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KPMG LLP
1601 Market Street
Philadelphia, PA 19103-2499

Independent Auditors’ Report

The Member
NRG REMA, LLC:
We have audited the accompanying consolidated financial statements of NRG REMA, LLC and its
subsidiaries, which comprise the consolidated balance sheets as of December 31, 2014 and 2013, and the
related consolidated statements of operations, member’s deficit, and cash flows for the years then ended, and
the related notes to the consolidated financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.

Opinion
In our opinion, the consolidated financial statements referred to above present fairly in all material respects,
the financial position of NRG REMA, LLC and its subsidiaries as of December 31, 2014 and 2013, and the
results of their operations and their cash flows for the years then ended in accordance with U.S. generally
accepted accounting principles.

Philadelphia, Pennsylvania
April 30, 2014
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NRG REMA, LLC AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2014 and 2013
(In thousands)
Assets

2014

Current assets:
Cash and cash equivalents
Insurance receivable
Inventory
Prepayments and other current assets

$

2013

322,309
101
61,377
44,882

130,333
9,089
65,489
25,788

428,669

230,699

355,197
49,874

249,797
87,809

Total property, plant and equipment

405,071

337,606

Less accumulated depreciation and amortization

(45,924)

(15,511)

359,147

322,095

191
30,368

326
27,564

30,559

27,890

$

818,375

580,684

$

299
34,449
66,183
728,820
221,081
5,913

286
28,250
29,212
652,263
169,986
5,755

1,056,745

885,752

2,176
163,009
45,855
543,563

2,475
174,457
59,842
543,563

Total current assets
Property, plant and equipment:
In service
Under construction

Net property, plant and equipment
Other assets:
Intangible assets, net
Other noncurrent assets
Total other assets
Total assets
Liabilities and Member’s Deficit
Current liabilities:
Current portion of capital lease
Accounts payable
Accounts payable – affiliate
Subordinated accounts and interest payable, net – affiliate
Subordinated interest payable on subordinated note payable – affiliate
Accrued expenses and other current liabilities
Total current liabilities
Other liabilities:
Long-term portion of capital lease
Out-of-market contracts
Other noncurrent liabilities
Subordinated note payable – affiliate
Total noncurrent liabilities
Total liabilities

754,603

780,337

1,811,348

1,666,089

—    
(1,134,428)
141,455

—    
(1,134,428)
49,023

(992,973)

(1,085,405)

818,375

580,684

Commitments and contingencies (note 10)
Member’s deficit:
Common Stock; no par value (1,000 shares authorized, issued and outstanding)
Additional paid-in deficit
Retained earnings
Total member’s deficit:
Total liabilities and member’s deficit:

$

See accompanying notes to consolidated financial statements.
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NRG REMA, LLC AND SUBSIDIARIES
Consolidated Statements of Operations
Years ended December 31, 2014 and 2013
(In thousands)
2014

2013

3,671
596,254

3,511
508,533

599,925

512,044

159,161
184,484
29,388
31,425
30,461

171,148
141,283
29,237
14,406
26,888

Total operating costs and expenses

434,919

382,962

Operating income

165,006

129,082

(117)
(72,621)
164

(245)
(74,699)
4

(72,574)

(74,940)

92,432

54,142

Operating revenues:
Operating revenues
Operating revenues – affiliate

$

Total operating revenues
Operating costs and expenses:
Cost of operations
Cost of operations – affiliate
Facilities leases
Depreciation and amortization
Selling, general and administrative – affiliate

Other income (expense):
Interest expense
Interest expense – affiliate
Other income, net
Total other expense, net
Net income

$

See accompanying notes to consolidated financial statements.
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NRG REMA, LLC AND SUBSIDIARIES
Consolidated Statements of Member’s Deficit
Years ended December 31, 2014 and 2013
(In thousands)
Additional
paid-in
capital
(deficit)

Common
stock
Balance, December 31, 2012

$

—    

Net income

—    

Balance, December 31, 2013

—    

Net income

—    

Balance, December 31, 2014

$

(1,134,428)
—    
(1,134,428)
—    

—    

(1,134,428)

See accompanying notes to consolidated financial statements.
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Retained
earnings
(accumulated
deficit)

Total
member’s
deficit

(5,119)

(1,139,547)

54,142

54,142

49,023

(1,085,405)

92,432

92,432

141,455

(992,973)

NRG REMA, LLC AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Years ended December 31, 2014 and 2013
(In thousands)
2014
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation and amortization
Accretion of asset retirement obligation
Amortization of intangible assets and out-of-market contracts
Changes in assets and liabilities:
Changes in derivative instruments
Prepayments and other current assets
Accounts payable – affiliate
Subordinated accounts and interest payable, net – affiliate
Subordinated interest payable on subordinated note payable – affiliate
Other

