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GLOSSARY

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

below.

2008 Audited Financial
Statements

Adjusted EBITDA

EBITDA
EFC Holdings
EFH Corp.

EPA
EPC.
ERCOT

FASB

TCEH's audited financial statements for the year ended December 31,
2008 '

Adjusted EBITDA means EBITDA adjusted to exclude non-cash items,
unusual items and other adjustments allowable under -certain debt
arrangements of TCEH. Adjusted EBITDA and EBITDA are not
recognized terms under GAAP and, thus, are non-GAAP financial

. measures. TCEH does not intend for Adjusted EBITDA (or EBITDA) to

be an alternative to net income as a measure of operating performance or
an alternative to cash flows from operating activities as a measure of
liquidity or an alternative to any other measure of financial performance
presented in accordance with GAAP. Additionally, TCEH does not intend
for Adjusted EBITDA (or EBITDA) to be used as a measure of free cash
flow available for management’s discretionary use, as the measure
excludes certain cash requirements such as interest payments, tax
payments and other debt service requirements. Because not all companies
use identical calculations, TCEH's presentation of Adjusted EBITDA (and
EBITDA) may not be comparable to similarly titled measures of other
companies.

Refers to earnings (net incomé) before interest expense, income taxes,
depreciation and amortization. See the definition of Adjusted EBITDA
above. :

Refers to Energy Future Competitive Holdings Company, a direct

. subsidiary of EFH Corp. and the direct parent of TCEH, and/or its

consolidated subsidiaries, depending on context.

Refers to Energy Future Holdings Corp., a holding company, and/or its
subsidiaries, depending on context. Its major subsidiaries include TCEH
and Oncor. '

* US Environmental Protection Agency

engineering, procurement and construction

Electric Reliability Council of Texas, the independent system operator and
the regional coordinator of various electricity systems within Texas

Financial Accounting Standards Board, the designated: organization in the
private sector for establishing standards for financial accounting and
reporting ‘



GAAP
GWh
LIBOR

Luminant

Merger

MMBtu
Moody’s
NRC

Oncor

OPEB
PUCT

Purchase accounting

REP
S&P

‘SEC

generally accepted accounting principles
gigawatt-hours '

London Interbank Offered Rate. An interest rate at which banks can
borrow funds, in marketable size, from other banks in the London
interbank market.

Refers to subsidiaries of TCEH engaged in competitive market activities
consisting of electricity generation, development and construction of new
generation facilities, wholesale energy sales and purchases as well as
commodity risk management and trading activities, all largely in Texas.

The transaction referred to in Merger Agreement (Agreefnent and Plan of
Merger, dated February 25, 2007, under which Texas Holdings agreed to
acquire EFH Corp.) that was completed on October 10, 2007.

million British thermal units
Moody’s Investors Services, Inc. (a credit rating agency)
US Nuclear Regulatory Commission

Refers to Oncor Electric Delivery Company LLC, a direct, majority-
owned subsidiary of Oncor Electric Delivery Holdings Company LLC and
an indirect subsidiary of EFH Corp., and/or its consolidated bankruptcy-
remote financing subsidiary, Oncor Electric Delivery Transition Bond
Company LLC, depending on context, that is engaged in regulated
electricity transmission and distribution activities.

other postretirement employee benefits
Public Utility Commission of Texas

The purchase method of accounting for a business combination as
prescribed by GAAP whereby the cost or "purchase price” of a business
combination, including the amount paid for the equity and direct
transaction costs are allocated to identifiable assets and liabilities
(including intangible assets) based upon their fair values. The excess of

" the purchase price over the fair values of assets and liabilities is recorded

as goodwill.
retail electric provider

Standard & Poor’s Ratings Services, a division of the McGraw-Hill
Companies Inc. (a credit rating agency)

US Securities and Exchange Commission

il



SG&A

Sponsor Group

TCEH

TCEH Finance

TCEH Senior Notes

TCEH Senior Secured Facilities

TCEQ
Texas Holdings

TXU Energy

UsS

selling, general and administrative

Collectively, the investment funds affiliated with Kohlberg Kravis Roberts
& Co. L.P. (KKR), TPG Capital, L.P. and GS Capital Partners, an affiliate
of Goldman Sachs & Co. (See Texas Holdings below.)

Refers to Texas Competitive Electric Holdings Company LLC, a direct,
wholly-owned subsidiary of EFC Holdings and an indirect wholly-owned
subsidiary of EFH Corp., and/or its subsidiaries, depending on context,
that are engaged in electricity generation, wholesale and retail energy
markets and development and construction activities.  Its major
subsidiaries include Luminant and TXU Energy. '

Refers to TCEH Finance, Inc., a direct, wholly-owned subsidiary of
TCEH, formed for the sole purpose of serving as co-issuer with TCEH of
certain debt securities.

Refers collectively to TCEH’s 10.25% Senior Notes due November 1,
2015 and 10.25% Senior Notes Series B due November 1, 2015
(collectively, TCEH Cash-Pay Notes) and TCEH’s 10.50%/11.25% Senior
Toggle Notes due November 1, 2016 (TCEH Toggle Notes).

Refers collectively to the TCEH Initial Term Loan Facility, TCEH
Delayed Draw Term Loan Facility, TCEH Revolving Credit Facility,
TCEH Letter of Credit Facility and TCEH Commodity Collateral Posting
Facility. See Note 4 to Financial Statements for details of these facilities.

Texas Commission on Environmental Quality

Refers to Texas Energy Future Holdings Limited Partnership, a limited
partnership controlled by the Sponsor Group that owns substantially all of
the common stock of EFH Corp.

Refers to TXU Energy Retail Company LLC, a direct, wholly-owned
subsidiary of TCEH engaged in the retail sale of electricity to residential
and business customers. TXU Energy is a REP in competitive areas of
ERCOT.

United States of America

il



TEXAS COMPETITIVE ELECTRIC HOLDINGS COMPANY LLC
CONDENSED STATEMENTS OF CONSOLIDATED INCOME (LOSS)

(Unaudited)

(millions of dollars)

Operating revenues
Fuel, purchased power costs and delivery fees
Net gain (loss) from commodity hedging and trading activities
Operating costs
Depreciation and amortization
Selling, general and administrative expenses..
Franchise and revenue-based taxes
Impairment of goodwill (Note 2)..
Other income (Note 12)
Other deductions (Note 12)
Interest INCOME.........coveiviccierecrcceece e s ene e ens
Interest expense and related charges (Note 12)

Income (loss) before income taxes

Income tax (expense) benefit

Net income (loss)

Net (income) loss attributable to noncontrolling interests

Net income (loss) attributable to TCEH

See Notes to Financial Statements.

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

2009 2008 2009 2008
$ 2433 $ 3258 $ 6,144 $ 7,809
(1,187) (1,923) (2,987) (4,646)
123 6,045 1,003 (248)
(161) (157) (504) (501)
(303) (296) (862) (827)
(192) (172) - (555) (496)
@n (26) (74) (74)

—— —_ (70) —

33 2 38 8

®) (531) (19) (550)

21 20 40 45
(770) (581) (1331) (1.756)
(36) 5,639 823 (1,236)

11 (2,010) (330) 425

(25) 3,629 493 (811)

$ 25 $ 3.629 3493 $_(81)



TEXAS COMPETITIVE ELECTRIC HOLDINGS COMPANY LLC
CONDENSED STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME (LOSS)

(Unaudited)
(millions of dollars)
Three Months Ended September 30, Nine Months Ended September 30,
2009 2008 2009 2008
Net iNCOME (L0SS) -..cooecrrreerirreeierierte e esiiseensareeseseserasseseresreassnsnans $ (25 $ 3,629 C 8 493 $ (811
Other comprehensive income (loss), net of tax effects: '
Cash flow hedges:
Net increase (decrease) in fair value of derivatives
(net of tax benefit of $2, $75, $11 and $98)...................... ) . (139) (20) (182)
Derivative value net (gain) loss related.to hedged
transactions recognized during the period and reported
in net income (loss) (net of tax benefit of
$21, 822,853 and $45) ..ot 41 41 99 83
Total adjustments to net income (loss)... 37 (98) 79 (99)
Comprehensive income (loss) .........cocieeemrireiernierceeereeceeees 12 3,531 572 : (910)
Comprehensive (income) loss attributable to noncontrolling
IIEETESES ..ottt i et ercnen e se e sas s emeonene = = = =
Comprehensive income (loss) attributable to TCEH....................... 3 12 $ 3531 $ 572 $__(910)

See Notes to Financial Statements.



TEXAS COMPETITIVE ELECTRIC HOLDINGS COMPANY LLC
CONDENSED STATEMENTS OF CONSOLIDATED CASH FLOWS
(Unaudited)

(millions of dollars)

Nine Months Nine Months
Ended Ended
September 30, September 30,
2009 ) 2008

Cash flows — operating activities: . .
NEt INCOME (LOSS) .cveiiririeiiicnte ettt sttt e sn et eenae $ 493 $ (@811
Adjustments to reconcile net income (loss) to cash provided by :
operating activities:

Depreciation and amOrtiZation ........c.cceveeeerereenerereneecerreressesescsesesnasseesesesenesesaenas 1,298 1,153
Deferred income tax expense (benefit) — net.. . 158 . (390)
Impairment of goodwill (Note 2) .......ccocevreeeriernnnnn 70 . .-
Impairment of emission allowances intangible assets .......co.cooeoeevrirrrncrcnenecnneens - 501
Charge related to Lehman bankruptcy (Note 12) ........cooovvimmieeerrnerneeeneeenennes - .26
Unrealized net (gains) losses from mark-to-market valuations of commodity
POSIHIONS ....oeteretee ettt ettt e st et st s st e e et eens (713) 221
Unrealized net gains from mark-to-market valuations of
IMEETESt TALE SWAPS w..cevveerniticrcec et e e oo e e een e se e e enesasec e esneseneneaes (527) (36)
Bad debt expense 87 57
Stock-based incentive cOMPENSAtioN EXPENSE..........cecrrereererrerrereirnrererererirersereressnens 5 7
Reversal of use tax accrual (NOte 12) ....iveuevieieierieieceeice e et e (23) -
OMhET = MEL. ..ottt ettt s et sa e e s e e e ssase s 5 27
Changes in operating assets and liabilities:
Margin deposits ~ net............ 260 (236)
Other operating assets and liabilities.... 364 344
Cash provided by operating activities .........c.cceeerueirieeenrerierecnirenieseesesessasennas 1.477 863
Cash flows — financing activities:
Issuances of long-term debt securities:
Pollution control revenue bonds ............cocviinrininieniniinniccic e - 242
Other long-term debt (NOE 4) .....ccovevmirrircrieiirccrerrre e e esesersens 522 1,035
Repayments/repurchases of long-term debt/securities:
Pollution control revenue bonds ... - (242)
Other long-term debt (Note 4) ............. (215) (155)
Increase in short-term borrowings (Note 4).............. - 2,032
Decrease in income tax-related note payable to Oncor. (26) (25)
Contributions from noncontrolling interests (Note 6).........ccoovirienccnnneereeeeeeneee 42 -
Advances from affiliates ........c.ccooiiiriineieer e e e e as 3) 7
Debt discount, financing and reacquisition expenses (33) ) @)
Other = Net ..o e - 33
Cash provided by financing activities ........c.eveevveeeennnreecrereen s 287 : 2923
Cash flows — investing activities:
Net 10ans t0 affilIates.......cooorirmiiiriceee et (532) R (388)
Capital expenditures.........c.ocoeervereieeennnnn. eettes ettt eb e b et et s s he b b ettt tnen et e (1,106) (1,402)
Nuclear fuel purchases ............cocecvevecnenennne (157) (112)
Money market fund redemptions (INVeStMENTS) .......cccooviiriviiiiiiiciieee e 142 (242)
Reduction of restricted cash related to letter of credit facility (Note 4) ........cceonueueennce. 115 -
Reduction of restricted cash related to pollution control revenue bonds... - 29
Transfer of cash collateral from (to) custodian agent .............ceconeee. 3 (20)
Proceeds from sales of environmental allowances and credits 22 30
Purchases of environmental allowances and credits.................... (23) (18)
Proceeds from sales of nuclear decommissioning trust fund securities. 2,972 747
Investments in nuclear decommissioning trust fund securities ............ccocovmcvonriecnnee (2,983) (758)
Net proceeds from sale of controlling interest in natural gas gathering pipeline
DUSITIESS ...ouiiiiieieiciie ettt bbbttt st 40 -
Other-net ... 18 S
Cash used in iNVeSNG aCtVILIES .......c.cerveeeoiniricireccere ettt eete e (1,489) 2,129
Net change in cash and cash equivalents.............ccocccooeiniininncinnirre e 275 1,657
Cash and cash equivalents — beginning balance..............occcoerivnemirneiece e 479 215
Cash and cash equivalents — ending balance..........cococooviiiiinii e $ 754 $ 1.872

See Notes to Financial Statements.



