QL) TXU

[N

= Power

TXU Power

Comanche Peak Steam
Electric Station

P. 0. Box 1002 (EO1)
Glan Rose, TX 76043
Tel: 254 897 5203

Fax: 254 897 6652
mike.blevins € txu.com

Llike Blevins
Senior Vice President &
Chief Nuclear Officer

Ref: 10CFR140.21(c)

CPSES-200700346
Log# TXX-07039

February 8, 2007

U. S. Nuclcar Regulatory Commission
ATTN: Document Control Desk
Washington, DC 20555

SUBJECT: COMANCHE PEAK STEAM ELECTRIC STATION (CPSES)
DOCKET NOS. 50-445 AND 50-446
GUARANTEES OF PAYMENT OF DEFERRED PREMIUMS

Gentlemen:
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September 30, 2006 (enclosed), to demonstrate the Company’s ability to pay deferred
premiums under the Secondary Financial Program. The cash flow for the quarterly
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Should you have any questions, pleasc contact Mr. J. D. Seawright at (254) §97-0140.
Sincercly,
TXU Generation Company LP

By:TXU Generation Management Company LLC,
Its General Partner

Mike Blevins

By:
RafaeVFlores
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(V) QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2006
—OR—

( ) TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Commission Fflc Number 333-108876

TXU Energy Company LLC

(Exact Name of Registrant as Specified in its Charter)

A Dclaware Limited Liability Company 75-2967817
(State of Organization) (I.R.S. Employer Identification No.)
1601 Bryan Street, Dallas, TX 75201-3411 (214) 812-4600
(Address of Principal Exccutive Offices)(Zip Code) (Registrant’s Telephone Number)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Sccuritices
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subjeet to such filing requirements for the past 90 days. Yes_Y_  No

Indicate by check mark whether the registrant is a large aceelerated filer, an accelerated filer. or a non-accelerated filer. Sce
definition of “accelerated filer and large aceelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer Accelerated filer Non-Accelerated filer _v
Indicate by check mark if the registrant is a shell company (as defined in Rule [2b-2 of the Exchange Act). Yes No_Y

As of November 9, 20006, all outstanding common membership interests in TXU Energy Company LLC were held by TXU US
Holdings Company.

TXU Energy Company LLC meets the conditions set forth in General Instructions (1) (1) (a) and (b) of Form
10-Q and is therefore filing this report with the reduced disclosure format.
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GLOSSARY

When the following terms and abbreviations appear in the text of this report, they have the meanings indicated
below.

1999 Restructuring Legislation............... legislation that restructured the electric utility industry in Texas to
provide for retail competition

2005 Form 10-K .....covvvvverercincneeeceene TXU Energy Company’s Annual Report on Form 10-K for the year
ended December 31, 2005

CapEenlin .oo.vvcvevvieveeneecereeecrrnerrenrese e Capgemini Energy LP, a subsidiary of Cap Gemini North America

Inc. that provides business support services to TXU Energy
Company and TXU Electric Delivery

COMMISSION ....cveereeerrriereerrereeneetinenreerenees Public Utility Commission of Texas
EITFE . ietnnccresne e Emerging Issues Task Force
EITF 02-3 ..ot EITF Issue 02-3, “Issues Involved in Accounting for Derivative

Contracts Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities”

EPA US Environmental Protection Agency

...........................................................

ERCOT ..coiiecrieceitetcesreneesessaesens Electric Reliability Council of Texas, the Independent System
Operator and the regional reliability coordinator of the various
electricity systems within Texas

FASB ..ottt estetnacesesannns Financial Accounting Standards Board, the designated organization
in the privatc sector for establishing standards for financial
accounting and reporting

FERC ..oeettrrteeccrevscctrereeessnensenns US Federal Encrgy Regulatory Commission
FIN oottt ereesnnene Financial Accounting Standards Board Interpretation
FINAS..oeeieeicteirererececieissssareasseeeses FIN No. 45, “Guarantor’s Accounting and Disclosure Requirements

for Guarantees, Including Indirect Guarantees of Indebtedness of
Others = An Interpretation FASB Statements No. 5, 57, and 107 and
Rescission of FASB Interpretation No. 34"

FIN A8 .oiiiiiitiiinrriceesernervacsscsrennannonsesesannane FIN 48, “Accounting for Uncertainty in Income Taxes”

FItCh ittt eereeae Fitch Ratings, Ltd. (a credit rating agency)

FSP AUG AIR-L....cvieeecrerrrcnreeeeenanens FASB Staff Position No. AUG AIR-1, “Accoummg, for Planned
Major Maintenance Activities™

GV ettt e s reseesanaas gigawatts

GWheiiitcrccccrnresreesere s e eae gigawatt-hours

historical service territory...........ccee.e.. the territory, largely in north Texas, being served by TXU Corp.'s

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

IRS ettt US Internal Revenue Service
KWhe et kilowatt-hours
market heat rate.......cooevvevevevevnenncnnnne. Heat rate is a measure of the efficiency of converting a fuel source

to electricity. The market heat rate is based on the price offer of the
marginal supplier (gencrally gas plants) in generating electricity and
is calculated by dividing the wholesale market price of power by the
market price of natural gas.



MMBIU oot ceeserre e ecneeee million British thermal units

MOOAY’S .ottt Moody’s Investors Services, Inc. (a credit rating agency)

MY et e seere e megawatts

DMWH o megawatt-hours

NRC ...oveeecveneerre st st sseeane US Nuclear Regulatory Commission

price-to-beat rate .....vvnennniinnenns 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

PURA ....coirrerrrrrerreceremrereeesensssnsssesanes Texas Public Utility Regulatory Act

reference plants........ccccoevvvvinnnnnenncnnne, eight new power generation units to be built by subsidiaries of TXU
Corp. with a proprietary standardized “reference” plant design and
construction planning process

REP i retail electric provider
S&EP ... Standard & Poor’s Ratings Services, a division of the McGraw Hill
: Inc. Companies (a credit rating agency)

SEC ettt ees st ssesie e US Securities and Exchange Commission

Scttlement Plan ......ocoovevnevecvneccnncenenenas regulatory settlement plan that received final approval by the
Commission in January 2003

STAS ..cctrrrreree et secere et eeenes Statement of Financial Accounting Standards issued by the FASB

SFAS 34 ....oceeeenereseeeceereneeseseaesenen SFAS No. 34, “Capitalization of Interest Cost”

SFAS 87 ettt aesaseres SFAS No. 87, “Cmployers” Accounting for Pensions™

SFAS 88 ...eereecteereeceeerree e seerreeeeneas SFAS No. 88, “Employers’ Accounting for Settlements and
Curtailments of Defined Benefit Penston Plans and Termination
Benefits”

SFAS 106 ...cvovvvinririiriricriniiiereniieniones SFAS No. 106, “Employers’ Accounting for Postretirement
Benefits Other Than Pensions™

SFAS 109 ... SFAS No. 109, “Accounting for Income Taxes”

SFAS 123R ...t nreceenanenens SFAS No. 123R (revised 2004), “Share-Based Payment”

SFAS 132R ...oorieeeerrenrenrecerteienneenene SFAS No. 132R (revised 2003), “Employers® Disclosures about

Pensions and Other Postretirement Benefits™

SFAS 133 ...t SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities™ as amended and interpreted

SFAS 140 ... eccrneesnns SFAS No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities, a replacement
of FASB Statement 1257

SFAS 144 ..ot cccnisterenene SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets”

SEFAS 157 e eeeeeeeetcevscctressreeeessserennes SFAS No. 157, “Fair Valuc Measurcments”

iii



SFAS 158...

SG&A........

TXU Corp...

TXU DevCo

..............................................

TXU Electric Delivery .....cevrereevevcvnnenee

TXU Energy

Company.........uvvenrenrenenns

..............................................

..............................................

SFAS No. 158, “Employer’s Accounting for Decfined Benefit
Pension and Other Postretirement Plans”

selling, general and administrative

refers 1o the short-cut method under SFAS 133 that allows entities
to assume no hedge ineffectiveness in a hedging relationship of
interest rate risk if certain conditions arc met

Texas Commission on Environmental Quality

TXU Big Brown Company LP, a Texas limited partnership and
subsidiary of TXU Energy Company, which owns two lignite/coal-
fired gencration units in Texas

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

Refers to TXU Generation Development Company LLC, a
Delaware limited liability company and holding company
subsidiary of TXU Corp., which has been established for the
purpose of developing and constructing new lignite/coal-fired
generation facilities in Texas. While an affiliate of TXU Energy
Company, TXU DevCo is not a subsidiary of, or a parent company
to, TXU Energy Company.

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

Refers to TXU Energy Company LLC, a subsidiary of US
Holdings, andfor its consolidated subsidiarics, depending on
context, engaged in electricity generation and wholesale and retail
energy markets activities. This Form 10-Q and other SEC filings of
TXU Energy Company occasionally make references to TXU
Energy Company when describing actions, rights or obligations of
its subsidiaries.  These references reflect the fact that the
subsidiaries are consolidated with TXU Energy Company for
financial reporting purposes. However, these references should not
be interpreted to imply that TXU Energy Company is actually
undertaking the action or has the rights or obligations of its
subsidiaries.

Refers to TXU Energy Retail Company LP, a subsidiary of TXU
Energy Company engaged in the retail sale of power to residential
and business customers.

TXU Portfolio Management Company LP, a subsidiary of TXU
Energy Company

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 Company

iv



PART I. FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

TXU ENERGY COMPANY LLC
CONDENSED STATEMENTS OF CONSOLIDATED INCOME

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
{millions of dollars)
Opcerating revenucs... $3.091 $2,994 S 7,569 S 7,091
Costs and expenses:
Fuel, purchased power costs and delivery feeS i, 1.342 1,835 3,075 4,173
OPCIALING COSS wureerrcrmerennresrensrerserinrersisrsssssesanes 142 151 447 482
Depreciation and amortization : 82 78 251 234
Selling, general and administrative expenscs 137 139 383 367
Franchise and revenue-based taxes 31 27 84 77
Other income (Note 1) . ) (19) an (28)
Other deductions (Note 11) 4 6 198 19
INLCTESL INCOMIC..cceieeereecererererareresareseersaeseosnessesareessenacsnencrsaes oh @n (137) 42)
Interest expense and related charges (Note 13) i 108 102 310 287
Total costs and expenses 1,776 2,208 4.600 5569
Income from continuing operations before inCome taxes.. e vineeriennnns 1,315 696 2,969 1,522
Income tax expense 431 237 1,022 51§
Income from continuing operations .. 884 459 1,947 1,007
Loss from discontinued operations, net of tax benefit (Note 3) ..vvvveeienene - (2) : - (6)
INCELIICOMIC oot creen ettt bt sses st assssssassanasbobsnns 5884 S 457 S 1947 S Loo]

Sce Notes to Financial Statemients.



TXU ENERGY COMPANY LLC
CONDENSED STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
(millions of dollars)
Components related to continuing operations:
Income from continuing operations SRR S 884 S 459 S 1,947 S 1,007

Other comprehensive income:

Minimum pension liability adjustment (net of tax expense of
S-. 8-, S-and $4) - - - 7

Cash flow hedges:
Net change in fair value of derivatives held at end of period (net of
tax (expense) benefit of (S184), $38, (S205) and S31) (See Note
10) . 342 an 381 (58)
Derivative value net fosses reported in net income that relate to
hedged transactions recognized in the period (net of tax benefit

ol'S6. S10, S11 and S29) . 11 17 21 52
Total effect of cash flow hedges 353 (54) 402 (6)
Comprehensive income from continuing Operations........eevceinniecsenns 1,237 405 2349 1.008
Comprehensive loss from discontinued Operations........cvecncnnscreininies - (2) - (6)
Comprehensive inconie ... S 1,237 S 403 $2349 S Lo

Scee Notes to Financial Statements.
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TXU ENERGY COMPANY LL.C
CONDENSED STATEMENTS OF CONSOLIDATED CASI FLOWS

(Unaudited)
Nine Months Ended
September 30,
2006 2005
(millions of dollars)
Cash flows - operating activitics: v
Income from continuing OPCIAEONS ...vvueeeerecrernneire et bebsassbeses S1,947 $1.007
Adjustments to reconcile income from continuing operations to cash provided by operating activities:
Depreciation and amortization b 302 279
Deferred income taxes and investment tax CIEdits = DO c..cevrcecrevencrree et ssesies 20 (56)
Net effect of unrealized mark-to-market valuations......... (287) 87
fmpairment of natural gas-fired generation plants ..., 196 -
Bad debt expense.. ' 52 37
Net gain on sale of asscts . ) (13)
Amortization of losses on dedesignated cash flow hedges.... 8 7
Net equity loss from unconsolidated affiliate FETTT OO 8 N
Stock-based incentive compensation expense . e s bbb 6 9
Credit related to impaired leases (4) (12)
Inventory write-ofT related to natural gas-fired generation plants 3 -
Change in retail clawback Hability ..o - (48)
Charge related to coal contract counterparty ¢l e - 12
Changes in operating asscts and liabilities OO 1,729 56
Cash provided by operating activities from continuing operations 3930 1,370
Cash flows — financing activitics:
Issuances of long-term debt........ . 100 71
Retirements of debt (605) an
Change in short-term borrowings:
COMIMCICIA] PAPOT ettt e a bbb s b b s e b s bn s e asan 54 -
Banks (145) 250
Dccerease in income tax-related note payable to TXU Electric Delivery (31) (40)
Distributions paid to parent..... (858) (525)
Excess tax benefits on stock-based incentive compensation 13 7
Debt premium, discount, linancing and reacquisition CXPENSLS . (13) (14)
Cash used in financing activitics from continuing opcerations (1.485) (322)
Cash flows — investing activities:
Advances to affiliates et e eaeaes . (1,864) (661)
Capital expenditures (411) (189)
Nuclear fuel an (57)
Proceeds from sale of asscts i1 36
Proceeds from pollution control revenue bonds deposited with trustee (99) -
Proceeds from sales of nuclear decommissioning trust fund securitics 165 127
Investments in nuclear decommissioning trust fund securities ... (177) (138)
OURCT caveevereveerieeetereiesssnarererssassssesasssasasessssnssessussssasconassnasntucstesstntstsessssssretesstssssssssossrsnsessrassrasssssssnsnsssssnse 2 2
Cash used in investing activitics from continuing operations...... (2.450) (RR0)
Discontinucd operations:
Cash used in operating activitics ... - (3)
Cash used in financing activities - -
Cash used in investing activitics - -
Cash used in discontinued operations..... —_ 3)
Net change in cash and cash equivalents ... . . (5) 165
Cash and cash cquivalents - beginning Balance.....cvirimii s 12 70
Cash and cash cquivalents —~ ending balance.....ooovevecerences ettt an S 7 S 235

Sce Notes to Financial Statements.



TXU ENERGY COMPANY LLC
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
September 30,  December 31,
2006 2003
(millions of dollars)
ASSETS
Current assets:
Cash and cash equivalents oo eecnrnece e . S 7 S 12
RESIICIC CASNcetiicreireci et tsa et sres e st sa s bt sbe bbb s e st a s . 3 8
Trade accounts receivable —- NCta..eiiiercccicnninnne ettt 947 1.178
Advances to parent 1.858 694
Note reccivable from parent 1.500 1,500
Income taxes receivable from Parenla .. - 361
INVENLOTICS ot reetreeertenteteasaror e a st e asaeantn e bresbe b e aeaesebes 314 309
Commaoadity contract asscts . 428 1.603
Cash flow hedge and other derivative nssus . . 6717 63
Margin deposits related to commaodity positions 30 247
Other CUMTCAL ASSCLS cevveererriseeirisssiaisiesesessesessesismsnnas 304 244
Total current asscts rereeveta et e s sarbebaae e 6,068 6219
Restricted cash . . 101 -
FVESTINICIUS tevetetrerrenerecreerer s srerersasrsessenentaersearassesesssssasssaes s b s b s b s b s R b s b b oS SE AR A s E S Eb RS b e R R SRS R SRS RS E e s RO RS RS RO RS E SRR b e RS 519 501
Advances 10 parent ... 700 -
Property, plant and cquipment — DCl i . 9,959 9,958
Goodwill 517 517
Commodity contract asscts . . BRI POPOTTRONt 168 338
Cash flow hedge and other dmv.mv&. QSSCLS 1 uerrerirerrererersrarererarosentecacsseessransssentesersseensntrassosesaeassensaneres 117 68
Other noncurrent assets 190 203
Total asscts ........ eveeneseaenesenanne 3,339 S 17,806
LIABILITIES AND MEMBERSIHP INTERESTS
Current liabilities:
Short-term borrowings S 655 S 746
Long-term debt due currently 11 401
Trade accounts payable — nonafTiliates 683 879
Trade accounts and other payables to afTiliates 378 355
Commodity contract liabilitices . 509 1,481
Cash flow hedge and other derivative Imblhllcs 29 260
Margin deposits related to commodity positions . 721 357
Accrued income taxes payable to parent 620 -
Accrued taxes other than income 71 51
Other current liabilitics 311 415
Total current liabilities 3988 4,945
Accumulated deferred income taxes 3,050 2.800
Investment tax credits 315 326
Commadity contract liabilitics . 158 516
Cash flow hedge and other derivative liabilities 39 44
Notes or other liabilities due aftiliates 370 400
Other noncurrent liabilities and deferred Credits i 1,093 833
Long-term debt, less amounts duc currently 2,941 3.055
Exchangeable preferred membership interests, net of discount (§— and $222) - 528
Total liabilitics . 11,954 13453
Commitments and contingencies (Note 8)
Membership interests (Note 7):
Capital account 6,104 4474
Accumulated other comprehensive income (088) ...vvnccnvcvnininene, . 281 (21
Total MEMDBCISRIP IMETCSIS coeriieieeirr sttt ssstssssssesssasssrsssssbasssanesease 6,385 4353
Total liabilities and membership interests . . S 18,339 $ 17,806

Sce Notes to Financial Statements,



TXU ENERGY COMPANY LLC
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. SIGNIFICANT ACCOUNTING POLICIES AND BUSINESS

Description of Business — TXU Energy Company is a wholly-owned subsidiary of US Holdings, which is
a wholly-owned subsidiary of TXU Comp. TXU Energy Company is a holding company whose subsidiarics are
engaged in electricity generation, residential and business retail clectricity sales as well as wholesale energy
markets activities primarily in Texas. There are no reportable business segments within TXU Energy Company.

