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FINANCIAL

HIGHLIGHTS

A ND

STATISTICS

(Dollars in thousands)

2004

2003

Change

% Change

Net Assets Available for Benefits

Fixed Benefit Fund

Variable Annuity Fund

TVA Savings & Deferral Retirement Plan [401(k) Plan]
Total

Contributions

Employer (all funds)

Employee (all funds)

Benefits Paid (all funds)

Accumulated Benefit Obligation (Fixed Benefit Fund)

Number of Active Members

Number of Retirees

$ 6,415,478
239,955
1,056,096

$ 7,711,529

$ 37,900
$ 106,216

$ 448,433
$ 6,592,600
12,590

22,154

$5,929,844
243,543
944,603
$7,117,990

§ 14885
§ 100259
$ 394,088
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13,171

21,578

$ 485,034
(3,588)
111,493

$ 593,539

$ 23015
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FIXED BENEFIT FUND

Market Value of Assets and Liabilities, and Funded Ratio

(in thousands)
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401(K) PLAN CONTRIBUTIONS
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TO OUR MEMBERS

he TVA Retirement System Board of Directors is pleased to provide you with the System’s 2004

Annual Report. After two years of negative returns in 2001 and 2002, our investment portfolio has

appreciated substantially in value. The combined market value of the System’s assets at September

30, 2004, was $7.7 billion, which includes the Fixed Benefit Fund, the Variable Annuity Fund, and
the TVA Savings and Deferral Retirement Plan [401(k) Plan]. The market value of the Fixed Benefit Fund was
$6.4 billion as compared to the previous year’s $5.9 billion. This year, investments earned approximately
$811 million representing a 13.5 percent return, compared to fiscal year 2003’s return of 23 percent.

The Retirement System’s policy is to stay fully invested and well diversified with 40 percent of the portfolio
in fixed income securities and 60 percent in equities. The portfolio is currently invested by 23 money
management firms that have been strategically selected by the Board to achieve specific objectives within
their areas of expertise. The System’s funding ratio of assets to liabilities stands at 97 percent as of
September 30, 2004, up from 93 percent the previous fiscal year ended September 30, 2003. The Board’s
goal is to maintain a funding ratio greater than 100 percent. This is a challenging goal with volatile capital
markets, sizable obligations, and annual benefit payments of nearly $400 million.

We are pleased with the investment results for this past year given the opportunities presented by the
capital markets, and I can assure you the TVARS Board will continue to explore investment strategies
that possess the highest probability of success within reasonable risk parameters.

In addition to the financial performance of the System, there were several noteworthy activities that
occurred in 2004:

The TVARS Board approved a 2.42 percent cost-of-living increase in the monthly
pension and the supplemental benefits payable to eligible retirees and beneficiaries
for 2005.

The TVARS Board approved a 6 percent annual interest rate credit to participants’
accounts in the Cash Balance Benefit Structure for calendar year 2005.

The TVARS Board, based upon recommendation of the System’s actuary,
approved and recommended to the TVA Board a TVA contribution of $53 million
to the System for fiscal year 2005. The TVA Board approved this amount.

The TVARS Board approved a plan to gradually reduce the annual rate of interest
credited and to limit annual contributions to be credited to the Fixed Annuity
Fund. These changes will enhance the financial security of the System.

The TVARS Board approved amendments to provide System credit for certain lump-sum
payments made by TVA to employees in lieu of base wage or salary increases for fiscal
year 2005 to be included in employees’ compensation for purposes of calculating
pension benefits and TVA matching contributions.

Floyd Johnson was re-elected by the System membership to serve as Board director
for the term ending October 31, 2007.

The TVARS Board selected TVA retiree Clem Schonhoff as the seventh director of
the TVARS Board. Clem’s term will run through October 31, 20006.

In a continuing effort to provide better services to our members, the TVA Board
and the TVARS Board have approved several 401(k) Plan enhancements for 2005.

In closing, thank you for the trust and confidence you continue to place in the TVARS Board. We are honored
to work on your behalf.

For the Board,

ol e

Floyd J. Johnson
Chairman
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PLAN

SUMMARY

Currently one of the largest pension plans in the world, the TVA Retirement System provides
retirement, disability, and death benefits for approximately 35,000 employees and retirees.

Established in 1939, the TVA Retirement System (System)
is a defined benefit plan (Plan) covering most full-time
and part-time annual employees. The System is a separate
legal entity from TVA and is under the control and direc-
tion of a seven-member Board of Directors. Three of the
directors are appointed by TVA, and three are elected by
and from the membership. A seventh director is selected
by the other six. The System Board also has responsibility
for administration of a defined contribution plan, the TVA
Savings and Deferral Retirement Plan [401(k) Plan].

TVA contributes to the System such amounts as are necessary
on an actuarial basis to provide the System with assets
sufficient to meet TVA-financed benefit obligations to be
paid to members. While members are not required to
make contributions to the System, certain members first
hired before implementation of the Cash Balance Benefit
Structure, described below, are eligible to make voluntary
contributions to the System’s Fixed and/or Variable
Annuity Funds. Members can also contribute to the 401(k)
Plan, and TVA makes matching contributions to that plan.

RETIREMENT BENEFITS

A member’s retirement benefit consists of a pension
derived from TVA’s contributions and earnings on Plan
assets and a Social Security benefit derived from both
TVA’s and the member’s contributions. A member’s retire-
ment benefit may also include an annuity and/or a lump-
sum benefit derived from the member’s contributions to
the Fixed and/or Variable Annuity Funds and the 401(k)
Plan. The pension plus the annuity, if applicable, com-
pose the TVA Retirement System retirement allowance. In
addition, a supplemental benefit is provided to eligible
retirees that may be used to help with the cost of medical
insurance.

ORIGINAL BENEFIT STRUCTURE

The pension from the Original Benefit Structure is based
on the member’s years (to the nearest month) of cred-
itable service, highest average base pay during any three
consecutive years of creditable service, and a pension
factor, less a Social Security offset.

Creditable service is the length of time spent as a member
of the System. It also includes any annual leave forfeited

after January 1, 1980, and, at the member’s election, the
total balance of any unused sick leave. Leave is counted
hour for hour for the first 1,000 hours and 2 hours for each
hour in excess of 1,000 hours (2,080 hours equates to one
year of creditable service). Forfeited annual leave and
unused sick leave may be used in determining both the
amount of the benefit and the eligibility for retirement.
Creditable service may also include previous periods of
membership in the System, certain military service, and
some periods of leave without pay.

Members with at least five years of creditable service who
are at least attained age 55 are always eligible to receive
an immediate benefit. Vested members less than attained
age 55 may also receive an immediate benefit unless they
are terminated for cause. Members who are at least actual
age 45 at retirement and whose age plus creditable service
equals 80 or more receive the maximum pension factor of
1.3 percent. Vested members who are at least attained age
60 at the time they begin to receive their pension also
receive the maximum pension factor even if they do not
have 80 points.

CASH BALANCE BENEFIT STRUCTURE

The System implemented the Cash Balance Benefit
Structure for employees who became members on or
after January 1, 1996, with no prior Retirement System
membership. Employees rehired by TVA after a break in
service of 180 or more consecutive days and who have
previous service as participants in the Original Benefit
Structure are given an opportunity to participate in the
Cash Balance Benefit Structure when they are rehired or
at the time they become eligible for System membership.

