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

RESTATEMENT

On May 9, 2002, Reliant Resources, Inc. (Reliant Resources), an entity in
which Reliant Energy owns approximately 83% of the outstanding common stock,
determined that it had engaged in same-day commodity trading transactions
involving purchases and sales with the same counterparty for the same volume at
substantially the same price, which the personnel who effected these
transactions apparently did so with the sole objective of increasing volumes.
Reliant Resources commenced a review to quantify the amount and assess the
impact of these trades (round trip trades). The Audit Committees of each of the
Board of Directors of Reliant Energy and Reliant Resources also directed an
internal investigation by outside legal counsel, with assistance by outside
accountants, of the facts and circumstances relating to the round trip trades
and related matters.

We currently report all trading, marketing and risk management services
transactions on a gross basis with such transactions being reported in revenues
and expenses except primarily for financial gas transactions such as swaps.
Therefore, the round trip trades were reflected in both our revenues and
expenses. The round trip trades should not have been recognized in revenues or
expenses(i.e. they should have been reflected on a net basis). However, since
the round trip trades were done at the same volume and substantially the same
price, they had no impact on our reported cash flows, operating income or net
income. In addition to the round trip trades reported on May 13, 2002, Reliant
Resources also identified an additional transaction in 1999, which based on
available information, Reliant Resources believes was also recorded with the
sole objective of increasing volumes but also resulted in increased revenues and
fuel and cost of gas sold expense.

In addition, during the May 2001 through September 2001 time frame, Reliant
Resources entered into four structured transactions involving a series of
forward or swap contracts to buy and sell an energy commodity in 2001 and to buy
and sell an energy commodity in 2002 or 2003 (four structured transactions). The
four structured transactions were intended to increase future cash flow and
earnings and to increase certainty associated with future cash flow and
earnings, albeit at the expense of 2001 cash flow and earnings. Each series of
contracts in a structure were executed contemporaneously with the same
counterparty and were for the same commodities, quantities and locations. The
contracts in each structure were offsetting in terms of physical attributes. The
transactions that settled in 2001 were previously recorded on a gross basis with
such transactions being reported in revenues and expenses which resulted in $1.5
billion of revenues, $364 million in fuel and cost of gas sold and $1.2 billion
of purchased power expense being recognized during the period from May 2001
through December 31, 2001. Having further reviewed the transactions, Reliant
Resources now believes these transactions should have been accounted for on a
net basis.

In the course of Reliant Resources' review, Reliant Resources also
identified and determined to record on a net basis several transactions for
energy related services (not involving round trip trades) that totaled $85
million over the three year period ended December 31, 2001. These transactions
were originally recorded on a gross basis.

During the fourth quarter of 2000, two power generation swap contracts with
a fair value of $261 million were terminated and replaced with a substantially
similar contract providing for physical delivery and designated to hedge
electric generation. The termination of the original contracts and execution of
the replacement contract represented a substantive modification to the original
contract. As a result, upon termination of the original contracts, a contractual
liability representing the fair value of the original contracts and a deferred
asset of equal amount should have been recorded. As of January 1, 2001, in



connection with the adoption of Statement of Financial Accounting Standards
(SFAS) No. 133 "Accounting for Derivative Instruments and Hedging Activities,"
as amended (SFAS No. 133), the deferred asset should have been recorded as a
transition adjustment to other comprehensive loss. The liability and transition
adjustment should have been amortized on a straight-line basis over the term of
the power generation contract replacing the terminated power generation
contracts (through May 2004). We previously did not give accounting recognition

to these transactions. As a result, we have restated our Consolidated Balance
Sheets as of



December 31, 2000 and 2001 and the Statements of Consolidated Stockholders'
Equity and Comprehensive Income for the year ended December 31, 2001, to
appropriately account for these transactions as described above. The restatement
had no impact on our reported consolidated cash flows, operating income or net
income.

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

For purposes of this Form 10-K/A, and in accordance with Rule 12b-15 under
the Securities Exchange Act of 1934, as amended, each item of the Form 10-K for
the year ended December 31, 2001 as originally filed on April 15, 2002 that was
affected by the restatement has been amended to the extent affected and restated
in its entirety. NO ATTEMPT HAS BEEN MADE IN THIS FORM 10-K/A TO MODIFY OR
UPDATE OTHER DISCLOSURES AS PRESENTED IN THE ORIGINAL FORM 10-K EXCEPT AS
REQUIRED TO REFLECT THE EFFECTS OF THE RESTATEMENT.

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

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

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

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

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

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

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

- industrial, commercial and residential growth in our service territories;

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

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

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

- weather variations and other natural phenomena;

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

- financial market conditions and the results of our financing efforts;
- ramifications from the bankruptcy filing of Enron Corp.;

- any direct or indirect effect on our business resulting from the
September 11, 2001 terrorist attacks or any similar incidents or
responses to such incidents;

- the performance of our projects; and

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

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

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

1935 ACE. . ittt e e Public Utility Holding Company Act of 1935

ArKla. ..o s Reliant Energy Arkla, a division of RERC Corp.

BbhtU. .o e s Billion British thermal units

BCT o s Billion cubic feet

Business Separation Plan.................. Our amended business separation plan providing for the

separation of our generation, transmission and
distribution, and retail operations into three different
companies and for the separation of its regulated and
unregulated businesses into two publicly traded
companies, as filed with the Texas Utility Commission

- 0 O 0 California Independent System Operator
CenterPoint Energy........oovviiinnnnnennn CenterPoint Energy, Inc.
CenterPoint Energy Houston................ CenterPoint Energy Houston Electric, LLC, the

transmission and distribution business of Reliant Energy
after the Restructuring

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

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

EnteX. .. oo e Reliant Energy Entex, a division of RERC Corp.