Busis of Presentation — The condensed consolidated financial statements of TXU Energy Company 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 2005 Form 10-K. All adjustments (consisting of normal recurring
accruals) necessary for a fair presentation of the results of operations and financial position have been included
therein.  As discussed below, certain reclassifications have been made to conform prior period data to current
period presentation.  All intercompany items and transactions have been eliminated in consolidation. Certain
information and footnote disclosures normally included in annual consolidated financial statements prepared in
accordance with US GAAP have been omitted pursuant to the rules and regulations of the SEC. Because the
condensed consolidated interim financial statements do not include all of the information and footnotes required
by US GAAP, they should be read in conjunction with the audited financial statements and related notes
included in the 2005 Form 10-K. The results of operations for an interim period may not give a true indication
of results for a full year. All dollar amounts in the financial statements and tables in the notes are stated in
millions of US dollars unless otherwise indicated.

As previously disclosed, a realignment of TXU Energy Company’s wholesale energy operations was
completed effective January 1, 2006. Under the realignment, management of wholesale purchases and sales of
power for purposes of balancing power supply and demand was segregated from the buying and selling of power
for trading purposes. Previously, all wholesale power purchases and sales were managed in aggregate under a
“portfolio management™ structure, as the primary activity was energy balancing, and all wholesale activity
utilized (and continues to utilize) contracts for physical delivery. Financial derivative instruments, as arc
common in natural gas markets, are not as readily available in the Texas power market. The realignment reflects
an expectation of a growing market for power trading in Texas. Under the previous structure, all purchases and
sales scheduled with ERCOT for delivery were reported gross in the income statement, and “booked-out” sales
and purchases (agreement with the counterparty to net settle before scheduling for delivery) were reported net.
Effective with the January 1, 2006 realignment and consistent with reporting for the first and second quarters of
2006, those contracts that are separately managed as a trading book and scheduled for physical delivery are
reported net upon settlement in accordance with existing accounting rules (EITF 02-03). All transactions
reported net, including booked-out contracts, are reported as a component of revenues. Gross revenues from
power trading activities in 2006 totaled approximately $384 million in the third quarter and $1.0 billion year-to-
date. »

Also, as previously disclosed, TXU Energy Company reviewed its reporting of ERCOT power balancing
transactions. These transactions represent wholesale purchases and sales of power for real-time balancing
purposes as measured in 15-minute intervals. As is industry practice, these purchases and sales with ERCOT, as
the balancing energy clearinghouse agent, are reported net. TXU Energy Company has historically reported the
net amount as a component of purchased power cost, as its retail load had exceeded baseload generation. The
amount had consistently represented a net purchase of power prior to 2005. With TXU Energy Company's
generation increasingly exceeding its retail load, the net balancing activity has more recently generally resulted
in nct sales of power. TXU Energy Company belicves that presentation of this activity as a component of
revenues more appropriately reflects its market position. Accordingly, consistent with reporting for the first and
second quarters of 2006, net power balancing transactions are reported in revenues and the prior years® amounts
have been reclassified. The amount reported in revenues for the third quarter and year-to-date periods of 2006
totaled $32 million and $6 million in net purchases, respectively. The amounts reclassified for the third quarter
and year-to-date periods of 2005 totaled $123 million and $189 million in net sales, respectively.



Commodity contract and derivative assets and liabilitics and margin deposits reported in the condensed
consolidated balance sheet reflect counterparty netting in accordance with legal right of offset agreements.

Discontinued Businesses — Note 3 presents detailed information regarding the effects of discontinued
businesses, the results of which have been classified as discontinued opcerations.

Use of Estimates — Preparation of TXU Energy Company’s 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 previous estimates or assumptions during the current period.

Changes in Accounting Standards — In September 2006, the FASB issued SFAS 157. SFAS 157
cstablishes a framework for measuring fair value. This statement is effective for fiscal years beginning after
November 15, 2007. TXU Energy Company expects that the adoption of the statement will impact mark-to-
market valuations of certain commodity contracts, but the effect is not expected to be material at this time.

Also, in September 2006, the FASB issued SFAS 158, which will be effective December 31, 2006 for TXU
Energy Company. SFAS 158 revises SFAS 87, 88, 106 and 132(R) and requires reporting in the balance sheet of
the funded status of defined benefit pension and other postretirement employee benefit (OPEB) plans. For TXU
Energy Company, the initial recognition of the funded status on the financial statements is expected to be
reflected as a decrease in the defined benefit obligation and an increase in accumulated other comprehensive
income. SFAS 158 docs not change the measurement or reporting of net periodic benefit costs in the income
statement.

TXU Energy Company is a participating employer in the pension and OPEB plans sponsored by TXU
Cormp. The funded status of the pension plan is determined on a total plan basis and has been allocated to TXU
Energy Company using assumptions designed to provide a reasonable approximation of the funded status for its
participants. Historically, TXU Corp. has only made contributions to the OPEB plan for its regulated businesses.
As a result, no OPEB plan assets have been allocated to TXU Energy Company. Following is an indicative
estimate of the effect on the consolidated balance sheet of the adoption of SFAS 158 based on a December 31,
2005 measurement:

Increasc to

September 30, 2006
Balances

Noncurrent assets:

Prepaid defined benetit pension S 91
Noncurrent liabilitics:

Accumulated deferred income taxes S 26

OPEB obligation e et sn ettt sttt serene S 14
Membenship interests:

Accumulated other comprehensive inCOME wvviviiiniisesnenne S 51

The amounts to be recorded in the fourth quarter of 2006 upon adoption of SFAS 158 will be based on
TXU Energy Company’s allocation of the measurements of TXU Corp.’s pension and OPEB plans at the
December 31, 2006 year-end date, which has been TXU Energy Company’s practice but is now required under
SFAS 158.

In September 2006, the FASB issued guidance regarding accounting for major maintenance activities
(referred to as FSP AUG AIR-1). This guidance prohibits the use of the accrue-in-advance method of
accounting. TXU Energy Company expenses major maintenance costs as incurred, and therefore the guidance
is not applicable.



In July 2006, the FASB issued FIN 48. FIN 48 provides clarification of the accounting for uncertainty in
incomie taxes in accordance with SFAS 109 and requires disclosure of tax benefits taken that do not qualify for
financial statement recognition. FIN 48 is effective for fiscal years beginning after December 15, 2006. TXU
Energy Company is currently evaluating the potential impact of this standard.

2.  IMPAIRMENT OF NATURAL GAS-FIRED GENERATION PLANTS

As previously disclosed in the second quarter of 2006, TXU Energy Company performed an evaluation of
its natural gas-fired generation plants for impairment in accordance with the requirements of SFAS 144, which
provides that long-lived assets should be tested for recovery whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. In considcration of the new lignite/coal-fired
generation plant development program, among other factors, TXU Encrgy Company determined that it was more
likely than not that its gas-fired generation plants, which have generally been operated to meet peak demands for
power, would be sold or otherwise disposed of before the end of their previously estimated uscful lives and
should be tested for impairment as an asset group.  As a result, it was determined that an impairment existed, and
a charge of $196 million ($127 million after-tax) was recorded in 2006 to write down the assets to fair value,
which was determined based on discounted estimated future cash flows. Future cash flow expectations are
subject to considerable estimation, including forecasts of future natural gas prices and market heat rates. Further, -
the form and timing of usage and ultimate disposition of the plants is uncertain. Because of the highly
judgmental nature of key assumptions and potential volatility of market conditions, the estimate of impairment is
subject to future changes. The impairment was reported in other deductions in the Condensed Statements of
Consolidated Income. (Also sce Note 11.)

3. DISCONTINUED OPERATIONS

Discontinued opcrations in 2005 represents the results of the Pedricktown, New Jersey power production
business sold in July 2005 as follows:

Threc Months Ended Nine Months Ended
Sceptember 30, 2005 September 30, 2005

OPCrating TOVENUCS cvevevevenreeeererereereerrersercrerssersrssassasssese S - S 12
Operating costs and expenscs . - 14
Operating [0ss belOre inCOME AXES woveecrcrrrerererornreeraenne - 2)
Income tax benefit. - -
Charges related 1o exit (afler-taX) v evevccrereensesennanns 2) (4)
Loss from discontinued operations......ceceevennn S (2) S (6)

4. TEXAS MARGIN TAX

As previously disclosed, the Texas legislature enacted a new law in May 2006 that reforms the Texas
franchise tax system and replaces it with a new tax system, referred to as the Texas margin tax. The Texas
margin tax is a significant change in Texas tax law because it generally makes all legal entities subject to tax,
including general and limited partnerships, while the current franchise tax system applies only to corporations
and limited liability companies. TXU Energy Company conducts significant operations through Texas limited
partnerships that will become subject to the new Texas margin tax. The effective date of the Texas margin tax,
which has been interpreted to be an income tax for accounting purposes, is January 1, 2008 for calendar year-end
companics, and the computation of tax liability is expected to be based on 2007 revenues as reduced by certain
deductions.

In accordance with the provisions of SFAS 109, which require that deferred tax assets and liabilities be
adjusted for the effects of new tax legislation in the period of enactment, TXU Energy Company estimated and
recorded a net charge to deferred tax expense of $42 million in the sccond quarter of 2006. The estimate is
based on the Texas margin tax law in its current form and the current guidance issued by the Texas Comptroller
of Public Accounts (Comptroller). TXU Encrgy Company expects the law to be amended in the next Texas
legislative session beginning in January 2007 and for the Comptroller to issue further guidance. TXU Energy
Company will monitor these developments and make any appropriate changes to its estimate.



5. TRADE ACCOUNTS RECEIVABLE AND SALE OF RECEIVABLES PROGRAM

Sale of Receivables — TXU Encrgy Company participates in an accounts receivable sccuritization
program cstablished by TXU Corp. for certain of its subsidiaries, the activity under which is accounted for as a
sale of accounts receivable in accordance with SFAS 140. Under the program, subsidiaries of TXU Encrgy
Company sell trade accounts receivable to TXU Receivables Company, a consolidated wholly-owned
bankruptcy-remote dircct 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). The
current program is subject to renewal in June 2008.

As of September 30, 2006, the program funding to all TXU Corp. subsidiary participants (originators)
totaled $700 million, which is the maximum amount of funding currently available under the program. The
program funding to TXU Energy Company as of Scptember 30, 2006 totaled $626 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 availability for all
originators is reduced by 100% of the originators’ customer deposits if TXU Energy Company’s fixed charge
coverage ratio is less than 2.5 times; 50% if TXU Energy Company’s coverage ratio is less than 3.25 times, but
at least 2.5 times; and zero % if TXU Energy Company’s coverage ratio is 3.25 times or more. The originators’
customer deposits, which totaled $115 million, did not affect funding availability at that date as TXU Energy
Company’s coverage ratio was in excess of 3.25 times.

All new trade receivables under the program generated by TXU ECnergy Company are continuously
purchased by TXU Reccivables 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 Reccivables Company, reflect scasonal variations in the level of accounts receivable,
changes in collection trends as well as other factors such as changes in sales prices and volumes. TXU
Receivables Company has issued subordinated notes payable to TXU Energy Company for the difference
between the face amount of the uncollected accounts receivable purchased, less a discount, and cash paid to
TXU Energy Company that was funded by the sale of the undivided interests. The balance of the subordinated
notes issued to TXU Energy Company, which is reported in trade accounts receivable, was $565 million and
$154 million at September 30, 2006 and December 31, 2005, respectively.

The discount from face amount on the purchase of receivables principally funds program fees paid by TXU
Receivables Company to the funding entities. The discount also funds a servicing fee paid by TXU Receivables
Company to TXU Business Services Company, a direct subsidiary of TXU Corp. The program fees, also
referred to as losses on sale of the receivables under SFAS 140, consist primarily of interest costs on the

underlying financing and totaled $25 million and $12 million for the nine-month periods ending September 30,
2006 and 2005, respectively, and averaged 5.7% and 3.4% (on an annualized basis) of the funding under the
program for the first nine months of 2006 and 2005, respectively. The servicing fee, which totaled
approximately $3 million in the first nine months of both 2006 and 2005, compensates TXU Business Services
Company for its services as collection agent, including maintaining the detailed accounts receivable collection
records. The program and servicing fees represent essentially all the net incremental costs of the program to
TXU Energy Company and are reported in SG&A expenses.

The accounts receivable balance reported in the September 30, 2006 consolidated balance sheet has been
reduced by $1,191 million face amount of trade accounts receivable sold to TXU Receivables Company,
partially offset by the inclusion of $565 million of subordinated notes receivable from TXU Receivables
Company. Funding under the program increased $44 million to $626 million for the nine months ended
September 30, 2006 and increased $213 million to $624 million for the nine months ended September 30, 2005.
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 balance approximated
fair value due to the short-term nature of the collection period.



Activities of TXU Recceivables Company related to TXU Energy Company for the nine months ended
September 30, 2006 and 2005 were as follows:

Ninc Months Ended September 30,

2006 2005

Cash collections on accounts receivable e S 5259 S 4,626
Face amount of new receivables purchased . (5,714) (4,894)
Discount from face amount of purchased receivables e 28 1S
Program fecs paid. (25) (12)
Servicing fees paid (3) 3)
Increase in subordinated notes Payable. .. _an 58

Operating cash flows provided to TXU Encrgy Company under the program.......e... S (4 S _(213)

Upon termination of the program, cash flows to TXU Encrgy Company would be delayed as collections of
sold reccivables would be used by TXU Receivables Company to repurchase the undivided interests sold instead
of purchasing new rcccivables. The level of cash flows would normalize in approximately 16 to 30 days.

Contingencies Related to Sale of Receivables Program — Although TXU Receivables Company 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 the originators ceasc to maintain their required fixed charge coverage ratio and debt to capital
(leverage) ratio; or
2) the delinquency ratio (delinquent for 31 days) for the sold receivables, the default ratio (delinquent 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 portfolio of sold receivables, not separately to
the receivables of each originator.

Trade Accounts Receivable

September 30, December 31,

2006 2005

Gross trade accounts receivable S$1,599 S1,791
Undivided interests in accounts reccivable sold by TXU Receivables Company ... (1,191 (736)
Subordinated notes receivable from TXU Receivables Company ....ocecveevccncnicnne 565 154

Allowance for uncollectible accounts related to undivided interests in

reccivables retained e —(20) an
Trade accounts reecivable — reported in balance sheet S 947 SLI78

Gross trade accounts receivable at both September 30, 2006 and December 31, 2005 included unbilled
revenues of $443 million.

Allowance for Uncollectible Accounts —

2006 2005
Allowance for uncollectible accounts receivable as of January | S 3 S 15
Increase for bad debt expense. . 52 37
Deerease for account write-ofTs (55) (43)
Changes related 1o reecivables sold 13 24
Other (a) reerenresieasateseasasereseeseenss {s) 1S
Allowance for uncollectible accounts receivable as of September 30....... S 2 S 48

(a) Reflects an allowance established in 2005 for a coal contract dispute that was reversed upon settlement in 2006, Sec Note 1.

Allowances related to undivided interests in receivables sold are reported in current liabilities and totaled
$16 million and $29 million at September 30, 2006 and December 31, 2005, respectively.
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6. SHORT-TERM AND LONG-TERM DEBT

Short-term Borrowings — At September 30, 2006 and December 31, 2005, the outstanding short-term
borrowings of TXU Energy Company consisted of the following:

At September 30, 2006 At December 31, 2005
Outstanding Interest Outstanding Interest
Amount Rate (a) Amount Rate (a)
Commercial paper $ 360 5.56% $306 4.48%
Bank borrowings........ocvicieniciiceecininn S$295 5.88% $440 4.86%
Total . S655 S$746

(a) Weighted average interest rate at the end of the period.

Under the commercial paper program, TXU Energy Company may issue up to $2.4 billion of these
securitics. The program is supported by existing credit facilities.

Credit Facilities — At September 30, 2006, TXU Energy Company had access to credit facilitics as
follows:

At September 30, 2006
Authorized Maturity Facility Letters of Cash
Borrowers Date Limit Credit Borrowings | Availability
TXU Encrgy Company May 2007 S 1,500 S - S — S 1.500
TXU Enecrgy Company, TXU Electric Delivery June 2008 1,400 483 — 917
TXU Encrgy Company, TXU Electric Delivery August 2008 1.000 — 250 750
TXU Energy Company. TXU Electric Delivery March 2010 1.600 3 — 1.597
TXU Encrgy Company. TXU Electric Delivery June 2010 500 — — 500
TXU Encrgy Company December 2009 500 455 45 —
Total $6.500 S 94l S 295 S 5264

The $1.5 billion facility in the above table with a May 2007 maturity date was entered into by TXU Energy
Company in May 2006 on terms comparable to its existing facilities.