$

92,432

54,142

31,425
2,867
(11,521)

14,406
2,981
(13,130)

—    
(19,081)
36,971
76,557
51,095
4,456

(520)
(15,628)
6,488
72,416
51,095
762

265,201

173,012

(72,925)
—    

(69,369)
194

(72,925)

(69,175)

(299)

(252)

(299)

(252)

191,977

103,585

130,333

28,272

$

322,310

131,857

$

2,580

5,093

Net cash provided by operating activities
Cash flows from investing activities:
Capital expenditures
Proceeds from sale of assets
Net cash used by investing activities
Cash flows from financing activities:
Payments for capital lease
Net cash used by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

2013

Supplemental disclosure of noncash investing activities:
Noncash additions to construction in progress
See accompanying notes to consolidated financial statements.
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

(1)

Nature of Business
NRG REMA, LLC (REMA) provides energy, capacity, ancillary and other energy services to wholesale
customers in competitive energy markets in the United States through ownership and operation of, and
contracting for, power generation capacity. The majority of its sales to third parties are through GenOn (as
defined below) affiliates. REMA owns or leases interests in 17 generating facilities in Pennsylvania and New
Jersey with net electric generating capacity of 2,777 megawatts (MW).
REMA is a Delaware limited liability company, as are its consolidated subsidiaries. “GenOn” refers to
GenOn Energy, Inc. and its consolidated subsidiaries. “GenOn Energy” refers to GenOn Energy, Inc. NRG
REMA, LLC is a direct subsidiary of NRG Northeast Generation, Inc. and an indirect subsidiary of GenOn
Energy,Inc., which is an indirect subsidiary of NRG Energy, Inc. “NRG” refers to NRG Energy, Inc. and
consolidated subsidiaries.

(2)

Summary of Significant Accounting Policies
The financial statements are presented in accordance with accounting principles generally accepted in the
United States of America (U.S. GAAP).
(a)

Principles of Consolidation and Basis of Presentation
The accompanying consolidated financial statements include the accounts of REMA and its
subsidiaries (collectively, the Company). All significant intercompany balances and transactions have
been eliminated in consolidation. The Company has no involvement with variable interest entities.

(b)

Cash and Cash Equivalents
Cash and cash equivalents include highly liquid investments with an original maturity of three months
or less at the time of purchase.

(c)

Inventory
Inventory is valued at the lower of weighted average cost or market, and consists principally of fuel
oil, coal and raw materials used to generate electricity. REMA removes these inventories as they are
used in the production of electricity. Spare parts inventory is valued at a weighted average cost, since
REMA expects to recover these costs in the ordinary course of business. REMA removes these
inventories when they are used for repairs, maintenance or capital projects.

(d)

Property, Plant and Equipment
Property, plant and equipment are stated at cost or, in the case of business acquisitions, fair value.
Significant additions or improvements extending asset lives are capitalized as incurred, while repairs
and maintenance that do not improve or extend the life of the respective asset are charged to expense
as incurred. Depreciation is computed using the straight-line method over the estimated useful lives.
Certain assets and their related accumulated depreciation amounts are adjusted for asset retirements
and disposals with the resulting gain or loss included in cost of operations in the consolidated
statements of operations.
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

(e)

Asset Impairments
Long-lived assets that are held and used are reviewed for impairment whenever events or changes in
circumstances indicate carrying values may not be recoverable. Such reviews are performed in
accordance with Accounting Standards Codification (ASC) 360. An impairment loss is recognized if
the total future estimated undiscounted cash flows expected from an asset are less than its carrying
value. An impairment charge is measured by the difference between an asset’s carrying amount and
fair value with the difference recorded in operating costs and expenses in the consolidated statements
of operations. Fair values are determined by a variety of valuation methods, including appraisals, sales
prices of similar assets and present value techniques. There were no indicators of impairments in the
years ended December 31, 2014 and 2013.

(f)

Project Development Costs and Capitalized Interest
Project development costs are expensed in the preliminary stages of a project and capitalized when the
project is deemed to be commercially viable. Commercial viability is determined by one or a series of
actions including, among others, Board of Director approval pursuant to a formal project plan that
subjects REMA to significant future obligations that can only be discharged by the use of an asset of
REMA. REMA reported $7 million and $3 million in capitalized interest in 2014 and 2013,
respectively.
When a project is available for operations, capitalized interest and project development costs are
reclassified to property, plant and equipment and amortized on a straight-line basis over the estimated
useful life of the project’s related assets. Capitalized costs are charged to expense if a project is
abandoned or management otherwise determines the costs to be unrecoverable.