The Cash Balance Benefit Structure provides a TVA-funded
pension benefit where an account is established for each
member. This account receives pay credits each pay period
equal to 6 percent of compensation, as well as interest
credits each month at the rate established by the Board
each January 1. The interest rate is determined by calculat-
ing the percentage change of the 12-month average of the
Consumer Price Index (CPD for the period ending the pre-
vious October 31 over the preceding 12-month period, plus
3 percent. The System has established a minimum annual
interest rate of 6 percent for interest credits. The annual
interest rate was 6 percent for fiscal years 2004 and 2003.
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Cash balance service is the length of time spent as a
member of the System. It does not include credit for
unused sick leave, forfeited annual leave, or pre-TVA
employment military service. Cash balance service may
include previous periods of membership in the System
and some periods of leave without pay.

Members with at least five years of cash balance service
who are at least actual age 55 are always eligible to
receive an immediate benefit. Vested members less than
actual age 55 may also receive an immediate benefit
unless they are terminated for cause.

SUPPLEMENTAL BENEFIT

If upon retirement a member meets the eligibility criteria,
the member will receive a supplemental benefit regardless
of the member’s benefit structure. This benefit is provided
to eligible retirees and eligible surviving spouses to help
with the cost of their medical insurance, although it is not
required to be used to pay for medical insurance.

LEVEL INCOME PLAN

Regardless of the member’s benefit structure, if a mem-
ber chooses the level income plan, the System will
increase the TVA pension payments until age 62, when
early Social Security payments can begin. When the
member reaches age 62, the level income plan increase
stops and the member’s TVA pension payments are
permanently reduced. To be eligible for the level income
plan, a member must be under age 62 and must have
earned enough quarters of Social Security coverage at the
time of retirement to be eligible for a Social Security
benefit at age 62.

ANNUITY AND 401(K) PLAN

During Employment

The annuity provides two after-tax investment options to
members, the Fixed Benefit Fund and the Variable
Annuity Fund. These funds are available to members who
are or have ever been participants in the Original Benefit
Structure unless they have transferred their annuity fund
balance(s) to the 401(k) Plan. The Fixed Benefit Fund
earns a specified rate of interest set by the System’s Board
of Directors. The interest rate was 10 percent for fiscal
years 2004 and 2003. The Variable Annuity Fund is
invested in the Dreyfus Basic S&P 500 Stock Index Fund.
Employees participating in the Variable Annuity Fund
purchase shares in the Dreyfus Basic S&P 500 Stock Index
Fund, which is invested in the stocks of companies
included in the S&P 500 Composite Stock Price Index.

SUMMARY

Members are also permitted to transfer their contributions
between the Fixed Benefit Fund and the Variable Annuity
Fund once per calendar month and may, at any time during
employment, transfer their entire balance to the 401(k) Plan.
Members who transfer their balance to the 401(k) Plan are
no longer eligible to contribute to the Fixed Benefit Fund or
the Variable Annuity Fund. Upon retirement, those who first
became members before January 1, 1996, may transfer all or
any portion of their after-tax balance(s) in the 401(k) Plan
to the System to receive monthly payments.

In addition, members may elect to participate in the
401(k) Plan on a before- and/or after-tax basis. TVA pro-
vides 401(k) Plan employer matching contributions for
participating members. The amount of this match for Cash
Balance Benefit Structure participants is 75 cents on every
dollar contributed on a before- and/or after-tax basis up
to a maximum of 4.5 percent of fiscal year-to-date earn-
able compensation. The amount of this match for Original
Benefit Structure participants is 25 cents on every dollar
contributed on a before- and/or after-tax basis up to a
maximum of 1.5 percent of fiscal year-to-date earnable
compensation. Members are vested in the TVA matching
contributions after three years of actual Retirement System
service. During employment, members are also permitted
to roll over funds from certain other retirement plans and
IRAs. Investment options available through the 401(k)
Plan have varying degrees of risk and potential return.

In calendar year 2004, contributions to the Fixed Benefit
Fund, Variable Annuity Fund, and 401(k) Plan could not
exceed the lesser of $41,000 or 100 percent of calendar
year-to-date compensation. Additionally, before-tax con-
tributions could not exceed the annually published IRS
maximum ($13,000 for 2004). Employees who were age 50
or older were allowed to contribute an additional before-tax
amount, allowing them to “catch up” on their retirement
savings. For 2004, the catch-up amount was $3,000 over
and above contribution limits and could not begin until the
before-tax contribution limit was reached. These before-tax
limits will increase annually according to the Economic
Growth and Tax Relief Reconciliation Act of 2001.

After Retirement

A member may receive a monthly annuity payment from
the Fixed Benefit Fund, the Variable Annuity Fund, or
both. Annuity payments from the Fixed Benefit Fund are
based on a specified rate of interest set by the System’s
Board of Directors. Members who elect to receive an
annuity payment from the Variable Annuity Fund will
have their shares in the Dreyfus Basic S&P 500 Stock
Index Fund redeemed and the proceeds used to purchase
units in the Variable Annuity Fund. The monthly annuity
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payments will vary based on the value of these units. The
investment strategy of the Variable Annuity Fund is the
same as the Dreyfus Basic S&P 500 Stock Index Fund.
Retired members may elect to transfer their entire annuity
balance between the Fixed Benefit Fund and the Variable
Annuity Fund once per calendar year.

SOCIAL SECURITY

A retired member may be eligible to receive Social
Security benefits at age 62, or earlier for disability. The
Social Security Administration determines eligibility for
Social Security benefits.

SURVIVOR OPTIONS

At Retirement

A member decides whether to take the maximum monthly
retirement allowance during the member’s lifetime, with
nothing payable after death, or to take a reduced amount
and provide benefits for a survivor.

All of the many survivor options are the actuarial
equivalent of the maximum retirement allowance.
Married members who first become members of the
System after January 1, 1990, must designate their spouse
as beneficiary to receive a survivor benefit as specified by
the Rules and Regulations of the Retirement System
(Rules) governing the defined benefit plan, or receive
their spouse’s written consent to select a different survivor
option at retirement.

After Retirement

Retirees who marry or remarry after commencement of
their retirement allowance may elect to designate their
new spouse for either a 50 percent or 100 percent sur-
vivor benefit.

Retirees have 90 days from the date of such marriage or
remarriage to elect this second survivor benefit. This
election and actuarial reduction to the retirement benefit
would be effective the first day of the month following
the first anniversary of the marriage or remarriage.
Previous survivor benefit elections remain in effect for
any designated beneficiary whose life expectancy has
been used as a factor in determining the amount of the
retiree’s benefit.

DISABILITY BENEFITS

A vested member may be retired on disability retirement if
it is determined that the member cannot be continued in the
present position because of a physical or mental disability

SUMMARY

that is likely to be permanent and that there is no other TVA
position available for which the member is qualified and
can perform with the member’s medical restrictions.

DEATH BENEFITS

During Employment

The designated beneficiary or the estate of a member
who dies during employment will receive the member’s
accumulated contributions, if applicable, and a benefit
provided by TVA’s contributions.

After Retirement
Upon the death of a member after retirement, the benefits
payable (if any) depend upon the survivor option selected.

COST-OF-LIVING INCREASES

Eligible retirees receive cost-of-living increases on the pen-
sion portion of monthly benefits (exclusive of level income
plan) in January following any year in which the 12-month
average of the CPI exceeds by as much as 1 percent the
CPI average for the preceding year. The amount of the
adjustment is the percentage increase in the CPI, up to 5
percent in any one year. The System’s Board may, with the
approval of the TVA Board, apply an increase greater than
5 percent. The cost-of-living increase was 2.36 percent in
calendar year 2004 and 1.49 percent in calendar year 2003.