The maximum amount TXU Energy Company and TXU Electric Delivery can directly access under the
facilities is $6.5 billion and $3.6 billion, respectively. These facilities may be used for working capital and
general corporate purposes, including providing support for issuances of commercial paper and for issuing letters
of credit.

In addition, TXU Energy Company and TXU Electric Delivery have a $25 million joint uncommitted line
of credit facility without an expiration date and a $50 million joint uncommitted line of credit facility that
expires on December 31, 2006. The terms of these facilities are generally consistent with cxisting credit
facilities, except that funding remains at the discretion of the lenders. As of September 30, 2006, there were no
outstanding borrowings under these facilitics.

All letters of credit and cash borrowings under the credit facilities as of September 30, 2006 arc the
obligations of TXU Energy Company. In addition, TXU EClectric Delivery has outstanding commercial paper
supported by these facilitics totaling $615 million.
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Long-term debt — At Sceptember 30, 2006 and December 31, 2005, the long-term debt of TXU Energy
Company consisted of the following:

September 30,  December 31,

2006 2005
Pollution Control Revenuc Bonds:
Brazos River Authority:
5.400% Fixed Series 1994A due May 1,2029......... S 39 S 39

5.400% Fixed Series 19948 due May [, 2029, remarketing date May 1, 2006(a) (b)...... - 39

5.400% Fixed Serics 1995A due April 1, 2030, remarketing date May 1, 2006(a) (b) .. — S0
5.050% Fixed Series 1995B due June 1, 2030, run.ukclm"dllc June 19, 2006(a) (c) . — 114
7.7()0% Fixed Serics 1999A due April 1, 2033 (R1] i
6.750% Fixed Serics 19998 duc September 1, 2034, remarketing date April 1, 2013(@).cvvvncenee 16 16
7.700% 6 Fixed Series 1999C due March 1, 2032......... 50 50
3.850% Floating Series 2001A due October 1, 2030(d) 71 71
4.750% Fixed Serics 2001B due May 1, 2029, remarketing date November 1, 2000(a).......cocevneveccennes 19 19
5.750% Fixed Scries 2001C due May 1, 2036, umarkum" date November 1, 201 1{(@)vceveceevcenceeennns 217 217
3.790% Floating Scries 2001 D duce May 1, 2033(d) .ot 268 208
53109 6 Floating Taxable Serics 20011 due December 1, 2036(d) 62 62
3.850% Floating Series 2002A due May 1,2037(d) 45 45
6.750% Fixed Series 2003A due April 1, 2038, remarketing date April 1, 2013(a)vvieinciienninininnens 44 44
6.300% Fixed Serics 20038 due July 1,2032.....cccccineene 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) coveevveeeviennaree k1! 31
5.000% Fixed Series 2006 due March 1, 2041, retrterrereriseeeessuressteeensteesataresastteroaretassraeesaeraran 100 —
Sabine River Authority of Texas:
6.450% Fixed Scrics 2000A duc June 1, 2021, . Sl sl
5.500% Fixed Scries 2001 A due May 1, 2022, remarketing date November 1, 201 1(a)..nninnne. 91 91
$.750% Fixed Serics 2001B due May 1, 2030, remarketing date November 1, 2011(a).vencicnns 107 107
5.200% Fixed Series 2001C due May 1, 2028 70 70
5.800% Fixed Series 2003A duc July 1,2022 ......... 12 12
6.150% Fixed Series 20038 due August 1, 2022 45 45
Trinity River Authority of Texas:
6.250% Fixed Series 2000A due May 1, 2028 14 14
5.000% Fixed Series 2001A due May 1, 2027, remarketing date November 1, 200600 )..ccovvvirecnnenee 37 37
Other:
6.125% Fixed Senior Notes due March 15, 2008 (¢) 250 250
7.000% Fixed Scnior Notes due March 15, 2013........ 1,000 1,000
4.920% Floating Rate Scnior Notes duc January 17, 2006 (interest rate in efTect at
December 31, 2005) —_ 400
Capital 1ease OBHZAONS . .cveiciiiiiieccttr et e aeas bbb e anenene 101 103
Fair value adjustments related to interest rllc SWIAPS tevetierreerteeirneniersrstststsrsrermesinesiainisratnsstsresesasarararsrose 10 o
Total TXU Energy Company 2952 3,456
Less amount duc currently (11 (401)
Total long-term debt S 2941 S_3.0558

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

(b) Repurchased on May 1, 2006 for remarketing at a later date.

() Repurchased on June 19, 2006 for remarketing at a later date.

(d) Interest rates in effect at September 30, 2006. These series are in a weekly interest rate mode and are classified as long-term as they
are supported by long-term irrevocable letters of credit.

(¢) Interest rate swapped to variable on entire principal amount.
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In August 2006, TXU Energy Cémpany extended the $95 million Big Brown rail spur capital lease for five
years through 2011,

Debt Issuances, Repurchases and Retivements in 2006 — In June 2006, upon the scheduled mandatory
tender date, TXU Energy Company repurchased all of the Brazos River Authority Pollution Control Revenue
(Refunding) Bonds Series 1995B with an aggregate principal amount of $114 million at a price of 100% of the
principal amount thereof. TXU Energy Company currently plans to remarket these bonds.

In May 2006, upon the scheduled mandatory tender date, TXU Energy Company repurchased all of the
Brazos River Authority Pollution Control Revenue (Refunding) Bonds Series 1994B and 1995A with aggregate
principal amounts of $39 million and $50 million, respectively, at a price of 100% of the principal amounts
thereof. TXU Energy Company currently plans to remarket these bonds.

In March 2006, TXU Energy Company issued the Brazos River Authority Series 2006 Pollution Control
Revenue Bonds with an aggregate principal amount of $100 million. The bonds have a fixed interest rate of
5.0% and mature in March 2041. Net proceeds of $99 million (face amount less issuance expenses) from the
issuance are held in a trust and are classified as restricted cash. Amounts in the trust earn interest that is also
reported as restricted cash. Such proceeds will be released to TXU Energy Company by the trust at such time
documentation of qualified expenditures are presented and approved by the trustee. )

Other retirements of long-term debt in 2006 totaling $402 million represented payments at scheduled
maturity dates and included $400 million of TXU Encrgy Company scnior notes.

Fair Value Hedge — TXU Energy Company uses fair value hedging strategies to manage its exposure to
fixed interest rates on long-term debt. At September 30, 2006, $250 million of fixed rate debt had been
effectively converted to variable rates through an intercst rate swap transaction expiring in 2008. The swap
qualified for and has been designated as a fair value hedge in accordance with SFAS 133 (under the short-cut
method as the conditions for assuming no ineffectiveness are met).

Long-term debt fuir value adjustments —

September 30,

2006
Long-term debt fair value adjustments related to an interest rate swap at
beginning of period — increase in debt carrying valtiC. i S 9
Fair value adjustments during the period 3
Amortization of net gains on scttled fair valuc hedge (a) 2)
Long-term debt fair value adjustments at end of period — increase in debt
carrying value (nct in-the-moncy value of swap) S __10

(1) Net value of settled in-the-money fixed-to-variable swap that is being amortized as a reduction to interest expense over
the remaining life of the associated debt. Amount is pretax.

Any changes in open (unsettled) swap fair values reported as fair value adjustments to debt amounts are
offset by changes in derivative assets and liabilities.




7.  MEMBERSHIP INTERESTS

Effective September 30, 2006, TXU Energy Company’s exchangeable preferred membership interests,
which werc held entirely by subsidiaries of TXU Corp., were recapitalized into common equity membership
interests of TXU Encrgy Company. The principal amount of these preferred interests, net of the related
discount, were reported as a noncurrent liability in the condensed consolidated balance sheet.

The following amounts were reclassified to membership interests at September 30, 2006:

Principal amount of the preferred iNLETEStS v rrerrsrsseriesenns S 750

Remaining unamontized discount recorded at iSSUANCE v criisneinesinis (208)

Remaining unamortized issuance costs (a) 21)
Total amount recapitalized SS821

(a) Reported in other noncurrent assets in the condensed consolidated balance sheet.

Under SFAS 123R, compensation expense related to TXU Corp.’s stock-based incentive compensation
awards to TXU Energy Company's employees is accounted for as a noncash capital contribution from the parent.
Accordingly, TXU Energy Company recorded a credit to its membership interests account of $2 million and $6
million for the three and nine months ended September 30, 2006, respectively.

The increase in membership interests in 2006 in the table below also reflects the excess tax benefit of $13
million arising from the distribution date value of the stock-based incentive awards exceeding the reported
compensation expense.

Cash distributions of $286 million were paid to US Holdings in January 2006, April 2006 and July 2006.

The following table presents the changes in membership interests for the nine months ended September 30,
2006:

Accumulated
Other Total
Capital Comprchensive  Membership
Accounts Gain (Loss) Interests

Balance at December 31, 2005 . $4,474 S (121) $4,353

Net income ... 1.947 - 1,947

Distributions paid to parent (858) - (858)

Net effects of cash flow hedges (net of tax)...uceneeee. - 402 402

Effcets of stock-based incentive compensation

plans . . 19 - 19

Recapitalization of exchangeable preferred

membership interests 521 - 521

OLRCT .ottt s ennents | = |
Balance at September 30, 2006 56,104 S 281 6,38




8. COMDMITMENTS AND CONTINGENCIES

Wholesale Market Activity Investigation — On October 6, 2006, TXU Portfolio Management Company
was notified that the Commission had begun an investigation of its 2005 activities in the ERCOT wholesale
clectricity market as a result of observations noted in the 2005 State of the Market Report for the ERCOT
Wholesale Electricity Market performed by Potomac Economics, an economic consulting firm.  Although it has
not yet received any information requests from the Commission, TXU Portfolio Management Company believes
that the investigation will focus on activitics involving bids to sell balancing enecrgy and generation unit
commitments. Balancing energy represents approximately five to ten percent of the total energy sold in the
ERCOT wholesale market. TXU Portfolio Management Company intends to cooperate fully with the
Commission in its investigation.

Guarantees — TXU Energy Company has entered into contracts that contain guarantees to outside partics
that could require performance or payment under certain conditions. Guarantees issued or modified after
Deccember 31, 2002 are subject to the recognition and initial measurement provisions of FIN 45, which requires a
guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken
in issuing the guarantee.

Debt obligation of TXU Corp. — TXU Energy Company has provided a guarantee of the obligations under
TXU Corp.’s financing lease (approximately $99 million at September 30, 2006) for its headquarters building.

Residual value guarantees in operating leases — TXU Energy Company is the lessec under various
opcrating leases that obligate it to guarantec the residual values of the leased assets. At September 30, 2006,
both the aggregate maximum amount of residual values guaranteed and the estimated residual recoveries totaled
approximately $96 million. These lcased assets consist primarily of mining equipment and rail cars. The
average life of the lease portfolio is approximately seven years. A significant portion of the maximum guarantec
amount relates to leases entered into prior to December 31, 2002.

Letters of credit — At September 30, 2006, TXU Energy Company had outstanding letters of credit under
its revolving credit facilities in the amount of $449 million to support risk management and trading margin
requircments in the normal course of business, including over-the-counter transactions related to the long-term
hedging program, and for miscellancous credit support requirements. As of September 30, 2006, approximately
15% of the obligations supported by these letters of credit mature within one year, and substantially all of the
remainder mature in the next four years. Additionally, TXU DevCo’s commodity price hedging transactions
under a long-term hedging program were initially supported by letters of credit aggregating $500 million issued
by TXU Energy Company. On August 30, 2006, the letters of credit were cancelled by the counterparty and
replaced by a first-lien security interest in the assets of TXU Big Brown consisting of two lignite/coal-fired
generation units,

Further, TXU Energy Company has outstanding letters of credit under its revolving credit facilities totaling
$455 million at September 30, 2006 to support existing floating rate pollution control revenue bond debt of $446
million principal amount. The letters of credit are available to fund the payment of such debt obligations and
expire in 2009.

Contractual Obligations — TXU Energy Company has entered into an engincering, procurement and
construction contract for the development of two generation units. Contingent cancellation costs related to this
agreement totaled approximately $120 million at September 30, 2006. This amount could be reduced by
recovery values related to the assets acquired and for owned assets that are intended to be utilized in the project.
The obligations under the contract are expected to be assumed by TXU DevCo by the spring of 2007,
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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 LEurope during 2002 and the resulting
financial condition of TXU Corp. including reduction of TXU Corp.’s quarterly dividend in October 2002. 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. TXU Comp.
cannot predict the outcome of the SEC inquiry, but does not belicve that there were any violations of law or
regulation in connection with the events which arc the subject of the SEC’s inquiry. TXU Corp. has cooperated
with the SEC and conpleted the production of the documents requested by the subpoena. TXU Corp. has also
responded to the SEC's requests for information, including requests for production of additional email data.

Between October 19, 2004 and October 31, 2005, twelve lawsuits were {iled in various California superior
courts by purported customers against TXU Corp., TXU Energy Trading Company and TXU Encrgy Services
and other marketers, traders, transporters and scllers 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 1, I1, I1I, IV and V." The court denied TXU Corp.’s Motion to Quash Service for lack of personal
jurisdiction. 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
Company is, however, unable to estimate any possible loss or predict the outcome of these actions.

In addition to the above, TXU Energy Company is involved in various other legal and administrative
procecdings in the normal course of business the ultimate resolution of which, in the opinion of management,
should not have a material effect on 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 sulfur dioxide and nitrogen oxide emissions produced by
electricity generation plants. The capital requirements of TXU Energy Company and its subsidiaries have not
been significantly affected by the requirements of the Clean Air Act. In addition, all air pollution contro!
provisions of the 1999 Restructuring Legislation have been satisfied.

TXU Energy Company and its subsidiarics must comply with environmental laws and regulations
applicable to the handling and disposal of hazardous waste. TXU Encrgy Company and its subsidiaries are in
compliance with all current laws and regulations; however, the impact, if any, of changes to existing regulations

or the implementation of new rtegulation is not determinable. The costs to comply with environmental
regulations can be significantly affected by the following external events or conditions:

e changes to existing state or federal regulation by governmental authorities having jurisdiction over air
quality, water quality, control of toxic substances and hazaraous and solid wastes, and other
environmental matters; ;

e the identification of sites requiring clean-up or the filing of other complaints in which TXU Energy
Company or its subsidiaries may be asserted to be potential responsible parties.
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9. COMMODITY CONTRACT ASSETS AND LIABILITIES

Commodity contract asscts and liabilities generally arise from changes in the fair value of derivative
contracts entered into for commodity price hedging and proprietary trading purposes and include mark-to-market
values of derivative contracts that are either not accounted for as cash flow hedges or for which the “normal”
purchase or sale exemption has not been elected under SFAS 133.

Current and noncurrent commodity contract assets totaling $596 million at September 30, 2006 and $1.9
billion at December 31, 2005 are stated net of applicable credit (collection) and performance reserves totaling $9
million and $12 million, respectively. Performance reserves are provided for direct, incremental costs to settle
the contracts.

Current and noncurrent commodity contract liabilities totaled $667 million at September 30, 2006 and $2.0
billion at December 31, 2005.

10. CASIH FLOW HEDGES UNDER SFAS 133

TXU Energy Company experienced cash flow hedge ineffectiveness net gains related to positions held at
the end of the period of $129 million and $274 million for the three and nine month periods ended September 30,
2006, respectively. For the corresponding periods of 2005, the amounts were $1 million and $2 million in net
gains, respectively. Thesc amounts are pretax and are reported in revenues.

The net effect of recording unrealized mark-to-market gains and losses arising from hedge incffectiveness
(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 $136 million and $286 million in net gains for the three and nine month
periods ended September 30, 2006, respectively, and $2 million and $8 million in net gains for the three and nine
month periods ended September 30, 2005, respectively.

As of September 30, 2006, commodity positions accounted for as cash flow hedges reduce exposure to
variability of future cash flows from future revenues or purchases through 2011,

Cash flow hedge amounts reported in the Statements of Consolidated Comprehensive Income exclude net
gains and losses associated with cash flow hedges entered into and settled within the periods presented. These
totaled $12 million in after-tax net losses and $6 million in after-tax net gains for the three and nine month
periods ended September 30, 2006, respectively, and $4 million and $6 million in after-tax net gains for the
corresponding periods of 2005.

TXU Energy Company expects that $129 million in after-tax net gains related to cash flow hedges included
in accumulated other comprehensive net income will be reclassified into net income during the next twelve
months as the related hedged transactions arc settled and affect net income. Of this amount, $135 million in
gains relate to commodity hedges and $6 million in losses relate to financing-related hedges.
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OTHER INCOME AND DEDUCTIONS
Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Other income:
Net gain on sales of assets (a)....... rreene s S 9 S 5 S 9 S 6
Gain on sale of power transmission project investment - 7 - 7
Insurance recovery of damage claim - 0 - 6
Power services agreement tenination fee ... - - - 4
Other - 1 2 5
Total Other INCOMC ..ttt sa e rens S 9 S_19 s 1 S_28
Other deductions:
Impairment of natural gas-fired generation plants (b) S ) S - S 196 s -
Charge (credit) related to coal contract counterparty claim (c).. - - (12) 12
Inventory write-off refated to natural gas-fired generation plants.......eeeeens - - 3
Capgemini outsourcing transition costs - 3 - 9
Equity losses ol afTiliate holding investment in Capgemini. 3 2 8 5
Charge (credit) related to impaired leases (d) - - 4 (12)
Other 3 1 7 S
Total other deductions ...... s __ 4 S 6 S 198 S 19
() In the third quarter of 2006, TXU Energy Company recorded an S8 million gain related to the sale of mineral interests.

