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- GLOSSARY

When the followmg terms and abbrevratrons appear in the text of this report they have the meanmgs mdlcated

below.

1999 Restructuring Legislation
2004 Form 10-K/A
APB25

Bef
Capgemini

Commission
EITF
 EITF 98-10 -

EITF 02-3

EPA
ERCOT

ERISA
FASB

FERC
FIN
FIN 46R
FIN 47

Fitch
FSP

FSP 106-1
FSP 106-2

GW
. GWh

legistation that restructured the electnc utrhty mdustry in Texas to provide
for retail competmon : v .

TXU Energy Holdmgs Annual Report on Form lO-K as amended for the

* year ended December 31, 2004
_ Accounting Principles Board Oprmon No. 25, “Accountmg for Stock

Issued to Employees

bxlhon cubic feet

- Capgemini Energy LP, a subsidiary of Cap Gemini North America Inc.
-that provides business process support services to TXU Energy Holdings

Public Utility Commission of Texas

:+ Emerging Issues Task Force

EITF Issue No. 98-10, “Accountmg for Contracts Involved in Energy

Trading and Risk Management Activities”

EITF Issue No. 02-3, “Issues Involved in Accountmg for Denvatlve )
Contracts Held for Trading Purposes and Contracts Involved in Energy

‘Trading and Risk Management Activities”

Environmental Protection Agency
Electric Reliability Council of Texas, the Independent System Operator

* and the regional reliability coordinator of the various electricity systems

within Texas . ) , ,
Employee Retirement Income Security Act -

Financial Accounting Standards Board, the designated organization in the

- private sector for establishing standards for financial accounting and

reporting

Federal Energy Regulatory Commission

Financial Accounting Standards Board Interpretation

FIN No. 46 (Revised 2003), “Consolidation of Variable Interest Entities”

FIN No. 47, “Accounting for Conditional Asset Retirement Obligations —
An Interpretatron of FASB Statement No. 1437

Fitch Ratings, Ltd. (a credlt rating agency)

FASB Staff Position (mterpretatrons of standards issued by the staff of the
FASB) .

FSP 106-1, “Accounting and Disclosure Requirements Related to the

Medicare Prescnptlon Drug, Improvement and Modernlzatron Act of
2003”

. FSP 106-2, “Accounting and Disclosure Requirements Related to the

Medicare Prescription Drug, Improvement and Modernlzatlon Actof
2003 :

gigawatts

- gigawatt-hours »

i



historical service territory

IRS
kV
kWh -

market heat rate

MMBtu
Moody’s
MW
MWh
NRC
POLR .

price-to-beat rate

PURA
REP
S&P

SEC
Settlement Plan

SFAS
SFAS S
SFAS 34
SFAS 71
SFAS 87
SFAS 106

SFAS 109
SFAS 123
SFAS 123R
SFAS 133

. the territory, largely in north Texas, being served by TXU Corp.’s

regulated electric utility subsidiary at the time of entering retail
competition on January 1, 2002

Internal Revenue Service

- ‘kilovolts .-

: kilowatt—hours

a measure of the price offer of the marginal supplier (generally gas plants)
in converting a fuel source to electricity. Market heat rate is calculated by
dividing the wholesale market price of power by the market price of
natural gas

‘ "r‘xiilhlijo.n British thermal units -
. Moody’s Investors Services, Inc. (a credit rating agency)

‘megawatts "

mé'géwatt;hbﬁfs

" United States ,N.\iclea‘r Regulatory Commission

provider of last resort of electricity to certain customers under the
Commission rules interpreting the 1999 Restructuring Legislation

" residential and small business customer electricity rates established by the
“ Commission that (i) were required to be charged in a REP’s historical
~ service territories until the earlier of January 1, 2005 or the date when 40%

of the electricity consumed by such customer classes is supplied by
competing REPs, adjusted periodically for changes in fuel costs, and (ii)
are required to be made available to those customers until January 1, 2007

Texas Public Utility Regulatory Act
retail electric provider. ...

Standard & der’s;; a division of the McGraw Hill Companies (a credit
rating agency)

United States Securities and Exchange Commission

regulatory settlement plan that received final approval by the Commission
in January 2003

Statement of Financial Accounting Standards issued by the FASB

SFAS No. 5, “Accounﬁng for Contingencies”

SFAS No. 34, “Capitalization of Interest Cost”

SFAS No. 71, “Accounting for the Effect of Certain Types of Regulation”
SFAS No. 87, “Employers’ Accounting for Pensions”

SFAS No. 106, “Employers' Accounting for Postretirement Benefits Other
Than Pensions”

SFAS No. 109, “Accounting for Income Taxes”
SFAS No. 123, “Accounting for Stock-Based Compensation”
SFAS No. 123 (revised 2004), “Shai'erBased Payment”

SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities” A

iii




SFAS 140

SFAS 142
SFAS 143
SFAS 144
SG&A
TCEQ
TXU Corp.

TXU Electric Delivery

TXU Energy Holdings

TXU Fuel
TXU Gas
TXU Mining’

TXU Portfolio Management

Us
US GAAP
US Holdings

SFAS No. 140, “Accounting for Transfers and Servicing of Financial

: Assets'and Extmgulshments of Liabilities, a replacement of FASB

Statement 125” -
SFAS No. 142, “Goodwill and Other Intangible Assets”
SFAS No. 143, “Accounting for Asset Retirement Obligations™

'SFAS No. 144, “Accounting for the Impairment or Disposal of Long- -

Lived Assets”

i selhng, general and admuustratlve

Texas Commxss:on on Envn"onmental Quality

refers to TXU Corp. a holdmg company, and/or its consolidated
subsidiaries, depending on context

refers to TXU Electric Delivery Company, a subsidiary of TXU COi-p.,
and/or its consolidated bankruptcy remote financing subsidiary, TXU
Electric Delivery Transmon Bond Company LLC, depending on context

_ refers to TXU Energy Company LLC, a subsidiary of TXU Corp., and/or

its consolidated subsidiaries, depending on context

- TXU Fuel Company, a former subsidiary of TXU Energy Holdings
: TXU Gas Company, a former subs1d1ary of TXU Corp..
.+.TXU Mining Company LP, a subs1d1ary of TXU Energy Holdmgs
" TXU Portfolio Management Company LP, a subsidiary of TXU Energy

Holdings = |
United States of America
accounting principles generally accepted in the US

TXU US Holdings Company, a subsidiary of TXU Corp. and parent of
TXU Energy Holdings

iv



PART I
Items 1. and 2. BUSINESS AND PROPERTIES

TXU ENERGY HOLDINGS BUSINESS AND STRATEGY

Business Summaa i

" TXU Energy Holdmgs isa wholly-owned sub51d1ary of TXU Corp. TXU Energy Holdings is engaged in
electncrty generation, residential and business retail electricity sales and wholesale energy markets activities,
Iargely in Texas There are no reportable busmess segments within TXU Energy Holdings.

TXU Energy Holdmgs 0peratrons ‘are conducted principally through the following subsidiaries: TXU
Generation Company LP; TXU Portfolro Management Company LP; TXU Energy Retanl Company LP; and two
coal mmmg subsrdranes

At December 31 2005, TXU Energy Holdings had approxnmately 3,800 full-trme employees, including
approxrmately 1,750 employees under collectrve bargammg agreements

Bgsiness Growth Stratgg es
Overvtew o

In 2004, senior management revrewed TXU Corp s ‘'operations and launched a restructurmg program to
restore financial strength ‘drive performance improvement with a competitive industrial company perspective
and allocate capital in a disciplined and efficient manner. The final phase of the program included development
and implementation of the growth strategy of TXU Corp. and its two business segments. The growth strategy
review was completed in November 2005. “As part of this review, TXU Corp identified three core principles on
which to base its stratégy, as it believes they are essential to success in the electricity industry: 1) access to
structurally advantaged assets 2) an mdustnal skill set and 3) bulldmg and leveragmg quality scale :

e Access to structurally advantaged assets — TXU Corp. believes that long-term success in the electricity
~ industry is based upon having access to structurally advantaged assets. TXU Corp. expects that energy
* markets will continue to go through cycles and believes that assets with a structural cost advantage are
best positioned to succeed in the long term. TXU Corp. believes that its business segments, including
TXU Energy Holdmgs, are well-posmoned across the electncny value cham

e ‘:'Industrral skill set — TXU Corp. believes an industrial skrll set is crucral for lngh performance and
' sustained hlgh returns in asset-intensive businesses. The transition from regulation to competition that
is underway in the electncrty sector amphﬁes the importance of this skill set, and will likely create a
significant performance advantage for those who successfully transform their operations. ‘TXU Corp.
will continue to focus on upgrading four critical skill sets: operatronal excellence, market leadership, a
g systematlc risk/return mindset' applled to all key decisions and rigorous performance management A
" key driver of this effort is an overall program called the TXU Operating System, wlnch isa program to

' drrve productrvrty rmprovements through deployment of an mdustnal skrll set.

. ‘kBulldmg and leveraging quality scale — TXU Corp. beheves that bmldmg and leveragmg qualrty scale
enables sustained value creation. Scale allows companies to eliminate duplicative costs, manage
supphers and build and standardize distinctive process expertise. Scale also allows companies to take

- part in large capital investments, such as new power plants; with a smaller fraction of overall capltal at
risk and with an enhanced ability to streamline costs. :

Quality scale is derived from structurally advantaged regional positions. Quality scale enables
companies to develop a deep understanding of regional wholesale markets and distinctive insights into
market dynamics and regulatory frameworks, enabling better execution in today’s volatile commodity
environment. Regional scale can also create access to advantaged development opportunities.

TXU Energy Holdings’ goal over the next five years is to become an industry leader as a competitive solid
fuel generator with quality scale in key markets.




Strategy and Opportunities

The goal of TXU Energy Holdings’ generation operations (TXU Power) is to further implement the TXU
Operating System, operate safely and become the most productive and lowest-cost operator of solid fuel plants in
the US. Early last year, TXU Energy Holdings launched the TXU Operating System to capture opportunities to
drive lean operations throughout its lignite/coal-fired generation and lignite mining operations.” TXU Power
believes that the initial execution of this program has helped it further enhance an advantaged lignite/coal-ﬁred
generation operating capability. TXU Power intends to strive for continuous productivity improvements in its
core business, targeting top quartile cost levels within three years and ongoing production improvements. TXU
Power intends to also leverage the TXU Operating System to pursue -certain attractive growth opportumtles
TXU Power plans to add needed capacity and enhance the market’s fuel d1vers1ty by taking advantage of what it
believes to be advantaged sites, such as the Oak Grove and Sandow projects in Texas, to build new lignite/coal-
fired generation facilities. TXU Energy Holdings filed for an air permit for the 1,720 megawatt Oak Grove
lignite/coal-fired power plant and is working with potential investors and counterparties to advance this
development quickly and cost effectively. In addition, TXU Energy Holdings signed a letter of intent for the
development of a new- 600 MW lignite/coal-fired unit-adjacent to the site of TXU Power’s current Sandow
generation plant. Capital investment related to the new generation facilities is expected to be approximately $2.6
billion over the next three to five years. TXU Power also intends to pursue growth by applying TXU Operating
System capabilities on a broader set of assets through transactions with other coal-fired generation plant owners.
TXU Power believes that no company in the US coal-fired generation sector has established a national position
leveraging a systematic operating advantage. TXU Power has completed a comprehensive screening process of
all US lignite/coal-fired generation plants, identifying a large set that it believes would benefit signiﬂcantly from
the application of TXU Power’s operating skills. Over the next five years, TXU Power’s goal is to drive value
by doubling the size of its coal-fired generatlon fleet, bmldmg a natlonal solid fuel generanon ‘company with

_quahty scale in multiple markets. . o .

o TXU Energy Holdings’ retail sales operation (TXU Energy) has developed a strategy to improve

profitability in Texas and monitor potential opportunities to expand in other regions if and when those develop.
To respond to the unpredictability of wholesale power. pnces, TXU Energy plans to improve performance
through ongoing cost leadership, innovative product and service offerings and excellence in customer service to
distinguish TXU Energy from its competitors. In 2005, TXU Energy rolled out several innovative products
including a plan that allows customers to fix their electncny price for all of 2006, as well as a longer-term price
guarantee product, products that offer a specified savings versus a benchmark rate, average billing and whole
house surge protection. .

TXU Energy Holdings’ wholesale operations (TXU Wholesale) will continue to play a pivotal role in
supporting TXU Power and TXU Energy while striving for market leadership and excellence in. optimizing the
performance of the generation assets and sourcing power for the retail operations. TXU Wholesale also monitors
and manages TXU Energy Holdings’ commodity price exposure, consistent with TXU Corp.’s overall risk
management phllosophy, and engages in other market activities as described below.

As pan of its overall risk management phllosophy, TXU Wholesale manages commodity price exposure
across the complementary generation and retail businesses. Under this approach, management considers the
retail residential and business load to represent a near-term hedge to baseload (nuclear and lignite/coal-fired)
generation that will be supplemented by market transactions to manage TXU Energy Holdings® exposure to
natural gas prices and market heat rate changes Managing exposure to natural gas prices and market heat rates
is expected to help preserve the economic value of the generation and retail businesses.

TXU Corp continues to evaluate a wide vanety of transactlons for the execution of TXU Energy Holdings’
growth strategy. S N , . -



Restructuring Legislation

:As ‘a-result of the 1999 Restructuring Legislation, on January '1, 2002, TXU Corp. disaggregated
(unbundled) its Texas electric utility business into a power generation company; a retail electric provider and an
electricity transmission- and “distribution (delivery) utility.. Unbundled electricity delivery utilities within
ERCOT, such as TXU Electric Delivery, remain regulated by the Comm1s31on

Effective January 1, 2002, REPs affiliated with electricity delivery utllmes were required to charge price-
to-beat rates, established by the Commission, to residential and small business customers . located in their
historical service territories. TXU Energy Holdings, whose REP is affiliated with an electricity delivery utility,
was required to charge the price-to-beat rate, adjusted for fuel factor changes, to these classes of customers uniil
the earlier of January 1, 2005 or the date on which 40% of the electricity consumed by customers in that class is
supplied by competing REPs. : Currently, TXU. Energy Holdings may offer rates different from the price-to-beat
rate but it must also continue to make the price-to-beat rate available for residential and small business customers
in its historical service territory until January 1, 2007.

, Under amended Commission rules, effective in April 2003, affiliated REPs of electricity delivery utilities
are allowed to petition the Commission twice a year for.a change in the fuel factor component of their price-to-
beat rates if the average price of natural gas futures increases or decreases more than 5% (10% if the petition is
filed afier November 15 of any year) from the level used to set the existing fuel factor component of its price-to-
beat rate. The fuel factor adjustment mechanism is intended to encourage full and fair competition among REPs
by setting price-to-beat rates at levels that allow competltors to offer lower pnces and eamn sufficient margms

— TXU Energy Holdmgs lmplemented two pnce-to-beat rate increases in 2003 and 2004 Prxce-to-

. .. beat rate increases (expressed.as a percent adjustment in the average monthly residential bill)
implemented :in March and August of 2003 were 12% and 4%, respectlvely, and in May and
August of 2004 were 3% and 6%, respectlvely .

—_ TXU Energy Holdmgs also’ lmplemented two - pnce-to-beat rate increases in 2005. The first,
implemented in May, raised the average monthly residential bill by 10%. : The second increase,
approved on October 28, reflected a voluntary discount agreed to by TXU Energy Holdings and
raised the average monthly residential bill by 12% for the remainder of 2005. On January 1, 2006,
the voluntary discount expired, raising the average monthly residential bill by an additional 12%.

To encourage competition in the ERCOT region, each incumbent power generation company owning 400
MW or more of installed generating capacity must annually offer to sell at auction entitlements to 15% of the
output of its installed generating capacity. Such auction sales cannot be to an affiliated REP. The obligation of
TXU Energy Holdings to sell capacity entitlements at auction continues until the earlier of January 1, 2007 or the
date the Commission determines that 40% or more of the electric power consumed by residential and small
business customers within the -affiliated delivery utlhty certificated service area before the onset of customer
choice is provided by nonaffiliated REPs. These auctions have resulted in TXU Energy Holdings selling power
at prices below wholesale market prices. In October 2005, TXU Energy Holdings filed a petition with the
Commission seeking an administrative determination by the CommiSsion that this 40% threshold condition has
been achieved. In December 2005, the Commission ruled in a preliminary order that the methodology for
determining the 40% threshold proposed by TXU Energy Holdings was correct. This matter has been referred to
the State Office of Administrative Hearings (SOAH) to validate TXU Energy Holdings’ threshold calculation.
ERCOT staff has validated TXU Energy Holdings’ calculation and the SOAH administrative law judge has
recommended that the Commission grant TXU Energy Holdings’ petition, but final Commission action has not
yet occurred. TXU Energy Holdings expects a decision from the Commission in early 2006.

Also, effective January 1, 2002, power generation companies affiliated with electricity delivery utilities
may charge unregulated prices in connection with ERCOT wholesale power transactions. Estimated costs
associated with TXU Energy Holdings’ nuclear power plant decommissioning obligations continue to be
recovered by TXU Electric Delivery (on behalf of TXU Energy Holdings) as an electricity distribution fee
surcharge over the life of the plant.




Regulatory Settlement Plan

.. On December 31, 2001, TXU Corp. filed a Settlement Plan with the Commission. - It resolved all major
pending issues related to TXU Corp.’s transition to competition pursuant to the 1999 Restructuring Legislation.
The Settlement Plan does not remove regulatory oversight of TXU Electric Delivery’s business nor does it
eliminate TXU Energy Holdings’ price-to-beat rates and related fuel adjustments. ~The Settlement Plan became
final and nonappealable in January 2003

Major elements of the Settlement Plan mcluded

i Excess Miagatwn Credit — Over the two—year penod ended December 31, 2003 TXU Electric Dehvery

implemented a strarided cost excess mitigation credit in the amount of $389 million (originally estimated to be
$350 million), plus $26 million ‘in interest, applied as a reduction to distribution fees-charged to all REPs,
including TXU Energy Holdings. The credit was funded through payments ona note recewable from TXU
Energy Holdings. _

' Regulatory Asset Securitization — TXU Corp. received a financing order authorizing the issuance of
securitization (transition) bonds in the aggregate principal amount of up to $1.3 billion to recover regulatory
asset stranded costs and other qualified costs. “Accordingly, TXU Electric Delivery Transition Bond Company
LLC; a bankruptcy remote financing subsrdrary of TXU Electric Delivery, issued an initial $500 million of
securitization bonds in 2003 and the remaining $790 million in the first half of 2004. The principal and interest
on the bonds are recoverable through revenues as a transition charge to all REPs, including TXU ‘Energy
Holdmgs There isno remammg issuance authonzatxon under the ﬁnancmg order

Retazl CIawback Credit — In connection with the opening of tbe Texas market to competrtlon the Texas
Legislature established a retail clawback provision intended to incent affiliated REPs of electricity delivery
utilities to actively compete for customers outside their historical service territories. A retail clawback liability
arose unless 40% of the electricity consumed by residential and small business customers in the affiliated REP’s
historical service territory was supplied by competing REPs after the first two years of competition. This
threshold was reached for small business customers in 2003, but not for residential customers. The amount of
the liability was equal to the number of such customers retained by TXU Energy Holdings as of January 1, 2004, -
less the number of new customers from outside the historical service territory, multiplied by $90. The credit,
which was funded by TXU Energy Holdings, was applied to delivery fees charged by TXU Electric Delivery to
REPs, including TXU Energy Holdlngs, over a two-year period ended December 31, 2005.



TXU ENERGY HOLDINGS BUSINESS ACTIVITIES

* TXU Energy Holdings serves more than 2.3 million retail electric customers, of which 2.1 million are in its
historical service territory. This territory, which is located in the north-central, eastern and western parts of
Texas, has an estimated population in excess of 7 million, about one-third of the population of Texas, and
comprises 92 counties and 370 incorporated municipalities, including Dallas/Fort Worth and surrounding
suburbs, as well as Waco, Wichita Falls, Odessa, Midland, Tyler and Killeén. - The Dallas/Fort Worth area is a
diversified commercial and industrial’ center with substantial banking, -insurance,  telecommunications,
electronics, aerospace, petrochemical and specialized steel manufacturing, and automotive and aircraft assembly
operations. TXU Energy Holdings also provides retail electric service in other areas of ERCOT now open to
competition, including the Houston, Corpus Christi, and lower Rio-Grande Valley areas of Texas.

Texas is one of the fastest growing states in the nation and has attracted a number of competitors into the
deregulated energy market. As a result, competition is expected to continue to be robust.

TXU Energy Holdings’-electricity (power) generation fleet in Texas consists of 19 owned or leased plants
with total generating capacity as shown in the table below:

= 2 -Number of Number of
Fuel Type : Capacity (MW) Plants * - Units
" .2,300 1 2
5,837 4 9
10228 14 48
l&ﬂi_ P _52

(a) Of the total patural gas/orl plant capacrty at March 1, 2006 585 MW represent nine
" combustion turbine units operated under a tolling agreement for a third-party’s benefit
and 1,854 MW represent eight units mothballed and not currently available for XU
: Energy Holdmgs drspatch . :

TXU Energy Holdmgs supphes its retarl customer base from rts power ﬂeet as well as through long-term
power supply agreemeénts and purchases in the wholesale markets. The generation plants and other important
properties of TXU Energy Holdings are located primarily on land owned in fee simple. As part of its overall
strategy, TXU Energy Holdings may from time to time sell generation assets to better position its generation
portfolio, reduce risk, provrde funds for other investments, make drstnbutlons or loans to its parent or reduce
debt. Lo :

XU Energy Holdings is one of ‘the largest purchasers of wind-generated energy in Texas and the US.
TXU Energy Holdings currently purchases energy from wind projects with approximately 579 MW -of capacity
located in West Texas.. TXU Energy Holdings expects to continue to add addmonal wind generatron to its
portfolio as commercial opportunities become available.

:Business Orgamzation — ‘TXU Energy -Holdings is managed as an integrated business; however, for
purposes of operational’ accountabxhty and performance management, it has been divided into the TXU Power
electricity generation operations, the TXU Energy retail electricity-sales operations and the TXU Wholesale
energy markets operations, each of which are conducted through separate legal entities. :

> TXU Power consists of the. nuclear-powered and lignite/coal-fired genération operations and also operates
natural gas/oil-fired generation units. ' TXU Energy consists of the consumer and business retail sales operations
‘in various markets throughout Texas. TXU Wholesale is responsible for hedging and risk management activities
to mitigate commodity price risk for the segment as a whole. - These actrvrtles include the purchase and sale of
‘electncrty and natural gas, as well as natural gas storage BN J ; o




TXU Power

Nuclear-Powered Generation Assets — TXU Power operates two baseload nuclear-fueled generation units
at the Comanche Peak plant, each of which is designed for a capacity of 1,150 MW.

TXU Power has contracted for the purchase of nuclear fuel conversion services through 2007, uranium and
nuclear fuel enrichment services through mid-2008 and fabrication services through 2011 for its nuclear units.
Supply contracts are being finalized for the purchase of materials and services to meet TXU Power’s uranium
and nuclear fuel enrichment services needs through mid-2009 and a portion of its nuclear fuel enrichment
services needs through 2016, and no problems are anticipated in completing the execution of these contracts.
Additionally, TXU Power does not anticipate any difficulties procuring raw materials and services beyond these
dates.

TXU Power’s onsite spent nuclear fuel storage capability is under review due to recent changes in NRC
regulations in areas not directly related to fuel storage but that could reduce the effective storage capacity for
nuclear fuel. Pending completion of the review, TXU Power estimates on-site storage is sufficient for an
additional five to ten years.

Under current regulatory licenses, nuclear decommissioning activities are projected to begin .in 2030 for
Comanche Peak Unit 1 and 2033 for Unit 2 and common facilities. Projected decommissioning costs are being
recovered from TXU Electric Delivery’s customers through a delivery charge.

The Comanche Peak nuclear-powered generation units were originally estimated to have a useful life of 40
years, based on the life of the operating licenses granted by the NRC. Over the last several years, the NRC has
granted 20-year extensions to the initial 40-year terms for several commercial power reactors. Based on these
extensions and current expectations of industry practice, the useful life of the Comanche Peak nuclear-powered
generation units is now estimated to be 60 years effective April 2003. TXU Power expects to file a license
extension request in accordance wnth tlmlng and other prov1s;ons establlshed by the NRC

Ltgmte/Coa!—Ftred Generaaon Assets — TXU Power operates nine baseload hgmte/coal ﬁred generation
units, with capacities ranging from 557 MW to 750 MW, at four plants. Approximately 68% of the fuel used at
TXU Power’s baseload lignite/coal-fired generation plants in 2005 was supplied from owned in fee or leased
proven surface-minable lignite reserves dedicated to the Big Brown, Monticello and Martin Lake generation
plants, which were constructed adjacent to the reserves. TXU Energy Holdings owns in fee or has under lease an
estimated 599 million tons of proven reserves dedicated to its generation plants. TXU Energy Holdings also
owns in fee or has under lease in excess of 119 million tons of proven reserves not dedicated to specific
generation plants. In 2005, over 24 million tons of lignite were recovered to fuel TXU Energy Holdings’ plants.
TXU Mining utilizes'owned and/or leased equipment to remove the overburden and recover the lignite. One of
TXU Energy Holdings’ lignite units, Sandow Unit 4, is fueled from lignite deposits owned by Alcoa, Inc.

Lignite mining operations at Big Brown, Monticello and Martin Lake include extensive reclamation
activities that return the land to productive uses such as wildlife habitats, commercial timberland and pasture
land. For information concerning federal and state laws with respect to surface mining, see “Environmental
Matters. ”

TXU Power supplements its lignite fuel at Big Brown, Monticello and Martin Lake with western coal from
the Powder River Basin in Wyoming. The coal is purchased from multiple suppliers under contracts of various
lengths and is transported from the Powder River Basin to TXU Power’s generating plants by railcar. Based on
its current usage, TXU Power believes that it has sufficient lignite reserves and access to western coal resources
for its generating needs in the foreseeable future. During 2004, TXU Power secured.a supply contract for
western coal that commenced in January 2005 to satisfy the majority of its purchased coal needs for the next five
years. TXU Power has also secured the majority of its transportation needs for the coal.

One of TXU Power’s key competitive strengths is its ability to produce electricity at low variable costs in a
market in which power prices are set by gas-fired generation. New gas-fired capacity, while generally more
efficient to operate than existing gas/oil-fired capacity due to technological advances, is subject to the volatile
cost of natural gas fuel. On the other hand, baseload nuclear-and lignite/coal-fired plants currently have lower
variable production costs than new gas-fired plants at current average market natural gas prices.



Natural Gas/Oil-Fired Generation Assets — TXU Power also operates a number of gas/oil-fired
generatton units as drspatched by TXU Wholesale '

X U Energy

Competitlve Markets — Regulatory restructunng in Texas has resulted in competmve markets within the
state, thus presentlng ‘additional opportumtles for growth accompanied by - the - introduction of competitive
pressures. Texas is-one of the fastest growing states in the nation with a diverse and resilient economy and, as a
result, has attracted a number of competntors into the retail electncrty market. - TXU Energy, as an active
participant in this competitive market is marketing its services in Texas to add new customers and to retain its
ex1stmg customers

Based on January 2006 data provrded by ERCOT approxrmately 29% of all customers in ERCOT areas
open to customer choice had elected to swrtch REPs. As of February 2006, there are approxtmately 115 REPs
- certified to compete within the state of Texas ;

TXU Energy believes that the scale denved from a large retail portfolio provides the platform for a
profitable operation by, among other things, reducing the costs of sérvice and billing per customer. TXU Energy
empbhasizes its identification with the TXU brand and reputation and focuses on excellent customer service as a
way to continue to strengthen its reputation. TXU Energy attempts to customize its products to each customer
class with product and service enhancements that are known to be valued by customers in those classes. With its
approach, TXU Energy intends to achieve substantially higher customer loyalty and enhanced profit margins,
while reducing the costs assocrated wrth customers frequently swrtchlng supphers

™XU Energy has mvested in customer—related mfrastructure and capabilities. Together with its busmess
- ‘support services vendor, Capgemini, TXU Energy uses its-customer relationships, customer service operations,
technology operating platforms, commercial operations, marketing, and customer loyalty to actively compete to
retain its customer base and to add customers.

L In October 2005 TXU Energy Holdrngs announced a voluntary program to not raise pnce-to-beat rates for
the entire first quarter of 2006 :for all residential and small business customers in TXU Energy Holdings’
historical service territory currently served under the price-to-beat rate structure. This program took effect
subsequent to the December 31, 2005 exprratlon of the discount apphed to the October 2005 prlce~to-beat rate
increase. ; : .

TXU Wholesale — TXU—Wholesale optimizes the value of the TXU Energy ‘Holdings portfolio by
balancing customer demand for energy with the supply of energy in an economically efficient and effective
manner, This effort includes hedging and risk management as well as other value creation activities. -Retail and
wholesale demand has generally been greater than-volumes that can be supplied by the baseload (nuclear and
lignite/coal-fired) production; however, the supply demand relationship will evolve over time as competitive
market fundamentals and the competitive retail landscape change. TXU Wholesale provides additional supply
balancing through wholesale purchases and sales of power. TXU Wholesale manages the commodity volume
and price risks inherent in TXU Energy Holdings’ generation and sales operations through supply structuring,
pricing and hedging activities, including hedging both future power sales and purchases of fuel supplies for the
generation plants, and is also. responsrble for the eﬁiment scheduling ¢ of power from the generatlon plants

TXU Wholesale dispatches l4 gas/orl-ﬁred generatlon plants owned and operated by TXU Power A
significant number of the generation units have -the ability ‘to switch between .gas and fuel oil. Gas/oil fuel
requirements for 2005 were provided through a mix of contracts with producers at the wellhead and contracts
with commercial suppliers. Fuel oil can be stored at 13 of the generating plants. At December 31, 2005, TXU
‘Energy had fuel oil storage capacity sufficient to accommodate approximately 5.5 million barrels of oil and had
approximately 690,000 barrels of oil in inventory. TXU Wholesale may sell, lease, toll or mothball additional
capacity or reinstate mothballed plants for dispatch if economic conditions warrant it.

In its risk management activities, TXU Wholesale enters into contracts for the physical delivery of
electricity and natural gas, exchange traded and “over-the-counter” financial contracts and bilateral contracts
with end-use custorners. TXU Wholesale also engages in activities such as the structuring of long-term
contractual arrangements as well as proprietary trading.




TXU Wholesale manages exposure to-commodity price risk within: established transactional risk
management policies and limits. TXU Wholesale targets best practices in risk management and risk control by
employing proven principles used by financial institutions. These controls have been structured so that they are
practical in application and consistent with stated business objectives. These operations capture value and report
exposures daily using integrated energy systems for decision making and risk _management. A risk management
forum meets regularly to ensure that transactional practices comply with its prior approval of transactional limits,
commodities, instruments, exchanges and markets. Transactional risks are monitored and limits are enforced to
comply with the established risk policy. TXU Wholesale has a strict drscrplmary -program to address any
violations of its risk management policy requirements and penodrcally reviews these pohcres to ensure they are
responsive to changing market and business conditions. . . . o

TXU Wholesale’s natural gas operations in Texas include well-head production contracts, transportation
agreements and storage leases. TXU Wholesale manages 19.3:Bcf of natural gas storage capacity. Natural gas
is purchased for internal use in the generation of power, as well as for sale in wholesale markets and to business
customers. Because of the correlation of natural gas and power prices, TXU Wholesale’s natural gas operations
provrde opportumtxes to hedge TXU Energy Holdmgs margms on power sales, '

'ERCOT Market — TXU Energy Holdmgs beheves that the ERCOT regron presents an attractive
competitive electrlc service market due to the following factors: ' . v

. market rules support - falr and robust competrtron, whx]e provrdmg opportumtres for TXU Energy
Holdings to optimize its generatlon ﬂeet operatrons and purchased power requrrements L

. peak dernand is expected to grow at an average rate of approxrmately 2.4% per year

e jtisa srzeable market with approxrmately 62 GW of peak demand and approxrmately 33 GW of
- gverage demand; and .

e as projected by ERCOT, in the absence of generation additions, annual reserve margins are expected to
fall below ERCOT’s desired margin of 12.5% in 2010, thus providing opportunities for generation
owners. Reserve margm is defined as the excess of system capablhty over peak load expressed asa
percentage of peak load. -

Outside Taxas — Energy industry restructuring, although proceeding well in Texas, has not had similar
success in most other parts of the US. As early as 2000, optimism for national legislation and increased opening
of competitive markets began to alter the strategy of many industry participants. The establishment of Regional
Transmission Organizations and open access for both wholesale and retail -customers ‘was on the horizon.
Together with increasing customer demand for lower priced electricity and other energy services, these measures
were expected to have accelerated the industry’s movement toward a more competitive pricing and cost
structure. ‘ .

Many states, faced with this increasing pressure from legislative bodies. (federal and state) to introduce
competition, put forth deregulation plans. However, these plans have been generally deferred as the energy
markets have been buffeted by business failures, the 2001 California energy crises and governmental
investigations into energy trading activities.. The continued uncertainty regarding many -state and federal
regulatory pohcres has delayed the opening of new competmve retarl markets

Customers — There are no mdxvrdually srgmﬁcant customers upon whrch TXU Energy Holdmgs business
or results of operatlons are hlghly dependent. : .



Regulation and Rates

See “Restructuring Legislation above for a discussion of the restructured Texas elecmcny market

The Energy Policy Act of 2005 was passed by both houses of the US Congress and was sngned into law by
the President on August 8, 2005. The Energy ‘Policy Act, among other things, repealed the Public’ Utility
Holding Company Act (PUHCA) as of February 8, 2006. Among other matters, PUHCA had limited the
operations and ownersl'np of public utilities to contiguous geographical areas in the US and the ability of
nonutility companies to own or merge w1th pubhc utilities.

TXU Energy Holdings is an exempt wholesale generator under the Energy Pohcy Act of 2005 and is
subject to the jurisdiction of the NRC with respect to its nuclear power plant. NRC regulations govern the
granting of licenses for the construction and operation of nuclear power plants and subject such plants to
continuing review and regulatlon TXU Energy Holdmgs also holds a power marketer license from FERC.

PURA and the Commlsswn ‘were -subject to “sunset review” by the Texas Leglslature in the 2005
legislative session. Sunset review entailed, generally, a comprehensive review of the need for and efficacy of an
administrative agency (e.g., the Commission), along with an evaluation of the advisability of any changes to that
agency’s authorizing legislation (e.g., PURA). As part of the sunset review process, the legislative Sunset
Advisory Commission recommended that the Legislature reauthorize the Commission for six years, and
recommended other changes to PURA.. Senate Bill (SB) 408, which was passed by the Texas Legislature,
reauthorized the Commission for six -years, adjusted the governance of ERCOT, and clarified that the
Commission has full oversight of ERCOT.- The legislation also creates a new wholesale market monitor in
ERCOT TXU Energy Holdlngs cannot predlct the outcome of regulatory proceedings related to SB 408,

See “Envxronmental Matters ” dxscussnon be]ow for environmental regulations and related matters.




ENVIRONMENTAL MATTERS

Air — The federal Clean Air Act includes provisions which, among other things, place limits on the sulfur
dioxide (SO,) and nitrogen oxides (NOx) emissions produced by certain generation plants. In addition to the
new source performance standards applicable to SO, and NOx, the Clean Air Act requires that fossil-fucled
plants have sufficient SO, emission allowances and meet certain NOx emission standards. TXU Energy
Holdmgs generation plants meet the SO, allowance requlrements and NOx emission rates. .

In 2005 the EPA issued a final rule to further reduce SO; and NOx emissions from power plants The SO,
and NOx reductions required under the Clean Air Interstate Rule (CAIR) are based on a cap and trade approach
(market-based) in which a cap is put on the total quantity of emissions allowed in 28 eastern states (including
Texas), emitters are required to have allowances for each ton emitted, and emitters are allowed to trade
emissions under the cap The CAIR reductions are proposed to be phased in between 2009 and 2015.

Also in 2005 the EPA publlshed a final rule requmng reductions of mercury emissions from coal-fired
power plants. The Clean Air Mercury Rule (CAMR) is based on a cap and trade approach on a nationwide basis.
The mercury reductions are proposed to be phased in between 2010 and 2018. TXU Energy Holdings is in the
process of reviewing the final rules and is unable to determine what unpact the implementation of these rules
wxll have on its results of operatlons or financial posmon :

- 8O, reductlons requlred under the proposed reglonal haze/vnslbnhty rule (or so-called BART rule) only
apply to units built between 1962 and 1977. The reductions would be required on a unit-by-unit basis. The EPA
has suggested that CAIR may satisfy the BART reductlons for electric generatmg umts ‘

To comply with these rules (CAIR, CAMR and BART), it is Tlikely that some costs which could be
material, will be incurred for installation of additional control equipment and for facility .operations and
maintenance.

The federal Clean Air Act requires each state to monitor air quality for compliance with federal health
standards. The standards for ozone are not being achieved in several areas of Texas. The TCEQ has adopted
revisions to its one-hour ozone State Implementation Plan (SIP) rules that require an 88% reduction in NOx
emissions from electricity generation plants in the Dallas-Fort Worth ozone nonattainment area and a 51%
reduction in NOx emissions from electricity generation plants in East and Central Texas. Full compliance was
required by May 1, 2005. TXU Energy Holdings has installed all the pollution control technology necessary to
achieve the reductions in NOx required in 2005. Additionally, the TCEQ is expected to propose new SIP rules
by 2007 to deal with 8-hour ozone standards. These rules could require further NOx emission reductions from
certain TXU Energy Holdings facilities, but since the rules have not been developed, the ultimate impact of the

. implementation of these rules on TXU Energy Holdings’ results of operations or financial position is not
determinable.