(g)

Intangible Assets and Out-of-Market Contracts
Intangible assets represent contractual rights held by REMA. REMA recognizes specifically
identifiable intangible assets, including emission allowances, when specific rights and contracts are
acquired. Intangible assets are amortized based on expected volumes, expected delivery or on a straight
line basis.
A liability for out-of-market contracts was established for the REMA leases. These out-of-market
contracts are amortized to cost of operations based on the nature of the contracts and over their
contractual lives. Out-of-market contracts are classified as noncurrent liabilities on the consolidated
balance sheets.

(h)

Income Taxes
REMA is a wholly owned limited liability company (disregarded entity) for federal and state income
tax purposes. Therefore, federal and state taxes are assessed at the Parent level. Accordingly, no
provision has been made for federal or state income taxes in the accompanying financial statements.
If the Company was a separate tax paying entity, the pro forma tax expense would have been
$38 million and $22 million for the years ended December 31, 2014 and 2013, respectively.
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

(i)

Revenue Recognition
Energy – REMA enters into both physical and financial transactions to optimize the financial
performance of its generating facilities. Electric energy revenue is recognized upon transmission to the
customer. Physical transactions, or the sale of generated electricity to meet supply and demand, are
recorded on a gross basis in REMA’s consolidated statements of operations. Financial transactions, or
the buying and selling of energy for trading purposes, are recorded net within operating revenues in
the consolidated statements of operations in accordance with ASC 815.
Capacity – Capacity revenues are recognized when contractually earned, and consist of revenues billed
to a third party at either the market or a negotiated contract price for making installed capacity available
in order to satisfy system integrity and reliability requirements.

(j)

Fair Value of Financial Instruments
The carrying amount of cash and cash equivalents, insurance receivable, accounts payable, accounts
payable – affiliate, and accrued liabilities approximate fair value because of the short-term maturity of
these instruments. See note 4, Fair Value of Financial Instruments, for further discussion.

(k)

Coal Supplier Concentration Risk
REMA’s coal supply comes primarily from the Northern Appalachian and Central Appalachian coal
regions. REMA enters into contracts of varying tenors to secure appropriate quantities of fuel that meet
the varying specifications of its generating facilities. For the coal-fired generating facilities, REMA
purchases most of its coal from a small number of suppliers under contracts with terms of varying
lengths, some of which extend to 2015. Excluding the Keystone and Conemaugh generating facilities
(which are not 100% owned by REMA), REMA has exposure to three counterparties at December 31,
2014 and 2013 that each represented an exposure of more than 10% of its total coal commitments, by
volume, and in aggregate represented approximately 54% and 55% of its total coal commitments at
December 31, 204 and 2013, respectively. At December 31, 2014 and 2013, the single largest
counterparty represented an exposure of 23% and 28%, respectively, of these total coal commitments,
by volume.

(l)

Coal Transportation Concentration Risk
The coal to operate REMA’s coal-fired facilities is delivered primarily by truck. For 2014, two
counterparties represented 34% of coal transportation costs.

(m)

Asset Retirement Obligations
REMA accounts for its Asset Retirement Obligations (AROs) in accordance with ASC 410-20, Asset
Retirement Obligations, or ASC 410-20. Retirement obligations associated with long lived assets
included within the scope of ASC 410-20 are those for which a legal obligation exists under enacted
laws, statutes, and written or oral contracts, including obligations arising under the doctrine of
promissory estoppel, and for which the timing and/or method of settlement may be conditional on a
future event. ASC 410-20 requires an entity to recognize the fair value of a liability for an ARO in the
period in which it is incurred and a reasonable estimate of fair value can be made.
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

Upon initial recognition of a liability for an ARO, REMA capitalizes the asset retirement cost by
increasing the carrying amount of the related long-lived asset by the same amount. Over time, the
liability is accreted to its future value, while the capitalized cost is depreciated over the useful life of
the related asset. See note 9, Asset Retirement Obligations, for further discussion of AROs.
(n)

Use of Estimates
The preparation of consolidated financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the consolidated financial statements, disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from these estimates.
In recording transactions and balances resulting from business operations, REMA uses estimates based
on the best information available. Estimates are used for such items as plant depreciable lives,
environmental liabilities, and legal costs incurred in connection with recorded loss contingencies,
among others. In addition, estimates are used to test long lived assets for impairment and to determine
the fair value of impaired assets. As better information becomes available or actual amounts are
determinable, the recorded estimates are revised. Consequently, operating results can be affected by
revisions to prior accounting estimates.

