s as

Borrowings under each of the three revelving credst facilities are subject to customary terms and conditions. However, there 5 no requirement that the
borrower make representations prior to borrowings as to the absence of material adverse changes or litigation that could be expected to have a material adverse
effect Borrowings under each of the revolving credit facilitics are subject to acceleration upon the occurrence of events of default that we consider customary. The
revolving credit facilitics also provide for customary fees, including commitrent fees, administrative agent fees, fees in respect of leiters of credit and other fees.
In cach of the three revolving credit facilities, the spread to LIBOR and the commitment fees fluctuate based on the borrower’s credit rating. The borrowers are
currently in complinnce with the various business and financial covenants in the three revolving credit facilities.

On April 4, 2016, in connection with the replacement of our $1.2 billion unsecured revolving credit facitity with the new $1 6 billion facility, we increased the
size of our commercial paper program to permit the issuance of commercial paper notes in an aggregate principal amount not to exceed the unused portion of ows
$1.6 billion facility. The size of CERC Corp.’s commercial paper program will remain at $600 million. Our $1.6 bulion revolving credit facility backstops our
$1.6 billion commercial paper program. CERC Corp."s 3600 million revolving credit facility backstops 1s $600 million commercial paper program.

Securitivs Registered with the SEC

CenterPoint Energy, Houston Electric and CERC Corp. huve filed a jount shelf registration statement with the SEC registering indeterminate principal amounts
of Houston Elcetric’s genera! mortgage bonds, CERC Corp.’s semior debt securities and CenterPoint Energy’s senior debt securities and junior subordinated debt
securities and an indeterminate number of CenterPoint Energy’s shares of commaon stock. shares of preferred stock, as well as stock purchase contracts and equity
units.

Temporary Investments
As of October 21, 2016 , we had no temporary external investments.

Money Pool

We have a money peol through which the holding company and participating subsidiaries can borrow or invest on a short-terrn hasis. Funding needs are
aggregated and external borrowing or investng is based on the not cash position. The ner funding requirements of the money pool are expected to be met with
borrowings under our revolving credit facility or the sale of our commercial paper

Impact on Liguidity of a Downgrade in Crediy Ratings

The interest on borrowings under eur credit facilities is based on our credit rating. As of October 21, 2016 , Moody's, S&P and Fitch had assigned the
folivwing credit ratings to senior debt of CenterPoint Encrgy and certain subsidiaries:

Moody's S&P Fiteh
Company/instrument Rating Outlosh (1) Ruting Outlook (2) Rating Cutlook (3)

CenterPoint Energy Senior

Unsecured Debt Baal Stable BBB+ Developing BE3 Stable
Houston Fleetric Senior

Secured Debt Al Stable A Developing A Stable
CERC Corp. SBemor Unsecured

Debt Baa2 Stable A~ Developing BBB Stable

(1) A Moody’s rating outlook is an opinion regarding the likely direction of an issuer’s rating over the medium term.

(2) An S&P ratiag outlook assesses the potential direction of a long-term credit rating over the intermediate to longer term,

{3} A Fitch rating outlook indicates the direction a rating is likely 10 move over 2 one- to two-year period.

We cannot assure that the ratings set forth above will remain in effect for any given period of tlime or that one or more of these vatings will not be lowered or
withdrawn entirely by a rating agency. We note that these credit ratmgs sre included for informational purposes and are not recommendations to buy, seti or hold
our securities and may be revised or withdrawn ol any time by the rating agency. Euch rating should be svaluated independently of any ether rating, Any future

reduction or withdrawal of one or more of our credit ratings could have a material adverse impact on our ability to obtain short- and long-term tinancing, the cost
of such {inancings and the execution of our commaorcial strategies.
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A decline in credit ratings from Moody’s or S&P could increase borrowing costs under our §1.6 billion revolving credit facility, Houston Electric’s
$300 million revolving credit facility and CERC Corp.’s 3600 million revolving credit facility If our credit ratings or those of Houston Electric or CERC Corp
had been downgraded one notch by Moody's and/or S&P from the ratings that existed at September 30, 2016 . the impact on the borrowing costs under the three
revolving credit facihities would have been immatenal, A decline in credit ratings would also increase the interest rate on long-term debt to be issued in the capntai
markets and could negatively 1mpact our ability to complete capital market transactions and to access the commercial paper market. Additionally. a decline in
credit ratings could increase cash collateral requirements and reduce earnings of our Natural Gas Distribution and Fnergy Services business segments.

CERC Corp. and its subsidiaries purchase natural gas from one of their suppliers under supply agreements that contain an aggregate credit threshold of $140
million based on CERC Corp.’s 8&P senior unsecured long-term debt rating of A~ Under these agreements, CERC may need to provide collateral if the aggregate
threshold is exceeded or {f the credit threshold is decrensed due to a credit rating downgrade.

CES, a wholly-owned subsidiary of CERC Corp. operating in our Energy Services business segment, provides natural gas sales and services primarily o
conumercial and industnal customers and electric and natural gas utilities throughout the central and eastern United States. To economically hedge its exposure to
natural gas prices, CES uses denvatives with provisions standard for the industry, including those pertaining to credit thresholds. Typicaily, the credit threshold
negotiated with each counterparty defines the amount of unsecured credit that such counterparty will exiend 1o CES. To the extent that the credit exposure that a
counterparty has to CES at a particular time does not exceed that credit threshold, CES is not obligated to provide collateral. Mark-to-market exposure in excess of
the credit threshold is routinely coliateralized by CES As of September 30, 2016, the amount posted as collateral aggregated approximately $23 million . Should
the credit ratings of CERC Corp. (as the credit support provider for CES) fall below certain levels, CES would be required to provide additional collateral up to the

amount of its previously unsecured credit limit. We estimate that as of September 30, 2016 | unsecured credit limits extended to CES by counterparties aggregated
$337 mullion, and $1 million of such amoumt was utilized.

Pipeline tariffs and contracts typically provide that if the credit ratings of a shipper or the shipper’s guaranter drop below a threshold level, which is generally
mvestment grade ratings from both Moody’s and S&P, cash or other coliateral may be demanded from the shipper in an amount equal to the sum of three months’
charges for pipéline services plus the unrecouped cost of any lateral built for such shipper. If the eredit ratings of CERC Corp. decline below the apiplicable

threshold levels, CERC Corp. might need to provide cash or other collateral of as much as $163 million as of September 30, 2016  The amount of collateral will
depend on seasonal variations in transportation levels.

ZENS and Securities Related to ZENS

In September 1999, we issued ZENS having an original principal amount of $1.0 billion of which $828 miltion remains oytstanding as of September 30, 2016
. Each ZENS note was originally exchangeable at the holder’s option at any time for an amount of cash equal 10 95% of the market value of the reference shares of
TW Common attributable to such note. The number and identity of the reference shares attributable to each ZENS note are adjusted for certain corporate events,

As of September 30, 2016, the reference shares for each ZENS note consisted of 0.5 share of TW Comumon, 0.0625 share of Time Common and 0.061382 share of
Charter Comumon, and the contingent principal amount was $517 million .

On May 26, 2015, Charter announced that it had entered into a definitive merger agreement with TWC. On September 21, 2015, Charter shareholders
approved the annownced transaction with TWC. Pursuant to the merger agreement, upon closing of the merger, TWC Common would be exchanged for cash and
Charter Common and as a result, reference shares for the ZENS would consist of Charter Common, TW Common and Time Common. The merger closed on May
18, 2016, For further information regarding the Charter merger, see Note 11 to our Interim Condensed Financial Statements,

if our creditworthiness were to drop such that ZENS note holders thought our liquidity was adversely affected or the market for the ZENS notes were to
become illiquid, some ZENS note holders might decide to exchange their ZENS notes for cash Funds for the payment of cash upon exchange could be obtained
from the sale of the shares of TW Common, Charter Common and Time Common that we own or from other sources. We own shares of TW Common, Charter
Common and Time Common equal to approximately 100% of the reference shares used to caleulate our obligation to the holders of the ZENS notes. ZENS note
exchanges result in a cash outflow because tax deferrals related to the ZENS notes and TW Common, Charter Common and Time Common shares would typically
cease when ZENS notes are exchanged or otherwise retired and TW Common, Charter Common and Time Common shares are sold The ultimate tax liablity
related to the ZENS notes continues io increase by the amaunt of the tax benefit realized each year, and there could be a significant cash outflow when the taxes are

paid as a result of the retirement of the ZENS notes. [T all ZENS notes had been exchanged for cash.on September 30, 2016 | deferred taxes of approximately $491
mullion would
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have been payable in 2016 . If all the TW Common, Charter Comumon and Time Common had been sold on September 3§, 2016 , capital gains taxes of
approximately $246 million would have been payable in 2616

Cross Defaudts

Under our revolving credit facility, a payment default on, or a non-payment default that permits acceleration of, any indebtedness for borrowed money and
certain other specified types of obligations (including guarantees) exceeding $125 million by us or any of our significant subsidiuries will cause a default A default
by CenterPoint Energy would not trigger a default under our subsidiaries’ dobt instruments or revolving eredit facilities.

Possible Acquisitions, Divestitures and Joim Venmres

From time to time, we consider the acquisition or the disposition of assets or husinesses or possible joint ventures, strategic initiatives or other joint ownership
arrangements with respeet 10 assets or businesses. Any dewrmination to take action in this regard will be based on market conditions and opportunities existing a
the time, and accordingly, the timing, size or success of any efforts and the associated potential capital commitments are unpredictable. We may seek to fund all or
part of any such efforts with proceeds from debt and/er equity ssunnces. Debt or equity financing may not, however, be available to us at that time due to a variety
of events, including, among others, maintenance of our credit ratings, industry conditions, general economic conditions. market conditions and market perceptions.

In February 2016, we announced that we were exploring the use of a REIT business model for all or part of our wtility businesses. We have completed our
evaluation and have decided not 1o pursue forming a REIT strueture for our utility business or any part thergof at this ume. We also announced that we were
evaluating strategic aliernatives for our investment in Enable, including a sale or spin-off qualifying under Section 355 of the U5, Internal Revenue Code, and we
continue to evaluate our alternatives, including retaining cur investment. There can be no assurances that these evaluations will result in any speaific action and we
do not intend 1o disclose further developments on these initiatives unless and uatil our board of directors approves a specific action or as vtherwise reguired,

Enable Midsiream Partners

On January 28, 2016, we entered into a purchase agreement with Enable pursuant to which we agreed 1o purchase in 2 Private Placement an aggregate of
14,520,000 Senes A Preferred Units for a cash purchase price of $25.00 per Series A Preforred Unit. The Private Placement closed on February 18, 2016, In
connection with the Private Placement, Enable redeemed approximately 3363 million of notes scheduled o mature in 2017 payabie to a wholly-owned subsidiary
of CBRC Corp. We used the proceeds from this redemption for our investment in the Series A Preferred Units,

Enable is expected 1o pay a minimum quarterly distribution of $8.2875 per unit on its outstanding common unsis to the extent it has sufficient cash from
operations afler establishment of cash reserves and payment of fees and expenses, including payments 10 its general purtner and its affiliates (referred to as
“avatlable cash™) within 60 days after the end of each yuarter. On November 1, 2016, Enable declared a quarterly cash distribution of $0.318 per unit on all of its
outstanding common and suburdinated upits for the quarter ended September 30, 2016 . Accordingly, CERC Corp expects ta receive a cash distribution of

approximately $74 miltion from Enable in the fourth quarter of 2016 to be made with respect to CERC Corp.’s Himited partner interest in Enable for the third
quarter of 2016,

On November {, 2016 , Enable declared a quanterly cash distribution of $0.623 per Series A Preferred Unit for the quarter ended September 30, 2016 |
Accordingly, CenterPoint Energy expects to receive a cash distribution of approximately 39 mitlion from Enable in the fourth quarter of 2016 1o be made with
respect 1o CenterPoint Energy's investment in Serles A Preferred Umits of Enable for the third quarter of 2016,

Hedging of Interest Expense for Fuiure Debt Issuances

In April 2016, Houston Electric entered into forward interest rate agreements with several counterparties, having an aggregale notional amount of $150
million. These agrecments were cxecuted to hedge, n part, volatility in the S-year U.S. reasury rate by reducing Houston Electric’s exposure to variability in cash
flows related to interest paymenis of Houston Blectric’s 3300 million issuance of fixed rate debt in May 2016, These forward interest rate agreements were
designated as cash flow hedges. The realized pruns and losses associated with the agreements were immaterial,

in June and July 2016, Houston Electric entesed into forward interest rate agreements with several counterparties. having un aggregate notional amount of

$300 million. These agreements were executed to hedge, i part, volatility in the 18-year U.S. treasury rate by reducing Houston Electric’s exposure to vanability
in cash flows related to interest payments of Houston Electric’s $300
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million issaance of fixed rate debt in August 2016, These forward interest rate agreements were designated as cash flow hedges. Accordingly, the effective

portion of realized gains and losses associated with the agreements, which totaled $1.1 million, is a component of sccumulated other comprehensive income and
will be amortized over the life of the bonds. The ineffective portion of the gains and losses was recorded in income and was immaterial.

Weather Hedge

We have weather normalization or other rate mechanisms that mitigate the impact of weather on NGD in Arkansas, Louisiana, Mississippt, Minnesota and
Oklahoma. NGD and electric operations in Texas do not have such mechanisms, although fixed customer charges are historically higher in Texas for NGD
compared to our other jurisdictions As a result, fluctuations from normal weather may have a positive or negative effect on NGIY’s resulis in Texas and on
Houston Electric’s results in its service terntory. We have historically entered into heating-degree day swaps for cortain NGD jurisdictions to mutigate the ¢ffect of
fluctuations from normal weather on its resuits of operations and cash flows for the winter heating scason. However, NGD did not enter into heating-degree day
swaps for the 20152016 winter season as a result of NGD's Minnesota division implementing 2 full decoupling pilot in July 2015, We entered into a weather
hedge swap pursuant to the Dodd-Frank’s end-user exception for Houston Electric’s service territory for the 2015-2016 and 2016-2017 winter seasons,

Other Factors tiat Could Affect Cash Requirements -

In addition’to the above factors, our liguidity and caprtal resources could be affected by:

cash collateral requirements that could exist in connection with certain contracts, including our weasther hedging arrangements, and gas purchases, gas
price and gas storage activiues of our Natural Gus Distribution and Energy Services business segmens;

acceleration of payment dates on certain gas supply contracts, under certain circumstances, as a result of increased gas prices and concentration of natural
gas suppliers;

+  increased costs related to the acquisition of natural gas;

»  increases in iierest expense in conpection with debt refinancings and borrowings under credit facilities;
+  various legisiative or regulatory sctions;

+  incremental collateral, if any, that may he required due to regiilation of derivatives;

the ability of GenOn and its subsidiarics to satisfy their obligations in respect of GenOn’s indemnity obligations to us and our subsidiaries or i
connection with the contractual obhigations to a third party pursuant to which our subsidiury {5 their guarantor;

e the ability of REPs, including REP affiliates of NRG and Energy Future Holdings Corp, to satisfy their obligations to us and our subsidiaries;
slower customer payments and increased write-offs of receivables due to higher gas prices or changing economic conditions;
»  the outcome of litigation brought by or against ug;

«  coniributions to pension and postretirement benefit plans;
restoration costs and revenue losses resulting from future natural disasters such as hurricanes and the immg of recovery of such restoration costs: and
»  various other risks identified in "Risk Factors™ in ltem 1 A of Part | of our 2015 Form 10-K.

Certain Contractual Limits on Our Ability to Issue Securities and Borrow Money

.

Houston Electric’s revolving credit facility limits Houston Electric’s consolidated debt {(with certain exceptions, including but not limited to Securitization

Bonds) to an amount not to exceed 65% of its consolidated capitalization. CERC Corp™'s tevalving credit facility limits CERC’s consolidated debt o an amount
not to exceed 65% of its consolidated capitalization. Our revelving
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credit facdity limits our consolidated debt (with certain exceptions, including but not limited to Securitization Bonds) to an amount not to exceed 65% of sur
conselidated capitalizatton, The financial covenant limit in Houston Electric’s and our revolving credit facilities will temporarily increase from 65% to 7% 1f

Houston Electric experiences damage from a natural disaster in its service terrmory that meets certain eriteria. Addutionally, Houston Electric has contractoally
agreed that it will not issue additional first monigage bonds, subject 1o certain exceptions,

NMEW ACCOUNTING PRONOUNCEMENTS
See Note 2 to our Interim Condensed Consolidated Financial Statements for a discussion of new accounting pronouncements that affect us,
Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk

As of September 30, 2016, we had outstanding long-term debt, lease obligations and obligations under our ZENS (indexed debt securities) that subject us to
the risk of loss associated with movements in market interest rates.

As of September 30, 2016 and December 31, 20153 , our floating-rate obligations aggregated $998 million and $1.1 billion , respectively. If the foating interest
rates were to increase by 10% from September 30, 2016 rates, our combined mterest expense would increase by approximately $1 miltion annuatly

As of both September 36, 2016 and December 31, 2015 , we had sutstanding fixed-rate debt (exchuding indexed debt securities) agpregatiog $7.5 billion in
principal amount and having a fair value of $8.2 billion and 38.0 billion , respectively. Because thess instruments are fixed-rate, they do not expese us to the risk of
loss in carnings due 10 changes in market interest rates. However, the fuir value of these instruments would increase by approximately $196 million if interest rates
were to decline by 10% from their levels at September 30, 2016 . In general, such an increase in fair value would impact earnings and cash flows only if we were to
reacguire alf or a portion of these instruments in the open market prior 1o their maturity,

The ZENS obligation is bifurcated into a debt component and a derivative component. The debt compenent of $112 million ns of September 30, 2016 was 2
fixed-rate ubligation and, therefore, did not expose us to the nsk of loss mn earnings due to changes in market interest rates, However, the fair value of the debt
component would merease by approximately $20 million if interest rates were to decline by 10%s from lovels at September 30, 2016 . Changes in the fair value of
the derivative component, a liability recorded at $562 million as of September 39, 2016, are recorded 1n our Condensed Statements of Consolidated Income and,
therefore, we are exposed to changes in the fair value of the derivitive component as a result of changes i the risk-free interest rate. [f the risk-free interest rate
were to increase by [0%% from September 30, 2016 levels, the fair value of the derivative component would incrense by approximately $3 million , which would be
recorded as an unreslized loss in owr Condensed Statements of Consolidated Income,

Equity Market Value Risk

We are exposed to equity market valug risk trough our ownership of 7.1 mallion shares of TW Commen, 0.9 multion shares of Time Common and 0.9 million
shares of Charter Common, which we hold to facilitate our sbility to meet cur obhigations under the ZENS A decrease of 10°5 from the September 30, 2016

aggregnte market value of these shares would result in a net loss of approximately $5 million . which would be recorded as an unrealized loss in our Condensed
Statements of Consolidated Income.

Commodity Price Risk From Non-Tradiag Activities

We use derivative wnstruments as economic hedges to offset the commodity price exposure inherent in our businesses, The stand-alone commodity risk created
by these instrumeats, without regard to the offsetting effect of the underlying exposure these mstruments are intended to hedge, is described below, We measure
the commaodity risk of our non-trading energy derivatives using a sensilivity analysis. The sensitivity analysis performed on our non-trading energy derivatives
measures the potential loss in fair valus based on a hypothetical 10% movement in energy prices. As of Seprember 30, 2016 , the recorded fair value of our non-
trading energy derivatives was a net asset of $44 million (before collateral), all of which is related to our Energy Services business scgment, An increase of 10% m

the market prices of energy commodities from their September 30, 2016 levels would have decreased the far value of our non-trading energy derivatives net asset
by $11 muliion .

‘The above analysis of the non-trading energy derivatives utilized for commodity price risk management purposes dees not include the favorable tmpact that
the same hypothetical price movement would have on gur non-derivative physical purchases and sales of natural gas to which the hedges relate. Furthermore, the
non-trading energy derivative portfolio is managed to complement
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the physical transaction portiblio, reducing overall risks within limits. Therefore, the adverse impact to the fair value of the portolio of nen-trading energy

derivatives held for hedging purposes associated with the hypothetical changes in commodity prices referenced above is expected to he substantially offset by a
favorable impact on the underlying hedged physical transactions.

Item4. CONTROLS AND PROCEDURES

In accordance with Exchange Act Rules 13a-15 and 15d-15, we carried out an evaluation, under the supervision and with the participation of management,
including our principal executive officer and principal financial officer, of the effectiveness of our disclosure controls and procedures as of the end of the period
covered by. this report. Based on that evaluation, our principal executive officer and principal financial officer concluded that our disclosure controls and
procedures were effective as of September 30, 2016 to provide assurance that mformation required to be disclosed in our reports filed or submitted under the
Securities hxch«mge Act of 1934, as amended, is recorded, processed, summarized and reperted within the time periods specified in the Secunties and Exchange
Commission’s rules and forms and such information is accumulated and communicated to our management, including our principal exccutive officer and principal
financial officer, as appropriate to allow timely decisions regarding disclosure.

There has been no change in our internal controls aver financial reporting that occurred during the three months ended Septémber 30, 2016 that has materially
affected, or is reasonably likely to materially affect, our internal controls over financial reporting.

PART 1. OTHER INFORMATION
ftem 1. LEGAL PROCEEDINGS

For a description of certain legal and regulatory proceedings affecting CenterPoint Encrgy, please read Note 14tb) to our Interim Condensed Financial
Statements and “Management’s Discussion and Analysis of Financial Condition and Results of Operations ~— Liquidity and Capital Resources ~ Future Sources

and Uses of Cash™ and *— Regulatory Matters,” each of which is incorporated herein by reference See also “Business — Regulation” and * - Environmental
Matters” in ltem | and “Legal Proceedings” in Itern 3 of our 2015 Form 10-K,

ftem IA. RISK FACTORS'

There have been no material changes from the risk factars disclosed in our 2015 Form 10-X.

ftem 5. OTHER INFORMATION

s

Ratio of Earnings w0 Fixed Charges. The vatio of camings._to fixed charges for the nine months ended September 30, 2016 and 2018 was 2 73 and 2.68 ,
respectively, We do net believe that the ratios for these nine -month periods are necessarily indicative of the ratios for the twelve-month periods due to the scasonul
nature of our business. The ratios were calculated pursuant to applicable rules of the SEC.
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Item 6. EXHIBITS

The following exhibits are filed herewith:

Exhibits not incorporated by reference to a prior filing are designated by a cross (), all exbubits pot so designated are incorporated by reference o a prior
filing as indicated.

Agreements included as exhibits are included only to provide information to investors regarding their terms. Agreements listed below may contain
representations, wamanties and other provisions that were made, among other things, to provide the partics thereto with specified rights and ohligations and to

altocaie risk among thern, and no such agreement should be relied upon as constituting or providing any factual disclosures about CenterPoint Energy, Inc., any
other persons, any state of atfairs or other matiers.

Pursuant o [tem 601(bY4}{HYA) of Regulation S-K, CenterPomt Fnergy has not filed as exhibits to this Form 100} certain long-term debt instruments,
inciuding indentures, under which the total amount of securities authonzed does not exceed 10%0 of the total assets of CenterPoint Lnergy and its subsidiaries ona
consolidated basis. CenterPomt Energy hereby agrees to furnish a copy of any such instmument to the SEC upon request,

SEC File or
Exhibit Report or Registration Registration Exhibit
Numher Deseription Statement Number Reference
31 Restated Articles of Incarporation of CenterPoint Energy CenterPoint Energy’s Form 8-K dated July 24, 2008 1-31447 32
32 Secord Amerded and Restated Bylaws of ComterPomt Enegy  CenterPeant Energy’s Form 10-8 for the year ended 1-31447 3y
December 31, 2015
33 Stasernent of Resclutions Deleting Shares Designated Senes A ConterPoint Energy’s borm 18-K for the year saded 1-31447 ey
Proferred Stock of CenterPoint Energy December 31, 2011
4.1 Form of CenterPoint Energy Stock Centificate CenterPoint Ensrgy’s Registration Stateraent on Form 5-4 369502 4.1
4.2 $1,600,000,000 Credit Agreement, daled as of March 3, 2018, CenterPoint Energy’s Form 8-X dued March 3, 2018 {31447 4.1
among CenterPoim Energy, as Borrower, and the banks
nanwd therem
4.3 $300,000,600 Credit Agreement, Jated as of March 3, 2016, CentarPoint Enargy’s Form 8-K dated March 3, 2016 1-31447 4.2
amaong Houston Eloatric, as Bormower, and the banks named
therein
44 $600,000,000 Cradit Agreement, dated as of March 3, 2016, CenterPoint Energy’s Form 8-K dated March 3, 2016 1-31447 4.3
ameng CERC Curp , 2s Borrower, and {he basks named
ihersin
4,3 Twenty-Fifii Sappiemental indenture, dated as of August 1,
2016, 10 the General Mortgage Indenture, dated as of Getober
10, 2002, botween Houston Electric and the Trustee
“4.6 {nticer’s Cortificate, dated as of August 11, 2016, setting
forth the farm, terms and provisions of the Tweaty-Sixh
Senes of General Mortgags Bonds
12 Computation of Ratios of Earmngs to Fixed Charges
+3%1 1 Rule 13a-14(a) 1 5d- 14(a) Conification of Scott M, Frochazka
+31.2 Rule 13a-14ta) 15d-14(a) Certification of William I, Rogers
+32.1 Section 1350 Certificanon of Scont M Prochazks
+32.3 Section 1350 Cernfication of Whlham 1), Rogers
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SEC Fiteor

Exhibit : Report or Registration Registration Exhibit
Number Deseription Statement Number Reference
~ 101 INS XIRL Instance Docurment '
~HLSCH XBRI Taxonomy Extension Schema Ducument ,
~101 CAL ¥BRL Taxonomy Exiension Calculation Linkbase Document
+101 DEF’ XBRL Taxonomy Extension Defintion Linkbase Docoment

101 LAB XBRL Taxonomy Extension Labels Linkbase Document
- 101 PRE XBRL Tavonomy Extension Prcsemati‘cn Limkbase Document
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SIGNATLURES

Pursuant o the requirermnents of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thercunto duly authorized.

CENTERPOINT ENERGY, INC.

By: s Kristie L, Colvin
Krstie L. Colvin
Senior Vice President and Chief Acceunting Officer

Drate: November 4, 2016
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Index to Exhibits

The following exhibits are flled herewith: ’

Exhibuts not incorporated by reference to a prior filing are designated by a cross (+); all exhibits not so designated are mcorpnmled by reference to a prior

filing as mdicated.

Agresments included as exhibits are included only to provide information to investors regarding their terms. Agreements listed below may contain
representations, warranties and other provisions that were made, among other things. to provide the parties thereto with specified rights and obligations and to
allocate risk among them, and no such agreement should be relied upon as constituting or providing any factual disclosures about CenterPoint Energy, Inc., any

other persons, any state of affairs or other matters.

"Pursuant to ltem 601D A)(iiNA) of Regulation $-K, CenterPoint Energy has not filed as exhibits to tis Form 10-Q certain long-term debt instruments,
including indentures, under which the total amount of securitivs nuthorized does not exceed 10%5 of the toral assets of CenterPoint Energy and its subsidiaries on a

consolidated basis. CenterPoint Energy hereby agrees to furish a copy of any such instrument to the SEC upon request.

SEC Fileor
Exhibit Report or Registration Registration Exhibit
Number Description Statement Number Reference
31 Resinted Articles of Incorporation of CenterPout Eneryy CenterPoint Energy’s Form 131447 32
8-K dated July 24, 2008
3.3 Second Amended and Restated Bylaws of CenterPoint Energy CeaterPoint Entrgy’s Form 1-31447 3y
10-K for the year ended
Deceraber 31, 2015
32 Statement of Resolutions Deleting Shares Designated Sencs A CenterPoint Energy’s Form 131447 3z}
Preferred Stock of CenterPoint Frergy 10-K for the year ended
December 31, 2011
41 Form of CenterPoint Encrgy Stock Centificate CenterPoint Energy's 369502 4.1
Registration Statement on
Form 34
4.2 $1,600.000,000 Credit Agreement, dated as of March 3, 2016, among  CenterPoint En‘crgy’s Form 1-31447 4.1
CenterPoint Energy, as Borrower, and the banks named theien 8K dated March 3, 2016 "
4.3 $3060,000,000 Credit Agresment, dated as of March 3, 2016, among CenterPoint Energy’s Form 1-31447 4.2
Houston Electrie, as Bosrower, and the banks named therein 8-K dated Mazch 3, 2016
44 $600,000,000 Credut Agreement, dated as of March 3, 2016, among CenterPoint Enargy’s Form 1-31447 4.3
CERC Corp , as Brrrower, and the banks named therein . 8-K dated March 3, 2016 .
4.5 Twenty-Fifth Supplemental Indenture, dated as of August 11, 201§, N
1 the General Mortgage Indenture, dated as of October 10, 2002,
between Houston Electric and the Trustee
+4.6 Officer's Certificate, dated as of August 11, 2016, setting forth the
form, terms and provisions of the Twenly-Sinth Sencs of Gengral
Morntgage Bonds
+12 Compuianon of Ratios of Earnings to Fixed Charges
+311 Rule 138-14(a). 15d-14(a) Certification of Scott M Prochazka
L4312 Rule 13a-14{x} 1 3d-14a) Certificanon of Wiltiam I). Rogers
+32.1 Section 1350 Cernfication of Seott M. Prochazks
+32.2 Section 1330 Certification of William 1, Rogers
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SEC File or
Exhibit Report or Registration Registration Exhibit
Number Deseription Statement Number Heference
+101INS  XBRL instance Document

+101.8CH  XBRL Taxonomy Extension Schema Documeny
#I01CAL XBRL Tavonumy Extension Caleulation
Linkbass Document

+101 DEF XBRL Taxonomy Extension Definition Lankbase
Dacument

+101 LAB  XBERL Taxosumy Exrension Labals Linkbase
Docurnent

+I0LPRE  XBRL Taxonomy Extension Presentation
Linkbase Ducument
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CenterPoint Energy Houston Electric, LLC
1111 Louisiana
Houston, TX 77002

CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
¢ TO

THE BANK OF NEW YORK MELLON TRUST COMPANY, NATIONAL ASSOCIATION
{successor in trust to IPMORGAN CHASE BANK),

as Trustee

TWENTY-FIFTH SUPPLEMENTAL INDENTURE

Dated as of August 11, 2016

Supplementing the General Mortgage Indenture
Dated as of October 10, 2002
Filed under file number 030004510538 in the
Office of the Secretary of Siate as an insirument
granting a security interest by a public utility

THIS INSTRUMENT GRANTS A SECURITY INTEREST BY A UTILITY

THIS INSTRUMENT CONTAINS AFTER-ACQUIRED PROPERTY PROVISIONS

This instrument is being filed pursuant to Chapter 261 of the Texas Business and Commerce Code

Exhibit 4.5
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TWENTY-FIFTH SUPPLEMENTAL INDENTURE. dated as of August {1, 2016, between CENTERPOINT ENERGY HOUSTON
ELECTRIC, LLE, a limited licbdity company organized and existing under the laws of the Stase of Texas (herein called the "Company™),
having its principal utfice ar 1111 Louisiana. Houston, Tevas 77602, and THE BANK OF NEW YORK MELLON TRUST COVIPANY,
NATIONAL ASSOCIATION (successor in frust to JPMORGAN CHASE BANK), a linited purpose national hasking association duly
organized and existing under the laws of the United Siates, as Trustee (herein called the "Trustee™), the office ot the Trustee at which on the
date hereof its corporate trust business is administered being 601 Travis Sweet, 16th Floor, Houston, Texas 77002,

RECITALS OF THE COMPANY

WHEREAS, the Company has heretofore executed and delivered to the Trustee a General Mortgage Indenture dated as of October 18, 2002,
as supplemented and amended {the "Indenture”}, providing for the issuance by the Company from time to time of its bonds, notes or other
evidunce of indebtedness to be issued in one or more series (in the Indenture and ferein called the "Sceurities™) and to provide seeurity for
the paynent of the peincipal of and premiwm, if any, and interest, (¥ any. on the Securities; and

WHERTAS, the Company, in the evercise of the power and authority conferred upon and reserved fo it under the piovisions of the
indenture and pursuant w appropriate resolutions of the Manager, has duly deternined to make, execute and deliver to the Trustee this
Uwenty-Fifth Supplemental Indenture to the Indenture as permitied by Sections 281, 301, 403(2) and 1401 of the Indenture in order to
establish the form or terms of, and to provide for the creation and issuance of, a twentv-sixth series of Securities under the Indenture in an
initial agzregate principal amount of $300.000,000 tsuch twenty -sixth series belng hereinafier refereed 0 a8 the "Twenty-Sixth Series"): and

WHEREAS, all things nccessary to make the Securitivs of die DNwenty-Sixth Series, when executed by the Company and authenticated and
delivered by the Trustee or any Awthenticating Agent and issued upun the ferms and subject to the conditions hercinafter and in the
Indenture set forth against puyoment therefor the valid, binding and legal obligations of the Company and to mahke this Twenty-Fifth
Supplemental Indenture a valid, binding and legal agreement of the Company, have been done;

NOW, THEREFORE, THIS TWENTY-FIFTH SUPPLEMENTAL INDEMTURE WITNESSETH that, in order to establish the terms of a
series of Securities, and for and In considerntion of the premiscs and of the covensnts contained in the Indenture and in this Twenty-Fifth

Supplemental Indenture and for other good and valuable consideration the receipt and sufficiency of which are hereby achnowledged. it is
mutually covenanted and agreed as follows:
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ARTICLE ONE

/

DEFINITIONS AND OTHER PROVISIONS
OF GENERAL APPLICATION

Section 101. Definitions . Fach capitalized term that is used herein and is defined in the Indenture shall have the meniting
specified in the Indenture unless sich term is otherwise defined herein,

'

ARTICLE TWO :

TITLE, FORM AND TERMS OF THE BONDS

Section 201. Title of the Bonds . This Twenty-Fifih Supplemental ‘Indentuare hereby creates a series of Securities designated
as the "2.40% General Mortgage Bounds, Series Z, due 2026" (the "Series Z Bonds”). For purposes of the Indenture, the Series Z Bonds shall
constityte a single series of Securities and, subject to the provisions, including, but not limited to Article Four of the Indemure. the Series 2
Bonds shall be issued in an aggregate principal amount of $300,000,000.

