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Reliant Energy, Incorporated (Reliant Energy) hereby amends Items 1, 6, 7 and 8 of its Annual Report 
of Form 10-K for the year ended December 31, 2001 as originally filed on April 15, 2002.  

Restatement 

On May 9, 2002,'Reliant Resources, Inc. (Reliant Resouraes), an entity in which Reliant Energy owns 

approximately 83% of the outstanding common stock, determined that it had engaged in same-day commodity 
trading transactions involving purchases and sales with'the same counterparty for the same Volume at 
substantially the same price, which the personnel who effected these transactions apparently did io with the 
sole objective of increasing volumes. Reliant Resources commenced a review toquantify the amount and 
assess the impact of these trades (round trip trades). The Audit Comraittees of each of the-Board of Directors 
of Reliant Energy and Reliant Resources also directed an internal investigation' by outside legal counsel, with 
assistance by outside accountants, of the facts and circumstances relating to the round iripirades'and related 

matters. 1 

We currently report alltrading, marketing and .risk management services transactions on a gross basis 

with such transactions being reported in revenues and expenses except primarily for financial gas transactions 

such as swaps. Therefore, the round trip trades were reflected in both our revenues and expenses. The round, 
trip trades should not have been recognized in revenues or expenses(i.e. they should have been reflected on a 

net basis). However, since the round trip trades were done at the same volume and substantially the same 

price, they had no impact on our reported cash flows, operating income or net income. In addition to the round 

trip trades reported on May 13, 2002, Reliant Resources also identified an additional transaction in 1999, 
which based on available information, Reliant Resources believes was also recorded with the sole objective of 
increasing volumes but also resulted in increased revenues and fuel and cost of gas sold expense.  

In addition, during the May 2001 through September 2001 time frame, Reliant Resources entered into 

four structured transactions involving a series of forward or swap contracts to buy and sell an energy 
commodity in 2001 and to buy and sell an energy commodity in 2002 or 2003 (four structured transactions).  

The four structured transactions were intended to increase future cash flow and earnings and to increase 

certainty associated with future cash flow and earnings, albeit at the expense of 2001 cash flow and earnings.  
Each series of contracts in a structure were executed contemporaneously with the same counterparty and were 
for the same commodities, quantities and locations. The contracts in each structure were offsetting in terms of 
physical attributes. The transactions that settled in 2001 were previously recorded on a gross basis with such 

transactions being reported in revenues and expenses which resulted in $1.5 billion of revenues, $364 million in 

fuel and cost of gas sold and $1.2 billion of purchased power expense being recognized during the period from 

May 2001 through December 31, 2001. Having further reviewed the transactions, Reliant Resources now 

believes these transactions should have been accounted for on a net basis.  

In the course of Reliant Resources' review, Reliant Resources also identified and determined to record on 
a net basis several transactions for energy related services (not involving round trip trades) that totaled $85 

million over the three year period ended December 31, 2001. These transactions were originally recorded on a 
gross basis.  

During the fourth quarter of 2000, two power generation swap contracts with a fair value of $261 million 
were terminated and replaced with a substantially similar contract providing for physical delivery and 
designated to hedge electric generation. The termination of the original contracts and execution of the 

replacement contract represented a substantive modification to the original contract. As a result, upon 

termination of the original contracts, a contractual liability representing the fair value of the original contracts 
and a deferred asset of equal amount should have been recorded. As of January 1,2001, in connection with the 
adoption of Statement of Financial Accounting Standards (SFAS) No. 133 "Accounting for Derivative 
Instruments and Hedging Activities," as amended (SFAS No. 133), the deferred asset should have been 
recorded as a transition adjustment to other comprehensive loss. The liability and transition adjustment should 
have been amortized on a straight-line basis over the term of the power generation contract replacing the 

terminated power generation contracts (through May 2004). We previously did not give accounting 
recognition to these transactions. As a result, we have restated our Consolidated Balance Sheets as of
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December 31, 2000 and 2001 and the Statements of Consolidated Stockholders' Equity and Comprehensive 
Income for the year ended December 31, 2001, to appropriately account for these transactions as described 
above. The restatement had no impact on our reported consolidated cash flows, operating income or net 
income.  

As a result, Reliant Energy's consolidated financial statements (Original Consolidated Financial 
Statements) and related disclosures for 1999, 2000 and 2001 have been restated from amounts previously 
reported. The principal effects of the restatement on the consolidated financial statements are set forth in 
Note 1 to the consolidated financial statements contained in this Form 10-K/A.  

For p•urposes of this Form 10-K/A, and in accordance with Rule 12b-15 under the Securities Exchange 
Act of 1934, as amended, each item of the Form 10-K for the year ended Deceiiiber 31, 2001 as originally 
filed on April 15, 2002°that was affected by the restatement has been am-ended to the extent affected and 
restated in its entirety. No attempt las been made in this Form 10-K/A to modify or update other disclosures 
as presented in the original Form 10-K except as required to reflect the effects of the restatement. ' 

We are a party to numerous lawsuits and regulatory proceedings relating to our trading and marketing 
activities, including the round trip trades and the four structured transý&tions' and our activities in the 
California wholesale market. In addition,various state and federal governmental agencies have commenced 
investigations relating'to such' activitids. For a description of certain of these lawsuits, proceedings and 
investigations, please read "Legal Proceedings" in Item 3 of this Form 10-K and Notes 14(f) and 14(g) to our 
consolidated financial statements,, Notes 13 and 15(c) to our interim finfaficial' statements included in our 
Quarterly Report on Form' 10-Q for the'quarterly period ended March 31, 2062 (First Quarter Form 10-Q), 
and our Current Report on Form 8-K dated July 3, 2002.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 
From time to time we make statements concerning our expectations, beliefs, plans, objectives, goals, 

strategies, future events or performance and underlying assumptions and other statements that are not 
historical facts. These statements are "forward-looking statements" within the meaning of the Private 
Securities Litigation Reform Act of 1995. Actual results may differ materially from those expressed or implied 
by these statements. You can generally identify our forward-looking statements by the words "anticipate," 
"believe," "continue," "could," "estimate," "expect," "intend," "may, ". plan," "potential," "predict," "should," "will," "forecast," "goal," "objective," "projection," or other similar words.  

We have based our forward-looking statements on our management's beliefs and assumptions based on 
information available to our management at the time the statements are made. We caution you that 
assumptions, beliefs, expectations,, intentions and projections about future events may and often do vary 
materially from actual results. Therefore, we cannot assure you that actual results will not differ materially 
from those expressed or implied by our forward-looking statements.  

The following list identifies some of the factors that could cause actual results to differ from those 
expressed or implied by our forward-looking statements: 

"• state, federal and international legislative and regulatory developments; including deregulation; re
regulation and restructuring of the electric utility industry, and changes in, or application of 
environmental, siting and other laws and regulations to which we are subject; 

"* timing of the implementation of our business separation plan, including the receipt of necessary 
approvals from the Securities and Exchange Commission (SEC) and an extension relating to a private 
letter ruling from the Internal Revenue Service (IRS); 

"• the effects of competition, including the extent and timing of the entry of additional competitors in our 
markets; 

"* industrial, commercial and residential growth in our service territories; 

"* our pursuit of potential business strategies, including acquisitions or dispositions of assets or the 
development of additional power generation facilities; 

"• state, federal and other rate regulations in the United States and in foreign countries in which we 
operate or into which we might expand our operations; 

"• the timing and extent of changes in commodity prices, particularly natural gas; 

"* weather variations and other natural phenomena; 

"* political, legal and economic conditions and developments in the United States and in foreign countries 
in which we operate or into which we might expand our operations, including the effects of fluctuations 
in foreign currency exchange rates; 

"* financial market conditions and the results of our financing efforts; 

"* ramifications from the bankruptcy filing of Enron Corp.; 

"• any direct or indirect effect on our business resulting from the September 1I, 2001 terrorist attacks or 
any similar incidents or responses to such incidents; 

"* the performance of our projects; and 

"* other factors we discuss in this Form 10-K, including those outlined in "Management's Discussion and 
Analysis of Financial Condition and Results of Operations - Certain Factors Affecting Our Future 
Earnings." 

You should not place undue reliance on forward-looking statements. Each forward-looking statement 
speaks only as of the date of the particular statement, and we undertake no obligation to publicly update or 
revise any forward-looking statements.
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COMMONLY USED TERMS 

Below is a list of terms commonly used in this Form 10-K, along with their definitions or descriptiouis.  
Some of the definitions or descriptions below are summaries, and you should refer to the corresponding 
discussion within this Form 10-K for a complete definition or description.  

1935 Act ......................... .Public Utility Holding Company Act of 1935 

Arkla ................ .............. Reliant Energy Arkla, a division of RERC Corp.  

Bbtu ............................. Billion British thermal units 

Bcf .............................. 'Billion cubic feet 

Business Separation Plan ............ Our amended business separation plan providing for the', 
separation of our generation, transmission and distribution, and 
retail operations into three different companies and for the_ 
separation of its regulaied and unregulated businesses into two 
publicly traded companies, as filed with the Texas Utility 
Commission 

Cal ISO.......................... California Independent System Operator 

CenterPoint Energy ................ CenterPoint Energy, Inc.  

CenterPoint Energy Houston ......... CenterPoint Energy Houston Electric, LLC, the transmission 
and distribution business of Reliant Energy after the 
Restructuring 

Contractually mandated auctions ..... Auctions to third parties of the installed generating capacity of 
our Texas generation business in excess of amounts included in 
the state mandated auctions 

Distribution ....................... The distribution of our remaining equity interest in the common 
stock of Reliant Resources to our shareholders 

Entex ............................ Reliant Energy Entex,.a division of RERC Corp.  

EPA ............................. .Environmental Protection Agency 

ERCOT .......................... Electric Reliability Council of Texas, Inc.  

ERCOT market ................... The state of Texas, other than a portion of the panhandle and a 
portion of the east bordering on Louisiana 

FASB ............................ Financial Accounting Standards Board 

FERC ............................ Federal Energy Regulatory Commission 

GWh ............................ Gigawatt hours, 

HAPs ............................ Hazardous air pollutants 

IRS........ .Internal Revenue Service 

ISO.......................... Independent System Operator 

KWh ............................ Kilowatt-hour 

Kyoto Protocol .................... United Nations Framework Convention on Climate Change 

Laclede .......................... Laclede Gas Company 

MACT ........................... Maximum achievable control technology 

Minnegasco ........................ Reliant Energy Minnegasco, a division of RERC Corp.  

MMBtu ........................... Million British thermal units 

MMcf ........................... Million cubiclfeet 

MRT ......................... Mississippi River Transmission Corporation 

MW ........................... Megiwatts '• -
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M W h ............................  

N EA .............................  

N Ox .............................  

N RC ............................  
October 3, 2001 Order ..............  

Orion Power ......................  

PJM ISO .........................  

PJM market ......................  

PJM West market ................  

POLR ............................  

price to beat ......................  

PURPA ..........................  

REFS ............................  

REGT ...........................  

Reliant Energy HL&P ..............  

Reliant Energy ....................  

Reliant Energy Services .............  

Reliant Resources ..................  

REM A ...........................  

REPG ...........................  

REPGB ..........................  

REPS ............................  

RERC ...........................  

RERC Corp .......................  

Restructuring ......................  

RTO .............................  

SEC .............................  

Separation ........................  

SFAS ............................  

South Texas Project ................

Megawatt hours 

NEA B.V., the coordinating body for the Dutch electricity 
generating sector 

Nitrogen oxides 

Nuclear Regulatory Commission 

Order from the Texas Utility Commission dated October 3, 2001 
that established the transmission and distribution rates that 
became effective January 1, 2002 

Orion Power Holdings, Inc.  

PJM Interconnection, L.L.C.  

Pennsylvania-New Jersey-Maryland market 

PJM market in western Pennsylvania 

Provider of last resort 

The price, as set by the Texas Utility Commission, that retail 
electric providers affiliated with a former integrated utility charge 
residential and small commercial customers within their affiliated 
electric utility's service area 

Public Utility Regulatory Policies Act of 1978 

Reliant Energy Field Services, Inc.  

Reliant Energy Gas Transmission Company 

An unincorporated division of Reliant Energy, formerly an 
integrated electric utility 

Reliant Energy, Incorporated 

Reliant Energy Services, Inc.  

Reliant Resources; Inc.  

Reliant Energy Mid-Atlantic Power Holdings, LLC 

Reliant Energy Power Generation, Inc.  

Reliant Energy Power Generation Benelux N.V. (formerly UNA 
N.V.) 

Reliant Energy Pipeline Services, Inc.  

Reliant Energy Resources Corp. and subsidiaries 

Reliant Energy Resources Corp.  

The transactions through which CenterPoint Energy will become 
the holding company for Reliant Energy and its subsidiaries, 
Reliant Energy and its subsidiaries will become subsidiaries of 
CenterPoint Energy, and each share of Reliant Energy common 
stock will be converted into one share of CenterPoint Energy 
common stock" 

Regional Transmission Organization 

Securities and Exchange Commission 

The transactions that include the transfers of substantially all of 
our unregulated businesses to Reliant Resources, the Reliant 
Resources offering, the Restructuring and the Distribution 

Statement of Financial Accounting Standards 

South Texas Project Electric Generating Station
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state mandated auctions .............  

T&D Utility .......................  

TCR .............................  

Texas Electric Restructuring Law .....  

Texas Genco ......................  

Texas Genco Option ................  

Texas generation business ...........  

Texas Utility Commission ...........  

TM DL ...........................  

we, us, our or similar terms ..........  

W ires Case .......................

Auctions of 15% of the output of the installed generating 
capacity of our Texas generation business required by the Texas 
Electric Restructuring Law 

The transmission and distribution operations that were formerly 
part of the integrated electric utility under Reliant Energy 
HL&P, operated as a functionally separate unit since January 
2002 as required by the Texas Electric Restructuring Law 

Transmission Congestion Rights 

Texas Electric Choice Plan, Texas Utility Code § 39.001, et seq 

Texas Genco, LP and the intermediate subsidiaries through 
which interests in Texas Genco, LP are held 

Option, subject to the completion of the Distribution, granted to 
Reliant Resources by Reliant Energy to purchase all of the 
shares of capital stock of Texas Genco owned by CenterPoint 
Energy after Texas Genco conducts the initial public offering or 
distribution of no more than 20% of its capital stock 

The generating facilities and operations to be transferred to 
Texas Genco in the Restructuring 

Public Utility Commission of Texas 

Total Maximum Daily Load program of the Clean Water Act 

Reliant Energy-and its subsidiaries prior to the Restructuring and 
CenterPoint Energy and its subsidiaries after the Restructuring 

March 31, 2000 filing with the Texas Utility Commission, which 
resulted in the Commission's October 3, 2001 Order that set the 
regulated rates for the T&D Utility to be effective when electric 
competition began
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PART I

Item 1. Business 

OUR BUSINESS 

General 

We are a diversified international energy services and energy delivery company that provides energy and 
energy services primarily in North America and Western Europe. Reliant Energy, Incorporated (Reliant 
Energy), a Texas corporation incorporated in 1906, is the parent company of our consolidated group of 
companies and is a utility holding company that conducts electric utility operations in Texas. Reliant Energy 
owns all of the common stock of Reliant Energy Resources Corp. (RERC Corp.), which conducts natural gas 
distribution and pipeline operations, and of CenterPoint Energy, Inc. (CenterPoint Energy), which does not 
currently conduct any operations. RERC Corp. isWa Delaware corporation that was-incorporated in 1996.  
CenterPoint Energy is a Texas corporation that was incorporated in August 2001 to become the holding 
company for Reliant Energy following the Restructuring (as defined below). Reliant Energy also owns 
approximately 83% of the common stock of Reliant Resouices, Inc. (Reliant Resources), which conducts 
non-utility wholesale and retail energy operations. Reliant Resources is a Delaware corporation that was 
incorporated in August 2000. In this Form 10-K, unless the context indicates othenruise, 

"* references to "we," "us" or similar terms mean -Reliant Energy and its subsidiaries prior to the 

Restructuring described below and CenterPoint Energy and its subsidiaries after the Restructuring; and 

"* we refer to RERC Corp. and its subsidiaries as "RERC." 

The executive offices of Reliant Energy are located at 1111 Louisiana, Houston, TX 77002 (telephone 
number 713-207-3000).  

Status of Business Separation 

We are in the process of separating our regulated and unregulated businesses .into two unaffiliated 
publicly traded companies. In December 2000, we transferred a significant -portion of our unregulated 
businesses to Reliant Resources, which, at the time, was a wholly owned subsidiary. Reliant Resources 
conducted an initial public offering of approximately 20% of its common stock in May 2001. In December 
2001, our shareholders 1approved an agreement and plan of merger by which the'following will occur (which 
we refer to as the Restructuring): 

"* CenterPoint Energy will become the hblding company for Reliant Energy-and its subsidiaries; 

"* Reliant Energy and its subsidiaries will become subsidiaries of CeniterPoint Energy" and 

"* each share of Reliant Energy common stock will be converted into one share of CenterPoint Energy 
common stock.  

After the Restructuring, we plan, subject toý further corporate approvals, market and other conditions, to 
complete the separation of our regulated and unregulated businesses by 'distributing the shares of common 
stock of Reliant Resources that we own to' our shareholders (Distribution). Our goal is to complete the 
Restructuring and subsequent Distribution as quickly as possible after all the necessary conditions are fulfilled, 
including receipt of an order from the SEC granting the required approvals under the Public Utility Holding 
Company Act of 1935 (1935 Act) and an extension'from the IRS for a private letter ruling we have obtained 
regarding the tax-free treatment'of the Distribution. Although receipt or timing of regulatory approvals cannot 
be assured, we believe we meet the standards for such approvals. Please read "- Regulation - Public Utility 
Holding Company Act of 1935" in Item 1 of this Form 10-K. We currently expect to complete the 
Restructuring and Distribution in the summrier of 2002.'Please read "- Business Separation" in Item 1 of this 
Form 10-K. For information about an informal inquiry by the staff of the Division'of Enforcement of the SEC 
in connection with an earnings restatement by Reliant Energy that might impact the approval process, please 
read "Restatement of Second and Third Quarter 2001 Results of Operations" in Item 3 of this Form 10-K.
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We have entered into a number of separation agreements with Reliant Resources in anticipation of the 
Restructuring and the Distribution. For information about these agreements, please read "Reliant Energy's 
Relationship with Reliant Resources" in Item I of this Form 10-K.  

The diagrams on the following page depict our current structure, our structure after the Restructuring and 
our structure after the Distribution. Unless otherwise indicated, ownership interests shown below are 100%.  
Other ownership interests indicated below are approximate.  

Current Structuret1 l

Structure After Restructuring

Structure After Distribution

Stockholders 

Reliant 
Resouzrces

(1) As of April 1, 2002.  
(2) Owned indirectly through another subsidiary of Reliant Energy or CenterPoint Energy.  
(3) Reliant Energy will become CenterPoint Energy Houston Electric, LLC (CenterPoint Houston) in the Restructur

ing. Please read "- Business Separation - Restructuring - Reliant Energy Conversion" in Item t of this 
Form 10-K.  

(4) RERC Corp. will be renamed CenterPoint Energy Resources Corp. as part of the Restructuring.
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Business Segment Overv iew 

We conducted our operations in 2001 through the following business segments: 

• Electric Operations; 

- Natural Gas Distribution; 

- Pipelines and Gathering, 

- Wholesale Energy;, 

S'European Energy, 

"* Retail Energy;, 

"* Latin America; and 

- Other Operations.  

During 2001, our Electric Operations business segment included our regulated electric generation, 
transinission and distribution, and retail electric sales functions, all of which were operated as an'integrated 
utility under Reliant Energy HL&P, an unincorporated division of Reliant Energy. As of January 1, 2002, the 
generation and retail electric sales functions were deregulated. Retail electric sales involve the sale of 
electricity aiid iilated services to end users of electricity.'including industrial, commercial and residential 
customers. Ritail ele~tric sales are now part of the RetailfEnergy business segmint, which-is owned bly Reliant 
Res6urces. Thý gene'ration facilities now operated as a division of Reliant Energy will-be operated by a 
"separate indirect 'Subsidiary of CenterPoint Energy following the Restructuring and will comprise a new 
business segmfent, Electric Generatikn. The transmission and distribution functions,'which will be conducted 
"thr'ouigh 'a separate subsidiary,' will remain regulated and will also comprise a new business segment; Electric 
Transmiissidn and Distribution'. In- addition to Retail Energy, the Wholesale Energy, European Energy ind 
several of thF operations in the'Other Operations business'iegments are curreritly'owned by Reliant Resources.  
Once we complete the Diftribution, those business segments and operations will no-longer be part of our 

business. For more information about our businegs after deregulation and 'the completion of the Distribution, 
please read "Our Business Going Forward" in Item I of this Form 10-K.  

- - , For information about the revenues, operating income, assets and other financial information relating to 
our business segments, please read "Management's Discussion and Analysis of. Financial Condition and 
Results of Operations- Results of Operations by Business Segment" in Item 7 of this Form 10-K and 
Note 18 to our consolidated financial statements, which, together with the notes related to those statements, 
-we refer to in this Form 10-K as our ."consolidated financial statements." -7 

"Deregulation - - - , 

In 1999, the Texas legislature adopted the Texas Electric Choice Plhn (Texas ,Electric Reitructuring 
Law), which substantially amended the regulatory structure goverhing electric utilities in Texas in order to 
allow retail electric competition for all customers. Retail pilot projects, allowing competition for up to 5% of 
each utility's energy demand, or "load" in all customer classes, began in August 2001 and retail electric 
competition for all other customers began in January 2002. Under the Texas Electric Restructuring Law: 

electric utilities in Texas, including Reliant Energy HIL&P*, have resiructure'd or are in the lrodess of 
restructuring their businesses in order to separate power generation, transmission and distribution, and 
retail ýlectric provider activities-into sep'arate units; - , , 

. since January 1, 2002.most retail customers of fi*vestor-oNined electric utilities in Texas, including the 
customers-of Reliant Energy HL&P, have been entitled to purchase their' electnicity from'any of a 
"numbýr of "retail electric providers"- that' have been 'certified by the Public Utility Commissiin of 

'Texa's (Texas Utility Commission); - ' ! - I '+ ,,I ' - -I
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" retail electric providers, who may not themselves own any generation assets, obtain their electricity 
from power generation companies, exempt wholesale generators and other generating entities and 
provide services at generally unregulated rates, except that the prices that may be charged to residential 
and small commercial customers by retail electric providers affiliated with a utility within their 
affiliated electric utility's service area are set by the Texas Utility Commission (price to beat) until 
certain conditions in the Texas Electric Restructuring Law are met; 

"• the transmission and distribution of power are performed by transmission and distribution utilities at 
rates that continue to be regulated by the Texas Utility Commission; and 

"* transmission and distribution utilities in Texas whose generation assets were "unbundled" pursuant to 
the Texas Electric Restructuring Law, including the transmission and distribution utility successor to 
Reliant Energy HL&P, may recover generation-related 

(i) "regulatory assets," which consist of the Texas jurisdictional amount reported by the electric 
utilities as regulatory assets and liabilities (offset by specified amounts) in their audited financial 
statements for 1998; and 

(ii) "stranded costs," which consist of the positive excess of the net regulatory book value of 
generation assets over the market value of the assets, taking specified factors into account.  

We filed our initial business separation plan with the Texas Utility Commission in January 2000 and filed 
amended plans in April 2000 and August 2000. In December 2000, the Texas Utility Commission approved 
our amended business separation plan (Business Separation Plan) providing for the separation of our 
generation, transmission and distribution, and retail operations into three different companies and for the 
separation of our regulated and unregulated businesses into two publicly traded companies. On October 15, 
2001, we filed an update to the Business Separation Plan with the Texas Utility Commission indicating that 
full implementation of the plan could not be achieved until all regulatory approvals had been received. Since 
not all regulatory approvals had been received by the beginning of retail competition on January 1, 2002, we 
have not fully implemented the Business Separation Plan. However, beginning January 1, 2002, our 
generation, transmission and distribution, and retail electric sales operations have been functionally separated 
and are conducted independently as if the Business Separation Plan were completed.  

The Texas Electric Restructuring Law permits utilities to recover regulatory assets and stranded costs 
through non-bypassable, charges authorized by the Texas Utility Commission, to the extent that such assets 
and costs are established in certain regulatory proceedings. Thp law also authorizes the Texas Utility 
Commission to permit utilities to issue securitization bonds based on the securitization of that charge. On 
May 31, 2001, the Texas Utility Commission issued a financing order pursuant to the Texas Electric 
Restructuring Law authorizing the issuance of $740 million of transition bonds, plus approximately $10 mil
lion in qualified costs, to recover certain Reliant Energy HL&P regulatory assets. Pursuant to the financing 
order, we, through a special purpose subsidiary, issued $749 million aggregate principal amount of transition 
bbnds in October 2001 ind used the proceeds to reduce our recoverable regulatory assets by repaying 
outstanding indebtedness. For rhz-re information regarding the transitiori bonds issuance and recovery of our 
regulatory assets, please read Notc 4(a) to our consolidated financial'statements. For information regarding 
the manner in which we plan to recover our stranded costs, please read "Regulation - State and Local 
Regulations - Texas -` Electric Operations - Stranded Costs and Regulatory Assets" in Item 1 of this 
Form 10-K and Note 4(a) to our consolidated financial statements.  

For additional information regarding the Texas Electric Restructuring Law, retail competition in Texas 
and its application to our operations and structure, please read "-- Business Separation," "Electric Opera
tions" and "Regulation - State and Local Regulations - Texas - Electric Operations - The Texas Elec
tric Restructuring Law", below, "Management's Discussion and Analysis of Financial Condition and Results 
of Operations - Certain Factors Affecting Our Future Earnings - Factors Affecting the Results of Our 
Electric Operations" in Item 7 of this Form 10-K and Note 4 to our consolidated financial statements.
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Business Separation 

Pursuant to the Business Separation Plan, we plan to separate our businesses into two publicly traded 
companies (CenterPoint Energy and Reliant Resources) in order to separate (i) our unregulated businesses 
from our regixla'ted businesses and (ii) our generation, transmission and distribution and retail electric sales 
functions from eacli othei" as required by the Texas Electric Restructuring Law. Below is an outline of the 
significarft transactions through which'the business separation will be accomhplished,'somne of which have been 
completed. In this Form 10-K, we sonetimes collectively refer'to the transactions'described below, including 
the "transfers' of iissets to 'Reliant Resources,- the Relianit Resources offering, the Restructuring and the 
Distribution as the "Separation." 

'Reliaht Resbources Transfers. In December 2000, we trahsferred substantially all of our unregulated 
busineses'to Reliant Resources, including the operations conducted by our.  

* Wholesale Energy business segment; 

* Eu•Oýoan Energy business segment; 

. Retail Energy (retail electricity business) business segment; 

"Coinmunications business; and " 

* New Ventures group.  

In connection wijh the transfer of our unregulated businesses to Reliant Resources, we entered into a 
number of agreements with Reliant Resources, including the master separation agreement, providing -for, 
among other things, the transfer of assets and liabilities to Reliant Resources, as well as interim and ongoing 
relationships with Reliant Resources, including the provision by Reliant Energy of various interim services to 
Reliant Resources. For information about these agreements, please read "Reliant Energy's Relationship- With 
Reliant Resources" in Item 1 of this Form 10-K. " " 

In May 2001, Reliant Resources conducted an initial public offering of -approximately 20% of-its 

outstanding common stock`. Pursuant to the master separation agreement, $1.7 billion of debt owed by Reliant 
Resources to Reliant Energy was converted into equity as a capital contribution to Reliant Resources in 
connection with the initial public offering. T 

Restructuring - Holding Company Formation. After having received the necessary-regulaiory approv
als, C~nterPoint Efier'gy will becoxi-e the holding company for Reliant Energy and its subsidiaries as a result of 
the fiergi of a CenterPoint Efiergy subsidiary with and into Reliant Energy. In the merger, each outstanding 
share of Reliant Energy common stock will be converted automatically into one shaie'of CenterPoint Energy 
common stock. For information regarding the special shareholders' meeting at which the merger agreement 
providing for the holding company formation was approved, please read Item 4 of this Form 10-K.  

Restructuring-' Texas'Genco Transfer'. '-In' Dec~mber 2001, werfodrmed Texas Genco, LP, a Texas 
limited partnership, as an indirect, wholly owned subsidiary. In this Form 10-K, we refer to Texas Genco, LP 
and the subsidiary entities through which we own Texas Genco, LP individually and collecti•ely as "Texas 
Genco," as the context requires. We plan to transfer Reliant Energy HL&P's Texas generating assets and 
'liabilities associated with those assets'to Texas Genco immnediately prior to the 6onsummation of the holding 
company formation. Texas Geiico will operate our formerly regulated generating assets as a power generation 
company selliig generatioriat market prices to Reliarit Resources and other power purchasers in accordance 
with the separation agi-eements 'and the Texas'Electric Restrudturing Law and will comprise our new Electric 
Generation business segment.'.,- , ..  

'In accordanbe'with provisions of the Texas Electric' Restructuring Law relating to the 'determination of 
stranded ciosts, we jlan for Texas Genco to conduct'ai'initial public offering 'of approximately 20% of its 
capital stocki by th6 end of 2002. If we do'not'cohduct the initial public offering, we' may'distribute 
'approxim';itely 20%'of Texas Genco's capital stock to bur'sh'areholders inf a transaiction taxable both io'us and 
our shareholders as-lpart of the valuation'of stranded cofts. Reliant'Resources holds an option, subjekt io" the 
completi6n of the Distribution, exercisable in 2004 to phrchase the Texas Genco stock owned by CenterPoint

5



Energy after the initial public offering or distribution. For additional information regarding Texas Genco and 
Reliant Resources' option to purchase Texas Genco stock, please read "Reliant Energy's Relationship With 
Reliant Resources" and "Electric Operations- Generation" in Item 1 of this Form 10-K.  

Restructuring- Reliant Energy Conversion. As a result of the holding company formation and transfer 
of assets to Texas Genco, Reliant Energy will become a wholly owned subsidiary of CenterPoint Energy, will 
hold the transmission and distribution assets previously held by Reliant Energy HL&P and will operate those 
assets subject to regulation by the Texas Utility Commission. Immediately after the holding company 
formation, Reliant Energy will convert from a Texas corporation to CenterPoint Houston, a Texas limited 
liability company.  

Distribution. As a result of the holding company formation, CenterPoint Energy will become the owner 
of all of the shares of Reliant Resources' common stock currently owned ýby Reliant Energy. We anticipate 
that, upon completion of the Restructuring and subject to board approval, market and other conditions, 
CenterPoint Energy will distribute all of the stock it owns in Reliant Resources to CenterPoint Energy's 
shareholders, effecting the separation of our operations into two unaffiliated publicly traded corporations. We 
have obtained a private letter ruling from the IRS providing for the tax-free treatment of the Distribution that 
is predicated on the completion of the Distribution by April 30, 2002. We have requested an extension of this 
deadline. While there can be no assurance that we will receive the extension, we anticipate that we will receive 
an extension that allows us to proceed with the Distribution after April 30, 2002.  

Please see "- Status of Business Separation" in Item I of this Form 10-K for diagrams depicting various 
stages of the Separation.  

RERC Corp. Restructuring 

Following the Restructuring, CenterPoint Energy will be a utility holding company under the 1935 Act 
and as such will be required to register under the 1935 Act unless it qualifies for an exemption. In order to 
enable CenterPoint Energy to comply with the requirements in the exemption in Section 3 (a) (1) of the 1935 
Act, we plan to divide the gas distribution businesses conducted, by RERC Corp.'s three unincorporated 
divisions, Reliant Energy Entex (Entex), Reliant Energy Arkla (Arkla) and Reliant Energy Minnegasco 
(Minnegasco), among thire separate business entities. For more information regarding our application under 
the 1935 Act and regulation under the 1935 Act, please read "Regulation - Public Utility Holding Company 
Act of 1935" in Item 1 of this Form 10-K. The entity that will hold the Entex assets will also hold RERC 
Corp.'s natural gas pipelines and gathering businesses. For more information regarding RERC Corp.'s 
divisions and their operations; please read "Natural Gas Distribution" and "Pipelines and Gathering" in 
Item I of this Form 10-K. In addition to regulatory approvals we have obtained, this restructuring will require 
approval of the public service commissions of Louisiana, Oklahoma and Arkansas.  

RELIANT ENERGY'S RELATIONSHIP WITH RELIANT RESOURCES 

Intercompany Agreements 

Prior to the initial public offering of Reliant Resources' common stock, Reliant Energy entered into 
agreements with Reliant Resources providing for the separation of their businesses. These agreements 
generally provided for the transfer by ReIiant Energy of assets relating to Reliant Resources' businesses and 
the assumption by Reliant Resources of associated liabilities. Reliant Energy also entered into other 
agreements governing various ongoing relationships between it and Reliant Resources.  

Master Separation Agreement. The master separation agreement provides for the separation of Reliant 
Energy's assets and businesses from those of Reliant Resources. It contains agreements relating to subsequent 
transactions and several agreements governing the relationship between Reliant Energy and Reliant Resources 
in the future. The master separation agreement also provides for cross-indemnities intended to place sole 
financial responsibility on Reliant Resources and its subsidiaries for all liabilities associated with the current 
and historical businesses and operations they conduct, regardless of the time those liabilities arise, and to place 
sole financial responsibility for liabilities associated with Reliant Energy's other businesses with Reliant
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Energy and its other subsidiaries. Reliant Energy and Reliant Resources also agreed to assume and-be 
responsible for specified liabilities associated with activities and operations of the other party and its 
subsidiaries to the extent performed for or on behalf of their respective current or historical business. The 
master separation agreement also contains indemnification provisions under which Reliant Energy and Reliant 
Resources %'ill each' indemnify the other with respect to breaches by the indemnifying party of the master 
separaiion igreement or any ancillary agreements.  

The master separation agreement provides for the Restructuring and Distribution, including the 
formation of Texas Gendo, although it does not obligate Reliant'Energy to effect the Distribution. The 
agreement requires Texas Genco (and, prior to'the Restructuring, Reliant Energy) to auction capacity 
remaining after it conducts the mandated auctions of its capacity required by the Texas Electric Restructuring 
Law. After certain'deductions, Reliant Resources has the right to purchase 50% (but no less than 50%) of the 
capacity that would otherwise be auctioned at the prices to be established in the auctions required by the 
master separation agreement. For more information on these auctions, please read "- Electric Operations 
Generation - State Mandated Capacity Auctions" and "- Contractually Mandated Capacity Auctions" in 
Item l 'of this Form 10-K.  

The master separation agreement also requires Reliant Resources to make a payment to ReliantEne'rg'y 
equal to the amount; if any, required to be credited to Reliant Energy.by Reliant Energy's affiliated retail 
electric provider pursuant to the Texas Electric Restructuring 'Law:.This payment, which .is sometimes 
referred to as the "clawback" payment, will be required unless 40% or more of the amount of electric power 
that was consumed before the onset of retail competition by residential or small commercial customers within 
Reliant Energy HL&P's service territory is 'being served -by'retail electric providers other than -Reliant 
Resources byJahury 1,'2004. The payment by Reliant Resources will be the lesser of (a) the amount that 
the price t6beat, less non-bypassable delivery charges, is'in excess of the'prevailing market price of electricity 
during such period per customer or '(b) $150, multiplied by the number of residential or small -commercial 
"customers in Reliant Energy HL&P's service territory that are buying electricity at the price -to beat "on 
January 1, 2004 less the number of new customers obtained by Reliant Resources outside Reliant Energy 
HL&P's service area. Amounts received from Reliant Resources with respect to the clawback paymjent, if any, 
will be included in 'the 2004 stianded cost true-up as a reduction of stranded costs.-For additional information 
'regarding this payiiment, please read "Management's Discussion and'Analysis !of Financial Condition and 
Results of Operations - Liquidity and Capital Resou'rces - Reliant' Resources , unregulated bu'siness'-
"clawback" Payment to Reliant Energy" in Item 7 of this Form 10-K: For discussion of the 2004 true-up 
proceedings,'please read Note 4(a) to our consolidated financial statements.  

T The master separation agreement contains provisions relating to'certain nuclear decommissioning assets, 
the exchange of information, prdvision of information for financial reporting purposes, dispute iresolution; and 
provisions limiting competition between the parties in certain business activities' and provisions Iallocating 
responsibility" for the conduct of regulatory- proceedings and limiting positions that may be taken iA legislative, 
regulatory or court p roceedings in which the interests of boh'parties may be affected.' For fadditional 
information regarding the nuclear decommissioning assets, please read "Regulation - Nuclear Regulatory 
Commission" in Item 1 of this Form 10-K.  

Texas Genco Option Agreement. Reliant Energy and Reliant Resources also entered into an agreement 
under which, subject to the completion of the Distribution, Reliant Resources will have an option to purchase 
all of the shares of :apital stock of Texas Genco owned by CenterPoint Energy after ihe initial public offering 
or' distribution of no more than 20% of Texas Genico's capital stock (Texas Genco Optihon). The Texas Genco 
Option may be ex~rcised between January 10, 2004 and Janiary'24, 2004. The ̀ er share exercise price under 
the option will be'the average daily closing' price on the national exeh 'o b p~blily1 held shares of comm'on 
stock'of Texas'Genco for the 30 consecutive 'trading days with-the highest average closing price during the 
120 trading days inrinediately encding January 9, 2004, plus a control preImium, up tola maximum'of 10%, to 
the extent a control premium is included in'the-'valuationT -deierrinaiion mae '-by the Texas Utility 
Commission relating to the market value of Texas Genco's common stock equity. The exercise price is also 
subject to adjustment based on the difference between the cash dividends paid during the period there is a 
public ownership interest in Texas Genco and Texas Genco's earnings during that period. For additional
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information regarding recovery of stranded costs, please read "Regulation - State and Local Regulations 
Texas - Electric Operations - Stranded Costs and Regulatory Assets" in Item 1 of this Form 10-K and 
Note 4(a) to our consolidated financial statements.  

If Reliant Resources exercises the Texas Genco Option and purchases CenterP6int Energy's shares of 
Texas Genco common stock, Reliant Resources will also be required to purchase all notes and other 
receivables from Texas Genco then held by CenterPoint Energy, at thieir principal amount plus accrued 
interest. Similarly, if Texas Genco holds notes or receivables from CenterPoint Energy, Reliant Resources will 
assume those obligations in exchange for a payment to Reliant Resources by CenterPoint Energy of an 
amount equal to the principal plus accrued interest. If Reliant Resources does not exercise the Texas Genco 
Option, CenterPoint 'Energy may continue to operate Texas Genco or sell or otherwise dispose of- its 
operations. If CenterPoint Energy continues to operate Texas Genco after 2005, it will need to replace or enter 
into a new arrangement for the provision of technical services for the operation of Texas Genco's facilities, 
which services are currently being provided by Reliant Resources under. the technical services agreement, 
which is described below and expires upon Reliant Resources' purchase of Texas Genco shares if it exercises 
the Texas Genco Option or in 2005 if the Texas Genco Option is not exercised, subject to additional 
conditions.  

The purchase of the sharesi of Texas Genco common stock upon exercise of the Texas Genco Option by 
Reliant Resources will be subjecti to various regulatory approvals, including Hart-Scott-Rodino antitrust 
clearance and United States Nuclear Regulatory Commission (NRC) license transfer approval.  

Technical Services Agreement. Reliant Resources providls engineering'and technical support services 
and environmental, safety' and' iýd6strial health services to 'support operation and xiiaintenance of the 
generation facilities to be transferred to Texas Genco under the technicalI services agreement. Reliant 
Resources also lrovided' systems, ti~hnical, programming and consulting support services and hardware 
maintenance (but excluding plant-specific hardware) necessary to provide dispatch planning, dispatch and 
settlement and 'communication with 'the independent system, operator, 's well as general information 
technology services for thbi'genera'tidn facilities to be transferred to Texas Genco. The fees Reliant Resources 
charges for these services allow it to recover its fully allocated direct and indirect costs'and reimbursement of 
all out-of-pocket expenses. Expenses associated with capital inve'stmenit systems and software that benefit 
both the operation of the generation fabilities to be transferred to Texas Genco and Reliant Resources' 
facilities in other regions are, allocated on an' installed megawatt basis.  

Other Agreements. Reliant Energy and Reliant Resources entered, into, several other agreements 
pursuant to the master separation agreement. These agreements include an employee matters agreement, 
which addressesasset and liability 'all6cation relating to Reliant R..ources'eniployees and their continued 
participation in Reliant Energy's benefit plins, and a tax allocation agieement, which governs the allocation of 
U.S. income tax liabilities' arid 'sets forth" agreements with resp'ect to other tax' matters. These agreements, 
along with the master sepIaratibn agreement, the Texas Genco Option agreemrent and the technical services 
agreement, are filed as exhibits to thii Form 10-K.  

Common Directors on Reliant Resources' and Reliant Energy's Board of Directors and Stock Ownership 
of Management 

Three of Reliant Energy's directors are also directors of Reliant Resources. One of these directors is 
Reliant Eneigy's chairman, president and chief executive officer. These directors owe fiduciary duties to' the 
stockholders of each company. As a result, in connection with any transaction or other relationship ihvolving 
both companies, these directors jiay need to recuse themselves and not riiiticipati in any board action relating 
to these transactions 6r'relationships. It is anticipated that at the time of Distribution, one of these directors 
will resign as a director 6f Reliant Energy. In additidn, members of Reliant Energy's board of directors and 
management own siock in Reliant Resources, and vice versa.  

I I
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ELECTRIC OPERATIONS 

General -n 

Our Electric Operations business segment and the discussion in thissection include only oui electric 

utility operations that traditionally have been subject to" regulation by the Texas' Utility Commission and do 

not include operations in other states or operations in the state of Texas that are not regulated by the Texas 

Utility, Commission. For information about our 6ther power-related operations, please-read "Wholesale 

Energy' in Item I of this Form 10-K. In 2001, Reliant En'ergy HL&Pconducted oiir electric'o•perations as'a 

traditional integrated electric utility, including generation, transmissioru and distribution, and retailelectric 

sales operations. Retail 'electric sales involve -the sale of electricity and related 'services 'to end users of' 

electricity, including industrial, commercial and residential customers. We generated,' purchased for resale, 

transmitted, distributed and sold electricity to aj~proximnately 1.7 million 6ustomers in a 5,000-ýquare mile area 

on the Texas Gulf Coast, including Houston, through the operations of this business s Iegment.  

As contemplated by the Texas Electric Restructuring Law, full retail competition began in Texas on 

January 1, 2002. In response id the Texas Electric Restructuring Law and as part of th'e Separatiofi, we'have 

functionally separated our generation, transmission and distribution operatons ad areý m the pr6 cess of 

separating those'opei'ationis among different'business eniities. In December 2000,' prior to' ihe beginning'of 

retail compeiition, we transferred ou'r retail electric sales 'operations to subsidiaries of Reliant Resources, 

though our rietail customers remained customers of Reliant Energy HL&P until their first meter readifig 

following the onset of full retail competition on January 1, 2002. After tliat date those customers have been 

entitled to' uichase their eleciricity from any-of a number of certified retail electric providers, including 

Reliant Resources. Residential maid small commercial customers who'did not select ý ýnother- retail -electric 

provider beca'mý customers of Reliant Resources, where the b~ilk of those customers have remained to'date: 

For information about the retail operations we co'nduct through _Reliant Resouruces', please read "Retail 

Energy", in Item I of this Form 10-K.  

"The gen'erati6n operations in our Electric Operations business segment remained part of Reliant Energy 

HL&P throughout 2001, but are now operated independently of the retail electric sales and transmission and 

distribution operations. In this Form 10-K, we sometimes collectively refer to the generating facilities and 

operations to be transferred to Texas Genco in the Restructuring as our "Texas generation business." If 

Reliant Resources exercises the Texas Genco Option, the Texas Genco operations will cease to be part of our 

business in 2004. If Reliant Resources does not exercise the Texas Genco Option, we may continue to operate 

Texas Genco or dispose of its operations. For more information about "the Texas Genco Option, please read 

"Reliant Energy's Relationship With Reliant Resources -'Intercompany Agreements -- Texas Genco Op

tion Agreement" in Item' 1 of this Form 10-K. '.. '' 

After the Restructuring, our transmission ,and distribution operations, which also were- part of Reliant 

Energy HL&P throughout 2001, will comprise substantially all of the ongoing operations of the entity now 

known as Reliant Energy. As described above in "- Business Separation," that entity will become 

CenterPoint Houston, a limited liability company. In this Form 10-K, we refer to our transmission and 

distribution operations, operated since Jaiiary 1,"2002,'as a functionally sepi//ate unit by Reliant Energy and 

as thýy will be operated by CenterPoint H6uston after the'Restructuring, as the "T&D Utility." "' 

ERCOT Market Framework " 

The state of Texas, other than a portion of the"panhandle and a ortion' of ihe istern part bf the stat6 

bordering on Louisiana, constitutes a single reliability council (ERCOT market). On July'31, 2001,'as part of 

the transition to deregulation in Texas, the Electric Reliabilify Council of Texasjnc.' (ERCOT) changdd its 

operations from ten control areas, each managed by one of the utilities in'the 'state, to'a single control area 

managed by ERCOT. The ERCOT independent system operator (ERCOT IS6) 'is resp6nsiblW' for 

maintaining 'reliable operations of the bulk electric power' supply system in 'the -ERCOT: market. Its 

responsibilities include ensturing that information relating to a customer's choice of retail electric provider is 

conveyed in"a timely manner to anyon'e needing" the inform'iation' It is also responsible for ensuring that 

ele'ctricity production and delivery are accurately accounted for among the generation resources and wholesale
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buyers and sellers in the ERCOT market. Unlike independent systems operators in other regions of the 
country, ERCOT is not a centrally dispatched power pool and the ERCOT ISO does not procure energy on 
behalf of its members other than to maintain the reliable operations of the transmission system. Members are 
responsible for contracting their energy requirements bilaterally. ERCOT also serves as agent for procuring 
ancillary services for those who elect not to provide their own ancillary service requirement.  

Members of ERCOT iziclude' retail customers, investor and 'municipally owned electric utilities, rural 
electric co-operatives, river authorities, independent generators, power marketers'and retail electric providers.  
The ERCOT markei operaies under the reliability standards set by the North American Electric Reliability 
Council. The Texas Utility Commission has primary jurisdiction over the ERCOT market to ensure the 
adequacy and reliability of.electricity across the state's main interconnected'p~ver grid. For information 
regarding ERCOT systems problems and, delays, please read "Manageniefit's' Discussion and Analysis of 
Financial Condition and Results of Operations - Certain Factors Affectirig Our Future Earnings - Factors 
Affecting the Results of Our Retail Enfergy Operations -- Operational Risks" in Item 7 of this Form 10-K.  

As part of the change to a single ýonrtrol area, ERCOT initially established three congestion zones: north, 
west and south. These congestion zones are determined by physical constraints on the ERCOT transmission 
system that make it difficult or impossible at times to move power from a zone on one side of the constraint to 
the zone on the other side of the constraint. ERCOT will perform an iinnual analysis of the transmission 
capability and constrainti in ERCOT to determine if changes 'to the 'congestion zones are required. Any 
required changes will take effect January I of the following year. Such an analysis was performed in the fall of 
2001 and as a result, ERCOT wiýs reorga'nized into four congestion zones on January 1, 2002. The current 
zones are north, south, west and Houston. In addition, ERCOT conducis annual and monthly auctions of 
Transmission Congestion Rights (TCR) which provide the entity ownin"g TRs the ability to financially 
hedge price differences between zones' (basis risk). Entities are currently limited to owning a maximum of 
25% of the available TCRs. Thle transmiiission and distribution, generation and retail load that were formerly 
conducted under or served by Reliant Energy HL&P are predominately in the Houston zone. For additional 
information regarding these operations, please read "- Transmission and Distribution," and "- Generation" 
in Item 1 of this Form 10-K. For additional information regarding the retail load obligations of our Retail 
Energy business segment, please read "Retail Energy - Retail Energy Supply" in Item 1 of this Form 10-K.  

Transmission and Distribution 

All of the transmission and distribution operating properties in our Electric Operations business segment 
are located in the State of Texas. Our transmission system carries electricity from power plants to substations 
and from one substation to another. These substations serve to connect the power plants, the high voltage 
transmission lines and the lower voltage distribution lines. Unlike the transmission system, which carries high 
voltage electricity over long distances,'distribution lines carry lower voltage power from the substation to 
customers. The distribution system consists of primary distribution lines, transformers, secondary distribution 
line's and service wires.  

Under the Texas Electric Restructuring Law, our T&D Utility cannot buy or sell electricity (except for 
its own consumption) and thus is no longer subject to commodity risk. Rates for the T&D Utility will continue 
to be set by the Texas Utility Commission, and we will be allowed to provide services under approved tariffs.  
Pursuant to the Texas Electric Restructuring Law, the Texas Utility Commission issued an order (Docket 
No. 22355) setting rates for the T&D Utility, which became effective on January 1, 2002. In our appeal of 
certain iaspects of the order, the Travis County District Court generally upheld the Texas Utility Commission's 
order. We may appeal the district court's decision in the Texas Court of Appe'ls, but have not yet filed such 
an appeal. For additional information regarding those rates, please read "Regulation- State and Local 
Regulations - Texas !- Electriý Operations - Rate Case" in Item 1 of this Form 10-K.  

Historically, Reliant Energy HL&P paid the incorporated municipalities in its service territory a franchise 
fee based on a formula that was 'usually' a percentage of revenues received from electricity sales for 
consumption within each municipality. Since January 1, 2002, the T&D Utility has become responsible for 
Reliant Energy HL&P's obligations under these franchise arrangements. Pursuant to the Texas Electric
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Restructuring Law, the franchise fee payable by the T&D Utility to each municipality is based on the 

megawatt hours (MWh) delivered to customers within each municipality in 2002 and beyond. The amount 

per MWh payable by the T&D Utility is based on the franchise fees paid and the MWh consumed W'ithin each 

municipality in 1998. We expect the franchise fees payable by the T&D Utilityto remain- consistent wvith the 

fees paid by Relianit Energy HL&P; however, -the new fees could be higher if electricity sales'increase. The 

T&D Utility would be able to adjust its rates to recover such an increase only through'a eneral T&D Utility 

rate case in which all of its expenses and revenues were subject to review: 

Electric!Lines - Overhead. As of December 31, -2001, we owned 25,998 pole. miles of overhead 

distribution lines and 3,606 circuit miles of overhead transmission lines, including 452 circuit miles operated at 

69,000 volts, 2,095 circuit miles operated at 138,000 volts and 1,059, circuit miles operated at 345,000 volts.  

Electric Lines - Underground. As of December 31, 2001, we owned 12,701 circuit miles of under

ground distribution lines and 15.6 circuit miles of underground transmission lines, including 4.5 circuit miles 

operated at 69,000 volts and 11.1 circuit miles operated at 138,000 volts. o 

Substations. As of December 31, 2001, we owned 223 major substation sites (252 substations) having 

total installed rated transformer capacity of 64,783 megavolt amperes.  

Generation 

As of December 31, 2001, we owned and operated thiough our Texas generation business 12 power 

generating stations-(62 generating units) with a net generating capacity of 14,095 megawatts (MW), 

including a 30.8% interest in the South Texas Project Electric Generating Station (South Texas Project). The 

South Texas Project is a nuclear generating station with two 1,250 MW nuclear generating units. For 

additional information regarding the South Texas Project, please' read Note 6 to our 'consolidated financial 

statements. Aftei the Restructuring, our Texas generation business will be owned by Texas Genco. Effective 

January 1, 2002, our Texas generation business will be reportea separately as a new business'segmeht, Electric 

Generation. Beginning January 1, 2002, our Texas generatiori'business has been operated as an independent 

power producer, with output sold at market prices to a variety of purchasers, which include Reliant Resources 

and its subsidiaries. Because of this change, historical operating data, such as demand and fuel data,-may not 

accurately, reflect the operation of this business subsequent to December 31, 2001.  

The Texasm iarket currently has a surplus of generating capacity, which helps to facilitate 'a'competitive 

wholesale market. Generators in ERCOT added 6,925 MW of new capacity in 200 1. Due to the large quantity 

of generation built recently, it is anticipated that the wholesale market in Texas will be extremely competitive 

for the next three to five years.  

The table below contains information regarding the system capability at peak demand of our generation 

facilities, which, during the periods shown, were dedicated to providing generation for Reliant Energy HL&P's 

service territory. Sales of electricity by our Electric Operations business segment during the summer months 

have generally been higher than sales during other months of the year due to the reliance on air conditioning 

by customers in Houston and in other parts of Reliant, Energy HL&P's service territory.  
Installed Firm 

Net Purchased Calculated 
'Capability ,o Power Total Net Maximum Hourly . % Change Reserve 

At Peak Contracts Capability Firm Demand --t - ' From Margin 

Year " ' (MW) '- (MW) " (MW) Date', - MW(l)(2) PriorYear '(%)(3) 

1997 .............. - 13,960 445 14,405 August 21 12,246 4.7 ' 17.6 

1998 .............. 14,040 320 ' 14,360' August 3 13,006' " '6.2 10.4 

1999 .............. 14,052 320 14,372 August 20. 13,053 0.4 10.1 

2000 .... .......... 14,040 770(4) - 14,810, ',September.5 14,569 11.6 1.7 

2001 ............... .. 14,040 320 14,360,' August 17 13,228 (9.2) 8.6
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(1) Excludes loads on interruptible service tariffs, residential direct load control and commercial/industrial 
load cooperative capability. Including these loads, th6 maximum hourly demand served was 14,272 MW 
in 1998, 14,642 MW in 1999, 15,505 MW in 2000 and 14,210 MW in 2001.  

(2) Maximum hourly firm demand in 1998 and 2000 was influenced by'customer growth and hotter than 
normal weather at the time of the system peak. The extremely hot wvathei conditions at peak periods in 
Reliant Energy HL&P's service area during the summer of 2000' increased system peak load by 
approximately 1,100 MW.  

(3) At any given time we have the ability to enter, and have entered, into non-firm contracts for purchased 
power on the spot market within ERCOT, to provide additional total capability. The addition of 
6,925 MW of capacity in ERCOT in 2001, during which we experienced normal weather conditions, 
resulted in ERCOT reserve margins of 28%, significantly more than the 15% ERCOT minimum 
requirement. Although.ERCOT, historically has set operating reserve margins for its participants in the 
Texas market, ERCOT is in the process of reviewing its reserve margin protocols as a result of changes in 
the Texas market since the implementation of the Texas Electric Restructuring Law. In order to assure 
capacity to meet future demand requirements, both ERCOT and the Texas Utility Commission are 
reviewing procedures which would require market participants to provide adequate planning reserves.  

(4) Includes 450 MW of firm capacity purchased to meet peak demand.  

Facilities. The assets in our Texas generation business are described in the table below.  
Net Generating 
Capacity as of 

December 31, 2001 
Generation Facilities (in MW) Dispatch Type(l) Primary/Secondary Fuel 

W. A. Parish(2) ......... 3,661 Base, Inter, Cyclic, Peak Coal/Gas 
Limestone(3) ............ 1,532 Base Lignite 
South Texas Project(4) ... 770 Base Nuclear 
San Jacinto(5) ............ 162 Inter Gas 
Cedar Bayou............. 2,260 Inter Gas/Oil 
P. H. Robinson ........... 2,213 Inter Gas 
T. H. Wharton ............ 1,254 Cyclic, Peak Gas/Oil 
S. R. Bertron ............ 844 Cyclic, Peak Gas/Oil 
Greens Bayou ............ 760 - Cyclic, Peak Gas/Oil 
Webster ................. 387 Cyclic, Peak Gas 
Deepwater ............... 174 Cyclic, Peak Gas 
H. 0. Clarke ............ 78 Peak Gas 

Total ............... 14,095 

(1) The designations "Base," "Inter," "Cyclic" and "Peak" indicate, whether the units at the stations 
described are base-load, intermediate, cyclic or peaking units, respectively.  

(2) The capacity of the W.A. Parish facility was uprated from 3,606 MW to 3,661 MW on November 1, 
2001.  

(3) The capacity of the Limestone facility was uprated from 1,532 MW to 1,'612 MW on January 1, 2002.  
(4) We own a 30.8% interest in the South Texas Project electric generating station, a nuclear generating plant 

consisting of two 1,250 MW generating units.  
(5) This facility is a "cogeneration" facility. Please read the discussion below.  

Power generation facilities can generally be categorized by their variable cost to produce electricity, 
which determines the order in which they are utilized to meet fluctuations in electricity demand. The largest 
component of variable cost is fuel cost. "Base-load" facilities are those that typically have low fuel costs to
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generate electricity and provide power at all times. Base-load facilities are used to satisfy the base level of 
demand for power, or "load," that is not dependent upon time of day or weather. "'Peaking" facilities generally 
have the highest fuel costs to generate electricity and typically are used only during periods of highest denmand 
for power. "Intermediate" and "cyclic" facilities have cost and usage characteristics in between those of base
load and peaking facilities. Cyclic facilities generally operate with frequent starts and stops,' and gene-rally at 
lower efficiencies and higher operating costs than base-load plants. The various tiers of base-load, intermedi
fite, cyclic and peaking facilities serving a particular regi6 h are often referred to as the "supply curve" or 
"dispatch curve" for that region. Power generation facilities can also be categorized as "cogeneration" 
facilities. 'Cogeneration 'is the combined pioduction' of steam and "electricity ýifi a generation facility.  
Cogeneration facilities typically operate at base load and higher thermal efficiency thari other forms of fossil
fuel-fired generation 'facilities. " 

For information regarding the possible impairment for accounting purposes of, these' jeierating assets 
after the transition to market based rates and the recovery of these amaounts, please read Notes 2(e)'and 4(a) 
to our consolidated financial statements.  

Market Framework. Historically, most power generation ,in Texas came from integi't~d utilitieIs and 
was sold to retail customers at regulated rates. However, since 1996, independent power prodticers have been 
permitted ,to sell their entire load of electricity, capacity and ancillary services to vwhblesale purchasers at 
unregulated rates. Since January 1, 2002, any Wholesale producer of electricity that qualifies as i "powver 
generation company" under the Texas Electric Restructuring Law and that can access the ERCOT.electri6 
grid is allowed to sell power in the Texas market at unregulated rates. Transmission' capacity, which may be 
limited, is needed to effect power sales. In the Texas market, buyers ýand sellers may negotiate bilateral 
wholesale capacity, energý and ancillary seivices contracts: Also, companies or business units whose power 
generation facilities were formerly part of integrated utilities, like our Texas generation business, must auction 
entitlements to 15%'of their capacity as described below. Furthermore, buyers and iellers'may participate in 
thespot market. 

