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Cautionary Statement Regarding Forward-Looking Information

From time to time, Reliant Energy, Incorporated (Reliant Energy) and Reliant Energy Resources Corp. (Resources
Corp.) make statements concerning their respective expectations, beliefs, plans, objectives, goals, strategies, future
events or performance and underlying assumptions and other statements which are not historical facts. These statements
are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Although
Reliant Energy and Resources Corp. believe that the expectations and the underlying assumptions reflected in their
respective forward-looking statements are reasonable, they cannot assure you that these expectations will prove to be
correct. Forward-looking statements involve a number of risks and uncertainties, and actual results may differ materialty
from the results discussed in the forward-looking statements.

The following are among the important factors that could cause actual results to differ materially from the forward-
looking statements:

. state and federal legislative or regulatory developments

. national or regional economic conditions
. industrial, commercial and residential growth in service territories of Reliant Energy, Resources Corp.

and their subsidiaries

. the timing and extent of changes in commodity prices and interest rates

. weather variations and other natural phenomena

. growth in opportunities for Reliant Energy’s and Resources Corp.’s diversified operations

. the results of financing efforts

. the ability to consummate and timing of consummation of pending acquisitions and dispositions

. the speed, degree and effect of continued electric industry restructuring in North America and Western
Europe, and

. risks incidental to Reliant Energy’s, Resources Corp.’s and their subsidiaries’ overseas operations,
including the effects of fluctuations in foreign currency exchange rates

For a discussion of some additional factors that could cause actual results to differ materially from those expressed
or implied in forward-looking statements, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations of the Company — Certain Factors Affecting Future Earnings of the Company.” Any forward-
looking statements should be considered in light of these important factors and in conjunction with the other documents
filed by Reliant Energy and Resources Corp. with the SEC.

New factors that could cause actual results to differ materially from those described in forward-looking statements
may emerge from time to time. It is not possible for Reliant Energy or Resources Corp. to predict all of these factors,
or the extent to which any factor or combination of factors may cause actual results to differ from those contained in
any forward-looking statement. Any forward-looking statement speaks only as of the date on which the statement is
made and neither Reliant Energy nor Resources Corp. undertakes any obligation to update the information contained
in the statement to reflect subsequent developments or information.
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The following sections of this Form 10-K contain forward-looking statements which you can identify by the
words “anticipate,” “estimate,” “expect,” “forecast,” “goal,” “objective,” “projection” or other similar words:

e Business —
e Electric Operations —
Deregulation and Competition
Electric Operations Assets
Fuel
e  Wholesale Energy —
Power Generation :
Wholesale Energy Trading, Marketing and Risk Management
¢ Reliant Energy Europe —
UNA
European Energy Trading and Marketing
¢ Environmental Matters
Legal Proceedings
Management's Discussion and Analysis of Financial Condition and Results of Operations of the Company —
e Results of Operation by Business Segment —
Wholesale Energy
Reliant Energy Europe
Reliant Energy Latin America
»  Certain Factors Affecting Future Earnings of the Company —
Competition and Restructuring of the Texas Electric Utility Industry
Competition — Reliant Energy Europe Operations
Competition — Other Operations
Impact of the Year 2000 Issue and Other System Implementation Issues
Entry into the European Market
Risk of Operations in Emerging Markets
Environmental Expenditures
e Liquidity and Capital Resources —
Company Consolidated Capital Requirements
Future Sources and Uses of Cash Flows
e  New Accounting Issues
e  Quantitative and Qualitative Disclosures About Market Risk

iii



PARTI

Ttem 1. Business.
General

Reliant Energy, Incorporated (Reliant Energy) is a Texas corporation incorporated in 1906. Reliant Energy
Resources Corp. (Resources Corp.) is a Delaware corporation incorporated in 1996. The term “Company” is used in
this Form 10-K to refer collectively to Reliant Energy and its subsidiaries, including Resources Corp. The term
“Resources” is used in this Form 10-K to refer collectively to Resources Corp. and its subsidiaries. The executive
offices of Reliant Energy and Resources Corp. are located at 1111 Louisiana, Houston, TX 77002 (telephone number
713-207-3000). Prior to February 1999, Reliant Energy conducted business under the name “Houston Industries
Incorporated” and Resources Corp. conducted business under the name “NorAm Energy Corp.”

The Company is a diversified international energy services company that provides energy and energy services in
North America, Western Europe and Latin America through the following business segments:

¢ Electric Operations
*  Natural Gas Distribution
¢ Interstate Pipelines
e  Wholesale Energy
e Reliant Energy Europe
¢  Reliant Energy Latin America, and
s  Corporate
For information about the revenues, operating income, assets and other financial information relating to the
Company’s business segments, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations of the Company—Results of Operations by Business Segment,” Note 18 to the Company’s Consolidated
Financial Statements, “Management’s Narrative Analysis of the Results of Operations of Reliant Energy Resources
Corp. and its Consolidated Subsidiaries” and Note 9 to Resources Corp.’s Consolidated Financial Statements.
Resources is a domestic natural gas utility, an interstate natural gas pipeline company and a provider of energy
marketing services. Resources’ operations are described below in the consolidated description of the Company’s
business segments.
Electric Operations
Electric Operations conducts operations under the name “Reliant Energy HL&P,” an unincorporated division of
Reliant Energy. Electric Operations generates, purchases, transmits and distributes electricity to approximately 1.7

million customers in a 5,000 square mile area on the Texas Gulf Coast, including Houston, Texas, the nation’s fourth
largest city.



Service Area

Houston’s economy, although it has become increasingly diversified over the past ten years, is still focused on
energy sector industries, such as oil companies, petrochemical and refining complexes, industrial and petrochemical
construction firms and natural gas distribution and processing centers. During the year ended December 31, 1999,
energy sector industries accounted for approximately 32% of Electric Operations’ industrial electric base revenues and
7% of its total electric base revenues. Other important sectors of Houston’s economy include the Port of Houston, the
Johnson Space Center, the Texas Medical Center and a growing electronics and computer industry.

Reliant Energy is a member of the Electric Reliability Council of Texas, Inc. (ERCOT) and is interconnected to
a transmission grid encompassing most of the State of Texas.

Deregulation and Competition

In June 1999, the Texas legislature adopted the Texas Electric Choice Plan (Legislation). The Legislation
substantially amends the regulatory structure governing electric utilities in Texas in order to allow retail competition
beginning January 1, 2002. In preparation for competition, the Company expects to make significant changes in the
electric utility operations it conducts through Reliant Energy HL&P. Under the Legislation:

*  beginning on January 1, 2002, most retail customers of investor-owned electric utilities in Texas, including
Reliant Energy HL&P, will be entitled to purchase their electricity from any of a number of “retail electric
providers” which will have been certified by the Public Utility Commission of Texas (Texas Utility
Commission)

*  power generators will sell electric energy to wholesale purchasers, including retail electric providers, at
unregulated rates beginning January 1, 2002

* by January 1, 2002, electric utilities in Texas, including Reliant Energy HL&P, will have restructured their
businesses in order to separate power generation, transmission and distribution and retail electric provider
activities into different units

As required by the Legislation, the Company submitted a plan in January 2000 to accomplish the separation of its
regulated operations into separate units and is currently awaiting approval from the Texas Utility Commission. For
further information regarding the Legislation and its application to Reliant Energy HL&P’s operations and structure,
see “Management’s Discussion and Analysis of Financial Condition and Results of Operations of the Company-—Certain
Factors Affecting Future Earnings of the Company—Competition and Restructuring of the Texas Electric Utility
Industry” and Note 3 to the Company’s Consolidated Financial Statements, which Section and Note are incorporated
herein by reference.

Electric Operations Assets

As of December 31, 1999, Reliant Energy HL&P owned and operated 12 electric generating stations (62 generating
units), with a combined turbine nameplate rating of 13,554,608 kilowatts (KW), and 215 major substation sites (242
substations) having a total installed rated transformer capacity of 54,763 megavolt amperes (Mva). Reliant Energy
HL&P owns a 30.8% interest in the South Texas Project Electric Generating Station (South Texas Project), a nuclear
generating plant with two 1,250 megawatt (MW) nuclear generating units.



The following table contains information regarding Electric Operations’ system capability:

Installed Firm Co :
Net Purchased Calculated
Capability Power Total Net Maximum Hourly Firm % Change Reserve
At Peak Contracts Capability Demand From Margin
Year ) (MW) (MW) (MW) Date MW(1)(2) Prior Year (%)
1995 .o, 13,921 445 14,366 Jul. 27 11,452 2.9 254
1996 ....cocovvriincnne 13,960 . 445 14,405 Jul. 23 11,694 2.1 232
1997 oo 13,960 445 14,405 Aug. 21 12,246 4.7 17.6
1998 ... 14,040 320 14,360 Aug.3 13,006 6.2 10.4
1999 .. 14,052 320 14,372 Aug.20 13,215 1.6 8.8

(1) Excludes loads on interruptible service tariffs, residential direct load control and commercial/industrial load
cooperative capability. Including these loads, the maximum hourly demand served in 1999 was 14,642 MW
compared to 14,272 MW in 1998 and 13,459 MW in 1997.

(2) Maximum hourly firm demand in 1999 and 1998 were influenced by warmer than normal weather at the time of
the system peak. :

Based on present trends, Reliant Energy estimates that the maximum hourly firm demand for electricity in Reliant
Energy HL&P’s service area will grow at a compound annual rate of approximately 1.5% over the next ten years.
Assuming average weather conditions and including the net effects of demand-side management programs, Reliant
Energy expects that Electric Operations’ reserve margin in excess of maximum hourly firm demand load requirements
will be 15% in 2000 and 2001. The reduced reserve margins for 1999 and 1998 reflect the extremely hot weather
conditions in Electric Operations’ service area during those summers, which increased system peak loads by
approximately 500 MW and 400 MW, respectively.

Electric Operations’ sales of electricity during the summer months are generally higher, and can be significantly
higher, than sales during other months of the year due to the reliance on air conditioning by customers in Reliant Energy
HL&P’s service territory.

Capital Expenditures
For information about Electric Operations’ capital expenditures, see “Management’s Discussion and Analysis of
Financial Condition and Results of Operations of the Company — Liquidity and Capital Resources — Company

Consolidated Capital Requirements.”

Fuel

Electric Operations relies primarily on natural gas, coal and lignite for the generation of electricity. Electric
Operations’ 1999 and 1998 historical energy mix is set forth below. These figures represent Reliant Energy HL&P
generation and purchased power used to meet system load and for off-system sales.

Historical Energy Mix (%)

1999 1998
NALULAL ZAS ..veuvererieceiriiiiiie sttt s st eb et s bbbt s 35 33
Co0al AN LIZNIE......cerereerieeeerrsiiteniiretrtrc s sasn s enens 39 38
NUCIBAT ... eiteieteeereieteeireeererenrerseeseesuernsesaer et sbesbbs s st sassasbesanssanasanantneasnanbasasasans 8 8
PUICHESEA POWET «.covvirvniiiiiinriitrain ettt e as et mesaessese st emtsnenens 18 21
TOtAL v iiiieeeiereteet et mes b et e e et e e b et s bbb bbb et e r et s saas 100 100




Reliant Energy HL&P’s energy mix is not expected to vary materially during the years 2000 and 2001 based on
current assumptions regarding the cost and availability of fuel, plant operation schedules, load growth, load management
and the impact of environmental regulations. Reliant Energy HL&P’s energy mix after the year 2001 could change
materially as a result of the Legislation and the advent of retail electric competition in 2002.

Natural Gas Supply. In 1999, Electric Operations purchased approximately 50% of its natural gas requirements
under long-term contracts which will expire in 2004. The largest supplier under such contracts is Midcon Texas Pipeline
Corporation, a unit of KN Energy, Inc. (comprising 28% of its natural gas requirements). Electric Operations purchased
the remaining 50% of its natural gas requirements on the spot market. Substantially all of Electric Operations’ natural
gas contracts contain pricing provisions based on fluctuating spot market prices. Based on current market conditions,
Reliant Energy believes it will be able to replace the supplies of natural gas covered under expiring long-term contracts
with gas purchased on the spot market or under long-term or short-term contracts. Electrlc Operations’ 1999 natural
gas consumption and cost information are as follows:

1999 average daily consumption 728 Bbtu
1999 peak daily consumption 1,656 Bbtu
Average cost of natural gas $ 2.47 per MMBtu (1)

(1) Compared to $2.18 per MMBtu in 1998 and $2.60 per MMBtu in 1997.

Although natural gas supplies have been sufficient in recent years, available supplies are subject to 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 pnces may increase rapidly in response to temporary supply constraints
or other factors.

Coal and Lignite Supply. Electric Operations purchases approximately 80% of the coal for its four coal-fired units
under two long-term contracts from mines in Wyoming. The first of these contracts will expire in 2010, and the second
will expire in 2011. Electric Operations obtains the remaining coal required to operate these units under short-term
contracts. Burlington Northern Santa Fe Railroad transported the majority of Electric Operations’ coal supply during
1999 under a rail transportation confract. A new long-term rail transportation contract with Burlington Northern Santa
Fe Railroad went into effect in March 2000. Union Pacific Railroad Company also transported a portion of Electric
Operations’ coal supply during 1999.

Electric Operations obtains the lignite used to fuel the two units of its Limestone Electric Generating Station
(Limestone) from a surface mine adjacent to the plant. Reliant Energy owns the mining equipment, facilities and a
portion of the lignite reserves located at this mine. Reliant Energy believes the lignite reserves the Company currently
owns under lease and contract will be sufficient to provide substantially all of the lignite requirements of Limestone
through 2015.

Nuclear Fuel Supply. The South Texas Project satisfies its fuel supply requirements by:

®  acquiring uranium concentrates
& converting uranium concentrates into uranium hexafluoride

s  enriching uranium hexafluoride, and

¢ fabricating nuclear fuel assemblies



The South Texas Project has contracted for the raw materials and services necessary to operate the plant through
the following years, respectively:

Raw material/services Year
UUTANIUITL «.vvveviveereeriniseneesesestesearebessesesesessestsbesesesesseasencnssbesssroneasatsssstssessentbereeretsstsassasasatasassssesnssares 2002 (1)
COMVETSION «.evvenverreeireeeararesesneseeseaseeneeamenteaatres st racensasassesssasessstmrnent e bebmsaseassasstesnsestasserarantsanensasn 2002 (2)
ENIICHITIENE oottt see st seene e saeseeesae s e s soeseesesasanssasassr i e beseabasaene s R e s b e saeabaransasanestassanessnonnen 2004 (3)
FaDIICAION. .. eeevvveiveieeeeceeenresaserasersrassmessere e esrasesesesesesaenstsastasstssatesssarabeensseassasnbessrsesartnertnasaranessssess 2005

(1) Contracts provide for over 50% of the uranium concentrates required through 2002. The South Texas Project
expects to obtain the balance of uranium concentrates through spot market and medium-term contracts.

(2) Contracts provide for up to 80% of the conversion needs through 2002 and up to 40% of conversion needs through
2004. The South Texas Project expects to obtain the balance of the conversion needs through the spot market.

(3) Contracts provide for up to 100% of enrichment services through 2001, up to 75% of enrichment services through
2003 and up to 40% of enrichment services through 2004. The South Texas Project expects to obtain the balance
of enrichment services through spot market and medium and long-term contracts.

Purchased Power Supply. Electric Operations purchases power from various qualifying facilities exercising their
rights under the Public Utility Regulatory Policies Act of 1978. Such purchases are generally at the discretion of the
qualifying facility and are made pursuant to a pricing methodology defined in Electric Operations’ tariffs and approved
by the Texas Utility Commission. From time to time when market conditions dictate it, Electric Operations also
purchases power from various wholesale market participants including qualifying facilities, exempt wholesale
generators, power marketers and other utilities.



Operating Statistics of Electric Operations

Year Ended December 31,
‘ 1999 1998 1997 .
Electric Energy Generated and Purchased (Megawatt-Hours (MWH)):
Generated — Net Station OQULPUL.............oveviveieeeeececeee e es s 60,496,310 59,974,160 56,066,845
PUrchased...........ocovooocuicinicecnece et 14,788,411 16,041,143 14,008,452
Net Interchange 1,131 (677) 841
Total ..o 75,285,852 76,014,626 70,076,138
Company Use, Lost and Unaccounted for Energy . (3,167,192) (3,281,851) (2,998,375)
Total ENErgy SOId.........occovcuiiinintertcese et eeeensesss e e e s 72,118,660 72,732,775 67,077,763
Electric Sales (MWH): .
RESIAENIBL.......ovee st e st wrrensees 21,109,374 21,090,164 19,365,892
COMMETCIAL ..ottt et st e ens et e ee e enesesenenon 16,671,917 16,329,354 15,474,761
Small Industrial(1).... 11,757,318 11,801,292 11,439,753
Large Industrial(1)......c.ccooocooeiiunmvrorerrienen 14,427,128 14,805,199 14,380,499
Street Lighting — Government and Municipal............................ 138,311 133,644 127,761
Total Firm Retail Sales.............ccccovevenrereeee e 64,104,048 64,159,653 60,788,666
Other Electric Utilities......... 224,849 203,542 190,878
Total FIrm SAIES .......ooiicccetcet ettt e ses 64,328,897 64,363,195 60,979,544
INEEITUPHDBIE ......ooooreei ettt as e 5,309,656 5,028,990 4,278,458
Off-System and Ancillary 2,519,260 3,137,870 1,742,993
Unbilled........covivenrnnnnn. (39,153) 202,720 76,768
TOLAL ..ottt et eee et ne e e nennann 72,118,660 72,732,775 67,077,763
Number of Customers (End of Period):
RESIACILAL. ..o.cocei et sae ettt e e s eet e eee s e e s eeen 1,463,210 1,417,206 1,378,658
Commercial ..........c..ooeviveeeeeririeeceeeeeee e 203,322 196,941 190,437
Small Industrial(1)........cccovrrvevererreerreeieienn, 1,642 1,600 1,526
Large Industrial (Including Interruptible)(i).... 146 137 132
Street Lighting — Government and Municipal...............cooooevevorrerorrieresesrs s 89 87 86
Other Electric Utilities (Including Off-SyStem) ............ooooveeeeoeereeeeeeeeeeeen 23 29 20
TOAL oottt et 1,668,432 1,616,000 1,570,859
Operating Revenue (Thousands of Dollars):
Residential.............ocoiiiii et et e $ 1,773,925 $ 1,786,662 $ 1,662,177
Commercial ........... 1,146,185 1,108,328 1,065,917
Small Industrial(1).... . 642,857 637,124 616,419
Large InAuSHIIal{1)........ooiiiiciecenieeee ettt oot st see e e eeee e eee e 528,197 534,814 529,718
Street Lighting — Government and Municipal................ccoo.oooevienerevesrereerereereonn 27,261 25,964 24,868
Total Electric Revenue — Firm Retail Sales. . 4,118,425 4,092,892 3,899,099
Other Electric UHHIES..........c.riieerrrieieeit it et sees e 11,383 12,609 11,330
Total Electric Revenue — Firm Sales..... 4,129,808 4,105,501 3,910,429
Interruptible........cccoeviviiiieiiiiicie . 128,844 114,574 108,053
Off-System/Ancillary .......... 72,608 87,510 39,724
Total Electric Revenue...........cocovveeeveececrieeeeneee. 4,331,260 4,307,585 4,058,206
Miscellaneous Electric Revenues (including Unbilled Revenues) . 151,866 42,690 193,037
TOLAE ..ottt ettt ettt nes e rees $ 4,483,126 $ 4350275 $ 4251243
Installed Net Generating Capability (KW) (End of Period) .............ccoevreevroerreennnn. 14,217,370 14,092,370 14,040,370
Cost of Fuel (Cents per MMBtu):
GBS .ttt b ettt s enee e et 246.7 2184 259.9
Coal ......... 176.1 177.8 201.8
Lignite 1423 119.1 108.4
Nuclear . 435 48.0 54.2
Average 186.9 169.9 186.8

(1) For reporting purposes, customers of Electric Operations with an electric demand in excess of 600 kilovolt-amperes
are classified as industrial. Small industrial customers typically are retail stores, office buildings, universities and
other customers not associated with large industrial plants.



Natural Gas Distribution

Natural Gas Distribution conducts operations through three divisions of Resources Corp., Reliant Energy Arkla
(Arkla), Reliant Energy Entex (Entex) and Reliant Energy Minnegasco (Minnegasco). Natural Gas Distribution’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. The operations of Natural
Gas Distribution are regulated as gas utility operations in the jurisdictions served by these divisions.

The Company has retained a financial adviser to assist it in evaluating strategic alternatives for Arkla and
Minnegasco, including divestiture. : :

Arkla. Arkla provides natural gas distribution services in Arkansas, Louisiana, Oklahoma and Texas. The largest
metropolitan areas served by Arkla are Little Rock, Arkansas and Shreveport, Louisiana. In 1999, approximately 67%
of Arkla’s total throughput was attributable to retail sales of gas and approximately 33% was attributable to
transportation services. Sales to residential and commercial customers in 1999 accounted for approximately 92% of
Arkla’s total gas revenues and 60% of natural gas volumes sold or transported by Arkla.

Entex. Entex provides natural gas distribution services in 502 communities in Louisiana, Mississippi and Texas.
The largest metropolitan area served by Entex is Houston, Texas. In 1999, approximately 97% of Entex’s total
throughput was attributable to retail sales of gas and approximately 3% was attributable to transportation services. Sales
to residential and commercial customers in 1999 accounted for approximately 85% of Entex’s total gas revenues and
79% of natural gas volumes sold or transported by Entex.

Minnegasco. Minnegasco provides natural gas distribution services in 243 communities in Minnesota. The largest
metropolitan area served by Minnegasco is Minneapolis, Minnesota. In 1999, approximately 97% of Minnegasco’s total
throughput was attributable to retail sales of gas and approximately 3% was attributable to transportation services. Sales
to residential and commercial customers in 1999 accounted for approximately 93% of Minnegasco’s total gas revenues
and 84% of natural gas volumes sold or transported by Minnegasco.

The demand for natural gas distribution services is seasonal. In 1999, approximately 67% of Natural Gas
Distribution’s revenues were reported in the first and fourth quarters. These patterns reflect the higher demand for
natural gas for heating purposes during those periods.

Supply and Transportation

Arkia. In 1999, Arkla purchased approximately 40% of its natural gas supply from Reliant Energy Services, Inc.
(Reliant Energy Services), a subsidiary of Resources Corp., 32% pursuant to third party contracts, with terms varying
from three months to one year, and 28% on the spot market. Arkla’s major third party natural gas suppliers in 1999
included Seagull Marketing Services, Inc., Marathon Oil Company, Cinergy Marketing and Trading, LLC, Aquila
Energy Marketing Corporation, PG&E Energy Trading — Gas Corporation and Oneok Gas Marketing Company. Arkla
transports substantially all of its natural gas supplies under contracts with the Company’s interstate pipeline subsidiaries.
These contracts will expire in March 2002.

Entex. In 1999, Entex purchased approximately 99% of its natural gas supply pursuant to term contracts, with terms
varying from one to five years, and 1% on the spot market. Entex’s major third party natural gas suppliers in 1999 were
Gulf Energy Marketing, Koch Energy Trading, Midcon Texas Pipeline Corporation, a unit of KN Energy, Inc., and
Enron North America Company. 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 1999, Minnegasco purchased approximately 70% of its natural gas supply pursuant to term

contracts, with terms varying from one to ten years, with more than 30 different suppliers. Minnegasco purchased the
remaining 30% on the spot market. Most of the natural gas volumes under long-term contracts are committed under
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terms providing for delivery during the winter heating season, November through March. Minnegasco purchased
approximately 58% of its natural gas requirements from the following four suppliers in 1999: Pan-Alberta Gas Ltd.,
TransCanada Gas Services Inc., Duke Energy Trading and Marketing, LLC and Reliant Energy Services. anegasco
transports its natural gas supplies on various interstate pipelines under long-term contracts with terms varying from five
to ten years.

Arkla and Minnegasco use various leased or owned natural gas storage facilities to meet peak-day requirements
and to manage the daily changes in demand due to changes in weather. Minnegasco also supplements contracted
supplies and storage from time to time with stored liquefied natural gas and propane-air plant production.

Although natural gas supplies have been sufficient in recent years, available supplies are subject to 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.

Interstate Pipelines

Interstate Pipelines provides interstate gas transportation and related services through two wholly owned
subsidiaries of Resources Corp.: (i) Reliant Energy Gas Transmission Company (REGT) and (ii) Mississippi River
Transmission Corporation (MRT).

Interstate Pipelines owns and operates approximately 8,200 miles of transmission lines and six natural gas storage
facilities located across the south-central United States. Interstate Pipelines stores, transports and delivers natural gas
on behalf of various shippers primarily to utilities, industrial customers and third party pipeline interconnectors.
Interstate Pipelines also provides pipeline project management and facility operation services to affiliates and third
parties.

The Company has retained a financial adviser to assist it in evaluating strategic alternatives for REGT and MRT,
including divestiture.

In 1999, approximately 40% of Interstate Pipelines’ total operating revenue was attributable to services provided
by REGT to Arkla and approximately 16% of its operating revenues was attributable to services provided by MRT to
Laclede Gas Company (Laclede), an unaffiliated distribution company that provides natural gas utility service to the
greater St. Louis metropolitan area in Illinois and Missouri. An additional 15% of Interstate Pipelines’ operating
revenues was atiributable to the transportation of gas marketed by Reliant Energy Services. Interstate Pipelines provides
service to Arkla and Laclede under several long-term firm storage and transportation agreements. The expiration dates
for the service agreements with Laclede range from October 2000 through May 2001. Interstate Pipelines and Laclede
are currently negotiating the terms and conditions of a proposed renewal of these agreements. The service agreement
with Arkla is scheduled to expire 1n March 2002.

The business and operations of Interstate Pipelines may be affected by seasonal changes in the demand for natural
gas, the relative price of natural gas in the Mid-Continent and Gulf Coast natural gas supply regions and, to a lesser
extent, general economic conditions.

Wholesale Energy

Wholesale Energy conducts its operations through: (i) Reliant Energy Power Generation, Inc. (collectively with
its subsidiaries, Power Generation), a subsidiary of Reliant Energy, (ii) Reliant Energy Services and (iii) Reliant Energy
Field Services, Inc. (Reliant Energy Field Services), a wholly owned subsidiary of Resources Corp.



Wholesale Energy’s operations include:
* the acquisition, development and operation of domestic unregulated power generation facilities

». sales of capacity, energy and ancillary services from domestic unregulated power generation facilities

wholesale energy trading, marketing and risk management services in North America, and
»  domestic natural gas gathering activities

Power Generation

Power Generation participatés in independent power markets through the acquisition of existing power plants and
the development of new power plants (greenfield projects). Power Generation’s business strategy is to develop a
commercial generation portfolio in key regions to support the Company’s electric and natural gas trading and marketing
operations. Reliant Energy Services, Wholesale Energy’s trading and marketing unit, supplies fuel to these generating
plants and sells electricity produced by the plants. In 1999, Power Generation generated and Reliant Energy Services
sold, approximately 6.1 million MWHs of electricity. Substantially all of these sales were in the California marketplace.

Power Generation Projects. Power Generation owns fifteen electric generating units at five sites (3,800 MW in
the aggregate) located in southern California. Reliant Energy Services serves as the plants’ exclusive power marketer
and supplier of natural gas. Power Generation was required under the agreements for the acquisition of these plants to
enter into contracts with Southern California Edison Company, the former owner, to operate and maintain the plants
through April and July 2000. These contracts have been renegotiated and renewed through March 2003. Power
Generation does, however, exercise management authority over the plants’ operations. For information on regulation
of these units, see “Regulation — Federal Energy Regulatory Commission (FERC)” below.

On October 6, 1999, Power Generation purchased the Indian River power plant located near Titusville, Florida from
the Orlando Utilities Commission (OUC) for approximately $205 million. The Indian River power plant consists of
three conventional steam generation units fueled by both oil and natural gas. The 619-megawatt generation station will
continue to provide power to OUC under a four-year power purchase agreement. Excess power generated by the plant
will be sold to the wholesale market, other utilities and rural electric cooperatives within the area.

In December 1999, Power Generation's Sabine Cogeneration Project commenced commercial operations. The
Sabine Cogeneration Project is located in Orange, Texas and consists of a 100 MW gas-fired cogeneration plant. Power

Generation has a 50% ownership interest in the project. :

Power Generation has the following projects under construction or in startup and testing phases:

Project Location Interest Projected Completion Date
3913(”1\/;1\;1/0gas-ﬁred merchant plant) BouNllgs;iity, >0% Second Quarter of 2000
?5?5 K/Ig\cflsgi’;s-fued merchant plan;c) Caj;ri(i;?lr;de, 100% Third Quarter of 2001
Camebion Tt Pt oy R e o ot a0

In 1998 and 1999, Power Generation announced plans for the development of several power projects which are not
yet under construction. These projects have a combined capacity of 1,800 MW and are located in Illinois, Rhode Island
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and Florida. Negotiation of development contracts regarding these projects is underway and each of these projects has
obtained various construction permits and zoning approvals and are expected to be under construction during the second
and third quarters of 2000.

In February 2000, Power Generation signed a definitive agreement to purchase from Sithe Energies, Inc. non-rate
regulated power generating assets and sites located in Pennsylvania, New Jersey and Maryland, having a net generating
capacity of more than 4,200 MW for an aggregate purchase price of $2.1 billion, subject to certain adjustments. The
acquisition is expected to close in the second quarter of 2000 subject to obtaining certain regulatory approvals and
satisfying other closing conditions. The acquisition will be accounted for as a purchase.

Reliant Energy expects Power Generation will continue to acquire and develop non-rate regulated power projects.
The amount of expenditures associated with these activities is dependent upon the nature and extent of future project
opportunities and commitments; however, some of these expenditures could be substantial. Power Generation could
finance a portion of its non-rate regulated power projects through the proceeds from project financings, lease
agreements, borrowings by subsidiaries or equity investments and loans from Reliant Energy and financing subsidiaries
of Reliant Energy.

The successful completion of other non-rate regulated power projects is dependent upon a number of factors, which
include:

*  risks associated with siting, financing, construction and permitting
* the degree of success in obtaining governmental approvals
* the development of power markets

*  therisk of termination of power sales contracts, if any, as a result of a failure to meet certain construction
milestones, and

¢ the uncertainties arising from the changing regulatory systems affecting Power Generation’s markets

Many of the facilities being acquired or developed by Power Generation are “merchant plants,” that is, plants
lacking dedicated offtake customers, making such facilities sensitive to market and regulatory factors and other
considerations.

For a description of the competitive conditions affecting Wholesale Energy, see “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Certain Factors Affecting Future Earnings of the Company
— Competition — Other Operations,” which section is incorporated herein by reference.

Wholesale Energy Trading, Marketing and Risk Management

Reliant Energy Services buys, sells and trades natural gas, electric power, crude oil and refined products, certain
air emissions regulatory credits, coal and weather derivatives. In addition, it offers physical and financial wholesale energy
marketing and price risk management products and services to a variety of customers. These customers include natural
gas distribution companies, electric utilities, municipalities, cooperatives, power generators, marketers, aggregators and
large volume industrial customers.

Natural Gas. Reliant Energy Services purchases natural gas from a variety of suppliers under daily, monthly,

variable load, base load and term contracts that include either market sensitive or fixed pricing provisions. It sells natural
gas under sales agreements that have varying terms and conditions, most of which are intended to match seasonal and
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other changes in demand. Reliant Energy Services sold 5.0 billion cubic feet (BCF) per day and 3.2 BCF per day of
natural gas in 1999 and 1998, respectively, most of which was sold to non-affiliates.

Reliant Energy Services’ 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.

Additionally, Reliant Energy Services, from time to time, arranges for the transportation of the natural gas it
markets. Transportation arrangements are made with affiliated and non-affiliated interstate and intrastate pipelines
through a variety of means, including short-term and long-term firm and interruptible agreements.

Reliant Energy Services also enters 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. Such services are also intended to provide an additional level of performance security and backup services
to its customers. :

Electric Power. Reliant Energy Services sells electric power primarily to electric utilities, municipalities and
cooperatives and other marketing companies. Reliant Energy Services sold over 112 million MWHs and 65 million
MWHs of electric power in 1999 and 1998, respectively. Reliant Energy Services plans to continue to supply natural
gas to, and purchase electricity for resale from, non-rate regulated power plants in deregulated markets, including
generating plants currently owned or to be developed, acquired or operated by Power Generation.

Crude Oil. Reliant Energy Services buys and sells crude oil and other hydrocarbbn products. Reliant Energy
Services sold 8.6 million barrels of these products primarily to end-use customers and other marketing companies in
1999.

Other Commodities and Weather Derivatives. Reliant Energy Services trades and markets certain air emissions
regulatory credits, coal and weather derivatives.

Reliant Energy Services uses derivative financial instruments to:
»  manage and hedge its fixed-price purchase and sale commitments
» provide fixed-price or floating-price commitments as a service to its customers and suppliers
 reduce its exposure relative to the volatility of the cash market prices, and
s protect its invesﬁnent in storage inventories

In 1999, Reliant Energy Services financially settled on average over 25 trillion British thermal units equivalents
(Tbtue) per day of energy derivative financial instruments in its trading and price risk management activities, compared
to an average of over 11 Tbtue per day in 1998. Reliant Energy Services is exposed in such transactions to the risk that
fluctuating market prices may adversely affect the Company’s financial position or results of operations. For additional
information with respect to the Company’s financial exposure to derivative financial instruments, see Item 7A of this
Form 10-K, Note 5 to the Company’s Consolidated Financial Statements and Note 2 to Resources Corp.’s Consolidated
Financial Statements.

In addition to the risk associated with price movements, credit risk is also inherent in Reliant Energy Services’
trading, marketing and risk management activities. Credit risk relates to the risk of loss resulting from the
nonperformance of contractual obligations by a counterparty. The Company maintains credit policies intended to
minimize overall credit risk with regard to its counterparties. For additional information on the Company’s credit risk
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management, see Note 5 to the Company’s Consolidated Financial Statements and Note 2 to Resources Corp.’s
Consolidated Financial Statements.

Reliant Energy has established a Risk Oversight Committee, comprised of corporate and business segment officers,
that oversees all commodity price and credit risks activities, incliding trading, marketing and risk management activities
of Wholesale Energy and Reliant Energy Europe. For additional information regarding risk management accounting
policies, see Note 5 to the Company’s Consolidated Financial Statements and Note 2 to Resources Corp.’s Consolidated
Financial Statements.

Natural Gas Gathering.

Reliant Energy Field Services provides natural gas gathering services, including related liquids extraction and
marketing activities. Reliant Energy Field Services operates approximately 4,000 miles of gathering pipelines which
collect natural gas from more than 200 separate systems located in major producing fields in Arkansas, Louisiana,
Oklahoma and Texas.

The Company has retained a financial adviser to assist it in evaluating strategic alternatives for Reliant Energy Field
Services, including divestiture.

Reliant Energy Europe

The Company established its Reliant Energy Europe business segment in the fourth quarter of 1999. Reliant Energy
Europe owns, operates and sells electric power from generation facilities in the Netherlands and plans to participate in
the emerging wholesale energy trading and marketing industry in the Netherlands and other countries in Europe.

UNA

During 1999, the Company completed the first two phases of its acquisition of N.V. UNA (UNA), a Dutch power
generation company. The Company acquired 40% and 12% of UNA’s capital stock on October 7, 1999 and
December 1, 1999, respectively. On March 1, 2000, the Company purchased the remaining 48% of the shares of UNA.
The total purchase price of the acquisition is approximately $2.4 billion (based on an exchange rate of 2.0565 Dutch
guilders (NLG) per U.S. dollar as of October 7, 1999), which includes a $426 million promissory note to UNA. For
additional information about this acquisition, including the Company’s accounting treatment of the acquisition, see
Note 2 to the Company’s Consolidated Financial Statements.

UNA is one of the Netherlands’ four largest generating companies and is the first Dutch generating company whose
stock was sold to private investors under a privatization program established under the Dutch Electricity Act. In 1999,
UNA generated more than 20% of the country’s electricity production, excluding electricity generated by cogeneration
or other industrial processes. UNA serves the provinces of North-Holland and Utrecht, as well as the municipalities of
Amsterdam and Utrecht, providing electricity for approximately two million peoplé and more than 12,000 commercial
users. As of December 31, 1999, UNA owned and operated 14 generating stations with 3,472 MW of capacity spread
across five sites. UNA’s generating stations also supply several large municipalities with hot water for district heating
purposes. In 1999, approximately 47% of UNA’s generation output was natural gas fired, 19% was blast furnace fired
and 34% was coal fired. '

In 1999, UNA and the three other largest Dutch generators supplied approximately 60% of the electricity consumed
in the Netherlands. Smaller Dutch producers supplied about 28% of such consumed electricity and the remainder was
imported. The Dutch electricity market is expected to be gradually opened for wholesale competition including certain
commercial and industrial customers beginning in 2001. Competition is expected to increase in subsequent years and
it is anticipated that the market for small businesses and residential customers will become open to competition by 2007,
The timing of the opening of these markets is subject, however, to change at the discretion of the Minister of Economic
Affairs.
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The markets and regulatory scheme in which UNA operates and the pending changes therein are described in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations of the Company — Results
of Operations by Business Segment — Reliant Energy Europe,” “— Certain Factors Affecting Future Earnings of the
Company — Competition — Reliant Energy Europe Operations” and “— Entry into the European Market,” which
descriptions are incorporated herein by reference.

European Energy Trading and Marketing

In October 1999, Reliant Energy formed Reliant Energy Trading & Marketing B.V., a Dutch corporation (Reliant
Energy Marketing Europe), in order to participate in the emerging European energy trading and marketing businesses.
Reliant Energy Marketing Europe initially will focus on trading opportunities in the Netherlands and expand into other
European markets. Reliant Energy Europe intends to trade in derivative products, including forwards, swaps, options
and futures. Reliant Energy Marketing Europe will initially concentrate on marketing power to large industrial and
commercial customers as well as distribution companies in the Netherlands and Germany. At March 1, 2000, Reliant
Energy Marketing Europe had approximately 40 employees. Reliant Energy Marketing Europe is expected to become
the main marketer of UNA’s electric generation output beginning in' 2001.

Reliant Energy Latin America

Reliant Energy Latin America conducts its operations through Reliant Energy International, Inc. (Reliant Energy
International), a wholly owned subsidiary of Reliant Energy, and the international operations of Resources (Resources
International). Reliant Energy Latin America participates in the privatization of generation and distribution facilities
and independent power projects primarily in Latin America.

Reliant Energy is evaluating the sale of the Company’s Latin American assets in order to pursue business
opportunities that are in line with its strategies for the U.S. and Western Europe.

For a discussion of risks associated with Reliant Energy Latin America’s operations, including the impact of
currency fluctuations in countries such as Brazil, see “Management’s Discussion and Analysis of Financial Condition
and Results of Operations of the Company — Certain Factors Affecting Future Earnings of the Company — Risk of
Operations in Emerging Markets,” “Quantitative and Qualitative Disclosures About Market Risk — Foreign Currency
Exchange Rate Risk” in Item 7A of this Form 10-K and Note 7 to the Company’s Consolidated Financial Statements.

Major Latin American Investments

Argentina. As of December 31, 1999, approximately 11% of Reliant Energy Latin America’s investments were
located in Argentina. The Company currently owns a 100% interest in a corporation formed to develop, own and
operate a 160 MW cogeneration project (Argener) located at a steel plant near San Nicolas, Argentina and a 90% interest
in a utility in north-central Argentina (EDESE).

Brazil. As of December 31, 1999, approximately 26% of Reliant Energy Latin America’s investments were located
in Brazil. The Company indirectly owns 11.78% of the common stock of Light Servicos de Eletricidade S.A. (Light),
a publicly held Brazilian corporation, which is the operator of an integrated electric power and distribution system that
serves a portion of the state of Rio de Janeiro, Brazil, including the city of Rio de Janeiro. The Company and the other
winning bidders in the government sponsored auction for Light formed a consortium whose aggregate ownership interest
of 51.35% represents a controlling interest in Light. Light owns 77.81% of the common stock of Metropolitana
Electricidade de Sao Paulo S.A. (Metropolitana), an electric distribution company that serves the metropolitan area of
Sao Paulo, Brazil. '

Colombia. As of December 31, 1999, approximately 46% of Reliant Energy Latin America’s investments were
located in Colombia. The Company and Corporacion EDC S.A.C.A. (CEDC), jointly own, through subsidiaries, 65%
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of the stock of two Colombian electric distribution companies, Electricaribe and Electrocosta. These companies serve
approximately 1.2 million customers in the Atlantic coastal region of Colombia, including the cities of Santa Marta,
Barranquilla and Cartagena.

Additionally, the Company and CEDC jointly hold a 56.7% indirect controlling ownership interest in Empresa de
Energia del Pacifico S.A.E.S.P. (EPSA), an electric utility system serving the Valle del Cauca province of Colombia,
including the area surrounding the city of Cali. In addition to its distribution facilities, EPSA owns 850 MW of electric
generation capacity. EPSA also owns an 86.4% interest in Compania de Electricidad de Tulua (CET). CET, the electric
utility in Tulua, in the center of the Valle Del Cauca province, serves 37,000 customers and has three hydro-generating
units.

Resources International owns interests in four natural gas distribution concessions under construction in Colombia.
As of December 31, 1999, aggregate expenditures incurred with respect to these concessions were approximately $7
million.

El Salvador. As of December 31, 1999, approximately 15% of Reliant Energy Latin America’s investments were
located in El Salvador. Reliant Energy Latin America holds interests in three electric systems in El Salvador (ranging
from approximately 37% to 45%).

Other. The Company, together with various other investors, developed a coke calcining and power generation
facility in India. The Company’s total investment in this project is approximately $13 million. Resources International

and a local investor sold their interest in a natural gas distribution system in northeastern Mexico in November 1999
for $8.4 million.

Corporate

The Company’s Corporate business segment includes:
*  the operations of Reliant Energy Retail which conducts retail gas marketing services

* the operations of Reliant Energy Communications, Inc. (Reliant Energy Communications) which offers
enhanced data, voice and Internet services to customers in Texas

*  the operations of Reliant Energy Solutions, Inc. (Reliant Energy Solutions) which provides a range of
design-build and operational energy services, including energy system and central plant retrofits

*  the operations of Reliant Energy Thermal Systems, Inc. (Reliant Energy Thermal Systems) which provides
energy management and thermal systems for site-specific projects, such as buildings, universities,
hospitals and district cooling systems for cities and large metropolitan areas

*  various office buildings and other real estate used in the Company’s business operations

* unallocated corporate costs, and
* inter-segment eliminations

Reliant Energy Retail, a wholly owned subsidiary of Resources Corp., markets natural gas and related energy
services to commercial and industrial customers who are served by large local gas distribution companies or are
connected to interstate and intrastate pipelines offering unbundled transportation services. Included in Reliant Energy
Retail’s retail marketing operations are subsidiaries of Resources Corp. that market and deliver natural gas to large

14



volume customers at market-based rates. Reliant Energy Retail also sells natural gas in the deregulated Georgia market
to residential and commercial customers.

In September 1999, Reliant Energy Communications received its Special Provider Certificate of Operating
Authority from the Texas Utility Commission, which allows it to offer telecommunications products and services
throughout the state of Texas. Reliant Energy Communications is a facilities-based carrier, offering enhanced data,
voice and Internet services to customers in Texas, with an initial focus on the business market in Houston. Initial data
services include private line, Internet access, frame relay, ATM, ISDN and DSL. Switched voice products include a full
range of local dialtone, long-distance and wireless services. In October 1999, Reliant Energy Communications became
the first carrier to file the newly approved Texas 271 Agreement (T2A) with the Texas Utility Commission. The T2A
is a standardized interconnection agreement, which has been developed as part of the Federal Telecommunications Act
271 implementation process by representatives of industry, the Texas Utility Commission staff and Southwestern Bell
in an effort to ensure that competitive local exchange carriers (CLECs) receive comparable terms and conditions from
Southwestern Bell.

Regulation

The Company is subject to regulation by various federal, state, local and foreign governmental agencies, including
the regulations described below.

Public Utility Holding Company Act

Holding Company Status. Reliant Energy is both a holding company and an electric utility as defined in the Public
Utility Holding Company Act of 1935 (the 1935 Act); however, it is exempt from regulation as a holding company
under Section 3(a)(2) of the 1935 Act. Although Resources Corp. is a natural gas utility company as defined under the
1935 Act, it is not a holding cmpany within the meaning of the 1935 Act. Reliant Energy and Resources Corp. remain
subject to regulation under the 1935 Act with respect to the acquisition of certain 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 Resources Corp.
from regulation as “public utility companies,” thereby permitting Reliant Energy and Resources Corp. to invest in
foreign utility companies without registration under the 1935 Act as a holding company or approval by the SEC
thereunder. 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 Resources
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 Resources Corp. (Arkansas, Louisiana, Minnesota, Mississippi, Oklahoma and Texas) have provided
such a certification to the SEC subject, however, to the right of such commissions to revise or withdraw their
" certifications as to any future acquisition of a foreign utility company. The Texas Utility Commission and the state
regulatory commissions of Arkansas and Minnesota have imposed limitations on the amount of investments by utility
companies (including Reliant Energy and Resources Corp.) in foreign utility companies and, in certain cases, foreign
electric wholesale generating companies. These limitations are based upon the Company’s consolidated net worth,
retained earnings, and debt and stockholders’ equity, respectively.

Subject to certain limited exceptions, Section 33(f)(1) of the 1935 Act also prohibits any public utility 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.

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 the Company and
the electric utility industry. At this time, however, the Company is not able to predict the outcome of any bills to repeal
the 1935 Act or the outlook for additional legislation in 2000.
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Federal Energy Regulatory Commission (FERC)

The transportation and sale for resale of natural gas in interstate commerce is subject to regulation by the FERC
under the Natural Gas Act (NGA) and, to a lesser extent, 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 transportation
and storage of natural gas in interstate commerce, including the extension, expansion or abandonment of such facilities.
The rates charged by interstate pipelines for interstate transportation and storage services are also regulated by the
FERC.

REGT and MRT periodically file applications with the FERC for changes in their 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 certain cases are subject to refund under applicable law, until such time as the FERC issues
an order on the allowable level of rates. REGT is currently operating under rates approved by the FERC which took
effect in February 1995, and MRT is currently providing services pursuant to a negotiated rate settlement approved by
the FERC in October 1997.

The FERC has recently adopted several changes to its regulation of interstate pipeline construction projects and
transportation rates and services. In September 1999, the FERC issued a policy statement providing that, in most
instances, customers receiving service through new pipeline facilities will be required to bear the cost of the facilities.
In addition, companies seeking to construct new pipeline facilities must demonstrate that the benefits of the proposed
facilities will outweigh any adverse effects on affected landowners, the environment, the pipeline's customers, or
existing pipelines and their customers. 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 peak/off-peak rates, and requires pipelines, including MRT and REGT, to
make tariff filings by May 1, 2000 to expand pipeline service options for customers.

The California plants owned by the Company are subject to FERC Jurisdiction and regulation. The FERC permits
the California plants to make sales at negotiated market-based rates and has waived most of the regulatory requirements
otherwise applicable to regulated public utilities under the Federal Power Act. Prior to January 1, 2000, special rules
applied to the two California plants which had been designated as “reliability must-run” facilities by the California
Independent System Operator Corporation. Units at these plants were required to provide electric service to the system
operator for reliability purposes at rates and under terms and conditions regulated by the FERC. These plants have not
been designated as “reliability must-run” for the calendar year 2000 and therefore may sell electricity at market-based
rates at all times.

Reliant Energy Services is also subject to FERC jurisdiction under both the NGA and the Federal Power Act. As
a gas marketer, Reliant Energy Services makes 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. Reliant Energy Services is a “public utility” under the Federal Power Act, and its wholesale sales of electricity
in interstate commerce are subject to a FERC-filed rate schedule that authorizes Reliant Energy Services to make sales
at negotiated, market-based rates. Reliant Energy Services’ market-based rate tariffs are filed with the FERC. The FERC
also imposes certain restrictions on Reliant Energy Services’ transactions with Electric Operations and with REGT and
MRT, including a prohibition on the receipt of goods or services on a preferential basis. Similar restrictions apply to
transactions between Reliant Energy Services and Electric Operations under the Public Utility Regulatory Act of 1995
(now the Texas Utilities Code).
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: State and Local Utility Regulations

Electrzc Operations. Currently, Rehant Energy HL&P 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 Electric Operations. In addition, Reliant Energy HL&P holds non-exclusive
franchises to provide electric service within the incorporated municipalities in the service territory of Electric
Operations. None of these franchises expire before 2007.

Reliant Energy HL&P’s electric utility operations are currently subject to traditional cost-of-service regulation at
rates regulated by the Texas Utility Commission. In June 1999, Texas passed the Legislation, which will significantly
change the regulation of electric utility operators in the State of Texas. For additional information, including information

“about the Legislation’s effect on competition in the retail electric and electric generation markets in Texas, see “—
Electric Operations—Deregulation and Competition,” “Management’s Discussion and Analysis of Financial Condition
and Results of Operations of the Company-—Certain Factors Affecting Future Earnings of the Company—Competition
and Restructuring of the Texas Electric Utility Industry” and Note 3 to the Company’s Consolidated Financial
Statements, which Sections and Note are incorporated herein by reference. This competition is scheduled to commence
January 1, 2002.

Natural Gas Distribution Operations. In almost all communities in which Natural Gas Distribution provides service,
Resources operates under franchises, certificates or licenses obtained from state and local authorities. The terms of the
franchises, with various expiration dates, typically range from ten to thirty years. None of Natural Gas Distribution’s
material franchises expire before 2005. In most cases, franchises to provide natural gas utility services are not exclusive.

Substantially all of Natural Gas Distribution’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 municipalities served by Natural Gas
Distribution. None of Natural Gas Distribution’s local distribution companies are currently a party to any material
pending rate proceeding.

Nuclear Regulatory Commission

Under the 1954 Atomic Energy Act and the 1974 Energy Reorganization Act, operation of nuclear plants is
extensively regulated by the United States. Nuclear Regulatory Commission (NRC), which has broad power to impose
licensing and safety requirements. In the event of non-compliance, the NRC has the authority to impose fines or shut
down nuclear plants, or both, depending upon its assessment of the severity of the situation, until compliance is
achieved.

The 1980 Federal Low-Level Radioactive Waste Policy Act directed states to assume responsibility for the disposal
of low-level nuclear waste generated within their borders. Under this Act, states may combine with other states and seek
consent from the U.S. Congress for regional compacts to construct and operate low-level nuclear waste sites. Only two
sites (the Envirocare facility in Utah and the Barnwell facility in South Carolina) are currently licensed and available
to the South Texas Project for low-level waste disposal. The South Texas Project had a contract with the operator of the
Barnwell facility to dispose of all of the South Texas Project’s low-level nuclear waste through June 1999 at the facility.
Currently, the South Texas Project continues to dispose of its low-level nuclear waste under a short-term agreement at
the Barnwell facility.

- An interstate compact among Texas, Maine and Vermont has sole access to a Texas waste disposal facility. The
Texas Natural Resource Conservation Commission denied the application of the Texas Low-Level Radioactive Waste
Disposal Authority (Waste Disposal Authority) to build and operate a low-level waste disposal facility in Hudspeth
County, Texas. In the event the Barnwell facility stops accepting waste before a Texas site is opened, the South Texas
Project would store its waste in an interim storage facility located at the nuclear plant. The plant currently has storage

. capacity for at least five years of low-level nuclear waste generated by the project.
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The Waste Disposal Authority is currently authorized to assess a planning and implementation fee upon waste
generators to fund development of the proposed Texas disposal facility. However, the Texas legislature is considering
several measures that could change Reliant Energy HL&P’s share of this assessment from prior years.

For information regarding the NRC’s regulation of nuclear decommissioning trust funds, see Note 6 to the
Company’s Consolidated Financial Statements. :

Foreign Regulation

For a description of the contractual agreements and protocol under which UNA will operate during the transition
to a deregulated market, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations
of the Company — Results of Operations by Business Segment — Reliant Energy Europe,” which section is
incorporated herein by reference. :

Environmental Matters -

The Company is subject to a number of federal, state and local environmental requirements that govern the
discharge of emissions into the air and water and regulate the handling of solid and hazardous waste. In general, Federal
statutes develop requirements which then are implemented by state and local entities through enabling ordinances or
legislation specific to the area. As part of the Federal Clean Air Act Amendments of 1990, requirements and schedules
for attainment of health based air standards were developed. In Texas, these requirements are being determined by the
Texas Natural Resources Conservation Commission (TNRCC) for areas that do not attain the federally prescribed
standards. The Houston area has been designated a non-attainment area for ozone, and preliminary work done by the
TNRCC indicates substantial (as much as 90%) reductions in oxides of nitrogen (NOx), a product of the combustion
process associated with the generation of electric energy and a contributor to ozone formation, may be necessary. While
regulations have not been finalized for the Houston area, the Company estimates that reductions of the magnitude
contemplated by the TNRCC will require substantial expenditures in the years 2000 through 2003 and will require
modifications to reduce emissions from most of the Company’s generating assets in Texas. See “—Clean Air Act
Expenditures” below.

The Clean Air Act also required a study to determine if additional regulations are needed to improve visibility in
the southwestern United States. Reliant Energy does not expect that this study will require the installation of additional
pollution controls on the Company’s generating units, including the generating units acquired by, or expected to be
completed by, the Company.

The EPA was directed by the Clean Air Act to perform a study of the risk to public health from emissions of toxic
air pollutants from power plants, and to regulate such emissions as necessary. The EPA issued a report to Congress in
February 1998. The report makes no determination as to the need to issue regulations applicable to the utility industry,
and such a determination is not expected until the National Academy of Sciences completes a review of studies in mid-
2000. It is, therefore, not possible to make any determination as to the potential need for additional controls on
emissions from the Company’s facilities.

Clean Air Act Expenditures. The Company expects-the majority of capital expenditures associated with
environmental matters to be incurred by Electric Operations in connection with emission limitations for NOx under the
Clean Air Act. NOx reduction costs incurred by Electric Operations generating units in the Houston, Texas area totaled
approximately $7 million in 1999 and $7 million in 1998. The TNRCC is currently considering additional NOx
reduction requirements for electric generating units and other industrial sources located in the Houston metropolitan
area and the eastern half of Texas as a means to attain the Clean Air Act standard for ozone. Although the magnitude
and timing of these requirements will not be established by the TNRCC until November 2000, NOx reductions
approaching the 90% level of emissions are anticipated. Expenditures for NOx controls on Electric Operations
generating units have been estimated at $500 to $600 million during the period 2000 through 2003, with an estimated
$80 million to be incurred during 2000. In addition, the Legislation created a program mandating air emissions
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reductions for certain generating facilities of Electric Operations. The Legislation provides for stranded cost recovery
for costs associated with this obligation incurred before May 1, 2003. For further information regarding the Legislation,
see Note 3 to the Company’s Consolidated Financial Statements.

The Company’s expenditures associated with respect to permits, registrations and authorizations for operation of
facilities under the statutes regulating the discharge of pollutants into surface water, and for the handling and disposal
of solid wastes have not been, and are not expected to be, material.

For a discussion of specific environmental contingencies for the Company and Resources, projected expenditures
in connection with environmental matters, and a quantification of costs associated with these matters, see
“Management’s Discussion and Analysis of Financial Condition and Results of Operations of the Company — Certain
Factors Affecting Future Earnings of the Company — Environmental Expenditures,” Note 14(h) to the Company’s
Consolidated Financial Statements and Note 8(d) to Resources Corp.’s Consolidated Financial Statements. Compliance
with federal, state and local laws governing the discharge of materials into the environment, or otherwise intended to
protect the environment, is not expected to have a material adverse impact on the consolidated results of operations or
financial position of the Company.

Employees

As of December 31, 1999, the Company had 14,256 full-time employees. The following table sets forth the number
of the Company’s employees by business segment as of December 31, 1999:

Segment Number
E1ECHTIC OPEIALIONS ...cvuvrevevriucriirrisrirartsssrsts st as s bbb s s 6,739
NAUTA] GAS DISTIIDULION 1v.cevveeeeieiiteereeereererreesseranesreeeenssstssinrasnessarasssssisssasasaenesessarsiasnsssnsassians 4,879
TILErStAte PIPEIIMES «..oucueuceeriniiitiartiremen e st n st s st 570
WHOIESAIE EIEIZY ...vcvereeceeeneieireriiiiinieretereiessiassanasanasia s enessr bt st st et s b sttt sttt st 477
Reliant ENETZY BUIOPE «...o.oviiniiirrrereieieie et sessens e s sttt s 933
Reliant Energy Latin AMEIiCa.....coioieririmemerinemistnier et 84
COTPOTALE.....c.ecucmerrrisrecaraniesesstasn s s abe st eats et e sS4 s e dhs b et 574
TOLAL +oveeeeeereeereeessseaeesteenessesessesnsnsassessesereensenertsaseeese s s erser e s R e R SR a AR a R e R AR eSO SRR e AR e AR e a e e 14,256

The number of employees of Reliant Energy and its subsidiaries who are represented by unions or other collective
bargaining groups include (i) Electric Operations, 2,789; (ii) Natural Gas Distribution, 1,557, (iii) Wholesale Energy,
5 and (iv) Reliant Energy Europe, 650. '
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Executive Officers of Reliant Energy

(As of March 10, 2000)
Officer
Name Age (1) Since Present Position
R. Steve Letbetter 51 1978 Chairman, President, Chief Executive

Officer and Director

Robert W. Harvey 44 1999 Vice Chairman

Lee W. Hogan 55 1990 Vice Chairman and Director

Stephen W. Naeve 52 1988 Vice Chairman and Chief Financial Officer
Hugh Rice Kelly 57 1984 Executive Vice President, General Counsel

and Corporate Secretary

Mary P. Ricciardello 44 1993 Senior Vice President and Comptroller

David M. McClanahan 50 1986 President and Chief Operating Officer,
Reliant Energy Delivery Group

Joe Bob Perkins 39 1996 President and Chief Operating Officer,
Reliant Energy Wholesale Group

(1) As of December 31, 1999

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 the Company since 1978.

Mr. Harvey has served as Vice Chairman of Reliant Energy since June 1999. Prior to joining the Company, he served
as a director in the Houston office of McKinsey & Company, Inc.

Mr. Hogan has served as Vice Chairman 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 the Company since 1990, including President
and Chief Operating Officer of Reliant Energy International between 1993 and 1997.

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 the Company since 1988, including Vice
President — Strategic Planning and Administration between 1993 and 1996.

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 Senior Vice President and Comptroller of Reliant Energy since June 1999 and as Vice
President and Comptroller of Reliant Energy since 1996. She has served in various executive officer capacities with
the Company since 1993.
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Mr. McClanahan has served as President and Chief Operating Officer of the Reliant Energy Delivery Group since 1999.
Previously, he served as President and Chief Operating Officer of the Reliant Energy HL&P division from 1997 to 1999.
He has served in various executive officer capacities with the Company since 1986, including Group Vice President —
Finance and Regulatory Relations of Reliant Energy HL&P from 1993 to 1996.

M. 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 Reliant Energy Power Generation Group. Between 1996 and 1998, Mr. Perkins served
as Vice President — Corporate Planning and Development. Prior to joining the Company, he served as Vice President
of Business Development and Corporate Secretary of Coral Energy Resources, L.P. and Vice President and General
Manager of Coral Power, L.L.C. Between 1994 and 1995, he was Director of Business Development for Tejas Gas
Corporation.

Item 2. Properties.
Character of Ownership

The Company and Resources own their principal properties in fee, except that most 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 (Chase Bank of Texas, National Association,
as Successor Trustee). The lien of the Mortgage excludes cash, stock in subsidiaries and certain other assets.
Additionally, substantially all properties of the subsidiaries of Reliant Energy Latin America and Wholesale Energy that
own interests in operating plants are subject to liens of creditors of the respective subsidiaries.

Electric Operations

All of the electric generating stations and other operating properties of Electric Operations are located in the state
of Texas.

Electric Generating Stations. As of December 31, 1999, Reliant Energy HL&P owned 12 electric generating
stations (62 generating units) with a combined turbine nameplate rating of 13,554,608 KW, including the Company’s
interest in the South Texas Project.

South Texas Project. The Company is one of four owners of the South Texas Project, a nuclear generating plant
consisting of two 1,250 MW generating units, with a combined turbine nameplate rating of 2,623,676 KW, in which
the Company has a 30.8% ownership interest. '

Substations. As of December 31, 1999, the Company owned 215 major substation sites (242 substations) having
a total installed rated transformer capacity of 54,763 Mva, including a 30.8% interest in one major substation with an
installed rated transformer capacity of 3,080 Mva.