Scction 202. Eorm.and Terms of the Bonds . The form and terms of the Series Z Bonds will be set forth in an Officer's
Certificate delivered by the Company to the Trusice pursuant to the authorily granted by this Twenty-Fifth Supplemental Indenture in
accordance with Sections 201 and 301 of the Indenture,

¢

Section 203. Treatment of Proceeds of Title Insurpuce Policy . Any moneys received by the Trustee as proceeds of any title

insurance policy on Mortgaged Property of the Company shall be subject to and treated in accordance with the provisions of Section 667(2)
of the Indenture (other than the tast paragraph thereof).

ARTICLE THREE

MISCELLANEOUS PROVISIONS

The Trustee makes no underiahing or representations in respect of, and shall not be responsible in any manner whatsoever for and in respect
of, the validity or sufficiency of this Twenty-Fifth Supplemental Indenture or the proper authorization or the due execution hereof by the

Company or for or in respect of the recitals and statements contained herein, all of which recitals and statements are made solely by the
Company.

In no event shall the Trustee be liable for any indirect, special. punitive or consequential loss or damage of any hind whatsoever, including,
but not limited to. lost profits, even if it has been advised of the likelihood of such loss or damage and regardless of the form of action.

In 5o cvent shall the Trustee be liable for any fuilure or delay in the performance of its obligations hereunder because of circumstances
beyond its control. including, hut not limited to, acts of God. flood, war {whether declared or undeclared), terrorism, strikes, work
stoppages. civil or military disturbances. unuclear or natural catastrophes, fire. riot. embargo, loss or malfunctions of utilities.
communications or computer {(software and hardware) services,
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government action, inchulding any laws, ordinances. regulations, governmental action or the like which delay, restrict or prohibit the
providing of the services contemplated by this Twenty-Fifth Supplemental Indenture; it being undersiood that the Trustee shall use
reasonable efforts which are consistent with accepted practices in the banking industry to resume performance as soon as practicable ender
the circumstances.

EACH OF THE PARTIES HERETO HEREBY IRREVOCABLY WAIVES, TO THE FULLEST EXTENT PERMITTED BY
APPLICABLE LAW, ANY AND ALL RIGHT TO TRIAL BY JURY IN ANY LEGAL PROCEEDING ARISING OQUT OF UR
RELATING TO THIS TWENTY-FIFTH SUPPLEMENTAL INDENTURE, THE SERIES Z BONDS OR THE TRANSACTION
COMTEMPLATED HEREBY.

Except as expressly amended and supplemented hereby, the Indenture shall continue in full force and effect in accordance with the
provistons thereof and the Indenture is in ali respects hereby ratified and confirmed. This Twenty-Fifth Supplemental Indenture and all of its
provisions shall be deemed a part of the Indenture in the manner and 5 the extent herein and therein provided.

This Twenly-Fifth Supplemental Indenture shall be governed by, and construed in accordance with, the law of the State of New York.

This Twenty-Fifth Supplemental Indenture may be executed in any number of counderparts, each of which so executed shall be deemed 1o
be an eriginal, but all such counterparts shall together constitute but one and the same instrument.
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IN WITNESS WHEREQF, the parties hereto have caused this Twenty-Fifth Supplemental Indenture to be du!y
executed as of the day and vear set forth below and effectwe as of the day and year first above written.

CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC

Dated: August 11, 2016 ’ By: s/ Kristie L. Colvin
Name: Kristie L. Colvin
Title: Senior Vice President and Chief Accounting Officer

THE BANK OF NEW YORK MELLON TRUST COMPANY, NATIONAL
ASSOCIATION (successor in
trust 10 JPMORGAN CHASE BANK), as Trustee

Dated: August 11, 2016 . By: /'s/ Valere Boyd
Name: Valere Boyd
Title: Vice President
ACKN DGM
STATE OF TEXAS b
) ss
COUNTY OF HARRIS )

On the 11th day of August, 2016, before me personally came Kristie L. Colvin, to me known who, being by me
duly sworn, did depose and say that she resides in Katy, Texas; that she is the Senior Vice President and Chief Accounting
Officer of CenterPoint Energy Iiouston Electric, LLC, a Texas limited liability company, the limited liability company described
in and which executed the £oregomg instrument; and that she signed her name thereto by authority of the sole manager of said
limited lability company.

‘s’ Alida E. Duggan
Notary Public
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ACKNOWLEDGMENT
State of California County of Los Anggeles )

On August 10, 2016 before me, Marvin G. Cuenca, Notary Public
{insert name and title of the officer)

personally appeared Valere Boyd, who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s)
is'are subscribed to the within instrument and acknowledged to me that he she they executed the same in his her their authorized

capacity(ies), and that by his her their signature(s) on the instrument the person(s), or the entity upon behalf of which the
person(s) acted, executed the instrument.

1 certify under PENALTY OF PERJURY under the laws of the State of California that the foregoing paragraph is true and
correct.

WITNESS my hend and official seal.

Signature  /s/Marvin G. CQuenca _ {Seal)
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Exhibit 4.6
CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC

OFFICER’S CERTIFICATE

August 11,2016

¥

[, the undersigned officer of CenterPoint Energy Houston Electric, LLC, a Texas limited liability company (the
“Company”). do hereby certify that [ am an Authorized Officer of the Company as such term is defined in the Indenture (as defincd
herein). [ am delivering this certificate pursuant to the authority granted in the Resolutions adopted by written consent of the sole
Manager of the Company dated August 3, 2016, and Sections 105, 201, 301, 401(1), 401(5), 403(2XB) and 1403 of the General
Mortgage Indenture, dated as of October 10, 2002, as heretofore supplemented to the date hereof (as heretofore supplemented. the
“Indenture™), between the Company and The Bank of New York Mellon Trust Company, National Association (successor in trust fo
JPMorgan Chase Bank), as Trustee (the “Trustee”). Terms used herein and not otherwise defined herein shall have the meanings
assigned to them in the Indenture, unless the context clearly requires otherwise. Based upon the foregoing, I hereby certify on
behalf of the Company as follows:

. The terms and conditions of the Securities of the series described in this Officer’s Certificate are as follows (the
numbered subdivisions set forth in this Paragraph | corresponding to the numbered subdivisions of Section 301 of the Indenture):

8) The Securities of the twenty-sixth series to be issued under the Indenture shall be designated as the “2.40%
eneral Mnrt%age Bonds, Series Z, due 2026” (the “Bonds™), as set forth in the Twenty-Fifth Supplemental Indenture, dated
as of the date hereof, between the Company and the Trustee, : : ’ ’

2) The Trustee shall authenticate and deliver the Bonds for original issue on August 11, 2016 (the “Issue Date”) in

the aggregate grmcipal amount of $300,000,000, upon a Company Crder for the authentication and delivery thereof and
satistaction of Section 401 of the Indenture.

3 Interest on the Bonds shall be payable to the Persons in whose names such Securities are registered at the close of
business on the Regular Record Date for such interest {as specified in (5) below), except as otherwise expressly provided in

the form of such Securities attached hereto as Exhibit A

) The Bonds shall mature and the principal thereof shall be due and payable together with all accrued and unpaid
interest thereon on September 1, 2026. )
5) The Bonds shall bear interest at the rate of 2.40% per annum. Interest shall accrue on the Bonds from the Issue

ate, or the most recent date to which interest has been paid or duly provided for. The Interest Payment Dates for the Bonds
shall be March I and September | in each year commencing March 1, 2017, and the Regular Record Dates with respect to
the Interest Payment Dates for the Bonds shall be the Februa%/ 15 and August 15, respecfively, immediately preceding each
Interest Payment Date (whether or not a Business Day); provided however that interest payable at maturity, upon

PPN ——- . —— - N — -
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redemption or when principal is otherwise due will be payable to the Holder to whom principal is payabie.

{6 The Corporate Trust Office of The Bank of New York Mellon Trust Company, National Association in New York,
New York shall be the place at which (i) the \Frincipal of and premium, if any, and interest on the Bonds shall be payable, {ii)
registration of transfer of the Bonds may be effected, (iii) exchanges of the Bonds may be effected, and

(iv) notices and demands to or upon the Company in respect of the Bonds and the Indenture may be served; and The Bank of
New York Melion Trust Company, National Association shall be the Security Registrar and Paying Agent for the Bonds:
provided, however, that the Company reserves the right to change, by one or more Officer’s Certificates, any such place or the
Security Registrar; and provided, further, that the Company reserves the right to designate, by one or more Officer’s
Certificates, its principal office in Houston, Texas as any such place or itself as the Security Registrar; provided, however, that
there shall be only a single Security Registrar for each series of Bonds,

{h The Bonds shall be redeemable, at the option of the Company, at any time or from time to time, in whole or in part,
on any date priorto June |, 2026 ata ?rice equal to the greater of (i) 100% of the principal amount of the Bonds to be redeemed
or {i1) the sum of the present values of the remaining scheduled payments of principal and interest on the Bonds to be redeemed
that would be due if the Bonds matured on June 1, 2026 but for the redemption (not including any portion of such payments of
interest acerued to the Redemption Date) discounted to the date of redemption (the “Redemption Date™) on a semiannual basis
(assuming a 360-day year consisting of twelve 30-day months) at the applicable Treasury Rate plus 15 basis points plus, in each
case, accrued and unpaid interest on the principal amount being redeemed to the Redemption Date. On or afier June |, 2026, the
Company may redcem the Bonds, at any time or from time to time, in whole or in part, by paying 100% of the principal amount
of Bonds 1o be redeemed plus accrued and unpaid interest on the principal amount being redeemed to the Redemption Date.

“Treasury Rate” means, with respect to any Redemption Date the yield calculated on the third business day preceding
the redemption date, as follows: for the latest day that appears in the most recent statistical release published by the Board of
Governors of the Federal Reserve System designated as “Selected Interest Rates (Daily) - H.15” (or any successor publication)
(“H.15™) under the caption “Treasury Constant Maturities - Nominal”, the independent investment banker shalil select two yields
~ one for the maturity immediately before and one for the maturity immediately after the remaining maturity of the notes
(assuming the notes matured on June 1, 2026} — and shall interpolate on a straight-line basis using such yields; if there is no
such maturity either before or after, the independent investment banker shall select the maturity closest to June 1, 2026 that
appears on the release; or if such release (or any successor release) is not published during the week preceding the calculation
date or does not contain such yields, the rate per annum equal to the semiannual equivalent yield to maturity of the Comparable
Treasury Issue, calculated by the Independent Investment Banker using a price for the Comparable Treasury Issue {expressed as
a percentage of its principal amount) equal to the Comparable Treasury Price for such Redemption Date. The

3
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Treasury Rate will be calculated by the Independent Investment Banker on the third Business Day preceding the Redemption
Date,

“Comparable Treasury Issue” means the U.S. Treasury security selected by an Independent Investment Banker as having
an actual or interpolated maturity comparable to the remaining term (“remaining life”) of the Bonds to be redeemed (assuming
for this purpose that the Bonds matured on June 1, 2026) that would be utilized, at the time of selection and in accordance with

customary financial practice, in pricing new issues of corporate debt sectrities of comparable maturity to the remammg term of
such Bonds.

“Comparable Treasury Price” means (1) the average of four Reference Treasury Dealer Quotations for such Redemption
Date, after excluding the highest and lowest Reference Treasury Dealer Quotations, or (2) if the Independent Investment Banker
obtains fewer than four such Reference Treasury Dealer Quotations, the average of all such quotations.

“Independent [nvestment Banker” means one of Deutsche Bank Securities Inc., Merrill Lynch, Pierce, Fenner & Smith
Incorporated or RBC Capital Markets, LLC as specified by the Company, or if these firms are unwilling or unable to select the
Comparable Treasury Issue, an independent investment banking institution of national standing selected by the Company.

“Reference Treasury Dealer” means each of (1) Deutsche Bank Securities Inc., Merrill Lynch, Pierce, Fenner & Smith
Incorporated and RBC Capital Markets, LLC and their respective successors; provided, however, that if any of the foregoing
shall cease to be a primary U.S. government securities dealer in the United States of America (a “Primary Treasury Dealer™), the
Company will substitute therefor another Primary Treasury Dealer and (2) any other Primary Treasury Dealer selected by the
Company after consultation with the Independent Investment Banker.

"‘Reference Tréasury Dealer Quotations” means, with respect to. each Reference Treasury Dealer and any Redemption
Date, the average, as determined by the Independent Investment Banker, of the bid and asked prices for the Comparable
Treasury Issue (expressed in each case as a percentage of its principal amount) quoted in writing to the Independent Investment
Banker at 5:00 p.m., New York City time, on the third business day preceding such Redemption Date.

The Trustee, at the written direction of the Company, will send a notice of redemption to each holder of Bonds to be
redeemed by first-class mail (or in accordance with.the pmcedures of The Deposwory Trust Company with respect to Bonds
registered in the name of Cede & Co.) at least 15 and not more than 60 days prior to the date fixed for redemption. Unless the
Company defaults on payment of the redemption price, interest will cease to accrue on the Boads or portions thereof called for
redemption on the Redemption Date. If fewer than all of the Bonds are to be redeemed, not more than 60 days prior to the
Redemption Date, the particular Bonds or portions thereof for redemption will be selected from the outstanding Bonds not
previously called by such method as the Trustee deems fair and appropriate. The Trustee may select for redemption Bonds and

portions of Bonds in amounts of $1 ;000 or whole multiples of $1,000. In the case of a partial redemption of Bonds reglstered in
the name of Cede &

A
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Co, the Bonds to be redeemed will be determined in accordance with the procedures of The Depository Trust Company.
{8)  Notapplicable.

(9)  Notapplicable.

{10} Not applicabie.

(11} Not applicable.

(12) Notapplicable.

{13) See subsection (7} above.

(14) Notapplicable.

{15} Notapplicable.

(16} Notapplicable.

{7 The Bonds shall be issuable in whole or in part in the form of one or more Global Securities (as defined below). The
Depositary Trust Company shall initially serve as Depositary (as defined below) with respect to the Global Securities.
“Depositary” means, with respect to Securities of any series issuable in whole or in part in the form of one or more Global
Securities, a clearing agency registered under the Exchange Act that is designated to act as depositary for such Securities.
“Global Security” means a Sceurity that evidences all or part of the Securities of a series and bears a legend in substantially the

following form:
THIS SECURITY IS IN GLOBAL FORM AND IS REGISTERED IN THE NAME OF A DEPOSITARY OR A
NOMINEE OF A DEPOSITARY. THIS SECURITY IS EXCHANGEABLE FOR SECURITIES REGISTERED IN
THE NAME OF A PERSON OTHER THAN THE DEPOSITARY OR ITS NOMINEE ONLY IN THE LIMITED
CIRCUMSTANCES DESCRIBED IN THE INDENTURE AND MAY NOT BE TRANSFERRED EXCEPT AS A
WHOLE BY THE DEPOSITARY TO A NOMINEE OF THE DEPOSITARY OR BY A NOMINEE OF THE
DEPOSITARY TO THE DEPOSITARY OR ANOTHER NOMINEE OF THE DEPOSITARY.

The provisions of Clauses (1), (2), (3) and (4) below shall apply only to Global Securities:

(1)  Each Global Security authenticated under the Indenture shall be registered in the name of the Depositary
designated for such Global Security or a nominee thereof and delivered to such Depositary or a nominee thereof or custodian
therefor, and each such Global Security shall constitute a single Security for all purposes of the Indenture.

(2)  Notwithstanding any other provision in the [ndenture, no Global Security may be exchanged in whole or in part
for Securities registered, and no transfer of & Global Security in whole or in part may be registered, in the name of any Person

other than the Depositary for such Global Security or a nominee thereof unless (A) the Company has notified the Trustee that
the Depositary is unwilling or unable to continue as Depositary
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‘for such Global Security, the Depositary defaults in the performance of its duties as Depositary, or the Depositary has
ceased to be a clearing agency registered under the Exchange Act, in each case, unless the Company has approved a
successor Depositary within 90 days, (B) the Company in its sole discretion determines that such Global Security will be so
exchangeable or transferable or (C) there shall exist such circumstances, if any, in addition to or in lieu of the foregoing as
have been specitied for this purpose as contemplated by, the Indenture.

{3) Subject to Clause (2) above, any exchange’of a Giobal Security for other Securities may be made in whole or in
part, and all Securities issued in exchange for a Global Security or any portion thereof shall be registered in such names as
the Depositary for such Global Security shall direct. '

{4) Every Security authenticated and delivered upon registration of wansfer of, or in exchange for or in lieu of, a
Global Security or any portion thereof, whether pursuant to Sections 304, 305, 306, 507 or 1406 of the Indenture or
otherwise, shall be authenticated and delivered in the form of, and shall be, a Global Security, unless such Security is
registered in the name of a Person other than the Depositary for such Global Security or a nominee thereof..

(18) Notapplicabfe.
(19) Notapplicable.

(20)  For purposes of the Bonds, "Business Day" shall méan any day, other than Saturday or Sunday, on which

commercial banks and foreign exchange markets. are’ open for business, including dealings in deposits in U.S,
dollars, in New York, New York.

(21}  Not applicable. -

(22)  The Bonds shall have such other terms and provisions as are provided in the form thereof attached hereto as Exhibit
A, and shall be issued in substantially such form.

2.  The undersigned has read all of the covenants and conditions contained in the Indenture, and the definitions in the Indenture

relating thereto, relating to the authentication, delivery and issuance of the Bonds and the execution and delivery of the Twenty-f-’lfth
Supplemental Indenture and in respect of compliance with which this certificate is made.

3. The statements contaied in this certificate are based upon the familiarity of the undersigned with the Indenture, the documents

accompanying this certificate, and upon discussions by the undemgned with officers and employees of the Company familiar with
the matters set forth herein.

4. In the opinion of the undersigned, she has made such examination or investigation as is necessary to enable him to express an
informed opinion as to whether or not such covenants and conditions have been complied with.

S. In the opinicn of the undersigned, such conditions and covenants have been complied with,
6. To my knowledge, no Event of Default has occurred and is continuing,
AN

7. The execution of the Twenty-Fifth Supplemental Indenture, dated as of the date hereof,
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between the Company and the Trustee is authorized or permitied by the Indenture.

8. With respect to Section 403(2)(B) of the Indenture, General Mortgage Bonds, due September 1, 2026, having an
aggregate principal amount of $112,895,000 and General Mortgage Bonds, due March 1, 2014, having an aggregate principal
amount of 187,105,000 out of $300,000,000 (collectively, the “Retired Mortgage Bonds™), have heretofore been authenticated and
delivered and as of the date of this certificate, constifute Retired Sceurities.$300,000,000 aggregate principal amount of such

%ezirec(il Mortgage Bonds are the basis for the authentication and delivery of $300,000,000 aggregate principal amount of the Series
Bonds.

9. The First Mortgage Collateralization Date has not occurred.

10 No certificate of an Independent Accountant pursuant to Section 104 of the Indenture is required in connection with the
authentication and delivery of the Bonds because (i) the Net Eamings Certificate covers a period different from that required to be
covered by annual reports required to be filed by the Company and (1i) an Independent Accountant has provided the Company with
a letter addressed to the Company containing the results of procedures on financial information included in the Net Earnings
Certificate that are agreed upon by the Authorized Officer signing the Net Earnings Certificate.

11. Pursuant to the resolutions adopted by the Sole Mana%er of the Company by written consent on August 3, 2016, Robert
McRae, Assistant Treasurer, has been named an Authorized Officer, as defined under the Indenture, including for purposes of
executing the Net Earnings Certificate.
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IN WITNESS WHEREOF, the undersigned has executed this Officer’s Certificate as of the date first written above.

Acknowledged and Received as
of the date first written above

THE BANK OF NEW YORK
MELLON TRUST COMPANY,
NATIONAL ASSOCIATION,
as Trustee

s* Valere Boyd

s Kristie L. Colvin

Kristie L. Colvin

Senior Vice President and Chief Accounting Officer

Valere Boyd
Vice President

Signature Page to Officer’s Cenificate Under the Indenture
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EXHIBIT A

FORM OF BONDS
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THIS SECURITY IS IN GLOBAL FORM AND [$ REGISTERED IN THE NAME OF A DEPOSITARY OR A NOMINEE OF A DEPOSITARY. THIS
SECURITY IS EXCHANGEABLE FOR SECURITIES REGISTERED IN I'HE NAME OF A PERSON OTHER I'HAMN THE DEPOSITARY OR 1TS
NOMINEE ONLY IN THE LIMITED CIRCUMSTANCES DESCRIBED IN THE INDENTURE AND MAY NOT BE TRANSFERRED EXCEPT AS A
WHOLE BY THE DEPOSITARY TO A NOMINEE OF THE DEPOSITARY OR BY A NOMINEE OF THE DEPOSITARY TO THE DEPOSITARY OR
ANOTHER NOMINEE OF THE DEPOSITARY.

Unless this certificate is presented by an authorized representative of The Depository Trust Company, & New Yaork corporation (*DTC”), to CenterPoint Energy
Houston Electric, LLC or its agent for registration of transfer, exchange, or payment, and any certificate issued is registercd in the name of Cede & Co. or in such
other name as is requested by an authorized representative of DTC (and any payment is made 10 Cede & Co. or to such other entity as is requested by an
authorized represcatative of DTC), ANY TRANSFER, PLEDGE, OR OTHER USE HERECF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON 18
WRONGFUL inasmuch as the registered owner hercof, Cede & Co., has an mterest herein.

Original
Interest Accrual
Date: August

CENTERPOINT ENERGY I!bUSTON ELECTRIC,LLC
2,40% General Mortgage Bonds, Series Z, due 2026

11,2016 Redeemable: Yes [X]Noi §

Stated
Maturity:
September 1,

-

2026 Redemption Date: Atany ime. 1
Interest Rate-  Redemption Price: on any date pnjor to June 1, 2026 at a price equal to the greater of (1) 100% of the

2.40%

{nterest

Payment Dates:
March and |
September |

Regular Record
Dates:
February {5
and August
i3
inunediately
preceding
the
respective
Interest
Payment
Date

Principal Amount

$300.000,000*

principal amount of this Security or the portion hereof to be redeemed or {17} the sum of the present
values of the remaming scheduled payments of principal and interest on this Security or the portion
thereof to be redeemed that would be duc if this Security matured on June 1. 2026 but for the
redemption (not including any portion of such payments of interest accrued to the Redemption Date)
discounted to the Redemption Date on a scmiannual basis at the applicable Treasury Rate plus 15
basis points; plus, in each case, scerued and unpaid interest to the Redemption Date on the principal
amount being redeemed; or on or after June 1, 2026, at a price equal to 100% of the principal
amount of this Secunity or the portion thereol 1o be redeemed plus accrued and unpaid interest to the
Redemption Date on the principal amount being redeemed, ’

This Security is not an Original Issue Discount Security
within the meaning of the within-mentioned Indenture,

Registered No. T-1
CUSIP 15189X AQ!

CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC, a limuted hability company duly organized and existing under the laws of the Siate of Texas (herein
called the “Company,” which term includes any suceessor under the Indenture referred to below), for value received, hereby promises to pay to

*HECEDE & Co.¥**

*Reference 18 made to Schedule A attuched hereto with respect to decreases and increases in the aggregate principal amount of Securities evidenced hereby

h
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, or s registered assigns, the principal sum of THREE HUNDRED MILLION DOLLARS, on the Stated Maturity specified above, and fo pay inlerest thereon
from the Original [nterest Accrual Date specified sbove or from the most recent Interest Payment Date to which interest has been paid or duly provided for, semi-
annually in arrears on the Interest Payment Dates specified sbove in each year, commencing on March 1, 2017, and a1 Maturity, al the Interest Rate per annum
specified above, until the principal hereof is paid or duly provided for. The interest so payable, and paid or duly provided for, on any Intercst Payment Date shall,
as provided m such Indenture, be pad to the Person in whose name this Security {or one or more Predecessor Securities) is registered at the closc of business on
the Regular Record Date specified above (whether or not 2 Business Day) next preceding such Interest Payment Date. Notwithstanding the foregoing, interest
payable at Maturity shall be paid to the Person 1o whom principal shall be paid. Fxcept as othenwise provided in said Indenture, any such interest not so paid or
duly provided for shall forthwith cease to be payable to the Holder on such Regular Record Date and may either be paid to the Person m whose name this
Security {or one or more Predecessor Secunties) is registered at the close of business on a Special Record Date for the payment of such Detaulted interest to be
fixed by the Trustee, notice of which shall be given to Holders of Securities of this series not less than 10 days prior to such Special Record Date, or be paid at
any time in any other lawful manner not inconsistent with the requirements of any securities exchange on which the Securities of this series may be listed, and
upon such notice as may be required by such exchange, all as more fully provided in said Indenture

Payment of the principal of and premium, if any, on this Security and interest hereon at Maturisy shall be made upon presentation of this Security at the office of
the Corporate Trust Administration of The Bank of New Yark Mellon Trust Company, National Association, located in New York, New York or at such other
office or agency as may be designated for such purpose by the Company from time to time. Payment of interest on this Security (other than interest at Maturity)
shall be made by check matled to the address of the Persen entitled thereto as such address shall appear in the Security Register, except that if such Person shall
be @ securities depositary, such payment may be made by such other means in lieu of check, as shall be agreed upon by the Company, the Trustee and such
Person. Payment of the principal of and premium. if any, and interest on this Security, as aforesnid, shall be made in such coin or currency of the United States of
America a3 at the time of payment shall be legal tender for the payment of public and private delits.

This Security is one of 8 duly authorized issue of securities of the Company therein called the “Securities™), issued and issuable in one or more serics under and
equally secured by a General Mortgage Indentwre, dated as of October 10, 2002, as supplemented and amended {such Indenture &5 originally executed and
delivered and as supplemented or smended from time to time thereafler, together with any constituent instruments establishing the terms of particular Securities,
being herein called the “Indenture™), between the Company and The Bank of New York Mellon Trust Company, National Association (successor in trust to
JPMorgan Chase Bank), wrustee (hergin calied the “Trustee,” which term includes any successor trustee under the Indonture), to which Indenmure and all
indentures supplemental thereto reference is herchy made for a deseription of the property mortgaged, pledged and held 1 trust, the nature and extent of the
security and the respective rights, limatations of rights, duties and immunities of the Company, the Trustee and the Holders of the Securities thereunder and of the
termas and conditions upon which the Securities are, and are to be, mnthenticated and delivered and secured. The acceptance of this Secunity shall be deemed to
constitute the consent and agreement by the Holder hereof to all of the terms and provisions of the Indenture. This Security is one of the series designated above

if any Interest Payment Date, any Redemption Date or the Stated Maturity shall not be a Business Day (as hereinafter defined), payment of the amounts due on
this Security on such date may be made on the next succeeding Business Day: and, if such payment is made or duly provided for un such Business Day, no
interest shall scerue on such amounts for the period fom and after such Interest Payment Date, Redemption Date or Stated Maturity, as the case may be, to such
Business Day. Intevest will be computed on the basis of a 360-day year of twelve 30-day months.

This Security is subject to redemption, at the option of the Company, at any time or from time to time, in whole or in part, on any date prior to June {, 2026 ata
price cqual to the greater of (i) 100% of the principal amount of this Security (or the portion hereof to he redeemed) or (i) the sum of the present values of the
remaimng scheduled payments of principal and interest on this Security (or such portion to be redesmed) that would be due if this Security {or such portion 1o be

redeerned) matured on June 1, 2026 but for the redemption (not including any portion of such payments of interest accrued to the Redemption Date) discounted fo
the Redemption Date on a semiannual
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“
basis (sssuming a 360-day year consisting of twelve 30-day months} at the applicable Treasury Rate plus 15 basis points; plus, in each case, accrued and unpaid
intercst on'the principal amount being redeemed to the Redemption Date. On or after June 1, 2026, the Company may redeem this Secunity, at any time or from
time to time, in shole or i part, by paying 100% of the principal amount of this Security (or such portion to be redeemed} plus acerued and unpaid mterest on the
principal amount being redeemed to the Redemption Date. The Trustee shall have no respensibility for the caleulation of such amount.

“Treasury Rate” means, with respect to any Redemption Date the yicld calculated on the third business day preceding the redemption date, as follows;
for the latest day that appears in the most recent statistical release published by the Board of Governors of the Federal Reserve System designated as “Selected
Interest Rates (Daily) - H.15” (or any successor publication) (“H.15”Y under the caption *Treasury Constant Maturities - Nominal”, the idependent investment
hanker shall sclect two yields — one for the maturity immediately before and one for the maturity immediately after the remaning maturity of the notes (assuming
the notes matured on June 1, 2026} — and shall interpolate on a straight-line basis using such yields; if there is no such maturily either before or after, the
independent investment banker shall select the maturity closest to June 1, 2026 that appears on the release; or if such release {or any successor release) is not
published during the week preceding the calculation date or does not contain such yields, the rate per annum equal to the semimmual equivalent yield to maturity
of the Comparable Treasury Issue, calculated by the Independent [nvestment Banker using a price for the Comparable Treasury Issue (expressed as a pereentage

of its principal amount) equal to the Comparuble Treasury Price for such Redemption Date. The Treasury Rate will be calvulated by the Independent Investment
Banker on the third Business Day preceding the Redemption Date,

f

“Comparable Treasury Issue™ means the U.S. Treasury security selected by an Independent Investment Banker as having an actual or interpolated
maturity comparable to the remaimng term (“remaining 1ife™) of this Security to be redeemed (assuming for this purpose that this Security matured on June 1,
2026) that would be utilized, at the time of selection and in accordance with customary financial practice, 1 pricing new issues of corporate debt securities of
comparable maturity to the remaining term of this Security.

“Comparable Treasury Price” means (1) the avernge of four Reference Treasury Dealer Quotations for such Redemption Date, after excluding the

hzghest and lowest Reference Treasury Dealer Quotations, or (2) if the Independent Investment Banker obtains fewer than four such Reference Treasury Dealer
Quotations, the average of all such quotations.,

" “Independent Investment Banker” means one of Deutsche Bank Securities Inc., Merrill Lynch, Pierce, Fenner & Smith Incorporated or RBC Capital

Markets, LLC as specified by the Company, or if these firms are unwilling or unable to select the Comparable Treasury Issue, an independent investment banking
instiution of national standing selected by the Company.

“Reference Treasury Dealer” means sach of (1) Deutsche Bank Securities Inc., Merrill Lynch, Pierce, Feaner & Smith Incorporated and RBC Capital
Markets, LLC and their respective successors, provided |, however , that if any of the foregoing shall cease to be a primary U 8. govemment sccurities dealer in
the United States of America (a "Primary Treasury Dealer”), the Company will substitute therefor another Primary Treasury Dealer and (2) any other Primary
Treasury Dealer selected by the Company after consultation with the Independent Investment Banker,

“Reference Treasury Dealer Quotations” means with respect to each Reference Treasury Desler and any Redemption Date, the average, as determined
by the Independent lnvestment Banker, of the bid and asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its principal
amount) quoted in writing to the Independent Investment Banker at 5:00 p.m., New York City time, on the third Business Day preceding such Redemption Date.

The Trustee, at the written direction of the Company, will send a notice of redemption to each Holder of Securities to be redeemed by first-class mail {or in
accordance with the procedures of The Depcsrto:y Trust Company with respect to Securities registered in the name of Cede & (o)) at least 15 and not more than
60 days prior to the date fixed for redemption. Unless the Company defaults on payment of the redeimption price, interest will cease to accrue on the Securities or
portions thereof called for redemption on the Redemption Date. If fewer than all of the
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Securities of this series are to be redeemed, not more than 60 days prior 1o the Redemption Dare, the particular Securities of this senes or portions thereof for
redemption will be selected from the vutstanding Sccuntics of this series not previcusly called by such method as the Trustee deems fair and appropriate. The
Trustee may select for redemption Securities of this series and portions of Securities of this series in amounts of $1,000 or whole multiptes of $1,000 In the case

of a partial redemption of Securities registered in the name of {ade & Co, the Securities to be redeemed will be determined in accordance with the precedures of
The Depositery Trust Company.