Eligible retirees and beneficiaries on the retirement payroll
on or before January 1 receive the cost-of-living increase.
If a member retires after January 1, that member’s pension
will be at least as much as it would have been on January 1
with the cost-of-living increase if the member was eligible
to retire on January 1.

The supplemental benefit will receive an annual cost-of-living
increase until it reaches the maximum as specified in the
Rules, at which time the cost-of-living increases will stop.

ADMINISTRATIVE EXPENSES
Plan assets of the Fixed Benefit Fund are used to pay for
all eligible administrative expenses.

DOMESTIC RELATIONS ORDER

The TVA Retirement System honors a Domestic Relations
Order (DRO) that assigns a portion of the member’s benefits
to a former spouse if the DRO complies with the System’s
DRO procedures. DROs otherwise in compliance with
those procedures are only effective if they are the result
of a marriage that was terminated by divorce or annulment
on or after January 1, 2003.
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The DRO procedures allow a lump-sum distribution to a
former spouse from a member’s existing Annuity Fund
and/or 401(k) Plan accounts. A DRO can also provide a
recurring monthly benefit to a former spouse which
begins upon the member’s receipt of monthly retirement
benefits. The payments continue only until the death of the
member or former spouse. Survivor benefits are determined
solely in accordance with System Rules and the member’s
beneficiary designations, and they cannot be affected in any
way by a DRO.

TAX STATUS

The Internal Revenue Service (IRS) has determined and
informed the System in March 2003 that the Plan and
the 401(k) Plan are designed in accordance with the
applicable sections of the Internal Revenue Code. The
401(k) and pension plans have been amended subse-
quent to the receipt of the latest IRS determination letter.
However, the Plan administrator and the Plan’s tax
counsel believe that the Plan is currently designed and
being operated in compliance with the applicable
requirements of the Internal Revenue Code. Therefore,
no provision for income taxes has been included in the
Plan’s financial statements.

SUMMARY

RISKS AND UNCERTAINTIES

The Plan and the 401(k) Plan provide for various mutual
fund investment options in stocks, bonds, and fixed income
securities. Mutual funds are exposed to various risks, such
as interest rate, market, and credit. Due to the level of risk
associated with certain investment securities and the level
of uncertainty related to changes in the value of investment
securities, it is at least reasonably possible that changes in
risks in the near term would materially affect participants’
account balances and the amounts reported in the statements
of net assets available for plan benefits.

SYSTEM TERMINATION

In the event the System is terminated, the net assets of the
Plan will be allocated generally to provide benefits in the fol-
lowing order: (1) benefits based upon members’ contributions,
(2) nonforfeitable benefits based upon TVA’s contributions,
and (3) if feasible, cost-of-living increases thereto.

This summary is intended to belp members understand the
System and its benefits under the defined benefit plan and the
401(k) Plan. The rules governing these plans, not this summary,
are used to determine the bengfits to which a member is entitled.
For additional information about your Retirement System
benefits, please contact Retirement Services at the location or

numbers listed on page 21 of this report.




CERTIFICATION OF FINANCIAL STATEMENTS

Randy A. Snyder, Robert J. Vaughn, and Patrick D. Brackett, individually certify that:
1. I have reviewed the Financial Statements of the Tennessee Valley Authority Retirement System.

2. Based on my knowledge, the information in the Financial Statements does not contain any untrue
statement of a material fact or omit to state a material fact necessary to make the statements made,
in light of the circumstances under which such statements were made, not misleading with respect
to the periods covered by the Financial Statements.

. Based on my knowledge, the Financial Statements and other financial information included in the
Annual Report fairly present in all material respects the financial condition, results of operations, and
cash flows of the Tennessee Valley Authority Retirement System as of, and for, the periods presented
in the Financial Statements.

. The other officers of the Tennessee Valley Authority Retirement System listed below and I are
responsible for establishing and maintaining disclosure controls and procedures for the Tennessee
Valley Authority Retirement System and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the Tennessee Valley Authority Retirement System is made known to us by others, particularly
during the period in which these Financial Statements are being prepared;

b) evaluated the effectiveness of the Tennessee Valley Authority Retirement System’s disclosure controls
and procedures as of a date within 90 days prior to the date of the Financial Statements; and

o) disclosed in the Financial Statements any change in internal control over financial reporting that
occurred during the year ended September 30, 2004, that has materially affected, or is reasonably
likely to materially affect, the Tennessee Valley Authority Retirement System’s internal control
over financial reporting.

. I and the other officers of the Tennessee Valley Authority Retirement System listed below have
disclosed, based on our most recent evaluation of internal control over financial reporting, to the
Tennessee Valley Authority Retirement System’s auditors:

a) all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the Tennessee Valley Authority
Retirement System’s ability to record, process, summarize, and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have

a significant role in the Tennessee Valley Authority Retirement System’s internal control over
financial reporting.

Date: February 24, 2005

/9\‘7 M@Oz Y %/ﬂgéf/ Z.-C.*CZ L/—T& — /g‘h/m@/v#

Randy A. Snyder Robert J. Vaughn Patrick D. Brackett
Executive Secretary Assistant Secretary Manager, Retirement Investments




REPORT OF INDEPENDENT AUDITORS

Board of Directors
Tennessee Valley Authority Retirement System

n our opinion, the accompanying statements of net assets available for benefits and the related state-

ments of changes in net assets available for benefits present fairly, in all material respects, the

financial status of the Tennessee Valley Authority Retirement System (the System) Fixed Benefit

Fund, the Variable Annuity Fund, and the TVA Savings and Deferral Retirement Plan at

September 30, 2004 and 2003, and the changes in its financial status for the years then ended in
conformity with accounting principles generally accepted in the United States of America. These finan-
cial statements are the responsibility of the System’s management; our responsibility is to express an opin-
ion on these financial statements based on our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the United States of America, which require
that we plan and perform the audit to obtain reasonable assurance about whether the financial state-
ments are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

Ior/'c.eu-qfwhwseCm,m LLP

PricewaterhouseCoopers LLP
Knoxville, Tennessee
February 24, 2005




FIXED BENEFIT FUND

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS FIXED BENEFIT FUND
September 30, 2004 and 2003 Net Assets Available For Benefits

(Dollars in thousands) 2004 2003 (in thousands)

Assets

Investments at fair value
Common and preferred stocks $ 3,770,512 $ 3,570,727
Corporate bonds 1,707,191 1,779,514 $7,000,000
Government bonds 493,526 315,977
Temporary investments 444,116 446,627
Limited partnerships 88,069 48403

Total Investments at fair value 6,503,414 6,161,248

Receivables
Securities sold 101,807 118,973
Dividends and interest 32,142 32,043 $4,000,000
Futures margin receivable 248 583
Other 1,553 381
Total assets 6,639,164 6,313,228
Liabilities
Accounts payable
Securities purchased 214,423 368,151
Investment fees payable 6,004 3,495 $1,000,000
Futures margin payable 401 9,985
Other 2,252 1,755)}
Total liabilities 223,68 383,38
Net Assets Available for Benefits $ 6,415,478 $ 5,929,844 95 96 97 98 99 00 01 02 03 04

$8,000,000

$6,000,000

$5,000,000

$3,000,000

$2,000,000

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

Fiscal Years Ended September 30, 2004 and 2003
(Dollars in thousands) 2004 2003
Investment Income

Net appreciation in fair value of investments $ 590,528 $ 972917
Interest 163,503 149,806

Dividends 46,597 43,293 FIXED BENEFIT FUND

Venture capital income 10,801 )
811,429 1,166,022 Annualized Rate of Return

Less investment expenses 28,934 21,188
782,495 1,144,834

15%

Contributions
Members 43,369 42278
Transfers from Variable Annuity Fund 34,115 18,746
TVA 21,758 0
Transfers from 401(k) Plan 7,623 4,874
106,865 65,398
Total increase 889,360 1,210,732

Benefits, Transfers, and Expenses
Retirement benefits 369,944 342,716
1Yr. 3Yr 5Yr.