(o)

Recently Adopted Accounting Guidance
Accounting Standards Update (ASU) No. 2014-09 – In May 2014, the Financial Accounting Standards
Board (FASB) issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606), or
ASU 2014-09. The amendments of ASU 2014-09 complete the joint effort between the FASB and the
International Accounting Standards Board, IASB, to develop a common revenue standard for
U.S. GAAP and International Financial Reporting Standards, or IFRS, and to improve financial
reporting. The guidance in ASU 2014-09 provides that an entity should recognize revenue to depict
the transfer of goods or services provided and establishes the following steps to be applied by an entity:
(1) identify the contract with a customer; (2) identify the performance obligations in the contract;
(3) determine the transaction price; (4) allocate the transaction price to the performance obligations in
the contract; and (5) recognize revenue when (or as) the entity satisfies the performance obligation.
The guidance of ASU 2014-09 is effective for annual reporting periods beginning after December 15,
2016, including interim periods therein. Early adoption is not permitted. The Company is currently
evaluating the impact of the standard on the Company’s results of operations, cash flows and financial
position.
In August 2014, the FASB issued ASU 2014-15, Disclosure of Uncertainties about an Entity’s Ability
to Continue as a Going Concern, which describes how an entity should assess its ability to meet
obligations and sets rules for how this information should be disclosed in the financial statements. The
standard provides accounting guidance that will be used along with existing auditing standards. The
new standards applies to all entities for the first annual period ending after December 15, 2016, and
interim periods thereafter. Early application is permitted. The Company is evaluating the effect ASU
2014-15 will have on our combined financial statements and disclosures and have not yet determined
the effect of the standard on our ongoing financial reporting at this time.
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

(3)

Related Party Transactions
These consolidated financial statements include the impact of significant transactions between REMA and
GenOn or NRG. The majority of these transactions involve the purchase or sale of energy, capacity, fuel,
emission allowances or related services (including transportation, transmission and storage services) from or
to REMA and allocations of costs to REMA for support services.
Corporate Allocations – NRG and GenOn provide REMA with various management, personnel and other
services which include human resources, regulatory and public affairs, accounting, tax, legal, information
systems, treasury, risk management, commercial operations, and asset management. Costs associated with
these services are allocated to REMA’s subsidiaries based on each operating subsidiary’s planned operating
expenses relative to all operating subsidiaries. These allocations and charges are not necessarily indicative
of what would have been incurred had REMA been an unaffiliated entity. Management has concluded that
this method of charging overhead costs is reasonable.
Support and Technical Services by GenOn – GenOn provides commercial support, technical services and
other corporate services to REMA. GenOn allocated certain support services costs to REMA based on
REMA’s underlying planned operating expenses relative to the underlying planned operating expenses of
other entities to which GenOn provides similar services and also charged REMA for certain other services
based on usage. Management thinks this method of allocation is reasonable. These allocations and charges
are not necessarily indicative of what would have been incurred had REMA been an unaffiliated entity.
Payments to GenOn for support services are subordinated to certain obligations, including the lease
obligations, pursuant to the leases.
The following details the amounts recorded as cost of operations – affiliate or selling, general and
administrative – affiliate:
Year ended December 31
2014
2013
(In millions)
Allocated or charged by GenOn

$

38

39

On January 1, 2011, the employees of REMA were transferred to GenOn Energy Services, LLC, an affiliated
entity. Accordingly, REMA entered into an agreement with GenOn Energy Services, LLC pursuant to which
the services of such transferred employees are provided to REMA, together with such other services as
REMA elects from time to time. Under the terms of such agreement, REMA pays the actual costs incurred
by GenOn Energy Services, LLC in connection with the provision of such services. Payments to GenOn
Energy Services, LLC for such transferred employee services rank equal in priority with REMA’s lease
obligations. REMA’s employee-related obligations and the related deferred taxes, net of valuation
allowances, were distributed to GenOn on January 1, 2011. During the years ended December 31, 2014 and
2013, $32 million and $42 million, respectively, were recorded as cost of operations – affiliate related to
these services.
Procurement and Marketing Services by GenOn and NRG – REMA received services from GenOn Energy
Management and NRG which included the bidding and dispatch of the generating units, procurement of fuel
11
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

and other products and the execution of contracts, including economic hedges, to reduce price risk. These
transactions were recorded as operating revenues – affiliate and cost of operations – affiliate, as appropriate,
in the consolidated statements of operations. Amounts due to and from GenOn Energy Management under
the power, fuel supply and services agreements were recorded as accounts payables – affiliate or accounts
receivables – affiliate, as appropriate. Under these agreements, GenOn Energy Management resold REMA’s
energy products in the PJM spot and forward markets and to other third parties. REMA was paid the amount
received by GenOn Energy Management for such capacity and energy. REMA had counterparty credit risk
in the event that GenOn Energy Management was unable to collect amounts owed from third parties for the
resale of REMA’s energy products. Substantially all energy marketing overhead expenses were allocated to
GenOn’s operating subsidiaries.
Year ended December 31
2014
2013
(In millions)
Sales to related parties under various commodity
agreements (a)
Purchases from related parties under various
commodity agreements (b)
Fees charged by related parties for these services
and included in cost of operations – affiliate