TEXAS COMPETITIVE ELECTRIC HOLDINGS COMPANY LLC
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited) -
(millions of dollars)

See Notes to Financial Statements.

September 30, December 31,
2009 2008
ASSETS
Current assets:
Cash and cash equivalents..........c.cocceceenee. e e e e $ 754 $ 479
Investments held in money market fund...........coocooiiiiii et et . - 142
Restricted cash (INOLE 12) ..ottt rn s se et e see st ma e s n st et eenens 1 4
Trade accounts receivable — net (Note 3).....cccoeevvverrierrnene. N - - 751 994
Notes receivable from parents (INote 11)....c.coevrienmnncceninnrenecreerenemennen e 1,130 598
INVENOTIES (INOLE 12)....ueuiursieecreieceetsesseses s s sraeesese e sssssessse s ssessens s sssassssessseasssastssnssansssneranes ' 403 361
Commodity and other derivative contractual assets (NOtE 7).........ocvvoireereeicnerrrereeeie et 2,537 2,391
Accumulated deferred INCOME tAXES ......c.ovruieieereirerceeri etz esessersee s msessesnsesenensens 82 21
Margin deposits related to cOmMOGIty POSIHONS .....cccoveueermceerereircirenes et ner e semre e seeseenaraens . 158 439
OtheT CUITENE BSSELS ......eeuiiieeiietet ettt e e eee et et e s e ea e st et eser s e se e s et s e e e aae et ee s et et e e sat st et sen e nnaeenen 48 85
TOtAl CUITENT @SSELS......oecviieiieiieeeeeeetieeeeeeee et eeee et ee s e e et e eee e see s e s e teensesseseresenneesneesnreensenans 5,864 5,514
Restricted cash (Note 12) 1,135 1,250
Investments (Note 12)...... ' 580 483
Property, plant and equipment — net (Note 12). 20,980 20,902 *
GoodWill (NOE 2) ...vevvrereriecrieeieeeeee e 10,252 10,322
Intangible assets — net (NOt€ 2) ...co.oeeveueinrenenncrircceees 2,658 2,774
Commodity and other derivative contractual assets (Note 7) ............. 1,153 962
Other noncurrent assets, principally unamortized debt iSSUance COSts.........coooevieeininnennnecrneeeneees 675 750
TOMAL ASSEES ... ereeeseee s eesee s eeseeeeese s s e see s omee e oo se e esesreesseererone $ 43297 § 42,957
" LIABILITIES AND MEMBERSHIP INTERESTS
Current liabilities:
Short-term borrowings (Note 4) $ 900 $ %00
AdVanCes frOM PAIENL ..........covvviieitieerieeee s etee e ee e se e esess s everasasasesassessrasessssaseresessnaresassassanns 1 4
Long-term debt due currently (NOt€ 4) ......coovvvereieiiereneecreee e et 200 261
Trade accounts payable — RONATTIHAES ............cocoovieirvieieerieeerer e nseees " 589 1,000
Trade accounts and other payable to affiliates..........c.ocoovererieveiecnnieinie et rr e 227 168
Commodity and other derivative contractual liabilities (NOE 7) ...........ovvrervervrerererserssseesesseneonns 2,535 2,730
Margin deposits related to cOMmMOGItY POSILIONS .....c.coveuruireirieineiicirerriccereeeiere e e seeeserese e ssiesens 504 525
Accrued income taxes payable to parent (Note 11) ... et e et e e s et ebesaerneaeraaee 146 33
Accrued taxes other than INCOME. .......oov ittt na et se s s e e e san s oneen 94 70
Accrued INterest ... O e 489 310
Oher CUITENE HADIIES. ......v..vvvovveocs e e sseses s esessensssess st ssesssesssess s sesesssassseess s 323 276
Total CUITENt LHADIIIEIES ...c.ovveiviiiieieeei ettt et ee e easeaeeveessens s vasne b easesaneaseabeasesssennsen 6,008 6,277
Accumulated deferred INCOME tAXES .......coeoiririiriniiireirre ettt et 5411 5,249
Commodity and other derivative contractual liabilities (NOte 7)........cceerervvrevereeinerirrreereesicrersrereessesnnes ’ 1,343 2,095
Notes or other liabilities due affiliates (INOte 11)....ocucuruiiriiriiiriirc ettt nesens 227 254
Long-term debt, less amounts due currently (NOLE 4) ........c.ooeviiueviriinieiieeiee et ceeee e e seas 29,702 29,209
Other noncurrent liabilities and deferred credits (Note 12) .. 2.642 2,527
TOAL HHADIIIHIES ...o.vevveiieee ettt sttt s s et s be et e se e st s sss e e tes s e sasessssasabessraesnsssantes 45,333 45,611
Commitments and Contingencies (Note 5)
Membership interests (Note 6):
TCEH MEIMBETSHIP INEEFESES......vveooveveeeer oo eeeeseessessessessesesseseosseeesessssseossesossesssseesseseasasesseneesesenes " (2,078) (2,654)
Noncontroiling INLErests in SUbSIAIANIES.........cvuviireiiectce e e 42 -
Total membership INterests ..........ococvveviiinierereiiieie e JRN Levereerereratr e ste e srasseaseasreenreneneessaen (2.036) (2.654)
Total liabilities and membership IErEstS .........c.ocooriiiirirccc e s e $43297 $ 42,957



TEXAS COMPETITIVE ELECTRIC HOLDINGS COMPANY .
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
~ (Unaudited)

1. BUSINESS AND SIGNIFICANT ACCOUNTING POI_',I.CIE‘S

'

Description of Business

TCEH is a Dallas-based holding company for subsidiaries. engaged in competitive electricity market
activities largely in Texas, including electricity generation, development and construction of new generation
-facilities, wholesale energy sales and purchases, commodity risk management and trading activities, and retail
electricity sales. Commodity risk management and allocation of financial resources are performed at the TCEH
level; therefore, there are no reportable business segments. TCEH is a wholly-owned subsidiary of EFC
Holdings, which is a wholly-owned subsidiary of EFH Corp. While TCEH is a wholly-owned subsidiary of EFH
Corp. and EFC Holdings, TCEH is a separate legal entity from EFH Corp and EFC Holdlngs and all of their .
other affiliates with its own assets and liabilities.

See “Glossary” for definition of terms and abbreviations.
Basis of Presentation

The condensed consolidated financial statements have been prepared in accordance with US GAAP and on
the same basis as TCEH’s 2008 Audited Financial Statements, with the exception of the adoption of new
accounting and disclosure guidance related to derivative instruments and hedging activities, subsequent events
and reporting of fair value as discussed below. All adjustments (consisting of normal recurring accruals) -
necessary for a fair presentation of the results of operations and financial position have been included therein.
All intercompany items and transactions have been eliminated in consolidation. 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 requlred by US
GAAP, they should be read in conjunction with TCEH’s 2008 Audited Financial Statements and related notes.
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. Subsequent events have been -evaluated through October 29 2009 the date these condensed . -
consolidated financial statements were available to be issued. .

Use of Estimates

Preparation of, the financial statements requires 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 fair value measurements. In the event estimates and/or assumptions prove to be different from actual
amounts, adjustments are made in subsequent periods to reflect more current infofmatibn No material
adjustments, other than those disclosed elsewhere herein, were made to previous estimates or assumptlons during
the current year. E : :

Changes in Accounting Standards

In August, 2009, the FASB issued guidance on measuring fair value of liabilities, which provides

clarification of fair value measurement when there is limited or no observable data available. This new guidance =

is effective for periods beginning October 1, 2009. TCEH is evaluating the 1mpact of this new guidance, but
currently does not expect a material effect on its financial statements.



In June 2009, the FASB issued “The FASB Accounting Standards Codification™ and the Hierarchy of
Generally Accepted Accounting Principles,” which establishes the FASB Accounting Standards Codification™
(Codification) as the source of authoritative US GAAP recognized by the FASB to be applied to
nongovernmental entities. The Codification was effective for financial statements issued for interim and annual
periods ending after September 15, 2009. The adoption of the Codification did not affect reported results of
operations, financial condition or cash flows. TCEH implemented the Codification in these financial statements.

In June 2009, the FASB 1ssued new guidance that (1) changes how a reporting entity determines when an
entity that is insufficiently capitalized or is not controlled through voting (or similar rights) should be
consolidated and (ii) requires additional disclosures. This new guidance is effective for periods beginning after
November 15, 2009. TCEH is evaluating the impact of this new guidance, including the impact to its sale of
receivable program discussed in Note 3 and immediately below.

In June 2009, the FASB issued new guidance regarding accounting for transfers of- financial assets that
eliminates the concept of a qualifying special purpose entity, changes the requirements for derecognizing
financial assets and requires additional disclosures. This new guidance is effective in the first quarter of 2010.
TCEH continues to evaluate the impact of this new guidance on its financial statements and footnote disclosures;
however, TCEH currently expects that its accounts receivable securitization program discussed in Note 3 will no
longer be accounted for as a sale of accounts receivable as a result of the guidance, and the funding under the
program will be reported as short-term borrowings. This new guidance will not impact the covenant-related ratio
calculations in TCEH’s debt agreements. ’

In May 2009, the FASB issued new guidance related to subsequent events that requires disclosure of the
date through which TCEH has evaluated subsequent events related to the financial statements being issued and
the basis for that date. This guidance was effective for interim and annual reporting periods ending after June
15, 2009. TCEH’s adoption of this guidance as of April 1, 2009 did not affect reported results of operations,
financial condition or cash flows, and the required disclosure is provided above in “Basis of Presentation.”

In April 2009, the FASB issued new guidance regarding determining fair value when the volume and level
of activity for the asset or liability have significantly decreased and identifying transactions that are not orderly.
This guidance was effective for interim reporting periods ending after June 15, 2009, and TCEH adopted it as of
April 1, 2009. This guidance did not change TCEH’s fair value measurement techniques. However, this
guidance requires disclosures of additional detail of securities held in TCEH’s nuclear decommissioning trust
that are provided in Notes 8 and 12.

In April 2009, the FASB issued new guidance regarding the recognition and presentation of other-than-
temporary impairments, which changed the guidance for recording impairment of investments in debt securities.
This guidance was effective for interim and annual reporting periods ending after June 15, 2009, and is expected
to affect many utility companies that hold debt securities in nuclear decommissioning trust funds. However,
TCEH’s adoption as of April 1, 2009 did not affect the accounting for its nuclear decommissioning trust fund
because the trust balance is reported at fair value, with changes in fair value of the trust resulting in changes in
Oncor’s regulatory asset or liability related to the decommissioning cost. This new guidance also requires the
disclosure of information about the fair value of the investments for interim reporting as provided in Note 12.

In April 2009, the FASB issued new guidance requiring the disclosure of summarized financial information
about the fair value of financial instruments for interim reporting. This new guidance was effective for interim
reporting periods ending after June 15, 2009, and TCEH adopted it as of April 1, 2009. As this new guidance
provides only disclosure requirements, the adoption did not have any effect on reported results of operations,
financial condition or cash flows. The disclosures are provided in Note 9.



TR N R

In December 2008, the FASB issued new guidance for employers’ disclosures about postretirement benefit
plan assets. This new guidance provides enhanced disclosures regarding how investment allocation decisions are
made and certain aspects of fair value measurements on plan assets. The required disclosures are intended to
provide transparency related to the types of assets and associated risks in an employer’s defined benefit pension
or other postretirement employee benefits plan and events in the economy and markets that could have a
significant effect on the value of plan assets. These new disclosure requirements are effective for fiscal years
ending after December 15, 2009. As this new guidance provides only disclosure requirements, the adoption will
not have any effect on reported results of operations, financial condition or cash flows.

In March 2008, the FASB issued amended disclosure guidance for derivative instruments and hedging
activities. This amended guidance enhances required disclosures regarding derivatives and hedging activities to
enable investors to better understand their effects on an entity’s financial position, financial performance and
cash flows. This guidance was effective with reporting for the three months ended March 31, 2009. As this
. guidance provides only disclosure requirements, the adoption did not have any effect on reported results of
operations or financial condition. The disclosures are provided in Note 7.

In December 2007, the FASB issued amended guidance for accounting for noncontrolling interests in
consolidated financial statements effective for fiscal years beginning on or after December 15, 2008. This
amended guidance requires noncontrolling interests in subsidiaries initially to be measured at fair value and
classified as a separate component of equity. Effective January 2009, TCEH classified the noncontrolling
interests created as part of the nuclear generation development joint venture formed in the first quarter of 2009 as
a separate component of equity in the balance sheet, and reported consolidated net income (loss) includes the net
income attributable to noncontrolling interests, the amount of which was immaterial in the period from the
formation of the joint venture in January 2009 through September 30, 2009.