- The Bush Administration is addressing greenhouse gas emissions through its greenhouse gas emissions

intensity reduction Climate VISION program. The Bush Administration and EPA have proposed the Clear Skies
legislative initiative calling for reductions of SO,, NOx, and mercury emissions from electricity generation
facilities over a 15-year period. Some legislative proposals for additional regulation of SO,, NOx, mercury and
carbon dioxide have been considered at the federal level and it is expected that additional similar proposals will
be made in the future. TXU Energy Holdings continues to participate in a voluntary greenhouse gas emission
reduction program and since 1995 has reported the results of its program annually to the US Department of
Energy. TXU Energy Holdings is also participating in a new voluntary electric utility industry sector climate
change initiative in partnership with the Department of Eneigy.

TXU Energy Holdings continues to assess the financial and operational risks posed by future legislative
changes pertaining to greenhouse gas emissions and multi-poltutant emissions, but because these proposals are in
the formative stages, TXU Energy Holdings is unable to predict their future impacts on its financial condition
and operations.
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Water — The TCEQ and/or the EPA have jurisdiction over water discharges (including storm water) from
all Texas and US facilities, respectively. Facilities of TXU Energy Holdings are presently in compliance with
-applicable state and federal requirements relating to discharge of pollutants into the water.  TXU Energy
Holdings holds ‘all required waste water discharge permits from the TCEQ for facilities in operation and has
applied for or obtained necessary permits for facilities under construction.. TXU Energy Holdings believes it can
satisfy the requirements necessary to obtain any required permits or renewals. ‘Recent changes to federal rules
pertaining to Spill Prevention, Control and Countermeasure Plans for oil-filled electrical equipment and bulk
storage facilities for oil will require updating of certain plants and facilities. TXU Energy Holdings is unable to
predict the impact of these changes at this time. Clean Water Act. Section 316(b) regulations pertaining to
existing water intake structures were published by the EPA in 2004.- As prescribed in the regulations, TXU
Energy Holdings is implementing a monitoring program to determine the future actions that might need to be
taken to comply with these regulatrons The results of thls program will determme the 1mpact on TXU Energy
Holdmgs . . , . : , .

- Other — Dlversmn, impoundment and w:thdrawal of water for coohng and other purposes are subject to
the jurisdiction of the TCEQ. TXU Energy Holdmgs possesses all necessary permits for these activities from the
TCEQ for its present operatrons

T reatment storage and drsposal of solid and hazardous waste are regulated at the state level under. the
Texas Solid Waste Disposal Act and at the federal level under the Resource Conservation and Recovery Act of
1976, as amended, and the Toxic Substances Control Act. The EPA has issued regulations under the Resource
Conservation .and Recovery Act of 1976 and the Toxic: Substances Control Act, and the TCEQ has issued
regulations under the Texas Solid Waste Disposal Act applicable to facilities of TXU Energy Holdings. TXU
Energy Holdings is in compliance with all applicable solid waste rules and regulations. In addition, TXU Energy
Holdings has registered sohd waste drsposal srtes and has obtained or applled for such perrruts as are requlred by
such regulatrons : :

Under the federal Low-Level Radloactrve Waste Pohcy Act of 1980 as amended, the State of Texas is
required to provide, either on its own or jointly with other states in a compact, for the disposal of all low-level
radioactive waste generated within the state. The State of Texas has agreed to a compact for a disposal facility
that would be located in Texas. That compact was ratified by Congress and signed by the President in 1998. In
2003, the State of Texas enacted leglslatron allowing a private entity to be licensed to accept low-level
radioactive waste for disposal, and in 2004 the State received a license application from such an entity for
review. . 'TXU Energy Holdings intends to continue to ship low-level waste material off-site for as long as an
alternative disposal site is available. Should existing off-site disposal become unavailable, the low-level waste
material will be stored on-site. TXU Energy Holdings’ on-site storage capacity is expected to be adequate until
other off-srte facllmes become avarlable (See “T XU Pow -“Nuclear-Powered Generatlon Assets” above)

Enwronmental Capttal Expemittures — Capltal expendltures for 'I‘XU Energy Holdmgs envrronmental
projects totaled $11 million in 2005 and are expected to total approximately $50 million in 2006.
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Item lA. RISK FACTORS

Some important factors, in addrtron to others spec1ﬁcally addressed rn Management s Dlscussron and
Analysis of Financial Condition and Results of Operations, that could have a material negative impact on TXU
Energy Holdings’ operations, financial results and financial condition, and could cause TXU Energy Holdings’
actual results or outcomes to-differ materially from any prOJected outcome contained in any forward—lookmg
statement in thls report, rnclude i s . -

TXU Energy Holdmgs bnsinesses are subject to ongoing complex govemmental regulations and
legislation that have impacted and may in the future impact, TXU Energy Holdmgs busmess and/or
results of operatlons. . : . : , S o

TXU Energy Holdings’ businesses operate in changing market environments influenced by various ,stete
and federal legislative and regulatory initiatives regarding the restructuring of the energy industry, including the
deregulation of the production and sale of electricity. TXU:Energy Holdings will need o adapt to these changes
and may face increasing competitive pressure and/or government oversight. : For example, the Texas electricity
market was deregulated as of January 1, 2002, and competition has resulted in, and may continue to result in,
declines in customer counts and sales volumes. In addition, as a result of Hurricane Katrina, TXU Energy
Holdings voluntarily agreed with the Commission to.moderate the implementation of :a price increase in
November and December 2005 and to not raise its price-to-beat rate from January 1, 2006 through April 1, 2006.

: TXU Energy Holdings’ businesses are subject to changes in laws (including PURA, the Federal Power Act,
the Atomic Energy Act, the Public Utility Regulatory Policies Act of 1978, the Clean Air Act and the Energy
Policy Act of 2005) and changing governmental: policy and regulatory actions (including those of the
Commission, the Texas Railroad Commission, the TCEQ, the FERC, the EPA and the NRC) with respect to
matters including, but not limited to, market structure and design, operation of nuclear power facilities,
construction and operation of other power generation facilities, recovery of costs and investments,
decommissioning costs and present or prospective wholesale and retail competition. Changes in, revisions to or
reinterpretations of existing laws and regulations- (particularly with respect to prices at which TXU Energy
Holdings may sell power), together with new laws and regulatrons, may have an adverse effect on TXU Energy
Holdmgs businesses.- , ;

: XU Energy Holdings, along with other market participants, is subject to electricity pricing constraints and
market behavior and other competitron-related rules and regulations under PURA that are administered by the
: Comrmsswn . S

TXU Energy Holdings -ay be foreed to sell power at less than its acqmsitxon cost or lose a sngmf‘ cant
number of retail customers in its historical service terrltory and faces eompetltlon from incumbent
providers outside its historical service terrltory ' s .

While TXU Energy Holdings may now offer pnces other than the pnce-to-beat rate, it is obligated to offer
the price-to-beat rate to its residential and small business customers in its historical service territory through
January 1, 2007. The results of TXU Energy Holdings’ retail electric operations in its historical service territory
are largely dependent upon the amount of headroom available to TXU Energy Holdings in its price-to-beat rate.
The margin or “headroom” available in the price-to-beat rate for any REP equals the difference between the
price-to-beat rate and the sum of delivery charges and the wholesale market price for power. Headroom may be
a positive or a negative number. Since headroom is dependent, in part, on wholesale market prices for power,
TXU Energy Holdings does not know nor can it estimate the amount of headroom that it will have in its price-to-
beat rate. There is no assurance that future adjustments to TXU Energy Holdings’ price-to-beat rate will be
adequate to cover future increases in its costs of electricity to serve its price-to-beat rate customers or that TXU
Energy Holdings’ price-to-beat rate will not result in negative headroom in the future.

TXU Energy Holdings faces competition for customers within its historical service territory. Such
competitors may be larger or better capitalized or have well known brand recognition. Such competitors may
also offer prices that are too low to be sustainable over the long-term, but attract customers away from TXU
Energy Holdings.
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“-In most retail electric markets outside its historical service territory, TXU Energy Holdings® principal
competitor may be the retail affiliate of the local incumbent utility company. The incumbent retail affiliates
have the advantage of long-standing relationships with their customers. In addition to competition from the
incumbent utilities and their affiliates, TXU Energy Holdings may face competition from a number of other
energy service providers, or other energy industry participants, who may develop businesses that will compete
with TXU Energy Holdings and nationally branded providers of consumer products and services. Some of these
competitors or potennal competitors may be larger and better capitalized than TXU Energy Holdings. If there is
inadequate margin in these retail electnc markets it may not be proﬂtable for TXU Energy Holdmgs to enter

these markets.

TXU Energy Holdings’ revenues and results of operations may be negatively impacted by decreases in
market prlces for power, decreases in commodlty pnces, such as natural gas and decreases in market heat

rates.

TXU Energy Holdmgs is not’ guaranteed any Ttate of return on its capital investments in unregulated
businesses.TXU Energy Holdings markets and trades power and gas, including power from its own production
facilities, aspart of its-wholesale marketsinanagement operation. . TXU Energy Holdings’ results of operations
are likely to depend in large part upon market prices for electricity, gas, lxgmte and coal in its regional market
and other competmve ‘markets and upon prevailing retail rates, which are set in part by regulatory authorities.
Market prices may fluctuate substantially over relatively short periods of time. Demand for electricity can
fluctuate dramatically, creating periods of substantial under- or over-supply. During periods of over-supply,
prices might be depressed. Also, at times there may be political pressure, or pressure from tegulatory authorities
with jurisdiction over wholesale and retail energy commodity and transportation rates, to impose price
limitations, bidding rules and other mechanisms to address volatility and other issues in these markets. Such
pressures in September and-October of 2005 provided additional -incentive for TXU Energy Holdmgs to
moderate the implementation of a price increase in November and December 2005 and to voluntanly not raise its
pnce-to-beat rate from Januazy i, 2006 through Apnl 1 2006 ,

“Some of ‘the fuel for TXU Energy Holdmgs power productlon facﬂmes is purchased under-short—term
contracts or on the spot market. Prices of fuel, mcludmg natural gas, may also be volatile, and the price TXU
Energy Holdings can obtain for power sales may not change at the same rate as changes in fuel costs. In
addition, TXU Energy Holdings purchases and sells natural gas and other energy related commodities, and
volatility in these markets may affect TXU Energy Holdings’ costs incurred in meeting its obligations.

Volatility in market pnces for fuel and electnc1ty may result from the followmg

severe or unexpected weather condmons,

seasonality, e

changes in electricity and fuel usage

illiquidity in the wholesale power or other markets,

transmission or transportation constraints, inoperability or inefficiencies,

availability of competitively priced alternative energy sources,

changes in supply and demand for energy commodities,

changes in power production capacity and market heat rates,

outages at TXU Energy Holdings’ power production facilities or those of its competitors,
changes in production and storage levels of natural gas, lignite, coal and crude oil and refined products,
natural disasters, wars, sabotage, terrorist acts, embargoes and other catastrophic events, and
federal, state, local and foreign energy, environmental and other regulation and legislation.

All of TXU Energy Holdings’ facilities for power production are located in the ERCOT region, a market
with limited interconnections to other markets. Wholesale electricity prices in the ERCOT market generally
move with the price of natural gas because marginal demand is generally supplied by gas-fired generation plants.
Wholesale electricity prices also move with market heat rates, which could fall if power prices fall relative to
natural gas prices or if excess generation facilities are built in ERCOT." Accordingly, the contribution to earnings
and the value of TXU Energy Holdings’ baseload (lignite/coal and nuclear) power production, which provided a
substantial portion of supply volumes in 20035, is dependent in significant part upon the price of natural gas and
market heat rates. As a result, TXU Energy Holdings’ baseload power production could significantly decrease in
value if natural gas prices fall or if market heat rates fall.
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TXU Energy Holdings’ assets or positions cannot be fully hedged against changes in commedity prices
and market heat rates, and its hedging procedures may not work as planned or hedge counterpartles may
del‘ault on their oblxgatrons to TXU Energy Holdings. / . , . ,

TXU Energy Holdmgs cannot fully hedge the nsk assocraled with changes in natural gas pnces or market
heat rates because of the expected useful life of TXU Energy Holdings’ power production assets and the size of
its position relative to market liquidity. To the extent TXU Energy Holdings has unhedged positions, fluctuating
commodity prices and/or market heat rates can materially impact changes in prices for other commodities, such
as delivered Powder River Basin coal and emission credits, and could materially impact TXU Energy Holdings’
results of operatlons and financial position, either favorably or unfavorably

To manage its. fmanclal exposure related to commodlty pnce ﬂuctuatlons, TXU Energy Holdmgs routmely .
enters into contracts to hedge portions of its purchase and sale commitments, weather positions, fuel
requirements and inventories of natural gas, lignite, coal, refined products, and other commodities, within
established risk management guidelines. .As part of this strategy, TXU Energy Holdings routinely utilizes fixed-
price forward physical purchase and sales contracts, futures, financial swaps and option contracts traded in the
over-the-counter markets or on exchanges.: Although TXU Energy Holdings devotes a.considerable amount of
management time and effort to the establishment of risk management procedures as well as the ongoing review
of the implementation of these procedures, the procedures in place may not always be followed or may not
always function as planned and cannot eliminate all the risks associated with these activities. As a result of these
and other factors, TXU Energy Holdings cannot precisely predict the 1mpact that risk management decisions
may have on its busmess, results of operatlons or financial position. . L , ~

To the extent TXU Energy Holdmgs engages in hedgmg and nsk management actlvmes TXU Energy
Holdings is exposed to. the -risk that counterparties that owe TXU Energy Holdings money, energy or other
commodities as a result of market transactions will not perform their obligations. Should the counterparties to
these arrangements fail to perform, TXU Energy Holdings might be forced to acquire alternative hedging
arrangements or honor the underlying commitment at then-current market prices. In such event, TXU Energy
Holdings might incur losses in addition to amounts, if any, already paid to the counterparties. ERCOT market
participants are also exposed to risks that another ERCOT market participant may default in its obligations (o
pay ERCOT for power taken, in which case such costs, to the extent not offset by posted security and other
protections . available to ERCOT, may be allocated to various non-defaulting ERCOT market part:crpants
including TXU Energy Holdings.

In connection with its hedging and risk management activities, TXU Energy Holdings has guaranteed or
indemnified the performance of a portion of its obligations relating to such activities. TXU Energy Holdings
might not be able to satisfy all of these guarantees and indemnification obligations if they were to come due at
the same time. In addition, reductions in credit quality or changes in the market prices of energy commodities
could increase the cash collateral required to be posted in connection with hedging and risk management
activities, which could materially impact TXU Energy Holdings’ liquidity and financial position.
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TXU Energy Holdings may suffer material losses, costs and liabilities due to its ownership and operation

of the Comanche Peak nuclear power plant.

The ownership and operation of a nuclear power plant, such as TXU Energy Holdings” Comanche Peak
nuclear plant, involves certain risks. ' These risks include: mechanical or structural problems; inadequacy or
lapses in maintenance protocols; the impairment of reactor operation and safety systems due to human error; the
costs of storage, handling and disposal of nuclear inaterials; limitations on the amounts and types of insurance
coverage commercially available; and uncertainties with respect to the technological and financial aspects of
decommissioning nuclear facilities at the end of their useful lives. The prolonged unavailability of Comanche
Peak could materially affect TXU Energy Holdings’ financial condition ‘and results of operations, partlcularly
when the cost to produce power at Comanche Peak is significantly less than market wholesale power prices. The
followmg are among the more significant of these risks: °

¢ Operational Risk — Operations at any nuclear power plant could degrade to the point where the plant
would have to be shut-down. - If such ‘degradations were to occur, the process of identifying and
correcting the ‘causes of the operational downgrade to return the plant to operation could require
"significant time and expense, resulting in both lost revenue and increased fuel and purchased power
~ “expense to meet supply commitments. Rather than incurring substantial costs to restart the plant, the
plant could be shut down. Furthermore, a shut-down or failure at any other nuclear plant could cause
regulators to require a shut-down or reduced availability at Comanche Peak. Over the next three years,
certain equipment at Comanche Peak is expected to be replaced, whlch will require extended outages.
The cost of these actlons is currently expected to be matenal '

e  Regulatory Risk — The NRC may modlfy suspend or revoke licenses and impose civil penaltles for

' failure to comply with the Atomic Energy Act, the regulations under it or the terms of the licenses of
nuclear facilities. Unless extended, the NRC operating licenses for Comanche Peak Unit 1 and Unit 2
will expire in 2030 and 2033, respectively. Changes in regulations by the NRC could require a
substantial increase in 'capital expenditures or result in increased operating or decommissioning costs.

®  Nuclear Accident Risk — Although the safety record of Comanche Peak and other nuclear reactors
generally has been very good, accndents and other unforeseen problems have occurred both in the US
and elsewhere. The consequences of an accident can be severe and include loss of life and property
damage. Any resulting liability from a nuclear accident could exceed TXU Energy ‘Holdings’
resources, mcludmg insurance coverage

The operation and maintenance of power production facilities involves significant risks that could
adversely affect TXU Energy Holdmgs’ results of operatmns and financial condition.

The operation and maintenance of power production facilities involves many risks, including, as
applicable, start up risks, breakdown or failure of facilities, lack of sufficient capital to maintain the facilities, the
dependence on a specific fuel source or the impact of unusual or adverse’ weather conditions or other natural
events, as well as the risk of perfonnance below expected levels of output, efficiency or reliability, the
occurrence of any of which could result in lost revenues and/or increased expenses. A significant number of
TXU Energy Holdmgs facilities were constructed many years ago. In- partlcular, older generating equipment,
even if maintained in accordance with good engineering practices, may require significant capital expendltures to
keep operating at peak efﬁmency The risk of increased maintenance and capital expenditures arises from (a)
increased starting and stopping of generation equipment due to the volatility of the competitive market, (b) any
- unexpected failure to produce power, including failure caused by breakdown or forced outage and (c) damage to
facilities due to storms, natural disasters, wars, terrorist acts and other catastrophic events. Further, TXU Energy
‘Holdings" ability to-successfully and timely complete capital improvements to existing facilities or other capital
projects is contingent upon many variables and subject to substantial risks. Should any such efforts be
unsuccessful, TXU Energy Holdings could be subject to additional costs and/or the write-off of its investment in
the project or improvement.

Insurance, warranties or performance guarantees may not cover all or any of the lost revenues or increased
expenses, including the cost of replacement power. Likewise, TXU Energy Holdings’ ability to obtain
insurance, and the cost of and coverage provided by such insurance, could be affected by events outside its
control.
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TXU - Energy Holdings’ cost of compliance with environmental laws are significant, and the cost of
compliance with new environmental laws could materially adversely affect TXU Energy Holdings’ results
of operations and financial condition.

. TXU Energy Holdings is subject to extensive environmental regulation by governmental authorities. In
operating its facilities, TXU Energy Holdings is required to comply with numerous environmental laws and
regulations, and to obtain numerous governmental permits. TXU Energy Holdings may incur significant
additional costs fo comply with these requirements. If TXU Energy Holdings fails to.comply with these
requirements, it could be subject to civil or criminal liability and fines. . Existing environmental regulations could
be revised or reinterpreted, new laws and regulations could be adopted or become applicable to TXU Energy
Holdings or its facilities, and. future changes in environmental laws and regulatlons could occur, mcludmg
potential regulatory and enforcement developments related to air emissions. s :

TXU Energy Holdings may not be able to obtain or maintain all required environmental regulatory
approvals. If there is a delay in obtaining any required environmental regulatory approvals or if TXU Energy
Holdings fails to obtain, maintain or comply with any such approval, the operation of its facilities could be
stopped or become subject to -additional costs. Further, at some of TXU Energy Holdings’ older facilities,
including its lignite/coal power plants, it may be uneconomical for TXU Energy Holdings to install the necessary
equipment to comply with envnonmental laws, which may cause TXU Energy Holdings to shut down those
facnlmes R '

In addition, TXU Energy Holdings may be‘responsible for anyron-site liabilities associated with the
environmental condition of facilities that it has acquired or developed, regardless of when the liabilities arose
and whether they are known or unknown. In connection with certain acquisitions and sales of assets, TXU
Energy Holdings may obtain, or be required to provide, indemnification against certain envnonmenlal liabilities.
Another party could fail to meet its indemnification obligations to TXU Energy Holdings.

TXU Corp.’s. growth strategy for TXU Energy Holdings® businesses may not be executed as planned
which could adversely impact its financial condition and results of operations.

There can be no guarantee that the execution of TXU Corp.’s growth strategy for TXU Energy Holdmgs
businesses will be successful. For example, there can be no guarantee that TXU Energy Holdings’s investment
in lignite/coal-fired facilities, such as Oak Grove and Sandow 5, will not be adversely impacted as a result of (1)
any unantxclpated change in environmental law or available technologies or (ii) any unanticipated reduction in
natural gas prices or market heat rates. Moreover, execution of TXU Corp.’s growth strategy, if achieved, may
take longer than expected at costs higher than expected. TXU Corp.’s growth strategy is dependent upon many
variables, including, but not limnited to, market, legislative and regulatory dynamics. Any change to any of these .
dynamics could effect the execution of TXU Corp s growth strategy, including causing management to change
its strategy

Ongoing performance impfovement initiatives may not achieve,désired aost reductions and may instead
result in significant additional costs if unsuccessful.

The lmplementatlon of pexformance lmprovement mltlatlves 1dentxﬁed by management may not produce
the desired reduction in costs and may result in disruptions arising from employee displacements and the rapid
pace of changes to organizational structure and operating practices and processes. Specifically, TXU Energy
Holdings is subject to the risk that the joint venture outsourcing arrangement with Capgemini may not produce
the desired cost savings. Should TXU Energy Holdings wish to terminate or modify the arrangement with
Capgemini as a result of cost or quality issues, or if Capgemini becomes financially unable to perform its
obligations, TXU Energy Holdmgs would incur transition costs, which would likely be sxgmﬁcant to switch to
another vendor.
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TXU Energy Holdings relies on the infrastructure of local utilities or independent transmission system .

operators to provide electricity to, and to obtain information about, their customers. Any infrastructure
failure could negatively impact customer satisfaction and could have a material negatlve impact on TXU
Energy Holdings’ business and results of operations , :

-TXU Energy Holdmgs depends on- transrmssxon and distribution facilities owned and operated by affiliated
and unaffiliated utilities to deliver the electricity it produces and sells to consumers, as well as to other REPs. If
transmission capacity is inadequate, TXU Energy Holdings’ ability to sell electricity may be hindered, it may
have to forgo sales or it may have to buy more expensive wholesale electricity that is available in the capacity-
constrained area. For example, during some periods transmission access is constrained to some areas of the
Dallas-Fort Worth metroplex, where TXU Energy Holdings has a significant number of customers. The cost to
provide service to these customers may exceed the cost to provide service to other customers, resulting in lower
profits. In addition, any infrastructure failure that interrupts or impairs delivery of electncrty to TXU Energy
Holdings customers could negatively 1mpact the satlsfactlon of ltS customers wnth its service.

TXU Energy Holdmgs offers bundled services to its retail customers, wnth some offermgs at fixed prices
and for fixed terms. If TXU Energy Holdings” costs for these bundled services exceed the prices paid by
its customers, TXU Energy Holdings’ results of operations could be materially adversely affected.

- TXU Energy Holdings offers its customers a bundle of services that include, at a minimum, the electricity
itself plus transmission, distribution and related 'services. The prices TXU Energy Holdings charges for this
bundle of services or for the various components of the bundle, any of which may be fixed by contract with the
customer for a period of: time, could fall below TXU Energy Holdmgs underlymg ‘cost to obtam the
components :

Changes .in technology may : reduce the value of TXU Energy Holdmgs’ power plants ‘and . may
SIgnificantly impact its business in other ways as well. ,

Research and development activmes are ongomg to 1mprove exnstmg ‘and alternative technologles to
produce electricity, including gas turbines, fuel cells, microturbines and photovoltaic (solar) cells. It is possible
that advances in these or other alternative technologies will reduce the costs of electricity production from these
technologies to a level that will enable these technologies to compete effectively with traditional power plants
like TXU Energy Holdings’. While demand for electric energy services is generally increasing throughout the
US, the rate of construction and ‘development of new, more efficient power production facilities may exceed
increases in demand in some regional -electric .markets. Consequently, where TXU: Energy Holdings has
facilities, the market value of TXU Energy Holdings® power production.could be significantly reduced. Also,
electricity demand could be reduced by increased conservation efforts and advances in technology, which could
likewise significantly reduce the value of TXU .Energy Holdings’ -power plants. -Changes in technology could
also alter the channels through which retail electric customers buy electricity. To the extent self-generation
facilities become a more cost-eﬁ'ectlve optlon for certain customers, TXU Energy Holdmgs revenues would be

: reduced

TXU Energy Holdmgs’ future results of operations may be negatlvely impacted by settlement adjustments .

determined by ERCOT related to prior periods

ERCOT is the mdependent system operator that is responsnble for mamtammg rellable operahon of the .
bulk electric power supply system in the ERCOT region. Jts reésponsibilities include the clearing and settlement -

of electricity volumes and related ancillary ‘services among the various participants in the deregulated Texas
market. Settlement information is due from ERCOT within two months after the operating day, and true-up

settlements are due from ERCOT within six months after the operating day. As a result, TXU Energy Holdings -

is subject to settlement adjustments from ERCOT related to prior periods, which may result in charges or credits
impacting future reported results of operations.
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TXU Energy Holdings’ results of operations and financial condition could be negatively impacted by any
development or event beyond its control that causes & materlal weakness in Texas or the ERCOT region.

TXU Energy Holdmgs denves substantrally all of its operatlons in the ERCOT regron As a result,’
regardless of the state of the economy in areas outside of Texas or the ERCOT region, economic weakness in
Texas or the ERCOT region could lead to reduced demand for électricity in ERCOT region. Such a reduction
could have a material negatlve impact on TXU Energy Holdings’ results of operatlons and financial condition.

A downgrade in TXU Energy Holdings’ credit ratings could negatlvely affect |ts abrhty to access capital '
and could require TXU Energy Holdmgs to post collateral or repay certain indebtedness. ,

The cuxrent credlt ratmgs for ’I’XU Energy Holdmgs long-term debt are investment grade A ratmg '
reflects only the view of a rating agency, and it is not a recommendationto buy, sell or hold securities. Any
rating can be revised upward or downward ‘at any:time by a rating agency if such rating agency decides that
circumstances warrant such a change. If S&P, Moody’s or Fitch were to downgrade TXU Energy Holdings’
long-term debt rating, borrowing costs would increase, the potential pool of investors and funding sources would
likely decrease and liquidity demands may be tnggered by the terms of 2 number of commodrty contracts leases
and other agreements.

~Most of TXU Energy Holdings’ - large .customers, suppliers and counterparties require sufficient
creditworthiness in order to enter into transactions. If TXU Energy Holdings’ ratings were to decline,
particularly below investment grade, costs to operate TXU Energy Holdings’ business would increase because
counterparties may require the posting of collateral in the form of cash-related instruments, or counterpartles
may decline to do business wrth TXU Energy Holdings. '

In addition, as discussed in this Form 10-K, the terms of certain of TXU Energy Holdings’ financing and
other arrangements contain provisions that are directly or indirectly affected by changes in credit ratings and
could requlre the postrng of collateral the repayment of indebtedness or the payment of other amounts

TXU Energy Holdmgs ls a holdmg company, and lts obhgatrons are structurally subordmated to existrng
and future habrhtres of its subsidraries : : _

TXU Energy Holdmgs is a holding company Substantrally all of TXU Energy Holdmgs consohdated
assets are held by subsidiaries. Accordingly, TXU Energy. Holdmgs cash flows ‘and ability to meet its
_ obligations and to pay dividends are largely dependent upon the earnings of its subsidiaries and the payment of
such earnings to TXU Energy Holdings in the form of distributions, loans or advances, and repayment of loans
or advances from TXU Energy Holdings. These subsidiaries are separate and distinct legal entities and have no
obligation to provide TXU Energy Holdlngs w1th funds for its payment obhgatrons whether by drvrdends,
dlstributrons loans or otherwise. - . :

Because TXU Energy Holdmgs is a holdmg company, its obhgatrons to 1ts credrlors are structurally :
subordinated to all existing and future liabilities and any future preferred stock of its subsidiaries. Therefore,
TXU Energy Holdings’ rights and the rights of its creditors to participate in the assets of any subsidiary in the
event that such a subsidiary is liquidated or reorganized are subject to the prior claims of such subsidiary’s
creditors and holders of its preferred stock. To the extent that TXU Energy Holdings may be a creditor with
recognized claims against any such subsidiary, its claims would still be subject to the prior claims of such
subsidiary’s creditors to the extent that they are secured or senior to those held by TXU Energy Holdings. -
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In the future, TXU Energy Holdings could have liquidity needs that could be difficult to satisfy under
some clrcumstances

The inability to raise capital on favorable terms, partrcularly durrng times of uncertamty in the financial
markets, could impact TXU Energy Holdings’ ability to sustain and grow its businesses, which are capital
intensive, -and would increase its capital costs. TXU Energy Holdings relies on access to financial markets as a
significant source of liquidity for capital requirements not satisfied by cash'on hand or operatmg cash flows.
TXU Energy Holdmgs access to the ﬁnancral markets could be adVersely lmpacted by various factors, such as:

¢ “changes in credit markets that reduce avallable credrt or the abrhty to renew exrstmg qumdrty facilities
on acceptable terms; -

» inability to access commercral paper markets

» changes in interest rates; B

e & deterioration of TXU Energy Holdmgs credlt or a reduction in TXU Energy ‘Holdings’ credit ratmgs
or the credit ratings of TXU Corp. or TXU Corp.’s other subsxdranes, o

e extreme volatility in TXU Energy Holdmgs markets that increases margin or credit requlrements

s a matenal breakdown in TXU Energy Holdings’ risk management procedures;

. prolonged delays in brllmg and payment resultmg from delays in switching customers from one REP to
another, and

e the occurrence. of matenal adverse changes in TXU Energy Holdmgs busmesses that resmct TXU
Energy Holdings’ ability to access its quuldrty facilities.

A lack of necessary «capital. and cash reserves could adversely impact the evaluatlon of XU Energy
Holdings® credit worthiness by counterpartres and ratmg agencies, and would likely i increase its capital costs.
Further, concerns on the part of counterparties regarding TXU Energy Holdings’ quurdrty and credit could limit
its wholesale markets management activities,

The issues and associated risks and uncertainties described above are not the oniy'ones TXU Energy
Holdings may face. Additional issues may arise or become material as the energy industry evolves.

Item lB UNRESOLVED STAFF COMMENTS

None.
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Item 3. LEGAL PROCEEDINGS .~ .

On March 18, 2005, TXU Corp. received a subpoena from the SEC. The subpoena requires TXU Corp. to
produce documents and other information for the period from January 1, 2001 to March 31, 2003 relating to,
among other things, the financial distress at TXU Europe during 2002 and the resulting financial condition of
TXU Corp., TXU Corp.’s reduction of its quarterly dividend in October 2002, and the following two previously
disclosed claims against TXU Corp. and certain other persons named in such claims: (i) a lawsuit brought in
April 2003 by a former employee of TXU Portfolio Management, William J. Murray (Murray Litigation) and (ii)
various consolidated lawsuits brought by various shareholders of TXU Corp. during late 2002 and January 2003
(Shareholders’ Litigation). The documents accompanying the subpoena state that (i) the SEC is conducting a
fact-finding inquiry for purposes of allowing it to determine whether there have been any violations of the
federal securities laws and (ii) the request does not mean the SEC has concluded that TXU Corp or any other
person has violated the law. Although TXU Corp. cannot predict the outcome of the SEC i mqulry, TXU Corp.
does not believe there was any basis for the claims made in the Murray Litigation, which has now been settled.
A final settlement shpulatlon was signed and filed with the Court in the Shareholders’ Litigation and the Court
has approved the settlement, although certain members of the settiement class who object to the approval of the
settlement have appealed the Court’s order approving the settlement XU Corp 'has cooperated with the SEC
and completed the production of the documents requested by the subpoena and has responded to the SEC’s
requests for information. In addition, on July 12, 2005, Mr. Erle Nye, formérly a director of TXU Corp. and
formerly the CEO and Chairman of the Board of TXU Corp., received a similar “fact-finding” subpoena from
the SEC.  Mr. Nye has informed TXU Corp. that he has completed hts response to the SEC.. -

On February 18, 2005, a lawsuit was filed by Utility Choice, L.P. and Cirro Group, Inc. in the United
States District Court for the Southern District of Texas, Houston Division, against TXU Coxp and certain of its
subsidiaries, as well as various other wholesale market: partlclpants doing business in ERCOT, clalmmg
generally that defendanis engaged in a variety of anticompetitive conduct, including market manipulation in
violation of antitrust and other laws. TXU Corp. and its subsidiaries settled this matter in November 2005 and
the suit has been dismissed as to TXU Corp. and its subsidiaries.

Between October 19 and December 30, 2004, ten lawsuits were filed in various California superior courts
by purported customers against TXU Corp., TXU Energy Trading Company and TXU Energy Services and other
marketers, traders, transporters and sellers of natural gas in California. Plaintiffs allege that begmmng at least by
the summer of 2000, defendants manipulated and fixed at artificially high levels natural gas prices in California
in violation of the Cartwright Act and other California state laws. These lawsuits have been coordinated in the
San Diego Superior Court with numerous other natural gas actions as "In re Natural Gas Anti-Trust Cases I, II,
IIL, IV and V." Discovery has commenced in this litigation. TXU Corp. believes the claims against TXU Corp.
and its subsidiaries are without merit and TXU Corp. intends to vigorously defend the lawsuits. TXU Energy
Holdings is, however, unable to estimate any possible loss or predict the outcome of these actions.

On July 7, 2003, a lawsuit was filed by Texas Commercial Energy (TCE) in the United States District
Court for the Southern District of Texas, Corpus Christi Division, against TXU Energy Holdings and certain of
its subsidiaries, as well as various other wholesale market participants doing business in ERCOT, claiming
generally that defendants engaged in market manipulation, in violation of antitrust and other laws, primarily
during the period of extreme weather conditions in late February 2003. An order granting TXU Energy
Holdings’ Motion to Dismiss based on the filed rate doctrine was entered on June 24, 2004, TCE appealed and
the Fifth Circuit Court of Appeals affirmed the dismissal. TCE subsequently filed pleadings seeking further
appellate review of this decision by the United States Supreme Court, however, the Supreme Court denied the
appeal on January 9, 2006.

In addition to the above, TXU Energy Holdings is involved in various other legal and administrative
proceedings in the normal course of business the ultimate resolution of which, in the opinion of management,
should not have a material effect upon its financial position, results of operations or cash flows.

Item4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART 11

Item5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Not applicable. All of TXU Energy Holdings’ common membership interests are owned by US Holdings.

Item 6. SELECTED FINANCIAL DATA

The information required hereunder is set forth under Selected Financial Data included in Appendlx Ato
this report.

Item 7. MANAGEMENT’S DISCUSSION AND ANALYS[S OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS ‘

The information required hereurider is et forth under Management’s Discussion and Analysis of Financial
Condition and Results of Operations included in Appendix A to this report.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES'ABOUT MARKET RISK

The information required hereunder is set forth in Management’s Discussion and Analysxs of Financial
Condition and Results of Operations included in Appendix A to this report.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required - hereunder ‘for ‘TXU Energy Holdings ‘is set forth under Statement of
Responsibility, Report of Independent Registered Public Accounting Firm, Statemeénts of Consolidated Income,
Statements of Consolidated Comprehensive Income, Statements of Consolidated Cash Flows, Consolidated
Balance Sheets, Statements of Consohdated Members Interests and Notes to- Financial Statements mcluded in
Appendix A to this report '

Item 9. CHANGES IN AND' DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

None.
Item 9A. CONTROLS AND PROCEDURES

An evaluation was performed under the- superws:on ‘and ‘with the participation of TXU Energy Holdings’
management, including the principal executive officer and prmc:pal financial officer, of the effectiveness of the
design and operation of the disclosure controls and procedures in effect as of December 31, 2005. Based on the
evaluation  performed, TXU -Energy Holdings’ management, including ‘the pnncnpal executive officer and
prmcrpal ﬁnancral ofﬁcer concluded that the dlsclosure controls and procedures were effective.

g There have been no changes in TXU Energy Holdmgs internal controls over ﬁnancxal reportmg ‘during the

most recently completed fiscal quarter that have matenally affected, or are reasonably hkely to matenally affect,

TXU Energy Holdmgs mternal control over ﬁnanclal reportmg
Item 9B OTHER INFORMATION

. None. ‘f‘”'
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PART IlI
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Item 10 is not presented herein as TXU Energy Holdmgs meets the conditions set forth in General
Instruction (I) (1) (a) and (b). : ~ o :

Item 11, EXECUTIVE COMPENSATION

- Item 11 is not presented herein as TXU Energy Holdings meets the conditions set forth in General
Instruchon @) (1) (a) and (b).

Item 12. SECURITY 'OWNERSHIP. OF CERTAIN. BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

... . Item 12 is not presented herein as TXU Energy Holdings meets the conditions set forth in General
Instruction @ (1) (a) and (b). : : .

Ttem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS -

Item 13 is not presented herein as TXU Energy Holdmgs meets the conditions set forth in General
Instructlon @ (1) (2) and (b). S

1

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

TXU .Energy Holdings has no Audit Committee of its own, but relies upon the TXU Corp Audit
Commiittee (Committee). The Committee has adopted a pollcy relatmg to engagement of TXU Corp.’s
independent -auditor. The policy provxdes that in addition to the audit of the financial statements, related
quarterly reviews and other audit services, and prov1dmg services necessary to complete SEC filings, Deloitte &
Touche LLP may be engaged to provide nonaudit services as described herein. Prior to engagement, all services
to be rendered by the lndependent auditors must be authorized by the Committee in accordance with preapproval
procedures which are defined in the policy. The: preapproval procedures require (i) the annual review and
preapproval by the Committee of all anticipated audit and nonaudit services; and (ii) the quarterly preapproval
by the Committee of services, if any, not previously approved and the review of the status of previously
approved services. The Committee may also approve certain ongoing nonaudit services not previously approved
in the limited circumstances provided for in the SEC rules. All services performed by the independent auditor in
2005 were preapproved.