Electric Lines — Overhead. As of December 31, 1999, the Company owned 25,535 pole miles of overhead
distribution lines and 3,646 circuit miles of overhead transmission lines, including 502 circuit miles operated at 69,000
volts, 2,062 circuit miles operated at 138,000 volts and 1,082 circuit miles operated at 345,000 volts.

Electric Lines — Underground. As of December 31, 1999, the Company owned 12,348 circuit miles of

underground distribution lines and 14.9 circuit miles of underground transmission lines, including 6.8 circuit miles
operated at 69,000 volts and 8.1 circuit miles operated at 138,000 volts.
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Natural Gas Distribution

Resources’ approximately 55,000 linear miles of gas distribution mains vary in size from one-half inch to 24 inches
in diameter. Generally, in each of the cities, towns and rural areas served by Natural Gas Distribution, Resources owns
the underground gas mains and service lines, metering and regulating equipment located on customers’ premises and
the district regulating equipment necessary for pressure maintenance. With a few exceptions, the measuring stations at
which Resources receives gas from its suppliers are owned, operated and maintained by others, and the distribution
facilities of Resources begin at the outlet of the measuring equipment. These facilities, including odorizing equipment,
are usually located on the land owned by suppliers.

Interstate Pipelines

Resources owns and operates approximately 8,200 miles of gas transmission lines and provides transportation
service to various shippers across eight states in the south-central and midwestern United States. Resources also owns
and operates six storage fields with a combined daily deliverability of approximately 1.2 BCF per day and a combined
working gas capacity of approximately 51.8 BCF. Most of Interstate Pipelines’ storage operations are in north Louisiana
and Oklahoma.
Wholesale Energy

As of December 31, 1999, Wholesale Energy owned and operated six electric generating stations (18 generating
units) with a combined nameplate rating of 4,515 MW. For additional information regarding the properties of Power
Generation, see “Business — Wholesale Energy” in Item 1 of this Form 10-K, which information is incorporated herein
by reference. Resources owns and operates gathering pipelines which collect gas from more than 200 separate systerns
located in major producing fields in Arkansas, Louisiana, Oklahoma and Texas.

Reliant Energy Europe

For information regarding the investments of Reliant Energy Europe, see “Business — Reliant Energy Europe” in
Item 1 of this Form 10-K, which information is incorporated herein by reference.

Reliant Energy Latin America

For information regarding the investments of Reliant Energy Latin America, see “Business — Reliant Energy Latin
America” in Item 1 of this Form 10-K, which information is incorporated herein by reference.

Corporate

For information regarding the properties of Corporate, see “Business — Corporate” in Item 1 of this Form 10-K.
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Item 3. Legal Proceedings.
(a) Reliant Energy.

For a description of certain legal and regulatory proceedings affecting the Company, see Notes 3, 4, 14(h) and 14(i)
to the Company’s Consolidated Financial Statements, which notes are incorporated herein by reference.

{b) Resources Corp.

For a description of certain legal and regulatory proceedings affecting Resources, see Note 8(d) to Resources’
Consolidated Financial Statements, which note is incorporated herein by reference.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of Reliant Energy’s security holders during the fourth quarter of the fiscal year
ended December 31, 1999.
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PART I1

Item 5. Market for the Company’s Common Equity and Related Stockholder Matters.

As of March 10, 2000, Reliant Energy’s common stock was held of record by approximately 80,930 shareholders.
Reliant Energy’s common stock is listed on the New York and Chicago Stock Exchanges and is traded under the
symbol “REL” All of Resources Corp.’s common stock is held by Reliant Energy.

The following table sets forth the high and low sales prices of Reliant Energy’s common stock on the composite
tape during the periods indicated, as reported by Bloomberg, and the dividends declared for such periods. Dividend
payout was $1.50 per share in both 1999 and 1998. The dividend declared during the fourth quarter of 1999 js payable
in March 2000.

Dividend
Market Price - Declared
High Low Per Share

1999
FirSt QUArter......ovuuuvvevceeecereieneeeeee oo oo $ 0375
JANUATY 6. $321/4
March 31 ... $261/16
S€CONA QUATTET ....ccovvvreiteierirecesaseeseees oo $ 0375
I $251/2
MaY 25 e $3111/216
Third QUAITET .....vvvevvveeceercrireniseee oo $ 0375
SEPLEMDBET 3 ...eoivo e $285/8
SePLEMDbET 28 ... $265/16
Fourth QUArer ... $ 0375
OCLODRI 4 ... oo $287/16
DECemMbEr 31 ......uooeeeeeceeeeeeeeeeeeeeoeeeoeeoooo %2278

FIrSt QUATTET.....vvvvooiviocceeeciceset e osso $ 0375

JANUALY 16..onieoiiec e $25
MaTCR 31 $2815/16
S€CoNd QUANET ........ooeoeeoec e $ 0375

MAY 20...cetiesiioririsnssreeee s asisescsee e eereseees e $275/16

Third QUATTET «......ouovevveeeeeeeee e $ 0375
AUGUSE 7ot $265/8

Fourth QUArter ................cccoummimmreeeeeeeeeeeeeee oo $§ 0375

OCHODET 12 ..ot $297/16
NOVEIMDET 16 ...t $333/8

The closing market price of Reliant Energy’s common stock on December 31, 1999 was $22 7/8 per share.
Future dividends will be subject to determination based upon the results of operations and financial condition of

the Company, the Company’s future business prospects, any applicable contractual restrictions and such other factors
as the Company’s Board of Directors considers relevant.
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Item 6. Selected Financial Data of the Company.

The following table sets forth selected financial data with respect to the Company’s consolidated financial condition
and results of consolidated operations and should be read in conjunction with the Company’s Consolidated Financial
Statements and the related notes in Item 8 of this Form 10-K. In July 1995, the Company sold its former cable television
subsidiary, the operations of which were accounted for as discontinued operations. The selected financial data includes
the financial statement effect of UNA and Resources since the October 1999 acquisition and August 1997 acquisition,
respectively. Both acquisitions were accounted for under the purchase method. See Note 2 to the Company’s
Consolidated Financial Statements for additional information regarding these acquisitions.

Yeaf Ended December 31,

1999

1998 1997 1996

1995

REVEIIUES .eoviveeerieeterisnessieserenesienesssssanansssnesesssssoses $ 15,302,810

(thousands of dollars, except per share amounts)
$ 11488464 $ 6878225 $§ 4,095277

$ 3,729,271

Income (loss) from continuing operations
before extraordinary item and preferred

dividends (1)(2)(3) eeovecrmmreemmrrrinesnseenciseiniinns $ 1,665,731 $ (141,092) § 421,110 § 404944  § 397,400
Gain on sale of cable television subsidiary .............. 708,124
Extraordinary item, net of tax (4) .......cocovvevevnccnnns 183,261
Preferred dividends.......cccooeveiviveniniieininieeeee 389 390 162
Net income (loss) attributable to common

stockholders (D(2)(3) covvevninivirmenineeesceenes $ 1482081 § (141482 § 420,948 § 404944 $ 1,105,524
Basic earnings (loss) per common share:

Continuing operations before

extraordinary item (1)(2)(3)..cvviiiconrirenniiiecnens $ 584 (50) 3 166 § 166 % 1.60
Gain on sale of cable television subsidiary .. 2.86
Extraordinary item, net of tax (4).........ccoovveeiirenne (.64)
Basic earnings (loss) per common share (1)2)(3).... $ 520 (50) 3 1.66 $ 1.66 $ 4.46
Diluted earnings (loss) per common share:
Continuing operations before extraordinary
e (1H2)(3) coevevereemmrmrrrrnmrsssssesssisnsesseseseasanss $ 582 § 50 $ 166 $ 166 % 1.60

Gain on sale of cable television subsidiary ........... 2.86

Extraordinary item, net of tax (4) ..o (.64)

Diluted earnings (loss) per common share(1)(2)(3).. $ 5.18 3 (50) $ 1.66 $ 1.66 $ 4.46
Cash dividends declared per common share............. $ 1.50 § 1.50 3 1.50 $ 1.50 3 1.50
Dividend payout ratio from continuing

operations (1)(2)(3)....coerrerrmmemurcnmemseiecinenccniinens 26% 96% 89% 94%
Return on average common equity (1)(2)3)(4) ....... 30.8% (3.1%) 9.7% 10.2% 29.5%
Ratio of earnings from continuing operations to

fixed charges (1)(2)B)(5) ccoemvverrmmremmeiecreinerecsniens 5.28 2.40 2.75 2.70
At year-end:

Book value per common share ... 3 1870  $ 15.16 3 17.28 $ 16.41 3 16.61

Market price per common Share ..........co.... . 8 2288 & 3206 % 2675 % 2263 $ . 24.25

Market price as a percent of book value 122% 211% 155% 138% 146%

TOLAl ASSELS ....veerreiecerreeecesereeneensssensssenserssanseneas $ 26,220,936  $ 19,138,522 $ 18445606 § 12,287,857 $ 11,819,606

Long-term debt obligations, including current

MARULIIES ..cvcvvireeerrernerceemerrassserssennsesssnessanacae $ 9343446 $ 7,198,202 $ 5469184 $ 3254413 § 3,602,173

Trust preferred SECUTies .. ..ooceemiiiiiinniiinnieens $ 705,272 $ 342,232 $ 362,172

Cumulative preferred Stock .......oooveriremecniicincnnans $ 9,740 9,740 § 9,740 % 135179  § 402,400

Capitalization:

Common SLOCK EQUILY ....cccovrirmerimiinrmerirrnreenee 34% 36% 46% 53% 50%
Cumulative preferred stock 2% 5%
Trust preferred securities ... 5% 3% 3%
Long-term debt (including current maturities) .. 61% 61% 51% 45% 45%
Cash consideration for purchase of UNA, net.......... $ 832,742
Purchase of Resources, net of cash acquired............ $ 1,422,672
Other business acquisitions . ¥ 38,426
Non-rate regulated electric power plants $ 188,832 $ 292,398
Investments and advances to unconsolidated

SUDSIAIATIES ....veevvseereereeereceenesstanener st $ 116,076 § 445,042 $ 234852 § 495379 § 49,835

Capital eXpenditures.......ocovereesionrneenrincnsivimsnninnanns $ 1,179466 $ 743,455 $ 328,724 $ 324,075 $ 397,79
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(1) Includes a non-cash, unrealized accounting loss of $409 million, $764 million and $79 million (after-tax), or $1.44,
$2.69 and $0.31 earnings per share, on indexed debt securities in 1999, 1998 and 1997, respectively. For additional
information on the indexed debt securities, see Note 8 to the Company’s Consolidated Financial Statements.

(2) Includes a non-cash, unrealized accounting gain on the Company’s investment in Time Warner common stock of
$1.575 billion (after-tax), or $5.53 basic earnings per share, in 1999. For additional information on the investment
in Time Warner common stock, see Note 8 to the Company’s Consolidated Financial Statements.

(3) Includes a $102 (after-tax) million loss due to the devaluation of the Brazilian real in 1999, or $0.36 per share. For
additional information on the effect of the devaluation of the Brazilian real on the Company, see Note 7 to the
Company’s Consolidated Financial Statements.

(4) The extraordinary item is a loss related to an accounting impairment of certain generation related regulatory assets
of Electric Operations. For additional information, see Note 3 to the Company’s Consolidated Financial Statements.

(5) Fixed charges exceed earnings by $185 million in 1998,
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations of the
Company.

The following discussion and analysis should be read in combination with the consolidated financial statements and
notes of Reliant Energy, Incorporated (Reliant Energy) and its subsidiaries (collectively, the Company) contained in
Item 8 of this Form 10-K.

Reliant Energy, Incorporated

The Company is a diversified international energy services company that provides energy and energy services in
North America, Western Europe and Latin America. It operates one of the nation’s largest electric utilities in terms of
kilowatt-hour (KWH) sales, and its three natural gas distribution divisions together form the nation’s third largest natural
gas distribution operation in terms of customers served. The Company invests in international and domestic electric
utility privatizations, gas distribution projects and the development of non-rate regulated power generation projects. The
Company is also an interstate natural gas pipeline, providing gas transportation, supply, gathering and storage, and also
engages in wholesale energy marketing and trading.

The Company’s financial reporting segments include: Electric Operations, Natural Gas Distribution, Interstate
Pipelines, Wholesale Energy, Reliant Energy Europe, Reliant Energy Latin America and Corporate. For segment
reporting information, see Notes 1(a) and 18 to the Company’s Consolidated Financial Statements. For a description
of the segments, see Note 1(a) to the Company’s Consolidated Financial Statements and “Business” in Item 1 of this
Form 10-K.

During 1999, the Company completed the first two phases of its acquisition of N.V. UNA (UNA), a Dutch power
generation company. The Company acquired 40% and 12% of UNA’s capital stock on October 7, 1999 and December
1, 1999, respectively. On March 1, 2000, the Company purchased the remaining 48% of the shares of UNA. The total
purchase price of the acquisition was approximately $2.4 billion (based on an exchange rate of 2.0565 NLG per U.S.
dollar as of October 7, 1999), which includes a $426 million promissory note to UNA. The acquisition was accounted
for as a purchase. Effective October 1, 1999, the Company recorded 100% of the operating results of UNA. For
additional information about this acquisition, including the Company’s accounting treatment of the acquisition, see Note
2 to the Company’s Consolidated Financial Statements.

In August 1997, the Company acquired Reliant Energy Resources Corp. (Resources Corp.) and its subsidiaries
(collectively, Resources), a natural gas gathering, transmission, marketing and distribution company that conducted
business under the name “NorAm Energy Corp.” prior to February 1999. The acquisition was accounted for as a
purchase; accordingly, the Company’s results of operations include the results of operations of Resources only for the
period after the acquisition date.

To enhance comparability between reporting periods, certain information in this Form 10-K is presented on a pro
forma basis and reflects the acquisition of Resources as if it had occurred at the beginning of 1997 and the acquisition
of UNA as if it had occurred at the beginning of 1999 and 1998. Pro forma purchase-related adjustments for these
acquisitions include amortization of goodwill and the allocation of the fair value of certain assets and liabilities. In
addition, pro forma adjustments have been made to reflect UNA’s operating results in accordance with U.S. generally
accepted accounting principles. The pro forma results of operations are not necessarily indicative of the combined
results of operations that would have occurred had the acquisitions occurred on such dates.

All dollar amounts in the tables that follow are in millions, except for per share data.
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Consolidated Results of Operations

Actual
Twelve Months Ended December 31,
1999 1998 1997

REVEIUES ..ottt ettt en e et s e erans $ 15303 § 11,488 $ 6,878
Operating EXPenses .......cccooemiuiieverereiieeteeseeeeeeeeeees s seeans (14,062) (10,022) (5,823)
Operating INCOME .......cocovmiriririiriere e sl ser s sssienas 1,241 1,466 1,055
Dividend INCOME .......ccocnivivimmminreeee e e e 26 41 41
Interest Expense and Other Charges............oceeeeeveeeverereeeeveennnnn. (563) . (539). (424)
Unrealized Gain on Time Warner Investment...........covvnnn.n. 2,452
_Unrealized Loss on Indexed Debt Securities............occovreneen.n. (630) (1,176). : (121)
Income Tax (Expense) Benefit...........cc.oovieeeccenreeereeeeennns (899) 30 (206)
Extraordinary Item, Net 0f TaX ........cc..ooevuiverriuerecenecrsererecernn, (183) ‘ _

Other INCOME — NEL ....c.oveimicirirrereereree e seenee e enees 38 37 76
Net Income (Loss) Attributable to Common Stockholders ....... $ 1,482 § (141) $ 421
Basic Earnings (Loss) Per Share...........c.ccocoveeviicveeeverireesnn, $ 520 $ (0.50) $ 1.66
Diluted Earnings (Loss) Per Share...........ccccocoevvveerieeeveeeeeennanae $ 518§ (0.50) $ 1.66

Pro Forma
Twelve Months Ended December 31,
1999 1998 1997

REVEIUES ...ttt ettt et s er e enns $ 15,784 § 12,320 $ 10,191
Operating EXPENSES ...cvvvevveveermiiresiveesesesceee s eeesessesssessessans (14,436) (10,681) (8,985)
Operating INCOME .....ocuvveiiieeieceeesee et eve e ee e 1,348 1,639 1,206
Dividend INCOME ......c.ccceuerererirmenrnreree et ses e 26 41 41
Interest Expense and Other Charges...........o.oocoeeeecreccnrnrennnennnnn. (640) (647) (533)
Unrealized Gain on Time Warner Investment..........cooveueen....... 2,452

Unrealized Loss on Indexed Debt Securities...........ccccoeear.n..... (630) (1,176) (121
Income Tax (Expense) Benefit ........ccooovivieeviveecininieeiiveerene. (904) 24 232)
Extraordinary Item, Net 0of TaX ........ccccocvurverimnreiereeieecenennas (183)

Other INCOME — NEL ......ucvverererieireeeeceeeesiaeeeesereseeeressesesesesnes 56 58 76
Net Income (Loss) Attributable to Common Stockholders ....... $ 1,525  § 61) $ 437
Basic Earnings (Loss) Per Share............cccovevveeviiriieeeeeeeeenn. $ 535  §$ 0.21) $ 1.55
Diluted Eamnings (Loss) Per Share............oocovveeeeeviveeeeeeen. $ 533 § 021) $ 1.55

1999 (Actual) Compared to 1998 (Actual). The Company reported consolidated earnings in 1999 of $1.482 billion
($5.20 per basic share) compared to a consolidated net loss of $141 million ($0.50 per share) for 1998. The amount for
1999 reflects a $1.575 billion (after-tax) non-cash, unrealized accounting gain on the Company’s investment in Time
Warner (TW) common stock (TW Common); a $409 million (after-tax) non-cash, unrealized accounting loss on
indexed debt securities; a $102 million (after-tax) loss resulting from the effect of the devaluation of the Brazilian real
on equity earnings of the Company’s Brazilian investments; and a $183 million (after-tax) extraordinary loss relating
to an accounting impairment of certain generation related regulatory assets of Electric Operations. The reported loss
for 1998 includes a $764 million (after-tax) non-cash, unrealized accounting loss on indexed debt securities. For
information regarding the Company’s investment in TW Common and Reliant Energy’s indexed debt securities, see
Note 8 to the Company’s Consolidated Financial Statements. For information regarding the $183 million extraordinary
loss, see “— Certain Factors Affecting Future Earnings of the Company — Competition and Restructuring of the Texas
Electric Utility Industry” and Note 3 to the Company’s Consolidated Financial Statements.

After adjusting for unusual and other charges (as described above) in both years, net income for 1999 would have
been $601 million ($2.11 per share) compared to $623 million ($2.19 per share) for 1998. The $22 million decrease
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was primarily due to an $80 million, or $0.28 per share, gain on the sale of an Argentine electric distribution system in
1998 and lower earnings in 1999 for the Natural Gas Distribution, Interstate Pipelines and Wholesale Energy segments.
These decreases were partially offset by higher earnings in the Reliant Energy Latin America segment (after adjusting
for the loss due to the devaluation of the Brazilian real) and earnings of Reliant Energy Europe which acquired UNA
in the fourth quarter of 1999 (see Note 2 to the Company’s Consolidated Financial Statements).

1999 (Pro Forma) Compared to 1998 (Pro Forma). Consolidated pro forma earnings in 1999 were $1.525 billion
($5.35 per basic share) compared to a consolidated pro forma net Joss of $61 million ($0.21 per share) for 1998. After
adjusting for unusual and other charges (as described above) in both years, pro forma net income for 1999 would have
been $644 million ($2.26 per share) compared to $703 million ($2.48 per share) for 1998. The decrease in the 1999
period can be attributed to the same factors discussed above and a decline in pro forma operating income of Reliant
Energy Europe.

1998 (Actual) Compared to 1997 (Actual). The Company reported a consolidated net loss for 1998 of $141 million
(80.50 per share) compared to consolidated net income of $421 million ($1.66 per share) in 1997. The 1998
consolidated net loss resulted from the accounting treatment of Reliant Energy’s indexed debt securities, one series of
which was issued in July 1997. The Company recorded a non-cash, unrealized accounting loss (after-tax) of $764
million on such series of indexed debt securities in 1998. In 1997, the Company recorded a non-cash, unrealized
accounting loss (after-tax) of $79 million on such series of indexed debt securities, which was partially offset by $37
million of non-recurring interest income related to a refund of federal income taxes in 1997. For a discussion of Reliant
Energy’s indexed debt securities, see Note 8 to the Company’s Consolidated Financial Statements.

After adjusting for unusual and other charges (as described above) in both years, net income for 1998 would have
been $623 million ($2.19 per share) compared to $463 million ($1.83 per share) in 1997. The $160 million increase
in adjusted net income for 1998 compared to 1997 was due to improved results from Interstate Pipelines, Wholesale
Energy and Reliant Energy Latin America segments. Net income for 1998 included an $80 million, or $0.28 per share,
gain on the sale of an investment in an electric distribution system in Argentina. Also contributing to the increase were
earnings from the businesses acquired in the acquisition of Resources. These effects were partially offset by additional
depreciation of regulated power generation assets in compliance with Reliant Energy HL&P’s rate of return cap, as
described below, and increased interest expense primarily related to the acquisition of Resources.

1998 (Pro Forma) Compared to 1997 (Pro Forma). The consolidated pro forma net loss for 1998 was $61 million
($0.21 per share) compared to consolidated pro forma net income of $437 million ($1.55 per share) in 1997. After
adjusting for unusual and other charges (as described above) in both years, pro forma net income for 1998 would have
been $703 million ($2.48 per share) compared to $479 million ($1.70 per share) in 1997. This increase in adjusted pro
forma net income for 1998 compared to 1997 was primarily due to the same factors discussed above and $80 million
of pro forma net income of UNA in 1998.

Interest Expense and Other Charges. In 1999, 1998 and 1997, interest expense and other charges were $563
million, $539 million and $424 million, respectively. Increased interest expense and other charges in 1999 compared
to 1998 was primarily due to higher levels of short-term borrowings, long-term debt and trust preferred securities. These
increases were associated in part with the acquisition of shares of UNA in the fourth quarter of 1999, the Company’s
additional investment in TW Common in 1999, other acquisitions of businesses and capital expenditures. The increase
in 1999 was partially offset by a decrease in the average interest rate for long-term debt. The increase in 1998 from 1997
was primarily attributable to the acquisition of Resources in August 1997 and the acquisitions of non-rate regulated
electric power plants and equity investments in Latin America in 1998.

Income Tax Expense. The effective tax rate for 1999, 1998, and 1997 was 35.1%, 17.7%, and 32.8%, respectively.
After adjusting for the following unusual and other charges: unrealized accounting gain on the investment in TW
Common, unrealized accounting loss on indexed debt securities, loss due to the devaluation of the Brazilian real, and
non-recurring interest income related to a refund of federal income taxes in 1997, the adjusted effective tax rate for
1999, 1998, and 1997 was 33.0%, 37.9% and 33.1%, respectively. The decrease in effective tax rate in 1999 compared
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to 1998 was primarily due to the discontinuance of SFAS No. 71, “Accounting for the Effects of Certain Types of
Regulation” (SFAS No. 71), for the generation operations of Electric Operations. For information regarding the
discontinuance of SFAS No. 71 to the generation operations of Electric Operations, see Note 3 to the Company’s
Consolidated Financial Statements. The increase in effective tax rate in 1998 from 1997 was primarily due to non-
deductible goodwill resulting from the acquisition of Resources in August 1997.

Results of Operations by Business Segment

All business segment data (other than data relating to Electric Operations) is presented on a pro forma basis and
reflects the acquisition of Resources as if it had occurred at the beginning of 1997 and the acquisition of UNA as if it
had occurred at the beginning of 1999 and 1998.

The following table presents operating income on an actual basis and a pro forma basis for the years ended
December 31, 1999, 1998 and 1997 (in millions). Certain amounts from the previous years have been reclassified to

conform to the 1999 presentation of the financial statements. Such reclassifications do not affect consolidated earnings.

Operating Income (Loss) by Business Segment

Actual Pro Forma
Year Ended December 31, . Year Ended December 31,
1999 1998 1997 1999 1998 1997

Electric Operations .................. $ 981 $ 1,002 § 985 § 981 $ 1,002 § 985
Natural Gas Distribution.......... 125 145 57 125 145 156
Interstate Pipelines................... 113 128 32 113 128 99
Wholesale Energy........c........... 45 59 1 45 59 (15)
Reliant Energy Europe............. 32 139 173

Reliant Energy Latin America. (23) 182 20 (23) 182 17
Corporate ........coceeeueeeceevenrerenene (32) (50) (40) (32) (50) (36)
Total Consolidated................... $ 1,241 $ 1466 $ 1,055 $ 1,348 $ 1639 § 1,206

Electric Operations

Electric Operations conducts operations under the name “Reliant Energy HL&P,” an unincorporated division of
Reliant Energy. Electric Operations generates, purchases, transmits and distributes electricity to approximately 1.7
million customers in a 5,000 square mile area on the Texas Gulf Coast, including Houston, Texas, the nation’s fourth
largest city.

In June 1999, the Texas legislature adopted the Texas Electric Choice Plan (Legislation) that substantially amends
the regulatory structure governing electric utilities in Texas in order to allow retail competition beginning on January
1,2002. Prior to adoption of the Legislation, Electric Operations’ earnings were capped at an agreed overall rate of
return formula on a calendar year basis as part of the transition to competition plan (Transition Plan) approved by the
Public Utility Commission of Texas (Texas Utility Commission) effective January 1, 1998. As a result of the Transition
Plan, any earnings prior to the Legislation above the maximum allowed return cap on invested capital were offset by
additional depreciation of Electric Operations’ electric generation assets. The Transition Plan also approved the
implementation of base rate credits to residential customers of 4% in 1998 and an additional 2% in 1999. Commercial
customers whose monthly billing is 1000 kva or less received base rate credits of 2% in 1998 and 1999. For more
information regarding the Transition Plan, see Notes 1(g) and 4 to the Company’s Consolidated Financial Statements.
For more information regarding the Legislation, see Note 3 to the Company’s Consolidated Financial Statements.
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The following table provides summary data regarding the actual results of operations of Electric Operations for
1999, 1998 and 1997 (in millions): '

Year Ended December 31,

1999 1998 1997

Operating Revenues: ,
Base Revenues(1)...cooreverneerneearanaceneneeacnene e eerereeeserisabetatenesternenras $ 2968 $ 2969 § 2,839
Reconcilable Fuel Revenues(2).....ccccoverimveneecrirenriinieesensiesinsnorsassens 1,515 1,381 1,413
Total Operating REVENUES .......c.oorvieeirieinieininreniis et 4,483 4,350 4,252

Operating Expenses:

Fuel and Purchased POWET ......coviveciiriceieenneercsiecrsenecrtessssarersrassnnnenss 1,569 1,455 1,477
Operation and Maintenance .........cceeerreeninnnirsmssssnaresiesenisosessessenss 916 890 885
Depreciation and AmOrtization EXPENSe............cowwuuerisesssssssrssnessssces 667 663 582
Other Operating EXPENSES...c.couiuinieriimeeimisietiiteieteeiesreiseraresenanentssosaes 350 340 323
Total Operating EXPENSes......ocvuvuerereererireminssiessnnnssisisssesessasssracans 3,502 3,348 3,267
- Operating INCOME .......vurvuerrvesrmsseeessseseisseresssenesetnississsesssssssisissasssesssinsns $ 981 $§ 1,002 § 985

(1) Includes miscellaneous revenues, certain non-reconcilable fuel revenues and certain purchased power-related
revenues.

(2) Includes revenues collected through a fixed fuel factor and surcharges net of adjustments for over/under recovery
of fuel. See “— Operating Revenues — Electric Operations.”

Operating Income — Electric Operations

1999 Compared to 1998. Electric Operations’ operating income for the year ended December 31, 1999 was $981
million compared to $1,002 million for the same period in 1998. The $21 million decrease was primarily due to the
effects of milder weather and additional base rate credits provided under the Transition Plan partially offset by continued
strong customer growth.

1998 Compared to 1997. Electric Operations’ 1998 operating income was $1,002 million compared to $985 million
the previous year. The increase of $17 million in operating income was due to higher revenues from the unusually hot
weather in 1998 and customer growth partially offset by base rate credits provided under the Transition Plan.

Operating Revenues — Electric Operations

1999 Compared to 1998. Electric Operations” base revenues were $2,968 million for 1999, a decrease of $1 million
from 1998. The effects of milder weather in 1999 as compared to 1998 and additional base rate credits in 1999 were
offset by continued strong customer growth and increased usage per customer. Total KWH sales were consistent
between the two periods.

Electric Operations’ 10% increase in reconcilable fuel revenue in 1999 resuited primarily from increased natural
gas prices. 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 such factor are adjusted monthly to equal
expenses; therefore, such revenues and expenses have no effect on earnings unless fuel costs are determined not to be
recoverable. The adjusted over/under recovery of fuel costs is recorded on the Company’s Consolidated Balance Sheets
as deferred credits or regulatory assets, respectively. Electric Operations filed a fuel reconciliation proceeding with the
Texas Utility Commission on January 30, 1998 covering $3.5 billion of fuel costs for the three year period ending July
31, 1997. In December 1998, the Texas Utility Commission issued a final order that allowed Electric Operations to
recover eligible fuel costs for the three-year period ending July 31, 1997, with some exceptions including a disallowance
of $12 million in fuel expense relating to the three-year period ending July 31, 1997.
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1998 Compared to 1997. Electric Operations’ $130 million increase in 1998 base revenues over 1997 was primarily
the result of unusually hot weather and the impact of customer growth, net of base rate credits implemented under the
Transition Plan. In 1998, Electric Operations implemented a base rate credit which reduced revenues by $74 million.
Growth in usage and number of customers contributed an additional $48 million in base revenues in 1998.

Electric Operations’ 2% decrease in reconcilable fuel revenue in 1998 resulted primarily from decreased natural
gas prices. The decrease in natural gas prices, however, was largely offset by increased KWH sales resulting from hotter
weather in 1998.

Fuel and Purchased Power Expense — Electric Operations

Fuel costs constitute the single largest expense for Electric Operations. The mix of fuel sources for generation of
electricity is determined primarily by system load and the unit cost of fuel consumed. The average cost of fuel used by
Electric Operations in 1999 was $1.87 per million British Thermal Units (MMBtu) ($2.47 for natural gas, $1.76 for coal,
$1.42 for lignite, and $0.44 for nuclear). The average cost of fuel used by Electric Operations in 1998 was $1.70 per
MMBtu ($2.18 for natural gas, $1.78 for coal, $1.19 for lignite, and $0.48 for nuclear). The average cost of fuel used
by Electric Operations in 1997 was $1.87 per MMBtu ($2.60 for natural gas, $2.02 for coal, $1.08 for lignite and $0.54
for nuclear).

1999 Compared to 1998. Fuel and purchased power expenses in 1999 increased by $114 million or 8% over 1998
expenses. The increase is a result of higher costs for natural gas and higher reconcilable cost per unit of lignite. The
increase resulting from higher unit cost of fuel was partially offset by a $12 million charge to non-reconcilable fuel in
1998 as discussed above.

1998 Compared to 1997. Fuel and purchased power expenses in 1998 decreased by $22 million or 1% below 1997
expenses. The decrease was driven by a decrease in the average unit cost of natural gas.

Operation and Maintenance Expenses, Depreciation, Amortization and Other — Electric Operations

1999 Compared to 1998. Operation, maintenance and other operating expenses increased $36 million in 1999,
including $38 million due to transmission tariffs within ERCOT. A portion of these transmission expenses were offset
by an increase of $28 million in transmission tariff revenue. State franchise taxes increased $13 million in 1999
compared to 1998.

1998 Compared to 1997. Operation, maintenance and other operating expenses increased $22 million in 1998
compared to 1997, including $9 million due to transmission tariffs within ERCOT. These transmission expenses were
largely offset by an increase of $7 million in transmission tariff revenue. Franchise fees paid to cities increased $11
million due to increased sales in 1998.

In 1998, the Company recorded additional depreciation expense for Electric Operations of $194 million, which is
$144 million more than recorded during 1997, as provided by the Transition Plan. The comparative increase was
mitigated because amortization of the investment in lignite reserves associated with a canceled generation project was
$62 million lower in 1998 than in 1997. For information regarding the depreciation and amortization expense of Electric
Operations recorded in 1999 and 1998 pursuant to the Legislation and Transition Plan, see Notes 1(d), 1(g), 3 and 4 to
the Company’s Consolidated Financial Statements.
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Natural Gas Distribution

Natural Gas Distribution conducts operations through three divisions of Resources Corp., Reliant Energy Arkla,
Reliant Energy Entex and Reliant Energy Minnegasco. Natural Gas Distribution’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.

The Company has retained a financial advisor to assist it in evaluating strategic alternatives for Reliant Energy
Arkla and Reliant Energy Minnegasco, including divestiture.

The following table provides summary data regarding the actual results of operations of Natural Gas Distribution
for 1999 and 1998 and unaudited pro forma results of operations for 1997 (in millions):

Actual Pro Forma
Year Ended Year Ended
December 31, December 31,
1999 1998 . 1997
Operating Revenues:
Base REVENUES ......uoeevemivieiienereseseeeeeseneseireestassrssessssssesasssssnsesasnanse $ 802 § 845  § 874
Recovered Gas REVENUES......cccciireieecreercnnierninsierssnresisssssssecssaessases : 1,095 1,034 1,388
Total Operating REVENUES ..........coovivieivnniiinineeneemeciniiinnns 1,897 1,879 2,262
Operating Expenses:
NAMULAL GAS vveeirereierrerceintereceeeesnieeesaserersnesosresrsnsrsssensanssaesessnesinesssanes : 1,102 + 1,085 1,440
Operation and Maintenance ............ ettt erasr s st setacee 453 426 439
Depreciation and Amortization..........coorevneerccnnineionsciins 132 131 125
Other Operating EXPEISES .....c.ccocovirressesrersisescniisesinmanmrasrnanisissneins 85 - 92 102
Total Operating EXPEnses .......c.cveveeeieerenveereennes eeerereeene e aneereeae 1,772 1,734 - 2,106
Operating INCOME ......cuvreririmmieasrsiesaseiaseinesiesceenssieissnasias SO $ 125§ 145 $ 156
Throughput Data (in billion cubic feet (BCF)): a
Residential and Commercial Sales.......cooooiiiiiiiiininiieenneccnne 287 286 326
INAUSIEIAL SALES .....vevevereieireereereeeiereemeeerteb et eaten s s asstssestes e nenebnins ‘ 56 56 59
TIANSPOITALION .......vvvrcrcarrcnriesiraies ettt 46 44 42
Total TRIOUZNPUL «.....ceoeicrrmireiirenie st 389 386 427

1999 (Actual) Compared to 1998 (Actual). Natural Gas Distribution’s operating income was $125 million in 1999
compared to $145 million in 1998. The $20 million decrease was primarily attributable to an increase in operating
expenses, in particular employee benefits, and costs associated with the implementation of an enterprise wide
information system.

The $18 million or 1% increase in 1999 operating revenues compared to 1998 is primarily due to an increase in the
price of purchased gas. Mild weather in 1999 continued to negatively impact the demand for natural gas heating.

1998 (Actual) Compared to 1997 (Pro Forma). Operating income was $145 million in 1998 compared to pro forma
operating income of $156 million in 1997. The $11 million decrease reflects the lower demand for natural gas heating
that resulted from milder weather in 1998. The negative impact of weather was partially offset by (i) the favorable
impact of purchased gas adjustments during this period on Reliant Energy Arkla’s operating income, (ii) lower operating
expenses and (iii) increased revenue resulting from Reliant Energy Minnegasco’s performance based rate plan.

The $383 million decfease in 1998 actual operating revenues compared to 1997 pro forma operating revenues is

primarily attributable to a decrease in the price of purchased gas and decreased sales volume primarily due to milder
weather in 1998. :
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Interstate Pipelines

Interstate Pipelines provides interstate gas transportation and related services through two wholly owned
subsidiaries of Resources Corp., Reliant Energy Gas Transmission Company (REGT) and Mississippi River
Transmission Corporation (MRT). ' '

The Company has retained a financial advisor to assist it in evaluating strategic alternatives for Interstate Pipelines,
including divestiture. ‘

The following table provides summary data regarding the actual results of operations of Interstate Pipelines for
1999 and 1998 and unaudited pro forma results of operations for 1997 (in millions):

Actual Pro Forma
Year Ended Year Ended
December 31, December 31,
1999 1998 1997
Operating REVENUES.........c.coverreecirrinrnreterece e $ 275 $ 282 8 295
Operating Expenses:
NAUTAL GAS ..vovissieereeiecree e et eese s s e s 27 32 ‘ 51
Operation and Maintenance ...............o.ceeevveeeeieronecneccrcressensennnnnns 71 64 82
Depreciation and AmMOrtization..............ceeueeevuevevierevoriossieennennseanns 49 44 48
Other Operating EXPEnSes .........cccouveuerivereerreeceieeniseeseeseeeesesesssesnn, 15 14 15
Total Operating EXPEnSes «.......cocoecuerererieisiesieeeeeeerereressssessesns 162 154 196
Operating INCOME ..........oueuiiveermriririeceese et ese e ees $ 113 $ 128 5 99
Throughput Data (in BCF): _
Natural Gas Sales...........cvvccreretinmniiiienireeei e eres e .15 16 18
TranSPOItAtION. ........e.vviririeceeccrctetrnisis ettt ter e ne 836 825 911
EHMINAtion(1).........cviueericenenininnresessieeeesceese e eesees s s (14) (15) a7
Total Throughput...........ccccoceevmeiirnnrerieeeecscee e 837 826 912

(1) Elimination of volumes both transported and sold.

1999 (Actual) Compared to 1998 (Actual). Interstate Pipelines’ operating income for 1999 was $113 million
compared to $128 million for 1998. The $15 million decrease was due primarily to the settlement of a dispute related
to certain gas purchase contracts that resulted in the recognition of $6 million of revenues in 1998, a reduction in
depreciation and amortization in 1998 of $5 million related to a rate case settlement and an increase in operating
expenses in 1999, primarily employee benefit expenses. . :

Operating revenue for Interstate Pipelines decreased by $7 million in 1999 compared to 1998. The decrease was
primarily attributable to the settlement of outstanding gas purchase contract litigation in 1998 as discussed above.
Natural gas expense decreased $5 million in 1999 compared to 1998 primarily due to expiration of gas supply contracts.
Operation and maintenance expense increased $7 million in 1999 as compared to 1998 primarily due to increases in
employee benefit expenses. Depreciation and amortization expense increased $5 million in 1999 due to a rate settlement
recorded in 1998 as discussed above. The rate settlement, effective January 1998, provided for a $5 million reduction
in MRT’s depreciation rates retroactive to July 1996. :

1998 (Actual) Compared to 1997 (Pro Forma). Interstate Pipelines’ operating income for 1998 was $128 million
compared to $99 million for 1997 on a pro forma basis. The $29 million increase in operating income for 1998 is
primarily due to $11 million of pre-tax, non-recurring items recorded in 1998 for favorable litigation and rate case
settlements as discussed above. The increase in operating income also reflects improved operating margins and
reductions in operating expenses. The increase in operating income for 1998 was partially offset by $7 million of non-
recurring transportation revenues recorded in the first quarter of 1997, as discussed below.
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Operating revenues for Interstate Pipelines decreased by $13 million in 1998 compared to pro forma 1997 revenues.
The decrease in revenues is due in part to $7 million of non-recurring transportation revenues recognized in the first
quarter of 1997. These revenues were recognized following a settlement with Reliant Energy Arkla related to
transportation service. The settlement with Reliant Energy Arkla resulted in reduced transportation rates which also
reduced revenues for 1998. Lower spot prices in 1998 and reduced sales volumes also contributed to the reduction in
operating revenues. These decreases were partially offset by the settlement of outstanding gas purchase contract
litigation, which resulted in the recognition of approximately $6 million of revenues in 1998 as discussed above. The
9% decline in total throughput reflected the impact of unseasonably warm winter weather.

Interstate Pipelines’ 1998 operating expenses declined $42 million in comparison to 1997 pro forma operating
expenses. Contributing to the decrease were the MRT rate settlement in 1998, the impact of cost control initiatives and
reduced pension and benefit expenses.

Natural gas expense decreased $19 million in 1998 compared to pro forma natural gas expense in 1997 primarily
due to lower gas sales volumes and lower prices for purchased gas. Operation and maintenance expense decreased $18
million in 1998 in comparison to pro forma operation and maintenance expense for 1997. The decrease was primarily
due to the impact of cost control initiatives, reduced pension and benefit expenses and decreased maintenance due to
milder weather in the first quarter of 1998. Depreciation expense decreased $4 million in 1998 compared to pro forma
depreciation expense in 1997 primarily due to a rate settlement recorded in 1998.

During 1999 and 1998, Interstate Pipelines’ largest unaffiliated customer was a natural gas utility that serves the
greater St. Louis metropolitan area in Illinois and Missouri. Revenues from this customer are generated pursuant to
several long-term firm storage and transportation agreements that currently are scheduled to expire at various dates
between October 2000 and May 2001. Interstate Pipelines is currently negotiating with the natural gas utility to renew
these agreements. If such contracts are not renewed, the results of operations of Interstate Pipelines could be adversely
affected.

Wholesale Energy

Wholesale Energy conducts its operations through (i) Reliant Energy Power Generation, Inc. (collectively with its
subsidiaries, Power Generation), (ii) Reliant Energy Services, Inc. (Reliant Energy Services) and (iii) Reliant Energy
Field Services, Inc.

The Company has retained a financial advisor to assist it in evaluating strategic alternatives for Reliant Energy Field
Services, Inc., including divestiture.

Wholesale Energy includes the acquisition, development and operation of, and sales of capacity, energy and
ancillary services from domestic unregulated power generation facilities; wholesale energy trading, marketing and risk
management activities in North America; and domestic natural gas gathering activities. Power Generation acquires and
develops non-rate regulated power generation facilities. From March 1997 through December 31, 1999, the Company
invested approximately $611 million in the acquisition and development of domestic non-rate regulated power
generation projects. As of December 31, 1999, Power Generation had entered into commitments associated with various
domestic generation projects amounting to $324 million along with commitments to acquire various generating
equipment totaling $318 million for delivery from 2000 to 2001 that are to be used in future development projects. In
February 2000, Power Generation signed a definitive agreement to purchase from Sithe Energies, Inc. its non-rate
regulated power generating assets and sites located in Pennsylvania, New Jersey and Maryland having a net generating
capacity of more than 4,200 megawatts for an aggregate purchase price of $2.1 billion, subject to certain adjustments.
The acquisition is expected to close in the second quarter of 2000 and is subject to obtaining certain regulatory approvals
and satisfying other closing conditions. The Company expects that Power Generation will actively pursue the
acquisition of additional generation assets and the development of additional new non-rate regulated generation projects.
Depending on the timing and success of Power Generation’s future efforts, the Company believes that resulting
expenditures could be substantial.
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To minimize the Company’s risks associated with fluctuations in the price of natural gas and transportation, the
Company, primarily through Reliant Energy Services, enters into futures transactions, swaps and options in order to
hedge against market price changes affecting (i) certain commitments to buy, sell and move electric power, natural gas,
crude oil and refined products, (ii) existing natural gas storage and heating oil inventory, (iii) future power sales and
natural gas purchases by generation facilities, (iv) crude oil and refined products and (v) certain anticipated transactions,
some of which carry off-balance sheet risk. Reliant Energy Services also enters into commodity and weather derivatives
in its trading and price risk management activities. For a discussion of the Company’s accounting treatment of derivative
instruments, see Note 5 to the Company’s Consolidated Financial Statements and “Quantitative and Qualitative
Disclosures About Market Risk” in Item 7A of this Form 10-K.

The Company believes that energy trading, marketing and risk management activities complement its strategy of
developing and/or acquiring non-rate regulated generation assets in key markets. Reliant Energy Services purchases fuel
to supply Power Generation’s existing generation assets and sells electricity produced by these assets. As a result, the
Company has made, and expects to continue to make, significant investments in developing Reliant Energy Services’
infrastructure including software, trading and risk control resources.

The following table provides summary data regarding the actual results of operations of Wholesale Energy for 1999
and 1998 and unaudited pro forma results of operations for 1997 (in millions):

Actual Pro Forma
Year Ended Year Ended
December 31, December 31,
1999 1998 1997
Operating Revenues...........cou.ue...... rsenr s et sae e ser e rereraones $ 7,949 $ 4456 $ 3,042
Operating Expenses: ,
NAUFAL GAS ....oevviieeicieee ettt s s e 3,959 2,413 2,645
Purchased POWET ......c.cvueeuieuiiiiieeireieeeee e eee et sonn 3,729 1,829 313
Operation and Maintenance ...............ccceeeininivieerereneeseeeseeeenenn, 184 132 90
Depreciation and AMOItiZation ............c.ccoeeevevveerieoeeeeeresseeann. 26 18 7
Other Operating EXPENnSes .......ccoeuimerieerimiuinieeeieeereseeeesesssesossrans . 6 5 2
Total Operating EXPenses........coovuvviviviememoeeeeeeeiieeseesereresans 7,904 4,397 3,057
Operating INCOME .......c.overeruereierieserircee e e e e eee s $ 45 $ 59 $ (15)
Operations Data:
Natural Gas (in BCF):
SAIES vttt ettt 1,820 1,164 958
GARETING ..ot s s v s e an 270 237 242
TOMAL et 2,090 1,401 1,200
Electricity (in MMWH):

Wholesale POWEE SALES ........oooevivereeeereeereeseereeeesesesssesesseess oo 112.1 65.2 25.0

1999 (Actual) Compared to 1998 (Actual). Wholesale Energy reported operating income of $45 million compared
to $59 million for 1998. The $14 million decrease was due primarily to a decline in market prices for electricity in the
California market caused by milder than normal weather and increased hydroelectric generation sold into the California
market by competitors. This decline more than offset significant increases in operating income in the trading and
marketing operation of Wholesale Energy.

Operating revenues for Wholesale Energy were $7.9 billion in 1999, a 78% increase from 1998. The increase in

revenues was primarily due to increased trading volumes for power, gas and oil, as well as higher sales prices for these
same commodities. :
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Natural gas and purchased power expense increased $3.4 billion in 1999, an 81% increase from 1998. The increase
was primarily due to the corresponding increase in trading sales volumes. Trading and marketing margin percentages
remained consistent between the two periods. Operation and maintenance expenses in 1999 increased $52 million from
1998. The increase was primarily due to increased operating expenses for the California plants which were acquired in
May 1998, increased development costs, and higher levels of trading and marketing staffing to support the higher sales
and expanded marketing efforts. Depreciation and amortization in 1999 increased $8 million from 1998 due primarily

‘to a full year of depreciation for the California plants as well as additional assets placed into operation during 1999.

1998 (Actual) Compared to 1997 (Pro Forma). Wholesale Energy reported operating income of $59 million in
1998 compared to a pro forma loss of $15 million in 1997. This $74 million increase was due to improved operating
results of both non-rate regulated generating assets and trading and marketing activities. Capitalization of previously
expensed development costs related to successful project starts in Nevada, California and Texas also contributed to the
increase. These improved results were partially offset by increased operating expenses in the trading and marketing
operations, as discussed below. In 1997, operating income was negatively affected by hedging losses associated with
sales under peaking contracts and losses from the sale of unhedged natural gas held in storage in the first quarter of 1997
totaling $17 million. '

Operating revenues in 1998 increased $1.4 billion, a 46% increase from pro forma 1997 operating revenues, due
almost entirely to an increase in wholesale power sales. ‘ ‘

Operating expense in 1998 increased $1.3 billion, or 44% compared to pro forma operating expense for 1997
primarily due to $1.5 billion in increased power costs related to energy trading and marketing activities. Natural gas
expenses in 1998 decreased $232 million, or 9%, compared to pro forma 1997 due to the reduction in the price of natural
gas in 1998. Operation and maintenance expense increased $42 million, or 47%, in 1998 as compared to 1997 primarily
due to power plant acquisitions in California and costs associated with staffing increases in the trading and marketing
operation to support increased sales and marketing efforts. Also contributing to the increase was an increase in a credit
reserve due to increased counterparty credit and performance risk associated with higher prices and higher volatility in
the electric power market recorded in the second quarter of 1998. ‘

Reliant Energy Europe

The Company established its Reliant Energy Europe business segment in the fourth quarter of 1999. Reliant Energy
Europe owns, operates and sells power from generation facilities in the Netherlands and plans to participate in the
emerging wholesale energy trading and marketing industry in the Netherlands and other countries in Europe.

During 1999, the Company completed the first two phases of its acquisition of UNA, a Dutch power generation
company. The Company acquired 40% and 12% of UNA'’s capital stock on October 7, 1999 and December 1, 1999,
respectively. On March 1, 2000, the Company purchased the remaining 48% of the shares of UNA. The total purchase
price of the acquisition was approximately $2.4 billion (based on an exchange rate of 2.0565 NLG per U.S. dollar as
of October 7, 1999), which includes a $426 million promissory note to UNA. The Reliant Energy Europe segment
includes the operations of UNA and its subsidiaries and the operations of Reliant Energy Trading & Marketing B.V.
(Reliant Energy Marketing Europe), which operations commenced in the fourth quarter of 1999. For additional
information about this acquisition, including the Company’s accounting treatment of the acquisition, see Note 2 to the
Company’s Consolidated Financial Statements.
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The following table provides summary data for the unaudited pro forma results of operations of Reliant Energy
Europe for 1999 and 1998 (in millions):

Pro Forma
Year Ended
December 31,
1999 1998
Operating Revenues........................... st e e $ 634 § 832
Operating Expenses:
Fuel and Purchased POWET ..........c..ocoeuuuiuevveioeosereseeeeee oo 284 435
Operation and MaiBteNance ............oovvuuevuevveneeeneeessenemseneeesooee oo 126 136
Depreciation and AMOTtZAtioN .......c.owvurvuiveiorereseeeeeesees oo 85 88
Total Operating EXPenSes ...........vvurvueiveionroerereeseees oo eooeoeoeeooeoeseeeossooe 495 659
Operating INCOMIE ..........uvvoieoiec et e $ 139 3 173

1999 (Pro Forma) to 1998 (Pro Forma). For the year ended December 31, 1999, pro forma operating income was
$139 million compared to pro forma operating income of $173 million in 1998. The $34 million decrease in operating
income between periods was primarily due to reduced revenues resulting from lower regulated returns and recovery of
costs. Operating expenses in 1999 associated with the start-up costs of the European trading and marketing operations
also contributed to the decline.

Pro forma revenues declined in 1999 from 1998 due to lower regulated returns and recovery of costs and due to
the effects of milder weather and competition from cogeneration and increased import power from other countries,
which reduced the generation of electricity from UNA’s plants. Pro forma fuel expenses declined in 1999 from 1998
primarily due to reduced production of electricity, as discussed above. Operation and maintenance expenses decreased
due to cost control initiatives and lower ongoing maintenance expenses.

UNA, the other large Dutch generating companies and the Dutch distribution companies are currently operating
under various agreements which regulate, among other things, the rates UNA may charge for its generation output.
Under the Cooperative Agreement (OvS Agreement), UNA and the other generators agreed to sell their generating
output to a national production pool (SEP) and, in return, receive a standardized remuneration. The remuneration
includes fuel cost, capital cost and the cost of operations and maintenance expenses. UNA operates under the protocol
(Protocol) which is an agreement under which the generators agreed to provide capacity and energy to distributors for
a total payment of NLG 3.4 billion (approximately $1.6 billion U.S. dollars) over the period 1997 through 2000 plus
compensation of actual fuel costs. The OvS will expire substantially by the beginning of 2001. The Protocol, which
was entered into in order to facilitate the transition from a regulated energy market into an unregulated energy market,
will also expire substantially by the beginning of 2001.

Beginning 2001, UNA will begin operating in a deregulated market. Based on current estimates, Reliant Energy
anticipates that UNA will undergo a significant decline in revenues in 2001 attributable to the deregulation of the
market. Another factor that will affect the operating results of Reliant Energy Europe is the imposition in 2002 of
standard Dutch corporate tax rates of 35% on UNA. In 1999 and prior years, UNA was not subject to a corporate
income tax. ‘

For additional information on these and certain other factors that may affect the future results of operations of

Reliant Energy Europe, see “— Certain Factors Affecting Future Earnings of the Company — Competition — Reliant
Energy Europe Operations.”
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Reliant Energy Latin America

Reliant Energy Latin America includes the results of operations of Reliant Energy International, Inc. (Reliant
Energy International) and the international operations of Resources (Resources International). Reliant Energy Latin
America participates in the privatization of generation and distribution facilities and independent power projects
primarily in Latin America.

Reliant Energy is evaluating selling the Company’s Latin American assets in order to pursue business opportunities
that are in line with its strategies for the U.S. and Western Europe.

For information regarding foreign currency matters, including the impact of the devaluation of the Brazilian real
in'1999, see Note 7 to the Company’s Consolidated Financial Statements, “__ Certain Factors Affecting Future Earnings
of the Company — Risks of Operations in Emerging Markets” and “Quantitative and Qualitative Disclosures about
Market Risk” in Item 7A of this Form 10-K. For additional information about the accounting treatment of certain of
Reliant Energy Latin America’s foreign investments, see Note 7 to the Company’s Consolidated Financial Statements.

The following table provides summary data regarding the actual results of operations of Reliant Energy Latin
America for 1999 and 1998 and pro forma results of operations for 1997 (in millions):

Actual Pro Forma

Year Ended Year Ended

December 31, December 31,

1999 1998 1997

Operating REVENUES.........ouevvervurresnrererirenisenssssasiinssssinssassssssresenesens R 80 $ 259 $ 92
Operating Expenses:

FUEL.oveeeeeereeeeeireie s enesntaesseaasssesesentsasasasarsaataesancsenstssentnsssarasasansss 49 25 21

Operation and MaiNtenancCe ........oeueceresersniimmsninsisnisnsesiercnseneses 49 48 50

Depreciation and aMOMtZAtioN. ... ecvrmmrrimiinisiisisseierssirssenenns 5 4 4

Total Operating EXPEnSses. .....ccooeeeeerneresismmmnnnsisssissessnes 103 77 75

Operating INCOME (LOSS) .....vuvumrmrermnernississisinrinisnsasssssssissensnens $ 23) § 182 $ 17

1999 (Actual) Compared to 1998 (Actual). 1n 1999, Reliant Energy Latin America had an operating loss of $23
million compared to operating income of $182 million in 1998. The operating loss for 1999 includes a $102 million
(after-tax) loss resulting from the effect of the devaluation of the Brazilian real on equity earnings of the Company’s
Brazilian investments. In addition, the decrease was due to a $138 million pre-tax gain on the sale of a 63% interest in
an Argentine electric distribution company in 1998 partially offset by increased contributions from Argener and EDESE,
a cogeneration project and a utility in Argentina, and increased equity earnings in 1999.

1998 (Actual) Compared to 1997 (Pro Forma). Reliant Energy Latin America had operating income of $182
million in 1998 compared to pro forma operating income of $17 million in 1997. The increase in operating income is
primarily due to a $138 million pre-tax gain on the sale discussed above. Equity earnings from investments in utility
systems in El Salvador and Colombia acquired in 1998 also contributed to the increase in operating income.
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Corporate

Corporate includes the operations of certain non-rate regulated retail services businesses, a communications
business offering enhanced data, voice and other services to customers in Texas, certain real estate holdings and
unallocated corporate costs.

Corporate had an operating loss of $32 million for 1999 compared to a $50 million operating loss for 1998. The
decreased loss was primarily due to decreased state franchise taxes partially offset by increased general insurance
liability and information system expenses.

Corporate incurred an operating loss of $50 million for 1998 compared to a pro forma operating loss of $36 million
for 1997. The increased loss was primarily due to development costs, increased expenses associated with information
system costs and increased liabilities associated with certain compensation plans.

Certain Factors Affecting Future Earnings of the Company

Earnings for the past three years are not necessarily indicative of future earnings and results. The level of future
earnings depends on numerous factors including (i) state and federal legislative or regulatory developments, (ii) national
or regional economic conditions, (iii) industrial, commercial and residential growth in service territories of the
Company, (iv) the timing and extent of changes in commodity prices and interest rates, (v) weather variations and other
natural phenomena, (vi) growth in opportunities for the Company’s diversified operations, (vii) the results of financing
efforts, (viii) the ability to consummate and timing of consummation of pending acquisitions and dispositions, (ix) the
speed, degree and effect of continued electric industry restructuring in North America and Western Europe, and (x) risks
incidental to the Company’s overseas operations, including the effects of fluctuations in foreign currency exchange rates.

In order to adapt to the increasingly competitive environment, the Company continues to evaluate a wide array of
potential business strategies, including business combinations or acquisitions involving other utility or non-utility
businesses or properties, internal restructuring, reorganizations or dispositions of currently owned businesses and new
products, services and customer strategies.

Competition and Restructuring of the Texas Electric Utility Industry

The electric utility industry is becoming increasingly competitive due to changing government regulations,
technological developments and the availability of alternative energy sources.

Texas Electric Choice Plan. In June 1999, the Texas legislature adopted legislation that substantially amends the
regulatory structure governing electric utilities in Texas in order to allow retail competition beginning with respect to
pilot projects for up to 5% of each utility’s load in all customer classes in June 2001 and for all other customers on
January 1, 2002. In preparation for that competition, the Company expects to make significant changes in the electric
utility operations it conducts through Reliant Energy HL&P. Under the Legislation, on January 1, 2002, most retail
customers of investor-owned electric utilities in Texas will be entitled to purchase their electricity from any of a number
of “retail electric providers” which will have been certified by the Texas Utility Commission. Power generators will
sell electric energy to wholesale purchasers, including retail electric providers, at unregulated rates beginning January
1, 2002. For further information regarding the Legislation, see Note 3 to the Company’s Consolidated Financial
Statements.

Stranded Costs. Pursuant to the Legislation, Reliant Energy HL&P will be entitled to recover its stranded costs (e,
the excess of net book value of generation assets, as defined by the Legislation, over the market value of those assets)
and its regulatory assets related to generation. The Legislation prescribes specific methods for determining the amount
of stranded costs and the details for their recovery. However, during the base rate freeze period from 1999 through
2001, earnings above the utility’s authorized return formula will be applied in a manner to accelerate depreciation of
generation related plant assets for regulatory purposes. In addition, depreciation expense for transmission and
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distribution related assets may be redirected to generation assets for regulatory purposes during that period. The
Legislation also provides for Reliant Energy HL&P, or a special purpose entity, to issue securitization bonds for the
recovery of generation related regulatory assets and stranded costs. Any stranded costs not recovered through the
securitization bonds will be recovered through a non-bypassable charge to transmission and distribution customers.

Accounting. At June 30, 1999, the Company performed an impairment test of its previously regulated electric
generation assets pursuant to SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to be Disposed Of”, on a plant specific basis. The Company determined that $797 million of electric generation
assets were impaired as of June 30, 1999. Of such amounts, $745 million relate to the South Texas Project and $52
million relate to two gas-fired generation plants. The Legislation provides recovery of this impairment through regulated
cash flows during the transition period and through non-bypassable charges to transmission and distribution customers.
As such, a regulatory asset has been recorded for an amount equal to the impairment loss and is included on the
Company’s Consolidated Balance Sheets as a regulatory asset.

The impairment analysis requires estimates of possible future market prices, load growth, competition and many
other factors over the lives of the plants. The resulting impairment loss is highly dependent on these underlying
assumptions. In addition, after January 10, 2004, Reliant Energy HL.&P must finalize and reconcile stranded costs (as
defined by the Legislation) in a filing with the Texas Utility Commission. Any difference between the fair market value
and the regulatory net book value of the generation assets (as defined by the Legislation) will either be refunded or
collected through future transmission and distribution rates. This final reconciliation allows alternative methods of third
party valuation of the fair market value of these assets, including outright sale, stock valuations and asset exchanges.
Because generally accepted accounting principles require the Company to estimate fair market values on a plant-by-
plant basis in advance of the final reconciliation, the financial impacts of the Legislation with respect to stranded costs
are subject to material changes. Factors affecting such change may include estimation risk, uncertainty of future energy
prices and the economic lives of the plants. If events occur that make the recovery of all or a portion of the regulatory
assets associated with the generation plant impairment loss and deferred debits created from discontinuance of SFAS
No. 71, “Accounting for the Effects of Certain Types of Regulation” pursuant to the Legislation no longer probable,
the Company will write off the corresponding balance of such assets as a non-cash charge against earnings.