2. GOODWILL AND IDENTIFIABLE INTANGIBLE ASSETS
Goodwill

Reported goodwill totaled $10.25 billion and $10.32 billion as of September 30, 2009 and December 31,
2008, respectively. :

In the first quarter of 2009, TCEH recorded a $70 million goodwill impairment charge. This charge
resulted from the completion of fair value calculations supporting the initial $8.0 billion goodwill impairment
charge that was recorded in the fourth quarter of 2008. The impairment charge primarily reflected the
dislocation in the capital markets during the fourth quarter of 2008 that increased interest rate spreads and the
resulting discount rates used in estimating fair values and the effect of declines in market values of debt and
equity securities of comparable companies. The impairment determinationdnvolved significant assumptions and
judgments in estimating TCEH’s enterpnse value and the fair values of its assets and liabilities. There have been
no other goodwill impairments recorded since the Merger.

The calculations supporting the impairment determination utilized models that take into consideration
multiple inputs, including commodity prices, debt yields, equity prices of comparable companies and other
inputs. Those models were generally used in developing long-term forward price curves for certain commodities
and discount rates for determining fair values of certain individual assets and liabilities of TCEH. The fair value
measurements resulting from such models are classified as Level 3 measurements consistent with accounting
standards related to the determination of fair value (see Note 8).



Identifiable Intangible Assets
Identifiable intangible assets reported in the balance sheet‘are bomprised of the following:

As of September 30, 2009 ‘ As of December 31, 2008

Gross . Gross
Carrying Accumulated ) Carrying  Accumulated
: . , Amount  Amortization Net . Amount  Amortization . Net

Retail customer relationship..........cccoovreecennnns " $ 463 $ 194 $ 269 $ 463 $ 130 $ 333
Favorable purchase and sales contracts .. 700 340 360 . 700 - 249 451
Capitalized in-service software ....... 179 23 156 ' 48 13 35
Environmental allowances and credits 988 187 801 994 | 121 873
Mining development costs 19 4 15 19 } 2 17

Total intangible assets subject to amomzanon 2.349 748 1,601 2224 - 515 1,709
Trade name (not subject to amortization)............. 955 : 955
Mineral interests (not currently subject ) ) .

£0 AMOTHZALION) vevecvveeerenesseee s eessesesenesensens . - 102 ' __110

Total Intangible assets......oevreeureerremecreeanesluerenes $2,658 . $2.774

Amortization expense related to intangible assets consisted of: _

Three Months Ended : Nine Months Ended

September 30, ) September 30,
_Intangible Asset (Income Statement line) 2009 2008 S 12009 © 2008
Retail customer relationship (Depreciation and amortization) ...... $ 21 $ 13 3 64 $ 39
Favorable purchase and sales contracts (Operating revenues/ ) ,
fuel, purchased power costs and delivery fees) ............c.c....... 18 9 91 115
Capitalized in-service software (Depreciation and amortization).. 5 2 11- 8
Environmental allowances and credits (Fuel, purchased power ‘
costs and delivery fees) ..o 25 28 .- 66 77
Mining development costs (Depreciation and amortization)......... 1 = . 2 =
Total amortization eXpense .........ccoccvverrrvecnerernniereenes $ 70 $ 52 § 234 $ 239

. Estimated Amortization of Intangible Assets — The estimated aggregate amortxzatlon expense related to |
identifiable mtanglble assets for each of the next five fiscal years is as follows:

Year Amount

$323
228
174
138
122




3. TRADE ACCOUNTS RECEIVABLE AND SALE OF RECEIVABLES PROGRAM
Sale of Receivables

TXU Energy participates in an accounts receivable securitization program, the activity under which is
accounted for as a sale of accounts receivable in accordance with transfers and servicing accounting standards
(see Note '1 for discussion of a new accounting standard effective in the first quarter of 2010). Under the
program, TXU Energy (originator) sells trade accounts receivable to TXU Receivables Company, which is a
special purpose entity created for the purpose of purchasing receivables from the originator and is a consolidated
wholly-owned bankruptcy-remote direct subsidiary of EFH Corp. TXU Receivables Company sells undivided
interests in the purchased accounts receivable for cash to special purpose entities established by financial
institutions (the funding entities). :

Program funding totaled $700 million at September 30, 2009, the maximum amount currently available
under the accounts receivable securitization program.

All new trade receivables under the program generated by the originator are continuously purchased by
TXU Receivables Company with the proceeds from collections of receivables previously purchased. Changes in
the amount of funding under the program, through changes in the amount of undivided interests sold by TXU
Receivables Company, reflect seasonal variations in the level of accounts receivable, changes in collection
trends and other factors such as changes in sales prices and volumes. TXU Receivables Company has issued
subordinated notes payable to the originators for the difference between the face amount of the uncollected
accounts receivable purchased, less a discount, and cash paid to the originator that was funded by the sale of the
undivided interests. The balance of the subordinated notes payable, which is reported in trade accounts
receivable, totaled $489 million and $268 million at September 30, 2009 and December 31, 2008, respectively.

The discount from face amount on the purchase of receivables from the originator principally funds
program fees paid to the funding entities. The program fees, which are also referred to as losses on sale of the
receivables under transfers and servicing accounting standards, consist primarily of interest costs on the
underlying financing. The discount also funds a servicing fee paid by TXU Receivables Company to EFH
Corporate Services Company, a direct wholly-owned sub51dlary of EFH Corp., which provides recordkeeping
services and is the collection agent for the program.

Program fee amounts, which are reported in SG&A expenses, were as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 ) 2008
Program fEes.........cooiiiiiie e $ 2 $ 7 $ 9 - $ 18
Program fees as a percentage of average funding (annualized)....... 1.3% 4.2% 2.4% 52%

The trade accounts receivable balance reported in the September 30, 2009 consolidated balance sheet has
been reduced by $1.189 billion face amount of retail accounts receivable sold to TXU Receivables Company,
partially offset by the inclusion of $489 million of subordinated notes receivable from TXU Receivables
Company. Funding under the program increased $284 million and $337 million for the nine month periods
ending September 30, 2009 and 2008, respectively. 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 falr value due to the short-term nature of the collection
period. .



Activities of TXU Receivables Company were as follows:

Nine Months Ended September 30,

2009. 2008
Cash collections 0n aCCOUNtS TECEIVADIE ...........oovviirieiiieee et eanen $ 4,660 $ 4881
Face amount of new receivables purchased .............coooooiioviiiiecrninee s eeee (5,165) (5,263)
Discount from face amount of purchased receivables (to fund fees paid) .. . 11 22
Program fees paid to funding entities.... ... . €)) (18)
Servicing fees paid to EFH Corp. subsidiary for recordkeeping and collection services....... 2) ) ?3)
Increase in subordinated notes payable ..........ccoi e 221 44
Operating cash flows provided to originator under the program.........ccccoovrcrrerercerecccrennee $ (284) $ (337

The program, which expires in October 2013, may be terminated upon the occurrence of a number of
specified events, including if the delinquency ratio (delinquent for 31 days) for the sold recetvables, 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 funding entities do
not waive such event of termination. The thresholds apply to the entire portfolio of sold receivables. In
addition, the program may be terminated if TXU Receivables Company or the EFH Corp. subsidiary acting as
collection agent defaults in any payment with respect to debt in excess of $50,000 in the aggregate for such
entities, or if TCEH, any affiliate of TCEH acting as collection agent other than the EFH Corp. subsidiary, any
parent guarantor of the originator or the originator shall default in any payment with respect to debt (other than
hedging obligations) in excess of $200 million in the aggregate for such entities. As of September 30, 2009,
there were no such events of termination.

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

The subordinated notes issued by TXU Receivables Company are subordinated to the undivided interests
of the funding entities in the purchased receivables.

Trade Accounts Receivable

September 30, December 31,
2009 2008
Gross wholesale and retail trade accounts receivable ...........ccooevvieiciie s $ 1,535 ) $ 1474
Retail accounts receivable sold to TXU Receivables Company ... (1,189) (684)
Subordinated notes receivable from TXU Receivables Company . 489 268
Allowance for uncollectible accounts ........c.co.coeveveenreecrenenae . (84) (64)
Trade accounts receivable — reported in balance sheet ..........cccccoceivnnieiiccnncnens o8 751 $ 994

Gross trade accounts receivable at September 30, 2009 and December 31, 2008 included unbilled revenues
of $449 million and $427 million, respectively.

Allowance for Uncollectible Accounts Receivable

Nine Months Ended September 30,

2009 2008
" Allowance for uncollectible accounts receivable as of beginning of period............ccoecereuenc. $ 64 $ 24
Increase for bad debt eXpense..... ..ot s 87 57
Decrease for account write-offs........ 67 ) (46)
Charge related to Lehman banknuptcy.......ccovevemmereceencenieeee. . - 26
Allowance for uncollectible accounts receivable as of end of period.......cccococenrveivcrecmnnnne $ 84 3 61
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4.

SHORT-TERM BORROWINGS AND LONG-TERM DEBT

Short-Term Borrowings

At September 30, 2009, TCEH had outstanding short-term borrowings of $900 million at a weighted

average interest rate of 3.79%, excluding certain customary fees, at the end of the period. At December 31,
2008, TCEH had outstanding short-term borrowings of $900 million at a weighted average interest rate of
3.95%, excluding certain customary fees, at the end of the period.- All short-term borrowings were under the
TCEH Revolving Credit Facility. '

Credit Facilities

TCEH’s credit facilities with cash borrowing and/or letter of credit availability at September 30, 2009 are

presented below. The facilities are all senior secured facilities.

At September 30, 2009

Maturity Facility Letters of Cash
Authorized Borrowers and Facility Date Limit . Credit Borrowings  Availability

TCEH Delayed Draw Term Loan Facility (a)...........  October 2014 $ 4,100 $ - $ 4085 $ -
TCEH Revolving Credit Facility (b).......c.cccovvvverenen. October 2013 2,700 38 900 1,736
TCEH Letter of Credit Facility (€).......ccocvvevrvrennnns .. October 2014 1250 - 1.250 -

Subtotal TCEH (@) ... $ 8050 $ 38 $ 6235 $ 1736

TCEH Commodity Collateral Posting Facility (¢).... December 2012 Unlimited $ - $ - Unlimited

@

(b)

(d)

(e)

Facility was used to fund expenditures for constructing certain new generation facilities and environmental upgrades of existing
generation facilities. Availability amount excludes $15 miilion of commitments from a subsidiary of Lehman Brothers Holding
Inc. (such subsidiary, Lehman) that has filed bankruptcy under Chapter 11 of the US Bankruptcy Code. Borrowings are classified.
as long-term debt.

Facility used for letters of credit and borrowings for general corporate purposes. Borrowings are classified as short-term
borrowings. Availability amount includes $141 million of commitments from Lehman that are only available from the fronting
banks and the swingline lender and excludes $26 million of requested cash draws that have not been funded by Lehman. All
outstanding borrowings under this facility at September 30, 2009 bear interest at LIBOR plus 3.5%, and a commitment fee is
payable quarterly in arrears at a rate per annum equal to 0.50% of the average daily unused portion of the facility.

Facility used for issuing letters of credit for general corporate purposes, including, but not limited to, providing collateral support
under hedging amrangements and other commodity transactions that are not eligible for funding under the TCEH Commodity
Collateral Posting Facility. The borrowings under this facility were drawn at the inception of the facility, are classified as long-
term debt;, and except for $115 million related to a letter of credit drawn in June 2009, have been retained as restricted cash.
Letters of credit totaling $676 million issued as of September 30, 2009 are supported by the restricted cash, and the remaining
letter of credit availability totals $459 million.

Pursuant to PUCT rules, TCEH is required to maintain available capacity under its credit facilities to assure adequate credit

worthiness of TCEH’s REP subsidiaries, including the ability to return retail customer deposits, if necessary. As a result, at .-

September 30, 2009, the total availability under the TCEH credit facilities should be further reduced by $237 million.

