Jean Friley
Tennessee Valley Authority
400 W. Summit Hill Drive, WT7
Knoxville, TN 37902-1499
May 8, 2007

Re: Comments on TVA 2007 Draft Strategic Plan
Dear TVA Board,

These comments are offered on behalf of the Tennessee Chapter of the Sierra Club’s
Energy Committee. Our 7,000 Chapter members are Tennessee residents and receive electricity
for their homes and businesses from your distributors. Nationally the Club has taken the lead on
working for “Smart Energy Solutions” to reverse the damage that greenhouse gas emissions are
doing to our atmosphere and our climate.

In 1995, after 18 months of work, TVA adopted the “Energy Vision 2020" strategic plan.
This plan was both a Programmatic Environmental Impact Statement and an “Integrated
Resource Plan” for the future to the year 2020. The goal of Energy Vision 2020 was to:
“identify, with extensive public involvement, long and short term actions TVA can take to
provide flexible, competitive energy choices.”

Energy Vision 2020 was prepared following TVA’s abandonment of the build out of
nuclear plants. It followed from the recognition that the commitment to nuclear plants had
burdened TVA with billions in debt and huge cost overruns. These problems and many public
safety concerns, quality of construction and operation issues, had resulted in a loss of
Congressional and public support.

The Energy Vision 2020 process included full scale TVA staff studies, consultation with
outside experts, a community advisory panel which included representation of ratepayers,
distributors and environmentally concerned citizens and organizations, numerous and
widespread public hearings. The final plan included a full volume of written comments from the
public and other stakeholders.
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We respectfully submit that the draft proposed 2007 strategic plan significantly revises
and, in some cases reverses, the Energy Vision 2020 policies without adequate analysis. The
truncated timetable and limited opportunity for public and other stakeholder input for your 2007
draft strategic plan is unwise and undermines the public respect and support TVA must have as
it seeks more ratepayer, federal, and investor dollars to finance its response to the future.

The 2004 Strategic Plan was a prior TVA Board’s response to the requirements of the
Government Performance and Results Act (GPRA). TVA committed to a more rapid pay off of
debt and the avoidance of major new investments in generation facilities. Significantly, the draft
2007 plan suggests that TV A is abandoning its commitments to Congress, the Government
Accountability Office, and the Office of Management and Budget. Compare:
http://www.whitehouse.gov/omb/expectmore/detail/10000432.2002.html

Bringing Browns Ferry Nuclear Unit 1 on-line was in the 2004 plan but there was no
mention of completing Watts Bar 2. This major deviation from publicly declared plans, with
only the slightest bow to external and ratepayer input in the mandatory Environmental Impact
Statement process, undercuts public confidence in TVA.

We urge the Board to step back from the sketchy draft strategic plan and take the kind of
“hard look™ as would befit a revised Programmatic Environmental Impact Statement. Energy
Vision 2020 doubtless needs up-dating, as much has changed since 1995. We believe the Board
should start with the lessons learned in the implementation (or lack thereof) of Energy Vision
2020. The public should be fully informed and involved.

Most important, TVA must expand and improve its explicit commitments, made in
Energy Vision 2020 and more recently, to installation of renewable energy generation, reduced
and cleaner use of coal, and avoidance of investment in more nuclear plants.

The draft 2007 Plan is unfortunately, a “business as usual” document. “Business as
usual” must give way the need to reduce carbon emissions as soon and as rapidly as possible.
We are dismayed that the “environment” section of TVA’s Mission Statement has not been
amended to recognize the protection of the atmosphere from additional greenhouse gases is a
primary concern.

TVA has not even modernized its environmental mission statement to include clean air
or the need to reduce demands for fresh water in it powder generation plants.

