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PART |

Item 1 — Business

General

» o ” o«

NRG Energy, Inc., or “NRG Energy”, the “Company”, “we”, “our”, or “us” is a wholesale power generation company, primarily engaged
in the ownership and operation of power generation facilities, the transacting in and trading of fuel and transportation services and the
marketing and trading of energy, capacity and related products in the United States and internationally. We have a diverse portfolio of electric
generation facilities in terms of geography, fuel type and dispatch levels. Our principal domestic generation assets consist of a diversified mix
of natural gas-, coal- and oil-fired facilities, representing approximately 40%, 31% and 29% of our total domestic generation capacity,
respectively. In addition, 23% of our domestic generating facilities have dual- or multiple-fuel capacity, which may allow plants to dispatch
with the lowest cost fuel option.

We seek to maximize operating income through the generation of energy, marketing and trading of energy, capacity and ancillary services
into spot, intermediate and long-term markets and the effective transacting in and trading of fuel supplies and transportation-related services.
We perform our own power marketing (except with respect to our West Coast Power and Rocky Road affiliates), which is focused on
maximizing the value of our North American and Australian assets through the pursuit of asset-focused power and fuel marketing and
trading activities in the spot, intermediate and long-term markets. Our principal objectives are the management and mitigation of commodity
market risk, the reduction of cash flow volatility over time, the realization of the full market value of the asset base, and adding incremental
value by using market knowledge to effectively trade positions associated with our asset portfolio. Additionally, we work with markets,
independent system operators and regulators to promote market designs that provide adequate long-term compensation for existing
generation assets and to attract the investment required to meet future generation needs.

As of December 31, 2004, we owned interests in 52 power projects in five countries having an aggregate net generation capacity of
approximately 15,400 MW. Approximately 7,900 MW of our capacity consisted of merchant power plants in the Northeast region of the United
States. Certain of these assets are located in transmission constrained areas, including approximately 1,400 MW of “in-city” New York City
generation capacity and approximately 750 MW of southwest Connecticut generation capacity. We also own approximately 2,500 MW of
capacity in the South Central region of the United States, with approximately 1,900 MW of that capacity supported by long-term power
purchase agreements.

As of December 31, 2004, our assets in the West Coast region of the United States consisted of approximately 1,300 MW of capacity with
the majority of such capacity owned via our 50% interest in West Coast Power LLC, or West Coast Power. Our assets in the West Coast
region were supported by a power purchase agreement with the California Department of Water Resources that expired on December 31,
2004. One-year term reliability must-run, or RMR, agreements with the California Independent System Operator, or Cal ISO, for
approximately 568 MW in the San Diego area have been renewed for 2005. On January 1, 2005, a new RMR agreement for the 670 MW
gross capacity of the West Coast Power El Segundo generating facility became effective. In January 2005, that generating facility entered into
a tolling agreement for its entire gross generating capacity of 670 MW commencing May 1, 2005 and extending through December 31, 2005.
During the term of this agreement, the purchaser will be entitled to primary energy dispatch right for the facility’s generating capacity. The
agreement is subject to the amendment of the El Segundo RMR agreement to switch to RMR Condition | and to otherwise allow the
purchaser to exercise its primary dispatch rights under this agreement while preserving Cal ISO’s ability to call on the EI Segundo facility as
a reliability resource under the RMR agreement, if necessary. Approximately 265 MW of capacity at the Long Beach generating facility was
retired January 1, 2005.

We own approximately 1,600 MW of net generating capacity in other regions of the U.S. We also own interests in plants having a net
generation capacity of approximately 2,100 MW in various international
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markets, including Australia, Europe and Brazil. We operate substantially all of our generating assets, including the West Coast Power
plants.

We were incorporated as a Delaware corporation on May 29, 1992. In March 2004, our common stock was listed on the New York Stock
Exchange under the symbol “NRG”. Our headquarters and principal executive offices are located at 211 Carnegie Center, Princeton, New
Jersey 08540. Our telephone number is (609) 524-4500. The address of our website is www.nrgenergy.com. Our recent annual reports,
quarterly reports, current reports and other periodic filings are available free of charge through our website. Our Corporate Governance
Guidelines and the charters of our Audit, Compensation and Governance and Nominating Committees are also available on our website at
www.nrgenergy.com/investor/corpgov.htm. These charters are available in print to any shareholder who requests them.

Strategy

We are a significant owner and operator of a diverse portfolio of electric generation facilities. We are focused on owning, operating and
maximizing the value of our generation assets in our core regions, which are the Northeast, South Central and West Coast regions of the
United States, as well as Australia. Our two principal objectives are: (i) to maximize the operating performance of our entire portfolio, and
(ii) to protect and enhance the market value of our physical and contractual assets through the execution of asset-based risk management,
marketing and trading strategies within well-defined risk and liquidity guidelines.

To achieve our principal objectives, we intend to pursue the following strategies, among others:

+ Develop the assets in our core regions into integrated businesses well suited to serve the requirements of the load-serving entities in
our core markets;

* Reinvest our capital in our existing assets for reasons of repowering, expansion, environmental remediation, operating efficiency,
reliability programs, greater fuel optionality, greater merit order diversity, enhanced portfolio effect or alternative use, among others; and

» Where consistent with our “core region” strategy, pursue selective acquisitions to complement the assets and portfolios in our core
regions.

From time to time we may also consider and undertake other merger and acquisition transactions that are consistent with our strategy.
We continue to market our interest in our remaining non-core assets. Thereafter, we have no current plans to market actively any of our core
assets, although our intention to maximize over time the value of all of our assets could lead to additional asset sales.