Revolving facility used to fund cash collateral posting requirements for specified volumes of natural gas hedges totaling
approximately 650 million MMBtu as of September 30, 2009. As of September 30, 2009, there were no borrowings under this
facility. See “TCEH Senior Secured Facilities” below for additional information.
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Long-Term Debt

At September 30, 2009 and December 31, 2008, long-term debt consisted of the following:

September 30, December 31,

2009 2008
Pollution Control Revenue Bonds:
Brazos River Authority:
5.400% Fixed Series 1994A due May 1, 2029 $ 39 3 39
7.700% Fixed Series 1999A due April 1, 2033 . 111 111
6.750% Fixed Series 19998 due September 1, 2034, remarketing date April 1, 2013 (@) .....cccccvrrruernene. 16 16
7.700% Fixed Sertes 1999C due March 1, 2032 ..ottt se e s 50 50
8.250% Fixed Series 2001 A due October 1, 2030........ccooovvvvviiriinir i . 71 71
5.750% Fixed Series 2001C due May 1, 2036, remarketing date November 1, 2011 (@) .....c.ccrvereneenee. 217 217
8.250% Fixed Series 2001D-1 due May 1, 2033 ......cccoiimimiieeecrrnie s eesneeseraeseensenen . 17 17
0.450% Floating Series 2001D-2 due May 1, 2033 (b) ...c..cc.c.c. 97 97
0.340% Floating Taxable Series 20011 due December 1, 2036 (c). . 62 62
0.450% Floating Series 2002A due May 1, 2037 (D) ..o.oovvrveersieieieieeeree s ceecesseess e ese s ses e saasaanas 45 45
6.750% Fixed Series 2003 A due April 1, 2038, remarketing date April 1,2013 (@) .c..ococoeevervrennnnencnns 44 44
6.300% Fixed Sertes 2003B due July 1,2032 ..o 39 39
6.750% Fixed Series 2003C due October 1, 2038 .........ccveieieieeiieeeiee e eeesveeeens 52 52
5.400% Fixed Series 2003D due October 1, 2029, remarketing date October 1, 2014 (a). . 31 31
5.000% Fixed Series 2006 due March 1, 2041 .........oovvieiiiimie ettt st s et st ssesraes 100 100
Sabine River Authority of Texas:
6.450% Fixed Series 2000A due June 1, 2021 ......ocoooiniiiirieceec et anas 51 51
5.500% Fixed Series 2001 A due May 1, 2022, remarketing date November 1, 2011 (a).. . 91 91
5.750% Fixed Series 2001B due May 1, 2030, remarketing date November 1, 2011 [ JTTRRR 107 107
5.200% Fixed Series 2001C due May 1, 2028 ........ccooericeriirnrerrneccerecienreeesenneesseesesesessassessesesenns 70 70
5.800% Fixed Series 2003 A due July 1, 2022.... . 12 12
6.150% Fixed Series 2003B due August 1, 2022 ...........ccocoieirennieererreersreeersrsresssrsrasrsassaseesssesesasrenees 45 45
Trinity River Authority of Texas:
6.250% Fixed Series 2000A due May 1, 2028 ..........coouiiiiiiiiireticie ittt 14 14
Unamortized fair value discount related to pollution control revenue bonds (d) ......cocceevieeriviererieennenns (150) (161)

Senior Secured Facilities:
3.754% TCEH Initial Term Loan Facility maturing October 10, 2014 (€)(f) ...ecveevverereereicrecreeereeenenes 16,121 16,244

3.754% TCEH Delayed Draw Term Loan Facility maturing October 10, 2014 (e)(f) 4,085 3,562
3.754% TCEH Letter of Credit Facility maturing October 10, 2014 (f).....c..cocneeneeecne. . 1,250 1,250
0.243% TCEH Commodity Collateral Posting Facility maturing December 31, 2012 () .....c.coeevnenene. — .-
Other:
10.25% Fixed Senior Notes due November 1, 2015..........ccviviiiiiniiiicieee sttt ieas st s sasse e e 3,000 3,000
10.25% Fixed Senior Notes Series B due November 1, 2015 ..........ooooiiimiiieiiececeeceeee e 2,000 2,000
10.50/11.25% Senior Toggle Notes due November 1, 2016.. : 1,848 1,750
7.000% Fixed Senior Notes due March 15,2013 ................. . 5 : 5
7.100% Promissory Note due January §, 2009... — 65
7.460% Fixed Secured Facility Bonds with amortizing payments through January 201 . 55 67
Capital lease ObIIZAtIONS .......o.coveriirerireiiereenr et nanearraes 158 159
Unamortized fair value discount (d)......c.ooeceveeoieiieicniinnr ettt (5) (6)
TOMBI oo e e a et er e e s sr ket ene s R neneae

Less amount due currently.
TOtal IONG-ETIN AEDE.......oiiiiiieie et b s ee et sr e ast st e e e s srbebas e st abeesassebeseeseabeneanannen

(a)  These series are in the multiannual interest rate mode and are 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) Interest rates in effect at September 30, 2009. These series are in a daily interest rate mode and are classified as long-term as they are
supported by long-term irrevocable letters of credit.

(c) Interest rate in effect at September 30, 2009. This series is in a weekly interest rate mode and is classified as long-term as it is supported
by long-term irrevocable letters of credit.

(d)  Amount represents unamortized fair value adjustments recorded under purchase accounting.

(e) Interest rate swapped to fixed on $17.55 billion principal amount.

(f)  Interest rates in effect at September 30, 2009.

(g) Interest rates in effect at September 30, 2009, excluding quarterly maintenance fee of approximately $11 million. See “Credit Facilities”
above for more information. .
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Debt-Related Activity in 2009 — Repayments of long-term debt in 2009 totaling $215 million represented
principal payments at scheduled maturity dates as well as other repayments totaling $27 million, principally
related to capitalized leases. Payments at scheduled amortization or maturity dates included $123 million repaid
under'the TCEH Initial Term Loan Facility and $65 million of a TCEH promissory note.

Increases in long-term debt during 2009 totaling $522 million consisted of borrowings under the TCEH
Delayed Draw Term Loan Facility, which was fully drawn as of July 2009, to fund expenditures related to
construction of new generation facilities and environmental upgrades of existing lignite/coal-fueled generation
facilities. In addition, long-term debt increased as a result of the issuance of $98 million of TCEH’s
10.50/11.25% Senior Toggle Notes due November 1, 2016 (TCEH Toggle Notes) in lieu of cash -interest
payments as discussed below.

TCEH has the option every six months at its discretion, ending with the payment due November 1, 2012, to
use the payment-in-kind (PIK) feature of its toggle notes in lieu of making cash interest payments. Once TCEH
makes a PIK election, the election is valid for each succeeding mterest payment period until TCEH revokes the
election. :

TCEH made its May 2009 interest payment and will make its November 2009 and May 2010 interest
payments by using the PIK feature of the TCEH Toggle Notes. During the applicable interest periods, the
interest rate on the toggle notes is increased from 10.50% to 11.25%. TCEH increased the aggregate principal .
amount of the TCEH Toggle Notes by $98 million on May 1, 2009 and will further increase the aggregate
principal amount of the TCEH Toggle Notes by approximately $104 million on November 1, 2009 and $110
million on May 1, 2010. The elections increased liquidity as of May 1, 2009 by an amount equal to
approximately $92 million and will further increase liquidity as of November 1, 2009 and May 1, 2010 by an
amount equal to approximately $97 million and approximately $103 million, respectively, with such amounts
constituting the amount of cash interest that otherwise would have been payable on the respective dates, and will
increase the expected annual cash interest expense by approximately $33 million, constituting the additional cash
interest that will be payable with respect to the $3 12 million of additional toggle notes.

TCEH Senior Secured Facilities — The applicable rate on borrowmgs under the TCEH Initial Term Loan
Facility, the TCEH Delayed Draw Term Loan Facility, the TCEH Revolving Credit Facility and the TCEH
Letter of Credit Facility as of September 30, 2009 is provxded in the long-term debt table above and reflects
LIBOR-based borrowings. -

In August 2009, the Credit Agreement governing the TCEH Senior Secured Facilities was amended to
reduce the existing first lien capacity under the TCEH Senior Secured Facilities by $1.25 billion in exchange for
the ability for TCEH to issue up to an additional $4 billion of secured notes or loans ranking junior to TCEH’s
first lien obligations, provided that: .

e such notes or loans mature later than the latest maturity date of any of the initial term loans under
the TCEH Senior Secured Facilities, and -

¢ any net cash proceeds from any such issuances are used (i) in exchange for, or to refinance, repay,
retire, refund or replace indebtedness of TCEH or (ii) to acquire, directly or indirectly, all or
substantially all of the property and assets or business of another person or to finance the purchase
price, cost of design, acquisition, construction, repair, restoration, replacement, expansion,
installation or improvement of certain fixed or capital assets.
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In addition, the amended Credit Agreement permits TCEH to, among other things:

e issue new secured notes or loans, which may include, in each case, indebtedness secured on a pari
passu basis with the obligations under the TCEH Senior Secured Facilities, so long as, in each
case, among other things, the net cash proceeds from any such issuance are used to prepay certain
loans under the TCEH Senior Secured Facilities at par;

e agree with individual lenders to extend the maturity of their term loans or extend or refinance their
revolving credit commitments under the TCEH Senior Secured Facilities, and pay increased
interest rates or otherwise modify the terms of their loans or revolving commitments in connection
with such an extension, and

e exclude from the financial maintenance covenant under the TCEH Senior Secured Facilities any
new debt issued that ranks junior to TCEH’s first lien obligations under the TCEH Senior Secured
Facilities.

The TCEH Senior Secured Facilities are unconditionally guaranteed jointly and severally on a senior
secured basis by EFC Holdings and subject to certain exceptions, each existing and future direct or indirect
wholly-owned US restricted subsidiary of TCEH. The TCEH Senior Secured Facilities, including the guarantees
thereof, certain commodity hedging transactions and the interest rate swaps described under “TCEH Interest
Rate Hedges” below are secured by (a) substantially all of the current and future assets of TCEH and TCEH’s
subsidiaries who are guarantors of such facilities and (b) pledges of the capital stock of TCEH and certain
current and future direct or indirect subsidiaries of TCEH.

The TCEH Initial Term Loan Facility is required to be repaid in equal quarterly installments in an
aggregate annual amount equal to 1% of the original principal amount of such facility (approximately $41
million quarterly), with the balance payable in October 2014. The TCEH Delayed Draw Term Loan Facility is
required to be repaid in equal quarterly installments beginning in December 2009 in an aggregate annual amount
equal to 1% of the actual principal outstanding under such facility as of such date, with the balance payable in
October 2014. Amounts borrowed under the TCEH Revolving Facility may be reborrowed from time to time
until October 2013. The TCEH Letter of Credit Facility and TCEH Commodity Collateral Posting Facility will
mature in October 2014 and December 2012, respectively.

TCEH Senior Notes — Borrowings under TCEH’s and TCEH Finance’s (collectively, the Co-Issuers)
10.25% Senior Notes due November 1, 2015 and 10.25% Senior Notes Series B due November 1, 2015
(collectively, TCEH Cash-Pay Notes) bear interest semiannually in arrears on May 1 and November 1 of each
year at a fixed rate of 10.25% per annum. Borrowings under the TCEH Toggle Notes bear interest semiannually
in arrears on May 1 and November 1 of each year at a fixed rate of 10.50% per annum for cash interest and at a
fixed rate of 11.25% per annum for PIK Interest (as defined below). For any interest period until November 1,
2012, the Co-Issuers may elect to pay interest on the notes (i) entirely in cash; (i1) by increasing the principal
amount of the notes or by issuing new TCEH Toggle Notes (Payment-in-Kind or PIK Interest); or (iii) 50% in
cash and 50% in PIK Interest.

The TCEH Cash-Pay Notes and the TCEH Toggle Notes (collectively, the TCEH Senior Notes) are fully
and unconditionally guaranteed on a joint and several basis by TCEH’s direct parent, EFC Holdings (which
owns 100% of TCEH and its subsidiary guarantors), and by each subsidiary that guarantees the TCEH Senior
Secured Facilities.

The Co-Issuers may redeem the TCEH Cash-Pay Notes, in whole or in part, at any time on or after
November 1, 2011, or the TCEH Toggle Notes, in whole or in part, at any time on or after November 1, 2012, at
specified redemption prices, plus accrued and unpaid interest, if any. In addition, before November 1, 2010, the
Co-Issuers may redeem with the cash proceeds of certain equity offerings up to 35% of the aggregate principal
amount of TCEH Cash-Pay Notes and TCEH Toggle Notes from time to time at a redemption price of 110.250%
and 110.500%, respectively, of their respective aggregate principal amount plus accrued and unpaid interest, if
any. The Co-Issuers may also redeem the TCEH Cash-Pay Notes at any time prior to November 1, 2011 or the
TCEH Toggle Notes at any time prior to November 1, 2012 at a price equal to 100% of their principal amount,
plus accrued and unpaid interest and a “make-whole” premium. Upon the occurrence of a change in control of
TCEH, the Co-Issuers must offer to repurchase the TCEH Senior Notes at 101% of their principal amount, plus
accrued and unpaid interest, if any.
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_ TCEH Interest Rate Swap Transactions — As of September 30, 2009, TCEH has entered into interest rate
swap transactions pursuant to which payment of the floating interest rates on an aggregate of $17.55 billion of
senior secured term loans of TCEH were exchanged for interest payments at fixed rates of between 7.3% and
8.3% .on debt maturing from 2009 to 2014. Interest rate swaps on an aggregate of $15.05 billion were being
accounted for as cash flow hedges related to variable interest rate cash flows until August 29, 2008, at which
time these swaps were dedesignated as cash flow hedges as a result of the intent to change the variable interest
rate terms of the hedged debt (from three-month LIBOR to one-month LIBOR) in connection with the planned
execution of interest rate basis swaps (discussed immediately below) to further reduce the fixed borrowing costs.
Based on the fair value of the positions, the cumulative unrealized mark-to-market net losses related to these
interest rate swaps totaled $431 million (pre-tax) at the dedesignation date and was recorded in accumulated
other comprehensive income. This balance will be reclassified into net income as interest on the hedged debt is
reflécted in net income. No ineffectiveness gains or losses were recorded.