The Indenture penmits, with certain exceptions as therein provided, the Trustee to enter into one or more supplemental indentures for the purpose of adding any
provisions to, or changing in any manner or climinating any of the provisions of, the Indenture with the consent of the Holders of not less than 1 majority in
aggregate principal amount of the Securities of all scrics then Outstanding under the Indenturc, considered as one class; provided | however | that if there shall be
Securitics of more thun one series Quistanding under the Indenture and if a proposed supplemental indenture shall directly affect the rights of the Holders of
Secunties of one or more, but less than all, of such series, then the consent anly of the Holders of a majority in aggregate principal amount of the Outstanding
Securities of all series so direcily affected, considered as one class, shall be required; and provided |, further | that if the Securities of any series shall have been
issued i more than one Tranche and if the propoesed supplemental indenture shall directly affoct the rights of the Holders of Securities of one or more, but less
than ail, of such Tranches, then the consent only of the Holders of a mgjority in aggregate principal amount of the Outstanding Securities of ali Tranches so
directly affected, considered as one class, shall be required, and provided | firther | that the Indenture permmits the Trustee to eater into one or more supplemental
indentures for limited purposes without the consent of any Holders of Securities. The Indenture also contains provisions permitting the Holders of a majority in
principal amount of the Securities then Cutstanding, on hehalf of the Holders of all Securities, w waive compliance by the Company with certain provisions of
the Indenture and certamn past defaults under the Indenture and their consequences. Any such comsent or waiver by the Holder of this Security shall be conclusive
and binding vpen such Holder and upon all future Holders of this Security and of any Security issued upon the registration of ransfer hereof or in exchange
therefor or in lieu hereof, whether or not notation of such consent or waiver is made upon this Security.

As provided in the Indenture and subject to certain limitations therein set fortly, this Security or any portion of the principal amount hereof will he deemed to have
bheen paid for all purposes of the Indenture and to be no longer Outstanding thereunder, and, at the election of the Company, the Company’s entire mdebtedness in
respect thereol will be sansfied and discharged, if there has been irrevocably deposited with the Trustee or any Paying Agent {other than sthe Company), in trust,
money in an amount which will be sufficient and/or Eligible Obligations, the principal of and interest on which when due, without regard to any reinvestment
thereof, will provide memeys which, together with moneys so deposited, will be sufficient to pay when due the principal of and interest on thus Security when due,

As provided in the Indenture and subject to certain limutations therein set forth, the transfer of this Scounty is registruble in the Secunity Register, upon surrender
of this Security for registration of transfer at the Corporate Trust Office of The Bank of New York Mellon Trust Company, National Association in MNew Yark,
New York, or such other office or agency as may be Jesignated by the Company from time to time, duly endorsed by, or accompanied by a written instrument of
transfer in form smisfactory 1o the Company and the Security Registrar duly executed by, the Holder hercof or his attorney duly authorized in writing, and

thereupon one or more new Securities of this series of authorized denominations and of like tenor and aggregate principal amount, will be issusd to the designated
transieree or transferess.

The Securities of this series are issuable only as registered Securities, without coupons, and in denominations of $1,000 and integral muitiples of $1,000 m excess
thereof. As provided in the indenture and subject to certain limitations therein set forth, Securities of this serics are exchangeable for a tike aggregate principal
amount of Securities of the same series and Tranche, of any autherized denominativas, as requested by the Holder surrendering the same, and of Hike tenor upon
surrender of the Security or Securitics to be exchanged at the office of The Bank of New York Melos Trust Company, National Association in New York, New
York, or such other office or agency as may be designated by the Company from time to time.

Mo service charge shall be made for any such registration of transfer or exchange, but the Company may require payment of a sum sufficient to cover any tax or
other governmental charge payable in connection therewith,
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Prior to due presentment of this Security for registration of transfer, the Company, the Trustee and any agent of the Company or the Trustes may treat the Person

in whose name this Security is registered as the absolute owner hereof for all purposes, whether or not mls Security be overdue, and neither the Company, the
Trustee nor any such agent shall be affected by notice to the umtrary

e

« The Securities are not entitled to the benefit of any sinking fund.

As used herem, “Business Day” shall mean any day, other than Saturday or Sunday, on which comumercial banks and foreign exchange markets are Gr;em for

business, including dealings in deposits 1n U.S. dollars, in New York, New York. All other terms used in this Security which are defined in the Indehture shall
have the meanings assigned to them in the Indenture.

As provided in the Indenture, no recourse shall be had for the payment of the principal of or premium, if any, or interest on any Securities, or any part thereof, or
tor any claim based thereon or otherwise in respect thereof, or of the indebtedness represented thereby, or upon any obligation, covenant or agreement under the
Indenture, against, and no persunal hability whasoever shall attach to, or be incurred by, any incorporator, member, manager. stockholder, officer, director or
employce, as such, past, present or future of the Company or of any predecessor or successor corporation (either directly or through the Company or a
predecessor of successor corporation), whether by virtue of any constitutional provision, statute or rule of law, or by the enforcement of any assessment or
penalty or otherwise, it being expressly agreed and understood that the Indenture and all the Securities are solely corporate obligations and that any such personal

liability is hereby expressly waived and released as a condition of, and as purt of the consideration for, the execution of the Indenture and the issuance of the
Securities.

x 1
Unless the certificate of authentication hereon has been executed by the Trustee or an Authenticating Agent by manual signature, this Seéumy shall not be
entitled to any benetit under the Indenture or be valid or obligatory for any purpose.

[The remainder of this page is intentionally lefi blank ]
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IN WITNLESS WHEREQF, the Company has caused this instrument to be duly executed,

CENTERFPOINT ENERGY HOUSTON ELECTRIC, LLC

Astest: By:
Vincent A. Mercaldi Kristie L. Colvin
Assistant Secretary Senior Vice President and Chief Accounting Officer
{SEAL)

CERTIFICATE OF AUTHENTICATION
“This is one of the Securities of the series designated theren referred to in the within-mentioned Indenture.

Diate of Authentication: , 2016

THE BANK OOF NEW YORK MELLON TRUST
COMPANY, NATIONAL ASSOCIATION, as Trustee

By
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SCHEDULE A

The initial ugyregate principal amount of Securitics evidenced by the Certificate to which this Schedulé is attached is $300.000,000. The notahons on
the foliowing table evidence decreases and increases in the aggregate principal amount of Securities evidenced by such Certificate.

Aggregale Principal
Amount of Securities
Decrease in Aggregate [ncrease in Aggregate Remaining After Notation by
Date of Principal Amount of Principal Amount of Such Decrease or Security
Ad;ustfhclxt Securities Securities Increase Registrar
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CENTERPOINT ENERGY, INC, AND SUBSIDIARIES

COMPUTATION OF RATIOS OF EARNINGS TO FIXKED CHARGES

Exhibit 12

Nine Manths Ended September 36,

N6
{in mitlions, except ratios)

Net income (loss) 3 33 (183}
Equity in losses (earnings) of unconsolidated affiliates, net of distributions 59 917
Income tax cxpense (bencfit) 193 (129}
Capitalized interest 5 N

578 598
Fixed charges, as defined:
[nterest 326 346
Capitalized interest 3 7
Interest component of rentals charged to operating expense 3 3
Total fixed charges 334 356
Eanings, as defined 3 9{2 954
Ratio of earnings to fixed charges 2.73 2.68
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Exhibit 31.1

<CERTIFICATIONS
1, Scott M. Prochazka, certify that: ’
1. { have reviewed this quarterly report on Form 10-Q of CenterPoint Energy, Inc..
2. Based on my knowledge, this report does not contain any untrue staternent of a material fact or omit to state a material fact necessary 1o make

the statements mude, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report:

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition. results of operations amd cash flows of the registrant as of. and for, the perinds presented in this report;

4, The registrant’s other certifying officer(s) and I are responsible for establishing and maintaiming disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15{e) and 15d-15(e)) and intemnal contro} over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15{f)
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclobure controls and procedures to be designed under our supervision, 1o
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly durmng the period in which this report 15 being prepared,

1) Desigried such intemal conirel over financial reporting, or caused such internal control over.financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of f{inancial statements for
external purposes in accordance with generally accepted accounting principles;

(3] Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

M

(d) Disclosed in this report any change in the registrant’s internal control over {inancial reporting that occurred during the rf:gislmm 5 most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has matermlly affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The regmtmnt s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial
reportng, to the registrant’s awditors and the audit commuttee of the rcgzstram 5 board of directors (or persons performing the equivaient functions):

(a) All ssgmt‘xczmt deficiencies and material weaknesses in the design or operation of intemal control over financial reporting which are rcasonably
likely to adversely affect the regsstrant’s ahility to record, process, summarize and report financial information: and

(by Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.”

Date: November 4,2016
¥
. -« Scott M. Prochazka
Scott M. Prochazka
President and Chief Executive Officer
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Exhibit 31.2

CERTIFICATIONS
I, Witliam D. Rogers, certify that.
i, | have reviewed this quarterly report on Form 10-Q of CenterPoint Energy, Inc;
2. Bascd on my knowledge, this report does not contain any untrue statement of 2 materind fact or omit to state a material fact necessary to make

the staiements made, in light of the cironmstances under which such statements were made, not misleading with respeet to the period covered by this report;

kX Based on my knowledge, the financial statements, and other financial information included 1o this repor, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented i this report;

4. The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure controls and procedures fas

defined in Exchange Act Rules [3a-15{z) and 15d-15{g)) and internal control over financial reporting (as defined in Fxchange Act Rules 13a-15(£) and 15d-15(D)
for the registrant and have:

{a} Designed such disciosure controls and procedures, or caused such disclosure controls and procedures to be desigied under our supervision, to
ensure that matenal information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly durmg the penod in which this report is being prepared;

6] Desipned such internal control ever financial reporting, or caused such internal conteol over fnancial reporting to be designed under our

supervision, to provide ressonable assurance regarding the reliability of financial reporting and the preparation of financial stalements for
external purposes in accordance with generally accepted accounting principles;

{c} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
elfectiveness of the disclosure controls and procedures, 23 of the end of the period covered by this report based on such evaluation; and

{4y Disclosed in this report zmy change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter {the registrant’s fourth fiscal quarter in the case of an amual report) that has materially affecied, or is reasonably likely o
materially affect, the registrant’s intemnal control over financial reporting; and

5, The registrant’s other certifying officer(s) and 1 have disclosed, based on vur most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit commitice of the registrani’s board of divectors {or persons performing the equivalent functions):

{a) All sigmficamt deficiencies and material weaknesses in the design or operation of internsl control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

bl Any fraud, whether or not material, that involves management or other smployces who have a significant role in the registrant’s internal control
over financial reperting.

Date: Wovember 4, 2016

s/ Witliam . Rogers

William D. Rogers
Fxecutive Vice President and Chief Financigl Officer
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.8 C. SECTION 1350,
AS ADGPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of CenterPoint Energy, Inc. {the “Company™} on Form 10-Q for the quarter ended September 30, 2016 (the “Report”). as
filed with the Securities and Exchange Commission on the date hereof, I, Scott M. Prochazka, Chief Execative Officer, certify, pursuant to 18 U.8.C. Section 1350,
as adopied pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge, that:

A
I. The Report fully complies with the requirements of section 13(a) or 15(d} of the Securities Exchange Act of 1934, as amended; and

Y

The nformation contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Scott M. Prochazka i
Scott M Prochazka -

President and Chief Executive Officer
November 4, 2016
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Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.8.C. SECTION 1350,
A5 ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

in connection with the Quarterly Report of CenterPoint Energy, Inc. (the “Company”) on Form 10-Q for the guarter ended September 30, 2016 (the “Report™, as
filed with the Securitivs and Exchange Commission on the date hereof, {, William D. Rogers, Chief Financial Otficer, certify, pursuant to (8 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge, thar:

t. The Report fully complies with the requirements of section 13(a) or 13(d) of the Securities Exchange Act of 1934, a3 amended; and

2. The information contained in the Report fairly prosents, in all material respects, the financial condition and results of operations of the Company,
s/ Witliam D). Rogers
Williaen D, Rogers

Exeeutive Vice President and Chief Financial Officer
November 4, 2016
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Energy Future Holdings Corp /TR/ (Txu)
' (

10-X .

Annual report pursuant to section 13 and 15(d)
Filed on 02/18/2011

Filed Period 12/31/2010

B -} THOMSON REUTERS
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Tut le of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 18(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2010
— OR~—
1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Commission File Number 1-12833

Energy Future Holdings Corp.

{Exact name of registrant as specified in its charter)

Texas 752669310
{State or ather jurisdiction of {1.8.5, Emplayer
incnrporation or organization) Tdentificgtion No.)
1601 Bryan Street Dallas, TX 752013411 (214) §12-4600
{Address of principal executive offices){Lip Code} (Reglstrant's teleph her, including area code)

Securities registered pursuaat te Section 12¢b) of the Act:
Name of Each Exchange in
Tisle of Each Class Which Registered
9 75% Senior Secured Notes due 2019 New York Stock Exchange

Securities registered pursusnt to Section 12{(g) of the Act: None

Indicate by check mark if the registrant is a weli-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [1 No ¥
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes ©3 No &

Indicate by check mark whether the registrant (1) has filed ail reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 193¢
during the preceding 12 months {or for such shorter period that the registeant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.  Yes 1 No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any. every Interactive Data File required ©
be submitted and posted pursuant fo Rule 405 of Regulation ST {§232.405 of this chapter) during the preceding |12 months (or for such shorter period that the
registrant was required to submit and post such files).  Yes 1 No [0 (The registrant is not currently required Lo submit such files.)

Indicate by check mark if disclosure of delinguent filers pursuant to ltem 403 of Regulation S-K (229.405 of this chapter) is not contained herein, and will net

be contained, to the best of registrant's knowiedge, in definitive proxy or information statements incorporated by reference in Part {1 of this Form 10-K or any
amendment to this Form 18-K.
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Indicate by check mark whether the registrant is a large accelerated filer, an aceelerated filer, a non-accelerated filer, or a smaller reporting company. See
definitions of "large accelerated filer”, "accelerated filer” and "smaller reporting company” in Rule 12b-2 of the Exchange Act,
o
Large accelerated filer O Accelerated filer
Non-Accelerated {iler (Do not check if a smaller reporting company) Smatller reporting company

R

Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes [1 No

As of February 13, 2011, there were 1,671,912,118 shares of common stock, without par value, outstanding of Energy Future Holdings Corp. (substantially all
of which were owned by Texas Energy Future Heoldings Limited Partnership, Energy Future Holdings Corp.s parent holding company, and none of which is
publicly traded). P

2

DOCUMENTS INCORPORATED BY REFERENCE

.

None
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Energy Future Holdings Corp.'s (EFH Corp.) annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any
amendments to those reports are made available to the public, free of charge, on the EFH Corp. website at hitpi//Awww.energyfutureholdings.com, as
soon s reasonably practicable after they have been filed with or furnished to the Securities and Exchange Commission. The information on EFH
Corp.'s website shall not be deemed s part of, or incorporated by reference into, this report on Form 10-K. Readers should not rely on or assume the
accuracy of any representation or warranty in any agreement that EFH Corp. bas filed as an exhibit to this Form 10-K because such representation
or warranty may be subject to exceptions and qualifications contained in separate disclosure schedules, may represeat the parties' risk aflocation in
the parficular transaction, may be qualified by materislity standards that differ from what may be viewed as material for securities law purposes or
may no longer continue to be true as of any given date,

This Form 10-K and other Securities and Exchange Commission filings of EFH Corp. and its subsidiaries occasionully make references 1o EFH Corp (or
“we," “our,” "us” or "thé company”), EFCH, EFIH, TCEH, TXU Energy, Luminant, Oncor Holdings or Oncor when describing actions, rights or obligations
of their respective subsidiaries. These references reflect the fact that the subsidianes are consohdated with, or otherwise reflected in, their respective parent.
companies' financial statements for financial reporting purposes. However, these references should not be interpreted (o imply that the parent company is
actually undertaking the action or has the rights or obligations of the relevant subsidiary company or vice versa,

it
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GLOSSARY

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

1999 Hestructoring Legislation

2609 Form 10-K
Adjusted EBITDA

sncillary services

baseload

CAIR

Capgemini

CATR

CFTC

CG,

Competitive Electric segment
CREZ

BOE

EBITDA

EFCH

Texas Electric Choice Plan, the legisiation that restructured the electric utility indusiry in Texas to provide for
retail competition

EFH Corp.'s Annual Report on Form 10-K for the year ended December 31, 2009

Adjusted EBITDA means EBITDA adjusted to exclude noncash items, unusual items and other adjustments
alfowable under certain of our debt amangements. See the definition of EBITDA below. Adjusted EBITDIA and
EBITDA are not recognized terms under GAAP and, thus, are non-GAAP financial measures. We are providing
Adjusted EBITDA in this Form 18-K {see reconciliations in Exhibit 93(b}, 99(¢) and 99(J3)) solely because of
the important role that Adjusted EBITDA plays in respect of centain covenants contained in our debt
arrangements We do not intend for Adjusted EBITDA (or EBITDA) to be an alternative 1o net income as a
measure of eperating performance or an pliernative to cash flows from operating activities as a measure of
Hguidity or an alternative to any other measure of financial performance presented in accordance with US
GAAP. Additionally, we do not intend for Adjusted EBITDA (or EBITDA) to be used as a measure of {ree 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
caleulations, cur presentation of Adjusted EBITDA (and EBITDA) may not be comparable to similarly titled
measures of other companies.

Refers to services necessary to support the transmission of energy and maintain reliable operations for the entire
fransmission system.

Refers to the minimum constant level of glectricity demand in a system, such as ERCOT, anddor to the
clectricity generstion facilities or capacity normally expected to operate continuously throughout the year to
serve such desnand, such as our nuclear and lignite/coal-fueled generation units.

Clean Air Interstate Ruie

Capgemini Energy LP, a provider of business support services o EFH Corp. and ifs subsidiaries

Clean Air Transport Rule

Comnodity Futures Trading Commission

carhon dioxide

Refers to the EFH Corp. business segment that consists principally of TCEH.

Competitive Rencwable Energy Zone

US Department of Energy

Rufers to carnings {net income) before interest expense, income taxes, depreciation and amortization, See the
definition of Adjusted EBITDA above.

Refers to Energy Future Competitive Holdings Company, a direct, wholly-owned subgidiary of EFH Corp. and
the direct parent of TCEH, and/or its subsidiaries, depending on context.

it
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EFH Corp. Refers to Fnergy Future Holdings Corp., a holding company, and/or its subsidianes. depending on context. ls
major subsidiaries include TCEH and Oncor,

EFH Corp. Senior Notes Refers collectively to EFH Corp.'s 10.875% Senior Notes due November {, 2017 (EFH Corp. 10.875% Noics}
and EFH Corp's 11 25%/12.00% Senior 'I'oggle Notes due November 1, 2017 (EFH Com. Toggle Notws).

EFH Corp. Senior Secured Notes Refers collectively to EFH Lorp s 9 75% Senior Secured Notes due Ouuber 15, 2019 (EFH Corp, 8.75%

Notes) and EFH Corp 's 10.000% Senior Secured Notes due Janvary 13, 2020 (EFH Corp. 10% Notes),

EFiH Refers to Energy Future Intermediate Holding Company LLC, a direct, wholly-ownad subsidiary of EFH Corp.
and the direct parent of Oncor Holdings.

EFIH Finance Refers'to EFIH Finance Inc., a direct, wholly-owned subsidiary of EFIH, formed for the sole purpose of serving

' ' as co-issuer with EFIH of certain debt securities. )

EFIH Notes Refers collectively to EFIH's and EFIH Finance's 9.75% Senior Secured Notes due October 13, 2619 (EFIH

9.75% Notes) and EFIH's and EFIH Finance’s 10.000% Senior Sceured Notes due December 1, 2020 (EFTH
10% MNotes),

EPA US Environmental Protection Agency

EPC engineering, procurement and construction

ERCOT

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

ERISA Employee Retirement Income Security Act of 1974, as amended

FASB Financial Accounting Stamsdards Board, the designated organization in the private sector for establishing
standards for financial accounting and reporting

FERC US Federal Energy Regulatory Commission

GAAP generaily accepted accounting principles

GHG greenhouse pas

GWh gigawatt-hours

RS . US Internal Revenue Service

3% kilovoits

EWh kilpwatt-hours

Lehman Refers to certain subsidianes of Lehman Brothers Holdings Inc,, which filed tar bankruptey under Chapter 11 of
the US Bankrupicy Code in 2008,

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

Luminant Refers to subsidiaries of TUEH engaged in competitive market activities consisting of electricity generation and
wholesale energy sales and purchases as well as commodity risk management and trading activities, ail largely
in Texas,
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market hieat rate

Merger
Merger Agreement
Merger Sub

MM Btu
Moody's
MW
MWh
NERC
NO,
NRC
NYMEX
Oncor

Oucor Holdings

Oncor Ring-Fenced Entities

OPER
PUCT
PURA

Heat rate is a measure of the efficiency of converting a fuel source to electricity. Market heat rate is the implied
relativnship between wholesale electricity prices and natural gas prices and is calculated by dividing the
wholesale market price of electricity, which is based on the price offer of the marginal supptier in ERCOT
{generatly natural gas plants), by the market price of natural gas. Forward wholesale electricity market price
quotes in ERCOT are generally limited o two or three years; accordingty, forward market heat rates are
generally limited to the same time period. Forecasted market heat rates for time periods for which market price
quotes are not available are based on fundaments! economic factors and forecasts, including clectricity supply,
demand growth, capital costs associated with new construcion of generation supply, transmission development
and other factors.

The transaction referred to in “Merger Agreement” {defined immediately below) that was completed on October
10, 2007

Agreement and Plan of Merger, dated February 25, 2007, under which Texas Holdings agreed to acquire EFH
Corp.

Texas Energy Future Merger Sub Corp, a Texas corporation and a whelly-owned subsidiary of Texas Holdings
that was merged into EFH Corp. on Qctober 10, 2007

million British thermal units

Moody's Investors Services, Ine. {a credit rating agency)

megawalls

megawatt-hours

North American Electric Reliability Corporation

nurogen oxide

S Nuclear Regutatory Commission

Refors to the Mew York Mercantile Exchange, a physical commodity futures exchangs.

Refers 1o Oncor Bleatric Delivesy Company L1.C, a direct, majority-owned subsidiary of Oncor Holdings and
an indirect subsidiary of EFH Corp., and/or its consolidated bankruptcy-remote financing subsidiary, Oneor
Elgctric Delivery Transition Bond Company LLC, depending on context, that is engaged in regulated electricity
transmission and distribution activities.

Refers to Oncor Electric Delivery Holdings Company LLC, a direct, wholly-owned subsidiary of EFiH and the
direct majority owner of Oncor, and/or #ts subsidiaries, depending on context.

Refers to Oncor Holdings and its direct and indirect subsidiaries, including Oncor,

other postretirement employee benefits

Public Utility Commission of Texas

Texas Public Utitity Regalatory Act

¥
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purchase accounting The purchase method of accounting for a business combination as prescribed by US 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 Habilities is recorded as goodwill,

Regulated Delivery segment Refers o the EFH Corp. business segment that consists of the operations of Oncor.

REP retail electric provider

RRC Railroad Commission of Texas, which among other things, has oversight of lignite mining activity in Texas

S&p Standard & Poor's Ratings Services, a division of the McGraw-Hill Companies fuc. (a credit rating agency)

SARs Stock Appreciation Rights

SARs Plan Refers o the Oncor Electnic Delivery Company Stock Appreciation Rights Plan

SEC . US Securities and Exchange Commission

Securities Act Securities Act of 1933, as amended )

SG&A selling, general and administrative

50, sulfur dioxude

Sponsor Group : Refoers collectively to the investment funds affilisted with Kohlberg Kravis Roberts & Co. L.P., TPG Capital,
L.P. and GS Capital Partners, an affiliste of Goldman, Sachs & Co. (See Texas Holdings below.)

TCEH Refers to Texas Competitive Electric Holdings Company LLC, s direct, wholly-owned subsidiary of EFCH and

an indirect subsidiary of EFH Corp., and/er its subsidiaries, depending on context, that are engaged in electricity
generation and wholesale and retail energy markets activities, [1s major subsidiaries include Luminant and TXU

Encrgy.

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

TCEH Seuior Notes Refers collectively to TCER's 10.23%5 Senior Notes due November 1, 2015 and 10.23% Senior Motes due

November {, 2013, Series B {collectively, TCEH 10.25% Notes) and TCEH's 10 50%/11.25% Senior Uoggle
MNotes due Movember 1, 2016 (TCEH Toggle Notes).

TCEH Senior Secured Facilities Refers collectively to the TCEH Imtial 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 11 to Financial Statements for details of these facilities.

TCEH Senlor Secured Second Lien Refors collectively to TCEH's 15% Senior Secured Second Lien Notes due Aprid 1, 2021 and TCEH's 15%
Notes . Sentor Secured Second Licn Notes due April 1, 2021, Series B.
TCEQ Texas Commission on Environmental Quality

vi
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Texas Holdings Refers to Texas Energy Future Holdings Limited Partnership, 2 limited parinership controlled by the Sponsor
Group that owns substantially all of the common stock of EFH Corp.

Texas Holdings Group Refers to Texas Holdings and its direct and indirect subsidianes other than the Oncor Ring-Fenced Entities,

Texss Transmission Refers to Texas Transmission Investment LLC, & limited Hability company that owns a 19.75% equity interest
in Oncor. Texas Transmission is not affiliated with EFH Corp., any of its subsidiaries or any member of the
Sponsor Group.

TRE Refers to Nexas Rehiability Entity, Inc., an independent organization that develops retiability standards for the
ERCOT region and monitors and enforces compliance with NERC standards and ERCOT protocols,

TXU Energy Refers to TXU Energy Retail Company LLC, a direct, wholly-owned subsidiary of TCEH engaged in the retail
safe of electricity 10 residential and business customers. TXU Encrgy 15 a REP in competitive areas of ERCOT.

TXU Gas THU Gas Company, a former subsidiary of EFH Corp.

Us United States of America

VIE variabile interest entity

vit
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PART I

Items 1. and 2. BUSINESS AND PROPERTIES

References in this report to "we,’; “our,” "us" and "the company” are to EFH Corp. and/or its subsidiaries as apparent in the context Sec "Glossary® for
descriptions of major subsidiaries and other defined terms.

#
\

EFH Corp. Business and Strategy

We are n Dallas, Texas-based energy company with a portiolic of competitive and regulated energy businesses in Texas. EFH Corp. is a holding
company conducting its operations principally through its TCEH and Oncor subsidianes. TCEH is wholly-owned, and EFH Corp. holds an approximately
80% cquity interest in Oncor. Immediately below is an organization chart of the key subsidiaries discussed in this report.

.

TEXAS HOLDINGS
EFH CORP.
1 ;
EFIH * EFCH
§
| ;
1| ONecOrR | TCEH
i i
i i
L e sen . s e e e i s §
RING-FENCED

TCEH is a holding company for subsidiries engaged in competitive electricity nfarket activities largely in Texas including electricity generation,
wholesale energy sales and purchases, commodity risk management and trading activities, and retail electricity sales.

TCEH nwns or leases 15,427 MW of generation capacity in Texas, which consists of lignite/coal, nuclear and natural gas-fueled gencration facilities.
This capacity includes two new lignite-fueled units that achieved substantial completion (as defined in the EPC agresments for the units) in the fourth quarter
2009 and a third new lignite-fueled unit that achieved substantial completion (as defined in the EPC agreement for the unit) in the second quarter 2010, [n
addition, TCEH is the largest purchaser of wind-generated elecrricity in Texas and the fifih largest in the US. TCEH provides competitive electricity and
related services to approximutely two million retanl electricity customers in Texas, )

1
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Oneor is engaged in regulated electricity transmission and distribution operations in Texas that are primarily regulated by the PUCT. Oncor provides
both distribution services o retail electric providers that sell electricity to consumers and transmussion services to other electnicity distribution companies,
cooperatives and municipalities. Oncor operates the largest transmission and distribution system in Texas, delivering electricity to approximately three million
homies and businesses and operating more than 118,000 miles of transmission and distribution lines. A significant portion of Oncor's revenues represent fees

for delivery services provided w TCEH. Distribution reveruss from TCEH represented 36% and 38%. of Oncor's total revenues for the years ended
Decembuer 31, 2010 and 2009, respectively.

EFH Corp. and Oncor have implemented certain structural and operational "ring-fencing” measures based on commutments made by Texas Holdings
and Oneor to the PUCT that are intended to enhance the credit quality of Oncor. These measures serve to mitigate Oncor's and Oncor Holdings' credit
exposure to the Texas Holdings Group and to reduce the risk that the assets and liabilitics of Oncer or Cacor Holdings would be substantively consolidated
with the assets and Habilities of the Texas Holdings Group in the event of a bankruptcy of one or more of those entities. See Note | to Financial Statements
for a deseription of the material features of these "ring-fencing” measures.

As of December 31, 2010, we had approximately 9,200 full-time employees (including approximately 3,800 at Oncon), including approxmsately 2,750
employees under collective bargaining sgreements (including approximately 6350 at Oncor).

EFH Corp.’s Markat

‘We operate pnimarily within the ERCOT market. This market represents spproximately 85% of the electricity consumption in Texas. ERCOT is the
regional reliahility coordinating organization for member electricity systems in Texas and the system operator of the interconnected transmission grid for
those systems. ERCOT's membership consists of approximately 300 corporate and associate members, including electric cooperatives, municipal power
agencies, independent generators, independent power marketars, investor-owned utilities, REPs and consumers.

The ERCOT market operates under reliability standards set by the NERC. The PUCT has primary jurisdiction over the ERCOT market to ensure
adequacy and reliability of power supply across Texas's main interconnected transmission grid. The ERCOT independent system operator is responsibie for
procuring energy on behalf of its members while maintaining reliable operations of the electricity supply system in the market, Its responsibiities include
centrahized dispatch of the power pool and ensuring that electricity production and delivery are securately accounted for among the peneration resources aml

wholesale buyers and sellers. The ERCOT independent system operator also serves as agent for procuring ancillary services for those members who elect not
wy provide their own ancillary services,

Significant changes in the operations of the wholessle electricity market resulted from the change from a zonal 10 a nodal market implemented by
ERCOT in December 2010, The nodal market design reflects a substantial increase in settlement price points for participants and estabhishes a new “day-
ahead market,” operated by ERCOT, in which participanis can enter into forward sales and purchases of electricity. The nodal market also establishes hub
trading prices, which represent the average of sude prices within geographic regions, at which participants can hedge and trade power through bilateral
transactions, See lrem 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations — Significant Activities und Events —
Wholesale Market Design — Nodal Market® for additional discussion of the ERCOT nodal market.

Oncor, along with other owners of transmission and distribution facilities in Texas, assists the ERCOT independent system operator in its operations,
Oncor has planning, design, construction, operation and mmintenance responsibility for the portion of the transmission gnd and for the joad-serving
substations it owns, primarily within its certificated distnbution service area. Oncor participates with the ERCOT independent system operator and other
ERCOT unlities in obtaming regulatory approvals and planning, designing and constructing new transmission lines in order to remove existing constraints on

the ERCOT transmission grid. The transmission lines are necessary to meet reliability needs, support renewable energy production and increase bulk power
transfer capability.
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The following data is derived from information published by ERCOT:

installed generation capacity m the ERCOT market estimated for 201 I totals approximately 83,600 MW, including approxsmately 3,000 MW
maothballed (1dled) capacity, as well as more than 10,000 MW of wind, water and other resources that may not be available coincident with system need. In
August 2010, ERCOT's hourly demand peaked at a record 65,776 MW. Of ERCOT's estimate of total available capacity for 2011, approximately 60% s
natural gas-fueled generation, approximately 28% is lignite/coal and nuclear-fueled baseload generation and approxirnately 12% in wind and other renewable
resources. In November 2010, ERCOT changed its minimum reserve margin planning criterion to 13.75% from 12.5%,; the reserve margin is projected by

ERCOT to be 15.94% in 2011, 15.78% in 2012, and 13.14% by 2013. Reserve margin is the difference hetween system geaeration capability and anticipated <
peak load.

The ERCOT market has limited interconnections to other markets in the US, which currently limits potential imports into and exports out of the

ERCOT market to 1,106 MW of generation capacity (or approximately 2% of peak demand). In addution, wholesale transactions within the ERCOT market
are gencrally not subject to regulation by the FERC,

Natural gas-fueled generation 1s the predominant electricity capacity resource in the ERCOT market and accounted for approximately 36% of the
electricity produced in the ERCOT market in 2010, Breruse of the significant natural gas-fucled capacity and the ability of such facilities to more readily |

increase or decrease pmduuwn when compared to baseload generation, marginad demand for eiecmcaty is usually met by natural gas-fueled facilities. As a
result, wholesale electricity prices in ERCOT largely correlate with natural gas prices.

