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KEY RISKS AND CHALLENGES

Following is a discussion of key risks and challenges facing man nt and the initiatives cucrently underway to manage such challenges, These
matters involve risks that could have a material adverse effect on our results of operations, Higuidity or financial condition,

Substantial Leverage, Uncertain Financial Markers and Liguidity Risk

QOur substantial leverage, resulting in targe part from debt incurred fo finance the Merger, requires significant cash flows to be dedicated 1o interest and
principal payments and could adversely affect our ability 1o raise additional capitad to fund operstions. it our ability to react to changes in the economy, our
industry or our business, and expose us to interest rate risk to the extent not hedged. Principal amounts of short-term borrowings and long-term debt, includimg
amounts due currently, totaled $36.721 billion ss of December 31, 2016, Taking o consideration interest-rate swap transactions, as of December 31, 2010
approximately 37% of our toial long-term debt portfolio is subject to fixed intorest rates, at a weighted average interest rate of 8.9%. Injerest payments on
tong-term debt in 2011 are expected to total approximately $2.730 billion, and principal payments are expected to total $651 million,

While we believe our cash on hand and cash flow {rom operations combined with availabilily under existing credit facilities provide sufficient liquidity
to fund current and projected expenses and capital requirements for 2011 {see "Financial Condition ~ Liquidity and Capital Resources” section below), there
can be no assurance that counizrparties 1o our credit facility and hedging arrangements will perform as expected and meet their obligations to us. Failure of
such counterpartics to meet therr obligations or substantial changes in financial markets, the economy, regulatory requirements, our industry or our operations
could result in constraints in our Liquidity. While traditional counterparties with physical assets 1o hedge, as well as financial institutions and other parties,
continue to participate in the markets, a5 a result of the Bnancial crisis that arose in 2008, there has been a reduction of availuble counterparties for our
hedging and trading activities, particularly for longer-dated transactions, which could impact our ability to hedge our commodity price and interest rate
exposure 1o desired levels at reasonable costs. See discussion of credit risk in item 7A, "Quantitative and Qualitative Disclosures About Market Risk,”
discussion of available liguidity and liquidity effects of the long-term hedging program in "Financial Condition - Liquidity and Capital Resources” and

discussion of polential wmpact of tegislative rulemakings on the OTC derivatives market in “Significant Activities and Events — Financial Services Reform
Legistation.”

In addition, as discussed above under "Significant Activities and Evems — Natural Gas Prices and Long-Term Hedging Program,” a continuation or
worsening of low forward natural gas prices (and the related low wholesale electricity prices in ERCOT) could also limit our ability to hedge our wholesale
clectricity revenues at sufficient price levels to support our interest payments and debt maturities, result in further dechines in the value of our baseload
generation assets and adversely impact our efforts to refinance our substantial debt as discussed immediately below.

The TCEH Revolving Credit Facility matures in October 2013, and a substantial amount of our long-term debt matures in the peniod from 2014 through
2017, We are focused on improving the balance sheet and expect to opportunistically look for ways to reduce the amount, and extend the maturity, of our
outstanding debt. Progress to date on this initiative includes the debt exchanges. issuances and repurchases completed in 2010 and 2009 discussed above
under "Significant Activities and Events ~ Liability Management Program” and the August 2009 amendment to the Credit Agreement goveming the TCEH

Senior Secured Faciiitics that provided additional flexibility in restructuring debt obligations. See Note 11 to Financial Statements for additional discussion of
these transactions,

{n addition. because our operations are capital intensive, we expect 10 rely over the long-term upon access to financial markets as a significant source of
liquidity for capital requirements not satisfied by cash-on-hand, operating cash flows or our available credit facilities. Gur ability to economically zocess the

capital or credit markets could be restricted at a tme when we would ke, or need, to access those markets. Lack of such access could have an fmpact on our
flexibility to resct to changing economic and business conditions.

54

0001200



%

nhivof Conduags

Natural Gas Price and Market Heat-Rate Exposure

Wholesale electricity prices in the ERCOT market generally move with the price of natural gas because margmnal demand for electricity supply is
generally met with natwral gas-fueled generation facilities. Historically the price of natural gas has fluctuated due to changes in industrial demand, supply
availability, weather effects and other economic and market factors and such prices have been very volatile in recent years, Since 2005, forward natural gas
prices ranged from gbove $13 per MMBtu to below $4 per MMBtu. More recent declines in forward natural gas prices reflect discovery and increased drilling )
of shale gas deposits combined with lingering demand weakness associaled with the economic recession. The wholesale market price of electricity divided by
the market price of natural gas represents the market heat rate. Market heat rate movements also affect wholesaie electricity prices. Market heat rate can be
affected by a number of factors including the efficiency of the marginal supplier (generally natural gas-fueled generation facilities) in generating electricity.

in contrast to our nawral gas-fueled generation facilities, changes in natural gas prices have no significant effect on the cost of generating electricity
from our nuclear and lignie/coal-fusled facitities. All other factors being equal, these baseload generation assets, which provided the substantial majority of
supply volumes in 2010, increase or decrease in value as natural gas prices and market heat rates rise or fall, respectively, because of the effect on wholesale
electricity prices in ERCOT.

With the exposure to variability of natural gas prices, retail sales price management and hedging activities are critical to the profitability of the business
ard maintaining consistent cash flow levels.

Our approach to managing electricity price risk focuses on the following:

. employing disciplined hedging and risk management strategies through physical and financial energy-related (electricity and natural gas)
contracts intended to partially hedge gross margins;

. continuing focus on cost management to better withstand gross margin volatitity:

. following a retail pricing strategy that appropriately reflects the magnitude and costs of commodity price and liquidity risk, and
. improving retail customer service (o attract and retain high-valug customers.

As discussed above in "Significant Activities and Events,”" we have implemented a long-term hedging program to mitigate the risk of lower wholesale

electricity prices due 1o dechnes in natural gas prices.
S

The following sensitivity table provides estimates of the potential impact (in $ millions} of movements in natural gas and certain other commaodity
prices and market heot rates on realized pre-tax earnings for the periods presented. The estimates refated to price sensitivity are based on TCEH's unhedged
position and forward prices as of December 31, 2010, which for natural gas reflects estimates of electricity generation less amounts hedged through the long-
term natural gas hedging program and amounts under existing wholesale and retail sales contracts. On a rolling twelve-month basis, the substantial majority of
retail sales under month-to-month arrangements are deemed to be under contract, '

$1.00/MMBtu change in gas price (b}

0. 1/MMBR/MWh change in market heat rate (c)
$1.00/gallon change in dicsel fuel price

Balance 201 1(a} 2042 013 2014
~5 § ~80 § 305 § 4%
~ 0§ ~32 08 44 0§ 46
. S T I 48 s ~40

o o5 o5

{a) Balance of 2011 s from February I, 2001 through December 31, 2011

{by  Assumes conversion of electricity positions based on an approximate 8.0 market heat rate with natural gas being on the margin 73% to 50% of the time
(i.e., when coal 15 forecast to be on the margin. no natural gas position is assumed to be generated). )

{c) Based on Houston Ship Channel natural gas prices as of December 31, 2610. M

s
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Our market heat ratc exposure is impacied by changes in the mix of generation assets resuiting from generation capacity chanyes such as additions and
retirements of generation facifities. Increased wind generation capacity could result in lower market heat rates. We expect that decreases in market heat rates
wounld decrease the value of our generation assets because fower market heat rates generally result in tower wholesale electricity prices, and vice versa, We
mitigate market heat rate risk through retail and wholesale electricity sales contracts and shorter-term market heat rate hedging transactions, We evaluate
opportunitics 1o mitigate market heat rate risk over extended periods through longer-term electricity sales contracts where practical considering pricing, credit,
liquidity and relaved factors.

On an angoing basis, we will continue monitoring our overall commodity risks und seek to balance our portfolio based on our deswed level of exposure
to natural gas prices and market heat rotes and potential changes to our operational forecasts of overall generation and consumption (which is also subject to
volaulity resuiting from customer churn, weather, ecconomic and other factors) in our native and growth business. Portfolio balancing may include the
execution of incrementa! transactions. mcluding heat rate hedges, the unwinding of existing transactions and the substduion of patural gas hedges with

commitments for the sale of electricity at {ixed prices. As a result, commodity price sxposures and their effect on earnings cotdd matermily change from time
1o time,

Competitive Retail Markets and Customer Retention

Competitive retaii activity m Texas has resulted in retail customer chura. Our total retasl customer counts rose 2% in 2008 but declined 3% in 2009 and
6% in 2010. Based upon 2010 results discussed below in "Results of Operations ~ Competitive Electric Segment,” 2 1% dechine in residential customers

would result in a decling in annual revenues of approximately 340 million. In responding to the competitive landscape in the ERCOT marketplace, we are
focusing on the following key instiatives:

. Maintaining competitive pricing initiatives as evidenced by price reductions on most residential service plans;

. Profitably growing the retail customer base by actively competing for new and existing cusiomers in areas in Texas opea to competition, The
customer retention strategy remains focused on continuing 10 implement initialives to deliver world-class customer service and improve the
overall customer experience,

B Establisting TXU Energy as the most innovative retziler in the Texas market by continuing to develop tailored product offerings to meet
customer needs, TXU Energy plans to invest $100 miliion over the five-year period beginning in 2008 (including $39 million invested through

2010} in retai] inittatives aimed at helping consumers conserve energy and other demand-side management initiatives that are intended o
moderate consumption and reduce peak demand for clectricity, and

. Focusing business market initatives largely on programs targsted to retain the existing highest-valug customers and to recapture customers who
have switched REPs. Initiatives include maintaining and continuously refining a disciplined contracting and pricing spproach and economic
segmentation of the business markut to enhance targeted sales and marketing efforts and 10 more effectively deploy the direct-sales force.
“Tactical programs put into place include improved customer service. aided by 8 new customer management system implemented in 2009, new
product pricefservice offerings and a muitichannel approach for the small business market.

Volatile Energy Prices and Regulatory Risk

Natural gas prices rose to unprecedented levels in the latter part of 2005, reflecting a world-wide increase in energy prices compounded by hurricane.
related infrastructure damage. The related rise in electnicity prices elevated public awareness of energy costs and dampened customer demand. Natural gas
prices remain subject to events that create price volatility, and while not reaching 2005 levels, forward natural gas prices rose substantiaily in 2007 and part of
2008 before falling in the second haif of 2008 through most of 2010, Sustained high energy prices and/or ongoing price volatility also creases a risk for
regulatory and/or legislative intervention with the mechanisms that govern the competitive wholesale and retail markets in ERCOT We beliove that
competitive markets result in a broad range of innovative pricing and service aliernatives to consumers and ultimately the most efficient use of resources and
that regulatory entities should continue 10 take actions that encourage competition in the industry. Reguiatory and/or legisiative intervention could materially
affoct the competitive glectricity industry in ERCOT, including disrupting the relationship bepween natural gas prices and eloctricity prices, which could
materialy impact the resuits of our long-term hedging program, {Also see "Regulatory Matters ~ Sunset Review.") We conuinue to closety monitor any
potential legislative and regulatory changes and work with legislators and regulators, providing them information on the market and related matters,
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Financial Services Reform Legistation

in July 2010, financial reform legislation known as the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Financial Reform Act) was
enacted. The primary purposes of the Financial Reform Act are, among other things, to address systemic risk in the financial systom; to establish a Bureau of
Consumer Financial Protection with broad powers to enforce consumer protection laws and promulgate rules against unfair, deceptive or abusive practices; to
enhance regulation of the derivatives markets, including the requirement for central clearing of over-the-counter derivative instruments and additional capital
and margin requirements for certain derivative market participants; and to implement a number of new corporate govermance requitements for companies with’
listed or, in some cases, publicly-traded securities. While the legislation is broad and detailed, substantial portions of the legislation are currently under
rulemakings by federal governmental agencies to implement the standards set out in the legistation and adopt new standards. As a result, the full scope and
effect of the legisiation will likely not be known for several years

Title VI of the Financial Reform Act provides for the regulation of the over-the-vounter (OTC) derivatives market. The Financial Reform Act generally
requires OTC derivatives (including the types of asset-hacked OTC derivatives that we use to hedge risks associated with commodity and interest rate
exposure} to be cleared by a derivatives clearing organization, However, entities arc exempt from these clearing requirements if they (1) are not "Swap
Dealers” or "Major Swap Participants” as will be defined in the rulemakings and (i1 use the swaps to hedge or mitigate commercial risk. The proposed
definition of Swap Dealer is broad and will, as drafled, include many end dsers. We are evaluating whether or not the type of asset-backed OTC derivatives
that we use to hedge commodity and interest rate risk 15 exempt from the clearing requirements, Existing swaps aré grandfathered from the clearing

requirements. The legisiation 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 uncleared swaps. Because these cash collateral requurements are untlear as to

_ whether an end-user or its counterparty {¢ g., swap dealer) is required to post cash collateral, there is a risk that the cash collateral requirement could be used
to effectively negate the end-user clearing exemption, However, the legislative history of the Financial Reforms Act suggests that it was not Congress' mtent to

require end-users 1o post cash collateral with respect to swaps, If we were required 10 post cash collateral on our swap transactions with swap dealers, our

liquidity would hikely be materially impacted, and our abihity 10 enter into OTC derivatives 1o hedge our commuodity and interest rate risks would be
significantly Limited.

We cannot predict the outcome of the rulemakings to 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. Accordingly, we continue to closcly monitor the rulemakings and say other
potential legisiative and regulatory changes and work with regulators and legisiators, providing them information on our operations, the types of transactions
in which we engage, our concemns regarding potential regulatory impacts, market characteristics and related matters.

New and Changing Environmental Regulations

We are subject to various environmental laws and regulations related to 8O, NO, 'and mercury as well as other emissions that impact air and water
quality. We believe we are in compliance with all current laws and regulations, but regulatory authorities continue to evaluate existing requirements and
consider proposals for changes. If we make any major modifications to our power generation facilities, we may be required 1o instali the best available control
technology or to achieve the lowest achievable emission rates as such terms are defined under the new source review provisions of the Clean Air Act. Any
such modifications would likely result i substantial additional capita! expenditures. (See Note 12 to Financial Statements for discussion of "Litigation
Related to Generation Faeilities,” "Regulatory Reviews" and "Environmental Contingencies.")
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We also continue to closely monitor any potential legislative, regulatory and judicial changes pertaining to global climate change. In view of the fact
that a substantial portion of vur generation portfolio consists of lignite/coal-fueled generation facilities, our results of operations, tquidity or financial
condition could be materially adversely affected by the enactiment of any legislation, regulation or jdicial action that mandates a reduction m GHG emissions
or that imposes financial penalties, costs or taxes on entities that produce GHG emissions, or that establishes federal renewable energy portfolio standards. For
example, federal, state or regional legisiation or regulntion addressing global climate change could result in us either incurring increased material costs o
reduce our GHG emissions or fo procure emission allowances or credits to comply with 2 mandatory cap-and-trade emissions reduction program. See further
discussion under {tems 1 and 2, "Business and Properties — Environmentsl Regulations and Related Considerations.™

Esposures Related to Nuciear Asset Ourages

Our nuclear assets are comprised of owo generation units at Comanche Peak, each with an installed nameplate capacity of 1,150 MW, The Comanche
Peak plant represents approximately 15% of our total generation capacity. The nuclear generation units represent our lowest marginal cost source of
electncity. Assumng both nuciear generation units experienced an outage, the unfavorable impact to pretax camings is estimated (based upon market prices

as of December 31, 2010) to be approximately 2 million per duy before consideration of any insurance proceeds Also see discussion of nuclear facilities
insurance in Note 12 to Financial Statements.

The inherent complexities and related regulations associaied with eperating nuclear generation facilities result in environmental, regulatory and
financial nsks The operation of nuclear generation facilities 1s complex and subject to continuing review and regulation by the NRC, covering, among other
things, operations, maintenance, emergency planning, security, and environmental and safety protection. The NRC may implement changes io regulations that
result in increased capital or operating costs. and it may require extended outages, modify, suspend or revoke operating licenses and impose fines for failure to
comply with its existing regulntions and the provisions of the Atomic Energy Act. In addition. an unplanned outage at another nuclear generation facility
could result in the NRC taking action to shut down the Comanche Peak plant as a precautionary measure.

We participate in mdustry groups and with regulators to remain curent on the {atest developments in nuclear safety, operation and maintznance and on
emerging threats and mitigating techniques. These groups include, but are not limited to, the NRC and the Institate of Nuclear Power Operations {INPO). We
also apply the knowledge gained by continuing to invest in technology. processes and services 1o improve our operations and detect, minigate and protect our

nuclear generation assets, The Comanche Peak plant has not experienced an extended unplanned outage, and management continues to focus on the safe,
relinble and efficient operations at the plant

Oncer’s Ring-Fencing ond Credit Risk

Our investment in Oncor, which represents approximately 30% of its membership interests, is a significant value driver of our overali husiness, Oncor's
access to capital markets and cost of debt could be directly affected by its credit ratings. Any sdverse action with respect to Oncor's credit ratings would
generaily cause borrowing costs to increase and the potential pool of investors and funding sources to decrease. Oncar's credit ratings are currently
substantially highcr than those of the Texas Holdings Group. If eredit rating agencies were to change their views of Oncor's independence from any member

of the Texas Holdings Group, Oncor's credit ratings would hkety decline. This risk is substantiully mitigated by the ring-feacing measures as described in
Note { 1o Financial Statements.
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Cyber Secarity and Infrastructure Protection Risk

A breach of cyber/data security measures thot impairs our information technology infrastructure could disrupt normal business operations and affect our
ability to control our generation and transmission asscts, access retail customer information and limit communication with third parties. Any loss of e

confidential or proprietary data through a breach could materially and adversely affect our reputation, expose the company to legal claims or impair our ability
to execute on business strategies. B

We participate in industry groups and with regulators to remain current on emerging threats aad mitigating techniques. These groups include, but are
not limited to: the US Cyber Emergency Response Team, the National Electric Sector Cyber Security Organization, the NRC and NERC, We also apply the
knowledge gained by continuing to invest in technology, processes and services to detect, mutigate and protect our cyber assets. These investments include
upgrades to network architecture, regular intrusion detection monitoring and compliance with emerging industry regulation.

‘.

. \
APPLICATION OF CRITICAL ACCOUNTING POLICIES

Our significant accounting policies are discussed in Note 1 to Financial Statements. We follow accounting principles generally accepted in the US,
Application of these accounting policies in the preparation of our consolidated {inancial statements requires management (o make estimates and assumptions
about future events that affect the reporting of assets and liabilities at the balance sheet dates and revenues and expenses during the periods covered. The’

following is a summary of certain ¢ritical accounting policies that are impacted by judgments and uncertainties and under which different amounts might be
* reported using different assumptions or estimation methodologies.

Purchase Accounting

{n 2007, the Merger was accounted for under purchase accounting, whereby the purchase price of the transaction was aliocated to our identifiable asscts
acquired and liabilities assumed based upon thewr fair values. The estimates of the fair values recorded were determined based on the principles in accounting
standards related to the determination of fair value {see Note 15 to Financial Statements) and reflect significant assumptions and judgments, Material
valuation inputs for long-lived assets and tabilities included forward electricity and naturad gas price curves and market heat rates, discount rates,
nonperformance risk adjusiments related to Liabilities, retail customer attrition rates, generation plant operating and construction costs and asset hves. The
valuations reflected considerations unique to the competitive wholesale power market in ERCOT as well as our assets. For example, the valuation of the
baseload generation facilities considered our lignite fuel reserves and mining capabilsties,

The results of the purchase price altocation included an increase in the total carrying vatue of our baseload generation plants and the recording of
intangible assets related to the retail customer base, the TXU Energy trade name and emission credits. Further, commodity and other contracts not already
subject to fair value accounting were valued, and amounts representing favorable or unfavorable contracts {versus market conditions as of the date of the

Merger) were recorded as intangible assets or liabilities, respectively. Management believes all material intangible assets were identified. See Note 4 o
Financial Statements for detads of the intangible assets recorded.

With respect to Oncor, the realization of its assets and seitlement of its liabilities are largely subject to cost-based regulatory rate-setting processes,
Accordingly, the historical carrying values of a majority of Oncor's assets and liabilities were deemed to represent fair values. See discussion in Note 24 to
Financial Statements regarding adjustments to the carrying values of Oncor's regulatory asset and related long-term debt.

L3
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The excess of the purchase price.over the estimated fair values of the net assets acquired was recorded as goodwill. The goodwill amount recorded upon
finalization of purchase accounting totaled $23.2 billion. Manangement believes the drivers of the goodwill amount included the incremental value of the future
cash flow potential of the baseload generation facilives, including facilives under construction. over the values assignud to those assets under purchase
accounting rules, considering the market-pricing mechanisms and growth potentinl in the ERCOT market, as well as the value derived from the scale of the
retail business, Management also belicves that the goodwill refiected the value of the relatively stable, long-lived cash flows of the regulated business,
considering the constructive regulatory environment and market growth potential. {n accordance with accounting guidance refated to goodwill and other
intangible assets, goodwill is not amortized to net income, but is required to be tested for impairment at least annually. This guidance requires that goodwill be
assigned to "reporting units," which management has determined to be the Competitive Electric segment and the Regulated Delivery segment, which are
almost entirely compnised of TCEH and Oncor, respectively. The assignment of goodwill was based on the relative estimated enterprise values of the
operations as of the date of the Merger. Goodwill amounts assigned tutaled $18.3 billion to the Competitive Electric segment and $4.9 bitlion 1o the Regulated
Delivery segment, None of this goedwill batance 1s being deducted for tax purposes.

in the third quarter 2010, we recorded a goodwill impairment charge related to the Competitive Electric segment {otaling 34.1 billion. In the first
quarter 2009 and fourth quarter 2008, we recorded goodwill impaument charges totaling $8.930 billion, of which $8.070 billion related to the Competitive
Elestric segment. The $80 million charge in the first quarter 2009 resulted from the completion of the previously estimaled fair value caleulations supporting

the initial $8.840 biltion goodwill impairment charge that was recorded in the fourth quarter 2008, See discussion immediately below under “Impairment of
Goodwill and Other Long-Lived Assets.™

Impairment of Goodwill and Otirer Long-Lived Assers

We evaluate long-lived assets (including intangible assets with fine hyes) for impairment, in accordance with accounting standards related to
impairment or disposal of long-lived assets, whenever events or changes in circumstances indicate that their carrying amount may not be recoverable, One of
those indications is a curreat expectation that "more likely than not” a long-lived assct will be sold or otherwise disposed of significantly before the end of s
previously estimated vseful life (as was the case for the natural gas-fueled generation assets in 2608 discussed below). For our baseload generation assets,
gnother possibie indication would be an expected long-term decline in natural gas prices and/or market heat rates. We evaluate investments in unconsolidated
subsidraries for impairment when factors indicate that a decrease in the value of the investment has occurred that is not temporary. Indications of a loss in
valug might include a series of operating losses of the investee or a fair value of the invesimeat that is less than #s carrying amount, The determination of the
existence of these and other indications of fmpairment involves judgments that are subjective in nature and may require the use of estimates in forecasting
future results and cash flows related to an asset, group of assets or investment in unconsolidated subsidary. Further, the unique nature of vur property, plant
and equipment, which includes a fleet of generation assets with a diverse fuel mix and individual plants that have varying production or output rates, reyuires
the use of significant judgments in determining the existence of impairment indications and the grouping of assets for impairment testing.

Goodwill and intangible assets with indefinite useful Hives are required to be tested for impairment at least annually {we have selected December 1) or
whenever avents or changes in circumstances indicate an impairment may exist, such as the possible impairments 1o long-lived assets discussed sbove. As
required by accounting guidance related to goodwill and other intangible assets, we have ailocated goodwill to our reponiing units, which are our two
segments: Competitive Electric and Regulated Delivery, and goodwill tmpairment testing is performed at the reporting unit level, {See Notes | and 3 to
Financial Statements for discussion of the deconsolidation of Oncor Holdings as of January 1, 2019, which resulted in a reduction in reported goodwill for the
amount related to the Regulated Delivery segment, and seg above {or discussion of impairment testing for squity-method investments such as Oncor
Holdings.) Under this goodwill impairment analysis, if at the asscssment date, a reporting unit's carrying value exceeds its estimated faw value (enterprise
valug), the estimated enterprise value of the reporting unit is compured to the estimated fair values of the reporting uait's operating assets {including
idennifiable intangible assets) and liabilities at the assessment date, and the resultant implied goodwill amount is then compared (o the recorded goodwil]
amount. Any excess of the recorded goodwill amount over the implied goodwilt amount is wriiien off as an impairment charge.
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The determination of enterprise value invoives a number of assumiptions and estimates. We use a combination of three fair value inputs io estimate
enterprise values of our reporting unils: internal discounted cash flow analyses {income approach), comparable company values and any recent pending and/or
completed retevant transactions. The income approach involves estimates of future performance that reflect assumptions regarding, among other things,
forward natural gas and clectricity prices, market heat rates, generation plant performance and retail sales volume trends. Another key variable in the mcome
approach is the discount rate, or weighted average cost of capital. The determination of the discount rate takes into consideration the capital structure, debt
ratings and current debt yields of comparable companies as well as an estimate of return on equity that reflects historical market returns and current market
volatility for the mdustry. Enterprise valuc estimates based on comparable company values involve vsing trading multiples of EBITDA of thosé selected
companies 1o derive appropriate multiples to apply to the EBITDA of the reporting units. This approach requires an estimate, using historical acquisition data,
of an appropriate control premium to apply 10 the reporting unit values calculated from such multiples. Critical judgments include the selection of comparable
companies and the weighting of the theee value inputs in developing the best estimate of enterprise value.

The 2010 annual impairment testing performed as of December 1, 2010 for goodwill and intangible zlxsscts with indefinite useful lives in accordance
with accounting guidance resulted m no impawrment. The goodwill testing determined that the carrying value of the Competitive Electric segment exceeded its
estimated fair value (enterprise value), so the estimated enterprise value of the segment was compared to the estimated fair values of its operating assets and
Habilities, This additional testing indicated that the recorded goodwill amount did not exceed the estimated implicd goodwill amount, and thus no additional
goodwill impairment was indicated beyond the charge recorded in the third quarter 2010 as discussed immediately below. Key variables in the tests includcd
forward natural gas prices, electricity prices, market heat rates and discount rates, assumptions regarding each of which could have a significant effect on
valuations. Because of the volatility of these factors, we cannot predict the likelihood of any futur impairmen,

See Note 4 to Financial Statemients for a discussion of the goodwiil impairment charges of $4.1 billion recorded in 2010 and $8.950 billion recorded
largely in 2008. The total of $313.050 billion in impairment charges represented almost 50% of the goodwill balance resulting from purchase accounting for
the Merger and reflected a decline of approximately 20% in the estimated enterprise value as of December 1, 2010 from the indicated value at the October
2007 Merger date. The impairment in 2010 reflected the estimated effect of lower whelesale power prices on the entérprise value of the Competitive Glectric
segment, driven by the sustained decline in forward natural gas prices. The impairment in 2008 primarily arose from the dislocation in the capital markets that
increased interest rate spreads and the resulting discount rates used in estimating fair values and the effect of declines in market vatues of debt and equity
sceurities of comparable companies m the second half of 2608. Also see Note 4 to Financial Statements for discussion of the impairment charge of $481
mitiion (3310 million after-tax) related to the trade name intangible asset recorded in the fourth quarter 2008 The estimated fair value of this intangible asset

is based on an assumed royaity methodology. Impairment charges totaling 3501 miilion in 2008 related to environmental aliowances and credits arc a!so
¢ discussed in Note 4 to Financial Statements.

in 2008, we recorded an impairment charge of $229 million (3147 million after-tax) related to our natural gas-fucled generation facilities. The natural
gas-fueled generation units are generally operated to meet peak demands for electricity, and the facilitics were tested for impairment as an asset group. See
Note 5 to Financial Statements for a discussion of the impairment. The estimated impairment was based on numerous judgments including forecasted
production, forward prices of natural gas and electricity, overall generation availability in ERCOT and ERCOT grid congestion. See "Business — Significant

Activities and Events” for discussion of natural gas-fueled units mothballed (idled) or retired in 2009 consistent with the factors that resulted in the
impairment.

Derivative Instruments and Mark-to-Market Accounting

We enter into contracts for the purchase and sale of energy-related commodities, and also enter into other derivative instruments such as optiuns, swaps,
futures and forwards primarily to manage commodity price and intarest rate visks. Under accounting standards related to derivative instruments and hedging

activities, these instruments are subject to mark-to-market accounting, and the determunation of market values for these instruments is based on numerous
assumptions and estimation techniyues.
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Mark-to-market accounting recognizes changes in the fair value of derivative instruments in the financial statements as market prices change. Such
changes in fair valug ave accounted for as unrealized mark-to-market gains and losses in net income with an offset to derivative assets and Habilities The
availability of quoted market prices in energy markets is dependent on the type of commodity {e.g., natural gas. cleciricity, ote.), fime period specified and
delivery point. In computing fair value for derivatives, each forward pricing curve is separated into liguid and illiquid peripds. The liguid period varies by
delivery point and commeddity, Generally, the liquid period is supported by exchange markets, broker quotes and frequent trading selivity. For illiquid periods,
fair value is estimated based on forward price curves developed using modeling techmques that take into account available market information and other

inputs that might not be readily observable in the market. We estimate fair value as described in Note 15 to Financial Statements and discussed under "Fair
Value Measurements” below.

Accounting standards refated to derivative instruments and hedging activities allow for "normal” purchase or sale elections and hedge aceounting
designations at the inception of the contract, which generally eliminate or defer the requirement for mark-10-market recognition in net income and thus reduce
the volatility of net income that can result from fluctuations in fair values. "Normal” purchases and sales are contracts that provide for physical delivery of
quantities expected 1o be used or sold over a reasonable period in the normal course of business and are not subject to mark-to-market accounting if the
election as normal is made. Hedge accounting designations are made with the intent to match the sccounting recognition of the comtract’s financial
performance to that of the transaction the contract is iniended to hedge.

Under hedge accounting, changes in fair value of instruments designated as cash flow hedges are recarded in other comprehensive income with an
offset 10 derivative assets and liabilities (o the extent the change in value is effective; that is, it mirrors the offsetting change in fair value of the forecasted
hedged transaction. Changes in value that represent meffactivencss of the hedge are recognized in net income immediately, and the etfective portion of
changes i fair value initmlly recorded in other comprehensive income are recognized in net income in the period that the hedged transactions are recognized,
Although as of December 31, 2010, we do not have any derivatives designated as cash flow or fair value hedges, we continually assess potential hedge
elections and could designate positions as cash flow hedges in the future. In March 2007, the instruments making up a significant portion of the long-term
hedgmg program that were previcusly designated as cash flow hedges were dedesignated o5 aliowed under accounting standards related to derivative
instruments and hedging activities, und subsequent changes in their fair value are being marked-to-market in net income. In addition, in August 2008, interest
rate swap transactions in e{fect at that time were dedesignated as cash flow hedges in accordance with accounting standards, and subsequent changes in their

fair valuc are being marked-to-market in net income. See further discussion of the long-term hedging program and intercst rate swap transactions under
*Business ~ Sigaificant Activities and Events”
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The following tables provide the effects on both net income and other comprehensive income of mark-to-market nccounting for those derivative

instrumenis that we have determined to be subject to fair value measurement under accounting standards related to derivative instruments and hedging
activities. ‘

Year Ended December 31,
2016 2009 2008

Amounts recognized in net income {loss) (aftes-tax):

Unrealized net gains on positions marked-to-market in net income (a) $1,257 $1,573 § 3518

Unrealized net {gains) losses representing reversals of previously recognized fair values of positions settled in the penod (a) 607y (333 , 25

Unrealized ineffectiveness net losses on positions accounted for as cash flow hedges — — )

Reversals of previously recognized unrealized net losses related to cash flow hedge positions settled in the period H 1 —
Total -

$ 651 31241 3 540

Amounts recogrized in other comprehensive income (afier-tax):
Net losses in fair value of positions accounted for as cash flow hedges $ ~ § (20) 3(18])
Net losses on cash {low hedge positions recognized in net income o vifset hedged transactions 36 130 122

Total $ 55 % 110 8 (61

(3}  Amounts for 2010, 2009 and 2608 include 5785 million, $788 milijon and $1.503 billion in net after-tax gains related to commodity positions,

respectively, and 3135 million in net afier-tax fosses, $452 million in net afier-tax gains and $960 million in net after-tax losses related to interest rate
swaps, respectively.

1
The effect of mark&o\»market and hedge accounting for derivatives on the balance sheet is as follows:

December 31,
2010 1069
47065 3 3860
(1,608) § (2,146)
' 9’ 3 64
(1,544) § (1,306)
(S (128)

We report derivative assets and liabilities in the balance sheet without taking into cunsideration nenting arrangements we have with counterparties.
Margm deposits that contractually offset these assets and liabilities are reported separately in the balance sheet. See Note 15 to Financial Statements.

Commodity contract assets

Commodity contract liabilities

Interest rate swap assets

Interest rate swap Habilities

Net accumulated other comprehenéive {oss included in shareholders’ equity (amounts after tax)

.

Lo R ]

¥
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Fuir Valig Measurements

We determine value under the fair value hierarchy established in accounting standards. We utilize seveeal valuation techniques to measure the fair value
of assets and linhdities, relying primarily on the market approach of using prices and other market information for identical and/or comparable assets and
Habilities for those items that are measured on a recurring basis. These techniques include, but are not limited 10, the use of broker quotes and statistical
relationships between different price curves and are intended to maximize the use of observable inputs and minimize the use of unobservable inputs. In
applying the market approach, we use a mid-market valuation convention {the mid-point between bid and ask prices) as a practical expedient.

Under the fair value hierarchy, Lovel | and Level 2 valuatious generally apply to our commodity-relited contracts for natural gas and electricity
derivauve instruments entercd into for hedging purposes, securitics associated with the nuclear decommissioning trust, and mterest rate swaps intended © fix
andfor lower interest payments on long-term debt. Level 1 valuations use quoted prices in active markets for identical assets or liabilities that are accessible at
the measurement date. Level 2 valuations are based on evaluated prices that reflect observable market information, such as actual trade information of similar
securities, adjusted for observable differences. Level 2 inputs include:

. guoted prices for similar assets or liabilities in active markets;

. guoted prices for identical or similar assets or labilities in markets that are not active;

. inputs other than quoted prices that are observable for the asset or liability such as interest rates and yield curves observable at commonly quoted
ntervals, and
. inputs that are derived principally from or corruborated by observable market data by correlation or other means.