Transfers to 401(k) Plan 12,282 8,865
Transfers to Variable Annuity Fund 8,642 4,881
Death benefits 4,634 4,837
Administrative expenses 4,221 4273
Withdrawals 4,003 2,933

Total benefits, transfers, and expenses 403,726 368,505

Net increase 485,634 842,227

Net Assets Available for Benefits
Beginning of year 5,929,844 5,087,617

End of year $ 6,415,478 $ 5,929,844

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




FIXED BENEFIT

NOTES TO FINANCIAL STATEMENTS
SIGNIFICANT ACCOUNTING POLICIES

GENERAL

The TVA Retirement System (System) is a defined benefit
plan (Plan) covering most full-time and part-time annual
employees. The System is administered and controlled by an
independent, seven-member Board of Directors that also
administers a defined contribution plan, the TVA Savings and
Deferral Retirement Plan [401(k) Plan]. The System provides
retirement, disability, and death benefits. There are two ben-
efit structures within the Plan: the Original Benefit Structure
and the Cash Balance Benefit Structure. New members hired
on or after January 1, 1996, with no prior Retirement System
membership, must participate in the Cash Balance Benefit
Structure. Employees who were members of the System as
of December 31, 1995, were given the opportunity to either
participate in the Cash Balance Benefit Structure or to remain
in the Original Benefit Structure.

There are two investment funds within the Plan: the Fixed
Benefit Fund and the Variable Annuity Fund. TVA contributes
to the Fixed Benefit Fund such amounts as are necessary on
an actuarial basis to provide the System with assets sufficient
to meet TVA-financed benefit obligations to be paid to
members. Participants in the Original Benefit Structure and
participants in the Cash Balance Benefit Structure who were
members of the System as of December 31, 1995, have a
choice of making contributions to the Fixed Benefit Fund,
the Variable Annuity Fund, or both. New members hired on
or after January 1, 1990, participating in the Cash Balance
Benefit Structure, are not eligible to contribute to the Fixed
Benefit Fund or the Variable Annuity Fund.

TVA’s contributions are deposited in the Fixed Benefit Fund.
Members’ contributions in the Fixed Benefit Fund were cred-
ited an annual rate of interest of 10 percent for the years
ended September 30, 2004 and 2003. Members’ contributions
to the Variable Annuity Fund are invested in a S&P 500 Stock
Index Fund. For participants in the Cash Balance Benefit
Structure, TVA provided matching contributions of 75 cents
on every dollar contributed to the 401(k) Plan on a before-
and/or after-tax basis, with maximum matching contributions
of 4.5 percent of fiscal year-to-date earnable compensation.
Participants in the Original Benefit Structure received
employer matching contributions of 25 cents on every dollar
contributed to the 401(k) Plan on a before- and/or after-tax
basis, with maximum matching contributions of 1.5 percent
of fiscal year-to-date earnable compensation.

Benefits are provided in the form of a pension funded by
TVA contributions and, if eligible, an annuity derived from
the members’ contributions. The Fixed Benefit Fund contains
assets for funding of both the pension and fixed annuity

FUND

with the net assets available for benefits being allocated
between members’ and TVA’s contributions (see note on
Net Assets Available for Benefits). The Variable Annuity
Fund is discussed in the Significant Accounting Policies
section which follows.

A more detailed description of contributions, benefits, vest-
ing, and funding is available from the TVA Retirement System.

BASIS OF ACCOUNTING
The Financial Statements are prepared on the accrual
basis of accounting.

VALUATION OF INVESTMENTS

Investments held in the Fixed Benefit Fund are stated at
fair value, which is determined by the Trustee of the fund
as follows: common stocks, preferred stocks, notes, and
commingled trust funds are stated at the last closing sale
price for securities listed on national exchanges or the last
bid price for securities traded over the counter. All invest-
ments such as bonds and temporary investments for
which there are no quoted prices are valued based on
market values of comparable securities.

During fiscal year 2001, the Board amended the asset allocation
policy to provide that 5 percent of the United States equity
allocation may be invested in private equity limited partnerships
or other similar alternative investments but not to include
holding title to real property. The 5 percent is measured as a
percentage of the total funds. The private equity limited part-
nerships and other similar alternative investments are reported
at market value, which is based on market quotations if avail-
able. For investments where no readily ascertainable market
value exists, funds are valued by independent appraisals or
investment management judgment.

The private equity managers recognize venture capital
income when they receive income or dispose of an invest-
ment. The net realized capital gains and income which
includes management fees and fund expenses is allocated
to the partners in proportion to their commitments.

DERIVATIVES

Investments are held in S&P 500 index futures, foreign
index futures, and commodity futures of approximately
$983 million in fiscal year 2004 and $904 million in fiscal
year 2003. These futures are held to generate earnings
and are valued at quoted market values with gains and
losses reflected in the Statements of Changes in Net Assets
Available for Benefits. The S&P 500 index futures amounted
to approximately $960 million consisting of 5,363 contracts
in fiscal year 2004 and $904 million with 3,640 contracts
in fiscal year 2003. The foreign index futures of approxi-
mately $11 million consisted of 124 contracts in fiscal year
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2004. The commodity futures are valued at approximately
$12 million in fiscal year 2004 with 319 contracts.

Options are held in foreign currency futures to reduce
loss due to changes in the exchange rates. The risk man-
agement liability of the foreign currency futures is approx-
imately $370 million in fiscal year 2004 and $94 million in
fiscal year 2003. The futures are related to the foreign
stocks and bonds portfolio of $1,216 million in fiscal year
2004 and $1,122 million in fiscal year 2003. The foreign
currency futures consisted of 4,422 contracts in fiscal year
2004 and 1,551 contracts in fiscal year 2003.

Options are also held in bond futures primarily to reduce
loss due to changes in interest rates. The risk management
asset of the bond futures is approximately $8 million in
fiscal year 2004 and $55 million in fiscal year 2003. The
bond futures are related to the $1.7 billion domestic fixed
income security portfolio in fiscal year 2004 and $1.8 bil-
lion in fiscal year 2003. The bond futures consisted of
2,751 U.S. Treasury bonds and notes futures contracts and
2,128 U.S. Treasury bonds and notes options contracts in
fiscal year 2004. In fiscal year 2003, there were 2,263 U.S.
Treasury bonds and notes futures contracts and 803 U.S.
Treasury bonds and notes options contracts.

CASH AND CASH EQUIVALENTS
The Plan considers all highly liquid securities with a matu-
rity of 5 months or less to be cash equivalents.

