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Forward-Looking Information

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and

Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking statements are statements that contain projections,

assumptions or estimates about our revenues, income and other financial items, our plans and objectives for future operations or about

our future economic performance, transactions and dispositions and financings related thereto. In many cases, you can identify

forward-looking statements by terminology such as anticipate, estimate, believe, continue, could, intend, may, plan, potent
should, will, expect, objective, projection, forecast, goal, guidance, outlook, effort, target and other similar words. I

of these words does not mean that the statements are not forward-looking.

Actual results may differ materially from those expressed or implied by the forward-looking statements as a result of many factors or
events, including, but not limited to, the following:

Demand and market prices for electricity, purchased power and fuel and emission charges;

e Limitations on our ability to set rates at market prices;

e Our ability to obtain adequate fuel supply;

e Interruption or breakdown of our generating equipment and processes;

e  Failure of third parties to perform contractual obligations;

e Changes in environmental regulations that constrain our operations or increase our compliance costs;

e Failure by transmission system operators to properly communicate operating and system information;
e Failure to meet our debt service, collateral postings and obligations related to our credit-enhanced retail structure;
e Ineffective hedging and other risk management activities;

e Changes in the wholesale energy market;

e The outcome of pending or threatened lawsuits, regulatory proceedings and investigations;

e Weather-related events;

e The timing and extent of changes in commodity prices and interest rates;

e Our ability to attract and retain customers and to adequately forecast their energy needs and usage; and

e Our access to capital.

Other factors that could cause our actual results to differ from our projected results are discussed or referred to in Item 1A of this report. Each
forward-looking statement speaks only as of the date of the particular statement and we undertake no obligation to update or revise any
forward-looking statement, whether as a result of new information, future events or otherwise.
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GLOSSARY OF TECHNICAL TERMS

brownfield site

Cal ISO
capacity

capacity factor
CenterPoint

CO2

commercial capacity factor
contribution margin

EBITDA

economic generation volume

EITF
EITF No. 02-03

EITF No. 03-11

EPA

ERCOT
ERCOT ISO
ERCOT Region
FASB

FERC

GAAP

gross margin

GWh
ISO
KWh
LIBOR

1v
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An existing location which has expansion, redevelopment or reuse opportunities to
improve efficiency, change fuel type, reduce emissions or increase capacity.
California Independent System Operator.

Energy that could have been generated at continuous full-power operation during
the period.

The ratio of actual net electricity generated to capacity.

CenterPoint Energy, Inc. and its subsidiaries, on and after August 31, 2002, and
Reliant Energy, Incorporated and its subsidiaries, prior to August 31, 2002.

Carbon dioxide.

Generation volume divided by economic generation volume.

Revenues less (a) purchased power, fuel and cost of gas sold, (b) operation and
maintenance, (c) selling and marketing and (d) bad debt expense.

Earnings (loss) before interest expense, interest income, income taxes, depreciation
and amortization expense.

Estimated generation at 100% plant availability based on an hourly analysis of when
it is economical to generate based on the price of power, fuel, emission allowances
and variable operating costs.

Emerging Issues Task Force.

EITF Issue No. 02-03, Issues Involved in Accounting for Derivative Contracts Held
for Trading Purposes and Contracts Involved in Energy Trading and Risk
Management Activities.

EITF Issue No. 03-11, Reporting Realized Gains and Losses on Derivative
Instruments that are Subject to FASB Statement No. 133 and Not Held for Trading
Purposes as Defined in EITF No. 02-03.

United States Environmental Protection Agency.

Electric Reliability Council of Texas.

ERCOT Independent System Operator.

The electric market operated by ERCOT.

Financial Accounting Standards Board.

Federal Energy Regulatory Commission.

Accounting principles generally accepted in the United States of America.
Revenues less purchased power, fuel and cost of gas sold. Gross margin excludes
depreciation, amortization, labor and other product costs.

Gigawatt hour.

Independent system operator.

Kilowatt hour.