The policy defines those nonaudit services which Deloitte & Touche LLP. may-also be engaged to provide
as follows: (i) audit related services (e.g. due diligence, accounting consultations and audits related to mergers,
. acquisitions and divestitures;’ employee benefit plan audits; accountlng and financial reporting standards
consultation; internal control reviews; and the like); (ii) tax related services (e.g. tax compliance; general tax
consultation and planning; tax advice related to mergers; acquisitions and divestitures and the like); and (iii)
other services (e.g. process improvement, review and assurance; litigation and rate case assistance; general
research; forensic and .investigative services; training services and the like). The policy prohibits the
engagement of Deloitte & Touche LLP to prov1de (i) bookkeeping or other services related to the accounting
records or financial statements of TXU Energy - Holdings; (ii) financial information systems design and
implementation services; (iii) appraisal or valuation services, fairness opinions, or contribution in-kind reports;
(iv) actuarial services; (v) internal audit outsourcing services; (vi) management or human resources functions;.
(vii) broker-dealer, investment advisor, or investment banking services; (viii) legal and expert services unrelated
to the audit; and (ix) any other services that the Public Company Accounting Oversight Board determines, by
regulation, to be impermissible. In addition, the policy prohibits the independent auditor from providing tax or
financial planning advice to any officer of TXU Energy Holdings.

Compliance with the Committee’s policy relating to the engagement of Deloitte & Touche LLP will be
monitored on behalf of the Committee by TXU Corp.’s chief internal audit executive. Reports from Deloitte &
Touche LLP and the chief internal audit executive describing the services provided by the firm and fees for such -
services will be provided to the Committee no less often than quarterly.
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For the years ended December 31, 2005 and 2004, fees billed to TXU Energy Holdings by Deloitte &
Touche LLP, the member firms of Deloitte Touche Tohmatsu and their respectlve affiliates were as follows:

2005 2004
Audit Fees. Fees for services necessary to perform the annual audit,
review SEC filings, fulfill statutory and other attest service
requirements and provide comfort letters and consents..........c.cccoeuue.n. $1,602,000 - $1,076,000
Audit-Related Fees. Fees for services including employee benefit
plan audits, due diligence related to ‘mergers, acquisitions and
dlvestnures, accountmg consultations and audits in connection with
acquxsmons, internal control rev1ews, attest services that are not
required by’ statute or regulation, and consultation concerning
financial accounting and reporting standards.............co.cecerierevenreccsnraene 98,000 868,000
Tax Fees. Fees for tax compiiance, tax planning, and tax advice
related to mergers and acquisitions, divestitures, and
communications with and requests for rulings from taxing authorities - 72,000
All Other Fees. Fees for services inehiding process improvement
reviews, forensic accounting reviews, litigation and rate case
assistance .............. VO - —
TOtal.......oooeeeeereceerrreren s ansn s _$1,700,000 --° '$2,016,000
PARTIV
Item 15.  EXHIBITS AND FINANCIAL STATEMENT SCHEDULES -
Page
(@  Documents filed as part of this Report:
Financial Statements (mcluded in Appendix A to this report):
Selected Financial Data ........cceveniceiisininennienecssenennsesinerssenes - A-2
Management’s Discussion and Analysis of Financial Condition o ‘
and Results of Operations ... ettt sane A-3
Statement of ReSPONSIbIIILY....c.ccovvmverereiiennrc et reersaens o sesesrsnssssasasassssssnsans (A-39
 Report of Independent Registered Public Accounting Firm........iiuiiiendilinilnennn A-40
Statements of Consolidated Income for each of the three years inthe " '
period ended December 31, 2005........o.uuiveeveeeeerseriessnereesssssmssssssessassssssssssiossesseses A-41
Statements of Consohdated Comprehensxve Income for each of the . AT
three years in the period ended December 31, 2005 e — . A-4]
Statements of Consolidated Cash Flows for each of the three yearsin . - '
the period ended December 31, 2005.........cocovvrvernnnnense . A-42
Consolidated Balance Sheets, December 31, 2005 and 2004 A-43
Statements of Consolidated Membership Interests for each of the three years m
"' the period ended December B s e o A44

‘Notes to Financial Statements ..............ccoueusremrrinss ;'...’.;'..'..:.. o nR———— C
The consolidated financial statement schedules are omitted because of the absence of the conditions under which
they are required or because the required information is included in the consolidated financial statements or
notes thereto.
(b)  Exhibits:

Included in Appendix B to this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or lS(d) of the Securmes Exchange Act of 1934 TXU
Energy Company LLC has duly caused this report to be signed on its behalf by the undersxgned

thereunto duty authorlzed

Date: = March 6, 2006

" TXU ENERGY COMPANY LLC " °
18 ~ M. S. GREENE

(M. S. Greene, Chairman of the Board,
. President and Chief Executive) -

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been slgned
below by the following persons on behalf of TXU Energy Company LLC and in the capacitles and on the;

date indncated.
Signature
R ‘M. S. GREENE
(M.S. Greene, Chairman of the Board

President and Chief Execuuve) '
sl KIRK R. OLIVER |
: : (Ku'k R. Oliver, Executive Vice President

Chief Financial Officer)

/s/ STANLEY J. SZLAUDERBACH |

(Stanley J. Szlauderbach, Senior Vice President) -

/s/ DAVID A. CAMPBELL

(David A. Campbell) -

/s/ ERIC H. PETERSON
’ (En'c H. Peterson)
/s/ C. JOHN WILDER

(C. John Wilder)

Title

—_—

Principal Executive -
Officer and Manager

h Principel Financial Officer

and Manager

Principal Accounting Officer

Manager
Manager - .

Manager -

Supplemental Information to be Furnished with Reports Filed

Pursuant to Section 15(d) of the Act by Registrants Which Have Not Registered

Securities Pursuant to Seetlon 12 of the Act

Date

March 6, 2006

March 6, 2006
March 6,2006
March 6, 2006

March 6, 2006

March 6, 2006

No annual report, proxy statetnent form of proxy or other proxy soliciting matenalvhasv been sent to
security holders of TXU Energy Company LLC during the period covered by thls Annual Report on Form 10-K

for the fiscal year ended December 31, 2005.
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TXU ENERGY COMPANY LLC AND SUBSIDIARIES

SELECTED FINANCIAL DATA

Year Ended December 31,

- 2005 2004 2003 - 2002 2001
(millions of dollars, except ratios)
Total assets — end of year. $ 17,806 $ 14,473 $ 14,148 $15789  § 13,905
Property, plant and equipment — net — end of year. $ 9,958 $ 9,920 $ 10,345  $ 10341 $ 10,530
Capital expenditures ~$ 309 s 281 $ 163 $ 284 § 327
Capitalization — end of year: . . o i e
‘Long-term debt, less amounts due currently $ 3,055 $ 3,226 $ 3,084 § 2378 $ 3,454
Exchangeable preferred memberslup interests, net of dxscount..........,... ) 528 511 497 - -
Membership interests 4353 3591 3999 4273 ___4.212
Total 87936 5. 7328 5 7580 S§ 6651 81,666
Capitalization ratios — end of yeaf'. : ) k ' o
Long-term debt, less amounts due currently ) 38.5% 44.0% 40.7% 35.8% 45.1%
Exchangeable preferred membership interests, net of discount.............. 6.7% - 7.0% 6.6% % —%
Membership interests 54.8% 49.0% 52.7% 64.2% 54.9%
Total —100.0%  _1000% =100.0% - -_100.0%. = __100.0%
Embedded interest cost on long-term debt and exchangeable prefetred » ) O ) :
membership interests—end of year (a) .. 75% ' 63% 2% 6.8% 4.5°
Operating revenues $ 9,327 $ . 8,495 $ 798 $ 7,678 $ 7.404
Income from continuing operations before cumulative effect of :
changes in accountmg principles $ 1,430 $§ 408 $ 497 $ 322 $ 591
Net income $ 1,414 $ 378 $ 421 $ 270 $ 507
Ratio of earnings to fixed charges .5.88 242 2.95 - 266 3.96
(a) Represents the annual interest and amortization of any discounts, premiums, issuance costs and any deferred gains/losses on reacquisitions

divided by the carrying value of the debt plus or minus the unamortized balance of any discounts, premiums, issuance costs and gains/losses

on reacquisitions at the end of the year.

Certain previously reported financial statistics reflect reclassifications to conform to current year classifications.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

BUSINESS

TXU Energy Holdings is a wholly-owned subsidiary of TXU Corp. TXU Energy Holdings is engaged in
electricity generation, residential and business retail electricity sales as well as wholesale energy markets activity,
largely in Texas There are no reportable busmess segments within TXU Energy Holdings.

Business Strategy and ngortunitres o

In 2004 senior management reviewed TXU Corp.’s operatrons and launched a restructurmg program to
restore financial strength, drive performance 1mprovement with'a competitive industrial company perspective and
allocate capital in a disciplined and efficient manner. The final phase of the program included development and
implementation of the growth strategy of TXU Corp. and its two business segments The growth strategy review
‘was completed in November 2005. TXU Energy Holdings’ goal over the next five years is to become an industry
leader as a competitive solid fuel power generator with quality scale in several markets.

XU Energy Holdings’ ‘power generation operation intends to:

further nnplement the TXU Operatmg System a program to drive productrvrty lmprovement through
deployment of an industrial skill set, targeting the achievement of top quartile cost levels within three
years with ongoing production 1mprovements to enhance an advantaged llgmte/coal-ﬁred generation
operating capability;

leverage the TXU Operating System to pursue certain attractive growth opportumtres in ERCOT that will

- add needed capacity and enhance the market’s fuel diversity; and

seek opportunities to double the size of its lrgmte/coal fired generatron fleet over the next five years,

‘building a national solid’ fuel genération company ‘with’ quality scale in multiple markets by applying
TXU Operating System capabrlrtles on a broader set of assets through transactions with other coal-fired
generation plant owners

. 'I‘XU Energy ‘Holdi’ngs‘ retail sales operation intends to:

rmprove proﬁtabrhty and operatronal perfonnance in Texas through ongoing cost leadership, innovative
product and service offerings and excellence in customer service to distinguish itself; and
monitor potential opportunities to expand in other regions if and when those develop.

TXU Energy Holdings® wholesale energy markets operatlon intends to:

".:contmue to support the generatlon and retarl sales operatlons striving . for . market . leadership. and
. excellence in optrrmzmg the performance of the generation assets and sourcing power for the retarl
_busmess, N 1 . oo

monitor and mana e TXU Energy Holdmgs commodrty prrce nsks and

® . engagein ‘complementary actrvmes such as the structurmg of long-term contractual arrangements

TXU Corp. continues &o evaluate a wrde varrety of transactrons for the execution of TXU Energy Holdmgs

.. growth strategy.- -
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KEY CHALLENGES AND INITIATIVES

Following is a discussion of the key challenges facing manaéement and the initiatives currently underway to
manage such challenges: ‘

Competitive Markets and Customer Retention .

In Texas, 2005 was the fourth full year of a competltxve retail market, and competmve activity has resulted in
lower retail customer counts and sales volumes. The area representing TXU Energy Holdings® historical service
territory prior to deregulation, largely in north Texas, consisted of approximately 3 million electricity consumers
(measured by meter counts) as of year-end 2005. TXU Energy Holdings currently has apprOXirnately 2.1 million
retail customers in that territory and has acquired approximately 230,000 retail customers in other competitive

. areas in Texas. Retail sales volumes declined 17%, 12% and 12% in 2005, 2004 and 2003, réspectively; including

all markeis in which TXU Energy Holdmgs competes. Declines in both customer counts and related sales
volumes reflect competitive activity in the business market and to a lesser extent in the residential market. As
retail sales have declined, wholesale sales volumes have increased over this period with TXU Energy Holdings’

shift from retail to wholesale market services. In respondmg to the competltlve landscape, TXU Energy Holdmgs
is focusing on the fol]owmg key initiatives:

¢  Customer retention strategy remains focused on delivering world-class customer service and improving
the overall customer expenence In line with this strategy, TXU Energy Holdings continues to
implement initiatives to improve call center response trme and effectrveness as well as online

_ interaction with customers.

e TXU Energy Holdings customizes its pnce/servnce product offermgs to customer classes with service
enhancements proven to be valued by those customers. TXU Energy Holdmgs continues to-develop
price/service products with greater flexibility that are desxgned to fit varying customer need profiles.

e Initiatives in the small and medium-business segment are focused largely on targeted programs to
retain the existing highest-valug_customers and to recapture. customers who have switched. Tactical

_ programs put into place include improved customer service, new product price/service offenngs and a
" direct-sales force for customers with demand of 200 kilowatts and above. ‘

e TXU Energy Holdings remains focused on driving profitability by targeting ¢customers with the highest

economic potentlal and delivering with a low-cost model. . Initiatives include a more dlscxplmed
- contracting and pricing approacb a comprehensive hedging strategy to better protect against pricing
volatility, improved economic segmentation of the large-business market to provrde for more targeted
sales and marketxng efforts and more effectrve deployment of the drrect-sales force

Natural Gas Price & Market Heat-Rate Exposure

Wholesale electricity prices in the” Texas market generally move with the price of natural gas because

. marginal demand is generally met with gas-fired generation plants.. Wholesale electricity prices also move with

* 'market_heat rates, which are a ‘measure of the eﬁicrency ‘of the marginal suppher (generally gas plants) in

“generatrng electricity. The wholesale market price of power divided by the market price of natural gas represents

the market heat rate. Market heat rates are currently near historical lows following the substantial increase in more
efficient gas-ﬁred generation capacity in Texas in the early 2000’s. In contrast, natural gas prices have increased
significantly in recent years, but historically ‘the price has’ fluctuated due to the effects of weather, changes in

_industrial demand and supply avallabrhty, and other econornlc and market factors

In contrast to TXU Energy Holdmgs gas-fn‘ed generatron units, changes in natural gas prices have no
significant effect on the cost of generating electricity from TXU Energy Holdings’ nuclear-powered and
lignite/coal-fired plants. All other factors being equal, these baseload generation assets, which provided 56% of
supply volumes in 2005, increase or decrease in value as natural gas prices rise or fall, respectively, because of the
effect of natural gas prices on wholesale power prices.
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- With the exposure to variability of natural gas prices, sales price ' management and hedging activities are
critical to the profitability of the business. TXU-Energy Holdmgs continues to have price flexibility in the large
business market and in all markets outside of its historical service territory.” With respect to residential and small
business customers in the historical service territory, TXU Energy Holdings must offer regulated price-to-beat
rates until January 1, 2007, but has the flexibility to offer prices other than the price-to-beat rate. Price-to-beat
‘rates ‘can be adjusted up or down ‘twice a year at TXU Energy Holdings’ option, subject to approval by the
Commission, based on changes in natural gas prices. The challenge in adjustmg these rates is determmmg the
appropriate timing, consrdermg ‘past and projected movements in natural gas prlces such that gross margin levels
can be sustained while remaining competitive with other retailers who have price ﬂex1bxhty In response to rising
natural gas prices, TXU Energy Holdlngs has increased the pnce-to-beat rates twice in each of the years 2005,
2004 and 2003. :

TXU Energy Holdmgs is both a produccr and a buyer of wholesale electnclty The combined effect of the
generation and retail business is considered by management to be a partial natiral hedge against near-term price
volatility in wholesale electricity and natural gas markets. With this natural hedge and TXU Energy Holdings’
wholesale market positions, for 2006 TXU Energy Holdings’ portfolio position is significantly balanced with
respect to changes in natural gas prices, given TXU Energy Holdings’ projections of baseload unit availability,
customer churn and assuming no further changes in the price-to-beat rates. The primary sensitivity to natural gas
prices over the hear term derives from changes in the price-to-beat rates for residential and small business
customers and from'potential customer losses; that is, higher pnce—to—beat rates triggered by htgher gas prices
could result in increased proﬁtablllty but also more customer churn, and vice versa. - -

TXU Energy Holdmgs longer tenn approach to managing commodlty price nsk focuses on the following:

e  improving customer service to attract and retain high-value customers;

o reﬁnmg retail pncmg strategy to more appropnately reﬂect the magmtude and costs of natural gas price
risk; - :
continuing reduction of fixed costs to better withstand gross margin volatility; and
employing disciplined hedging and risk management strategies through physical and financial energy-
related (power and natural gas) contracts to partrally hedge gross margms

Under a commodrty price nsk management program "commenced in October 2005 TXU Energy Holdxngs
has been supplementing its hedglng and risk management portfoho with natural gas-related financial instruments
‘that are expected to reduce exposure to the effects of changes in natural gas prices over the next five years These
transactions are being accounted for as cash flow hedges; i.e., hedges of variability of future power prices as a
result of movements in natural gas- pnces See dlscussron below under “Apphcatron of Crltlcal Accountmg
Policies.”

TXU Energy Holdings still retains exposure to changes in market heat rates. TXU Energy Holdings® market

heat rate exposure derives from its generation portfoho and may increase over time with expected generation

 capacity increases. 'TXU Energy Holdings expects that increases in market heat rates would increase the value of

its generation assets because hlgher market heat rates generally result m hlgher wholesale power pnces, and vice
versa. :

 On'an ongoing basis, TXU Energy Holdlngs w:ll ‘continue momtormg its overall commodity nsks and seek
to balance its portfolio based onjts desired level of exposure to natural gas prices and market heat rates. Portfolio

balancing may include the execution of incremental transactions or the unwind of existing transactions. As a
g may l—‘

result, commodity price exposur ;s and their effect on earnings could change from time to time.




“The following scenarios are presented to quantify the potential impact of movements in natural gas prices
and market heat rates. As described earlier, for 2006 TXU Energy Holdings’ portfolio position is significantly
balanced with respect to changes in natural gas prices at current forecast business performance levels and
assuming no further change in the price-to-beat rates. Illustratively, in the unlikely case that TXU Energy
Holdings’ sales prices immediately and fully adjusted to reflect changes in wholesale power prices due to changes
in natural gas prices, and taking into account the hedges in place at year-end 2005 under the program described
above, TXU Energy Holdings could experience an approximate $350 million reduction in 2006 prelax earnings for
every $1.00 per MMBtu reduction in natural gas prices (approximate 9% change in current prlce) sustained over
the full year. In the same scenario of full and immediate pass-through of wholesale power price changes to sales
prices, where natural gas prices and other n0npr1ce conditions remained unchanged but ERCOT electricity prices
declined by $5/MWh (approximate 6% change in current price) for a full year because of declining market heat
rates, TXU Energy Holdmgs could expenence an approxrmate $310 million reductlon in annual pretax earmngs

. See addrtlonal dlscussmn of nsk measures under “Quantrtatrve and Qualltatrve stclosure ‘About Market
Rxsk ” ‘ oo ) ‘

Imgact ot VoIatzIe Energz Prtces -

Natural gas prrces rose to unprecedented levels in the latter part of 2005 reﬂectmg a world-wide increase in
energy prices compounded by hurricane-related infrastructure damage. The related rise in retail electricity pnces
has elevated public awareness of energy costs and could dampen customer demand going forward, particularly in
peak usage periods. Sustained high energy prices and/or ongoing price volatility also creates a potential risk for
regulatory and/or legislative intervention with the mechanisms that govern the competitive wholesale ‘and retail
markets in Texas. TXU Energy Holdings continues to work closely with the relevant regulatory bodies, as
evidenced by the implementation of the October 2005 retail price-to-beat rate increase, under which TXU Energy
‘Holdings voluntarily implemented a discount on the increase until the end of 2005: The discount resulted in a net
price-to-beat increase based on natural gas prices in the week prior to Hurricane Katrina makmg landfall.

Cost Exposure Related to Nuclear Asset Outages

TXU Energy Holdings’ nuclear assets are comprised of two electricity generating units at Comanche Peak,
each with a capacity of 1,150 MW. The Comanche Peak plant represents approximately 13% of TXU Energy
Holdings’ total generatxon capacity, The nuclear generation facilities represent TXU Energy Holdings’ lowest
‘marginal cost source of electncrty Assummg both nuclear generating units expenenced an outage, the
unfavorable impact to pretax eamnings is estimated to be approximately $4 million per day before consideration of
any insurance proceeds. Maintaining safe, reliable and efficient operations at the Comanche Peak plant is one of
XU Energy Holdings’ top priorities. Also see discussion of nuclear insurance in Note 8 to Financial Statements.

.Environmental Reglations »

TXU Energy Holdlngs is subject to “various envrronmental laws and regulatlons related to sulfur dlo)ude
nitrogen oxide and mercury emissions as well as other environmental contaminants that impact air and water
quality. TXU Energy Holdings is in compliance with all current laws and regulations, but regulatory authorities
continue to evaluate existing requirements and consider proposals for changes TXU Energy Holdings is closcly
,momtormg any potential legislative changes pertaining to greenhouse gas emissions, proposals for which remain
in the formative stages. .See dlscussmn in Part I of this Form 10-K under “Environmental Matters.”
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APPLICATION OF CRITICAL ACCOUNTING POLICIES -

TXU Energy Holdings significant accounting policies are detailed in Note 1 to Financial Statements. TXU
Energy Holdings follows accounting principles generally accepted in the US. Application of these accounting
policies in the preparation of TXU Energy Holdings’ consolidated financial statements requires management to
make estimates and assumptions about future events that affect the reporting of assets and liabilities at the balance
sheet dates and revenue and expense during the periods covered. The following is a summary of certain critical
accounting policies of TXU Energy Holdmgs that are impacted by judgments and uncertainties and under which
different amounts might be reported using dlfferent assumptlons or estimation methodologres

Derivative Instruments and Mark-to-Market Accountmg TXU Energy Holdings enters into contracts for
the purchase and sale of energy, and also enters into other derivative instruments such as options, swaps, futures
and forwards primarily to manage commodity price and interest rate risks. Under SFAS 133, these instruments are
subject to mark-to-market accounting, and the determination of market values for these instruments is based on
numerous assumptions and estimation techniques.

_ Mark-to-market accountmg recogmzes changes in the fair value of denvatrve mstruments as market prices
change. The avaxlabllxty of quoted market prices in energy markets is dependent on the type of commodlty (e.g.,
natural gas, electricity, etc.), time period specified and location of delivery, In computing the mark-to-market
valuations, each market segment is_ separated into liquid and rlhquld periods. - The liquid period varies by region
and commodlty - Generally, the liquid period is supported by broker quotes and ﬁ'equent trading activity. For
illiquid periods, fair value is estimated based on forward price curves developed using mdustry~accepted market
modehng techmques that take into account available market information. TXU Energy Holdings recognizes losses
but not gains related to llhquld penods . .

SFAS . 133 allows for “normal" purchase or sale electlons and hedge accommng designations, which
generally eliminates the requlrement for mark-to-market recognition in net income. (However, cash flow hedge
ineffectiveness is recognized in net income.) Results of operations can be materially impacted by such elections
and designations, as they reduce the volatility of net income that can result from fluctuations in fair values.
Because TXU Energy Holdmgs natural long power position (generatlon load) is not marked-to-market,

~ management strives to make elections under SFAS 133 with respect to economic hedges ¢ of that position that allow
accounting results to be more reflective of the economic posmon Derivative contracts held for proprietary trading
purposes are marked-to-market. .~ . L ,

The effect of rrrark-to;market artdhedge accountmg on the ﬁnancidAsm&ments is presented below (inchrdes
effects of commodity and debt-related transactions):

Year Ended December 31,
2005 2004 2003e)

: Effect on mcome from contmumg operatxons (aﬁer-tax)

Net gains (losses) from mark-to-market accounting for commodxty conu-acts ......... i $ 6 S (59) S (88) o
Net cash flow hedge ineffectiveness gains (losses)............. e (18) (1 2) 23 R
Net cash flow hedge losses recognized (reclassified from accumulated o t
other comprehensxve income — to offset hedged transactions)......iviceieieiisirsssassnss Cn (70) . (27) o (51) -
- - Amortization of net gains on seitled fair value > hedges (b). R -~ .
L Totale. s !L,,Lm Lﬁ;l) s;ug
‘Effect on other comprehensive income from continuing operatlons (aﬁer ~tax): h B
. .- Net losses in fair value of cash flow hedges.......c...0..; i 8 (47) $ (7 5) 8§ (2 l) :
- Net cash flow hedge losses recognized in net income . ST O ST | STt Y § .
Total S SR s 23 ; ;ggl § ;g_

‘) -Amounts exclude the cumulative effect of changes in accountmg pnncxples dxscussed in Note KE) Fmancml Statements. 4
(b) See Note 6 to Financial Statements. . ; . R




The effect of mark-to-market and hedge accounting on the balance sheet is as follows: .

December 31,
2005 2004

(164)

I

A Net denvatlve habxhty relmed to cash flow hedges :
Net derivative liability related to interest rate fair value hedges
: Total net cash ﬂow hedge and other denvauve habnhty

. Net commodnty contract asset (a)

Long-term debt fair value adjustments — SCrCASS....

"Net accumulated other comprehensive loss’ mcluded in shareholders :
equity (aﬁer-tax amounts)

E-f L EL;’ l'
LE LR

(a) Excludes amounts not arising ﬁ'om mrk-to—market valuanons such as payments and mcexpts of cash and other
' " consideration associated with commoduy hedgmg and trading actlvmes '

Under a commodlty price risk management program commenced in October 2005, TXU Energy Holdings
has been supplementing its hedging and risk management portfoho with market instruments that are expected to
-reduce exposure to the effects of changes in natural gas prices over the next five years. The majority of these
‘market instruments are natural gas-related derivative instruments. As of early February 2006, TXU Energy

“Holdings had effectively sold forward, over the five-year period from 2006 to 2010, approximately 385 million
MMBtu of natural gas using instruments that have been des1gnated as cash flow hedges of future power sales.
The values of the hedge instruments are based on natural gas prices, and power prices do not necessarily move in

" ‘tandem with gas pnces ‘Given the size of the hedge program and the cross~commod1ty nature of the hedges, the
program may result in greater volatility of net income due to hedge ineffectiveness gains and losses, as well as
greater mark-to-market gains and losses reported in other comprehensxve income, than TXU Energy Holdings has
experienced in recent years. ‘For example a change of 0.1 (or 1%) in forward market heat rates could result in

'cash flow hedge meﬁ'ectlveness gains or losses of $20 to $35 rmlhon pretax

Revenue Recogmtwn — TXU Energy Holdings’ revenue mcludes an estimate for unbllled Trevenue that is
calculated at the end of the period based on estimated daily consumption after the meter read date and valued at
rates in effect when the consumption is billed. ‘Estimated daily consumption is derived using historical revenue
information adjusted \fo'r_'weather and other measurable factors affecting consumption. Calculations of unbilled
revenues during certain interim periods are generally subject to more estimation variability because of seasonal
changes in demand. Accrued unbilled revenues reflected in accounts receivable totaled $443 mxlhon $387 million
and $388 million at December 31, 2005, 2004 and 2003, respectlvely

Accounting for Contingencies — The financial results of TXU Energy Holdings may be affected by
judgments and estimates related to loss contingencies. A significant contingency that TXU Energy Holdings
accounts for is the loss associated with uncollectible trade accounts receivable. The determination of such bad
debt expense is based on factors such as historical write-off expenence, aging of accounts receivable balances,
changes in operating practices, regulatory rulings, general economic conditions and customers’ behaviors. With
the opening of the Texas electricity market to competition in 2002, many historical measures used to estimate bad
debts were less reliable. The changing business climate, including a regulatory change in 2004 that allows a REP -
to disconnect nonpaying customers in its historical service territory, increased customer churn due to competitor
actions and the recent significant increases in energy prices adds to the complexity of the estimation process.
Historical results alone are not always indicative of future results causing management to consider potential
changes in customer behavior. Bad debt expense totaled $53 million, $91 mxlhon and $114 mllhon for the years
ended December 31, 2005, 2004 and 2003, respectlvely

See Note 15 to Financial Statements under “Retail Clawback Credlt” for a dlscusswn of the effects on
earnings of this regulatory-related contingency. .



Impairment of Long-Lived Assets — TXU Energy Holdings evaluates long-lived assets for impairment
whenever indications of impairment exist, in accordance with the requirement of SFAS 144. One of those
indications is a current expectation that “more likely than not” a long-lived asset will be sold or otherwise disposed
of significantly before the end of its prevrously estimated useful life. ‘In this circumstance, impairment may be
evaluated based on the current market price of the asset. For TXU Energy Holdmgs baseload generation assets,
another possible indication would be an expected long-term decline in natural gas prices. In this circumstance, the
impairment test would be based on future undiscounted cash flows associated with the asset, in accordance with
SFAS 144. The determination of the existence of these and other indications of impairment involves judgments
that are subjective in nature and may require the use of estimates in forecasting future results and cash flows
related to an asset or group of assets. Further, the unique nature of TXU Energy Holdings’ property, plant and
equipment, which includes a fleet of .generation assets with a diverse fuel mix and individual plants that have
varying production or output rates, requires the use of significant judgmenis in determining the existence of
impairment indications and the grouping of assets for impairment testing.

TXU Energy Holdings’ most significant long-lived asset in terms of carrying value is its Comanche Peak
nuclear generation facility. The net book value of the facility was $7.3 billion at December 31, 2005. TXU
Energy Holdings believes that the net book value of the facility significantly exceeds the estimated current market
value. However, TXU Energy Holdings estimates that future undiscounted cash flows from the facility
significantly exceed net book value. Significant assumpuons used in this ‘analysis are forward price curves for
natural gas and power, market heat rates and production estimates. TXU Energy Holdmgs has conservatively
estimated that a sustained structural decline in natural gas prices of at least 60% from current levels would need to
occur before any risk of i 1mpa1rment would arise, assummg market heat rates remain unchanged

Depreczatmn — The deprec1able lives of plant. and equrpment are based on management’s
estimates/determinations of the assets’ economical useful lives. To the extent that the actual lives differ from
these estimates there would be an impact on the amount of depreciation charged to earnings. Depreciation
expense as a percent of average depreciable property approxrmated 1.9% for 2005, 2.0% for 2004 and 2.2% for
2003. The declines in these percentages were due primarily to increases in the estimated deprecnable lives of the
lignite/coal-fired generatxon facilities.

The Comanche Peak nuclear-powered generatlon units were originally esumated to have a useful life of 40
years, based on the life of the operating licenses granbed by the NRC. Over the last several years, the NRC has
granted 20-year extensions to the initial 40-year terms for several commercial power reactors. Based on these
extensions and current expectations of industry practice, the useful life of the Comanche Peak nuclear-powered
generation units was extended to 60 years effective April 2003. TXU Energy Holdings expects to file a license
extension request in accordance with timing and other provisions established by the NRC.

Defined Benefit Pension Plans and Other Postretirement Benefit Plans — TXU Energy Holdings is a
participating employer in the pension plan sponsored by TXU Corp. and offers pension benefits through either a
defined benefit pension plan or a cash balance plan. TXU Energy Holdings also participates with TXU Corp. and
other subsidiaries of TXU Corp. to offer health care and life insurance benefits to eligible employees and their
eligible dependents upon the retirement of such employees. Reported costs of providing noncontributory pension
and other postretirement benefits are dependent upon numerous factors, assumptions and estimates.

Benefit costs are impacted by actual employee demographics (including but not limited to age, compensation
levels and years of accredited service), the level of contributions made to retiree plans and earnings on plan assets.
TXU Corp.’s retiree plan assets are primarily made up of equity and fixed income investments. Changes made to
the provisions of the plans may also impact current and future benefit costs. Fluctuations in actual equity market
returns as well as changes in general interest rates may result in increased or decreased benefit costs in future
periods. Benefit costs may also be significantly affected by changes in key actuarial assumptions, including
anticipated rates of return on plan assets and the discount rates used in determining the projected benefit
obligation.




In accordance with accountmg rules, changes in benefit obligations associated with these factors may not be
nnmedlately recogmzed as costs on the income statement, but are recognized in future years over.the remaining
average service period of plan participants. As such, significant portions of benefit costs recorded in any period
may not reflect the actual level of cash benefits provided to plan partxmpants Costs allocated from the plans are
also unpacted by movement of employees between participating companies. TXU Energy Holdings recorded
allocated pension costs and other postretirement beneﬁt costs and had fundmg reqmrements for these plans as
summanzed in the following table: -

‘Year Ended December 31,
o ‘ 2005 2004 203
¢ Pension costs under SFAS 87....... ; ; . $ 5 8§ 28° ~
.. QOther postretirement benefit costs under SFAS 106 ............ I e 9 ~29 - ____3_ .
- Total (3) senpessenmanenes - : $ 14 $.57 % 58 -
Funding of pension and other postretirement benefit plans ............. $ 6 $ 30 § 29

(a) Includes nmounts capltahzed as part of equtpment cost, whlch totaled approximately $338 thousand $1 million and $2 million
in 2005, 2004 and 2003, respecuvely

' Pension and other postret:rement beneﬁt coSts decreased $43 million to $14 million in 2005 due primarily to
pensnon and other postretirement benefit costs assumed by TXU Electric Delivery from TXU Energy as well as to
fewer active employees following the 2004 Capgemini outsourcing transaction and other 2004 restructuring
actions. (See discussion below and Note 2 to Financial Statéments.) The decline in other postretirement benefit
costs in 2004 of ‘$9 million to $29 million was due primarily to ‘the effect of the Medicare Prescription
Improvement and Modernization Act of 2003 enacted in December 2003. Detailed information regarding TXU
Energy Holdlngs pension : and postretxrement beneﬁts is provxded in Note l l toF manc1al Statements ‘

" Effective January 1, 2005 as a result of a new Texas state law enacted by the Texas Legxslature during the
2005 legislative session, TXU Electric Delivery and TXU Energy Holdings entered into an agreement whereby
TXU Electric Delivery assumed responsibility for pension and other postretxrement benefit costs for applicable
TXU Energy Holdings’ active and retired employees (1e former employees of the regulated predecessor
integrated electric utility) related to employee service prior to the unbundling of TXU Corp.’s electric utility
business and the deregulatlon of the Texas electnclty industry effecnve January 1, 2002
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RESULTS OF OPERATIONS

The results of opefatibns and the related management’s discussion of those results for all periods presented
reflect the discontinuance of certain operations (see Note 4 to Financial Statements regarding discontinued

operations).

Accounting Changes — See Note 3 to Financial Statements for a discussion of the effects of accounting
rule changes.
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Sales Volume Data

Year Ended December 31, Change % Change %

2005 2004 B 2003 2005/2004 20Mﬂ003 ’
Sales volumes:
. Retail electricity sales volumes (GWh):
Historical service territory (a): o
Residential 29,239 30,897 34,082 54 9.3)
Small business (b) .., 9,004 10.476 12,673 (14.1) a13
Total historical service L1-15 110 38,243 41,373 . 46,755 (7.6) (11.5)
Other territories (a):
Residential 3416 3,089 1,899 10.6 62.7
Small business (b) 674 363 313 85.7 16.0
Total other territories 4,090 3,452 2,212 18.5 56.1
Large business and other Customers........ccveovcervrenenes 15.843 25,466 30,955 (37.8) (177
Total retail electricity 58,176 70,291 79,922 (17.2) (12.1)
Wholesale electricity sales volumes.............coosssmmemersvenenee _52001 48309 _36.809 216 312
Total sales volumes - 110177 118,600 116731 _(2.1) 16
Retail velumes (GWh) — weather adjusted (c):
Residential 31,612 33,987 (7.0
Small business 9,533 10,839 {12.0)
Large business and other CUSIOMETS..........couvevsearenennse 15,828 25,466 (37.8)
Average volume (KkWh) per retail customer (d):
Residential : 15,825 15,619 15,959 . 13 @D
Small business 32,078 34,095 39,728 (5.9 (142
Large business and other customers...........ceeeeeeveerenne 243,538 351,542 421,203 30.7 (16.5)
Average volume (kWh) per retail customer — weather
adjusted (c):
Residential 15319 15,619 (1.9)
Small business 31,598 34,095 (7.3)
Large business and other customers............oceeuenrenreene 243,304 351,542 (30.8)
Weather (service territory average) — percent of
normal (e):
Percent of normal:
Cooling degree days 107.0% 90.0% 95.7%
Heating degree days 90.0% 90.1% 98.1%

(a) Historical service and other territory data for 2003 is best estimate.

() Customers with demand of less than 1 MW annually.

(¢) 2005 amounts adjusted for estimated weather effect as compared to 2004

(d) Calculated using average number of customers for period.

(¢) Weather data is obtained from Weatherbank, Inc., an independent company that collects and archives weather data from repomng
stations of the National Oceanic and Atmospheric Administration (a federal agency under the US Department of Commerce).
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Customer Count Data

Year Ended December 31, Change % Change %
2005 2004 2003  2005/2004 2004/2003
Customer counts:
Retail electricity customers (end of period and in thousands) (a):
Historical service territory (b): '
Residential ‘ 1,769 1,951 2,059 %3) 52)-
Small business (c) . 281 309 316 - 9.1 (22)
Total historical service territory 2,050 2,260 2,375 9.3) 4.8)
Other territories (b):
Residential.... 213 194 148 9.8 311
Small business (€) ...coocveevrerreceevinens 7 6 S 16.7 200
Total other territories 220 200 153 10.0 30.7
Large business and other customers ' : 55 16 69 27.6) 10.1
Total retail electricity customers 2,325 2536  _2597 (83 23

(a) Based on number of meters.
(b) Historical service and other territory data for 2003 is best estimate.
(c) Customers with demand of less than | MW annually.