INVESTMENT INCOME

The Plan presents in the Statements of Changes in Net Assets
Available for Benefits the net appreciation (depreciation) in
the fair value of its investments which consists of the realized
gains or losses and the unrealized appreciation (depreciation)
on those investments. Dividend income is recorded on the
ex-dividend date, and interest income is recorded as earned
on an accrual basis.

MEMBER CONTRIBUTIONS

Eligible members may voluntarily contribute to either the
Fixed Benefit Fund, the Variable Annuity Fund, or both.
Federal income tax is deferred on earnings until annuity
payments start or withdrawals are made. Members are also
permitted to transfer their contributions between the Fixed
Benefit Fund and the Variable Annuity Fund once per cal-
endar month and may, at any time during employment,
transfer their entire balance to the 401(k) Plan. Members
who transfer their balance to the 401(k) Plan are no longer
eligible to contribute to the Fixed Benefit Fund or the
Variable Annuity Fund. Upon retirement, those who first
became members before January 1, 1996, may transfer all
or any portion of their after-tax balance in the 401(k) Plan
to the System to receive monthly payments.

FUND

EMPLOYER CONTRIBUTIONS

The funding method for the System is established solely
under the System’s Rules and Regulations (Rules). The stan-
dard funding method calls for TVA’s rate of contribution in
a fiscal year to be not less than the sum of the normal con-
tribution (the long-term annual weighted average cost of
benefits excluding cost-of-living adjustments), the accrued
liability contribution (an amortized portion of the System’s
deficit or surplus based on the value of benefits excluding
cost-of-living adjustments), and a cost-of-living contribution
(an amount to fund cost-of-living adjustments earned in the
past and presently payable).

Under the Rules, TVA may utilize a portion of a reserve
account consisting of contributions made by TVA in excess
of the minimum required under the Rules to offset the cost-
of-living contribution component of the standard funding
method. In addition, TVA’s contribution rate for a fiscal year
may be reduced or eliminated, upon the System Board’s rec-
ommendation, if the market value of the System’s assets
exceeds the present value of accrued System benefits on the
System’s last valuation date.

TERMINATION

In the event the System terminates, the net assets will be allo-
cated generally to provide benefits in the following order: (1)
benefits based upon members’ contributions (if applicable),
(2) nonforfeitable benefits based upon TVA’s contributions,
and (3) if feasible, cost-of-living increases thereto.

AMENDMENTS TO THE RULES

AND REGULATIONS

The Board approved some annuity fund changes effec-
tive in fiscal year 2005. Beginning January 1, 2005, the
Fixed Benefit Fund interest rate will be reduced from 10
percent to 9.5 percent. The Fixed Benefit Fund interest
rate will be reduced 50 basis points each year until it
reaches a rate established by the Board equaling the
expected rate of return on pension plan investments
minus 50 basis points.

Contributions to the Fixed Benefit Fund and/or Variable
Annuity Fund will be limited to $10,000 annually begin-
ning in calendar year 2005. Total contributions to the
Fixed Benefit Fund, Variable Annuity Fund, and 401(k)
Plan remain subject to the IRS limits of $42,000 in calen-
dar year 2005, excluding 401(k) catch-up contributions.

Wages and salaries, in determining pension benefits at
retirement, now include certain lump-sum payments
made in lieu of base wage or salary increases for fiscal
years 1998 through 2005. Wages and salaries also now
include lump-sum payments for certain TVA performance
incentive plans beginning in fiscal year 2000.
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ACTUARIAL ASSUMPTIONS

Accumulated benefits are those future periodic payments,
including single-sum payments, that are attributable under
the System’s provisions to the service members have ren-
dered and contributions members have made. Accumulated
benefits include benefits expected to be paid to (1) retired
or terminated members or to their beneficiaries, (2) benefi-
ciaries of members who have died, and (3) current members
or their beneficiaries.

Pension benefits under the System’s Original Benefit
Structure are based on members’ years (to the nearest
month) of creditable service, highest average base pay
during any three consecutive years of creditable service,
and a pension factor, less a Social Security offset.
Calculations of the accumulated pension benefits for active
employees are based on their average compensation dur-
ing the last three years ending on the valuation date.

Pension benefits under the System’s Cash Balance Benefit
Structure are based on pay credits and interest credits
which accumulate over the members’ cash balance serv-
ice. Pay credits accumulate at a rate equal to 6 percent of
members’ compensation, and interest is credited each
month at the rate established by the Board each January
1. The interest rate is determined by calculating the per-
centage change of the 12-month average of the Consumer
Price Index (CPD for the period ending the previous
October 31 over the preceding 12-month period, plus 3
percent. The System has established a minimum annual
interest rate of 6 percent for interest credits. The interest
rate was 6 percent in 2004 and 2003.

Benefits payable under all circumstances—retirement,
death, disability, and termination of employment—are
included to the extent they are deemed attributable to mem-
bers’ service rendered to the valuation date.

The actuarial present value of accumulated benefits is deter-
mined by the System’s Actuary, Mercer Human Resource
Consulting, and is that amount that results from applying actu-
arial assumptions to adjust the accumulated benefits to reflect
the time value of money (through discounts for interest) and
the probability of payment (by means of decrements such as
for death, disability, withdrawals, or retirement) between the
valuation date and the expected date of payment. The signif-
icant actuarial assumptions used in the valuations as of
September 30, 2004 and 2003 were:

A. Actuarial Cost Method — Projected unit credit method.
B. Life expectancy of participants — The 1983 Group
Annuity Table for 2004 and 2003.

FUND

Normal retirement age — 65 for 2004 and 2003.
Interest rate — 7.5 percent annually for 2004 and 2003.
Retiree cost-of-living increases — 2.5 percent annually
for 2004 and 2003.

In fiscal year 2004, the accumulated benefit obligation
considered the Board amendments for fiscal year 2005
where the Fixed Benefit Fund interest rate is lowered by
50 basis points each year until it reaches a rate estab-
lished by the Board equaling the expected rate of return
on pension plan investments minus 50 basis points and
the $10,000 contribution limit for the Fixed Benefit Fund
and/or Variable Annuity Fund. These changes reduced
the fiscal year 2004 accumulated benefit obligation by
$82 million.

Based on Plan experience, in fiscal year 2003 the additional
retirement decrement assumption for participants whose
age plus service is between 75 and 80 was lowered to 20
percent from 30 percent. The 1983 Group Annuity Table
was also adopted for the determination of member pension
and annuity benefits beginning in calendar year 2003.

The foregoing actuarial assumptions are based on the pre-
sumption that the System will continue. Were the System
to terminate, different actuarial assumptions and other fac-
tors might be applicable in determining the actuarial pres-
ent value of accumulated benefits.

TAX STATUS

The Internal Revenue Service (IRS) has determined and
informed the System in March 2003 that the Plan and the
401(k) Plan are designed in accordance with the applica-
ble sections of the Internal Revenue Code. The 401(k)
and pension plans have been amended subsequent to the
receipt of the latest IRS determination letter. However,
the Plan administrator and the Plan’s tax counsel believe
that the Plan is currently designed and being operated in
compliance with the applicable requirements of the
Internal Revenue Code. Therefore, no provision for
income taxes has been included in the Plan’s financial
statements.