London Inter Bank Offering Rate.




MISO
MMbtu
MW
MWh

net generating capacity

NOx
NYMEX
Orion Power
PEDFA
PIM

PJM Market

PUCT

REMA

RERH Holdings
RTO

SEC

SO2
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Midwest Independent Transmission System Operator, which is an RTO.

One million British thermal units.

Megawatt.

Megawatt hour.

The average of a facility s summer and winter generating capacities, net of auxiliary
power.

Nitrogen oxides.

New York Mercantile Exchange.

Orion Power Holdings, Inc. and its subsidiaries.

Pennsylvania Economic Development Financing Authority.

PJM Interconnection, LL.C, which is an RTO.

The wholesale and retail electric market operated by PJM primarily in Delaware,
the District of Columbia, Illinois, Maryland, New Jersey, Ohio, Pennsylvania,
Virginia and West Virginia.

Public Utility Commission of Texas.

Reliant Energy Mid-Atlantic Power Holdings, LLC and its subsidiaries.

RERH Holdings, LLC and its subsidiaries.

Regional transmission organization.

United States Securities and Exchange Commission.

Sulfur dioxide.
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PART I

Item 1. Business.
General

We provide electricity and energy services to retail and wholesale customers through two business segments.

e Retail energy provides electricity and energy services to approximately 1.9 million retail electricity customers in
Texas, including residential and small business customers and commercial, industrial and governmental/institutional
customers. We also serve commercial, industrial and governmental/ institutional customers in the PJM Market, and
we regularly evaluate entering other markets.

e Wholesale energy provides electricity and energy services in the competitive wholesale energy markets in the
United States through our ownership and operation or contracting for power generation capacity. As of December 31,
2006, we had approximately 16,000 MW of owned, leased or contracted for generation capacity in operation.

For information about our corporate history, business segments and disposition activities, see notes 1, 18, 20 and 21 to our consolidated financial
statements and Selected Financial Data in Item 6 of this Form 10-K.

Retail Energy

As a retail electricity provider, we arrange for the transmission and delivery of electricity to our customers, bill customers and collect payment
for electricity sold, and maintain call centers to provide customer service. We purchase the electricity we sell to customers from generation
companies, utilities, power marketers and other retail energy companies in the wholesale market. We obtain our transmission and distribution
services in Texas from entities regulated by the PUCT.

Our retail business for residential and small business customers is primarily concentrated in Texas. Based on metered locations, as of
December 31, 2006, we had approximately 1.6 million residential and 157,000 small business customers, making us the second largest mass
market electricity provider in Texas. Approximately 68% of our customers are in the Houston area. We also have customers in other Texas
cities, including Dallas, Ft. Worth and Corpus Christi.

In Texas and the PJM Market, we market electricity and energy services to commercial, industrial and governmental/institutional customers.
These customers include refineries, chemical plants, manufacturing facilities, hospitals, universities, governmental agencies, restaurants and
other facilities. Based on metered locations, as of December 31, 2006, we had approximately 76,000 commercial, industrial and
governmental/institutional customers.

Under our supply strategy for our retail business, we structure our supply portfolio to match our load demands by procuring sufficient power
prior to or concurrent with entering into retail sales commitments. Following the initiation of our credit-enhanced retail structure, we are no
longer required to post collateral for our Texas retail supply purchases.
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Operations Data

2006 2005 2004
(gigawatt hours)
Electricity Sales to End-Use Retail Customers:
Mass:
Residential:
Houston 15,447 18,029 19,314
Non-Houston 7,955 6,504 4,505
Small Business:
Houston 3,587 3,640 4,474
Non-Houston 1,375 891 528
Total Mass 28,364 29,064 28,821
Commercial and Industrial:
ERCOT(1) 33,393 32,309 35,445
Non-ERCOT 5,572 6,152 3,619
Total Commercial and Industrial 38,965 38,461 39,064
Market usage adjustments(2) 8 250 ) (51 )
Total 67,337 67,275 67,834
1) These volumes include customers of the Texas General Land Office for whom we provide services.
) The revenues and the related energy supply costs in our retail energy segment include our estimates of

customer usage based on initial usage information provided by the independent system operators and the distribution
companies. We revise these estimates and record any changes in the period as additional settlement information
becomes available (collectively referred to as market usage adjustments ). These amounts represent the adjustments to
volumes for market usage adjustments.