A-13




Revenue and Market Share Data

Year Ended December 31, Change % Change %

‘ R . ' 2005 2004 2003 (a)  2005/2004 2004/2003
Operating revenues (millions of dollars): T
Retail electricity revenues:
Historical service territory: ) i L : _
Residential $ 3444 $ 3,164 $ 3152 8.8 - 04
Small business (b) . 1,086 L103 1213 (1.5) 9.1
‘Total historical SeTvice terTitory .. musrinsscresconnes 4,530 4267 4365 62 @2
Other territories:
Residential 405 298 159 359 874
Small business (b) . L 65 M4 25 91.2 360
Total other territories : . 470 332 184 416 804 .
Large business and other CUSLOMETS...........ecorerrrece. 1330 1771 1935 (249 (8.5)
Total retail electricity revenues : - 6,330 6,370 6,484 0.6) - (1.8)
Wholesale electricity revenues .. : 2,807 1,886 1,258 48.8 499
Hedging and risk management activities...............ccoceceee- (164) (103) 30 59.2 -
Other revenues 354 342 214 35 59.8
" Total operating revenues S 9327 § 8495 $ 798  _98 64
Hedging and risk management activities (c): N ‘ L A
Net realized gains (losses) on settled positions........... S (40) $ 6 $ 130
Reversal of prior years’ net unrealized gains L
on positions settled in current period........... rencenenes 3) 61) (145)
Other net unrealized losses, including
ineffectiveness. (101) (48) 45
Total net gains (losses) S _(164) $_(103) s 30
Average revenues per MWh:
Residential $117.86 $101.88 $ 92.02 15.7 10.7
Small business . $118.90 $104.87 $ 9538 134 9.9
Large business and other customers.........c...ccousorsucuncns § 83.96 $ 69.54 $ 6251 20.7 11.2
Estimated share of ERCOT retail markets (d):
Historical service territory:
Residential (¢) 2% - 81% 86%
Small business (¢) 7% 78% 82%
Total ERCOT:
Residential 39% 44% 46%
Small business 29% 31% 2%
Large business and other CUSIOMETS ........ceresscermnsssenee 17% 33% 37%

(a) Historical service and other territory data for 2003 is best estimate.

() Customers with demand of less than 1 MW annually.

(¢) Includes amounts that offset the effects of settled physical energy contracts that are reported in revenues and fuel and purchased
power costs. .

(d) Based on number of meters, except large business which is based upon annualized consumption.

(¢) Estimated market share is based on the number of customers that have choice.
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Production, Purchased Power and Delivery Cost Data

Fuel, purchased power costs and delivery fees
(8 millions): .

Nuc]gar fqel
Ligm'te/cogl
Total baseload fuel

_Gas/oil fuel and purchased power..'..v.;.‘....;.;.,._..'. s

Other costs

Fuel and purchased POWET COSLS ...vnrerevrasns

Delivery fees i
-~ Total

'Fuel and purchased power costs (which -
excludes generation plant eperating costs) per
. ‘VlWh

Nuclear generation
Lignite/coal generation (&) ..........c.coveerererecnnes
Gas/oil generation and purchased power

Delivery fees per MWh

Production and purchased power volumes
(GWh):

Nuclear
Lignite/coal

Total baseload generation........couiscesieens '

Gas/oil generation
Purchased power.

Total energy supply BT, i

Less line loss and power imbalances .

Net energy supply volumes ........c.icvere s

Baseload capacity factors (%):

Nuclear
Lignite/coal
Total baseload

i

Year Ended December 31, Change % Change %

2005 2004 2003 200572004 2004/2003
s 78 S 82 $ 80 49 25
T 4157 _ 506 491 _(6.1) _31
553 ¢ 588 571 (6.0) 3.0
3,060 2,912 2,913 5.1 -
281 2 81 27.1 I
3,894 3,721 3,565 46 44
T 85,320 $5.265 $5.117 - =10 29

-$ 7423 - § 431 $ 449 19 ‘4.0)
$ 1168 § 1296 $ 1253 99 3.4
$ 6166 § 4795 $ 4612 28.6 4.0
$.24200 $ 2175 S 1893 11.3 14.9
18371 18919 117 (3.2 7.1
44005 © 42330 __4131  _39 _25
62,376 61,318 59,028 1.7 T 39
3,504 4,726 13,250 25.9) 64.3)
46,133 56,007 - __ 49915 (416 122
CU112,013° 0 122,051 T 122,193 (8.2 (%))
1836 - 3451 5462  (46.8) 368)
- 91.5% 94.3% 881% - (3.0) 1.0
. 89.8% 86.0% 84.6% 44 1.7
©.-903% . 88.4% 85.6% 2.1 :3.3

(a) Includes depreclatwn and amomzatlon pf hgmte mmmg assets wlnch is reported in the deprecmtxon and amommnon expense line

item, but i is part of overall fuel costs.
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2005 Cempared to 2004

Operating revenues increased $832 million, or 10%, to $9 3 billion in 2005. Retail electricity revenues
decreased $40 million, or 1%, to $6 3 billion.

o  The retail revenue decline reflected a $1.1 billion decrease attributable to a 17% drop in sales volumes,
primarily reflecting a net loss of customers due to competitive activity, particularly in the large business
market, partially offset by the effect of warmer weather. A total volume decline of 38% in the large
business market also reflected a strategy to target higher margin customers in that market. Total
residential and small business volumes fell 6%, driven by competitive activity and stricter disconnect
policies and more focused collectxon activities, partially offset by the effect of increased consumptxon by
residential customers due to warmer weather.

s The effect of lower retail volumes was partially offset by 3886 million in hlgher pncmg due to increased
price-to-beat rates, reflecting regulatory-approved fuel factor increases in 2005, and higher pricing in the
competitive business market, both resulting from the effects of higher natural gas prices. A favorable
$171 million mix shift in the composition of retail sales from large busmess to res:dentxal and small
business also offset the effect of lower volumes.

o  Retail electricity customer counts at December 31, 2005 declined 8% from December 31, 2004, Total
residential and small business customer counts in the historical service territory declined 9% and in all-
combined territories declmed 8%. : :

Wholesale electnc1ty revenues grew $921 mllhon, or 49%, to $2 8 billion reﬂectmg $777 mllllon in hlgher
prices due to the effect of increased natural gas prices on wholesale electricity prices and $144 million due to an
8% increase in sales volumes. The wholesale sales volume increase was driven by a shift in the composmon of the
customer base from retail to wholesale and weather-related increases in wholesale demand.

The increase in other revenues of $12 million primarily reflected higher retail (business customers) gas
revenues due to increased natural gas prices, partially offset by the effect of no longer providing customer care
support to TXU Gas after the first half of 2004 and the sale of TXU Fuel in June 2004. .

Net losses from hedging and risk management activities, which are reported in revenues and include both-
realized and unrealized (mark-to-market) gains and losses, totaled $164 million in 2005 and $103 million in 2004.
Because most of the hedging and risk management activities are intended to mitigate the risk of commodity price
movements on revenues and fuel and purchased power costs, the changes in such results should not be viewed in
isolation, but rather taken together with the effects of pricing and cost changes on gross margin. Results in 2005
included:

¢  $133 million in net realized losses associated with hedges entered into in prior years (largely 2003), the
offsetting effects of which are reported in revenues and fuel and purchased power costs. ‘This amount
includes $88 million in losses related to cash flow hedges, which had been recognized in other
comprehensive income;
e  $84 million reversal of net unrealized gains previously recognized on power positions settled in the
- current period, the offsetting effects of which are reported in revenues and fuel and purchased power
costs;
e $79 million in net realized gains on settlement of commodity trading positions, including some
proprietary trading activity, largely entered into in 2005 and relating primarily to natural gas; and
¢  $31 million of unrealized ineffectiveness losses relating to cash flow hedges.
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Gross Margin

Year Ended December 31,

2005 % of Revenue 2004 % of Revenue
Operating revenues . $ 9,327 100% $ 8,495 100%
Costs and expenses: T
Fuel, purchased power costs and delivery fees 5,320 57% 5,265 62%
Generation plant operating COStS ....iivveveersionens . . 667 - : 1% .. 704 : 8%
Depreciation and amortization ...........o.eeeeverenee 309 3% 327 4%
Gross margin . N : : u.g; C33% 0 $.219%9 _26%

. Gross margin is considered a key operating metric as 1t measures the effect of the change in sales volumes
and pricing versus the variable and fixed costs to generate, purchase and deliver energy. Operatmg costs relate
directly to generation plants. Depreciation and amortization expense. mcluded in gross margin relates to assets that
are directly used in the generation of electricity.

‘Gross margm mcreased $832 mllhon, or 38%, to $3. 0 billion in 2005.. This growth primarily reflected the
relatlvely low fuel costs of TXU Energy Holdings’ nuclear and lignife/coal-fired baseload plants, as well as the
continued improved productivity of the baseload plants, in an environment of increasing wholesale power prices.
The increased wholesale power prices were driven by nsmg natural gas prices.  Retail prices, including price-to-
beat rates, were increased in response to higher wholesale prices. The gross margin performance was mitigated by
the effect of lower retail sales volumes.

. Gross fna;gin as a percent of revenues increased 7 percentage points to 33%. The improvement reflected:

s higher pricing, as the average retail sa'les’price per MWh rose 20%, and the average wholesale sales price
per MWh rose 38%;

e improved production efﬁcwncy in hgmte/coal-ﬁred generatlon operatxons and lower cost per ton of
purchased coal resulting in a 8% decline in baseload fuel costs per MWh;
a 19% decrease in planned and unplanned lignite/coal-fired plant outage days;
a favorable mix shift in the composition of supply from purchased power to baseload generation; and
a favorable mix shift in the composition of retail sales from large business to residential,

partially offset by:

e a 29% increase in combmed per MWh purchased power costs and fuel costs in gas/oxl-ﬁred generation,
due to rising natural gas prices; - , RS :
an 11% increase in delivery fees per MWh

o - decreased nuclear generatlon plant output due to two planned refuelmg outages in 2005 compared to one
in 2004; and :

e an unfavorable mlx shlft in the composmon of total sales from retall to wholesale

Operatmg costs decrcased $37 rmlhon, or 5%, to $667 mxlhon in 2005 The declme reﬂected

e 330 mllhon in lower beneﬁts expense mcludmg $13 mllllon in lower pension and other poslretlrement
benefit costs (see discussion in SG&A expenses below regarding these costs);
- the absence of $18 million of costs associated with 9 combustion turbme units no longer operated for
™~ TXU Energy Holdings’ benefit;
¢ a $17 million effect of no longer providing customer care support to TXU Gas (largely offset by lower
related revenues), the operations of which were sold in October 2004; and
¢ the absence of $8 million of costs associated with the TXU Fuel business sold in June 2004,

partially offset by:
¢ 525 million in higher maintenance costs associated with planned nuclear unit outages in 2005, reflecting

two outages in 2005 and one outage in 2004; and
¢  $15 million in supplier credits recorded in 2004.
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Depreciation and amortization (consisting almost entirely of amounts related to generation plants shown in
the gross margin table above) decreased $37 million, or 11%, to $313 million. The decline included $19 million
due to the effect of the transfer of information technology assets, principally capitalized software, to a TXU Corp.
affiliate in connection with the Capgemini outsourcing transaction. The decrease also reflected a $13 million
effect of reduced 2005 depreciation rates for lignite/coal-fired plants due to extending the estimated useful lives.

SG&A expenses decreased by $145 million, or 22%, to $522 million in 2005. The decline reflected:

e a net $64 million declme due to cost reductlon mmatxves mcludmg the effect of the Capgemnu
outsourcing agreement; :
¢ $41 million in reduced incentive compensatlon expense mcludmg a $15 million one-time incentive
compensation program in wholesale operations in 2004;
& $38 million in lower bad debt expense as a result of reﬁnmg and cons1stently applymg credlt and
" collection pohcles, and
‘e an $11 million net decrease in employee retlrement-re]ated expenses primarily due to the assumptlon by
TXU Electric Delivery of pensmn and other postretirement benefit costs related to service of TXU
Energy Holdings’ employees prior to the unbundling of TXU Corp.’s electric utility business and the
‘deregulatlon of the Texas electncnty mdustry effective January 1, 2002 as discussed above (Also see Note
11 to Fmanc1a1 Statements)

~ partially offset by $14° million ‘in higher consultmg expense . pnmanly related to development and
" implementation of the TXU Operating System to improve efﬁc:ency of generanon plant and mmlng
operations.

Other income totaled $64 million in 2005 and $110 million in 2004. Other deductions totaled $15 million in
2005 and $610 million in 2004 See Note 16 to Financial Statements for additional detail.

Interest income increased by $39 million to $70 million in 2005 reﬂectmg hlgher 1nterest on short-term
investments and higher average advances to afﬁhates

Interest expense and related charges increased by $40 million, or 11%, to $393 million in 2005. The increase
reflected $26 million due to higher average interest rates and $14 million due to higher average debt levels.

The effective income tax rate was 32.5% in 2005 and 28.4% in 2004. The increase reflects the effect of
ongoing relatively fixed tax benefits of lignite depletion allowances and amortization of investment tax credits on
a significantly higher 2005 income base. The 2005 effective income tax rate also reflects a $29 million credit for
the reversal of previously established tax reserves due to current period events, partially offset by $10 million in
additional tax expense related to settlement of the IRS audit for the 1994 to 1996 tax years."

Income from continuing operations increased $1.0 billion to $1.4° billion in 2005 driven by improved gross
margin, the effect of restructunng-related charges in 2004 and lower SG&A expenses

Loss from dlscontmued operatlons (see Note 4 to Fmancxal Statements) was $8 million in 2005 compared to
$34 million in 2004. The 2005 loss reflected a $4 million after-tax charge representing an estimated working
capital adjustment related to the Pedricktown sale transaction and a $2 million afier-tax charge related to a
litigation settlement. . - : :
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2004 compared to 2003

Operating 1évenues increesed '$509 million, or 6%, to $8.5 billion in 2004. Retail electricity revenues
. decreased $114 million, or 2%, to $6.4 billion.

» e  The retail revenue decline reflected a $781 million decrease attributable to a 12% drop in sales volumes,
driven by the effect of competitive activity and milder weather primarily in the summer, partially offset
by a $667 million increase due to higher average pricing. Lower business market volumes also reflected
a strategy to target higher margin customer segments. Higher pricing reflected increased price-to-beat
rates, reflecting regulatory-approved fuel factor increases and higher pricing in the competitive business
market, both resulting from higher natural gas prices. _

] Retarl elecmclty customer counts at December 31, 2004 declined 2.3% from December 31, 2003

Wholesale electncxty revenues grew $628 mllhon or 50%, to $1.9 bxlhon reﬂectmg a $393 mllhon increase
attributable to a 31% rise in sales volumes and a $235 mllhon increase due to the effect of increased natural gas
pnces on wholesale pnces ; : S ;

Hrgher wholesale electncnty sales volurnes reﬂected prmcnpally durmg the first half_ of the year, the
: estabhshment of the new northeast zone in ERCOT. Because TXU Energy Holdings has a generation plant and a
_relatively small retail customer base.in the new zone, wholesale sales volumes increased, and wholesale power
purchases also increased to meet retail sales demand in other zones and minimize congestion costs. Completion of
transmission projects later in the year reduced congestion costs, resulting in normalized sales and purchase
volumes. The increase in wholesale sales volumes also. reflected a partial shift in TXU Energy Holdings’
customer base from retail to wholesale services, particularly in the business market.

The ma_]omy of ’I'XU Energy Holdmgs natural gas physical sales and purchases are in the wholesale
markets and essentially represent hedging activities.. These activities are accounted for on a net basis with the
exception of gas purchases for generation and retall gas sales to business customers. Effective October 1, 2003,
these sales are reported gross in accordance with an accounting rule change and totaled $126 million in revenues
for the first nine months of 2004. The increase in other revenues of $128 million to $342 million in 2004 was
primarily driven by this change. ‘

‘ Net results from hedgmg and risk management activities, which are reported in revenues and include both
realized and unrealized gains and losses, declined $133 million from a net gain of $30 million in 2003 to a net loss
_of $103 million in 2004. Results from these activities included the net effect of recording unrealized gains and
‘losses under mark-to-market accounting, versts settlement accountmg, of $lO9 million in net losses in 2004 and
$100 million in net losses in 2003. Because the hedging activities are intended to rmtxgate the risk of commodity
price movements on revenues and fuel and purchased power costs, the changes in such results should not be
viewed in 1solatlon ‘but rather taken together wrth the effects of [ pncmg and cost changes on gross margm The

. declme mcluded . , . . ) :

. $22 rmlhon in mark-to—market losses assocrated with reqmred 2004 capaclty auctlons L

. _;$19 mlllron in mcreased reserves, pnmarlly reﬂectmg the release in 2003 of liquidity reserves related to
retail contracts settled;
$26 million of increased cash flow hedge meffectrveness losses;
$34 million of gas storage and retail gas business margin in 2003, pnmanly related to businesses sold in
late 2003; and

e 518 million due to a favorable settlement with a counterparty in 2003.
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Gross Margin

. Year Ended December 31,
2004 %ofRevenue - 2003 % ofRevenue

Operating revenues..........: . vossbrsensnii .08 8495 .0 - 100% . $ 7,986 ; .. 100%

Costs and expenses: . ‘ ) P L .

" Fuel, purchased powercostsanddelxvery FEES oo rseess e 5265 0 62% 517 - 64%
Operating costs ......... , " 7047 - 8% 685 . 8%
Deprecmuonnndamomzatxon ereraisasesinsisnsreriens ' 327 4% 368 - - 3%

GroSs MArgin .oov.ivuversiiveensivens e S 1_;2,@ —26% - % 1,§;g L L 23%

Gross margin increased $383 million, or 21%, to $2.2 bxlllon in 2004. ngher gross margin reﬂected
initiatives taken to respond to hlgher natural gas prices, including retail pricing actions and more cost effective
sourcing of power. The gross margin increase reflected higher retail and wholesale prices partially offset by the
effect of lower retail volumes, lower results from hedging and risk management activities and increased delivery
fees. The average cost per MWh of power produced and purchased was about -even with 2003, ‘as higher

- purchased power costs due to rising natural gas prices were largely offset by lower cost of power produced due to
reduced utilization of high heat rate gas-fired generation and higher lignite and nuclear facility output. Delivery
fees increased on a per MWh basis due to a lower retail clawback credit applied to delivery fees in 2004 compared
to the excess mitigation credit applied in 2003, as well as increased transmon charges related to the issuance of
'regulatory asset secuntrzatlon bonds by TXU Electnc Delrvery : S

Operatmg costs mcreased $19 mrlhon, or 3%, to $704 rmlhon in 2004 The increase reﬂected

e  $30 million in mcremental testing, mspectron and component repair costs associated with the planned
- outage for refueling at the nuclear facility and planned lxgnxte/coal plant outages, '

e  $11 million in higher incentive compensation expense; -
‘an increase of $4 million in ad valorem taxés due to higher gas pnces, and
a $4 million i increase in property msurance prermums,

partially offset by:

e  a decline of $16 Imlllon related to customer care support services previously provrded to TXU Gas

, (largely offset by lower related revenues); and’

e  $14 million due to the absence of the gas transportation subsndrary sold in June 2004 (largely offset by
higher costs of energy sold related to gas-fired production). '

Deprecratron and amortization (including amounts shown in the gross margm ‘table above) decreased $57 .
million, or 14%, to $350 million. The decrease was driven by extensions of estimated average depreciable lives of
hgmte and nuclear generation facilities’ assets to better reflect their useful lives, partially offset by the effect of
mining activity and the related asset retirement obligation and the effect of the transfer of information technology
assets, principally capltallzed software, to a TXU Corp affiliate in connection with the Capgemini transaction.
Depreciation and amortization included in gross margin represents depreciation of assets directly used in the
generation of electricity.

' SG&A expenses increased by $31 million, or 5%, to $667 million. The increase reflected:

e  $72 million in higher incentive compensation expense due to improved performAnee of the business and
achievement of certain targets related to trading activities,

partially offset by:

e 524 million in lower bad debt expense reflecting stricter disconnect policies, more focused collection
activities, targeted customer marketing and lower accounts receivable balances;

e 38 million from various cost reduction initiatives; and

e  $4 million in reduced marketing costs outside the historical service territory.

Other income totaled $110 million in 2004 and $48 million in 2003. Other deductions totaled $610 million
in 2004 and $22 million in 2003. See Note 16 to Financial Statements for additional detail.
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Interest income increased by $23 million to $31 million in 2004 primarily due to higher average advances to
affiliates.

Interest expense and related charges increased by $30 million, or 9%, to $353 million in 2004. The increase
reflected $40 million due to higher average debt levels and $12 million representing higher interest reimbursement
to TXU Electric Delivery for carrying costs related to securitized regulatory assets, partlally offset by $21 million
due to lower average interest rates. ,

The effective income tax rate decreased to 28.4% in 2004 from 31.7% in 2003 driven by the effects of
ongoing tax benefits of depletion allowances and amortization of investment tax credits on a lower income base in
2004, .

Income from continuing operations before cumulative effect of changes in accounting principles decreased
$89 million to $408 million in 2004, reflecting the net restructuring related charges reported in other deductions
and other income and higher SG&A expenses, partially offset by the higher gross margin. Net pens1on and
postretirement benefit costs reduced net income by $36 million in both 2004 and 2003.

Loss from discontinued operations (see Note 4 to Financial Statements) was $34 million in 2004 compared to
$18 million in 2003. The 2004 loss reflected a $17 million after-tax impairment charge related to the Pedricktown,
New Jersey generation facility, a $6 million after-tax charge to settle a contract dispute in the strategic retail
services business and $6 million after-tax in costs to complete various strategic retail energy services contracts.
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Energy-Related Commodlty Contracts and Mark-to-Market Activities

The table below summarizes the changes in commodity contract assets and habxhtles for the years ended
December 31, 2005, 2004 and 2003. The net changes in these assets and liabilities, excluding “cumulative effect
of change in accounting principle” and “other activity” as described below, represent the net effect of mark-to-
market accounting for positions in the commodity contract portfolio, which excludes positions that are subject to
hedge accounting. For the 2005 period, this effect totaled $9 million in unrealized net gains ($32 million in net
gains on open positions less $23 million in reversals of net gains recognized in prior periods.) These positions
consist largely of economic hedge transactions, but also include some propnetary trading,

2005~ 2004 2003

Net commodxty contract asset at begmmng of penod : § 23 $ 108 $ 316
N Cumulatlve effect of change in accounung pnncnple 1)..-.. » : : : . ,‘ . ' - o ) - : (75),
Settlements of positions mcluded in the openmg balance (2) ................... - - (23) :" (1)) T (148)
Unrealized mark-to-market valuanons of posiions held at end of periéd (3)..... Con @y 9
' Other activity (4). o e oos | (B8) ) s 3
| Net commoduy mnhct asset (lmblllty) atend of penod . . .. 8 (560 . $8.2 ¢ $.108

1.

(1) Represents a portion of the pretax cumulative effect of the rescission of EITF 98-10. See Note 3 to Financial Statements.

(2) Represents reversals of unrealized mark-to-market valuations of these positions recognized in earnings prior to the beginning of the
period, to offset realized gams and losses upon settlement. ’

(3) Includes $15 million in ga.ms recorded in 2005 at the inception of a contract.

(4) These amounts do not arise from mark-to-market valuations. Includes initial values of positions involving the receipt or payment
of cash or other consideration such as option premiums paid and received and related amortization. Also includes $75 million of
natural gas received in 2005 related to physical swap transactions and a $12 million charge related to nonperformance by a coal
contract counterparty.

The decline in net commodity contract positions since 2003 reflects an accounting rule change issued in 2003
that limited mark-to-market accounting to contracts that met the definition of a derivative. Certain energy
contracts previously marked-to-market were not derivatives (see Note 3 to Financial Statements). The decline also
reflected reduced trading activities following the sale of retail gas operations outside of Texas in 2003 and the use
of normal and cash flow hedge designations in the remaining contract portfolio.

In addition to the net effect of recording unrealized mark-to-market gains and losses that are reflected in
changes in commodity contract assets and liabilities, ‘similar effects arise in the recording of unrealized
ineffectiveness gains and losses associated with commodity-related cash flow hedges. These effects, which
include reversals of previously recorded unrealized ineffectiveness gains and losses to offset realized gains and
losses upon settlement, are reflected in the balance sheet as changes in cash flow hedge and other derivative assets
and liabilities. The total net effect of recording unrealized gains and losses under mark-to-market accounting is
summarized as follows:

2005 2004 2003
Unrealized gains/(losses) related to commodity contract positions.........cueeiseurees $ 9 $ (90) $ (136)
Ineffectiveness gains/(losses) related to cash flow hedges (a)..c.c.cvevrvensnrsurnnrirecens 27) (19) - -3
Total unrealized losses related to commodity contracts S (18) £ (109 - 3.0100)

(2) SeeNote 14 to Financizl Statements.

These amounts are included in the “hedging and risk management activities” component of revenues.
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Maturity Table — Ihcl‘uded in the net commodity contract liability above at December 31, 2005 is a net
asset of $36 million representing cumulative unrealized mark-to-market net gains that have been recognized in
current and prior years’ earnings. More than offsetting this net asset is a net liability of $92 million inchuded in
the December 31, 2005 balance sheet that is comprised principally of amounts representing current and prior
years’ net receipts of cash or other consideration, including amounts related to natural gas physical swap
transactions, as well as optlon premlums ‘net of amortization. The following table presents the unrealized net
commodity contract asset arising from mark-to-market accounting as of December 31, 2005, scheduled by
contractual settlement dates of the underlying positions.

jMnturlty dates of unrealized net comliiodity contract assets at December 31, 2005

Less than v Excess of
1 year 1-3 years 4-5 years S years Total

Source of fair value
Prices 8CtIVELY QUOLEd.........ceesseveeveenseseesens $ 40 $100 ' $17 $— $ 157
Prices provided by other . )

external SOUTCES .........covuvemensnensaseserenes (87) (46) (25) - (158)
Prices based on models........c.ccvinrisnnecnees 36 1 —— - 37
Total... $4an §55 $(8) 3= £ 36

. Percentage of total fair value...:...v......‘e._.:'.:. L (BN% - 153% o 2D% % 100%

‘As the above table mdlcates 122% of. the net unreahzed mark-to—market valuatxon gams at December 31,
: 2005 mature within three years. This is reﬂectxve of the terms of the positions and the methodologles employed in
:vvalumg positions for penods ‘where there is less ‘market hquldlty and visibility. The ‘pnces actively quoted”
category reﬂects only exchange traded contracts with active quotes available. The “prices provided by other
_external sources” category represents forward commodxty posmons at locations for which over-the-counter broker
quotes are available. Over-the-counter quotes for power in ERCOT extend through 2006 and 2010, depending
upon delivery point, and for natural gas generally extend through 2010. The “prices based on models” category
- contains the value of all nonexchange traded options, valued using industry accepted option pricing models. In
:addxtlon, thlS category contains other. contractual .arrangements which may have both forward .and option
_ components. In many instances, these contracts can be broken down into their component parts and modeled as
. simple forwards and options based on prices actively quoted. -As the modeled value is ultimately the result of a
: :combmatlon of prices, from two or more dxfferent instruments, it has been included in this category.

A-23




COMPREHENSIVE INCOME — Contlmung Operations

Cash ﬂow hedge actxvxty reported in other comprehenswe mcomc from contmumg operatlons included (all
.amounts aﬁer-tax) . . ‘ .
Year Endcd De'ceixxbe'i' 31,
2005 2004 2003

Net change in fair ‘value of hedges held at end of penod gams/(losses) : S o
Commodities s @n 8 (35 s @)
5 Fmancmg mtercst rate swaps ’ - ] — i — -

- _(4n (15 21
Loss&s related to settlcd hedges eﬂ'ects reported in net income:
- Commodities 64 21 . 46
Financing - interest rate swaps 6 6 5
Effect of cash flow hedges reported in other comprehensxve income related to ) ‘ ’
continuing operations..... s 23 $.(48) - § 30

TXU Energy Holdings has historically used, and expects to continue to use, derivative instruments that are -
effective in offsetting future cash flow varlablhty in interest rates and energy commodity prices. The amounts
“ included in accumulated other comprehenswe income are expected to offset the impact of rate or price changes on -
- forecasted transactions. Amounts in accumulated other comprehensive income include (i) the value of open ‘cash
flow hedges (for the effective portion), based on current market conditions and (ii) the value of dedesignated and
terminated cash flow hedges at the time of such dedeszgnatlon, less amortlzatxon, unless the hedged transacnons

~ become probable of not occurring. The effects of the hedge will be recorded in the statement of income as the '
~ hedged transactions are actually settled and affect earmngs

~ Other comprehenswe income also- included adjustments related to minimum pens:on liabilities. ‘Minimum
'pension liability ad_]ustments were a gam of $11 million ($7 million after-tax) in 2005, a gain of $11 million ($7
‘million after-tax) in 2004 and a gain of $37 million ($25 million afier-tax) in 2003. The minimum pension
" liability represents the excess of the accumulated benefit obligation over the plans® assets and the liability recorded
under SFAS 87. The recording of the minimum pension liability did not affect TXU Energy Holdings financial
covenants in any of its credit agreements. Changes in minimum pension liability adjustments reflect fluctuating
returns on the plans’ investments.

See also Notes 11and 14 to Financial Statements.



FINANCIAL CONDIT]ON

LIQUIDITY AND CAPITAL RESOURCES '

Cash Flows — Cash flows provided by operatlng activities increased $755 million, or 68%, to $1.9 billion in
2005. The improvement was driven by higher earnings partially offset by higher income tax payments to TXU
Corp. as well as unfavorable accounts payable changes due pnmanly to higher purchased power volumes in 2004
on hngher retall sales volumes

Cash flows provided by operating activities for 2004 decreased $251 mllhon to $1.1 billion compared to
2003. The decrease reflected unfavorable working capital (accounts réceivable, accounts payable and inventories)
changes of $207 million (including $168 million in decreased'funding under the accounts receivable sale
program), $133 million in higher tax payments and $77 million in higher interest payments, partially offset by the
effect of $102 million in 2003 payments related to counterparty default events and the termination and liquidation
of outstanding positions and improved eammgs in 2004. The unfavorable working capital changes were due
largely to the ‘effect of hngher collectlons in 2003 followmg billing. delays expenenced during the trans1t10n to
) competltlon

Cash flows used in fmancmg activities were $104 million in 2005 $337 mxlllon in 2004 and $1 458 million
in 2003. The drivers of the $233 million decrease in cash used in financing actlvmes from 2004 to 2005 and the
$1,121 mllhon decrease from 2003 to: 2004 are summarized in the table below

Year Ended December 31,

2005 2004 2003
Cash used in ﬁnancmg activities: )
Net § issuances of borrowmgs, mcludmg premtums ' B
" and discounts '$ 629 $ 365 $ 791
Advances from affiliates ' ‘ - ' R 1,329)
_ Decrease in note payable to TXU Elecmc Delwery (40) (3] (170)
Distributions paid to parent........c........ . - (700) (700)' ) (750)
Excess tax benefit on stock-based compensation .............. ‘ ’

Total... - , ;S___Qﬂ_ﬁl L@ M

Cash flows used in investing activities were $1.8 billion in 2005, $704 million in 2004 and $491 million in
2003. The table below details the business activities impacting the investing cash flows:

Year Ended December 31,

2005 2004 2003

Cash used in investing activities: ) )

-.- Capital expcndnture:, including nuclear fuel .........lovveiinnns - : -3 (366) .. ... $ (368) .8 -(207)
Sale of retail commercial/industrial gas operauons - - .14
Proceeds from sale of assets, including land : . 65 29 10
_Advances to affiliates i Lo (1,809 @363) (289)
Net mvestmeutsmnucleardecommmsxonmg trust fundsecuntxcs......._...,... L '(lTS) k a8 s

B : 3. @

The decrease in cabital expendxtures in 2005 was due to tirnirxg of nuclear fuel purchases largely offset by an
_increase in spending for generatlon projects. The $161 million increase in capital expenditures in 2004 was driven
by mcreased spendmg on generatxon pro_;ects and secunty nnprovements : ,

Depreclatlon and amortization expense reported in the statement of cash flows exceeds the amount reported

in the statement of jncome by $59 million, $64 million and $62 million for 2005, 2004 and 2003, respectively.

This difference. represents amortization of nuclear fuel, which is reported as fuel, purchased power costs and
delivery fees i in the statement of income cons1stent w1th mdustry practice.
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Capital Allocation — TXU Energy Holdings is subject to TXU Corp.’s capital allocation model that governs
the allocation of operating cash flow and the deployment of growth capital. : Under the current model as it applies
to TXU Energy Holdings, TXU Corp. intends to prioritize cash ﬂows from operations and asset sales in the
following order:

e First, to preserve and enhance the quality of customer service and productton and dehvery rehablhty
Capital expenditures for 2006 are expected to total $1.1 billion for TXU Energy Holdings’ construction
cost of two new hgnrte/coal-ﬁred generation facilities and ongoing upgrades to its generatlon Tleet;

¢ Second, to consider growth capital, or reinvestments, in the business, but in each case, subject to strict

-, investment criteria; and
e Third, to mamtam balance sheet strength ﬁnancral ﬂexrbrhty and strong credrt metrrcs

= New Generatum Plants In July 2005 TXU Energy Holdmgs filed an apphcatton for an air perrmt w1th
the TCEQ for a proposed 1, 720-MW lignite/coal-fired power plant in Robertson County, Texas approximately 30
miles northwest of the Bryan-College Station area. TXU Energy Holdings currently expects to proceed with the
project, with construction beginning as early as 2006, and the facility operational around 2009 or 2010. Total cost
of the project is estimated to be $1.9 billion over the next four to five years. In October 2005, the Governor of the
‘State of Texas issued Executive Order RP49 that instructed the TCEQ to prioritize and expedite the processing of
environmental permits for power plants using Texas natural resources and that the subsequent administrative
hearing ‘and proposal for decision. must be completed in no more than six months. In addition, TXU. Energy
Holdings signed a letter of intent for the development of a new 600 MW lignite/coal-fired unit adjacent to the site

“of TXU Power’s current Sandow generation plant in Texas. Total cost of the project, which is projected to be
operational in 2008 or 2009, is estimated to be $700 million over the next three to five years.

Capital Resources — During 2006, TXU Energy Holdings will need to fund ongoing working capital
requirements and $401 million of debt maturities. TXU Energy Holdings has funded or intends to fund these
reqmrernents through cash on hand, cash flows from operatrons short-term credit facrlrttes commercral paper or
the issuance of long-term debt or other securities.

Long-term Debt Activity — Dunng 2005, TXU Energy Holdmgs 1ssued, reacqutred, or made scheduled
principal payments on long-term debt as follows (all amounts presented are principal): .

' TXU Energy Holdings: o R
Pollution control revenue bonds '8 180 " -8 39
Other long-term debt o 32
- - Total..., 3 180 £ 71

) (8) Excludes $95 million principal amount related to the rail spur lease entered into in 2005.

See ‘Note 6 to Financial -Statements for further detail of debt issuances and retrrements and financing
arrangements :

Credit Facilities — At March 1, 2006, TXU Energy Holdmgs had access to credit facilities totahng $5.0
billion of which $3.8 billion was unused. The facilities expire on various dates between June 2008 and June 2010.
The maximum amount TXU Energy Holdings and TXU Electric Delivery can directly access under the facilities is
$5.0 billion and $3.6 billion, respectively. These credit facilities are used for working capital and general
corporate purposes. See Note 5 to Fmancral Statements for detatls of the arrangements

Capztaltzatwn — The capltallzatron ratios of TXU Energy Holdings at December 31, 2005, consisted of
long-term debt (less amounts due currently) of 38.5%, preferred membership interests held by aff liates (net of
unamortized discount balance of $222 million) of 6. 7% and common membershtp interests of 54 8%

Short-term Borrowings — At December 31 2005, TXU Energy Holdmgs had outstandmg short-term
borrowings consisting of bank borrowmgs under the credit facilities of $440 million and commercial paper of
$306 million at a weighted average interest rate of 4.70%. At December 31, 2004, TXU Energy Holdings had
outstanding short-term borrowmgs consisting of bank borrowings of $210 million at a weighted average interest
rate of 5.25%.
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In November 2005, TXU Energy Holdings reentered the commercial paper market through its existing
commercial paper program. The commercial paper program funds short-term liquidity requlrements ‘and allows
TXU Energy Holdings to 1ssue up to $2. 4 billion of commercial paper The program is supported by existing
“credit facrlmes

Sale of Recetvables ~— TXU Corp has had an accounts recervable securitization program ‘in place for a
number of years. The actrvrty under this program is accounted for as a sale of accounts receivable in accordance
with SFAS 140. Under the program, subsidiaries of TXU Corp. (originators) sell trade accounts receivable to
TXU Receivables Company, a consolidated wholly-owned bankrupicy remote direct subsidiary of TXU Corp.,
which sells undivided interests in the purchased accounts receivable for cash to special purpose entities established
by financial institutions. Effective Jurie 2005, the program was extended until June 2008. - AIl new trade
receivables under the program generated by the originators are continuously purchased by TXU Receivables
‘Company with the proceeds from collections of receivables -previously purchased. Funding to TXU Energy
Holdings under the program totaled $582 million and $411 million at December 31,2005 and 2004, respectively.
See Note 5 to Financial Statements for a more complete description of the program including the impact on the
financial statements for the penods presented and the contmgencres that could result in termmatron of the program

Commodtg: Prtce Rtsk Management Program e As drscussed in Management S Dtscussron & Analysrs
above under “Key Challenges and Initiatives,” TXU Energy Holdings has been supplementing its hedgrng and risk
management portfolio with market instruments that are expected to.reduce exposure to changes in natural gas
prices over the next five years. This program could result in an increased demand on hquldrty due to the potential
need to post collateral with commodrty contract counterparties in the event natural gas prices increase. Such
collateral can be in the form of cash or letters of credit. As part of its ongoing credit and cash management
practices, TXU Energy Holdmgs seeks to opttrmze the deployment of cash and/or letters of credit in managmg this
‘program For each $1:00 per MMBtu' increase in natural gas prices and assuming all the transactions in the
program relied on cash-based collateral, TXU Energy- Holdmgs could be requrred to post up to approxrmately
$400-450 rmllron in addrtronal cash collateral :

Commodnfy Contract Collateral Received - T XU Energy Holdmgs has the contractual right, but not the
obligation, to request collateral from certain counterparties based on the value of the contract and the credit
worthiness of the counterparty. This collateral is typically held by TXU Energy Holdings in the form of cash or
letters of credit. -Collateral received in cash’is used for working capital and other corporate purposes, including
‘reducing shori-térm borrowmgs under its credit facilities. As of December 31, 2005, TXU Energy Holdings held
collateral from counterparties in the form of cash of $357 million.- Counterparties may elect to convert the cash
collateral to letters of credrt at their drscretron

Credxt Ratmgs — Current credrt ratmgs for TXU Corp. and certam of its subsrdranes are presented below

- TXU Electric TXU Energy - ..
TXU Corp. - US Holdings Delivery Holdings
- (Senior Unsecured) - (SemorUnsecured) (SemorUnsecured)  (Senior Unsecured)
BB+ . BB+ ~_ BBB- . BBB-
‘Bal C Basd ' Ba2 ' Ba2
BBB- - BBB- 7 ‘BBB+ " BBB-

N Moody s currently maintains a stable outlook for TXU Cortp., US Holdings, TXU Energy Holdings and TXU
- Electric Dehvery Fitch changed its outlook to negative for TXU Corp., US Holdmgs and TXU Energy Holdmgs
"and reafﬁrmed rts stable outlook for TXU Electnc Dehvery in May 2005

“In June 2005, S&P lowered its rating of the senior unsecured debt of TXU Corp Us Holdrngs and TXU

: Energy Holdings one notch.* S&P also changed its rating outlook for TXU Corp. and all of its rated subsidiariés to

stable from “CreditWatch Negative.” " The one level downgrade of TXU Energy Holdings by S&P ‘resulted in
, approxunately $50 rmlllon of cash collateral requtrements

These ratings are investment grade except for Moody s and S&P’s ratmg of TXU Corp s senior unsecured
debt and S&P’s rating of US Holdings’ senior unsecured debt, which'are one notch below investment grade.
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A rating reflects only the view of a rating agency, and is not a recommendation to buy, sell or hold securities.
Any rating can be revised upward or downward at any time by a ratmg agency if such ratmg agency decides that
crrcumstances warrant such a change, . ‘ - . .