In the fourth quarter of 1999, Reliant Energy HL&P filed an application to securitize its generation related
regulatory assets as defined by the Legislation. The Texas Utility Commission, Reliant Energy HL&P and other
interested parties have been discussing proposed methodologies for calculating the amount of such assets to be
securitized. The parties have reached an agreement in principle as to the amount to be securitized, which reflects the
economic value of the nominal book amount which prior to the deregulation legislation would have been collected
through rates over a much longer time period. The Company has determined that a pre-tax accounting loss of $282
million exists. Therefore, the Company recorded an after-tax extraordinary loss of $183 million for this accounting
impairment of these regulatory assets in 1999.

Transmission System Open Access. In February 1996, the Texas Utility Commission adopted rules granting third-
party users of transmission systems open access to such systems at rates, terms and conditions comparable to those
available to utilities owning such transmission assets. Under the Texas Utility Commission order implementing the rule,
Reliant Energy HL&P was required to separate, on an operational basis, its wholesale power marketing operations from
the operations of the transmission grid and, for purposes of transmission pricing, to disclose each of its separate costs
of generation, transmission and distribution. Within ERCOT, an independent system operator (ISO) manages the state’s
electric grid, ensuring system reliability and providing non-discriminatory transmission access to all power producers
and traders.

Transition Plan. In June 1998, the Texas Utility Commission approved the Transition Plan filed by Reliant Energy
HL&P in December 1997. Certain parties have appealed the order approving the Transition Plan. The provisions of the
Transition Plan expired by their own terms as of December 31, 1999. For additional information, see Note 4 to the
Company’s Consolidated Financial Statements.
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Competition — Reliant Energy Europe Operations

The European energy market is highly competitive. In addition, over the next several years, an increasing
consolidation of the participants in the Dutch generating market is expected to occur.

Reliant Energy Europe competes in the Netherlands primarily against the three other largest Dutch generating
companies, various cogenerators of electric power, various alternate sources of power and non-Dutch generators of
electric power, primarily from Germany. At present, the Dutch electricity system has three operational interconnection
points with Germany and two interconnection points with Belgium. There are also 2 number of projects that are at
various stages of development and that may increase the number of interconnections in the future including
interconnections with Norway and the United Kingdom. The Belgian interconnections are used to import electricity
from France but a larger portion of Dutch imports comes from Germany. In 1998, net power imports into the
Netherlands were approximately 11.7 terawatt hours. Based on current information, it is estimated that net power
imports into the Netherlands in 1999 increased significantly from 1998.

In 1999, UNA and the three other largest Dutch generators supplied approximately 60% of the electricity consumed
in the Netherlands. Smaller Dutch producers supplied about 28% and the remainder was imported. The Dutch
electricity market is expected to be gradually opened for wholesale competition including certain commercial and
industrial customers beginning in 2001. Competition is expected to increase in subsequent years and it is anticipated
that the market for small businesses and residential customers will become open to competition by 2007. The timing
of the opening of these markets is subject, however, to change at the discretion of the Minister of Economic A ffairs.

The trading and marketing operations of Reliant Energy Europe will also be subject to increasing levels of
competition. As of March 1, 2000, there were approximately 25 trading and marketing companies registered with the
Amsterdam Power Exchange. Competition for marketing customers is intense and is expected to increase with the
deregulation of the market. The primary elements of competition in both the generation and trading and marketing side
of Reliant Energy Europe’s business operations are price, credit-support and supply and delivery reliability.

Competition — Other Operations

Wholesale Energy. By the third quarter of 2000, Reliant Energy expects that the Company will own and operate
over 8,000 MW of non-rate regulated electric generation assets that serve the wholesale energy markets located in the
states of California and Florida, and the Southwest, Midwest and Mid-Atlantic regions of the United States. Competitive
factors affecting the results of operations of these generation assets include: new market entrants, construction by others
of more efficient generation assets, the actions of regulatory authorities and weather.

Other competitors operate power generation projects in most of the regions where the Company has invested in non-
rate regulated generation assets. Although local permitting and siting issues often reduce the risk of a rapid growth in
supply of generation capacity in any particular region, over time, projects are likely to be built which will increase
competition and lower the value of some of the Company’s non-rate regulated electric generation assets.

The regulatory environment of the wholesale energy markets in which the Company invests may adversely affect
the competitive conditions of those markets. In several regions, notably California and in the PJM Power Pool Region
(in the Mid-Atlantic region of the United States), the independent system operators have chosen to rely on price caps
and market redesigns as a way of minimizing market volatility.

The results of operations of the Company’s non-rate regulated generation assets are also affected by the weather
conditions in the relevant wholesale energy markets. Extreme seasonal weather conditions typically increase the
demand for wholesale energy. Conversely, mild weather conditions typically have the opposite effect. In some regions,
especially California, weather conditions associated with hydroelectric generation resources such as rainfall and
snowpack can significantly influence market prices for electric power by increasing or decreasing the availability and
timing of hydro-based generation which is imported into the California market.
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Competition for acquisition of international and domestic non-rate regulated power projects is intense. The
Company competes against a number of other participants in the non-utility power generation industry, some of which
have greater financial resources and have been engaged in non-utility power projects for periods longer than the
Company and have accumulated larger portfolios of projects. Competitive factors relevant to the non-utility power
industry include financial resources, access to non-recourse funding and regulatory factors.

Reliant Energy Services competes for sales in its natural gas, electric power and other energy derivatives trading
and marketing business with other energy merchants, producers and pipelines based on its ability to aggregate supplies
at competitive prices from different sources and locations and to efficiently utilize transportation from third-party
pipelines and transmission from electric utilities. Reliant Energy Services also competes against other energy marketers
on the basis of its relative financial position and access to credit sources. This competitive factor reflects the tendency
of energy customers, wholesale energy suppliers and transporters to seek financial guarantees and other assurances that
their energy contracts will be satisfied. As pricing information becomes increasingly available in the energy trading and
marketing business and as deregulation in the electricity markets continues to accelerate, the Company anticipates that
Reliant Energy Services will experience greater competition and downward pressure on per-unit profit margins in the
energy marketing industry.

Natural Gas Distribution. Natural Gas Distribution competes primarily with alternate energy sources such as
electricity and other fuel sources. In addition, as a result of federal regulatory changes affecting interstate pipelines, it
has become possible for other natural gas suppliers and distributors to bypass Natural Gas Distribution’s facilities and
market, sell and/or transport natural gas directly to small commercial and/or large volume customers.

Interstate Pipelines. The Interstate Pipelines segment competes with 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. Interstate Pipelines 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
natural gas in areas served by Interstate Pipelines and the level of competition for transport and storage services.

Fluctuations in Commodity Prices and Derivative Instruments

For information regarding the Company’s exposure to risk as a result of fluctuations in commodity prices and
derivative instruments, see “Quantitative and Qualitative Disclosures About Market Risk” in Item 7A of this Report.

Indexed Debt Securities (ACES and ZENS) and Time Warner Investment

For information on Reliant Energy’s indexed debt securities and its investment in TW Common, see “Quantitative
and Qualitative Disclosures About Market Risk” in Item 7A of this Report and Note 8 to the Company’s Consolidated
Financial Statements. '

Impact of the Year 2000 Issue and Other System Implementation Issues

In 1997, the Company initiated a corporate-wide Year 2000 project to address mainframe application systems,
information technology (IT) related equipment, system software, client-developed applications, building controls and
non-IT embedded systems such as process controls for energy production and delivery. The evaluation of Year 2000
issues included those related to significant customers, key vendors, service suppliers and other parties material to the
Company’s operations.

Remediation and testing of all systems and equipment were completed during 1999. The Company did not
experience any Year 2000 problems that significantly affected the operations of the Company. The Company will
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continue to monitor and assess potential future problems. Total direct costs of resolving the Year 2000 issue with
respect to the Company were $29 million.

The Company is in the process of implementing SAP America, Inc.’s (SAP) proprietary R/3 enterprise software.
Although the implementation of the SAP system had the incidental effect of negating the need to modify many of the
Company’s computer systems to accommodate the Year 2000 problem, the Company does not deem the costs of the
SAP system as directly related to its Year 2000 compliance program. Portions of the SAP system were implemented
in December 1998, March 1999 and September 1999, and it is expected that the final portion of the SAP system will
be fully implemented by the fourth quarter of 2002. The cost of implementing the SAP system is currently estimated
to be approximately $237 million, inclusive of internal costs. As of December 31, 1999, $192 million has been spent
on the implementation.

Entry into the European Market

Reliant Energy Europe owns, operates and sells power from generation facilities in the Netherlands and plans to
participate in the emerging wholesale energy trading and marketing industry in the Netherlands and other countries in
Europe. Reliant Energy expects that the Dutch electric industry will undergo change in response to market deregulation
in 2001. These expected changes include the anticipated expiration of certain transition agreements which have
governed the basic tariff rates that UNA and other generators have charged their customers. Based on current forecasts
and other assumptions, the revenues of UNA could decline significantly from 1999 revenues after 2000.

One of the factors that could have a significant impact on the Dutch energy industry, including the operations of
UNA, is the ultimate resolution of stranded cost issues in the Netherlands. The Dutch government is currently seeking
to establish a transitional regime in order to solve the problem of stranded costs, which relate primarily to investments
and contracts entered into by SEP and certain licensed generators prior to the liberalization of the market. SEP is owned
in equal shares by each of the four large Dutch generating companies, including UNA.

In connection with the acquisition of UNA, the selling shareholders of UNA agreed to indemnify UNA for certain
stranded costs in an amount not to exceed NLG 1.4 billion (approximately $639 million based on an exchange rate of
2.19 NLG per U.S. dollar as of December 31, 1999), which may be increased in certain circumstances at the option of
the Company up to NLG 1.9 billion (approximately $868 million). Of the total consideration paid by the Company for
the shares of UNA, NLG 900 million (approximately $411 million) has been placed by the selling shareholders in an
escrow account to secure the indemnity obligations. Although Reliant Energy believes that the indemnity provision will
be sufficient to cover UNA’s ultimate share of any stranded cost obligation, this belief is based on numerous
assumptions regarding the ultimate outcome and timing of the resolution of the stranded cost issue, the existing
shareholders timely performance of their obligations under the indemnity arrangement, and the amount of stranded costs
which at present is not determinable. ‘

The Dutch government is expected to propose a legislative initiative regarding stranded costs to the Dutch cabinet
in March 2000. The proposed legislation will be sent to the Dutch council of state for review. It is not anticipated that
the legislation will be reviewed by parliament until late in the summer of 2000.

For information about the Company’s exposure through its investment in Reliant Energy Europe to losses resulting

from fluctuations in currency rates, see “Quantitative and Qualitative Disclosures About Market Risk” in Item 7A of
this Form 10-XK.
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Risk of Operations in Emerging Markets

Reliant Energy Latin America’s operations are subject to various risks incidental to investing or operating in
emerging market countries. These risks include political risks, such as governmental instability, and 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. The Company’s Latin American operations are also
highly capital intensive and, thus, dependent to-a significant extent on the continued availability of bank financing and
other sources of capital on commercially acceptable terms.

Impact of Currency Fluctuations on Company Earnings. The Company owns 11.78% of the stock of Light Servicos
de Eletricidade S.A. (Light) and, through its investment in Light, a 9.2% interest in the stock of Metropolitana
Electricidade de Sao Paulo S.A. (Metropolitana). As of December 31, 1999 and 1998, Light and Metropolitana had
total borrowings of $2.9 billion and $3.2 billion, respectively, denominated in non-local currencies. During the first
quarter of 1999, the Brazilian real was devalued and allowed to float against other major currencies. The effects of
devaluation on the non-local currency denominated borrowings caused the Company to record an after-tax charge for
the year ended December 31, 1999 of $102 million as a result of foreign currency transaction losses recorded by both
Light and Metropolitana in such periods. For additional information regarding the effect of the devaluation of the
Brazilian real, see Note 7(a) in the Company’s Consolidated Financial Statements.

Light’s and Metropolitana’s tariff adjustment mechanisms are not directly indexed to the U.S. dollar or other non-
local currencies. To partially offset the devaluation of the Brazilian real, and the resulting increased operating costs and
inflation, Light and Metropolitana received tariff rate increases of 16% and 21%, respectively, which were phased in
during June and July 1999. Light also received its annual rate adjustment in November 1999 resulting in a tariff rate
increase of 11%. The Company is pursuing additional tariff increases to mitigate the impact of the devaluation; however,
there can be no assurance that such adjustments will be timely or that they will permit substantial recovery of the impact
of the devaluation.

Certain of Reliant Energy Latin America’s other foreign electric distribution companies have incurred U.S. dollar
and other non-local currency indebtedness (approximately $600 million at December 31, 1999). For further analysis
of foreign currency fluctuations in the Company’s earnings and cash flows, see “Quantitative and Qualitative
Disclosures About Market Risk — Foreign Currency Exchange Rate Risk” in Item 7A of this Form 10-K.

Impact of Foreign Currency Devaluation on Projected Capital Resources. The ability of Light and Metropolitana
to repay or refinance their debt obligations at maturity is dependent on many factors, including local and international
economic conditions prevailing at the time such debt matures. If economic conditions in the international markets
continue to be unsettled or deteriorate, it is possible that Light, Metropolitana and the other foreign electric distribution
companies in which the Company holds investments might encounter difficulties in refinancing their debt (both local
currency and non-local currency borrowings) on terms and conditions that are commercially acceptable to them and their
shareholders. In such circumstances, in lieu of declaring a default or extending the maturity, it is possible that lenders
might seek to require, among other things, higher borrowing rates, and additional equity contributions and/or increased
levels of credit support from the shareholders of such entities. For a discussion of the Company’s anticipated capital
contributions in 2000, see “— Liquidity and Capital Resources — Future Sources and Uses of Cash Flows — Reliant
Energy Latin America Capital Contributions and Advances.” In 2000, $1.6 billion of debt obligations of Light and
Metropolitana will mature. The availability or terms of refinancing such debt cannot be assured. Currency fluctuation
and instability affecting Latin America may also adversely affect the Company’s ability to refinance its equity
investments with debt. ‘

Environmental Expenditures
The Company is subject to numerous environmental laws and regulations, which require it 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.
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Clean Air Act Expenditures. The Company expects the majority of capital expenditures associated with
environmental matters to be incurred by Electric Operations in connection with new emission limitations under the
Federal Clean Air Act (Clean Air Act) for oxides of nitrogen (NOx). NOx reduction costs incurred by Electric
Operations generating units in the Houston, Texas area totaled approximately $7 million in 1999 and $7 million in 1998.
The Texas Natural Resources Conservation Commission (TNRCC) is currently considering additional NOx reduction
requirements for electric generating units and other industrial sources located in the Houston metropolitan area and the
eastern half of Texas as a means to attain the Clean Air Act standard for ozone. Although the magnitude and timing
of these requirements will not be established by the TNRCC until November, 2000, NOx reductions approaching 90%
of the emissions level are anticipated. Expenditures for NOx controls on Electric Operations’ generating units have
been estimated at $500 million to $600 million during the period 2000 through 2003, with an estimated $80 million to
be incurred during 2000. In addition, the Legislation created a program mandating air emissions reductions for certain
generating facilities of Electric Operations. The Legislation provides for stranded cost recovery for costs associated with
this obligation incurred before May 1, 2003. For further information regarding the Legislation, see Note 3 to the
Company’s Consolidated Financial Statements.

Site Remediation Expenditures. From time to time the Company has received notices from regulatory authorities
or others regarding its 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, Reliant Energy believes that
remediation costs will not materially affect its 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 Reliant Energy’s estimates. For information about specific sites that
are the subject of remediation claims, see Note 14(h) to the Company’s Consolidated Financial Statements and Note
8(d) to Resources’ Consolidated Financial Statements.

Mercury Contamination. Like other natural gas pipelines, the Company’s pipeline operations have in the past
employed elemental mercury in meters used on its pipelines. Although the mercury has now been removed from the
meters, it is possible that small amounts of mercury have been spilled at some of those sites in the course of normal
maintenance and replacement operations and that such spills have contaminated the immediate area around the meters
with elemental mercury. Such contamination has been found by Resources at some sites in the past, and the Company
has conducted remediation at sites found to be contaminated. Although the Company is not aware of additional specific
sites, it is possible that other contaminated sites exist and that remediation costs will be incurred for such sites. Although
the total amount of such costs cannot be known at this time, based on experience of the Company and others in the
natural gas industry to date and on the current regulations regarding remediation of such sites, the Company believes
that the cost of any remediation of such sites will not be material to the Company’s or Resources’ financial position,
results of operations or cash flows.

Other. In addition, the Company has been named as a defendant in litigation related to such sites and in recent years
has been named, along with numerous others, as a defendant in several 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 facilities, including power plants, and some
of the claimants have worked at locations owned by the Company. The Company anticipates that additional claims like
those received may be asserted in the future and intends to continue its practice of vigorously contesting claims which
it does not consider to have merit. Although their ultimate outcome cannot be predicted at this time, the Company does
not believe, based on its experience to date, that these matters, either individually or in the aggregate, will have a
material adverse effect on the Company’s financial position, results of operations or cash flows.

Other Contingencies

For a description of certain other legal and regulatory proceedings affecting the Company, see Notes 3, 4 and 14
to the Company’s Consolidated Financial Statements and Note 8 to Resources’ Consolidated Financial Statements.
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Liquidity and Capital Resources
_ Company Consolidated Capital Requirements

The liquidity and capital requirements of the Company are affected primarily by capital programs and debt service
requirements. Expenditures in the table reflect only expenditures made or to be made under existing contractual
commitments as of December 31, 1999. The Company expects to continue to participate as a bidder in future
acquisitions of independent power projects and privatizations of generation facilities. Such capital requirements are
expected to be met with excess cash flows from operations, the proceeds of project financings and the proceeds of
Company borrowings. Additional capital expenditures are dependent upon the nature and extent of future project
commitments (some of which may be substantial). The capital requirements for 1999 were, and as estimated for 2000
through 2004 are, as follows (in millions):

1999 2000 (1) 2001 2002 2003 2004
Electric Operations (with nuclear fuel) (2).......ccccev..... $ 573 0§ 722 § 885 § 520 $ 524 § 528
Natural Gas Distribution........ccecvvveveercincerneereeerrarnecnnes 206 197 161 162 162 165
Interstate Pipelines.......cc.ccoireemremccnininnnencinsinenneacs 30 20 17 17 17 17
Wholesale Energy (2)(3)....cviceeverevmnrerereicerscsnsererennnnnene 530 720 225 265 192 126
Reliant Energy Europe......ccovvcnmvnrininieneninnnnecncnniens 834 980 5 5 5 5
Reliant Energy Latin America ......ccc.cocvcrmvcnrcrcrnninan 93
COIPOTALE cv.eeeererreveerecerenseeeerenerseeeenertensesnasasarsenssonene 90 86 87 84 86 104
Payments of long-term debt, sinking fund
requirements and minimum capital lease (1) ............ 936 409 773 670 741 58
TOtAL cvireeecccmrietecre et cte e et $3,292 $3,134 $2,153 $1,723 §$ 1,727 §$ 1,003

(1) Excludes the ACES (see Note 8 to the Company’s Consolidated Financial Statements) as the ACES may be settled
with the Company’s investment in TW Common.

(2) Beginning in 2002, capital requirements for current generation operations of Reliant Energy HL&P are included
in Wholesale Energy rather than in Electric Operations. '

(3) Amounts do not reflect capital requirements related to the $2.1 billion cost of the pending Sithe power generating
assets acquisition described in Note 19 to the Company’s Consolidated Financial Statements.

The net cash provided by/used in operating, investing and financing activities for the years ended December 31,
1999, 1998 and 1997 is as follows (in millions): '

Year Ended December 31,
1999 1998 1997
Cash provided by (used in):
Operating aCtiVities .......oveevereueecereerorrenserninierccerresceriresismsasasisisinas $ 1,162 $ 1,425 $§ 1111
Investing actiVities ......ccvveerrerniviicnininnn s 2,897) (1,230) (1,981)
FINancing activities ........cceoeerriereninicincteseeicencrressicnnrentsnesnrninne 1,794 (218) 914

Net cash provided by operations in 1999 decreased $263 million compared to 1998 reflecting a $142 million federal
tax refund received in 1998 and other changes in working capital. Net cash provided by operations in 1998 increased
. $314 million over 1997 primarily due to incremental cash flow provided by the business segments purchased in the
Resources acquisition, increased sales at Electric Operations due to unusually hot weather during the second and third
quarters of 1998, and the receipt of a federal tax refund in 1998.

Net cash used in investing activities increased $1.7 billion in 1999 compared to 1998 primarily due to the cash

portion of the purchase price for 52% of UNA totaling $833 million, the purchase of 9.2 million shares of TW Common
for $537 million, increased capital expenditures and the sale of an investment in an Argentine electric distribution
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company in 1998 partially offset by equity investments made in 1998 by Reliant Energy Latin America. Net cash used
in investing activities decreased $751 million in 1998 compared to 1997 due primarily to the Resources acquisition in
1997.

Cash flows provided by financing activities increased approximately $2.0 billion in 1999 primarily due to cash
received from short-term borrowings, the net issuance of long-term debt and the issuance of trust preferred securities
aggregating $2.3 billion (see Notes 10 and 11 to the Company’s Consolidated Financial Statements), partially offset by
$91 million of purchases of Reliant Energy’s common stock. The net borrowings incurred during 1999 were utilized
to purchase TW Common, to complete the first and second phases of the acquisition of UNA, to support increased
capital expenditures, and to fund the working capital requirements of the Company. Cash flows provided by financing
activities decreased approximately $1.1 billion in 1998 compared to 1997 primarily due to a decline in short-term
borrowings of $1.1 billion. The net borrowings incurred during 1997 were utilized primarily to finance a portion of the
cost of the Resources acquisition.

Future Sources and Uses of Cash Flows

Credit Facilities. 'As of December 31, 1999, the Company had credit facilities, including facilities of various
financing subsidiaries, Resources and UNA, which provide for an aggregate of $3.7 billion in committed credit. As of
December 31, 1999, $2.7 billion was outstanding under these facilities, including commercial paper of $1.8 billion.
Unused credit facilities totaled $1.0 billion as of December 31, 1999. For further discussion, see Note 10(a) to the
Company’s Consolidated Financial Statements. In February 2000, a financing subsidiary of the Company borrowed
$500 million under a $650 million revolving credit facility that was established in February 2000 and will terminate on
April 30, 2000. Proceeds were used by the financing subsidiary to purchase Series G Preference Stock of Reliant
Energy. The Company used the proceeds from the sale of Preference Stock for general corporate purposes, including
the repayment of indebtedness. In addition, in March 2000, the Company borrowed $150 million under a revolving
credit facility that was established in February 2000 and will terminate on May 31, 2000. The Company used the
proceeds from the borrowing for general corporate purposes, including the repayment of indebtedness.

Shelf Registrations. At December 31, 1999, the Company had shelf registration statements providing for the
issuance of $230 million aggregate liquidation value of its preferred stock, $580 million aggregate principal amount of
its debt securities and $125 million of trust preferred securities and related junior subordinated debt securities (see Note
11 to the Company’s Consolidated Financial Statements). In addition, the Company has a shelf registration for 15
million shares of common stock which would have been worth approximately $343 million as of December 31, 1999
based on the closing price of the common stock as of such date.

Money Fund. Reliant Energy has a “money fund” through which it and certain of its subsidiaries can borrow or
invest on a short-term basis. Funding needs are aggregated and borrowing or investing is based on the net cash position.
The money fund’s net funding requirements are generally met with commercial paper.

Securitization. Reliant Energy HL&P has filed an application with the Texas Utility Commission requesting a
financing order authorizing the issuance by a special purpose entity organized by the Company, pursuant to the
Legislation, of transition bonds relating to Reliant Energy HL&P’s generation related regulatory assets. The Company
estimates that approximately $750 million of transition bonds will be authorized by the Texas Utility Commission.
Payments on the transition bonds will be made out of funds derived from non-bypassable transition charges assessed
to Reliant Energy HL&P’s transmission and distribution customers. The offering and sale of the transition bonds will
be registered under the Securities Act of 1933 and, absent any appeals, are expected to be consummated in the second
or third quarter 0of 2000. The transition bonds will only be offered and sold by means of a prospectus. This report does
not constitute an offer to sell or the solicitation of an offer to buy nor will there be any sale of the transition bonds in
any state in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the
securities laws of such state.
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Acquisition of UNA. The Company completed the first and second phases of the acquisition of 52% of UNA in the
fourth quarter of 1999 which consisted of total consideration of $833 million in cash and $426 million in a five-year
promissory note to UNA. The promissory note must be prepaid in certain circumstances. On March 1, 2000, the
remaining 48% of the UNA shares were purchased for approximately $975 million in cash. The total purchase price,
payable in NLG, of approximately $2.4 billion includes the $426 million promissory note to UNA and assumes an
exchange rate of 2.0565 NLG per U.S. dollar (the exchange rate on October 7, 1999). Funds for the March 1, 2000
obligation were obtained, in part, from a Euro 600 million (approximately $596 million) three-year term loan facility
established in February 2000.

Acquisition of Sithe Assets. In February 2000, Power Generation signed a definitive agreement to purchase from
Sithe Energies, Inc. non-rate regulated power generating assets and sites located in Pennsylvania, New Jersey and
Maryland having a net generating capacity of more than 4,200 MW for an aggregate purchase price of approximately
$2.1 billion, subject to certain adjustments. The acquisition is expected to close in the second quarter of 2000 subject
to obtaining certain regulatory approvals and satisfying other closing conditions. The acquisition will be accounted for
as a purchase. The Company has executed bank commitment letters and expects to enter into a bridge loan prior to
obtaining permanent financing. The permanent financing is likely to include an operating lease covering a portion of
the generating assets.

Treasury Stock Purchases. As of December 31, 1999, the Company was authorized under its common stock
repurchase program to purchase an additional $298 million of its common stock. The Company’s purchases under its
repurchase program depend on market conditions, might not be announced in advance and may be made in open market
or privately negotiated transactions. For information on the Company’s purchases since December 31, 1999, see Note
19 to the Company’s Consolidated Financial Statements.

Reliant Energy Latin America Capital Contributions and Advances. Reliant Energy Latin America expects to make
capital contributions or advances in 2000 totaling approximately $108 million as a result of debt service payments at
certain of its holding companies. It is expected that part of these capital contributions will be paid from a return of
capital from one of its investments, dividends from certain of its operating companies, proceeds from the sale of certain
of its investments and from additional capital contributions from Reliant Energy.

Channelview Project. The Company’s 780 MW gas-fired cogeneration plant located in Channelview, Texas, which
is currently under construction, is expected to cost $463 million, $71 million of which had been incurred as of December
31, 1999. The project has been financed through obtaining commitments for an equity bridge loan of $92 million and
a non-recourse loan of $369 million.

Other Sources/Uses of Cash. The Company participates from time to time in competitive bids and the development
of new projects for generating and distribution assets. Although the Company believes that its current level of cash and
borrowing capability along with future cash flows from operations are sufficient to meet the existing operational needs
of its businesses, the Company may, when it deems necessary, or when it develops or acquires new businesses and
assets, supplement its available cash resources by seeking funds in the equity or debt markets.

New Accounting Issues

Effective January 1, 2001, the Company is required to adopt Statement of Financial Accounting Standards No. 133,
“Accounting For Derivative Instruments and Hedging Activities,” as amended (SFAS No. 133), which establishes
accounting and reporting standards for derivative instruments, including certain hedging instruments embedded in other
contracts (collectively referred to as derivatives) and for hedging activities. The Company is in the process of
determining the effect of the adoption of SFAS No. 133 on its consolidated financial statements.

49



Item 7A. Quantitative and Qualitative Disclosures About Market Risk.
Interest Rate Risk

The Company has long-term debt, Company obligated mandatorily redeemable preferred securities of subsidiary
trusts holding solely junior subordinated debentures of the Company (Trust Preferred Securities), securities held in the
Company’s nuclear decommissioning trust, bank facilities, certain lease obligations and interest rate swaps which subject
the Company to the risk of loss associated with movements in market interest rates.

At December 31, 1999, the Company had issued fixed-rate debt (excluding indexed debt securities) and Trust
Preferred Securities aggregating $5.8 billion in principal amount and having a fair value of $5.6 billion. These
instruments are fixed-rate and, therefore, do not expose the Company to the risk of loss in earnings due to changes in
market interest rates (see Notes 10 and 11 to the Company’s Consolidated Financial Statements). However, the fair value
of these instruments would increase by approximately $305 million if interest rates were to decline by 10% from their
levels at December 31, 1999. In general, such an increase in fair value would impact eamings and cash flows only if
the Company were to reacquire all or a portion of these instruments in the open market prior to their maturity.

The Company’s floating-rate obligations aggregated $3.1 billion at December 3 1, 1999 (see Note 10 to the
Company’s Consolidated Financial Statements), inclusive of (i) amounts borrowed under short-term and long-term
credit facilities of the Company (including the issuance of commercial paper supported by such facilities), (ii)
borrowings underlying a receivables facility and (iii) amounts subject to a master leasing agreement under which lease
payments vary depending on short-term interest rates. These floating-rate obligations expose the Company to the risk
of increased interest and lease expense in the event of increases in short-term interest rates. If the floating rates were
to increase by 10% from December 31, 1999 levels, the Company’s consolidated interest expense and expense under
operating leases would increase by a total of approximately $1.6 million each month in which such increase continued.

As discussed in Notes 1(1) and 6(c) to the Company’s Consolidated Financial Statements, the Company contributes
.$14.8 million per year to a trust established to fund the Company’s share of the decommissioning costs for the South
Texas Project. The securities held by the trust for decommissioning costs had an estimated fair value of $145 million
as of December 31, 1999, of which approximately 40% were fixed-rate debt securities that subject the Company 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, 1999, the decrease in fair value of the fixed-rate debt securities would not be material to the Company.
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 the Company believes that its future contributions which are
currently recovered through the rate-making process will be adjusted for these gains and losses. For further discussion
regarding the recovery of decommissioning costs pursuant to the Legislation, see Note 3 to the Consolidated Financial
Statements.

As discussed in Note 1(l) to the Company’s Consolidated Financial Statements, UNA holds fixed-rate debt
securities, which had an estimated fair value of $133 million as of December 3 1, 1999, that subject the Company to risk
of loss of fair value and earnings with movements in market interest rates. If interest rates were to increase by 10%
from their levels at December 31, 1999, the decrease in fair value and loss in earnings from this investment would not
be material to the Company.

The Company has entered into interest rate swaps for the purpose of decreasing the amount-of debt subject to
interest rate fluctuations. At December 31, 1999, these interest rate swaps had an aggregate notional amount of $64
million and the cost to terminate would not result in a material loss in earnings and cash flows to the Company (see Note
5 to the Company’s Consolidated Financial Statements). An increase of 10% in the December 3 1, 1999 level of interest
rates would not increase the cost of termination of the swaps by a material amount to the Company. Swap termination
costs would impact the Company’s earnings and cash flows only if all or a portion of the swap instruments were
terminated prior to their expiration.
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As discussed in Note 10(b) to the Company’s Consolidated Financial Statements, in November 1998, Resources
sold $500 million aggregate principal amount of its 6 3/8% TERM Notes which included 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, 1999, the Company could terminate the option at a cost of $11 million. A decrease of
10% in the December 31, 1999 level of interest rates would increase the cost of termination of the option by
approximately $5 million.

Equity Market Risk

As discussed in Note 8 to the Company’s Consolidated Financial Statements, the Company owns approximately
55 million shares of TW Common, of which approximately 38 million and 17 million shares are held by the Company
to facilitate its ability to meet its obligations under the ACES and ZENS, respectively. Unrealized gains and losses
resulting from changes in the market value of the Company’s TW Common are recorded in the Consolidated Statement
~ of Operations. Increases in the market value of TW Common result in an increase in the liability for the ZENS and
ACES and are recorded as a non-cash expense. Such non-cash expense will be offset by an unrealized gain on the
Company’s TW Common investment. However, if the market value of TW Common declines below $58.25, the ZENS
payment obligation will not decline below its original principal amount. As of December 31, 1999, the market value
of TW Common was $72.31 per share. A decrease of 10% from the December 31, 1999 market value of TW Common
would not result in a loss. As of March 1, 2000, the market value of TW Common was $84.38 per share. In addition,
the Company has a $14 million investment in Cisco Systems, Inc. as of December 31, 1999, which is classified as
trading under SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities”(SFAS No. 115). In
January 2000, the Company entered into financial instruments (a put option and a call option) to manage price risks
related to the Company’s investment in Cisco Systems, Inc. A decline in the market value of this investment would not
materially impact the Company’s earnings and cash flows. The Company also has a $9 million investment in Itron, Inc.
(Itron) which is classified as “available for sale” under SFAS No. 1135. The Itron investment exposes the Company to
losses in the fair value of Itron common stock. A 10% decline in the market value per share of Itron common stock from
the December 31, 1999 levels would not result in a material loss in fair value to the Company.

As discussed above under “— Interest Rate Risk,” the Company contributes to a trust established to fund the
Company’s share of the decommissioning costs for the South Texas Project which held debt and equity securities as
of December 31, 1999. The equity securities expose the Company 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, 1999, the resulting loss in fair
value of these securities would not be material to the Company. Currently, the risk of an economic loss is mitigated as
discussed above under “—Interest Rate Risk.”

Foreign Currency Exchange Rate Risk

As further described in “Certain Factors Affecting Future Earnings of the Company — Risks of Operations in
Emerging Markets” in Item 7 of this Form 10-K, the Company has investments in electric generation and distribution
facilities in Latin America with a substantial portion accounted for under the equity method. In addition, as further
discussed in Note 2 of the Company’s Consolidated Financial Statements, during the fourth quarter of 1999, the
Company completed the first and second phases of the acquisition of 52% of the shares UNA, a Dutch power generation
company and completed the final phase of the acquisition on March 1, 2000. These foreign operations expose the
~ Company to risk of loss in earnings and cash flows due to the fluctuation in foreign currencies relative to the Company’s

consolidated reporting currency, the U.S. dollar. The Company accounts for adjustments resulting from translation of
its investments with functional currencies other than the U.S. dollar as a charge or credit directly to a separate
component of stockholders’ equity. The Company has entered into foreign currency swaps and has issued Euro
denominated debt to hedge its net investment in UNA. Changes in the value of the swap and debt are recorded as
foreign currency translation adjustments as a component of stockholders’ equity. For further discussion of the
- accounting for foreign currency adjustments, see Note 1(m) in the Company’s Consolidated Financial Statements. The
cumulative translation loss of $77 million, recorded as of December 31, 1999, will be realized as a loss in earnings and
cash flows only upon the disposition of the related investments. The cumulative translation loss was $34 million as of
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December 31, 1998. The increase in cumulative translation loss from December 31, 1998 to December 31, 1999, was
primarily due to the impact of devaluation of the Brazilian real on the Company’s investments in Light and
Metropolitana.

In addition, certain of Reliant Energy Latin America’s foreign operations have entered into obligations in currencies
other than their own functional currencies which expose the Company to a loss in earnings. In such cases, as the
respective investment’s functional currency devalues relative to the non-local currencies, the Company will record its
proportionate share of its investments’ foreign currency transaction losses related to the non-local currency denominated
debt. At December 31, 1999, Light and Metropolitana of which the Company owns 11.78% and 9.2%, respectively,
had total borrowings of approximately $2.9 billion denominated in non-local currencies. As described in Note 7 to the
Company’s Consolidated Financial Statements, in 1999 the Company reported a $102 million (after-tax) charge to net
income and a $43 million charge to other comprehensive income, due to the devaluation of the Brazilian real. The
charge to net income reflects increases in the liabilities at Light and Metropolitana for their non-local currency
denominated borrowings using the exchange rate in effect at December 31, 1999 and a monthly weighted average
exchange rate for the year then ended. The charge to other comprehensive income reflects the translation effect on the
local currency denominated net assets underlying the Company’s investment in Light. As of December 31, 1999, the
Brazilian real exchange rate was 1.79 per U.S. dollar. An increase of 10% from the December 31, 1999 exchange rate
would result in the Company recording an additional charge of $20 million and $23 million to net income and other
comprehensive income, respectively. As of March 1, 2000, the Brazilian real exchange rate was 1.77 per U.S. dollar.

The Company attempts to manage and mitigate this foreign currency risk by balancing the cost of financing with
local denominated debt against the risk of devaluation of that local currency and including a measure of the risk of
devaluation in its financial plans. In addition, where possible, Reliant Energy Latin America attempts to structure its
tariffs and revenue contracts to ensure some measure of adjustment due to changes in inflation and currency exchange
rates; however, there can be no assurance that such efforts will compensate for the full effect of currency devaluation,
if any.

Energy Commodity Price Risk

As further described in Note 5 to the Company’s Consolidated Financial Statements, the Company utilizes a variety
of derivative financial instruments (Derivatives), including swaps, over-the-counter options and exchange-traded futures
and options, as part of the Company’s overall hedging strategies and for trading purposes. To reduce the risk from the
adverse effect of market fluctuations in the price of electric power, natural gas, crude oil and refined products and related
transportation and transmission, the Company enters into futures transactions, forward contracts, swaps and options
(Energy Derivatives) in order to hedge certain commodities in storage, as well as certain expected purchases, sales,
transportation and transmission of energy commodities (a portion of which are firm commitments at the inception of
the hedge). The Company’s policies prohibit the use of leveraged financial instruments. In addition, Reliant Energy
Services maintains a portfolio of Energy Derivatives to provide price risk management services and for trading purposes
(Trading Derivatives).

The Company uses value-at-risk and a sensitivity analysis method for assessing the market risk of its derivatives.

With respect to the Energy Derivatives (other than Trading Derivatives) held by the Company as of December 31,
1999, an increase of 10% in the market prices of natural gas and electric power from year-end levels would have
decreased the fair value of these instruments by approximately $12 million. As of December 31, 1998, a decrease of

- 10% in the market prices of natural gas and electric power from year-end levels would have decreased the fair value
of these instruments by approximately $3 million. ' '

The above analysis of the Energy Derivatives utilized for hedging purposes does not include the favorable impact
that the same hypothetical price movement would have on the Company’s physical purchases and sales of natural gas
and electric power to which the hedges relate. Furthermore, the Energy Derivative portfolio is managed to complement
the physical transaction portfolio, reducing overall risks within limits. Therefore, the adverse impact to the fair value
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of the portfolio of Energy Derivatives held for hedging 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
(i) the Energy Derivatives are not closed out in advance of their expected term, (ii) the Energy Derivatives continue to
function effectively as hedges of the underlying risk and (iii) as applicable, anticipated transactions occur as expected.

The disclosure with respect to the Energy Derivatives relies on the assumption that the contracts will exist parallel
to the underlying physical transactions. If the underlying transactions or positions are liquidated prior to the maturity
of the Energy Derivatives, a loss on the financial instruments may occur, or the options might be worthless as
determined by the prevailing market value on their termination or maturity date, whichever comes first.

With respect to the Trading Derivatives held by Reliant Energy Services, consisting of natural gas, electric power,
crude oil and refined products, weather derivatives, physical forwards, swaps, options and exchange-traded futures and
options, the Company is exposed to losses in fair value due to changes in the price and volatility of the underlying
derivatives. During the years ended December 31, 1999 and 1998, the highest, lowest and average monthly value-at-risk
in the Trading Derivative portfolio was less than $10 million at a 95% confidence level and for a holding period of one
business day. The Company uses the variance/covariance method for calculating the value-at-risk and includes delta

approximation for option positions.

The Company has established a Risk Oversight Committee comprised of corporate and business segment officers
that oversees all commodity price and credit risk activities, including derivative trading and hedging activities discussed
above. The committee’s duties are to establish the Company’s commodity risk policies, allocate risk capital within limits
established by the Company’s board of directors, approve trading of new products and commodities, monitor risk
positions and ensure compliance with the Company’s risk management policies and procedures and the trading limits
established by the Company’s board of directors. '
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Item 8. Financial Statements and Supplementary Data of the Company.

RELIANT ENERCY, INCORPORATED AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED INCOME
(Thousands of Dollars, except per share amounts)

Year Ended December 31,
1999 1998 1997
REVEILUES ......oovverireirmieeirienniteseseetesiestessiesaeveetessenteresnestosnsssssssssssnsanes $ 15,302,810 §$ 11,488,464 $ 6,878,225
Expenses:
Fuel and cost of gas sold .................. eevreerresaeisaeaeenbeeenresseenaennennens 6,748,325 4,840,505 2,865,701
Purchased POWET......c.ccvveremeviroirriirnrcceenstseete e sren e sessenseresnens 4,137,414 2,215,049 698,823
Operation and MAINLENANCE .....c..ccererrerereesierereeeeresaiveresseseenesesiens 1,821,471 1,625,343 1,218,579
Taxes other than inCOME taXES..........ccoevvrevmeereivriececeeeeeess e 443,964 471,656 374,702
Depreciation and amortization.............coveeieecereenrsreresereesesnenncerens 911,122 870,093 665,374
TOtA) ..o e 14,062,296 10,022,646 5,823,179
Operating INCOME............cocrimiiiiiieiirieeeeeer ettt nesaenes 1,240,514 1,465,818 1,055,046
Other Income (Expense):
Unrealized gain in Time Warner investment.............cocveerevccrrenene 2,452,406
Unrealized loss on indexed debt securities..........cceeerereeierireennenne. (629,523) (1,176,211) (121,402)
Time Warner dividend INCOIME .......oouveeveeeeeeeiereiieieteereeereraresseeeaes 25,770 41,250 41,340
Interest income — IRS refund..........cocoveeveevinimninieieeececieccvereaens 56,269
OLhET, DEL...ceereiiecetereererecete et et be st e en e e s ensebe e aeans 38,375 36,421 19,801
TOtAl ...ttt et r e s 1,887,028 (1,098,540) (3,992)
Interest and Other Charges:
INEETESE..cveeeeeiereeerr ettt ettt bbb sn s eresninis 511,474 509,601 395,085
Distribution on trust preferred securities ..........cocovvevvevveereerevreninnen. 51,220 29,201 26,230
Preferred dividends of subsidiary .........ccccoeveeieievmeicreicveiireeennn, 2,255
TOtAL ..ot e e 562,694 538,802 423,570
Income (Loss) Before Income Taxes, Extraordinary Item and
Preferred Dividends .......ccc..ocoovieirnennnnrieneiceeeiecee e s e eraenenen 2,564,848 (171,524) 627,484
Income Tax Expense (Benefit)...........ccocvvveeevieciicieciveevcerievecneeeenen 899,117 (30,432) 206,374
Income (Loss) Before Extraordinary Item and Preferred
DiIvIdends........c..oceeeveeciiiririeeterceresiee e ere e e teree 1,665,731 (141,092) 421,110
Extraordinary Item, net of income tax of $98,679 ......ccccvvvvvvvuvennnnen. 183,261
Income (Loss) Before Preferred Dividends.............ccccocoeevvirennne. 1,482,470 (141,092) 421,110
Preferred Dividends .......c.cccvveemiceicienicesinrersee e eeeee e e e 389 390 162
Net Income (Loss) Attributable to Common Stockholders........... $ 1,482,081 $ (141,482) $ 420,948
Basic Earnings (Loss) Per Share:
Income (Loss) Before Extraordinary Item............cccccoerevmevereenennnn, $ 584 % (.50) $ 1.66
EXtraordinary Iem........ccccocoeeeorernrnrieceesessesniennsereenesssseserssens $ (64) $ $
Net Income (Loss) Attributable to Common Stockholders............ $ 520 % (50) $ 1.66
Diluted Earnings (Loss) Per Share:
Income (Loss) Before Extraordinary tem............cccovereveinierenennnnen $ 582 % (.50) 3% 1.66
EXtraordinary IteIn.........ccoveemeerereeeiniceenrmrerniesnnssminsssssssnsnssssesns $ (64) $ $
Net Income (Loss) Attributable to Common Stockholders ............ 5 518 § (.50) $ 1.66

See Notes to the Company’s Consolidated Financial Statements
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME

(Thousands of Dollars)
Year Ended December 31,
1999 1998 1997

Net income (loss) attributable to common stockholders..........c.c.cveeu..... $ 1482081 § (141482) $§ 420948
Foreign currency translation adjustments (net of tax of $23,143,

817,656 and $247)...cccviieiieerieeerette et e (42,979) (32,790) 4s8)
Unrealized loss on available for sale securities (net of tax of $373,

85,877 and $1,181) ucevrerieciiiiieeeee ettt (1,224) (10,370) (1,897)

Comprehensive Income (LOSS)........coooeeceeerrnrneriereinienirencsssressessesesens $ 1437878 $ (184,642) $ 418593

See Notes to the Company’s Consolidated Financial Statements
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(Thousands of Dollars)
December 31,
1999 1998
Assets
Current Assets:
Cash and cash eqUIVAIENTS ...........ccoooememieieeeeeeeeeeeee oo . % 89,078 $ 29,673
Investment in Time Warner common stock 3,979,461
Accounts receivable —net...........cocooviveeeveeireneeee e 1,104,640 726,377
Accrued UNDIled FEVEIUES ...........covieeerieeeieeeereeetre e e s oo e sese e e et 172,629 175,515
Fuel stock and petroleurm PrOAUCES ..........occovuereieuiiiee ettt nsa s 152,292 211,750
Materials and supplies, at average cost 188,167 171,998
Price risk management assets................... 435,336 265,203
Prepayments and other current assets ....... 131,666 88,655
TOtA] CUITEIT ASSELS ...veetiiruriririereeiireteseeeere et ete e eeesess e e seeesseseassesesssesessenesssesssess e 6,253,269 1,669,171
Property, Plant and Equipment — et ...............ccoc.oooviomiiioeoeeeer oo 13,267,395 11,503,114
Other Assets:
Goodwill and other Intangibles — NEt..........ocoveveirieeiicee e, 3,034,361 2,098,890
Equity investments and advances to unconsolidated subsidiaries 1,022,210 1,051,600
Investment in Time Warner preferred stocK .......c..ocoevvvivieeevneenenenens, 990,000
ReGUIALOIY @SSELS .....ciiveuiririiieciieriteitae s eteretee st eene et eene 1,739,507 1,313,362
Price risk management assets ...........cccoveveereeeecreerieeseereesieeeseessene. 148,722 21,414
DEferred dBbiS .......ieciieiei ettt n et 755,472 490,971
TOtal OthET ASSELS .......civiviiieiiii ettt s et s e e ees oo 6,700,272 5,966,237
TOTAL ASSEES .ccnvenirirtitietee ettt ettt e e e ee s e e e e s e e s e e e s e e s e et et $ 26,220,936 $ 19,138,522

Liabilities and Stockholders’ Equity
Current Liabilities:
ShOTt-term DOITOWINES....c.ceoiiiircieieceet ettt seeees e eeess s s e eeenes
Current portion of long-term debt
Accounts payable
Taxes accrued........occveuennnn.

Price risk management Habilities..........ccoooieoiniiie et ee
Accumulated deferred income taxes

Long-term Debt
Commitments and Contingencies (Note 14)

Company Obligated Mandatorily Redeemable Preferred Securities of Subsidiary
Trusts Holding Solely Junior Subordinated Debentures of the Company

Stockholders” EQUItY ..........ccoioiieiiirieeceei et eee e
Total Liabilities and Stockholders’® Equity

$ 2,879,211

$ 1,812,739

4,382,136 397,454
1,036,839 807,977
227,058 252,581
116,274 115,201
110,811 111,058
424,324 227,652
415,591
431,570
360,109 346,280
10,383,923 4,070,942
2,451,619 2,364,036
270,243 328,949
117,437 40,532
400,849 378,747
596,303
1,027,648 490,468
4,864,099 3,602,732
4,961,310 6,800,748
705,272 342,232
5,306,332 4,321,868

$ 26,220,936

See Notes to the Company’s Consolidated Financial Statements
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED CASH FLOWS
(Thousands of Dollars)

Year Ended December 31,

1999 1998 1997

Cash Flows from Operating Activities: :
Net income (loss) attributable to common stockholders...........c.cco....... $ 1,482,081 $ (141482) § 420,948
Adjustments to reconcile net income (loss) to net cash provided by
operating activities: ' '

Depreciation and amortization 011,122 870,093 665,374
Deferred income taxes.......ccoveeeivvveesreacerrnnns 601,627 (423,904) 35,523
Investment tax CrEdit oo rcirretirireeiienrrteieerten et eeeneieas (58,706) (20,123) 19,777)
Unrealized gain on Time Warner investment...............oceeievnirecnennn. (2,452,406) :
Unrealized loss on indexed debt securities .......ooveevvvveeeeeevrreieeennne - 629,523 1,176,211 121,402
EXtraordinary fteI......cc.ocvveenrerieririnrirnireneeees e e et e e seennes 183,261
Undistributed earnings of unconsolidated subsidiaries..................... 28,308 (27,350) (3,142)
Changes in other assets and liabilities:
Accounts receivable — NEL.........covevievrenieeneieeieer e (333,195) 266,938 (436,580)
INVENtOTIeS...cveveriererenieciereereeecrieens 51,576 (121,793) 55,111
185,710 (92,652) 191,840
, (67,236) (60,579) 80,060
Net cash provided by operating activities...........cc..ooovveiriennes 1,161,665 1,423,359 1,110,759
Cash Flows from Investing Activities: :
Capital expenditures.......cccoooervciiieieiinecienerteree et (1,179,466) (743,455) (328,724)
Investment in Time Warner securities (537,055)
Business acquisitions, net of cash acquired..........coceovvrerennnceiieenns (871,168) (1,422,672)
Acquisition of non-rate regulated electric power plants ....................... (188,832) (292,398)
Investments and advances to unconsolidated subsidiaries (116,076) (445,042) (234,852)
Sale of equity investments in foreign electric system projects 242,744
Other — Net.c.ovciiiieriecfee e reeeee e (4,288) 8,375 ‘ 4,795
Net cash used in investing activities (2,896,885) (1,229,776) (1,981,453)
Cash Flows from Financing Activities:
Proceeds from long-term debt —net........occoveeeiciiiviiicc e 2,032,386 1,267,107 1,136,516
Payments of long-term debt.......c..cooeiiiniiiiiniiececeeceene (935,908) (733,114) (780,186)
. Proceeds from sale of trust preferred securities —net .........c..cccceevee... 362,994 : 340,785
Increase (decrease) in short-term borrowings —net..........oceevveeevieeennnn 822,868 (312,217) 787,084
Redemption of preferred Stock ..ot S (153,628)
Payment of common stock dividends {427,255)- (426,265) (405,288)
Purchase of treasury stocK .......ccccecvvvvrirveennee (90,708) .
OHhEr — NEL...cveiiicrieirec ettt e stereee bt sae et s as b essabenne s esesbesansenan 30,248 T (13,133) (10,878)
Net cash provided by (used in) financing activities................. 1,794,625 (217,622) 914,405
Net Increase (Decrease) in Cash and Cash Equivalents..................... 59,405 (22,039) 43,711
Cash and Cash Equivalents at Beginning of Period........................... 29,673 51,712 8,001
Cash and Cash Equivalents.at End of Period...................cooocvvenrnnnen. $ 89,078 $ 29,673 $ 51,712
Supplemental Disclosure of Cash Flow Information:
Cash Payments:
Interest (net of amounts capitalized)........cccoveeecreeieninineineiceeee, $ 517,857 $ 502,889 $ 414,467
TNCOIME TAXES . o1eeevreriireeirireereenrrereseeeereeeessssstbesestsestesmaesmassneesnasnnen 401,703 484,376 171,539

See Notes to the Company’s Consolidated Financial Statements
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED STOCKHOLDERS’ EQUITY
(Thousands of Dollars and Shares)

1999 1998 1997
Shares Amount Shares Amount Shares Amount
Preference Stock, none outstanding...
Cumulative Preferred Stock
Balance, beginning of year-................ 97 §$ 9,740 97 $ 9,740 1,347 § 135179
Redemption of preferred stock .......... (1,250) (125,439)
Balance, end of year .........ccccoeevenennn. 97 9,740 97 9,740 97 9,740
Common Stock, no par; authorized
700,000,000 shares
Balance, beginning of year................. 296,271 3,136,826 295,357 3,112,098 262,748 2,447,117
Issuances related to benefit and '
investment plans.......ccovveeemeeereeeenen 1,341 - 46,062 914 24,734 811 16,737

Issuances of common stock in

47,840 1,011,924
’ (16,042)  (361,196)
137

' (6) (2,484)
297,612 3,182,751 296,271 3,136,826 295,357 3,112,098
Treasury Stock -
Balance, beginning of year (103) (2,384) 93) (2,066) (16,042)  (361,196)
Shares acquired........ccoeeveeccrrecrieceennen (3,524) (90,708)
Treasury stock retired........... 16,042 361,196
Other.....ooccerecrrcireeennenes 2 (204) 10) (318) (93) (2,066)
Balance, end of year.........cccocrevcnnene (3,625) (93,296) (103) (2,384) (93) (2,066)
Unearned ESOP stock
Balance, beginning of year............... 11,674)  (217,780) (12,389)  (229,827) (13371)  (251,350)
Issuances related to benefit plans....... 995 18,554 715 12,047 982 21,523
Balance, end of Year ..............ccoooweunnn. (10,679) ~_ (199,226) (11,674) ~ (217,780) (12,389) ~ (229,827)
Retained Earnings
Balance, beginning of year................ 1,445,081 2,013,055 1,997,490
Net iNCOME ...c..vreevenererecrrerereerreecinen 1,482,081 (141,482) 420,948
Common stock dividends - $1.50 per
ShATE ...eevvererieneiereeranreereet e aeinas (426,981) (426,492) (405,383)
Balance, end of year ..........cccoecereeenen. 2,500,181 1,445,081 2,013,055
Accumulated Other Comprehensive
Loss
Balance, beginning of year ................ (49,615) (6,455) (4,100)
Foreign currency translation
AdJUSLMENTS....cucecnirecirieceecirenecrnens (42,979 (32,790) (458)
Unrealized loss on available for sale
SECUTTHES ... evvrrcveanervomreemsssvmesseens (1,224) (10,370) (1,897)
Balance, end of year ............ccceeeneneee (93,818) (49,615) (6,455)
Total Stockholders' Equity................. 15_,32_6,_32_ wZ_I_,_SGE_ _$;_4;§96_,54_1_5_

See Notes to the Consolidated Financial Statements.
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Three Years Ended December 31, 1999

(1) Summary of Significant Accounting Policies
(a) Nature of Operations.

Reliant Energy, Incorporated (Reliant Energy), formerly Houston Industries Incorporated, together with its
subsidiaries (collectively, the Company), is a diversified international energy services company. Reliant Energy is
both an electric utility company and a utility holding company.

The Company’s financial reporting segments include the following: Electric Operations, Natural Gas
Distribution, Interstate Pipelines, Wholesale Energy, Reliant Energy Europe, Reliant Energy Latin America and
Corporate. Electric Operations includes the operations of Reliant Energy HL&P, an electric utility. Natural Gas
Distribution consists of natural gas sales to, and natural gas transportation for, residential, commercial and industrial
customers. Interstate Pipelines includes the interstate natural gas pipeline operations. Wholesale Energy is engaged
in the acquisition, development and operation of non-rate regulated power generation facilities as well as the
wholesale energy trading, marketing and risk management services, and the natural gas gathering business in North
America. Reliant Energy Europe, which was formed in 1999, is engaged in the operation of power generation
facilities in the Netherlands and plans to participate in wholesale energy trading and marketing in Europe. Reliant
Energy Latin America primarily participates in the privatization of foreign generation and distribution facilities and
independent power projects in Latin America. Corporate includes the Company’s unregulated retail electric and gas
services businesses, a communications business, certain real estate holdings and corporate costs.

In February 1999, the Company began doing business as Reliant Energy, Incorporated. On May 5, 1999, the
Company’s shareholders approved an amendment to its Restated Articles of Incorporation to change its name to
“Reliant Energy, Incorporated.”

(b) Business Acquisitions.

For information regarding the Company’s accounting for the acquisition of capital stock of N.V. UNA (UNA)
in 1999 and the acquisition of Reliant Energy Resources Corp. (Resources Corp.) and its subsidiaries (collectively,
Resources), formerly NorAm Energy Corp., by the Company in 1997, see Note 2.

(¢) Texas Electric Choice Plan and Discontinuance of SFAS No. 71 for Electric Generation Operations.

For information regarding the Texas Electric Choice Plan (Legislation) and discontinuance of SFAS No. 71,
“Accounting for the Effects of Certain Types of Regulation” (SFAS No. 71), for Reliant Energy HL&P’s electric
generation operations, see Note 3.

(d) Regulatory Assets.

The Company applies the accounting policies established in SFAS No. 71 to the accounts of transmission and

distribution operations of Reliant Energy HL&P and Natural Gas Distribution and to certain of the accounts of

Interstate Pipelines. For information regarding Reliant Energy HL&P’s electric generation operations’ discontinuance
of the application of SFAS No. 71 and the effect on its regulatory assets, see Note 3.
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following is a list of regulatory assets/liabilities reflected on the Company’s Consolidated Balance Sheet as
of December 31, 1999, detailed by Electric Operations and other segments.

Electric Total

Operations Other Company
(Millions of Dollars)
Recoverable impaired plant COSts — NEt ......cccvevviiericcinininirccencrecrenens 3 587 § $ 587
Recoverable electric generation related regulatory assets — net................... 952 952
" Regulatory tax Hability — Net .....cccocvivvvvrvrree et ecsarseeeeenes 4s) 45)
Unamortized loss on reacquired debt ..........ccooerceiinirccecninnienrcnniereerennninnes 69 69
Other deferred debits/Credits........ovvuvimecrrireerceececeie e eeeecese s (18) 4 (14)
TOtaleuceeceeircreeeereneeresee e e seenas esereererare st rteare e serenentaassaesenanananes $ 1545 § 4 $ 1,549

Included in the above table is $191 million of regulatory liabilities recorded as other deferred credits in the
Company’s Consolidated Balance Sheet as of December 31, 1999, which primarily relates to the over recovery of
Electric Operations’ fuel costs, gains on nuclear decommissioning trust funds, regulatory tax liabilities and excess
deferred income taxes.

Under a “deferred accounting” plan authorized by the Public Utility Commission of Texas (Texas Utility
. Commission), Electric Operations was permitted for regulatory purposes to accrue carrying costs in the form of
allowance for funds used during construction (AFUDC) on its investment in the South Texas Project Electric
Generating Station (South Texas Project) and to defer and capitalize depreciation and other operating costs on its
investment after commercial operation until such costs were reflected in rates. In addition, the Texas Utility
Commission authorized Electric Operations under a “qualified phase-in plan” to capitalize allowable costs
(including return) deferred for future recovery as deferred charges. These costs are included in recoverable electric
generation related regulatory assets.

In 1991, Electric Operations ceased all cost deferrals related to the South Texas Project and began amortizing
such amounts on a straight-line basis. Prior to January 1, 1999, the accumulated deferrals for “deferred accounting”
were being amortized over the estimated depreciable life of the South Texas Project. Starting in 1991, the
accumulated deferrals for the “qualified phase-in plan™ were amortized over a ten-year phase-in period. The
amortization of all deferred plant costs (which totaled $26 million for each of the years 1998 and 1997) is included
on the Company’s Statements of Consolidated Income as depreciation and amortization expense. Pursuant to the
Legislation (see Note 3), the Company discontinued amortizing deferred plant costs effective January 1, 1999.

In 1999, 1998 and 1997, the Company, as permitted by the 1995 rate case settlement (Rate Case Settlement),
also amortized $22 million, $4 million and $66 million (pre-tax), respectively, of its investment in certain lignite
reserves associated with a canceled generating station. The remaining investment in these reserves of $14 million is
included in the above table as a component of recoverable electric generation related regulatory assets and will be
amortized fully by December 31, 2001. .

For additional information regarding recoverable impaired plant costs and recoverable electric generation
related assets, see Note 3.

If, as a result of changes in regulation or competition, the Company’s ability to recover these assets and
liabilities would not be assured, then pursuant to SFAS No. 101, “Regulated Enterprises Accounting for the
Discontinuation of Application of SFAS No. 717 (SFAS No. 101) and SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of” (SFAS No. 121), the Company
would be required to write off or write down such regulatory assets and liabilities, unless some form of transition
cost recovery continues through rates established and collected for their remaining regulated operations. In addition,
the Company would be required to determine any impairment to the carrying costs of plant and inventory assets.
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RELJANT ENERGY, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
. (e) Principles of Consolidation.