Competition

Wholesale power generation is a capital-intensive, commodity-driven business with numerous industry participants. Many of our large
competitors are facing restructuring, bankruptcy or liquidation. Many U.S. markets have a glut of generation capacity. New sources of capital
have entered the industry, including well-capitalized financial players seeking to acquire assets at distressed prices. Regulatory bodies,
including the Federal Energy Regulatory Commission, or FERC, regional independent system operators, state public utility commissions
and other regulatory participants are considering significant changes to the structure of certain wholesale utility markets.

Many companies in the regulated utility industry, with which the wholesale power industry is closely linked, are also restructuring or
reviewing their strategies. Several of those companies are discontinuing their unregulated activities, seeking to divest their unregulated
subsidiaries or attempting to have their regulated subsidiaries acquire assets out of their or other companies’ unregulated subsidiaries. This
may lead to increased competition between the regulated utilities and the unregulated power producers within certain markets.
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Competitive Strengths
We believe that we benefit from the following competitive strengths:

Plant Diversity. Our generation fleet in core regional markets includes plants dispatched as baseload generation, on an intermediate
basis and during peak periods. Approximately 4,300 MWs of domestic baseload capacity provide stability of cash flows, while 5,500 MWs of
domestic peaking capacity give us significant upside optionality. Our generation facilities include a diversified fuel mix of natural gas, coal and
oil. A significant percentage of our core domestic portfolio, approximately 31%, is fueled by coal, which is a distinct advantage at a time of
historically high natural gas prices. We believe that our Huntley, Dunkirk, Big Cajun Il and Indian River coal-fired facilities will continue, for
the foreseeable future, to have competitive advantages in terms of their marginal cost of production relative to the gas-fired plants with which
they compete. In addition, a significant portion of our non-coal domestic generation facilities have dual or multiple fuel capability, which allows
most of these plants to dispatch with the lowest cost fuel option. The volatility in oil and gas prices versus the stability of low-sulfur western
coal prices creates opportunities for us because of our ability to use low-sulfur coal in certain of our plants.

Locational Advantages. Owning multiple power plants in a particular market provides greater dispatch flexibility and increases power
marketing and trading opportunities. We have achieved this goal to a certain extent in the Northeast (New York, New England Power Pool, or
NEPOOL, and Pennsylvania, Jersey, Maryland Interconnection, or PJM) and South Central (Entergy) markets.

Transmission constraints and other market factors give certain of our power plants locational advantages over the competition. For
example, the Astoria and Arthur Kill plants serve the New York City market. Competitors outside the city limits are at a disadvantage because
transmission constraints restrict the importation of power into New York City, providing an advantage to “in-city” generation physically located
within city limits. Construction of new power plants in New York City is limited because of the difficulties in finding sites for new plants,
obtaining the necessary permits and arranging fuel delivery. In California, our facilities are located in the Los Angeles and San Diego load
basins where, similar to New York City, transmission constraints restrict the import of power from remotely located plants.

In some locations, a facility’s advantage is enhanced by the potential for repowering or site expansion or alternative use. Certain
Connecticut facilities, for example, have attractive locations in transmission-constrained areas in southern Connecticut. The El Segundo
plant located in the west Los Angeles load basin is well positioned to serve the needs of that region well into the future. Our California
facilities utilize ocean water cooling, which gives them competitive advantages, especially during water shortages in California, and provides
a competitive advantage in the potential siting of desalination projects or for other alternative uses. We are working to preserve our options to
expand or repower these facilities when economically justifiable.

Risk Mitigation. As a wholesale generator, we are subject to the risks associated with volatility in fuel and power prices. We seek to
mitigate these risks by managing a portfolio of contractual relationships for power supply, fuel needs and transportation services. We reduce
spot price volatility exposure via mid- and long-term contractual arrangements when these markets economically justify such transactions.
We plan to trade around the contractual commitments consistent with our market view in an effort to produce enhanced value from market
volatility.

Improved Financial Position. As part of our reorganization (discussed below), we eliminated approximately $5.2 billion of corporate level
bank and bond debt and approximately $1.3 billion of additional claims and additional disputes. Since January 1, 2004, we have successfully
sold select non-core assets and eliminated approximately $989.9 million of consolidated debt related to those assets. We continued
managing our balance sheet throughout 2004 with the tack-on bond offering in January and the refinancing of our credit facility in December.

Reorganization

We were formed in 1992 as the non-utility subsidiary of Northern States Power Company, or NSP, which was itself merged into New
Century Energies, Inc. to form Xcel Energy, Inc., or Xcel Energy, in 2000. While
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owned by NSP and later by Xcel Energy, we pursued an aggressive high growth strategy focused on power plant acquisitions, high leverage
and aggressive development, including site development and turbine orders. In 2002, a number of factors, most notably the aggressive
prices paid by us for our acquisitions of turbines, development projects and plants, combined with the overall downturn in the power
generation industry, triggered a series of credit rating downgrades which, in turn, precipitated a severe liquidity crisis at the Company. From
May 14 to December 23, 2003, we and a number of our subsidiaries undertook a comprehensive reorganization and restructuring under
chapter 11 of the United States Bankruptcy Code. With the exception of one subsidiary that remains in bankruptcy to effect its liquidation, all
NRG entities had emerged from chapter 11 as of December 31, 2004.

As part of our reorganization, Xcel Energy relinquished its ownership interest in us, and we became an independent public company. We
no longer have any material affiliation or relationship with Xcel Energy. As part of the reorganization, we eliminated approximately
$5.2 billion of corporate level bank and bond debt and approximately $1.3 billion of additional claims and disputes by distributing a
combination of equity and $1.04 billion in cash to our unsecured creditors.