Q Operations and Capacity Auctions'Generally. 'Since January 1, 2002, we have operated our Texas 
generation business solely in the wholesale rnarket.'We are requuired by the' Teidas Eleccfric Restruciuing'Law 
to auction 15%'of the capacity of our Texas generation business and by the master seia'ration agreement to 
auction the remainder of the capacity of our Texas generation business. We inay satisfy these capacity auction 
obligatiohs 'eithr ,by,'producing electricity in our own powei'i lants * by, purchasing'power in wholesale 
,transactions: Our auction products'are only entitlements to capacity dispatched from base, intermediate, cyclic 
"or peaking Uinits and do not convey a right to receive pow'er from a particular unit. This enables us to dispatch 
our commitments in the most cost-effective manner, but also exposes us to the risk that, dep~ndirig upon'the 
availability of our units, we could be required to supply energy from a higher cost unit, such as an intermediate 
-unit, to meet an obligation for lower cost generation, such as base-load generation or to obtain the energy on 
the open market. In addition, from time to time, we may be required to purchase power from qualifying 
facilities under the Public Utility Regulatory Policies Act of,1978 (PURPA). Forinformation about 
purchased power obligations, -please read "--Fuel and Purchased Powei - Purchased Power Supply" in 
Item I of this Form 10-K... . ' ., .. ' 

Revenues from capacity auctions come from two sources: capacity payments and fuel payments. Capacity 

payments are based on the final clearing prices, in'dollar'peri kilow-a-tt-month, deterinined duringithe auctions.  
We bill for these payments on a monthly basis just prior to the month of the entitlement. Fuel payments 
consist of a variety of charges related,to the fuel and ancillary services scheduled through the auctioned 
.products. We-invoice forthese fuel payments on a monthly basis in arrears. Please read "-Fuel and 
Purchased Power" in Item I of this Form 10-K. 

Sta-te'Mandated (jCacta, Auctions. Under-the Texas Electric Restiiicturing'L*i', each power generator 
that is unbundled from an integrated electric utility in Texas, including oui Texas generation business," is 

-required to sell at auction 15% of the output of its installed generating capacity, (state mandated auctions).  
This obligation to conduct state mandated auctions will continue until January 1, 2007, unlessbefore that date 
the Texas Utility Commission determines that at least 40% of the electric power consumed beforethe onset of
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competition by r~sidential and small commercial customers in the T&D Utility's service area is being served 
by retail electric providers not affiliated or formerly affiliated-with us as an integrated utility. The Texas Utility 
Commission has determined Reliant Resources is our affiliate and will be an affiliate of Texas Genco for this 
purpose. Reliant Resources is not permitted under the Texas Electric Restructuring Law to purchase capacity 
sold by us or by Texas Genco in' the state mandated auctions.  

The products we are, and Texas Genco will be, required to offer in the state mandated auctions are 
determined by rules adopted by the Texas Utility Commission. The aggregate products sold under the state 
mandated auctions consist of 700 MW of base-load, 875 MW of intermediate, 400 MW of cyclic and 150 MW 
of peaking capacity. These products are sold in the form of "entitlements,,' which consist of obligations to 
provide 25 MW of capacity for terms of one month, one year and two years. Texas Utility Commission rules 
require 50% of available auctioned products to consist of one-month entitlements, 30% to consist of one-year 
strips and 20% to consist of to-y~ar strips. Purchasers of products offered in the state mandated auctions may 
resell them to third parties other than an affiliated retail electric provider.  

Contractually Mandated Capacity Auctions. Pursuant to the master separation agreement, and subject 
to the permitted reductions described lVelow, we are, and Texas Genco will be, contractually obligated to 
auction to third parties, including Reliafit Resources, all of tlhe capacity and related ancillary services available 
in excess of amounts included in th6 state mandated'auctions until the date on which the Texas Genco Option 
either is exercised or expires (cointractually mandated auctions). We and Texas Genco are permitted to 
r&Iduce the amount of capacity sold in the contractually mandated auctions by the amount required to'satisfy: 

• our operational requirements associated with the capacity sold pursuant to the Texas Utility Commis
sion rules, including the rules associated with state mandated auctions and the price to beat; or 

• our obligations to another party under an existing spinning reserve service agreement.  

Texas Utility Commission rules do not restrict the types of products we and Texas Genco may offer in the 
contractually mandated auctions. Therefore, we set the terms of the products offered in these auctions. We 
structure the products in the contractually mandated auctions to correspond with operating characteristics of 
the underlying generating units, such as heat rates and minimum 1ad levels. Pursuant to the master 
separation agreement, Reliant Resources is entitled to purchase, prior to our submission of capacity to auction, 
50% (but not less than 50%) of, the capacity we have available to auction in the contractually mandated 
auctions at the prices bid by' third parties in the contractually mandated auctions. Whether or not Reliant 
Resources exercises this right, Reliant Resources may submit bids to purchase in the contractually mandated 
auctions as well 

Initial Auctions. We conducted state mandated auctions in September 2001 and March 2002. and 
contractually mandated auctions in October and December 2001 and March 2002. Excluding reserves for 
planned and forced outages, as a risult of these auctions, our Texas generatibn business has sold entitlements 
to all of its capacity through August 2002, an average of 72% per month' of its capacity through December 
2002 and 10% of its capacity for each month in 2003. In the contractually mandated auctions held so far, 
Reliant Resources has purchased, on average, 72% per month of the 2002 capacity sold by us and 58% per 
month of our 2003 capacity sold in the auctions. These purchases have been made either through the exercise 
by Reliant Resources of its contractual rights or thirough the submission of bids.  

The capacity auctions were consummated at market-based prices that are substantially below the 
'hi'storical regulated return on the" facilities in our Tex'as generation businiess. The Texas Electric Restructuring 
t.aw provides for the redov~ry in a "true'-up" proceeding of any difference' between market power prices 
received in the capacity auctions and the Texas Utility Commission's earlie estimates of those market prices.  
For additional information regarding the capacity auctions and the related true-up proceeding, please read 
Note 4 to our consolidated financial statements.  

We intend to cdnduct an auction in July 2002 to sell the remaining available capacity for September 
through December 2002. Beginning in September 2002, we intend to hold auctions to sell remaining capacity 
for the year 2003.
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Fuel and Purchased Power 

We rely primarily on natural gas, coal and lignite to fuel the facilities in our Texas generation business.  

For information regarding our fuel contracts, please read Note 14(a) to our consolidated financial statements.  

The 2000 and 2001 historical energy mix for our Texas generation business is set forth below. These figures 

represent the generation and purchased power used to meet system load and for off-system sales: 
Historical 

Energy 
Mmix(%) 

2000 2001 

Natuial gas .................................... 37 ' 25 

Coal and lighite .................................................. 35 32 

N uclear ..................................................... ...... ...... , 8 

,Purchased power ............................ ............................ 20 35 -

Total ........................................................... 100 100 

As a result of new air emissions standards imposed by federal and state law, we anticipate longer plant 

outages in 2002 and higher levels of plant maintenance in 2003 and subsequent years associated with the 

installation of environmental equipment on our generating facilities. These factors could affect the fuel mix of 

our Texas generation business. We anticipate that the capital investment incurred through May 2003 to 

comply with these air emissions requirements will be recoverable tthrough the Texas Utility Commission's 

determination of stranded costs. Please read "- Environmental Matters" in Item 1 of this Form 10-K and 
Note 4 to our consolidated financial statements. 

Through Deýember 31, 2001, the Texaý Utility Commission'provided for the recovery of most fuel and 

purchased powe 'costs from customers through a fixed "fuel factor included in electric rates. Following the 

transition to retail competition in January 2002, the energy sales of our Texas generation business are based on 

the generation capacity entitlement auctions described above. Power generated from the intermediate, cyclic 

or peaking entitlements in the capacity auctions includes a fuel cost component that is tied to the indexed cost 

of gas, reducing the risk associated with the price of gas for our Texas generation business. Successful bidders 

in these auctions are able to dispatch energy from their entitlements within the operational constraints of the 
generating units supporting the capacity entitlement product they purchased. Under the terms of the capacity 

auctions, successful bidders are required to absorb the corriesponding fuel cost for the energy,dispatched so 

that, in effect, we will recover our dispatch-based fuel costs from these bidders. For additional information 
regarding our ability to recover these, costs from customers before and after the in6ception of retail electric 
competition, please read "Regulation - State and Local Regulations - Texas - Electric Operations - The 
Texas Electric Restructuring Law" in Item 1 of this Form 10-K and Note 4(a) to our consolidated fir~ancial 
statements.• , • "" ' '' '• ": ' 

Natural Gas Supply. We obtain our long-term natural-gas supply under contracts with El Paso 

Merchant Energy-Gas L.P., HPL Resources Company and Kinder Morgan Texas Pipeline, Inc. Our contract 
with Kinder Morgan is nearing the end of its term and we are in the process of negotiating another l6ng-term 
contract with them, which we expect to sign in the second quarter of 2002. Substantially all of our long-term 

natural gas'supply cofitracts contain pricing provisions based on flu-ctuating somarket prices. In 2001, 6 1 % of 

the natural gas requirements- for our' Texas"genemition business was purchased under these'long-term 
contracts, including 34% under the contract with Kinder Morgan. The 'remaining '39% of 'natural gas 

requirements in 2001 was purchased on the spot market. Based on current market conditions, we believe we 

will be able to replace the supplies of natural gas 'oierel under oir long-tejri contracts when they expire with 
gas purchased on the spot market or under new longj-trim o'r short-term contracts if we continue to own Texas



Genco after 2004. The natural gas consumption and cost information for our Texas generation business in the 
year 2001 was as follows: 

2001 average daily consumption ............................... 535 Bbtu (1) 
2001 peak daily consumption ................................. 1,282 Bbtu 
Average cost of natural gas ................................... $ 4.23 per MMBtu (2) 

(1) Billion British thermal units (Bbtu).  

(2) Compared to $3.98 per million British thermal units (MMBtu) in 2000 and $2.47 per MMBtu in 1999.  

Our natural gas requirements are generally more volatile than our other fuel requirements because we use 
natural gas to fuel intermediate, cyclic and peaking facilities and other more economical fuels to fuel base-load 
facilities. Although natural gas supplies have been sufficient in recent years, available supplies are subject to 
potential disruption due to weather conditions, transportation constraints and other events. As a result of these 
factors, supplies of natural gas may become unavailable from time to time or prices may increase rapidly in 
response to temporary supply constraints or other factors. In 2001, prices for natural gas became more volatile 
due to market conditions.  

Coal and Lignite Supply. We purchased approximately 80% of the fuel requirements for our four coal
fired generating units at our W.A. Parish facility under two fixed-quantity, long-term supply contracts with 
Kennecott Energy. Kennecott Enirgy supplies subbituminous coal un der these contracts from mines in the 
Powder River Basin of Wy6ming.' The first of these contracts is scheduled to'expire in 2010, and the second is 
scheduled to expire in 2011. The price for coal is fixed under one of these contracts through the end of 2002, 
after which the price will be tied to spot market prices. The price for coal under the second contract was 
approximately three times greater than the spot market prices for coal as of December 31, 2001. We 
purchased our remaining coal requirements for the W.A. Parish facility under short-term contracts. We have 
long-term rail transportation contracts with the Burlington Northern Santa: Fe Railroad Company and the 
Union Pacific Railroad Company to transport coal to the W.A. Parish facility.  

We obtain the lignite used to fuel the two generating units of the Limestone facility from a surface mine 
adjacent to the facility. We own the mining equipment and facilities and a portion of the lignite reserves 
located at the mine. Duringdthe first six months of 2002, we will obtain our lignite requirements under a long
term, cost-plus agreement witli Westmoreland Coal Company. We expect to blend petroleum coke with 
lignite to fuel the Limestone' facility in this period. Beginning July 2002, we will obtain our lignite 
requirements under an agreement with Westmoreland Coal Company at a fixed price determined annually 
that results in a cost of generation at the Limestone facility equivalent to the cost of generating with Wyoming 
coal. We expect the lignite reserves will be siufficient to provide all of the lignite requirements of this facility 
through 2015.  

During 2000, we conducted a successful test bum of Wyoming coal at the Limestone facility. We 
anticipate using a blend of lignite and Wyoming coal to fuel the Limestone facility beginning in July 2002 as a 
component of our nitrogen oxides (NOx) control strategy. A fuel unloading and handling system is being 
installed at the Limestone facility to accommodate the' delivery of Wyomiiig coal. We expect to obtain 
Wyomin'g coal and rail transportation services through spot and long-term market-priced contracts.  

Nuclear Fuel Supply. The South Texas Project satisfies its fuel supply requirements by acquiring 
uranium concentrates, converting uranium concentrates into uranium hexafluoride, enriching uranium 
hexafluoride and fabricating nuclear fuel assemblies.  

We are a party to numerous contracts covering a portion of nuclear fuel needs of the South Texas Project 
for uranium, conversion services, enrichment services and fuel fabrication. Other than a fuel fabrication 
agreement that extends for the life of the South Texas Project plant, these contracts have varying expiration 
dates, and most are short to medium term (less than seven years). Management believes that sufficient 
capacity for nuclear fuel supplies and processing exists to permit normal operations of the South Texas 
Project's nuclear generating units.
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Purchased Power'Supply. Prior to January 1, 2002, Reliant Energy HL&P purchased power from 
various qualifying facilities 'exercising their rights under PURPA. These purchases were generally at the 

discretion of the qualifying facilities and' were made pursuant to a pricing methodology defined in tariffs 

apiproved by the Texas Utility Commnission and pursuant to agreements between Reliant Erery HL&P and 

the qualifying facilities. Reliant Energy HL&P purchased a total of 16.4 million MWh and 19 million MWh 

from qualifying facilities in 2000 and 2001, respectively. Reliant Energy HL&P terminatefd all but twvo of its 

agreements with the qualifying facilities in 2001,pursuant to'the terms of the agreements. The remaining two 
agreements expire March 31, 2005. The rights and obligations under the two remaining agreements will be 

assigned to Texas Genco in the Restructuring if they are not assigned to third parties.  

- As aresult of the separation of Reliant Energy HL&P's utility functions, the T&D Utility will not be 

subject to PURPA-and the Texas Utility Commission-approved tariffs in place before January 1, 2002 will no 
longer be effective. However, our Texas generation business and the retail electric providers under Reliant 
Resources will remain subject to PURPA. On January 23, 2002, certain qualifying facilities, including 
tiualifying facilities that have traditionally delivered lower to Reliant'Energy HL&P,'filed an enforcement 
action 'with! the Federal Energy Regulatory Coinmission (FERC) seeking to force the Texas Utility 

Commission' to implement PURPA for Texas entities subject to PURPA (FERC Docket No. EL02-55). On 

February 15, 2002, FERC filed notice of its intention not to act on this enforcement action. These qualifyini 
facilities ha~e' the right to appeal this decision in federal court. In 'th'e 'meantime, the' Texas Utility 

Commission is in the midst of a rulemaking proceediig to6 determine whether it has the atithority to regulate 
the PURPA obligations of any entity and, if so, how such entity will implement its obligations, including a 

methodology for pricing of these purchases. We anticipate that this rulemakirig 'will conclude in the secorid 
quarter of 2002. The proposed rule published by the Texas Utility Commission does not apply to Texas 
generation businesses. If the final rule is the same mii this respect, our Texas genei'ation business will self
implement its PURPA obligations and will not be required to seek approval of its pricing method6logy from 
the Texas Utility Commission.  

Competition 

The T&D Utility's operations are regulated by the Texas Utility Commission and are conducted within 

its service territory pursuant to a Certificate of Convenience and Necessity issued 'by the Texas Utility 
Commission In order for another provider of transmission and distribution services to provide such services in 

the T&D Utility's territory, it would be required to obtain a Certificate of Convenience and Necessity in 
proceedings before the Texas Utility Commission. Our Texas generation business cominetes with other poýi'er 
generation companies, including the now-unregulated generating facilities of other electric utilities, indepen
dent power producers who own generation facilities for the purpose of selling power in wholesale markets and 
power produced by cogenerators and other~qualified facilities.,Due to the large quantity, of generation built 

recently in ERCOT, it is anticipated that the wholesale power market in Texas in which our Texas generation 
business competes will be exitremely compeItitive for the next three to five years.  

Please read "Electric Operations - ERCOT Market Framework" in Item 1 of this Form 10-K and 
"Management's Discussion and Analysis of Financial Condition and Results of Operations -,Certain Factors 

Affecting Our Future Earnings - Factors Affecting the Results of Our Electric Operations" in Item 7 of this 
Form 10-K, which sections are incorporated herein by reference.  

NATURAL GAS DISTRIBUTION 

Oiur Natural Gas Distribution business segment consists of intrastate natural gas sales to, an-d natural gas 
transportation for,'resideintial, 'e omniercial and industrialcusto miers in Arkiansas, Louisiana,' Minnesota, 

"Mississippi, Oklahoma and Texras and some non-iate'regl.ted retail gas m.arke.t.g.p'rations..  

We conduct" intrastate natural gas sales t6,'and natural gas transportation for, residential, commercial and 
industrial cu'stomers through three uhiricorlorated divisions of RERC Corp.: Arkia, Entex and Minne-asco.  
These operations are regulated as gas utility operations in the'j-irisdictions served by 'these divisions.
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"* Arkla. Arkla provides natural gas distribution services in over 245 communities in Arkansas, 
Louisiana, Oklahoma and Texas. The largest metropolitan areas served' by Arkla are Little Rock, 
Arkansas and Shreveport, Louisiana. In 2001, approximately 65% of Arlda's total throughputwas 
attributable to retail sales of gas and approximately 35% was attributable to transportation services.  

"* Entex. Entex provides natural gas distribution services in over 500 communities in Louisiana, 
Mississippi and Texas. The largest metropolitan area served by Entex is Houston, Texas. In 2001, 
approximately 97%/ of Entex's total throughput was attributable to retail sales of gas and approximately 
3% was attributable to transportation services.  

"* Minnegasco. Minnegasco provides natural gas distribution services in over 240 communities in 
Minnesota. The largest metropolitan area served by Minnegasco is Minneapolis, Minnesota. In 2001, 
approximately 97% of Minnegasco's total throughput was attributable to retail sales of gas and 
approximately 3% wis attribiutable to transportation services.  

The demand for intrastate natural gas sales to, and natural gas transportation for, residential, commercial 
and industrial customers is seasonal. In 2001, approximately 62% of our Natural Gas Distribution business 
segment's total throughput occurred in the first and fourth quarters. These patterns reflect the higher demand 
for natural gas for heating purposes during those periods. For information about our plan to separate the 
operations of Arkla, Entex and Minnegasco among different business entities, please read "Our Business 
RERC Corp. Restructuring" in Item 1 of this Form 10-K.  

Commercial and Industrial Marketing Sales 

Our Natural Gas Distribution business segment's commercial and industrial marketing sales group 
provides comprehensive, natural gas products and services to commercial and industrial customers in the 
region from Southern Texas to the panhandle of Florida, as well as in the MidNvestern United States. In 2001, 
approximately 96% of total throughput was attributable to the sale of natural gas .ind'approximately 4% was 
attributable to transportation services. Typical customer contract terms for natural gas sales range from one 
day to three years. Our commercial and industrial marketing sales groups' operations may be affected by 
seasonal weather changes and the relative price of natural gas. In 2000, the commercial and industrial 
marketing sales group exited all retail gas markets in non-strategic areas of the Northeast and Mid-Atlantic, 
allowing us to focus resources and efforts in our core geographical areas of the 'Gulf South and Midwest.  

Supply and Transportation 

Arkla. In 2001, Arlda purchased approximately 53% of its natural gas'supply from Reliant Energy 
Services, 29% pursuant to third-party contracts; with terms varying from three months to one year, and 18% on 
the spot market. Arkla's major third-party natural gas suppliers in 2001 included Oneok Gas Marketing 
Company, Tenaska Marketing Ventures, Marathon Oil Company and BP Energy Company. Arkla transports 
substantially all of its natural gas supplies under contracts with our pipeline subsidiaries.  

Entex. In 2001, Entex purchased virtually all of its natural gas supply pursuant to term contracts, with 
terms varying from one to five years. Entex's major third-party natural gas suppliers in 2001 included AEP 
Houston Pipeline, Kinder Morgan Texas Pipeline, L.P., Gulf Energy Marketing, Island Fuel Trading and 
Koch Energy Trading. Entex transports its natural gas supplies on both interstate and intrastate pipelines 
under long-term contracts with terms varying from one to five years.  

Minnegasco. In 2001, Minnegasco purchased approximately 74% of its natural gas supply pursuant to 
term contracts, with terms varying from one to ten years, with more than 20 different suppliers. Minnegasco 
purchased the remai5ining 26% on the daily or spot market. Most of the natural gýs volumes under long-term 
contracts are committed underIterm's providing for delivery'during the winitir heating season, which extends 
from November through March. Minnegasco purchased approximately 67% of its natural gas requirements 
from four suppliers in 2001: Tenaska Marketing Ventures, Reliant Energy Services, Pan-Alberta Gas Ltd., 
and TransCanada Gas Services Inc. Minnegasco transports its natural gas supplies on various interstate 
pipelines under long-term contracts with terms varying from one to five years.
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For additional information regarding our ability to pass through changes in natural gas prices to our 
customers, please read "Management's Discussion -and Analysis of Financial Condition and Results of 
Operations - Certain Factors Affecting Our Future Earnings - Competitive and Other Factors -Affecting 
.RERC Operations - Natural Gas Distribution" in Item 7 of this Form 10-K.  

Arkla and Minnegasco use variouis leased or owned natural gas storage facilitiesl to meet jeak-day 
requirements and'to;ma~naie the" daily changes in -demand due td -cnges in weather...Minnegasc also 
supplements coniracted supplies and storage from time to time with stored liquefied natural gas and propane
air plant production. " 

. Minnegasco owns and operates a 7.0 billion cubic feet (Bcf) underground storage facility, having a 

working capacity of 2.1 Bcf available for use during a normal heating season and a maximum daily withdrawal 
rate of 50 million cubic feet (MMcf) per day. Minnegasco also owns ten propane-air plants with a total 
6al•city'of 191 MMcf p•'" day and on-site storage facilities for 11 million- galloiis of propane (1.0 Bcf gas 
equivalent). 'Mir•egasco owns a liquefied natural gas facility with'a 12 millioh-gallon liquefied natural gas 
storage tank (1.0 Bcf gas equivalent) with a send-out e'clability of 72 MMcf per day,., - ' I ' 

Although available natural gas supplies have exceeded demand for several years, currently supply and 
demand appear to be more balanced. Our Natural Gas Distribution business segment has sufficient supplies 
and pipeline capacity under contract to meet its firm custo'mer requirements.'However, from time to time, it is 
:possible for limited service dishrptions to occur due to weather conditions, transportation constraints and other 

eventsAs a result of these factors, supplies of natural gas ia'y become unavailable from time to time or prices 
,may increase rapidly in response to temporary 'supply cohstraints or other factors. . " 

-Assets 

As of December 31, 2001, we owned approximately 61,000 linear miiles of gas distiibtition 'mains, varying 
in size from o'ne-half inch to 24 inches in diameter. Generally, in each of the ciiies: towns and'rural areas 
served by our Natural Gas Distribution business segment, we own the underground gas mains and service 
lines, metering and regulating equipment located on customers' premises and the district regulating equipmerit 
necessary for pressure ,maintenance. With a few exceptions,; the. measuring stations at which we receive gas 
from our suppliers are owned, operated and maintained by others, and our distribution facilities begin at the 
outlet of the measuring equipment. These facilities, including odorizing equipment, are usually located on the 
land owned by suppliers.  

Competition 

Please read "Management's Discussion and Analysis of Financial Condition and Results of Operations 
,Certain Factors 'Affecting Our Future Earnings - Competitive and Other Factors Affecting'RERC Opera
tions - Natural Gas Distribution"'in'Item 7 of this Form 10-K, which secti6nis" incorporated herein by 
reference. , I - , a " a" 

PIPELINES AND GATHERING, 

Our Pipelines and Gathering business segmeiit operates two'interstate natural gas pipelines as ývell as gas 
gathering and pipeline services. Our pipeline operations are primarily 'conducted by two ýwholly owned 
interstate pipeline subsidiaries of RERC Corp., Reliant Energy Gas Transmission Company (REGT) and 
Mississippi River Transmission Corporation (MRT). Our gathering and pipeline services operations are 
conducted by a wholly owned gas gathering subsidiary, Reliant Energy Field Services, Inc. (REFS), and a 
wholly owned pipeline services subsidiary,'Reliant Energy Pipeline Services, Inc. (REPS). .. .  

Through REFS, we provide natural gas gathering and related services; including related liquids extraction 
.and other well operating services. As of December 31, 2001; REFS operated approximately 4,300 miles of 
gathering pipelines, which collect natural gas from more than 300 separate systems located in major producing 
.fields in Arkansas, Louisiana, Oklahoma and Texas. Through REPS, we provide pipeline project management 
and facility operation services to affiliates and third parties. - a
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In 2001, approximately 25% of our Pipelines and Gathering business segment's total operating revenue 
was attributable to services provided by REGT to Arkla, and approximately 10% of its total operating revenue 
was attributable to services provided by MRT to Laclede Gas Company (Laclede), an unaffiliated distribution 
company that provides naturalgas utility service to the greater St. Louis metropolitan area in Illinois and 
Missouri. An additional 20% of our Pipelines and Gathering business segment's operating revenues was 
attributable to the transpoitation of gas marketed by Reliant Energy Services. Our Pipelines and Gathering 
business segment provides se'rvice to Arkla arid Laclede under several long-term firm storage and transporta
tion agreements. REGT and Arkla ha ve ehtered into vari6us contracts for firm transportation in Arkla's major 
service areas that are currently scheduled to expire in 2005. In February 2002, MRT negotiated an agreenment 
to extend its existing service relationship with Laclede for a five-year period subject to acceptance by the 
FERC.  

The business and operations of our Pipelines and Gathering business segment Inay be affected by 
seasonal changes in the demand for natural gas, the relative price of natural gas in the Midcontinent and Gulf 
Coast natural gas supply regions and, to a lesser extent, general economic conditions.  

Assets 

We own and operate approximately 8,100 miles of gas transmission lines. We also own and operate six 
natural gas storage fields with a combined daily deliverability of approximately 1.2 Bcf per day and a combined 
working gas capacity of approximately 55.8 Bcf. REGT also owns a 10% interest, with Gulf South Pipeline 
Company, LP, in the Bistineau storage facility with 68.8 Bcf of working gas capacity and 1.1 Bcf per day of 
deliverability. REGT's storage capacity in the Bistineau facility is 18 Bcf (8 Bcf of working gas) with 
100 MMcf per day of deliverability. Most of our storage operations are in north Louisiana and Oklahoma. We 
also own and operate approximately 4,300 miles of gathering pipelines that collect gas from more than 
300 separate systems' located in major producing fields in Arkansas, Louisiana, Oklahoma and Texas.  

Competition 

Please read "Management's Discussion and Analysis of Financial Condition and Results of Operations 
Certain Factors affecting Our Future Earnings - Competitive and Other Factors Affecting RERC Opera
tions - Pipelines and Gathering" in Item 7 of this Form 10-K, which section is incorporated herein by 
reference.  

WHOLESALE ENERGY 

Our Wholesale Energy business segment, which is conducted through Reliant Resources, provides energy 
and energy services with a focus on the competitive wholesale segment of the United States energy industry.  
We acquire, develop and operate electric power generation facilities that are not subject to traditional cost
based regulation and therefore can generally sell power at prices determined by the market, subject to 
regulatory limitations in certain regions. We also trade and market power, natural gas, natural gas 
transportation capacity and other energy-related commodities and provide related risk management services.  
Our Wholesale Energy business segment will remain with Reliant Resources in the Separation and will not be 
part of our business after the Distribution.  

Power Generation Operations 

As of December 31, 2001, 1our, Wholesale Energy business segment, owned or leased electric power 
generation facilitiei 'vith ati aggregate net generating capacity of 11,109 MW located in five regions of the 
United States. We also had 3,587 MW. (3,391 MW, net of 196 MW to be retired upon completion of one 
facility) of net generating capacity under construction as of that date. In addition, by acquiring Orion Power 
Holdings, Inc. (Orion Power) in February 2002, we added 81 power plants with an aggregate net generating 
capacity of 5,644 MW and two devel6iTment projects with an additional 804 MW of capacity under 
construction to our regional portfolios.
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The following table' describes our Wholesale Energy business segment's electric power generation 
facilities by region as of December 31, 2001.

Regional Summary of Our Generation Facilities 
,(As of December 31, 2001)

- I I-

Number of 
Generation 

Region' - Facilities(l) 

Northeast 
Operatiuig(3) .................. 21 

Under Construction (4) (5) (6) 1 

Combined ................... 22 
Midwest 

Operating ................... 2 

Under Construction(7) ........  

Combined ................... 2 

Southeast 
Operating(8) ................ 3 

Under Construction (5) (9) ..... I 

Combined ................... 4 
West 

Operating(7) ................ 7 

Under Construction ........... . 1 

Combined ................... 8 
ERCOT(10) 

Operating ................... I 
Under Construction (4) ........ ___ 

Combined ................... 1 
Total 

Operating ................... 34 

Under Construction ........... 3 

Combined ................... 37

Total Net 
Generating 

Capacity (MW) 

4,262
1,120 

5,382 

1,063 
154 

1,217 

979 
958 

1,937 

4,635 
548 

5,183 

170 
611 

781

Dispatch Type(2) ' ,Fuel Type 

Base,' Inter, Peak " Gas/Coal/Oil/Hydro 

Base, Inter, Peak' Gas/Oil/Coal

Peak 
Peak

Gas 
Gas'

Inter, Peak, CoGen Gas/Oil 
Base, Inter, Peak Gas/Oil

Base, Inter, Peak 
Base, Peak 

Base, CoGen 
Base, CoGen

Gas 
Gas 

Gas 
Gas

11,109 
3,391 

14,500

(1) Unless otherwise indicated, we own a 1007o interest in each facility listed.  

(2) We use the designations "Base," "Inter," "Peak" and "CoGen" to indicate whether the facilities 
described are base-load, intermediate, peaking or cogeneration facilities, respectively.  

(3) ,We lease a 100%, 16.67% and 16.45% interest in three Pennsylvyania facilities having 613 MW, 285 MW 

and 281 MW, respectively, through facility lease agreements having terms of 26.5 years, 33,75 years and 
33.75 years, respectively. ' , , 

(4) One'of our two construction projects in this regiond will !replace one of our existing facilities upon 
completion. Therefore, this project is not included 'in 'the facility coint for the "Under Construction" 
group of this region. ' ..  

(5) Our two coistru'ction projects in the Northeast region and one of our projects in ihe Southeast region are 

owned by off-balance sheet special purpose entities and are being constructed under construction agency 
agreements pursuant to synthetic leasing arrangements. We expect that we will lease these facilities 
from their owners upon completion. . -,: ' I I I
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(6) The 1,120 MW of net capacity under construction is based on 1,316 MW of capacity currently under 
construction less 196 MW of operating capacity that will be retired upon completion of one of the 
projects.  

(7) Five of the six generating units of one of the facilities in this region are operational while the sixth unit is 
under construction. This partially operational facility is included in the facility count for the "Operating" 
group of this region.  

(8) We own a 50% interest in one of these facilities. An independent third party owns the other 50%.  

(9) Two of the three generating units of one of the facilities in this region are operational while the third unit 
is under construction. This partially operational facility is included in the facility count for the 
"Operating" group of this region.  

(10) For information about the Texas Genco Option, please read "Reliant Energy's Relationship with Reliant 
Resources- Intercompany Agreements -Texas Genco Option Agreement" in Item I of this 
Form 10-K and Note 4(b) to our consolidated financial statements.  

The following table describes our Orion Power electric power generation facilities by region as of 
February 28, 2002.  

Regional Summary of Our Orion Power Facilities 
(As of February 28, 2002) 

Number of Total Net 
Generation Generating 

Region Facilities Capacity (MW) Dispatch Type(l) Fuel Type 

Northeast 
Operating(2) ............... 78 4,174 Base, Inter, Peak Gas/Oil/Coal/Hydro 
Under Construction ......... 2 804 Base, Inter Gas 

Combined ................. 80 4,978 
Midwest 

Operating .................. 3 1,470 Base, Inter, Peak Coal/Gas 
Total 

Operating(2) ............... 81 5,644 
Under Construction ......... 2 804 

Combined(2) .............. 83 6,448 

(I) We use the designations "Base," "Inter" and "Peak" to indicate whether the facilities described are base
load, intermediate or peaking, respectively.  

(2) Two hydro plants with a net generating capacity of approximately 5 MW are not currently operational.  

Northeast Region 

Facilities. As of December 31, 2001, we owned or leased 21 electric power generation facilities with an 
aggregate net generating capacity of 4,262 MW located in the control "aiea of PJM Interconnection, L.L.C.  
(PJM ISO), the iuidependent systemn'operator in the Pennsylvinia-New Jersey-Maryland market (PJM 
market). These facilities are owned or leased by subsidiaries of Reliant Energy Mid-Atlantic Power Holdings, 
LLC (REMA), a wholly owned subsidiary of Reliant Resources. The generating capacity of these facilities 
consists of approximately. 40% of base-load, 40% of intermediate and 20% of peaking capacity, and represents 
approximately 7% of the total generation capacity located in the PJM ISO's control area. For additional 
information regarding our acquisition of these facilities, please read Note 3(a) to our consolidated financial 
statements.  

By acquiring Orion Power in February 2002, we added 78 power generation facilities, of which 75 are 
currently operational, with an aggregate net generating capacity of 4,174 MW to our Northeast regional
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portfolio. These facilities include 70 hydroelectric facilities, of which 68 are currently operational, located in 
central and northern New York State, three facilities located in New York City, one facility located in East 
Syracuse, New York, and four facilities, three of which are currently fully, operatioiAi, located in Penn
sylvania. The generating capacity of these facilities consists of approximately 45% of base-load, 35% of 
iniermediate and 20% of peaking capacity. For a discussin, of factors that may affect the future earnings 
generated by these Orion Power facilities, please read "Management's Discussion and Analysis of Financial 
Condition and Results of Operations - Certain Factors Affecting Our Future Earnings - Factors Affecting 
the Results of Our Wholesale Energy Operations - Integration and Other Risks Associated With Our Orion 
Power Assets" and "--Uncertainty Related to .the New York Regulatory Environment" in Item 7 of this 
Form JO-K.  

" We have begfin construction on h 795 MW gas-fired base-load aiid intermediate facility located in 
Pennsylvania. We expect this facility will begin commeicial operaiion in the second quarter of 2003. We have 
also begun construction on a 521 MW coal-fired base-load facility, also located in Pennsylvania, that will 
replace one'6f our existing facilities. This facility will add 325 MW of additional'capacity to ouir Northeast 
iegional portfolio, net of the 196 MW of capkcity of the currently existing facility that will be'rdiired upon 
commencement of comimIercial operaiions -of the new facility. We expect this facility w'ill begin' commercial 
operation near the end 6f 2004. These'facilitiei are owned by off-balance'sheet special purp~se entities and are 
being constructed under the5 terms'of separate construction agencyagreements pursuant to synthetic leasing 
arrangements. Up6h `completion of the construction of these facilities, we expect that we' will lease these 
facilities from their owners, purchase or remarket each facility: For, additional, information iegarding the 
construction agency agreements, please read "Management's Discussion and Analysis of Financial Condition 
and Results of Operations - Liquidity and Cýpital Resources - Future Sourc6s and Uses of Cash - Reliant 
Resources-unregulated businesses--' Consolidated Sources -of Cash - Off-Balance Sheet Transactions 
Construction Agency Agreements" in Item 7 of this Form 10-K and Note 14 (1) to our consolidated financial 
statements. - ' , ' 

By acqiii-ing Orion 'Power in February 2002, we added 'two additional developm'ent projects with an 
additional 804 MW of capacity under construction. The first'project is the c6nstruction of a 550 MW gas-fired 
base-load facility located south of Philadelphia, Pennsylvania. We expeci this facility will begin cd'mmercial 
operaiiofi in the second quarter of 2002. The second project is the conversion and upgrade of a peaking facility 
located near downtown Pittsburgh, Pennsylvania. We expect this project will be c'onpleted bythe third 
quarterof 2002 and will increase the aggregate generating capacity of this facility by,254 MW to a total 
capacity of 308 MW. ' .  

Market Frahnework. We'cuFrently sell 'the power generated by'our Northeast i'egi`'nal facilities in the 
PJM mairketthe wholeiale energy market of the State of New York (New York wholesale market) operated 
by the New York Independent System Operator '(NYISO) and to buyers in adjacent powerrmark~ts, such as 
the region covered by the East Central Area Reliability Coordinating Counsel (ECAR-market). We also 
expect to sell power in a newly created extension of the PJM'm arket mi western Penrns'ylvania* (PJM West 
market). Each of the PJM Market, the NewYork wholesale market and the PJM West market operate as 
centralized power pools with open-access,'non-discriminatory transmission systems administered by indepen
dent system operators approved by the FERC. Although the transmission infrastructure within these markets 
is generally vell developed and independently operated,, transmission constraints exist between, and to a 
certain extent within, these markets. In particular, transmission of power from eastern Pennsylvania to western 
Pennsylvania and into New York City may be constrained from time to time. Depending on the timing and 
nature of transmission constraints, market prices may vary from market to market, or between sub-regions of a 
particular market. For example, as a result of transmission constraints into New York City, power prices are 
generally higher there than in other parts of the state.  

In addition to managing the transmission system for.each market, the respective independent syst 

operator for' each of,the PJM market, the New" York wholesale 'market and the' PJM West -market is 
responsible for maintaining competitive whole sale .markets, o perating the' spot wholesale energy market and 
determining the market clearing price based on bids submitted by participating generators in each market.  
Each independent system'op erator generally'matches sellers with buyers within a paiticular, market that meet
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specified minimum' credit standards. We sell capacity, energy and ancillary services into the markets 
maihtained by the applicable independent system operator for each of thes6 typ3es of products for both 'real
time sales and forward-sales for periods of up to one year. Our customers include the members of each market, 
consisting of municipalities, electric cooperatives, integrated utilities: transmission and distribution utilities, 
retail electric providers and power marketers. We also sell capacity, energy and ancillary services to customers 
in the Northeast'region under negotiated bilateral contracts. Bilateral contracts in addition to other physical 
and financial transactions enable us' t'o hedge a portion of our generation portfolio. For a more complete 
description of our hedging strategy and a summary of the consolidated hedge position of our United States 
generating assets (other than those in our Texas generation business, please read "Management's Discussion 
and Analysis of Financial Condition and Results of Operations -Certain Factors Affecting Our Future 
Earnings - Factors Affecting the Results of Our Wholesale Energy Operations -- Risks Associated with Our 
Hedging and Risk Management Activities" in Item 7 of this Form 10-K.  

Our markets' in the Northeast region are subject to constant and significant regulatory oversight and 
control and the results of our operations in the region may be adversely affected by any changes or additions to 
the current regulatory structure. Our sales into markets administered by the PJM ISO are governed by the 
PJM ISO's operating agreements, tariffs and protocols (PJM Protocols). The PJM Protocols provide the 
structure, rules and pricing mechanisms for the PJM ISO's energy, c~paciiy and ancillary services markets, 
and establish rates, terms and conditions for transmission service in the PJM ISO's control area and the PJM 
West market, including transmission congestion pricing. Wholesale energy prices in the markets administered 
by the PJM ISO arý currently capped at $1,000 per megawatt-hour. Lower caps are utilized in other regions 
and it is possible that this price cap might be lowered in the future.  

Our sales into markets administered by the NYISO are governed by the NYISO's tariff and protocols 
(NYISO Protocols). The NYISO Protocols provide the structure, rules and pricing mechanisms for the 
NYISO's energy, capacity and ancillary services markets, and establish rates, terms and conditions for 
transmission service in the NYISO's control area. The NYISO Protocols allow load to respond to high prices 
in emergency and' non-emergency situations. The lack of programs, however, to implement load response to 
prices has been cited as one of the priinary reasons for retaining wholesale energy bid caps, which are currently 
set at $1,000 per megawatt-hour. Lower price caps are utilized in other regions and it is possible that this price 
cap might be lowered in the future.  

A capacity market has been established by the NYISO that ensures that there is enough generation 
capacity to meet retail energy demand and ancillary services requirements. All power retailers are required to 
demonstrate commitments for capacity sufficient to meet their peak forecasted load plus a reserve require
ment, currently set at 18%. As an extra reliability measure, power retaileri located in New York City are 
required to procure the majority of thii'capacity, currently 80% of their peak forecasted load, from generating 
units located in New York City. Because New York City is currently short of this capacity requirement and 
the existing capacity is owned by only a few entities, a price cap has been instituted for in-city generators.  

For additional disciissi6n of the impact of current regulations on the markets in the Northeast region and 
the related risks of re-regulation, please read "- Regulation - Federal Energy Regulatory Commission" and 
"Management's Discussion and Analysis of Financial Condition and Results of Operations - Certain Factors 
Affecting Our Future Earnings - Factors Affecting the Results- of Our Wholesale Energy Operations 
Industry Restructuring, the Risk of Re-regulation and the Impact of Current Regulations" and "- Uncer
tainty Related to the New York Regulatory Environment" in Item 7 of this Form 10-K.  

Midwest Region 

Facilities. As of December 31, 2001, we owned two electric power generation facilities located in the 
State of Illinois with an aggregate net generating capacity of 1,063 MW in operation. One of these facilities is 
a 344 MW gas-fired peaking generati6n facility located in Shelby County, Illinois. The first phase of this 
facility was initially placed in comnie'rcial operation in June 2000 and the second phase was placed in 
commercial operati6n in May 2001. We also have an 873 MW gas-fired peaking generation facility under 
construction in Aurora, Illinois. As of December 31, 2001, five of the six generating units at this facility with
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an aggregate net generating capacity of 719 MW had been placed in commercial operation. We expect the 

remaining unit at this facility will begin commercial operation in the second quarter of 2002.  

By acquiring Orion Power in February 2002, we added three power generation facilities with an aggregate' 

net generating capacity of 1,470 MW to our Midwest regional portfolio. Tw•o of these faciliiies are located in 

Ohio and one is located in West Virginia. The generating'capacity of these facilities consists of approximately' 

50% of base-load, 15% of intermediate and 35% of peaking capacity. For a discussi'n'of te factors that may 

affect the future earnings generated by these Orion Power assets, please read "ManagemeAt's Discussion and 

Analysis of Financial Condition and Results of Operations - Certain Factors Affecting Our Future Earn

ings - Factors Affecting the ReSults of Our Wholesale Energy Operations - Integration and Other Risks 

Associated With Our Orion Power Assets" in Item 7 ofthis Form 10-K.  

Market Framework. We sell the power generated by our Midwest regional facilities into the ECAR 

market and the region covered by the Mid-America Interconnected Network Reliability Council (MAIN 

market). these markets include all or portions Iof the states of Illinois, Wisconsin, Missouri, Indiana, Ohio, 

Michigan, Virginia, West Virginia, Tennessee, Maryland and Pennsylvania. Thesi6 markets are currently in a 

state of transition and are in the process of establishing regiona'l transmission organizations (RTO) that would 

define the rules and requirements around which competitive wholesale markets in the region would develop.' 

The FERC' has approved proposals by the Midwest Independent System Operator' (Midwest ISO) to 

administer a substantial portion of the transmission facilities in the Midwest region. The FERC also has 

ordered the Alliance RTO, which had a separate proposal to be the RTO for parts of the Midwest region, to 

ekplore' joinirug the Midwest ISO. As a result, the finalmarket structure for the Midwest region remains 

unsettled. The timing of the development of RTO and the extent to which the Midwest ISO and the Alliance 

RTO would combinie is currently unknown. In addition,,some states within these markets have, restructured 

their electric power minrkets to competitive markets from traditional utility monopoly markets, while others 

have hot. Currently the transmission infrastructure in these markets is generally owned by non-independent 

market participants, some of which are our competitors, which has the potential to create market anomalies.  

Transmission constraints exist in these markets and have been managed by the owners of the transmission 

infr~astructure,'subjectto transmission tariffs and protocols regulated by the FERC., 

We currently sell power from our facilities in the Midwest region to customers under bilateral contracts 

that 'aie '-generally non-standard °•ith highly, negotiated terms and conditions.- Our customers include 

municipalities, electric ýoopeitives, integrated utilities, transmission and distribution utilities and power 

marketers. Direct customer sales, in addition to other physical and financial transactions enable us to hedge a 

pbrtion of our generation portfolio. For a more complete description of our hedging strategy and a summary of 

the consolidated hedge position of our United States generating assets, please read "Management's Discussion 

and Analysis of Financial Condition and Results of Operations - Certain Factors Affecting Our Future 

Earnings - Factors Affecting the Results of Our Wholesale Energy Operations - Risks Associated with Our 

Hedging and Risk Management Activities" in Item 7 of this Form 10-K.  

Florda and Other Southeasteirn Markets 

Facilities. :As of December 31, 2001, we owned, or owned interests in, three power generation facilities 
with an aggregate net generating capacity of 979 MW located in the states of Florida and Texas.-These 
facilities include one gas and oil-fired generation facility with an aggregite net generating capacity of 619 MW 
located near Titusville; Florida: This facility can be operated as either an intermediate or a peaking facility.  
We also own a 464 MW gas and oil-fired peaking generation facility in Osceola County, Florida. Two of the 
three generating uniits of this plant with an aggregate net •generating capacity, of 310 MW, commenced 
commercial operation in December 2001. We expect the remaining generating unit at this facility will begin 
commercial operation in the second quarter of 2002. In addition, we own a 50% interest in a 100 MW gas-fired 
base-load/cogeneration facility located in Orange, Texas. Air Liquide owns thý other 50% inteirest in this plant 
wvhich has been in commercial operation 'since Dae'ember 1999. ' 

We have begun construction on an 804 MW gas-fired intermediate/peaking-facility in Choctaw County, 

Mississippi. We expect this facility will begin commercial operation in the second quarter of 2003. This facility
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is being constructed under the terms of a construction agency agreement under a synthetic leasing 
arrangement. Upon completion of the construction of this facility, we will have the right to lease, purchase or 
remarket the facility. For additional information regarding the construction agency agreement, please read 
"Management's Discussion and Analysis'of Financial Condition and Reiults-of Operations - Liquidity and 
Capital Resources i- Future' Sources and Uses of Cash ' Reliant Resources-unregulated businesses 
Consolidated Sources of Cash - Off-Balance Sheet Transactions - Construction Agency Agreements" in 
Item 7 of this Form 10-K, and Note 14(1) to our consolidated financial statements.  

Market Framework. We currently conduct the majority of our Southeast regional operations in the state 
of Florida. The state of Florida, other than a portion of the western panhandle, constitutes a single reliability 
council and contains approximately 5% of the United States population. The transmission-owning utilities in 
Florida have proposed establishing an independent system operator to assume control of the transmission 
system and underiake to define~the rules and requirements for a competitive wholesale market. The timing of 
the development of an ind&endent system operator for the Florida market is currently unknown. Under its 
present structure, the Florida market is dominated by incumbent utilities. There are a number of statutory and 
regulatory restrictions that negatively impact the development of additional power generation facilities in the 
region.  

We currently sell power from our facilities in the Florida market under bilateral contracts that are non
standard and highly negotiated for terms and conditions. Until the rules for system operations are established, 
we expect limited trading opportunities will exist in the Florida market. The customers who participate in 
power transactions in this region include municipalities, electric cooperatives and integrated utilities. We sell 
capacity and energy to customers in the Florida market, however a market for ancillary services has not 
developed. Forward hedging of a portion of our Florida portfolio is generally accomplished through customer
tailored, multi-year sale agreements as no liquid, over-the-counter or auction markets currently exist in 
Florida. For a more complete description of our hedging strategy and a summary of the consolidated hedge 
position of our United States generation assets, please read "Management's Discussion and Analysis of 
Financial Condition and Results of Operations - Certain Factors Affecting Our Future Earnings - Factors 
Affecting the Results of Our Wholesale Energy Operations - Risks Associated with Our Hedging and Risk 
Management Activities" in Item 7 of this Form 10-K.  

With respect to our facilities in East Texas and Mississippi, several of the transmission-owning utilities in 
the Southeast region have formed the SETrans Grid Company (SETrans RTO) that they are proposing to 
serve as the region's RTO. The proposed SETrans RTO would manage, but not own, the transmission grid in 
the region and operate forward and spot markets for energy. The SETrans RTO has filed a status report with 
the FERC, but, has not filed tariffs or protocols and has not been approved as the region's RTO.  

West Region 

Facilities. As of December 31, 2001, we owned, or owhed interest's in, seven electric power generation 
facilities with an aggregate net generating capacity of 4,635 MW located in the states of California, Nevada 
and Arizona. These facilities include approximately 20% of base-load: 75% of intermediate and 5% of peAking 
capacity. Our facilities in the West region include five facilities with an aggregate net generating capacity of 
3,800 MW located in California. We also own a 50% interest in a 490 MW gas-fired, base-load, peaking 
facility located near Las Vegas, Nevada. Sempra Energy owns the other 50% interest in this plant. In addition, 
we own a 590 MW gas-fired, base-load, peaking generation facility in Casa Grande, Arizona. This facility was 
placed in commercial operation in the fourth quarter of 2001. We also have a 548 MW gas-fired, base-load, 
peaking generation facility under construction in Nevada. We expect this facility will begin commercial 
operation in the fourth quarter of 2003.  

Market Framework, Our West regional market includes the states' of Arizona, California, Oregon, 
Nevada, New Mexico, Utah and' Washington. Generally we sell the power generated by our California and 
Nevada facilities to customers located in the Los Angeles basin of southern California. We also sell power 
generated by our Nevada facility to customers located in southern Nevada. Our customers in these states 
include power marketers, investor-owned utilities, electric cooperatives, municipal utilities and the California
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Independent System Operator (Cal ISO) acting on behalf of load-serving entities. We sell power and 

ancillary services to these customers throilgh a combination of bilateral contracts anxd sales made in the Cal 

ISO's day-ahead and hou'r-ahead ancillary services' markets and its real-time energy market. The Cal ISO 

does'not currently miaintain a market for capacity;, however, a capacity market has recently been proposed by' 

the Cal ISO under its market"mitigation plan for the California market.  

We have agreed to sell up to 100% of the power generated by our Arizona facility to the Salt River 

Project Agricultural Improvement and Power District of the State of Arizona under a long-term power 

purchase agreement. Bilateral contracts, in addition to other physical and financial transactions, enable us to 

hedge aportion of our generation portfolio. For a more complete description of our hedging strategy and a 

summary of, the consolidated hedge position of our United States generating assets, please read ",Manage

ment's Discussion and Analysis of Financial Condition and Results of Operations - Certain Factors Affecting 
Our Future Earnings - Factors Affecting the Results of Our Wholesale Energy Operations - Risks Associ

ated with Our Hedging and Risk Management Activities" in Item 7 of this Form 10-K. In addition, although 

we do not own generation facilities in the states of Oregon, New Mexic6, Utah and Washington, ouir trading 

and marketing operations purchase and deliver'energy commodities in these states.  

Our operations in the California market are subject to numerous erivironmnental and other regulatory 

restrictions. Permits issued by local air districts restrict the output of some of our generating facilities. In 

addition, certain air districts require us to purchase emission credits to offset NOx emissions from our 

facilities.  

"In response to California's electricity market restructuring initiative, the FERC issued a series of orders 

in 1996 and 1997 approving a wholesale ,market structure administered by two independent non-profit 

corporations: the Cal ISO, responsible for operational control of the transmission system and the purchase or 

sale of electricity in "real-time" to balance actual supply and demand, and the California Power Exchange 

(Cal PX), responsible for conducting auctions for the purchase or sale of electricity on a day-ahead or day-of 

basis. As part of this market restructuring, California's distribution utilities sold essentially all of their gas-fired 

plants to third-party generators. The utilities were required to sell their remaining generation into the Cal PX 

markets and purchase all of their power requirements from the Cal PX markets at market-based rates 

approved by the FERC. California's regulatory system initially piohibited thý utilities from entering into 

forward contracts to 'cover the bulk of their customers' requirements. Retail electricity rates were initially 

frozen at levels'in effect on June 10, 1996, with-a 10% rate reduction for residential and smaller commercial 

customeri. WheA wholesale power costs began to rise dramatically in 2000,' driven by a combination of factors, 

including higher natuial gas prices and emission allowance costs,' reduction in 'available -hydroelectric 

generation 'resource's, increased demand and -decreases in net imports, some of the California' utilities were 

unable to'recover their purchased 1ower c6sts through'the retail rates they were allowed to ch'arje. As a result, 

the utilities accumulated huge debts t6 wvholesale- pdwer suppliers, including us. The Cal ISO -currently is 

conducting ýi major market redesign process that, if approved by the FERC, could change the structure of the 

markets operated by the Cal ISO, including changes to market monitoring-anid mitigation, congestion 

management and capacity obligations. For a discussion of litigation and other legal proceedingsrelated to 

energy sales in California, the impact of current iegulations on our West region and related uncertainty 

associated with the California wholesale market, please read "-- Regulation -- Federal Energy Regulatory 

Commission" in Item 1 of this Form 10-K, "Management's Discussion and Analysis of Financial Condition 

and Results of Operations - Certain Factors Affecting Our Future Earnings - Factors Affecting the Results 

of Our Wholesale Energy Operations 7- Uncertainty in the California Market" in Item 7 of this Form '10-K 

and Notes 14(f) and 14(g) to our consolidated financial statements.  

In Nevada and Arizona, there is presently no RTO in place to manage the transmission systems or to 

operate energy markets, although one RTO working group is evaluating the establishment of an organization 

that wbuld assuin-e'control, subject to FERC approval, over the tiansmission system'sof the utilities operating 

in this rcgion. The FERC has r'e~eritly expressed its itention to pursue the establishment of an RTO in the 
West region. . I
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Additionally, in Nevada and Arizona, state-level regulatory initiatives may impact competition in the 
electric sector. In Nevada, the state legislature has passed legislation prohibiting the state's investor-owned 
utilities from divesting generation. Similarly, in Arizona, proceedings are pending before the Arizona 
Corporation Commission that would allow the Arizona Public Service Company to avoid a requirement to 
seek competitive bids for 50% of the Arizona Public Service Company's generation needs.  

ERCOT Region 

Facilities. Through Reliant Resources, we currently own a partially operational 781 MW gas-fired, 
combined cycle; cogeneration facility in Channelview, Texas. 170 MW of this facility's capacity is currently 
operational and 611 MW areufider construction. We-expect the remaining generating units for this facility 
will begin commercial operations in the third quarter of 2002. This facility is not part of our Electric 
Operations business segment. For more information on that segment and the facilities that are part of our 
Texas generation business, 'please -read "Electric Operations" in Item 1 of this Form 10-K.  

Market Framework. For information regarding the market framework of the ERCOT region, please 
read "Electric Operations - ERCOT Market Framework" in Item I of this Form 10-K.  

Long-Term Purchase and Sale Agreements 

In the ordinary course of business, and as part of our hedging strategy, we enter into long-term sales 
arrangements for power, as well as long-term purchase arrangements. For information regarding our long-term 
fuel supply contracts, purchase power and electric capacity contracts and commitments, electric energy and 
electric sale contracts and tolling arrangements, please read Notes 5, 14(a) and 14(b) to our consolidated 
financial statements. For information regarding our hedging strategy relating to such long-term commitments, 
please read "Management's Discussion and Analysis of Financial Condition and Results of Operations 
Certain Factors Affecting Our Future Earnings -Factors Affectifig'the Results of Our Wholesale Energy 
Operations - Risks Associated with Our Hedging and Risk Management Activities" in Item 7 of this 
Form 10-K.  

Development Activities 

As of December 31, 2001, we had 3,587 MW (3,391 MW, net of 196 MW to be retired upon completion 
of one facility) of additional net generating capacity under construction, including 2,120 MW of facilities 
owned by off-balance sheet special purpose entities, that are being constructed under construction agency 
agreements pursuant to synthetic leasing arrangements. Upon the completion of the construction of these 
facilities, we expect that we will lease these facilities from their owners. For additional information regarding 
the construction agency agreements, please read "Management's Discussion and Analysis of Financial 
Condition and Results of Operations - Liquidity and Capital Resources - Future Sources and Uses of 
Cash - Reliant Resources-unregulated businesses - Consolidated Sources of Cash - Off-Balance Sheet 
Transactions -Construction Agency Agreements" in Item 7 of this Form 10-K and Note 14(1) to our 
consolidated financial statements.  

In addition, Orion Power had three projects totaling 1,054 MW under construction as of December 31, 
2001. However, at this time, we have decided to postpohe a 250 MW project in Florida because of capital 
market and economic considerations. With improved capital market conditions'and required approvals from 
Florida authorities on a newly configured 500 MW design, we would plan to proceed with construction in the 
future. Also, Orion Power had two projects under advanced development as of December 31, 2001, which 
have been deferred. A! 1,088 MW project in Maryland has been postponed due td capital market considera
tions and because we believe that the PJM market will be sufficiently supplied for the next few years: A 
repowering project in New York City with a total capacity of 1,608 MW has been postponed until we see an 
improvement in the capital markets.  

As a result of several recent evenis, including the United States economic recession, the price decline of 
our industry sector, in the equity capital markets and the downgrading of the credit ratings of several of our 
significant competitors, the availability and cost of capital for our business and the businesses of our
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competitors has been adversely affected. In response to these events and the intensified scrutiny of companies 
in our industry sector by the rating agencies, we have reduced our planned capital expenditures by $2.7 billion 
over the 2002- 2006 time frame.  