As of September 30, 2009, TCEH has entered into interest rate basis swap transactions pursuant to which
payments at floating interest rates of three-month LIBOR on an aggregate of $18.0 billion principal amount of
senior secured term loans of TCEH were exchanged for floating interest rates of one-month LIBOR plus spreads
ranging from 0.0625% to 0.353%. These transactions include swaps entered into in the nine months ended
September 30, 2009 related to an aggregate $9.55 billion principal amount of senior secured term loans of TCEH
and reflect the expiration of swaps in the nine months ended September 30, 2009 that related to an aggregate
$4.595 billion principal amount of senior secured term loans of TCEH.

The interest rate swap counterparties are secured by the same collateral package granted to the lenders
under the TCEH Sentor Secured Facilities. Subsequent to the dedesignation in August 2008 discussed above,
changes in the fair value of such swaps are being reported in the income statement in interest expense and related
charges, and such unrealized mark-to-market value changes totaled $138 million in net losses and $36 million in
net gains in the three months ended September 30, 2009 and 2008, respectively, and $527 million and $36
million in net gains in the nine months ended September 30, 2009 and 2008, respectively. The cumulative
unrealized mark-to-market net liability related to the swaps totaled $1.4 billion at September 30, 2009, of which
$238 million (pre-tax) was reported in accumulated other comprehensive income.

See Note 7 for discussion of collateral investments related to certain of these interest rate swaps.
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5. COMMITMENTS AND CONTINGENCIES
Generation Development

Construction of three lignite-fueled generation units in Texas, two units at Oak Grove and one unit at
Sandow, is nearing completion. The Sandow unit achieved substantial completion (as defined in the EPC
Agreement for the unit) on September 30, 2009, and one Oak Grove unit is in the commissioning and start-up
phase.

In connection with the acquisition of the development rights to the Sandow unit, a subsidiary of TCEH
(Sandow Power Company LLC, or Sandow Power) became a party to a federal consent decree with, among
others, the US Department of Justice in August 2007 (the Consent Decree). A 2007 federal court order that was
merged into the Consent Decree requires that, among other things, the Sandow unit commence commercial
operation (as defined in the Consent Decree) and achieve and maintain certain emission-related deadlines by
August 31, 2009. The Sandow unit met the commercial operation deadline by synchronizing to the ERCOT grid
in early July 2009. However, due to unforeseen weather events and equipment malfunctions experienced during
commissioning and start-up activities, the Sandow unit was not able to meet the emission-related deadlines by
August 31, 2009. Under the terms of the Consent Decree, Sandow Power may request an extension to these
deadlines from the federal district court that presides over the Consent Decree for certain force majeure events
(including such events as the weather events and equipment malfunctions described above). In September 2009,
the federal district court granted Sandow Power’s request for force majeure relief and gave Sandow Power an
additional sixty-one days from August 31, 2009 to begin achieving compliance with the applicable Consent
Decree deadlines.

TCEH has received the air permits for the Sandow and Oak Grove units. However, the issuances of the air
permits have been challenged as discussed below under “Litigation Related to Generation Facilities.”

Construction work-in-process asset balances for the Oak Grove units totaled approximately $3.3 billion as
of September 30, 2009, which includes the effects of the fair value adjustments related to purchase accounting
and capitalized interest. In the unexpected event the development of the Oak Grove units was cancelled due to
air permit challeriges, the cancellation exposure as of September 30, 2009 totaled $3.4 billion, which includes the
carrying value of the project and up to approximately $100 million of termination obligations. This estimated
exposure amount excludes any potential recovery values for assets acquired to date and for assets already owned
prior to executing such agreements that are being utilized in these projects.
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Litigation Related to Generation Facilities

In September 2007, an administrative appeal challenging the order of the TCEQ issuing the air permit for
construction and operation of the Oak Grove generation facility in Robertson County, Texas was filed in the
State District Court of Travis County, Texas. Plaintiffs asked that the District Court reverse the TCEQ's
approval of the Oak Grove air permit and the TCEQ’s adoption and approval of the TCEQ Executive Director's
Response to Comments, and remand the matter back to TCEQ for further proceedings. In addition to this
administrative appeal, two other petitions were filed in Travis County District Court by non-parties to the
administrative hearing before the TCEQ and the State Office of Administrative Hearings (SOAH) secking to
challenge the TCEQ’s issuance of the Oak Grove air permit and asking the District Court to remand the matter to
the SOAH for further proceedings. Finally, the plaintiffs in these two additional lawsuits filed a third, joint
petition claiming insufficiencies in the Oak Grove application, permit, and process and secking party status and
remand to the SOAH for further proceedings. One of the plaintiffs has asked the District Court to consolidate all
these proceedings, and the Attorney General of Texas, on behalf of TCEQ), filed pleas to the jurisdiction seeking
dismissal of all but the administrative appeal. In May 2009, the District Court dismissed the claims that contest
the merits of the TCEQ’s permitting decision, but declined to dismiss the claims that contest the process by
which the TCEQ handled the permit application. Oak Grove Management: Company LLC (a subsidiary of
TCEH) has subsequently intervened in these proceedings and has filed its own pleas to the jurisdiction asking the
court to dismiss the remaining collateral attack claims. In October 2009, one of the plaintiffs ended its legal
challenge to the permit. TCEH believes the Oak Grove air permit granted by the TCEQ was issued in
accordance with applicable law. There can be no assurance that the outcome of these matters will not adversely
impact the Oak Grove project. '

In June and September 2008, administrative appeals were filed in the State District Court of Travis County,
Texas to challenge the administrative action of the TCEQ Executive Director in issuing an air permit alteration
for the previously-permitted construction and operation of the Sandow 5 generation facility in Milam County,
Texas, and the failure of the TCEQ to overturn that administrative action. Plaintiffs asked that the District Court
reverse the issuance of the permit alteration. The Attorney General of Texas, on behalf of TCEQ, is defending
the issuance of the permit alteration. Sandow- Power has intervened in support of the TCEQ. The plaintiff’s
brief was filed in late August 2009, and the Attorney General of Texas and Sandow Power have filed responsive
briefs. TCEH believes the Sandow 5 air permit alteration administratively issued by the Executive Director of
the TCEQ was issued in accordance with applicable law. There can be no assurance that the outcome of these
matters will not adversely impact the Sandow 5 project.

In July 2008, the Sierra Club announced that it may sue Luminant, after the expiration of a 60-day waiting
period, for violating federal Clean Air Act provisions in connection with Luminant’s Martin Lake generation
facility. TCEH cannot predict whether the Sierra Club will actually file suit relating to Martin Lake or the
outcome of any such proceeding. o

Other Litigation

In July 2008, Alcoa Inc. filed a lawsuit in Milam County, Texas district court against Luminant Generation
and Luminant Mining (wholly-owned subsidiaries of TCEH), later adding EFH Corp., a number of TCEH’s
subsidiaries, Texas Holdings and Texas Energy Future Capital Holdings LLC as parties to the suit.. The lawsuit
makes various claims concerning the operation of the Sandow Unit 4 generation facility and the Three Qaks
lignite mine, including claims for breach of contract, breach of fiduciary duty, fraud, tortious interference, civil
conspiracy and conversion. The plaintiff requests money damages of no less than $500 million, declaratory
Jjudgment, rescission and other forms of equitable relief. An agreed scheduling order is currently in place setting
trial for May 2010. While TCEH is unable to estimate any possible loss or predict the outcome of this litigation,
it believes the plaintiff’s claims made in this litigation are without merit and, accordingly, intends to vigorously
defend this litigation.
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Regulatory Investigations and Reviews

In June 2008, the EPA issued a request for information to TCEH under EPA’s authority under Section 114
of the Clean Air Act. The stated purpose of the request is to obtain information necessary to determine
compliance with the Clean Air Act, including New Source Review Standards and air permits issued by the
TCEQ for the Big Brown, Monticello and Martin Lake generation facilities: The company is cooperating with
the EPA and is responding in good faith to the EPA’s request, but is unable to predict the outcome of this matter.

Other Proceedings

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

Guarantees

TCEH has entered into contracts that contain guarantees to outside parties that could require performance -
or payment under certain conditions. Material guarantees are discussed below.

Residual value guarantees in operating leases — Subsidiaries of TCEH are the lessee under various
operating leases that guarantee the residual values of the leased assets. At September 30, 2009, the aggregate
maximum amount of residual values guaranteed was approximately $41 million with an estimated residual
recovery of approximately $46 million. These leased assets consist primarily of mining equipment and rail cars.
The average life of the residual value guarantees under the lease portfolio is approximately four years.

See Note 4 above and Note 12 to Financial Statements in the 2008 Audited Financial Statements for
. discussion of guarantees and security for certain TCEH indebtedness.

Letters of Credit

At September 30, 2009, TCEH had outstanding letters of credit under its credit facilities totaling $714
million as follows:

e  $360 million to support risk management and trading margin requirements in the normal course
of business, including over-the-counter hedging transactions;

e  $208 million to support floating rate pollution control revenue bond debt with an aggregate
principal amount of $204 million (the letters of credit are available to fund the payment of such
debt obligations and expire in 2014);

e $65 million for collateral funding transactions with counterparties to interest rate swap
agreements related to TCEH debt (see Note 7), and

¢  $81 million for miscellaneous credit support requirements.

Long-Term Contractual Obligations and Commitments — In the nine months ended September 30, 2009,

-TCEH entered into contractual obligations for fuel for its generation facilities totaling approximately $320

million to purchase nuclear fuel in periods between 2010 and 2020 and- totaling approximately $153 million to
purchase coal in periods between 2010 and 2012.
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6. MEMBERSHIP INTERESTS

Dividend Restrictions — The TCEH Senior Secured Facilities and Indenture include covenants that,
among other things and subject to certain exceptions, generally restrict TCEH's ability to pay dividends or make
other distributions in respect of its membership interests. Thus, all of TCEH's net income is restricted from-
being used to make distributions or loans to its parent companies, EFC Holdings or EFH Corp., unless such
distributions or loans are expressly permitted under the TCEH Senior Secured Facilities and Indenture. Those
agreements generally permit TCEH to make unlimited distributions or loans to its parent companies for
corporate overhead costs, SG&A expenses, taxes and principal and interest payments and contain certain
investment and dividend baskets that would allow TCEH to make additional distributions and/or loans to its
parent companies up to the amount of such baskets. The TCEH Senior Secured Facilities generally restrict
TCEH from making any distribution to any of its parent companies for the ultimate purpose of making a
distribution to Texas Holdings unless at the time, and after giving effect to such distribution, its consolidated
total debt (as defined in the TCEH Senior Secured Facilities) to Adjusted EBITDA would be equal to or less than
6.5t0 1.0. ’

In addition, under applicable law, TCEH would be prohibited from paying any distributions to EFC
Holdings to the extent that immediately following payment of such distribution, TCEH's liabilities would exceed
the fair value of its assets.

TCEH has not paid any cash distributions subsequent to the Merger.