TVA should join it what it acknowledges is the “nation’s priority” to reduce
environmental impacts from power generation “particularly global warming.” Sadly the 2007
first draft plan has no specifics and or measurable goals for reducing greenhouse gases from
TVA operations.
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The draft plan does not reflect what TVA could learn from its own history. At the time
of the 1995 Energy Vision 2020 plan, TVA had abandoned its nuclear plant build up it. It solved
energy supply needs to a large extent by reducing demand. Electricity consumers rose to the
occasion and embraced efficiency and conservation. To the extent demand, and particularly
peak demand was reduced, TV A avoided substantial costs of additional power both by foregoing
peak power generation from expensive fuels like natural gas or importation of power.

Initially, the 2007 draft plan appears to poorly analyze the growth in demand. The chart
of capacity vs. peak load shows that reducing peak load is likely a better strategy than expanding
total capacity to meet the peak load.

The 2% per year increase in peak load demand is inconsistent with the Energy
Information Administration projections of increases in demand and with projections for
population and economic growth in the next decade. See EIA’s “Annual Energy Outlook 2007.”
The TV A draft plan offers no explanation or support for th 2% per year projection.

Moreover, as the North American Electric Reliability Council has observed:

“The historical record contains many short-term periods where economic
growth has been above and below the long-run trend. These alternating periods of
recession and expansion — the business cycle — should not be used to project
the long-run demand conditions for energy and demand. To do so would result in
temporary periods of excessive growth or decline being used to determine the
appropriate type and level of long-run capacity investment.” (U.S Actual Peak
Demand Divergence from Projected Demand — 1995 ! 1999 Study, Load
Forecasting Working Group of the Planning Committee (June, 2001).

TVA could reduce demand by 30% were it to require TVA commercial and industrial
ratepayers apply conservation and efficiency measures amply available at the present time.
Disincentive to waste built into a revised TVA pricing system could quickly demonstrate the
value of efficiency and conservation in manufacturing processes, refrigeration, space heating and
cooling, lighting and many other areas.

As the highest per capita residential users of electricity in the nation, we Tennesseans
could use a lot of help from TV A in quickly moving to more efficient passive solar and well
insulated building shells, appliances (including ground coupled heat pumps), and lighting.

TVA should look to California’s experience in energy conservation. California was
among the most frugal states in the country in terms of per-capita energy use. From the 1970s
through the early 1990s, the average California resident used 40 percent less electricity than the
average American. After energy shortages from a failed experiment in electric supply
deregulation and fraud by Enron, California has returned to policies and programs which
demand conservation and renewable generation. Since 2001, California has devised a new
framework of utility regulations that place greater emphasis on efficiency than ever before.
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Through 2008, utility companies plan to spend $2 billion -- a record for any state -- to help
Californians save energy. The investment will yield a net gain of $3 billion in economic benefits
for the state by reducing utility bills. “This efficiency campaign will avoid the need to build
three large power plants,” says Brian Prusnek, a senior staff member at the California Public
Utilities Commission. “In terms of greenhouse gas emissions, that's the equivalent of taking
650,000 cars off the road. How many other investments yield a 50 percent financial return and
reduce pollution?”

We have no choice of electricity suppliers here in Tennessee and we urge TVA as our
“utility company” to make similar investments in energy conservation and avoid major new
investments in centralized generation facilities.

In the next draft of the 2007 Strategic Plan please set a specific, numeric goal for
conservation, possible measured in “negawatts” and lay out how you intend to reach this goal.
We believe this numeric goal should be sufficient to offset any projected increased demand and
allow us to gain ground having sufficient reserve capacity with the existing generation mix and a
build out of renewable generation.