Fmanctal Covenants, Credzt Raring Provisions and Cross Default Provisions — The terms: of certain
financing arrangements of TXU Energy Holdings contain financial covenants that require maintenance of
specified fixed charge coverage ratios and leverage ratios and/or contain minimum net worth covenants. As of
December 31, 2005, TXU: Energy Holdmgs was in comphance wrth all such applrcable covenants

Materzal Credit Ratmg Covenant

TXU Energy Holdlngs has provrded a guarantee of the obhgatrons under TXU Corp s lease of its
headquarters building. In the event of a downgrade of TXU Energy Holdings’ credit rating to below investment
grade, a letter of credit of approximately $109 million at December 31, 2005 would need to be provrded within 30
days of any such rating decline. ... . = , , , R

. Under the terms of a rail car- lease with $53 mlllron in rernalmng lease payments (prmcrpal amount as of
December 31, 2005), if TXU Energy Holdings’ credit rating were downgraded to below investment grade by any
specified rating agency, TXU Energy Holdings could be required to sell the interest in the lease, assrgn the lease to
a new obligor that is investment grade, post a letter of credit or defease the lease. -

. TXU Energy Holdmgs has entered mto certain commodrty contracts that in some mstances give the other
party the right, but not the obligation, to request TXU Energy Holdings to post collateral in the event that its credit
rating falls below investment grade. Based on its current commodity contract positions, in the event TXU Energy
Holdings were downgraded to one level below investment grade by specified rating agencies, counterparties would
have the option, based on reduced credit thresholds, to request TXU. Energy Holdings to post $145 million in
addition .to existing  collateral requirements as of December 31, 2005.. Should TXU Energy Holdings be
downgraded two levels below investment grade, counterparties -would have the option to request additional
collateral of up to approximately $54 million at December 31, 2005. The amount TXU Energy Holdings could be
requlred to post under these transactions depends in part on the value of the contracts at that time.

: ERCOT also has rules in place to assure adequate credrt worthmess for partres that schedule power on the
ERCOT System. Under those rules, if TXU Energy Holdings’ credit rating was downgraded to below investment
grade by any specified rating agency, TXU Energy Holdings could be required to- post collateral, but as of
December 31, 2005 there was no exposure and no requirement to post collateral e

Other arrangements of TXU Energy Holdings, including credit facrlltres and certam leases, contam tenns
pursuant to which the interest rates charged under the agreements may be adjusted depending on the credit ratings
of TXU Energy Holdings. ,

Material Cross Default Provisiorrs

Certain financing arrangements contain provisions that would result in an event of default if there were a
failure under other financing arrangements to meet payment terms or to observe other covenants that would result
in an acceleration of payments due. Such provisions are referred to as “cross default” provisions.

- A default by TXU Energy Holdmgs or TXU Electric Delivery or any subsidiary thereof in respect of
mdebtedness in a principal amount in excess of $50 million would result in a cross default under joint credit
facilities totaling $4.5 billion. Under these credit facilities, a default by TXU Energy Holdings or any subsidiary
thereof would cause the maturity of outstanding balances under such facility to be accelerated as to TXU Energy
Holdings but not as to TXU Electric Delivery. Also, under these credit facilities, a default. by TXU Electric
Delivery or any subsidiary thereof would cause the ‘maturity of outstandmg balances under such facrhty to be
accelerated as to TXU Electric Delivery but not as to TXU Energy Holdmgs _

The accounts receivable securitization program also contains a cross default provision with a threshold of
$50 million applicable. to each of the originators under the program. TXU Receivables Company and TXU
Business Services Company. each have a cross default threshold of $50 thousand. -If either an originator, TXU
Business Services or TXU Receivables Company defaults on indebtedness of the applicable threshold, the facility

could terminate. ,
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TXU Energy Holdings enters into energy-related and financial contracts, the master forms of which contain

provisions whereby an event of default or acceleration of settlement would occur if TXU Energy Holdings were to
default under an obligation in respect of borrowings in excess of thresholds whxch vary, stated in the contracts.

Other arrangements, including leases have cross default provrsrons, the triggering of which would not result

in a significant effect on hquldlty

Long-term Contractual Oblzgatxons and Commttments — The followmg table summarizes TXU Energy
Holdings’ contractual cash-obligations as of December 31, 2005 (see Notes 6 and 8 to Fmanclal Statements for

additional drsclosures regardmg these obhgatlons)

Contractual Cash Obllgations . . - Omneto - . Threeto

i o - i Less Than - Three - Five -
One Year - Years . Years
Long-term debt - principal . . $ 400 $§ 250 § —
Long-term debt — interest (a) .. : S S 184 351 328
Operating and capital leases (b) frenivemneosirmns : - 62 1288 - 124
Obligations under commodity purchase and services agreements (c) —-—3027 2330 . 800
Total contractual cash obligations (d) o . 3 3673 L;,Qﬂ -~ $ 125

More
‘Than Five
Years Total
$ 2,694 $ 334
2,026 2,889
467 781

. » 1114 7271

36301  $£1428

(a) Includes net amounts payable under mterest rate swaps Vanable mterest payments and net amounts payable under

interest rate swaps are calculated based on interest rates m effect at December 31, 2005
(b) Includes short-term noncancelable leases. ’

(c) Includes capacity payments, gas take-or-pay contmcts, eoal coutracts, busmess services outsourcmg and other purchase comrmtmeuts
Amounts presented for variable priced contracts assumed the year-end 2005 price remamed in effect for all penods except where

contractual price adjustment or index-based prices were speclﬁed

(d) Table does not include estrmated 2006 fundmg of the pensron and other postrenrement heneﬁts plans totalmg approxnnately $249

thousand.

The followmg contractual obllgatlons were excluded from the table above

s contracts between affiliated entities and mtercompany debt

¢ individual contracts that have an annual cash requirement of less than $1 million (however, multiple
contracts with one counterparty that are more than $l mrllron on an- aggregated basrs have been

included);

contracts that are cancelable w1thout payment of a substantlal cancellatlon penalty, and

employment contracts w1th management
Guarantees — See Note 8 to Fmancral Statements for detalls of guarantees

OFF BALANCE SHEET ARRANGEMENTS

“TXU Corp. has estabhshed &n accounts recelvable secuntxzatron program See discussion above under “Sale

of Recervables” and in Note 5 to Fmancral Statements o j ‘

Also see Note 8 to Fmanctal Statements regardmg guarantees

COMMITMENTS AND CONTINGENCIES , : R

" See Note 8 to Financial Statements for discussion of commitments and contingencies. -~~~
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REGULATION AND RATES

‘See Note 15t Fmancral Statements for drscussron of pnce-to-beat rates and other matters related to the
Texas electnc mdustry restructurmg leglslatron

Prtce-to-Beat Rates TXU Energy Holdmgs implemented two reta:l pnce-to-beat rate mcreases in 2005.
The first was implemented in May and raised the average monthly residential bill by 10%.

. Prior to ﬁlmg for its second 2005 adjustment to its pnce-to-beat rates, TXU Energy Holdmgs engaged in
extensive informal discussions with commissioners, Commission staff and the statutory consumer advocate Office
“of Public Counsel (OPC) regarding their perception of a gas price “bubble” resulting from Hurricane Katrina in
relation to the Fuel Factor Adjustment within' the price-to-beat rate calculation. TXU.Energy Holdings was
successful in advocating that there was no need for a moratorium on fuel factor adjustments, and reached an
agreement with the Commission Staff and OPC that allowed a two-step implementation of a fuel adjustment in its
price-to-beat rates. . The filing for an increase in the price-to-beat rate was subsequently approved on October 28,
2005. In accordance with the agreement, TXU Energy Holdings voluntarily implemented an across-the-board
discount for all price-to-beat rate customers through the end of 2005. The discount resulted in a price equivalent
to rates based on natural gas prices in the week prior to Hurricane Katrina making landfall on the Gulf Coast, or
$9.743 per MMBtu. The discounted price-to-beat rate increase raised the average monthly residential bill by 12%.
The discount expired on December 31, 2005. The undiscounted price-to-beat rate increase that became effective
on January 1, 2006 reflects the commodrty price level of $11.534 per MMBiu as of the October filing and raised
the average monthly residential bill by an additional 12%. The January 1, 2006 adjustment, under the terms of the
agreement, did not count as one of the two allowed 2006 adjustments because it simply represents the exprratlon of
the discount, not another increase in the fuel factor component of the pnce-to-beat Tate.

In October 2005 TXU Energy Holdings announced a voluntary program to not increase the price-to-beat rate
for the entire first quarter of 2006 for all residential and small business customers in TXU Energy Holdings’
historical service territory. This program took effect subsequent to the undiscounted price-to-beat:rate increase
that became effective in January 2006 as dxscussed 1mmed1ately above

_ In December 2005, the Commission staff 1ssued an extens:ve list of quesnons regardmg the pnce-to-beat rate
mechamsm, mcludmg the transition away from the price-to-beat rate on January 1, 2007. TXU Energy Holdings
was instrumental in forming a coalition including almost all of the major retail electric providers in Texas. The
coalition drafted and submitted comments to the Commission detailing the public policy and legal reasons that the
price-to-beat rate-setting methodology should remain unchanged through 2006 and then expire as scheduled on
January 1, 2007. Certain parties have submitted proposals to the Commission for other models, and Commission
staff may address the issues over the next several months, . In addition, a hearing held in late 2005 by the Texas
House Committee on Regulated Industries (Committee) focused on the effects of retail competition in the Texas
electric market. Although the tesnmony generally praised the market structure, Committee members expressed
some concern regarding retail electric prices and whether competition is producing better prices than regulation.
The commissioners -expressed continuing support for competition, as.did the major competitive retailers. In
February 2006, in response to a Committee member’s request, the Commission released its study of retail electric
prices, in which it concluded that competition has provided lower prices than regulation would have in each of the
years 2002, 2003, 2004 and 2005. The Commission also concluded that the price-to-beat rates of TXU Energy
Holdings and Reliant Energy were lower in each of those years than regulated rates would have been One or
more additional hearings may occur in 2006. p , X N

ERCOT Market Legzslatzve Issues — PURA and the Commxssron were subject to “sunset review” by the
Texas Legislature in the 2005 legislative session, which now stands adjourned. Sunset review entailed, generally,
a comprehensive review of the need for and efficacy of an administrative agency (e.g., the Commission), along
with an evaluation of the advisability of any changes to that agency’s authorizing legislation (e.g., PURA). As
part of the sunset review process, the legislative Sunset Advisory Commission recommended that the Legislature
. reauthorize the Commission for six years, and recommended other changes to PURA. Senate Bill (SB) 408, which
was passed by the Texas Legislature, reauthorized the Commission for six years, adjusted the governance of .
ERCOT, and clarified that the Commission has full oversight of the independent grid operator (ERCOT). The
legislation also created a new independent market monitor in ERCOT. TXU Energy Holdings cannot predict the
outcome of resultant Commission rulemakings or other regulatory proceedings related to SB 408.
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In addition to the general session, the 79" Texas Legislature completed two special sessions called by the
governor to consider school finance and associated tax provisions along with various other matters. During these
sessions the Legislature was unable to reach consensus on the school finance matters but acted on seyveral other
matiers including an extension and expansion of the Renewable Portfolio Standard (RPS) in ERCOT. The existing .
Texas RPS called for the addition of 2,000 MW of new renewable resources in Texas by 2009. The new RPS
passed by the Legislature in special session increases the amount of new renewable resources in Texas by an
additional 3,000 MW to 5,000 MW by 2015. At this time, TXU Energy Holdings is unable to quantlfy the impact
of the extension and expansion of the RPS on its future operations. Because the Legtslature was not successful in
resolving the school finance issues, TXU Energy Holdmgs antlcrpates another special session of the Legislature in
2006. Although the primary focus’ of the special session would again be school finanee, il is possible that the
Legislature will take up other matters, as it did during the prior special sessions. TXU Energy Holdings cannot
predict whether industry-related legislation will be introduced, or whether such legislation, if introduced, would be
passed.

Wholesale Market Des:gn ~—1In August 2003, the Commission adopted a rule that, when lmplemented will
alter the wholesale market desi gn in ERCOT The rile requlres ERCOT

to use a stakeholder process to develop a new wholesale market model;
" to operate a voluntary day-ahead energy market;
to directly assign all congestton rents to the resources that caused the congestron
to use nodal energy prices for resources;
to provide information for energy tradmg hubs by aggregatmg nodes
to use zonal prices for loads, and
. to provrde congestron revenue ri ghts (but not physical nghts)

" The Commission has determined that ERCOT will implement a market desrgn that utilizes nodal pricing for
resources and that this market design is to be implemented on or about January 1, 2009. ‘In light of this decision,
ERCOT has filed a set of Nodal Protocols for Commission approval that descnbes the operation of an ERCOT
wholesale nodal market design. A contested case proceeding to evaluate and either approve these protocols or
approve them with revisions is currently underway at the Commission. A decision in this case is expecled in early
2006. At this time, TXU Energy Holdings is unable to predict the impact of the proposed nodal wholesale market
desrgn on lts operatrons

Energy Policy Act — The Energy Pohcy Act of 2005 was passed by both houses of the us Congress and
was signed into law by the President on August 8, 2005. The Energy Policy Act, among other things, repealed the .
Publi¢ Utility Holding Company Act (PUHCA) as of February 8, 2006 and extended the Price-Anderson Act for -
fwenty years. -Among other- matters, PUHCA ‘had limited the operations and ownership of' public utilities to
contiguous geographical areas in the US and the ability of nonutility companies to own or merge with public
utilities. The FERC has been charged with adopting rules regarding certain new authority afforded it that is more
limited than the authority conferred upon the SEC by PUHCA. - The FERC has adopted rules implementing
PUHCA repeal and-has initiated additional rulemakings to implement various other provisions of the Energy
Policy Act. The Price-Anderson Act provides financial protection for the public in the event of a significant power
plant incident by selting the statutory limit ‘of public liability for a single nuclear incident and requiring nuclear’
power plant operators to provide financial protection for that limit. As-rules are enacted with respect-to
implementation and mterpretatton of the new law, TXU Energy Holdmgs wrll assess- the expected effects of the
bxll on ‘its busmesses TS R . :

Summary Although TXU Energy Holdmgs carmot predrct future regulatory or legrslatrve actions or any
changes in economic and securities market conditions, no changes are expected in trends or commitments, other
than those discussed in this report, which might significantly alter its basic financial position, results of operations
or cash flows.
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QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK -

Market nsk is the rlsk that TXU Energy Holdmgs may experience a loss in va]ue as'a result of changes in
market conditions affecting commodity pricés and interest rates, which TXU Energy Holdings is exposed to in the
ordinary course of business. TXU Energy Holdings’ exposure to market risk is affected by a number of factors, :
including the size, duration and composmon of its energy and financial portfolio, as well as the volatility ‘and
liquidity of markets. TXU Energy’ Holdmgs enters into financial instruments such as interest rate swaps to
'manage interest rate risks related to its indebtedness, as well as exchange traded, over-the-counter contracts and'
other contractual commltrnenls to manage commodlty price risk as part of i its wholesale activities.

R[SK OVERSIGH T

TXU Energy Holdings’ wholesale business manages the market, credit and operational risk related to
commodity prices of the unregulated energy business within limitations established by senior management and in
accordance with TXU Corp.’s overall risk management policies. Interest rate risks are managed centrally by the
corporate treasury function. Market risks are monitored daily by risk management groups that operate and report
independently of the wholesale operations, ‘utilizing industry accepted practices and analytical methodologies.
These techniques measure the risk of change in value of the portfolio of contracts and the hypothetical effect on
this value from changes in market conditions and include, but are not limited to, Value at Risk (VaR)
methodologies.

TXU Corp. has a corporate risk management organization that is headed by a Chief Risk Officer. The Chief
Risk Officer, through his designees, enforces all applicable risk limits, including the respectlve policies and
procedures to ensure compliance with such limits and evaluates the risks inherent in the various businesses of
TXU Energy Holdings and their associated transactions. Key risk control activities include, but are not limited to,
credit review and approval operational and market risk measurement, validation of transaction capture, portfolio
valuation and daily portfoho reportmg, mcludmg mark-to-market valuation, VaR and other nsk measurement
metrics. v ‘ . . . .

COMMODITY PRICE RISK

TXU Energy Holdings is subject to the inherent risks of market fluctuations in the price of electricity, natural
gas and other energy-related products marketed and purchased. . TXU Energy Holdings actively manages its
portfolio of owned generation assets, fuel supply and retzil sales load to mitigate the near-term impacts of these

“risks on its results of operations. . TXU Energy Holdings, as well as any participant in the market, cannot fully
manage the long-term value impact of structural declines or increases in natural gas, power and oil prices and
spark spreads (dxfferences between the market price of e]ectncxty and 1ts cost of production). :

In managing energy price risk, TXU Energy Holdmgs -enters mto a varrety of market transactrons rncludmg,
but not limited to, short- and long-term physical contracts, exchange traded and over-the-counter financial
contracts and bilateral contracts with customers. ' TXU Energy Holdings’ wholesale operations incorporate
hedging activities, the structuring of long-term contractual arrangements-as well as proprietary trading. The
operation continuously monitors the valuation of identified risks and adjusts the portfolio based on current market
conditions. = Valuation adjustments -or reserves are established in recognition that-certain risks exist until full
delivery of energy has occurred, counterparties have fulfilled their financial commitments and related contracts
have either matured or are closed out. TXU Energy Holdings strives to use consistent assumptions regardmg
forward market prlce curves in evaluatmg and recording the effects of commodity pnce nsk
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Natural Gas Price & Market Heat Rate Exposure — See discussion in Management’s Discussion &
Analysis above under “Key Chal]enges and Initiatives.”

VaR Methodology — A VaR methodology is used to measure the amount of market risk that exxsts within
the portfolio under a variety of market conditions. The resultant VaR produces an estimate of a portfolio’s
potential for loss given a spec1ﬁed conﬁdence level and considers among other things, market movements utilizing
standard statistical techniques given historical and projected market prices and volatilities. Stress testing of market
variables is also conducted to simulate and address abnormal market conditions. i

The use of this method requires a number of key assumptlons such as use of (i) an assumed confidence
level; (ii) an assumed holding period (i.e. the time necessary for management action, such as to liquidate
positions); and (iii) historical estimates of volatility and correlation data.

~ VaR for Energy Contracts Subject to Mark-to-Market Accounting — This measurement estimates the
potential loss in economic value, due to changes in market conditions, of all energy-related contracts subject to
mark-to-market accounting, based on a specific confidence level and an assumed holding period. Assumptions in
‘determining this VaR include using a 95% confidence level and a five-day holding period. A probabilistic
simulation methodology is used to calculate VaR, and is considered by management to be the most effective way
to estimate changes in a portfolio’s value based on assumed market conditions for liquid markets.

December 31,
2005 2004
Period-end MtM VaR: ' ' $ 19 $ 20 -
Average Month-end MtM VaR: $ 20 $ 20

Earnings at Risk (EaR) - EaR measures the estimated potential reduction of expected pretax earnings for
the year presented due to changes in market conditions. EaR metrics include the owned generation assets,
estimates of retail load and all contractual positions except for accrual positions expected to be settled beyond the
fiscal year. Assumptions include usmg a 95% confidence level over a five-day holding period under normal
market condxtxons :

Cash Flow at Risk (CFaR) — CFaR measures the estimated potential loss of expected cash flow over the
next six months, due to changes in market conditions. CFaR metrics include all owned generation assets,
estimates of retail load and- all - ¢éontractual positions that impact cash. flow during the next six months.
Assumptions include using a 99% confidence level .over a six-month holding period under normal market
conditions.

December 31,
2005 2004
EaR : . . $32 $ 24
CFaR : $ 7N $116
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INTEREST RATE RISK

The table below provides information concerning TXU Energy Holdings’ fmanc1al instruments as of
December 31, 2005 and 2004 that are sensitive to changes in interest rates. The weighted average interest rate
presented is based on the rate in effect at the reporting date. Capital leases, the effects of unamortized premiums
and discounts are excluded from the table. See Note 6 to F1nanc1al Statements for a dlscusswn of changes in debt
obligations. :

Expected Maturity Date
(million of dollars, except percentages)

2005 2005 2004 2004
o _Total 'l‘otal ' . Total Total
T . - N o There- Carryi‘ng- ) Fair Carrying Fair
o 2006 . 2007 2008 2009 2010  After . _Amount - Value - Amount Value
Long-term debt y '
(including current maturities) T : e S I L E
Fixed rate debt amount (a) $ — § — $250 § ~— 8§ -— 82249 $2,499 $2,610 $2,458 $2,637
Average inierest rate : - 613% - - 6.42% 6.39% - 6.40% -
Variable rate debtamount  $ 400 § — § — $§ — § ~— §445 § 845 $ 79 $ 775 $ 714
Average interest rate . 4.92% - - - - 370%  428% o= 233% -
Exchangeable preferred o v ' . . ‘
membership interests
Fixed rate . $ — $§ - § — § - $ — $750 $750. $750 $750 . $750
Average interest rate - = - = - 9.00% = 9.00% - 9.00% -
Interest rate swaps - S ‘ ; S '
Fxxed to variable swaps: ‘ - S » ,
Debt amount § — § — $2 § — § — § — §25 $ ® $ 250 $ (5
Average pay rate - - 161% - - - 7.61% - 485% -
Average receive rate . . - = 613% - — - - . 6.13% - 6.13% . -

(8) Reflects the maturity date and not the remarketing date for certain debt that is subject to méndawry tender for remarketing prior to
maturity. Sce Note 6 to Financial Statements for details concerning long-term debt subject to mandatory tender for remarketing.
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CREDIT RISK

. Credtt Risk — Credit risk relates to the nsk of loss associated wnth nonperformance by counterparties. TXU
Energy Holdings maintains credit risk policies with regard to its counterparties to minimize overall credit risk.
These policies require an evaluation of a potential counterparty’s financial condition, credit rating and other
gquantitative and qualitative credit criteria and specify authorized risk mitigation tools including, but not limited to,
use of standardized agreements that allow for netting of positive and negative exposures associated with a single
counterparty. TXU Energy Holdings has standardized documented processes for monitoring and managing its
credit exposure including methodologies to analyze counterparties’ financial strength, measurement of current and
potential future credit exposures and standardized contract language that provides rights for netting and set-off.
Credit enhancements such as parental guarantees, letters of credit, surety bonds and margin deposils are also
utilized. Additionally, individual counterparties and credit portfohos are managed to preset limits and stress tested
to assess potential credit exposure. This evaluation results in establishing credit limits or collateral requirements
prior to entering into an agreement with a- counterparty that creates credit exposure to TXU Energy Holdings.
Additionally, TXU-Energy Holdings has :established controls to determine and monitor the appropriateness of
these limits on an ongoing basis. Any prospective material adverse change in the payment history or financial
condition of a counterparty or downgrade of its credit quality will result in the reassessment of the credit limit with
that counterparty. This process can result in the subsequent reduction of the credit limit or a request for additional
fmancral assurances.

Credtt Exposure e T XU Energy Holdings’ gross exposure to credit risk related to trade accounts receivable,
as well'as commodity contract assets and other denvatlve assets that anse primarily from hedging- actrvmes
.totaled $3.3 brlhon at December 31 2005 S :

A large share of gross assets subject to credxt nsk represents accounts recelvable from the retail sale of
electricity to residential and small business customers. The risk of material loss (afier consideration of
allowances) from nonperformance by these customers is unlikely based upon historical experience. Allowances
for uncollectible accounts receivable are established for the potential loss from nonpayment by these customers
based on historical experience and market or operational conditions.

Most of the remaining trade accounts receivable is with large business customers and wholesale
counterparties. These counterparties include major energy companies, financial institutions, electric utilities,
independent power producers, oil and gas producers, local distribution companies and energy trading and
marketing companies. The exposure to credit risk from these customers and counterparties, excluding credit
collateral, as of December 31, 2005, is $2.0 billion net of standardized master netling contracts and agreements
that provide the right of set-off of positive and negative credit exposures with individual customers and
counterparties. When considering collateral currently held by TXU Energy Holdings (cash, letters of credit and
other security interests), the net credit exposure is $1.4 billion. Of this amount, approximately 78% of the
associated exposure is with investment grade customers and counterparties, as determined using publicly available
information including major rating agencies’ published ratings and TXU Energy Holdings’ internal credit
evaluation process. Those customers and counterpartres without an S&P rating of at least BBB- or similar rating -
from another major rating agency are rated using internal credit methodologies and credit scoring models to
estimate an S&P equivalent rating. TXU Energy Holdings routinely monitors and manages its credit exposure to
these customers and counterparties on this basis.

TXU Energy Holdings is also exposed to credit risk related to the Capgemini put option with a carrying
value of $103 million. Subject to certain terms and conditions, Cap Gemini North America, Inc. and its parent,
Cap Gemini S.A., have guaranteed the performance and payment obligations of Capgemini under the services
agreement, as well as the payment in connection with a put option described in Note 12 to Financial Statements.
S&P currently maintains a BB+ rating with a negative outlook for Cap Gemini S. A.
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The following table presents the distribution of credit exposure as of December 31, 2005, for trade accounts
receivable from large business customers, commodity contract assets and other derivative assets that arise primarily
from hedging and commercial activities, by investment grade and noninvestment grade, credit quality and maturity.

Net Exposure by Maturity

Exposure ‘ .
‘before | o ‘ Greatér
‘ Credit Credit Net 2yearsor. Between ' thanS o
Collateral ~ Coflateral  Exposure _ less- 2-Syears _ years _ Total =~
lvesimentgrade . - S 1518, S 457  $ 106l S 787 $ 14 5 160 S 1061
Noninvestment grade 474. | 175 . . .. 299 213 26 - . 299
.. Totals . - - 81992 8 632 .- $£.1360 " $ 10600 0§ ‘140 - $_.160 - $.1360 ...
Investment grade . . 76% L 72% L 18%.
Noninvestment grade . . o 24% T 28%° - 22%

TXU Energy Holdings had credit exposure to three counterparties each having an exposure greater than 10%
of the net exposure of $1.4 billion at December 31, 2005. These three counterparties represent 10%,.12% and 13%
of the net exposure, respectively. ' TXU views its exposure with these three counterparties to be within an
acceptable level of risk tolerance. Additionally, approximately 78% of the credit exposure, net of collateral held,
has a maturity date of two years or less. TXU Energy Holdings does not anticipate any material adverse effect on
‘its financial position or results of operations due to nonperformance by any customer or counterparty., :

s .
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FORWARD-LOOKING STATEMENTS

This report -and . other presentatlons made ‘by TXU Energy Holdmgs contains “forward-looking
statements” within the meaning.of:Section 21E of the Securities' Exchange Act of 1934, as amended. Ali
statements, other than statements of historical facts, that are included in this report, or made in presentations, in
response to questions or otherwise, that address activities, events or developments that TXU Energy Holdings
expects or anticipates to occur in the future, including such matters as projections, capital allocation and cash
distribution policy, future capital expenditures, business strategy, competitive strengths, goals, future acquisitions
or dispositions, development or aperation of power production assets, market and industry developments and the
growth of TXU Energy Holdings’ business and operations (often, but not always, through the use of words or
phrases such as “will likely result,” “are expected to,” “will continue,” “is anticipated,” “estimiated,” “projection,”
“target,” “outlook™), are forward-looking statements. Although TXU Energy Holdings believes that in making any
such forward-looking statement its expectations are based on reasonable assumptions, any such forward-looking
statement involves uncertainties and is qualified in its entirety by reference to the discussion of risk factors
discussed under “RISK. FACTORS THAT MAY AFFECT FUTURE RESULTS” and the following important
factors, among others, that could cause the actual results of TXU Energy Holdings to differ materially from those
projected in such forward-looking statements:

e prevailing governmental policies and regulatory actions, including those of the Texas Legislature, the
Governor of Texas, FERC, the Commission, the RRC and the NRC, with respect to:

allowed prices;

industry, market and rate structure;

purchased power and recovery of investments;

operations of nuclear generating facilities;

acquisitions and disposal of assets and facilities;

operation and construction of facilities;

decommissioning costs;

present or prospective wholesale and retail competition;

changes in tax laws and policies; and

changes in and compliance with environmental and safety laws and policies;

continued implementation of the 1999 Restructuring Legislation;
legal and administrative proceedings and settlements;
general industry trends;
power costs (including repair costs) and availability;
weather conditions and other natural phenomena, and acts of sabotage, wars or terrorist activities;
unanticipated population growth or decline, and changes in market demand and demographic patterns;
changes in business strategy, development plans or vendor relationships;
TXU Energy Holdings’ ability to implement the initiatives that are part of its restructuring, operational
improvement and cost reduction program, and the terms which those initiatives are executed;
- competition for retail and wholesale customers;
access to adequate transmission facilities to meet changing demands;
pricing and transportation of crude oil, natural gas and other commodities;
unanticipated changes in interest rates, commodity prices or rates of inflation;
unanticipated changes in operating expenses, liquidity needs and capital expenditures;
unanticipated changes in market heat rates in the Texas electricity market;
commercial bank market and capital market conditions;
competition for new energy development and other business opportunities;
inability .of various counterparties to meet their obligations w1th respect to TXU Energy Holdings’
financial instruments;
changes in technology used by and services offered by TXU Energy Holdings;
significant changes in TXU Energy Holdings’ relationship with its employees, including the
availability of qualified personnel, and the potential adverse effects if labor disputes or grievances were
to occur; '
significant changes in critical accounting policies material to TXU Energy Holdings; and
actions by credit rating agencies.
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Any forward-looking statement speaks only as of the date on which it is made, and TXU Energy Holdings
undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the date
on which it is made or to reflect the occurrence of unanticipated events. New factors emerge from time to time
and it is not possible for TXU Energy Holdings to predict all ‘of them, nor can it assess the impact of each such
factor or the extent to which any factor, or combination of factors, may cause actual results to dlffer materially
from those contamed in any forward-looking statement :
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TXU ENERGY COMPANY LLC
STATEMENT OF RESPONSIBILITY

The management of TXU Energy Company LLC is responsible for the preparation, integrity and
objectivity of the consolidated financial statements of TXU Energy Company LLC and other information included
in this report. The consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America. As appropnate the statements inciude amounts based on
informed estimates and Judgments of management :

The management of TXU Energy Company LLC is responsible for establishing and maintaining a system
of internal control, which includes the internal controls and procedures for financial reporting, that is designed lo
provide reasonable assurance, on a cost-effective basis, that assets are safeguarded, transactions are executed in
accordance with management's authorization and financial records are reliable for preparing consolidated financial
statements. Management believes that the system 'of control provides reasonable assurance that errors or
irregularities that could be material to the consolidated financial statements are prevented or would be detected
within a timely period. Key elements in this system include the effective:communication of established wrilten
policies and procedures, selection and training of qualified personnel and organizational arrangements that provide
an appropriate division' of responsibility. This system of control is augmented by an ongoing internal audit
program designed to evaluate its adequacy and effectiveness. Management considers the recommendations of the
internal auditors and- ‘independent auditors concerning TXU Energy Company LLC’s system of internal control
and takes appropriate actions which are cost-effective in the circumstances. Management believes that, as of
December 31, 2005, TXU Energy Company LLC’s system of internal control was adequate to accomplish the
objectlves discussed herein.

The mdependcnt regtstcred public’ accountmg ﬁrm of Delmtte & Touche LLP-is engaged to audlt, in
accordance with" the standards of the Public Company Accounting Oversight Board (United States), the
consolidated financial statements of TXU Energy Company LLC and its subsidiaries and to issue their report
thereon.

/s/ M. S. Greene /s/ Kirk R. Oliver

M. S. Greene, Chairman of the Board, President Kirk R. Oliver, Executive Vice President

and Chief Executive o - and Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ’ACCOULNTING FIRM
To the Board of Dlrectors and Member of TXU Energy Company LLC:

We have audlted the accompanymg consolldated balance sheets of TXU Energy Company LLC and subsxdlanes
(TXU Energy Holdings) as of December 31, 2005 and 2004, and the related statements of consolidated income,
comprehensive income, cash flows and membership interests for each of the three years in the period ended
December 31, 2005. These financial statements are the responsibility of the TXU Energy Holdings' management
Our responsﬂ)lhty isto express an opinion on these ﬁnanclal statements based on our audlts

We conducted our audlts in accordance with the standards of the Publlc Company Accountmg Oversnght Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The TXU Energy Holdings is not required to
have, nor were we engaged to perform, an audit of ‘its internal control over financial reporting. Our; audits
included consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the TXU
Energy Holdings' internal control over financial reporting. -Accordingly, we express no such opinion. An.audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in.the financial
statements, assessing the accounting principles used and significant estimates made by management, as well as
evaluatmg the overall financial statement presentatlon "We beheve that our audits prov1de a reasonahle basis for
our opinion. : R

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position
of TXU Energy Holdings as of December 31, 2005 and 2004, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2005, in confom'nty with accountmg prmclples
generally accepted in the United States of America.

As discussed in Note 3 to the Financial Statements, TXU Energy Holdings changed its method of accountiné for
stock based compensation with the election to early adopt Statement of Financial Accounting Standards No. 123
(revised 2004) Share-Based Payment, effective October 1, 2004.

As discussed in Note 3 to the Notes to Financial Statements, TXU Energy' Holdings changed its method of
accounting for certain contracts with the rescission of Emerging Issues Task Force Issue No. 98-10, Accounting
Jor Contracts Involved in Energy Trading and Risk Management Activities, effective January 1, 2003.

/s/ Deloitte & Touche LLP

Dallas, Texas
March 1, 2006
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. TXUENERGY COMPANY LLC
STATEMENTS OF CONSOLIDATED INCOME

Year Ended December 31,
2005 2004 2003
miltions of dollars
Operating revenues 9,327 $ 8495 7.98
Costs and expenses:
Fuel, purchased power costs and dehvery fees 5,320 5,265 5,117
Operating costs ' 667 704 685
. Depreciation and amortization . . 313 350 407
Selling, general and administrative expenses 522 T 667 636
Franchise and revenue-based taxes ! 114 117 124
Other income 64 (110) (48)
Other deductions.. 15 610 22
Interest income ' 4 (70) (3D , - ®
Interest expense and related charges RS- , 393 333 323
Total costs and expenses : st 7,210 7,925 7,258
Income from contmumg operations before income taxes and cumulatxve o
effect of changes in accounting principles : ‘ . 2,117 570 728
Income tax expense : L ) 687 162 ' 231
Income from continuing operations before cumulative effect of changes in :
accounting principles 1,430 408 497
Loss from discontinued operations, net of tax effect ........... — ' ® (62)) (18)
Cumulative effect of changes in accounting principles, net of tax effect.......... ‘ 8 4 (58)
Net income ' : ; s 1414 $ 378 s 4

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME

Year Ended December 31, - |
2005 2004 - 2003 !
millions o_f dollars

Components related to contmumg operatlons
Income from continuing operations before cumulative effect of changes . .

in accounting pnncxples a0 § . 1,430 $ - 408 $ 497
Other comprchensxve income (loss), net of tax effects . . . . .

Minimum pension liability ndjustments (net of tax expense of .