(b) Sce Note 2 for discussion of impairment charge recorded in the second quarter of 2006. The S2 million adjustment in the third quarter

relates to combustion turbines held by another TXU Corp. subsidiary.

(c) In the first quarter of 2006, TXU Encrgy Company recorded income of $12 million upon the scttlement of a clhim against a
counterparty for nonperformance under a coal contract. A charge in the same amount was recorded in the first quarter of 2005 for

losses due to the nonpertormance.

(d) Amounts recorded in 2005 and 2006 for impaired leases relate to gas-fired combustion turbines that TXU Energy Company has
ceased operating for its own benefit. The amounts represent adjustinents to the estimated charge of S157 million recorded in 2004 for

net liabilities under the leases.
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RELATED-PARTY TRANSACTIONS

The following represent the significant related-party transactions of TXU Encrgy Company:

TXU Energy Company incurs electricity delivery fees charged by TXU Electric Delivery. These fees
totaled $346 million and $386 million for the thrce months ended September 30, 2006 and 2005,
respectively, and $900 million and $1.0 billion for the ninc months cnded September 30, 2006 and
2005, respectively.

TXU Electric Delivery has issucd sccuritization bonds to recover generation-related regulatory asscts
through a transition charge to its customers. The incremental income taxes TXU Electric Delivery will
pay on the transition charges it collects will be reimbursed by TXU Energy Company. Therefore, TXU
Energy Company's financial statements reflect a noninterest bearing note payable to TXU Electric
Declivery of $364 million ($32 million reported as current liabilitics) at September 30, 2006 and $395
million ($33 million reported as current liabilities) at December 31, 2005.

TXU Energy Company records interest expense to reimburse TXU Electric Delivery for interest on
TXU Electric Delivery’s securitization bonds. This interest expense totaled $13 million and $14
million for the three months ended September 30, 2006 and 2005, respectively, and $40 million and $42
million for the nine months ended September 30, 2006 and 2005, respectively.

Current and noncurrent advances to parent totaled $2.6 billion at September 30, 2006 and $694 million
at December 31, 2005. The average daily balances of the advances to parent totaled $2.4 billion and
$1.5 billion during the three months ended September 30, 2006 and 2005, respectively. Interest income
earned on the advances totaled $35 million and $16 million for the threc months ended September 30,
2006 and 2005, respectively. The weighted average annual interest rates were 5.72% and 4.21% for the
three months ended September 30, 2006 and 2005, respectively. The average daily balance of the
advances to parent were $1.6 billion and $1.1 billion during the nine months ended September 30, 2006
and 2005, respectively. Interest income earned on the advances totaled $67 million and $32 million for
the nine months ended September 30, 2006 and 2005, respectively. The weighted average annual
interest rates were 5.35% and 3.87% for the nine months ended September 30, 2006 and 2005,
respectively.

In December 2005, TXU Energy Company received a $1.5 billion note receivable from TXU Corp. in
partial scttlement of outstanding advances to parent. The note carries interest at the same rate applied to
advances to affiliates as discussed above. Interest income related to this note totaled $21 million and
$61 million for the three and nine months ended September 30, 2006, respectively.

TXU Corp. charges TXU Energy Company for financial, accounting, environmental and other
administrative services at cost. These costs, which are primarily reported in SG&A expenses, totaled
$15 million and $18 million for the three months ended September 30, 2006 and 2005, respectively, and
$51 million and $46 million for the ninc months ended September 30, 2006 and 2005, respectively.

Under Texas regulatory provisions, the trust fund for decommissioning the Comanche Peak nuclear
generation facility, reported in investments on TXU Energy Company’s balance sheet, is funded by a
delivery fec surcharge billed to REPs by TXU Electric Delivery and remitted to TXU Energy Company,
with the intent that the trust fund assets will be sufficient to fund the decommissioning liability,
reported in noncurrent labilities on TXU Energy Company’s balance sheet. Income and expenses
associated with the trust fund and the decommissioning liability incurred by TXU Energy Company are
offset by a net change in the intercompany receivable/payable with TXU Electric Delivery, which in
turn results in a change in the net regulatory asset/liability. The regulatory liability, which totaled $2
million at September 30, 2006 and is reported on TXU Electric Delivery’s balance sheet, represents the
excess of the trust fund balance over the decommissioning liability. The regulatory asset, which totaled
$8 million at December 31, 2005 and is reported on TXU Electric Delivery’s balance sheet., represents
the cxcess of the decommissioning liability over the trust fund balance.



» Distributions and discount amortization (both reported as interest cxpense) related to TXU Encrgy
Company's exchangeable preferred membership interests held entirely by subsidiaries of TXU Corp.
totaled $23 million and $22 million for the thrce months ended September 30, 2006 and 2005,
respectively, and totaled $67 million and $65 million for the nine months ended September 30, 2006
and 2003, respectively. Effective September 30, 20006, these securities were recapitalized into common
equity membership interests (see Note 7).

e In March 2006, US Holdings completed the purchase of the owner participant interest in a trust that
lcases combustion turbines to TXU Energy Company. The trust was consolidated by US Holdings at
December 31, 2005. In 2004, TXU Energy Company had recorded a liability for lease payments to the
trust because TXU Energy Company had ceased using certain of the combustion turbines for its own
benefit.  The remaining liability totaled $50 million (§12 million reported as due currently) at
September 30, 2006 and $59 million ($15 million reported as due currently) at December 31, 2005.
TXU Energy Company’s lease expense for the trust’s other combustion turbines that it continucs to
operate for its own benefit totaled $3 million and $8 million for the three and nine months ended
September 30, 2006, respectively, and are reported as operating costs.

¢ TXU Energy Company has a 53.1% limited partnership interest, with a carrying value of $16 million
and $24 million at September 30, 2006 and December 31, 2005, respectively, in a TXU Corp.
subsidiary holding Capgemini-related assets. Equity losses related to this interest totaled $3 million and
$2 million for the three months ended September 30, 2006 and 2005, respectively, and totaled $8
million and $5 million for the nine months ended September 30, 2006 and 2005, respectively. These
losses primarily represent amortization of software assets held by the subsidiary. The equity losses arc
reported as other deductions.

e TXU Corp. files a consolidated federal income tax return, and federal income taxes are allocated to
subsidiaries based on their respective taxable income or loss. As a result, TXU Energy Company had
an income tax payable to TXU Corp. of $620 million at September 30, 2006 and an income tax
receivable from TXU Corp. of $361 million at December 31, 2005.

e TXU Energy Company charges TXU DevCo for employee services related to the development of
generation facilities in Texas. These charges totaled $1 million and $2 million for the three and nine
months ended September 30, 2006, respectively, and are largely reflected as a reduction in TXU Energy
Company’s SG&A expenses.

See Notes 5, 7 and 13 for information regarding the accounts receivable securitization program and related
subordinated notes receivable from TXU Receivables Company, cash distributions to US Holdings and the
assumption by TXU Electric Delivery of certain TXU Energy Company pension and other postretirement benefit

costs, respectively.
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13. SUPPLEMENTARY FINANCIAL INFORMATION

Interest Expense and Related Charges —

Three Months Ended Nine Months Ended
September 30, September 30,

2006 2005 2006 2005

FICIESE cetceiecrrncrerr st ver e sea s senenens S 89 S 84 $ 256 S 224

Distributions on exchangeable preferred membership interests. ... 17 17 51 51

Amortization of discount and debt isSUanCe COstS wvvincninon. 8 4 22 21
Interest capitalized in accordance with SFAS 34 (6) (3) (19) (9)

Total interest expense and related charges e, S_108 S _102 $_310 S 287

Restricted Cash —
Balance Sheet Classification

At September 30, 2006 At December 31, 2005
Current Noncurrent Current Noncurrent
Assets Assets Asscts Asscts
Pollution control revenue bond funds held by trustee (Sec Note 6)....... S — S 10t S — S —_
AL OCT o 3 o~ 8 o
Total restricted cash S 3 S 10] S 8 S —

Inventories by Major Category —
Sceptember 30, December 31,

2006 2003
Matcrials and supplics rretre et S 116 S 108
Environmental energy credits and emission allowances .. encceeeennenes 15 21
Fucl stock . 95 81
Natural gas in storage . 88 99
Total inventorics S _314 S_309
Investments —
September 30, December 31,
2006 2005
Nuclear decommissioning trust S 424 S 389
Assets related to employee benefit plans, principally employee
savings programs 47 54
Land 3t 32
Investment in affiliate holding Capgemini-related assets ....eieevecnienennes 16 24
Miscellancous other 1 2
5519 S_S01

Total INVESUNCILS cverteueeeererererereessneresesacassesarasses

Property, Plunt and Equipment — As of September 30, 2006 and December 31, 2005, property, plant and
equipment of $10.0 billion for both periods is stated net of accumulated depreciation and amortization of $8.2
billion and $7.9 billion, respectively.
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Asset Retirement Obligations — For TXU Encrgy Company, such liabilities primarily relate to nuclear
generation plant decommissioning, land reclamation related to lignite mining, removal of lignite/coal-fired plant
ash treatment facilities and asbestos removal and disposal costs. There is 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.

The following table summarizes the changes to the asset retirement liability, reported in other noncurrent
liabilities and deferred credits in the condensed consolidated balance sheet, during the nine months ended
September 30, 2006:

Asset retirement Hability at December 31,2005 ..oevveeeeeeecveeeeeeveenas $558
Additions:

Accretion, et st baenns 27
Reductions:

Net chiange in mining land reclamation estimated liability................. )

Mining reclamation payments ........ —120)
Assct retirement liability at September 30, 2006 S561

Intangible Assets — Intangible assets other than goodwill are comprised of the following:

As of September 30, 2006 As of December 31, 2005
Gross Gross

Carrying Accumulated Carrying  Accumulated

Amount Amortization Net Amount Amortization Net
Intangible assets subject to amortization included
in property, plant and equipment:

Mincral rights and other i S 31 S 24 S 7 S 31 S 24 s 7
Capitalized software placed in service.......... it 5 6 7 3 4
Land cascments . 2 1 1 2 l 1
Total S _44 S 30 S 14 S__40 S_28 S 12

Aggregate amortization expense for intangible assets totaled $0.8 million and $1 million for the three
months ended September 30, 2006 and 2005, respectively, and totaled $2 million for both the nine months ended
September 30, 2006 and 2005, respectively. At September 30, 2006, the weighted average remaining useful
lives of mineral rights and other assets, capitalized software and land easements were 40 years, 6 years and 54
years, respectively.

The estimated aggregate amortization expense for each of the five succeeding fiscal years from December
31, 2005 is $1 million for the years 2006-2009 and less than $1 million for 2010.

Goodwill of $517 million at September 30, 2006 and December 31, 2005 was stated net of previously
recorded accumulated amortization of $60 million.
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Pension and Other Postretirement Benefits (OPEBs) — TXU [Energy Company is a participating
employer in the pension plan sponsored by TXU Corp. TXU Energy Company 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. The allocated pension and OPEB costs
applicable to TXU Encrgy Company totaled $4 million for both the three month periods ended September 30,
2006 and 2005 and $13 million and $11 million for the nine month periods ended September 30, 2006 and 2005,
respectively.

The discount rate reflected in net pension and OPEB costs in 2006 is 5.75%. The expected rate of return
on plan assets reflected in the 2006 cost amounts is 8.75% for the pension plan and 8.67% for OPEBs.

In June 2005, an amendment to PURA relating to pension and OPEBs 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 OPEB costs for all applicable former cmployces of the regulated
predecessor integrated electric utility, primarily TXU Energy Company’s 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 Company have
entered into an agreement whereby TXU Electric Delivery has assumed responsibility for TXU Energy
Company’s applicable pension and OPEB costs. In accordance with this agreement, TXU Energy Company’s
pension-related liabilities of $137 million and pension-related assets of $8 million were transferred to TXU
Electric Delivery in 2005 and 2006, respectively.

Severance Liabilities Related to Strategic Initiatives —

Liability for scverance costs as of December 31, 2005 S I8
Additions to liability (a)....... 8
Payments charged against liability 23)
Other adjustments 10 Hability.c..c.eceeceeeiiienctrnncennrc st ()

Liability for severance costs as of September 30, 2006 S_2

(2) Additions to the liability relate to an outsourcing of certain engincering services.

Supplemental Cash Flow Information —
Nine Months Ended
Scptember 30,

2006 2005

Cash payments (receipts) refated to continuing operations:

Interest (net of amounts capitalized) S 304 S 282

Income taxes S (169) S 523
Noncash investing and financing activities:

Capitat lease for generation plant rail spur S - S 95

Noncash contribution of pension-related assets ... (8) S 156

Recapitalization of exchangeable preferred membership interests....n... S 521 S -



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Member of TXU Energy Company LLC:

We have reviewed the accompanying condensed consolidated balance sheet of TXU Energy Company
LLC and subsidiaries (“TXU Energy Company™) as of September 30, 2006, and the related condensed
statements of consolidated income and comprehensive income for the three-month and nine-month
periods ended Scptember 30, 2006 and 2005, and of cash flows for the nine-month periods ended
Scptember 30, 2006 and 2005. These interim financial statements arc the responsibility of TXU
Energy Company’s management,

We conducted our reviews in accordance with the standards of the Public Company Accounting
Oversight Board (United States). A rcview of interim financial information consists principally of
applying analytical procedures and making inquiries of persons responsible for financial and
accounting matters. It is substantially less in scope than an audit conducted in accordance with the
standards of the Public Company Accounting Oversight Board (United States), the objective of which
is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we
do not cxpress such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such
condensed consolidated interim financial statements for them to be in conformity with accounting
principles generally accepted in the United States of America.

We have previously audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheet of TXU Encrgy Company as of
Dccember 31, 2005, and the related statements of consolidated income, comprchensive income,
membership interests, and cash flows for the year then ended (not presented herein); and in our report
dated March 1, 2006, we expressed an unqualified opinion on those consolidated financial statements.
In our opinion, the information set forth in the accompanying condensed consolidated balance sheet as
of December 31, 2005 is fairly stated, in all material respects, in relation to the consolidated balance
sheet from which it has been derived.

/s/ Deloitte & Touche LLP

Dallas, Texas
November 9, 2006
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

BUSINESS

TXU Encrgy Company is a wholly-owned subsidiary of US Holdings, which is a wholly-owned subsidiary
of TXU Corp. TXU Energy Company is a holding company whose subsidiaries are engaged in electricity
generation, retail electricity sales to residential and business customers as well as wholesale energy markets

activities primarily in Texas. TXU Energy Company is managed as an integrated business; therefore, there arc
no reportable business segments.

SIGNIFICANT DEVELOPMENTS IN 2006

New Generation Development Proeram

As previously disclosed, TXU Com., currently through TXU DevCo, intends to develop and construct up
to 11 lignite/coal-tired generation units in Texas. In connection with this development program, TXU Energy
Company expects to incur capital expenditures of approximately $550 million for environmental control systems
to voluntarily reduce emissions from TXU Energy Company’s existing lignite/coal fired-generation facilities.
Further, TXU Corp. is launching a renewable energy initiative involving investment in power facilities that is
expected to double TXU Energy Company's renewable energy portfolio to 1,400 MW by 2011.

Impairment of Natural Gas-Fired Generation Plants

As previously disclosed, in consideration of the new generation development program and other factors,
TXU Encrgy Company performed a test of recoverability of the carrying value of its natural gas-fired generation
plants. See Note 2 to Financial Statements for a discussion of the impairment of the plants, resulting in a charge
in 2006 of $196 million ($127 million after-tax).

Longo-term Hedging Program and Related Collateral Arrangements

As previously disclosed, TXU Corp. commenced a long-term hedging program in October 2005 designed
to reduce exposure to changes in future power prices due to changes in the price of natural gas. Under the
program, subsidiaries of TXU Energy Company have entered into market transactions involving natural gas-
related financial instruments. Since February 2006, TXU Energy Company has more than doubled its position
of forward gas sales for the period from 2006 to 2012, the substantial majority of which are being accounted for

as cash flow hedges of future energy transactions. The balance of the hedge transactions are marked-to-market
in net income. While there is significant corrclation in the movement of natural gas prices and wholesale power
prices in ERCOT because marginal demand is generally met with gas-fired generation plants, power prices do
not always move in tandem with natural gas prices. Given the size of the hedge program and the cross-
commodity 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 largely reported in other
comprehensive income, than TXU Energy Company has experienced in recent years. The effect on reported
earnings of unrealized hedge ineffectiveness net gains and mark-to-market net gains recorded under SFAS 133
(versus settlement accounting) totaled $139 million and $264 million pretax for the threc and nine month periods
ended September 30, 2006, respectively, for positions in the program. Based on the current size of the long-term
hedging program, a paraliel 0.1 (or approximately 1%) change in market heat rate across each year of the
program may cause up to an estimated $80 million to $100 million in cash flow hedge incflectiveness pretax
gains or losses in the period of such change. The other positions in the hedging program that are marked-to-
market could, with a similarly parallel $1.00/MMBtu move in gas prices, result in an estimated $160 million of
unrealized mark-to-market pre-tax gains or losses.
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As discussed below, TXU DevCo entered into a related series of hedging transactions in Junc 2006. The
discussion immediately above does not include any amounts related to TXU DevCo’s hedging transactions.

As part of TXU Corp.’s overall hedging program, in June 2006 TXU DevCo entered into a related series of
hedging transactions that allow hedging of movements in power prices through both new transactions and the
novation of existing TXU Energy Company hedging transactions to TXU DevCo.