MANAGEMENT ESTIMATES

The preparation of financial statements in conformity with
generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclo-
sure of contingent assets and liabilities at the date(s) of
the financial statements and the reported amounts of rev-
enues and expenses during the reporting period(s). Actual
results could differ from those estimates.
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ACCUMULATED BENEFITS
The estimated actuarial present value of accumulated benefits for the System
payable from the Fixed Benefit Fund is as follows:

September 30, 2004 and 2003

FUND

INVESTMENTS
The following summarizes the investments of the Fixed Benefit Fund:

September 30, 2004 and 2003

(Dollars in thousands) 2004 2003

(Dollars in thousands) 2004 2003

Vested benefits
Retired or terminated participants $ 3,929,700
Active participants 2,625,600
Total 6,555,300

$3,598,700
2,745,500
6,544,200

Nonvested benefits 37,300 28,400

Total estimated actuarial present
value of accumulated benefits
payable from the Fixed Benefit Fund  $ 6,592,600

$6,372,600

The changes in the estimated actuarial present value of accumulated
benefits payable from the Fixed Benefit Fund are as follows:

Fiscal Years Ended September 30, 2004 and 2003

(Dollars in thousands) 2004 2003

Estimated actuarial present value
of accumulated benefits payable
from the Fixed Benefit Fund

at beginning of year

$ 6,372,600  $6,351,200

Increase during the year
attributable to:
Additional benefits accumulated

and actuarial gains and losses 221,600 220,300

Change in assumptions (82,000) (307,900)

Interest due to decrease

in the discount period 463,600 463,000

Benefits paid to participants (383,200) (354,500

Estimated actuarial present value
of accumulated benefits payable
from the Fixed Benefit Fund

at end of year

$ 6,592,600  §6,372,600

Common stocks, at fair value
Domestic
Equity futures contracts
Commingled funds
Technology
Financial
Consumer Non-Durables

$ 982,778 § 904,384
740,032 421,506
237,555 315,140
231,729 237,340
222,472 239,412

Health Care 176,712 207,263
Capital Goods 175,371 175,495
Energy 90,163 68,543
Basic Industries 79,135 46,075
Other 47,487 37,449
Transportation 35,158 23,814
Utilities 26,440 26,262
Consumer Durables 23,066 28,908
Foreign 682,655 807,952
3,750,753 3,539,543

Preferred stocks, at fair value 19,759 31,184

Limited Partnership 88,009 48,403

Bonds, at fair value

Domestic

U.S. Government
Industrial

477,549 300,000
464,725 601,278
Mortgage backed securities 257,572 380,600
Financial 252,314 270,076
Utilities 95,515 128,002
Asset backed securities 58,944 61,215
Other 33,076 19,493
Commingled funds 18,558 0
Convertible 9,316 20,356
Foreign 533,148 314,471
2,200,717 2,095,491

Temporary investments, at fair value
Cash and cash equivalents

Total Investments

444,116 446,627
$ 6,503,414  $6,161,248

During 2004 and 2003, the System'’s investments greater than 5 percent of the
total porifolio were as follows:

September 30, 2004 and 2003

(Dollars in thousands) 2004 2003

NET ASSETS AVAILABLE FOR BENEFITS
The net assets available for benefits are as follows:

September 30, 2004 and 2003

(Dollars in thousands) 2004 2003

Barclays Global Investors,

All Country World Index excluding

the United States Active

International Equity Fund $ 329,195 § 0
EB Stock Index Fund 0 331,131
Proprietary Fund 0 330,686
Total $ 329,195 § 0661817

Accumulation for benefits

and expenses $ 5,576,341  $5,091,192

Accumulated members’

contributions with interest 839,137 838,052

$ 6,415,478  $5929,844

Net assets available for benefits

During 2004 and 2003, the System's investmenis (including investments bought,
sold, as well as held during the year) appreciated or depreciated in value as follows:

September 30, 2004 and 2003

(Dollars in thousands) 2004 2003

Common and preferred stocks $ 494,185 § 744,276
Bonds 98,076 228,618
Limited partnerships (1,733) 23

$ 590,528 § 972917

Net appreciation




VARIABLE ANNUITY FUND

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS VARIABLE ANNUITY FUND
September 30, 2004 and 2003 Net Assets Available For Benefits
(Dollars in thousands) 2004 2003 (in thousands)

Assets $500,000
Investments at fair value $ 241,171 $ 243592

$450,000
Liabilities
Accounts payable
Net payable to the Fixed Benefit Fund 1,216 49
Total liabilities 1,216 49

$400,000

$350,000

$300,000
Net Assets Available for Benefits $ 239,955 $ 243,543

$250,000

$200,000

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS $150,000

Fiscal Years Ended September 30, 2004 and 2003
(Dollars in thousands) 2004 2003

Investment Income $50,000
Net appreciation in fair value of investments 29,305 $ 46450
Dividends 3,970 3812

33,275 50,262

$100,000

95 96 97 98 99 00 01 02 03 04

Contributions
Transfers from Fixed Benefit Fund 8,642 4,881 VARIABLE ANNUITY FUND
Members 4,894 5328 Annualized Rate of Return

Transfers from 401(k) Plan 110 15
13,646 10,224 12%
Total increase 46,921 60,486

10%
Benefits and Transfers

Transfers to Fixed Benefit Fund 34,115 18,746
Retirement benefits 13,250 11,818
Transfers to 401(k) Plan 2,203 876
Withdrawals 584 507
Death benefits 357 579

Total benefits and transfers 50,509 32,526

Net increase (decrease) (3,588) 27,960

Net Assets Available for Benefits
Beginning of year 243,543 215,583
End of year $ 239,955 § 243543

The accompanying noles are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS
SIGNIFICANT ACCOUNTING POLICIES

GENERAL

The Variable Annuity Fund is an investment option for eligible
members as part of the defined benefit plan (Plan). The
Employee Account is invested in the Dreyfus Basic S&P 500
Stock Index Fund. Members’ contributions purchase shares at
the net asset value of the fund on the date of contribution. If
members, upon retirement or termination from employment,
elect to withdraw the balance in their accounts, the shares in the
mutual fund will be redeemed and the proceeds will be paid.

When members retire and elect to receive a monthly annuity
benefit, their shares in the Dreyfus Basic S&P 500 Stock Index
Fund are redeemed and the proceeds are used to purchase
units in the Retiree Account. This account is invested in a
commingled trust fund with the underlying investment in
stocks included in the S&P 500 Stock Index. The value of
the members’ units fluctuates with the value of the net assets
in the Retiree Account. The units were credited 6 percent
interest units for the years ended September 30, 2004 and 2003.
The units are also reviewed annually by an actuarial valuation.

A more detailed description of investments, benefits, and
vesting is available from the TVA Retirement System.

BASIS OF ACCOUNTING
The Financial Statements are prepared on the accrual basis
of accounting.

AMENDMENTS TO THE RULES

AND REGULATIONS

Contributions to the Fixed Benefit Fund and/or Variable
Annuity Fund will be limited to $10,000 annually beginning
in calendar year 2005.

During fiscal year 2003, the Board adopted the 1983 Group
Annuity Table to be used for the actuarial unit valuation.

VALUATION OF INVESTMENTS

Investments held in the Variable Annuity Fund are stated at
fair value, which is determined by the Trustee of the fund as
follows: common stocks, mutual funds, and commingled trust
funds are stated at the last closing price for securities listed on
national exchanges or the last bid price for securities traded
over the counter.

INVESTMENT INCOME

The Plan presents in the Statements of Changes in Net Assets
Available for Benefits the net appreciation (depreciation) in
the fair value of its investments, which consists of the
realized gains or losses and the unrealized appreciation
(depreciation) on those investments. Dividend income is
recorded on the ex-dividend date, and interest income is
recorded as earned on an accrual basis.