Domestic Trading, Marketing, Power Origination and Risk Management Services Operations 

In addition to our power generation operations, we trade and market power, natural gas arid other energy
related comnmodities and provide related risk'manaiement services to our customers. Our domestic trading, 
marketing, 'power origination and 'risk management operations complem•iiNt'6r'dome6ti6 p6werWg*neration 
operations by providing a full range of energy management services. These services include management of 
the sales and marketing of energy, capacity and ancillary services from these facilities, and also management 
of the purchase and sale of fuels and emission allowances needed to operate these facilities. Generally, we seek 
to sell a portion of the capacity of our domestic facilities under fixed-price sale contracts, fixed-capacity 
payments or contracts to sell power at a predetermined multiple of either gas or oil prices. This provides us 
with certainty, as to a "portion of our margins while allowing us to maintain flexibility 'vith respect to the 
remainder 'of our generation output.' We evaluate the regional forward power 'market versus- our own 
fundamental analysis of projected future prices ini the region to determine the imount'of our capacity we 
would like to sell an'd the terms of sale pursuant to longer-term contracts. We also take operational cdnstraints 
and ope atifgf risk into consideration in making these ddterminati6ns. Generally, výe seek to heldge i plortion of 
our, fuel costs, which are usually linked to' a percentage of our p6wer sales. We also market energy-ielated 
c6mmoiodities and offer physical and finiancial wholesale energy marketing and pric6 risk management products 
and servi'ces to a ýariety of customers. These customers include natural gas distribution companies, electric 
utilities, mrnnicipalities, cooperatives, power generators, marketers or other retail energy providers, aggregator-s 
and'large"volume i'ndustrial customers.  

The following table illustrates the growth of our physical power and gas trading volumes since 1999.  

Trading Volumes 
For the Year Ended 

December 31 

1999 !-2000 2001 

Total Power (MMW h) (1) ............................................. 82 ' 172 '300 

Total Gas (Bcf) (2) ................................................... .1,564 -2,423 3,508 

(1) Million megawatt hours. 

(2) Billion cubic feet.  

Electric'Power, Trading and Marketing. We purchase electric power from other.generators and 
marketers and sell power primarily to electric utilities, municipalities and cooperatives and other marketing 
"companies. Our trading and marketing group is also responsible for the marketing of power produced from the 
power plants we own. We also provide risk management, physical and financial fuel purchase and power sales 
and optimization services to our customers.  

" 'Power Origination. Some of our employees focus on developing and providing customers with long-term 
customized products (power origination products). These products are designed and negotiated oni a case-by
case basis to meet the specific energy requirements of our customers. Our power origination teams work 
closely with our trading and marketing group and our power generation group to sell long-term products from 
our power generation assets.' They also work to leverage bur market' knowledge to capture attractive 
opportunities available 'through selling products that combine !or repackage "ene'rgy-products 'purchased from 
ýthird parties with other third-party products or with prdducts from our power generation assets. Our efforts to 
sell'power 6rigination products from our powei generation assets have been focused on longei-term forward 
sales io municipalities, cboperatives and other companies that serve end users,' as' well as sales of near-term 
products that are not widely traded. Our power origination products that combine or repackage'third-party
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products are generally highly structured and therefore require the application of our commercial capabilities 
(eg., power trading and asset positions).  

Natural Gas Trading and Mfarketing. We purchase natural gas from a variety of suppliers under daily, 
monthly and term, variable-load and base-load contracts that include either market sensitive or fixed pricing 
provisions. We sell natural gas under s-aes agreements that have varying terms and conditions, most of which 
are intended to match seasonal and other changes in demand. We sold an average of 9.6 Bcf per day of natural 
gas in 2001, an average of 6.6 Bcf per day in 2000 and an average of 4.3 Bcf per day in 1999, some of which 
was sold to the natural gas distribution company subsidiaries of Reliant Energy. We plan to continue to 
purchase natural gas to supply to our power plants.  

Our natural gas marketing activities include contracting to buy natural gas from suppliers at various 
points of receipt, aggregating natural gas supplies and arranging for their transportation, negotiating the sale of 
natural gas and matching natural gas receipts and deliveries based on volumes required by customers.  

We arrange for, schedule and balance the transportation of the natural gas we market from the supply 
receipt point to the purchaser's delivery point. We generally obtain pipeline transportation to serve our 
customers. Accordingly, we use a variety of transportation arrangements for our customers, including short
term and long-term firm and interruptible agreements with intrastate aiihd interstate pipelines. We also utilize 
brokered firm transportation agreements when dealing on the interstate pipeline system.'As of December 31, 
2001, we held over two b'cf per day of firm transportation in the United States. In the normal course of 
business it is common for, us to hedge the risk of pipeline transp•ortation expenses through "basis swaps." To 
the extent we have contractually secured pipeline transportation rights in order to fulfill our obligations to sell 
gas at specific delivery points, or to acquire gas for our own requirements at generation facilities as part of our 
hedging strategy for power sales, and a pipeline experiences a force majeure event, our ability to transport gas 
on a contracted capacity basis could become impaired, which could affect the' integrity of our hedged position.  

We also enter into various short-term and long-term firm and interruptible agreements for natural gas 
storage in order to offer peak delivery services to satisfy winter heating and summer electric generating 
demands. Natural gas storage capacity allows us to better manage the unpredictable daily or seasonal 
imbalances between supply volumes and demand levels. In addition to entering into contracts of natural gas 
storage capacity in strategic locations throughout the country, we are actively pursuing a natural gas storage 
development plan. These services are also intended to provide an additional level of performance security and 
backup services to our customers.  

Other Commodities and Derivatives. We trade and market other energy-related commodities. We use 
derivative instruments to manage and hedge our fixed-price purchase and sale commitments and to provide 
fixed-price or floating-price commitments as a service to our customers and suppliers. We also use derivative 
instruments to reduce our exposure relative to the volatility of the cash and forward market prices and to 
protect our investment in storage inventories. For additional information regarding our financial exposure 'to 
derivative instruments, please read "Management's Discussion and Analysis of Financial Condition and 
Results of Operations - Certain Factors Affecting Our Future Earnings - Factors Affecting the Results of 
Our Wholesale Energy Operations - Risks Associated with Our Hedging and Risk Management Activities" 
in Item 7 of this Form 10-K and "Quantitative and Qualitative Disclosures About Market Risk" in Item 7A 
of this Form 10-K.  

Intercontinental-Exchange.. In July 2000, we, along with five other natural gas and power companies, 
American Electric Power, Aquila Energy, Duke Energy, El Paso Corporation and Mirant Corporation, made 
an investment in Intercontinental-Exchange, a new, web-based, on-line trading platform (www.intcx.com) for 
trading various commodities including precious metals, crude oil- and, refined products, natural gas and 
electricity. The other five natural gas and power companies, along with us, own less than 50%. of 
Intercontinental-Exchange. In June 2001; Intercontinental-Exchange acquired the International Petroleum 
Exchange. With this acquisition, Intercontinental-Exchange became the first company to offer both an 
exchange trading over-the-counter commodity contracts and an exchange trading commodity futures1 con
tracts. At the same time, Intercontinental-Exchange announced plans to integrate the two types of exchanges 
into a single electronic trading platform. Our decision to invest, as one of a group of natural gas and power
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companies, in Intercontinental-Exchange was based on a desire to support the development of a neutral, 

anonymous, electronic trading platform for bilateral energy, transactions. We believe the commercial success 

of such an exchange model will benefit us by contributing to improved price transparency and transaction 

liquidity in the wholesale energy markets.: The principal 'online competitors of Intercontinental-Ekchanre' are 

currently TradeSpark.conm and the NYMEX, a traditional futures exchange that has announced ah'online 
initiative..  

Risk Management Controls. For information regarding our risk management structure and accounting 

policies, please read "Management's Discussion and Analysis of Financial Condition, and Results of 

Operations -- Trading and Marketing Operatiofis';"inlItem 7 of this Form 10-K and "Quantitative and 

Qualitative Disclosures Aboui Market Risk" in'Item 7A of this Form 10-K.  

Competition 

For a discussion of competitive factors affecting our Wholesale Energy business segment, please read 
"Management's Discussion and Analysis of Financial Condition and Results of Operations - Certain Factors 

Affecting Our Future"Earnings -Factors Affecting'the Results of Our Wholesale Energy Operations 

Increasing Competition in Our Industry" in Iterm 7 of this Formn 10-K, which section ii incorporited herein by 
reference.  

EUROPEAN ENERGY 

Our 'European Energy business segment, which is conducted through Reliant Resources, includes 

3,476 MW of power generation assets located in the Netherlands and a related trading and power origination 

operation. This business segment includes the operations of Reliant Energy Power Generation Benelux N.V.  
(formerly UNA ,N.V.) (REPGB) and Reliant Energy Trading & Marketing B.V. and its affiliates.  

In 2001,-we'evaluated strategic alternatives for our European Energy business segment, including a 

possible sale. We completed our evaluation and have determined that given current market conditions and 

prices, it is not advisable to sell our European Energy operations. Consequently, we decided to continue to own 

and operate our European Energy business segment and expand our trading and origination activities in 

Northwest Europe.-.Our European Energy business segment will remain with- Reliant 'Resources in the 

Separation and will not be part of our business after the Distribution.  

European Power Generation Operations I..  

'Facilities. As of December 31, 2001 we owned five-electric power generation facilities in the 

Netherlands with an aggregate net generating capacity of 3,476 MW and include approximately 39% of base

load, 36% of intermediate and 25% of peaking capacity.' Our facilities are grouped in three clusters adjacent to 

the cities of Amsterdam, Utrecht and Velsen. In 2001, our generation facilities produced 14 million MWh, an 

amount ;whieh represented approximately 13% of the electricity production of the Netherlands (excluding 
electricity generated by cogeneration or other industrial processes).,In addition to electricity, our generating 
stations sell heated water produced as a byproduct of the generation, process for use in providing, heating 

(district heating) to the cities of Amsterdam, Nieuwegein, Utrecht and Purmerend.  

In 2001, approximately 51% of our European Energy business segment's generation output was natural 

gas-fired, 30% was coal-fired, 18% was blast furnace gas-fired and less than 1% was oil-fired. Our European 

'Energy business segment purchases substantially all of its gas fuel requirements under medium to long-term 

gas purcha'se contracts with N.V. NederlandseGasunie, the primary supplier and transporter of natural gas in 

the Netherlands. The purchase priceand transportation costs for natural gas under these contracts are 

calculated on the basis of regulated tariffs. r- ' 

Our European Energy business segmnent historically purchased all f 'its coal requirements Under short

term 'contracts with a coal trading and supply company now owned by two of the Dutch generation companies.  

In December 2001, REPGB and the other shareholder of~thecoal trading and supply company agreed to 

,terminate future coal purchases through this entity, effective in mid-2002. Our European Energy business
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segment intends to obtaifi its future coal requirements through short to medium-term forward purchase 
contracts on the open market through a variety of suppliers and brokers.  

One of our European Energy generation stations, which has a production capacity of 144 MW, uses blast 
furnace gas, an industrial w'as't'e gas generated by a steel plant adjacent to the generation station, as its fuel.  
Two of our other European Energy business segment's generation plants have the flexibility to operate using 
blast furnace gas. We purchase the blast furnace gas from the adjacent steel plant under a medium-term and a 
long-term contract. We purchase our fuel oil requirements on the open market.  

We acquired REPGB in October 1999 for approximately $1.9 billion' (based on the then applicable 
exchange rate of 2.06 Dutch Guilders (NLG) per U.S. dollar). Foi information regarding the acquisition, 
please read Note 3(b) to our cohsolidated financial statements.  

Market Framework. Our European Energy business segment produces, buys and sells electricity, gas 
and other energy-related commodities in the Northern European wholesale market. Its generation production 
activities are centered in the Netherlands, where it is one of the four large-scale generation companies. It 
operates five generation facilities with a installed capacity of 3,476 MW. Its energy trading and origination 
operations concentrate their activities prirarily in the Netherlands, Germ-any and the Scandinavian regions.  
In the fourth quarter of 2001, our European Energy business segment expanded its electricity trading 
operations to the United Kingdom.  

The primary customers of our European Energy business segment are electric distribution companies, 
large industrial consumers and energy trading companies. 'We sell electricity and other energy-related 
commodities primarily in th6 form of forward purchase contracts transacted in the over the counter markets, 
on various European energy exchanges and in individually negotiated transactions with individual counterpar
ties. To a lesser extent, we also engage in transactions involving financial energy-related derivative products.  

The most significant factor affecting the markets in which our European Energy business segment 
operates has been the recent deregulation of the Dutch and certain other European wholesale energy markets, 
including access on a non-discriminatory basis to high voltage transmission grid systems, the establishment of 
new energy exchanges and other events. Notwithstanding these factors, the scope and pace of the future 
liberalization of the European energy markets is uncertain. For example, access to some European markets 
continues to be subject to transmission and other constraints. In some cases, fuel suppliers continue to operate 
in largely regulated markets not yet open to full competition.  

European Trading and Power Origination Operations 

Our European Energy business segment's trading and power origination operations are centered in 
Amsterdam, Netherlands, with "additional offices in London and Frankfurt. Our European Energy business 
segment 'trades electricity arid fuel products in the Netherlands, Germany, Austria, Switzerland, the United 
Kingdom and the Scandinavian countries. Our marketing operations focus on distribution companies and large 
industrial and commercial'customers in the Benelux and German markets. As of December 31, 2001, our 
European Energy business segment had entered into forward purchase and sale contracts, and associated 
hedging transactions, covering approximately 18.6 million MWh for delivery in 2002.  

Our European Energy busiess segme~nt's trading and power origination operations seek to utilize a 
business model, including risk management and related control policies, similar to that utilized in our 
Wholesale Energy operations in the United States. There are, however, significant differences in the United 
States and European niarkets. Among other things, European energy markets involve increased currency 
hedging requirements (the Euro and non-Euro currencies), and more complicated cross-border tax and 
transmission tariff systems than in the United States. In addition, European energy markets are significantly 
less mature than United States energy markets in terms of liquidity, the scope and complexity of trading and 
marketing products, the use of standardized market-based trading contracts and other aspects.  

In addition, there exist greater uncertainties in some European jurisdictions as to the enforceability of 
certain contract-based mechanisms to hedge risks, such as the enforceability of automatic termination rights 
and rights of set-off upon bankruptcy, limitations on liquidated damages and the rules by which European
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courts construct contracts. In many civil law jurisdictions, courts reserve the right to interpret contracts based 
upon'principles of good faith and fairness as opposed to a literal construction of the contract.  

As of December31, 2001, we had provided an aggregate of $831 million in guarantees with respect to 
contract obligations of our European Energy business segment.  

Coinpetition 

For a discussion of competitive factors affecting our European Energy business segment, please read 
"Management's Discussion and Analysis of Financial Condition and Operations - Certain Factors Affecting 
Our Future Earnings - Factors Affecting the Results of Our European Energy Operations - Competition in 
the European Market" in Item 7 of this Form 10-K, which section is incorporated herein by reference.  

RETAIL ENERGY 

Our Retail Energy business segment provides electricity and related services to retail customers primarily 
in Texa's through Reliant Energy Retail Services, LLC (Residential Services), Reliant Energy Solutions, 
LLC (Solutions) and StarEn Power, LLC (StarEn Power),,all of which are wholly owned subsidiaries of 
Reliant Resources. Our Retail Energy business segment will remain with Reliant Resources in the Separation' 
and will not be part of our business after the Distribution. As a retail electric provider, generally our Retail 
Energy business segment procures or buys electricity from wholesale generators at unregulated rates, sells 
electricity at generally unregulated rates to its retail customers and pays the local transmission and distribution 
regulated utilities a regulated tariff rate for delivering the electricity to its customers. Our Retail Energy 
business segment became a provider of retail electricity in Texas when that market began opening to'retail 
competition in late 2001 and fully opened to retail competition in January 2002. In January, 2002, our Retail 
Energy business s egment began to 'pr6vide retail electricity seivices to all of the'approximately 1.7 million 
6istomersbof Reliant Energy HL&P's electric utility located in its-service area whb did not takeaction to 
select'anxth'er retail electric prov'ider. Our' Retail Energy businiess' segment provides 'electricity and related 
products and services to'residential and small commercial (i.e., small and medium-sized 'business customers 
with'a peak demand for power at or below, one 'MW) 'ustomers through Residential Services, and offers 
customized, integrated 'electric commodity and energy management services to lfrge commercial, ihdustrial 
and institutional (e.g., hospitals, universities, school systems and government agencies) customers through 
Solutions for customers with a peak demand for power of greater than one MW. Residential Services, 
Solutions and StarEn Power have been certified as retail electric providers by the Texas Utility Commission.  
StarEn Power has been appointed by the Texas Utility Commission to be the provider of last resort 
(POLR) in certain areas of the State of Texas. Under the Texas Electric Restructuring Law, a-POLR is 
required to offer a standard retail electric service package to requesting customers of a class designated by th6 
Texas Utility Commission within the POLR's territory at a fixed,'nondiscountable rate. ;" -' 

In preparation for retail electric competition in Texas, Reliant Resources *expan'ded its infrastructure of 
information technology systems, business processes and staffing levels to meet ,the needs of its retail 
businesses. These include a customer care system module and wholesale/retail energy supply, risk manage
ment, e-commerce;'scheduling/settlement,' customer relationship management and sales force automation 
systems. As of 'December 31, 2001, Reliant Resources had invested $153 ,million in retail infrastructure 
development. For additional information regarding the Texas retail electric market, please 'read "- Market 
Framework," "- Regulation ` State- ind Local Regulations - Texas - Electric Operations - The Texas 
Electric Restructuring Law" in Item 1 of this Form 10-K afid "Management's Discu*'sion and Analysis 6f 
Financial Condition and Results of Operations - Ceitain Factors Affecting Our Future Earnings - Factors 
Affecting the Results of Our Retail Energy Operations - Competition in the Texas Market" in Item 7 of this 
Form 10-K.  

Residential Services 

Residential Services provides electricity to residential retail and small commercial customers in Texas.  

As 'of January-1, 2002, Residential Services was the retail electric lrovider'for ipproximately '1.5 million
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residential customers located in the Houston metropolitan area, making us the second largest retail electric 
provider in Texas as of that date. Residential Services' marketing strategy for residential customers 
emphasizes reliability and trust with our customers, and focuses on savings, value and customer service.  
Reliant Resources launched an advertising campaign to reposition its brand in the Houston and Dallas/ 
Fort Worth metropolitan areas in the second half of 2001.  

As the affiliated retail electric provider, or successor in interest, to Reliant Energy HL&P, Residential 
Services was also the retail electric provider for approximately 200,000 small commercial customers iih the 
Houston metropolitan area as of January 1, 2002. Residential Services' marketing strategy for small 
commercial customers ui7es a combination of direct marketing and individual sales calls to establish its brand 
and to attract additional customers.  

As the affiliated retail electric provider, Residential Services will not be perinitted to sell electricity to 
residential and small commercial customers in Reliant Energy HL&P's service territory at a price other than 
the price to beat until January 1, 2005, unless before that date the Texas Utility Commission determines that 
40% or more of the amount of electric power that was consumed in 2000 by the relevant class of customers in 
the service territory is committed to be served by other retail electric providers. In addition, the Texas Electric 
Restructuring Law requires Reliant Resources, as the affiliated retail-electric provider, to make the price to 
beat available to residential and small commercial customers in Reliant Energy HL&P's service territory 
through January 1, 2007, if requested by such customers. For more information about the price to beat, please 
read "- Regulation - State and Local Regulations - Texas - Electric Operations - The Texas Electric 
Restructuring Law" in Item 1 of this Form 10-K.  

Solutions 

Solutions provides'electricity and energy services to the large commercial, industrial and institutional 
customers with whom it has signed contracts. In addition, it provides 'electricity at previously established 
default rates to those large commercial, industrial and institutional customrers in' the service territory of Reliant 
Energy HL&P who have not entered into a contract with another r~etail elecýT'ic provider. The majority of 
Solutions' revenues will comie frofia the sale of electricity to its customers. In oider to be classified as a large 
commercial customer,-an electricity customer may aggregate the jmu'cliase of electricity for its own use at 
multiple locations such thatý the total peak demand exceeds one MW.  

In addition to providing electricity, Solutions provides customized, integrated energy solutions, including 
risk management and energy services products, and demand side and energy information services to large 
commercial, industrial and institutional customers. Since its formation in April 1996, Solutions has completed 
over 220 energy services projects for large commercial, industrial and institutional clients. The services that 
Solutions provides its' customers include the replacement or upgrade of energy-intensive capital equipment, 
the financing of energy-intensive equipment, infrastructure optimization, substation development and mainte
nance and power quality assurance.  

Solutions is recognized as the affiliated retail electric provider, or successor in interest, to Reliant Energy 
HL&P for large commercial, industrial and institutional customers. Solutions targets institutional, manufac
turing, industrial and other, large commercial customers, including multi-site retailers and restaurants, 
petroleum refineries, chemical 'companies, real estate management firms,, educational institutions and 
healthcare providers. As of December 31, 2001, this customer segment in Texas included approximately 1,750 
buying organizations consuming an aggregate of approximately 16,000 MW of electricity at peak demand. As 
of December 31,. 2001, Solutions had signed contracts with customers representing a peak demand of 
approximately 3,700 MW and serving approximately 12,000 meter locations.  

StarEn Power 

StarEn Power serves as the POLR in portions of the state of Texas, as designated by the Texas Utility 
Commission. For 2002, StarEn Power has been appointed to serve as the POLR for residential and small 
commercial customers in the western portion of the Dallas/Fort Worth metropolitan area formally served by 
TXU Electric Company. In addition, StarEn Power has been appointed as the POLR in the service territory
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of Reliant Energy HL&P for large commercial, industrial and institutional customers. The rates and terms 
under which StarEn Power provides service are governed by the terms of a settlement agreement between 
StarEn Powe'r and various' interested parties approved by the Texas'Utility CommissioniFor additional 
infor hatioh regarding StarEn Power's POLR obligations, rates 'iýnd ierms of service, please' read "Manage
ment's Discussion- anid Analysis of Financial Condition and Resuilts of Operations- -Certain Factoi's Affecting 
Our Future' Eriinings - Factors Affecting the" Resu'lts of Our Retail Energy Operations - Obligations as a 
Provider of Last'Resort" in Item 7 of this Form 10-K.  

Market Framework 

',Generally, under the Texas Electric Restructuring Law, the retail electric provider procures or buys 
electricity from wh6lesale generators, sells electricity at retail to its' customeis and pays the transmission and 
distribution'. utility a, regulated tariffed rate for delivering electricity to its customers. All retail electric 
providers in an area pay the siame rates and other charges for transmission and distributiofi, whether or not 
they are 'affiliate d with the trarnsmission and distribution utility foi" that'area. The transiiis'si6n and distribution 
rates in effect as of January 1, 2002 for each utility were set through rate cases before ,the Texas Utility 
Commission.'For more information regarding the retail market framework in Texas, pýlease re~d ','- Regula
tion'-' State and Local Regulations - Texas _ Electric Ojperations - The Texas Electric' Resiructuring 
Law" in Item I of this Form 10-K and "Management's Discussiondand Analysis of Financial Condition and 
Resultsl of Operations - Certain Factors Affecting Our.Future Earnings- Factors Affecting the Results of 
Our Retail Energy Operations" in Item 7 of this Form' 10-K.  

Retail Energy Supply 

In Texas, our Wholesale Energy group and our Retail Energy group work together in order to determine 
the price, demand and supply of energy required to meet the needs of our Retail Energy business segrfient's 
customers. Our Wholesale Energy trading and marketing operations are responsible for commodity pricing, 
risk assessment and supply pr6curement for our Retail Energy business segment. Our Retail Energy business 
segment manages retail pricing decisions and forecasts the demand for the procurement of electricity by the 
Wholesale Energy business segment. The costs of our trading, marketing and risk management services 
associated with obtaining the electricity supply foi our retail customers in Texas are borne by our Retail 
Energy business segment. Our Wholesale Energy group acquires supply for our Retail Energy business 
segment by several means. Wholesale Energy may purchase capacity from non-affiliated parties in the state 
mandated auctions. Please read "Electric Operations - Generation --: State Mandated Capacity Auctions" 
and "-- Regulation - State and Local Regulations - Texas - Electric Operations - The Texas Electric 

Restructuring Law" in Item 1 of this Form 10-K for more information about these auctions.-Under 'the ierms 
of the master separation agreement between Reliant Resources and Reliant Energy, Reliant Resources is 
entitled to purchase, prior to our submission of capacity to auction, 50% (but not less than 50%) of the 
capacity we havq available to auction in'the contractually mandated auctions at the'~lrices bid by third parties 
in these -auctions'.' Please read "Electric Operations -- Generation -.- Contractually Mandated Capacity 
Auctions" in Item I of this Form 10-K for more information about these auctions. Whether or not Reliant 
Resources exercises the'foregoing right, it inay submit'bids to purchase in 'the contractually mandated 
auctions, but cannot participate in state mandated auctions conducted by our Texas generation business.  
Wholesale Energy entered into bilateral contracts with third parties for capacity, energy and ancillary services.  
Wholesale Energy continuously monitors and updates these positions based on retail sales forecasts and 
market conditions.  

Competition 

For a discussion of competitive, factors affe6ting oui" Retail Energy business segment, please read 
"Management's Discussion and Analysis of Fin:ncial Condition and Results of Operations -- Certain Factors 
Affecting Our Future Earnings - Factors Affecting 'the Results of- Our Retail Energy Operations 
Competition' in the Texas Market" in Item 7 of this Form 10-K, which section is incorporated herein by 
reference. - I I
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LATIN AMERICA 

Effective December 1, 2000 (Measurement Date), our board of directors approved a plan to dispose of 
our Latin America business segment through salei of its assets. At the time, our major Latin America 
investments consisted of interests in cogeneration projects, utilities and other power projects in Argentina, 
Brazil and Colombia. We began disposing of our Latin America assets and reporting the results of our Latin 
America business segment as "discontinued operations" in' our 2000 consolidated financial statements in 
accordance with Accounting Principles Board (APB) Opinion 'No. 30 "Reporting the Results of Opera
tions - Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and 
Infrequently Occurring Events and Transactions," (APB Opinion No. 30).  

By December,2001, we had disposed of all of our Latin America assets except for our Argentine 
investments, which consisted of a 100% interest in a corporation fo~rmed to' dvelop, own and operate a 
160 MW cogeneration project (Argener) Iocated at'a steel plant near San Nicolas, Argentina and a 90% 
interest in a utility in north-central Argentina (EDESE). We were in negotiations to dispose of Argener and 
EDESE, but the negotiations terminated in December 2001 in light of recent adveise'economic developments 
in Argentina. Under applicable accounting rules, because we were not able to dispose of Argener and EDESE 
within one year of the Measurement Date, our remaining investments in our Latin America business segment 
are no longer classified as discontinued operations, and the related amounts have been reclassified into 
continuing operations in our consolidated financial statements. We will continue to evaluate options related to 
the future disposition of these assets. For more information regarding the accounting treatment of our Latin 
America business segment, please read Note 19 to our consolidated financial statements.  

OTHER OPERATIONS 

In 2001, our Other Operations business segment included: 

"• the operations of Reliant Energy Thermal Systems, Inc. (Thermal Systems); 

"* the operations of Reliant Energy Power Systems, Inc. (Power Systems); 

"* the operations of our communications business (Communications); 

"* the operations of our venture capital division (New Ventures); 

"• various office buildings and other real estate used in our business operations; 

"* unallocated corporate costs; and 

"* intersegment eliminations.  

Except for Thermal Systems and Power Systems, we conducted the operations of our Other Operations 
business segment through Reliant Resources and one or more of its subsidiaries. After the Separation, our 
Other Operations business segment will consist primarily of Thermal Systems, Power Systems, office buildings 
and other real estate used in our business operations and unallocated corporate costs.  

Reliant Energy Thermal Systems 

Thermal Systems provides energy management services to commercial and industrial consumers. These 
services include operations and maintenance services, energy management services, distributed generation 
services, Internet-based facilities/energy management services, temporary cooling and electrical services, 
project and construction management services and engineering consulting services. Thermal Systems also 
owns an interest in the Northwind Houston L.P. (Northwind) district energy system in partnership with a 
third party. Northwind provides chilled water services to selected buildings in Houston's downtown central 
business district. Northwind's customers include Astros Field, and various office buildings, hotels and high
rise residential developments. Thermal Systems and the third party have an agreement in principle concerning 
Thermal System's purchase of the third party's interest in Northwind.
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Reliant Energy Power Systems 

SPower Systems is developing a natural-gas-fueled proton exchange membrane fuel cell system targeted at 
the domestic residential market. Power Systems licenses core technologyfrom Texas A&M University and 
has developed additional fuel cell technology focused on pursuing its goal of developing and building a low
cost, low-pressure fuel cell using commercially available materials and volume manufacturing design 
techniques.  

New Ventures 

Our New Ventures division manages our existing new technology investments and identifies and invests 
in promising new technologies and businesses that relate to our energy services operations. Focus areas for 
investment include distributed generation, clean energy and energy industry software and systems.  

Generally, we make our investments either directly or indirectly as limited partners in venture capital 
funds. As of December 31, 2001, we have invested approximately $35 million in five venture capital funds with 
an energy and utility focus and have made commitments to invest an additional $11 million in these funds. As 
of December 31, 2001, these funds held investments in 43 companies. Excluding our investment in Grande 
Communications, Inc. discussed below, New Ventures' direct investment portfolio consists of eight companies 
with a total of $7 million invested as of December 31, 2001.  

In September 2000, we committed to make a $25 million investment in Grand; Communications, Inc., 
which vas c'mplete~d in August 2001. Grande Communications is a Texas-based communications comipany 
building a deep fiber broadband network that will offer bundled services, including high-speed Internet, all
distance telephone and advanced cable entertainment to homes and businesses. We invested a further 
$1 million in Grande Communications in October 2001 as part of a larger debt and equity financinj for the 
company. Grande Communications has announced its intention to build a broadband network in the Houston 
area and has secured a cable franchise from the City of Houston. The Ho*ustoia build out will be in addition'to 
the Central Texas cities of Austin, San Marcos, and San Antonio which are already under development.  

Communications 

During the third quarter of 2001, we decided to exit 'our Communications business. The business served 
as a facility-based competitive local exchange carrier and Internet services provider-and owned network 
operations centers and managed data centers in Houston and Austin. Our exit plan was substantially 
completed in the first quarter of 2002. For more information regarding ihe exiting of our Communications 
,business, please read Note 20 to our consolidated financial statements.  

OUR BUSINESS GOING FORWARD' 

Our business and operations are changing significantly as a result of the Texas Electric Restructuring Law 
and the Separation. Below is a summary of the principal changes to our business and operations that have 
occurred and that we anticipate will occur due to the Texas Electric Restructuring Law and the Separation.  

"Separation of Reliant Energy HL&P's 'Operations. Because the ,Texas,'Electric Restructuring Law 
re4uires 'ihe separationi of generation, -transmission and -distribution and retail electric sales operations of 
electric utilities in Texas, Reliant Energy HL&P'no'longer,'operates as a traditional,- vertically-integrated 
utility. The' retail electric'sales operations of Reliant Energy HL&P were'transferred to, .and have been 
operated by, subsidiaries of Reliant ResourCes: Since January -1, 2002, retail customers of Reliant Energy 
HL&P and other investor-owned electric utilities in Texas have been entitled to purchase their electricity from 
any of a mumber of crrtified' retail 'electric providers,'including Reliant Resources, 'at generally unregulated 
rates. Relant Energy (of which Reliant Energy HL&P is an unincorporated division) ho longer provides retail 
electric services to customers, except through Reliant Resources,' and, upon completion of the Distribution, 
"such lservi6es 'will be provided at'rates separatelyIandl independently -of CenterPoint Eneigy by Reliant 
Resourýces and its subsidiaries and by other retail 'electric providers.
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Since January 1, 2002, we have been selling electric energy from our Texas generation business: to 
wholesale purchasers, including retail electric providers, at unregulated rates pursuant to the state mandajed 
auctions and the contractually mandated auctions. We plan to transfer our Texas generation business to Texas 
Genco in connection withtlhe Restructuring. Pursuant to the Texas Genco Option,Reliant Resources has the 
option to acquire our interest in Texas Genco in 2004. As a result of these changes, our Texas generation 
operations are no longer conducted as part of an integrated utility and will comprise a new business segment in 
2002, Electric Generation.  

Distribution of Reliant Resources'Stock and New Business Segment. We have transferred substantially 
all of our unregulated businesses to Reliant Resources and its subsidiaries. When we complete the Separation, 
CenterPoint Energy's business will consist principally of regulated operations. We anticipate that upon 
completion of the Separation described above, CenterPoint Energy's business segments will consist of the 
following: 

"* Electric Transmission and Distribution; 

"* Electric Generation; 

"• Natural Gas Distribution; 

"* Pipelines and Gathering;, and 

"* Other Operations.  

The Wholesale Energy, European Energy, Retail Energy and unregulated portions of our Other Operations 
business segments will be conducted by Reliant Resources as a separate publicly, traded company.  

For information regarding the effect of the changes in our business and operations on our future earnings, 
please read "Management's Discussion and Analysis of Financial Condition' and Results of Operations 
Certain Factors Affecting Our Future Earnings - Factors Associated with the Business Separation, Restruc
turing and Distribution" in Item' 7 of this Form 10-K.  

REGULATION 

We are subject to regulation by various federal, state, local and foreign governmental agencies, including 
the regulations described below.  

Public Utility Holding Company, Act of 1935 

Current Status. Reliant Energy is both a public utility holding company arid an electric utility company 
as defined in the 1935 Act; however, it is exempt from regulation as a registered holding company pursuant to 
Section 3(a) (2) of the 1935 Act. Although RERC Corp. is a gas utility company as defined under the 1935 
Act, it is not a holding company within the meaning of the 1935 Act. Reliant Energy and RERC Corp. are 
currently subject to regulation under the 1935 Act with respect to certain acquisitions of voting securities of 
other domestic public utility companies and utility holding companies.  

Section 33(a) (1) of'the• 1935 Act exempts foreign utility company affiliates of Reliant Energy and 
RERC Corp. from regulation as,.'public utility companies," thereby permitting Reliant Energy and RERC 
Corp. to invest in foreign utility companies without becoming subject to registration under the 1935 Act as a 
registered holding company and without approval by the SEC. The exemption, however, is subject to the SEC 
having received certification from each state commission having jurisdiction over the retail rates of any electric 
or gas utility company affiliated with Reliant Energy or RERC Corp. that such commission has the authority 
and resources to protect ratepayers subject to its jurisdiction and that it intends to exercise its authority. The 
Texas Utility Commission and the state regulatory commissions exercising jurisdiction over RERC Corp.  
(Arkansas, Louisiana, Minnesota; Mississippi, Oklahoma and Texas) have provided a certification to the SEC 
subject, however, to the right of such commissions to revise or withdraw their certifications as to any future 
acquisitions of a foreign utility company. The Texas Utility Commission hand the state regulatory commissions 
of Arkansas and Minnesota have imposed limitations on the amount of investments that can be made by
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utility companies (including Reliant Energy and RERC Corp.) in foreign utility companies and, in some 
cases, foreign electric wholesale generating companies. These limitations are based upon a utility company's 
consolidated net worth,' 'etained earnings, and debt and stockholders' equity. We currently do not plan to 
make any incremental investments in foreign utility companies.  

"Subject to some limited exceptions, Section 33(f) (I).of the 1935 Act prohibits us, as a public utility 
company, from issuing any security, for the purpose of financing the acquisition, ownership or operation of a 
foreign utility company, or assuming any obligation or liability in respect of any security of a foreign utility 
company.  

Under the Energy Policy Act of 1992, a company engaged exclusively in the business of owning and/or 
operating facilities used for the generation of electric, energy, exclusively for sale at wholesale and selling 
electric energy at wholesale may be exempted from regulation under the 1935 Act as an exempt 'wholesale, 
generator (EWG). All but two of our electric generation facilities owned by Reliant Resources have received 
determinations of EWG status from the FERC. If any of these subsidiaries loses its EWG status, we would, 
have to restructure our organization or risk being subjected to regulation under the 1935 Act. The two electric 
generation facilitiei in which Reliant Resources owns interests that are not EWGs are "qualifying facilities" 
under PURPA. As such, these facilities, and the subsidiaries who own them, also are exempted from, 
regulation under the 1935 Act.  

::-Impact on the -Restructuring. SEC approval is required for CenterPoint Energy to acquire Reliant 
Energy and its subsidiary companies. As a result of the Restructuring, CenterPoint Energywill be a holding 
company within the meaning of the 1935 Act and, as such, required to register under the 1935 Act unless it is 
able to qualify for exemption Section 3 (a) (1) of the 1935 Act provides an exemption for a holding company 
if it and each of its material public utility subsidiary companies carry oA their utility operations substantially 
and predominantly in .i sin-gle state in which they are all organized. While we'believ& that CenterPoint Energy 
will ultimixately'be in'con"liance with the requirehnents 'for exemjtion under Section 3(a) (1), RERC Corp.  
initiaHy" will be'a material subsidiary with significant out-of-state utility ope:rations- 'As described in'our 
application to the'SEC; we plan to bring CenterPoint Energy into full compliance,with thý standards of 
Section 3(a) (1) by separating the Entex, Arkla and Minnegasco operations of RERC Corp. into separate 
business entities.' We are in'tlie process of obtainiing the necessary state approvals'for the RERC Corp.  

separation.  

In the interim, CenterPoint Energy must either obtain a temporary exemption from registration or else 
register under the 1935 Act until the separation of RERC Corp. is completed. We have previously submitted a 
request for a temporary exemption for CenterPoint Energy but believe that the new holding company could 
also register and obtain 'the necessary' authority under the 1935 Act to 'operate du'ring this interifi' period 
consistent with our business plan. 

Following the Distribution, Reliant Resources and its subsidiaries would not be subject to the provisions 
of the 1935 Act either as subsidiaries or affiliates of CenterPoint Energy.  

Proposals to Repeal the 1935 Act. In recent years, several bills have been introduced in Congress that 
would repeal the 1935 Act. Repeal or significant modification to the 1935 Act could have a significant impact 
on us and the electric utility industry. At this time, however, we are not able to predict the outcome of any bills 
to repeal the 1935 Act or'the outlook for additional legislation in 2002.' 

Federal Energy Regulatory Commission' 

Natural Gas." The transportation and sale for resale of natural gas in interstate commerce is subject to 
regulation by the FERC under the Natural Gas Act and the Natural Gas Policy Act of 1978, as amended. The 
FERC has jurisdiction over,'among other things, the construction of pipeline and related facilities used in the 
trani'portati6n and storage of natural gas in interstate ,commerce, including the extension,' expansion or 
abandonment of, these'facilities. The rates 'charged by interstate pipelines for interstate transportation and 
storage services are also regulated by the FERC.
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REGT and MRT periodically file applications with the FERC for changes in their generally available 
maximum rates and charges designed to allow them to recover their costs of providing service to customers (to 
the extent allowed by prevailing market conditions), including a reasonable' rate of return. These rates are 
normally allowed to become effective after a suspension period, and in some cases are subject to refund under 
applicable law, until such time as the FERC issues an order on the allowable level of rates. REGT currently is 
operating under such rates app roved by the FERC that took effect in February 1995. MRT currently is 
operating under such rates that took effect in October 2001, pursuant to a rate case settlement approved by the 
FERC on January 16, 2002.  

On February 9, 2000, the FERC issued Order No. 637, which introduces several measures to increase 
competition for interstate pipeline transportation services. Order No. 637 authorizes interstate pipelines to 
propose term-differentiated'and •eak/off-,peak rates, and requires pipelines, in'cluding MRT and REGT, to 
make tariff filings to expand pipeline service options for customers: REGT and MRT made Order No. 637 
compliance filings in 2000. On March 29, 2002, the FERC issued an order accepting, subject to certain 
modifications, a settlement agreement that would resolve REGT's Order N6. 637 proceeding. On Novem
ber 21, 2001, MRT filed with the FERC for approval of a settlement intended to resolve the MRT Order 
No. 637 compliance proceeding. The settlement was uncontested. No action on the settlement has yet been 
taken by the FERC.  

On May 31, 2001, the FERC issued an order on rehearing establishing hearing procedures to evaluate 
MRT's request for'authority to recover four Bcf of undercollected lost and unaccounted for gas over a three
year period. A settlement resolving all issues in this case, among other things, was filed with the FERC on 
November 5, 2001. The FERC approved the settlement on January 16, 2002.  

Electricity. Under the Federal Power Act, the FERC has exclusive ratemaking jurisdiction over 
wholesale sales of electricity and the transmission of electricity in interstate commerce by "public utilities." 
Public utilities that are subject to the FERC's jurisdiction must file rates with the FERC applicable to their 
wholesale sales or transmission of electricity in interstate commerce. All of Reliant, Resources' generation 
subsidiaries sell power at wholeiale and are public utilities under the Federal Power Act with the exception of 
two facilities in Texas, which are qualifying facilities and not regulated as public utilities. The facilities in our 
Texas generation business are located in ERCOT and therefore are not public titilities subject to the FERC's 
jurisdiction under the Federal Act. The FERC has authorized our public utility subsidiaries to sell electricity 
and related services at wholesale at market-based rates. In its orders authorizing market-based rates, the 
FERC also has granted these subsidiaries waivers of many of the accounting, record keeping and reporting 
requirements that are imposed on public utilities with cost-based rate schedules.  

The FERC's orders accepting' the, market-based rate schedules filed by our subsidiaries or their 
predecessors, as is customary with such orders, reserve the right to revoke or limit our market-based rate 
authority if the FERC subsequently determines that any of our affiliates possess excessive market power. If 
the FERC were to revoke'or limit our market-based rate authority, we would have to file, and obtain the 
FERC's acceptance of, cost-based rate schedules for all or some of our sales. In addition, the loss of market
based rate authority could subject us to the accounting, record keeping and reporting requirements that the 
FERC imposes on public utilitiesv with cost-based rate schedules. Sales from our Electric Operations business 
segment are not subject to FERC jurisdiction because ERCOT is not connected to a national grid.  

The FERC issued Order No. 2000 in December 1999. Order, No. 2000, which applies to all FERC 
jurisdictional transmission providers, describes the FERC's intention to promote the establishment of large 
RTOs and sets forth the minimum characteristics and functions of RTOs. Among the basic minimum 
characteristics are that the RTOs must be independent of market participants and must be of sufficient scope 
and geographical configuration. Order No. 2000 also encourages RTOs to work with each other to minimize or 
eliminate "seams" issues between RTOs that operate as barriers to inter-regional transactions. The FERC's 
goal is to encourage the, growth of a robust competitive wholesale market for electricity. Although 
jurisdictional transmission providers are not required to join RTOs, they are encouraged to do so. Under Order 
No. 2000, RTOs were to be operational by December 15, 2001. However, because RTO development was in 
different stages in different regions of the country, the FERC issued an order on November 7, 2001 extending
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the deadline until it resolves issues relating to geographic 'scope and governance of qualifying RTOs across the 
country and issues relating to business and procedural needs. For organizations to accomplish the functions of 
Order No. 2000, the FERC is taking steps ,to create business standards and protocols to facilitate RTO 
formation. However, 'there can be no assurance that the' FERC's'goals will be achieved. -Also` there is 
cofsiderable state-level resistance in somý regions, including regions in which we operate, to the formation of 
RTOs. At least 14 separate organizations, covering the substantial majority of all'the FERC ju'risdictional 
transmission providers, are in variou~s stages of 6rginization and haive made at least preliminary filings with' ihe 
FERC. O6r T&D Utility is not subject to the FERC's jurisdiction, except with respect to certain high' voltage, 
direct current ties linking ERCOT to the Southwest Power Pool, and therefore'does not have to join an RTO.  

Trading and Marketing Our domestic electric trading and marketing operations outside of ERCOT are 
also subject to the'FERC's jurisdiction under the Federal Power Act. 'As a gas marketer,-we make sales of 
natural gas in interstate commerce at wholesale pursuant to a blanket certificate issued by the FERC, but the 
FERC does not otherwise regulate the rates, terms or conditions of these gas sales. We also have subsidiaries 
that are "public utilities" under the Federal Power Act, and their wholesale sales of electricity in interstate 
commnerce are subject to FERC-file'd rate schedules that auth6rize them to make sales at negotkited, market
based rates.  

In authorizing market-based rates for, various of our subsidiaries, the FERC has imposed some 
restrictions on these entities' transactions with Reliant Energy HL&P, including a prohibition on the receipt of 
goods or services on a preferential basis. The FERC also has imposed restrictions on natural gas transactions 
between Reliant Resources' public utility subsidiaries and Reliant Energy's natural gas pipeline subsidiaries to 
preclude any preferential treatment. Similar restrictions apply to transactions between Reliant Resources and 
Reliant Energy HL&P under Texas utility regulatory laws.  

"Hydroelectric Facilities. The mi•ajority of our generating facilities located in the state of New York are 
hydroelectric facilities, many of which are subject to the FERC's exclusive authority under the Federal Power 
Act to license non-federal ,hjdroele~tric, projects located on navigable waterways and federal lands. These 
FERC licenses must be renewed periodically and can include conditions on operation of the project at issue.  

State and Local Regulations 

Texas 

Electric Operations -' The Texas Electric Restructuring Law. In June' 1999, the Texas legislature 
adopted the Texas' Electric Restructuring Law, which substantially amended the regulatory: structure 
governing electric utilities in Texas in order to allow and encourage retail competition. Retail pilot projects 
allowin• competition for up to 5% of each utility's load in all customer classes began in Auguxst 2001, and retail 

electric competition for all other customers began in January 2002. ' ' 

The Texas Electric Restructuring Law required electric utilities in Texas to restructure their businesses in 
order to separate Ipower generation, transmission and distribution, and retail electric sales activities into three 
dlifferent units, whether commonly or separately owned. As a result of the Texas Ele&ric Restructuring Law, 
retail sales of electricity to residential, commercial and industrial customers must now be made by "retail 
electric providers." Generally, the retail electric providers that have been certified by the Teias Utility 
Commission obtain electricity from power generation companies, exempt 'wholesale generators and other 
generating entities' at unregulated rates, sell electricity at generally unregulated rates to their retail customers 
and pay the' transmission and distribution utility a'regulated tariff.rate for delivering the electricity to their 
customers. For additional information re'garding these transmission and distribution utility tariff rates, please 
read "- Electri6 Operations - Rate Case" in Item 1 of this Form 10-K. Retail electric providers are not 
permitted to own or operate generation assets and, as a general rule, their prices'are not subject to traditional 
cost-of-service rate regulation. Retail electric, providers that are affiliates of, or successors in interest to, 
electric utilities may compete substantially statewide for these sales, but prices they may charge to residential 
and small commercial customers within the affiliated electric utility's certificated service territory are subject 
to a fixed, ipecified price set by the Texas Utility Commission at the outset of retail competition (price to 
beat) that is subject to potential adjustments up to two times per year. All of our retail activities, including
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activities conducted by retail electric providers in Texas, are now conducted by Reliant Resources and its 
subsidiaries.  

Wholesale power -generators will continue to sell electric energy to purchasers, including retail electric 
providers, at unregfilated rates. To facilitate a competitive market, each power generaior affiliated with a 
transmission and distribution utility is required to sell at auction 15% of the output of its installed generating 
capacity. This auction obligation 6ontinues until January 1, 2007, unless the Texas Utility Commission 
determines before that date that at least 40% of the quantity of electric powei consumed in 2000 by residential 
and small commercial customers in the affiliated transmission and distribution' utility's service area is being 
served by retail electri' p'roviders not affiliated with the incumbent utility. An' affiliated retail electric provider 
may not purchase capacity sold by its affiliated power generation company in the state mandated capacity 
auction. For additional information regarding the state 'mandated auctions, please read "Electric Opera
tions - Generation - State Mandated Capacity Auctions" in Item I of this Form 10-K and Note 4(a) to our 
consolidated financial statements.  

Municipally-owned utilities and electric cooperatives have the option to open their markets to retail 
competition any time after January 1, 2002. However, until a 'municipally-owned utility or electric cooperative 
adopts a resolution opting to open its market to retail competition, it may not offer electric energy at 
unregulated prices' to retail customers outside its service area. In November 2001, Nueces Electric 
Cooperative and San Patricio Electric Cooperative received Texas Utility Commission approval of required 
filings necessary to open their markets to retail competition. Some large Texas cities, including San Antonio 
and Austin, are served by nmunicipally-owned utilities that have not announced when or if they will open their 
markets to competition.  

In December 2001, the Texas Utility Commission established the price to beat which the retail electric 
providers operated tinidei" Reliant' Resources are required to charge their residential and small commercial 
customers for electricity sales iii Reliant Energy HL&P's service territory. The price to beat was set at a level 
resulting in an estimated 17% reduction to pre-existing rates for residential customers and an estimated 22% 
reduction to pre-existing rates for small commercial customers.  

New, unaffiliated retail electric providers that enter a particular market may sell electricity to residential 
and small commercial customers at any price, including a price below the price to beat. By allowing non
affiliated retail electric providers to provide retail electric service to customers in an electric utility's traditional 
service territory at any price, including a price below the price to beat, the Texas Electric Restructuring Law is 
designed to encourage competition among retail electric providers. Affiliated retail electric providers will not 
be permitted to sell electricity: to, residential and small commercial customers in the transmission and 
distribution utility's traditional service territory at a price other than the price to beat until January 1, 2005, 
unless before that date the Texas Utility Commission determines that 40% or more of the amount of electric 
power that was consumed in 2000 by the relevant class of customers in the certificated service area of the 
affiliated transmission and distribution utility is committed to be served by 6ther 'retail electric providers. In 
addition, the Texas Electric Restructuring Law requires the affiliated retail electrid prdvider to make the price 
to beat available to resideniial and small commercial customers in the traditional service area of the related 
incumbent utility through January 1, 2007. The price to beat only applies to'electric services provided to 
residential and small commercial customers (i.e. customers with an aggregate pe•ak demand at or belo,, one 
MW). Electric services provided'io large commercial, industrial and institutional 'customers (i.e. customers 
with an aggregate peak demand of greater than one MW), whether by the iffilihited retail electric provider or a 
non-affiliated retail electric provider, may be provided at any negotiated price.  

The Texas Utility Commission's regulations allow an affiliated retail electric provider to adjust the 
wholesale energy supply cost component or "fuel factor" included in its price to beat based on a percentage 
change in the price of natural gas. The fuel factor included in our price to beat was initially set by the Texas 
Utility Commission at the then average forward 12 month gas price strip of approximately $3.11 /MMBtu. In 
addition, the affiliated retail electric provider may also request an adjustment as a result of changes in its price 
of purchased energy. In such a request, the affiliated retail electric provider may adjust the fuel factor to the 
extent necessary to restore the amount of headroom that existed at the time the initial price to beat fuel factor
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was set by the Texas Utility Commission. An affiliated retail electric provider may request that its price to beat 

be adjusted twice a year. Currently, we cannot estimate with any certainty the magnitude and timing of the 

ýidjustmerits required, if any, and the eventual impact of such adjustments on headroom. To the extent that the 

adjustments ire not received oh a timely basis,/our Retail Energy business segment's results of operations may, 

be adversely affected. Based .on forward gas prides at the end -of March 2002, the retail electric providers 

operated 'undei Reliant Resources estimate they would be able to increase their price to beat by between 

appioximitely 4-5%.  

The Texas Electric Restructuring Law requires the affiliated retail electric provider to reconcile ,and 

credit to the affiliated transmission and distribution utility in early 2004 any positive difference between the 

price to beat, reduced by a specified delivery charge, and the prevailing market price of electricity'unless the 

Texas Utility, Commission determines that, on or prior to January 1,, 2004, 40% or nioie of the amount of 

electric power that was consumed in 2000 by residential or small commercial customiers, as applicable, within 

the affiliated transmission and distribution utility's traditional service territory is committed to be served by 

"other non-affiliated retail electric-providers. If the 40% test is not met, the reconciliation and credit will be in 

"the foir of a payment from Reliant Resources*to CenterPoint Energy, not to exceed $150 per customer. For 

additional information- regarding this payment, please -read ý"Management's, Discussion ,and Analysis :of 

Financial Condition and Results of Operations - Liquidity and, Capital Resources - Reliant Resources

unregulated businesses - "Clawback" Payment to Reliant Energy" in Item 7 of this Form 10-K.  

The Texas Electric Restructuring Law requires the Texas Utility Commission to designate retail electric 

providers as POLRs in areas of the state in which retail competition is in effect. A POLR is'required to offer a 

staindard retail electric service package for each class of customers- designated by the Texas' Utility 
,Commission at a fixed,'nondiscountable rate approved by the Texas Utility Commission, and is required to 
:ý. I. " 

provide the service package to any requesting retail cu'stomer in the territory for which it is the POLRt In the 
"ev;f'nfthat another retail electric provider fails to serve any br all of its customers, the'POLR is required to 

offer that custom6r the standard retail service package for that customer class with no interruption of service.  

For additional informaitiofi regarding thi obligations of StarEn Power, a subsidiary of Reliant Resources,-as a 

POLR, and regarding the Texas retail market framework in general, please read "Management's Discussion 

and Analysis of Financial Condition and Results of Operations- Certain ,Factors Affecting Our Future 

Earnings - Factors Affecting the Results of Our Retail Energy Operations'. in Item 7 of this Form 10-K.  

Electric'Ope•"•tions - Rate Case.' On October 3, 2001, the Texas Utility Commission issued an order 

setiing the' iates 'to be•'charged by the T&D Utility for delivery of electricity beginning in January 2002. The 
order resulted from a March 31, 2000 filing (Wires Case) ;with the Texas Utility Commission as required by 

the'Texas Ele6tric Restructuring Law. The Wires Case set the regulated rates for the T&DUtility to be 

effective Aehen'electric competition began. This regulated wires rate, or non-bypassable delivery charge, 

includes the transmission and distribution rate, a system benefit fund fee, a nuclear decommissioning fund 

charge, a municipal franchise fee and a transition charge associated with securitization of regulatory assets. In 

addition, we are required to make a final fuel reconciliation filing under the terms of the Texas Electric 

Restructuring Law on or before July 1, 2002. For additional information regarding the effects of the Texas 

Utility Commission's October 3, 200forder, please 'read Note 4 to our consolidated financial statements.  

"Electric Opera'tions Fuel Filings. For additional information regarding the fuel,'filings of our Texas 

generation business for the recove'ry of under-recovered fuel costs,-please read Note 4(c) to our consolidated 

financial statements: ' '" ' ' 

Electric Operations - Stranded Costs and Regulatory Assets. The Texas Electric Restructuring Law 

'provide's f6r'the recovery of stranded costs and regulatory assets resulting from the unbundling of generation 

Sfacilities and the related onset of retail ,competition., Stranded costs include .the positive excess of the 

regulatory nft book value of generation assets over the market value of the, assets, taking into account a 

utility's 'gen'eration assets, -any 'above-miarket purchased power costs 'and 'any deferred debits relating to a 

utility's man'daiory discontinuane• of the 'application of certain accounting 'standards for generation-related 

assets: The Texas Electrid Restructuring Law provides several alternatives'for the determination of stranded 

costs, and pursuant to the master separation agreement we have agreed to use the "partial stock valuation"
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methodology under which we plan to cause Texas Genco to either issue and sell in an initial public offering or 
to distribute to our shareholders no more than 20% of Texas Genco's common stock. Under this methodology, 
the Texas Utility Commission will employ the trading price of the stock on a national exchange over a defined 
period to arrive at the market value of Texas Genco in order to assess our stranded costs in a proceeding that 
we will file in 2004. In accordance with the Texas Electric Restructuring Law, beginning on January 1, 2002, 
and ending when the true-up proceeding is completed in January 2004, any difference between market power 
prices received in the generation capacity auction and the Texas Utility Commission's earlier estimates of 
those market prices will be included in the 2004 stranded cost true-up. This component of the true-up is 
intended to ensure that neither the customers nor Reliant Energy is disadvantaged economically as a result of 
the two-year transition period by providing this priciig striicture. For more information about stranded costs, 
please read "Certain Factors Affecting Our Future Earnings - Factors Affecting the Results of Our Electric 
Operations- Generation" in Item 7 of this Form 10-K and Note 4(a) to our consolidated financial 
statements.  

Our regulatory assets include the Texas generation business-related portion of the amount reported by us 
in our 1998 Form 10-K' as !'regulatory assets and liabilities," offset by the applicable portion of generation
related investment tax credits permitted under the Internal Revenue Code. Pursuant to a financing order 
issued by the Texas Utility Commission, we issued, through an indirect wholly. owned subsidiary, $749 million 
aggregate principal amount of transition bonds in October 2001 and used the proceeds to reduce our 
recoverable regulatory assets by repaying other indebtedness. For more information about the transition bonds 
and recovery of regulatory assets, please 'rad Note 4(a) to our consolidated financial statements.  

We will make a filing in January 2004 in a true-up proceeding provided for by the Texas Electric 
Restructuring Law. The purpose of this proceeding will be to quantify, and reconcile the amount of stranded 
costs, differences in the capacity auction prices and Texas Utility, Commission estimates, unreconciled fuel 
costs and other regulatory assets associated with our Texas generation business not previously securitized by 
the transition bonds. We will be required to establish and support the amounts of these costs in order to 
recover them. For more information about the true-up proceeding, please read Note 4(a) to our consolidated 
financial statements.  

Electric Operations -,Other. Currently, the T&D Utility conducts its electric utility operations under a 
certificate of convenience and necessity granted by the Texas 'Utility Commission. The certificate of 
convenience and necessity covers the present service area and facilities of our Electric Operations business 
segment. In addition, the T&D Utility holds non-exclusive franchises from the incorporated municipalities in 
the service territory of our Electric Operations business segment. These franchises give the T&D Utility the 
right to operate, its transmission and distribution system within the streets and public ways of these 
municipalities for the purpose of delivering electric service to the municipality, its residents and businesses.  
None of these franchises expires before 2007.  

Other States 

Natural Gas Distribution. In almost all communities in which our Natural Gas Distribution business 
segment provides service, RERC operates under franchises, certificates or licenses obtained from state and 
local authorities. The' terms of the franchises, with various expiration dates, typically range from 10 to 
30 years. None of our Natural Gas Distribution business segment's material franchises expire before 2005. We 
expect to be able to renew expiring franchises. In most cases, franchises to provide natural gas utility services 
are not exclusive.  

Substantially all of our Natural Gas Distribution business segment's retail sales are subject to traditional 
cost-of-service regulation at rates regulated by the relevant state public service commissions and, in Texas, by 
the Texas Railroad Commission and municipalities we serve. For additional information regarding our ability 
to, recover increased costs of natural gas from our customers, please read "'Management's Discussion and 
Analysis of Financial Condition and Results of Operations - Certain, Factors Affecting Our Future Earn
ings - Competitive and Other Factors Affecting RERC Operations - Natural Gas Distribution" in Item 7 
of this Form 10-K. I ,

44

I



On November 21,2001, Arkla filed a rate case (Docket 01-243-U) with the Arkansas Public Service 
Commission seeking an increase in rates for its Arkansas customers of approximately $47 million on an annual 
basis. Arkla's last rate increase was authorized in 41995. In the rate filing, Arklainaintains that its rate base has 
growvn by $183 millioh, and its 'operating'expenses have increased from $93 million to $106 million on an 
annual'basis and, 'therefore, Arkla's current rates for service-to Arkansas customers do not provide'a 
reasonable opp6rtunity for Arkla to cover its operating costs and earn a fair return on its investment. A-' 
decision in the case is expected by the fourth quarter of 2002.  