EPA. . e Environmental Protection Agency

ERCOT .« ittt it ittt e st e Electric Reliability Council of Texas, Inc.

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

FASB. . i ittt i i e Financial Accounting Standards Board

FERC. .. ittt ittt st s st taaaaas Federal Energy Regulatory Commission

GWh. o e Gigawatt hours

HAPS . ottt i e Hazardous air pollutants

2 Internal Revenue Service

IS0 . ittt it e e e e Independent System Operator

KWh . o e s Kilowatt-hour

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

Laclede. .. vii i e s Laclede Gas Company

Y O Maximum achievable control technology

MinNNegasCo. ... v ii it it e Reliant Energy Minnegasco, a division of RERC Corp.

MMBEU. vttt ittt e e Million British thermal units

MMCT . e s Million cubic feet

MRT et e e e e Mississippi River Transmission Corporation

Y Megawatts



Orion POWEI . . ittt ittt ettt e e
PIM IS0. ... ittt ittt ettt
PIM market. ...ttt it it it it i
PIJM West market...........ciiiiiiiinnnnn.

Reliant Energy...... ..o
Reliant Energy Services...........oivuu.nn
Reliant RESOUIrCEeS. ... iviin i tnrnnnsnn

2= (OB o] oY o« J N
Restructuring..........cuuiiiiiininnnnnnn

vi

Megawatt hours

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

Nitrogen oxides

Nuclear Regulatory Commission

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

Orion Power Holdings, Inc.

PJM Interconnection, L.L.C.

Pennsylvania-New Jersey-Maryland market

PJM market in western Pennsylvania

Provider of last resort

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

Public Utility Regulatory Policies Act of 1978

Reliant Energy Field Services, Inc.

Reliant Energy Gas Transmission Company

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

Reliant Energy, Incorporated

Reliant Energy Services, Inc.

Reliant Resources, Inc.

Reliant Energy Mid-Atlantic Power Holdings, LLC
Reliant Energy Power Generation, Inc.

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

Reliant Energy Pipeline Services, Inc.

Reliant Energy Resources Corp. and subsidiaries
Reliant Energy Resources Corp.

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

Securities and Exchange Commission

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

Statement of Financial Accounting Standards

South Texas Project Electric Generating Station



state mandated auctions...................

T&D Utility. . ouuuiieeeeeeeann,

Texas Electric Restructuring Law..........
TeXasS GEeNCO. . v v v ittt it i aans

Texas Genco Option...........c.coiiiiiennnn.

vii

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

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

Transmission Congestion Rights

Texas Electric Choice Plan, Texas Utility Code sec.
39.001, et seq

Texas Genco, LP and the intermediate subsidiaries
through which interests in Texas Genco, LP are held
Option, subject to the completion of the Distribution,
granted to Reliant Resources by Reliant Energy to
purchase all of the shares of capital stock of Texas
Genco owned by CenterPoint Energy after Texas Genco
conducts the initial public offering or distribution of
no more than 20% of its capital stock

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

Public uUtility Commission of Texas

Total Maximum Daily Load program of the Clean Water Act
Reliant Energy and its subsidiaries prior to the
Restructuring and CenterPoint Energy and its
subsidiaries after the Restructuring

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



PART I
ITEM 1. BUSINESS
OUR BUSINESS
GENERAL

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

- references to "we," "us" or similar terms mean Reliant Energy and its
subsidiaries prior to the Restructuring described below and CenterPoint
Energy and its subsidiaries after the Restructuring; and

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

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

STATUS OF BUSINESS SEPARATION

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

- CenterPoint Energy will become the holding company for Reliant Energy and
its subsidiaries;

- Reliant Energy and its subsidiaries will become subsidiaries of
CenterPoint Energy; and

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

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



We have entered into a number of separation agreements with Reliant
Resources in anticipation of the Restructuring and the Distribution. For
information about these agreements, please read "Reliant Energy's Relationship
with Reliant Resources" in Item 1 of this Form 10-K.

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

CURRENT STRUCTURE(1)

Oour
Shareholders
|
I
Public Reliant
Stockholders Energy
17%] 0000 e ee e
| 83% |
| _________________________________________
[ I I I
Reliant CenterPoint RERC Corp. Other
Resources Energy(2) Subsidiaries
STRUCTURE AFTER RESTRUCTURING
Our
Shareholders
I
I
Public CenterPoint
Stockholders Energy
17%| 0 e
| 83% |
| __________________________________________________

I I I I
Reliant CenterPoint CenterPoint Other
Resources(2) Houston(2)(3) Energy Resources Subsidiaries
------------------------- Corp(2)(4) e

STRUCTURE AFTER DISTRIBUTION
Reliant Resources CenterPoint Energy
Stockholders Shareholders
| I
I I
Reliant CenterPoint
Resources Energy
I
I I I
CenterPoint CenterPoint Other
Houston(2) Energy Resources Subsidiaries
------------- Corp(2) (2)

(1) As of April 1, 2002.

(2) Owned indirectly through another subsidiary of Reliant Energy or CenterPoint
Energy.