ANNUITY

FUND

MEMBER CONTRIBUTIONS

Eligible members may voluntarily contribute to either the Fixed
Benefit Fund or the Variable Annuity Fund or to both. Federal
income tax is deferred on earnings until annuity payments start
or withdrawals are made. Members are also permitted to
transfer their contributions between the Fixed Benefit Fund and
the Variable Annuity Fund once per calendar month and may,
at any time during employment, transfer their entire balance to
the 401(k) Plan. Upon retirement, members may transfer all or
any portion of their after-tax balance in the 401(k) Plan to the
System to receive monthly payments. After retirement, members
may elect to transfer between the Fixed Benefit Fund and the
Variable Annuity Fund once per calendar year.

TAX STATUS

The Internal Revenue Service (IRS) has determined and
informed the System in March 2003 that the Plan and the TVA
Savings and Deferral Retirement Plan [401(k) Plan] are designed
in accordance with the applicable sections of the Internal
Revenue Code. The 401(k) and pension plans have been
amended subsequent to the receipt of the latest IRS determina-
tion letter. However, the Plan administrator and the Plan’s tax
counsel believe that the Plan is currently designed and being
operated in compliance with the applicable requirements of the
Internal Revenue Code. Therefore, no provision for income
taxes has been included in the Plan’s financial statements.

TERMINATION

In the event the System terminates, the net assets will be
allocated generally to provide benefits based upon members’
pro rata share of the fund.

INVESTMENTS

For the years ended September 30, 2004 and 2003, the
investments of the Variable Annuity Fund consisted entirely of
S&P 500 index common stock funds.

At September 30, 2004 and 2003, the investments by account (which also were
grealer than 5 percent of lolal invesiments) were as follows:

(Dollars in thousands) 2004 2003

Employee Account
Dreyfus Basic S&P
500 Stock Index Fund
Retiree Account
Commingled Index Funds
Total Investments

$ 125,934

115,237
$ 241,171

$ 137,857

105,735
§ 243,502

MANAGEMENT ESTIMATES

The preparation of financial statements in conformity
with generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date(s)
of the financial statements and the reported amounts of
revenues and expenses during the reporting period(s).
Actual results could differ from those estimates.




TVA SAVINGS AND DEFERRAL
RETIREMENT PLAN [401(K) PLAN]

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS 401(K) PLAN
September 30, 2004 and 2003 Net Assets Available For Benefits

(Dollars in thousands) 2004 2003 (in thousands)

Assets
Investments at fair value
Equity funds $ 789,518 $ 679,731
Bond funds 248,980 248,984 $1,000,000
Participant loans 17,598 15,888

$1,100,000

00,000
Net Assets Available for Benefits $ 1,056,096 $ 944,603 $900,

$800,000

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS $700,000
Fiscal Years Ended September 30, 2004 and 2003
(Dollars in thousands) 2004 2003

Investment Income 00.000
Net appreciation $ 64,890 $ 123,201 $500,
Interest and dividends 21,417 17,140

$600,000

$400,000

Contributions
Members 57,953 52,653 $300,000
TVA 16,142 14,885
Transfers from annuity funds 14,485 9,741

Total increase 174,887 217,620 $200,000

Benefits, Withdrawals, and Transfers $100,000
Benefits and withdrawals 55,661 30,698
Transfers to annuity funds 7,733 4,889
Total benefits, withdrawals, and transfers 63,394 35,587 95 96 97 98 99 00 01 02 03 04
Net increase 111,493 182,033

Net Assets Available for Benefits
Beginning of year 944,603 762,570
End of year $ 1,056,096 $ 944,603

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

401(K) PLAN ASSET ALLOCATION
(September 30, 2004)

Domestic Stocks 65%
Managed Income Pool I  18%
Fixed Income 6%
Brokerage Account 4%
Freedom Funds 4%

International Stocks 3%
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RETIREMENT

NOTES TO FINANCIAL STATEMENTS
SIGNIFICANT ACCOUNTING POLICIES

GENERAL

The TVA Savings and Deferral Retirement Plan [401(k)
Plan] is a defined contribution plan for members of the
System funded by members’ after-tax contributions
and before-tax salary deferrals. Additionally, eligible
members receive matching contributions. Investment
options for the after-tax, before-tax, and matching
contributions are comprised of over 200 eligible funds. A
detailed description of the 401(k) Plan and the various
investment options offered is available from the TVA
Retirement System.

BASIS OF ACCOUNTING
The Financial Statements are prepared on the accrual
basis of accounting.

AMENDMENTS TO THE PROVISIONS

OF THE 401(K) PLAN

During fiscal year 2003, the Provisions were amended to
allow a lump-sum distribution when the participant is no
longer employed by TVA and the account balance is less
than $5,000.

Employees who are age 50 or older were allowed to
contribute a “catch up” on their 401(k) plan in compliance
with the 2001 Economic Growth and Tax Relief
Reconciliation Act. The calendar year 2004 limit was
$3,000 and was a before-tax deduction. In calendar year
2003, the limit was $2,000.

In fiscal year 2004, the Provisions were also updated to
include the definition of wages and salaries in
calculating 401(k) Plan matching contributions. TVA
matching contributions are now made on certain lump-
sum payments made in lieu of base wage or salary
increases for fiscal year 2005 as well as on base wage
and salary. Matching contributions are also now made
on lump-sum payments for certain TVA performance
incentive plans beginning in fiscal year 2000.

VALUATION OF INVESTMENTS

The value of mutual fund shares is stated at fair value
based on the net asset value per share at the end of each
plan year. The Managed Income Pool II investments are
stated at cost plus accrued interest which approximates
fair value. Other investments are stated at the last closing
sale price for securities listed on national exchanges or the
last bid price for securities traded over the counter.

PLAN

AND DEFERRAL
[401 (k)

PLAN ]

INVESTMENT INCOME

The 401(k) Plan presents in the Statements of Changes in
Net Assets Available for Benefits the net appreciation
(depreciation) in the fair value of its investments which
consists of the realized gains or losses and the unrealized
appreciation (depreciation) on those investments. Dividend
income is recorded on the ex-dividend date, and interest
income is recorded as earned on an accrual basis.

CONTRIBUTIONS

Aftertax

Contributions, subject to certain limitations, may be made
by payroll deductions, cash payment, or transfer from
other funds into the 401(k) Plan. A member may increase,
decrease, transfer, or stop contributions at any time.

Before-tax

Salary deferrals are made through payroll deductions
only. A member may increase, decrease, transfer, or stop
contributions at any time.

Matching

Cash Balance Benefit Structure participants who contributed
to the 401(k) Plan received employer matching contributions
equal to 75 cents on every dollar contributed to the 401(k)
Plan on a before- and/or after-tax basis, with maximum
matching contributions of 4.5 percent of fiscal year-to-date
earnable compensation. Participants in the Original Benefit
Structure received employer matching contributions of
25 cents on every dollar contributed on a before- and/or
after-tax basis, with maximum matching contributions of
1.5 percent of fiscal year-to-date earnable compensation.

In calendar year 2004, total contributions to the Fixed
Benefit Fund, Variable Annuity Fund, and 401(k) Plan may
not exceed the lesser of $41,000 or 100 percent of calendar
year-to-date compensation.