Commodity hedging transactions typically require the posting of collateral to support potential future
payment obligations if the forward price of natural gas moves such that the hedging instrument is out-of-the-
money to the holder. Subsidiaries of TXU Energy Company have used cash and letters of credit to satisfy their
collateral obligations. TXU DevCo's hedging transactions were initially supported by lctters of credit
aggregating $500 million issued by TXU Encrgy Company. Considering the current and expected scale of its
hedging program and the desire to reduce the potential cffect on liquidity of collateral postings, on August 30,
2006, the $500 million of TXU Energy Company lctters of credit were replaced with a first-licn security interest
in the asscts of TXU Big Brown consisting of two existing lignite/coal-fired gencration units. This security
interest (Big Brown Lien) supports a portion of the positions in the long-term hedging program.

The Big Brown Lien is expected to be replaced as collateral for the TXU DevCo hedging transactions by a
capped first-lien and an uncapped second-lien on the assets of TXU DevCo on the earlier of December 31, 2007
or the date when TXU DevCo has secured air permits for the new Oak Grove generation units and at least four of
the eight new reference plants.

In accordance with the TXU DecvCo hedging agreement, on December 31, 2007, TXU DevCo expects to
dctermine the amount of hedging transactions that may be secured by licns on TXU DevCo assets. The hedge
amounts are expected to be based on an agreed-upon portion of each 1,000 megawatts of air-permitted capacity
that is expected to be commercially available between 2009 and 2012. To the extent there are excess hedges at
TXU DevCo, such hedges would be novated back to TXU Energy Company and continue to be secured by the
Big Brown Lien (or alternative collateral of equivalent value or letters of credit).

TXU Energy Retail Customer Initiatives

On October 3, 2006, in connection with the upcoming transition to full competition in the Texas retail
electricity market that will occur as a result of the expiration of price-to-beat on January 1, 2007, TXU Encrgy
Retail announced a strategy that includes the following four elements:

o Those residential customers receiving service from TXU Energy Retail as of October 29, 2006 and who

live in areas where TXU Energy Retail offers the price-to-beat rate will receive a special one-time
customer appreciation bonus of $100. This bonus program is expected to result in an estimated pretax

charge of approximately $165 million in the fourth quarter of 2006. These bonuses are expected to be
paid in four quarterly installments beginning November 2006.

e In order to protect customers against the risk of rising wholesale power prices, TXU Energy Retail has
committed to not raise rates for its residential price-to-beat customers and other month-to-month
customers paying a rate that is equal to the price-to-beat rate as of December 31, 2006 who choose to
remain on their existing plan and meet certain other criteria, for a period of three years or until at least
January 1, 2010.

e Tor a limited time, any residential price-to-beat customer who chooses one of TXU Energy Retail’s
non-price-to-beat plans, or any residential customer who chooses any of TXU Energy Retail's term
plans, will receive a $25 sign-up incentive. )

e An extension of TXU Energy Retail’s 10% discount program for low-income residential customers
through September 1, 2007.

Other than the impact of the one-time customer appreciation bonus, TXU Energy Company cannot predict
the imipact, if any, of the strategy on its results of operations.
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RESULTS OF OPERATIONS

All dollar amounts, except per unit amounts, in Management’s Discussion and Analysis of Financial
Condition and Results of Operations (including the tables), are stated in millions of US dollars unless otherwise
indicated.

The results of operations and the related management’s discussion of those results for all periods presented
reflect the discontinuance of certain operations (sce Note 3 to Financial Statements regarding discontinued
operations).

Sules Volume Data

Three Months Ended

Nine Months Ended

September 30, September 30,
2006 2005 Change % 2006 2005 Change %
Sales volumes:
Retail clectricity sales volumes (GWh):
Historical service territory:
Residential 8,838 9,965 (11.3) 20,896 23,382 (10.6)
Small business (a) ..... 2408 2.801 (14.0) 6,203 7124 12.9)
Total historical service termitory .o vcnncnens 11,246 12,766 (11.9) 27,099 30,500 (11.2)
Other territorics:
Residential ... 1,245 1,215 25 2,874 2,701 6.4
SMitll BuSINESS (2) cuverererererererrenresrseersescsrseressneseresconns 213 233 (8.6) 513 537 _(45)
Total Other LCITILOTICS uvveveeereserreeeeereseenesrsnsenes 1,458 1,448 0.7 3,387 3,238 4.6
Large business and other customers .o.veniniienns 3918 4,006 (2.2 10,703 12,540 (14.6)
Total retail electricity 16.622 18.220 8.8) 41,189 46,284 (11.0)
Wholesale clectricity sales volumes (b 10,268 15,679 (34.5) 27,138 40,504 (33.0)
Total sales volumes....... _26.890 _33.899 £20.7) 68327 86,788 213
Average volume (KVWh) per retail customer (c):
Residential eteer e ebrbe e e st st b b e s e e eneen 5244 5,500 4.7) 12,235 12,563 (2.6)
Small business 9,501 10,247 (1.3) 23,926 25,241 (5.2)
Large business and other customers... 81,369 71,972 13.1 210,515 192,090 9.6
Weather (service territory average) - percent of
normal (d):
Percent of normal:
Cooling degree days 109.0% 106.2% 118.5% 104.5%

(a)
(b)

(c)
()

Customers with demand of less than 1| MW annually.

Sce Note 1 to Financial Statements for discussion of reporting of trading and ERCOT balancing activity in 2006. Includes net
sales volumes related to ERCOT balancing of 103 GWh in the third quarter of 2006 and 1,910 GWh in the third quarter of 2005,

and net sales volumes of 1,268 GWh and 3,923 GWh in the nine months ended September 30, 2006 and 2008, respectively.

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 reporting
stations of the National Occanic and Atmospheric Administration (a federal agency under the US Department of Comimeree).
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Customer Count Data

Customer counts:

Retail electricity customers (end of period and in thousands) (a):
Historical service territory:
ReSIACDLIL oreeeieeeeceececceeerereseresaesoneesresnennes
Small business (b)...
Total historical Service ICITIOTY ceov v cricrrecesiesrersienssennes

Other territories:
Residential .
Small business (b). Leeverrersreetrearteartrartanstasatasntaenraans

Total other territorics ........

Large business and other customers
Total retail clectricity CUStOMErS ot

(a) Based on number of meters.
(b) Customers with demand of less than MW annually.

Ninc Months Ended
September 30,

2006 2005 Change %

1,670 1,804 (7.4)
265 285 (7.0)
1,935 2,089 (7.4)
234 203 15.3
8 1 143
242 210 15.2
47 55 {14.5)
2724 2354 (5.5)
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Revenue and Market Share Data

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 Change % 2006 2005 Change %
Operating revenues:
Retail electricity revenues:
Historical service temitory:
Residential e e S 1,333 S 1,208 10.3 S 3.086 S 2,682 15.1
SMAll BUSINCSS (D) coereriereereeeneenarensesrersesessesessiesrsressesins 357 333 12 923 R31 ALt
Total historical SCIvIce tCITIOTY ..cvvrreererciisiscsninene 1,690 1,541 9.7 4,009 3513 14.1
Other territories:
Residential 194 153 26.8 442 309 43.0
SMall DUSINGSS (2) cvverireerrirernerercessererinrseseessosessessesessesrsresens 25 24 42 61 51 19.6
Total other territories ... . 219 -1 23.7 503 360 39.7
Large business and other Customens ... 375 347 8t 1,031 1,006 _25
Total retail electricity revenues 2,284 2,065 10.6 5.543 4,879 13.6
Wholesale electricity revenues (b) 648 959 (32.4) 1.629 2,091 22.1)
Net gains (Jlosses) from risk management and trading
ACUVICS cevvveeereererereeieereeeneeseenaeas 72 (116) - 134 (122) -
OLher TEVENUCS ..ttt ssesneses 87 86 1.2 263 243 82
Total operating revenucs RO S_3.09] S 2994 32 S _7.569 S _7.091 67
Risk management and trading activities:
Realized net gains (losses) on settled positions ... S (7 S (1) S (s3) S (3%
Reversal of prior periods” unrealized net (gains) losses
on positions scttled in current period c..iiieininennns 21 3 1 (20)
Other unrcalized net gains (losses), including cash flow
hedge ineffectiveness 160 108) 286 (67)
Total net gains (losses) hY 72 S_(116) S___1M S _(122)
Average revenues per MWh:
Residential ........ S151.45 $121.81 243 S$148.44 S114.71 29.4
Small business S 145.66 S117.37 24.1 S146.44 S115.09 272
Large business and other Customers ..o S 9583 S 86.61 10.6 S 96.29 S 80.20 20.1
Estimated share of ERCOT retail markets (¢)(d):
Historical service territory:
Residential....oovieceenncoencnnens 67% 74%
Small business 67% 73%
Total ERCOT:
Residential 37% 40%
Small business eetisresesaeasestseerastesserasaiebesteae Rt bebaetabesae s e R e sae s neat et e s Rt e eR e bR et SR e bt st e bbb e b s 27% 30%
Large business and other customers 16% 19%

(a) Customers with demand of Iess than 1 MW annually.

(b) See Note | to Financial Statements for discussion of reporting of trading and ERCOT balancing activity in 2006. Includes net
purchases related to ERCOT balancing of $32 million in the third quarter of 2006 and $123 million of net sales in the third quarter of
2005, and net purchases of $6 million and net sales of S189 million in the nine months ended September 30, 2006 and 2005,
respectively.

(¢) Bascd on number of meters.

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

Three Moanths Ended Nine Months Ended
Scptember 30, Scptember 30,
Change Change
2006 2005 Yo 2006 2008 %o
Fucl, purchased power costs and delivery fees
(S millions):
Nuclear fuel S 22 S 21 48 S 65 S 60 83
Lignie/coalcenereneinesereresennenenes 124 121 25 353 354 _03)
Total bascload fucel..........en..e. 146 142 28 418 414 1.0
Natural gas/oil fucl and purchased power................. 740 1,104 (38.0) 1,429 2446 “1.6)
Other costs 41 64 (35.9) 163 197 (113
Fuel and purchased power Costs (@) v 927 1,400 (33.8) 2,010 3,057 (34.2)
Delivery lecs S 415 435 _(4.6) 1,065 L116 _(4.6)
Total ; e 51340 S 1,835 269)  S$3,075 $4,173 263)
Fucl and purchased power costs (which excludes
generation plant operating costs) per MWh: ]
Nuclear gencration..... S 4.29 S 422 1.7 S 4.25 S 4.20 1.2
Lignite’coal generation (b) ... S 1173 S 1122 45 S 121l S 171 34
Natural gas fuel and purchased power S 6987 S 6832 23 S 6571 S 5917 1.1
Delivery fee per MWh S 2475 S 2360 49 S 2560 S 2381 7.5
Production and purchased power volumes
(GWh):
Nuclear " 5,115 5.099 0.3 15.292 14,146 8.1
Lignite/coal 11.886 11,597 25 32,804 32,722 _03
Total bascload generation ......ceinnisnsienns 17,001 16.696 1.8 48,096 46.868 2.6
Natural gas-fired generation 1,948 1,682 15.8 3487 2947 18.3
Purchased power (a)...... 8.641 15,798 (45.3) 18,258 38,397 {52.4)
Total energy SUpPlY coveveicnrcerisninnninisisennen. 27,590 34,176 (19.3) 69,841 88,212 (20.8)
Less line loss and power imbalances. 00 277 - 1,514 1424 _63
Net energy supply VOIUINES .ccvcviieinnniiiviniinens 26,890 33,899 207 68,327 £6,788 £21.3)
Baseload capacity factors (%):
NUCTEAT rircecinerisisresisnsenens 101.2% 100.8% 04 102.0% 94.2% 83
Lignite/coal 95.8% 93.2% 2.8 89.5% 89.3% 0.2
Total bascload 97.3% 95.3% 2.1 93.1% 90.7% 2.

(3) Sce Note 1 to Financial Statements for discussion of reporting of trading and ERCOT balancing activity in 20006.
(b) Includes depreciation and amortization of lignite mining assets, which is reported in the depreciation and amortization expense
line item, but is part of overall fucl costs.
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TXU Energy Company’s results in the fourth quarter of 2006 arc expected to be impacted by the effects of
the retail initiatives described under “Significant Developments in 2006, principally a charge of approximately
$165 million for residential customer appreciation bonuses.

Three Months Ended September 30, 2006 Compared to Three Months Ended September 30, 2005

Operating revenues increased $97 million, or 3%, to $3.1 billion in 2006. Retail electricity revenues
increased $219 million, or 11%, to $2.3 billion.

e The retail revenue increase reflected $400 million in higher average pricing. Higher retail prices
reflected increases in natural gas prices that resulted in the regulatory-approved price-to-beat rate
increase implemented in October 2005 and January 2006.

e  The effect of higher retail pricing was partially offset by $181 million in lower retail volumes. Total
retail sales volumes declined 9%. Residential and small business volumes fell 11% on a net loss of
customers due to competitive activity and lower average consumption per customer. The lower
consumption reflected customer efficiency measures in response to prices and warmer weather. Large
business market volumes declined 2% as the effect of fewer customers was largely offset by higher
average consumption per customer. A change in large business customer mix reflected a continuing
strategy to improve margins.

¢ Retail electricity customer counts at September 30, 2006 declined 6% from September 30, 2005. Total
residential and small business customer counts in the historical service territory declined 7% and in all
combined territories declined 5%.

Wholesale electricity revenues decreased $311 million to $648 million. The decline was driven by the
changes in rcporting of wholesale power trading and ERCOT balancing activities described in Note 1 to
Financial Statements. These effects were partially offset by higher wholesale sales prices.

Results from risk management and trading activities, which are reported in revenues and include both
realized and unrealized (mark-to-market) gains and losses. reflected net gains of $72 million in 2006 and net
losses of $116 million in 2005. Because hedging 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 2006
included:

Results associated with the long-term hedging program
These results totaled $139 million in unrealized net gains and $30 million in realized net losses and

consisted of:
e  $132 million in unrealized cash flow hedge ineffectiveness net gains, which includes $127 million in

net gains on unsettled positions and $5 million in net gains that represent reversals of previously
recorded unrealized net losses on positions settled in the current period;

e  $7 million in unrealized mark-to-market net gains on unsettled positions that are not being accounted
for as cash {low hedges; and

e  $30 million in realized net losses associated with cash flow hedges, including $25 million previously
deferred in accumulated other comprchensive income, that partially offset the hedged electricity
revenues recognized in the current period.

Results associated with other risk management and trading activities

e  $15 million in unrealized net losses that represent reversals of previously recorded unrealized net gains
on physical power positions (which were economic hedges marked-to-market) that were settled in the
current period and reported in electricity revenues and fuel and purchased power costs;

e $14 million in realized net losses associated with hedges entered into in prior years (largely 2003),
including $10 miflion related to cash flow hedges previously deferred in accumulated other
comprehensive income, that partially offset the hedged electricity revenues recognized in the current
period;

e  $11 million in unrealized net losscs primarily relating to cconomic hedge positions that are marked-to-
market; and

e  $7 million in unrealized net gains on various commodity trading positions, primarily natural gas.
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Gross Margin

Three Months Fnded September 30,

2000 % of Revenue 2005 % of Revenue
OPCHING TOVENUCS cocererivrecnenirtsastsessctsnesssssssssnsnsess S 3.091 100% S 2,994 100%
Costs and cxpensces:
Fucl, purchased power costs and delivery fees ... 1,342 43 1.835 6!
Generation plant operating costs..... 142 5 151 5
Depreciation and amortization........cecnsieennen: 80 3 71 3
Gross margin ........... . S 1,527 49% S 93] kILY

Gross margin is considered a key operating metric as its changes measure the effect of movements in sales
volumes and pricing versus the variable and fixed costs to generate, purchase and deliver energy.

Gross margin incrcased $596 million, or 64%. to $1.5 billion in 2006. The gross margin increase reflected
the regulatory-approved price-to-beat increase implemented in October 2005 and January 2006, $139 million in
unrealized net gains from cash flow hedge ineffectiveness and mark-to-market valuations of positions in the
long-term hedging program and improved productivity of the baseload generation plants. The gross margin
performance was tempered by the effects of lower retail sales volumes and higher purchased power prices.

Gross margin as a percent of revenues increased 18 percentage points to 49%. The improvement reflected
the following estimated eftects:

e higher average pricing, as the average retail sales price per MWh rose 21% and the average wholesale
sales price per MWh rose 3% (7 percentage point margin increase);

e the effect of reporting wholesale power trading activity on a net basis (5 percentage point margin
increase);

e the effect of unrealized cash flow hedge ineffectiveness and mark-to-market gains related to the long-
term hedge program (2 percentage point margin increase); and

e improved baseload generation plant productivity (1 percentage point margin increase).

Fuel, purchased power costs and delivery fees declined $493 mitlion, or 27%, to $1.3 billion reflecting the
reporting of wholesale trading activity on a net basis as discussed in Note 1 to the Financial Statements, as wcll
as the decline in retail sales volumes and improved baseload generation plant productivity.

Operating costs decreased $9 million, or 6%, to $142 million in 2006. The decrease reflected:

e $8 million in lower maintenance expense., including amounts related to outages, due to timing of
projects; and
¢ $2 million in savings from staff reductions.