$

596

509

148

90

4

11

(a)

Recorded in operating revenues – affiliate. These amounts are not subordinated.

(b)

Recorded in cost of operations – affiliate. These amounts are not subordinated.

Subordinated Accounts and Interest Payable, Net – Affiliate – REMA records payables to and receivables
from GenOn as subordinated amounts. At December 2014 and 2013, the net subordinated accounts and
interest payable to affiliates were $729 million and $652 million, respectively. The outstanding balance is
classified as a current liability consistent with the terms of the agreements. However, payments of this
liability are subordinated to certain obligations, including the lease obligations, and are subject to the
restricted payments test in the leases. REMA incurred interest expense in connection with the payable of
$26 million and $24 million during the years ended December 31, 2014 and 2013, respectively. See note 10,
Commitments and Contingencies, for a discussion of the leases and restrictions.
Subordinated Long-Term Note Payable – Affiliate – REMA has a note payable to GenOn. The note is due
January 1, 2029 and accrues interest at a fixed rate of 9.4% per year. At December 31, 2014 and 2013, REMA
had $544 million outstanding under the note. In connection with this note, REMA has accrued subordinated
interest payable to affiliate of $221 million and $170 million at December 31, 2014 and 2013, respectively.
The outstanding accrued interest is classified as a current liability consistent with the terms of the agreements.
However, payments under this indebtedness are subordinated to certain obligations, including the lease
obligations, and are subject to the restricted payments test in the leases. See note 10, Commitments and
Contingencies, for a discussion of the leases and restrictions.
Working Capital Note – REMA has a revolving note payable to GenOn under which REMA may borrow,
and GenOn is committed to lend, up to $30 million for working capital needs. Borrowings under the note
12
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

are unsecured and will rank equal in priority with REMA’s lease obligations. REMA periodically borrows
on this note and repays the amounts throughout the year. The note accrues interest (which is paid monthly)
at the prime rate plus 1.75%, which was 3.25% at December 31, 2014. REMA may replace this note with a
working capital facility from an unaffiliated lender if then permitted under GenOn’s debt agreements. At
December 2014 and 2013, there were no borrowings outstanding under the note. During the year ended
December 31, 2013, REMA borrowed and repaid on a cumulative basis $37 million and incurred
insignificant interest expense in each period.
Letters of Credit – REMA is obligated to provide credit support for its lease obligations in the form of letters
of credit and/or cash equal to an amount representing the greater of (a) the next six months’ scheduled rental
payments under the related lease or (b) 50% of the scheduled rental payments due in the next 12 months
under the related lease. Credit support is provided in the form of letters of credit issued under GenOn
Energy’s credit facility with NRG. At December 31, 2014, the amount of credit support was $47 million.
(4)

Fair Value of Financial Instruments
For cash and cash equivalents, accounts payable, accounts payable – affiliate, accrued liabilities,
subordinated accounts and interest payable, net affiliate, and subordinated interest payable on subordinated
note payable – affiliate, the carrying amount approximates fair value because of the short-term maturity of
those instruments and are classified as Level 1 within the fair value hierarchy. The fair value of the
subordinated note payable affiliate was $462 million and $554 million as of December 31, 2014 and 2013,
respectively and are classified as Level 2 within the fair value hierarchy. There are no financial instruments
recorded at fair value on a reoccurring basis at December 31, 2014 and 2013.
Fair Value Accounting under ASC 820
ASC 820 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure
fair value into three levels as follows:


Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities that REMA
has the ability to access as of the measurement date.