As part of our restructuring, on December 23, 2003, we used the proceeds of a new $1.25 billion offering of 8% second priority senior
secured notes due 2013, and borrowings under a new $1.45 billion secured credit facility, to retire approximately $1.7 billion of project-level
debt. In January 2004, we used proceeds of a tack-on bond offering of the same notes to repay $503.5 million of the outstanding borrowings
under the secured credit facility.

In 2004, we completed our post-confirmation bankruptcy initiatives, including the liquidation of the chapter 11 subsidiaries deemed to be
of no value to NRG Energy (LSP-Nelson Energy LLC and NRG Nelson Turbines LLC); the collection and distribution to creditors of
amounts owing by our pre-bankruptcy parent company, Xcel Energy, Inc., under the plan of reorganization and related documents; and the
settlement of several large disputed claims. We are still litigating or seeking to settle a number of unresolved disputed claims, for which we
believe we have established an adequate disputed claims reserve pursuant to the NRG plan of reorganization. In all other respects, the
reorganization process was completed in 2004.

On December 24, 2004, we entered into an amendment and restatement of our $1.45 billion seven-year secured credit facility, recasting
it as a $950 million seven-year secured credit facility with more favorable covenants and interest rates, scheduled to expire in December
2011. On December 27, 2004, we completed the issuance of $420 million of perpetual convertible preferred stock, and used the proceeds to
redeem $375 million of our 8% second priority senior secured notes on February 4, 2005. In January 2005 and in March 2005, we
purchased $25 million and $15.8 million, respectively, of the notes.

Fresh Start Reporting

As a result of our emergence from bankruptcy, we adopted Fresh Start Reporting, or Fresh Start. Under Fresh Start, our confirmed
enterprise value was allocated to our assets and liabilities based on their respective fair values. See ltem 7 — Management’s Discussion and
Analysis of Financial Condition and Results of Operation — Reorganization and Emergence from Bankruptcy for additional information.
2004 was our first complete year following the adoption of Fresh Start.
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Performance Metrics

The following table contains a summary of our North American power generation revenues from majority-owned subsidiaries for the year
2004:

Alternative
Energy Capacity Energy Other Total
Region Revenues Revenues Revenues O&M Fees Revenues*** Revenues
(In thousands)

Northeast $ 853,454 $264,624 $ 49 $ — $133,026 $1,251,153
South Central 219,112 183,483 — — 15,550 418,145
West Coast* 9,276 (3,709) — 2 (3,096) 2,469
Other 27,816 84,097 1,748 186 (8,203) 105,644
Total North America

Power Generation** $1,109,658 $528,495 $ 1,797 $ 184 $137,277 $1,777,411

*

Consists of our wholly-owned subsidiary, NEO California LLC. Does not include revenues which were produced by assets in which we
have a 50% equity interest, primarily West Coast Power, and are reported under the equity method of accounting.
For additional information — see Item 15 — Note 23 of the Consolidated Financial Statements for our consolidated revenues by
segment disclosures.
Includes miscellaneous revenues from the sale of natural gas, recovery of incurred costs under reliability must- run agreements,
revenues received under leasing arrangements, revenues from maintenance, revenues from the sale of ancillary services and
revenues from entering into certain financial transactions, offset by contract amortization.

*%

In understanding our business, we believe that certain performance metrics are particularly important. These are industry statistics
defined by the North American Electric Reliability Council and are more fully described below:

Annual Equivalent Availability Factor, or EAF: is the total available hours a unit is available in a year minus the sum of all partial
outage events in a year converted to equivalent hours (EH), where EH is partial megawatts lost divided by unit net available capacity times
hours of each event, and the net of these hours is divided by hours in a year to achieve EAF in percent.

Average gross heat rate: We calculate the average heat rate for our fossil-fired power plants by dividing (a) fuel consumed in Btus by
(b) KWh generated. The resultant heat rate is a measure of fuel efficiency.

Net Capacity Factor: Net actual generation divided by net maximum capacity for the period hours.

The table below presents the North American power generation performance metrics for owned assets discussed above for the year ended
December 31, 2004.

Annual
Net Equivalent Average Gross

Net Owned Generation Availability Heat Rate Net Capacity
Region Capacity (MW) (MWh) Factor Btu/KWh Factor
Northeast® 7,884 13,205,017 85.6% 10,174 19.8%
South Central 2,469 10,470,786 92.1% 9,965 52.9%
West Coast** 1,315 2,354,668 80.0% 10,121 20.4%
Other North America 1,591 2,925,653 96.3% N/A 12.0%

*

Net Generation and the other metrics do not include Keystone and Conemaugh.
Includes 50% of the generation owned through our West Coast Power partnership.

*%
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The table below presents the Australian power generation performance metrics discussed above for the year ended December 31, 2004.

Annual
Net Equivalent Average Gross
Net Owned Generation Availability Heat Rate Net Capacity

Region Capacity (MW) (MWh) Factor Btu/KWh Factor
Flinders Northern Power

Station 520 3,924,196 93.2% 11,400 93.1%
Flinders Playford Power

Station 240 365,642 46.0% 16,300 18.9%
Gladstone* 630 3,065,044 83.2% 9,600 55.4%

* Includes 37.5% of the generation owned through our Gladstone partnership.

Power Generation
Northeast Region

Facilities. As of December 31, 2004, we owned 7,884 MW of net generation capacity in the Northeast region of the United States,
primarily in New York, Connecticut and Delaware. These generation facilities are diversified in terms of dispatch level (base-load,
intermediate and peaking), fuel type (coal, natural gas and oil) and customers.

The Northeast region’s power generation assets as of December 31, 2004 are summarized in the table below.