2006 2005 2004
(in thousands, metered locations)

Weighted Average Retail Customer Count:

Mass:

Residential:

Houston 1,164 1,256 1,360

Non-Houston 504 390 271

Small Business:

Houston 132 139 153

Non-Houston 29 17 10

Total Mass 1,829 1,802 1,794

Commercial and Industrial:

ERCOT(1) 74 70 77

Non-ERCOT 1 2 1

Total Commercial and Industrial 75 72 78

Total 1,904 1,874 1,872
1) Includes customers of the Texas General Land Office for whom we provide services.
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December 31,
2006 2005
(in thousands, metered locations)

Retail Customers:

Mass:
Residential:
Houston 1,095 1,213
Non-Houston 547 462
Small Business:
Houston 124 137
Non-Houston 33 29
Total Mass 1,799 1,841
Commercial and Industrial:
ERCOT(1) 75 70
Non-ERCOT 1 2
Total Commercial and Industrial 76 72
Total 1,875 1,913
1) Includes customers of the Texas General Land Office for whom we provide services.
Wholesale Energy

As of December 31, 2006, we owned, had an interest in or leased 37 operating electric power generation facilities with an aggregate net
generating capacity of 15,935 MW in five regions of the United States. The net generating capacity of these facilities consists of approximately
38% base-load, 35% intermediate and 27% peaking capacity.

We sell electricity and energy services from our generation portfolio in hour-ahead, day-ahead, forward, bilateral and ISO markets. We sell these
products to investor-owned utilities, municipalities, cooperatives and other companies that serve end users or purchase power at wholesale for
resale. Because our facilities are not subject to traditional cost-based regulation, we can generally sell electricity at market-determined prices.
The following table identifies the principal markets where we own, lease or have under contract wholesale generation assets:

Region Principal Markets

PIM Illinois, New Jersey and Pennsylvania

MISO Illinois, western Pennsylvania and Ohio
Southeast Florida, Mississippi and Texas (non-ERCOT)
West California and Nevada

ERCOT Texas (ERCOT)

Beginning June 1, 2007, we expect that a substantial portion of our capacity that clears a PIM auction will be committed to the PIM Market up
to three years in advance. Revenue from these capacity sales will be determined by new market rules, which are designed to ensure regional
reliability, encourage competition and reduce price volatility. Cal ISO is considering similar reforms to its wholesale market rules in California,
which are currently expected to be implemented in early 2008.

To ensure adequate fuel supplies, we contract for natural gas, coal and fuel oil for our generation facilities. For our natural gas-fired plants, we
also arrange for, schedule and balance natural gas from our suppliers and through transporting pipelines. To perform these functions, we lease
natural gas transportation and storage capacity.

11
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In February 2006, we completed an evaluation of our wholesale energy segment s hedging strategy and use of capital. As a result of our
evaluation, we substantially reduced hedging activity of our coal generation.

The following table describes our electric power generation facilities and net generating capacity by region as of December 31, 2006:

Number of Net Generating
Generation Capacity

Region Facilities (MW) Fuel Type Dispatch Type

PJIM

Operating(1) 21 7,230 Coal/Gas/Oil/Dual Base-load/Intermediate/Peaking
Mothballed 1 68 Dual Peaking

Combined 22 7,298

MISO

Operating 4 1,670 Coal/Gas/Oil Base-load/Intermediate/Peaking
Southeast

Operating(2)(3) 5 2,215 Gas/Dual Base-load/Intermediate/Peaking
Mothballed 1 800 Gas Intermediate

Combined 6 3,015

West

Operating 6 3,990 Gas/Dual Base-load/Intermediate/Peaking
ERCOT

Operating 1 830 Gas Base-load

Total

Operating 37 15,935

Mothballed 2 868

Combined 39 16,803

1) We lease a 100%, 16.67% and 16.45% interest in three Pennsylvania facilities having 572 MW, 1,711 MW

and 1,712 MW of net generating capacity, respectively, through facility lease agreements expiring in 2026, 2034 and

2034, respectively. The table includes our net share of the capacity of these facilities.