Level 2 – Inputs other than quoted prices included within Level 1 that are directly observable for the
asset or liability or indirectly observable through corroboration with observable market data



Level 3 – Unobservable inputs for the asset or liability only used when there is little, if any, market
activity for the asset or liability at the measurement date

In accordance with ASC 820, REMA determines the level in the fair value hierarchy within which each fair
measurement in its entirety falls, based on the lowest level input that is significant to the fair value
measurement in its entirety.
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

(5)

Inventory
Inventory consisted of the following:

December 31
2014

2013
(In millions)

Fuel oil
Coal
Spare parts
Other
Total inventory

(6)

$

23
10
27
1

18
18
28
1

$

61

65

Property, Plant and Equipment
Major classes of property, plant and equipment were as follows:
December 31
2014

Depreciable
lives

2013
(In million)

Facilities and equipment
Land and improvements
Office furnishings and equipment
Construction in progress

$

Total property, plant and
equipment
Accumulated depreciation
Net property, plant and
equipment

(7)

$

315
40
—
50

215
34
1
88

405

338

(46)

(16)

359

322

4–28 years
3–12 years

Retirements or Long-Term Protective Layup of Generating Facilities
Facilities Announced for Deactivation due to Returns on Investment
REMA is subject to extensive environmental regulation by federal, state and local authorities under a variety
of statutes, regulations and permits that address discharge into the air, water and soil, and the proper handling
of solid, hazardous and toxic materials and waste. Complying with increasingly stringent environmental
requirements involves significant capital and operating expenses. To the extent forecasted returns on
investment necessary to comply with environmental regulations are insufficient for a particular facility,
REMA plans to deactivate that facility. In determining the forecasted returns on investments, REMA factors
in forecasted energy and capacity prices, expected capital expenditures, operating costs, property taxes and
other factors. REMA has or expects to deactivate the following generating capacity, primarily coal-fired
14
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NRG REMA, LLC AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2014 and 2013

units, at the referenced times: Gilbert (98 MW) May 2015, Glen Gardner (160 MW) May 2015 and Werner
(210 MW) May 2015.
NRG mothballed Portland coal Units 1 and 2 (401 MW) effective June 1, 2014 and is expected to return
those units to service no later than the summer of 2016 using ultra-low-sulfur diesel.
NRG intends to mothball the coal-fired Units 1, 2, 3 and 4 at the Shawville generating facility (597 MW)
beginning on April 16, 2015 and then return those units to service no later than the summer of 2016 using
natural gas.
Expenses, Property, Plant and Equipment, and Materials and Supplies Inventory Related to Deactivations
In connection with the decision to deactivate the generating facilities, REMA evaluated inventory and
determined that there was excess inventory. REMA established a reserve of $16 million recorded to cost of
operations during the first quarter of 2013 relating to its excess inventory. At December 31, 2014, the
aggregate carrying value of property, plant and equipment, net and spare parts for the generating facilities
expected to be deactivated through 2015 was $65 million and $2 million, respectively.
If market conditions and/or environmental and regulatory factors or assumptions change in the future,
forecasted returns on investments necessary to comply with environmental regulations could change,
resulting in possible incremental investments if returns improve or deactivation of additional generating units
or facilities if returns deteriorate. Such deactivations could result in additional charges, including
impairments, severance costs and other plant shutdown costs.
(8)

Intangible Assets and Out-of-Market Contracts
REMA’s intangible assets are comprised of emission allowances, which are primarily sulfur dioxide
emission allowances granted to the REMA generating facilities. These emission allowances were held for
use and amortized on a straight-line basis to depreciation and amortization. At December 31, 2014, the
emission allowance balance was $0.2 million.
Out-of-Market Contracts – In connection with the acquisition of GenOn by NRG on December 15, 2012, the
off-market component of the REMA operating leases, as described in note 10, Commitments and
Contingencies, were recorded on the consolidated balance sheet in the amount of $186 million. For the years
ended December 31, 2014 and 2013, amortization of out-of-market contracts was $11 million.
The following table summarizes the estimated amortization related to REMA’s out-of-market contracts
(in millions):

2015
2016
2017
2018
2019

$

15

11
11
11
11
11
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(9)

Asset Retirement Obligations
REMA’s AROs are primarily related to the future dismantlement of equipment on leased property and
environmental obligations related to ash site closures, water monitoring and treatment, and fuel storage
facilities. In addition, REMA has also identified conditional AROs for asbestos removal and disposal, which
are specific to certain power generation operations.
The following table represents the balance of ARO obligations as of December 31, 2014 and 2013, along
with the additions, reductions and accretion related to REMA’s ARO obligations for the year ended
December 31, 2014 (in millions):

Balance as of December 31,2013
Revisions in estimates for current
obligations
Payments
Accretion – expense

$

Balance as of December 31, 2014

$

55
(13)
(3)
3
42

(10) Commitments and Contingencies
(a)