Noncontrolling Interests

In connection with the filing of a combined operating license application with the NRC for two new
nuclear generation units, in January 2009, TCEH and Mitsubishi Heavy Industries Ltd. (MHI) formed a joint
venture, known as Comanche Peak Nuclear Power Company LLC, to further the development of the two new
nuclear generation units using MHI’s US—Advanced Pressurized Water Reactor technology. Under the terms of
the joint venture agreement, a subsidiary of TCEH owns an 88% interest in the venture and a subsidiary of MHI
owns a 12% interest. This joint venture is a variable interest entity, and a subsidiary of TCEH is considered the
primary beneficiary under consolidations accounting standards. :

Membership Interests

The following table presents the changes in membership interests for the nine months ended September 30,
2009:

TCEH Membership Interests

Accumulated
Other ) Total
Capital Comprehensive  Noncontrolling  Membership
Accounts Income (Loss) Interests (a) Interests
Balance at December 31,2008............ocooocvvenvernrerereeeenn $(2,418) $ (236) $ - $(2,654)
NEINCOME ....cvoevccririiree st e 493 - - 493
Net effect of cash flow hedges (net of tax) ..................... - - 79 - 79
Effects of employee stock-based incentive
COMPENSAtON PIaNS........c.covvrrrerveesinrereeecreeerenenne 5 - - 5
Investment in subsidiary by noncontrolling interests...... — - 42 42
Other : = (1) - 48]
- Balance at September 30, 2009 ..........ccooovvemirceinrericne $ (1,920) $ (158) $ 42 $(2,036)
(a) See Note 1 for discussion of adoption of amended guidance for accounting for noncontrolling interests in consolidated

financial statements.
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7. COMMODITY AND OTHER DERIVATIVE CONTRACTUAL ASSETS AND LIABILITIES
Risk Management Hedging Strategy

TCEH enters into physical and financial derivative instruments, such as options, swaps, futures and
forward contracts, primarily to manage commodity price risk and interest rate risk exposure. TCEH’s principal
activities involving derivatives consist of a long-term hedging program and the hedging of interest costs on its
long-term debt. See Note 8 for a discussion of the fair value of all derivatives.

Long-Term Hedging Program — TCEH has a long-term hedging program designed to reduce exposure to
changes in future electricity prices due to changes in the price of natural gas, thereby hedging future revenues
from electricity sales and related cash flows. In ERCOT, the wholesale price of electricity is correlated to the
price of natural gas. Under the program, TCEH has entered into market transactions involving natural gas-
related financial instruments and has sold forward natural gas over the next five years. These transactions are
intended to hedge a majority of electricity price exposure related to expected baseload generation for this period.
Changes in the fair value of the instruments under the long-term hedging program are reported in the income
statement in net gain (loss) from commodity hedging and trading activities.

Interest Rate Swap Transactions — Interest rate swap agreements are used to reduce exposure to interest
rate changes by converting floating-rate debt to a fixed basis, thereby hedging future interest costs and related
cash flows. Interest rate basis swaps are used to effectively reduce the hedged borrowing costs. Changes in the
fair value of the swaps are recorded as unrealized gains and losses in interest expense and related charges. See
Note 4 for additional information about these and other interest rate swap agreements.

Other Commodity Hedging and Trading Activity — In addition to the long-term hedging program, TCEH
enters into derivatives, including electricity, natural gas, fuel oil and coal instruments, generally for shorter-term
hedging purposes. To a limited extent, TCEH also enters into derivative transactions for proprietary trading
purposes, principally in natural gas and electricity markets.

As of September 30, 2009, commodity positions accounted for as cash flow hedges, which represent a
small portion of economic hedge positions, reduce exposure to variability of future cash flows through 2009.

The following table provides detail of commodity and other derivative contractual assets and liabilities as
presented in the balance sheet at September 30, 2009:

Cash flow
Derivatives not under hedge accounting hedges
Derivative
Derivative assets Derivative liabilities liabilities
Commodity Interest rate Commodity Interest rate Commodity
contracts swaps contracts swaps contracts Total
Current assets.........veeverrennen. $2,517 $ 9 3 11 $ - 3 - $ 2,537
Noncurrent assets .. 1,118 5 30 . —_ - 1,153
Current liabilities.........c........... (28) - (1,910) (595) ) (2,535)
Noncurrent liabilities............... (19) - (524) (800) - (1,343)
Net assets (liabilities)..... $3.588 $ 14 $ (2.393) $_(1.395) s 2 5 _(188)

Margin deposits that contractually offset these derivative instruments are reported separately in the balance
sheet and totaled $396 million and $190 million in net liabilities at September 30, 2009 and December 31, 2008,
respectively, which do not include the collateral investments related to certain interest rate swaps and commodity
positions discussed immediately below. Amounts presented in the above table do not reflect netting of assets
and liabilities with the same counterparties under existing netting arrangements. This presentation can result in
significant volatility in derivative assets and liabilities because TCEH may enter into offsetting positions with the
same counterparties, resulting in both assets and liabilities, and the underlying commodity prices can change
significantly from period to period.
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In early 2009, -EFH Corp. and TCEH entered into collateral funding transactions.with counterparties to
certain interest rate swap agreements related to TCEH debt. Under the terms of these transactions, which the
companies elected to enter into as a cash management measure, as of September 30, 2009 EFH Corp. (parent)
has posted $400 million in cash and TCEH has posted $65 million in letters of credit to the counterparties, with
the outstanding balance of such collateral eaming interest. TCEH had also entered into commodity hedging
transactions with one of these counterparties, and under an arrangement effective August 2009, both the interest
rate swaps and certain of the commodity hedging transactions with the counterparty are under the same
derivative agreement, which continues to be secured by a first-lien interest in the assets of TCEH. At September
30, 2009, the net mark-to-market liability under the derivative agreements exceeded the collateral posted under
such agreements. In particular, the net commodity and interest rate swap mark-to-market liability related to the
$400 million cash posting totaled $685 million at September 30, 2009. The companies are not required to post
any additional collateral to these counterparties, regardless of the net mark-to-market liability under the
applicable derivative agreement, and the applicable counterparty will return the cash collateral to the extent the
mark-to-market liability under the applicable derivative agreement falls below the funded amount, subject to a

- $50 million minimum transfer amount. The counterparties are required to return any remaining collateral, along
with accrued and unpaid interest, on March 31, 2010.

The following table presents the pre-tax effect of derivatives not under hedge accounting on net income,
including realized and unrealized effects, for the three and nine months ended September 30, 2009:

Three Months
. Ended Nine Months Ended
Derivative (Income statement presentation) September 30, 2009 September 30, 2009
Commodity contracts (Net gain (loss) from commodity hedging and trading
ACHIVITEES ) c1evvviie ittt vttt eae et e ee s e e e e seae et enteseaseseasersensernereeaerneneereaen $ 136 $ 1,026
Interest rate swaps (Interest expense and related charges) .........ccoooeoinecircencnincnecncenne (317) 16
Net ZaIN (J0SS)..c..eireiterireriet et rteste s reerte e e sttt nee et as s se s e nne e s e esasneseaneseen $ (8 $ 1.042

Results for the three and nine months ended September 30, 2008 include net “day one” losses totaling $10
million and $68 million, respectively, primarily associated with commodity contracts entered into at below
market prices. Substantially all of these amounts represent losses associated with related series of transactions
involving natural gas financial instruments intended to hedge exposure to future changes in electricity prices.
The losses are reported in the income statement in net gain (loss) from commodity hedging and trading activities,
consistent with other mark-to-market hedging and trading gains and losses.

The following tables present the pre-tax effect of derivative instruments accounted for as cash flow hedges
on net income (loss) and other comprehensive income (loss) (OCI) for the three and nine months ended
September 30, 2009:

Three Months Ended September 30, 2009

Amount of (loss) Income statement presentation of gain (loss)
recognized in OCI reclassified from accumulated OCI into income
Derivative (effective portion) (effective portion) Amount
Interest rate swaps......... 3 - Interest expense and related charges......c..cccccooecvrnneee. $ (56
Commodity contracts.... (6) Fuel, purchased power costs and delivery fees............. (6)
OPErating FEVEIMUES. .....ecverevererrenrereeeeneaseraeseesessessssesnas -
Total ..o, $ ' $__(62)
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. Nine Months Ended September 30, 2009

Amount of (loss) Income statement presentation of gain (loss)
recognized in OCI reclassified from accumulated OCI into income
Derivative (effective portion) (effective portion) Amount
Interest rate swaps......... 3 - Interest expense and related charges..........coccoeccrcennene $  (140)
Commodity contracts.... 31 Fuel, purchased power costs and delivery fees............ 10)
’ OPErating FEVENUES........coceveereerreremrerseerseresessesesesesseniee (2)
Total......c.ccoevenies $__(3D $__Us5Y

There were no ineffectiveness net gains or losses related to transactions currently designated as cash flow
hedges in the three and nine months ended September 30, 2009: ’

Accumulated other comprehensive income related to cash flow hedges at September 30, 2009 totaled $158
million in net losses (after-tax), substantially all of which relates to interest rate swaps. TCEH expects that $81
million of net losses related to cash flow hedges included in accumulated other comprehensive income as of
September 30, 2009 will be reclassified into net income during the next twelve months as the related hedged
 transactions affect net income.

The following table presents the gross notional amounts of derivative volumes at September 30, 2009:

Derivative type Notional Volume Unit of Measure

Interest rate swaps:

Floating/fixed ........occcevermrencmrniercne g $17,550 Million US dollars
BasiS ..ocoicieuiienieieee it crene s ere e ernes R $18,000 Million US dollars
Natural gas:
Long-term hedge forward sales and purchases (a) ...... 3,522 Million MMBtu
Locational basis SWaps.......c.cccceecrerecececnecrcevenneenn 909 Million MMBtu
AT Other......oi e : 1,366 Million MMBtu
ELECHICItY ..ttt 190,431 GWh
€08l e 7 Million tons
Fuel 01l ...t 166 Million gallons

(a) Represents gross notional forward sales, purchases and options of fixed and basis (price point)
transactions in the long-term hedging program. The net amount of these transactions, excluding
basis transactions, is 1.7 billion MMBtu.

Credit Risk-Related Contingent Features

The agreements that govern TCEH’s derivative instrument transactions may contain certain credit risk-
related contingent features that could trigger liquidity requirements in the form of cash collateral, letters of credit
or some other form of credit enhancement. Certain of those agreements require the posting of collateral if
TCEH’s credit rating is downgraded by one or more of the credit rating agencies; however, due to TCEH’s
below investment grade ratings, substantially all of such collateral posting requirements are already effective.

As of September 30, 2009, the fair value of liabilities related to derivative instruments under agreements
with credit risk-related contingent features that were not fully cash collateralized totaled $850 million. The
liquidity exposure associated with these liabilities was reduced by cash and letter of credit postings with the
counterparties totaling $162 million as of September 30, 2009. If all the credit risk-related contingent features
related to these derivatives had been triggered, including cross default provisions, as of September 30, 2009, the
remaining related liquidity requirement would have totaled $28 million after reduction for net accounts
receivable and derivative assets under netting arrangements.

22



In addition, certain derivative agreements that are collateralized primarily with asset liens include
indebtedness cross-default provisions that could result in the settlement of such contracts if there were a failure
under other financing arrangements to meet payment terms or to comply with other covenants that could result in
the acceleration of such indebtedness. As of September 30, 2009, the fair value of derivative liabilities subject to
such cross-default provisions, largely related to interest rate swaps, totaled $1.602 billion (before consideration
of the amount of assets under the liens). The liquidity exposure associated with these liabilities was reduced by
cash collateral and letters of credit posted with counterparties totaling $483 million (including $417 million
posted by EFH Corp.) as of September 30, 2009. If all the credit risk-related contingent features related to these
derivatives, including amounts related to cross-default provisions, had been triggered as of September 30, 2009,
the remaining related liquidity requirement would have totaled $779 million after reduction for derivative assets
under netting arrangements (before consideration of the amount of assets under the liens). See Note 12 of
TCEH’s 2008 Audited Financial Statements for a description of other obligations that are supported by asset
liens.

As discussed immediately above, the aggregate fair values of liabilities under derivative agreements with
credit risk-related contingent features, including cross-default provisions, totaled $2.452 billion at September 30,
2009. This amount is before consideration of cash and letter of credit collateral posted, net accounts receivable
and derivative assets under netting arrangements and assets under related liens.

Some commaodity derivative contracts contain credit risk-related contingent features that do not provide for
specific amounts to be posted if the features are triggered. These provisions include material adverse change,
performance assurance, and other clauses that generally provide counterparties with the right to request
additional credit enhancements. The amounts disclosed above exclude credit risk-related contingent features that
do not provide for specific amounts or exposure calculations.

While the disclosures above address TCEH’s derivative liabilities, TCEH also manages its counterparty
credit exposure with respect to derivative assets.