) We own a 50% interest in one of these facilities having a net generating capacity of 108 MW. An unaffiliated

party owns the other 50%. The table includes our net share of the capacity of this facility.

3) We are party to tolling agreements entitling us to 100% of the capacity of two Florida facilities having
630 MW and 474 MW of net generating capacity, respectively. These tolling agreements expire in 2012 and 2007,
respectively, and are treated as operating leases for accounting purposes.

4
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Operations Data

2006 2005 2004
GWh % Economic(1) GWh % Economic(1) GWh
Economic Generation Volume:
PIM Coal 23,541.9 81 % 23,152.2 81 % 20,249.4 80
MISO Coal 6,525.1 59 % 7,047.2 63 % 7,675.6 69
PIM/MISO Gas 998.0 3 % 1,562.9 6 % 672.3 2
West 2,830.0 11 % 2,032.0 9 % 4,542.9 16
Other 5,731.1 86 % 6,005.9 56 % 6,627.1 62
Total 39,626.1 39 % 39,800.2 39 % 39,767.3 38
Commercial Capacity Factor:
PIM Coal 82.9 % 78.9 % 79.1 %
MISO Coal 85.5 %o 83.3 %o 68.0 %o
PIM/MISO Gas 91.8 %o 77.1 % 83.0 %o
West 86.1 %o 95.9 %o 91.7 %o
Other 91.9 % 91.1 % 84.1 %
Total 85.1 % 82.3 %o 79.3 %o
Generation Volume(2):
PIM Coal 19,522.3 18,259.3 16,010.0
MISO Coal 5,571.7 5,871.4 5,219.3
PIM/MISO Gas 916.4 1,205.5 557.7
West 2,435.8 1,948.5 4,163.9
Other 5,268.8 5,474.3 5,571.6
Total 33,721.0 32,759.0 31,522.5
Unit Margin ($/MWh)(3):
PIM Coal $ 27.05 $ 35.05 $ 19.36
MISO Coal 21.33 33.38 11.88
PIM/MISO Gas 40.38 31.52 NM )
West 4.93 NM 4) 5.04
Other 0.76 4.93 7.36
Total weighted average $ 2076 $ 2720 $ 13.64
(1 Represents economic generation volume (hours) divided by maximum generation hours (maximum plant
capacity X 8,760 hours).
) Excludes generation volume related to power purchase agreements, including tolling agreements.
3) Represents open energy gross margin divided by generation volume. Open energy gross margin is a
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% Economic(1)

%
%
%
%
%
%

non-GAAP measure as discussed in Management s Discussion and Analysis of Financial Condition and Results of

Operations in Item 7 of this Form 10-K.

@) NM is not meaningful.
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Regulation
Texas

We are certified by the PUCT to provide retail electric service in Texas. We sell electricity in the competitive areas of ERCOT to residential and
small business customers at unregulated prices. Until January 1, 2007, we were required to make electricity available to Houston area residential
and small business customers at the PUCT-approved price-to-beat.

During 2006, approximately 528,000 of our residential customers in Houston selected one of our products other than the price-to-beat. Any
residential price-to-beat customers who did not select an alternative product by December 31, 2006 are now being served under our residential
service plan.

In the January 2007 Texas legislative session, a number of electricity-related bills have been filed that, if passed, could impact the retail
electricity market in Texas, including the PUCT s regulation of our activities.