REMA Operating Leases
The Company, through its indirect subsidiary, REMA leases a 100% interest in the Shawville coal
generation facility through 2026 and leases 16.7% and 16.5% interest in the Keystone and Conemaugh
coal generation facilities through 2034, respectively, and expects to make payments under the leases
through 2029 in accordance with the terms of the leases. The Company accounts for these leases as
operating leases and records lease expense on a straight-line basis over the lease term. In connection
with the acquisition of GenOn, the Company recorded the out-of-market value as a liability in
out-of-market contracts of $186 million. The liability will be amortized through rent expense on a
straight-line basis over the term of the lease. The Company expects to record lease expense, net of
amortization of the out-of-market liability, of approximately $29 million per year through the term of
the lease.
In late April 2014, NRG notified PJM that it no longer intends to place coal-fired Units 1, 2, 3, and 4
at Shawville generating facility (597 MW) in long-term protective layup, but instead will mothball
those units beginning on April 16, 2015, and then return those units to service no later than June 1,
2016, using natural gas. Under the lease agreement for Shawville, NRG’s obligations generally are to
pay the required rent and to maintain the leased assets in accordance with the lease documentation,
including in compliance with prudent competitive electric generating industry practice and applicable
laws.
The Company operates the Conemaugh and Keystone facilities under five-year agreements that expire
in December 2015 that, subject to certain provisions and notifications, could be terminated annually
with one year’s notice. The Company is reimbursed by the other owners for the cost of direct services
provided to the Conemaugh and Keystone facilities. Additionally, the Company received fees of
$11 million and $10 million during 2014 and 2013, respectively. These fees, which are recorded in
16
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cost of operations in the consolidated statements of operations, are primarily to cover REMA’s
administrative support costs of providing these services.
Minimum lease commitments under the REMA operating lease for the years ending after
December 31, 2014 are as follows (in millions):
2015
2016
2017
2018
2019
Thereafter
Total

$

56
61
63
55
65
334

$

634

REMA’s lease restricts its ability to, among other actions, (a) encumber assets, (b) enter into business
combinations or divest assets, (c) incur additional debt, (d) pay dividends or subordinated obligations,
(e) enter into transactions with affiliates on other than an arm’s length basis or (f) materially change
its business. With respect to REMA’s ability to pay dividends or subordinated obligations, REMA is
not permitted to make any distributions and other restricted payments unless: (a) it satisfies the fixed
charge coverage ratio for the most recently ended period of four fiscal quarters; (b) it is projected to
satisfy the fixed charge coverage ratio for each of the two following periods of four fiscal quarters,
commencing with the fiscal quarter in which such payment is proposed to be made; and (c) no
significant lease default or event of default has occurred and is continuing. At December 31, 2014,
REMA was limited by the covenant restricting dividends and the payment of subordinated obligations.
During 2011, REMA completed an analysis of the cost of environmental controls required for the
Shawville generating facility, including the installation of cooling towers. After evaluation of the
forecasted energy and capacity prices, expected capital expenditures, operating costs, property taxes
and other factors, REMA concluded that the forecasted returns on investments necessary to comply
with the environmental regulations are insufficient. Accordingly, REMA plans to place the coal-fired
units at the Shawville generating facility, which are leased, into a mothball status. Under the lease
agreement for Shawville, REMA’s obligations generally are to pay the required rent and to maintain
the leased assets in accordance with the lease documentation, including in compliance with prudent
competitive electric generating industry practice and applicable laws.
(b)

Fuel Commitments
REMA has commitments under coal agreements of various quantities and durations. At December 31,
2014, the maximum remaining term under any individual fuel supply contract is three years.
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As of December 31, 2014, REMA’s commitments under such outstanding agreements are estimated
as follows:
2015
2016
2017
Total

(c)