Examples of Level 2 vatuation inputs utilized include over-the-counter broker quotes and quoted prices for similar assets or Habddities that are
corroharated by correlation or through staustical relationships between different price curves, For example, certain physical power derivatives are executed
for a particular location at specific time peniods that might not have active markets; however, an active market might exist for such derivatives for a different
time period at the same focation. We utilize correlation technigues to compare prices for inputs st both time periods to provide a basis to value the non-active
derivative. {See Note 15 to Financial Statements for additional discussion of how broker quotes are utilized.)

Level 3 valuations gensrally apply to our more complex long-term power purchases and sales agreements, including longer-term wind and other power
puzchase and sales contracls and certain natural gas positions {collars) in the jong-term hedgmg program. Level 3 valuations use largely unobservable inputs,
with little or no supporting market activity, and assets and {iabilites are classified as Level 3 if such inputs are significant to the fair value determination We
use the most meaningful information available from the market, combined with our own internally developed valuation methodologiss, to develop our best
estimste of fair value. The determination of fair value for Level 3 assets and labilities requires significant management judgment and estimation,

Valuations of Level 3 assets and liabilities are sensitive to the assumptions used for the significant inputs. Where market data is available, the inputs
used for valuation reflect that information as of our valuation date. In penods of extreme volatility, lessened liquidity or in illiquid markets, there may be more
variability in market pricang or a lack of market data 1o use in the valuation process. An Hliquid market is one in which little or no observable activity has
occwrred or one that tacks willing buyers, Valuation risk is mitigated through the performance of stress testing of the significant inputs to understand the
impact that varying assumptions may have on the valuation and other review processes performed 1o ensure uppropriate valuation.

As part of our valuation of assets subject to fair value accounting, counterparty credit risk is taken into consideration by measuring the extent of netting
arrangements in place with the counterparty along with credit enhancements and the estimated credit rating of the counterparty. Our valuation of liabilities
subject to fair value accounting takes into consideration the market's view of our credit risk along with the existence of netting arrangements in place with the
counterparty and credit enhancements posted by us. We consider the credit risk adjustment to be a Level 3 input smce judgment is used to assign credit
ratings, recovery rate factors and default rate factors,
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Level 3 assets totaled $401 million and $350 million as of December 31, 2010 and 2009, respectively, and represented approximately 8% of the assets
measured at fair value, or iess than 1% of total assets i both years. Level 3 liabilities totaled $59 million and $269 mullion as of December 31, 2010 and 2008,
respectively, and represcated approximately 2% and 8%, respectively, of the liabilites measured at fair value, or fess than 1% of total liabilities.

Valuations of several of our Level 3 assets and liabilities are sensitive to changes in discount rates, option-pricing model inputs such as volatility factors
and credit risk adjustments, As of December 31, 2010, a $5.00 per MWHh change in electricity price assumptions across unobservable inputs would cause an
approximate $5 million change in net Level 3 assets A 16% change in coal price gssumptions across unobservable inputs would cause an approximate $1
million change in net Level 3 assets. See Note 15 to Financial Statefnents for additional information sbout fair value messurements, including a table
presenting the changes in Level 3 assets and liabilities for the twelve months ended December 31, 2010, 2000 and 2008.

Variuble Interest Entities

A vanable interest entity (VIE) is an entity with which we have a relationship or arrangement that indicates some level of control over the entity or
results in economic risks to us Determining whether or not to consolidate a VIE requires interpretation of accounting rules and their appheation to existing
business relationships and underlying agreements. Amended accounting rules related to ViEs became effective January 1, 2010 and resulted in the
deconsolidation of Oncor Holdings, which holds an approximate 80% mterest in Oncor. I determining the dppropriateness of consolidation of a VIE, we
evaluate its purpose, governance structure, decision making processes and risks that are passed on to is interest holders, We also examine the nature of any
refated party relationships among the interest holders of the VIE and the nights granted to the interest holders of the VIE 1o determine whether we have the
right or obligation to absorb profit and loss from the VIE and the power to direct the significant activities of the VIE. See Notes 2 and 3 to Financial
Statements for our analysis of the Oncor relationship and information regarding our consolidated variable interest entities,

Revenne Recognition

Our revenu includes an‘estimate for unbilled revenue that represents estimated daily kKWh consumption after the meter read date to the end of the
period multiphed by the applicable billing rates. Estimated daily kWh usage is derived using historical kWh usage information adjusted for weather and other
measurable factors affecting consumption Calculations of unbilled revenues during certain interim periods are gencrally subject to more estimation variability

because of seasonal changes in demand. Accrued unbilled revenues totaled $297 million, $546 million and 3505 million as of December 31, 2010, 2009 and
2008, respectively.’

Accounting for Contingencies .
Our financial results may be affected by judgments and estimates refated to loss contingencies. A significant contingency that we account for is the loss
associated with uncollectible trade accounts receivable, The determination of such bad debt cxpense is based on factors such as historical write-off experience,
aging of accounts recervable balances, changes in operating practices, regulatory rulings, general cconomic conditions, effects of hurricanes and other natural
disasters and customers’ behaviors. Changes in customer count and mix due to competitive activity and seasonal variations in amounts billed add to the
complexity of the estimation process. Historical results alone are not slways indicative of future results, causing management to consider potential changes in
customer behavior and make judgments about the collectability of accounts receivable. Bad debt expense, the substantial majority of which relates to our
competitive retail operations, totaled $108 million, $113 million and $81 miltion for the years ended December 31, 2010, 2009 and 2008, respectively.

Litigation contingencies also may require significant judgment in estimating amounts to accrue. We accrue Habilities for litigation contingencies when
such liabifities are considered probable of occurring and the amount is reasonably estimable. No significant amounts have been accrued for such contingencies
during the three-year peniod ended December 31, 2810, See Item 3, "Lepgal Proceedings® for discussion of major litigation.

+
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Accounting for Income Taxes

Qur income tax expense and related halance sheet amounts involve significant management estimates and judgments. Amounts of deferred income lax
assets and liabilities. as well as current and noncurrent aceruals, invalve judgments and estimates of the timing and probability of recognition of income and
deductions by taxing authorities. in assessing the likelihood of realization of deferred tax assets, management considers estimates of the amount and character
of future taxable income, Actuat income taxes could vary from estimated amounts duc 1o the future impacts of various items, including changes in income tax
jaws, our forecasted financial condition and resulis of operations in future periods, as well as final review of filed tax returns by taxing authorities. Our
income tax returns are regularly subject to examination by applicable tax suthorities, ln management’s opinion, the lability recorded pursuant to income tax
accounting guidance relatod 10 uncertain tax positions reflects future taxes that may be owed us a result of any examination. In 2010, we reduced our liability
for uncertain tax positions by $162 million as a result of negotiations with the IRS. This reduction consisted of a $223 million reversal of scerued interest

(5146 million aRer-tax}, partially offset by a $63 mitlion reclassification to net deferred tax liabilities. See Notes 1, 7 and 8 to Financinl Statements for
discussion of income tax matters.

Depreciation and Ampriization

Dugreciation expense reluted to generation facilities is based on the estimates of fair value and economic useful lives as determined in the application of
purchase accounting described above. The accuracy of these estimates directly affects the amount of depreciation expense. If future events indicate that the

estimated lives are no longer appropriate, depreciation expense will be recaloulated prospectively from the date of such determination based on the new
estsmates of useful lives.

The estimated remaining lives range from 22 to 59 years for the lignite/coal- and nuclear-fueled generation units.

Finste-Hived intangibles wdentified as a result of purchase sccounting are amortized over their estimated useful fives based on the expected reatization of
economic effects, See Note 4 1o Financial Statements for additional information.

Defined Benefit Pension Plans and OPEB Plans

We provide pension benefits based on either a traditional defined benefit formula or 3 cash balance formula and aise provide certain health care and life

insurance benefits to eligible employees and their eligible dependents upon the retirement of such employees from our company. Reported costs of providing
noncontributory defined pengion benefits and OPEB are dependent upon numerous factors, assumptions and estimates.

PURA provides for the recovery by Oncor of pension and OPEB costs for all applicable former employees of the regulated predecessor mtegrated
electric wility. These costs are associated with Orcor's active and retired employess, as well as active and retired personnel engaged in other EFH Corp.
setivities related to their service prior to the deregulaion and disaggregation of our business effective January 1, 2002, Oncor is suthorized to establish a
regulatory asset or liability for the difference betwesn the amounts of pension and OPEB costs reflected in Oncor's approved (by the PUCT) billing rates and
the actual amounis that would otherwise have been recorded as charges or credits to eamings. Accordingly, Oncor defers {principally as a regulatory asset or
property) additional pension and OPEB costs consistent with PURA. Amounts deferred are uitimately subject to regulatory approval.

Benefit costs are impacted by actual employee demographics {including but not limited to age, compensation levels and years of accredited service), the
tevel of contributions made 10 retiree plans, expecled and actual camnings on plan nssets and the discount rates used in determining the projecisd benefit
cbligation. Changes made to the provisions of the plans may also impaet current and future benefit costs. Fluctuations in actual equity market returns as well
as changes n general interest rates may result in increased or decreased benefit costs in future periods.
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In accordance with accounting rules, changes in benefit obligations associated with these factors may not be immediately recognized as costs in the
income statement, but are recognized in future years yver the remaining average service period of plan participants. As such, significant portions of benefit
costs recorded in any period may not reflect the actual level of cash benefits provided 1o plan participants. Pension and OPEB costs as determined under

applicable accounting rules are summarized in the following table: 1

N

Year Ended December 31,

2819 2009 2008
. Pension costs 5 100 $ 44 3 21
OPEB costs R , 80 70 38
Total benefit costs ) 5 180 $ 4 & 79
Less amounts expensed by Oncdr {and not consolidated) a7 — -
Less amounts deferred principally as a regulatory asset or property by Oncor [CX)) (65) {42}
Net amounts recognized as expense % 50 $ 48 g 37
Discount rate {(a) 5.90% 6.90% 6 55%
(a)  Discount rate for OPEB was 6.85% in 2009,
See Note 20 o Financial Statements regarding other disclosures refated to pension and OPER obligations. i
Sensitivilty of these costs to changes in key assumptions is as follows:
Incresar/
< {decrease) in
) 2010 Pension and
Azsumption OPER Costs
Discount rate — 1% increase g 32)
Discount rate — 1% decrease $ T 62
Expected return on assets — 196 increase . $ {22)
Expected retum on assets — 1% decrease 5 2
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RESULTS OF OPERATIONS
Effects of Change in Wholesale Electricity Market

As discussed above under "Significant Activities and Events,” the nodal wholesale market design implemented by ERCOT in December 2010 resulted
in operational changes that facilitate hedging and trading of power. As part of ERCOT's transition to a nodal wholesale market, volumes under nonirading
bilateral purchase and sales contracts are no longer scheduled as physical power with BRCOT, As a result of these changes in market operations, reported
wholesale revenues and purchased power costs in 2011 will be materially less than amounts reported in prior periods. Effective with the nodal market
implementasion, if voluraes delivered to our retail and wholesale customers are Iess than our generation volumes {as determined on a daily settlement basis),
we record additional wholesale revenues. Coaversely, if volumes delivered to our retart and wholesale customers exceed our generation volumes, we record

additional purchased power costs, The resulting additional wholesale revenues or purchased power costs are offset in net gain/tioss) from commodity hedging
and trading activiles.

Pro Forma Consolidated Financial Results

As the result of deconsolidation of Oncor Holdings effective 2610, the results of Oncor Holdings are reflected in the 2010 consolidated statement of
income as equity in earnings of unconsolidated subsidiary {net of tax) mstead of separately as revenues and expenses as they are shown {or periods prior to
January 1, 2010, The following pro forma results for the year ended December 31, 2009 are presented to provide for a meaningful comparison, along with the

analyses on the following pages. of consolidated operating results in consideration of the deconsolidation of Oncor Heldings ss discussed in Notes 1 and 3 o
Financial Statements,

Year Ended Yeur Ended D ber 31, 2002
Oreember 31, Pra Forma
2018 As Reported  Adjustments s} Pro Forma
{millions of doilnr}

Operating revenues $ 2235 § 8,346 '3 (1,632 § 7514
Fuel, purchased power costs and delivery fees {4,371 {2,878} {1,058 (3,936}
Net gain from commodity hedging and trading activities 2,181 1,736 . 1.736
Operating costs 837y (1,598) Q68 {690}
Depreciation and amortization (L407y {1,754) 557 {1,190
Setling, general and administrative expenses {751} (1068 193 {875}
Franchise and revenue-based taxes {106} (359 250 {109
Impairment of goodwill {4.100) {90%) — [C0]
Gther incomsz 2,051 204 {50y 154
Other deductions (30 (97 34 {63)
interest income 10 45 ) 44
Interest expense and related charges {3.558) 291 306 (2,606}
Income (foss) before income taxes and equity in camings of unconsolidated subsidiaries {2,700) 7 {493) 282
Ingcome tax {expense} benefit (389} (367 173 (154}
Equity in earnings of unconsolidated subsidiaries (net of tax) 277 p— 256 236
blet income {loss} {2,812 408 {64} 344
Net income attributable to noncontrolling interests - {64) 64 —
Net income (loss) atiributable to EFH Corp. 3 (2§8i2) $ 344 3 5 344

(3} All pro forma adjustments relate to Oncor Holdings and result in the presentation of the investment in Oncor Holdings under the equity method of
accounting for the year emded December 31, 2009,
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Consolidated Financial Results — Year Ended December 31, 2010 Compared to Pro Forr;m Year Ended December 31, 2009

See comparison of results of the Competitive Electric segment for discussion of variances in: operating revenues; fuel, purchased power costs and

delivery fecs; net gam {loss) from commodity hedging and trading activities, operating costs; depreciation and amortization, and franchise and revenue-based
taxes.

SG&A expenses decreased $124 million, or 14%, to $751 million in 2010 ériven by 366 million in lower transition costs associated with outsourced
support services and the retall customer mformation system implemented in 2009, $18 million in lower emplovee compensation-related expense and $12
million of accounts receivable securitization program fees that are reported as interest expense and related charges in 2010 (see Notes 10 and 19 to Financial .

Statements). «

See Note 4 to Financial Statements for discussion of the $4.1 billion imparment of goodwill recorded in the Competitive Electric segment in 2010. The
390 miltion impairment of goodwill recorded in 2009 largely related to the Competitive Electric segment and resulted {rom the completion of fair value
calculations supporting a goodwill impairment charge recorded in the fourth quarter 2008 as discussed in Note 4 to Financial Statements,

Other income totaled $2.031 hillion in 2010 and $154 million in 2009, Debt extinguishment gains totafed $1.814 billion and $87 million in 2010 and
2609, respectively (see discussion of debt exchanges and repurchases in Note 11 to Financial Statements). The 2010 amount also included a $116 million gain
on termination of a long-term power sales contract, a $44 million gain on sale of land and related water rights and a $37 million gain on sale of interests in a
natural gas gathering pipeline business. The 2009 amount included $23 million of income arising from the reversal of a use tak acerial reCorded in purchase
accounting related to periods prior to the Merger, which was triggered by a state ruling in the third quarrer 2009, and $11 million of income arising from the

reversal of exit liabilities recorded in purchase accounting dug to sooner than expected transition of outsourcing services (see Note 19 to Financial
Statements).

Other deductions totaled $3 | million in 2010 and $63 million in 2009. The 2009 amount included an impairment charge of $34 miltion related to land
expected to be sold. See Note 9 to Financial Statements (or details of other income and deductions,

Interest income decreased $34 milfion, or 77%, to $10 million in 2010 reflecting lower interest on $465 million in collateral under a funding
arrangement, due to settiement of the arrangement as described in Note 17 to Financial Statements,

Interest expense and related charges increased $948 million to 83.554 billion in 2018 reflecting 3 $207 million unrealized mark-to-market net loss
refated to interest rate swaps in 2010 compared 1o a $696 million net gain in 2009 and 2 $214 million decreass in capitalized mterest due to completion of new
generation facility construction activities, partially offset by $97 million in decreased noncash amortization of losses on interest rate swaps dedesignated as
cash flow hedges, reflecting valucs atiributed to earlier periods, as well as lower interest expense resulting from reduced debt under the tiability management
program as descsibed above under "Significant Activities and Events.” Also, see Note 24 to Financial Statements.

income tax expense totaled $389 million in 2010 compared to 5194 million in 2009. Excluding the effects of the $4.1 billion and $90 million
nondeductible goodwill impairment charges in 2010 and 2009, respectively, the effective tax rates were 27 8% 1 2010 and 52 2% in 2009. The decrease in
the effective tax rate in 2010 was driven by lower interest acerued related to uncertain tax positions, including the effect of a $146 mitlion reversal of

previously accrued interest (see Note 7 to Financial Statements) net of the effect of an $8 million deferred tax charge refated to the Patient Protection and
. Affordable Care Act (see Note 8 to Financial Statements). !

Equity in eamings of unconsolidated subsidiaries (net of tax) increased $21 million to $277 million in 2010 driven by improved earnings of Oncor,
which reflected higher revenues, primarily due to weather effects and rate increases, and the effect of a $25 million write off of regulatory assets in 2009,
partially offset by increased noncash expenses recognized as a result of the PUCT's final order in the June 2008 rate roview.
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The consolidated net loss of $2.812 billion in 2010 represented a $3,156 billion decrzase in resuits.
. Results in the Competitive Electric segmem decreased $4.094 billion to a loss of $3.463 billion.
. Eamings from the Regutated Delivery segment mcereased $21 nudlion to 3277 million as discussed above,

. Corporate and Other net income totaled $374 million in 3010 compared to net expenses of $543 miltion in 20609, The amounts in 2010 and 2009
include recurring interest expense on outstanding debt and notes payable to subsidiaries, as well as corporate general and administrative
expenses. The change of 3917 million reflected %é?o mitlion in higher debt extinguishment gains in 2010, the 3121 mullion Corporate and Other
portion of the 2010 reversal of accrued interest on uncerigin tax positions discussed anbove, 368 million w lower SG&A expense primar]
reflecting lower transition costs associated with outsourced support services and costs allocated to the competitive operations effective 2010 and
2 820 million goodwill impairment charge in 2009, partially offsct by an $8 nultion deferred tax charge due (o the implementation of the Patient
Protection and Affordable Care Act in 2010 (all amounts after-tax).

Consolidated Financial Resnits — Year Ended December 31, 2669 Compared 1o Year Ended December 31, 2008

Reference 15 made to comparisons of results by business segment following the discussion of consolidated results. The business segment comparisons
provide additionsl dewil and quanufication of items affecting financial results.

Cperating revenues decreassd $1.818 billion, or 16%, to $9.546 bullion in 2009,

. Operating revenues in the Competitive Electric segment decreased $1.876 billion, or 19%,, to $7.911 billion,

. Operating revenues in the Regulaied Delivery segment increased $110 million, or 4%, 10 $2.690 billon,

. Net intercompany sales eliminations ingreased $32 million, reflecting Oncor's higher distribution revenues from REP subsidianes of TCEH.

Fuel, purchased power costs and delivery fous decreased 81,717 bullion, or 37%, to 82.878 billion in 2009, driven by lower purchased power costs. See
discussion below in the analysis of Competitive Electric segment results of operations,

Net gains from commodity hedging and frading activities totaled $1.736 billion in 2009 and $2.184 billion in 2008 Results in 2005 and 2008 included
unrealized mark-to-market net gains totating $1.277 biilion and $2.281 bitlion, respectively, driven by the ¢ffect of lower forward market prices of natural gas
on the value of positions in the long-term hedging program. See discussion below in the analysis of Competitive Electric segment results of operations.

Operazing costs increased 395 million, or 6%, to $1.598 billion in 2009

* {Jperating costs in the Competitive Electric segment increased $16 million, or 2%, to $693 million.

B Operating costs in the Regulated Delivery segment increased $80 million, or 10%, to $908 million.

[Depreciation and amoertization increased $144 miltion, or 9%, 1o $1 754 billion in 2009,

. Depreciation and amortization in the Competitive Electric segment increased 380 million, or 795, 10 $1.172 billion.
. Depreciation and amortization in the Regulated Delivery segment increased $65 million, or 13%. to $357 million
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SG&A expenses increased 3111 million, or 12%. 10 § 1.068 billion n 2009,
. SG&A expenses in the Competitive Electric segment increased $59 millian, or 9%, to $741 muilion.
. SG&A expenses in the Regulated Delrvery segment increased 330 million, or 1820, to $194 mitlion.

. Corporate and Other SG& A expenses increased $22 miltion, or 20%. to $133 million driven by higher transition costs associated with outsourced
Support services.

See Note 4 to Financial Statements for discussion of the 390 million and $8.860 billion impairments of goodwill in 2009 and 2008, respectively,

Other income totaled 3204 million in 2009 and 38C million in 2008, including $39 million and 344 million, respectively, in accretion of the fair value
adjustment to certain regulatory assets due to purchase accounting. The 2009 amount also included an $87 million debt extinguishment gain (see discussion of
debt exchanges in Note 11 1o Financial Statements), $23 miilion of income arising from the reversal of a use tax accrual recorded in purchase accounting
related to periods prior to the Merger, which was triggered by a state ruling in the third quarter of 2009, and 321 million of income ansing from the reversal of
exit Habilities recorded in purchase accounting due to sconer than expected transition of outsourcing services (see Note 19 to Financial Statements). The 2008
amount also included a 521 million net insurance recovery for damage (o certain mining equipment.

N |

Other deductions totaled $97 million in 2009 and £1.301 billion in 2008, The 2009 amount included an impairment charge of $34 million related to
land expected to be sold within the next 12 months antt a $25 million write off of regulatory assets as diseussed in Note 24 to Financia) Statements. The 2008
amount included impairment charges of $501 million related 1o NO_ and SOzenvirbnmenml allowances intangible assets and 5481 million related to trade
name intangible assets, both discussed in Note 4 to Financial Statements, $229 mitlion in impairment charges related to the natural gas-fueled generation
facilities and $26 million in charges to reserve for net receivables {excluding termination related costs) from terminated hedging transactions with subsidiaries

of Lehman Brothers Holdings Inc., which filed for bankruptcy under Chapter 11 of the US Bankruptey Code. Sce Note 9 to Financial Statements for details of
other income and deductions.

[nterest income increased $18 million, or 67%, 1o $45 million driven by interest on $465 million in collateral under a funding arrangement deseribed in
Note 17 to Financial Statements.

Interest expense and related charges decreased $2.023 billion to $2.912 billion in 2009 reflécting o'$696 million unrealized mark-to-market net gain
refated to interest rate swaps in 2009 as compared to 2 $1.477 Wilfion net loss in 2008, which was partiaily offset by $118 million in increased noncash

amortization of losses on interest rate swaps dedesignated as cash flow hedges and a $34 mullion decrease in capitalized interest. See Note 24 to Financial
Staternents. ’

i f
[ncome tax expense totaled $367 milhon in 2009 compared to an income tax benefit of $471 miilion in 2008, The effective rate on income in 2009 was
47.4%, and the effective rate on a loss in 2008 was 4.5%. The increase in the rate reflects the impacts of nondeductible goodwill impairments of $90 million
in 2009 and $8.860 billion in 2008. which increased the effective rate by 5.0 percentage points in 2009 and decreased the effective rate by 24.8 percentage

points in 2008. The increase also reflects the effect of inferest accrued for uncertain tax posttnons, which increased the rate on income in 2009 and decreased
the rate on a loss in 2008,
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Reflecting the goodwill and other impairment charges recorded in 2008, after tax-resuls improved $10.406 billion vo 3408 million in net income in
2009,

. Afier-tax results in the Competilive Electric segment improved $9 3560 billion to 5631 mullion in net w.come in 2009,
. Afler-tax results in the Regulated Delivery segment improved 3806 million to 3320 milhion in net income in 2009

. Corporate and Other net expenses ttaled $543 million in 2009 and $583 million m 2008, The amocunts in 2009 and 2008 include recurring
interest expense on outstanding debt and notes payable to subsidianes, as well as corporate general and administrative expenses. The aller-isx
decrease of $40 million reflecied the debt extinguishment gain of $57 million and $16 million in interest income related to the collateral
discussed above, partially offset by a 320 million goodwill impairment charge and the $14 million increase in SG&A expense as discussed above,

Non-GAAP Earnings Measures

in communications with investors, we use a non-GAAP samings measure that refiects adjustments to eamings reported in accordance with US GAAP
in order to review underlying operating performance. These adjusting itoms, which are generally noncash, consist of unrealized mark-to-market gains and
{osses, impainment charges, debt extinguishment gains and other charges, credits or gains that are unusual or nonrecurring. All such items and related amounts
are disclosed in our annual report on Form 10-K and quarterly reports on Form 10-Q Qur communications with mvestors also reference “Adjusted EBITDA,"
which is a non-GAAP measure used in caleulation of ratios in covenants of centain of our debt securities (soe "Financial Condition — Liquidity and Capital
Resources ~ Financial Covenaats, Credit Rating Provisions and Cross Default Provisions” below),
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Compeiitive Electric Segment

Financial Results
Yenr Ended December 31,

. 2010 2009 2008
Operating revenues 3 8235 8 7911 §$ 9,787
Fuel. purchased power costs and delivery fees 4,370 {3,934) (3,600)
Net gain from commodity hedging and trading activities 2.161 1,736 2,184
Operating costs (837 {693) (677)
Deprecigtion and amortization {1,380y (0,172 (1,092)
Selling, general and administrative expenses (722} {741y . {682)
Franchise and revenue-based taxes (106} (108) (11
Impairment of goodwill (4,100 70) (8.000)
Other income 503 59 . 34
Other deductions 2n {68) {1,274)
Interest income o1 64 61
Interest expense and related charges * . (2.957) (1,946) 4010y
Income {loss) before income taxes (3,104) 1,038 {9,379)
Income tax {expense) benefit (359 (407} 450
Net income (Joss} s {3463) $ 831 % {R.929)
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Competitive Electric Segment

Sales Votwme and Customer Count Daia

Sales volumes:
Retail electricity sales volumes — (GWh):
Residential
Smatl business (a)
Large business and other customers
Tota! retail electricity
Wholesale electricity sales volumes (b)
Total sales volumes

Average volume (kWh) per residential customer {c)
Weather (North Texas average) ~ percent of normal (d):
Cooling degree days
Heating degree days
Customer counts:
Retail electricity customers {end of penoed and in thousands) (e}
Residential
Small business (a)
Large business and other customers
Toial reiail electricity customers

Year Ended December 31,

2010 2008
2010 2069 1008 % Change % Change
28,208 28.046 28,135 0.4 {03
8,042 7,962 7,383 1.0 8.1
15,339 14,573 13545 5.3 4.3
51,589 50,581 49,443 2.0 23
51,339 42,320 46.743 214 {9.5)
102,948 92.901 96,126 108 3.4
15,532 14,855 14,780 4.6 0.5
108.9% 98.1% 107.3% 110 (8.6}
116.6% 105.8% 98.3% 16.2 76
L7711 1,862 1,914 4% 2.0
217 262 275 {(17.2) 4.7
20 23 25 (13.0) (8.0)
1008 2. 147 3214 {6.5) 3.0}
P )

{a} Customers with demand of less than 1| MW annually,

(b} Includes net amounts related 10 sales and purchases of balancing energy in the “real-time market.”

(g} Calculated using average number of customers for the penipd

(d)  Weather data is obtained from Weatherbank, Inc., an independent company that collects and archives weather data from reporting stations of the
Mationat Creeanic and Atnospheric Adminstration (a federal agency under the US Department of Commerce). Normal is defined as the average overa

10-year period.

(e} Based on number of meters, Typically, Jarge business and other customers have more than one meter; therefore, number of meters does not reflect the
number of individual customers. The year ended December 31, 2008 reflects reclassification of 18 thousand meters from residential to small business to

conform to curcent presentation.
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Comperitive Electric Segment A
Revenue and Commodity Hedging and Trading Activities

Year Ended December 31, 2910 e

2010 2008 2008 % Chaoge % Chaoge

Operating revenues: :
Retail electricity revenues:

Residential $3,663 $3806 83782 (3.8 0.6
Smali business (a) 1052 1,164 1,099 (9.6) 59
Large business and other customers 1211 1261 1,447 4.0y (12.%
Total retail electricity revenues 3926 6231 6328 (4.9) (1.5}
Wholesale electricity revenues (b) (¢} 2005 1,383 3,115 45.9 (55.6)
Amortization of intangibles {d) 16 3 (36) — e
Other operating revenues ’ 288 292 380 (14 (23.2)
Total operating revenues 38235 7911 39787 4.1 {15.2)
Net gain from commodity hedging and trading activities: N
Unrealized net gaing from changes (n fair value - 2,162 31,741 52,2590 242 (24.0)
Unrealized net losses representing reversals of previously recognized fair values of positiuns settled
in the current period ’ ’ {1,009y (464) 9 —
Realized net gains (losses) on settled positions , 1.008 459 O —
Total gain . 52,161 $1.736 $2.184 24.5 {20.5)

{a) Customers with demand of tess than | MW annually.

(b}  Upon settlement of physical derivative power sales and purchase contracts that are marked-to-market in net income, wholesale electricity revenues and
fuel and purchased power costs are reported at approximated market prices, as required by accounting rules, instead of the contract price. As aresult, |
these line item amounts inctude a noncash component, which the company considers "unrealized.” (The offsetting differences betwesn contract and
market prices are reporred in net gain from commodity hedging and trading activities.) These amounts are as follows:

Year Ended Decomber 31,

2010 2009 2008
Reported in revenues 3 (28) 5 S {168 $ 42
Reported in fuel and purchased power costs o6 114 6
Net gain (loss) 3 68 3 (52} $ 48

(¢} Includes net amounts related to sales and purchases of balancing energy in the “real-time market.”
{d} Represents amortization of the intangible net asset value of retail and wholesale power sales agreements resulting from purchase accounting.

¥
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Competitive Electric Segment
Productien, Purchased Pawer and Delivery Cost Data

Yenr Entted December 31, 2614
B0 2509 2008 % Change
Fuel, purchased power eosis and delivery fees {§ millicus)
Nugclear fuel $ 15§ 2108 93 314
Lignite/coal 310 670 640 358
Total baseload fuel 1,069 791 735 351
Matural gas fuel and purchased power {3) 1,502 1224 2,881 2.7
Armortization of intangibles (b) 161 285(D) 3i§ {43.5)
Other costs 187 202 i3 79
Fuel and purchased power costs 2,518 2,502 4,285 16.7
Delivery fees (¢) 1,452 1,432 1,315 14
Total $ 4371 33934 § 5600 11.1
Fu:;&ﬁ;l purchased power costs (which excludes generation facilities operating costs) per
? H
MNuclear fuel 3 789 3 ASRD S 492 R R
Lignitc/eoal (&) 5 1919 % 1647 & 1580 163
Natural gas fuel and purchased power $ 5337 $4436 38199 181
Delivery fees per MWh $ 2806 §$2809 32633 onn
Produaction and purchased power valumes {GWhh
Nuclear 20,208 20,104 19,218 4.3
Lignite/coal 54775 45684 44,923 19.9
Total baseload generation 74,983 65,788 64,141 14.0
Natura] gas-fueted generation 1,648 2,447 4,122 (321
Purchased power (2} 26317 24666 27923 6.7
Total energy supply volumes 102948 92901 96,186 10.8
Baseload capacity factors:
Nuglear 100.3%  100.0% 952% 0.3
Lignite/coal

82.2%  86.5% 87.6% {5.0%

Total baseload 86.6% 90.3%% £9.8% [CAY

2009

% Change

274
47
76

(57.9)
(10.4)
(42.3)
(41.6)
89
(29.8)

i3

42
{45.9)

6.7

4.6
1.7
26

{10.6)

(L7

(3.4)

5.0
(1.3
0.6

{a}  See note (k) on previous page.

(b) Represents amortization of the intangible net asset values of emission credits, coal purchase contracts, nuclear fuef comtracts and power purchase

agreements and the steppad up value of nuclear fuel resulting from purchase accounting,
{¢} Includes delivery fee charges from Oncor that prior to 2010 were eliminated in consolidation.

(d)  Includes depreciation and amortization of lignite mining assets, which is reported in the depreciation and amortization expense line item, but is part of

overall fusl costs.
{¢} Includes amounts related to line Ioss and power imbalances.
(i Reflects reclassification to correct amortization,
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Comperitive Electric Segment — Financial Results — Year Ended December 31, 2010 Compared to Year Ended December 31, 2099

Operating revenues increased $324 mithon, or 4%, to 38.233 billion in 2010,

Wholesale electricity revenues increased $622 milhon, or 45%, to $2.005 illion in 2010. A 21% increase in wholesale electricity sales volumes,
reflecting production from the new generation units and increased sales to third-parry REPs, increased revenues by $332 million. An 8% mcrease in average
wholesale electricity prices, reflecting higher natural gas prices at the time the underlying contracts were exgcuted, incressed revenues by $149 million. The
balance of the revenue increase reflected lower unrealized losses in 2010 related to physical derivative commodity sales contracts as discussed in footnote
(b) to the "Revenue and Commodity Hedging and Trading Activities” table above.

Retail electricity revenues decreased 3365 miltion, or §%. to $5.926 billion and reflected the following:

. Lower average pricing decreased revenues by 5429 miflion reflecting declines in both the business and residential markets. Lower
average pricing is reflective of competitive activity in a lower wholesale power price environment and a change in business customer
mix.

. A 2% incresse in sales volumes increased revenues by $124 million reflecting increases in both the business and residential markets. A
4% increase in business markets sales volumes reflected a change in customer mix resulting {rom contracts executed with new customers.
Residential sales volumes increased 1% reflecting higher average consumption driven by colder winter weather and hotter summer
weather, partially offset by a decline in residential customer counts,

! -

Fuel, purchased power costs and delivery fees increaséd $437 million, or 11%, 10 $4 371 billion in 20£0 Higher purchased power costs contributed
$255 million to the increase and reflected incrensed planned generation unit outages and higher retail demand, as well as increased prices driven by the effeet
of higher natural gas prices at the time the underlying contracts were executed. Other factors contributing to the increase included $126 million in higher
lignite/coal costs at existing plants, reflecting higher purchased coal transportation and commodity costs, $1 14 miilion in increased lignite fuel costs related to
production from the new generation units, a $39 million increase in nuclear fuel expense reflecting increased uranium and conversion costs, a $23 million
increase in natural gas and fuel oil costs driven by higher prices. $20 million in higher delivery fees, reflecting iricreased retail sales volumes and tanffs, and
an $18 million decrease in unrealized gains related to physical derivative commodity purchase contracts. These increases were partially offset by $124 million
in lower amortization of the intangible net asset values (including the stepped-up value of nuclear fuel) resulting from purchasce accounting, which reflected
expiration of commodity contracts and consumption of the nuclear fuel.