The programs to provide energy efficiency audits and recommendations to businesses
operated by Tennessee Technological University and others around Tennessee show that most
businesses can cut energy use and costs by as much as 30%, thus recouping investments in
efficiency relatively rapidly. In 1999, the Tennessee Department of Economic and Community
Development (ECD) released a report called the “Tennessee Greenhouse Gas Emissions
Mitigation Strategies” outlining the economic and environmental benefits of a statewide
program promoting energy conservation and efficiency to the residential, commercial and
industrial sectors. These benefits include the following:

! More than 7,500 additional jobs created annually

! Increased gross state product by $369,000 annually

! Save residential consumers $73 million annually

! Reduce CO2 emissions by 9.5 million tons
Under TVA’s leadership these kinds of benefits could be realized throughout the valley.
http://www .state.tn.us/ecd/pdf/greenhouse/entiredocument.pdf

After paying for more efficient equipment, processes and facilities, there are more
dollars available for other productive uses. Both TVA’s demand side reductions and it support
for economic development would benefit by a clear goal and annual numerical targets for
reductions in business and commercial energy demand and particularly peak power.

The draft plan recognizes that even the sadly deformed Energy Policy Act of 2005 looked
toward lowering carbon and other pollutant emissions and installing and developing more
renewable generation like wind and solar. But TVA offers no plan to move the “Green Power”
and “Generation Partners” program into the main stream of power generation and out of their
experimental and tenuous position as a fraction of TVA’s marketing efforts.
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The plan seems oblivious to the advantages of distributed solar generation including
reducing stress on an aging grid, eliminating losses from long distance transmission by
generating at the point of use, helping offset peak load for summer air conditioning and the fact
that disbursed photovoltaic arrays are not likely targets for the kind of disabling attack that
requires constant and expensive security for central power generation plants.

Your draft recognizes that carbon regulation is coming. The latest Fourth Report of the
International Panel On Climate Change (Working Groups I, II, and III) provides a stark picture
of our future if we do not reverse the upward growth of carbon emissions forthwith. Yet your
plan has no policy to reduce carbon emissions except to increase nuclear generation, the path
which almost destroyed TV A the last time it was taken. Nor does the increased cost of fossil
fuels in a carbon constrained world seem to be recognized.

We will not repeat the numerous arguments against your apparent intention to start again
with a build up of nuclear plants. It is sufficient to note that there are huge inputs of fossil fuels
in the construction of nuclear plants and their continued operation. Moreover, the subsidies for
nuclear power offered in the Energy Policy Act of 2005 are unlikely to survive long after the
next Presidential and Congressional elections. TV A should not expect ratepayers to accede to
more nuclear power on the argument that generation costs are lower, given the power operating
efficiency record of such plants and the apparently eternal cost of spent fuel storage.

Additionally, both uranium supply and costs are questionable. Thomas Neff, a research
affiliate at MIT’s Center for International Studies has noted that commercial and government
inventories are now nearly gone. Worldwide, uranium production meets only about 65 percent
of current reactor requirements. Currently, much of the uranium used by the United States is
coming from mines in such countries as Australia, Canada, Namibia and, most recently,
Kazakhstan. Small amounts are mined in the western United States, but the United States is
largely reliant on overseas supplies. The United States also relies on Russia for half its fuel,
under a “swords to ploughshares” originated in 1991. This program is converting about 20,000
Russian nuclear weapons to fuel for U.S. nuclear power plants, but it ends in 2013, leaving a
substantial supply gap for the United States.

Thomas Neff, further notes that:

“China, India and even Russia have plans for massive deployments of nuclear
power and are trying to lock up supplies from countries on which the United
States has traditionally relied. As a result, the United States could be the “last one
to buy, and it could pay the highest prices, if it can get uranium at all,” Neff said.
“The take-home message is that if we're going to increase use of nuclear power,
we need massive new investments in capacity to mine uranium and facilities to
process it.” http://web.mit.edu/newsoffice/2007/fuel-supply.html
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We do not believe that either the ratepayers or the Congress are willing to see TVA
venture into uranium mining in order to assure fuel for its plants.

The draft plan proposes TVA move from valuing “risk avoidance” to “risks clearly
communicated.” We respectfully submit that under either criteria TV A has not assessed the
risks of a renewed reliance on nuclear power.

Unfortunately, except for a few vague references to demand reduction, there is little
recognition in the 2007 draft plan that we need to implement rapid change when it comes to
greenhouse gas reductions.