(3) Reliant Energy will become CenterPoint Energy Houston Electric, LLC



(CenterPoint Houston) in the Restructuring. Please read "-- Business
Separation -- Restructuring -- Reliant Energy Conversion" in Item 1 of this

Form 10-K.

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



BUSINESS SEGMENT OVERVIEW

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

- Electric Operations;

- Natural Gas Distribution;
- Pipelines and Gathering;
- Wholesale Energy;

- European Energy;

- Retail Energy;

- Latin America; and

- Other Operations.

During 2001, our Electric Operations business segment included our
regulated electric generation, transmission and distribution, and retail
electric sales functions, all of which were operated as an integrated utility
under Reliant Energy HL&P, an unincorporated division of Reliant Energy. As of
January 1, 2002, the generation and retail electric sales functions were
deregulated. Retail electric sales involve the sale of electricity and related
services to end users of electricity, including industrial, commercial and
residential customers. Retail electric sales are now part of the Retail Energy
business segment, which is owned by Reliant Resources. The generation facilities
now operated as a division of Reliant Energy will be operated by a separate
indirect subsidiary of CenterPoint Energy following the Restructuring and will
comprise a new business segment, Electric Generation. The transmission and
distribution functions, which will be conducted through a separate subsidiary,
will remain regulated and will also comprise a new business segment, Electric
Transmission and Distribution. In addition to Retail Energy, the Wholesale
Energy, European Energy and several of the operations in the Other Operations
business segments are currently owned by Reliant Resources. Once we complete the
Distribution, those business segments and operations will no longer be part of
our business. For more information about our business after deregulation and the
completion of the Distribution, please read "Our Business Going Forward" in Item
1 of this Form 10-K.

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

DEREGULATION

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

- electric utilities in Texas, including Reliant Energy HL&P, have
restructured or are in the process of restructuring their businesses in
order to separate power generation, transmission and distribution, and
retail electric provider activities into separate units;

- since January 1, 2002, most retail customers of investor-owned electric
utilities in Texas, including the customers of Reliant Energy HL&P, have
been entitled to purchase their electricity from any of a number of
"retail electric providers" that have been certified by the Public
Utility Commission of Texas (Texas Utility Commission);

3



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

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

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

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

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

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

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

For additional information regarding the Texas Electric Restructuring Law,
retail competition in Texas and its application to our operations and structure,

please read "-- Business Separation," "Electric Operations" and

"Regulation -- State and Local Regulations -- Texas -- Electric

Operations -- The Texas Electric Restructuring Law" below, "Management's
Discussion and Analysis of Financial Condition and Results of

Operations -- Certain Factors Affecting Our Future Earnings -- Factors Affecting

the Results of Our Electric Operations" in Item 7 of this Form 10-K and Note 4
to our consolidated financial statements.
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BUSINESS SEPARATION

Pursuant to the Business Separation Plan, we plan to separate our
businesses into two publicly traded companies (CenterPoint Energy and Reliant
Resources) in order to separate (i) our unregulated businesses from our
regulated businesses and (ii) our generation, transmission and distribution and
retail electric sales functions from each other as required by the Texas
Electric Restructuring Law. Below is an outline of the significant transactions
through which the business separation will be accomplished, some of which have
been completed. In this Form 10-K, we sometimes collectively refer to the
transactions described below, including the transfers of assets to Reliant
Resources, the Reliant Resources offering, the Restructuring and the
Distribution as the "Separation."

Reliant Resources Transfers. 1In December 2000, we transferred
substantially all of our unregulated businesses to Reliant Resources, including
the operations conducted by our:

- Wholesale Energy business segment;

- European Energy business segment;

- Retail Energy (retail electricity business) business segment;
- Communications business; and

- New Ventures group.

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

In May 2001, Reliant Resources conducted an initial public offering of
approximately 20% of its outstanding common stock. Pursuant to the master
separation agreement, $1.7 billion of debt owed by Reliant Resources to Reliant
Energy was converted into equity as a capital contribution to Reliant Resources
in connection with the initial public offering.

Restructuring -- Holding Company Formation. After having received the
necessary regulatory approvals, CenterPoint Energy will become the holding
company for Reliant Energy and its subsidiaries as a result of the merger of a
CenterPoint Energy subsidiary with and into Reliant Energy. In the merger, each
outstanding share of Reliant Energy common stock will be converted automatically
into one share of CenterPoint Energy common stock. For information regarding the
special shareholders' meeting at which the merger agreement providing for the
holding company formation was approved, please read Item 4 of this Form 10-K.

Restructuring -- Texas Genco Transfers. 1In December 2001, we formed Texas
Genco, LP, a Texas limited partnership, as an indirect, wholly owned subsidiary.
In this Form 10-K, we refer to Texas Genco, LP and the subsidiary entities
through which we own Texas Genco, LP individually and collectively as "Texas
Genco," as the context requires. We plan to transfer Reliant Energy HL&P's Texas
generating assets and liabilities associated with those assets to Texas Genco
immediately prior to the consummation of the holding company formation. Texas
Genco will operate our formerly regulated generating assets as a power
generation company selling generation at market prices to Reliant Resources and
other power purchasers in accordance with the separation agreements and the
Texas Electric Restructuring Law and will comprise our new Electric Generation
business segment.