Overatl bascload generation production increased 14% in 2010 driven by production froni the new generation units, Nuclear production increased 1%,
and existing ligmte/coal-fueled generation decreased 2% driven by increased economic backdown,
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Following is an analysis of amounts reported as net gain from commodity hedging and trading activities for the years ended December 31, 2010 and
2009, which towaled $2.161 billion and 31,736 billion, respectively:
Year Ended December 31, 2010 - Unrealized mark-to-market net gains totaling $1.157 billion included:
. $1.157 billion in net gains related to hedge positions, which includes $2.133 billica in net gains {rom changes in fair value, driven by the impact
of tower forward natural gas prices on the value of positions in the Jong-term hedg’ag program, and $976 million m net losses that represent
reversals of previously recorded net gains on positions settled in the period, and

. $4 million m net losses related to trading positions, which includes 329 million in et gains from changes in fair vatue, and 333 million in net
losses that represent reversals of previously recorded net gains on positions seitied in the period.

Realized net gains totzling $1.008 billion included:
- %951 million in net gains related ro positions that primarily hedged electricity revenues recognized in the period, and
. £47 million in net gains related to trading positions.

Year Ended December 31, 2009 — Umsealized mark-to-market net gains totaling $1.277 biilion included;

. $1.260 billion in net gains related to hedge positions, which includes $1.719 billion in net gains from changes in fair value, driven by the impact
of lower forward natural gas prices on the value of positions in the long-term hedging program, and 3459 million in net losses that represent
reversals of previously recorded net gains on positions settled in the period, and

. $17 millon in net gains related to trading positions, which includes $22 million in net gains from changes w fair value, and §5 million in et
tosses that represent reversals of previously recorded net gams on positions settled in the period,

Realized net gains totaling $45% miltion included:
. $449 mittion in net gains related to positions that primarily hedged electricity revenues recognized in the period, and
N $10 million in net gains refated to trading positions.

Unreatized gains and losses that are related to physical derivative commodity contracts and are reported as revenues and purchased power costs, as
required by accounting rules, totaled 568 million m net gains in 2010 and $32 million in net losses in 2009,

Operating costs increased $144 million, or 21%, t 3837 million in 2010. The increase reflected $90 miflion in incremental expense related to the new
generation units, The balance of the increase was driven by instatlation and maintenance of emissions control equipment at the existing lignite/coal-fueled
generation facilities and higher maintenance costs at both the nuclear and existing lignite/coal-fueted facilities reflecting timing and scope of project work,

Depreciation and amortization increased 3208 million, or 18%, 1o $1.380 billion in 2010. The increase reflected $162 million in incremental expense
related 1o the new generation units and associated mining operations, The balance of the incrense was driven by equipment sdditions.
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"SG&A expenses decreased $19 million, or 3%, to 3722 million in 2010. The decrease reflected:
. $31 millions in lower transition costs associated with outsourced services and the retail customer information management system implemented in
- .

. $16 miltion in lower employee compensation-related expense in 2010; '

. 312 mulfion of accounts receivable secnmuauun program fees that are reported in 2010 as interest expense and related charges (see Note 10 to
Financial Statements), and

. $8 million in lower bad debt expense,

.

partially offset by $46 miilion of costs allocated from corporate in 2010, princigatly fees paid 16 the Sponsor Group.

See Note 4 10 Financial Statements for discussion of the $4.1 biltion impairment of goodwill recorded in 2010 and of the $70 million impairment of

goodwill recorded in 2009 that resulted from the completion of {air value calculations supporting & goodwill impairment charge recorded in the fourth quarter
of 2008.

Other income totaled $903 million m 2010 and $59 million in 2009. Other income in 2610 included debt extinguishment gaimns of $687 million, a$116
miltion gain on termination of a power sales contract, a $44 million gain un the sale of land and related water rights and a $37 million gain assotiated with the
sate of interests in a naturat gas gathening pipeline business. The 2009 amount included a $23 million reversal of's use tax accrual, an $11 milhon reversal of
exit liabilities recorded in connection with the termination of outsourcing arrangements and 323 million in several individually immaterial items. Other
deductions totaled 321 million in 2010 and 368 million in 2009. The 2010 amount meluded several individually immaterial items. The 2009 amount included
%34 million in charges for the impairment of land expected to be sold, $7 million in severance charges and other individually immaterial miscellaneous
expenscs. See Note 9 to Financial Statements for additional details ’

Interest income increased $27 million, or 42%, to $91 miilion in 2010 reflecting higher notes receivable balances from affiliates,

Interest expense and refated charges increased by $1.011 billion, or 32%, to $2.957 billion in 2010 reflecting a $207 million unrealized mark-to-market
net loss related 1o interest rate swaps in 2010 compared to & 3696 million net gain in 2009 and a 5214 million decrease in capitalized interest due to

completion of new generation facility consiructmn activities, partially offset by a $97 mifhion decrease in noncash amortization of losses on interest rate swaps
dedesignated as cash flow hedges.

Encome tax expense tutaled $359 million in 2010 compared to 5407 million in 2009, Excluding the $4.1 bilion and $70 million nondeductible goodwill
impairment charges in 2010 and 2009, respectively, the effective 1ax rates were 36.0% and 36.7%, respectively.
i
Results for the segment decreased $4.094 bitlion in 2010 0 a loss of $3.463 bitlion reflecting the $4.1 billion goodwill impairment charge and increased
interest expense, partially offset by debt extinguishment gains and an increase i net gaing from commodity hedging and trading activities.

'
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Competitive Electric Segment - Financial Results — Yeor Ended December 31, 2009 Compared ta Year Ended December 31, 2008
Operating revenues decreased $1 876 billion, or 19%. 10 $7.911 bilkion in 2009,

Wholesale clectricity revenues decreased $1.732 billion, or 36%, to $1.383 bitlion in 2009 as compared to 2008, Volatility in wholesale revenues and
purchased power costs reflects movements in uatural gas prices, as lower natural gas prices in 2009 drove a 46% decline in average wholesale zlectricity sales
prices. Reported wholesale revenues and purchased power costs also reflect changes in volumes of bilateral contracting activity entered into to mitigate the
effects of demand volatility and congestion. Resalts in 2009 reflect lower demand volatility and a decline in congestion, which drove a 10% decling in
wholesale sales volumes. Net purchases of balancing electricity from ERCOT totaling 380 million in 2009 and 3214 million in 2008, which were previously
disclosed separately, are now included within wholesale electricity revenues. )

Retail electricity revenues declined $97 million, or 29, to 36.231 billion and reflected the followmg:

. Lower average pricing contributed $242 miflion to the revenue decline. The change in average pricing reflected lower average contracted
businass rates driven by lowor wholesale electricity prices, partially offset by higher average pricing in the residential and non-contract
husiness markets resulting fom advanced meter surcharges as well as customer mix.

. Retail sales volume growth of 2% increased revenuus by $143 million. Volumes rose in the business markets driven by changes m
custormer mix resulting from contracting activity, but dechined shightly in the residentinl market driven by a 3% decrease in customers,

Other operating revenues decreased $88 million, or 23%, to $292 million in 2009 due to lower natural gas prices and lower volumes on sales of natural
gas to industrial customers,

The change in operating revenues also reflected 2 $41 million decrease 1n amortization of infangible assets arising from purchase accounting reflecting
expiration of retail sales contracis,

Fuel, purchased power costs and delivery fees decreased $1.666 bittion, or 30%, to 53,834 hiilion in 2009, This decrease was driven by lower purchased
power costs due 1o the effect of lower natura! gas prices, decrensed demand volatility and reduced congestion as discussed above regarding wholesale
rovenues. Lower costs of replacement power during unplanned gencration unit repair outages contributed to improved margin, Other factors contributing to
lower fiel and purchased power costs included lower natural gas-fueled generation and fower related fuel costs (3374 mitlion), the effcct of lower natural gas

prices on natural gas purchased for sale to industeial customers (116 million) and lower amortization of imangible assets arising from purchase accounting
{326 million).

COverall baseload generation production increased 3% in 2009 reflecting a 5% increase in nuclear production and a 2% increase in lignite/coal-fueted
production. The incresse in nuclear production, which reflects two refueling outages in 2008 compared to one refueling outage in 2009 and investrents to
incrense generation capacity, resulted in improved margin, The increase in ligaite/coal-fueled production reflected generation from the new units placed in
service in the fourth quarter 2009, partially offset by generation reductions during certam periods when power could be purchased in the wholesale market at
prices below production costs, wiuch was largely due to lower natural gas prices and higher wind generation availability.
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Following is an analysis of amounts reported as net gain from commodity hedging and trading activities for the' vears ended December 31, 2009 and
2008, which gotaled $1.736 billion and $2.184 billion, respectively: '

¥

Year Ended December 31, 2009 — Unrealized mark-to-market net gains totaling $1.277 billion included:

. $1.260 billion in net gams related to hedge positions, which includes $1.719 billion in net gains from changes in fair value, driven by the impact
of lower forward natural gas prices on the value of positions i the long-term hedging program, and $459 million in net losses that represent
reversals of previously recorded net gains on positions settled in the period, and

. $17 mulfion in net gains related to trading positions, which includes $22 million in net gains from changes in fair value and 35 million m net.
losses that represent reversals of previously recorded net gains on positions sentled in the period.

Realized net gains totaling $459 million included:
. $449 million in net gains relsted to positions that primarily hedged electricity reventies recognized in the period, and
. 510 mitlion in net gains related to trading positrons ’

Year Ended December 31, 2008 — Unrealized mark-to-market net gains totaling $2.281 billion included:

. $2.324 tillion in net gains related to hedge positions, which includes $2.282 billion in net gains from changes in fair value and $42 million in net
gains that represent reversals of previously recorded fair values of positions settled in the period;

. $68 million in "day one” net losscs related to large hedge positions (see Note 17 1o Financial Statements), and

. $25 million in net gains related to trading positions, which includes £76 miltion in net gains from changes in fair value and $51 million in net
losses that represent reversals of previously recortded fair values of positions settled i the period. ~

Renlized net losses totaling $97 million included:

. $177 million in net losses related to hedge positions that primarily offset hedged electricity revenues and fuel and purchased power costs
recognized in the period, and

. $80 million in net gains related to trading positions.

Unrealized gains and Ipsses that ars related to physically settled derivative commodity contracts and are reported as revenues and purchased power
costs, as required by accounting rules, totaled $52 miltion in net losses i 2009 and $48 million in net gains in 2008,

Operating costs increased $16 million, or 2%, to $693 million in 2009 driven by $28 miflion i costs related to the new lignite-fueled generation
facilities. The change also reflected $19 mullion in higher maintenance costs incurred duning planned and unplanned lignite-fucled generation unit outages in

2009 that was more than offset by the 331 muhon effect of two planned nucicar generation unit outages in 2008 as compared {0 one in 2009
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Depreciation and amortization increased $80 mitlion, or 7%, to $1.172 billion in 2009. The increase was driven by $39 million in higher amortizaton
expanse related to the intangible asset representing retail customer relationships recorded in purchase accounting and $24 million due to the placement in
service of two new generation umis and related mining assers. Increased lignite generation unit depreciation as a result of normal capital additions as well as
adjustments to usefisl lives of components was partially offset by lower natural gas genceration unit depreciation resulting from an impairment in 2008,

SG&A cxpenses increased $59 multion, or 9%, to 3741 million in 2009. The increase reflected £36 million in higher retall bad debt expense, reflecting
figher delinquencies due to defays in final bills and disconnects resulting from a sysiem conversion, customer losses and general economic conditions. The
increase also reflected higher employee related expenses, the implementation of a new retail customer information management system and the ransition of
cestain previously outsourced customer operations. partially offset by $13 millien in lower fees associated with the sale of recervables program,

See Note 4 to Financial Statements for discussion of the impairments of goodwili of $70 million in 2009 and $8.0 biftion in 2008,

Cther invome towled $39 mitlion in 2009 and $34 million in 2008, The 2009 amount included a $23 million reversal of a use tax accruat, an §11
million reversal of exit Habilities recorded in connection with the termunation of outsourcing arrangements (see Note 19 1o Financial Statements), a $6 million
fae received related to an interest rate swap/commodity hedge derivative agreement, 55 million in royaity income and 35 million in sales/use tax refunds. The
2008 amount ingluded an insurance recovery of 821 million and 54 million in royalty income See Mote 9 o Financial Statements for more details.

Other dedugtions otaled 368 million wm 2009 and $1.274 biltion in 2008, The 2009 amouny included $34 million in charges for the impairment of land
expected Lo be sold withia the next 12 months, $7 million in charges for severance and other mdividually immaterial misceHancous expenses. The 2008
amount included $501 mudlion in impairment charges related to MO, and 8O, environmental allowances intangible asscts and 3481 million related to trade
name intangible assets, both discussed in Note 4 to Financial Statements, $229 muilion in impairment charges related to the nauiral gas-fueled gencration
facilities discussed in Note 5 to Financial Statemems and 326 miilion in charges to regerve for net receivables {(excluding termination related costs) from

terminated hedging transactions with subsidianes of Lehiman Brothers Holdings Inc., which filed for bankrupicy under Chapier 11 of the US Bankruptey
Code. See Note 9 to Financial Statements for more detads.

Inserest expense and rolated charges decreased $2.064 billion, or 51%. 10 $1.946 billion in 2009, The decrease reflected & $696 million unrealized mark-
to-market net gam related to interest rate swaps in 2009 compared to a $1.477 billion net loss in 2008, partially offset by $118 milbon in mereased noncash
amurtization of losses on interest rate swaps dedesignated as cash How hedges in August 2008,

incume tax expense totaled $407 milhon i 2009 compared 1o an income tax benefit otaling 5450 million in 2008, Excluding the impacts of the
goodwill impawment of $70 miltion in 2009 and $8.0 bitlion w 2008, the effective income tax rate was 36.7% in 2009 and 32.6% i 2008, (Thuse
nondeductible charges distort the comparison; therefore, they have been excluded for purposes of a more meaningful discussion.) The increase in the rate
reflects the effect of mterest accrued for uncertain tax positions, which increased the rale on incoms in 1009 and decreased the rate on a loss in 2008,

Afer-tax resulis for the segmen) improved $9.560 billion to net income of $631 million in 2009, reflecting the 2008 impairment of goodwill, the 2008
impairment charges reported in other deductions and the change i unrealized mark-to-market values of imerest rate swaps reported in interest expense,
partialty offset by lower net gains from commodity hedging and trading activities driven by lower unrealized mark-to-market net gains.
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Regulated Detivery Segment

The following tables present financial operating resuits of the Regulated Delivery segment for the years ended December 31, 2009 and 2008.
Comparative segment results for the years ended December 31, 20619 and 2009 are discussed above with consohidated results of equity in earnings of
unconsolidated subsidiares. Effective January 1, 2010, Oncor (and its majority owner, Oncor Holdings) was deconsolidated as a result of amended
consolidarion accounting standards related to variable interest entities (see Note 3 o Financial Statements) ™

Financial Results

Qperating revenues
Operating costs
Deprecistion and amortization
Selling, general and administrative expenses
Franchise snd revenue-based taxes
Impairment of goodwill A
Other income
Other deductions
Interest income
Interest expense and refated charges
[ncome (loss) before income taxes
fncome ax expense (a)

, Net income (loss)

Yaur Ended December 3,

— 0 T T
3 2,690 $ 2,580
(908) (828;
(557 (492)
{194) (164)
(250) (253)
— {860}

49 45
{343 (19}

43 45

— (318 R 1)
493 (163
: 173 221
Mmﬂ& :Smwﬁ&)

(2} Effective with the sale of noncontrolling interests (see Note 14 to Financial Statements), Oncor is taxed as a partnership and thus not subject to income
faxes: however, subsequent o the sale, Oncor reflects a "provision in lieu of income taxes,” and the results of segments are evaluated as if they file their

Own income tax returns.

¢
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Operating Data

Operating statisties — volumes:
Electric energy billed volumes (GWh)
Relinbility statistizs {a):
System Average Interruption Duration Index (SAIDI) (nonstorm)
System Average Interruption Frequency Index (SAIF!) (nonstorm)
Customer Average Interruption Duration ndex (CAIDD {nonstorm)
Electric points of delivery {end of period and in thousands):
Electricity distribution potrus of delivery (based on number of meters)
Operating revenues:
Electiicity distribution revenues (b):
Affiliated (TCEH)
Nonaffiliated
Total distribution revenues
Thisd-party transmussion revenues
Other miscelianeous revenues
Tota! operating revenues

Yeur Ended December 31,

2009 2008
103,376 107,828
84.5 854
i1 i
712 4.7
3.145 3,123
5 LOLT 8 298
1,339 1,264
2,354 2,262
299 280
35 38
3 2690 % 21,380
e s

{3} SAILM is the average number of minutes electric service is interrupted per consumer in a year, SAIFLis the average number of clectric service
interruptions per consumer in a year. CAIDI 1s the average duration in minutes per electric service interruption in a year. The statistics presented are

based on the preceding twelve months’ data,

tb)  Includes wansition charge revenue associated with the issuance of securitization bonds totaling $147 multion and $140 million for the years eaded
Diecernber 31, 2009 and 2008, respectively. Also includes disconnectreconnect fees and other discretionary revenues for services requested by REPs.

Regulated Delivery Segment — Financiat Results — Year Ended December 37, 2089 Compared to Year Ended December 31, 2008

Operating revenues increased 3110 million, or 4%, to $2.690 biltion in 2009. The increase reflected:
. £55 million from increased distnbution tarifls, including the August 2009 rate review order;

. 5218 mullion from a surcharge o recover advanced metering deployment costs and $11 miltion from a surcharge to recover additionsl energy

efficiency costs, both of which became effective with the January 2009 billing cycle;
. $20 million in higher iransmission revenues reflecting rate increasss 1o recover ongoing investment in the transmission systern;
. an estimated $14 miltion impact from growth in points of delivery:

. %2 miltion performance bonus for meeting PUCT energy efficiency targets, and

. $7 million in higher charges 10 REPs related to transition bonds {with an offseiting increase m amonization of the related regulatory assety,

partially offset by an estimated 327 million in lower average consumption primarily due to the effects of milder weather and general economic

conchtions and $7 million due to less requested REP discretionary and third-party maintenance services.
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Operating costs increased $80 million, or 10%, to $908 million in 2009. The increase reflected $45 million in higher fees paid to other mansmission
entities, $21 million i additional expense recognition as a resuit of the PUCT's August 2009 final order in the rate review (see discussion immediately befow)

and 310 million in costs related 1 programs designed to improve customer gleciricity demand efficiency, the majority of which are reflected in the revenue
mnereases discussed above.

¥
Under accounting rules for rate regulated utilities, certain costs are deferred as regulatory assets (see Note 24 to Financial Statements) when incurred
and are recognized as expense when recovery of the costs are allowed in revenus under regulatory approvals. Accordingly, beginning in September 2009, the
effective date of the new tariffs resulting from the rate review, Oncor began to amortize as operating costs or SG&A expenses certain costs previously
deferred as regulatory assels over the recoverability period under the rate review order and recognized higher costs refated to the current period. The

additional expense recognized included $14 miltion related to storm recovery costs and $10 million related to pension and OPEB costs {including 33 miflion
reported in SGRA expense). ’

Depreciation and amortization increased $65 mullion, or 13%, 1o $557 miflion in 2009, The increase reflected $34 million in higher depreciation due to
ongoing investments in property, ptant and equipment (including 811 million related to advanced meters), $24 miltion due to increased depreciation and
amortization rates implemented upon the PUCT approval of new tariffs in September 2009 and $7 million in higher amortization of regulatory assets  ~
sssociated with securitization bonds {with an offsetting increase in revenues).

SG&A expenses increased $30 million, or 18%, to 3194 million in 2009. The increase reflected $12 miltion related to advanced meters and $2 million
in additional expense recognition as 2 result of the PUCTs final order in the rate review, both of which have related revenue increases, $8 million in higher
professional and contractor fees driven by outsourcing transition and CREZ development activities and $6 mitlion in higher costs relaied to employee benefit
plans, partially offset by a $3 million one-time reversal of bad debt expense due to the PUCT's finalization of the Centification of Retail Electric Providers rule
n April 2009, Write-offs of uncollectible amounts owed by nonaffiliated REPs are deferred as a regulatory asset.

Taxes other than amounts relfated to income taxes decreased $5 milfion, or 254, to $250 million in 2009 reflecting a decrease in local franchise fees due
{o decreased volumes of electricity delivered.

See Note 4 to Financial Statements for a discussion of the $860 million goodwill impairment charge recorded in 2008,

Other income totaled $45 multion in 2009 and $45 million in 2008, The 2009 and 2008 amounts included accretion of an adjustment (discount) to
regulatory assets resulting from purchase accounting totaling $39 million and $44 million, respectively, The 2009 amount also included $10 miliion due to the
reversal of exit liabilities recorded in purchase accounting related to the termination of cutsourcing arrangements. See Note 19 to Financial Stuements,

Other deductions totaled $34 million in 2009 and 319 million in 2008 The 2009 amount included a 525 million write off of regulatory assets (see Note

24 to Financial Statements). The 2009 and 2008 amounts included costs totaling $2 million and $13 méition, respectively, associated with a rate settlement
with certain cittes in 2006, E

Interest income decreased $2 miflion. or 4%, to $43 million in 2009. The decrease reflected 54 million in fower reimbursement of transition bond
interest from TCEH due to lower remaining principal amounts of the bonds and 82 million in Jower interest income on temporary cash investments and
restricted cash due to lower interest rates, partiatly offset by 34 million in higher earnings on investments held for certain employee benefit plans.

: %

Interest expense and rclated charges increased $29 million, or 9%, to $346 million in 2009, The increase reflected $17 million in higher average
borrowings, reflecting ongoing capital investments. The increase also reflected $12 miflion due to higher average intercst rates, which was driven by

refinancing of short-term borrowings with $1.5 billion of senior secured notes issued in September 2008, The majonty of the procesds of the September 2008
notes issuance was used to pay outstanding short-term borrowings under Oncor’s credit facility.
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ncome tax expense totated $173 million in 2009 comparcd 10 3221 million in 2008, The effective rate decreased to 35.1% in 2009 from 37.2%0 10 2008,
excluding the impact of the $860 million zoodwill impwmrment in 2608, (This nondeduciible charge distonts the comparisosn; therefore, it has beea excluded for

purposes of a more meaningful discussion.) The decrease in the rate was driven by the reversal of accrued interest due to the favorable resolution of uncenain
tax posinens,

Net income for 2009 totaled $320 miltion and net loss for 2008 totaled $486 million, The change reflects the $860 muilion goodwill impairment charge
recorded in 2008, as well as $33 million in lower results i 2009 driven by the effect of lower average consumption on revenues, the write-off of centain
regulatory assets and increased interest expense,
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Energy-Retated Commodity Contracts and Mark-to-Market Activities

The table below summarizes the changes in commodity contract assets and liabilitics for the periods presented. The net changes in these assets and
tiabilities. excluding "other activity® as described below, represent the pretax effect on camings of positions in the commodily tontract portfolio that are
marked-to-market in net income (see Note 17 to Financial Statements), The portfolio consists primarily of economic hedges but also includes trading
positions.

*

Year Ended Decernber 3,

’ 2810 2869 2008
Commodity contract net asset (liability) as of beginning of period % L7138 & 430 % (1,917)
Settlements of positions (a) (9433 (518) 39
Changes in fair value (b} 2,162 1,741 2,294
Qther activity (¢} 160 63 14
Commodity contract net asset as of end of period - $ 3097 % 1,718 & 430

(8)  Represents reversals of previously recognized unrealized gains and losses upon settlement (offsets realized gains and losses recognized in the scmefncr}t
© period).
(b}  Represents unreslized gains and losses recognized, primarily related to positions m the fong-term hedging program (see discussion above under "Long-
Term Hedging Program™). Includes gains and losses recorded at contract inception dates (see Note 17 to the Financial Statements),
{c}  The 2010 amount includes a $1 16 million noncash gain on termination of a long-term power sales contract. Includes amounts related to options
purchased and sold and physical natural gas exchange transactions.

Unrealized gains and losses related to commodity contracts are summarized as follows:

Year Ended December 31,

2018 2008 2008
Unrealized gains (losses) refated to contracts marked-to-market 5 1,219 § 1,223 08 2,333
Inefféctiveness gams (fosses) related to cash flow hedges 2 2 4
Total unrealized gains (losses) related to commodity contracts % 1221 % 1225 % 2329

' e Ry AR,

87

0001233



Tabie ot Confonts

Maturity Table — The following table prasents the net commadity contract asset ansing from recognition of fulr values under mork-to-market accounting as
of December 31, 3010, scheduled by the source of fair value and contractual settlement dates of the underlying positions.

Maturity dates of upreslized commodity sontract atset 2y of December 31, 2010
Leas than

Fxcess of
Source of fuir yalue 1 year 1-3 yenrs 48 vears & yesrs Tatal
Prices actively quoted $ {139 % %) $ e $ e $ (148
Prices provided hy other external sources 1.248 1,655 p— - 2903
Prices based on models N 20 370 e 342
Total 5 1,102 3 1,625 ) 314 3 R 3 3,097
Percentage of total fair valoe 36% 2% 12% — % 100%,

The "prices actively guoled” category reflects only exchange traded contracts for which active quotes are readily available. The “prices provided by
other external sources” category represents forward commodity postrons valued using pricss fur which over-the-counter broker guotes are avarlable in active
markets, Over-thescounter quotes for power in ERCOT that are deemed active markets (excluding the West hub) generally extend through 2013 and over-the-
counter quotes for natural gas generally extend through 20135, depending upon delivery point. The “prices based on models” caregory contamns the value of alt
nonexchange traded options. valued using option pricing models. In addition, this category contains other contraciual wrangements that may have both

forward and option components, as well as other conteacts that are valued using proprictary long-term pricing models that utilize certain market baszd inputs,
See Note 15 to Financial Statements for fair value disclosures and discussion of fair value measurements.
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'"COMPREHENSIVE INCOME
Cash flow hedge activity reported in ofher comprehensive income included (all amounts after-tax):

1

Year Ended December 31,

2018 2009 2008
Net decrease in fair value of cash flow hedges: ]
Commodities 5 3 Q20 §$\ (8
Financing — interest rate swaps e — (175)
. — 20 (183
Derivative vahie net losses reported in net income that relate to hedged transactions recognized m the period:
Commodities 1 {1 11
Financing ~ interest rate swaps ‘ 58 {19 111
59 130 122

Total income (loss) effect of cash flow hedges reported in other comprehensive income

7

3 38 3 110 3 (61

We have historically used, and expect to continue to use. derivative instruments that are effective in offsetting future cash flow variability in interest
rates and energy commodity prices, but as of December 31, 2010 and 2009, there were no such instruments accounted for es cash flow or fair value hedges,
Amounts in accumulated other comprehensive income include the value of dedesignated and terminated cash flow hedges at the time of such dedesignation/
termination, less amounts reclassified to earnings as the original hedged transactions are recognized, unless the hedged transactions become probable of not

oceurring. The effects of the hedge will be recorded in the statement of income as the hedged transactions are actuaily settled and affect earnings. Also see
Note [7 to Financial Statements,
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FINANCIAL CONDITION

Liguidity and Capital Resources
Opernting Cash Flows

Year Ended December 31, 2010 Compared to Year Ended December 31, 2009 — Cash provided by operating activities declined 3603 million to 51,106
billion in 2010, The deconsolidation of Oncor in 2010 reduced reported gash provided by operating activities by $932 mitlion. The decrease sleo reflected a
$330 mitlion effect of the amended accounting standard related to the accounts receivable securitization program (see Note 10 to Financial Statements), under
which the $383 million of funding under the program upon the January 1, 2010 adoption is reported as a use of operating cash flows and a source of financing
cash flows, with subsequent 2010 activity reported as {inancing, and the $33 million dechne in funding in 2009 is reported s use of operming cash flows,
These accounting effects were partially offset by improved working capital performance, particularly in retail accounts receivable due to the effects in 2009 of
impiementing a new customer information management system and more timely collections in 2010, as well as higher cash carnings from the competitive
business driven by the contribution of the new generation units.

Year Ended December 31, 2009 Compared 1o Yoar knded December 31, 2008 — Cash provided by operating activities totaled 31,711 billion and
$1 305 billion in 2009 and 2008, respectively. The 3206 millivn increase reflected:

. a 5489 million decrease in cash interest paid due to the pavment of spproximately $465 million of mierest with an increass in toggle notes instead
of cash 45 discussed under "Toggle Notes Interest Election” below, and

. 2 $57 million favorable impact of timing of advanced metering surcharges,

partially otfset by a $347 mudlion decrease in net margin deposits received primarity due to the effects of forward natural gas prices on positions in the long-
term hedging program.

Depreciation snd amortization expense reporied in the statement of cash flows excesded the amount reported in the statement of income by $371
mition, $418 million and $460 millien for the years ended December 31, 2010, 2009 and 2008, respectively. The difference represented amortization of
nuclear fuel, which iz reported as fuel costs in the statement of income consistent with industry practice, and amsrtization of mtangible net assets and debt fair
value discounts arising from purchase accounting that is reported in various other income statement line items including operating revenues, fuel and
purchased power costs and delivery fees, other income and interest expense and related charges.

Financing Cash Flows

Year Ended December 31, 2010 Compared to Year Ended Dscember 31, 2609 - Cash used in financing activities totaled 3264 million in 2010
compared to cash provided of $422 million in 2009, The $686 miilion change was driven by debt repurchases under our liability mansgement program (see
Note 11 to Financial Statements). partially offset by the effect of the amended accounting standard relfated to the acoounts receivabie securitization program
{see Mote 1010 Financial Statements), under which the $96 mullion of funding under the program in 2010 is reported ss financing cash flows.

Year Ended December 31, 2009 Compared to Year Ended December 31, 2008 Cash provided by financing activities totaled $422 million and $2.837

bittion in 2009 and 2008, respectively. The $2.413 billion decrease was driven by $1.253 biltion in net proceeds from the sale of noncontrolling interests in

2008 (zee WNote 14 1o Financial Statements) and reduced borrowings in 2009 related to the construction of new generation facilities, which were nearing
completion,

See Note 11 to Financial Statements for further detail of short-term borrowings and long-term debt,
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Investing Cash Flows

Year Ended December 31, 2010 Compared to Year Ended December 31, 200% - Cash used in investing activities totaled $468 miilion and $2.633
biition in 2010 and 2009, respectively. Capital expenditures (excluding auclear fuel) totaled $838 miflion and $2.348 billion in 2010 and 2009, respectively.
The $1.510 billion decline in capital spending reflected the deconsclidation of Oncor (3998 million capital expenditures in 2009} (see Note 3 to Financial
Statements) in 2010 and a decrease in spending related to the conslruction of the now complete new generation facilitics. The decline 1 cash used in investing
activities also reflected a $400 million cash investment posted with a derivative counterparty in 2009 that was returned in 2010,

Capital c\:pendaturcs in 2310 consisted oft

. $487 million for major maintenance, primarily in existing generation operations; ‘

. 5140 million related to completion of the construction of a second generation uni and mine develepment at Oak Grove,
. $106 miltion for eavironmental expenditures related to existing generation unis;

. $42 miltion for information technology and other corporate investments,

» $34 million related to nuclear ge;semiion development, and

. $29 million primarily related to the new retail customer information system,

Year Ended December 31, 2609 Compared to Year Ended December 31, 2088 - Cash used in investing activities tofaled $2.633 billion and $2.934
bithion in 2009 and 2008, respectively, including capital expenditures totaling $2.348 billion and $2.849 billion, respectively, The dechine in capital spending

primarily reflected a decrease in spending related to the construction of the new generation facilities, partially offset by capital expenditures in the regulated
business for advanced metering deployment and CREZ.

Debt Financing Activity — Activites related to short-term borrowings and long-term debt during the year ended December 31, 2010 are as follows (alf|

amounts presented are principal, and repayments and repurchases include amounts related 10 capital feases and exclude amounts related to debt discount,
financing and reacquisition expenses):

Repaymeants
and
Borrowings (x) Repurchases (b} -

TCEH ) 1,779 $ 2,758
EFCH ! o 9

EFIH 2,180 —
EFH Carp. 12358 4444
Total fong-term , 5214 7211

Totai shori-term - TCEH (¢) - 172 —
Total $ 3.386 3 7211

(ay lIncludes the following sctivities {see Note 1 to Financial Statements):

« 5300 million of EFH Cor'p 10°% Notes issued by EFH Corp,, the proceeds of which may be used in debt exchanges or
repurchases.

. %350 million of TCEH 15% Notes issued by TCEH, the net proceeds from which were used to repurchase TCEH Senior
otes.

«  Principal mereases in payment of accrued interest totaling $194 million and $205 mitlion of EFH Cormp. and TCEH Toggle
Notes, respectively.

«  $561 milhion of EFH Corp. 10 Notes issued by EFH Corp. in debt exchanges.
+  $2.180 biltion of EFIH 0% Notes issued by EFIH in debt exchanges.
o 81.221 billion of TCEH 1576 Notes issued by TCEH in debt exchanges

(b)  Includes 85.862 billion of noncash retirements {including discounts captured on cash rcpurchascs) as a result of 2010 debt exchange
and repurchase transactions discussed in Note 11 to Financial Statements.
{¢}  Short<term amounts represent net borrowings/repayments.
See Note 11 to Financial Statements for further detail of long-term debt and other financing amangements.
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We regularly monitor the capstal and bank credit markets for liability management opportunities that we belicve will improve our balance sheet,
including capturing debt discount and extending debt matunties. As a result, we may engage, from time to time, in liability management transactions. Future
activities under the liability management program may mclude the purchase of our cutsianding debt for cash in open market purchases or privately negotiated
transactions (including pursuant to 2 Sechion 10b-3(1) plan) or via public or private exchange or tender offers. Moreover, as part of our liability management
program, we may vefinance our existing debt, including the TCEH Senior Secured Credit Facilities.

In evaluating whether to undertake any lability management transaction, including any refinancing, we will take into account liguidity 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 liabilty management
transactions.

Availubie Liguidity — The following teble summarizes changes in available Hquidity for the year ended Decomber 31, 2010 (excluding Oncor:

Available Liguidity

o fer 31, 2010 December 31, 2009 Change
Cash and cash equivalents $ 1,334 % 1,161 5 373
TCEH Revolving Credit Facility (a) 1.440 1,721 (2813
TCEH Letter of Credit Facility 261 399 (138)
Subtotal b3 3235 % 3281 % (46}
Short-term investment (&) o 490 (400)
Total liquidity (¢} b 3235 % 77108 {536)

(a)  Asof December 31, 2010 and 2009, the TCEH Revolving Credit Facility includes 394 million and 5141 million, respectively, of commitments from
Lehman that are only available from the fronting banks and the swingline lender.