The consolidated financial statements include the accounts of Reliant Energy and its wholly owned and
majority owned subsidiaries including, effective as of their acquisition dates, the accounts of UNA and Resources.
~ All significant intercompany transactions and balances are eliminated in consolidation.

- Investments in entities in which the Company has an ownership interest between 20% and 50% or is able to
exercise significant influence are accounted for using the equity method. For additional information regarding
investments recorded using the equity method of accounting, see Note 7.

() Property, Plant and Equipment and Goodwill.

Property, plant and equipment includes the following:

December 31,
1999 1998
(Thousands of Dollars)
Property, Plant and Equipment:
BLECITIC ¢ vveeeeveeeeeeeoe oo ereseseeesesereesseeseseseseeeseessessesesesesaeseseeeseserereseeern $ 16,725,004 $ 13,941,275
NATULAL GAS ..eeeeecierieereceteree et eres e ee s ettt e e sste st e snsersseneesnnanes 1,941,668 1,686,159
Interstate pipelines .......... eterererereerensnesenen sttt et b et a et emeoes e tentsanan 1,330,969 1,302,829
OLher PIOPETLY .....ocviiriiiiicceerinctc it eseessscseeneas 136,079 72,299
TOAL coeverree s eseeeee e er e er et reneerseeen 20,133,720 17,002,562
Less accumulated depreciation and amortization............c.veevereeeivencererernnns 6,866,325 5,499,448
Property, plant and eqUIPMENt — NEt.....covvrrrriresereierereneninrreresnessessrensans $ 13,267,395 § 11,503,114

Property, plant and equipment are stated at original cost. See Note 3 for discussion of the impairment of
previously regulated electric generation plant and equipment. Repair and maintenance costs are expensed. The cost
of utility plant and equipment retirements is charged to accumulated depreciation.

Goodwill is being amortized on a straight-line basis over 15 to 40 years. The Company had $139 million and
$77 million accumulated goodwill and other intangibles amortization at December 31, 1999 and 1998, respectively.
The Company will periodically compare the carrying value of its goodwill to the anticipated undiscounted future net
cash flows from the businesses whose acquisition gave rise to the goodwill and as of yet no impairment is indicated.

(g) Depreciation and Amortization Expense.

Depreciation is computed using the straight-line method based on economic lives or a regulatory mandated
method. The range of plant and equipment depreciable lives for electric, natural gas, interstate pipelines and other
property are 2 to 58 years, 5 to 50 years, 5 to 75 years and 3 to 40 years, respectively. Depreciation expense for
1999 was $552 million compared to $561 million for 1998 and $488 million for 1997. Goodwill amortization
relating to acquisitions including UNA and Resources was $62 million, $55 million and $22 million in 1999, 1998
and 1997, respectively. For additional information regarding goodwill in connection with the respective acquisitions
of UNA and Resources, see Note 2. Other amortization expense, including amortization of regulatory assets, was
$297 million, $254 million and $155 million in 1999, 1998 and 1997, respectively. . For information regardmg
amortization of deferred plant costs and investments in certain lignite reserves included in regulatory assets in the
Consolidated Balance Sheets, see Note 1(d). For information regarding the amortization of recoverable impaired
plant costs included in regulatory assets in the Consolidated Balance Sheets, see Note 3.

In June 1998, the Texas Utility Commission issued an order approving a transition to competition plan

- (Transition Plan) filed by Electric Operations in December 1997. In order to reduce Electric Operations’ exposure
to potentially stranded costs related to generation assets, the Transition Plan permitted the redirection to generation
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

assets of depreciation expense that Electric Operations otherwise would apply to transmission, distribution and
general plant assets. In addition, the Transition Plan provides that all earnings above a stated overall annual rate of
return on invested capital be used to recover Electric Operations’ investment in generation assets. Electric
Operations implemented- the Transition Plan effective January 1, 1998 and pursuant to its terms, recorded an
aggregate of $104 million in additional depreciation and $99 million in redirected depreciation for the first six
months in 1999 and $194 million in additional depreciation and $195 million in redirected depreciation in 1998
pursuant to the Transition Plan. Due to the discontinuance of SFAS No. 71 to Electric Operations’ generation
operations, the provisions for additional and redirected depreciation of the Transition Plan are no longer applied.
For additional information regarding this legislation, see Note 3.

Pursuant to the Legislation, the Company is allowed to recover the generation related regulatory assets reported
in the Company’s Form 10-K as of December 31, 1998. Therefore, the Company discontinued amortizing certain
generation related regulatory assets effective as of January 1, 1999.

The Company’s depreciation expense included $50 million of additional depreciation relating to the South
Texas Project in 1997. The depreciation expense recorded for the South Texas Project was made pursuant to the
terms of the Company’s 1995 Rate Case Settlement.

(h) Fuel Stock and Petroleum Products.

Gas inventory (primarily using the average cost method) was $93 million and $96 million at December 31, 1999
and 1998, respectively. Coal and lignite inventory balances (using last-in, first-out) were $46 million and $31
million at December 31, 1999 and 1998, respectively. Oil inventory balances, principally heating oil, were $13
million and $85 million at December 31, 1999 and 1998, respectively. Heating oil that is used in trading operations
is marked-to-market in connection with the price risk management activities as discussed in Note 5.

(i) Revenues.

The Company records electricity and natural gas sales under the accrual method, whereby unbilled electricity
and natural gas sales are estimated and recorded each month. Reliant Energy Latin America revenues include
electricity sales of majority owned foreign electric utilities, which are also recorded under the accrual method, and
" equity income (net of foreign taxes) in equity investments. In 1998, Reliant Energy Latin America’s revenues
included the gain on the sale of an Argentine distribution system. In 1998, the Company adopted mark-to-market
accounting for its energy price risk management and trading activities. (See Notes 1(0) and 5).

() Statements of Consolidated Cash Flows.

For purposes of reporting cash flows, cash equivalents are considered to be short-term, highly liquid
investments readily convertible to cash. .

(k) Income Taxes.

The Company files a consolidated federal income tax return. The Company follows a policy of comprehensive
interperiod income tax allocation. The Company uses the liability method of accounting for deferred income taxes
and measures deferred income taxes for all significant income tax temporary differences. Investment tax credits
were deferred and are being amortized over the estimated lives of the related property. For additional information
- regarding income taxes, see Note 13.

() Investment in Other Debt and Equity Securities.

The debt and equity securities held in the Company’s nuclear decommissioning trust are classified as
“available-for-sale” and, in accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Equity Securities” (SFAS No. 115), are reported at estimated fair value of $145 million as of December 31, 1999
and $119 million as of December 31, 1998 in the Company’s Consolidated Balance Sheets in deferred debits. The
liability for nuclear decommissioning is reported in the Company’s Consolidated Balance Sheets in other deferred
credits. Any unrealized losses or gains are accounted for in accordance with SFAS No. 71 as a regulatory
asset/liability.

The Company also holds certain other marketable equity securities classified as “available-for-sale” and reports
such investments at estimated fair value in the Company’s Consolidated Balance Sheets as deferred debits and any
unrealized gain or loss, net of tax, as a separate component of stockholders’ equity and other comprehensive income.
At December 31, 1999 and 1998, the accumulated unrealized loss, net of tax, relating to these equity securities was
$17 million and $16 million, respectively.

UNA holds $133 million of debt securities which are classified as “trading” in accordance with SFAS No. 115.
As of December 31, 1999, this investment is recorded in deferred debits in the Company’s Consolidated Balance
Sheet. For information regarding the Company’s investment in Time Warner common stock which is classified as
“trading” under SFAS No. 115, see Note 8.

(m) Foreign Currency Adjustments.

Foreign subsidiaries’ assets and liabilities where the local currency is the functional currency have been
translated into U.S. dollars using the exchange rate at the balance sheet date. Revenues, expenses, gains and losses
have been translated using the weighted average exchange rate for each month prevailing during the periods
reported. Cumulative adjustments resulting from translation have been recorded in stockholders’ equity in other
comprehensive income. However, fluctuations in foreign currency exchange rates relative to the U.S. dollar can
have an impact on the reported equity earnings of the Company’s foreign investments. For additional information
about the Company’s investments in Brazil and the devaluation of the Brazilian real in 1999, see Note 7.

When the U.S. dollar is the functional currency, the financial statements of such foreign subsidiaries are
remeasured in U.S. dollars using historical exchange rates for non-monetary accounts and the current rate at the
respective balance sheet date and the weighted average exchange rate for all other balance sheet and income
statement accounts, respectively. All exchange gains and losses from remeasurement and foreign currency
transactions are included in consolidated net income.

(n) Reclassifications and Use of Estimates.

Certain amounts from the previous years have been reclassified to conform to the 1999 presentation of financial
statements. Such reclassifications do not affect earnings.

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

(o} Change in Accounting Principle.

For discussion of discontinuance of SFAS No. 71 to the Reliant Energy HL&P’s electric generation operations,
see Note 3.

- In the fourth quarter of 1998, the Company adopted mark-to-market accounting for all of its energy price risk
- management and trading activities. Under mark-to-market accounting, the Company records the fair value of energy
related derivative financial instruments, including physical forward contracts, swaps, options and exchange-traded
futures and option contracts at each balance sheet date. Such amounts are recorded as price risk management assets
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and liabilities in the Company’s Consolidated Balance Sheets. The realized and unrealized gains and losses are
recorded as a component of revenues. The Company applied mark-to-market accounting retroactively to January 1,
1998. There was no material cumulative effect resulting from this accounting change.

The Company adopted Emerging Issues Task Force Issue 98-10, “Accounting for Contracts Involved in Energy
Trading and Risk Management Activities” (EITF 98-10) in 1999. The adoption of EITF 98-10 had no material
impact on the consolidated financial statements.

{p) New Accounting Pronouncement.

Effective January 1, 2001, the Company is required to adopt SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities” as amended (SFAS No. 133), which establishes accounting and reporting
standards for derivative instruments, including certain hedging instruments embedded in other contracts and for
hedging activities. The Company is in the process of determining the effect of adopting SFAS No. 133 on its
consolidated financial statements.

(2) Business Acquisitions

During 1999, the Company completed the first two phases of the acquisition of UNA, a Dutch power generation
company. The Company acquired 40% and. 12% of UNA’s capital stock on October 7, 1999 and December 1, 1999,
respectively. The aggregate purchase price paid by the Company in connection with the first two phases consisted
of a total of $833 million in cash and $426 million in a five-year promissory note to UNA. Under the terms of the
acquisition agreement, the Company purchased the remaining shares of UNA on March 1, 2000 for approximately
$975 million. The commitment for this purchase was recorded as a business purchase obligation in the Consolidated
Balance Sheet as of December 31, 1999 based on an exchange rate of 2.19 Dutch guilders (NLG) per U.S. dollar
(the exchange rate on December 31, 1999). A portion ($596 million) of the business purchase obligation was
recorded as a non-current liability as this portion of the obligation was financed with a three-year term loan facility
(see Note 19). Effective October 1, 1999, the Company has recorded 100% of the operating results of UNA. The
total purchase price, payable in NLG, of approximately $2.4 billion includes the $426 million promissory ‘note to
UNA and assumes an exchange rate of 2.0565 NLG per U.S. dollar (the exchange rate on October 7, 1999). The
Company recorded the acquisition under the purchase method of accounting with assets and liabilities of UNA
reflected at their estimated fair values. The excess of the purchase price over the fair value of net assets acquired of
approximately $840 million was recorded as goodwill and is being amortized over 35 years. On a preliminary basis,
the Company’s fair value adjustments included increases in property, plant and equipment, long-term debt, and
related deferred taxes. The Company expects to finalize these fair value adjustments during 2000; however, it is not
anticipated that any additional adjustments will be material. ’

In August 1997, the former parent corporation (Former Parent) of the Company, merged with and into Reliant
‘Energy, and NorAm Energy Corp., a natural gas gathering, transmission, marketing and distribution company
(Former NorAm), merged with and into Resources Corp. Effective upon the mergers (collectively, the Merger),
each outstanding share of common stock of Former Parent was converted into one share of common stock (including
associated preference stock purchase rights) of the Company, and each outstanding share of common stock of
Former NorAm was converted into the right to receive $16.3051 cash or 0.74963 shares of common stock of the
Company. The aggregate consideration paid to Former NorAm stockholders in connection with the Merger
consisted of $1.4 billion in cash and 47.8 million shares of the Company’s common stock valued at approximately
$1.0 billion. The overall transaction was valued at $4.0 billion consisting of $2.4 billion for Former NorAm’s
common stock and common stock equivalents and $1.6 billion of Former NorAm debt. The Company recorded the
acquisition under the purchase method of accounting with assets and liabilities of Former NorAm reflected at their
estimated fair values. The Company recorded the excess of the acquisition cost over the fair value of the net assets
acquired of $2.1 billion as goodwill and is amortizing this amount over 40 years. The Company’s fair value
adjustments included increases. in property, plant and equipment, long-term debt, unrecognized pension and
postretirement benefits liabilities and related deferred taxes. :
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The Company’s results of operations incorporate UNA’s and Resources’ results of operations only for the
period beginning with the effective date of their respective acquisition. The following tables present certain actual
financial information for the years ended December 31, 1999, 1998 and 1997; unaudited pro forma information for
the years ended December 31, 1999 and 1998, as if the acquisition of UNA had occurred on January 1, 1999 and
1998; and unaudited pro forma information for the year ended December 31, 1997, as if the Merger with Resources
had occurred on January 1, 1997.

Actual and Pro Forma Combined Results of Operations
(in millions, except per share data)

Year Ended December 31,
1999 1998 1997
Actual Pro forma Actual Pro forma Actual Pro forma
. (Unaudited) (Unaudited) (Unaudited)
REVENUES ......oocvvemecimiirinniinieisesieseessnebenaneren $ 15,303 $ 15784 $ 11,488 $ 12320 §$ 6,878 $ 10,191
Net income (loss) attributable to common
stockholders . 1,482 1,525 (141) - (6D 421 437
Basic earnings per share........wc.oeecermuecrmeensens 520 535 (.50) (21) 1.66 1.55
Diluted earnings per share............ccooervevinenes 5.18 5.33 (:.50) (21) 1.66 1.55

These pro forma results are based on assumptions deemed appropriate by the Company’s management, have
been prepared for informational purposes only and are not necessarily indicative of the combined results that would -
have resulted if the acquisition of UNA had occurred on January 1, 1999 and 1998 and the Merger with Resources
had occurred on January 1, 1997. Purchase related adjustments to results of operations include amortization of
goodwill and the effects on depreciation, amortization, interest expense and deferred income taxes of the assessed
fair value of certain UNA and Resources assets and liabilities. ‘

(3) Texas Electric Choice Plan and Discontinuance of SFAS No. 71 for Electric Generation Operations

In June 1999, the Texas legislature adopted the Texas Electric Choice Plan (Legislation). The Legislation
substantially amends the regulatory structure governing electric utilities in Texas in order to allow retail competition
beginning with respect to pilot projects for up to 5% of each utility’s load in all customer classes in June 2001 and
for all other customers on January 1, 2002. In preparation for that competition, the Company expects to make
significant changes in the electric utility operations it conducts through Reliant Energy HL&P. In addition, the
Legislation requires the Texas Utility Commission to issue a number of new rules and determinations in
implementing the Legislation.

The Legislation defines the process for competition and creates a transition period dﬁring which most utility
rates are frozen at rates not in excess of their present levels. The Legislation provides for utilities to recover their
generation related stranded costs and regulatory assets (as defined in the Legislation).

Retail Choice. Under the Legislation, on January 1, 2002, most retail customers of investor-owned electric
utilities in Texas will be entitled to purchase their electricity from any of a number of “retail electric providers”
which will have been certified by the Texas Utility Commission. Retail electric providers will not own or operate
generation assets and their sales rates will not be subject to traditional cost-of-service rate regulation. Retail electric
providers which are affiliates of electric utilities may compete substantially statewide for these sales, but rates they
charge within the affiliated electric utility’s traditional service territory are subject to certain limitations at the outset
of retail choice, as described below. The Texas Utility Commission will prescribe regulations governing quality,
reliability and other aspects of service from retail electric providers. Transmission between the regulated utility and
its current and future competitive affiliates is subject to regulatory scrutiny and must comply with a code of conduct
established by the Texas Utility Commission. The code of conduct governs interactions between employees of
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regulated and current and future unregulated affiliates as well as the exchange of information between such
affiliates.

Unbundling. By January 1, 2002, electric utilities in Texas such as Reliant Energy HL&P will restructure their
businesses in order to separate power generation, transmission and distribution, and retail activities into different
units. Pursuant to the Legislation, the Company submitted a plan in January 2000 to accomplish the required
separation of its regulated operations into separate units and is awaiting approval from the Texas Utility
Commission. The transmission and distribution business will continue to be subject to cost-of-service rate regulation
and will be responsible for the delivery of electricity to retail consumers.

Generation. Power generators will sell electric energy to wholesale purchasers, including retail electric
providers, at unregulated rates beginning January 1, 2002. To facilitate a competitive market, Reliant Energy HL&P
and most other electric utilities will be required to sell at auction entitlements to 15% of their installed generating
capacity no later than 60 days before January 1, 2002. That obligation to auction entitlements continues until the
earlier of January 1, 2007 or the date the Texas Utility Commission determines that at least 40% of the residential
and small commercial load served in the electric utility’s service area is being served by non-affiliated retail electric
providers. In addition, a power generator that owns and controls more than 20% of the power generation in, or
capable of delivering power to, a power region after the reductions from the capacity auction (calculated as
prescribed in the Legislation) must submit a mitigation plan to reduce generation that it owns and controls to no
more than 20% in the power region. The Legislation also creates a program mandating air emissions reductions for
non-permitted generating facilities. The Company anticipates that any stranded costs associated with this obligation
incurred before May 1, 2003 will be recoverable through the stranded cost recovery mechanisms contained in the
Legislation.

Rates. Base rates charged by Reliant Energy HL&P on September 1, 1999 will be frozen until January 1, 2002.
Effective January 1, 2002, retail rates charged to residential and small commercial customers by the utility’s
affiliated retail electric provider will be reduced by 6% from the average rates (on a bundled basis) in effect on
January 1, 1999. That reduced rate will be known as the “price to beat” and will be charged by the affiliated retail
electric provider to residential and small commercial customers in Reliant Energy HL&P's service area who have
not elected service from another retail electric provider. The affiliated retail electric provider may not offer different
rates to residential or small commercial customer classes in the utility's service area until the earlier of the date the
Texas Utility Commission determines that 40% of power consumed by that class is being served by non-affiliated
retail electric providers or January 1, 2005. In addition, the affiliated retail electric provider must make the price to
beat available to eligible consumers until January 1, 2007.

Stranded Costs. Reliant Energy HL&P will be entitled to recover its stranded costs (i.e., the excess of net book
value of generation assets (as defined by the Legislation) over the market value of those assets) and its regulatory
assets related to generation. The Legislation prescribes specific methods for determining the amount of stranded
costs and the details for their recovery. However, during the base rate freeze period from 1999 through 2001,
earnings above the utility’s authorized return formula will be 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 may be redirected to generation assets for regulatory purposes during that period.

The Legislation provides for Reliant Energy HL&P, or a special purpose entity, to issue securitization bonds for
the recovery of generation related regulatory assets and stranded costs. These bonds will be sold to third parties and
will be amortized through non-bypassable charges to transmission and distribution customers. Any stranded costs
not recovered through the securitization bonds will be recovered through a non-bypassable charge to transmission
and distribution customers. Costs associated with nuclear decommissioning that have not been recovered as of
January 1, 2002, will continue to be subject to cost-of-service rate regulation and will be included in a non-
bypassable charge to transmission and distribution customers.
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In November 1999, Reliant Energy HL&P filed an application with the Texas Utility Commission requesting a
financing order authorizing the issuance by a special purpose entity organized by the Company, pursuant to the
Legislation, of transition bonds related to Reliant Energy HL&P’s generation-related regulatory assets. The
Company believes the Texas Utility Commission will authorize the issuance of approximately $750 million of
fransition bonds. Payments on the transition bonds will be made out of funds derived from non-bypassable
transition charges to Reliant Energy HL&P’s transmission and distribution customers. The offering and sale of the
transition bonds will be registered under the Securities Act of 1933 and, absent any appeals, are expected to be
consummated in the second or third quarter of 2000.

Accounting. Historically, Reliant Energy HL.&P has applied the accounting policies established in SFAS No.
71. In general, SFAS No. 71 permits a company with cost-based rates to defer certain costs that would otherwise be
expensed to the extent that it meets the following requirements: (1) its rates are regulated by a third party; (2) its
rates are cost-based; and (3) there exists a reasonable assumption that all costs will be recoverable from customers
through rates. When a company determines that it no longer meets the requirements of SFAS No. 71, pursuant to
SFAS No. 101 and SFAS No. 121, it is required to write off regulatory assets and liabilities unless some form of
recovery continues through rates established and collected from remaining regulated operations. In addition, such
company is required to determine any unpau'ment to the carrying costs of deregulated plant and inventory assets in
accordance with SFAS No. 121.

In July 1997, the Emerging Issues Task Force (EITF) of the Financial Accounting Standards Board reached a
consensus on Issue No. 97-4, “Deregulation of the Pricing of Electricity — Issues Related to the Application of
FASB Statements No. 71, Accounting for the Effects of Certain Types of Regulation, and No. 101, Regulated
Enterprises Accounting for the Discontinuation of Application of FASB Statement No. 71” (EITF No. 97-4). EITF
No. 97-4 concluded that a company should stop applying SFAS No. 71 to a segment which is subject to a
deregulation plan at the time the deregulation legislation or enabling rate order contains sufficient detail for the
utility to reasonably determine how the plan will affect the segment to be deregulated. In addition, EITF No. 97-4
requires that regulatory assets and liabilities be allocated to the applicable portion of the electric utility from which
the source of the regulated cash flows will be derived.

The Company believes that the Legislation provides sufficient detail regarding the deregulation of the
Company’s electric generation operations to require it to discontinue the use of SFAS No. 71 for those operations.
Effective June 30, 1999, the Company applied SFAS-No. 101 to its electric generation operations. Reliant Energy
HL&P’s transmission and distribution operations continue to meet the criteria of SFAS No. 71.

In 1999, the Company evaluated the recovery of its generation related regulatory assets and liabilities. The
Company determined that a pre-tax accounting loss of $282 million exists because it believes only the economic
value of its generation related regulatory assets (as defined by the Legislation) will be recovered. Therefore, the
Company recorded a $183 million after tax extraordinary loss in the fourth quarter of 1999, If events were to occur
that made the recovery of certain of the remaining generation related regulatory assets no longer probable, the
Company would write off the remaining balance of such assets as a non-cash charge against earnings. Pursuant to
EITF No. 97-4, the remaining recoverable regulatory assets will not be written off and will become associated with

. the transmission and distribution portion of the Company’s electric utility business. For details regarding the Reliant
Energy HL&P’s regulatory assets, see Note 1(d).

At June 30, 1999, the Company performed an impairment test of its previously regulated electric generation
assets pursuant to SFAS No. 121 on a plant specific basis. Under SFAS No. 121, an asset is considered impaired,
and should be written down to fair value, if the future undiscounted net cash flows expected to be generated by the
use of the asset are insufficient to recover the carrying amount of the asset. For assets that are impaired pursuant to
SFAS No. 121, the Company determined the fair value for each generating plant by estimating the net present value
of future cash inflows and outflows over the estimated life of each plant. The difference between fair value and net
book value was recorded as a reduction in the current book value. The Company determined that $797 million of
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electric generation assets were impaired as of June 30, 1999. Of such amounts, $745 million relates to the South
Texas Project and $52 million relates to two gas-fired generation plants. The Legislation provides recovery of this
impairment through regulated cash flows during the transition period and through non-bypassable charges to
transmission and distribution customers. As such, a regulatory asset has been recorded for an amount equal to the
impairment loss and is included on the Company’s Consolidated Balance Sheets as a regulatory asset. In addition,
the Company recorded an additional $12 million of recoverable impaired plant costs in the third quarter of 1999
related to previously incurred costs that are now estimated to be recoverable pursuant to the Legislation. During the
third and fourth quarter of 1999, the Company recorded amortization expense related to the recoverable impaired
plant costs and other deferred debits created from discontinuing SFAS No. 71 of $221 million. The Company will
continue to amortize this regulatory asset as it is recovered from regulated cash flows.

The impairment analysis requires estimates of possible future market prices, load growth, competition and many
other factors over the lives of the plants. The resulting impairment loss is highly dependent on these underlying
assumptions. In addition, after January 10, 2004, Reliant Energy HL&P must finalize and reconcile stranded costs
(as defined by the Legislation) in a filing with the Texas Utility Commission. Any difference between the fair
market value and the regulatory net book value of the generation assets (as defined by the Legislation) will either be
refunded or collected through future non-bypassable charges. This final reconciliation allows alternative methods of
third party valuation of the fair market value of these assets, including outright sale, stock valuations and asset
exchanges. Because generally accepted accounting principles require the Company to estimate fair market values
on a plant-by-plant basis in advance of the final reconciliation, the financial impacts of the Legislation with respect
to stranded costs are subject to material changes. Factors affecting such change may include estimation risk,
uncertainty of future energy prices and the economic lives of the plants. If events occur that make the recovery of
all or a portion of the regulatory assets associated with the generation plant impairment loss and deferred debits
created from discontinuance of SFAS No. 71 pursuant to the Legislation no longer probable, the Company will write
off the corresponding balance of such assets as a non-cash charge against earnings. One of the results of
discontinuing the application of SFAS No. 71 for the generation operations is the elimination of the regulatory
accounting effects of excess deferred income taxes and investment tax credits related to such operations. The
Company believes it is probable that some parties will seek to return such amounts to ratepayers and accordingly,
the Company has recorded an offsetting liability.

Following are the classes of electric property, plant and equipment at cost, with associated accumulated
depreciation at December 31, 1999 (including the impairment loss discussed above) and December 31, 1998,

Transmission General Consolidated Electric
Generation and Distribution and Intangible Plant in Service

(Millions of Dollars)

December 31, 1999:
Original €ost ......covcevvvrniininnins rereeeeeehenes $ 11,202 $ 4,531 $ 992 $ 16,725
Accumulated depreciation ..........c.cc.oo..... 4,767 1,263 251 6,281
Property, plant and equipment —net(1).... $ 6,435 $ 3,268 $ 741 $ 10,444

December 31, 1998:

Original Cost ......cvvreemrmeerireiiiienerennens § 8843 $ 4,19 $ 902 $ 13,941
Accumulated depreciation ........c..cceeecenne. 3,822 1,276 207 5,305
Property, plant and equipment — net(1).... $ 5,021 $ 2920 $ 695 ) 8,636

(1) Includes non-rate regulated domestic and international generation facilities of $696 million and $338 million at
December 31, 1999 and 1998, respectively, and international distribution facilities of $32 million and $19
million at December 31, 1999 and 1998, respectively. Also, includes property, plant and equipment of UNA of
$1.8 billion at December 31, 1999.
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In order to reduce potential exposure to stranded costs related to generation assets, Reliant Energy HL&P
redirected $99 million and $195 million of depreciation in the six months ended June 30, 1999, and the year ended
December 31, 1998, respectively, from transmission and distribution related plant assets to generation assets for
regulatory and financial reporting purposes. Such redirection was in accordance with the Company’s Transition
Plan. See Note 4 for additional information regarding the Transition Plan. The Legislation provides that
depreciation expense for transmission and distribution related assets may be redirected to generation assets during
the base rate freeze period from 1999 through 2001. For regulatory purposes, the Company has continued to
redirect transmission and distribution depreciation to generation assets.. Beginning June 30, 1999, redirected
depreciation expense cannot be recorded by the electric generation operations portion of Reliant Energy HL&P for
financial reporting purposes as this portion of electric operations is no longer accounted for under SFAS No. 71.
During the third and fourth quarters of 1999, $99 million in depreciation expense has been redirected from
transmission and distribution for regulatory purposes and has been established as an embedded regulatory asset
included in transmission and distribution related plant and equipment balances. .As of December 31, 1999 and 1998,
the cumulative amount of redirected depreciation for regulatory purposes is $393 million and $195 million,
respectively.

The Company reviewed its long-term purchase power contracts and fuel contracts for potential loss in
accordance with SFAS No. 5, “Accounting for Contingencies” and Accounting Research Bulletin No. 43, Chapter 4,
“Inventory Pricing.” Based on projections of future market prices for wholesale electricity, the analysis indicated no
loss recognition is appropriate at this time.

Other Accounting Policy Changes. As a result of discontinuing SFAS No. .71, the accounting policies
discussed below related to Electric Operations’ generation operations have been changed effective July 1, 1999.
Allowance for funds used during construction will no longer be accrued on generation related construction projects.
Instead, interest will be capitalized on these projects in accordance with SFAS No. 34, “Capitalization of Interest
Cost.”

Previously, in accordance with SFAS No. 71, Reliant Energy HL&P deferred the premiums and expenses that
arose when long term debt was redeemed and amortized these costs over the life of the new debt. If no new debt was
issued, these costs were amortized over the remaining original life of the retired debt. Effective July 1, 1999, costs
resulting from the retirement of debt attributable to the generation operations of Reliant Energy HL&P will be
recorded in accordance with SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt,” unless such
costs will be recovered through regulated cash flows. In that case, these costs will be deferred and recorded as a
regulatory asset by the entity through which the source of the regulated cash flows will be derived. During the third
and fourth quarters of 1999, the generation portion of Reliant Energy HL&P incurred $11 million of losses from
extinguishment of debt which Reliant Energy HL&P’s transmission and distribution operations have recorded as a
regulatory asset. This regulatory asset will be amortized along with recoverable impaired plant costs as the assets
are recovered pursuant to the Legislation.

(4) Transition Plan

In June 1998, the Texas Utility Commission issued an order in Docket No. 18465 approving the Company’s
Transition Plan filed by Electric Operations in December 1997. The Transition Plan included base rate credits to
residential customers of 4% in 1998 and an additional 2% in 1999. Commercial customers whose monthly billing is
1,000 kva or less are entitled to receive base rate credits of 2% in each of 1998 and 1999. The Company
implemented the Transition Plan effective January 1, 1998. For additional information regarding the Transition
Plan, see Note 1(g).

Review of the Texas Utility Commission’s order in Docket No. 18465 is currently pending before the Travis
County District Court. In August 1998, the Office of the Attorney General for the State of Texas and a Texas
municipality filed an appeal seeking, among other things, to reverse the portion of the Texas Utility Commission’s
order relating to the redirection of depreciation expenses under the Transition Plan. The Office of the Attorney
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General has withdrawn its appeal, but the Texas municipality continues to maintain its appeal. Because of the
number of variables that can affect the ultimate resolution of an appeal of Texas Utility Commission orders, the

Company cannot predict the outcome of this matter or the ultimate effect that adverse action by the courts could
have on the Company.

(5) Derivative Financial Instruments
{a) Price Risk Management and Trading Activities.

The Company offers energy price risk management services primarily related to natural gas, electricity, crude

oil and refined products, weather, coal and certain air emissions regulatory credits. The Company provides these

“services by utilizing a variety of derivative financial instruments, including fixed and variable-priced physical
forward contracts, fixed and variable-priced swap agreements and options traded in the over-the-counter financial

markets and exchange-traded energy futures and option confracts (Trading Derivatives). Fixed-price swap

agreements require payments to, or receipts of payments from, counterparties based on the differential between a

fixed and variable price for the commodity. Variable-price swap agreements require payments to, or receipts of

payments from, counterparties based on the differential between industry pricing publications or exchange
quotations.

Prior to 1998, the Company applied hedge accounting to certain physical commodity activities that qualified for
hedge accounting. In 1998, the Company adopted mark-to-market accounting for all of its price risk management
and trading activities. Accordingly, since 1998, such Trading Derivatives are recorded at fair value with realized
and unrealized gains (losses) recorded as a component of revenues. The recognized, unrealized balance is included
in price risk management assets/liabilities (See Note 1(0)).

The notional quantities, maximum terms and the estimated fair value of Trading Derivatives at December 31,

1999 and 1998 are presented below (volumes in billions of British thermal units equivalent (Bbtue) and dollars in
millions):

Volume-Fixed

Volume-Fixed Price Maximum
1999 Price Payor Receiver Term (years)
NAUFAL 85 ..ureeecereicecitenin ittt rererrs e sne e aee s eansnsans 936,716 939,416 9
EIECHCHEY . ..covereeeeaiurcensiririrteiner st er e e 251,592 248,176 10
Crude oil and refined products.........ccocceveercrsriercnniiniiiciininninnns 143,857 144,554 . 3
1998
NAtUFAL G8S....oecereeevereeeiercrmeneetmseeie i snsa s 937,264 977,293 9
EIECHICILY ..coe ettt e 122,950 124,878 3
Crude oil and refined products........c.c.cvevemriiniiiniensicionenneens 205,499 204,223 3

Fair Value Average Fair Value (a)
1999 Assets Liabilities Assets Liabilities
NAtULal S ...crvenerirriiirinrisiiei et eaeas $ 319 § 299 $ 302 $ 283
| DA TTol g 1u31 1 RO OO ORI - 131 98 103 80
Crude oil and refined products...........ccoevviiieieinernrninsunnnnns 134 .. 145 127 132
$ 584 $ 542 $ 532 $ 495

1998 .
Natural Za5 .....ccooviermrrieniniiricircsnrr e e $ 224 $ 212 $ 124 $ 108
EIECHCIEY cvevverireriserirerenieeniteniniirestrarbe e a s ssssasasnsassanenas 34 33 - 186 186
Crude oil and refined products ......c.c.ccovvuricivnisimsninisinenans 29 23 21 17

$ 287 $ 268 $ 331 $ 31

(a) Computed using the ending balance of each quarter.
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In addition to the fixed-price notional volumes above, the Company also has variable-priced agreements, as
discussed above, totaling 3,797,824 and 1,702,977 Bbtue as of December 31, 1999 and 1998, respectively. Notional
amounts reflect the volume of transactions but do not represent the amounts exchanged by the parties to the financial
instruments. Accordingly, notional amounts do not accurately measure the Company’s exposure to market or credit
risks. : ;

All of the fair values shown in the tables above at December 31, 1999 and 1998 have been recognized in
income. The fair value as of December 31, 1999 and 1998 was estimated using quoted prices where available and
considering the liquidity of the market for the Trading Derivatives. The prices and fair values are subject to
significant changes based on changing market conditions.

The weighted-average term of the trading portfolio, based on volumes, is less than one year. The maximum and
average terms disclosed herein are not indicative of likely future cash flows, as these positions may be changed by
new transactions in the trading portfolio at any time in response to changing market conditions, market liquidity and
the Company’s risk management portfolio needs and strategies. Terms regarding cash settlements of these contracts
vary with respect to the actual timing of cash receipts and payments. »

In addition to the risk associated with price movements, credit risk is also inherent in the Company’s risk
management activities. Credit risk relates to the risk of loss resulting from non-performance of contractual
obligations by a counterparty. The following table shows the composition of the total price risk management assets
of the Company as of December 31, 1999 and 1998.

December 31, 1999 December 31, 1998

Investment Investment ‘
Grade (1) Total Grade (1) Total
‘(Millions of Dollars)

Energy marketers........oooceierumunrrsrmrersisssssssinssenenene $ 172§ 183 § 103§ 124
Financial institutions. .........ivceeeeeecesvisnsnerersennecenens 119 119 62 62
Gas and electric utilities. .....cocccvimvinnvinnrnnieneeiinenns 184 186 47 48
Oil and gas producers ........ccoeeeverisarennnescssescsennnine 6 30 7 8
INAUSHIALS .oeeveeeeieeeececeererenec s rrne e s et 4 5 2 3
Independent pOWer PrOQUCETS.......cvvvrvererrernisiocsennenens 4 6 1 1
OhEIS eeeivveeieereeertereirecreeeenecserssassresstnsssasssssasesnsasness 64 67 . 45 47

TOUAL «vveeereneveenrereeineeseneeestessernessessrsrsinesasesenanas 3 553 59 $ 267 293
Credit and other reServes .....o.couieniinirenercneenasionens (12) 6)

Energy price risk management assets (2) ........coce.ee. $ 584 v $ 287

(1) “Investment Grade” is primarily determined using publicly available credit ratings along with the consideration
of credit support (e.g., parent company guarantees) and collateral, which encompass cash and standby letters of
credit.

(2) As of December 31, 1999, the Company had no credit risk exposure to any single counterparty that represents
greater than 5% of price risk management assets.

(b) Non-Trading Activities.

To reduce the risk from market fluctuations in the revenues derived from electric power, natural gas and related
transportation, the Company enters into futures transactions, swaps and options (Energy Derivatives) in order to
hedge certain natural gas in storage, as well as certain expected purchases, sales and transportation of natural gas
and electric power (a portion of which are firm commitments at the inception of the hedge). Energy Derivatives are
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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. The Company applies hedge accounting with respect to its derivative
financial instruments utilized in non-trading activities.

The Company utilizes interest-rate derivatives (principally interest-rate swaps) in order to adjust the portion of
its overall borrowings which are subject to interest rate risk and also utilizes such derivatives to effectively fix the
interest rate on debt expected to be issued for refunding purposes. In addition, in 1999, the Company entered into
foreign currency swaps to hedge a portion of its investment in UNA.

For transactions involving either Energy Derivatives or interest-rate and foreign currency derivatives, hedge
accounting is applied only if the derivative (i) reduces the risk of the underlying hedged item and (ii) is designated
as a hedge at its inception. Additionally, the derivatives must be expected to result in financial impacts which are
inversely correlated to those of the item(s) to be hedged. This correlation (a measure of hedge effectiveness) is
measured both at the inception of the hedge and on an ongoing basis, with an acceptable level of correlation of at
least 80% for hedge designation. If and when correlation ceases to exist at an acceptable level, hedge accounting
ceases and mark-to-market accounting is applied.

- In the case of interest-rate swaps associated with existing obligations, cash flows and expenses associated with
the interest-rate derivative transactions are matched with the cash flows and interest expense of the obligation being
hedged, resulting in an adjustment to the effective interest rate. When interest rate swaps are utilized to effectively
fix the interest rate for an anticipated debt issuance, changes in the market value of the interest-rate derivatives are
deferred and recognized as an adjustment to the effective interest rate on the newly issued debt.

In the case of the foreign currency swaps which hedge a portion of the Company’s investment in UNA, income
or loss associated with the foreign currency derivative transactions is recorded as foreign currency translation
adjustments as a component of stockholders’ equity. Such amounts generally offset amounts recorded in
stockholders’ equity as adjustments resulting from translation of the hedged investment into U.S. dollars.

Unrealized changes in the market value of Energy Derivatives utilized as hedges are not generally recognized in
the Company’s Statements of Consolidated Income until the underlying hedged transaction occurs. Once it becomes
probable that an anticipated transaction will not occur, deferred gains and losses are recognized. In general, the
financial impact of transactions involving these Energy Derivatives is included in the Company’s Statements of
Consolidated Income under the captions (i) fuel expenses, in the case of natural gas transactions and (ii) purchased
power, in the case of electric power transactions. Cash flows resulting from these transactions in Energy Derivatives
are included in the Company’s Statements of Consolidated Cash Flows in the same category as the item being
hedged.

At December 31, 1999, the Company was fixed-price payors and fixed-price receivers in Energy Derivatives
covering 33,108 billion British thermal units (Bbtu) and 5,481 Bbtu of natural gas, respectively. At December 31,
1998, the Company was fixed-price payors and fixed-price receivers in Energy Derivatives covering 42,498 Bbtu
and 3,930 Bbtu of natural gas, respectively. Also, at December 31, 1999 and 1998, the Company was a party to
variable-priced Energy Derivatives totaling 44,958 Bbtu and 21,437 Bbtu of natural gas, respectively. The weighted
average maturity of these instruments is less than one year.

The notional amount is intended to be indicative of the Company’s level of activity in such derivatives,
although the amounts at risk are significantly smaller because, in view of the price movement correlation required
for hedge accounting, changes in the market value of these derivatives generally are offset by changes in the value
associated with the underlying physical transactions or in other derivatives. When Energy Derivatives are closed out
in advance of the underlying commitment or anticipated transaction, however, the market value changes may not
offset due to the fact that price movement correlation ceases to exist when the positions are closed, as further
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discussed below. Under such circumstances, gains (losses) are deferred and recognized as a component of income
when the underlying hedged item is recognized in income.

The average maturity discussed above and the fair value discussed in Note 15 are not necessarily indicative of
likely future cash flows as these positions may be changed by new transactions in the trading portfolio at any time in
response to changing market conditions, market liquidity and the Company’s risk management portfolio needs and
strategies. Terms regarding cash settlements of these contracts vary with respect to the actual timing of cash receipts
-and payments.

(c) Trading and Non-trading — General Policy.

In addition to the risk associated with price movements, credit risk is also inherent in the Company’s risk
management activities. Credit risk relates to the risk of loss resulting from non-performance of contractual
obligations by a counterparty. While as yet the Company has experienced only minor losses due to the credit risk
associated with these arrangements, the Company has off-balance sheet risk to the extent that the counterparties to
these transactions may fail to perform as required by the terms of each such contract. In order to minimize this risk,
the Company enters into such contracts primarily with counterparties having a minimum Standard & Poor’s or
Moody’s rating of BBB- or Baa3, respectively. For long-term arrangements, the Company periodically reviews the
financial condition of such firms in addition to monitoring the effectiveness of these financial contracts in achieving
the Company’s objectives. Should the counterparties to these arrangements fail to perform, the Company would seek
to compel performance at law or otherwise obtain compensatory damages in lieu thereof. The Company might be
forced to acquire alternative hedging arrangements or be required to honor the underlying commitment at then-
current market prices. In such event, the Company might incur additional losses to the extent of amounts, if any,
already paid to the counterparties. In view of its criteria for selecting counterparties, its-process for monitoring the
financial strength of these counterparties and its experience to date in successfully completing these transactions, the
Company believes that the risk of incurring a significant financial statement loss due to the non-performance of
counterparties to these transactions is minimal.

The Company’s policies also prohibit the use of leveraged financial instruments.

The Company has established a Risk Oversight Committee, comprised of corporate and business segment
officers that oversees all commodity price and credit risk activities, including the Company’s trading, marketing and
risk management activities. The committee’s duties are to establish the Company’s commodity risk policies, allocate
risk capital within limits established by the Company’s board of directors, approve trading of new products and
commodities, monitor risk positions and ensure compliance with the Company’s risk management policies and
procedures and trading limits established by the Company’s board of directors.

(6) Jointly Owned Electric Utility Plant
(a) Investment in South Texas Project.

The Company has a 30.8% interest in the South Texas Project, which consists of two 1,250 megawatt (MW)
nuclear generating units and bears a corresponding 30.8% share of capital and operating costs associated with the
project. As of December 31, 1999, the Company’s investment in the South Texas Project was $382 million (net of
$2.1 billion accumulated depreciation which includes an impairment loss recorded in 1999 of $745 million). For
additional information regarding the impairment loss, see Note 3. The Company’s investment in nuclear fuel was
$44 million (net of $251 million amortization) as of such date.

The South Texas Project is owned as a tenancy in common among its four co-owners, with each owner
retaining its undivided ownership interest in the two nuclear-fueled generating units and the electrical output from
those units. The four co-owners have delegated management and operating responsibility for the South Texas
Project to the South Texas Project Nuclear Operating Company (STPNOC). STPNOC is managed by a board of
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directors comprised of one director from each of the four owners, along with the chief executive officer of
STPNOC. The four owners provide oversight through an owners’ committee comprised of representatives of each
of the owners and through the board of directors of STPNOC. Prior to November 1997, the Company was the
operator of the South Texas Project: . ,

(b) Nuclear Insurance.

The Company and the other owners of the South Texas Project maintain nuclear property and nuclear liability
insurance coverage as required by law and periodically review available limits and coverage for additional
protection. The owners of the South Texas Project currently maintain $2.75 billion in property damage insurance
coverage, which is above the legally required minimum, but is less than the total amount of insurance currently
available for such losses. This coverage consists of $500 million in primary property damage insurance and excess
property insurance in the amount of $2.25 billion. With respect to excess property insurance, the Company and the
other owners of the South Texas Project are subject to assessments, the maximum aggregate assessment under
current policies being $17 million during any one policy year. The application of the proceeds of such property
insurance is subject to the priorities established by the Nuclear Regulatory Commission (NRC) regulations relating
to the safety of licensed reactors and decontamination operations.

Pursuant to the Price Anderson Act, the maximum liability to the public of owners of nuclear power plants was
$8.9 billion as of December 31, 1999. Owners are required under the Price Anderson Act to insure their liability for
nuclear incidents and protective evacuations by maintaining the maximum amount of financial protection available
from private sources and by maintaining secondary financial protection through an industry retrospective rating
plan. The assessment of deferred premiums provided by the plan for each nuclear incident is up to $84 million per
reactor, subject to indexing for inflation, a possible 5% surcharge (but no more than $10 million per reactor per
incident in any one year) and a 3% state premium tax. The Company and the other owners of the South Texas
Project currently maintain the required nuclear liability insurance and participate in the industry retrospective rating
plan.

There can be no assurance that all potential losses or liabilities will be insurable, or that the amount of insurance
will be sufficient to cover them. Any substantial losses not covered by insurance would have a material effect on the
Company’s financial condition, results of operations and cash flows.

(¢) Nuclear Decommissioning.

The Company contributes $14.8 million per year to a trust established to fund its share of the decommissioning
costs for the South Texas Project. For a discussion of the accounting treatment for the securities held in the
Company’s nuclear decommissioning trust, see Note 1(I). In July 1999, an outside consultant estimated the
Company’s portion of decommissioning costs to be approximately $363 million. The consultant’s calculation of
decommissioning costs for financial planning purposes used the DECON methodology (prompt
removal/dismantling), one of the three alternatives acceptable to the NRC and assumed deactivation of Units Nos. 1
and 2 upon the expiration of their 40-year operating licenses. While the current and projected funding levels
currently exceed minimum NRC requirements, no assurance can be given that the amounts held in trust will be
adequate to cover the 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 equipment. Pursuant to the Legislation, costs associated with nuclear decommissioning that
have not been recovered as of January 1, 2002, will continue to be subject to cost-of-service rate regulation and will
be included in a non-bypassable charge to transmission and distribution customers.
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(7) Equity Investments and Advances to Unconsolidated Subsidiaries

The Company accounts for investments in unconsolidated subsidiaries under the equity method of accounting
where (i) the ownership interest in the affiliate ranges from 20% to 50%, (ii) the ownership interest is less than 20%
but the Company exercises significant influence over operating and financial policies of such affiliate or (iii) the
interest in the affiliate exceeds 50% but the Company does not exercise control over the affiliate.

The Company’s equity investments and advances in unconsolidated subsidiaries at December 31, 1999 and
1998 were $1 billion and $1.1 billion, respectively. The Company’s equity loss from these investments, was $14
million in 1999. For 1998 and 1997, the Company’s equity income from these investments was $71 million and $49
million, respectively. Dividends received from these investments amounted to $14 million, $44 million and $46
million in 1999, 1998 and 1997, respectively.

(a) Reliant Energy Latin Americq,

Reliant Energy is evaluating the sale of the Company’s Latin American assets in order to pursue business
opportunities that are in line with its strategies for the U.S. and Western Europe. '

As of December 31, 1999, Reliant Energy Latin America indirectly holds interests in Light Servicos de
Eletricidade S.A. (Light) (11.78%) which transmits and distributes electricity in Rio De Janeiro, Brazil and holds
77.81% of the common stock of Metropolitana Electricidade de Sao Paulo S.A. (Metropolitana) which transmits and
distributes electricity in Sao Paulo, Brazil; three Colombian electric systems, Empresa de Energia del Pacifico
S.A.E.S.P. (EPSA) (28.35%), Electricaribe (34.61%), and Electrocosta (35.17%); and three electric systems in El
Salvador (ranging from approximately 37% to 45%). In addition, Reliant Energy Latin America indirectly holds
interests in natural gas systems in Colombia and a power generation plant in India.

As of December 31, 1999 and 1998, Light and Metropolitana had total borrowings of $2.9 billion and $3.2
billion denominated in non-local currencies. During the first quarter of 1999, the Brazilian real was devalued and
allowed to float against other major currencies. The effects of devaluation on the non-local currency denominated
borrowings caused the Company to record, as a component of its equity earnings, an after-tax charge for the year
ended December 31, 1999 of $102 million as a result of foreign currency transaction losses recorded by both Light
and Metropolitana. At December 31, 1999 and 1998, one U.S. dollar could be exchanged for 1.79 Brazilian real and
1.21 Brazilian real, respectively. Because the Company uses the Brazilian real as the functional currency to report
Light’s equity earnings, any decrease in the value of the Brazilian real below its December 31, 1999 level will
increase Light’s liability represented by the non-local currency denominated borrowings. This amount will also be
reflected in the Company’s consolidated earnings, to the extent of the Company’s ownership interest in Light.
Similarly, any increase in the value of the Brazilian real above its December 31, 1999 level will decrease Light’s
liability represented by such borrowings.

In April 1998, Light purchased 74.88% of the common stock of Metropolitana. The purchase price for the
shares was approximately $1.8 billion and was financed with proceeds from bank borrowings. In August 1998,
Reliant Energy Latin America and another unrelated entity jointly acquired, through subsidiaries, 65% of the stock
of two Colombian electric distribution companies, Electricaribe and Electrocosta, for approximately $522 million.
The shares of these companies are indirectly held by an offshore holding company jointly owned by the Company
and the other entity. In addition, in 1998, the Company acquired, for approximately $150 million, equity interests in
 three electric distribution systems located in El Salvador. . :

In June 1997, a consortium of investors which included Reliant Energy Latin America acquired for $496

million a 56.7% controlling ownership interest in EPSA. Reliant Energy Latin America contributed $152 million of
the purchase price for a 28.35% ownership interest in EPSA.
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In May 1997, Reliant Energy Latin America increased its indirect ownership interest in an Argentine electric
utility from 48% to 63%. The purchase price of the additional interest was $28 million. On June 30, 1998, Reliant
Energy Latin America sold its 63% ownership interest in this Argentine affiliate and certain related assets for
approximately $243 million. Reliant Energy Latin America acquired its initial ownership interests in the electric
utility in 1992. The Company recorded an $80 million after-tax gain from this sale in the second quarter of 1998.

(b) Wholesale Energy Domestic.

In April 1998, the Company formed a limited Hability corporation to construct and operate a 490 MW electric
generation plant in Boulder City, Nevada in which the Company retained a 50% interest. The plant is anticipated to
be operational in the second quarter of 2000. In October 1998, the Company entered into a partnership to construct
and operate a 100 MW cogeneration plant in Orange, Texas in which its ownership interest is 50%. The plant began
commercial operation in December 1999. As of December 31, 1999, the Company’s net investment in these
projects is $78 million and its total projected net investment is approximately $90 million.

(c) Combined Financial Statement Data of Equity Investees and Advances to Unconsolidated Subsidiaries.
The following tables set forth certain summarized financial information of the Company’s unconsolidated

affiliates as of December 31, 1999 and 1998 and for the years then ended or periods from the respective affiliates’
acquisition date through December 31, 1999, 1998 and 1997, if shorter: ‘

Year Ended December 31,
1999 1998 1997
(Thousands of Dollars)
Income Statement: _
REVENUES ..ottt $ 4,421,942 $ 2,449,335 3 2,011,927
Operating eXpPenses ........couvvervveimrerereeusssmenesesenenes 3,329,559 1,762,166 1,460,248
NEL INCOME ..virertreeerereisrevesesosemeeeneee e eeeesseeeeesene (310,667) 514,005 403,323
December 31,
1999 1998
(Thousands of Dollars)
Balance Sheet: .
CUITENLE BSSELS ..venievererieveereereteesreresesesesenesesenesisemesessbonssesssssessesssesesssesnens $ 1,553,166 $ 1,841,857
INODCUITENT ASSEES .evverererinreerraeririenserisereeeserersnerseesssestnessessssesssesesnsassessns 10,379,306 13,643,747
CUITENE LHADIIIEIES. .. ecoveeeveerieeieiereeereee et tereee s e e aee e ssesae s neses e s sens 2,714,621 4,074,603
Noncurrent Habilities. .....ouvuereeerererereieieereeeeece s ereseseseseseeseesesnas : 4,440,985 6,284,821
OWDETS” EQUILY .eovrvererirereereitistentneenreresieneerestesresesieresereessesconsnseresesressssen 4,776,866 5,126,180

(8) Indexed Debt Securities (ACES and ZENS) and Time Warner Securities
(d) Original investment in Time Warner Securities.

On July 6, 1999, the Company converted its 11 million shares of Time Warner Inc. (TW) convertible preferred
stock (TW Preferred) into 45.8 million shares of Time Warner common stock (TW Common). Prior to the
conversion, the Company’s investment in the TW Preferred was accounted for under the cost method at a value of
$990 million in the Company’s Consolidated Balance Sheets. The TW Preferred was redeemable after July 6, 2000,
had an aggregate liquidation preference of $100 per share (plus accrued and unpaid dividends), was entitled to
annual dividends of $3.75 per share until July 6, 1999 and was convertible by the Company. The Company
recorded pre-tax dividend income with respect to the TW Preferred of $20.6 million in 1999 prior to the conversion
and $41.3 million in both 1998 and 1997. Due to the conversion, the Company will no longer receive the quarterly
pre-tax dividend of $10.3 million that was paid on the TW Preferred but will receive dividends, if declared and paid,
on its investments in TW Common. Effective on the conversion date, the shares of TW Common were classified as
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trading securities under 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 the Company’s investment in Time
Warner securities.

b ACES.

In July 1997, in order to monetize a portion of the cash value of its investment in TW Preferred, the Company
issued 22.9 million of its unsecured 7% Automatic Common Exchange Securities (ACES) having an original
principal amount of approximately $1.052 billion. The market value of ACES is indexed to the market value of TW
Common. In July 2000, the ACES will be mandatorily exchangeable for, at the Company’s option, either shares of
TW Common at the exchange rate set forth below or cash with an equal value. The current exchange rate is as
follows:

Market Price of TW Common Exchange Rate

Below $22.96875 2.0 shares of TW Common
$22.96875 - $27.7922 Share equivalent of $45.9375
Above $27.7922 1.6528 shares of TW Common

Prior to maturity, the Company has the option of redeeming the ACES if (i) changes in federal tax regulations
require recognition.of a taxable gain on the Company’s TW investment and (ii) the Company could defer such gain
by redeeming the ACES. The redemption price is 105% of the closing sales price of the ACES as determined over a
period prior to the day redemption notice is given. The redemption price may be paid in cash or in shares of TW
Common or a combination of the two.

By issuing the ACES, the Company effectively eliminated the economic exposure of its investment in TW
securities to decreases in the price of TW Common below $22.96875. In addition, the Company retained 100% of
any increase in TW Common price up to $27.7922 per share and 17% of any increase in market price above
- $27.7922. '

Prior to the July 1999 conversion of the TW Preferred, any increase in the market value of TW Common above
$27.7922 was treated for accounting purposes as an increase in the payment amount of the ACES equal to 83% of
the increase in the market price per share and was recorded by the Company as a non-cash expense. As a result, the
Company recorded in 1999 (prior to conversion), 1998 and 1997 a non-cash, unrealized accounting loss of $435
million, $1.2 billion and $121 million, respectively (which resulted in an after-tax earnings reduction of $283
million, or $0.99 per share, $764 million, or $2.69 per share, and $79 million, or $0.31 per share, respectively).
Following the conversion of TW Preferred into TW Common, changes in the market value of the Company’s TW
Common and the related offsetting changes in the liability related to the Company’s obligation under the ACES will
be recorded in the Company’s Statement of Consolidated Income.

(c) ZENS.

On September 21, 1999, the Company issued approximately 17.2 million of its 2.0% Zero-Premium
Exchangeable Subordinated Notes due 2029 (ZENS) having an original principal amount of approximately $1.0
billion. At maturity the holders of the ZENS will receive in cash the higher of the original principal amount of the
ZENS or an amount based on the then-current market value of TW Common, or other securities distributed with
respect to TW Common (one share of TW Common and such other securities, if any, are referred to as reference
shares). Each ZENS has an original principal amount of $58.25 (the closing market price of the TW Common on
September 15, 1999) and is exchangeable at any time at the option of the holder for cash equal to 95% (100% in
certain cases) of the market value of the reference shares attributable to one ZENS. The Company pays interest on
each ZENS at an annual rate of 2% plus the amount of any quarterly cash dividends paid in respect of the quarterly
interest period on the reference shares attributable to each ZENS. Subject to certain conditions, the Company has
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the right to defer interest payments from time to time on the ZENS for up to 20 consecutive quarterly periods. As of
December 31, 1999, no interest payments on the ZENS had been deferred.

Of the $980 million net proceeds from the offering, the Company used $443 million for general corporate
purposes, including repayment of Company indebtedness. The Company used $537 million of the net proceeds to
purchase 9.2 million shares of TW Common, which are classified as trading securities under SFAS No. 115.
Unrealized gains and losses resulting from changes in the market value of the TW Common are recorded in the
Company’s Statements of Consolidated Income.

An increase above $58.25 (subject to certain adjustments) in the market value per share of TW Common results
in an increase in the Company’s liability for the ZENS and is recorded by the Company as a non-cash expense. If
the market value per share of TW Common declines below $58.25 (subject to certain adjustments), the liability for
the ZENS would not decline below the original principal amount. However, the decline in market value of the
Company’s investment in the TW Common would be recorded as an unrealized loss as discussed above.

Prior to the purchase of additional shares of TW Common on September 21, 1999, the Company owned
approximately 8 million shares of TW Common that were in excess of the 38 million shares needed to economically
hedge its ACES obligation. For the period from July 6, 1999 to the ZENS issuance date, losses (due to the decline
in the market value of the TW Common during such period) on these 8 million shares were $122 million ($79
million after tax). The 8 million shares of TW Common combined with the additional 9.2 million shares purchased
are expected to be held to facilitate the Company’s ability to meet its obligation under the ZENS.

The following table sets forth certain summarized financial information of the Company’s investment in TW
securities and the Company’s ACES and ZENS obligations.

TW Investment ACES ZENS
(Thousands of Dollars)
Balance at January 1, 1997 ..o $ 990,000
Issuance of indexed debt securities............coceerrrunens vt $ 1,052,384
Loss on indexed debt SECUrities .......coeevevvecrrieiirerieereene 121,402
Balance at December 31, 1997 ......ccoovvrcirrcrernrsrene 990,000 1,173,786
Loss on indexed debt securities .........cccuvveevrerervenresivernnnes 1,176,211
Balance at December 31, 1998 .......cvvvvivviviericieieeneenes 990,000 2,349,997
Issuance of indexed debt securities:.........c.vreiererierneeernnns $ 1,000,000
Purchase of TW Common .........c..cccecvevivreeececninnveeneesinneens 537,055
Loss on indexed debt securities .....c..oeeveevververeeeeeeeenennnne. 388,107 241,416
Gain on TW COMMON ...c.ivnrevreecirieenreeneeeereeenensnnensessnes 2,452,406 '
Balance at December 31, 1999 .......cccovvveveeiieieieeee. $ 3,979,461 $ 2,738,104 $ 1,241,416

(9) Preferred Stock and Preference Stock
(a) Preferred Stock.

At December 31, 1999 and 1998, the Company had 10‘000 000 authorized shares of cumulative preferred stock,
of which 97,397 shares were outstanding. As of such dates, the Company’s only outstanding series of preferred

stock was its $4.00 Preferred Stock. The $4.00 Preferred Stock pays an annual dividend of $4.00 per share, is
redeemable at $105 per share and has a liquidation price of $100 per share.
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(b) Preference Stock.

At December 31, 1999 and 1998, Reliant Energy had 10,000,000 authorized shares of preference stock which
were designated and outstanding, as shown below.

December 31, 1999 December 31, 1998
Liquidation Value Shares Shares Shares Shares

per Share Designated Outstanding Designated Outstanding
Series A $ 1,000 700,000 700,000
Series B $ 100,000 27,000 17,000 27,000 17,000
Series C $ 100,000 1,575 1,575 1,575
Series D Euro 100,000 (1) 5,880 5,880
Series E $ 100,000 3,160 3,160
Series F $ 100,000 2,400 2,400

(1) As of December 31, 1999, one U.S. dollar could be exchanged for 1.0062 Euros.

The Series A Preference Stock is issuable in accordance with the Company’s Shareholder Rights Agreement
upon the occurrence of certain events. Each share of common stock of the Company includes one associated
preference stock purchase right (Company Right). Under certain circumstances, each Company Right entitles the
registered holder to purchase from the Company a unit consisting of one-thousandth of a share (Fractional Share) of
Series A Preference Stock, without par value, at a purchase price of $42.50 per Fractional Share, subject to
adjustments.