NRG’s
Net Owned Percentage

Power Capacity Ownership
Name and Location of Facility Market (MW) Interest Fuel Type
Oswego, New York NYISO 1,700 100% Oil/Gas
Huntley, New York NYISO 760 100% Coal
Dunkirk, New York NYISO 600 100% Coal
Arthur Kill, New York NYISO 842 100% Gas/Qil
Astoria Gas Turbines, New York NYISO 600 100% Gas/Qil
Somerset, Massachusetts ISO-NE 136 100% Coal/Qil
Middletown, Connecticut ISO-NE 786 100% Oil/Gas/Jet Fuel
Montville, Connecticut ISO-NE 498 100% Oil/Gas/Diesel
Devon, Connecticut ISO-NE 401 100% Gas/Oil/Jet Fuel
Norwalk Harbor, Connecticut ISO-NE 353 100% Oil
Connecticut Jet Power, Connecticut ISO-NE 127 100% Jet Fuel
Indian River, Delaware PJM 784 100% Coal/Qil
Vienna, Maryland PJM 170 100% Oil
Conemaugh, Pennsylvania PJM 64 4% Coal/Qil
Keystone, Pennsylvania PJM 63 4% Coal/Oil

Market Framework. Our largest asset base is located in the Northeast region. This asset base is comprised of investments in generation
facilities primarily located in the physical control areas of the New York Independent System Operator, or NYISO, the ISO New England,
Inc., or ISO-NE, and the Pennsylvania, Jersey, Maryland Interconnection, or PJM.

Although each of the three northeast ISOs and their respective energy markets are functionally, administratively and operationally
independent, they all follow, to a certain extent, the FERC-endorsed model for Standard Market Design, or SMD. The physical power
deliveries in these markets are financially settled by Locational Marginal Prices, or LMPs, which reflect the value of energy at a specific
location at the specific
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time it is delivered. This value is determined by an ISO- administered auction process, which evaluates and selects the least costly supplier
offers or ‘bids’ to fill the specific locational requirement. The ISO-sponsored LMP energy marketplaces consist of two separate and
characteristically distinct settlement time frames. The first is a security-constrained, financially firm, “Day Ahead” unit commitment market.
The second is a security-constrained, financially settled, “Real-time” dispatch and balancing market. In addition to energy delivery, the ISOs
manage secondary markets for installed capacity, ancillary services and financial transmission rights.

Market Developments. ISO-NE and NEPOOL operate a centralized energy market with “Day-Ahead” and “Real-time” energy markets.
On August 23, 2004, ISO-NE filed its proposal for locational installed capacity, or LICAP, with FERC, which will decide the issue in a
litigated proceeding before an administrative law judge. Under the proposal, separate capacity markets would be created for distinct areas of
New England, including southwest Connecticut. While we view this proposal as a positive development, as it is currently proposed it would
not permit us to recover all of our fixed costs. In response, we have submitted testimony which includes an alternative proposal. FERC’s goal
is to make a decision on the precise terms of the NEPOOL LICAP market in the fall of 2005, to be effective January 1, 2006.

On January 27, 2005, FERC approved the settlement of various reliability must-run, or RMR, agreements between some of our
Connecticut generation and ISO-NE. Under the settlement, we will receive monthly payments for the Devon 11-14, Montville and
Middletown facilities until December 31, 2005, the day before the expected implementation date for LICAP. The settlement also requires the
payment of third party maintenance expenses by NEPOOL participants incurred by Devon 11-14, Middletown, Montville and Norwalk Harbor
and are capped at $30 million for the period April 1, 2004 through December 31, 2005. The settlement also approves prior RMR agreements
involving Devon 7 and 8, both of which are on deactivated reserves.

The NYISO operates an energy market that is structurally the same as the New England energy markets. In April 2003, NYISO
implemented a demand curve in its capacity market and scarcity pricing improvements in its energy market. The New York demand curve
eliminated the previous market structure’s tendency to price capacity at either its cap (deficiency rate) or near zero. FERC had previously
approved the demand curve, but on December 19, 2003, the Electricity Consumers Resource Council appealed the FERC decision to the
United States Court of Appeals for the District of Columbia Circuit. On December 3, 2004, NRG Energy and other suppliers filed a brief in
opposition. An adverse decision by the Court of Appeals could require the elimination of the demand curve for the capacity market, and would
negatively impact the development of LICAP in New England and PJM in addition to New York.

On January 7, 2005, NYISO filed proposed LICAP demand curves for the following capacity years: 2005-06, 2006-07 and 2007-08.
Under the NYISO proposal, the LICAP price for New York City generation would be $126 per KW-year for the capacity year 2006-07. On
January 28, 2005, we filed a protest at FERC asserting the LICAP price for this period should be at least $140 per KW-year.

Our New York City generation is presently subject to price mitigation in the installed capacity market. When the capacity market is tight,
the price we receive is limited by the mitigation price. However when the New York City capacity market is not tight, such as during the
winter season, the proposed demand curve price levels should increase our revenues from capacity sales.

On January 25, 2005, FERC issued an order approving the PJM proposal to increase the compensation for generators which are located
in load pockets and are mitigated at least 80% of their running time. Specifically, when a generator would be subject to mitigation, the
generator would have the option of recovering its variable cost plus $40 or a negotiated rate with PJM, based on the facility’s going forward
costs. If the generator declines both options, it could file for an alternative rate with FERC. FERC also substantially revised the exemption of
facilities built after 1996 from the energy price capping mitigation rule. Several of our facilities are presently mitigated 80% of the time and,
therefore, are impacted by the change.
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South Central Region

Facilities. As of December 31, 2004, we owned 2,469 MW of net generating capacity in the South Central region of the United States.
The South Central region’s generating assets consist primarily of our power generation facilities in New Roads, Louisiana, referred to as the
Cajun Facilities, and the Sterlington and Bayou Cove generating facilities.