-$4, 34 and $12) ... : 17 ) 25
Cash flow hedges: . e ) o
Net change in fair value of denvauves held at end of penod (et of

tax benefit of $24, $40 and $12) @n . (75) . . 2D
~ Amounts related to derivatives settled during the year (net of tax . : ) c
expense of $38, $14 and $28), the effects of which were reported . . . e A
in net income . - 70 . 27 . _51

Total cash flow hedges : . : ] 23 - . 48 . ___. 30
Comprehensxve income related to continu]ng Operations ... o o l,4>60> ) 367 . : ;}5‘52
Comprehenswe loss related to discontinued operations - . .- ®) : N (18)
Cumulative effect of changes in accountmg principles, net of tax effect ........... (8) 4 (38) -

Comprehenswe income ; s '$ 1444 0§ 33 0§ 4%

See Notes to Fmanclal Statements.
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TXU ENERGY COMPANY LLC
STATEMENTS OF CONSOLIDATED CASH FLOWS

Year Ended December 31,

. 2005 2004 2003
millions of dollars
Cash flows - operating activities
Income from conlmumg operations before cumulanve )
_effect of changes in accounting principles... $ 1,430 $ 408 "8 497
Adjustments to reconcile income from continuing operations before ’
cumulative effect of changes in accounlmg principles to cash provided
"by operating activities:
' Depreciation and amortization 3727 414 469
Bad debt expense 53 9 114
" Deferred income taxes and investment tax credits — net 656 L - H
Losses on early extinguishment of debt - R | -
Net gain from sale of assets . y T (42) (1 07) (45)
Net losses from unrealized mark-to-market valuations of commodlty contracts......... ‘ 18 109 100
Asset writedown charges . 1 191 -
Lease impairment charge (credit) (16) 180 -
Changes in retail clawback liability (63) {(79) (12)
Stock-based compensation expense 12 25 10
- Amortization of losses on dedesignated cash flow hedges 0 9 8
Amortization of gain on dedesignated fair value hedges @) (- -
Charge for contract counterparty nonperformance 12 - -
. Net equity loss from unconsolidated affiliates 7 5 -
Changes in operaling assets and liabilities: e :
Affiliate accounts receivable/payable — net - @y 41)
ACCOUNLS FECEIVADIE == tFAUE... ..o verrcreceeresessseserensemessussssnseseisesossasessesssasssssesasasees (259) (197) 197°
Impact of sale of accounts recclvable program 171 (93) 75
Inventories (36) 20 (58)
Accounts payable — trade 67) 214 (43)
Margin deposits .. 61 34 25
Commodity contract assets and liabilities — net 76 ®) 24
Other net assets (465) 34 219)
Other net liabilities : (66) (1149) 252
Cash provided by operaung activities 1.873 1,118 1,369
Cash flows — ﬁnancing activities
_ Issuances of long-term debt 180 800 1,820
Retirements/repurchases of debt @an (630) (711)
Increase (decrease) in notes payable to banks 230 210 (282)
Issuance of commercial paper. . 306 - - -
Advances from affiliates - - (1,329)
Decrease in note payable to TXU Eleclnc Delivery related to a regulatory liability ...... (40) (2) (170)
Distribution paid to parent ) (700) (700) - (7150)
Excess tax benefit on stock based compensation 7 - -—
Debt premium, discount, financing and reacquisition expenses (16) (15) (36)
Cash used in financing activities (104) (337) (1.458)
Cash flows — investing activities Lo
Advances to affiliates (1,509) - (363) (289)
Capital expenditures (309) (281) (163)
Nuclear fuel (&3)] (1] 44
Proceeds from sale of assets and businesses . 65 29 24
Proceeds from sale of nuclear decommissioning trust fund securities............ocveueesinnnss 191 88 251
Investments in nuclear decommlssmmng trust fund secuntles (206) 103) - (266)
Other 3 13 4)
Cash used in investing activities. (1.822) (704) 491
Discontinued operations , :
Cash used in operating activities (5) 27) 3)
Cash used in financing activities - - 2)
Cash provided by investing activities - 2 g
Cash used in discontinued operations (5) 25) : (5)
Net change in cash and cash equivalents (58) 52 (585)
Cash and cash equivalents — beginning balance 70 18 603
Cash and cash equivalents — ending balance S_. 12 $ 70 s __18

See Notes to Financial Statements
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TXU ENERGY COMPANY LLC
-CONSOLIDATED BALANCE -SHEETS

ASSETS
December 31,
2005 2004
millions of dollars
Current assets:
Cash and cash equivalents ' § 12 $ 70
Restricted cash. 8 6
Advanccs to parent . : 694 686
Trade accounts receivable -- nonaffiliates . 1,178 1,139
Receivables from affiliates . 1,500 -
Income taxes receivable . ) 361 -
Inventories - 309 284
Commodily contract assets 1,603 N 546
Cash flow hedge and other derivative assets. . 63 4
Margin deposits related to commodity positions . 247 65
Other current assets 244 125
Total current assets . 6219 2925
Investments: )
Restricted cash.. - 15
Other investments . - 501 538
Property, plant and equipment — net 9,958 9,920
Goodwill 517 517
Commédity contract assets 338 315
Cash flow hedge and other derivative assets 68 4
Assets held for sale - 17
Other noncurrent assets 205 222
Total assets $17.806 $14.473
LIABILITIES AND MEMBERSHIP INTERESTS
Current liabilities:
Notes payable:
Commercial paper $ 306 $ -
Banks 440 210
Long-term debt due currenity 401 31
Trade accounts payable — nonaffiliates 879 956
Trade accounts and other payables to affiliates . 355 240
Commodity contract liabilities ) 1,481 . 491
Cash flow hedge and other derivative liabilities 260 113
Margin deposits related to commodity positions 357 115
Accrued income and other taxes 51 199
Other current liabilities s 498
Total current liabilities 4,945 _ 2853
Accumulated deferred income taxes 2,800 1,876
Investment tax credits 326 342
Commodity contract liabilities 516 347
Cash flow hedge and other derivative liabilities . - 4 66
Notes or other liabilities due affiliates N 406 386
Other noncurrent liabilities and deferred credits 833 1,269
Long-term debt, less amounts due curreatly 3,055 3,226
Exchangeable preferred membership interest, net of discount (3222 and $239) 528 511
Liabilities held for sale = —b
Total liabilities 13453 10,882
Contingencies (Note 8) )
Membership interests (Note 7) 4353 —3.591
" Total liabilities and membership interests..... $17,806 $14473

See Notes to Financial Statements.
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Membership interests:
- Capital accounts: .
Balance at beginning of year

TXU ENERGY COMPANY LLC
STATEMENTS OF CONSOLIDATED MEMBERSHIP INTERESTS

Year Ended December 31,

2005 2004 2003

Net income
Distribution paid to parent

Transfer of TXU Fuel ownership to parent
Noncash contributions related to share-based compensation

Balance at end of year

" Accumulated other comprehensive income, net of tax effects:

Minimum pension liability adjustment:

Balance at beginning of year
Change during the year.

Balance at end of year

Cash flow hedges:
Balance at beginning of year ....

Change during the year
Balance at end of year

Total membership interests

See Notes to Financial Statements.
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millions of dollars

$ 3,742 $ 4109 8 4438

1414 . 318 421
(100) - (700) - (750)
—_ a3 -
18 7L IR =
4474 . 3742 . __4109
o 9 (39
7 7 2
= i) (14
(44 %)  (126)
23 (48) 30
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TXU ENERGY COMPANY LLC
NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

TXU Energy Holdings is a wholly-owned subsidiary of TXU Corp. TXU Energy Holdings is engaged in
electricity - generation, residential and -business retail electricity sales as well as wholesale energy markets
activities, largely in Texas. There are no reportable business segments within TXU Energy Holdings.

Basis of Presentation — The consohdated financial stdtements of TXU Energy Holdmgs have been prepared
in accordance with accounting principles generally accepted in the US and on the.same basis as the audited
financial statements included in its 2004 Form 10-K/A, except for the changes in- composite depreciation rates
discussed below under “Property, Plant and Equipment.” All other adjustments (consisting of normal recurring
accruals) necessary for a fair presentation of the results of operations and financial position have been included
therein. All intercompany items and transactions have been eliminated in consolidation. All dollar amounts in the
financial statements and tables in the notes are stated in millions of US dollars unless otherwise indicated.

Discontinued Businesses — Note 4 presents detailed information regarding discontinued operations. The
consolidated financial statements for all periods presented reflect the reclassification of the results of these
businesses as discontinued operatlons :

Use of Estimates — Preparatxon of TXU Energy Holdings’ financial statements requires management to
make estimates and assumptions about future events that affect the reporting of assets and liabilities at the balance
sheet dates and the reported amounts of revenue and expense, including mark-to-market valuation adjustments. In

‘the event estimates and/or assumptions prove to be different from actual amounts, adjustments are made in
subsequent periods to reflect more current information, - No material adjustments, other than those disclosed
elsewhere herein, were made to prev;ous estimates or assumptlons durmg the current year 4

Derivative Insa-uments ami Mark-ta-Market Accountmg — TXU Energy Ho]dmgs enters into contracts for
the purchase and sale of energy, and also enters into other derivative instruments such as options, swaps, futures
and forwards primarily to manage commodity price and interest rate risks. If the instrument meets the definition
of a derivative under SFAS 133, the fair value of each derivative is required to be recognized on the balance sheet
as a derivative asset or liability and changes in the fair value recognized in net income, unless the criteria for
certain exceptions are met. - This recognition is referred to as “mark-to-market” accounting. Under the exception
criteria of SFAS 133, TXU Energy Holdings mayelect the “normal” purchase and sale exemption; further, TXU
Energy Holdings may designate derivatives as a cash flow or fair value hedge. A derivative contract may be
designated as a “normal” purchase or sale if the intent is to physically receive or deliver the product for use or sale
in the normal course of business. - If designated as normal, the derivative is not marked-to—market

A cash. ﬂow hedge mmgates the nsk assoelated thh vanable ﬁxture cash ﬂows (e g, 8 forecasted sale of
. power in the future at market prices), while a fair value hedge mitigates risk associated with fixed future cash
* flows (e.g., debt with fixed interest rate payments) In accounting for cash flow hedges, denvatlve assets and
liabilities are recorded on the balance sheet at fair value with an offset in other comprehensive income to the extent
- the hedges are effective. - Amounts remain in other comprehensxve income, unless the underlying transactions
become probable of not occurnng, and are reclassified into net income as the underlying transactions (hedged
xtems) settle and affect eammgs Fair value hedges are recorded as derivative assets or liabilities with an offset to
. net income, and the carrying value of the underlymg asset or hablhty (hedged item) is adjusted for the change in
fair value with an offset to net income. If the fair value hedge is settled prior to the maturity of the hedged i item,
the cumulative fair value gain or loss is amortized into income over the remaining life of the hedged item. To
. qualify for hedge accounting, a hedge must be considered highly effective in offsetting changes in fair value of the
- hedged item. Assessment of the hedge’s effectiveness is tested at least quarterly throughout its term to continue to
qualify for hedge accountmg -Hedge ineffectiveness, even if the hedge continues to be assessed as effective, is
recognized in net income in the current period. Ineffectiveness is generally measured as the cumulative excess, if
any, of the change in value of the hedging instrument over the change in value of the hedged item. The “short-cut”
method under SFAS 133 allows entities to assume no hedge ineffectiveness in a hedging relationship of interest
rate risk if certain conditions are met. If all short-cut conditions are met, then the hedge results in no
ineffectiveness gains and losses, as the hedge is considered 100% effective, and no future effectiveness testing is
required. See Notes 6 and 14 for additional details concerning hedging activity. :
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Revenue Recognition — TXU Energy Holdings records revenue from electricity sales under the accrual
method of accounting. Revenues are recognized when electricity is provided to customers on the basis of periodic
cycle meter readings and include an estimated accrual for the value provrded from the meter readmg date to the
end of the period (unbilled revenue). : : : -

Realized and unrealized gains and lossés from transacting in energy-related instruments, principally for the
purpose of hedging margins on sales of energy, are reported as a component of revenues. - Gains and losses are
defined as realized when a transaction is settled. Mark-to-market gains and losses are termed unrealized. See
dlscussmn above under “Derlvatxve Instruments and Mark-to-Market Accountmg -

Accoummg Jor Contmgenc:es — The financial results of TXU Energy Holdmgs may be affected by

"judgments and estimates related to loss contingencies. Accruals for loss contingencies are recorded when
management determines that it is probable that an asset has been impaired or a liability has been incurred and that
-such economic loss can be reasonably estimated. Such determinations are subject to interpretations-of current
facts and clrcumstances forecasts of future events and estlmates of the financial lmpacts of such events,

Invesiments —_ Depos:ts ina nuclear decommxssronmg trust fund are camed at faxr value in the balance
-sheet. Investments in unconsolidated business entities over which TXU Energy Holdings has significant influence
but does not maintain effective ‘control, generally representing ownership of at least 20% and not more than 50%
of common equity, are accounted for under the equity method. Assets related to employee benefit plans are held
to satlsfy deferred compensatlon lrabnlmes and are recorded at market value (See Note 12). :

Property, PIant and Equtpment - Propertles are stated at ortgmal cost. The cost of property addmons
includes matenals and both dlrect and indirect labor and appllcable overhead including payroll-related costs.

Depreciation of TXU Energy Holdmgs property, plant and equipment is calculated on a strarght-lme basis
over the estimated service lives of the properties. -Depreciation includes the effect of asset retirement obligations
as prescribed by SFAS 143 and the impacts of FIN 47 (see Note 3), which was adopted by TXU Energy Holdings

'in 2005. As is common in the industry, TXU Energy Holdings records depreciation expense using composite
depreciation rates that reflect blended estimates of the lives of major asset components as compared to
depreciation  expense - calculated on ‘an asset-by-asset 'basis. -Estimated depreciable lives are based on

‘management’s estunates of the assets economic useful life. ' R ” e

- Effective January 1, 2005 the estxmated deprecrable hves of ltgmte/coal-ﬁred generation facnlmes were
extended from fifty years to sixty years to better reflect their useful lives, resulting in lower (as compared to the
‘2004 period) deprecratton expense for the year ended December 31, 2005 of $13 million ($8 mlllton after-tax).

Effective January 1, 2004, the estrmated depreciable hves of hgmte—fired generation facllmes ‘were extended
an average of nine years to better reflect the useful lives of the assets, and depreciation rates for the Comanche
Peak nuclear generating plant were decreased as a result of an increase in the estimated lives of boiler and turbine
~ generator components of the plant by an average of five years. The net impact of these changes was a reduction (as
compared to the 2003 penod) in depreclatlon expense of $44 mlllton ($29 mtlhon aﬂer—tax) in 2004.

Effecttve April 1, 2003 the estlmated depreciable lives of the Comanche Peak nuclear generating plant and
several gas generation plants were extended to better reflect the useful lives of the assets. At the same ‘time,
depreciation rates were increased on lignite and gas generation facilities to reflect investments in emissions control
equipment. The net impact of these changes was a reduction (as compared to the 2003 penod) in depreciation
expense of an additional $12 million ($8 mlllton aﬁer—tax) in 2004 ’

- -Inventories — Inventories, including environmental energy credrts and emission allowances, are carried at

“weighted average cost. All inventories are reported at the lower of cost or market, unless expected to be used in
the generation of electricity. -
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Impairment of Long-Lived Assets — TXU Energy Holdings evaluates long-lived assets for impairment

whenever indications of impairment exist, in accordance with the requirement of SFAS 144. The determination of

.the existence of indications of impairment involves judgments that are subjective in nature and may require the use
of estimales in forecasting future results and cash flows related to an asset or group of assets.

Major Maintenance — Major maintenance costs related to baseload plant outages, as well as the costs of
other major maintenance programs, are charged to expense as incurred. :

Amortization of Nuclear Fuel — Amortization of nuclear fuel in the reactors is calculated on the units-of-
production method and is reported as fuel costs..

Defined Benefit Pension Plans and Other Postretirement Benefit Plans — TXU Energy Holdings is a
participating employer in the TXU Corp. sponsored pension plan, offering benefits through either a defined benefit
pension plan or cash balance plan. TXU Energy Holdings also participates with TXU Corp. to offer certain health
care and life insurance benefits to eligible employees and their eligible dependents upon the retirement of such
employees. TXU Energy Holdings accounts for pension and other postretirement benefits costs in accordance
with SFAS 87 and SFAS 106. Reported costs of providing noncontributory pension and other postretirement
benefits are dependent upon numerous factors, assumptions and estimates. (See Note 11 for information regarding
retirement plans and other postretirement beneﬁts). ' :

Franchise and Revenue-Based Taxes — Franchise and gross receipt taxes are not a pass through” item
such as sales and excise taxes. These taxes are assessed to TXU Energy Holdings by state and local government
bodies, based on revenues, as a cost of doing business and are recorded as an expense. Rates charged to customers
by TXU Energy Holdings are intended to recover the taxes, but TXU Energy Holdings is not actlng as an agent (o
collect the taxes from customers. ,

- Income Taxes — TXU Corp. files a consolidated federal income tax return, and federal income taxes are
allocated to subsidiaries based upon their respective taxable income or loss. Investment tax credits are amortized
to income over the estimated service lives of properties. Deferred income taxes are provided for temporary
differences between the book and tax basis of assets and liabilities.

TXU Corp. accounts for positions taken on tax returns based on the probable liability approach consistent
with SFAS 5.

Cash Eqmvalents — For purposes of reporting cash and cash equlvalcnts lemporary cash investments
purchased with a remamlng maturity of three months or less are considered to be cash equivalents.

Changes in Accounting Standards — There are no recently issued accounting standards cffccti\;é after
December 31, 2005 that are expected to materially impact TXU Energy Holdings.
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2. RESTRUCTURING ACTIONS IN 2004

Durmg 2004 senior management reV1ewed TXU Corp 8 operauons and rmplemented a restructunng plan to
restore financial strength, drive performance improvement -and allocate capital in a disciplined and efficient
manner.

The restructurmg activities resulted in unusual charges unpactmg TXU Energy Holdmgs 2004 earnings,
summanzed as follows and discussed below in more detarl

Income Staternent o Chargel(Credit)toEarnings )

Classification Pretax - After-tax
o Charges related to leased eqmpment ............... oo . Otherdeductions .~ § = 180 . § 117
. Software write-off. Other deductions - - 107 . 70
Employee severance costs .. ' ; Other deductions _ 07 69
* Power purchase contract termination charge..........c..... - ‘Other deductions e | [1] 66
Spare parts inventory Write-dOWR .....ccovmrcersiersscennensess -~ Other deductions - . 51
.. Outsourcing transition costs - - Other deductions -~ - 10 . 6
Other asset impairments S . Other deductions . 6 S 4
Other charges ' N Operating costs/SG&A 8 N
Recognition of deferred gain on plant sales ........covvven. Other income Co- (58) (38)
Gain on sale of undeveloped properties .........oeenneineenns Other income (19) (12)

" Total aemssaransneneens . o L £ s21 . §___339

‘In addmon income from discontinued operatlons in 2004 included a $17 million aﬁer—tax charge related to
the disposition of the Pedricktown, New Jersey generation business. See Note 4.

Followmg isa d1scuss1on of maJor actlvmes assocrated w1th the restructuring plan affecting i income from
contmmng operations:

Capgemini OQutsourcing Agreément

In May 2004, TXU Energy Holdings entered into a services agreement with Capgemini Energy LP
(Capgemini). Under the ten-year agreement, over 2,500 employees (including approximately 1,100 from TXU
Energy Holdmgs) transferred from subsidiaries of TXU Corp. to Capgemini effective July 1, 2004. Outsourced
base support services performed by Capgemini for a fixed fee, subject to adjustment for volumes or other factors,
include information technology, customer call center, billing, human resources, supply chain and certain
accounting activities.

TXU Corp. agreed to indemnify Capgemini for severance costs incurred by Capgemini for former TXU
Corp. employees terminated within 21 months of their transfer to Capgemini. Accordingly, TXU Energy Holdings
recorded a $27 million ($18 million after-tax) charge for its share of severance liabilities. (See Note 19 for further
details regarding severance liabilities.) In addition, TXU Corp. committed to pay up to $25 million for costs
associated with transitioning the outsourced activities to Capgemini. During 2004, TXU Energy Holdings
recorded its share of transition expenses of $10 million ($6 million after-tax) and the remainder of its share of $9
million (86 million after-tax) was expensed in 2005.

As part of the agreement, Capgemini was provided a royalty-free right, under an asset license arrangement,
to use TXU Corp.’s information technology assets, consisting principally of computer sofiware. A portion of the
software was in development and had not yet been placed in service. As a result of outsourcing its information
technology activities, TXU Corp. no longer intended to develop the majority of these projects and from TXU
Corp.’s perspective the software was abandoned. The agreements with Capgemini do not require ‘that any
software in development be completed and placed in service. Consequently, the carrying value of these software
projects was written off, resulting in a charge of $107 million ($70 million after-tax), related to TXU Energy
Holdings. The remaining assets were transferred to a subsidiary of TXU Corp. at book value in exchange for an
interest in that subsidiary. Such interest is accounted for by TXU Energy Holdings on the equity method.

TXU Corp. obtained a 2.9% limited partnership interest in Capgemini in exchange for the asset license
described immediately above. See Note 12 for additional discussion of TXU Corp.’s investment in Capgemini and
related terms of the agreement. -
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.. Actions Related to Generation Operations .

In December 2004, TXU Energy Holdings executed an agreement to terminate, for a payment of $172
million, a power purchase and tolling agreement expiring in 2006. The agreement had been entered into in
connection with the sale of two generation plants to the counterparty in 2001, As a result of the transaction, TXU
Energy Holdings recorded a charge of $101 million ($66 million after-tax). The charge represents the payment
amount less the remaining out-of- the-money liability related to the agreement originally recorded at its inception
TXU Energy Holdings also recorded a gain of $58 million ($38 mrllron after-tax), representlng the remammg
deferred gain from the sale of the two plants.

Also in December 2004, .TXU Energy Holdings committed to immediately cease operating for its own
benefit nine leased gas-fired combustion turbines, and recorded & charge of $157 million ($102 million after-tax).
The charge- represented the present value of the future lease payments related to the turbines, net of estimated
sublease proceeds. A $16 million net credit was recorded in 2005 adjusting the impairment loss recorded in 2004
to reflect actual sublease proceeds under the terms of a contract signed in 2005 with a thrrd party

.. In October 2004 TXU Energy Holdmgs entered rnto an agreement to termmate the operatrng lease for
certain mining equipment for approximately $28 million in cash, effective November 1, 2004. The lease
termination resulted in a charge of $21 million ($14 million after-tax). :

As part of a review of its generation asset portfolio in the second quarter of 2004, TXU Energy Holdings
completed a review of ifs _spare parts and  equipment inventory to determine the appropriate level of such
inventory. As a result of this review, TXU Energy Holdings recorded a charge of $79 million (351 million after-
tax), to reflect excess inventory on hand and to write down carrying values to scrap values.

TXU Energy Holdings recorded charges totaling $15 million ($10 million after-tax) in 2004 for employee
_severance costs and impairments related to the closures of a number of gas-fired generation units.

‘ Orgdnz'zatiogal Realigmfzent and Headcount Reductions
During 2004, management completed a comprehensive organizational review, including an analysis of
staffing requirements. As a result, a self-nomination severance program and other involuntary severance actions

were completed. TXU Energy Holdings recorded severance charges: totaling $65 million (341 million after-tax).
This amount includes $26 million in allocated corporate services severance charges.

3. CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING PRINCIPLES

FIN 47 was effective for TXU Energy Holdings with reporting for the fourth quarter of 2005. This
interpretation clarifies the term “conditional asset retirement” under SFAS 143 and requires entities to record the
fair value of a legal asset retirement obligation, the timing or method of settlement of which is conditional on a
future event. For TXU Energy Holdings, such liability relates to asbestos removal and disposal costs. As the new
accounting rule required retrospective application to the inception of the liability, the effects of adoption reflect the
accretion and depreciation from the liability inception date through December 31, 2005. 'The liability is accreted
each period, representing the time value of money, and the capitalized cost is being depreciated over the remammg
useful life of the related asset.

The following table summarizes the impact as of December 31, 2005 of adopting FIN 47:

Increase in property, plant and equipment — net $ 5
Increase in other noncurrent liabilities and deferred credits ..o...vuemseemmese. an
Increase in accumulated deferred income taxes —4
Cumulative effect of change in accounting principle............ essnseesinsenes - £ (®)

The increase in other noncurrent liabilities and deferred credits would have been $15 million and $16 million
at December 31, 2003 and 2004, respectively.

SFAS 123R was issued in December 2004. TXU Energy Holdings early adopted SFAS 123R effective
October 1, 2004 and recorded a cumulative effect of change in accounting principle of $4 million afier-tax. See
Note 9 for additional discussion.
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The following summarizes the effect on results for 2003 for changes in accounting principles effective
Janudry i, 2003

Charge from rescission of EITF 98-10, net of tax effect of $34 million ..o - 3 (63)
- Credit from adoption of SFAS 143, net of tax expense effect of $3 mllhon o 3
Cumulative effect of changes in accountmg prmcxples ' ' - ’L_J.ﬁl S

- In' October 2002, EITF 02-3 was 1ssued and rescmded EITF 98-10, whlch requlred mark-to-market
accm.mtmg for all trading activities. Pursuant to this rescission, only contracts that are derivatives under SFAS 133
are subject to mark-to-market accounting. Contracts that may not be derivatives under SFAS 133, but were
marked-to-market under EITF 98-10, consist primarily of gas transportation and storage ‘ag’reenieﬁts, power
tolling, full requirements and capacity contracts. This new accounting rule was effective for new contracts entered
into after October 25; 2002. Nonderivative contracts entered into prior to October 26, 2002, continued to ‘be

“accounted for at fair value through December 31, 2002; however, effective January 1, 2003, such contracts were
required to be accounted for on an accrual basis. -Accordingly, a charge of $97 million ($63 million after-tax) was
reported as a cumulative effect of a change in accounting principle in the first quarter of 2003. Of the total, $75

-million reduced net commodity contract assets and liabilities and $22 million reduced inventory that had
previously been marked-to-market as a trading position. The cumulative effect adJustment represents the net gams
previously recognized for these contracts under mark-to-market accounting. .

SFAS 143 became effectlve on January 1, 2003. SFAS 143 requires entities to record the fair value of a
‘legal liability for an asset retirement obligation in the period of its inception.. For TXU Energy Holdings, such
liabilities primarily relate to nuclear generation plant decommnssxomng, land reclamatlon related to lignite mining
and removal of lignite plant ash treatment facilities. S

As the new accounting rule required retrospective application to the inception of the liability, the effects of
the adoption reflect the accretion and depreciation from the liability inception date through December 31, 2002.
Further, the effects of adoption take into consideration liabilities of $215 million (previously reflected in
accumulated depreciation) TXU Energy Holdings had previously recorded as depreciation expense and $26
million (reﬂected in other noncurrent llabllmes) of unreahzed net gams assocmted w1th the decomm1ss1omng
u-usts, . . ; .

The followmg table summanzes the lmpact as of January 1 2003 of adoptmg SFAS 143

Increase in property, plant and equipment — net S 483
Increase in other noncurrent lisbilities and deferred credits .......ccoovionne -+ : (528) . . '
Increase in accumulated defetred income taxes E)

- . Increase in affiliated receivable eseeirmssssisesens o 48

« .-Cumulative effect of change in accounting principles..........cmiziicuerens £.5
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4. DISCONTINUED OPERATIONS

The following summarizes the historical consolrdated financial information of the businesses reported as
discontinued operations: ;

Strategic
" Retall
Services Pedricktown Total
2005
Operating revenues..: S e § - $ 12 s 12
Operating costs and expenses BT 14 14
Other deductions (income) — net, 3 - 3
Operating loss before iNCOMeE taxes .............ovievsemecesmsiossainnne . 3) @ OF
Income tax benefit 1) - )
Charges related to exit (afier-tax) , = (4) 4)
. Loss from discontinued operations ...........cuevsmmsseenes - Q) s _(6) h (8)
2004
Operating revenues $ 17 $ 32 3 49
Operating costs and expenses . .20 37 57
Other deductions (income) -— net . 10 - 10
Interest income 1 . = (1)
Operating loss before income taxes —— (12) *) an
Income tax benefit v 0] @ ©)
Charges related 1o exit (after-tax)....... v - _(6) - (17 (23)
Loss from discontinued operations..........c.ooccvuerieerans — $ (14 £ Q0 $ (34
2003 ¥ ' :
Operating revenues ... Sisees . - $ 60 $ 22 s 82 -
Operating costs and expenses 60 28 88 ]
Other deductions (income) -— net........ 11 - 1t
Interest income ........... . (¢)) - m
~Interest expense and related charges.....; - 1 S R b
Operatmg loss before INCOME LaXeS ....,.cvmirereiirsennsisissesisenianans . anp ) (17)
Income tax benefit... @) (¥} 6)
" Charges related to exit (after-tax\ ; LoD — ()
Loss from discontinued operatlons cmsersenensegrsemnsasasnsansonsers §41_4) 3 4 $___(8)

Strategzc Retatl Servrces — In December 2003, TXU Energy Holdmgs finalized a formal plan to sell its
‘strategic retail services :business,: which was -engaged principally in providing energy: management services.
Results in 2004 include a $6 million -after-tax charge to settle-a contract dispute related to the business.
Substantially all disposition activities have been completed Results in 2005 reﬂect an aﬂer-tax charge of $2
rmlhon related to a htlgatron settlement : ;

Pedrtcktown —Inthe second quarter of 2004 TXU Energy Holdmgs mmated a plan 10 sell the Pedncktown
New Jersey - 122 MW power production business and exit the related power supply and gas transportation
agreements resulting in a $17 million after-tax impairment charge in 2004. The business was sold on July 1, 2005
for $8.7 million in cash. A $4 million after-tax charge in 2005 represents an estimated workmg capltal ad_justment
related to the sale transaction. . . : ’ ‘ ‘

Balance sheet — There were no assets 0} liabilities held for sale as of December 31, 2005. The -following
details the assets and liabilities of the Pedricktown operatlons held for sale as of December 3] 2004

December 31, :
2004
"’Current assets .. . s 2
Property ‘plant and equipment.......ccccceiveinns e b 15
-Assets held for sale ..... R o8 17
" "Current liabilities s 3
" Noncurrent liabilities e 3
"7 "Ligbilities held for sale .i...... o WA

A-51




5. SHORT-TERM FINANCING

Short-term Borrowings — At December 31, 2005, TXU Energy Holdings had outstanding short-term
borrowings consisting of bank borrowings under the credit facilities of $440 million and commercial paper of
$306 million at a weighted average interest rate of 4.70%. At December 31, 2004, TXU Energy Holdings had
outstanding short-term borrowings consisting of bank borrowings of $210 million at a weighted average interest
rate of 5.25%.

Credit Facilities — At December 31, 2005, TXU Energy Holdmgs had access to credxt facilities (all of
which provide for long-term borrowings) as follows:

. v At December 31, 2005
Lo Maturity Authorized Facility | Letters of Cash { -
Facility ' Date Borrowers Limit Credit ' | Borrowings | Availability
TXU Energy
Holdings, TXU
Electric - -
Three-Year Revolving Credit Facility - June 2008 Delivery $ 1,400 $- 630 $ — s 770
TXU Energy - : -
Holdings, TXU
’ . Electric - ‘ :
Three-Year Revolving Credit Facility August 2008 Delivery - 1,000 -— 200 - 800
) . TXU Energy ) :
Holdings, TXU
Electric
Five-Year Revolving Credit Facility March 2010 Delivery 1,600 —— 195 1,405
TXU Energy - i
, Holdings, TXU
Electric ~ )
Five-Year Revolving Credit Facility June 2010 Delivery © 500 40 — 460
4 — TXU Energy -
Five-Year Revolving Credit Facility December 2009 Holdings 500 455 45 _
Total . ‘ $ 5,000 $ 1,125 $ 440 $ 3435

In August 2005, TXU Energy Holdings and TXU Electnc Dellvery executed an agreement for a new $1.0
billion 3-year joint credit facility with terms comparable to its existing credit facilities. The facility may be used
for working capital and general corporate purposes, including providing support for issuances of commermal paper
and letters of credit by TXU Energy Holdmgs and TXU Electric Delivery. - :

In March 2005, TXU Energy Holdmgs and TXU Electnc Delivery amended their joint credit facilities,
increasing the capacity by $1.0 billion, extending the maturity dates and reducing the borrowing costs. The
amended and restated facilities may be used for working capital and general corporate purposes, including
providing support for issuances of commercial paper and letters of credit by TXU Energy Holdings and TXU
Electnc Dehvery

In January 2005 TXU Corp 8 $425 mllllon credit facnlxty was termmated and $419 mllllon of related
outstandmg letters of credlt were effectlvely transferred to other facllmes

The maximum amount TXU Energy Holdmgs and TXU Elecmc Dehvery can dlrectly access under the
facilities is $5.0 billion and $3.6 billion, respectively.

Sale of Receivables — TXU Corp. -has had an accounts receivable securitization program in place for a
number of years. The activity under this program is accounted for as a sale of accounts receivable in accordance
with SFAS 140. Under the program, subsidiaries of TXU Corp. (originators) sell trade accounts receivable to
TXU Receivables Company, a consolidated wholly-owned bankruptcy remote direct subsidiary of TXU Corp.,
which sells undivided interests in the purchased accounts receivable for cash to special purpose entities established
by financial institutions (the funding entities). In June 2005, the program was renewed until June 2008. Funding
under the program to TXU Energy Holdings as of December 31, 2005 was $582 million.
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. .. The maximum amount of funding currently available under the program is $700 million, and as of December
31, 2005 the program funding was'$671 million. Under certain circumstances, the amount of customer deposits
held by the originators-can reduce the amount of undivided interests'that can be sold, thus reducing ‘funding
available under the program. Funding availabilily for all originators is reduced by 100% of the customer deposits
if TXU Energy Holdings’ coverage ratio is less than 2.5 times; 50% if. TXU Energy Holdings’ coverage ratio is
less than 3.25 times, but at least 2,5 times; and zero % if TXU Energy Holdings® coverage ratio is 3.25 times or
more. The originator’s customer deposits, which totaled S111 million 'at-December 31, 2005, did not affect
funding availability at that date as TXU Energy Holdings® coverage rauo was in excess of 3.25 times. o

. All new!:trade receivables under the program generated by thejoriginators are continuously purchased by
TXU Receivables Company with the proceeds from collections of receivables previously purchased. Changes in
the amount of funding under the program, through changes in the amount of undivided interests sold by TXU
Receivables Company, reflect seasonal variations in the level of accounts receivable, changes in collection trends
as well as’other factors such as changes in sales prices and volumés» TXU Receivables Company has issued
subordinated notes payable to :the originators for the difference .bétweenithe 'face ‘amount of the uncollected
accounts receivable purchased, less a discount, and cash paid to the originators that was funded by the sale of the
undivided interests. The balance of the subordinated notes issued to TXU Energy Holdings, which is reported in
accounts receivable, was $154 million and $293 million at December 31, 2005 and 2004, respectively.

The discount from face amount on the purchase of receivables principally funds program fees paid by TXU
Receivables Company 1o the funding entities, as well as a servicing fee paid by TXU Receivables Company to
TXU Business Services, a direct subsidiary of TXU Corp. The program fees (losses on sale) for TXU Energy
Holdings, which consist primarily of interest costs on the underlying financing, were approximately $20 million in
2005 and S$10 million in both 2004 and 2003, and approximated 4.0%, 2.1% and 2.4% for 2005, 2004 and 2003,
respectively, of the average funding under the program on an annualized basis; these fees represent the net
incremental costs of the program to TXU Energy Holdings and are reported in SG&A expenses. The servicing
fee, which totaled approximalely $4 million in 2005 and $6 million in both 2004 and 2003, compensates TXU
Business Services for its services as collection agent, including mamtammg the detailed accounts receivable
collection records.

The December 31, 2005 consolidated balance sheet reflects $736 million face amount of trade accounts
receivable sold to TXU Receivables Company, such amount having been reduced by $582 million of undivided
interests sold by TXU Receivables Company. Funding under the program to TXU Energy Holdings increased
5171 million in 2005, decreased $93 million in 2004 and increased $75 million in 2003. Funding increases or
decreases under the program are reflected as operating cash flow activity in the statement of cash flows. The
carrying amount of the retained interests in the accounts receivable approximated fair value due to the short-term
nature of the collection period. .

Activities of TXU Receivables Company related to TXU Energy Holdmgs in 2005, 2004 and 2003 were as
follows: ) .

Year Ended December 31,
2005 2004 2003

Cash collections on accounts receivable . $6,480 $ 6,751 $ 6,791
Face amount of new receivables purchased (6,512) (6,522) (6,351)
Discount from face amount of purchased receivables . 24 16 16
Program fees paid . (20) (10) (10)
Servicing fees paid , “ )] (6)
Decrease in subordinated notes payable (139) (136) {515

Operating cash flows uscd by (provided to) TXU Energy Holdings under the program....  $.(171) s 93 S__(25)
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.+, Upon termination of the program, cash flows to TXU Energy Holdings would be delayed as collections of
sold receivables would be used by TXU Receivables Company to repurchase the undivided interests sold instead
of purchasmg new, recenvables The level of cash ﬂows would normahze in approx1mately 16 1o 30 days

Contmgenctes Related to SaIe of Recetvables Program Although TXU Recelvables Compdny expects to
be able to pay its subordinated notes from the collections of purchased receivables, these notes are subordinated to
the undivided interests .of the financial institutions in those receivables, and collections might not be sufficient to
pay the subordinated notes. The program may be terminated if either of the following events occurs: .