(b} Diecember 31, 1009 amount includes $425 million cash investment (including accrued interest) and $635 million in lenters of credit posted related to
ceriain interest rate and commodity hedge transactions. Pursuant to the refated agreement, the collateral was returned in March 2010, See Note 17 to
Finangial Statements.

{c)  Asof December 31, 2010 and 2009, total liguidity includes $463 miltion and 3333 miltion, respectively, of net receipts of margin deposits from
counterparties refated to commodity positions (net of 3166 million and 3187 million, respectively, posted with counterparties),

Note: Available liquidity i the future could benefit from additional exercises of the payment-in-kind (PIX) option on the EFH Corp. Toggle Notes and TCEH

Toggle Notes, which for the remaining payment dates from May 2011 through November 2012 would avoid cash interest payments of approximately $424
mithon.

See Note 11 to Financial Statements for additional discussion of the credit facilities.

The 5536 million decrease in available liquidity reflected the impact of the liahility management program and an increase in letters of credit posted as
cotlateral support with ERCOT in conjunction with ERCOTs transition 1o 4 nodal wholesale market structure,

Pension and OPER Plan Funding — Pension and OPER plan funding is expected 1o total $175 million and $26 million, respectively, in 2011, Based
on the funded status of the pension plan as of December 31, 2010, funding is expected to total $932 million for the 2011 to 2013 period, The increass
funding reflects requirements under the Pension Protection Act of 2006, which were impacted by the effect of lower interest rates in the computation of our
pension hability. Oncor is expeeted 1o fund 72% of this amount consistent with its share of the pension liability, We made pension and OPEB contributions of
$435 multion and $25 oullion, respectively, in 2010, of which $58 million was contributed by Oncor.

See Note 20 to Finwwial Ststements for more information regarding the pension and OPER plans, including the funded status of the plans as of
December 31, 2010,
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Toggle Notes Interest Election — EFH Corp. and TCEH have the option every six months at their discretion, ending with the interest payment due
November 2012, to use the payment-in-kind (PIK) feature of their respective toggle notes in Heu of making cash intereat payments. We elected 1o do so
heginnmg with the May 2009 interest payment as an efficient and cost-effective method to further enhance hquidity. Once EFH Corp. and/or TCEH make a
PIK election, the election 15 valid for each succeeding interest payment period until EFH Corp. and/or TCEH revoke the applicable clection. Use of the PIK. ~
feature will be evaluated at each election period, taking into account marks.e conditions and other relevant fdctors at such time.

EFH Corp made its 2010 and 2009 interest payments and will make its May 2011 interest payment on the EFH Corp. Toggle Notes by using the PIK
fanture of those notes. During such dppliﬁdhiﬂ mterest periods, the interest rate on these notes is increased from 11.23% 10 12.06%. EFH Corp increased the
aggregate principal amount of the notes by $194 million in 2010 {excluding $130 miltion principal amount issued to EFIH as holder of $2.166 billion
principal amount of EFH Corp. Toggle Notes acquired in the debt exchange completed in August 2010 that is eliminated in consolidation) and $309 mitlion in
2009 and is expected to further increase the apgregate principal amount of the notes by $34 million in May 2011 (excluding $138 miltion principal amount
expected 1o be issued to EFIH). The ¢lections increased liquidity in 2010 by an amount equal to $182 million (excluding $122 million related to notes held by
EFIH) and is expected to further increase liquidity in May 2011 by an amount equal to a currently estimated $32 million (excluding $129 million related to
notes held by EFTH). constituting the amounts of cash interest that otherwise would have been payable on'the notes.

Similarly, TCEH made its 2010 and 2009 interest payments arid will make its May 2011 interest payment on the TCEH Toigle Notes by using the PIK ’
feature of those notes. During the applicable interest periods, the interest rate on the notes is increased from 10.50% to 11.25%. TCEH increased the aggregale
principal smount of the notes by approximately 3212 million in 2010, including $7 million principal amount paid to EFH Corp. and eliminated in
consolidation, and $202.5 million in 2009 and is expected to [urther increase the aggregate principal amount of the notes by $79 million in May 2011. The
elections mereased liquidity in 2010 by an amount e¢qual to $198 million'and is expected to further increase liquidity in May 2011 by an amount equal to an
estimated $74 million, constituting the amounts of cash interest that otherwise would have been payable on the notes.

Lignidity Effects of Commouity Hedging and Trading Activities ~ Commodity hedging and trading transactions typicaily require a counterparty fo.
post collateral if the forward price of the underlying commodity moves such that the hedging or trading instrument held by such counterparty has declined in
vatue. TCEH uses cash, letters of credit, asset-backed liens and other forms of credit support to satisfy such collateral obligations. in addition, TCEH's
Commodity Collateral Posting Facility (CCP facility), an uncapped senior secured revolving credit facility that matures in December 2012, funds the cash
collateral posting requirements for a significant portion of the positions in the long-term hedging program not otherwise secured by & first-lien in the assets of
TCEH. The sggregate principal amount of the CCP facility 1s determined by the exposure arising from higher forward market prices, regardle:,s of the amount
of such exposure, un a portfoliv of certain natural gas hedging transaction volusties, Including those hedging transactions where margin deposits are covered
by unhimited borrowings under the CCP facility, as of December 31, 2010, more than 95% of the long-term natural gas hedging progeam transactions were
secured by a first-lien interest in the assets of TCEH that is pari passu with the TCEH Senior Secured Facilities, the effect of which is a significant reduction
in the liquidity exposure associated with collateral requirements for those hedging transactions. Dug to declines in forward natural gas prices, no amounts
were borrowed against the CCP facility at December 31, 2610 and 2009, See Note 11 to Financial Statements for more information about the TCEH Senior
Secured Facilities, which includes the CCP facility.

o+
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As of December 31, 2010, TCEH received or posted cash and letters of eredit for commodity hodging and trading activities as follows:

. $18$ miltion in cash has been posted with counterparties for exchange cleared transactions {(including initial margin), s compared to $183
willion posted as of December 31, 2009,

. $630 miltion in cash has been received from counterparties, net of' S1 million in cash posted, for over-the-counter and other non-cxchange cleared
transactions, as compared 1o $516 million received, net of $4 millivn in cash posted, as of December 31, 2009,

. $473 multion in letters of credit have been posted with counterparties, as compared (o $379 million posted as of December 31, 2009, and

. %235 million in leters of credit have been recewved from counterparties, as compared 10 $44 million received as of December 31, 2009,

With respect 10 exchange cleared transactions, these transactions typically require initial margin {i.c., the upfront cash andfor letter of credit posted 1o
take into account the size and maturity of the positions and credit quality) in addition to variance margm (L., the daily cash margin posted w take into
aceount changes in the value of the underlymg commodity). The amount of initial margin required is generally defined by exchange rules. Clearing agents,
however, typically have the right to request additional initial margin based on various factors including market depth, volatility and credis quality, which may
be in the form of cash, letters of credit, a guaranty or other forms as negotisted with the clearing agent. With respect (0 cash collateral that is received, such
cash collateral is cither used for working capital and other corporate purposes, including reducing short-term borrowings under credit facdities, or itds
required to be deposited in a separate account and restricted from being used for working capizal and other corpurate purposes. With respect o over-the-
counter transactions, counterparties generally have the right to substitute leders of credit for such cash collateral, In such event. the cash coliateral previously
posted would be retumed 1o such counterparties thereby reducing hiquidity in the event that it was not restricted. As of December 31, 2010, restricted cash
collateral held totated $33 million. Sec Note 24 1o Financial Statements regarding restricted cash.

With the long-term bedging program, increases w natural gas prices generally result in increased cash collateral and letter of credit postings to
counterpartics. As of Decernber 31, 2010, approximately 300 million MMBtu of positions related to the long-term hedging program were not directly secured

on an asset-lien basis and thus have cash colluteral posting requirements. The uncapped CCP facility supports the collateral posting requirements celsted w
most of these transactions.

Interest Rate Swap Transactions — See Note 1 to Financial S1atements for TCEH inicrest rate swaps entered into as of December 31, 2010.

Income Tax Refunds/Payments — Income tax payments related to the Texas margin tax are expected fo total approximately $65 miltion, and net
refunds of federal income taxes are expecied 10 fotal approximately 357 million in the next 12 months, Payments in the year ended December 31, 2010 totaled
$64 ruthion. In 2009, we received a refund totaling $98 miilion in income taxes and related imerest relnted (o IRS andits of 1993 and 1994 income tax returms
and made net payments totaling approximately $44 million related 1o the Texas margin tax. In 2008, we rmeeived net foderal income tax refunds of $229
million, including 598 million related to 2007 tax payments and $142 million related o a net operating loss carryback to the 2006 tax year,

As discussed in Note 7 to Financial Statements, we assess uncertain tax positions under a "more-likely-than-not” standard. We cannot reasonably

estimate the nltimate amounts and iming of tax paymenis associated with uncertain tax positions, but expect that no material federal income tax payments
refated 1o such positions will be made n 2011,
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Aceounts Receivable Scouritization Program — TXU Energy participates in EFH Corp.'s accounts receivable securitization program with financial
institutions (the funding entitics). As discussed in Note 1 to Financial Statements, in accordance with amended transfers and servicing accounting standards,
the trade accounts receivable amounts under the program are reported as pledged balances and the related funding amounts are reported a3 short-term
borrowings. Under the program, TXU Energy (originator) sells retail trade accounts receivable to TXU Receivables Company, 4 consolidated wholly-owned
bankruptey-remote direct subsidiary of EFH Corp., which sells undivided interests in the purchased accounts receivable for cash to entities established for this
purpose by the funding entities. All new trade receivables under the program generated by the originator are continuously purchased by TXU Receivables
Company with the proceeds from collections of receivables previously purchased. Funding under the program totaled $96 million and $383 million as of
December 31, 2010 and 2008, respectively. See Note 10 t6 Financial Statements for 2 more complete description of the program including amendments {o the
program in June 2010 and a related reduction in funding, the impact of the program on the financial statements for the periods presented and the contingencies
that conld result in termination of the program and a reduction of liquidity should the underlying financing be settled.

Liguidity Needs, Including Capital Expendineres — Capital expenditures, including capitalized interest, for 2011 are expected to total approximately
$700 mitlion and include:

. $325 million for investments in TCEH generation facilities, includiﬁg approximately:
+ $450 milion for major maintenance, primarily i generation operations, and
. $75 miilion for environmental expenditures related to generation umits {a);

. $125 million for nuclear fuc! purchases, and

. $30 million for information technology and other corporate investments.
.
{a) Expenditures are classified as environmental in nature if the projects are the direct result of environmental regulations.
We expect cash flows from operations combined with availability under our credit facilities discussed in Note 11 to Financial Statements to provide

sufficient liquidity to fund our current obligations, projected working capital requirements and capital spending for a period that inciudes the next twelve
months.

Distributions from Oncor — Until December 31, 2012, distnibutions paid by Oncor to its members are Himited to an amount not o exceed Oncor's net
income determined im accordance with GAAP, subject to certain defined adjustments. Distributions are further limited by an agreement that Oncor's
regulatory capital structure, as determined by the PUCT, will be at or below the assumed debi-to-equity ratio established periodically by the PUCT for -
ratemaking purposes, which is currently set at 60% debt to 40% equity. (See Note 13 o Financial Statements.) Also, see “Regulatory Matters — Oncor

Matters with the PUCT” for discussion of a rate review filed by Oncor in January 2011 that, among other things. requests a revised regulatory capital structure
of 55% debt to 45% equity.

. -
In Januacy 2009, the PUCT awarded certain CREZ construction projects 10 Oncor, See discussion below under “Regulatory Matiers —~ Oncor Matters
with the PUCT." As a result of the increased capital expenditures for CREZ and the debt-to-equity ratio cap, we expect distributions to EFH Corp. from Qncor
will be substantially reduced or temporarily discontinued during the CREZ construction period, which is expected 1o be completed in 2013
Capitalization - Qur capitalization ratios consisted of 120.9% and 104.6% long-term debt, less amounts due cusrently, and (20.9)%0 and (4.6)%

common stock equity, as of December 31, 2010 and 2009, respectively. Total debt to capitalization, including short-term debt, was 119.6° and 104.4% as of
December 31, 2010 and 2009, respectively. >
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Financial Covenants. Credit Raving Provisivns and Cross Defuult Provisions - The weims of certain of our financing arrangements contain

mamtenance covenants with respect to leverage ratios and/or minimum net worth. As of December 31, 2010, we were in compliance with all such
mainienance covenants,

Covenants and Restrictions under Financing Arrangemenis - Ench ot the TCEH Senior Secured Facilities and the indentures governing substantislly
all of the debt we have issued in connection with, and subsequent to, the Merger contain covenants that could have a material impact on the liguidity and
operations of EFH Corp, and s subsidiaries.

Adjusted EBITDA (as used in the restrivted payments covenant contained in the mdenture governing the EFH Corp, Senior Secured Notes) for the year
ended December 31, 2010 totaled $35.240 biflion for TFH Corp. See Exhibits 99(b). 99(¢) and 99(d) for a reconaliation of net income to Adiusied EBITDA
for EFH Corp., TCEH and EFIH, respectively, for the years ended December 31, 2010 and 2009,
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The table below summarizes TCEH's secured debt to Adjusted EBITDA ratio under the maintenance covenant in the TCEH Senior Secured Facilities
and various other financial ratios of EFH Corp., EFIH and TCEH that are applicable under certain other threshold covenants in the TCEH Senior Secured
Facititics and the indentares goveming the TCEH Senior Notes, the TCEH Senior Secured Second Lien Notes (for 2010), the EFH Corp Senior Notes, the
EFH Corp. Sentor Sccured Notes and the EFIH Notes as of December 31, 2010 and 2009. The debt incurrence and restricted payments/limitations on
investments covenants thresholds described helow represent levels that must be met in order for EFH Corp., EFIH or TCEH to incur certain permitted debt or
make certain restricted payments and/or investments. EFH Corp. and its consolidated subsidiaries are in compliance with their maintenance covenants.

December3t,  December 31, Fhreshold Level as of
P10 2008 December 31, 2010
Mainwenance Covenant:
TCEH Senior Secured Facilities: )
Secured debt to'Adjusted EBITDA ratio (a) 5190100 476t 100 Must not exceed 6.75 to 1.00 (b)
Debt Incurrence Covenants;
EFH Corp. Sentor Secured Notes: /
EFH Corp. fixed charge coverage ratio 13wlo 12010 Atleast 2010 1.0
© TCEH fixed charge coverage ratio 1.5t 1.0 15t 1.0 Atleast 20to 1.0
EFHl{ Notes: '
EFIH fixed charge coverage ratio {¢) () 538w 1.0 Atleast 2.0 10 1.0
TCEH Senior Notes and TCEH Senior Secured Second Lien Notes:
TCEH fixed charge coverage ratic 151010 15t010 Atleast 2010 1.0
TCEH Senior Secured Facilities:
TCEH fixed charge coverage ratio 1.5 1.0 iStold Atleast 2010 1.0

Restricted Payments/Limitations on Investments Covenants:
EFH Corp. Senior Notes:
Ceneral restrictions {Sponsor Group payments):
EFH Corp. leverage ratio 85t 1.0 G4t010
EFH Corp. Senior Secured Notes'
.. General restrictions (non-Sponsor Group payments):

, Egualtwoorlessthan7.010 1.0

EFH Corp. fixed charge coverage ratio (e) 1.6t 1.0 4010 Atleast2.0t0 1.0
General westrictions {Sponsor Group payments): '
EFH Corp. fixed charge coverage ratio {e) 13t01.0 121010 Atleast 2010 LD
. EFH Corp. leverage ratio 851010 9410 1.0 Equal to or less than 7.0 to 1.0
EFIH Notes: ’
{eneral restrictions (non-EFH Corp. payments):
EFIH fixed charge coverage ratio {c} () 239t 1.0 39w 10 ‘Atleast 2010 1.0
General restrictions (EFH Corp payments): .
EFIH fixed charge coverage ratio (c) (f) (d) 538t 10 Atleast 2010 1.0

EFiH leverage matio !
TCEH Senior Notes and TCEH Senior Secured Second Lien Notes.
TCEH fixed charge coverage ratio 15010 150 1.0 Atlenst 2010 1.0
TCEH Senior Secured Facilities: .
Payments to Sponsor Group:
TCEH total debt to Adjusted GBITDA ratio 1910 1.0 8410 1.0

53 to LO 441010 Equal to or less than 6.0 to 1.0

Equaltooriessthan65to 1.0

{a)  In accordance with the terms of the TCEH Senior Secured Facilities and as the result of the new Sandow and first Oak Grove generating units achieving
averaye capacity factors of greater than or equal to 70% for the three months ended March 31, 2010, the maintenance covenant as of December 31,
2010 includes Adjusted EBITDA for the units and the proportional amount of cutstanding debt under the Delayed Draw Term Loan (see Note 11 to

, Financial Statements) applicable to the two units.

{b) Threshold level will decrease to a maximum of 6.50 to 1 08 effective December 31, 2011, Calculation excludes secured debt that ranks junior to the
TCEH Senior Secured Fagilities. }

(¢} Altheugh EFTH currently meets the fixed charge coverage ratio threshold applicable to certain covenants contained in the indentures governing the
EFIH Notes, EFiH's ubility to use such thresholds to incur debt or make restrected payments/investments is currently hmited by the covenants contained
in the EFH Curp. Senior Notes and the EFH Corp. Senior Secured Notes.

{d) + EFIH meets the ratio threshold. Because EFTH's interest incoms exceeds inlérest expense, the result of the ratio caleulation is not meaningful,

{e}  The EFH Corp. fixed charge coverage ratio for non-Sponsor Group payments includes the results of Oncor Holdings and its subsidiaries. The FFH
Corp. fixed charge coverage ratio for Sponsor Group payments excludes the results of Oncor Holdings and its subsidiaries.

(D The EFIH fixed charge coverage ratio for non-EFH Corp payments includes the results of Oncor Holdings and its subsidiaries. The EFIH fixed charge
caverage rauo for EFH Corp. payments excludes the results of Oncor Holdings and #ts subsidiaries.
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Material Credit Rating Covenants and Credit Worthiness Effects on Liguidity — As a result of TCEH's non-investment grade credit rating and
considering colinteral thresholds of certain retail and wholesale commodity comracts, as of December 31, 2010, counterparties to those contracts could have
requized TCEH 1o post up 1o an aggregate of $17 million in additional collateral. This amount largely represents the below market terms of these contracts as
of December 31, 2010; thus, this amount will vary depending on the value of these contracts on any given day.

Certain transmission and distribution utilities in Texas have tan{fs in place to assure adequale credit worthiness of any REP to support the REP's
obligation to collect securitization bond-related (transition) charges on behalf of the utility. Under these tariffs, as a resuit of TCEH's below investment grade
credit rating, TCEH is required 10 post collmeral support in an umount equal to estimated transition charges over specified tme perieds. The amount of
coliateral support required  be posted, as well as the time period of transition charges covered, varies by atility. As of December 31, 2010, TCEH has posted

coliateral support in the form of letters of cradit to the applicable uiilities in an aggregate amount equal 1o $28 milliun, with $14 mitlion of this amount posted
for the benefit of Oncor.

The PUCT has rules in place to assure adequate credit worthiness of each REP, including the ability to return customer deposits, if necessary. Under
these rules, as of Decamber 31, 2010, TCEH posted letters of credit in the amount of £73 million, which are subject to adjustments,

The RRC has rules in place to assure adequate credit worthiness of parties that ave mining reclamation obligations. Under these rules, should the RRC
determine that the credit worthiness of Luminant Generation Company LLC (a subsidiary of TCEH) is not sulficient to support its reclamation obligations,
TCEH may be required 1o post cash or letter of credit collawral support in an amoeunt currently estimated to be approximaiely 3630 million to 5900 million,

The acwual amount (if requived) could vary depending upon numerous factors, including Luminant Generation Company L1LC's credit worthiness and the level
of mining reclamation obligations,

ERCOT has rules in place to assure adequate credit worthiness of parties that participate in the "day-ahead” and "real-time markets” operated by
ERCOT. Under these rules, TCEH has posted collateral support, predominantly in the form of lefters of credit, totabng 5240 million as of December 31, 2010
{which is subject 1o weekly adjustments based on settfement activity with ERCOT). This amount includes an increase of approximately $200 mullion in letters
of credit in be fourth quarter 2610 driven by the December 2010 inplementation of the nodal wholesale market. '

Other arrangements of EFH Corp. and its subsidiaries, including Oncor's credit facility, the sccounts receivable securitization program (see Note 1010

Financial Statements) and certam leases, contain terms pursuant o which the interest rates charged under the agreements may be adusted depending on the
relevant credit ratings,

£t the event that any or alt of the additional coltateral requirements discussed above are triggered, we believe we will have adequate liqundity to satsty
such requiremerns.

Marerial Cross Default Provisions - Certam financing arrangements contain provisions that may resuit in an cvent of defaalt of there were a failure

undsr other financing arrangements lo meet payment terms or to observe other covenants that could or does result in an aceeleration of payments due. Such
provisions are referred to as "cross default” provisions.

A default by TCEH or any of its restricted subsidiaries in respect of indebiedness, excluding indebtedness relating to the accounts recervable
securitizalion program, m an aggregate amount in excess of 3200 million may result in a cross default under the TCEH Senior Secured Facilitics. Under these

facilitics, such a default will allow the lenders ta accelerate the maturity of outstanding balances (522,304 bitlon as of December 31, 2010} under such
facilities.

The indentures governing the TCEH Senior Notes and the TCEH Senior Secured Second Lien Notes contain o cross acceleration provision where a

payment defauit at maturity or on acceleration of principal indebtedness under any instrument or instruments of TCEH or any of its restricted subsidiaries in

an aggregate amount equal 1o or greater than $230 million may cause the aceeleration of the TCEH Senior Notes and TCEH Senior Secured Second Lien
Notes.
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Undoer the terms of a TCEH rail car lease, whick had 345 mitiion in cemaining lease payments as of December 31, 2010 and terminates in 20174
TCEH failed to perform under agreements causing its indebtedness in aggregate principal amount of $160 million or more to become accelerated, the lessor
could, among other remedies, ferminate the lease and effectively accelerate the payment of any remaining lease payments due under the lease.

Under the terms of another TCEH rail car lease, which had 350 million in remaining lease payments as of December 31, 2010 and terminates in 2028, if
nblizations of TCEH in excess of $200 million in the aggregate tor payments of obligations to third party creditors under lease agreements, deferred purchase
agreements or loan or credit agreements are accelerated prior to their oniginal stated maturity, the iessor could, among other remedies, terminate the lease and
effectively accelerate me payment of any remaining lease payments dus under the lease.

The indentures oovemmg the EF H Corp. Senior Secured Notes contain a cross acceleration provision whereby a payment default at matumy eron
acceleration of principal indebtedness under any instrument or instruments of EFH Corp. or any of its restricted subsidiaries in an aggregate amount equal o
or greater than $250 million may cause the acceleration of the EFH Corp. Senior Secured Notes.

The mdentures governing the EFTH Notes contain a cross acceleration provision whereby a payment default at maturity or on acceleration of principat

indebtedness under any instrument or instruments of EFIH or any of its restricted subsidiaries in an aggregale amousnt equal to or greater than $250 milhon
may cause the acceleration of the EFIH Notes.

The accounts reccivable securitization program contains a cross default provision with a threshold of $200 mitlion that applies in the aggregate to the
originator, any parent guarantor of an originator or any subsidiary acting as collection agent under the program. TXU Receivables Company and BFH
Corporate Services Company {a direct subsidiary of EFH Carp.), as collection agent, in the aggregate have a cross default threshold of $39,000. If any of the
aforementioned defaults on igdcbﬁcdness of the applicable threshoid were to occur, the program could terminate.

We enter into encrgy-related and financial contracts, the master forms of which contain provisions whereby an event of default or acceleration of
settlement would oceur if we were to default under an obligation in respect of borrowings in excess of thresholds, which vary, siated in the contracts. The
subsidiaries whose default would trigger cross default vary depending on the contract.

Each of TCEH's natural gas hedging agreements and interest rate swap agreements that are secured with a Hen on its assets on a pari passu basis with
the TCEH Senior Secured Facilities contains a cross default provision:In the event of a default hy TCEH or any of its subsidiaries refating to indebtedness
{such amounts varying by contract but ranging from 5200 million to $250 million) that results in the acceleration of such debt, then each counterparty under

these hedging agreements would have the right to terminate its hedge or interest rale swap agreement with TCEH and require all outstanding obligations under
such agresment to be settled. . . v

Other arrangements, including leases, have cross default provisions, the tniggering of which would not bz expected to result in a significant effect on
liquidity. .
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Long-Term Comiractual Obligations and Commitments — The following table summarizes our contractual cash obligations as of December 31, 2010
{see Notes 1] and 12 to Financial Statements {ur additional disclosures regarding these long-term debt and noncancellable purchase obligations).

Oneto Theee to Maore
Less Than Three Five Than Five

Canraceust £ash Oblisniions Oue Year Years Years Yrsrs Total
Long-term debt — principal (8} $ 651 % 333 0% 24233 8 19,003 3 35420
Long-term debt — interest () 2,749 5,378 3,519 3,517 17,182
Operating and capital leases {¢) 69 124 96 275 564
Obligations under commodsy purchase and services agreements {d} 1.357 1,347 119 1.023 4.446

Total contractual cash obligations b 4826 & 7382 3% 23@% $ 1aRig § 87593

{(8) Excludes capital lease obligations, unamortized discounts and fair value premiums and discounts related 1o purchase accounting. Also excludes $113
million of additional principal amount of notes expected to be issued in May 2001 and due in 2016 and 2017, reflecting the election of the PIK feature
on toggle notes as discussed above under "Toggle Notes Interest Election®

(by  Inciudes nct amoums pavable under interest rate swaps, Varinble infercst payments and net amounts payable under interest rate swaps are calculated
based on interest rates in effect a5 of December 31, 2010,
{c) Includes short-term noncanceHable lnases,

{d) Includes capacity payments, nuclenr fuel and natural gas take-or-pay contracis, corl contracts, business services and nuclear-refated oulsourcing and
other purchase commitments, Amounts prescated for variable priced contracts assumed the year-end 2010 price remamned in effect for il periods except
whete contractual price adjustment or index-bascd prices were specified.

The following are not included in the table above:
. contracts between affitinted entities and intercompany debt:

. individual contracts that have an annual ca@h requiremnent of tess than 31 million thowever, multiple contracts with one counterparty that are
more than $1 mutlion on an aggregated basis have heen included);

. contracts that are cancellable without payment of a subsiantial cancellation penslty,
. employment contracts with management;

. estimated tunding of pension plan totaling 3175 million i 2011 and approximately $932 million for the 2011 to 2015 period as discussed above
under "Pension and GPEB Plan Funding,” and

. Habilities related (o uncestain tax pusitions totaling $1.6 Wiilion discussed in Note 7 to Financial Statements as the ultimate timing of payment is
not known.
Guaraniees - See Mote 12 1o Financial Statements for details of guarantees.
OFF-BALANCE SHEET ARRANGEMENTS

See Notes 3 and 12 to Financial Statements regarding VIEs and guarantess,

COMMITMENTS AND CONTINGENCIES

See Note 12 to Financial Siatements for discussion of commitments and contingencies.

CHANMGES IN ACCOUNTING STANDARDS

See Note | to Financigl Stutements for a discussion of changes in accounting standards.
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REGULATORY MATTERS .

See discussions in Part | under "Environmental Regu!aticns:md Related Considerations” and in Note 12 to Financial Statements.

)
Sunser Review .

}

PURA. the PUCT, the RRC, ERCOT, the TCEQ and the Office of Public Unlity Counsel (OPUC) will be subject to “sunse1” review by the Texas
Legislarure in the 2011 legislative session. Sunset review includes, generally, a comprehensive review of the need for and sffectiveness of an administrative .
agency (the PUCT, the RRC, ERCOT, the TCEQ or the OPUC), along with an evaluation of the advisability of any changes to that agency's authorizing
legislation (PURA). In 2010, the Texas Sunset Advisory Commission adopted various recommendations regarding these agencies and submitted its

recommendations for the Texas Legisiature’s consideration early in the session, which began in January 2011, We cannot predict the outcome of the sunset
review process. "

Oncor Matters with the PUCT

Stipulation Approved by the PUCT -~ In April 2008, the PUCT entered an order (PUCT‘ Dacket No. 34077), which became final in June 2008,
approving the terms of a stipulation relating to the filing in 2007 by Oncor and Texas Holdings with the PUCT pursuant 1o Section 14.101(b) of PURA and
PUCT Substantive Rule 25.73, The filing reported an ownership change involving Texas Holdings' purchase of EFH Corp. Among other things, the
stipulation required the filing of a rate case by Oncor no later than July [, 2008 based on a test vear ended December 31, 2007, which Oncor filed in June
2008 as discussed below. {n July 2008, Nucor Steel filed an appeal of the PUCT's order in the 200" District Court of Travis County, Texas. A hearing on the
appeal was held in June 2010, and the Distnict Court affirmed the PUCT order in its entirety. Nucor Steel appesled thal ruling to the Third District Court of
Appeals in Austin, Texas in July 2010, Oral argument before the court 1s scheduled for March 201 1. While Oncor is unable to predict the outcome of the
appeal, it does not expect the appeal to affect the major provisions of the stipulation.

Rate Cases — In January 201 1, Oncor filed for a rate review with the PUCT and 203 cities (PUCT Daocket No. 38929) based on a test year ended
June 30, 2010, If approved as requested, this review would result in an sggregate annual rate increase of approximately $333 million gver the test year period
adjusted for the impact of weather. Oncor also requested a revised regulatory capital structure of 55% debt to 45% equity. The debt-to-equity ratio estublished
by the PUCT is currently set at 60% debt to 40% equity. The PUCT. cities and other participating parties, with input from Oncor, cstablished a procedural’
schedule for the review. A hearing on the meruts of Oncor's request is scheduled to commence in May 2011, and resolution of the proposed increase is
expected to accur during the second half of 2011 Oncor cannot predict the ontcome of this rate review.

in jure 2008, Oncor filed for a rate review with the PUCT and 204 cities (PUCT Docket No. 35717). In August 2009, the PUCT issued a final order
with respect to the rate review. The final order approved a total annual revenue requirement for Oncor of $2.64 biltion, hased on a 2007 test year cost of
service and customer characteristics. New rates were calculated for all customer classes using 2007 test year billing metrics and the spproved class cost
altocation and rate design. The PUCT staff estimated that the final order resulted in an approximate S115 million increase in base rate revenues over Oncor's
2007 adjusted test year revenues, before recovery of rate case expenses, Prior to implementing the new rates in September 2009, Oncor had already begun

recovering $43 million of the $1135 mullion increase as a result of approved transmission cost recovery factor and energy efficiency cost recovery Factor
filings, such a3 those discussed below. ) '
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Key findings by the PUCT in the rate review included

. recognizing and affirming Oncor's corporats ring-fence from EFH Corp. und its unreguiated sffiliates by rejecting a proposed consolidated tax
savings adjustment arising out of EFH Corp.'s ability to orfset Oncor’s taxable income against losses from other investments,

B approving the recovery of all of Oncor's capital investment in its transmission and distribution system, including investment in certain automated
meters that will be replaced pursuant 1o Oncor's advanced meter deployment plan;

B denying recovery of $25 million of regulatory assets, which resulted in 8 $16 million afler-tax loss being recognized in the third quarter 2009, and

. setting Oncor's return on equity at 10.25%.

New rates were implemented upon approval of new tariffs in September 2009 In November 2009, the PUCT issued an Order on Rehearing that
¢stablished s new rate class but did not change the revenue requirements. In January 2010, the PUCT denied all Second Motions for Reheanng, which made
the November 2009 Order on Rehesring tinal and appealable. Oncor and four other parties appealed various portions of the rate case {inal order 1o a state
district court. Oral arguments in the sppeal were held in October 2010, n January 2011, the District Court signed its judgment reversing the PUCT with
respeet 1o two issues: the PUCT's disallowance of certam franchise fees and the PUCT's decision that PURA no Jonger requires imposition of a rate discount
for state colleges and universities. Oncor mtends o file an appeal with the Austin Courtof Appeals in February 2011 with respect to the issues it appealed 1o
the District Court and did not prevail upon, as well as the District Court's decision on discounts for state colleges and universitics,

Competitive Renewable Energy Zones {CREZs) — In January 2009, the PUCT awarded Oncor 17 CREZ construction projects (PUCT Docket Nos.
35663 and 37502) requiring 14 related Certifieate of Convenience and Necessity (CCN) amendment proceedings before the PUCT. As of February 2011, 16
of the 17 projects and 13 of the 14 CON amendments have been approved by the PUCT. The projects mvolve the construction of transmission lines t support
the wansmission of eleciricity from renswable energy sources, principaily wind generation facilities, in west Texas to population centers in the eastern pant of
the state. Based on the selection of final routes for the three default and nine priority projects, identification of additional costs not mciuded in the original
ERCOT estimaie {e.g.. wind interconnection facilines and required modifications to existing facilities) and Oncor's preferted routes for the remaining five
subsequent projects, Oncor currently estimates that the cost of these projects will total approximately $1.75 billion. Individual project costs could change
Based on final route specifications for the subsequent projects as dotermined by the PUCT. In addition, ERCOT completed a study in December 2010 that will
allow Oncor and other trangmission service providers to build additional facilities to provide further voltage support to the fransmission grid as  result of
CREZ. Oncor and other transmission service providers are working with ERCOT to complete cost estimates for the reguired work by the second half of 2011
As of December 31, 2010, Oncor's cumulative CREZ-related capital expenditures totaled $316 million, including $202 million during the year ended

December 31, 2010, 1t is expected that the necessary permitting actions and other requirements and all construction activities for Oncor's CREZ construction
projects will be completed by the end of 2013,

Advanced Metering Deployment Surchurge Filing (PUCT Docket Nos. 35718 and 36157) — in May 2008, Oncor filed with the PUCT a description
and request for approval of its propnsed advanced metering system deployment plan and proposed surcharge for the recovery of estimated future investment
for advanced metering deployment. In Scptember 2008, a PUCT order became final approving a setthement seached with the majority of the parties to this
surcharge filing, The sestlement included the following major provisions, as amended by the final order m the 2008 rate review:

. the full deployment of over three mitlion advanced meters to all residential and most non-residential retail clectricity customers in Oncor's service
ared;

. a surcharge beginning on January 1, 2069 and continuing for 11 years;

. a total revenue requirement over the surcharge period of $1.023 bitlion;

. estimated capital expenditures for advanced metering facilities of 3686 million,

. related operation and maintenance expenses for the surcharge period of $153 million;
. 5204 mitlion of operation and mamtenance expense sgvings, and
. an advanced metering cost recovery factor of $2 1% per month per residential retad customer and varying from $2.39 to $5.15 per month for non-

residential retail customers.
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As of December 31, 2010, Oncor has installed approximately 1,314,000 advanced digital meters, including approximatety 854,000 during the year
ended December 31, 2010. As the new meters are integrated, Oncor reports 15-minute interval, billing-quality electricity consumption data to ERCOT for
market settlement purposes. The data makes it possible for REPs to support new programs and pricing optrions. Cumulative capital expenditures for the
deployment of the advanced meter system totaled $360 million as of December 31: 2610, including $164 million 1n 2010. Oncor expects to complete
instaltations of the advanced meters by the end of 2012, .