$

77
68
65

$

210

Contingencies
Set forth below is a description of REMA’s material legal proceedings. REMA believes that it has
valid defenses to these legal proceedings and intends to defend them vigorously. Pursuant to the
requirements of ASC 450, Contingencies, and related guidance, REMA records reserves for estimated
losses from contingencies when information available indicates that a loss is probable and the amount
of the loss, or range of loss, can be reasonably estimated. In addition, legal costs are expensed as
incurred. Management has assessed each of the following matters based on current information and
made a judgment concerning its potential outcome, considering the nature of the claim, the amount
and nature of damages sought, and the probability of success. Unless specified below, REMA is unable
to predict the outcome of these legal proceedings or reasonably estimate the scope or amount of any
associated cost and potential liabilities. As additional information becomes available, management
adjusts its assessment and estimates of such contingencies accordingly. Because litigation is subject to
inherent uncertainties and unfavorable rulings or developments, it is possible that the ultimate
resolution of REMA’s liabilities and contingencies could be at amounts that are different from
currently recorded reserves and that such difference could be material.
In addition to the legal proceedings noted below, REMA is party to other litigation or legal proceedings
arising in the ordinary course of business. In management’s opinion, the disposition of these ordinary
course matters will not materially adversely affect REMA’s respective consolidated financial position,
results of operations, or cash flows.
New Source Review Matters
The Environmental Protection Agency (EPA) and various states are investigating compliance of
electric generating facilities with the preconstruction permitting requirements of the Clean Air Act
known as “new source review”, or NSR. In January 2009, GenOn received a Notice of Violation
(NOV) from the EPA alleging that past work at Keystone, Portland and Shawville generating stations
violated regulations regarding NSR. In June 2011, GenOn received a NOV from the EPA alleging that
past work at Avon Lake and Niles generating stations violated NSR. In December 2007, the New
Jersey Department of Environmental Protection filed suit alleging that NSR violations occurred at the
Portland generating station, which suit was resolved pursuant to a July 2013 Consent Decree.
Additionally, in April 2013, the Connecticut Department of Energy and Environmental Protection
issued four NOVs alleging that past work at oil-fired combustion turbines at the Torrington Terminal,
Franklin, Branford and Middletown generation stations violated regulations regarding NSR.
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(d)

Ash Disposal Facility Closures
REMA is responsible for environmental costs related to the future closures of several ash disposal
facilities. REMA has accrued the estimated discounted costs of $24 million at December 31, 2014 and
$25 million at December 31, 2013 associated with these environmental liabilities as part of its asset
retirement obligations. REMA has deposits for the benefit of the State of Pennsylvania to guarantee
its obligations related to future closures of certain coal ash landfill sites of $18 million and $20 million
as of December 31, 2014 and 2013, respectively.

(e)

New Jersey Remediation Obligations
REMA is responsible under the Industrial Site Recovery Act for environmental costs related to site
contamination investigations and remediation requirements at four generating facilities in New Jersey.
REMA has accrued the estimated long-term liability for the remediation costs of $3 million at
December 31, 2014 and $5 million at December 31, 2013. REMA has deposits for the benefit of the
State of New Jersey to satisfy its obligations to remediate site contamination under the Industrial Site
Recovery Act of $8 million as of December 31, 2014 and 2013.

(11) Guarantees
REMA enters into various contracts that include indemnification and guarantee provisions as a routine part
of their business activities. Examples of these contracts include asset purchases and sale agreements,
commodity sale and purchase agreements, engineering, procurement and construction agreements, operation
and maintenance agreements, service agreements, settlement agreements, and other types of contractual
agreements with vendors and other third parties, as well as affiliates. These contracts generally indemnify
the counterparty for tax, environmental liability, litigation and other matters, as well as breaches of
representations, warranties and covenants set forth in these agreements.
Except as otherwise noted, REMA is unable to estimate its maximum potential exposure under these
agreements until an event triggering payment occurs. REMA does not expect to make any material payments
under these agreements.
(12) Regulatory Matters
REMA operates in a highly regulated industry and is subject to regulation by various federal and state
agencies. As such, REMA is affected by regulatory developments at both the federal and state levels and in
the regions in which REMA operates. In addition, REMA is subject to the market rules, procedures, and
protocols of the various ISO and RTO markets in which REMA participates. These power markets are subject
to ongoing legislative and regulatory changes that may impact REMA’s wholesale and retail businesses.
In addition to the regulatory proceedings noted below, REMA is a party to other regulatory proceedings
arising in the ordinary course of business or have other regulatory exposure. In management’s opinion, the
disposition of these ordinary course matters will not materially adversely affect REMA’s consolidated
balance sheets, results of operations, or cash flows.
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Court Rejects FERC’s Jurisdiction Over Demand Response — On May 23, 2014, the U.S. Court of Appeals
for the District of Columbia Circuit vacated FERC’s rules (known as Order No. 745) that allowed demand
response resources to participate in FERC-jurisdictional energy markets. The Court of Appeals held that the
Federal Power Act does not authorize FERC to exercise jurisdiction over demand response and that instead
demand response is part of the retail market over which the states have jurisdiction. The specific order being
challenged related to energy market compensation, but this ruling also calls into question whether demand
response will be permitted to participate in the capacity markets in the future. Petitions for review are pending
before the U.S. Supreme Court. The eventual outcome of this proceeding could result in refunds of payments
made for non-jurisdictional services and resettlement of wholesale markets, but it is not possible to predict
the outcome or estimate the impact on the Company at this time.
(13) Subsequent Events
These consolidated financial statements and notes reflect the Company’s evaluation of events occurring
subsequent to the balance sheet date through April 30, 2015, the date the consolidated financial statements
are available to be issued.
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