‘1) all of thie originators cease {0 maintain thelr requlred fixed charge coverage ratio and debt to capxtal
.. (leverage) ratio;
2) ©  the delinquency ratio (delmquent for 31 days) for the sold receivables, the default ratno (delmquent
.+ for 91 days or deemed uncollectible), the dilution ratio (reductions for discounts, disputes and other
allowances) or the days collection outstanding ratio exceed stated thresholds and the financial
- -institutions do not waive such event of termination. - The thresholds apply to the entire portfoho of
" sold recelvables, not separately to the recexvables of each ongmator
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6. - LONG-TERM DEBT

Long-term Debt — At December 31, 2005 and 2004, the I(')\ng-'tenn‘d‘é'bit of TXU Energy Holdings cohsis{éd
of the following:

December 31,
2005 2004
Pollution Control Revenye Bonds )
Brazos River Authority: o :
5.400% Fixed Series 1994A due May i, 2029 W feedanaiianid $ 39 $ 39
5.400% Fixed Series 1994B due May 1, 2029, remarketing date May 1, 2006(&) ..................... e 39 39
.5.400% Fixed Series 1995A due April 1, 2030, remarketing date May 1, 2006(a) ... - 50 50
5.050% Fixed Series 1995B due June 1, 2030, remarketing date June 19, 2006(3) 114 114
7.700% Fixed Series 1999A due April 1, 2033 111 mn
6.750% Fixed Series 1999B due September 1, 2034, remarketing date April 1, 2013(@).....cccoecruveeeennee 16 16
7.700% Fixed Series 1999C due March 1, 2032 ' 50 50
3.630% Floating Series 2001 A due October 1, 2030(b) 71 —
4.750% Fixed Series 2001B due May 1, 2029, remarketing date November 1, 2006(8) ............co.cvevsvne 19 19
5.750% Fixed Series 2001C due May 1, 2036, remarketing date November 1, 2011().........covcreecruecn. 217 217
3.560% Floating Series 2001 D due May 1, 2033(b) 268 268
4.450% Floating Taxable Series 20011 due December 1, 2036(b) 62 ' 62
3.630% Floating Series 2002A due May 1, 2037(b) ‘ 45 45
6.750% Fixed Series 2003A due April 1, 2038, remarketing date April 1, 20l3(a) ............................... 44 44
6.300% Fixed Series 2003B due July 1, 2032 ; 39 ) 39
6.750% Fixed Series 2003C due October 1,2038 52 52
5.400% Fixed Series 2003D due October 1, 2029, remarketing date October 1, 2014(a) ...................... 31 31
Sabine River Authority of Texas: ‘ . . i
6.450% Fixed Series 2000A due June 1, 2021 S1 . 51
5.500% Fixed Series 2001A due May 1, 2022, remarkelmg date November 1, 201 1(a).... 91 91
5.750% Fixed Series 2001B due May 1, 2030, remarketing date November 1, 2011(a) 107 107
5.200% Fixed Series 2001C due May 1, 2028 : g : 70 —
5.800% Fixed Series 2003A due July 1, 2022 . 12 12
6.150% Fixed Series 2003B due August 1, 2022 45 45
Trinity River Authority of Texas: . C
6.250% Fixed Series 2000A due May 1, 2028 - 14 14
5.000% Fixed Series 2001A due May 1, 2027, remarketing date November 1, 2006(a)................. N 37 37
Other: S
6.875% TXU Mining Fixed Senior Notes due August 1, 2005 —_ 30
16.125% Fixed Senior Notes due March 15, 2008(c) _ . 250 250
7.000% Fixed Senior Notes due March 15,2013 .............0. : 1,000 1,000
4.920% Floating Rate Serior Notes due January l7 2006(d) : e 400 - 400
Capital lease obligations . : . ’ 103 .9
Fair value adjustments related to interest rate swaps . . 9 15
. Total TXU Energy Holdings covepranee orseonseee 3,456 3,257
Less amount due cusrently 401 ’ 31
Total long-term debt $.3.055 $.3.226

(a) These series are in the multiannual mode and are subject to mandatory tender prior to matumy on the mandatory remarketing date. On
such date, the interest rate and interest rate period will be reset for the bonds.

(b) Interest rates in effect at December 31, 2005. These series are in a weckly rate mode and are classified as long-term as thcy are
supported by long-term irrevocable letters of credit. o

(c) Intercst rates swapped to floating on an aggregate $250 million pnnclpal amount. o ]

(d) Interest rates in effect at December 31, 2005.. - ] ..

Debt Issuances and Retirements in 2005 — In November 2005 TXU Energy Holdmgs remarkelcd the
Sabine River Authority Series 2001C and the Brazos River Authority Series 1994A pollution control revenue
bonds with aggregate principal amounts of $70 million and $39 million, respecuvely The bonds were purchased
upon mandatory tender in November 2003 and May 2005, respectively. R L

In August 2005, TXU Energy Holdings entered into a lease for a rail spur at the Big Brown generation plant.

The new lease, which replaces an operating lease, is being accounted for as a capital lease and the obligation of
$95 million is reported in long-term debt.
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In January 2005, TXU Energy Holdings remarketed and converted to floating rate mode the Brazos River
Authority Series 2001A poliution control revenue bonds with an aggregate pnnclpal amount of $7l mllhon The
bonds were purchased upon mandatory tender in Aprll 2004. ,

Retirements of other long-term debt in 2005 totaling $31 million represent payments at scheduled maturity
dates ,

Fatr Value Hedges — TXU Energy Holdings uses fair value hedging strategies to manage its exposure to
fixed interest rates on long-term debt. These swaps qualified for and have been designated as fair value hedges in
accordance with SFAS 133 (under the short-cut method as the hedges are 100% effective). At December 31,
2005, $250 million of fixed rate debt had been effectxvely converted to vanable rates through mterest rate swap
transactions, expmng through 2008. i ; . S

Long-term debt fazr value adjustments— .~

" December 31,
S o .. 2005 . - 2004
Long-term debt fair value adjustments related to interest rate swaps at T :
beginning of period — increase in debt carrymg value rervaenecsrissnressssases O $ 15 ' $ 11
Fair value adjustments: . ' T . ‘
Related to swaps included in the begmnmg balance @ . - 10
Related to swaps entered into during the period , RO ®
Amortization of net gains on settled fair value hedges () (b) I ) (1)
- Long-term debt fair value adjustments related to interest rate swaps at the :
end of period — increase in debt carrying value ..... : 8.9 815

(@) Net value of settled in-the-money ﬁxed-to—vanable swaps that is bemg amomzed asa reductlon to mterest expense over the
remaining life of the associated debt. .
(b) Amounts are pretax.

Changes in open swap fair values reported as adjustments to debt amounts are offset by changes in derivative
assets and liabilities. - , , o

Debt Issuances and Retlrements in 2004

In 2004, TXU Energy Holdings issued $800 mllhon of floating rate debt. TXU Energy Holdings retired or
redeemed $630 million of long-term debt during 2004, including $400 million of floating rate debt, $222 million
of pollution control revenue bonds and $8 million of other long-term debt.

Maturities — Sinking fund and maturity requirements for long-term debt instruments at December 31 2005,
were as follows: .

Year

2006 : s 400
2007.. : vevensnegeeiniseens =
2008 - 250
2009 L -
2010 ; . -
Thereafter 2,694: -
Unamortized premium and discount and faxr value adjustments ................. 9
Capital leasé obhganons (a\ : _103

Total ... ; & 3456

(a) Includes $1 million due currently.
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7. MEMBERSHIP INTERESTS

For the 2004 reporting period, TXU Corp. early adopted SFAS 123R. Under SFAS 123R, compensation
expense related to share-based awards to TXU Energy Holdings’ employees is accounted for as a noncash capital
contribution from the parent.  Accordingly, TXU Energy Holdings recorded a $28 million credit to its membership
interests account in 2004. See Note 9.

In February 2006, TXU Energy Holdings approved a cash distribution of $283 million to be paid to US
Holdings on April 3, 2006.

In November 2005, TXU Energy Holdings approved a cash distribution of $286 million that was Vpaid to US
Holdings in January 2006. TXU Energy Holdings paid total cash distributions of $700 million to US Holdings in
2005 ($175 million in January, April, July and October) and $700 million in 2004.

8. COMMITMENTS AND CONTINGENCIES

Commitments — At December 31, 2005, TXU Energy Holdings has commitments under energy-related
contracts, leases and other agreements as follows:

Coal purchase agreements and coal transportation agreements -

2006 Cetuesraprssanasssssends - . $ 110
2007 ; — , : - . 95
2008 . . . : ; 98
2009 102
2010 -
Thereafter -
Total - § 405
Pipeline transportation and storage reservation fees
2006........: O s 67
2007 - . 47
2008 ’ 36
2009 : 38
2010 - 37
Thereafter . - - . __ 55
Total pipeline transportation and storage reservation fees .........cu..... ¢ $ 280
Capacity payments under existing agreements 4
- 2006.. R SRR AN T HCANNI L. S
2008 23
2009 NI ; ST e o
D010 i Ce e Do L . T :
* “Total CAPACILY PAYMENLS . ouvierrisrrierrinrrsrsssesisisssisnsn Cosas

On the basis of TXU Ehergy Holdings’ current expectations of demand from its electricity customers as
compared with its capacity and take-or-pay payments, management does not consider it likely that any material
payments will become due for electricity not taken beyond capacity payments.
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Future minimum lease payments under both caplital leases and operating leases

Capital - . Operating
. . ; . ) i : . Leascs - . Leases (a)
2006.... o . o o ' ’ $ 7 $ 55
2007 ) 7 - 58
2008 7 56
2009 6 ' 57
2010 6 " 55
Thereafter . . 102 __ 365
" Total future minimum lease payments - ‘ ; evvmmesisesenins . 135 ' §._646
Less amounts representing interest................. Cevvvmmesmsssssasiessass oo . . 3 N
Present value of future minimum lease payments e sree s et e et 103
Less current portion . 1

Long-term capital lease obligation ‘ J—— $.102

"(8) Includes operating Teases with initiai or remairiing nhoncancelable lease terms in excess of one year. o

TXU Energy Holdings has commitments in place to replace the four steam generators in one of the two
generation units of the Comanche Peak nuclear plant in order to maintain the operating efficiency of the unit. An
agreement for the manufacture and delivery of the equipment was completed in October 2003 and delivery is
scheduled for late 2006. Estimated future project capital commitments total $111 million, of which approximately
$44 million is expected to be incurred in 2006 and the balance of approximately $67 million in 2007.

Guarantees — As discussed below, TXU Energy Holdings has entered into contracts that contain guarantees
to outside parties that could require performance or payment under certain conditions. Accounting rules require
the recording of a liability for the fair value of all guarantees entered into or modified subsequent to December 31,
2002.

Letters of credit — At December 31, 2005, TXU Energy Holdings had outstanding letters of credit under its
revolving credit facilities in the amount of $636 million to support hedging and risk management margin
requirements in the normal course of business and for miscellaneous credit support requirements. As of December
31, 2005, approximately 62% of the obhgatlons supported by these letters of credit mature within one year, and
substantially all of the remainder mature in the next two years.

TXU Energy Holdings has entered into various agreements that require letters of credit for financial
assurance purposes. Under its five-year revolving credit facilily maturing in December 2009, letters of credit
totaling $455 million were outstanding at December 31, 2005 to support existing floating rate pollution control
revenue bond debt of approximately $445 million. The letters of credit are available to fund the payment of such
debt obligations. These letters of credit have expiration dates in 2009

Debt obligation of TXU Corp. — TXU Energy Holdings has provrded a guarantee of the obligations under
TXU Corp.’s financing lease (approximately $109 million at December 31, 2005) for its headquariers building.

Residual value guarantees in operating leases — TXU Energy Holdings is the lessee under various operating
leases that obligate it to guarantee the residual values of the leased assets. At December 31, 2005, both the
aggregate maximum amount of residual values guaranteed and the estimated residual recoveries totaled
approxnmately $93 million. A significant portion of the maximum guarantee amount relates to leases entered into
prior to December 31, 2002. The average life of the lease portfolio is approximately eight years.
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Labor Contracts — Certain TXU Energy Holdings employees are represented by labor unions and covered
by collective bargammg agreements with varymg expiration dates. New one year labor agreements were reached
in 2005 covering bargaining unit .employees in TXU Energy Holdings’ fossil and nuclear power production
operations. Negotiations are currently underway with respect to the collective bargaining agreement covering
bargaining unit employees in TXU Energy Holdings’ mining operations. Management does not anticipate that any
changes in collective bargaining agreements will have a material affect on TXU Energy Holdings® financial
position, results of operations or cash flows; however, TXU Energy Holdmgs is unable to predict the ultimate
outcome of these labor negotratrons : .

: Nu'clear Insurance,-—— .Wll:h regard to liability coverage, the Price-Anderson Act (Act) provides financial
protection for the public in the event of a significant nuclear power plant incident. The Act sets the statutory limit
of public liability for a single nuclear incident at $10.8 billion currently and requires nuclear power plant operators
to provide financial protection for this amount. On August 8, 2005, President Bush signed the Energy Policy Act of
2005, which, among other things, extends the Act through December 31, 2025. As requrred TXU Energy
Holdings provides this financial protection for a nuclear. incident at Comanche Peak resulting in public bodily
injury and property damage through a combination of private insurance and industry-wide retrospective payment
plans. As the first layer of financial protection, TXU Energy Holdings has $300 million of liability insurance from
American Nuclear Insurers (ANI), which provides such insurance on behalf of a major stock insurance company
pool, Nuclear Energy Liability Insurance Association. -The second layer of financial protection is provided under
an industry-wide retrospective payment program called Secondary Financial Protection (SFP).

Under the SFP, each operating licensed reactor in the US is subject to an assessment of up to $100.6 million,
subject to increases for inflation every five years, in the event of a nuclear incident at any nuclear plant in the US.
Assessments are limited to $15 million per operating licensed reactor per year per incident. All assessments under
the SFP are subject to a 3% insurance premlum tax, which is not included in the above amounts.

W:lh respect to nuclear decontammatron and property damage msurance, NRC regulatrons requrre that
nuclear plant license-holders maintain not less than $1.1 billion of such insurance and require the proceeds thereof
to be used to place a plant in a safe and stable condition, to decontaminate it pursuant to a plan submitted to and
approved by the NRC before the proceeds can be used for plant repair or restoration or to provide for premature
decommissioning TXU Energy Holdings maintains nuclear decontamination and property damage insurance for
Comanche Peak in the amount of $3.4 billion, above which TXU Energy Holdings is self-insured. ‘The primary
layer of coverage of $500 million is provided by Nuclear Electric Insurance Limited (NEIL), a- nuclear electric
utility industry mutual - insurance ' company, . The remaining coverage .includes premature decommissioning
coverage provided by NEIL in the amount of $2.25 billion and $681 million from other insurance markets and
foreign nuclear insurance pools. TXU Energy Holdings is subject to a maximum annual assessment from NEIL
for the above coverages of $30.5 million, . :

TXU Energy Holdings maintains Accidental Outage Insurance through NEIL to cover the additional costs of
obtaining replacement power from another source if one or both of the units at Comanche Peak are out of service
for more than twelve weeks as a result of covered direct physical damage. The coverage provides for. weekly
payments of $3.5 million for the first fifty-two weeks and $2.8 million for the next 110 weeks for each outage,
respectively, after the initial twelve-week period. The total maximum coverage is $490 million per unit. The
coverage amounts applicable to each unit will be reduced to 80% if both units are out of service at the same time
as a result of the same accident. . Under this coverage TXU Energy Holdmgs is.subject to & maximum annual
assessment of$8 6 million. = . IS e e e ,

There ,have been some ,revisions made to the nuclear property- and nuclear liability _insurance policies
regarding the maximum recoveries available for multiple terrorism occurrences. Under the NEIL policies, if there
.were multiple terrorism losses occurring within a one-year time frame, NEIL would make available one industry
aggregate limit of $3.24 billion plus any amounts it recovers from other sources up to the limits for each claimant.
If terrorism losses occurred beyond the one-year period, a new set of limits and resources would apply.- Under the
ANT liability policy, the liability arising out of terrorist acts will be subject to one industry aggregate limit of $300
million that could be reinstated at ANI’s option depending on prevailing risk circumstances and the balance in the
Industry Credit Rating Plan reserve fund. Under the US Terrorism Risk Insurance Extension Act of 2005, the US
government provides reinsurance with respect 10 acts of terrorism in the US for losses caused by an individual or
individuals acting on behalf of foreign parties. In such circumstances, the NEIL and ANI terrorism aggregates
would not apply.
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Nuclear Decommissioning — TXU Energy ‘Holdings’ nuclear plant decommissioning costs “are fully
recoverable from customers of the regulated business. Through December 31, 2001, decommissioning costs were
recovered from consumers based upon a 1992 site-specific study through rates placed in effect under TXU Energy
Holdings’ January 1993 rate increase request. Effective January 1, 2002, decommissioning costs are recovered
through a tariff charged to REPs by TXU Electric Delivery based upon a 2000 redetermination of the 1997 site-
specific study, adjusted for trust fund assets, as a component of delivery fees effective under TXU Corp.’s 2001
Unbundled Cost of Service filing. ‘During the first quarter of 2005, an updated study of the cost to decommission
TXU Energy Holdings’ nuclear generating facility was completed by management. 'The updated study was filed
with the Commission on June 17, 2005. The accompanying testimony concluded that no change to the nuclear
decommrssromng tariff is warranted at this time. “In‘its July 6, 2005 filing, thé Commission Staff concluded that
the study is adequate, complies with the Commission’s-rules, and constitutés a compliance filing that does not
reqmre further process. -On July 29, 2005, the Commission’s Polrcy Development Dlvrsron 1ssued an order
approvmg the decommrssronmg cost study and closmg the docket

g See Note 3 for a drscussron of the lmpact of SFAS 143 on accountmg for nuclear decommrssromng costs e

Legal Proceedmgs — On March 18, 2005 TXU Corp received a subpoena from the SEC The subpoena
requires TXU Corp. to produce documents and other information for the period from January 1, 2001 to March 31,
2003 relating to, among other things, the financial distress at TXU Europe during 2002 and the resulting financial
condition of TXU Corp., TXU Corp.’s reduction of its quarterly dividend in October 2002, and the following two
prevrously disclosed claims against TXU Corp. and certain other persons named in such claims: (i) a lawsuit
brought in"April 2003 by a2 former employee of TXU" Portfolio Management, ' William J. Murray :(Murray
Litigation) and (ii) various consolidated lawsuits brought by various shareholders of TXU Corp. during late 2002
and January 2003 (Shareholders Litigation). The documents accompanying the subpoena state that (i) the SEC is
conducting a fact-finding inquiry for purposes of allowing it to determine whether there have been any violations
of the federal securities laws and (ii) the request does not mean the SEC has concluded that TXU Corp. or any
other person has 'violated the law. - Although TXU Corp. cannot predict the outcome of the SEC inquiry, TXU
Corp. does not believe there was any basis for the claims made 'in the Murray Litigation, which has now been
settled. A final settlement stipulation was signed and filed with the Court in the Shareholders’ Litigation and the
Cort has approved the settlement, although certain members of the settlement class who object to the approval of
the settlement have appealed the Court’s order approving the settlement. TXU Corp. has cooperated with the SEC
and completed the production of the documents requested by the subpoena and has responded to the SEC’s
requests for information. In addition, on July 12, 2005, Mr. Erle Nye, formerly a director of TXU Corp. and
formerly the CEO and Chairman of the Board of TXU Corp., received a similar “fact-finding” subpoena from the
SEC Mr. Nye has informed TXU Corp that he has completed his response to the SEC

On February 18, 2005 a lawsuit was filed by Utility Chorce L P. and Cirro Group, Inc in the United Statcs
District Court for the Southern District of Texas, Houston Division, against TXU Corp. and certain of its
subsidiaries, as well as various other wholesale market participants doing business in ERCOT, clalmmg generally
that defendants engaged in a variety of anticompetitive conduct, including market manipulation in violation of
antitrust and other laws. TXU Corp. and its subsidiaries seitled this matter m November 2005 and the Sl.llt has
been drsmrssed as to TXU Corp and its subsrdranes

Between October 19 and December 30 2004 ten lawsmts were filed in various California superior courts by
purported customers against TXU Corp., TXU Energy Trading Company and TXU Energy Services and other
marketers, traders, transporters and sellers of natural gas in California. Plaintiffs allege that beginning at least by
the summer of 2000, defendants manipulated and fixed at artificially high levels natural gas prices in California in
violation of the Cartwright Act and other California state laws. These lawsuits have been coordinated in the San
Diego Superior Court with numerous other natural gas actions as "In re Natural Gas Anti-Trust Cases I, IT, III, IV
and V." Discovery has commenced in this litigation. TXU Corp. believes the claims against TXU Corp. and its
subsidiaries are without merit and TXU Corp. intends to vigorously defend the lawsuits. TXU Energy Holdmgs lS,
however, unable to estimate any possrble loss or predrct the outcome of these actlons ‘
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On July 7, 2003, a lawsuit was filed by Texas Commercial Energy (TCE) in the United States District Court
for the Southern District of Texas, Corpus Christi Division, against TXU Energy Holdings and certain of its
- subsidiaries, as well as various other wholesale market participants doing business in ERCOT, claiming generally
_that defendants engaged in market manipulation, in violation of antitrust and other laws, primarily during the
period of extreme weather conditions in late February 2003. An order granting TXU Energy Holdings’ Motion to
Dismiss based on the filed rate doctrine was entered on June 24, 2004. TCE appealed and the Fifth Circuit Court
of Appeals affirmed the dismissal. ~TCE - subsequently filed pleadings seeking further appellate review of this
decision by the United States Supreme Court, however, the Supreme Court denied the appeal on January 9, 2006.

In addition to thel above, TXU. Energyv Holdings is involved in ;various other legal and administrative
proceedings-in the normal course.of business the ultimate resolution of which, in the opinion of management,
should not have a material effect upon its financial position, results of operations or cash flows.

Environmental Contingencies .— The federal .Clean Air Act, as amended (Clean Air Act) includes
provisions which, among other-things, place limits on SOz and NO, emissions produced by electricity generation
plants. TXU Energy Holdings’ capital requirements have not been significantly affected by the requirements of
the Clean Air Act. In .addition, all permits required for the air pollution control provisions of the 1999
Restructuring Legislation have been applied for and TXU Energy Holdings has initiated a construction program to
install control equipment to achieve the required reductions.

TXU Energy Holdings must comply with environmental laws and regulations applicable to the handling and
disposal of hazardous waste.. . TXU. Energy.Holdings is in complxance with all current laws and regulations;
however, the impact, if any, of any changes to existing regulations or the unplementatxon of new regulations is not
determinable. The costs to comply with envuonmental regulatlons can be s1gmﬁcantly affected by the following
external events or conditions: ; - v :

. changes to existing state or federal regulation by governmental authorities having jurisdiction over
air quality, water quality, control of tox:c substances and hazardous and solid wastes, and other
envu'onmental matters; ... .

s the identification of sites requmng clean-up or the ﬁlmg of other complamts in which TXU Energy
Holdings may be asserted to be a potentially responsible party, .

A-61




9. STOCK-BASED COMPENSATION

- TXU Energy Holdmgs partlclpates in TXU Corp.’s Long~Term Incentlve Compensatlon Plan (LTIP) LTIP
-is ‘a stock-based” compensatlon plan 'providing discretionary awards (LTIP awards) of- restricted stock and
performance units payable in TXU Corp. common stock for qualified management employees. In May 2005,
‘shareholders approved the Omnibus Incentive Compensation Plan (OICP) as a replacement for the LTIP.- TXU
Corp. does not intend to ‘issue additional LTIP awards. During 2005, 2004, and 2003, TXU Corp.’s Board,of
Directors granted OICP and LTIP awards that were issued subject to share price performance and ve'sting
requirements over two and three year periods. The number of common shares to be ultimately distributed varies
from 0% to either 175% or 200% of the initial number of 2005 OICP awards and from 0% to 200% of the initial
number of 2004 and 2003 LTIP awards. For LTIP awards, the number of shares to be ultimately distributed is
based on TXU Corp.’s total return to shareholders over the applicable period compared to the total returns
provided by the companies comprising the Standard & Poor’s 500 Electric Utilities Index (Index Method). For
OICP awards, the number of shares to be ultimately distributed is based 50% on the Index Method and 50% on the
" aggregate three-year total shareholder return on TXU Corp. common stock. For a smiall number of employees
under employment agreements, the number of shares is based on the Index Method. ' TXU Corp. has established
restrictions that limit certain employees’ opportunities to liquidate vested stock awards. For both restricted stock
and performance unit awards, dividends over the vestmg penod are converted to equwalent shares of TXU Corp
common stock 1o be distributed upon vesting. :

TXU Corp. early adopted SFAS 123R in 2004. SFAS 123R eliminates the alternative of applying the
intrinsic value measurement provisions of APB 25 to stock compensation awards and requires the measurement of
the cost of such awards over the vesting period based on the grant-date fair value of the award. - TXU Energy

“Holdings adopted SFAS 123R using the modified retrospective method, which allows for application to only prior
interim periods in the year of initial adoption and resulted in the recognition of a $6 million ($4 million after-tax)
cumulative change in accounting principle For a portion of the 2004 period, the performance unit awards were

» payable in cash but the awards were modxﬁed in December of 2004 and w1ll be payable in TXU common stock.

TXU Corp. delermmed the fair value of its stock-based compensatwn awards utilizing a 'valuation model that
takes into account three principal factors: the probability weighted expected number of shares to be distributed
upon vesting, the risk of uncertainty during the vesting period, and the restrictions limiting liquidation of vested
stock awards. Based on the fair values determined under this model, TXU Energy Holdings’ reporied expense in
2005 and 2004 related to the awards totaled $12 million ($8 million afier-tax) and $25 million ($16 million after
- tax), respectively. As of December 31, 2005, unrecognized expense related to nonvested LTIP awards totaled $11
million, which is expected to be recognized over a weighted average period of two years. .

Compensation expense related to the awards totaled $10 million in 2003 and was determined in accordance
with the intrinsic value method under APB 25. Compensation expense over the vesting period was remeasured
each reporting period based on the market price of the TXU Corp. stock and the assumed number of shares
distributable given the share price performance to date,

Had compensation expense for the awards been determined based upon the fair value methodology

prescribed under SFAS 123, TXU Energy Holdings’ net income would not have been materially different for the
year ended December 31, 2003.
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10. INCOME TAXES

The components of TXU Energy Holdings’ provisions for income taxes for conlinuing operations are as

follows:
Year Ended December 31,
2005 2004 2003
Current:
US Federal : $ 33 $ 161 $ 211
State : 73] 1 9
Total : 31 162 220
Deferred: o : 4
US Federal . 672 16 27
Non-US : - - 1
Total 672 16 28
Investment tax credits ....... (16) (16) (17
Total $ 687 $162 $ 231

Reconciliation of i income taxes computed at the US federal statutory rate to provision for income taxes:

Year Ended December 31,
2005 2004 2003
Income from continuing operations before income taxes and cumulative ‘
effect of changes in accounting principles $2,117 $ 570 ‘ $ 728
Income taxes at the federal statutory rate of 35% $ 741 $ 200 $ 255
Lignite depletion allowance . 33 (25) } (25)
Amortization of investment tax credits (16) (16) (17
Preferred securities cost . . 7 6
Stale income laxes, net of federal tax benefit (1) 1 6
Other, including aucht seulemem< g (11) (4) 6
:Income tax expense ; T frvsesemnonsis : 5 687 $.162 $231
Effective ax fa ..o — 325%  284%  317%
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Deferred income taxes provided for temporary differences based on tax laws in effect at December 31, 2005
and 2004, balance sheet dates are as follows:

December 31,

2005 2004
B Total Current Noncurrent Total Current  Noncurrent
Deferred Tax Assets L
Alternative minimum tax credit carryforwards..... $ 309 s - $ 309 $ 330 s - $ 330
Net operating loss (NOL) carryforwards.......... 123 - - 123 C— 6 = 6
Impairment of assets : 118 C - 118 . 68 - 68
Unamortized investment taX Credits .......u...orrr.ocs © 114 - 114 120 - 120
" Employee benefit liabilities ........un.rverrresssnorrsserns 58 - 58 134 - 134
Combustion turbine lease ... 42 - - 42 69 - 69
Deferred benefit of state income P ‘10 10 C= 10 10 -
Bad debt reserve - ‘ 6 6 - 11 11 -
L]0, T S— Lo M98 4 35 163 . 300 34 266
Total deferred tax assets _978 _ 174 __804 1.048 __ 55 _ 993
Deferred Tax ﬁia_bilitiéé ) . )
Book/tax depreciation differences.........ccoreemanenes ' 2,773 -— 2,773 2,791 - 2,791
Commodity contract mark-to-market deduction... 761 4 51 = - -
SOftware deVelOPMEDE COSLS wuvvrrennnnnreerereeersessenenee 41 - a4 4 R 41
Other bueesd ; —3 . __3 33 - __40 .3 37
Total deferred tax liabilities 3611 - __1 3.604 28712 . __..3 = 2869
Net deferred tax (asset) Hability $2,633 - $(167) 52,800 " $1,824 $ (52)  §L876

At December 31, 2005, TXU Energy Holdings had approximately $309 million of alternative minimum tax
credit carryforwards available to offset future tax payments. These tax credit carryforwards do not have expiration
dates. At December 31, 2005, TXU Energy Holdings had net operating loss (NOL) carryforwards for federal
income tax purposes of $350 million that expire as follows: $17 million in 2022, $7 million in 2023, $9 million in
2024 and $317 million in 2025. The NOL carryforwards can be used to offset future taxable income. TXU
Energy Holdings fully expects to utilize all of its NOL carryforwards prior to their expiration dates.

TXU Energy Holdings’ income tax returns are subject to examination by applicable tax authorities. The IRS

.is currently examining the returns of TXU Corp. and its subsidiaries for the tax years ended 1997 through 2002. In

management’s opinion, an adequate provision has been made for any future taxes that may be owed as a result of
any examinations.
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11. PENSION AND OTHER POSTRETIREMENT BENEFITS

TXU Energy Holdmgs isa parucrpatmg employer in the TXU Retlrement Plan (Retrrement Plan), a deﬁned
benefit pension plan sponsored by TXU Corp. The Retirement Plan is a qualified pension plan under Section
401(a) of -the Internal Revenue Code of 1986, as amended (Code) and is subject to the provision of ERISA.
Employees are eligible to participate in the Retirement Plan upon their.completion of one year of service and the
attainment -of age 21. All benefits are funded by the participating employers. . The Retirement Plan provides
benefits to participants under one of two formulas: (i) a cash balance formula under which panicipants eam
monthly contribution credits based on their compensation and a combination of their age and years of service, plus
monthly interest credits, or (ii) a traditional defined benefit formula based on years of service and the average

earnings of the three years of highest earnings. The cash balance interest component of the cash balance plan is

variable and is determined using the yield on 30-year Treasury bonds.

All eligible employees hired afier January 1, 2001 participate under the cash balance formula. Certain
employees who, prior to January 1, 2002, participated under the traditional defined benefit formula, continue their
participation under that formula. Under the cash balance formula, future increases in eamings will not apply to
prior service costs. It is TXU Corp.’s policy to fund the plans on a current basis to the extent deductible under
existing federal tax regulations. Such contributions, when made, are intended to prov1de not only for benefits
attributed to service to date, but also those expected to be earned in the future

TXU Energy Holdings also participates in TXU Corp.’s supplemental retirement plans for management
employees, the information for which is included in the data below L

Pension cost apphcable to TXU Energy Holdings was $5 million in 2005, $28 million in 2004 and $20
million in 2003. In addition, SFAS 87 requires the recognition of the minimum pension liability which represents
the excess of the accumulated benefit obhgatxon over the plans’ assets and the liability already recorded under
SFAS 87. As of December 31, 2005, the minimum pensron liability of $1 million ($612 thousand after-tax)
allocated to TXU 'Energy Holdmgs has ‘been recorded as other comprehensnve income. Cash contributions were
$53 thousand in 2005, $15 mrlllon m 2004 and $13 mllhon in 2003

TXU Energy Holdmgs pamcxpates with TXU Corp ‘and certain other affiliated subsidiaries of TXU Corp. to
offer certain health care and life insurance benefits to ellglble employees and their eligible dependents upon the
retirement of such employees “For employees retiring on or after January 1, 2002, the retiree contributions
required for such coverage vary based on a formula depending on the retiree’s age and years of service. The
allocated net periodic postretirement beneﬁts cost other than pensions apphcable to TXU Energy Holdings was $9
million in 2005, $29 million in 2004 and $38 million i in 2003. ‘Cash contributions were $6 million, $15 million
and $16 million in 2005, 2004 and 2003 respectlvely a

Information regarding net pensron  and Gther postretrrement benefit costs recognized as expense follows:

' o © 2005 2004 - 2003

Pension costs under SFAS 87 : N . % 5 § 287820
Other postretnementbeneﬁtcosts under SFAS !06.. ‘ 9229 - 38 -

Total benefit costs : - - . $ 14§ 57, 8. 58
Less amounts deferred as property ....... - M @
Net amounts recognized as expense.. $ 14 §$ 56 § 56

The pension and other postretlrement beneﬁts amounts provnded represent allocations of amounts related to
TXU Corp.’s plans to TXU Energy Holdings. :

The drscount rate reflected in net penswn and other posu'etrrement benefit costs in 2005 is 6. 0% The

expected rate of return on plan assets reflected in the 2005 cost amounts is 8.75% for the pension plan and 8.67%

for other postretirement benefits.
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Regulatory Recovery of Pension and Other Postretirement Benefit Costs — In June 2005, an amendment to
PURA relating to pension and other postretirement benefits was enacted by the Texas Legislature. This
amendment, which was retroactively effective January: 1, 2005, provides for the recovery by TXU Electric
Delivery of pension and other postretirement benefit costs for all applicable former employees of the regulated
predecessor inlegrated electric utility (i.e., certain TXU Energy Holdings’ active and retired employees) related to
employee service prior to the unbundling of TXU Corp.’s electric utility business and the deregulation of the
Texas -electricity industry -effective January 1, 2002. - TXU Electric Delivery and TXU Energy Holdmgs have
entered into an agreement whereby TXU . Electric Delivery assumes responsibility for pensron and . other
postreurement beneﬁt costs for all app]rcable employees of TXU Energy Holdmgs .

‘The followmg table summarizes the mmal 1mpact of the related transfer of pensron and other postretlrement
benefit obligations: ; : R T

' Decrease in mtangﬂale PREET S e, eerrinen. . 8 (@©.
Decrease in other noncurrent liabilities and deferred credits............. ; <
- * Increase in accumulated deferred income taxes......... NS, o (82)
. Increase in other comprehensive income puiesh veesidensd - D
" Total noncash reduction of pension obligation (a) : - : . 2137

(8  Amounts represent an increase in current affiliate payables. C S [ —

" Contributions in 2006 — Estimated funding in 2006 lS SS3 thousand for the | pensron plan and $196
thousand for the other postretirement benefit plan.

Thnﬁ Plan —_ Ehgrble employees of TXU Energy Holdmgs may partrcrpate ina quallﬁed savmgs plan, the
TXU Thrift Plan (Thrift Plan). This planisa partrcrpant-dlrected defined contribution profit sharing plan qualified
under Section 401(a) of the Code, and is subject ‘to the provisions of ERISA. The Thrift Plan includes an
employee stock ownershrp component. Under the terms of the Thrift Plan, as amended effective in 2002,
employees who do not eam more than the IRS threshold compensation limit used to determine highly
compensated employees may contribute, through pretax salary deferrals and/or afier-tax payroll deductions, the
lesser of 75% of their regular salary or wages or the maximum amount permitted under law. Employees who earn
more than such threshold may contribute from 1% to 16% of their regular salary or wages. Employer matching
contributions are also made in an amount equal to 100% of the first 6% of employee contributions for employees
who are covered under the cash balance formula of the Retirement Plan, and 75% of the first 6% of employee
contributions for employees who are covered under the tradrtronal defined benefit formula of the Retirement Plan.
Prior to January 1, 2006, employer matching contributions were invested in TXU Corp. common stock. Effective
January 1, 2006, employees may reallocate or transfer all or part of their accumulated or future employer matching
contributions 1o any of the plan’s other investment options. TXU Energy Holdings’ contributions to the Thrift
Plan aggregated $11 million in 2005, $12 rmllron in 2004 and $13 mlllron in 2003.

Med:care Act — The Medicare Prescription and Drug, Improvement and Modemization Act of 2003 (the
Medicare Act) was enacted in December 2003. TXU Energy Holdings is accounting for the effects of the
Medicare Act in accordance with FSP 106-2. The effect of adoption of the Medicare Act was a reduction in TXU
Energy Holdings’ allocated other postretirement benefit costs of approximately $2 million and $11 million i in 2005
and 2004, respectively. No reduction was allocated to TXU Energy Holdings in 2003 '
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12. INVESTMENTS
The following information is a summary of the investment balance as of December 31, 2005 and 2004:

December 31,

2005 2004

Nuclear decommissioning trust § 389 $ 361

Investment in affiliate holding Capgemini-related assets 24 k]|

Land 32 82

Assets related to cmployee benefit plans ; 53 43

Miscellaneous other : . 3 21
Total investments 5 501 $ 538

Capgemini Agreement — In May 2004, TXU Energy Holdings entered into a services agreement with
Capgemini to outsource certain support activities. As part of the agreement, Capgemini was provided a royalty-
free right, under an asset license arrangement, to use TXU Corp.’s information technology assets, consisting
principally of computer software. TXU Corp. obtained a 2.9% limited partnership interest in Capgemini in
exchange for the asset license described immediately above. TXU Corp. has the right to sell (the put option) its
interest and the licensed software to Cap Gemini North America Inc. for $200 million, plus its share of
Capgemini’s undistributed earings, upon expiration of the services agreement or earlier upon the occurrence of
certain unexpected events. 'Cap Gemini North' Amierica Inc. has the right to purchase these interests under the
same terms and conditions. The partnership interest has been recorded at an initial value of $2.9 million and is
being accounted for on the cost method.

TXU Energy Holdings recorded its share of the fair value of the put option, estimated at $103 million, as a
noncurrent asset. Of this amount, $98 million was recorded as a reduction to the carrying value of the licensed
“ software, and the balance, which represents the fair value of the assumed cash dlsmbutlons and gains while
‘holding the partnership interest, was recorded as a noncurrent deferred credit.  This accountmg is in accordance
with AICPA Statement of Position 98-1, “Accountmg for the Costs of Computer Sofiware Developed or Obtained
for Internal Use.” , . A .