Oncor may, through subsequent reconciliation proceedings, request recovery of additional costs that are rcasonable and necessary. While thers is a
presumption that costs spent i accordance with a plan approved by the PUCT are reasonabie and necessary, recovery of any costs that are found not to have
been spent or properly allacated, or not to be reasonable or necessary, must be refunded”

Transmission Cost Recovery ond Rates (PUCT Docket Nos, 37882, 38460, 38938 and 38495) — In order to recover increases in its transmission
costs, including incremental fees paid to other transmission service providers due to an increase in their rates, Oncor is allowed to request an update twice a
year to the transmission cost recovery factor (TCRF) component of its retail delivery rates charged to REPs. In January 2010, an application was filed to
werease the TCRF, which was administratively approved in February 2010 and became effective March 1, 2010, This application increased Oncor's
annualized revenues by approximately $13 mullion, In July 2010, an application was filed to increase the TCRF, which was admunistratively approved in
August 2010 and became effective Scptember 1, 2010, This application increased Oneor's annualized revenues by approximately $13 riiltion. in December
2010, an application was filed to increase the TCRF, which was administratively approved in January 2011 for implementation effective March 1, 2011, This
application is expected 1o ingrease Oncor's annualized revenues by approximately $33 mullion.

In July 2610, Oncor filed an application for an interim update of its wholesale transmission rate, and the PUCT approved the new rate effective
September 29, 2010, Oncor's annualized revenues increased by an estimated 343 million with $27 million of this merease recoverable through transmission
ralgs charged to wholesale customers and the remaining $16 million recoverable from REPs through the TCRE component of Oncor's delivery rates.

PUCT Rudernaking — In 2010, the PUCT published rule changes in two proceedings that impact transmission rates. In the first proceeding (PUCT
Project No. 37909}, the PUCT changed the TCRF riile to altow for more complele cost recovery of wholesale transmission charges incurred by distribution
servige providers. Previously, incressed wholesale transmission charges were recoverable by distribution service providers, effective with the March 1 and
September | TCRF updates. but distribution service providers could not recaver increased charges incurred prior to such updates. TCRF filings are still
effective March 1 and September 1, but distribution service providers will be allowed to include wholesale transmission charges based on the effective date of
the wholesale transmission rate changes. As a result, Oncor defers such increased costs as a regulatory ssset until they are recovered in rates. In the second
proceeding (PUCT Project No. 37519), the PUCT changed the wholesale transmission rules to allow transmission service providers to update their wholesale
transmission rates twice in & calondar year, as compared to once per year under the previous rules, providing more timely recovery of incremental capital
investment. Other changes included in this rule (i) tie the cffective date of the biannual update portion of the rule (o the effective date of the TCRF rule in
PUCT Project Mo. 37909, (ii) require the PUCT to consider the effects of reduced regulatory lag when sctting rates in the next full rate review and
{iii} provide for agministrative approval of uncontested mterim wholessle transmission rate applications.
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Remand of 1999 Wholesale Transmission Matrix Case {PUCT Docket No, 38780} — in October 2010, the PUCT established Docket No. 38780 for
the remand of Docket No. 20381, the 1999 wholesale transmission charge matrix case, A joint settiement agreement was entered into effective October 6,
2003, This settlement resolves disputes regarding wholesale transmission pricing and charges fur the period of January 1997 through August 1999, the period
prior to the September 1, 1999 effective date of the legisiation that authorized 160% postage stamp pricing for ERCOT wholesale transmission. Since a series
of appeals has become tinal, the 1999 mateix docket has been remanded to the PUCT to address additional issues. 1f the appealing parties prevail and the

PUCT rales adversely with respect to these 1ssues, Oncor could be sebject to labilities totaling up to approximately $22 million. At this time, Oncor canmot
predict the cutcome of these matters

Application for 2011 Energy Efficiency Cost Recovery Factor (PUCT Docket No. 38217} — in April 2010, Oncor filed an application with the PUICT
10 request approval of an energy efficiency cost recovery factor (EECRY) for 2011 PUCT rules require Oncor o make an annual BECRF filing by May | for
implementation at the beginning of the next calendar year. In September 2010, the PUCT ruled that Oncor will be allowed to recover 331 miltion through its
2011 EECRF, including $45 million for 2011 program costs and an $11 million performance honus based on 2009 results partially offset by a $5 million
reduction for over-recovery of 2009 costs, as compared to $54 million recovered through its 2018 EECRFE. The resuliting monthly charge for residential
customers will be $0.91, as compared o the 2010 residential charge of $0 89 per month.
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Ming Sufety Disclosures wik’eqaired by the Dodd-Frank Wall Street Reform and Consumer Protection Act

Safety is a top priority in ali our businesses, and accordingly, it is a key component of our focus on operational excellence, our employee performance
reviews and employee compensation Our health and safety program objectives are to prevent workplace accidents and ensure that all employees retum home
safely and comply with ail regulations.

We currently own and operate 12 surface lignite coal mines in Texas to provide fuel for our electricity generation facilities These mining operations are
regulated by the US Mine Safety and Health Adminstration (MSHA) under the Federal Mine Safety and Health Act of 1977, as amended (the Mine Act) as
well as other regulatory agencies such as the RRC, The MSHA inspects US minés, includimg ours, on a regular basis and if' it believes a violation of the Mine
Act or any health or safety standard or other regulation has occumred, it may issue a citation or order, generally accompanied by a proposed fine or assessment,
Such citations and orders can be contested and appesled to the Federal Mine Safety and Health Review Commission (FMSHRC), which often results ina
reduction of the severity and amouat of fincs and assessments and sometimes results in dismissal. The number of citations, orders and proposed assessments
vary depending on the size of the mine as well as other factors.

Disclosures related to specific mines pursuant to Section 1303 of the recently enacted Dodd-Frank Wall Street Reform and Consumer Protection Act
sourced from data documented as of January 10, 2011 and January 17, 2011 in the MSHA Data Retrieval System for the three months and year ended
December 31, 2010, respectively (except pending legal actions, which are as of December 31, 2010), are as follows:

Three Months Ended Decomber 31, 2010 Year Ended December 31, 2040
Propesed Propesed
Section 184 HMEHA Sectien 194 MSHA
Asszsaments Pending Asseszments Pending
Sand § s thous!ﬂads) Legal Sand § ! {5 thousands} Legal

Mine {a} i Citations th) (s} Action {d) Citntions {hy {c) Action {d) »
Beckville H - { 3 18 H
Big Brown — — . 2 4 o

Kosse . 6 — ' — 3 i -
Oak Hili 3. it H 7 i3 H
Sulphur Springs i 3 3 3 3
Tatum .. —~— 1 — — 1
Three Oaks I — 1 3 9 ]
Winfigid South — i { i 4 i

{a}  Excludes mines for which there were no applicable events,

(b} includes MSHA citations for health or safety standards that could significantly and substantially contribute 10 a senous njury if left unabated.

(c}  Total dollar value for proposed assessments received from MSHA for all citations and orders issued m the period ended December 31, 2010, including
but not limited to Sections 104, 107 and 110 eitations and orders that are not required 1o be reported. !

{d}) Pending actions before the FMSHRC involving a coal or other mine. .

During the three mooths ended December 31, 2010, our mining operations received two citations and orders under Section [04(d) {Oak Hili mine), no
citations, orders or written notices under Sections 104(b), 104(e), 107(n) or 110(b)(2} of the Mine Act, and they experienced no fatatities. During the year
ended December 31, 2010, our mining operations received two cilations and orders under Scction 104(d) (Oak Hill Mine), one order under Section 107{a)
{Beckville ming), no citations, urders or written notices under Sections 104th), 104(e) or 110(b}(2) of the Mine Act, and they experienced no fatalities,

Sunumary

We cannot predict future regulatory or legistative actions or any changes in economic and securities market conditions. Such actions or changes could
significantly alter our basic financial position, results of operations or cash flows.
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Htem TA, QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK,

Muarket risk s the risk that we may experience a logs in value as a result of changes in market conditions affecting factors, such as commodity prices
and interest rates that may be experienced in the ordinary course of business QOur exposure to market risk is affected by a number of factors, including the
stze, duration and composition of our energy and financial portfolio. as well as the volatility and liguidity of markeis. fnstruments used to manags this
exposure include interest rate swaps 10 manage interest rate nisk related to debt, ns well as exchange traded, over-the-counter contracts and other contractual
arrangements to manage commuodity price risk.

Risk Oversight

We manage the commodity price, counterparty credit and commodity-related operational risk related to the unregulated energy business within
imitations established by senior management and in accordance with overall risk management policies. Interest eaie risk is managed centrally by the
corporate treasury function. Market risks are monitored by risk management groups that operate independently of the wholesale commercial oparations,
utilizing defined practicos and analytical methodologies. These techniques measure the nisk of change in value of the portfolio of contracts and the
hyputhetical effect on this value from changes in market conditions and include, but are not limited to, Value at Risk {(VaR) methodologies. Key risk control
activities include, but are not limited to, transaction review and approval {including credit review), operational and market risk measurement, validation of
transaction capture, portfolio valuation and reporting, mcluding mark-to-market valuation, VaR and other risk measurement metrics.

We have a corporate risk management organization that is headed by the Chief Financial Officer, who also functions as the Chief Risk Officer. The

Chief Risk Officer, through his designees, enforces applicable risk fimuts, including the respective policies and procedures to enswre compliance with such
{imits and evaluates the risks inherent in our businesses.

Commadity Price Risk

The competitive busmess is subject to the inherent risks of morker fluctuations in the price of electricity, natural gos and other energy-related produets it
markets or purchases. We actively manage the portfolio of owned generation assets, fue! supply and retail sales load to nutigate the near-lerm impacts of these
risks on resuits of operations. Similar o other participants in the market, we cannot fully manage the long-term value impact of structural declines or increases
in natural gas and power prices and spark spreads (differencas between the market price of electricity and its cost of production),

In managing energy price risk, we ender into a variety of market transactions including, but not limited to, short- and long-term contracts for physical
detivery, exchange traded end over-the-counter financial contracts and bilateru! contracts with customers, Activities include hedging. the structurimg of long-

term contrctual arrangements and proprietary trading. We continucusly moeiior the valuation of identified risks and adjust positions based oa current market
conditions. We strive (o use consistent assumptions regarding forward market price curves in evaluating sad recording the effects of commodity price risk.

Long-Terns Hedging Program  Sec "Significant Activities and Events” above for a description of the program, including potential effects on
reported results.
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FaR Methodology — A VeR methodology is used to measure the amount of market risk that exists within the portfolio under a variety of market
conditions. The resultant VaR produces an estimate of a portfolio's potential for loss given a specified confidence level and considers among other things,
market movements utilizing standard statistical techniques given historical and projected market prices and volatitities.

%

A Monte Carlo simulation methodology is used to calculate VaR and 1s considered by management to be the most effective way 1o estimate changes in
a portfolio's value based on assumed market conditions for liquid markets. The use'of this method requires a number of key assumptions, such as use of (i) an”

assumed confidence level; (i) an assumed helding period {i.e., the time necessary for management sction, such as to liquidate positions), and (iii) historical
estimates of volatility and correlation data.

£

| .
Trading VaR - This measurement estimates the potential loss in fair value, due to changes in market conditions, of alf contracts entered into for
trading purposes based on a 95% confidence level and an assumed holding period of five to 60 days,

Yenr Ended ) Year Ended
Dicember 31, 2010 i Degember 31,2009
Month-end average Trading VeR: [ 3§ 1
Montii-end high Trading VaR: $ 4 b 7
Menth-end low Trading VaR: $ { $ 2

VaR for Energy-Refated Contracts Subject to i}larkdo—Market (MM} Accounting — This measurement estimates the potential foss in fair value, due )
to changes in market conditions, of all contracts marked-to-market in net income (principally hedges not accounted for as cash flow hedges and trading
positions), bas¢d on a 95% confidence level and an assumed holding period of five to 60 days.

Yerr Ended N ' Year Ended

December 31, 2010 December 31, 2009 .
Month-end average MtM VaR: $ 426 5 1,050
Monthrend high MtM VaR: $ 621 $ 1,470
Month-end low MM VaR: $ 321 $ 638

Earnings ot Risk (EaR) — This measurement estimates the potential reduction of pretax eamings for the periods ;Eresemed, due to changes in market
conditions, of ali energy-related coniracts marked-to-market in net income and contracts not marked-to-market in net income that are expected 10 be settfed
within the fiscal year {physical purchases and sales of commodities). Transactions accounted for as cash flow hedges are also included for this measurement,
A 95% confidence level and a five to 60 day holding period are assumed in determining EaR.

Year Ended Year Ended
De__crember 31, 1010 Deéember 31, 2009
Month-end average EaR: £ 477 $ 1,088
Month-end high EaR: 3 662 $ 1,511
Month-end low EaR: b 323 s 676

The decreases n the risk measures (MtM VuR and EaR}) above reflected fewer positions in the long-term hedging program due to settiement upon
maturity, iower market volatility and lower underlying commodity prices.

‘
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Interest Rate Risk

The table below provides information concerning our financial instruments us of December 31, 2010 and 2009 that are sensitive to changes in interest
rates, which include debt obligatiuns and interest rate swaps. We have entered into interest rate swaps under which we have exchanged the difference between
fixed-rate and variable-rate interest amounts cafculated with reference to specified notional principal amounts at dates that generally cuincide with interest
paymens under our credit facihities. tn addition, in connection with entering into certain interest rate basis swaps to further reduce (ixed borrowing costs, we
have changed the varisbie interest rate terms of certain TCEH debt from thrce-month LIBOR to one-month LIBOR, as discussed in Note 11 to Financial
Statements. The weighted average mierest rate presented i3 based on the rate in effect at the reporting date. Caputal leases and the effects of unamortized
premiums ano discounts and fair vatue hedges are excluded from the table, See Note 11 to Financial Statements for a discussion of changes in debt

ohligations.

Long-term debi (including current maturities):

Fixed rate debt amount (a)
Average intersst rate
Variable rate debt amount
Average interest rate
Total debt

Debt swapped to fixed:
Amount
Average pay rate
Average receive rate
Variable basis swaps:
Amount
Avergge pay rate
Average receive rate

Expected Maturity Date

{raitions of doliary, except perocnagess

2010 pilli] 2069 wWnY
Total Totat Fotal Toted
There- Carrylng ¥air Carrying Fair
011 2512 2013 4 2815 After Ampunt Value Ampunt Yalue
$ 446 0§ 32 % 91 0§ 483 A3,187 $ 9798 314,037 $1D052 $20861 $17.29%6
5.86% 817 724% 5.66% 10.24% 13.32% 9.98% 8.95%
$ 205 % 208 8 WS 320563 0§ - $ 205 321383 $16.542 S28UR $17.463
376% _3.76%  3.76% JitYe — % 0.32% 3.73% 3.71%%
$ 631 % 237 % 2096 $21046  $3.187 S$10003  $35420 $263u4 542469 $34.750
TR
$ 600 $2,600 $3£00 £ 9000 § — 3 — 515300 316,300
7.5 799% 7.60% 8.18% e 7.99% 7.98%
3.79% 3.79%  3.7%% 1.79% — e 3.79% 3.74%
$3450 $7,200 $1,500 $ 1050 § — 5 - 15200 316,250
032%  033%  0.29% 033% - o 1.32% 033%
0.26%  0.26% 026% 0.26% - e 0.26% 0.24%

(a3 Reflects the remarketing date and not the maturity date for certain debt that is subject to mandatory tender for remuarketing prior to maturity. See Note
11 10 Financial Statements for details concerning long-term debt subject to mandatory tendoer for remarketing.

As of December 31, 2010, the potential reduction of annual pretax carnings due o a one percentage point {100 basis points) increase in floating interest
rates on fong-term debt totaled approximately $45 million, taking into account the intgrest rate swaps discussed in Note 11 to Financial Statements.

108

0001254



Tabhle uf Cunienty

Credit Risk

Credit nisk relates to the risk of loss associated with nonperformance by counterpartics. We maintain credit risk policies with regard to our
counterparties to minimize overall credit risk. These policies prescribe practices for evaluating a potential counterparty's financial condition, credit rating and
other quantitative and qualitative credit criteria and specify authorized risk mitigation tools including, but not limited to, use of standardized master nelting
contracts and agreements that allow for netting of positive and negative exposures associated with z single counterparty. We have processes for monitoring
and managing credit exposure of our businesses including methodologies to analyze counterparties’ financial strength, mensurement of current and potential
future exposures and contract language that provides rights for netting and sct-off. Credit enhancements such as parental guarantees. letters of credit, surety ~
bunds and margn deposits are also utilized. Additionally, individual counterparties and credit postfolios are managed to assess overall credit exposure., This
evaluation results in establishing exposure Limits or collateral requirements for entering into an agreement with a counterparty that creates exposure.
Addtionally, we have established controls to determine and monitor the appropriateness of these limits on an ongoing basis. Prospective material adverse
changes n the payment history or financial condition of a counterparty or downgrade of its credit quality result in the reassessment of the credit limit with that
counterparty. This process can result in the subsequent reduction of the credit limit or a request for adddtional financial assurances.

(

Credit Exposure — Qur gross exposure to credit risk associated with trade accounts receivable (retail and wholesale) and net asset positions (before

credit collateral) arising from commodity contracts and hedging and trading activities totaled $2.869 bnihon as of December 31, 2010, The components of this
exposure are discussed in more detail below.

Assets subject to credit risk as of December 31, 2010 include 615 million in retail trade accounts receivable before taking into account cash deposits
held as collateral for these receivables totaling $70 million. The risk of material loss (after consideration of bad debt allowances) from nonperformance by
these customers is untikely baséd upon historical expeﬂeme Allowances for uncollectible accounts receivable are established for the potential loss from

nonpayment by these customers based on historical experience, market or operational conditions and changes in the financial condition of large business
customers,

The remaining credit exposure arises from wholesale trade receivables, commodity contracts and hedging and trading activities, including interest rate
hedging. Counterparties to these transactions include energy companies, financial institutions, electric utilities, independent power producers, cil and gas
producers, focal distribution companies and energy trading and marketing companies. As of December 31, 2010, the exposure to credit risk from these
counterparties totaled 52 254 billion taking nto account the standardized master negting contracts and agreements described above but before taking into
account $6438 million in credit collateral {cash, leters of credit and other credit support). The net exposure (afler credit collateral) of $1.606 billion increased
$309 million in the year ended December 31, 2010, reflecting the increase in derivative agsets related to the long-term hedging program due to the decline in
forward natural gas prices, partially offSet by the return of the $400 multion in collateral discussed in Note 17 to Financisl Statements and the increase m
derivative Habilities related to interest rate swaps due to lower interest rates,

Of this $1.806 bdlion net exposure, essemially all is with investment grade customers and counterparties, as determined using publicly available
information including major rating agencies' published ratings and our internal credit evaluation process. Those customers and counterparties without a S&P,
rating of at least BBB- or similar rating {rom another major rating agency are rated using internal credit methodelogies and credit scoring models to ostimate a
S&P equivalent rating. The company routinely momitors and mauages credit exposure o these custorhers and counterparties on this basis.
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The following table presents the distribution of credit exposure as of December 31, 2010 nrising from wholesale trade receivables, commodity contracts
and hedging and trading activities. This credit exposure represents wholesale trade accounts receivable and net asset positions on the balance sheet arising
from hedging and trading activities afler taking into consideration netting provisions within each contract, setoff provisions in the event of default and any

master netting contracts with counterpartices. See Note 17 to Financial Statements for further discussion of portions of this exposure refated to activities
marked-to-market in the financial statements.

Grows Exposurs by Matueity

Exposure
Grenter
Before Credit Credit Nex 2years or Between
than &
Colaternd Lollaterat Expusure fess 2-5 vears eArS L
Investment grade 5 2229 3 66 % 1,583 $ 1,597 % 632 8§ — $ 2229
Noninvestment grade 25 2 23 26 (hy [ 25
Totals 4 ;ﬁ 3 648 8 1,606 $ 1.623 § 631 % — 5 2254
{nvestment grade 98.5% 98.6%,
Noninvestment grade 1.1% 1.4%

In addition to the exposures in the table above, contracts classified as “normal” purchase or sale and non-derivative contractual commitments are not
marked-w-murket in the financial statements. Such contractual commitments may contain pricing that is favorable considering current market conditions and

therefore represent economic nisk if the counterparties do not perform, Nonperformance could have a material adverse impact on future results of operations,
financial condition and cash flows,

Significant (10% or greater) concentration of credit exposure exists with threz counterparties, which represented 41%, 35% and 12% of the net $1.606
biltion expusure. We view exposure to these counterparties to be within an aceeptable level of risk tolerance due to the applicable counterparty's credit rating

and the importance of our business relationship with the counterparty. However, this concentration increases the risk that a default would have a material
effect on resulis of operations.

With respect io credit risk related to the long-term hedging program, esseatiaily all of the wansaction volumes are with counterparties with an A credit
rating or betier. However, there is current and potential credit consentration risk related to the Himited sumber of counterparties that comprise the substantial
majority of the program with such counterparties being {n the banking and financial sector. The transactions with these counterpartics contain certam credit
rating provisions that would require the counierparties (o post collateral in the event of 3 material downgrade in the credit rating of the counterparties. An
event of default by one or more hedge counterparties could subsequently result in termination-related settlement payments that reduce avatlable Hqudity if
amounts are owed o the counterpanties related 1o the commodity contracts or delays in receipts of expected settiements if the hedge counterpartics owe
amounis o us. While the pulential concentration of risk with these counterparties is viewed to be within an acceptable risk tolerance, the sxposure 1o hedge
counterparties is managed through the various ongolng risk management measures described above,
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FORWARD-LOOKING STATEMENTS

This report and other presentations made by us contain "forward-looking statements.” All statements, other than statements of historical facts, that are
included in this report, or made in presentations, in response to questions or otherwise, that address activitivs, events or developments that we expect or
anticipate to occur in the future, including such matters as projections, capital atlocation, future capital expenditures, business sirategy, competitive strengths,
goals, future acquisitions or dispositions, development or operation of power generation assets, market and industry developments and the growth of our
businesses and operatinns (otlen, but not always. through the use of words or phrases such as ®intends,” "plans," "will likely result,” "are cxpected to," "will

EE'H

continue,” "is anticipated,” "estimated,” "should,” "projection,” "target,” "goal,” "ohjective” and "outlock™); are forward-looking statements. Although we
behigve that in making any such forward-looking statement our expectations are based on reasonable assumptions, any such forward-looking statement
wmvolves uncertainties and is qualified in its entirety by reference to the discussion of risk factors under Hem 1A -"Risk Factors® and the discussion under
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations® in this report and the following important factors, among
others, that could cause our actual results to differ materially from those projected in such forward-looking statements:

. prevailing governmental policies and regulatory actions, including those of the Texas Legisiature, the Govemnor of Texas, the US Congress, the
FERC, the NERC, the TRE, the PUCT, the RRC, the NRC, the EPA, the TCEQ and the CFTC, with respect to, among other things:

«  atlowed prices.
o caflowed rates of return;
«  permitted capim.} st}ucturc;
«  industry, market and rate structure;
+  purchased power and recovery of investments;
»  opérations of nuclear generating facilities;
»  operations of fossil-fucled generating facilities;
«  operations of mines;
«  acquisition and disposal of gssets and facilities;
+  development, construction and operation of facilitics;
= decommissioning costs;
+  present or prospective wholesale and retail competition;
»  changes in tax laws and policies;
«  changes in and compliance with environmental and safety laws and policies, including chimate change initiatives, and
+  clearing over the counter derivatives through exchanges and posting of cash collateral therewith,
. legal and administrative procecdings and settlements;
» general industry vends;
< economic conditions, including the impact of a recessionary eavironment,
. our abulity to attract and retain profitable customers;
- our ability to profitably serve our customers;
. restrictions on competitive retail pricing:
. changes in wholesale electricity prices or energy commaodity prices;
. changes in prices of transportation of natural gas, coal, crude oil and refined products,
. unanticipated changes in market heat rates in the ERCOT electricity market;
. our ability to cffectively hedge against unfavorable commaodity prices, market beat rates and intergst rates;
. weather condi!icﬁns and other natural phenomena, and acts of sabotage, wars or tefronst activities;
. unanticipated population growth or decline, or changes in market demand and demographic pattemns, particularly m ERCOT,
. changes in business strategy, development plans or vendn} relationships;
. access to adequate {ranstnission facilities to meet changing demands;
. unanticipated changes in interest rates, commodity prices, rates of inflation or foreign exchange rates,
. unanticipaled changes in eperating expenses, liquidity needs and capital expenditures;

. commercial bank market and capital market conditions and the potential impact of disruptions in US and international credit markets;
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. the willingness of our lenders o amend and extend the maturities of our debi agreements and the terms and conditions of any such amendments;
. aceess to capital, the cost of such capital, and the results of financing and refinancing efforts, including availability of funds in capital markets;
. financial restrictions placed on us by the agreements governing our debt instruments;

. our gbility to generate sufficient cash flow to make interest payments on, oz refinance, our debt instruments;,

. our ability to successfully execute cur hability management program;

. competition for naw energy development and other business opportunities;

. inability of various counterparties to mest their obligations with respect 10 our financial mstruments;

. changes in technology used by and services offered by us;

. changes in electrivity rangmission that allow additional electricity generation to compete with our generation assets;

. significant changes in our refationship with our employces, including the availability of qualified personnel. and the potential adverse effects if
tabor disputes or gricvances were to ooour;

. changes i assumptions used to estimate costs of providing employee benefits, including medical and dental benefits, pension and OPEB, and
future funding requirements related thersto]

* changes in assumptions used 10 estimate fidure executive compensation payments;

. hazards cuStomary to the industry and the possibility that we may not have adeqguate insurance to cover losses resulting from such hazards;
. significant changes in critical accounting policies:

. actions by credit rating agencies;

. our shility to effectively execute our operational sirategy, and

. our ahility to unplement cost reduchon initiatives.

Any forward-looking statement speaks only as of the date on which it is made, and except as may be required by law, we undertake no obligation to
update any forward-looking statement to reflect events or circumstances afier the date on which it is made or o reflect the ocourrence of unanticipated events
MNew factors emerge from time to tme, and it is not possible for us to predict ali of them; nor can we assess the impact of each such factor or the extent to
which any factor, or combination of factors, may caus2 results to differ materially from those contained in any forward-looking statement. As such, you
should not unduly rely on such forward-looking statements.

INDUSTRY AND MARKET INFORMATION

The industry and market data and other statistical information used throughout this report arc based on independent industry publications, govemment
publications, reports by market research firms ur other published independent sources, includmg certain data published by ERCOT, the PUCT and NYMEX.
We did not commission any of these publications or reports. Same data is also based on good faith estimates, which are derived from our review of internal
surveys, as well as the independeat sources hsted above. Independent indusiry publications and surveys generally state that they have obtained information
from sources betieved to be reliable, but do not guarantee the accuracy and completeness of such information. While we believe that cach of these studies and
publicaiions is reliable, we have not independently verified such data and make no representation as 10 the accurscy of such information. Forecasts are
particuiarly likely to be mnaccurate, especially over long periods of time, and we do not know what assumptions regarding general cconomic growth are used
in preparing the forecasts included in this report. Similarly, while we believe that such internal and external research is reliable, it has not been verified by any
independent sources, and we make no assurances that the predictions contuined therein are accurate.
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liem 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Energy Future Holdings Corp
Dallas, Texas

We have audited the accompanying consolidated halance sheets of Energy Future Holdings Corp. and subsidiaries (“"EFH Cormp.”) as of December 31, 2018 ¢
and 2009, and the related statements of consolidated income (loss), comprehensive income (loss), cash flows and equity for each of the three years in the
period ended December 31, 2010, These financial statements are the responsibility of EFH Corp.’s management. Qur responsibility 1s to express an opinion on

these financial statements based on our audits. .

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the andit to oblain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting

principies used and significant estimates made by management, us well as evaluating the overall financia! Statement presentation, We believe that out audits
provide a reasonable basis for our opinion.

in our opinion, such consolidated {inancial statements presént fairly, in all material respects, the financial position of Energy Future Holdings Corp. and
subsidiaries as of December 31, 2010 and 2009, and the results of their operations and their cash flows for euch of the three yrars in the period ended
December 31, 2610, 1n conformity with accounting principles generally accepted in the United States of America.

As discussed in Notes | and 2 to the consolidated financial staternents, EFH Corp. adopted amended consolidation accounting standards related to variable

interest entities, and as also discussed in Notes 1 and 10 to the consolidated financial statements, EFH Corp. adopted amended guidance regarding transfers of
financial assets effective January 1, 2010, on & prospective basis.

We have also audited, n accordance with the standards of the Public Company Accounting Oversight Board (United States), EFH Corp.'s internal controf
over financial reporting as of December 31, 2019, based on the criteria established in Jniernal Control — Integrated Frameweork issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated February 17, 2011 expressed an unqualified opinion on EFH Corp.'s intemal

control dver financial reporting.
5/ Deloitte & Touche LLP

Datlas, Texas
February 17, 2011
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ENERGY FUTURE HOLDINGS CORP, AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED INCOME {LOSS)

(Millions of Dollars)

QOperating revenues

Fuel, purchased puwer costs and delivery fees

Net gain from commodity hedging and rading activities

Operating costs

Depreciation and amortization

Selling, general and administrative expenses

Franchise and revenue-based tanss

Impairment of goodwill (Note 4)

Other income (Mote 9)

(iher deductions (Mote 9)

Interost income

{merest expense and related charges (Note 24)

Income (loss) before income taxes and equity in earnings of upconsolidated subsidiaries
income tax {expense) benefit (Mote 8)

Equity in eamiogs of unconsolidated subsidiaries (net of tax) (Note 2)
MNet income (loss)

Met {income) loss attributable to noncontrolling interests

NMet income {loss) attributable to EFH Corp.