Nuclear Regulatory Commission 

We are qrequired by NRC ;regulations to estimate from time to time the amounts required to 
decommission our ownership share of the South Texas Project and are required to maintain funds to satisfy 
that obligation when the plant ultimately is decommissioned. We currently collect through our electric rates 
amounts calculated to provide sufficient funds at the time of decommissioning to discharge these obligations.' 
Those funds are maintained in a nuclear decommissioning trust (Nuclear Decommissioning Trust): Under the 
Texas Electric Restructuring Law,'funds for decommissioning nuclear facilities like the South Texas Project 
continue to be subject to cost of service rate regulation and are collected by the T&D Utility through a non
bypassable charge from transmission and distribution customers. Funds collected will be deposited into the 
Nuclear Decommissioning Trust.  

When our Texas generation business is traniferred to Texas Genco, we will transfer beneficial ownership 
in the Nuclear Decommissioning Trust to Texas Genco, as the licensee of the facility. In connection with that 
transfer, we have obtained a private letter ruling from the IRS to confirm that such funds will continue to 
receive tax treatment they currently hold following the transfer so long as Reliant Eiergy and its successor 
continue to own the controlling 'interest 'in Texas Genco. After the Restructuring, the T&D Utility will 
continue to collect am6ints aiuth6rized under its rates for nuclear decommissioning and will pay the ambunts 
collected to Texas Genco for deposit into ihe Nuclear, Decommissioning Trust.' Texis Gc~nco will be 
responsible' for complying with NRC requirements for decommissioning. Un'der the master-separation 
agreement, however, the T&D Utility is obligated to collect from its customers amounts required to 
decommission the South Texas Project in the event the funds in the Nuclear Decommhissioning Trust prorve to 
be inadequate to satisfy the licensee's obligations, and the T&D Utility has agreed to indemnify Texas Genco 
from responsibility for additional amounts required even if they are not collected from customers.  

While our current funding levels exceed NRC minimum requirements, no assurance can be given that 
the amounts held in trust will be adequate to cover thWe actual decommissioning costs of the South Texas 
Project. Such costs may vary because of changes in the assumed date of decommissioning and changes in 
regulatory requirements, technology and costs of labor, materials and waste burial. Nor can assurance be given 
that the current tax treatment accorded funds maintained in the Nuclear Decommissioning Trust or additional 
amounts deposited can be maintained if Reliant Resources exercises the Texas Genco Option.  

For information'regarding the NRC's regulation of nuclear decommissioning trust funds,;please read 
Note 14(k) to our cbnsolidated financial statements.  

The Netherlands . ' 

Prior to the deregulation of the Dutch wholesale market in 2001, our European Energy business segment 
sold its generating output to a national production pool and, in return, received a standardized remuneration.  
The remuneration included fuel cost, return of and on capital and operation and maintenance expenses. Under 
a transitional agreerhient whih- exlpired in 2000, ithe rion-fuel 'pbrtion of this amount was fixed during the 
period 1997'through 2006.'F6ridditional informatidn , pleaie' read "Management's Discussioni and Analysis of 
Financial Co ndition and Results of Operations :- .Certiin Factors Affecting Our Future Earhihigs'- Factors 
Affecting the Results of Our Europeaii Energy Operations '-Competition in the,European Market" and 
"- Deregulation of the'Dutch Market" in Item 7 of this Form 10-K.'. : .  

In 2001, the wholesale energy market of our European Energy business segment's primary market in the 
Netherlands was'opened to competition. Our European Energy business segment continues to be subject to
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regulation by a number of national and European regulatory agencies and regulations relating to- the 
environment, labor, tax and other matters. For example, our European Energy business segment's operations 
are subject to the regulation of Dutch and European Community anti-trust authorities, who have extensive 
authority to investigate and prosecute violations by energy, companies of anti-monopolistic and price-fixing 
regulations. In addition, our European Energy business segment must also' comply with various national and 
regional grid codes and other regulations establishing access to transmission systems. Many of the significant 
suppliers and customers of our European Energy business segment are subject to continued regulation by 
various energy regulatory bodies that have the authority to establish tariffs for such entities. The impact of 
regulations on these entities has an indirect impact on our European Energy business segment.  

In some European countries, it is uncertain to what extent companies trading in energy, fuel and other 
commodities (physical and financial) might be deemed subject to regulation as brokers and dealers under 
local securities laws. To the extent that its operations are deemed subject to these laws, our European Energy 
business segment could become subject to minimum capitalization, licensing and reporting requirements 
similar to those which exist for securities broker and dealer firms. Although our European Energy business 
segment believes that its operations are currently outside the scope of such regulations, no assurance can be 
given as to the future positions of these regulatory agencies regarding the applicability of these regulations to 
our European Energy business segment's operations.  

ENVIRONMENTAL MATrERS 

General Environmental Issues 

We are subject' to numerous federal, state and local requirements relating to the protection of the 
environment and the safety and health of personnel and the publiL. These iequirements relate to a broad range 
of our activities, including the discharge of pollutants into air,' water, 'and soil, 'the proper handling of solid, 
hazardous, and toxic materiali'and waste, noise, and safety and health standards applicable to the workplace.  
In order to comply with these requirements, we will spend substantial amounts from time to time to construct, 
modify and retrofit equipinent, acquire air emission allowances for operation of our facilities, and to clean up 
or decommission disposal or fuel storage areas and other locations'as necessary.  

If we do not comply with environmental requirements that apply to our operations, regulatory agencies 
could seek to impose on us civil, administrative and/or criminal liabilities as well as seek to curtail our 
operations. Under some statutes, private parties could also seek to impose upon us civil fines or liabilities for 
property damage, personal injury and possibly other costs.  

We anticipate investing up to $532 million in capital and other special project expenditures between 2002 
and 2006 for environmental compliance, $397 million of which is comprised of projected expenditures for 
CenterPoint Energy and its subsidiaries after the Distribution and $135 million of which is comprised of 
projected expenditures for Reliant Resources and its subsidiaries after the Distribution. In addition, 
environmental capital expenditures for the recently acquired Orion Power assets over this period are estimated 
to be $241 million. We are currently reviewing these estimates. For additional information regarding 
environmental expenditures, please read "Management's Discussion ýnd Analysis of Financial Condition and 
Results of Operations - Certain Factors Affecting Our Future Earnings - Environmental Expenditures" in 
Item 7 of this Form 10-K and Note 14(f) to our consolidated financial statements.  

Air Emissions 

As part of the i990 amendments to the Federal Clean Air Act,' equirements and schedules for 
compliance were developed for attain/nent of health-bsed standards. As part of thi' process, standards for the 
emission of NOx, a p~roduct of the combustion process associated with power generation and natural gas 
compression, are being'developed or havr been finalized. The standards'recquire reductioA of emissions from 
our power generating units ifi the Uniied States and some of our natural gas compression facilities. We believe 
the reductions will require substantial eipenditures in the years 2002 thi-ough 2004, with possible additional 
expenditures after that for our facilities in Texas. The Texas Electric Restructuring Law provides for stranded 
cost recovery of costs incurred before May 1, 2003 to achieve the NOx reduction requirements. The post-2004

46



requirements in Texas are currently.being litigated, and the outcome of the litigation cannot be predicted at 

this time. Our facilities in the Netherlands were in compliance with applicable Dutch NOx emission standards 

through the year 2001. New NOx reduction targets have recently been adopted in the Netherlands ;hich Will 

require a 50% reduction in NOx emissions from 2000 levels by 2010. The reductions may be achieved through 

the installation of emission control equipment or through the participation in a planned market-based e mission 

trading system". We currently believe that our Dutch facilities will not be required to install NOx controls or 

purchase emission credits until the 2005 through 2006 time period. Projected emission control costs are 

estimated to be approximately $30 million, although this investmiient may be offset to some extent or delayed if 

a market-based trading program develops.  

"The Eiiironmental Protection Agency (EPA) has announced its determination to regulate hazardous air 

p6olutants (HAPs), including mercury, from coal-fired and oil-fired steamelectric generating units under, 

Se6tioA 112 of the Clean Air Act. The EPA plans to develop maximum 'achievable ,control technology 

(MACT) standards for these types of units. The rulemaking for coal and oil-fired steam electric generating 

units must be completed by December 2004. Compliance with the rules will be required within three years 

thereafter. The MACT standards that will be applicable t6 the units cannot be predicted at this time and may 

adversely impact our results of operations. In 'addition, a request for reconsideration of the EPA's decision to 

impose MACT standards has been filed with the EPA. We cannot predict the outcome of the request.

In 1998, the United States became a signatory to the United Nations Framework Convention on Climate 

Change (Kyoto Protocol). The Kyoto-Protocol calls for developed nations to reduce their emfissions of 

greenhouse gases. Carbon dioxide, which is a major byproduct of the combustion of fossil fuel, is considered to 

be a greenhouse gas. If the United States Senate ultimately ratifies the Kyoto Protocol, any resulting 

limitations on power plant carbon dioxide emissions could have a material adverse impact on all fossil fuel 

fired facilities, incl6iding those belonging to us. The European Union, of which the Netherlands is a member, 

has adopted the Kyoto Protocol as the goal for greenhouse gas emission targets. We -expect REPGB, our 

Dutch subsidiary, through use of "green fuels" and efficiency improvements, will be able to meet its portion of 
the target reductions. -- , t I 

The EPA is conducting a nationwide investigation 'regarding the historical compliance of coal-fueled 

eleciric generating stiitions with various permitting requirements of the Clean Air Act. Specifically, the-EPA 

and the United States Department of Justice have initiated formal enforcement actions and litigation against 

seveiral othr" Utility companies that operate these stations, alleging that these companies modified their 

facilities' vithout•proper pre-construction permit authority. Since June 1998, six of our coal-fired facilities 

opeiated'through Reliant Resources 'have received requests for information' related to work activities 

conducted at those sites, as have two of our recently acquired Orion Power facilities. The EPA has not filed an 
enforcement action or initiated litigation in connection with these facilities at this time. Nevertheless, any 

litigation, if pursued successfully by the EPA, could accelerate the timing of emission reductions currently 
contemplated for the facilities and result in the imposition of penalties. 

in Februaiy 2001, the United States Suprerhe Court upheld a previously adoptid EPA ambient air 

quality sti-daids'for fineý particulatý matter and ozone. While attaininig these new siandards may ultimately 

require expenditures for air'quality control system upgrades for our facilities, regulations 'addressing affected 

sources and iequired controls are not expected until after 2005.'Co'ne'quiently, it is'not ipossible~to determ-mine 

tlie' impact on our operations at this' timie. ' 

Muli-pollutant'air emission initiative. -On Feb'uairy 14, 2002, the-White House annouticed its "Clear 

Skies Initiative." The proposal is aimed at long term reductions of multiple pollutants produced from fossil 

fuel-fired power plants. Reductions averaging 70% are targeted for sulfur dioxide (S92), NOx, and mercury.  

In addition, a voluntary program for greenhouse gas emissions is proposed as an alternaivie to the Kyoto 

Protocol discussed above. The implementation of the initiative, if approved by the United Sties Congress, 

would be a market-based program beginning in 2008 and phased full compliance by'2018.-Fossil fuel-fired 

power plants in the United States would be affected by the adoption of this program, or other legislation 

currently 'pending in the United States Congress addressing similar issues. Such programs'would require
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compliance to be achieved by the installation of pollution controls, the purchase of emission allowances or 
curtailment of operations.  

Water Issues 

In July 2000, the EPA issued final rules for the implementation of the' Total Maximum Daily Load 
program of the Clean Water Act (TMDL). The goal of the TMDL rules is to establish, over the next 
15 years, the maximum amounts of various pollutants that can be discharged into waterways while keeping 
those waterways in compliance with water quality standards. The establishment of TMDL values may 
eventually result in more stringent discharge limits in each facility's discharge permit. Such limits may require 
our facilities to install additional water treatment, modify operational practices or implement other wastewater 
control measures. Certain members of the United States Congress have expressed concern to the EPA about 
the TMDL program and the EPA, in October 2001, extended the effective date of the regulation until April 
2003.  

In November 2001, the EPA promulgated rules that impose additional technology based requirements on 
new cooling water intak6 structures. Proposed rules for existing intake structures have also been issued. It is 
not known at this time what requirements the final rules for existing intake structures will impose and whether 
our existing intake structures will require modification as a result of such requirements. The process by which 
the intake structure rules were written was contentious and litigation is expected. Court action in response to 
this expected litigation could result in unforeseen changes in the'requirements.  

A number of'efforts are under way within the EPA to evaluate water quality criteria for parameters 
associated with the by'-products of fossil fuel combustion. These parameters include arsenic, mercury and 
selenium. Significant changes in these criteria could impact station discharge limits and could require our 
facilities to install additional water treatment equipment. The impact on us as a result of these initiatives is 
unknown at this time.  

Liability for Preexisting Conditions and Remediation 

Under the purchase agreements between Sithe Energies and Reliant Energy Power Generation, Inc.  
(REPG), a subsidiary of Reliant Resources, relating to some of our Northeast regional facilities, and in the 
transaction with Orion, Power, Reliant Resources, with a few exceptions, assumed liability for preexisting 
conditions, including some ongoing remediations at the electric generating stations. Funds for carrying out any 
identified actions have been included in our planning for future requirements, and we are not currently aware 
of any environmental condition at any of our facilities that we expect to have a material adverse effect on our 
financial position, results of operation or cash flows.  

A prior owner of one of our Northeast facilities entered into a' Consent Order Agreement with the 
Pennsylvania Department of Environmental Protection (PaDEP) to remediate a coal refuse pile on the 
property of the facility. We expect the remediation will cost between $10 million and $15 million. Under the 
acquisition agreements between Sithe Energies and GPU, Inc. (GPU), relating to some of our Northeast 
regional facilities, GPU has agreed to retain responsibility for up to $6 million of environmental liabilities 
associated with the' coa'refuse site at this facility. We Will be responsible for' any amounts in excess of that 
$6 million. In August 2000.we signed a modified consent order that committed us to complete the remediation 
work no later than November 2004. In addition to the coal refuse site at this facility, we had liabilities 
associated with six future ash disposal site closures and six current site investigations and environmental 
remediations. We expect to pay approximately $16 million over the next five years to monitor and remediate 
these sites.  

Under the New Jersey Industrial Site Recovery Act (ISRA), owners and operators of industrial 
properties are responsible for performing all necessary remediation at the facility prior to the closing of a 
facility and the termination of operations, or undertaking actions that ensure that the property will be 
remediated after the closing of a facility-and the termination of operations. In connection with the acquisition 
of facilities from Sithe Energies, Reliant Resources has agreed to take responsibility for any costs under ISRA 
relating to the four New Jersey properties they purchased. They estimate that the costs to fulfill their
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obligations under ISRA will be approximately $10 million. However, these remedial activities are still in the 
early stages. Following further investigation the scope of the necessary remedial work could increase, and we 
could, as a result, incur greater costs.  

One of our.Florida generation facilities operated through Reliant Resources discharges wastewater to 

percolation'ponds which in turn, percolate into the groundiater. Elevated levelsi of vanadium and sodium have 
been detected in groundwater monitorirg wells. A noncomipliance letter has been received from the Florida 
Department of Environmental Protection. A' study to evaluate the cause of the elevated constituents has been 
undertaken. At this time, if remediation is required, the c6 st, if any, is not anticipated to be'material.  

As a result of their age, many of our facilities cofitain significant amounts of asbestos insulation, other 
asbestos ýontaining'materials, as well as lead-based paint. Existing state-and federal rules require the proper 
management and disposal of these potentially toxic materials. We have developed a management plan that 
includes proper maintenance of existing non-friable asbestos installations, and removal and abatement of 
asbestos containing imaterials where necessary because of maintenance, repairs, 'ieplacement o'r damage to the 
asbesto; itielf. We h'ave planned for the proper management,' abatement and disposal of asbestos and lead

based paint at our ficilities in our financial planning. " 

Manufactured Gas Plant Sites. RERC and its predecessors operated a manufactured gas plant until 
1960 adjacent to the Mississippi River in Minnesota'formerly known as Minneapolis Gas Works. RERC has 
substantially completed remediation of the main site other than ongoing water monitoring and treatment. The 
manufactured gas was stored in separate holders. RERC is negotiating cleanup of one such holder. There are 
six other 1 former manufactured gas plant sites in the Minnesota iervic'e territory.' Remediation hgas been 
completed on one site. Of the remaining five sites, RERC believes that two were neither 6wned nor operated 
by RERC. RERC believes it has no liability with respect to the sites we neither owned nor operated.  

At ,December 31, 2000 and 2001, RERC had accrued $18 million and $23 million, respectively, for 
remediation of the Minnesota'sites. At December 31, 2001, the estimated range of possible remediation costs 
was $11 fmillion to $49 million. The cost estimates of the Minneapolis Gas Works site are based on studies of 
that site. The remnediation costs' for the other sites are based on'industry average costs fo'rremediation of sites 
of'simnilar size. The actual remediation' costs will be dependent upon the number of sites remediated; the 
particilation[ of other potentially responsible p'artie's, if any, and the remediation methods used. T 

Issues relating to the identification and remediation of manufactured gas plants are common in the 
natural gas distribution industry. RERC has received notices from the United States Environm'ental 
Protection'Ajeici'and others regarding its status as a potentially responsible party for other sites.- Bised on 
cur'rentinformation, RERC has not been able to quantify a range of environmental expenditures for potential 
remediatidn expenditures with respect to other manufactured gas plant sites.  

Hydrocarbon Contamination. In August 2001, a number of Louisiana residents who live near the 
Wilcox 'Aquifer filed suit against'RERC Corp., Reliant Energy Pipelirne Services, Inc., other Reliant Energy 
entities'and third parties (Docket No. 460, 916-Div. "B"), in the lst'Judicial District Court, Caddo Parish, 
'Louisiana. The suit 'alleges that we-and the'other defendants allo,;ed or 6aused hydrocarbon or chemical 
'contaminationi of the Wilcox Aquifer, which lies beneath property bwned or l6ased by the defendants and is 

"the' sole or primaiy drinking water aquifer in the aiea. The quaantity'of '*ionetary damages sought is 
unspecified. For additional information regarding this suit and the remediation of the site, please read 
,note 14(f) to our consolidated financial statements. .

SOther MinnesoitaMatters. 'At December 31, 2000 and 2001, RERC had recofded accruals of $4 million 
"and $5 million, respectively, for other environrmental matters in Mirines6ta for which remediation may be 
required. At December 31, 2001, the estimated range of possible remediation costs was $4'million to 
$8 million.  

Mercury Contamination ' 

'Like similar companies, our pipeline and natural gas distribution operations have in the past employed 

felemental mercury in measuring and regulating equipment. It is possible that small amounts of mercury may
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have been spilled in the course of normal maintenance and replacement operations and that these spills may 
have contaminated the immediate area around the meters with elemental mercury. We have found this type of 
contamination in the past, and we have conducted remediation at sites found to be contaminated. Although we 
are not aware of additional specific sites, it is possible that other contaminated sites may exist and that 
remediation costs may be incurred for these sites. Although the total anount of thes6 costs cannot be known 
at this time, based on our experience'and that of others in the natural gas industry to date and on the current 
regulations regarding remediation of these sites, we believe that the cost of any femediation of these sites will 
not be material to our financial position, results of operations or cashlflows! For additional information 
regarding environmental expenditures associated with mercury contamination, 'please read "Management's 
Discussion and Analysis of Financial Condition and Results of Operations - Certain Factors Affecting our 
Future Earnings - Environmental Expenditures - Water, Mercury and Other Expenditures" in Item 7 of 
this Form 10-K.  

Under the federal Comprehensive Environmental Response, Compensation and Liability Act of 1980, or 
CERCLA, owners arid operators of facilities from which there has been a release or threatened release of 
hazardous substances, together with those who have transported or arranged for the disposal of those 
substances, are liable for.  

"* The costs of responding to that release or threatened release; and 

"* The restoration of natural resources damaged by any such release.  

We are not aware of any liabilities under CERCLA that would have a material adverse effect on us, our 
financial position, results of operations or cash flows.  

European Energy 

European and Dutch environmental laws are among the most stringent in the industrial world. Under 
Dutch environmental laws, an environmental permit is required to be maintained for each generation facility.  
As is customary in Dutch practice, our European Energy business segment has, together with other industry 
participants, entered into various contractual agreements with the national government on specific environ
mental matters, including the reduction of the use of coal and other fossil fuel. The environmental laws also 
address public safety. We believe our European Energy business segment holds all necessary authorizations 
and approvals for its current operations.  

The European Union, of which the Netherlands is a member, adopted the Kyoto Protocol as the goal for 
greenhouse gas emission targets. For further discussion of the protocol, please read "- Air Emissions." We 
believe our European Energy business segment will meet its current portion of target reductions because of its 
use of "green fuels" and efficiency improvements to its facilities.  

NOx reduction targets will require a 50% reduction in NOx emissions from 2000 levels by 2010. The 
reductions may be achieved through the installation of emission control equipment or through the participa
tion in a planned market-based emission trading system. Our European facilities are in compliance with 
current and applicable Dutch NOx emission standards. Based on current factors, we believe that our European 
facilities will not be required to install NOx controls or purchase emission credits until the 2005-2006 time 
period. 

We estimate that we will spend approximately $30 million in emission control and other environmental 
costs associated with our European Energy business segment for the period 2002 through 2006. In addition, we 
expect to spend approximately $18 million in asbestos and other environmental remediation programs during 
this period.  

Other 

We have been named, along with numerous others, as a defendant in a number of lawsuits filed by a large 
number of individuals who claim injury due to exposure to asbestos while working at sites along the Texas 
Gulf Coast. Most of these claimants have been workers who participated in construction of various industrial
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fabilities, including powei'plants, and some of the claimants have worked at locations owned by us. We 

anticipate that additional claims like those received may be asserted in the future,' and we intend to continue 

our practice of vigorously codtesting claims that we do not coniider to hive merit. Although their ultimate 

outcome cannot be predicted at this time, we do not believe, based on our experience to date, that these 

matters, either individually or in the agg-regate, will have a material adverse effect on our finaricial position, 

results of operations or cash flows.  

EMPLOYEES 

As of December 31, 2001, we had 16,958 full-time employees. The following table sets forth the number 

of our employees by business segment as of December 31, 2001: 

Business Segment Number 

Electric Operations ................................................... . 5,741 

Natural Gas Distribution ................................ ......... ...... 4,943 

Pipelines and Gathering ...................................................... 614 

W holesale Energy ........................................... ................ 2,395 

European Energy ............................................ : ............. 916 

Retail Energy ............................................................. 1,202 

Latin America .............................................................. 398 

Other Operations .......................... ................................. 749 

Total .... .............................. ............................... 16,958 

* The number of our employees who were represented by unions or other collective bargaining groups as of 

December -31,'2001 include (i) Electric' Opeiations,_2,735; (ii) Natural Gas'Distribution, 1,542; 

(iii) .Wholesale Energy, 810; and (iv) European Energy, 745.  

EXECUTIVE OFFICERS OFRELIANT ENERGY 
(As of March 1, 2002) 

Officer 
Name Age Since Present Position 

R. Steve Letbetter(1) .......... 53 1978 Chairman, President, Chief Execujiive'Officer 
and Director 

Robert W. Harvey(l) .......... 46 1999 Vice Chairman 

David M. McClanahan(2) ...... 52 1986 Vice Chairman, President and Chief* 
'Operating Officer, Reliant Energy Reg'ulated 

, Group , 

Stephen W. Naeve(l) .......... 54 1988 Vice Chairman and Chief Financial Officer_ 

, Joe Bob Perkins(I)... ......... .41 -1996 President and Chief Operating Officer ,, 
Reliant EnergyWholesale Group 

Hugh Rice'Kelly(I)........... 59 1984 Executive Vice President, General Counsel 
- and Corporate Secretary .

Mary P. Ri~ciardello(1) ..... -..46 '1993- Senior Vice President'and Chief Accounting 
Officer 

(1) Effective as of the Restructuring, these individuals will continue to serve in the indicated capacities for 

CenterPoint Energy. Effective as of the Distribution, these individuals will resign their positions with 

CenterPoint Energy, except that Mr. Letbetter will continue to serve as non-executive Chairman of the 

CenterPoint Energy Board of Directors.  

(2) Effective as of the Distribution, Mr. McClanhalý will beconiE Pisident -and Chief Executive Officer of 

"CentrePoint Energy.  
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Mr. Letbetter has served as Chairman of Reliant Energy since January 2000 and as President and Chief 
Executive Officer of Reliant Energy since June 1999. He has been a director of Reliant Energy since 1995. He 
has served in various executive officer capacities with Reliant Energy since 1978.  

Mr. Harvey has served as Vice' Chairman of Reliant Energy since June 1999. Prior to joining Reliant 
Energy, he served as a director in'the Houston office of McKinsey & Com'pany, Inc.  

Mr. Naeve has served as Vice Chairman of Reliant Energy since June 1999 and as Chief Financial 
Officer of Reliant Energy since 1997. Between 1997 and 1999, he served as Executive Vice President and 
Chief Financial Officer of Reliant Energy. He has served in various executive officer capacities with Reliant 
Energy since 1988.  

Mr. Perkins has served as President and Chief Operating Officer, Reliant Energy Wholesale Group, and 
as President and Chief Operating Officer, Reliant Energy Power Generation, Inc. since 1998. In 1998, 
Mr. Perkins served as President and Chief Operating Officer of the Reliant Energy Power Generation Group.  
Between 1996 and 1998, Mr. Perkins served as Vice President- Corporate Planning and Development.  

Mr. Kelly has served as Executive Vice President, General Counsel and Corporate Secretary of Reliant 
Energy since 1997. Between 1984 and 1997, he served as Senior Vice President, General Counsel and 
Corporate Secretary of Reliant Energy.  

Ms. Ricciardello has served as Chief Accounting Officer of Reliant Energy since June 2000 and as Senior 
Vice President since June 1999. Between 1999 and 2000, she served as Senior Vice President and Comptroller 
of Reliant Energy. She also served as Vice President and Comptroller of Reliant Energy from 1996 to 1999.  
She has served in various executive officer capacities with Reliant Energy since 1993.  

We currently expect that at the time of the Distribution, David M. McClanahan will become President 
and Chief Executive Officer of CenterPoint Energy. Mr. McClanahan, who is 52 years old, has served as Vice 
Chairman of Reliant Energy since October 2000 and as President arid Chief Operating Officer of Reliant 
Energy's Regulated Group since 1999. He served as President and Chief Operating Officer of Reliant Energy 
HL&P from 1997 to 1999. He has served in various executive officer capacities with Reliant Energy since 
1986.  

Item 2. Properties 

Character of Ownership 

We own or lease our principal properties in fee, including our corporate office space and various real 
property and facilities relating to our generation assets and development activities. Most of our electric lines 
and gas mains are located, pursuant to easements and other rights, on public roads or on land owned by others.  

Substantially all of the real estate, electric distribution system properties, buildings and franchises owned 
directly by Reliant Energy (excluding real estate and other properties of subsidiaries of Reliant Energy) are 
subject to a lien created under 'a Mortgage and Deed of Trust dated as of November 1, 1944 (as 
supplemented, Mortgage) between Reliant Energy and South Texas Commercial National Bank of Houston 
(JP Morgan Chase Bank, as Successor Trustee). The lien of the Mortgage excludes cash, stock in subsidiaries 
and certain other assets. Additionally, properties owned by subsidiaries of Reliant Energy are subject to liens 
of creditors of the respective subsidiaries. We believe we have satisfactory title to our facilities in accordance 
with standards generally accepted in the electric power industry, subject to exceptions which, in our opinion, 
would not have a material adverse effect on the use or value of the facilities.  

Electric Operations 

For information regarding the properties of our Electric Operations business segment, please read 
"Electric Operations" in Item 1 of this Form 10-K, which information is incorporated herein by reference.
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Natural Gas Distribution 

For information regarding the properties of our Natural Gas Distribution business segment, please read 
".Natural Gas Distribution" in Item I of this Form'10-K, which information is incorporated herein by 
reference.  

Pipelines and Gathering 

For information regarding the properties of our Pipelines and Gathering business segment, please read 

"Pipelines and Gathering" in Item 1 of this Form 10-K, which information is incorporated herein by, 
reference.  

Wholesale Energy 

For information regarding the properties of our Wholesale Energy business segment, please read 

"WVholesale Energy" in Item 1 of this Form 10-K, which info'rmation is incorporated herein by reference.  

European Energy,
For inforimation regarding the -properties of our European Energy business segment, please read 

"European Energy" in Item 1 of this Form 10-K, which information is incorporated herein by reference.  

Retail Energy 

TFor information regarding the properties of our Retail Energy business segment, please read "Retail 

Energy" in Item 1 of this Form 10-K, which information is incorporated herein by reference.  

Latin America 

"For information regirding the pioperties of our Latin America business segment, please read "Latin 

America" in Item I of this Form 10-K, which information is incbrpoiated herein by reference.  

Other Operations 

For information regarding the properties of our Other Operations business segment, please read "Other 

Operations" in Item 1 of this Form 10-K, which information is incorporated herein by reference.  

Item 3. Legal Proceedings 

For a description of certain legal and regulatory proceedings affecting us, see Notes 4, 14(f), 14(g) and 

21 to our consolidated financial statements, which notes are incorporated herein by reference.  

Restatement of Second and Third Quarter 2001 Results of Operations 

On February 5, 2002, Reliant Energy announced that it was restating its earnings for the second and third 
quarters of 2001. As more fully described in Reliant Energy's March 15, 2002 Current Report on Form 8-K, 
the restatement related to a correction in accounting treatment for a series of four structured transactions that 
were inappropriately accounted for by Reliant Resources as cash flow hedges for the period of May 2001 
through September 2001, rather than as derivatives with changes in fair value recognized through the income 

statement. Each structured transaction involved a series of forward contracts to buy and sell an energy 

commodity in 2001 and to buy and sell an energy commodity in 2002 or 2003.  

At the time of the public announcement of Reliant Energy's intention to restate its reporting of the 

structured transactions, the Audit Committees of each of the boards of directors of Reliant Energy and 

Reliant Resources instructed Reliant Resources to conduct an internal audit review to determine whether 
there were any other transactions included in the asset books as cash flow hedges that failed to meet the cash 

flow hedge requirements under Statement of Financial Accounting Standards (SFAS) No. 133 "Accounting 
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for Derivative Instruments and Hedging Activities" (SFAS No. 133). This targeted internal audit review 
found no other similar transactions.  

The Audit Committees also directed an internal investigation by outside legal counsel of the facts and 
circumstances leading to the restatement, which investigation has been completed. In connection with the 
restatement and related investigations, the'Audit Committees have met eight times to hear and assess reports 
from the investigative counsel regarding its investigation and contacts with the staff of the SEC. To address 
the issues identified in the investigation process, the Audit Committees and manajement have begun 
analyzing and implementing remedial actions, including, among other things, changes in organizational 
structure and enhancement of internal controls and procedures.  

On April 5, 2002, Reliant Resources was advised that the Staff of the Division of Enforcement of the 
SEC is conducting an informal inquiry into the facts and circumstances surrounding the restatement. Reliant 
Resources is cooperating with this inquiry. Before releasing its 2001 earnings, Reliant Energy received 
concurrence from the SEC's aceeunting staff on the accounting treatment of the restatement, which increased 
its earnings for the twd quarters by a total of $107 million. At this time, we cannot predict the outcome of the 
SEC's inquiry. In addition, we cannot predict what effect the inquiry may have on our pending application to 
the SEC under the 1935 Act, which is required for our Restructuring. For more information about our 
Restructuring, please read "Our Business - Status of Business Separation" and "- Business Separation" in 
Item I of this Form 10-K.  

Item 4. Submission of AMatters to a Vote of Security Holders 

A special meeting of our shareholders was held on December 17, 2001. At the meeting, our shareholders 
were asked to approve an Agre'em~nt and Plan of Merger, dated as of October 19, 2001, pursuant to which 
CenterPoint Energy would become the parent company of Reliant Energy and each outstanding share of 
Reliant Energy common stock would be automatically converted into one share of CenterPoint Energy 
common stock. The proposal to approve the Agreement and Plan of Merger was approved with 167,344,153 
votes for, 56,529,357 votes against and 3,019,520 abstentions.
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PART II 

Item 5. Market for Common Stock and Related Stockholder Matters ,' 

As of April 8, 2002, our common stock was held of record by approximately 71,212 shareholders. Our 
common stock is listed on'the New York and Chicago Stbck'Exehanges and'is traded under the symbol 
"REI." , 

The following table sets forth the high and l6w sales 'piiics of our comm6n stock on the New'York Stock 
Exchange comiap6site t'ape'during the periodi indicated, as riported by Bloomberg,* and the 'cash dividends 
declared in' these periods. Cash dividends paid aggregated $1.50 p'er share in 2000 and 2001.' 

"Market Price 'Dividend Declared 
High - Low Per Share

2000 
First Quarter ........................................  

March 7. ..................................  
March 16 ........................................ $24.38 

Second Quarter .... ............................. ..  
April 7.................... ................ ....  
"June 23 .......................................... $29.81 

Third Quarter .......................................  
July 3 ............................................  
September 29 ..................................... $46.50 

FourthQuarter ...............................  
October 2 ......................................... $48.19 
December 6 ......................... .. .....  

' 2001 " ', 

First Quarter ............  
January 11 .................................  
M arch 30 ......................................... $45.25 

Second Quarter ......................................  
M ay 1 ....... .................. ............. " .... $50.02 

June 26 ...............................  
Third Quarter ..................................  

July 10 ................... ............ $3i.70 
September 27 ..................................  

Fourth Quarter ............... . ............  
"October 16 ........................................ $28.88 
December 17 ...............................

-$19.88

'$22.56 

$29.81 

'$38.06 

$32.44 

"$30.50 

$26.07 

$23.64

$0.375 

$0.375 * 

$0.375 

$0.375 

",$0.375." 

S:'$b).375 

$0.375 

$0.375 

, . (1)

(1) The quarterly dividend of $0.375 per share normally declared in the fourth quarter for payment in the 
following first quarter was declared on February 8, 2002 and paid in March 2002.  

The closing market price of our common stock on December 31, 2001 was $26.52 per share.
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The amount of future cash dividends will be subject to determination based upon our results of operations 
and financial condition, our future business prospects, any applicable contractual restrictions and other factors 
that our board of directors considers relevant and will be declared at the discretion of the board of directors.  
No dividends are currently being paid to Reliant Energy by Reliant Resources, which may affect the ability of 
Reliant Energy to maintain its existing dividend levels pending completion of the Distribution.  

After the consummation of the Restructuring, the declaration' a'nd payment of dividends by CenterPoint 
Energy will be at the discretion of its bo~ird 4f directors. CenterPoint Energy will not directly conduct any 
business operations from which it will derive revenues. Therefore, the payment and rate of future dividends on 
CenterPoint Energy common stock will depend primarily upon the earnings, financial condition and capital 
requirements of its subsidiaries. Following the Distribution, CenterPoint Energy will not be as large a company 
as Reliant Energy is today, and the earnings of the subsidiaries and assets that were transferred to Reliant 
Resources will not be available for the payment of dividends on the CenterPoint Energy common stock. As a 
result, the cash dividend per share of CenterPoint Energy common stock is expected to be reduced to a level 
that is consistent with both its earnings profile and the level of cash dividends of other predominately regulated 
utility businesses.  

Subject to the availability of earnings, the needs of its businesses, and other applicable restrictions, upon 
becoming subsidiaries of CenterPoint Energy following the Restructuring, the T&D Utility and Texas Genco 
intend to make regular cash payments to CenterPoint Energy in the form of dividends or distributions on their 
stock or membership interests in amounts which would be sufficient to pay cash dividends on CenterPoint 
Energy common stock as described above and to pay operating expenses of CenterPoint Energy and for other 
purposes as the board of directors of CenterPoint Energy may determine. CenterPoint Energy expects that 
cash dividends will be declared and paid on approximately the same schedule as that now followed by us with 
respect to our common stock dividends.  

Item 6. Selected Financial Data, 
The following table presents selected financial data with respect to our consolidated financial condition 

and consolidated results of operations and should be read in conjunction with our consolidated financial 
statements and the related notes in Item 8 of this Form 10-K.  

Effective December 1, 2000 (Measurement Date), our board of directors approved a plan to dispose of 
our Latin America business segment through sales of its assets. Accordingly, in our 2000 consolidated 
financial statements, we reported the results of our Latin America business segment as discontinued 
operations in accordance with APB No. 30 for each of the three years in the period ended December 31, 2000.  
On December 20, 2001, negotiations foi the sale of the remaining Latin America assets were terminated as a 
result of recent adverse economic developments in Argentina. We will continue to evaluate other options 
related to the future disposition of these assets. Accordingly, the Latin America business segment is no longer 
reported as discontinued operations. The related operating results and loss on disposal have been reclassified 
within the Statements of Consolidated Income for all periods into operating income with respect to 
consolidated subsidiaries and other income with respect to equity investments in unconsolidated subsidiaries 
as required for assets held for sale.  

The selected financial data includes the financial statement effect of REMA since its acquisition in May 
2000, REPGB since its acquisition in October 1999 and RERC since its acquisition in August 1997. These 
acquisitions were accounted for under the purchase method. Please read Note 3 to our consolidated financial 
statements for additional information regarding the REMA and REPGB acquisitions and Note 19 to our 
consolidated financial statements for additional information regarding our Latin America operations.
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Yeal 
1997(1) 1998(2) 

"(In million 

Revenues ...................................... $ 6,786 $11,230 

Income (loss) before extraordinary items, 
cumulative effect of accounting change and 
preferred dividends ............. .......... $ 421. $ (141) 

Extraordinary items, net of tax ................... -

Cumulative effect of accounting change, n'et of tax.. 

Net incoifie (loss) -attributable to common 
"stockholders(6) ........ 4 .... 2....... $ 421 $ (141) 

Basic earnings :(loss) per common share: 
,,:Income (loss) before extraordinary items and 

--cumulative effect of accounting change ........ $ 1.66 $ (0.50) 
Extraordinary items, net of tax ................. 7 

- Cumulative effect of accounting change, net of tax -

Basic earnings (loss) per common share ........... $ 1.66 $ (0.50) 

Diluted earnings (loss) per common share: 
Income (loss) before extraordinary'items and 
' cumulative effect of accounting change ....... $ 1.66 `$ (0.50) 

Extraordinary items, net of tax ........  
Cumulative effect of accounting change, net of tax -

Diluied earnings (loss) -per common share .......... $ 1.66 $ (0.50)

r Ended December 31, 
1999(3)(7) 2000(4)(7) 2001(5)(7) 

s, except per share amounts) 

$13,794 $28,269• '$40,810

1$ 1,665 $' 440 ' $ 919 
(183) 7 

.- - 61 

$ 1,482 $ "447 $ 980

5.84 $ .1.54 
(0.64) 0.03

,S 3.17 

.0.21

$ -5.20 - $ 1.57' $ 3.38

$ -5.82 

(0.64) 

$ 5.18

Cash dividen'ds paid per common share. ....... $ 1.50, S 1.50, $ 1.50 
Dividend payout ratio ...... \ ..................... 90% - 26% 

Return on average common equity ................. 9.7% (3.1)% 30.8% 
Ratio of earnings to fixed charges ....... ...... 2.48 - 5.37 
At year-end: , 

Book yalue per common share ................. $ 17.28 $ 15.16 $ 18.70 
Market price per common share ............... $ 26.75 $ 32.06 $ 22.88 
Market price as a percent of book value......... 155% 211% 122% 
Total assets ........... .............. $18,268 $18,967 $26,456 
Lohg-term debt obligations, iicluhding current 
S- maturities ...................... :... . .... $ J5,307 $ 7,049 $ 9,223 
Trust preferred securities ...................... $ 362 $ ' 342 $ "705 
Cumulative preferred stock ............. ....... $ 1 40- $ 10 $ 10 

SCapitalization: - I -- , I I 

Common stock equity ....................... 46%- 37% 35% 
Cumulative preferred stock .................. -

Trust preferred securities ................... .. 3% 3% 5% 
Long-term debt, including current maturities... 51% 60% 60% 

Business acquisitions ...................... '. $ 1,423 $ 292 $ 1,060 
Capital expenditures ..................... . $ 328 $ 712 $ 1,166

$ 1.53 $ 3.14 
0.03 .  

- 0.21 

$ 1.56, $ 3.35

$ .1350 
,197% 

",.8.3% 
1.86

$, 1.50 
47% 

11116.1% 
2.77

$ 19.10 - S 22.77 
$ 43.31 S 26.52 

"227% 116% 
.$31,960 $30,681

\ $ 

$ 
$

6,619 $ 6,403 
705 "$ '706 

".10 ,$ , --

43%

5%
52% 

2,103 $ 
1,842 , -$

49% 

5% 
46% 

2,053

(1) 1997 net income includes a non-cash, unrealized accounting loss on our indexed debt securities of 
$79 :million (after-tax), or $0.31 loss per basic and diluted share. For additional information on the 
indexed debt securities, please read Note 8 to our consolidated financial statements.  

(2)-1998 net income includes a non-cash, llnrealized'accounting loss-'on' our indexed 'debt securities of 
$764 million (after-tax); or'$2.69 lo'ss'per basic and dilhtid share. For'idditiona'l information on the 
indexed debt,securities, please read Note 8 to our consolidated financial statements. Fixed charges 
exceeded earnings by $179 million in 1998. .
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(3) 1999 net income includes an aggregate non-cash, unrealized accounting gain on our indexed debt securities and ourTime Warner (now AOL Time Warner) investment, of $1.2 billion (after-tax), or 
$4.09 earnings per basic share and $4.08 earnings per diluted share. For additional information on the 
indexed debt iecurities and AOL Time Warner investment, please read Note 8 to our consolidated 
financial statements. The extraordinary item in 1999 is a loss related to an accounting impairment of 
certain generation related regulatory assets of our Electric Operations business segment. For additional 
information regarding the impairment, please read Note 4 to our consolidated financial statements.' 

(4) 2000 net income includes an aggregate non-cash accounting loss on our indexed debt securities and our 
AOL Time Warner iiwestm-ent of $67 million (after-tax), or $0.24 loss per basic share and $0.23 loss per 
diluted share. 2000 net income also includes a $331 million (after-ta'x) charge, or $1.16 loss per basic 
share and $1.15 loss per diluted share, to reflect the reclassification of our Latin America business 
segment from discontinued operations to continuing operations as described above. The extraordinary 
item in 2000 is a gain of $7 million, or $0.03 earnings per basic and diluted share, related to the early 
extinguishment of $272 million of long-term debt. For additional information on'the indexed debt 
securities and AOL Time Warner investment, please read Note 8 to our consolidated financial 
statements. For additional information on our Latin America operations, please read Note 19 to our 
consolidated financial statements.  

(5) 2001 net income includes the following: (i) the cumulative effect of an accounting change resulting from 
the adoption of SFAS No. 133 ($61 million after-tax gain, or $0.21 earnings per basic and diluted share), 
(ii) a gain related to the revaluation of our European Energy business segment's share of NEA B.V.  
(formerly known as N.V. SEP), which was the coordinating body for the Dutch electric generation sector 
prior to the start of wholesale competition, ($51 million after-tax, or $0.17 earnings per basic and diluted 
share), (iii) a gain related to the settlement of the stranded cost indemnity obligations of former REPGB 
shareholders ($37 million after-tax, or $0.13 earnings per basic and diluted share), (iv) a non-cash 
charge relaied to the redesign of our employee benefit plans in anticipation of the separation of our 
regulated and unregulated businesses ($65 million after-tax, or $0.23 loss per basic share and $0.22 loss 
per diluted share), (v) a charge related to the disposition of our Communications business ($42 million 
after-tax, or $0.14 loss-per basic and diluted share) and (vi) an impairment of our Latin America 
operations ($51 million after-tax, or $0.17 loss per basic and diluted share). These amounts do not reflect 
the effect of the third-party minority ownership interest in Reliant Resources. For additional information 
related to the above items, please read Notes 3(b), 5, 12, 19, and 20 to our consolidated financial 
statements.  

(6) Net income attributable to common stockholders for 1999 and 2000 includes minority interest income of 
$0.6 million and $1 million, respectively. Net income attributable to common stockholders for 2001 
includes minority interest expense of $81 million.  

(7) As described iii Note I to our consolidated financial statements, our consolidated financial statements for 
1999, 2000 and 2001 have been restated from amounts previously reported. The restatement had no 
impact on previously reported consolidated cash flows, operating income or net income.  

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations 

Restatement 

On May 9, 2002, Reliant Resources determined that it had engaged in same-day commodity trading 
transactions involving purchases and sales with the same counterparty for the same volume at substantially the 
same'price, which the personnel who effected these transactions apparently did so with the sole objective of 
increasing volumes. Reliant Resources commenced a review to quantify the amount and assess the impact of 
these trades (round trip trades)'. The 'Audit Committees of each of the Board of Directors of Reliant Energy 
and Reliant Resources also directed an internal investigation by outside legal counsel, with assistance by 
outside accountants, of the facts and'circumstances relating to the round trip trades and related matters.  

We currently report all trading, marketing and risk management services transactions on a gross basis 
with such transactions being reported in revenues and expenses except primarily for financial gas transactions
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such as swaps. Therefore, the round trip trades were reflected in both our revenues and expenses. The round 
trip trades should not have been recognized in revenues or expenses (i.e. they should have been ieflected o n a 
net basis). However, since the round trip trades were done at the same volume and substantially the same 
price, ihiey had no impact on our reported cash flows, opeiating income or net income. In addition'to the round 
trip'trades reported onf May 13, 2002, Reliant Resources also' identified an ,addition'al transaction in 1999, 
•,hich based on available information, Reliant ReSources believes was also recorded with the sole objective of 
increasing rolur'ens but also resulted in increased revenues' and fuel and cost of gas sold expense.  

In addition, during'the May 2001 through September 2001 time frame, Reliant Resources entered into 
four stru6tured transactions involving'a series 'of forward or swap contracts 'to buy and sell an energy 
commodity in 2001 and to buy and sell an energy commodity in 2002 or 2003 (four structured transactions).  
The four structured transactions were intended to increase future cash flow and earnings and, to increase 
certainty associated with future cash flow and earnings, albeit at the expense of 2001 cash flow and earnings.  
Each series of contracts in a structure were executed contemporaneously with the same counierparty and were 
for the same commodities, quantities and locations. The contracts in each structure were offsetting in terms of 
physical attributes. The transactions that settled in 2001 were previously recorded on a gross basis with such 
transactions being reported in revenues and expenses which resulted in $1.5 billion of revenues, $364 rmillion in 
fuel and cost of gas sold and $1.2 billion of purchased power expense being recognized during the period from 
May 2001 through December 31, 2001. Having further reviewed the transactions, Reliant Resources now 
believes these'trafisactions should have been accounted for on a net basis.  

In the c6urse of Reliant Resouices' review, Reliant Resour6es also identified and determined to record on 
a net basis several transactions for energy related services (not involving round trip trades) that totaled 
$85 million over the three year period ended December 31, 2001. These transactions were originally recorded 
on a gross basis.  

During the fourth' quarter of 2000, two power generation swap contracts with a fair value of $261 nmillidh 
wer-e terminated and replaced' with a substantially similar' contract providing for phjsical delivery ind 
designated to, hedge electric generation. The termination1 of tlhe original contracts' and execution of 'the 
r•placedent 'contract represented a substantive modification to the original contract. 'As a result, uipon' 
termination of the original contracts, a contractual liability relresehting th e fair valuý of the original contracts 
and a'deferred asset of equal amount should have been recorded. Ai of January 1,'2001,in connection with the 
adopiion of Statement of Financial Accounting Standards (SFAS)' No. 133 "Accounting for Derivative 
Instruments and Hedging Activities," as amended (SFAS No. 133), the deferred asset should ha~e been 
recorded as a transition adjustment to other comprehensive loss. The liability and transition adjustment should 
have been amortized on a straight-line basis over the term of the power generation contract replacing the 
terminated power generation contracts, (through May, 2004). We previously did not give ;accounting 
recognition to these transactions. As a result, we have. restated our Consolidated Balance Sheets as of 
December 31, 2000 and 2001 and the Statements of Consolidated Stockholders' Equity and Comprehensive 
Income for the year ended December 31, 2001, to appropriatelyraccount for these transactions as described 
above. The restatement had no impact on our reported consolidated cash flows, operating income or net 
income:. , , -I 

The consolidated financial statements for'1999, 2000 and 2001 have been'restated from amounts 
previously reported. The restatement had no impact on previously reported consolidated cash flows, operating 
income or net income. A summary 9f the principal effects 'of the restatement on our c-onsilidated financial 
statements for 1999, 2000 and 2001 are set forth in Note 1 to our consolidated financial statements.  

"The fo)lowing discussion and analysis has been modified for the restatement and should be read in 
combination with our consolidated financial statements included in Iiem•8 of this Form 10-K.  

We are a diversified international energy services and energy delivery company that provides energy and 
energy seirvices p-iimarily in North America and Western Euiope.,We operate one-of the United States' largest 
electric utilities in terms of kilowatt-hour '(KWh) sales; and our three natural gas distribution divisions 
togethir form one 'of the United States' largest natural gas distribution operations'in'terms of, customers 
served. We invest in the 'acquisition, development and operation 'of domestic non-rate regulated power
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generation facilities. We own two interstate natural gas, pipelines that provide gas transportation, supply, 
gathering and storage services, and we also engage in wholesale energy marketing and trading.  

In this section we discuss our results of operations on a consolidated basis and individually for each of our 
business segments. We' also discuss our liquidity, capital resources and critical accounting policies. Our 
financial reporting business segments include Electric Operations, Natural Gas Distribution, Pipelines and 
Gathering, Wholesale, Energy, European Energy, Retail Energy, Latin America and Other Operations.  
Historically, Retail Energy has been reported in the Other Operations business segment. For business segment 
reporting information, please read Notes 1 and 18 to our consolidated financial statements. For additional 
information regarding these business segments, please read "Business" in Item I of this Form 10-K.  

We are in the process of separating our regulated and unregulated businesses into two publicly traded 
companies. In December 2000, weý transferred a significant portion of our 'unregulated businesses to Reliant 
Resources, which, at the 'time, was a wholly owned subsidiary. Reliant Reso irces'conducted an initial public 
offering (Offering) of approximately 20% of its common stock in May 2001. In December 2001, our 
shareholders approved an agreement and plan of merger by which, subject to regulatory approvals, the 
following will occur (which we refer to herein as the Restructuring): 

"* CenterPoint Energy will become the holding company for the Reliant Energy group of companies; 

"* Reliant Energy and its subsidiaries will become subsidiaries of CenterPoint Energy-, and 

"* each share of Reliant Energy common stock will be converted into one share of CenterPoint Energy 
common stock.  

After the Restructuring, we plan, subject to further corporate approvals, market and other conditions, to 
complete the separation of our regulated and unregulated businesses by distributing the shares of common 
stock of Reliant Resources that we own to our shareholders (which we refer to herein as the Distribution).  
Our goal is to completethe Restructuring and subsequent Distribution as quickly as possible after all the 
necessary conditions are fulfilled, including receipt of an order from the' Securities and Exchange Commission 
(SEC) granting the required approvals under the Public Utility Holding Company Act of 1935 (1935 Act) 
and an extension from the IRS for a private letter ruling we have obtained regarding the tax-free treatment of 
the Distribution. Although receipt or timing of regulatory approvals cannot be assured, we believe we meet the 
standards for such approvals. We currently expect to complete the Restructuring and Distribution in the 
summer of 2002.  

Effective December 1, 2000, our board of directors approved a plan to dispose of our Latin America 
business segment through sales of its assets. Accordingly, in our 2000 cons'olidated financial statements, we 
reported the results of our latin Amerinca business segment as discontinued operations in accordance with 
Accounting Principles Board' (APB) Opinion No. 30 "Reporting the Results of Operations - Reporting the 
Effects of Disposal of a Segment of a Business, and Extraordinary,' Uriusual and Infrequently Occurring 
Events and Transactions," '(APB Opinion No. 30) for 'each of the three years in the period ended 
December 31, 2000. On December 20, 2001, negotiations for the sale of the remaining Latin America 
investments were terminated as a result of the recent adverse economic developments in Argentina. We will 
continue to evaluate options related to the future disposition of these assets., 

Accordingly, the Latin America business segment is no longer reported as discontinued operations. The 
related operating results and loss oh disposal have been reclassified within- the Consolidated Statements of 
Income for all periods into operating income with respect to consolidated subsidiaries and other income with 
respect to equity investments in unconsolidated subsidiaries as required for assets held for sale by Emerging 
Issues Task Force Issue No. 90-6. (EITF 90-6). For additional information regarding the disposal of the Latin 
America business segment, see Note 19 to our consolidated financial statements.  

During 2001, we incurred a pre-tax non-cash charge of $101 million relating to the redesign of some of 
our benefit plans in anticipation of separation of our regulated and our unregulated businesses. This included a 
curtailment gain of, $23 million related to our pension plans, an $84 million loss related to pension benefit 
enhancements and a $40 million curtailment loss associated with postretirement benefits.
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All dollar amounts in the tables that follow are in millions, except for per share and operational data.

Consolidated Results of Operations
Year Ended December 31,

1999 2000 ' 2001

Revenues" .............................................  
Operating Expenses ........................................  
Operating Income ...............................................  

(Loss) Income from Equity Investments in Unconsolidated Subsidiaries 
Gain- (Loss) on AOL Time Warner Investment .....................  
(Loss) Gain on Indexed Debt Securities ............................  
Operating Results from Equity Investment in Unconsolidated Latin 

America Assets .......................................  
Impairment of Latin America Unconsolidated Equity Investments ......  
Loss on Disposal of Latin America Assets ... ................  
Interest Expense and other charges ...............................  M inorit Inter st .. ... . . . . . ",- 4 ' ' 

Mino~~ s.o..:......... ...........................  
Other Income, net ......................................

'$13,794 

(12,535) 
1,259 

(i) 
2,452 
(630) 

(26)

$ 28,269 $ 40,810 
(26,432) '(38,817) 

1,837 1,993 

43 57 
(205) (70) 

102 58

(41)
-- (131) 
-- (176) 

551) (768) 
'1 1

(4) 

(658) 
(81)

60, 96 124

Income Before Income Taxes, Extraordinary Items and Cumulative 
,,-, Effect of Accounting Change ................................... 2 758 
Income Tax Expense ............................................ (899) (318) 

Income Before Extraordinary Items and Cumulative Effect of 
'Accounting Change' :'.1 .......................................... 1,665' -440 

Extraordinary (Loss) Gain, net of tax .............................. (183) 7 
Cumulative Effect of Accounting Change, net of tax ................. _ _ __ 

Net Income Attributable to Common Stockholders ................ $ 1,482 '$ $, 447.  

Basic Earnings Per Share ......................................... $ 5.20 $ 1.57 
Diluted Earnings Per Share ....................................... $ 5.189 $ 1.56

1,419 
(500) 

919 

61 

$ 980 

$ 3.38 
$ 3.35

"* 2001 Compaied to 2000 

Net Income. We reported consolidated net income of $980 million ($3.35 per dilhted share) 'for 2001 
compared to $447 million ($1.56 per diluted share) for 2000. The 2001 results included a cumulative effect of 
accounting change of $61 million, net of tax, related to the adoption of SFAS No. 133. For additional 
discussion of the adoption of SFAS No. 133, please read Note 5 to our consolidated financial statements. The 
2000 results included an extraordinary gain of $7 million, net of tax, related to thý early extinguishment of 
$272 million'of long-ierm debt. For additional discussion' f the'extraordinary'gain, please read Note 10(b) to 
our consolidated financial st'itements.  

Our consolidated net income, before cumulative effect of accounting change, was $919 million for 2001 
compared to consolidated netinco-me, before extraordin'ary, gain, of $440 miliorn in 2000. The increase of 
$479 million was primarily due to the following: 

S. a $674 million increase in grossrmargins (revenues less fuel and cost bf gai sold and purchased power) 
from our WholesalenEnergy business segmient, excluding the impact of a $68 million provision related 
to energy sales to"Enoion Corp': and its affiliates (Enron) which filed a'volutairy petition for bahnkruptcy 

'during the' fourth quarteof 2001; ' " " 

• a $280 million after-tax decrease in net losses from our Latin America businiess segment. An additional 
after-tax impairment of $51 million was recorded in 2001. This business segment had been presented as 
discontinued operations in 2000; 

a a $57 million decrease in operating losses from our Retail Energy business segment;
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"* a $37 million' net gain resulting from the settlement of an indemnity agreement related to certain 
energy obligations entered into in connection with our acquisition of Reliant Energy Power Generation 
Benelux N.Y. (REPGB), formerly N.V. UNA; 

"* a $51 million gain'recorded in equity income in 2001 related to a preacquisition contingency for the 
value of NEA B.V. (NEA), the coordinating body for the Dutch electricity generating sector, which is 
an equity investment in which REPGB holds a 22.5% economic interest; 

"* a $112 million decrease in net interest expense; and 

"* a $27 million pre-tax impairment loss on marketable equity securities classified as "available-for-sale" 
in 2000.  

The above items were partially offset by:.  

"* a decrease in operating income of $139 million from our Electric Operations business segment 
primarily due to the impact of milder weather, reduced rates charged to certain governmental agencies 
as mandated by theTexas Electric Choice Plan (Texas Electric Restructuring Law), fees paid for the 
early termination of an accounts receivable factoring agreement and higher benefit expenses; 

"* a $66 million decrease in our European Energy business segment's gross margins primarily attributable 
to the Dutch wholesale electric market opening to competition on January 1, 2001, excluding the 
impact of a $17 million provision related to energy sales to Enron recorded in the fourth quarter of 
2001; 

"* a $101 million pre-tax, non-cash charge relating to the redesign of certain of our benefit plans in 
anticipation of our separation from Reliant Resources; 

"* an $85 million pre-tax provision related to energy sales to Enron which was recorded in the fourth 
quarter of 2001; 

"* $54 million in pre-tax disposal charges and impairments of goodwill and fixed assets related to the 
exiting of our Communications business; 

"* a $37 million decrease in our Wholesale Energy business segment's equity earnings of unconsolidated 
subsidiaries in 2001 as compared to 2000; and 

"* an $18 million pre-tax gain in 2000 on the sale of our interest in one of our development-stage electric 
generation projects.  