Our portfolio of plants in Louisiana comprises the third largest generator in the Southeastern Electric Reliability Council/ Entergy, or
SERC-Entergy region. Our primary assets are the Cajun Facilities, which are primarily coal-fired assets supported by long-term power
purchase agreements with regional cooperatives.

The South Central region’s power generation assets as of December 31, 2004 are summarized in the table below.

NRG’s
Net Owned Percentage

Power Capacity Ownership Fuel
Name and Location of Facility Market (MW) Interest Type
Big Cajun I, Louisiana* SERC-Entergy 1,489 86% Coal
Big Cajun I, Louisiana SERC-Entergy 458 100% Gas/Oill
Bayou Cove, Louisiana SERC-Entergy 320 100% Gas
Sterlington, Louisiana SERC-Entergy 202 100% Gas

*  We own 100% of Units 1 and 2 and 58% of Unit 3.

Market Framework. Our South Central region’s assets are located within the franchise territory of Entergy, a vertically-integrated utility.
Entergy performs the scheduling, reserve and reliability functions that are administered by ISOs in certain other regions of the United States
and Canada. We operate a North American Electric Reliability Council, or NERC, certified-control area within the Entergy franchise territory,
which is comprised of our generating assets and our cooperatives’ customer loads. In the South Central region, including Entergy’s franchise
territory, the energy market is not a centralized market and it does not have an independent system operator as is found in the northeast
markets. All power sales and purchases are consummated bilaterally between individual counter-parties, and physically delivered either
within or across the physical control areas of the transmission owners. Transacting counter-parties are required to reserve and purchase
transmission services from the intervening transmission owners at their FERC-approved tariff rates. Included with these transmission
services are the reserve and ancillary costs. Energy prices in the South Central region are determined and agreed to in bilateral negotiations
between representatives of the transacting counter-parties, using market information gleaned by the individual marketing agents arranging
the transactions.

Market Developments. We have long-term “all requirements” contracts with 11 Louisiana distribution cooperatives, serving
approximately 350,000 retail customers, and long-term contracts with the Municipal Energy Agency of Mississippi, South Mississippi Electric
Power Association and Southwestern Electric Power Company. With limited exceptions, the all-requirements nature of certain of the power
supply agreements between Louisiana Generating and its cooperative customers requires Louisiana Generating to serve future expansion of
those cooperative loads at existing contract rates. Additionally, at times of maximum demand, our generating facilities do not produce enough
power to serve their customers, and we purchase power in the market to make up the shortfall.

Entergy has filed an Independent Coordinator of Transmission, or ICT, proposal at FERC and with the public service commissions of the
states of Louisiana, Mississippi and Arkansas. Entergy states that this proposal will achieve greater oversight of its transmission system
operation and provide greater efficiency for providing and pricing transmission service. On March 22, 2005, FERC approved the ICT proposal
for a two-year period, subject to certain conditions.

On December 17, 2004, FERC ordered that an investigation and evidentiary hearing be held to determine whether Entergy is providing
access to its transmission system on a short-term basis and in a just and
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reasonable manner. On March 22, 2005, FERC suspended the hearing until Entergy indicates whether it will accept the FERC’s conditional
approval of its ICT proposal. On March 25, 2005, FERC permitted Entergy’s proposal regarding reserving 2,900 MWs of import capacity on
its transmission system for emergency purposes to go into effect subject to refund. The case was set for hearing, which was then suspended
pending settlement discussions.

In December 2004, we entered into a long-term coal transport agreement with the Burlington Northern and Santa Fe Railway Company
and affiliates of American Commercial Lines LLC to deliver low sulfur coal to our Big Cajun Il facility in New Roads, Louisiana beginning
April 1, 2005. In December 2004, we also entered into coal purchase contracts extending through 2007. In March 2005, we entered into an
agreement to purchase 23.75 tons of coal over a period of four years and nine months from Buckskin Mining Company, or Buckskin. The
coal will be sourced from Buckskin’s mine in the Powder River Basin, Wyoming, and will be used primarily in NRG Energy’s coal-burning
generation plants in the South Central region.

In August 2004, we entered into a contract to purchase 1,540 aluminum railcars from Johnston America Corporation to be used for the
transportation of low sulfur coal from Wyoming to NRG Energy’s coal burning generating plants, including the Cajun Facilities. On
February 18, 2005, we entered into a ten-year operating lease agreement with GE Railcar Services Corporation, or GE, for the lease of 1,500
railcars and delivery commenced in February 2005. We have assigned certain of our rights and obligations for 1,500 railcars under the
purchase agreement with Johnston America to GE. Accordingly, the railcars which we lease from GE under the arrangement described
above will be purchased by GE from Johnston America in lieu of our purchase of those railcars.

West Coast Region

Facilities. As of December 31, 2004, we owned 1,315 MW of net generating capacity in the West Coast region, primarily in California
and Nevada. Our West Coast generation assets consist primarily of a 50% interest in West Coast Power LLC, or West Coast Power.
Effective January 1, 2005, the Long Beach Generating Station was permanently retired, reducing our net generating capacity by 265 MW, to
1,050 MW. The ultimate disposition of the Long Beach plant and property has yet to be determined. However, site demolition and remediation
costs, if required, are expected to approximate the market value of the property. The Company has been negotiating a sale of the Saguaro
plant and closing is expected to take place sometime during 2005.