In accordance with provisions of the Texas Electric Restructuring Law
relating to the determination of stranded costs, we plan for Texas Genco to
conduct an initial public offering of approximately 20% of its capital stock by
the end of 2002. If we do not conduct the initial public offering, we may
distribute approximately 20% of Texas Genco's capital stock to our shareholders
in a transaction taxable both to us and our shareholders as part of the
valuation of stranded costs. Reliant Resources holds an option, subject to the
completion of the Distribution, exercisable in 2004 to purchase the Texas Genco
stock owned by CenterPoint
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Energy after the initial public offering or distribution. For additional
information regarding Texas Genco and Reliant Resources' option to purchase
Texas Genco stock, please read "Reliant Energy's Relationship With Reliant
Resources" and "Electric Operations -- Generation" in Item 1 of this Form 10-K.

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

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

Please see "-- Status of Business Separation" in Item 1 of this Form 10-K
for diagrams depicting various stages of the Separation.

RERC CORP. RESTRUCTURING

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

RELIANT ENERGY'S RELATIONSHIP WITH RELIANT RESOURCES
INTERCOMPANY AGREEMENTS

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

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

The master separation agreement provides for the Restructuring and
Distribution, including the formation of Texas Genco, although it does not
obligate Reliant Energy to effect the Distribution. The agreement requires Texas
Genco (and, prior to the Restructuring, Reliant Energy) to auction capacity
remaining after it conducts the mandated auctions of its capacity required by
the Texas Electric Restructuring Law. After certain deductions, Reliant
Resources has the right to purchase 50% (but no less than 50%) of the capacity
that would otherwise be auctioned at the prices to be established in the
auctions required by the master separation agreement. For more information on
these auctions, please read "-- Electric Operations -- Generation -- State
Mandated Capacity Auctions" and "-- Contractually Mandated Capacity Auctions" in
Item 1 of this Form 10-K.

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

The master separation agreement contains provisions relating to certain
nuclear decommissioning assets, the exchange of information, provision of
information for financial reporting purposes, dispute resolution, and provisions
limiting competition between the parties in certain business activities and
provisions allocating responsibility for the conduct of regulatory proceedings
and limiting positions that may be taken in legislative, regulatory or court
proceedings in which the interests of both parties may be affected. For
additional information regarding the nuclear decommissioning assets, please read
"Regulation -- Nuclear Regulatory Commission" in Item 1 of this Form 10-K.

Texas Genco Option Agreement. Reliant Energy and Reliant Resources also
entered into an agreement under which, subject to the completion of the
Distribution, Reliant Resources will have an option to purchase all of the
shares of capital stock of Texas Genco owned by CenterPoint Energy after the
initial public offering or distribution of no more than 20% of Texas Genco's
capital stock (Texas Genco Option). The Texas Genco Option may be exercised
between January 10, 2004 and January 24, 2004. The per share exercise price
under the option will be the average daily closing price on the national
exchange for publicly held shares of common stock of Texas Genco for the 30
consecutive trading days with the highest average closing price during the 120
trading days immediately ending January 9, 2004, plus a control premium, up to a
maximum of 10%, to the extent a control premium is included in the valuation
determination made by the Texas Utility Commission relating to the market value
of Texas Genco's common stock equity. The exercise price is also subject to
adjustment based on the difference between the cash dividends paid during the
period there is a public ownership interest in Texas Genco and Texas Genco's
earnings during that period. For additional
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information regarding recovery of stranded costs, please read

"Regulation -- State and Local Regulations -- Texas -- Electric

Operations -- Stranded Costs and Regulatory Assets" in Item 1 of this Form 10-K
and Note 4(a) to our consolidated financial statements.

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

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

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

Other Agreements. Reliant Energy and Reliant Resources entered into
several other agreements pursuant to the master separation agreement. These
agreements include an employee matters agreement, which addresses asset and
liability allocation relating to Reliant Resources' employees and their
continued participation in Reliant Energy's benefit plans, and a tax allocation
agreement, which governs the allocation of U.S. income tax liabilities and sets
forth agreements with respect to other tax matters. These agreements, along with
the master separation agreement, the Texas Genco Option agreement and the
technical services agreement, are filed as exhibits to this Form 10-K.

COMMON DIRECTORS ON RELIANT RESOURCES' AND RELIANT ENERGY'S BOARD OF DIRECTORS
AND STOCK OWNERSHIP OF MANAGEMENT

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

Our Electric Operations business segment and the discussion in this section
include only our electric utility operations that traditionally have been
subject to regulation by the Texas Utility Commission and do not include
operations in other states or operations in the state of Texas that are not
regulated by the Texas Utility Commission. For information about our other
power-related operations, please read "Wholesale Energy" in Item 1 of this Form
10-K. In 2001, Reliant Energy HL&P conducted our electric operations as a
traditional integrated electric utility, including generation, transmission and
distribution, and retail electric sales operations. Retail electric sales
involve the sale of electricity and related services to end users of
electricity, including industrial, commercial and residential customers. We
generated, purchased for resale, transmitted, distributed and sold electricity
to approximately 1.7 million customers in a 5,000-square mile area on the Texas
Gulf Coast, including Houston, through the operations of this business segment.