Depreciation and amortization (consisting almost entirely of amounts related to generation plants shown in
the gross margin table above) increased $4 million, or 5%, to $82 million reflecting higher expense associated
with mining reclamation obligations and rail spur capital lease amortization, partially offset by $4 million in
lower depreciation due to the impairment of natural gas-fired generation plants in the second quarter of 2006.
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SG&A expenses decreased $2 million, or 1%, to $137 million in 2006. The decrease reflected:

¢ $4 million in lower marketing expenses due to timing of activities;
$3 million benefit from cost reduction initiatives;

e 52 million in lower expenses related 1o stock-based incentive compensation and a deferred
compensation plan; and

e  $2 million in lower consulting fees related to various strategic initiatives,

partially offset by:

e  $5 million in higher bad debt expense reflecting higher retai! accounts receivable balances duc to higher
prices and the effects of a regulatory-mandated deferred payment arrangement and disconnect
moratorium applicable to certain retail customers; and

e  $5 million in higher fees related to the sale of accounts receivable program due to higher interest rates.

Franchise and revenue-based taxes increased by $4 million, or 15%, to $31 million reflecting higher state
gross receipts taxes due to higher revenues.

Other income totaled $9 miltion in 2006 and $19 million in 2005. Other deductions totaled $4 million in
2006 and $6 million in 2005. See Note 11 to Financial Statements for detail of other income and deductions.

Interest income increased by $40 million to $61 million in 2006 reflecting $26 million due to higher
average advances to affiliates and $14 million due to higher average rates.

Interest expense and related charges increased by $6 million, or 6%, to $108 million in 2006 reflecting §9
million in higher average rates, partially offset by $3 million of higher capitalized interest.

Income tax expense on income from continuing operations totaled $431 million in 2006 compared to $237
million in 2005. The effective tax rate was 32.8% in 2006 compared to 34.1% in 2005. The decrease in the
effective tax rate reflects increased estimated tax benefits related to lignite depletion and the production
deduction.

Income from continuing opcrations incrcased $425 million, or 93%, to $884 million in 2006 driven by
improved gross margin.



Nine Months Ended September 30, 2006 Compared to Nine Months Ended September 30, 2005

Operating revenues increased $478 million, or 7%, to $7.6 billion in 2006. Retail electricity revenues

increased $664 million, or 14%, to $5.5 billion.

The retail revenue increase reflected $1.2 billion in higher average pricing. Higher retail prices
reflected increases in natural gas prices that resulted in the regulatory-approved price-to-beat rate
increases implemented in May 2005, October 2005 and January 2006.

The effect of higher retail pricing was partially offset by $537 million in lower rctail volumes. Total
retail sales volumes declined 11%. Residential and small business volumes fell 10% on a net loss of
customers duc to competitive activity and lower average consumption per customer. The lower
consumption reflected customer efficiency measures in response to prices and warmer weather. Large
business market sales volumes declined 15% as the effect of fewer customers was partially offset by
higher average consumption per customer. A change in large business customer mix reflected a
continuing strategy to improve margins.

Retail electricity customer counts at September 30, 2006 declined 6% from September 30, 2005. Total
residential and small business customer counts in the historical service territory declined 7% and in all
combined territories declined 5%.

Wholesale electricity revenues decrcased $462 million to $1.6 billion. The decline was driven by the

changes in reporting of wholesale power trading and ERCOT balancing activitics described in Note 1 to
Financial Statements. These effects were partially oftsct by higher wholesale sales prices.

Results from risk management and trading activitics, which are reported in revenues and include both

realized and unrealized (mark-to-market) gains and losses, reflected net gains of $134 million in 2006 and net
losses of $122 million in 2005. Because hedging 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 2006
included:

Results associated with the long-term hedging program

These results totaled $264 million in unrcalized net gains and consisted of:

$257 million in unrealized cash flow hedge ineffectiveness net gains, which includes $262 million in
net gains on unscttled positions and $5 million in net losses that represent reversals of previously
recorded unrealized net gains on positions settled in the current period; and

$7 million in unrealized mark-to-market net gains on unsettled positions that are not being accounted
for as cash tlow hedges.

Results associated with other risk management and trading activities

$46 million in unrealized net losses that represent reversals of previously recorded unrealized net gains
on physical power positions (which were economic hedges marked-to-market) that were settled in the
current period and reported in electricity revenues and fuel and purchased power costs;

$57 million in realized net losses associated with hedges entered into in prior years (largely 2003),
including $24 million related to cash flow hedges previously deferred in accumulated other
comprehensive income, that partially offsct the hedged electricity revenues recognized in the current
period;

$29 million in unrcalized cash flow hedge inelfectiveness net gains, which includes $17 miillion in net
gains that represent reversals of previously recorded unrealized net losses on positions (largely the 2003
hedges) settled in the current period;

$38 million in unrealized net losses primarily relating to economic hedge positions that are marked-to-
market;

$84 million in realized net losses on settlement of economic hedge positions that partially offset the
hedged electricity revenues recognized in the current period; and

$70 million in unrcalized net gains that represent reversals of previously recorded net unrealized losses
on positions settled in the current period, primarily the economic hedges referred to immediately above.
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Gross Margin

Ninc Months Ended September 30,

2006 % of Revenue 2005 % of Revenue
OPCIALNE FOVENUCS couceriiserenirsressianiessmiaesosssssniessaenss S 7.569 100% S 7.001 100%
Costs and expenses:
Fuel, purchased power costs and delivery fees ... 3,075 41 4173 59
Generation plant Operating Costs...inininnes 447 6 482 7
Depreciation and amortization.....e..ceecicennnens 246 3 231 3
Gross margin........... st s bt aes 3.80 - S0% S 2205 3%

Gross margin increased $1.6 billion, or 72%, to $3.8 billion in 2006. The gross margin incrcase reflected
the regulatory-approved price-to-beat increases implemented in May 2005, October 2005 and January 2006,
$264 million in unrealized net gains from cash flow hedge ineffectiveness and mark-to-market valuations of
positions in the long-term hedging program and improved productivity of the baseload generation plants. The
gross margin performance was tempered by the effects of lower retail sales volumes and higher purchased power
prices.

Gross margin as a percent of revenues increased 19 percentage points to 50%. The improvement reflected
the following estimated effects:

e higher pricing, as the average retail sales price per MWh rose 28% and the average wholesale sales
price per MWh rose 16% (9 percentage point margin increase);

e the effect of reporting wholesale power trading activity on a nct basis (6 percentage point margin
increase); and

e the effect of unrealized cash flow hedge ineffectiveness and mark-to-market gains related to the long-
term hedge program (2 percentage point margin increase); and

e improved baseload generation plant productivity (1 percentage point margin increase).

partially offset by lower retail sales volumes (1 percentage point margin decrease).

Fuel, purchased power costs and delivery fees declined $1.1 billion, or 26%, to $3.1 billion reflecting the
reporting of wholesale trading activity on a net basis as discussed in Note 1 to the Financial Statements, as well
as the decline in retail sales volumes and improved baseload generation plant productivity.

Operating costs decreased $35 million, or 7%, to $447 million in 2006. The decrease reflected:

e  $32 million in lower maintenance costs reflecting costs incurred for the spring 2005 nuclear generation
plant refueling outage and the timing of other maintenance projects;
$6 million in lower incentive compensation expense; and
$7 million in severance and early retirement costs associated with generation outsourcing services
agreements entered into in early 2006.

Depreciation and amortization (consisting almost entirely of amounts related to generation plants shown in
the gross margin table above) increased $17 million, or 7%, to $251 million reflecting higher expense associated
with mining reclamation obligations and rail spur capital lease amortization, partially offset by $4 million in
lower depreciation due to the impairment of natural gas-fired generation plants in the second quarter of 2006.

34



SG&A expenses increased by $16 million, or 4%, to $383 million in 2006. The increase reflected:

e §$15 million in higher bad debt expense reflecting higher retail accounts receivable balances due to
higher prices and the effect of a regulatory-mandated deferred payment arrangement and disconnect
moratorium applicable to certain retail customers;

¢  $13 million in higher fees related to the sale of accounts reccivable program due to higher interest rates;
and

¢ $6 million in executive severance expense (including amounts allocated from parent),

partially offset by:

¢ $9 million in lower consulling fees primarily reflecting expenses in 2005 for the development and
implementation of the TXU Operating System to improve productivity;

e  $6 million in lower stock-based incentive compensation and deferred compensation expenses; and

¢  $4 million in lower marketing expenses due to timing of activities.

Franchisc and revenue-based taxes increased $7 million, or 9%, to $84 million reflecting higher state gross
receipts taxes due to higher revenuces.

Other income totaled $11 million in 2006 and $28 million in 2005. Other deductions totaled $198 million
in 2006 and $19 million in 2005. See Note 11 to Financial Statements for detail of other income and deductions.

Interest income increased by $95 million to $137 million in 2006 reflecting $61 million due to higher
average advances to affiliates and $34 million due to higher average rates.

Interest expense and related charges increased by $23 million, or 8%, to $310 million in 2006. The
increase reflects higher average interest rates of $21 million, partially offset by higher capitalized interest of $10
million and higher average borrowings of $12 million.

Income tax expense on income from continuing operations totaled $1.0 billion in 2006 compared to $515
million in 2005. The effective tax rate was 34.4% in 2006 compared to 33.8% in 2005. The 2006 amount
included a charge of $41 million (a 1.4 percentage point effective tax rate impact) representing an adjustment to
deferred tax liabilities arising from the enactment of the Texas margin tax as described in Note 4 to the Financial
Statements. The 2005 amount reflected a charge of $10 million (a 0.6 percentage point effective tax rate impact)
related to the settlement of the IRS audit for the 1994 to 1996 years.

Income from continuing operations increased $940 million, or 93%. to $1.9 billion in 2006 driven by
improved gross margin, partially offset by the charge for the write-down of the natural gas-fired generation
plants.
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Encrgy-Related Commodity Contracts and Mark-to-Market Activitics

The table below summarizes the changes in commodity contract assets and liabilities for the nine months
ended September 30, 2006. The net changes in these assets and liabilities, excluding “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 cash flow hedge accounting. For the nine months ended
September 30, 2006, this effect totaled $1 million in unrealized net gains, which represented reversals of net
losses recognized in prior periods on positions settled in the current period. These positions represent both

economic hedging and proprietary trading activities.

Nine Months

Ended
September 30,
2006
Commadity contract net liability at beginning of periodu.. i S (50)
Settlements of positions included in the epening balance (1).cvvvivivninenninea. |
Unrealized mark-to-market valuations of positions held at end of period............ -
Other activity (2)........... terereeere et tet e et e e er s errt e aa s R s L s e b e s sr e b e (16)
Commodity contract net liability at end of period cvcinieivniniiicnnne. S (L)

(1) Represents reversals of unrealized mark-to-market valuations of these positions recognized in carings prior to the beginning of

the period, to oftxet gains and losses realized upon scttlement of the positions in the current period.

(2} These amounts do not arise from mark-to-market activitics. 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.  Activity for the period
includes $24 million of natural gas received related to physical swap transactions as well as S8 million of option premium
payments.

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
incffectiveness 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, arc 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 related to commodity contracts
under SFAS 133 is summarized as follows:

Three Months Ended Nine Months Ended
September 30, Scptember 30,
2006 2005 2006 2005
Unrealized gains (losses) related to contracts marked-to-market ... S 3 S (107) S 1 S (95
Ineflectiveness gains related to cash flow hedges (@) .evnnenneennns 136 2 286 d
Total unrcalized gains (losses) related 1o commodity contracts ... S_139 S (105) S 287 S__(8D)

(a) See Note 10 to Financial Statements,

These amounts are reported in the “risk management and trading activities™ component of revenues.
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Muturity Table — Of the commodity contract net liability of $71 million at September 30, 2006, the
amount representing cumulative unrealized mark-to-market net gains that have been recognized in current and
prior years’ earnings totaled $38 million. The remaining net liability of $109 million is comprised principally of
amounts representing current and prior years® net receipts of cash or other consideration, including $102 million
related to natural gas physical swap transactions, as well as option premiums net of amortization. The following
table presents the unrealized net commodity contract liability arising from mark-to-market accounting as of
September 30, 2006, scheduled by contractual settlement dates of the underlying positions.

Maturity dates of unrealized commodity contract net assets (liabilities) at September 30, 2006

Less than Excess of
I year 1-3 years 4-5 vears Sycars Total

Source of fair value
Prices actively quoted ..oevereccninnes S 13 S18 S 7 S S 36
Prices provided by other

CXACTNA] SOUTCCS uviieererireneeesreerereneeens (65) 2 (8) | (70)
Prices based on models o.eeneciievecveenee 43 29 — - 72
Total S 9 $49 S () S S 38
Percentage of total fair value.....c.ee.... 23)% 129% (3)°%% (3% 100%

As the above table indicates, 106% of the net asset from unrealized mark-to-market valuations as of
September 30, 2006 maturc within three years. This is reflective of the terms of the positions and the
methodologics employed in valuing positions for periods where there is less market liquidity and visibility, The
“prices actively quoted” category reflects only exchange traded contracts with active quotes available. The
prices provided by other external sources™ category represents forward commodity positions at locations for
which over-the-counter broker quotes are available. Over-the-counter quotes for power in ERCOT generally
extend through 2010 and over-the-counter quotes for natural gas generally extend through 2015, depending upon
delivery point. The “prices based on models™ category contains the value of all nonexchange traded options,
valued using industry accepted option pricing models. In addition, this 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 combination of prices from two or more different
instruments, it has been included in this category.
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COMPREHENSIVE INCOME

Cash flow hedge activity reported in other comprehensive income from continuing operations consisted of

(all amounts after-tax):

Three Months Ended
September 30,

Nine Months Ended
Sceptember 30,

2006

2005 2006

2005

Net increase (decrease) in fair value of cash flow hedges (all commodity) held

AL CNA OF PETIOWU .o et seese e sesn e sresasstsnssasasssesesensnsnss S 342 S (7)) S 381 S (5%)
Derivative value net losses reported in net income that relate to hedged
transaction recognized in the period:
Commaodities . RSP 14 16 47
Financing — intCrest rate SWaps .vevenencnonecinsonens . 2 3 S )
11 17 21 52
Total income (loss) effect of cash flow hedges reported in other comprehensive
income related to continuing operations..... . S 353 S ___(54) S 402 S (6)

TXU Energy Company has historically used, and expects to continue to use, derivative instruments that are
effective in offsetting future cash flow variability in interest rates and energy commodity prices. The amounts
included in accumulated other comprehensive 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 dedesignation, less amortization, unless the
hedged transactions become probable of not occurring at which time the value would be reported in net income.
The effects of the hedge (accumulated gain or loss) will be reported in net income as the hedged transactions are

actually recognized in net income.

See Notc 10 to Financial Statements.
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FINANCIAL CONDITION
LIQUIDITY AND CAPITAL RESOURCES

Cuash Flows — Cash flows provided by operating activities for the nine months ended September 30, 2006
totaled $3.9 billion for an increase of $2.6 billion over the nine months ended September 30, 2005. The
improvement reflected:

s higher operating earnings after taking into account noncash items such as depreciation, deferred income
tax expense, the generation plant impairment charge and the net effect of unrealized mark-to-market
valuations:

e a favorable change of $1.2 billion in the federal income tax liability to TXU Corp. due to an increase in
the 2006 income tax liability resulting from higher taxable earnings and a tax refund received in 2006
related to 2005 reflecting a market value tax loss related to a power sales agreement (approximately
$500 million in income taxes related to 2006 taxable earnings is expected to be paid largely in the first
quarter of 2007); and '

e a favorable change of $415 million in net margin deposits, primarily reflecting amounts received from
counterparties related to natural gas positions in the long-term hedging program.

Cash flows used in financing activities increased $1.2 billion as summarized below:

Ninc Months Ended

September 30,
2006 2005
Net repayments, repurchases and issuances of bormowings ... S (609) S 230
Decrease in note payable to TXU Electric Delivery 31 (40)
Distributions paid to parent...... (858) (525)
Excess tax benefits on stock-based incentive compensation .......vevcvevees 13 7
Total $ (1,485) S (32

Cash flows used in investing activities increased $1.6 billion as summarized below:

Nine Months Ended
September 30,

2006 2005

Advances to afTiliates S(1.864) S (661)
Capital expenditures, including nuclear fucl.......... (488) (246)
Proceeds from sale of asscts 11 36
Deposit of proceeds from poltution control revenue bonds with trustee ... 99) —
Net investments in nuclear decommissioning trust fund securitics ............. (12) (1
(1171 ORI . 2 2

Total . $(2,450) S__(880)

Capital expenditures in 2006 include approximately $127 million of spending related to TXU DevCo’s
generation development program, which is expected to be reimbursed by TXU DevCo in 2007 following the
closing of TXU DevCo’s related financing and the issuance of applicable air permits.

Depreciation and amortization expense reported in the statement of cash flows exceeds the aniount reported

in the statement of income by $51 million for 2006. This difference represents amortization of nuclear fuel,
which is reported as fuel cost in the statement of income consistent with industry practice.
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Long-term Debt Activity — During the first nine months of 2006, TXU Energy Company issucd or made
scheduled principal payments on long-term debt as follows (all amounts presented are principal):

Repayments and

Issuances Repurchases
Pollution control rEVENUE BONUS ..o ccverererereenscesesasasesssasassesstoncsesseesrasseentsssssesaes S 100 S 203
S CTUOT NOLCS. . ereereienireetesrerestesreseserstesossesessraaessssssenassstseenrosesss - 400
Other long-term debt....eernnnnnns — 2
Total . rrtere sttt es S 100 S 603

See Note 6 to Financial Statements for further detail of debt issuances. repurchases and retirements and
financing arrangements.

Credit Facilities — At October 23, 2006, TXU Energy Company, jointly with TXU Electric Delivery, had
access to credit facilities totaling $6.5 billion of which $5.3 billion was unused. The facilitics expire on various
dates between May 2007 and June 2010. TXU Energy Company can directly access the maximum $6.5 billion
under the facilities. These credit facilities are used for working capital and general corporate purposes including
providing support for issuances of commercial paper and for issuing letters of credit. See Note 6 to Financial
Statements for details of the arrangements.