In addition to the PUCT, our activities in Texas are subject to standards and regulations adopted by ERCOT. See Risk Factors in Item 1A of this
Form 10-K.

Other States

We operate electric generation facilities in regions administered by PJM, Cal ISO and MISO, which operate under FERC-established tariffs and
regulations. In each of these regions, the market rules include price limits or caps applicable to all generators. In addition, at the request of the
local system operator, we may be required to operate our plants at fixed prices or subject to temporary price caps to maintain reliability. The
ISOs also impose numerous other requirements relative to the manner in which we must operate our plants.

Federal Energy Regulatory Commission

A number of our subsidiaries are public utilities under the Federal Power Act and are subject to FERC rules and oversight regulations. As public
utilities, these entities must sell power at either market-based rates (if market-based rates authority has been granted by FERC) or cost-based
rates. Each of our FERC-jurisdictional subsidiaries has been granted market-based rate authority, although a limited number of services sold by
some of these entities are sold at cost-based rates.

Seasonality and Competition

The retail and wholesale energy industries are intensely competitive. Our competitors include merchant energy companies, utilities, retail
electric service providers and other companies, including in recent years companies owned by investment banking firms, hedge funds and
private equity funds. Our principal competitors in the retail electricity markets outside of Houston are typically incumbent retail electric
providers, which have the advantage of long-standing relationships with customers. In general, competition in the retail and wholesale energy
markets is on the basis of price, service, brand image and product offerings, as well as market perceptions of creditworthiness. For a discussion
of how seasonality impacts our business and for additional information on the effect of competition, see Risk Factors in Item 1A of this
Form 10-K and note 17 to our consolidated financial statements.

Environmental Matters

We are subject to numerous federal, state and local requirements relating to the protection of the environment and the safety and health of
personnel and the public. These requirements relate to a broad range of our activities, including the discharge of compounds into the air, water
and soil; the proper

6
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handling of solid, hazardous and toxic materials; and waste, noise and safety and health standards applicable to the workplace.

Based on existing regulations, our market outlook, and our current assessment of the costs of labor and materials and the state of evolving
technologies, we estimate that we will invest approximately $140 million in 2007, $220 million in 2008 and $150 million to $430 million in
2009 through 2014 on projects to reduce our emission levels, comply with existing regulations and lessen the environmental impact of our
operations. These amounts include $35 million for future ash landfill expansions from 2007 through 2014. As described below, a significant

amount of our expenditures relate to our election to upgrade the SO2 emissions controls at some of our facilities.

In some cases, which are described below, environmental laws and regulations are pending, are under consideration, are in dispute or could be
revised. Unless otherwise noted, we cannot predict the ultimate effect of these matters on our business. For additional information on how
environmental matters may impact our business, see Risk Factors in Item 1A of this Form 10-K and note 13(b) to our consolidated financial
statements.

Air Quality

Under the Clean Air Act, the EPA has implemented a number of emission control programs that affect industrial sources, including power
plants, by limiting emissions of NOx and SO2. NOx and SOz are precursors to the formation of acid rain, fine particulate
matter and regional haze. NOx is also a precursor to the formation of ozone.

NOx and SO2 Emissions

In March 2005, the EPA finalized a regulation, referred to as the Clean Air Interstate Rule, to further reduce emissions of NOx and SOz in the
Eastern United States in two phases. The first phase, which takes effect in 2009 for NOx and 2010 for SO2, requires
overall reductions within the area of approximately 50% in NOx and SO2 emissions on an annual basis. The second
phase, which takes effect in 2015, requires additional reductions of approximately 10% for a 60% total reduction in
NOx and approximately 15% for a 65% reduction in SO2. The EPA regulations include the use of cap-and-trade
programs to achieve these reductions.

These regulations require us to provide an allowance for each ton of NOx and SO2 that we emit under a cap-and-trade program. As
part of our effort to operate our business efficiently, we concluded that since our generating assets dispatch based on
market prices, we should maintain an emission allowances inventory that corresponds with forward power sales. We
may sell excess emission allowances inventory if the price is equal to or above our fundamental view of the value of
the allowances.