See Notes to Financial Statements,

114

Yeur Ended Decomber 31,

2010 2969 patiiis
§ 8235 § 9545 $ 11,364
(4371 (2.878) {4,59%)
2,161 1,736 2,184
837 {1,598) (1.503)
(1,407 (1.754) (1,610)
(51 (1,668) 957
{106} {359) (363)
{4,100 0 (8,860)
2,051 204 80
a1y on 11,301)
10 15 27
(3.554y _ (2.012) (4,935)
£2.700) 775 (10,469}
(389) a7 471
277 — o
(2812 408 (5.998)
— (64 160
$_ Q811§ 3M 0§ (9.838)
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ENERGY FUTURE HOLDINGS CORP. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED COMPRENENSIVE INCOME (LOSS)

{Millions of Dollars) !
Yenr Ended December 31,
* w10 2009 2008
Net income (loss) ${2,812) $408 $ (9,998)
Other comprehensive income (loss), net of tax effects: .
Effects related to pension and other retrement benefit obligutions (net of tax benefit of $8, $20 and $69) (Note 20) (13)  (40) &8 -
Cash flow hedges:
Net decrease in fair value of derivatives (net of tax benefit of $-~, $10 and $99) . - {20y (183)
Derivative value net loss related to hedged transactions recognized during the perind and reported in net income (oss) A
{net of tax benefit of $31, $72 and $66) 59 130 122
Total effect of cash flow hedges ¢ 59 _uo {61)
Total other comprehensive income (loss) 46 70 {145
Comprehensive income (loss) . {2,766) 478 (10,143)
Comprehensive {income) loss attributable to noncontroling interests e (6 . 180
Comprehensive income (loss) attributable 1o EFH Corp. $£2 766) 54__%13 3 (9.983)
" See Notus to Financial Statements,
113
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ENERGY FUTURE HOLDINGS CORP, AND SUBSIDIARIES
STATEMENTS OF CONSOGLIDATED CASH FLOWS

{Millions of Dollars)
Yenr Ended Decomber 11,
D 2009 2008
Cash flows — operating activities
Net income {ios8) $ (2,812) 3 408§ 19.598)
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amortizalion 1.778 2,172 2,070
Deferred income tax sxpense (benefit) . net 604 253 47
Impairment of goodwill {(Note 4) 4,100 o0 8,860
Debt extinguishment gains (Notc 11) (1,814} 8N e
Unrealized net gains from mark-to-market valuations of commodity posittons (1,221 (1,225 (2,329)
Interest expense on toggle notes payable in additional principal (Notes 11 and 24) 446 24 83
Equity in sarnings of unconsolidated subsidiaries @2m — -
Unrealized net {gains) losses from mark-to-market valuations of interest rate swaps (Note 11) 207 {596} 1,477
Distributions of earnungs from unconsolidaied subsidiaries 169 - .
Gain on termination of long-term power sales contract (Mote 9) (116) - .
Bad debt expense (Note 10} 108 113 81
Losses on dedesignated cash flow hedges (interest rate swaps) 87 184 &6
Net gain on sale of assets (81) &3] {H
Stock-based incentive compensation expense 19 i4 30
Reversal of reserves recorded in purchase accounting (Note 9} J— {44y —
impairment of land e 34 —
Write off of regulatory assets (Note 24) —— 28 .
fmpairment of emission slfowances intangible assets (Mote 4) — _— 50
hnpawment of trade name intangible asset (Note 4) p— e 481
Impairment of natural gas-fueled generation facilities (Nete 5) . - 339
Charge related to Lehman bankruptey (Note 9) - . 26
Qther, net i 4) (20
Changes in operating assets and liabilaties,
Accounts recesvable - trade 258 (125 {505)
impact of accounts receivable securitization program (Note 10} {383) 33y 53
Inventories {8) 59 20
Accounts payable - trade (93; {141) 385
Commodity and other derivative contractual assets and labilities 44) 64y (28
Margin depusits — et i32 248 393
Deferred advanced metering system revenues (Note 24) — %7 .
Other — net assets 151 43 440
Other ~ net lighilities 17D i3 (4933
Cash provided by operating activities $ Lige % L7TIL % 1.50%

116
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FNERGY FUTURE HOLDINGS CORP, AND SUSSIDIARIES
STATEMENTS OF CONSOLIDATED CASH FLOWS (CONT.)
{Millions of Dollars)

Cash flows — financing sctivities

Issuances of long-term debt/securities (Note 1)
Pollution control revenue bonds
Oncor ong-term debt
Other long-term debt
Common stock
Repayments/repurchases of long-term debt/securities (Note 1 1):
Pollution control revenue bonds
Other long-term debt
Commeon stock

Net short-term borrowings under accounts recetvable securitization program (Note 10)

Increase (decrsase) in other shon-term borrowings (Note 11)

Proceeds from sale of noncontrolling interests, net of transaction costs (No(e 14)

Decrease in note payable to unconsolidated subsidiary
Contributions from noncontrolling interests
Distributions paid to noncontrolling interests

Debt exchange and issuance costs

Other, net

Cash provided by (used in) financing sctivities

Cash flows  investing activities

Capital expenditures

Nuclear fuel purchases

Muoney market fund redemptions (investments)

Investment redeemed/{posted) with derivative counterparty {Note 17)
Reduction of letter of credit facility deposited with trustee (Note 11)
Reduction of restricted cash related to pollution control revenue bonds
Other changes in restricted cash

Proceeds from sale of assets

Proceeds from sale of environmental allowances and credits
Purchases of environmental allowances and credits

Proceeds from sales of nuclear decommissioning trust fund securities
Investments in nuclear decommissioning trust fund securities

Cash seitlements related to outsourcing contract termination (Note 19)
Settlement of loan (Note 19}

Other, net

Cash used in investing activities

Met change in cash and cash equivalents
Effect of deconsolidation of Oncor Holdings

Cash
Cash

and cash gquivalents — beginning balance
and cash equivalents — ending balance

See Motes to Financial Statements,
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Year Ended December 31,

2018 2009 3608
$ — § - 5§ 242
- —_ 1,500
853 522 1,443
- — 34
—_ — (242)
(1.351) {396) (925)
- - o)

9% —
172 332 (481)
- — 1,253
3n - —

32 43 —
oo {56) (2)
{62 4% 21
. 33 21 39
S (260§ 422 § 2837
<(838)  (2,348)  (3,849)
(106) (1on (166)
— 142 (142
400 (400) -

- 1S —_
— — 29
IEX)) 9 1
147 42 30
12 t9 39
(30} {19y (34)
974 3,064 1,623
(9901 (3,080) (1,639
— - 70

— o 25
0] 29 29
$  (46B) § (2631 §_ (2934)
374 1300) 1,408
(2% - e
1,186 1,689 281
$ 1534 3 1188 3 1689
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ENERGY FUTURE HOLDINGS CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

{Millions of Dollars)

ASSETS
Current assels:
Cash and cash equivalents (Note 1)
investment posied with counterparty (Note 17y
Restricted cash (Mote 24)

Trade accounds receivable — net (2010 includes 3612 in pledged amounts related 1o 3 VIE {(Notes 3 and 10))

tnventories (Note 24}
Commodity and other derivative contractunl assets (Note 17)
Azcumulated deforred income taxes (Mo 8)
Margin deposits related to commuodity positions
Other curront agsets
Total current assets
Restricted cash (Mot 24)
Receivables from unconsolidated subsidiary (Notw 22
Investments in unconsolidated subsidiarics (Mote 2)
QOther investments {(Note 18)
Property, olant and equipment — net (Note 24)
Goodwill (Mote 43
identifinble miangible assets — net (Note 4)
Regulatory assets — net (Note 243
Commodity and other denvative contractual assets (Note 17)
Ouher noncurrent assels, principally unamortized debt issuance casts
Total asscts

LYABILITIES AND EQUITY
Current Habilities:
Short-term borrowings (2010 includes $96 related to a VIE (Notes 3 and 1)}
Long-term debt due currently (Note 11)
Trade aceounts payable
Payahles due to unconsolidated subsidiary (Note 22}
Commoduty and other derivative contractusl liabilites (Note 17}
Margin deposits related (o commuodity positions
Accurnulated deferred income taxes {(Noie 83
Accrued interest
(ither curreny liabilities
Total current lisbilities
Accurnulated deferred income taxes (Note 8)
{nvestment tax credits
Commedity and other derivative contraciual liabilities {Now 17)
Notes or other liahalities due 1o unconsolidated subsidiary (Note 22)
Long-term debt. less amounis dus currently (Note 11}
Other noncyrrent Habilities and deferred credns (Note 24)
Total Babilities
Commitsents and Contingencies (Mote 12)
Pguity (Nete 130,
Common stock {(shares ouistanding 2010 — 1.671,812,118; 2000 — 1,668,065,111)
Additional paid-in capital
Retained earnings {deficit)
Accumutated other comprehensive income (loss)
EFH Corp. shareholders’ equity
Moncontrnlling interests in subsidiaries
Tetal cyaity
Total Habilities and squity

Se2 Notes to Financial Statemonts.

18

Deeember 31,

2009

010 {see Note 2}

$ 1334 5 1189
— 425
33 48
999 1,260
395 485

2,732 2,391
— 5
166 187
50 136

5919 6,124

1,135 (,149

1,463 —

5,544 44
697 706

20,366 30,108

6,152 14,316

2,400 2,876
— 1.959

2,071 1,533
41 345

$ 46388 $ 59662

$ 121 8 1,569
669 417
681 896
254

2,283 2,392
631 520
3t
au 526
442 744

6.603 7,064

5,350 6,131
— 37
859 1,060
384 -

34226 41,440

4,867 5,766

52,299 61,498
2 2

1937 7014

(13.656)  110,854)

(263) (309

(5,990) (3,247)
7 1AL

(5.911) (1,836}

$ 46388 & 59652
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ENERGY FUTURE HOLDINGS CORP. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED EQUITY
{Millions of Dollars)

&

Year Ended December 31,

. 2019 2069 2008
Common stock stated value of 30.001 effective May 2009 (number of authorized shares — 2,000,000,000):
Balance as of beginning of period [3 28 -~ § -
Effects of shareholder actions related fo stated vatue of common stock — 2 —
Balance as of end of period {number of shares outstanding' 2010 -~ 1,671,812,118; 2009 ~ 1,668,065.133; 2008 -
1,667,149,663 . 2 2 =
Additional paid-in capital:
Balance as of beginning of period . 7914 7,904 8,279
Effects of stock-based incentive compensation plans 24 i1 29
Effects of shareholder actions related to stated value of common stock - ) —_
Effect of sale of noncontrolling interests {(Note 13) — .- {406)
Common stock repurchases (2} - —_
Other 1 { 2
Balance as of end of period 7937 7914 7,904
Retained earnings (deficit): ‘
Balance as of beginning of period (10,854 (11,198} (1,360)
Net income {loss) attributable to0 EFH Corp. {2.812) 344 (9,338)
Balance as of end of period {13666) (10.854) ¢11,198)
Accumulated other comprehensive income (loss), aet of tax effects:
Pension and other postretirement employee benefit Liability adjustments:
Balance as of beginning of period ’ ‘ (18h (141 e1))
Change in unrecognized gains (losses) related to pension and other retirement benefit costs (13- (40) (84}
Balance a3 of end of period {194y {181 {141
Amounts related to cash flow hedges:
Balance 25 of beginning of period {i28) {238) (77
Change during the period , 59 119 [GIN
Halance as of end of period (69) {128) (238)
Total accumulated other comprehensive income (Joss) as of end of period (263) {309} {379
EFH Corp. shareholders’ equity as of end of period {Note 13) (3590y  (3247)  (3,673)
Noncontrolling interests in subsidiaries (Note 14): B
Balance as of begmning of period P41 1,355 o
Net income {loss} attributable to noncontrolling interests — 64 (160}
Effect of deconsotidation of Oncor Holdings (Nows 1 and 3) (1,363) —_ —
investments by noncontrolling interests 32 48 1,253
Effect of sale of noncontrolling interests » . - e 265
Distributions o noncontrolling interests . / - {38) P4
Qther (13 e (1).
Noncontrolling interests in subsidiaries as of end of period 79 1.411 1.355

Total equity as of end of period

$(5011) 8 (1836} § 2318

See Notes to Financial Statements.
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ENERGY FUTURE HOLDINGS CORP, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.  BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
Description of Business

EFH Corp.. a Texas corporation, is a Dallas-based holding company with operations consisting principally of our TCEH and Oncor subsidiaries. TCEH
is a holding company for subsidianes engaged in competitive electricity market activities largely in Texas, including electricity generation, wholesale encrgy
sales and purchases, commaodity sk management and trading activities, and retail electricity sales. Oncor is 8 majority (approximately 80%) owned
subsidiary engaged in regulated clecuicity transmission and distribution operations in Texas. See Note 3 regarding the deconsolidation of Oncor {and it

majority owner, Oncor Holdings) as a result of amended consolidation accounting standards related to vanable interest entities {VIEs) effective January 1,
2010

On Qotober 10, 2007, BFH Corp. completed its Merger with Merger Sub. As a result of the Merger, EFH Corp. became a subsidinry of Texas Holdings,
which is controtled by the Sponsor Group,

Reforences in this report to "we,” "our,” "us™ and "the company” are to EFH Corp andfor its subsidiaries, TCEH snd/or its subsidiaries, or Oncor and/or
its subsidiary as apparent in the context. See "Glussary” for other defined terms.

Warious "ring-fencing” measures have been taken to enhance the credit quality of Oncor. Such measures include, among other things: the sale of a
19.75% equity interest in Oneor to Texas Transmission in November 2008: maintenance of separate books and records for the Oacor Ring-Fenced Entities;
Oneor's board of directors hewmg comprised of a majority of independent directors, and prohibitions on the Oncor Ring-Fenced Entities providing credit
support to, or receiving credit support from, any member of the Texas Holdings Group. The assets and liabilities of the Oncor Ring-Fenced Entities are
separate and distinet from those of the Texas Holdings Group and none of the assets of the Oncor Ring-Fenced Entities are available to satisfy the debtor
sontractual obligations of any member of the Texas Holdings Group. Moreover, Oncor's operations are conducted, and its cash flows managed, independently
from the Texas Holdings Group.

See Note 14 for discussion of noncontrolling interests sold by Oncor in November 2008,

We have two repontable segments: the Competitive Electric segmunt, which is comprised principally of TCEH, and the Regulated Delivery segment,
which is comprised of Oncor Holdings and its subsidiaries. See Note 23 for further information conceming reportable business segments,

Basis of Presentation

The consolidated financial statements have been prepared in accordance with US GAAP. The consolidated financial statements have been prepared on
the same basis as the audited financial statements included in the 2009 Form 10-R with the exception of the prospective adoption of amended guidance
regarding consoltidation accounting standards related to VIEs that resulted in the deconsolidation of Oncor Holdings as discussed in Note 3 and amended
guidance regarding transfers of financial assets that resulted in the accounts receivuble secuntization program no longer being accowmed for a5 a sale of
accounts receivable and the funding under the program now reported as short-term borrowings as discussed in Note 10 All intercompeny items and
transactions have been eliminated in consolidation, All sequisitions of owstanding debt or cash, including notes that had been issued m lieu of cash interest,
are presented in the financing activities section of the statement of cash flows. All dollar amourts in the financial statements and tables in the notes are stated
in mitlions of US dollars unless otherwise indicated.
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Use of Estimartes

Preparation of financial siatements requires estimates and assumptions about future events that affect the reporting of assets and tiabilities as of the
balance sheet dates and the reported amounts of revenue and expense, including fair value measurements. In the event estimates and/or assumptions prove to
be different from actual amounts, adjustments are made in subsequent periods to reflect more current information. No material adjustments, other than those
disclosed elsewhere herein, were made to previous estimates or assumptions during the current year.

Derivative instruments and Mark-to-Market Acconnting

We enter into contracts for the purchase and sale of electricity, natural gas and other commoditics and also enter into other derivative instruments such
as options, swaps, futures and forwards primarily to manage our commodity price and interest rate risks. If the instrument meets the definition of a derivative
under accounting standards related to derivative instrumenis and hedging activities, changes in the fair value of the derivative are recognized in net income 35
unrealized gains and losses, uniess the criteria for certain exceptions are met, and an offsefting derivative asset or lability is recorded in the balance sheet,
This recognition is referred to as "mark-to-market” accounting. The fair values of our unsettled derivative instruments under mark-to~market accounting are
reported in the balance sheet as commodity and other derivative contractual assets or Hiabilities. When derivative instruments are sciiled and realized gains and
losses are recorded, the previously recorded unrealized gains and losses and derivative assets and lisbilities are reversed. See Notes 15 and 17 for additional
information regarding fair value measurement and commaodity and other derivative contractual assets and liabilities, Under the election criteria of acsounting
standards related to derivative instruments and hedging activities, we may elect the "normal® purchase and sale exemption. A commedity-related derivative
contract may be designated as a “normal” purchase or sale if the commodity 1s 10 be physically received or delivered for use or sale in the normal course of
business if designated as normal, the derivative contract is accounted for under the accrual method of accounting (not marked-to-market) with no balance
sheet or ncome statement recognition of the contract until settlement.

Because derivative instruments are frequently used as economic hedges, accounting standards related to derivative instruments and hedging activities
allow for Yhedge accounting,” which provides for the designation of such instruments as cash flow or fair value hedges if certain conditions are met. A cash
flow hedge mitigates the risk associated with the variability of the future cash flows related to an asset or liability (e.g., a forecasted sale of electricity in the
future al market prices or the payment of interest related to variable rate debt), while a fair value hedge mitigates risk associated with fixed future cash flows
(e g, debt with fixed interest rate payments). In accounting for changes i the fair value of cash flow hedges, derivative assets and liabilities are recorded on
the balance sheet with an offset to other comprehensive income or loss to the exient the hedges are effective and the hedged trangaction remains probable of
occurring, 1f the hedged transaction becomes probable of not occurring, hedge accounting is discontinued and the amount recorded in other comprehensive
ncome is immediately reclassified into net meome. If the relationship between the hedge and the hedged transaction ceases 10 exist or is dedesignated. hedge
aecounting 15 discontinued, and the amounts recorded in other comprehensive income are recognized as the previously hedged transaction impacts eamings.
Changes in value of fair value hedges are recorded as derivative assets or Habilities with an offset to net income, and the carrying valug of the related asset or
tiability (hedged item) is adjusted for changes in fair value with an offset to net income. If the fair value hedge is settled prior to the maturity of the hedged
item, the cumulative fair value gain or loss associated with the hedge is amortized into income over the remaimng life of the hedged item. In the statement of
cash flow, the effects of settlements of derivative instrurments are classified consistent with the related hedged transactions.

To qualify for hedge accounting, a hedge must be considered highly effective i offsetting changes in fawr value of the hedged item. Assessment of the
hedge's effectiveness is lested at least quarterly throughout its term to continue to qualily for hedge accounting, Changes in fair value that represent hedge
ineffectiveness, even if the hedge continues to be assessed as effective, are immediately recognized in net income. Ineffectiveness is generally measured as the

cumuiative excess, if any, of the change in value of the hedging instrument over the change in value of the hedged item. See Notes 11 and 17 for additionat
information concerning hedging activity

At December 31, 2010 and 2009. there were no derivative positions accounted for as cash flow or fair value hedges. Accumulated other comprehensive

income includes amounts refated o interest rate swaps previously designated as cash flow hedges that will be recognized in net income as the hedged
teansactions impact net income {see Note ).
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Realized and unrealized gaing and losses from transacting in energy-related dervative instruments are primurily reported m the income siatement in net
gain (loss) from commodity hedging and trading activities. In accordance with accounting rules, upon serttemnent of physical derivative sales and purchase
conracts that are marked-to-matket in net income, related wholesale electricity sevenues and fusel and purchased power costs are reported at approximated
market prices, instead of the contract price. As a result, this noncash difference berween market and contract prices (s included in the operating revenues and

fuel and purchased power costs and delivery fees line tems of the income statement, with offsetting amounis included in net gain (loss) from commodity
hedging and trading activitics,

Revenue Recognition

We record revenue from electricity sales and dolivery service under the accrual method of accounting. Revenues are recognized when electricity or

delivery services are provided to customers on the basis of periodic cycle meter rendings and include an estimated accrual for the revenues earned from the
meter reading dJate to the end of the period (unbilled revenue).

We report physically delivered commodity sales and purchases in the income statement on a gross basis i revenues and fuel, purchased power and
delivery fees, respectively, and we report all other commaodity related contracts and financial instruments {primarily derivatives) in the income statementon a
net basis i net gain/(loss) from commodity hedging and trading activities. As part of ERCOT's transition to a nodal wholesale market effective December 1.
2010, volumes under nontrading bilateral purchase and sales contracts, including contracts intended as hedges. are no longer scheduled as physical power with
ERCOT. Accordingly, unfess the volumes represent physical deliveries to customers or purchases from counterpartics, effective with the nodal market
implementation, such contracts are repotied nel in the income statement in net gain/(loss) from commeodity hedging and trading activities instead of reported
gross as wholesale revenuus or purchased power costs, As a result of the changes in wholesale market operations, effective with the nodal market
implementation, if volumes deliversd to our retail and wholesale customers are less than our generation velumes (as determined on a daily settlement hasis},
we record additional wholcsale revenues, and if volumes delivered 1o our retatl and wholesate customers exceed our generation volumes, we record additional

purchased power costs. The additional wholesale revenues or purchased power costs are offset in net gain/(loss) from commodity hedging and rading
activities,

Impairment of Long-Lived Assets

We evaluale long-lived assets {including intangible assets with finite lives) for impairment whenever indications of impairment exist. The carcying
vahie of such asscts is decmed 1o be impaired if the projected undiscounted cash flows are less than the carrying value, 1f there is such impairment, a loss
would be recognized based on the amount by which the carrying value exceeds the (air value. Fair value is determined primadily by discounted cash flows,

supported by available market valuations, if applicable. See Noete § for detadls of the impainment of the natural gas-fueled generation facilitics recorded in
2008.

We evaluate investiments in unconsolideted subsidiaries for impairment when factors indicate that a Jecrease in the vahue of the investment has occurred
that is not emporary. Indicators that should be evaluated for possible impairment of investments include recurnng operating losses of the mvestee or fair
value measures that are less than carrving value. Any impairment recognition is based on fair value that is not reflective of temporary conditions. Fair valug is
determined primarily by discounted long-lerm cash flows, supported by available market valuations, if applicable.

Finite-lived intangibles identified as a result of purchase accounting are amortized over their estimated useful lives based on the expected realization of
economic gffects. See Note 4 for additional information.
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Goodwill and Intangible Assets with Indefinite Lives

We evaluate goodwill and intangible assets with indefinite lives for impairment at least annually (as of December 1) See Note 4 for detas of goodwill

and intangible assets with indefinite hives, including discussion of fair value determinations and impairments of goodwill and trads name intangible assets
recorded m 2010, 2009 and 2008.

Amortization of Nuclear Fuel

Amortization of nuclear fuel is calculnted on the units-of-production method andd is reported as fuel costs,

Major Maintenance

Major maintenance costs ingurred during generation plant sutages and the costs of other maintenance sctivities are charged to expense as incurred and
reported as operating costs.

Defined Benefit Pension Plans and Gther Postretirement Employee Benefit Plans ‘

We offer pension benefits based on either 3 traditional defined benefit formula of a cash balance formula and also offer certain health care and life
insurance benefits to eligible employces and their eligible dependents upon the retirement of such employees from the company. Costs of pension and OPEB
plans are dependent upon numerous factors, assumptions and estimates. The pension and OPEB accrued benefit obligations reported in the balance sheet are

in accordance with accounting standards refated o employers' accounting for defined benefit pension and other postretiement plans, See Note 20 for
additional information regarding pension and OPEB plans.

Sitock-Based Incentive Compensation f

Qur 2007 Stock Incentive Plan authorizes discretionary grants to directors, officers and qualified managerial employees of EFH Corp. or its affiliates of
non-qualified stock options, stock appreciation rights, restricted shares, shares of common stock, the opportunity to purchase shares of common stock and

other stock-based awards. Stock-based compensation expense is recognized over the vesting period based on the grant-date fair value of those awards. See
Note 21 for information regarding stock-based incentive compensation.

{
Sales and Excise Taxes

Sales and excise taxes are accounted for as a "pass through" item on the balance sheet; Le,, the tax is billed to customers and recorded as trade accounts
reccivable with an offsetting amount recorded as a labiiity to the taxing jurisdiction,

K

Fronchise and Revenue-Based Taxes

- - ' . 0 .
Unlike sales and excise taxes, franchise and gross receipt taxes are not a "pass through" item. These taxes are assessed to us by state and local
government bodies, based on revenues or KWh delivered, as a cost of doing busingss and are recorded as an expense. Rates we charge 0 cuslomers are
miended to recover our costs, including the franchise and gross receipt taxes, but we are not acting as an agent to collect the taxes from customers.
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fncome Taxes

We file a consolidated federal income fax return, and federat income taxes are calculated for our subsidianes substantially as if the entities file separate
income tax returns Deferred income taxes are provided for temporary differences between the book and tax basis of assets and liabilities. Effective with the
sake of noncontrolling fnterests in Oncor in 2008 (see Noie 14), Oncor became a partnership for UB federal income tax purposes, and we provide deferred
incomie taxes on the ifference between the book and tax basis of our investment in Oncor. Investment tax credus related 1o Oncor’s regulated operations are
deferred and amortized pver the hives of the related properties in accordance with regulatory treatment. Certam provisions of the accounting guidance for

income tases allow regulated enterprises o recognize deferred taxes as regulatory tax assels or tax Habilities if it {s probable that such amounts will be
recovered from, or returned o, customers in future rates,

We report interest and penalties related to unceriain tax positions 2s current income (ax expense,

Accounting for Cantingencies

Qur {inancial results may be affected by judgments and ostimates related to loss conungenaies. Accruals for loss contingencies are recorded when
management determines that it 1s probable that an asset has been impaired or s hability bas been incurred and that such economic koss can be reasonably
estemated. Such determinations are subject to interpratations of current facts and circumstances, forecasts of Gture events and estimates of the financial

impacts of such evenis. See Note 12 for a discussion of contingencies.
Cush and Cash Equivalenis
For purposes of reporting cash and cash equivalents, temporary cash investments purchased with a remaining maturity of three months or loss are
considered to be cash cquivalents.
Resiricted Cash

The terms of certain sgreements require the restriction of cash for specific purposes. As of December 31, 2010, §1.135 biltion of cash was restricted o
support letters of credit, Sa¢ Motes 11 and 24 for more details regarding restricted cash,

Property, Plant and Equipment

As a result of purchase accounting, carvying amounts of property, plant and equipment related to unregulnted businesses were adjusted to estimated fair
values at the Merger date. Subsequent additions have been recorded at cost. Oncor's properties are reported at original cost, which is considered to be far

value due to the cosi-based regulated recovery and ratums associated with those assets. The cost of seif-constructed property additions includes materials and
both direct and indirect labor and applicable overhead, including payroll-related costs,

Depreciation of our property, plant and equipment 15 caloulated on o straight-line basis over the estimated service lves of the properties. Depreciation
gxpense for unregulated properties is calculated on a component asset-by-asset basis. As is common in the industry for regulated operations, Oncor's
deprecintion expense is calculated using composie depreciation rates that reflect blended cstimates of the lives of major asset groups. Estimated depreciable
tives are based on management’s estimates of the assets’ economic useful lives or, in the case of Oncor, as set by PUCT orders. See Note 24.

Capitalized Interest

Interest related to qualifying construction projects and quahifying softwaie projects is capitalized in aceordance with accounting guidance related o
copitalization of interest cost. See Nots 24,
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Inventories

{nventories are reported at the lower of cost ton 2 weighted average basis) or market unless expected to be used in the generation of electricity. Also see
discussion immediately below regarding environmental alfowances and credits.

Environmental dllowances and Credits

We account for ail environmental allowances and credits as identifiable intangible assets with finite lives that are subject to amortization. The recorded
values of these intangible assets were originally established reflecting fair value determinations as of the date of the Merger under purchase accounting.
Amortization expense associated with these intangible assets is recogmzed on a unit of production basis as the allowances or credits are consumed in
generation operations. The environmental allowances and credits asc assessed for impairment when conditions or events oceur that could affect the carrying
value of the assets. See Note 4 for detarls of impairment amounss recorded in 2008,

Regulatory Assets and Liabilities

The financial statements of our regulated electricity delivery operations reflect regulatory assets and liabilities under cost-based rate regulation in
accardance with accounting standards refated to the effect of certain types of reguiation. Regulatory decisions can have an impact on the recovery of costs, the
rate earned on invested capital and the timing and amount of assels to be recovered by rates. See Note 24 for details of the regulatory assets and liabilities.

Investments

nvestments in unconsolidated subsidiaries, which are 50% or less owned and/or do not meet accounting standards criteria for consolidation, are
accounted for under the equity method See Note 2 for discussion of equity method investments and Note 3 for discussion of VIESs.

Investments in a nuclear decommissioning trust fund are carried at current market value in the balance sheet, Assets related to employee benefit plans

represent investments held to satisfy deferred compensation habumses and are recorded at current market value, See Note 18 for discussion of these and other
investments.

Noncontrolling Interests »

See Note 14 for discussion of accounting for noncontrolling interests in subsidiaries.

Changes in Accounting Standards -

As of January 1, 2010, we adopted new FASB guidance that requires reconsideration of consolidation conclusions for all VIEs and other entities with
which we are involved. See Note 3 for discussion of our evaluation of VIEs and the resulting deconsolidation of Oncor Holdings and its subsidiaries that .
resulted in our investment in Oncor Holdings and its subsidiaries being prospectively reported as an equity method investment. There were no other material
effects on our fingncial statements as a result of the adoption of this new guidance.

As of January 1, 2010, we adopted new FASB guidance regarding accounting for transfers of financial assets that eliminates the concept of a qualifying™
special purpose entity, changes the requirements for derecognizing financial assets and requires additional disclosures. Accordingly, the trade accounis
receivable amounts under the accounts recervable securitization program discussed in Note 10 are now reported as pledged balances, and the related funding
amounts are reported as short-term borrowings. Prior to January 1, 2010, the activity was accounted for a5 a sale of aceounts receivable in accordance with
previous accounting standards, which resulted in the funding being recorded as a reduction of accounts receivable. This new guidance does not impact the
covenant-related ratio calculations in our debt agreements.
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2. EQUITY METHOD INVESTMENTS

Investments in unconsclidated subsidiarics consisted of the following'

Investment in Oncor Holdings (100% owned) (8)
Iavestment in natural gas gathering pipeline business (b)
Total investrents in unconsolidated subsidiaries

December 31,
20103 1009
3 3,544 $ e
o 44
$ $.544 S 44

{a) Oncor Holdings owns approximately 80% of the membership interests of Oncor and was decousolidated effective January 1, 2010

1see Notes | and 3)

{b) A controlling interest in this previously consolidated subsidiary was sold in 2009, and the remaining interests were sold in June

20140,

Oncor Holdings

Effective January 1, 2010, we account for our investiment in Oncor Holdings under the equity method {see Note 3}, Prior to this date, Oncor Holdings
was & consolidated subsidiary. Oncor Holdings owns approximately 80%s of Oncor {an SEC registrant), which is engaged in regulated clecwicity transmission
and disiribution operations in Texas. Distribution revenues from TCEH represented 36% o, 38% 0 and 39% of total revenues for Oncor Holdings for the years
ended December 31, 2010, 2009 and 2008, respectively. Condensed statemants of consolidated income of Oncor Holdings for the yesrs ended Decemnber 31,

2010, 2009 and 2008 are presented below:

Year Ended D 31,
20616 2009 2008

Operating revenues 3 21914 3 269 0§ 2,580
Operation and maintenance expenses {1,009 (9623 {832}
Wnite off of regulatory assets . 25 —
Depreciation and amortization (673 (357 {492y
Taxes other than income taxes {(384) (38%) {391)
Impairment of goodwill — — (860
COther income 36 49 15
Other deductions (8) ({4} {25)
Interest income 38 43 45
Interest expense and related charges (347) (346) (316)
Income (loss) before income taxes 567 493 {268)
Income tax expense {3203 (17 (217
NMet income (loss) 347 320 {483)
Met {income) loss artributable to nopconuoliing inlerests {70} {54} 160
Net income (loss) attributabie to Oncor Holdings $ 277 % 256 % (3123
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Assets and liabilitics of Oncor Holdings as of December 31, 2010 and 2009 are presented below:

Current assets:
Cash and cash equivalents
Restricted cash
Trade accounts receivable — net

ASSETS

Trade accounts and other receivables from affitistes

Income taxes receivable from EFH Corp.
Inventories
Accumulated deferred income taxes
Prepayments
Other current assets
Total current asseis
Restricted cash
QOther investments
Property, plant and equipment — net
Goodwill
Note receivable due from TCEH
Reguiatory assets — net
Other noncurrent assets
Total assets

Current liabilities:
Short-term borrowings
Long-term debt due currently
Trade accounts pavable — nonaffiliates
Income taxes payable to EFH Corp,
Accryed taxes other than income
Accrued interast
Other current labilities
Total current Habilities
Accumulated deferred income taxes
Investment tax credits
Long-term debt, less amounts due currently
Qther noncurrent Habilities and deferred credits
Total lisbilities

LIABILITIES

December 31,

2010

2009

{miltions of dellarsy

$ 33 05 5
33 47
254 243
182 188
2 -
96 92
HY 10
75 76
5 8
780 693
16 14
78 72
9.676 9,174
( 4,064 4,064
178 21
1,782 1,859
264 il
3 16832 % 16,244
3 3778 616
113 108
125 129
- 3
133 137
108 104
109 106
963 1,205
1,516 1,369
32 37
5,333 4,996
1,996 1879
-3 9842 3 9486
e
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Oncor Debt Issuances and Exchanges

In September 2010, Oncor issued 5475 million aggregate principal amount of 3.230% senior sccured notes maturing in September 2040, Oncor used the
net proceeds of approximately 3463 milhon from the sale of the notes to repay borrowings under its revolving credit facility, including Joans under the
revolving credit facility made by certain of the initial purchasers of the notes or their affiliates, and for general corporate purposes. The notes are secured by o
first priority Hen on Oncor's assets equally and ratably with all of Oncor's other sccured indebtedness,

in October 2010, Oncor issued approximately $324.4 wullion aggregate principal amounr of $.000% senior secured notes due 2017 and approyimately
$126.3 mullion asgregate principal amount of 5.730% semior secured noles due 2020 in exchange for an squivalent principal amount of Bts outstanding 6.373%
senior secured notes dug 2012 and 5.950% senior sceured notes due 2013, respectively, Oncor did not receive any cash proceeds from the exchange.
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3. CONSOLIDATION OF VARIABLE INTEREST ENTITIES -

A variable interest entity (VIE) is an entity with which we have a relationship or arrangement that indicates some level of control bver the entity or
results in gconomic risks to us. We adopted amended accounting standards on January 1, 2010 that require consohidation of a VIE if we have (a) the power to
direct the significant sctivities of the VIE and (b} the right or obligation 0 absorb profit and loss from the VIE (primary beneficiary). The previous standards
did not require power to direct significant activities of the VIE in order to consclidate. As discussed below, our balance sheet includes assets and jiabilities of
VIEs that meet the consolidation standards and also reflects the deconsolidation of Oncor Holdings, which holds an appreximate 80% interest in Oncor,

Qur VIEs consist of equity investees. In determining the appropriateness of consolidation of 2 VIE, we evaluate IS purpose, governance structure,
deaision making processes und risks that are passed on to its interest holders. We also examine the natire of any related party relationships among the interest
holders of the VIE and the nature of any special rights granted to the interest holders of the VIE.

Consotidated VIEs

No additional VIEs were consolidated as a result of the new accounting standards. See discussion in Note 10 regarding the VIE related to our accounts
receivable sgeuritization program that continues to he consolidated under the amended accounting standards.

We also continue to consolidate Comanche Peak Nuclear Power Company LLC (CPNPC), which was formed by subsidiaries of TCEH and Mitsubishi
Heavy Industries Lid. {MHI} for the purpose of developing two new nuclear generation units al our existing Comanche Peak nuclear-fueled generation facility
using MHI's US-Advanced Pressurized Water Reactor technology and to obtain a combined operating license from the NRC, CPNPC s currently financed
through capital contributions from the subsidiaries of TCEH and MHI that hold 88%c and 2% of CPNPC’s equity interests, respectively (sec Note 14).

" 12
The carrying amounts and classifications of the assets and liabilities related to our consolidated ViIEs as of December 31, 2010 are as foliows:

Avetst Linbilitiess
Cash and cash equivalents $ 9 Short-term borrowings (3) 3 96
Accounts receivable (a} 612 Trade slcounts payable ! 3
Property, plant and equipment LY 112 . Other current labiliues !
Other assets, meluding $2 of current assets 8 -
Total assets = $ 741 Total liabitities 3 100
ms(zz—.: L T,

{a) Asaresultofthe January 1, 2010 adep;ion of new accounting guidance related to transfers of financial assets, the balance sheet as of Devernber 31.

2010 reflects 3612 nullion of pledged accounts receivable and 396 million of short-term borrowings (see Note 10). .

- )
The assets of our consolidated ViKs can only be used 10 settle the obligations of the VIE, and the creditors of our consolidated VIEs do not have
recourse o our general credit.
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Non-Conselidared VIEs

The adoption of the amended sccounting standards resulted in the deconsnlidation of Oncor Holdings, which holds an approximate 80% interest in
Oncor, and the reporting of our investment in Oncor Holdings under the equity method on a prospective basis.

In reaching the conclusion to deconsolidate, we conducted an extensive analysis of Oncor Holdings' underlying governing documents and management
siructure. Oncor Holdings' unique governance sgructure was adopted in conjunction with the Merger, when the Sponsor Group, EFH Corp. and Oncor ngreed
to inplement structural and operational measures 1o “ring-fence” {the Ring-Fencing Measures) Oncor Holdings and Oncor as discussed in Note 1. The Ring-
Fencing Measures were designed to prevent, among other things, (1) increased borrowing costs at Oncor due to the attribution to Oncor of debt from any of
our other subsidiaries, (it} the activities of our unregulated operations following the Merger resulting in the deterioration of Oncor's business, financial
condition and/or investment in infrastructure. and (itl) Oncor hecoming substantively consolidated info 2 bankruptey procesding involving any member of the
Texas Holdings Group, The Ring-Fencing Measures effectively separated the daily operational and management control of Oncor Holdings and Oncor from
EFH Corp. und its other subsidiaries. By implementing the Ring-Fencing Measures, Oncor maintained i85 investment grade credit rating following the Merger,
and we reaffirmed Oncor's independence from our unregulated businesses to the PUCT.