8. FAIR VALUE MEASUREMENTS

Accounting standards related to the determination of fair value define fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. TCEH uses a “mid-market” valuation convention (the mid-point price between bid and ask
prices) as a practical expedient to measure fair value for the majority of its assets and liabilities subject to fair
value measurement on a recurring basis. TCEH primarily uses the market approach for recurring fair value
measurements and use valuation techniques to maximize the use of observable inputs and minimize the use of
unobservable inputs. . :

TCEH categorizes its assets and liabilities recorded at fair value based upon the following fair value
hierarchy:

e Level 1 valuations use quoted prices in active markets for identical assets or liabilities that are
accessible at the measurement date. An active market is a market in which transactions for the asset
or liability occur with sufficient frequency and volume to provide pricing information on an ongoing
basis. TCEH’s Level 1 assets and liabilities include exchange traded commodity contracts. For
example, a significant number of TCEH’s derivatives are NYMEX futures and swaps transacted
through clearing brokers for which prices are actively quoted.
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e Level 2 valuations use inputs, in the absence of actively quoted market prices, that are observable for
the asset or liability, either directly or indirectly. Level 2 inputs include: (a) quoted prices for similar
assets or liabilities in active markets, (b) quoted prices for identical or similar assets or liabilities in
markets that are not active, (c) inputs other than quoted prices that are observable for the asset or
liability such as interest rates and yield curves observable at commonly quoted intervals and (d)
inputs that are derived principally from or corroborated by observable market data by correlation or
other means. TCEH’s Level 2 valuations utilize over-the-counter broker quotes, quoted prices for
similar assets or liabilities that are corroborated by correlations or other mathematical means and
other valuation inputs. For example, TCEH’s Level 2 assets and liabilities include forward
commodity positions at locations for which over-the-counter broker quotes are available.

e Level 3 valuations use unobservable inputs for the asset or liability. Unobservable inputs are used to
the extent observable inputs are not available, thereby allowing for situations in which there is little,
if any, market activity for the asset or lability at the measurement date. TCEH uses the most
meaningful information available from the market combined with internally developed valuation
methodologies to develop its best estimate of fair value. For example, TCEH’s Level 3 assets and
liabilities include certain derivatives whose values are derived from pricing models that utilize
multiple inputs to the valuations, including inputs that are not observable or easily corroborated
through other means.

TCEH utilizes several different valuation techniques to measure the fair value of assets and liabilities,
relying primarily on the market approach of using prices and other market information for identical and/or
- comparable assets and liabilities for those items that are measured on a recurring basis. These methods include,
among others, the use of broker quotes and statistical relationships between different price curves.

In utilizing broker quotes, TCEH attempts to obtain multiple quotes from brokers that are active in-the
commodity markets in which it participates (and requires at least one quote from two brokers to determine a
pricing input as observable); however, not all pricing inputs are quoted by brokers. The number of broker quotes
received for certain pricing inputs varies depending on the depth of the trading market, each individual broker’s
publication policy, recent trading volume trends and various other factors. In addition, for valuation of interest
rate swaps, TCEH uses a combination of dealer provided market valuations (generally non-binding) and
Bloomberg valuations based on month-end interest rate curves and standard rate swap valuation models.

Certain derivatives and financial instruments are valued utilizing option pricing models that take into
consideration multiple inputs including commodity prices, volatility factors, discount rates and other inputs.
Additionally, when there is not a sufficient amount of observable market data, valuation models are developed
that incorporate proprietary views of market factors. Those valuation models are generally used in developing
long-term forward price curves for certain commodities. TCEH believes the development of such curves is
consistent with industry practice; however, the fair value measurements resulting from such curves are classified
as Level 3.

With respect to amounts presented in the following fair value hierarchy table, the fair value measurement
of an asset or liability (e.g. a contract) is required to fall in its entirety in one level, based on the lowest level
input that is significant to the fair value measurement. Certain assets and liabilities would be classified in Level
2 instead of Level 3 of the hierarchy except for the effects of credit reserves and non-performance risk
adjustments, respectively. Assessing the significance of a particular input to the fair value measurement in its
entirety requires judgment, considering factors specific to the asset or liability being measured.
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At September 30, 2009, assets and liabilities measured at fair value on a recurring basis consisted of the
following:

Reclassification
Level 1 Level 2 Level 3 (a) (b) . Total
Assets: .
Commodity contracts............cocceceerennne $ 1,035 $ 2276 $ 277 $ 88 $ 3,676
Interest rate SWaps........c..cccoererrrrreveennnn . - 14 - - 14
Nuclear decommissioning trust —
equity Securities (C)......cvvevvrervrreerevenne 142 99 — — 241
Nuclear decommissioning trust —
debt securities (C).....oocevverveerveriericnnnane - 216 — - 216
Total aSSetS....ccoirveiirirrirereeereaene $_1.177 $ 2605 $ 277 $ 88 $ 4147
Liabilities:
Commodity contracts..........ccccoceeveeeeencs $ 1,133 $ 944 $ 318 3 88 $ 2483
Interest rate SWaps.......c..coeeevencrrenenneenes - 1,395 = - 1,395
Total liabilities ..............oo.ccccorrrene $ 1133 $ 2339 $ 318 $ 88 § 3878

(@) Level 3 assets and liabilities consist primarily of more complex long-term power purchase and sales agreements, including
longer-term wind generation purchase contracts and certain natural gas positions (collars) in the long-term hedging program.

(b) Represents the effects of reclassification of the assets and liabilities to conform to the balance sheet presentation of current and
long-term assets and liabilities.

(c) The nuclear decommissioning trust investment is included in the Investments line on the balance sheet. See Note 12.

At December 31, 2008, assets and liabilities measured at fair value on a recurting basis consisted of.the
following:

Level 1 Level 2 Level 3 (a) Total
Assets:
Commodity contracts .........cceceecueuvnnne. $ 1,010 $ 2,061 $ 283 $ 3354
Interest rate SWaps ........coveeveverrvrreniennns . — n — ¢V}

Nuclear decommissioning trust —
equity securities (b) ....cc.coveerercrennenn 109 83 — 192
Nuclear decommissioning trust —

debt securities (b) ... 193 — 193
Total asSets ........cecommeerrerneerecrrncnnene 3 2336 $ 283 - § 3738
Liabilities:
Commodity contracts .........ccceeeveevvencne $ 1,288 $ 1274 3 355 $ 2917
Interest rate SWaps .........c.ccoceveeveinieenen — 1,908 — 1,908
Total liabilities........ccccovvrrerrerrernccrccres $§ 1288 § 3,182 $ 355 $ 4825

(a) Level 3 assets and liabilities consist primarily of more complex long-term power purchase and sales
agreements, including longer-term wind generation purchase contracts and certain natural gas positions
(collars) in the long-term hedging program.

(b) The nuclear decommissioning trust investment is included in the Investments line on the balance sheet.

Commodity contracts consist primarily of natural gas, electricity, fuel oil and coal derivative instruments
entered into for hedging purposes and include physical contracts that have not been designated “normal”
purchases or sales. See Note 7 for further discussion regarding the company’s use of derivative instruments.

Interest rate swaps include variable-to-fixed rate swap instruments that are economic hedges of interest on

long-term debt as well as interest rate basis swaps designed to effectively reduce the hedged borrowing costs.
See Note 4 for discussion of interest rate swaps.
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Nuclear decommissioning trust assets represent securities held for the purpose of funding the future -
retirement and decommissioning of the nuclear generation units. These investments include equity, debt and
other fixed-income securities consistent with investment rules established by the NRC and the PUCT.

Thé following table presents the changes in fair value of the Level 3 assets and liabilitie$ (all related to
commodity contracts) for the three and nine months ended September 30, 2009 and 2008:

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Balance at beginning of period..........c.ccoviioierece $(72) $(539) $(72) $(173)
Total realized and unrealized gains (losses) (a):
Included in net income (108S)......coveverermrrerrveiersesereerenenes 42 297 57 (48)
Included in other comprehensive income (Ioss) ................. (6) (12) (31) 3
Purchases, sales, issuances and settlements (net) (b)............. 6) 42) (15) 45)
Net transfers in and/or out of Level 3 (€)...ccccoecvvverecrecereennnnes 1 104 - 20 71
Balance at end of period..........cccconmiiveeereionene e $4 $(192) $.4D $(192)
Net change in unrealized gains (losses) included in net .
income relating to instruments held at end of period (d).... $ 44 $213 $ 61 $(33)

(a)  Substantially all changes in values of commodity contracts are reported in the income statement in net gain (loss) from
commodity hedging and trading activities.

(b)  Settlements represent reversals of unrealized mark-to-market valuations of these positions previously recognized in net
income. Purchases and issuances reflect option premiums paid or received.

() Includes transfers due to changes in the observability of significant mputs used in valuing derivatives. Transfers in are
assumed to transfer in at the beginning of the quarter and transfers out at the end of the quarter, which is when the assessments

are performed. Any changes in value during the period are reported as unrealized gains and losses in net gain (loss) from
commodity hedging and trading activities.

(d) Includes unrealized gains and losses of instruments held at the end of the period only related to the periods in which the
instrument was classified as a Level 3 asset or liability.

9. FAIR VALUE OF NONDERIVATIVE FINANCIAL INSTRUMENTS

~ The carrying amounts and related estimated fair values of significant nonderivative financial instruments
were as follows:

September 30, 2009 December 31, 2008
Carrying Fair Carrying Fair
Amount Value (a) Amount Value (a)
On balance sheet assets (liabilities):
Long-term debt (including current maturities) (b)............ $ (29,744) $ (22,814) $ (31,666) $ (21,724)
Off balance sheet assets (liabilities):
Financial guarantees...........co.occoovvveiveerrnrennerensrenenenne $ - $ 8) $ — $ 3)
(@) ~ Fair value determined in accordance with accounting standards related to the determination of fair value.

(b) Excludes capital leases.

See Notes 7 and 8 for discussion of accounting for financial instruments that are derivatives.
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10. PENSION AND OTHER POSTRETIREMENT EMPLOYEE BENEFITS

TCEH is a participating employer in the EFH Retirement Plan, a defined benefit pension plan sponsored by
EFH Corp. TCEH also participates with EFH Corp. and certain other affiliated subsidiaries of EFH Corp. to
offer certain health care and life insurance benefits to eligible employees and their eligible dependents upon the
retirement of such employees. The net allocated pension and other postretirement employee benefits (OPEB)
costs applicable to TCEH totaled $7 million and $4 million for the three months ended September 30, 2009 and
2008, respectively, and $17 million and $11 million for the nine months ended September 30, 2009 and 2008, -
respectively.

The discount rates reflected in net pension and OPEB costs in 2009 are 6.90% and 6.85%, respectively.
The expected rates of return on pension and OPEB plan assets reflected in the 2009 cost amounts are 8.25% and
7.64%, respectively.

TCEH provided cash contributions totaling $883 thousand to the pension plan and $464 thousand to the
OPEB plan in the nine months ended September 30, 2009, and expects to make additional contributions of
approximately $287 thousand and $136 thousand, respectively, in the remainder of 2009.

11. RELATED-PARTY TRANSACTIONS
The following represent the significant related-party transactions of TCEH:

e TCEH incurs electricity delivery fees charged by Oncor. These fees totaled $308 million and $783
million for the three and nine month pertods ended September 30, 2009, respectively, and $292 million
and $778 million for the three and nine month periods ended September 30, 2008, respectively.

e Oncor’s bankruptcy-remote financing subsidiary has issued securitization bonds to recover generation-
related regulatory assets through a transition surcharge to its customers. Oncor’s incremental income
taxes related to the transition surcharges it collects are being reimbursed by TCEH. Therefore; TCEH's
financial statements reflect a noninterest bearing note payable to Oncor of $263 million ($36 million
reported as trade accounts and other payable to affiliates) at September 30, 2009 and $289 million ($35
million reported as trade accounts and other payable to affiliates) at December 31, 2008.

e TCEH reimburses Oncor for interest expense on Oncor’s bankruptcy-remote financing subsidiary’s
securitization bonds. This interest expense totaled $10 million and $32 million for the three and nine
month periods ended September 30, 2009, respectively, and $11 million and $35 million for the three
and nine month periods ended September 30, 2008, respectively.

e An EFH Corp. subsidiary charges TCEH for financial, accounting, environmental and other
administrative services at cost. These costs, which are primarily reported in SG&A expenses, totaled
$17 million and $53 million for the three and nine month periods ended September 30, 2009,
respectively, and $15 million and $46 million for the three and nine month periods ended September 30,
2008, respectively.
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Notes receivable from EFH Corp. are payable to TCEH on demand and arise from borrowings used for
the working capital and general corporate purposes of EFH Corp. The notes totaled $1.112 billion at
September 30, 2009 and $584 million at December 31, 2008. The average daily balance of the notes for
the three and nine month periods ended September 30, 2009 was $1.061 billion and $801 million,
respectively, and was $480 million and $365 million for the three and nine month periods ended
September 30, 2008, respectively. The notes carry interest at a rate based on the one-month LIBOR
rate plus 5.00%, and interest income totaled $14 million and $33 million for the three and nine month
periods ended September 30, 2009, respectively, and $9 million and $22 million for the three and nine
month periods ended September 30, 2008, respectively. TCEH also recetves notes from EFC Holdings
in exchange for cash to be used for working capital and general corporate purposes of EFC Holdings.
The notes totaled $18 million and $14 million at September 30, 2009 and December 31, 2008,
respectively, and the average daily balance of the notes for the three and nine month periods ended
September 30, 2009 was $19 million and $16 million, respectively, and was $3 million for the three
months ended September 30, 2008 and $3 million from the February 2008 issuance date until
September 30, 2008. The notes carry interest at a rate based on the one-month LIBOR rate plus 5.00%;
interest income totaled $257 thousand and $665 thousand for the three and nine month periods ended
September 30, 2009, respectively, and was $91 thousand for the three months ended September 30,
2008 and $155 thousand from the issuance date until September 30, 2008. '

Under Texas regulatory provisions, the trust fund for decommissioning the Comanche Peak nuclear
generation facility, reported in investments on TCEH's balance sheet, is funded by a delivery fee
surcharge billed to REPs by Oncor and remitted to TCEH, with the intent that the trust fund assets will
be sufficient to fund the decommissioning liability, reported in noncurrent liabilities on TCEH's balance
sheet. Income and expenses associated with the trust fund and the decommissioning liability incurred
by TCEH are offset by a net change in the intercompany receivable/payable with Oncor, which in turn
results in a change in Oncor’s net regulatory asset/liability. At September 30, 2009 and December 31,
2008, the excess of the net decommissioning liability over the trust fund balance resulted i a regulatory
asset at Oncor of $90 million and $127 million, respectively.