Net income in 2000 and 2001, excluding the $101 million pre-tax non-cash charge mentioned above, 
included pension income of $37 million and $5 million, respectively. Pension income declined primarily to a 
decline in the market value of pension plan assets during 2000. The market value of our pension plan assets 
continued to decrease during 2001 due primarily to the declines in the U.S. equity markets. As a result of this 
decline, along with a reduction in the expected return on plan assets and discount rate assumptions, we expect 
to record pension expense of approximately $40 million in 2002.  

During 2001, we contributed to our pension plans approximately 4.5 million shares of Reliant Energy 
common stock with a fair value of $107 million. As of December 31, 2001, the fair value of Reliant Energy 
conmon stock held by these plans was $120 million or 8.7% of the pension plan assets. We do not anticipate a 
required pension contribution during 2002. Future effects of our pension plans, including effects such as those 
mentioned above, on our operating results depend on economic conditions: emip'loyee demographics, mortality 
rates and investment performince. For additional information regarding the pension plan assets and the 
components of pension income, please read Note 12 to our consolidated financial statements.  

Operating Income. For an explanation of changes in our operating income for 2001 as compared to 
2000, please read the discussion below of operating' income (loss) by business segment.
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Other Income/Expetise. We incurred other expense of $575 million for 2001 compared to other expense 

of $1.1 billion for 2000. The decrease of $ 504 million in 2001 as compared to 2000 resulted primarily from the 
following: - , 

* a $23 million increase in interest income in 2001 earned on under-recovery of fuel costs of our Electric 
Operations'businiess segment; 

• i $51 million gain recorded in equity income with respect to our equity investment in NEA; 

• a $1f12 million 'decrease in net interest expense, primarily as a result of lower levels of borrowinigs and 
lower interest rates in 2001 compared to 2000; 

* a $343 million pre-tax decrease in other expense related to reduie'd losses of our Latin 'America 
operations; 

* a $103 million pre-tax ($67 million after-tax) non-cash accounting loss on'our" inidexed debt securities 
* and our related AOL Time Warner investment in 2000, and 

o a $27 million pre-tax impairment loss on marketable equity securities classified ai "available-for-sale" 
in 2000.  

The decrease in other expense noted above was partially offset by:.  

* minority interest expense of $81 million in 2001 primarily related to minority interest:in Reliant 
Resources as a result of the initial public 'offering of Reliant Resources' common stock in Maj, 2001 
discussed above; 
•an $18 'nillion pre-tax gain inh2000 on t6h sale of our interest in one of our development itage electric 

generation projects; and ' 

• a $37 million decrease in our Wholesale Energy business segment's equity earnings in unconsolidated 
subsidiaries in 2001 as compared to 2000. The equity income in both years primarily resulted from an 

investment in an electric generation plant in Boulder City, Nevada. The plant became operational in 

± May.2000. The-equity income related to our investment in theplant declined in 2001 from 2000 

primarily due to higher plant outages in 2001 and reduced power prices realized by the project 
- company.

"D ii' ing 2000, we' incuired ,a pre-tax impairment -loss of $27 million oh marketable equity securities 
classified as "available-for-sale". Management's determination to recognize this impairment 'resulted from a 

comibination of eVents 66curring in 2000' related to- this investrment. Suclý events affectinig the investment 

included changes occurring in the investment's senior management, announcement of significant restructuring 
charges and'related downsizing for the entity, reduced e~rnings estiniates for this entity bj birkerage analysts 

and the bannkiuptcy of a' competitor of the invý6stment'in the first' ciquartei of 2000. These'events,' coupled with 

the stock market value of our investment in these securities continuing to be below our cost basis, caused 
management to believe the decline in fair value to be other than temporary. During 2001, we recognized a pre
tax gain of $14 million from the sale of a portion of this investment. For additional discussion of this 
investment, please read Note 2(1) to our consolidated financial statements.  

Upon adoption of SFAS No. 133 effective January 1, 2001, we recorded a transition adjustment pre-tax 
gain of $90 million ($58 million net of tax) related to our investment in AOL Time Warner, Inc. (AOL TW) 
common stock (AOL TW Common) and our related indexed debt obligation. The transition adjustment gain 
was reported in the first quarter of 2001 as the effect of a change in accounting principle. During 2001, we 

recorded a $70 million loss on our investment in AOL TW Common. During 2001, we recorded a $58 million 
gain associated with the fair value of the derivative component of the indexed debt obligation. A detailed 
discussion follows in the narrative and table presented below.  

In 1997, in order to monetize a portion of the cash value of our investment in Time Warner Inc.  
(TW) convertible preferred stock (TW Preferred), we issued unsecured 7% Automatic Common Exchange 

Securities (ACES) having an original principal amount of $1.052 billion and maturing July 1, 2000. The
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market value of ACES was indexed to the market value of TW common stock (TW Common). On July 6, 
1999, we converted bur investment in TW Preferred into 45.8 million shares of TW Common. Prior to the 
conversion, our investment in the TW Preferred was accounted for under the cost method at a value of 
$990 million. Effective on the conversion date, the shares of TW Common were classified as trading securities 
under SFAS No. 115, "Accounting for Certain Investments in Debt and Equity Securities" (SFAS No. 115), 
and an unrealized gain was recorded in the amount of $2.4 billion ($1.5 billion after-tax) to reflect the 
cumulative appreciation in the fair value of our investment in Time Warner securities. On the July 1, 2000 
maturity date, we tendered 37.9 million shares of TW Common to fully settle our obligations in connection 
with our ACES obligation. On September 21, 1999, we issued approximnately'17.2 million of 2.0% Zero
Premium Exchangeable Subordinated Notes due 2029 (ZENS) having an original principal amount of 
$1.0 billion. At maturity the holders of the ZENS will receive in cash the higher of the original principal 
amount of the ZENS (subject to adjustment) or an amount based on the then-current market value of AOL 
TW Common, or other securities distributed with respect to AOL TW Common. We used $537 million of the 
net proceeds from the offering of the ZENS to purchase 9.2 million additional shares of TW Common, which 
are classified as trading securities under SFAS No. 115. Prior to the purchase of additional shares of TW 
Common on September 21, 1999, we owned approximately 8 million shares of "IW Common that were in 
excess of the 37.9 million shares needed to economically hedge our ACES obligation. Prior to January 1, 2001, 
an increase above $58.25 (subject to some adjustments) in the market value per share of TW Common 
resulted in an increase in our liability for the ZENS. However, as the market value per share of TW Common 
declined below $58.25 (subject to some adjustments), the liability for the ZENS did not decline below the 
original principal amount. The market value per share of TW Common was $52.24 as of December 31, 2000 
and the market value per share of AOL TW Common was $32.10 as of December 31, 2001.  

Upon adoption of SFAS No. 133 effective January 1, 2001, the ZENS obligation was bifurcated into a 
debt component and'a derivative component (the holder's option to receive'the app~reciated value of AOL TW 
Common at maturity). The derivative component was valued at fair value and determined the initial carrying 
value assigned to the debt component ($121 million) as the difference between the original principal amount 
of the ZENS ($1.0 billion) and'the fair value Of the derivative component at issuance ($879 million).  
Effective January 1, 2001'the debt component was recorded at its accreted amount of $122 million and the 
derivative component was recorded at its current fair value of $788 million, as a current liability, resulting in a 
transition adjustment pre-tax gain of $90 million ($58 million net of tax). The transition adjustment gain was 
reported in the first quarter of 2001 as the effect of a change in accounting principle. Subsequently, the debt 
component will accrete through interest charges at 17.5% up to the minimum amount payable upon maturity 
of the ZENS in 2029, approximately $1.1 billion, and changes in the fair, value of the derivative component 
will be recorded in the Statements of Consolidated Income. During 2001' we recorded a $70 million loss on 
our investment in AOL TW Common. During 2001, we recorded a $58 million gain associated with the fair 
value of the derivative component of the ZENS obligation. Changes in the fair value of the AOL TW 
Common we hold are expected to substantially offset changes in the fair value of the derivative component of 
the ZENS.
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The following table sets forth summarized financial information regarding our investment in AOL TW 

securities and the ACES and ZENS obligations (in millions).
,L

Balinice'at Decefmber'31, 1998 .....  
Issuance of indexed debt securities 

'Purchase of TW Common .........  
Loss on indexed debt securities ....  
Gain on TW Common.. ..........  

SBalance at December 31, 1999 .....  
Loss (gain) on indexed debt 

securities .....................  

Loss on TW Common ............  

Settlement of ACES .............  

Balance at December 31, 2000.....  
Transition adjustment from adoption 

, of SFAS No. 133 ..............  

Bifurcation of ZENS obligation ....  

Accretion of debt component of 
ZENS-....... ................  

Gain on indexed debt sec'urities ....

AOL TW 
Investment 

$ 990 

537 

2,452 

3,979 

(205) 
(2,877) 

897

SACES 

$ 2,350 

388 

2,738 

" 139 

'(2,877)

Debt Component 
of ZENS 

1,000 

241

1,241 

(241) 

1,000

(788) 

1

Derivative Component 
of ZENS

788 

(58)

Loss on'AOL TW Common ....... (70) 

Balance at December 31, 2001 ..... $ 827 $ - $ 123 S730 

For additional information regarding our investment in AOL TW, our indexed debt securities and the 

effect of adoption of SFAS No. 133 on January 1, 2001 on our ZENS obligation, please read Note 8 to our 
consolidated financial statements.  

'Incoine Tax Expense. The effective tax rate for 2000 and 2001 was 42.0% and 35.2%, respectively. The 

decrease in the effective tax rate in 2001 compared to 2000 was primarily due to non-recurring increased tax 

expense arising from the sales of our Latin American investments in 2000, increased earnings of REPGB and 

decreased state income taxes in 2001, partially offset by the write-off 6f goodwill in 2001 associated with our 

Communications business. In'2001 'and prior years, the earnings of REPGB were subject to a zero percent 

Dutch corpoi'ate income tax rate as a result of the Dutch tax holiday in effect for the Dutch electricity 

inidustry. After December 31; 2001, all of our ,European 'Energy business segment's earnings in the 

Netherlands will be subject to the standard Dutch corporate income tax rate; which is currently 34.5%.  

S.: As discussed in Note 14(h) to our consolidated financial statements, the Dutch parliament has adopted 

legislation allocating to the Dutch generation sector, including REPGB, financial responsibility for certain 

stranded costs and other liabilities incurred by NEA prior to the deregulation of the Dutch wholesale market.  

These obigation's include NEA's obligations under an out-of-rnarket gas- supply-cintract and three' out-of

market electricity contracts. REPGB's allocated share of these liabilities is 22.5%. As a result, we recorded a 

net stranded cost liability of $369 million and a related deferred tax asset of $127 million at December 31, 

2001 for our statutorily allocated share of these gas supply and electricity contracts. We believe that the costs 
"incuired by REPGB subie4vient to the tax holiday ending in 2001 related to these contracts will be deductible 

for Dutch tax purposes. However, due to uncertainties related to the deductibility of these costs, we have 

recorded an offsetting liability in other liabilities in our consolidated financial statements of $127 million as of 
December 31, 2001.
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2000 Compared to 1999 

Net Income. We reported consolidated net income, before the extraordinary gain of $7 million, of 
$440 million for 2000 compared to $1.7 billion, before an extraordinary loss of $183 million, in 1999. The 
extraordinary gain in 2000 related to the retirement of certain debt obligations of our REPGB subsidiary. The 
extraordinary loss in 1999 related to an accounting impairment of certain generation related regulatory, assets 
of our Electric Operations business segment. The 2000 results included the following unusual items: 

"* an aggregate after-tax, non-cash accounting loss of $67 million on our indexed debt securities and our 
related AOL TW investment; 

"• an after-tax loss of $172 million from operations of our Latin America business segment; and 

"* an after-tax loss of $159 million on the anticipated disposal of our Latin America business segment.  

The 1999 results included the following unusual items: 

"* an aggregate after-tax, non-cash accounting gain of $1.2 billion on our indexed debt securities and our 
AOL TW investment as discussed above; and 

"• an after-tax loss of $9 million from operations of our Latin America business segment.  

In 1999, the Texas legislature adopted the Texas Electric Restructuring Law. In connection with the 
implementation of the Texas Electric Restructuring Law, we evaluated the recovery of our generation related 
regulatory assets and liabilities. We determined that a pre-tax accounting loss of $282 million existed bedause 
we believed only the economic value of our generation related regulatory assets (as defined by the Texas 
Electric Restructuring Law) would be recovered. Therefore, we recorded a $183 million after-tax extraordi
nary loss in the fourth quarter of 1999. For information regarding the $183 million extraordinary loss, please 
read "- Certain Factors Affecting Our Future Earnings - Factors Affecting, the Results of Our Electric 
Operations - Generation" and Note 4(a) to our consolidated financial statements.  

In the fourth quarter of 2000, the Latin America business segment sold its investments in El Salvador, 
Colombia and Brazil for an aggregate $790 million in after-tax proceeds. We recorded a $242 million after-tax 
loss in connection with the sale of these investments.  

In the fourth quarter of 2000, we recorded an additional pre-tax impairment related to our remaining 
Latin America investments in Argentina of $172 million, based on the expected net realizable value of the 
businesses upon their disposition.  

Operating Income. For an explanation of changes in our operating income for 2000 as compared to 
1999, please read the discussion below of operating income (loss) by business segment.  

Other Income/Expense. We incurred net other expense of $1.1 billion for 2000 compared to net other 
income of $1.3 billion for 1999. The decrease in other income/expense of $2.4 billion in 2000 as compared to 
1999 resulted primarily from the following: 

"* a net aggregate pre-tax, non-cash accounting gain in 1999 of $1.8 billion on our indexed debt securities 
and our AOL TW investment; 

" a $322 million pre-tax increase in other expense in 2000 related to losses of our Latin America 
operations; 

" a $214 million' increase in net interest expense in 2000 compared to 1999 primarily due to increased 
levels of short-term borrowings. These increases were associated in part with borrowings to fund the 
purchase obligation for the acquisition of REPGB in the fourth quarter of 1999 and the first quarter of 
2000,' the acquisition of the REMA entities in the second quarter of 2000, other acquisitions, capital 
expenditures and increased margin deposits on energy trading activities; and 

" an impairment loss of $27 million on marketable equity securities classified as "available-for-sale" in 
2000, distributions of $9 million from venture capital investments in marketable securities classified as 
"trading" in 1999 and a decline of $19 million in dividend income from our AOL TW investment.
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These increases in net other expense were partially offset by the following: 

• an increase in interest income of $57 million primarily related to income tax refunds re~ei~ed in*2000 
and margin deposits on energy trading activities; 

* a pre-tax gain of $18 million in 2000 on the sale of our interest in one of our development stage electric 
generation projects; and 11 - I 1 

* a $44 million increase in our Wholesale Energy business segment's equity eainings'in unconsolidated 
subsidiaries in 2000 as compared to 1999.  

Income Tax Expense. The effective tax rate for 1999 and 2000 was 35.1% and 42.0%, respectively. The 
increase in the effective tax rate in 2000 compared to 1999 was primarily due to book/tax basis differences 
realized on the sale of our Latin American investments, including the write-off of deferred tax assets related to 
the Latin America business segment, partially offset by the increased earnings of REPGB. Under Dutch 
corporate income tax laws, the earnings of REPGB wer'e subject to a zer6 percent Dutch corporate income tax 
rate as a result of the Dutch tax holiday in effect for the Dutch electricity industry.' 

"RESULTS OF OPERATIONS BY BUSINESS SEGMENT 

The following table presents operating income (loss) for eaeh of 'ur business seg ments for 1999, 2000 
and 2001 (in millions). Some anmounts from the previous years have been reclassified to conform to the 2001 
presentation of the financial statements. These reclassifications do not affect consolidated earnings.

SOperating Income (Loss) by Business Segment' 

-Electric Operations .......................................... $ 
Natural Gas Distribution ...............................  
Pipelines and Gathering . ...............................  

W holesale Energy ...........................................  
Euiopean Energy... ..... . ............. ......................  
Retail Energy ...................... . ......... ............  

Latin Ameria "........................... ........  
Other Operations.. ..............................  

Total Consolidated Operating Income ...................... $1

Year Ended December 31, 
999 2000 2001 

(In millions) 

981 $1,230' $1,091 
158 118 130 
131 137 - 137 

27 479 899 
32 89 ,56 

(14)' '(70) '(13) 

'(4)Y (4) - (75) 
(52) (102) (232) 

,259 .$1,837 $1,993

Electric Operations 

For a discussion of the factors that may affect ihelfuture fe•lts ofo perations of our Electric Operations 
business segment, please read "--Certain Factors Affectifig Ouf Future Earnings -- Factors Affecting the 
Results of Our Electric Operations." - . .

I - _J_ , r

2!

- 'I
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The following table provides summary data regarding the results of operations of our Electric Operations 
business segment for 1999, 2000 and 2001 (in millions, except electric sales data): 

Year Ended December 31, 
1999 2000 2001 

Operating Revenues: 
Base revenues(l) ...................................... $ 2,968 $ 3,141 $ 3,022 
Reconcilable fuel revenues(2) ............................ 1,515 2,353 2,483 

Total operating revenues .............................. 4,483 5,494 5,505 

Operating Expenses: , 
Fuel and purchased power ............................... 1,559 2,412 2,538 
Operation and maintenance . " ........................... 926 963 1,047 

Depreciation and amortization ............................ 667 507 453 
Other operating expenses ................................ 350 382 376 

Total operating expenses .............................. 3,502 4,264 4,414 

Operating Income ........................................ $ 981 $ 1,230 $ 1,091 

Electric Sales (gigawatt-hours (GWh)): 
Residential ............................................ 21,144 22,727 21,371 
Commercial ........................................... .16,616 17,594 17,967 
Industrial - Firm ...................................... 26,020 27,707 26,761 
Industrial - Interruptible, ................................ 5,460 5,542 4,298 
Other ................................................ 2,867 1,724 928 

Total ............................................... 72,107 75,294 71,325 

(1) Includes miscellaneous revenues, non-reconcilable fuel revenues and purchased power-related revenues.  

(2) Includes revenues collected through a fixed fuel factor and surcharges net of adjustments for over/under 
recovery of fuel.  

2001 Compared to 2000. Our Electric Operations business segment's operating income for 2001 
decreased $139 million compared to 2000. The decrease was primarily due to milder weather, decreased 
customer demand, increased contract services and benefit expenses and a charge recorded in the fourth 
quarter of 2001 resulting from the early termination of an accounts receivable factoring agreement. The 
decrease was also due to the implementation of the pilot program for Texas deregulation in August 2001, 
reduced rates for certain -governmental agencies and increased administrative expenses related to the 
separation of our regulated and unregulated businesses. These decreases were partially offset by decreased 
amortization expense and customer growth.  

Base revenues decreased $119 million in 2001 due to decreased customer demand as a result of the effect 
of milder weather compared to 2000 and decreased customer usage on a weather normalized basis. The 
weather impact represented approximately $84 million of the decrease in base revenues in 2001 as compared 
to 2000.  

The 6% increase in reconcilable fuel revenue in 2001 resulted primarily from increased fuel costs as 
discussed below. The Texas Utility Commission provides for recovery of certain fuel and purchased power 
costs through a fixed fuel factor included in electric rates. Revenues collected through this factor are adjusted 
monthly to equal expenses; therefore, these revenues and expenses have no effect on earnings unless fuel costs 
are subsequently determined not to be recoverable. The adjusted over/under recovery of fuel costs is recorded 
in our Consolidated Balance Sheets as regulatory liabilities or regulatory assets, respectively. For information 
regarding the effect of the Texas Electric Restructuring Law on fuel recovery beginning in 2002, please read
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"Business - Regulation - State and Local Regulations - Texas - Electric Operations - The Texas Elec
tric Restructuring Law" in Item 1 of this Form 10-K and Note 4(c) to our consolidated financial statements 
for information regarding Reliant Energy HL&P fuel filings.  

Fuel and purchased power expenses in 2001 increased by $126 million, or 5%, over 2000 expenses. This 
increase is due to increased purchased power volume related to the load balancing requirements associated 
with the Electric Reliability Council of Texas, Inc. (ERCOT) adipting to a single control ar'ea, with a slightly 
higher cost for purchased power ($44.26 and $44.42 per MWh in 2000 and 2001, respectively). The purchased 
power increase was partially offset by the decline in the volume of natural gas used at a slightly higher rate 
($3.98 and $4.23 per MMBtu in- 2000 and 2001, respectively)." 

Operation, maintenance and 'other operating expenses increased $78 million in 2001 compared to 2000 
primarily due to the following items: 

- a $32 million increase in benefits expense primarily driven by medical and pension costs;.

- a $16 million increase in contract 'services due to additional major and solid fuel outages at our 
-generating plants'in 2001 compared to shorter, routine outages in 2000; .  

* an $11-million increase in administrative expenses related to thelseparation of our regulated and 
unregulated businesses; and 

- a $20 million charge recorded in the fourth quarter of 2001 resulting from the early termination of an 
accounts receivable factoring agreement.  

Depreciation- and "amortization expense deereased $54 Million primarily'due to'a decrease'ifi amortization 
of the book impairment regulatory aIsset recorded in'June 1999 and decreased amhortization exp"enise' due to 
regulatory assets relaied to"cancelled projects being fully amortized in June 2000, '"artially offset by 
accelerated amortization of certain regulatory assets related to energy conservation management as required 
by,'the Texaý Utility Commission. In June 1998, the Tdkas Utility Commission issued an order approving a 
"transition t6 c&mjetition plan (Transition Plan) filed by Reliant Energy HL&P in'December 1997. In order to 
reduce Reliant Energy HL&P's exposure to potential stranded costs related to generation assets, the 
Transition Plan permitted the redirection of depreciation expense to generation assets that Reliant Energy 
HL&P otherwise would apply to transmission, distribution and general plant assets: In addition, the Transition 
Plan provided that all earnings above a stated overall annual rate of return on invested capital be used tio 
recover Reliant Energy HL&P's investment in generation assets. Reliant Energy HL&P implemented the 
Transition Plan 'effective January 1, 1998. For information regarding items that affect depreciation and 
amortization expense of our Electric Operations business segment pursuant to the Texas Electric Restructur
ing Law and the Transition Plan, see Notes 2(g) and 4(a) to our consolidated financial statements, which are 
incorporated herein by reference.  

2000 Compared to 1999. Our Electric Operations business segment's -operating income for 2000 
increased $249 million compared to 1999. The increase was primarily du to' decreased depreciation and 
amortization expense, strong customer growth and warmer weather, partially offset by increased operation and 
maintenance expenses and other taxes. , .  

!Base reve'nu's increased $173 million in 2000 due to continued customer growth and iiicreased demand 
from the effects of weather as compared to 1999. Growth in usage per customer and number of customers 
contributed $132 million of the increase in base revenues' in 2000.  

'Fuel and ýiurchased power expenses in 2000 increased by $853 million, or 55%, over 1999 expenses. The 

increase is primarily the result of higher reconcilable costs for natural gas ($2.47 and $3.98 per MMBtu in 
1999 and 2000, respectively), higher costs for purchased power ($26.46 and $44.26 per MWh in 1999 and 
2000, respectively) and higher sales due to customer growth and increased demand, which led to increased 
production. -- -
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Operation, maintenance and other operating expenses increased $69 million in 2000 compared to 1999 
primarily due to the following items: 

" a $25 million increase due to transmission expenses resulting from the wholesale rates established by 
the Texas Utility Commission; 

" a $22 million increase in state franchise taxes and municipal franchise fees due to increased earnings 
and cash receipts;, 

" a $24 million assessment for the 1999 and 2000 System Benefit Fund, which was established by the 
Texas Electric Restructuring Law to insure that public schools were not impacted by the loss of taxes 
related to the lower property values of generation assets, substantially offset by a decrease in property 
taxes of $21 million; and 

"* a $22 million increase in other operation and maintenance expense.  

Depreciation and amortization expense decreased $160 million primarily due to our discontinuance of 
recording additional depreciation and redirected depreciation pursuant to the Transition Plan, the extension of 
electric generation assets' depreciable lives, fully amortizing some investments in lignite reserves associated 
with a cancelled generation station and ceasing amortization of regulatory assets pursuant to the Texas 
Electric Restructuring Law.  

Natural Gas Distribution 

Our Natural Gas Distribution business segment's operations consist of intrastate natural gas sales to, and 
natural gas transportation for, residential, commercial and industrial customers in Arkansas, Louisiana, 
Minnesota, Mississippi, Oklahoma and Texas and some non-rate regulated retail marketing of natural gas.  

For a discussion of the factors that may affect future results of operations of our Nttural Gas Distribution 
business segment, please read "- Certain Factors Affecting Our Future Earnings - Factors Affecting the 
Results of RERC's Operations - Natural Gas Distribution." 

The following table provides summary data regarding the results of operations of our Natural Gas 
Distribution business segment for 1999, 2000 and 2001 (in millions, except thr6ughput data): 

Year Ended December 31, 
1999 2000 2001 

Operating Revenues ......................................... $2,788 $4,504 $4,742 
Operating Expenses: 

Natural gas .............................................. 1,936 3,590 3,814 
Operation and maintenance ................................. 470 553 541 
Depreciation and amortization ............................... 137 145 147 
Other operating expenses ................................... 87 98 110 

Total operating expenses ................................. 2,630 4,386 4,612 

Operating Income ........................................... $ .158 $ 118 $ 130 

Throughput Data' (in billion cubic feet (Bc0): 
Residential and commercial sales ............................ 286 320 310 
Industrial sales ............................................ 53 57 50 
"Transportation ............................................ 47 50 49 
Retail ..................................................... 400 565 445 

Total Throughput ....................................... 786 992 854
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2001 Compared to 2000. 'Our Natural Gai Distribution business segment's operating income increased 
$12 million in 2001 fromn 2000. Operating margins (revenuesless fuel c6sts) in 2001 were $14 million higher 
than in 2000 primarily due to increased volumes in the first quarter of 2001 due to the effect of colder weather.  

Operation and maintenance expenses decreased in 2001 as compared to 2000 primarily due to expenses 
incurred in 2000 in connection with exiting certain non-rate regulated natural gas business activities outside 
our established market areas offset by the following items: 

-increased 'bad debt expense due to higher natural gas prices in the first 4uarter of 2001; 

• higher employee benefit cost; and 

c "•hanges in estimates of unbilled revenues and recoverability of deferred gas' accounts and other items.  

Generally, oifutility operations of the Natural Gas Distribution business segment are allowed to flow 
through the cost of natural gas to our customers through purchased gas adjustment provisions in rates pursuant 
to regulations of the states in which they operate. Differences between actual gas'•costs arid the ,amount 
collectdd from customers are deferred on the balance sheet so that there is no impact on operating income.  

2000 Compared to 1999. Our Natural Gas Distribution business segment's operating income decreased 
$40 million in'2000 from 1999. Increases in revenues and natural gas expenses in 2000 compared to 1999 were 
due primarily to the increase 'in the price of natural gas. In addition, operating revenues increased $6 million 
related to gains from the effect of a financial hedge of our Natural Gas Distribution business segment's 
earnings against unseasonably warm weather during peak heating .months. Slightly, increased operating 
margins (revenues less fuel costs) in 2000 were offset by higher operating expenses and higher depreciation 
expense in 2000. ' - ' 

Operation and maintenance expenses increased in 2000 primarily due to the following items:.  

: costs incurred in connection with some non-rate regulated retail natural gas business activities outside 
our established market areas; which'we'exited in the fourth quarter of 2000; 

' additional provisins against receivable balances resulting from the implemlentation of a new' billing 
"system for Arkla; and 

* increased employee benefit costs.  

Pipelines and Gathering %! 

Our Pipelines and Gathering business segment operates ,two interstate natural gas pipelines, as well as 
provides gathering and pipeline services.  

"For a discussion of the factors'that ia3, affe&ffuture results'of oljerationis-f our Pipelines and Gathering 
business sdginerit,-pleasie read "- Certain Factors'Affecting"Our Future Earnings2- Factors Affectinig the 
Results of RERC's Operations - Pipelinies aid 'Gathering."
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The following table provides summary data regarding the results of operations of our Pipelines and 
Gathering business segment for 1999, 2000 and 2001 (in millions, except throughput data): 

Year Ended December 31, 
1999 2000 2001 

Operating Revenues ......................................... $ 331 $ 384 $ 415 
Operating Expenses: 

N atural gas .............................................. 41 76 79 
Operation and maintenance ................................. 91 100 121 
Depreciation and amortization ............................... 53 56 58 
Other operating expenses ................................... 15 15 20 

Total operating expenses ................................. 200 247 278 

Operating Income ........................................... $ 131 $ 137 $ 137 

Throughput Data (Bcf): 
Natural gas sales .......................................... 15 14 18 
Transportation ............................................ 836 845 819 
Gathering ................................................ 270 288 300 
Elimination(l) ........................................ (14) (12) (3) 

Total Throughput ....................................... 1,107 1,135 1,134 

(1) Elimination of volumes both transported and sold.  

2001 Compared to 2000. Our Pipelines and Gathering business segment's operating income for 2001 
was consistent with 2000 results. Increased gas gathering and processing revenues were offset by increased 
operating expenses associated with a pipeline rate case which began in 2001, higher employee benefit costs and 
increased other operating expenses.  

2000 Compared to 1999. Our Pipelines and Gathering business segment's operating income for 2000 
increased $6 million, primarily due to increased gas gathering and processing revenues. Natural gas expense 
increased $35 million in 2000, primarily due to the increased cost of natural gas per unit. Operation and 
maintenance expense increased $9 million in 2000, primarily due to the implementation of various projects 
throughout the year.  

Wholesale Energy 

Our Wholesale Energy business segment, which is conducted through Reliant Resources, includes our 
non-rate regulated power generation operations in the United States and our wholesale energy trading, 
marketing, origination and risk management operations in North America.  

As of December 31, 2001, we owned or leased electric power generation facilities with an aggregate net 
generating capacity of 11,109 megawatts (MW) in the United States. We acquired our first power generation 
facility in April 1998, and have increased our aggregate net generating capacity since that time principally 
through acquisitions, as well as contractual agreements and the development of new generating projects. As of 
December 31, 2001, we had 3,587 MW of additional net generating capacity under construction, including 
facilities having 2,120 MW that are being constructed under a construction agency agreement by off-balance 
sheet special purpose entities. We consider a project to be "under construction" once we have acquired the 
necessary permits to begin construction, broken ground on the project site and contracted to purchase 
machinery for the project, including the combustion turbines. On May 12, 2000, one of our subsidiaries 
purchased entities owning electric power generating assets and development sites located in Pennsylvania, 
New Jersey and Maryland having an aggregate net generating capacity of approximately 4,262 MW. For 
additional information regarding this acquisition of our Mid-Atlantic generating assets completed in May 2000
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by Wholesale Energy, including the accounting treatment of this acquisition, please read Note 3 (a) to our 
consolidated financial statements. ., 

On February 19, 2002, we acquired all of the outstanding shares of common stck of Orion Power 
Holdings, Inc. (Orion Power) for $26.80 lier share in cash for an aggregate purchase price of $2.9 billion. As 
of February 19, 2002, Orion Power's debt obligations were $2.4 billion ($2.1 billion net of cash acquired, some 
of which is restricted pursuant to debt covenants). Orion' Powver is aft independent electric power generating 
company that was formed in March 1998 to acquire, de•relop, own and operate power-generating facilities in 
certain deregulated wholesale markets in North America. As of February 28, 2002, Orion Power had 81 power 
plants in operation with a total generating capacity of 5,644 MW and an additional 804 MW under 
construction or in various stages of development. - .  

For a disc'ussion of the factors that may affect the future results of operations of Wholesale Energy, please 
read "- Certain Factors Affecting Our Future Earnings - Factors Affecting the Results of Our Wholesale 
Energy Operations." 

The followin- table provides summary data regarding the results of operations of our Wholesale Energy 
businiss segment for 1999, 2000 and 2001 (in millions, except operations data). - ,-j I 

Year Ended December 31, " 7, 
1999 t 2000 2001 

Operating Revenues ....................................... $6,495 $18,072 $29,742 

Operating Expenses: 
"Fuel and cost of gas sold ................................. 3,599 16,295 14,834 

"P•urchased power ........................................ 2,688 6,775 13,300 

-Operation-and maintenance ............................... 154 402 564 

Depreciation and amortization ............................. 21 108 A118 

Oiher operating'expenses ................................. 6 13 27 

Total Operating Expenses .................... .. 6,468 17,593 28,843 

Operating Income ......................................... $ 27 $. 479 $ 899

Operations Data:, 
Net Gerating W) .....C...................  

- ,Electricity Wholesale Power Sales (MMWh) (1) .............  
Natural Gas Sales (Bcf) (2) ............................  

(1) Million Aiegawatt hours., 
(€2• "Bill~ion hubic f'eet. " " '"

4,469 
82 

1,564

9,231 
172 

(2,423

11,109 
300 

3,508

2001 Compared'to 2000. -Wholesale Energy's operating income increased by $420 million in 2001 
compared to 2000. The results'for 2001 include a $68 million provisionf against net receivables, trading and 
marketing assets and non-tradifig derivative balances related to Enron, and a'$29 million provision and a 
$12 million net write-off agiainst 'rieceivable bala.nces rel•ted toenergy sales 'in California. A $39 ,million 
provision against receivable balances related to energy sales in California was recorded in 2000.  

The increase in, operating income was.primarily due to increased gross margins. Gross margins 'for 
-Wholesale Energy increased by $606 million primarily due to increased volumes on power sales from our 
generation facilities, increased volumes from our trading and marketing activities and ihe addition of our Mid
Atlantic assets and strong commercial and operational pe'formance in other regions. Margin's on power sales 
from our generation facilities, excluding a $63 million provision related to Enron, increased by $429 million in 
the West region (Arizona, California and portions of New Mexico and Nevada), $85 million inthe Mid
Atlantic region, and $32 million inother regions in 2001 compared to 2000. Favorable market copditions in 
the first six months of 2001 in the West region resulting from a combination of factors, including reduction in
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available hydroelectric generation resources, increased demand and decreased electric imports, positively 
impacted Wholesale Energy's operating margins. These favorable market conditions did not exist in the 
second half of 2001, and we do not expect them to return in 2002. Trading and marketing gross margins, 
excluding a $5 million provision related to Enron, increased $113 million from $197 million in 2000 to 
$310 million in 2001 primarily as a result of increased natural gas trading volumes. These results were partially 
offset by the $68 milibnd provision related to Enron as discussed above, higher operation and maintenance 
expenses from facilities in the Mid-Atlantic region acquired in 2000, higher general and administrative 
expenses and increased depreciation expense.  

The following table provides further summary data regarding gross margin by commodity of Wholesale 
Energy for 2000 and 2001.  

Year Ended 
December 31, 

2000 2001 
(In millions) 

Gas revenues ..................................................... $ 9,326 $13,799 
Power revenues ................................................... 8,666 15,931 
Other commodity revenues .......................................... 80 80 
Credit provision related to Enron ..................................... - (68) 

Total revenues ................................................ 18,072 29,742 

Cost of gas sold ................................................... 9,213 13,571 
Fuel and purchased power .......................................... 7,770 14,499 
Other commodity costs ............................................. 87 64 

Total cost of sales ............................................... 17,070 28,134 

Gross margin ................................................. $ 1,002 $ 1,608 

Wholesale Energy's revenues increased by $11.7 billion (65%) in 2001 compared to 2000. The increased 
revenues were primarily due to increased volumes for natural gas (approximately $4.2 billion) and power sales 
(approximately $6.6 billion) and to a lesser extent increased prices for power sales compared to 2000, which 
increased approximately $0.7 billion. Wholesale Energy's fuel and cost of gas sold and purchased power 
increased by $11.1 billion in 2001 compared to 2000, largely due to increased volumes for natural gas and 
power sales and to a lesser extent increases in power generation plant output, which increased approximately 
33% compared to 2000, and increased prices for power purchases.  

Operation and maintenance expenses for Wholesale Energy increased $162 million in 2001 compared to 
the same period in 2000, primarily due to costs associated with the operation and maintenance of generating 
plants acquired in the Mid-Atlantic region of $53 million and higher lease expense of $38 million associated 
with the Mid-Atlantic generation facilities' sale-leaseback transactions that were entered into in August 2000.  
The higher lease expense associated with the Mid-Atlantic generating facilities was offset by lower interest 
expense in the consolidated results of operations in 2001 compared to 2000. Other operating expenses 
increased $14 million in 2001 compared to 2000, primarily due to higher administrative costs to support 
growing wholesale commercial activities of $69 million and higher legal and regulatory expenses related to the 
West region of $25 million, partially offset by decreased development expenses of $12 million. Depreciation 
and amortization expense ificreased by $10 million in 2001 compared to 2000 primarily as a result of higher 
expense related to the depreciation'of our Mid-Atlantic plants, which were acquired in May 2000, and other 
generating plants placed into servic• during 2001, partially offset by a decrease in amortization of our air 
emissions regulatory allowances of $8 million.  

2000 Compared'to 1999. Wholesale Energy's' operating income increased $452 million for 2000 
compared to 1999. The increase was primarily due to increased energy sales volumes, higher prices for energy 
and ancillary services, and improved operating results from trading and marketing activities, as well as
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expaasion of our generation operations into regions other than the Western United States, including the Mid
Atlantic'United States, Florida and Texas.  

Wholesale Energy's operating revenues increased $11.6 billion (178%) for 2000 compared to 1999. The 
increase was primarily due to an increase in prices and volumes for both gas and power sales in 2000 compared 
to 1999. Wholesale Energy's fuel and cost of gas sold and purchased power costs increased $6.7 billion and 
$4.1 billion, respectively, in 2000 compared to 1999. The increase in fuel and cost of gas sold was primarily due 
to an increase in gas volumes purchased, and to increases in plant output and in the price of gas. The increase 
in purchased power cost wvas primarily due to a higher average cost of power and higher p6wer volumes 
purchased. Operation ahd maintenance expenses and other operating expenses increased $248 million and 
$7 million, respectively, in 2000 compared to 1999. These increases were primarily due to costs associtted w'ith 
the maintenance of facilities acquired or placed into commercial operation during the period, lease expense 
associated with the Mid-Atlantic generating facilities sale-leaseback transactions, higher run rates at existing 
facilities, increased costs associated with developing new power generation projects and higher staffing levels 
to support increased sales and expanded trading and marketing efforts. Depreciation and amortization expense 
for 2000 increased $87 million~as compared to 1999, primarily as a result of our acquisition of the Mid
Atlantic generating facilities and other generating facilities in 2000.  

European Energy 

Our European Energy business segment, which is conducted through Reliant Resources, includes the 
operations of REPGB and its subsidiaries and our European trading and power origination operations. We 
created European Energy in the fourth quarter of 1999 with the acquisition of REPGB and the formation of 
our Euiopean frAiding and power origination operations. European Energy generates and sells power from its 
generation facilities in the Netherlands and participates in the emerging wholesale energy trading markets in 
Northwest Europe.  

Effective October 7, 1999, we acquired REPGB, a Dutch generation company, for a iiet lurchase price of 
$1.9 billion. Froili October 1,1999, our operating results include the results of operaiions of REPGB. The 
impact of REPGB's results of operations from October 1 through October 7, 1999 "wvs imm`iterial to our 
consolidated results of operations. For additional information regarding the acquisition of REPGB, please read 
Note 3 (b) to our cons6lidated financial statements.  

- In conn'ection wvith our evaluation of the acquisition of REPGB,4we also began to assess and formulate an 
employ6ee-ever~aice plan to be undertaken as soon as reasonably possible post-acquisition. The inteni of this 
'plan wýa's to make REPGB d6rhpetitive' in the Dutch electricity rnarket when'it became deregulated on 
Janua'iy 1,'2001." This* pla: was finaliied, approved and completed in September 2000. At tlhat time, we 
recorded the severance liability as a purchase price adjiistment in the amount of $19"million. Durinig 2001, we 
utilized $8 rfillion of the reserve. As of December 31, 2001; the iremaining s~verance liability is $11 million.  

SREPGB .and the other major Dutch ýgenerators historically operated under a protocol 'agreement, 
pursuant to which the generators provided capacity and energy to distributors in-exchange for regulated 
production payments, plus compensation'for actual fuel expended in the prýoduction of electricity over the 
,period from 1997.through 2000. Effective January 1, 2001, these agreements expired in all-material respects.  
Beginning January 1, 2001, the Dutch wholesale electric market was opened to'competition. Consistent with 
our expectations at the time that we made the acquisition, REPGB experienced a significant decline in electric 
margins in 2001 attributable to the'deregulition of the wholesale electric market: 

In 2001,,we evaluated strategic alternatives for our European fEnergy business segment, including a 
possible sale. We completed our evaluation, and determined that given current market -conditions and prices, it 
is not advisable to sell our European Energy operations. Co'nsequ'ently, we decided to 'continue to own and 
operate-our European IEnergy business segment, and to expand our"tra'ding and originition'activities in 
Northwest Europe. During December 2001, we evaluated our European Energy business segment's long-lived 
assets and goodwill for impairment. The determination of wheiheihra n imiairment has bccurred is baied on an 
°estixiiate of undiicounted cash flowi attributable to the assets, as compared to the carrying value of the'assets.  
,As of December 31, 200%, pursuant to SFAS No. 121, "Accounting" for the Impairment of Long-Lived Assets
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and for Long-Lived Assets to Be Disposed Of," (SFAS No. 121), no impairment has been indicated. For 
assessing of impairment in 2002, under SFAS No. 142, "Goodwill and Other Intangible Assets," (SFAS 
No. 142), please read "-- New Accounting Pronouncements,".  

For additional information regarding these and other factors that may affect the future results of 
operations of European Energy, please read "- Certain Factors Affecting Our Future Earnings - Factors 
Affecting the Results of Our European Energy Operations." 

For information regarding foreign currency matters, please read Note 5(b) to our consolidated financial 
statements and "-- Quantitative and Qualitative Disclosures about Market Risk" in Item 7A of this 
Form 10-K.  

The following table provides summary data for the results of operations of our European Energy business 
segment for 1999, 2000 and 2001 (in millions, except operations data).  

Three Months Ended Year Ended 
December 31, December 31, 

1999 2000 2001 

Operating Revenues ................................ $ 153 $ 580 $1,192 
Operating Expenses: 

Fuel and purchased power ......................... 68 294 989 
Operation and maintenance ......................... 32 121 71 
Depreciation and amortization ..................... 21 76 76 

Total Operating Expenses ....................... 121 491 1,136 

Operating Income.................................. $ 32 S 89 $ 56 

Operating Data: 
Net Generation Capacity (MW) ..................... 3,476 3,476 3,476 
Electric Sales (MMWh) ............................ 3 13 42 

2001 Compared to 2000. European Energy's operating income decreased by $33 million for 2001 
compared to 2000. This decrease was primarily due to the anticipated decline in electric power generation 
gross margins (revenues less fuel and purchased power), as the Dutch electric market was completely opened 
to wholesale competition on January 1, 2001. Further contributing to the decline in operating margins were a 
number of unscheduled outages at our electric generating facilities. We estimate that these unplanned outages 
resulted in losses of $11 million. Increased margins from ancillary services of $33 million and district heating 
sales of $9 million in 2001 compared to 2000 ,and efficiency and energy payments from NEA totaling 
$30 million in 2001 partially offset this decline. Trading gross margins decreased $12 million from a $3 million 
gross margin in 2000 to a $9 million gross margin loss in 2001 primarily as a result of a $17 million provision 
against receivable and trading and marketing asset balances related to Eiron. Excluding this provision, trading 
gross margins increased primarily due to'a significant increase in power trading volumes, trading origination 
transactions and increased volatility in the Dutch and German markets. In addition, the decrease in operating 
income was partially offset by a $37 million net gain related to the settlement of an indemnity agreement with 
the' former shareholders of REPGB in the fourth quarter of 2001, as discussed below.  

European Energy's operating revenues increased by $612 million for 2001 compared to 2000. The 
increase was primarily due to increased trading revenues in the Dutch, German and Austrian power markets of 
$544 million and, to a lesser extent, increased volumes of electric generatin sales, which increased 41%, 
partially offset by a 29% ddcreas'e in prices for power sales. Fuel and purchased power costs increased 
$695 million for 2001 compared to 2000 primarily due to increased purchased power for trading activities, and 
to a lesser extent increased cost of natural gas due to higher gas prices, increased output from our generating 
facilities and increased transmission and grid charges as a result of a change in the tariff structure.  

Operation and maintenance:expenses decreased by $50 million for 2001 compared to 2000. These 
expenses declined primarily due to (a) the net gain of $37 million recorded in operation expenses related to
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the settlement of the fornier shareholders' indemnity obligation, as discussed below, (b) provisions in 2000 
against environmental tax subsidies receivable from Dutch distribýtion companies,'REPGB's former share
holdeis and the Dutch go,,ernment, coupled with the reversal of such accrual in 2001 due to the indemnity 
obligatiofi settlement with REPGB's former shareholders and (c) decreases in provisions for environmental 

liabilities, employee benefits and other accruals totaling $6 million. This decrease was partially offset by an 

increase in personnel and operating expenses related to our trading operations, facilities costs and systems 
upgrades.  

In Deceriiber 2001, REPGB and its former shareholders entered into a settlement agreement resolving 

the former shareholders' stranded cost indemnity obligations under the purchase agreement of, REPGB.  

During th-e fourth iluarter-of 2001, we recognized a net settlement gain of $37 million in operation expenses for 

the differenc'Abetwiveen the sum of (a) the cash settlement consideration of $202 million, and REPGB's rights 

to claim future distributions of our NEA investment of an estimated $248 million and (b) the amount 

recorded 'as "stran'de'd cost indemnity receivable" related to th' stranded cost gas 'nd eleciric commitmients of 

$369 million, and claims receivable related to stranded costs Iincurred irn 2001 of $44 million both prev'iously 
recorded in 'our consolidated balance sheet.' Future changes in the valuation of ,the€'stranded cost import 

contracts that remain an obligation of REPGB will be recorded as adjustments io 6ur'consolidated statement 

of income, thus introducing potential earnings volatility.' For additional 'in'forination regarding the settleiment,' 

please read Note'14(h) to our consolidated financial statements:.  

2000 Compared to 1999. " For the jear ended Decernbei 31, 2000, European Energy reported operating 
income of $89 million. European Energy reported operating income of $32 million for the three mo'nths'ended 

December 31, 1999.  

Retail Energy 

Our Retail Energy business segment, which is conducted through Reliant, Resources, provides energy 

products and services to end-use customers, ranging from residential and small commercial customers to large 
commercial, institutional 'and industrial customers. In addition, Retail Energy provided billing,' customer 

service and'credit and collection services to the Electric Operations business segment and remittance services 
to the Electric Operations business segment and two of the divisions of the Natural Gas Distribution business 
segmients. The iervice 'greement governing'theseseivices terminated on'December 31,,2001. Retail Energy 

charged the regulated electric and natural gas utilities for these services at cost. Reliant Resoutrces'acquired 
approximately 1.7 millioh electric' ietail customeri in the Houston metropolitan area when the Texas market 
opened to competition in January 2002. During* the first half of 2002, the Texas electric retail market will be 

largely focused on the exiensive efforts necessary to transition customers from the utilities to the affiliated 
retail electric providers. Reliant Resources expects to expand its marketing efforts for small residential and 

commercial customers (Le.,customers with an aggregate peak demand at or below one MW) to other areas in 
Texas outside of the Houston territory during the secon'd quarte'e of 2002. Reliant Resources- signed 
246 contracts with large commercial, industrial and institutional (e.g., hospitals, universities, school systems 
and government agencies) customers (i e., custome' ývith an aggregate peak demand of more thin lone MW) 
during 2001, with an" aggregate peak 'electric'energy demand of appi-oximately,3,700 MW and serving 

alpr ximately 12,000 mneter locations. Thes customers 'are both in the Houston metropolitan area as well as 
outside of the Houston territory. Relianit Re'sources' i6nrketing'eff6rts for'large 5ommercial, industrial and 
institutional ciustomcrs are cbritinuing throughout the comretitivi'region of the ERCOT.  

For 'a' discussionof the factors that may affect the future results of 6perations of Retail Ene•igy,' please 
read "-Certain Factors Affecting Our'Future Earnings -" Factors Affecting tie" Resultsý of 'Our Retail 
Energy Operations." ''
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The following table provides summary data regarding the results of operations of our Retail Energy 
business segment for 1999, 2000 and 2001 (in millions).  

Year Ended December 31, 
1999 2000 2001, 

Operating Revenues .............................................. $ 23 $ 64 $211 
Operating Expenses

Operation and maintenance ..................................... 37 130 213 
Depreciation and amortization ................................... - 4 11 

Total Operating Expenses* ..................................... 37 134 224 

Operating Loss .................................................. $(14) $(70) $(13) 

2001 Compared to 2000. , Ouri Retail Energy business segment's operating lois decreased by $57 million 
for 2001 compared to 2000. The operating loss reduction was primarily due to increased sales of energy and 
energy services to commercial, industrial and institutional customers, partially offset by (a) increased 
personnel costs and empl~yee related costs and (b) increased costs associated with developing an infrastruc
ture necessary to prepare for. conil~etition in the retail electric market in Texas. Contracted energy sales to 
large commercial, industrial and institutional, customers are accounted for under the mark-to-market method 
of accounting. These energy contracts are recorded at fair value iriirevenue upon contract 6xecution. The net 
changes in their market values are recognized in the income statement in revenue in the period of the change.  
During 2001, our Retail Energy business segment recognized $74 million of mark-to-market revenues related 
to commercial, industrial and institutional energy contracts of which $73 million relates to energy that will be 
supplied in future periods ranging from one to three years.  

Operating revenues increased by $147 million for 2001 compared to 2000 largely due to increased 
revenues from sales of energy and energy services to large commercial, industrial and institutional customers, 
as well as increased revenues for the services provided to the Electric Operations and Natural Gas Distribution 
business segments. Operations and maintenance costs increased by $83 million in 2001 as compared to 2000, 
primarily due to increased personnel and employee-related costs and costs related to building an infrastructure 
necessary to prepare for competition in the retail electric market in Texas totaling $35 million, increased costs 
incurred in performing services for the Electric Operations and Natural Gas Distribution business segments of 
$31 million and increased purchased power expenses of $27 million in 2001 primarily due to a $22 million 
increase in wholesale electricity purchases and a $5 million increase in the cost of. transmission service both 
related to the Texas retail pilot program during the last half of 2001. Our Wholesale Energy business segment 
purchases and manages Retail Energy's wholesale purchased power requirements needed to fulfill its retail 
energy commitments. The Wholesale Energy business segment charges. Retail Energy for the purchased 
power at its actual cost and charges an administrative fee for such service.  

2000 Compared to 1999. Retail Endrgy's operating loss increased $56 million for 2000 compared to 
1999. Operating revenues'increased'$41 million (178%) for 2000 as c'ompared to' 1999. This increase was 
primarily the result of the inclusion of re'veniues generated by the operations acquired during November 1999, 
additional revenue generated by an increase in the number of new energy service contracts. For 2000 as 
comnpared to 1999, operations and maintenance costs increased $93'million pri iiarily due to costs associated 
with servicing contracts acquired during 1999 as well as new contracts entered into in 2000 and costs related to 
building an infrastructure, necessary to prepare for competition in the retail 'electric market in Texas. In 
addition, during the fourth quarter of 2000, Reliant Resources incurred ah obligation to pay $12 million in 
order to secure the naming rights to a Houston sports complex and for the initial advertising of which 
$10 million was expensed in 2000. Starting in 2002, when the new stadium in the sports complex is 
operational, Reliant Resources will ay` $10 million each year through 2032 for'ainnual advertising associated 
with the sports complex.
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Latin America I 

-Effective December 1, 2000 (Measurement Date),Reliant Energy's board of directors approved a plan to 
dispose of our Latin America business segment through sales of its assets. Accordingly, in our 2000 
consolidated financial statements, we reported, the results of our Latin America business segment as 
discontinued operations in accordance with APB'OpinioA "No. 30 fo'r each 'of the three years in the period 
ended December 31, 2000. - .

In 'the fourth qui~te~r of 2000, th-Latin kmeric'a business 'segment sold its investments in El Salvador, 

Colombia and Brazil for an aggregate $790 million in after-tax proceeds. We'recorded a $242 million after-tax 
loss in co'nection-with the sale of these'investmenis.'Through'ou'r subsidiaiie's,"wvc-contin-ue to operate 
investments in Argentina' vhich include'a 100% interest in a 160 MW cogeneration project,'Argener, and a 
90% interest in a utility, EDESE (collectively, the Argentine Investments). :,, ,' , 

In the fourth quarter of 2000 and in the first quarter of 2001, -We reco'rded after-tax impairments related to 
the Argentine Investments of $89.million and $7 million, respectively, based on the expected net realizable 
value of the businesses upon their disposition.  

S-On December 20, 2001, negotiations for the sale of the Argentine Investments were terminated as a result 
of recent adverse economic developments in Argentina. We will continue to evaluate options related to the 
future disposition of these assets.  

Accordingly, the Latin America business segment is no longer reported as discontinued operations. The 
related operating results and loss on disposal have been reclassified within the Statements of Consolidated 
Income for all periods into operating income with respect to consolidated subsidiaries and other income with 
respect to equity investments in unconsolidated subsidiaries as required for assets held for sale by EITF 90-6.  

During December 2001;'we concluded that there was an impairment relatedto the remaining assets in 
this business segment. This evaluation resulted in an after-tax impairment charge of $43 million, representing 
the excess of book value over estimated net realizable value. As of December 31, 2001, we had $8 million of 
Latin America net assets held for sale recorded in our Consolidated Balance Sheets. The charge was included 
as a component of operating income with respect to consolidated subsidiaries and other income with respect to 
equity investments in unconsolidated subsidiaries. The impairment was primarily related to recent adverse 
economic developments in Argentina. We do not intend to invest additional resources in these operations.  

OtherOperations 

Our Other Operations business segment includes the operations of our Communications and venture 
capital businesses, non-operating investments, certain real estate holdings 'and unall6cated corporate costs. For 
additional information about our exiting of the Communications business, please read Note 20 to our 
consolidated financial statements. After Restructuring and Distribution, our Other Operations business 
segment will consist primarily of Reliant Energy Thermal Systems, Inc., Reliant Energy Power Systems, Inc., 
office buildings and other real estate used in our business operations and unallocated corporate costs.  

'2001 Compared to 2000. Other Operations' operating loss increased by $130 million to $232 million in 
2001 compaired to $102 million in 2000. During 2001, we incurred a pre-tax non-cash charge of $101 million 
relating to the redesign of certain of our benefit plans in anticipation of separation of our regulated and 
unregulated businesses. In connection 'with our decision to exii the Communicati~ns business; we deterlmined 
that the goodwill associated with the Communications business was impaired. We recorded $54 million of pre
tax disposal charges in 2001, including the impairment of goodwill of $19 million and fixed assets of 
$22 million, and severance accruals, lease cancellation costs and other incremental costs associated with 
exiting the Communications business, totaling $13 million. The goodwill and fixed assets impairments are 
included in depreciation and amortization expense. These items were partially offset by decreased corporate 
operating expenses of $12 million and decreased charitable contributions to a charitable foundation of 
$15 million of equity securities classified as "trading." For additional information about the benefit charge 
noted above, please read Note 12 to our consolidated financial statements.
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2000 Compared to 1999. Other Operations had an operating loss of $102 million for 2000 compared to a 
$52 million operating loss for 1999. This increased loss was primarily due to increased Communications 
business expenses and a $15 million non-cash charitable contribution of equity securities, as discussed above.  

TRADING AND MARKETING OPERATIONS 

Through Reliant Resources, we trade and market power, natural gas and other energy-related commodi
ties and provide related risk management services to our customers. We apply mark-to-market accounting for 
all of our non-asset based energy trading, marketing, power origination and risk management services 
activities. For information regarding mark-to-market accounting, please read Notes 2(d) and 5 to our 
consolidated financial statements. These'trading and miarketing activities consist of: 

"• the domestic energy trading, marketing, power origination and risk management services operations of 
our Wholesale Energy business segment; 

"* the European energy trading and power origination operations of our European Energy business 
segment; and 

"* the large contracted commercial, industrial and institutional retail electricity business of our Retail 
Energy business segment.  

Our domestic and European energy trading and marketing operations enter into derivative transactions as 
a means of optimization of our'current power generation asset position and to take a market position. For 
additional information regarding the types of contracts and activities of our trading and marketing operations, 
please read "Quantitative and Qualitative Disclosures About Market Risk" in Item 7A of this Form 10-K and 
Note 5 to our consolidated financial statements.  

Below is a detail of our net trading and marketing assets (liabilities) by business segment: 
As or 

December 31, 

2000 2001 
(In millions) 

W holesale Energy ....................................................... .$31 $154 
European Energy ........................................................ 1 (9) 
Retail Energy ........................................................... -- 73 

Net trading and marketing assets and liabilities ............................ $32 $218 

Our trading and marketing and risk management services margins realized and unrealized are as follows: 
For the Year 

Ended 
December 31, 
2000 2001 
(In millions) 

Realized .............................................................. $202 $184 
Unrealized ............................................................. (2) 186 

Total ................................................................. $200 $370
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"Belok is an analysis of our net trading and marketing' assets and liabilities for 2001 (in millions): 

-Fair value of contracts uitstaniding at December 31, 2000 ....... ........... ........ $ 32 
Fair value of new contracts when entered into during the year....................... 119 
Contracts realized or settled during the year .................................. (184), 

Changes in fair values attributable to changes in valuation techniques and assumptions .. (23) 

Changes in fair výlues attributable to market price arid other market'changes ......... 274 

,Fair value ofcontracts outstanding at December 31, 2001 .................... $ 218 

During 2001, our Retail Energy business segment entered into contracts with large commercial, inidustrial 
and initittitionil'6ustcriners, with a peak demand of approximately 3,700 MW,'ranging from onie to three years.  
These contracts had an aggregated fair ialu e'of $97 million it'the cofitract inception' dates. Subsequent to the 
inc'eptioAi dat's; the fair values of these contracts were adjust6d to $74 million due tocbhanges in 'assumptions 
used in the Valuationi models,' as 'described below'. The fair value of these Retail Eniergy electric supply 
contracts'was determined by crm~ading the contraictual pricing to the ýstimated market -price foi the retail 
energy delivery and applying the eitiniated volumes unider the provisions of these contracts. This calculation 
inVolves estimating the customer's anticipated load volumie, and utisig the forward ERCOT over-the-counter 
(OTC) commodity prices, adjusted for the customer's anticipated load pattern. Load chara'terstics i the 
valua tio-n 'model include: the customer's expected hourly electricity usage profile, the potential variability in 
the electricity _usage profile (due to weather or operational uncertainties), and the electricity usage limiti 
included in the cistomer's contract. In addition, some estimates include anticipated delivery costs, such as 
regulatory in'd tranimission charges, electric linie losses, ERCOT system operaitor administrative' fees and 
other market interaction charges, estimated credit risk and administrative costs to serve. The wveighted
average duration of these transactions is approximately one year.  

maThe rem ming fair .value 'f new contracts recorded at incetion of $22 million primarily relates to 
Wholesale Energy fixed and variable-priced power purchases and sales. The fair values of these Wholeiale 
Energy contracts at-inception are estimated using OTC forward price and volatility curves and correlation 
among power and fuel prices, net of estimated credit risk. A significant portion of the value of these contracts 
required utilization of internal models. For the contracts extending beyond December 31, 2001, the weighted
average duration of these transactions is less than two years.  