We determined the most significant activities affecting the economic performance of Oncor Holdings {and Cncor) are the operation, maintenance and
growth of Oncor's electric transmission and distribution assets and the preservation of its investment grade credit profile. The boards of directors of Oncor
Holdings and Oneor have uhimate responsibility for the management of the day-to-day operations of thew respective businesses, including the approval of
Oneor's capital expenditure and eperating budgets and the tmmg and prosecution of Oncor's rate cases, While both boards include members appoinied by
EFH Corp., a majority of the board members are independent in accordance with rules established by the New York Swcek Exchange, and therefore, we
concluded for purposes of applying the amended aceounting standards that EFH Corp doss not have the power to control the activities desmed most
significant o Oncor Holdings' (and Oncor's) econvimie performance,

in assessing EFH Corp.'s ability to exercise control over Oncor Holdings and Oncor, we considered whether it could take actions 10 circumvent the
purpose and intent of the Ring-Fencing Measures (including changing the composition of Oncor Holdings' or Oncor's board) 11 order to gain control over the
day-to-day operations of either Cncor Holdings or Oncor. We also considered whether (i) EFH Corp, has the unifaieral power to dissolve, liquidate or force
into bankguptey either Oncor Holdings or Oncor, (i) EFH Corp. could unilaterally amend the Ring-Fencing Measures contained i the underlying governing

ducuments of Oncor Holdings or Oncor, and (iti) EFt Corp. could control Oncor's ability to pay distributions and thereby enhance its own cash flow, We
concluded that, in each case, no such opportunity cxists.

We account for our investment in Oncor Holdings under the equity mothod, as opposad to the cost method, because we have the ability to exercise

significant influence (as defined by US GAAP) over its activities. Our maximum exposure to Joss from our variable interests in VIEs does not excead our

carrying value, See Note 2 for additional information about equity method investments including condensed income statement and balance sheet data for
Oncor Holdings.
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4. GOODWILL AND IDENTIFIABLE INTANGIBLE ASSETS
Goodwill '
The following table provides the goodwill balances as of December 31, 2010 and the changes in such balances for the year ended December 31, 2010.

With the deconsolidation of Oncor {including its $4.064 bitiion goodwill balance) effective January 1. 2010, the amounts below relate only 10 our competitive
business. None of the goodwill 1s being deducted for tax purposes

Goodwill before impairment charges $ 18,342
Accumulsted impawment charges through 2009 (a) (8.090)
Balance as of January 1, 2010 10,252
Additional impairment charge in 2010 : ) 4.100)
Balance a5 of December 31, 2010 (b) 3 6,152

{a)  Includes $90 miflion in 2009 ($20 million of which was recorded in Corporaté and Other results) and $8.0 billion in 2008,
(b)  Netof accumulated impairment charges totaling $12.190 billion,

Goodwill and Trade Name Intangibie Asset Impairments '

{n the third quarter 2010, we recorded a $4.1 billion noncash goodwill impairment charge related to the Competitive Electric segment. The impairment
testing and resulting charge was driven by the sustained decline in forward naturat gas prices and reflected the estimated effect of lower whoteSale power
prices on the enterprise value of the business as indicated by our cash flow projections and declines in market values of securities of comparable companies.

)

_ The calculation of the goodwill impairment involved the following steps: first, we estimated the debt-free enterprise value of the business as of July 31,
2010 taking into account future estimated cash flows and current securities values of comparable companies: second, we estimated the fair values of the
individual operating assets and labilities of the business at that date; third, we calculated "implied” goodwill as the excess of the estimated enterprise value
over the estimated value of the net operating assets; and finally, we compared the implied goodwill amount to the carrying value of goodwill and recorded an
impairment charge for the amount the carrying value of goodwill exceeded implied goodwill.

The annuat impairment testing performed as of December 1, 2610 for goodwill and intangible assets with indefinite usefis! lives resulted in no
additional impairment beyond the charge recorded in the third quarter 2010 discussed immediately above. The annual goodwill test determined that the f
-Competitive Electric segment carrying value exceeded is estimated fair value (enterprise value) by approximately 11%. The estimated enterprise vatug as of
December 1, 2010 did not change matenially from the estimate at July 31, 2810, Additional testing was performed 1o sscertain that the estimated implied
goodwill amount 8s of December | had not declined further from the amount estimated at fuly 31.

{n the first quarter 2009, we completed the fair value calculations supporting an initial $8.860 biltion goodwill impairment charge that was recorded in
the fourth quarter 2008 and consisted of an estimated impairment of 38.0 biflion refated to the Competitive Electric segment and $860 million related to the
Regulated Delivery segment, A 390 million increase in the charge, largely related to the Competitive Electric segment. was recorded in the first quarter 2009,
The impairment charge primarily reflected the dislocation in the capiial markets during the fourth quarter 2008 that increased interest rate spreads and the
resulting discount rates used in estimating fair values and the effect of declines in market values of debt and equity securities of comparable companies. The

calculation involved the same steps as those discussed above for the 2010 imparment, The total $8.350 bitlion charge was the {irst goodwill impaiement
recorded subsequent to the Merger date.

Also in the fourth quarter 2008, we recordcd a trade name intangsble asset impairment charge totaling $481 million (3310 million after-tax). The
impairment primarily arose from the increase in the d;scoum e used 1n estmating fair value as discussed above.
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Although the annual irepairment test date for goodwill and intangible assels with widefinite lives set by management at that time was October 1,
management determined that in consideration of the continuing deteniorapon of securities values during the fourth quarter 2008, an mpairment testing trigger
sceurred subsequent to that test date; consequently, the impairment charges were based on estimated fair values as of December 31, 2008, ‘

The impairment determinations involved significant assumptions aad judgments. The calculations supporting the estimates of the enterprise value of
our husinesses and the fair values of their operating assets and liahlities utilized models that take into consideration multiple inpauts, including commodity
prices, discount raies, debt yields, securities prices of comparable companies and other inputs, assumptions regarding each of which could have a significant
efiect on valuations. The fair value measurements resulting from these models are classificd as non-recurring Level 3 mensurements consistent with

accounting standards refated to the determination of fair value (see Mote 153, Because of the volatility of these factors, we canaot predict the likelthood of any
future impairment.

Fdentifindle Intangible Assets

Identifiable intangible assets reponted in the balance sheet are comprised of the foliowing:

Az ol D) ber 31, 2018 {a) As of December 31, 2009
Gross Giroas
Carrying Accumuiated Carrying Accnmuinied

Identifiable Intangible Assed Amount Amortivation Net Amount Amoriization Nt
Retail customer relationship 3 463 3 253 0% 170 0% 463 & 215§ 248
Favorable purchase and sales contracts 348 257 291 760 374 326
Capitalized in-service sofiware 278 a7 181 490 167 323
Environmental allowances and credits 986 304 682 9572 212 TR
Land casements o . 188 72 116
Mining development ¢osts 47 17 30 32 s 27
Total intangible assets subject to amortization $ 2,33% 3 968 1354 § 28565 3§ 1.045 1,820
Trade name (oot subject 1o amortization) G935 955
Mineral interests {not currently subject to amortization) 1 101
Total intangible assets § 1400 § 2876
o RS

{a) SecNotes 1 and 3 for discussion of the deconsolidation of Oncor Holdings effective January 1,2010.
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Amortization expense related to imtangible assets (including income statement line item) consisted of

B

. Useful fives as

of December 31,

2018 (weighted
average in Year Ended Decerber 31,
Identifiable Intangible Avint Income Staiement Line Segment years) 2010 2009 2008
Retait customer relationship Depreciation and smortization Compgetitive Electric 7 878 8§ 8 $ 51

Operating revenues/fuel, purchased power costs

Favorable purchase and sales contracts  and delivery fees Competitive Electric 12 35 125 168
Capitalized in-service software Depreciation and amortization All (a) 5 35 53 44
Environmental allowances and credits  Fuel, purchased power costs and delivery fees Competitive Electric 27 92 91 102
Land sasements Depreciation and amortization Regulated Delivery (a) NA - 3 3
Mining development costs Depreciation and amortization Competitive Electric 3 11 3 1

Total amortization expense

.

=3

251 $360 $369

|
ll

{a)  See Notes | and 3 for discussion of the deconsolidation of Oncor Holdings effective January 1, 2010,

as follows

Separately identifiable and previously warecognized intangible assets acquired and recorded as part of purchase accounting for the Merger are described

Retail Customer Relationstnp  Retail customer relationship intangible asset represents the estimated fair value of the non-contracled customer

hase and is being amortized using an accelerated method based on customer attrition rates and reflecting the expected pattern in which economic
benefits are realized over their estimated usefud life

Favorable Purchase and Sales Contracts Favorable purchase and sales contracts intangible asset prxmaﬂiy represents the nbove market value,
based on ohservable prices or estimates, of commodity contracts for which: (i} we have made the "normal® purchase or sale election allowed by
accounting standards related to derivative instruments and hedging transactions or (ii) the contracts did not meet the definition of a derivative.

‘The amortization periods of these intangible assets are based on the terms of the contracts. Unfavorab!e purchase and sales contracts are recorded
as other noncurrent liabilities and deferred credits (see Note 24).

Trade name ~ The trade name intangible asset represents the estimated fair value of the TXU Energy trade namc, and was determined to be an
wdefinite-lived asset not subject to amortization. This intangible asset is evaluated for impairment at least annually w accordance with
accounting guidance related to goodwill and other intangible assets, See above for discussion of an wnpairment charge recorded in 2008.

Environmental Allowances and Credits  This intangible asset represents the {air value, based on observable prices or estimates, of

envirenmental credits, substantially all of which were expected to be used in our power generation activities. These credits are amortized utilizing
a units-of-production method.
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{mpairment of Eavironmental Allowances and Credits Intangibie Assets

in March 2003, the EPA issued regulations called the Clean Air Interstate Rule (CAIR) for 28 states, including Texas, where our generution facilities
are located, CAIR requires reductions of SO, and NO emissions from power generation faciities in these states. The SO, reductions were beyond the

reductions required under the Clean Alr Acts existing acid rain cag-and-trade program (the Acid Rain Program). CAIR also established & new regional cap-
and-trade program for MO, emissions reductions.

In July 2008, the US Court of Appeals for the D.C. Circuit {the D.C. Circuit Court) invalidated CAIR. The D.C. Circuit Court did not oventum the
existing cap-and-trade program for 3O, reductions under the Acid Rain Program.

Based on the D.C, Circuit Court’s ruling, we recorded a noncash impairment charge to eamnings 1 2008, We impaired NO_ alfowances in the amount of
$401 miltion (before deferred income tax benetit). As a result of the D.C. Circuit Court’s decision, NO, aliowances would no longer be needed, and thus there
would not be an actively traded market for such allowances. Consequently, our NO, aliowances would likely have very Httle value absent reversal of the D.C.
Circuit Court's decistun or promulgation of new rules by the EPA. In addition, we impaired 8O, allowances in the amount of 3100 million (hefore deferred
income tax benefity, While the D C. Circuwt Court did not invalidate the Acid Rain Program, we would have more SO, allowances than we would need to

comply with the Acid Rain Program. While there continued to be a market for 80, allowances, the D.C. Circuit Court’s decision resulted in a materinl
decrease in the market price of 80, allowances,

The impairment amounts recorded in 2008 were reported in other deductions and reflected in the results of the Competitive Electric segment.

1t December 2008, in response to an [PA petition, the D.C. Circuit Coust reversed, m part, its previous nuling, Such reversal confirmed CAIR is not
valid, but allowed it to remain in place while the EPA revises CAIR to correct the previously idemified shortcomings. In July 2010, the EPA released a

proposed rule called the Clean Ay Transport Rule (CATR). The CATR, as proposed, would replace CAIR in 2012, We cannot predict the impact of a final
rule on our business, results of operations and financial condition

Essimated Amortization of Intunpible Assets The estimated aggregate amortization expense of intangihie assets for each of the next five fiscal years
is as foliows’

Amartintion
¥ear Lxpense
2611 S 198
2012 154
2613 132
2014 116
2013

28
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S, IMPAIRMENT OF NATURAL GAS-FUELED GENERATION FACILITIES

In 2008, we performed an evaluation of our natural gas-fucled generation facilitics for impairment. The impairment test was triggered by a
determination that it was more likely than not that certain generation units would be retired or mothballed (sdled) eaclier than previously expected. The natural
gas-fueled generation units are generally operated to meet peak demands for electricity and all such facilities are tested for impairment as an asset group. As a
result of the evaluation, it was determined that an impairment existed, and a charge of 3229 million ($147 million afier-tax) was recorded to write down the

assets to fair value of approximately $28 million, which was determined based on discounted estimated future cash flows. The impairment was reported in
other deductions in the Competitive Electric segment.

6.  MERGER-RELATED STIPULATION APPROVED BY THE PUCT

in 2008, the PUCT 1ssued a final order approving a stipulation to resolve all outstanding issues in the PUCT review selated to the Merger. The terms of
the stipulation were agrecd to by Oncor and Texas Holdings as well as major interested parties, conditioned on completion of the Merger. The order has been
appeated with respeet 1o certain elements, none of which are txpected to affect the following major provisions of the stipulation:

» Oncor provided a one-time 872 million refund to its REP customers in the September 2008 billing cycle. The refund was in the form of a credit on
distribution fee billings. The liability for the refund was recorded as part of purchase accounting.

+ Consistent with a rate settlement with certain gities in 2006, Oncor filed a system-wide rate case in June 2008 based on a test-year ended
December 31, 2007. In August 2009, the PUCT issued a final order on this rate case. See Note 24,

+  Oncor agreed not to request recovery of approximately $36 million of regulatory assets refated to self-insurance reserve costs and 2007 restructuring
expenses. These regulatory assets were eliminated as part of purchase accountimg.

» The cash distributions paid i)y Ongor to its members will be limited through December 31, 2012, to an amount not to exceed Oncor's net income
{determined in accordance with US GAAP, subject to cerlain defined adjustments) for the period beginning October 11, 2007 and ending
December 31, 2012, and are further limited by an agreement that Oncor's regulatory capital structure, as determined by the PUCT, will be at or

below the assumed debt-to-equity rativ established perrodically by the PUCT for ratemaking purposes, which is currently set at 60% debt to 40%%
equity (see Note 13).

« Oncor committed to minimum capital spending of $3.6 billion over the five-year period ending December 31, 2012, subject 1o certain defined
conditions.

+  Oncor committed (0 an additional 100 mitlton in spending over the five-year period ending Décember 31, 2012 on demand-side management or
other energy efficiency initiatives. These additional expenditures will not be recoverable in rates, and this amount was recorded as a regulatory
Hablity as part of purchase accounting and censistent with accounting standards refated to the effect of certain types of regulation.-

« I Oncor’s credit rating is below investment grade with two or more rating agencies, TCEH will post a letter of credit w an amount of $170 million to
secure TXU Energy's payment obligations to Oncor.

« Oneor agreed not to request recovery of the $4.9 billion of goodwill resulting from purchase accounting or any future impairment of the goodwill in
- ils rates. .
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7. ACCOUNTING FOR UNCERTAINTY IN INCOME TAXES

Acecounting guidance related to uncertain tax positions requires that all tax positions subject fo uncertamty be reviewed and assessed with recognition

and measurement of the tax benefit based on a "more-likely-than-not” standard with respect to the ultimate outcome, regardless of whether this assessment is
favorabie or uniavorable,

We file incume tax returns m US federal, state and foreign jurisdictions and are subject to examinations by the (RS and other taxing authorities,
Examinations of our income tax returns for the years ending prior to January 1, 2003 Jre complete, but the 1ax years 1997 to 2002 remain in appenls with the
IRS. An RS audit of tax years 2003 to 2006 15 in progress and is expected to be completed in 2011, Texas franchise and margin 1ax retums are under
examinanon os siill open for examination for tax years beginming after 2002,

In 2008, we participated in ncgotiations with the 1RS regarding the 2002 worthlessness oss associated with cur discontinued Europe business, and we
reduced the Hability for uncertain tax positions in accordance with accounting guidance. The reduction in the liability of spproximately $375 million was
targely offset by & reduction of deferred tax assets related 10 alternative mimmum tax.

In 2010, we again engaged m negotiations with the IRS regarding this worthlessness loss as well as other matters. Accordingly, we have adjusted the
liabiiity for uncertain 1ax positions to reflect the most likely settlement of the sssues. The adjustment resulted in a net reduction of the Hab#ity for uncertain tax
positions totaling $162 milfion. This reduction consisted of a $225 miton reversat of accrued interest ($146 million afier tax), reported 25 a reduction of
income tax expense, principally related to the discontinued Europe business, partially offset by $63 muilion w adjustments related to several other positiung
that have been accounted for as reclassifications to net deferred tax labilitics. The conclusion of all issues contested from the 1997 through 2002 audit,
inciuding 1R5 Joint Commitiee review, is expected to aecur before the end of 2012, Upon such conclusion, we expect to further reduce the Habdity for
uncertain tax positions by approximately $700 midlion with an offsetting decrease in deferred tax assets that arose largely from previous payments of
altemmative minimum taxes. Mo cash imcome tax Lability is expecied related to the conclusion of the 1997 through 2002 audit.

. We classify interest and penalties related uncertain tax positions as current income tax expense. Amounts recorded related to interest and penaities
totaled a benefit of $115 mitlion m 2010, and expenses of $42 million in 2009 and 388 million 10 2008. including $29 million recorded as goodwiil {all
arnounts after tax).

Noncurrent Habilitics included a total of $164 million and $361 multion in accrued interest as of December 31, 2010 and 2009, respectively. Oncor
Holdings, which had $20 million in noncurrent fiabilities related to accrued interest. was deconsolidated as of January 1, 2010 as discussed in Note 2. The
tederal income tax henefit on the interest accrued on uncertain tax positions is recorded as accumulated deferred mcome taxes.

The following table summarizes the changes to the unceriain tax pusitions, reported in other nunvurrent liabilities in the consolidated balance sheet,
during the years ended December 31, 2010, 2009 and 200&

1819 2009 1008
Ralance us of January 1. excluding interest and penaltizs (a) g 1566 % 1583 & 1,834
Additivas based on tax positions related to prior years 312 71 124
Reductions based on tax positions related 1o prior years {308) {82) 50
Additions based on tax positions related w the current year bl 6 13
Setlements with taxing authoritics e o 43
Balance as of December 31, excluding interest and penalties y 1.642 % 1638 % 1.583

3 st g

{a) 2010 reflects the deconsolidation of Oncor Holdings, which had a balance of 872 miilion, as of January 1, 2010,

Of the balance as of December 31, 2010, $1 442 billion represents tax pusitions for which the uncertainty refaigs to the timing of recognaition m tax
returns. The disallowance of such positions wonld not affect the effective tax rate, but could agcelerate the payment of cash 1o the taxing authority 10 an earlier
peried.
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With respect to tax positions for which the ultimate deductibility is uncertain (permanent items), should we sustain such positions on income tax returns
previously filed, tax Habilities recorded would be reduced by $200 million, and accrued interest would be reversed resulting in a2 $28 million afler-tax benefit,

resulting in increased net income and & favorable impact on the effective tax rate.

1

Cither than the tems discussed above, we do not expect the total amount of liabilities recorded related to uncertain tax positions will significantly

werease or decrease within the next 12 months,

8,  INCOME TAXES . RN

»  The components of our income tax expense {benefit) applicable to continuing operations are as follows:
Yeur Ended December 31,
2903 2808
Current:
US Federal s {(256) 3 64 $ (46}
State 41 31 32
Total 215y i35 f
Deferred:
US Federal 390 256 (482}
State 14 1 o
Total 604 237 (472}
Amortization of investment tax credits — (E)] [&)]
Total £ 389 3 367 5 " 47D

Reconcitiation of income taxes computed at the US federal statutory rate {o income tax expense;

Income {loss) before income taxes

Ingome taxes at the US federal statutory rate of 35%%
Nondeductible goodwill impairment
Lignite depletion allowance .
Amortization of investment tax credits, net of tax
Amortization {under regulatory accounting} of statutory rate changes
Medicare subsidy - retiree benefits
Nondeductible'interest expense
Nondeduciible losses (eamings) on benefit plans
Texas margin tax, net of federal benefit
Interest accrued for uncertain tax positions, net of tax |
Deferred tax charge {or effect of heaith care'legisiation
Reversal of previously disaliowed interest resulting from debt exchanges
Other, including audit settiements
Income tax expense (benefit)

Effective tax rate
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Year Ended December 31,

2010 2009 2008
§ (7000 § 75§ (0469
$ (945 0§ I 8§ (3,668
1,435 32 3.101
(21 (18) (29)
R (5} (3
— 5 p)
- N 6}

i 13 1
- 1) 9
34 30 39
(115) 42 59

8 —_ -

2n _
3 5 12
$ 389 0§ 367 § @1
(1441%  47.4% 4.5%
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Deferred income Tax Balances

Deferred income taxes provided for temporary differences based on tax laws in effect as of December 31, 2010 and 2009 balance sheet dates are as

follows:
Decemsbior 31,
3016 (w) 2089
Vot Tureent Noncurrent Total Current Moncurrent
Deferred Income Tax Assels
Aliernative minimum tax credit carryforwards 3 406 % — § 496 & 438 % % 438
Employee benefit liabilities 216 25 191 206 22 184
Net operating loss (NOL) carryforwards 233 — 833 422 422
Unfavorable purchase and sales contracts 40 - 240 249 . 249
Acerued interest 157 — 137 211 21t
Other 317 2 33 351 13 338
Total 2.169 27 2,142 1,877 35 1.842
Deferred Income Tax Liabilities
Property, plant and equipment 4321 e 4,321 4,141 e 4,141
Basis difference in Oncor parinership — — — 1,369 - 1,369
Commodity contracts snd interest rate swaps 1,692 1 1,661 1,325 10 1,295
Identifiable intupgible assets 846 %46 921 e 921
Debt fair value discounts 126 —_ 126 184 — 184
Debt extinguishment gains 303 —— 503 35 e 35
Other 42 7 35 28 — 28
Total 1.530 3R 7.492 8003 30 7573
Net Deferred Income Tax {Asset) Liability % 5351 3% 11 % 5350 % 6126 § {53 % 6,131

ta)  See Notes | and 3 for discussion of the deconsolidation of Gncor Holdings effective Japuary 1, 2010,

As of December 31, 2010 we had $406 million of alternative minimum tax credit carryforwards (AMT) available to offset future tax payments. The
AMT credit carryforwards have no expiration date. As of December 3{, 2010, we had net operating loss (NOL) sarryforwards for federal income tax purposes
of $2.4 bilfion that expire between 2028 and 2031, The NOL casryforwards can be used to offset future taxable income. We expect 1o utilize all of our NOL

carryforwards prior to their expiration dates.

The component of deferred income tax labilities referred to as "basis difference in Oncor partnership” arose as & result of the sale of noncontrolling
interests in Onvor {see Note 14) at which time Oncor became a partaership for US federal income tax purposes. The amount of this basis difference at the date
of the transaction represented our interest {appreximately 80%) in the net deferred tax linbilities related to Oncor's individual operating asscts and liahilities.
The remainmg net deferred tax liabilities associated with Oncor (3321 million as of December 31, 2009} that were attributable 10 the noncontrolling interests
were reclassified as other noncurrent liabilities and deconsolidated with Oncor Holdings in 2010 as discussed in Notes | and 3 {see Note 24),

The meome tax effects of the components included in accemulated other comprehenstve income as of December 31, 2010 and 2009 wotaled a net

deferred tax asset of $141 mullion and $165 million, tespectively.

Sce Note 7 for discussion regarding accounting for uncertain tax positions.
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Effect of Health Care Legistetion ~— The Batient Protection and Affordable Care Act and the Health Care and Education Reconcihation Act enacted in
March 2010 reduces, effective in 2613, the amount of OPEB costs deductible for federal income tax purposes by the amount of the Medicare Part D subsidy
we receive, Under income tax accounting rules, deferred tax assets related to accrued OPEB lisbilities must be reduced immediately for the futyre effect of the
legstation. Accordingly, in the first quarter 2019, EFH Corp’s and Oncor's deferred tax assets were reduced by 830 milhion. Of this amount, $8 million was
recGrded as a charge to income tax expense and $42 mitlion was recorded in receivables from unconsolidated subsidiary, reflecting a regulatory asset recorded
by Cncor (before gross-up for liability in lien of deferred income taxes) as the additional income taxes are expected to be recoverable in Oncor's future rates.
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3, OTHER INCOME AND DEDUCTIONS
Yeur Eaded December 31,
2640 1809 2008
Cther income:
Debt extinguishment gains (Nete 11 (8) $ 1814 § 8 § -~
Cain on tenmnination of long-term power sales contract (b) (¢} 116 - -
Gam on sale of land/water rights (¢} 44 e e
{iain on sale of interest i natural gas gathering pipeline business (¢} 17 e —
Office space rental incoms {a) 12 e e
insurance/ditigation settiements {c} {d) 6 . 21
Sates tax refund g 5 .
Mineral rights royalty income {c) H 6 4
Reversal of reserves recorded in purchase accounting (€) — 44 —
Aceretion of adjustment (discount) of regulatory assets resulting from purchase accounting (Note 24} () - 19 44
Fee received related to interest rate swap/commodity hedge derivative agreement (Note 17) {¢) — 6 —
Other 17 11
Total other income $ 2051 %304 3 80
Other deductions:
Impmment of trade name mtangible asset (Note 4) (g} § o B .. % 481
Impairment of emission allowances intangible assets (Note 4) (¢} o s61
Charge for impairment of natural gas-fucled generation facitities (Note 53¢0) e - 139
Impairment of land (©) _— 14 _—
(harge related to Lehman bankruptey () —_— . 2%
Write-off of regulatory assets (MNote 24) {f) - 25 —
Ongoing pension and OPEB expense related to discontinued busingsses (a) 7 . —
Professional fees incurred relnted to the Merger (b} 5 . 14
Met charges related o cancelled development of generation facilities () 3 6 12
Severance charges 3 7 —
Costs related to 2006 cities rate settlement () e ) 13
Litigation/regalatory setticments J— 3 19
Other 13 20 i35
Total other deductions $ 31 % 97 % 1301
Snmm— ey RO

{a) Reported in Corporae and Other segment, except for $687 miilion of debt extinguishment gain reported in Competitive Eleciric segment.

(b In November 2010, the counterparty to 4 long-term power sales agrecment terminated the contract, which had a remaining term of 27 yeurs. The
contract was a derivative and subject to mark-to-market accounting, The termination resulted 1 a noncash gain of $116 milhon, which represented the
derivative liability as of the termination date.

{c}  Reported in Competitive Electric segment

(4} 2008 amount represents insurance recovery for damage to mining cyuipment,

(¢ Includes $23 million for reversal of 2 use tax acerual, related 1o perieds prior to the Merger, due 10 a state ruling in 2009 (reported in Competitive
Electric segment) and $21 million for reversal of excess exit liabilities recorded in connsction with the termination of outsourting arrapgements {see
Note 19} (reported in Competitive Electrie {311 multion} and Regulated Delivery segments (310 million}).

(f)  Reported in Regulated Delivery segment.

{z) Reprosonts reserve established against amounts dug {excluding termination related costs) from subsidiaries of Lehman Brothers Holdings Inc. {Lehman}
ansing from commodity hedging and trading activities. Reported in Competitive Electric segment.

(1} Includes post-Merger consulting expenses refated to optimizing business performance. Reported in Corporate and Other activities
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i TRADEACCOUNTS RECEIVABLE AND ACCOUNTS RECEIVARBLE SECURITIZATION PROGRAM

TXU Encrgy participates in EFH Corp.'s accounts reccivable securitization program with financial wstitutions (the funding entities). Under the
program, TXU Energy (originator) selis trade accounisreceivable to TXU Receivables Company, which is an entity created for the special purpose of
purchasing receivables from the originator and is a consolidated, wholly-owned, bankruptey-remote, direct subsidiary of EFH Corp. TXU Receivables
Company sells undivided interesis in the purchased accounts receivable for cash to entities established for this purpose by the funding entities. [n accordance
with the ameaded transfers and servicing accountsng standard as discussed in Note 1, the trade accounts receivable amounts under the program are reported as
pledged balances, and the refated funding amounts ‘are reported as short-term borrowings. Prior to the January 1. 2010 effective date of the new accounting

standard, the activity was accounted for as a sale of accounts receivable in accordance with previous accounting standards, which resulted in the funding being
recorded as a reduction of accounts receivable.

i

[n June 2010, the accounts receivable securitization program was amended. The amendments, among other things, reduced the maximum funding
amount undey the program to $350 million from $700 miilion. Program funding declined from 3383 million as of December 31, 2009 to $96 million as of
December 31, 2010. Under the terms of the program, available funding was reduced by $38 million of customer deposim held by the originator because

TCEH's credit ratings were lower than Ba3/BB-. The declines in actual and maximum funding amounts reflected exclusion of receivables under contractual
sales agreements.

Al new trade receivables under the program generawed by the originator are continucusly purchased by TXU Receivables Company with the proceeds
from collections of receivables previously purchased. Ongoing changes in the amount of funding under the program, through changes in the amount of
undivided interests sold by TXU Receivables Company, reflect seasonal variations in the level of accounts receivable, changes in collection trends and other
factors such ns changes in sales prices and volumes, TXU Receivables Company has issued a subordinated note payable 1o the originator for the difference
between the face amount of the uncollected accounts receivable purchased, less a discount, and cash paid to the originator that was funded by the sale of the
undivided interests. The subordinated note issued by TXU Receivables Company is subordinated to the undwided interests of the funding entinies in the

purchased recervablés, The balance of the subordinated note payable, which is eliminated in consolidation, totaled 3516 million and $463 million as of
December 31, 2010 and 2009, respectively.

The discount from face amount on the purchase of receivables from the originator principally funds program fees paid to the funding entities The
program fees consist primandy of interest costs on the underdymng financing. Consistent with the change in balance sheet presentation of the funding discussed
sbove, the program fees are currently reported as interest expense and refated charges bul were previousty reported as losses on sale of receivables reported in
SG&A expense. The discount also funds a servicing fee, which is reported as SG&A expense, paid by TXU Receivables Company to EFH Corporate Services
Company (Service Co.). a direct wholly-owned subsidiary of EFH Corp., which provides recordkeeping services and is the collection agent for the program.

4

Program fee amounts were as follows: -

{
3

Year Ended December 31,
. 2018 ° 2009 2008
Program fees $ 10 3 12 $ 25
Program fees as a percentage of average funding (annualized) 3.8% 2.4% 5.22,
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Actwvities of TXU Recgivables Company wers as follows:

Yenr Ended December 31,
2040 2609 2008
Cash coliections on accounts receivable 3 6334 § 6,123 § 6,393

Face amount of new receivables purchased

{6,100} {6,287y (5,418}
Discount from face amount of purchased receivables 12 i4 29
Program fees paid to funding sotities (i (i) {2%)
Servicing fees paid jo Service Co. for recordkesping and collection services 2} oy e
Increase {(decrease) in subordinated notes payable 33 195 (28}
Finuncing/operating cash flows used by {provided 10 originator under the program % 287 % 33 % {53)

Changes in funding wnder the program have proviously been reported as operating cash flows, and the amended accounting rule requires that the
amount of funding under the program as of the January 1, 2010 adoption (3383 ruilion} be seported as a use of operating cash flows and a source of financing
rash flows, All changes in funding subsequent o adoption of the amended standard are reported as financing acuvities,

T'he program, which expires in October 2013, may be terminated upon the occurrence of a number of specitied events, including if the delinguency ratis
{definquent for 31 days) for the sold receivables, the defuult ratio (delinquent for 91 days or deemed uncollectible), the dilution ratio {reductions for discounts,
disputes and other allowances) or the days coliection outstanding ratio exceed stated thresholds, and the funding entities do not waive such event of
wrmination, The thresholds apply to the entire portfolio of sold receivabies, In addition, the program may be terminated if TXU Receivables Company or
Service Co. defaults in any payment with respect to debt in excess of $30,000 in the aggrepate for such entities, or if TCEH, uny affiliate of TCEH acting as
collection agent other than Service Co,, any parent gusrantor of the originstor or the originator shall default in any payment with respect to debt (other than
hedging obligations} in excess of $200 million in the aggregate for such entities. As of Pecember 31, 2010, there were no such events of termination,

Upon termination of the program, liquidity would be reduced us collections of sold recervables would be used by TXU Receivables Company to

repurchase the endivided interests from the funding entines instead of purchasing new receivables. The level of cash flows would normalize in approximately
1610 30 days.

Trade Accounts Receivable

Decomber 31,

2010 {a) 049

Wholesale and retail trade accounts receivable, including %612 in pledged retail receivables as of December 31, 2010
Lindivided interests in retail accounts receivable sold by TXU Receivables Company

31063 $ 1,726

e (383
Allowanee for uncoliectible accounts {64 (83)
Trade accounts receivable — repurted m balance sheet

{a} See Notes | and 3 for discussior of the deconsalidation of Oncor Holdings effective January 1, 2010,
Gross trade accounts receivable as of December 31, 2010 and 2009 included unbilied revenues of $297 million and $346 million, respectively,
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Allowance for Uncollectible Accounts Recelvabie

Year Bnded December 31,

010 2009” 1908
Allowance for uncollectible accounts receivable as of beginning of period s g 3 M $ 32
increase for bad debt expense - 108 13 81
Decrease for account write-offs {125) G BT 3
Charge related to Lehman bankrupicy - — 26
Other ; e {1} e
Allowance for uncullecti?le accounts receivable as of end of period 3 64 8 83 X n

i
Receivables from Unconsolidated Subsidiary

.

Receivables from unconsolidated subsidiary are measured at historical cost and primarily consist of Oncor's obligation under the EFH Corp. pension
and OPEB plans. EFH Corp. reviews Oncor's credit scores to assess the overall collectability of its affiiiated receivables, which totaled $1.463 hillion ag of
December 31, 2010, There were no credit luss allowances as of December 31, 2010. See Note 22 for additional information about related party transactions.
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1. SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-Term Borrowings

As of December 31, 2010, ousstanding short-lerm borrowings totaled $1.221 buttion, which included $1.128 biflion under TCEH credit fucilities at a

weighted average interest rate of 3.80%0, excluding certain customary fees, and $96 miilion under the accounts receivable securitization program discussed in
Note 10,

As of December 31, 2009, we had cutstanding short-term borrowings of $1.369 biltion at 2 weighted average iterest rate of 2.50%, excluding certain
customary fees, at the end of the period. Short-term borrowings under credit facilities totaled 3553 million for TCEH and $616 mithon for Gneor,

Credit Fucilities

Credit (acilities with cash borrowing and/or fetter of credit availability as of December 31, 2010 are presented below. The facilities are all senior
secured facititics of TCEH.