As contemplated by the Texas Electric Restructuring Law, full retail
competition began in Texas on January 1, 2002. In response to the Texas Electric
Restructuring Law and as part of the Separation, we have functionally separated
our generation, transmission and distribution operations and are in the process
of separating those operations among different business entities. In December
2000, prior to the beginning of retail competition, we transferred our retail
electric sales operations to subsidiaries of Reliant Resources, though our
retail customers remained customers of Reliant Energy HL&P until their first
meter reading following the onset of full retail competition on January 1, 2002.
After that date those customers have been entitled to purchase their electricity
from any of a number of certified retail electric providers, including Reliant
Resources. Residential and small commercial customers who did not select another
retail electric provider became customers of Reliant Resources, where the bulk
of those customers have remained to date. For information about the retail
operations we conduct through Reliant Resources, please read "Retail Energy" in
Item 1 of this Form 10-K.

The generation operations in our Electric Operations business segment
remained part of Reliant Energy HL&P throughout 2001, but are now operated
independently of the retail electric sales and transmission and distribution
operations. In this Form 10-K, we sometimes collectively refer to the generating
facilities and operations to be transferred to Texas Genco in the Restructuring
as our "Texas generation business." If Reliant Resources exercises the Texas
Genco Option, the Texas Genco operations will cease to be part of our business
in 2004. If Reliant Resources does not exercise the Texas Genco Option, we may
continue to operate Texas Genco or dispose of its operations. For more
information about the Texas Genco Option, please read "Reliant Energy's
Relationship With Reliant Resources -- Intercompany Agreements -- Texas Genco
Option Agreement" in Item 1 of this Form 10-K.

After the Restructuring, our transmission and distribution operations,
which also were part of Reliant Energy HL&P throughout 2001, will comprise
substantially all of the ongoing operations of the entity now known as Reliant
Energy. As described above in "-- Business Separation," that entity will become
CenterPoint Houston, a limited liability company. In this Form 10-K, we refer to
our transmission and distribution operations, operated since January 1, 2002, as
a functionally separate unit by Reliant Energy and as they will be operated by
CenterPoint Houston after the Restructuring, as the "T&D Utility."

ERCOT MARKET FRAMEWORK

The state of Texas, other than a portion of the panhandle and a portion of
the eastern part of the state bordering on Louisiana, constitutes a single
reliability council (ERCOT market). On July 31, 2001, as part of the transition
to deregulation in Texas, the Electric Reliability Council of Texas, Inc.
(ERCOT) changed its operations from ten control areas, each managed by one of
the utilities in the state, to a single control area managed by ERCOT. The ERCOT
independent system operator (ERCOT ISO) is responsible for maintaining reliable
operations of the bulk electric power supply system in the ERCOT market. Its
responsibilities include ensuring that information relating to a customer's
choice of retail electric provider is conveyed in a timely manner to anyone
needing the information. It is also responsible for ensuring that electricity
production and delivery are accurately accounted for among the generation
resources and wholesale
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buyers and sellers in the ERCOT market. Unlike independent systems operators in
other regions of the country, ERCOT is not a centrally dispatched power pool and
the ERCOT ISO does not procure energy on behalf of its members other than to
maintain the reliable operations of the transmission system. Members are
responsible for contracting their energy requirements bilaterally. ERCOT also
serves as agent for procuring ancillary services for those who elect not to
provide their own ancillary service requirement.

Members of ERCOT include retail customers, investor and municipally owned
electric utilities, rural electric co-operatives, river authorities, independent
generators, power marketers and retail electric providers. The ERCOT market
operates under the reliability standards set by the North American Electric
Reliability Council. The Texas Utility Commission has primary jurisdiction over
the ERCOT market to ensure the adequacy and reliability of electricity across
the state's main interconnected power grid. For information regarding ERCOT
systems problems and delays, please read "Management's Discussion and Analysis

of Financial Condition and Results of Operations -- Certain Factors Affecting
Our Future Earnings -- Factors Affecting the Results of Our Retail Energy
Operations -- Operational Risks" in Item 7 of this Form 10-K.

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

"-- Transmission and Distribution," and "-- Generation" in Item 1 of this Form
10-K. For additional information regarding the retail load obligations of our
Retail Energy business segment, please read "Retail Energy -- Retail Energy

Supply" in Item 1 of this Form 10-K.
TRANSMISSION AND DISTRIBUTION

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

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

Historically, Reliant Energy HL&P paid the incorporated municipalities in
its service territory a franchise fee based on a formula that was usually a
percentage of revenues received from electricity sales for consumption within
each municipality. Since January 1, 2002, the T&D Utility has become responsible
for Reliant Energy HL&P's obligations under these franchise arrangements.
Pursuant to the Texas Electric
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Restructuring Law, the franchise fee payable by the T&D Utility to each
municipality is based on the megawatt hours (Mwh) delivered to customers within
each municipality in 2002 and beyond. The amount per Mwh payable by the T&D
Utility is based on the franchise fees paid and the Mwh consumed within each
municipality in 1998. We expect the franchise fees payable by the T&D Utility to
remain consistent with the fees paid by Reliant Energy HL&P; however, the new
fees could be higher if electricity sales increase. The T&D Utility would be
able to adjust its rates to recover such an increase only through a general T&D
Utility rate case in which all of its expenses and revenues were subject to
review.

Electric Lines -- Overhead. As of December 31, 2001, we owned 25,998 pole
miles of overhead distribution lines and 3,606 circuit miles of overhead
transmission lines, including 452 circuit miles operated at 69,000 volts, 2,095
circuit miles operated at 138,000 volts and 1,059 circuit miles operated at
345,000 volts.

Electric Lines -- Underground. As of December 31, 2001, we owned 12,701
circuit miles of underground distribution lines and 15.6 circuit miles of
underground transmission lines, including 4.5 circuit miles operated at 69,000
volts and 11.1 circuit miles operated at 138,000 volts.