The Series C Preference Stock was redeemed in March 1999. The Series B, D, E and F Preference Stock are

not deemed outstanding for financial reporting purposes because the sole holders of each series are wholly owned
financing subsidiaries of the Company.
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(10) Long-term Debt and Short-term Borrowings

Short-term borrowings:

CommErcial PAPET........ccccovririeirirreieeies et s et eeerseesseeeeeeas
Lines 0f CTedit (2) ..covvveieieeeeieiiieeete sttt aeren

Receivables facilities ..

Total short-term bOITOWINES......c.oovevirieieietitcecee et e ee

Long-term debt:
Reliant Energy

ACES () roooerecee eeveeeseerae e et eeee s e eeetreeee s oo

Debentures.... . $
7.88% to 9.38% due 2001 to 2002 as of December 31, 1999 and 1998
First mortgage bonds ..........cccccvicamrimenieninicesreescsene e

4.90% to 9.15% due 2002 to 2027 as of December 31, 1999
4.90% to 9.15% due 2000 to 2027 as of December 31, 1998

Pollution control BONMS........c.covmeervieeiitiecce ettt cene e eeeeas

4.70% to 5.95% due 2011 to 2030 as of December 31, 1999
4.90% to 5.23% due 2015 to 2029 as of December 31, 1998

NOLES PAYADIE ...ttt ettt e

12.50% due 2017 as of December 31, 1999 and 1998

Capitalized lease ObligatiONS............cecerrrreeriinrernnecrireerereescrees e eeeeeae

Financing Subsidiaries (directly or indirectly held by Reliant Energy)

NOLES PAYADIE ..ottt ettt ere st b sse e

7.12% to 7.40% due 2001 to 2002 as of December 31, 1999
Reliant Energy International, Inc.

Notes payable, 9.00% due 2003 as of December 31, 1999 and 1998 ............

Reliant Energy Power Generation, Inc.

NOteS PAYAbIE ......ccoviemrercerircecc e

Various market rates due 2002 as of December 31, 1999
N.V. UNA (3)X5)

DEDENMUIES ...c...icueeereeererietrtie et st ers e b et e eeee e s eeneseeaeessaeen

3.50% to 9.13% due 2000 to 2010 as of December 31, 1999
Resources Corp. (5)

Convertible debDEntUIes ...........oveviviiiicee ettt rasaens

6.0% due 2012

DEBERIULES.........ooeiriereeeet ettt enene

6.38% to 8.90% due 2003 to 2008 as of December 31, 1999
6.38% to 10.00% due 2003 to 2019 as of December 31, 1998

MeGTUM-EEITN NOLES........ovveteeeirereieet ettt etsa et enateas

8.77% to 9.23% maturing 2001 as of December 31, 1999
8.77% to 9.39% maturing 2000 to 2001 as of December 31, 1998

NOES PAYABIE ..ot ettt

7.50% to 9.39% due 2000 as of December 31, 1999
7.50% to 8.88% due 1999 to 2000 as of December 31, 1998

Unamortized discount and premium ... e
Total long-term BOITOWINES .......ccoeimierietriiecnirercsee s
Total DOTTOWINES «..c.vevvivireririe ettt

(1) Includes amounts due within one year of the date noted.

December 31, 1999

December 31, 1998

Long-term

Current (1) Long-term

Current (1)

350,000

1,261,217

1,045,900

529
12,502

525,000

92,667

70,247

390,626

92,727

961,545

150,275

8,075

{Thousands of Dollars)

$ 1,793,268
563,472
350,000
172,471

2,879,211

2,738,104  § 2,349,997

1,241,416
’ 350,000
150,000 1,875,732
581,385

31 561

1,229 13,742

27,905 126,522

104,617

1,010,919
177,591
223451 203,116

6,566

$ 1,360,239
150,000
300,000

2,500

T 1812,739

170,500

31

1,140

22,345

203,438

4,961,310

4,382,136 6,800,748

397,454

$ 4961310

$ 7261347 § 6,800,748

$ 2210,193

(2) Includes borrowings which are denominated in Euros as of December 31, 1999. The assumed exchange rate is
1.0062 Euros per U.S. dollar (exchange rate on December 31, 1999).
(3) Borrowings are primarily denominated in Dutch guilders. The assumed exchange rate is 2.19 NLG per U.S.

dollar (exchange rate on December 31, 1999).

(4) For additional information regarding ACES and ZENS, see Note 8. As ZENS are exchangeable at any time at
the option of the holders, these notes are classified as a current portion of long-term debt.
(5) At the respective acquisition dates of UNA and Resources, the debt was adjusted to fair market value as of that
date. Included in unamortized premium and discount is unamortized premium related to fair value adjustments
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of long-term debt of approximately $48 million and $33 million at December 31, 1999 and 1998, respectively,
and is being amortized over the respective remaining term of the related long-term debt.

(a) Short-term Borrowings.

As of December 31, 1999, the Company has credit facilities, which included facilities of various financing
subsidiaries, UNA and Resources Corp., with financial institutions which provide for an aggregate of $3.7 billion in
committed credit. The facilities expire as follows: $1.8 billion in 2000, $1.6 billion in 2002 and $0.3 billion in
2003. Interest rates on borrowings are based on the London interbank offered rate (LIBOR) plus a margin, Euro
interbank deposits plus a margin, a base rate or at a rate determined through a bidding process. Credit facilities
aggregating $1.2 billion are unsecured. These credit facilities contain covenants and requirements which must be
met to borrow funds. Such covenants are not anticipated to materially restrict the Company from borrowing funds
under such facilities. As of December 31, 1999, unused credit facilities totaled $1.0 billion. In addition, one of the
credit facilities includes a $65 million sub-facility under which letters of credit may be obtained. Letters of credit
under the sub-facility aggregated $9.3 million as of December 31, 1999.

The Company sells commercial paper to provide financing for general corporate purposes. As of December 31,
1999, $1.8 billion of commercial paper was outstanding. The commercial paper borrowings are supported by various
credit facilities discussed above including a $1.6 billion revolving credit facility expiring in 2002, a $200 million
revolving credit facility expiring in 2000 and a $350 million revolving credit facility expiring in 2003.

As of December 31, 1999, the Company, through UNA, has $170 million (assuming an exchange rate of 2.19
NLG per U.S. dollar, exchange rate as of December 31, 1999) of short-term borrowings arranged via brokers or
directly from financial institutions. These borrowings are used by UNA to meet its short-term liquidity
requirements.

The weighted average interest rate on short-term borrowings in 1999, 1998 and 1997 was 5.84%, 5.77% and
6.12%, respectively.

(b) Long-term Debt.

Maturities of long-term debt and sinking fund requirements for the Company are approximately $409 million in
2000, $773 million in 2001, $670 million in 2002, $741 million in 2003 and $58 million in 2004. Maturities in 2000
exclude indexed debt securities (see Note 8) which may be settled with the Company’s investment in TW Common.

Substantially all physical assets used in the conduct of the business and operations of Electric Operations are
subject to liens securing the First Mortgage Bonds. Sinking fund requirements on the First Mortgage Bonds may be
satisfied by certification of property additions at 100% of the requirements as defined by the Mortgage and Deed of
Trust. Sinking or improvement/replacement fund requirements for 1999 and prior years have been satisfied by
certification of property additions. The replacement fund requirement to be satisfied in 2000 is approximately $327
million.

At December 31, 1999, Resources Corp. had issued and outstanding $92.7 million aggregate principal amount
of its 6% Convertible Subordinated Debentures due 2012 (Subordinated Debentures). The holders of the
Subordinated Debentures receive interest quarterly and have the right at any time on or before the maturity date
thereof to convert each Subordinated Debenture into 0.65 shares of Company common stock and $14.24 in cash.
During 1999, Resources Corp. purchased $12.0 million aggregate principal amount of its Subordinated Debentures.

In November 1998, Resources Corp. issued $500 million aggregate principal amount of its 6 3/8% Term
Enhanced ReMarketable Securities (TERM Notes). Included within the TERM Notes is an embedded option sold to
an investment bank which gives the investment bank the right to remarket the TERM Notes commencing in
November 2003 if it chooses to exercise the option. The TERM Notes are unsecured obligations of Resources Corp.
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which bear interest at an annual rate of 6 3/8% through November 1, 2003. On November 1, 2003, the holders of
the TERM Notes are required to tender their notes at 100% of their principal amount. The portion of the proceeds
attributable to the option premium will be amortized over the stated term of the securities. If the option is not
exercised by the investment bank, Resources Corp. will repurchase the TERM Notes at 100% of their principal
amount on November 1, 2003. If the option is exercised, the TERM Notes will be remarketed on a date, selected by
Resources Corp., within the 52-week period beginning November 1, 2003. During such period and prior to
remarketing, the TERM Notes will bear interest at rates, adjusted weekly, based on an index selected by Resources
Corp. If the TERM Notes are remarketed, the final maturity date of the TERM Notes will be November 1, 2013,
subject to adjustment, and the effective interest rate on the remarketed TERM Notes will be 5.66% plus Resources
Corp.’s applicable credit spread at the time of such remarketing.

For the year ended December 31, 1999, 1998 and 1997, the Company capitalized interest of $19 million, $14
million and $11 million, respectively, including allowance for funds used during construction related to debt.

During the year ended December 31, 1999, 1998 and 1997, the Company recorded losses from the
extinguishment of debt of $22 million, $20 million and $17 million, respectively. As these costs will be recovered
through regulated cash flows, these costs have been deferred and a regulatory asset has been recorded. For further
discussion regarding the accounting, see Note 3.

(11) Trust Preferred Securities

In February 1999, Reliant Energy and two newly created and wholly owned Delaware statutory business trusts
(REI Trust I and REI Trust II), registered $500 million of trust preferred securities and related junior subordinated
debt securities. In February 1999, REI Trust I issued $375 million aggregate amount of preferred securities to the
public. The trust preferred securities accumulate distributions at a rate of 7.20% payable quarterly in arrears, have a
stated liquidation amount of $25 per preferred security and must be redeemed by March 2048. REI Trust I used the
proceeds to purchase $375 million aggregate principal amount of junior subordinated debentures from the Company
having an interest rate and maturity date that correspond to the distribution rate and mandatory redemption date of
the trust preferred securities. The Company used the proceeds from the sale of the debentures for general corporate
purposes, including the repayment of short-term debt. Under the registration statement, $125 million of these
securities remain available for issuance. The issuance of all securities registered by the Company is subject to
market and other conditions. »

In February 1997, two Delaware statutory business trusts established by the Company (HL&P Capital Trust I
and HL&P Capital Trust II) issued (i) $250 million of trust preferred securities and (ii) $100 million of capital
securities, respectively. The trust preferred securities have a distribution rate of 8.125% payable quarterly in arrears,
a stated liquidation amount of $25 per trust preferred security and must be redeemed by March 2046. The capital
securities have a distribution rate of 8.257% payable quarterly in arrears, a stated liquidation amount of $1,000 per
capital security and must be redeemed by February 2037. HL&P Capital Trust I and II used the proceeds to
purchase $350 million aggregate principal amount of subordinated debentures from the Company having interest
rates and maturity dates that correspond to the distribution rate and the mandatory redemption dates of the trust
preferred securities.

The Company accounts for HL&P Capital Trust I and II and REI Trust I as wholly owned consolidated
subsidiaries. The subordinated debentures are the trusts’ sole asset and their entire operations. The Compary has
fully and unconditionally guaranteed, on a subordinated basis, all of HL&P Capital Trust I and II and REI Trust I’s
obligations with respect to the preferred securities and capital securities. The preferred securities and capital
securities are mandatorily redeemable upon the repayment of the subordinated debentures at their stated maturity or
earlier redemption. Subject to certain limitations, the Company has the option of deferring payments of interest on
the subordinated debentures. During any deferral or event of default, the Company may not pay dividends on its
capital stock. As of Décember 31, 1999, no interest payments on the subordinated debentures had been deferred.
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In June 1996, a Delaware statutory business trust established by Resources Corp. (Resources Trust) issued
$172.5 million of convertible preferred securities to the public. The convertible preferred securities have a
distribution rate of 6.25% payable quarterly in arrears, a stated liquidation amount of $50 per convertible preferred
security and must be redeemed by 2026. The Resources Trust used the proceeds to purchase $172.5 million of
6.25% convertible junior subordinated debentures from Resources Corp. having an interest rate and a maturity date
that correspond to the distribution rate and the mandatory redemption date of the convertible preferred securities.
Resources Corp. accounts for Resources Trust as a wholly owned consolidated subsidiary. The convertible junior
subordinated debentures represent Resources Trust’s sole assets and its entire operations. Resources Corp. has fully
and unconditionally guaranteed, on a subordinated basis, all of Resources Trust’s obligations with respect to the
convertible preferred securities. The convertible preferred securities are mandatorily redeemable upon the
repayment of the convertible junior subordinated debentures at their stated maturity or earlier redemption. Each
convertible preferred security is convertible at the option of the holder into $33.62 of cash and 1.55 shares of Reliant
Energy common stock. During 1999 and 1998, convertible preferred securities aggregating $0.2 million and $15.5
million, respectively, were converted, leaving $0.7 million and $0.9 million liquidation amount of convertible
preferred securities outstanding at December 31, 1999 and 1998, respectively. Subject to certain limitations,
Resources Corp. has the option of deferring payments of interest on the convertible junior subordinated debentures.
During any deferral or event of default, Resources Corp. may not pay dividends on its common stock to Reliant
Energy. As of December 31, 1999, no interest payments on the debentures had been deferred.

(12) Stock-Based Incentive Compensation Plans and Retirement Plans
(a) " Incentive Compensation Plans.

The Company has Long-Term Incentive Compensation Plans (LICP) and other incentive compensation plans
that provide for the issnance of stock-based incentives (including performance-based stock compensation, restricted
shares, stock options and stock appreciation rights) to key employees of the Company, including officers. As of
December 31, 1999, 485 current and former employees participated in the plans. A maximum of approximately 24
million shares of common stock may be issued under these plans. Under the LICP, beginning one year after the
grant date, the options become exercisable in one-third increments each year. As of December 31, 1999, the
weighted-average remaining contractual life of outstanding options was 8.3 years. Performance-based stock
compensation issued and restricted shares granted were 294,271 in 1999, 98,413 in 1998 and 704,865 in 1997.
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Stock option activity for the years 1997 through 1999 is summarized below:

Weighted Average
Number Price at Date of
' of Shares Grant or Exercise

Outstanding at December 31, 1996 ........... ettt ettt sa e ne e s e s s ernna 498,652 $ 21.7796
OPLIONS Granted........cocvuveveenirernimrrinresreninrreinssssesrereseeesessssserelessessseseseans 382,954 $ 21.0673
Options converted at acqUiSItION(1) ......cceevirverercreiivmecieieiieie e ree e 622,504 $ 12.9002
Options eXerciSEd(1) ..oivmicriiieieicicerres e st (281,053) $ 9.2063
Options withheld fOor taXes .......coovviimeeieniec e ‘ (72)

Options €anceled........coooviieiiieciieeceetete et et © (148,418)

Outstanding at December 31, 1997 ..ot 1,074,567 $ 19.0728
Options Granted.........coocverieiereierieeieeteeeeecieceerecteteeteesesssre e essseresessnssens 2,243,535 $ 26.3112
Options exXerciSEd(1) ......cociriiimriiniriesieeeeieeiererertes st e e b e esae s e (287,591) $ 15.6576
Options withheld for taXes .....c..ocvvverieirerimrinirireeereerie e et (6,854)

Options canceled........coviveirrriiriricerrrie ettt eeane e (78,003)

Outstanding at December 31, 1998 ........cccoiieiiieieieieeeeeeer e 2,945,654 $ 24.8668
Options ranted.......c.ciiiviieiinirieenrreeceereeet st eesstee s sssessssssnsenes 3,806,051 $ 26.7372
Options eXerciSEA(1) ...coiirerircrrrirreriesvereeese s eeerere e ee s eereenresnreenrreneen (83,610) b 19.3819
Options canCeled.......coovvevierivirieiiieccec et (205,124)

Outstanding at December 31, 1999 .......ccovciicrinninincennccecneeeresseeeresessinnens 6,462,971 $ 25.9937

Number
of Shares
December 31, 1999
Exercisable at: :
FT.00 — 1984 ...ttt et r et b eas bt eb ettt et am e nen 147,953
B21.01 3025 ettt ettt ettt b s s ae b st et ae s ssseneneenenenanas 1,202,421
December 31, 1998
Exercisable at:
BT.00 = 1984 ...ttt ettt r et n st ae st nea b e e arentons 158,695
B20.0T — 35,18 ettt r et e n e r b b sne b b e asene R sasebe e e ne s 373,160
December 31, 1997
Exercisable at:
BT.00 — 1775 ettt bttt b s et ese b s te s nen e beereben s rten 302,256
B20.01 — 35,18 ..ot sb et r bbb r s et et e b eeeeneeen 343,048

(1) Effective upon the Merger with Resources Corp., each holder of an unexpired Resources Corp. stock option,
whether or not then exercisable, was entitled to elect to either (i) have all or any portion of their Resources
Corp. stock options canceled and “cashed out” or (ii) have all or any portion of their Resources Corp. stock
options converted to Reliant Energy’s stock options. There were 828,297 Resources Corp. stock options
converted into 622,504 of Reliant Energy’s stock options at the Merger date. Options exercised during 1999,
1998 and 1997 included approximately 26,000, 210,000 and 277,000 shares, respectively, related to Resources
Corp. stock options which were converted at the Merger.

In accordance with SFAS No. 123, “Accounting for Stock-Based Compensation,” the Company applies the
rules contained in Accounting Principles Opinion No. 25, “Accounting for Stock Issued to Employees,” and

discloses the required pro forma effect on net income and earnings per share of the fair value based method of

accounting for stock compensation as required by SFAS No. 123.
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The following pro forma summary of the Company’s consolidated results of operations has been prepared as if
the fair value based method of accounting for employee stock compensation had been applied:

1999 1998 1997
(thousands of dollars, except per share data)

Net income (loss) attributable to common stockholders as reported......... $1,482,081 $(141,482) $ 420,948

SFAS NO. 123 FFECL......uv.eveerereomeererseeeeeseseseeseseseseessesesssseressseesesssesesenes (5,120) (6,383) (2,374)
Pro forma net income (loss) attributable to common stockholders............ $1,476,961 §$(147,865) $ 418,574
Pro forma basic earnings per Share.........c.oceeceveviveeveveeeeiecrvereserieeceeeens $ 518 § (50 $ 1.66
Pro forma diluted earnings per share ..............ccoovvevviiecivris v, 5.16 (.52) 1.65

The fair value of options granted during 1999, 1998 and 1997 was calculated using the Black-Scholes model.
The significant assumptions incorporated in the Black-Scholes model in estimating the fair value of the options
include (i) an interest rate of 5.10%, 5.65% and 6.58% for 1999, 1998 and 1997, respectively, that represents the
interest rate on a U.S. Treasury security with a maturity date corresponding with the option term, (ii) an option term
of ten years, (iii) volatility of 21.23%, 24.01% and 22.06% for 1999, 1998 and 1997, respectively, calculated using
daily stock prices for the period prior to the grant date and (iv) expected common dividends of $1.50 per share
representing annualized dividends at the date of grant.

(b} Pension.

The Company has a noncontributory retirement plan which covers the employees of the Company. Prior to
1999, Resources had two noncontributory retirement plans: (i) the plan which covered the employees of Resources
other than Minnegasco employees and (ii) the plan which covered Minnegasco employees. The plans provided
retirement benefits based on years of service and compensation. Effective January 1, 1999, the two Resources
noncontributory retirement plans were merged into the Company’s plan. The Company’s funding policy is to
review amounts annually in accordance with applicable regulations in order to achieve adequate funding of
projected benefit obligations. The assets of the plan consist principally of common stocks and high-quality, interest-
bearing obligations. The net periodic pension costs, prepaid pension costs and benefit obligation have been
determined separately for each plan prior to the plans being merged.

Net pension cost for the Company includes the following components:

Year Ended December 31,
1999 1998 1997
(Thousands of Dollars)

Service cost — benefits earned during the period ..........ocooovvvvieriieeennnens $ 33,700 $ 33436 $ 26,848
Interest cost on projected benefit obligation...........cccceeveveeeeeccreereinnen, 88,393 85,132 67,641
Expected return on plan aSSets........oceveeveenieiereceeeiniiccceeec oo (140,496) (121,196) (86,372)
NEt AMOITIZALION ...vcveviiiitesierireirerteiesnreinessaeseree e erssssesosesesesseseerenesenes (5,361) 6 6

NEt PENSION COSL ..ottt ettt se e s ese e saeas (23,764) (2,622) 8,123
Transfer of obligation t0 STPNOC .........ccocvveerereiiereee e creereseeeevenenas ‘ (6,077)
SFAS No. 88 — curtailment €Xpense........ccouvvvereereirirerseresnenirssesesssnene 12,947

Total pension cost (DENETIL) .....vereeeeereeereeeeeeresereeeee s oo, $ (23,764) 3 (2,622) § 14,993
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Following are reconciliations of the Company’s beginning and ending balances of its retirement plan benefit
obligation, plan assets and funded status for 1999 and 1998.

Year ended December 31,

1999 1998
(Thousands of Dollars)
Change in Benefit Obligation
Benefit obligation, beginning of year..........cecvvveermercneennicmiennicieienns $ 1,389,444 $ 1,246,582
SEIVICE COSE erernrerririreninreerereiersseassessasereeeeresesetasanesanesonssnssbesanesasosssensnansess 33,700 33,436
IEETESE COSL .utieiiinerieiiireereere e eiear e s et rsanessees sreesoaas e aneesnresressaassrasannts 88,393 85,132
Benefits Paid.......cccoverereirieriinenrereersrecce et (97,946) (69,182)
Plan amendments ...o.ecoeiieieiiniiiese ettt et ens (161,326)
Actuarial (Zain) 10SS ...cccoeriercrererreoricin s (181,548) 254,802
Benefit obligation, end Of YEar.........ccoceeeirrvrerccericerteeememeneneneececesseseenns $ 1,232,043 $ 1,389,444
Change in Plan Assets
Plan asset, be@inNing 0f YEar.........ccccomrvereriieecrernir e riececoreaeeeeirereeseeanens $ 1,429,882 $ 1,304,023
Benefits paid.....ccooiriiiiiiiii e s (97,946) (69,182)
Employer cOntribUtions ........ccoeveoiriicenniiecrenreicscroneeiiarecstssenssssessseens 47,406
Actual INVESMENE TEIUITL ......c.veiviiieiieeie e cereree et eresseseereresseeneees 181,177 147,635
Plan assets, end 0f YEar ........ccoo i s $ 1,513,113 $ 1,429,882
Reconciliation of Funded Status
FUNAEA STATUS....ovveiteeeeereirienieecerte e e st emee e e eeestesae st s b e e s srsaeaeresane $ 281,070 $ 40,438
Unrecognized transition @sSet...........ccoviivcveenciiiiiiiniinies e sseesiens (5,401) (7,205)
Unrecognized Prior SEIVICE COSt....ocvvereiiriricisiiennsisaiinir s s (137,950) (148,400)
Unrecognized actuarial loss........coocoiriciiiiiiiiiiic e 11,742 240,864
Net amount FeCOZNIZEW. ....cvvveerereierereeirenereirieccreresesisesssessesetess e stsresesesens $ 149461 $ 125,697
Actuarial Assumptions
DIASCOUNE TALE c.vveevreeeimeirrerreeeceeee et e eereseeseesnscomassatesnessanesanasasasrsassesbesnsasas 7.5% 6.5%
Rate of increase in compensation 1evels........ccovvivincinnincniice 3.5-55% : 3.5-5.5%
Expected long-term rate of return on assets ........ccoeveimeeieieiivicnniesnninns 10.0% 10.0%

The transitional asset at January 1, 1986, is being recognized over approximately 17 years, and the prior service
cost is being recognized over approximately 15 years for the Company’s plan. The unrecognized transitional asset,
prior service cost and net (gain) or loss related to the Resources’ plans were recognized at the Merger date.

In 1998, the Company’s board of directors approved the amendment and restatement of the retirement plan,
effective January 1, 1999, which converted the present value of the accrued benefits under the existing pension plans
into a cash balance pension plan. Under the cash balance formula, each participant has an account, for
recordkeeping purposes only, to which credits are allocated annually based on a percentage of the participant’s pay.
The applicable percentage for 1999 is 4%. The purpose of the plan change is to continue to provide uniform
retirement income benefits across all employee groups, which are competitive both within the energy services
industry as well as with other companies within the United States. The Company will continue to reflect the costs of
the pension plan according to the provisions of SFAS No. 87, “Employers’ Accounting for Pensions” as amended.
As a result of the January 1, 1999 amendment and restatement, which is reflected in the December 31, 1998
disclosure, the Company’s projected benefit obligation declined $161 million.

The actuarial gains and losses are due to changes in certain actuarial assumptions.
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In addition to the noncontributory plans discussed above, the Company maintains a non-qualified plan which
allows participants to retain the benefits to which they would have been entitled under the Company’s
noncontributory plan except for the federally mandated limits on such benefits or on the level of salary on which
such benefits may be calculated. Prior to 1999, Resources maintained certain similar non-qualified plans. Effective
January 1, 1999, Resources’ non-qualified plans were merged into Reliant Energy’s non-qualified plan. The related
benefit obligation at December 31, 1999 and 1998, was $28 million and $26 million, respectively. Expense of
approximately $5 million associated with these non-qualified plans was recorded each year during 1999, 1998 and
1997, respectively. :

(c) Savings Plan.

Reliant Energy has an employee savings plan that qualifies as cash or deferred arrangements under Section
401(k) of the Internal Revenue Code of 1986, as amended (IRC). Under the plan, participating employees may
contribute a portion of their compensation, pre-tax or after-tax, up to a maximum of 16% of compensation. In 1999,
the savings plan was amended so that Reliant Energy now matches 75% to 125% of the first 6% of each employee’s
compensation contributed, subject to a vesting schedule, based on certain performance goals achieved by the
Company. Through 1998, Reliant Energy matched 70% of the first 6% of each employee’s compensation
contributed, subject to a vesting schedule. Substantially all of Reliant Energy’s match is invested in Reliant Energy
common stock. '

In October 1990, Reliant Energy amended its savings plan to add a leveraged Employee Stock Ownership Plan
(ESOP) component. Reliant Energy may use ESOP shares to satisfy its obligation to make matching contributions
under the savings plan. Debt service on the ESOP loan is paid using all dividends on shares in the ESOP, interest
earnings on funds held in the ESOP and cash contributions by Reliant Energy. Shares of Reliant Energy common
stock are released from the encumbrance of the ESOP loan based on the proportion of debt service paid during the
period.

The Company recognizes benefit expense for the ESOP equal to the fair value of the ESOP shares committed to
be released. The Company credits to unearned ESOP shares the original purchase price of ESOP shares committed
to be released to plan participants with the difference between the fair value of the shares and the original purchase
price recorded to common stock. Dividends on allocated ESOP shares are recorded as a reduction to retained

earnings; dividends on unallocated ESOP shares are recorded as a reduction of debt or accrued interest on the ESOP
loan.

The ESOP shares were as follows:

Pecember 31,
1999 1998
Allocated shares transferred/distributed from the savings plan.........cccoivivinnn 2,115,536 1,916,508
ALL0CAEA SHATES.....ocreveieeieeeeeceirrtrreresteeaeeiteeesberecretmeeeessenesesanseesesananesinsmresses 5,967,159 5,171,613
UNEAINEA SNATES....cc.veeerieereenrecrreerreereesseessesssessersssesssesasesssessnesseenssssssesssssrsossesnne 10,679,489 11,674,063
Total original ESOP Shares...........coccuiimiiniinnniecsnesnsncsc s eeeenes 18,762,184 18,762,184
Fair value of unearned ESOP Shares.........cceveverrirceerirencrosinioiecnicecnsinsssenncsnes $ 244,293,311 $ 374,270,460

Prior to April 1, 1999, Resources had an employee savings plan that covered substantially all Resources
employees other than Reliant Energy Minnegasco employees. Under the terms of the Resources savings plan,
employees could contribute up to 12% of total compensation in 1998 and 1997, which contributions up to 6% were
matched by the Company. Beginning January 1, 1999, employees could contribute up to 16% of total
compensation, which contributions up to 6% were matched by the Company. Prior to April 1, 1999, the Reliant
Energy Minnegasco employees were covered by a savings plan, the terms of which were somewhat similar to the
Resources savings plan. Effective April 1, 1999, the Resources and the Reliant Energy Minnegasco savings plans
were merged into the Company’s savings plan.
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The Company’s savings plan benefit expense was $26 million, $25million and $22 million in 1999, 1998, and
1997, respectively.

(d) Postretirement Benefits.

The Company records the liability for postretirerent benefit plans other than pensions (primarily health care)
under SFAS No. 106, “Employer’s Accounting for Postretirement Benefits Other Than Pensions” (SFAS No. 106).
The Company is amortizing over a 22 year period approximately $213 million to cover the “transition cost” of
adopting SFAS No. 106 (i.e., the Company’s liability for postretirement benefits payable with respect to employee
service years accrued prior to the adoption of SFAS No. 106). The unrecognized transitional asset and net (gain) loss
related to the Resources plans were recognized at the Merger date.

As provided in the 1995 Rate Case Settlement, Reliant Energy HL&P is required to fund during each year in an
irrevocable external trust approximately $22 million of postretirement benefit costs which are included in its rates.
Reliant Energy Minnegasco is required to fund postretirement benefit costs for the amount included in its rates. The
Company, excluding Reliant Energy HL&P and Reliant Energy Minnegasco, will continue funding its
postretirement benefits on a pay-as-you-go basis. '

Net postretirement benefit cost for the Company includes the following components:

Year Ended December 31,
1999 1998 1997
(Thousands of Dollars)

Service cost — benefits earned during the period................. $ 5073  § 8,060 § 8,927
Interest cost on projected benefit obligation..........c.c........... 26,259 17,270 14,176
Expected (return) loss on plan assets......ccccoeevermeeciinneniene (8,986) (5,977 4,515)
Net amOortiZation ......ocevvveeiceeieceeeeceeieeeeeeeee s e s esiese e 14,629 3,298 4,011

Net postretirement benefit cost.........ccoceverecveceiecrnennen, 36,975 22,651 22,599
Transfer of obligation to STPNOC......cccccevivvieneecieieeienene 173

TOLAL COSE...eiinieeereiricrieet ettt see e e $ 36975 % 22,651 $ 22,772
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Following are reconciliations of the Company’s beginning and ending balances of its postretirement benefit
plans benefit obligation, plan assets and funded status for 1999 and 1998.

Year ended Dece‘mber 31,

1999 . 1998
(Thousands of Dollars)
Change in Benefit Obligation .
Benefit obligation, beginning of year........c.cocovevveeeviinineceerereee e $ 409,811 $ 269,531
SEIVICE COSE cuvvrreiiieerieeeeerte e e et eereeaaeeesstaeeeesmeeeesennesesesenesesesseeeenmeneeaene _ 5,073 8,060
INEETESE COSE -.nnteirieieitecrr et e e ee e er et e sae s ereeste e ee e teeeserernenes 26,259 17,270
- Benefits Paid.....coccovireiirccierere e s (21,846) (20,662)
Participant CONrIDULIONS ......c.ccovvevertrerrerarerivinineeeete e seesvessssssesnns ‘3,633 2,960
ACqUISIHONS.....crvieecrerreecirere s et et et e e e et beeneane 12,414 C
Plan amendments ......ccccvevcveieviieinieiaieiersineesiniarrieiseieser e esecesssasssbessaresarseass ' 98,918
Actuarial (ZaIN) 108S ...eeieveereeeiieiiietieretecrete e erean (40,242) 33,734
Benefit obligation, end of year........c.c.covvevevvicieiniceccc e $ 395,102 $ 409,811
Change in Plan Assets
Plan asset, beginning of YEar........cccceeieiivnerenreeiimieiee e en e $ 84,068 - § 56,340
Benefits paid.......ccoevriiinieiiieeeiee e e ae e (21,846) (20,662)
Employer CONribULIONS ......ocoveveuiiiiitreiieeiir e srsas e e esecnssensens 32,559 32,889
Participant contributions ............ccevirinenceninrirniiee e neeseseseeenneas 3,633 2,960
Actual INVeStMENt TELUITL ......covivieieriieieriee ettt et s e r s ene et e seenens 6,414 12,541
Plan assets, end OF VAT c..ccvevviciviriircieeccieeic et $ 104,828 $ 84,068
Reconciliation of Funded Status
FUNAed SATUS.......ouerreeet et eete ettt et s s $  (290,274) $ (325,743)
Unrecognized transition (asset) or obligation...........ccoeeviveermecvereveieerernrnnenn, 134,917 144,046
Unrecognized prior SEIViCe COSt.....covuvrvirrirarererierrieinie e esie e nenas 91,976 98,918
Unrecognized actuarial (2aiNn) 10SS......ccoeeeeereereerireeeeieeereneeee e (97,758) (61,530)
Net amount recognized at end of Year...........cooeeieeeeicececeececee $ (61,139 $  (144,309)
Actuarial Assumptions .
DISCOUNE TALE ...oviriieieeneeeietecrercsrererestsieseine st ese s eve s b esesssmesnbereeeeeeananan 7.5% 6.5%
Rate of increase in compensation levels.........c.coecveicececicenesreniserenenesrennn 35-55%  35-55%
Expected long-term rate of return On assets .........cccvuerererereerereererevereesennnas 10.0% 10.0%
Health care cost trend rates — Under 65..........ccocvieieveneniniecenieerecee e 5.8% 6.0%
Health care cost trend rates — 65 and OVET...........c.ceeiervieiivineineereereeeennns 6.2% 6.7%

The assumed health care rates gradually decline to 5.4% for both medical categories by 2001.

If the health care cost trend rate assumptions were increased by 1%, the accumulated postretirement benefit
obligation as of December 31, 1999 would be increased by approximately 4.9%. The aﬁnual effect of the 1%
increase on the total of the service and interest costs would be an increase of approximately 4.6%. If the healthcare
cost trend rate assumptions were decreased by 1%, the accumulated postretirement benefit obligation as of
December 31, 1999 would be decreased by approximately 4.8%. The annual effect of the 1% decrease on the total
of the service and interest costs would be a decrease of 4.4%.

In 1998, the Company’s board of directors approved an amendment, effective January 1, 1999, which created an

account balance based on credited service at December 31, 1998. Under the new plan, each participant has an
account, for recordkeeping purposes only, to which a $750 credit is allocated annually. This account balance vests
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after 5 years of service after age 50. At retirement the account balance can be used to purchase medical benefits. It
may not be taken as cash. The Company will continue to reflect the costs of the retiree medical plan according to
the provisions of SFAS No. 106 as amended. As a result of the January 1, 1999 amendment, which is reflected in
the December 31, 1998 disclosure, the Company’s benefit obligation increased $99 million. The plan amendment
had no impact on 1998 expense.

The actuarial gains and losses are due to changes in certain actuarial assumptions.
(e) Postemployment Benefits.

The Company records postemployment benefits based on SFAS No. 112, “Employer’s Accounting for
Postemployment Benefits,” which requires the recognition of a liability for benefits provided to former or inactive
employees, their beneficiaries and covered dependents, after employment but before retirement (primarily health
care and life insurance benefits for participants in the long-term disability plan). Net postemployment benefit costs
were $11 million in 1999 and were not material in 1998 and 1997.

(13) Income Taxes

The Company’s current and deferred components of income tax expense (benefit) are as follows:

Year Ended December 31,
1999 1998 . 1997
(Thousands of Dollars)
CUITENE .o eeeeteeeeree st erree s e s ssae e eeseesesesseesbasavessesrsesensernseresnssersesnses $ 297,490 $ 439,322 § 199,011
DEfEITed. ... oottt vees et e bt ere s en et e nas 601,627 (469,754) 7,363
Income tax expense (benefit)........ccccceeveeieieneiiiciere e $ 899,117 & (30,432) $ 206,374

A reconciliation of the federal statutory income tax rate to the effective income tax rate is below.

Year Ended December 31,
1999 1998 1997
(Thousands of Dollars)
Income (loss) before INCOME taxXes ...........cccoevirrrinrerevinneivrerriereenennens $2,564,848  $(171,524) $ 627,484
Preferred dividends of subsidiary .............ocooovvmmicnniivnicinns ‘ 2,255
TOMAL ...ttt st e e e e eas 2,564,848 (171,524) 629,739
Federal Statutory Tt ........eeveeierieiiiirertiirnseccses et snseeseecesne e sesnnssssneneas 35% 35% 35%
Income taxes at StAtULOTY TALE ......ovvveeriiirieercricrncecneereceeeeveceeeereaeareeanes 897,697 (60,033) 220,409
Net addition (reduction) in taxes resulting from:
State income taxes, net of federal income tax benefit......................... 24,764 16,853 €)]
Amortization of investment tax credit........ccocvrvecvenverenens reeertesaeensearas (20,551) (20,123) (19,777)
Excess deferred taxes ........covuveriieeeinineneseeeceeineenesesee st se e (4,543) (4,011) (5,570)
Difference between book and tax depreciation for which deferred
taxes have not been normalized........cccccvivieienriiicnienrnseicinerinnnns 37,069 27,466
Equity dividend exclusion.................. e bbb (980) (5,075)
Equity income - foreign affiliates .........coevvrrrircecencnciceiesraenns (789) (23,241) (17,011)
GOOAWILL ...ttt e esean 18,045 18,049 7,242
OLRET — DL .eiiviiriiiiintirieri et et e asassn b eses s seseseonenssesenne . (15,506) 5,985 (1,301)
TOAL .ottt ettt r e e sne e 1,420 29,601 (14,035)
Income tax expense (Denefit)........cvvecrerevererrneecrrrereneeeeereseereneranens $ 899,117 $ (30,432) §$ 206,374

25 & 101 A= v 11~ U ORI 35.1% 17.7% 32.8%
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UNA Tax Holiday. Under 1999 Dutch tax law relating to the Dutch electricity industry, UNA qualifies for a
zero tax rate through December 31, 2001. The tax holiday applies only to the Dutch income eamed by UNA.
Beginning January 1, 2002, UNA will be subject to Dutch corporate income tax at standard statutory rates.

Permanent Reinvestment. As of December 31, 1999 the Company had approximately $29 million of foreign
income which is considered to be permanently reinvested in foreign operations. Of this amount, $3 million is
related to the Company’s operations in Argentina and $26 million is related to the Company’s operations in the
Netherlands.

Following are the Company’s tax effects of temporary differences between the carrying amounts of assets and
liabilities in the financial statements and their respective tax bases:

December 31,
1999 1998
(Thousands of Dollars)
Deferred tax assets:
Current:
Unrealized loss on indexed debt SECUITLIES ..vvvvviiviiceiieeieeeeeee e saecsreeensenns $ 674,497
Non-current:
Alternative minimum tax credit carryforwards..........c.ocovvniiiiiciiinininniiiinens 34,536 % 38,659
Employee Benefits ...t r e eeenen 98,388 153,367
Disallowed plant CoOSt — NEt......ccoierererririrrecenrt ettt eeeeee e eeeeresameenreees 58,058 56,219
Unrealized loss on indexed debt securities................... s 454,165
Operating 10SS CarryTOrwards. ........coeverrrcreererrirircrerereeesecreseseseressesneresereesseas 38,954 23,178
Foreign income.........cccceceenencnnn rereeeereeeeereenearaeabeeres T reereereetarreratesrernens 49,850 32,685
Cumulative foreign currency translation adjustments ..........ccocveeveerrverecercrceererennee 40,906 11,764
Contingent liabilities associated with discontinuance of SFAS No. 71......cccccu.e.e. 73,639
ORET ettt et et s ss e e sttt seese s st e se st e s s e s e e e s ma e e sasa et eaes 114,845 46,797
Valuation alloWancCe ......c..coccieeiiiiniiniuineeareneerrerenieesseesemeecessessnesstessaesraessessssenses (19,139) (8,591)
Total non-current deferred taX @SSELS......vuvverreevecreicrieieeireeeriererernresrresnsesnesseensenns 490,037 808,243
Total deferred tax aSSetS — NEL .....c..cecivieciiireieiecreect et etecace s s reseveeaeneas $ 1,164,534 § 808243
Deferred tax liabilities:
Current: »
Unrealized gain on Time Warner invVestment .........c.veevverrvercveesereneeonereereeesnesensnns $ 1,090,088
Non-current:
DEPTECTALION ...ttt s e sassbe e enesressaesase e sstesaesesnsasmsesesntensrassenss 2,318,958 $ 2,090,014
Regulatory aSSELS — MO ..oceveeiieieiieeiereeeeece et eeee e s eessaeeree s seeseensesssanssasasasasenns 379,814 609,694
Capitalized taxes, employee benefits and removal Costs .........cveveievccrerenceerrenennens 47,907 60,099
Unrealized gain on Time Warner investment ..........ccoceevveecineeiernieenressersrnessessversnnes 222,942
Deferred State MCOME tAXES......cceecveeceererreererrteertereeeeeessaesarerssasaessesasesssaessessssasans 68,952 70,000
DEfEITEU GAS COSIS..cuiiriieriieierieitrieeniereeeeesreseereniesssessesessessassessnsssersenseseneneasnassnes 32,361 13,237
OHET ettt sttt e st e st st sae st e e bt e et e e s eaene 93,664 106,293
Total non-current deferred tax liabilities .......c.cooeeieiiceiicieiiciececrece e 2,941,656 3,172,279
Total deferred tax lHabilities......cccoeeerieieeciriceiceeccce e s senns 4,031,744 3,172,279
Accumulated deferred income taxes — Net......cceeceereiirireenericernceneieneesennns $ 2,867,210 $ 2,364,036

Tax Attribute Carryforwards. At December 31, 1999, the Company had approximately $492 million of state net
operating losses available to offset future state taxable income through the year 2019. In addition, the Company has
approximately $28 million of federal alternative minimum tax credits which are available to reduce future federal
income taxes payable over an indefinite period and approximately $1 million of state alternative minimum tax
credits that are available to reduce future state income taxes payable through the year 2002. The valuation
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allowance reflects a net increase of $11 million in 1999. This net increase results from a reassessment of the
Company’s usage of state tax attributes, including the future ability to use state net operating loss and alternative
minimum tax. credit carryforwards offset by changes in valuation allowances provided for expiring state net
operating loss carryforwards.

Tax Refund Case. In July 1990, the Company paid approximately $105 million to the Internal Revenue Service
(IRS) following an IRS audit of 1983 and 1984 federal income tax returns. In November 1991, the Company filed a
refund suit in the U.S. Court of Federal Claims seeking the return of $52 million of tax and $36 million of accrued
interest, plus interest on both of those amounts accruing after July 1990. In September 1997, the United States
Court of Appeals upheld a lower court ruling that the Company was due a refund of federal income taxes during
1983 and 1984 attributable to fuel cost overrecoveries that subsequently were refunded to Reliant Energy HL&P’s
customers. In February 1998, the Company received a refund of approximately $142 million in taxes and interest
paid in July 1990, including interest accrued since 1990 in the amount of approximately $57 million. After giving
effect to the Company’s deferred recognition of the 1990 tax payment and payment of federal income taxes due on
the accrued interest on the refund, the refund had the effect of increasing the Company’s earnings in the fourth
quarter of 1997 by $37 million (after-tax).

(14) Commitments and Contingencies
(a) Commitments.

The Company has various commitments for capital expenditures, fuel, purchased power and operating leases.
Commitments in connection with Electric Operations’ capital program are generally revocable by the Company,
subject to reimbursement to manufacturers for expenditures incurred or other cancellation pénalties. Wholesale
Energy has entered into commitments associated with various non-rate regulated generating projects aggregating
$324 million along with various generating equipment purchases aggregating $318 million for delivery from 2000 to
2001 that are anticipated to be used for future development projects. The Company’s other commitments have
various quantity requirements and durations. However, if these requirements could not be met, various alternatives
are available to mitigate the cost associated with the contracts’ commitments.

(b) Fuel and Purchased Power.

Reliant Energy HL&P is a party to several long-term coal, lignite and natural gas contracts which have various
quantity requirements and durations. Minimum payment obligations for coal and transportation agreements that
extend through 2011 are approximately $187 million in 2000, $188 million in 2001 and $188 million in 2002,
Purchase commitments related to lignite mining and lease agreements, natural gas purchases and storage contracts,
and purchased power are not material to the operations of the Company.

Currently Reliant Energy HL&P is allowed recovery of these costs through base rates for electric service. As of
December 31, 1999, certain of these contracts are above market. The Company anticipates that stranded cost
associated with these obligations will be recoverable through the stranded cost recovery mechanisms contained in
the Legislation. For information regarding the Legislation, see Note 3.

(c) Operations Agreement with City of San Antonio.

As part of the 1996 settlement of certain litigation claims asserted by the City of San Antonio with respect to the
South Texas Project, the Company entered into a 10-year joint operations agreement under which the Company and
the City of San Antonio, acting through the City Public Service Board of San Antonio (CPS), share savings resulting
from the joint dispatching of their respective generating assets in order to take advantage of each system’s lower
cost resources. Under the terms of the joint operations agreement entered into between CPS and Electric Operations,
the Company has guaranteed CPS minimum annual savings of $10 million and a minimum cumulative savings of
$150 million over the 10-year term of the agreement. Based on current forecasts and other assumptions regarding
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the combined operation of the two generating systems, the Company anticipates that the savings resulting from joint
operations will equal or exceed the minimum savings guaranteed under the joint operating agreement. In 1999, 1998
and 1997, savings generated for CPS’ account were approximately $14 million, $14 million and $22 million,
respectively. Through December 31, 1999, cumulative earnings generated for CPS’ account were approximately
$64 million.

(d) Transportation Agreement.

Resources had an agreement (ANR Agreement) with ANR Pipeline Company (ANR) which contemplated that
Resources would transfer to ANR an interest in certain of Resources’ pipeline and related assets. The interest
represented capacity of 250 Mmecf/day. Under the ANR Agreement, an ANR affiliate advanced $125 million to
Resources. Subsequently, the parties restructured the ANR Agreement and Resources refanded in 1995 and 1993,
$50 million and $34 million, respectively, to ANR. Resources recorded $41 million as a liability reflecting ANR’s
use of 130 Mmcf/day of capacity in certain of Resources’ transportation facilities. The level of transportation will
decline to 100 Mmcf/day in the year 2003 with a refund of $5 million to ANR. The ANR Agreement will terminate

_in 2005 with a refund of the remaining balance.

(e) Lease Commitments.

The following table sets forth certain information concerning the Company’s obligations under non-cancelable

long-term operating leases at December 31, 1999 which primarily relate to Resources principally consisting of rental

_agreements for building space, data processing equipment and vehicles, including major ‘work equipment (in
millions):

D000 +.rvoeeererereeesesessstaesasesssesesesea a0 $ 16
DOO0L cooooeoesseseeeseseseseissasassassseresesssas b aras s s b s SSSs0 15
2002 coceeriinreinnas e rrieteesatatataserebebeseceeiaEn RS ssne e Brssss 10
D003 oooeooesevereseeeeeessessaessnsase e se e bR S 8
D004 ooeeeeesveseeseeesesseesessesssse et s SS T SSS 7
2005 ANA DEYODA 1.vorcrerivreirrimssesisemisimmmmssess st 25

TOLAL cvroveveeeseeeeeeemessssessassaseseersessa b en s e st e S b s $ 81

(P Letters of Credit.

At December 31, 1999, the Company had letters of credit totaling approximately $14 million under which it is
obligated to reimburse drawings, if any. ‘ ‘ :

(g) Cross Border Leases.

During the period from 1994 through 1997, under cross border lease transactions, UNA leased several of its
power plants and related equipment and ‘turbines to non-Netherlands based: investors and concurrently leased the
facilities back under sublease arrangements with remaining terms as of December 31, 1999 of two to 25 years. Such
transactions involve the Company providing to a foreign investor an ownership right in (but not necessarily title to)
an asset, with a leaseback of the asset. The net proceeds to UNA of the transactions are being amortized to income
over the lease terms. At December 31, 1999, the deferred gain on these transactions totaled $87 million assuming an
exchange rate of 2.19 NLG per U.S. dollar (the exchange rate on December 31, 1999). UNA utilized proceeds from
the head lease transactions to prepay sublease obligations as well as provide a source for payment of end of term
purchase options and other financial undertakings. The leased property femains on the financial statements of UNA
and continues to be depreciated. In the case of early termination of the cross border leases, UNA would be
contingently liable for certain payments to the sublessors, which at December 31, 1999 are estimated to be $254
million. Prior to March 1, 2000, UNA wiil be required by some of the lease agreements to obtain standby letters of
credit in favor of the sublessors in the event of early termination in the amount of $205 million (assumes an
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exchange rate of 2.19 NLG per U.S. dollar, the exchange rate on December 31, 1999). Commitments for such
letters of credit have been obtained as of December 31, 1999,

(h) Environmental Matters.

The Company is a defendant in litigation arising out of the environmental remediation of a site in Corpus
Christi, Texas. The litigation was instituted in 1985 by adjacent landowners. The litigation is pending before the
United States District Court for the Southern District of Texas, Corpus Christi Division. The site was operated by
third parties as a metals reclaiming operation. Although the Company neither operated nor owned the site, certain
transformers and other equipment originally sold by the Company may have been delivered to the site by third
parties. The Company and others have remediated the site pursuant to a plan approved by appropriate state agencies
and a federal court. To date, the Company has recovered or has commitments to recover from other responsible
parties $2.2 million of the more than $3 million it has spent on remediation.

not believe that it now or previously has held any ownership interest in the property covered by the order and has
obtained a judgment to that effect from a court in Galveston County, Texas. Based on this Jjudgment and other
defenses that the Company believes to be meritorious, the Company has elected not to adhere to the EPA’s

(i) Other.
The Company is involved in legal, tax and regulatory proceedings before various courts, regulatory
involve substantial amounts. The Company’s management regularly analyzes current information and, as necessary,

provides accruals for probable liabilities on the eventual disposition of these matters. The Company’s management
believes that the effect on the Company’s respective financial statements, if any, from the disposition of these
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In February 1996, the cities of Wharton, Galveston and Pasadena filed suit, for themselves and a proposed class
of all similarly situated cities in Reliant Energy HL&P’s service area, against the Company and Houston Industries
Finance Inc. (formerly a wholly owned subsidiary of the Company) alleging underpayment of municipal franchise
fees. Plaintiffs in essence claim that they are entitled to 4% of all receipts of any kind for business conducted within
city limits or with use of city rights-of-way. Plaintiffs advance their claims notwithstanding their failure to assert
such claims over the previous four decades. Because all of the franchise ordinances affecting Electric Operations
expressly impose fees only on the Company’s own receipts and only from sales of electricity for consumption within
a city, the Company regards plaintiffs’ allegations as spurious and is vigorously contesting the case. The plaintiffs’
pleadings assert that their damages exceed $250 million. The 269™ Judicial District Court for Harris County has
granted a partial summary judgment in favor of the Company dismissing all claims for franchise fees based on sales
tax collections. Other motions for partial summary judgment were denied. A jury trial of the remaining individual
claims of the three named cities (but not the entire class) began on February 14, 2000 and is expected to conclude by
the end of March 2000. The extent to which issues resolved in this trial may affect the claims of the other class
member cities cannot be determined until final judgment is rendered. The Company believes that it is very unlikely
that resolution of this case will have a material adverse effect on the Company’s financial condition, results of
operations or cash flows.

(15) Estimated Fair Value of Financial Instruments

December 31,
1999 1998
Carrying Fair Carrying Fair
Amount Value Amount Value
(Thousands of Dollars)
Financial assets:
Investment in Time Warner securities.................... $ 3979461 . § 3,979461 § 990,000 $ 2,843,585
Energy derivatives — non-trading .........c.cccoceeveienen. 2,823
Foreign CurrenCy SWaps........oceeeeeremeerenrererassesanenran 6,011
Financial liabilities:
Long-term debt (excluding capital leases).............. 9,329,715 9,212,871 7,183,320 7,470,785
Trust SECUTILIES .ooevveeeeeeecee e et 705,272 598,690 342,232 367,649
Interest rate SWaps .....cooeveniecciernieceieeieeeseeseneenans 38 92 109 3,160
Energy derivatives — non-trading .........ccccccceeennenn. 1,105 8,166

The fair values of cash and cash equivalents, investments in debt and equity security classified as “available-
for-sale” and “trading” in accordance with SFAS No. 115 (except for Time Warner securities), and notes payable are
estimated to be equivalent to carrying amounts and have been excluded from the above table. The remaining fair
values have been determined using quoted market prices of the same or similar securities when available or other
estimation techniques.

The fair value of financial instruments included in the trading operations are marked-to-market at December 31,
1999 and 1998 (see Note 5). Therefore, they are stated at fair value and are excluded from the table.
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(16) Earnings Per Share

The following table reconciles numerators and denominators of the Company’s basic and diluted earnings per
. share calculations:

_ For the Year Ended December 31,
1999 1998 1997
(In thousands, except per share amounts)

Basic EPS calculation:
Income (loss) before extraordinary item and preferred

dividends ......coevveveriiininceninennll eerererneae e re e renes $ 1,665731 § (141,092) § 421,110
Less: Preferred dividends.........ccoveceiomninenieeeicrceneeeerenns 389 390 162
Income (loss) attributable to common stockholders before

eXtraordinary item ...........cooouevevcrererenierereresesenieinaceenenaas 1,665,342 (141,482) 420,948
EXtraordinary em ....co.cverieieercieinsecreecssesesenenseisnananas © (183,261)

Net income (J0SS) .ocvevrerrrvenreeniennnns ereeeeete e rtearee e aneneneens $ 1,482,081 $ (141482) § 420,948
Weighted average shares outstanding ..........ccccvceeeceecence. 285,040 284,095 253,599
Basic EPS:
Income (loss) before extraordinary item ...........ccceeverveenene. $ 584 % (50) $ 1.66
Extraordinary ftem .........c.cocevereicicninecnninnneciereeeennnnns $ (64 $ $
Net INCOME (J0SS) .orveevirririeieereirenierireeererarcesreesiesreesanssesenes $ 520  $ (50) $ 1.66
Diluted EPS calculation:
Net Income (I0SS) -c.vrvvierrrerrenrirrriecieereceriereere e seeesesens $ 1,482,081 § (141,482 § 420,948
Plus: Income impact of assumed conversions N
Interest on 6 1/4% convertible trust preferred securities.... 30 668
Total effect assuming dilution..........cocooveecememeneneeerienee. $ 1,482,111 $ (141,482) § 421,616
Weighted average shares outstanding...........coecervireecnnnincnnn 285,040 284,095 253,599
Plus: Incremental shares from assumed conversions (1) '
* Stock options............. et sbe bt 400 89
Restricted StOCK .ouvieieniiiiiiniieeeceeccrcrciene e 701
"6 1/4% convertible trust preferred securities............c..c...... 23 510
Weighted average shares assuming dilution ...........c......... 286,164 284,095 254,198
Diluted EPS: '
Income (loss) before extraordinary item .........c.coceveruneee. $ 582 % (50) $ 1.66
EXtraordinary Iem ........occeceiereavenrnssresnersnessesesrsnesesesenens $ (64 $ 3
Net iNCOME (L0SS) ...cvvviveierriiiieieeereereereesseeeeereesseesrevaseenns $ 5.18 $ (50) $ 1.66

(1) No assumed conversions were included in the computation of diluted earnings per share for 1998 because
additional shares outstanding would result in an anti-dilutive per share amount.” The computation of diluted
EPS for 1998 excludes 492,000 shares of restricted stock and purchase options for 434,000 shares of common
stock which would be anti-dilutive if exercised.

For the year ended December 31, 1999, the computation of diluted EPS excludes purchase options for 433,915

shares of common stock that have exercise prices (ranging from $28.72 to $32.22 per share) greater than the $27.58
per share average market price for the period.
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(17) Unaudited Quarterly Information
Summarized quarterly financial data is as follows:

Year Ended December 31, 1999

First Second Third Fourth
Quarter Quarter Quarter Quarter
(thousands of dollars, except per share amounts)

Revenues...... $2,642,904 $3,657,828 $4,947,192 $4,054,886
Operating income 187,665 291,122 494,288 267,439
Extraordinary item, net of tax 183,261
Net income (loss) attributable to common stockholders........ (209,789) 74,664 1,689,990 (72,784)
Basic earnings (loss) per share (2) ‘

Extraordinary item, net of tax (.64)

Net income (loss) attributable to common stockholders... (.74) 26 5.92 (:26)
Diluted earnings (loss) per share (2)

Extraordinary item, net of tax (.64)

Net income (loss) attributable to common stockholders... (.74) 26 5.90 (.26)

Year Ended December 31, 1998
First Second Third Fourth
Quarter Quarter Quarter Quarter
(thousands of dollars, except per share amounts)

Revenues (1) $2,631,322 $2,736,626 - $3,465487 $2,655,029
Operating NCOME (1)...uurremeeressirisssisimsrisssmsssssnssssssssissnes 281,735 454,208 506,994 222,881
Net income (loss) attributable to common stockholders .. (30,115) 41,484 251,709 (404,560)

Basic and diluted earnings (loss) per share (2)........o.ecvevrcrenees (11 15 .89 (1.42)

(1) Includes retroactive adjustment for change in accounting for emergy price risk management and trading
activities to mark-to-market accounting for the first, second and third quarters of 1998 (see Note 1(0)).

(2) Quarterly earnings per common share are based on the weighted average number of shares outstanding during
the quarter, and the sum of the quarters may not equal annual earnings per common share.

(18) Reportable Segments

The Company’s determination of reportable segments considers the strategic operating units under which the
Company manages sales, allocates resources and assesses performance of various products and services to wholesale
or retail customers in differing regulatory environments. Financial information for Resources and UNA are included
in the segment disclosures only for periods beginning on their respective acquisition dates. The accounting policies
of the segments are the same as those described in the summary of significant accounting policies except that certain
executive benefit costs have not been allocated to segments. The Company evaluates performance based on
operating income excluding certain corporate costs not allocated to the segments. The Company accounts for
intersegment sales as if the sales were to third parties, that is, at current market prices.
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Company has identified the following reportable segments: Electric Operations, Natural Gas Distribution,
Interstate Pipelines, Wholesale Energy, Reliant Energy Europe, Reliant Energy Latin America and Corporate. For
description of the financial reporting segments, see Note 1(a). Financial data for business segments, products and
services and geographic areas are as follows:

As of and for the year ended
December 31, 1999:

Revenues from external

CUSEOMETS .. .ccovivcnrnnietere s,
Intersegment revenues.................
Depreciation and amortization.....
Operating inCoOmMe ........coocovrreeennn.

Total assets...c.cocveeevrveeiriieenen.
Equity investments in and
advances to unconsolidated
subsidiaries ..........cooveeeerivieinnnn.

Expenditures for long-lived
ASSELS ..ottt

As of and for the year ended
December 31, 1998:

Revenues from external

CUSTOMIETS ...t crine
Intersegment revenues.................
Depreciation and amortization.....
Operating income ........................

Total assets........ccoeeveveeirivecnnnenn.
Equity investments in and
advances to unconsolidated
subsidiaries...........ocoeeeiiveeerenennn

Expenditures for long-lived
ASSELS oot

For the year ended
December 31, 1997:

Revenues from external

CUSTOMETS.....cvvrvenrreeerinrnansrennnans
Intersegment revenues.................
Depreciation and amortization.....
Operating income ..........covrunne.