£
EFH Corp.'s Strategies
Each of our businesses focuses its operations on Key safety, reliability, economie and environmentai drivers for that business, as described below:

. TCEH focuses on optimizing and developing its generation fleet to safely provide relisble electricity supply in & cost-effective manner and in
consideration of environmental impacts, hednmg its electricity price risk and providing high quality serv e zmd innovative energy products to
retait and whalesaie customers.,

. Oncor focuses on delivering electricity in 8 safe and reliable manner, minimizing service interruptions and investing in its transmission and

distribution infrastructure to maintain its system, serve its growing customer hase with a modemized grid ahd support renewable encrgy
production.

Other elements of our sirategies include:

. fncrease value from existing business lines. Qur strate?f focuses on striving for top quartite or better performance across our operations in terms
' of safety, refiability, cost and customer service. In establishing tactical objectives, we incorporate the following core operating principles:

»  Safety: Placing the safety of communities, customers and employees first;
s Envgronmental Stewardstup: Continuing to make strategic and operational improvements that lead to cleaner aiy, land and water;
«  Customer Focus: Delivering products and superior service to help custbmers more effectively manage their use of electricity;
to  Commumty Focus: Being an integral part of the communities in which we Hve, work and serve;
»  Operational Ex&elz’ence Incorporating continuous improvement and financial discipline in all aspects of the business to achieve
top-tier results that maximize the value of the company for'stakeholders, including operating world-class facilities that produce and
deliver safe and dependable electricity at affordable prices, and

o Perjormance-Driven Culture: Fostering a sirong values- and performance-based culture designed to attract, develop and retain
best-in~-class tajent.

.
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Pursue growtht opportunities across business lines. Scale in our operating businesses allows us o take part in large capital investments, such as
new generation projects and investments in the transmission and distribution system, with a smaller fraction of overal] capital at risk and with an
ephanced ability to streamline costs. We expuct 10 also explore smalier-scale growth initiatives that are not expected to be matenal to our
performance over the near term but can enhance our growth profile over ime. Specific growth initiatives include:

> Pursue generation development opportunities to hetp meet ERCOT's growing electricity needs over the longer term from a diverse
range of alternatives such as nuclear, renesvable energy and advanced coal technologies.

Profitably increase the number of retail customers served throughout the competitive ERCOT market areas by delivering superior
value through high quality customer service and innovative energy products, including leading energy efficiency initiatives and
service otferings.

+  Invest in transmission and distribution technology upgrades, including advanced meotering systems and eaergy efficiency
initiatives, and construct new transmission and distribution facilities to meet the needs of the growing Texas market, These growth
initiatives benefit from regulatory capital recovery mechanisms knows as "capital trackers™ that enable adequate and timely
recovery of transmission and advanced metering investments through regulated rates.

Reduce the volatility of cash flows through an electricity price risk management strategy. We actively manage our exposure to wholesale
electricity prices in ERCOT through contracts for physical delivery of electricity, exchange traded and "over-he-counter® financial contracts,
ERCOT “day-ahead market” transactions and bilateral contracts with other wholesale market participants, including other generators and end-use
customers. These hedging activities wiclude shorter-term agreements, longer-term electricity sales contracts and forward sales of nutural gas.

The strong historical correlation between natural gas prices and wholesale electricity prices in the ERCOT market provides us an opportunily (o
manage our expostre to variability of wholesale electnicity prices. We Lave established a long-term hedging program designed to reduce
exposure 1 changes in future electricity prices due to changes in the price of patural gas. Under the program, TCEH has entered into market
transactions invelving natural gas-iciated financial instruments, and us of December 31, 2010, has effectively sold forward approximately 1.0
billion MMBtu of natural gas {equivalent to the namsral gas exposure of approximately 125,000 GWh at an assumed 8.0 market heat rate) for the

period January 1, 2011 through December 31, 2014 at weighted average annual hedge prices ranging from $7.19 per MMBtu 1o $7.80 per
AMMBtu.

These transactions, as well as forward power sales, have effectively hedged an estimated 62% of the natural gas price exposure refated to TCEH's
expected generation vutput for the period heginning January 1, 2011 and ending December 31, 2614 (on an average basis for such period and
assurning an 8.0 market heat rate). The hedges were entered into with the continuing expectation that wholesale zlectricity prices in ERCOT will
targely correlate with natural gas prices, which are expected 1o be the marginal fuel for the purpose of setting electricity prices approximately
75% to 90°% of the time. If this earrelation chunges, the cash flows targeted under the long-term hedging program may not be schisved. As of
December 31, 2010, more than 95% of the long-term hedging program transactions were directly or indirectly secured by a first-len interest in
TCEHM's assets (including the transactions supported by the TCEH Commodity Collateral Posting Facility), thereby reducing the cash and letter of
credit collateral requirements for the hedging program, For additional discussion of the long-term hedging program, see ltem 7, “"Manzgement's
Discussion and Analysis of Financial Condition and Results of Operatiens,” specifically sections entitled *Significant Activities and Events —
Natural Gas Prices and Long-Term Hedging Program,” "Key Risks and Challenges — Natural Gus Price and Market Heat-Rate Exposure” and
*Financial Condition ~ Liquidity and Capital Resources -~ Liquidity Effects of Commodity Hedging and Trading Activities.”

4
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. Strengthen balance sheet through a liability management prograrne In 2009, we initiated a liability management program focused on improving
our balance sheet, and we expect to opportunisticaily look for ways to reduce the amount and extend the maturity of our outstanding debt.
Activitics under the liability management program do not include debt issued by Oncor or 1ts subsidiaries. The program has resulted in the
capture of $2.0 billion of debt discount and the extension of approximately $5.0 bilion of matunties from 2014-2017 to 2019-2021, Activities to
date have included debt exchanges, issuances and repurchases completed in 2010 and 2009 discussed below under ltem 7, "Management's
Discussion and Analysis of Financial Condition and Results of Operations — Sigmficant Activities and Events ~ Liability Management Program”
and the August 2009 amendment to the Credit Agreement governing the TCEH Senior Secured Facilities that provided additional flexibily in
restructuring debt obligations. See Note 11 to Financial Statements for additional discussion of these transactions.

Future activities under the liability management program may include the purchase of our outstanding debt for cash in open muarket purchases or
privately negotiated transactions (including pursuant to a Section 10b-5(1) plan} or via public or private exchange or tender offers. Moreover, as
part of our Hiability management program, we may refinance our existing debt, including the TCEH Senior Secured Credit Facilities.

In evaluating whether to undertake any liability management iransaction, including any refinancing, we will take into account liquidity
requirements, prospects for future access to capital, contractual restrictions, the market price of our outstanding debt and other factors. Any

liability management transaction, including any refinancing, may occur on a stand-alone basis or in connection with, or immediately following,
other liability mensgement transactions,

. Pursue new environmertal initiatives. We are committed 1o continue to operate in compliance with all envirommental laws, rules and regulations
and to reduce our impact on the environment EFH Corp.'s Sustainabie Encrgy Advisery Board advises in the pursuit of technology development
opportunities that reduce our impact on the environment while balancing the need to help address the energy requirements of Texas. The
Sustainable Energy Advisory Board is comprised of individuals who represent the following interests, among others™ the environment, labor
unions, customers, economic development in Texas and technology/reliability standards. In addition, we are focused on and are pursuing
opportunities to reduce emissions from our existing and new lignite/coal-fueled generation units. We have voluntarily committed to reduce
cmissions of mercury, NO, and SO, at our existing units. We expect to make these reductions through a combination of investment in new
emission control equipment, new coal cleaning technologies and optimizing fuel blends. In addition, we expect to invest $400 million over a five-
year period that began in 2008 w programs designed to encourage customer electricity demand efficiencies, representing $200 million more than

amounts planned to be invested by Oncor to meet regulatory requirements. As of December 31, 2010, we invested a cumulative total of $229
milion in these programs.

-

Seasonality

Qur revenues and results of operations are subject to sensonality, weather conditions and other electricity usage drivers, with revenues being highest in
the summer.

.
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Operating Segments

We have aligned and report our business activities as two operating segments: the Competitive Electric scgment (primanily represented by TCEH) and
the Regulated Delivery segment {primarily represented by Oncor). See Note 23 to Financial Statements for additional financial information for the segments,

Campetitive Electric Segment

Key management activities, including commoduty price risk management and electricity sourcing for our retail and wholesale customers, are performaed
on an wtegrated basis. However, for purposes ol operational aczountability, performance management and marke: identity, the segment operations have been
grouped mto Luminant, which is engaged in electricity generation and wholesale markets activities, and TXU Energy. which is engaged in retail electricity
sales activities. These activities are conducied through separate legal entities.

Luminrant — Luminant's existing electricity gencration fleet consists of 14 plants in Texas with total instailed nameplate generaling capacity as shown
in the wbie below:

Instalied Nameplate Number of Number of
Fuet Type Capucity (W) Plants Units (8)
Nuclear 2,300 1 2
Lignite/coal 2017 5 12
Matural gas (bj{e) . 3,110 3 26
Total 15,427 14 40

{(a) Leased units consist of six natural gas-fueled combustion turbine units totaling 390 MW of capacity. All other units are owned.

(b} tncludes 1,655 MW reprosenting four units mothbatled and not currontly available for dispatch, See “Natural Gas-Fueled Generation
Operations” below. '

{c) Includes 1.268 MW representing eight units currently operated for unaffilisted parties.

The generation plants are located primarily on fand owned in fee. Nuclear and lignite/coal-fueled (baseload) plunts are generaily scheduled to run at
capacity except for periods of scheduled maintenance activities or, in the case of lignitefcoal-fucled units, short-term production backdown in periods of Jow
wholesale power prices {i.2., economic backdawn). The natural gas-fueled generation units supplement the baseload generation capacity m meeting
consumption in peak demand periods as production from a certain number of these units can more readily be ramped up or down as demand waerants,

Nuclear Generation Operations — Luminznt operates two nuclear generation units at the Comanche Peak facility, each of which is designed for a
capacity of 1,150 MW, Comanche Peak’s Unit | and Unii 2 went into commercial aperation in 1990 and 1993, respectively. and are generally operated at full
capacity to meet the load requirements in ERCOT, Relueling {nuclear fuel assembly replacement) owtages for each unit are scheduled to occur every cighteen
months during the spring or fall off-peak demand periods. [ivery three years, the refueling cycle results in the refueling of both units during the same year,
which is planned for 2011 and last ocourved in 2008, While one unit s undergoing a refueling outage, the remaining unit is intended to operste at full
capaoity. During a refieling outage, other maintenance, modification and testing activities are completed that cannot be accomplished when the unit is in
operation. Over the last three years the refueling outage period per unit hias ranged from 19 to 26 days. The Comanche Peak facility operated st a cupacity
factor of 95% in 2008, reflecting refuching uf both units, and 100% i both 2009 and 2010,

Luminant has contracts in place for all of its uranium, nuclear fuel conversion services and nuclear fuel ennichment services for 2011, For the period of
2012 through 2018, Lummant has contracts 1n place for the acquisition of approximately 65%, of its uranium requircments and 5196 of its nuclear fuel
conversion services requirements. In addition, Luminant has contracts in place for all of its nuclear fuel enrichment services through 2013, as well as all of its
nuclear fue} fabrication services through 2018. Luminant does not anticipate any significant difficulties in scquiring uranium and contracting for associated
conversion services and enrichment services in the foreseeable future.
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Luminant believes its on=site used nuclear fuel storage capability is sufficient for a minimum of three years. The nuclear industry is continuing to
review ways to enhance security of used-fuel storage with the NRC to fully utilize physical storage capacity. Future on-site used nuclear fuel storage
capability will require the use of the industry technique of dry cask storage.

The Comanche Peak nuclear generation units have an estimated useful life of 60 years from the date of commercial operation. Therefore, msuming that
Luminant receives 20-year license extensions, similas to what has been granted by the NRC to several other commercial generation reactors over the past
several years, plant decommissioning activities would be scheduled to begin 1n 2050 for Comanche Peak Unit 1 and 2053 for Unit 2 and common facilities.

Decommissioning costs will be pard from a decommissioning trust that, pursuant to state law. is funded from Oncor's customers through an ongoing delivery
surcharge. {See Note 18 to Financial Statements for discussion of the decommissioning trust fund.)

.

Nuclear insurance provisions are discussed in Note 12 to Financial Statements.

Nuclear Generation Development— in Scplember 2008, a subsidiary of TCEH filed a combined operating license application with the NRC for two
new nuclear generation units, each with approximately 1,700 MW (gross capacity), at its existing Comanche Peak nuclear generation site. In connechon with
the filing of the appheation, in January 2009, subsidiaries of TCEH and Mitsubishi Heavy Industries Ltd. (MH]) formed a joint venture, Comanche Peak
Nuclear Power Company (CPNPC), to further the development of the two new nuclear generation units using MHI's US-Advanced Pressurized Water
Reactor technology, The TCEH subsidiary owns an 88% interest in CPNPC, and a MHI subsidiary owns a 12% interest.

In March 2009, the NRC announced an official review schedule for the license application, Based on the schedule, the NRC expects to complete its
review by December 2011, and it is expected that a license would be issued approximately one year later, In Movember 2009, CPNPC filed a comprehensive
revision to the license application that updated the license application for developments occurring after the initial filing,

1n 2009, the DOE announced that it had solected four applicants to proceed to the due diligence phase of its Loan Guarantee Program and to commence
negotiations towards potential loan guarantees for their respective generation projects. CPNPC was not among the initial four applicants sclected by the DOE;

however, CPNPC continues to update the DOE on its progress, with the goal of securing a DOE loan guarantee for financing the proposed units prior to
commencement of construction. -

2
Lignite Coal-Fueled Cenerauion Operations — Luminant's iigniie/coal:ﬁm!cd generation fleet capaeity lotals 8,017 MW (énc[udfng three recently
constructed new units) and consists of the Big Brown (2 units), Monticello (3 units), Martin Lake (3 units), Osk Grove (2 units) and Sandow (2 nmits) plants, -
These plants are generally operated at full capacity to help meet the load requirements in ERCOT, and maintenance outages are scheduled during seasonal
off-peak demand periods. Over the last three years, the total annual scheduled and unscheduled outages per unit (excluding the three new units) averaged 33
days. Luminant's hignite/coal-fucled generation fleet operated at a capacity factor of 87.6% in 2008, 86.5% in 2009 and 82.2% in 2010, which represents top
quartile performance of US coal-fueled generation facilities. The 2008 performance reflects extended unplanned outages at several units, and the 2010 and

2009 performance reflects increased economic backdown of the units, reflecting short-term periods when wholesale electricity market prices were less than
production costs, ’

Luminant recently completed the construction of three lignite-fueled generstion units with a total capacity of 2,180 MW The three units consist of one
unit at a leased site that is adjacent to an existing lignite-fueled generation unit (Sandow) and two units ot an owned site {Oak Grove). The Sandow unit and
the first Gak Grove unit achieved substantial completion (as deftned in the EPC agreements for the respective units) in the fourth quarter 2009. The second

Oak Grove unit achieved substantial completion (as defined in the EPC agreement for the unit) in the second quarter 2010. Accordingly, Luminant has
operational control of these units. . :
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Aggregate cash capital expenditures for these three units totaled approximately $3 25 biltion including alf construction, site preparation and mining
development costs. The investment mcluded approximately $500 million for state-of-the-art emissions contrals for the three new units. Including capitalized

interest and the step-up in consiruction work-in-process balances to fair value as a result of purchase accounting for the Merger in 2007, carrying value of the
units totaled approximately $4.8 bitlion upon completion,

Luminant also has an environmental retrofit program under which it plans to install additional environmental control systems at its existing lignite/coal-
fueled gensration facitities. Capitat expenditures associated with these additional environmental control systems could excesd $1.0 billion, of which 5377
million was spent through 2010, Luminant has not yet completed all detaded cost and engineering studies for the additional environmental systems, and the
cost estimates could change malerially as it determines the details of and further evaluates the enginsering and construction costs related 1o these investments.

Approximately 38% of the fuel used at Luminant's lignite/coal-fucled generation plants in 2010 was supplied from lignite reserves owned in fee or
leased surface-minable deposits dedicated to the Big Brown, Monticello, Martin Lake and Oak Grove plants, whick were construcied adjacent 1o the reserves,
Luminant owns in fee or has under lease an estimaied 800 miltion ons of lignite reserves dedicated to its generation plants, including 246 million tons
agsociated with an undivided intercst in the lignite mine that provides fuel for the Sandow facility. Luminant aiso owny in fee or has under iease in excess of
85 milhen tons of reserves not currently dedicated to speaific generation plants. in 2010, Luminant recovered spproximately 27.5 million tons of lignite 10
fuel its generation plants, Luminant utilizes owned and/or leased equipment to remove the overburden and recover the Lignite.

Lumicant's lignite mining operations mclude extensive reclamativn setivities that return the land to productive uses such as wildlife habutats,
commercial timberland and pasture tand. In 2010, Luminant reclaimed 1,729 acres of land. In addition, Luminant plamed 1.2 mulion trees m 2510, the
majority of which were part of the reclamation effort.

Luminant supplements its lignite fuel at Big Brown. Monticollo and Martin Lake with western coal from the Powder River Basin in Wyoming The coal
is purchased from multiple suppliers under contracts of various engths and s transported from the Powder River Basin to Luminant's generation plants by
railcar. Based on its current usage, Luminant believes that it has sufficient lignite reserves for the foresecable future and has contracted more than 95% of its
western coal resources and all of the related transportation through 2012

Natural Gas-Fueled Generauton Operarions -— Luminant's fleet of 26 natueal gas-fueled generation units totaling 5,110 MW of capacity includes 2,187
MW of currently available capacity, 1,268 MW of capacity being operated for unatfiliated third parties and 1,655 MW of capacity currently mothballed
{idled). The natural gas-fueled units predominantly serve as peaking units that can be ramped up or down o balance electricity supply and demand.

Wholesale Operations — Luminant’'s wholesale operations play a pivotal role in our competitive business postfolio by optimatly dispatching the
generation fleet, including the baseload facilities, sourcing all of TXU Energy's electricity requirements and managing commodity price risk associated with
electricity sales and generation fuel requirements.

Cur elecineity price exposure is managed across the complementary Lupnnant gencration and TXU Energy retail businesses on a portfolin basis. Under
this approach, Luminant's whelesale operations manage the risks of imbalances between generation supply and sales load, as well as expusures to natural gas

price movements and market heat rate changes (variations in the relationships between natural gas prices and wholesale electricity prices), through wholesale
market activities that include physical purchases and sales and transacting in financial instruments.

Luminant's wholesale operations provide TXU Energy and other retait and wholesale customers with eleciricity and retated services to meet their
demands and the operaung requirements of ERCOT. In consideration of operational production and customer consumption levels that can be highly variable,
as well as opportunities for long-term purchases and sales with large wholessle market participants, Luminant buys and sells elcetricity in short-term

transactions and executes longer-term forward electricity purchase and sales agreements. Luminant is the largest purchaser of wind-generated clectricity in
Texas and the fifth largest in the US with more than 900 MW of existing wind power under contract.

Fuel price exposure, primarily relating to Powder River Basin coal, natural gus and fuel oil and the ransportation of the fuel, is managed primarily
through short- and long-term contracts for physical delivery of fuel as well as financial contracts,
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Inits hedging activities, Luminant enters into contracts for the physical delivery of electricity and fuel commedities, exchange traded and "over-the-
counter” financial contracts and bilaterat contracts with other wholesale electricity market participants, including generators and end-use customers. A major
part of these hedging activities is a long-term hedging program, descnibed above under "EFH Corp.’s Strategies”, designed to reduce exposure to changes in
future electricity prices due to changes in the price of natural gas, principally utilizing natural gas-related financial instruments.

The wholesale operations aiso dispatch Luminant's available generation capacity. These dispatching activities result in economic backdown of lignite/
coal-fueled units and ramping up and down of natural gas-fueled units as market conditions warrant Luminant's dispatching activities are performed through
a centrally managed real-time operational staff that synthesizes operational activities across the flect and interfaces with various wholesale market channels. In
addition, the wholesale operations manage the fuel procurement requirements for Luminant’s fossil fucl generation facilities.

Luminant's wholesale operations include electricity and natural gas trading and third-party energy management activities, Natural gas transactions
inciude direct purchases from natural gas producers, transportation agreements, storage leases and commerfcial retail sales, Luminant currently manages
approximately 1 billion cubic feet of natural gas storage capacity.

Luminant's wholesale operations manage exposure to wholesale commodity and credit-related risk within established transactional risk management
policies, limits and controls. These policies, limits and controls have been structured so that they are practical in application snd consistent with stated
business objectives, Risk management processes include capturing transactions, performing and valudating valuations and reporting exposures on a daily basis
using risk management information systems designed to support a large wransactional portfolio. A risk management forum meets regularly 1o ensure that
business practices comply with approved transactional limits, commodities, instruments, exchunges and markets. Transactional risks are monitored to ensure
{imits comply with the established risk policy. Lumnant has a disciplinary program to address any violations of the risk management policies and periodically
reviews these policies to ensure they are responsive (o changing market and business conditions.

TXYU Energy — TXU Energy serves approximately two million residential and commercial retall electricity customers in Texas with approximately
62% of retail revenues in 2010 from residential customers. Texas is one of the fastest growing states in the nation with a divarse cconomy and. as a result, has
attracted a number of competitors into the retail electricity market, consequently, competition is robust. TXU Energy, as an active participant in this
competitive market, provides retail electric service 1o all areas of the ERCOT market now open to competition, mcluding the Dallas/Fort Worth, Houston,
Corpus Christi, and lower Rio Girande Valley areas of Texas, TXU Energy continues 1o market its services in Texas to add new customers and to retain its
existing customers. There are approximately 120 active REPs certified to compele within the State of Texas. Based upon data published by the PUCT, gs of

September 30, 2010, approximately 53% of residential customers i competitive areas of ERCOT are served by REPs not affiliated with the pre~competition
utility.

TXU Energy's strategy focuses on providing its customers with high quality customer service and creating new products and scrvices to meet customer
needs; accordingly, a new customer management computer system was implemented in 2009, and other customer care enfiancoments are being implemented
to further improve customer satisfaction TXU Energy offers a wide range of residential products to meet various customer needs. TXU Energy is investing
3100 million over the five-year period ending 2012, including a cumulative total of 539 million spent as of December 31, 2010, in energy efficiency initintives
as part of 8 program to offer customers a broad set uf innovative energy products and services.

A subsidiary of EFH Corp. was recently certified by the Pennsylvania Public Utility Commission to sell retail electricity in Pennsylvania, While we
have made no commitments to enter markets outside of Texas, we contmuously momtor competitive retail markets for potential opportunities
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Regulation — Luminant is an exempt wholesale generator under the Encegy Policy Act of 20095 and is subject to the jurisdiction of the NRC with

respect to its nuclear generation plant, NRC regulations govern the granting of licenses for the construchon and operation of auclear-fusled generation

facilitics and subject such facilities to continuing review and regulation. Luminant also holds a power marketer hicense from the FERC and, with respect to

any wholesale power sales cusside the ERCOT market, is subject to market behavior and any other competition-related rules and regulations under the Federal
Power Act that are administered by the FERC.

Lurainant is also subject to the jurisdiction of the PUCT's aversight of the competitive ERCOT wholesale electricity market, PUCT rules establish
robust oversight, certain limits and a framework for wholesale power pricing and market behavior, Luminant is also subject to the requirements of the ERCOT
Protocols, inciuding Nodal Protocols and ERCOT reliability stendards as adopted and enforced by the TRE and the NERC, inciudmg NERC eritical
infrastructure protection (CIP) standards.

TXU Energy is a licensed REP under the Texas Electric Choice Act and is subject 1o the jurisdiction of the PUCT with respect to provision of
slectricty service in ERCOT, PUCT rules govem the granting of licenses for REPs, including oversight but not scrting of prices charged. TXU) Energy is also

subject o the requirements of the ERCOT Protocols, including Nodal Protocols and ERCOT reliability stendards a3 adopted and enforced by the TRE anid the
NERC, including NERC CIP standards.

Repulated Delivery Segment

‘The Regulated Delivery segment consists of the operations of Oncor. Oncor is a regulated electricity ransmission and distribution company that
provides the service of delivering clectricity safely. reliably and economicaily to end-use consumers through its distribution sysiems, as vwell as providing
transmussion grid conncctions to merchant generation facilities and interconnections to other transmission grids in Texas, Oncor's service territory comprises
91 counties and over 400 incorporated municipalities, including Dallas/Fort Worth and surrounding suburbs, as well as Waco, Wichita Falls, Odessa,
Midland, Tyler and Killeen. Oncor's iransmission and distnibution assets are located principally in the north-central, enstern and western parts of Texas, Most

of Oncor's power Lines have been constructed over lands of others pursuant 10 casements or along public highways, strects and rights-of-way as permitted by
law. Oncor's fransmission and distribution rates are regulpted by the PUCT.

Oneor is not a seller of clectricity, nor does it purchase electricity for resale. It provides transmission services to other electricity distribution companies,
cooperatives and municipalitics, It provides distribution services to REPs, which sell slectricity to retail custermers. Oneor i5 also subject to the requirements
of the ERCOT Protocels, including Nodal Proweols and ERCOT reliability standards as adopted and enforced by the TRE and the NERC,

Performuance — Oncor achieved market-leading electricity delivery performance in 12 out of 14 key PUCT market metrics m 2010, These metrics
measure the success of transmission and distribution companies in facilitating customer ransactions in the competitive Texas electricity market.

fnvesting in Infrastructure and Technology — In 2010, Oncor invested $1.0 billion in its network to construct, rebuild and upgrade transmission lines
and associated tacilities, to extend the distsibution infrastructure, and 1o pursue certain inibatives in infrastructure maintenance snd information technology.
Reflecting its commitment to infrastructure, in September 2008, Oncor and several other ERCOT utifities filed with the PUCT a plan to participate in the
construction o transmission improvements designed to interconnect existing and future renewable energy facilitics to transmit electricity from Competitive
Renewable Energy Zones fCREZs; identified by the PUCT In 2009, the PUCT awarded CREZ construction projects to Oncor, and Oncor currently estimates
the costs of the projects to be approximately S1.75 bitlion. The projects involve the construction of transmission lines to support the transmission of electricity
from renewable energy sousces, principally wind generation facilities, m west Texas 1o population centers in the eastern part of the state, Through 2010,
Oncor's cumulative CREZ-related capital expenditures totaled $316 million, including 3202 mitlion invested in 2010, See ltem 7, "Management's Discussion
and Analysis of Financial Condition and Results of Operations — Regulatory Matters — Oncor Matters with the PUCT .Y

10

0001156



Table of Cratents

Oncor's technology upgrade initiatives include development of a modernszed grid through the replacement of existing meters with advanded digital
metering equipment and development of advanced digi!ai communication, data management, real-time monitoring and outage detection capabili:ies This
modernized grid is expected to produce glectricity serv:ce reliability improvements and provide the potential for additional products and services from REPs
that will enable businesses and consumers o better manage their slectricity usage and costs. Oneor's plans provide for the full deployment of over three
mitlion advanced meters to all residential and most nos-reswdential retail electricity customers in Oncor's service area. The advanced meters can be read
semotely, rather than by a meter reader physically visiting the location of each meter, Advanced meters facilitate automated demand side management, which
allows consumers to monitor the amount of electricity they are consuming and adyust their electricity coasumption habits. As of December 31, 2010, Oncor
has installed approximately 1,514,000 advanced digital meters, including 854,000 during the yesr cnded December 31, 2010. As the new meters are
integrated, Oncor reports [ 5-minute interval, billing-quality electricity consumption data to ERCOT for market settlement purposes. The data makes i
possible for REPs to support new programs and pricing options. Cumulative capital expenditures for the deployment of the advanced meter system totaled

$360 million as of December 31, 2010, inclnding 5164 million invested in 2010, Oncor expects to complete instatiations of the advanced meters by the end of
2012,

In addition to the potential encrgy efficiencies from advanced metering, Oncor expects to invest over 8300 million ($100 million in excess of regulatory
requirements) over the five-year period ending 2012 in programs designed to improve customer electricity demand efficiencies. As of December 31, 2010,

Oncor has invested $190 million in these programs, including $65 million in 2010, and 47% of the amount in excess of regulatory requirements has been
spent

In @ stipulation with several parties that was approved by the PUCT in 2007 (as discussed in Note 6 to Financial Statements), Oncor has committed to a
variety of uctions, including minimum capital spending of $3.6 billion over the five-year period ending December 31, 2012, subject to certain defined
cunditions. Approximately 72% of this totdl was spent as of December 31, 2010, This spending does not include the CREZ facilities.

Electricity Transmission — Oncor's electricity transmission business is responsible for the safe and reliable operations of its transmission network and
substations. These responsibilities consist of the construction and mamtenance of transmission facilities and substations and the monitoring, camrollsng and
dlspa{chmg of high-voltage eleciricity over Oncor's transmission facilitics in coordination with ERCOT.

Oncor is a member of ERCOT, and its transmission business actively assists the operations of ERCOT and market participants. Through its
transmission business, Oncor participates with ERCOT and other member utilities to plan, design, construct and operate aow transmission lines, with

regulatory approval, necessary 1o mantam reliability, mterconnect 1o merchant generation facilities, increase butk power transfer capability and mmzmlze
limitations and constraints on the ERCOT transmission grid,

Transmission revenues are provided under tariffs approved by either the PUCT or, to a small degree related to an interconnection to other markets, the
FERC. Network transmission revenues compensate Oncor for delivery of electricity over transmission facilitics operating at 60 KV and above. Other services
offered by Oncor through its ransmission business include, but are not limited to: system impact studies, facilities studies, transformation service and
maintenance of transformer equipment. substations and transmission lines owned by other parties.

PURA allows Oncor to update its transmission rates periodically to reflect changes in invested capital, This "capital tracker” provision encourages
investment in the transmission system to help ensure reliability and efficiency by allowing for timely recovery of and return on now transmission investments.

As of December 31, 2010, Oncor's transmission facitities included appmximately'5,325 circuit miles of 345-kV transmission lines shd approximately
9.979 circuit miles of 138-and 69-kV transmission lines. Sixty generation facilities totaling 34,357 MW are directly connected to Oncor's transmission system,
and 278 transmission stations and 708 distribution substations arc served from Oncor's transmission system.

.
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As of December 31, 2010, Oncor's transmission facilities have the following connections {o other transmission grids in Texas;

Number of [nterconnected Lines

Grid Connections 3458y 138KV §9%Y
Centerpoint Energy lnc.

g — .
Amenican Electric Power Company, Inc {a) 4 7 11
Lower Colorado River Authority & 71
Texas Municipal Power Agency 8 &
Texas New Mexico Power 2 g 11
Braves Flectric Power Cooperative. Ing. & 109 2
Raybur Country Electric Cooperative, Inc, — 15 7
City of Georgetown — 2 .
Tex-La Electric Cooperatve of Texas, Inc. . 12 1
Other small systems operating wholly within Texas — 3 3

{3} One of the 345-KVY lines is an asynchronous high-voltage Jdirect current connection with the Southwest Power Pool.

Electricity Distribution — Qucor's electricity distribution business is responsible for the overall safe and efficient operation of distribution facilities,
including electricity delivery, power quality and system relinbility. These responsibuities consist of the ownership, managemesnt, construction, maintenance
and operation of the distribution system within Oncor's certificated servics area. Oncor's distribution system receives elgctricty from the transmission system
through substations and distribuies electricity 1o end-users and wholesale customers through approximately 3,118 distribution feeders.

The Oncor distrbution system includes over 3.1 million poinis of delivery. Gver the past five years, the number of distribution system points of

delivery served by Oncor, excluding lighting sites, grew an avernge of approimately 1.23% per year, adding approximately 29,378 pomts of delivery in
2010

The Oncor distribution system consisis of approximately 36,374 miles of overhead primary conductors, approximately 21,559 mites of overhead
secondary and street light conductors, approximately 15,490 mies of underground primary conductors and approximaiely 9,640 miles of underground
secondary and street light conduciors. The majority of the distribution system operates at 25-k'V and 12.5.kV

Oncor's distribution rates for residential and small commercial users are based on actual monthly consumption (kWh), and rates for large commercial
and industrial users are based on the greater of actual monthly demand (kilowatt) or 80% of peak monthly demand during the prior eleven months,

Customers — Oncor's ransmission customers consist of municipalities, electric cooperatives and other distribution companies. Oncor's distribution
customers consist of more than 75 REPs in Oncor's certificated service area, including TCEH. Distribution revenues from TCEH represenied 36% of Oncor's
total revenues for 2010. Revenues from subsidiaries of Reliant Energy, Inc., each of which is a non-affiliated REP, represented 12% of Oncor's total revenugs

for 2010, No other customer represented mare than 10% of Oncor's total operating revenues. The consumers of the electriesty delivered by Oncor are free to
choose their electricity supplier from REPs who compete for their husiness,

Regnlation and Raies — As s operations are wholly within Texas, Oncor is not a public utility as defined in the Federal Power Act and, as a result, it

is not subject to general regulation under this Act. However, Oncor is subject to reliability standards adopted and coforced by the TRE and the NERC,
including NERC CIP standards, under the Fedoral Power Act.