Substations. As of December 31, 2001, we owned 223 major substation sites
(252 substations) having total installed rated transformer capacity of 64,783
megavolt amperes.

GENERATION

As of December 31, 2001, we owned and operated through our Texas generation
business 12 power generating stations (62 generating units) with a net
generating capacity of 14,095 megawatts (MW), including a 30.8% interest in the
South Texas Project Electric Generating Station (South Texas Project). The South
Texas Project is a nuclear generating station with two 1,250 MW nuclear
generating units. For additional information regarding the South Texas Project,
please read Note 6 to our consolidated financial statements. After the
Restructuring, our Texas generation business will be owned by Texas Genco.
Effective January 1, 2002, our Texas generation business will be reported
separately as a new business segment, Electric Generation. Beginning January 1,
2002, our Texas generation business has been operated as an independent power
producer, with output sold at market prices to a variety of purchasers, which
include Reliant Resources and its subsidiaries. Because of this change,
historical operating data, such as demand and fuel data, may not accurately
reflect the operation of this business subsequent to December 31, 2001.

The Texas market currently has a surplus of generating capacity, which
helps to facilitate a competitive wholesale market. Generators in ERCOT added
6,925 MW of new capacity in 2001. Due to the large quantity of generation built
recently, it is anticipated that the wholesale market in Texas will be extremely
competitive for the next three to five years.

The table below contains information regarding the system capability at
peak demand of our generation facilities, which, during the periods shown, were
dedicated to providing generation for Reliant Energy HL&P's service territory.
Sales of electricity by our Electric Operations business segment during the
summer months have generally been higher than sales during other months of the
year due to the reliance on air conditioning by customers in Houston and in
other parts of Reliant Energy HL&P's service territory.

INSTALLED FIRM NET
PURCHASED MAXIMUM
HOURLY CALCULATED
CAPABILITY POWER
TOTAL NET FIRM
DEMAND % CHANGE
RESERVE AT PEAK
CONTRACTS CAPABILITY
-- FROM MARGIN YEAR
(MW) (MW) (MW) DATE
MW(1)(2) PRIOR YEAR
(%)(3) - ---- ------

13,960 445 14,405
August 21 12,246 4.7



14,040 320 14,360
August 3 13,006 6.2
10.4

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

14,040 770(4) 14,810
September 5 14,569
11.6 1.7

14,040 320 14,360

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

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

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

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

Facilities. The assets in our Texas generation business are described in
the table below.

NET GENERATING CAPACITY
AS OF DECEMBER 31, 2001
GENERATION FACILITIES
(IN MW) DISPATCH TYPE(1)
PRIMARY/SECONDARY FUEL -

Parish(2)..........
3,661 Base, Inter,
Cyclic, Peak Coal/Gas
Limestone(3)........vu..n
1,532 Base Lignite South
Texas Project(4)... 770
Base Nuclear San
Jacinto(5)...........
162 Inter Gas Cedar
Bayou..............
2,260 Inter Gas/0il P.
H. Robinson...........
2,213 Inter Gas T. H.
Wharton............
1,254 Cyclic, Peak
Gas/0il S. R.

Bertron............ 844
Cyclic, Peak Gas/0il
Greens
Bayou............. 760
Cyclic, Peak Gas/0il
Webster..................
387 Cyclic, Peak Gas
Deepwater................
174 Cyclic, Peak Gas H.
0. Clarke.............
78 Peak Gas ------
Total...............
14 , 095 ======

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



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

(3) The capacity of the Limestone facility was uprated from 1,532 MW to 1,612 MW
on January 1, 2002.

(4) We own a 30.8% interest in the South Texas Project electric generating
station, a nuclear generating plant consisting of two 1,250 MW generating
units.

(5) This facility is a "cogeneration" facility. Please read the discussion
below.

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

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

Market Framework. Historically, most power generation in Texas came from
integrated utilities and was sold to retail customers at regulated rates.
However, since 1996, independent power producers have been permitted to sell
their entire load of electricity, capacity and ancillary services to wholesale
purchasers at unregulated rates. Since January 1, 2002, any wholesale producer
of electricity that qualifies as a "power generation company" under the Texas
Electric Restructuring Law and that can access the ERCOT electric grid is
allowed to sell power in the Texas market at unregulated rates. Transmission
capacity, which may be limited, is needed to effect power sales. In the Texas
market, buyers and sellers may negotiate bilateral wholesale capacity, energy
and ancillary services contracts. Also, companies or business units whose power
generation facilities were formerly part of integrated utilities, like our Texas
generation business, must auction entitlements to 15% of their capacity as
described below. Furthermore, buyers and sellers may participate in the spot
market.

Operations and Capacity Auctions Generally. Since January 1, 2002, we have
operated our Texas generation business solely in the wholesale market. We are
required by the Texas Electric Restructuring Law to auction 15% of the capacity
of our Texas generation business and by the master separation agreement to
auction the remainder of the capacity of our Texas generation business. We may
satisfy these capacity auction obligations either by producing electricity in
our own power plants or by purchasing power in wholesale transactions. Our
auction products are only entitlements to capacity dispatched from base,
intermediate, cyclic or peaking units and do not convey a right to receive power
from a particular unit. This enables us to dispatch our commitments in the most
cost-effective manner, but also exposes us to the risk that, depending upon the
availability of our units, we could be required to supply energy from a higher
cost unit, such as an intermediate unit, to meet an obligation for lower cost
generation, such as base-load generation or to obtain the energy on the open
market. In addition, from time to time, we may be required to purchase power
from qualifying facilities under the Public Utility Regulatory Policies Act of
1978 (PURPA). For information about purchased power obligations, please read
"-- Fuel and Purchased Power -- Purchased Power Supply" in Item 1 of this Form
10-K.