Below are the maturities of our contracts related to our trading and marketing assets-and liabilities as of 
December 31, 2001 (in millions): , 

-,' -. .Fair Value of Contracts at December 31, 2001 
2007 and Total fair 

Source of Fair Value 2002 2003 iO"4 2005 '2006 thereafter value 

Prices actively quoted ........................... $(43) $ 4 $ 1 $ - $(38) 
Prices provided by other external sources ....... 142 58' (5j (3) 6 (1) 197 

Prices based on models and other valuation methods .. 34 ,1) 3 '3 (1) 21- - 59 

Total .................................... ' $33 "61-$) $ $5 '"$20' :"' $218' 

The 'prices actively- quoted", category, represents -our' New York 'Mercantile Exchange 
(NYMEX) futures positions in natural gas and crude oil. As of December 31, 2001, the NYMEX had quoted 
prices for natural gas and crude oil for the next 36 and 30 months, respectively. ' " . ' " 

The "prices provided by other external sources" category represents our forward positions in natural gas 
and power at points for which OTC broker quotes are available. On average, OTC quotes for natural gas and 
power extend 60 and 36 months into ,the future, respectively. We value these positions against internally 
developed fo'-•vardlmaarket price cuirve's that '"are cohtinuously compared'to "hnd recalibiýated against OTC 
broker quotes. This category also includes some transactions whose prices are obtained from iexrtial sources 
and then modeled to hourly, daily or monthly prices, as appropriate. - ' .. - ,"
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The "prices based on models and other valuation methods" category contains (a) the value of our 
valuation adjustments for liquidity, credit and administrative costs, (b) the value of options not quoted by an 
exchange or OTC broker, (c) the value of transactions for which an internally developed price curve was 
constructed as a result of the long-dated nature of the transaction 6r the'illiquidity of the market point, and 
(d) the value of structured transactions. In certain instances structured transactions can be composed and 
modeled by us as simple forwards and options based on prices actively quoted. Options are typically valued 
using Black-Scholes option valuation models. Although the valuation of the simple structures might not be 
different than the valuation of contracts in other categories, the effective model price for any given period is a 
combination of prices from two or more different instruments and therefore have been included in this 
category due to the complex nature of these transactions.  

The fair values in the above table are subject to significant changes based on fluctuating market prices 
and conditions. Changes inthe assets and liabilities from trading, marketing, power origination and price risk 
management services result primarily from changes in the valuation of, the portfolio of contracts, newly 
originated transactions and the timing of settlements. The, most significant parameters impacting the value of 
our portfolio of contracts include natural gas and power forward market prices, volatility and credit risk.,For 
the Retail Energy. sales discussed above, significant variables affecting contract values also include the 
variability in electricity consumption patterns due to weather and operational uncertainties (within contract 
parameters). Market prices assume a normal functioning market, with an adequate number of buyers and 
sellers providing market liquidity. Insufficient market liquidity could significantly affect the values that could 
be obtained for these contracts, as wiell as the costs at which these contracts could be hedged. Please read 
"Quantitative and Qualitative Disclosures About Market Risk" in Item 7A of this Form 10-K for further 
discussion and measurement of the market exposure in the trading and marketing businesses and discussion of 
credit risk management.  

For additional information about price volatility and our hedging strategy, please read "- Certain 
Factors Affecting Our Future Earnings - Factors Affecting the Results of Our Wholesale Energy Opera
tions - Price Volatility," and "- Risks Associated with Our Hedging and Risk Management Activities." 

For information regarding our counterparty credit risk, including credit ratings, exposure and collateral 
held by us, please read, "Quantitative and Qualitative Disclosures About Market Risk - Credit Risk" in 
Item 7A of this Form 10-K.  

For a description of accounting policies for our trading and marketing activities, please read Notes 2(d) 
and 5 to our consolidated financial statements.  

We seek to monitor and control our trading risk exposures through a variety of processes and committees.  
For additionral information, pleas8 read "Quantitative and Qualitative Disclosures About Market Risk - Risk 
Management Structure" in Item 7A of this Form 10-K.  

CERTAIN FACTORS AFFECTING OUR FUTURE EARNINGS 

Our past earnings are not necessarily indicative of our future earnings and results of operations.- The 
magnitude of our future earnings and results of our operations will depend on numerous factors including

"• state, federal and international legislative and regulatory developments, including deregulation, re
regulation and restructuring of the electric utility industry, changes in or application of environmental 
and other laws, and" regulations to which we are subject and changes in or application of laws or 
regulations applicable to other aspects of our business, such as commodities trading and hedging 
activities; 

"* the timing of the implementation of our Business Separation Plan;, 

" the effects of comrpetition, including the extent and timing of the entry 'of additional competitors in our 
markets; 

"* liquidity concerns in our markets;

82



* industrial, commercial and residential growth in our service territories; 

-<. the degree to which Reliant Resources successfully'integrates the operations and assets of Orion Power 
into the Wholesale Energd business segment; 

* the determination of the amount of our Texas generation business' stranded costs and the recovery of 
these costs; 

, the availability of adequate supplies of fuel, water, and associated transportation necessary to operate 
our generation facilities; 

- our pursuit of -potential business stiategies, in~luding acquisitions or dispositions of assets or the 
*:...deiilopment of additional power geiheration facilities, , 

s "tate, federal and other rate regulations in the United States and in foreign countries in which we 
operate or into which we might expand our operations; 

* the timrin, aind extent of changes in interest rates and commodity prices, particularly natural gas prices; 

* -weather variations and other natural phenomena, which can affect the demand for power from, or our 
'ability to jýroduce power at our generating facilities; 

* our ability-to cost-effectively finance and refinance; 

- the degree td which 've successfully integrate the operations and assets of Orion Power into our 
Wholesale Energy segment; 

the successful and timely completion of our'construction'programs, as well as the successful start-up of 
completed projects; 

* financial market conditions, our access to and cost of capital and the results of our financing and 
refinancing efforts, including availability of funds in the debt/capital markets for merchant generation 

-companiies; ;* - " 

* the credit worthiness or bankruptcy or other financial distress of our trading, marketing and risk 
managemefnt services counterparties; -

. actions by rating agencies with respect to us or our competitors; 

* - acts of terrorism or war, 

• the availability and price of insurance; 

"the reliability of the systems, procedures and other infristructuie necessary to operate our retail electric 
business,'including the 'systems' owned and operated by'ERCOT; 

* political, legal, regulatory and economic conditions and developments in the United States and in 
"" foreign countries in which we operate' ori into which we- Aiight expand our operations, including the 

effects of fluctuationis in for'eign currency exchange iates; 

-the resolution of the refusal by California market participants to pay cutr receivables balances due to 
the recint energy crisis in the West region; and ' " - , 
'"- ' ~ I -• 

the successful operation of deregulating power markets.- . , . . I 

'in order to adapt to the increasingly competitive environment in 6ur induitry, we continue to evaluate a 
wide array of potential business strategies, including'bii'siness combinations or 'acq4iisiiions involving other 
utility or non-utility businesses or properties, dispositions of currently owned businesses, as well as developing 
new generation projects, products, services and customer strategies. "
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Factors Associated With the Business Separation, Restructuring and Distribution 

As previously discussed, in anticipation of electric deregulation in Texas, and, pursuant to the Texas 
Electric Restructuring Law, we submitted a business separation plan in January 2000 to the Texas Utility 
Commission. Pursuant to the Business Separation Plan, we are in the process of separating our regulated and 
our unregulated businesses into two separate publicly traded companies.  

After the Restructuring, we plan, subject to further corporate approvals, market and other conditions, to 
complete the separation of our regulated and unregulated businesses through the' Distribution. Our goal is to 
complete the Restructuring and subsequent Distribution as quickly as possible after all the necessary 
conditions are fulfilled, including receipt of an order from the SEC granting the required approvals under the 
Public Utility Holding Company Act of 1935 (1935 Act) and an extension fromn the IRS for a private letter 
ruling we have obtained regarding the tax-free treatment of the Distribution. We currently expect to complete 
the Restructuring and Distribution in the summer of 2002. See "Our Business - Business Separation" in 
Item I of this Form 10-K.  

Regulatory Uncertainty. The Restructuring as currently planned cannot be completed unless and until 
the SEC issues an order approving the acquisition by CenterPoint Energy of Reliant Energy and its subsidiary 
companies and either granting CenterPoint Energy an exemption from regulation as a registered public utility 
holding company under the 1935 Act or the necessary authority to operate as a registered holding company.  
While we believe such an order will be received, and that both the Restructuring and Distribution will be 
completed during the summer of 2002, there can be no assurances "that such will be the case. The 
Restructuring has been designed to enable us to meet all of the requirements of the Texas Electric 
Restructuring Law. We have not formulated an alternative restructuring plan that could be implemented if the 
SEC fails or refuses to grant an exemption for CenterPoint Energy or the authority for CenterPoint Energy to 
become a registered holding company on terms consistent with our business plan. For information about an 
informal inquiry by the staff of the -Division of Enforcement of the SEC in connection with an earnings 
restatenient by Reliant Ehergy that might impact the approval process, please read "Restatement of Second 
and Third Quarter 2001 Results of Operations" in Item 3 of this Form 10-K.  

The tax ruling that we received from the IRS expires at the end of April 2002. We are currently seeking 
an extension of this ruling from the IRS. There can be no assurance that we will receive the extension quickly 
or at all. In this event, the Restructuring and Distribution are not likely to be completed within our expected 
time frame, or, perhaps, at all. In addition, our tax ruling contemplates that the Restructuring will occur prior 
to the Distribution. If, due to delay or uncertainty regarding receipt of an order under the 1935 Act, we decide 
to make the Distribution before completing the Restructuring, we would have to seek a new ruling from the 
IRS that the Distribution would be tax free to us and to our shareholders. This process could take six months 
or longer.  

A significant delay in completing the Restructuring and the Distribution ma), impact planned financings 
by each of Reliant Energy and Reliant Resources and make it more difficult and more expensive for us to 
obtain bank financing. We cannot predict how any such delay might impact our credit ratings or those of 
Reliant Resources.  

Adverse Tax Consequences. If v'f'take actions which cause the Disiribution to fail to qualify as a tax
free transaction, we will incur taxable gain equal to'the positive difference between the value of the Reliant 
Resources shares distributed and our tax basis in those shares. Current tax la w provides that: depending on the 
facts and circumstances, the, Distribution may be taxable if either CenterPoint Energy or Reliant Resources 
undergo a 50% or greater change in stock ownership within two years after the Distribution. These costs may 
be so great that they delay or prevent a strategic acquisition or change in control of our company. If Reliant 
Resources takes actions which cause the Distribution to fail to qualify as a tax-free transaction, for example, 
through a change in control of Reliant Resources, we will be responsible for the tax due on the gain but may 
seek indemnity from; Relianit Resources for such payments.  

Credit. To the extent that we continue to need access to current amounts of committed credit prioi" to 
the Distribution, we expect to extend or replace the credit facilities on a timely basis. The terms of any new
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credit facilities-are expected to be adversely affected by our le',•rage, the amount of bank capacity utilized, any 
delay in the'date 6f Restrumtdring and Distribution and cbnditions in the bank market. These same factors are 
expected to- make 'the syndication of new'cre'dit'facilities'miiore difficult in the future. Proceeds from any 
issuance of debt in the capital markets'are expected to be used to retire a portion of our short-term debt and 
reducý our'fieed fort committed revolving credit facilities.  

Fact•rs'Affectinj the Results of Our Electric Operations 

Deregulation., In June 1999, the Texas legislature adopted the Texas Electric Restructuring Law, which 
substantially amended the regulatory structure governing electric utilities in Texas in order to allow retail, 
competition. Retail pilot projects for, up to 5% of each utility's load in all customer classes began in August, 
2001 and retail electric competition for allother customers began on Janua'ry-1, 2002. We have made 
significant changes in the electric utility operations previously conducted through Reliant Energy HL&P. For 
additional information regarding these changes, please read "Our Business- Deregulationi," "• Electric 
Operations," ".L--Regulation- State and Local Regulations - Texas -Electric Operations- The Texas 
Electric Restructuring Law" and "- Our Business Going Forward", in Item I of this Form 10-K and Note 4 
to our consolidated financial statements.  

Transmission and Distribution. Under the Texas Electric Restructuring Lawv,-our T&D Utility vil' 
remain-subjeci lo traditional rate regulation' by the Texas Utility Commission, and Nie will c6llect from retail 
electric provideis'the'rates approved in the T&D Utility's' rate case (Wires Case) to cover the cost of providing 
tran smission and distiibution service and any other expenses. Our ability to earn the rate of return built into 
the T&D Utility's rates may be affected, positively-or negatively, to the extent that the T&D Utility's actual
expenses or revenues 'differ from the estimates used to set'the T&D Utility's rates.z' 

Generation.,. As described under "Electric Operations" Generation,'" since January 1,,2002, we have 
been obligated to sell substantially all of the generating capacity and related ancillary services of our Texas 
generation business through auctions. As a result, we are not guaranteed atiy.iate of return on our investment 
in these generation facilities-through mandated rates, and our revenues and results of operations are likely to 
depend, in large part,'upon prevailing market prices for electricity in the Texas market and the related results 
of our capacity auctions. These market prices may fluctuate substantially over relatively short periods of time.  
In addition, ERCOT, the independent system operator for the Texas markets, may impose price limitations, 
bidding rules and other mechanisms that may impact wholesale power prices in the Texas market and the 
outcome of our capacity auctions. Our historical financial results represent the results of our Texas generation 
business as part of an integrated utility in a regulated market and may not be representative of its results as a 
stand-alone wholesale electric power generation company in an unregulated market. Therefore, the historical 
financial informktion- iiclu'ded, in this report does not necessaiily• ieflect what our financial position, results of 
operations and cash flaws would have been had our generation" facilities been operate'd in an' unregulated 
market. ' 

: Under the terms of the auctions 'pursuant to which we are obligated to sell our capacity, we'are obligated 
to provide specified amounts of capacity to successful bidders.' The products we sell in'the auctions are only 
entitlements to capacity dispatched from o'ur Units and do not 'onvey thý right to have power dispatched from 
a particular unit. This flexibility exposes us to the risk that, depending on the availability of our units, we could 
be required to supply energy from a higher'cost unit to meet'an obligation for lower cost generatioh or to 
obtain the energy on'the open'market.i Obtaining sich rep'lacement 'generation could, ini•olve significant 
additional costs. We manage this risk by maiitaining a'ppropriate reserves within our geneiation asset base but 
these reserves may' not cover an entire'eipostire in' the event of a sig fifi6ant outage at one of our facilities. For 
information' about operating risks 'associa'ted 'with .our Texas generation business" please read -"Factors 
Affecting the Results of Our Wholesale'Energy Operations - Operating Risks"'below.  

Also, market volatility in the price of-fuel for our, generation operations, as. well 'as in the price of 
purchased power, could have an effect'on our cost to generate or acquire power. For additional information 
regarding commodity prices and supplies, plea'se read "- Factors Affecting the Results of Our Wholesale 
Energy Operations - Price Volatility."
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Pursuant to the Texas Electric Restructuring Law, we will be entitled to recover our stranded costs (i.e., 
the excess of regulatory net book value of generation assets, as defined by the Texas Electric Restructuring 
Law, over the market value of those assets) and our regulatory assets related to generation. The Texas Electric 
Restructuring Law prescribes specific methods for determining the amount of stranded costs and the details 
for their recovery, and our recovery of stranded costs is dependent upon the outcome of regulatory proceedings 
in which we will be required to establish the extent of our stranded costs and related underlying matters.  
During the base rate freeze period from July 1999 through 2001, earnings above the utility's authorized rate of 
return formula were applied in a manner to accelerate depreciation of generation related plant assets for 
regulatory purposes. In addition, depreciation expense for transmission and distribution related assets was 
redirected to generation assets for regulatory purposes from 1998. The Texas Electric Restructuring Law also 
provided for us, or a special purpose entity formed by us, to issue securitization bonds for the recovery of 
generation related regulatory assets and a portion of stranded costs. Reliant Energy Transition Bond Company 
LLC, our wholly owned subsidiary,' issued $749 million of securitization bonds on October 24, 2001. Any 
stranded costs not recovered through the sale of securitization bonds may be recovered through a charge to 
transmission and distribution customers. For additional information regarding these secuiritization bonds, 
please read Note 4(a) to our consolidated financial statements. Fo& information regarding recovery of under
collected fuel expenses, please read "Liquidity and Capital Resources - Future Sources and Uses of Cash 
Fuel Filing in Item 7 of this Form 10-K".  

The Texas Utility Commission issued a final order on October 3, 2001 (October 3, 2001 Order) that 
established the transmission and distribution rates that became effective January 2002. In this Order, the 
Texas Utility Commission found that we had overmitigated our stranded costs by redirecting transmission and 
distribution depreciation and by, accelerating depreciation of; generation assets as provided under the, 
Transition Plan and Texas Electric Restructuring Law. In December 2001, we recorded a regulatory liability 
of $1.1 billion to reflect the prospective refund of accelerated depreciation, removed our previously recorded 
embedded regulatory asset of $841 million related to redirected depreciation and recorded a regulatory asset of 
$2.0 billion based upon current Projections ofmarket value of the Reliarit Energy HL&P generation assets to 
be covered by the 2004'true-up proceeding provided for in the Texas Electric Restructuring Law. Recovery of 
this asset is subject to regulatory risk. We began refunding the excess mitigation credits in January 2002 and 
will continue over a seven year period'' If events occur that make the recovery of all or a portion of the 
regulatory assets no longer probable, we will write off the corresponding balance of these assets as a charge 
against earnings. One of the results of discontinuing the application of regulatory accounting for the generation 
operations is the elimination of the regulatory accounting effects of excess deferred income taxes and' 
investment tax credits related to these operations. We believe it is probable that some parties will seek to 
return these amounts toý ratepayers and, accordingly, we have recorded an'offsetting liability.  

Texas Electric Restructuning Law-rquires us to auction 15% of the output of the installed generating 
capacity of our Texas generation business until January 1, 2007 unless certain criteria are met (state mandated 
auctions). In addition, the' master separation agreement between Reliant Energy and Reliant Resources 
requires us to auction to third parties, including Reliant Resources, the capacity available in excess of amounts 
included in the state mandated auctions (contractually mandated auctions). Beginning January 2002, our 
Texas generation business began delivering power sold through the state mandated auctions and contractually 
mandated auctions at market rates. However, the Texas Electric Restructuring Law provides for recovery of 
any difference between market power prices received in these capacity auctions and the Texas Utility 
Commission's earlier estimates of those market prices. This capacity auction true-up should provide for 
revenues earned by our Texas generation business during the two-year period ending December 2003 to 
approximate a regulated return on the invested capital of our Texas generation business. The Texas Utility 
Commission's estimate serves as a preliminary identification of stranded costs for recovery through securitiza
tion. This component of the true-up is intended to ensure that neither the customers nor we are disadvantaged 
economically as a result of the two-year transition period by providing this pricing structure. The underlying 
data for the true-up calculation has not been finalized. Because the capacity true-up process provided for in 
the Texas Electric Restructuring Law will take into account only the prices wve receive in the state mandated 
auctions, lower prices that we may receive in the contractually mandated auctions will not be considered and
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we may therefore not recover all of our stranded costs. We cannot predict the amount, if any, of these costs 
jhat would not be recovered.  

Retail. For a discussion of factors affecting our retail operations, please read "-7 Factors Affecting the 
Results of Our Retail Operations." 

"Other. For additional information regarding litigation over franchise fees, please read Note 14(f) to our 

consolidated financial statements.  

Factors Affecting the Results of RERC's Operations 

Natural Gas Distribution. . Our Natural Gas Distribution business segment competes primarily- with 
alternate energy sources such as electricity and other- fuel sources. In some areas, intrastate pipelines, other gas 
distributors and miiarketers-aso compete directly'with iur Natural Gas Distribution busiriess segment for gas 
sales to ehd-users. In addition, as a result of federal iegulatory changes affecting interstate pipelines, 'natural 
gas marketers operating on these pipelines may be able to bypass our Natural Gas Distribution business 
segment's facilities and market, sell and/or transport natural gas directly to commercial and industrial 
customers.  

Generally, the iegulations of the states in which our I Natural Gas Distribution business segment operates 

allow us to pass through changes in the costs 6f natural gasý to our customrers' through purchased gas 
adjustment provisions in rates. There is, however, an inherent timing difference between our purchases of 
natural gas and the ultimate recovery of these costs. Consequently, we may incur additional "carrying" costs 
as a result of this timing difference and the resulting, temporary under-recovery of our purchased gas costs. To 
a large extent, these additional carrying costs are not recovered from our customers.  

On November21, 2001, Arkla filed a rate case (Docket 01-243-U) with the'Arkansai Public Service 
Commission seeking an increase in rates for its Arkansas customers of approximately $47 million on an annual 
basis. Arkla's last rate increase was authorized in 1995. In the rate filing, Arkla maintains that its rate base has 
grown by $183 million, and its operating expenses have increased from $93 million to $106 million on an 
annual basis and, therefore, Arkla's current rates for service to Arkansas customers do not provide a 
reasonable opportunity for Arkla to cover its operating cbsts and earn a fair return on its investment. A 
decision in the case is expected by the fourth quarter of 2002.  

Pipelines and Gathering. Our Pipelines and Gathering business segment c6 mpetes ývith other interstate 
and intrastate pipelines in the transportation and storage of natural gas. The principal elements of competition 
among pipelines are rates, terms of service, and flexibility and reliability of service.: Our Pipelines and 
Gathering business segment competes indirectly with other forms of energy available to its customers, 
including electricity, coal and fuel oils. The primary competitive factor is price. Changes in the availability of 
energy and pipeline capacity, the level of business activity, conservation and governmental regulations, the 
capability to convert to alternative fuels, and other factors; including -weather," affect the demand for naitural 
gas in areas we serve and the level of competition foritransportation and storage services. Since FERC Order 
No. 636, REGT's and MRT's commodity sales activity has been minimal. Commodity transactions are 
usually related to system management activity which we have been able to manage with little exposure. We 
have not been nor do we anticipate being negatively impacted by higher price levels and the tightening of 
supply experienced in the fourth quarter of 2000 and the first quarter of 2001. In addition, competition for our 
gathering operations is impacted by commodity pricing levels in its markets because these prices influence the 
level of drilling activity in those markets.  

'Natuial Gas Pipeline Companý of Ame'rica has proposed,'and'is soliciting customers for a 30" pipelirie 
paralleling MRT's East Line in Illinois to i point 17.'mils east of St.'Lbuis Metio, with'a proposed in-service 
date of June 2002. This service w'ould iepreseht an alternative to that provided by MRT.-MRT has renewed or 
is'engaged in negotiations to renew service agreements unhder multi-yeai terms, including service and -potential 
expansion needs along MRT's existing East Line in Illinois. ,Our Pipeliiine• and Gathering business segment 
derives approximately 14% of its revenues frorrm Laclede Gas Coinpany, which'has an'annifal evergieen term 
provision. In February 2002, MRT negotiated afi igreement to extend its existing service' ielationship with 
Laclede for a five year period subject to a•iaeptance by' ihe" FERC. However, the Pipelines and Gathering" 
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business segment's financial results could be materially adversely affected after this five year period if Laclede 
decides to engage another pipeline for the transportation services currenitly provided by the Pipelines and 
Gathering business segment.  

Factors Affecting the Results of Our Wholesale Energy Operations 

Price Volatility. Our Wholesale Energy business segment, which is conducted through Reliant Re
sources, sells electricity from its facilities into spot markets under short- and long-term contractual 
arrangements. We are not guaranteed any rate of return on our capital investments through cost of service 
rates, and our revenues and results of operations are likely to depend, in large part, upon prevailing market 
prices for electricity and fuel in our regional markets. In addition to our power generation operations, we trade 
and market power. Marklet prices may fluctuate substantially over relatively short periods of time. Demand for 
electricity can fluctuate dramatically, creating periods of substantial under- or over-supply. During periods of 
over-supply, prices are depressed. During periods of under-supply, there is frequently regulatory or political 
pressure to regulate prices to compensate for product scarcity.  

In addition, the FERC, which has jurisdiction over wholesale power rates, as well as independent system 
operators that oversee some of these markets, have imposed price limitations, bidding rules and other 
mechanisms to attempt to address some of the volatility in these markets and mitigate market prices. For a 
discussion of the implementation of price limitations and other rules in the California market, please read 
Note 14(g) to our consolidated financial statements.  

Most of our Wholesale Energy business segment's domestic power generation facilities purchase fuel 
under short-term contracts or on the spot market. Fuel prices may also be volatile, and the price we can obtain 
for power sales may not change at the same rate as changes in fuel costs. In addition, we trade and market 
natural gas and other energy-related commodities. These factors could have an adverse impact on our 
revenues, margins and results of operations.  

Volatility in market prices for fuel and electricity may result from: 
• weather conditions; 

* seasonality, 
• forced or unscheduled plant outages; 
* addition of generating capacity;, 
* changes in market liquidity; 
• disruption of electricity or gas transmission or transportation, infrastructure or other constraints or 

inefficiencies; 
* availability of competitivelj priced alternative energy sources; 
* demand for energy commodities and general economic conditions; 
* availability and levels of storage and inventory for fuel stocks; 
* natural gas, crude oil and refined products, and coal production levels; 
* natural disasters, wars, embargoes and other catastrophic events; and 
* federal, state and foreign governmental regulation and legislation.  

Risks Associated with Our Hedging and Risk Management Activities. To lower our financial exposure 
related to commodity price fluctuations, our trading, marketing and risk management services operations 
routinely enter into contracts to hedge a portion of our purchase and sale commitments, exposure to weather 
fluctuations, fuel requirements and inventories of natural gas, coal, crude oil and refined products, and other 
commodities. As part of this strategy, we routinely utilize fixed-price forward physical purchase and sales 
contracts, futures, financial swaps and option contracts traded in the over-the-counter markets and on 
exchanges. However, we do not expect to cover the entire exposure of our assets or our positions to market 
price volatility, and the coverage will vary over time. This hedging activity fluctuates according to strategic 
objectives, taking into account the desire for cash flow or earnings certainty and our view on market prices. To 
the extent we have unhedged positions, fluctuating commodity prices could negatively impact our financial
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results and financial position. For additional information regarding the accounting treatment for our hedging, 
trading and'marketing and risk management activities, please 'read Notes 2(d) and 5 to our consolidated 
financial statements: For additional information regarding the types of contracts and activities of our trading 
and marketing operations, please read "- Trading and Marketing Operations" and -"Qualitative and 
Quantitative Disclosures about Market Risk" in Item 7A of this Form 10-K.  

We manage our1p3o'wer generation hedge objectives'in the context of market conditions while targeting 
certain hedge percentages of future earnings through hedge actions in the current year.-As of December 31, 
2001, we had hedged 39% and 29% of our planned Wholesal6 Energy margins for 2002 and 2003, respectively, 
excluding margins related to Orion Power. Margins for 2002 and 2003 are expected to be positively impacted 
by the acquisition of Orion Power and negatively affected by lower forward electric power prices as they relate 
to unhedged positions and an estimated decline in our trading and marketing operations due'to 'Projected 
decreases in yolatility in energy commodity markets.  

At times,' we have open trading positions in the market, within established corporate risk inanagement 
guidelines, resuliing fromn the management of our tradingportfolio.:To the exItent open trading'positions'exist, 
changes ini comniodity' 'prices could nrgaiively impact oui financial' results and financial position.' 

The risk management procedures we have in place may not always be followed or may not always work as 
planned. Ast a 're'sult of these and other factors, we cannot predict with pre6ision the impact 'that'our risk 

managemen't decisions may have on our businesses, operating results 'or financial position. For information 
regarding oui" risk management policies, please read "Quantitative and Qualitative Disclosures about Market 
Risk'-- Risk Management Structure" in Item 7A t6 this Form 10-K.  

''The trading, marketing and risk management services operations conducted by our Wholesale Energy 
business segment are also exposed to the risk that counterparties who owe us money or physical commodities, 
such as power, natural gas or coal, will not perform their obligations. Should the counterparties to these 
arrangements fail to'perform, we might be forced to acquire alternative hedging arrangements or replace the 
underlying commitment at then-current market -prices. In this event, we might incur additional losses to the 
extent of amounts, if any, already paid to the counterparties. For information regarding our credit risk, 
including exposure to Enron and utilities in California, please read "Quantitative and Qualitative Disclosure 
About Market Risk - Credit Risk" in Item 7A of this Form 10-K and Notes 5(c), 14(g) and 21 to our 
consolidated financial statements.  

In the 'ordinary course of biisiness, and as piart of biir hedging strategy, we enter into long-term sales 
arringements for power; as well as long-term pur'chase arrangements. For information rega'rding our long-term 
fuel supply contracts, purchase power and electric capacity cdniracis and commitments, electric energy and 
electric sale contracts and tolling arrangements, please read Notes 5,' 14(a) and'14(b) to our consolidated 
fixiancial statemen'ts. 

Uncertdinty in the California Market. During portions 'of 2000 and 2001, prices for wholesale electricity 
in California increased dramatically as a result Of a combination of factois, includihg` higher natural gas prices 
and emission allowance costs,' reduction in available'hydroelectric generation 'resources, increased 'demand, 
decreased net electric imports 'and limr itation's on supjly ai a result of maintenance and Ather outages. Because 
of the'high prices that pre;ailed during this "pIeriod,'we,"' 'arid se•'gral of Reliant Resources' subsidiaries, 
including Reliant Energy Services and REPG, as well as some of the officers of some of these companies, have 
been named as defendants in class action lawsuits and other lawsuits filed against a number of companies that 
own generation plants in California and other sellers of electricity in California markets.  

In response to the filing of a number of complaints challenging the level of these who.lesale prices, the 
FERC initiated a siaff investigation and issued 1i number of ordrs implemrnting a serie' 8f wholesale market 
reforms and modifiactioni i6 thbse reforms' Oni February 13, 2002, the FERC issued aft order initiating a staff 
investigation into potentialinmanipulatiofi of eleci'ic ýnd niatural gas prices in the Weit region fo'r the period 
January 1, 2000 forward. Some of our long-term bilateral contracts already have been challenged by one of our 
many counterparties based on the alleged market dyifuncti6n in Western power markets in 2000 mnd 2001. If 
these challenges rare s'uccessful, the precedent set by thi'hallenge could have larger ramifications to our
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business and operations beyond the challenged contracts at issue. Furthermore, in addition to FERC 
investigations, several state and other federal regulatory investigations have commenced in connection with 
the wholesale electricity prices in California and other neighboring Western states to determine the causes of 
the high prices and potentially to recommend remedial action.  

Finally, there have been proposals in the California state legislature to regulate the operations of our 
California generating subsidiaries, beyond the existing state regulation regarding siting, environmental and 
other health and safety matters. For additional information regarding the litigation and market uncertainty in 
California, please read Notes 14(f) and 14(g) to our consolidated financial statements.  

Industry Restructuring, the Risk of Re-regulation and the Impact of Current Regulations. The 
regulatory envirorimeht applicable to the United States electric power industry is undergoing significant 
changes as a result'of varying restructuring initiatives at both the state and federal levels and the reassessment 
of existing regulatory mechanisms stemming from the California power market situation and the bankruptcy 
of Enron. These initiatives have had a significant impact on the nature of the industry and the manner in 
which its participants conduct their business. These changes are ongoing and we cannot predict the future 
development of restructuring in these markets or the ultimate effect that this changing regulatory environment 
will have on our business.  

Moreover, existing regulations may be revised or reinterpreted, new laws and regulations may be adopted 
or become applicable to us, our facilities or our commercial activities, and" future changes in laws and 
regulations may have a detrimental effect on our business. Some restructured markets, particularly California, 
have experienced supply problems afnd price volatility. These supply problems and volatility have been the 
subject of a significant amount of press coverage, much of which has been critical of the restructuring 
initiatives. In some markets, including California, proposals have been made by governmental agencies and/or 
other interested parties to delay or discontinue proposed restructuring or to re-regulate areas of these markets, 
especially with respect to' residential retail customers, that have, previously been deregulated. In this 
connection, state officials; the California Independent System Operator (Cal ISO) and the investor-owned 
utilities in California have argued to the FERC that our California generating subsidiaries should not continue 
to have market-based rate authority. While the FERC to date has consistently refused petitions to force 
entities with market-lbased rates to return to cost-based rates, some of these proceedings are ongoing and we 
cannot predict what action the FERC may take on such petitions in the future. If we were forced to adopt 
cost-based rates, future earnings would be affected. Furthermore, the Cal ISO is undertaking a market 
redesign process to fundamentally change the structure of wholesale electricity markets and transmission 
service in California. These changes, if approved by the FERC, could include a revised market monitoring and 
mitigation structure, a revised congestidn inafidgement mechanism and arn obligation for load-serving entities 
in California to maintain capacity reserves. The Cal ISO's stated goal is to complete the first phase of this 
redesign by September 30, 2002, when the existing FERC market mitigation schemý for California will expire.  

On November 20, 2001, the FERC instituted an investigation under Section 206 of the Federal Power 
Act regarding the tariffs" of all' sellers with market-based rates authority, including Reliant Energy. For 
information regarding this FERC proceeding and other FERC actions relating to the California market, please 
read Note 14(g) to our c6nsolidated financial statements. If ihe FERC does not modify or reject its proposed 
approach for dealing with anti-competitive behavior, our future earnings may be affected by the open-ended 
refund obligation.  

Additionally, federal legislative initiatives have been introduced and discussed to address the problems 
being experienced in some of these markets, including legislation seeking to impose price caps on sales. We 
cannot predict whether other proposals to re-regulate will be made or whether legislative or other attention to 
the restructuring of the electric power industry will cause the restructuring to be delayed or reversed. If, the 
trend towards competiive restructuring of the wholesale power markets is reversed, discontinued or delayed, 
the business growth p'rospects and financial results of our Wholesale Energy and Retail Energy segments could 
be adversely affected.  

If RTOs are established as envisioned by Order No. 2000, "rate pancaking," or multiple transmission 
charges that apply to a single'point-to-point delivery of energy will be eliminated within a region, and
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wholesale transactions within the region, and between regions will be facilitated. The end result could be a 
more competitive, transparent market for the sale of energy and a more economic and efficient use and 
allocation of resources; however, considerable opposition exists to the development of RTOs.  

I The FERC also has initiated a rulemaking proceeding to establish standardized transmission service 

throughout the United States, a standard wholesale electric market design, including forward and spot'markets 
for energy and'an ancillary services market, and specifications regarding the entities that administer these 

markets and for market monitoring and mitigation, that could be used in all RTOs. We cannot predict at this 
time what effect FERC's standard market design will have on our business growth prospects and financial 
results.  

Partly it response to the bankruptcy of Enron, there have been proposals in the United States Congress to 
make online platforini that trade energy and nmetals derivatives subject to oversight by the Commodities 
Futtires Trading C rmmission (CFTC), to prohibit market price-manipulation arid fraud. Under some of these 
proposals, dealers in enerfgy derivatives would be required to file reports with the CFTC and maintain amounts 
of capital, as determined by the CFTC, to support the risks of their transaction's.- Other proposals would 
require the CFTC to review these markets for potential regulatory recommendations. We do not know what 

impact, if -any, these proposals would have on our business if enacted. Additionally, there may be other broader 
proposals introduced to submit energy trading to comprehensive regulation by the FERC or by the CFTC.  

The' acquisition, ownership and operation of. power geferation facilitiei 'require numerous'pernmits, 
approvals and certificates from federal, state and local governmental ag'enicies. The operation 6f our generation 
facilities must also comply with environmental protection and other legislation and regulations: At present, we 
have operations ind Arizona, California, Florida, Illinois, Maryland, Nevada, New Jersey,' New York, Ohio, 
Pennsylvania, Texas and West Virginia. Most of our existing dometiic' generation facilities' are exempt 
wholesale generators that sell electricity exclusively into the wholesale market. These facilities are subject to 
regulation' by the FERC regarding rate matters and by state public utility commissions regarding siting, 
environmental and other health and safety matters. The FERC has authorized us to sell our generation from 
these facilities at market prices. The FERC retains the atithority to modify or withdraw our market-based rate 
authority and to impose "cost of service" rates if it determines that market pricing is not in the public interest.  

'Uncertainty Related to the New York Regulatory Environment. The New York market is subject to 
Isignificant regulatory oversight and control. Our operating results aie as dependent on the continuance of the 

regulatory 'structure as' they are on fluctuations in the market price for electricity.' The 'rules governing the 
'current regulatory structure are subject to change. We cannot assureyou that we will be able to adapt'our 

bhsiness 'in a timely manner in response to -any changes 'in 'the regulatory structure, which could -have a 
,material adverse effect on our revenues and costs. The primary regulatory risk in this market is associated with 
the oversight'activity bf the 'New York Public Service Commission, the'New- York Independent System 
Operator,(NYISO) ind the FERC. , 

Our assets located in New York are subject to "lightened regulation" by the'New York Public Service 
Commission, irncluding 'provisions of the New'York Public Service LUw that relate 'to enforcement, 
investigation, safety, reliability, system improvements, construction, excavation, and the issuance of securities.  
Because "lightened regulition". was accomplished administratively, it could be revoked.  

The NYISO has the ability to revise wholesale prices, which could lead to delayed or disputed collection 
of amounts due to us for sales of energy and ancillary services. The NYISO also has the ability, in some cases 

subject to FERC approval, to impose cost-based pricing and/or price caps. The NYISO has implemented a 
measure known as the "Automated Mitigation Procedure" (AMP) under which day-ahead energy bids will be 

automatically reviewed and, if necessary, mitigated if economic or physical withholding is determined.  
Proposed modifications to the AMP provide a'level of urinceritainty over the impacts of that 13rocedure in the 
summer of 2002. FERC has also directed the NYISO to adopt mitigation measures for all limits in New York 
City consistent with its overall market-monitoring plan. NYISO has filed in-city mitigation measures with the 
FERC, which it is proposing to be' iriplemented bjinning in'late spring of 2002.'The full impact of these 
revisions may not be known until the summer of 2002. 1 '- I -
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Integration' arid Other Risks Associated with Our Orion Power Assets. ' We have made a substantial 
investment in our recent acquisition of Orion Power. If we are unable to profitably integrate, operate, maintain 
and manage our newly acquired power generation facilities our results of operations will be adversely affected.  

Duquesne Light Company is obligated to supply electricity at predetermined tariff rates to all retail 
customers in its existing service territory who do not select another electricity supplier. Orion Power has 
committed to provide 100% of the energy that Duquesne Light Company needs to meet this obligation under a 
contract that was recently extended through December 2004. If our obligation under this contract exceeds the 
available output from the combination of Orion Power's generation facilities and our additional generation 
facilities in the region, we would be forced to buy additional energy at prevailing market prices and, in certain 
cases where we failed to deliver the required. amount, we could incur penalties during periods of peak demand 
of up to $1,000 per megawatt hour. If this situation were to occur during periods of peak' energy prices, we 
could suffer substantial losses that could materially adversely affect our results of operations. In addition, our 
revenues generated under this contract may be adversely impacted if a substantial number of Duquesne Light 
Company's'retail customers select other retail electric pioviders.  

Operating Risks. Our Electric Generation, Wholesale Energy operations and our European Energy 
operations are exposed to risks relating to the breakdown or failure of equipment or processes, fuel supply 
interruptions, shortages of equipment, material and labor, and operating performance below expected levels of 
output or efficiency. A significant portion of our facilities were constructed many years ago. Older generating 
equipment, even if maintain'ed in accordance with good engineering practices, may require significant capital 
expenditures to add or upgrade equipment to keep it operating at peak efficiency, to comply with changing 
environmental requirements, or to provide reliable operations. Such changes could affect operating costs. Any 
unexpected failure to produce power, including failure caused by breakdown or forced outage, could result in 
reduced earnings.  

We depend on transmission and distribution facilities owned and operated by utilities and other power 
companies to deliver the electricity we sell from our power generation facilities to our customers, who in turn 
deliver these products to the ultimate consumers of the power. If transmission is disrupted, or transmission 
capacity is inadequate, our ability to sell and deliver our products may be hindered.  

Factors Affecting Our Acquisition and Project Development Activities. Our plans for our Wholesale 
Energy business segment indicate a shift in emphasis from identifying and pursuing acquisition and 
development candidates to construction and integration of generation facilities. We believe this is a temporary 
shift based on the requirements of integrating the Orion Power assets and the maturation of both our and 
Orion Power's development projects and by the current state of the wholesale electricity and capital markets.  

There are numerous risks ielating to the acquisition and development of power generation plants and 
construction and integration of these facilities. We may not be able to identify attractive acquisitions 'or 
development opportunities, complete acquisitions or development projects we undertake, or we may not be 
able to integrate these plants, especially larger acquisitions, into the portfolios of our Wholesale Energy 
business segment and achieve the synergies, including cost savings, we originally envisioned.  

Currently, our Wholesale Energy business segment has a select number of power generation facilities 
under development and many under construction (either owned or leased). Oui completion of these facilities 
is subject to the following: 

"* market prices; 

"* shortages and inconsistent quality of equipment, material and labor, 

"* financial market conditions and the results of our financing efforts; 

"* actions by rating agencies with respect to us or our competitors; 

"* work stoppages, due to plant bankruptcies and contract labor disputes; 

"* permitting and other regulatory matters;
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unforeseen weather conditions; 

* unforeseen equipment problems; 

• environmental and geological conditions; and 

* unanticipated capital cost increases.  

Any,of these factors could give rise to delays, cost overruns or the'termination of the plant expansion, 
construction or development. Many of these risks cannot be adequately covered by insurance. While we 

maintain insurance, obtain-warrahties'from 'vendors and obligate-contractors to meet specified performance 
standards, the proceeds of such insurance, warranties or performance guarantees may not b6 adequate to cover 

lost revenues, increased expenses or liquidated damages payments we may owe.  

If we were unable to complete the development of a facility, we would generally'not be able to recover our 

investment in the project. The process for obtaining initial environmental, 'siting and other governmental 
permits and approvals is complicated, expensive, lengthy and subject to significant uncertainties. Transmission 
interconnection; fuel supply and cooling water represent some cost uncertainties during project development 

that may also result in termination of the project. In addition, construction delays and contractor performance 

shortfalls can result in the loss of revenues and may, in turn, adversely affect our results of operations. The 

failure to complete construction according to specifications can result in liabilities, reduced plant efficiency,, 
higher operating costs and reduced earnings. We may not be successful in the development or construction of 
power generation -facilities in the future.  

As' a result of several recent events, including the United States econom~ic recession, the price decline of 

our indtirtry sector in' the equity capital markets and the dowhgrading of the Icredit ratings of several of our 

sigfiific-ant competitors, the availability and cost of capital for' our- business and the bsinesses of our 

competitors has been adversely affectid. In iesponse t6 these events and the intensified scrutinyof -omanies 

ini our industry sector by the rating agencies, our Wholesale Energy business segment has reduced its planned 

capital expenditures by $2.7 billion over the 2002-2006 .time frame.  

- Successful integration of plants, especially acquisitions, is subject to a number of risks, including the 

following: 

- unforeseen liabilities or other exposures; 

- inaccurate due diligence of acquired facilities, such as underestimates of outage rates and operating 
costs; 

- inability to achieve adequate cost savings in both overhead and operations; 

- inability to achieve varioiiu commercial synergies with existing operati6ns; and , 

- market prices for power and fuels.  

Anyý of these factors could significantly affect the ecohomic impact of an acquisition on our results of 
operations.  

. As part of this integration process and our temporary shift in emiphasis,' the Orion Power plants will be 
part of an operations improvement process that strives to achieve both reduced operating and maintenance 
costs and increase gross margins through improved availability and reliability, of plants. This process is 

curfently underway' at our other plants-arid will be introduc~d at ihe Orion'Power facilities beginning in the 
third quarter of 2002.  

Increasing Competition in Our Industry. Our Wholesale Energy business segment competes with other 

energy merchants. In order to successfully compete, we must have the ability to aggregate supplies at 
competitive prices from different sources and locations and must be able to efficiently utilize transportation 
services from third-party pipelines and transmission services from electric utilities. We also compete against 
other energy merchants on the basis 'of our relative'skills', financial position and access to credit sources.  
Energy customers, wholesale energy suppliers and transporters often seek financial gufraiitees' and other
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assurances that their energy contracts will be satisfied. As pricing information becomes increasingly available 
in the energy trading and marketing business, we anticipate that our operations will experience greater 
competition and downward pressure on per-unit profit margins. Furthermore, demands for liquidity to support 
trading and merchant asset businesses are increasing at the same time that the credit rating agencies are 
reviewing the liquidity and other credit criteria for trading, marketing and merchant generation firms. Other 
companies we compete with may not have similar credit ratings pressure or may have higher credit ratings.  
The growth of electronic trading platforms has increased the number of transactions, potential counterparties 
and level of price trahstareuicy in the energy commodity market. As a result, we are likely to transact with a 
wide range of customers potentially increasing our risk due to their changing credit circumstances, while at the 
same time potentially diversifying our reliance on a smaller number of customers.  

Developments with respect to our competitors frequently have a collateral and tangible impact on us.  
Credit and liquidity concerns impact our ability to do business with counterparties. Adverse regulatory and 
political ramifications can result from activities and investigations directed at our' competitors.  

Hydroelectric Facilities Licensing. The Federal Power Act gives the FERC exclusive authority to 
license non-federal hydroelectric projects on navigable waterways and federal lands. The FERC hydroelectric 
licenses are issued for terms of 30 to 50 years. Some of the hydroelectric facilities in our Wholesale Energy 
business segment, representing approximately 90 MW of capacity, have licenses that expire within the next 
ten years. Facilities that we own representing approximately 160 MW of capacity have new or initial license 
applications pending before the FERC. Upon expiration of a FERC license, the federal government can take 
over the project and compensate the licensee, or the FERC can issue a new license to either the existing 
licensee or a new licensee. In addition, upon license expiration, the FERC can decommission an operating 
project and even order that it be removed from the river at the owner's expense. In deciding whether to issue a 
license, the FERC gives equal consideration to a full range of licensing purposes related to the potential vilue 
of a stream or river. It is not uncommon' for the relicensing procIess to take between four and ten years to 
complete. Generally, the relicensing piociss begins at least five years before the license expiration date and the 
FERC issues annual likenses to permit a hydroelectric facility to continue operations pending conclusion of 
the relicensing process. We expect that the FERC will issue to us new or initial hydroelectric licenses for all 
the facilities with pending applications. Presently, there are no applications for competing licenses and there is 
no indication that the FERC will decommission or order any of the projects to be removed.  

Factors Affecting the Results of Our European Energy Operations 

General. Our European Energy segment, which is operated by subsidiaries of Reliant Resources, 
intends to focus its activities in existing trading markets in the Netherlands, the United Kingdom, Germany, 
the Scandinavian countries, Austria and Switzerland. Historical results of operations may not be indicative of 
future results of operations. In particular, results of operations for our European Energy segment prior to 2001 
reflect the impact of a regulated generation price system that has been discontinued. In addition, in 2001 and 
prior years, under Dutch corporate income tax laws, the earnings of REPGB were subject to a zero percent 
Dutch corporate income tax rate as a result of the Dutch tax holiday applicable to its electric industry. After 
December 31, 2001, all of European Eneigy's earnings in the Netherlands will be subject to the standard 
Dutch corporate income tax rate, which currently is 34.5%. Furthermore, European Energy's results 'of 
operations for 2001 include the effect of a number of non-recurring items, including the $37 million net gain 
resulting from the settlement of a stranded cost indemnity agreement.  

Future results of operations'of our European Energy segment could be affected by, among other things, 
the following.  

"• increasing competition in the Dutch wholesale energy market, resulting in declining electric power 
margins; 

"* the timing and pace of the deregulation of other sectors of the European energy markets; 

"* the continuing negative impact of the bankruptcy of Enron on market liquidity and credit requirements 
in European trading markets;
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• the mark-to-market price risk exposure associated with certain stranded cost electricity and natural gas 
supply contracts; 

• the impact of any renegotiation of European Energy's stranded cost contracts; 

• the impact and changes of natural gas tariffs pursuant to changes in the regulatory structure; 

* the ability to negotiate new contracts or renew contracts with customers on favorable terms; and 

* the impact of slowing economic growth on power generation demand in the markets in which our 
European Energy segment operates.  

Competition in the European Market. Competition for energy customers in the markets in which our 
European Energy segment operates is high. The primary factors affecting our European Energy segment's 
competitive position are price, regulation, the economic resources of its competitors, and its market reputation 
and perceived creditworthiness.  

Our European Energy segment competes in the Dutch Wholesale market against a variety of other 
companies, including other Dutch generation companies, cogenerators, various producers of alternate sources 
of power and non-Dutch generators of electric power, primarily from France and Germany. As of Decem
ber 31, 2001, the Dutch electricity system had three operational interconnection points with Germany and two 
interconnection points with Belgium. There are also a .number of projects that are at various stages of 
development and that may increase the number of interconnections in the future (post 2005), including 
interconnections with Norway and the United Kingdom. The Belgian interconnections are primarily used to 
import electricity from France, but a larger portion of Dutch electricity imports comes from Germany.-It is 
anticipated that over time, transmission constraints between the Netherlands and other European markets will 
be reduced, thereby exposing our European Energy seginent to even greater competitive pressures.  

Our Europeah Energy segment's trading and marketing operations are also subject to increasing levels of 
competition. Competition among power generators for customers is intense and is expected to increase as 
more participants enter increasingly deregulated markets. Many of our European Energy segment's existing 
competitors have geographic market positions far more extensive than that of our European Energy segment.  
In addition, many of these competitors possess significantly greater financial, personnel and other resources 
than our European Energy segment.  

Deregulation of the Dutch Market. The Dutch wholesale electric' market was completely opened to 
competition on January 1, 2001. Consistent with our expectations at the time we acquired our operations in 
the Netherlands, the gross margin of our European Energy segment declined in 2001 as a result of the 
deregulation of the market and the termination of an agreement with the other Dutch generators and the 
Dutch distributors. Commercial markets we're generally opened to retail competition in January 2002. We 
expect the remainder of the market, consisting of mainly residential customers, will be open to competition by 
January 1, 2003. The timing of opening of the residential segment of the market is subject to change, however, 
at the discretion of the Dutch Minister of Economic Affairs. Since our European Energy segment's operations 
focus on the wholesale market, we do not expect that the opening of the Dutch commercial or residential 
electric market will have a significant impact on the segment's results of operations.  

Plant Outages. During 2001, our margins were negatively impacted by unplanned outages at some of 
our Dutch generation facilities. The unplanned outages were primarily due to malfunctions 'of the geneiation 
turbines and related equipment and complications encountered in the maintenance of one of our facilities. We 
estimate that these unplanned outages resulted in losses of approximately $11 million, a significant portion of 
which is covered by property damage and business interruption insurance. 'For additi6nal information 
regarding operational risks applicable to our European Energy segment, including unplanned plant outages, 
please read "- Factors Affecting the Results of Our Wholesale Energy Operations -Operating Risks." 

Other Factors.- In December 2001, tREPGB and its' former shareholders entered into a settlement 
agreement resolving the former shareholders' stranded cost indemnity obligations under the, purchase 
agreement of REPGB. For additional information regarding the stranded cost indemnity settlement and the 
potential impact on earnings from changes in the valuation in the future of the related stranded cost contracts,
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please read Notes 5 (b) and 14(h) to our consolidated financial statements. We have begun discussions with 
the other parties to these contracts to modify the terms of certain of the out-of-market contracts. The structure 
of these settlements, if consummated, likely would entail an upfront cash payment to the counterparty in 
exchange for amendments to price and other terms intended to make the contracts more market conforming.  
REPGB would seek to fund these payments, if made, to the extent possible through the proceeds from the 
settlement of its stranded cost indemnity agreement and, possibly, anticipated distributions from NEA. We 
cannot currently predict the outcome of these negotiations. However, to the extent that these discussions 
result in amendments to the contracts, we could realize a gain.  

We are in the process of reviewing our European Energy segment's goodwill and certain intangibles for 
impairment pursuant to SFAS No. 142. For information regarding assessing the impairment in 2002 under 
SFAS No. 142, please read "- New Accounting Pronouncements." 

Our European operations are subject to various risks incidental to investing or operating in foreign 
countries. These risks include economic risks, such as fluctuations in currency exchange rates, restrictions on 
the repatriation of foreign earnings and/or restrictions on the conversion of local currency earnings into 
U.S. dollars. For example, we estimate that the impact of the devaluation of the Euro relative to the 
U.S. dollar during 2001 negatively affected U.S. dollar net income by approximately $2 million.  

Factors Affecting the Results of Our Retail Energy Operations 

General. The Texas retail electricity market fully opened to competition in January 2002. Therefore, we 
do not expect the earnings from our Retail Energy segment, which is operated by subsidiaries of Reliant 
Resources, for past years to be indicative of our future earnings and results. The level of future earnings 
generated by our Retail Energy segment will depend on numerous factors including: 

"* legislative and regulatory developments related to the newly opened retail electricity market in Texas 
and changes in the application of such laws and regulations; 

"* the effects of comj~etition, including the extent and timing of the entry or exit of competitors in our 
markets and the impact of competition on retail prices and margins; 

"* customer attrition rates and cost associated with acquiring and retaining new customers; 

"* our ability to negotiate new contracts or renew contracts with customers on favorable terms; 

"• the timing and extent of changes in wholesale commodity prices and transmission and distribution 
rates; 

"• our ability to procure adequate electricity supply upon economic terms; 

"* our ability to effectively hedge commodity prices; 

"* our ability to pass increased supply costs on to customers in a timely manner, 

"* our ability to timely perform our obligations under our customer contracts; 

"* market liquidity for wholesale power, 

"* the financial condition and payment patterns of our customers; 

"• weather variations and other natural phenomena; 

"* the timely and accurate implementation of the new internal and external information technology 
systems and processes necessary to provide customer information and to implement customer 
switching in the retail electricity market in Texas which was established in late 2001; 

"* the costs associated with operating our internal customer service and other operating functions; and 

"* the timing and accuracy of ERCOT settlements, and the exchange of information between ERCOT, 
the T&D Utility and our Retail Energy segment's retail electric provider, which facilitates our Retail 
Energy business segment's billing, collection and supply management processes.
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Competition in the Texas Market. Under the Texas Electric Restructuring Law, beginning in 2002, all 
classes of Texas customers of most investor-owned utilities, and those of any municipal 'utility and electric 
cooperative th'at opted to participate in the competitive marketplace,' are able' to chbose their retail electric 
provide'r.In-Janiuary 2002, Reliant R~soiirces begin to' provide retail'electric 'services to 'all customers of 
Reliant Energy HL&P who did not select another retail -electric 'provider. 'Under the m'arket framework 
established by the Texas' Electric Restructuring Law, Reliant Resources is recognized as the affiliated retail 
electric piovider of Reliant Eneigy's electric utility: The Distribution ivill not change -this treatment, 'even 
though 'Reliant Resources will cease to be a subsidiary 'of Reliant -Energy 'after the Distribution. As an 
iaffiliated retail electric provider', Reliant Resources is initially re'quired to sell electricity to these Houston area 
residential and smaill commercial customers at a spe~ified price, which is referred to in the law as the "price to 
beat," whereas other retail electric lroviders are allhwed to sell electricity to these customers at any price.  
Reliant Resources' price to beat was set at a le'el resulting in'an estimated average 17% reduction from 
Decembei '31, 2001 rates for its residential-cu'stomers 'and an estimated average 22% reduction from, 

December 31, 2001 rates for its pre-existing small commercial cuistomers.' The wholesale energy supply cost 
component,'0or "fuel factor," included in its prke to'beaftwas initially 'set by the Texas Utility Commission at 
the then average forward 12 month gas price stiip of approximately $3.11/MMBtu.  

Reliant Resources is not permitted to offer electricity to these customers at a price other than the price to 
beat until January 1, 2005, unless before that date the Texas Utility Commission determines that 40% or more 
of the amount of electric power that was consumed in 2000 by the relevant class of customers in the Houston 
metropolitan area is committed to be served by retail electric providers other than Reliant Resources. In 
addition, as the affiliated retail electric 'provider, Reliant Resources is obligated to offer the price to beat to 
requesting residential 'and small commercial customers in Reliant Energy's electric utility service territory 
through January 1, 2007. Because Reliant Resources will not be able to compete for residential and small 
commercial customers on the basis of price in the Houston area, it may lose a significant number of these 
customers to other retail electric providers. Customers were given the opportunity to switch beginning in 
August 2001 through the retail pilot project. Due to system related problems which restricted the timely 

switching of customers during the pilot project and in early 2002, we cannot be sure of the number of 
customers that have attempted to switch to other retail electric providers. For additional information regarding 
irtail market systems probleriis, please reafd "-- , Operational Risks." Between the -beginning of ihe pilot 
project in' ugus~t 2001 ,and February 28, 2002, Reliant Resources estimates 'that approximately 67,000 
customers (or approximately 4% of their residential and small commercial customers) have switched to other 
retail electric providers.' Due to the switching systems problems, the actual numbers of Tcustomers that 
switched 'or atteiil~ted to switch by this date may actually be higher.  