The PUCT has original jurisdiction over transmission and distribution rates and services In unincorporated aress and in those municipalities that have
ceded or'ginal jurisdiction to the PUCT and has exclusive appellate jurisdiction to review the rate and service orders snd ordinances of municipalities.
Generally, PURA prohibits the collection of any rates or charges by a public utslity (as defined by PURA) that does not have the prior approvai of the
appropriate regulatory authority (PUCT or municipality with original jurisdiction). In accordence with a stipulation approved by the PUCT, Oncor filed a rate
review with the PUCT in June 2008, based on a test vear ended December 31, 2007, In August 2009, the PUCT issued a final order with respect to the rate
review as discussed in ftem 7, "Management's Discussion and Analysis of Finaneial Condition and Results of Operations — Regulatory Matters.”
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in January 2011, Oncor filed Ror a vate review with the PUCT and 203 cities (PUCT Docket No. 38929) based on a test year ended June 30, 2010, If
approved as requested, this review would result in an aggregate annual rate increase of approximately $353 million over the test year period adjusted for the
wmpact of weather Oncor also requested a revised regulatory capital structure of 55% debt 10 45% equity. The debi-to-equity ratio established by the PUCT is
currently set at 0% debt 1o 40% equity. The PUCT, cities and other participating parties, with input from Oncor, established a procedural schedule for the

review in January 201 1. A hearing on the merits of Oncor's request is scheduled to commence in May 2011, and resolution of the proposed increase is
expected to occur during the second half of 2011

At the state level, PURA requires owners or operators of transmission facilities to provide epen-access wholesale transmission services to thifd partics
at rates and terms that are nondiscriminatory and comparable to the rates and terms of the utility's own use of its system. The PUCT has adopted rules
implementing the state open-access requirements for utilities, including Oncor, that are subject 1o the PUCT's jurisdiction over transmission services.

Securitization Bonds - The Regulated Delivery segment includes Oncor's wholly-owned, bankruptey-remote financing subsidiary, Oncor Electric
Delivery Transition Bond Company LLC. This financing subsidiary was organized for the limited purpose of issuing certam securitization (transition) bonds
in 2003 and 2004. Oncor Electric Delivery Transition Bond Company LLC issued $1.3 billion principal amount of transition bonds to recover generation-
related regulatory asset stranded costs and other qualified costs under an order isSued by the PUCT in 2002, At December 31, 2010, 5663 million principal

amouat of transition bonds were owstanding, which mature in the period from 2011 to 2016. '
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Environmental Regulations and Related Considerations
Global Ciimute Change

Background - A growing concerm has emerged nationally and internationally about global climate change and how greenhouse gas (GHG) emissions,
such as CQ,, might contribute 10 global climate change. We produce GHG emissions from the direct combustion of fossil fuels at our generation plants,
primarily our lignie/coal-fueled generation units. CO,, methane and nitrous oxide are emitted in this combustion process, with CO, representing the largest
portion of these GHG emissions. GHG emissions (primarily CO,) from our combustion of fossil fuels represent the substantial majority of our total GHG
emissions. For 2010, we estimate that our generation facilities produced 64 miltion short tons of CO, based on continuously monitored data reported to and
subject to approval by the EPA Other aspects of our operations result in emissions of GHGs including, among other things, coal piles at our generation plants,
sulfur hexafluoride in our clectric operations. refrigerant from our chilling and cooling equipment, fossil fuel combustion in our motor vehicles and efectricity
usage at our facilities and headquarters, Bevause a substantial portion of our generation portfolio consists of hgmite/voal-fueled generation facilities, our
financial condition and/or results of operations could be materially adversely affected by the enactiment of statutes or regulations that mandate a reduction in

GHG emissions or that impose financial penalties, costs or taxes on those that produce GIIG emissions. See ftem 1A, "Risk Factors” for additional discussion
of risks posed to us regarding global climate change regulstion.

Glebal Climate Change Legisiation — Several bills have been introduced in the US Congress or advocated by the Obama Admumistration that are
imended to address climate change using different approaches, iacluding must prominently 2 cap on carbon emissions with emitters allowed to trade unused
emission allowances (eap-and-trade). In addition to potential foderal legisiation to regulate GHG emissions, the US Congress might also consider other
fegislation that could result in the reduction of GHG emissions, such as the establishment of renewable or clean energy portfolio standards,

Through cur own evaluation and working in tandem with other companies and industry trade associations, we have supported the development of an
integrated package of recoramendations for the federal government to address the global climate change issue through federal legislation, tacluding GHG
emissions reduction targets for total US GHG emissions and rigorous cost containment measures 1o ensure that progiam costs are not prohibitive. In the gvent
GHG legislation involving a cap-and-trade program is enacted, we believe that such a program should be mandatory, cconomy-wide, consistent with expected
technology development timelines and designed in a way to limit petential harm 16 the economy and protect consumers. We believe that any mechanism for
ailocation of GHG emission alowances Should include substantial allocation of altowances to offset the cost of (THG regulation, including the cost o
slectricity consumers. In addition, we participate in a voluntary electric wiility industry sector climate change initistive in partnership with the DOE. Qur
strategies are generatly consistent with the "EEI Global Climate Change Points of Agreement” published by the Edison Electric Institute in January 2009 and
“The Carbon Principles” announced 1n February 2008 by three mgjor financial institutions. Finally, we have crested a Sustainable Energy Advisory Board that
advises us on technology development opportunities that reduce the effects of our operations on the environment while balancing the need to address the
energy requirements of Texas. Our Sustainable Energy Advisory Buard is comprised of individuals who represent the foliowing interests, among others: the
environment, customers. economic development in Texas and technology/rehiability standards. If, despite these efforts, a substantial number of our customers

or others refuse to do business with us because of our GHG emissions, it could have & material adverse effect on our resulis of oporations, financial position
and Hquidity,

Federal Level  Recent developments in the US Congress indicate that the prospects for passage of any cap-and-trade legislation in the near-ferm aie
not likely. However, if such legisiation were to be edopted, our costs of compliance could be matenal.
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in December 2009, the EPA issued a finding that GHG emissiony endanger human health and the environment and that emissions from motor vehicles

contribute to that endangerment. The EPA's finding required #t 10 begn regulating GHG emissions from motor veliicles and ultimately stationary sources
under existing provisions of the federal Clean Air Act. Following its endangerment finding, the EPA ook three regulatory actions with respect 1o the control
of GHG emissions. First, in March 2010, the EPA completed a reconsideration of a memorandum issued in December 2008 by then EPA Administrator

Stephen Johnson on the issue of when the Clean Air Act's Prevention of Significant Deterioration (PSD) program would apply to newly identified pollutanis
such as GHG's. The EPA determined that the Clean Air Act's PSD permit requirements would apply when a nation-wide rule requiring the control of g «
pollutant takes effect. Under this determination, PSD permitting requirements becamce applicable to GHG emissions from planned stationary sources or
planned medifications 1o stationary sources that had not been issued a PSD permit by January 2, 2011 — the first date that aew mator vehicles must meet the
new GHG standards. Second, 1o Aprii 2010, the EPA adopted GHG cemission standards for cenain new motor vehicles. Third, in June 2010, the EPA finalized
its sg-called “tailoring rule” that established new thresholds of GHG emissions for the applicability of permits under the Clean Air Act for stationary sources,
including cur power generation facilities. The EPA's tailoring rule deﬁnes the threshold of GHG emissions for determining applicability of the Clean Air Act's
PSD and Title V permitting programs at levels greater than the emidsion thresholds contained in the Clean Air Act In Decomber 2010, the EPA announced
agreements wiih state and environmental groups to propose New Source Performance Standards for electric power plants by July 2011 and to inalize those
standards by May 2012. o addition, in September 2009, the EPA issued a final rule requiring the reporting, by March 2011, of calendar year 2010 GHG
emissions from specifisd large GHG emissions sources in the US (such reporting rule would apply to our lignite/coal-fueled generation facilities). (€
fimitations on emissions of GHGs from existing sources are enacted, our ¢osts of compliance could be material.

In December 2010, in response to the State of Texas's indication that it would not take regulatory action to implement the EPA’s tailoring rule, the EPA
adopted 2 rule to take over ihe issuance of permits for GHG emissions from the Texas Commission on Environmental Quality (TCEQ). The State of Texas is
challengmmg that rule and the GHG permitting rules through litigation and has refused to implement the GHG permitting rules issued by the EPA, A nimber of
members of the US Congress from both parties have introduced legislation to either block or delay EPA regulation of GHGs under the Clean Air Act, and
legislative activity in this area over the next year is possible.

1t September 2009, the US Court of Appeals for the Second Circuit issued a decision in the case of Srate of Connecticut v, American Electric Power
Company Ine. holding that various states, a municipality and certain private trusis have standing to sue and have sufficiently alleged a cause of action under
the federal common law of nuisance for injurics allegedly caused by the defendant power generation companies® emissions of GHGs. The decision does not
address the merits of the nuisance claim. The US Supreme Court has agreed fo review the Second Cireuit's decision.

In October 2009, the US Court of Appeals for the Fifth Circuit issued a decision in the case of Comer v, Murphy Qi USA feversing the district court’s
dismissal of the case and holding that certain Mississippi residents did have standing to pursue state law nuisance, negligence and trespass claims for injuries
purportedly suffered because the defendants' emissions of GHGs allegedly increased the destructive force of Hurricane Katrina. The Fifth Circuit
subsequently agreed to rehear the case, but then dismissed the appeal in its entirety when several judges recused themselves in the case. The Fifth Clrcuit's
order dismissing the appeal and vacating the earlier panel's decision had the effect of reinstating the district court's original dismissal of the case. In January
2011, the US Supreme Court rejected the plamntiffs' request that their appeal be reinstated in the Fifth Circuit.

In September 2009, the US District Court for the Northern District of Califorma issued a decision in the case of Narive Fillage of Kivalina v.
ExxonMobil Corpom!:an dismissing claims asserted by an Eskimo village that emissions of GHGs from approsimately 24 oif and energy companics are
causing global warming, which has damaged the arctic sea ice that protects the viltage from winter storms and erosion. The court dismissed the claims
because they raised poldical {not judicial) questions and because piﬁmt:ﬂ‘f, lacked standing to sue. An appeal of the district court’s decision is currently
pending in the US Court of Appeals for the Ninth Circuit.

While we are not a party to these suits, they could encourage or form the basis for a lawsuit asserting similar nuisance claims regarding emissions of

GHQGs. If any similar suit is successfully asserted against us in the future, it could have a material adverse effect on our business. results of operations and
financial condition.
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Stie and Regional Level  There are corrently no Texas state regulations in effect concerning GHGs, and there are no regional mitiatives concerning
GHGs in which the State of Texas 15 a participant. We oppose state-by-state regulation of GHGs. In October 2009, Public Citizen Inc. filed a Jawsuit against
the TCEQ and its cummissioners seekmg to compel the TCEQ to regulate GHG emissions under the Texas Clean Air Act. The Attorney General of Texas has
filed speciat exceptions 1o the Public Citizen pleadig. We are not a parsty to this litigation.

International Level  The US currently is not a party to the Kyoto Protocol, which is g protocol to the Usnited Nations Framewark Convention on
Climate Change {UNFCCC) The United Nations' Kyoto Protocol process generally requires developed countries to cap GHG emissions af certain levels
during the 2008 10 2012 time period. At the conclusion of the December 2007 United Nations Climate Change Conference, the Bali Action Plan was adopted,
which identifies a work group, process and timeline for the cunsiderstion of possible post-2012 international actions to further address climate change. In
December 2009, leaders of developed and developing countries met in Copenhagen under the UNFCCC and issued the Copenhagen Accord. The Copenhagen
Accord provides a mechanism for countries to make sconomy-wide GHG emission mitigation coramitments for reducing emissions of GHGs by 2020 and
provides for developed countries to fund GHG emission mitigation projects in developing countries. President Obama participated in the development of, and
endorsed, the Copenhagen Accord. In January 2010, the US informed the Urnited Nations that it would reduce GHG emissions by 17% from 2005 levels by
2020, contingent on Congress passing climate change legislation,

We continue to assess the risks posed by possible future legislative or regulatory changes pertaiaing to GHG emissions, Because some of the propesals
described above are in their formative stages, we are unable to predict the potential effects on our business, fnancial condition andfor resulis of operations;
hewever, any such effects could be material, The effect will depend, n large part. on the specific requirements of the lezislation or regatation and how much,
if any, of the costs are included in wholesale electricity prices.

EFH Corp.'s Voluntary Energy Efficiency, Renewable Energy, and Global Climate Change Efforts — We wre considering, or expect to be actively
engaged in, business activities that could result in reduced GHG emissions including.

«  Investing in fnergy Efficiency or Related initiatives by Qur Compenrive Businesses — Our competitive businesses expect to invest $100 million
in Brighten™ energy saving solutions (energy ¢fficiency) or related initiatives over a five-year period that began in 2008, including software- and
hardware-hased services deployed behind the meter. These programs leverage advanced meter interval data and in-home devices to provide usage
and other information and msights 1o customers, as well as to control energy-consuming equipment. Examples of these initiatives include; the
TXU Energy Electnicity Usage Report, an electronic report which shows residential usage by sgﬁsk; the Braghten Personal Energy Advisor, an
onling energy audit tool with personalized tips and projects for saving electricity; the Brig&}cn Onling Energy Store that provides customers the
opportunity to purchase hard-to-find, cost-effective energy-saving products; the Brighten™ Power Monitor. an in-home display device that
enables residential customers to momitor whole-house energy usage and cost i real-time and projects month-end bill amounis; the Brighwnm
iThermostat, a web-enabled programmable thermostat with a load control feature for cycling air conditioners durmg times of pesk snergy
demand; time-based electricity rasgﬁithat work in conjunction with advanced metering infrastructure; rate plans that include electrizity from
renewable resources; the Brighten™  Energy Efficiency Assistance Program that delivers products and services, as well as grants through socisl
service agoncies, to save energy at participating low income customer homes and apartment complexes; a program to refer customers 1o energy
efficiency contractors, and the provision of rebates fo business eustomers for purchasing new energy efficient equipment for their facilities
through the Energy Efficiency Rebate Program;

«  Investing in Energy Efficrency Initiatives by Oncor — In addition to the potential energy efficiencies from advanced metering, Oncor expects to
tnvest aver $300 million in energy efficiency initiatives over a five-year period that began in 2008 through such efforts as traveling across the
State of Texas educating consumers about electricity, including the benefits of energy efficiency, advanced meters and renewable energy, and
investment of over 318 million in the instaliation of solar photovoltaic systems in customer homes and facilities that is expected to resulf in
savings of up tu 127 million kWh of electricity;

= Partcipating in the CREZ Program — Oneor has been selected by the PUCT to construct CREZ transmission faciiities {currently estimated by

Onco& to cost $1.75 billion) that are designed to connect existing and future renewable energy Tacilities to the electricity transmission Sysiem in
ERCOT!
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o Purchasmmg Electricity from Renewable Sources — We expect to remain a leader in the ERCOT market in providing electricity from renewable
sources by purchasing up to 1,500 MW of wind power, Our total wind power portfolio is currently more than 900 MW,

«  Promoting the Use of Solar Power ~TXU Energy provides qualified customers, through its SolarL.ease program, the ability to finance the
addition of solar paneis to their homes. TXU Energy also purchases surplus renewable distributed generation fram qualified costomers. in
addition, TXU Energy's Solar Academy works with Texas school districts to teach and demonsirate the benefits of solar power;

»  hvestng i Technolugy — We continue 10 cvaluate the development and commercialization of cleaner power facility technologies; technologies
that support sequestration and/or reduction of CO,; incrementa renewable sources of clectricity, including wind and solar power; energy storage,
including advanced battery and compressed air storage. as well as related technologies that seek to lower emissions intensity, Additionally, we
continue 1o explore and participate in opportunities t accelerate the adoption of electric cars and plug-in hybrid electric vehicles that have the
potential to reduce overall GHG emissions and are furthering the advance of such vehicles by supporting, and helping develop infrastructure for,
networks of charging stations for electric vehicles,

«  Evaluating the Development of a New Nuclear Generation Facility — We have filed an application with the NRC for combined construction and
operating licenses for up to 3,400 MW of new nuclear generntion capacity {the lowest GHG emission source of busgload generation currently
available}) at our Comanche Peak nuclear generation facility. In addition, we have (i) filed a loan guarantee application with the DOE for
financing of the proposed units and (1) formed a joint venture with Mitsubishi Heavy Industries Lid. (MHI) to further develop the units using
MHEI's US-Advanced Pressurized Water Reactor technology, and

«  Offsetting GHG Emissions by Planting Trees — We are engaged in 2 number of tree planting programs that offset GHG emissions, resulting in
the plaating of over 1.3 million trees in 2010. The majority of these trees were planted as part of our mining reclamation efforts but also include
TXU Energy's Urban Tree Farm program, which has planted more than 165,000 trees since its inception in 2002,

Other Recent EPA4 Adctions ~ The EPA has recently completed several regulatory actions establishing new requirements for control of certain
emissions from sources that include lignite/coal-fueled generation facilitics. It is also currently considering several other regulatory actions, as well as

conternplating future additional regulatory actions, (the more material of which are discussed further below) in each case that may affect our [:gmte/coal-
fueled generation famlztles

Each of our Eignitc/ccal-fuelcd generation facilities is currently equipped with substantial emussions control equipment, including equipment installed as
part of our commitment {in conmection with the construction of the three recently completed lignite-fueled generation units) to reduce emissions of NO_, 8O,
and mercury through the instaliation of emissions control equipment at both new and existing units and fuel blending at some existing units. All of*our lignite/
coal-fueled generation facilities are equipped with activated carbon injection systems to reduce mercury emissions. Flue gas desulfurization systems designed
primarily. to reduce 30, emissions are installed at Ouk Grove Units | and 2, Sandow Units 4 and 5, Martin Lake Units {; 2, and 3, and Monticelio Unit 3,
Selective catalytic reduction systems designed to reduce NO, emissions are wnstalled at Ogk Grove Units 1 and 2 and Sandow Unit 4, Selective non-catalytic
reduction systems designed to reduce NO, emissichs are mstaﬂed at Sendow Unit §, Monticello Units 1, 2, and 3, and Big Brown Units 1 and 2. Fabric fifter:
systems designed primarily to reduce pammtazc malter emissions are installed a¢ Oak Grove Units 1 and 2, Sandow Unit 5, Monticello Units | and 2, and Big
Srown Units 1 and 2. Electrostatic precipitator systems designed primarily to reduce particulate matter emissions are installed at Sandow Uait 4, Martin Lake
Units {, 2, and 3, Monticello Units |, 2, and 3, and Big Brown Units | and 2. Sandow Unit 5 uses & fluidized bed combustion process that facilitates control of

NO, and SO, Fiue gas desulfurization systems, fabric filter systems, and elestrostatic precipitator systems also assist in reducing mercury and other
€missions.

There is no assurance that the currently-installed emissions control equipment at our lignite/coal-fueled generation facilitics will satisfy the
requirements under any future EPA or TCEQ regulations. Some of the potential EPA or TCEQ regulatory actions could require us to install significant
additional control equspment, resulting in material costs of compliance for our generation units, including capital expenditures and higher operating costs.
These costs could result in material adverse ¢ffects on our financial condition, liquidity and results of operations.
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Sulfur Dioxide, Nitragen Oxide and Mervury Air Emissions

The EPA has promulgated Acid Rain Program rules that require fossil-fucled plants to have sufficient SO, emission aliowances and meet certain MO,
ermussion standards, Our generation planis meet these SO, allowance requirements and NO, emisston rates,

1n 2003, the EPA issued a final nule to further reduce SO, and NO, e¢missions from power plants, The S0, and NO, reductions required under the Clean
Alr Interstate Rule (CAIR), which were required to be phased in between 2009 and 20135, were based on a cap and trade approach (market-based) inwhich a
cap was put on the tolad quantity of emissions allowed in 28 castern states (including Texas), Emitters were required o have allowances for each ton emitted,
and emitters were aliowed to trade emissions under the cap. In July 2008, the US Court of Appeals for the D.C. Cireuit (D.C. Circuit Court) vacated CAIR. In
December 2008, in response to an EPA petition, the D.C. Circuit Court reversed, in past, its previous ruling. Such reversal confirmed CAIR is not valid, but
allowed it to remain in place while the EPA revises CAIR tw correct the previcusly identified shortcomings. In July 2010, the EPA released a proposed rule
calied the Clean Aur ransport Rule (CATR). The CATR, as proposed, would replace CAIR in 2012 and would require no additional emission reductions for
Lumnant, However, we annot predict the impact of a final rule on our business, results of operations and (inancial condition. See Note 4 to Fisancial
Statements for discussion of the impairment of emussion aliowances mtangible assets in 2008,

50, reductions required under the proposed regional haze/visibility nule (or so-called BART rule) only apply to units built between 1962 and 1977, The
reductions are required on a unit-by-unit basis. In February 2009, the TCEQ submitied a State Implementation Plan {SIP) concerning regional haze to the
EPA, which we believe will not have a material impact on our generation facilities. The EPA has not made a decision on this SIP submuttal

The Clean Air Act requires each state 1o monitor air quality for compHanee with federal health standards. The EPA is required to periodically review,
and {{ appropriate, revise all national ambient quality standards, The standards for ozone are not being achieved in several areas of Texas. The TCEQ adopted
S1P rules in May 2007 to deal with eight-hour ozone standards, which required NO, emission reductions from certain of our peaking natural gas-fusled units
in the Dallas-Fort Worth area. In March 2008, the EPA made the vight-hour ozone standards more stringent. [n January 2010, the EPA proposed to further
reduce the eight-hour ozoneg standard and to adopt a secondary standard for the protection of sensitive vegetation from ozone-related damage. Since the EPA
projects that SIP rules to address sitamment of these new more stringent stahdards will not be required until December 2013, we cannot yet predict the impact
of this action on pur generation facilities. In January 2010, the EPA added a new one-hour NO, National Ambient Air Quality standard that may require
actions within Texas to reduce emissions. The TCEQ will be required to revise its monitoring network and submit an implementation plan with compliance
required o earlier than January 2021, In June 2010, the EPA adopted a new one-hour SO, national ambient sir quaiity standard that may require action within
Texas to reduce 80, emissions. The TCEQ wiil be required o conduct modeling and develop an implementation plan by 2014, pursuant to which compliance
will be required by 2017, according to the EPA's implementation timelme, We cannot predict the impact of the new standards on cur business, results of
operations or financial condition until the TCEQ adopts (if required) an implementation plan with respect fo the standards,

1n 2005, the EPA also published a final rule requiring reductions of mercury emissions from lignite/eoal-fueled generation plants. The Clean Air
Mercury Rule (CAMR) was based on a nationwide cap and trade approach. The mercury reductions were required (o be phased in between 2010 and 2018. In
March 2008, the D.C. Circuit Court vacated CAMR. In February 2009, the US Supreme Court refused to hear the appeal of the D.C. Ciroust Court's ruling.
The EPA agreed w a consent decree submitted for court approval to propose Maximum Achicvable Control Technology rules by March 2011 and finalize
those rules by November 2011, We cannot predict the substance of any final EPA regulations on such hazardous air poliutants. However, the EPA has
informally indicated that recently proposed regulations regarding hezardous air pollutants from industrial boilers may serve as a template for the forthcoming
electricity generation unit regulations The industriel boiler regulations, if applied to electricity generation units, would Hkely require material capitat
cxpenditures for additions of control equipment at our lignite/coal-fueled generation facilities.
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in September 2010, the EPA disapproved a portion of the SIP pursuant to which the TCEQ implements its program to achieve the EPA's National <
Ambient Air Quality Standards (NAAQS) under the Clean Air Act. The EPA disapproved the Texas standard permit for pollution control projects. We hoid
several permits issued pursuant to the TCE(Q standard permit conditivns for poliution control projects. We have challenged the EPA’s disapproval by filing a
lawsuit in the US Court of Appeals for the Fifth Circust arguing that the TCEQ's adoption of the standard permit conditions for pollution control projects was
consistent with the Clean Air Act. We have also formally asked the EPA to stay, reconsider or clarify its disapproval. If the EPA declines to stay or reconsider
its disapproval, we asked the EPA to clarify whether it intends that entities, including us, who obtained such permits for poliution control projects should stop
opcrating the pollution control equipment permitted under the standard permit conditions. We cannot predict the outcome of the litigation or the EPA's
response to our reguest.

In November 2010, the FPA disapproved a different portion of the SIP under which the TCEQ had been phasing out a long-standing exemption for
certain enussions that unavoidably ocour during startup, shutdown and mainienance activities and roplacing that exemption with o more limited affirmative
defense that will itself be phased out and replaced by TCEQ-issued generation facility-specific permit conditions. We, like many other electricity generation
facility operators in Texas, have asserted applicability of the exemption or affirmative defense, and the TCEQ has not objected to that assertion. We have also
applied for the generation facility-specific permit conditions, The TCEQ is curtently reviewing these applications, We have challenged the EPA’s disapproval
by fiting a lawsuit in the US Court of Appeals for the Fifth Circuit arguing that the TCEQ's adoption of the affirmative defense and phase-out of that
affirmative defense as permits are issued is consistent with the Clean Air Act. We cannot predict the outcome of this litigation,

In fanuary 2011, the EPA retroactively disapproved a portion of the SIP pursuant to which the TCEQ issued permits for certain formerly non-pérmitted
"grand{athered" facilities approximately 10 years ago. We hold such permits. The EPA took this action despite acknowledging that emissions covered by
these standard permits do nof threaten sttainment or maintenance of the NAAQS under the Clean Air Act. We intend to challenge the EPA's disapprovat by
filing & lawsuitin the US Court of Appeals for the Fifth Circust arguing that the TCEQ's adoption of the standard permit was consistent with the Clean Air
Act, H the EPA's action stands. and if it causes us to undertake additional permitting activity and install additional ermssions control equipment at our affectcd
gencration facilities, we could incur material capziai expenditures.

We helieve that we hoid all required emissions permits for facilities in operation. If the TCEQ adopts implementation plans that require us to install
additional emissions controls, or if the EPA adopts more stringent requirements through any of the number of potential rulemaking activities in which it is or
may be engaged, we could incur material capital expenditures, higher operating costs and potential production curtailments. resulting in material adverse
effects on our financial condition, liquidity and resulis of operations.

Water

The TCEQ and the EPA have jurisdiction over water discharges (including storm water) from facilities in Texas. We believe our facilities are presently
in material compliance with applicable state and federal requirerents relating to discharge of pollutants into water. We believe we hold all reguired waste
water discharge permits from the TCEQ for facilities in operation and have applied for or obtamned necessary permits for facilities under construction. We also
belicve we can satisfy the requirements necessary to abtain any required permits or renewals.

¥

We recently obtained a renewed and amended permit for discharge of waste water from our Oak Grove generation facitity. Opponents to'that permit
renewal have imtiated a challenge in Travis County, Texas District Court. We and the State of Texas are defending the issuance of the permit. We cannot
predict the outcome of the litigation. If the permit is witimaely rejected by the courts, and we are required to undertake additional permitting activity and
install additional temperature-control equipment, we could incur material capital expenditures, which could result in material adverse effects on our results of
operations, hquidity and financial condition {See Note 12 to Financial Statements.)

Recent changes to federal rules pertaining to the Spill Prevention, Control and Countermeasure (SPCC) plans for on-filled electrical equipment and
bulk storage facilitres for ol will require updating of certain of our facilities, We have developed and implemented SPCC plans as required for those

substations, work centers and distribution systems, and we believe we are currently in compliance with the new rules that become effective in November
2011,
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Diversion, impoundmesnt and withdrawal of water for cooling and other purposes are subject to the jurisdiction of the TCEQ and the EPA We believe
we possess all necessary permits for these activities from the TCEQ for our present operations. Clean Water Act Section 316(b) regulations periaiming to
existing water intake structures at large generatron facilities were published by the EPA in 2004. As prescribed in the regulatons, we began implementing a
monitoring program lo determine the future actions that might need to be taken to comply with these regulations. In January 2007, a federal court ruled
against the EPA in a lawsut brought by environmental groups challenging aspects of these regulations, and w July 2007, the EPA announced that it was
suspending the regulations pending further rulemaking. The US Supreme Court 15sued a decision in Aprit 2009 reversing the federal court's decision, in part,
and finding that the EPA permissibly used cost-benefit analysis in the Section 316{b) regulations. In the absence of regulations, the EPA has instructed the
states implementing the Section 316(b) program fo use best professional judgment in revicwing applications and issuing permits under Section 316(b). The
EPA has entered into a settlement agreement that requires it to propose new rules by March 2011 und to finalize those rules by July 2012, We cannot predict
the impact on our operations of the suspended regulations or of new regulations that replace them,

Ruadipactive Waste

Wa currently ship low-level waste material to a disposal facility outside of Texas. Under the federal Low-Level Radioactive Waste Policy Actof 1980,
as amended, the State of Texas is required to provide, either on its own or jointly with other siates in a compact, for the disposal of all low-leve! radioactive
waste generated within the state. The State of Texas has agreed to a compact for a disposal facility that would be located in Texas. That compact was ratified
by Congrass and signed by the President in 1998, In 2003, the State of Texas enacted legislation allowing a private entity to be licensed to accept low-level
radioactive waste for disposal, and in 2004 the State received a license application from such an entity for review, In January 2069, the TCEQ approved this
permit. We expect to continue to ship low-level waste material off-sie for as long as an alternative disposal site is available. Should existing off-site disposal
become unavailable, the low-level waste material will he stored on-site. (See discussion under "Luminant — Nuclear Generation Operations” sbove.) A rate

case is currently before the TCEQ {0 determine the rates 1o be charged by the owner of waste disposal facilities to customers {(potentially including TCEH) for
disposal of low-level radicactive waste in Texas.

We believe our on-site used nuclear fuel storage capability is sufficient for a minimum of three years. The nuclear industry is continuing to review ways

to enhance security of used:ed storage with the NRC to fully utilize physical storage capacity. Future on-site used nuclear fuel storage capability will require
the use of the industry technique of dry cask storage.

Solid Waste, Including Fly Ash Associated with Lignite/Coal-Fucled Generation

Treatment, storage and disposal of sold waste and hazardous waste are regulated at the sisie lzvel under the Tenas Solid Waste Disposal Act and at the
federal level under the Resource Conservation and Recovery Act of 1976, as amended, and the Toxic Substances Control Act, The EPA has issued regulations
under the Resource Conservution and Recovery Act of 1976 and the Toxic Substances Control Act, and the TCEQ has issued ropulations urder the Texas
Solid Waste Disposal Act applicable to our facilities. We believe we are in material compliance with all applicable solid waste rules and regulations. In
addition, we have registered soldd waste disposal sites and have obtained or applied for permits required by such regulations,

fn December 2008, an ash impoundment facility at a Tennessee Valley Authority (TVA) site ruptured releasing a significant quantity of coal ash sturry.
No impoundment tatlures of tins magnitude have ever oceurred at any of our imipoundments, which are significamly smaller than the TVA's and are inspected
on a regular basis. We routinely sample groundwater monitoring wells to ensure compliance with ail applicable regulations. As a result of the TVA ash
impoundment {ailure, in May 2010, the EPA released a proposed rule that considers regulating cosl combustion residuals as either a hazardous wastz or a
non-fazardous wusle. We are unable 1o predict the requirements of a final rule; however, the potential cost of compliance could be material,
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The EPA issued a notice in December 2009 that it had identified several industries, including the clectric power industry, wiuch should be subject to
financial responsibility requirements under the Comprehensive Environmental Response, Compensation and Liability Act consistent with the risk associated
with their production, transportation, freatment, storage or disposal of hazardous substances. The EPA indicated in its notice that it would develop regulations
that define the scope of those financial responsibility requirements. We do not know, at this time, the scope of thess requirements, nor are we able to estimate
the potential cost {which could be material} of complying with any such new requirements.