Revenues from capacity auctions come from two sources: capacity payments
and fuel payments. Capacity payments are based on the final clearing prices, in
dollars per kilowatt-month, determined during the auctions. We bill for these
payments on a monthly basis just prior to the month of the entitlement. Fuel
payments consist of a variety of charges related to the fuel and ancillary
services scheduled through the auctioned products. We invoice for these fuel
payments on a monthly basis in arrears. Please read "-- Fuel and Purchased
Power" in Item 1 of this Form 10-K.

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

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

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

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

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

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

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

The capacity auctions were consummated at market-based prices that are
substantially below the historical regulated return on the facilities in our
Texas generation business. The Texas Electric Restructuring Law provides for the
recovery in a "true-up" proceeding of any difference between market power prices
received in the capacity auctions and the Texas Utility Commission's earlier
estimates of those market prices. For additional information regarding the
capacity auctions and the related true-up proceeding, please read Note 4 to our
consolidated financial statements.

We intend to conduct an auction in July 2002 to sell the remaining
available capacity for September through December 2002. Beginning in September
2002, we intend to hold auctions to sell remaining capacity for the year 2003.
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FUEL AND PURCHASED POWER

We rely primarily on natural gas, coal and lignite to fuel the facilities
in our Texas generation business. For information regarding our fuel contracts,
please read Note 14(a) to our consolidated financial statements. The 2000 and
2001 historical energy mix for our Texas generation business is set forth below.
These figures represent the generation and purchased power used to meet system
load and for off-system sales:

HISTORICAL ENERGY MIX(%) ------------ 2000 2001 ---- ----
Natural
JAS . ittt i i s 37 25
Coal and
s T 0 T 35 32
T o0 =Y -
8 8 Purchased
00 20 35 --
Total. ittt e e e e e 100
100 === ===

As a result of new air emissions standards imposed by federal and state
law, we anticipate longer plant outages in 2002 and higher levels of plant
maintenance in 2003 and subsequent years associated with the installation of
environmental equipment on our generating facilities. These factors could affect
the fuel mix of our Texas generation business. We anticipate that the capital
investment incurred through May 2003 to comply with these air emissions
requirements will be recoverable through the Texas Utility Commission's
determination of stranded costs. Please read "-- Environmental Matters" in Item
1 of this Form 10-K and Note 4 to our consolidated financial statements.

Through December 31, 2001, the Texas Utility Commission provided for the
recovery of most fuel and purchased power costs from customers through a fixed
fuel factor included in electric rates. Following the transition to retail
competition in January 2002, the energy sales of our Texas generation business
are based on the generation capacity entitlement auctions described above. Power
generated from the intermediate, cyclic or peaking entitlements in the capacity
auctions includes a fuel cost component that is tied to the indexed cost of gas,
reducing the risk associated with the price of gas for our Texas generation
business. Successful bidders in these auctions are able to dispatch energy from
their entitlements within the operational constraints of the generating units
supporting the capacity entitlement product they purchased. Under the terms of
the capacity auctions, successful bidders are required to absorb the
corresponding fuel cost for the energy dispatched so that, in effect, we will
recover our dispatch-based fuel costs from these bidders. For additional
information regarding our ability to recover these costs from customers before
and after the inception of retail electric competition, please read
"Regulation -- State and Local Regulations -- Texas -- Electric
Operations -- The Texas Electric Restructuring Law" in Item 1 of this Form 10-K
and Note 4(a) to our consolidated financial statements.

Natural Gas Supply. We obtain our long-term natural gas supply under
contracts with E1 Paso Merchant Energy-Gas L.P., HPL Resources Company and
Kinder Morgan Texas Pipeline, Inc. Our contract with Kinder Morgan is nearing
the end of its term and we are in the process of negotiating another long-term
contract with them, which we expect to sign in the second quarter of 2002.
Substantially all of our long-term natural gas supply contracts contain pricing
provisions based on fluctuating spot market prices. In 2001, 61% of the natural
gas requirements for our Texas generation business was purchased under these
long-term contracts, including 34% under the contract with Kinder Morgan. The
remaining 39% of natural gas requirements in 2001 was purchased on the spot
market. Based on current market conditions, we believe we will be able to
replace the supplies of natural gas covered under our long-term contracts when
they expire with gas purchased on the spot market or under new long-term or
short-term contracts if we continue to own Texas
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Genco after 2004. The natural gas consumption and cost information for our Texas
generation business in the year 2001 was as follows:

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

(1) Billion British thermal units (Bbtu).