We note that the 2004 Strategic Plan noted that TVA need to “develop new, more highly
differentiated prices, services, and contract terms that more closely tie the cost and risk of the
product to its terms in and pricing.” Actually TVA then proceeded to reinforce its inverse rate
block pricing by reducing higher volume charges to some users while increasing residential low
volume rates!

The automatic fuel cost adjustment pass-through is a step in right direction. However
this makes the fuel and generation mix a fair subject of public input.

Revising TVA’s inverse rate block pricing system should be done rapidly. The plan
alludes to this possibility of replacing the “post stamp” rate system with “differentiated pricing.”
Because meeting peak loads seems to be the driver for both more generation, including nuclear
and new higher voltage transmission lines, discouraging peak use by cost based, time of day or
similar pricing is economically sound and encourages energy conservation and efficiency and
time of day and time of week load shifting. We urge the rapid deployment of the “smart
metering” program throughout the valley and particularly to industrial and commercial users.

The plan draft says that “Corporate-level metrics are in place to monitor strategy
implementation.” We respectfully suggest that the next draft of the plan provide real and fully
explained “metrics” for elements of the demand reduction plans, the increased use of renewable
generation, and targets for carbon and other pollution emission reductions. We applaud the use
of “Megawatt Demand Reduction” as an indicator of “Competitive Performance”, but no target
or timetable is offered.

We respectfully suggest that TVA discontinue referring to the distributors as the
“customers”. We ratepayers are the customers and our satisfaction is important. Without public
support TVA will not be allowed to keep its “wall”. It will not have support for new
investments. We are the folks who move Members of Congress and State and Local officials (as
well as distributors) and we will support only a TVA that operates openly and in the in the public
interest.
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The conclusion of the draft plan asserts that it: “identifies a strong, sustainable business
model. . .” Environmental sustainability must be the goal of TVA’s entire operation and is not
confined to the “business model”. Likewise, TVA’s commitment must not only be to “the
Tennessee valley’s environmental resources” but to all our commonly shared resources
including the atmosphere.

TVA’s new and expanded Board has a once in a lifetime opportunity to win the respect
and applause of stakeholders and the nation. It can do this by devising a strategic plan worthy of
TVA’s place as the largest producer of public power. Such a plan must forthrightly and
effectively engage with the need for reducing carbon emissions in absolute terms, turn around
projected increases in peak demand by efficient use of conservation, efficiency and pricing, and
provide major investment in distributed renewable generation.

TVA can lead the United States just as the United States must lead the world to effective
preemption of the worst effects of climate change and the foreseeable exhaustion of
economically recoverable fossil fuels.

Finally, we think TVA needs to go back to the example of the development of Energy
Vision 2020 and the extensive public particiption that occurred. TVA must devise better ways
to keep ratepayers informed of its plans and activities. Ratepayers and outside experts (not just
distributors staff) should be involved in the next steps following the adoption of any broad plan.
Valley residents and community organizations have a stake in the detailed planning,
implementation and results measurement that follows from any revised Strategic Plan. We note
that the 2004 plan had extensive discussion of the translation of the plan in operational terms,
and the specification of annual goals and the metrics of long term goals. All this, along with any
discussion of further public particiption, is lacking in the 2007 draft as it stands.

We believe that TVA should be accountable and transparent to the residents and
ratepayers. We ask that TVA meet with ratepayer and environmentally concerned stakeholders
and devise an improved and ongoing system for public awareness, invitations for public
comments on specifics, standing and ad hoc advisory committees, and the use of distributor
billing mailings and distributor web sites to provide information to residents and ratepayers.

Sincerely,
/s/ Brian Paddock
Brian Paddock

Reply to: 360 Roberts Hollow Lane, Cookeville, TN 38501

cc: Dennis Bottorff,

Chairman William B. Sansom Chair TVA Board Strategy and Rates
HT Hackney Co. Committee

502 S. Gay St. 1314 Chickering Road.

Knoxville TN 37920 Nashville, TN 37215
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