Capital Expenditures — Capital expenditures related to TXU Energy Company’s facilities for 2006 are
expected to total approximately $480 million primarily for maintenance and upgrades of generation assets.

Short-term Borrowings — At October 23, 2006, TXU Energy Company had $464 million of commercial
paper outstanding and $295 million of borrowings under the credit facilities. The commercial paper funds short-
term liquidity requirements.

Sale of Accounts Receivable — TXU Energy Company participates in an accounts receivable
sccuritization program established by TXU Corp. for certain of its subsidiaries, the activity under which is
accounted for as a sale of accounts reccivable in accordance with SFAS 140. Under the program, subsidiaries of
TXU Energy Company sell trade accounts rcccivable 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. All new trade
receivables under the program generated by TXU Energy Company are continuously purchased by TXU
Receivables Company with the proceeds from collections of receivables previously purchased. Funding to TXU
Energy Company under the program totaled $626 million at September 30, 2006 and $582 million at December
31, 2005. See Note 5 to Financial Statements for a more complete description of the program including the
impact on the financial statements for the periods presented and the contingencies that could result upon the
termination of the program.

Liquidity Effects of Risk Management and Trading Activities — As of September 30, 2006, TXU Energy
Company has received/posted cash and letters of credit for margin requirements, miscellancous credit support or
as otherwise required by a counterparty as follows:

e $669 million in cash has been received related to daily margin settled transactions primarily associated
with positions in the long-term hedging program;

e  $52 million in cash has been reccived from counterparties as collateral;
$30 million in cash has been posted with counterparties as collateral: and

e  $449 million in letters of credit have been posted as collateral.

With respect to collateral received, TXU Energy Company 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 Company in the form of cash or letters of
credit. Collateral received in cash is used for working capital and other corporate purposes, including reducing
short-term borrowings under credit facilitics. Unless otherwise specified in the contract, counterparties may
generally elect to substitute posted cash collateral with letters of credit, reducing TXU Energy Company’s
liquidity.
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With respect to positions under the long-term hedging program as of October 23, 2006, for each $1.00 per
MMBtu increase in natural gas prices, TXU Energy Company could be required to post up to approximately $1
billion in additional collateral and’or financial margining. Transactions requiring daily margining account for
approximately 52% of the long-term hedge positions and are gencrally met by cash postings. For the remainder,
collateral settlements are being met by a combination of the Big Brown Lien, letters of credit and cash postings
as required periodically by counterparties.

Financial Covenants, Credit Rating Provisions and Cross Defuult Provisions — The terms of certain
financing arrangements of TXU Energy Company contain financial covenants that require maintenance of
specified fixed charge coverage ratios and leverage ratios and/or contain minimum net worth covenants. As of
September 30, 2006, TXU Energy Company was in compliance with all such applicable covenants.

Credit Ratings

Current credit ratings for TXU Corp. and certain of its subsidiarics are presented below:

TXU Electric TXU Encrgy
TXU Corp. US Holdings Dclivery Company
{Scnior Unsecured)  (Senior Unsecured)  (Senior Unsecured)  (Senior Unsecured)
SEP e BB+ BB+ BBB- BBB-
Bal Baal Baa2 Baa?
BBB- BBB- BBB+ BBB

Moody’s currently maintains a stable outlook for TXU Corp., US Holdings, TXU Energy Company and
TXU Electric Delivery. Fitch’s outlook is negative for TXU Corp.. US Holdings and TXU Energy Company
and stable for TXU Clectric Delivery. S&P’s outlook is negative for TXU Corp., US Holdings, TXU Energy
Company and TXU Electric Delivery. These ratings are investment grade, except for Moody's and S&P’s rating
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.

Commercial paper issued by TXU Energy Company and TXU Electric Delivery is rated P2 by Moody’s
and F2 by Fitch and has not been rated by S&P.

A rating reflects only the view of a rating agency, and is not a recommendation to buy, scll or hold
securitics. 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.

Material Credit Rating Covenants

TXU Energy Company has provided a guarantee of the obligations under TXU Corp.’s lease of its
headquarters building. In the event of a downgrade of TXU Energy Company’s credit rating to below
investment grade, a letter of credit of approximately $99 million at September 30, 2006 would need to be
provided within 30 days of any such rating decline.

Under the terms of a rail car lease with $51 million in remaining lease payments {principal amount as of
September 30, 2006), if TXU Energy Company’s credit rating were downgraded to below investment grade by
any specified rating agency, TXU Energy Company could be required to scll the interest in the leasc, assign the
lease to a new obligor that is investment grade, post a letter of credit or defease the lcase.

TXU Energy Company has entered into certain commodity contracts that in some instances give the other
party the right, but not the obligation, to request TXU Energy Company to post collateral in the event that its
credit rating falls below investment grade. Based on its commodity contract positions at September 30, 2006, in
the event TXU Energy Company were downgraded to one level below invcstm:em grade by specified rating
agencies, counterpartics would have the option, based on reduced credit thresholds, to request TXU Energy
Company to post up to $113 million in additional collateral requirements. Should TXU Encrgy Company be
downgraded two levels below investment grade, counterparties would have the option to request additional
collateral of up to approximately $36 million. The amount TXU Energy Company could be required to post
under these transactions depends in part on the value of the contracts at the time of any downgrade.
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ERCOT also has rules in place to assure adequate credit worthiness for parties that schedule power on the
ERCOT System. Under those rules, if TXU Energy Company’s credit rating were downgraded to below
investment grade by any specified rating agency, TXU Energy Company could be required to post collateral of
approximately $25 million as of September 30, 2006.

Additionally, a downgrade of TXU Energy Company’s credit rating to below investment grade could result
in approximately $8 million of cash collateral held by TXU Energy Company becoming restricted cash.

The adverse liquidity effect in the event of a downgrade of TXU Energy Company’s credit rating to one
level below investment grade as discussed above totals $296 million at September 30, 2006. There could be an
additional $36 million (totaling $332 million) adversc liquidity effect in the event of a downgrade to two levels
below investment grade as discussed above.

Other arrangements of TXU Encergy Company, including credit facilities and certain leases, contain terms
pursuant to which the interest rates charged under the agreements may be adjusted depending on credit ratings of

TXU Energy Company.

Material Cross Default Provisions

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

A default by TXU Encrgy Company or TXU Electric Delivery or any subsidiary thereof in respect of
indcbtedness in a principal amount in excess of $50 million may result in a cross default under joint credit
facilitics totaling $4.5 billion. Under these credit facilities, a default by TXU Energy Company or any subsidiary
thercof may cause the maturity of outstanding balances ($1.2 billion at September 30, 2006) under such facility
to be accelerated as to TXU Energy Company but not as to TXU Electric Delivery. Also, under these credit
facilities, a default by TXU Electric Delivery or any subsidiary thereof may cause the maturity of outstanding
balances (none as of September 30, 2006) under such facility to be accelerated as to TXU Electric Delivery but
not as to TXU Energy Company.

In addition, a default by TXU Energy Company or any subsidiary thereof in respect of indebtedness in a
principal amount in excess of $50 million may result in a cross-default under its 364-day credit facility totaling
$1.5 billion and may cause the maturity of outstanding balances (none as of September 30, 2006) under such
facility to be accelerated.

The accounts receivable securitization program also contains a cross default provision with a threshold of
$50 million applicable 1o 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 Company or TXU Receivables Company defaults on indebtedness of the applicable threshold,
the facility could terminate.

TXU Energy Company and its subsidiaries enter 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 Company or those subsidiaries were to default under an obligation in respect of borrowings in excess of
thresholds, which vary, stated in the contracts. The entities whose default would trigger cross default vary
depending on the contract.

Other arrangements, including leases, have cross default provisions, the triggering of which would not
result in a significant effect on liquidity.

Long-term Contractual Obligations and Commitments — TXU Energy Company’s contractual cash
obligations under commodity purchase agreements have increased since December 31, 2005, as disclosed in the
2005 Form 10-K. Obligations in the one to three year period increased $653 million and in the more than five
year period increased $311 million.




OFF BALANCE SHEET ARRANGEMENTS

Subsidiarics of TXU Energy Company participate in an accounts receivable securitization program. See
discussion above under “Sale of Accounts Receivable™ and in Note 5 to Financial Statements.

Also see Note 8 to Financial Statements regarding guarantees.
COMMITMENTS AND CONTINGENCIES
Sec Note 8 to Financial Statements for discussion of commitments and contingencices.

REGULATION AND RATES
Wholesale Market Activity Investigation — Sce Note § to Financial Statements for discussion.

Retail Product Service Offerings — During 2006, TXU Energy Company’s retail electricity business has
launched several nonprice-to-beat competitive product service offerings. The offerings contain varying terms
such as guaranteed pricing for fixed contract periods, variable rates indexed to market natural gas rates, time-of-
use rates and several renewable power options.

Price-to-Beat Inquiry — In December 2005, the Commission staff issued an extensive list of questions
rcgarding the price-to-beat rate mechanism, including transition away from the price-to-beat rate on January 1,
2007. TXU Energy Company was instrumental in forming a coalition (the retail market coalition) including
almost all of the major REPs in Texas. The retail market 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. However, other partics
submitted proposals to the Commission seeking changes to the price-to-beat rule, and the Chairman of the
Commission proposed sweeping reforms to the rule, including a price-to-beat rate reset effective in December
2006. Although the Commission ultimately voted not to proposec a price-to-beat rate reset, it did publish for
comment certain proposed price-to-beat rule revisions, including proposed mandatory bill inserts and a proposed
requirement that the incumbent REPs provide lists of their price-to-beat rate customers to competitors. TXU
Energy Company and certain members of the retail market coalition oppose these proposed revisions. While it
remains possible for the Commission to change the rules before the end of the year, the likelihood of such
changes continues to diminish substantially with the passage of time. Although certain Texas legislators asked
the Governor to open the Texas Legislature’s special session to the issue of electricity prices, the session closed
with no changes to the market structure or the price-to-beat statute.

Provider of Last Resort Rule — In June 2006, the Commission approved a revised Provider Of Last Resort
(POLR) rule which will become fully effective in January 2007. The rule modifies the existing POLR price
structure and creates a rate no longer tied to the price-to-beat rate. Importantly, the newly adopted POLR price
structure is designed to compensate POLR providers for the costs and risks associated with providing POLR
service and also contains a POLR price floor designed to prevent the POLR price from interfering with
competitive market prices.
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Disconnect Rulemaking — In late June 2006, the Office of Public Utility Counsel and other groups filed a
petition asking the Commission to adopt an emergency rule that would bar disconnection of electric service to
residential customers during the 2006 summer months. The Commission adopted such a rule on July 21, 2006,
which became effective immediately. The new rule requires the following for residential customers:

*  For customers who have been designated as “critical care™ because interruption or suspension of
electric service will create a dangerous or life-threatening condition, there shall be no
disconnection through September 30, 2006, regardless of whether the customer makes payments
for electricity use; .

¢  VWith respect to elderly low-income customers who contacted their electric provider, disconnection
was also prohibited through September 30, 2006, regardless of whether the customer made
payments for clectricity use. The Commission did encourage customers to pay as much as they
could to avoid building up significant unpaid balances. These customers were entitled to enter
into a deferred payment arrangement with 25% of their balance due in October and the balance of
the deferred bills to be paid over the next five months; and

o All other low-income customers were able to avoid disconnection through September 30, 2006 by
paying 25% of their current month’s bill and entering into a deferred payment arrangement that
spread remaining amounts over the next five months. In each of July, August and September
2006, the customer was able to avoid disconncection by paying 25% of that particular month’s bill
and also paying the deferral installment that is due for that month.

These actions have resulted in an increasc to bad debt expense, but the amounts have not been material to
TXU Corp.’s results,

Texus Legislative Special Session — The 79" Texas Legislature completed its 3" special session in May
2006. The session resulted in a reform to the Texas franchise tax system and the enactment of a property tax
relief law.

The Texas franchise tax system is being replaced with a new tax system, referred to as the Texas margin
tax. The Texas margin tax is a significant change in Texas tax law because it generally makes all legal entities
subject to tax, including general and limited partnerships, while the current franchise tax system applies only to
corporations and limited liability companies. TXU Energy Company’s subsidiaries conduct significant
opcrations through Texas limited partnerships that will become subject to the new Texas margin tax. The
effective date of the Texas margin tax is January 1, 2008 for calendar year-end companies and the computation
of tax liability will be based on 2007 revenues as reduced by certain deductions. The new margin tax is expected
to increase TXU Energy Company’s annual state franchise tax expensc by approximately $40 million beginning
in 2007. Also sce Note 4 to Financial Statements.

The property tax relief law is expected to reduce school taxes asscssed to TXU Energy Company by an
estimated $5 million in 2006 and $21 million annually in 2007 and subsequent years (based on current property
values and without regard to any property additions).
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Wholesale Market Design — In August 2003, the Commission adopted a rule that. when implemented,
will alter the wholesale market design in ERCOT. The rule requires 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 congestion rents to the resources that caused the congestion;
to use nodal energy prices for resources:

to provide information for energy trading hubs by aggregating nodes;

to use zonal prices for loads; and

to provide congestion revenue rights (but not physical rights).

The Commission has determined that ERCOT will implement a market design that utilizes nodal pricing
for resources. In light of this decision, ERCOT filed a sct of Nodal Protocols for Commission approval that
describes the operation of an ERCOT wholesale nodal market design.  The Commission approved the Nodal
Protocols in March 2006 and set an implementation date of no later than January 1, 2009. In May 2006, ERCOT
filed an Application and Request for Interim Relief, secking approval of a nodal surcharge imposed on all
Qualified Scheduling Entities in ERCOT (including subsidiaries of TXU Energy Company) for the purpose of
financing approximately 38% of ERCOT’s expected nodal implementation cost.  Additionally, ERCOT
requested that an interim nodal surcharge be made effective as soon as possible in the amount of $0.0663 per
MWHh, subject to ERCOT’s providing an updated project implementation cost estimate in mid-September and
subsequent Commission approval. The Commiission adopted an interim order approving ERCOT’s surcharge
application on August 28, 2006, with the surcharge taking effect on October 1, 2006. ERCOT’s current nodal
project timeline shows the start of the nodal real-time market to be December 1, 2008, followed by day-ahead
market startup on December 8, 2008. TXU Energy Company expects that the annual impact of the surcharge
will be approximately $3 million to $4 million in additional expense; however, TXU Encrgy Company is unable
to predict the ultimate impact of the proposed nodal wholesale market design on its operations or financial
results.

2007 Texas Legislative Session — The Texas Legislature will convene in its regular biennial session
beginning January 9, 2007. This session is not a “sunset” session for the Commission, so there is no requirement
that the Legislature consider any electric-industry-related bills. However, public statements by key legislators,
including the current Chairman of the House Committee on Regulated Industries, which has jurisdiction over
electric-industry issues, indicate a high likelihood that various measures pertaining to the clectric industry will be
considered. Potential measures that could be introduced and debated or voted upon include initiatives that could
affect the competitive framework of the retail electricity market, encourage energy conscrvation, restore state
funding for the low-income customer discount under the “system benefit fund™ mechanism, encourage

construction of new infrastructure, or enhance customer education regarding the market. TXU Energy Company
supports continued development of a fully competitive wholesale and retail power market and will actively

monitor and provide input regarding legislation that could be material to the electric industry. TXU Energy
Company is unable to predict the outcome of the 2007 legislative process or its effect, if any, on its ongoing
business.

Summary — Although TXU Energy Company cannot predict future regulatory or legislative 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.

CHANGES IN ACCOUNTING STANDARDS

See Note 1 to Financial Statements for a discussion of changes in accounting standards.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Market risk is the risk that TXU Energy Company may experience a loss in value as a result of changes in
market conditions affecting commodity prices and interest rates, which TXU Energy Company is exposed to in
the ordinary course of business. TXU Energy Company’s exposure to market risk is affected by a number of
factors, including the size, duration and composition of its encrgy and financial portfolio. as well as the
volatility and liquidity of markets. TXU Energy Company enters into 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 commitments to manage commodity price risk as part of its wholesale activities.

RISK OVERSIGHT

TXU Energy Company’s wholesale business manages the market, credit and operational risk related to
commodity prices of the unregulated encrgy 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 commercial 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 respective policies
and procedures to ensure compliance with such limits and evaluates the risks inherent in the various businesses
of TXU Energy Company and their associated transactions. Key risk control activities include, but arc not
limited to, credit review and approval, operational and market risk measurement, validation of transaction
capture, portfolio valuation and daily portfolio reporting, including mark-to-market valuation, VaR and other
risk measurement metrics.

COMMODITY PRICE RISK

TXU Energy Company’s businesses are subject to the inherent risks of market fluctuations in the price of
clectricity, natural gas and other energy-related products they market or purchase. TXU Energy Company’s
businesses actively manage their portfolio of owned generation assets, fuel supply and retail sales load to
mitigate the necar-term impacts of these risks on results of operations. These businesses, similar to other
participants 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 (differences between the market price of electricity and its
cost of production). '

In managing energy price risk, subsidiaries of TXU Energy Company enter into a variety of market
transactions including, but not limited to, short- and long-term contracts for physical delivery, exchange traded
and over-the-counter financial contracts and bilateral contracts with customers. Activities in the wholesale
operations include hedging, the structuring of long-term contractual arrangements and proprietary trading. The
wholesale business 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 Company strives to use consistent
assumptions regarding forward market price curves in evaluating and recording the effects of commodity price
risk.

