AND FLOOD CONTROL
The Tennessee River system is a major transportation artery, linking the
Tennessee Valley’s industries to world markets. In 2002, TVA's navigation
channels and locks carried an estimated 50 million short-tons of cargo, with
ports in 18 states depending on the river system for shipping. Valley industries
save about $480 million each year on the cost of goods shipped by barge,
compared with shipping by other, more expensive means of transportation.
TVA's flood control operations averted an estimated $90 million in damages
in the Tennessee Valley in 2002. In coordination with the U.S. Army Corps of
Engineers, TVA was called upon to restrict water flow into the Ohio River on
three separate occasions of flooding in the Ohio and Mississippi river valleys
this year. These efforts helped avert aimost $14 million in damage, according
to data provided by the Corps. Over the years, operation of the Tennessee
River reservoir system and its dams has helped prevent more than $5 billion in
flood damages in the Tennessee Valley and on the Ohio and Mississippi rivers.
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TVA Director Bill Baxter and DENSO President Neal Ozeki

Across the Tennessee Valley, TVA works in partnership with its customers, state and local leaders
and regional industrial development associations to foster sustainable economic growth in the

region. TVA economic development provides a diverse package of loans and technical services
to stimulate capital investment and promote the creation and retention of high-quality jobs.

CREATING AND RETAINING JOBS
In 2002, TVA and its partners helped companies create or retain more than
48,000 jobs.

TVA's economic development loan programs provided $22 million in loans,
leveraging more than $180 million in funding from other sources. These funds
are used to stimulate investment and create jobs. Loans from TVA are coordi-
nated through a distributor of TVA power or a local government or economic
development agency to assist new or expanding businesses and industries.
Additional information on potential industrial sites and existing buildings in the
Valley region is provided through the electronic Site Selector system. TVA's
research capabilities provide economic, demographic and market data to local
governments, business leaders and chambers of commerce.
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“The state of Tennessee offers a tremendous workforce,
good energy resources and untiring support from its leaders.
East Tennessee is very good for business.”

—NEAL OZEK], president of DENSO Manufacturing Tennessee Inc.

DENSO plant in Maryville, Tennessee

In the past year, five new companies—New Mather Metals, Novitec Tube Cutting
Division, Quality Rework and Sorting, Toyo Automotive Products and Vermont Thread
Gage—located their operations in the city of Franklin, Kentucky, bringing a total of
390 jobs to that community. This was the result of a successful partnership among
TVA, its distributor customers in the area and local and state economic development
organizations.

The decision by Lane Manufacturing to locate a furniture-making facility and 1,000
jobs over five years in Aberdeen, Mississippi, was the culmination of the efforts by the
Appalachian Regional
Commission, Mississippi “MLGW and TVA share a common vision—to be
Development Authority, TVA, a catalyst for economic prosperity. Together
the Aberdeen Electric our efforts to support the growth of minority
Department and community businesses are unparalleled and promote true
leaders. economic development in our communities.
We appreciate TVA’'s commitment.”

—Herman Morris Jr., president and CEO, Memphis Light,
Gas and Water Division
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Dennis Griffin of the Franklin-Simpson County Industrial Authority and TVA Senior Economic Development
Specialist Rick Starks helped locate five companies and create 390 jobs.

18

IMPROVING THE REGION’S ECONOMY

Other Economic Development successes in the Valley in 2002 include the
location of the TKA Fabco auto parts plant in Verona, Mississippi; the transfer
of the former TVA Hartsville Nuclear Plant site for development as an industrial
park; and the restart of the National Railway Equipment Company locomotive
repair facility in Paducah, Kentucky.

Responding to a difficult economic climate, TVA focused on helping com-
munities recover from the economic slowdown and ready themselves for the
kind of economic development that works for their communities. With TVA's
help, communities can improve their long-term economic competitiveness by
developing leadership skills, preparing strategic action plans and building
community readiness for promoting economic development.

Working with private sector partners and state and local agencies through
its Small and Minority Business Development Program, TVA also helps small
and disadvantaged businesses improve customer service and create jobs.

TENNESSEE VALLEY AUTHORITY



“Working in economic development is exciting when you
see new industrial projects completed and the job opportunities
that they create for people in your own community.”

—DENNIS GRIFFIN, Franklin-Simpson County Industrial Authority

Downtown Franklin, Kentucky

The Memphis Business Academy has begun a two-year pilot program of
increased education and training for businesses and their employees in the
Memphis area. Sponsored by TVA, Memphis Light, Gas and Water and
Memphis business leaders, this effort will serve as a model for other
communities that want to increase the efficiency of minority- and women-owned
businesses.

Nine regional banks participate in the Valley
Coalition for Minority Economic Development, i;pl"' “Power, expertise and desire to
which provides loans to small, disadvantaged serve are what TVA brings to the
businesses. More than $6 million was leveraged
through this partnership of TVA and the banks,
helping regional companies create 155 jobs.

economic development arena.
We wouldn’t be able to compete
without TVA at the table.”

—MIKE PHILPOT, executive director of the
West Tennessee Industrial Association
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summary analysis of results of operations and financial condition

The condensed financial information on the following pages is presented to the stakebolders of the Tennessee Valley
Authority as a review of TVA’s operations for the fiscal year ended September 30, 2002. It is not considered a
substitute for the full financial statements, inclusive of footnotes, which appear on pages 46 through 70 of the

2002 Information Statement. The 2002 Information Statement is an integral part of this annual report, and investors
should read the 2002 Information Statement in its entirely before making an investment decision.

General

TVA is a wholly owned corporate agency
and instrumentality of the United States,
established by Congress in 1933 primarily
to provide navigation, flood control, and
agricultural and industrial development,
and to promote the use of electric power
in the Tennessee Valley region. Its electric
power system is one of the largest in the
United States and is required to be self-
supporting from power system revenues
and from system financing. TVA is prima-
rily a wholesaler of power with three
primary customer groups including
distributors, industries and federal agencies.
In addition, TVA sells and buys power
through exchange power agreements with
most of the surrounding electric systems.
No tax dollars fund TVA’s power system
and river-management functions.

The Tennessee Valley Authority serves

the people of the Tennessee Valley by
producing reliable, affordable electric

Key Objectives and Indicators

power, supporting sustainable economic
development and maintaining steward-
ship of the region’s natural resources.

A corporation of the federal government,
TVA operates like a business, using the
best practices of private enterprise to
achieve excellence in business operations
and public service.

Business Strategy

TVA’s strategic objectives for competing
in the energy market of the future
encompass excellence in operating per-
formance, leadership in economic devel-
opment and sensitivity to our stakehold-
ers’ needs. Critical success factors have
been developed and targets established to
reach our goals. TVA strives to:

= Improve life in the Tennessee Valley
through integrated management of the river
system and environmental stewardship

Generation Mix

(billions of kWh)
175

140

105

98 99 00 01 02

B Other
I Nuclear
I Fossil & Combustion Turbine

I 1 Hydo

Performance Results

MEASURE STRATEGIC OBJECTIVE INDICATOR 2002 2001

Customer Meet customers’ needs with Customer-connection-point interruptions 1.03 1.17
affordable, reliable electric power (interruptions per connection point)
Demonstrate leadership in Jobs added or retained 