In May 1999 we formed West Coast Power, along with Dynegy, Inc., to serve as the holding company for a portfolio of operating
companies that own generation assets in Southern California in the California Independent System Operator, or Cal ISO, market. This
portfolio currently consists of the El Segundo Generating Station, the Encina Generating Station and 13 combustion turbines in the
San Diego area. Dynegy provides power marketing and fuel procurement services to West Coast Power, and we provide operations and
management services. On December 23, 2004, California Energy Commission, or CEC, approved our application for a permit to repower
the existing El Segundo site and replace retired units 1 and 2 with 630 MW of new generation. On January 19, 2005, the CEC voted
unanimously to reconsider its December 23, 2004 decision to certify the repowering project. The reconsideration hearing took place on
February 2, 2005 and the permit was approved by unanimous vote of the CEC. The reconsideration extended the 30-day period in which
parties may petition for rehearing or seek judicial review to March 4, 2005. A petition seeking review of the CEC final order was filed with the
California Supreme Court on March 14, 2005. We believe this filing to be untimely.

Our West Coast Power assets were supported by a power purchase agreement with the California Department of Water Resources that
expired on December 31, 2004. We do not anticipate that we can replace that contract with one that has similar or more attractive terms and
conditions. One-year term RMR contracts with Cal ISO for 576 MW of net owned capacity in the San Diego area have been renewed for
2005. On January 1, 2005, a new RMR agreement for the 670 MW gross capacity of the West Coast Power El Segundo generating facility
became effective. In January 2005, that generating facility entered into a tolling agreement for its entire gross generating capacity of 670 MW
commencing May 1, 2005 and extending through
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December 31, 2005. During the term of this agreement, the purchaser will be entitled to primary energy dispatch right for the facility’s
generating capacity. The agreement is subject to the amendment of the El Segundo RMR agreement to switch to RMR Condition | and to
otherwise allow the purchaser to exercise its primary dispatch rights under this agreement while preserving Cal ISO’s ability to call on the
El Segundo facility as a reliability resource under the RMR agreement, if necessary. The RMR contract on approximately 45 MW of
generating capacity at Red Bluff expired on December 31, 2004 and will not be renewed for 2005.

The West Coast region’s power generation assets as of December 31, 2004 are summarized in the table below.

NRG’s
Net Owned Percentage

Power Capacity Ownership Fuel
Name and Location of Facility Market (MW) Interest Type
Encina, California Cal ISO 483 50% Gas/Qil
El Segundo Power, California Cal ISO 335 50% Gas
Long Beach Generating, California* Cal ISO 265 50% Gas
San Diego Combustion Turbines, California Cal ISO 85 50% Gas/Oill
Saguaro Power Co., Nevada WECC 53 50% Gas/Oil
Chowchilla, California Cal ISO 49 100% Gas
Red Bluff, California Cal ISO 45 100% Gas

*

Retired effective January 1, 2005

Market Framework. Our West Coast region assets are primarily located within the control area of Cal ISO. Cal ISO operates a financially
settled “Real-time” balancing market similar to the regional ISOs in the northeast area of the U.S. Cal ISO’s “Day Ahead” energy markets are
similar to those in the South Central region, with all power sales and purchases consummated bilaterally between individual counter-parties
and scheduled for physical delivery with Cal ISO.

Market Developments. In California, Cal ISO continues with its plan to move toward markets similar to PJM, NYISO and ISO-NE, with
its Market Redesign & Technology Upgrade, or MRTU, formerly known as MD02 (market design 2002). The proposed changes will re-
establish a “real-time” market and allow for multiple settlements. NRG Energy views this as an improvement to the existing structure. In
general, Cal ISO is continuing along a path of small incremental changes, rather than implementing a comprehensive market restructuring.
The effect of the new MRTU changes on NRG Energy cannot be determined at this time.

In addition to the Cal ISO’s market changes, numerous legislative initiatives in California create uncertainty and risk for us. Most
significantly, SB39XX mandates that the California Public Utilities Commission, or CPUC, exercise jurisdiction over the operating and
maintenance procedures of wholesale power generators including the setting of operating, maintenance and logbook standards. On
October 28, 2004, the CPUC issued draft orders directing in-state utilities to meet a 15-17% reserve requirement by no later than June 2006,
and establishing a requirement that the utilities acquire 90% of their capacity needs a year in advance. This order may present opportunities
for West Coast Power to enter into new bilateral agreements.

In September 2004, Governor Schwarzenegger vetoed AB2006, commonly referred to as the “re-regulation” initiative, with a promise to
the people of California to create a competitive energy market in California that will attract the investment capital required to meet growing
load obligations.

Other North America

Facilities. As of December 31, 2004, we owned approximately 1,591 MW of net generating capacity in other regions of the U.S.
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Our Other North America power generation assets as of December 31, 2004 are summarized in the table below.

NRG’s
Net Owned Percentage

Capacity Ownership Fuel
Name and Location of Facility Power Market (MW) Interest Type
Audrain, Missouri* MAIN 640 100% Gas
Rockford I, lllinois MAIN 342 100% Gas
Rockford I, lllinois MAIN 171 100% Gas
Rocky Road Power, lllinois PJM 175 50% Gas
llion, New York NYISO 60 100% Gas/Qil
Dover, Delaware PJM 106 100% Gas/Qil
James River, Virginia* SERC-TVA 55 50% Coal
Paxton Creek Cogeneration PJM 12 100% Gas
Other — 3 projects* Various 30 Various Various

* May sell or dispose of in the next 12 months.

Australia

Facilities. As of December 31, 2004, we owned approximately 1,390 MW of net generating capacity in Australia. The Flinders assets are
comprised of the Northern Power Station which provides 520 MW, the refurbished Playford Power Station, which provides 240 MW and the
Leigh Creek Coal Mine which supplies coal to both plants. The 1,680 MW Gladstone Plant, of which we own 37.5%, is operated by
NRG Energy.

Our Australian power generation assets as of December 31, 2004 are summarized in the table below.