We have undertaken studies to evaluate possible impacts of the Clean Air Interstate Rule and similar legislative and regulatory proposals, which
will primarily affect our coal-fired facilities in the Eastern United States. Based on an economic analysis that includes plant operability, changes
in the emission allowances market, potential impact of state-imposed regulations and our preliminary estimates of capital expenditures, we have
elected to invest amounts ranging from approximately $340 million to $615 million through 2013 to principally reduce our emissions of SO2.
We anticipate that these expenditures would be made over time, with the majority of the expenditures being incurred
in 2007 and 2008.

Mercury Emissions

In March 2005, the EPA finalized the Clean Air Mercury Rule (CAMR), a national rule designed to reduce mercury emission from coal plants in
two phases through a cap-and-trade system. CAMR targets phase I reductions of approximately 30% in 2010 and phase II reductions of
approximately 70% in 2018. Under CAMR, states are permitted to adopt regulations that conform to CAMR or adopt their own
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mercury regulations that are stricter than those provided for in CAMR. Ohio has proposed regulations that generally conform to the federal
CAMR standard. Several states, including Pennsylvania, initiated litigation of CAMR, in particular to require mercury control on a facility basis,
instead of through a cap-and-trade system. The outcome of this litigation is uncertain, but may impact our ultimate requirements to control
mercury.

In late 2006, the Pennsylvania Department of Environmental Protection finalized stricter regulations for mercury emissions and several other
states have done so or are considering doing so as well. Pennsylvania s program generally requires mercury reductions on a facility basis in two
phases, with 80% reductions in 2010 and 90% reductions in 2015. Our preliminary estimate of capital expenditures to comply with the first
phase of the rules is approximately $45 million to $55 million for 2007 through 2009. Our analysis and evaluation of alternatives for compliance
with the second phase of this mercury control rule, including potential capital expenditures for controls, is underway.

Air Particulates

In September 2006, the EPA issued revised national ambient air quality standards for fine particulate matter with an aerodynamic diameter less
than or equal to 2.5 microns, or PM2.5. Individual states must identify the sources of emissions in noncompliant areas and develop emission
reduction plans. These plans may be state-specific or regional in scope. If our generating assets are located in areas that are not in compliance,

we could be required to take additional or accelerated steps to reduce our NOx and SO2 emissions.
Greenhouse Gas Emissions

There is an increased focus within the United States over the direction of domestic climate change policy. Several states, primarily in the
northeastern and coastal western United States, are increasingly active in developing state-specific or regional regulatory initiatives to stimulate

CO02 emission reductions in the electric power generation industry and other industries. The United States Congress is
considering numerous bills that would impose mandatory limitation of CO2 and other greenhouse gas emissions for
the domestic power generation sector. The specific impact on our business will depend upon the form of
emissions-related legislation or regulations ultimately adopted by the federal government or states in which our
facilities are located. In September 2006, California adopted legislation designed to reduce greenhouse gas emissions
to 25% below 1990 levels by 2020. This legislation requires the California Air Resources Board to adopt regulations
to become effective by 2012 which will limit emissions of greenhouse gases and provide for gradual reductions in
emission levels to the 2020 limit.

Water Quality

In July 2004, the EPA promulgated final regulations relating to the design and operation of cooling water intake structures at existing power
plants. In 2004, we initiated site-specific evaluations to determine our practicable compliance options and the associated costs. The EPA
developed facility-specific cost assumptions that provide an interim means to benchmark our future compliance expenditures. Using these
assumptions, we anticipate capital expenditures of approximately $50 million between 2008 and 2010. However, several environmental
organizations and Attorneys General of six northeastern states filed suit against the EPA alleging the regulations are insufficient for protection of
the state waters and fisheries. In January 2007, the court responded by remanding the rule to the 