/ >

Environmental Capital Expenditures

~d
Capital expenditures for our environmental projects totaled 5106 miltion in 2010 and are expected to total approximately $75 million in 2011,
consisting primarily of environmental projects at existing lignite/coal-fucled generation plants. The 2010 amount is exclusive of emissions control equipment
investment as part of the three-unit generation develupment program, which totaled approximately $500 million over the construction period, See discussion
above under "Luminant ~ Ligaite/Coal-Fueled Generation Operations” regarding planned investments in emissions control systems.

f
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ftem 1A, RISK FACTORS

Some important factars, in addition to others specifically addressed in Item 7, "Management's Discussion and Analysis of Finsncial Condition and
Results of Operations,” that coutd have a material negative wnpact on our operations, financial resuits and financial condition, or could cause our actual results
or pulcomes to differ materially from any projected outcome contained in any forward-looking statement in this report, include

Risks Relnted to Substantis! Indebtedness and Debt Agreerugnts

Our substantial leverage could adversely affect our ability to raise additional capital to fund our operatiens, Himit our ability to react to changes in the

2COROMY or oxr industry, expase us 10 interest rate risk 1o the extent of onr variable rate debt and prevemt us from meeting obligations under the various
debt agreements goversing our debt,

We are highly leveraged. As of December 31, 2010, our consolidated principal amount of debt (short-term borsowings and long-term debt, including
amounts due currently) totaled $36.7 billion (see Note 11 (o Financial Statements), which does not include $3.446 billion principal amount of debt of Oncor.
Our substantial feverage could have smportant consequences, including:

« making it more difficult for us to make payments on our debt;

«  requiring a substantial purtion of cash flow (o be dedicated to the payment of principal and interest on our debt, thereby reducing our sbility to
use our cash flow 1o fund operations, capital expenditures and future business vpportunities and execute our strategy,

«  increasimg our vulnerability to adverse economic, industry or competitive developments;

«  exposing us jo the risk of increased interest rates because, us of December 31, 2010, taking into consideration imterest swap transactions, 13%0 of
our long-term borrowings were at variable rawes of interest;

«  limiting our ability to make strategic acquiswtions or causing us to make non-strategic divestinures,

»  limiting our ability to olrain additional financing for working capital, capital expenditures, product development, debt service requiremenis,
acquisitions and general corporate or other purposes, or to refinance existing debt, and

» limiting our ability 10 adjust to changing market conditions and placing us at a competitive disadvantage compared to competitors who are less
highly leveraged and who therefore, may be able to take advantage of opportunities that we cannot due to our substantial leverage,

We may not be able to repay or refinance the TCEH Revolving Credit Facility, which marres in October 2013, other debt incurred under the YCEH

Senior Secured Facilities, which muatures in October 2014, or our other debt av or before it becomes due, particularly if forward natural gas prices do not
significamly increase.

We may not be able to repay or refinance our debt obligations as or before they become due. or may be able to refinance such amounts only on terms
that will increase our cost of borrowing or on terms that may be more onerovs. Our ability o suceessfully implement any future refinancing of our debt will
depend, among other things, on vur financral cordition and operating performance, which is subject to prevaiting economic and competitive conditions and o
certain financial, business and other factors beyond our control, including, without limitation, wholesale electricity prices in ERCOT (which are primarily
driven by the price of natural gas and ERCOT market heat rates) and general conditions in the credit marksts. Refinancing may be difficult because of the
slow economic recovery, the possibility of rising interest rates and the impending surge of large debt matunties of other borrowers. Due to the weakness of
our credit, we may be more heavily exposed to these refinancing risks than other borrowers.
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i A substantial amount of our debt is comprised of debt incurred under the TCEH Senior Secured Facilities, the majority of which matures in Ociober
2014, The TCEH Revolving Credit Fuacility, which has a facility limit of $2.7 billion and availability of 31 4 billion {including $94 million of commitments
{from Lehman that arc only available from the fronting banks and the swingline lenders) as of December 31, 2010, matuees in October 2013, The TCER
Revolving Credit Facifity is used for letters of credit and borrowings for general corporate purposes. We may not be able to refinance the TCEH Sentor
Secured Facilities, including the TCEH Revolving Credit Facility, or our other debt because of our high levels of existing debt, For exampié, we may not be
able to refinance the TCEH Revnivmg Credit Facility unless prior to or concurrently with such refinancing we refinance or otherwise extend the maturity of u
substantial portion of our debt due in 2014, Consequently, even though most of our debt matures in October 2014, the earlier maturity of the TCEH Revolving
Credit Facility may effectively cause us to address the 2014 debt maturitics at an earlier time than we might otherwise choose. Sumilarly, lenders of debt due
in 2014 may be unwilling to refinance or otherwise extend the maturity of their lendings unléss prior 1o or concurrently with such refinancing we refinance or
otherwise extend the maturily of a substantial portion of our debt due in the period 2015 10 2617, As of December 31, 2010, $5.6 billion principal amount of

our debt matures in the period 2015 10 201 7. This “pull-forward” effect, which may cause us to refinance severa] maturities at once as the first becomes due,
could increase our near-term refinancing needs.

Wholesale electricity prices in the ERCOT market largely correlate with the price of natural gas. Accordingly, the contribution to eamings and the value
of our baseload generstion assets are dependent in significant part upon the price of natural gas. Forward natural gas prices have generally trended downward
since mid-2008. In recent years natural gas supply has outpaced demand as a result of increased drilling of shale gas deposits combined with lingering demand
weakness associated with the economic recession, and many industry experts expect this supply/demand imbalance to continue for a number of years, thereby
depressing natural gas prices for a long-term period. These market conditions are chalienging to the long-tesm profitability of our generation asséts,
Specifically, fow natural gas prices and their correlated effect in ERCOT on wholesale electricity prices could have @ material adverse impact on the overall
profitsbility of our generation asscts for periods in which we do not have significant hedge positions. As of December 31, 2010, we have hedged only
approximately 51% and 19% of our wholesale natural gas price exposure related to expected generation output for 2013 and 2014 respectively, and do not
have any sigmificant amounts of hedges in place for periods after 2014, A continuation of current forward natural gas prices or a turther decling of forward
natural ges prices could limst our ability to hedge our wholesale electricity revenucs at sufficient price levels to support our interest payments and debt |

maturities, result n further declines in the values of our haseload gensration assets and adversely impact our ability to refinance the TCEH Revolving Credit
Facitity due in Qctober 2013 or our substantial debt due in October 2014, ¢

in addition, our habilities and those of EFCH exceed our and EFCH's assets as shown on our and EFCH's respective balance sheet prepared in
accordance with US GAAP as of December 31, 2010, Our assets include 36.2 billion of goodwill as of December 31, 2010, In the third quarter 2010, we
recorded a $4.1 biltion noncash goodw:li impairment charge reflecting the estimated effect of lower wholesale electricity prices on the enterprise value of
TCEH, driven by the sustained decline in forward natural gas prices, as indicated by our cash tlow projections and declines in market values of securities of
comparable companies, The value of our goodwill will continue to depend on, among other things, wholessle electricity prices in the ERCOT market. Recent
valuntion analyses of TCEH's business indicate that the principal smount of its outstanding debt currently exceeds its enterprise value. We may have difficulty
successfully implementing any refinancing of our debt due to our financial position as reflccted in our balance sheet and the valuation analyses

We may pursue transactions and initiatives that are unsuccessfid or do not produce the desired outcome. : '

Future transactions and initiatives that we may pursue may have significant effects on our busmess, capital structure, liquidity and/or results of
operations. For example, in addition to the exchanges and repurchases of our debt that are described in Note 1 to Financial Statements, we hdve and may
continue to pursue, from time to time, fransactions and initiatives of various types, including, without lirnitation, debt exchange transactions, debt repurchases,
equity or debt issuances, debt refinancing transactions (including exiensions of maturity dates of our debt), asset sales, joint ventures, recapitalizations,
business combinations and other strategic transactions. There can he no guarantee that any of such transactions or initiatives would be successful of produce
the desired putcome, which could vitimaely affect'us in a material and adverse manner. Moreover, the effects of any of these transactions or mitiatives could

be material and adverse to holders of vur debt and could be disproportionate, and directionally different, with respect to one class or type of debt than with
respect 1o athers
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Despite our current high debt level, we may still be able to incar substuntially more debt, This could further exacerbare the risks associated with our
substantial debt.

We may be able to incur additional debt in the future. Although our debt agreements contain restrictions on the incurrence of additional debt, these
restrictions are subject to a number of significant gualifications and exceptions. Under centain circumstances, the amount of debt, including secured debt, that

could be incurred in comptiance with these sestrictions could be substantial. 1 new debt is added to our existing debi levels, the related risks that we now face
would intensify,

facreases in inferest rates may negatively impact our resudis of operations, liguidity and financial cendition.

Certain of our burrowings, to the extent the interest rate is not fixed by interest rate swaps, are at variable rates of interzst. An increase in interest rates
would have a negative imipact on our results of operations by causing an increase in interest expense.

As of December 31, 2010, we had 34.494 billion aggregate principal amount of variable rate long-term debt {excluding $1 135 billion of long-term
borrowings associated with the TCEH Letter of Cradit Facility that arc invested at a variable rate), takmg into account interest rate swaps that fix the interest
rate on $15.8 billion in notional amount of variable rate debt. AS 8 result, as of Decanber 31, 2610, a 100 basis point incrense in interest rates would increase
our annual interest expense by approximately 543 mullion. See discussion of interest rale swap transaetions in ltem 7, "Management's Discussion and Analysis
of Financial Condition and Resuits of Operations ~ Significant Activities and Events.”

Our interest expense and related charges for the year ended December 31, 2010 totaled $3.554 billion, including 3207 million of unrealized mark-to-
muzrker net losses on interest rate swaps.

Gur debt agreements and the Oncor “ring-fencing” measures contain restrictions vhas Hmit flexibility in operating our businesses.

Our debt agreements contain vasious cuvenants and other restrictions that limit our ability to engage in specified types of transactions and may
adversely affect our ability to operate cur businesses. These covenants and other restrictions limit our ahility to, among other things:

. incuy additional debt o issue preferred shares,

. pay dividends on, repurchase or make distributions i respect of capital stock or make other restricted payments;
* maks investments,;

. sell or transfor assets;

. create liens on assets to secure debt;

. consolidate, merge, scll or otherwise dispose of all or substantially all of vur asses;

» enter into transactions with atfiliaes;

. designete subsidiaries as unrestricted subsidiaries, and

- repay, repurchase or modify certain subordinated and other materiad debt.

There are a number of important limitations and exceptions to these covenants and other restrictions See Note 11 to Financial Statements for a
deseription of these covenants and other restrictions,

Under the TCEH Seniur Secured Facilities, TCEH s required to maintain a consolidated secured debt to consolidated EBITDA ratio below specified
levels. TCEH’s ability to maintain the cunsulidated secured debt 1o consolidated EBITDA ratio below such levels can be affected by events beyond its control,

including. without Hiritation, wholesale electricity prices (which are primarily derived by the price of natural gas and ERCOT market beat rates), and there
can be no assurance that TCEH will comply with this ratio.
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A breach of any of these covenants or restrictions could result in an event of default under one or more of our debt agreements. including as a result of
cross default provisions. Upon the occurrence of an event of default under one of the debt agreements, our lenders or noteholders could elect to dectare ali
amounis outstanding under that debt agreement to be immediately due and payable and/or termunate all commitments to extend further credit. Such actions by
those lenders or noteholders could cause cross defaults under our other debt. If we were unable to repay those amounts, the lenders or noteholders could

" proceed against any collateral granted to them to secure such debt. [T fenders or noteholders accelerate the repayment of borrowings, we may not have
sufficient assets and funds to repay those borrowings.
1 ¢
in addition, as described in Note | to Financial Statements, EFH Corp. and Orncor have implemented a number of "ring-fencing” measures to enhance

the credit quality of Oncor Holdings and its subsidiaries, including Oncor. Those measures, many of which were agreed to and required by the PUCT's Order
on Rehearing in Docket No. 34077, include, among other things:

. Oncor Holdings' and Oneor's board of directors being comprised of a majority of directors that are independent from the Texas Holdings Group,
EFH Corp. and its other subsidiaries;

. Ongor being treated as an unrestricted subsidiary with respect o BFH Corp.’s and EFIH's debt;
. Oncor not being restricted from incurring its own debt;

. Oncor not guaranteeing or piédging any uf its assets to secure the debt of any member of the Texas Holdings Group,

. restrictions on distributions by Oncor, and the right of the independent members of Oncor’s board of directors and the largest non-majority

member of Oncor 1o block the payment of distributions to Oncor Holdings (i.e., such distributions not being available to EFH Corp. under certam
circumstances), and

. restrictions on the ability to sell a majority interest in Oncor until October 2012.

3

We may not be able to gengrate sufficient cash to service all of onr debt and may be forced to take other actions to satisfy our obligations under our debt
agreements, which muay not be successful,

QOur ability to make scheduled payments on our debt obligations depends on our financial condition and operating performance, which is subject to
prevailing cconomic asid competitive conditions and to certain finencial, business and other factors beyend our control, including, without limitation,
wholesale electricity prices (which are primarily driven by the price of natural gas and ERCOT market heat rates). We may not he able to maintain a level of
cash flows sufficient to permit us to pay the principal, premium, if any, and interest on our debt.

If cash flows and capital resources are insufficient to fund our debt service obhigations, we could face substantial liquidity problems and might be
forced to reduce or delay investments and capital expenditures, or to dispose of assets or operations, seek addutional capital or restructure or refinance debt.
These alternative measures may not be successful, may not be completed on econemically attractive terms or may not he adequate for us to meet our debt
service obligations when due. Additionally, our debt agreements limit the use of the proceeds from many dispositions of assets or operations. As a result, we
may not be allowed, under these documents, to use pre:ceeés from these dispositions to satisfy our debt service obligations, !
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{inder the terms of the indentures governing the TCEH Senior Notes and the TCEH Senior Secured Second Lien Notes and the terms of the TCEH
Senior Secured Facilities, TCEH is restricted from making certain pavenents o EFH Corp.

EFH Corp. is a holding company and substantially all of its reported consolidated assets are held by s subsidiarios. As of December 31, 2010, TCEH
and its subsidiaries held approximately 80% of EFH Corp.'s reporied consolidated assets and for the year ended December 31, 2010, TCeH and s
subsidiaries represented all of EFH Corp 's reported consolidated revenues. Accordingly. EFH Corp. depends upon TCEH for a significant amount of its cash
flows and relies on such cash flows in order fo pay its obligations. However, under the terms of the indentures governing the TCEH Senior Notes and the
TCEH Senior Secured Second Lien Notes and the terms of the TCEH Senior Secured Facilities, TCEH is restricted from making certain paviments to EFH
Corp., except in the form of centain loans 10 cover certain of EFH Corp.'s obliganons and dividends and distributions in certain other imited circumstances if
permitted by applicable state law. Further, the indentures governing the TCEH Senior Notes aad the TCE1 Senior Secured Second Lien Notes and the terms
of the TCEH Senior Secured Facilities do not permit such intercompany loans to service EFH Corp. debt unless required for EFH Corp. to pay princpal,
premium and interest when due on debt incurred by EFH Corp. to finance the Merger or that was in existence prior to the Merger, or any debt incurred by
£FH Corp. to replace, refund or refinance such debt. Such loans are also permitted to service other debt, subject to limitations on the amount of the loans. Asa
result, unless and until the net proceeds from the offering of any notes by EFH Corp. are used to replace, refund or refinance EFH Corp. debt, intercompany
loans from TCEH to EFH Corp. » make payments on such notes are restricted, In addition, TCEH is prohitited from making certain loans to EFH Corp. if
certain events of default under the indentures governing the TCEH Senior Notes or the TCEH Senior Secured Scoond Liea Notes or the terms of the TCEH
Senor Secured Facilities have occurred and are continuing.

Under the terms of the indentares governing the EFIH Notes, EFTH is restricted from making certain puyments to EFH Corp.

EFH Corp. 18 n holding company and substintially all of ts consolidated assets are held by its subsidiaries. As of December 31, 2010, EFlil and its
subsidiaries held approximately 12% of EFH Corp.'s consolidated assets, which assets consist primarily of EFH's invesiment in Cncor Holdings,
Accordingly, EFH Corp. depends upon EFIH for a significant amount of its cash flows and relies on such cash flows in order 10 pay its obligations. However,
under the terms of the mdenture goverming the EFIH Notes, EFIH is restricted from making certain payments, including dividends and loans. 1o EFH Corp.,
except in limited circumstances. :

EFH Corp. has a very limited ability to conirol activities at Oncor due to structural and operational "ring-fencing” measares,

EFH Corp. depends upon Oncor for a significant amount of its cash flows and relies on such cash flows in order to pay its obligations. However, EFH
Corp has a very limited ability to controf the activities of Oncor. As part of the “ring-fencing” measures implemented by EFH Corp. and Oncor, 8 majority of
the members of Oncor's board of directors are required o mest the New York Stock Exchange requirements for independence in all material respects, and the
unanimous, or majority, consent of such directors is required for Oncor t0 take certain actions. In addition, any new independent directors are required to be
appointed by the nominating committee of Oncor Holdings' board of direclors, a majority of whose members are independent directors. No member of EFH
Corp.'s management is 8 member of Oncor's board of directors. Under Oncor Holdings' and Oncor's organizational documents, EFH Corp. has limited indirect
consent rights with respect to the activities of Oncor, including the following: new issuances of equity securities by Oncor, material transactions with third
parties involving Oncor outside of the ordinary course of business, actions that cause Oncor's assets o increase the level of jurisdiction of the FERC, any
changes to the state of formation of Oncor, material changes to accounting methods not reguired by US GAAP. and actions that fail © enforce certain tax
sharing obligations between Oncor and EFH Corp. In addition, there are restrictions on Oncor's ability to make distributions 1o its members, including
indirectly to EFH Corp.
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Risks Related to Structure

EFH Corp. is a holding company and its obligations are structurally subordinated to existing and future Babilities and preferred stock of its subsidiaries.

EFH Corp.'s cash flows and ability 1o meet 15 obligations are largely dependent upon the earnings of its subsidiaries and the payment of such garings
to EFH Corp. in the form of dividends, destributions, loans or otherwise, and repayment of loans or advances from EFH Corp. These subsidianes are separate
and distinct legal entities and have no obligation to provide EFH Corp. with funds for its payment obligations. Any decision by a subsidiary to provide EFH
Corp. with funds for its payment obligations, whether by dividends, distributions, loans or otherwise, will depend on, among other things, the subsidiary'’s
results of operations, {inancial condition, cash xcquxrs:mems, contractual restrictions and other factors. In addition, a subsidiary's ability to pay dividends may

be limited by covenants in its existing and future debt agreements or applicable law. Further, the distributions that may be paid by Oncor are limited as
discussed below.

Because EFH Corp. is a holding company, its obligations to its creditors are structurally subordinated to all existing and future liabdlitics and existing
and future preferred stock of its subsidiaries that do not guarantee such obligations. Therefore, with respect to subsidiaries that da not guarantee EFH Corp.'s
obligations, EFH Corp.'s rights and the nights of is creditors to participate in the assets of any subsidiary in the event that such a subsidiary is liquidated or
reorganized are subject to the prior claims of such subsidiary's creditors and holders of such subsidiary's preferred stock. To the extent that EFH Corp. may be
a creditor with recognized claims sgainst any such subsidiary, EFH Corp.'s claims would still be subject to the prior claims of such subsidiary's creditors to

the extent that they are secured or senior to those held by EFH Corp. Subject to resirictions contained in financing arrangements, EFH Corp.'s subsidiaries
may incur additional debt and other liabilities,

Oncor may or may not make any distributions to EFY Corp. "

Upon the consummation of the Merger, EFH Corp and Oncor implemented certain structural and operational "ring-fencing® measures, including
certain measures required by the PUCT's Order on Rehearing in Docket No. 34077, that were based on principles articulated by rating agencies and
commitrments made by Texas Holdings and Oncor to the PUCT and the FERC to further enhance Oncor's credit quality. These measures were put in place o
mitigate Oncor's credif exposure to the Texas Holdings Group and to reduce the risk that the assets and lHabilities of Oncor would be sszatamlvciy
consolidated with the assets and hisbilities of the Texas Holdings Group in the event of a bankruptey of one or more of those entities.

As part of the ring-fencing measures, 8 majority of the members of the board of directors of Oncor are required to be, and are, independent from EFH
Corp Any new independent directors of Oncor are required to be appointed by the nominating commitiee of Oncor Holdings. The organizational documents
of Oncor give theze independent directors, acting by majority vote, and, during certain periods, any director designated by Texas Transmission, the express
right to prevent distributions from Oncor if they determine that it is in the best interests of Oncor to retain such amounts to meet expected future reguirements
Accordingly, there can be no assurance that Oncor will make any distributions to EFH Corp.

In addition, Oncor's organizational documents himit Oncor's distributions to its owners, including EFH Corp,, through December 31, 2012 to an amount
not to excesd Oncor's net income (determined in accordance with US GAAP, subject to certan defined adjustments, including goodwill impairments) and
prohibit Oncor frum making any distribution to EFH Corp. so long 25 and to the extent that such distribution would cause Oncor's regulatory capital structure
10 exceed the debt-to-equity ratio established from time to time by the PUCT for ratemaking purposes, which is currently set at 60%s debt to 406 equity. See
ltem 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations — Regulatory Matters  Oncor Matters with the PUCT®
for discussion of a rate review filed by Oncor in January 2011 that. among other things. requested a revised regulatory capital structure of $5% debt to 45%;
equity,
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{n March 2009, the PUCT awarded Oncor the right to construct transmission lines and facilities associated with its CREZ Transmission Plan, the cost of
which is currently estimated by Oncor to he approximately $1.75 billion (see discussion in ltem 7, “Management's Discussion and Analysis of Financial
Condition and Resuits of Operations ~ Regulatory Matters"). With the award, «t is likely Oncor will incur additional debt. In addition, Oncor may incur
additional debt in connection with other investments in infrastructure or technology, including automated accounting systems, Accordingly, while Ougor is
required to maintain a specified debt-to-eyuity ratio, there can be no assurance that Oneor's equity balance will be sufficient to maintain the reguired debt-to-
equity ratio established from time 1o time by the PUCT for ratemaking purposes, thereby restricting Oncor from making any distributions to EFH Corp. In
addition, any increase in Oncor's interest cxpense may reduce the amounts available 1o be distributed 1o EFH Corp.

Oncor's ring-fencing measures may not work as planned,

102007, EFH Corp. and Oncor implemented certain structural and operational "ring-fencing” measures, meluding certain measures required by the
PUCT's Order on Rehearing in Docket No. 34077, that were based on principles articulsted by rating agencies and commitments made by Texas Holdings and
Oncor to the PUCT and the FERC to further enhance Cneor's credit quality. These measures were put in place 1o mutigate Oncor's credit exposure to the Texas
Holdings Group and 10 reduce the risk that 8 court would order any of the Oncor Ring-Fenced Entities’ assets and liabilities to be substantively consolidated
with those of any member of the Texas Holdings Group in the event that a member of the Texas Holdings Group were to become a debtor in & bankruptey
case. Nevertheless, bankruptey courts have broad equitable powers, and as a result, cutcomes in bankrupicy proceedings are inhisrently difficult 1o predict.
Accordmgly, if any member of the Texas Holdings Group were 1o become a dehtor in a bankruptey case, there can be no assurance that & court would not
order an Oneor Ring-Fenced Entity's assots and liabilities to be substantively consolidated with those uf such member of the Tevas Holdings Group or that a

proceeding would not result in a disruption of services Oncor receives from or joimly with affiliates. See Note | 1o Finoncial Statements for addutional
information on ring-feacing measures.

In additivn, Oncor's access w capital markets and cost of debt could be directly affected by its credit ratings. Any adverse action with respect to Oncor's
credit ratings would generally cause borrowing costs to increase und the potential pool of investors and funding sources to decrsase. Oncor's eredit ratings are
currently substantially higher than those of the Texas Huldings Group. If credit rating agencies were 10 change thewr views of Oneor's independence from any
member of the Texas Holdings Group, Oncor's credit ratings would irkely decline. Despue the ring-fencing measures, rating ageneies could take an sdverse
action with respect to Oncor's credit ratings in respense to lsbility management activities by EFH Corp. or any of its subsidiazies, In the event any such

adverse action takes place and causes Oncor's borrowing costs to increase, it may not be able to recover these increased costs if they exceed Oncor's PLCT-
approved cost of debt determined in its 2008 general rate case or subsequent rate cases.
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Risks Relaied to Businesses

Our businesses are subject to ongoing complex gover

al regularions and legistation that have impacted, and may in the futare impact, our
businesses and/or restlts of operations.

Our businesses operate in changing market environments influenced by various state and federal legislative and regulatory initiatives regarding the
restructuring of the energy industry, including competition in the gencration and sale of electricity. We will need to continually adapt o these changes.

Our businesses are subject o changes in state and federal laws (including PURA, the Federal Power Act, the Atomic Energy Act, the Public Utility
Regulatory Policies Act of 1978, the Clean Air Act and the Energy Policy Act of 2005), changing governmental policy and regulatory actions (including those
of the PUCT, the NERC, the TRE, the RRC, the TCEQ, the FERC, the EPA, the NRC and the CFTC) and the rules, guidelines and protocols of ERCOT with
respect 1o matters including, but not limited 1o, market structure and design, operation of nuclear generation facilities, construction and operation of other
generation facilities, construction and operation of transmission facilities, acquisition, disposal, depreciation and amontization of regulated assets and
facilities, recovery of costs and investments, decommissioning costs, return on invested capital for regulated businesses, market behavior rules, present or
praspective wholesale and retail competition and environmental matters, TCEH, along with other market participants, 1s subject to electricity pricing
constraints and market behavior and other competition-relsted rules and regulations under PURA that are administered by the PUCT and ERCOT, and, with
respect to any wholesale power sales outside the ERCOT market, 15 subject to market behavior and othér competition-related rules and regulations under the
Federal Power Act that are administered by the FERC. Changes in, revisions to, or reinterpretations of existing laws and regulations (for example, with
respect to prices at which TCEH may sell electricity, or the cost of emitting greenhiouse gases) may have a matenal and adverse effect on our businesses.

The Texas Legislature meets every two yvears (the current legisiative session began in January 201 1), and from time to time bills are introduced and
considered that could materially affect our businesses. The State of Texas currently faces a substantial budget deficit, and the Texas Legislature is expected to
enact spending cuts to address this shortfall. We cannot predict whether spending cuts or other actions taken with respect 1o the budget deficit will affect the
PUCT or other agencies that relate to our busmess or whether any such spending cuts or other actions taken with respect to the budget deficit will have a

material impact on our business. There can be no assurance that future action of the Texas Legislanre will not result in legislation that could have a matenal
adverge effect on us and owr {inancial prospects.

PURA, the PUCT, ERCOT, the RRC, the TCEQ and the Office of Public Utitity Council (OPC) are subjeckto a "Sunset” review by the Texas Sunset
Advisory Commission. PURA will expire, and the PUCT and the RRC will be abolished, on September 1, 2011 unless extended by the Texas Legislature

Jollowing such review. If any of PURA, the PUCT, ERCOT, the RRC, the TCEQ or the OPC are naf renewed by the Texas Legislature pursuant te Sunset
review, it could have a material gffect on our business.

Sunset review is the regular assessment of the continuing need for 1 state agency to exist, and is grounded in the premise that an agency will be
abolished unless legislation is passed to continue its functions. The Texas Sunset Advisory Commission (Sunset Commission) closely reviews each agency
and recommends action on each agency to the Texas Legistature, which action may include modifying or even abolishing the agency Of the agencies
scheduled for Sunset review by the Sunset Commission in 2010 and 2011, the following hold primary interest for us and are subsect to a focused, Himited
seope, of special purpose review: the TCEQ, the PUCT, the OPC, the RRC and ERCOT. These agencies, for the most part, govern and operate the electricity
and mining markets in Texas upon which our business model is based. PURA, which expires September 1, 2011, is also subjeet to Sunset review, If the Texas
Legislature fails to renew PURA or any of these agencies, it could result in a significant restructuring of the Texas electricity market or regulatory regime that

could have a material impact on our business. There can be ao assurance that future action of the Sunset Commission witl not result in legisiation that could
have a material adverse effect on us and our financial prospects.
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Lirigation, legal proceedings, regulatory investigations or ather adwmiristrative proceedings could expose us to significant Hubilities and reputation

damage, and have a nuterial adverse effect on our results of sperations, and the litigation environment in which we aperate poses a significant risk to our
businesses.

We are involved in the ordinary course of business in a number of lawsuits involving employment, commercial, and environmental issucs, and other
claims for injuries and damages, among other matters. We evaluate litigation claims and Iegsl proceedings to assess the hikelihood of unfavorable outcomes
and to estimate, if possible, the amount of potential losses. Based on these assessments aml estirates, we establish reserves and disclose the relevant litigation
claims or legal proceedings, as appropriate. These assessments and estimates are based on the information availuble to management at the time and involve a
sigmificant amount of judgment. Actual outcomes or losses may differ materially from current assessments and estimates. The senlement or resolution of such
clamms or proceedings may have a material adverse effect on our results of operations. In addition. judges and juries in the State of Texas have demonstrated a
wiltingness to grant large verdicts, including punitive damages, to plaintiffs m personal injury, property damage and business tort cases, We use appropriate
means to contest litigation threatened or filed against us, but the litigation envirpnment in the State of Texas poses a significant business risk.

We are involved in the ordinary course of business in permif applications and renewals, and we are exposed to the risk that certain of our opuraling
permits may not be granted or renewed on satisfactory terms. Failure to obtain and maintain the necessary permits to conduct our businesses could have a
material adverse effect on our results of operations.

We are also invelved in the ordinary course of business in regulatory investigations and other administrative proceedings, and we are exposed to the
risk that we may hecome the subject of additional regulatory mvestigations or administrative proceedings. See liem 3, "Legal Proceedings - ~ Regulatory
investigations and Reviews." While we cannot predict the outcome of any regulatory investigation or administrative proceeding, any such regulstory
investigation or administrative proceeding could result in us incurring material penalties andfor other costs and have a matenal adverse effect on vur results of
operations and liguidity.

TCEH's revenues and results of operaions may be negatively impacted by decreases in market prices for electricity, decreases in natural gas prices, and/
or decreases in market eat rates,

TCEH (our largest business} is not guaranteed any rate of return on capital investments in is competitive businesses. We market and trade efectricity
and natural gas, including electricity from our own generation facilities and generation contracted from third parties, as part of our wholesale markets
operation. TCEH's resulis of operations depend in large part upon wholesale market prices for electricity, nawral gas, uranwum, coal and transportation in its
regional market and other competitive markets and upon prevailing retail electricity rates, which may be impacted by actions of regulatory suthorities. Market
prices may fluctuate substantially over relatively short periods of time. Demand for electricity can fluctuate dramatically, creating periods of substantial
under- or over-gupply. During periods of over-supply, prices might be depressed. Also, at times there may be political pressure, or pressure from regulatory
authorities with jurisdiction over wholcsale and retail energy commodity and transportation rates, 1o impose price limitations, hidding rules and other
mechanisms to address volatility and other issues in these markets.

Some of the fuel for our generation facilities is purchased under short-term contracts. Prices of fuel, inctuding diesel, natural gas, coal, and nuclear fuel,
may also be volatile, and the price we can obtain for electricity sales may not change at the same rate as changes in fue! costs. In addition, we purchase and
seil natural gas and other energy refated commodities, and volatility in these markets may affect costs incurred 1n meeting obligations.

Volatility in market prices for fuel and electricity may result from the following:
» volatility in natural gas prices;

. volatility in market heat rates,

. volatility in coal and rail transportation prices;

. severe or unexpected weather conditions;

. seasonality;

. changes in electricity and fuel usage,

. itliquidity in the wholesale power or other markets;
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. transmission or {ransportation constraints, inoperability or inefficiencies;

. availability of competitively-priced alternative energy sources;

* changes in market structure; ’
. changes in supply and demand for energy commodities, including nuclear fuel and related enrichment and conversion services;

. changes in the manner in which we operate our facilities, including curtailed operation due to market pricing, environmental, safety or othar
factors;

. changes in generation efficiency;

s outages or otherwise reduced output from our generation facilitics or those of our competitors;

. changes in the credit nisk or payment practices of market participants;

. changes in production and storage levels of natural gas, lignite, coal, cride oil, diesel and other refined products:
. natural disasters, wars, sabotage, terrorist acts, embargoes and other catastrophic events, and

. federal, state and local energy, environmental and other regulation and legislation.

All of our generation facilities are located in the ERCOT market, a market with limited interconnections to other markets, Wholesale electricity prices
in the ERCOT market generally correlate with the price of natural gas because marginal electricity demand is generally siipplied by natural gas-fueled
generation facilities. Accordingly, our camings and the value of our baseload generavon assets, which provided a substantis! portion of our supply volumes in
2010, are dependent in significant part upon the price of natural gas. Forward natural gas prices have generally trended downward since mid-2008. In recent
years natural gas supply has outpaced demand as a result of increased drilling of shale gas deposits combined with lingering demand weakness sssociated with
the economic recession, and many industry experts expect this supply/demand imbalance to continue for a number of vears, thereby depressing natural gas
prices for a long-term period. While our hedging activities, in parucular our long-term hedging program. are designed to mitigate the effect un earnings of low
wholesale electricity prices, due to fow natural gas prices, these market conditions are challenging to the long-term profitability of our generation assels.
Specifically, the low natural gas prices and the correlated effect in ERCOT on wholesale power prices could have a material adverse impact on the overafl
profitability of our generation assets for periods in which we do not have significant hedge positions. While we have significantly hedged our natural gas price
exposure for 2011 and 2012 (approximately 99% and 87%, respectively), as of December 31, 2010, we have hedged only approximately 51% and 19% of our

.wholesale natural gas price exposure related to expected generation output for 2013 and 2014, respectively. and do not have any significant amounts of hedges

in place for periods after 2014 A contmuation of current forward natural gas prices or a further decline of forward natural gas prices could limit our ability to
hedge our wholgsale elcetricity revenues at sufficient price levels to support our interest payments and debt maturities, result in further declines in the vajus of

our baseload generation assets and could adversely impact our ability to refinance the TCEH Revolving Credit Facility due in October 2013 or our substantial
debt due in October 2014, :

Wholesale electricity prices also correlate with market heat rates (a measure of efficiency of the marginal price-setting generator of electricity), which
could {all if demand for electricity were to decrease or if additional generation facilities are built in ERCOT. Accordingly, our earnings and the value of our
baseload {lignite/coal-fueled and nuciear) generation assets, which provided a substantial portion of our supply volumes in 2010, are also dependent in

significant part upon market heat rates. As a result, our baseload generation asscts could significantly decrease in profitability and value if market heat rates ~
continue at current levels or decline.