TCEH had posted cash collateral of $15 million at both September 30, 2009 and December 31, 2008 to
Oncor related to interconnection agreements for three generation units being developed by TCEH. The
collateral is reported in TCEH's balance sheet in other current assets.

TCEH has a 53.1% limited partnership interest, with a carrying value of $12 million and $17 million at
September 30, 2009 and December 31, 2008, respectively, in an EFH Corp. subsidiary holding software
and other computer-related assets. Equity losses related to this interest totaled $1 million and $5
million for the three and nine month periods ended September 30, 2009, respectively, and totaled $2
million and $7 million for the three and nine month periods ended September 30, 2008, respectively.
These losses primarily represent amortization of software assets held by the subsidiary. The equity
losses are reported as other deductions.

EFH Corp. files a consolidated federal income tax return; however, TCEH's federal income tax and
Texas margin tax expense and related balance sheet amounts, including income taxes payable to or
receivable from EFH Corp., are recorded as if TCEH files its own income tax returns. As a result,
TCEH had income taxes payable to EFH Corp. of $146 million and $33 million at September 30, 2009
-and December 31, 2008, respectively.

Certain transmission and distribution utilities in Texas have tariffs in place to assure adequate credit
worthiness of any REP to support the REP’s obligation to collect securitization bond-related (transition)
charges on behalf of the utility. Under these tariffs, as a result of TCEH’s credit rating being below
investment grade, TCEH is required to post collateral support in an amount equal to estimated transition
charges over specified time periods. Accordingly, as of September 30, 2009 and December 31, 2008,
TCEH had posted letters of credit in the amount of $16 million and $13 million, respectively, for the
benefit of Oncor.
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Oncor and Texas Holdings agreed to the terms of a stipulation with major interested parties to resolve
all outstanding issues in the PUCT review related to the Merger. As part of this stipulation, TCEH will
post a letter of credit in an amount equal to $170 million to secure retail payment oblxgatlons to Oncor if
two or more of Oncor’s credit ratmgs are below investment grade

At the closing of the Merger, TCEH entered into the TCEH Semor Secured Fac111t1es with a syndicate

- of financial institutions and other lenders. This syndicate included affiliates of GS Capital Partners (a
member of the Sponsor Group). In November and December 2007, TCEH offered the TCEH Notes.
Affiliates of GS Capital Partners served as initial purchasers in such offerings. Affiliates of GS Capital
Partners have from time to time engaged in commercial. banking and financial advisory transactions
with TCEH in the normal course of business. ‘

Affiliates of GS Capital Partners are parties to certain commodity and interest rate hedgmg transactlons
with TCEH in the normal course of business. |

Afﬁllates of the Sponsor Group may-sell or acquire debt or debt securities issued by TCEH in open
market transactrons or through loan syndlcatlons

See Note 3 for information regarding the accounts receivable securitization program -and related

subordi

12,

nated notes receivable from TXU Receivables:Company and Note 4 for guarantees.

SUPPLEMENTARY FINANCIAL INFORMATION

Other Income and Deductions.

Three Months Ended ’ Nine Months Ended

September 30, s September 30,
2009 -2008 . 2009 ) 2008
Other income: .

Reversal of reserve recorded in purchase .

ACCOUNLING () vvvvrerverreerereiessersetnseesssesesenssensersssasens $ 23 : $ - $ 23 58 -
Fee received related to interest rate swap ' . i

commodity hedge derivative agreement

(INOLE 7). cereaee s cne e e sranesenes 6 - 6 —
Sales tax refund.........cc....... 3 - 3 -
Mineral rights royalty income 1 1 2 3
Other.......cooieeeieceeeee - ) 1 4 S

Total other income $ 33 $ -2 b 38 3 8
Other deductions: - : oo

Impairment of emission allowances intangible o -

BSSEES1uvvreeterrrsesesessieserserasesesessese s sna et et esebesasansens $ - . §5 499 3 - $ 501
Charge related to Lehman bankruptcy (b).......occccoc.ce. - 26 - 26
Severance Charges ......ccccveerereereveeneineeecesreceeveenens - - 6 —
Litigation/régulatory settlements .......... - — - 7
Equity losses - unconsolidated affiliates.. 1 3 5 8
[0 1T SO 5 3 8 8

g
=
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(a)  Reversal of use tax accrual, related to periods prior to the Merger, due to state ruling in the third quarter of 2009.
(b)  Reserve established against amounts due (excluding termination related costs) from subsidiaries of Lehman Brothers Holdings ]nc.
arising from commodity hedging and trading activities.
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Interest Expense and Related Charges

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Interest (including net amounts settled/
accrued under interest rate swaps)........... $ 624 $ 629 $ 1,874 $ 1,893
Unrealized mark-to-market net (gain) loss
on interest rate SWaps.........coceeeerrevercraens 138 36) (527) 36)
Amortization of interest rate swap losses
at dedesignation of hedge accounting...... 56 17 140 17
Amortization of fair value debt discounts
resulting from purchase accounting......... 4 4 12 1
Amortization of debt issuance costs
and diSCOUNLS .......covveveereererieerresereceneee 28 41 84 91
Capitalized interest . (80) (7%) (252) 220
Total interest expense and related charges .... $ 770 $ 581 $.1,331 56
Restricted Cash
At September 30, 2009 At December 31, 2008
Current Noncurrent Current Noncurrent
) Assets Assets Assets Assets
Amounts related to the TCEH Letter of Credit Facility (See Note 4) .... .3 = $1,135 $ — $1,250
Amounts related to margin deposits held ...........c.ocoooevriiiciie 1 - _ 4 —
Total restricted Cash .........cc.ccveiiiiieieeceeeece e $ 1 $1.135 $ 4 $1.250
Inventories by Major Category
September 30, December 31,
2009 2008
Materials and supplies...........: e $ 153 $ 134
Fuel StoCK .....ovviievcreieeereereceeeeiece vt 222 162
Natural gas in StOrage.........cococeevereeeevenvcncenes 28 - 65
Total inventories. ....................... eetereaneas $ 403 $ 361
Investments
September 30, December 31,
* 2009 2008
Nuclear deCOMMISSIONINEG tTUSL ....c..cuuimirieeeireieeteieteeecrer e rac et sene s eeseeenesssarseaseeesasanssarassnssersssnsas $ 457 $ 385
Assets related to employee benefit plans, including employee savings programs, net of distributions... 36 35
LGN ottt et et et be eae et et aesbeeaeeee et srnbenbestenteetsensabertsrbebeteansenns 42 42
Investment in natural gas gathering pipeline business (2) .........c.ccvireroverrenerrie e s -
Investment in unconsolidated affiliate. ..o 12 17
Miscellaneous other 2 4
Total investments $ 580 $ 483

(@) A controlling interest in this previously consolidated subsidiary was sold in August 2009.
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Nuclear Decommissioning Trust — Investments in a trust that will be used to fund the costs to
decommission the Comanche Peak nuclear generation plant are carried at fair value. Decommissioning costs are
being recovered from Oncor’s customers as a delivery fee surcharge over the life of the plant and deposited in
the trust fund. Net gains and losses on investments in the trust fund are offset by a corresponding adjustment to
a regulatory asset/liability. A summary of investments in the fund follows: '

September 30, 2009
Fair market
Cost (a) Unrealized gain Unrealized loss value
Debt securities (b) ......cooervvernnne. $ 210 $ 9 $ .3 $ 216
Equity securities (c).. . 191 71 21) 241
3401 380 39 3457
December 31, 2008
Fair market
Cost (a) Unrealized gain Unrealized loss | value
Debt securities (b) .........cccoeoeuennee. $ 203 5 4 $ (14 $§ 193
Equity securities (c).. . 181 46 (35) 192
Total ..o $ 384 3 S50 § @y 3 385

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

(b) The investment objective for debt securities is to invest in a diversified tax efficient portfolio with an overall portfolio rating of
AA or above as graded by S&P or Aa2 by Moody’s. The debt securities are heavily weighted with municipal bonds. The debt
securities had an average coupon rate of 4.15% and 3.77% and an average maturity of 8.3 years and 8.0 years at September 30,
2009 and December 31, 2008, respectively.

(c) The investment objective for equity securities is to invest tax efficiently and to match the performance of the S&P 500 Index.

Debt securities held at September 30, 2009 mature as follows: $79 million in one to five years, $33 million
in five to ten years and $104 million after ten years. ‘

Property, Plant and Equipment

As of September 30, 2009 and December 31, 2008, property, plant and equipment of $21.0 billion and
$20.9 billion, respectively, was stated net of accumulated depreciation and amortization of $2.4 billion and $1.5
billion, respectively.

Asset Retirement Obligations

These liabilities primarily relate to nuclear generation plant decommissioning, land reclamation related to
lignite mining, removal of lignite/coal-fueled plant ash treatment facilities and generation plant 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 Oncor’s rates.

The following table summarizes the changes to the asset retirement liability, reported in other noncurrent
liabilities and deferred credits in the balance sheet, during the nine months ended September 30, 2009:

Asset retirement liability at January 1, 2009........cccoecvvvenccrcrrerecrennaes $ 859
Additions:

ACCTEHON ..ot 45
Reductions:

Payments, essentially all mining reclamation...........c.cc.cccovvervneneenn (21)
Asset retirement liability at September 30, 2009 .........cccoeeeeeviceneienens $ 883
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Exit Liabilities

As part of purchase accounting, TCEH accrued $38 million in costs expected to be incurred related to the
termination and transition of outsourcing arrangements. TCEH incurred $7 million and $16 million of the exit
liabilities in the three and nine months ended September 30, 2009, respectively, and the remaining accrual is
expected to be settled no later than June 30, 2010, the targeted date of completion of transition of outsourced
activities back to TCEH or to service providers.
Other Noncurrent Liabilities and Deferred Credits

The balance of other noncurrent liabilities and deferred credits consists of the following:

September 30, December 31,

2009 2008
Uncertain tax positions (including accrued interest)..........c.coveceeerencennnenn $ 980 $ 864
Asset retirement obligations...........c.occcrvicierccnirnere e 883 859
Unfavorable purchase and sales contracts .............coeeeecevereneneneneneneneenns 707 727
Retirement plan and other employee benefits.............ccoooccciceccnvinnnennnc 57 ' 56
OHhET ..ottt 15 21

Total other noncurrent liabilities and deferred credits...................... $ 2642 $ 2527 t

TCEH does not expect the total amount of liabilities recorded related to uncertain tax positions to
significantly increase or decrease within the next 12 months. As of September 30, 2009, the federal income tax
benefit on the interest accrued on uncertain tax positions is recorded as accumulated deferred income taxes.

Unfavorable Purchase and Sales Contracts — The amortization of unfavorable purchase and sales contracts
totaled $7 million and $6 million in the three months ended September 30, 2009 and 2008, respectively, and $21
million and $23 million in the nine months ended September 30, 2009 and 2008, respectively. Favorable
purchase and sales contracts are recorded as intangible assets (see Note 2).

The estimated amortization of unfavorable purchase and sales contracts for each of the five succeeding
fiscal years from December 31, 2008 is as follows:

Amount
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Supplemental Cash Flow Information

Cash payments (receipts) related to:
Interest paid (2) ..o
Capitalized interest

Interest paid (net of capitalized interest) (a)
INCOME tAXES ...t e

Noncash investing and financing activities:
Issuance of Toggle Notes in lieu of cash interest
Noncash construction expenditures (b)
Capital leases
Purchase accounting adjustments

(a) Net of interest received on interest rate swaps.
(b) Represents end of period accruals.
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Nine Months Ended

September 30,

2009 2008
$1,595 $1,731
_(252) _(220)

1,343 1,511
39 34
98 -
72 155
15 13
- 26