Reliant *Resources is providing commodity service to-the large commercial, industrial :nd 'institutional 
customers previously served by Reliant Energy's electric utility who did not take action to select another retail 
electric provider. -In addition, Reliant Resources has signed contracts to provide electricity an'd services to 
large commercial, industrial and institutional customers, b6th in the Houston area as well as outside of thre 
Houston market. Reliant' Resources or, any other'retail electric provider can provide, services to these 
customers at any negotiated price. The market for these ,customers is very competitive, and any of these 
customers that select Reliant Resources as their provider, may subsequently decide to switch to another 
provider at the conclusion of the term of their contract with Reliant Resources.  

In most retail electric markets outside the Houston area, Reliant Resources' principal competitor may be 

the local incumbent utility company's retail affiliate. These retail affiliataes'have the advantage-of long-standing 
relationships with their customers. In addition to competition from the incumbent utilities' affiliates, Reliant 
Resources may face competition from a number of other retail providers, including affiliates of other non
incumbent utilities, independent retail electriý providers and,- 'with respe'ct to sale.s to large commercial and 
industrial customers,, independent, power producers acting as retail electric providers. Some of these 
competitors or potential competitors may be larger and better capitalized ,than Reliant Resources.  

Generally, retail electric providers will purchase electricity from thi wholesale generators at unregulated 
rates, sell electri6it; to their ietail customers and pay the tran'smission' ad distribution utility a-regulated 
tariffed iate for deliverinig the electricity to their customers. Retail electric providers will then bill and collect

97



payments from the customers. Because Reliant Resources is required to sell electricity to residential and small 
commercial customers in the Houston area at the price to beat, it may lose a significant number of these 
customers to non-affiliated retail, electric providers if their cost to provide electricity to these customers is 
lower than the price to beat. In addition, the results of our Retail Energy operations for sales to residential and 
small commercial customers over the next several years in Texas will be largely dependent upon the amount of 
gross margin, or "headroom," available in our price to beat. Until 2004, when Reliant Resources will have the 
option to acquire our ownership interest in Texas Genco, Reliant Resources' results will be largely based ori 
the ability of the Wholesale Energy segment to buy power at prices thai yield acceptable gross margins at 
revenue levels determined by the price to beat set by the Texas Utility Commission. The available headroom 
in the price to beat is equal to the difference, between the price to beat and the sum of the charges, fees and 
transmission and distribution utility rates approved by the Texas Utility Commission and the price Reliant 
Resources pays for power, to serve its price to beat customers. The larger the amount of headroom, the more 
incentive new market entrants should have to provide retail electric services in that particular market. The 
Texas Utility Commission's regulations allow affiliated retail electric providers to adjust their price to beat fuel 
factor based on the percentage change in the price of natural 'gas. In addition, they may also request an 
adjustment as a result of changes in their price of purchased energy. In such a request, they may adjust the 
fuel factor to the extent necessary to restore the amount of headroom that existed at the time the initial price 
to beat fuel factor was set by the Texas Utility Commission. Affiliated ietail electric providers may not request 
that their price to beat be adjusted more than twice a year. Reliant Resources cannot estimate with any 
certainty the magnitude and frequency of the adjustments they may seek, if any, and the eventual impact of 
such adjustments on the amount of headroom. Based on forward gas prices at the end of March 2002, Reliant 
Resources would be able to increase its price to beat'rates by approximately 4-5%. Available headroom in the 
Houston market, as well as in other Texas markets where Reliant Resources intends to compete, will be 
affected by any changes in transmftission and distribution rates that may be requested by the transmission and 
distribution provider in the-respective service territory and in taxes, fees and other charges assessed or levied 
by third parties. Any changes in transmission and distribution' rates must be approved by the Texas Utility 
Commission. The Texas Utility Commission has initiated a proceeding to determine what taxes a municipality 
or other local taxing authority 6an charge retail electric providers relating to the provision of electricity.  

In Texas, our Wholesale Energy business segment and our Retail Energy business segment work together 
in order to determine the price, demand and supply of energy required to meet the needs of our Retail Energy 
business segments' customers. Reliant Resources may purchase capacity from non-affiliated parties in the 
state mandated auctions and from our Texas generation business in the contractually mandated auctions.  
Reliant Resources also enters into bilateral contracts with third parties for .capacity, energy and ancillary 
services. Supply positions are continuously monitored and updated based bn retail sales forecasts and market 
conditions. However, Reliant Resources does not expect to cover the entire exposure of these positions to 
market price volatility, and the' coverage will vary over time. For a discussion of risks similar to those 
associated with our Retail Energy segment's hedging activities, please read "-- Factors Affecting the Results 
of Our Wholesale Energy Operations - Price Volatility," and "- Risks Associated with Our Hedging and 
Risk Management Activities." In addition to the factors noted in these sections, Reliant Resources' ability to 
adequately hedge its retail electricity requirements is also dependent on the accurate forecast of the number of 
our customers in each customer class and uncertainties associated with the recently established ERCOT 
settlement procedures.  

Obligations as'a Provider of Last Resort. The Texas Electric Restructuring Law requires the Texas 
Utility Commission to designate certain retail electric providers as providers of last resort in areas of the state 
in which retail competition is in effect. A provider of last resort is required to offer a standard retail electric 
service package for each class of customers designated by the Texas Utility Commission at a fixed, 
nondiscountable rate approved' by' the Texas Utility Commission, and is required to provide the service 
pa'ckage to any requesting retail custonirer in the territory for which it is the provider of last resort. In the event 
that another retail electric provider fails to serve any or all of its customers, the provider of last resort is 
required to offer that customer the standard retail service package for that customer class with no interruption 
of service to the customer. The Texas Utility Commission designated Relianf Resources' subsidiary, StarEn 
Power to serve as the provider of last resort for residential and small commercial customers in the western
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portion of the Dallas/Fort Worth metropolitan area formally served by Texas Utilities, Inc., a subsidiary of 

TXU, Inc. Ii addition, StarEn Power has been appointed as the provider of last resort'for large commercial, 
industrial and institutional customers in Reliant Energy's electric utility service territory. StarEn Power will 

serve two consecutive six month terms as the provider of last resort. The first term began on January 1, 2002.  

The sec~ond'six-month term, beginning July 1, 2002, will include a potential adjustment.to the energy 

component of our provider of last resort ratebased on a NYMEX, Henry Hub natural gas index. The terms 

and rates for provider of last resort service are governed by a settlement between Reliant Resources and 

various interested parties, which settlement was approved by the Texas Utility Commission. In this role, 

StarEn Power retains the rights to require customer deposits and disconnect service in accordance with Texas 

Utility Commission rules, and to petition the Texas Utility Commission for a price change in the event it is 

determined that StarEn power will experience a net financial loss over the term of its provider of last resort 

obligations. In the first quarter of 2002, the Texas Utility Commission initiated a proceeding to review and 

possibly amend both the governing rules and structure of provider of last resort service and obligations. This 

proceeding is in its initial stages and we cannot be sure ,vhether the structure of provider of last resort service 

and obligations will 'Change, how they will change or what effect, if any, any changes would have on the 

financial condition, results of operations or cash flows of StarEn Power or our Retail Energy business segment.  

"Clawback" Payment to Reliant Energy. To the extent the price to beat exceeds the market price of 

electricity, Reliant Resources will be required to make a payment to Reliant Energy in 2004 unless the Texas 

Utility Commission determines that, on or prior to January 1,'2004, 40% or more of the amount of electric 

power that was consumed in 2000 by residential or small commercial customers (at or below one MW), as 

applicable, within Reliant Energy HL&P's service territory, is committed to be served by retail electric 
providers other than Reliant Resources. If the 40% test is not met and the reconciliation and a retail -aym'ent 

is required, the amount of this retail payment will be equal to (a) the amount that the price to beat, less non

bypassable delivery charges, is in excess of the prevailing market price of electricity during such period per 

customer, but not to exceed $150 per customer, multiplied by (b) the number of residential or small 
commercial customers, as the case may be, that we serve on January 1, 2004 in Reliant Energy HL&P's 

service territory, less the number of new retail electric customers Reliant Resources serves in other areas of 

Texas. Amounts received from Reliant Resources with respect to the clawback payment, if any, will be 

included in the 2004 stranded cost true-up as a reduction of stranded costs.  

Operational Risks. The price of purchased power'could have an adverse effect on the costs incurred by 

our Retail Energy segment in acquiring power to serve the demand of its retail customers. For additional 
information regarding commodity price volatility, please read "--Factois Affecting the Results of Our 
Wholesale Energy Operations - Price Volatility." 

Reliant Resources is dependent on local transmission and distribution itilities for maintenance of the 

infrastructure through which -electricity is delivered to its retail customers. Any infrastructure failure that 
interrupts or impairs delivery of electricity to its customers could fiegiti•ely impiact the satisfaction of its 

customers with its service. Additionally, Reliant Resourcds' is- dependent on the local transmaission and 

distribution utilities for the reading of its cuitomers' energy meters: Reliant Resou-rces'is required to rely on 
the local utility or, in some cases, the independent transmission system operator, to provide it with its 
customers' information regarding energy usage, and Reliant Resources may be limited in its ability to confirm 

the accuracy of the information. The provision of inaccurate information or delayed provision of such 

information by the local utilities or system operators could have a material negative impact on our business 
and results of operations and cash flows.  

The ERCOT ISO is the independent -system operator responsible for maintaining reliable operations of 

the bulk electric power supply system in the ERCOT market. Its responsibilities include ensuring that 
information relating to a customer's choice of retail electric provider is conveyedhin a timely manner to anyone 
needing the information. Problems in the flow of information between the ERCOT ISO, the transmission and 

distribution utility and the retail electric providers have resulted in delays in switching customers. While the 
flow of information is improving, operational problems in'the new system and processes are still being worked 
out.
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The ERCOT ISO is also responsible for handling scheduling and settlement for all electricity supply 
volumes in the Texas deregulated electricity market. In addition, the ERCOT ISO plays a vital role in the 
collection and dissemination of metering data from the transmission and distribution utilities to the retail 
electric providers. Reliant Resources and other retail electric providers schedule volumes based on forecasts.  
As part of settlement, the ERCOT ISO communicates the actual volumes delivered compared to the forecast 
volumes scheduled. The ERCOT- ISO calculates an additional charge or credit based on the difference 
between the actual and forecast volumes, utilizing a market clearing price for the difference. Settlement 
charges also include allocated costs such as unaccounted-for energy. Currently, there is a three to four month 
delay in receiving the final settlement information. As a result, Reliant Resources must estimate its supply 
costs. Timing delays in receiving final settlement information creates supply cost estimation risk.  

Fluctuations in Commodity Prices and Derivative Instruments 

For information regarding our exposure to risk as a result of fluctuations in commodity prices and 
derivative instruments, please read "Quantitative and Qualitative Disclosures About Market Risk" in Item 7A 
of this Form 10-K.  

Emironmental Expenditures 

We are subject to numerous environmental laws and regulations, which require us to incur substantial 
costs to operate existing facilities, construct and operate new facilities, and mitigate or remove the effect of 
past operations on the environment,. For additional information regarding environmental contingencies, please 
read Note 14(f) to our consolidated financial statements.  

Clean Air Act Expenditures. We expect the majority of capital expenditures associated with environ
mental matters to be incurred by our Electric Generation and Wholesale Energy business segments in 
connection with emission limitations for NOx under the Clean Air Act, or to enhance operational flexibility 
under Clean Air Act requirements. In 2000, emission reduction requirements for NOx were finalized for our 
electric generating facilities in the United States. We currently estimate that up to $476 million will be 
required to comply with the requirements through the end of 2004, with an estimated $287 million to be 
incurred in 2002. The Texas regulations require additional reductions that must be completed by March 2007.  
Plans for the Texas units for the period 2004 through 2007 have not been finalized, but have been estimated at 
$88 million. We are currently litigating the economic and technical viability of the Texas post-2004 reduction 
requirements, but cannot predict the outcome of this litigation. In addition, the Texas Electric Restructuring 
Law created a program mandating air emissions reductions for some generating facilities of our Electric 
Generation business segment. The Texas Electric Restructuring Law provides for stranded cost recovery of 
costs associated with this obligation incurred before May 1, 2003. For additional information regarding the 
Texas Electric Restructuring Law, please read "- Regulation - State and Local Regulations - Texas 
Electric Operations- The Texas Electric Restructuring Law" in Item I of this Form 10-K and Note 4(a) to 
our consolidated financial statements. For additional information regarding environmental regulation of air 
emissions, please read "Business - Environmental Matters - Air Emissions" in Item 1 of this Form 10-K.  

Site Remediation Expenditures. From time to time we have received notices from regulatory authorities 
or others regarding our status as a potentially responsible party in connection with sites found to require 
remediation due to the presence of environmental contaminants. Based on currently available information, we 
believe that remediation costs will not miaterially affect our financial position, results of operations or cash 
flows. There can be no assurance, however, that future developments, including additional information about 
existing sites or the identification of new sites, will not require material revisions to our estimates. For 
information about specific sites that are the subject of remediation claims, please read Note 14(f) to our 
consolidated financial statements.  

Water, Mercury and Other Expenditures. As discussed under "Business - Environmental Matters 
Water Issues" in Item 1 of this Form 10-K, regulatory authorities are in the process of implementing 
regulations and quality standards in connection with the discharge of pollutants into waterways. Once these 
regulations and quality standards are enacted, we will be able to determine if our operations are in compliance,
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or if we will have to incur costs in order to comply with the quality standards and regulations. Until that time, 
however, we are not able to predict the amount of these expenditures, if.any.To ,date, however, our 
expenditures associated with respect to permits, registrations and authorizations for operation of facilities 
under the statutes regulating the discharge of pollutants into surface water have' not been material. With 
rega.rd to mercury renmediation and other environmental matters,.such as' the disposal of solid wastes, our 
expenditures have not been, and are not expected to be material, based on our experiences and that of others in 
our industries. Please read "Business _ Environmental Matters - Mercury Contamination"- and "- Other" 
in Item 1 of this F&m 10-K.  

Other Factors ,..  

Terrorist Attacks and Acts of War. We are currently unable to measure 'the ultimate impact of the 
terrorist attacks of September 11, 2001 on our industry and the United States economy as a whole. The 
uncertainty associated with theretaliatory military response of the United States and other nations and the 
risk of future terrorist activity may impact our results of operations and financial condition in unpredictable 
ways. These actions could result in adverse changes in the insurance markets and disruptions of power and fuel 
markets. In addition, our generation facilities or the power transmission and distribution facilities on which we 
rely' could be'directly or indirectl, harmed by future terrorist activity. The occurrernce or risk of occurrence of 
future terrorist attacks or related acts of war could also adversely affect the United States economy. A lower 
level of economic activity could result in a decline in energy consumption which could adversely affect our 
revenues, margins and limit our future growth prospects. The occurrence or risk of occurrence could also 
increase pressure to regulate or otherwise limit the prices charged for electricity or gas. Also, these risks could 
cause instability~in the financial markets and adversely affect our ability to access capital.  

Environmental, Regulation. Our Electric Generation and Wholesale Energy business segments are 
subject to extensive environmental regulation by federal, state and local authorities. We are required to comply 
with numerous environmental laws and regulations, and to obtain numerous governmental permits, in 
operating our facilities. We may incur significant additional costs to comply with these requirements. Ifwe fail 
to comply with these requirements, we could be subject to civil or criminal liability aiid fines. Existing 
environmental regulations could be revised or reinterpreted,, new laws and regulations could be adopted or 
become applicable to us or our facilities, and future changes in environmental laws and regulations could 
occur, including potential regulatory and enforcement developments related to air emissions. If any of these 
events occur, our business, operations and financial conditioni could'be a'dversely affected.' 

We may not be" able to- obtain or maintain from time to time all required environmental regulatory 

approvals. -If there is a delay'ind obtaining'any recjuired erivironmnental regulatory apkro~vals or if 've fail to 
obtain and comply, with them, the operation of our facilities could be prevented or become subject to 
additional costs. 

We are generally responsible for all on-site liabilities associated with the'environmental condition of our 
power generation facilities which we have acquired and developed, regardless of when the liabilities arose and 
whether they are known or unknown. These liabilities may be substantial.  

Holding Company Organizational Structure. •We are a holding company, and we conduct a significant 
portion of our operations through our subsidiaries. After the Restructuring aind Distribution, CenterPoint 
Energy will be a holding company that conducts substantialiy all of its operations through its respective 
subsidiaries. CenterPoint Energy's only significant assets will be the capital stock of its subsidiaries, and its 
subsidiaries will generate substantially all of CenterPoint Energy's operating income and cash flow. As a 
result, dividends'or advahces froiritCenterPoint Energy's 'subsidiaries will be the'principal source of funds 
necessary to meet its debt service obligationis. In sor-m cii&uinstannes, contractuail proviions (including terms 
of indebtedness) or laws, as well as the financial condition or operating requirements of.ourrespective 
subsidiaries, may limit our or CenterPoint Energy's ability to obtain' cash from ouiir respective subsidiaries. As 
of December 31, 2001, al cbh•tition •on payments to us by our "subsidiarieis that are :&ritained in existing 
agreements were satisfied. After the Distribution, Relia'nt 'Reiourcs will also' be 'a lolding company that 
conducts all of its operations through its subsidiaries and will be subject to similar structural limitations as
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described above with respect to CenterPoint Energy. For information regarding payment of dividends please 
read Item 5 of this Form 10-K.  

In addition, the ability of REMA, a Reliant Resources subsidiary that owns some of the power generation 
facilities in our Northeast regional portfolio, to pay dividends or make restricted payments to Reliant 
Resources is restricted under the terms of three lease agreements under which we lease all or an undivided 
interest in these generating facilities. These agreements allow our Mid-Atlantic subsidiary to pay dividends or 
make restricted payments only if specified conditions are satisfied, including maintaining specified fixed charge 
coverage ratios.  

Liquidity Concerns. For a discussion of factors affecting our sources of cash and liquidity, please read 
"- Liquidity and Capital Resources - Future Sources and Uses of Cash." 

IUQUIDITY AND CAPITAL RESOURCES 

Historical Cash Flows 

The net cash provided by/used in operating, investing and financing activities for 1999, 2000 and 2001 is 
as follows (in millions): 

Year Ended December 31.  
1999 2000 2001 

Cash provided by (used in): 
Operating activities ..................................... $ 1,104 $ 1,344 $ 1,713 
Investing activities ...................................... .. (2,870) (3,286) (2,085) 
Financing activities ..................................... 1,823 2,032 337 

Cash Provided by Operating Activities 

Net cash provided by operations in 2001 increased $369 million compared to 2000. This increase 
primarily resulted from: 

"• an increase in recovered fuel costs by our Electric Operations business segment; 

"• a decrease in net margin deposits on energy trading activities as a result of reduced commodity 
volatility and relative price levels of natural gas and power compared to the fourth quarter of 2000; and 

"• an increase in operating margins from Wholesale Energy's power generation operations.  

This increase is partially offset by: 

"* a prepaymeuit of a lease obligation related to REMA sale/leaseback' transactions (please read 
Note 14(b) to our consolidated financial statements); 

"* an increase in restricted cash related to our REMA operations; 

"* an increase in deposits in a collateral account related to an equipment financing structure (please read 
Note 14(1) to our consolidated financial statements); 

"• an increase in costs related to our Retail Energy business segments' increased staffing levels and 
preparation for competition in the retail electric market in Texas; 

" reduced cash flows from our European Energy business segment primarily resulting from a decline in 
electric power generation gross margins as the Dutch electric market was completely opened to 
wholesale'competition on January 1, 2001; and 

"• other changes in working capital.
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Net cash provided by operations in 2000 increased $240 million compared to 1999. This increase 

primarily resulted from: 

"* proceeds from the sale of an investment in marketable debt securities by REPGB; 

"* improved operating results of our Wholesale Energy business segment's California generating facilities; 

"• incremental cash flows provided by REPGB, acquired in the fourth quarter of 1999; 

"* cash flows from REMA, acquired in the second quarter of 2000; and 

"* increased sales from our Electric Operations business segment due to growth in usage and Inumiiber of 

customers.  

These increases were partially offset by increases in under-recovered fuel costs of our Electric Operations 

business segment and Wholesale Energy's net margin deposits on energy trading activities.  

Cash Used in Investing Activities 

Net cash used in investing activities decreased $1.2 billion during 2001 compared to 2000. This decrease 

was primarily d6e to no acquisitions being made in 2001 as compared to the $2.1 billion acquisition of REMA 

in 2000, and the funding of the remaining $982 million purchase obligation for REPGB in 2000.  

These decreases were partially offset by additional capital expenditures hi 2001 bf $211 million primarily 

related to our Electric Operations business segmnent, p-roceeds 4f $1.0 billion received in 2000 from the REMA 

sale-leaseback and $642 million received in 2000 from the Sale of our Latin America assets, net of investments 

and advances.  

Net cash used in investing activities increased $416 milli"n during 2000 ccmpared to'1999. This "icrease 
was primarily due to: 

Sthe funding of the remaining purchase obligation for REPGB of $982 million on March 1, 2000; 

* the acquisition of REMA for $2.1 billion on May 12,'2000; and 

* increased capital expenditures related to the construction of domestic power generation projects.  

Proceeds of $1:0 billion from the REMA sdle-leaseback'in 2-000, the sale of a'substantial portion of our 

Latin Ameriicc investments in 2000 and the purchase of $537 million of AOL Time Warner securitie's'in 1999 

partially offset these increases. , , 

Cash Provided by Financing Activities 

Cash flows provided by financing activities decreased $1.7 billion in 2001 compared to 2000, primarily 

due to a decline in short term borrowings partially offset by $1.7 billion in net proceeds from the initial public 

offering of Reliant Resources.  

Cash flows provided by financing activities increased $209 million in 2000 compared to 1999, primarily 

due to an increase in short-term borrowings partially offset by a decline in proceeds from long-term debt and 

the sale of trust preferred securities.
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Future Sources and Uses of Cash , 

The following table sets forth our consolidated capital requirements for 2001, 
consolidated capital requirements for 2002 through 2006 (in millions).  

2001 2002 2003 2004 

Electric Operations' (with hnclear 
fuel)(1) ......................... $ 936 $ - $ - $ 

Electric Transmission and 
Distribution(l) ................... - 338 320 381 

Electric Generation (with nuclear 
fuel) (1) ......................... - 285 192 89 

Natural Gas Distribution ............. 209 219 231 231 
Pipelines and Gathering .............. 54 76 45 45 
Wholesale Energy(2) (3) ............. 658 3,579 322 147 
European Energy..................... 21 22 -

Retail Energy ....................... 117 40 19 18 
Other Operations .................... 58 111 80 46 
Major maintenance cash outlays ....... 88 94 87 106 

Total ............................ $2,141 $4,764 $1,296 $1,063

and estimates of our 

2005 2006 

$ - 352 

362 352

79 
234 
43 

215 

14 
73 
86 

$1,106

45 
231 
38 

146 

16 
38 
85 

$951

(1) Beginning in 2002, the Electric Operations business segment will be replaced by the Electric Transmis
sion and Distributi6n'busines's segment and the' Electric Generation business segment. In December 
2001, we formed Texas Genco,'LP, a Texas limited partnership,' as an indirect, wholly owned subsidiary 
(Texas Genco). It is anticipated that the majority interest in Texas Genco held by CenterPoint Energy 
will be purchased by Reliant Resources in early 2004 pursuant to the terms of an option that Reliant 
Resources holds, or will otherwise be sold to one or more other parties. The Texas generation operations 
referred to as our "Texas gefieration business" throughout this Form 10-K will be reported as the 
"Electric Generation" business segment beginning in 2002. Capital requirements for current generation 
operations of Reliant Energy HL&P are included in the Electric Generation business segment. Capital 
requirements for the remainder of Reliant Energy HL&P's operations are included in the Electric 
Transmission and Distribution business segment.  

(2) Capital requirements for 2002 include $2.9 billion for the acquisition of Orion Power by Reliant 
Resources.  

(3) We currently estimate the capital expenditures by off-balance sheet special purpose entities to be 
$704 million, $343 million, $163 million and $48 million in 2002, 2003, 2004 and 2005, respectively.  
Capital expenditures for these projects have been excluded from the table above. Please read "Future 
Sources and Uses - Reliant Resources (unregulated businesses)," "- Off-Balance Sheet Tranisac
tions - Construction Agency Agreements" and "- Equipment Financing Structure" below for addi
tional information.

104



The following table sets forth estimates of our consolidated contractual obligations as of December 31, 
2001 to make future p~iyments for 2002 through 2006 and thereafter (in- millions): 

'- " I I 2007 and 
Contractual Obligations Total 2002 2003 2004 2005 2006 thereafter 

Long-term debt, including capital 
leases(l) ......................... $ 6,403 $ 538 $1,226 $ 90$ 390 $218 $3,941 

Short-term borrowing, including credit 
facilities() ...................... 3,435 3,435' - - - -

Trust preferred securities(2) ........... 706 - - - -- 706 

REMA operating lease payments(3) .... 1,560 136 77 84 75 '64 1,'124 

Other operating lease payments(3) ..... 969 66 84 94 95 95 535 

Trading anid'marketing liabilities(4) ...... 1,840 1,478 216 85 33 13 ' 15 

Non-trading derivative liabilities(4) ..... 1,121 472 198 115 62 35 239 

Other commodity commitments(5) 4,014, 451 314 340 344 348 2,217 

Otl6r long-term obligations ............ '300 10 10 10 10 , 10 250 

Total contractual cash obligations.....$S20,348, $6,586 $2,125 $818 $1,009 $783 $9,027

(1) For a discussion of short-term and long-term'debt, pleake read Note 10 to our consolidated financial 
statements.  

(2) For a discussion of trust preferred securities, please read Note I I to our consolidated financial statements.  

(3), For a discussion of REMA and other operating leases, please read Note 14(b) to our consolidated 
financial statements.  

(4) For a discussion of trading and marketing liabilities and non-trading• derivative liabilities, please' read 

Note 5 to our consolidated financial statements.  

(5) For a discussion of othercommodity commitments, please read Note 14 (a) to our consolidated financial 
statements. Excluded from the table above are amounts to be acquired by Reliant Resources from Texas 
Genco under purchase power and electric capacity commitments of $213 million and $57 million in 2002 
and 2003, respectively.  

The following discussion regarding future sources and uses of cash over the next twelve months is 
presented separately for our regulated businesses and unregulated businesses consistent with the separate 
liquidity plans that our management has developed for CenterPoint Energy and Reiiant Resources.'We believe 
that our borrowing capability combined with cash flows from operations '"vill be' sufficient to mneet the 
operational needs of our busineises for the next twelve mbnths. " 

Reliant Energy (to become CenterPoint Energy Subsequent to the Restructuring) 

Our liquidity and capital requirements will be affected by: 

"* capital expenditures; 

"• debt service requirements; 

* the repayment of notes payable to Reliant Resources; 

Sthe reduction in, and elimination of, programs under which we have sold customer accounts receivable; 

* proceeds from the expected initial public offering of Texas Genco; 

* various regulatory actions; and 

• working capital requirements.
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SWe expect capital requirements to be met with cash flows from operations, as well as proceeds from debt 
offerings and other borrowings. The following table sets forth our capital requirements for 2001, and estimates 
of our capital requirements for 2002 through 2006 (in millions): 

2001 2002 2003 2004 2005 2006 

Electric Operations (with nuclear fuel) (1) .... $ 936 $ - $ - $ - $ - $ 
Electric Transmission and Distribution(l) ..... - 338 320 381 362 352 
Electric Generation (with nuclear fuel) (1) .... -- 285 192 89 79 45 
Natural Gas Distribution ................... 209 219 231 231 234 231 
Pipelines and Gathering .................... 54 76 45 45 43 38 
Other Operations .......................... 14 36 34 15 41 5 

Total .................................. $1,213 $954 $822 $761 $759 $671 

(1) Beginning in 2002, the Electric Operations business segment will be replaced by the Electric Transmis
sion and Distribution business segment and the Electric Generation business segment. It is anticipated 
that the majority interest in Texas Genco held by CenterPoint Energy will be purchased by Reliant 
Resources in early 2004 pursuant to the terms of an option that Reliant Resources holds, or will otherwise 
be sold to one or more other parties. The Texas generation operations referred to as our "Texas generation 
business" throughout this Form 10-K will be reported as the "Electric Generation" business segment 
beginning in 2002. Capital requirements for current generation operations of Reliant Energy HL&P are 
included in the Electric Generation business segment. Capital requirements for the remainder of Reliant 
Energy HL&P's operations are included in the Electric Transmission and Distribution business segment.  

The following table sets forth estimates of our contractual obligations to make future payments for 2002 
through 2006 and thereafter (in millions): 

2007 and 
Contractual Obligations Total 2002 2003 2004 2005 2006 thereafter 

Long-term debt, including capital leases $ 5,511 $ 514 $687 $ 48 $378 $206 $3,678 
Short-term borrowing, including credit 

facilities ......................... 3,138 3,138 - - -

Trust preferred securities ............. 706 - - - - - 706 
Other operating lease payments(l) .... 110 14 12 7 6 5 66 
Non-trading derivative liabilities ....... 83 73 7 2 1 -

Other commoditycommitments(2) .... 1,150 199 129 133 137 141 411 

Total contractual cash obligations.... $10,698 $3,938 $835 $190 $522 $352 $4,861 

(1) For a discussion of other operating leases, please read Note 14(b) to our consolidated financial 

statements.  

(2) For a discussion of other commodity commitments, please read Note 14(a) to our consolidated financial 
statements.  

Credit Facilities. As of December 31, 2001, we had credit facilities, including facilities of Houston 
Industries FinanceCo LP (FinanceCo) and RERC Corp., that provided for an aggregate of $5.4 billion in 
committed credit. As of December 31, 2001, $3.1 billion was outstanding under these facilities including 
$2.5 billion of commercial paper supported by the facilities, borrowings of $636 million and letters of credit of 
$2.5 million.
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The following'table suminarizes amounts available under these credit facilities at December 31, 2001 and 
commitments expiring in 2002 (in millions): 

Amount of 
Total Unused Commitments 

Committed Amount at Expiring 

Borrower Type or Facility Credit 12/31/01 in 2002 

Reliant Energy ........................ Revolver $ 400 $ 236 $ 400 

FinanceCo ........................... Revolvers 4,300 1,671 4,300 

RERC Corp .......................... .Revolver 350 , 347 

RERC Corp .......................... Receivables 350 4 350 

Total ............................ $5,400 $2,258 $5,050 

The RERC Corp. receivables facility was reduced from $350 million to $150 million in January 2002.  

Proceeds for the repayment of $196 million of advances under the facility were obtained from the liquidation 

of a temporary investment and the sale of commercial paper.  

The revolving credit facilities contain various business and financial covenants requiring us to, among 

othei things, maintain 'leverage (as definied in the credit facilities) below specified ratios. We are in 

compliance with the covenants under ill of these credit agreements. We do not expect these covenants ,to 

materially limit our ability to borrow under these facilities. For additional discussion, please'read Note' 10(a) 

to our consolidated financial statements.  

The revolving credit facilities support commercial paper programs. The maximum amount of outstanding 

cominercial paper of anf issuer is limited to the amount of the issuer's aggregate revolving credit facilities less 

any direct loans or letters of credit obtained under its revolvers. Due to an inability to consistently satisfy all 

short-term borrowing needs by issuing commercial paper, short-term borrowing needs have been met with a 

combination of commercial paper and bank loans. The extent to which commercial paper will be issued in lieu 

of bank loans will depend on market conditions and our credit ratings.  

Pursuant to the terms of the existing agreements (but subject to certain conditions precedent which we 

anticipate will be met) the revolving credit agreements aggregating $4.3 billion of FinanceCo will terminate 

and CenterPoint Energy revolving credit facilities of the same amount and with the same termination dates 
will become effective on the date of Restructuring.  

To the extent that we continue to need access to curr ent amounts of committed °credit prior to the 

Distilbution, we expect to extend or replace the credit facilities on a timely basis. The teirrns of any new credit 

facilities are expected to be adversely affected by the leverage of Reliant Energy, the amount of bank'capacity 
utili~ed by Reliant Energy, any delay in the date of Restiucturing and Distribution and conditions in'the banik 

market. These same factors are expected to make the synxdication of new credit'facilities more difficult in the 

future. Proceeds from any issuance of debt in the capital markets are expected to be used to retire a portion of 

our short-term debt and reduce our need for committed revolving credit facilities. ,.
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SheIf Registrations. The following table lists shelf registration statements existing at December 31, 2001 
for securities expected to be sold in public offerings.

Registrant Security 

Reliant Energy .............. Preferred Stock 
Reliant Energy .............. Debt Securities 
Reliant Energy .............. Common Stock 
REI Trust II/Reliant Energy.. Trust Preferred and related Junior 

Subordinated Debentures 
RERC Corp ................ Debt Securities

(1)

Amount(1) 

$230 million 
580 million 
398 million 
125 million 

50 million

Terminating on 
Date of 

Restructuring 

Yes 
Yes 
No 

Yes 

No

The amount reflects the principal amount of debt securities, the aggregate liquidation value of trust 
preferred securities and the estimated market value of common stock based on the number of shares 
registered as of December 31, 2001 and the closing market price of Reliant Energy common stock on that 
date.

We expect to register $2.5 billion of debt securities some or all of which may be issued either by Reliant 
Energy prior to the Restructuring or by CenterPoint Energy after the Restructuring. Proceeds from the sale of 
these debt securities are expected to be used to repay short-term borrowings. The amount actually issued will 
depend on interest rates and other market conditions.  

Debt Service Requirements. Excluding the repayments expected to be made on the transition bonds 
described in Note 4(a) to our consolidated financial statements, we have maturing long-term debt in 2002 
aggregating S500 million. Maturing debt is expected to be refinanced with new debt. In addition, Reliant 
Energy has $175 million of 5.20% pollution control bonds that are expected to be remarketed in 2002 as multi
year fixed-rate debt.  

Debt service requirements will be affected by the overall level of interest rates in 2002 and credit spreads 
applicable to the various issuers of debt in 2002. Up to $2.7 billion of long-term debt is expected to be issued 
or remarketed in 2002 and we expect to have large amounts of short-term floating-rate debt in 2002. At 
December 31, 2001, we h'ad entered into five year forward starting interest rate swaps having an aggregate 
notional amount of $500 million to hedge the interest rate on an anticipated 2002 offering of five year notes.  
The weighted average rate on the swaps was 5.6%. At December 31, 2001, we also had entered into interest 
rate swaps to fix the rate on $1.8 billion of our floating rate debt. The weighted a•,erage rate on these swaps was 
4.1% and the swaps expire in 2002 and 2003. While we have, in some instances, hedged our exposure to 
changes in interest rates by entering into interest rate swaps, the swaps leave us exposed to changes in our 
credit spread relative to the market indices reflected in the swaps.  

Money Fund. We have a "money fund" through which Reliant Energy and participating subsidiaries 
can borrow or invest on a short-term basis. Funding needs are aggregated and external borrowing or investing 
is based on the net cash position. The money fund's net funding requirements are generally met with 
commercial paper and/or bank loans. At December 31, 2001, Reliant Resources had $390 million invested in 
the money fund. Reliant Resources is expected to withdraw its investment from the money fund on or before 
the Distribution. Funds for repayment of the notes payable to Reliant Resources will be obtained from bank 
loans or the issuance of commercial paper.  

Environmental Issues. We anticipate investing up to $397 million in capital and other special project 
expenditures between 2002 and 2006 for environmental compliance. Of this amount, we anticipate expendi
tures to be approximately $234 million and $132 million in 2002 and 2003, respectively. These environmental 
compliance expenditures are included in the capital requirements table presented above. For additional 
information related to environmental issues, please read Note 14(f) to our consolidated financial statements.  

Initial Public Offering of Texas Genco. In 2002, approximately 20% of Texas Genco is expected to be 
sold in an initial public offering or distributed to holders of CenterPoint Energy common stock. The decision
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whether to distribute the Texas Genco shares or to sell the shares in an initial public offering will depend on 
numerous factors, including market conditions. Proceeds, if any; are expected to be used to retire short-term 
debt.  

Fuel Filing. As of December 31, 2000 and 2001, Reliant Energy HL&P was under-collected'on fuel 
recovery. by $558 million and $200 million, respectively. In two separate filings. with the Texas Utility 
Commission in 2000, Reliant Energy HL&P received approval to implement fuel surcharges to collect the 
under-recovery of fuel expenses, as well as to adjust the fuel factor to compensate for significant increases in 
the price of natural gas. Under the Texas Electric Restructuring Law, a final settlement of these stranded costs 
will occur in 2004.  

Reliant Energy HL&P Rate Matters. The October 3, 2001 Order established the transmission "afid 
distribution rates that became effective in January 2002. The Texas Utility Commission determined that 
Reliant Energy HL&P had overmitigated its stranded costs by redirecting transmission and distribution 
depreciation and by accelerating depreciation' of generation assets as provided under the Transition Plan and 
'Texa's Electric Re-structuring Law. In this fin'al order, Reliant' Energy HL&P is required to reverse the amount 
of redirected de reciation and accelerated depreciation takeh for regulator purposes'as allok.'ed under the 
Tratisition Plan and the Texas Electric Restructuiing Law. Per the Octbber 3, 2001 'Order, our Electric 
Operations business segment recorded a regulatory liability to reflect the prospective refund of the accelerated 
depreciation. Our Electric Operations business segment began refunding excess mitigation credits with the 
January 2002 unbundled bills, to be refunded over a seven year period. The annual cash flow impact of the 
reversal of both redirected and accelerated depreciation is a decrease of approximately $225 million. Under 
"the Texas' Electric' Restructuring Law, a final settlement of these stranded costs will occur in'2004. Foi further 
discussiori, please read Note 4(a) to our consolidated financial statements.  

In addition to the above factors, our liquidity and capital requirements could be affected by: 

- a downgrade in credit ratings; 

- the'need io pr6vide cash collateral in connection with trading activities;' 

- various regulatory actions; and 

- funding' of our pension plan.  

Impact on Liquidity of a Downgrade in Credit Ratings. At December 31, 2001, Moody's Investors 
Service, Inc. (Moody's), Standard & Poor's, a division of The McGraw Hill Companies (S&P) and Fitch, 
InL (Fitch) had assigned the followifig credit ratings to senior debt of Relian t Energy and certain subsidiaries: 

Moody's S&P 
Company/Instrument Rating Outlook Ratling Outlook Rating Fitch Watch' Outlook 

Reliant Energy , 

Senior Secured Debt ....... A3 - Stable(l) BBB+ -Stable(2): 'A- --Negative(3) N/A 

Senior Uns6cured Debt . Baal Stable(l) BBB Stable(2) BBB+ -Negative(3) -NIA 
Reliant Energy 

C 

FinanceCo II LP . ,.  

Senior Debt ............. Baal Stable(l) BBB, Stable(2) BBB ,N/A Stable(4) 

RERC Corp. . " 

Senior Debt.......... ... Baa2 Stable(l)' BBB+- Stable(2) •" BBB+ -Negative(3) N/A 

(I) A "stable" outlook from Moody's indicates that Mo6dy'f does not expect to 'put the rating on review for 
an upgrade or do~vngrade within 18 months from when the outlookWNas'iassigned or last affiiined.  

(2) A "stable" outlook from S&P indicates that the rating'is' niot'likely to chang'e' over the 'initermediate to 
longer term. , - ,. 

(3) A "negative" watch from Fitch signals that the rating may be downgraded or affirmdd in the near.term.  
Fitch has indicated that the Reliant Energy'senior secured debt ratings will change" from A- to BBB+
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upon the distribution of Reliant Resources shares and that the RERC Corp. senior debt ratings will 
change from BBB+ to BBB upon the distribution of Reliant Resources shares.  

(4) A "stable" outlook from Fitch signals that the medium term view of the credit trend of an issuer is stable 
rather than positive or negative.  

We cannot assure you that these ratings will remain in effect for any given period of time or that one or 
more of these ratings will not be lowered or withdrawn entirely by a rating agency. We note that these credit 
ratings are not recommendatidns to buy, sell or hold our securities and may. be revised or withdrawn at any 
time by the rating agency. E'ch 'i-ating should be evaluated independently 'of any other rating. Any future 
reduction or withdrawal of one or more of our credit ratings could have a material adverse impact on our 
ability to access capital on acceptable terms.  

A decline in credit ratings would increase commitment fees and borrowing costs u nder our existing bank 
credit facilities. A decline in credit ratings would also adversely affect our ability to issue commercial paper 
and the interest rates applicable to commercial paper. Increased direct borrowings under our bank credit 
facilities could also result in the payment of usage fees under the terms of these arrangements. A decline in 
credit ratings would also increase the interest rate on long-term debt to be issued in the capital markets.  

Our revolving credit agreements are broadly syndicated committed facilities which contain "material 
adverse change" clauses that could impact our ability to borrow under these facilities. The "material adverse 
change" clauses generally relate to our ability to perform our obligations under the agreements.  

The $150 million receivables facility of RERC Corp. requires the maintenance of credit ratings of at least 
BB from S&P and Ba2 from Moody's. Advances under the facility would need to be repaid in the event a 
credit rating fell below the threshold.  

As previously discussed, bank facilities of FinanceCo are expected to be converted into bank facilities of 
CenterPoint Energy on the date of Restructuring. There is a ratings-related condition precedent to the 
conversion from the existing FinanceCo bank credit facilities (totaling $4.3 billion) to facilities under which 
CenterPoint Energy will become the obligor. The condition precedent requires that CenterPoint Energy be 
rated at least BBB by S&P and Baa2 by Moody's at the time of Restructuring. We believe that we could 
obtain a waiver of this condition, if necessary. However, if we were unable to obtain such a waiver, the 
facilities would remain obligations of FinanceCo until the earlier of 90 day's after the date of Restructuring or 
the expiration of the facilities in July 2002, subject to compliance with applicable covenants.  

Similar ratings-related provisions govern the transfer to CenterPoint Energy of rights and obligations 
under certain interest rate swap agreements entered into by Reliant Energy and Houston Industries FinanceCo 
LP to effect interest rate hedging. Interest rate swaps having an aggregate notional amount of $1.5 billion as of 
December 31, 2001 contained such provisions. These agreements are generally assumable by CenterPoint 
Energy without the consent of the counterparties, provided that CenterPoint Energy's rating is at least BBB
from S&P or Baa3 from Moody's. We believe that we could obtain the consent of the counterparties if 
necessary, but if we were unable to do so, the swaps would remain obligations of the current counterparties 
until their expiration. All of the swaps terminate no later than 2004.  

As discussed in Note 8 to our consolidated financial statements, each ZENS note is exchangeable at the 
holder's option at any time for aA amount of cash equal to 95% of the market value of the reference shares of 
AOL TW common stock attributable to each ZENS note. If our credit worthiness were to drop such that 
ZENS note holders felt our liquidity was adversely affected or the market for the ZENS notes was to become 
illiquid, some ZENS holders might decide to exchange their ZENS for cash. Funds for the payment of cash 
upon exchange could be obtained from the sale of the AOL TW common stock that we own or from other 
sources. We own shares of AOL TW common stock equal to 100% of the "reference shares" used to calculate 
our obligation to the holders of the ZENS notes.  

Certain of the contracts that we have entered into on behalf of Texas Genco for the sale of capacity from 
our Texas generation business contain requirements obligating us to put up additional security in the event 
that our rating or the rating of CenterPoint Energy falls below BBB- from S&P or Baa3 from Moody's. These
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requirements stem from reciprocal provisions under power purchase and sale agreements with purchasers of 
capacity to be delivered in various monthly, 12-month or 24-month periods or "strips" until December 2003.  
If a downgrade below either of these levels were to occur, the purchasers would be entitled to call upon us to 
provide collateral to secure our obligations in a "commercially reasonable" amouht within three business days 

of notice. Failure to provide this collateral entitles the other party to terminate the agreement and unwind all 
pending transa~tions under the agreement. Our Tex'as generation business is always the'seller under these 
agreements, and its performance obligation in all cases is one of delivery, rather than payment. Accordingly, it 
is difficult to quaintify the amount of collateral we would be required to-provide as assurance for these delivery 
obligations. We believe that any such quantification should be predicated on our Texas generation business' 
ultimate exposure under these' agreements. Our Texas generation business has no exposure until (1) it cannot 
deliver power as called for in the agreements and (2) the market cost of replacement power has increased 
above the contract price. In the unlikely event that our Texas generation business could not deliver any of this 
power as agreed, we estimate that our Texas generation business' total exposiire under these contracts at 
December 31, 2001 was approximately $73 million.  

As part of its normal business operations, our Texas generation business has also entered power purchase 
and sale agreements with counterparties that contain similar provisions that require a party to provide 
additional collateral on three business days notice when that party's rating falls below BBB- from S&P or Baa3 
from Moody's. Our Texas generation business both buys and sells under these agreements, and we use them 
whenever possible either to locate less expensive power than our Texas generation business' marginal cost of 
generation or to sell power to another party who is willing to pay more than our marginal cost of generation.  
Our Tex'as generation business' purchases for 2001 under agreements with ratings triggers were approximately 
$23 million and its sales under those agreements were approximately $8 million. This compares to total 
purchases of approximately $125 million and total sales of approximately $32 million under all buy/sell 
agreements in 2001. We believe that this risk is mitigated because most of the purchases and sales under these 
arrangements take place over relatively short time periods; typically, these transactions are for one-day 
deliveries and rarely exceed periods of one month.  

Entex Gas Resources Corp., a wholly owned subsidiary of RERC Corp., provides comprehensive natural 
gas sales and services to industrial and commercial customers who are primarily located within or near the 
territories served 6y our pipelines and distribution subsidiaries. In order to hedge its exposure to natural gas 
prices, Entek Gas Resources Corp. will have agreements with provisions standard to the industry that establish 
credit thresholds and then require a pariy to provide additional collateral on two business days' notice when 
that party's rating or the rating of a'credit support provider for that party' (RERC'Corp. in this case), falls 
below those levels. The senior unsecured debt of RERC Corp. is currently rated BBB+ by S&P and Baa2 by 
Moody's. Based on these ratings, we'estimate that unsecured credit limits extended to Entex Gas Resources 
Corp. by counterparties could aggregate $250 million; however, utilized credit capacity would typically be 
lower.  

Regulatory Matters. Our liquidity can be impacted, by regulatory ,actions affecting our Electric 
Operations and our Natural Gas Distribution business segments. For further discussion, please read Note 4 to 
our consolidated financial statements.  

Treasury Stock Purchases. As of December 31, 2001, we were authorized 'under our 'common stock 
repurchase program to'purchase an additional $271 million of our common stock. Our purchases under our 
repurchase program depend on market conditions, might not be announced in advance and may be made in 
open market or privately negotiated transactions. CenterPoint Energy has no current plans to engage in a 
significant stock buy-back program, but may seek to repurchase shares in the open market for use in various 
benefit and employee compensation plans, or to maintain a targeted balance of outstanding shares to the 
extent that original issue stock is used for such purposes.  

Pension and Postretirement Benefits Funding. We make 'ontributions to achieve adequate funding of 
Compainy sponsored pension and joitretirement benefits in accordance with applicable regulations and -rate 
orders. Based on current estimates, we expect to have funding requirements, excluding Reliant Resources, of
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approximately $330 million for the period 2002-2006. These anticipated funding requirements are not 
reflected in the table of contractual obligations presented above.  

Reliant Resources - unregulated businesses 

Liquidity and capital requirements for these businesses are affected primarily by the results of operations, 
capital expenditures, debt service requirements and working capital needs. Reliant Resources expects to grow 
these businesses through the construction of new generation facilities and the acquisition of generation 
facilities, the expansion of their energy trading and marketing activities and the expansion of their energy retail 
business. Reliant Resources expects any resulting capital requirements to be met with cash flows from 
operations, and proceeds from debt and equity offerings, project financings, securitization of assets, other 
borrowings and off-balance sheet financings. Additional capital expenditures, some of which may be 
substantial, depend to a large extent upon the nature and extent of future project commitments which are 
discretionary. In the discussion below, Reliant Resources has provided several tables outlining their expected 
future capital requirements by category of expenditure followed by more detailed descriptions of the most 
significant of their currently known future capital requirements and descriptions of known uncertainties that 
could impact these items.  

The following table sets forth Reliant Resources' consolidated capital requirements for 2001, and 
estimates of their consolidated capital requirements for 2002 through 2006 (in millions).  

2001 2002 2003 2004 2005 2006 

Wholesale Energy(l) (2) (3) ................ $658 $3,579 $322 $147 $215 $146 
European Energy .......................... 21 22 - - -

Retail Energy ............................. 117 40 19 18 14 16 
Other Operations .......................... 44 75 46 31 32 33 
Major maintenance cash outlays ............. 88 94 87 106 86 85 

Total .................................. $928 $3,810 $474 $302 $347 $280 

(I) Capital requirements for 2002 includes $2.9 billion for the acquisition of Orion Power.  
(2) In connection with Reliant Resources' separation from Reliant Energy, Reliant Energy has granted 

Reliant Resources an option, subject to completion of the Distribution, to purchase the majority interest 
in Texas Genco held by CenterPoint Energy in January 2004. This option may be exercised between 
January 10, 2004 and January 24, 2004. The purchase of Texas Genco has been excluded from the above 
table. For additional information regarding this option to purchase Texas Genco, please read Note 4(b) 
to our consolidated financial statements.  

(3) Reliant Resources currently estimates the capital expenditures by off-balance sheet special purpose 
entities to be $704 million, $343 million, $163 million and $48 million in 2002, 2003, 2004 and 2005, 
respectively. Capital expenditures for these projects have been excluded from the table above. Please read 
"Future Sources and Uses - Reliant Resources - unregulated businesses," "- Off-Balance Sheet 
Transactions - Construction Agency Agreements" and "- Equipment Financing Structure" below for 
additional information., 

Acquisition of Orion Power. On February 19, 2002, Reliant Resources acquired all of the outstanding 
shares of common stock of Orion Power for $26.80 per share in cash for an aggregate purchase price of 
$2.9 billion. As of February 19, 2002, Orion Power's debt obligations were $2.4 billion ($2.1 billion net of cash 
acquired, some of which is restricted pursuant to debt covenants). Reliant Resources funded the purchase of 
Orion Power with a $2.9 billion credit facility (Orion Bridge Facility) and $41 million of cash on hand. Please 
read '"- Consolidated Sources of Cash - Orion Bridge Facility" for further information.  

Generating Projects. As of December 31, 2001, Reliant Resources had three generating facilities under 
construction. Total estimated costs of constructing these facilities are $1.1 billion, including $304 million in 
commitments for the purchase of combustion turbines. As of December 31, 2001, Reliant Resources had
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incurred $690 million'of the total'projected costs of these projects; which were funded primarily from equity 
and debt facilities.-In addition, Reliant Resources has options to purchase additional'combuition turbines for'a 
total estimated cost of $42 million, but is actively attempting to market these turbines, having determined that 
they aie in excess of their current needs. In addition to th~se 'facilities, Reliant Resources is constructing 
facilities as construction agents under the construction agenc'y agireements' under synthetic leasing arrange
ments, which permit them to lease or buy each of these facilities at the conclusion of their construction. For 
more information regarding the construction agency agreements, please read "- Off Balance Sheet Transac
tions - Construction Agency Agreements." 

Environmintal Expenditures. 'Reliant Resources anticipates investing up to $135 mjillion in capital and 
other special project expenditures between,2002 and 2006 for environmental compliance, totaling approxi
mately $53 million, $20 million, $9 million, $29 milli6n and $24 million in 2002, 2003, 2004, 2005 and 2006, 
reipectively, which is included in the above table. Additionally, environmental capital expenditures for the 
recently acquired Orion Power assets were estimated by Orion Power to be approximately $241 million over 
the same time period. Reliant Resources is currently reviewing Orion Power's estimates.  

"The' following table sets forth estimates of Reliant Resources' consolidated contractual obligations-as of 
December 31, 2001 to make future payments for'2002 through'2006 and thereafter (in'millions): 

I I I ý_ I , 1 1- 2007and 
Contractual Obligations ' Total " 2002 2003 - 2004, 2005 -'.2006 thereafter 

Long-teirmdebt .................... $ 892 '$ 24 $ 539 $ 42 $ 12 $'12 ,$ 263 

Short-term borrowing, including credit 
facilities ......................... .. 297 297 -.. . -

'Mid-Atlantic generating assets ,, - I 

'operating leasepayments .......... 1,560 . 136 77 84 '75 ,64 1,124 

"Other operating lease payments'.. .. 859 52 72 87. ' 89 " 90 1 469 

"Tradifig'and marketing liabilities ...... .. 1,840 1,478 216' 85 '33 - 13, 15 

Non-trading derivative liabilities ...... 1,038 399 191 113 61i' "35 - 239 

Other commodity commitments....... 3,134 465, 242 207 207, 207, -1,806 

Other long-term obligations .......... 300 '10 10 , '1.0 10 -10' '250 

Total contractual cash obligations ... $9,920. $2,861 $1,347 $628 -$487 .$431 $4,166 

Long-term debt obligations as of De66mber 31, 2001, include $829 million of borrowingsunder credit 
facilities that have been classified as long-term debt, based upon the availability of conimitted credit facilities 
and'management's intention ,to maintain these borrowings in excess of one year. .  

As of December 31, 2001, Reliant Resources has issued $396 million of letters of credit, of which 
$345 million'were'issued under two credit facilities expiring in 2003 arid $51 millioA were issued under a credit 
facility expiring in 2004. '' ' '- .'-" ' -

Mid-Atlantic Assets Lease Obligation. In August ,2000, Reliant Resources', subsidiaries entered into 
separate sale-leaseback transactions with each of the three owner-lessors for their respective 16.45%, 16.67% 
and 100% interests in the Conemaugh, Keystone and Shawville ,generating 'stations, ,respectively,-.which 
Reliant Resources acquired as part of the REMA acquisition. These lessees lease an interest in each facility 
from each owner-lessor under a facility lease agreement. The equity interests in all the subsidiaries of REMA 
are pledged as collateral for REMA's lease obligations. In addition, the subsidiaries have guaranteed the lease 
obligations. The lease diocuments contain restrictive cov~nants that r6strici REMA's ability to, among other 
things, make dividend -distributions unless REMA satisfies various conditions. The covenant restricting 
dividends wNuld be suispenided if the direct or indirect pirent of REMA, inheting specified criteria, including 
having a'credit rating on its long-term unsecured senior Tdebt of at least BBB from Standard & Poor's and Baa2 
from Moody's, guarantees the lease obligationis' For additi6rnal "discussion of these lease transactkns,r please 
read Notes 3(a) and 14(b)'to our consolidated financial statements. Reliant Resouitces'expects to make lease
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payments through 2029 under these leases, with total cash payments of $1.6 billion. The lease terms expire in 
2034. During 2000 and 2001, cash lease payments totalled $1 million and $259 million, respectively.  

Other Operating Lease Commitments. For a discussion of other 'operating leases, please read 
Note 14(b) to our consolidated financial statements.  

Other Commodity Commitments. For a discussion of other commodity commitments, please read 
Note 14(a) to our consolidated financial statements.  

Naming Rights to Houston Sports Complex. In October 2000, Reliant Resources acquired the naming 
rights for the new football stadium for the Houston Texans, the National Football League's thirty-second 
franchise. The agreement extends for 31 years. The aggregate undiscounted cost of the naming rights under 
this agreement is expected to be $300 million. Starting in 2002, when the new stadium is operational, Reliant 
Resources will pay $10 million each year through 2032 for annual advertising under this agreement. For 
additional information on the naming rights agreement, please read Note 14(d) to our consolidated financial 
statements.  

Payment to Reliant Energy. To the extent that Reliant Resources' price for providing retail electric 
service to residential and small commercial customers in Reliant Energy HL&P's historical service territory 
during 2002 and 2003, which price is mandated by the Texas Electric Restructuring Law, exceeds the market 
price of electricity, Reliant Resources will be required to make a payment to Reliant Energy in early 2004.  
Due to the nature of this possible payment, Reliant Resources currently cannot reasonably estimate this 
payment, and accordingly, it isi excluded from the above tables.  

Treasury Stock Purchases. On December 6, 2001, the Reliant Resources' board of directors authorized 
the purchase of up to 10 million additional shares of common stock through June 2003. Purchases will be 
made on a discretionary basis in the open market or otherwise at times and in amounts as determined by 
management subject to market conditions, legal requirements and other factors. Since the date of such 
authorization through March 28, 2002, Reliant Resources has not purchased any of these shares of their 
common stock under this program.  

In addition to the capital requirements discussed above, the following items, among others, could impact 
future capital requirements for Reliant Resources.  

Downgrade in Credit Rating.' In accordance with industry practice, Reliant Resources has entered into 
commercial contracts or issued guarantees related to their trading, marketing and risk management operations 
that require them to maintain an investment grade credit rating. If one or more of their credit ratings decline 
below investment grade, Reliant Resources may be obligated to provide additional or other credit support to 
the guaranteed parties in the form of a pledge of cash collateral, a letter of credit or other similar credit 
support.  

Counterparty Credit Risk., Reliant Resources is exposed to the risk that counterparties who owe them 
money or physical commodities, such as energy or gas, as a result of market transactions fail to perform their 
obligations. Should the counterparties to these arrangements fail to perform, Reliant Resources might incur 
losses if they are forced to acquire alternative hedging arrangements or replace the underlying commitment at 
then-current market prices. In addition,- Reliant Resources might incur additional losses to the extent of 
amounts, if any, already paid to the defaulting counterparties.  

C•nsolidated Sources of Cash 

Reliant Resources believes, that their current level of cash and borrowing capability, along with their 
future anticipated cash flows from operations and assuming successful refinancings of credit facilities as they 
mature, will be sufficient to meet the existing operational needs of their business for the next 12 months. If 
cash generated from operations is insufficient to satisfy their liquidity requirements, Reliant Resources may 
seek to sell either equity or debt securities or obtain additional credit facilities or long-term financings from 
financial institutions. In the discussion below, Reliant Resources has provided a description of the significant
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factors that could impact their cash flows from operations, their currently available liquidity sources, currently 

contemplated future liquidity sources and known uncertainties that could impact these sources.  