Expenditures for long-lived
ASSELS woiiiiiiciiicrie e

Reliant
: Reliant Energy
Electric  Natural Gas Interstate  Wholesale Energy Latin Reconciling
Operations Distribution  Pipelines Energy Europe America  Corporate Eliminations Consolidated
(Thousands of Dollars)

$ 4,483,126 $ 1,895,358

666,968
981,006

9,940,685

572,625

4,350,275

663,740
1,002,409

10,404,447

433,474

4,251,243

582,040
985,484

236,977

1,202
132,424
124,863

3,386,596

205,545

1,877,185
1,167
130,658
144,447

3,141,762

161,735

920,125
505
52,374
56,842

61,078

$ 121514 § 7,688,960 $ 152,865
260,317

153,580
49,127
113,018

2,211,842

30,131

126,988
155,508

44,025
128,328

2,050,636

59,358

49,655
58,678
19,088
31,978

16,304

25,323
45,308

2,773,070

78,041

529,805

4,289,006
167,152

18,204
59,170

1,535,007

3

42,252

63,174

1,288,357

98

76,301
2,633
912

14,038

20,737
32,049

3,247,290

834,300

$ 79717 § 881,270

5,817

(23,021)

1,155,500

944,169

93,296

258,945

3,820
181,707

1,242,689

1,009,348

435,077

92,028

3,470
19,510

231,528

$15,302,810

73,648 § (488,747)
10,726 911,122
(32,709) 1,240,514
4645403 (1,139450) 26,220,936
1,022,210
89,840 2,355,542
586,065 11,488,464

97,181 (421,008)
9,646 870,093
(50,243) 1,465,818
1,679,876  (915,895) 19,138,522
1,051,600
28,077 1,480,895
276,817 6,878,225

34,853 (170337)
5,769 665,374
(39,680) 1,055,046
1,426,323 1,986,248



RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Year Ended December 31,
1999 1998 1997
(Thousands of Dollars)
Reconciliation of Operating Income to Net Income
(Loss) Attributable to Common Stockholders:
Operating income 1,240,514 $ 1,465,818 $ 1,055,046
Interest income — IRS refund ' 56,269
Time Wamer dividend income 25,770 41,250 41,340
Interest expense.......... (511,474) (509,601) (395,085)
Unrealized gain on Time Warner investment. 2,452,406
Unrealized loss on indexed debt securities .........ooeeemeemeeereenne. (629,523) (1,176,211) (121,402)
Distribution on trust securities (51,220) (29,201) (26,230)
Income tax benefit (expense) (899,117) 30,432 (206,374)
Other income (expense) 37,986 36,031 17,384
Extraordinary item, net of tax ..... (183,261)
Net income (loss) attributable to common stockholders......... 1,482,081 $ (141,482) $ 420,948
Revenues by Products and Services:
Retail power sales. Cereer ettt bbbt e e 4,483,126 $ 4,350,275 $ 4,251,243
Retail @85S SAIES..ccuurveereecrrsririnrerseisssine e 2,669,393 2,372,086 1,156,618
Wholesale energy and energy related sales ...........o..coeoune..... 7,808,401 4,248,181 1,271,400
GAS HAIISPOTL .evrvereeerrerenareasreossessanssnnsasessessssssssesssrassssssemmeensenseees 157,530 167,812 66,265
Income from Latin America investments ..........oeeeeeeeeerevrenn.. 79,717 258,945 92,028
Energy products and services.. 104,643 91,165 40,671
Total....vvrrrerrreirerennnne 15,302,810 $ 11,488,464 $ 6,878,225
Revenues and Long-Lived Assets by Geographic
Areas:
Revenues:
U ettt e nen et s 14,953,546 $ 11,229,519 $ 6,786,197
LAt AMETICA. ...vcrveeerrenreesieereesssesesssssssssssssssssstsssseeeesseeseesssenn 79,717 258,945 92,028
Netherlands sttt ettt a b enas 152,865
OHHET ... eeeceecmreenesenseen s sesesesssesssessasesss s s ssesomaesensensesenenes 116,682
TOtAL..ee ettt e res s tsessecns e eeeseese s seeesseess e renn 15,302,810 $ 11,488464 $ 6,878,225
Long-lived assets:
Us _ 15,664,491 $ 16,273,392
Latin AINETICA...vu.eeveeeeerenersrecresseemeeseesesseeseesessessesssessasseesessons 1,116,928 1,195,849
Netherlands 3,186,146
L0117 RO 102 110
Total......... 19,967,667 $ 17,469,351
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(19) Subsequent Events
(a) Acquisition of Remaining Shares of UNA.

On March 1, 2000, the Company purchased the remaining 48% of the shares of UNA for $975 million. Funds
for the March 1, 2000 acquisition were obtained, in part, from a Euro 600 million (approximately $596 million)
three-year term loan facility established in February 2000. See Note 2 for additional information regarding the
acquisition of UNA.

(b) Sithe Power Generating Assets Acquisition.

In February 2000, the Company signed a definitive agreement to purchase from Sithe Energies, Inc. non-rate
regulated power generating assets and sites located in Pennsylvania, New Jersey and Maryland having a net
generating capacity of more than 4,200 megawatts for an aggregate purchase price of $2.1 billion, subject to certain
adjustments. The acquisition is expected to close in the second quarter of 2000 and is subject to obtaining certain
regulatory approvals and satisfying other closing conditions. The acquisition will be accounted for as a purchase.

{¢) Other Financings.

In February 2000, a financing subsidiary of the Company borrowed $500 million under a $650 million
revolving credit facility that was established in February 2000 and terminates on April 30, 2000. Proceeds were
used by the financing subsidiary to purchase Series G Preference Stock of Reliant Energy. The Company used the
proceeds from the sale of Preference Stock for general corporate purposes, including the repayment of indebtedness.
In addition, in March 2000, the Company borrowed $150 million under a revolving credit facility that was
established in February 2000 and terminates on May 31, 2000. The Company used the proceeds from the borrowing
for general corporate purposes, including the repayment of indebtedness.

(d) Treasury Stock Purchases.

During the period from January 1, 2000 through March 1, 2000, the Company purchased 1,183,800 shares of its
common stock for approximately $27 million at an average price of $23.07 per share.

(e) Natural Gas Distribution and Interstate Pipelines (Unaudited).

In March 2000, the Company announced that it had retained an investment banking firm to assist it in
evaluating strategic alternatives, including divestiture, for (i) two of its natural gas distribution divisions, Reliant
Energy Arkla and Reliant Energy Minnegasco, (ii) its Interstate Pipelines’ operations and (iii) its natural gas
gathering and pipeline services operations.
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INDEPENDENT AUDITORS’ REPORT
Reliant Energy, Incorporated:

We have audited the accompanying consolidated balance sheets of Reliant Energy, Incorporated and its
subsidiaries (the “Company”) as of December 31, 1999 and 1998, and the related statements of consolidated income,
consolidated comprehensive income, consolidated cash flows and consolidated stockholders’ equity for each of the
three years in the period ended December 31, 1999. Our audits also included the Company’s financial statement
schedule listed in Item 14(a)(2). These financial statements and the financial statement schedule are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and the financial statement schedule based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Reliant Energy, Incorporated and its subsidiaries at December 31, 1999 and 1998, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 1999 in conformity
with generally accepted accounting principles. Also, in our opinion, such financial statement schedule, when
considered in relation to the basic consolidated financial statements taken as a whole, presents fairly in all material
respects the information set forth therein.

DELOITTE & TOUCHE LLP

Houston, Texas
March 1, 2000
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Item 7. Management's Narrative Analysis of the Results of Operations of Reliant Energy Resources Corp. and
its Consolidated Subsidiaries.

The following narrative and analysis should be read in combination with the consolidated financial statements
and notes of Reliant Energy Resources Corp. (Resources Corp.) and its subsidiaries (collectively, Resources)
contained in Item 8 of the Form 10-K of Resources Corp. Prior to February 1999, Resources Corp. conducted
business under the name “NorAm Energy Corp.”

Relignt Energy Resources Corp.

In August 1997, the former parent corporation (Former Parent) of Reliant Energy, Incorporated (Reliant
Energy) merged with and into Reliant Energy, and NorAm Energy Corp. (Former Resources) merged with and into
Resources Corp. Effective upon the mergers (collectively, the Merger), each outstanding share of common stock of
Former Parent was converted into one share of common stock (including associated preference stock purchase
rights) of Reliant Energy, and each outstanding share of common stock of Former Resources was converted into the
right to receive $16.3051 cash or 0.74963 shares of common stock of Reliant Energy. The aggregate consideration
paid to Former Resources stockholders in connection with the Merger consisted of $1.4 billion in cash and 47.8
million shares of Reliant Energy’s common stock valued at approximately $1.0 billion. The overall transaction was
valued at $4.0 billion consisting of $2.4 billion for Former Resources’ common stock and common stock equivalents
and $1.6 billion of Former Resources debt.

The Merger was recorded under the purchase method of accounting with assets and liabilities of Former
Resources reflected at their estimated fair values, resulting in a “new basis” of accounting. In Resources’
Consolidated Financial Statements, periods which reflect the new basis of accounting are labeled as “Current
Resources” and periods which do not reflect the new basis of accounting are labeled as “Former Resources.”

Because Resources Corp. is a wholly owned subsidiary of Reliant Energy, Resources’ determination of
reportable segments considers the strategic operating units under which Reliant Energy manages sales, allocates
resources and assesses performance of various products and services to wholesale or retail customers in differing
regulatory environments. Reliant Energy has identified the following reportable segments: Electric Operations,
Natural Gas Distribution, Interstate Pipelines, Wholesale Energy, Reliant Energy Europe, Reliant Energy Latin
America and Corporate. Of these segments, the following operations are conducted by Resources:

e  Natural Gas Distribution
s Interstate Pipelines

e  Wholesale Energy (which includes wholesale energy trading, marketing and risk management services in
North America and domestic natural gas gathering operations of the Wholesale Energy segment but
excludes the operations of Reliant Energy Power Generation, Inc., a wholly owned subsidiary of Reliant
Energy)

¢ Reliant Energy Europe (which includes the energy trading and marketing operations initiated in the fourth
quarter of 1999 in the Netherlands and other countries in Europe but excludes N.V. UNA, a Dutch power
company), and

e  Certain Corporate operations

In March 2000, Reliant Energy announced that it had retained an investment banking firm to assist it in
evaluating strategic alternatives, including divestiture, for (i) two of its natural gas distribution divisions, Reliant
Energy Arkla and Reliant Energy Minnegasco, (ii) its Interstate Pipelines operations and (iii) its natural gas
gathering and pipeline services operations.

Resources Corp. meets the conditions specified in General Instruction 1 (1)(a) and (b) to Form 10-K and is
thereby permitted to use the reduced disclosure format for wholly owned subsidiaries of reporting companies
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specified therein. Accordingly, Resources Corp. has omitted from this Combined Form 10-K the information called
for by Item 4 (submission of matters to a vote of security holders), Item 10 (directors and executive officers), Item
11 (executive compensation), Item 12 (security ownership of certain beneficial owners and management) and Item
13 (certain relationships and related party transactions) of Form 10-K. In lieu of the information called for by Item 6
(selected financial data) and Item 7 (management's discussion and analysis of financial condition and results of
operations) of Form 10-K, Resources Corp. has included the following Management's Narrative Analysis of the
Results of Operations to explain material changes in the amount of revenue and expense items of Resources between
1999, 1998 and 1997. Reference is hereby made to Item 1 (business), Item 2 (properties), Item 3 (legal proceedings),
Item 5 (market for common equity and related stockholder matters), Item 7A (quantitative and qualitative
disclosures about market risk) and Item 9 (changes in and disagreements with accountants on accounting and
financial disclosure) of this Combined Form 10-K for additional information regarding Resources required by the
reduced disclosure format of General Instruction I to Form 10-K.

Consolidated Results of Operations

Seasonality and Other Factors. Resources' results of operations are affected by seasonal fluctuations in the
demand for and, to a lesser extent, the price of natural gas. Resources' results of operations are also affected by,
among other things, the actions of various federal and state governmental authorities having jurisdiction over rates
charged by Resources, competition in Resources’ various business operations, debt service costs and income tax
expense. For a discussion of certain other factors that may affect Resources' future earnings see “Management's
Discussion and Analysis of Financial Condition and Results of Operations of the Company — Certain Factors
Affecting Future Earnings of the Company -— Competition — Other Operations” and “— Environmental
Expenditures — Mercury Contamination” in Item 7 of Reliant Energy’s 1999 Form 10-K.

Accounting Impact of the Merger. The Merger created a new basis of accounting for Resources, resulting in
new carrying values for certain of Resources’ assets, liabilities and equity commencing upon the acquisition date.
Resources’ financial statements for periods subsequent to the acquisition date are not comparable to prior periods
because of the following purchase accounting adjustments:

e  The impact of the amortization of newly-recognized goodwill

e  The amortization of the revaluation of long-term debt .

e  The removal of the amortization previously associated with the pension and postretirement obligations, and

¢ The deferred income tax expense associated with these adjustments

The total effect of these purchase accounting adjustments for the twelve months ended December 31, 1999 and
1998 and the five months ended December 31, 1997, was a decrease to net income of $34 million, $26 million and
$9 million, respectively. Interest expense and related debt incurred by Reliant Energy to fund the cash portion of the
purchase consideration has not been “pushed down” to Resources.

Because results of operations and other financial information for periods before and after the acquisition date
are not comparable, Resources is presenting certain financial data on: (i) an actual basis for Resources for 1999,
1998 and 1997 and (ii) an unaudited pro forma basis for 1997 as if the Merger had taken place at the beginning of

1997. These results do not necessarily reflect the results which would have been obtained if the Merger had actually
occurred on January 1, 1997 or the results that may be expected in the future.
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The following table sets forth selected financial and operating data on an actual and unaudited pro forma basis
for the years ended December 31, 1999, 1998 and 1997, followed by a discussion of significant variances in period-
to-period results:

El

Selected Financial Results

Actual : Pro Forma (1)

Year Year Five Months Seven Months Year
Ended Ended Ended Ended Ended
December 31, December 31, December 31, July 31, December 31,
1999 1998 1997 1997 1997
(Thousands of Dollars)
Operating Revenues...........cccoerevereevennen. $10,543,545 $6,758412 §$ 2,526,182 1% 3,313,591 $ 5,839,773
Operating EXpenses ..o, 10,245,862 6,448,107 2,434 282 3,141,295 5,597,716
Operating Income Before Merger
Transaction COostS......cooccerrvererrerernrerarens 297,683 310,305 91,900 172,296 242,057
Merger Transaction Costs (2)........ccocvenens 1,144 17,256
Operating INCOME ........ovvviveiernieennnnennas 297,683 310,305 90,756 155,040 242,057
Interest EXpense, Net.....c.covvvveccenrarnrenene 119,492 111,337 47,490 78,660 112,996
Distributions on Trust Preferred
SECUITLIES ..ooeeveriereeeecereecrenieeeircraneienenens - 357 632 279 6,317 1,479
Other (Income), Net........ccecvevivvcviercnennnans (11,138) (7,318) (2,243) (7,210) (9,453)
Income Tax EXPense .......cocecceecmeircivnnnen 88,771 111,830 24,383 31,398 71,093
Extraordinary (Gain)........coceesivveeveneennenne 237)
Net INCOME ..vveveereerieirinieeeecrrrecenreeaeens $ 100,201 $ 93824 §$§ 20,847 }$ 46,112 $§ 65942

(1) Unaudited pro forma results reflect purchase adjustments as if the Merger had occurred on January 1, 1997.
(2) For expenses associated with the completion of the Merger, see Note 1(I) to Resources’ Consolidated Financial
Statements. e

1999 (Actual) Compared to 1998 (Actual). Resources’ net income for 1999 was $100 million compared to net
income of $94 million in 1998. The $6 million increase was primarily due to a significant increase in operating
income of Wholesale Energy’s trading and marketing operations and a decrease in the effective tax rate, partially
offset by decreased earnings in the Natural Gas Distribution and Interstate Pipelines segments and increased general
insurance liability expense. Although results of Wholesale Energy’s trading and marketing operations significantly
improved, it continues to incur higher operating expenses relating to staffing and personnel to support its increased
sales and marketing efforts.

Operating income decreased in 1999 by $13 million, or 4%, from 1998. .The decline was primarily due to
increased operating expenses, in particular employee benefit expenses, at the Natural Gas Distribution and Interstate
Pipelines segments and increased general liability insurance expense. The decline was partially offset by increased
operating income of Wholesale Energy’s trading and marketing operations. ‘

Resources’ operating revenues for-1999 were $10.5 billion compared to $6.8 billion for 1998. The $3.8 billion
increase, or 56%, was primarily due to increased wholesale trading and marketing revenues from increased trading
volumes for power, natural gas and oil, as well as higher sale prices for these commodities.

Resources’ operating expenses for 1999 were $10.2 billion compared to $6.4 billion in 1998. The $3.8 billion,
or 59%, increase was primarily attributable to an increase in volumes and cost of purchased power, natural gas and
oil, as discussed above. In addition, operating expenses also increased due to increased employee benefit expenses
for the Natural Gas Distribution and Interstate Pipelines segments, increased operating expenses to support increased
sales and marketing of the Wholesale Energy trading and marketing operations (as discussed above) and increased
general insurance liability expense.

Resources’ effective tax rate in 1999 was 47% compared to 54% in 1998. This decrease was primarily due to a
decrease in state income taxes resulting from lower state taxable income in 1999 as compared to 1998.
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1998 (Actual) Compared to 1997 (Actual). Resources’ consolidated net income for 1998 was $94 million
compared to consolidated net income of $67 million in 1997. The $27 million, or 40%, increase in net income for
1998 as compared to 1997 was due to increased operating income. from several business segments as discussed
below, partially offset by a decrease in operating income from the Natural Gas Distribution segment due to the
effects of warm weather. Also contributing to the increase in net income was a reduction in interest expense due to
the refinancing of debt and reduced interest expense due to debt fair value revaluation at the time of the Merger.

Operating income increased in 1998 by $65 million, or 26%, over 1997 due to improved operating results at
Interstate Pipelines, Corporate retail operations and Wholesale Energy, partially offset by the unfavorable effects of
warm weather on the operations of Natural Gas Distribution. Operating income for 1997 included approximately
$18 million of merger-related costs that did not recur in 1998. Improved results at Interstate Pipelines were due to
continued cost control initiatives and reduced benefits expenses, as well as the effects of a rate case settlement and a
dispute settlement which contributed to the increase in operating income. In addition, margins at Wholesale Energy
improved over margins in 1997; however, this effect was partially offset by increased staffing expenses to support
increased sales and marketing efforts and an increase in credit reserves. Improved results at Wholesale Energy were
also due to the fact that operating income in 1997 for Wholesale Energy was negatively impacted by hedging losses
_ associated with sales under peaking contracts and losses from the sale of natural gas held in storage and unhedged in
the first quarter of 1997 totaling $17 million.

Resources’ operating revenues for 1998 were $6.8 billion as compared to $5.8 billion in.1997. The $218
million, or 16%, increase was primarily attributable to a $1.4 billion increase in wholesale trading revenue.
Wholesale trading revenue increased due to increased power and natural gas trading volumes. The increase in
trading revenues was offset by reduced revenues at Resources’ Natural Gas Distribution unit of $383 million,
principally due to warmer weather.

Resources’ operating expenses for 1998 were $6.4 billion compared to $5.6 billion in 1997. The $854 million
increase, or 15%, was primarily due to increased natural gas and purchased power expenses associated with
increased wholesale trading activities. The increase in operating expenses was offset by decreased natural gas
purchases at the Natural Gas Distribution segment because of lower volumes resulting from the warmer weather.

Resources’ effective tax rate was 54% in 1998 compared to 46% in 1997. This increase is primarily due to
increased state income taxes and non-deductible goodwill amortization. State income taxes increased as a result of
higher combined state taxable income in 1998 as compared to 1997.

1998 (Actual) Compared to 1997 (Pro Forma). Resources’ consolidated net income for 1998 was $94 million
compared to pro forma net income of $66 million in 1997. The $28 million increase, or 42%, in eamings for 1998
as compared to pro forma 1997 earnings was due to increased operating income from several business segments, as
discussed below, partially offset by a decrease in operating income from the Natural Gas Distribution segment due
to the effects of warmer weather.

Operating income increased in 1998 by $68 million, or 28%, over pro forma 1997 due to improved operating
results at Interstate Pipelines, Corporate retail operations and Wholesale Energy, partially offset by the unfavorable
effects of warm weather on the operations of Natural Gas Distribution. Improved results at Interstate Pipelines were
due to continued cost control initiatives and reduced benefits expenses, as well as the effects of a rate case
settlement and a dispute settlement which contributed to the increase in operating income. In addition, margins at
Wholesale Energy improved over margins in 1997; however, this effect was partially offset by increased staffing
expenses to support increased sales and marketing efforts and an increase in credit reserves at Wholesale Energy.
Operating income in 1997 for Wholesale Energy was negatively impacted by hedging losses associated with sales
under peaking contracts and losses from the sale of natural gas held in storage and unhedged in the first quarter of
1997 totaling $17 million.

Resources operating revenues for 1998 were $6.8 billion compared to pro forma operating revenues of $5.8
billion in 1997. Resources operating expenses for 1998 were $6.4 billion compared to pro forma operating expense
of $5.6 billion in 1997. These increases are due to the same factors discussed above in the comparison of 1998 and
1997 actual results.
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Impact of Year 2000 Issues

Resources’ total direct cost of resolving the Year 2000 issues was approximately $6 million. For additional
information regarding Year 2000 issues, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations of the Company — Certain Factors Affecting Future Earnings of the Company — Impact of
the Year 2000 Issue and Other System Implementation Issues” in Item 7 of Reliant Energy’s 1999 Form 10-K.

New Accounting Issues

Reference is made to “Management's Discussion and Analysis of Financial Condition and Results of Operations
of the Company — New Accounting Issues” in Item 7 of Reliant Energy’s 1999 Form 10-K, for discussion of
certain new accounting issues that affect Resources. ‘

Item 7A. Quantitative and Qualitative Disclosures about Market Risk,

For information regarding Resources’ exposure to interest rate, equity market, foreign currency and commodity
‘price risk, see “Quantitative and Qualitative Disclosures About Market Risk — Interest Rate Risk,” “— Equity
Market Risk,” “— Foreign Currency Exchange Rate Risk,” and “— Energy Commodity Price Risk” in Item 7A of
Reliant Energy’s Report on Form 10-K, which information, to the extent it relates to Resources, is incorporated
herein by reference.
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Item 8. Financial Statements and Supplementary Data of Resources.

RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES

(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

STATEMENTS OF CONSOLIDATED INCOME

(Thousands of Dollars)
Current Resources Former Resources
Twelve Months Twelve Months Five Months Seven Months
Ended Ended Ended Ended -
December 31,1999  December 31,1998  December 31, 1997 July 31,1997
REVENUES.......cooneerrenreercnrrmeenanrsreensecsniosesenns $ 10,543,545 $ 6,758412 $ 2,526,182 | $ 3,313,591
Expenses:
Natural gas and purchased power................ 9,307,445 5,603,973 2,063,986 2,623,670
Operation and maintenance 636,549 539,985 241,823 359,582
Depreciation and amortization .................... 198,676 191,891 78,087 84,901
Taxes other than income taxes .........c.ccceeerene 103,192 112,258 50,386 73,142
Merger transaction COStS ........ewuerrreeersanssions 1,144 17,256
10,245,862 6,448,107 2,435,426 3,158,551
Operating Income ............cocoonverrererereniernnnenns 297,683 310,305 90,756 155,040
Other Income (Expense):
Interest eXpense, NEt.........cveervveresirenersnnnnes (119,492) (111,337) (47,490) (78,660)
Distribution on trust preferred securities...... (357) (632) 279) (6,317)
(0117 7 1= SR USRS UPSRRUUROOO 11,138 7,318 2,243 7,210
(108,711) (104,651) (45,526) (77,767)
Income Before Income Taxes and
Extraordinary Item............covevvvernenines 188,972 205,654 45,230 77,273
Income Tax EXPense........occrecreennncncrrnseisesnns 88,771 111,830 24,383 31,398
Income Before Extraordinary Item.............. 100,201 93,824 20,847 45,875
Extraordinary Gain on Early Retirement of
Debt, net of income taxes of $128................ 237
Net INCOMIE ...t renereraasnsesorsecssnenee $ 100,201 $ 93,824 $ 20,847 | $ 46,112

See Notes to Resources’ Consolidated Financial Statements
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STATEMENTS OF CONSOLIDATED STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME

(Thousands of Dollars)
Accumulated
Other Total Total
Retained Compre- Stock- Compre-
Common Stock (1) Paid in Earnings hensive holder’s hensive
Shares Amount Capital (Deficit) Income Equity Income

Former Resources:
Stockholders’ Equity at December 31,

1996 ....ceeiierricre et 137,908,173 § 86,193 §$ 1,001,053 § (286,703) $ 5 $ 800,548
Net INCOME .....oveereececeireemnie et 46,112 46,112 $ 46,112
Cash Dividends:

Common stock - $0.14 per share.............. (19,281) (19,281)
Change in Market Value of Marketable

Equity Securities, net tax of ($3,329)....... 5,874 5,874 5,874
Conversion of Trust Preferred Securities..... 11,428,262 7,143 131,425 138,568
Other ISSUANCES ......cvveeeeeiecerreeces s 347,527 216 5,796 6,012
Comprehensive Income.. ) 51,986
Balance at July 31, 1997..c.ccoeorrreernn, 149,683,962 93,552 1,138,274 (259,872) 5,879 977,833
Current Resources (Post Merger):
Adjustments due to Merger: .

Eliminate Former Resources Balances..... (149,683,962) (93,552)  (1,138,274) 259,872 (5,879) (977,833)
Capital Contribution from Parent 1,000 1 2,463,831 2,463,832
Net INCOME ...cvvemrirccerenee e 20,847 20,847 20,847
Change in Market Value of Marketable

Equity Securities, net of tax of $3,193 ..... (5,634) (5,634) (5,634)
Comprehensive Income........ccoovevevnriennnnnn, 15,213
Balance at December 31,1997.................... 1,000 1 2,463,831 20,847 (5,634) 2,479,045
Net INCOME ......ccevvirierrnrcaccrnraerenrenrseennan 93,824 93,824 93,824
Change in Market Value of Marketable

Equity Securities, net of tax of $5,877 ..... (10,370) (10,370) (10,370)
Comprehensive Income .........oooeeeeneennn.. 83,454
Balance at December 31, 1998..................... 1,000 1 2,463,831 114,671 (16,004) 2,562,499
Net InCome ......ccoevivrvieeerrieeeeeeereen e 100,201 100,201 100,201
Foreign currency translation adjustments,

net of tax of ($16) .....voveeveeerireeeiieene 30 30 30
Change in Market Value of Marketable

Equity Securities, net of tax of $373 ........ (1,224) (1,224) (1,224)
‘Comprehensive Income...................... $ 99,007
Balance at December 31, 1999 1,000 3 1 $2463831 $ 214872 $ (17,198) $ 2,661,506

(1) $0.625 par, authorized 250,000,000 shares. On the acquisition date, Resources’ pre-merger common stock was
canceled and replaced with 1,000 shares of common stock (all of which are owned by Reliant Energy); see

Note 1(b).

See Notes to Resources’ Consolidated Financial Statements

108



RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES

(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

CONSOLIDATED BALANCE SHEETS

(Thousands of Dollars)
December 31, December 31,
1999 1998
Assets
Current Assets:
Cash and cash equIVAlEns .......ccocrvcrrivciiierienicneee e $ 81,347 $ 26,576
Accounts and notes receivable, principally CUStOMEr .....c.ovcevveviiicciinincininnnies 980,560 682,552
UnNbiIlEd TEVENUE. ...c..ceeiieirt ettt et et e 150,961 145,131
Accounts and notes receivable — affiliated companies, net.. 145,191
Materials and supplies, at average cost........cceeievcrvecerrenenn 35,121 33,947
Fuel, gas and petroleum products ...........ccceceecrrecenrcreneesrereneeeineeeeseereceenne 80,135 161,085
Price risk management @SSELS .......ccccrceirrceirieeirenirere e ne e e 435,336 265,203
Prepayments and other current assets .. 46,666 39,234
TOtal CUITENE BSSELS ...uveeveeriieeiieeeeieereteeetreretenrntreees craeesneessneesnanasinsrsessnnssnns 1,810,126 1,498,919
Property, Plant and Equipnrent —net...........iciociniciiiinnieceescennecninns 2,973,882 2,815,028
Other Assets:
GOOAWIIL, DB ...c.vetcetiiieireteeeietee ettt seas e st ene b eme e se s rsaseneesesessrann 1,983,004 2,050,386
Prepaid pension @SSEL.......covimeccreririerieenes et ee e ettt seae s 110,626 102,034
Price risk management assets ... 148,722 21,414
Deferred debits ......c.vuevveevnneeerecerenenines 186,437 119,754
Total other assets ......ceccvuerreveerernernen , 2,428,789 2,293,588
Total ASSetS ......covveerirericeie e $ 7,212,797 $ 6,607,535
Liabilities and Stockholder’s Equity
Current Liabilities:
Current portion of long-term debt..........coo i $ 223,451 $ 203,438
Short-term bOrTOWInNES...c..evveriiiiriiiereererereceteeeccecene 534,584 300,000
Accounts payable, principally trade 776,546 574,276
Accounts and notes payable — affiliated companies, net...........c.cocovvvverenninens 95,601
TaXES ACCTUEA c..cniiieiiciir et ea e e sttt e s ae e e s e et neseesrenaes 48,266 55,415
Interest accrued 27,965 36,197
Customer deposits.... 33,255 36,985
Price risk management Habilities.........coovieercicniii i 424,324 227,652
OMRET .ttt m e e s e et e e et 119,111 172,616
Total current Habilities.......c.coveviiievirieniieci e 2,283,103 1,606,579
Deferred Credits: : :
Accumulated deferred INCOME tAXES. ..........ovvuriverriveeserseaeiemeeesieesnssssssssienesnonns 532,725 497,762
Price risk management Habilities...........oovrveniiiiiiiic e 117,437 40,532
Payable under capacity lease agreement 41,000 41,000
Benefit obligations 161,144 158,762
OET oottt e e tre e see et sm e sesee e ere e e saeeanas 194,284 185,955
Total deferred credits 1,046,590 924,011
Long-Term Debt ..ottt ste e e oot eneenenens 1,220,631 1,513,289
Commitments and Contingencies (Note 8)
Resources Obligated Mandatorily Redeemable Convertible Preferred
Securities of Subsidiary Trust Holding Solely Junior Subordinated
Debentures 0f ReSOUICES .........covvveeiveeieeeiietee ettt eceeeeeereeen e ereesbeeenes 967 1,157
Stockholder’s Equity .................. ettt st st ssrat et a et er et b ettt n b esen s asasaee 2,661,506 2,562,499
Total Liabilities and Stockholder’s EQUity.........coccvvreeverrnenns e $ 7,212,797 $ 6,607,535

See Notes to Resources’ Consolidated Financial Statements
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STATEMENTS OF CONSOLIDATED CASH FLOWS

See Notes to Resources’ Consolidated Financial Statements
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(Thousands of Dollars)
Current Resources Former Resources
Twelve Months Twelve Months Five Months Seven
Ended Ended Ended Months
December 31, December 31, December 31, Ended
1999 1958 1997 July 31, 1997
Cash Flows from Operating Activities:
NEL INCOME c.vcurieiirinitienert e ceeaeriesees et teesereeaeseeneas $ 100201 $ 93,824 $ 20,847 8 46,112
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Depreciation and amortization............ccoeevvevivrnreennnn. 198,676 191,891 78,087 84,901
Deferred inCcome taXxes........occovvveeevivvinievnveesnreneens 58,055 31,810 36,770 14,589
Extraordinary gain ..., 237)
Changes in other assets and liabilities:
Accounts and notes receivable-net..........c.ccocveeeei. (303,838) 141,565 (351,179 313,586
Accounts receivable/payable, affiliates.................. (1,343) 45,670 (10,106)
INVENOTIES ..ceciireriene et re e eeeenene 79,776 (102,125) (2,250) 9,980
Other CUITENt ASSELS....ccovirrreirreriereeeereraarereeranneanns (16,020) 9,422 7,357 (8,843)
Accounts payable............oocociiiiiieee 202,270 (115,010) 125,971 (224,590)
Interest and taxes accrued...........coevvcueicecerinennne (9,206) 13,454 (13,402) (19,996)
Other current liabilitieS........oc.ococvveseieciiiereiennnn, (41,463) (12,531) 42,284 (22,633)
Net price risk management assets............c.ccvoveen. (23,864) (18,433)
Restricted deposits.........ccooeeeneeiiieniieceeeee, (55,667) 42,630 (11,096) 3,396
OthEINEL....oiviiieeiiiiieieeereeet et ran e e ean (52,512) (36,208) 24,373 3,007
Net cash provided by (used in) operating
ACHIVITIBS ... iieverererc e eeees 135,065 285,959 (52,344) 199,272
Cash Flows from Investing Activities:
Purchase of Former Resources, net of cash acquired..... (1,422,672)
Capital expenditures ..........coeeveerrieeirvenienrccrinereeeesienenns (288,760) (253,972) (93,414) (88,638)
Other, NEL......iciriiiirrcene et ettt eee s (12,770) 8,068 (1,079) (6,424)
Net cash used in investing activities .................. (301,530) (245,904) (1,517,165) (95,062)
Cash Flows from Financing Activities:
Cash portion of capital contribution from
Reliant ENergy ...cccvvveevieciiveninnccrene e creennisveenee 1,426,067
Payments of long-term debt (255,293) (249,253) (175,312) (230,667)
Proceeds from long-term debt ......cceeevivrviiirericcnneenn. 812,849 150,000
Increase (decrease) in short-term borrowings —net ....... 234,584 (390,000) 341,500 (1,500)
Increase (decrease) in notes with affiliates — net ........... 242,135 (202,800) 22,100
Common and preferred stock dividends (19,281)
OLhEr, L.t erreee ettt eesie e eneeas (190) (19,957) (9,164) (27,348)
Net cash provided by (used in) financing activities........ 221,236 (49,161) 1,605,191 (128,796)
Net Increase (Decrease) in Cash and Cash Equivalents .... 54,771 (9,106) 35,682 (24,586)
Cash and Cash Equivalents at Beginning of the Period .... 26,576 35,682 27,981
Cash and Cash Equivalents at End of the Period ......... $ 81347 § 26,576 $ 35682 |$ 3,395
Supplemental Disclosure of Cash Flow Information:
Cash Payments:
Interest (net of amounts capitalized)....c..cccooveecerrerecnnnee. $ 142399 $ 111,217 § 55672 1% 67,100
INCOME tAXES.c..cvrereereeerrerrrentrieetrinreeeerervesesereeessneteaenes 45,540 46,522 714 20,900



RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Three Years Ended December 31, 1999

(1) Summary of Significant Accounting Policies
(a) Nature of Operations.

Reliant Energy Resources Corp. (Resources Corp.), formerly NorAm Energy Corp., together with its
subsidiaries (collectively, Resources) distributes natural gas, transports natural gas through its interstate pipelines
and provides energy services including gathering, storage and wholesale energy marketing, trading and risk
management services. Resources Corp. is a Delaware corporation and a wholly owned subsidiary of Reliant Energy,
Incorporated (Reliant Energy).

Resources’ natural gas distribution operations (Natural Gas Distribution) are conducted by three unincorporated
divisions: Reliant Energy Entex, Reliant Energy Minnegasco and Reliant Energy Arkla. Resources’ interstate
pipeline operations (Interstate Pipelines) are conducted by two wholly owned subsidiaries, Reliant Energy Gas
Transmission Company (REGT) and Mississippi River Transmission Corporation (MRT). Resources’ wholesale
energy marketing, trading and risk management activities in North America are conducted primarily by Reliant
Energy Services, Inc. (Reliant Energy Services) and gas gathering activities are conducted by Reliant Energy Field
Services, Inc. (Reliant Energy Field Services). Resources’ European energy trading and marketing activities are
conducted by Reliant Energy Trading & Marketing B.V., a wholly owned subsidiary. Resources’ retail marketing
activities are conducted by Reliant Energy Retail, Inc. (Reliant Energy Retail). Resources’ principal operations are
located in Arkansas, Louisiana, Minnesota, Mississippi, Missouri, Oklahoma and Texas.

(b) Merger with Reliant Energy, Incorporated.

In August 1997, the former parent corporation (Former Parent) of Reliant Energy, merged with and into Reliant
Energy, and NorAm Energy Corp. (Former Resources) merged with and into Resources Corp. Effective upon the
mergers (collectively, the Merger), each outstanding share of common stock of Former Parent was converted into
one share of common stock (including associated preference stock purchase rights) of Reliant Energy, and each
outstanding share of common stock of Former Resources was converted into the right to receive $16.3051 cash or
0.74963 shares of common stock of Reliant Energy. The aggregate consideration paid to Former Resources
stockholders in connection with the Merger consisted of $1.4 billion in cash and 47.8 million shares of Reliant
Energy’s common stock valued at approximately $1.0 billion. The overall transaction was valued at $4.0 billion
consisting of $2.4 billion for Former Resources’ common stock and common stock equivalents and $1.6 billion of
Former Resources debt.

The Merger was recorded under the purchase method of accounting with assets and liabilities of Former
Resources reflected at their estimated fair values, resulting in a “new basis” of accounting. The periods which
reflect the new basis of accounting are labeled as “Current Resources” and periods which do not reflect the new
basis of accounting are labeled “Former Resources.” Former Resources’ Statement of Consolidated Income for the
seven months ended July 31, 1997 included certain adjustments from August 1, 1997 to the acquisition date for pre-
merger transactions.

Resources’ Statements of Consolidated Income for periods after the acquisition date are principally affected by
(i) the amortization (over 40 years) of the newly-recognized goodwill, partially offset by the elimination of the
amortization of Resources' historical goodwill, (ii) the amortization (to interest expense) of the revaluation of long-
term debt, (iii) the removal of the amortization (to operating expense) previously associated with the pension and
postretirement obligations as described above and (iv) the deferred income tax expense associated with these
adjustments. Interest expense on Reliant Energy's debt which was used to fund the cash portion of the acquisition
has not been allocated or “pushed down” to Resources and is not reflected on Resources’ Consolidated Financial
Statements. For these reasons, among others, certain financial information for periods before and after the
acquisition date is not comparable.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)

If the Merger had occurred on January 1, 1997, Resources’ unaudited pro forma net income for 1997 would
have been $66 million. Pro forma results, which are based on assumptions deemed appropriate by Resources’
management, have been prepared for informational purposes only and are not necessarily indicative of the results
which would have resulted had the Merger actually taken place on January 1, 1997.

(c) Regulatory Assets and Regulation.

Resources applies the accounting policies established in SFAS No. 71, “Accounting for the Effects of Certain
Types of Regulation” (SFAS No. 71) to the accounts of its Natural Gas Distribution operations and to MRT.
Resources’ Natural Gas Distribution operations are subject to regulation at the state or municipal level and the
Interstate Pipelines operations of MRT are subject to regulation by the Federal Energy Regulatory Commission. As
of December 31, 1999 and 1998, Resources had recorded as deferred debits and other deferred credits approximately
$4 million and $12 million, respectively, of net regulatory assets.

If, as a result of changes in regulation or competition, Resources’ ability to recover these assets and liabilities
would not be assured, then pursuant to SFAS No. 101, “Regulated Enterprises Accounting for the Discontinuation of
Application of SFAS No. 71” and SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of,” Resources would be required to write off or write down such regulatory
assets and liabilities.

(d) Principles of Consolidation.

Resources’ Consolidated Financial Statements include the accounts of Resources Corp. and its wholly owned
subsidiaries. All significant intercompany transactions and balances are eliminated in consolidation.

(e) Property, Plant and Equipment and Goodwill

Property, plant and equipment includes the following:

December 31,
1999 1998

Property, Plant and Equipment: {Thousands of Dollars)
NAMTAL ZAS .. vvieeemeireieererieeerteete e et eereneeteeertesecaeteesatasseesesassesreeressaraessasesesesnsonens $ 1,941,668 $ 1,686,159
INterstate PIPELINES ....covrvere vttt et 1,330,969 1,302,829
OHhET .ttt ettt et b e e st a s s sa s e st e e et et s st et et eanesenereras 25,841 13,976

TOtAL .ot et ea b ren 3,298,478 3,002,964
Less accumulated depreciation ..........o.cvecevvvrrieecvrrirernirneeeeevessseseeesessennns 324,596 187,936
Property, plant and equipment — 1€t ........cc.ocvoievierereernteereetecee et $ 2973882 § 2,815,028

Property, plant and equipment have been revalued to estimated fair market value as of the Merger date in
accordance with the purchase method of accounting, and depreciated or amortized on a straight-line basis over their
estimated useful lives. Repair and maintenance costs are expensed. The cost of utility plant and equipment
retirements is charged to accumulated depreciation.

" Goodwill is being amortized on a straight-line basis over 40 years. Resources had $128 million and $75 million
accumulated goodwill amortization at December 31, 1999 and 1998, respectively. Resources will periodically
compare the carrying value of its goodwill to the anticipated undiscounted future net cash flows from the businesses
whose acquisition gave rise to the goodwill and as of yet no impairment is indicated or expected.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)
@ Depreciation and Amortization Expense.

Depreciation is computed using the straight-line method based on economic lives or a regulatory mandated
method. The range of plant and equipment depreciable lives for natural gas, interstate pipelines and other property
is 5 to 50 years, 5 to 75 years and 3 to 20 years, respectively. Depreciation expense for 1999 was $143 million
compared to $137 million for 1998 and $132 million for 1997 of which $56 million relates to the five months ended
December 31, 1997. Approximately $53 million and $54 million of goodwill was amortized during 1999 and 1998,
respectively. -Approximately $30 million of goodwill was amortized during 1997 of which $22 million represents
amortization related to the Merger and was incurred during the period from the acquisition date through December
31, 1997. Other amortization expense was $3 million, $1 million and $1 million in 1999, 1998 and 1997,
respectively.

(g) Fuel Gas and Petroleum Products.

Gas inventory (primarily using the average cost method) was $78.5 million and $79.9 mllhon at December 31,
1999 and 1998, respectively, and is valued at the lower of cost or market. Fuel stock and petroleum products,
principally heating oil, were $1.6 million and $81.2 million at December 31, 1999 and 1998, respectively, and are
used in the trading operations and are marked-to-market in connection with the price risk management activities as
discussed in Note 2.

(W) Revenues.

Resources records natural gas sales under the accrual method, whereby unbilled natural gas sales are estimated
and recorded each month. Interstate Pipelines records revenues as transportation services are provided. In 1998,
Resources adopted mark-to-market accounting for its energy price risk management and trading activities (see Notes
1(q) and 2). .

(i) Statements of Consolidated Cas-h' Flows.

For purposes of reporting cash‘ ﬂéWs, cash equivalents are considered to be short-term, highly liquid
investments readily convertible to cash.

() Income Taxes.

Reliant Energy files a consolidated federal income tax return in which Resources is included as of the
acquisition date. The Company follows a policy of comprehensive interperiod income tax allocation. The Company
uses the liability method of accounting for deferred income taxes and measures deferred income taxes for all
significant income tax temporary differences. For additional information regarding income taxes, see Note 7.

(k) Investments in Marketable Equity Securities.

The Company holds certain equity securities classified as “available-for-sale” and, in accordance with SFAS
No. 115, “Accounting for Certain Investments in Debt and Equity Securities,” reports such investments at estimated
fair value on Resources’ Consolidated Balance Sheets as deferred debits and any unrealized gain or loss, net of tax,
as a separate component of stockholder’s equity and other comprehensive income. At December 31, 1999 and 1998,
the accumulated unrealized loss, net of tax, relating to these equity securities was approximately $17.2 million and
$16.0 million, respectively.
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() Merger Transaction Costs.

“Merger transaction costs” include expenses associated with completion of the Merger, principally consisting of
investment banking and legal fees. ' :

(m) Allowance for Doubtful Accounts.

Accounts and notes receivable, principally customer, as presented on Resources’ Consolidated Balance Shéets
are net of an allowance for doubtful accounts of $21.3 million and $17.6 million at December 31, 1999 and 1998,
respectively.

(n) Related Party Transactions.

Reliant Energy has established a “money fund” through which Resources can borrow or invest on a short-term
basis. Net investments of Resources, included in accounts and notes receivable-affiliated companies, totaled $181
million at December 31, 1998. Interest income on such investments was $6.1 million and $5.1 million for the year
ended December 31, 1999 and 1998, respectively. Net borrowings of Resources, included in accounts and notes
payables-affiliated companies, totaled $62 million at December 31, 1999. Interest expense on such borrowings was
$0.1 million and $0.2 million for the years ended December 31, 1999 and 1998, respectively. Interest income and
expense on such investments and borrowing for 1997 were not material.

Reliant Energy Services supplies natural gas to, purchases electricity for resale from, and provides marketing
and risk management services to unregulated power plants in deregulated markets, acquired or operated by Reliant
Energy Power Generation, Inc., a wholly owned subsidiary of Reliant Energy, or its subsidiaries. During 1999 and
1998, the sales and services to Reliant Energy and its affiliates totaled $197 million and $96 million, respectively.
Purchases of electricity from Reliant Energy and its affiliates were $116 million and $29 million in 1999 and 1998,
respectively. Sales and purchases to/from Reliant Energy and its affiliates were not material in 1997.

Reliant Energy provides certain corporate services to Resources which are allocated to Resources or direct
billed to Resources, including management support, financial and tax accounting, information system support,
treasury support, legal services, regulatory support and other general services. During 1999, 1998 and 1997, the
allocated and direct billed corporate services totaled $34 million, $29 million and $19 million, respectively.

As of December 31, 1999 and 1998, net accounts payable to Reliant Energy and its subsidiaries, which are not
owned by Resources, was $34 million and $36 million, respectively.

Certain subsidiaries of Resources Corp. have entered into office rental agreements with Reliant Energy. In
1999 and 1998, Resources paid $1.7 million and $0.9 million of rent expense to Reliant Energy for each respective
year.

(o) Foreign Currency Adjustments.

Assets and liabilities of Resources Corp.’s foreign subsidiaries where the local currency is the functional
currency have been translated into U.S. dollars using the exchange rate at the balance sheet date. Revenues,
expenses, gains, and losses have been translated using the weighted average exchange rate for each month prevailing
during the periods reported. Cumulative adjustments resulting from translation have been recorded in stockholder’s
equity and other comprehensive income.
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(p) Reclassifications and Use of Estimates.

Certain amounts from the previous years have been reclassified to conform to the 1999 presentation of financial
statements. Such reclassifications do not affect earnings.

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

(q) Change in Accounting Principle.

In the fourth quarter of 1998, Resources adopted mark-to-market accounting for all of its energy price risk
management and trading activities. Under mark-to-market accounting, Resources records the fair value of energy
related derivative financial instruments, including physical forward contracts, swaps, options and exchange-traded
futures and options contracts, at each balance sheet date. Such amounts are recorded as price risk management
assets and liabilities. The realized and unrealized gains and losses are recorded as a component of operating
revenues. Resources has applied mark-to-market accounting retroactively to January 1, 1998. There was no material
cumulative effect resulting from this accounting change.

Resources adopted Emerging Issues Task Force Issue 98-10, “Accounting for Contracts Involved in Energy
Trading and Risk Management Activities” (EITF 98-10) in 1999. The adoption of EITF Issue 98-10 had no material
impact on the consolidated financial statements.

(r) New Accounting Pronouncement.

Effective January 1, 2001, Resources is required to adopt Statement of Financial Accounting Standards No.
133, “Accounting for Derivative Instruments and Hedging Activities” as amended (SFAS No. 133), which
establishes accounting and reporting standards for derivative instruments, including certain hedging instruments
embedded in other contracts and for hedging activities. Resources is in the process of determining the effect of
adopting SFAS No. 133 on its consolidated financial statements.

(2) Derivative Financial Instruments
(a) Price Risk Management and Trading Activities.

Resources offers energy price risk management services primarily related to natural gas, electricity, crude oil
and refined products, weather, coal and certain air emissions regulatory credits. Resources provides these services
by utilizing a variety of derivative financial instruments, including fixed and variable-priced physical forward
contracts, fixed and variable-priced swap agreements and options traded in the over-the-counter financial markets
and exchange-traded energy futures and option contracts (Trading Derivatives). Fixed-price swap agreements
require payments to, or receipts of payments from, counterparties based on the differential between a fixed and
variable price for the commodity. Variable-price swap agreements require payments to, or receipts of payments
from, counterparties based on the differential between industry pricing publications or exchange quotations.

Prior to 1998, Resources applied hedge accounting to certain physical commodity activities that qualified for
hedge accounting. In 1998, Resources adopted mark-to-market accounting for all of its price risk management and
trading activities. Accordingly, since 1998, such Trading Derivatives are recorded at fair value with realized and
unrealized gains (losses) recorded as a component of revenues. The recognized, unrealized balance is included in
price risk management assets/liabilities (See Note 1(q)).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)
The notional quantities, maximum terms and the estimated fair value of Trading Derivatives at December 31,

1999 and 1998 are presented below (volumes in billions of British thermal units equivalent (Bbtue) and dollars in
millions): .

Volume-Fixed Volume-Fixed Maximum
1999 Price Payor Price Receiver Term (years)
NAULAL ZAS 1ieeecerereririrereeeret et e enns e s e s esieeassnesansnens 936,716 939,416 9
ElECITICIEY .. ccvveeceeerrenreenieecreiee sttt ete e ree e et e eesseeae 251,592 248,176 10
Crude oil and refined products...........cceeeerveeececieennsncricrononees 143,857 144,554 3
1998
NATUTAL AS .cuveereecieeiceriere ettt eenee et sbeebssbaeas 937,264 977,293 9
ELECHICIEY e evvereeierireieititeeriece sttt reseceneese e 122,950 124,878 3
Crude oil and refined products.........coccocvveivvvccinicrininnninnes 205,499 204,223 3
Average Fair
Fair Value Value (a)

1999 Assets Liabilities Assets Liabilities
NALUFAL ZAS ..ooveviererenereeenetrretesereesesnesssesessesssseeseresensessenene $ 319 % 299 % 302§ 283
EIECIIICILY .vevveenereeicierenenensecsscnmentsesece e nsossasesnsasene 131 98 103 . 80
Crude oil and refined products.......c.ccoccevcninrerisviiiniinnenins 134 145 127 132

$ 584 $ 542§ 532 % 495
1998
NALUFAL BAS v.veveerererrirreerererserssaseeseeeraaseresesesesessessssasnsaeassns $ 224§ 212§ 124§ 108
BIECHICILY «vouvevereenieriirtcreeremee et eers e reireneesers st an 34 33 186 186
Crude oil and refined products.........c.coevceeeveeceerernccrcnnnnens 29 23 21 17

3 287 § 268 § 331§ 311

(2) Computed using the ending balance of each quarter.

In addition to the fixed-price notional volumes above, Resources also has variable-priced agreements, as
discussed above, totaling 3,797,824 and 1,702,977 Bbtue as of December 31, 1999 and 1998, respectively. Notional
amounts reflect the volume of transactions but do not represent the amounts exchanged by the parties to the financial
instruments. Accordingly, notional amounts do not accurately measure Resources’ exposure to market or credit
risks.

All of the fair values shown in the tables above at December 31, 1999 and December 31, 1998 have been
recognized in income. The fair value as of December 31, 1999 and 1998 was estimated using quoted prices where
available and considering the liquidity of the market for the Trading Derivatives. The prices and fair values are
subject to significant changes based on changing market conditions.

The weighted-average term of the trading portfolio, based on volumes, is less than one year. The maximum and
average terms disclosed herein are not indicative of likely future cash flows, as these positions may be changed by
new transactions in the trading portfolio at any time in response to changing market conditions, market liquidity and
Resources’ risk management portfolio needs and strategies. Terms regarding cash settlements of these contracts vary
with respect to the actual timing of cash receipts and payments.
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In addition to the risk associated with price movements, credit risk is also inherent in Resources’ risk
management activities. Credit risk relates to the risk of loss resulting from non-performance of contractual
obligations by a counterparty. The following table shows the composition of the total price risk management assets
of Resources as of December 31, 1999 and 1998.

December 31, 1999 December 31, 1998
Investment ] Investment
Grade (1) Total Grade (1) Total
(Millions of Dollars) )
Energy marketers.........ccccvveeeeeecenieieienneeeeeceseseeeane $ 172 $ 183 $ 103 $ 124
Financial inStitutions.......c.cccovvivinrerererererecrerssisenae 119 119 62 62
Gas and electric ntilities. ..........ccorereveerrerererererenenennn. 184 186 47 48
Oil and gas producers ..........covcvreecererreenenrcecsennen. 6 30 7 8
INAUSLIIAlS «..oovvirevriiircceecreee e 4 5 2 3
Independent power producers...........ccoeueerererernrreennes 4 6 1 1
OLhETS ...ttt 64 67 45 47
TOtA] ..ot $ 553 596 $ 267 - 293
Credit and other reserves ............ccocoeeveveecreinereenn.. (12) (6)
Energy price risk management assets (2) .................. $ 584 $ 287

(1) “Investment Grade” is primarily determined using publicly available credit ratings along with the consideration
of credit support (e.g., parent company guarantees) and collateral, which encompass cash and standby letters of
credit.

(2) As of December 31, 1999, Resources had no credit risk exposure to any single counterparty that represents
greater than 5% of price risk management assets.

(b) Non-Trading Activities.

To reduce the risk from market fluctuations in the revenues derived from electric power, natural gas and related
transportation, Resources enters into futures transactions, swaps and options (Energy Derivatives) in order to hedge
certain natural gas in storage, as well as certain expected purchases, sales and transportation of natural gas and
electric power (a portion of which are firm commitments at the inception of the hedge). 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. Resources applies hedge accounting with respect to its derivative financial
instruments utilized in non-trading activities.

For transactions involving Energy Derivatives, hedge accounting is applied only if the derivative (i) reduces the
risk of the underlying hedged item and (ii) is designated as a hedge at its inception. Additionally, the derivatives
must be expected to result in financial impacts which are inversely correlated to those of the item(s) to be hedged.
This correlation (a measure of hedge effectiveness) is measured both at the inception of the hedge and on an ongoing
basis, with an acceptable level of correlation of at least 80% for hedge designation. If and when correlation ceases to
exist at an acceptable level, hedge accounting ceases and mark-to-market accounting is applied.

Unrealized changes in the market value of Energy Derivatives utilized as hedges are not generally recognized in
Resources’ Statements of Consolidated Income until the underlying hedged transaction occurs. Once it becomes
probable that an anticipated transaction will not occur, deferred gains and losses are recognized. In general, the
financial impact of transactions involving these Energy Derivatives is included in Resources’ Statements of
Consolidated Income under the captions (i) fuel expenses, in the case of natural gas transactions and (ii) purchased

117



RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)

power, in the case of electric power transactions. Cash flows resulting from these transactions in Energy Derivatives
are included in Resources’ Statements of Consolidated Cash Flows in the same category as the item being hedged.

At December 31, 1999, Resources was fixed-price payors and fixed-price receivers in Energy Derivatives
covering 33,108 billion British thermal units (Bbtu) and 5,481 Bbtu of natural gas, respectively. At December 31,
1998, Resources was fixed-price payors and fixed-price receivers in Energy Derivatives covering 42,498 Bbtu and
3,930 Bbtu of natural gas, respectively. Also, at December 31, 1999 and 1998, Resources was a party to variable-
priced Energy Derivatives totaling 44,958 Bbtu and 21,437 Bbtu of natural gas, respectively. The weighted average
maturity of these instruments is less than one year.

The notional amount is intended to be indicative of Resources’ level of activity in such derivatives, although the
amounts at risk are significantly smaller because, in view of the price movement correlation required for hedge
accounting, changes in the market value of these derivatives generally are offset by changes in the value associated
with the underlying physical transactions or in other derivatives. When Energy Derivatives are closed out in advance
of the underlying commitment or anticipated transaction, however, the market value changes may not offset due to
the fact that price movement correlation ceases to exist when the positions are closed, as further discussed below.
Under such circumstances, gains (losses) are deferred and recognized as a component of income when the
underlying hedged item is recognized in income.

The average maturity discussed above and the fair value discussed in Note 10 are not necessarily indicative of
likely future cash flows as these positions may be changed by new transactions in the trading portfolio at any time in
response to changing market conditions, market liquidity and Resources’ risk management portfolio needs and
strategies. Terms regarding cash settlements of these contracts vary with respect to the actual timing of cash receipts
and payments.

(¢) Trading and Non-trading — General Policy.

In addition to the risk associated with price movements, credit risk is also inherent in Resources’ risk
management activities. Credit risk relates to the risk of loss resulting from non-performance of contractual
obligations by a counterparty. While as yet Resources has experienced only minor losses due to the credit risk
associated with these arrangements, Resources has off-balance sheet risk to the extent that the counterparties to these
transactions may fail to perform as required by the terms of each such contract. In order to minimize this risk,
Resources enters into such contracts primarily with counterparties having a minimum Standard & Poor’s or
Moody’s rating of BBB- or Baa3, respectively. For long-term arrangements, Resources periodically reviews the
financial condition of such firms in addition to monitoring the effectiveness of these financial contracts in achieving
Resources’ objectives. Should the counterparties to these arrangements fail to perform, Resources would seek to
compel performance at law or otherwise obtain compensatory damages in lieu thereof. Resources might be forced to
acquire alternative hedging arrangements or be required to honor the underlying commitment at then-current market
prices. In such event, Resources might incur additional losses to the extent of amounts, if any, already paid to the
counterparties. In view of its criteria for selecting counterparties, its process for monitoring the financial strength of
these counterparties and its experience to date in successfully completing these transactions, Resources believes that
the risk of incurring a significant financial statement loss due to the non-performance of counterparties to these
transactions is minimal.

Reliant Energy’s policies prohibit the use of leveraged financial instruments.
Reliant Energy has established a Risk Oversight Committee, comprised of corporate and business segment
officers that oversees all commodity price and credit risk activities, including Resources’ trading, marketing and risk

management activities. The Committee’s duties are to establish Reliant Energy’s and Resources’ commodity risk
policies, allocate risk capital within limits established by Reliant Energy’s board of directors, approve trading of
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new products and commodities, monitor risk positions and ensure compliance with Reliant Energy’s risk
management policies and procedures and trading limits established by Reliant Energy’s board of directors.

(3) Capital Stock

Resources’ Direct Stock Purchase Plan and Dividend Reinvestment Plan were suspended and canceled in
connection with the Merger.

(4) Long-term and Short-term Borrowings

December 31, 1999 December 31,1998

Long-term Current (1) Long-term Current (1)

(Thousands of Dollars)
Short-term borrowings:
Receivables facilities . oo veeeeereiccecieece et $ 350,000 $ 300,000
Commercial paper .............. 184,584
Total short-term borrowings 534,584 300,000
Long-term debt: (2)

Convertible dEDEIIUIES ........coveveeereectee i eereereeeste oo oo oo $ 92,727 $ 104,617
6.0% due 2012
DEDENIUIES. ... vttt eee e reees e st er e 961,545 1,010,919

6.38% to 8.90% due 2003 to 2008 as of December 31, 1999
6.38% to 10.00% due 2003 to 2019 as of December 31, 1998

Medium-term NOLES ....ccooveivieiiiireeeeeeeee et reeereeseee e et ee e s 150,275 177,591
8.77% 10 9.23% maturing 2001 as of December 31, 1999 '
8.77% to 9.39% maturing 2000 to 2001 as of December 31, 1998 '

INOES PAYADIE ..ottt e e e e e 223,451 203,116 203,438
7.50% to 9.39% due 2000 as of December 31, 1999
7.50% to 8.88% due 1999 to 2000 as of December 31, 1998 :

Unamortized discount and premium.............cocoveeeeeeeevereeeeeeoesan 16,084 17,046

Total long-term borrowings 1,220,631 223,451 1,513,289 203,438
Total borrowings ............ reenteeerrreriiene i $1,220,631 $ 758,035 $1,513,289 § 503,438

(1) Includes amounts due within one year of the date.

*(2) At the date of the Merger, the debt was adjusted to fair market value. Included in unamortized discount and
premium is unamortized premium related to fair value adjustments of long-term debt of ‘approximately $17.8
million and $33.2 million at December 31, 1999 and 1998, respectively, and is being amortized over the
respective remaining term of the related long-term debt.

(a) Short-term Borrowings.

In 1999, Resources met its short-term financing needs primarily through a receivables facility and the issuance
of commercial paper. Resources has a $350 million revolving credit facility (Resources Credit Facility) that expires
in 2003. Borrowings under the Resources Credit Facility are unsecured and bear interest at a rate based upon either
the London interbank offered rate (LIBOR) plus a margin, a base rate or a rate determined through a bidding
process. The Resources Credit Facility is used to support Resources’ issuance of up to $350 million of commercial
paper and includes a $65 million sub-facility under which letters of credit may be obtained. As of December 31,
1999, Resources had $185 million of commercial paper outstanding having an average interest rate of 7.24%. There
was no commercial paper and no loans outstanding under the Resources Credit Facility at December 31, 1998.
Letters of credit under the sub-facility aggregated $9.3 million as of December 31, 1999,
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Under a trade receivables facility (Receivables Facility) which expires in August 2000, Resources sells, with
limited recourse, an undivided interest (limited to a maximum of $350 million as of December 31, 1999 and $300
million as of December 31, 1998) in a designated pool of accounts receivable. The amount of receivables sold and
uncollected was $350 million and $300 million at December 31, 1999 and December 31, 1998, respectively. The
weighted average interest rate was approximately 6.10% and 5.30% at December 31, 1999 and December 31, 1998,
respectively. Certain of Resources' remaining receivables serve as collateral for receivables sold and represent the
maximum exposure to Resources should all receivables sold prove ultimately uncollectible.