Long-term Hedging Program — See discussion above under “Significant Developments in 2006™ for an
update of the program, including potential effects on reported results.
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VaR Methodelogy — A VaR mcthodology is used to measure the amount of market risk that exists within
the portfolio under a varicty of market conditions. The resultant VaR produces an estimate of a portfolio’s
potential for loss given a specified 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.

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

TXU Energy Company regularly reviews its risk analysis metrics. In the course of this review, it was
determined that the Cash Flow at Risk metric is not a meaningful measure of actionable commodity price risk.
Other metrics that measure the effect of such risk on the value of its mark-to-market contract portfolio and
eamings continue to be disclosed. TXU Energy Company may add or eliminate other metrics in the future in its
disclosures of risks.

In a review of the holding period for VaR calculations, TXU Energy Company determined that a holding
period of five to 60 days, instead of the five-day holding period previously assumed, would be more reflective of
the time it would take to liquidate the portfolio, considering the increase in longer-dated positions (principally
related to the long-term hedging program) and the associated liquidity effects.

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 (excluding those accounted for as cash flow hedges), based on a specific confidence
level and an assumed holding period. A 95% confidence level is assumed in determining this VaR.

: December 31,
September 30, 2006 2005

Five to 60 day Five-day Five-day

holding period holding period holding period
Period-end MM VIR .ooiiircererernennerrcrremrrenrerecerreenessnene $246 S 77 S 19
Average Month-end MtM VaR S 48 S 21 S 20

VaR Earnings at Risk (FuR) — This measurement estimates the potential reduction of expected pretax
earnings for the year presented, due to changes in market conditions, of all energy-related contracts subject to
mark-to-market accounting and positions not marked-to-market in net income that are expected to be settled
within the fiscal year (for cxample margin from gencration activity and retail load). For this purpose, cash flow
hedges are included with transactions that are not marked-to-market in net income. A 95% confidence level is
assumed in determining this EaR.

December 31,

September 30, 2006 2005
Five to 60 day Five-day Five-day
holding period holding period holding period
EaR i, S$241 S 72 S 32

The increases in the five-day holding period risk measures (MtM VaR and EaR) above are driven by the
significant increase in number of positions in the long-term hedging program.
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INTEREST RATE RISK

See Note 6 to Financial Statements for a discussion of debt-related activity since December 31, 2005.

CREDIT RISK

Credit Risk — Credit risk rclates to the risk of loss associated with nonperformance by counterparties.
TXU Energy Company and its subsidiaries maintain credit risk policies with regard to their counterparties to
minimize overall credit risk. These policies require an evaluation of a potential counterparty’s financial
condition, credit rating and other quantitative and qualitative credit criteria and specify authorized risk mitigation
tools including, but not limited to, usc of standardized master netting contracts and agreements that allow for
netting of positive and negative exposures associated with a single counterparty. TXU Encrgy Company has
standardized documented processes for monitoring and managing credit exposure of its businesses including
methodologies to analyzc counterparties’ financial strength, measurement of current and potential future credit
exposures and standardized contract language that provides rights for netting and sct-off. Credit enhancements
such as parental guarantees, letters of credit, surety bonds and margin deposits are also utilized. Additionally.
individual counterparties and credit portfolios 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 for TXU Energy Company or its subsidiaries.
Additionally, TXU Energy Company 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 financial assurances.

Credit Exposure — TXU Energy Company’s gross exposure to credit risk, which totaled approximately
$2.2 billion at Scptember 30, 2006, represents trade accounts receivable as well as net asset positions arising
from hedging and trading activities.

Gross assets subject to credit risk includes $848 million in accounts receivable from the retail sale of
electricity to residential and small business customers. The risk of material loss (after 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 thesc customers
based on historical experience and market or operational conditions.

Most of the remaining trade accounts receivable is with large business retail customers and wholesale
counterpartics. These counterparties include major energy companies, financial institutions, electric utilities,
independent power producers, oil and gas producers, local distribution companies and cnergy trading and
marketing companies. As of September 30, 2006, the exposure to credit risk from these customers and
counterparties totaled $1.3 billion taking into account standardized master netting contracts and agrcements
described above and $148 million in credit collateral (cash, letters of credit and other security interests) held by
TXU Energy Company subsidiaries.

Of this S1.3 billion exposure, 86% is with investment grade customers and counterparties, as determined
using publicly available information including major rating agencies” published ratings and TXU Energy
Company's internal credit evaluation process. Those customers and counterparties 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 Company routinely monitors and
manages its credit exposure to these customers and counterparties on this basis.

TXU Energy Company 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
agreemecnt, as well as the payment in connection with a put option. S&P currently maintains a BB+ rating with a
positive for Cap Gemini S. A.
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The following table presents the distribution of credit exposure as of September 30, 2006, for retail trade
accounts receivable from large business customers, wholesale trade accounts reccivable as well as net asset
positions arising from hedging and trading activities, by investment grade and noninvestment grade, credit
quality and maturity.

Net Exposure by Maturity

Exposure
before Greater
Credit Credit Net 2 years or Between than §
Collateral Collateral Exposure less 2-Syears years Total
Investment grade s S 1230 S 64 S 1,166 S 766 S 254 S 146 S 1,166
Noninvestment grade.. 266 84 182 144 17 21 182
Totals....ovceee. S 149 S 148 S 1348 S___910 S_ 2791 S 167 S 1348
Investment grade .......eee.. 82% 43% 86%
Noninvestment grade.......... 18% 57% 14%

Approximately 68% of the net $1.3 billion credit exposure has a maturity date of two years or less. TXU
Energy Company does not anticipate any material adverse effect on its financial position or results of operations
due to nonperformance by any customer or counterparty.

TXU Energy Company had credit exposure to two counterparties having an exposure greater than 10% of
the net exposure of $1.3 billion at September 30, 2006. These two counterparties represented 14% and 12%,
respectively, of the net expasure. TXU Energy Company views its exposure with these two counterparties to be
within an acceptable level of risk tolerance.
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FORWARD-LOOKING STATEMENTS

This report and other presentations made by TXU Energy Company contains “forward-looking
statements” within the meaning of Section 21E of the Sccurities Exchange Act of 1934, as amended. All
statcments, other than statements of historical facts, that are included in this report, or made in presentations, in
responsc to questions or otherwise, that address activities, events or developments that TXU Energy Company
expects or anticipates to occur in the future, including such matters as projections, capital allocation and cash
distribution policy, futurc capital expenditures, business strategy, competitive strengths, goals, futurc
acquisitions or dispositions, development or operation of power production assets, market and industry
developments and the growth of TXU Energy Company's business and operations (often, but not always,
through the use of words or phrases such as “will likely result,” “are expected to,” * S

LAY

will continue,” “is
anticipated,” “estimated,” “projection,” “target,” “outlook”). are forward-looking statements. Although TXU
Energy Company 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™ and the following important factors,
among others, that could cause the actual results of TXU Energy Company to differ materially from those
projected in such forward-looking statements:

e prevailing governmental policies and regulatory actions, including thosc of the Texas Legislaturc, the
Govemor of Texas, FERC, the Commission, the RRC, the NRC, the EPA and the TCEQ, 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;

development, construction and operation 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;

e & & o6 o ¢ o & o o

continued implementation of the 1999 Restructuring Legislation;

legal and administrative proceedings and settlements;

general industry trends;

TXU Energy Company’s ability to attract and retain profitable customers;

delays in implementing any future price-to-beat fuel factor adjustments;

changes in wholesale electricity prices or energy commodity prices;

unanticipated changes in market heat rates in the Texas electricity market;

TXU Energy Company’s ability to effectively hedge against changes in commodity prices and market
heat rates;

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;

access to adequate transmission facilities to meet changing demands;

unanticipated changes in interest rates, commodity prices or rates of inflation;

unanticipated changes in operating expenses, liquidity needs and capital expenditures;

commercial bank market and capital market conditions;

competition for new energy development and other business opportunities;

inability of various counterparties to meet their obligations with respect to TXU Energy Company’s
financial instruments;

¢ changes in technology used by and services offered by TXU Energy Company;

significant changes in TXU Energy Company’s relationship with its employees, including the
availability of qualified personnel, and the potential adverse effects if labor disputes or grievances were
to occur;
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s significant changes in critical accounting policies material to TXU Energy Company;

e actions by credit rating agencies; and

e the ability of TXU Encrgy Company to implement cost reduction initiatives and effectively execute its
growth strategy.

Any forward-looking statement speaks only as of the date on which it is made, and TXU Energy Company
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 Company 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 differ
materially from those contained in any forward-looking statement.

ITEM 4. CONTROLS AND PROCEDURES

An evaluation was performed under the supervision and with the participation of TXU Energy Company's
management, including the principal executive officer and principal financial officer, of the cftectiveness of the
design and opecration of the disclosure controls and procedures in effect as of the end of the current period
included in this quarterly report. Based on the evaluation performed, TXU Energy Company'’s management,
including the principal executive officer and principal financial officer, concluded that the disclosure controls
and procedures were effective. During the most recent fiscal quarter covered by this quarterly report, there has
been no change in TXU Energy Company's internal controls over financial reporting that has materially
affected, or is rcasonably likely to materially affect, TXU Energy Company’s internal contro! over financial
reporting.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

Reference is made to the discussion in Note 8 regarding legal proceedings.

ITEM 1A. RISK FACTORS

Other than risk factors presented below, there have been no material changes from the risk factors disclosed
under the heading “Risk Factors” in Item 1A of the 2005 Form 10-K as updated by the risk factors disclosed
under the heading “Risk Factors” in Item 1A of the reports on Form 10-Q for the quarterly periods ended March
31, 2006 (March 2006 10-Q) and June 30, 2006 (June 2006 10-Q). The risk factors below update, and should be
rcad in conjunction with, the risk factors disclosed in the 2005 Form 10-K, March 2006 10-Q and Junc 2006 10-

Q.

TXU Corp.’s gencration development program is subject to risks that could ultimately impact TXU
Encrgy Company.

TXU Corp’s ability to finance the construction of the new generation facilities is subject to a variety of
risks that could ultimately impact TXU Energy Company. The ability to finance the projects on a non-recourse
basis is contingent on a number of factors, including the terms of the engineering, procurement and construction
contracts, construction costs, capital and bank market conditions as well as the project finance entity’s
scparateness from TXU Corp. and its other subsidiarics, particularly TXU Energy Company. To the extent TXU
Corp. is not able to use non-recourse financing or if the rating agencies attribute a material amount of the project
finance debt to TXU Corp.’s credit, the financing of the plants could have a negative impact on the credit ratings
of TXU Corp. and its other subsidiaries. While TXU Corp. currently intends to develop and finance the new
facilities through TXU DevCo and other development subsidiaries, TXU Corp. could ultimately decide to
develop and finance some of the new facilitics in TXU Energy Company, which would subject TXU Energy
Company to significant capital expenditure requirements and all of the risks inherent in the development of new
gencration facilities.

TXU Energy Company has made capital expenditures (approximately $127 million), and may continue to
make capital expenditures, on behalf of TXU DevCo with an expectation that TXU Energy Holdings will be
reimbursed for such amounts once TXU DevCo receives funding under its proposed financing. Reimbursement
is expected to occur in 2007 following the closing of TXU DevCo’s proposed financing and the issuance of
applicable air permits. While TXU Energy Company cxpects to be reimbursed for such capital expenditures,
there can be no guarantee that TXU Energy Company will ultimately be reimbursed for such capital
expenditures.



ITEM 6. EXHIBITS

(a) Exhibits provided as part of Part 1l are:

Lxhibits

3(ii)
3(a)

10(a)

(31
31(a)

31(b)

(32)
32(a)

32(b)

99
99

Previously Filed

With File As
Number® Exhibit

By-laws.

Material Contracts.

1-12833 10(d) —
Form 10-Q

(filed November 9,

2006)

Third Amended and Restated Limited Liability Combany
Agreement of TXU Energy Company 1L.L.C, dated as of
Scptember 29, 2006.

Deed of Trust, Assignment of Rents, Sccurity Agreement,
Financing Statement and Fixture Filing, dated as of August
28, 2006, regarding the Big Brown Lien.

Rule 13a - 14(a)/15d - 14(a) Certifications.

Section 1350 Certifications.

Additional Exhibits

Certification of M. S. Greene, Chairman of the Board,
President and Chief Exccutive of TXU Energy Company
LLC, pursuant to Rule 13a-14(a)/15d-14(a) of the Sccuritics
Act of 1934, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification of David A. Campbell, Manager and Acting
Chief Financial Officer of TXU Energy Company LLC,
pursuant to Rule 13a-14(a)/15d-14(a) of the Securities Act of
1934, as adopted pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification of M. S. Greene, Chairman of the Board,
President and Chief Executive of TXU Energy Company
LLC, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of David A. Campbell, Manager and Acting
Chief Financial Officer of TXU Energy Company LLC,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

Condensed Statements of Consolidated Income —
Twelve Months Ended September 30, 2006.

*  Incorporated herein by reference.
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SIGNATURE

Pursuant to the requircments of the Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned hereunto duly authorized.

TXU ENERGY COMPANY LL.C

By, /s/ Stan Szlauderbach

Stan Szlauderbach
Senior Vice President and
Controller’

Date: November 9, 2000
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Ixhibit 31(a)
TXU ENERGY COMPANY LIC
Certificate Pursuant to Section 302
of Sarbanes - Oxley Act of 2002
CERTIFICATION OF CILO

I, M. S. Greene, certify that:

1. 1 have reviewed this quarterly report on Form 10-Q of TXU Energy Company LLC;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to

state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were madc, 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 registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined 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 effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the eftectiveness 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 intcrnal control over financial reporting.

Date: November 9, 2006 /s’ M.S. Greene

Signature: M. S. Greene
Title: Chairman of the Board, President and Chief Executive



Sxhibit 31(b)
TXU ENERGY COMPANY LLC
Certificate Pursuant to Section 302
of Sarbanes = Oxley Act of 2002
CERTIFICATION OF CFO

1. David A. Campbell, certify that:

1. I have reviewed this quarterly report on Form 10-Q of TXU Energy Company LLLC;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a matcrial 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 registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined 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 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

¢. 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 discloscd, bascd 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: November 9, 2006 /s/ David A. Campbell

Signature: David A. Campbell

Title:  Executive Vice President and Acting Chief Financial Officer



Exhibit 32(a)

TXU ENERGY COMPANY LIC
Certificate Pursuant to Section 900
of Sarbanes - Oxley Act of 2002
CERTIFICATION OF CIFO

The undersigned, M. S. Greene, Chairman of the Board, President and Chicf
Executive of TXU Energy Company LLC (the “Company”), DOES HEREBY CERTIFY that:

1. The Company’s Quarterly Report on Form 10-Q for the period ended September 30,
2006 (the “Report™) fully complics 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 9th day of November, 2006.

/s/ M. S. Greene
Name: M. S. Greene

Title: Chairman of the Board, President and Chief Exccutive




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 Encrgy Company LLC and furnished to the Securities and
Exchange Commission or its staff upon request.




Exhibit 32(b)

TXU ENERGY COMPANY LLC
Certificate Pursuant to Section 9006
of Sarbanes — Oxley Act of 2002
CERTIFICATION OF CFO

The undersigned, David A. Campbell, Executive Vice President and Acting Chief

Financial Officer of TXU Energy Company LLC (the “Company”), DOES HEREBY
CERTIFY that:

1. The Company’s Quarterly Report on Form 10-Q for the period ended September 30,
2006 (the “Report™) fully complics with the requirements of section 13(a) or 15(d) of
the Sccuritics Exchange Act of 1934, as amended; and

2. Information containcd 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
cxecuted this 9th day of November, 20006.

/s/ David A. Campbell

Name: David A. Campbell

Title: Executive Vice President and Acting Chief Financial Officer



A signed original of this written statement required by Section 906 has been provided to TXU Energy
Company L1.C and will be retained by TXU Encrgy Company LI.C and furnished to the Securities and
Exchange Commission or its staff upon request.



EXHIBIT 99

TXU ENERGY COMPANY LLC
CONDENSED STATEMENT OF CONSOLIDATED INCOME

(Unaudited)
Twelve Montlhis Ended
Scept ember 30, 2006
{millions of dollars)
Operating revenucs............. S 10030
Costs and expenses:
Fuel, purchased power costs and delivery fees 4447
Operating Costs e 632
Depreciation and amortization . . 330
Selling, general and administrative CXPENSEs v vecceceenesenenecsanns 537
Franchise and revenue-based taxes 121
Other income teereerereeeteertraranbaneebeerr e aa et aaeseerna s e reraens (47)
Other deductions . 195
Interest income eeeeteererereserarereraeeaeereraaraeteseteeeserentersaranteasteneneearen (165)
Interest expense and related charges .............. . 416
Total costs and expenscs . 6,466
Income from continuing operations before income taxes and 3,564
cumulative cffect of change in accounting principle.....cverevecevcvveririenne
TNCOIMC LIX CXPCNSE 1erreraerirrerirecereeeanseeriesaesssrneesesaceressnesessseessrnesetonessssarsnacastonestessness sbssssabessessesstsnssoassserarestrsessonsnas ' 1,194
Income from continuing operations before cumulative cffeet of change in accounting prnciple v eerecccrcenen 2,370
Loss from discontinued operations, net of tax benefit )
Cumulative effect of change in accounting principles, net of tax effect...... (8)
INCEENCOMIC..conicnecenceirerenttenee s nreracseseresesesesessasmeasmceracrsaesessaebebetsbebriraearaebetebedsbebebentrbsbrt st ststssatssnsntesssossassrssssanestnens S_2360