WITHDRAWALS

Aftertax

Members are permitted to withdraw from any or all of the
funds in the 401(k) Plan at any time. Upon retirement,
participants in the 401(k) Plan who first became members
of the System prior to January 1, 19906, are also permitted to
transfer their funds to the System to receive monthly
annuity payments.

Before-tax

Federal income tax rules restrict withdrawals from the
401(k) Plan while the member is still employed except for
the following situations:
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e If the member is over age 59, salary deferral
contributions may be withdrawn at any time.

If the member is under age 59Y, salary deferral
contributions may be withdrawn only upon the
Retirement System Board’s approval and only upon a
showing of financial hardship. Generally, the only
financial needs considered to meet the definition of
hardship are: (1) certain deductible medical expenses;
(2) purchase of a principal residence; (3) post-
secondary tuition and related educational fees; or (4)
payments necessary to prevent eviction from or
foreclosure on the participant’s principal residence.

Members may receive the full balance of their funds upon
retirement, disability, death, or termination, except that a
retiree may defer distribution until no later than April 1 of the
calendar year after the year in which he or she reaches age
70%. In addition, members may choose, after termination, to
receive periodic installment payments from their balance.

VESTING

Participants who contribute to the 401(k) Plan are
immediately vested in their own contributions and
become vested in their matching contributions upon
completion of three years of actual service. Actual service
is defined as the length of time spent as a member of the
TVA Retirement System, not including credit for unused
sick leave, forfeited annual leave, or pre-TVA employment
military service. Upon completion of this service
requirement, a member may withdraw matching
contributions only upon retirement, disability, or
termination of TVA employment. Upon death, matching
contributions may be withdrawn without regard to the
vesting requirement.

FORFEITURES

If a participant ceases to be an employee for any reason
other than death prior to completing three years of actual
service, the entire amount of that participant’s matching
contributions account is forfeited as of the termination
date. Forfeitures are used to reduce TVA’s matching
contributions to the 401(k) Plan for the plan year in which
forfeitures occur. The amount of forfeitures that reduced
TVA’s matching contributions totaled $284,175 in fiscal
year 2004 and $143,362 in fiscal year 2003.

LOANS

With certain limits, the 401(k) Plan permits loans to
participants. Members may borrow a percentage of their
account balance (maximum $50,000) for up to 5 years, or
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10 years if the loan is to be used to purchase a primary
residence. The loan interest rate is the Prime Rate plus
1 percent, with the interest rate at September 30, 2004, at
5 percent. Such interest is credited directly to the account
of the member.

TAX STATUS

The Internal Revenue Service (IRS) has determined and
informed the System in March 2003 that the Plan and
the 401(k) Plan are designed in accordance with the
applicable sections of the Internal Revenue Code. The
401(k) and pension plans have been amended subse-
quent to the receipt of the latest IRS determination letter.
However, the Plan administrator and the Plan’s tax
counsel believe that the Plan is currently designed and
being operated in compliance with the applicable
requirements of the Internal Revenue Code. Therefore,
no provision for income taxes has been included in the
Plan’s financial statements.

TERMINATION

In the event the 401(k) Plan terminates, the net assets will
be distributed to members in proportion to their respective
accounts in the 401(k) Plan. In the event the 401(k) Plan
terminates, payment of nonforfeitable benefits based on
contributions to participants’ accounts will be assured.

MANAGEMENT ESTIMATES

The preparation of financial statements in conformity with
generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date(s)
of the financial statements and the reported amounts of
revenues and expenses during the reporting period(s).
Actual results could differ from those estimates.

During 2004 and 2003, the 401(k) Plan’s investments (including
investments bought, sold, as well as held during the year) appreciated or
depreciated in value as follows:

September 30, 2004 and 2003

(Dollars in thousands) 2004 2003

Equity Funds $ 64,910 $123,049
Bond Funds (20) 152

Net appreciation $ 64,890 $123,201
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The net assels of all investment options as of September 30, 2004 and 2003 are as follows:

(Dollars in thousands)

2004

2003

Equity Funds
Equity Funds Over 5% of Total Portfolio
Fidelity Magellan
Fidelity Growth Company
Fidelity Equity Income Fund T

Equity Funds Under 5% of Total Portfolio
Fidelity Contrafund

Brokerage Link Fund*

Fidelity Dividend Growth

Fidelity Low Price Stock Fund

Fidelity Puritan Fund

Fidelity Growth & Income Fund

Fidelity Over The Counter Portfolio
Janus Worldwide Fund

Fidelity Freedom 2010 Fund

Fidelity U.S. Equity Index Fund

Fidelity Freedom 2020 Fund

Fidelity Freedom 2030 Fund

Fidelity Diversified International Fund
Fidelity Balanced Fund

Fidelity Freedom 2000 Fund

Fidelity Leveraged Company Stock Fund
Fidelity Blue Chip Growth Fund

Fidelity Mid-Cap Stock Fund

Fidelity Trend Fund

Credit Suisse Warburg Pincus Emerging Growth Fund
Fidelity Equity Income Fund TI
Oakmark Select [

Fidelity Select Gold

Oakmark Equity and Income

Fidelity Freedom Income Fund

Fidelity Value Fund

Fidelity Fifty Fund

Fidelity Small Capital Stock Fund

Other Equity Funds

Total Equity Funds
Bond Funds

Bond Funds Over 5% of Total Portfolio
Fidelity Managed Income Pool II

Bond Funds Under 5% of Total Portfolio

Fidelity Retirement Government Money Market Portfolio
PIMCo Total Return

Fidelity U.S. Investments - Government Securities Fund, L.P.
Other Bond Funds

Total Bond Funds
Participant Loans - 5% Interest Rate at September 30, 2004
Net Assets Available for Benefits

$ 224,604
84,459
77,764

42,661
39,208
30,041
29,746
27,343
26,367
24,220
18,234
17,332
17,173
11,975
8,076
7,041
6,027
5,024
4,622
3,835
3,790
3,783
3,221
3,097
3,003
2,891
2,871
2,484
2,076
1,931
1,925

52,694

789,518

188,024

37,370
12,233
1,976

9,377

248,980
17,598
$ 1,056,096

§ 211,114

79,398
08,450

34,392
36,131
28,161
18,452
24,211
23,732
25,013
18,900
13,755
14,778
8,389
5573
3,886
3,948
5,239
1,609
3,843
3,066
3,548
2,758
2,564
2,220
2,014
1,174
1,772
825
1,783
880
28,153

679,731

188,096

37,389
13,144
2,577
7,778

248,984
15,888
$ 944,603

* The brokerage account option is not a mutual fund. The brokerage account option allows participants lo purchase individual securities or other

mutual funds not offered as one of the core 401(k) Plan investments.




CONTACT INFORMATION

MAILING ADDRESS
TVA Retirement Services
400 West Summit Hill Drive
ET 8B-K
Knoxville, TN 37902-1499

E-MAIL ADDRESS

retsves@tva.gov

MAIN PHONE NUMBER
Retirement Representative
865-632-2672
800-824-3870 (toll-free)

Monday through Friday
8:00 a.m. to 4:45 p.m. (Eastern)

AUTOMATED PHONE NUMBER
Retirement Information Voice System
865-632-7575
800-734-3275 (toll-free)

TTY PHONE NUMBER
TTY for the Hearing Impaired
865-632-7576

Monday through Friday
8:00 a.m. to 4:45 p.m. (Eastern)

FAX NUMBER
805-632-8591
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