NRG’s
Net Owned Percentage
Capacity Ownership Fuel
Name and Location of Facility Purchaser/ Power Market (MW) Interest Type
Flinders, South Australia National Electricity Market 760 100% Coal
Gladstone Power Station, Queensland Enertrade/Boyne Smelters 630 37.5% Coal

Market Framework

The National Electricity Market operates across the interconnected states of southern and eastern Australia. The market represents a
physical wholesale trading exchange based on merit order generation dispatch and gross pool settlement, within an energy-only market
design. The physical market is managed by National Electricity Market Management Co. Ltd., or NEMMCO, as the independent market
operator, with spot prices determined on a regional basis in half-hourly trading intervals, capped at a maximum of AUD 10,000/ MWh. The
maijority of wholesale trading occurs through bilateral financial (hedge) contracts between counter-parties on a regional basis, with some
limited financial trading through exchange traded futures.

The Flinders plant operates within the market as a merchant portfolio. Northern Power Station (520 MW base load) and Playford Power
Station (240 MW mid merit) are the only coal-fired units in South Australia. Their output, together with the output of the gas fired Osborne
Power Station (output purchased under long-term power purchase agreements, or PPAs) supply over 40% of the state’s electricity. All output
is market traded, with revenue streams protected by hedge contracts for a large proportion of forward output.

The output of Gladstone is fully contracted under long-term PPAs to an adjacent aluminum smelter and a government entity that trades
its portion into the market.
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Market Development

In late 2003, the governments spanning the National Electricity Market embarked upon a series of reforms to address perceived
deficiencies in the governance and institutional structure of the market. These reforms are proceeding under cooperative legislation expected
to be in operation by mid-2005, and include the creation of a new national energy regulator and the establishment of a more efficient process
to change and administer the rules governing the operation of the market.

These reforms are not intended to alter the operation or fundamental design of the market, but are designed to streamline the
administration of the wholesale market, increase regulatory certainty for investors, and improve rule change and decision-making processes
in both the electricity and gas sectors.

Further policy announcements are expected in the near future in relation to electricity transmission planning and regulation, trading
region boundary change arrangements, and funding arrangements for the new institutional bodies.
Other International

Facilities. Over the past decade, through our foreign subsidiaries, we invested in international power generation projects in Australia,
Europe and Latin America. During 2002, 2003 and 2004, we sold international generation projects with an aggregate total generating capacity
of approximately 600 MW, 1,640 MW and 833 MW, respectively. As of December 31, 2004, we had investments in power generation
projects located in the United Kingdom, Germany and Brazil with approximately 768 MW of net generating capacity.

Our Other International power generation assets as of December 31, 2004 are summarized in the table below.

NRG’s
Net Owned Percentage
Capacity Ownership Fuel

Name and Location of Facility Purchaser/ Power Market (MW) Interest Type
Europe:

Enfield Energy Centre, UK* UK Electricity Grid 95 25% Gas
Schkopau Power Station, Germany Vattenfall Europe 400 42% Coal
MIBRAG mbH, Germany** ENVIA/MIBRAG Mines 119 50% Coal
Brazil:

Itiquira Energetica, Brazil* COPEL 154 99% Hydro

*

NRG may sell or dispose of in the next 12 months.
Primarily a coal mining facility.

*%

Alternative Energy and Services

We own alternative energy generation facilities through NEO Corporation, or NEO, and through our NRG Resource Recovery business
division, which converts municipal solid waste, or MSW, into refuse derived fuel suitable to burn in third party power plants.

NEO Corporation. NEO is a wholly-owned subsidiary that was formed to develop power generation facilities ranging in size from one to
49 MW in the United States. As of December 31, 2004, NEO had 41 MW of net ownership interests in 15 hydroelectric facilities and
98.6 MW of net ownership interests in four distributed generation facilities including 94 MW of gas-fired peaking engines in California
(referred to as the Red Bluff and Chowchilla facilities and included in our summary of the West Coast region). Certain of the assets owned by
NEO are currently being marketed. See “Significant Dispositions of Non-Strategic Assets” under this Item 1 for more information.

13




Table of Contents

Resource Recovery Facilities. Our Resource Recovery business is focused on owning and operating alternative fuel/“green power”
generation and fuels processing projects. The alternative fuels currently processed and combusted are municipal solid waste, urban wood
waste (pallets, clean construction debris, etc.), and non-recyclable waste paper and compost. Our Resource Recovery business has
municipal solid waste processing capacity of approximately 2,800 tons per day. Our Resource Recovery business owns and operates
municipal solid waste processing facilities in Minnesota, as well as NRG Processing Solutions, including ten composting and biomass fuel
processing sites in Minnesota, three of which are permitted to operate as municipal solid waste transfer stations.

Our significant Resource Recovery assets as of December 31, 2004 are summarized in the table below.

NRG’s
Percentage
Net Owned Ownership
Name and Location of Facility Purchaser/ MSW Supplier Capacity Interest Fuel Type
Newport, MN* Ramsey and Washington
Counties 1,500 tons/day 100% Refuse Derived Fuel
Elk River, MN** Anoka, Hennepin and
Sherburne Counties; Tri-
County Solid Waste
Management Commission 1,275 tons/day 85% Refuse Derived Fuel

The Newport facilities are related strictly to municipal solid waste processing (MSW).
Our 85% interest in the Elk River facility is related strictly to municipal solid waste processing.

*%

Non-Generation

In addition to our traditional power generation facilities discussed above, we have interests in district heating and cooling systems and
steam transmission operations through our subsidiary, NRG Thermal LLC. NRG Thermal’s steam and chilled water businesses have a
steam and chilled water capacity of approximately 1,225 megawatt thermal equivalents, or MWit.