As of Beceraber 31, 2619

Maturity Facility Letters of Cashe
Authorized Borrawers snd Fugility Date Limit Credit Borrowings Availabitiey
TCEH Revolving Credit Faciisty (8) Ciotober 2013 3 2,700 $ - B 1,128 % 1,440
TCEH Lotier of Credit Facility {b) Octobar 2014 1,250 e 1,230 —
Subtotal TCEH 3 39350 % % 2375 % 1,340
TCEH Commadity Colluteral Posting Facility (0} Decemnber 2012 Unlimited & — J— Unlimited

(a)  Faciity used for letters of credit and borroswings for generat corporate purposes. Bortowings are classified as short-term borrowings. Availability
amount includes $94 mithon of commitments from Lehman that are only available {rom the fronting banks and the swingline lender and cxcludes 5135
milion of requested cash draws that have not been funded by Lehman. All cutsianding borrowings under this fasility as of December 31, 2010 bear
interest a1 LIBOR plus 3.5%, and a commitment fee is payable quarterly in arrears at a rate per annum equal to 0.50% of the average daily unused
portion of the facility.

(b} Facility used for issuing letizes of credit for general corporate purposes, including, but not limited to, providing Coliateral support under hedging
arrangements and other commodity transactions that are not eligible for funding under the TCEH Commodity Collateral Posting Facility. The
horrowings under this facility were drawn at the inception of the facility, are classified as long-term debe, and except for $115 million related to 4 letter
of credit drawn in June 2009, have been retained as restricted cash, Lewters of credit totaling $874 million issuzd as of December 31, 2010 are supported
by the restricted cash, and the remaining letter of vredit avaitability totals 8261 miltion

(¢} Revolvipg facility used to fund cash collaeral posting requirements for specificd volumes of natural gas hedges totaling approximately 330 million
MMBtu s of December 31, 2010, As of December 31, 2010, thers were no borrowings under this faciltity, See "TCEH Senior Secured Facilities® below
for additional information.
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Long-Term Bebt
As of December 31, 2010 and December 31, 2009, long-term debt consisted of the following:

TCEH
Poliution Control Revenue Bonds,
Brazos River Authority:
5.400% Fixed Series 19944 due May 1, 2029
7.700% Fixed Series 1999A due April 1, 2033
6.7530% Fixed Series 19998 due September 1, 2034, remarketing date April 1, 2013 ()
7.700% Fixed Series 1999C due March 1, 2032
8.250% Fixed Series 2001 A due October 1, 2030
5.750% Fixed Series 2001C due May 1, 2036, remarketing date November 1, 2011 (a)
8.230% Fixed Senes 2001D-1 due May 1, 2033
0 320% Floating Series 2001D-2 due May {, 2033 (b}
0.310% Floating Taxuble Series 20011 due December 1, 2036 (¢)
0.320% Floating Series 20024 due May 1, 2037 (b)
6 750% Fired Series 2003A due April 1, 2038, rerarketing date April 1, 2013 (8)
6.300% Fixed Series 20038 due July 1,2032
6.750% Fixed Series 2003C due October 1, 2038
5 400% Fived Series 2003D due October 1, 2029, remarketing date October 1, 2014 {(a)
5.000% Fixed Series 2006 due March 1, 2041
Sabine River Authority of Texas: '
6.450% Fixed Series 2000A due June 1, 2021
5.500% Fixed Series 2001 A due May 1, 2022, remarheting date November 1, 2011 {a)
5.750% Fixed Series 2001B due May 1, 2030, remarketing date November §, 2011 (a)
5.200% Fixed Series 2001C due May 1, 2028
5.800% Fixed Senes 2003A due July 1, 2022
6.150% Fixed Series 20038 due August 1, 2022
Trinity River Authority of Texas:
6.250% Fixed Series 2000A due May 1, 2028 -
Unarmortized fair value discount related to pollution control revenue bonds (d)
Senior Secured Facilities:
3.764% TCEH Initial Term Loan Facdity maturing October 10, 2014 (eX(Hig)
3 764% TCEH Delayed Draw Term Loan Facility maturing Uctober 10, 2014 (e)(f)
3.761% TCEH Letter of Credit Facility maturing October 10, 2014 (D
0.250% TCEH Commodity Collateral Posting Facility maturing December 31, 2012 ()
Other:
10.25% Fixed Senior Notes due November |, 2015 (1)
10.25% Fixed Scaior Notes due November 1, 2015, Series B (i)
10.50 / 11.25% Senior Toggle Motes due November 1, 2016
15.00% Senior Secured Second Lien Notes due April 1, 2021
15.00% Senio? Secured Second Lien Notes due April 1. 2021, Series B
7.000% Fixed Senior Notes due March 15, 2013 ’
7 460% Fived Secured Facility Bords with amortizing payments through January 2015
Capital lease obligations
Other
Unamortized fair value discount (4)
Total 'CEH
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December 31, December 31,
2019 2009
% 39 % 35
il {1
16 H
50 50
71 71
217 217
171 171
97 97
62 62
45 45
44 44
39 .~ 3
52 52
31 3
100 160
51 5
91 I
197 107
70 70
12 {2
45 45
14 14
{13 (147)
15,895 16,079
4,034 4,075
1.250 1.250
. {873 254
1.292 1.913
1,406 1,952
336 —_—
1,235 e
3 5
42 55
76 153
a3 —
() [oA]
b} 28848 % 19810 N
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Becomber 31, December 31,
2010 2009
EFCH
0.580% Fixed Notes due in semianaual installments through December 4, 2019 $ 46 $ 51
8.254% Fixed Notes due in quarterly instaliments through December 31, 2021 44 30
i U725 Floating Rate Junior Subordinated Debentures, Seres D due January 30, 203746 i 1
8.175% Fixed Junior Subordinated Debentures, Series B duc January 34, 2037 8 %
Unumortized fair value discount (&) {103 (1)
Total EFCH , 91 G99
EXE Corp, {parent antity)
10.873% Fixed Senior Notes due November 1, 2017 () 359 1,831
11.25 7/ 12.00% Senror Toggle Notes due November 1, 2017 (§) 571 2,797
9.75% Fixed Senior Securcd Notes due Cerober 15, 2019 BS 115
10.060% Fixed Senior Secured Notes dug January 135, 2020 1,061 —
3.550%% Fixed Senior Notes Serias P due November 15, 2014 (k) 434 983
&.500% Fixed Senior Notes Serigs Q due November 15, 2024 (k) 740 740
6 550% Fixed Senior Nodes Series R due November 15, 2034 (k) 744 744
8.820% Buwiding Financing due semiannually through February 11, 2022 (i 68 75
Uinamortized fair velue premiam related to Building Finaneing (h 15 17
Capital lease obligations 4 —
Unamortized fair value discount (d) {476} (55%)
Total EFH Comp. 3.633 6,703
EFIH
9.75% Fixed Senior Secured Notes due October 15, 2019 141 141
10.000% Fixed Seunior Secured Notes due Devember {, 2020 2.180 —
Total EFIH 2,321 141
Qoear{miin)
6.375%% Fixed Senior Motes due May 1, 2012 i 700
£.950% Fixed Senior Notes due September 1, 2013 — 630
6.375% Fixed Senior Notes due January 15,2015 - 500
6.800% Fixed Sentor Notes due September 1, 201§ - 550
7.000% Fixed Debentures due September §, 2022 - 800
7.000% Fixed Senior Notes due May 1,2032 — 500
7.230% Fixed Semior Notes due January 15,2033 — 330
7.5130% Fixed Senior Notes due September 1, 2038 -~ 300
Hnamortized discount (15
Total Oncor 4,335
Oncer Electric Delivery Transition Bond Company LLC {n) {0}
4.030% Fixed Series 2003 Bonds duc {n semiasnnusl installments through February 13, 2010 - 13
4 950% Fixed Series 2003 Bonds due in semiannual installments through February 15,2013 130
5 420% Fixed Series 2003 Bonds due in semiannual instaliments through August 15, 2013 145
4.810% Fixed Series 2004 Bonds due in semiannual istaliments through November 15, 2012 . 197
3.290% Fined Series 2004 Bonds dug in semiannual instaliments through May 18, 2016 200
Total Oacor Electric Delivery Transition Bond Company LLC 775
Unamortized fair valuz discount related to transition bonds (4) t8)
Total Oncor consolidated - 5104
Total EFH Corp. consolidated 34,505 41,857
f.ess amount due currently (663} 417
Total long-term deht % 34226 $ 41440
{a}  These series are in the muftiannual interest rate mode and are subject to mandatory tender prior to maturity on the mundatory remarketing date. On such
date, the interest rate and mterest ratg period will be reset for the bonds.
(b} lButersst rates in offect as of Decomber 31, 2010, These series are io a daily inferest rate mode and are classified as long-term as they are supported by
long-term irrevocable tetters of credit,
(¢ interest raie in effect as of Decemnber 31, 2010, This series is in a weekly interest rate raode and i3 clagsified as jong-term as it is supporied by long-term
irrevneable letters of cedit,
{d}  Amount represents unamortized {air value adjustments recorded under purchase accounting
{(g)  Imterest rate swapped to fived on $15.80 Wiilion principal amount.
(N Interest rates i offect as of Decomber 31, 2010,
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(g) 2010 amount excludes 520 million that is held by EFH Corp. and eliminated in consolidation,

(h}  iInterest rate in effect as of December 31, 2010, excluding a quarterly maintenance fee of 311 million. See "Credit Facilities” above for more
information

(i) 2010 amounts exclude $173 million and $150 miltion of the TCEH Senior Notes and TCEH Senior Notes, Series B, respectively, that are held either by
EFH Corp. or EFIH and eliminated in consolidation,

() 2010 amounts exclude 31,428 billion and 52.296 biltion of EFH Corp. 10.875% Notes and EFH Corp. Toggle Notes, respectively, that are held by
EFIH and climinated in consolidation.

(k}  Amounts exclude $9 mullion, $6 million and $3 million of the Series P, Series @ and Series R notes, respectively, that are held by EFIH and eliminated
in consolidation, “
(I}  This financing is secured and will be serviced with cash drawn by the beneficiary of a letter of credit.
{m) Secured with frst priority len.
{n)  See Notes | and 3 for discussion of the deconsolidation of Oncor Holdings effective as of January 1, 2010,
" {0} These bonds are nonrecourse to Oncor and were 1ssued (o securitize a regulatory asset.

Debr-Related Activity in 2010 — Repayments of long-term debt in 2010 totaling 8309 million included $205 million of prihcigal payments at
scheduled maturity dates as well as other repayments totaling $104 million principally related to capitalized lenses. See "2010 Debt Exchanges, Repurchases

and Issuances” below for discussion’of $6.904 billion principal amount of debt acquired in debt exchanges and repurchases compieted in the year ended
December 31, 2010,

During 2010, EFH Corp. issued, through the payment-in-kind (PIK) election, $194 million principal amount of us 11.25%/12.00% Senior loggle Notes
due November 2017 (EFH Corp. Toggle Notes), and TCEH issued, through the PIX election, $205 million principal amount of its 10.50%/11.25% Senier
Toggle Notes due November 2016 (TCEH Toggle Notes), in each case, in licu of making cash interest payments

2010 Debt Exchanges, Repurchases and {esuances — Debt exchanges and repurchases completed in 2010 resulted in acquisitions of $6.504 biltion
aggregate principal amount of owtstanding EFH Corp. and TCEH debt with due dates largely 2017 or carlier in exchange for $3.962 biltion spgregate
principal amount of new debt and $1.042 billion in cash. The new debt issued in exchange transactions consisted of $2.180 bitlion aggregate principel amount
of EFIH 10% Notes due 2020, 8561 million aggregate principal amount of EFH Corp 10% Notes due 2020, $336 million aggregate principal amount of
TCEH 15% Senior Secured Second Lien Notes due 2021 and $885 million aggregate principal amount of TCEH 15% Senior Secured Second Lien Notes due
2021 (Series B). EFH Corp. also issued $500 millivn principal amount of EFH Corp. 10% Notes due 2020 for cask, and TCEH issued $350 million principal
amount of TCEH 3% Senior Secured Second Lien Notes (Series B) due 2021 for cash. A discussion of these transactions and descriptions of the EFIH 10%
Notes, EFH Corp. 10% Notes and TCEH 15% Senior Secured Second Lien Notes are presented below,

v

Transactions completed in the year ended December 31, 2010 were as follows:

. {n November, TCEH and TCEH Finance issued $885 milflion aggregate principal amount of TCEH 15% Senior Secured Second Lien Notes

(Series B) due 2021 in exchange for $850 million aggregate principal amount of TCEH 10.25% Notes and $420 miflion sggregate princips!
amoust of TCEH Toggle Notes.

. {n October, TCEH and TCEH Finance issued $338 million aggregate principal amount of TCEH 15% Senior Secured Second Lien Notes due
’ 2021 in exchange for $423 million aggregate principal amount of TCEH 18.25% Notes (plus accrued interest paid in cash) and $55 miflion
aggregate principal amount of TCEH Toggle Notes {together, the TCEH Senior Notes), ’

. in Octeber, TCEH and TCEH Finance issucd $350 million aggregate principal amount of TCEII 15% Senior Secured Second Lien Notes (Series
B) due 2021, and used the $343 million of net proceeds to repurchase $240 million principal amount of TCEH 10.25% Notes (including S14
miltion from EFH Corp ) and 3283 million principal amount of TCEH Toggle Notes {including $83 million from EFH Corp.) and paid accrued
interest from cash on hand. TCEH pard $53 million of the net proceeds for the TCEH notes held by EFH Corp., which were retired.
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. i a public {registered with the SEC) debt exchange transaction in August, EFIH and EFIH Finance (together, the Issuers) issued $2.180 bitlion
aggregale principal amount of EFTH 10% Notes due 2020 and paid $300 million in cash, plus accrued imerest, i exchange for $2.166 billion

aggrezate principal amount of EFH Corp. Toggle Notes and 31.428 billien aggregate principat amount of EFH Corp. 10.875% Notes (together,
the EFH Carp. Senior Notes}.

. Between April and July, EFH Corp. issued $527 muition principal amount of EFH Corp. 10% Notes due 2020 in exchange for $5492 mithion
principal amount of EFH Corp. 5.53% Series P Senior Notes (EFH Corp. 5.55% Motes), $110 mithon principal amount of EFH Corp. Toggle
Notes, 325 miltion principal amount of EFH Corp, 10.875%% Notes, $13 million pnincipal amount of TCEH 10.25% Notes and 317 million
principal amoust of TCEH Toggle Motes.

In March. EFH Corp, issued $34 million principal amount of EFH Corp 10% Notes due 2020 in exchange for $20 miliion principal amount of
EFH Corp. Toggle Notes and 327 million principal amount of TCEH Toggle Notes,

. in January, EFH Corp. issued $300 million aggregate principat amount of EFH Corp. 10% Notes due 2020, with the proceeds intended to be used
for general corporate purposes including debt exchanges and repurchases.

" in addition, from time to time in 2010, EFH Corp. repurchased $124 million principal amount of EFH Corp, Toggle Notes. $1% million principal
amount of EFH Corp. 10.875% Notes, $181 million principal amount of TCEH 10 25% Notes, 332 million principal amount of TCEH Toggle

Notes and $20 million principal amount of initial term loans under the TCEH Senior Secured Facilities for $252 willion in cash plus acerued
interest,

-

These transactions resulted in debt extinguishment gains totaling $1.814 billion (reported as other income).

{n connection with the debt exchange transactions, EFH Corp. received the requisite consents from holders of the EFH Corp. Senior Netes and EFH
Corp. 5.55% Notes applicable (o certain amendments to the respective indentures governing such notes. These amendments, among other things, ¢liminated

substantially all of the resirictive covenants, chminated vertain events of default, modified covenants regarding mergers and consolidations and modified or
gliminated centain other provisions in such indentures.

The EFH Corp. notes acquired by FFIH and the majorny of the TCEH notes and initial term loans under the TCEH Senior Secured Facilities acquired

by EFH Corp. are held as investments by EFIH and EFH Corp., and are eliminated in consolidation. All other securities acquired in the above transactions
have been cancelled,

Debt-Retated Activity in 2009 — Repaymenis of long-term debt in 2009 totwling $396 million represented principal payments at scheduled maturity
dates as well as other repayments totaling $50 million, principally related to capitalized leases. Payments at scheduled amortization or maturity dates included
3165 mullion repuid under the TCEH lnktial Term Loan Faciity, $104 million of Oncor transition bond principal payments, 365 million repaid under a 'CEH
promissory note, 39 mitlion repaid under the TCEH Delayed Draw Term Loan Facility and $3 milfion of EFH Corp. senicr notes.

inerenses in long-term debt during 2009 totaling $522 million consisted of increased borrowings under the TCEH Delayed Draw Term Loan Facility,
which was fully drawn as of July 2009. to fund expenditures refated to construction of new generation fucilities and environmental upgrades of existing
lignite/coal-fueled generation facilities. In addition, long-term debt increased as a result of EFH Corp. increasing, through the PIK election, the principal

amount of its EFH Corp. Toggle Notes by $309 miltion, and TCEH increasing, through the PIK election, the principal amount of its TCEH Toggle Notes by
$202 muilion, in each case, in lieu of making cash interest payments.
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2009 Debt Exchanges — [n November 2009, EFH Corp., EFIH and EFIH Finance completed dedt exchange transactions, which resulted in the issuance
of 3113 million principal amount of 9.75% Senior Secured Nutes due 2019 by EFH Corp. (the EFH Corp. 9.75% Notes) and $141 million principal amount of
9.75% Senior Secured Notes due 2019 by EFIH and EFIH Finance (the EFIH 9.75% Notes) (both discussed further below) in exchange for $169 million
principal amount of EFH Corp. 10.875% Notes, $12 million principal amount of EFH Corp. Toggle Notes, $143 million principal amount of TCEH 10.25%

Notes, $17 million of EFH Corp. 5.35%s Series P Senior Notes, 510 million of EFH Corp, 6.50% Series Q Senior Notes and $6 multion principal amount of
EFH Corp. 6.55% Series R Senior Notes,

Maturities — Long-term debt maturities 2 of December 31, 2010 are as follows:

Year

2611 3 651
202 237
2013 296
2014 21,046
2015 3,187
Thereafler (a) 10,003
Unamortized fair value premiom 15
Unamortized fair value discount (b) - {820)
Capital lease obligations 80

Total

3 34,895

{8} Long-term debt maturities for EFH Corp. (parent entity) total $7.766 bitlion, including 33.742 billion held by EFIH that is nut
inciuded above.

(b}  Unamortized fair value discount for EFH Corp. {parent entity) totals $(476) mitlion.

YCEH Senior Secured Facifities — The applicable rate on bormwinés under the TCEH Initial Term Loan Faeility. the TCEH Delayed Draw Term
f.oan Facbity, the TCEH Revolving Credit Facility and the TCEH Leter of Credit Facility as of December 31, 2010 is provided in the long-term debt table
and in the discussion of short-term borrowings above and reflects LIBOR-based borrowings. These borrowings totaled $22.304 billion as of December 31,
2010, excluding $20 million held by EFH Corp. as a result of debt repurchases.

in August 2009, the TCEH Senior Secured Facilities were amended to'reduce the exi%ting first tien capacity under the TCEH Senior Secured Facilities

by $1.25 billion in exchange for the abiluty for TCEH to issue up to an additional 34 billion of secured notes or loans ranking junior 1o TCEH's first lien
obligations, provided that:

. such notes or loans matuwree later than the tatest maturity date of any of the initial term foans under the TCEH Senior Secured Facilities, and

-

any net cash proceeds from any such issuances are used (1) in exchange for, or to refinance, repay, retire, refund or replace ndebtedness of TCEH
or {ii) to acquire. directly or indirectly, all or substantially alf of the property and assets or business of another person or to finance the purchase

price, cost of design. acquisition, construction, repair, restoration, replacement, expansion, installation or improvement of certain fixed or capita
assels.
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In addition, the amended Facilities permit TCEH to, among other things:

. issue new secured notes or loans, which may include. in each case, debt secured on & pari passu basis with the ubligations usder the TCEH Senior

Secured Facilities, so long as. in each case. among other things, the net cash proceeds {from any such issuance are used to prepay certain loans
under the TCEH Senior Sceured Facilivies at par;

N upon making an offer to all lenders within & particular series, agree with lenders of that series 1o extend the maturity of their term loans or 2xtend
or refinance their revoiving credit commitments under the TCEH Senior Secured Facilibes, and pay mereased interest rates or otherwise modify
the terms of their loans or revolving commutments in connection with sueh an extension, and

. exclude from the financial mamtenance covenunt under the TCEH Senior Secured Facilitics any new debt issued that ranks junior io TCEILs first
tien obligations under the TCEH Senior Secured Facilities.

Under the terms of the TCEH Senior Secured Facilities, the commitments of the lenders to make loans to TCEH are several and not joint, Accordingly,
if uny lender f2ils to make loans to TCEH, TCEH's available liquidity could be reduced by an ameunt up to the aggregaie smount of such lender's
comunitments under the TCEH Senior Secured Facilities,

The TCEH Senior Secured Facilities are unconditionally guaranteed jointly and severally on a senior sceured basis by EFCH. and subject to certain
exceptions, each existing and foture direet or indirect wholly-owned US restricted subsidiary of TCEH. The TCEH Sensor Secured Facilities, inchading the
guarantees thereof, certain commodity hedging transactions and the interest rate swaps described under “TCEH Interest Rute Swap Transactions” below are
secured by (a) substantially ail of the current and futnre nssets of TCEH and TCEH's subsidiaries who are guarantors of such facilities and (b) pledges of the
capital stock of TCEH and certain current and future direct or indwrect subsidiaries of TCEH.

The TCEH Imtial Term Loan Facility s required to be repaid in equal guanierly installments in an aggregate annual amount equal to 1% of the original
principal amount of such facility (341 million quarnterly), with the balance payable in October 2014, The TCEH Delayed Draw Term Loan Facility is required
1o be repaid in equal quarterly instaliments in an aggregate annual amonnt equal to 1% of the actual principal outstanding under such facility as of December
2009 (510 mitlion quarterly}, with the balance payable in Uctober 2014, Amounts borrowed under the TCEH Revolving Facility may be reborrowed from

time to time until October 2013, The TCEH Letter of Credit Faciltty and TCEH Commodity Collateral Posting Facility will mature m Qotober 2014 and
December 2012, respectively.

The TCEH Senior Secured Facilities contamn customary negative covenants that, among other things, restrict, subject to centain exceptions, TCEH and
its restricted subsidiaries’ sbility 1o

. incur additonal debt;

. create additional liens;

. znier into mergers and consolidations;

. sell or otherwise dispose of assets;

. make dividends, redemptions or other distributions in respeet of capital stock;

. make acquisitions, investments, loans and advances, and

. pay or modify certain subordinated and other material deht

In addition, the TCEH Senior Secured Facilities contain a maintenance covenant that prohibnts TCEH and its restricted subsidiaries from excesding a
maximum consoldated secured leverage ratio and to observe certain customary reporting requirements and other affirmative covenants,

The TCEH Senior Secured Fucilities contain certain customary events of default for senior leveraged acyuisition financings, the occurrence of which
would allow the fendes to accelerate all outstanding loans and terminate their commitments.
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TCEH 15% Senior Secured Second Lien Notes — The TCEH 15% Senior Secured Second Lien Notes and the TCEH 3% Senior Secured Second
Lier Notes (Series B) (collectively, the TCEH Semor Secured Second {.ien Notes) mature in April 2021, with interest payable in cash quarterly in arrears on
January §, April 1, July 1 and October 1. beginning January 1. 2011, at a fixed rate of 15% per annum. The notes are unconditionaily guaranteed on a joint
and several basis by EFCH and, subject to certain exceptions, each subsidiary of TCEH (collectively, the Guarantors). The notes are secured, on a second-
priority basis, by security mterests in all of the assets of TCEH, and the guarantees {other than the guarantee of EFCH) are secured on a second-priority basis
by ail of the assets and equity interests of all of the Guarantors other than EFCH (collectively, the Subsidiary Guorantors), in cach case, to the extent such
assets and security interests secure obligations under the TCEH Senior Secured Credit Facilities on a first-priority basis (the TCEH Collateral), subject to
certain exceptions (including the elimination of the pledge of cquity interests of any subsidiary Guarantor to the extent that separate {inancial staterents

would be required to be filed with the SEC for such subsidiary Guarantor under Rule 3-16 of Regulation 5-X) and permitied liens. The guarantee from EFCH
is not secured.

As of December 31, 2010, there were $1.571 billion total principal amount of TCEH Senior Secured Second Lien Notes. The TCEH Senior Securcd
Second Lien Notes are a senior obligation and rank equally in right of payment with all senior indebtedness of TCEH, are senior in right of payment to ail
existing or future unsecured debt of TCEH to the extent of the value of the TCEH Collateral (after taking into account any first-priority liens on the TCEH
Coliateral) and are senior in right of payment to any future subordinated debt of TCEIL These notes are effectively subordinated to TCEH's obligations under
the TCEH Senior Secured Credit Facilities and TCEH's commodity and interest rate hedges that are secured by a first-prionty lien on the TCEH Collateral
and any Riture obligations subject to first-priority liens on the TCEH Coliateral, to the exient of the value of the TCEH Collateral, and to all secured
ohligations of TCEH that are secured by assets other than the TCEH Collateral, to the extent of the value of the assets securing such obligations.

The guarantees of the TCEH Senior Secured Second Lien Notes by the Subsidiary Guarantors are effectively senior 1o any unsecured debt of the
Subsidiary Guarantors (o the extent of the value of the TCEH Collateral {after taking into account any first-priority liens on the TCEH Collateraf). These
guaraniees are effectively subordinated to all debt of the Subsidiary Guarantors secured by the TCEH Collateral on a first-priority basis or that is secured by
assets that are not part of the TCEH Collateral, to the extent of the value of the collateral securing that debt, EFCH's gusrantee ranks equally with its

unsecured debt (including debt it guarantees on an unsecured basis) and is effectively subordinated to any of its secured debt to the extent of the value of the
collateral securing thar debt.

The indenture for the TCEH Senior Secured Second Lien Notes contains a number of covenants that, among other things, restrict, subject to certain
exceptions, TCEH's and its restricted subsidiaries' ability to

. make restricted payments, including certain investments,

i

. ineur debt and isvue preferred stock;

N create liens;

. enter into mergers or conselidations:

. sell or otherwise dispose of certain assets, and

. engage in certain transactions with affiliates.

The indenture also contains customary events of default, including, among others, failure 10'pay principal or interest on the notes when due. In general,

all of the series of TCCH Senior Secured Second Lien Notes vote together as a single class. As a result, if certamn events of default occur under the indenture,

the trustee or the holders of at least 30%0 of agyregate principal amount of all outstanding TCEH Senior Secured Sccond Lien Notes may declare the principal
amount on all such notes to be due and payable immediately.
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Uit October 1, 2013, TCEH may redeem, with the net cash proceeds of certain equity offerings, up to 35% of the aggregate principal amount of cach
series of the TCEH Senior Secured Second Lien Notes from time to tme at a redemption price of 115.00% of the aggregate principal amount of the notes
heing redeamed, plus accrued interest, TCEH may redeem cach senes of the notes at any time prior to October 1, 2018 at a price equal to 100% of their
orincipal amount, plus uccrued interest and the applicable premium as defined in the indenture. TCEH may also redeem each series of the notes, in whele or in
part, at any time on or afier October 1, 2013, at specified redemption prices, plus accrued intercst. Upon the occurrence of a change of control (as described in
the indenture), TCEH must offer to repurchase cach series of the rotes st 101% of their principal amount, plus accrued interest.

The TCEH Senjor Secured Second Lien Motes were issued in private placements and have not been registered under the Secuntics Act. TCEH has
agreed to use its commercially reasonable efforts (o register with the SEC notes haviog substantially identical terms as the TCLH Senior Secared Second Lien
Notes {except for provisions relating to transfer restrictions and payment of additional interest) as part of an offer to exchange freely tradable exchange notes
for the TCEH Senior Secured Second Lien Motes unless such notes meet certain transferability conditions (as described in the related registration rights
agresment), If the registration staterment has not been filed and declared effective within 365 days afier the original 1ssue date (a Registration Defauit), the
anrtual interest rate on the nutes will increase by 25 basis points for the first 90-day period during which a Registration Default continues, and theresfler the

annual interest rate on the notes will increase by 30 basis points for the remaining period duning which the Registration Default continues. 1{ the Registration
Diefault s cured, the interest rate on the notes will revert to the original level.

TCOEH Senior Notes  The TCEH 10.25% Notes mature in November 2015, with interest payable in cash semi-annually in arrenrs on May | and
November } at a fixed rate of 10.25% per annum. The TCEH Toggle Notes mature in November 2016, with interest payable semi-annually in arrears on
May t and Movember | at g fixed rate of 15.50% per annum for cash interest and at a fixed rate of 11.25% per annum for PIK Interest. For any interest perfod
until November 2012, TCEH may elect o pay terest on the notes (i) entirely in cash; (i) by increasing the principal amount of the notes or by 1ssuing new
TCEH Toggle Notes {PIK Interest); or {iii) 50% in cash and 50% in PIK Interest, Once TCEH makes a PIK election, the election is valid for each succeeding
interest payment period uniit TCEH revokes the election.

The TCEH 10.25% and Toggle Notes (collectively, the TCEH Serior Notes) had a tota) principal amount as of December 31, 2010 0 $4.570 illion
{excluding $323 miltion principal amount held by EFH Corp. and EFIH) and are fully and unconditionally gunranteed on a joint and several unsecured basis

by TCEH's divect parent, EFCH {which owns 100% of TCEH and its subsidiary guarantors), and by each subsidiary that guaranices the TCEH Senior Secured
Facilities.

TCEH may redeem the TCEN 10.25% Notes and TCEH Toggle Notes at any time prior ks November 1, 2011 and 2012, respectively, at s price equal 1o
100% of their principatl amount, plus accrued and unpaid interest and the applicable premium as defined in the indenwre. TCEH smay redeem the TCEH
10.25% Naotes and TCEH Toggle Notes, in whole or 1n part, at any tiree on or afier Novembsr §, 2011 and 2012, respectively, at specified redemption prices,
plus accrued and unpmd interest, 1f any Upon the occurrence of a change of control of EFCH or TCEH, TCEH must offer to repurchase the TCEH Senior
Nuotes at 1019 of their prineipal amours, plus acorued and unpaid interest, if any,

The indenture for the TCEH Senior Notes contains a number of covenants that, among other things, restact, subject to certain exceptions, TCEH's and
its restricted subsidiaries’ ability to:

. make restricted payments;

. incur debt and issue preferred stock:
. create liens;
. enter into mergers or consolidations;

. selt or otherwise dispose of certain assets, and

. engage in certain transactions with affiliaws.

The indenture also contains customary events of default, including, among others, failure to pay principal or interest on the notes when due. 1 certain
events of default occur and are continuing under the indenture, the trustee or the holders of at feast 30% in principal amount of the notes may declare the
prineipal amount on the notes to be due and payable immediately.
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EFH Corp. 16% Notes — The EFH Corp  10% Notes mature in January 2020, with interest payable in cash semi-annually m arrears on January 15 and
July 15 at 2 fixed rate of 10% per annum. The notes are fully and unconditionally guaranteed on a joint and several basis by EFCH and EFIH. The guarantee
from EFHH is secured by EFIH's pledge of 100% of the membership interests and other investments it owns in Oncor Holdings (such membership interests
and other investments, the EFIH Collateral). The guaraniee from EFCH is not secured. EFIH's guarantee of the EFH Curp. 10% Notes is secured by the EFIH
Coltateral on an equaf and ratable basis with the EF!H Notes and EFTH's goarantee of the EFH Carp. 9.75% Notes.

As of December 31, 2010, there wers 31 06! biltion total principal amount of EFH Corp 10% Notes. The EFH Corp, 10% Notes are a senior obligation
and rank equally in right of payment with all senior mdebtedness of EFH Corp. and are senior in right of payment to any future subordinated indebtedness of
EFH Corp. These notes are effectively subordinated 10 any ndebtedness of EFH Corp. secured by assets of EFH Corp. to the extent of the value of the assets
securing such indebtedness and structurally subordinated (o ail indebtedness and other liabilities of EFH Corp.’s non-gusrantor subsidiaries,

The guarantees of the EFH Corp, 10% Notes are the general senjor obligations of each guarantor and rank equally in right of payment with all existing
and future senior indebtedness of each guarantor. The guaranice from EFTH is effectively senior to all unsecured indebtedness of EFIH to the extent of the
value of the EFIH Collateral. The guarantees are effectively subordinated to all secured indebtedness of each guarantor secured by assets other than the EFIH
Coliateral to the extent of the value of the assets securing such indebtedness and are structurally subordinated 1o any existing and future indebtedness and
{iabitities of EFH Corp.'s subsidiarizs that are nnt guarantors.

The indenture for the EFH Corp. 10% Notes contains a number of coveniants that, among other mm;.,s. restict, subject to certain exceptions, EFH
Corp.'s and its restricted subsidiaries’ ability to:

. make restricted payments;

. incur debt and issue preferred stock;
. create Hens:
B enter inlo mergers or consolidations;

»  sell or otherwise dispose of certain assets, and

. engage in certain transactions with affiliates.

These notes and indenture also contain customary events of default, including, among others, failure to pay principal or interest on the notes when due.
IF certain events of default ocour and are continuing under thése notes and the indenture, the trustee or the holders of at least 30% m prmczpa! amount
outstanding of the notes may declare the principal amount of the notes to be due and payable immediately.

Until January 15, 2613, EFH Corp. may redeem, with the net cash procesds of certain cquity offérings. up to 35% of the aggregate principal amount of
the EFH Corp. 10% Notes from time to time at & redemption price of 110.000% of the aggregate prmcspai amount of the notes being redeemed, plus accrued
and unpaid interest. EFH Corp. may redeem the notes at any time prior 1o January 15, 2015 at a price equal to 100% of their principal amount. plus accrued
and unpaid interest and the applicable premium as defined in the indenture. EFI Corp. may also redeem the notes, in whole or in part, at any time on or after
January 13, 20135, at specified redemption prices, plus accrued and unpaid interest. Upon the occurrence of a change of control {as described in the indenture),
EFH Corp. must offer 1o repurchase the notes at 101% of their principal amount, plus accrued and unpaid interest,
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