(b) Long-term Deb.

Consolidated maturities of long-term debt and sinking fund requirements for Resources are approximately $230
million in 2000, $157 million in 2001, $7 million in 2002, $507 million in 2003 and $7 million in 2004.

At December 31, 1999, Resources Corp. had issued and outstanding $92.7 million aggregate principal amount
of its 6% Convertible Subordinated Debentures due 2012 (Subordinated Debentures). The holders of the
Subordinated Debentures receive interest quarterly and have the right at any time on or before the maturity date
thereof to convert each Subordinated Debenture into 0.65 shares of Reliant Energy common stock and $14.24 in
cash. During 1999, Resources purchased $12.0 million aggregate principal amount of its Subordinated Debentures.
Resources is required to make annual sinking fund payments of $6.5 million on the Subordinated Debentures which
began on March 15, 1997 and will continue on each succeeding March 15 up to and including March 15, 2011.
Resources (i) may credit against the sinking fund requirements any Subordinated Debentures redeemed by
Resources and Subordinated Debentures which have been converted at the option of the holder and (ii) may deliver
purchased Subordinated Debentures in satisfaction of the sinking fund requirements. Resources satisfied its 1999
and 1998 sinking fund requirements by delivering Subordinated Debentures previously purchased.

In November 1998, Resources Corp. issued $500 million aggregate principal amount of its 6 3/8% Term
Enhanced ReMarketable Securities (TERM Notes). Included within the TERM Notes is an embedded option sold to
an investment bank which gives the investment bank the right to remarket the TERM Notes commencing in
November 2003 if it chooses to exercise the option. The TERM Notes are unsecured obligations of Resources Corp.
which bear interest at an annual rate of 6 3/8% through November 1, 2003. On November 1, 2003, the holders of
the TERM Notes are required to tender their notes at 100% of their principal amount. The portion of the proceeds
attributable to the option premium will be amortized over the stated term of the securities. If the option is not
exercised by the investment bank, Resources will repurchase the TERM Notes at 100% of their principal amount on
- November 1, 2003. If the option is exercised, the TERM Notes will be remarketed on a date, selected by Resources
Corp., within the 52-week period beginning November 1, 2003. During such period and prior to remarketing, the
TERM Notes will bear interest at rates, adjusted weekly, based on an index selected by Resources Corp. If the
TERM Notes are remarketed, the final maturity date of the TERM Notes will be November 1, 2013, subject to
adjustment, and the effective interest rate on the remarketed TERM Notes will be 5.66% plus Resources’ applicable
credit spread at the time of such remarketing.

For the year ended December 31, 1999, and 1998, Resources capitalized interest of $1.9 million and $1.6
million, respectively. There was no capitalized interest in 1997.

During the year ended December 31, 1997, Resources recorded an after-tax extraordinary gain of $237
thousand from the extinguishment of debt.

(c) Restrictions on Debt.

The Resources Credit Facility contains covenants and requirements which must be met to borrow funds. Such
covenants are not anticipated to materially restrict Resources from borrowing funds under such facilities.
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(5) Trust Preferred Securities

In June 1996, a Delaware statutory business trust established by Resources Corp. (Resources Trust) issued
$172.5 million of convertible preferred securities to the public. The convertible preferred securities have a
distribution rate of 6.25% payable quarterly in arrears, a stated liquidation amount of $50 per convertible preferred
security and must be redeemed by 2026. The Resources Trust used the proceeds to purchase $172.5 million of
6.25% convertible junior subordinated debentures from Resources Corp. having an interest rate and a maturity date
that correspond to the distribution rate and the mandatory redemption date of the convertible preferred securities.
Resources Corp. accounts for Resources Trust as a wholly owned consolidated subsidiary. The convertible junior
subordinated debentures represent Resources Trust’s sole assets and its entire operations. Resources Corp. has fully
and unconditionally guaranteed, on a subordinated basis, all of Resources Trust’s obligations with respect to the
convertible preferred securities. The convertible preferred securities are mandatorily redeemable upon the
repayment of the convertible junior subordinated debentures at their stated maturity or earlier redemption. Each
convertible preferred security is convertible at the option of the holder into $33.62 of cash and 1.55 shares of Reliant
Energy common stock. During 1999 and 1998, convertible preferred securities aggregating $0.2 million and $15.5
million, respectively, were converted, leaving $0.7 million and $0.9 million liquidation amount of convertible
preferred securities outstanding at December 31, 1999 and 1998, respectively. Subject to certain limitations,
Resources Corp. has the option of deferring payments of interest on the convertible junior subordinated debentures.
During any deferral or event of default, Resource Corp. may not pay dividends to Reliant Energy. As of December
31, 1999, no interest payments on the debentures had been deferred.

(6) Stock-Based Incentive Compensation Plans and Employee Benefit Plans
(@) Incentive Compensation Plans.

Prior to the Merger, Resources had several incentive compensation plans which provided for the issuance of
stock-based incentives (including restricted shares, stock options and stock appreciation rights) to directors and key
employees of Resources, including officers. The charge to earnings in 1997 related to these incentive compensation
plans was $1.4 million. All stock options granted under such plans were either converted into similar Reliant Energy
options or “cashed out” prior to the Merger. All restricted stock and substantially all stock appreciation rights were
“cashed out” with the Merger. As of the acquisition date, less than 1,000 stock appreciation rights were outstanding.
The following is certain information relating to options issued pursuant to Resources’ incentive compensation plans.

Weighted-Average

Number Exercise Price
of Shares Per Share
Outstanding at December 31, 1996...........couvvieivecmireereeeeoreseeee oo, 1,507,928 $ 8.65
Options EXEICISEd............oieiirirreeeeiieieieteece e es e (147,092) $ 6.47
Options FOrfeited/EXPIred ........ccovveuuevmmeeeeieecereeeeeeee oo (10,682) $ 12.42
Options Cashed Out UPOn MEIEET ..........cveeveieeieererereersreeseseeosesseeeessssessesesos (521,857)
Options Converted at ACQUISItION (1) .......ucveeeeeeeeeeeenereeseereeee oo (828,297)

Outstanding at December 31, 1997 ...........ocuem oo —

(1) Effective upon the Merger, each holder of an unexpired Resources stock option, whether or not then
exercisable, was entitled to elect to either (i) have all or any portion of their Resources stock options canceled
and “cashed out” or (ii) have all or any portion of their Resources stock options converted to Reliant Energy
stock options. There were 828,297 Resources stock options converted into 622,504 Reliant Energy stock
options at the acquisition date.
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Resources applies the rules contained in Accounting Principles Opinion No. 25, “Accounting for Stock Issued
to Employees.” Had compensation cost been determined in accordance with the provisions of SFAS No. 123
“Accounting for Stock-Based Compensation,” based on the “fair value methodology,” the impact on Resources’
earnings for 1997 would have been immaterial.

(b) Pension.

Prior to 1999, Resources had two noncontributory retirement plans which covered substantially all employees:
(1) the plan which covers Resources’ employees other than Reliant Energy Minnegasco employees and (2) the plan
which covers Reliant Energy Minnegasco employees. These plans provided retirement benefits based on years of
service and compensation, Effective January 1, 1999, the two noncontributory retirement plans were merged into
Reliant Energy’s noncontributory retirement plan. Resources’ and Reliant Energy’s funding policy is to review
amounts annually in accordance with applicable regulations in order to achieve adequate funding of projected
benefit obligations. The assets of the plan consist principally of common stocks and high-quality, interest-bearing
obligations. The net periodic pension costs (benefits) and prepaid pension costs and benefit obligation have been
determined separately for each plan prior to the plans being merged. Subsequent to the plans being merged into
Reliant Energy’s plan, the net periodic pension costs (benefits), prepaid pension costs and benefit obligation were
determined based on the employees of Resources and their respective compensation levels.

Net pension cost for Resources includes the following components:

Former
Current Resources Resources
Twelve Months  Twelve Months Five Months Seven Months
Ended Ended Ended Ended
December 31, December 31, December 31, July 31,
1999 1998 1997 1997

(Thousands of Dollars)
Service cost — benefits earned during the period ..... $ 15,031 $ 13,466 $ 5,095 $ 7,220

Interest cost on projected benefit obligation.............. 35,184 33,357 15,015 20,313
Expected return on plan assets......cccoveereereiriiniaes (61,243) (53,043) (23,856) (26,716)
AmMOTtIZAtION(1) coveieveiiermrieneirerissersnceisnes (2,026) 66
Net pension cost (DEnefit) .....ccvveerrvrieeennsniiinnns $ (13,054) $ (6,220) $ (3,746) $ 883

(1) Amortization after the acquisition date represents amortization of unrecognized loss incurred after the
acquisition date. For further discussion of the accounting for the Merger see Note 1(b).
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Reconciliations of Resources’ beginning and ending balances of its benefit obligation, plan assets and funded
status for 1999 and 1998 are set forth below:

Year Ended December 31,
1999 1998
(Thousands of Dollars)
Change in Benefit Obligation
Benefit obligation, beginning of period.............c.vveeveeereeeeerrereereerornnn $ 553,210 $ 513,247
SEIVICE COSE .o.uininitieeeecretit ettt ettt es e ettt 15,031 13,466
INEEIESE COSE v.vnvniriiniter et rmriete et seee ettt s et e e ee s e es s eeonsssese e 35,184 33,357
Benefits PAI........vviceriitrieeeeeee et (35,306) (23,870)
Plan amendments .........ccooeviovieieuieeeioee e e (53,736)
Actuarial (Zain) 108S ....ccoermmieierereriieeeie e e (121,162) 70,746
Benefit obligation, end of Perio..........o.eeeeeeeeeeeeeeeereeeeeeeeeeeee $ 446,957 $ 553,210
Change in Plan Assets . :

* Plan asset, beginning of period............ceeevuiuveeeeeeeeecererere oo $ 624,362 $ 569,718
Benefits Paid..........coeeuivirernnirenteeec et (35,306) (23,870)
Actual inVeStMEeNt FEtUITL ........cucuveriveiereeeeieer oo eeeee e 30,911 78,514
Plan assets, end 0f PEriod .........cccverieiviveorceeeeeeeeeeee oo $ 619,967 $ 624,362

Reconciliation of Funded Status
FUNAEA SEAMUS. ....coovveeeimieceiteteiecs e ieeees et $ 173,010 =~ § 71,152
Unrecognized prior SEIVICe COSt..........eueruvivereeeeeereeeeeeereseseeesee oo (48,459) (53,736)
Unrecognized actuarial (8ain) 10SS .........o.e.eveeveeeeeeeeeoeeeeeeeooeeooooe, (13,925) 84,618
Net amount recognized at end Of YEar.............c.covveveeeeveerererereesosesan $ 110,626 $ 102,034
Actuarial Assumptions
DISCOUNE TALE ...ttt ettt e s s s e ee e 7.5% 6.5%
Rate of increase in compensation levels...............ccooveereevoooeeeoeee 35-55% 3.5-5.5%
Expected long-term rate of return On assets ................oeeveveverveesreeresrennnnn, 10.0% 10.0%

In 1998, Reliant Energy’s and Resources Corp.’s respective board of directors approved the amendment and
restatement of the retirement plan, effective January 1, 1999, which converted the present value of the accrued
benefits under their existing pension plans into a cash balance pension plan. Under the cash balance formula, each
participant has an account, for recordkeeping purposes only, to which credits are allocated annually based on a
percentage of the participant’s pay. The applicable percentage for 1999 is 4%. The purpose of the plan change is to
continue to provide uniform retirement income benefits across all employee groups, which are competitive both
within the energy services industry as well as with other companies within the United States. Resources will
continue to reflect the costs of the pension plan according to the provisions of SFAS No. 87, “Employers’
Accounting for Pensions” as amended. As a result of the January 1, 1999 amendment and restatement, which is
reflected in the December 31, 1998 disclosure, Resources’ benefit obligation declined $54 million.

The actuarial gains and losses are due to changes in certain actuarial assumptions.

Prior to 1999, in addition to the noncontributory plans, Resources maintained certain non-qualified plans which
allowed participants to retain the benefits to which they would have been entitled under its noncontributory plans
except for the federally mandated limits on such benefits or on the level of salary on which such benefits may be
calculated. Effective January 1, 1999, these non-qualified plans were merged into a similar plan of Reliant Energy.
As of December 31, 1999, Resources had recorded a prepaid benefit obligation of $0.6 million related to these plans.
As of December 31, 1998, a benefit obligation of $8.2 million was recorded related to these plans. Expense of

123



RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)

approximately $1 million associated with these non-qualified plans was recorded each year during 1999, 1998 and
1997, respectively.

(c) Savings Plan.

Prior to April 1, 1999, Resources had an employee savings plan which covered substantially all employees other
than Reliant Energy Minnegasco employees. Under the terms of the Resources savings plan beginning January 1,
1999, employees could contribute up to 16% of total compensation, which contributions up to 6% were matched by
Resources. During 1998 and 1997, employees could contribute up to 12% of total compensation, which
contributions up to 6% were matched by Resources. Prior to April 1, 1999, the Reliant Energy Minnegasco
employees were covered by a savings plan, the terms of which were somewhat similar to the Resources savings
plan. Effective April 1, 1999, the Resources savings plan and the Reliant Energy Minnegasco savings plan were
merged into Reliant Energy’s savings plan.

Reliant Energy’s employee savings plan qualifies as cash or deferred arrangements under Section 401(k) of the
Internal Revenue Code of 1986, as amended (IRC). Under Reliant Energy’s plan, participating employees may
contribute a portion of their compensation, pre-tax or after-tax, up to a maximum of 16% of compensation. In 1999,
the savings plan was amended so that Reliant Energy now matches 75% to 125% of the first 6% of each employee’s
compensation contributed, subject to a vesting schedule, based on certain performance goals achieved by Reliant
Energy and its subsidiaries. Substantially all of Reliant Energy’s match is invested in Reliant Energy common stock.
Reliant Energy allocates to Resources the savings benefit expense related to the employees of Resources.

Savings plan benefit expense related to Resources was $9.5 million, $10.8 million and $10.8 million in 1999,
1998 and 1997, respectively. Savings plan expense related to Resources from the Merger date through December
31, 1997 was $3.7 million.

(d) Postretirement Benefits.

Resources records the liability for postretirement benefit plans other than pensions (primarily health care) under
SFAS No. 106, “Employers' Accounting for Postretirement Benefits Other than Pensions.”

The net postretirement benefit cost includes the following components:

Former
Current Resources Resources
Twelve Months  Twelve Months Five Months Seven Months
Ended Ended Ended Ended
December 31, December 31, December 31, July 31,
1999 1998 1997 1997
(Thousands of Dollars)
Service cost — benefits earned during the period... $ 2,004 $ 635 $ 115 $ 164
Interest cost on projected benefit obligation............ 9,060 6,660 3,561 4,948
Expected return on plan assets..........covvereeerniniiees (583) 463) - (73) (107)
Net aMOTHZATION ....oeveeceeiieeieseeeieieeererrerarsrseserensnass 2,100 3,875
Net postretirement benefit Cost .....c.ccvimmmniiiiinnen. $ 12,581 $ 6,832 $ 3,603 $ 8,880
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Reconciliations of Resources’ beginning and ending balances of its postretirement benefit plans benefit

obligation, plan assets and funded status for 1999 and 1998 are set forth below:

Twelve Months Ended December 31,

1999 1998
(Theusands of Dollars)
Change in Benefit Obligation
Benefit obligation, beginning of period.............cccoouiiveveccreeeoeeeee e $ 144,069 5 118,472
SEIVICE COSE .eerirerairrerecieseer e teienee s e oo st e e e e e s esesses e ressemssssssnsss s, 2,004 635
INEETESE COSE ..vivvienerireinteirer ettt et ee e e e e eeee s s s e et senenesess 9,060 6,660
BENefits PAId........ccceiineereiireees et et e rne (8,469) (11,569)
Participant CONrIDULIONS .........c..cuovmriereeirenurrere e er s eres e eeen 1,996 1,856
Plan amendments .......coovourruieinieeeieeeiieeeee e eee s ettt 28,936
Actuarial ZaiN........c.iiiviieiirie ettt ee s (32,288) (921)
Benefit obligation, end of Period.........ooouoeeeeeeeeeeeeee oo $ 116,372 $ 144,069
Change in Plan Assets
Plan asset, beginning of Period............ccuvivivimeeiereeeeeeeeeeer e e $ 6,461 $ 4,502
BEnefits PAif......coocveiiemniicerreenseieieee et eeseeeessses e e s s (8,469) (11,569)
Employer contributions .......c.cvivecrieeemrmonineieeeiteeeeee e et eessnen 8,871 11,163
Participant CORIrABULIONS ............c.oueeereeeeeeeeeeeee e 1,996 1,856
Actual InVeStMENt TEMHTL ...coovvviuiiirireriveeieeiee st ese e e e esesesssss s 328 509
Plan assets, end of PEIiod ........cocvvieieieieririiieeeee st $ 9,187 $ 6,461
Reconciliation of Funded Status
FUNed SEAMUS. ..ottt en e em s $ (107,185 $ (137,608)
Unrecognized Prior SEIVICE COSE........uumimiirieeeritereceereeeseeeeeseseseoreeseseesrees 25,381 28,936
Unrecognized actuarial (Zain) 10SS.......ceevvveeivreeeeeeererereeeeeeeseeesseeeseneeins (22,195) 1,759
Net amount recognized at end of Year.......o.veuvveeeiereeeeeeeeesrsreeeseeesans $ (103,499 $ (106,913)
Actuarial Assumptions
DISCOUNE TALE ...e.e.eoeeeeereteeceenieneereeereeete e e rae s s eeeeeeeeeere e s sessssassssensseen 7.5% 6.5%
Rate of increase in compensation 1evels.................cocoueuvveeeeeeeeereeeisn. 3.5-5.5% 3.5-5.5%
Expected long-term rate of return on @ssets .............ooeeeeeeeeereeeerreneeersrennns 10.0% - 10.0%
Health care cost trend rates — Under 65...........ccoooovooevevieoreeeeee e 5.8% 6.0%
Health care cost trend rates — 65 and OVEL........co.evevreereeeeeeeeeeereeeseseeree s 6.2% 6.7%

The assumed health care rates gradually decline to 5.4% for both medical categories by 2001.

If the health care cost trend rate assumptions were increased by 1%, the accumulated postretirement benefit
obligation as of December 31, 1999 would be increased by approximately 5.3%. The annual effect of the 1%
increase on the total of the service and interest costs would be an increase of approximately 4.1%. If the healthcare
cost trend rate assumptions were decreased by 1%, the accumulated postretirement benefit obligation as of
December 31, 1999 would be decreased by approximately 5.3%. The annual effect of the 1% decrease on the total

of the service and interest costs would be a decrease of 4.2%.

In 1998, Reliant Energy’s and Resources Corp.’s respective board of directors approved an amendment,
effective January 1, 1999, which created an account balance based on credited service at December 31, 1998. Under
the new plan, each participant has an account, for recordkeeping purposes only, to which a $750 credit is allocated
annually. This account balance vests after 5 years of service after age 50. At retirement the account balance can be
used to purchase medical benefits. It may not be taken as cash. Resources will continue to reflect the costs of the
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retiree medical plan according to the provisions of SFAS No. 106 as amended. As a result of the January 1, 1999
amendment, which is reflected in the December 31, 1998 disclosure, Resources’ benefit obligation increased $29
million.

The actuarial gains and losses are due to changes to certain actuarial assumptions.
(e) Postemployment Benefits.

Resources records postemployment benefits based on SFAS No. 112, “Employer’s Accounting for
Postemployment Benefits,” which requires the recognition of a liability for benefits provided to former or inactive
employees, their beneficiaries and covered dependents, after employment but before retirement (primarily health
care and life insurance benefits for participants in the long-term disability plan). Net postemployment benefit costs
were $11 million in 1999. Net postemployment benefit costs were not material in 1998 and 1997.

(7) Income Taxes

Reliant Energy files a consolidated federal income tax return, in which Resources is included. Prior to the
acquisition date, Resources Corp. and its subsidiaries filed a consolidated federal income tax return. Resources’ pre-
acquisition consolidated federal income tax returns have been audited and settled through the year 1986. Investment
tax credits are generally deferred and amortized over the lives of the related assets. The unamortized investment tax
credit in deferred credits on Resources’ Consolidated Balance Sheets was $7.5 million and $8.0 million for 1999 and
1998, respectively.

The components of Resources' income tax provision are set forth below:

Current Resources Former Resources
Twelve Months Twelve Months Five Months Seven Months
Ended Ended Ended Ended
December 31, December 31, December 31, July 31,
1999 1998 1997 1997
(Thousands of Dollars)
Federal
(@111 4 (= 11 SO PP $ 27,732 $ 30,539 $ (12,005) $ 16,339
Deferred...ovveenieecrieenniierieeninnn, 53,335 61,020 36,673 12,795
Investment tax credit........ocoveeeeene (536) (609) (262) (363)
State
CUITENL ..vceiveeeerecereen e reneeeeees 3,520 7,235 536 833
Deferred .....ooovvieeecvnrerneciierieeennnns 4,720 13,645 (559) 1,794
Income tax EXPense........covvrivrerecnns $ 88,771 $ 111,830 $ 24,383 $ 31,398
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The provision for income taxes differs from the amount computed by applying the statutory federal income tax
rate of 35% to income from continuing operations. The reasons for this difference are as follows:

Current Resources Former Resources
Twelve Months Twelve Months Five Months Seven Months
Engded Ended Ended Ended
December 31, December 31, December 31, July 31,
1999 1998 1997 1997
i (Thousands of Dollars)
Income before income taxes ............. $ 188,972 $ 205,654 $ 45,230 $ 77,273
Statutory rate.........ocveerernvennreninnnnn, 35% 35% 35% 35%
Income taxes at statutory rate ........... 66,140 71,979 15,831 27,046
Increase (decrease) in tax
resulting from:
State income taxes, net of federal
income tax benefit(1) .................. 5,356 14,737 ) 1,708
Investment tax credit...................... (536) (609) (262) (363)
Goodwill amortization ................... 17,746 17,971 7,242 2,430
Other, net .....ccocoevveceevvinreicrerceenn. 65 7,752 1,581 577
Total....cccrevreeereenrnrnrre e 22,631 39,851 8,552 4,352
Income taxes.....cocvvvrevivreveeereenenn.. $ 88,771 $ 111,830 $ 24,383 $ 31,398
Effective Rate .........ccooecceervnecncnccnnne 47.0% 54.4% 53.9% 40.6%

(1) Calculation of the accrual for state income taxes at the end of each year requires that Resources estimate the
manner in which its income for that year will be allocated and/or apportioned among the various states in which
it conducts business, which states have widely differing tax rules and rates. These allocation/apportionment
factors change from year to year and the amount of taxes ultimately payable may differ from that estimated as a
part of the accrual process. For these reasons, the amount of state income tax expense may vary significantly
from year-to-year, even in the absence of significant changes to state income tax valuation allowances or
changes in individual state income tax rates.
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The tax effects of temporary differences that gave rise to significant portions of the deferred tax assets and
liabilities as of December 31, 1999 and 1998, were as follows:

December 31,
1999 1998
(Thousands of Dollars)
Deferred Tax Assets:
Employee benefit aCCTUALS .........c.ovvriveriimirisinisseisenieeeeecnecmess s sinsssseee $ 23,137 $ 41,244
Gas purchase cOntract aCCIUAlS .......cvveerererereriinininnsni s 3,395 8,116
Operating 1085 CAITYfOrWAIdS.......cvvvverirenieriininininine i 38,954 23,178
Alternative minimum tax credit carryforwards...........coveureerniininininiecsinisens 34,239 38,361
OBBET oot eeeeseeeereeeserereeosaresessstesasabar eesssspastsasse b b e sbsshe s R b e b st e da et et aabeaaets b e 63,076 33,615
Valuation allOWAINCE ....cveverirericreiereeireriiiinraiorsbessanresenit e ssssesesssotssnistssanes (19,139) (8,591)
Total deferred taX aSSEtS — NEL....cvivveieeeririereereresrerinirsresiesssersareeaessaens 143,662 135,923
Deferred Tax Liabilities:
Property, plant and eqUIPMENt ........cccoeiiiiiiteemeriiiii e 547,646 522,944
Deferred Zas COBLS.....eurrerierreriererereiininireis sttt e et bbbt s 35,756 13,237
Deferred state INCOME tAXES ...o.vveireeireeirrsrvreeeriessnisisisiseeiaesssssasssasssssssessessnnes 68,952 70,000
OtET e eeeeereeeeereeeeesesesstestesssas st atesma et esessnabeses e rebesusabesesassb e be st e st atasnab e s e s s e b e 24,033 27,504
Total deferred tax JiabilIties ......ccvreerieereenieerenriniiininiieer e eeas 676,387 633,685
Accumulated deferred income taxes —Nef......ccceeveervenmiirneririsnnieninens $ 532,725 $ 497,762

At December 31, 1999, Resources had approximately $492 million of state net operating losses available to
offset future state taxable income through the year 2019. In addition, Resources has approximately $28 million of
federal alternative minimum tax credits which are available to reduce future federal income taxes payable, if any,
over an indefinite period (although not below the tentative minimum tax otherwise due in any year), and
approximately $1.2 million of state alternative minimum tax credits which are available to reduce future state
income taxes payable, if any, through the year 2002. The valuation allowance reflects a net increase of $10.5
million in 1999. This net increase results from a reassessment of Resources’ usage of state tax attributes, including
the future ability to use state net operating loss and alternative minimum tax credit carryforwards, offset by changes
in valuation allowances provided for expiring state net operating loss carryforwards.

(8) Commitments and Contingencies
(a) Lease Commitments.
The following table sets forth certain information concerning Resources’ obligations under non-cancelable

long-term operating leases principally consisting of rental agreements for building space and data processing
equipment and vehicles, including major work equipment (in millions):

D000, ererereeeeeeeereestsereesereresssaseissesaaa e se st et en e e s b s bbbk e bbbt 3 15
410} SRRSO OO OO OO SO SO SUPR YOI TPRPO PO 14
D002 e eeeeeeeeeeeereeara e e e aentateaanteesinras e st e s s a s e s R e e e e s aa ettt e e et s s s 9
D003 1 eeeeteereeeeteeereet e et s et seae sttt e s b be R bR R SRR e d e s a ek ek a et s emt s 8
D00 e eeeeeeeee et et e st e st s eaeas s s e s s b esere st bR s Rt e Rt R e ket sn et 6
2005 aNd DEYONA ....cuevevererereercrieinmsiniese s eb s 18
FOLAL cvreoveves e reeeeseeemeeeeemsossberasasasebabesaserebaba R s e st ne et e e s sb bR bbb b a R e Rttt e $ 70

Resources has a master leasing agreement which provides for the lease of vehicles, construction equipment,
office furniture, data processing equipment and other property. For accounting purposes, the lease is treated as an
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operating lease. At December 31, 1999, the unamortized value of equipment covered by the master leasing
agreement was $17 million. Resources does not expect to lease additional property under this lease agreement.

Total rental expense for all leases was $33 million, $25 million and $24 million in 1999, 1998 and 1997,
respectively.

(6) Indemnity Provisions.

At December 31, 1999 and 1998, Resources had a $0.5 million and $5.8 million, respectively, accounting
reserve on its Consolidated Balance Sheets in other deferred credits for possible indemnity claims asserted in
connection with its disposition of Resources’ former subsidiaries or divisions, including the sale of (i) Louisiana
Intrastate Gas Corporation, a former Resources subsidiary engaged in the intrastate pipeline and liquids extraction
business; (ii) Arkla Exploration Company, a former Resources subsidiary engaged in oil and gas exploration and
production activities; and (iii) Dyco Petroleum Company, a former Resources subsidiary engaged in oil and gas
exploration and production. ‘ '

(c) Transportation Agreement.

Resources had an agreement (ANR Agreement) with ANR Pipeline Company (ANR) which contemplated that
Resources would transfer to ANR an interest in certain of Resources’ pipeline and related assets. The interest
represented capacity of 250 Mmcf/day. Under the ANR Agreement, an ANR affiliate advanced $125 million to
Resources. Subsequently, the parties restructured the ANR Agreement and Resources refunded in 1995 and 1993,
respectively, $50 million and $34 million to ANR or an affiliate. Resources recorded $41 million as a liability
reflecting ANR's or its affiliates' use of 130 Mmcf/day of capacity in certain of Resources’ transportation facilities.
The level of transportation will decline to 100 Mmcf/day in the year 2003 with a refund of $5 million to an ANR
affiliate. The ANR Agreement will terminate in 2005 with a refund of the remaining balance.

(d) Environmental Matters.

To the extent that potential environmental remediation costs are quantified within a range, Resources
establishes reserves equal to the most likely level of costs within the range and adjusts such accruals as better
information becomes available. In determining the amount of the liability, future costs are not discounted to their
present value and the liability is not offset by expected insurance recoveries. If justified by circumstances within
Resources’ business subject to SFAS No. 71, corresponding regulatory assets are recorded in anticipation of
recovery through the rate making process.

Manufactured Gas Plant Sites. Resources and its predecessors operated a manufactured gas plant (MGP)
adjacent to the Mississippi River in Minnesota formerly known as Minneapolis Gas Works (FMGW) until 1960.
Resources has substantially completed remediation of the main site other than ongoing water monitoring and
treatment. The manufactured gas was stored in separate holders. Resources is negotiating clean-up of one such
holder. There are six other former MGP sites in the Minnesota service territory. Remediation has been completed
on one site. Of the remaining five sites, Resources believes that two were neither owned nor operated by Resources;
two were owned by Resources at one time but were operated by others and are currently owned by others; and one
site was previously owned and operated by Resources but is currently owned by others. Resources believes it has no
liability with respect to the sites it neither owned nor operated.

At December 31, 1999 and 1998, Resources had accrued $18.8 million and $15.2 million, respectively, for
remediation of the Minnesota sites. At December 31, 1999, the estimated range of possible remediation costs was
$10 million to $49 million. The low end of the range was determined based on only those sites presently owned or
known to have been operated by Resources, assuming use of Resources’ proposed remediation methods. The upper
end of the range was determined based on the sites once owned by Resources, whether or not operated by
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Resources. The cost estimates of the FMGW site are based on studies of that site. The remediation costs for the
other sites are based on industry average costs for remediation of sites of similar size. The actual remediation costs
will be dependent upon the number of sites remediated, the participation of other potentially responsible parties, if
any, and the remediation methods used.

Other Minnesota Matters. At December 31, 1999 and 1998, Resources had recorded accruals of $1.2 million
and $5.4 million, respectively (with a maximum estimated exposure of approximately $13 million and $8 million at
December 31, 1999 and 1998, respectively), for other environmental matters for which remediation may be required.

In its 1995 rate case, Reliant Energy Minnegasco was allowed to recover approximately $7 million annually for
remediation costs. In 1998, Reliant Energy Minnegasco received approval to reduce its annual recovery rate to zero.
Remediation costs are subject to a true-up mechanism wherebyany over or under recovered amounts, net of certain
insurance recoveries, plus carrying charges, are deferred for recovery or refund in the next rate case. At December
31, 1999 and 1998, Reliant Energy Minnegasco had over recovered $13 million, including insurance recoveries. At
December 31, 1999 and 1998, Reliant Energy Minnegasco had recorded a liability of $20.0 million and $20.6
million, respectively, to cover the cost of future remediation. Reliant Energy Minnegasco expects that
approximately 40% of its accrual as of December 31, 1999 will be expended within the next five years. The
remainder will be expended on an ongoing basis for an estimated 40 years. In accordance with the provisions of
SFAS No. 71, a regulatory asset has been recorded equal to the liability accrued. Resources believes the difference
between any cash expenditures for these costs and the amount recovered in rates during any year will not be material
to Resources’ financial position, results of operations or cash flows.

Issues relating to the identification and remediation of MGPs are common in the natural gas distribution
industry. Resources has received notices from the United States Environmental Protection Agency (EPA) and others
regarding its status as a potentially responsible party (PRP) for other sites. Based on current information, Resources
has not been able to quantify a range of environmental expenditures for potential remediation expenditures with
respect to other MGP sites.

Mercury Contamination. Like other natural gas pipelines, Resources’ pipeline operations have in the past
employed elemental mercury in meters used on its pipelines. Although the mercury has now been removed from the
meters, it is possible that small amounts of mercury have been spilled at some of those sites in the course of normal
maintenance and replacement operations and that such spills have contaminated the immediate area around the
meters with elemental mercury. Such contamination has been found by Resources at some sites in the past, and
Resources has conducted remediation at sites found to be contaminated. Although Resources is not aware of
additional specific sites, it is possible that other contaminated sites exist and that remediation costs will be incurred
for such sites. Although the total amount of such costs cannot be known at this time, based on experience by
Resources and others in the natural gas industry to date and on the current regulations regarding remediation of such
sites, Resources believes that the cost of any remediation of such sites will not be material to Resources’ financial
position, results of operations or cash flows.

Potentially Responsible Party Notifications. From time to time Resources has received notices from regulatory
authorities or others regarding its status as a PRP in connection with sites found to require remediation due to the
presence of environmental contaminants. Considering the information currently known about such sites and the
involvement of Resources in activities at these sites, Resources does not believe that these matters will have a
material adverse effect on Resources’ financial position, results of operations or cash flows.

Resources is a party to litigation (other than that specifically noted) which arises in the normal course of
business. Management regularly analyzes current information and, as necessary, provides accruals for probable
liabilities on the eventual disposition of these matters. Management believes that the effect on Resources’
Consolidated Financial Statements, if any, from the disposition of these matters will not be material.
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(9) Reportable Segments

Because Resources Corp. is a wholly owned subsidiary of Reliant Energy, Resources’ determination of
reportable segments considers the strategic operating units under which Reliant Energy manages sales, allocates
resources and assesses performance of various products and services to wholesale or retail customers in differing
regulatory environments. Subsequent to the acquisition date, segment financial data includes information for
Reliant Energy and Resources on a combined basis, except for Electric Operations which has no Resources
operations and Reliant Energy Latin America, which has minimal Resources operations. Reconciling items included
under the caption “Elimination of Non-Resources Operations” reduce the consolidated Reliant Energy amounts by
those operations not conducted within the Resources legal entity. Operations not owned or operated by Resources,
but included in segment information before elimination include primarily the operations and assets of Reliant
Energy’s non-rate regulated power generation business, Reliant Energy’s Dutch power generation operation (N.V.
UNA), Reliant Energy’s investment in Time Warner securities and non-Resources corporate expenses. -

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies except that certain executive benefit costs have not been allocated to segments. Reliant Energy
evaluates performance based on operating income excluding certain corporate costs not allocated to the segments.
Reliant Energy and Resources Corp. account for intersegment sales as if the sales were to third parties, that is, at
current market prices.

Reliant Energy has identified the following reportable segments: Electric Operations, Natural Gas Distribution,
Interstate Pipelines, Wholesale Energy, Reliant Energy Europe, Reliant Energy Latin America and Corporate.
Natural Gas Distribution operations consist of natural gas sales to, and natural gas transportation for, residential,
commercial and certain industrial customers. Interstate Pipelines conducts interstate natural gas pipeline operations.
Wholesale Energy is engaged in the acquisition, development and operation of non-rate regulated power generation
facilities, as well as the wholesale energy marketing and natural gas gathering businesses in North America. Reliant
Energy Europe, which was formed in 1999, owns, operates and sells electric power from generation facilities in the
Netherlands and plans to participate in the emerging wholesale energy marketing and trading industry in Europe.
Corporate includes the Reliant Energy’s and Resources’ unregulated retail electric and gas services businesses, a
communications business, certain real estate holdings of Reliant Energy and corporate costs.
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Financial data for business segments and products and services are as follows:

Current Resources
As of and for the Year Ended
December 31, 1999:

il AL A B

Revenues from external customers . $ 1,895,358 §

Intersegment rEVENUES ........cowvevseese
Depreciation and amortization.........
Operating inCOME.....c.covvrrmereicrensinnes

Total 8SSELS ..cvvrrreeireceiriineresinennns
Equity investments in and
advances to unconsolidated
SUBSIAIATIES ..ocvveevreecvmeereceerrraeeiiees

Expenditures for additions to long-
Tived ASSELS.....coereeiireereiaeneiirinecees

Current Resources

As of and for the Year Ended
December 31, 1998:

Revenues from external customers .
Intersegment FEVENUES ......coceerceues
Depreciation and amortization.........
Operating income. .....c.oveeemrvecucmrecns

Total SSELS ...oovveervereeenennicreirreneneas
Equity investments in and
advances to unconsolidated
SUDSIAIATIES ..ovveeeereeercrreccniceerisreaees

Expenditures for additions to long-
lived aSSELS....c.cevemeriraerierrirreeriaes

Current Resources

For the Five Months Ended
December 31, 1997:

Revenues from external customers .
Intersegment TEVENUES ...coecenveees
Depreciation and amortization .
Operating INCOME.......oovreveererinniens

Expenditures for additions to long-
lived asSets .....o.ooevininernrniecnienenenns

Former Resources

For the Seven Months Ended

July 31, 1997.

Revenues from external customers .
Intersegment FEVENUES .....oco.veceeenes
Depreciation and amortization ........
Operating INCoMe....c.coevnmvrecinrencecs

Expenditures for additions to long-
lived @SSELS...cccovvreeciieeieienra e

Natural Gas
Distribution

Interstate
Pipelines

Reliant
‘Wholesale Energy
Energy Europe

Elimination
of Non-
Reconciling  Resources

Corporate Eliminations Operations

Consolidated

1,202
132,424
124,863

3,386,596

205,545

1,877,185
1,167
130,658
144,447

3,141,762

161,735

920,125
505
52,374
56,842

61,078

1,340,966
672
57,120
113,607

62,998

121,514
153,580

49,127
113,018

2,211,842

30,131

126,988
155,508

44,025
128,328

2,050,636

59,358

49,655
58,678
19,088
31,978

16,304

86,465
100,246
17,230
76,730

9,619

$7,688960 $ 152,865
260,317

25,323 20,737

45,308 32,049

2,773,070 3,247,290

78,041

529,805 834,300

4,289,006
167,152
18,204
59,170

1,535,007
42,252

363,174

1,288,357
76,301
2,633
912

14,038

1,589,032

38,188

1,629
(13,262)

8,996

132

$ 881,270

$ (196422)

73,648 § (488,747)

10,726
(32,709)

4,645,403

89,840

586,065

97,181

9,646
(50,243)

1,679,876

28,077

276,817
34,853
5,769

(39,680)

1,426,323

297,128

35,285

3,922
(22,035)

7,025

(39.,661)
15,154

(1,139,450)  (7,911,954)

(78,041)

(1,400,861)

(120,832)
(421,008)
(10,642)
28,603

(915,895)  (883,851)

(42,252)

(358,372)

(8,772)
(170,337)
(1,777
40,704

(1,424,329)

(224,391)

$ 10,543,545

198,676
297,683

7,212,797

288,760

6,758,412

191,891
310,305

6,607,535

253,972

2,526,182

78,087
90,756

93,414

3,313,591

84,901
155,040

88,638
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Reconciliation of Operating Income

to Net Income:

Operating iNCOME........cccerurerirrurserennns
Interest €Xpense .....ccooeeceeveenrervarerenens

Distribution on trust preferred

SECULIIES .oovveeeeerevcreeiiereeesiteeesaenane

Other income (eXpense).........cc.cvvenene
Extraordinary gain........cocvcrceervrearerens
Net INCOME.....coevmiviirmerieserereeereennane

Revenues by Products and Services:
Retail gas sales.......cccevververevneecenenenn.
Wholesale energy and energy related

Gas transport......coeevevecenecrencneereranns
Energy products and services ............

Elimination of non-Resources

Revenues and Long-Lived Assets by

Geographic Areas:
Revenues:

Current Resources Former Resources
Year ended Year ended Five months ended Seven months
December 31, 1999 December 31, 1998 December 31,1997 | ended July 31, 1997
(Thousands of Dollars)
297683 § 310,305 §$ 90,756 | $ 155,040
(119,492) (111,337) (47,490) (78,660)
(357) (632) (279) (6,317)
(88,771) (111,830) (24,383) (31,398)
11,138 7,318 2,243 7,210
237
100,201 $ 93,824 $ 20,847 $ 46,112
2,669,393 $ 2,372,086 1,156,618 1,597,285
7,808,401 4,248,181 1,271,746 1,562,842
157,530 167,812 66,265 112,655
104,643 91,165 40,671 40,809
(196,422) (120,832) (9,118)
10,543,545  § 6,758,412 $ 2,526,182 | $ 3,313,591

10,470,420 § 6,879,244 §$ 2,534954 | $ 3,313,591
152,865
116,682
(196,422) (120,832) (8,772)
10,543,545  § 6,758,412 § 2,526,182 |8 3,313,591

6,050,501 $ 6,517,706

3,186,146
102

(3,834,078)

110

(1,409,200)

5,402,671 § 5,108,616
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RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)

(10) Estimated Fair Value of Financial Instruments

December 31,
1999 1998
Carrying Fair Carrying Fair
Amount Value Amount Value
(Thousands of Dollars)
Financial assets of Resources:
Energy derivatives - non-trading .................. $ 2,823
Financial liabilities of Resources:
Long-term debt ..o $ 1,444,082 1,426,223 $ 1,716,727 $ 1,746,641
Trust preferred securities........cocvvviniinenn. 967 1,030 1,157 1,467
Energy derivatives - non-trading.................. 1,105 8,166

The fair values of cash and cash equivalents, marketable equity securities and notes payable are estimated to be
equivalent to carrying amounts. The remaining fair values have been determined using quoted market prices of the
same or similar securities when available or other estimation techniques.

The fair value of financial instruments included in the trading operations are marked-to-market at December 31,
1999 and 1998 (see Note 2). Therefore, they are stated at fair value and are excluded from the table above.

(11) Unaudited Quarterly Information
The following unaudited quarterly financial information includes, in the opinion of management, all

adjustments (which comprise only normal recurring accruals) necessary for a fair presentation. Quarterly results are
not necessarily indicative of a full year's operations because of seasonality and other factors, including rate increases

and variations in operating expense patterns.

Year Ended December 31, 1999

First Second Third Fourth
Quarter Quarter Quarter Quarter
(Thousands of Dollars)
Operating TEVEIUES ......occcvcvuririiireninseressnessasenssiasnies $ 1,828,064 $ 2,430,890 § 3,446,925 $ 2,837,666
Operating MCOmE......ccooieieieiieinecrereeee e 150,177 44,949 27,728 74,829
Net Income (108S) ....ccevurerererrrererisiiisrrninerniseessiesnas 70,973 5,956 {6,532) 29,804
Year Ended December 31,1998
. First Second Third Fourth
Quarter(l) Quarter(l) Quarter(1) Quarter
(Thousands of Dollars)
OPperating IBVEIUES ......ccovierrrieimreiersirrsnsriessssesssinesasaaes $ 1,754,541 $ 1,380,470 $ 1,927,156 $ 1,696,245
Operating MCOME........cievereirierireririmcireaseiasees e eiene 143,494 15,734 23,653 127,424
Net INCome (10S8) ...verveeriereecrercniiticrerieninisresnrssisrsensens 61,828 (4,873) (2,586) 39,455

(1) First, second and third quarter of 1998 have been restated for the change in accounting principal to mark-to-
market accounting. For further discussion, see Note 1(q).
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RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued)

(12) Subsequent Event (Unaudited)

In March 2000, Reliant Energy announced that it had retained an investment banking firm to assist it in
evaluating strategic alternatives, including divestiture, for (i) two of its natural gas distribution divisions, Reliant
Energy Arkla and Reliant Energy Minnegasco, (ii) its Interstate Pipelines’ operations and (iii) its natural gas
gathering and pipeline services operations.
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INDEPENDENT AUDITORS' REPORT
Reliant Energy Resources Corp.:

We have audited the accompanying consolidated balance sheets of Reliant Energy Resources Corp. and its
subsidiaries (“Resources™) as of December 31, 1999 and 1998, and the related statements of consolidated income,
consolidated stockholder’s equity and comprehensive income and consolidated cash flows for the years ended
December 31, 1999 and 1998, the five months ended December 31, 1997 and the seven months ended July 31, 1997.
Our audits also included the Resources’ financial statement schedule listed in Item 14(a)(2) for the years ended
December 31, 1999 and 1998. These financial statements and the financial statement schedule are the responsibility
of Resources’ management. Our responsibility is to express an opinion on these financial statements and the
financial statement schedule based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Reliant Energy Resources Corp. and its subsidiaries at December 31, 1999 and 1998, and the results of
their operations and their cash flows for the years ended December 31, 1999 and 1998, the five months ended
December 31, 1997 and the seven months ended July 31, 1997 in conformity with generally accepted accounting
principles. Also, in our opinion, such financial statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents fairly in all material respects the information set forth
therein.

DELOITTE & TOUCHE LLP

Houston, Texas
March 1, 2000
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.
PART I1I

Item 10. Directors and Executive Officers of Reliant Energy and Resources Corp.

(a) Reliant Energy.

The information called for by Item 10, to the extent not set forth under Item 1 “Business —Executive Officers
of Reliant Energy,” is or will be set forth in the definitive proxy statement relating to Reliant Energy’s 2000 annual
meeting of shareholders pursuant to the Commission's Regulation 14A. Such definitive proxy statement relates to a
meeting of shareholders involving the election of directors and the portions thereof called for by Item 10 are
incorporated herein by reference pursuant to Instruction G to Form 10-K.

(b) Resources Corp.

The information called for by Item 10 with respect to Resources Corp. is omitted pursuant to Instruction I(2)(a)
to Form 10-K (Omission of Information by Certain Wholly Owned Subsidiaries).

Item 11. Executive Compensation.

(a) Reliant Energy.

The information called for by Item 11 is or will be set forth in the definitive proxy statement relating to Reliant
Energy’s 2000 annual meeting of shareholders pursuant to the Commission's Regulation 14A. Such definitive proxy
statement relates to a meeting of shareholders involving the election of directors and the portions thereof called for
by Item 11 are incorporated herein by reference pursuant to Instruction G to Form 10-K.

(b) Resources Corp.

The information called for by Item 11 with respect to Resources Corp. is omitted pursuant to Instruction I(2)(a)
to Form 10-K (Omission of Information by Certain Wholly Owned Subsidiaries). ’

Item 12. Security Ownership of Certain Beneficial Owners and Management.

(a) Reliant Energy.

The information called for by Item 12 is or will be set forth in the definitive proxy statement relating to Reliant
Energy’s 2000 annual meeting of shareholders pursuant to the Commission's Regulation 14A. Such definitive proxy
statement relates to a meeting of shareholders involving the election of directors and the portions thereof called for
by Item 12 are incorporated herein by reference pursuant to Instruction G to Form 10-K.

(b) Resources Corp.

The information called for by Item 12 with respect to Resources Corp. is omitted pursuant to Instruction I(2)(a)
to Form 10-K (Omission of Information by Certain Wholly Owned Subsidiaries).
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Item 13. Certain Relationships and Related Transactions.

(a) Reliant Energy.

The information called for by Item 13 is or will be set forth in the definitive proxy statement relating to Reliant
Energy’s 2000 annual meeting of shareholders pursuant to the Commission's Regulation 14A. Such definitive proxy
statement relates to a meeting of shareholders involving the election of directors and the portions thereof called for
by Item 13 are incorporated herein by reference pursuant to Instruction G to Form 10-K.

(b) Resources Corp.

The information called for by Item 13 with respect to Resources Corp. is omitted pursuant to Instruction I{2)(a)
to Form 10-K (Omission of Information by Certain Wholly Owned Subsidiaries).
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PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K.

(@)

(@)

(@(3)

Reliant Energy Financial Statements.

Statements of Consolidated Income for the Three Years Ended December 31, 1999......c.cccovvvvvmvvnecrerernnnnne 54
Statements of Consolidated Comprehensive Income for the Three Years Ended December 31, 1999 ......... 55
Consolidated Balance Sheets at December 31, 1999 and 1998 ...........oomiceeiiieeiesieeeiree et eeesenenesenaes 56
Statements of Consolidated Cash Flows for the Three Years Ended December 31, 1999 ......coocvevveeremeevennnn. 57
Statements of Consolidated Stockholders’ Equity for the Three Years Ended December 31, 1999 ............. 58
Notes to Consolidated Financial StAteIMEnts ..........ccovervrrirereiesivrerneisrerisiesseiesmisssesssssisssssosssssssssesereseseses 59
Independent Auditors' Report — COMPANY ......c.ovreriecverirererrercseniniassseinsesessisesisssssesesesasesesssressssesescorses 101

Resources Corp. Financial Statements.

Statements of Consolidated Income for the Years Ended December 31, 1999 and 1998, the Five Months
Ended December 31, 1997 and the Seven Months Ended July 31, 1997 ......coooveveiiiccecceeeereeeeean 107

Statements of Consolidated Stockholder’s Equity and Comprehensive Income for the Years Ended
December 31, 1999 and 1998, the Five Months Ended December 31, 1997 and the Seven Months Ended

JULY 31, 107 ...ttt ees et e sr s e ae e s ne s etesse s eressesse st ssbesb e satsensmtreeameneseeamsasesesresesnensearns 108
Consolidated Balance Sheets at December 31, 1999 and 1998........coooviivirmveeisreereereeeesesereesesseseseenns 109
Statements of Consolidated Cash Flows for the Years Ended December 31, 1999 and 1998, the Five

Months Ended December 31, 1997 and the Seven Months Ended July 31, 1997.....covovemomeevereeeeerenn. 110
Notes to Consolidated Financial StAtEMENLS ..........cceeverrereereenieirtererece et srssseses et eseesseneresesesessenan 111
Independent Auditors’ Report — RESOUICES COIP....c...cvvvevrererererseisiereseiseseerestesesessesesessessesssessesesmsnssnessases 136

Reliant Energy Financial Statement Schedules for the Three Years Ended December 31, 1999.
The Company: IT — RESEIVES .......c.ccecerieirrnrerriniretetesesssetrsss st es e s serese s s st e e s mseseserseseseseeses 141

Resources Corp. F inancial Statement Schedules Jfor the Three Years Ended December 31, 1999.
RESOUTCES: I —— RESEIVES.....coiiiriiciiiieicrintetetetste et se et essas st tsssnsm st eresstet st bebesesabeneneseseeeneseseneas 142

The following schedules are omitted for each of the Company and Resources because of the absence of the
conditions under which they are required or because the required information is included in the financial
statements:

LIILIVandV.

See Index of Exhibits for the Company (page 145) and Resources Corp. (page 152), which indexes also

include the management contracts or compensatory plans or arrangements required to be filed as exhibits
to this Form 10-K by Item 601(b)(10)(iii) of Regulation S-K.
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(b) Reports on Form 8-K.
The Company:

On October 18, 1999, a report on Form 8-K was filed reporting on the Company's (1) completion of the first
phase of its acquisition of the Dutch. Power Company N.V. UNA; (2) issuance of 2.0% Zero-Premium Exchangeable
Subordinated Notes due 2029 having an original principal amount of $1.0 billion; (3) exercise of its option to
convert its 11 million shares of Time Warner convertible preferred stock into 45.8 million shares of Time Warner
common stock; and (4) preparation of an application to be filed with the Public Utility Commission of Texas
requesting a financing order authorizing the issuance by a special purpose entity organized by the Company,
pursuant to the Texas Electric Choice Plan, of transition bonds relating to Reliant Energy HL&P’s generation related
regulatory assets.

Resources:

There were no reports on Form 8-K filed in the fourth quarter of 1999.
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

SCHEDULE II — RESERVES

For the Three Years Ended December 31, 1999

(Thousands of Dollars)
Column C
Column B Additions Column D Column E
Column A Balance at Charged Charged Deductions Balance at
Beginning . to to Other from End
Description Of Period Income Accounts Reserves of Period
Year Ended December 31, 1999:
Accumulated provisions deducted from
related assets on balance sheet:
Uncollectible accounts .........c..coveeneee.e. $ 17,566 $ 16,296 187 $ 12,575 $ 21,474
Deferred tax assets valuation.................. 8,591 10,548 19,139
Reserves other than those deducted from
assets on balance sheet:
Property insurance..............coovueeermrneenenns (4,953) 2,187 3,906 (6,672)
Injuries and damages.........cccoovvvervrernne 2,497 878 1,479 1,896
Non-regulated project contingencies...... 200 200
Year Ended December 31, 1998:
Accunmulated provisions deducted from
related assets on balance sheet:
Uncollectible accounts ...........coeceeneennene 16,783 11,714 10,931 17,566
Deferred tax assets valuation.................. 6,353 2,238 8,591
Reserves other than those deducted from
assets on balance sheet:
Property insurance.....c..coocovveerveereriennrenene (3,567) 2,187 3,573 (4,953)
Injuries and damages..........cccocveeeerueneee. 3,181 2,724 3,408 2,497
Non-regulated project contingencies...... 1,780 693 2,273 200
Year Ended December 31, 1997:
Accumulated provisions deducted from
related assets on balance sheet:
Uncollectible accounts ..........ooeeceeenennne. 5,625 16,843 5,685 16,783
Uncollectible advances.........ccoceverernee. 33,159 33,159
Deferred tax assets valuation.................. 9,300 2,947 6,353
Reserves other than those deducted from
assets on balance sheet:
Property insurance........cccveeverreversecannene 70 2,187 5,824 (3,567)
Injuries and damages.........cccceeveveervennnns 1,128 5,215 3,162 3,181
Non-regulated project contingencies...... 2,296 516 1,780

Notes:

(a) Deductions from reserves represent losses or expenses for which the respective reserves were created. In the
case of the uncollectible accounts reserve, such deductions are net of recoveries of amounts previously written
off.

(b) Charged to other account represents the provision for uncollectible accounts and deferred tax assets acquired in
business combinations,
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RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

SCHEDULE II — RESERVES
For the Three Years Ended December 31, 1999

(Thousands of Dollars)
Column C
Column B Additions Column D Column E
Column A Balance at Charged Charged Deductions Balance at
Beginning to to Other From End
Description of Period Income Accounts Reserves of Period

Accumulated provisions deducted from related
assets on balance sheet:
Uncollectible accounts

Year ended December 31, 1999.................. $ 17,566 $ 16,296 $ 12,575 $ 21,287
Year ended December 31, 1998.................. 16,783 11,714 10,931 17,566
Year ended December 31, 1997.......c.cccec.. 13,023 14,684 $ 2,383 13,307 16,783
Deferred tax assets valuation
Year ended December 31, 1999.................. 8,591 10,548 19,139
Year ended December 31, 1998.................. 6,353 2,238 8,591
Year ended December 31, 1997.................. 6,761 2,539 2,947 6,353
Notes:

(a) Deductions from reserves represent losses or expenses for which the respective reserves were created. In the
case of the uncollectible accounts reserve, such deductions are net of recoveries of amounts previously written
off.

142



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of
Houston, the State of Texas, on the fifteenth day of March, 2000.

RELIANT ENERGY, INCORPORATED
(Registrant)

By:_/s/R. Steve Letbetter
R. Steve Letbetter,
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on March 15, 2000,

Signature ' Title
/s/ R. Steve Letbetter Chairman, President, Chief Executive Officer and Director
(R. Steve Letbetter) (Principal Executive Officer and Director)
/s/ Stephen W. Naeve Vice Chairman and Chief Financial Officer
(Stephen W. Naeve) (Principal Financial Officer)
/s/Mary P. Ricciardello Senior Vice President and Comptroller
(Mary P. Ricciardello) (Principal Accounting Officer)
/s/ James A. Baker, 111 Director
(James A. Baker, III)
/s/ Richard E. Balzhiser Director
(Richard E. Balzhiser)
/s/ Milton Carroll Director
(Milton Carroll)
/s/ John T. Cater Director
(John T. Cater)
/s/ O. Holcombe Crosswell Director
(O. Holcombe Crosswell)
/s/ Robert J. Cruikshank Director
(Robert J. Cruikshank)
/s/ Linnet F. Deily Director
(Linnet F. Deily)
/s/ Lee W. Hogan Director
(Lee W. Hogan)
/s/ T. Milton Honea Director
(T. Milton Honea)
/s/ Alexander F. Schilt Director

(Alexander F. Schilt)
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of
Houston, the State of Texas, on the fifteenth day of March, 2000.

RELIANT ENERGY RESOURCES CORP.
(Registrant)

By:__/s/ R. Steve Letbetter
R. Steve Letbetter,
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on March 15, 2000.

Signature Title
/s/ R. Steve Letbetter Chairman, President and Chief Executive Officer
(R. Steve Letbetter) (Principal Executive Officer and Principal Financial Officer)
/s/ Mary P. Ricciardello Vice President and Comptroller
(Mary P. Ricciardello) (Principal Accounting Officer)
/s/ Stephen W. Naeve Sole Director

(Stephen W. Naeve)
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RELIANT ENERGY, INCORPORATED
RELIANT ENERGY RESOURCES CORP.

Exhibits to the Combined Annual Report on Form 10-K
For Fiscal Year Ended December 31, 1999

INDEX OF EXHIBITS

Exhibits not incorporated by reference to a prior filing are designated by a cross (+); all exhibits not so
designated are incorporated herein by reference to a prior filing as indicated. Exhibits designated by an asterisk (*)
are management contracts or compensatory plans or arrangements required to be filed as exhibits to this Form 10-K
by Item 601(b)(10)(iii) of Regulation S-K.

(A) RELIANT ENERGY, INCORPORATED

Exhibit
Number

Description

Report or
Registration
Statement

SEC File or
Registration
Number

Exhibit
Reference

2(a)(D)

2(2)(2)

2(b)(1)

2(0)(Q2)

+2(b)3)

+2(c)

3(a)

3(b)

+3(c)

3(d)

Agreement and Plan of Merger among former Houston

Industries Incorporated (“HI”), Houston Lighting & Power

(“HL&P” or “Reliant Energy™), HI Merger, Inc. and
NorAm dated August 11, 1996

Amendment to Agreement and Plan of Merger among HI,

HL&P, HI Merger, Inc. and NorAm dated August 11,

1996

Share Subscription Agreement dated March 29, 1999

among Reliant Energy Wholesale Holdings (Europe) Inc.,

Provincie Noord Holland, Gemeente Amsterdam, N.V.

Provinciaal En Gemeenelijk Utrechts

Stroomleveringsdedrijf; Reliant Energy Power Generation,

Inc. and UNA

Share Purchase Agreement dated March 29, 1999 among

Reliant Energy Wholesale Holdings (Europe) Inc.,

Provincie Noord Holland, Gemeente Amsterdam, N.V.

Provinciaal En Gemeenelijk Utrechts

Stroomleveringsdedrijf, Reliant Energy Power Generation,

Inc. and UNA

Deed of Amendment dated September 2, 1999 among

Reliant Energy Wholesale Holdings (Europe) Inc.,

Provincie Noord Holland, Gemeente Amsterdam, N.V.

Provinciaal En Gemeenelijk Utrechts

Stroomleveringsdedrijf, Reliant Energy Power Generation,

Inc. and UNA

Purchase Agreement dated as of February 19, 2000 among

Reliant Energy Power Generation, Inc., Reliant Energy,

Sithe Energies, Inc. and Sithe Northeast Generating
Company, Inc.