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

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

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

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

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

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

We are a party to numerous contracts covering a portion of nuclear fuel
needs of the South Texas Project for uranium, conversion services, enrichment
services and fuel fabrication. Other than a fuel fabrication agreement that
extends for the life of the South Texas Project plant, these contracts have
varying expiration dates, and most are short to medium term (less than seven
years). Management believes that sufficient capacity for nuclear fuel supplies
and processing exists to permit normal operations of the South Texas Project's
nuclear generating units.
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Purchased Power Supply. Prior to January 1, 2002, Reliant Energy HL&P
purchased power from various qualifying facilities exercising their rights under
PURPA. These purchases were generally at the discretion of the qualifying
facilities and were made pursuant to a pricing methodology defined in tariffs
approved by the Texas Utility Commission and pursuant to agreements between
Reliant Energy HL&P and the qualifying facilities. Reliant Energy HL&P purchased
a total of 16.4 million MWh and 19 million Mwh from qualifying facilities in
2000 and 2001, respectively. Reliant Energy HL&P terminated all but two of its
agreements with the qualifying facilities in 2001 pursuant to the terms of the
agreements. The remaining two agreements expire March 31, 2005. The rights and
obligations under the two remaining agreements will be assigned to Texas Genco
in the Restructuring if they are not assigned to third parties.

As a result of the separation of Reliant Energy HL&P's utility functions,
the T&D Utility will not be subject to PURPA and the Texas Utility
Commission-approved tariffs in place before January 1, 2002 will no longer be
effective. However, our Texas generation business and the retail electric
providers under Reliant Resources will remain subject to PURPA. On January 23,
2002, certain qualifying facilities, including qualifying facilities that have
traditionally delivered power to Reliant Energy HL&P, filed an enforcement
action with the Federal Energy Regulatory Commission (FERC) seeking to force the
Texas Utility Commission to implement PURPA for Texas entities subject to PURPA
(FERC Docket No. ELG2-55). On February 15, 2002, FERC filed notice of its
intention not to act on this enforcement action. These qualifying facilities
have the right to appeal this decision in federal court. In the meantime, the
Texas Utility Commission is in the midst of a rulemaking proceeding to determine
whether it has the authority to regulate the PURPA obligations of any entity
and, if so, how such entity will implement its obligations, including a
methodology for pricing of these purchases. We anticipate that this rulemaking
will conclude in the second quarter of 2002. The proposed rule published by the
Texas Utility Commission does not apply to Texas generation businesses. If the
final rule is the same in this respect, our Texas generation business will self-
implement its PURPA obligations and will not be required to seek approval of its
pricing methodology from the Texas Utility Commission.

COMPETITION

The T&D Utility's operations are regulated by the Texas Utility Commission
and are conducted within its service territory pursuant to a Certificate of
Convenience and Necessity issued by the Texas Utility Commission. In order for
another provider of transmission and distribution services to provide such
services in the T&D Utility's territory, it would be required to obtain a
Certificate of Convenience and Necessity in proceedings before the Texas Utility
Commission. Our Texas generation business competes with other power generation
companies, including the now-unregulated generating facilities of other electric
utilities, independent power producers who own generation facilities for the
purpose of selling power in wholesale markets and power produced by cogenerators
and other qualified facilities. Due to the large quantity of generation built
recently in ERCOT, it is anticipated that the wholesale power market in Texas in
which our Texas generation business competes will be extremely competitive for
the next three to five years.

Please read "Electric Operations -- ERCOT Market Framework" in Item 1 of
this Form 10-K and "Management's Discussion and Analysis of Financial Condition
and Results of Operations -- Certain Factors Affecting Our Future
Earnings -- Factors Affecting the Results of Our Electric Operations" in Item 7
of this Form 10-K, which sections are incorporated herein by reference.

NATURAL GAS DISTRIBUTION

Our Natural Gas Distribution business segment consists of intrastate
natural gas sales to, and natural gas transportation for, residential,
commercial and industrial customers in Arkansas, Louisiana, Minnesota,
Mississippi, Oklahoma and Texas and some non-rate regulated retail gas marketing
operations.

We conduct intrastate natural gas sales to, and natural gas transportation
for, residential, commercial and industrial customers through three
unincorporated divisions of RERC Corp.: Arkla, Entex and Minnegasco. These
operations are regulated as gas utility operations in the jurisdictions served
by these divisions.

17



- Arkla. Arkla provides natural gas distribution services in over 245
communities in Arkansas, Louisiana, Oklahoma and Texas. The largest
metropolitan areas served by Arkla are Little Rock, Arkansas and
Shreveport, Louisiana. In 2001, approximately 65% of Arkla's total
throughput was attributable to retail sales of gas and approximately 35%
was attributable to transportation services.

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

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

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

COMMERCIAL AND INDUSTRIAL MARKETING SALES

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

SUPPLY AND TRANSPORTATION

Arkla. 1In 2001, Arkla purchased approximately 53% of its natural gas
supply from Reliant Energy Services, 29% pursuant to third-party contracts, with
terms varying from three months to one year, and 18% on the spot market. Arkla's
major third-party natural gas suppliers in 2001 included Oneok Gas Marketing
Company, Tenaska Marketing Ventures, Marathon 0il Company and BP Energy Company.
Arkla transports substantially all of its natural gas supplies under contracts
with our pipeline subsidiaries.

Entex. 1In 2001, Entex purchased virtually all of its natural gas supply
pursuant to term contracts, with terms varying from one to five years. Entex's
major third-party natural gas suppliers in 2001 included AEP Houston Pipeline,
Kinder Morgan Texas Pipeline, L.P., Gulf Energy Marketing, Island Fuel Trading
and Koch Energy Trading. Entex transports its natural gas supplies on both
interstate and intrastate pipelines under long-term contracts with terms varying
from one to five years.

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

Arkla and Minnegasco use 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.

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