'-The following items will affect Reliant Resouices' future cash flows from operations: 

-Reliant Resources Restricted Cash. Covenants under the Mid-Atlantic assets lease, discussed above, 

restrict REMA's ability to make dividend distributions. The restricted cash is available for REMA's working 

capital needs and for it to make future lease payments. As of December 31, 2001, REMA had $167 million of 

restricted cash. Reliant Resources currently anticipates that REMA will be able to satisfy the conditions 

necessary-to "cdistribute ihese -restricted funds in 2002. In 'addition, the terms "of two of their subsidiaries' 

indebtedness restrict the .lubsidiaries' abilit" t -o pay di'ridends or make restricted payhenits to Reliant 

Resources in some cir'cumstances. Specifically, their subsidiary which holds' an- electric power generation 

facility in Channelview, Texas (Channelview) and their subsidiary which holds an eqquitt investment in the 

entity owning and operating an electric power generation facility in Nevada (El Dorado) are each party to 

credit agreements used'to finance construction of these generating plants. Both the Channelview credit 

agreement and the"El Dorado ciedit agreement allow the iespective gubsidiary to pay dividends or make 

restricted paýyments-only if specified conditions are .satisfied, including maintaining specified debt service 

coverage ratios and debt service reserve- account balances. In both cases, the amount of the dividends or 

resfricted payme'tsý that may be paid if the conditions are met is limited to a specified level and may be paid 

only from a particular account.  

Orion Power Restricted Cash. Substantially all'of'Orion Power's operations are'conducted by its 

subsidiaries. The terms of some of its subsidiaries' indebtedness restrict the subsidiaries' 'ability to pay 

dividends to Orion Power or Reliant Resources. Restricted funds are available for such subsidiaries to make 

debt service payments and to meet their working capital needs. In addition," covenants :under some 

indebtedness of Orion Power restrict its ability to pay dividends to Reliant Resources unless Orion Power 

meets certain conditions, including the ab'lity'to incur iadditional indebtedfi6ss witihout violating the required 

fixed -charge coverage ratio 6f 2.0 to' 1.0. A ciedit facility of Orion Power also restricts its ability to .pay 

dividends to Reliant Resources unless the restricti6ns conta'ified in certain of its'subsidiaries' credit agreements 

have ternmt inated 'and no restrictions remain under its'credit agreements.  

.California'Trade Receivables. As of December 31, 2001,'Reliant Resources was owed $302 million by 

Cal ISO,'the California Power Exc'hange' (Cal PX) and the California'Department of Water Resources 

(CDWR) "iiud Califofii 'Energy Resource Scheduling for energy sales in 'the California wholesale market, 

'durinig "the fourth'quartei of 2000 through December 31, 2001 'and has recorded 'an allowance against such 

receivable's'of $68 -million. From January 1, 2002 through'March 26, 2002,'Reliant Resources has collected 

$45 millioii of th'ese 'jeceivable balances. For additional information regarding unceilainties in the California 

wvholesale rfiaiket, please read Notes 14(f) and 14(g) to our consolidated financial statements.' ,o 

Other Items:' For other items that'may affectour future cash flows from'operations, please read 

"-- Certiain Factors Affecting Our Future Earnings", related to the Reliant Resources business segments., 

The following discussion summarizes Reliant Resources' currently available liquidity sources and 

material factors that could impact that availability. ,,

S Credit'Facilities'.' The fol'lwing table provides a summary of the amounts owed and amounts available 

under Reliant Resou'rces' various credit f~cilities (in milli6fis). " ' ' ' 

Total ' Expiring by 
Committed Drawn Letters Unused December 31.' 

Credit Amount of Credit Amount 2002(1) 

Reliant Resources, as of December 31, 2001 $5,563 $1,078 -$396 -$4,089 $1,114 

Orion Power, as of February 19, 2002 ....... 2,028 1,827 95 106 1,736 

Total ...................................- " $2,850
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(1) Excludes $383 miiillion of facilities expiring in November 2002 as borrowings under such facilities are 
convertible into a long-term loan.  

As of February 19, 2002, Reliant Resources has $2.9 billion of credit facilities which will expire in 2002.  
To the extent that they continue to need access to this amount of committed credit, Reliant Resources expects 
to extend or replace these facilities. The current credit environment currently impacting their industry may 
require their future facilities to include terms that are more restrictive or burdensome or at higher borrowing 
rates than those of their current facilities.  

Reliant Resources Credit Facilities Covenants. As of December 31, 2001', Reliant Resources, including 
certain of their'subsidiaries, had cbmmitted credit facilities, of $5.6 billion. Of these facilities, $5.0 billion 
contain various businesi and financial covenafits requiring them to; among other things, maintain a ratio of net 
balance sheet debt to the sum 'of net balance sheet debt, subordinated affiliate balance sheet debt and 
stockholders' equity not to e'xceed 0.60 to 1.00. These covenants are not .inticipated to materially restrict 
Reliant Resources from borr"owing funds or obtaining' letters of credit under these facilities. The remaining 
credit facilities of $0.6 billion, which were held by certain of their domestic power generation subsidiaries, 
contain various business and financial covenants that-are typical for limited or non-recourse project finan~ings.  
Such covenants include restrictions on dividends and capital expenditures, as well as'requirements regarding 
insurance, approval of operating budgets and commercial contracts. These covenants are 'not anticipated' to 
materially restrict Reliant Resources from borrowing funds or obtaining letters of credit under their credit 
facilities. None of the above committed bank credit facilities have any defaults or prepayments triggered by 
changes in credit ratings, or are in any way linked to the price of Reliant Resources' common stock or any 
other traded instrument.  

For additional information regarding the terms and related interest rates of these credit facilities, please 
read Note 10 of our consolidated financial statements.  

Orion Power Credit Facilities. The credit facilities of Orion Power and its subsidiaries contain various 
business and financial covenants that are typical for limited or non-recourse project financings. Such covenants 
include restrictions on dividends and capital expenditures, as well as requireme'nts regarding insurance, 
approval of operating budgets and commercial contracts. These include covenants that require two of Orion 
Power's significant subsidiaries which have credit facilities with outstanding borrowings of $1 6 billion as of 
December 31, 2001, to, among other things, maintain a debt service coverage ratio of at least 1.5 to 1.0, and 
for Orion Power, which has a $75 million credit facility, to, among other things, maintain a debt service 
coverage ratio of at least 1.4 to 1.0. One of the subsidiaries may not be able to meet this debt service coverage 
ratio for the quarter ended June 30, 2002, and Orion Power did not meet the debt service coverage ratio for the 
quarter ended March 31, 2002. In the event that Orion Power is unable to meet this financial covenant for a 
second consecutive fiscal quarter, it would constitute a default under its credit facility. Reliant Resources 
currently intends to arrange for the repayment, refinancing or amendment of these facilities prior to June 30, 
2002. If these facilities are not repaid, refinanced or amended prior to that date, and if a waiver is required 
under either or both of these credit facilities, Reliant Resources believes that they will be able to obtain such a 
waiver on or prior to June 30, 2002. Reliant Resources currently has no assurance that they will be able to 
obtain such a waiver or amendment from the respective lender groups if required under either or both of these 
credit facilities.  

Orion Bridge Facility. In November 2001, Reliant Resources entered' ifto a $2.2 billion term loan 
facility to be utilized for the acquisition of Orion Power. In January 2002, the facility was increased to 
$2.9 billion. On February 19, 2002, in connection with the Orion Power acquisition Reliant Resources 
borrowed $2.9 billion under the Orion Bridge Facility, which is required to be repaid on or before February 19, 
2003.  

Potential Future Liquidity Sources. Reliant Resources is currently considering pursuing the following 
sources of cash to' meet their future capital requirements.  

Commercial Paper Program. Reliant Resources plans to commence a commercial paper program in 
2002, which will be supported by their existing credit facilities. Although they have not yet determined the size
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of such program, Reliant Resources does not expect that it would exceed $300 million initially, due to market 
conditions and their current credit ratings. To the extent that they are not successful in placing commercial 
papeFc6nisist~ntly, Reliant Resources will borrow directly under their existing credit facilities:, 

Debt Securities, in the Capital Markets. As part of refinancing the Orion Bridge Facility, Reliant 
Resources currently expects that they will issue various fixed and floating rate debt securities in 2002 having 
maturities 'up to ten years or greater depending upon market conditions. Reliant Resources expects to offer 
debt securities in the amount of $2.5 to $3.0 billion, depending on market conditions. Their ability to complete 
such° debt offerings ii the 'capital markets will depend on their future performanc -and prevailing rinarkt 
conditions. This Form 10-K does not constitute an offer to sell o0 the solicitation of an offer to buiy debt 
securities of Reliant Resources or their subsidiaries.  

"Settlement of Indemnification of REPGB Stranded Costs. In December'2001, REPGB and its former 
shareholders entered into a settlement agreement resolvifig the former shareholders' stranded cost indemnity 
6bligations under the purchase agreement of REPGB. Under the settlement'agreement, the former sharehold
ers paid to REPGB NLG 500 million ($262 million basea on an exchange rate of 2.48 NLG per U.S. dollar as 
of December 31, 2001) in January and February 2002. In' addition, under the settlement agreement, the 
former shareholders waived all rights under the original indemnification agreement to' dlaim diitributions from 
NEA,' a 22.5% owned equity investment. Reliant Resources estimiates that there will be future distributions 
from, 2002 through 2005 from NEA to REPGB totaling approximately $299 million. For additional 
information regarding the settlement agreement, Reliant Resources' investment in NEA and indemnification 
of district heat contract obligations, please read Note 14(h) to our consolidated financial statements.  

"Factors Affecting Our Sources of Cash and Liquidity. " Xsa result of several recent events, including the 
United States economic recession, the price decline of the common stock of participants in Reliant Resources' 
industry isector'-and the downgrading of the credit ratings of several of'Reliant Resources' significant 
competitors, ihe ivailability and cost of capital for their business and the businesses of their competitors have 
been adversely affected. Any future acquisition or development projectis will likely req'uire Reliant'Resources 
to access substantial amounts of capital from outside sources on acceptable terms. Reliant Resources may also 
need external financing to fund capital expenditures, including capital expenditures necessary to comply with 
air emission regulations or other regulatory requirements. -If Reliant Resources is are unable to obtain outside 
financing to meet their future capital requirements ,on terms that are acceptable to them, their financial 
condition and future results of operations could be materially adversely affected. In order to meet their future 
capital requirements, Reliant Resources may increase the proportion of debt in their overall capital structure.  
Increases in their debt levels may adversely, affect their credit ratings thereby increasing the cost of their debt.  
In additicn, the 'capital constraints currently impacting .their industry may require Reliant Resoujuces' future 
indebtedness to include terms and/or pricing that are more restrictive or burdensome than those of their 
current indebtedness. 'This may negatiely impa&t their ability to operate " their business, or severely restrict or 
prohibit distributions fromn their subsidiaries. ' 

Reliant Resources' ability to arrange financing,''including refinancing,> and -their cost of capital are 
dependent on the following factors: ....  

* general economic 6nd capital mhrket conditions; ing' I' 

* maintenance of acceptable credit ratings; 

. credit availability from banks and other financial institutions; - ' -.  
in " their competiors and'peer companies and theirwholesale •ivsto confidence in Reliant Pe,e6urces , "t "be.. ' ... :

-'-poer ma~rkks;' ' 

,market expectations regarding their future earnings andprobable cash flows; 

"- market perceptions of Reliaht Resources"ability to access capital markets on reasonable terms; 

• the success of curre'nt power generation projectsi' 

"t the perceived quality of new power generation projects; and 

* provisions of relevant tax and securities laws.. ' .
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Credit Ratings. Credit ratings for Reliant Resources' senior unsecured debt are as follows: 
Date Assigned Rating Agency Rating Outlook 

March 22, 2002 ................................. Moody's Baa3 Stable 
February 14, 2002 ................................ Fitch (I) BBB Negative 
March 21, 2002 ................................. Standard & Poor's BBB Stable 

(1) Fitch assigned a negative rating outlook to reflect its analysis of Reliant Resources' plan for financing and 
integrating the acquisition of Orion Power.  

Reliant Resources cannot assure you that these ratings will remain in effect for any given period of time 
or that one or more of these ratings will not be lowered or withdrawn entirely by a rating agency. Reliant 
Resources notes that these credit ratings are not recommendations to buy, sell or hold Reliant Resources' 
securities and may be revised or ,vithdrawn at any time by a rating agency. Each rating should be evaluated 
independently of any other rating. Any future reduction or withdrawal of one' or more of their credit ratings 
could have a material adverse impact on Reliant Resources' ability to access capital on acceptable terms.  
Reliant Resources has commercial contracts and/or guarantees related to their trading, marketing and risk 
management and hedging operations that require them to maintairi an investment grade credit rating. If their 
credit rating declines below investment grade, Reliant Resources estimates that they could be obligated to 
provide significant credit support to the counterparties in the form of a pledge of cash collateral, a letter of 
credit or other similar credit support.  

Furthermore, if their credit ratings decline below an investment grade credit rating, Reliant Resources' 
trading partners may refuse t6 trade with them or trade only 'on terms leis favorable to them. As of 
December 31, 2001, Reliant Resources had $214 million of margin deposits on energy trading and hedging 
activities posted as collateral with counterparties. As of December,31, 2001, Reliant Resources had 
$1.5 billion available 'under their credit facilities to satisfy future commodity obligations.  

Off-Balance Sheet Transactions 

Construction Agency Agreements. In 2001, Reliant Resources, through several of their subsidiaries, 
entered into operative documents with special purpose entities to facilitate' thee"development, construction, 
financing and leasing of several power generation projects. The special 'purpose entities are not consolidated by 
Reliant Resources. The special purpose entities have an aggregate financing commitment from equity and 
debt participants (Investors) of S2.5 billion of which the last $1.1 billioh is currently available only if the cash 
is collateralized. The availability'of the commitment is subject to satisfaction of various conditions, including 
the obligation to provide cash collateral for the loans and letters of ýredit outitanding on November 27, 2004.  
Reliant Resources, through several of their subsidiaries, acts as consiruction agent' for the special purpose 
entities and is responsible for completing construction of these projects by December 31, 2004, but Reliant 
Resources has generally limited their risk during construction to an amount not in excess of 89.9% of costs 
incurred to date, except in certain events. Upon completion of an individual project and exercise of the lease 
option, their subsidiaries will be required to make lease payments in an amount sufficient to provide a return to 
the Investors. If Reliant Resources does not exercise their option to lease any project upon its completion, they 
must purchase the project or remarket the project on behalf of the special purpose entities. Reliant Resources' 
ability to exercise the lease option is subject to certain conditions. Reliant Resources must guarantee that the 
Investors will receive an amount at least equal to 89.9% of their investment in the case of a remarketing sale at 
the end of construction. At the end bf an individual project's initial operating lease term (approximately five 
years from construction completion), Reliant Resources' subsidiary lessees have the option to extend the lease 
with the approval of Investors, purchaýe the project at a fixed amount equal to the original construction cost, 
or act as a remarketing agent and sell the project to an independent third party. If the lessees elect the 
remarketing option, they may be required to make a payment of an amount not to exceed 85% of the project 
cost, if the proceeds from remarketing are not sufficient to repay the Investors. Reliant Resources has 
guaranteed the performance and payment of their subsidiaries' obligations during'the construction periods and, 
if the lease option is exercised, each lessee's obligations during the lease period. At anytime during the
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construction period or during the lease, Reliaft Resources-mray purchase a facility.by paying an amount 
approximately equal to the outstanding balance plus costs. As of December 31, 2001, the special purpose 
entities h'ad property, plant and equipment of $428 million and net oiher assets of $52 million, which were 
primarily restricted cash and debt obligations of $465 million. As of December 31, 2001, the special purpose 

entities had equity from' unaffiliated third pariles of $15 million. Reliant Resources currently estimates the 

aggregate cost of the three generating facilities that are currently un-der construction by the special purpose 
entities to be approximately $1.8 billion.  

Equipment Financing Structure. Reliant Resources, through their subsidiary, REPG, has entered into 
an agreement with 'a bank whereby the bank, as owner, entered or will enter into contracts for thc purchase 
and construction of power generation equipment and REPG, or its 'subagent, acts as the' bank's agent in 
connection with adninistering the cont'racts for such equip nent. Under the agreement, the bank has agreed to 
provide up to'a maximum aggregate aniount of $650 million. REPG and its subagents musi cash collateialize 
their obligation to administer the contracts. This cash collateral is approximately 'equivalent to the-total 

payments by the bank for the equipment, interest and other fees. As of December 31, 2001, the bank had 

assumed contracts for the purchase of eleven turbines, two heat recovery steam generators and one'air-c-ole'd 
condenser with an aggregate cost of $398 million. REPG, or its designee, has the option at any time to 

purchase or, at equipment completion,; subject to certain conditions', including the agreement' of the bank to 
extend financing, to lease equipment, or to assist in the remarketing of the equipment under terms specified in 

the agreement. All costs, including the purchase commitment on the turbines, are the responsibility of the 

bank. The cash collateral is deposited by REPG or an affiliate into a collateral account with the bank and 
earns interest at the London inter-bank offered rate (LIBOR) less 0.15%. Under certain circumstances, the 
collateral deposit or a portion of it will be returned to REPG or its designee. Otherwise it will be j'etained by 
ihe bank.'At December 31, 2001, REPG and its subsidiary had deposited $230 million into the collateral 

account. The bank's payments for equipment under the contracts totaled $227 million as of December 31, 

2001. In January' 2002, the bank sold to the parties to the construction agency agreements discussed above, 
equipment contracts with a total contractual obligation of $258 millioh under which payments and interest 
during construction totaled $142 million. Accordingly, $142 million of our collateial deposits were returned to 

Reliant Resources. As of December 31, 2001, there were equipment contracts with altotal contractual 
obligation of $140 million under which payments during construction totaled $83 million. Currently this 

equipment is 'not designated for curreht planned power generation construction projects. Therefore, Reliant 
Resources anticipates that it will either purchase the equipment, assist in the remarketing of the equipment or 
negotiate to cancel the related contracts.  

CRITICAL ACCOUNTING POLICIES 

A critical accounting policy is one that is both important to the portrayal of our financial condition and 
results'of operations and requires manageme.nt to make 'difficult, subjective or complei judgments. The 
circumstances that make these judgments difficult, subjective and/or complex have to do with the need to 
make estimates about-the effect of matters that 'are inherently uncertain. Estimates and assumptions about 
future events and their effects' cannot be perceived with certainty. We base our estimates ' on historical 
experience and on various other assumptions that are believed to be reasonable under the circumstances, the 
results of which form the basis for making judgments. These estimates may change as new events occur, as 

more experience is acquired, as additional information is obtained and as our operating envirdnm'ent changes.  

"We believe the following are the most significant estimates used in the' preparation of our consolidated 
financial statements.  

Accounting for Rate Regulation ' 

SFAS No. 71, "Accouriting for the Effects 'of Certain Types of Regulation" (SFAS No. 71), provides 
that rate-regiulated ientities account for and ieli6rt assets and liabilities consistent with the'i'ecovery of those 
costs in rates if the iates'eitablished arle designed to re6ovei the co'sts of providing the regulated service 'and if 

the competitive environment makes it prbbable that sufch rnates can be charged and collected. Our rate-
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regulated businesses follow the accounting and reporting requirements of SFAS No. 71. Certain expenses and 
revenues subject to utility regulation or rate determination normally reflected in income are deferred on the 
balance sheet and are recognized in income as the related amounts are included in service rates and recovered 
from or refunded to customers. The, total amounts of regulatory assets and liabilities reflected in the 
Consolidated Balance Sheets are $1.9 billion and $237 million at December 31, 2000, and $3.3 billion and 
$1.4 billion at December 31, 2001, respectively.  

Application of SFAS No. 71 to the generation portion of our business was discontinued as of June 30, 
1999. Only the electric transmission and distribution business, the natural gas distribution companies and one 
of our interstate pipelines are subject to SFAS No. 71 after January 1, 2002. We have recorded regulatory 
assets and liabilities related to stranded costs associated with our electric generation operations. Under the 
Texas Electric Restructuring Law, a final settlement of these stranded costs will occur in 2004. In the event 
that regulation significantly changes the probability for us to recover our costs in the future, a write-down of all 
or a portion of our existing regulatory assets and liabilities could result.  

Impairment of Long-Lived Assets and Assets Held for Sale 

Long-lived assets, which include property, plant and equipment, goodwill and other intangibles and equity 
investments comprise a significant amount of our total assets.'We make judgments and estimates in 
conjunction with the carrjying value of these assets, including amounts to b6 capitalized, depreciation and 
amortization methods and useful' lives.' Additionally, the carrying values of these assets are periodically 
reviewed for impairment or whenever events or changes in circumstances indicate' that the carrying amounts 
may not be recoverable. An impairment loss is recorded in the period in which it is determined that the 
carrying amount is not recoverable. This requires us to make long-term forecasts of future revenues and costs 
related to the assets subject to review. These forecasts require assumptions albout demand for our products and 
services, future market conditions' and regulatory developments. Significant and unanticipated changes to 
these assumptions could require a provision for impairment in a future period.  

During December 2001, we evaluated our European Energy business segment's long-lived assets and 
goodwill for impairment. The determination of whether an impairment has occurred is based on an estimate of 
undiscounted cash flows attributable to the assets, as compared to the carrying value of the assets. As of 
December 31, 2001, pursuant to SFAS No. 121 "Accounting for the Impairment of Long-Lived Assets and 
for Long-Lived Assets to Be Disposed Of," (SFAS No. 121) no impairment had been indicated.  

During the fourth quarter of 2001, the Distribution of Reliaht Resources common stock to our 
shareholders was deemed to be a probable event. As Reliant Resources has an option to purchase our majority 
interest in Texas Genco in 2004,.we were required to evaluate these, assets for potential impairment in 
accordance with SFAS No. 121, due to an expected decrease in the number of years we expect to hold and 
operate these assets. As of December 31, 2001, no impairment had been indicated. We anticipate that future 
events, such as the expected public offering of Texas Genco shares (please read Note 4(b)), or change in the 
estimated holding period of the Texas generation assets, will require us to re-evaluate our Texas generation 
assets for impairment between now and 2004. If an impairment is indicated, it could be material and will not 
be fully recoverable through the 2004 true-up proceeding calculations (please read Notes 2(e) and 4(a) to 
our consolidated financial statements).  

Assets held for sale are evaluated based on estimated net realizable value in accordance with Emerging 
Issues Task Force Issue No. 90-6. During December 2001, we concluded that there was an impairment 
related to our remaining Latin Amierica assets held for sale. This evaluation resulted in an after-tax 
impairment charge in 2001 of $43 million, representing the excess of book value over estimated net realizable 
value. As of December 31, 2001, we had $8 million of Latin America net assets held for sale recorded in the 
Consolidated Balance Sheets. The charge was included as a component of operating income with respect to 
consolidated subsidiaries and other income with respect to equity investments in unconsolidated subsidiaries.  
The impairment was primarily related to the recent adverse economic developments in Argentina. We do not 
intend to invest additional resources in these operations. For additional information about our Latin America 
assets, please read Note 19 to our consolidated financial statements.
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Unbilled Energy Revenues 

Revenues ýrelated to the sale of energy are generally -recorded when servicejis rendered-or energy is 

delivered to customers. However, the determination of the energy sales to individual customers is based on the 

reading of their meters which are read on a systematic basis throughout the month. At the end of each month, 

amounts of energy delivered to customers since the dateof the last meter reading are estimated and the 

corresponding unbilled revenue is estimated. This unbilled electric revenue is estimated each month based on 

daily generation volumes, line losses and applicable customer rates based on analyses reflecting significant 

historical trends and experience. Unbilled natural gas sales are estimated based on estimated purchased gas 

volumes,, estimated: lost and unaccounted for gas and tariffed rates in effect. Accrued unbilled revenues 

recorded in the Consolidated Balance Sheet as of December 31, 2000 were $39 million related to our Electric 

Operations business segment, $3 million related to our Retail Energy business segment and $551 million 

related to our Natural Gas Distribution business: segment. Accrued unbilled revenues. recorded -in the 

Consolidated Balance Sheet as of December 31, 2001 4were $33 million related to our Electric Operations 

business segment, $5 million related to our Retail'Energy business segment and $188 million related to our 

Natural Gas Distribution business segment.  

Accodinting for Derivaties and Hedging Instruments 

SFAS No. 133 established accounting and reportiiig standards for derivative initiumerits, including 

certain derivative instruments embedded in other contracts, and for hedging artivities. It requires an entity to 

recognize the fair •alue of derivative instruments held a's assets or liabilities onthe-balance sheet. In 

accordance with'SFAS No. 1'33, the effective portion of the chang6 in the fair-value'of a derivative instrument 

designated as a cash flow hedge is reported in other coniprehensive'income, net of'tax. Amounts in 

accumulated other comprehensive, income are ultimately recognized in earnings when the related hedged 

forecasted transaction occurs. The change in Ithe fair value of the Iineffective portion -of the der'ivative 

instrument designated as a cash flow hedge is recorded in earnings. Derivative instruments that have not been 

,designated as hedges are adjusted to fair value through earnings.  

We'utilize 'derivative instruments such as ftitures, 'physical'forward contrats,' swaps and options to 

'mnitigate the impact of changes in electricity, n'turalfgas and fuel prices on our operating' results and cash 

'flows. We utilize 6doss-currency swaps, forward contracts and 'options to hedge our net investments in and cash 

'flows of oufi foreigin 'subsidiaries','intere'st 'rate. ivlaps to-mitigate' the impact of changes in interest rates and 

'other financial instruments to manage various other market risks. ' 

The determination of fairyalues of trading and marketing assets and liabilities for our energy trading, 

marketing and price risk management operations and non-trading derivative assets and liabilities, including 

stranded cost obligations related to our European Energy operations, are based on estimates. For further 

discussion, please read "- Trading and Marketing Operations", "Quantitative and Qualitative Disclosure 

About Market Risk" in Item 7A of this Form 10-K and Note 5 to our consolidated financial statements.  

NEW ACCOUNTING PRONOUNCEMENTS 

In July 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 141 "Business 

Combinations" (SFAS No. 141) and SFAS No. 142. SFAS No. 141'requires business combinations initiated 

after June 30, 2001 to be ac6urited for using the purchasie 'rnethod of accounting and bioadens the criteria for 

recording intangible assets separate from good,ýill.'Recorded goodwill and intangibles'will be evaluated against 

these new criteria and may result in certain intafigibles being tran'sferr~d to go'odwill, or alternatively,'amounts 

initially recorded as 'goodwill may be'separatelyidentified 'and recognized'apart from goodwill. SFAS No. 142 

provides for a nonamortization approach, whereby goodwill and certain intangibles with indefinite lives will not 

'be amrortii6d into results of operations, but instead wrill be reviewed periodically for impairment and written 

down and charged t6 results of operatiofis oiuly, in the 'leriodi 'in which the recorded value of goodwill and 

certain intangibles with indefinite lives is more than its fair value. We adopted.the provisions of each statement 

which applý to g6odwill and intainigible assets a6quired prior'to June 30, 2001'6n January- 1,2002. Th'e'adoption 

of SFAS No. 141 did not have a material impact on our historical results of operations ori financial position.
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On January 1, 2002, we discontinued amortizing goodwill into the results of operations pursuant to SFAS 
No. 142. We recognized $81 million of goodwill amortization expense in our Statements of Consolidated 
Income during 2001, excluding a $19 million write-off of a Communications business goodwill balance which 
was recorded as goodwill amortization expense (please read Note 20 to our consolidated financial statements).  
We are in the process of determining further effects of adoption of SFAS No. 142 on our consolidated 
financial statements, including the review of goodwill and certain intangible assets for impairment. We have 
not completed our review pursuant to SFAS No. 142. However, based on our preliminary review, we believe 
an impairment of our European Efiergy business segment goodwill is reasonably possible. As of December 31, 
2001, net goodwill associated with our European Energy business segment is $632 million. We have not 
completed our preliminary review of our other business segments with net goodwill totaling $2.0 billion. We 
anticipate finalizing our review -of goodwill and certain intangible assets during 2002.  

In August 2001, the FASB issued SFAS No. 143, "'Accounting for Asset' Retirement Obligations" 
(SFAS No. 143). SFAS No. 143 requires the fair value of a liability for an asset retirement legal obligation to 
be recognized in the period in which it is incurred. When the liability is initially recorded, associated costs are 
capitalized by increasing the carrying amount of the related long-lived asset. Over time, the liability is 
accreted to its present value each period, and the capitalized cost is depreciated over the useful life of the 
related asset. SFAS No. 143 is effective for fiscal years beginning after June 15, 2002, with earlier application 
encouraged. SFAS No. 143 requires entities to record a cumulative effect of change in accounting principle in 
the income statement in the period of adoption. We 'Plan to adopt SFAS N6. 143 on January 1, 2003 and are 
in the process of determining the effect of adoption on our consolidated financial statements. For certain 
operations subject to cost of service rate regulation, we are permitted to include annual charges for cost of 
removal and nuclear decommissioning costs in the revenues we charge customers.  

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of Long
Lived Assets" (SFAS No. 144). SFAS No. 144 provides new guidance on the recognition of impairment 
losses on long-lived assets to be held and used or to be disposed of and also broadens the definition of what 
constitutes a discontinued operation and how the results of a discontinued operation are to be measured and 
presented. SFAS No. 144 supercedes SFAS No. 121 and APB Opinion No. 30, while retaining many of the 
requirements of these two statements. Under SFAS No. 144, assets held for sale that are a component of an 
entity will be included in discontinued operations if the operations and cash, flows will be or have been 
eliminated from the ongoing operations of the entity and the entity will not have any significant continuing 
involvement in the operations prospectively. SFAS No. 144 is effective for fiscal years beginningafter 
December 15, 2001, with early adoption encouraged. SFAS No. 144 is not expected to materially change the 
methods we use to measure impairment losses on long-lived assets, but may result in additional future 
dispositions being reported as discontinued operations than was previously permitted. We adopted SFAS 
No. 144 on January 1, 2002.  

Item 7A. Quaniftative and Qualitative Disclosures About Market Risk 

Market Risk 

We are exposed to various market risks. These risks arise from transactions entered into in the normal 
course of business and are inherent in our consolidated financial statements. Most of the revenues and income 
from our business activities are impacted by market risks. Categories of market risks include exposures to 
commodity prices through trading and marketing and non-trading activities, interest rates, foreign currency 
exchange rates and equity prices. A description of each market risk category is set forth below: 

"* Commodity price risk results from exposures to changes in spot prices, forward prices and price 
volatilities of commodities, such as electricity, natural gas and other energy commodities.  

" Interest rate risk primarily results from exposures to changes in the level of borrowings and changes in 
interest rates.
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"* Currency rate risk results from exposures to changes in the value of foreign currencies relative to our 
reporting currency, the U.S. dollar, and exposures to changes in currency rates in transactions executed 
in currencies other than a business segment's reporting currency._ 

"• Equity price risk results from exposures to changes in prices of individual equity securities.' 

Management has established comprehensive risk management policies to monitor and manage these 
market risks. We seek to manage our exposures through the use of derivative financial instruments and 
derivative commodity instruments. During the normal course of business, we review our hedging strategies and 
deteimine the heaIging approach we deem appropriate liased upon the circumstances of each situation.  

Derivative instruments such as futures, forward contracts, swaps or options, derive their value from 
underlying assets, indices, reference rates or a combination of these factors. These derivative instruments 
include negotiated contracts, which are referred to as over-the-counter derivatives, and instruments that are 
listed and traded on an exchange.  

Our trading operations enter into derivative instrument transactions as a means of risk management, 
optimization of our current power generation asset position, and to take a market position. Derivative 
instrument transactions are entered into in our non-trading operations to manage and hedge certain exposures, 
such as exposure to changes in electricity and fuel prices, exposure to puirchase and sale commitments of 
natural gas, exposure to interest rate risk on our floating-rate borrowings and foreign currency exposures 
related to our foreign investments. We believe that the associated market risk of these instruments can best be 
understood relative to the underlying assets or risk being hedged and our trading strategy.  

Trading Market Risk 

Trading and marketing operations often involve market risk associated with managing energy commodi

ties and establishing open positions in the energy markets, primarily on a short-term basis, through derivative 
instruments (Trading Energy Derivatives). Our trading and marketing businesses depend on price movements 
and volatility levels to create business opportunities, but these businesses must control risk within authorized 
limits.  

We assess the risk of Trading Energy Derivatives using a value-at-risk (VAR) method, in order to 
maintain our total exposure within authorized limits. VAR is the potential loss in value of trading positions 
due to adverse market movements over a defined time period within a specified confidence level. We utilize 
the variance/covariance model of VAR, which relies' on statistical relationships to describe how chanies in 
different markets can affect a portfolio of instruments with different characteristics and market exposures.  

For the VAR numbers reported below, a one-day holding period and a 95% confidence level were used, 
except for our European trading operations'which uses a two-day to five-day holding period. This means that if 
VAR is calculated at $10 million, we may state that there is a one in 20 chance that if prices move against our 
consolidated diversified positions, our pre-tax loss in liquidating or offsetting wvith hedges our portfolio in a 
one-day period would exceed $10 million.  

The VAR methodology employs a seasonally adjusted volatility-based approach with the following 
critical parameters: forward prices and volatility estimates, appropriate market-oriented holding periods and 
seasonally adjusted correlation estimates. We "use, the delta 'approximation method for reporting option 
positions. The instruments being evaluated could have features that may trigger a potential loss in excess of 
calculated aniouits if changes in commodity prices exceed the confidence level of the model used.'An 
inherent limitation of VAR is that past changes in market risk may not produce accurate predictions of future 
market risk. Moreover, VAR calculated for a one-day holding period does not fully capture the market risk of 
positions that cannot be liquidated or offset with hedges within one day. We cannot assure you that market 
volatility, failure of counterparties to meet their contractual obligations, future transactions or a failure of risk 
controls will not lead to significant losses from our trading, marketing and risk management activities.
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While we believe that our assumptions and approximations are reasonable for calculating VAR, there is 
no uniform industry methodology for estimating VAR, and different assumptions and/or approximations could 
produce materially different VAR estimates.  

Our VAR limits are set by our board of directors, as further discussed below. Violations in overall VAR 
limits are required to be reported to the Audit Committee of our board of directors pursuant to our corporate
wide risk limit parameters. For further discussion on our risk management framework, please read "- Risk 
Management Structure" below.  

The following presents the daily VAR for substantially all of our Trading Energy Derivative positions (in 
millions).
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The following chart presents the daily VAR for substantially all of our Trading Energy Derivatives during 
2001 (in millions).  

Combined Domestic and European VAR 
For the Year Ended December 31, 2001
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During the beginning of 2001, the high VAR levels were due to high natural gas and power prices and 
volatility levels, which continued from late 2000. VAR exposure was lower in the second and third quarters of 
2001 due to the significant decline in natural gas and power prices and volatility levels. During the fourth 
quarter of 2001, VAR levels increased due to increased power marketing activities in ERCOT related to our 
Retail Energy business segment.
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Non-trading Market Risk .  

Commodity Price Risk 

Commodity price risk is an inherent component of our electric power generation businesses because the 
profitabilit'-_of our generation assets depends significantly Ion commodity prices sufficient to create gross 
margin. During 2001, the majority of our non-trading commodity price risk was related to ourelectric power 
generation businesses. Prior to the energy delivery period, we attempt, in part to hedge the economics of our 
electric power facilities by selling power and purchasing equivalent fuel. Some power capacity is held in 
reserve and sold in the spot market. Non-trading derivative instruments (Non-trading Energy Derivatives) are 
used to mitigate exposure to variability in future cash flows from probable, anticipated future transactions 
attributable to a commodity risk. In this way, more certainty is provided as to the financial contribution 
associated with the operation of these assets. Beginning in 2002, our commodity price risk exposures related to 
our Retail Energy opeiations increased as we began to provide retail electric services to all customers of the 
T&D Utility who did not select another retail electric provider. For a discussion of risk factors affecting our 
Retail Energy olerations, please read "Management's Discussion and Analysis of Fiiiancial Condition and 
Results of Operations - Certain Factors Affecting Our Future Earnings - Factors Affecting the Results'of 
Our Retail Energy Operations" in Item 7 of this Form 10-K.  

To reduce our commodity price risk from mark et fluctuations in the revenues derived from the sale of 
natural gas and related transportation, we enter into futures transactions, forward contracts, swaps and options 
in order to hedge some expected purchases of natural gas and sales of natural gas (a portion of which are firm 
commitments at the inception of the hedge). Non-trading Energy Derivatives are also utilized to fix the price 
of compressor fuel or other future operational gas requirements and to protect natural gas distribution earnings 
against unseasonably warm weather during peak gas heating months, although usage to date for this purpose 
has not been material. ' -•.  

Derivative instruments, which we use as economic hedgescreate exposure to commodity prices,'which 
we use to offset the commodity exposure inherent in our businesses. The stand-alone commodity risk created 
by these instruments, without regard to the offsetting effect of the underlying exposure these instruments are' 
intended to hedge, is described below. We measure the commodity risk of our Non-trading Energy Derivatives 
using a sensitivity analysis. The sensitivity, analysis performed ,on our Non-trading Energy MDerivatives 
measures the potential loss in earnings based on a hypothetical 10% movement in energy prices. An increase of 
10% in the market prices of energy commodities from their December 31, 2001rlevels would have decreased 
the fair value of our Non-trading .Energy Derivatives by -$38 million, excluding non-trading derivatives 
liabilities associated with our European Energy business segment's stranded cost import contracts.  

The above analysis of the Non-trading Energy Derivatives utilized for hedging purposes does not include 
the favorable impact that the same hypothetical price movement would have on our-physical purchases and 
sales of natural gas and electric power to which the hedges relate. Furthermore, the Non-trading Energy 
Derivative portfolio, excluding the stranded cost import contracts, is managed to complement the physical 
transaction portfolio, thereby reducing overall risks within limits. Therefore, the adverse impact to the fair 
value of the portfolio of Non-trading Energy, Drivatives held forhedging purposes associated with the 
hypothetical changes in commodity. prices referenced above would be offset by a favorable impact .on the 
underlying hedged physical transactions, assuming. : . .. .  

. the,Non-tradinj Energy Derivatives are nof closed out -in advance of their expected term; 

* the Non-trading Energy Derivatives continue to function -effectively as hedges of the.underlying 
risk; and 

* as applicable,- anticipated underlying transactions settle as expected.- , L" 

If any of th'e above-mentioned ass'umrptioni cease'to bIe true, a loss on'the denvative instruments may 
occur, oi the options might be worthless as determined bythe prevax mg market value n'their termination oro 
maturity' date, whichever comes first.•N6n-t6ading Energy Deiiiides e is heges, and which are.  
effective as hedges, may still have some percentage which is not effective. The change-in value of the Non
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trading Energy Derivatives which represents the ineffective component of the hedges, is recorded in our results 
of operations. During 2001, we recognized revenues of $8 million in our Statements of Consolidated Income 
due to hedge ineffectiveness.  

Our European Energy business segment's stranded cost import contracts have exposure to commodity 
prices. For informationi regarding these contracts, please read Notes 5(b)'and 14(h) to our consolidated 
financial statements. A decrease of 10% in market prices of energy commodities from their December 31, 
2001 levels would result in a loss of earnings of $98 million.  

Interest Rate Risk 

We have issued long-term debt and have obligations under bank facilities that subject us to the risk of 
loss associated with movements in market interest rates. We utilize interest-iate swaps in order to hedge a 
portion of our floating-rate obligations.  

We have outstanding long-term debt and commercial paper obligations under bank facilities, mandatory 
redeemable preferred securities of subsidiary trusts holding solely our junior subordinated debentures (Trust 
Preferred Securities), securities held in our nuclear decommissioning trust, some lease obligations and our 
obligations under the ZENS that subject us to the risk of loss associated with movements in market interest 
rates. We utilize interest-rate swaps in order to hedge portions of our floating-rate debt and to hedge a portion 
of the interest rate applicable to a future offering of long-term' debt.  

Our floating-rate obligations aggregated $5.8. billion and $4.2 billion at December 31, 2000 and 2001, 
respectively. If the floating interest rates were to increase by 10% from December 31, 2001 rates, our 
combined interest expense would increase by a total of $1.2 million each month in which such increase 
continued.  

At December 31, 2000 and 2001, we had outstanding fixed-rate debt (excluding indexed debt securities) 
and Trust Preferred Securities aggregating $5.5 billion and $6.2 billion,' respectively, in principal amount and 
having a fair value of $6.2 billion each year. These instruments are fixed-rate and, therefore, do not expose us 
to the risk of loss in earnings due to changes in market interest rates (please read Notes 10 and 11 to our 
consolidated financial statements). However, the fair value of these instruments would increase by approxi
mately $682 million if interest rates were to 'decline by 10% from their levels at December 31, 2001. In 
general, such an increase in fair value would impact earnings and'cash flows only if we were to reacquire all or 
a portion of these instruments in the open market prior to their maturity.  

As discussed in Note 14(k) to our consolidated financial statements, we contributed $14.8 million in 
1999, 2000 and 2001 to a trust established to fund our share of the decommissioning costs for the South Texas 
Project. In 2002, we will begin contriluting $2.9 million per year to this trust. The securities held by the trust 
for decommissioning costs had an estimated fair value of $169 million as'of December 31, 2001, of which 
approximately 46% were fixed'-rate debt securities that subject us to risk of loss of fair value with movements 
in market interest rates. If interest rates were to increase by 10% from their levels at December 31, 2001, the 
decrease in fair value of the fixed-rate debt securities would not be'material to us. In addition, the risk of an 
economic loss is mitigated. Any unrealized gains or losses are accounted for in accordance with SFAS No. 71 
as a regulatory asset/liability because we believe that our future contributions, *'hich are currently recovered 
through the ratemaking process, will be adjusted for these gains and losses. For further discussion regarding 
the recovery of decommissioning costs pursuant to the Texas Electric Restructuring Law, please read 
Note 4(a) to our consolidated financial statements.  

As discussed in Note 10(b) to our consolidated financial statements, RERC Corp.'s $500 million 
aggregate principal amount of 6"%s% Term Enhanced Remarketable Securities (TERM Notes) include an 
embedded option to remarket the securities. The option is expected to be exercised in the event that the ten
year Treasury rate in 2003 is below 5.66%. At December 31, 2001, we could terminate the option at a cost of 
$21 'miillion. A decrease of 10% in the Dec'inber 31, 2001 level of intereit rates would increase the cost of 
termination of the option by approximately $16 million.
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As discussed iii Note 8 to our consblidated financial 'statements, upon adoption of SFAS No. 133 

effective January 1, 2001, the ZEINS obligation was bifurcated into a debt component of $122 million and a 

derivative component of $788 million. The debt component of,$122 million is a fixed-rate obligation and, 

therefore; does not ýxpose us to the risk of loss in earnings due to clanges in niarket interest rates. However, 
the fair value of the debt component w6rIla increase by approximately $18 million if interest 'rates were to 

decline by 10% from levels at December 31, 2001. Changes in the fair value of the derivative component will 

be recorded in our Statements of Consolidated Income and, therefore, we are exposed to changes in the fair 

value of the 'derivative component as a result of changes in the underlying risk-free interest rate. If the risk

frie interest rate'were to increase by 10% from December 31, 2001 levels, the fair value of the derivative 

component would increase by approximately $10 million, which would be recorded as a loss in our Statements 

of Con'solidated Income.- , , , 

During 2001, we entered into interest rate swaps having an-aggregate notional amount of $1.8 billion to fix 

the interest rate applicable to floating rate short-term debt and interest rate swaps of $425 million to fix the 

interest rate applicable to floating rate long-term debt. At December 31, 2001, the swaps relating to short-term 

debt could be terminated at a cost of $12 million and ,the swaps related to long-term debt, of.which 

$225 'million had 'eiired as of December 31, 2001, 'could bi terminated 'at a' co'st-of $4"million. The 'swaps 

relating to shbrt-term debt do not qiialify 1is cash flow hedges under SFAS No. 133, and are marked to inai'ket 

in our Consolidated Balance Sheets with changes"reflected in -interest expense in the.Statements 6f 
Cohsolidaitd Incorhe. The swaps relating to long-term debt quaihfy for hedge accounting'under SFAS No: 133 

and the periodic 'settlements are' recognized as an 'adjustment to inteiest expense in the Statements 8f 

Coiolidated Incofnei over the term of the swap agree'mient. A de~rease of 10% in the December 31, 2001 level 

of interest rates would increase the cost of terminating the swaps related to short-term debt and long-term 

debt outstanding at December 31, 2001 by $4 million each. .  

"During 2001, we Ientered into forward-starting interest rate swaps having an aggregate notional ainount of 

$500 million'to hedge the interest rate on a futtire'offering of five-jyear notes. At December 31, 2001, these 

swaps could be termin.ted at a cost of $2 million. These swaps qlualify as cash flow' hedg~s'under SFAS 

No. 133. Should the expected issuance of the' debt 'no longer be probable, ahy deferred amount will be 

recognized immediately into income. A decrease of 10% in the Deeiiember 31, 2001 le;el of interest rates iw6uld 

increase the cost of terminating these swaps by $12 million. ' 

For information -regarding the accounting for these interest rate swaps, pleasie read Note 5 to our 
consolidated financial statements.  

Foreign Currency Exchange Rate Risk 

Our European operations expose.us to risk of loss in the fair value of our foreign investments due to the 

fluctuation in foreign currencies relative to our reporting currency,I the U.S. dollar. Additionally, our European 

Energy business segment transacts Iin several European currencies,,although the.:majority of its business is 

conducted in the Euro and prior to January 2001, the.DutchGiiilder.,As of December 31, 2001, we had 
entered into foreign currency swaps and foreign currency forward contracts and had issued Euro-denomiated 

borrowings to hedge our foreign currency exposure of bir net European investment. Changes in the value of 

the foreign currency hedging instruments and Euro- denominated borrowings are recorded as foreign 

currency translatiofi adjustments. as a coniponent of accumulated other comprehensive income (loss) in 

itockholders' equity.'As of December 31; 2000 and 2001, we had recorded a l6ss bf $2 million and $96 million, 

respectively, in cumulative net translation adjustments. The cumulative translation' adjustments will be 

realized in earnings and cash flows only upon the disposition of the related investments. During the normal 

coiirseýof busine'ss,°<e review our curien'y hedginj striiate'gies iaind dete-rmiriethe liedging' approacl 'i'e deem 

appropriate based upon the circumstances of each situation.  

As of December 31, 2001, our European Energy business segment had entered into transactions to 

purchase $271 million at fixed exchange rates in order to hedge future fuel purchases payable in U.S. dollars.  

As of December 31, 2001, the fair value of these financial instruments was a $3 million asset. An increase in
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the value of the Euro of 10% compared to the U.S. dollar from its December 31, 2001 level would result in loss 
in the fair value of these foreign currency financial instruments of $27 million.  

Our European Energy business segment's stranded cost import contracts have foreign currency exposure.  
An increase of 10% in the U.S. dollar relative to the Euro from their December 31, 2001 levels would result in 
a loss of earnings of $6 million.  

Beginning in" January 2002, bur remaining Latin America operationfs will use the Argentine peso as their 
functional currency (please' read Note 2(o) to our consolidated financial statements). These foreign 
operations will expose us to rislk of loss in earnings and cash flows dde' to the fluctuation in foreign currencies 
relative to our consolidated' reporting currency, the U.S. dollar. We account-for adjustments resulting from 
translation of our investments with functional currencies other than the U.S. dollar as a charge or credit 
directly to a separate component of stockholders' equity.  

Equity Market Value Risk 

We are exposed to equity market value risk through our owner'ship of approximately 26 million shares of 
AOL TW'Commron,' which are held by us to facilitate our ability to meet our obligations under the ZENS.  
Please read Note'8 to our consolidated financial statements for a discussion of the effect of adoption of SFAS 
No. 133 on our ZENS obligation and oiur historical accounting treatment of our ZENS obligation. Subsequent 
to adoption of SFAS No. 133, a decrease of 10% from the December 31, 2001 market value of AOL TW 
Common would result in a net loss of approximately $3 million, which would be recorded as a loss in our 
Statements of Consolidated Income.  

As discussed above under "- Interest Rate Risk," we contribute to a trust established to fund our share 
of the decommissioning costs for the South Texas Project, which held debt and equity securities as of 
December 31, 2001. The equity securities expose us to losses in fair'value. If the market prices of the 
individual equity securities were to decrease by 10% from their levels at December 31, 2001, the resulting loss 
in fair value of these securities would not be material to us. Currently, the risk of an economic loss is mitigated 
as discussed above under "- Interest Rate Risk." 

We have equity investments, which are classified as "available-for-sale" under SFAS No. 115. As of 
December 31, 2001, the value of these securities was $12 million. A 10% decline in the market value per share 
of these securities from December 31, 2001 would result in a loss in fair value 'of $1 million.  

Risk Management Structure 

We have a risk control framework to limit, monitor, measure and manage the risk in our existing portfolio 
of assets and contracts and to risk-measure and authorize new transactions. These risks include market, credit, 
liquidity and operational exposures. We' believe that we have effective proceduires for evaluating and managing 
these risks to which we ar~elxposed. Key risk control activities include limits on trading and marketing 
exposures and products,credit review ind apliroval,'credit and performa'nce risk measurement and monitoring, 
validation of transactions, p6rtfolio valuation and daily portfolio reporting including mark-to-market valuation, 
VAR and other risk measurement metrics.  

We seek to monitor and control our risk exposures through a variety of separate but complementary 
processes and committees which involve business unit management, senior management and our board, of 
directors, as detailed below.  

Board of Directors. Our board of directors affirms the overall strategy and approves overall risk limits 
for commodity trading and marketing.
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Audit 'Committee.' The Akudit' Committee 'of our board of directors assesses the adequacy of the risk 

control organization and policies. The Audit Committee of our board of directors meets at least four times a 

year to: , 

* approve the risk control organization structure; 

* approve the corporate-wide risk control policy-, 

• monitor compliance with trading limits; 

* review significant risk control issues; and 

* recommend to our board of directors corporate-wide commodity risk limit parameters for trading and 

marketing activities.  

"ExecutiveManagenient. Our executive managemnent appoints the Rislk Oversight Committee meinberi, 

reviews and approves recommendations of the Risk Oversight Committee pridr to presentations tfo the Audit 

Comimittee 'of our bcard of directors, and approve'sand monit&s broad risk limit allocations to the business 

segmients and pjr&luct types. Our executive management receives daily positioA' reports of our' trading and 

marketing activities.  

Risk Oversight ,Committee. The Risk Oversight Committee, which is comiprisdd of corporate and 

business segmient officers, oversees all of our trading, marketing and hedging activities and other activities 

involvifig'market risks. These activities expose us to commodity price, credit,"foreign currency~and inter'est rate 

risks. The Risk Oversight Committee meets at least monthly. For trading, niarketing and hedging activities, 

the Risk Oversight Committee: , 

monitors compliahce of our trading units; .. , 

* reviews daily position reports for trading'and markeiing activities; 

. recommends adjustments to trading limi is, products and policies to the AuditfCommittee of our board 

of directors; 

* approves business segment's detailed policies'and procedures;', '' 

• allocates board of director-approved trading and marketing risk capital lirits,'including VAR limits; 

- approves new trading, marketing'and hedging products and commodities; , 

"* 'approves entrance into new trading markets;:, 

* monitors processes and information systems related to the management of, our' risk to market 
exposures; and 

* places guidelines and limits around hedging activities.  

Commitment Review Committee. The Commitment Review Committee, which is comprised of 

corporate officers, establishes corporate-wide standards for the evaluation of capital projects and other 

"sighificant commitments, evaluates pioposed c~pital projects and other significant commitments,' and thakes 

recomm'endations to the chief executive officer.1The Commiitment Review Committee is scheduled to meet on 

an as needed basis.' . . .  

Corporate Risk Control Organization. Our Corporate Risk Control Organization is headed by a chief 

risk control officer who has corporate-wide oversight for maintaining consistent app ication of corporate risk 

policies within individual business segments. The Corporate Risk Control Organization: 

* recommends the corporate-wide risk management policies and procedures which are approved by, the 
- Audit Committee of our board of directors; - , , , 

". provides updaies of trading and mariating ̀c6ivitie§ io'the Audii Committee'of 6or boa'd of difectors 

on a regular basis; "



"* provides oversight of our ongoing development and implementation of operational risk policies, 
framework and methodologies; 

"* monitors effectiveness of the corporate-wide risk management policies, procedures and risk limits; 

"* evaluates the business segment risk control organizations, including information systems and reporting; 

"* evaluates all significant valuation methodologies, assumptions and models; 

"* evaluates allocation of risk limits within our business segments; 

"* reviews daily position reports of trading and marketing activities; and 

"• reviews inherent risks in proposed transactions.  

Business Segment Risk Control Organizations. The Corporate Risk Control Organization also serves as 
the risk control organization for the business segments that will comprise CenterPoint Energy. Each of Reliant 
Resources' business segments has a Business Segment Risk Control Organization, which is headed by a risk 
control officer who reports to the Corporate Risk Control Organization and the business segment's executive 
management outside of the commercial trading organization. The Business Segment Risk Control 
Organization: 

" develops and maintains the risk control infrastructure, including policies, processes, personnel and 
information and valuation systems, to analyze and report the daily risk positions to Executive 
Management, the Risk Oversight Committee, the Corporate Risk Control Organization, the Internal 
Audit Department and the Controllers Organization; 

"* reviews credit exposures for customers and counterparties; 

"* reviews all significant valuation methodologies, assumptions and models used for risk measurement, 
mark-to-market valuations and structured transaction evaluations; 

" ensures that risk systems can adequately measure positions and related risk exposures for new products 
and transactions; 

"* evaluates new transactions for compliance with risk policies and limits; and 

"• evaluates effectiveness of hedges.  

The management of each of the business segments is responsible for the management of its risks and for 
maintaining an environment conducive to effective risk control activities as part of its overall responsibility for 
the business unit. Commercial management has in-depth knowledge of the primary sources of risk in their 
individual markets and the instruments available to hedge our exposures. Commercial management assigns 
risk limits that have been allocated to specific markets and to individual tiaders, within the limits imposed by 
the Risk Oversight Committee. Risk limits are monitored on a daily basis. Risk limit violations, including 
VAR, are reported to the appropriate level of management in the business segment, the Corporate Risk 
Control Organization, the Risk Oversight Committee, the board of directors and the Audit Committee of the 
board of directors.  

Segregation of duties and management oversight are fundamental elements of our risk management 
process. There are segregation of duties among the trading and marketing functions; transaction validation and 
documentation; risk measurement and reporting; settlements function; accounting and financial reporting 
functions; and treasury function. These risk management processes and related controls are reviewed by our 
corporate Internal Audit Departmentf on a regular basis. When appropriate, external advisors or consultants 
with relevant experience will assist the Internal Audit Department with' their reviews.  

The effectiveness of our policies and procedures for managing risk exposure can never be completely 
measured or fully assured.' For example, we could experience losses which could have a material adverse effect 
on our financial condition, results of operations or cash flows, from unexpectedly large or rapid movements or 
disruptions in the energy markets, from regulatory-driven market rules changes, and bankruptcy of customers 
or counterparties.
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Credit Risk 

Credit risk is inherent in our commercial activities. Credit risk relates to the risk of loss resulting from 
non-pero~rmanceof contractual obligations by a counterparty. Broad credit policies and parameters are set by 
the Risk Oversight Committee. The Business Segment Risk Control Organizations prepare dailyanalyses of 
credit exposures. We enter into derivative instruments-primarily with counterparties haviig a ininimum 
investment'grade credit rating (i.e., a minimum credit rating for such entity's senior unsecured debt of BBB
for Standlrd '& Poor's and Fitch or Baa3 for Moody's). In addition, we seek to enter into netting agreements 
that permit us to offset receivables and payables with a given counterparty. We also attempt to enter into 
agreements that enable us to either obtain collateral from a counterparty or to terminate upon the occurrence 
of adverse credit-related events. We are re-evaluating our current credit risk practices in light of changes in 
the marketplace, recent corporate failures and changing credit practices by the rating agencies.  

It is our.policy that all transactions must be within approved counterparty or customer credit limits. For 
each business segment, counterparty credit limits are established by the applicable business segment's credit 
risk control group. We employ tiered levels of approval authority for counterparty credit limits, with authority 
increasing from the operating business segment's credit analysts through the business segment's risk control 
officer, the'Risk Oversight Committee and our executive management. The Business Segment Risk Control 
Organization monitors credit exposure daily. The mark~to-market values and cash'settlement values for all 
transactions are compared to the authorized credit threshold for each counterparty. For long-term arrange
ments, we periodically review the financial condition of these counterparties in -addition to monitoring the 
effectiveness of these contracts in achieving ourobjectives.  

For information regarding our provision related to our energy sales in the California market, please read 
Note 14(g) to our consolidated financial statements. For infoirmation regarding our net provision related t6 
energy sales to Enron which filed a voluntary petition for bankruptcy, please read Note 21 to our consolidated 
financial statements.  

The following table presents the distribution by credit ratings of our total trading and marketing assets 
and total non-trading derivative assets as of December 31, 2001, after taking into consideration netting and 
set-off agreements with counterparties within each balance sheet caption (in millions).  

Percentage of 
Collateral Exposure Net of Exposure Net of 

Credit Rating Equivalent Exposure Held(3) Collateral Collaleral 

AAA/Aaa ........................... $ 136 $ - $ 136 5% 

AA/Aa2 ............................ 191 - 191 7% 
A/A2 ............................... 1,049 (4) 1,045 39% 

BBB/Baa2 ........................... 1,152 (137) 1,015 38% 

BB/Ba2 or lower ..................... 251 (26) 225 9% 

Unrated(l) (2) ....................... 49 - 49 2% 

2,828 (167) 2,661 100% 

Less: Credit and other reserves ......... 114 - 114 

$2,714 $(167) $2,547
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The following table presents credit exposure by maturity for total trading and marketing assets and non
trading derivative assets, net of collateral, as of December 31, 2001 (in millions).

Credit Rating Equiralent 

AAA/Aaa .................................  
AA/Aa2 ...................................  
A /A 2 .....................................  
BBB/Baa2 .................................  

BB/Ba2 or lower ............................  

Unrated(1) (2) .............................  

Less: Credit and other reserves ................

0-12 Months I Year or Greater 

$ 95 $41 
142 49 

860 185 

660 355 

125 100 

31 18 

1,913 748 

69 45 

$1,844 $703

Exposure Net of 
Collateral 

$ 136 
191 

1,045 
1,015 

225 
49 

2,661 
114 

$2,547

(I) For unrated counterparties, we perform financial statement analysis, considering contractual rights and 
restrictions, and collateral, to create a synthetic credit rating.  

(2) In lieu of making an individual assessment of the credit of unrated counterparties, we may make a 
determination that the collateral held in respect of such obligations is sufficient to cover a substantial 
portion of our exposure. In making this determination, we take into account various factors, including 
market volatility.  

(3) Collateral consists of cash and standby letters of credit.

132

I


