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Preliminary Thoughts on Potential Sale of Delivery Business

Balance Sheet: Table 1 is lifted from our November 18, 2005 TXU report. The table lists the capital structures as of September
30, 2005 of Energy (column 1), Delivery (column 2), the combined Energy and Delivery (column 3), inter-company eliminations
and the effect of write-downs in Europe and Australia (column 4). Asset write-downs create a huge double leverage component
to earnings. In 2004, for example, the combined energy and delivery businesses earned a return on common of 12.3%, while the
consolidated return on common was 198.8%. Delivery alone (our June 8t 2005 report) earned an 8% return on common equity
(Table 4).

The break down of the asset base is particularly relevant if speculation over the spin off and possible sale of a 49% interest in the
delivery business becomes reality. We haven't seen the detailed year-end balance sheets for TXU separate businesses. So
consider these comments as back of the envelope.

Table 1
Comparative Capitalization and Book Values
September 30, 2005

Column

(1)

(2)

(3)

(4)

(5)

Capitalization (9/30/05)

Energy
$-millions

Delivery
$-millions

Energy &
Delivery
$-millions

Other &
Eliminations
$-millions

Consolidated
$-millions

Total Debt
Preferred & Preference
Common Equity

3,792
0
4,083

4,369
0
3,020

8,161
0
7,103

5,234
0
(6,279)

13,395
0
824

Total

7,875

7,389

15,264

(1,045)

14,219

Capital Structure % Total
Total Debt

Preferred & Preference
Common Equity

48.2
0.0
51.8

59.1
0.0
40.9

53.5
0.0
46.5

(500.9)
0.0
600.9

94.2
0.0
5.8

Total

100.0

100.0

100.0

100.0

Shares millions
Book Value

488
8.37

488
6.19

488
14.56

488
(12.87)

Delivery business as of September 30, 2005 had a book of $3,020 million, or a book of $6.19 a share based on 488 million
shares outstanding (actual year-end shares were 485 million). The speculation is that the purchase could approximate $5 billion
or more. Lets assume the spin off occurs and (General Electric and/or Australia’ s Macquarie) buys a 49% interest for $5 billion
(230% premium over half the book).
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The initial impact of divestiture has consolidated common equity turning a negative $4.50 a share ($2,196 million).

Table 2
TXU Consolidated
Excluding Delivery
As of September 30, 2005

Column

()

(2)

(3)

(4)

(5)

Pro forma (9/30/05)
Capitalization

Energy
$-millions

Other &
Eliminations
$-millions

Consolidated
$-millions

Adjustments
Sale
$-millions

Pro Forma
$-millions

Total Debt
Preferred & Preference
Common Equity

3,792
0
4,083

5,234
0
(6,279)

9,026
0
(2,196)

(5,000)

9,026
0
(7,196)

Total

Capital Structure % Total
Total Debt

Preferred & Preference
Common Equity

Total

Shares millions

Book Value

7,875 (1,045) 6,830 1,830
132.2
0.0
(32.2)
100.0
488

(4.50)

493.2
0.0
(393.2)
100.0
392
(18.36)

48.2
0.0
51.8
100.0
488
8.37

(500.9)
0.0
600.9
100.0
488
(12.87)

If we assume 49% of delivery is sold for $5 billion and TXU management opts to buy back common stock, shares outstanding
decline by 96 million ($5.0 billion divided by $52 a share) and consolidated book declines to a negative $18.36 a share.

Earnings: Operating guidance mid-point is $5.63 a share for 2006, up from $3.33 a share in 2005 and $5.75 a share for 2007.
Our theoretical transaction would have TXU Energy earnings (assuming delivery profits remain in the $280 million area) declining
in half to $140 million. Our assumptions have earnings accretion work out to 18%.

Table 3
Earnings Accretion

2006

5.63
488
2,747
140
2,607
(96)
392
6.65
18%

Earnings

Pre Sale Shares

Earnings $millions

Loss of Delivery Profits
Adjusted Earnings

Share back @$52 a share
Pro Forma Shares

Pro Forma Earnings

% Accretion
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Table 4
Return on Year-end Book Value
(12/31/04)

Column (1) 2 3) 4) (5)
Energy & Other &

Capitalization (12/31/04) Energy Delivery Delivery Consolidated  Eliminations

Notes 210 210 210 0

Long Term Debt Current 31 182 213 229 16

Long term debt 3,226 4,199 7,425 12,412

Commodity Contracts Net (23) (23) (23)

Total Debt 3,444 4,381 7,825 12,828

Preferred Stock 511 0 511 338

Common Equity 3,572 2,687 6,259 339

Total Capitalization 7,527 7,068 14,595 13,505

Shares Outstanding 239 239 239 239

Book Value 14.95 11.24 26.19 142

Capital Structure

Debt 458 62.0 53.6 95.0

Preferred 6.8 0.0 35 25

Common Equity 475 38.0 42.9 25

Total 100.0 100.0 100.0 100.0

Operational Earnings 2.33 0.90 3.23 2.82

Return on Year-end Book 15.6% 8.0% 12.3% 198.8%

SHIELDS AND COMPANY, ITS AFFILIATES AND SUBSIDIARIES AND/OR THEIR OFFICERS AND EMPLOYEES MAY FROM TIME TO TIME
ACQUIRE, HOLD OR SELL A POSITION IN THE SECURITIES MENTIONED HEREIN. WHILE THIS REPORT HAS BEEN PREPARED FROM ORIGINAL
SOURCES AND DATA WE BELIEVE TO BE RELIABLE, WE MAKE NO REPRESENTATIONS AS TO ITS ACCURACY OR COMPLETENESS, AND OUR
OPINION IS SUBJECT TO CHANGE WITHOUT NOTICE. ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST




Range of Formal Recommendations 15 total 1-buy-13-holds-1 sell

Analyst’s Certification: | Raymond E. Moore certify that the views expressed in this research report accurately reflect my
personal views about the subject companies and their securities. | also certify that | have not been and will not be receiving direct
or indirect compensation in exchange for expressing the specific recommendations in this report. | do not have a position in the
shares of Companies mentioned in this report. Other reports issued by me are: Constellation Energy (2/24/06 CEG $58-Hold);
Consolidated Edison/KeySpan (2/17/06 — ED-$45-Hold, KSE-$36-Not Rated); Exelon Corporation (1/26/06 EXC $58-Hold); FPL
Group/Constellation Energy (1/9/2006 — FPL $42-Not Rated, CEG $58-Hold); TXU Corporation (11/18/05 $50-Hold); Exelon
Corporation (10/4/05 $53-Sell); Constellation Energy (9/13/05 $60-Market Perform); Exelon Corporation (8/4/05 $54-Sell);
Pinnacle West Capital (7/14/05 $45-Market Perform); TXU Corporation (6/8/05 $81-Market Perform); Duke/CINergy (5/17/05 -
DUK-$28, CIN-$45.50-Both Rated Market Perform); Constellation Energy (5/12/05 $54-Market Perform); Consolidated Edison
(4/18/05 $42-Hold); CINergy (3/28/05 $40-Market Perform); Exelon Corporation (3/8/05 $47-Sell); CINergy (2/23/05 $41-not
rated); PPL Corporation (2/8/05 $56-Market Perform Upgrade); TXU Corporation (2/2/05 $72.62-Market Perform); Accounting for
Mergers (1/20/05 Exelon $43-sell, PEG $51-not rated); TXU Corp (12/6/04 $61-Market Perform); Constellation Energy (10/22/04
$40-Market perform); Exelon Corp. (9/9/04 $38-Sell); Progress Energy (7/14/04 $42-Under Perform); Southern Co (7/12/04 $29-
Market Perform); Consolidated Edison (6/24/04 $40-Hold); Scana Corporation (4/7/04 $36-Buy); Dominion Resources (3/12/04
$63-Market Perform Upgrade); Duke Energy (1/8/04 $21-Under Perform); Dominion Resources (1/23/04 $62-Under Perform);
CMS Energy (11/19/03 $7-Market Perform); Exelon Corporation (10/15/03 $65-Sell); TECO Energy (6/24/03 $13-Hold);
Northeast Utilities (5/30/03 $17-Hold); Southern Co (4/9/03 $28-Hold); CMS Energy (4/3/03 $5-Sell); Consolidated Edison
(3/24/03 $40-Hold); PPL Corporation (3/12/03 $34-Under Perform); Exelon Corp (2/26/03 $49-Under Perform); TXU Corp (2/6/03
$17, 1/9/03 $20 both Under Perform); Duke Energy (1/29/03 $17-Under Perform, 1/17/03 $18-Under Perform); Dominion
Resources (12/27/02 $54-Under Perform).

Guide to Investment Ratings:

Buy Total return is expected to exceed significantly the average total return of the analyst’s industry coverage universe over the
next 12 months.

Market Perform & Hold Total return is expected to equal the average total return of the analyst’s industry coverage universe
over the next 12 months.

Under Perform Total return is expected to be below the average total return of the analyst's industry coverage universe over the
next 12 months.

Sell Total return is expected to significantly under perform (15% plus) the total return of the industry coverage universe over the
next 12 months.
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Other Important Disclosures:
This research report and recommendations agree with the personal opinion of the analyst who prepared this report.

Any financial interest that the research analyst or member of the analyst's household or any other individual directly involved with
the preparation of this report has in the subject company(ies), has been disclosed in the analyst's disclosure section.

To the best of the research analyst's and the firm’s knowledge, no holdings of the firm exceed 1% of the outstanding shares of
any class of securities of the subject company(ies) mentioned in this report.

Shields & Company has no investment banking activities and, as such, the analyst who prepared this report has not received any
compensation based on investment banking revenues.

To the best of the research analyst's knowledge, neither Shields nor a director, officer or the research analyst has provided
services to the subject company(ies) during the past 12 months.

Shields & Company does not make a market in the securities of the company(ies).

To the best of the research analyst's knowledge, no officer, director, employee or research analyst of the firm, or a member of
the research analyst's household, is an officer, director or employee of the subject company(ies), nor does any officer, director,
employee or research analyst of the firm or member of the research analyst’s household serve in any advisory capacity to the
company(ies).

Shields & Company is not aware of any actual material conflicts of interest for the research analyst, which the research analyst
knows or has reason to know in the preparation of this report.

Investing is a risky activity and can lead to substantial losses. This report does not provide individually tailored investment
advice. It has been prepared without regard to the individual financial circumstances and objectives of persons who receive it.
The securities discussed in this report may not be suitable for all investors. Shields & Company recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial adviser.
The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and objectives.

This report is not an offer to buy or sell any security or to participate in any trading strategy. Shields & Company and/or its
employees not involved in the preparation of this report may have investments in securities or derivatives of securities of
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Shields & Company or associated persons. The firm does not make a market in the shares of the companies
mentioned, has no relationship with them, and has not received any compensation from them.

Shields & Company makes every effort to use reliable, comprehensive information, but we make no representation that it is
accurate or complete. We have no obligation to tell you when opinions or information in this report change apart from when we
intend to discontinue research coverage of a subject company.

Reports prepared by Shields & Company and its research personnel are based on public information. Facts and views
presented in this report have not been reviewed by, and may not reflect information known to, professionals in other business
areas.

Shields & Company research personnel conduct site visits from time to time but are prohibited from accepting payment or
reimbursement by the company of travel expenses from such visits.