Our assets or positions cannot be fully hedged against changes in commodity prices and market heat rates, and hedging transactions may not work as
Planned or hedge counterparties may defoult on their obligations,

We cannot fully hedge the risk associated with changes in commodity prices, most notably natural gas prices, or market heat rates because of the
expected useful life of our generation assets and the size of our position relative to market liquidity, To the extent we have unhedged positions, fluctuating
commodity prices and/or market heat rates can materially impact our vesults of operations, liquidity and financial position, either favorably or unfavorably,
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To manage our Unancial exposure related to commodity price fluctuations, we routinely enter into contracts 0 hedge portions of purchase and sale
commilments, fuel requirements and inventorics of natural gas, lignite, coal, crude oil, diesel fuel and refined products, and viher commodities, within
established risk management guidelines. As part of this strategy. we routinely utilize fixed-price forward physical purchase and sale coniracts, futures,
financial swaps and option contracts traded in over-the-counter markets or on exchanges. Although we devote a considerable amount of time and effort to the
establishment of risk mansgement procedures, as well as the ongoing review of the implementation of these procedures, the procedures in place may not
always function as planned and cannot eliminate all the risks associated with these activities. For example, we hedge the expected needs of our wholesale and
retail customers, hut urexpected changes due to weather, natural disasters, market constraints or other factors could cause us 1o purchase power to meet
unexpected demand in peniods of high wholesale market prices or resell excess power into the wholesale market in periods of low prices. As a result of these

and other factors, we cannot precisely predict the impact that risk management decisions may have on our businesses, resulis of operations, {iquidity or
{inancial position,

With the ughtening of credit markets, there has been some decling in the number of market participants in the wholesale energy commodities markets,
resulting in less liguidity, particularly in the ERCOT electricity market. Participation by financial institutions and other intermedianes (including investment
banks) has particularly declined. Extended declines in market liquidity could materially affect ouy ability (0 hedge our financial exposure to desired levels,

To the extent we engage in hedgimg and risk management acdvities, we are exposed to the risk that counterparties that owe us monay, energy or other
commodities 85 a result of market ransactions will not perform their obligations, Should the counterparties to these arrangemenis fail to perform, we could be
forced w enter into alternative hedging arrangements or honor the underlying commitment at then-current market prices, In such event, we could incur losses
in addition to amounts, if any, already paid to the counterparties. ERCOT market participants are also exposed to risks that another ERCOT market participant
may default on its obligations to pay ERCOT for power taken, in which case such costs, to the extent not offset by posted security and other protections
available to ERCOT, may be allocated to various non-defaulting ERCOT market participanss, including us.

Qur coifateral requirements for hedging arrangemenss could be materially impacted if the rules implementing the Financial Reform Act broaden the
scope of the Act’s provisions regarding the reguiation gf over-the-counter financial derivatives and make them appilcable 1o us,

in July 2010, financisl reform legislation known as the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Financial Reform Act) was
enacted. While the legislation is broad and detailed, substantial portions of the legislation are currently under rulemakings by federal governmental agencies io
implement the standards set out in the legislation and adopt new standards,

Title V11 of the Financial Reform Act provides for the regulation of the over-the-counter (OTC) dervatives market. The Financial Reform Act generally
requires OTC dertvatives (including the types of asset-backed OTC derivatives that we use to hedge risks associated with commudity and interest rate
eaposure) o be cleared by a derivatives clearing organization. However, entities are exempt from these clearing requirements if they (1) are not "Swap
Dealers” or "Major Swap Participants” as will be defined in the rulemakings and (1f) use the swaps to hedge or mitigate commercial risk. The proposed
definition of Swap Dealer is broad and will, as drafied, include many end users. We are evaluating whether or not the type of asset-backed OTC derivatives
that we use to hedge commodity and inlerest rate risk is exempt from the clearing requirements. Existing swaps are grandfathered from the clearing

requirements. The logisiation mandates significant reporting and compliance requirements for any entity that is determined to be a Swap Dealer or Major
Swap Participant.

The Financial Reform Act also requires the posting of cash collateral for uncieared swaps. Because these cash collateral requirements are unclear as to
whether an end-user or its counterparty (e.g., swap dealer) 1s required to post cash collateral, there is risk that the cash collateral requirement could be used to
cifeetively negate the end-user clearing exemption, However, the legislative history of the Financial Reform Act suggests that it was not Congress’ intent to
require end-users to post cash collateral with respect to swaps. 1f we were required fo post cash collateral on our swap fransactions with swap dealess, our

liguidity would likely be materially impacted, and our ability to enter into OTC derivatives to hedge our commeodity and interest rate risks would be
significantly limited.
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We cannot predict the outcome of the rulemakings fo implement the OTC derivative market provisions of the Financial Reform Act. These rulemakings
could negatively affect our ability to hedge our commodity and interest rate risks. The inability to hedge these risks would likely have a material adverse
effect on our results of operations, Liguidity or financial condition. -

We may suffer materiol losses, costs and labilities due to ownership and operation of the Comanche Peak miclear generation facility.

The ownership and operation of a nuclear generation facility involves certain nsks These risks include:

. unsgheduicd outages or unexpected costs dug o equipment, mechanical, structural or other problems; ¢

. inadequacy or lapses in mamtenance protocels;”

. the impa_sirmerat of reactor operation and safety systems due o human error;

N the costs of storage, handling and disposal of nuckear materials, including availabihity of storage space;

. the costs of procuring nuclear fuel; )

. ’ the costs of securing the plant against possible terrorist attacks;

. limitations on the amounts and types nf‘insumnqe coverage commercially available, und

. uncertainties with respect to 1ht’: technological and financial aspects of decommissioning nuclear facilities at the end of their useful lHves.

The profonged unavailability of Comanche Peak could materiaily affect our financial condition and resuits of operations, The following are among the
more significant of these nisks: .

. Operntional Risk — Operations at any nuclear generation facility could degrade to the point where the facility woilld have to be shut déwn. If such
degradations were to occur, the process of identifying and correcting the causes of the operational downgrade to retum the facility 10 operation could
require significant time and expense, resulting in both ost revenue and increased fuel and purchased power expense to meet supply commitments,

Furthermore, 2 shut-down or failure at any other nuclear generation facility could cause regulators to require a shut-down or reduced availability at
Comanche Peak.

+ Regulatory Risk — The NRC may modify, suspend or revoke licenses and impose civil penalties for fatlure to comply with the Atomic Energy Act,
the regulations under it or the terms of the licenses of nuclear generation facilities. Unless extended. the NRC operating licenses for Comanche Peak
Unit 1 and Unit 2 will expire in 2030 and 2033, respectively. Changes in regulations by the NRC could require a substantial increase in capual
expenditures or result in increased operating or decommissioning costs,

« Nuclear Accident Risk ~— Although the safety record of Comanche Peak and other nuclear generation facilities generally has been very good.,
accidents and other unforeseen problems have occurred both i the US and elsewhere. The consequéences of an accident can be severe and include
loss of life, ingury, lasting negative health impact and property damage. Any accident, or perccived accident, could result in significant Habilities and
damage our repulation. Any such resulting Hability from a nuclear accident could exceed our resources, including instrance coverage.
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The operation nud maintenance of electricity generation and delivery facliitivs involves significant risks tisat could adversely affect our resuits of
operations, liguidity and financial condition.

‘The operation and maintenance of electricity generation and delivery facitities involves many risks, including, as applicable, start-up risks, breakdown
or failure of facilities, lack of sufficient capital to maintain the faciliivs, the dependence on a specific fuel source of the impact of unusual or adverse weather
conditions or other natural events, as well as the risk of performance below expucted levels of output, efficiency or reliability, the occurrence of any of which
could result in lost revenues andfor increased expenses. A significant number of our facilities were constructed many years ago. In particular, older generating
equipment and transmission and distribution equipment, even if maintained in accordance with good engineering practices, may require significant capital
expenditures to keep operating at peak cificiency or relinbility. The risk of increased maintenance and capital expenditures arises from (a) increased starting
and stopping of generation equipment due to the volatility of the competitive generation market and the prospect of continuing low wholesale electricity
prices that may not justify sustained or year-round operation of all our generating facilities, (b) any unexpected failure to generate clectneity, including failure
caused by equipment breakdown or forced outage and (¢} damage to facilities dus to storms, natural disasters, wars, terrorist acts and other catastrophic
events, Further, our ability to successfully and timely complete capital improvements to existing facilities or other capital projects i contingent upon many
variables and subject to substantial risks. Should any such efforts be unsuccessful, we could be subject to additional costs and/or Josses and write downs on
our investment in the project or improvement.

Tasurance. warranties or perfurmance guarantees may not cover all or any of the lost revenues or increased expenses that could result from the risks

discussed above, including the cost of replacement power. Likewise, the ability to obtain insurance, and the cost of and coverage provided by such msurance,
could be atfecied by events outside sur control,

Maintenance, expunsion and refurbishment of power generation facilities involve significant risks that could result in unplanned power ontages or
reduced output and could huve a material adverse effect on onr results of operations, liguidity and financiaf condition.

Many of our facilities are old and require periodic upgrading and improvement. Any unexpected failure, including tailure associated with breakdowns,
forced outages or any unanticipated capital expenditures could materiaily adversely affect our results of operations, liguidity and financial condition,

We cannot be certain of the level of capital expenditures thar will be required due to changing environmental and safety faws and regulations (including
changes i the interpretation or enforcement thereof), needed facility repans and unexpected events (such as natural disasters or terrorist attacks). The
unexpected requirement of large capital expenditures could materially adversely affect our results of operations, Hiquidity and nancial condition.

If we maks any major modifications to our power generation facilities, we may he required o install the best available contro} technology or to achieve
the fowest achievable emission rates 2s such rerms are defined under the new source revicw provisions of the Clean Air Act. Any such modifications would
likely result in substantial additional capital expenditures,

Qur cost of compliance with envirenmental laws and regnlations and our commitments, and the cost of compiiance with new envirenmental faws,
regulations or commitments could materially adversely affect our resnlis of operations, Hquidity and financial condition,

We are subject 1o extensive environmental regulation by governmental authorities, including the EPA and the TCEQ. In operating our facilities, we are
required to comply with numerous environmental laws and regulations and 1o obtain numerous govermnmental permits, We may incur significant additional
costs beyond those currently contempiated to comply with these requirements. {f we fail to comply with these requirements, we could be subject to civil or
criminal Habilities and fines. Existing environmental regulations cuuld be revised or reimterpreted, new laws and regulations could be adopted or become
applicable to us or our facilities. and future changes in environmental laws and regutations coutd occur, including potential reguiatory and enforcement

developments related to air emissions, ail of which could result in significant additional costs beyond those currently contemplated to comply with existing
requirements,
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The EPA has recently completed several regulatory actions establishing new requirements for control of certain emissions from sources that include
coal-fueled generation facilities. 1t 15 also currently considering several ather regulatory actions, as weil as contemplating future additional regulatory actions,
i gach case that may affect our coal-fucled generation facilities. There is no assurance that the currently-instalied emissions control equipment at our coal-
fueled generation facilities will satisfy the requirements under any future EPA or TCEQ regulations. Some of the potential EPA or TCEQ regulatory actions
could require us to install significant additional control equipment, resulting 1n material costs of compliance for our generation units, including capital

expenditures, higher operating costs and potential production curtailments. These costs could result in material adverse effects on our results of operations,
hgudity and financial condition. .

In conjunction with the building of three new generation units, we have committed to reduce emissions of mearcury, NOy and SO, through the
installation of emissions control equipment at both the new and existing lignite-fueled gencration units. We may incur significantly greater costs than those
conternplated in order to achieve this commitment.

We have formed a Sustainable Energy Advisory Board that advises us in our pursuit of technology development opportunities that, among other things,
are designed to reduce our impact on the environment, Any adoption of Sustainable Energy Advisory Board recommendations may cause us to incur
significant costs in addition to the costs referenced above,

We may not be able to cbtam or maintain all required environmental regulatory approvals, If there is a delay in obtaining any required environmental
regulatory approvals, if we fail to obtain, maintain or comply with any such approval or if an approval is rewrosctively disallowed, the operation and/or
construction of our facilities could be stopped, curtailed or modified or become subject to additional costs.

in addition, we may be responsible for any on-site linbilities associated with the environmental condition of facilities that we have acquired, leased or
developed, regardless of when the liabilities arose and whether they are known or unknown. In connection with certain acquisitions and sales of assets, we
may obtain, or be required to provide, indemnification against certain environmental habilitics Another party could, depending on the circumstances, assert
an environmental claim against us or fail to meet its indemnification obligations to us.

" Qur results of aperations, lynidity and financial condition may be materiaily adversely affected if new federnl mnt/ar state legistation or regulations are
adapted to address global climate change.

In recent years, a growing concem has emerged about global climate change and how greenhouse gas (GHG) emissions, such as CO,, contribute to
global climate change. Several bills addressing climate change have been introduced in the US Congress or discussed by the Obama Administration that are
intended 1o address climate change using different approaches, including a cap on carbon emissions with eminters allowed to trade unused emission
attowances (cap-and-trade), incentives for the development of low-carbon technology and federal renewable portfolio standards. In addition, a number of
federal court cases have been recently decided that could result in the future regulation of GHG emissions.

The EPA recently issued a rule, known as the Prevention of Significant Deterioration {PSD) tailoring rule, which establishes new thresholds for
regulating GHG emissions from stationary sources under the Clean Air Act. Beginning in January 2011, the rule requires any source subject to the PSD
permitting program due to emissions of non-GHG poliutants that increases its GHG cmissions by 75,000 tons per year (1py) to have an operating permit under
the Title V Operating Permit Program of the Clean Awr Act and install the best available controi technology in conjunction with construction activities or plant
modifications. Beginning in July 2011, PSI) permitting requirements will also apply to new projects with GHG emissions of at least 100,000 tpy and
modifications to existing facilities that increase GHG emissions by at least 75,000 tpy (even if no non-GHG PSD thresholds are exceeded). The EPA also

finalized regulations in 2009 that will require certain categories ot GHG emitters (including our lignite-fueled generation facilitics) to monitor and report their
annual GHG emissions beginning in March 2011,

The EPA also announced in Jate 2010 its intent to promulgate, in 2011, GHG emission limits known 1s New Source Performance Standards that would
apply to new and modificd sources, as well as GHG emission guidelines that states might apply to existing sources of GHOs. The EPA has indicated that such
new standards and guidelines would be applicable to electricity generation facilities, We cannot predict what lsmlts or guidelines the EPA might adopt. if' the
limits or guidelines become apphcabic 10 our generation facilities and require us to install new control equipment or substantially alter our operations, it could
have a matenal adverse effect on our results of operations, liquidity and financial condition,
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We produce GHG emissions from the combustion of fossil fuels at our generation facilities. For 2010, we estimate that our generation facitities
produced 64 million short tons of CO, based on continuously monitored data reported to and subject to approval by the EPA. Because a substantial portion of
our generation portfolio consists of lignite/coal-fucled generation facilities, our results of operations, liquidity end financial condition could be matenally
advemely affected by the enactment of any legisiation or reguiation that mandaies a reduction in GHG emissions or that imposes {inancial penalties, costs or
taxes upon those that produce GHG emissions. For example, to the extent a cap-and-trade program is adopted, we may be required fo incur material costs to
reduce our GHG emissions or to procure emission allowances or credits to comply with such a program. The EPA regulation of GHGs under the Clean Air
Act, or judicially imposed limits on GHG emissions, may require us to make material expenditures to reduce our GHEG emissions, If a significant number of

sur customers or others refuse o do business with us because of our GHG emissions, it could have a material adverse effect on our results of operations,
liquidity or financial condition.

Our resudts of operations, liguidity and financial condition may be materiatly adversely affected by the effects of extreme weather conditions.

Our results of operations may be affected by weather conditions and may fluctuate substantially on a seasonal basis as the weather changes. In addition,
we could be subject to the effects of extreme weather, Extreme weather conditions could stress our transmission and distribumiion system or our generation
facilities resulting m outages, increased maintenance and capital expenditures, Exireme weather events, including sustained cold tempetatures, hurricanes or

storms or other natural disasters, could be destructive and result in casualiy losses that are not ultimately offset by insurance proceeds or in increased capital
expenditures or costs, including supply chain costs,

Moreover, an extreme weather event could cause distuption in service to customers due to downed wires and poles or damage to other operating
equipmant, which could result in us foregoing sales of electnelty and lost revenue, Similarly, an extreme weather event might affect the availability of
generation and transmission capacity, limiting our ability to source or deliver electricity to where it is needed. These conditions, which cannet be reliably

pradicted, could have an adverse consequence by requiring us to seek additional souress of electnicity when wholesale market prices are high or 1o seek to et
excess electricity when those market prices are low.

The rates of Oncor's electricity delivery business are subject to regulatory review, and may be reduced below current levels, which could aaversely impact
Oucor's results of operations, figuidity and financiaf condirion,

The rates charged by Oncor are regulated by the PUCT and certaln cities and are subject to cost-of-service regulation and annual eamings oversight.
This regulaory treatment does nnt provide any assurance as to achievement of earnings levels. Oncor's rates are regulated based on an analysis of Oncor's
costs and capital structure, as reviewed and approved m a regulatory proceeding. While rate regulation is premised on the full recovery of prudently incurred
costs and a reasonable rate of retum on invested capital, there can be no assurance that the PUCT will judge all of Oncor's costs o have been prudently
incurred, that the PUCT will not reduce the amount of invested copital included in the capital structure that Cncor's rates are based upon, or that the regutatory
process in which rates are determined will always result iy rates that will produce full recovery of Oncor's costs, including reguistory assets reparted in
Oneor's balance sheet, and the return on invested capital allowed by the PUCT. {n January 2011, Oncor filed for a rate review with the PUCT and 203 cities as
discussed in {tem 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations - Regulatory Matters.” In its filing, Oncor
requested an aggregate annual rate increass of spproximately $353 million and a revised regulmory capisal strugture of 557 debt to 43% equity. The debt-to-
equity ratio established by the PUCT is currently set at 609 debt 10 4054 equity. We cannot predict the outcome of this rate review.

In addition, in connection with the Merger, Oncor has made several commitments to the PUCT regarding its taies. For example, Oncor committed that
it will, in rate cases after its 2008 general rate case through proceedings initiated prior to December 31, 2012, support a cost of debt that will be no greater

than the then-current cost of debt of electric utilities with investment grade credit ratings equal to Oncor's ratings as of October §, 2007 As a result, Oncor
may not be able to recover all of its debt costs if they are above those jevels,
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Ongoing petformarice improvement initiatives may not achieve desired cost reductions and may instead result in significant additional costs if
unsuccessfid,

The implementation of performance improvement imitiatives identified by management may not produce the desired reduction in costs and if
unsuccessful, may instead result in sigmficant additional costs as well as significant disruptions in our operations due to employee displacement and the rapid

pace of changes to organizational structure and operating practices and processes. Such additional costs or operational disruptions could have an adverse
effect on our businesses and financial prospecis.

Attacks on our infrastructure that breach cyber/data security measiures could expose us to significant liabilities and repuration damage arnd disrupt ‘
business aperations, which could have a material adverse ¢ffect on our financial condition, results of operations and lguidity.,

A breach of cyber/data security measures that impairs our information technology infrastructure could disrupt normal business operations and affect our
ability to control our generation and transmission and distribution assets, access retail customer information and limit communication with third parties. Any
loss of confidental or proprietary data through 2 breach could adversely affect our reputation, expose the company to legal claims, impair our ability to

execute on business strategies and/or materially and adversely affect our financial condition, results of operations and liquidity. '
. ¥

YXU Energy may lose a significant ber of retail cust s dite to ¢

wpetitive marketing activity by other retail eleciric providers.

TXU Energy faces competition for customers. Cumpetitors may offer lower prices and other incentives, which, despite 1XU Energy's long-standing

relationship with customers, may attract customers away from TXU Energy.

In some retail electricity markets, TXU Energy's principal competitor may be the incumbent REP. The incumbent REP has the advantage of tong-""
standing relationships with its customers, including well-known brand recognition.

In addition 1o competition from the incumbent REP, TXU Energy may face competition from a number of other energy service providers, other energy
industry participants, or nationally branded providers of consumer products and services who may develop businesses that will compete with TXU Energy.

Some of these competitors or potential competitors may be larger or better capitalized than TXU Energy. If there is inpdequate potential margin in these retail
electricity markets, it may not be profitable for TXU Energy to compete in these markets.

%

TXU Energy's retail business is subject to the risk that sensitive customer data may be compromised, which could result inn an adverse impact to its
reputation and/or the resuits of aperations of the retail business,

TXU Energy's retail business requires access to sensitive customer data in the ordinary course of business. Examples of sensitive customer data are
names, addresses, account information, historical elgctricity usage, expected pstiems of use, payment history, credit bureau data, credit and debit card account
numbers, drivers license numbers, social security numbers and bank account information. TXU Energy's retar] business may need to provide sensitive
customer data to vendors and service providers who require access to this information in order to provide services, such as call center operations, to the retail
business. If a significant breach occurred, the reputation of TXU Bnergy's retail business may be adversely affected, customer confidence may.be diminished,

or TXU Energy's retail business may be subject to Jegal claims, any of which may contribute to the foss of customers and have a negative impact on the
business and/or results of operations.
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TXU Energy refles on the infrastructure of local wiilities or independent transmission system operators to provide electricity to, and 1o obtain infornation

about, its customers. Any infrastructure failure could neguatively impact customer satisfaction and could have a material negutive impact on its business
and results of operations.

TXU Energy depends on transmission and distribution facilities owned and operated by unaffiliated utilities, as well as Oncor's facilities, 1o deliver the
electricity it sells to its customers. If transmission capacity is inadequate, TXU Energy's ability 10 sell and deliver electricity may be hindered, and it may have
to forgo sales or buy more expensive wholesale electricity than is available in the capacity-constrained area. For example, during some periods, transmission
access is constrained in some areas of the Dallas-Fort Worth metroplex, where TXU Energy has a significant number of customers. The cost to provide
service to these customers may excend the cost to provide service to other customors, resulting in fower profits. In addition, any infrastructure failure that
interrupts or impairs delivery of electricity to TXU Energy's customers could negatively impact the satisfaction of its customers with its service

TXU Energy offers bundled services to ity revail customers, with some bundied services offered at fixed prices and for fixed terms. I TXU Energy's costs
Sor these bundied services exceed the prices puid by its customers, its results of aperations could be materiaily adversely affected,

TXU Energy offers its customers a bundle of services that include, at a minimum, efectricity plus transmission, distribution and refated services. The
prices TXU Energy charges for its bundle of services or for the various components of the bundle, any of which may be fixed by contract with the customer
for a period of time, could fall below TXU Energy's underlying cost to provide the components of such services.

TXU Energy's REP certification is subject to PUCT review,

The PUCT may at any time initiate an investigation into whether TXU Energy is comphiant with PUCT Substantive Rules and whether it has met all of
the requirements for REP certification. including financial requirements, Any removal or revocation of 8 REP certification would mean that TXYU Energy

would no longer be allowed to provide eleciricity service to retail customers. Such decertification would have a material and adverse effect on the company
and its financial prospects.

Changes in technology or increased electricity conservation efforts may reduce the value of eur generation facilities and/or Oncor's electricity delivery
Jacilities and may significantly imprct our businesses in other ways as weil,

Research and development activities are ongoing to improve existing and alternative technologies to produce electricity, including gas turbines, fuel
cells, microturbines, photoveltaic {sofar) cells and concentrated solar thermal devices. 1t is possible that advances in these or other technologies will reduce
the costs of electricity production from these technologies to a level thut will enable these technolpgies to compete effectively with our traditional generation
facilitfes. Consequently, whers we have facilities. the profitability and market valug of our generation assets could be significantly reduced. Changes m

1echnology could also alter the channels through which retail customers buy electricity. To the extent seif-generation facilities become a more cost-effective
option for certain customers, our revenues could be materially reduced.

Also, electricity demand could be reduced by increased conservation efforts and advances in technology, which could likewise significantly reduce the
value of our generation assets and electricity delivery facilities. Certain regulatory and legistative bodies have introduced or are considering requirements and/
or incentives to reduce energy consumption by a fived date. Effective energy conservation by our customers could result in reduced energy demand or
significantly slow the growth in demend. Such reduction in demand coutd materially reduce our revenues. Furthermore, we may incur ingcreased capital
exponditures 1f we are required to invest in conservation measures.

Qur revenues and resuits af sperations may be adversely impacted by decreases in murket prices of power due to the develspment of wind generation
POwWer Sources.

A significant amount of investment in wind generation in the ERCOT market over the past few years has mereased overall wind power generation
capacity. Generally, the increased capacity has led to lower wholesale electricity prices (driven by lower market heat rates) i the regions at or near wind
power development. As a result, the profitability of our generation facilities and power purchase contracts, mncluding cortain wind generation power purchase

contracts, has been impacted and could be further impacted by the effects of the wind power development, and the value could significantly decrease of wind
power generation has a material sustained effect on market heat rates.
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Our revenues and results of operations may be adversely impacied by the ERCOT muarket's recent transition from a vonal to a nodal whelesale market
structure.

Substantialty ail of our competitive businesses are located in the ERCOT market, which has recently transitioned from a zonal market structure with
{our congestion management zones to a nodal market structure that directly manages congestion on a localized basis. In a nodal market, the prices receved
and paid for power are based on pricing detcrmined at specific interconnection points on the transmission grid (i.c., Locational Marginal Pricing), which could
resuit 1n tower revenues or higher costs for our competitive businesses. This market structure change could have 3 significant impact on the profitability and
value of our competitive businesses depending on how the Locational Marginal Pricing develops, particularly if such development ultimately results in lower
revenue due to jower wholesale electricity prices, increased costs to service end-user clectricity demand or increased collateral posting requirements with

ERCOT. See ltem 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations — Significant Actvities and Events —
Wholesale Market Design — Nodal Market.”

Our future results of operations may be negatively impacted by setilement adjustments determined by ERCOT related to prior periods.

ERCOT is the independent system operator that is responsible for maintaining reltable operation of the bulk eleciric power supply system in the
ERCOT market. its responsibilities include the clearing and settiement of clectricity volumhies and related ancillary services among the vagious participants in
the deregulated Texas marker. Settlement information for most operating activity is due from ERCOT within two months after the operating day, and true-up
settlements are dus from ERCOT within six months after the operating day. Likewise, ERCOT has the ability to resettle any operating day at any time after
the six month settlement period, usually the result of a lingering dispute, an aiternative dispute resolution process or litigated event. As a result, we are subject
to setttement adjustments from ERCOT related 1o prior periods, which may result in charges or credits impacting our future reported results of operations.

Our resulty of operations and fis nancial condition could be negatively impacted by any develapment or event beyond aur control that causes economic
weakness in the ERCOT market.

We denive substantially ali of our revenues from operations in the ERCOT market, which covers approximately 75% of the geographical area m the
State of Texas, As a result, regardless ot the state of the economy in areas outside the ERCOT markset, economic weakness in the ERCOT market counld lead

to reduced demand for electricity i the ERCOT market, Such a reduction could have a material negative impact on our resaits of operations, liquidity and
finaneial condition,

EFH Corp.’s (or any applicable subsidicry's) credit ratings could negatively affect EFH Corp.'s (or the pertinent siibsidiary's) abitity to access capital and
could require EFH Corp. or its subsiz{iarias to post celiateral or repay certain indebtedness.

Downgrades in EFH Corp.'s or any of its applicable subsidiaries' fong-term debt ratings generally cause borrowing costs 1o increase and the potential
pool of investors and funding sources to decrease and could trigger lignidity demands pursuant to the terms of new commaodity contracts, leases or other
agreements. Future transactions by EFH Corp. or any of its subsidiaries, including the ssuance of additional debt or the consummation of additional debt
exchanges, could result in temporary of permanent downgrades of EFH Corp.'s or its subsidiaries’ credit ratings.

Most of EFH Corp.'s large customers, suppliers and counterparties require an expected level of creditworthiness in order for them to enter into
transactions. I EFH Corp.’s (or an applicable subsidiary's) credit ratings decline, the costs to operate its businesses would likely increase because

counterpartics could require the posting of collateral 1 the form of cash-related mstrumem.s or counterparties could dechine to do business with EFH Corp.
{or its applicable subsidiary).

N
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Market volatility may have impacts on eur businesses and financial condition that we currently cannot predict,

Becausc our operations are capital intensive, we expect to rely over the long-term upon access to financial markets {particularly the attainment of
Hauidity facilities) as a significant source of hiquidity for capital requirements not satisfied by cash-on-hand, operating cash Sows or our revolving credit
fucitities. The capital and credit markets experienced extreme volatitity and disruption in 2008 and 2009. Our ability {0 access ihe capital or credit markets
may be severely restricted at a time when we would like, or need, 1o access those markets, which could have an impact on our Hexibility to react to changing
econpmic and business conditions. In addition, the cost of debt financing may be materially impacted by these market conditions. Accordingly, there can be
n0 assurance that the capital and credit markets will continue to be a reliable or acceptable source of short-term or long-term financing for us. Additionaily,
disruptions in the capital and credit markets could have a broader impact on the economy in general in ways that could lead to reduced electricity usage,

which coutd have a negative impact on our revenucs, or have an impact on our customers, counterparties and/or Jenders, causing them to fail fo meet their
obligations 1o us

Our liquidity needs could be difficult to satisfy, particularly during times of uncertainty in the financial markets and’'or during times when there are

significant changes in commaodity prices. The inabitity to access liquidity, particularly on favorable terms, could materially adversely affect resuits of
aperations and/or financial condition.

Our businesses are capital intensive. We rcly on access to financial markets and liquidity facilities as a significant source of liquidity for capital
rerquirements not satisfied by cash-on-hand or operating cash flows. The inability to raise capital on favorable terms or sccess Hquidity facilities, particularly
during times of uncertainty similar to those experienced in the financial markets in 2008 and 2009, could impact our ability to sustain and grow our businesses
and would likely increase capital costs. Our access to the financial markets and liquidity facifities could be adversely impacted by various factors, such as;

. cianges in financial markets that reduce available credit or the ability 1o obtain or renew liquidity facilities on acceptable terms;

. economic weakness in the ERCOT or general LIS market,

" changes in inlerest rates;

. a deterioration of EFH Comp.'s Credis'or the credit of its subsidiaries or a reduction in EFH Corp's or its applicable subsidiaries’ credit ratings;

. a deterioratton of the credit or baskruptey of one or more lenders or counterparties under our liquidity facilities that affects the ability of such
lender(s) to make loans 10 us;

. volaulity in commadity prices that increases margin or credit requircments;
. a matenial breakdown in our risk manngement procedures, and

. the veeurrence of changes n our businesses that restrict our ability to sccess Hyuidity facilities,

Although we cxpect to actively manage the liquidity exposure of existing and future hodging arrangements, given the size of the long-term hedging
program, any significant increase in the price of natural gas could result 1n us being required to provide cash or letter of credit coliateral in substantial
amounts. While these potential posting obligations are primarily supported by the Hquidity facilities, for certain vansactions there is 2 potential for the timing
of postings on the commodity contract obligations to vary from the timing of borrowngs from the TCEH Commeodity Collateral Posting Facility. Any
percerved reduction in our credit quality could resuit in clearing agents or other counterparties requesting additional collateral. We have credit concentration
risk related to the limited number of lenders that provide Hauidity o support our hedging program. A deterioration of the credit quality of such leaders could
materiaily affect our ahility to continue such program on acceptable terms. An event of default by one or more of our hedge counterparties could result in
termination-related settlement payments that reduce available Hyuidity if we owe amounts related to commodity contracts or delays in receipts of expected

settfements «f the hedge counterparties owe amounts to us These eveals could have a material negative impact on our results of operations, liquidity and
financial condition.

I the cvent that the governmental agencics that regulate the activities of our busingsses determine that the creditworthiness of any such business is

inadequate 10 support our activities, such agencies could require us to provide additional cash or letter of eredit cotlateral in substantial amounts 1o qualify 10
do busingss.
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In the event our liquidity facilities are &eiﬁg used largely to support the long-term hedging program as a result of a significant incrsase in the price of

natural gas or significant reduction in credit quality, we may bave to forege certain capital expenditures or other investments in our competitive businesses or
other business opportunities.