As of December 31, 2004, NRG Thermal owned five district heating and cooling systems in Minneapolis, Minnesota; San Francisco,
California; Pittsburgh, Pennsylvania; Harrisburg, Pennsylvania; and San Diego, California. These systems provide steam heating to
approximately 565 customers and chilled water to 90 customers. In addition, NRG Thermal owns and operates three projects that serve
industrial/government customers with high-pressure steam and hot water, an 88 MW combustion turbine peaking generation facility and an
18 MW coal-fired cogeneration facility in Dover, Delaware (included in the summary of the Other North America region).
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Our thermal and chilled water assets as of December 31, 2004 are summarized in the table below.

NRG’s
Percentage
Net Owned Ownership
Name and Location of Facility Customers Capacity* Interest Fuel Type
NRG Energy Center Minneapolis, Steam:
Minnesota 1,203 mm Btu/hr.
(353 MWt)
Approx. 100 steam customers Chilled water:
and 45 chilled water 41,630 tons
customers (146 MW1) 100% Gas/Oill
NRG Energy Center San Francisco, Steam:
California 482 mm Btu/hr.
Approx. 170 steam customers (141 MWI) 100% Gas
NRG Energy Center Harrisburg, Steam:
Pennsylvania 440 mm Btu/hr.
(129 MWi)
Chilled water:
Approx. 270 steam customers 2,400 tons
and 3 chilled water customers (8 MWHt) 100% Gas/Oil
NRG Energy Center Pittsburgh, Steam:
Pennsylvania 266 mm Btu/hr.
(78 MWHt)
Chilled water:
Approx. 25 steam and 12,580 tons
25 chilled water customers (44 MWi) 100% Gas/Oil
NRG Energy Center San Diego, Chilled water:
California Approx. 20 chilled water 7,425 tons
customers (26 MWHt) 100% Gas
NRG Energy Center Steam:
St. Paul, Minnesota 430 mm Btu/hr.
Rock-Tenn Company (126 MWt) 100% Coal/Gas/Oil
Camas Power Boiler Washington Steam:
200 mm Btu/hr.
Georgia-Pacific Corp. (59 MWt) 100% Biomass
NRG Energy Center Steam:
Dover, Delaware 190 mm Btu/hr.
Kraft Foods, Inc. (56 MWHt) 100% Coal
NRG Energy Center Andersen Corporation and Steam:
Bayport, Minnesota Minnesota Correctional 200 mm Btu/hr.
Facility (59 MWit) 100% Coal/Gas/Propane

*

mmBtu is equal to one million Btus.

Energy Marketing

Thermal production and transmission capacity is based on 1,000 Btus per pound of steam production or transmission capacity. The unit

Our wholly-owned energy marketing subsidiary, NRG Power Marketing, Inc., or PMI, began operations in 1998. PMI provides a full
range of energy management services for our domestic generation facilities. These services are provided under bilateral contracts or
agreements pursuant to which PMI engages in the sale,
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purchase and trading of energy, capacity and ancillary services from the facilities, transacts in and trades the fuel (coal, oil and natural gas)
and associated transportation, and manages and trades the emission allowance credits for these facilities. A significant responsibility of PMI
is to recommend to senior management commercial hedge transactions in an effort to manage risk and to maximize earnings and cash flow
for NRG Energy. In addition, PMI provides all necessary ISO bidding, dispatch, and transmission scheduling for the facilities. PMI also
utilizes its contractual arrangements with third parties to procure fuel, to sell energy, capacity and ancillary services to minimize
administrative costs and burdens and reduce the collateral requirements imposed by third party suppliers and purchasers.

NRG Worldwide Operations

Our wholly-owned subsidiary, NRG Worldwide Operations, or NRG Operations, provides operating and maintenance services to our
generation facilities. These services include providing experienced personnel for the operation and administration of each facility and
oversight out of the corporate office to balance resources, share expertise and best practices, and to ensure the optimum utilization of
resources available to the facilities. In addition, NRG Operations provides overall facilities management, strategic planning, and the
development and dissemination of consistent Company policies and practices relating to operations.

Financial Information About Segments and Geographic Areas

For financial information on our operations on a geographical and on a segment basis, see ltem 15 — Note 23 to the Consolidated
Financial Statements.
Dispositions of Non-Strategic Assets

We continue to market our interest in our remaining non-core assets. Since 2003, we sold or made arrangements to sell a number of
consolidated businesses and equity investments in an effort to reduce our debt, improve liquidity and rationalize our investments.
Dispositions completed during 2004 are summarized in the following chart:

Gain/(Loss) on Debt
Asset (Location) Segment Closing Date Proceeds Disposition Reduction
(In thousands)

Calpine Cogeneration Other North 3/07/2004 $ 30 $ 0.7 $ —
America

Loy Yang (Australia) Australia 4/08/2004 26.7 (1.3) —

PERC (Maine) Other North 4/16/2004 18.4 3.2 25.2
America

Cobee (Bolivia) Other International 4/27/2004 50.0 2.8 241

Hsin Yu (Taiwan) Other International 5/13/2004 1.0 10.3 46.4

McClain (Oklahoma) Other North 7/09/2004 160.2 (3.0 156.5
America

Batesville (Mississippi) Other North 7/24/2004 27.6 11.0 289.3
America

NEO projects Alternative Energy 9/30/2004 5.8 6.0 —

NEO equity projects Alternative Energy 9/30/2004 6.1 (3.8 —

CALP, Virginia Other North 11/30/2004 14.9 (4.6) —
America

Kendall, lllinois Other North 12/01/2004 1.0 (26.5) 448.4
America

Total $314.7 $ (5.2) $ 989.9

Significant Customers
Reorganized NRG

For the year ended December 31, 2004, we derived approximately 49.8% of our total revenues from majority-owned operations from four
customers: NYISO accounted for 28.5%, ISO New England accounted for 9.1%, National Electricity Market Management Co. Ltd (