Subject to certain terms and condmons, Cap Gemini North America, Inc. and its parent, Cap Gemini S.A,,
have guaranteed the performance and payment obligations of Capgemini under the services agreement, as well as
payments under the put option. :

Nuclear Decomm:sswmng Trust — Deposxts in a trust fund for costs to decommxssron the Comanche Peak
- nuclear-powered generation plant are camed at fair value. Decommissioning costs are being recovered from TXU
Electric Delivery’s customers as a delxvery fee charge over the life of the plant and deposited in the trust fund. Net
gains and losses on investments in the trust fund are offset by corresponding adjustments to TXU Electric
Delivery’s regulatory asset/liability. A summary of investments in the fund as of December 31, 2005 and 2004
follows:

. December 31, 2005
\ Cost (a) Unrealized gain Unrealized (loss) Fair market value
" "Debt SECUrItIEs ....cvererarreerercreacsenss $ 151 $ 5 s ) $ 155
Equity Securities ..........coovvrersrennes 156 9% . (12) 234
Total s 307 3 95 $ (a3 $___ 389
December 31, 2004
Cost (2) Unrealized gain Unrealized (loss) Fair market value
 Debt SECUTItES cvivvrrrressmensereessenes s 142 ) s 71 s $ 148
Equity SECUTIties ...cvueeecesnrusncraens 143 o -8 ) (12} 213
Total 3 285 5 __89 5 __(3) 3§ 361

(a) Includes realized gains and losses of securities sold.

Debt securities held at December 31, 2005 mature as follows: $68 million in one to five years; $35 million in
five to ten years and $52 million after ten years.
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13. FAIR VALUE OF NONDERIVATIVE FINANCIAL INSTRUMENTS

The carrying amounts and related ‘estimated fair values ‘of TXU Energy Holdings’ 51gmﬁcant nondenvatnve
ﬁnanc:al instruments were as follows:

December 31, 2005 December 31, 2004

Carrying Fair  Carrying Fair
o . . Amount ‘Valuc g Amouut . -Value
On-balance sheet liabilities: v
. Long-term deﬁttincludingcuﬂent maturities) (a).... : — $ 3,353 $ 3,400 .8 3,248 $ 3,351 .
Exchangeable preferred membership interests, e
net of discount (b) : 8 528 8 750 $ 51 $ 750
Off-balance sheet liabllitles L . ‘ ) ) v ) i
Fmanclalguarantees . 4 ; — ) $ - ' $_vf 9 .8 - .IS " 8

- (@) Excludes caprta] leases :
_ (b) Exchanged for preferred membership mterests (from subordinated notes) in 2003 and purclrased by TXU Coxp in Apnl 2004. In
December 2005, TXU Corp. assigned its interest in TXU Energy Holdings’ exchangeable preferred membership interests to US
. Holdings which in tumn assigned 1% interest to TXU Energy Holdings. Carrying amount is net of discount. . Fair value is assumed
to be the principal amount on the preferred membership interests. ‘ ‘

See Note 1 for discussion of accounting for financial instruments that are derivatives.

The falr values of on-balance sheet instruments are estxmated at the lesser of either the call price or the
market vilue as determined by quoted market prices, where available, or, where not available, at the present value
of future cash ﬂows dlscounted at rates consrstent w1th comparable matuntles with similar cred1t nsk

The fair value of each financial guarantee is based on the difference between the credit spread of the entity

responsible for the underlying obligation and a ﬁnanc:al counterparty applied, on a net present value basrs, to the
notlonal amount of the guarantee

Cat

The carrying amounts for financial assets classified as current assets and the carrying amounts for financial
liabilities classified as current liabilities approximate fair value due to the short maturity of such instruments. The
fair values of other financial instruments, including the Capgemini put option, for which carrying amounts and fair

'values have not been presented are not matenally dlfferent than therr related carrylng amounts '

Sy
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14. CASH FLOW HEDGES UNDER SFAS 133

TXU Energy Holdings experienced net cash flow hedge ineffectiveness related to positions held at the end of
the period of $31 million of losses in 2005, $21 million of losses in 2004 and $6 million of gains in 2003. These
amounts are pretax and are reponed in revenues. :

.The net. effect of recordmg unreahzed mark-to~market gains ‘and losses arising from hedge ineffectiveness
(versus recording gains and losses upon settlement) includes the above amounts as well as the effect of reversing
unrealized ineffectiveness gains and losses recorded in previous periods to offset realized gains and losses in the
current period. Such net effect totaled $27 million in net losses in 2005 $19 million in net losses in 2004 and $36

million in net gams in 2003

TXU Energy Holdmgs has no hedgmg posmons agamst exposure to the vanablhty of future cash flows from
energy—related transactions that extend more than ﬁve years.

Cash flow hedge amounts reported in accumulated other comprehenswe income will be recognized in
earnings as the related forecasted transactions are settled or become probable of not occurring. No amounts were
reclassified into earnings in 2005, 2004 or 2003 as a result of the discontinuance of cash flow hedges because it
was probable that a hedged forecasted transactton would not occur. .

Net cash flow hedge amounts in: accumulated other comprehensxve income exclude net losses and gains
“associated with cash flow hedges entered into and settled within the year. These totaled $53 million, $11 million
‘and $116 million in net losses in 2005, 2004 and 2003, respectlvely SR _

TXU Energy Holdmgs expects that $16 rmlhon of aﬁer-tax gatns accumulated in other comprehenswe
income will be reclassified into earnings during the next twelve months. These net gains relate to cash flow
‘hedges and will be reclassified from accumulated other comprehensive income as the related hedged transactions
are settled.:. Of this amount, $23 million of gains relate to commodity hedges and $7 million of losses relate to
financing-related hedges. The following table summarizes balances currently recogmzed in accumulated other
comprehensive loss:

Accumulated
Other Comprehensive Loss
at December 31,2005 .
Commodity- Interest-
related related Total
S Dedemgnated hedges (amounts fixed)....... " $ 24 5 4 $ 68
’ ’ Hedges sub]ecttomarket pnce ﬂucmatlons ' , 53 - 53
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15. TEXAS ELECTRIC INDUSTRY RESTRUCTURING

/ Restructuring Legislatlon i

As a result of the 1999 Restructurmg Leglslatlon, on January 1, 2002, TXU Corp disaggregated (unbundled)
its Texas electric utility business into a power generation company, a retail electric provider and an electricity

“transmission and distribution (delivery) utility. Unbundled e]ectncxty dehvery utlhtles w1th1n ERCOT, such as
XU Electnc Dehvery, remain regulated by the Commxssron .

Effective January 1 2002 ‘REPs affiliated with electncrty dehvery utllmes were requlred to charge pnce-to- o
beat rates, established by the Commission, to residential and small business customers located in their historical
service territories. TXU Energy Holdings, whose REP is affiliated with an electricity delivery utility, was required
to charge the price-to-beat rate, adjusted for fuel factor changes, to such classes of customers until the earlier of
January 1, 2005 or the date on which 40% of the electricity consumed by customers in that class is supplied by
competing REPs. Currently, TXU Energy Holdings may offer rates different from the price-to-beat rate but it
must also continue 10 make the pnce-to-beat rate avaﬂable for residential and small busmess customers until

-January 1, 2007

Under amended Commission rules, effective in April 2003, affiliated REPs of electricity delivery utilities are
allowed to petition the Commission twice a year for a change in the fuel factor component of their price-to-beat

-rates if the average price of natural gas futures increases or decreases more than 5% (10% if the petition is filed

afier November 15 of any year) from the level used to set the existing fuel factor component of its price-to-beat
rate. The fuel factor adjustment mechanism is intended to éncourage full and fair competition among REPs. With
fuel factor adjustments, the price-to-beat rate is not expected to be below the market rate, and this mechanism

*allows for new compemors to enter the marketplace and effectwely compete for retall customers. .

— T XU Energy Holdmgs lmplemented two pnce-to-beat rate increases in 2003 and 2004 Pnce-to-beat

rate increases (expressed as a percent adjustment in -the average monthly residential bill)

- implemented in March and August of 2003 were 12% and 4%, respectively, and in May and August
of 2004 were 3% and 6%, respectively. IR

— TXU Energy Holdings also implemented two price-to-beat rate increases in 2005. The first,
implemented in' May, raised the average monthly residential bill by 10%. The second increase,
- approved on October 28, reflected the voluntary discount agreed to by TXU Energy Holdings and
raised the average monthly residential bill by 12% for the remainder of 2005. On January 1, 2006,

- the voluntary discount expired, raising the average monthly residential bill by an additional 12%.

To encourage competition in the ERCOT region, each incumbent power generauon company owning 400
MW or more of installed generating capacity must annually offer to sell at auction entitlements to 15% of the
output of its installed generating capacity. Such auction sales cannot be fo an affiliated REP. The obligation of
TXU Energy Holdings to sell capacity entitlements at auction continues until the earlier of January 1, 2007 or the
date the Commission determines that 40% or more of the electric power consumed by residential and small
business customers within the affiliated delivery utility certificated service area before the onset of customer
choice is provided by nonaffiliated REPs. These auctions have resulted in TXU Energy Holdings selling power at
prices below wholesale market prices. In October 2005, TXU Energy Holdings filed a petition with the
Commission seeking an administrative determination by the Commission that this 40% threshold condition has
been achieved. In December 2005, the Commission ruled in a preliminary order that the methodology for
determining the 40% threshold proposed by TXU Energy Holdings was correct. This matter has been referred to
the State Office of Administrative Hearings (SOAH) to validate TXU Energy Holdings’ threshold calculation.
ERCOT staff has validated TXU Energy Holdings® calculation and the SOAH administrative law judge has
recommended that the Commission grant TXU Power’s petition, but final Commission action has not yet occurred.
TXU Energy Holdings expects a decision from the Commission in early 2006.

Also, effective January 1, 2002, power generation companies affiliated with electricity delivery utilities may
charge unregulated prices in connection with ERCOT wholesale power transactions. Estimated costs associated
with TXU Energy Holdings’ nuclear power plant decommissioning obligations continue to be recovered by TXU

" Electric Delivery (on behalf of TXU Energy Holdings) as an electricity distribution fee surcharge over the life of

the plant.
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Regulatory Settlement Plan

On December 31, 2001, TXU Corp. filed a Settlement Plan with the Commission. It resolved all major
pending issues related to TXU Corp.’s transition to competition pursuant to the 1999 Restructuring Legislation.
The Settlement Plan does not remove regulatory oversight of TXU Electric Delivery’s business nor does it
eliminate TXU Energy Holdings’ price-to-beat rates and related fuel adjustments. The Settlement Plan became
final and nonappealable in January 2003.

Major elements of the Seitlement Plan included:

Excess Mitigation Credit — Over the two-year period ended December 31, 2003, TXU Electric Delivery
implemented a stranded cost excess mitigation credit in the amount of $389 million (originally estimated to be
$350 million), plus $26 million in interest, applied as a reduction to distribution fees charged to all REPs,
including TXU Energy Holdings. The credit was funded through payments on a note receivable from TXU
Energy Holdings. ;

Regulatory Asset Securitization — TXU Corp. received a financing order authorizing the issuance of
securitization (transition) bonds in the aggregate principal amount of up to $1.3 billion to recover regulatory asset
stranded costs and other qualified costs. Accordingly, TXU Electric Delivery Transition Bond Company LLC, a
bankruptcy remote fi nancing subsidiary of TXU Electric Delivery, issued an initial $500 million of securitization
bonds in 2003 and the remaining $790 million in the first half of 2004. The principal and interest on the bonds are
recoverable through revenues as a transition charge to all REPs, including TXU Energy Holdings. There is no
remaining issuance authorization under the financing order.

Retail Clawback Credit — In connection with the opening of the Texas market {o competition, the Texas
Legislature established a retail clawback provision intended to incent affiliated REPs of electricity delivery
utilities to actively compete for customers outside their historical service territories. A retail clawback liability
arose unless 40% of the electricity consumed by residential and small business customers in the affiliated REP’s
historical service territory was supplied by competing REPs after the first two years of competition. This
threshold was reached for small business customers in 2003, but not for residential customers. The amount of the
liability was equal to the number of such customers retained by TXU Energy Holdings as of January 1, 2004, less
the number of new customers from outside the historical service territory, multiplied by $90. The credit, which
was funded by TXU Energy Holdings, was applied to delivery fees charged by TXU Electric Delivery to REPs,
including TXU Energy Holdings, over a two-year period beginning January 1, 2004. In 2002, TXU Energy
Holdings recorded a charge to fuel, purchased power and delivery fees of $185 million ($120 million afier-tax) to
accrue an estimated retail clawback liability. In 2003, TXU Energy Holdings reduced the accrual by $12 million
(38 million after-tax), to reflect the calculation of the estimated liability applicable only to residential customers in
accordance with the Settlement Plan. In 2004, TXU Energy Holdings further reduced the estimated liability by
$12 miltion ($8 million after-tax) to reflect revised estimates of customer counts. There is no remaining liability
as of December 31, 2005.

See Note 17 for a discussion of certain affiliate transactions arising from the Settlement Plan.
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16. OTHER INCOME AND DEDUCTIONS

Other Income and Deductions —

- 2005 2004 - 2003 -
Other income o i :
Net gain on sale of propertics and businesses .........cccoumeevcrcnscrsirsnnn b kL) $ 107 3 45
Insurance recovery on damage claim ..... g8 - -
Gain on sale of investment 7 - -
Power sale agreement termination fee 4 - -
Sales tax refunds ' 4 - - -
Other : ' ) 6 - 3 3
- . Total other income....... : . 8 64§ 110 § 48
’ Other deductions o ’ ‘ T L R
. Assét writedown and lease termination charges (credit)........ceeuue % '(16)” '8 -371 8§ 2
Equity losses of unconsolidated subsidiaries 7 5 G
Debt extinguishment losses - 1 3
. Employee severance charges A1), - 107 -
Power purchase contract termination CHATEe .......wwmmmmesivenssssssssssss = e -
Capgemini outsourcing transition costs . e G g e
Expenses related to canceled construction projects........sivereecssiens . U e 6 - =
Charge related to coal contract counterparty nonperformance ....... -, 12 - .-
_-Other . sl 4 10 - 17
. Total other deductions . $_ .15 §.__610°0 3§ 22

Year Ended December 31,
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17. AFFILIATE TRANSACTIONS

The following represent the significant affiliate transactions of 'TXU Enéréy Holdings:

TXU Energy Holdings incurs electricity delivery fees charged by TXU Electric Delivery. For the years
ended December 31, 2005, 2004 and 2003, these fees totaled $1.3 billion, $1.4 billion and $1.5 billion,
respectively. These amounts included $2 million, $1 million and $2 million for the years ended
December 31, 2005, 2004 and 2003, respectively, pursuant to a transformer maintenance agreement.
TXU Energy Holdings records interest expense to reimburse TXU Electric Delivery for interest on
TXU Electric Delivery’s debt associated with generation-related regulatory assets, which now consists
entirely of securitization bonds. For the years ended December 31, 2005, 2004 and 2003, this mterest
expense totaled $55 million; $54 million and $43 million, respectively.

Under the terms of the settlement plan, TXU Electric Delivery issued an initial $500 million of
securitization bonds in 2003 and issued $790 million in June 2004. The incremental income taxes TXU
Electric Delivery will pay on the transition charges to TXU Electric Delivery’s customers related to the
bonds will be reimbursed by TXU Energy Holdings. Therefore, TXU Energy Holdings’ financial
statements reflect a $395 million non-interest bearing note payable to TXU Electric Delivery ($33
million of which is due currently) at December 31, 2005 and $435 million ($49 million reported as
current) at December 31, 2004, that w1ll be extinguished as TXU Electric Delivery pays the related
income taxes. -

The average daily balance of short-term advances to affiliates during the year ended December 31,
2005 and 2004 was $1.2 billion and $964 million, respectively, and average daily short-term advances
from affiliates during the year ended December 31, 2003 was $343 million. Interest income earned on
the advances for the years ended December 31, 2005 and 2004 was $52 million and $28 million,

* respectively, and interest expense incurred on the advances for the year ended December 31, 2003 was

$8 million. The weighted average interest rate for the year ended December 31, 2005, 2004 and 2003
was 4.1%, 2.9% and 2.8%, respectively.

TXU Corp. charges TXU Energy Holdings for financial, accountlng, envuomnental and other
administrative services at cost. For the years ended December 31, 2005, 2004 and 2003, these costs
totaled $64 million, $184 million and $223 million, respectively, and are primarily included in SG&A
expenses. Effective July 1, 2004, under the ten year services agreement with Capgemini, several of the
functions previously performed by TXU Corp. are now provided by Capgemini.

TXU Energy Holdings received payments from TXU Gas under a service agreement that began in 2002
and ended June 30, 2004 and covered customer billing and customer support services provided for
TXU Gas. These revenues totaled $15 million and $29 million for the years ended December 31, 2004
and 2003, respectively, and are included in other revenues. On October 1, 2004, TXU Corp. and
Atmos Energy Corporation completed a merger by division in which Atmos Energy Corporation
acquired TXU Gas’ operations.

Under Texas regulatory provmons the trust fund for decommissioning the Comanche Peak nuclear
generation facility, reported in investments on TXU Energy Holdings” balance sheet, is funded by a
delivery fee surcharge billed to REPs by TXU Electric Delivery, with the intent that the trust fund
assets will be sufficient to fund the decommissioning liability, reported in noncurrent liabilities on TXU
Energy Holdings’ balance sheet. Differences between the costs collected through the delivery fee
surcharge by TXU Electric Delivery and the accrued depreciation and accretion-related expenses
incurred by TXU Energy Holdings are recorded as a regulatory asset by TXU Electric Delivery. The
regulatory asset, which totaled $8 million -and $30 million at December 31, 2005 ‘and 2004,
respectively, represents the excess of the decommissioning liability over the trust fund balance.

In April 2004, TXU Corp. purchased TXU Energy Holdings’ exchangeable preferred membership
interests from unaffiliated holders, and as a result TXU Energy Holdings has paid distributions to TXU

‘Corp. on these securities, which remain outstanding, since the purchase. Interest expense and related

charges associated with these securities, lncludmg amortization of the related discount, totaled $88
million for 2005 and $57 million for 2004 since the date of TXU Corp.’s purchase of the securities.
Effective December 2005, TXU Corp. assigned its interest in TXU Energy Holdings’ exchangeable
preferred membership interests to US Holdings. US Holding then assigned one percent of its interests
to TXU Energy Holdings.

In December 2005, TXU Corp. entered into an agreement to purchase the owner participant interest in
a trust that leases combustion turbines to TXU Energy Holdings. As a result, TXU Energy Holdings
now has an affiliated liability related to this lease. As of December 31, 2005, this liability was $59
million.
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18. SUPPLEMENTARY FINANCIAL INFORMATION

Severance Liability Relaterdv to Restructuring Activities —

" Liability for severance costs as of January 1, 2005 8 42
- Additions to liability Seremaens : o R
Paymenis charged against liability . v N 22 .
Other adjustmems to the fiability ..., » . . 6 -
Liability for severance cosls as of December 31, 2005....... § 18
The above table excludes severance costs reported in discontinﬁed operz:ui‘{’)ns,.f , :
Interesi Expense and Related Charges — ‘
Tt - ’ o " Year Ended December 31,
2005 2004 . 2003
TOETESE ..o ' L : L8309 8 264 S 272
" Distributions on preferred membershxp mterests (8) oo : ' - 68 A 68 34
Amortization of discount and debl issuance costs fesons ( . .. 28 . 29 24
Interest capitalized in accordance with SFAS 34 .. : T | ¥) 8 )]
Total lnterest expense and related charges oo ' eeeesseaen 08393 0 8353 0§ 323

(a) lncluded in interest fo: the period ended December 31, 2003 is 334 mllhon related to the exchangeable subordinated notes that
were exchanged for preferred membership interests in July 2003. In April 2004, TXU Corp. purchased from the holders TXU
Energy Holdings® preferred membership interests, and subsequent to thxs purchase, TXU Energy Holdmgs paid distributions on the
preferred membershlp interests to TXU Corp

Restncted Cash —_— - S a
B : - Balance Sheet Classification
AtDecember 31,2005 = At December 31, 2004
Current - . ) ~ Current
Assets Investment . Assets Investment
Settlement of forward hedge positions related to a contract
: " termination ' $ 3 N e B $ —
- Demolition and relocation work to be performed by TXU ) . U s
Energy Holdings related to the sale OF 120Q....icsreerrrrnrecemrsssssanns ; 5 - . 6 15
Total "3 8 L = ’ S. _6 b 15

Accounts Receivable — At December 31, 2005 and 2004 accounts receivable of $1.2 billion and $1. 1
billion, respectlvely, included $443 mllhon and $387 mxlllon of unbllled revenues, respectlvely

" Allowance for Uncollecable Accounts -

- 2005 2004 2003

Allowance for uncollectible accounts as of January 1 .........ccviovresssivicns .8 15 5 5 $ 71
Increase for bad debt expense. o853 . 9 114
Decrease for account write-offs _ : ) 3 . (@200 . (21)
Changes related to receivables sold . 16 AN (13)

Allowance for uncollectible accounts as of December 31

N TR W 1

Allowances related to recelvables sold are reporled in current llablhtles and totaled $29 ‘million and $45
rmlhon at December 31, 2005 and 2004 respectxvely e
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Commodity Contract Assets — Current and noncurrent commodity contract assets totaling $1.9 billion at
December 31, 2005 and $861 million at December 31, 2004 are stated net of applicable credit (collection) and
performance reserves totaling $12 million’ and $15 million, respectively. Performance reserves are provided for
direct, incremental costs to settle the contracts.

Inventories by Majdr Ceregory —

December 31,
2005 2004
Materials and supplies ... $ 108 s 112
Environmenlal energy credits and emission allowances ‘ 21 21
Fuel stock ' 81 79
Gas stored underground . 99 72
Total inventories : $ 309 $ 284

Property, Plant and Equipment — - :

e : December 31,
2005 : 2004
Electricity generation $ 15,887 '$ 15,687
Other 389 395
Total . : coves 16,276 16,082
Less accumulated depreCiation ........cioi e eceteesicl ' : e 6834 6,521
Net of accumulated depreciation ............ reemenssessesnin ' X 9,442 9,555
Construction work in progress......... e ' 401 247
Nuclear fuel (net of accumulated amortization: 2005 — Sl 058; 2004 — $998)....cocnrreninen - ) 115 118
Property, plant and equlpment net.. : » $ 9958 k $ 9920

Depreciation expense as a percent of average depreciable property approximated 1.9% for 2005, 2.0% for
2004 and 2.2% for 2003

Assets related to capltal leases included above totaled $100 million at December 31, 2005 and $8 million at
December 31, 2004 net of accumulated deprecrauon

The following table summarizes the changes to the asset retirement llablhty during 2005:

Asset retirement liability at December 31, 2004 . $631

Additions: : :
Accretion ) 33
Asbestos removal and disposal costs (a) ) 17
Incremental mining reclamation costs S ' 40

Reductions: o - ., . o .
RECIAMALION PAYMENLS . e rrsessnrsseresssrs-ecseersoeee R SR 1) I
Net change in nuclear decommissioning liability (b)........seersssesessne: -(136)

Asset retirement liability at December 31, 2005 S558

(a) Implementation of FIN 47. See Note 3.
(b) Impact of revised decommissioning study, which included reduced cost escalation factors.

Accounting under SFAS 143 has no earnings impact with respect to the recognition of the asset retirement

costs for nuclear decommissioning, as all costs are recoverable through the regulatory process as part of TXU
Electric Delivery’s rate setting.
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Intangible Assets — - o ‘ : | : ,
o ‘ R i A’ of December 31,2005~ - ‘ Asof December 31, 2004

"Gress . - Gross
Carrying 'Accumulated . ’ Carrying Accumulated

Amount  Amortization Net Amount  Amortization Net

Intangﬂaie assets lsubj ect to amortization included
in property, plant and equipment:

Capitalized software placed in service.......... 5 7 s 3 $ 4 $ 3 .81 $ 2
Land easements...... : 2 1 1 1
Mineral fights and Other .......c.covurrsmrcrer 31 24 7 3 23 8

Total... i 40 28 12 £36  £.25  J1

Aggregate TXU Energy Holdings amortization expense for intangible assets for the years ended December
31, 2005, 2004 and 2003 was $3 million, $20 million and $36 million, respectively. At December 31, 2005, the
welghted average useful lives of capitalized software, land easements and mineral rights noted above were 5 years,
54 years and 40 years, respectively. The estimated amount of amortization expense for the next five years is as
follows: $1 million for the years 2006 to 2009 and none for 2010.

Goodwill of $517 million at December 31, 2005 and 2004 was stated net of previously recorded accumulated
amortization of $60 million. TXU Energy Holdings transferred $16 million of goodwxll to US Holdmgs in
connection with the transfer of TXU Fuel Company to US Holdings on April 30, 2004,

'TXU Energy Holdings evaluates goodwill for impairment at least annually (as of Oétobgr 1) in aqcordaﬁce
with SFAS 142. The impairment tests performed are based on discounted cash flow analyses. No goodwill
impairment has been recognized for consolidated reporting units reflected in results from continuing operations.

" Supplemental Cash Flow Informiation — S
Year Ended December 31,

: 2005 2004 2003

Cash payments: e - i »

Interest (net of amounts capitalized) $ 358 $ 339 $ 262

Income taxes ; ' $ 523 8 225 8§ 92
Noucash investing and financing activities:

Transfer of TXU Fuel ownership $ - % @3)..-8 =~

Generation plant rail spur capital lease s 95 $ - $ ~

Transfer of pension and other postretirement benefit

obligations and related deferred tax SSets..........vvunnscerssmmssnense $ 137 S - 3 -

See Note 3 for the effects of adopting FIN 47 and SFAS 143, which were noncash in nature.
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Quarterly Information (unaudited) — Results of operations by quarter are summarized below.

In the opinion of TXU Energy Holdings, all other adjustments (consisting of normal recurring accruals)
necessary for a fair statement of such amounts have been made. Quarterly results are not necessarily indicative of
expectations for a full year’s operations because of seasonal and other factors.

Quarter Ended
March 31 June 30 Sept. 30 Dec. 31
2005:
Operating revenues $ 1,803 $ 2,227 $ 2,872 $ 2,425
Income from continuing operations before ‘ :
cumulative effect of changes in accounting principles 203 345 459 423
Loss from discontinued operations, net of tax effect 3) ) ) )
Cumulative effect of changes in accotinting principles, net of tax effect.........c..cconuu = - - (8)
Net income $ 200 $ 344 $__457 g 413
Quarter Ended
March 31 June30  Sept.30 Dec. 31
2004; ‘
Operating revenues § 1,957 $ 2,115 $ 2,517 $ 1,906
Income (loss) from continuing operations before
cumulative effect of changes in accounting principles. 116 (19) 309 2
Loss from discontinued operations, net of tax effect 3) ()} 3) m
Cumulative effect of changes in accounting principles, net of tax effect ........c.couu.e. - - - 4
Net income (loss) 3113 8 __(46) s 306 -

Included in fourth quarter 2004 income from continuing operations were lease termination costs of $180
million ($117 million after-tax) and charges related to the termination of a power purchase contract of $43 million
(528 million after-tax).
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Exhibits

(0]
2(a)

3@,
3(a)

3(ii)
3(b)

@)

4(a) - |

4(b)

(10)

10(a)

10(b)

10(c)

APPENDIX B

TXU Energy Company LLC Exhibits to Form 10-K for the Fiscal Year Ended |

‘Previously Filed*
With File - -As
Number Exhibit

December 31, 2005

Plan of Acqmsmon, Reorganization, Arrangement, Liquidatlon or Succession.

1-12833 2
Form 8- K
(filed January 16,

2002)

Articles of llicdrporation. ) |

333-108876 . 3(a)
Form S-4 (filed
September 17, 2003)

By-laws.

333-108876  3(b)
Form S-4 (filed o
September 17, 2003)

333-108876 - - . 4(a)
Form S-4 (filed SO
September 17, 2003)

333-108876 :  4(b)

Form S-4 (filed
September 17, 2003) -

| Material Contracts. .

Credit Agreements.

1-12833 10(c)
. Form 10-Q ,

(filed November 5

2004)

1-12833: - . 10(a):

Form 8-K

(filed April 1,2005) -

- 1-12833 Form8-K . - 10.1: ...
. (filed August. 18

2005) ; L ;“

" Master Separation Agreement by and among TXU Electric

Delivery Company, TXU Generation Holdings Company
LLC, TXU Merger Energy Trading Company LP, TXU
SESCO Company, TXU SESCO Energy Services Company,
TXU Energy Retail Company LP and TXU US Holdings
Company, dated as of December 14, 2001.:

Certificate of Formation of TXU Energy Company LLC,
dated November 5, 2001.

" Second Amended and Restated Limited Liabilily Company

Agreement of TXU Energy Company LLC, dated as of July

. 1,2003.
o A‘Ipstr’ument_s Deﬁhi_hgjihel nghts of SeCurity Holders, Including lndent’ures‘.**

Indenture (For Unsecured Debt Securities), dated as of
March 1, 2003, between TXU Energy Company LLC and
The Bank of New York.

Officer’s Certificate, dated March 11, 20()3 establishing the
terms of TXU Energy Company LLC’s 6.125% Senior Notes
due 2008 and 7.000% Senior Notes due 2013.

--$500 million Credit Agreement, dated as of November 4,

2004, between TXU Energy Company LLC and Wachowa
Bank, Nallonal Assocnatlon

$3.5 billion Amended and Restated Credit Agreement, dated
March 31, 2005, by and among TXU Energy Company LLC
‘and TXU Electric Delivery Company and JPMorgan Chase

. Bank, N.A,, Citibank, N.A., Wachovia Bank, National

*Assocnatlon, Bank of Amenca N.A., Calyon New York

. Branch and certain other lenders party thereto.
-, $1.0 billion Revolvmg Credit Agreement, dated August 12,

2005, by and among TXU Electric Delivery Company, TXU

-Energy Company LLC, Citibank, N.A., JPMorgan Chase

Bank, N.A., Calyon New York Branch, Deutsche Bank AG
New York Branch, Wachovia Bank, National Association

and certain other lenders party thereto.




Previously Filed*'

WithFile ~ . As .
Exhibits Number Exhibit
Other Material Contracts.
10(d) 1-12833 10G) Purchase and Sale Agreement between TXU Fuel Company
Form 10-Q and Energy Transfer Partners, L.P., dated April 25, 2004.
(filed August 6, T : i PR
2004) o A - . , - . .
10(e) - 1- 12833 10D - Master Framework Agreement, dated May 17, 2004, by and
' - Form 10-Q " between TXU Energy Company LLC and Capgemini Energy
(filed August 6, " LP. : oL ’ .
L 2004) : o o
10(f) 1- 12833 , 10(qq) - Lease Agreement, dated as of February 14, 2002, between
Form 10-K (2003) : P State Street Bank and Trust Company of Connecticut,
(filed March 12, National Association, as owner trustee of ZSF/Dallas Tower
2004) Trust, a Delaware grantor ‘trust, as Lessor and TXU
: -+ Properties Company, a Texas corporatlon, as Lessee (Energy
; , . Plaza Property). v o
10(g) 1-12833 10(r) Guaranty Agreement, dated February 14, 2002, by TXU
Form 10-K (2003) Corp. in favor of State Street Bank and Trust Company of.
(filed] March 12 Connecticut, National Association, as owner trustee of
A 12004) R ' ZSF/Dallas Tower Trust, a Delaware grantor trust, as Lessor.
10(h) 1- 12833 10(ss) * Additional Guaranty Agreement, dated November 19, 2002,
Form 10-K (2003) ,, by TXU Energy Company LLC in favor of State Street Bank
(filed March 12 and Trust Company of Connecticut, National Association, as
2004) ...- owner trustee of ZSF/Dallas Tower Trust, a Delaware
grantor trust, as Lessor. r
10(i) 1-12833 10(k) Agreement, dated as of March 10 2005, by and between
Form 10-K (2004) o TXU Electric Delivery Company and TXU Energy Company
(filed March 23, LLC allocating to TXU Electric Delivery Company the
2005) _ pension and post-retirement benefit costs for all TXU
Electric Company employees who had retired or had
terminated employment as vested employees prior to January
1, 2002. Do
12 - Statement Regarding Computation of Ratios.
12 A v Computation of Ratio of Earnings to Fixed Charges.
21 Subsidiaries of the Registrant. ’
21 Subsidiaries of TXU Energy Company LLC.
@y Rule l3a 14(a)/15d 14(a) Certxficatlons
31(a) Certlﬁcatlon of M. S. Greene, prmc1pal executive officer of
TXU Energy Company LLC, pursuant to Section 302 of the
. - Sarbanes-Oxley Act of 2002.
31(b) * Certification of Kirk R. Oliver, principal financial officer of

- TXU Energy Company LLC, pursuant to, Sectlon 302 of the
' Sarbanes-Oxley Act of 2002. .



Previously Filed*

With File As ,
Exhibits Number Exhibit ‘
(32) Section 1350 Certlficatlons , }
32(a) —  Certification of M.S. Greene, principal executive officer of

TXU Energy Company LLC, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002. .

32(b) : , , ‘—  Certification of Kirk R. Oliver, principal financial officer of
" TXU Energy Company LLC, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

* Incorporated herein by reference. .

*a Certain instruments defining the rights of holders of long-term debt of the registrant’s subsidiaries
included in the financial statements filed herewith have been omitted because the total amount of
securities authorized thereunder does not exceed 10 percent of the total assets of the registrant and its

“subsidiaries on a consolidated basis. Registrant hereby agrees, upon request of the Secuntles and’
Exchange Commission, to furnish a copy of any such omitted instrument.

B-3




Exhibit 31(a)
TXU ENERGY COMPANY LLC ' '
Certificate Pursuant to Section 302

of Sarbanes — Oxley Act of 2002

CERTIFICATION OF CEO
» 1, M. S. Greene, certify thet:
1. I have reviewed this annual report on Form IO-K' of TXU Energy Company LLC;
2. Based on my knowledge, this report does not centain 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 period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
reglslrant as of and for the penods presented in thls report;

4. The registrant’ s other certifying officer(s) and I are . responsible for eStdbiishing and maintaining disclosure
controls and procedures (as deﬁned in Exchange Act Rules 13a-15(e) and 15d-15(¢)) for the registrant 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
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

c¢. Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to matenally
affect, the registrant’s internal control over financial reporting; and

5. The registrant;s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

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 registrant’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 registrant’s internal control over financial reporting.

Date: March 6, 2006 /s/ M.S. Greene
Signature: M. S. Greene
Title: Chairman of the Board, President and Chief Executive
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Exhibit 31(b)
TXU ENERGY COMPANY LLC
Certificate Pursuant to Section 302
of Sarbanes — Oxley Act 0f 2002

CERTIFICATION OF CFO
I, Kirk R. Oliver, certify that:
1. Ihave reviewed thrs annual report on Form 10-K of TXU Energy Company LLC
2. Based on my knowlcdge this report does not contain any untrue statement of a material fact or omlt to state

¢ .4 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 period covered by this report;

3. Based on my knowledge the financial statements, and other financial information included in this report,
~ fairly present in all material respects the financial condmon results of operatrons and cash flows of the
registrant as of, and for, the periods presented in thls report

4. The registrant’s other certifying officer(s) and l are responsible for establishing and mamtammg disclosure
controls and procedures (as defiried in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant 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
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,

b. Evaluated the effectiveneés of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

c. Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

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 registrant’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 registrant’s internal control over financial reporting.

Date: March 6, 2006 /s/ Kirk R. Oliver
Signature: Kirk R. Oliver
Title: Executive Vice President and
Chief Financial Officer




Exhibit 32(a)

- kN <L r,; i
TXU ENERGY COMPANY LLC
Certificate Pursuant to Section’ 906

of Sarbanes — Oxley Act of 2002

CERTIFICATION OF CEO

The undersigned, M..S. Greene, Chairman of the Board President and Chief Executive of
TXU Energy Company LLC (the “Company”), DOES HEREBY CERTIFY that

"u"-rsa,'-lv..r

l v The Company s Annual Report on Form 10 K for the period ended December 31 2005
(the “Report™) fully complies with the requirements:of section :13(a) or 15(d) of the
' Securities Exchange Act of 1934, as amended' and ' g'

condrtlon and results of operatron of the Company

i ',.1 TS

"IN WITNESS WHEREOF the undersrgned has caused thts 1nstrument to be executed
this 6th day of March, 2006.

I VRN R
.
SR ML
S

: . : : /s/ M: S.'Gréené
L Name: M. S. Greene _
BT ' Title: Chairman of the Board, Presndent and Chief
- Executive -

L R B

A signed original of this written ‘statement recinrredby Section 906 has been provided to TXU Energy
Company LLC and will be retained by TXU Energy Company LLC and furnished to the Securities and
Exchange Commission or its staff upon request.
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Exhibit 32(b)

TXU ENERGY COMPANY LLC
Certificate Pursuant to Section 906
of Sarbanes — Oxley Act of 2002
CERTIFICATION OF CFO

The undersigned, Kirk R. Oliver, Executive Vice President and Chief Financial Officer of
TXU Energy Company LLC (the “Company”), DOES HEREBY CERTIFY that:

1. The Company’s Annual Report on Form 10-K for the period ended December 31, 2005
(the “Report”) fully complies with the requirements of section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended; and

2. Information contained in the Report fairly presents, in all material respects, the financial
condition and results of operation of the Company.

IN WITNESS WHEREOF, the undersigned has caused this instrument to be executed
this 6th day of March, 2006.

/s/ Kirk R. Oliver
Name: Kirk R. Oliver
Title: Executive Vice President and
Chief Financial Officer

A signed original of this written statement required by Section 906 has been provided to TXU Energy
Company LLC and will be retained by TXU Energy Company LLC and furnished to the Securities and
Exchange Commission or its staff upon request.
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