Funther, & lack of available tiquidity could adversely impact the evaluation of our creditworthiness by counterparties and rating agencies. In particular,

such concems by existing and potential counterparties could significantly limit TCEH's wholesale markets acuivities, including its long-term hedging program.

The costs of providing pension and OPEB and related funding requirements are subject to changes in pension fund volues, changing demographics and
Huctiaring actnarial assumptions and may have a material adverse effect on our results of operations, liquidity and financial condition.

We provide pension benefits based on either a traditional defined benefit formula or a cash balance formula and also provide certain health care and life
insurance benefits to ehigible cmployees and their eligible dependents upon the retirement of such employees. Our costs of providing such benefits and related
funding requirements are dependent upon numerous factors, assumptions and estimates and are subject to changes in these factors, assumptions and estimates,

including the market value of the assets funding the pension and OPEB plans. Fluctuations in {inancial market returns as well as changes in general interest
rates may result in increased or decreased benefit costs in future periods.
~

The values of the invesiments that fund our pension and OPEB plans are subject to changes in financial market conditions, such as the substantial
dislocation that began in 2008, Significant decreases in the values of these investments could increase the expenses of the pension plan and the costs of the
OPEB pians and related funding requirements in the future. Our costs of providing such benefits and related funding requirements are also subject to changing
employee demographics {ifcluding but not limited to age, compensation levels and years of accredited setvice), the level of contributions made to retiree
plans, expected and actual carnings on plan assets and the discount rates uscg in determining the projected benefit abligation. Changes rmade to the provisions
of the plans may also impact current and future benefit costs. Fluctuations in financial market retums as well as changes in general interest rates may result in
increased or decreased benefit costs in future periods, See Note 20 to Financial Statements for further discussion of our pension and OPER plans.

As was the case in the third quarter 2818 (as discussed in Note 4 to Financial Statemenis), goodwill and/or other intangible assets not subject to
amortization that we have recorded inn connection with the Merger are subject 1o at feast annual impuirment evaluations, and as a result, we could be

required ta write off some or ail of this goodwill and other intangible assets, which may cause adverse lnpacts on viir results of operations and financial
condition. : t

In accordance with accounting standards, goodwill and centain other indefinite-lived intangible assets that are not subject o amortization are reviewed
annually or more frequently for impairment, if certain conditions exist, and may be impaired. Any reduction in or impairment of the value of goodwill or other

intangible assets will cesult in a charge against earnings, which could cause a material adverse impact on cur reported results of uperations and financial
position.

The loss of the services af our key management and personnel could adversely affect our abilly to operate our businesses.

Qur future success will depend on our ability to continug to atiract and retain highly qualified personnel. We compete for such personnel with many
other companies, in and outside our industry, government entities and other organizations. We may not be successful m retaining current personnel or in

hiring or retaining qualified personnel in the future. Qur failure to attract new personnel or retain existing personnel could have a material adverss effect on
our businesses.
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The Sponsor Group controls and may have conflicts of interest with us in the figure,

The Sponsor Group mdirectly owns approximately 60% of EFH Corp.'s capital stock on a fully-diluted basis through sts investment in Texas Holdings
As a result of this ownership and the Sponsor Group's ownership in interests of the general partner of Texas Holdings, the Spunsor Group has control over

decisions regarding our operations, plans, strategies. finances and structure, including whether to enter into any corporate transaction, and will have the ability
to prevent any iransaction that requires the approval of LEH Corp.'s shareholders,

Additionally, each member of the Sponsor Group is in the business of making investments in companies and may from time to time acquire and hold
interests in businesses that compete directly or indirectly with us, Members of the Sponsor Group may also pursue acquistion opportunities that may be
complementary to our businesses and, as a result, those acquisition opportunities may not be available to us, So long as the members of the Sponsor Group, or
other funds controlied by or sssociated with the members of the Sponsor Group, continue to indirestly vwn, in the aggregate, a significant amount of the

outstandmg shares of EFH Corp.'s common stock, even if such amount is less than 50%, the Sponsor Group will continue 1o be able to strongly influence or
effectively control our decisions.

Item 48, UNRESOLVED STAFF COMMENTS
Nune.
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ltem 3., LEGAL PROCEEDINGS

Litigation Related to Generation Facilities

In November 2010, an adnunistrative appeal challenging the decision of the TCEQ to rencw and amend Oak Grove Management Company LLC's (Oak
Grove) {8 wholly-owned subsidiary of TCEH) Texas Pollutant Discharge Elimination System (TPDES) permt related to water discharges was filed by
Robertson County: Qur Land, Cur Lives and Roy Henrichson in the Travis County, Texas District Court. Plaintiffs seek a reversal of the TCEQ's orderand a
remand back to the TCEQ for further proceedings. In addition to this administrative appeal, m November 2610, two other petitions were filed in Travis
County, Texas District Court by Sustainable Energy and Economic Development Coalition and Paul and Lisa Rolke, respeciively, who were non-parties to the
administrative hearing before the State Office of Administrative Hearings, chalienging the TCEQ's decision fo renew and amend Oak Grove's TPDES permit
and asking the District Court fo remand the matter to the TCEQ for further proceedings, Although we cannot predict the outcome of these proceedings, we
hélieve that the renewal and amendment of the Oak Grove TPDES permit are protective of the environment and that the application for and the processing of
Oak Grove's TPDES permit renewal and amendment by the TCEQ were in accordance with applicable law, There can be no assurance that the outcome of
these matters would not result in an adverse impact on our financial condition, results of operations or liquidity.

in September 2010, the Sicera Club filed a lawsuit in the US District Colirt for the Eastern District of Texas (Texarkana Division) against EFH Corp.
and Luminant Generation Company LLC (a wholly-owned subsidiary of TCEH) for alleged violations of the Clean Air Act at Luminant's Martin Lake
generation facility, While we are unable (o estimate any possible loss or predict the outcome of the litigation, we believe that the Sierra Club's claims are-
without erit, and we intend to vigorously defend this litigation. In addition, in February 2019, the Sierra Club informed Luminant that it may sue Luminant,
after the expiration of a 60-day waiting period, for allegedly vivlating federal Clean Air Act provisions i connection with Luminant's Big Brown generativn
facility. Subsequently, in December 2010, Sierra Club informed Luminant that it may sue Luminant, after the expiration of a 60-day waiting period, for

atlegedly violating federal Clean Air Act provisions in connection with Luminant's Monticello generation facility. We cannot predict whether the Sierra Club
will actually file suit or the outcome of any resulting procecdings.
H

Reguiatory Reviews

in June 2008, the EPA issued a request for information to TCEM under the EPA's authority under Section {14 of the Clean Air Act. The stated purposs
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 generstion facilities. Historically, as the EPA has pursued its New Source Review
enforcement initiative, companies that have received a large and broad request under Section 114, such as the request received by TCEH, have in many
mstances subsequently received a notive of viclation from the EPA, which has in some cases progressed to litigation or setttement. 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 matier”

Other Proceedings

in addition to the above, we are 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 our financial position, resuits of operations or cash flows.

ftem 4. {REMOVED AND RESERVED)
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Hem 3, MARKET FOR REGISTRANT'S COMMON KQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SECLURITIES

As a result of the Merger, EFH Corp.'s common siock is privately held, and there is no established pubtic trading market for EFH Corp.’s common
stock.

See Note 13 (o Financial Statements for a description of the restrictions on EFH Curp.'s ability to pay dividends.
The number of holders of the common stock of EFH Corp. as of February 15, 2011 was 119,
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ftem 6, SELECTED FINANCIAL DATA

Qperating revenues

Income (logs) from continuing operations P
Income from discontinued opersations, net of tax effect
Net income (loss)

Net (income} loss attributable to noncontrotling interests
Net income (loss) attributable to EFH Corp.

Ratio of earnings to fixed charges (a)

Capital expenditures, including nuclear fuel

See Notes to Financial Statements.

EFH CORP. AND SUBSIDIARIES
SELECTED FINANCIAL DAYA
{miktions of dollars, except ratios}

'Successar Predecessor
) Period from Periad from
October i1, Janusry 1,
2007 through
2 Year Ended December 3, i) ber 3, 2007 through - Year Ended
ectober 10, Becember 31,
1040 2008 2608 2007 2007 1096
$ 8235 $ 9546 % 11364 § 1994 i$ BO44 % 10,703
(2.812) 408 {5,968) (1,361) 659 2,463
— — — H 24 87
(2,812)" 408 {5,998) {1,360) 723 2,552
- (6 160 - - —
(2.812) 344 (9,838 {1,360} 723 2,552
—_ 1.24 e e E 230 5.1
3 944 § 2,545 8§ 3015 % 7i6 |§ 2,542 8. 2,337
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EFH CORP. AND SUBSIDIARIES
SELECTED FINANCIAL DATA (CONTINUED)
{millions of dollars, sxcept ratios)

Sutzersor Predecessor
As of Deermber 34, Agof
December 31,
2014 bl 2008 2007 2006

Total assets $ 46388 0§ 59662 05 59263 3 64804 3 27216
Property, plant & squipment — net $ 20366 § 30,108 % 29322 & 28650 3 18,369
Goodwill and intangible assets 3 33552 % 17.1%2 $ 17379 0§ 2.8 < 728
Capitalization

Long-term debt, less amounts due currently $ 34226 $ 41440 5 40838 5 33501 % 10,631

EFH Corp. cumumon stock equity {3,990} (3,247) {3.673) 6,685 2,140

Noncontrolling interests in subsidiaries 79 1411 1353 . —

Total § 28315 $ 39604 5 38520 3 45288 g 12.771
feeons ot g

Cuapitalization ratios

Long-term debt, less amounts due currently 1206%, 104.6% 1606 (9% 85.2% 1320,

EFH Corp. common stock 2quity (20.2) 4] 9.5 14.8 168

Noncontroiling interests in subsidiaries 0.3 36 3.5 - -

Total 100.0%s 100.0% 100.0% 100.0% 100.0%

Short-term borrowings $ 1221 0§ 1569 0§ 1237 0% L7 s 1,491
Long-term debt due currently 3 669 % 417 3 385 8 513 1% 483

{a}  Fixed charges exceeded “eamings” by 32.531 billion. $10.469 biflion and $2.034 billion for the vears ended December 31, 010 and 2008 and for the
period from October 1, 2007 through December 31, 2007, respectively.

Nuote: Although EFH Corp. continued as the same legal entity afler the Merger, its *Selected Financial Data® for periods preceding the Merger and for penods
succeedmg the Merger are presented as the consofidated {inancial statements of the “Predecessor® and the "Successor,” respeetively, See Note 1 o Financial
Sratements "Basis of Presemtation.” The consolidated financial statements of the Successor reflect the application of "purchase accounting.” Results for 2010
reflect the prospective adoption of amended guidance regarding consolidation accounting standards related to variable interest entities that resulted in the
deconsolidation of Oncor Holdings as discussed in Note 3 to Financial Statements and amended guidance regarding transfers of financial assets that resulted
in the accounts receivable securitization program no longer being sccounted for as a sale of accounts receivable and the funding under the program now
reported as short-term borrowings as discussed in Note 10 to Financial Statements. Results for 2010 were significantly impacted by a goodwill impairment
charge as discussed in Note 4 to Financial Statements. Results for 2008 were significantly smpacted by impairment charges related to goodwill, trade name
and emission allowances intangible assets and natural gas-fucled generation facitities as discussed i Notes 4 and § to Financial Statements.
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Quarterly Informarion (Unaudited) ‘
.
Results of operations by quarter are summarized below. In our opinion, all sdjustments {consisting of normal recurring accruals) necessary for a fair

statement of such amounts have been made. Quarterly results are not necessarily indicative of a full year's operations because of seasonal and other factors.
All amounts are in mitlions of dollars.

Firse Second Third Fourth
Quarter OQuarter CGuarter (a) Quarter
2010
Operating revenues $ 1,599 % 1993 3 - 2607 % 1,636
Net income (logs) 358 {426) . (2,902) 161
Net income (loss) attributable to EFH Comp. & 355 0§ T (426) % (2,902 $ 16]
First Second Third Fourth
. QOuarter {a) Quarter Quarter Quaster
2609
Operating revenues $ 2,119 % 2342 § 2885 % 2180
Net income (loss) 454 {139} {30 147
Net income attributable to noncontroliing interests (12) {16) (26) {1
Met income (Joss) attributable to EFH Corp. $ 442 % {155 § (30) % 137

{a)  Net income {loss) amounts include the effects of impairment charges related to goodwill (see Note 4 1o Financial Statements),

%
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item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations for the fiscal years ended December 31, 2010, 2009 and 2008
should be read in conjunction with Selected Financial Data and our audited consolidated {inancial statements and the notes 1o those statements,

All dollar amounts in the tables in the following discussion and analysis are stated in millions of US dollars unless otherwise indicated.

Business

We are a Dallas, Texas-based holding company with operations consisting principally of our TCEH and Oncor subsidiaries. TCEH s a holding
company for subsidiaries engsged m competitive electricity market activines largely in Texus including electrisity generation, wholesale energy sales and
purchases, commodity risk management and trading activities, and retail clectricity sates. Oncor is a majority-owned (approximately 809) subsidiary engaged
in reguiated electricity transmission and distribution operations in Texas. Various “ring-fencing” measures have been taken to 2nhance the credit quality of
Oncor. See Notes | and 3 to Financial Stutements for a description of the material features of these “ring-fencing” measures and for a discussion of the
deconsolidation of Oncor (and its majority owner, Oncor Holdings) m 2010 as the result of a change in accounting principics.

Operating Segments

We have aligned and report our business activities as two operating segments: the Competitive Electric segment and the Regulated Delivery segment.
The Competitive Electric segment is principally comprised of TCEH. The Regulated Delivery segment is comprisad of Oncor Holdings and its subsidiaries.
See Notes | and 3 to Financial Stutements for discussion of the deconsolidation of Oncor Holdings and it subsidsaries in 2010,

See Note 23 to Financial Staterments for further information regarding reportable business segments,

Significant Acrivities and Events

Natural Gas Prices and Long-Term Hedging Program — TCEH hus a long-term hedging program designed 10 veduce expnsure to changes in future
electricity prices due to changes in the price of natural gas. Under the program, the company has entered into market transactions involviag natural gas-related
financial instruments, and gs of December 31, 2010, has effectively sold forward approximately 1.0 billion MMBos of natural gas {tequivalent to the natural
gas exposure of approximately 123,000 GWh at an assumed 8.0 market heat rate) for the period from Januury 1, 2011 through December 31, 2014 at weighied
nverage annual hedge prices ranging from $7.19 per MMBiu to $7.580 per MMBtu.

These transactions, as well as forward power sales, have effechvely hedged an cstimated 62% of the natural gas price exposure related to TCEH's
expecied generation output {or the period beginning January 1, 2011 and ending December 31, 2014 (on an average basis for such period and assumingan 80
market hoat rate). The hedges were entered inlo with the continuing expectation that wholesale electricity prices in ERCOT will be highly correlated with
natural gas prices, which is expected to be the marginal fuel for the purpose of setting electricity prices approximately 7556 to 90% of the time. if the
correlation changes in the future, the cash flows targeted under the Jong-tenm hedging program may not be achieved.

The long-term hedging program is comprised primarily of contracts with prices based on the New York Mercantile Exchange (NYMEX) Henry Hub
pricing point. However, because there are other local and regional natural gas pricing points such as Houston Ship Channel, future wholesale power prices in
ERCOT may not correlate as closely to the Henry Hub pricing as other pricing points, which could decrease the effectiveness of the positions in the long-term

hedging program in mitigating power price exposure. The company has hedged more than 95%0 of the Houston Ship Channel versus Henry Hub pricing poim
risk for 2011
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The company has entered into related put and call transactions (referred to as collars), primarily for 2014, that ¢ffectively hedge natural gas prices
within a range. These transactions represented 11% of the positions in the long-term hedging program as of December 31, 2010, with the approximate
weighted average strike prices under the collars being a floor of $7.80 per MMBtu and a ceiling of $11.75 per MMBtu. The company cxpects (o use financial
instruments, including cotlars, in future hedging activity under the long-term hedging program,

The following wble summarizes the natural gas hedges in the long-term bedging program as of December 31, 2010;

Messure 2011 012 2013 1014 Yot
Natural gas hedge volumes {a) ' mm MM B ~220 ~398 ~282 ~110 ~1,010
Weighted avernge hedge price (b} SIMMBr ~7 56 ~7.36 ~7.19 ~7.80 —_
Weighted average market price (c) $/MMBtu ~4.55 ~5.08 ~533 ~5.49 —

(a)  Where collars are reflected, the volumes are estimated based on the natural gas price sensitivity (i.e., delia position) of the derivatives The notional
volumes for collars are approximately 150 million MMBtu, which corresponds to a delta position of approximately 110 mitlion MMBtu in 2014
{1)  Weghted average hedge prices ate based on NYMEX Henry Hub prices of forward natural gas sales positions m the long-term hedging program

{excluding the impact of offsetting purchases for rebalancing and pricing pont basis transactions). Where collars are reflected, sales price represents the
collar floor price.

{¢}  Bascd on NYMEX Henry Hub prices.

Changes in the fair value of the instruments in the long-term hedging program arc being recorded as unrealized gains and losses in net gain (foss) from
commodity hedging and trading activities in the statement of income, which has and could continue ta result i significant volatitity in reported net income.

Based on the size of the long-term hedging program as of December 31, 2010, a 31.00/MMBtu change in natusal gas prices across the hedged period would
result in the recognition of up to $1 0 billion in prefax unrealized mark-to-market gains or fosses,

v

Unrealized mark-to-market net gains related o the long-term hedging program are as follows:

’
Year Ended Decemnber 31,

2018 2009 2008
Effect of natural gas market price changes on open positions .8 2317 8% 1.857 % 2,483
Reversals of previously recorded amounts on positions settled (1.132) (750) 104
Total unrealized effect {pre-tax) % 1,165 ¢ 1,107 § . 2587

The cumulative unrealized mark-to-market net gain related to positions in the long-term hedging program totaled 33 143 billion and $1.978 biflion as of

December 31, 2010 and 2009, respectively. Ses discussion below under "Results of Operations” for realized net gains from hedging sctivities, which amounts
are largely related to the long-term hedging program.,

Given the volatility of natural gus prices, it is not possible to predict future reported unrealized mark-to-market gamns or losses and the actual gains or
losses that will ultimately be realized upon settlement of the hedge positions in future years I natural gas prices at settlement are Jower than the prices of the
hedge positions, the hedges are expected to mitigate the otherwise negative effect on earnings of lower wholesale electricify prices. However, if natural gas
prices at settiement are higher than the prices of the hedge positions, the hedges are expected to dampen the otherwise positive effect on eamings of higher
wholesale electricity prices and will in this context be viewed as having resulted in an opportunity cost.

S
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The significant cumulative unrealized mark-to-market nel gain related to positions in the long-term hedging program reflects declining forward market
natural gas prices Forward natural gas prices have generally trended downward since mid-2008 as shown in the table of forward NYMEX Henry Hub natural
gas prices below. While the long-term hedging program is designed to mitigate the effect on earnings of low wholesale electricity prices, depressed forward
natural gas prices are challenging to the long-tarm profitability of our generation asscts. Specifically, these lower natural gas prices and the correlated e¢ffect in
ERCOT on wholesale power prices could have a material adverse impact on the overall profitability of vur generation assets for periods in which we have less
significant hedge positions (i e, beginning in 2013}, In addition, a continuation or worsening of these market conditions would timit our ability 1o hedge our
wholesale electricity revenues at sufficient price levels to support our interest payments and debt maturities and could adversely impact our ability to
refinance the TCEH Revolving Credit Facility that matures in October 2013 and/or our substantial fong-term debt that matures in 2014,

Also see discussion below regarding the goodwill impairment charge recorded in the third quarter 2010,

Forward Murket Prices for Coleadur Year (SIMMBay) (1)

Date 2018 (b} 281 2912 FLE] 014

June 30, 2008 3 11.24 $ 1078 $ 10.74 3 10.90 3 112
September 30, 2008 % 858 % 354 $ 841 b 830 $ 8.30
December 31, 2008 3 713 k3 7.31 $ 723 5 7.15 3 .15
March 31, 2009 3 593 3 667 $ £.96 5 711 3 7.8
June 30, 2009 % 606 3 689 $ 716 $ 7.30 3 7.43
September 30, 2009 g 6.21 8 687 $ 7.60 $ 1.66 s 717
December 31, 2009 % 579 3 6.34 L3 6.33 3 6.67 $ 6.84
March 31, 2010 3 427 3 534 b3 579 $ 6.07 $ 636
June 30, 2016 $ 482 $ 534 $ 5.68 3 5.89 3 6.10
September 30, 2010 $ 3.94 $ 444 $ 5407 % 5.29 5 5.42
December 31, 2010 5 - 3 4,35 3 5.0% $ $.33 5 549

{a) Based on NYMEX Henry Hub prices.

(by  For September 30, 2010, June 30, 2010 and March 31, 2010, natural gas prices for 2010 represent the average of forward prices for October through
December, July through December and Aprif through December, respectively

As of December 31, 2010, more than 95% of the long-term hedging program transactions were directly or indirectly secured by a first-lien interest in
TCEH's assets {including the transactions supported by the TCEH Commodity Collateral Posting Facility - see discussion below under “Financial Condition
— Liguidity and Capital Resources”) thereby reducing the cash and letter of credit cofiateral requirements for the hedging program.

See discussion below under "Key Risks and Challenges,” specifically, "Substantial Leverage, Uncertain Financial Markets and Liquidity Risk" and
“Natural Gas Price and Market Heat Rate Exposure.”

Impairment of Goodwill — In the third quarter 2010, we recorded a 34.1 billion noncash goodwill impairment charge (which was not deducuble for
income tax purposes) related 1o the Competitive Electric segment, The write-off reflected the estimated effect of lower wholesale power prices on the
soterprise value of the Competitive Electric segment, driven by the sustained dectine in forward natural gas prices as discussed above, Recorded goodwill
related {0 the Competitive Eleciric segment totaled $6.2 billion as of December 31, 2010,

The noncash impairment charge did not cause EFH Corp. or its subsidiaries to be in default under any of their respective debt covenants or impact
counterparty trading agrecments or have a material impact on liquidity.

See Note 4 to Financial Statements and “Application of Critical Accounting Policies” below for more information on goodwill impairment charges.
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Liability Management Program  As of December 31, 2010, EFH Corp. and its subsidiaries {excluding Oncor and its subsidiaries) had $35.5 billion
aggregate principal amount of lung-term debt outstanding. The majority of that amount matures during the penod 2014 to 2017, and the TCEH Revolving
Credit Facility matures in October 2013, In October 2009, we implemented a Hability management program focused on improving our balance sheet by
reducing debt and extending debt maturities through debt exchanges, repurchases and issuances. Activities under the tiability management program do not
include debt issued by Oncor or its subsidiaries.

The following table details our debt exchange and repurchase activities in the year ended December 31, 2010 and since the inception of our liability
management program in October 2009 {debt amounts are principal amounts):

Year Ended
December 31, 2010 Sinee Inception
Debt Debt Issued! Delbt Dabt lysued/
\

Kecurity Acquired Cash Paid Acquired Cash Paid .
EF{1 Corp 10.875% Notes due 2017 $ 1472 § — % 1,641 % -
EFH Corp. Toggle Notes due 2017 2,420 - 2,432 -
EFH Corp. 5.55% Series P Senior Notes due 2014 $40 e 466 —
EFH Corp. 6.50% Serics Q Senior Notes due 2024 - - 10 —
£FH Corp. 6.55% Series R Senior Notes due 2034+ f - — 6 e
TCEH 10 25% Notes due 2015 1,692 — 1,835 o
TCEH Toggle Notes due 2016 751 . 751 _—
Term Loans under the TCEH Sensor Secured Facilities due 2014 1) - 20 — .
EFH Corp. and EFIH 9.75% Notes due 2019 - — - 256
EFH Corp 10% Notes due 2020 — 561 - 561
EFIH 10% Notes due 2020 — 2,180 - 2,180
TCEH 15% Notes due 2021 R - 1221 - 1,221
Cash paid, including use of proceeds from debt issuances in 2010 (a) J—. 1.042 i 1,042

Total 6904 3 5004 $ 7261 % 5.260

(&) Includes $95 million of the proceeds from the issuance of $500 mullion principat amount of EFH Corp. 10% Notes in January 2010 and $290 miltion of
the proceeds from the issuance of $350 million principal amount of TCEH 15% Senior Secured Second Lien Notes in October 2010

¢

Since inception, the transactions resulted in the capture of $2 billion of debt discount and aggregate projected interest savings (pre-tax) over {ive vears
of approximately $1.2 billion, the majority of which represents interest on the EFH Corp. and TCEH Toggle Notes,

No lability management transactions were completed in 2011 through February 135,
See Note 11 to Financial Statements for turther discussion of the transactions completed under our Hability management program.
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Wholesale Market Design - Nodal Market - In 2ccordance with a rule adopted by the PUCT in 2003, ERCOT developed a new wholesale market,

using a stakeholder process, designed to assign congestion costs to the market participans causing the congestion. The nodal market Jesign was implemented
December 1, 2010. Under this new market design, ERCOT.

. establishes nodes, which are metered Jocations across the ERCOT grid. for purposes of more granular price determination:

. operates a voluntary “day-ahead electricity murket” for forward sales and purchases of electricity and other refated transactions, in addition to the
existing "reai-time market” that primarily functions o balance power consurnption and generation;

. establishes hub trading prices, which represent the average of centain node prices within {ur major geographic regions, at which participants can
hedge or trade power under bilatera! contracts,

. establishes pricing for load-serving entities based on weighted-average node prices within new geographical load-zones, and

. provides congestion revenue rights, which are instruments suctioned by ERCOT that allow market participants to hedge price differences
berween settiement points,

ERCOT previously bad & zonal wholesale market structure consisting of four geographic zones. The new location-hased congestion-management
market is referred to as a "nodal” market because wholesale pricing differs across the various nodes on the transmission grid instead of across the geographic
zones. There are over 500 nodes in the ERCOT market. The nodal market design was implemented i conjunction with transmission imnprovements designed
to reduce current congestion. We are fully certified to participats in both she "day-shead” and "real-time markets.” Additionalty. all of our operational and
mothbalied generation assets and our qualified scheduling entities are certified and operate in the nodal market. While the initial implemeatation of the nodal
market has not had a material impact on our profitability, we cannot predict the ultimate impact of the market design on our operations or (inancial results,
and it could ultimately have an adverse impact on the profitability and value of our competitive business and/or our liquidity. particularly if such change
ultimately results in lower revenue due to lower wholesale power prices. increased costs to service end-user electricity demand or increased collateral posting
requirements with ERCOT. The opening of the nodat market resulted in an increase of approximately $200 million in the amount of lettees of credit posted
with ERCOT 1o support our market participation.

As discussed above, the nodal market design includes the establishment of a "day-ahead market” and hub trading prces 1o {acilhate hedging and teading
of electricity by participants, Under the previous zonal market, volumes under our nonirading biateral purchase and sales contracts, including contracts
intended s hedges, were scheduled as physical power with ERCOT and, therefore, reported gross as wholesale revenues or purchased power costs. In
confunction with the transition to the nodal market, unless the volumes represent physical deliveries to retail and wholesale customers or purchases from
counterparties, these contracts are reported on a net basis in the income statement in net gain/floss) from commodity hedging and trading activitics. As a result
of these changes, reported wholesale revenues and purchased power costs in 2011 will be materially less than amounis reported in prior periods.

TCEH Interest Rate Swap Transactions — As of December 31, 2010, TCEH had entered into a series of interest rafe swaps that cffectively fix the
interest rates at berween 7.3% and 8.3%6 on $13.80 billion principal amouont of its senior secured debt maturing from 2011 0 2014. Swaps relsted to an
aggregate $300 mitlion principal amount of debt expired in 2010, and no swaps were entered into in 2010, Taking into consideration these swap wansactions,
13% of our total jong-term debt portfolio as of December 31, 2010 was exposed to variable interest rate risk. As of December 31, 2018, TCEH also entered
intp interest rate bagis swap wransactions, which further reduce the fixed (through swaps) borrowing costs, related to an aggregate of $15.20 billion principal
amount of senior secured debt. including swaps entered into in 2010 related to 32.55 billion principal amount of debt. Swaps related to ap aggregate $33.60
billion principal amount of debt exprred in 2010, We may enter into additional interest rase hedges from time to time.
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Unreatized mark-to-market net gains and losses related to all TCEH interest rate swaps, which are repurted in interest expense and related charges,
totaled $207 million in net losses for the year ended December 31, 2010 and $656 mullion in net gains for the year ended December 31, 2009. The cumulative
unreatized mark-to-market net lability related to all TCEH interest rate swaps totaled $1.419 biltion and $1.212 biflion as of December 31, 2010 and 2009,
respectively, of which $105 million and $194 million {both pre-tax), respectively, was reported in accumulated other comprehensive income. These fair
values can change materially as market conditions change, which could result in significant volatility in reported net income. See discussion in Note [1to -
Financial Statements regarding interest rate swap transactions. -

Texas Generation Facilities Development — TCEH has completed a program to develop three lignite-fueled generation units {2 units at Oak Grove
and 1 unit at Sandow) in Texas with a total estimated capacity of approximately 2,200 MW, The Sandow and first Oak Grove units achieved substantial
completion (as defined in the EPC agreement) in the fourth quarter 2009, and the second Oak Grove unit achieved substantial completion (as defined in the
EPC agreement) in the second quarter 2010. We began depreciating the units and recognizing revenues and fuel costs for accounting purposes in those
respective periods. Aggregate cash capital expenditures for these three umits totaled approximately $3.25 billion including all construction, site preparation
and mining development costs. Total recorded costs, including purchase accounting fair value adjustrents and capitalized interest, totaled approximately $4.8
billion.

\ .

Hdling of Natural Gas-Fueled Units — in December 2010, aRer receiving approval from ERCQOT, we retired eight previously mothballed natura gas-
fueled units totaling 2,633 MW of capacity (2,777 MW installed nameplate capacity). We also retired an additional natural gas-fueled unit with 112 MW of
capacity (115 MW installed nameplate capacity} in December 2010 upon expiration of an RMR (operational standby) agreement {discussed below) reiated to
the unit. No impairment was recorded as a result of the retirements. In September 2010, alter receiving approval from ERCOT, we mothbatled (idled) four of
our natural gas-fueled units totaling 1,856 MW of capacity (1,933 MW instalied nameplate capacity). {n 2009 we retired 10 units towaling 2,114 MW of
capacity {2,226 MW instalied nameplate capacily), mothballed three units totaling 1,081 MW capacity (1,135 MW installed nameplate capacity) and entered
into RMR agreements with ERCOT for two units {otaling 627 MW capacity (655 MW installed name:pia:e capacity). Upon expiration of the RMR agreements
in December 2010, we retived the unit discussed above and mothballed the other unit.

As of December 31, 2010, TCEH's operational fleet of natural gas-fueled generanon facilities, which are generally used as peaking resources, consists
of 14 units mtaimg 187 MW installed nameplate capacity, excluding eight units operated for unaffiliated parties and four mothbalied units.

Global Climate Change and Other Environmental Matters — See ltems | and 2 "Business and Properties - Environmental Regulations and Related
Considerations” for discussion of global climate change and various other environmental matters and their effects on the company. N

Oncor Technology Initiatives — Oncor continues (o invest in technology initiatives that include development of a modernized grid through the
replacement of existing meters with advanced digital metering equipment and development of advanced digital communication, data management, real-time
menitoring and outage detection capabilities. This moderized grid is expested to produce electricity service rehability improvements and provide the
potential for addinonal products and services from REPs that will enable businesses and consumers to betier manage their electricity ussge and costs. Oncor's
plans provide for the full deployment of over three million advanced meters to all residential and most non-residential retail electricity customers in Oncor's
service area. The advanced meters can be read remotely, rather than by a meter reader physically visiting the location of sach mefer. Advanced meters

faciitate automated demand side management, which aflows consumers to monitor the amount of eh:ctrxc:ty they are consuming and adjust ihe;r clectricity
consumption habits.

As of December 31, 2010, Oncor has installed approximately 1,514,000 advanced digital meters, including approximately 854,000 during the year
ended December 31, 2010, As the new melers are integrated, Oncor reports [5-minute interval, hiiling quality electricity consumptics data to ERCOT for
market settlement purposes. The data makes it possible for REPs to suppOrt new programs and pricing options. Cumulative capital expenditures for the
deployment of the advanced meler system totaled $360 million as of December 31, 2010, Oncor expects to complete installations of the remaming
approximately | 5 million sdvanced meters by the end of 2012,

.

Oncor Matters with the PUCT — See discusston of these matters, including the construction of CREZ-related transmission lines, below under
"Regulatory Matters.”

H
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