Restated Aurticles of Incorporation of Reliant Energy,

restated as of September 1997

Amendment to Restated Articles of Incorporation of
Reliant Energy, as of May 5, 1999

Amended and Restated Bylaws of Reliant Energy, as of

November 1999

Statement of Resolution Establishing Series of Shares

designated Series C Preference Stock
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HI’s Form 8-K dated August 11,
1996

Registration Statement on Form S4

Form 10-Q for the quarter ended

March 31, 1999

Form 10-Q for the quarter ended
March 31, 1999

Form 10-K for the year ended
December 31, 1997

Form 10-Q for the quarter ended
March 31, 1999

Form 10-Q for the quarter ended
March 31, 1998

1-7629

333-11329

1-3187

1-3187

1-3187

1-3187

1-3187

2

2(c)

10.2

10.3

3(a)

3(b)
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Report or SEC File or
Exhibit Registration Registration Exhibit
Number Description Statement Number Reference
+3(e) Statement of Resolution Establishing Series of Shares
designated Series D Preference Stock
+3(f) Statement of Resolution Establishing Series of Shares
designated Series E Preference Stock
+3(g) Statement of Resolution Establishing Series of Shares
designated Series F Preference Stock )
+3(h) Articles/Certificate of Correction relating to the Statement
of Resolution Establishing Series of Shares designated
Series F Preference Stock
+3(i) Statement of Resolution Establishing Series of Shares
designated Series G Preference Stock
4(a)(1) Mortgage and Deed of Trust, dated November 1, 1944 Form S-7 of HL&P filed on 2-59748 2(b)
between HL&P and Chase Bank of Texas, National August 25, 1977
Association (formerly, South Texas Commercial National
Bank of Houston), as Trustee as amended and
supplemented by 20 Supplemental Indentures thereto
4(2)(2) Twenty-First through Fiftieth Supplemental Indenturesto  HL&P’s Form 10-K for the year 1-3187 4(a)(2)
Exhibit 4(a)(1) ended December 31, 1989
4(a)(3) Fifty-First Supplemental Indenture to Exhibit 4(a)(1) dated HL&P’s Form 10-Q for the quarter 1-3187 4(a)
as of March 25, 1991 ended June 30, 1991
4(a)(4) Fifty-Second through Fifty-Fifth Supplemental Indentures HL&P’s Form 10-Q for the quarter 1-3187 4
to Exhibit 4(a)(1) each dated as of March 1, 1992 ended March 31, 1992
4(a)(5) Fifty-Sixth and Fifty-Seventh Supplemental Indentures to  HLL&P’s Form 10-Q for the quarter 1-3187 4
Exhibit 4(a)(1) each dated as of October 1, 1992 ended September 30, 1992
4(a)(6) Fifty-Eighth and Fifty-Ninth Supplemental Indentures to HL&P’s Form 10-Q for the quarter 1-3187 4
Exhibit 4(a)(1) each dated as of March 1, 1993 ended March 31, 1993
4(a)(7) Sixtieth Supplemental Indenture to Exhibit 4(a)(1) dated HL&P’s Form 10-Q for the quarter 1-3187 4
as of July 1, 1993 ended June 30, 1993
4(a)(8) Sixty-First through Sixty-Third Supplemental Indentures ~ HL&P’s Form 10-K for the year 1-3187 4(a)(8)
to Exhibit 4(a)(1) each dated as of December 1, 1993 ended December 31, 1993
4(a)(9) Sixty-Fourth and Sixty-Fifth Supplemental Indentures to HL&P’s Form 10-K for the year 1-3187 4(a)(%9)
Exhibit 4(a)(1) each dated as of July 1, 1995 ended December 31, 1995
4(b)(1) Rights Agreement, dated July 11, 1990, between the HI’s Form 8-K dated July 11, 1990 1-7629 4(a)(1)
Company and Texas Commerce Bank, National
Association, as Rights Agent (Rights Agent), which
includes form of Statement of Resolution Establishing
Series of Shares designated Series A Preference Stock and
form of Rights Certificate
4(b)(2) Agreement and Appointment of Agent, dated as of July HI’s Form 8-K dated July 11, 1990 1-7629 4(a)(2)
11, 1990, between the Company and the Rights Agent
4(b)(3) Form of Amended and Restated Rights Agreement Registration Statement on Form S-4  333-11329 4(b)(1)
executed on August 6, 1997, including form of Statement
of Resolution Establishing Series of Shares Designated
Series A Preference Stock and form of Rights Agreement
4(c) Indenture, dated as of April 1, 1991, between the HI’s Form 10-Q for the quarter ended  1-7629 4(b)

Company and NationsBank of Texas, National
Association, as Trustee
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Pursuant to Item 601(b)(4)(iii)(A) of Regulation S-K, the Company has not filed as exhibits to this Form 10-K
certain long-term debt instruments, including indentures, under which the total amount of securities authorized do

not exceed 10% of the total assets of the Company and its subsidiaries on a consolidated basw The Company
hereby agrees to furnish a copy of any such instrument to the SEC upon request.
Report or SEC File or
Exhibit Registration Registration Exhibit
Number Description Statement Number Reference
*10(2) Executive Benefit Plan of the Company and Firstan ~ HI’s Form 10-Q for the quarter 1-7629 10(a)(1),
Second Amendments thereto effective as of June 1, ended March 31, 1987 lO(a)(2),
1982, July 1, 1984, and May 7, 1986, respectively
l(](fl)(3)
*10(b)(1) Executive Incentive Compensation Plan of the HI’s Form 10-K for the year ended  1-7629 10(b)
Company effective as of January 1, 1982 December 31, 1991
*10(b)(2) First Amendment to Exhibit 10(b)(1) effective as of ~ HI’s Form 10-Q for the quarter 1-7629 10(a)
March 30, 1992 ended March 31, 1992
*10(b)(3) Second Amendment to Exhibit 10(b)(1) effective as  HI’s Form 10-K for the yearended  1-7629 10(b)
of November 4, 1992 December 31, 1992
*10(b)(4) Third Amendment to Exhibit 10(b)(1) effective as of HI’s Form 10-K for the yearended  1-7629 10(b)(4)
September 7, 1994 December 31, 1994
*10(b)(5) " Fourth Amendment to Exhibit 10(b)(1) effective as Form 10-K for the year ended 1-3187 10(b)(5)
of August 6, 1997 December 31, 1997
*10(c)(1) Executive Incentive Compensation Plan of the HI’s Féml 10-Q for the quarter 1-7629 10(b)(1)
Company effective as of January 1, 1985 ended March 31, 1987
*10(c)(2) First Amendment to Exhibit 10(c)(1) effective as of  HI’s Form 10-K for the year ended  1-7629 10(b)(3)
January 1, 1985 December 31, 1988
*10(c)(3) Second Amendment to Exhibit 10(c)(1) effectiveas  HI’s Form 10-K for the yearended  1-7629 10{c)(3)
of January 1, 1985 December 31, 1991
*10(c)(4) Third Amendment to Exhibit 10(c)(1) effective as of ~ HI’s Form 10-Q for the quarter 1-7629 10(b)
: March 30, 1992 ended March 31, 1992
*10(c)(5) Fourth Amendment to Exhibit 10(c)(1) effective as HI’s Form 10-K for the year ended ~ 1-7629 10{c)(5)
of November 4, 1992 December 31, 1992
*10(c)(6) Fifth Amendment to Exhibit 10(c)(1) effective asof  HI’s Form 10-K for the yearended  1-7629 10(c)(6)
September 7, 1994 December 31, 1994
*10(c)(7) Sixth Amendment to Exhibit 10(c)(1) effective as of  Form 10-K for the year ended 1-3187 10(cK7)
August 6, 1997 December 31, 1997
*10(d) Executive Incentive Compensation Plan of Houston ~ HI’s Form 10-Q for the quarter 1-7629 10(b)(2)
Lighting & Power Company effective as of January ended March 31, 1987
1, 1985
*10¢e)(1) Executive Incentive Compensation Plan of the HI’s Form 10-Q for the quarter 1-7629 10(b)
Company effective as of January 1, 1989 ended June 30, 1989
*10(e)(2) First Amendment to Exhibit 10(e)(1) effective as of ~ HI's Form 10-K for the yearended  1-7629 10(e)(2)
January 1, 1989 December 31, 1991
*10(e)(3) Second Amendment to Exhibit 10(e)(1) effective as HI’s Form 10-Q for the quarter 1-7629 10(c)
of March 30, 1992 ended March 31, 1992
*10(e)(4) Third Amendment to Exhibit 10(e)(1) effective asof  HI’s Form 10-K for the yearended  1-7629 10(c)(4)
November 4, 1992 December 31, 1992
*10(e)(5) Fourth Amendment to Exhibit 10(e)(1) effective as HI’s Form 10-K for the year ended ~ 1-7629 10(e)(5)
of September 7, 1994 December 31, 1994
*10(H)(1) Executive Incentive Compensation Plan of the HI’s Form 10-K for the year ended ~ 1-7629 10(b)
Company effective as of January 1, 1991 December 31, 1990
*10(£)(2) First Amendment to Exhibit 10(f)(1) effective as of ~ HI’s Form 10-K for the yearended  1-7629 10(H)(2)

January 1, 1991
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December 31, 1991



Report or SEC File or
Exhibit Registration Registration Exhibit
Number " Description . Statement Number Reference

*10(£)(3) Second Amendment to Exhibit 10(f)(1) effective as HI’s Form 10-Q for the quarter 1-7629 10(d)
of March 30, 1992 ended March 31, 1992

*10(H)}(4) Third Amendment to Exhibit 10(f)(1) effective as of ~ HI’s Form 10-K for the year ended 1-7629 10(f)(4)
November 4, 1992 December 31, 1992

*10(H)(5) Fourth Amendment to Exhibit 10(f)(1) effective as HI’s Form 10-X for the year ended ~ 1-7629 10(£)(5)
of January 1, 1993 December 31, 1992

*10()(6) Fifth Amendment to Exhibit 10(f)(1) effective in HI’s Form 10-K for the year ended ~ 1-7629 10(H)(6)
part, January 1, 1995, and in part, September 7, 1994  December 31, 1994

*10(6}(7) Sixth Amendment to Exhibit 10(f)(1) effective as of ~ HI’s Form 10-Q for the quarter 1-7629 10(a)
August 1, 1995 ended June 30, 1995

*10(£)(8) Seventh Amendment to Exhibit 10(f)(1) effective as  HI’s Form 10-Q for the quarter 1-7629 10(a)
of January 1, 1996 ended June 30, 1996

*10(f)(%) Eighth Amendment to Exhibit 10(f)(1) effective as HI’s Form 10-Q for the quarter 1-7629 10(a)
of January 1, 1997 ended June 30, 1997

*10(£)(10) Ninth Amendment to Exhibit 10(f)(1) effective in Form 10-K for the year ended 1-3187 10(f)(10)
part, January 1, 1997, and in part, January 1, 1998 December 31, 1997

*10(g) Benefit Restoration Plan of the Company, effective HI’s Form 10-Q for the quarter 1-7629 10(c)
as of June 1, 1985 ended March 31, 1987

*10(h) Benefit Restoration Plan of the Company as HI's Form 10-K for the year ended ~ 1-7629 10(2)(2)
amended and restated effective as of January 1, 1988  December 31, 1991

*103i)(1) Benefit Restoration Plan of the Company, as HI’s Form 10-K for the year ended 1-7629 10(g)(3)
amended and restated effective as of July 1, 1991 December 31, 1991

*103)(2) First Amendment to Exhibit 10(i)(1) effective in Form 10-K for the year ended 1-3187 10()(2)
part, August 6, 1997, in part, September 3, 1997, and  December 31, 1997
in part, October 1, 1997

*10G)(1) Deferred Compensation Plan of the Company HI’s Form 10-Q for the quarter 1-7629 10(d)
effective as of September 1, 1985 ended March 31, 1987 ‘

*10G)(2) First Amendment to Exhibit 10()(1) effective as of HI’s Form 10-K for the year ended ~ 1-7629 10(d)(2)
September 1, 1985 December 31, 1990

*10G)(3) Second Amendment to Exhibit 10()(1) effective as HI’s Form 10-Q for the quarter 1-7629 10(e)
of March 30, 1992 ended March 31, 1992

*10G)(4) Third Amendment to Exhibit 10(G)(1) effective asof ~ HY’s Form 10-K for the year ended ~ 1-7629 10(h)(4)
June 2, 1993 December 31, 1993

*10G)(5) Fourth Amendment to Exhibit 10()(1) effective as of HF’s Form 10-K for the year ended  1-7629 10(h)(5)
September 7, 1994 December 31, 1994

*10G)(6) Fifth Amendment to Exhibit 10G)(1) effective asof =~ HI’s Form 10-Q for the quarter 1-7629 10(d)
August 1, 1995 ended June 30, 1995

*10GX(7) Sixth Amendment to Exhibit 10(G)(1) effective as of ~ HI’s Form 10-Q for the quarter 1-7629 10(b)
December 1, 1995 ended June 30, 1995

*10()(8) Seventh Amendment to Exhibit 10()(1) effective as  HI’s Form 10-Q for the quarter 1-7629 10(b)
of January 1, 1997 ended June 30, 1997

*10G)(9) Eighth Amendment to Exhibit 10G)(1) effective as of Form 10-K for the year ended 1-3187 10G)(%)
September 1, 1997 December 31, 1997

*10()(10) Ninth Amendment to Exhibit 10()(1) effective as of ~ Form 10-K for'the year ended 1-3187 10G)(10)
September 3, 1997 December 31, 1997

*10(ky(D) Deferred Compensation Plan of the Company HI’s Form 10-Q for the quarter 1-7629 10(a)
effective as of January 1, 1989 ended June 30, 1989

*10(k)(2) First Amendment to Exhibit 10(k)(1) effective asof ~ HI’s Form 10-K for the year ended ~ 1-7629 10¢e)(3)

January 1, 1989
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December 31, 1989
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*10(k)(3) Second Amendment to Exhibit 10(k)(1) effectiveas  HI's Form 10-Q for the quarter 1-7629 10(f)
of March 30, 1992 ended March 31, 1992
*10(k)(4) Third Amendment to Exhibit 10(k)(1) effective as of HI’s Form 10-K for the year ended  1-7629 10(i)(4)
June 2, 1993 December 31, 1993
*10(k)(5) Fourth Amendment to Exhibit 10(k)(1) effective as HI’s Form 10-K for the year ended ~ 1-7629 103i)(5)
of September 7, 1994 December 31, 1994 ’
*10(k)(6) Fifth Amendment to Exhibit 10(k)(1) effective as of  HI's Form 10-Q for the quarter 1-7629 10(c)
August |, 1995 ended June 30, 1995
*10(k)(7) Sixth Amendment to Exhibit 10(K)(1) effective HI’s Form 10-Q for the quarter 1-7629 10(c)
December 1, 1995 ended June 30, 1995
*10(k)(8) Seventh Amendment to Exhibit 10(k)(1) effective as  HI’s Form 10-Q for the quarter 1-7629 10(c)
of January 1, 1997 ended June 30, 1997
*10(k)(9) Eighth Amendment to Exhibit 10(k)(1) effective in Form 10-K for the year ended 1-3187 10(k)(9)
part October 1, 1997 and in part January 1, 1998 December 31, 1997
*10(k)(10) Ninth Amendment to Exhibit 10(k)(1) effective asof  Form 10-K for the year ended 1-3187 10(k)(10)
September 3, 1997 December 31, 1997
*10()(D) Deferred Compensation Plan of the Company HI’s Form 10-K for the year ended  1-7629 10(d)(3)
effective as of January 1, 1991 December 31, 1990
*10(D(2) First Amendment to Exhibit 10(1)(1) effective as of  HI’s Form 10-K for the year ended ~ 1-7629 10G)(2)
January 1, 1991 December 31, 1991 -
*10()(3) Second Amendment to Exhibit 10(1)(1) effective as HI’s Form 10-Q for the quarter 1-7629 10(g)
of March 30, 1992 ended March 31, 1992
*10(h(4) Third Amendment to Exhibit 10(1){1) effective as of  HI’s Form 10-K for the year ended  1-7629 10G)(4)
June 2, 1993 December 31, 1993 '
*10)(5) Fourth Amendment to Exhibit 10(I)(1) effective as of HI’s Form 10-K for the year ended ~ 1-7629 10G)(5)
December 1, 1993 December 31, 1993
*10(H)(6) Fifth Amendment to Exhibit 10(1)(1) effective asof  HI’s Form 10-K for the year ended ~ 1-7629 10G)(6)
September 7, 1994 December 31, 1994
*10()(7) Sixth Amendment to Exhibit 10(I)(1) effective as of  HI’s Form 10-Q for the quarter 1-7629 10(b)
August 1, 1995 ended June 30, 1995
*10(1)(8) Seventh Amendment to Exhibit 10(1)(1) effective as ~ HI’s Form 10-Q for the quarter 1-7629 10(d)
A of December 1, 1995 ended June 30, 1996
*10(H(9) Eighth Amendment to Exhibit 10(I)(1) effective as of HI’s Form 10-Q for the quarter 1-7629 10(d)
January 1, 1997 ended June 30, 1997
*10(1)(10) Ninth Amendment to Exhibit 10()(1) effective in Form 10-K for the year ended 1-3187 10()(10)
part August 6, 1997, in part October 1, 1997, and in December 31, 1997
part January 1, 1998
*10()(11) Tenth Amendment to Exhibit 10(1)(1) effective as of  Form 10-K for the year ended 1-3187 10G)(11)
September 3, 1997 December 31, 1997
*10(m)(1) Long-Term Incentive Compensation Plan of the HI’s Form 10-Q for the quarter 1-7629 10(c)
Company effective as of January 1, 1989 ended June 30, 1989
*10(m)(2) First Amendment to Exhibit 10(m)(1) effective as of  HI’s Form 10K for the year ended  1-7629 10(H(2)
January 1, 1990 December 31, 1989
*10(m)(3) Second Amendment to Exhibit 10(m)(1) effective as  HI's Form 10-K for the year ended  1-7629 10(k)(3)
of December 22, 1992 December 31, 1992
*10(m)(4) Third Amendment to Exhibit 10(m)(1) effective as HI’s Form 10K for the year ended  1-3187 10(m)(4)



Report or SEC File or
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*10(n) Form of stock option agreement for nonqualified HI’s Form 10-Q for the quarter 1-7629 10(h)
stock options granted under the Company’s 1989 ended March 31, 1992
Long-Term Incentive Compensation Plan

*10(0) Forms of restricted stock agreement for restricted HI’s Form 10-Q for the quarter 1-7629 10(i)
stock granted under the Company's 1989 Long-Term ended March 31, 1992
Incentive Compensation Plan

*10(p)(1) 1994 Long-Term Incentive Compensation Plan of HI’s Form 10-K for the year ended ~ 1-7629 10(m)(1)
the Company effective as of January 1, 1994 December 31, 1993

*10(p)(2) Form of stock option agreement for non-qualified HI’s Form 10-K for the year ended ~ 1-7629 10(n)(2)
stock options granted under the Company's 1994 December 31, 1993
Long-Term Incentive Compensation Plan

*10(p)(3) First Amendment to Exhibit 10(p)(1) effective asof ~ HI’s Form 10-Q for the quarter 1-7629 10(e)
May 9, 1997 ended June 30, 1997

*10(p)(4) Second Amendment to Exhibit 10(p)(1) effective as  Form 10-K for the year ended 1-3187 10(p)(4)
of August 6, 1997 December 31, 1997

*10(p)(5) Third Amendment to Exhibit 10(p)(1) effective asof ~ Form 10-K for the year ended 1-3187 10(p)(5)
January 1, 1998 December 31, 1998

*10(q)(1) Savings Restoration Plan of the Company effective HI’s Form 10-K for the year ended 1-7629 10(f)
as of January 1, 1991 December 31, 1990

*10(q)(2) First Amendment to Exhibit 10(q)(1) effective as of ~ HI’s Form 10-K for the year ended  1-7629 10()(2)
January 1, 1992 December 31, 1991

*10(q)(3) Second Amendment to Exhibit 10(q)(1) effective in Form 10-K for the year ended 1-3187 10(q)(3)
part, August 6, 1997, and in part, October 1, 1997 December 31, 1997

*10(r)(1) Director Benefits Plan, effective as of January 1, HI’s Form 10-K for the year ended ~ 1-7629 10(m)
1992 December 31, 1991

*10()(2) First Amendment to Exhibit 10(r)(1) effective as of ~ Form 10-K for the year ended 1-7629 10{m)(1)
August 6, 1997 December 31, 1998

*10(s)(1) Executive Life Insurance Plan of the Company HI’s Form 10-K for the year ended ~ 1-7629 10(Q)
effective as of January 1, 1994 December 31, 1993

*10(s)(2) First Amendment to Exhibit 10(s)(1) effective as of ~ HI’s Form 10-Q for the quarter 1-7629 10
January 1, 1994 ended June 30, 1995

*10(s)(3) Second Amendment to Exhibit 10(s)(1) effective as Form 10-K for the year ended 1-3187 10(s)(3)
of August 6, 1997 December 31, 1997

*10(t) Employment and Supplemental Benefits Agreement HI’s Form 10-Q for the quarter 1-7629 10(H
between HL&P and Hugh Rice Kelly ended March 31, 1987

*10(u)(1) Houston Industries Incorporated Savings Trust Company’s Form 10-K for the year ~ 1-7629 10(s)(4)
between the Company and The Northern Trust ended December 31, 1995
Company, as Trustee (as amended and restated
effective April 1, 1999)

10(w)(2) Note Purchase Agreement between the Company an  HI's Form 10-K for the year ended ~ 1-7629 10G)(3)
the ESOP Trustee, dated as of October 5, 1990 December 31, 1990

+10(u)(3) Reliant Energy, Incorporated Master Retirement
Trust (as amended and restated effective January 1,
1999 and renamed effective May 5, 1999)

10(v)(1) Stockholder's Agreement dated as of July 6, 1995 Schedule 13-D dated July 6, 1995 5-19351 2
between the Company and Time Warner Inc.

10(+)(2) Registration Rights Agreement dated as of July 6, Schedule 13-D dated July 6, 1995 5-19351 3
1995 between the Company and Time Warner Inc.

10v)(3) Amendment to Exhibits 10(v)(1) and 10(v)(2) dated ~ HI’s Form 10-K for the year ended  1-7629 10(x)}(4)

November 18, 1996
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10(v)(4) Certificate of Voting Powers, Designations, Schedule 13-D dated July 6, 1995 5-19351 4
Preferences and Relative Participating, Optional or
Other Special Rights, and Qualifications, Limitations
or Restrictions Thereof of Series D Convertible
Preferred Stock of Time Warner Inc.

*10(w)(1) Houston Industries Incorporated Executive Deferred  Form 10-K for the year ended 1-7629 10(7)
Compensation Trust, effective as of December 19, December 31, 1995
1995

*10(w)(2) First Amendment to Exhibit 10(w)(1) effective as of ~ Form 10-Q for the quarter ended 1-3187 10
August 6, 1997 June 30, 1998

*10(x) Supplemental Pension Agreement, dated July 17, Registration Statement on Form S-4  333-11329 10(aa)
1996, between the Company and Lee W. Hogan

*10(y) Consulting Agreement, dated January 14, 1997, HI’s Form 10-K for the year ended 1-7629 10(bb)
between the Company and Milton Carroll December 31, 1996

*10(z)(1) Employment Agreement, dated February 25, 1997, HI’s Form 10-K for the year ended  1-7629 10(cc)
between the Company and Don D. Jordan December 31, 1996

*10(z)(2) Amended and Restated Employment Agreement, Form 10-K for the year ended 1-3187 10(z)(2)
dated November 7, 1997, between the Company and ~ December 31, 1997
Don D. Jordan '

*10(aa)(1) Executive Severance Benefits Plan of the Company Form 10-K for the year ended 1-3187 10(aa)(1)
and Summary Plan Description effective as of December 31, 1997
September 3, 1997

*10(aa)(2) Form of Severance Agreements between the Form 10-K for the year ended 1-3187 10(aa)(2)
Company and each of the following executive December 31, 1997
officers: Lee W. Hogan, Hugh Rice Kelly, R. Steve
Letbetter, and Stephen W. Naeve

*10(aa)(3) Form of Severance Agreements, between the Form 10-K for the year ended 1-3187 10(aa)(3)
Company and each of the following executive December 31, 1998
officers: David M. McClanahan, Charles M.
Oglesby, Joe Bob Perkins, and Mary P. Ricciardello

+*10(aa)(4) Separation Agreement between Reliant Energy and
Don D. Jordan, effective December 1, 1999

*10(bb)(1) Employment Agreement, dated as of February 16, Form 10-K for the year ended 1-3187 10{bb)(1)
1998, between Reliant Energy and Charles M. December 31, 1998
Oglesby, and Waiver and Release pertaining thereto .

*10(bb)(2) Employment Agreement, effective as of June 1, Form 8-K for the quarter ended 1-3187 10(bb)(2)
1999, between Reliant Energy and Don D. Jordan March 31, 1999

+*10(bb)(3) Employment Agreement effective January 1, 1999
between Reliant Energy and Wayne D. Stinnett

+*10(bb)(4) Employment Agreement effective as of January 1,
1999 between Reliant Energy and Rollie G. Bohall

+¥10(cc)(1) Reliant Energy Incorporated Savings Plan (as
amended and restated effective April 1, 1999)

+*10(cc)(2) Sixth Amendment to Exhibit 10(cc)(1) effective as
of April 1, 1999

+*10(cc)(3) Seventh Amendment to Exhibit 10(cc)(1) dated
April 29, 1999

+*10(dd) Reliant Energy, Incorporated Business Unit

+12

Performance Share Plan effective as of January 6,
1999

Computation of Ratios of Earnings to Fixed Charges
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+21 Subsidiaries of Reliant Energy
+23 Consent of Deloitte & Touche LLP
+27 Financial Data Schedule
99(a) Letter, dated February 2, 1999, from Secretary of Form 10-K for the year ended 1-3187
State of the State of Texas regarding Assumed Name  December 31, 1998
filed by Houston Industries Incorporated to conduct
business under the name Reliant Energy,
Incorporated
(B) RELIANT ENERGY RESCURCES CORP.
SEC File or
Exhibit Registration Exhibit
Number Description Report or Registration Statement Number Reference
2(a)(1) Agreement and Plan of Merger among the Company, HI’s Form 8-K dated August 11, 1-7629 2
HL &P, HI Merger, Inc. and NorAm dated August 1996
11, 1996
2(a)(2) Amendment to Agreement and Plan of Merger Registration Statement on Form S-4  333-11329 2(c)
among the Company, HL&P, HI Merger, Inc. and
NorAm dated Angust 11, 1996
3(a)(1) Certificate of Incorporation of Resources Form 10-K for the year ended 1-3187 31
December 31, 1997
3(@)(2) Certificate of Merger merging former NorAm Form 10-K for the year ended 1-3187 3(a)(2)
Energy Corp. with and into HI Merger, Inc. dated December 31, 1997
August 6, 1997 ’
3(a)}3) Certificate of Amendment changing the name to Form 10-K for the year ended 1-3187 3(a)(3)
Reliant Energy Resources Corp. December 31, 1998
3(b) Bylaws of Resources Form 10-K for the year ended 1-3187 3(b)
December 31, 1997
4(a)(1) Indenture, dated as of December 1, 1986, between NorAm’s Form 10-K for the year 1-13265 4.14
NorAm and Citibank, N.A., as Trustee ended December 31, 1986
4(a)(2) First Supplemental Indenture to Exhibit 4(a)(1) Form 10-K for the year ended 1-3187 4(a)(2)
dated as of September 30, 1988 December 31, 1997
4(a)(3) Second Supplemental Indenture to Exhibit 4(a)(1) Form 10-K for the year ended 1-3187 4(a)(3)
dated as of November 15, 1989 December 31, 1997
4(a)(4) Third Supplemental Indenture to Exhibit 4(a)(1) Form 10-K for the year ended 1-3187 4(a)(4)
dated as of August 6, 1997 December 31, 1997
4(bX1) Indenture, dated as of March 31, 1987, between NorAm’s Registration Statementon  33-14586 420
NorAm and Chase Manhattan Bank, N.A., as Form S-3
Trustee, authorizing 6% Convertible Subordinated
Debentures due 2012
4(b)(2) Supplemental Indenture to Exhibit 4(b)(1) dated as ~ Form 10-K for the year ended 1-3187 4(b)(2)
of August 6, 1997 - December 31, 1997
4(c)(1) Indenture, dated as of April 15, 1990, between NorAm’s Registration Statement on  33-23375 4.1
NorAm and Citibank, N.A., as Trustee Form S-3
4c)(2) Supplemental Indenture to Exhibit 4(c)(1) datedas ~ Form 10-K for the year ended 1-3187 4(c)(2)
of August 6, 1997 December 31, 1997
4(d)(1) Form of Indenture between NorAm and The Bank of NorAm’s Registration Statement on  33-64001 4.8
New York as Trustee Form S-3
4(d)(2) Form of First Supplemental Indenture to Exhibit NorAm’s Form 8-K dated June 10,  1-13265 4.01
4(d)(1) 1996
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SEC File or

Exhibit Registration Exhibit
Number Description Report or Registration Statement Number Reference
4(d)(3) Second Supplemental Indenture to Exhibit 4(d)(1) Form 10-K for the year ended 1-3187 4(d)(3)
dated as of August 6, 1997 December 31, 1997
4(e) Indenture, dated as of December 1, 1997, between Registration Statement on Form S-3  333-41017 4.1
Resources and Chase Bank of Texas, National
Association
4(H)(1) Indenture, dated as of February 1, 1998, between the Form 8-K dated February 5, 1998 1-13265 41
Company and Chase Bank of Texas, National
Association, as Trustee
40H2) Supplemental Indenture No. 1, dated as of February ~ Form 8-K dated February 5, 1998 1-13265 42

1, 1998, providing for the issuance of the Company's
6 1/2% Debentures due February 1, 2008

There have not been filed as exhibits to this Form 10-K certain long-term debt instruments, including
indentures, under which the total amount of securities do not exceed 10% of the total assets of Resources.
Resources hereby agrees to furnish a copy of any such instrument to the SEC upon request.

Report or SEC File or
Exhibit Registration Registration Exhibit
Number Description Statement Number Reference
10(a) Service Agreement by and between Mississippi NorAm’s Form 10-K for the year 1-13265 10.20
River Transmission Corporation and Laclede Gas ended December 31, 1989 -
Company dated August 22, 1989
+12 Computation of Ratios of Eamnings to Fixed Charges
+27 Financial Data Schedule
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RELIANT ENERGY, INCORPORATED AND SUBSIDIARIES

COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES

Income from continuing operations ...........oeeueeee
Income taxes for continuing operations ...............

Capitalized INEErest.....cccvvurrreerneesecesreerississssiinns

Fixed charges, as defined:
13115 5] AR OO UO RPN

Capitalized INEXESt . .ocvcmrieeerrerrecesenesinssionennns

Distribution on trust preferred securities ..........

Preference security dividend requirements of
SUDSIQIATY co.cvvincimrenrnnnrrssenssssessscissmsissassiens

Interest component of rentals charged to
OPETating EXPENSE ...ouervrererusrernescrsseesmisssrssnsnes

Total fixed charges ......ccovverveveiernirmsienecssnians
Earnings, as defined ...

Ratio of earnings to fixed charges........cccocoeeiinins

Exhibit 12

(Thousands of Dollars)
Year Ended December 31,
1999 1998 1997 1996 1995
$1665731 § (141,092) § 421,110 § 404944 § 397,400
899,117 (30432) 206374 200,165 199,555
(18942)  (13.868)  (10,593) (2,598) (4,692)
2545906 (185,392) §68T 60251l 592,063
511474 509,601 395085 307,382 296,385
18,942 13,868 10,593 2,598 4,692
51,220 20201 26230
3,360 33,619 44,933
12,949 9,966 5,692 942 3,102
594,585 563636 440960 344541 349,112
$3140491 $ 377244 $1057851 § 947,052 §$ 941375
528 2.40 275 2.70

In 1998 earnings were inadequate to cover fixed charges by approximately $185 million. This deficiency results
from the $1.2 billion non-cash, unrealized accounting loss recorded for the ACES. Excluding the effect of the non-
cash, unrealized accounting loss of $764 million, the ratio of earnings from continuing operations to fixed charges

would have been 2.76.
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RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

* Exhibit 12

Income from continuing operations

...........................

Income taxes for continuing operations

Fixed charges, as defined:
INtErest EXPENSe .......cocecverrrenerrernsrreeerenssssenssseesones

Distribution on trust preferred securities

Interest component of rentals charged to
operating expense

Total fixed charges

Earnings, as defined

Ratio of earnings to fixed charges

(Thousands of Dollars)
Year Ended December 31,

1995 1998 1997 1996 1995
100,20 l' $ 9384 §$ 66,722 95,138 65,529
88,771 111,830 55,781 66,352 55,379
188,972 205,654 122,503 161,490 120,908
119,492 111,337 126,150 132,557 157,959

357 632 6,596 5,842

10,975 8,485 7,988 10,083 16,215
130,824 120,454 140,734 148,482 174,174
319,796 $ 326,108 § 263237 § 309972 $ 295,082
2.44 2.71 1.87 2.09 1.69
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Exhibit 27
RELIANT ENERGY INCORPORATED AND SUBSIDIARIES
FINANCIAL DATA SCHEDULE
(Thousands of Dollars, except per share amounts)

This schedule contains summary financial information extracted from the Company’s financial statements and is
qualified in its entirety by reference to such financial statements.

Item Year Ended
Number Item Description December 31, 1999
1 Total net utility plant $ 9,127,346
2 Other property and investments 5,162,259
3 Total current assets 6,253,269
4 Total deferred charges 5,678,062
5 Balancing amount for total assets 0
6 Total assets 26,220,936
7 Common stock 2,890,229
8 Capital surplus, paid in 0
9 Retained earnings 2,406,363
10 Total common stockholders equity 5,296,592
11 Preferred stock subject to mandatory redemption 705,272
12 Preferred stock not subject to mandatory redemption 9,740
13 Long term debt, net 4,948,808
14 Short term notes 0
15 Notes payable . 1,085,943
16 Commercial paper 1,793,268
17 Long term debt-current portion 4,380,907
18 Preferred stock-current portion 0
19 Obligations under capital leases 12,502
20 Obligations under capital leases-current portion 1,229
21 Balancing amount for capitalization and liabilities 7,986,675
22 Total capitalization and liabilities 26,220,936
23 Gross operating revenue 15,302,810
24 Federal and state income taxes expense 899,117
25 Other operating expenses 14,062,296
26 Total operating expenses 14,062,296
27 Operating income (loss) 1,240,514
28 " Other income (loss), net 1,652,547
29 Income before interest charges 2,893,061
30 Total interest charges 511,474
31 Net income 1,482,470
32 Preferred stock dividends ' 389
33 Earnings available for common stock 1,482,081
34 Common stock dividends 426,981
35 Total annual interest charges on all bonds 339,958
36 Cash flow from operations 1,161,665
37 Earnings per share-primary $ 5.20
38 Earnings per share-fully diluted $ 5.18
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RELIANT ENERGY RESOURCES CORP. AND SUBSIDIARIES
(A WHOLLY OWNED SUBSIDIARY OF RELIANT ENERGY, INCORPORATED)

FINANCIAL DATA SCHEDULE
(Thousands of Dollars, except per share amounts)

Exhibit 27

This schedule contains summary financial information extracted from Resources’ financial statements and is
qualified in its entirety by reference to such financial statements.

Item Year Ended
Number Item Description December 31, 1999
1 Total net utility plant 1,447,272
2 Other property and investments 1,526,610
3 Total current assets 1,810,126
4 Total deferred charges 2,428,789
5 Balancing amount for total assets 0
6 Total assets 7,212,797
7 Common stock 1
8 Capital surplus, paid in 2,463,831
9 Retained earnings 197,674
10 Total common stockholders equity 2,661,506
11 Preferred stock subject to mandatory redemption 967
12 Preferred stock not subject to mandatory redemption 0
13 Long term debt, net 1,220,631
14 Short term notes 350,000
15 Notes payable 0
16 Commercial paper 184,584
17 Long term debt-current portion 223,451
18 Preferred stock-current portion 0
19 Obligations under capital leases 0
20 Obligations under capital leases-current portion 0
21 Balancing amount for capitalization and liabilities 2,571,658
22 Total capitalization and liabilities 7,212,797
23 Gross operating revenue 10,543,545
24 Federal and state income taxes expense 88,771
25 Other operating expenses 0
26 Total operating expenses 10,245,862
27 Operating income (loss) 297,683
28 Other income (loss), net 10,781
29 Income before interest charges 308,464
30 Total interest charges 119,492
31 Net income 100,201
32 Preferred stock dividends 0
33 Earnings available for common stock 100,201
34 Common stock dividends 0
35 Total annual interest charges on all bonds 95,392
36 Cash flow from operations 135,065
37 Earnings per share-primary 0.00
38 Earnings per share-fully diluted 0.00
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PRICEAVATERHOUSE( COPERS

PricewaterhouseCoopers LLP
1201 Louisiana, Suite 2900
Houston TX 77002-5678
Telephone (713) 356 4000
Facsimile (713) 356 6000

Report of [ndependent Accountants

To the City of San Antonio (acting through
the City Public Service Board), Central Power and
Light Company, Reliant Energy Inc.
and the City of Austin (collectively, the Participants)

In our opinion, the special-purpose project statements listed in the accompanying index
present fairly, in all material respects, the South Texas Project Electric Generating Station
(STPEGS) Statements of Owners' Assets and Related Liabilities as of December 31, 1999 and
1998, the STP Nuclear Operating Company (STPNOC) Balance Sheets as of December 31,
1999 and 1998, the STPEGS Statements of Expenses and Miscellaneous Income (Deductions)
and the STPEGS and STPNOC Statements of Selected Cash Flows for the years ended
December 31, 1999 and 1998 and the STPEGS and STPNOC Statements of Owners’ Liabilities
as of December 31, 1999 and 1998, under the requirements of Paragraph 9.3.4 of the
Amended and Restated South Texas Project Participation Agreement (Participation Agreement)
dated November 17, 1997 as more fully described in Note 1. The accompanying special-
purpose project statements were prepared for the purpose of complying with the above-noted
section of the Participation Agreement and are not intended to be a presentation in conformity
with accounting principles generally accepted in the United States. These project statements
are the responsibility of STPNOC management; our responsibility is to express an opinion on
these project statements based on our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the United States, which require that
we plan and perform the audit to obtain reasonable assurance about whether the project
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the project statements, assessing the
accounting principles used and significant estimates made by management and evaluating the
overall project statement presentation. We believe that our audits provide a reasonable basis
for the opinion expressed above.

This report is intended solely for the information and use of the Participants and should not be
used for any other purpose. '

March 3, 2000



South Texas Project Electric Generating Station
Statements of Owners' Assets and Related Liabilities
December 31, 1999 and 1998

Account
number

101.0
101.1

107
108

120.1
120.2
120.3
120.4
120.5

131
135
143
154
163
165
184
186.1
186.2
186.4

186.5

243

232
234

242
242
228.2
242

228.4

Assets

Electric plant in-service
Property under capital leases, net of

amortization

Construction work in progress
Accumulated provision for
depreciation of electric plant

in-service

Nuclear fuel in process
Nuclear fuel in stock
Nuclear fuel assemblies

Spent nuclear fuel

Accumulated provision for amortization

of nuclear fuel
Cash
Working funds

Other accounts receivable

Materials and supplies

Stores expense undistributed

Prepayments
Clearing accounts

Retirement work in progress

Other work in pro

gress

Enrichment decommissioning and
decontamination receivable from

owners

Accumulated provision for amortiza-

tion of enrichment decommissioning

and decontamination

Liabilities

Obligations under capital [ease -

current
Accounts payable

Accounts payable to associated

companies

Accrued spent fuel disposal fee
Other miscellaneous accrued ljabilities
[njuries and damages reserve

Enrichment decommissioning and
decontamination liability - current
Enrichment decommissioning and

decontamination liability - noncurrent

-2.

1999

$ 5,792,002,405

205,817,677

(102,150,643)
51,415,054

223,660,201
581,818,230

(714,946,030)
60,539
7,569
67,050
85,838,774
1,391,010
3,019,566
281,385
76,880
61,736

20,469,857

(4,510,211)

1998
$ 5,776,108,575

10,190
133,693,384

(44,654,231)
39,823,349
3,334,671
259,228,597
475,194,564

(648,910,381)
84,769
33,713

215,503
85,883,651
1,714,654
3,213,964
321,667

68,479

20,105,115

(2,317,287)

$ 6,144,381,049

$ 6,103,152,946

$ 51,543,454

4,278,999

348,000
1,459,597
2,059,309

12,355,855

$ 10,190
47,782,214

26,762
4,347,396
327,750
2,920,097 .
2,013,716

14,096,015

$ 72,045,214

$ 71,524,140

The accompanying notes are an integral part of these financial statements.



STP Nuclear Operating Company
Balance Sheets
December 31, 1999 and 1998

Account
number

146

232
236
242

253
228.3

228.3
2283

Assets
Total receivables from owners

Total assets
Liabilities

Accrued payroll and related expenses

Accrued payroll taxes

[ncentive compensation and benefit
accruals - current

Incentive compensation and benefit
accruals - noncurrent

Pension liability

Other postretirement benefit liability

Postemployment benefit liability

Total liabilities

1999 1998
33,080,014 $ 25,963,249
33,080,014 § 25,963,249

1,371,367 $ 1,813,994

51,105 156,337
13,073,013 11,364,878

1,985,816 2,153,346

9,648,292 6,335,169

6,572,421 4,029,525

378,000 110,000
33,080,014 § 25,963,249

The accompanying notes are an integral part of these financial statements.
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South Texas Project Electric Generating Station

Statements of Expenses and Miscellaneous Income (Deductions)
Years Ended December 31, 1999 and 1998

Account
number Miscellaneous Income (Deductions)
421 Miscellaneous nonoperating income
426 Other income (deductions)
Total miscellaneous income (deductions)
Production Expenses
Operation
517 Supervision and engineering
519 Coolants and water
520 Steam expenses
523 Electric expenses
524 Miscellaneous nuclear power expenses
525 Rents

Total operation expenses

Maintenance

528 Supervision and engineering
529 Structures

530 Reactor plant equipment
531 Electric plant

532 Miscellaneous nuclear plant

Total maintenance expenses

Fuel

518.101/

201 Nuclear fuel amortization
518.103/

203 Nuclear fuel disposal fees
518.104/

204 Department of Energy assessments
518.105/

205

Nuclear fuel credits
Total fuel expenses
Total production expenses

1999 1998
$ 6,986 $ 11,742
(136,440)

(129,454) 11,742
32,074,082 35,146,610
4,108,852 4,964,805
9,840,652 7,580,360
15,972,563 13,739,437
28,870,094 32,047,218
24,215 23,998
90,890,458 93,502,428
22,483,843 24,612,561
4,758,920 4,709,048
37,312,614 28,511,361
21,496,745 7,326,050
7,064,480 10,806,127
93,116,602 75,965,147
66,035,649 77,867,177
18,273,451 19,501,987
2,192,924 1,821,870
(695,549) (569,451)
85,806,475 98,621,583

269,813,535

268,089,158

The accompanying notes are an integral part of these financial statements.
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South Texas Project Electric Generating Station

Statements of Expenses and Miscellaneous Income (Deductions) (continued)

Years Ended December 31, 1999 and 1998

Account
number Transmission Expenses 1999 1998
Operation
560 Supervision and training 4,902
562 Station expenses 2,427
Total operation expenses 7,329
Maintenance
569 Structures $ 131,360 7,453
570 Station equipment 670,986 178,340
Total maintenance expenses 802,346 185,793
Total transmission expenses 802,346 193,122
Administrative and General Expenses
920 Administrative and general salaries 17,869,629 16,502,156
921 Office supplies and expenses 4,073,095 4,162,903
922 Administrative expenses transferred (504,789)
923 Outside services employed 4,815,546 8,835,596
924 Nuclear property insurance 1,659,839 2,241,566
925 Injuries and damages 4,151,654 1,400,860
926 Employee pensions and other benefits 20,706,803 19,849,330
930 Miscellaneous general expenses 3,336,452 3,385,325
931 Rents 36
935 Maintenance of general plant 5,305,663 5,162,145
408 Taxes other than income taxes 7,057,063 7,589,104
Total administrative and general
expenses 68,975,744 68,624,232

Total operating expenses

339,591,625

336,906,512

Net expenses and miscellaneous
income (deductions)

$ 339,721,079

$ 336,894,770

The accompanying notes are an integral part of these financial statements.
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South Texas Project Electric Generating Station and

STP Nuclear Operating Company
Statements of Selected Cash Flows
Years Ended December 31, 1999 and 1998

Cash flows used in operating activities:-
Net expenses and miscellaneous income
(deductions)
Adjustments to reconcile net expenses and
miscellaneous income (deductions) to net cash
used in operating activities:

Change in accumulated provision for depreciation

of electric plant in service
Amortization of enrichment decommissioning
and decontamination assessment
Amortization of nuclear fuel
Change in inventory - nuclear fuel
Change in inventory - stores
Change in other accounts receivable
Change in prepaid expense
Change in undistributed stores expense
Change in enrichment decommissioning and
decontamination assessment
Change in clearing accounts
Change in other assets
Change in accounts payable
Change in accrued payroll and related expenses
Change in contractors retainage
Change in enrichment decommissioning and
decontamination - current
Change in enrichment decommissioning and
decontamination - noncurrent
Change in incentive compensation accrued
Change in injuries and damages reserve
Change in other deferred credits
Change in accrued spent fuel disposal fee
Change in other miscellaneous accrued liabilities
Change in postemployment benefits liability
Change in pension liability
Change in other postretirement benefits liability
Other
Total adjustments
Net cash used in operating activities
Cash flows from investing activities:
Capital expenditures
Net cash used in investing activities
Cash flows from financing activities:
Cash funding from owners
Net cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

1999

$ (339,721,079)

1998

$ (336,894,770)

57,496,412 3,620,813
2,192,924 1,821,870
66,035,649 77,867,176
(79,312,304) (49,727,027)
44,877 4,694,434
148,453 2,072,738
194,398 (190,071)
323,644 (56,051)
(364,742) (288,445)
40,282 (321,667)
(33,803) 168,682
3,734,478 20,540,827
(547,859) (1,495)
(808,982)
45,593 32,049
(1,740,160) (1,757,321)
1,540,605 2,788,582
(1,460,500) 83,654
1,429,793
(4,347,396) (298,410)
4,289,059 (342,850)
268,000 110,000
3,313,123 3,479,468
2,542,896 2,596,000
(3,110,266)
54,403,679 04,405,501

(£85,517,450)

(£72,491,209)

(88,018,123)

(34,800,216)

(60,018,125)

(34,600,216)

373,311,343 307,171,306
373,371,343 307,771,300
(24,230) (120,1/9)
84,769 204,948
60,539 84,769

The accompanying notes are an integral part of these financial statements.
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South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Statements of Selected Cash Flows (continued)
Years Ended December 31, 1999 and 1998

Reliant Energy

Year ended
December 31, 1999:
Cash funding
from owners:
Operations
Spent fuel

$ 109,323,213
5,711,961

City Public
Service
Board

$ 99,448,865
5,163,123

Central
Power and
Light Company

$ 89,406,138
4,547,874

City of
Austin

$ 56,791,279
2,918,890

Total

$ 354,969,495
18,341,848

$ 115,035,174

$104,611,988

$ 93,954,012

$ 59,710,169

$ 373,311,343

Year ended
December 31, 1998:
Cash funding
from owners:
Operations
Spent fuel

$ 88,524,899
6,154,943

$ 80,429,586
5,569,779

$ 72,429,463
4,918,521

$ 45,986,961
3,157,154

$ 287,370,909
19,800,397

$ 94,679,842

$ 85,999,365

$ 77,347,984

$ 49,144,115

$ 307,171,306

The accompanying notes are an integral part of these financial statements.
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South Texas Project Electric Generating Station and STP Nuclear Operating Company

Statements of Owners' Liabilities
December 31, 1999 and 1998

December 31, 1999:

South Texas Project Electric Generating Station:

Accrued spent fuel disposal fee
Enrichment decommissioning and
decontamination liability
Accounts payable
Other liabilities
STP Nuclear Operating Company:
[ncentive compensation and benefit accruals
Other liabilities

Total owners' liabilities

December 31, 1998:

South Texas Project Electric Generating Station:

Accrued spent fuel disposal fee
Enrichment decommissioning and
decontamination liability
Accounts payable
Other liabilities
STP Nuclear Operating Company:
Incentive compensation and benefit accruals
Other liabilities

Total owners' liabilities

The accompanying notes are an integral part of these financial statements.

Reliant Energy

$ 1,336,334

4,439,871
15,875,384
556,740

4,638,119
5,550,525

City Public
Service
Board

$ 1,204,974

4,036,246
14,432,167
506,127

4,216,472
5,045,932

Central Power

and Light
Company

$ 1,056,796

3,632,621
12,988,950
455,514

3,794,825
4,541,339

City of
Austin

$ 680,895

2,306,426
8,246,953
289,216

2,409,413
2,883,389

Total

$ 4,278,999

14,415,164
51,543,454
1,807,597

15,058,829
18,021,185

$ 32,396,973

$ 29,441,918

$ 26,470,045

$ 16,816,292

$ 105,125,228

$ 1,349,935 § 1,223,379 $§ 1,082,149 $ 691,933 $ 4,347,396
4,961,797 4,510,725 4,059,652 2,577,557 16,109,731
14,716,922 13,379,020 12,041,118 7,645,154 47,782,214
1,011,718 919,744 827,769 525,568 3,284,799
4,163,613 3,785,103 3,406,592 2,162,916 13,518,224
3,833,068 3,484,607 3,136,146 1,991,204 12,445,025

$ 30,037,053

$ 27,302,578

$ 24,553,426

$ 15,594,332

$ 97,487,389
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South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Notes to Project Statements
December 31, 1999 and 1998

1.

The Project and Its Significant Accounting Policies

The South Texas Project Electric Generating Station (STPEGS) consists of two 1,250-
megawatt nuclear steam electric generating units and all interests in property, facilities
and structures used therewith or related thereto on or adjacent to the South Texas Project
(STP) site, a parcel of land in Matagorda County, Texas, consisting of approximately
12,200 acres.

The Amended and Restated South Texas Project Participation, Operating and Transition
Agreements (the Agreements), dated November 17, 1997, provide for the licensing,
construction, operation and maintenance of the jointly owned and operated electric
generation facilities of STPEGS. The Participants are: Reliant Energy Inc. (Reliant Energy),
the City of San Antonio, acting through the City Public Service Board of San Antonio (San
Antonio), Central Power and Light Company (Central) and the City of Austin, acting
through Austin Energy (Austin) (collectively, the Participants). Ownership percentages are
30.8%, 28.0%, 25.2% and 16.0% for Reliant Energy, San Antonio, Central and Austin,
respectively.

Effective October 1, 1997, the Participants formed an operating company, STP Nuclear
Operating Company (STPNOC), which performs all responsibilities previously performed
by Reliant Energy, as project manager. As of December 31, 1999 and 1998, and for the
years then ended, STPNOC was the project manager for all aspects of STPEGS except for
the construction, operation and maintenance of power and transmission lines, for which
Central is responsible, and switchyard maintenance, for which Reliant Energy is
responsible. Procurement of nuclear fuel (other than fabrication) is the responsibility of
the Owners' committee.

Basis of Accounting and Account Classifications

The accounting records of STPEGS and STPNOC, collectively “the Project", are
maintained on the accrual basis of accounting, as required by the Agreements. Certain
items including, but not limited to, project financing, ad valorem and sales taxes,
depreciation and decommissioning expenses are not considered in the accounting records
of the Project.

The accounting records are also maintained and the accompanying amounts are classified
in accordance with the Agreements and with the Federal Energy Regulatory Commission's
(FERC) "Uniform System of Accounts Prescribed for Public Utilities and Licensees," as
adopted by the Public Utility Commission of Texas.

Use of Estimates

Preparation of these project statements in conformity with the Agreements requires
management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and reported amounts of expenses during the period. Actual results could
differ from those estimates.



South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Notes to Project Statements
December 31, 1999 and 1998

Electric Plant in-Service

Electric plant in-service s stated at the original cost of construction which includes the
cost of contracted services, direct labor, materials and overhead items. Additions to
electric plant in-service, betterments to existing property and replacements of units of
property are capitalized at cost. Maintenance repairs and minor replacement costs are
charged to operating expense when incurred.

Nuclear Fuel

Nuclear fuel includes nuclear fuel materials as well as refinement, conversion, enrichment
and fabrication costs incurred to produce nuclear fuel assemblies. Nuclear fuel
assemblies are amortized using a units-of-production method whereby an amortization
rate is derived by dividing the unamortized value of an assembly by the calculated
remaining million British thermal units (MMBTUs) for such assembly. Amortization
expense is then computed from measurements of MMBTUs produced by each fuel
assembly, multiplied by the previously determined amortization rate.

Materials and Supplies

Materials and supplies are carried at the lower of average cost or net realizable value.
During the years ended December 31, 1999 and 1998, STPEGS wrote off $1.98 million
and $5.22 million, respectively, of excess and obsolete materials and supplies as a result
of the Project's ongoing assessment of its inventory.

Construction Work in Progress

Construction work in progress includes capital modifications or additions to electric plant
in-service. Expenditures are accumulated and classified through work orders. As work
orders are completed and the asset is placed in-service, the related costs are transferred to
electric plant in-service.

Accumulated Provision for Depreciation of Electric Plant in-Service

Upon retirement, the historical cost of the asset removed from service, net of salvage
value plus the cost to retire, is accumulated through work orders and transferred from
electric plant in-service to accumulated provision for depreciation of electric plant in-
service on the Statements of Owners’ Assets and Related Liabilities. The historical cost of
the asset is the unitized value which is based on allocated construction costs determined
principally from engineering estimates. At December 31, 1999 and 1998, this account
includes warranty credits received from equipment vendors. STPEGS accounts for these
credits as salvage value received prior to the retirement of warranty equipment.

Enrichment Decommissioning and Decontamination Assessment and Liability

As of December 31, 1999, STPEGS has seven years remaining for payment of a
Department of Energy (DOE) Enrichment Decommissioning and Decontamination
Assessment. STPEGS accounts for the remaining amount as a liability and a receivable
from the Participants. Included in the receivable amount is an asset for the prepayment of
nine months of Enrichment Decommissioning and Decontamination assessment.
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South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Notes to Project Statements
December 31, 1999 and 1998

Operating Costs '

Under the provisions of the Agreements, costs incurred to operate STPEGS are shared by
the Participants in the same proportion as their respective ownership percentages in the
generating units and common facilities, except for the spent fuel disposal fee which is
shared in the proportion of net generation received by each Participant.

Federal Income Tax Status

No provision for federal income taxes has been recorded in the accompanying project
statements as each participant is responsible for the reporting and payment of such taxes.
STNPOC has filed a corporate tax return for 1998 which indicates that it has no taxable
income. Similar tax filing requirement exists for 1999.

Pension Plans and Other Postretirement Benefits

STPNOC has a noncontributory defined benefit pension plan covering most employees.
This plan provides benefits that are based on years of service and the employee's highest
paid consecutive 36 months during the last 120 months before termination of
employment. The assets in the plan at December 31, 1999 and 1998 were invested in
various equity and fixed income securities. No contributions were made to the plan
during 1999 or 1998. However, a contribution of approximately $3.6 million will be
required no later than September 15, 2000 for the 1999 plan year.

Employees whose pension benefits exceed ERISA limitations are covered by a
supplementary nonqualified, unfunded pension plan which is being provided for by
charges to STPEGS' expense sufficient to meet the projected benefit obligations. The
accruals for the cost of this plan are based on substantially the same actuarial methods
and economics as the noncontributory defined benefit pension plan.

STPNOC has a defined benefit postretirement plan that provides medical, dental and life
insurance benefits for substantially all retirees and eligible dependents. STPNOC retains
the right to change or terminate these benefits. The cost of these benefits is recognized in
the financial statements during an employee's active working career with STPNOC. “in
June 1999, Reliant Energy transferred approximately $7.8 million into a trust that
STPNOC will utilize to partially meet the obligations of the plan.
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South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Notes to Project Statements
December 31, 1999 and 1998

Pension Other
Benefits Benefits
1999 1998 1999 1998
Change in benefit obligation:
Benefit obligation at
beginning of period $ 48,850,659 $ 43,155,949 § 14,023,968 % 10,213,453
Service cost 4,350,720 4,431,133 2,320,960 2,199,088
Interest cost 3,188,986 3,175,073 779,732 737,898
Actuarial gain (9,094,297) (1,895,720) (3,789,534) 873,529
Benefit paid (51,322) (15,776) (102,300)
Benefit obligation at end of period 47,244,746 48,850,659 13,232,826 14,023,968
Change in plan assets:
Fair value of plan assets at
beginning of period 44,614,580 43,435,409 6,570,000 6,000,000
Actual return on plan assets 6,699,300 1,194,947 200,000 570,000
Additional transfer 1,230,000
Employer contributions 102,300
Benefit paid (51,322) (15,776) (102,300)
Fair value of plan assets at
end of period 51,262,558 44,614,580 8,000,000 6,570,000
Funded status at end of period 4,017,812 (4,236,079) (5,232,826) (7,453,968)
Unrecognized net actuarial gain (14,065,961) (2,499,211) (10,017,738) (5,840,061)
Unrecognized prior service cost 738,163 863,339
Unrecognized transition (asset)
obligation (338,306) (463,218) 8,678,143 9,264,504
Accrued benefit cost $ (9,648,292) $ (6,335,169 § 6,572,421) § (4,029,525)
Weighted-average assumptions:
Discount rate 7.50% 6.75% 7.50% 6.75%
Expected return on plan assets 9.50% 9.50% 9.50% 9.50%
Rate of compensation increase 3.50% 3.50% 3.50% 3.50%
Components of net periodic
benefit cost:
Service cost $ 4,350,720 $ 4,431,133 $ 2,320,960 $ 2,199,088
Interest cost 3,188,986 3,175,073 779,732 737,898
Expected return on plan assets (4,226,847) (4,127,002) (624,150) (570,000)
Amortization of prior service
cost 125,176 125,176
Amortization of transition
{asset) obligation (124,912) (124,912) 586,361 586,361
Recognized net actuarial gain (417,707) (357,347)
Net periodic benefit cost $ 3,313,123 $ 3,479,468 $ 2,64519 § 2,596,000
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South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Notes to Project Statements
December 31, 1999 and 1998

Actuarial estimates for STPNOC's postretirement benefit plan assumed a weighted average
annual rate of increase in the per capita costs of covered health care benefits of 5.27
percent through 2000, gradually decreasing to 4.9 percent for 2001 and beyond.
Assumed health care cost trend rates have a significant effect on the amounts reported for
the health care plans. A one-percentage-point change in assumed health care cost trend
rates would have the following effects:

1999 1998
One-percentage-point increase:
Effect on total of service and interest
cost components $ 363,725 $ 413,970
Effect on postretirement benefit obligation 1,627,261 1,705,021
One-percentage-point decrease:
Effect on total of service and interest
cost components $ (295,150) $ (335,616)
Effect on postretirement benefit obligation (1,334,296) (1,397,361)

STPNOC has a contributory savings plan for substantially all employees. STPNOC
contributes 70% of an employee's contribution up to 6% of an employee's salary.
Expenses recognized for contributions during 1999 and 1998 were $4,005,397 and
$3,831,769, respectively.

3. Severance Program

On November 17, 1999, the Board of Directors approved the offering of a Voluntary
Severance Program and an Early Retirement Program to be offered simultaneously to
eligible employees of STPNOC. STPNOC announced plans to reduce employee
headcount by approximately 200 persons by the year 2001. The accrued termination
benefit cost and the amount charged to employee pension and benefits expense for the
200 employees as of December 31, 1999 was approximately $2.7 million. As of
December 31, 1999, there were no actual termination benefits paid or charged against
the benefit accrual.

As of February 29, 2000, 259 employees accepted the Voluntary Severance Program or
the Early Retirement Program. Those employees accepting the Early Retirement Program
are also eligible for the Voluntary Severance Program. As a result, STPNOC expects to
record approximately $20 million of additional benefit expense in 2000 for the cost of -
these programs. [n addition, STPNOC expects that ongoing salary and benefit expense
will be reduced as a result of these programs.
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South Texas Project Electric Generating Station and
STP Nuclear Operating Company

Notes to Project Statements
December 31, 1999 and 1998

4.

Commitments, Contingencies and Other

The Project is a party to various claims and lawsuits resulting from normal construction
and operating activities. While the ultimate outcome is not currently determinable,
project management believes that any future costs associated with these actions will be
immaterial to these statements.

Employers National [nsurance Company (ENIC), the Project's Insurance Carrier for
Workers' Compensation and General Liability for the policy periods October 1983
through December 1990, is currently in "receivership” status. STPEGS and the Special
Deputy Receiver are currently in settlement negotiations related to these policy periods.
Although management cannot predict the Project's ultimate liability for these policy
periods, management believes such,amount will not exceed $575,000. Such amount has
been recorded as a component of the injuries and damages reserve in the accompanying
STPEGS Statements of Owners' Assets and Related Liabilities.

The Participants maintain nuclear property and nuclear liability insurance coverage as
required by law and periodically review available limits and coverage for additional
protection. There can be no assurance that all potential losses or liabilities will be
insurable or that the amount of insurance will be sufficient to cover them. Any losses not
covered by insurance would be borne by the Participants.
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